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Via e-mail 

 

August 3, 2012 

 

B.C. Utilities Commission                                                                                   File No.:  4.2 

6th Floor - 900 Howe Street 

Vancouver, B.C. 

V6Z 2N3 

 

Attention: Erica M. Hamilton 

  Commission Secretary 

 

Dear Ms. Hamilton: 

 

 

Re: BCUC Generic Cost of Capital Proceeding (“GCOC”) – Project No. 3698660 

 Minimum Filing Requirements (“MFR”) 

 Evidence of Pacific Northern Gas Ltd. and Pacific Northern Gas (N.E.) Ltd.  

 
  

This letter responds to the Commission’s request for utilities identified as Affected Utilities in the GCOC 

proceeding to submit documentation related to the MFR as set forth in Appendix A to Commission Order 

G-72-12.  The information that follows applies to Pacific Northern Gas Ltd. (“PNG-West”) and Pacific 

Northern Gas (N.E.) Ltd. (“PNG(NE)”) (collectively, “PNG”), both registered as Affected Utilities in this 

proceeding. 

 

Company-Related Documents 
 

The Commission has directed the Affected Utilities to file company-specific information as outlined under 

Section A – Company-Related Documents of the MFR.  This material is provided in the Appendices 

accompanying this letter. 

 

Other Filing Requirements 

 

The Commission has directed the Affected Utilities to file evidence on a number of matters as outlined 

under Section B – Other Filing Requirements of the MFR, which PNG addresses below.   

 

ROE Matters and Capital Structure Matters 

 

With respect to ROE Matters and Capital Structure Matters, PNG supports and adopts the evidence 

submitted by the FortisBC Utilities, including the evidence of their expert witnesses, James H. Vander 

Weide, PH.D, Kathleen C. McShane and Aaron Engen. 

 

480 Pages - Attachments B3-7
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In terms of process for the determination of the return on equity and equity ratio for individual utilities, 

PNG agrees with the Commission Panel’s suggestion to hold a separate proceeding (Stage 2) following the 

determination of the benchmark utility metrics.  PNG acknowledges that there would be efficiencies with 

the evidentiary record, as well as improved timeliness and consistency from having the same Commission 

panel overseeing the GCOC proceeding also address the determinations for the individual utilities.  This 

approach differs from the initial proposal by PNG to have these matters addressed as part of its 2013 

revenue requirements applications. 

 

Designation of a Benchmark Low-risk Utility 

 

PNG supports the continued designation of FortisBC Energy Inc. (“FEI”) as the benchmark utility for 

purposes of setting a benchmark return on equity and benchmark capital structure instead of using a 

hypothetical benchmark low-risk utility.  PNG supports and adopts the FortisBC Utilities’ evidence on this 

matter. 

 

Deemed Capital Structure and Deemed Debt Issue Matters 

 

PNG submits that the matters related to deemed capital structure and deemed debt issues are generally not 

relevant to the determination of the appropriate cost of capital for FEI, PNG’s chosen benchmark utility.  

PNG has no difference of opinion on the evidence submitted by FEI on these matters as they apply to its 

unique circumstances and PNG notes that these matters are generally not applicable to PNG’s current 

circumstances with one exception.   

 

PNG’s capital structure has been deemed to be materially different than its actual capital structure for in 

excess of 10 years.  PNG’s deemed common equity component has been below its actual common equity 

component and therefore it has had a deemed debt over this same period.  However, both PNG-West and 

PNG(NE) have either third-party or non-arms length debt which comprise a majority of the debt 

component of their approved capital structure, which has allowed the use of these instruments as a 

reference for the setting of the deemed interest rate on the deemed debt.  It is also expected that PNG and 

PNG(NE) will continue to have either third-party or non-arms length debt to the extent they do today and 

that new issues of such debt will be reviewed by the Commission in accordance with the appropriate 

sections of the Utilities Commission Act.  In other words, PNG and PNG(NE) fully expect to continue to 

have either third-party or non-arms length debt instruments which can be used as a reference for setting the 

deemed interest rate on deemed debt, to the extent there is deemed debt in PNG’s capital structure. 

 

With respect to other issues associated with the deeming of PNG’s capital structure, PNG respectfully 

submits that these are core issues related to its utility-specific risk premium and capital structure and that 

these issues do not have any elements which can be addressed in a generic manner for the purposes of this 

proceeding. 

 

Please forward any questions regarding this submission to my attention. 

 

Yours truly, 

 

 
J.P. Kennedy 

cc. Registered Participants 
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COMPANY-RELATED DOCUMENTS 

 

Filing Requirement Documentation Appendix 

1. Most recent Annual Report PNG 2010 Annual Report 1 

2. Credit rating agency reports since 
2006 

Bond rating reports – PNG 2 

Bond rating reports – AltaGas (parent) 3 

3. Investment analyst reports since 
2006 

Investment analyst reports – PNG 4 

Investment analyst reports – AltaGas (parent) 5 

4. Prospectuses of debt offerings in 
last 5 years 

PNG – n/a – no debt offerings in period noted n/a 

AltaGas (parent) 6 

5. Bond issues applicable to 2012 
Test Year and future 

n/a – no bond issues in 2012 or anticipated in 

future 

n/a 

6. Prospectuses of equity offerings in 
last 5 years 

PNG – n/a – no equity offerings in period noted n/a 

AltaGas (parent) 7 

7. 2011 BCUC Annual Reports 2011 BCUC Annual Reports for PNG-West and 

PNG(N.E) 

8 

8. Historical regulatory financial 
information for period 2002-2011 

Summary financial information and summary of 

deferral accounts 

9 

9. Price-to-book value ratios of 
recent transactions involving sale 
of company or parent since 2000 

Summary of relevant transactions 10 

10. Significant changes in accounting 
policies for last 10 years 

Summary of accounting policy changes from 

historic annual report 

11 
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PNG’s transmission pipeline is connected to the Spectra Energy 

system near Summit Lake, British Columbia and extends  

587 kilometers to the west coast. Service is provided to some 

21 thousand customers including a number of industrial 

operations. In addition, propane vapour distribution is 

provided in the community of Granisle.

Pacific Northern Gas (N.E.) systems serve some 18 thousand 

customers in the Fort St. John, Dawson Creek, and Tumbler 

Ridge areas. Gas supply is received at a number of locations 

within the Fort St. John service area. In the Dawson Creek 

area, the Company’s transmission pipeline is used to transport 

gas from the Spectra Energy system. In Tumbler Ridge, the 

Company operates its own gas processing plant.

PNG’s head office is located in Vancouver, British Columbia. 

Customer care and administrative functions are supported 

from a regional centre in Terrace, British Columbia. In addition, 

personnel responsible for customer service and system 

construction, operation and maintenance are stationed in  

nine communities located within the Company’s service area.

Pacific Northern Gas Ltd. (PNG  

or the Company) delivers natural  

gas to customers in west-central 

British Columbia, and through its 

subsidiary, Pacific Northern Gas 

(N.E.) Ltd., to customers in the 

province’s northeast.



GaS LTD.

1
PaCIFIC 

 NoRThERN

EaRNINGS PER CommoN ShaRE

Comparative Financial Highlights

YEaRS ENDED DECEmBER 31  2010 2009 2008 2007 2006

ToTaL ENERGY DELIVERED (terajoules) 9,487 12,145 12,542 13,210 12,395

INComE STaTEmENT ($ in thousands) 

Revenues 95,164 104,131 132,839 129,464 138,848

operating margin, consisting of revenues less cost of gas 51,051 46,892 46,715 45,018 47,730

Net income attributable to shareholders 7,088  6,532   5,937   4,373   4,951

CaSh FLow STaTEmENT ($ in thousands)      

Cash flow relating to operating activities (before working capital) 18,037  9,617  8,691   7,297   10,403 

additions to plant, property, equipment and intangible assets (15,447)  (9,601)  (10,373)   (8,855)  (8,093) 

Decrease (increase) in regulatory assets and liabilities 1,718  3,763  1,141   971  (269)

BaLaNCE ShEET ($ in thousands) 

Total investment in plant, property and equipment 196,860 178,420   177,773   175,234   172,996  

Total assets 249,924  220,209  222,049   219,817   230,065  

Long-term debt 90,953  74,579  76,933   75,121   76,559 

Common shareholders’ equity 89,043  85,436   83,724   81,229   79,777

CommoN ShaRE STaTISTICS ($ per share) 

Earnings per common share–Basic 1.88 1.72 1.53 1.11 1.27 

Earnings per common share–Diluted 1.83 1.71 1.52 1.10 1.26 

Dividends declared per common share 1.14 0.96 0.88 0.80 0.80 

Dividends declared per preferred share 1.69 1.69 1.69 1.69 1.69 

Common shares outstanding (thousands)  

 average for the year 3,598 3,595   3,665   3,649   3,631  

 End of year 3,615  3,556   3,665   3,665   3,641 

2010

$ 1.27

2009

$ 1.11

2008
$ 1.53

2007

$ 1.72

2006

$ 1.88
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HigHligHts

• PNG sold its 50 per cent interest in Pacific Trail 
Pipelines (PTP), the developer of the Kitimat-Summit 
Lake (KSL) Project, to partners apache Canada Ltd. 
and EoG Resources Canada Inc. following year end. 
This transaction has value of up to $50 million  
plus additional potential future value through  
long-term transportation and operating/
maintenance agreements. 

• The PTP sale enabled PNG to declare a special 
dividend of $3.00 per common share over and  
above the regular 2011 first quarter dividend of 
$0.30 per share. The total dividend of $3.30 was 
paid march 24, 2011 to shareholders of record at  
the close of business on march 15, 2011.

• PNG achieved a 9 per cent gain in net income in  
2010 driven by higher returns on PNG’s regulated 
assets and positive contributions from the  
mcNair Creek acquisition. 

• we anticipate continued growth through  
accretive renewable power acquisitions and  
positive economic developments in our service  
areas from the LNG industry, new mining and  
metal processing projects, and a strong oil and  
gas production sector.

FINaNCIaL REVIEw
PNG’s net income in 2010 reached $7.1 million or $1.88 per share, 

up 9 per cent from $6.5 million or $1.72 per share in 2009. our 

annualized dividend rate, excluding the special dividend, rose to 

$1.20 per share, up 25 per cent from $0.96 per share paid in 2009 

and 50 per cent above the $0.80 per share paid in 2007. These 

progressive increases reflect PNG’s strategy to align dividend 

payout ratios with other publicly-traded utilities.

Growth in the regulated components of our business and the 

inclusion of a partial year of operations at the mcNair Creek 

hydroelectric facility, positively contributed to earnings while 

one-time mcNair acquisition costs, KSL Project expenditures and 

expenses for corporate reorganization and strategic initiatives 

had a downward impact on earnings. 

In February 2010, PNG’s existing $20 million revolving term 

facility was increased to $35 million and the maturity date was 

extended to January, 2015, resulting in more liquidity to meet 

ongoing capital obligations and to pursue strategic initiatives.

 

BuSINESS mILESToNES 

sale of PtP
on march 2, 2011, PNG completed the sale of its 50 per cent 

interest in PTP for value of up to $50 million, to our Calgary-based 

PTP partners apache Canada and EoG Resources Canada. PTP 

is the developer of the KSL Project, a planned 463-kilometre 

natural gas pipeline from Summit Lake, BC to Kitimat, BC that is 

expected to commence serving the Kitimat LNG terminal in 2015.

The $50 million transaction has two components. The first was 

a cash payment of $30 million (about $21 million after taxes 

and transaction-related expenses) received by PNG on closing. 

approximately $11 million of these proceeds were used to pay 

the special dividend of $3.00 per share in march, 2011. The 

second is a cash payment of $20 million contingent on a decision 

being made to proceed with construction of the Kitimat LNG 

terminal. PNG can give no assurance that the $20 million 

contingent payment will be made.

The initial $30 million payment and contingent $20 million 

payment compare with PNG’s investment on shareholders’ 

behalf of approximately $7.5 million in pre-tax dollars or about 

Report to Shareholders
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Report to Shareholders CoNTINuED

LEFT: Roy G. Dyce, President and Chief Executive officer
RIGhT: Robert F. Chase, Chair of the Board

To date, PNG has received option fees of $4.5 million under  

the TSa, including a $1.0 million payment made in December, 

2010 to extend the exclusive option period until June 30, 2011. 

This period may be extended to December 31, 2011 and then  

to June 30, 2012, upon payment of $1.0 million per extension. 

If the option is exercised, LNG Partners may initially designate a 

two- to five-year primary term and then has the right to renew 

for three additional consecutive five-year terms.

while PNG cannot assure the option will be exercised, if service 

commences under the TSa, PNG’s western system will be at full 

capacity, generating about $16 million per year of incremental 

revenue for the benefit of PNG and its customers. The cost 

to reactivate the facilities left idle in 2005 when methanex 

permanently closed its operations in Kitimat will be recovered 

from these incremental revenues. all or a portion of the option 

fees will be credited to the charges payable by LNG Partners 

to PNG under the TSa, with the credit declining as the 

commencement of service date is extended.

lNg industry Potential 
a continent-wide gas surplus and an attractive price spread 

between North american and asian markets continue to support 

growth of an LNG industry in PNG’s western system service area. 

Kitimat is considered an ideal location for LNG liquefaction 

terminals because of its more direct access to asian markets 

compared to southerly ports and due to its relatively close 

proximity to the vast natural gas fields in northeastern BC.

$5 million in after-tax dollars since 2005. In value per share, 

the transaction equates to roughly $9 or $10 after taxes and 

transaction-related expenses, including management incentives. 

Clearly, the sale delivers full and fair value to PNG’s shareholders 

for their investment in PTP.

assuming the Kitimat LNG facility proceeds, long-term benefits 

will result from the transportation and operating/maintenance 

agreements PNG negotiated as part of the sale terms. under 

the 20-year transportation agreement, a portion of PNG’s 

current pipeline capacity would serve the Kitimat LNG terminal 

provided the capacity is not first used by LNG Partners, LLC of 

houston to serve their planned smaller-scale LNG project.  

Either way, throughput on PNG’s existing pipeline would 

significantly increase, thereby lowering the average cost of 

transporting gas and creating efficiencies for PNG and its 

customers. The operating/maintenance agreement will also 

contribute long-term stability and benefits to customers and 

shareholders alike.

lNg Partners small-scale lNg Project
PNG and LNG Partners are parties to a firm gas transportation 

service agreement (TSa) that provides LNG Partners with the 

option to commit to use 80 million cubic feet per day of existing 

capacity on PNG’s western system. If the option is exercised, 

LNG Partners will use the transportation service to deliver 

natural gas to their planned smaller-scale LNG project to be 

located on Douglas Channel near Kitimat. 
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a $300 million investment for construction of facilities that would 

be required if they proceed with their proposed $2.5 billion 

modernization of the company’s aluminum smelter in Kitimat. 

other potential investments in coal and metal mining, the 

possible expansion of Ridley Terminals’ coal port in Prince Rupert, 

and continued oil and gas developments in the Northeast, should 

generate significant economic activity and a corresponding 

increase in demand for gas in our service areas. 

Positive Regulatory Conditions
Last year the BCuC approved important changes to the return on 

common equity components applicable to PNG. These changes 

included an increase in the deemed regulated common equity 

from 40 per cent to 45 per cent for our western system, effective 

January 1, 2009, and from 36 to 40 per cent for our Northeastern 

system as of January 1, 2010. In addition, the benchmark return 

on equity that underpins the calculation of PNG’s allowed return 

on equity was increased by 103 basis points from 8.47 to 9.50 per 

cent. The increase was effective for the latter half of 2009 and  

for the full year in 2010.

 

CLoSING
Strategically, we intend to continue increasing shareholder 

value by optimizing our existing assets, as well as growing and 

diversifying our business through targeted acquisition and 

development opportunities. The KSL Project, and the value that 

has accrued through the sale of our interest in PTP, demonstrates 

how PNG can use its assets, capital and capabilities to generate 

added value for shareholders and customers alike.

on behalf of the Board of Directors, I would like to express my 

gratitude to you, our shareholders, for your ongoing support as 

we look to the future growth of our company. I would also like 

to thank all of our employees for another year of unrelenting 

dedication and hard work.

 

ROY G. DYCE
President and Chief Executive officer

march, 2011

PNG believes it will benefit from the LNG industry, in large 

part due to the key relationships developed with First Nations 

and other stakeholders during the past five years. our 

excellent pipeline operating track record, expertise in securing 

environmental and pipeline permits, understanding of regulatory 

matters and capabilities in terms of pipeline operation and 

maintenance will be attractive to LNG industry participants. 

The Kitimat area can support more LNG terminals and we 

believe PNG is well positioned to participate in the building of 

additional pipelines along the Summit Lake to Kitimat corridor.

Renewable Power initiatives
PNG has specific strategies for capitalizing on the growth 

potential of electricity and renewable energy generation. 

Significant steps were taken in this direction in april, 2010 when 

we formed a key partnership with Skookum Power Corporation 

and acquired the mcNair Creek run-of-river hydroelectric 

generation facility on BC’s Sunshine Coast. 

our development and operating agreement with Skookum 

Power gives PNG access to extensive expertise in hydrology, 

engineering and commercial development that we expect will 

facilitate continued expansion of investments in renewable 

power opportunities. we consider our first such investment a 

success given 2010’s positive cash flow from the operation of  

the mcNair facility, disregarding one-time acquisition costs.

PNG and Skookum are evaluating several other potential 

renewable power projects, with a focus on acquiring  

operating assets while also considering participation at the 

development level. 

Natural gas Deliveries
In 2010, deliveries of natural gas decreased, due in part to  

the loss of a large customer in the forest industry. west Fraser 

mills Ltd.’s paper mill in Kitimat closed in January, 2010. The 

transportation service agreement with west Fraser provided 

for early cancellation with a termination payment designed to 

recover almost 80 per cent of lost revenues over the remaining 

term of the agreement. west Fraser paid PNG just over $5 million 

on December 1, 2010 to terminate the agreement at the end 

of November. PNG is seeking approval from the BC utilities 

Commission (BCuC) to amortize the termination payment over 

the period ending December 31, 2013 (the original expiration 

date under the agreement) to limit the impact of the loss of 

revenue on customer rates.

we believe there are several promising resource-based industry 

prospects for future economic growth and higher natural gas 

demand in PNG’s service areas. Rio Tinto alcan has announced  
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DaTE: maRCh 3, 2011  
This management’s discussion and analysis (“mD&a”) should be 

read in conjunction with the accompanying audited consolidated 

financial statements of Pacific Northern Gas Ltd. (“the Company”) 

and related notes for the year ended December 31, 2010. The 

financial data included in this discussion has been prepared in 

accordance with Canadian generally accepted accounting 

principles (“Canadian GaaP”) and all dollar amounts are in  

Canadian dollars unless otherwise indicated.

additional information concerning the Company, including  

its most recent annual Information Form, can be found at  

www.sedar.com.  

FoRwaRD-LooKING STaTEmENTS
This mD&a includes forward-looking statements. Forward-

looking statements relate to, among other things, (i) anticipated 

growth, financial performance and business prospects, (ii) 

business and economic conditions, (iii) strategies, (iv) regulatory 

developments, (v) new services, (vi) market forces and (vii) 

technological developments. Specifically, forward-looking 

statements are made with respect to expectations regarding:

• The timing and results of regulatory decisions, including  

with respect to the 2011 revenue requirements application 

(see “Regulatory activities”);

• The timing of the closing of the sale of the Company’s interest 

in Pacific Trail Pipelines Limited Partnership (“PTP”) and 

receipt of payments (see “Business overview – KSL Project); 

• The timing for the commencement of transportation service 

for the potential LNG Partners LLC (“LNG Partners”) small scale 

liquefied natural gas (“LNG”) project and the cost  

of reactivating compressor stations to provide such service 

(see “Business overview – Capacity utilization on the  

western System”);

• Growth of opportunities in renewable energy generation;

• The benefits of the acquisition of the mcNair Creek 

hydroelectric generation facility (see “Business overview – 

Renewable Energy Business”);

• The regulatory treatment of the west Fraser termination 

payment (see “Business overview – Closure of west Fraser 

Eurocan Paper mill”);

• The competitiveness of retail gas rates relative to electricity 

rates (see “Business overview - Competitiveness of Rates”);

• The trends in customer numbers in the western and 

Northeastern service areas;

• The impact of economic conditions on the Company’s 

performance and prospects for growth;

• The required levels of pension funding and the fair value  

of pension assets;

• The renewal of franchise and operating agreements; 

• The level of and source of funding for capital expenditure 

requirements; and

• The impact of climate change initiatives on the Company’s 

performance.

many of these statements can be identified by words such as 

“believe”, “expects”, “expected”, “will”, “intends”, “projects”, 

“anticipates”, “estimates”, “continues” or similar words. 

The Company believes the expectations reflected in such 

statements are reasonable but no assurance is given that such 

expectations will be correct. all forward-looking statements 

are based on management’s beliefs and assumptions based on 

information available at the time the assumption was made and 

on its experience and perception of historical trends, current 

conditions and expected further developments as well as other 

factors deemed appropriate in the circumstances. 

In addition to other assumptions made in this mD&a, 

assumptions have been made in respect of:

• gas commodity prices and, in particular, the continuation  

of low gas prices;

• forecasted gas deliveries as set out in the Company’s 2011 

revenue requirements application;

• regulatory conditions, including decisions by the British 

Columbia utilities Commission (the “Commission”);

• the Company’s future growth opportunities; 

• the Company’s ability to access capital; 

• capital expenditure estimates, plans, schedules and activities 

and the development, construction, operations and cost of 

facilities and infrastructure;

• income tax considerations;

• operating risks and related insurance coverage and 

inspection and integrity systems; and

• general economic and competitive conditions.

By its nature, such forward-looking information is subject to 

various risks and uncertainties that are known and unknown, 

including those material risks discussed in this mD&a and in 

the Company’s 2010 annual information form under “Risk 

Factors” which could cause the Company’s actual results and 

experience to differ materially from the anticipated results 

or other expectations expressed. Such risks and uncertainties 

include but are not limited to: general economic conditions 
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and markets; gas supply and availability; gas commodity 

price volatility; competition; decisions by regulators; seasonal 

weather patterns; federal and provincial climate change 

initiatives; financing of investments as well as the value of such 

investments; the cost and availability of capital; the impact 

on the Company’s liquidity if it were to go offside of the 

covenants in its debt facilities; successful execution of strategic 

initiatives; the ability of the Company to attract and retain 

quality employees, and the impact of accounting changes, 

including the transition to International Financial Reporting 

Standards (“IFRS”). Readers are cautioned not to place undue 

reliance on this forward-looking information, which is given as 

of the date it is expressed in this mD&a or otherwise, and the 

Company undertakes no obligation to update publicly or revise 

any forward-looking information, whether as a result of new 

information, future events or otherwise, except as required by 

applicable securities laws. 

ENERGY mEaSuRES
This mD&a includes references to various energy measurements, 

including the joule, which is a metric energy measurement  

unit. one gigajoule (GJ) is one billion joules and is equivalent 

to 947, 817 British thermal units. one terajoule (TJ) is one 

thousand GJ and one petajoule (PJ) is one million GJ. one GJ is 

equivalent to approximately 0.9225 mcf of gas. mcf means one 

thousand cubic feet and mmcf means one million cubic feet. 

103m3 means one thousand cubic metres. In volumetric units, 

one thousand cubic metres is equivalent to 35.30 thousand 

cubic feet. 

NoN-GaaP mEaSuRES
References to “operating margin” are to revenues less cost 

of gas. operating margin is not a recognized measure under 

Canadian GaaP and does not have a standardized meaning 

prescribed by Canadian GaaP. Therefore, operating margin 

may not be comparable to similar measures presented by 

other issuers. Readers are cautioned that operating margin 

should not replace revenues as a measure of performance. 

management believes operating margin is a meaningful 

measure of performance because the Company’s gas 

transmission and distribution financial results are best 

measured by excluding the cost of gas which is flowed  

through to customer rates without a mark-up.

References to “net earnings before acquisition and 

reorganization costs” and “net earnings before acquisition  

and reorganization costs per share” represent pro forma 

earnings and earnings per share measures based on net 

earnings before deduction of acquisition and reorganization 

costs incurred. These pro forma measures are not recognized 

measures under Canadian GaaP and do not have standardized 

meanings prescribed by Canadian GaaP. Therefore, net 

earnings before acquisition and reorganization costs and net 

earnings before acquisition and reorganization costs per share 

may not be comparable to similar measures presented by 

other issuers. Readers are cautioned that net earnings before 

acquisition and reorganization costs and net earnings before 

acquisition and reorganization costs per share should not 

replace net earnings and net earnings per share as measures 

of performance. management believes net earnings before 

acquisition and reorganization costs and net earnings before 

acquisition and reorganization costs per share are meaningful 

measures of performance for the Company’s recently acquired 

mcNair hydroelectric facility as it removes the impact of  

one-time acquisition and reorganization costs and provides 

earnings results that might be considered more indicative of 

future performance. 

BuSINESS oVERVIEw 
The Company and its wholly-owned subsidiary Pacific Northern 

Gas (N.E.) Ltd. (“PNG (N.E.)”) are natural gas distribution utilities 

operating within the Province of British Columbia, Canada. 

The Company operates a transmission and distribution system 

in the west-central portion of northern British Columbia 

(“western system”) and PNG (N.E.) operates a distribution 

system in northeastern British Columbia (“Northeast system”). 

The Northeast system is comprised of two divisions, the Fort St. 

John/Dawson Creek division and the Tumbler Ridge division.

The Company also operates and owns a 97 percent interest 

in the 9.8 megawatt (“mw”) mcNair Creek hydro-electricity 

generation facility (“mcNair”) located on British Columbia’s 

Sunshine Coast. 

Business strategy
The Company’s strategy is to increase shareholder value by 

optimizing the value of its existing assets and by growing 

and diversifying its business through targeted acquisition 

and development opportunities. The Company is focusing 

its strategic initiatives on enhancing value from its regulated 

business and evaluating development and acquisition 

opportunities. It is also reviewing its business strategy in light 

of the recent sale of its interest in the proposed natural gas 
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pipeline in central British Columbia, from Kitimat to Summit Lake 
(“KSL Project”), and the march 2, 2011 receipt of $30 million of 
the $50 million sales price (see “Business overview – KSL Project” 
and “Subsequent Event”).

In respect of its strategy, the Company has concluded:

• It must grow profitably and increase its market capitalization 
in order to enhance shareholder value;

• It is important for the Company to seek growth opportunities 
in areas that complement its strengths and fit well within its 
existing risk profile;

• merger and acquisition opportunities are limited in the 
Canadian utility sector given the Company’s small relative  
size; and

• There are two near-term business improvement opportunities 
in the Company’s service area that would materially benefit 
the Company and its customers: (i) the LNG Partners small 
scale LNG project; and (ii) the transportation service agreements 
for delivery of LNG to supplement the KSL Project and an 
operating and maintenance agreement for the KSL Project 
(see “Business overview – KSL Project” and “Business overview 
– Capacity utilization on the western System”).

as there are limited opportunities to expand through 
acquisitions of Canadian natural gas distribution assets, 
management and the Board of Directors have identified specific 
parameters for evaluating growth opportunities through 
electricity and renewable energy generation. 

In particular, based on the following factors, it has been 
determined that renewable independent hydro power 
development and operation with long-term off-take contracts 
would provide the best fit for the Company:

• renewable energy is a growth area;

• long term fixed-price off-take agreements are available 
for independent power projects in a number of Canadian 
jurisdictions, including British Columbia;

• the technology is well developed and the resource is relatively 
predictable;

• the Company can utilize its operating skills, permitting 
expertise, project management capabilities, financing acumen 
and energy market and regulatory expertise;

• both operating projects and development projects are 
available in sizes which fit the Company’s access to capital; and

• although the Company does not have internal technical 
expertise for hydro power, it has contracted access to that 

expertise through an agreement with Skookum Power Corp. 

(“Skookum Power”) and may broaden such access via 

additional partnerships or acquisitions.

The Company can give no assurances that it will be successful in 

identifying, financing or realizing value from these opportunities.

The Company has focused on increasing its dividend yield to 

shareholders to a level more consistent with other publicly-

traded utilities. In that regard, the Company announced a 

quarterly dividend increase in February 2010 to $0.28 per 

common share and a further increase in october 2010 to  

$0.30 per common share.

Ksl Project
PTP is the developer of the KSL Project, a proposed 463 kilometre 

natural gas pipeline in central British Columbia, from Kitimat 

to Summit Lake. The KSL Project would serve the planned 

Kitimat LNG facility owned by apache Canada Ltd. (“apache 

Canada”) and EoG Resources Canada Inc. (“EoG Canada”). The 

Kitimat LNG facility and the KSL Project have the support of, 

and will provide benefits to, many stakeholders including the 

First Nations with traditional territories in the project area. The 

Company has held a 50 percent interest in PTP since the KSL 

Project’s inception in 2005. 

In the third quarter of 2010, PTP commenced the detailed 

design phase of the KSL Project and the Company commenced 

capitalization of these expenditures. The Company’s share  

of expenditures on the KSL Project for the year ended  

December 31, 2010 was $1.25 million, including $0.7 million 

which has been capitalized relating to engineering and  

technical studies.

on February 4, 2011, the Company entered into an agreement 

to sell its 50 percent interest in PTP and the underlying KSL 

Project to apache Canada and EoG Canada, the Company’s 

partners in the project, for payments of up to $50 million (see 

“Subsequent Event”). This transaction has two components, 

the first being a cash payment of $30 million that the Company 

received on march 2, 2011, and the second being a cash payment 

of $20 million to be paid contingent on the purchasers making a 

decision to proceed with construction of the Kitimat LNG facility. 

The Company can give no assurances that construction of the 

Kitimat LNG facility will be completed or that the $20 million 

payment will be made.
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as a result of the transaction, apache Canada’s ownership  

of the pipeline will increase from 25.5 percent to 51 percent  

and EoG Canada’s ownership will increase from 24.5 percent  

to 49 percent.

The Company’s shareholders will benefit from the full 

crystallization of cash proceeds received on this transaction. 

The $50 million sale proceeds have an approximate value  

of $9 to $10 per share after taxes and related expenses, 

including payments under the KSL Project management 

incentive plan, should the second contingent payment of  

$20 million be released.

The Company has recorded $7.3 million of KSL Project 

expenditures from its inception to December 31, 2010, of 

which $6.6 million has been expensed and $0.7 million has 

been capitalized.

on march 3, 2011, the Company’s Board of Directors declared a 

special dividend of $3.00 per common share, which represents 

approximately $11 million of the proceeds from the sale of PTP.

tRaNsPoRtatioN seRviCe agReemeNt
In connection with the sale, the Company agreed on the terms 

for a 20-year transportation service agreement with apache 

Canada and EoG Canada that will significantly increase the 

utilization of the Company’s current pipeline in the event that 

LNG Partners does not claim this capacity first.

If the LNG Partners project does not proceed and the 

Kitimat LNG facility does proceed, apache Canada and EoG 

Canada would use up to 50 mmcf per day of the Company’s 

existing pipeline capacity to supplement KSL Project pipeline 

throughput. Initial deliveries via the Company would be  

30 mmcf per day starting with initial LNG production. Delivery 

of an additional 20 mmcf per day via the Company would 

commence if liquefaction capacity is later increased.

Service under the agreement would commence with 

commercialization of the Kitimat LNG facility which is expected 

to occur in 2015. The transportation service agreement is 

subject to approval by the Commission.

oPeRatiNg aND maiNteNaNCe agReemeNt
The Company will operate the KSL Project pipeline under 

an operating and maintenance agreement negotiated 

with apache Canada and EoG Canada. The operating and 

maintenance agreement will have an initial term of seven  

years beginning in 2015, with renewal provisions, and will  

be subject to approval by the Commission.

Capacity Utilization on the Western system 
a letter agreement with merrill Lynch Commodities Inc. 

(“merrill Lynch”) provided merrill Lynch with an option to 

contract for 75 mmcf per day of firm gas transportation service 

using existing capacity on the Company’s western system. The 

letter agreement also provided for the parties to negotiate a 

definitive transportation service agreement (“TSa”) for filing 

with the Commission for acceptance as a filed tariff. The TSa 

was accepted by the Commission as a filed tariff on June 17, 2010. 

During final negotiations, the parties agreed to increase the 

capacity option from 75 to 80 mmcf per day. The TSa documents 

the option provisions and the transportation service provisions 

that would apply following exercise of the option. on august 

11, 2010 merrill Lynch assigned and novated the TSa to LNG 

Partners. If LNG Partners exercises its option, it is expected to 

utilize the transportation service to deliver natural gas to a 

small scale LNG facility to be located on the Douglas Channel 

near Kitimat, British Columbia. It is expected that the LNG 

produced at this facility would be exported to LNG markets  

in asia. 

The Company has received option fees of $4.5 million to secure 

an exclusive option under the TSa until June 30, 2011 to contract 

for firm gas transportation capacity for a two-to five-year 

primary term, with a right to renew for three additional five-year 

terms. LNG Partners may extend the option period by up to  

two further six-month periods, with payment of $1 million  

for each extension. 

If service commences under the TSa, the Company’s western 

system would be at full capacity utilization, generating 

approximately $16 million per year of incremental margin for 

the benefit of the Company and its customers. The cost to 

reactivate the facilities left idle when methanex Corporation 

(“methanex”) ceased operations in 2005 will be recovered 

from these incremental revenues. The reactivation costs are in 

the range of $1.3 million with the largest single expense being 

the cost of completing a compressor overhaul at an estimated 

cost of $0.5 million. For regulatory purposes, the Company 

anticipates expensing all reactivation costs in the first year of 

operation. If service commences by June 30, 2012 all of the 

option fees previously paid to the Company will be credited 

to transportation service fees payable in 2012. The option 

fee credit to LNG Partners will be reduced by $0.5 million if 

service commences after June 30, 2012 but before December 

31, 2012. a further reduction of $0.5 million will apply if 

service commences after December 31, 2012. If service does not 

commence by January 1, 2015 then the TSa would terminate 

and the Company would retain all option fees.
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The Company can give no assurances that LNG Partners will 

continue to extend the option or exercise its option to take 

capacity on the western system.

Renewable energy Business
In april 2010, the Company entered into a joint development 

and operating agreement with Skookum Power gaining access 

to extensive expertise in hydrology, engineering and commercial 

development to support its new renewable energy business 

platform. The principals of Skookum Power are former power 

company executives who have collectively more than 50 years 

experience in the hydro-electricity and energy sectors.

on april 19, 2010, the Company, in partnership with Skookum 

Power, closed the acquisition of the 9.8 mw mcNair Creek hydro-

electricity generation facility from Kiewit hydropower Investors 

Inc. and Renewable Power Corp., with the Company holding a 

97% share. The mcNair facility is located on British Columbia’s 

Sunshine Coast near Port mellon and has been in operation  

for more than 5 years. The facility’s generation is committed  

for sale under a long-term contract to BC hydro. 

The total purchase price was approximately $17.5 million and 

has been funded in part by the assumption of $9.4 million in 

non-recourse debt and the remainder in cash payments. The 

Company’s cash purchase obligations were met through drawings 

on its existing credit facilities. The transaction is expected to be 

cash flow positive for 2011 onwards.

on December 16 and 17, 2010, the mcNair Creek hydro Partnership 

(a general partnership) was converted to mcNair Creek hydro 

Limited Partnership through a series of restructuring transactions 

and the Company became a limited partner owning 97.1% of the 

limited partnership. The mcNair Creek hydro Limited Partnership 

was registered under the laws of British Columbia on December 

17, 2010. Its main business activity continues to be the operation 

of the 9.8 mw mcNair hydro-electricity generation facility.

Closure of West Fraser eurocan Paper mill
west Fraser Timber Co. Ltd. (“west Fraser”) permanently  

closed its Kitimat linerboard mill at the end of January 2010.  

The Company had a transportation service agreement with 

west Fraser which specified a daily contract demand volume of 

6.0 mmcf per day that was set to expire on December 31, 2013. 

under the terms of the transportation agreement, west Fraser 

paid the Company an annual demand charge of approximately 

$2.1 million and was entitled to cancel its obligations by providing 

the Company with a termination payment that would recover 

almost 80 percent of the lost revenues under the remaining 

term of the agreement. 

on may 31, 2010 west Fraser provided the Company with 

the required six months cancellation notice. west Fraser paid 

the monthly demand charge due under the transportation 

agreement until November 2010. a termination payment of 

$5.1 million was received on December 1, 2010. The Company 

expects that the termination payment will be amortized into 

earnings over the remaining life of the agreement; the same 

regulatory treatment accorded the methanex termination 

payment made in 2006. The Company has sought Commission 

approval of this treatment in its 2011 revenue requirements 

application. In addition, as was the case with the closure of 

the methanex plant, the Company will mitigate the impact of 

lower margin recovery by managing its costs and by seeking 

Commission approval to recover the future loss of margin 

through standard rate applications to the Commission. Should 

these measures be approved, the Company anticipates limited 

impact on future earnings.

Competitiveness of Rates 
as a distributor of natural gas, the Company continuously 

monitors the competitiveness of its natural gas retail rates 

relative to alternative heating sources in its service area. The 

Company’s current residential rates in all divisions are lower 

than the current comparable residential electricity rate. Declines 

in gas commodity prices payable by the Company during 2010 

helped to make gas rates more competitive relative to electricity.

The Province of British Columbia’s (the “Province”) Energy  

Plan, released in early 2007, calls for the Province to become 

self-sufficient in electricity by 2016 with all new generation 

capacity being carbon neutral and to use demand side 

management to curtail growing electricity consumption. These 

policy objectives have contributed to and are expected to result 

in higher electricity rates over the long term. The Province 

implemented a carbon tax on fossil fuel consumption effective 

July 1, 2008. The carbon tax on natural gas was just under $0.50 

per GJ effective July 1, 2008, rising annually by approximately 

$0.25 per GJ each July 1, to just under $1.50 per GJ effective  

July 1, 2012. Notwithstanding the impacts of carbon tax on 

natural gas, the cessation of the methanex termination payment 

credit amortization and the closure of the west Fraser Eurocan 

Kitimat paper mill in January 2010, the Company expects its 

retail gas rates will maintain their relative competitiveness with 

electricity rates as electricity rate increases have been higher 

than the impact of the carbon tax on natural gas prices and 

electricity rates are expected to rise over time to meet the  

Province’s energy policy objectives. The Company’s 2011 western 

system revenue requirements application is seeking Commission 
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approval of a bundled average residential rate of $20.31 per GJ 

effective January 1, 2011, including the current carbon tax of 

$0.9932 per GJ. This is approximately 5 percent less than the 

equivalent residential conservation electricity rate of  

$21.44 per GJ.

amendments made to the Utilities Commission Act  

(British Columbia) in 2008 focus on the energy conservation  

and demand side management goals and objectives set forth  

in the Energy Plan. The Company is participating with 

government stakeholder groups to keep apprised of potential 

cost effective demand side management initiatives that make 

sense for its customers. 

Negotiated settlement agreements – 2010  
Revenue Requirements applications and the  
Capital structure and equity Risk Premium 
application (the “CaP/Roe application”)
on June 23, 2010 the Commission approved the negotiated 

settlement agreements in respect of the 2010 revenue 

requirements applications for the western system and 

Northeast system and the CaP/RoE application (the 

“settlement agreements”). The key matters agreed to under 

the settlement agreements are summarized as follows:

• The parties agreed the common equity capitalization and  

risk premiums relative to the benchmark utility return on 

equity (“RoE”) for the western system division (effective 

January 1, 2009) and the Fort St. John/Dawson Creek and 

Tumbler Ridge divisions (effective January 1, 2010) would  

be as follows: 

 western  Fort St. John/ Tumbler 
 System  Dawson Creek Ridge 
 Division Division Division

 Common equity  
  capitalization 45% 40% 40%

 Equity risk premium 65 basis 40 basis 65 basis 

on a consolidated basis, this provided the Company with the 

opportunity to increase overall earnings in 2010 by approximately 

$0.6 million or $0.17 per share. Further, an additional $0.5 million 

of net income was included in the second quarter to reflect the 

January 1, 2009 effective date for the western system common 

equity capitalization ratio adjustment.

The equity risk premiums are relative to the benchmark utility 

RoE of 9.50% that became effective July 1, 2009 resulting in 

the following RoE’s in 2010 and 2009 for each division:

 western  Fort St. John/ Tumbler 
 System  Dawson Creek Ridge 
Year Division Division Division

2010 10.15% 9.90% 10.15%

2009 9.63% 9.38% 9.63%

The 2009 RoE’s are lower than applicable in 2010 to account  

for the fact the benchmark RoE of 9.50% was made effective 

July 1, 2009.

• The interim rates effective January 1, 2010 were made 

permanent for 2010. having regard to the fact the interim 

rates were based on forecast 2010 costs of service using 

common equity capitalization and RoE figures that were less 

than the agreed to figures, the parties agreed the difference 

between: (i) the 2010 gross margins using the interim rates; 

and (ii) the costs of service based on the parameters agreed 

to under the final settlement agreements would be recorded, 

for future disposition, in the common equity deferral accounts 

approved by the Commission under order G-172-09. 

• on December 31, 2010, the Company used a portion of the 

balance in the LNG Partners option fees deferral account 

to draw down the remaining $2.0 million balance in the 

western system common equity deferral account as agreed 

under the western system negotiated settlement agreement. 

oVERaLL PERFoRmaNCE
Net income for 2010 was $7.1 million, compared with $6.5 million 

for 2009. after providing for preferred share dividends, basic 

earnings per common share for 2010 were $1.88 compared with 

$1.72 for 2009. Net income available to common shareholders 

increased by $0.6 million mainly due to higher allowed rates of 

return on common equity, higher common equity components 

and incremental operating earnings from mcNair, partially 

offset by higher KSL Project development expenses incurred  

in 2010 compared to 2009 and by costs incurred on the  

mcNair acquisition and reorganization as well as other  

strategic initiatives.

The allowed weighted-average return on deemed common 

equity increased from 9.58 percent in 2009 to 10.09 percent in 

2010. The increased RoE reflects the impact of the Commission’s 

decision in December 2009 to increase the return on equity  

for the benchmark low-risk utility in British Columbia from  

8.47 percent to 9.50 percent effective July 1, 2009.

Included in net income for 2010 are after-tax charges of $0.4 

million, or $0.11 per share, compared with after-tax charges 

of $0.1 million, or $0.04 per share for 2009, relating to the 
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Company’s share of KSL Project development expenses and after-tax charges of $0.7 million, or $0.19 per share relating to the 

mcNair acquisition and subsequent reorganization. The Company’s decision to early adopt the new accounting standard for 

business combinations has resulted in the expensing of $0.5 million of costs related to the mcNair acquisition, rather than their 

inclusion as part of the cost of the business acquisition. If not for the Company’s early adoption of this standard, net earnings  

per common share for the year ended December 31, 2010 would have been $2.01 instead of $1.88. 

SELECTED aNNuaL INFoRmaTIoN
The following financial information has been prepared in accordance with Canadian GaaP and is shown in Canadian dollars.

$ in thousands, except TJ, customer, per GJ and per share data 2010 2009 2008

Deliveries (TJ): 

 Sales: western system 2,330 2,965 3,070

 Sales: Northeast system 3,365 3,765 3,608

 Transportation service: western system 1,867 3,214 3,572 

 Transportation service: Northeast system 1,925 2,201 2,292

Total 9,487 12,145 12,542

Customers at period end 39,405 39,113 39,113

weighted average cost of gas purchased (per GJ) 5.44 6.35 7.84

Revenues 95,164 104,131 132,839

operating margin*, consisting of revenues less cost of gas 51,051 46,892 46,715

Net income attributable to shareholders 7,088 6,532 5,937

Basic earnings per common share 1.88 1.72 1.53

Diluted earnings per common share 1.83 1.71 1.52

Total assets 249,924 220,209 222,049

Total long-term financial liabilities 114,389 93,913 88,380

Dividends paid per common share 1.14 0.96 0.88

Dividends paid per preferred share 1.69 1.69 1.69

* operating margin is not a recognized measure under Canadian GaaP and does not have a standardized meaning prescribed by Canadian GaaP.  
See “Non-GaaP measures”. 

RESuLTS oF oPERaTIoNS
The following table summarizes the Company’s revenues and operating results by business segment.

 Year ended December 31, 2010 gas transmission Renewable  
 $ in thousands and Distribution energy total

 Revenues 93,848 1,316 95,164

 operating margin 49,735 1,316 51,051

 Net income (loss) attributable to shareholders 7,640 (552) 7,088

Year ended December 31, 2009
$ in thousands

 Revenues 104,131 – 104,131

 operating margin 46,892 – 46,892

 Net income attributable to shareholders 6,532 – 6,532
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gas transmission and Distribution
Revenues in 2010 were $93.8 million compared with $104.1 million 

in 2009. Gas sales to residential and commercial customers were 

down by $13 million in 2010 compared to 2009, primarily due to 

the effects on revenues of warmer weather and a lower 

commodity cost of gas during 2010. Natural gas commodity prices, 

which are passed through to the Company’s sales customers 

without mark-up, can be volatile, creating significant variability 

in the Company’s reported revenues and cost of gas. The 

decrease in 2010 gas sales revenues was partially offset by the 

positive impacts of the CaP/RoE application settlement which 

provided for both a higher RoE and higher equity components. 

operating margin in 2010 increased to $49.7 million, as compared 

with $46.9 million in 2009. The increase of $2.8 million was 

mainly due to the higher weighted-average allowed return on 

deemed common equity of 10.09 percent in 2010 compared 

to 9.58 percent in 2009 and the recognition of the 5 percent 

increase in the equity component for the Company’s western 

system effective January 1, 2009. This was partially offset by 

lower than anticipated deliveries to large commercial customers 

and lower than anticipated net customer additions in 2010.

Renewable energy 
For the period from the acquisition date to December 31, 2010, 

the mcNair hydro-electric facility generated revenues of 

$1.3 million. operating costs for this period amounted to  

$0.18 million. The Company recorded net earnings before 

acquisition and reorganization costs of approximately  

$0.15 million from renewable energy operations. Transaction 

costs amounted to approximately $0.7 million after-tax for the 

nine month period ended December 31, 2010. as noted in the 

“Summary of Quarterly Results”, production from the mcNair 

facility is seasonal. 

During 2010, the mcNair Creek facility experienced above-average 

hydrologic conditions due to a higher than normal snowpack, 

cooler temperatures in the second quarter and above-average 

precipitation in the fourth quarter. as a result, from the 

acquisition date to December 31, 2010, electricity generation 

from the mcNair Creek facility was higher than the estimated 

long-term average.

Natural gas Deliveries
a comparison of natural gas deliveries for the years 2010 and 

2009 is provided in the following table:

Deliveries in TJ 2010 2009

sales  

 Residential 2,858 3,221

 Commercial 2,430 2,851

 Small industrial 400 471

 Large industrial 7 187

total sales 5,695 6,730

transportation service  

 Commercial 274 230

 Small industrial 2,347 2,595

 Large industrial  1,171 2,590

total transportation service 3,792 5,415

total deliveries 9,487 12,145

Deliveries to residential and commercial customers in 2010 were 

lower by 784 TJ, or 13 percent, compared to deliveries in 2009 

due primarily to the warmer weather in 2010 compared to 2009. 

weather was warmer by 8 percent compared to prior year and 

3 percent warmer than normal. These deliveries were lower 

than the forecast used for rate making purposes but this did not 

significantly impact net income due to the existence of the rate 

stabilization adjustment mechanism (“RSam”) deferral account 

that captured the after-tax value of the revenue variance, 

amounting to $2.1 million in 2010. In 2009, deliveries were higher 

than forecast due to colder weather and resulted in an after-tax 

value revenue variance of $0.97 million recorded as a credit to 

the RSam deferral account.

industrial Customers 
Deliveries to small industrial customers decreased by 319 TJ in  

2010 compared to 2009 primarily due to lower consumption  

by small industrial customers in the forestry sector. 

The Company has a firm transportation service and interruptible 

sales/service agreements with Rio Tinto alcan Inc. (“alcan”) 

effective through october 31, 2012. The agreement with alcan 

will continue to be in effect beyond october 31, 2012 unless 

alcan or the Company gives notice of termination. During 2010, 

deliveries to alcan accounted for 9.1 percent of the Company’s 

total gas deliveries and 2.7 percent of revenues. 

alcan produces a commodity that is subject to price fluctuations. 

The Company’s gas deliveries to alcan have been and may in the 

future be affected by their ability to continue operations during 

sustained periods of low prices. alcan’s gas consumption in 2010 

was lower by 59 TJ, or 6.3 percent, compared to 2009. 
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west Fraser permanently closed its Kitimat mill at the end of 

January 2010 and terminated its agreement with the Company 

by providing six months notice and making a termination 

payment to the Company of $5.1 million on December 1, 2010. 

Deliveries to west Fraser in the months of January and February 

of 2010 accounted for 2.5 percent of the Company’s total gas 

deliveries and 2.2 percent of total revenues. 

The Company delivers gas to its other large industrial customer, 

BC hydro, under an interruptible sales/service agreement for 

emergency electric power generation at BC hydro’s facility  

in Prince Rupert. Deliveries to BC hydro in 2010 amounted to  

71 TJ compared to 14 TJ in 2009. In both years, BC hydro 

operated its station on an intermittent basis to ensure 

the station was in a ready to operate mode in case of an 

emergency. however, the higher deliveries in 2010 compared  

to 2009 were due to BC hydro operating the facility at the 

request of the Company to facilitate the use of an in-line 

pipeline inspection tool.

Customer additions
There was a net increase of 292 to the ending number of 

customers in 2010 as the Northeast system service area 

experienced a net gain of 479 customers and the western 

system service area experienced a net loss of 187 customers. 

There are few remaining candidates for conversion to natural 

gas in the existing building stock and limited opportunity 

remains to extend gas mains into unserviced rural areas in the 

western system service area. The Company added approximately 

100 new customers in 2010 in the community of Tomslake in the 

Dawson Creek division as it finalizes the new gas distribution 

system in this rural area and also added an additional 69 new 

service installations in this area. The Company did expect to  

see some customer losses in Kitimat and surrounding areas 

due to the closure of west Fraser’s Kitimat paper mill. 

Natural gas supply 
The Company’s large industrial customers, the majority of 

its small industrial customers and a number of commercial 

customers arrange their own gas supply and contract for gas 

transportation service on the Company’s pipeline systems. 

Some of these customers also purchase gas from the Company 

to supplement their gas supply as may be required from time to 

time and subject to gas supply availability from the Company. 

all of the Company’s residential customers, most of its 

commercial customers and a number of its small industrial 

customers purchase gas from the Company at rates which 

include the gas commodity cost and the Company’s cost of 

delivering gas to the customers’ premises. The gas commodity 

cost paid by the Company to its gas suppliers is passed through 

to these customers without mark-up. 

The Commission reviews the gas commodity portion of the 

Company’s rates on a quarterly basis to ensure close alignment 

with the Company’s costs of purchasing natural gas. any 

variances in gas costs incurred by the Company relative to the 

gas cost recovery charges included in current retail rates are 

deferred for subsequent refund to or recovery from customers. 

To moderate the variability of the gas supply commodity prices 

paid, the Company uses financial instruments under a gas price 

management plan that is filed with the Commission on an 

annual basis. 

For 2010, approximately 42 percent of gas purchases were 

hedged pursuant to the Company’s gas price management plan 

(for further information as of December 31, 2010 see “Financial 

Instruments and other Instruments”). 

a gas supply contracting plan is prepared annually and filed 

with the Commission for review prior to finalizing annual gas 

purchase arrangements. The gas contracting plan is designed 

to ensure the Company has adequate gas supplies to meet the 

requirements of its customers on the coldest day of the year, 

normally referred to as “the peak day”. Contracted gas that is 

surplus to customer requirements on any particular day is sold 

into other markets at prevailing market prices through off-

system gas sales. most of the Company’s contracted gas supply 

is produced in British Columbia. 

most of the Company’s gas supply is comprised of the pooled 

gas stream available from the Spectra Energy transmission 

pipeline system. This includes all of the supply to the Company’s 

transmission line serving its western system service area and, 

during 2010, approximately 76 percent of the supply for the 

Fort St. John and Dawson Creek service areas.

In addition to the supply from the Spectra Energy system, the 

Fort St. John system incorporates two interconnections with 

Canadian Natural Resources Limited’s west Stoddart pipeline, 

providing 34 percent of the Fort St. John system’s requirements 

in 2010. In Dawson Creek, approximately 5 percent of the 

required 2010 supply was received from a local producer of 

sweet (pipeline quality) gas at a point where its system intersects 

the Company’s transmission line. In Tumbler Ridge, all of the 

gas supply is obtained in the form of raw gas production from 

Canadian Natural Resources Limited and the Company operates 

its own gas processing facilities.
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In 2010, gas was purchased under a number of short term seasonal, 

base load and spot gas supply arrangements. Short term gas 

supply contracts are in keeping with current industry practices.

Regulatory activities 
The Company’s natural gas sales and delivery services are subject 

to regulation under the Utilities Commission Act (British Columbia). 

The Commission regulates these business activities, including the 

construction and operation of major facilities, the issuance of 

securities, the determination of rates for the sale and transportation 

of gas, and the terms and conditions of service.

In approving rates, the Commission must determine that the  

rates reflect a fair and reasonable charge for the nature and 

quality of service provided to customers. The rates should be 

sufficient to enable the Company to earn a fair and reasonable 

compensation for its services and a fair and reasonable return  

on the value of its property.

The Commission determines customer rates on the basis of 

forecasts of both the cost of service and the volumes of gas 

delivered through the transmission and distribution systems. 

The cost of service consists of the cost of transporting all gas 

delivered, including operating, maintenance and administrative 

expenses, depreciation of facilities, income and other taxes and  

a return on rate base. Rate base is the sum of the depreciated  

cost of plant, property and equipment that is used or useful in 

serving the Company’s customers, plus a reasonable allowance  

for working capital. The Commission determines the allowable 

return on rate base after considering a variety of factors, 

including the degree of risk associated with the Company’s 

business and the cost of capital.

Revenue requirements applications for all service areas are 

submitted to the Commission, generally on an annual basis. The 

Commission may consider these applications through a public 

hearing process (either oral or written), or through Commission 

staff supervised negotiations between the Company and its 

customers under negotiated settlement guidelines issued by  

the Commission. Settlements are subject to final approval by  

the Commission.

2011 ReveNUe ReqUiRemeNts aPPliCatioNs
In late November 2010, the Company filed its 2011 revenue 

requirements applications for all divisions. The applications  

sought approval to increase rates on an interim basis effective 

January 1, 2011 pending the Commission’s review of the 

applications. The Commission approved interim rates effective 

January 1, 2011 at the levels set forth in the applications. 

The Company amended the applications in mid-January 2011 

to reflect changes to the treatment of a number of deferral 

accounts in response to being advised that the Commission 

had directed other utilities to reflect changes in response 

to the deferred implementation of IFRS for rate-regulated 

entities effective January 1, 2012, rather than January 1, 2011 

(see “Changes in accounting Policies – Future accounting 

Pronouncements”). The 2011 revenue deficiency projected 

for the western system under the amended application is 

approximately $2.7 million. 

PNG (N.E.)’s Fort St. John/Dawson Creek division has a forecast 

2011 revenue deficiency of close to $2.4 million while the 

Tumbler Ridge division forecast revenue deficiency for 2011 is 

negligible. The applied for delivery charge increases compared 

to october 2010 delivery rates for an average residential 

customer in each service area are 8.3 percent for the western 

system ($72 per year), 25.4 percent for the Fort St. John/Dawson 

Creek division ($93 per year) and 0.5 percent for the Tumbler 

Ridge division ($2 per year). 

a negotiated settlement process is expected to be conducted 

with respect to the 2011 revenue requirements applications in 

the second quarter of 2011.

alloWeD RetURN oN CommoN eqUitY 

2010

2009

2008

2007

2006 9.45%

9.02%

9.27%

9.63%

10.15%

9.20%

8.77%

9.02%

9.38%

9.90%

PNG WEST/
TUMBLER RIDGE

FORT ST. JOHN/
DAWSON CREEK



Management’s Discussion & Analysis

16
PaCIFIC 
NoRThERN 
GaS LTD.

SummaRY oF QuaRTERLY RESuLTS
The following financial information has been prepared in accordance with Canadian GaaP and is shown in Canadian dollars.

  2010
 $ in thousands, except per share data (unaudited)  mar. 31  June 30  sept. 30  Dec. 31

 Revenues  40,235  15,166  9,682  30,081

 Net income (loss) attributable to shareholders  5,488  (146)  (2,238)  3,984

 earnings (loss) per common share – basic  1.51  (0.06)  (0.64)  1.10

 earnings (loss) per common share – diluted  1.48  (0.06)  (0.64)  1.06

  2009
 $ in thousands, except per share data (unaudited)  mar. 31  June 30  Sept. 30  Dec. 31

Revenues  48,318  14,141  10,500  31,172

Net income (loss) attributable to shareholders  5,156  (400)  (1,660)  3,436

Earnings (loss) per common share – basic  1.39  (0.13)  (0.49)  0.95

Earnings (loss) per common share – diluted  1.38  (0.13)  (0.49)  0.93

The Company’s natural gas distribution business is very seasonal, 

with higher sales in the colder winter months and lower sales  

in warmer months. Deliveries to residential and commercial 

customers tend to be more temperature sensitive than deliveries 

to industrial customers, with deliveries in the first and fourth 

quarters accounting for more than 75% of annual deliveries. 

Given that a substantial portion of its gas sales are used for 

space heating purposes, the Company earns in excess of its 

annual net income in the first and fourth quarters of its fiscal 

year and generally realizes losses in the other two quarters. 

The Company’s renewable energy business is also seasonal, with 

revenues from electricity sales highly correlated to the amount 

of precipitation, as well as the timing of snow pack melt in the 

catchment area of the mcNair Creek hydroelectric power plant. 

The Company expects that almost 40 percent of its annual 

production will occur in the second quarter, only 10 percent will 

occur in the third quarter, with the first and fourth quarters 

providing the remainder of the production relatively equally. 

LIQuIDITY
Cash and cash equivalents at December 31, 2010 of $1.9 million 

were $0.4 million higher than at December 31, 2009. accounts 

receivable at December 31, 2010 of $23.0 million were $1.4 million 

higher than at December 31, 2009 even though deliveries to 

customers were lower in 2010 compared to 2009. The increase 

in accounts receivable is mainly due to the higher delivery rates 

in 2010, the timing of customer payments, and the inclusion of a 

receivable from BC hydro for the mcNair operations at the end 

of 2010. Prepaid expenses of $1.1 million at December 31, 2010 

remained at levels similar to those at the end of the prior year. 

accounts payable and accrued liabilities of $19.1 million at 

December 31, 2010 were lower by $2.5 million compared to 

December 31, 2009, mainly due to lower gas purchase costs in 

December 2010 as a result of lower gas commodity prices. at 

December 31, 2010, there is a $1.3 million income tax recoverable 

balance compared to an income tax payable amount of $1.0 

million at December 31, 2009. This is mainly due to tax-deductible 

rate rider credits refunded to customers from the gas purchase 

variance account during 2010 and the recognition of non-taxable 

revenues through the RSam account due to the warmer 

temperatures in 2010. other taxes payable at December 31, 2010 

remained at similar levels as at December 31, 2009.

The gas purchase variance recoverable account has increased by 

$3.3 million resulting in a net recoverable amount of $4.5 million 

at December 31, 2010, compared to the net recoverable balance 

of $1.2 million at December 31, 2009. This increase was mainly due 

to the following three items: the net liability fair value of the 

Company’s derivative financial instruments recorded in the gas 

purchase variance account increased to a net liability position  

of $6.1 million at December 31, 2010, up $2.2 million from  

$4.0 million at December 31, 2009 due to decreasing market 

commodity prices; the gas purchase variance account increased  

by $2.4 million as the Company refunded amounts to customers 

via rate rider credits; and gas commodity costs paid by the 

Company in 2010 were less than the gas commodity cost rates 

paid by customers resulting in a decrease in the gas purchase 

variance account by $1.2 million. 
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Funding Requirements
The Company’s capital expenditures, acquisition costs, working 
capital needs, dividend payments and debt repayments are 
funded from a combination of sources. During 2010, the primary 
sources of funding were $9.9 million of net cash provided by 
operating activities and a $10.0 million draw on the Company’s 
5-year revolving term facility. 

The Company purchases gas for resale to its core market 
customers and passes through the commodity cost of gas to 
those customers without mark-up. The rates charged to core 
market customers are based, in part, on projected gas supply 
prices. The Company’s liquidity requirements are affected 
by delays between increases or decreases in the cost of gas 
purchased by the Company and regulatory approval of rate 
adjustments to reflect the cost increases or decreases.

Financial Ratio – interest Coverage
For the year ending December 31, 2010, interest coverage  
using earnings before interest, income taxes, depreciation,  
and amortization was 3.77 times compared to 4.00 times in  

the prior year.

Funding Costs
iNteRest exPeNse

$ in thousands   2010  2009

Long-term interest expense  6,100  5,653

Short-term interest expense  102  81

Imputed interest on regulatory accounts  202  (91)

Total  6,404  5,643

Effective blended cost of debt  6.7%  7.3%

The decrease in the effective blended cost of debt in 2010 
relative to 2009 is due mainly to the changing mix of debt 
instruments in the Company’s portfolio. In particular, the  
fixed-rate debentures issued by the Company continue to 
amortize and are becoming a smaller portion of the  
Company’s debt portfolio while lower-cost floating-rate  
debt is becoming an increasing portion of the portfolio.

Capital expenditures

$ in thousands  2010  2009

Transmission system  1,714  4,470

Distribution system  4,545  4,049

Processing plant  273  1,010

other  1,252  157

Total   7,784  9,686

Following a December 31, 2009 actuarial valuation of the Company’s pension plan completed in September 2010, the Company 

made funding contributions in 2010 to its pension plan of $2.4 million ($1.3 million in 2009) and expects similar contributions will 

be required in 2011 and onwards. The Company does not expect this to have a material impact on the Company’s liquidity. 

CoNTRaCTuaL oBLIGaTIoNS 
The purchase obligations in the table below represent commitments by the Company to purchase natural gas or transportation 

service from third parties. The Company enters into a number of arrangements to purchase gas on a seasonal basis for resale to its 

customers during the heating season. 

  Payments Due by Period as of December 31, 2010
 $ in thousands total less than 1 year 1 - 3 years 4 - 5 years after 5 years

 Bank indebtedness  4,836  4,836  –  –  –

 accounts payable and accrued liabilities 19,106  19,106  –  –  –

 long-term debt (principal repayments)  91,567  8,192  6,476  23,416  53,483

 Derivative financial liabilities  6,172  5,696  476  –  –

 Purchase obligations  24,878  19,837  4,893  52  96

 total contractual obligations  146,559  57,667  11,845  23,468  53,579
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Planned capital spending for 2011 is forecast to be approximately 

$7.6 million and is primarily focused on installation of distribution 

mains and services in the Northeast system as well as transmission 

mainline rehabilitation in the western system. 2011 planned 

capital activities also include the tunnel rehabilitation deferred 

in 2010. Contractual commitments have yet to be made for 

major planned capital expenditures for 2011. These capital 

expenditures will be funded from cash flow from operations 

and, if required, draws on the Company’s debt facilities. 

2006
8,093

2007
9,175

2008
10,479

2009
9,686

2010
7,784

Total capital expenditures of $7.8 million in 2010 were 20 percent 
or $1.9 million lower than those incurred in 2009, and 14 percent 
below the average level of expenditures for the last five years. 
This decrease primarily resulted from the need to defer the 
rehabilitation of a tunnel through which one of the Company’s 
pipelines runs, as access to the construction site was not possible 
due to lower than normal water levels in the Skeena River. 

Expenditures incurred in 2010 related primarily to scheduled 
capital projects necessary to ensure the ongoing integrity of 
the Company’s transmission system. During 2010, the Company 
completed the installation of the new rural gas distribution 
system in the Tomslake area south of Dawson Creek. The 
Tomslake work commenced in 2009 with the installation of 
approximately 97,000 metres of main, and concluded in 2010 
with the installation of an additional 33,000 meters of main. 
The Company also completed 543 new distribution service line 
installations in 2010, compared with 261 installations in 2009. 
most of these new service lines were installed in the Northeast 
system, reflecting continued strong economic activity in this area.

HistoRY oF CaPital exPeNDitURes ($000’s) 

CaPITaL RESouRCES
Composition of Capital structure

  December 31,  December 31, 
(Percent) 2010  2009

Preferred shareholders’ equity 2.6 3.0

Common shareholders’ equity 46.9 51.0

Short-term debt 2.6 1.5

Long-term debt, including  
 current portion 47.9 44.5

  100.0 100.0

For rate determination purposes, the Company is permitted to 
earn a return on its invested capital to the extent of its approved 
rate base. Rate base is composed of the depreciated book value 
of plant, property and equipment, plus unamortized deferred 
charges, plus an allowance for working capital, less deferred 
income taxes. The Commission sets customer rates at a level that 
is intended to allow the Company to earn its allowed rate  
of return on common equity. Rates for 2010 were based on  
40 percent of rate base being financed by common equity for 
the Fort St. John/Dawson Creek and Tumbler Ridge divisions 
and 45 percent for the western system.

equity
The book value of the Company’s common shares at  
December 31, 2010 was $24.63 per share, compared to 
$24.03 per share at December 31, 2009.

The Company’s preferred shares are currently rated Pfd-3(low) 
by Dominion Bond Rating Service (“DBRS”).

Dividends
Preferred dividends totaling $1.6875 per preferred share were 
paid in 2010, the same as in 2009. Common dividends totaling 
$1.14 per common share were paid in 2010, compared to $0.96 
per common share in 2009. Total dividend payments in 2010 
for both preferred and common shares were $4.4 million, 
compared to payment of $3.8 million in 2009.

Credit Facilities
The Company has credit facilities which include a $25 million 
operating line, two risk management facilities each secured by 
the pledge of a $20 million debenture issued by the Company 
and a $35 million committed 5-year term revolving debt facility. 
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The first risk management facility has a single financial covenant 
requiring the Company’s debt leverage not to exceed 65 percent. 
The Company added a second risk management facility in 
January 2010. This facility has two financial covenants, one 
which requires the Company’s debt leverage not to exceed 
65 percent and the second which requires the Company to 
maintain a minimum interest coverage of 1.5 times using 
earnings before interest, income taxes and expenditures on 
the KSL Project to a maximum of $10 million. Further, if the 
Company’s secured debt rating is less than BBB (low) or the 
Company has no debt rating, the interest coverage requirement 
is 2.0 times or higher. 

The risk management facilities are utilized by the Company to 
hedge natural gas purchases in accordance with its annual gas 
contracting and gas supply price risk management plan and 
to enter into interest rate hedging transactions. under either 
facility, to the extent the credit exposure of the facility provider 
exceeds $20 million (where exposure is calculated by the facility 
provider using its standard methodology), the Company is 
required to provide cash collateral for the exposure in excess of 
$20 million. Neither hedge facility provider is obligated to enter 
into any transactions with the Company under the terms of the 
facilities. Each hedge transaction must be agreed between the 
parties. The provider of one of the risk management facilities 
has documented its intention not to enter into transactions 
under its facility in the event that the provider’s exposure 
would exceed $15 million.

short-term Debt
In November 2010, the Company completed a renegotiation and 
extension of its bank operating facility. under this facility, $25.0 
million is available for working capital purposes. The November 
2010 amendments included deletion of the previous borrowing 
base limitation to availability under the operating facility. as a 
result, the $25.0 million is available to the Company at all times 
subject to a requirement that borrowings be reduced to zero 
for 30 days each calendar year. The Company covenants under 
the facility to maintain its debt leverage at 65% or less. at 
December 31, 2010 the Company’s actual debt leverage was  
50.4 percent. The operating line is collateralized by a pledge  
of the Company’s accounts receivables and inventories.

Borrowings under the operating facility bear interest at  
prime rate or bankers’ acceptance rates plus an applicable  
credit spread. The renegotiated terms included reduced credit 
spreads to 1 percent over prime and 2.25 percent over bankers’ 

acceptances, previously 1.5 percent and 3 percent respectively, 
as well as a reduction in the stand-by fee to 0.35 percent from 
0.5 percent. The renewed facility has a term of 18 months, 
expiring may 28, 2012. The Company may also issue letters of 
credit under the operating facility. as of December 31, 2010, 
the actual utilization of the operating line was $8.6 million. 

long-term Debt
on February 2, 2010 the Company amended its revolving term 
facility to increase the amount available under the facility to  
$35 million (previously $20 million) and to extend its maturity 
date to January 30, 2015. Concurrent with these amendments, 
the fees and interest rate spreads under the facility were 
amended to reflect current market conditions. The standby 
fee on the facility was increased to 50 basis points on undrawn 
amounts and the interest rate spread over the Canadian Dealer 
offered Rate (“CDoR”) was increased to 307.5 basis points from 
132.5 basis points. The facility contains a financial covenant 
requiring the Company’s debt leverage not to exceed 65 percent 
and, if the Company’s secured debt rating is less than BBB (low) 
or the Company has no debt rating, the Company must maintain 
an interest coverage of 2.0 times or higher using earnings 
before interest, income taxes and expenditures on the KSL 
Project to a maximum of $10 million. 

$16.0 million was outstanding under the revolving term facility 
at December 31, 2010 under Bankers acceptance equivalent 
loans. additional funds available under the facility will be used 
for general corporate purposes including the Company’s capital 
program and debt repayments.

on may 17, 2010, DBRS confirmed the Company’s secured debt 
ratings at BBB (low). 

oFF-BaLaNCE ShEET aRRaNGEmENTS
as of December 31, 2010, the Company had no off-balance 
sheet arrangements. 

TRaNSaCTIoNS wITh RELaTED PaRTIES
The Company had no significant transactions with related 

parties during 2010 or 2009.
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FouRTh QuaRTER 2010
The following table compares the results for the fourth 

quarters of 2010 and 2009:

$ in thousands, except TJ,     
customer, per GJ, per share   Percent 
and percent figures q4 2010 Q4 2009 change

Deliveries (TJ) 

 Sales  2,127  2,334 (8.9)

 Transportation service  1,040  1,514 (31.3)

 Total deliveries  3,167  3,848 (17.7)

Customers at period end  39,405  39,113 0.8

weighted average cost of  
 gas purchased (per GJ)  4.85  6.35 (23.6)

Revenues  30,081  31,172 (3.5)

operating margin, consisting  
 of revenues less cost of gas  16,024  13,916 15.1

Income before income taxes  5,098  4,446 14.7

Net income attributable  
 to shareholders  3,984  3,436 16.0

Net cash provided by  
 operating activities  5,480  2,074 164.2

Basic earnings per common share  1.10  0.95 15.7

Dividends paid per common share  0.30  0.25 20.0

Revenues in the fourth quarter of 2010 decreased to $30.1 million 
as compared with $31.2 million in the same period in 2009. The 
decrease in revenues is mainly due to a $1.4 million decrease in 
off system gas sales in the fourth quarter of 2010 compared to 
the fourth quarter of 2009, offset by new revenues from the 
mcNair operations in 2010. 

operating margin in the fourth quarter of 2010 increased to 
$16.0 million from $13.9 million in the corresponding period 
in 2009. This increase can be attributed to the higher common 
equity component in 2010 compared to 2009, new revenues 
from the 2010 mcNair acquisition and the higher delivery rates 
in 2010 compared to 2009 mainly to recover the loss of the 
methanex termination payment credit amortization which 
ended in october 2009.

Net income for the quarter ended December 31, 2010 was 
$4.0 million, compared with $3.4 million for the quarter ended 
December 31, 2009. Included in the results for the fourth quarter 
of 2010 are reorganization charges, net of income taxes, totaling 
$0.1 million or $0.03 per share relating to the Company’s 

restructuring of the mcNair acquisition group of companies, 
compared to the inclusion of the Company’s share of KSL Project 
after-tax development expenses of $0.04 million or $0.01 per 
share in the corresponding period in 2009.

after providing for preferred share dividends, earnings per 

common share in the fourth quarter of 2010 were $1.10, 

compared with $0.95 for the quarter ended December 31, 2009. 

Capital expenditures in the fourth quarter of 2010 were  

$2.9 million, compared to $4.2 million in the comparable  

period in 2009.  

SuBSEQuENT EVENT
on February 7, 2011, the Company announced it had entered 
into an agreement to sell its 50 percent interest in PTP (see 
“Business overview – KSL Project”) to apache Canada and 
EoG Canada, the Company’s partners in the KSL Project, for 
payments of up to $50 million. The transaction closed on 
march 2, 2011.

The sale transaction has two elements, including an initial 
payment of $30 million paid on closing and a second payment 
of $20 million to be paid contingent on the purchasers making 
a decision to proceed with construction of the Kitimat LNG 
facility. The Company can give no assurances that construction 
of the Kitimat LNG facility will be completed or that the  
$20 million payment will be made.

In connection with the sale, the Company has reached 
agreement on the terms for a 20-year transportation service 
agreement with apache Canada and EoG Canada that will 
significantly increase the utilization of the Company’s current 
pipeline in the event that LNG Partners does not claim this 
capacity first. The Company will operate the KSL Project 
pipeline under an operating and maintenance agreement 
negotiated with apache Canada and EoG Canada. The 
operating and maintenance agreement will have an initial 
term of seven years beginning in 2015, with renewal provisions, 
and will be subject to approval by the Commission. These 
agreements are expected to generate incremental revenue for 
the Company, with substantial benefits flowing back to the 
Company’s customers in the form of reduced gas delivery rates, 
with rate reductions similar to those that would have prevailed 
had the Company continued to own a 50 percent stake in PTP. 
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CRITICaL aCCouNTING ESTImaTES
The preparation of the Company’s consolidated financial 
statements in conformity with Canadian GaaP requires 
management to make estimates and assumptions that affect 
the reported amounts of assets, liabilities, revenues and 
expenses and the related disclosures. These estimates are based 
on historical experience, current assumptions, and actual results 
may differ from these estimates under different assumptions 
and conditions. 

Regulatory assets and liabilities
Certain regulatory assets represent future revenues associated 
with certain costs, incurred in the current period or in prior 
periods that are expected to be recovered from customers in 
future periods through the rate-setting process. Regulatory 
liabilities represent future reductions or limitations of increases 
in revenues associated with amounts that are expected to be 
refunded to customers as a result of the rate-setting process. In 
the absence of rate regulated accounting, generally accepted 
accounting principles would not likely permit recognition 
of regulatory assets and certain liabilities and therefore the 
earnings impact would be recorded in the period incurred or 
recovered. These regulatory assets and liabilities have been 
recorded based on previous, existing or expected regulatory 
orders or decisions. Certain estimates are necessary since 
amounts recorded are often estimates until these amounts are 
finalized pursuant to regulatory decisions or proceedings. 

Depreciation of Plant, Property and equipment
The Company depreciates plant, property and equipment on 
a straight-line basis over the estimated useful life of the assets. 
The estimated useful lives are largely based on formal 
depreciation studies and are approved by the Commission. 
Changes in estimates can have a significant impact on 
depreciation expense.

Unbilled Revenues
Revenues include natural gas sales that are recorded on the 
basis of regular meter readings and estimates of customer 
usage from the last meter reading date to the end of the 
reporting period. These estimates are made assuming 
normal consumption patterns, which may differ from actual 
consumption patterns. The estimates of unbilled operating 
revenue comprise 10.6 percent of the Company’s revenues for 
2010. Through future meter readings, the usage estimates 
are replaced with actual delivered volumes, which become 
reflected in the Company’s financial results at that time. 

asset Retirement obligations
The Company is required to recognize the fair value of asset 
retirement obligations associated with the retirement of 
long-lived assets in the period which they can be reasonably 
determined. The Company’s natural gas transmission and 
distribution long-lived assets are comprised principally of mains, 
service lines, compressors, and measuring and regulating 
equipment. No amount has been recorded for asset retirement 
obligations relating to the Company’s assets as it is not possible 
to make a reasonable estimate of the fair value of the liability due 
to the indeterminate timing and scope of the asset retirements. 
management expects that all retirement costs associated with the 
regulated assets will be recovered through tolls in future periods. 

employee Future Benefit Plans
The Company provides a defined benefit pension plan and other 
post retirement benefits to the majority of its employees. The 
determination of these expenses and obligations is dependent  
on management’s assumptions including the discount rate for  
the accrued benefit obligation and the expected long-term rate 
of return on plan assets.

The assumed discount rate to determine the Company’s accrued 
pension and non-pension benefit obligations at December 31, 2010 
was 5.3 percent and is based on the market interest rates as of 
September 30, 2010 for high-quality corporate bonds. The 
comparative discount rate as at December 31, 2009 was 6.5 percent. 

The assumed long-term rate of return on the defined benefit 
pension plan assets for the purposes of estimating pension 
expense for both 2010 and 2009 was 7.0 percent. The pension 
plan assets are comprised primarily of equity and fixed income 
investments. Fluctuations in actual market returns and changes 
in interest rates may result in increases or decreases to future 
pension expenses. 

ChaNGES IN aCCouNTING PoLICIES 
Changes applicable in 2010

BUsiNess ComBiNatioNs, CoNsoliDateD FiNaNCial 
statemeNts aND NoN-CoNtRolliNg iNteRests
Effective January 1, 2010, the Company early adopted the 
pronouncements of CICa handbook Section 1582, Business 

Combinations, Section 1601, Consolidated Financial Statements, 
and Section 1602, Non-Controlling Interests. 
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Section 1582 was introduced to replace Section 1581, Business 

Combinations, and provides the Canadian equivalent to 
International Financial Reporting Standard IFRS 3 (revised), 
Business Combinations. Section 1582 specifies a number of 
changes, including: an expanded definition of a business, a 
requirement to measure all business acquisitions at fair value, a 
requirement to measure non-controlling interests at fair value, 
and a requirement to recognize acquisition related costs as 
expenditures in the period incurred. 

Section 1601 and Section 1602 were introduced together to 
replace Section 1600, Consolidated Financial Statements, and 
provide the Canadian equivalent to the corresponding provisions 
of International accounting Standard IaS 27 (revised), 
Consolidated and Separate Financial Statements. Section 1601 
establishes standards for the preparation of consolidated 
financial statements and Section 1602 specifies that non-

controlling interests be treated as a separate component of 

equity, instead of a liability or other item outside of equity.

The early adoption of these standards by the Company resulted 

in additional disclosure related to a business acquisition that 

closed on april 19, 2010 and the expensing of the related 

acquisition costs incurred of $0.5 million, rather than their 

inclusion as part of the cost of the business acquisition.

Future accounting Pronouncements

tRaNsitioN to iNteRNatioNal FiNaNCial  
RePoRtiNg staNDaRDs
The Canadian accounting Standards Board (“acSB”) has 

determined that publicly accountable enterprises are required 

to prepare financial statements in accordance with International 

Financial Reporting Standards for years beginning on or after 

January 1, 2011. The transition to IFRS will require the restatement 

for comparative purposes of amounts reported for the year prior 

to the transition date. 

ReCeNt DeveloPmeNts
In September 2010, the International accounting Standards 

Board (“IaSB”) concluded that it could not quickly resolve 

the matters arising from its rate-regulated activities (“RRa”) 

Exposure Draft and the resulting subsequent discussions. In 2011, 

the IaSB will be considering the development of an agenda 

proposal on this issue for consideration on its future projects 

agenda. In october 2010, the acSB issued an amendment to 

Part I of the CICa handbook allowing for a one-year deferral 

for first-time adoption of IFRS for qualifying entities with rate-

regulated activities. The Canadian Securities administrators’ 

regulations have also been amended to incorporate the acSB’s 

one-year deferral.

The Company meets the requirements of a qualifying entity  

and has elected to take the optional one-year deferral as allowed 

by the acSB. The Company’s revised IFRS conversion date is 

January 1, 2012.

iFRs PRoJeCt
as previously disclosed, the Company originally planned to begin 

reporting under IFRS effective January 1, 2011, and the Company’s 

IFRS conversion plan was proceeding as planned to this conversion 

date. Given the recent decision to defer adoption of IFRS for one 

year, the Company’s IFRS plan has been amended as following:

IFRS 1, First-Time Adoption of IFRS
Previously, the adjustments required under IFRS 1 were evaluated 

in anticipation of a January 1, 2010 transition. Due to the one-year 

deferral, these first-time adjustments will now be evaluated and 

determined to be effective for the opening IFRS balance sheet as 

at January 1, 2011. 

• employee Benefits

 The Company will elect to recognize all cumulative actuarial 

gains and losses and all unamortized transitional obligations 

of defined benefit plans through opening retained earnings 

at January 1, 2011. The amount of this adjustment will be 

determined in the first quarter of 2011.

• Property, Plant and equipment and intangible assets

 In april 2010, the IaSB approved an IFRS 1 exemption which 

allows the Company to use the carrying amount of rate-

regulated property, plant and equipment and intangible 

assets, as calculated under Canadian GaaP, as the deemed 

cost for IFRS on the date of transition. The Company will 

elect to use this exemption for the significant majority of its 

property, plant and equipment and intangible assets used in 

rate-regulated operations. The amount of this adjustment  

will be determined in the first quarter of 2011.

Rate-regulated Activities
The Company, in accordance with Canadian GaaP, follows 

specific accounting policies unique to a rate-regulated entity. 

These accounting policies for rate-regulated activities are 

pervasive and significant to the Company’s business model  

and performance measurement.

as noted above, there is no separate IFRS standard for RRa and 

the current interpretation of existing IFRS guidance generally 

does not allow accounting for RRa in the manner historically 

permitted under Canadian GaaP. The Company will continue to 

monitor both developments in IFRS and decisions made by other 

rate-regulated entities.
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The Company has amended its IFRS conversion plan to include 

an assessment of changes required if accounting for RRa is no 

longer available under IFRS, including:

• Determination of the adjustment required upon 

derecognition of regulatory assets and regulatory liabilities 

effective January 1, 2011;

• Determination of the impact on debt covenants if accounting 

for RRa is no longer available under IFRS; and

• Development of a communication plan to internal and 

external stakeholders.

however, for rate-setting purposes, the Company will continue 

to make use of deferral accounts. Therefore, the Company 

plans to maintain two sets of accounts and will be assessing 

the processes and resources required to maintain two sets of 

accounting records.

Property, Plant and Equipment
The Company is currently developing accounting polices that 

will be IFRS compliant. These policies will differ from the 

Company’s current accounting policies and are expected to be 

finalized during the first half of 2011. 

Employee Future Benefit Plans
The Company is continuing with its assessment of policy choices 

available under the current IFRS standard for employee future 

benefits and is monitoring the ongoing developments related 

to this standard.

Presentation and Disclosure
The Company completed the initial preparation and review of 

pro forma annual IFRS financial statements, identifying changes 

to presentation and additional disclosures required under IFRS. 

The pro forma financial statements had included regulatory 

assets and regulatory liabilities. The Company is in the process 

of updating the pro forma statements to eliminate these 

balances and the effects of the underlying transactions.

Derivative Financial Instruments
The Company currently records the fair value of a fixed-price 

natural gas supply contract at each reporting date and includes 

this amount in the fair value of its derivative financial 

instruments. under IFRS, the Company’s fixed-price natural 

gas supply contract is a contract to buy or sell a non-financial 

item in accordance with the Company’s expected purchase, 

sale or usage and qualifies for a scope exemption from being 

recognized as a financial instrument at fair value. accordingly, 

for the opening IFRS balance sheet as at January 1, 2011, 

the application of this exemption will result in a $0.7 million 

decrease in derivative financial instrument liability. 

In addition to planning for the deferred adoption of IFRS, the 

Company continues to monitor changes to standards that may 

become effective during or shortly after the implementation 

phase. The Company will continue to follow the proposals 

contained in IaSB exposure drafts and to assess potential impacts 

of new IFRS that may be applicable as at the January 1, 2011 

transition date. 

The Company is satisfied that its transition plans are on 

schedule and will be providing further updates on the status 

of key activities in the Company’s 2011 interim mD&a.

ComPReHeNsive RevalUatioN oF assets  
aND liaBilities
In august 2009, the CICa amended handbook Section 1625, 

Comprehensive Revaluation of Assets and Liabilities, as a 

result of issuing Sections 1582, Business Combinations, 1601, 

Consolidated Financial Statements, and 1602, Non-Controlling 

Interests, in January 2009. The amendments require that when 

push-down accounting is used following the acquisition of 

an enterprise, the assets and liabilities are to be measured at 

the values used in accounting for the purchase transaction or 

transactions in accordance with Section 1582. The amendments 

also require that, when a future income tax asset that arose 

prior to the date of a comprehensive revaluation and that 

was not recognized in the comprehensive revaluation is 

subsequently recognized, the benefit should be recognized 

in accordance with Section 1582 and Section 3465, Income 

Taxes. The amendments apply prospectively to comprehensive 

revaluations of assets and liabilities occurring in fiscal years 

beginning on or after January 1, 2011. The adoption of the 

amendments to Section 1625 is not expected to have a material 

impact on the Company’s financial statements.

FiNaNCial iNstRUmeNts – ReCogNitioN  
aND measURemeNt
In June 2009, the CICa provided a clarification to handbook 

Section 3855, Financial Instruments – Recognition and 

Measurement, with respect to the embedded prepayment 

option. The Section has been amended to clarify when an 

embedded prepayment option is separated from its host 

instrument for accounting purposes. The amendment states 

that if the exercise price of a prepayment option compensates 

the lender for an amount equivalent to the present value of 

the lost interest for the remaining term of the host instrument, 

the feature is considered closely related to the host contract in 

which it is embedded. The amendment applies to interim and 

annual financial statements relating to fiscal years beginning 

on or after January 1, 2011. The adoption of the amendments 

to Section 3855 is not expected to have a material impact on 

the Company’s financial statements.
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mUltiPle DeliveRaBle ReveNUe aRRaNgemeNts
In December 2009, the CICa issued EIC-175, Multiple Deliverable Revenue Arrangements, replacing EIC-142, Revenue Arrangements 

with Multiple Deliverables. The changes were made in response to changes made to accounting Standards Codification Topic 

605-25, Revenue Recognition – Multiple Element Arrangements, under uS GaaP, and more closely aligns the accounting 
requirements for multiple-element arrangements under Canadian GaaP with IFRS. EIC-175 addresses how to determine whether 
an arrangement involving multiple deliverables contains more than one accounting unit and, if so, how the consideration specified 
in the multiple element arrangement should be distributed between different accounting units. These recommendations are 
to be applied prospectively to revenue arrangements with multiple deliverables entered into or materially modified in the first 
annual fiscal period beginning on or after January 1, 2011. The Company is currently assessing the impact of adopting EIC-175 on its 
financial statements. 

FINaNCIaL INSTRumENTS aND oThER INSTRumENTS
The Company utilizes natural gas commodity hedging contracts in order to manage the volatility inherent in the prices of its natural 
gas purchases. It may also utilize interest rate hedging contracts to reduce the volatility of the interest expense associated with its 
floating rate debt instruments. as of December 31, 2010, the Company had no interest rate hedging contracts outstanding.

During the second quarter of 2010, the Company completed its annual gas contracting and gas price risk management plan and 
filed it with the Commission for review and acceptance. The annual gas contracting plan covered proposed gas purchases over the 
November 1, 2010 to october 31, 2011 period, while the gas price risk management plan provided for hedging gas purchases over 
the November 1, 2010 through october 31, 2012 period. The Company proposed implementing the hedges in stages over the may 
2010 to February 2012 period. The Commission accepted the plan as filed. Each hedging transaction is approved by the Company’s 
price risk management plan committee and is reported to the Commission on a monthly basis. 

at December 31, 2010, the Company had outstanding fixed-price, natural gas swap and collar contracts relating to natural  

gas supply as follows:

  Percent of   Estimated 
 Notional annual gas   net fair value
 quantity purchases  Price range payable
 Financial instrument (GJ) (%) Delivery period (per GJ) ($000’s)

 Fixed-price contracts 900,000 9.4 Jan 2011 – mar 2011 $4.23 (678)

 Natural gas swap contracts  3,846,600 40.2 Jan 2011 – oct 2012 $4.16 to $7.26 (5,453)

 Collar contracts 53,500 0.6 apr 2012 – oct 2012 $3.80 (floor) – $5.81 (cap) (8)

 4,800,100 50.2   (6,139)

The fair value reflects the estimated amounts that the Company would receive or pay at December 31, 2010 to terminate the  

fixed-price, natural gas swap and collar contracts based on the estimated net cash flows under the terms of each contract. 

These estimated fair market values have no impact on earnings due to the regulated nature of the Company’s operations.  

Based on the current regulatory process, any gains or losses arising from utility related financial gas hedging instruments would  

be treated as part of the flow through of gas supply costs in customer rates. 
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at December 31, 2009, the Company had outstanding fixed-price, natural gas swap and collar contracts relating to natural gas  

supply as follows:

     Estimated
  Percent of   net fair value 
 Notional annual gas   receivable
 quantity purchases  Price range (payable)
Financial instrument (GJ) (%) Delivery period (per GJ) ($000’s)

Fixed-price contracts 900,000 9.2 Jan 2010 – mar 2010 $4.03 1,021

Natural gas swap contracts  3,954,850 40.6 Jan 2010 – oct 2011 $4.96 to $10.87 (4,568)

Collar contracts 308,650 3.2 Jan 2010 – oct 2010 $5.26 to $8.38 (floors) (429) 
    $6.76 to $11.46 (caps) 

 5,163,500 53.0   (3,976)

There have been no changes in the Company’s ICFR during the 

year ended December 31, 2010 which have materially affected, 

or are reasonably likely to materially affect, ICFR. 

The Chief Executive officer and Vice President, Finance,  

acting as the Chief Financial officer, have limited the scope 

of their certification in accordance with National Instrument 

52-109 for the design and effectiveness of DC&P and ICFP to 

exclude controls, policies and procedures resulting from the 

acquisition of mcNair on april 19, 2010. The business acquired is 

described under “Business of the Company – Renewable Energy 

Business”. The Company’s financial results for the year ended 

December 31, 2010 include revenues of $1.3 million and a net 

loss of $0.55 million, and its consolidated balance sheet includes  

$21.2 million in assets and $12.4 million in liabilities as at 

December 31, 2010 related to mcNair.

with respect to the acquisition of mcNair, where the scope of 

the Chief Executive officer and Vice President, Finance, acting 

as the Chief Financial officer, has been limited in accordance 

with National Instrument 52-109, the Company’s management, 

under the supervision of the Chief Executive officer and Vice 

President, Finance, acting as the Chief Financial officer, has 

evaluated the overall risk, reviewed the results of operations 

with operating management and confirmed that consistent 

controls have operated since the Company’s acquisition of 

mcNair and continued to operate at year end. management 

is confident in the reliability of financial reporting and the 

preparation of financial statements included in the Company’s 

consolidated results. In 2011, the Company will certify that the 

internal controls over financial reporting and the disclosure 

controls and procedures for mcNair are designed and effective 

under National Instrument 52-109. 

The fair value reflects the estimated amounts that the Company 

would receive or pay at December 31, 2009 to terminate the 

fixed price, natural gas swap and collar contracts based on the 

estimated net cash flows under the terms of each contract. 

Natural gas prices for 2011, based on forward gas prices as at 

march 2, 2011, and gas purchases by the Company in 2011, are 

forecast to be approximately 15.6 percent ($0.82 per GJ) lower 

than the actual corresponding prices in 2010. 

CERTIFICaTIoN oF DISCLoSuRE CoNTRoLS 
aND PRoCEDuRES aND INTERNaL CoNTRoL 
oVER FINaNCIaL REPoRTING
The Company’s management is responsible for establishing 

and maintaining disclosure controls and procedures (“DC&P”) 

and internal controls over financial reporting (“ICFR”), as those 

terms are defined in National Instrument 52-109, Certification 

of Disclosure in Issuers’ annual and Interim Filings. The objective 

of this instrument is to improve the quality, reliability and 

transparency of information that is filed or submitted under 

securities legislation.

management, with the participation of the Chief Executive 

officer and Vice President, Finance, acting as the Chief Financial 

officer, have designed DC&P and ICFR to provide reasonable 

assurance that material information is reported to them on 

a timely basis; that financial reporting is reliable; and that 

financial statements prepared for external reporting purposes 

are in accordance with Canadian GaaP.

management, under the supervision of the Chief Executive 

officer and Vice President, Finance, acting as the Chief Financial 

officer, have evaluated the effectiveness of the Company’s 

DC&P and ICFR and based on that evaluation have concluded 

that DC&P and ICFP were effective as at December 31, 2010.
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ouTSTaNDING ShaRE DaTa
at march 3, 2011 there were 200,000 preferred shares and 
3,615,144 common shares outstanding. The common shares are 
the only issued voting securities of the Company, and there are 
no securities outstanding which may be converted into voting  
or equity securities. 

RISK FaCToRS

Usage Risk and impact of Changes  
in economic Conditions
Natural gas competes with other forms of energy available to 
the Company’s customers and end-users, including electricity, 
wood and coal and, in the case of certain industrial customers, 
wood waste. The primary competitive factor is price. Changes 
in the availability or price of natural gas and other forms of 
energy, economic conditions, the level of business activity, 
conservation, legislation, governmental regulations, the ability 
to convert to alternative fuels, weather and other factors affect 
the demand for natural gas in the Company’s service areas. 
In addition, because electricity prices in British Columbia for 
residential and certain other customer classes have been set 
based primarily on the historical average cost of production, 
they have been artificially low compared to market priced 
natural gas. This distortion in pricing signal may be addressed 
in response to the British Columbia government’s Energy Plan 
electricity conservation goals.

over the past several years the average amount of natural 
gas consumed by residential customers has declined. This 
decline is attributable to a number of factors, including the 
replacement of older heating equipment by newer, more 
efficient equipment, more energy efficient housing, and energy 
conservation measures in response to higher gas prices and poor 
economic conditions in the western system region.

Economic conditions in the Company’s service areas can 
negatively affect the Company’s results of operations and 
financial condition. Deliveries are affected by economic factors 
such as changes in employment levels, personal disposable 
income and level of business activity. New customer additions 
are related to the level of business activity, population growth 
and housing starts in the service area. management cannot 
estimate the level of growth or contraction for the economy as a 
whole or for the economy of any particular region the Company 
serves. adverse changes in the Company’s financial condition 
and results of operations may occur as a result of continuing 
negative economic conditions, a decline in business activity, 
unemployment, contraction of credit availability or other factors 
affecting economic conditions generally. 

industrial Customer Concentration and Potential 
for termination of large industrial Contracts
In 2010, 12 percent of energy deliveries were made to the 
Company’s three largest industrial customers, compared to  
23 percent in 2009. west Fraser ceased operations at its Kitimat 
mill in January 2010 and provided a contract termination notice 
to the Company in may 2010 which resulted in a $5.1 million 
termination payment received on December 1, 2010. Deliveries 
to west Fraser accounted for approximately 2.5 percent of 
annual deliveries in 2010 compared to 15.1% in 2009. Lower 
demand and lower prices for forest products in North america 
resulted in the lower deliveries to the forest sector again in 
2010. The forest sector has been facing significant issues with 
low lumber prices, the mountain pine beetle infestation and 
the strength of the Canadian dollar in 2010. management can 
give no assurances that these issues will be resolved. 

The initial term of the Company’s agreement with Rio Tinto alcan 
ended November 1, 2004, but the agreement automatically 
continues in effect from contract year to contract year unless 
either party gives twelve months’ notice of termination. No 
termination notice has been given. During 2010, deliveries to  
Rio Tinto alcan accounted for 9.1 percent of the Company’s total 
gas deliveries and 2.8 percent of revenues.

The Company’s ability to negotiate new contracts and to 
renegotiate existing contracts could be impacted by factors 
it cannot control, including reduced demand due to higher 
gas prices, the financial strength of major customers and the 
availability and price competitiveness of alternative energy 
sources. The risk of non-performance by one or more of the 
large industrial customers may be analyzed and managed, but  
it cannot be entirely eliminated.

The Company’s service area is largely dependent upon industrial 
customers for its economic stability. These customers produce 
commodities that are subject to world commodity price 
fluctuations and are impacted by economic conditions. Gas 
deliveries to these customers have been and may in the future 
be affected by their ability to continue to operate in negative 
economic conditions and during sustained periods of low 
commodity prices, as has transpired in the past. a prolonged 
decline in a sector affects all customer classes. For example, 
in the western system service area many of the Company’s 
industrial customers are involved in the forest sector. a 
prolonged decline in the forest sector could negatively impact 
gas deliveries to lumber mills, as well as negatively impacting 
delivery requirements of commercial and residential customers 
who directly or indirectly provide services to such mills. 
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Commodity Price and supply Risk
The commodity cost of natural gas can be highly volatile. The 
Company’s average cost of natural gas in 2010 was approximately 
14.3 percent lower than in 2009 and 30.6 percent lower than in 
2008. when prices are low, the prospects of fuel-switching and 
increased energy conservation pose a lesser risk. Fluctuations 
in the price of natural gas may increase the Company’s working 
capital financing requirements and related costs for accounts 
receivable, and may give rise to higher bad debt costs.

adequate supplies of natural gas may not be available to satisfy 
committed obligations as a result of economic events, natural 
occurrences, and/or failure of a counterparty to perform.

Regulatory Risk
The Company’s asset base is subject to regulation by the 
Commission (see “Regulatory activities”). Changes in the 
regulatory environment may be beyond the Company’s control 
and may impact the viability of the assets, including the 
Company’s ability to sustain or increase its profitability.

as part of the regulatory process, the Company maintains a 
number of deferral accounts including, without limitation, a 
gas cost variance account, the rate stabilization adjustment 
mechanism account, an industrial customer deliveries account 
and accounts for pipeline repair and rehabilitation. 

The gas cost variance account is utilized to record variances 
in the Company’s actual purchase cost of gas relative to the 
gas supply cost recovery charges included in customers’ rates. 
at times, the gas supply cost recovery charges included in 
customers’ rates can be below the actual purchase cost of gas 
resulting in a significant balance in the account which must be 
recovered from customers in future rates.

The Company’s rates are set on the basis of forecast gas deliveries 
using normal heating degree-days. To the extent that actual 
degree-days are less than normal (that is, the weather is warmer 
than normal), revenues may be less than forecast. The revenue 
for residential and small commercial customers is protected by 
the rate stabilization adjustment mechanism deferral account 
approved by the Commission in 2003 to record differences 
between forecast and actual deliveries. when deliveries to 
customers are less than forecast, there may be significant 
balances in the account which are subject to recovery in future 
rates to customers. 

The industrial customer deliveries deferral account records the 
extent to which margin recovery from actual deliveries to alcan 
and BC hydro varies from forecast margin recovery used for rate 
making purposes based on forecast deliveries. 

The Commission requires the Company to record certain 
temporary pipeline repair and rehabilitation costs in deferral 
accounts for amortization into customer rates over a period 
of ten years on the basis that the customers benefit from such 
expenditures over that period of time. 

The recovery of the Company’s accumulated deferral accounts 
has an impact on liquidity requirements. Recovery of the 
deferral accounts through rates charged to customers is 
dependent upon regulatory approval and the ability to set rates 
high enough to recover such balances while maintaining the 
competitiveness of retail gas prices, and is therefore at risk.

liquidity, Cash Flow, and Capital availability Risks
The Company’s credit facilities include a $25 million operating 
line, two risk management facilities secured with $20 million 
debentures issued by the Company and a $35 million committed 
5-year term revolving debt facility. In order to ensure that 
the operating line is utilized for its intended working capital 
purposes, the Company covenants to reduce its borrowings 
under the line to zero for a 30 day consecutive period each 
fiscal year. In addition, the credit facilities are subject to 
financial covenants that may act to restrict the amounts that 
can be borrowed under the operating line and the 5-year term 
revolving debt facility.

The Company’s operating line and risk management facilities are 
subject to renewal after 18 months with the operating line and 
one risk management facility maturing on may 28, 2012 and 
the other risk management facility maturing on July 21, 2012. 

any constraint on the Company’s ability to raise capital, 
including a credit downgrade, may negatively impact its 
investment and development activities, capital expenditures  
and hedging program.

Facility and insurance Risk
The Company carries on business in a geographic area of  
British Columbia where a large portion of its pipeline 
transmission system is located in extremely difficult terrain and 
where outages have, from time to time, been experienced in the 
past. Depending on circumstances, such outages may result in 
loss of revenues or increased maintenance or capital costs.

The Company maintains insurance against exposures to the 
physical loss of its pipeline, compressors and other above ground 
facilities as well as loss of earnings insurance relating to revenues 
from its large industrial customers. Based on past insurance 

claims for damage to the pipeline caused by slides, washouts, 

and other natural events, the Company’s deductibles 
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have remained high. Depending on the number and severity  

of future outages, the financial impact on the Company could 

be material.

environmental and safety Risks 
The Company is required to comply with existing environmental 

laws and regulations. It is possible that increasingly strict 

environmental laws, regulations and enforcement policies, 

and potential claims for damages and injuries to property, 

employees, other persons and the environment resulting from 

current or discontinued operations, could result in substantial 

costs and liabilities in the future. In particular, the Company 

could be exposed to significant operational disruptions and 

environmental liability in the event of an accident involving 

natural gas. The Company believes that it has taken all 

reasonable and prudent steps to minimize its exposure in the 

case of safety or environmental incidents. 

The number of existing and proposed greenhouse gas (“GhG”) 

legislation, cap and trade programs and emissions regulations 

in North america and the world is expanding rapidly. In Canada, 

the federal government has delayed its implementation of a 

proposed national GhG cap-and-trade system until 2012 in order 

to harmonize with u.S. plans. as a partner in the western Climate 

Initiative (“wCI”), British Columbia has enacted legislation and 

developed regulations aligned with the principles agreed to by 

the wCI partners. British Columbia has implemented reporting 

regulations that harmonize with the wCI draft requirements 

and support the planned for cap-and-trade program. The 

Mandatory Reporting of Greenhouse Gas Emissions Regulation 

requires facilities and/or entities with emissions in most source 

categories to submit data on greenhouse gas emissions to the 

minister of Environment, which will provide a foundation for 

the development and implementation of a cap and trade system 

and other climate policies to reduce greenhouse gases. under 

the proposed regulation, facilities emitting more than 10,000 

tonnes Co2 equivalents per year will be required to report their 

annual GhG emissions beginning with the 2010 calendar year, 

with the first report due april 1, 2011.

Based on the applicable emissions thresholds set out in the 

draft federal and existing provincial regulations, the Company 

expects its compliance obligations to be small. however, as the 

federal regulations remain in development, it is not possible 

at this time to assess the full extent of their impact on the 

Company. In addition, the effects of climate change on the 

Company’s service territories over the long term may manifest 

themselves in changes to customers’ consumption patterns, 

as well as to changes in the level and nature of geotechnical 

and hydrological threats to the Company’s pipeline systems. 

The Company recognizes the entire spectrum of influences 

that climate change may exert on its operations and continues 

to monitor, and influence as appropriate, related policies, 

regulations and developments. 

acquisition and integration strategies
as part of its business strategy, the Company may pursue 

strategic acquisitions. There can be no assurance that the 

Company will find additional attractive acquisition candidates 

or succeed at effectively maintaining the integration of any 

businesses acquired in the future.

acquisitions involve a number of risks, including: (a) the 

possibility that the Company, as a successor owner, may be 

legally and financially responsible for liabilities of prior owners; 

(b) the possibility that the Company may pay more than the 

acquired company or assets are worth; (c) the possibility of 

incurring additional expenses associated with completing an 

acquisition and amortizing any acquired intangible assets; 

(d) the difficulty of integrating the operations and personnel 

of an acquired business; (e) the challenge of implementing 

standard controls, procedures and policies throughout an 

acquired business; (f) the inability to integrate, train, retain and 

motivate key personnel of an acquired business; and (g) the 

potential disruption of the Company’s ongoing business and 

the distraction of management from its day-to-day operations. 

These risks and difficulties, if they materialize, could disrupt  

the Company’s ongoing business, distract management, result 

in the loss of key personnel, increase expenses and otherwise 

have an adverse effect on the Company’s business, results of 

operations and financial performance.

In addition, as the Company seeks to grow and diversify its 

operations, the risk profile of its business may change. There may 

be greater economic exposure and more “at risk” capital with 

the expansion of the Company’s business activities. while the 

Company will pursue growth initiatives by incurring risk that is 

felt to be justified by expected returns and managed effectively, 

there can be no assurances that such risks can be avoided.

Renewable energy Business Risks
The revenue earned by mcNair Creek is proportional to the 

amount of electrical energy generated from the facility. 

The electricity generation is directly related to the levels of 

precipitation in the catchment area of mcNair Creek which 

can vary from year to year. This facility is also subject to risks 

related to premature wear or failure, defects in design, material 

or workmanship and longer than anticipated down times for 
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maintenance and repair. These risks are partially mitigated by 

the proven nature of the technology employed, and the regular 

maintenance and the design of the facility.

all of the electricity generated by the mcNair Creek facility is 

sold to BC hydro under a long-term energy purchase agreement. 

This energy purchase agreement will expire in 2024 and there 

can be no assurance that the Company will be able renegotiate 

or enter into another energy purchase agreement on terms that 

are commercially reasonable.

Derivatives Risk
The Company uses derivative and other financial instruments 

in connection with the management of gas supply prices and 

interest rates. Forward, future, swap, fixed price and option 

contracts are used to manage the impact of market fluctuations 

on assets, liabilities or other contractual commitments. The 

Company could, however, incur financial losses in the future as 

a result of market or price volatility. Furthermore, because the 

valuation of these financial instruments can involve estimates, 

changes in the assumptions underlying these estimates can 

occur, changing the Company’s valuation and potentially 

resulting in financial losses. This risk could affect the Company’s 

liquidity, and regulatory approval would be required for the 

recovery of related costs through future rate adjustments.

employee Future Benefits Plan Risk
The Company has a defined benefit pension plan for the 

majority of its employees and retirees. Contributions to 

the plan are established by actuarial valuations prepared 

every three years and filed with the appropriate regulatory 

authorities. The most recently filed valuation was prepared as 

at December 31, 2009. The Company’s actuaries were engaged 

to prepare this valuation. Should investment returns be less 

than the actuarial assumption or declining discount rates drive 

up the solvency liabilities in future valuations, this may lead 

to increased pension costs in future years. The next valuation 

is required to be prepared as at December 31, 2012 and will 

determine the contributions required from 2013 onwards. 

Human Resources Risks
most of the employees of the Company are members of a 

union. Labour disruptions associated with the collective 

bargaining process could impact the Company’s ongoing 

operations. In addition, the Company is dependent on 

maintaining its ability to attract and retain employees with  

the requisite skill and capabilities to operate in the complex  

and competitive energy industry. 

First Nations matters
First Nations groups have claimed rights and title over a 

substantial portion of the lands on which the Company’s 

facilities in British Columbia and the gas supply areas served by 

those facilities are located. The existence of these claims, which 

range from the assertion of rights of limited use to aboriginal 

title, has given rise to some uncertainty regarding access to 

these lands. as well, approximately three kilometres of the 

Company’s main pipeline and approximately nine kilometres of 

lateral transmission pipelines cross reserves established under 

the Indian Act (Canada). The impact upon the Company of 

treaties or settlements with First Nations groups is uncertain. 

share Price volatility
a number of factors could influence the volatility in the trading 

of the Company’s common shares, including changes in the 

economy or in the financial markets, and in particular the current 

global financial issues, industry-related developments, the 

impact of changes in the Company’s operations and regulatory 

decisions affecting the Company, including decisions relating 

to return on equity and deemed equity. In addition, variations 

in earnings estimates by securities analysts and the market 

prices of the securities of companies in the same industry as the 

Company may also lead to fluctuations in the trading price of 

the common shares.

transition to international Financial  
Reporting standards 
as previously discussed under “Changes in accounting  

Policies – Future accounting Pronouncements”, the Company 

makes use of specific policies under Canadian GaaP to 

account for its rate-regulated activities. This includes the use 

of regulatory assets and regulatory liabilities which allow the 

economic impact of rate-regulated activities to be recognized 

in the financial statements in a manner consistent with the 

timing by which amounts are reflected in customer rates.

Effective January 1, 2012, the Company is required to report 

under IFRS, including the presentation of IFRS-compliant 

comparative figures for fiscal 2011. under existing IFRS 

guidance and practice, the Company’s current accounting 

policies for rate-regulated activities are not allowed. Financial 

results under IFRS will be prepared without the use of 

regulatory deferral accounts and this may result in increased 

volatility in the Company’s reported financial results.

The Company will develop and present a communications 

strategy to its shareholders and other stakeholders explaining 

the impacts of IFRS adoption and the rate-setting process on  

its financial results and financial position.



GaS LTD.

30
PaCIFIC 
NoRThERN 
GaS LTD.

Management’s Report Independent Auditor’s Report

To ThE ShaREhoLDERS oF PaCIFIC NoRThERN GaS LTD.

management is responsible for the preparation of the accompanying consolidated financial statements and all other 

information contained in this annual Report. The consolidated financial statements have been prepared in accordance with 

Canadian generally accepted accounting principles and, where appropriate, include amounts that are based on management’s 

best estimates and judgments.

management is also responsible for establishing and maintaining a system of internal controls and formal policies and 

procedures to provide reasonable assurance that transactions are authorized, assets are safeguarded, and financial records are 

reliable for the preparation and presentation of the consolidated financial statements.

The Board of Directors is responsible for ensuring management fulfills its responsibilities for financial reporting and internal 

control. The Board of Directors is assisted in exercising this responsibility through its audit Committee. The audit Committee 

meets regularly with the independent auditors, the internal auditors and management to discuss auditing and accounting 

matters and to review the consolidated financial statements and the independent auditor’s report to satisfy itself that 

management’s responsibilities are properly discharged. The audit Committee reports its findings to the Board of Directors 

for consideration in approving the consolidated financial statements for issuance to the shareholders and for filing with the 

relevant securities commissions.

Deloitte & Touche LLP serves as the Company’s independent auditor. Deloitte & Touche LLP’s audit report on the accompanying 

consolidated financial statements follows. Their report outlines the scope of their examination as well as their opinion on the 

consolidated financial statements.

RoY G. DYCE JaNET P. KENNEDY

President and Chief Executive officer Vice President Finance

march 3, 2011
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Independent Auditor’s Report

To ThE ShaREhoLDERS oF PaCIFIC NoRThERN GaS LTD.

we have audited the accompanying consolidated financial statements of Pacific Northern Gas Ltd., which comprise 

the consolidated balance sheets as at December 31, 2010 and 2009 and the consolidated statements of income and 

comprehensive income, equity and cash flows for the years then ended, and a summary of significant accounting policies 

and other explanatory information.

maNagemeNt’s ResPoNsiBilitY FoR tHe CoNsoliDateD FiNaNCial statemeNts
management is responsible for the preparation and fair presentation of these consolidated financial statements in 

accordance with Canadian generally accepted accounting principles, and for such internal control as management 

determines is necessary to enable the preparation of consolidated financial statements that are free from material 

misstatement, whether due to fraud or error.

aUDitoR’s ResPoNsiBilitY
our responsibility is to express an opinion on these consolidated financial statements based on our audits. we conducted 

our audits in accordance with Canadian generally accepted auditing standards. Those standards require that we comply 

with ethical requirements and plan and perform the audit to obtain reasonable assurance about whether the consolidated 

financial statements are free from material misstatement.

an audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated 

financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks 

of material misstatement of the consolidated financial statements, whether due to fraud or error. In making those risk 

assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of the 

consolidated financial statements in order to design audit procedures that are appropriate in the circumstances, but not for 

the purpose of expressing an opinion on the effectiveness of the entity’s internal control. an audit also includes evaluating 

the appropriateness of accounting policies used and the reasonableness of accounting estimates made by management,  

as well as evaluating the overall presentation of the consolidated financial statements.

we believe that the audit evidence we have obtained in our audits is sufficient and appropriate to provide a basis for  

our audit opinion.

oPiNioN
In our opinion, the consolidated financial statements present fairly, in all material respects, the financial position of  

Pacific Northern Gas Ltd. as at December 31, 2010 and 2009, and the results of its operations and its cash flows for the  

years then ended in accordance with Canadian generally accepted accounting principles.

emPHasis oF matteR
without qualifying our opinion, we draw attention to note 2 to the consolidated financial statements which describes 

Pacific Northern Gas Ltd.’s early adoption of CICa handbook Section 1582, Business Combinations, Section 1601, 

Consolidated Financial Statements, and Section 1602, Non-controlling Interests.

Deloitte & toUCHe llP 

Chartered accountants

march 3, 2011

Vancouver, British Columbia
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Consolidated Statements of Income  
and Comprehensive Income

Years ended December 31 ($ in thousands, except per share data)  2010  2009

Revenues

 Gas sales and transportation services  76,323  82,921

 off system sales  14,988  14,839

 other  3,853  6,371

   95,164  104,131

Cost of gas

 Gas sales  29,125  42,400

 off system sales  14,988  14,839

   44,113  57,239

   51,051  46,892

operating and maintenance  12,571  12,338

administrative and general (note 3)  9,041  7,262

Depreciation and amortization  8,752  8,118

municipal and other taxes  4,765  4,584

   35,129  32,302

   15,922  14,590

Interest expense (note 17)  6,404  5,643

Investment and other income  (3)  (34)

Project development expenses (note 16)  566  181

Income before income taxes  8,955  8,800

Income taxes (note 9)  1,877  2,268

Net income and comprehensive income  7,078  6,532

Net loss and comprehensive loss attributable to non-controlling interest (note 3)  10  –

Net income and comprehensive income attributable to shareholders  7,088  6,532

Earnings per common share (note 18)

 Basic  1.88  1.72

 Diluted  1.83  1.71

The accompanying notes to the consolidated financial statements are an integral part of these financial statements.
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Consolidated Balance Sheets

as at December 31 ($ in thousands)  2010  2009

aSSETS

Current assets

 Cash and cash equivalents (note 24)  1,894  1,511

 accounts receivable (note 20)  23,017  21,618

 Gas purchase variance recoverable (note 4)  4,498  1,165

 Income taxes recoverable  1,305  –

 Inventories of natural gas and supplies (note 5)  764  1,079

 Prepaid expenses  1,056  940

 Derivative financial instruments (note 19)  –  1,029

 Future income taxes (note 9)  1,105  1,288

   33,639  28,630

Plant, property and equipment (note 6)  196,860  178,420

Intangible assets (note 7)  1,766  1,795

Regulatory and other assets (notes 4 and 8)  17,659  11,364

   249,924  220,209

LIaBILITIES 

Current liabilities

 Bank indebtedness (note 10)  4,836  2,579

 accounts payable and accrued liabilities  19,106  21,617

 Income taxes payable  –  1,041

 other taxes payable  3,388  3,525

 Derivative financial instruments (note 19)  5,696  4,298

 Long-term debt, current (note 11)  8,192  2,800

   41,218  35,860

Long-term debt, non-current (note 11)  82,761  71,779

Regulatory and other liabilities (notes 4 and 12)  10,892  5,684

Future income taxes (note 9)  20,736  16,450

   155,607  129,773
EQuITY

Preferred shares (note 14a)  5,000  5,000

Common shares (note 14b)  9,038  8,890

Contributed surplus (notes 14b and 15)  4,515  3,699

Retained earnings  75,490  72,847

Total shareholders’ equity  94,043  90,436

Non-controlling interest   274  –

   94,317  90,436

   249,924  220,209

Commitments and guarantees (notes 19 and 22), Subsequent event (note 25)

The accompanying notes to the consolidated financial statements are an integral part of these financial statements.

on behalf of the Board: 

Roy g. Dyce, Director  Robert F. Chase, Director
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Years ended December 31 ($ in thousands)  2010  2009

Preferred shares 

Balance, beginning and end of year  5,000  5,000

Common shares   

Balance, beginning of year  8,890  9,161

Share repurchase under normal course issuer bid (note 14b)  –  (306)

Employee stock options exercised  148  35

Balance, end of year  9,038  8,890

Contributed surplus

Balance, beginning of year  3,699  3,610

Stock option expense (note 15)  96  92

Share repurchase under normal course issuer bid (note 14b)  –  (98)

Employee stock options exercised  720  95

Balance, end of year  4,515  3,699

Retained earnings

Balance, beginning of year  72,847  71,502

Net income attributable to shareholders  7,088  6,532

Dividends – preferred shares  (337)  (337)

Dividends – common shares  (4,108)  (3,448)

Share repurchase under normal course issuer bid (note 14b)  –  (1,402)

Balance, end of year  75,490  72,847

total shareholders’ equity, end of year  94,043  90,436

Non-controlling interest

Balance, beginning of year  –  –

Contribution from non-controlling interest   284  –

Net loss attributable to non-controlling interest  (10)  –

Balance, end of year  274  –

total equity, end of year  94,317  90,436

The accompanying notes to the consolidated financial statements are an integral part of these financial statements.

Consolidated Statements of Equity
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Consolidated Statements of Cash Flows

Years ended December 31 ($ in thousands)  2010  2009

oPERaTING aCTIVITIES

Net income  7,088  6,532

add (deduct) items not involving cash:

  Future income taxes (note 9)  1,629  105

 Depreciation and amortization (note 24)  8,691  8,226

 amortization of termination payment deferral (note 4)  (143)  (5,466)

 Share-based compensation (note 15)  570  311

 Imputed interest on regulatory assets and liabilities  202  (91)

   18,037  9,617

Changes in operating assets and liabilities (note 24)  (8,179)  9,259

Net cash provided by operating activities  9,858  18,876

INVESTING aCTIVITIES

additions to plant, property and equipment (note 6)  (7,399)  (9,538)

acquisition, net of cash acquired (note 3)  (8,026)  –

additions to intangible assets (note 7)  (22)  (63)

Decrease in restricted cash   400  –

other  (231)  –

Net cash used in investing activities  (15,278)  (9,601)

FINaNCING aCTIVITIES

Increase (decrease) in bank indebtedness  2,257  (419)

Debt refinancing costs  (115)  –

Issuance of long-term debt  10,000  2,939

Repayment of long-term debt  (3,046)  (5,400)

Share repurchase under normal course issuer bid (note 14b)  –  (1,806)

Employee stock options exercised (note 15)  868  130

Dividends paid (notes 14a and 14b)  (4,445)  (3,785)

Contribution from non-controlling interest (note 3)  284  – 

Net cash provided by (used in) financing activities  5,803  (8,341)

increase in cash and cash equivalents  383  934

Cash and cash equivalents, beginning of year  1,511  577

Cash and cash equivalents, end of year  1,894  1,511

Supplemental cash flow information (note 24)

The accompanying notes to the consolidated financial statements are an integral part of these financial statements.
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Notes to Consolidated Financial Statements 
YEARS ENDED DECEMBER 31, 2010 AND 2009

Pacific Northern Gas Ltd. (the “Company”) and 
its wholly-owned subsidiary, Pacific Northern Gas 
(N.E.) Ltd. (“PNG (N.E.)”), are engaged in the 
transportation and distribution of natural gas in 
northern British Columbia, Canada. The Company 
and PNG (N.E.) are subject to regulation (see note 
1 and note 4) by the British Columbia utilities 
Commission (the “Commission”) which, among 
other things, approves rates charged to customers.

The Company operates a transmission and distribution system 

in the west-central portion of northern British Columbia 

(“western system”) and PNG (N.E.) operates a distribution 

system in northeastern British Columbia (“Northeast system”). 

Together, the Company and PNG (N.E.) operate over 3,500 

kilometres of transmission and distribution pipeline and serve  

a base of more than 39,000 residential, commercial and 

industrial customers.

In april 2010, the Company and Skookum Power holdings Corp. 

acquired a 100% interest in a 9.8 megawatt ‘run of river’  

hydro-electricity generation facility (“mcNair Creek”) located on 

British Columbia’s Sunshine Coast (see note 3). Through a series 

of restructuring transactions completed in December 2010, the 

Company and Skookum Power holdings Corp., directly and 

respectively, own 97.1% and 2.9% of mcNair Creek hydro 

Limited Partnership and its general partner, mcNair Creek hydro 

holding Corp. mcNair Creek is a non-regulated business and 

currently operates under a long-term supply agreement with  

BC hydro. The investment in mcNair Creek represents the 

launch of the Company’s renewable power business as part of 

its business diversification strategy. The key elements of this 

strategy are to diversify the Company’s risk profile, grow its 

asset base and enhance its earnings and cash flows. 

1. SummaRY oF SIGNIFICaNT  
aCCouNTING PoLICIES

Basis of presentation
These consolidated financial statements have been prepared 

in accordance with Canadian generally accepted accounting 

principles (“GaaP”), including selected accounting treatments 

that differ from those used by entities not subject to rate 

regulation. The timing of the recognition of certain assets, 

liabilities, revenue and expenses may be different as a result 

of regulation from what might be anticipated using GaaP by 

entities not subject to rate regulation. These differences are 

described in this note under the headings “Regulation”, “use 

of estimates”, “Revenue recognition”, “Inventories of natural 

gas and supplies”, “Regulatory assets and liabilities”, “Plant, 

property and equipment” and “Financial instruments”, and  

in note 4.

all financial figures are presented in Canadian dollars unless 

otherwise stated.

Principles of consolidation
These consolidated financial statements include the accounts of 

the Company, its wholly-owned subsidiary PNG (N.E.), its 97.1% 

interest in mcNair Creek (see note 3), as well as the Company’s 

proportionate share of its 50% interest in the assets, liabilities, 

revenue and expenses of both Pacific Trail Pipelines Limited 

Partnership and its general partner, Pacific Trail Pipelines 

management Inc. (see note 16 and note 25).

The results of operations, cash flows, financial position and 

non-controlling interest of mcNair Creek have been included  

in these financial statements from the date of acquisition,  

april 19, 2010.

all intercompany transactions and balances are eliminated, 

including, on a pro-rata basis, those related to the entities 

which have been proportionately consolidated.

Regulation
The regulated activities of the Company and its subsidiary, 

PNG (N.E.), are subject to the authority of the Commission.  

The Commission administers acts and regulations pursuant 

to the Utilities Commission Act (British Columbia), covering 

matters such as rates, including rate of return on equity and 

capital structure, construction and operation of facilities, 

accounting practices, tolls, charges, and contractual  

agreements with customers. 

The Company and its subsidiary operate under a cost-of-service 

regulatory model whereby customer rates are set based on 

revenues that allow for the recovery of forecast costs plus an 

established rate of return on deemed common equity. under 

cost-of-service regulation, it is the responsibility of the Company 

to demonstrate to the Commission the prudence of the costs 

it has incurred. Forecast costs include gas commodity and 

transportation, operation and maintenance, depreciation, 

property taxes, interest and income taxes. The rate base is  

the average level of investment in all recoverable assets used 

in gas transmission and distribution, and an allowance for 

working capital. 

applications for changes to rates are made annually and are 

submitted to the Commission for their review and approval.  
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Revenue recognition
The Company’s gas sales and transportation services are subject 

to rate regulation and accordingly there are circumstances 

where the revenues recognized do not match the amounts 

billed. Revenue is recognized in a manner that is consistent  

with the underlying rate-setting mechanism as mandated by 

the Commission. Differences between amounts billed and  

rates approved may result in the recognition of regulatory 

assets and liabilities. 

operating revenues include natural gas sales that are recorded 

on the basis of regular meter readings and estimates of customer 

usage from the last meter reading date to the end of the 

reporting period. operating revenues also include transportation 

services revenues that are recorded as service is provided, as 

well as the sale of gas surplus to the needs of the Company’s 

sales customers (“off system sales”) that are recognized when 

the gas is delivered. other revenues include energy sales from 

the mcNair Creek hydroelectric facility which are recognized on 

the accrual basis at the time electrical energy is delivered. 

Cash and cash equivalents
Cash and cash equivalents include cash and term deposits with 

original maturities of less than three months and are presented 

at fair value.

accounts receivable
accounts receivable are recorded at amortized cost, net of 

a provision for doubtful accounts that is based on expected 

collectibility. 

inventories of natural gas and supplies
Inventories of natural gas (“line-pack”) are valued at weighted-

average cost. The volume of natural gas reported as line-pack 

represents the difference between natural gas received on 

behalf of the transportation service customers and natural gas 

delivered to them.

Inventories of supplies are valued at the lower of cost 

determined on a first-in, first-out basis and net realizable value.

Regulatory assets and liabilities
The Company defers certain charges and credits which the 

Commission may require or permit to be recovered or refunded 

through future customer rates. These regulatory assets and 

liabilities are amortized over various periods as approved by the 

Commission, depending on the nature of the charges or credits 

(see note 4). 

For 2010, the Company’s average approved rate of return on the 

rate base was 8.16% after tax, and the average approved rate 

of return on deemed common equity was 10.09% after tax, 

based on a weighting of the respective rate bases of the Company 

and its subsidiary (2009 – 7.52% and 9.58%, respectively). 

accounting records and practices related to regulated activities 

are maintained and conform to the requirements of the 

Commission. as noted previously, in order to comply with these 

requirements, the timing of recognition of certain assets, 

liabilities, revenues and expenses may differ from that which 

would otherwise be required under GaaP for non rate-regulated 

entities. The financial effects of rate regulation relate principally 

to balances and accounting policies related to:

• Regulatory assets and liabilities; 

• Plant, property and equipment and related depreciation  

rates; and

• hedges, derivatives and other financial instruments.

Disclosure of the impact of rate regulation on these balances  

and policies are included in note 4.

Use of estimates
The preparation of financial statements in conformity with 

GaaP requires management to make estimates and assumptions 

that affect the reported amounts of assets, liabilities, revenues, 

expenses and disclosure of contingent assets and liabilities. 

Estimates are based on historical experience, current conditions 

and various other assumptions believed to be reasonable under 

the circumstances, and are subject to review on a periodic basis 

and adjusted as necessary. Significant balances impacted by 

estimates include revenues, which incorporate estimates of 

customer usage from the last meter reading date to the end of 

the reporting period, accounts receivable, which are recorded 

net of an estimated allowance for doubtful accounts and the 

purchase price allocation process for business acquisitions. other 

significant estimates include depreciation of plant, property 

and equipment, amortization of intangibles, asset retirement 

obligations and employee future benefit plans. 

The regulatory environment in which the Company operates 

also requires that certain estimates be made and amounts 

recorded pending finalization of the regulatory approval 

process. accordingly, regulatory assets and liabilities also involve 

significant estimates. as the estimation process is inherently 

uncertain, actual future outcomes could differ from current 

estimates and assumptions, potentially having material effects 

on future financial statements.
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Notes to Consolidated Financial Statements 
YEARS ENDED DECEMBER 31, 2010 AND 2009

asset retirement obligations
The fair value of asset retirement obligations associated with 

the retirement of long-lived assets is recognized in the period 

when it can be reasonably determined. The Company’s natural 

gas transmission and distribution long-lived assets are comprised 

principally of mains, service lines, compressors, and measuring 

and regulating equipment. The fair value of asset retirement 

obligations, which approximates the cost a third party would 

charge in performing the tasks necessary to retire such assets, is 

recognized at the present value of expected future cash flows 

and is added to the carrying value of the associated asset and 

depreciated over the asset’s useful life. The liability is accreted 

over time through periodic charges to earnings and is reduced 

by actual costs of decommissioning and reclamation.

No amount has been recorded for asset retirement obligations 

relating to the Company’s long-lived assets as it is not possible 

to make a reasonable estimate of the fair value of the liability 

due to the indeterminate timing and scope of the asset 

retirements. management expects that all retirement costs 

associated with the regulated assets will be recovered through 

tolls in future periods.

income taxes
The Company records future income tax assets and liabilities 

where temporary differences exist between the carrying 

amounts of assets and liabilities on the balance sheet and 

their tax bases. Future tax assets and liabilities are measured 

using substantively enacted tax rates expected to apply when 

the temporary differences reverse. The effect on future tax 

assets and liabilities of a change in tax rates is recognized in 

the period in which the change is substantively enacted. 

a regulatory asset or liability is recognized for future taxes on 

temporary differences not included in current customer rates, 

but for which management expects to recover from or return  

to customers in future rates.

The income tax provision includes current and future income 

tax portions. The current income tax expense represents the 

estimated income taxes payable or receivable for the current 

reporting period. Future income tax expense is recognized for 

the change in future income tax assets and liabilities related 

to non-regulated assets and liabilities and the changes in 

temporary differences on regulated assets and liabilities that 

are recovered through current customer rates as prescribed  

by the Commission. 

1. SummaRY oF SIGNIFICaNT  
aCCouNTING PoLICIES (CoNTINuED)

Development activities
The costs related to development activities are expensed up 

until the point in time that commercial viability of the underlying 

venture has been established and the Company has reasonable 

assurance that these costs will be recovered in the future.

Plant, property and equipment
Plant, property and equipment are recorded at cost less 

contributions in aid of construction. Cost may include an 

allocation of depreciation expense when the Company’s own 

assets are used in the construction of new assets and may 

include an allowance for funds used during construction 

calculated at the Company’s cost of capital. as directed by the 

Commission, the cost of depreciable assets retired, together 

with removal costs less salvage, is charged to accumulated 

depreciation. Gains or losses on disposal are not taken into 

income unless the disposal is outside the normal course of 

business or involves a major item of plant.

The depreciation of assets used in regulated activities is taken  

on plant in service and is calculated on a straight-line basis at  

the commencement of each fiscal year at Commission-approved 

rates (see note 6). Depreciation of property, plant and equipment 

used in non-regulated activities, including mcNair Creek, is 

recorded when the asset enters productive use and is calculated 

on a straight-line basis over the asset’s estimated useful life.

intangible assets
Intangible assets mainly include land rights and computer 

software not directly attributable to the operation of plant, 

property and equipment and are recorded at cost less 

accumulated amortization. These assets are amortized on  

a straight-line basis at rates approved by the Commission  

(see note 7). 

impairment of long-lived assets subject  
to amortization
The Company reviews the valuation of long-lived assets subject 

to amortization when events or changes in circumstances 

may indicate or cause its carrying value to exceed the total 

undiscounted cash flows expected from its use and eventual 

disposition. an impairment loss, if any, would be recorded as  

the excess of the carrying value of the asset over its fair value.
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The current service costs and the benefits paid are expensed and 

recovered in customer rates. The accrued benefit obligation for 

the non-pension post-retirement benefit plan is included on the 

balance sheet under regulatory and other liabilities, with a 

corresponding and offsetting regulatory asset for amounts 

expected to be recovered from customers in future rates  

(see note 4).

Financial instruments

FiNaNCial assets aND liaBilities
The Company has classified its cash, cash equivalents and 

derivative financial instruments as held-for-trading assets 

and liabilities and has recorded them at their fair value, with 

gains and losses arising on the revaluation at the end of each 

reporting period included in net income subject to regulatory 

deferral treatment.

accounts receivable from customers are classified as loans and 

receivables and are recorded at amortized cost. 

Bank indebtedness, accounts payable and accrued liabilities, 

other taxes payable and long-term debt have been classified  

as other financial liabilities. other financial liabilities are initially 

presented at their fair value, with subsequent measurements  

at amortized cost.

Transaction costs directly attributable to the issuance of short-

term debt instruments are expensed in the period in which the 

instrument is issued, subject to regulatory deferral treatment, 

if applicable. Transaction costs that are directly attributable to 

the issuance of a long-term debt instrument are deducted from 

the obligation’s initial carrying amount and are amortized using 

the effective interest rate method. 

DeRivative FiNaNCial iNstRUmeNts
The Company uses derivative and other financial instruments 

in connection with the management of gas supply prices. The 

Company enters into forward, future, swap, fixed-price and 

option contracts to manage the exposure to the volatility 

of natural gas prices for sales customers. The prices paid for 

natural gas are based on indices of market prices which vary 

on a daily or monthly basis. The instruments used make it 

possible to fix, or define, the price of natural gas for delivery 

to customers. The gains or losses on these instruments are 

included in gas supply costs as these costs are recognized and 

are recovered through the gas supply rate in accordance with 

the method approved by the Commission.

employee future benefit plans
The Company accrues its obligations under employee pension 

benefit plans and the related costs, net of plan assets. The 

actuarial determination of the accrued benefit obligation for 

these plans uses the projected benefit method prorated on 

service and management’s best estimate of future salary levels, 

other cost escalations, retirement ages of employees and other 

actuarial factors. For the purpose of calculating the expected 

return on plan assets, those assets are valued at a market-related 

value. The market-related value of assets is determined as the 

average of the fair value of plan assets and four projected 

values. The projected values are determined by projecting the 

fair value as at a particular time (1 year, 2 years, 3 years and 

4 years prior to the measurement date) to the measurement 

date using actual non-investment cash flows and an assumed 

investment return equal to the average market-related value 

return on three-month treasury bills plus 2.5%. 

actuarial gains or losses arise from the difference between the 

actual long-term rate of return on plan assets for the period 

and the expected long-term rate of return on plan assets for 

the period, or from changes in actuarial assumptions used to 

determine the accrued benefit obligation. The excess of the 

net unamortized cumulative actuarial gain or loss over 10% of 

the greater of the benefit obligation and the market value of 

the plan asset at the beginning of the year is amortized over 

the average remaining service period of the active employees. 

Past service costs from plan amendments are amortized on a 

straight-line basis over the average remaining service period 

of employees active at the date of amendment. The average 

remaining service period of the active employees covered by 

the pension plan is 13 years. 

For the defined contribution plan maintained by the Company, 

contributions payable by the Company are expensed as pension 

costs in the period to which they relate.

The non-pension post-retirement benefit plans include non-

contributory health care and life insurance plans. The Company 

accrues its obligations under employee benefit plans and the 

related costs, net of plan assets. The actuarial determination 

of the accrued benefit obligation uses the projected benefit 

method prorated on service and management’s best estimate 

of future salary levels, other cost escalations, retirement ages 

of employees and other actuarial factors. For the purpose of 

calculating the expected return on plan assets, those assets are 

valued at a market-related value. The market-related value of 

assets is determined as the average of the fair value of plan 

assets and four projected values. 
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Notes to Consolidated Financial Statements 
YEARS ENDED DECEMBER 31, 2010 AND 2009

The three broad levels of inputs within the hierarchy are  

as follows: 

Level 1 Inputs are unadjusted quoted prices of identical 

instruments in active markets;

Level 2 Inputs other than quoted prices included in Level 1 

that are observable for the asset or liability, either 

directly or indirectly; and

Level 3 one or more significant inputs used in a valuation 

technique are unobservable in determining fair 

values of the instruments.

The disclosures required under this framework are disclosed  

in note 19.

earnings per share
Basic earnings per common share amounts are calculated using 

the weighted-average number of common shares outstanding 

during the reporting period. Diluted earnings per common  

share are calculated using the treasury stock method whereby  

the weighted-average number of common shares outstanding 

during the year is adjusted to reflect the potential exercise of 

dilutive share purchase options.

share-based compensation
The Company has established share-based compensation plans 

for eligible directors, officers and employees as described in note 

15. The compensation expense for stock options granted under 

the Company’s stock option plan is measured at fair value at 

the grant date computed using the Black-Scholes option pricing 

model and amortized over the vesting period of the underlying 

options, with an offsetting credit to contributed surplus. 

Consideration paid by plan participants on the exercise of stock 

options is credited to common share capital for an amount up  

to the $2.50 par value per common share, with any excess 

credited to contributed surplus. 

The Company also has a deferred share unit plan for non-employee 

directors whereby such directors may elect to allocate all or a 

portion of their annual compensation as deferred share units. 

This plan makes use of notional common share units that are 

valued based on the Company’s common share price on the 

Toronto Stock Exchange and are marked-to-market at the end 

of each reporting period. Changes in the value of the units as a 

result of fluctuations in the Company’s share price and new issues 

are recognized in administrative and general expenses with the 

corresponding liability recorded in accounts payable and accrued 

liabilities in the consolidated balance sheet.

1. SummaRY oF SIGNIFICaNT  
aCCouNTING PoLICIES (CoNTINuED) 

emBeDDeD DeRivatives
Derivatives may be embedded in other financial and non-

financial instruments (the “host instrument”). Embedded 

derivatives are treated as separate derivatives when: their 

economic characteristics and risks are not clearly and closely 

related to those of the host instrument; the terms of the 

embedded derivative are the same as those of a stand-alone 

derivative; and the combined contract is not held-for-trading 

or designated at fair value. These embedded derivatives are 

measured at fair value with subsequent changes recognized 

in the consolidated statement of income as an element of 

administrative and general expenses. The Company currently 

has no contracts with embedded derivatives that are required 

to be separated from the host instrument.

CReDit RisK
The determination of fair value of the Company’s financial 

assets, including cash, cash equivalents and derivative 

instruments, takes into account the Company’s own credit 

risk and the credit risk of the counterparty. The Company 

trades only with recognized, credit-worthy third parties and 

does not enter into derivatives to manage its credit risk. The 

Company’s exposure to credit risk arises from default of the 

counter party with a maximum exposure equal to the carrying 

amount of these instruments. Derivative counterparties and 

cash transactions are limited to high credit-quality financial 

institutions. The Company has policies that limit the amount  

of credit exposure to any one financial institution. 

DisClosURes
Determination of fair value requires the use of observable 

market data whenever available. For disclosure purposes, all 

financial instruments measured at fair value on the balance 

sheet must be categorized into one of three hierarchy levels 

based on the transparency of the inputs used to measure  

the fair values. The classification of a financial instrument  

in the hierarchy is based upon the lowest level of input that  

is significant to the measurement of fair value of assets  

and liabilities.
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Future accounting pronouncements

iNteRNatioNal FiNaNCial RePoRtiNg staNDaRDs
The Canadian accounting Standards Board (“acSB”) has 

determined that publicly accountable enterprises are required 

to prepare financial statements in accordance with International 

Financial Reporting Standards (“IFRS”) for years beginning on 

or after January 1, 2011. The transition to IFRS will require the 

restatement for comparative purposes of amounts reported for 

the year prior to the transition date. 

In august 2009, the International accounting Standards Board 

(“IaSB”) issued an exposure draft on rate-regulated activities. In 

September 2010, the IaSB concluded that it could not resolve the 

rate-regulated activities matter quickly and that it would consider 

the development of an agenda proposal on this issue in 2011 for 

future consideration. also in September 2010, the acSB issued an 

amendment to Part I of the CICa handbook allowing a one-year 

deferral of first-time adoption of IFRS for qualifying entities with 

rate-regulated activities.

The Company is a qualifying entity for purposes of this 

amendment and has elected to make use of the one-year 

deferral, with a revised IFRS conversion date for reporting under 

IFRS of January 1, 2012. accordingly, the Company will present  

its financial statements for 2011 in accordance with Part V of  

the CICa handbook. 

During 2011, the Company will reassess policy choices available 

under IFRS, and will continue to evaluate the impacts of the 

transition to IFRS on the Company’s financial statements.

ComPReHeNsive RevalUatioN oF assets  
aND liaBilities
In august 2009, the CICa amended handbook Section 1625, 

Comprehensive Revaluation of Assets and Liabilities, as a result of 

issuing Sections 1582, Business Combinations, 1601, Consolidated 

Financial Statements, and 1602, Non-Controlling Interests, in 

January 2009. The amendments require that when push-down 

accounting is used following the acquisition of an enterprise, 

the assets and liabilities are to be measured at the values used 

in accounting for the purchase transaction or transactions in 

accordance with Section 1582. The amendments also require 

that, when a future income tax asset that arose prior to the date 

of a comprehensive revaluation and that was not recognized 

in the comprehensive revaluation is subsequently recognized, 

the benefit should be recognized in accordance with Section 

1582 and Section 3465, Income Taxes. The amendments apply 

prospectively to comprehensive revaluations of assets and

Comprehensive income
Comprehensive income represents the change in equity of  

an enterprise during a period from transactions and other 

events arising from non-owner sources, including gains and 

losses arising on self-sustaining foreign operations, gains and 

losses from changes in fair value of available for sale financial 

assets and changes in fair value of the effective portion of cash 

flow hedging instruments. The Company has not recognized 

any adjustments through other comprehensive income for  

the years ended December 31, 2010 and 2009, and as of 

December 31, 2010 and 2009, has no accumulated other 

comprehensive income. 

2. ChaNGES IN aCCouNTING PoLICIES 

applied in 2010

BUsiNess ComBiNatioNs, CoNsoliDateD FiNaNCial 
statemeNts aND NoN-CoNtRolliNg iNteRests
Effective January 1, 2010, the Company early adopted the 

pronouncements of CICa handbook Section 1582, Business 

Combinations, Section 1601, Consolidated Financial Statements, 

and Section 1602, Non-Controlling Interests. 

Section 1582 was introduced to replace Section 1581, Business 

Combinations, and provides the Canadian equivalent to 

International Financial Reporting Standard IFRS 3 (revised), 

Business Combinations. Section 1582 specifies a number of 

changes, including: an expanded definition of a business, a 

requirement to measure all business acquisitions at fair value,  

a requirement to measure non-controlling interests at fair 

value, and a requirement to recognize acquisition related costs 

as expenditures in the period incurred. 

Section 1601 and Section 1602 were introduced together 

to replace Section 1600, Consolidated Financial Statements, 

and provide the Canadian equivalent to the corresponding 

provisions of International accounting Standard IaS 27 (revised), 

Consolidated and Separate Financial Statements. Section 1601 

establishes standards for the preparation of consolidated 

financial statements and Section 1602 specifies that non-

controlling interests be treated as a separate component of 

equity, instead of a liability or other item outside of equity.

The early adoption of these standards by the Company resulted 

in additional disclosure related to a business acquisition that 

closed during 2010 (see note 3), as well as the expensing of 

related acquisition costs incurred of $0.5 million, rather than 

the inclusion of these amounts as part of the cost of the 

business acquisition.



42
PaCIFIC 
NoRThERN 
GaS LTD.

Notes to Consolidated Financial Statements 
YEARS ENDED DECEMBER 31, 2010 AND 2009

3. aCQuISITIoN

as noted in the preamble to these notes to the consolidated 

financial statements, the Company acquired a 97.1% interest in 

mcNair Creek during 2010. Payments made for this acquisition 

included $7.3 million in cash on closing (net of cash acquired) 

and an additional $0.7 million in cash on finalization of  

post-closing adjustments. as part of the acquisition, contingent 

payments are required to be made to a former shareholder of 

mcNair Creek equal to 0.75% of future revenues. acquisition 

and restructuring costs of $0.9 million have been expensed and 

are included in administrative and general costs for 2010.

The Company has accounted for this acquisition as a purchase 

business combination with the subsidiary as the acquirer. The 

purchase price has been allocated to the assets acquired and 

liabilities assumed based on the estimated fair values on the 

acquisition date. Estimated fair values are based on discounted 

cash flows, quoted market prices and estimates made by 

management. management engaged a third party to review 

the valuation of the assets acquired and liabilities assumed.  

The table that follows summarizes the final fair values of  

the identifiable assets acquired and liabilities assumed in  

this acquisition.

Final purchase price allocation 

($ in thousands)

assets 

 Current assets 132

 Plant, property and equipment 1 19,467 

 Intangible assets 15

 Restricted cash 570

  20,184

liabilities

 Current liabilities 179

 Long-term debt 2 9,413 

 Future income taxes 2,386

  11,978

Net assets acquired 8,206

Purchase price  

 Cash paid on closing, net of cash acquired 7,329 

 Cash paid post-closing  697

  8,026

 Contingent consideration 180 

  8,206 

2. ChaNGES IN aCCouNTING PoLICIES 
(CoNTINuED) 

liabilities occurring in fiscal years beginning on or after  

January 1, 2011. The adoption of the amendments to  

Section 1625 is not expected to have a material impact  

on the Company’s financial statements.

FiNaNCial iNstRUmeNts – ReCogNitioN aND 
measURemeNt
In June 2009, the CICa provided a clarification to handbook 

Section 3855, Financial Instruments – Recognition and 

Measurement, with respect to the embedded prepayment 

option. The Section has been amended to clarify when an 

embedded prepayment option is separated from its host 

instrument for accounting purposes. The amendment states 

that if the exercise price of a prepayment option compensates 

the lender for an amount equivalent to the present value of the 

lost interest for the remaining term of the host instrument, the 

feature is considered closely related to the host contract in which 

it is embedded. The amendment applies to interim and annual 

financial statements relating to fiscal years beginning on or after 

January 1, 2011. The adoption of the amendments to Section 

3855 is not expected to have a material impact on the Company’s 

financial statements.

mUltiPle DeliveRaBle ReveNUe aRRaNgemeNts
In December 2009, the CICa issued EIC-175, Multiple Deliverable 

Revenue Arrangements, replacing EIC-142, Revenue Arrangements 

with Multiple Deliverables. The changes were made in response 

to changes made to accounting Standards Codification Topic 

605-25, Revenue Recognition – Multiple Element Arrangements, 

under uS GaaP, and more closely aligns the accounting 

requirements for multiple-element arrangements under 

Canadian GaaP and IFRS. EIC-175 addresses how to determine 

whether an arrangement involving multiple deliverables 

contains more than one accounting unit and, if so, how the 

consideration specified in the multiple element arrangement 

should be distributed between different accounting units. 

These recommendations are to be applied prospectively to 

revenue arrangements with multiple deliverables entered into  

or materially modified in the first annual fiscal period beginning 

on or after January 1, 2011. The Company is currently assessing 

the impact of adopting EIC-175 on its financial statements. 
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operating results
The operating results of mcNair Creek have been included in 

these consolidated financial statements from april 19, 2010, 

the date of acquisition, and include $1.3 million in revenue 

and a net loss of $0.5 million related to these operations (see 

note 23). on a pro-forma basis, had the acquisition occurred 

on January 1, 2010, the Company’s revenue from this operation 

would have been $2.0 million and net loss for the period would 

have been $0.4 million.

Non-controlling interest
The 2.9% interest in mcNair Creek held by Skookum Power 

holdings Corp. has been reflected as a non-controlling  

interest in these consolidated financial statements as a 

component of equity. 

4. FINaNCIaL STaTEmENT EFFECTS  
oF RaTE REGuLaTIoN

Regulatory assets and liabilities
Regulatory assets and liabilities arise as a result of the rate-setting 

process. In order to recognize the economic effects of the actions 

or expected actions of the regulator, the timing of recognition 

of certain revenues and expenses may differ from that otherwise 

expected under GaaP for non rate-regulated entities. all amounts 

deferred as regulatory assets and liabilities are subject to future 

regulatory approval. as such, the regulator could alter amounts 

subject to deferral, at which time the change would be reflected 

in the financial statements. Certain remaining recovery and 

settlement periods are those expected by management and 

may differ from the actual recovery or settlement periods 

ultimately approved by the regulator. In the absence of rate-

regulated accounting, GaaP would not permit the recognition 

of regulatory assets and liabilities and therefore the earnings 

impact would be recorded in the period in which the related 

event occurs.

Regulatory assets represent future revenues associated with 

certain costs incurred that will be or are expected to be recovered 

from customers in future periods through the rate setting 

process. Regulatory liabilities represent future reductions or 

limitations on future increase in revenues associated with 

amounts that will be or are expected to be refunded to 

customers through the rate-setting process.

1 PlaNt, PRoPeRtY aND eqUiPmeNt
Prior to being acquired by the Company, mcNair Creek 

entered into a long-term contract to sell 100% of its electricity 

generation to BC hydro through to 2024, at a fixed price 

equal to the then prevailing market price, adjusted annually 

for inflation. at the acquisition date, the contract was an 

unfavourable operating lease as the price for electricity sold 

under the contract was less than the then current market price 

for electricity. The fair value of the unfavourable lease has been 

included in the determination of the acquisition-date fair value 

of the property, plant and equipment acquired. 

2 loNg-teRm DeBt
Long-term debt assumed in this transaction is due November 

1, 2024, bears interest at 7.386% and has monthly principal 

and interest payments of $0.1 million. as a condition of the 

long-term debt, mcNair Creek was required to maintain two 

reserve accounts held by the lender on contingency of certain 

events, including a hydrology cash reserve fund which will be 

used by the lender in the event that cash flows from the facility 

are insufficient to fund debt repayments and a maintenance 

reserve fund which will be used in the event that a major 

maintenance cost is incurred. In april 2010, the Company 

secured the release of the requirement for the hydrology 

cash reserve fund with the issuance of a letter of credit in the 

amount of $1.4 million. The maintenance reserve fund had a 

balance of $0.2 million at December 31, 2010 and is included in 

regulatory and other assets on the balance sheet (see note 8).

accounting policies

BUsiNess ComBiNatioNs
as per note 2, early adoption of these standards has resulted  

in additional disclosure related to the transaction, as well as the 

expensing of transaction costs of $0.5 million in administration 

and general expense.

leases
The electricity purchase agreement with BC hydro has been 

assessed as an operating lease for accounting purposes. Revenues 

from this operating lease are recognized on the same basis 

as energy deliveries under this agreement as this pattern is 

considered most representative of how benefits from the 

underlying assets are realized.

segmeNt RePoRtiNg
with the acquisition of mcNair Creek, the Company has entered 

a new business segment, the generation and sale of electricity. 

This change has resulted in the Company presenting segmented 

information as disclosed in note 23.
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4. FINaNCIaL STaTEmENT EFFECTS oF RaTE REGuLaTIoN (CoNTINuED) 

The following table summarizes the continuity of regulatory assets and liabilities expected to be recovered from or refunded to 

customers in future periods:

Year Ended December 31, 2010 ($ in thousands)

   Balance,  Net (deferral)
   beginning recovery of  Balance
Description Note of year amounts amortization end of year

sUBJeCt to Rate RegUlatioN aND aPPRoval   
 FoR ReCoveRY iN Rates    

Amounts included in rate base     

Rate stabilization adjustment mechanism 1  (889) 2,418 – 1,529

Pipeline rehabilitation costs 2  1,226 483 (212) 1,497

other 3  834 398 (253) 979

   1,171 3,299 (465) 4,005

Amounts excluded from rate base      

Deactivated assets 4  3,337 122 (625) 2,834

other 5  (65) 369 213 517

   3,272 491 (412) 3,351

  8 4,443 3,790 (877) 7,356

Other regulatory assets (liabilities) excluded  
 from rate base   

gas purchase variance recoverable 6  1,165 3,333 – 4,498

lNg Partners option fees deferral 7 12 (2,385) (214) 99 (2,500)

West Fraser termination payment deferral 8 12 – (5,151) 143 (5,008)

   (1,220) (2,032) 242 (3,010)

Sub-total  3,223 1,758 (635) 4,346

sUBJeCt to Rate RegUlatioN BUt Not Yet  
 aPPRoveD FoR ReCoveRY iN Rates  

Other regulatory assets excluded from rate base

Future recovery of income taxes 9 8 3,546 1,384 – 4,930

Future recovery of non-pension  
 post-retirement benefits 10 8 2,373 124 – 2,497

   5,919 1,508 – 7,427

total net regulatory assets  9,142 3,266 (635) 11,773
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Year Ended December 31, 2009 ($ in thousands)

   Balance,  Net (deferral)
   beginning recovery of  Balance
Description Note of year amounts amortization end of year

sUBJeCt to Rate RegUlatioN aND aPPRoval  
 FoR ReCoveRY iN Rates     

amounts included in rate base     

Rate stabilization adjustment mechanism 1  955 (1,844) – (889)

Pipeline rehabilitation costs 2  1,079 329 (182) 1,226

other 3  293 635 (94) 834

   2,327 (880) (276) 1,171

amounts excluded from rate base      

Deactivated assets 4  3,824 134 (621) 3,337

other 5  (22) (258) 215 (65)

   3,802 (124) (406) 3,272

  8 6,129 (1,004) (682) 4,443

other regulatory assets (liabilities) excluded  
 from rate base      

Gas purchase variance recoverable 6  3,588 (2,423) – 1,165

LNG Partners option fees deferral 7 12 – (2,385) – (2,385)

methanex termination payment deferral 11  (5,401) 5,401 – –

   (1,813) 593 – (1,220)

sub-total  4,316 (411) (682) 3,223

sUBJeCt to Rate RegUlatioN BUt Not Yet  
 aPPRoveD FoR ReCoveRY iN Rates     

other regulatory assets excluded from rate base      

Future recovery of income taxes 9 8 4,393 (847) – 3,546

Future recovery of non-pension  
 post-retirement benefits 10 8 2,190 183 – 2,373

   6,583 (664) – 5,919

total net regulatory assets  10,899 (1,075) (682) 9,142

1 Rate staBilizatioN aDJUstmeNt meCHaNism
The Company is authorized by the Commission to maintain a rate stabilization adjustment mechanism (“RSam”) regulatory account 
to mitigate the effect on its earnings of volatility in deliveries to certain customers caused principally by volatility in weather and 
in the cost of natural gas. The RSam account accumulates the margin impact of variations in the actual versus forecast use for 
residential and small commercial customers. Balances in the RSam account are recovered in customer rates over a three-year period 
based on forecast deliveries. During 2010, approximately $0.4 million before income taxes of the December 31, 2010 RSam balance 
was recovered in customer rates (2009 – $0.5 million).

2 PiPeliNe ReHaBilitatioN Costs
The cost of carrying out temporary repairs of pipeline breaks, as well as the related undepreciated net book value of pipeline assets 
destroyed as a result of pipeline breaks, are recorded in regulatory accounts for future recovery from customers. In addition, the cost 
of investigative work and repair of pipeline assets at risk due to stress, corrosion, cracking or other material defects is deferred for 
future recovery in customer rates. amounts added to the pipeline rehabilitation cost regulatory account are recovered in customer 
rates over a ten-year period. 
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7 lNg PaRtNeRs oPtioN Fees DeFeRRal
In 2009, merrill Lynch paid $2.5 million in option and extension 
fees to the Company to secure excess firm pipeline capacity.  
In 2010, further deposits totaling $2.0 million were paid to  
the Company and the agreement between the Company and 
merrill Lynch was assigned and novated by merril Lynch to LNG 
Partners, LLC (“LNG Partners”). Pursuant to the Commission 
approved negotiated settlement agreement for the western 
system 2009 revenue requirements application, the Company 
has recorded these amounts as an interest bearing, non-rate 
base regulatory liability to be credited to cost of service in 
future years. also pursuant to the negotiated settlement, the 
Company has drawn down $2.0 million of the LNG Partners 
option fees deferral to offset the full balance of the western 
system’s common equity deferral account that was set up 
during 2009 and 2010 following the Capital Structure and 
Equity Risk Premium application.

8 West FRaseR timBeR Co. ltD. teRmiNatioN
 PaYmeNt DeFeRRal
on may 31, 2010, west Fraser Timber Co. Ltd. (“west Fraser”) 
provided the Company with the required six months cancellation 
notice to terminate the transportation service agreement related 
to its Kitimat B.C. linerboard mill. west Fraser continued to pay 
the monthly demand charge due under the transportation 
agreement until November 30, 2010 and then made a termination 
payment of just over $5 million on December 1, 2010. The 
Company anticipates the termination payment would be 
amortized over the remaining life of the agreement, consistent 
with the regulatory treatment accorded the methanex 
termination payment. In addition, as was the case with the 
closure of the methanex plant, lost future revenues from the 
west Fraser contract are expected to be recoverable through 
standard rate applications to the Commission. If this is the case, 
the Company anticipates limited impact on future earnings. 

9 FUtURe ReCoveRY oF iNCome taxes
This balance represents future income taxes that are not 
recovered through the current rate-making methodology as 
prescribed by the Commission. This regulatory asset is adjusted 
to reflect changes in the underlying temporary differences and 
for changes in future income tax rates. management expects 
that this regulatory asset will be recovered through future rates.

10 FUtURe ReCoveRY oF NoN-PeNsioN  
Post-RetiRemeNt BeNeFits

This balance represents the non-pension post-retirement 
liability that is not recovered through the current rate-making 
methodology as prescribed by the Commission. management 
expects that this regulatory asset will be recovered through 
future rates.

4. FINaNCIaL STaTEmENT EFFECTS  
oF RaTE REGuLaTIoN (CoNTINuED) 

3 otHeR amoUNts iNClUDeD iN Rate Base
The balance of other amounts included in rate base is comprised 
of various items, each less than $0.5 million, that are approved 
for recovery from customers in future rates and are subject to  
a regulatory return. Items making up this balance include a 
regulatory account for the recovery of lost margin from certain 
industrial customers whose actual deliveries varied from 
deliveries forecast for rate-setting purposes, and a regulatory 
account to recover the difference between actual and forecast 
property taxes. amounts added to these accounts are recovered 
in customer rates over varying periods, from one to ten years. 

4 DeaCtivateD assets
Subsequent to the closure of methanex Corporation’s Kitimat 
methanol plant in January 2006, the Company identified 
certain plant, property and equipment as no longer required 
on an ongoing basis to provide service to its customers. In 
2006, the Commission approved the removal from rate base 
of compressor facilities, pipeline loops and various other fixed 
assets with a net book value of $5.0 million. This amount was 
transferred to a non-rate-base, interest-bearing regulatory 
account effective December 31, 2005, and is being amortized 
on a straight-line basis over a ten-year period commencing 2006. 

5 otHeR amoUNts exClUDeD FRom Rate Base
The balance of other amounts excluded from rate base is 
comprised of various items, each less than $0.5 million, that 
are approved for recovery from customers in future rates, but 
are not subject to a regulatory return. Items making up this 
balance include an interest deferral mechanism approved by 
the Commission to mitigate exposure to fluctuations in floating 
interest rates on short- and long-term debt, and provisions for 
recovery of the net book value of assets no longer in service. 
amounts added to these regulatory accounts are recovered in 
customer rates over varying periods, from one to ten years. 

6 gas PURCHase vaRiaNCe ReCoveRaBle 
Gas purchase variance recoverable amounts arise due to 
unanticipated commodity cost and demand fluctuations 
between actual natural gas costs and forecast natural gas 
costs as recovered in rates. as directed by the Commission, gas 
purchase variance amounts are recovered from or refunded 
to customers on a straight-line basis generally over a one year 
period. This balance also includes the fair value of derivative 
financial instruments used in hedging future gas costs. For 
2010, amounts refunded and credited to cost of sales was 
$2.3 million before income taxes (2009 – $4.0 million). 
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11 metHaNex CoRPoRatioN teRmiNatioN PaYmeNt DeFeRRal
on august 30, 2005, methanex Corporation gave notice of termination of its Firm and Interruptible Gas Transportation Service 
agreement with the Company. under the terms of the agreement, methanex made a termination payment to the Company of 
approximately $23.3 million. as approved by the Commission, the termination payment was recorded as an interest-bearing 
regulatory liability and was amortized into income over the period from march 1, 2006 to october 31, 2009. During 2009, the 
remaining $5.5 million of this termination payment was amortized and credited to other operating revenues.

Financial statement effect of rate regulation
In order to comply with the regulatory requirements of the Commission, the timing of recognition of certain revenues and expenses 
may differ from that which would otherwise be required under GaaP for non rate-regulated entities. The following table illustrates 
the effect of the deferral treatment allowed under rate-regulated accounting as compared to the corresponding treatment under 

GaaP for non rate-regulated entities on income before income taxes for both 2010 and 2009:

   increase
 Net deferral  (decrease) in 
 (recovery)  income before
Year ended December 31, 2010 ($ in thousands) of amounts amortization income taxes

Rate stabilization adjustment mechanism (2,418) – (2,418)

Pipeline rehabilitation costs (483) 212 (271)

other amounts included in rate base (398) 253 (145)

Deactivated assets (122) 625 503

other amounts excluded from rate base (369) (213) (582)

gas purchase variance recoverable (3,333) – (3,333)

lNg Partners option fees deferral 214 (99) 115

West Fraser termination payment deferral 5,151 (143) 5,008

Future recovery of income taxes (1,384) – (1,384)

Future recovery of non-pension post-retirement benefits (124) – (124)

 (3,266) 635 (2,631)

    Increase
 Net deferral  (decrease) in 
 (recovery)  income before
Year Ended December 31, 2009 ($ in thousands) of amounts amortization income taxes

Rate stabilization adjustment mechanism 1,844 – 1,844

Pipeline rehabilitation costs (329) 182 (147)

other amounts included in rate base (635) 94 (541)

Deactivated assets (134) 621 487

other amounts excluded from rate base 258 (215) 43

Gas purchase variance recoverable 2,423 – 2,423

merrill Lynch option fees deferral 2,385 – 2,385

methanex termination payment deferral (5,401) – (5,401)

Future recovery of income taxes 847 – 847

Future recovery of non-pension post-retirement benefits (183) – (183)

 1,075 682 1,757
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of income in the period in which they occurred. In 2010,  

the Company capitalized $1.9 million of overhead costs  

(2009 – $1.9 million) and $0.3 million of depreciation expense 

(2009 – $0.3 million) to plant, property and equipment.

gaiNs aND losses oN DisPosal oF PlaNt, PRoPeRtY 
aND eqUiPmeNt
as directed by its regulator, when a fixed asset is retired or 

otherwise disposed of, the Company does not reflect a gain or 

loss in income. Entities not subject to rate regulation write off 

the net book value of the retired asset and include any resulting 

gain or loss in current operating results. Since the Company 

does not calculate depreciation expense for individual assets, it 

cannot identify or quantify gains or losses on the retirement of 

a fixed asset in any given year which would have been recorded 

had the Company not been subject to rate regulation.

DeRivative iNstRUmeNts aND HeDgiNg
To be recorded as a hedging instrument under GaaP for non 

rate-regulated entities, a derivative instrument has to be 

designated as such and meet certain criteria for effectiveness. 

If a derivative instrument does not meet the designation 

criterion, the effectiveness criterion or the documentation 

requirements necessary for designation as a hedging 

instrument, it is recorded at its fair value and any resulting 

realized or unrealized gains and losses are included in income. 

In the absence of rate regulation, the Company would have 

had to consider whether to adopt hedge accounting as 

outlined in CICa handbook Section 3865, hedges, and ensure 

its documentation and effectiveness testing met the specified 

criteria. Since the accounting for these derivative instruments 

is determined by rate regulation, the Company has chosen 

not to pursue the required designations, nor to fulfill the 

documentation and effectiveness criteria required to account 

for these instruments as hedging instruments under GaaP for 

non rate-regulated entities. 

5. INVENToRIES oF NaTuRaL GaS  
aND SuPPLIES

($ in thousands) 2010 2009

Natural gas (line-pack) 681 995

materials and supplies 83 84

 764 1,079

4. FINaNCIaL STaTEmENT EFFECTS  
oF RaTE REGuLaTIoN (CoNTINuED) 

other items affected by rate regulation

alloWaNCe FoR FUNDs UseD DURiNg  
CoNstRUCtioN (“aFUDC”) 
aFuDC is included in the cost of plant, property and equipment 

and is depreciated over future periods as part of the total 

cost of the related asset. aFuDC includes both an interest 

component and a cost of equity component, as approved by 

the Commission. In the absence of rate regulation, generally 

accepted accounting principles would permit the capitalization 

of only the interest component. Therefore, the recording of 

the cost of equity component as a capitalized asset and the 

corresponding earnings recognized during the construction 

phase would not be recognized nor would the subsequent 

depreciation of the capitalized cost of equity component. It 

is not possible to make a reasonable estimate of the carrying 

value of the cost of equity component of aFuDC included in 

plant, property and equipment. The Company did not capitalize 

any aFuDC in 2010 or 2009.

DeemeD iNteRest CaPitalizatioN
The Company is permitted to earn or charge a short-term 

interest return on regulatory assets and liabilities excluded 

from rate base. For 2010, interest was capitalized at 3.99% 

(2009 – 3.78%) on these amounts. In the absence of rate 

regulation, GaaP would not permit the capitalization of 

interest on deferrals. Therefore, the recording of capitalized 

interest as a component of regulatory assets or liabilities 

and the corresponding earnings adjustment would not be 

recognized nor would the subsequent amortization of the 

capitalized interest component. The amortization of capitalized 

interest resulted in a debit to income of $0.2 million in 2010 

(2009 – credit to income of $0.1 million).

oveRHeaD aND DePReCiatioN CaPitalizatioN
with the approval of the Commission, the Company capitalizes 

a percentage of certain operating, administrative and general 

costs into the rate base on an ongoing basis. Such treatment is 

accorded in recognition of the significance of plant, property 

and equipment constructed by the Company. The Company is 

also authorized to capitalize depreciation on equipment used  

in the construction of assets. The Company is allowed to earn  

a rate of return on the net book value of such capitalized costs 

in future years. In the absence of rate-regulated accounting, 

these costs would be charged to the consolidated statement 
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6. PLaNT, PRoPERTY aND EQuIPmENT

  average   Net
  depreciation  accumulated book
as at December 31, 2010 ($ in thousands) rate (%) Cost depreciation value

transmission plant 2.7 191,476 92,738 98,738

Distribution plant 2.5 102,346 40,737 61,609

general plant 4.4 23,282 9,509 13,773

Hydroelectric plant (note 3) 2.5 19,471 339 19,132

Processing plant 1.7 1,466 401 1,065

Construction in progress –  1,440 – 1,440

subtotal 2.9 339,481 143,724 195,757

Capital supplies inventory –  1,103 – 1,103

  2.9 340,584 143,724 196,860

  average   Net
  depreciation  accumulated book
as at December 31, 2009 ($ in thousands) rate (%) Cost depreciation value

Transmission plant 2.7 189,852 87,634 102,218

Distribution plant 2.6 98,342 38,746 59,596

General plant 4.6 22,941 8,886 14,055

Processing plant 1.4 1,218 365 853

Construction in progress –  641 – 641

Subtotal 2.8 312,994 135,631 177,363

Capital supplies inventory –  1,057 – 1,057

  2.8 314,051 135,631 178,420

The following table provides information on the changes in the balance of plant, property and equipment cost:

($ in thousands) 2010 2009

Cost, beginning of year 312,994 304,574

acquisition of mcNair Creek (note 3) 19,467 –

Capital expenditures, net of contributions in aid of construction 7,788 9,682

Depreciation capitalized 321 290

Transfer to regulatory asset (6) (484)

Plant retirements (1,083) (1,068)

Cost, end of year 339,481 312,994 



50
PaCIFIC 
NoRThERN 
GaS LTD.

Notes to Consolidated Financial Statements 
YEARS ENDED DECEMBER 31, 2010 AND 2009

6. PLaNT, PRoPERTY aND EQuIPmENT (CoNTINuED)

The following table provides information on the changes in the balance of accumulated depreciation for plant,  

property and equipment:

($ in thousands) 2010 2009

accumulated depreciation, beginning of year 135,631 128,331

Depreciation expense 8,808 8,271

Depreciation capitalized 321 290

Transfer to regulatory asset (4) (252)

Plant retirements (1,083) (1,068)

Salvage on plant retirements 51 59

accumulated depreciation, end of year 143,724 135,631

During the year, the Company received contributions in aid of construction of $0.7 million (2009 – $1.3 million), which have been 

recorded as a reduction of distribution plant. 

7. INTaNGIBLE aSSETS

 average   Net
 amortization  accumulated book
as at December 31, 2010 ($ in thousands) rate (%) Cost amortization value

land rights 0.3 1,527 81 1,446

Computer software 7.2 847 527 320

  2,374 608 1,766

 average   Net
 amortization  accumulated book
as at December 31, 2009 ($ in thousands) rate (%) Cost amortization value

Land rights 0.3 1,512 76 1,436

Computer software 7.8 825 466 359

  2,337 542 1,795

The following table provides information on the changes in the balance of the cost of intangible assets:

($ in thousands) 2010 2009

Cost, beginning of year 2,337 2,274

Purchase of intangibles 22 63

acquisition of mcNair Creek (note 3) 15 –

Cost, end of year 2,374 2,337

amortization of these intangible assets for the year was $0.1 million (2009 – $0.1 million).
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8. REGuLaToRY aND oThER aSSETS

($ in thousands) 2010 2009

Regulatory assets (note 4) 7,356 4,443

Future recovery of income taxes (note 4) 4,930 3,546

Future recovery of non-pension post- 
 retirement benefits (notes 4 and 12) 2,497 2,373

accrued pension benefit asset (note 13) 2,473 1,002

other 403 –

  17,659 11,364

 
9. INComE TaXES

($ in thousands) 2010 2009

Current income taxes 248 2,163

Future income taxes 1,629 105

  1,877 2,268

Income tax expense varies from the amount that would be 

expected if current statutory rates were applied to income 

before income taxes for the following reasons:

(Percent) 2010 2009

Combined Canadian federal and  
 provincial statutory income tax rates,  
 including surtaxes 28.5 30.0

Increase (decrease) in income taxes  
 resulting from:

 Regulatory adjustment (4.4) (1.3)

 Non-taxable income (2.9) (3.1) 

 other items (0.2) 0.2

Effective rate of income taxes 21.0 25.8

Future income taxes
Future income tax assets and liabilities are comprised  

of the following:

($ in thousands) 2010 2009

Future income tax asset (liability):

Plant, property and equipment (18,672) (15,220)

Deactivated assets (955) (1,145)

Employee future benefits (815) (336)

Gas purchase variance account 468 801

Regulatory assets and liabilities (1,709) 565

west Fraser termination payment deferral 1,427 –

other 625 173

  (19,631) (15,162)

Comprised of:

Current future income tax assets 1,105 1,288

Non-current future income tax liabilities (20,736) (16,450)

  (19,631) (15,162)

 
10. BaNK INDEBTEDNESS

In November 2010, the Company completed a renegotiation 

and extension of its bank operating facility. under the  

facility, $25.0 million is available for working capital purposes 

(2009 – $25.0 million) through cash draws and the issuance of 

letters of credit. The November 2010 amendments included 

deletion of the borrowing base limitation of availability under 

the operating facility such that the $25.0 million is available 

to the Company at all times subject to a requirement that 

borrowings be reduced to zero for 30 days each calendar year. 

The Company covenants under the facility to maintain its debt 

leverage at 65% or less. 

The bank operating facility has a term of 18 months, expiring 

may 28, 2012, and is collateralized by a charge on the Company’s 

accounts receivable and inventories. Draws on the operating 

facility bear interest at prime rate or bankers’ acceptance rates 

plus an applicable credit spread (December 31, 2010 – 4.00% 

interest rate; December 31, 2009 – 3.75% interest rate). at 

December 31, 2010, $4.8 million (2009 – $2.6 million) had  

been drawn as prime-rate advances and an additional  

$3.8 million (2009 – $5.7 million) was utilized for the issuance 

of letters of credit securing the Company’s obligations under 

its Supplemental Retirement Plan and to secure certain 

obligations related to mcNair Creek.
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11. LoNG-TERm DEBT

($ in thousands) 2010 2009

secured Debentures – regulated activities (a)

5-year Revolver due January 30, 2015, bearing interest at a floating rate  
 (December 31, 2010 – 4.371%). (b) 16,000 –

5-year Revolver due august 3, 2012, bearing interest at a floating rate  
 (December 31, 2009 – 1.758%). (b) – 6,000

RoyNat Debenture due September 15, 2017, bearing interest at a floating rate  
 (December 31, 2010 – 3.689%; December 31, 2009 – 2.896%), payable in monthly  
 installments of $0.1 million, beginning on September 15, 2010, with a final installment  
 of $6.6 million at maturity. 14,600 15,000

2011 Series Debenture, 10.75% due December 13, 2011, payable with an installment  
 of $0.8 million in 2010, with a final installment of $5.0 million at maturity. 5,000 5,799

2018 Series Debenture, 8.75% due November 15, 2018, payable in annual installments  
 of $0.6 million through to 2013 and $1.0 million in each of the years 2014 to 2017,  
 with a final installment of $7.0 million at maturity. 12,800 13,400

2025 Series Debenture, 9.30% due July 18, 2025, payable in annual installments  
 of $0.5 million, with a final installment of $9.5 million at maturity. 16,500 17,000

2027 Series Debenture, 6.90% due December 2, 2027, payable in annual installments  
 of $0.5 million, with a final installment of $9.5 million at maturity. 17,500 18,000

  82,400 75,199

secured Debentures – non-regulated activities (c)

2024 CFI Debenture, 7.39% due November 1, 2024, payable in monthly blended principal  
 and interest mortgage-style installments that total to $1.1 million annually. 9,167 –

  91,567 75,199

Less: Debt issue costs (614)  (620)

  90,953 74,579

Long-term debt due within one year (d) 8,192 2,800

  82,761 71,779

(a) Collateral for the Secured Debentures consists of a specific first mortgage on substantially all of the Company’s plant,  

property and equipment and gas purchase and gas sales contracts, and a first floating charge on other property, assets  

and undertakings.

(b) at December 31, 2009, the Company had a $20.0 million, 5-year revolving term facility arranged through Canadian western 

Bank and RoyNat Inc. on February 2, 2010, this facility was amended to make $35.0 million available under the facility and  

to extend the maturity date to January 30, 2015.

(c) Collateral for the 2024 CFI Debenture consists of first fixed specific and floating charges and a security interest over all the 

assets and undertakings of mcNair Creek and a first security interest over all the interests of the Company and its partner  

in partnership interests and shares in mcNair Creek.
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(d) Principal repayments of long-term debt during the next 

five years and thereafter are as follows:

($ in thousands)

2011 8,192

2012 3,222

2013 3,254

2014 3,689

2015 19,727

Thereafter 53,483

  91,567

 
 
12. REGuLaToRY aND oThER LIaBILITIES

($ in thousands) 2010 2009

LNG Partners option fees deferral (note 4) 2,500 2,385

west Fraser Timber Co. Ltd. termination  
 payment deferral (note 4) 5,008 –

accrued non-pension post-retirement  
 benefit liability (note 13) 2,497 2,373

Derivative financial instruments –  
 non-current (note 19) 476 707

other 411 219

  10,892 5,684

 
 
13. EmPLoYEE FuTuRE BENEFIT PLaNS

The Company and its subsidiary have a number of funded  

and unfunded defined benefit plans, as well as defined  

contribution plans, that provide pension, other retirement  

and post-employment health and life insurance benefits for 

most employees. 

Total cash payments for employee future benefits included  

the following:

($ in thousands) 2010 2009

Defined benefit plans 2,312 1,237

Defined contribution plans 77 68

Non-pension post-retirement plans 150 156

Non-pension post-retirement benefits paid 243 233

  2,782 1,694

(a) Defined benefit pension plans
The measurement dates of the funded plans, as well as the 

effective dates of the most recent actuarial valuations and the 

next required actuarial valuations for the purpose of funding 

the funded plans are as follows:

  2010 2009

measurement date of the  
 plan assets and accrued  september September 
 benefit obligation 30, 2010 30, 2009

Effective date of the most recent  
 actuarial valuation report for  December December 
 funding purposes 31, 2009 31, 2006

Effective date of the next required  
 actuarial valuation report for  December December 
 funding purposes 31, 2012 31, 2009

Benefits earned under the defined benefit plans are principally 

based on years of service and average earnings. Information 

about the Company’s defined benefit pension plans is as follows:

($ in thousands) 2010 2009

accrued benefit obligations

Balance, beginning of year 23,370 22,049

Current service cost 761 752

Employees’ contributions 15 15

Interest cost 1,512 1,427

Benefits paid (1,004) (970)

actuarial losses 4,621 97

Balance, as at measurement date 29,275 23,370

Plan assets

Fair value, beginning of year 19,316 18,035

actual return on plan assets 1,489 929 

Employer contributions 2,063 1,307

Employees’ contributions 15 15

Benefits paid (1,004) (970)

Fair value, as at measurement date 21,879 19,316

Funded status

Plan deficit (7,396) (4,054)

unamortized net actuarial losses 9,355 4,789

unamortized transitional asset (38) (36)

accrued benefit asset, as at  
 measurement date 1,921 699

Employer contributions between  
 measurement date and end of year 552 303

accrued benefit asset, end of year (note 8) 2,473 1,002
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13. EmPLoYEE FuTuRE BENEFIT PLaNS (CoNTINuED)

The following is a summary of the significant actuarial assumptions used in measuring the Company’s accrued pension  

benefit obligations:

(Percent) 2010 2009

accrued benefit obligation as of December 31, with a measurement date of september 30:

Discount rate 5.30 6.50 

Rate of compensation increase 3.25 3.25

Benefit cost for years ended December 31, with a measurement date of september 30:

Discount rate 6.50 6.50 

Expected long-term rate of return on plan assets 7.00 7.00

Rate of compensation increase 3.25 3.25

The following table shows the allocation of the pension plan assets at the measurement dates:

(Percent) 2010 2009

asset category:

Equity securities 62 62

Debt securities 35 36

other 3 2

 100 100

The Company’s pension plan expense is as follows:

($ in thousands) 2010 2009

Current service cost 761 752

Interest cost 1,512 1,427

Expected return on plan assets (1,481) (1,391)

amortization of net actuarial loss 47 26

amortization of transitional asset 2 2

Net defined benefit pension plan expense 841 816

Defined contribution pension plan expense 77 68

Total pension expense 918 884

 
(b) Non-pension post-retirement benefits
The following is a summary of the significant actuarial assumptions used in measuring the Company’s accrued non-pension  

post-retirement benefit obligations:

(Percent) 2010 2009

accrued benefit obligation as of December 31, with a measurement date of september 30:

Discount rate 5.30 6.50 

Benefit cost for years ended December 31, with a measurement date of september 30:

Discount rate 6.50 6.50

Expected long-term rate of return on plan assets 3.50 3.50



55
PaCIFIC 

 NoRThERN

55
PaCIFIC 

 NoRThERN
GaS LTD.

Information about the Company’s non-pension post-retirement 

benefit obligation is as follows:

($ in thousands) 2010 2009

accrued benefit obligations

Balance, beginning of year 4,930 4,891 

Current service cost 150 156

Interest cost 317 315

Benefits paid (243) (233)

actuarial (gain) loss 1,377 (199)

Balance, as at measurement date 6,531 4,930

Plan assets

Fair value, beginning of year 943 779

actual return on plan assets 28 1 

Employer contributions 394 396

Benefits paid (243) (233)

Fair value, as at measurement date 1,122 943

Funded status

Plan deficit (5,409) (3,987)

unamortized net actuarial losses 1,889 466

unamortized transitional obligation 986 1,109

Benefit liability, as at measurement date (2,534) (2,412)

Employer contributions between  
 measurement date and end of year 37 39

accrued benefit liability, end of year  
 (note 12) (2,497) (2,373)

The assumed extended health care cost trend used for 

measurement purpose is 10.0% per annum, grading down 

over 5 years to 5.0% and remaining at that level thereafter. 

The assumed dental premium trend used for measurement 

purposes is 7.0% per annum for the first 10 years and  

6.0% per annum thereafter.

The Company’s non-pension post-retirement benefit expense  

is as follows:

($ in thousands) 2010 2009

Current service cost 150 156

Interest cost 317 315

Expected return on plan assets (36) (30)

amortization of transitional obligation 123 123

amortization of net actuarial loss 1 15

Non-pension post-retirement benefit plan  
 expense, accrual method 555 579

For 2010, $0.4 million (2009 – $0.4 million) of the non-pension 

post-retirement benefit plan expense has been recovered 

in customer rates and is recognized in the Company’s 

administration and general expense. The difference of  

$0.1 million (2009 – $0.2 million) is recorded as an increase in 

the future recovery of non-pension post-retirement benefits 

asset (see note 8).

For 2010, the effects of a one percentage point change  

in assumed health-care cost trend rates would have the 

following effects:

  1% increase 1% decrease 
($ in thousands) in rate in rate

Increase (decrease) in accrued  
 benefit obligation 968 (759)

Increase (decrease) in current  
 service and interest costs 58 (49)
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14. ShaRE CaPITaL

(a) Preferred shares

($ in thousands)  2010 2009

authorized

1,400,000 Cumulative redeemable junior preferred shares with a par value of $10

200,000 6.75% cumulative redeemable preferred shares with a par value of $25 each

issued

200,000 6.75% preferred shares 5,000 5,000

The 6.75% preferred shares are entitled to the payment of fixed cumulative preferential cash dividends. These shares are non-voting 

and are redeemable at the option of the Company at $26.00 per share plus any accrued and unpaid dividends at the date of 

redemption. Dividends of $1.6875 per preferred share were declared and paid on preferred shares in 2010 (2009 – $1.6875).

(b) Common shares

($ in thousands)  2010 2009

authorized

unlimited Voting common shares with a par value of $2.50 each

issued

3,615,144 Common shares (2009 – 3,555,964) 9,038 8,890

The Company issued 59,180 common shares in 2010 upon the exercise of employee share options (2009 – 13,800). 

The holders of ordinary shares are entitled to receive dividends as declared by the Company from time to time. In 2010, dividends  

of $1.14 per common share were declared and paid on common shares (2009 – $0.96).

In march 2009, the Company obtained approval from the Toronto Stock Exchange (“TSX”) to commence a normal course issuer  

bid which terminated on march 8, 2010. No share purchases were made under the bid during the year ended December 31, 2010.  

For the year ended December 31, 2009, the Company had purchased and cancelled an aggregate of 122,416 common shares. when 

the cost of common shares repurchased by the Company is greater than their assigned value, the cost is allocated first to share 

capital in an amount equal to the stated or assigned value of the shares and any difference is allocated to contributed surplus and 

retained earnings. In connection with the common shares repurchased in 2009, $0.3 million was allocated to common share capital, 

$0.1 million was allocated to contributed surplus and $1.4 million was allocated to retained earnings.

 

15. ShaRE-BaSED ComPENSaTIoN

stock option plan
The Company has a stock option incentive plan under which share options are granted to certain of its employees. Share options are 

granted at an exercise price equal to the closing price of the common shares on the Toronto Stock Exchange determined as of the 

trading day immediately preceding the date of the option grant. Share options generally vest in five equal stages with the first stage 

vesting on the date of the grant, and the remainder in four equal annual stages commencing on the first anniversary of the date of 

the grant. The maximum term of options awarded is ten years.

as of December 31, 2010, 361,514 (2009 – 355,596) shares were available to be reserved for issuance pursuant to options granted 

under the stock option incentive plan.
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The Company uses the fair-value method of accounting for stock-based compensation. The fair value of each option grant is estimated 

on the date of the grant using the Black-Scholes option pricing model. The following weighted-average assumptions were used in 

computing the fair value of stock options granted for the periods noted:

  2010 2009

Dividend yield  4.9% 7.5% 

Expected volatility (annualized) 20.2% 22.3% 

Risk-free interest rate 3.2% 2.2% 

Expected life (years) 7.5 7.5

options granted in 2010 had an individual fair value of $2.66 per option (2009 – $0.80 per option). The Company recognized a stock-

based compensation expense of $0.1 million for the year ended December 31, 2010 (2009 – $0.1 million).

a summary of the changes to the Company’s stock option plan during the years ended December 31, 2010 and 2009 is as follows:

   2010  2009

   Weighted-  weighted- 
   average  average 
  Number exercise Number exercise 
  of options price ($) of options 

outstanding, beginning of year 332,240 15.85 296,720 16.70

Granted 38,300 22.72 62,800 12.24

Exercised (59,180) 14.66 (13,800) 9.43 

Forfeited – – (280) 18.10

Expired – – (13,200) 24.50

outstanding, end of year 311,360 16.90 332,240 15.85

options exercisable, end of year 228,934 16.79 237,500 16.16

weighted-average remaining contractual life
 of outstanding options 5.6 years 5.7 years 

The following table summarizes information about stock options outstanding and exercisable as at December 31, 2010:

  weighted-  weighted- 
  average  average  
 Number of remaining remaining Number of
 options exercise contractual options
Exercise price ($) outstanding price ($) life (years) exercisable

10.00 – 14.99  129,400 13.05 4.7 93,880

15.00 – 19.99  125,360 18.57 5.9 109,094

20.00 – 24.50  56,600 22.10 7.2 25,960

 311,360 16.90 5.6 228,934

 

Deferred share unit plan
Effective January 1, 2007, the Company initiated a deferred share unit (“DSu”) plan for non-employee directors whereby such 

directors may elect to allocate all or a portion of their annual compensation as deferred share units. The units vest upon issuance 

and the number of units to be issued is based on the participant’s compensation payable on that date divided by the fair market 

value of a common share of the Company. These units accumulate dividend equivalents in the form of additional units based upon 

the dividends paid on the Company’s common shares. units are redeemable for cash or shares only following termination of service 

on the Board of Directors. The value of the deferred share units when converted to cash will be equivalent to the market value of 

the Company’s common shares at the time the conversion takes place.

price ($)
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15. ShaRE-BaSED ComPENSaTIoN (CoNTINuED)

DSu is a term used to describe a method of paying an incentive 

to participants. DSu’s are not securities and do not entitle 

participants to the exercise of voting rights, the receipt of 

dividends or the exercise of any other rights attached to 

ownership of shares. Shares delivered under the DSu plan to 

departing participants are purchased in the open market by  

a trustee on behalf of the participant.

Details of the DSu Plan are as follows:

Continuity (units) 2010 2009

outstanding, beginning of year 24,545 17,824

Issued during year 6,601 9,116

Redemptions – (2,395)

outstanding, end of year 31,146 24,545

Liability ($ in thousands) 2010 2009

Balance, beginning of year 460 241

Expensed 474 249

Redemptions – (30)

Balance, end of year 934 460

 
16. JoINT VENTuRES

In 2006, the Company formed Pacific Trail Pipelines Limited 

Partnership (“PTP”), an equal partnership between the 

Company and Galveston LNG Inc., the parent company of 

Kitimat LNG Inc., for the purpose of developing a project to 

loop its main line transmission system from Kitimat to Summit 

Lake (the “KSL Project”). During 2010, apache Canada Ltd. 

acquired a 25.5% interest in PTP from Galveston LNG Inc. The 

Company continued to hold a 50% interest in the partnership 

and Galveston LNG Inc. retained a 24.5% interest throughout 

the year ended December 31, 2010.

In the third quarter of 2010, the Company commenced the 

detailed design phase of the KSL Project and commenced 

capitalization of expenditures including $0.7 million relating  

to engineering and technical studies. 

The following amounts represent the Company’s proportionate 

interest in PTP and its general partner, Pacific Trail Pipelines 

management Inc. at December 31, 2010 and 2009:

($ in thousands) 2010 2009

Balance sheet

Current assets  595 32

Non-current assets  684 –

Current liabilities  197 9

Non-current liabilities  – –

income statement

Revenues – –

Expenses  566 181

Net loss  566 181

Cash Flow

Cash provided by (used in):

operations (551) (181)

Investing (499) – 

Financing 1,614 100 

Proportionate share of increase  
 (decrease) in cash of the joint venture  564 (81)

as described in note 25, subsequent to December 31, 2010, the 

Company entered into an agreement to sell its 50% interest in 

PTP to apache Canada Ltd. and EoG Resources Canada Inc., the 

Company’s partners in the KSL Project. 

17. INTEREST EXPENSE

($ in thousands) 2010 2009

Interest on long-term debt 6,100 5,653

Interest on short-term debt 102 81

  6,202 5,734

Imputed interest on regulatory  
 assets and liabilities 202 (91)

  6,404 5,643
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18. EaRNINGS PER CommoN ShaRE

($ in thousands, except share and per share amounts)  2010  2009

Net income attributable to shareholders  7,088  6,532

Dividends on preferred shares  (337)  (337)

Net income attributable to common shares  6,751  6,195

Basic weighted-average number of shares outstanding  3,598,335  3,594,522

Effect of dilutive securities:    

 Stock options  98,786  31,346

Diluted weighted-average number of shares outstanding  3,697,121  3,625,868

Net income per common share   

 Basic $ 1.88 $ 1.72

 Diluted $ 1.83 $ 1.71

For the year ended December 31, 2010, no stock options were excluded from the computation of diluted securities because the 

exercise prices of these options were lower than the average market price of the Company’s common shares during the year.  

For the year ended December 31, 2009, 163,240 stock options were excluded from the computation of diluted securities because  

the options’ exercise prices were greater than the average market price of the common shares.

 

19. FINaNCIaL INSTRumENTS

Financial instruments by category
The fair value of the Company’s financial instruments, including derivatives, reflects a point in time estimate based on information 

about the instruments as at the balance sheet dates. The estimates involve uncertainties and judgment and may not be relevant in 

predicting future earnings or cash flows.

NoN-DeRivative FiNaNCial iNstRUmeNts
The Company has designated its non-derivative financial instruments as follows:

($ in thousands) December 31, 2010 December 31, 2009

  Carrying estimated Carrying Estimated
  value fair value value fair value

Held for trading

Cash and cash equivalents 1,894 1,894 1,511 1,511

loans and receivables

accounts receivable 23,017 23,017 21,618 21,618

other financial liabilities

Bank indebtedness 4,836 4,836 2,579 2,579

accounts payable and accrued liabilities 19,106 19,106 21,617 21,617

Long-term debt, including current portion 90,953 100,735 74,579 82,674
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19. FINaNCIaL INSTRumENTS (CoNTINuED)

The fair values of financial instruments included in current assets and current liabilities in the Company’s consolidated balance sheets 

approximate their fair value, reflecting the short-term maturity of these instruments. The fair value of the Company’s long-term 

debt is estimated by reference to quoted market prices for similar instruments, taking into account credit risk.

DeRivative FiNaNCial iNstRUmeNts
The Company hedges exposures to fluctuations in natural gas prices through the use of derivative financial instruments. The 

Company has two hedge lines of credit, each is secured by the pledge of a $20.0 million debenture. one line is with the provider of 

the Company’s bank operating line and the other is with another Canadian bank. under either hedge line if the credit exposure of 

the provider exceeds $20.0 million, the Company is required to provide cash collateral to the extent of the excess credit exposure. 

The facility with the Company’s operating line provider has one financial covenant which requires the Company’s debt leverage not 

to exceed 65 percent. The second facility, arranged in January 2010, has two financial covenants, one which requires the Company’s 

debt leverage not to exceed 65 percent, and the second which requires the Company to maintain a minimum interest coverage of  

1.5 times using earnings before interest, income taxes and expenditures on the KSL Project to a maximum of $10.0 million. Further,  

if the Company’s secured debt rating is less than BBB (low) or the Company has no debt rating, the interest coverage requirement  

is 2.0 times or higher. 

The risk management facilities allow the Company to hedge natural gas purchases in accordance with its annual gas contracting  

and gas supply price risk management plan and to enter into interest rate hedging transactions.

The following table summarizes the valuation of the Company’s derivative financial instruments related to natural gas supply  

as at December 31:

as at December 31, 2010

 Notional Percent of   estimated net fair 
 quantity annual gas  Price range value payable
 Financial instrument (gigajoules) purchases (%) Delivery period (per gigajoule)  ($000’s)

 Fixed-price contracts 900,000 9.4 Jan 2011 – mar 2011 $ 4.23 (678)

 Natural gas swap contracts  3,846,600 40.2 Jan 2011 – oct 2012 $ 4.16 to $ 7.26 (5,453)

 Collar contracts 53,500 0.6 apr 2012 – oct 2012 $ 3.80 (floor) to $ 5.81 (cap) (8)

 4,800,100 50.2   (6,139)

as at December 31, 2009

 Notional Percent of   Estimated net fair 
 quantity annual gas  Price range value receivable
Financial instrument (gigajoules) purchases (%) Delivery period (per gigajoule)  (payable) ($000’s)

Fixed-price contracts 900,000 9.2 Jan 2010 – mar 2010 $ 4.03 1,021

Natural gas swap contracts  3,954,850 40.6 Jan 2010 – oct 2011 $ 4.96 to $ 10.87 (4,568)

Collar contracts 308,650 3.2 Jan 2010 – oct 2010 $ 5.26 to $ 8.38 (floors) (429)

    $ 6.76 to $ 11.46 (caps) 

 5,163,500 53.0   (3,976)

The fair values reflect the estimated amounts that the Company would receive or pay at December 31 to terminate the fixed-price, 

swap or collar contracts and call options based on the estimated future net cash flows under the terms of each contract. 

These estimated fair market values have no impact on earnings due to the regulated nature of the Company’s operations. Based  

on the current regulatory process, any gains or losses arising from utility related financial instruments would be treated as part of 

the cost of gas.
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as a result of the recognition of these derivative assets and liabilities, the gas cost variance payable account at December 31, 2010 

reflects a decrease of $6.1 million (decreased by $4.0 million at December 31, 2009) in accordance with specific regulatory treatment.

Fair value hierarchy
The classification within the fair value hierarchy of the Company’s financial is summarized in the following table:

December 31, 2010 ($ in thousands) level 1 level 2 level 3 total

Assets    

Cash and cash equivalents 1,894 – – 1,894

Derivative financial instruments – 33 – 33

 1,894 33 – 1,927

Liabilities    

Derivative financial instruments – current – 5,696 – 5,696

Derivative financial instruments – non-current (note 12) – 476 – 476

 – 6,172 – 6,172

December 31, 2009 ($ in thousands) Level 1 Level 2 Level 3 Total

assets    

Cash and cash equivalents 503 1,008 – 1,511

Derivative financial instruments – 1,029 – 1,029

 503 2,037 – 2,540

liabilities    

Derivative financial instruments – current – 4,298 – 4,298

Derivative financial instruments – non-current (note 12) – 707 – 707

 – 5,005 – 5,005

The Company uses valuation models to determine the fair value of its derivative instruments. The inputs to these models are 
primarily external observable inputs such as natural gas forward prices. 

20. RISK maNaGEmENT

Credit risk
The Company is exposed to credit risk in the event that a customer or counterparty to a financial instrument fails to meet its 
contractual obligations and arises mainly from its accounts receivable and derivative financial instruments. In accordance with 
established credit approval practices, the Company deals only with recognized high credit quality institutions as counterparties to 
its derivative instruments and physical off system gas sales and does not expect any counterparties to fail to meet its obligations. 
Should the Company incur a financial loss with respect to its regulated operations as a result of the failure of counterparty to meet 
its obligations, the Company would require regulatory approval to recover related costs through future rate adjustments.

The Company’s credit policy requires a review of each customer for creditworthiness and often will require residential and 
commercial customers to pay a customer deposit based on two times the highest estimated monthly gas consumption prior to the 
installation of service. For industrial customers, the Company has the right to require securities such as letters of credit should a 
customer fail to pay its bills. No letters of credit or alternate security are currently in place with any individual industrial customer. 
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20. RISK maNaGEmENT (CoNTINuED)

The Company establishes an allowance for doubtful accounts 

that represents its estimate of accounts receivable which 

may not be recoverable. The main components of this 

allowance are a specific provision that relates to individual 

significant exposures and a general provision for the core 

market (residential and commercial) customers based on past 

experience. The Company actively reviews the adequacy of its 

allowance for doubtful accounts.

The following table shows the breakdown of accounts 

receivables by major customer class: 

($ in thousands) 2010 2009

Core market – residential and commercial 19,581 18,746

Industrial customers 779 948

off-system sales customers 3,167 3,831

other 339 137

  23,866 23,662

Less: allowance for doubtful accounts (849) (2,044)

  23,017 21,618

The following table sets forth details of the aging of  

accounts receivables:

($ in thousands) 2010 2009

unbilled revenues 11,991 10,729

Past due 0 to 30 days (current) 11,119 10,747

Past due 31 to 90 days 303 384

Past due over 91 days 453 1,802

  23,866 23,662

Less: allowance for doubtful accounts (849) (2,044)

  23,017 21,618

Changes in the allowance for doubtful accounts are as follows:

($ in thousands) 2010 2009

Balance, beginning of year 2,044 1,735

Provision for doubtful accounts 265 313

write-off of bad debts, net of recoveries,  
 and other (1,460) (4)

Balance, end of year 849 2,044

liquidity risk
Liquidity risk is the risk that the Company will not be able 

to meet obligations associated with financial liabilities and 

commitments as they become due. The Company manages 

liquidity risk through the management of its capital structure 

and financial leverage. It also regularly monitors actual and 

projected cash flows. The Company believes that future cash 

flows generated from operations and access to additional 

liquidity through capital and banking markets will be adequate 

to meet its financial obligations in the foreseeable future. The 

Company’s overall liquidity risk has improved slightly from 

December 31, 2009, with the increase in the availability of credit 

under its risk management facilities, 5-year term revolving debt 

facility and its operating line.

as at December 31, 2010, the Company had utilized $8.6 million 

of its $25 million operating line facility (see note 10) and 

$16.0 million of the $35.0 million available under its revolving 

term facility (see note 11).

The Company maintains regular dialogue with the financial 

institution that provides these facilities and has no reason to 

believe the facilities will not be renewed upon maturity. See 

“market Risk – Interest Rates” below for additional information 

on how this may impact the Company’s future results. 

RePaYmeNts oF FiNaNCial liaBilities
The Company’s financial liabilities as at December 31, 2010 and 

as at December 31, 2009 include its bank indebtedness, accounts 

payable and accrued liabilities, natural gas derivatives and long-

term debt. The tables below summarize the Company’s financial 

liabilities in relevant maturity groupings based on the remaining 

period from the balance sheet dates to the contractual maturity 

date. as the amounts disclosed in the tables are contractual 

undiscounted cash flows (including interest payments where 

applicable), these balances may not necessarily agree with the 

amounts disclosed in the balance sheets. 
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($ in thousands) expected payments by period, as at December 31, 2010

  total
  Within 2 to 3 4 to 5 more than contractual Carrying
Description 1 year years years 5 years cash flows amount

Non-derivative financial liabilities      

Bank indebtedness 4,836 – – – 4,836 4,836

accounts payable and accrued liabilities 19,106 – – – 19,106 19,106

long-term debt, including current portion 14,502 17,392 32,812 79,682 144,388 90,953

Derivative financial liabilities      

Fixed-price contracts 678 – – – 678 678

Natural gas swap contracts 5,018 468 – – 5,486 5,486

Collar contracts – 8 – – 8 8

  44,140 17,868 32,812 79,682 174,502 121,067

($ in thousands) Expected payments by period, as at December 31, 2009

      Total
  within 2 to 3 4 to 5 more than contractual Carrying
Description 1 year years years 5 years cash flows amount

Non-derivative financial liabilities      

Bank indebtedness 2,579 – – – 2,579 2,579

accounts payable and accrued liabilities 21,617 – – – 21,617 21,617

Long-term debt, including current portion 7,957 25,703 13,729 77,012 124,401 74,579

Derivative financial liabilities      

Natural gas swap contracts 3,869 707 – – 4,576 4,576

Collar contracts 429 – – – 429 429

  36,451 26,410 13,729 77,012 153,602 103,780

market risk
market risk is the risk that changes in market prices, including foreign exchange, interest rates and commodity prices will affect  

the fair value of the Company’s financial instruments. The Company is not exposed to any foreign exchange risks on its earnings.  

The Company’s overall market risk has not changed significantly from the prior year.

maRKet RisK – CommoDitY PRiCes
The commodity cost of natural gas can be highly volatile. The Company utilizes derivative and other financial instruments in 

connection with the management of gas supply. The Company enters into forward, future, swap, fixed-price and option contracts  

to manage the impact of market fluctuations on assets, liabilities or other contractual commitments. Based on the current regulatory 

process, any gains or losses arising from utility related derivative financial instruments are treated as part of the flow through of  

gas supply costs in customer rates.

For illustrative purposes, a one dollar per gigajoule decrease in the underlying forecast price of natural gas at December 31, 2010, 

with all other variables remaining constant, would result in the estimated net fair value payable related to natural gas commodity
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20. RISK maNaGEmENT (CoNTINuED) 

derivatives (see note 19) increasing from $6.1 million to 

$10.9 million and an increase in the gas purchase variance 

recoverable account. Conversely, a one dollar per gigajoule 

increase in the underlying forecast price of natural gas would 

result in the estimated net fair value payable decreasing from 

$6.1 million to a payable of $1.4 million and a decrease in the 

gas purchase variance recoverable account.

at December 31, 2009, a one dollar per gigajoule decrease  

in the underlying forecast price of natural gas would result 

in the estimated net fair value payable related to natural 

gas commodity derivatives (see note 19) increasing from 

$4.0 million to $9.2 million and an increase in the gas purchase 

variance recoverable account. Conversely, a one dollar per 

gigajoule increase in the underlying forecast price of natural 

gas would result in the estimated net fair value payable 

decreasing from $4.0 million to a receivable of $1.1 million and 

a decrease in the gas purchase variance recoverable account.

maRKet RisK – iNteRest Rates
while underlying interest rates, such as prime and bankers’ 

acceptances rates are subject to changes in the future, as are 

interest rate spreads on borrowings by the Company, the 

Company does not expect these changes to have a material 

impact on its financial results. as directed by the Commission, 

the Company has an interest deferral mechanism that mitigates 

exposure to fluctuations in floating rates on both short-term 

and long-term debt instruments (see note 4). 

21. CaPITaL maNaGEmENT

The Company’s objective in managing capital remains largely 

unchanged from December 31, 2009. The capital structure 

consisted of the following components at December 31, 2010: 

bank indebtedness, long-term debt and shareholders’ equity, 

totaling $189.9 million (2009 – $167.6 million).

The Company’s objectives with its capital structure are:

• to maintain the amount of common equity in its capital 

structure at the level approved by the Commission for the 

purpose of determining rates for the Company’s regulated 

operations plus sufficient equity to support investments in 

the Company’s non-regulated businesses; and

• to maintain a credit rating at which the Company has 

sufficient access to capital and to natural gas and other 

supplies on reasonable terms to be able to provide safe, 

secure and reliable service to its customers, which in turn  

is critical to the Company’s ongoing prosperity.

Prior to the second quarter of 2010, the Company was not 

able to meet both objectives as the proportion of common 

equity approved by the Commission was not sufficient to 

allow the Company to maintain a satisfactory credit rating. 

The Company was carrying approximately $20 million (22%) 

more common equity on its balance sheet than was allowed by 

the Commission for the purpose of determining rates (“excess 

equity”) in order to maintain a minimum investment grade 

credit rating. In 2009 the Company filed a Capital Structure and 

Equity Risk Premium application (the “CaP/RoE application”) 

with the Commission to, among other things, increase its 

deemed common equity. 

In the second quarter of 2010, the Commission approved 

the CaP/RoE application negotiated settlement agreement 

resulting in the common equity used for the purpose of 

determining rates for the Company’s regulated operations 

increasing by approximately $8 million. In addition, the 

Company reduced its excess equity by another $8 million 

through acquisition of the mcNair Creek facility. The Company 

is now closer to meeting its capital structure objectives and 

further positive movement is possible through additional 

renewable power investments provided that the Company is 

able to maintain its credit rating. 

During the fiscal year ending December 31, 2010 the Company 

added a second hedge facility, extended and increased the 

amount available under its revolving term facility and extended 

and amended its operating line. The hedge facility, arranged 

in January 2010, has two financial covenants, one which 

requires the Company’s debt leverage not to exceed 65 percent, 

and the second which requires the Company to maintain an 

interest coverage of 1.5 times or higher using earnings before 

interest, income taxes and expenditures on the KSL Project to 

a maximum of $10.0 million. Further, if the Company’s secured 

debt rating is less than BBB (low) or the Company has no debt 

rating, the interest coverage requirement is 2.0 times or higher.
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The amendment to the operating line included an increase to 

$25.0 million of the credit available to the Company as well as 

increases in stand-by fees and interest rate spreads to reflect 

then current market conditions. No changes were made to the 

financial covenant under the operating line. 

The $25.0 million operating line and $35.0 million 5-year 

revolving term facility are subject to a financial covenant 

requiring the Company’s debt leverage not to exceed 65%. The 

5-year revolving term facility contains an additional covenant 

which states that if the Company’s secured debt rating is 

less than BBB (low) or the Company has no debt rating, the 

Company must maintain an interest coverage of 2.0 times 

or higher using earnings before interest, income taxes and 

expenditures on the KSL Project to a cumulative maximum of 

$10.0 million. on may 17, 2010 Dominion Bond Rating Services 

(“DBRS”) confirmed the Company’s secured debt ratings at 

BBB (low). The Company is in compliance with its debt covenants 

as at December 31, 2010. 

22. CommITmENTS aND GuaRaNTEES

gas purchase commitments
The Company has long-term natural gas purchase arrangements 

all of which are transacted at market prices and in the normal 

course of business. The Company’s purchase commitments as at 

December 31, 2010 under various gas supply contracts expiring 

through 2015 were as follows:

($ in thousands) 

2011 19,837

2012 4,893

2013 52

2014 52

2015 44

Total 24,878

These obligations are based on market prices that vary with gas 

commodity indices. The amounts disclosed reflect index prices 

that were in effect as at December 31, 2010.

indemnifications
under the terms of its gas transportation and supply 

agreements with certain customers, the Company has provided 

an indemnity for all damages, claims or actions arising from any 

act or accident in connection with the installation, presence, 

maintenance and operations of the Company’s plant, property 

and equipment, or in connection with the presence of gas 

deemed to be in the possession and control of the Company, 

and carries insurance to cover losses in the event of any claims 

under these provisions. The Company has also provided an 

environmental indemnity to certain secured debenture holders 

for any losses arising from non-compliance by the Company 

with applicable environmental laws.  

23. SEGmENTED INFoRmaTIoN

historically, the Company has operated in one business and 

in one geographic segment, the transmission and distribution 

of natural gas within Canada, and the consolidated financial 

statements have not been segmented. In the second quarter 

of 2010, the Company acquired an interest in mcNair Creek 

hydroelectric facility (see note 3), and with this acquisition 

has entered into a new business segment, the generation and 

sale of electricity from renewable resources. The Company 

continues to operate in a single geographic segment.

segmented results
The following tables provide segmented financial information 

for the year ended December 31, 2010. Comparative information 

has not been presented as the Company operated in a single 

business segment during the prior year.
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23. SEGmENTED INFoRmaTIoN (CoNTINuED)

  Gas Transmission  
Year ended December 31, 2010 ($ in thousands) and Distribution  Renewable Energy Consolidated

Revenues 93,848 1,316 95,164

Cost of gas  44,113 – 44,113

  49,735 1,316 51,051

operating and maintenance  12,388 183 12,571

administrative and general  8,064 977 9,041

Depreciation and amortization  8,413 339 8,752

municipal and other taxes  4,691 74 4,765

  33,556 1,573 35,129

Finance fees 5,889 512 6,401

Project development expenditures  566 – 566

Income (loss) before income taxes and non-controlling interest 9,724 (769) 8,955

Income tax expense (recovery) 2,084 (207) 1,877

Net income (loss) and comprehensive income (loss) 7,640 (562) 7,078

Net loss attributable to non-controlling interest – 10 10

Net income (loss) and comprehensive income (loss) 
 attributable to shareholders  7,640 (552) 7,088

other segment information regarding capital expenditures, assets and liabilities is as follows:

as at and for the year ended December 31, 2010 Gas Transmission  
($ in thousands) and Distribution  Renewable Energy Consolidated

Capital expenditures 7,395 4  7,399

Plant, property and equipment 177,728 19,132 196,860

assets 228,753 21,171 249,924

Liabilities 143,231 12,376 155,607

 

24. SuPPLEmENTaL CaSh FLow INFoRmaTIoN

($ in thousands)  2010 2009

Cash and cash equivalents:

Cash  1,894 503

Cash equivalents  – 1,008

   1,894 1,511

Cash equivalents are comprised of highly-liquid term investments with original maturities of 90 days or less.
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($ in thousands) 2010 2009

Depreciation and amortization:

Depreciation and amortization, per income statement 8,752 8,118

amortization of debt issue costs included in long-term interest expense (61) 108

Total depreciation and amortization 8,691 8,226

Changes in operating assets and liabilities:

(Increase) decrease in:

 accounts receivable (1,268) 6,429

 Gas purchase variance recoverable – 935

 Income taxes recoverable (1,305) 555

 Inventories of supplies and natural gas 315 1,148

 Prepaid expenses (115) 18

Increase (decrease) in:

 accounts payable and accrued liabilities (3,523) (2,629)

 Gas purchase variance payable (1,332) –

 Income taxes payable (1,041) –

 other taxes payable (157) (539)

Change in regulatory assets and liabilities 1,718 3,763

Contributions to defined benefit plans in excess of expense (1,471) (421)

attributable to operating activities  (8,179) 9,259

interest and tax payments:

Income taxes paid 2,594 1,746

Interest paid 6,176 5,529

Non-cash transactions:

Plant, property and equipment purchases included in accounts payable and accrued liabilities 382 133

 

25. SuBSEQuENT EVENT

on February 7, 2011, the Company announced it had entered into an agreement to sell its 50% interest in PTP to apache Canada Ltd. 

and EoG Resources Canada Inc., the Company’s partners in the KSL Project (see note 16), for payments of up to $50 million. 

The sale transaction has two elements, including an initial payment of $30 million to be paid on closing and a second payment of 

$20 million to be paid contingent on the purchasers making a decision to proceed with construction of a liquefied natural gas facility 

in Kitimat, BC. The transaction was subject to standard industry conditions and consents and closed on march 2, 2011.

The Company has recorded $7.3 million of KSL Project expenditures from its inception to December 31, 2010, of which $6.6 million 

has been expensed and $0.7 million has been capitalized.

 
26. ComPaRaTIVE FIGuRES

Certain of the prior year’s comparative figures have been reclassified to conform to the financial presentation adopted in the  

current year.
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oPERaTING DaTa 2010 2009 2008 2007 2006

sales volume (tJ)     

Residential 2,858 3,221 3,210 3,213 3,066

Commercial 2,430 2,851 2,657 2,510 2,706

Small industrial 400  471  455  494  710

Large industrial 7  187  356  450  523

 5,695 6,730 6,678 6,667 7,005

transportation volume (tJ)     

Commercial 274  230  350  394  157

Small industrial 2,347 2,595 2,594 2,740 2,774

Large industrial 1,171 2,590 2,920 3,409 2,459

 3,792 5,415 5,864 6,543 5,390

ToTaL DELIVERIES 9,487 12,145 12,542 13,210 12,395

Customers at year end 39,405  39,113   39,113   39,024   38,969 

Degree days     

actual 5,130  5,296   5,245   5,083   4,856 

Normal 5,004  5,010   4,983  5,038   5,070 

actual as a percent of normal 103% 106% 105% 101% 96%

Degree day is a measure of coldness. It is calculated by accumulating for each day in the fiscal period the total number of  

degrees by which the daily mean temperature fell below 18 degrees Celsius. The figures given are the average for all service  

areas, weighted by deliveries.

FINaNCIaL DaTa ($ in thousands) 2010 2009 2008 2007 2006

sales     

Residential  37,642  39,783  44,937   41,589   44,919 

Commercial  25,927  29,600  31,974   28,373   34,241 

Small industrial  3,152  3,830  4,486   4,327   7,152 

Large industrial  858  2,477  4,025   4,451   5,087 

  67,579  75,690  85,422   78,740   91,399 

transportation     

Commercial  1,814  1,330  1,794   1,472   630 

Small industrial  3,093  2,709  2,832   2,998   3,308 

Large industrial  3,837  3,193  3,268   2,939   4,767 

  8,744  7,232  7,894   7,409   8,705 

off-system sales  14,988  14,839  32,508   36,083   32,713 

Termination payment amortization  143  5,466  6,592   6,752   5,552 

other  3,710  904  423   480   479 

ToTaL REVENuES  95,164  104,131  132,839   129,464   138,848 

expenses     

Cost of sales  44,113  57,239  86,124   84,446   91,118 

operating  21,612  19,600  18,524   18,105   17,026 

Interest  6,967  5,790  7,732   8,904   9,673 

municipal and other taxes  4,765  4,584  4,709   4,567   4,755 

Depreciation and amortization  8,752  8,118  8,621   8,111   8,378 

Income taxes  1,877  2,268  1,192   958   2,947 

ToTaL EXPENSES 88,086 97,599 126,902  125,091  133,897 

NET INComE  7,078  6,532  5,937   4,373   4,951 

Net income applicable to common shares  6,751  6,195  5,600   4,036   4,614 

Five Year Review 
YEARS ENDED DECEMBER 31
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FINaNCIaL DaTa ($ in thousands, except as noted) 2010 2009 2008 2007 2006

Cash flow data     

operating activities (including working capital)  9,858   18,876   17,959   (2,730)  17,574 

Investing activities  (15,278)  (9,601)  (10,373)  (7,884)  (8,362)

Issue of long-term debt  10,000   2,939   4,000   16,622  –

Repayment of long-term debt  (3,046)  (5,400)  (2,300)  (17,660)  (4,881)

Dividends paid on common shares  (4,108)  (3,448)  (3,225)  (2,923)  (2,907)

Capitalization     

Regulatory and other liabilities  10,892   5,684   217 4,016   8,573 

Long-term debt 90,953  74,579   76,933 75,121   76,559 

Future income taxes  20,736   16,450  – – –

Deferred income taxes – –  13,630  14,530   15,430 

Preferred shares  5,000   5,000   5,000  5,000   5,000 

Common equity  89,043   85,436   83,724  81,229   79,777 

  208,432   184,349   177,104  177,596  180,459 

Utility plant     

In service (net)  195,420   177,779   175,335  174,134  172,403 

Construction in progress  1,440   641   642  1,100  593 

  196,860   178,420   175,977   175,234   172,996 

Financial ratios     

Return on average shareholders’ equity 1 7.6% 7.3% 6.7% 5.0% 5.8%

Return on average capital employed 2 5.8% 5.7% 5.9% 5.1% 6.4%

Earnings coverage of interest 3 2.5  2.6  2.1  2.1  2.5 

Dividend payout ratio 60.6% 55.8% 57.5% 72.1% 63.0%

allowed return on common equity     

western system 10.15% 9.63% 9.27% 9.02% 9.45%

Fort St. John/Dawson Creek division 9.90% 9.38% 9.02% 8.77% 9.20%

Tumbler Ridge division 10.15% 9.63% 9.27% 9.02% 9.45%

Per common share data ($ per share)     

Earnings applicable to common shareholders 1.88 1.72 1.53 1.11 1.27 

Dividends declared on common shares 1.14  0.96  0.88  0.80  0.80 

Common share trading (TSX)    

 high  30.00   19.40  18.65  19.00  19.75 

 Low  18.75   11.40  12.11  17.50  16.96 

 Close  30.00   18.75  13.54  18.75  18.05 

 Volume (in shares)  801,443 1,063,264  792,293   1,378,446   1,601,034 

1 Net income applicable to common shareholders divided by average common equity (weighted quarterly during the year).

2 Sum of net income and after-tax interest expense divided by average capital employed (weighted quarterly during the year). 

Capital employed is equal to the sum of shareholders’ equity, future income tax liabilities, deferred income taxes, deferred  

credits and total debt.

3 Earnings before interest and taxes divided by total interest.
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additional information relating to the Company is filed with securities 
regulators at www.sedar.com. 
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Date of Release: May 15, 2007 
 
DBRS Maintains Pacific Northern Gas Ratings Under Review with Negative 
Implications  
Bloomberg: DBRS Maintains Pacific Northern Gas Under Review - Negative  
 
Industry Group: Corporates 
Sub-Industry: Canadian Utilities 
 
DBRS continues to maintain Pacific Northern Gas Ltd’s (PNG or the Company) ratings 
Under Review with Negative Implications. The last rating action was driven by Methanex’s 
announcement to close its Kitimat, British Columbia, methanol plant permanently due to the 
negative impact of rising natural gas prices, the prevalence of dual-heating source customers, 
and the increasing volatility of natural gas prices. At that time, DBRS stated that it would 
base its rating decision on the outcome of the regulatory decision regarding the treatment of 
the loss of Methanex, as well as the longer-term commodity cost impact on the Company’s 
customer base and expected future earnings.  
 
Prior to the termination of the Methanex contract, Methanex accounted for approximately 
62% of PNG’s throughput volume and approximately 22% of net revenue ($10.4 million lost 
margin in 2006). The termination of the contract provided PNG with a one-time payment of 
$23.3 million in 2006, which is being amortized over the life of the former contract until 
October 2009. In the August 2006 Revenue Requirement decision, the British Columbia 
Utilities Commission (BCUC) permitted PNG full cost recovery of $4.8 million (representing 
the difference between lost margin and a portion of the termination payment realized as 
income for 2006). Even though PNG had intended its 2006 rate application to be subject to a 
negotiated settlement process, issues raised by its key intervenor, the BC Old Age Pensioners 
Organization (BCOAPO) led to a full written process. The BCOAPO argued that its key 
issue in the proceeding was whether the Utilities Commission Act (BC) required the BCUC to 
allocate all of the revenue shortfall arising from the closure of the Methanex Kitimat plant to 
ratepayers. The BCUC determined that PNG was entitled to recover its costs of service by 
increasing rates to cover the revenue shortfall, and that the increase in rates would not result 
in an over-recovery for PNG. DBRS views this decision as positive, as it confirmed that once 
the cost of providing service has been established (including the rate of return) the 
Commission is required by law to fix rates that are sufficient to enable the utility to recover 
all of those costs.  
 
Based on the 2006 decision, DBRS would expect that the BCUC will set rates that will allow 
PNG to fully recover its costs of service, albeit spread over smaller customer volumes for 



 

 

2010, when the Methanex amortization is completed in 2009. While PNG is entitled 
under current law to full cost recovery, there remains a risk that PNG may apply for rates 
which result in less than full cost recovery if necessary to remain competitive with substitute 
energy sources. On the positive side, however, though the termination of the Methanex 
contract led to a significant reduction in transportation volumes in 2006, the Company’s 
residential and commercial base remained stable year over year.  
 
The competitiveness of natural gas as a fuel source remains a concern for PNG in the current 
environment, and the Company has experienced some switching of its small industrial 
customers to wood waste. However, wood waste as a source of fuel remains labour intensive 
and is not expected to be a significant threat in the residential sector and commercial sectors 
where electricity is the main alternative energy source. Electricity rates are also expected to 
rise in the near term according to BC Hydro’s Service Plan for 2007/08 to 2009/10. The 
Company has also recently experienced modest increase in its residential base after several 
years of slow decline, with potential growth in the service area also expected. DBRS notes 
that material switching could occur if natural gas prices were to spike.  
 
PNG’s financial profile and credit metrics were reasonably stable and strong in 2006 due to 
the amortization of the Methanex payment. It is important that the Company maintains a 
reasonably strong and stable financial profile to offset its business risk. EBIT interest 
coverage, adjusted debt-to-capital and cash flow-to-adjusted debt were 2.61 times, 50% and 
12.5%, respectively, compared to 2.59 times, 53.4% and 16.8% in 2005. PNG is in the 
development stage of constructing a 470-km pipeline from Kitimat to Summit Lake (KSL 
Project), through a 50/50 partnership with Kitimat LNG, at an estimated cost of $900 million 
to $1.2 billion. PNG’s cash flow from operations and cash flow metrics were impacted by $3 
million of KSL Project development costs. PNG will continue to expense its share of the 
development costs until suitable commercial agreements are in place. In the event that this 
does not happen by the end of 2007, the Company has stated that it will scale down 
development expenditures.  
 
DBRS has gained some comfort regarding the issues that led to the Company originally 
being placed under review. However, PNG currently has a bank credit facility, which 
matures this summer, that limits its financial flexibility. To the extent that PNG reaches an 
agreement on a restructured credit facility with the appropriate level of flexibility, DBRS 
would expect to confirm the ratings at BBB (low) and Pfd-3 (low), both with Negative 
trends. In the event the bank facility is not satisfactorily restructured, both ratings would 
likely be downgraded. If confirmed at the current rating levels with Negative trends, DBRS 
would look to resolve the trend within the next twelve months, with DBRS’s review focusing 
on a number of items, including PNG maintaining a reasonably stable and  strong financial 



 

 

profile, economic stability in its service areas, a stable customer base (including PNG’s 
two large industrial customers, West Fraser Timber Co. Ltd. and Alcan Inc.) and whether 
suitable commercial arrangements have been made to allow the KSL Project to proceed.  
 
Note: 
All figures are in Canadian dollars unless otherwise noted. 
 
Issuer Debt Rated  Rating Action Rating Trend 
Pacific Northern Gas Ltd Secured Debentures Maintained Under 

Review - Negative 
BBB (low) -- 

Pacific Northern Gas Ltd Cumulative 
Redeemable Preferred 
Shares 

Maintained Under 
Review - Negative 

Pfd-3 (low) -- 

 
For more information on this credit or on this industry, visit www.dbrs.com or contact us at 
info@dbrs.com. 
 
Adeola Adebayo  
Assistant Vice President 
416 597 7421 
aadebayo@dbrs.com 
 
Michael Caranci 
Senior Vice President 
416 597 7404 
mcaranci@dbrs.com 
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Pacific Northern Gas Ltd. 
RATING 
Debt Rated Rating Action Rating Trend 
Secured Debentures Trend Change BBB (low) Negative 
Cumulative Redeemable Preferred Shares Trend Change Pfd-3 (low) Negative 
 

RATING HISTORY Current 2006 2005 2004 2003 
Secured Debentures BBB (low) BBB (low) BBB (low) BBB (low) BBB (low) 
Cumulative Redeemable Preferred Shares Pfd-3 (low) Pfd-3 (low) Pfd-3 (low) Pfd-3 (low) Pfd-3 (low) 

RATING UPDATE 
On July 24, 2007, DBRS confirmed the ratings of 
Pacific Northern Gas Ltd.’s (PNG or the Company) 
Secured Debentures and Cumulative Redeemable 
Preferred Shares at BBB (low) and Pfd-3 (low) 
respectively, both with Negative trends. This resolved 
the prior status of the ratings at Under Review with 
Negative Implications, where they were initially 
placed on September 1, 2005, as a result of 
Methanex’s announcement to permanently close its 
Kitimat, British Columbia, methanol plant due to the 
negative impact of rising natural gas prices; the 
prevalence of dual-heating source customers; and the 
increasing volatility of natural gas prices. 
The current ratings reflect the Company’s continued 
stable operating results and successful renegotiation 
of a new operating credit facility with less restrictive 
covenants. The Company’s stable financial 

profile in 2006 was due to the August 2006 Revenue 
Requirement decision by the British Columbia 
Utilities Commission (BCUC), which was positive for 
PNG as it supported the position that once the cost of 
providing service has been established (including the 
rate of return), the BCUC approves rates that are 
sufficient to enable the utility to recover all of those 
costs. Furthermore, the improved terms of the new 
operating line, including the elimination of the 
financial performance covenants, improves PNG’s 
financial flexibility. The new operating credit facility 
has only one financial covenant where the Company’s 
debt-to-capitalization ratio is not to exceed 65%, or 
approximately the same level approved by the BCUC. 
The Company’s debt-to-capitalization ratio was 
47.4% as of June 2007. (Continued on Page 2.) 
 

RATING CONSIDERATIONS 
Strengths Challenges 
• Regulated operations provide earnings and cash

flow stability. 
• Supportive regulatory environment in British

Columbia. 
• Existence of Industrial Customer Deliveries

Deferral Account (ICDDA) and Rate Stabilization
Adjustment Mechanism (RSAM) provides
additional financial stability. 

 
• Economic development in PNG’s Western system 

service area. 
• Competitiveness of natural gas versus alternative 

fuel sources. 
• Potential cancellation of remaining industrial 

contracts and resulting regulatory treatment. 
• Low interest rate environment negatively impacts 

earnings through approved return on equity. 
• Deemed equity component viewed as low. 

FINANCIAL INFORMATION 

12 mos ended            For the year ended December 31
CAD Millions Jun 30 '07 2006 2005 2004 2003 2002
Fixed-charges coverage (times) 2.33 2.53 2.42 2.11 2.14 2.37
 % debt in capital structure (2) 47.4% 50.0% 53.4% 54.7% 55.8% 57.0%
Cash flow / Total debt (times) (1) 11.5% 14.6% 16.6% 15.3% 14.6% 14.7%
Cash flow / CAPEX (times) 0.81 1.50 2.29 1.27 2.56 2.36
Net income (adj. for non-recurring, after prefs) 6.2 6.7 6.3 5.1 5.3 4.3
Operating cash flow (adj. for non-recurring, after prefs) 8.8 12.1 15.5 14.3 13.8 14.1
Approved ROE (Western system) 9.02% 9.45% 9.68% 9.80% 10.07% 9.88%
Approved ROE (Fort St. John/Dawson Creek) 8.77% 9.20% 9.43% 9.55% 9.82% 9.63%
Approved ROE (Tumbler Ridge division) 9.02% 9.45% 9.68% 9.80% 10.07% 9.88%

 (1) Adjusted for equity treatment of preferred shares.

(2) Cumulative redeemable preferred shares are treated as 70% equity and 30% debt.  
 

THE COMPANY
Pacific Northern Gas Ltd. is a regulated utility involved in natural gas transportation and distribution in west-central 
and north-eastern British Columbia. PNG serves approximately 40,000 residential, commercial and industrial 
customers.  

Report Date: October 22, 2007
Press Release: July 24, 2007

Previous Report: January 28, 2005
Adeola Adebayo/Jade Freadrich

+1 416 597 7421/+1 416 597 7351
  aadebayo@dbrs.com/jfreadrich@dbrs.com
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RATING UPDATE (Continued from Page 1.)
While DBRS has gained some comfort regarding 
the issues that led to PNG being placed under 
review, a number of issues still need to be resolved 
in the near term in order to resolve the Negative 
trend. Some of the issues include but are not 
limited to: (1) PNG maintaining a reasonably 
strong and stable financial profile to offset its 
business risk. DBRS expects the company to keep 
its debt-to-capitalisation ratio in the 50% range and 
for its credit metrics to remain adequate for its 
credit rating, especially post-2009 when the 
Methanex amortization is completed. (2) 
Continued economic stability/development in 
PNG’s service areas and a stable customer base. (3) 
Whether the Company’s Kitimat Summit Project 
(KSL) will proceed, and if it does, the impact this 
will have on the Company’s structure and financial 
profile going forward. PNG is expected to 
complete the environmental permitting process for 
KSL in early 2008 and subsequently will only 
proceed with further development of the KSL 
Project once commercial arrangements are 
completed for the expanded pipeline capacity. 

DBRS expects PNG’s coverage and cash flow-to-
debt ratios to deteriorate slightly in 2007 due to 
lower operating margins from lower approved 
return on common equity awarded for 2007 and 
lower revenue requirement. However, they are 
expected to remain adequate for the Company’s 
credit ratings. It is also expected that the Company 
will generate small deficits over the near term 
which are expected to be manageable and financed 
with its operating credit facility.  
DBRS notes that the decision by the BCUC to 
address PNG’s customer rates when the Methanex 
amortization concludes at the end of 2009 will be 
significant, as this will impact the company’s 
financial and credit profile in the long term. 
Nevertheless, the precedent set in the August 2006 
decision is expected to mitigate the regulatory risk 
of PNG not being able to recover its full cost of 
service. PNG is expected to continue to take all 
prudent steps to manage and reduce its costs to 
remain competitive. Furthermore, DBRS expects 
PNG will continue to manage its dividend policy in 
light of its CAPEX program and in a way that 
preserves its financial and credit profile. 

RATING CONSIDERATIONS
Strengths 
(1) The Company’s regulated operations provide 

earnings and cash flow stability. The use of 
formula-based ROE also minimizes the cost 
burden and contributes to reduced regulatory 
lag.  Regulation also allows for the recovery 
(and/or remittance to customers) of variances 
from forecasts in prudently incurred gas costs. 
Gas cost variances are recovered over a one 
year period, with price adjustments allowed on 
a quarterly basis. 

(2) The regulatory environment in British 
Columbia remains quite supportive as 
evidenced by the decision handed down by the 
BCUC in the Methanex case in August 2006. 
The BCUC determined that PNG was entitled 
to recover its costs of service by increasing 
rates to cover the margin shortfall, and that the 
increase in rates would not result in an over-
recovery for PNG. This resulted in stable 
financial results for PNG in 2006 despite the 
loss of the Methanex contract. DBRS views 
this decision as positive, as it supports the 
position that once the cost of providing service 
has been established (including the rate of 
return), the Commission approves rates that 
are sufficient to enable the utility recover all of 
those costs.  
(a) Based on the 2006 decision, DBRS would 

expect that the BCUC will set rates that 
will allow PNG to fully recover its costs 

of service when the Methanex 
amortization is completed in 2009. 
However, there remains a risk that PNG 
may need to apply for rates that may result 
in less than full cost recovery if necessary 
to remain competitive with alternative 
energy sources.  

(3) The rate stabilization adjustment mechanism 
approved by the BCUC allows PNG to use 
deferral accounts that help smooth earnings 
and reduce business and operating risks:  
(a) Industrial Customers Deliveries Deferral 
Account (ICDDA) which is a deferral account 
for variances in large industrial customer 
delivery margins (i.e., the difference between 
the forecast and actual large industrial 
customer deliveries); and (b) Rate 
Stabilization Adjustment Mechanism (RSAM) 
is a deferral account for variances from 
forecast in deliveries for residential and small 
commercial customers. Both accounts are 
amortized and recovered in future rates. These 
deferral accounts do not impact cash flows and 
can artificially inflate interest coverage ratios 
over the short term (i.e., during periods of 
warmer-than-normal temperatures), but the 
impact is reversed as deferral balances are 
recovered. 
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Challenges
(1) Economic conditions in PNG’s Western 

service area have been quite challenging prior 
to 2006, mainly due to the challenges the 
forestry sector has faced from weak wood 
prices and the strong Canadian dollar. 
However the area is beginning to show 
improvement as evidenced by the various 
projects recently completed or underway. 
PNG’s Western service area encompasses 
B.C.’s northern gateway to Asia-Pacific trade 
and as such, is the focus of substantial 
investment in new port infrastructure, 
manufacturing, energy, pipeline and mining 
projects. Some of the large projects underway 
in the Western region include: 
(a) Alcan’s announcement of a USD1.8 

billion modernisation of its aluminium 
smelter at Kitimat, to increase production 
capacity by 40%. Alcan recently signed a 
long-term power deal with BC Hydro but 
it is still working with federal and 
provincial officials on permits needed for 
the expansion. Additionally, local 
opposition to the power deal continues. 

(b) The $500 million Prince Rupert Port 
Expansion expected to be completed in 
2010. Phase 1 commenced operation in 
September 2007. 

(c) The $195 million Forest Kerr 
Hydroelectric Project, which has an 
uncertain completion date. 

(d) The $400 million Northwest transmission 
line project, with an estimated completion 
date of fall 2011. 

PNG’s northeast service area also continues to 
see significant economic activity, with large 
projects such as a new $100 million hotel, 
convention and gaming centre under 
construction in Fort St. John; and the Peace 
Canyon Gas Turbine Upgrade for $112 million 
expected to be completed in 2009. The B.C. 
Central Credit Union projects employment 
growth in northern British Columbia of 2% per 
annum through 2008. 
PNG’s service areas are expected to 
experience modest economic growth over the 
near- to medium-term and as such keep 
residents in the region, however, a prolonged 
downturn in the forestry sector could dampen 
economic growth.  

(2) PNG’s Western service area continued to 
experience a slow decline in population 
growth in the period from 2001 to 2006, 
primarily due to reduced employment in the 

forestry sector. This decline in population has 
been offset by strong growth in its Northeast 
service region. B.C. Stats reports expected 
population growth of 0.7% annually from 
2005 to 2015 in the Western service area and 
annual growth of 0.8% in population in the 
north-eastern region. 

(3) The competitiveness of natural gas as a fuel 
and heating source remains a concern for PNG 
in the current environment, and the Company 
has experienced some switching of its small 
industrial customers to wood waste. However, 
wood waste as a source of fuel remains labour 
intensive and is not expected to be a 
significant threat in the residential and 
commercial sectors where electricity is the 
main alternative energy source. Electricity 
rates and commercial rates are also expected to 
rise in the near term according to BC Hydro’s 
Service Plan for 2007-2008 to 2009-2010. The 
Company has also recently experienced a 
modest increase in its residential base after 
several years of slow decline, with potential 
growth in the service area expected. DBRS 
notes that some switching could occur if 
natural gas prices were to significantly 
increase over a period of time.  

(4) The potential for cancellation of remaining 
industrial contracts remains a credit concern 
for PNG. West Fraser is now PNG’s largest 
industrial customer, accounting for 
approximately 16% of 2006 delivery volume, 
followed by Alcan which accounts for 
approximately 8% of annual volume. Together 
they represent about 9% of the consolidated 
margin of the Company. The potential impact 
of termination of either of these contracts 
would be much less than that of Methanex, 
given their smaller sizes.  

(5) PNG’s earnings and cash flows are sensitive to 
interest rates through approved ROEs.  
Approved ROEs have generally been trending 
downward over the past decade, consistent 
with the trend in long-term interest rates, 
negatively impacting earnings, cash flows and 
interest coverage ratios over the period. 

(6) PNG’s deemed equity component (40%) is 
viewed as low given its business risk level; 
however, the Company has an actual equity 
component of 52% and 36% in its Western and 
Northeast service systems, respectively, which 
is well above the regulatory approved level.  
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EARNINGS AND OUTLOOK 
12 mos. ended            For the year ended December 31

CAD Millions Jun 30 '07 2006 2005 2004 2003 2002
Net revenues (1) 45.8 47.7 48.7 48.8 49.3 52.2
EBITDA 23.9 25.9 27.4 26.1 26.9 28.8
EBIT 15.7 17.6 18.6 17.5 18.5 19.2
Gross interest expense 6.5 6.7 7.2 7.8 8.1 7.6
Pre-tax income 9.1 10.9 11.2 9.5 10.4 11.5
Net income (avail. to common) 3.7 4.6 6.3 5.1 5.3 4.3
Throughput volumes (TJ) n.a. 12,395       32,844       38,971       36,638       39,463       
Approved ROE (West) 9.02% 9.45% 9.68% 9.80% 10.07% 9.88%
Approved ROE (Tumbler Ridge) 9.02% 9.45% 9.68% 9.80% 10.07% 9.88%
Approved ROE (Fort St. John/Dawson Creek) 8.77% 9.20% 9.43% 9.55% 9.82% 9.63%
Return on average common equity 7.71% 8.45% 8.48% 6.97% 7.59% 5.94%
(1) Includes amortized Methanex termination payment.
n.a. = not available on an interim basis

 
Summary
• PNG’s EBIT and EBITDA have remained 

reasonably stable over the past few years 
despite the termination of the Methanex 
contract.  
− The termination of the contract resulted in a 

termination payment to PNG of 
approximately $23.3 million on February 
28, 2006, the effective date of the 
termination. The BCUC authorised PNG to 
record the payment in an interest bearing 
credit deferral account, to be amortised into 
income over the period from March 1, 2006, 
to October 31, 2009, the original date of 
expiry of the transportation contract, thus 
resulting in PNG’s earnings being stable. 

− The credit to the cost of service in 2007 is 
$6.8 million, reflecting a 12-month 
amortization of the termination payment 
compared to a ten-month amortization in 
2006. As a result, the credit in 2007 is $1.2 
million higher than in 2006. 

• Lower earnings for the 12 months ended June 
30, 2007, can be attributed to reduction in its 
annual cost of service for 2007 as well as 
expenditures on the KSL Project. 

• Lower deliveries to large commercial and 
small industrial customers in the last quarter 
(primarily to customers in the forestry 
industry) also resulted in lower margins for the 
Company. Small industrial customers declined 
due to the closure of the Terrace Lumber 
Company and the installation of a wood waste 
burning system by Canfor’s Houston’s 
sawmill in early 2007.  

• The Company’s natural gas distribution 
business is very seasonal, with a substantial 
portion of its gas sales used for space heating, 

thus resulting in PNG earning more in the first 
and fourth quarters of the year. 

• The Company’s gross interest expense has 
declined slowly over the past few years from 
its peak of $8.1 million in 2003 to $6.5 million 
as of June 2007, as a result of scheduled debt 
amortization instalments. 

 
Outlook 
• PNG’s earnings are expected to decline 

modestly in 2007 due to the lower return on 
common equity awarded in 2007. 

• Despite the termination of the Methanex 
contract, PNG’s earnings are expected to 
remain stable in the near to medium term. 
However, post 2009 when the Methanex 
amortization is completed, DBRS expects that 
the BCUC will continue to set rates that will 
allow PNG to fully recover its costs of service. 
− There remains a risk that PNG may apply 

for rates which may result in less than full 
cost recovery if necessary to remain 
competitive with substitute energy 
sources. 

• The Company’s overall customer base is 
expected to remain stable in 2007, even though 
PNG forecasts declining natural gas usage for 
residential and small commercial customers in 
its Western service area. The residential and 
commercial customer bases remain exposed to 
the risk of fuel switching to alternative fuel 
sources should the commodity price of natural 
gas significantly increase over a prolonged 
period of time. 

• In the medium term, DBRS is also of the 
opinion that the Company, as directed by the 
BCUC, will continue to take all prudent steps 
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to manage and reduce its costs to remain 
competitive and as such DBRS expects the 
Company’s earnings will remain stable. 
− The BCUC has urged PNG to continue to 

seek opportunities to reduce its property 
tax burden, by continuing discussions 

with the provincial government and by 
way of retaining a property tax specialist 
to review assessments in relation to the 
nature of existing assets to ensure PNG is 
not overpaying at current rates. 

 

FINANCIAL PROFILE 
12 mos. ended            For the year ended December 31

CAD Millions Jun 30 '07 2006 2005 2004 2003 2002
EBITDA 23.9 25.9 27.4 26.1 26.9 28.8
   Net income before extras, after prefs 6.2 6.7 6.4 5.1 5.3 4.3
   Depreciation & amortization 8.3 8.5 8.9 8.8 8.5 9.7
   Amortization of Methanex Payment (net tax) (4.7)             (3.9)            -               -               -               -               
   Deferred income taxes (2.2) 0.0 0.0 0.0 0.0 0.0
   Other recurring non-cash adjustments 1.1 0.8 0.1 0.4 0.0 0.1
Operating Cash Flow 8.8 12.1 15.5 14.3 13.8 14.1
   Capital expenditures (10.9) (8.1) (6.8) (11.3) (5.4) (6.0)
   Common dividends (2.9) (2.9) (2.9) (2.9) (12.7) 0.0
Free Cash Flow Before Working Capital Changes (5.0) 1.1 5.8 0.1 (4.3) 8.1
   Working capital changes (9.9) 7.2 (3.8) 1.7 (1.9) (1.8)
Net Free Cash Flow (15.0) 8.3 2.0 1.8 (6.3) 6.3
   Adjustment for non-recurring (2.6)             (2.0)            -               -               -               -               
   Deferrals (3) 1.1 15.1 (1.7) (1.1) (2.5) (0.4)
   Net debt financing (4.9) (10.0) (0.3) (1.2) (1.0) 3.7
   Net common equity financing 0.2 0.2 0.2 0.1 0.0 0.2
Net change in cash (21.1) 11.6 0.2 (0.3) (9.7) 9.9

Fixed-charges coverage (times) 2.33            2.53           2.42           2.11           2.14           2.37           
EBIT interest coverage 2.41            2.61           2.59           2.25           2.27           2.54           
EBITDA interest coverage 3.67            3.85           3.81           3.36           3.30           3.81           
 Cash flow / Total debt (1) (2) 11.5% 14.6% 16.6% 15.3% 14.6% 14.7%
 % debt in capital structure (2) 47.4% 50.0% 53.4% 54.7% 55.8% 57.0%
 Cash flow / CAPEX (1) 0.81 1.50 2.29 1.27 2.56 2.36

(1) Cash flows is after preferred dividends.
(2) Cumulative redeemable preferred shares are treated as 70% equity and 30% debt.
(3) Includes Methanex termination payment of $15.4 million (after-tax).  
 
Summary
• PNG’s cash flow from operations have remained 

stable over the past few years, however, the 
Company expensed $3 million of KSL 
development costs in 2006 which led to a modest 
decline in its cash flow from operations. 
Nevertheless, the Company’s cash flow from 
operations remained sufficient to cover both 
capital expenditure (CAPEX) and dividends in 
2006. 

• For the 12 months ended June 2007, PNG’s cash 
flow from operations further declined due to the 
increase in the Methanex amortization, the 
increased cash requirements for the KSL Project 
and deferred income tax amortization which 
causes a reduction in PNG’s revenue 
requirement. 
− These factors coupled with the increase in 

CAPEX for 2007 will result in a modest 
deficit of net internally generated cash for 

2007, which is expected to be funded 
with a combination of cash on hand and 
drawdown on the new operating 
facility. 

• The Company’s capital expenditures have 
generally been funded with cash from 
operations due to the prior restriction on its 
former operating facility. CAPEX in 2008 is 
expected to be moderately higher due to the 
permanent repair of its mainline 
transmission pipe which was damaged 
during the extreme flooding in the spring of 
2007. Going forward, PNG’s CAPEX is 
expected to remain within the $8 million to 
$9 million range. 

• PNG’s overall debt has declined slowly 
over the past five years due to the 
amortization of some of its long-term debt.  
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− The decline in debt-to-capital from 53.4% in 
2005 to 50% in 2006 was a result of the 
Company applying a portion of the 
Methanex payment in 2006 to short-term 
debt, while investing the rest in secure short 
term instruments.  

 
Outlook 
• PNG’s cash flow from operation is not expected 

to be sufficient to fund its CAPEX and dividend 
payments in 2008. The deficit is expected to be 
modest and will be financed with its operating 
credit facility. DBRS expects PNG will continue 
to post small but manageable deficits over the 
next two years. 

• Despite the deficits, DBRS expects PNG to 
maintain a stable financial profile over the 
medium term to offset its business risk. Even 
though its cash flow metrics are expected to 
decline in 2007, they are expected to remain 
adequate for the credit rating. 

• The Company’s recent ability to renegotiate 
a new operating credit facility with less 
restrictive covenants and a new five-year 
revolving term facility for CAPEX purposes 
also increases its financial flexibility. 
− While PNG does not have a stated 

dividend policy, it has paid the same 
amount over the past four years. The 
company’s debt-to-capital ratio, 
however, is expected to remain at 50%. 

− DBRS expects PNG will continue to 
manage its dividend policy in light of 
its CAPEX program and in a way that 
preserves its financial and credit 
profile. 

• DBRS also notes that should PNG decide to 
proceed with the KSL Project, the 
Company's structure and financial profile 
will likely change and implications on the 
credit rating will be evaluated at that time.  

 

LONG-TERM DEBT MATURITIES AND BANK LINES 
 

Interest Amount  Principal Repayment ($MM)
Rate ($MM) 2007 2.7

RoyNat Debentures due 2017 (floating rate) * 7.09% 15.0 2008 2.3
2011 Series Debenture due Dec. 13, 2011 10.75% 8.0 2009 2.4
2018 Series Debenture due Nov. 15, 2018 8.75% 15.2 2010 2.8
2025 Series Debenture due July 18, 2025 9.30% 18.5 2011 7.8
2027 Series Debenture due Dec. 2, 2027 6.90% 19.5 Thereafter 58.2
Total 76.2 Total 76.2

*

Long-term Secured Debt and Principal Repayment Following Refinancing in July 2007

Issued July 25, 2007 in connection with the refinancing of $14 million debentures that were scheduled to mature in 2011 and 2012.

 
Summary 
• PNG has been able to restructure relatively 

comprehensive credit facilities with less 
restrictive covenants. The new facilities 
include a new restructured $20 million 
operating line and a $15 million risk 
management facility, both with 364-day 
maturities and a $20 million committed senior 
secured five-year revolving term loan 
repayable at maturity for general corporate 
purposes including capital expenditure. 

• PNG was also able to refinance about $14 
million of its debentures that were scheduled 
to mature in 2011 and 2012, with a new $15 
million debenture issue maturing in 2017. The 
new debenture has no required principal 
repayments until mid-2010. The Trust 
Indenture governing the new debenture has a 
covenant that restricts PNG from issuing 
additional debentures unless its EBIT to 

interest (including interest on the new 
debentures) coverage is at least 2 times. 

• However, the new operating facility remains 
subject to a borrowing base and only one 
financial covenant.  
− The financial covenant requires that PNG’s 

debt-to-capitalization ratio is not to exceed 
65% or approximately the same level 
currently approved by the Commission.  

− The Company had a cash balance of $5.8 
million at the end of June 2007 and as such 
had no outstanding balance under its 
operating facility. 

• The risk management facility allows the PNG 
to hedge natural gas purchases in accordance 
with its annual gas contracting and gas supply 
price risk management. The facility is secured 
by a pledge of a $20 million debenture issued 
by the Company. 
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• The revolving term loan is secured by a pledge 

of a demand debenture in the principal amount 
of $20 issued under a supplemental indenture 
to PNG’s Trust Deed. The financial covenants 
in the credit agreement are not expected to 
restrict the Company’s operations. 

• All other secured debentures continue to have 
debt retirement provisions, whereby the 
Company must make regular principal 
instalments until the entire obligation is paid 
down. 

 

 

REGULATION
• PNG is regulated by the BCUC based on a 

cost of service/rate of return methodology. 
• The approved ROE for 2007 has been reduced 

to 9.02% from 9.45% in 2006 in the Western 
service area and from 9.02% to 8.77% for Fort 
St. John/Dawson Creek. The Tumbler Ridge 
division remains the same at 9.02%.  
− According to the BCUC, the allowed ROE 

for a low-risk utility benchmark in 2007 is 
8.37%, which is 43 basis points lower 
than in 2006. 

• The common equity approved for the Western 
system and the north east divisions in 2007 
remain the same at 40% and 36%, 
respectively. 

• The regulatory environment remains quite 
supportive as evidenced by the August 2006 
Methanex decision and the uncertainty 
associated with rate hearings is minimized by 
various approved adjustment mechanisms 
including:  

− A forward-looking test year that is used in 
the rate setting process; 

− Deferral accounts for both large industrial 
customers and residential/small customers 
with respect to variances in actual sales 
relative to forecast sales used in the 
Company’s revenue requirement 
application.  

• In September 2005 the BCUC granted 
conditional approval for PNG to convert to an 
income trust; however, the Company has 
indicated it will no longer pursue conversion 
because of its decision to undertake the KSL 
project as well as the Federal Government’s 
announced changes to income trust taxation. 
− In its 2007 rate application decision, the 

BCUC denied the recovery of the 2005 
income trust hearing costs. 
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Pacific Northern Gas Ltd.
Balance Sheet
($ millions) As at     As at December 31 As at     As at December 31
Assets June 30 '07 2006 2005   Liabilities and Equity June 30 '07 2006 2005
Cash 5.8 11.6 0.0   Payables,accr'ds,deferals 15.0           39.7           25.3           
Receivables 10.1 29.9 29.2   Derivative instruments 4.5             -               -               
Inventories 1.8 2.6 2.7   Short-term debt -               5.1             10.2           
Prepaid expenses 3.0 4.3 1.8   L.t. debt due 1 year 4.9             4.9             4.9             
Current Assets 20.7 48.4 33.7   Current Liabilities 24.4           49.6           40.3           
Net fixed assets 173.9 173.0 171.4   Deferreds & other 21.5           24.0           15.7           
Deactivated assets 4.5 4.7 5.1   Long-term debt 69.9           71.7           76.6           
Gas cost variance & rate stabilization 2.5 2.9 2.3   Preferred shares 5.0             5.0             5.0             
Deferred charges and other 0.7 1.0 2.8   Shareholders' equity 81.3           79.8           77.7           
Total 202.2 230.1 215.2   Total 202.2         230.1         215.2         

 
 

12 mos. ended          For the years ended December 31
Liquidity & Leverage Ratios Jun 30 '07 2006 2005 2004 2003 2002
Current ratio 0.85 0.98 0.84 0.81 0.97 1.00
Debt / EBITDA (2) 3.19 3.20 3.40 3.57 3.52 3.33
% debt in capital structure (2) 47.4% 50.0% 53.4% 54.7% 55.8% 57.0%
Accum. depreciation / Gross fixed assets n/a 39.7% 38.9% 39.3% 38.1% 36.0%

Cash Flow Ratios
Cash flow / Total debt (1) (2) 11.5% 14.6% 16.6% 15.3% 14.6% 14.7%
Cash flow / CAPEX (1) 0.81 1.50 2.29 1.27 2.56 2.36
(Cash flow - Common div) / CAPEX (1) 0.54 1.14 1.86 1.01 0.20 2.36

Coverage Ratios (3)

EBIT interest coverage 2.41 2.61 2.59 2.25 2.27 2.54
EBITDA interest coverage 3.67 3.85 3.81 3.36 3.30 3.81
Fixed-charges coverage 2.33 2.53 2.42 2.11 2.14 2.37

Earnings Quality
Operating margin 34.3% 36.8% 38.2% 35.9% 37.5% 36.7%
Net margin  (before extras., after pfds.) 13.6% 13.9% 13.2% 10.4% 10.8% 8.1%
Return on common equity (before extras, after prefs) 7.7% 8.5% 8.5% 7.0% 7.6% 5.9%
Common dividend payout  (before extras.) 46.9% 43.7% 45.1% 56.8% 53.8% 231.6%
Rate base ($ millions) n/a 162 165 167 165 164

Regulatory
Approved ROE (Western system) 9.02% 9.45% 9.68% 9.80% 10.07% 9.88%
Approved ROE (Tumbler Ridge) 9.02% 9.45% 9.68% 9.80% 10.07% 9.88%
Approved ROE (Fort St. John & Dawson Creek) 8.77% 9.20% 9.43% 9.55% 9.82% 9.63%
Deemed common equity (Western system) 40% 40% 40% 36% 36% 36%
Deemed common equity (Northeast system) 36% 36% 36% 36% 36% 36%

(1) Cash flows is after preferred dividends.
(2) Cumulative redeemable preferred shares are treated as 70% equity and 30% debt.
(3) Before capitalized interest, allowance for funds used during construction (AFUDC), and debt amortizations.  
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Operating Statistics

         For years ended December 31

Deliveries (Terajoules) 2006 2005 2004 2003 2002 2001
   Residential 3,066 3,135 3,279 3,464 3,503 3,470
   Commercial 2,863 2,720 2,715 2,909 2,967 2,936
   Small Industrial 3,484 3,576 3,736 3,589 3,805 3,592
   Large Industrial 2,982 23,413 29,241 26,676 29,188 21,783
Total 12,395 32,844 38,971 36,638 39,463 31,781

Customers 
   Residential 34,302 34,189 34,242 34,078 34,251 34,261
   Commercial 5,156 5,047 4,993 4,969 4,941 4,902
   Small Industrial 50 55 52 55 58 62
   Large Industrial 3 4 4 4 4 5
Total 39,511 39,295 39,291 39,106 39,254 39,230

Net Revenue by Segment (Thousands of $)
   Gas Sales 32,994       29,741       29,888       27,863       24,803       22,770       
   Transportation 8,705         18,411       18,402       20,919       26,769       31,598       
   Realization of deferred Methanex payment 5,552         -                 -                 -                 -                 -                 
   Other 479            479            511            511            528            671            
Total 47,730       48,631       48,801       49,293       52,100       55,039       

 
 
 
 
 
 
 
 
 
 
 
 
Note:  
All figures are in Canadian dollars unless otherwise noted.  
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Debt Rating Rating Action  Trend 

Secured Debentures BBB (low) Confirmed Negative 
Cumulative Redeemable Preferred Shares Pfd-3 (low) Confirmed Negative 

 
Rating Update 

 
DBRS has today confirmed the Secured Debentures and Cumulative Redeemable Preferred Share ratings of 
Pacific Northern Gas Ltd. (PNG or the Company) at BBB (low) and Pfd-3 (low) respectively, both with 
Negative trends. The Company’s financial profile has remained stable year-over-year, although at lower 
levels than prior to 2006, which was expected. Debt-to-capitalization remains under 50%, with cash flow-to-
debt of 11% and EBIT interest coverage of 2.31x, which all remain adequate for the current credit rating. 
While PNG does not have a stated dividend policy, DBRS expects it will continue to manage its dividend 
policy in light of its CAPEX program and in a way that preserves its financial and credit profile. 
 
PNG’s customer base has remained stable year-over-year despite the challenging economic conditions in its 
Western service area, mainly due to the challenges in the forestry sector. PNG’s Northeast service area 
continues to experience growth due to the oil and gas sector, which has offset the weakness in its Western 
system. DBRS expects the Company’s service areas to experience modest economic growth over the near to 
medium term and, as such, keep residents in the region; however, most of the growth is expected to come 
from the Northeast service area.  
 
The competitiveness of natural gas as a fuel and heating source also remains a concern for PNG in the 
Western service area; however, residential and commercial electricity rates are expected to rise in the near 
term according to B.C. Hydro’s Service Plan. (Continued on page 2.) 
 
Rating Considerations 

 
Strengths  Challenges 
(1) Regulated operations provide earnings and cash flow 
stability. 
(2) Supportive regulatory environment in British 
Columbia. 
(3) Existence of regulatory accounts. 

 (1) Future outcome of BCUC’s decision on rates when 
Methanex amortisation ends in 2009. 
(2) Economic conditions in PNG’s Western system 
service area remains challenging. 
(3) Competitiveness of natural gas versus alternative 
fuel sources. 
(4) Low interest rate environment negatively impacts 
earnings through approved return on equity. 
(5) Deemed equity component viewed as low. 

 
Financial Information 

 
12 mos. ended            For the year ended December 31

CAD Millions Sep. 30, 2008 2007 2006 2005 2004
Fixed-charges coverage (times) 2.15 2.12 2.53 2.42 2.11
 % debt in capital structure (2) 48.7% 50.2% 50.0% 53.4% 54.7%
Cash flow / Total debt (times) (1) 11.1% 9.1% 14.6% 16.6% 15.3%
Cash flow / CAPEX (times) 0.83 0.85 1.50 2.29 1.27
Net income (adj. for non-recurring, after prefs) 5.8 5.2 6.7 6.3 5.1
Operating cash flow (adj. for non-recurring, after prefs) 8.9 7.8 12.1 15.5 14.3
Approved ROE (Western system) 9.27% 9.02% 9.45% 9.68% 9.80%
Approved ROE (Fort St. John/Dawson Creek) 9.02% 8.77% 9.20% 9.43% 9.55%
Approved ROE (Tumbler Ridge division) 9.27% 9.02% 9.45% 9.68% 9.80%
 (1) Adjusted for equity treatment of preferred shares.
(2) Cumulative redeemable preferred shares are treated as 70% equity and 30% debt.  
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Rating Update (Continued from page 1.) 
 

The proposed electricity price increase is expected to keep PNG’s delivered natural gas rates, including the 
Methanex impact, competitive with electricity rates in PNG’s Western system. 
 
While PNG continues to pursue the Kitimat to Summit Lake Looping Project (KSL), no commercial 
arrangements have been made, and the Company continues to expense its share of the development 
expenditure, which is immaterial. DBRS also notes that should PNG decide to proceed with KSL, the 
Company's structure and financial profile will likely change and implications on the credit rating will be 
evaluated at that time.  
 
PNG has maintained stable credit metrics since 2006, as well as generally stable service territories. These 
represent two of the three factors pertaining to the Negative trend as outlined in DBRS’s October 22, 2007 
report. The third factor was if PNG’s KSL Project proceeded, and the impact it would have on the Company’s 
structure and credit profile. Whether the project proceeds remains unclear, although this uncertainty does not 
preclude resolution of the trend (due to the immaterial development expenditures being incurred). The 
favourable 2006 British Columbia Utilities Commission (BCUC) decision on the Methanex termination was 
key in maintaining PNG’s financial and credit profile. However, the Methanex amortization approved by the 
BCUC expires in October 2009 and the outcome of PNG’s recently filed rate application for increased rates 
to recover the lost revenue upon expiration remains critical to maintaining a stable financial profile and the 
current credit rating in the long term.  
 
DBRS has confirmed the ratings and maintained the negative trend, but will look to resolve the trend when 
the BCUC decision has been rendered. A favorable decision by the BCUC is likely to result in a positive 
action (change in trend from Negative to Stable), while a negative decision would likely lead to a downgrade 
of the ratings. Based on the precedent set in the 2006 decision, DBRS expects that PNG will be allowed to 
recover its full cost of service.  
 
PNG’s liquidity is adequate for the ratings, with debt maturities well spread out and no maturities until 2011. 
The Company’s liquidity is supported by three bank lines totaling $55 million, which mature in 2009 and 
2012. 
 
Rating Considerations Details 

 
Strengths 
(1) The Company’s regulated operations provide a degree of earnings and cash flow stability. The use of a 
formula-based ROE also minimizes the cost burden and contributes to reduced regulatory lag. Regulation 
also allows for the recovery (and/or remittance to customers) of variances from forecasts in prudently 
incurred gas costs. Gas cost variances are recovered over a one-year period, with price adjustments allowed 
on a quarterly basis. 
 
(2) The regulatory environment in British Columbia remains quite supportive as shown by the decision 
handed down by the BCUC in the Methanex case in August 2006. The BCUC determined that PNG was 
entitled to recover its costs of service by increasing rates to cover the margin shortfall, and that the increase in 
rates would not result in an over-recovery for PNG. DBRS views this decision as positive, as it supports the 
position that once the cost of providing service has been established (including the rate of return), the 
Commission approves rates that are sufficient to enable the utility recover all of those costs. Based on the 
2006 decision, DBRS would expect the BCUC to set rates that would allow PNG to fully recover its costs of 
service when the Methanex amortization is completed in October 2009. However, there remains a risk that 
PNG may need to apply for rates that may result in less than full cost recovery, if necessary, to remain 
competitive with alternative energy sources.  

 
(3) The BCUC allows PNG to use deferral accounts that help smooth earnings and reduce business and 
operating risks: (a) Industrial Customers Deliveries Deferral Account (ICDDA), which is a deferral account 
for variances in large industrial customer delivery margins (i.e., the difference between the forecast and actual  
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large industrial customer deliveries); and (b) Rate Stabilization Adjustment Mechanism (RSAM), which is a 
deferral account for variances from forecast in deliveries for residential and small commercial customers. 
Both accounts are amortized and recovered in future rates. These deferral accounts do not affect cash flows 
and can artificially inflate interest coverage ratios over the short term (i.e., during periods of warmer-than-
normal temperatures), but the impact is reversed as deferral balances are recovered. 
 
Challenges 
(1) The BCUC’s future decision on PNG’s rate application for increased rates to recover the lost revenue 
when the Methanex amortization expires in October 2009 remains critical to maintaining a stable financial 
profile and the current credit rating. The company has filed a rate application for 2009 that addresses the 
revenue deficiency from the expiration of the Methanex amortization in October 2009. 
 
(2) Economic conditions in PNG’s Western service remain challenging, mainly due to the challenges the 
forestry sector has faced. This has led to the closure of some mills or a reduction in output, and a decline in 
the number of residential customers in the service area. Despite the weakness in the forestry sector, a number 
of initiatives and prospects in the Western system service area that could have a positive impact on the 
economic conditions – if they were to proceed – include: 

(a) Construction of phase 2 of a new container handling facility at the Port of Prince Rupert to 
commence in late 2010, a delay of about 18 months. Phase 1 commenced operations in September 
2007. According to the B.C government, the project is expected to produce 1,000 new jobs every 
year until 2010. 

(b) Rio Tinto’s announcement of a US$2.5 billion modernization of its aluminum smelter at Kitimat, 
B.C. to increase production capacity by 60%. Rio Tinto has to date earmarked a total of  
US$500 million for this project, but the timing is unclear. 

(c) The 195 MW Forest Kerr Hydroelectric Project, which has an uncertain completion date. 
PNG’s Northeast service area continues to experience growth in the oil and gas sector, which has offset the 
weakness in its Western system. PNG’s service areas are expected to experience modest economic growth 
over the near to medium term and, as such, keep residents in the region; however, most of the growth is 
expected from the Northeast service region. 

 
(3) PNG’s Western service area continues to experience a slow decline in population and is one of the least-
populated areas in British Columbia. Unemployment in the region is high, at 6.8%, compared with the 
average B.C. unemployment rate of 4.7%. This decline in population has been offset by growth in its 
Northeast service region.  
 
(4) The competitiveness of natural gas as a fuel and heating source remains a concern for PNG in the current 
environment, and the Company continues to experience some switching of its small industrial customers to 
wood waste. However, wood waste as a source of fuel remains labour intensive and is not expected to be a 
significant threat in the residential and commercial sectors where electricity is the main alternative energy 
source. Conservation measures undertaken by consumers in the Western service area has also led to a 
reduction in average gas consumption. Residential and commercial electricity rates are expected to rise in the 
near term, according to B.C. Hydro’s Service Plan, to reflect the true cost of hydroelectricity in British 
Columbia. The proposed increase is expected to keep rates in PNG’s Western system competitive with 
electricity rates. 
 
(5) PNG’s earnings and cash flows are sensitive to interest rates through approved ROEs. Approved ROEs 
have generally been trending downward over the past decade, consistent with the trend in long-term interest 
rates, negatively impacting earnings, cash flows and interest coverage ratios over the period. PNG’s deemed 
equity component of 40% in the Western system and 36% in the Northeast system is viewed as low, given its 
business risk level; however, the Company has actual equity components of 56% and 36% in its Western and 
Northeast service systems. PNG expects to file a capital structure/rate of return application in 2009 with the 
objective of establishing the most efficient combination of capital structure and rate of return that would 
allow PNG the opportunity to earn a fair and reasonable return on its investment.  
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(6) The potential for cancellation of the remaining industrial contracts still remains a credit concern for PNG. 
West Fraser is now PNG’s largest industrial customer, accounting for approximately 20% of 2007 delivery 
volume, followed by Alcan, which accounts for approximately 8% of annual volume. Together, they 
represent about 9% of the consolidated operating margin of the Company. The West Fraser contract expires 
at the end of 2013 and may be terminated prior to that date upon payment of an amount described in the 
contract. The potential impact of termination of either of these contracts would be much less than that of 
Methanex, given their smaller sizes. 
 
Earnings and Outlook  

 
12 mos. ended            For the year ended December 31

CAD Millions Sep. 30, 2008 2007 2006 2005 2004
Net revenues (1) 46.0 45.0 47.7 48.7 48.8
EBITDA 23.2 22.3 25.9 27.4 26.1
EBIT 14.7 14.3 17.6 18.6 17.5
Gross interest expense 6.3 6.5 6.7 7.2 7.8
Net interest expense 6.6 6.7 6.7 7.4 8.0
Pre-tax income 8.1 7.6 10.9 11.2 9.5
Net income (avail. to common) 5.5 4.0 4.6 6.3 5.1
Throughput volumes (TJ) n.a. n.a. 12,395        32,844       38,971             
Approved ROE (West) 9.27% 9.02% 9.45% 9.68% 9.80%
Approved ROE (Tumbler Ridge) 9.02% 9.02% 9.45% 9.68% 9.80%
Approved ROE (Fort St. John/Dawson Creek) 9.27% 8.77% 9.20% 9.43% 9.55%
Return on average common equity 7.15% 6.50% 8.45% 8.48% 6.97%
(1) Includes amortized Methanex termination payment.
n.a. = not available on an interim basis  
 
Summary 
• PNG’s earnings have remained reasonably stable despite the termination of the Methanex contract in 

2006. 
• PNG continues to experience a decline in deliveries to small industrial customers relating to customers in 

the forestry industry, e.g., the closure of the Pope and Talbot sawmills. Deliveries to large industrial 
customers were also lower for the 12 months ended September 30, 2008, due mainly to lower deliveries a 
the pulp mill owned by West Fraser Mills Ltd. in Kitimat. 

• The Company’s natural gas distribution business is very seasonal, with a substantial portion of its gas 
sales used for space heating, resulting in PNG earning more in the first and fourth quarters of the year. 

• Gross interest expense has declined modestly since 2005 when some of the proceeds of the Methanex 
termination payment were used to repay $10 million of short-term debt.  

 
Outlook 
• PNG’s earnings are expected to remain stable in 2009 and track 2008 levels with limited regulated 

business growth opportunities. 
• The Company’s overall customer base is also expected to remain stable in the near to medium term, even 

though PNG continues to experience declining natural gas usage for residential and small industrial 
customers in its Western service area due to conservation measures and poor economic conditions. 
Growth in the company’s Northeast system area is expected to offset this weakness. 

• PNG has filed a rate application that addresses, among other things, the expected expiration of the 
Methanex amortisation in October 2009. The outcome of the rate application remains key to PNG’s 
stable financial profile and credit rating and, as such, DBRS expects that the BCUC will continue to set 
rates that will allow PNG to fully recover its costs of service. However, there remains a risk that PNG 
may apply for rates that may result in less than full cost recovery, if necessary. to remain competitive 
with substitute energy sources. The expected increase in B.C. electricity rates is expected to mitigate this 
risk.  

• In the medium term, DBRS is also of the opinion that the Company, as directed by the BCUC, will 
continue to take all prudent steps to manage and reduce its costs to remain competitive and, as such, 
DBRS expects the Company’s earnings to remain stable. 
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Financial Profile 
 

12 mos. Ended            For the year ended December 31
CAD Millions Sep. 30, 2008 2007 2006 2005 2004
EBITDA 23.2 22.3 25.9 27.4 26.1
   Net income before extras, after prefs 5.8 5.2 6.7 6.4 5.1
   Depreciation & amortization 8.6 8.2 8.5 8.9 8.8
   Amortization of Methanex Payment (net tax) (4.7)                     (4.6)                  (3.9)             -               -                    
   Deferred income taxes (0.5) (1.0) 0.0 0.0 0.0
   Other recurring non-cash adjustments (0.3) 0.0 0.8 0.1 0.4
Operating Cash Flow 8.9 7.8 12.1 15.5 14.3
   Capital expenditures (10.8) (9.2) (8.1) (6.8) (11.3)
   Common dividends (3.2) (2.9) (2.9) (2.9) (2.9)
Free Cash Flow Before Working Capital Changes (5.0) (4.3) 1.1 5.8 0.1
   Working capital changes 0.7 (9.6) 7.2 (3.8) 1.7
Net Free Cash Flow (4.3) (13.9) 8.3 2.0 1.8
   Adjustment for non-recurring (0.4)                     (1.2)                  (2.0)             -               -                    
   Deferrals 1.4 1.2 15.1 (1.7) (1.1)
   Net debt financing 4.2 2.8 (10.0) (0.3) (1.2)
   Net common equity financing 0.0 0.3 0.2 0.2 0.1
Net change in cash 0.9 (10.8) 11.6 0.2 (0.3)

Fixed-charges coverage (times) 2.15                     2.12                 2.53            2.42           2.11                 
EBIT interest coverage 2.31                     2.21                 2.61            2.59           2.25                 
EBITDA interest coverage 3.65                     3.46                 3.85            3.81           3.36                 
 Cash flow / Total debt (1) (2) 11.1% 9.1% 14.6% 16.6% 15.3%
 % debt in capital structure (2) 48.7% 50.2% 50.0% 53.4% 54.7%
 Cash flow / CAPEX (1) 0.83 0.85 1.50 2.29 1.27  
 
Summary 
• Cash flow has stabilised at lower levels since 2006, with the reduction attributable to the termination of 

the Methanex contract. 
• Despite the modest year-over-year increase in cash flow from operations, cash flow (CFO) remained 

insufficient to cover both capex and dividends resulting in a modest deficit which was funded with short-
term debt.  

• Capex was modestly higher for the 12 months ended September 30, 2008 due to the permanent repair of 
its mainline transmission pipe, which was damaged during the extreme flooding in the spring of 2007, 
and growth in the Northeast system. 

• PNG’s debt-to-capital declined modestly year over year due to the refinancing done in late 2007 and 
scheduled amortisation payments. Key credit metrics such as cash flow to debt, EBIT interest coverage 
and fixed charge coverage also modestly improved from 2007, but remain below 2006 levels.  

 
Outlook 
• The Company’s capital expenditures are expected to remain within the $8 million to $9 million range in 

2009 with approximately 50% going to maintenance capex and 50% going to growth capex. Growth 
capex will mostly be invested in PNG’s Northeast system area.  

• DBRS expects PNG to maintain a stable financial profile over the medium term to offset its business 
risk. The company’s cash flow metrics are also expected to remain adequate for the credit rating even 
after the amortisation of the Methanex payment at the end of 2009.  

• The Company’s ability to renegotiate a new operating credit facility with less restrictive covenants and a 
new five-year revolving term facility for capex purposes late in 2007 was key in increasing its financial 
flexibility.  

• While PNG does not have a stated dividend policy, it increased its dividend by 10% commencing 2008, 
the first increase in five years. The company’s debt-to-capital ratio, however, is expected to remain at 
50% or below for the medium term. DBRS expects PNG to continue to manage its dividend policy in 
light of its capex program and in a way that preserves its financial and credit profile. 

• DBRS also notes that should PNG decide to proceed with KSL, the Company’s structure and financial 
profile will likely change and implications on the credit rating will be evaluated at that time. Though 
PNG continues to expense its share of the KSL development expenditure, the amount is immaterial.  
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• PNG recently filed an application with the BCUC for approval to provide LNG Partners, LLC with an 
option to contract a minimum amount of firm gas transportation service using existing capacity on 
PNG’s Western pipeline system. If LNG Partners pays the $1.5 million non-refundable fee to PNG, it 
will have exclusive six-month option to contract firm gas transportation capacity for a three- to five-year 
primary term, with a right to renew for an additional three- to five-year term. Alternatively, LNG 
Partners may extend the initial option period for another six months on payment of an additional non-
refundable option fee of $1.5 million.  

• PNG estimates that if LNG Partners purchases and exercises its option, the PNG pipeline system would 
be at full capacity utilization, generating almost $15 million per year of incremental revenue for the 
benefit of PNG and its customers, compared with approximately $12 million previously received 
annually from Methanex. The commencement date for the transportation service is expected to be at the 
beginning of 2011.  

 
Debt and Liquidity 

 
 

Interest Amount  Principal Repayment ($MM)
Rate ($MM)

2011 Series Debenture due Dec. 13, 2011 10.75% 7.3 2009 2.4
5 year Revolver due Aug. 13, 2012 6.14% 2.0 2010 2.8
RoyNat Debentures due 2017 (floating rate) 7.09% 15.0 2008 2.3
2018 Series Debenture due Nov. 15, 2018 8.75% 14.6 2011 7.8
2025 Series Debenture due July 18, 2025 9.30% 18.0 2012 4.8
2027 Series Debenture due Dec. 2, 2027 6.90% 19.0 Thereafter 55.8
Total 75.9 Total 75.9

Long-term Secured Debt and Principal Repayment as of September 30, 2008

 
 
Summary of Debt 
• PNG has credit facilities that include a $20 million operating line and a $15 million risk management 

facility that matures on July 8, 2009, and a $20 million five-year revolving term facility that matures 
August 13, 2012. The operating line remains subject to a borrowing base and only one financial covenant 
that requires that PNG’s debt-to-capitalization ratio not exceed 65% or approximately the same level 
currently approved by the Commission. Total outstanding under the $55 million of facilities was $8.4 
million, as of September 30, 2008.  

• The risk management facility allows PNG to hedge natural gas purchases in accordance with its annual 
gas contracting and gas supply price risk management. The facility is secured by a pledge of a $20 
million security debenture issued by the Company. 

• The revolving term loan is secured by a pledge of a demand debenture of $20 million issued under a 
supplemental indenture to PNG’s Trust Deed. It also contains a financial covenant requiring the 
Company’s debt-to-capitalisation ratio not to exceed 65% and, if the Company’s secured debt rating is 
less than BBB (low) or the Company has no debt rating, the Company must maintain an interest 
coverage of 2.0 times or higher using earning before interest, income taxes and expenditures on KSL to a 
cumulative maximum of $10 million. PNG’s long-term maturities are well spread out, with the next 
debenture maturing in 2011.  
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Regulation 
 

• PNG is regulated by the BCUC, based on a cost of service/rate of return methodology. 
The approved ROE for 2008 was increased to 9.27% from 9.02% in 2007 in the Western service area and 
to 9.02% from 8.77% for Fort St. John/Dawson Creek. The Tumbler Ridge division also increased to 
9.27% from 9.02%. According to the BCUC, the allowed ROE for a low-risk utility benchmark in 2008 
is 8.62%, higher than 8.37% in 2007. 

• The common equity approved for the Western system and the north-east divisions in 2008 remains the 
same at 40% and 36%, respectively. 

• The regulatory environment remains quite supportive, as shown by the August 2006 Methanex decision, 
and the uncertainty associated with rate hearings is minimized by various approved adjustment 
mechanisms including:  
− A forward-looking test year that is used in the rate-setting process; 
− Deferral accounts for both large industrial customers and residential/small customers with respect to 

variances in actual sales relative to forecast sales used in the Company’s revenue requirement 
application.  
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Pacific Northern Gas Ltd.

Balance Sheet
($ millions) As at     As at December 31 As at     As at December 31
Assets Sep. 30, 2008 2007 2006   Liabilities and Equity Sep. 30, 2008 2007 2006
Cash 0.5 0.8 11.6   Payables,accr'ds,deferals 16.8                 25.7           39.7           
Receivables 9.7 33.4 29.9   Derivative instruments 2.7                   5.3             -               
Inventories 2.3 2.1 2.6   Short-term debt 4.5                   8.9             5.1             
Prepaid expenses 4.2 2.0 4.3   L.t. debt due 1 year 2.3                   2.3             4.9             
Current Assets 16.7 38.3 48.4   Current Liabilities 26.3                 42.2           49.6           
Net fixed assets 176.1 174.3 173.0   Deferreds & other 14.5                 18.5           24.0           
Deactivated assets 3.9 4.3 4.7   Long-term debt 72.4                 72.8           71.7           
Gas cost variance & rate stabilization 1.2 1.9 2.9   Preferred shares 5.0                   5.0             5.0             
Deferred charges and other 1.8 1.1 1.0   Shareholders' equity 81.5                 81.2           79.8           
Total 199.7 219.8 230.1   Total 199.7               219.8         230.1         

12 mos. Ended          For the years ended December 31
Liquidity & Leverage Ratios Sep. 30, 2008 2007 2006 2005 2004 2003 2002 2001
Current ratio 0.63 0.91 0.98 0.84 0.81 0.97 1.00 0.73
Debt / EBITDA (2) 3.48 3.83 3.20 3.40 3.57 3.52 3.33 2.97
% debt in capital structure (2) 48.7% 50.2% 50.0% 53.4% 54.7% 55.8% 57.0% 54.3%
Accum. depreciation / Gross fixed assets n/a n/a 39.7% 38.9% 39.3% 38.1% 36.0% 33.9%

Cash Flow Ratios
Cash flow / Total debt (1) (2) 11.1% 9.1% 14.6% 16.6% 15.3% 14.6% 14.7% 16.8%
Cash flow / CAPEX (1) 0.83 0.85 1.50 2.29 1.27 2.56 2.36 4.12
(Cash flow - Common div) / CAPEX (1) 0.53 0.53 1.14 1.86 1.01 0.20 2.36 4.12

Coverage Ratios (3)

EBIT interest coverage 2.31 2.21 2.61 2.59 2.25 2.27 2.54 2.24
EBITDA interest coverage 3.65 3.46 3.85 3.81 3.36 3.30 3.81 3.40
Fixed-charges coverage 2.15 2.12 2.53 2.42 2.11 2.14 2.37 2.12

Earnings Quality
Operating margin 31.9% 31.7% 36.8% 38.2% 35.9% 37.5% 36.7% 37.1%
Net margin  (before extras., after pfds.) 12.7% 11.6% 13.9% 13.2% 10.4% 10.8% 8.1% 9.7%
Return on common equity (before extras, after prefs) 7.1% 6.5% 8.5% 8.5% 7.0% 7.6% 5.9% 14.5%
Common dividend payout  (before extras.) 51.5% 55.8% 43.7% 45.1% 56.8% 53.8% 231.6% 0.0%
Rate base ($ millions) n/a n/a 162 165 167 165 164 168

Regulatory
Approved ROE (Western system) 9.27% 9.02% 9.45% 9.68% 9.80% 10.07% 9.88% 10.00%
Approved ROE (Tumbler Ridge) 9.27% 9.02% 9.45% 9.68% 9.80% 10.07% 9.88% 10.00%
Approved ROE (Fort St. John & Dawson Creek) 9.02% 8.77% 9.20% 9.43% 9.55% 9.82% 9.63% 9.75%
Deemed common equity (Western system) 40% 40% 40% 40% 36% 36% 36% 36%
Deemed common equity (Northeast system) 36% 36% 36% 36% 36% 36% 36% 36%

(1) Cash flows is after preferred dividends.
(2) Cumulative redeemable preferred shares are treated as 70% equity and 30% debt.
(3) Before capitalized interest, allowance for funds used during construction (AFUDC), and debt amortizations.  

Operating Statistics

         For years ended December 31

Deliveries (Terajoules) 2007 2006 2005 2004 2003 2002 2001
   Residential 3,213 3,066 3,135 3,279 3,464 3,503 3,470
   Commercial 2,904 2,863 2,720 2,715 2,909 2,967 2,936
   Small Industrial 3,234 3,484 3,576 3,736 3,589 3,805 3,592
   Large Industrial 3,859 2,982 23,413 29,241 26,676 29,188 21,783
Total 13,210 12,395 32,844 38,971 36,638 39,463 31,781

Customers 
   Residential 34,394 34,302 34,189 34,242 34,078 34,251 34,261
   Commercial 5,121 5,156 5,047 4,993 4,969 4,941 4,902
   Small Industrial 55 50 55 52 55 58 62
   Large Industrial 3 3 4 4 4 4 5
Total 39,573 39,511 39,295 39,291 39,106 39,254 39,230

Net Revenue by Segment (Thousands)
   Gas Sales 30,377             32,994        29,741       29,888             27,863             24,803       22,770       
   Transportation 7,409               8,705          18,411       18,402             20,919             26,769       31,598       
   Realization of deferred Methanex payment 6,752               5,552          -                 -                      -                       -                 -                 
   Other 480                  479             479            511                  511                  528            671            
Total 45,018             47,730        48,631       48,801             49,293             52,100       55,039       
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Debt Rating Rating Action  Trend 

Secured Debentures BBB (low) Confirmed Negative 
Cumulative Redeemable Preferred Shares Pfd-3 (low) Confirmed Negative 

 
Rating History 

 
 Current 2008 2007 2006 2005 2004 

Secured Debentures BBB (low) BBB (low) BBB (low) BBB (low) BBB (low) BBB (low) 
Cumulative Redeemable 
Preferred Shares 

Pfd-3 
(low) 

Pfd-3 (low) Pfd-3 
(low) 

Pfd-3 (low) Pfd-3 (low) Pfd-3 (low) 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Note: 
All figures are in Canadian dollars unless otherwise noted.  
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Date of Release: August 11, 2009

DBRS Confirms Pacific Northern Gas, Trend Changed to Stable

Industry: Utilities & Independent Power

DBRS has today confirmed the Secured Debentures and Cumulative Redeemable Preferred Shares
ratings of Pacific Northern Gas Ltd. (PNG or the Company) at BBB (low) and Pfd-3 (low),
respectively, and changed the trends to Stable from Negative. DBRS noted in its February 2, 2009,
report that resolution of the Negative trend could occur once the British Columbia Utilities
Commission (BCUC) decision on 2009 rates was rendered, with a favourable decision likely to result
in a change in trend to Stable. The trend has been changed based on our review of the BCUC decision
and PNG’s second quarter financial results, as well as our expectation that PNG will maintain a
capital structure similar to its current profile.

The recently negotiated settlement for PNG-West’s 2009 rates (as approved by the BCUC) included a
rate increase that incorporates the impact of the end of the Methanex termination payment
amortization in October 2009. While the rate increase only reflects two months of the year
(November and December), the trend change incorporates the assumption that 2010 rates will be
increased to substantially account for the remaining impact of the end of the Methanex termination
payment amortization.

The Company’s financial profile has remained reasonably stable over the past three years, with key
metrics adequate for the ratings and currently at: debt-to-capitalization under 50%, cash flow-to-debt
of 11%, and EBIT interest coverage of 2.4 times. While these levels are generally consistent with
those seen among higher-rated utilities in Canada, PNG’s rating remains low-investment grade due to
its higher level of business risk, largely attributable to a challenging service territory. DBRS expects
PNG to continue to manage its dividend policy and modest share repurchase program in a way that
preserves its financial and credit profiles.

While PNG’s Western service area remains a challenge – due largely to the struggling forestry sector
– weakness in the area has been somewhat offset by the Northeast service area, which has benefited
from strong activity in the oil and gas sector.

PNG continues to develop the Kitimat to Summit Lake project (KSL) to loop its mainline pipeline
through its 50% interest in Pacific Trail Pipelines Limited Partnership (PTP). PTP would provide up
to 1 bcf/day of gas transportation services, primarily for Kitimat LNG Inc.’s proposed liquefied
natural gas export terminal. If KSL proceeds, it would be a transformational transaction for PNG
given its significant size and cost ($1.2 billion total based on 2006 estimates). As no commercial
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arrangements have been finalized and the project is not yet a certainty, the implications for PNG’s
credit rating of undertaking KSL would be evaluated when and if it were to proceed.

Notes:
All figures are in Canadian dollars unless otherwise noted.

The applicable methodology is Rating Utilities (Electric, Pipelines & Gas Distribution), which can be
found on our website under Methodologies.

This is a Corporate rating.
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Debt Rating Rating Action  Trend 

Secured Debentures BBB (low) Confirmed Stable 

Cumulative Redeemable Preferred Shares Pfd-3 (low) Confirmed Stable 

 

Rating Update 
 

DBRS has confirmed the Secured Debentures and Cumulative Redeemable Preferred Share ratings of Pacific 
Northern Gas Ltd. (PNG or the Company) at BBB (low) and Pfd-3 (low) respectively, both with Stable trends. 
The rating reflects PNG’s stable financial profile and the continued supportive regulatory environment in 
British Columbia. In August 2009, DBRS changed the trends on the debentures and preferred share ratings to 
stable from negative following the favourable regulatory decision which included a negotiated rate increase 
that incorporated the impact of the end of the Methanex termination payment amortization in October 2009. 
The full impact of the negotiated settlement and the subsequent regulatory decision to increase the low-risk 
utility benchmark return on equity (ROE) to 9.50% from 8.47% are both expected to be positive for PNG’s 
financial profile in the near to medium term.  
 
PNG continues to maintain a stable credit profile with debt-to-capitalization under 50%, cash flow-to-debt of 
17% and an EBIT coverage ratio of 2.6 times. While these financial metrics are generally consistent with 
those seen among higher-rated utilities in Canada, PNG’s rating remains low-investment grade due to its 
higher level of business risk, largely attributable to a challenging service territory. Economic conditions in the 
Western system remain challenging as many of the company’s industrial customers are engaged in the 
forestry sector which has been challenged globally. PNG has stated that prolonged decline in the forestry 
sector could negatively impact gas deliveries to lumber mills, as well as commercial and residential 
customers who directly or indirectly provide service to such mills. This weakness has been offset somewhat 
by growth in the Northeast service area, which has benefitted from strong activity in the oil and gas sector. 
(Continued on page 2.) 
 

Rating Considerations 
 

Strengths  Challenges 
(1) Regulated operations provide earnings and cash flow 

stability 
(2) Supportive regulatory environment in British 

Columbia 
(3) Existence of regulatory accounts 

 (1) Economic conditions in PNG’s Western system 
service area remain challenging. 

(2) Potential loss of residential and commercial 
customers in the Western system service area 

(3) Deemed equity component viewed as low for 
business risk profile.  

(4) Competitiveness of natural gas versus 
alternative fuel sources 

 

Financial Information 
 

12 mons. Ended            For the year ended December 31

CAD Millions March 31, 2010 2009 2008 2007 2006 2005

Fixed-charges coverage (times) 2.6 2.4 2.0 2.1 2.5 2.4

 % debt in capital structure 45% 46% 47% 49% 49% 53%

Cash flow / Total debt (times) 17% 12% 11% 10% 15% 17%

Cash flow / CAPEX (times) 1.4 0.9 0.9 0.9 1.5 2.3

Net income (adj. for non-recurring, after prefs) 6.8 6.3 6.2 5.4 6.7 6.3

Operating cash flow (adj. for non-recurring, after prefs) 12.8 9.0 9.0 8.0 12.1 15.5

Approved ROE (Western system) 9.89% 9.63% 9.27% 9.02% 9.45% 9.68%

Approved ROE (Fort St. John/Dawson Creek) 9.64% 9.38% 9.02% 8.77% 9.20% 9.43%

Approved ROE (Tumbler Ridge division) 9.89% 9.63% 9.27% 9.02% 9.45% 9.68%  



 
 
 
 

 
 

2 Corporates: Utilities & Independent Power 

Pacific Northern 

Gas Ltd. 

 

Report Date: 

May 17, 2010 

 

 

 

 

Rating Update (Continued from page 1.) 
 

While DBRS expects that PNG will continue to maintain a stable financial profile, it also expects that the 
Company will continue to seek out prudent growth opportunities that will bring about diversification in such 
a way that its regulated debt-to-capital ratio remains at or below 50%. In pursuing that strategy, PNG recently 
announced the acquisition of the 9.8 MW McNair Creek “run of river” hydro-electric generation facility in 
British Columbia for $17 million. The acquisition cost will be funded by way of assumption of existing non-
recourse debt of $9 million as well as utilization of PNG’s existing credit facilities for the remainder. The 
facility is located on the B.C. Sunshine Coast and has operated for more than five years, with generation sold 
under a long-term contract to B.C. Hydro. The transaction is expected to be accretive to earnings and cash 
flow positive in 2011. PNG’s debt-to-capital ratio is expected to increase to 50% from the current level of 
45%, while its cash flow-to-debt and EBIT coverage metrics remain stable. The credit metrics are expected to 
remain adequate for the credit rating. Furthermore, DBRS expects PNG to continue to manage its dividend 
policy in light of its capex program and business risk profile in a way that preserves its financial and credit 
profile. 
 
While the closure of West Fraser Timber Co. Ltd.’s Eurocan paper mill in Kitimat, B.C. is expected to 
negatively impact PNG’s Western service area, Euruocan is a much smaller industrial customer than 
Methanex. The Eurocan mill was closed in January 2010, however, West Fraser has not yet given PNG notice 
that it is cancelling transportation service. 
 
In the longer term, the competitiveness of natural gas as a fuel and heating source still remains a focus for 
PNG in the Western service area; however, residential and commercial electricity rates are expected to rise in 
the near term according to B.C. Hydro’s Service Plan. The proposed electricity price increase and current low 
price gas environment are expected to keep PNG’s delivered natural gas rates competitive with electricity 
rates in PNG’s Western system. 
 
While PNG continues to pursue the Kitimat to Summit Lake Looping Project (KSL), no commercial 
arrangements have been made, and the Company continues to expense its share of the development 
expenditure, which is immaterial. DBRS also notes that should PNG decide to proceed with KSL, the 
Company's structure and financial profile will likely change and implications for the credit rating will be 
evaluated at that time. 
 
PNG’s liquidity remains adequate for the ratings, supported by three bank credit facilities totaling $55 million, 
which mature in 2011, and a $35 million five-year revolving term facility that matures in 2015.  
 

Rating Considerations Details 
 

Strengths 
(1) The Company’s regulated operations provide a degree of earnings and cash flow stability. Regulation also 
allows for the recovery (and/or remittance to customers) of variances from forecasts in prudently incurred gas 
costs. Gas cost variances are recovered over a one-year period, with price adjustments allowed on a quarterly 
basis. 

 
(2) The regulatory environment in British Columbia remains quite supportive as shown by the negotiated 
settlement for PNG-West’s 2009 rates and the recent decision handed down in December 2009. The British 
Columbia Utilities Commission (BCUC) issued a decision on an application by Terasen Gas Utilities that 
resulted in the benchmark ROE being increased to 9.50% from 8.47% effective July 1, 2009. This resulted in 
increased ROEs for PNG’s Western and Northeast systems. PNG`s recent negotiated settlement on its capital 
structure/rate of return application is expected to be positive for the Company’s credit profile. The settlement 
agreement however remains subject to the BCUC’s approval.  
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(3) The BCUC allows PNG to use deferral accounts that help smooth earnings and reduce business and 
operating risks. The two main deferral accounts are: (a) Gas Cost Variance Account (GCVA), which is a 
deferral account for variances in the cost of gas (i.e., the difference between the forecast gas cost the 
Company charges its customers and the actual gas cost incurred by the Company) and (b) Rate Stabilization 
Adjustment Mechanism (RSAM), which is a deferral account for variances from forecast in deliveries for 
residential and small commercial customers. Both accounts are amortized and recovered in future rates. These 
deferral accounts do not affect cash flows and can artificially inflate interest coverage ratios over the short 
term (i.e., during periods of warmer-than-normal temperatures), but the impact is reversed as deferral 
balances are recovered. Another deferral account called the return on equity deferral account is being applied 
for by PNG to capture the difference between the approved Western system 2009 cost of service for the 
Company and the cost of service determined for 2009 on the basis of the applied-for increase in the deemed 
common equity and risk premium. The deferred amount would be recovered in future rates. 
 
Challenges 
(1) Economic conditions in PNG’s Western service remain challenging, mainly due to the challenges facing 
the forestry sector. In 2009, the sector continued to face challenges including low lumber prices, the mountain 
pine beetle infestation and the strength of the Canadian dollar. This led to the decision by West Fraser, one of 
PNG’s large industrial customers, to permanently close its Eurocan paper mill in Kitimat in January 2010. 
The transportation service agreement with West Fraser was scheduled to expire in December 2013, however 
West Fraser is entitled to cancel its obligations by providing PNG with a six-month cancellation notice and a 
termination payment that would recover almost 80% of the lost revenues under the remaining term of the 
agreement. The six-month cancellation notice has not been provided to PNG and as such, the Company has 
not yet received the termination payment and scheduled payments continue to be made.  
 
DBRS notes that the potential impact of the termination of this contract would be much less than that of 
Methanex, given its smaller size. Furthermore, based on the precedent set by the BCUC on the Methanex case 
in 2006, we expect that the cancellation of this contract will be given the same regulatory treatment as that of 
Methanex.  

• In addition to the weakness in the forestry sector, progress on Rio Tinto’s proposed US$2.5 billion 
modernization of its aluminum smelter in Kitimat, B.C. has slowed down considerably following the 
global recession and timing remains uncertain. 

• Nevertheless, construction of phase 2 of a new container handling facility at the Port of Prince 
Rupert, expected to commence in late 2010 when the environmental assessments are finalized, 
remains on track.  

• PNG’s Northeast service area continues to experience modest growth in the oil and gas sector, which 
has offset the weakness in its Western system.  

 
(2) Another challenge that could result from the prolonged decline in the forestry sector, and particularly the 
closure of the West Fraser Mill, is the associated direct and/or indirect impact on residential and commercial 
customers. West Fraser employed more than 500 people at the paper mill, and PNG expects to see modest 
customer losses in Kitimat and surrounding areas due to the closure of the paper mill. PNG’s Western service 
area also continues to experience a slow decline in population and is one of the least-populated areas in 
British Columbia.  
 
(3) Approved ROEs have generally been trending downward over the past decade, consistent with the trend 
in long-term interest rates, negatively impacting earnings, cash flows and interest coverage ratios over the 
period. However, the recent increase in approved ROE and the recent negotiated settlement on PNG’s capital 
structure/rate of return application is expected to be positive for the Company’s credit profile.  

 

(4) In the longer term, though the competitiveness of natural gas as a fuel and heating source remains a focus 
for PNG, the current natural gas price environment which is being driven by the development of shale gas 
plays in North America has made PNG’s retail rates more competitive relative to alternative heating sources, 
particularly electricity. Residential and commercial electricity rates have risen according to B.C. Hydro’s 
Service Plan, to more closely reflect the true cost of hydroelectricity in British Columbia, and are expected to 
continue to rise over time. After the recent increase in rates in PNG’s Western system, gas currently remains 
competitive with electricity rates. 
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Earnings and Outlook  
 

12 mons. Ended            For the year ended December 31

CAD Millions March 31, 2010 2009 2008 2007 2006 2005

Net revenues 
(1)

47.8 46.9 46.7 45.0 47.7 48.7

EBITDA 23.3 22.7 23.5 22.3 25.9 27.4

EBIT 15.1 14.6 14.9 14.3 17.6 18.6

Gross interest expense 5.7 5.6 7.0 6.5 6.7 7.2

Net interest expense 5.7 5.6 6.9 6.7 6.7 7.4

Pre-tax income 9.4 9.0 8.0 7.6 10.9 11.2

Net income (avail. to common) 6.5 6.2 5.6 4.0 4.6 6.3

Throughput volumes (TJ) n.a. 12,145           12,542          13,210        12,395       32,844             

Approved ROE (West) 9.89% 9.63% 9.27% 9.02% 9.45% 9.68%

Approved ROE (Tumbler Ridge) 9.89% 9.63% 9.27% 9.02% 9.45% 9.68%

Approved ROE (Fort St. John/Dawson Creek) 9.64% 9.38% 9.02% 8.77% 9.20% 9.43%

Return on average common equity 7.75% 7.47% 7.52% 6.75% 8.45% 8.48%

(1) Includes amortized Methanex termination payment.

n.a. = not available on an interim basis
 

 
Summary 
PNG’s earnings have remained stable year-over-year due to its stable customer base and higher weighted 
average allowed a return on deemed common equity of 9.58% in 2009 compared with 9.22% in 2008. 
 
PNG continued to experience a decline in deliveries to small industrial customers relating to customers in the 
forestry industry due to planned shutdowns and reduced lumber production levels in 2009. Deliveries to large 
industrial customers were also lower by 18% in 2009 when compared to 2008, due mainly to lower deliveries 
at the pulp mill owned by West Fraser Mills Ltd. 
 
The Company’s natural gas distribution business is very seasonal, with a substantial portion of its gas sales 
used for space heating, resulting in PNG earning more in the first and fourth quarters of the year. 
 
Gross interest expense continues to decline due to lower interest rates on the Company’s floating rate short- 
and long-term debt.  
 
Outlook 
PNG’s earnings are expected to increase modestly following the higher approved ROE for both the Western 
and Northeast system in 2009.  
 
The Company recently reached a negotiated settlement of the capital structure and equity risk premium 
application it filed with the BCUC last year. The application reflected the impact of the higher 2009 
benchmark ROE of 9.50% following the BCUC’s December 2009 Regulatory Decision. PNG requested a 
common equity component of 47.5% and an allowed return on common equity of 10.25% for its Western 
system and 42.5% and 10.25% for the other divisions. The settlement agreement allows the Western system’s 
common equity thickness to be increased to 45% effective January 1, 2009, and the Northeast division to be 
increased to 40% effective January 1, 2010, with no change to the relative risk premium of both. The 
settlement agreement however remains subject to the BCUC’s approval.  
 
DBRS expects that the Company will continue to take all prudent steps to manage and reduce its costs to 
remain competitive and, as such, expects the Company’s earnings to remain stable. 
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Financial Profile 
 

12 mons. Ended            For the year ended December 31

CAD Millions March 31, 2010 2009 2008 2007 2006 2005

EBITDA 23.3 22.7 23.5 22.3 25.9 27.4

   Net income before extras, after prefs 6.8 6.3 6.2 5.4 6.7 6.4

   Depreciation & amortization 8.3 8.2 8.7 8.2 8.5 8.9

   Amort. of Methanex Pmt. (net tax) (3.8)                     (5.5)               (6.6)               (4.6)             (3.9)            -                    

   Deferred income taxes 1.6 0.1 0.9 (1.0) 0.0 0.0

   Other recurring non-cash adj. (0.1) (0.2) (0.3) 0.0 0.8 0.1

Operating Cash Flow 12.8 9.0 9.0 8.0 12.1 15.5

   Capital expenditures (9.3) (9.6) (10.4) (9.2) (8.1) (6.8)

   Common dividends (3.6) (3.4) (3.2) (2.9) (2.9) (2.9)

Free Cash Flow Before W/C (0.1) (4.1) (4.6) (4.1) 1.1 5.8

   Working capital changes 0.1 9.7 8.1 (9.6) 7.2 (3.8)

Net Free Cash Flow 0.1 5.6 3.5 (13.7) 8.3 2.0

   Adjustment for non-recurring (0.3)                     (0.1)               (0.6)               (1.4)             (2.0)            -                    

   Deferrals 0.0 0.0 1.1 1.2 15.1 (1.7)

   Net debt financing (3.1) (2.9) (4.2) 2.8 (10.0) (0.3)

   Net common equity financing (0.9) (1.7) 0.0 0.3 0.2 0.2

Net change in cash (4.2) 0.9 (0.2) (10.8) 11.6 0.2

Fixed-charges coverage (times) 2.63 2.38 2.00 2.12 2.53 2.42

EBIT interest coverage (1) 2.63 2.59 2.13 2.21 2.61 2.59

EBITDA interest coverage (1) 4.06 4.02 3.36 3.46 3.85 3.81

 Cash flow / Total debt 
(2) 

16.6% 11.7% 11.2% 9.5% 14.8% 16.9%

 % debt in capital structure 44.7% 46.0% 47.4% 49.4% 49.1% 52.6%

 Cash flow / CAPEX 
(2)

1.38 0.94 0.86 0.87 1.50 2.29

(1) Before capitalized interest, allowance for funds used during construction (AFUDC), and debt amortizations.  

(2) Cash flows is after preferred dividends.  
 
Summary 
PNG has maintained reasonably stable cash flow from operations year-over-year following the termination of 
the Methanex contract in 2006. 
 
Despite stable cash flow from operations, cash flow (CFO) remained insufficient to cover both capex and 
dividends resulting in a modest free cash flow deficit.  
 
Capex was 7.6% lower in 2009 compared with 2008 but was higher than the average level over the past five 
years due to growth in the Northeast system. Capex for 2010 is estimated at approximately $7.9 million and 
will be directed primarily toward the installation of distribution mains and services in the Northeast system as 
well as transmission mainline rehabilitation in the Western system.  
 
Outlook 
The Company’s capital expenditures are expected to remain within the $7 million to $9 million range in the 
medium term and forecasted to be $7.9 million in 2010. Planned capex in 2010 is primarily directed toward 
the installation of distribution mains and service in the Northeast system as well as transmission mainline 
rehabilitation in the Western system. 
 
Economic conditions in the Western system remain challenging as many of the company’s industrial 
customers are engaged in the forestry sector which has been challenged globally. PNG has stated that a 
prolonged decline in the forestry sector could negatively impact gas deliveries to lumber mills, as well as 
commercial and residential customers who directly or indirectly provide service to such mills. Hence, DBRS 
expects that PNG will continue to maintain a stable and strong financial profile to offset its business risk. 
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Following the recent acquisition of the 9.8 MW McNair Creek “run of river” hydro-electric generation 
facility in British Columbia for $17 million, PNG’s debt-to-capital ratio is expected to increase to 50% from 
the current level of 45%, while its cash flow-to-debt and EBIT coverage metrics remain stable. The 
acquisition cost will be funded by way of assumption of existing non-recourse debt of $9 million as well as 
utilization of PNG’s current bank facility for the remainder. The company’s credit metrics, after taking into 
account the acquisition, are also expected to remain adequate for the credit rating.  
 
While PNG does not have a stated dividend policy, it increased its dividend by 10% commencing in 2008, the 
first increase in five years. DBRS expects the Company’s debt-to-capital ratio to remain in the 50% range for 
the medium term and for PNG to continue to manage its dividend policy in light of its capex program and 
business risk profile in a way that preserves its financial and credit profile. 
 
DBRS also notes that should PNG decide to proceed with KSL, the Company’s structure and financial profile 
will likely change and implications for the credit rating will be evaluated at that time. Though PNG continues 
to expense its share of the KSL development expenditure, the amount is immaterial. The Company expects its 
50% share of the KSL project development costs in 2010 to total approximately $5.5 million of which 
approximately 90% would be capitalized. These costs would primarily relate to additional engineering and 
technical studies for the KSL project.  

 
In 2009, PNG filed an application with the BCUC for approval to provide Merrill Lynch with an option to 
contract a minimum amount of firm gas transportation service using existing capacity on PNG’s Western 
pipeline system. A non-refundable option fee of $1.5 million was paid to the Company by Merrill Lynch and 
a further $1.0 million option extension fee was paid in December 2009 to extend to June 30, 2010 the 
exclusive option granted in 2009. PNG estimates that if Merrill Lynch exercises its option, the PNG pipeline 
system would be at full capacity utilization, generating almost $15 million per year of incremental revenue 
for the benefit of PNG and its customers, compared with approximately $12 million previously received 
annually from Methanex. The commencement date for the transportation service (if taken up) is expected to 
be between 2012 and 2013. 

 
Debt and Liquidity 

 

 

Interest Amount  Principal Repayment ($MM)

Rate ($MM)

2011 Series Debenture due Dec. 13, 2011 10.75% 5.8 2010 2.8

5 year Revolver due Aug. 13, 2015 (floating rate) 1.76% 6.0 2011 7.8

RoyNat Debentures due 2017 (floating rate) 7.09% 15.0 2012 8.8

2018 Series Debenture due Nov. 15, 2018 8.75% 13.4 2013 2.8

2025 Series Debenture due July 18, 2025 9.30% 17.0 2014 3.2

2027 Series Debenture due Dec. 2, 2027 6.90% 18.0 Thereafter 49.8

Total 75.2 Total 75.2

Long-term Secured Debt and Principal Repayment as of December 31, 2009

 
 
Summary of Debt 
PNG has credit facilities that include a $25 million operating line and two $15 million gas supply risk 
management facilities that mature in 2011, and a $35 million five-year revolving term facility that matures on 
February 2, 2015. The Company recently added the second $15 million risk management facility and 
increased its five-year term facility to $35 million from $20 million and extended the maturity from 2012 to 
2015. 
 
DBRS remains comfortable with PNG’s liquidity and believes that the Company will be able to refinance 
upcoming maturities that come due in the near term. 
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The operating line remains subject to a borrowing base and only one financial covenant that requires that 
PNG’s debt-to-capitalization ratio not exceed 65% or approximately the same level currently approved by the 
BCUC.  
 
The risk management facilities allow PNG to hedge natural gas purchases in accordance with its annual gas 
contracting and gas supply price risk management. The facilities are each secured by a pledge of a $20 
million security debenture issued by the Company. 
 
The revolving term loan is secured by a pledge of a demand debenture of $35 million issued under a 
supplemental indenture to PNG’s Trust Deed. It also contains a financial covenant requiring the Company’s 
debt-to-capitalization ratio not to exceed 65% and, if the Company’s secured debt rating is less than BBB 
(low) or the Company has no debt rating, the Company must maintain an interest coverage of 2.0 times or 
higher using earnings before interest, income taxes and expenditures on KSL to a cumulative maximum of 
$10 million. PNG’s long-term maturities are well spread out, with ample liquidity required to meet scheduled 
debt repayments. Under the revolving term facility, $6 million was outstanding at the end of March 2010. 
 
 

Regulation 
 

PNG is regulated by the BCUC, based on a cost of service/rate of return methodology. The approved ROE for 
2009 was increased to 9.63% from 9.27% in 2008 in the Western service area and to 9.38% from 9.02% for 
Fort St. John/Dawson Creek. The Tumbler Ridge division was also increased to 9.63% from 9.27%. 
According to the BCUC, the 2010 allowed ROE for a low-risk utility benchmark is 9.50% compared with the 
previous 8.47%.  
 
The common equity approved for the Western system and the Northeast divisions in 2009 remained the same 
at 40% and 36%, respectively. The Company recently reached a negotiated settlement on the capital structure 
and equity risk premium application it filed with the BCUC last year. PNG requested a common equity 
component of 47.5% and an allowed return on common equity of 10.25% for its Western system and 42.5% 
and 10.25% for the other divisions. The settlement agreement allows the Western system common equity 
thickness to be increased to 45% effective January 1, 2009, and the Northeast division to be increased to 40% 
effective January 1, 2010, with no change to the relative risk premium of both. The settlement agreement 
however remains subject to the BCUC’s approval.  
 
The regulatory environment remains quite supportive, as shown by the August 2006 Methanex decision, and 
the uncertainty associated with rate hearings is minimized by various approved adjustment mechanisms 
including:  

− A forward-looking test year that is used in the rate-setting process; 

− Deferral accounts for both large industrial customers and residential/small customers with respect to 
variances in actual sales relative to forecast sales used in the Company’s revenue requirement 
application.  
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Balance Sheet

($ millions) As at     As at December 31 As at As at December

Assets March 31, 2010 2009 2008   Liabilities and Equity March 31, 2010 2009 2008

Cash 0.9 1.5 0.6   Payables,accr'ds,deferals 17.2                   26.2         32.2         

Receivables 22.3 22.8 32.2   Derivative instruments 6.3                     4.3           7.3           

Inventories 0.9 1.1 2.2   Short-term debt 2.5                     2.6           3.0           

Prepaid expenses 1.8 3.3 2.8   L.t. debt due 1 year 2.8                     2.8           2.4           

Current Assets 25.9 28.6 37.8   Current Liabilities 28.7                   35.9         44.9         

Net fixed assets 177.2 178.4 177.8   Deferreds & other 23.3                   22.1         13.8         

Deactivated assets 0.0 0.0 3.8   Long-term debt 71.7                   71.8         74.5         

Gas cost variance & rate stabilization 14.2 11.4 1.9   Preferred shares 5.0                     5.0           5.0           

Deferred charges and other 1.8 1.8 0.7   Shareholders' equity 90.4                   85.4         83.7         

Total 219.1 220.2 222.0   Total 219.1                 220.2       222.0       

12 mons. Ended          For the years ended December 31

Liquidity & Leverage Ratios March 31, 2010 2009 2008 2007 2006 2005 2004

Current ratio 0.90 0.80 0.84 0.91 0.98 0.84 0.81

Debt / EBITDA 3.31 3.40 3.40 3.76 3.15 3.35 3.51

% debt in capital structure 44.7% 46.0% 47.4% 49.4% 49.1% 52.6% 53.8%

Accum. depreciation / Gross fixed assets n/a 43.3% 42.0% 41.0% 39.7% 38.9% 39.3%

Cash Flow Ratios

Cash flow / Total debt 
(1) 

16.6% 11.7% 11.2% 9.5% 14.8% 16.9% 15.6%

Cash flow / CAPEX 
(1)

1.38 0.94 0.86 0.87 1.50 2.29 1.27

(Cash flow - Common div) / CAPEX 
(1)

0.99 0.58 0.55 0.55 1.14 1.86 1.01

Coverage Ratios 
(2)

EBIT interest coverage 2.63 2.59 2.13 2.21 2.61 2.59 2.25

EBITDA interest coverage 4.06 4.02 3.36 3.46 3.85 3.81 3.36

Fixed-charges coverage 2.63 2.38 2.00 2.12 2.53 2.42 2.11

Earnings Quality

Operating margin 31.5% 31.1% 31.8% 31.7% 36.8% 38.2% 35.9%

Net margin  (before extras., after pfds.) 14.3% 13.5% 13.3% 12.1% 13.9% 13.2% 10.4%

Return on common equity (before extras, after prefs) 7.8% 7.5% 7.5% 6.8% 8.5% 8.5% 13.7%

Common dividend payout  (before extras.) 53.0% 54.5% 52.0% 53.8% 43.7% 45.1% 56.8%

Rate base ($ millions) n/a 169 168 165 162 165 167

Regulatory

Approved ROE (Western system) 9.89% 9.63% 9.27% 9.02% 9.45% 9.68% 9.80%

Approved ROE (Tumbler Ridge) 9.89% 9.63% 9.27% 9.02% 9.45% 9.68% 9.80%

Approved ROE (Fort St. John & Dawson Creek) 9.64% 9.38% 9.02% 8.77% 9.20% 9.43% 9.55%

Deemed common equity (Western system) 40% 40% 40% 40% 40% 40% 36%

Deemed common equity (Northeast system) 36% 36% 36% 36% 36% 36% 36%

(1) Cash flows is after preferred dividends.
(2) Before capitalized interest, allowance for funds used during construction (AFUDC), and debt amortizations.  

Operating Statistics

12 mons. Ended          For years ended December 31

Deliveries (Terajoules) March 31, 2010 2009 2008 2007 2006 2005 2004

   Residential n/a 3,221 3,210 3,213 3,066 3,135 3,279

   Commercial n/a 3,081 3,007 2,904 2,863 2,720 2,715

   Small Industrial n/a 3,066 3,049 3,234 3,484 3,576 3,736

   Large Industrial n/a 2,777 3,276 3,859 2,982 23,413 29,241

Total n/a 12,145 12,542 13,210 12,395 32,844 38,971

Customers 

   Residential n/a 33,910 33,862 34,394 34,302 34,189 34,242

   Commercial n/a 5,142 5,190 5,121 5,156 5,047 4,993

   Small Industrial n/a 58 58 55 50 55 52

   Large Industrial n/a 3 3 3 3 4 4

Total 39,113 39,113 39,573 39,511 39,295 39,291
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Rating  
 

Debt Rating Rating Action  Trend 

Secured Debentures BBB (low) Confirmed Stable 

Cumulative Redeemable Preferred Shares Pfd-3 (low) Confirmed Stable 

 

Rating History 
 

 Current 2009 2008 2007 2006 2005 

Secured Debentures BBB (low) BBB (low) BBB (low) BBB (low) BBB (low) BBB (low) 

Cumulative Redeemable 

Preferred Shares 

Pfd-3 (low) Pfd-3 (low) Pfd-3 (low) Pfd-3 (low) Pfd-3 (low) Pfd-3 (low) 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Note: 
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Rating  
 

Debt Rating Rating Action  Trend 

Secured Debentures BBB (low) Confirmed Stable 
Cumulative Redeemable Preferred Shares Pfd-3 (low) Confirmed Stable 

 
Rating Update 

 
DBRS has confirmed the Secured Debentures and Cumulative Redeemable Preferred Share ratings of Pacific 
Northern Gas Ltd. (PNG or the Company) at BBB (low) and Pfd-3 (low), respectively, both with Stable trends. 
The rating reflects PNG’s stable financial profile and the continued supportive regulatory environment in 
British Columbia (B.C.). The impact of the regulatory decision to increase the low-risk utility benchmark return 
on equity (ROE) to 9.50% and the British Columbia Utilities Commission’s (BCUC or the Commission) 
approval of PNG’s 2010 negotiated settlements continues to be positive for the Company’s financial profile. 
 
While PNG maintains a stable financial profile, it still has a higher level of business risk when compared with 
other DBRS-rated utilities. Economic conditions in PNG’s Western system remain weak, but are showing signs 
of improvement, albeit at a slow pace. Signs of economic improvement in the region include Rio Tinto Ltd.’s 
(Rio Tinto) announcement of an additional $300 million investment on preconstruction activities for the US$2.5 
billion proposed modernization of its aluminum smelter in Kitimat, B.C.; the proposed Phase 2 of a new 
container handling facility at the Port of Prince Rupert; and continued modest growth in the oil and gas sector in 
the Northeast system area.  
 
The closure of the West Fraser Kitimat paper mill in 2010 resulted in some loss of customers in the region, 
which was offset by the increase in customers in the Northeast system service area. Despite the challenges in 
the Western system area, PNG has been able to maintain a stable customer base. (Continued on page 2.) 
 
Rating Considerations 

 
Strengths  Challenges 
(1) Regulated operations provide earnings and cash 

flow stability 
(2) Supportive regulatory environment in British 

Columbia 
(3) Existence of regulatory accounts 

 (1) Economic conditions in PNG’s Western system 
remain weak, but are improving slowly 

(2) Competitiveness of natural gas versus 
alternative fuel sources. 

(3) Low return on equity for business risk profile  
 
Financial Information 

 
12 mons. Ended            For the year ended December 31

CAD Millions March 31, 2011 2010 2009 2008 2007
Fixed-charges coverage (times) 1.9 2.5 2.4 2.0 2.1
 % debt in capital structure 45% 50% 46% 47% 49%
Cash flow / Total debt (times) 19% 20% 12% 11% 10%
Cash flow / CAPEX (times) 2.4 2.5 0.9 0.9 0.9
Net income (adj. for non-recurring, after prefs) 24.2 7.9 6.3 6.2 5.4
Operating cash flow (adj. for non-recurring, after prefs) 17.0 18.8 9.0 9.0 8.0
Approved ROE (Western system) 10.15% 10.15% 9.63% 9.27% 9.02%
Approved ROE (Fort St. John/Dawson Creek) 9.90% 9.90% 9.38% 9.02% 8.77%
Approved ROE (Tumbler Ridge division) 10.15% 10.15% 9.63% 9.27% 9.02%  
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Rating Update (Continued from page 1.) 
 

In the longer term, the competitiveness of natural gas as a fuel and heating source still remains a key focus for 
PNG, especially in the Western service area; however, residential and commercial electricity rates are expected 
to rise in the near term according to BC Hydro’s Service Plan. The proposed electricity price increase and 
current low gas price environment are expected to keep PNG’s delivered natural gas rates competitive with 
electricity rates in PNG’s Western system. 
 
In March 2011, PNG completed the sale of its 50% stake in Pacific Trail Pipelines Limited Partnership (PTP) for a 
gross consideration of $30 million. The Company has declared special dividends of approximately $22 million, 
which represents all of the initial payment. A final cash payment of $20 million will be paid if the purchasers 
make a decision to proceed with the construction of the Kitimat LNG export facility in British Columbia. There 
is no guarantee that the final payment will be made. 
 
Going forward, if the net proceeds from the second payment are retained and reinvested in the Company, this 
could have a longer-term positive impact on PNG’s creditworthiness. However, the extent of any credit impact 
will depend entirely on the amounts to be retained and how they are reinvested. 
 
DBRS expects that the Company will continue to pursue expansion opportunities to diversify its business risk 
profile and increase utilization on its Western system, which both have the potential to increase PNG’s margins 
and lower the average cost of transporting gas for all customers. The Company also continues to evaluate and 
advance growth opportunities through electricity and renewable energy generation. In 2010, it acquired the 9.8 
MW McNair Creek “run of river” hydroelectric generation facility in British Columbia for $17 million. It also 
recently formed Narrows Inlet Limited Partnership with Skookum Power Corp. to undertake an investment of 
up to $2.5 million to advance the Narrows Inlet Project to the start of construction. The $190 million project 
was awarded a 30-year energy purchase agreement with British Columbia Hydro & Power Authority (BC 
Hydro) in spring 2010. If the Partnership elects to proceed with funding construction, approximately $20 
million of equity will be required from PNG. DBRS notes that there are no assurances that PNG will be 
successful in realizing value from this opportunity or any of those described in the Outlook section on page 4 of 
this report. However, it is expected that the Company will continue to take all prudent steps to manage and 
reduce its costs to remain competitive and ensure that earnings remain stable. 
 
PNG’s debt-to-capital ratio is expected to remain at approximately 50% over the medium term while its cash 
flow-to-debt and EBIT coverage metrics remain stable for the current rating. DBRS requires that PNG maintain 
a credit profile that is stronger than its peers, to offset its higher business risk profile. Furthermore, we expect 
PNG to continue to manage its dividend policy in light of its capex program and business risk profile in a way 
that preserves its financial and credit profiles. 
 
PNG’s liquidity remains adequate for the ratings, supported by three bank credit facilities totalling $55 million, 
which mature in 2012, and a $35 million five-year revolving term facility that matures in 2015.  
 
Rating Considerations Details 

 
Strengths 
(1) The Company’s regulated operations provide a degree of earnings and cash flow stability. Regulation also 
allows for the recovery (and/or remittance to customers) of variances from forecasts in prudently incurred gas 
costs. Gas cost variances are recovered over a one-year period, with price adjustments allowed on a quarterly basis. 
 
(2) The regulatory environment in British Columbia remains quite supportive, as shown by the negotiated 
settlement for PNG-West’s 2009 rates. As a result of an increase in the benchmark ROE to 9.50% by the BCUC 
in December 2009, ROEs for PNG’s Western and Northeast systems also increased to 10.15% and 
9.90%/10.15%, respectively. Negotiated settlements of the Company’s 2011 revenue requirements applications 
have been reached between PNG and customer representatives in respect of all divisions. The BCUC is 
currently reviewing the settlements.  
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(3) The BCUC allows PNG to use deferral accounts that help smooth earnings and reduce business and 
operating risks. The two main deferral accounts are: (a) Gas Cost Variance Account (GCVA), which is a 
deferral account for variances in the cost of gas (i.e., the difference between the forecast gas cost the Company 
charges its customers and the actual gas cost incurred by the Company) and (b) Rate Stabilization Adjustment 
Mechanism (RSAM), which is a deferral account for variances from forecast in deliveries for residential and 
small commercial customers. Both accounts are amortized and recovered in future rates. These deferral 
accounts do not affect cash flows and can artificially inflate interest coverage ratios over the short term (i.e., 
during periods of warmer-than-normal temperatures), but the impact is reversed as deferral balances are 
recovered.  
 
Challenges 
(1) Economic conditions in PNG’s Western system remain weak, but are showing signs of improvement, albeit 
at a slow pace. The closure of the West Fraser Kitimat paper mill in 2010 resulted in some loss of customers in 
the region; this was offset by the increase in customers in the Northeast system service area. West Fraser 
terminated its contract with PNG permanently, effective November 2010, and made a contract termination 
payment of $5.1 million which is being amortized into earnings over the remaining life of the agreement. PNG 
continues to pursue opportunities to increase capacity on the Western system. PNG’s Western service area also 
continues to experience a slow decline in population and is one of the least-populated areas in British Columbia.  
 
Signs of economic improvement in the region include Rio Tinto’s announcement of an additional $300 million 
to be spent on preconstruction activities for the US$2.5 billion proposed modernization of its aluminum smelter 
in Kitimat. Construction and project activity are expected to increase substantially in 2011 as a result of these 
new funds. PNG has started providing gas service to the construction camp that houses temporary workers for 
the project. The final schedule for completion and commissioning still requires Rio Tinto’s board approval for 
the complete project, which should be obtained in 2011.  
 
• The Port of Prince Rupert has also reported higher container traffic as it supports the Asia Pacific Gateway 

and Corridor Initiative. The proposed Phase 2 of a new container handling facility at the Port is expected to 
be completed by 2014, at an estimated cost of $600 million. This is expected to quadruple the terminal’s 
capacity and contribute to job generation, in addition to ongoing operations support.  

• PNG’s Northeast service area continues to experience modest growth in the oil and gas sector, adding to 
the Company’s customer base in that area. The Northeast area experienced a net gain of 479 customers in 
2010. 

• The proposed KSL Project, a natural gas pipeline from Summit Lake, B.C. to Kitimat, B.C. expected to 
serve the planned Kitimat LNG facility, is being developed by Apache Canada Ltd., EOG Resources 
Canada Inc. and Encana Corporation. The project is expected to bring significant economic activity to the 
region if it proceeds and also increase the throughput on PNG’s existing pipeline.  

 
(2) In the longer term, though the competitiveness of natural gas as a fuel and heating source remains a focus 
for PNG, the current natural gas price environment which is being driven by the development of shale gas plays 
in North America has made PNG’s retail rates more competitive relative to alternative heating sources, 
particularly electricity. Residential and commercial electricity rates have risen according to BC Hydro’s Service 
Plan, to more closely reflect the true cost of hydroelectricity in British Columbia, and are expected to continue 
to rise over time. Despite the impact of carbon tax on natural gas, and the closure of the West Fraser paper mill, 
PNG expects that its retail gas rates will remain relatively competitive with electricity rates. 
  
(3) Approved ROEs had generally been trending downward over the past decade, consistent with the trend in 
long-term interest rates, negatively affecting earnings, cash flows and interest coverage ratios over the period. 
However, the increase in approved 2010 ROE and negotiated settlement agreements (CAP/ROE) were positive 
for the Company’s credit profile.  
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Earnings and Outlook  
 

12 mons. Ended            For the year ended December 31
CAD Millions March 31, 2011 2010 2009 2008 2007
Net revenues (1) 51.6 51.1 46.9 46.7 45.0
EBITDA 24.6 24.7 22.7 23.5 22.3
EBIT 16.5 15.9 14.6 14.9 14.3
Gross interest expense 6.8 6.4 5.6 7.0 6.5
Net interest expense 6.8 6.4 5.6 6.9 6.7
Pre-tax income 9.7 9.5 9.0 8.0 7.6
Net income (avail. to common) 28.0 6.7 6.2 5.6 4.0
Throughput volumes (TJ) 9,793 9,487 12,145    12,542     13,210    
Approved ROE (West) 10.15% 10.15% 9.63% 9.27% 9.02%
Approved ROE (Tumbler Ridge) 10.15% 10.15% 9.63% 9.27% 9.02%
Approved ROE (Fort St. John/Dawson Creek) 9.90% 9.90% 9.38% 9.02% 8.77%
Return on average common equity 28.77% 9.00% 7.47% 7.52% 6.75%
(1) Includes amortized Methanex termination payment which ended in October 2010.

 
Summary 
• PNG’s earnings improved year-over-year mainly due to higher weighted average allowed return on deemed 

common equity (ROE) of 10.1%, up from 9.58% in 2009; the 5% increase in the equity component for the 
Western service area and the inclusion of revenue from the McNair operations. 

• Net income for the 12 months ended March 31, 2011, increased significantly as a result of the $21.5 million 
after-tax proceeds received from the sale of the Company’s interest in the Kitimat to Summit Lake Looping 
Project KSL project. In March 2011, PNG completed the sale of its stake in PTP and received the first cash 
payment of $30 million. The final cash payment of $20 million will be paid if the purchasers make a 
decision to proceed with the construction of the Kitimat LNG export facility in British Columbia. There is 
no guarantee that the final payment will be made. 

• PNG’s customer base remained stable in 2010 despite the closure of the West Fraser mill. However, deliveries 
to large industrial customers were 36% lower in 2010 than in 2009, due mainly to the closure of the West 
Fraser mill. West Fraser accounted for about 2.2% of PNG’s total revenue. Small industrial deliveries were 
also lower due to reduced consumption levels among small industrial customers in the forestry sector. 

• The Company’s natural gas distribution business is very seasonal, with a substantial portion of its gas sales 
used for space heating, resulting in PNG earning more in the first and fourth quarters of the year. 

• Gross interest expense increased due to higher draws on the Company’s five-year revolving term facility to 
fund the acquisition of the 9.8 MW McNair Creek “run of river” hydroelectric generation facility. 

 
Outlook 
• PNG’s EBITDA and EBIT, excluding the impact of the one-time payment, are expected to increase 

modestly over the near to medium term as a result of higher approved ROE in both service areas.  
• DBRS expects the Company will continue to pursue expansion opportunities to increase the utilization 

rates on its Western system, which has the potential to increase PNG’s margins. In that light, PNG has 
received option fees of $4.5 million from LNG Partners to secure the exclusive option under an approved 
transportation service agreement until the end of June 2011 to contract for firm gas transportation for two to 
five years, with a right to renew for three additional five-year terms. LNG Partners may extend the option 
period by up to two further six-month periods, with payment of $1 million for each extension.  

• Furthermore, as part of the sale of the stake in PTP, PNG and the PTP buyers (Apache Canada Ltd (Apache 
Canada) and EOG Resources Canada Inc.) reached a 20-year transportation services agreement that would 
increase the utilization of PNG’s currently under-utilized pipeline if the Kitimat LNG facility and PTP were 
to proceed (and LNG Partners does not exercise its option on this capacity). If this were to occur, it will 
increase the utilization capacity and reduce customer rates in PNG’s Western service area, making rates 
more competitive. Apache Canada also agreed to engage PNG as the operator of the PTP pipeline for an 
initial term of seven years. Services under the agreement would commence with commercialization of the 
Kitimat LNG facility, which is expected to occur in 2015. 
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• In pursuit of its renewable energy strategy, PNG also recently formed Narrows Inlet Limited Partnership 
with Skookum Power Corp. to undertake an investment of up to $2.5 million to advance the Narrows Inlet 
Project to the start of construction. The $190 million project was awarded a 30-year energy purchase 
agreement with BC Hydro in spring 2010. If the Partnership elects to proceed with funding construction, 
approximately $20 million of equity will be required from PNG. 

• DBRS expects that the Company will continue to take all prudent steps to manage and reduce its costs to 
remain competitive and, as such, expects earnings to remain stable. 

 
Financial Profile 

 
12 mons. Ended            For the year ended December 31

CAD Millions March 31, 2011 2010 2009 2008 2007
EBITDA 24.6 24.7 22.7 23.5 22.3
   Net income before extras, after prefs 8.1 7.9 6.3 6.2 5.4
   Depreciation & amortization 8.2 8.7 8.2 8.7 8.2
   Amort. of termination payment deferral (0.6)                  (0.1)         (5.5)         (6.6)         (4.6)         
   Deferred income taxes 0.6 1.6 0.1 0.9 (1.0)
   Other recurring non-cash adj. 0.6 0.8 (0.2) (0.3) 0.0
Operating Cash Flow 17.0 18.8 9.0 9.0 8.0
   Capital expenditures (7.2) (7.4) (9.6) (10.4) (9.2)
   Common dividends (4.4) (4.1) (3.4) (3.2) (2.9)
Free Cash Flow Before W/C 5.4 7.3 (4.1) (4.6) (4.1)
   Working capital changes (1.3) (8.2) 9.7 8.1 (9.6)
Net Free Cash Flow 4.2 (0.9) 5.6 3.5 (13.7)
   Adjustment for non-recurring 26.1                  (1.1)         (0.1)         (0.6)         (1.4)         
Special Dividends (11.0) -            -            -            -            
Acquisitions/Dispositions (8.0)                  (8.0)         -            -            -            
   Deferrals 0.1 0.2 0.0 1.1 1.2
   Net debt financing 4.2 9.2 (2.9) (4.2) 2.8
   Net common equity financing 2.4 1.0 (1.7) 0.0 0.3
Net change in cash 17.9 0.4 0.9 (0.2) (10.8)

Fixed-charges coverage (times) 2.42 2.49 2.38 2.00 2.12
EBIT interest coverage (1) 2.42 2.49 2.59 2.13 2.21
EBITDA interest coverage (1) 3.61 3.85 4.02 3.36 3.46
 Cash flow / Total debt (2) 18.8% 19.6% 11.7% 11.2% 9.5%
 % debt in capital structure 45.0% 50.4% 46.0% 47.4% 49.4%
 Cash flow / CAPEX (2) 2.37 2.54 0.94 0.86 0.87
(1) Before capitalized interest, allowance for funds used during construction (AFUDC), and debt amortizations.  
(2) Cash flows is after preferred dividends.  
 
Summary 
• PNG’s cash flow from operations increased in 2010 over 2009 as a result of the increase in ROE and the 

West Fraser contract termination payment of $5.1 million received in December 2010. The payment is 
expected to be amortized into earnings over the remaining life of the agreement (which ends in 2013), 
similar to the treatment of the Methanex termination payment. 

• The Company declared a special dividend in March 2011, which represented approximately $11 million of 
the net proceeds of the sale of its stake in PTP. 

• Capex was 20% lower in 2010 compared with 2009, and 14% below the average level over the past five 
years. Most of the expenditure occurred in the Northeast service area, reflecting continued economic 
activity in the area.  

• Although the Company’s debt-to-capital ratio increased to 50% in 2010 from 46% in 2009 as a result of the 
hydroelectric generation acquisition, its credit metrics remain in line with the current ratings.  

 

Outlook 
• Capex for 2010 is estimated at approximately $7.4 million and will be directed primarily toward the 

installation of distribution mains and services in the Northeast system, as well as transmission mainline 
rehabilitation in the Western system. The Company is also expected to spend up to $2.5 million on its 
renewable energy initiatives during 2011 and part of 2012. 
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• DBRS expects the Company’s customer base to remain stable in the near to medium term as economic 
activity starts to pick up in the Western system service area from projects like Rio Tinto’s $2.5 billion 
modernization of its aluminium smelter; expansion of the container handling facility at the Port of Prince 
Rupert and continued growth in the Company’s Northeast system service area from the oil and gas sector. 

• We also expect continued regulatory support from the BCUC, as PNG seeks the regulator’s approval to 
recover the future loss of margins from the termination of the West Fraser contract through standard rate 
applications to the Commission. DBRS notes that the increases being sought in gas delivery rates are not as 
significant as those sought under the Methanex application. PNG’s customer overall rates continue to 
benefit from the continued low gas price environment. 

• PNG’s debt-to-capital ratio is expected to remain at approximately 50% over the medium term while its 
cash flow-to-debt and EBIT coverage metrics remain stable for the current rating. DBRS requires that PNG 
maintain a credit profile that is stronger than its peers, to offset its higher business risk profile.  

• While PNG does not have a stated dividend policy and has increased its dividend since 2009, DBRS 
expects PNG to continue to manage its dividend policy in light of its capex program and business risk 
profile in a way that preserves its financial and credit profiles. 

• The $22 million in total special dividend payments have no impact on PNG’s credit ratings and was 
consistent with the existing capital structure. Going forward, if the second payment ($20 million) is 
received and a significant amount of the net proceeds is retained and reinvested in the Company, this could 
have a longer-term positive impact on PNG’s creditworthiness. However, the extent of any credit impact 
will depend entirely on the amounts to be retained and how they are reinvested.  

 
Debt and Liquidity 

 

 

Interest Amount  Principal Repayment ($MM)
Rate ($MM)

2011 Series Debenture due Dec. 13, 2011 10.75% 5.0 2011 8.2
5 year Revolver due Jan. 30, 2015 (floating rate) 4.37% 16.0 2012 3.2
RoyNat Debentures due 2017 (floating rate) 3.69% 14.6 2013 3.3
2018 Series Debenture due Nov. 15, 2018 8.75% 12.8 2014 3.7
2025 Series Debenture due July 18, 2025 9.30% 16.5 2015 19.7
2027 Series Debenture due Dec. 2, 2027 6.90% 17.5 Thereafter 53.5
2024 CFI Debenture due Nov. 1, 2024 (non-recourse) 7.39% 9.2 Total 91.6
Total 91.6

Long-term Secured Debt and Principal Repayment as of December 31, 2010

 
Summary of Debt 
• PNG has credit facilities that include a $25 million bank operating facility, two risk management facilities 

each secured by the pledge of a $20 million debenture issued by the Company, and a $35 million committed 
five-year revolving term facility that matures on January 30, 2015. The bank operating facility has a term of 
18 months and expires on May 28, 2012, of which $3.8 million was outstanding at the end of March 2011. 

• The borrowing base restriction under the operating facility was removed in November 2010, such that the 
$25 million is available to the Company at all times subject to a requirement that borrowings be reduced to 
zero for 30 days each calendar year. The financial covenant under the facility requires that PNG’s debt-to-
capitalization ratio not exceed 65% or approximately the same level currently approved by the BCUC. 

• The revolving term loan is secured by a pledge of a demand debenture of $35 million issued under a 
supplemental indenture to PNG’s Trust Deed. It also contains a financial covenant requiring the Company’s 
debt-to-capitalization ratio not to exceed 65% and, if the Company’s secured debt rating is less than BBB 
(low) or the Company has no debt rating, the Company must maintain an interest coverage of 2.0 times or 
higher using earnings before interest and income taxes.  

• PNG’s long-term maturities are well spread out, with ample liquidity required to meet scheduled debt 
repayments. Under the revolving term facility, $16 million was outstanding at the end of March 2011. 
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Regulation 
 

PNG is regulated by the BCUC, based on a cost of service/rate of return methodology. The approved 2010 ROE 
and common equity component for the Company’s three service areas are as follows: These are expected to 
remain the same for 2011.  
 

2010
Western system
Rate base $133.1 mm
Common equity component 45%
Allowed return on common equity 10.15%

Fort St. John/Dawson Creek
Rate base $39.2 mm
Common equity component 40%
Allowed return on common equity 9.90%

Tumbler Ridge division
Rate base $2.2 mm
Common equity component 40%
Allowed return on common equity 10.15%  
 
• Negotiated settlements of the Company’s 2011 revenue requirements applications were reached in April 

2011 between the Company and customer representatives for all divisions. The BCUC is currently 
reviewing the settlements and the Company expects a decision shortly.  

 
• The regulatory environment remains quite supportive, and the uncertainty associated with rate hearings is 

minimized by various approved adjustment mechanisms including:  
− A forward-looking test year that is used in the rate-setting process. 
− Deferral accounts for both large industrial customers and residential/small customers with respect to 

variances in actual sales relative to forecast sales used in the Company’s revenue requirement 
application.  
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Pacific Northern Gas Ltd.

Balance Sheet
($ millions) March 31     As at December 31 March 31 As at December
Assets 2011 2010 2009   Liabilities and Equity 2011 2010 2009
Cash 18.1 1.3 1.5   Payables,accr'ds,deferals 23.7         22.5         26.2          
Receivables 24.9 28.8 22.8   Derivative instruments 3.1           5.7           4.3            
Inventories 0.9 0.8 1.1   Short-term debt -             4.8           2.6            
Prepaid expenses 1.8 2.8 3.3   L.t. debt due 1 year 8.2           8.2           2.8            
Current Assets 45.6 33.6 28.6   Current Liabilities 35.0         41.2         35.9          
Net fixed assets 197.0 196.2 178.4   Deferreds & other 30.4         31.6         22.1          
Deactivated assets 0.0 0.0 0.0   Long-term debt 82.4         82.8         71.8          
Gas cost variance & rate stabilization 14.0 17.7 11.4   Preferred shares 5.0           5.0           5.0            
Deferred charges and other 1.8 2.5 1.8   Shareholders' equity 105.7       89.3         85.4          
Total 258.4 249.9 220.2   Total 258.4       249.9       220.2        

12 mons. Ended For the year ended December 31
Liquidity & Leverage Ratios March 31, 2011 2010 2009 2008 2007 2006
Current ratio 1.31 0.82 0.80 0.84 0.91 0.98
Debt / EBITDA 3.69 3.88 3.40 3.40 3.76 3.15
% debt in capital structure 45.0% 50.4% 46.0% 47.4% 49.4% 49.1%
Accum. depreciation / Gross fixed assets n/a n/a 43.3% 42.0% 41.0% 39.7%

Cash Flow Ratios
Cash flow / Total debt (1) 18.8% 19.6% 11.7% 11.2% 9.5% 14.8%
Cash flow / CAPEX (1) 2.37 2.54 0.94 0.86 0.87 1.50
(Cash flow - Common div) / CAPEX (1) 0.22 1.98 0.58 0.55 0.55 1.14

Coverage Ratios (2)

EBIT interest coverage 2.42 2.49 2.59 2.13 2.21 2.61
EBITDA interest coverage 3.61 3.85 4.02 3.36 3.46 3.85
Fixed-charges coverage 2.42 2.49 2.38 2.00 2.12 2.53

Earnings Quality
Operating margin 31.9% 31.2% 31.1% 31.8% 31.7% 36.8%
Net margin  (before extras., after pfds.) 54.4% 15.4% 13.5% 13.3% 12.1% 13.9%
Return on common equity (before extras, after prefs) 28.8% 9.0% 7.5% 7.5% 6.8% 16.7%
Common dividend payout  (before extras.) 55.0% 52.2% 54.5% 52.0% 53.8% 43.7%
Rate base ($ millions) 170 169 168 165 162

Regulatory
Approved ROE (Western system) 10.15% 10.15% 9.63% 9.27% 9.02% 9.45%
Approved ROE (Tumbler Ridge) 10.15% 10.15% 9.63% 9.27% 9.02% 9.45%
Approved ROE (Fort St. John & Dawson Creek) 9.90% 9.90% 9.38% 9.02% 8.77% 9.20%
Deemed common equity (Western system) 45% 45% 40% 40% 40% 40%
Deemed common equity (Northeast system) 40% 40% 36% 36% 36% 36%

(1) Cash flows is after preferred dividends.
(2) Before capitalized interest, allowance for funds used during construction (AFUDC), and debt amortizations.   
 
Operating Statistics

12 mons. Ended          For years ended December 31
Deliveries (Terajoules) March 31, 2011 2010 2009 2008 2007 2006
   Residential 3,061 2,858 3,221 3,210 3,213 3,066
   Commercial 2,911 2,704 3,081 3,007 2,904 2,863
   Small Industrial 2,858 2,747 3,066 3,049 3,234 3,484
   Large Industrial 963 1,178 2,777 3,276 3,859 2,982
Total 9,793 9,487 12,145 12,542 13,210 12,395

Customers 
   Residential na 34163 33910 33862 34394 34,302
   Commercial na 5181 5142 5190 5121 5,156
   Small Industrial na 59 58 58 55 50
   Large Industrial na 2 3 3 3 3
Total na 39,405 39,113 39,113 39,573 39,511  
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The Company 

Pacific Northern Gas Ltd. 

(PNG) is a regulated 

utility involved in 

natural gas 

transportation and 

distribution in west-

central and north-

eastern British 

Columbia. It is a wholly 

owned subsidiary of 

AltaGas Utility Holdings 

(Pacific) Inc. and is 

indirectly owned by 

AltaGas. PNG serves 

approximately 40,000 

residential, commercial 

and industrial 

customers. 

 

Recent Actions 

October 31, 2011 

DBRS Places Pacific 

Northern Gas Under 

Review with Developing 

Implications  

 

 

Pacific Northern Gas Ltd. 
 

Rating  
 

Debt Rating Rating Action  Trend 

Secured Debentures BBB (low) Confirmed Stable 

 

Rating Update 
 

DBRS has removed the Secured Debentures rating of Pacific Northern Gas Ltd. (PNG or the Company) from 

Under Review with Developing Implications, where it was placed on October 31, 2011, following the close of 

its acquisition by AltaGas (rated BBB and Pfd-3 with Stable trends) for $230 million in December 2011. At the 

same time, the rating has been confirmed at BBB (low) with a Stable trend. 

 

The confirmation reflects DBRS’s view that PNG will continue to maintain a conservative capital structure and 

financial profile, driven by its stable regulated operations and continued supportive regulatory environment in 

British Columbia (B.C.). PNG’s debt-to-capital ratio is expected to remain at approximately 50% over the 

medium term (more conservative than the regulated deemed capital structure), while its cash flow-to-debt and 

EBIT coverage metrics remain stable for the current rating. DBRS requires that PNG maintains a credit profile 

that is stronger than its peers to offset its higher business risk profile in order to maintain its investment-grade 

ratings. Furthermore, we expect PNG to continue to manage its dividend policy in light of its business risk 

profile in a way that preserves its financial and credit profiles. 

  

While economic conditions in PNG’s Western system continue to show signs of growth, DBRS continues to 

assess the pace and magnitude of the various economic projects announced to date. If announced projects 

(approximately $7.5 billion) proceed as expected, significant economic activity will be experienced in PNG’s 

service territories. In the longer term, the competitiveness of natural gas as a fuel and heating source still 

remains a key focus for PNG, especially in the Western service area. At present, the current natural gas price 

environment, which is being driven by the development of shale gas plays in North America, has made PNG’s 

retail rates more competitive relative to alternative heating sources, particularly electricity. 

 

PNG’s liquidity remains adequate for the ratings, supported by three bank credit facilities totalling $55 million, 

which mature in 2012, and a $35 million five-year revolving term facility that matures in 2015.  
 

Rating Considerations 
 

Strengths  Challenges 

(1) Strong financial profile 

(2) Supportive regulatory environment in B.C. 

(3) Existence of regulatory accounts 

(4) Strong sponsorship in AltaGas 

 (1) Economic conditions in PNG’s Western system  

(2) Competitiveness of natural gas versus 

electricity 

(3) Potential for lower return on equity  

 

Financial Information 
 

           For the year ended December 31

CAD Millions 2011 2010 2009 2008 2007

Fixed-charges coverage (times) 1.4 2.3 2.4 2.0 2.1

 % debt in capital structure 51% 50% 46% 47% 49%

Cash flow / Total debt (times) 13% 19% 12% 11% 10%

Cash flow / CAPEX (times) 1.3 2.6 0.9 0.9 0.9

Net income (adj. for non-recurring, after prefs) 6.7 7.1 6.3 6.2 5.4

Operating cash flow (adj. for non-recurring, after prefs) 12.6 17.9 9.0 9.0 8.0

Approved ROE (Western system) 10.15% 10.15% 9.63% 9.27% 9.02%

Approved ROE (Fort St. John/Dawson Creek) 9.90% 9.90% 9.38% 9.02% 8.77%

Approved ROE (Tumbler Ridge division) 10.15% 10.15% 9.63% 9.27% 9.02%  
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Rating Considerations Details 
 

Strengths 

(1) Strong financial profile: The Company’s regulated operations provide earnings and cash flow stability, 

enabling PNG to maintain a stable financial profile. 

 

(2) Supportive regulatory environment in B.C.: The regulatory environment in B.C. remains quite 

supportive. Currently, PNG’s Western and Northeast systems have a return on equity (ROE) of 10.15% and 

9.90%/10.15%, respectively. This is based on the benchmark ROE of 9.50% set by the British Columbia 

Utilities Commission (BCUC), which will be reviewed this year.  

 

(3) Existence of regulatory accounts: The BCUC allows PNG to use deferral accounts that help smooth 

earnings and reduce business and operating risks. The two main deferral accounts are (a) the Gas Cost Variance 

Account (GCVA), which is a deferral account for variances in the cost of gas (i.e., the difference between the 

forecast gas cost the Company charges its customers and the actual gas cost incurred by the Company) and 

(b) the Rate Stabilization Adjustment Mechanism (RSAM), which is a deferral account for variances from 

forecast in deliveries for residential and small commercial customers. Both accounts are amortized and 

recovered in future rates. These deferral accounts do not affect cash flows and can artificially inflate interest 

coverage ratios over the short term (i.e., during periods of warmer-than-normal temperatures), but the impact is 

reversed as deferral balances are recovered.  

 
(4) Strong sponsorship: PNG is now owned by AltaGas, which has a stronger business risk profile and is more 

diversified than PNG. It is expected that AltaGas would provide the necessary financial support needed to PNG.  

 

Challenges 
(1) Economic conditions in PNG’s Western system: While economic conditions in PNG’s Western system 

continue to show signs of growth, DBRS continues to assess the pace and magnitude of the various economic projects 

announced to date. These projects (listed below) are expected to drive the region’s economic future. PNG’s Western 

service area also continues to experience a slow decline in population and is one of the least-populated areas in B.C.  

 

(2) Competitiveness of natural gas versus electricity: In the longer term, though the competitiveness of 

natural gas as a fuel and heating source remains a focus for PNG, the current natural gas price environment, 

which is being driven by the development of shale gas plays in North America, has made PNG’s retail rates 

more competitive relative to alternative heating sources, particularly electricity. Residential and commercial 

electricity rates have risen, according to British Columbia Hydro & Power Authority’s (BC Hydro) Service Plan, 

to more closely reflect the true cost of hydroelectricity in B.C. These electricity rates are expected to continue to 

rise over time. PNG continues to monitor the competitiveness of its rate on an ongoing basis and is prepared to 

address the situation promptly should an increase in gas prices result in non-competitive bundled gas rates. 

 

(3) Potential for lower return on equity: PNG’s current approved 2011 ROE remains higher than the BCUC 

benchmark ROE due to the Company’s higher business risk profile. Though the recent 2012 revenue 

requirement application put forward by PNG recommends that the current ROE and deemed common equity 

thickness remain unchanged, the likelihood of this trending downwards is high, which could impact earnings, 

cash flows and interest coverage ratios.  

 

Major Economic Projects Announced in Northwest B.C. 

 Rio Tinto’s USD 2.7 billion proposed modernization of its aluminum smelter in Kitimat, B.C., received board 

approval in December 2011 and is expected to be completed in 2014. The smelter has been a major catalyst 

for the economic development of northwest B.C. 

 The Port of Prince Rupert continues to report high container traffic as it supports the Asia-Pacific Gateway 

and Corridor Initiative. The proposed Phase 2 of a new container handling facility at the Port is expected to be 

completed by 2014, at an estimated cost of $600 million. This is expected to quadruple the terminal’s capacity 

and contribute to job generation, in addition to ongoing operations support.  
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 BC Hydro’s proposed $404 million Northwest Transmission Line is expected to be completed in the spring of 

2014. 

 The proposed KSL Project, a natural gas pipeline from Summit Lake, B.C. to Kitimat, expected to serve the 

planned Kitimat liquefied natural gas (LNG) facility, is being developed by Apache Canada Ltd., EOG 

Resources Canada Inc. and Encana Corporation. The project is expected to bring significant economic 

activity to the region if it proceeds and also increase the throughput on PNG’s existing pipeline.  

 PNG’s Northeast service area continues to experience modest growth in the oil and gas sector (development 

of shale gas). 

 

Earnings and Outlook  
 

           For the year ended December 31

CAD Millions 2011* 2010 2009 2008 2007

Net revenues 
(1)

49.4 51.1 46.9 46.7 45.0

EBITDA 16.1 24.7 22.7 23.5 22.3

EBIT 10.5 15.9 14.6 14.9 14.3

Gross interest expense 7.0 6.4 5.6 7.0 6.5

Net interest expense 6.8 6.4 5.6 6.9 6.7

Pre-tax income 3.7 9.5 9.0 8.0 7.6

Net income before extraordinary items 6.7 7.1 6.3 6.2 5.4

Net income (avail. to common) 23.9 6.7 6.2 5.6 4.0

Throughput volumes (TJ) 9,408      9,487      12,145  12,542    13,210       

Approved ROE (West) 10.15% 10.15% 9.63% 9.27% 9.02%

Approved ROE (Tumbler Ridge) 10.15% 10.15% 9.63% 9.27% 9.02%

Approved ROE (Fort St. John/Dawson Creek) 9.90% 9.90% 9.38% 9.02% 8.77%

Return on average common equity 7.38% 8.15% 7.47% 7.52% 6.75%

*EBITDA and EBIT includes one-time acquisition and restructuring costs. After-tax sales transaction costs were $3.7 million 

(1) Includes amortized Methanex termination payment which ended in October 2010.  
 

Summary 

 PNG’s net income before extraordinary items has remained relatively stable year over year due to higher 

weighted-average allowed ROE and a modest increase in rate base. 

 Net income for 2011 increased significantly as a result of the $21.5 million after-tax proceeds received from 

the sale of the Company’s interest in the Kitimat to Summit Lake Looping (KSL) Project. In March 2011, 

PNG completed the sale of its stake in Pacific Trail Pipelines (PTP) and received the first cash payment of 

$30 million. The final cash payment of $20 million will be paid if the purchasers make a decision to proceed 

with the construction of the Kitimat LNG export facility in B.C. There is no guarantee that the final payment 

will be made. 

 

Outlook 

 PNG’s EBITDA and EBIT, excluding the impact of the one-time payment associated with the acquisition and 

restructuring on the sale of the Company to AltaGas, are expected to increase modestly over the near to 

medium term as a result of a modest increase in its rate base.  

 DBRS expects that the Company will continue to pursue expansion opportunities to increase the utilization 

rates on its Western system, which has the potential to increase PNG’s margins. In that light, PNG has 

received option fees of $6.5 million from LNG Partners to secure the exclusive option under an approved 

transportation service agreement until June 30, 2012, to contract for firm gas transportation capacity for a 

two- to five-year primary term, with a right to renew for three additional five-year terms.. 

 Furthermore, as part of the sale of the stake in PTP, PNG and the PTP buyers (Apache Canada Ltd. (Apache 

Canada), EOG Resources Canada Inc. and Encana Corp.) reached a 20-year transportation services agreement 

that would increase the utilization of PNG’s currently under-utilized pipeline if the Kitimat LNG facility and 

PTP were to proceed (and LNG Partners does not exercise its option on this capacity). If this were to occur, it 

would increase the utilization capacity and reduce customer rates in PNG’s Western service area, making 
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rates more competitive. Apache Canada also agreed to engage PNG as the operator of the PTP pipeline for an 

initial term of seven years. Services under the agreement would commence with commercialization of the 

Kitimat LNG facility, which is expected to occur in 2015. The National Energy Board (NEB) granted PTP a 

20-year export license for the proposed LNG project in October 2011. This was the final major regulatory 

authorization needed for the project to proceed. 

 In pursuit of its renewable energy strategy, PNG also recently formed Narrows Inlet Limited Partnership (the 

Partnership) with Skookum Power Corp. to undertake an investment of up to $2.5 million to advance the 

Narrows Inlet Project to the start of construction. The $190 million project was awarded a 30-year energy 

purchase agreement with BC Hydro in the spring of 2010. If the Partnership elects to proceed with funding 

construction, approximately $20 million of equity will be required from PNG. PNG has only invested 

$2.4 million to date. DBRS believes PNG’s new owner, AltaGas, has the financial capacity to provide the 

equity required if it decides to go ahead with the project.  

 DBRS expects that the Company will continue to take all prudent steps to manage and reduce its costs to 

remain competitive and, as such, expects earnings to remain stable. 

 

Financial Profile 
 

           For the year ended December 31

CAD Millions 2011 2010 2009 2008 2007

EBITDA 16.1 24.7 22.7 23.5 22.3

   Net income before extras, after prefs 6.7 7.1 6.3 6.2 5.4

   Depreciation & amortization 5.6 8.8 8.2 8.7 8.2

   Amort. of termination payment deferral (1.7)         (0.1)        (5.5)       (6.6)         (4.6)            

   Deferred income taxes 0.8 1.5 0.1 0.9 (1.0)

   Other recurring non-cash adj. 1.2 0.7 (0.2) (0.3) 0.0

Operating Cash Flow 12.6 17.9 9.0 9.0 8.0

   Capital expenditures (9.7) (6.9) (9.6) (10.4) (9.2)

   Common dividends (4.5) (4.1) (3.4) (3.2) (2.9)

Free Cash Flow Before W/C (1.6) 6.9 (4.1) (4.6) (4.1)

   Working capital changes 2.0 (8.2) 9.7 8.1 (9.6)

Net Free Cash Flow 0.4 (1.3) 5.6 3.5 (13.7)

   Adjustment for non-recurring 20.9        (0.4)        (0.1)       (0.6)         (1.4)            

Special Dividends (22.6)       -           -          -            -               

Acquisitions/Dispositions -            (8.0)        -          -            -               

   Deferrals (0.4) 0.2 0.0 1.1 1.2

   Net debt financing 2.2 9.2 (2.9) (4.2) 2.8

   Net common equity financing (0.2) 0.9 (1.7) 0.0 0.3

Net change in cash 0.3 0.5 0.9 (0.2) (10.8)

Fixed-charges coverage (times) 1.44 2.32 2.38 2.00 2.12

EBIT interest coverage (1) 1.51 2.49 2.59 2.13 2.21

EBITDA interest coverage (1) 2.32 3.85 4.02 3.36 3.46

 Cash flow / Total debt 
(2) 

12.9% 18.7% 11.7% 11.2% 9.5%

 % debt in capital structure 50.5% 50.4% 46.0% 47.4% 49.4%

 Cash flow / CAPEX 
(2)

1.30 2.59 0.94 0.86 0.87

(1) Before capitalized interest, allowance for funds used during construction (AFUDC), and debt amortizations.  

(2) Cash flows is after preferred dividends.  
 

Summary 

 Though PNG’s cash flow from operations remained strong for 2011, it remained insufficient to cover capex 

and regular dividend payments. Cash flow from operations was lower in 2011 compared to 2010 as a result of 

the lower cost of service in 2011 as a result of lower depreciation expense and lower electricity sales.  
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 The Company declared two special dividends in 2011, which represented approximately $22.6 million of the 

net proceeds of the sale of its stake in PTP. While PNG does not have a stated dividend policy and has 

increased its dividend steadily since 2009, DBRS expects PNG to continue to manage its dividend policy in 

light of its capex program and business risk profile in a way that preserves its financial and credit profiles. 

 Capex has remained relatively stable at approximately $9 million over the past five years 

 The Company’s credit ratios remain in line with its business risk profile and assigned rating category.  

 

Outlook 
DBRS expects the Company’s customer base to remain stable in the near to medium term as economic 

activity starts to pick up in the Western system service area from projects such as Rio Tinto’s $2.7 billion 

modernization of its aluminum smelter, expansion of the container handling facility at the Port of Prince 

Rupert and continued growth in the Company’s Northeast system service area from the oil and gas sector. 

 According to the Company’s 2012 revenue requirement application, capex for 2012 is estimated at 

approximately $8.4 million for both the Western and Northeast systems, which are expected to be funded 

with cash flow from operations and draws on its debt facilities. 

 PNG’s debt-to-capital ratio is expected to remain at approximately 50% over the medium term, while its cash 

flow-to-debt and EBIT coverage metrics remain stable for the current rating. DBRS requires that PNG 

maintain a credit profile that is stronger than its peers to offset its higher business risk profile.  

 

Debt and Liquidity 
 

 

 

Interest Amount  Principal Repayment ($MM)

Rate ($MM)

5 year Revolver due Jan. 30, 2015 (floating rate) 4.37% 20.0 2012 3.2

RoyNat Debentures due 2017 (floating rate) 3.69% 13.4 2013 3.3

2018 Series Debenture due Nov. 15, 2018 8.75% 12.2 2014 3.7

2025 Series Debenture due July 18, 2025 9.30% 16.0 2015 23.7

2027 Series Debenture due Dec. 2, 2027 6.90% 17.0 2016 3.8

2024 CFI Debenture due Nov. 1, 2024 (limited recourse) 7.39% 8.8 Thereafter 49.7

Total 87.4 Total 87.4

Long-term Secured Debt and Principal Repayment as of  December 31,  2011

 
Summary of Debt 

 DBRS believes that PNG has ample liquidity to meet its financial obligations as they come due.  

 PNG repaid the $5 million 10.75% 2011 Series Debenture due December 13, 2011, by utilizing its revolving term 

facility.  

 PNG has credit facilities that include a $25 million bank operating facility, two risk management facilities each 

secured by the pledge of a $20 million debenture issued by the Company that matures on July 21, 2012, and a 

$35 million committed five-year revolving term facility that matures on January 30, 2015. The five-year 

revolver had $20 million outstanding at the end of December 2011. 

 The bank operating facility, of which $11 million was outstanding at the end of 2011, has a term of 18 months 

and expires on May 28, 2012.  

 The financial covenant under the operating facility requires that PNG’s debt-to-capitalization ratio not exceed 

65%, or approximately the same level currently approved by the BCUC, and that borrowings be reduced to 

zero for 30 days each calendar year.  

 The revolving term loan is secured by a pledge of a demand debenture of $35 million issued under a 

supplemental indenture to PNG’s Trust Deed. It also contains a financial covenant requiring that the 

Company’s debt-to-capitalization ratio not exceed 65% and, if the Company’s secured debt rating is less than 

BBB (low) or the Company has no debt rating, the Company must maintain an interest coverage of 2.0 times 

or higher using earnings before interest and income taxes. One risk management facility has an additional 

covenant which requires the Company to maintain minimum interest coverage of 1.5 times. 

 PNG redeemed all of its outstanding 6.75% Cumulative Redeemable Preferred Shares on February 27, 2012, 

for an aggregate redemption price equal to $5.25 million. 
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Regulation 
 

PNG is regulated by the BCUC, based on a cost of service/rate of return methodology. The approved 2011 ROE 

and common equity component for the Company’s three service areas are as follows:  

2011

Western system

Rate base (mid-year) $130.8 mm

Common equity component 45%

Allowed return on common equity 10.15%

Fort St. John/Dawson Creek

Rate base (mid-year) $41.1 mm

Common equity component 40%

Allowed return on common equity 9.90%

Tumbler Ridge division

Rate base (mid-year) $2.3 mm

Common equity component 40%

Allowed return on common equity 10.15%

Source: 2012 Revenue Requirement Application to the BCUC  
 In November 2011, PNG submitted its 2012 revenue requirement application to the BCUC seeking a modest 

increase in its rates effective January 1, 2012. The BCUC is currently reviewing the application. Negotiated 

settlements of the Company’s 2011 revenue requirement applications were reached in April 2011 between the 

Company and customer representatives for all divisions. 

 PNG is requesting that the capital structure and ROE for its Western and Northeast systems remain 

unchanged from 2011. Deferral accounts for both large industrial customers and residential/small customers 

with respect to variances in actual sales relative to forecast sales are expected to remain unchanged. 

 The BCUC intends to conduct a Generic Cost of Capital Proceeding with the intention of reviewing the 

following: 

- The appropriate cost of capital for a benchmark low-risk utility. 

- Establishing a return on equity automatic adjustment mechanism. 

- Establishing a deemed capital structure and deemed cost of capital methodology, particularly for those 

utilities without third-party debt.  

 The Commission stated that, since the issuance of the 2009 Capital Structure Decision, changes have occurred 

in the financial markets and, as such, a review is now appropriate.  

 Though DBRS continues to view the regulatory environment as supportive, the review could have an impact 

on PNG’s future earnings and cash flow.  
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Pacific Northern Gas Ltd.

Balance Sheet

($ millions)     As at December 31 As at December 31

Assets 2011 2010 2009   Liabilities and Equity 2011 2010 2009

Cash 1.5 1.3 1.5   Payables,accr'ds,deferals 22.7         22.5          26.2          

Receivables 24.4 28.8 22.8   Derivative instruments 4.7           5.7            4.3            

Inventories 0.9 0.8 1.1   Short-term debt 11.3         4.8            2.6            

Prepaid expenses 1.4 2.8 3.3   L.t. debt due 1 year 3.2           8.2            2.8            

Current Assets 28.3 33.6 28.6   Current Liabilities 41.9         41.2          35.9          

Net fixed assets 200.4 196.2 178.4   Deferreds & other 30.3         31.6          22.1          

Deactivated assets 0.0 0.0 0.0   Long-term debt 83.6         82.8          71.8          

Gas cost variance & rate stabilization 16.4 17.7 11.4   Preferred shares -            5.0            5.0            

Deferred charges and other 1.8 2.5 1.8   Shareholders' equity 91.1         89.3          85.4          

Total 246.9 249.9 220.2   Total 246.9       249.9        220.2        

For the year ended December 31

Liquidity & Leverage Ratios 2011 2010 2009 2008 2007 2006

Current ratio 0.68 0.82 0.80 0.84 0.91 0.98

Debt / EBITDA 6.09 3.88 3.40 3.40 3.76 3.15

% debt in capital structure 50.5% 50.4% 46.0% 47.4% 49.4% 49.1%

Accum. depreciation / Gross fixed assets n/a n/a 43.3% 42.0% 41.0% 39.7%

Cash Flow Ratios

Cash flow / Total debt 
(1) 

12.9% 18.7% 11.7% 11.2% 9.5% 14.8%

Cash flow / CAPEX 
(1)

1.30 2.59 0.94 0.86 0.87 1.50

(Cash flow - Common div) / CAPEX 
(1)

0.83 1.99 0.58 0.55 0.55 1.14

Coverage Ratios 
(2)

EBIT interest coverage 1.51 2.49 2.59 2.13 2.21 2.61

EBITDA interest coverage 2.32 3.85 4.02 3.36 3.46 3.85

Fixed-charges coverage 1.44 2.32 2.38 2.00 2.12 2.53

Earnings Quality

Operating margin 21.3% 31.2% 31.1% 31.8% 31.7% 36.8%

Net margin  (before extras., after pfds.) 6.0% 14.0% 13.5% 13.3% 12.1% 13.9%

Return on common equity (before extras, after prefs) 7.4% 8.2% 7.5% 7.5% 6.8% 16.7%

Common dividend payout  (before extras.) 151.7% 57.7% 54.5% 52.0% 53.8% 43.7%

Rate base ($ millions) 170 170 169 168 165 162

Regulatory

Approved ROE (Western system) 10.15% 10.15% 9.63% 9.27% 9.02% 9.45%

Approved ROE (Tumbler Ridge) 10.15% 10.15% 9.63% 9.27% 9.02% 9.45%

Approved ROE (Fort St. John & Dawson Creek) 9.90% 9.90% 9.38% 9.02% 8.77% 9.20%

Deemed common equity (Western system) 45% 45% 40% 40% 40% 40%

Deemed common equity (Northeast system) 40% 40% 36% 36% 36% 36%

(1) Cash flows is after preferred dividends.
(2) Before capitalized interest, allowance for funds used during construction (AFUDC), and debt amortizations.  

Operating Statistics

For the years ended December 31

Deliveries (Terajoules) 2011 2010 2009 2008 2007 2006

   Residential 2,933 2,858 3,221 3,210 3,213 3,066

   Commercial 2,802 2,704 3,081 3,007 2,904 2,863

   Small Industrial 2,847 2,747 3,066 3,049 3,234 3,484

   Large Industrial 826 1,178 2,777 3,276 3,859 2,982

Total 9,408 9,487 12,145 12,542 13,210 12,395

Customers 

   Residential 34302 34163 33910 33862 34394 34,302

   Commercial 5208 5181 5142 5190 5121 5,156

   Small Industrial 63 59 58 58 55 50

   Large Industrial 2 2 3 3 3 3

Total 39,575 39,405 39,113 39,113 39,573 39,511
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Pacific Northern 

Gas Ltd. 

 

Report Date: 

March 12, 2012 

 

 

 

 

 

Rating  
 

Debt Rating Rating Action  Trend 

Secured Debentures BBB (low) Confirmed Stable 

 

Rating History 
 

 Current 2011 2010 2009 2008 2007 

Secured Debentures BBB (low) BBB (low) BBB (low) BBB (low) BBB (low) BBB (low) 

Cumulative Redeemable 
Preferred Shares 

N/A Pfd-3 (low) Pfd-3 (low) Pfd-3 (low) Pfd-3 (low) Pfd-3 (low) 

 

 

Related Research 
 

 DBRS Places Pacific Northern Gas Under Review with Developing Implications Following AltaGas’s 
Announcement, October 31, 2011. 
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All figures are in Canadian dollars unless otherwise noted.  
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Pacific Northern Gas 
(PNG-TSX) 
 
Stock Rating: Market Perform  
Industry Rating: Underperform 
 

 

March 6, 2006 
Research Comment 
Gas & Electrical 
 

Karen Taylor, CFA 
(416) 359-4304 
Karen.Taylor@bmonb.com 
Assoc: Kevin Cheng 
 

 
Price (2-Mar) $18.70 52-Week High $23.50 
Target Price $19.00↑ 52-Week Low $17.00 
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(FY-Dec.) 2004A 2005A 2006E 2007E 
EPS $1.38  $1.71  $1.60↑ $1.59↑
P/E   11.7x 11.8x 
 
CFPS $4.55  $3.27  $4.25  $4.28 
P/CFPS   4.4x 4.4x 
 
Div.  $0.80 $0.80 $0.80 $0.80 
EV ($mm) $184 $183 $176 $172 
EBITDA ($mm) $26.3 $27.5 $21.1 $20.8 
E
 

V/EBITDA 7.0x 6.6x 8.3x 8.3x 

Quarterly EPS Q1 Q2 Q3 Q4 
2004A $1.00  $0.01  -$0.31  $0.71 
2005A $1.08  $0.02  -$0.24  $0.89 
2006E $1.04↑ $0.03  -$0.25↓ $0.82↑
 
Dividend $0.80 Yield 4.3% 
Book Value $21.48 Price/Book 0.9x 
Shares O/S (mm) 3.6 Mkt. Cap ($mm) $68 
Float O/S (mm) 3.6 Float Cap ($mm) $68 
Wkly Vol (000s) 41 Wkly $ Vol (mm) $0.8 
Net Debt ($mm) $96.3 Next Rep. Date 18-May (E) 

BCUC Increases Benchmark ROE;  
Market Perform Rating Unchanged 
 

Event 
On March 2, the British Columbia Utilities Commission issued its Decision
relating to an application by Terasen Gas Inc. and Terasen Gas (Vancouver
Island) Inc. to determine the appropriate return on equity and capital structure,
and to review and revise the automatic adjustment mechanism.  In the decision,
the Commission increases the benchmark return on equity for 2006 to 8.80% 
versus 8.29% previously and alters the automatic adjustment mechanism (see
our industry comment dated March 6 for additional information).  Pacific
Northern Gas is regulated by the Commission and is subject to the automatic
adjustment mechanism and the established benchmark ROE. 
 
Impact 
Positive. 
 
Forecasts 
We have revised our financial model to reflect the change in the benchmark
ROE.  The operations of PNG West and Tumbler Ridge earn the benchmark
return (8.80%) plus a 0.65% premium.  The Ft. St. John and Dawson Creek
divisions of the company receive the benchmark return of 8.80% plus a
premium of 0.40%.  Our 2006 and 2007 diluted EPS estimates therefore
increase to $1.60 and $1.59 from $1.52 and $1.51 previously. 
 
Valuation 
Our target price of $19.00 reflects a 50/50 trust valuation of $18.75 and a
fundamental value of $19.25 per share. 

Notes: Estimates are weather normal 
Major Shareholders: Widely held 
First Call Mean Estimates: PACIFIC NORTHERN GAS LTD 'A' (C$) 
2006E: $1.56; 2007E: $1.51 

 
Recommendation 
We believe that the shares are reasonably valued.  Our rating is Market Perform.
 
 Changes Annual EPS  Quarterly EPS Target

 2006E $1.52 to $1.60         Q1/06E $0.99 to $1.04 $18.75 to $19.00 
 2007E $1.51 to $1.59         Q3/06E -$0.24 to -$0.25  
             Q4/06E $0.78 to $0.82    
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Table 1.  Consolidated Summary Sheet 

3-Mar-06 Karen J. Taylor
Current Price: $19.08 BMO Nesbitt Burns Inc.
12-Month Target Price: $19.00
ROR: 3.8% Recommendation: Market Perform

1999 2000 2001 2002 2003 2004 2005 2006E 2007E
Total Earnings Per Share $1.92 $1.83 $1.52 $1.28 $1.49 $1.41 $1.75 $1.65 $1.63
Fully Diluted EPS $1.67 $1.77 $1.47 $1.25 $1.46 $1.38 $1.72 $1.60 $1.59
Dividends $1.12 $0.56 $0.00 $0.00 $0.80 $0.80 $0.80 $0.80 $0.80
Payout Ratio 58.3% 30.7% 0.0% 0.0% 53.8% 56.8% 45.8% 48.6% 49.0%
Average Shares (mm) 3.5 3.5 3.5 3.5 3.6 3.6 3.6 3.6 3.6
Net Book Value 17.62 18.84 20.36 21.62 19.25 20.52 21.44 22.30 23.14

Market Valuation
Price:  High $28.70 $18.00 $11.95 $18.00 $19.50 $22.00 $24.00 - -
Price:  Low $14.00 $6.80 $6.50 $9.35 $14.00 $17.28 $17.37 - -

Price:  Current - - - - - - - $19.08
P/E Ratio:  High 15.0 9.9 7.9 14.0 13.1 15.6 13.7 - -
P/E Ratio:  Low 7.3 3.7 4.3 7.3 9.4 12.3 9.9 - -

P/E Ratio:  Current - - - - - - - 11.6 1
Price/Book Value:  High 1.58 0.96 0.59 0.83 1.01 1.07 1.12 - -
Price/Book Value:  Low 0.77 0.36 0.32 0.43 0.73 0.84 0.81 - -

Price/Book Value:  Current - - - - - - - 0.86 0
Yield:  High Price 3.90% 3.11% 0.00% 0.00% 4.11% 3.64% 3.34% - -
Yield:  Low Price 8.00% 8.24% 0.00% 0.00% 5.73% 4.63% 4.62% - -

Yield:  Current - - - - - - - 4.2% 4

Balance Sheet ($mm)
Debt (S-T) 38.3 27.7 12.1 4.4 7.3 10.4 14.7 15.3 15.8
Debt (L-T) 85.6 82.2 79.5 90.2 85.8 81.4 76.6 71.7 66.8

Deferred Items 15.7 22.2 17.3 17.0 17.9 15.8 15.7 15.7 15.7
Preferred Shares 6.7 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0

Shareholders' Equity 62.3

1.7

.82

.2%

66.8 72.2 76.7 69.4 73.9 77.7 80.9 83.9
208.5 203.9 186.2 193.3 185.4 186.7 189.7 188.5 187.2

Balance Sheet (%)
Debt (S-T) 18.3% 13.6% 6.5% 2.3% 3.9% 5.6% 7.7% 8.1% 8.5%
Debt (L-T) 41.1% 40.3% 42.7% 46.7% 46.3% 43.6% 40.4% 38.0% 35.7%

Deferred Items 7.5% 10.9% 9.3% 8.8% 9.7% 8.5% 8.3% 8.3% 8.4%
Preferred Shares 3.2% 2.5% 2.7% 2.6% 2.7% 2.7% 2.6% 2.7% 2.7%

Shareholders' Equity 29.9% 32.8% 38.8% 39.7% 37.4% 39.6% 41.0% 42.9% 44.8%
100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Income Statement ($mm)
Total Revenue 77.7 115.7 138.6 109.1 133.7 137.8 160.0 144.6 142.5

EBIT 22.0 21.8 20.5 19.5 18.5 17.5 18.6 12.3 11.8
NPAT 7.1 6.8 5.7 4.9 5.7 5.4 6.7 6.3 6.3

Preferred Share Dividends 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3
Net Earnings to Common 6.8 6.5 5.4 4.6 5.3 5.1 6.3 6.0 5.9

Cash Flow from Operations 9.8 27.5 20.9 12.8 12.2 16.4 11.8 15.7 15.8
Key Statistics

Average Utility Rate Base ($mm) 170.7 173.4 170.2 166.8 165.4 167.2 165.2 161.9 160.3
Growth Rate 1.05% 1.56% -1.86% -1.98% -0.87% 1.10% -1.19% -2.00% -1.00%

2004- 2007 CAGR -1.40%
Allowed Return on Equity 10.00% 10.25% 10.00% 9.88% 10.17% 9.80% 9.68% 9.45% 9.45%

Deemed Equity 36.00% 36.00% 36.00% 36.00% 36.00% 36.00% 40.00% 40.00% 40.00%

Year Ended December 31

 
Source:  BMO Nesbitt Burns 
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FYE EPS P/E DPS Yield Payout BV P/B ROE
(Dec.)  $   $   $   %   %     %  

1982     0.91     8  0.50   7.0     55   6.89   1.0    13
1983     1.16     6  0.50   6.8     43   7.69   1.0    16
1984     1.18     7  0.60   7.3     51   8.41   1.0    15
1985     1.22     8  0.70   7.0     57   8.03   1.2    15
1986     1.09     9  0.70   6.8     64   8.43   1.2    13
1987     1.31     8  0.75   7.4     57   8.97   1.1    15
1988     1.34     8  0.75   6.6     56   9.24   1.2    15
1989     1.45     8  0.75   6.4     52   9.92   1.2    15
1990     1.61     7  0.75   6.7     47  10.76   1.0    16
1991     1.66     8  0.80   5.9     48  11.62   1.2    15
1992     1.55    11  0.80   4.8     52  12.37   1.3    13
1993     1.63    13  0.88   4.0     54  12.37   1.8    13
1994     1.80    11  0.88   4.3     49  12.37   1.6    15
1995     1.67    13  0.96   4.6     57  14.57   1.4    12
1996     2.01    11  0.96   4.3     48  15.61   1.4    13
1997     2.16    14  1.04   3.5     48  16.42   1.8    13
1998     1.73    16  1.12   4.1     65  17.39   1.6    10
1999     1.92     9  1.12   6.5     58  18.19   1.0    11
2000     1.83     4  1.12  14.1     61  19.44   0.4    10
2001       ND     6  1.12  11.7     74  20.95   0.5 nm
2002       ND    13  1.12   6.3     82  19.27   0.9 nm
2003       ND    13  0.80   4.1     54  19.96   1.0 nm
2004     1.38    15  0.80   3.8     57  20.52   1.0     7
2005     1.71    11  0.80   4.1     46  20.52   1.0     8

Current*     1.75    10  0.80   4.4     46  21.48   0.9     8

Average:    10   6.1     56   1.2  13.0

Growth(%):
5 Year:  -0.9  -6.5   2.0

10 Year:   0.5  -1.8   4.0
20 Year:   1.8   0.7   5.0

* Current EPS is the 4 Quarter Trailing to Q4/2005.
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PNG - Rating as of 24-Mar-03 = Mkt

Date Rating Change Share Price

1 13-Feb-04 Mkt  to Und. $21.90

2 14-Apr-05 Und. to Mkt $18.20

3 30-Aug-05 Mkt  to Und. $19.84

4 18-Nov-05 Und. to Mkt $19.35
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Company Risk Disclosure 
In addition to the risks involved in investing in common stocks generally, we also highlight the following risks that pertain to this company.  The 
company's natural gas transmission business is dependent upon the continued availability of natural gas. The BCUC approves PNG’s customer rates 
and a fair return on the rate base. Changes in regulation may adversely affect performance. Natural gas and fuel oil compete with electricity for space 
heating in Pacific Northern Gas' service areas. Fluctuations in the price of natural gas could increase the working capital financing requirements and 
related costs for accounts receivable. In 2004, 75% of energy deliveries were made to four large industrial customers (67% to one 
customer, Methanex).  Transportation service to Methanex was made pursuant to an agreement that expires in October 2009.  On August 
30, 2005, Methanex announced that it will close its Kitimat facilities in early 2006.  PNG's DBRS credit BBB(L) rating is Under Review 
with Negative Implications.  A one notch downgrade would result in a below investment grade bond rating. 
 
Analyst’s Certification 
I, Karen Taylor, CFA, hereby certify that the views expressed in this report accurately reflect my personal views about the subject securities or issuers.  
I also certify that I have not, am not, and will not receive, directly or indirectly, compensation in exchange for expressing the specific recommendations 
or views in this report. 
 
General Disclosure 
The information and opinions in this report were prepared by BMO Nesbitt Burns Research, the research department of BMO Nesbitt Burns Inc., and 
BMO Nesbitt Burns Ltee./Ltd. (“BMO Nesbitt Burns”).  Harris Nesbitt Corp. (“HNC”) is an affiliate of BMO Nesbitt Burns.  BMO Nesbitt Burns and 
HNC are subsidiaries of Bank of Montreal. The reader should assume that BMO Nesbitt Burns, HNC or their affiliates may have a conflict of interest 
and should not rely solely on this report in evaluating whether or not to buy or sell securities of issuers discussed herein. 
The opinions, estimates and projections contained in this report are those of BMO Nesbitt Burns Research as of the date of this report and are subject to 
change without notice.  BMO Nesbitt Burns Research endeavours to ensure that the contents have been compiled or derived from sources that we 
believe are reliable and contain information and opinions that are accurate and complete.  However, BMO Nesbitt Burns makes no representation or 
warranty, express or implied, in respect thereof, takes no responsibility for any errors and omissions contained herein and accepts no liability 
whatsoever for any loss arising from any use of, or reliance on, this report or its contents.  Information may be available to BMO Nesbitt Burns or its 
affiliates that is not reflected in this report.  This report is not to be construed as an offer to sell or the solicitation of an offer to buy or sell any security. 
The research analyst and/or associates who prepared this report are compensated based upon (among other factors) the overall profitability of BMO 
Nesbitt Burns, HNC and their affiliates, which includes the overall profitability of investment banking services.  BMO Nesbitt Burns, HNC or their 
affiliates expect to receive or will seek compensation for investment banking services within the next 3 months from all issuers covered by BMO 
Nesbitt Burns Research. 
BMO Nesbitt Burns, HNC or their affiliates will buy from or sell to customers the securities of issuers mentioned in this report on a principal basis.  
BMO Nesbitt Burns, HNC, their affiliates, officers, directors or employees may have a long or short position in the securities discussed herein, related 
securities or in options, futures or other derivative instruments based thereon.  BMO Nesbitt Burns, HNC or their affiliates may act as financial advisor 
and/or underwriter for the issuers mentioned herein and may receive remuneration for same.  Bank of Montreal or its affiliates (“BMO Financial 
Group”) has lending arrangements with, or provide other remunerated services to, many issuers covered by BMO Nesbitt Burns Research.  A 
significant lending relationship may exist between BMO Financial Group and certain of the issuers mentioned herein. 
 
Company Specific Disclosure 
Disclosure 9: HNC or an affiliate received compensation for products or services other than investment banking services from this issuer within the past 
12 months. 
Disclosure 10: This issuer is a client (or was a client) of BMO Nesbitt Burns, HNC or an affiliate within the past 12 months:  Non Securities Related 
Services. 
 
Distribution of Ratings 
Rating BMO NB BMO NB BMO NB First Call 
Category Rating Universe I.B. Clients* Universe** 
Buy Outperform 41% 54% 47% 
Hold Market Perform 48% 39% 46% 
Sell Underperform 11% 7% 7% 
*   Reflects rating distribution of all companies where BMO NB has received compensation for Investment Banking services. 
** Reflects rating distribution of all North American equity research analysts. 
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Ratings Key 
BMO Nesbitt Burns uses the following ratings system definitions. OP = Outperform - Forecast to outperform the market; Mkt = Market Perform - 
Forecast to perform roughly in line with the market; Und = Underperform - Forecast to underperform the market; (S) = speculative investment; NR 
= No rating at this time;  (R) = Restricted - Dissemination of research is currently restricted. 
^ Market performance as measured by a benchmark index such as the S&P/TSX Composite Index, S&P 500, Nasdaq Composite, as appropriate for 
each company. 
Prior to September 1, 2003, a fourth rating tier—Top Pick—was used to designate those stocks we felt would be the best performers relative to the 
market. Our six Top 15 lists which guide investors to our best ideas according to six different objectives (large, small, growth, value, income and 
quantitative) have replaced the Top Pick rating. 
 
Dissemination of Research 
BMO Nesbitt Burns Research publications are available via our web site http://bmonesbittburns.com. Institutional clients may also receive our research 
via FIRST CALL Research Direct and Reuters. All of our research is made widely available at the same time to all BMO Nesbitt Burns client groups 
entitled to our research. Please contact your investment advisor or institutional salesperson for more information. 
 
Additional Matters 
TO U.S. RESIDENTS: HNC and/or BMO Nesbitt Burns Securities Ltd., affiliates of BMO Nesbitt Burns, furnish this report to U.S. residents and 
accept responsibility for the contents herein, except to the extent that it refers to securities of Bank of Montreal.  Any U.S. person wishing to effect 
transactions in any security discussed herein should do so through HNC and/or BMO Nesbitt Burns Securities Ltd. 
TO U.S. RESIDENTS: Harris Nesbitt Corp. and/or BMO Nesbitt Burns Securities Ltd., affiliates of BMO Nesbitt Burns, furnish this report to U.S. 
residents and accept responsibility for the contents herein, except to the extent that it refers to securities of Bank of Montreal.  Any U.S. person wishing 
to effect transactions in any security discussed herein should do so through Harris Nesbitt Corp. and/or BMO Nesbitt Burns Securities Ltd. 
TO U.K. RESIDENTS:  The contents hereof are intended solely for the use of, and may only be issued or passed onto, persons described in part VI of 
the Financial Services and Markets Act 2000 (Financial Promotion) Order 2001. 
BMO Nesbitt Burns is a Member of CIPF.  Harris Nesbitt Corp. and BMO Nesbitt Burns Securities Ltd. are is a Members of SIPC. 
“BMO (M-Bar roundel symbol)” is a registered trade-mark of Bank of Montreal, used under licence. 
“Nesbitt Burns” is a registered trade-mark of BMO Nesbitt Burns Corporation Limited, used under licence. 
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This report was prepared by an Analyst employed by a Canadian affiliate, BMO Nesbitt Burns Inc., and who is not 
registered/qualified as a research analyst under NYSE/NASD rules.  For disclosure statements, including the Analyst's 
Certification, please refer to pages 2 to 4. 
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BCUC Approves 2006 Revenue Requirements 
   

Impact  Positive 
   

Details & Analysis  Pacific Northern Gas has announced that the British Columbia Utilities
Commission (BCUC) has approved its 2006 Revenue Requirements
applications for PNG-West, Pacific Northern Gas (N.E.) – Ft. St. 
John/Dawson Creek and Tumbler Ridge divisions.  For PNG-West, the 
Commission approved the terms of a settlement agreement filed on March
28, 2006, which includes:  40% deemed equity; 9.45% ROE, and mid-year 
rate base of $131.2 million.  These metrics are consistent with our
financial model.  In its reasons for decision, the Commission allowed the
full recovery of the applied-for revenue deficiency from customers, a point 
that was severely tested during the regulatory process and a source of 
significant concern.  In its decision, the Commission determined that to
allocate any of the net revenue deficiency resulting from the termination
of the Methanex Contract to PNG’s shareholders would result in rates that
do not permit PNG to recover its costs and would contravene the Utilities
Commission Act.  The Commission also found that given the statutory
obligations imposed, there is no principled basis to allow it to deviate from
the statutory requirement to allow the utility to recover its prudent and 
reasonable cost of providing service…and no evidence to support a
specific allocation of the revenue deficiency, other than to the utility’s
customers. Our estimates, target price and rating assumed that the
Commission would approve the allocation of the applied-for revenue 
deficiency to customers. 
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Pacific Nthn. Gas A (PNG)

Last Daily Data Point: August 18, 2006
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FYE EPS P/E DPS Yield Payout BV P/B ROE
(Dec.)  $   $   $   %   %     %  

1985     1.22     8  0.70   7.0     57   8.03   1.2    15
1986     1.09     9  0.70   6.8     64   8.43   1.2    13
1987     1.31     8  0.75   7.4     57   8.97   1.1    15
1988     1.34     8  0.75   6.6     56   9.24   1.2    15
1989     1.45     8  0.75   6.4     52   9.92   1.2    15
1990     1.61     7  0.75   6.7     47  10.76   1.0    16
1991     1.66     8  0.80   5.9     48  11.62   1.2    15
1992     1.55    11  0.80   4.8     52  12.37   1.3    13
1993     1.63    13  0.88   4.0     54  12.37   1.8    13
1994     1.80    11  0.88   4.3     49  12.37   1.6    15
1995     1.67    13  0.96   4.6     57  14.57   1.4    12
1996     2.01    11  0.96   4.3     48  15.61   1.4    13
1997     2.16    14  1.04   3.5     48  16.42   1.8    13
1998     1.73    16  1.12   4.1     65  17.39   1.6    10
1999     1.92     9  1.12   6.5     58  18.19   1.0    11
2000     1.83     4  1.12  14.1     61  19.44   0.4    10
2001     1.52     6  1.12  11.7     74  20.95   0.5     8
2002     1.25    13  1.12   6.3     82  19.27   0.9     6
2003     1.46    13  0.80   4.1     54  19.96   1.0     7
2004     1.38    15  0.80   3.8     57  20.52   1.0     7
2005     1.71    11  0.80   4.1     46  21.43   0.9     8

Current*     2.00     9  0.80   4.3     40  22.11   0.8     9

Average:    10   6.0     56   1.2  11.8

Growth(%):
5 Year:   3.1  -6.5   2.6

10 Year:   1.5  -1.8   4.3
20 Year:   3.5   0.7   5.2

* Current EPS is the 4 Quarter Trailing to Q2/2006.
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PNG - Rating as of 9-Sep-03 = Mkt

Date Rating Change Share Price

1 13-Feb-04 Mkt  to Und. $21.90

2 14-Apr-05 Und. to Mkt $17.85

3 30-Aug-05 Mkt  to Und. $19.80

4 18-Nov-05 Und. to Mkt $19.27
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Company Risk Disclosure 
In addition to the risks involved in investing in common stocks generally, we also highlight the following risks that pertain to this 
company.  The company's natural gas transmission business is dependent upon the continued availability of natural gas. The 
BCUC approves PNG’s customer rates and a fair return on the rate base. Changes in regulation may adversely affect 
performance. Natural gas and fuel oil compete with electricity for space heating in Pacific Northern Gas' service areas. 
Fluctuations in the price of natural gas could increase the working capital financing requirements and related costs for accounts 
receivable. In 2004, 75% of energy deliveries were made to four large industrial customers (67% to one customer, Methanex).  
Transportation service to Methanex was made pursuant to an agreement that expires in October 2009.  On August 30, 2005, 
Methanex announced that it will close its Kitimat facilities in early 2006.  PNG's DBRS credit BBB(L) rating is Under Review 
with Negative Implications.  A one notch downgrade would result in a below investment grade bond rating. 
 
Analyst's Certification 
I, Karen Taylor, CFA, hereby certify that the views expressed in this report accurately reflect my personal views about the 
subject securities or issuers. I also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the 
specific recommendations or views expressed in this report. 
 
General Disclosure 
The information and opinions in this report were prepared by BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée./Ltd., 
collectively (“BMO NB”).  BMO NB is not subject to U.S. rules with regard to the preparation of research reports and the 
independence of analysts.  “BMO Capital Markets” is a trade name used by the BMO Investment Banking Group, which includes 
the wholesale/institutional arms of Bank of Montreal and BMO NB in Canada, and BMO Capital Markets Corp. in the U.S.   
BMO Capital Markets Corp. is an affiliate of BMO NB.    BMO NB and BMO Capital Markets Corp. are subsidiaries of Bank of 
Montreal. Bank of Montreal or its affiliates (“BMO Financial Group”) has lending arrangements with, or provide other 
remunerated services to, many issuers covered by BMO NB research.  A significant lending relationship may exist between BMO 
Financial Group and certain of the issuers mentioned herein.  The reader should assume that BMO NB,  BMO Capital Markets 
Corp., Bank of Montreal or their affiliates may have a conflict of interest and should not rely solely on this report in evaluating 
whether or not to buy or sell securities of issuers discussed herein. The opinions, estimates and projections contained in this 
report are those of BMO NB as of the date of this report and are subject to change without notice.  BMO NB endeavours to 
ensure that the contents have been compiled or derived from sources that we believe are reliable and contain information and 
opinions that are accurate and complete.  However, BMO NB makes no representation or warranty, express or implied, in respect 
thereof, takes no responsibility for any errors and omissions contained herein and accepts no liability whatsoever for any loss 
arising from any use of, or reliance on, this report or its contents.  Information may be available to BMO NB or its affiliates that 
is not reflected in this report.  The information in this report is not intended to be used as the primary basis of investment 
decisions, and because of individual client objectives, should not be construed as advice designed to meet the particular 
investment needs of any investor.  This material is for information purposes only and is not  an offer to sell or the solicitation of 
an offer to buy any security.  The research analyst and/or associates who prepared this report are compensated based upon 
(among other factors) the overall profitability of BMO NB and its affiliates, which includes the overall profitability of investment 
banking services.  BMO NB,  or its affiliates expect to receive or will seek compensation for investment banking services within 
the next 3 months from all issuers covered by BMO NB.  BMO NB or its affiliates will buy from or sell to customers the 
securities of issuers mentioned in this report on a principal basis.  BMO NB or its affiliates, officers, directors or employees may 
have a long or short position in the securities discussed herein, related securities or in options, futures or other derivative 
instruments based thereon. 
 
Distribution of Ratings 
Rating BMO BMO BMO First Call 
Category Rating Universe I.B. Clients* Universe** 
Buy Outperform 40% 49% 48% 
Hold Market Perform 50% 47% 45% 
Sell Underperform 10% 4% 7% 
*   Reflects rating distribution of all companies where BMO Capital Markets has received compensation for Investment Banking 
      services. 
** Reflects rating distribution of all North American equity research analysts. 
 
Ratings Key 
We use the following ratings system definitions: 
OP = Outperform - Forecast to outperform the market; 
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Mkt = Market Perform - Forecast to perform roughly in line with the market; 
Und = Underperform - Forecast to underperform the market; 
(S) = speculative investment; 
NR = No rating at this time; 
R = Restricted – Dissemination of research is currently restricted. 
 
Market performance is measured by a benchmark index such as the S&P/TSX Composite Index, S&P 500, Nasdaq Composite, as 
appropriate for each company.  Prior to September 1, 2003, a fourth rating tier—Top Pick—was used to designate those stocks 
we felt would be the best performers relative to the market. Our six Top 15 lists which guide investors to our best ideas according 
to six different objectives (large, small, growth, value, income and quantitative) have replaced the Top Pick rating. 
 
Dissemination of Research 
Our research publications are available via our web site http://bmocapitalmarkets.com. Institutional clients may also receive our 
research via FIRST CALL Research Direct and Reuters. All of our research is made widely available at the same time to all 
BMO NB, BMO Capital Markets Corp. and BMO Nesbitt Burns Securities Ltd. client groups entitled to our research. Please 
contact your investment advisor or institutional salesperson for more information. 
 
Additional Matters 
TO U.S. RESIDENTS:  BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd., affiliates of BMO NB, furnish 
this report to U.S. residents and accept responsibility for the contents herein, except to the extent that it refers to securities of 
Bank of Montreal.  Any U.S. person wishing to effect transactions in any security discussed herein should do so through BMO 
Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd.   
 
TO U.K. RESIDENTS:  The contents hereof are intended solely for the use of, and may only be issued or passed onto, persons 
described in part VI of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2001. 
 
BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée/Ltd.  are Members of CIPF.  BMO Capital Markets Corp. and BMO 
Nesbitt Burns Securities Ltd. are Members of SIPC. 
 
"BMO Capital Markets" is a trade-mark of Bank of Montreal, used under licence.   
"BMO (M-Bar roundel symbol)" is a registered trade-mark of Bank of Montreal, used under licence. 
 



 

This report was prepared by an Analyst employed by a Canadian affiliate, BMO Nesbitt Burns Inc., and who is not registered/qualified as a 
research analyst under NYSE/NASD rules.  For disclosure statements, including the Analyst's Certification, please refer to pages 5 to 7. 
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Lower Outlook for Bond Yields  
Drives Valuations Higher  
 

We are updating our target prices and ratings for the common stocks and 
income trusts/limited partnerships in our coverage universe to reflect a new 
10-year Government of Canada bond yield assumption of 4.00% versus our 
previous assumption of 4.25%.   We have reduced our 10-year Government of 
Canada bond yield assumption based on BMO Nesbitt Burns Economics’ 
view that yields will remain near current levels over the next year as the Bank 
of Canada and U.S. Federal Reserve remain “on hold” with respect to the 
overnight rate and Federal Funds Rate (at 4.25% and 5.25%, respectively).  
As at September 22, 2006 the 10-year government of Canada bond was 
trading at a yield of approximately 4.00% and BMO Capital Markets 
Economics was forecasting the 10-year Government of Canada bond yield to 
average approximately 4.07% during 2007.  

Summary 

• We are reducing our 10-year bond yield 
assumption to 4.00% from 4.25% to reflect 
BMO Capital Markets Economics’ view that 
yields will remain near current levels over the 
next year. 

• In general, for a 25 basis point decline in 10-
year bond yields, the trading yields of stocks 
in our coverage decline by an average of 15 
basis points.  We have increased the target 
prices of common stocks in our coverage 
universe by 2.4% on average to reflect our 
revised bond yield assumption. 

• We have increased the target prices for the 
income trusts and limited partnerships in our 
coverage universe by 2.5% on average to 
reflect the 25 basis point reduction in our 
target yields. 

• Our rating on the shares of Pacific Northern 
Gas increases to Outperform from Market 
Perform.  There are no other changes to the 
ratings in our common stock universe. 

• We are increasing our rating on EPCOR 
Power LP to Outperform from Market 
Perform due to recent weakness in unit price. 

We note the following in relation to the common stocks and income 
trusts/limited partnerships in our coverage universe: 

• On September 21, 2006, we performed a simple regression analysis to 
establish the senstitivity of of the target prices of the common stock 
names in our coverage universe to the potential change (downward) in 
forecast 10-year Government of Canada Bond yields.  Our analysis found 
that, in general, a 25 basis point change (downard) in the forecast or 
observed Government of Canada bond yield  is likely to be accompanied 
by a 15 basis point change (reduction) in the trading yield of a pipeline 
and utility stocks.  We have updated the valuation of the common stocks 
in our coverage universe to reflect our revised bond yield outlook.  On 
average, our target prices increased by 2.4%.  Our revised target prices 
and ratings appear  in Table 1. 

• Our change in bond yield assumption has the effect of lowering the 
effective yield used to value the trusts and limited partnerships in our 
coverage universe by 25 basis points.   On average a 25 basis point 
decrease in our target yields resulted in a 2.5% increase in the target 
prices for the trusts/LPs in our coverage universe.  Our revised ratings 
and target prices are set out in Table 2. 
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We note the following items related to specific issuers: 

• We are increasing our rating on the shares of Pacific Northern Gas to Outperform from 
Market Perform.   On August 16, the British Columbia Utilities Commission approved 
2006 rates for Pacific Northern Gas (N.E.) Ltd. (Fort St John/Dawson Creek and Tumbler 
Ridge Divisions) as per the Negotiated Settlement Agreement dated March 15, 2006 and 
rates for PNG-West and Granisle.  With respect to the latter approval, the financial metrics 
included therein, 40% deemed equity, return on equity and rate base of $131.2 million were 
consistent with the assumptions in our financial model.  In its reasons for decision for 
PNG-West, the Commission allowed the full recovery of the applied-for revenue deficiency 
from customers, a point that was severely tested during the regulatory process and a source 
of significant concern.   

In its decision, the Commission determined that to allocate any of the net revenue 
deficiency resulting from the termination of the Methanex Contract to the company’s 
shareholders would result in rates that do not permit Pacific Northern Gas to recover its 
costs and would contravene the Utilities Commission Act.  The Commission also found 
that given the statutory obligations imposed, there is no principled basis to allow it to 
deviate from the statutory requirement to allow the utility to recover its prudent and 
reasonable cost of providing service…and no evidence to support a specific allocation of 
the revenue deficiency, other than to the utility’s customers.  While, these determinations 
substantially mitigate the regulatory risk that shaped our outlook for the stock, Pacific 
Northern Gas continues to have a business risk profile that is significantly higher than the 
low-risk benchmark utility used by the Commission.   

We also continue to track the company’s efforts to develop the natural gas transmission 
pipeline system from Kitimat to Summit Lake, British Columbia to serve the planned 
Kitimat LNG facility.  If this LNG facility proceeds, the PNG mainline would be expanded 
at a cost of $900 million to $1.2 billion (30” or 36” pipeline) to transport up to 1 bcf/d of 
LNG versus 115 mmcf/d currently.  To date, Kitimat LNG has not been successful in its 
efforts to contract LNG for the facility.  It is unclear whether the LNG facility is likely to 
proceed and the opportunity is not yet factored into our outlook for the company. 

• We are increasing our rating on EPCOR Power LP to Outperform from Market Perform 
due to recent weakness in unit price.  Our target price remains unchanged at $33.00 as we 
are increasing our credit spread for EPCOR Power L.P. to 375 basis points from 350 basis 
points to reflect the acquisition of Primary Energy Ventures (“PEV”) that was announced 
on August 14, 2006.  We believe that the lack of disclosure that characterized EPCOR’s 
announcement complicates an assessment of the attractiveness of the PEV acquisition, and 
contributes to our view that the transaction increases the overall risk profile of the 
Partnership.  Our estimates are currently exclusive of the PEV acquisition, and we will 
update our forecasts once we obtain the regulatory reports/filings that are necessary to 
revise our outlook for the Partnership’s units pursuant to this transaction. 
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Table 1:  Common Stocks – Revised Target Prices and Ratings 
 Company

P/E P/BV Yield Target Rating
Canadian Hydro Developers na 1.95 na $5.60 Market Perform 8.53%

 
 

 

 Canadian Utilities Limited R R R R R R
ibbean Utilities Co. Ltd. 12.0 1.75 4.85% $13.00 Outperform 14.41%
ke Energy Corp. 15.0 1.65 4.00% $32.50 Outperform 11.87%

mera Inc. 15.0 1.40 4.35% $20.00 Market Perform 1.65%
nbridge Inc. 18.0 2.50 3.10% $37.50 Market Perform 8.75%
ortis Inc. 17.0 2.00 2.85% $26.75 Outperform 11.34%
cific Northern Gas 10.0 1.00 4.10% $19.50 Outperform 14.30%

ransAlta Corporation 16.5 na na $22.25 Underperform -6.66%
ransCanada Corporation 18.0 2.00 3.60% $35.65 Market Perform 4.19%

Company
P/E P/BV Yield Target Rating

nadian Hydro Developers na 1.95 na $5.60 Market Perform
nadian Utilities Limited R R R R R
ibbean Utilities Co. Ltd. 12.0 1.75 5.00% $12.75 Outperform
ke Energy Corp. 15.0 1.65 4.00% $32.50 Outperform

mera Inc. 15.0 1.40 4.50% $19.25 Market Perform
nbridge Inc. 18.0 2.50 3.25% $36.00 Market Perform
ortis Inc. 17.0 2.00 3.00% $26.00 Outperform

Pacific Northern Gas 10.0 1.00 4.25% $19.00 Market Perform
ransAlta Corporation 16.0 na na $21.50 Underperform
ransCanada Corporation 18.0 2.00 3.75% $34.50 Market Perform

New Valuation Metrics New Total Return

Previous Valuation Metrics Previous
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Source:  BMO Capital Markets. 

Table 2:  Income Trusts/LPs – Target Prices and Target Spreads 
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Source:  BMO Capital Markets 

Target and Rating
BMO NB

Bond 
Forecast

Target
Spread

Target
Yield

2007E
Distribution

Valuation
Yield
Basis

Valuation
DCF

Basis

Target
Price

Current
Price

Implied Rate
of Return Rating

Atlantic Power Corporation R R R R R R R $10.63 R R

ex Power Income Fund 4.00 4.25 8.25 $0.90 $10.91 $10.82 $11.00 $10.76 10.6% Market Perform

alpine Power Income Fund R R R R R R R $10.40 R R
Creststreet Power & Income Fund L.P. 4.00 N/A N/A $0.65 N/A $5.01 $5.00 $5.00 13.0% Underperform

ridge Income Fund 4.00 3.50 7.50 $0.95 $12.62 $14.07 $13.25 $13.25 7.1% Market Perform
EPCOR Power L.P. 4.00 3.75 7.75 $2.52 $32.52 $32.94 $33.00 $31.21 13.8% Outperform
Fort Chicago Energy L.P. 4.00 3.60 7.60 $0.93 $12.18 $11.60 $12.00 $11.95 8.2% Market Perform

az Metro 4.00 2.75 6.75 $1.24 $18.37 N/A $18.25 $17.04 14.4% Outperform
Great Lakes Hydro Income Fund 4.00 3.00 7.00 $1.26 $18.00 $18.38 $18.25 $19.30 1.1% Underperform
nnergex Power Income Fund 4.00 3.25 7.25 $0.97 $13.44 $13.67 $13.50 $13.96 3.7% Market Perform
nter Pipeline Fund 4.00 4.25 8.25 $0.84 $10.13 $10.32 $10.25 $10.38 6.8% Market Perform

Pembina Pipeline Income Fund 4.00 4.00 8.00 $1.29 $16.12 $17.80 $17.00 $17.21 6.3% Market Perform
ransAlta Power L.P. 4.00 5.50 9.50 $0.80 $8.37 $6.37 $7.25 $8.08 -0.4% Underperform

Average 3.73 7.73

Old Target and Rating
BMO NB

Bond 
Forecast

Target
Spread

Target
Yield

2007E
Distribution

Valuation
Yield
Basis

Valuation
DCF

Basis

Target
Price

Current
Price

Implied Rate
of Return Rating

Atlantic Power Corporation R R R R R R R $10.63 R R
Boralex Power Income Fund 4.25 4.25 8.50 $0.90 $10.59 $10.51 $10.50 $10.76 9.2% Market Perform

alpine Power Income Fund R R R R R R R $10.40 R R
Creststreet Power & Income Fund L.P. 4.25 N/A N/A $0.65 N/A $4.90 $5.00 $5.00 13.0% Underperform

ridge Income Fund 4.25 3.50 7.75 $0.95 $12.22 $13.60 $13.00 $13.25 5.3% Market Perform
COR Power L.P. 4.25 3.50 7.75 $2.52 $32.52 $32.94 $33.00 $31.21 13.8% Market Perform

Fort Chicago Energy L.P. 4.25 3.60 7.85 $0.93 $11.79 $11.35 $11.50 $11.95 4.0% Market Perform
az Metro 4.25 2.75 7.00 $1.24 $17.71 N/A $17.75 $17.04 11.4% Outperform

Great Lakes Hydro Income Fund 4.25 3.00 7.25 $1.26 $17.38 $17.78 $17.50 $19.30 -2.8% Underperform
Innergex Power Income Fund 4.25 3.25 7.50 $0.97 $13.00 $13.28 $13.00 $13.96 0.1% Market Perform
nter Pipeline Fund 4.25 4.25 8.50 $0.84 $9.83 $10.00 $10.00 $10.38 4.4% Market Perform

Pembina Pipeline Income Fund 4.25 4.00 8.25 $1.29 $15.63 $17.31 $16.50 $17.21 3.4% Market Perform
ransAlta Power L.P. 4.25 5.50 9.75 $0.80 $8.15 $6.27 $7.25 $8.08 -0.4% Underperform

Average 3.71 7.96
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Company
P/E P/BV Yield Target Rating

Canadian Hydro Developers na 1.95 na $5.60 Market Perform 8.53%
nadian Utilities Limited R R R R R R
ibbean Utilities Co. Ltd. 12.0 1.75 4.85% $13.00 Outperform 14.41%
ke Energy Corp. 15.0 1.65 4.00% $32.50 Outperform 11.87%

mera Inc. 15.0 1.40 4.35% $20.00 Market Perform 1.65%
nbridge Inc. 18.0 2.50 3.10% $37.50 Market Perform 8.75%
ortis Inc. 17.0 2.00 2.85% $26.75 Outperform 11.34%
cific Northern Gas 10.0 1.00 4.10% $19.50 Outperform 14.30%

ransAlta Corporation 16.5 na na $22.25 Underperform -6.66%
ransCanada Corporation 18.0 2.00 3.60% $35.65 Market Perform 4.19%

Company
P/E P/BV Yield Target Rating

nadian Hydro Developers na 1.95 na $5.60 Market Perform
nadian Utilities Limited R R R R R
ibbean Utilities Co. Ltd. 12.0 1.75 5.00% $12.75 Outperform
ke Energy Corp. 15.0 1.65 4.00% $32.50 Outperform

mera Inc. 15.0 1.40 4.50% $19.25 Market Perform
nbridge Inc. 18.0 2.50 3.25% $36.00 Market Perform
ortis Inc. 17.0 2.00 3.00% $26.00 Outperform

Pacific Northern Gas 10.0 1.00 4.25% $19.00 Market Perform
ransAlta Corporation 16.0 na na $21.50 Underperform
ransCanada Corporation 18.0

Company
P/E P/BV Yield Target Rating

Canadian Hydro Developers na 1.95 na $5.60 Market Perform 8.53%
nadian Utilities Limited R R R R R R
ibbean Utilities Co. Ltd. 12.0 1.75 4.85% $13.00 Outperform 14.41%
ke Energy Corp. 15.0 1.65 4.00% $32.50 Outperform 11.87%

mera Inc. 15.0 1.40 4.35% $20.00 Market Perform 1.65%
nbridge Inc. 18.0 2.50 3.10% $37.50 Market Perform 8.75%
ortis Inc. 17.0 2.00 2.85% $26.75 Outperform 11.34%
cific Northern Gas 10.0 1.00 4.10% $19.50 Outperform 14.30%

ransAlta Corporation 16.5 na na $22.25 Underperform -6.66%
ransCanada Corporation 18.0 2.00 3.60% $35.65 Market Perform 4.19%

Company
P/E P/BV Yield Target Rating

nadian Hydro Developers na 1.95 na $5.60 Market Perform
nadian Utilities Limited R R R R R
ibbean Utilities Co. Ltd. 12.0 1.75 5.00% $12.75 Outperform
ke Energy Corp. 15.0 1.65 4.00% $32.50 Outperform

mera Inc. 15.0 1.40 4.50% $19.25 Market Perform
nbridge Inc. 18.0 2.50 3.25% $36.00 Market Perform
ortis Inc. 17.0 2.00 3.00% $26.00 Outperform

Pacific Northern Gas 10.0 1.00 4.25% $19.00 Market Perform
ransAlta Corporation 16.0 na na $21.50 Underperform
ransCanada Corporation 18.0 2.00 3.75% $34.50 Market Perform

New Valuation Metrics New Total Return

Previous Valuation Metrics Previous
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3 - BMO NB has provided investment banking services with respect to this issuer within the past 12 months. 
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      an advisor or officer of this issuer. 
14 - The research analysts and/or associates (or their household members) who prepared this research report directly or beneficially own 
      securities of this issuer. 

 
Distribution of Ratings 
Rating BMO BMO BMO First Call 
Category Rating Universe I.B. Clients* Universe** 
Buy Outperform 38% 47% 49% 
Hold Market Perform 53% 47% 45% 
Sell Underperform 9% 6% 6% 
*   Reflects rating distribution of all companies where BMO Capital Markets has received compensation for Investment Banking services. 
** Reflects rating distribution of all North American equity research analysts. 
 
Ratings Key 
We use the following ratings system definitions:  
OP = Outperform - Forecast to outperform the market;  
Mkt = Market Perform - Forecast to perform roughly in line with the market;  
Und = Underperform - Forecast to underperform the market;  
(S) = speculative investment;  
NR = No rating at this time;  
R = Restricted – Dissemination of research is currently restricted. 
 
Market performance is measured by a benchmark index such as the S&P/TSX Composite Index, S&P 500, Nasdaq Composite, as appropriate for each 
company.  Prior to September 1, 2003, a fourth rating tier—Top Pick—was used to designate those stocks we felt would be the best performers relative 
to the market. Our six Top 15 lists which guide investors to our best ideas according to six different objectives (large, small, growth, value, income and 
quantitative) have replaced the Top Pick rating. 
 
Dissemination of Research 
Our research publications are available via our web site http://bmocapitalmarkets.com. Institutional clients may also receive our research via FIRST 
CALL Research Direct and Reuters. All of our research is made widely available at the same time to all BMO NB, BMO Capital Markets Corp. and 
BMO Nesbitt Burns Securities Ltd. client groups entitled to our research. Please contact your investment advisor or institutional salesperson for more 
information. 
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Sector Comment  Pipelines/Gas & Electrical 

Additional Matters 
TO U.S. RESIDENTS:  BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd., affiliates of BMO NB, furnish this report to U.S. 
residents and accept responsibility for the contents herein, except to the extent that it refers to securities of Bank of Montreal.  Any U.S. person wishing 
to effect transactions in any security discussed herein should do so through BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd.   
 
TO U.K. RESIDENTS:  The contents hereof are intended solely for the use of, and may only be issued or passed onto, persons described in part VI of 
the Financial Services and Markets Act 2000 (Financial Promotion) Order 2001. 
 
BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée/Ltd.  are Members of CIPF.  BMO Capital Markets Corp. and BMO Nesbitt Burns Securities 
Ltd. are Members of SIPC. 
 
"BMO Capital Markets" is a trade-mark of Bank of Montreal, used under licence.   
"BMO (M-Bar roundel symbol)" is a registered trade-mark of Bank of Montreal, used under licence. 
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This report was prepared by an Analyst employed by a Canadian affiliate, BMO Nesbitt Burns Inc., and who is not registered/qualified as a 
research analyst under NYSE/NASD rules.  For disclosure statements, including the Analyst's Certification, please refer to pages 3 to 5. 

 

Pacific Northern Gas 
(PNG-TSX) 
 

Stock Rating: Market Perform  
Industry Rating: Market Perform 

October 27, 2006 
Research Comment 
Toronto, Ontario 
 

Karen Taylor, CFA 
(416) 359-4304 
Karen.Taylor@bmo.com 
Assoc: Benjamin Pham 

 

Lower Development Costs Increase Q3/06 EPS;  Price (26-Oct) $19.60 52-Week High $19.75 
Target Price $20.00↑ 52-Week Low $16.96 
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(FY-Dec.) 2004A 2005A 2006E 2007E 
EPS $1.38  $1.71  $1.04↑ $1.59 
P/E   18.8x 12.3x 
 
CFPS $4.55  $3.27  $3.69  $4.37 
P/CFPS   5.3x 4.5x 
 
Div.  $0.80 $0.80 $0.80 $0.80 
EV ($mm) $184 $183 $159 $155 
EBITDA ($mm) $26.3 $27.5 $18.0 $21.4 
EV/EBITDA 7.0x 6.6x 8.9x 7.2x 
 
Quarterly EPS Q1 Q2 Q3 Q4 
2004A $1.00  $0.01  -$0.31  $0.71 
2005A $1.08  $0.02  -$0.24  $0.89 
2006E $1.22a -$0.14a -$0.42a $0.42↑
 
Dividend $0.80 Yield 4.1% 
Book Value $22.11 Price/Book 0.9x 
Shares O/S (mm) 3.6 Mkt. Cap ($mm) $71 
Float O/S (mm) 3.6 Float Cap ($mm) $71 
Wkly Vol (000s) 33 Wkly $ Vol (mm) $0.6 
Net Debt ($mm) $96.3 Next Rep. Date Dec. (E) 

Rating Lowered to Market Perform 
 

Event 
Pacific Northern Gas reported Q3/06 EPS of a loss of $0.42.  We expected a
loss of $0.83 per share.  The variance between expected and actual results is
attributable to:  (i) $0.6 million of project development costs expensed during
the quarter versus our expectation of $1.6 million in costs expensed (actual
expense of $0.17 versus our expectation of $0.44 per share); and (ii) lower than
expected operating costs that increased earnings by approximately $0.2 million 
or $0.05 per share.  The change in the seasonal pattern of earnings arising from
an increase in the portion of operating margin recovered from temperature
sensitive residential and commercial customers in Q3/06 of $0.6 million was in
line with expectations.  Project development costs of $1.0 million are expected
to be charged against earnings in Q4/06 versus our previous expectation of $0.3
million.  Total project development costs (as discussed in our July 20, 2006
comment) are expected to be $2.1 million in 2006 versus previous guidance of
$2.4 million after-tax. 
 

Impact 
Neutral. 
 

Forecasts 
Our diluted 2006 EPS estimate increases to $1.04 from $0.96 previously, due to
lower anticipated project development costs.  Our diluted 2007 EPS estimate is 
unchanged. 
 

Valuation 
Our target price of $20 reflects a weighted average approach:  12x diluted
2007E EPS of $1.59 (12.5%), 1.0x 2007E BV of $22.57 (12.5%), and a target 
yield of 4.10% (75%), assuming 2007 dividends per share of $0.80. 

Notes: Estimates are weather normal 
Major Shareholders: Widely held 
First Call Mean Estimates: PACIFIC NORTHERN GAS LTD 'A' (C$) 
2006E: $0.97; 2007E: $1.64 

 

Recommendation 
We believe that the shares are reasonably valued at current levels.  We have 
downgraded the stock to Market Perform from Outperform. 
 
 Changes Annual EPS Quarterly EPS Target

 2006E $0.96 to $1.04 Q4/06E $0.34 to $0.42   $19.50 to $20.00 
     Rating 
   OP to Mkt  
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Table 1.  Consolidated Summary Sheet 
27-Oct-06 Karen J. Taylor
Current Price: $19.60 BMO Capital Markets
12-Month Target Price: $20.00
ROR: 6.1% Recommendation: Market Perform

1999 2000 2001 2002 2003 2004 2005 2006E 2007E
Total Earnings Per Share $1.92 $1.83 $1.52 $1.28 $1.49 $1.41 $1.75 $1.07 $1.63
Fully Diluted EPS $1.67 $1.77 $1.47 $1.25 $1.46 $1.38 $1.72 $1.04 $1.59
Dividends $1.12 $0.56 $0.00 $0.00 $0.80 $0.80 $0.80 $0.80 $0.80
Payout Ratio 58.3% 30.7% 0.0% 0.0% 53.8% 56.8% 45.8% 74.5% 49.0%
Average Shares (mm) 3.5 3.5 3.5 3.5 3.6 3.6 3.6 3.626 3.6
Net Book Value 17.62 18.84 20.36 21.62 19.25 20.52 21.44 21.72 22.57

Market Valuation
Price:  High $28.70 $18.00 $11.95 $18.00 $19.50 $22.00 $24.00 - -
Price:  Low $14.00 $6.80 $6.50 $9.35 $14.00 $17.28 $17.37 - -

Price:  Current - - - - - - - $19.60
P/E Ratio:  High 15.0 9.9 7.9 14.0 13.1 15.6 13.7 - -
P/E Ratio:  Low 7.3 3.7 4.3 7.3 9.4 12.3 9.9 - -

P/E Ratio:  Current - - - - - - - 18.2 1
Price/Book Value:  High 1.58 0.96 0.59 0.83 1.01 1.07 1.12 - -
Price/Book Value:  Low 0.77 0.36 0.32 0.43 0.73 0.84 0.81 - -

Price/Book Value:  Current - - - - - - - 0.90 0
Yield:  High Price 3.90% 3.11% 0.00% 0.00% 4.11% 3.64% 3.34% - -
Yield:  Low Price 8.00% 8.24% 0.00% 0.00% 5.73% 4.63% 4.62% - -

Yield:  Current - - - - - - - 4.1% 4

Balance Sheet ($mm)
Debt (S-T) 38.3 27.7 12.1 4.4 7.3 10.4 14.7 1.9 0.9
Debt (L-T) 85.6 82.2 79.5 90.2 85.8 81.4 76.6 71.7 66.8

Deferred Items 15.7 22.2 17.3 17.0 17.9 15.8 15.7 15.7 17.2
Preferred Shares 6.7 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0

Shareholders' Equity 62.3

2.0

.87

.1%

66.8 72.2 76.7 69.4 73.9 77.7 78.8 81.8
208.5 203.9 186.2 193.3 185.4 186.7 189.7 173.0 171.7

Balance Sheet (%)
Debt (S-T) 18.3% 13.6% 6.5% 2.3% 3.9% 5.6% 7.7% 1.1% 0.5%
Debt (L-T) 41.1% 40.3% 42.7% 46.7% 46.3% 43.6% 40.4% 41.4% 38.9%

Deferred Items 7.5% 10.9% 9.3% 8.8% 9.7% 8.5% 8.3% 9.0% 10.0%
Preferred Shares 3.2% 2.5% 2.7% 2.6% 2.7% 2.7% 2.6% 2.9% 2.9%

Shareholders' Equity 29.9% 32.8% 38.8% 39.7% 37.4% 39.6% 41.0% 45.5% 47.7%
100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Income Statement ($mm)
Total Revenue 77.7 115.7 138.6 109.1 133.7 137.8 160.0 138.5 142.5

EBIT 22.0 21.8 20.5 19.5 18.5 17.5 18.6 7.8 11.8
NPAT 7.1 6.8 5.7 4.9 5.7 5.4 6.7 4.2 6.3

Preferred Share Dividends 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3
Net Earnings to Common 6.8 6.5 5.4 4.6 5.3 5.1 6.3 3.9 5.9

Cash Flow from Operations 9.8 27.5 20.9 12.8 12.2 16.4 11.8 13.7 17.3
Key Statistics

Average Utility Rate Base ($mm) 170.7 173.4 170.2 166.8 165.4 167.2 165.2 162.4 160.4
Growth Rate 1.05% 1.56% -1.86% -1.98% -0.87% 1.10% -1.19% -1.67% -1.24%

2004- 2007 CAGR -1.37%
Allowed Return on Equity 10.00% 10.25% 10.00% 9.88% 10.17% 9.80% 9.68% 9.45% 9.45%

Deemed Equity 36.00% 36.00% 36.00% 36.00% 36.00% 36.00% 40.00% 40.00% 40.00%

Year Ended December 31

 

Source:  BMO Capital Markets 
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FYE EPS P/E DPS Yield Payout BV P/B ROE
(Dec.)  $   $   $   %   %     %  

1985     1.22     8  0.70   7.0     57   8.03   1.2    15
1986     1.09     9  0.70   6.8     64   8.43   1.2    13
1987     1.31     8  0.75   7.4     57   8.97   1.1    15
1988     1.34     8  0.75   6.6     56   9.24   1.2    15
1989     1.45     8  0.75   6.4     52   9.92   1.2    15
1990     1.61     7  0.75   6.7     47  10.76   1.0    16
1991     1.66     8  0.80   5.9     48  11.62   1.2    15
1992     1.55    11  0.80   4.8     52  12.37   1.3    13
1993     1.63    13  0.88   4.0     54  12.37   1.8    13
1994     1.80    11  0.88   4.3     49  12.37   1.6    15
1995     1.67    13  0.96   4.6     57  14.57   1.4    12
1996     2.01    11  0.96   4.3     48  15.61   1.4    13
1997     2.16    14  1.04   3.5     48  16.42   1.8    13
1998     1.73    16  1.12   4.1     65  17.39   1.6    10
1999     1.92     9  1.12   6.5     58  18.19   1.0    11
2000     1.83     4  1.12  14.1     61  19.44   0.4    10
2001     1.52     6  1.12  11.7     74  20.95   0.5     8
2002     1.25    13  1.12   6.3     82  19.27   0.9     6
2003     1.46    13  0.80   4.1     54  19.96   1.0     7
2004     1.38    15  0.80   3.8     57  20.52   1.0     7
2005     1.71    11  0.80   4.1     46  21.43   0.9     8

Current*     1.73    10  0.80   4.4     46  22.11   0.8     8

Average:    10   6.0     56   1.2  11.8

Growth(%):
5 Year:  -0.6  -6.5   2.6

10 Year:  -0.8  -1.8   4.3
20 Year:   2.9   0.7   5.2

* Current EPS is the 4 Quarter Trailing to Q2/2006.
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PNG - Rating as of 17-Nov-03 = Mkt

Date Rating Change Share Price

1 13-Feb-04 Mkt  to Und. $21.90

2 14-Apr-05 Und. to Mkt $17.85

3 30-Aug-05 Mkt  to Und. $19.80

4 18-Nov-05 Und. to Mkt $19.27

5 22-Sep-06 Mkt  to OP $17.76

1.0

1.5
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Company Risk Disclosure 
In addition to the risks involved in investing in common stocks generally, we also highlight the following risks that pertain to this company.  The 
company's natural gas transmission business is dependent upon the continued availability of natural gas. The BCUC approves PNG’s customer rates 
and a fair return on the rate base. Changes in regulation may adversely affect performance. Natural gas and fuel oil compete with electricity for space 
heating in Pacific Northern Gas' service areas. Fluctuations in the price of natural gas could increase the working capital financing requirements and 
related costs for accounts receivable. In 2004, 75% of energy deliveries were made to four large industrial customers (67% to one 
customer, Methanex).  Transportation service to Methanex was made pursuant to an agreement that expires in October 2009.  On August 
30, 2005, Methanex announced that it will close its Kitimat facilities in early 2006.  PNG's DBRS credit BBB(L) rating is Under Review 
with Negative Implications.  A one notch downgrade would result in a below investment grade bond rating. 
 
Analyst’s Certification 
I, Karen Taylor, CFA, hereby certify that the views expressed in this report accurately reflect my personal views about the subject securities or issuers.  
I also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed in 
this report. 
 
General Disclosure 
The information and opinions in this report were prepared by BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée./Ltd., collectively (“BMO NB”).  
BMO NB is not subject to U.S. rules with regard to the preparation of research reports and the independence of analysts.  “BMO Capital Markets” is a 
trade name used by the BMO Investment Banking Group, which includes the wholesale/institutional arms of Bank of Montreal and BMO NB in 
Canada, and BMO Capital Markets Corp. in the U.S.   BMO Capital Markets Corp. is an affiliate of BMO NB.    BMO NB and BMO Capital Markets 
Corp. are subsidiaries of Bank of Montreal. Bank of Montreal or its affiliates (“BMO Financial Group”) has lending arrangements with, or provide 
other remunerated services to, many issuers covered by BMO NB research.  A significant lending relationship may exist between BMO Financial 
Group and certain of the issuers mentioned herein.  The reader should assume that BMO NB,  BMO Capital Markets Corp., Bank of Montreal or their 
affiliates may have a conflict of interest and should not rely solely on this report in evaluating whether or not to buy or sell securities of issuers 
discussed herein. The opinions, estimates and projections contained in this report are those of BMO NB as of the date of this report and are subject to 
change without notice.  BMO NB endeavours to ensure that the contents have been compiled or derived from sources that we believe are reliable and 
contain information and opinions that are accurate and complete.  However, BMO NB makes no representation or warranty, express or implied, in 
respect thereof, takes no responsibility for any errors and omissions contained herein and accepts no liability whatsoever for any loss arising from any 
use of, or reliance on, this report or its contents.  Information may be available to BMO NB or its affiliates that is not reflected in this report.  The 
information in this report is not intended to be used as the primary basis of investment decisions, and because of individual client objectives, should not 
be construed as advice designed to meet the particular investment needs of any investor.  This material is for information purposes only and is not  an 
offer to sell or the solicitation of an offer to buy any security.  The research analyst and/or associates who prepared this report are compensated based 
upon (among other factors) the overall profitability of BMO NB and its affiliates, which includes the overall profitability of investment banking 
services.  BMO NB,  or its affiliates expect to receive or will seek compensation for investment banking services within the next 3 months from all 
issuers covered by BMO NB.  BMO NB or its affiliates will buy from or sell to customers the securities of issuers mentioned in this report on a 
principal basis.  BMO NB or its affiliates, officers, directors or employees may have a long or short position in the securities discussed herein, related 
securities or in options, futures or other derivative instruments based thereon. 
 
Distribution of Ratings 
Rating BMO BMO BMO First Call 
Category Rating Universe I.B. Clients* Universe** 
Buy Outperform 38% 47% 49% 
Hold Market Perform 53% 47% 45% 
Sell Underperform 9% 6% 6% 
*   Reflects rating distribution of all companies where BMO Capital Markets has received compensation for Investment Banking services. 
** Reflects rating distribution of all North American equity research analysts. 
 
Ratings Key 
We use the following ratings system definitions:  
OP = Outperform - Forecast to outperform the market;  
Mkt = Market Perform - Forecast to perform roughly in line with the market;  
Und = Underperform - Forecast to underperform the market;  
(S) = speculative investment;  
NR = No rating at this time;  
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R = Restricted – Dissemination of research is currently restricted. 
 
Market performance is measured by a benchmark index such as the S&P/TSX Composite Index, S&P 500, Nasdaq Composite, as appropriate for each 
company.  Prior to September 1, 2003, a fourth rating tier—Top Pick—was used to designate those stocks we felt would be the best performers relative 
to the market. Our six Top 15 lists which guide investors to our best ideas according to six different objectives (large, small, growth, value, income and 
quantitative) have replaced the Top Pick rating. 
 
Dissemination of Research 
Our research publications are available via our web site http://bmocapitalmarkets.com. Institutional clients may also receive our research via FIRST 
CALL Research Direct and Reuters. All of our research is made widely available at the same time to all BMO NB, BMO Capital Markets Corp. and 
BMO Nesbitt Burns Securities Ltd. client groups entitled to our research. Please contact your investment advisor or institutional salesperson for more 
information. 
 
Additional Matters 
 
TO U.S. RESIDENTS:  BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd., affiliates of BMO NB, furnish this report to U.S. 
residents and accept responsibility for the contents herein, except to the extent that it refers to securities of Bank of Montreal.  Any U.S. person wishing 
to effect transactions in any security discussed herein should do so through BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd.   
 
TO U.K. RESIDENTS:  The contents hereof are intended solely for the use of, and may only be issued or passed onto, persons described in part VI of 
the Financial Services and Markets Act 2000 (Financial Promotion) Order 2001. 
 
BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée/Ltd.  are Members of CIPF.  BMO Capital Markets Corp. and BMO Nesbitt Burns Securities 
Ltd. are Members of SIPC. 
 
"BMO Capital Markets" is a trade-mark of Bank of Montreal, used under licence.   
"BMO (M-Bar roundel symbol)" is a registered trade-mark of Bank of Montreal, used under licence. 
 



 

This report was prepared by an Analyst employed by a Canadian affiliate, BMO Nesbitt Burns Inc., and who is not registered/qualified as a 
research analyst under NYSE/NASD rules.  For disclosure statements, including the Analyst's Certification, please refer to pages 3 to 5. 

 

Pacific Northern Gas 
(PNG-TSX) 
 
Stock Rating: Outperform  
Industry Rating: Market Perform 
 

 

November 27, 2006 
Research Comment 
Toronto, Ontario 
 

Karen Taylor, CFA 
(416) 359-4304 
Karen.Taylor@bmo.com 
Assoc: Benjamin Pham 
 

 
Price (23-Nov) $18.42 52-Week High $19.75 
Target Price $20.00  52-Week Low $16.96 
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(FY-Dec.) 2005A 2006E 2007E 2008E 
EPS $1.72  $1.04  $1.52↓ $1.50↓
P/E  17.7x 12.1x 12.3x 
 
CFPS $3.27  $3.77  $4.78  $4.82 
P/CFPS  4.9x 3.8x 3.8x 
 
Div.  $0.80 $0.80 $0.80 $0.80 
EV ($mm) $183 $161 $157 $153 
EBITDA ($mm) $27.5 $17.3 $21.4 $21.1 
EV/EBITDA 6.6x 9.3x 7.3x 7.2x 
 
Quarterly EPS Q1 Q2 Q3 Q4 
2005A $1.08  $0.02  -$0.24  $0.89 
2006E $1.22a -$0.14a -$0.42a $0.42 
2007E $1.14  $0.02  -$0.22  $0.69 
 
Dividend $0.80 Yield 4.3% 
Book Value $21.57 Price/Book 0.9x 
Shares O/S (mm) 3.6 Mkt. Cap ($mm) $67 
Float O/S (mm) 3.6 Float Cap ($mm) $67 
Wkly Vol (000s) 32 Wkly $ Vol (mm) $0.6 
Net Debt ($mm) $78.6 Next Rep. Date 19-Feb (E) 

BCUC Release 2007 ROE;  
Rating Raised to Outperform 
 

Event 
On November 23, the British Columbia Utilities Commission (BCUC) released
its return on common equity for a low-risk benchmark utility for the year 2007.
The low-risk return is 8.37% for 2007 versus 8.80% in 2006.  The operations of 
PNG West and Tumbler Ridge earn the benchmark return (8.37%) plus a 0.65%
premium, or 9.02%.  The Ft. St. John and Dawson Creek divisions of the
company receive the benchmark return of 8.37% plus a premium of 0.40%, or 
8.77%.   
 
Impact 
Neutral.  While we believe that the return on equity determined by the automatic 
adjustment mechanism currently used by the BCUC likely violates the fair 
return standard and is confiscatory, it is in line with expectations and is
therefore neutral to our outlook. 
 
Forecasts 
We have updated our financial model to reflect the new 2007 allowed return on
equity, as determined by the Commission. 
 
Valuation 
Our target price reflects a weighted valuation approach: 12x 2008E diluted EPS 
of $1.50 (12.5%), 1x 2008E BV per share of $23.24 (12.5%), and a target yield
of 4.10% (75%), assuming 2008 dividends per share of $0.80. 
 
Recommendation 
We have increased our rating on the shares of Pacific Northern Gas to
Outperform from Market Perform, largely due to price weakness following the 
federal government’s taxation initiatives announced on October 31, 2006.   

Notes: Estimates are weather normal 
Major Shareholders: Widely held 
First Call Mean Estimates: PACIFIC NORTHERN GAS LTD 'A' (C$) 
2006E: $1.01; 2007E: $1.64 

 
 Changes Annual EPS  Rating

 2007E $1.59 to $1.52             Mkt to OP 
 2008E $1.57 to $1.50              
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Table 1.  Consolidated Summary Sheet 

24-Nov-06 Karen J. Taylor
Current Price: $18.50 BMO Capital Markets
12-Month Target Price: $20.00
ROR: 12.4% Recommendation: Outperform

2001 2002 2003 2004 2005 2006E 2007E 2008E
Total Earnings Per Share $1.52 $1.28 $1.49 $1.41 $1.75 $1.07 $1.56 $1.54
Fully Diluted EPS $1.47 $1.25 $1.46 $1.38 $1.72 $1.04 $1.52 $1.50
Dividends $0.00 $0.00 $0.80 $0.80 $0.80 $0.80 $0.80 $0.80
Payout Ratio 0.0% 0.0% 53.8% 56.8% 45.8% 74.5% 51.3% 51.8%
Average Shares (mm) 3.5 3.5 3.6 3.6 3.6 3.626 3.6 3.6
Net Book Value 20.36 21.62 19.25 20.52 21.44 21.72 22.49 23.24

Market Valuation
Price:  High $11.95 $18.00 $19.50 $22.00 $24.00 - - -
Price:  Low $6.50 $9.35 $14.00 $17.28 $17.37 - - -

Price:  Current - - - - - $18.50
P/E Ratio:  High 7.9 14.0 13.1 15.6 13.7 - - -
P/E Ratio:  Low 4.3 7.3 9.4 12.3 9.9 - - -

P/E Ratio:  Current - - - - - 17.2 11.9 12.0
Price/Book Value:  High 0.59 0.83 1.01 1.07 1.12 - - -
Price/Book Value:  Low 0.32 0.43 0.73 0.84 0.81 - - -

Price/Book Value:  Current - - - - - 0.85 0.82 0.80
Yield:  High Price 0.00% 0.00% 4.11% 3.64% 3.34% - - -
Yield:  Low Price 0.00% 0.00% 5.73% 4.63% 4.62% - - -

Yield:  Current - - - - - 4.3% 4.3% 4.3%

Balance Sheet ($mm)
Debt (S-T) 12.1 4.4 7.3 10.4 14.7 1.9 1.1 0.4
Debt (L-T) 79.5 90.2 85.8 81.4 76.6 71.7 66.8 61.9

Deferred Items 17.3 17.0 17.9 15.8 15.7 15.7 17.2 18.7
Preferred Shares 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0

Shareholders' Equity 72.2 76.7 69.4 73.9 77.7 78.8 81.6 84.3
186.2 193.3 185.4 186.7 189.7 173.0 171.7 170.3

Balance Sheet (%)
Debt (S-T) 6.5% 2.3% 3.9% 5.6% 7.7% 1.1% 0.7% 0.2%
Debt (L-T) 42.7% 46.7% 46.3% 43.6% 40.4% 41.4% 38.9% 36.4%

Deferred Items 9.3% 8.8% 9.7% 8.5% 8.3% 9.0% 10.0% 11.0%
Preferred Shares 2.7% 2.6% 2.7% 2.7% 2.6% 2.9% 2.9% 2.9%

Shareholders' Equity 38.8% 39.7% 37.4% 39.6% 41.0% 45.5% 47.5% 49.5%
100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Income Statement ($mm)
Total Revenue 138.6 109.1 133.7 137.8 160.0 138.5 139.3 137.5

EBIT 20.5 19.5 18.5 17.5 18.6 7.8 11.3 10.8
NPAT 5.7 4.9 5.7 5.4 6.7 4.2 6.0 5.9

Preferred Share Dividends 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3
Net Earnings to Common 5.4 4.6 5.3 5.1 6.3 3.9 5.7 5.6

Cash Flow from Operations 20.9 12.8 12.2 16.4 11.8 13.7 17.1 17.2

Year Ended December 31

 

Source:  BMO Capital Markets 
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FYE EPS P/E DPS Yield Payout BV P/B ROE
(Dec.)  $   $   $   %   %     %  

1985     1.22     8  0.70   7.0     57   8.03   1.2    15
1986     1.09     9  0.70   6.8     64   8.43   1.2    13
1987     1.31     8  0.75   7.4     57   8.97   1.1    15
1988     1.34     8  0.75   6.6     56   9.24   1.2    15
1989     1.45     8  0.75   6.4     52   9.92   1.2    15
1990     1.61     7  0.75   6.7     47  10.76   1.0    16
1991     1.66     8  0.80   5.9     48  11.62   1.2    15
1992     1.55    11  0.80   4.8     52  12.37   1.3    13
1993     1.63    13  0.88   4.0     54  12.37   1.8    13
1994     1.80    11  0.88   4.3     49  12.37   1.6    15
1995     1.67    13  0.96   4.6     57  14.57   1.4    12
1996     2.01    11  0.96   4.3     48  15.61   1.4    13
1997     2.16    14  1.04   3.5     48  16.42   1.8    13
1998     1.73    16  1.12   4.1     65  17.39   1.6    10
1999     1.92     9  1.12   6.5     58  18.19   1.0    11
2000     1.83     4  1.12  14.1     61  19.44   0.4    10
2001     1.52     6  1.12  11.7     74  20.95   0.5     8
2002     1.25    13  1.12   6.3     82  19.27   0.9     6
2003     1.46    13  0.80   4.1     54  19.96   1.0     7
2004     1.38    15  0.80   3.8     57  20.52   1.0     7
2005     1.72    11  0.80   4.1     46  21.43   0.9     8

Current*     1.55    12  0.80   4.3     52  21.57   0.9     7

Average:    10   6.0     56   1.2  11.8

Growth(%):
5 Year:  -2.7  -6.5   2.1

10 Year:  -1.9  -1.8   4.0
20 Year:   2.3   0.7   5.1

* Current EPS is the 4 Quarter Trailing to Q3/2006.
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PNG - Rating as of 15-Dec-03 = Mkt

Date Rating Change Share Price

1 13-Feb-04 Mkt  to Und. $21.90

2 14-Apr-05 Und. to Mkt $17.85

3 30-Aug-05 Mkt  to Und. $19.80

4 18-Nov-05 Und. to Mkt $19.27

5 22-Sep-06 Mkt  to OP $17.76

6 27-Oct-06 OP  to Mkt $19.30

1.0

1.5
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Company Risk Disclosure 
In addition to the risks involved in investing in common stocks generally, we also highlight the following risks that pertain to this company.  The 
company's natural gas transmission business is dependent upon the continued availability of natural gas. The BCUC approves PNG’s customer rates 
and a fair return on the rate base. Changes in regulation may adversely affect performance. Natural gas and fuel oil compete with electricity for space 
heating in Pacific Northern Gas' service areas. Fluctuations in the price of natural gas could increase the working capital financing requirements and 
related costs for accounts receivable. In 2004, 75% of energy deliveries were made to four large industrial customers (67% to one customer, Methanex).  
Transportation service to Methanex was made pursuant to an agreement that expires in October 2009.  On August 30, 2005, Methanex announced that it 
will close its Kitimat facilities in early 2006.  PNG's DBRS credit BBB(L) rating is Under Review with Negative Implications.  A one notch downgrade 
would result in a below investment grade bond rating. 
 
Analyst’s Certification 
I, Karen Taylor, CFA, hereby certify that the views expressed in this report accurately reflect my personal views about the subject securities or issuers.  
I also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed in 
this report. 
 
General Disclosure 
The information and opinions in this report were prepared by BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée./Ltd., collectively (“BMO NB”).  
BMO NB is not subject to U.S. rules with regard to the preparation of research reports and the independence of analysts.  “BMO Capital Markets” is a 
trade name used by the BMO Investment Banking Group, which includes the wholesale/institutional arms of Bank of Montreal and BMO NB in 
Canada, and BMO Capital Markets Corp. in the U.S.   BMO Capital Markets Corp. is an affiliate of BMO NB.    BMO NB and BMO Capital Markets 
Corp. are subsidiaries of Bank of Montreal. Bank of Montreal or its affiliates (“BMO Financial Group”) has lending arrangements with, or provide 
other remunerated services to, many issuers covered by BMO NB research.  A significant lending relationship may exist between BMO Financial 
Group and certain of the issuers mentioned herein.  The reader should assume that BMO NB,  BMO Capital Markets Corp., Bank of Montreal or their 
affiliates may have a conflict of interest and should not rely solely on this report in evaluating whether or not to buy or sell securities of issuers 
discussed herein. The opinions, estimates and projections contained in this report are those of BMO NB as of the date of this report and are subject to 
change without notice.  BMO NB endeavours to ensure that the contents have been compiled or derived from sources that we believe are reliable and 
contain information and opinions that are accurate and complete.  However, BMO NB makes no representation or warranty, express or implied, in 
respect thereof, takes no responsibility for any errors and omissions contained herein and accepts no liability whatsoever for any loss arising from any 
use of, or reliance on, this report or its contents.  Information may be available to BMO NB or its affiliates that is not reflected in this report.  The 
information in this report is not intended to be used as the primary basis of investment decisions, and because of individual client objectives, should not 
be construed as advice designed to meet the particular investment needs of any investor.  This material is for information purposes only and is not  an 
offer to sell or the solicitation of an offer to buy any security.  The research analyst and/or associates who prepared this report are compensated based 
upon (among other factors) the overall profitability of BMO NB and its affiliates, which includes the overall profitability of investment banking 
services.  BMO NB,  or its affiliates expect to receive or will seek compensation for investment banking services within the next 3 months from all 
issuers covered by BMO NB.  BMO NB or its affiliates will buy from or sell to customers the securities of issuers mentioned in this report on a 
principal basis.  BMO NB or its affiliates, officers, directors or employees may have a long or short position in the securities discussed herein, related 
securities or in options, futures or other derivative instruments based thereon. 
 
Distribution of Ratings 
Rating BMO BMO BMO First Call 
Category Rating Universe I.B. Clients* Universe** 
Buy Outperform 38% 47% 49% 
Hold Market Perform 53% 47% 45% 
Sell Underperform 9% 6% 6% 
*   Reflects rating distribution of all companies where BMO Capital Markets has received compensation for Investment Banking services. 
** Reflects rating distribution of all North American equity research analysts. 
 
Ratings Key 
We use the following ratings system definitions:  
OP = Outperform - Forecast to outperform the market;  
Mkt = Market Perform - Forecast to perform roughly in line with the market;  
Und = Underperform - Forecast to underperform the market;  
(S) = speculative investment;  
NR = No rating at this time;  
R = Restricted – Dissemination of research is currently restricted. 
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Market performance is measured by a benchmark index such as the S&P/TSX Composite Index, S&P 500, Nasdaq Composite, as appropriate for each 
company.  Prior to September 1, 2003, a fourth rating tier—Top Pick—was used to designate those stocks we felt would be the best performers relative 
to the market. Our six Top 15 lists which guide investors to our best ideas according to six different objectives (large, small, growth, value, income and 
quantitative) have replaced the Top Pick rating. 
 
Dissemination of Research 
Our research publications are available via our web site http://bmocapitalmarkets.com. Institutional clients may also receive our research via FIRST 
CALL Research Direct and Reuters. All of our research is made widely available at the same time to all BMO NB, BMO Capital Markets Corp. and 
BMO Nesbitt Burns Securities Ltd. client groups entitled to our research. Please contact your investment advisor or institutional salesperson for more 
information. 
 
Additional Matters 
 
TO U.S. RESIDENTS:  BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd., affiliates of BMO NB, furnish this report to U.S. 
residents and accept responsibility for the contents herein, except to the extent that it refers to securities of Bank of Montreal.  Any U.S. person wishing 
to effect transactions in any security discussed herein should do so through BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd.   
 
TO U.K. RESIDENTS:  The contents hereof are intended solely for the use of, and may only be issued or passed onto, persons described in part VI of 
the Financial Services and Markets Act 2000 (Financial Promotion) Order 2001. 
 
BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée/Ltd.  are Members of CIPF.  BMO Capital Markets Corp. and BMO Nesbitt Burns Securities 
Ltd. are Members of SIPC. 
 
"BMO Capital Markets" is a trade-mark of Bank of Montreal, used under licence.   
"BMO (M-Bar roundel symbol)" is a registered trade-mark of Bank of Montreal, used under licence. 

 



 

This report was prepared by an Analyst employed by a Canadian affiliate, BMO Nesbitt Burns Inc., and who is not registered/qualified as a 
research analyst under NYSE/NASD rules.  For disclosure statements, including the Analyst's Certification, please refer to pages 3 to 5. 
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Price (12-Dec) $18.55 52-Week High $19.75 
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(FY-Dec.) 2005A 2006E 2007E 2008E 
EPS $1.72  $1.04  $1.58↑ $1.54↑
P/E  17.8x 11.7x 12.0x 
 
CFPS $3.27  $3.77  $4.78  $4.82 
P/CFPS  4.9x 3.9x 3.8x 
 
Div.  $0.80 $0.80 $0.80 $0.80 
EV ($mm) $183 $161 $157 $153 
EBITDA ($mm) $27.5 $17.3 $20.9 $20.6 
EV/EBITDA 6.6x 9.3x 7.5x 7.4x 
 
Quarterly EPS Q1 Q2 Q3 Q4 
2005A $1.08  $0.02  -$0.24  $0.89 
2006E $1.22a -$0.14a -$0.42a $0.42 
2007E $1.13↓ $0.02  -$0.22  $0.69 
 
Dividend $0.80 Yield 4.3% 
Book Value $21.57 Price/Book 0.9x 
Shares O/S (mm) 3.6 Mkt. Cap ($mm) $67 
Float O/S (mm) 3.6 Float Cap ($mm) $67 
Wkly Vol (000s) 31 Wkly $ Vol (mm) $0.6 
Net Debt ($mm) $78.6 Next Rep. Date 19-Feb (E) 

2007 Rate Applications; 
Outperform Rating Unchanged 
 

Event 
On October 26, Pacific Northern Gas filed 2007 rate applications with the
British Columbia Utilities Commission (BCUC) for each of its operating
divisions:  PNG-West, Fort St. John/Dawson Creek and Tumbler Ridge.  We
have updated our financial model to reflect the key metrics of the application:
Average Mid-Year Rate Base:  $132.851 million, $32.227 million and $1.525
million, respectively; Deemed Equity - 40% for each division; Allowed Return
on Equity:  9.02%, 8.77% and 9.02%, respectively; and Capital Expenditures
(net of dispositions):  $5.708 million, $2.578 million and $0.184 million,
respectively.  Our ROE assumptions are consistent with the BCUC’s November
23, 2006, announcement of the 2007 benchmark utility return on equity 
calculation, as highlighted in our comment dated November 27, 2006. 
 
Impact 
Slightly positive. 
 
Forecasts 
Our 2007 and 2008 diluted EPS estimates increase to $1.58 and $1.54,
respectively, from $1.52 and $1.50. 
 
Valuation 
Our target price reflects a weighted valuation approach:  12.0x 2008E diluted
EPS of $1.54 (12.5%), 1.0x 2008E BV per share of $23.34 (12.5%), and a target
yield of 4.10% (75%), assuming 2008 dividends per share of $0.80. 
 
Recommendation 
We believe that the shares are reasonably valued at current levels.  Our rating is
Outperform. 

Notes: Estimates are weather normal 
Major Shareholders: Widely held 
First Call Mean Estimates: PACIFIC NORTHERN GAS LTD 'A' (C$) 
2006E: $1.04; 2008E: $1.57 

 
 

Changes Annual EPS  Quarterly EPS 
 2007E $1.52 to $1.58         Q1/07E $1.14 to $1.13    
 2008E $1.50 to $1.54              
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Table 1.  Consolidated Summary Sheet 

12-Dec-06 Karen J. Taylor
Current Price: $18.55 BMO Capital Markets
12-Month Target Price: $20.00
ROR: 12.1% Recommendation: Outperform

2001 2002 2003 2004 2005 2006E 2007E 2008E
Total Earnings Per Share $1.52 $1.28 $1.49 $1.41 $1.75 $1.07 $1.62 $1.58
Fully Diluted EPS $1.47 $1.25 $1.46 $1.38 $1.72 $1.04 $1.58 $1.54
Dividends $0.00 $0.00 $0.80 $0.80 $0.80 $0.80 $0.80 $0.80
Payout Ratio 0.0% 0.0% 53.8% 56.8% 45.8% 74.5% 49.5% 50.6%
Average Shares (mm) 3.5 3.5 3.6 3.6 3.6 3.626 3.6 3.6
Net Book Value 20.36 21.62 19.25 20.52 21.44 21.72 22.55 23.34

Market Valuation
Price:  High $11.95 $18.00 $19.50 $22.00 $24.00 - - -
Price:  Low $6.50 $9.35 $14.00 $17.28 $17.37 - - -

Price:  Current - - - - - $18.55
P/E Ratio:  High 7.9 14.0 13.1 15.6 13.7 - - -
P/E Ratio:  Low 4.3 7.3 9.4 12.3 9.9 - - -

P/E Ratio:  Current - - - - - 17.3 11.5 11.7
Price/Book Value:  High 0.59 0.83 1.01 1.07 1.12 - - -
Price/Book Value:  Low 0.32 0.43 0.73 0.84 0.81 - - -

Price/Book Value:  Current - - - - - 0.85 0.82 0.79
Yield:  High Price 0.00% 0.00% 4.11% 3.64% 3.34% - - -
Yield:  Low Price 0.00% 0.00% 5.73% 4.63% 4.62% - - -

Yield:  Current - - - - - 4.3% 4.3% 4.3%

Balance Sheet ($mm)
Debt (S-T) 12.1 4.4 7.3 10.4 14.7 1.9 4.1 3.8
Debt (L-T) 79.5 90.2 85.8 81.4 76.6 71.7 66.8 61.9

Deferred Items 17.3 17.0 17.9 15.8 15.7 15.7 15.0 16.5
Preferred Shares 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0

Shareholders' Equity 72.2 76.7 69.4 73.9 77.7 78.8 81.8 84.6
186.2 193.3 185.4 186.7 189.7 173.0 172.6 171.9

Balance Sheet (%)
Debt (S-T) 6.5% 2.3% 3.9% 5.6% 7.7% 1.1% 2.3% 2.2%
Debt (L-T) 42.7% 46.7% 46.3% 43.6% 40.4% 41.4% 38.7% 36.0%

Deferred Items 9.3% 8.8% 9.7% 8.5% 8.3% 9.0% 8.7% 9.6%
Preferred Shares 2.7% 2.6% 2.7% 2.7% 2.6% 2.9% 2.9% 2.9%

Shareholders' Equity 38.8% 39.7% 37.4% 39.6% 41.0% 45.5% 47.4% 49.2%
100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Income Statement ($mm)
Total Revenue 138.6 109.1 133.7 137.8 160.0 138.5 110.1 122.0

EBIT 20.5 19.5 18.5 17.5 18.6 7.8 8.6 9.1
NPAT 5.7 4.9 5.7 5.4 6.7 4.2 6.2 6.1

Preferred Share Dividends 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3
Net Earnings to Common 5.4 4.6 5.3 5.1 6.3 3.9 5.9 5.7

Cash Flow from Operations 20.9 12.8 12.2 16.4 11.8 13.7 14.4 16.8

Year Ended December 31

 

Source:  BMO Capital Markets 
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FYE EPS P/E DPS Yield Payout BV P/B ROE
(Dec.)  $   $   $   %   %     %  

1985     1.22     8  0.70   7.0     57   8.03   1.2    15
1986     1.09     9  0.70   6.8     64   8.43   1.2    13
1987     1.31     8  0.75   7.4     57   8.97   1.1    15
1988     1.34     8  0.75   6.6     56   9.24   1.2    15
1989     1.45     8  0.75   6.4     52   9.92   1.2    15
1990     1.61     7  0.75   6.7     47  10.76   1.0    16
1991     1.66     8  0.80   5.9     48  11.62   1.2    15
1992     1.55    11  0.80   4.8     52  12.37   1.3    13
1993     1.63    13  0.88   4.0     54  12.37   1.8    13
1994     1.80    11  0.88   4.3     49  12.37   1.6    15
1995     1.67    13  0.96   4.6     57  14.57   1.4    12
1996     2.01    11  0.96   4.3     48  15.61   1.4    13
1997     2.16    14  1.04   3.5     48  16.42   1.8    13
1998     1.73    16  1.12   4.1     65  17.39   1.6    10
1999     1.92     9  1.12   6.5     58  18.19   1.0    11
2000     1.83     4  1.12  14.1     61  19.44   0.4    10
2001     1.52     6  1.12  11.7     74  20.95   0.5     8
2002     1.25    13  1.12   6.3     82  19.27   0.9     6
2003     1.46    13  0.80   4.1     54  19.96   1.0     7
2004     1.38    15  0.80   3.8     57  20.52   1.0     7
2005     1.72    11  0.80   4.1     46  21.43   0.9     8

Current*     1.55    12  0.80   4.3     52  21.57   0.9     7

Average:    10   6.0     56   1.2  11.8

Growth(%):
5 Year:  -2.7  -6.5   2.1

10 Year:  -1.9  -1.8   4.0
20 Year:   2.3   0.7   5.1

* Current EPS is the 4 Quarter Trailing to Q3/2006.
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PNG - Rating as of 31-Dec-03 = Mkt

Date Rating Change Share Price

1 13-Feb-04 Mkt  to Und. $21.90

2 14-Apr-05 Und. to Mkt $17.85

3 30-Aug-05 Mkt  to Und. $19.80

4 18-Nov-05 Und. to Mkt $19.27

5 22-Sep-06 Mkt  to OP $17.76

6 27-Oct-06 OP  to Mkt $19.30

7 24-Nov-06 Mkt  to OP $18.50

1.0
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Company Risk Disclosure 
In addition to the risks involved in investing in common stocks generally, we also highlight the following risks that pertain to this company.  The 
company's natural gas transmission business depends on the continued availability of natural gas. The BCUC approves PNG’s customer rates and a fair 
return on the rate base. Changes in regulation may adversely affect performance. Natural gas and fuel oil compete with electricity for space heating in 
Pacific Northern Gas' service areas. Fluctuations in the price of natural gas could increase the working capital financing requirements and related costs 
for accounts receivable. In 2004, 75% of energy deliveries were made to four large industrial customers (67% to one customer, Methanex).  
Transportation service to Methanex was made pursuant to an agreement that expires in October 2009.  On August 30, 2005, Methanex announced that it 
will close its Kitimat facilities in early 2006.  PNG's DBRS credit BBB(L) rating is Under Review with Negative Implications.  A one notch downgrade 
would result in a below investment grade bond rating. 
 
Analyst’s Certification 
I, Karen Taylor, CFA, hereby certify that the views expressed in this report accurately reflect my personal views about the subject securities or issuers.  
I also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed in 
this report. 
 
General Disclosure 
The information and opinions in this report were prepared by BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée./Ltd., collectively (“BMO NB”).  
BMO NB is not subject to U.S. rules with regard to the preparation of research reports and the independence of analysts.  “BMO Capital Markets” is a 
trade name used by the BMO Investment Banking Group, which includes the wholesale/institutional arms of Bank of Montreal and BMO NB in 
Canada, and BMO Capital Markets Corp. in the U.S.   BMO Capital Markets Corp. is an affiliate of BMO NB.    BMO NB and BMO Capital Markets 
Corp. are subsidiaries of Bank of Montreal. Bank of Montreal or its affiliates (“BMO Financial Group”) has lending arrangements with, or provide 
other remunerated services to, many issuers covered by BMO NB research.  A significant lending relationship may exist between BMO Financial 
Group and certain of the issuers mentioned herein.  The reader should assume that BMO NB,  BMO Capital Markets Corp., Bank of Montreal or their 
affiliates may have a conflict of interest and should not rely solely on this report in evaluating whether or not to buy or sell securities of issuers 
discussed herein. The opinions, estimates and projections contained in this report are those of BMO NB as of the date of this report and are subject to 
change without notice.  BMO NB endeavours to ensure that the contents have been compiled or derived from sources that we believe are reliable and 
contain information and opinions that are accurate and complete.  However, BMO NB makes no representation or warranty, express or implied, in 
respect thereof, takes no responsibility for any errors and omissions contained herein and accepts no liability whatsoever for any loss arising from any 
use of, or reliance on, this report or its contents.  Information may be available to BMO NB or its affiliates that is not reflected in this report.  The 
information in this report is not intended to be used as the primary basis of investment decisions, and because of individual client objectives, should not 
be construed as advice designed to meet the particular investment needs of any investor.  This material is for information purposes only and is not  an 
offer to sell or the solicitation of an offer to buy any security.  The research analyst and/or associates who prepared this report are compensated based 
upon (among other factors) the overall profitability of BMO NB and its affiliates, which includes the overall profitability of investment banking 
services.  BMO NB,  or its affiliates expect to receive or will seek compensation for investment banking services within the next 3 months from all 
issuers covered by BMO NB.  BMO NB or its affiliates will buy from or sell to customers the securities of issuers mentioned in this report on a 
principal basis.  BMO NB or its affiliates, officers, directors or employees may have a long or short position in the securities discussed herein, related 
securities or in options, futures or other derivative instruments based thereon. 
 
Distribution of Ratings 
Rating BMO BMO BMO First Call 
Category Rating Universe I.B. Clients* Universe** 
Buy Outperform 35% 45% 47% 
Hold Market Perform 55% 48% 46% 
Sell Underperform 10% 7% 7% 
*   Reflects rating distribution of all companies where BMO Capital Markets has received compensation for Investment Banking services. 
** Reflects rating distribution of all North American equity research analysts. 
 
Ratings Key 
We use the following ratings system definitions:  
OP = Outperform - Forecast to outperform the market;  
Mkt = Market Perform - Forecast to perform roughly in line with the market;  
Und = Underperform - Forecast to underperform the market;  
(S) = speculative investment;  
NR = No rating at this time;  
R = Restricted – Dissemination of research is currently restricted. 
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Market performance is measured by a benchmark index such as the S&P/TSX Composite Index, S&P 500, Nasdaq Composite, as appropriate for each 
company.  Prior to September 1, 2003, a fourth rating tier—Top Pick—was used to designate those stocks we felt would be the best performers relative 
to the market. Our six Top 15 lists which guide investors to our best ideas according to six different objectives (large, small, growth, value, income and 
quantitative) have replaced the Top Pick rating. 
 
Dissemination of Research 
Our research publications are available via our web site http://bmocapitalmarkets.com. Institutional clients may also receive our research via FIRST 
CALL Research Direct and Reuters. All of our research is made widely available at the same time to all BMO NB, BMO Capital Markets Corp. and 
BMO Nesbitt Burns Securities Ltd. client groups entitled to our research. Please contact your investment advisor or institutional salesperson for more 
information. 
 
Additional Matters 
 
TO U.S. RESIDENTS:  BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd., affiliates of BMO NB, furnish this report to U.S. 
residents and accept responsibility for the contents herein, except to the extent that it refers to securities of Bank of Montreal.  Any U.S. person wishing 
to effect transactions in any security discussed herein should do so through BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd.   
 
TO U.K. RESIDENTS:  The contents hereof are intended solely for the use of, and may only be issued or passed onto, persons described in part VI of 
the Financial Services and Markets Act 2000 (Financial Promotion) Order 2001. 
 
BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée/Ltd.  are Members of CIPF.  BMO Capital Markets Corp. and BMO Nesbitt Burns Securities 
Ltd. are Members of SIPC. 
 
"BMO Capital Markets" is a trade-mark of Bank of Montreal, used under licence.   
"BMO (M-Bar roundel symbol)" is a registered trade-mark of Bank of Montreal, used under licence. 
 

 



 

This report was prepared by an Analyst employed by a Canadian affiliate, BMO Nesbitt Burns Inc., and who is not registered/qualified as a 
research analyst under NYSE/NASD rules.  For disclosure statements, including the Analyst's Certification, please refer to pages 3 to 5. 
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Q4/06 and Fiscal 2006 Slightly Higher than  Price (21-Feb) $18.02 52-Week High $19.74 
Target Price $20.00  52-Week Low $16.96 Expected; Outperform Rating Maintained  
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Event 
Pacific Northern Gas reported Q4/06 EPS of $0.61 versus our expectation of
$0.42 and 2006 diluted EPS of $1.25 versus our expectation of diluted 2006
EPS of $1.04.  The variance between expected and actual performance in the
quarter and in 2006 is largely attributable to actual versus expected project
development costs.  In Q4/06, actual project development costs were $0.6
million versus our expectation of $1 million and in 2006, actual costs were $1.7 
million after tax versus our expectation of $2.1 million after tax.  Expenditures 
related to the preliminary study and investigation of a project to loop the
company’s main line transmission system from Kitimat to Summit Lake (the
KSL project), as announced on July 17, 2006, and highlighted in our July 20,
2006, comment.  Management indicated in its release that a further $1.5 million
of after-tax development costs are likely in 2007 and may relate to the process 
to obtain environmental permits from the province of British Columbia.  We do
not expect additional costs beyond 2007; however, management is not precluded
from initiating other certificate and approvals processes even if a firm service
shipper(s) for the pipeline (and a use or pay contract for the related LNG regas 
facility) is not yet in hand.  It is not yet clear that these projects are likely to
proceed. 

 

(FY-Dec.) 2005A 2006A 2007E 2008E 
EPS $1.72  $1.25  $1.18↓ $1.56↑
P/E   15.3x 11.6x 
 
CFPS $3.27  $3.77  $4.78  $4.82 
P/CFPS   3.8x 3.7x 
 
Div.  $0.80 $0.80 $0.80 $0.80 
EV ($mm) $167 $146 $142 $137 
EBITDA ($mm) $27.5 $17.3 $17.4 $18.3  
EV/EBITDA 6.1x 8.4x 8.1x 7.5x 

Impact  
Quarterly EPS Q1 Q2 Q3 Q4 

Mixed. 2005A $1.08  $0.02  -$0.24  $0.89 
2006A $1.22  -$0.14  -$0.42  $0.61  
2007E $1.12↓ -$0.22↓ -$0.33↓ $0.63↓

Forecasts  
Dividend $0.80 Yield 4.4% 

We have updated our financial model to reflect actual 2006 results and have
reflected after-tax project development costs in our quarterly estimates as
follows:  $0.5 million in Q1/07 and $0.33 million in each of Q2, Q3 and Q4.   

Book Value $21.92 Price/Book 0.8x 
Shares O/S (mm) 3.6 Mkt. Cap ($mm) $66 
Float O/S (mm) 3.6 Float Cap ($mm) $66 
Wkly Vol (000s) 30 Wkly $ Vol (mm) $0.6 
Net Debt ($mm) $75.9 Next Rep. Date 17-May (E) 

 

Valuation Notes: Estimates are weather normal 
Major Shareholders: Widely held 
First Call Mean Estimates: PACIFIC NORTHERN GAS LTD 'A' (C$) 
2006E: $1.04; 2008E: $1.54 

Our target price reflects a weighted valuation approach:  12x diluted 2008E EPS
of $1.56 (12.5%), 1.0x 2008E BV of $23.11 (12.5%), and a target yield of
4.10% (75%), assuming 2008 dividends of $0.80 per share. 
 

Recommendation 
We believe that the shares are attractively valued.  Our rating is Outperform. 
 
 Changes Annual EPS  Quarterly EPS 

 2007E $1.58 to $1.18         Q1/07E $1.13 to $1.12    
 2008E $1.54 to $1.56         Q2/07E $0.02 to -$0.22  
             Q3/07E -$0.22 to -$0.33    
       Q4/07E $0.69 to $0.63 
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Table 1.  Consolidated Summary Sheet 

21-Feb-07 Karen J. Taylor
Current Price: $18.10 BMO Capital Markets
12-Month Target Price: $20.00
ROR: 14.9% Recommendation: Outperform

2001 2002 2003 2004 2005 2006 2007E 2008E
Total Earnings Per Share $1.52 $1.28 $1.49 $1.41 $1.75 $1.27 $1.20 $1.57
Fully Diluted EPS $1.47 $1.25 $1.46 $1.38 $1.72 $1.25 $1.18 $1.56
Dividends $0.00 $0.00 $0.80 $0.80 $0.80 $0.80 $0.80 $0.80
Payout Ratio 0.0% 0.0% 53.8% 56.8% 45.8% 63.0% 66.8% 50.8%
Average Shares (mm) 3.5 3.5 3.6 3.6 3.6 3.631 3.6 3.6
Net Book Value 20.36 21.62 19.25 20.52 21.44 21.92 22.33 23.11

Market Valuation
Price:  High $11.95 $18.00 $19.50 $22.00 $24.00 $19.60 - -
Price:  Low $6.50 $9.35 $14.00 $17.28 $17.37 $17.06 - -

Price:  Current - - - - - - $18.10
P/E Ratio:  High 7.9 14.0 13.1 15.6 13.7 15.4 - -
P/E Ratio:  Low 4.3 7.3 9.4 12.3 9.9 13.4 - -

P/E Ratio:  Current - - - - - - 15.1 11.5
Price/Book Value:  High 0.59 0.83 1.01 1.07 1.12 0.89 - -
Price/Book Value:  Low 0.32 0.43 0.73 0.84 0.81 0.78 - -

Price/Book Value:  Current - - - - - - 0.81 0.78
Yield:  High Price 0.00% 0.00% 4.11% 3.64% 3.34% 4.08% - -
Yield:  Low Price 0.00% 0.00% 5.73% 4.63% 4.61% 4.69% - -

Yield:  Current - - - - - - 4.4% 4.4%

Balance Sheet ($mm)
Debt (S-T) 12.1 4.4 7.3 10.4 14.7 10.0 13.7 13.5
Debt (L-T) 79.5 90.2 85.8 81.4 76.6 71.7 66.8 61.9

Deferred Items 17.3 17.0 17.9 15.8 15.7 24.0 23.3 24.8
Preferred Shares 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0

Shareholders' Equity 72.2 76.7 69.4 73.9 77.7 79.8 81.3 84.2
186.2 193.3 185.4 186.7 189.7 190.5 190.1 189.4

Balance Sheet (%)
Debt (S-T) 6.5% 2.3% 3.9% 5.6% 7.7% 5.2% 7.2% 7.1%
Debt (L-T) 42.7% 46.7% 46.3% 43.6% 40.4% 37.6% 35.1% 32.7%

Deferred Items 9.3% 8.8% 9.7% 8.5% 8.3% 12.6% 12.3% 13.1%
Preferred Shares 2.7% 2.6% 2.7% 2.7% 2.6% 2.6% 2.6% 2.6%

Shareholders' Equity 38.8% 39.7% 37.4% 39.6% 41.0% 41.9% 42.8% 44.4%
100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Income Statement ($mm)
Total Revenue 138.6 109.1 133.7 137.8 160.0 138.8 116.4 122.0

EBIT 20.5 19.5 18.5 17.5 18.6 17.6 7.5 9.1
NPAT 5.7 4.9 5.7 5.4 6.7 5.0 4.7 6.1

Preferred Share Dividends 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3
Net Earnings to Common 5.4 4.6 5.3 5.1 6.3 4.6 4.4 5.7

Cash Flow from Operations 20.9 12.8 12.2 16.4 11.8 17.6 12.9 16.8

Year Ended December 31

 

Source:  BMO Capital Markets 
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FYE EPS P/E DPS Yield Payout BV P/B ROE
(Dec.)  $   $   $   %   %     %  

1985     1.22     8  0.70   7.0     57   8.03   1.2    15
1986     1.09     9  0.70   6.8     64   8.43   1.2    13
1987     1.31     8  0.75   7.4     57   8.97   1.1    15
1988     1.34     8  0.75   6.6     56   9.24   1.2    15
1989     1.45     8  0.75   6.4     52   9.92   1.2    15
1990     1.61     7  0.75   6.7     47  10.76   1.0    16
1991     1.66     8  0.80   5.9     48  11.62   1.2    15
1992     1.55    11  0.80   4.8     52  12.37   1.3    13
1993     1.63    13  0.88   4.0     54  12.37   1.8    13
1994     1.80    11  0.88   4.3     49  12.37   1.6    15
1995     1.67    13  0.96   4.6     57  14.57   1.4    12
1996     2.01    11  0.96   4.3     48  15.61   1.4    13
1997     2.16    14  1.04   3.5     48  16.42   1.8    13
1998     1.73    16  1.12   4.1     65  17.39   1.6    10
1999     1.92     9  1.12   6.5     58  18.19   1.0    11
2000     1.83     4  1.12  14.1     61  19.44   0.4    10
2001     1.52     6  1.12  11.7     74  20.95   0.5     8
2002     1.25    13  1.12   6.3     82  19.27   0.9     6
2003     1.46    13  0.80   4.1     54  19.96   1.0     7
2004     1.38    15  0.80   3.8     57  20.52   1.0     7
2005     1.72    11  0.80   4.1     46  21.43   0.9     8

Current*     1.55    12  0.80   4.4     52  21.72   0.8     7

Average:    10   6.0     56   1.2  11.8

Growth(%):
5 Year:   0.4  -6.5   0.7

10 Year:  -2.6  -1.8   3.4
20 Year:   1.8   0.7   4.8

* Current EPS is the 4 Quarter Trailing to Q3/2006.
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PNG - Rating as of 11-Mar-04 = Und.

Date Rating Change Share Price

1 14-Apr-05 Und. to Mkt $17.85

2 30-Aug-05 Mkt  to Und. $19.80

3 18-Nov-05 Und. to Mkt $19.27

4 22-Sep-06 Mkt  to OP $17.76

5 27-Oct-06 OP  to Mkt $19.30

6 24-Nov-06 Mkt  to OP $18.50

-500

0

500

 



BMO Capital Markets Pacific Northern Gas 
 

 

 Page 4 • February 22, 2007      

 
Company Risk Disclosure 
In addition to the risks involved in investing in common stocks generally, we also highlight the following risks that pertain to this company.  The 
company's natural gas transmission business depends on the continued availability of natural gas. The BCUC approves PNG’s customer rates and a fair 
return on the rate base. Changes in regulation may adversely affect performance. Natural gas and fuel oil compete with electricity for space heating in 
Pacific Northern Gas' service areas. Fluctuations in the price of natural gas could increase the working capital financing requirements and related costs 
for accounts receivable. In 2004, 75% of energy deliveries were made to four large industrial customers (67% to one customer, Methanex).  
Transportation service to Methanex was made pursuant to an agreement that expires in October 2009.  On August 30, 2005, Methanex announced that it 
will close its Kitimat facilities in early 2006.  PNG's DBRS credit BBB(L) rating is Under Review with Negative Implications.  A one notch downgrade 
would result in a below investment grade bond rating. 
 
Analyst’s Certification 
I, Karen Taylor, CFA, hereby certify that the views expressed in this report accurately reflect my personal views about the subject securities or issuers.  
I also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed in 
this report. 
 
General Disclosure 
The information and opinions in this report were prepared by BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée./Ltd., collectively (“BMO NB”).  
BMO NB is not subject to U.S. rules with regard to the preparation of research reports and the independence of analysts.  “BMO Capital Markets” is a 
trade name used by the BMO Investment Banking Group, which includes the wholesale/institutional arms of Bank of Montreal and BMO NB in 
Canada, and BMO Capital Markets Corp. in the U.S.   BMO Capital Markets Corp. is an affiliate of BMO NB.    BMO NB and BMO Capital Markets 
Corp. are subsidiaries of Bank of Montreal. Bank of Montreal or its affiliates (“BMO Financial Group”) has lending arrangements with, or provide 
other remunerated services to, many issuers covered by BMO NB research.  A significant lending relationship may exist between BMO Financial 
Group and certain of the issuers mentioned herein.  The reader should assume that BMO NB,  BMO Capital Markets Corp., Bank of Montreal or their 
affiliates may have a conflict of interest and should not rely solely on this report in evaluating whether or not to buy or sell securities of issuers 
discussed herein. The opinions, estimates and projections contained in this report are those of BMO NB as of the date of this report and are subject to 
change without notice.  BMO NB endeavours to ensure that the contents have been compiled or derived from sources that we believe are reliable and 
contain information and opinions that are accurate and complete.  However, BMO NB makes no representation or warranty, express or implied, in 
respect thereof, takes no responsibility for any errors and omissions contained herein and accepts no liability whatsoever for any loss arising from any 
use of, or reliance on, this report or its contents.  Information may be available to BMO NB or its affiliates that is not reflected in this report.  The 
information in this report is not intended to be used as the primary basis of investment decisions, and because of individual client objectives, should not 
be construed as advice designed to meet the particular investment needs of any investor.  This material is for information purposes only and is not  an 
offer to sell or the solicitation of an offer to buy any security.  The research analyst and/or associates who prepared this report are compensated based 
upon (among other factors) the overall profitability of BMO NB and its affiliates, which includes the overall profitability of investment banking 
services.  BMO NB,  or its affiliates expect to receive or will seek compensation for investment banking services within the next 3 months from all 
issuers covered by BMO NB.  BMO NB or its affiliates will buy from or sell to customers the securities of issuers mentioned in this report on a 
principal basis.  BMO NB or its affiliates, officers, directors or employees may have a long or short position in the securities discussed herein, related 
securities or in options, futures or other derivative instruments based thereon. 
 
Distribution of Ratings 
Rating BMO BMO BMO First Call 
Category Rating Universe I.B. Clients* Universe** 
Buy Outperform 35% 45% 47% 
Hold Market Perform 55% 48% 46% 
Sell Underperform 10% 7% 7% 
*   Reflects rating distribution of all companies where BMO Capital Markets has received compensation for Investment Banking services. 
** Reflects rating distribution of all North American equity research analysts. 
 
Ratings Key 
We use the following ratings system definitions:  
OP = Outperform - Forecast to outperform the market;  
Mkt = Market Perform - Forecast to perform roughly in line with the market;  
Und = Underperform - Forecast to underperform the market;  
(S) = speculative investment;  
NR = No rating at this time;  
R = Restricted – Dissemination of research is currently restricted. 
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Market performance is measured by a benchmark index such as the S&P/TSX Composite Index, S&P 500, Nasdaq Composite, as appropriate for each 
company.  Prior to September 1, 2003, a fourth rating tier—Top Pick—was used to designate those stocks we felt would be the best performers relative 
to the market. Our six Top 15 lists which guide investors to our best ideas according to six different objectives (large, small, growth, value, income and 
quantitative) have replaced the Top Pick rating. 
 
Dissemination of Research 
Our research publications are available via our web site http://bmocapitalmarkets.com. Institutional clients may also receive our research via FIRST 
CALL Research Direct and Reuters. All of our research is made widely available at the same time to all BMO NB, BMO Capital Markets Corp. and 
BMO Nesbitt Burns Securities Ltd. client groups entitled to our research. Please contact your investment advisor or institutional salesperson for more 
information. 
 
Additional Matters 
 
TO U.S. RESIDENTS:  BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd., affiliates of BMO NB, furnish this report to U.S. 
residents and accept responsibility for the contents herein, except to the extent that it refers to securities of Bank of Montreal.  Any U.S. person wishing 
to effect transactions in any security discussed herein should do so through BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd.   
 
TO U.K. RESIDENTS:  The contents hereof are intended solely for the use of, and may only be issued or passed onto, persons described in part VI of 
the Financial Services and Markets Act 2000 (Financial Promotion) Order 2001. 
 
BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée/Ltd.  are Members of CIPF.  BMO Capital Markets Corp. and BMO Nesbitt Burns Securities 
Ltd. are Members of SIPC. 
 
"BMO Capital Markets" is a trade-mark of Bank of Montreal, used under licence.   
"BMO (M-Bar roundel symbol)" is a registered trade-mark of Bank of Montreal, used under licence. 
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Q1/07 Slightly Lower than Expected;  
Outperform Rating Unchanged
 
Event  

Pacific Northern Gas reported Q1/07 EPS of $1.06 versus our expectation of 
$1.12. The variance between actual and expected performance is largely due to: 
(i) difference between actual and estimated project development expenses 
relating to Pacific Trail Pipelines Limited Partnership (PTP, Pacific Northern 
Gas 50%). Expenditures in Q1/07 were $0.3 million after-tax; and (ii) lower 
deliveries to large commercial and small industrial customers that reduced 
earnings by $0.1 million or approximately $0.03 per share. Total development 
expenditures for fiscal 2007 are expected to total $1.7 million after-tax: $0.8 
million after-tax in Q2/07 and $0.6 million after-tax in each of Q3 and Q4/07. 
These expenditures are expected to be sufficient to complete the applications 
pursuant to the Canadian and British Columbia environmental assessment 
processes. We do not believe the company is likely to pursue a Certificate of 
Convenience and Necessity from the British Columbia Utilities Commission 
until the project has reached commercial certainty; i.e., the related LNG facility 
has a long term supply arrangement and the pipeline has long-term, ship or pay 
commercial contracts in place. Our outlook does not yet reflect PTP.
 
Impact  

Neutral.
 
Forecasts  

We have updated our estimates to reflect slightly higher project development 
expenses of $1.7 million in 2007 related in PTP versus our previous assumption 
of $1.5 million. Our diluted 2007 EPS estimate declines to $1.13 from $1.18. 
Our 2008 diluted EPS estimate of $1.56 is unchanged.
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Valuation  

Our target price reflects a weighted valuation approach: 12x 2008E diluted EPS 
of $1.56 (12.5%), 1x 2008E book value of $23.06 (12.5%), and a target yield of 
4.10% (75%), assuming 2008E dividends of $0.80.
 
Recommendation 

We believe the shares are attractively priced at current levels. Our rating is 
Outperform.
 

CLICK HERE to get direct access to the full PDF version of this report including research disclosures.

To gain access to this report and all BMO Capital Markets research, apply for a web account by following this link to our 
online registration form, or by contacting Research Communications

Click here to unsubscribe from Email Alerts.
0704270754-7858
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This report was prepared by an Analyst employed by a Canadian affiliate, BMO Nesbitt Burns Inc., and who is not registered as a research analyst 
under NYSE/NASD rules.  For disclosure statements, including the Analyst's Certification, please refer to pages 3 to 5. 
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BCUC Approves 2007 Revenue Requirements; 
Outperform Rating Unchanged Price (5-Jun) $17.85 52-Week High $19.74 

Target Price $20.00  52-Week Low $16.96 
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(FY-Dec.) 2005A 2006A 2007E 2008E 
EPS $1.72  $1.25  $1.13  $1.56 
P/E   15.8x 11.4x 
 
CFPS $3.26  $4.84  $3.53  $4.60 
P/CFPS   5.1x 3.9x 
 
Div.  $0.80 $0.80 $0.80 $0.80 
EV ($mm) $167 $154 $151 $146 
EBITDA ($mm) $27.5 $26.1 $16.1 $18.3 
EV/EBITDA 6.1x 5.9x 9.4x 8.0x 
 
Quarterly EPS Q1 Q2 Q3 Q4 
2005A $1.08  $0.02  -$0.24  $0.89 
2006A $1.22  -$0.14  -$0.42  $0.61 
2007E $1.06a -$0.17  -$0.34  $0.60 
 
Dividend $0.80 Yield 4.5% 
Book Value $21.92 Price/Book 0.8x 
Shares O/S (mm) 3.6 Mkt. Cap ($mm) $65 
Float O/S (mm) 3.6 Float Cap ($mm) $65 
Wkly Vol (000s) 31 Wkly $ Vol (mm) $0.6 
Net Debt ($mm) $85.7 Next Rep. Date 27-Jul (E) 

 
Event 
On May 29, the British Columbia Utilities Commission (BCUC) approved 2007 
Revenue Requirements Applications for each of the company’s operating
divisions:  PNG-West, Fort St John/Dawson Creek and Tumbler Ridge.  With
respect to PNG-West, the Commission approved deemed equity of 40%, a
return on equity of 9.02% (benchmark ROE of 8.37% plus a risk premium of 65
basis points) and capital expenditure of $5.878 million.  The Commission
disallowed the recovery of certain costs relating to the 2005 Income Trust
Application Hearing and two-thirds of the costs arising from the inclusion of
executive bonuses in pensionable earnings.  PNG-West is encouraged by the
Commission to continue to reduce its costs and improve its competitiveness in 
rates and services.  PNG-West must also file in its 2008 rate application a five-
year projection of revenue requirements and rate schedules for small
commercial and residential customers without the proposed Pacific Trail 
Pipeline in service.  The BCUC is concerned that the 2007 application did not
sufficiently address its challenges, given the cessation in October 2009 of the
amortization of the Methanex termination payment into the cost of service.  The
Commission approved an ROE of 8.77% and 9.02% for Fort St. John/Dawson
Creek and Tumbler Ridge, respectively, and approved deemed equity of 36%
for these divisions, consistent with the assumptions in our financial model.  
 
Impact 
Neutral.  The decision is in line with expectations.  
 
Forecasts 
Unchanged.   
 
Valuation 
Our target price reflects a weighted valuation approach:  12.x 2008E diluted
EPS of $1.56 (12.5%), 1.0x 2008E BVPS of $23.06 (12.5%), and a target yield
of 4.10% (75%), assuming 2008 dividends per share of $0.80.  

Notes: Estimates are weather normal 
Major Shareholders: Widely held 
First Call Mean Estimates: PACIFIC NORTHERN GAS LTD 'A' (C$) 
2008E: $1.56 

 
Recommendation 
We believe that the shares are attractively valued at current levels.  Our rating is
Outperform. 
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Table 1.  Consolidated Summary Sheet 

6-Jun-07 Karen J. Taylor
Current Price: $17.85 BMO Capital Markets
12-Month Target Price: $20.00
ROR: 16.5% Recommendation: Outperform

2001 2002 2003 2004 2005 2006 2007E 2008E
Total Earnings Per Share $1.52 $1.28 $1.49 $1.41 $1.75 $1.27 $1.14 $1.57
Fully Diluted EPS $1.47 $1.25 $1.46 $1.38 $1.72 $1.25 $1.13 $1.56
Dividends $0.00 $0.00 $0.80 $0.80 $0.80 $0.80 $0.80 $0.80
Payout Ratio 0.0% 0.0% 53.8% 56.8% 45.8% 63.0% 70.0% 50.8%
Average Shares (mm) 3.5 3.5 3.6 3.6 3.6 3.631 3.6 3.6
Net Book Value 20.36 21.62 19.25 20.52 21.44 21.92 22.27 23.06

Market Valuation
Price:  High $11.95 $18.00 $19.50 $22.00 $24.00 $19.60 - -
Price:  Low $6.50 $9.35 $14.00 $17.28 $17.37 $17.06 - -

Price:  Current - - - - - - $17.85
P/E Ratio:  High 7.9 14.0 13.1 15.6 13.7 15.4 - -
P/E Ratio:  Low 4.3 7.3 9.4 12.3 9.9 13.4 - -

P/E Ratio:  Current - - - - - - 15.6 11.3
Price/Book Value:  High 0.59 0.83 1.01 1.07 1.12 0.89 - -
Price/Book Value:  Low 0.32 0.43 0.73 0.84 0.81 0.78 - -

Price/Book Value:  Current - - - - - - 0.80 0.77
Yield:  High Price 0.00% 0.00% 4.11% 3.64% 3.34% 4.08% - -
Yield:  Low Price 0.00% 0.00% 5.73% 4.63% 4.61% 4.69% - -

Yield:  Current - - - - - - 4.5% 4.5%

Balance Sheet ($mm)
Debt (S-T) 12.1 4.4 7.3 10.4 14.7 10.0 13.9 13.7
Debt (L-T) 79.5 90.2 85.8 81.4 76.6 71.7 66.8 61.9

Deferred Items 17.3 17.0 17.9 15.8 15.7 24.0 23.3 24.8
Preferred Shares 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0

Shareholders' Equity 72.2 76.7 69.4 73.9 77.7 79.8 81.1 84.0
186.2 193.3 185.4 186.7 189.7 190.5 190.1 189.4

Balance Sheet (%)
Debt (S-T) 6.5% 2.3% 3.9% 5.6% 7.7% 5.2% 7.3% 7.2%
Debt (L-T) 42.7% 46.7% 46.3% 43.6% 40.4% 37.6% 35.1% 32.7%

Deferred Items 9.3% 8.8% 9.7% 8.5% 8.3% 12.6% 12.3% 13.1%
Preferred Shares 2.7% 2.6% 2.7% 2.7% 2.6% 2.6% 2.6% 2.6%

Shareholders' Equity 38.8% 39.7% 37.4% 39.6% 41.0% 41.9% 42.7% 44.3%
100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Income Statement ($mm)
Total Revenue 138.6 109.1 133.7 137.8 160.0 138.8 114.9 122.0

EBIT 20.5 19.5 18.5 17.5 18.6 17.6 7.2 9.1
NPAT 5.7 4.9 5.7 5.4 6.7 5.0 4.5 6.1

Preferred Share Dividends 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3
Net Earnings to Common 5.4 4.6 5.3 5.1 6.3 4.6 4.2 5.7

Cash Flow from Operations 20.9 12.8 12.2 16.4 11.8 17.6 12.7 16.8

Year Ended December 31

 

Source:  BMO Capital Markets 
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FYE EPS P/E DPS Yield Payout BV P/B ROE
(Dec.)  $   $   $   %   %     %  

1985     1.22     8  0.70   7.0     57   8.03   1.2    15
1986     1.09     9  0.70   6.8     64   8.43   1.2    13
1987     1.31     8  0.75   7.4     57   8.97   1.1    15
1988     1.34     8  0.75   6.6     56   9.24   1.2    15
1989     1.45     8  0.75   6.4     52   9.92   1.2    15
1990     1.61     7  0.75   6.7     47  10.76   1.0    16
1991     1.66     8  0.80   5.9     48  11.62   1.2    15
1992     1.55    11  0.80   4.8     52  12.37   1.3    13
1993     1.63    13  0.88   4.0     54  12.37   1.8    13
1994     1.80    11  0.88   4.3     49  12.37   1.6    15
1995     1.67    13  0.96   4.6     57  14.57   1.4    12
1996     2.01    11  0.96   4.3     48  15.61   1.4    13
1997     2.16    14  1.04   3.5     48  16.42   1.8    13
1998     1.73    16  1.12   4.1     65  17.39   1.6    10
1999     1.92     9  1.12   6.5     58  18.19   1.0    11
2000     1.83     4  1.12  14.1     61  19.44   0.4    10
2001     1.52     6  1.12  11.7     74  20.95   0.5     8
2002     1.25    13  1.12   6.3     82  19.27   0.9     6
2003     1.46    13  0.80   4.1     54  19.96   1.0     7
2004     1.38    15  0.80   3.8     57  20.52   1.0     7
2005     1.72    11  0.80   4.1     46  21.43   0.9     8
2006     1.25    14  0.80   4.4     63  21.91   0.8     6

Current*     1.11    16  0.80   4.4     72  22.80   0.8     5

Average:    11   5.9     57   1.2  11.5

Growth(%):
5 Year:  -8.1  -6.5   1.7

10 Year:  -6.4  -1.8   3.9
20 Year:  -0.2   0.7   5.1

* Current EPS is the 4 Quarter Trailing to Q1/2007.
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PNG - Rating as of 23-Jun-04 = Und.

Date Rating Change Share Price

1 14-Apr-05 Und. to Mkt $17.85

2 30-Aug-05 Mkt  to Und. $19.80

3 18-Nov-05 Und. to Mkt $19.27

4 22-Sep-06 Mkt  to OP $17.76

5 27-Oct-06 OP  to Mkt $19.30

6 24-Nov-06 Mkt  to OP $18.50

-500

0

500

 



BMO Capital Markets Pacific Northern Gas 
 

 

 Page 4 • June 6, 2007    (Back to Index)  

 
Company Risk Disclosure 
In addition to the risks involved in investing in common stocks generally, we also highlight the following risks that pertain to this company.  The 
company's natural gas transmission business depends on the continued availability of natural gas. The BCUC approves PNG’s customer rates and a fair 
return on the rate base. Changes in regulation may adversely affect performance. Natural gas and fuel oil compete with electricity for space heating in 
Pacific Northern Gas' service areas. Fluctuations in the price of natural gas could increase the working capital financing requirements and related costs 
for accounts receivable. In 2004, 75% of energy deliveries were made to four large industrial customers (67% to one customer, Methanex).  
Transportation service to Methanex was made pursuant to an agreement that expires in October 2009.  On August 30, 2005, Methanex announced that it 
will close its Kitimat facilities in early 2006.  PNG's DBRS credit BBB(L) rating is Under Review with Negative Implications.  A one notch downgrade 
would result in a below investment grade bond rating. 
 
Analyst’s Certification 
I, Karen Taylor, CFA, hereby certify that the views expressed in this report accurately reflect my personal views about the subject securities or issuers.  
I also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed in 
this report. 
 
General Disclosure 
The information and opinions in this report were prepared by BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée./Ltd., collectively (“BMO NB”).  
BMO NB is not subject to U.S. rules with regard to the preparation of research reports and the independence of analysts.  “BMO Capital Markets” is a 
trade name used by the BMO Investment Banking Group, which includes the wholesale/institutional arms of Bank of Montreal and BMO NB in 
Canada, and BMO Capital Markets Corp. in the U.S.   BMO Capital Markets Corp. is an affiliate of BMO NB.    BMO NB and BMO Capital Markets 
Corp. are subsidiaries of Bank of Montreal. Bank of Montreal or its affiliates (“BMO Financial Group”) has lending arrangements with, or provide 
other remunerated services to, many issuers covered by BMO NB research.  A significant lending relationship may exist between BMO Financial 
Group and certain of the issuers mentioned herein.  The reader should assume that BMO NB,  BMO Capital Markets Corp., Bank of Montreal or their 
affiliates may have a conflict of interest and should not rely solely on this report in evaluating whether or not to buy or sell securities of issuers 
discussed herein. The opinions, estimates and projections contained in this report are those of BMO NB as of the date of this report and are subject to 
change without notice.  BMO NB endeavours to ensure that the contents have been compiled or derived from sources that we believe are reliable and 
contain information and opinions that are accurate and complete.  However, BMO NB makes no representation or warranty, express or implied, in 
respect thereof, takes no responsibility for any errors and omissions contained herein and accepts no liability whatsoever for any loss arising from any 
use of, or reliance on, this report or its contents.  Information may be available to BMO NB or its affiliates that is not reflected in this report.  The 
information in this report is not intended to be used as the primary basis of investment decisions, and because of individual client objectives, should not 
be construed as advice designed to meet the particular investment needs of any investor.  This material is for information purposes only and is not  an 
offer to sell or the solicitation of an offer to buy any security.  The research analyst and/or associates who prepared this report are compensated based 
upon (among other factors) the overall profitability of BMO NB and its affiliates, which includes the overall profitability of investment banking 
services.  BMO NB,  or its affiliates expect to receive or will seek compensation for investment banking services within the next 3 months from all 
issuers covered by BMO NB.  BMO NB or its affiliates will buy from or sell to customers the securities of issuers mentioned in this report on a 
principal basis.  BMO NB or its affiliates, officers, directors or employees may have a long or short position in the securities discussed herein, related 
securities or in options, futures or other derivative instruments based thereon. 
 
Distribution of Ratings 
Rating BMO BMO BMO First Call 
Category Rating Universe I.B. Clients* Universe** 
Buy Outperform 39% 41% 45% 
Hold Market Perform 52% 52% 47% 
Sell Underperform 9% 7% 8% 
*   Reflects rating distribution of all companies where BMO Capital Markets has received compensation for Investment Banking services. 
** Reflects rating distribution of all North American equity research analysts. 
 
Ratings Key 
We use the following ratings system definitions:  
OP = Outperform - Forecast to outperform the market;  
Mkt = Market Perform - Forecast to perform roughly in line with the market;  
Und = Underperform - Forecast to underperform the market;  
(S) = speculative investment;  
NR = No rating at this time;  
R = Restricted – Dissemination of research is currently restricted. 
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Market performance is measured by a benchmark index such as the S&P/TSX Composite Index, S&P 500, Nasdaq Composite, as appropriate for each 
company.  Prior to September 1, 2003, a fourth rating tier—Top Pick—was used to designate those stocks we felt would be the best performers relative 
to the market. Our six Top 15 lists which guide investors to our best ideas according to six different objectives (large, small, growth, value, income and 
quantitative) have replaced the Top Pick rating. 
 
Dissemination of Research 
Our research publications are available via our web site http://bmocapitalmarkets.com. Institutional clients may also receive our research via FIRST 
CALL Research Direct and Reuters. All of our research is made widely available at the same time to all BMO NB, BMO Capital Markets Corp. and 
BMO Nesbitt Burns Securities Ltd. client groups entitled to our research. Please contact your investment advisor or institutional salesperson for more 
information. 
 
Additional Matters 
 
TO U.S. RESIDENTS:  BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd., affiliates of BMO NB, furnish this report to U.S. 
residents and accept responsibility for the contents herein, except to the extent that it refers to securities of Bank of Montreal.  Any U.S. person wishing 
to effect transactions in any security discussed herein should do so through BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd.   
 
TO U.K. RESIDENTS:  The contents hereof are intended solely for the use of, and may only be issued or passed onto, persons described in part VI of 
the Financial Services and Markets Act 2000 (Financial Promotion) Order 2001. 
 
BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée/Ltd.  are Members of CIPF.  BMO Capital Markets Corp. and BMO Nesbitt Burns Securities 
Ltd. are Members of SIPC. 
 
"BMO Capital Markets" is a trade-mark of Bank of Montreal, used under licence.   
"BMO (M-Bar roundel symbol)" is a registered trade-mark of Bank of Montreal, used under licence. 
 

 



 

This report was prepared by an Analyst employed by a Canadian affiliate, BMO Nesbitt Burns Inc., and who is not registered as a research analyst 
under NYSE/NASD rules.  For disclosure statements, including the Analyst's Certification, please refer to pages 3 to 5. 

 

Pacific Northern Gas 
(PNG-TSX) 
 
Stock Rating: Outperform  
Industry Rating: Market Perform 

July 27, 2007 
Research Comment 
Toronto, Ontario 
 

Karen Taylor, CFA 
(416) 359-4304 
Karen.Taylor@bmo.com 
Assoc: Benjamin Pham 

 
Q2/07 Slightly Lower than Expected; Outperform 
Rating Unchanged 

Price (25-Jul) $18.25 52-Week High $19.74 
Target Price $20.00  52-Week Low $16.96 
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(FY-Dec.) 2005A 2006A 2007E 2008E 
EPS $1.72  $1.25  $1.18↑ $1.56 
P/E   15.5x 11.7x 
 
CFPS $3.26  $4.84  $3.48  $4.60 
P/CFPS   5.3x 4.0x 
 
Div.  $0.80 $0.80 $0.80 $0.80 
EV ($mm) $167 $154 $151 $146 
EBITDA ($mm) $27.5 $26.1 $16.0 $18.2 
EV/EBITDA 6.1x 5.9x 9.5x 8.0x 
 
Quarterly EPS Q1 Q2 Q3 Q4 
2005A $1.08  $0.02  -$0.24  $0.89 
2006A $1.22  -$0.14  -$0.42  $0.61 
2007E $1.06a -$0.24a -$0.36↓ $0.75↑
 
Dividend $0.80 Yield 4.4% 
Book Value $22.34 Price/Book 0.8x 
Shares O/S (mm) 3.6 Mkt. Cap ($mm) $66 
Float O/S (mm) 3.6 Float Cap ($mm) $66 
Wkly Vol (000s) 33 Wkly $ Vol (mm) $0.6 
Net Debt ($mm) $85.7 Next Rep. Date 25-Oct (E) 

 

Event 
Pacific Northern Gas reported Q2/07 EPS of a loss of $0.24 per share versus our
expectation of a loss of $0.17 per share.  Results were slightly lower than
expected and the variance between expected and actual results is attributable to: 
(i) seasonality of earnings of approximately $0.5 million; (ii) lower than
expected project development expenditures: $0.4 million after-tax versus our 
expectation of $0.8 million after-tax; (iii) lower sales to large commercial and
small industrial customers not subject to deferral accounts reduced earnings by
$0.1 million; (iv) disallowed trust conversion hearings costs of $0.2 million; and
(v) $0.2 million draw down of deferred tax balances that increased reported
earnings.  Development expenditures related to the proposed Pacific Trail
Pipeline (PTP) project totalled $0.7 million after-tax in 1H07 and are expected
to be a further $0.8 million in 2H07, $0.6 million after-tax in Q3/07 and $0.2 
million after-tax in Q4/07 (total $1.5 million after-tax in F2007 versus a 
previous estimate of $1.7 million after-tax).   
 

Impact 
Neutral. 
 

Forecasts 
We have updated our estimates to reflect lower PTP project development costs.
Our diluted 2007 EPS estimate increases to $1.18 from $1.13, and our diluted 
2008 EPS estimate of $1.56 is unchanged. 
 

Valuation 
Our target price of $20 reflects a weighted valuation approach:  12x 2008E
diluted EPS of $1.56 (12.5%), 1.0x BVPS of $23.11 (12.5%), and a target yield
of 4.10% (75%), assuming 2008 dividends per share of $0.80. Notes: Estimates are weather normal 

Major Shareholders: Widely held 
First Call Mean Estimates: PACIFIC NORTHERN GAS LTD 'A' (C$) 
2008E: $1.56 

 

Recommendation 
We believe the shares are attractively valued at current levels.  Our rating is
Outperform. 
 
 Changes Annual EPS  Quarterly EPS 

 2007E $1.13 to $1.18         Q3/07E -$0.34 to -$0.36    
           Q4/07E $0.60 to $0.75 
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Table 1.  Consolidated Summary Sheet 

26-Jul-07 Karen J. Taylor
Current Price: $18.00 BMO Capital Markets
12-Month Target Price: $20.00
ROR: 15.6% Recommendation: Outperform

2001 2002 2003 2004 2005 2006 2007E 2008E
Total Earnings Per Share $1.52 $1.28 $1.49 $1.41 $1.75 $1.27 $1.20 $1.57
Fully Diluted EPS $1.47 $1.25 $1.46 $1.38 $1.72 $1.25 $1.18 $1.56
Dividends $0.00 $0.00 $0.80 $0.80 $0.80 $0.80 $0.80 $0.80
Payout Ratio 0.0% 0.0% 53.8% 56.8% 45.8% 63.0% 66.8% 50.8%
Average Shares (mm) 3.5 3.5 3.6 3.6 3.6 3.631 3.6 3.6
Net Book Value 20.36 21.62 19.25 20.52 21.44 21.92 22.33 23.11

Market Valuation
Price:  High $11.95 $18.00 $19.50 $22.00 $24.00 $19.60 - -
Price:  Low $6.50 $9.35 $14.00 $17.28 $17.37 $17.06 - -

Price:  Current - - - - - - $18.00
P/E Ratio:  High 7.9 14.0 13.1 15.6 13.7 15.4 - -
P/E Ratio:  Low 4.3 7.3 9.4 12.3 9.9 13.4 - -

P/E Ratio:  Current - - - - - - 15.0 11.4
Price/Book Value:  High 0.59 0.83 1.01 1.07 1.12 0.89 - -
Price/Book Value:  Low 0.32 0.43 0.73 0.84 0.81 0.78 - -

Price/Book Value:  Current - - - - - - 0.81 0.78
Yield:  High Price 0.00% 0.00% 4.11% 3.64% 3.34% 4.08% - -
Yield:  Low Price 0.00% 0.00% 5.73% 4.63% 4.61% 4.69% - -

Yield:  Current - - - - - - 4.4% 4.4%

Balance Sheet ($mm)
Debt (S-T) 12.1 4.4 7.3 10.4 14.7 10.0 13.7 13.5
Debt (L-T) 79.5 90.2 85.8 81.4 76.6 71.7 66.8 61.9

Deferred Items 17.3 17.0 17.9 15.8 15.7 24.0 23.3 24.8
Preferred Shares 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0

Shareholders' Equity 72.2 76.7 69.4 73.9 77.7 79.8 81.3 84.2
186.2 193.3 185.4 186.7 189.7 190.5 190.1 189.4

Balance Sheet (%)
Debt (S-T) 6.5% 2.3% 3.9% 5.6% 7.7% 5.2% 7.2% 7.1%
Debt (L-T) 42.7% 46.7% 46.3% 43.6% 40.4% 37.6% 35.1% 32.7%

Deferred Items 9.3% 8.8% 9.7% 8.5% 8.3% 12.6% 12.3% 13.1%
Preferred Shares 2.7% 2.6% 2.7% 2.7% 2.6% 2.6% 2.6% 2.6%

Shareholders' Equity 38.8% 39.7% 37.4% 39.6% 41.0% 41.9% 42.8% 44.4%
100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Income Statement ($mm)
Total Revenue 138.6 109.1 133.7 137.8 160.0 138.8 115.8 121.1

EBIT 20.5 19.5 18.5 17.5 18.6 17.6 7.4 9.0
NPAT 5.7 4.9 5.7 5.4 6.7 5.0 4.7 6.1

Preferred Share Dividends 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3
Net Earnings to Common 5.4 4.6 5.3 5.1 6.3 4.6 4.4 5.7

Cash Flow from Operations 20.9 12.8 12.2 16.4 11.8 17.6 12.9 16.8

Year Ended December 31

 
Source:  BMO Capital Markets 

 

 



BMO Capital Markets Pacific Northern Gas 
 

Page 3 • July 27, 2007      

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

  

Pacific Nthn. Gas A (PNG)

Last Daily Data Point: July 25, 2007

Target Price
Quarterly Price

 Share Price

12

14

16

18

20

22

24

26

12

14

16

18

20

22

24

26

5

10

15

20

25

30

5

10

15

20

25

30

1) Mkt

2) Und.
3) Mkt

4) OP

5) Mkt
6) OP

1980 1985 1990 1995 2000 2005

40

60

80

100

120

140

40

60

80

100

120

140

PNG Relative to S&P/TSX Comp.
PNG Relative to Gas Utilities

50

0

1

2

Revenue / Share 
 Price / Revenue 

1985 1990 1995 2000 2005

2

4

0

10

20

EPS (4 Qtr Trailing)
 Price / Earnings 

 

FYE EPS P/E DPS Yield Payout BV P/B ROE
(Dec.)  $   $   $   %   %     %  

1985     1.22     8  0.70   7.0     57   8.03   1.2    15
1986     1.09     9  0.70   6.8     64   8.43   1.2    13
1987     1.31     8  0.75   7.4     57   8.97   1.1    15
1988     1.34     8  0.75   6.6     56   9.24   1.2    15
1989     1.45     8  0.75   6.4     52   9.92   1.2    15
1990     1.61     7  0.75   6.7     47  10.76   1.0    16
1991     1.66     8  0.80   5.9     48  11.62   1.2    15
1992     1.55    11  0.80   4.8     52  12.37   1.3    13
1993     1.63    13  0.88   4.0     54  12.37   1.8    13
1994     1.80    11  0.88   4.3     49  12.37   1.6    15
1995     1.67    13  0.96   4.6     57  14.57   1.4    12
1996     2.01    11  0.96   4.3     48  15.61   1.4    13
1997     2.16    14  1.04   3.5     48  16.42   1.8    13
1998     1.73    16  1.12   4.1     65  17.39   1.6    10
1999     1.92     9  1.12   6.5     58  18.19   1.0    11
2000     1.83     4  1.12  14.1     61  19.44   0.4    10
2001     1.52     6  1.12  11.7     74  20.95   0.5     8
2002     1.25    13  1.12   6.3     82  19.27   0.9     6
2003     1.46    13  0.80   4.1     54  19.96   1.0     7
2004     1.38    15  0.80   3.8     57  20.52   1.0     7
2005     1.72    11  0.80   4.1     46  21.43   0.9     8
2006     1.25    14  0.80   4.4     63  21.91   0.8     6

Current*     1.11    16  0.80   4.4     72  21.92   0.8     5

Average:    11   5.9     57   1.2  11.5

Growth(%):
5 Year:  -6.3  -6.5   0.9

10 Year:  -6.6  -1.8   3.5
20 Year:  -1.0   0.7   4.9

* Current EPS is the 4 Quarter Trailing to Q1/2007.
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PNG - Rating as of 13-Aug-04 = Und.

Date Rating Change Share Price

1 14-Apr-05 Und. to Mkt $17.85

2 30-Aug-05 Mkt  to Und. $19.80

3 18-Nov-05 Und. to Mkt $19.27

4 22-Sep-06 Mkt  to OP $17.76

5 27-Oct-06 OP  to Mkt $19.30

6 24-Nov-06 Mkt  to OP $18.50
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Company Risk Disclosure 
In addition to the risks involved in investing in common stocks generally, we also highlight the following risks that pertain to this company.  The 
company's natural gas transmission business depends on the continued availability of natural gas. The BCUC approves PNG’s customer rates and a fair 
return on the rate base. Changes in regulation may adversely affect performance. Natural gas and fuel oil compete with electricity for space heating in 
Pacific Northern Gas' service areas. Fluctuations in the price of natural gas could increase the working capital financing requirements and related costs 
for accounts receivable. In 2004, 75% of energy deliveries were made to four large industrial customers (67% to one customer, 
Methanex).  Transportation service to Methanex was made pursuant to an agreement that expires in October 2009.  On August 30, 2005, 
Methanex announced that it will close its Kitimat facilities in early 2006.  PNG's DBRS credit BBB(L) rating is Under Review with 
Negative Implications.  A one notch downgrade would result in a below investment grade bond rating. 
 
Analyst’s Certification 
I, Karen Taylor, CFA, hereby certify that the views expressed in this report accurately reflect my personal views about the subject securities or issuers.  
I also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed in 
this report. 
 
General Disclosure 
The information and opinions in this report were prepared by BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée./Ltd., collectively (“BMO NB”).  
BMO NB is not subject to U.S. rules with regard to the preparation of research reports and the independence of analysts.  “BMO Capital Markets” is a 
trade name used by the BMO Investment Banking Group, which includes the wholesale/institutional arms of Bank of Montreal and BMO NB in 
Canada, and BMO Capital Markets Corp. in the U.S.   BMO Capital Markets Corp. is an affiliate of BMO NB.    BMO NB and BMO Capital Markets 
Corp. are subsidiaries of Bank of Montreal. Bank of Montreal or its affiliates (“BMO Financial Group”) has lending arrangements with, or provide 
other remunerated services to, many issuers covered by BMO NB research.  A significant lending relationship may exist between BMO Financial 
Group and certain of the issuers mentioned herein.  The reader should assume that BMO NB,  BMO Capital Markets Corp., Bank of Montreal or their 
affiliates may have a conflict of interest and should not rely solely on this report in evaluating whether or not to buy or sell securities of issuers 
discussed herein. The opinions, estimates and projections contained in this report are those of BMO NB as of the date of this report and are subject to 
change without notice.  BMO NB endeavours to ensure that the contents have been compiled or derived from sources that we believe are reliable and 
contain information and opinions that are accurate and complete.  However, BMO NB makes no representation or warranty, express or implied, in 
respect thereof, takes no responsibility for any errors and omissions contained herein and accepts no liability whatsoever for any loss arising from any 
use of, or reliance on, this report or its contents.  Information may be available to BMO NB or its affiliates that is not reflected in this report.  The 
information in this report is not intended to be used as the primary basis of investment decisions, and because of individual client objectives, should not 
be construed as advice designed to meet the particular investment needs of any investor.  This material is for information purposes only and is not  an 
offer to sell or the solicitation of an offer to buy any security.  The research analyst and/or associates who prepared this report are compensated based 
upon (among other factors) the overall profitability of BMO NB and its affiliates, which includes the overall profitability of investment banking 
services.  BMO NB,  or its affiliates expect to receive or will seek compensation for investment banking services within the next 3 months from all 
issuers covered by BMO NB.  BMO NB or its affiliates will buy from or sell to customers the securities of issuers mentioned in this report on a 
principal basis.  BMO NB or its affiliates, officers, directors or employees may have a long or short position in the securities discussed herein, related 
securities or in options, futures or other derivative instruments based thereon. 
 
Distribution of Ratings 
Rating BMO BMO BMO First Call 
Category Rating Universe I.B. Clients* Universe** 
Buy Outperform 38% 47% 47% 
Hold Market Perform 52% 45% 46% 
Sell Underperform 10% 8% 7% 
*   Reflects rating distribution of all companies where BMO Capital Markets has received compensation for Investment Banking services. 
** Reflects rating distribution of all North American equity research analysts. 
 
Ratings Key 
We use the following ratings system definitions:  
OP = Outperform - Forecast to outperform the market;  
Mkt = Market Perform - Forecast to perform roughly in line with the market;  
Und = Underperform - Forecast to underperform the market;  
(S) = speculative investment;  
NR = No rating at this time;  
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R = Restricted – Dissemination of research is currently restricted. 
 
Market performance is measured by a benchmark index such as the S&P/TSX Composite Index, S&P 500, Nasdaq Composite, as appropriate for each 
company.  Prior to September 1, 2003, a fourth rating tier—Top Pick—was used to designate those stocks we felt would be the best performers relative 
to the market. Our six Top 15 lists which guide investors to our best ideas according to six different objectives (large, small, growth, value, income and 
quantitative) have replaced the Top Pick rating. 
 
Dissemination of Research 
Our research publications are available via our web site http://bmocapitalmarkets.com. Institutional clients may also receive our research via FIRST 
CALL Research Direct and Reuters. All of our research is made widely available at the same time to all BMO NB, BMO Capital Markets Corp. and 
BMO Nesbitt Burns Securities Ltd. client groups entitled to our research. Please contact your investment advisor or institutional salesperson for more 
information. 
 
Additional Matters 
 
TO U.S. RESIDENTS:  BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd., affiliates of BMO NB, furnish this report to U.S. 
residents and accept responsibility for the contents herein, except to the extent that it refers to securities of Bank of Montreal.  Any U.S. person wishing 
to effect transactions in any security discussed herein should do so through BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd.   
 
TO U.K. RESIDENTS:  The contents hereof are intended solely for the use of, and may only be issued or passed onto, persons described in part VI of 
the Financial Services and Markets Act 2000 (Financial Promotion) Order 2001. 
 
BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée/Ltd.  are Members of CIPF.  BMO Capital Markets Corp. and BMO Nesbitt Burns Securities 
Ltd. are Members of SIPC. 
 
"BMO Capital Markets" is a trade-mark of Bank of Montreal, used under licence.   
"BMO (M-Bar roundel symbol)" is a registered trade-mark of Bank of Montreal, used under licence. 

 
 

 
 



 

This report was prepared by an Analyst employed by a Canadian affiliate, BMO Nesbitt Burns Inc., and who is not registered as a research analyst 
under FINRA rules.  For disclosure statements, including the Analyst's Certification, please refer to pages 5 to 7. 
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(FY-Dec.) 2005A 2006A 2007E 2008E 
EPS $1.72  $1.25  $1.18  $1.60↑
P/E   15.5x 11.4x 
 
CFPS $3.26  $4.84  $3.53  $4.60 
P/CFPS   5.2x 4.0x 
 
Div.  $0.80 $0.80 $0.80 $0.80 
EV ($mm) $167 $154 $152 $147 
EBITDA ($mm) $27.5 $26.1 $16.2 $18.2 
EV/EBITDA 6.1x 5.9x 9.3x 8.1x 
 
Quarterly EPS Q1 Q2 Q3 Q4 
2005A $1.08  $0.02  -$0.24  $0.89 
2006A $1.22  -$0.14  -$0.42  $0.61 
2007E $1.06a -$0.24a -$0.36  $0.75 
 
Dividend $0.80 Yield 4.4% 
Book Value $22.34 Price/Book 0.8x 
Shares O/S (mm) 3.6 Mkt. Cap ($mm) $66 
Float O/S (mm) 3.6 Float Cap ($mm) $66 
Wkly Vol (000s) 28 Wkly $ Vol (mm) $0.5 
Net Debt ($mm) $85.5 Next Rep. Date 1-Nov (E) 

2008 Rate Applications:  
Outperform Rating Unchanged 
 

Event 
On October 9, Pacific Northern Gas filed 2008 Revenue Requirements
Applications with the British Columbia Utilities Commission (BCUC) for  
PNG-West and PNG-N.E. (Fort St. John/Dawson Creek and Tumbler Ridge).
The key parameters of each application for the respective operating divisions are
highlighted herein.  
 
Impact 
Neutral.  
 
Forecasts 
We have updated our estimates to reflect the information filed for 2008, as set
out herein. Our diluted 2007 EPS estimate of $1.18 is unchanged and our diluted
2008 EPS estimate increases to $1.60 from $1.56.  
 
Valuation 
Our target price of $20.00 reflects a weighted valuation approach:  12x 2008E
diluted EPS of $1.60 (12.5%), 1.0x 2008E BVPS of $23.11 (12.5%), and a
target yield of 4.10% (75%), assuming 2008 dividends per share of $0.80. 
 
Recommendation 
We believe that the shares are attractively valued at current levels.  Our rating is
Outperform. 
 
 

Notes: Estimates are weather normal 
Major Shareholders: Widely held 
First Call Mean Estimates: PACIFIC NORTHERN GAS LTD 'A' (C$) 
2007E: $1.18; 2008E: $1.56 

Changes Annual EPS  
 2008E $1.56 to $1.60                
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Details & Analysis 

On October 9, Pacific Northern Gas filed 2008 Revenue Requirements Applications with the 
British Columbia Utilities Commission (BCUC) for PNG-West and PNG-N.E. (Fort St. 
John/Dawson Creek and Tumbler Ridge). The key parameters of each application for the 
respective operating divisions are highlighted below: 

PNG – West 

• 2008 Rate base of $133.159 million versus $131.628 million approved in 2007. 

• Capital additions of $7.030 million versus $5.888 million approved for 2007. 

• Allowed return on equity equal to the Benchmark Return established by the Commission 
annually plus a risk premium of 65 basis points.  The applied-for return on equity 
mechanism is consistent with the established methodology. 

• Deemed equity of 40%.  The utility has applied to the Commission to establish 2008 rates 
using 40% deemed equity and to create a new return on equity deferral account to capture 
the equity return foregone by setting rates based on a 40% common equity component 
rather than the 47.5% common equity it actually has on its balance sheet.  The company’s 
debt is currently rated BBB (low) by Dominion Bond Rating Service (DBRS), and the 
rating agency has indicated that if Pacific Northern Gas were to reduce its actual equity to 
the level authorized by the Commission, DBRS would reduce its credit rating.  The deferral 
account would provide the company an opportunity to earn its approved return on common 
equity, and the balance in the account would earn a return equal to the utility’s approved 
rate of return on common equity (calculated monthly).  The ultimate recovery of the 
amounts recorded in the return on equity deferral account would be dependent on 
improvements in the competitiveness of the utility’s rates and on market conditions. 

PNG-N.E. - Fort St. John/Dawson Creek  

• 2008 Rate base of $33.478 million versus $31.996 million approved in 2007. 

• Capital additions of $2.545 million in 2008 versus $2.625 million in 2007. 

• Allowed return on equity equal to the Benchmark Return established by the Commission 
annually plus a risk premium of 40 basis points.  The applied-for return on equity 
mechanism is consistent with the established methodology. 

• Deemed equity of 36%. 

PNG-N.E. – Tumbler Ridge 

• 2008 Rate base of $1.458 million versus $1.360 million approved in 2007. 

• Capital additions of $0.184 million versus $0.181 million in 2007. 

• Allowed return on equity equal to the Benchmark Return established by the Commission 
annually plus a risk premium of 65 basis points.  The applied-for return on equity 
mechanism is consistent with the established methodology. 

We believe that the following points are relevant about these applications: 

• We have not reflected the new return on equity deferral account in our rate base calculation 
for PNG-West.  Even if this deferral account were to be approved by the Commission, we 
believe that recovery of any balance is highly uncertain, given the overall business and 
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operating risks faced by the utility and the ongoing willingness of the Commission to meet 
the legal requirements of the Fair Return Standard. 

• We do not expect the utility to accrue GAAP earnings on the basis of 47.5% deemed 
equity, largely due to the lack of certainty that deferred amounts are likely to be recovered 
in future rates. 

• We continue to believe that it is prima facie evidence that if a utility cannot reach a 
Commission-imposed capital structure without a deterioration in its credit rating (in this 
case to below investment grade), then the capital structure imposed by the Commission 
(and the corresponding return on equity) violates the Fair Return Standard.  We also 
highlight that the primary reason for not allowing 47.5% common equity is the adverse 
effect of a further 3% increase in customer rates.  This is contrary to the determination of 
the Federal Court of Appeal, which found that the determination of a cost (rate of return on 
the equity component of deemed capital structure) is unaffected by the impact of tolls on 
customers or consumers.   

Estimates 

We have updated our estimates to reflect the information filed for 2008, as set out herein.  Our 
diluted 2007 EPS estimate of $1.18 is unchanged and our diluted 2008 EPS estimate increases 
to $1.60 from $1.56. 

Valuation 

Our target price of $20.00 reflects a weighted valuation approach:  12x 2008E diluted EPS of 
$1.60 (12.5%), 1.0x 2008E BVPS of $23.11 (12.5%), and a target yield of 4.10% (75%), 
assuming 2008 dividends per share of $0.80. 

Recommendation 

We believe that the shares are attractively valued at current levels.  Our rating is Outperform. 
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Table 1.  Consolidated Summary Sheet 

26-Oct-07 Karen J. Taylor
Current Price: $18.25 BMO Capital Markets
12-Month Target Price: $20.00
ROR: 14.0% Recommendation: Outperform

2001 2002 2003 2004 2005 2006 2007E 2008E
Total Earnings Per Share $1.52 $1.28 $1.49 $1.41 $1.75 $1.27 $1.20 $1.62
Fully Diluted EPS $1.47 $1.25 $1.46 $1.38 $1.72 $1.25 $1.18 $1.60
Dividends $0.00 $0.00 $0.80 $0.80 $0.80 $0.80 $0.80 $0.80
Payout Ratio 0.0% 0.0% 53.8% 56.8% 45.8% 63.0% 66.8% 49.3%
Average Shares (mm) 3.5 3.5 3.6 3.6 3.6 3.631 3.6 3.6
Net Book Value 20.36 21.62 19.25 20.52 21.44 21.92 22.33 23.16

Market Valuation
Price:  High $11.95 $18.00 $19.50 $22.00 $24.00 $19.60 - -
Price:  Low $6.50 $9.35 $14.00 $17.28 $17.37 $17.06 - -

Price:  Current - - - - - - $18.25
P/E Ratio:  High 7.9 14.0 13.1 15.6 13.7 15.4 - -
P/E Ratio:  Low 4.3 7.3 9.4 12.3 9.9 13.4 - -

P/E Ratio:  Current - - - - - - 15.2 11.2
Price/Book Value:  High 0.59 0.83 1.01 1.07 1.12 0.89 - -
Price/Book Value:  Low 0.32 0.43 0.73 0.84 0.81 0.78 - -

Price/Book Value:  Current - - - - - - 0.82 0.79
Yield:  High Price 0.00% 0.00% 4.11% 3.64% 3.34% 4.08% - -
Yield:  Low Price 0.00% 0.00% 5.73% 4.63% 4.61% 4.69% - -

Yield:  Current - - - - - - 4.4% 4.4%

Balance Sheet ($mm)
Debt (S-T) 12.1 4.4 7.3 10.4 14.7 10.0 13.7 14.1
Debt (L-T) 79.5 90.2 85.8 81.4 76.6 71.7 66.8 61.9

Deferred Items 17.3 17.0 17.9 15.8 15.7 24.0 23.3 24.8
Preferred Shares 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0

Shareholders' Equity 72.2 76.7 69.4 73.9 77.7 79.8 81.3 84.3
186.2 193.3 185.4 186.7 189.7 190.5 190.1 190.1

Balance Sheet (%)
Debt (S-T) 6.5% 2.3% 3.9% 5.6% 7.7% 5.2% 7.2% 7.4%
Debt (L-T) 42.7% 46.7% 46.3% 43.6% 40.4% 37.6% 35.1% 32.6%

Deferred Items 9.3% 8.8% 9.7% 8.5% 8.3% 12.6% 12.3% 13.0%
Preferred Shares 2.7% 2.6% 2.7% 2.7% 2.6% 2.6% 2.6% 2.6%

Shareholders' Equity 38.8% 39.7% 37.4% 39.6% 41.0% 41.9% 42.8% 44.4%
100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Income Statement ($mm)
Total Revenue 138.6 109.1 133.7 137.8 160.0 138.8 115.8 126.3

EBIT 20.5 19.5 18.5 17.5 18.6 17.6 7.4 9.2
NPAT 5.7 4.9 5.7 5.4 6.7 5.0 4.7 6.2

Preferred Share Dividends 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3
Net Earnings to Common 5.4 4.6 5.3 5.1 6.3 4.6 4.4 5.9

Cash Flow from Operations 20.9 12.8 12.2 16.4 11.8 17.6 12.9 17.5

Year Ended December 31

 

Source:  BMO Capital Market 
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FYE EPS P/E DPS Yield Payout BV P/B ROE
(Dec.)  $   $   $   %   %     %  

1985     1.22     8  0.70   7.0     57   8.03   1.2    15
1986     1.09     9  0.70   6.8     64   8.43   1.2    13
1987     1.31     8  0.75   7.4     57   8.97   1.1    15
1988     1.34     8  0.75   6.6     56   9.24   1.2    15
1989     1.45     8  0.75   6.4     52   9.92   1.2    15
1990     1.61     7  0.75   6.7     47  10.76   1.0    16
1991     1.66     8  0.80   5.9     48  11.62   1.2    15
1992     1.55    11  0.80   4.8     52  12.37   1.3    13
1993     1.63    13  0.88   4.0     54  12.37   1.8    13
1994     1.80    11  0.88   4.3     49  12.37   1.6    15
1995     1.67    13  0.96   4.6     57  14.57   1.4    12
1996     2.01    11  0.96   4.3     48  15.61   1.4    13
1997     2.16    14  1.04   3.5     48  16.42   1.8    13
1998     1.73    16  1.12   4.1     65  17.39   1.6    10
1999     1.92     9  1.12   6.5     58  18.19   1.0    11
2000     1.83     4  1.12  14.1     61  19.44   0.4    10
2001     1.52     6  1.12  11.7     74  20.95   0.5     8
2002     1.25    13  1.12   6.3     82  19.27   0.9     6
2003     1.46    13  0.80   4.1     54  19.96   1.0     7
2004     1.38    15  0.80   3.8     57  20.52   1.0     7
2005     1.72    11  0.80   4.1     46  21.43   0.9     8
2006     1.25    14  0.80   4.4     63  21.91   0.8     6

Current*     1.01    18  0.80   4.4     79  22.34   0.8     5

Average:    11   5.9     57   1.2  11.5

Growth(%):
5 Year:  -7.2  -6.5   1.3

10 Year:  -7.0  -2.6   3.6
20 Year:  -1.7   0.3   5.0

* Current EPS is the 4 Quarter Trailing to Q2/2007.
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PNG - Rating as of 15-Nov-04 = Und.

Date Rating Change Share Price

1 14-Apr-05 Und. to Mkt $17.85

2 30-Aug-05 Mkt  to Und. $19.80

3 18-Nov-05 Und. to Mkt $19.27

4 22-Sep-06 Mkt  to OP $17.76

5 27-Oct-06 OP  to Mkt $19.30

6 24-Nov-06 Mkt  to OP $18.50

1.4

1.5
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Company Risk Disclosure 
In addition to the risks involved in investing in common stocks generally, we also highlight the following risks that pertain to this company.  The 
company's natural gas transmission business depends on the continued availability of natural gas. The BCUC approves PNG’s customer rates and a fair 
return on the rate base. Changes in regulation may adversely affect performance. Natural gas and fuel oil compete with electricity for space heating in 
Pacific Northern Gas' service areas. Fluctuations in the price of natural gas could increase the working capital financing requirements and related costs 
for accounts receivable. In 2004, 75% of energy deliveries were made to four large industrial customers (67% to one customer, Methanex).  
Transportation service to Methanex was made pursuant to an agreement that expires in October 2009.  On August 30, 2005, Methanex announced that it 
will close its Kitimat facilities in early 2006.   
 
Analyst’s Certification 
I, Karen Taylor, CFA, hereby certify that the views expressed in this report accurately reflect my personal views about the subject securities or issuers.  
I also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed in 
this report. 
 
General Disclosure 
The information and opinions in this report were prepared by BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée./Ltd., collectively (“BMO NB”).  
BMO NB is not subject to U.S. rules with regard to the preparation of research reports and the independence of analysts.  “BMO Capital Markets” is a 
trade name used by the BMO Investment Banking Group, which includes the wholesale/institutional arms of Bank of Montreal and BMO NB in 
Canada, and BMO Capital Markets Corp. in the U.S.   BMO Capital Markets Corp. is an affiliate of BMO NB.    BMO NB and BMO Capital Markets 
Corp. are subsidiaries of Bank of Montreal. Bank of Montreal or its affiliates (“BMO Financial Group”) has lending arrangements with, or provide 
other remunerated services to, many issuers covered by BMO NB research.  A significant lending relationship may exist between BMO Financial 
Group and certain of the issuers mentioned herein.  The reader should assume that BMO NB,  BMO Capital Markets Corp., Bank of Montreal or their 
affiliates may have a conflict of interest and should not rely solely on this report in evaluating whether or not to buy or sell securities of issuers 
discussed herein. The opinions, estimates and projections contained in this report are those of BMO NB as of the date of this report and are subject to 
change without notice.  BMO NB endeavours to ensure that the contents have been compiled or derived from sources that we believe are reliable and 
contain information and opinions that are accurate and complete.  However, BMO NB makes no representation or warranty, express or implied, in 
respect thereof, takes no responsibility for any errors and omissions contained herein and accepts no liability whatsoever for any loss arising from any 
use of, or reliance on, this report or its contents.  Information may be available to BMO NB or its affiliates that is not reflected in this report.  The 
information in this report is not intended to be used as the primary basis of investment decisions, and because of individual client objectives, should not 
be construed as advice designed to meet the particular investment needs of any investor.  This material is for information purposes only and is not  an 
offer to sell or the solicitation of an offer to buy any security.  The research analyst and/or associates who prepared this report are compensated based 
upon (among other factors) the overall profitability of BMO NB and its affiliates, which includes the overall profitability of investment banking 
services.  BMO NB,  or its affiliates expect to receive or will seek compensation for investment banking services within the next 3 months from all 
issuers covered by BMO NB.  BMO NB or its affiliates will buy from or sell to customers the securities of issuers mentioned in this report on a 
principal basis.  BMO NB or its affiliates, officers, directors or employees may have a long or short position in the securities discussed herein, related 
securities or in options, futures or other derivative instruments based thereon. 
 
Distribution of Ratings 
Rating BMO BMO BMO First Call 
Category Rating Universe I.B. Clients* Universe** 
Buy Outperform 42% 49% 49% 
Hold Market Perform 50% 46% 45% 
Sell Underperform 8% 5% 6% 
*   Reflects rating distribution of all companies where BMO Capital Markets has received compensation for Investment Banking services. 
** Reflects rating distribution of all North American equity research analysts. 
 
Ratings Key 
We use the following ratings system definitions:  
OP = Outperform - Forecast to outperform the market;  
Mkt = Market Perform - Forecast to perform roughly in line with the market;  
Und = Underperform - Forecast to underperform the market;  
(S) = speculative investment;  
NR = No rating at this time;  
R = Restricted – Dissemination of research is currently restricted. 
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Market performance is measured by a benchmark index such as the S&P/TSX Composite Index, S&P 500, Nasdaq Composite, as appropriate for each 
company.  Prior to September 1, 2003, a fourth rating tier—Top Pick—was used to designate those stocks we felt would be the best performers relative 
to the market. Our six Top 15 lists which guide investors to our best ideas according to six different objectives (large, small, growth, value, income and 
quantitative) have replaced the Top Pick rating. 
 
Dissemination of Research 
Our research publications are available via our web site http://bmocapitalmarkets.com. Institutional clients may also receive our research via FIRST 
CALL Research Direct and Reuters. All of our research is made widely available at the same time to all BMO NB, BMO Capital Markets Corp. and 
BMO Nesbitt Burns Securities Ltd. client groups entitled to our research. Please contact your investment advisor or institutional salesperson for more 
information. 
 
Additional Matters 
 
TO U.S. RESIDENTS:  BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd., affiliates of BMO NB, furnish this report to U.S. 
residents and accept responsibility for the contents herein, except to the extent that it refers to securities of Bank of Montreal.  Any U.S. person wishing 
to effect transactions in any security discussed herein should do so through BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd.   
 
TO U.K. RESIDENTS:  In the UK this document is published by BMO Capital Markets Limited which is authorised and regulated by the Financial 
Services Authority.  The contents hereof are intended solely for the use of, and may only be issued or passed onto, persons described in part VI of the 
Financial Services and Markets Act 2000 (Financial Promotion) Order 2001. 
 
BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée/Ltd.  are Members of CIPF.  BMO Capital Markets Corp. and BMO Nesbitt Burns Securities 
Ltd. are Members of SIPC. 
 
"BMO Capital Markets" is a trade-mark of Bank of Montreal, used under licence.   
"BMO (M-Bar roundel symbol)" is a registered trade-mark of Bank of Montreal, used under licence. 
 



 

This report was prepared by an Analyst employed by a Canadian affiliate, BMO Nesbitt Burns Inc., and who is not registered as a research analyst 
under FINRA rules.  For disclosure statements, including the Analyst's Certification, please refer to pages 3 to 5. 
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Q3/07 Slightly Lower Than Expected;  
Outperform Rating Unchanged 
Event 
Q3/07 EPS were ($0.40) versus our expectation of ($0.36). The variance is 
largely attributable to: (i) lower operating margins arising from lower deliveries
to large commercial and small industrial customers reduced Q3/07 net income 
by $0.2 million (there is no deferral account for variances attributable to these
customers); (ii) the effect of the rate stabilization mechanism for residential and
small commercial customers increased net income by $0.1 million; (iii) after-tax 
project development expenses incurred by Pacific Trail Pipelines LP (PTP) were 
$0.4 million after tax versus our expectation of $0.6 million after tax in the 
quarter; and (iv) earnings seasonality.  

Impact 
Neutral. Further development expenses of $0.4 million after tax are expected in 
Q4/07, brining the total for 2007 to about $1.5 million after tax, in line with 
expectations.  The PTP pipeline is not reflected in our outlook, as permitting and
construction are contingent upon a number of conditions precedent, including 
the receipt of all regulatory approvals and the execution of long-term, use or pay 
firm shipping contracts on the proposed pipeline. It is unlikely that project
proponents can file an application of a Certificate of Public Convenience and 
Necessity with the British Columbia Utilities Commission for pipeline facilities,
without the presence of these shipping contracts, which generally establish the 
need for facility. Development expenditures in 2007 related to the B.C.
environmental process, and we expect a favorable decision in H1/08.  

Forecasts 
Our diluted 2007 and 2008 EPS estimates of $1.18 and $1.60 are unchanged.
We are introducing our 2009 diluted EPS estimate of $1.59.  

Valuation 
Our target price of $20.00 reflects a weighted valuation approach:  12x 2009E
diluted EPS of $1.59 (12.5%), 1.0x 2009 BVPS of $23.98 (12.5%), and a target
yield of 4.10% (75%), assuming 2009 dividends per share of $0.80. 

Recommendation 
We believe that the shares are attractively valued.  Our rating is Outperform. 

Price (1-Nov) $18.25 52-Week High $19.48 
Target Price $20.00  52-Week Low $17.50 
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(FY-Dec.) 2006A 2007E 2008E 2009E 
EPS $1.25  $1.18  $1.60  $1.59 
P/E  15.5x 11.4x 11.5x 
 
CFPS $4.84  $3.53  $4.79  $4.69 
P/CFPS  5.2x 3.8x 3.9x 
 
Div.  $0.80 $0.80 $0.80 $0.80 
EV ($mm) $154 $152 $147 $142 
EBITDA ($mm) $26.1 $16.2 $18.9 $18.6 
EV/EBITDA 5.9x 9.4x 7.8x 7.6x 
 
Quarterly EPS Q1 Q2 Q3 Q4 
2006A $1.22  -$0.14  -$0.42  $0.61 
2007E $1.06a -$0.24a -$0.40a $0.79↑
2008E $1.12  $0.03  -$0.32  $0.80 
 
Dividend $0.80 Yield 4.4% 
Book Value $21.82 Price/Book 0.8x 
Shares O/S (mm) 3.6 Mkt. Cap ($mm) $66 
Float O/S (mm) 3.6 Float Cap ($mm) $66 
Wkly Vol (000s) 28 Wkly $ Vol (mm) $0.5 
Net Debt ($mm) $85.5 Next Rep. Date 31-Jan (E) 

Notes: Estimates are weather normal 
Major Shareholders: Widely held 
First Call Mean Estimates: PACIFIC NORTHERN GAS LTD 'A' (C$) 
2007E: $1.18; 2008E: $1.60 

 
 Changes   Quarterly EPS

      Q4/07E $0.75 to $0.79              
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Table 1.  Consolidated Summary Sheet 

2-Nov-07 Karen J. Taylor
Current Price: $18.25 BMO Capital Markets
12-Month Target Price: $20.00
ROR: 14.0% Recommendation: Outperform

2002 2003 2004 2005 2006 2007E 2008E 2009E
Total Earnings Per Share $1.28 $1.49 $1.41 $1.75 $1.27 $1.20 $1.62 $1.61
Fully Diluted EPS $1.25 $1.46 $1.38 $1.72 $1.25 $1.18 $1.60 $1.59
Dividends $0.00 $0.80 $0.80 $0.80 $0.80 $0.80 $0.80 $0.80
Payout Ratio 0.0% 53.8% 56.8% 45.8% 63.0% 66.8% 49.3% 49.8%
Average Shares (mm) 3.5 3.6 3.6 3.6 3.631 3.6 3.6 3.6
Net Book Value 21.62 19.25 20.52 21.44 21.92 22.33 23.16 23.98

Market Valuation
Price:  High $18.00 $19.50 $22.00 $24.00 $19.60 - - -
Price:  Low $9.35 $14.00 $17.28 $17.37 $17.06 - - -

Price:  Current - - - - - $18.25
P/E Ratio:  High 14.0 13.1 15.6 13.7 15.4 - - -
P/E Ratio:  Low 7.3 9.4 12.3 9.9 13.4 - - -

P/E Ratio:  Current - - - - - 15.2 11.2 11.4
Price/Book Value:  High 0.83 1.01 1.07 1.12 0.89 - - -
Price/Book Value:  Low 0.43 0.73 0.84 0.81 0.78 - - -

Price/Book Value:  Current - - - - - 0.82 0.79 0.76
Yield:  High Price 0.00% 4.11% 3.64% 3.34% 4.08% - - -
Yield:  Low Price 0.00% 5.73% 4.63% 4.61% 4.69% - - -

Yield:  Current - - - - - 4.4% 4.4% 4.4%

Balance Sheet ($mm)
Debt (S-T) 4.4 7.3 10.4 14.7 10.0 13.7 14.1 13.8
Debt (L-T) 90.2 85.8 81.4 76.6 71.7 66.8 61.9 56.8

Deferred Items 17.0 17.9 15.8 15.7 24.0 23.3 24.8 26.3
Preferred Shares 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0

Shareholders' Equity 76.7 69.4 73.9 77.7 79.8 81.3 84.3 87.3
193.3 185.4 186.7 189.7 190.5 190.1 190.1 189.3

Balance Sheet (%)
Debt (S-T) 2.3% 3.9% 5.6% 7.7% 5.2% 7.2% 7.4% 7.3%
Debt (L-T) 46.7% 46.3% 43.6% 40.4% 37.6% 35.1% 32.6% 30.0%

Deferred Items 8.8% 9.7% 8.5% 8.3% 12.6% 12.3% 13.0% 13.9%
Preferred Shares 2.6% 2.7% 2.7% 2.6% 2.6% 2.6% 2.6% 2.6%

Shareholders' Equity 39.7% 37.4% 39.6% 41.0% 41.9% 42.8% 44.4% 46.1%
100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Income Statement ($mm)
Total Revenue 109.1 133.7 137.8 160.0 138.8 115.8 126.3 124.3

EBIT 19.5 18.5 17.5 18.6 17.6 7.4 9.2 9.2
NPAT 4.9 5.7 5.4 6.7 5.0 4.7 6.2 6.2

Preferred Share Dividends 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3
Net Earnings to Common 4.6 5.3 5.1 6.3 4.6 4.4 5.9 5.8

Cash Flow from Operations 12.8 12.2 16.4 11.8 17.6 12.9 17.5 17.1

Year Ended December 31

 

Source:  BMO Capital Markets 
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FYE EPS P/E DPS Yield Payout BV P/B ROE
(Dec.)  $   $   $   %   %     %  

1985     1.22     8  0.70   7.0     57   8.03   1.2    15
1986     1.09     9  0.70   6.8     64   8.43   1.2    13
1987     1.31     8  0.75   7.4     57   8.97   1.1    15
1988     1.34     8  0.75   6.6     56   9.24   1.2    15
1989     1.45     8  0.75   6.4     52   9.92   1.2    15
1990     1.61     7  0.75   6.7     47  10.76   1.0    16
1991     1.66     8  0.80   5.9     48  11.62   1.2    15
1992     1.55    11  0.80   4.8     52  12.37   1.3    13
1993     1.63    13  0.88   4.0     54  12.37   1.8    13
1994     1.80    11  0.88   4.3     49  12.37   1.6    15
1995     1.67    13  0.96   4.6     57  14.57   1.4    12
1996     2.01    11  0.96   4.3     48  15.61   1.4    13
1997     2.16    14  1.04   3.5     48  16.42   1.8    13
1998     1.73    16  1.12   4.1     65  17.39   1.6    10
1999     1.92     9  1.12   6.5     58  18.19   1.0    11
2000     1.83     4  1.12  14.1     61  19.44   0.4    10
2001     1.52     6  1.12  11.7     74  20.95   0.5     8
2002     1.25    13  1.12   6.3     82  19.27   0.9     6
2003     1.46    13  0.80   4.1     54  19.96   1.0     7
2004     1.38    15  0.80   3.8     57  20.52   1.0     7
2005     1.72    11  0.80   4.1     46  21.43   0.9     8
2006     1.25    14  0.80   4.4     63  21.91   0.8     6

Current*     1.01    18  0.80   4.4     79  22.34   0.8     5

Average:    11   5.9     57   1.2  11.5

Growth(%):
5 Year:  -7.2  -6.5   1.3

10 Year:  -7.0  -2.6   3.6
20 Year:  -1.7   0.3   5.0

* Current EPS is the 4 Quarter Trailing to Q2/2007.
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PNG - Rating as of 19-Nov-04 = Und.

Date Rating Change Share Price

1 14-Apr-05 Und. to Mkt $17.85

2 30-Aug-05 Mkt  to Und. $19.80

3 18-Nov-05 Und. to Mkt $19.27

4 22-Sep-06 Mkt  to OP $17.76

5 27-Oct-06 OP  to Mkt $19.30

6 24-Nov-06 Mkt  to OP $18.50
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Company Risk Disclosure 
In addition to the risks involved in investing in common stocks generally, we also highlight the following risks that pertain to this company.  The 
company's natural gas transmission business depends on the continued availability of natural gas. The BCUC approves PNG’s customer rates and a fair 
return on the rate base. Changes in regulation may adversely affect performance. Natural gas and fuel oil compete with electricity for space heating in 
Pacific Northern Gas' service areas. Fluctuations in the price of natural gas could increase the working capital financing requirements and related costs 
for accounts receivable. In 2004, 75% of energy deliveries were made to four large industrial customers (67% to one customer, Methanex).  
Transportation service to Methanex was made pursuant to an agreement that expires in October 2009.  On August 30, 2005, Methanex announced that it 
will close its Kitimat facilities in early 2006.   
 
Analyst’s Certification 
I, Karen Taylor, CFA, hereby certify that the views expressed in this report accurately reflect my personal views about the subject securities or issuers.  
I also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed in 
this report. 
 
General Disclosure 
The information and opinions in this report were prepared by BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée./Ltd., collectively (“BMO NB”).  
BMO NB is not subject to U.S. rules with regard to the preparation of research reports and the independence of analysts.  “BMO Capital Markets” is a 
trade name used by the BMO Investment Banking Group, which includes the wholesale/institutional arms of Bank of Montreal and BMO NB in 
Canada, and BMO Capital Markets Corp. in the U.S.   BMO Capital Markets Corp. is an affiliate of BMO NB.    BMO NB and BMO Capital Markets 
Corp. are subsidiaries of Bank of Montreal. Bank of Montreal or its affiliates (“BMO Financial Group”) has lending arrangements with, or provide 
other remunerated services to, many issuers covered by BMO NB research.  A significant lending relationship may exist between BMO Financial 
Group and certain of the issuers mentioned herein.  The reader should assume that BMO NB,  BMO Capital Markets Corp., Bank of Montreal or their 
affiliates may have a conflict of interest and should not rely solely on this report in evaluating whether or not to buy or sell securities of issuers 
discussed herein. The opinions, estimates and projections contained in this report are those of BMO NB as of the date of this report and are subject to 
change without notice.  BMO NB endeavours to ensure that the contents have been compiled or derived from sources that we believe are reliable and 
contain information and opinions that are accurate and complete.  However, BMO NB makes no representation or warranty, express or implied, in 
respect thereof, takes no responsibility for any errors and omissions contained herein and accepts no liability whatsoever for any loss arising from any 
use of, or reliance on, this report or its contents.  Information may be available to BMO NB or its affiliates that is not reflected in this report.  The 
information in this report is not intended to be used as the primary basis of investment decisions, and because of individual client objectives, should not 
be construed as advice designed to meet the particular investment needs of any investor.  This material is for information purposes only and is not  an 
offer to sell or the solicitation of an offer to buy any security.  The research analyst and/or associates who prepared this report are compensated based 
upon (among other factors) the overall profitability of BMO NB and its affiliates, which includes the overall profitability of investment banking 
services.  BMO NB,  or its affiliates expect to receive or will seek compensation for investment banking services within the next 3 months from all 
issuers covered by BMO NB.  BMO NB or its affiliates will buy from or sell to customers the securities of issuers mentioned in this report on a 
principal basis.  BMO NB or its affiliates, officers, directors or employees may have a long or short position in the securities discussed herein, related 
securities or in options, futures or other derivative instruments based thereon. 
 
Distribution of Ratings 
Rating BMO BMO BMO First Call 
Category Rating Universe I.B. Clients* Universe** 
Buy Outperform 42% 49% 49% 
Hold Market Perform 50% 46% 45% 
Sell Underperform 8% 5% 6% 
*   Reflects rating distribution of all companies where BMO Capital Markets has received compensation for Investment Banking services. 
** Reflects rating distribution of all North American equity research analysts. 
 
Ratings Key 
We use the following ratings system definitions:  
OP = Outperform - Forecast to outperform the market;  
Mkt = Market Perform - Forecast to perform roughly in line with the market;  
Und = Underperform - Forecast to underperform the market;  
(S) = speculative investment;  
NR = No rating at this time;  
R = Restricted – Dissemination of research is currently restricted. 
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Market performance is measured by a benchmark index such as the S&P/TSX Composite Index, S&P 500, Nasdaq Composite, as appropriate for each 
company.  Prior to September 1, 2003, a fourth rating tier—Top Pick—was used to designate those stocks we felt would be the best performers relative 
to the market. Our six Top 15 lists which guide investors to our best ideas according to six different objectives (large, small, growth, value, income and 
quantitative) have replaced the Top Pick rating. 
 
Dissemination of Research 
Our research publications are available via our web site http://bmocapitalmarkets.com. Institutional clients may also receive our research via FIRST 
CALL Research Direct and Reuters. All of our research is made widely available at the same time to all BMO NB, BMO Capital Markets Corp. and 
BMO Nesbitt Burns Securities Ltd. client groups entitled to our research. Please contact your investment advisor or institutional salesperson for more 
information. 
 
Additional Matters 
 
TO U.S. RESIDENTS:  BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd., affiliates of BMO NB, furnish this report to U.S. 
residents and accept responsibility for the contents herein, except to the extent that it refers to securities of Bank of Montreal.  Any U.S. person wishing 
to effect transactions in any security discussed herein should do so through BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd.   
 
TO U.K. RESIDENTS:  In the UK this document is published by BMO Capital Markets Limited which is authorised and regulated by the Financial 
Services Authority.  The contents hereof are intended solely for the use of, and may only be issued or passed onto, persons described in part VI of the 
Financial Services and Markets Act 2000 (Financial Promotion) Order 2001. 
 
BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée/Ltd.  are Members of CIPF.  BMO Capital Markets Corp. and BMO Nesbitt Burns Securities 
Ltd. are Members of SIPC. 
 
"BMO Capital Markets" is a trade-mark of Bank of Montreal, used under licence.   
"BMO (M-Bar roundel symbol)" is a registered trade-mark of Bank of Montreal, used under licence. 
 

 
 

 
 



 

This report was prepared by an Analyst employed by a Canadian affiliate, BMO Nesbitt Burns Inc., and who is not registered as a research analyst 
under FINRA rules.  For disclosure statements, including the Analyst's Certification, please refer to pages 6 to 8. 
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(FY-Dec.) 2006A 2007E 2008E 2009E 
EPS $1.25  $1.18  $1.65  $1.63 
P/E  15.3x 10.9x 11.0x 
 
CFPS $4.84  $3.53  $4.79  $4.69 
P/CFPS  5.1x 3.8x 3.8x 
 
Div.  $0.80 $0.80 $0.82 $0.86 
EV ($mm) $154 $152 $149 $143 
EBITDA ($mm) $26.1 $16.3 $19.0 $18.7 
E
 

V/EBITDA 5.9x 9.3x 7.8x 7.7x 

Quarterly EPS Q1 Q2 Q3 Q4 
2006A $1.22  -$0.14  -$0.42  $0.61 
2007E $1.06a -$0.24a -$0.40a $0.79 
2008E $1.15  $0.03  -$0.33  $0.82 
 
Dividend $0.80 Yield 4.4% 
Book Value $21.82 Price/Book 0.8x 
Shares O/S (mm) 3.6 Mkt. Cap ($mm) $66 
Float O/S (mm) 3.6 Float Cap ($mm) $66 
Wkly Vol (000s) 25 Wkly $ Vol (mm) $0.5 
Net Debt ($mm) $85.8 Next Rep. Date 21-Feb (E) 

Recapitalization Upside; Maintaining Outperform 
Rating 
 

Event 
On January 17 and 18, senior management of Pacific Northern Gas met with
institutional investors to update the company’s regulatory agenda, further
delineate its future prospects and gather feedback from investors regarding
various alternatives to “surface additional shareholder value”. 
 
Impact 
Positive. 
 
Forecasts 
Our diluted 2007, 2008 and 2009 EPS estimates of $1.18, $1.65 and $1.63 are
unchanged.  Our estimates are exclusive of the planned KSL Pipeline (50% -
Pacific Northern Gas). 
 
Valuation 
Our target price of $20.50 reflects a weighted valuation approach:  12x 2009E 
diluted EPS of $1.63 (12.5%), 1.0x 2009E BVPS of $23.99 (12.5%), and a
target yield of 4.25% (75%), assuming 2009 dividends per share of $0.86.  As
discussed herein, in the event that the company is acquired, we believe the
acquisition price per share could be approximately $27, representing a 31.7% 
premium to our target price and a 50% premium to last night’s closing price. 
 
Recommendation 
We continue to believe the shares are attractively valued at current levels.  Our
rating is Outperform. 

Notes: Estimates are weather normal 
Major Shareholders: Widely held 
First Call Mean Estimates: PACIFIC NORTHERN GAS LTD 'A' (C$) 
2007E: $1.18; 2008E: $1.65; 2009E: $1.63 

 
 

Changes   Target
                 $20.00 to $20.50 
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Details & Analysis 

On January 17 and 18, senior management of Pacific Northern Gas met with institutional 
investors to update the company’s regulatory agenda, further delineate its future prospects and 
gather feedback from investors regarding various alternatives to “surface additional shareholder 
value”.  The highlights from our meetings include: 

The Tool-Kit to Address Shareholder Value 

There have been three key events over the last 24 months that have arguably provided the 
company with the “tool-kit” to address shareholder value: 

1. The August 16, 2006, Decision and Order of the British Columbia Utilities 
Commission (BCUC) clearly establishes that a utility regulated on a cost of service 
basis pursuant to the Utilities Commission Act is permitted under the Act to recover the 
reasonable and prudent costs of providing its services in exchange for the obligation to 
provide safe and reliable service.   In the decision, the Commission also states that it 
has a statutory obligation to approve rates that will afford a fair compensation for the 
services rendered and provide the utility with a fair and reasonable return.  This 
decision strongly implies that, short of a change in the Act, the remaining revenue 
deficiency arising from the termination of the Methanex contract effective March 1, 
2006, is likely to be recoverable in rates.  We expect the company to file an application 
for fiscal 2009 rates in Q3/08, with a decision likely by late Q4/08.  The amortization 
of the termination payment received by Methanex ceases November 1, 2009.   

2. On July 24, 2007, the company announced that it had arranged $55 million in new and 
refinanced debt, comprised of a $20 million, 364-day operating credit facility, a $20 
million, 5-year revolving term loan, and a $15 million, 10-year term loan.    The 
existing term lender Roynat committed at that time to refinance $14 million in PNG 
debentures that would be scheduled to mature in 2011 and 2012, with a new $15 
million debenture issue maturing in 2017.  The new debenture did not have any 
required principal payments.  The new financing arrangements allowed the company 
to: (i) extend the term of its debt; (ii) reduce the annual “sinking fund” or amortization 
requirements; (iii) materially reduce the number and scope of the governing covenant 
package; and (iv) increase its financial flexibility. 

3. On April 23, 2007, British Columbia Hydro released its 2007/2008 to 2009/10 Service 
Plan.  Among other things, the plan complies with the provincial Energy Plan released 
in 2002 and the February 14, 2006, Speech from the Throne that announced the 
government’s intention for British Columbia to become self sufficient (regarding 
electricity) within the decade ahead.  BC Hydro’s rates increased by 1.54% for the 
period from July 1, 2006 to January 31, 2007, a further 2% increase took effect on 
February 1, 2007, and additional rate increases of 5.86% and 3.74% are contemplated 
in F2009 and F2010, under the plan.  BC Hydro has also implemented a 2% per annum 
increase in rates for the purpose of recovering the current balances in its deferral 
accounts.  At the end of fiscal 2006, the total balance in its four deferral accounts was 
$257 million.  Rate increases by BC Hydro increase the competitiveness of natural gas, 
and help mitigate the risk that Pacific Northern Gas’ potential revenue deficiencies 
arising from the loss of customers or higher natural gas commodity costs can in fact be 
recovered in customer rates without changing the relative competitiveness of the 
provided service. 
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Releasing Trapped Value 

The weighted average capital structure allowed by the BCUC is 39.25%, whereas the actual 
equity capitalization of the company is approximately 53.5%.  The company has, in essence, 
approximately $6.40 per share of notional cash on its balance sheet that could be paid to 
shareholders and funded with debt.  This notional cash could be returned to shareholders via: (i) 
special dividend; (ii) share repurchase; (iii) increase in the ordinary, quarterly dividend; or (iv) 
corporate acquisition (with a total enterprise value of approximately $40 million and funding it 
entirely with debt).  The company’s outstanding debt instruments are presently rated by 
Dominion Bond Rating Service, which rates its secured debentures BBB(low) with a negative 
trend.  We believe the company’s debt securities would likely be reduced to non-investment 
grade if either a special dividend or share repurchase plan is executed.  It is not clear to us 
whether management would be willing to reduce the company’s credit ratings to below 
investment grade; as such, an action may increase certain natural gas supply procurement costs 
and result in higher customer rates.   

We believe there a number of options to release the $6.40 of surplus equity on the balance 
sheet:  

• Increase the Regular Quarterly Dividend:  The company has not increased its $0.20 per 
share quarterly dividend since 2003 and its effective payout, after normalizing for project 
development expenses in 2007 arising from the KSL Pipeline Project, is approximately 
50%.  As set out in Table 1, the common equity component of the company’s capital 
structure is increasing in the normal course, and we believe there is sufficient stability in 
the company’s business that a measured program of dividend increases could be 
implemented.  We have assumed the quarterly dividend is increased by $0.01 per share to 
$0.21 commencing with the third dividend payment in 2008.  The total dividend paid in 
2008 is expected to be $0.82 per share and $0.86 per share in 2009.  The expected dividend 
payout in 2008 and 2009 is 49.2% and 52%, respectively.  We do not believe a special 
dividend or a share repurchase program is likely to result in a sustained increase in share 
price. 

• Make a Strategic Acquisition:  as discussed above, the company could effectively 
recapitalize its balance sheet by making an acquisition with an enterprise value of 
approximately $40 million, and fund the purchase entirely with debt without necessarily 
adversely affecting its credit rating.  An acquisition of a comparable, utility operation could 
actually enhance its corporate credit rating, as the increase in leverage would be associated 
with incremental earnings and cash flow from the acquired business.   

• Conduct an Auction:  management could put itself up for sale and the potential acquirer 
could use the existing balance sheet capability of the company to partially fund the 
transaction, such that the actual capital structure of the company is “equal” to that allowed 
on its regulated utility assets or a weighted average of 39.25%.  We believe an acquirer 
would likely have to pay the full value of the effective cash on hand of $6.40 per share, 
such that a takeout price would likely be in the range of $27.  An acquirer could release 
additional value on Pacific Northern Gas’ balance sheet by “rolling” the existing utility 
assets into a larger utility rate base with lower deemed equity capital.   For example, the 
utility operations of Terasen Gas (100% - Fortis Inc.) have deemed equity of 35%, 
suggesting that by averaging the two rate bases together, an additional $1.89 per share of 
notional cash is available on Pacific Northern Gas’ balance sheet.  We note that by 
lowering Pacific Northern Gas’ regulated deemed equity from 40% to 35% would reduce 
estimated earnings by approximately $1 million or approximately $0.20 per share and the 
acquirer would likely adjust the purchase price per share by some multiple of this amount. 
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• Continue to develop the KSL Pipeline:  we expect management to continue to advance the 
development of the proposed Kitimat to Summit Lake Pipeline (KSL).  The project is 
expected to receive its final environmental certificates in H1/08; however, activities related 
to the process to obtain authorization from the BCUC to build, own and operate the 
pipeline via a Certificate of Convenience and Necessity (CPCN) are not likely to proceed 
until the related liquefied natural gas terminal is able to secure a commodity supply, on a 
take or pay basis and either the supplier or customer contracts for the pipeline’s capacity, 
also on a use or pay basis.  The commodity supplier and/or customer must have an 
investment grade credit rating and be able to sign a long-term shipping agreement (at least 
20 years) before the pipeline project can proceed.  We do not believe the project is likely to 
proceed over our 2008 and 2009 forecast period and we have assumed that no additional 
material project development costs are incurred post 2007. 

We believe management is likely to consider these options over the forecast period and note 
that Mr. Jerry Zucker disclosed on November 20, 2007 that he owns approximately 10.244% of 
the issued and outstanding common shares of the company, for investment purposes. 

Estimates 

Our diluted 2007, 2008 and 2009 EPS estimates of $1.18, $1.65 and $1.63 are unchanged.  Our 
estimates are exclusive of the planned KSL Pipeline (50% - Pacific Northern Gas). 

Valuation 

Our target price of $20.50 reflects a weighted valuation approach:  12x 2009E diluted EPS of 
$1.63 (12.5%), 1.0x 2009E BVPS of $23.99 (12.5%), and a target yield of 4.25% (75%), 
assuming 2009 dividends per share of $0.86.  As discussed herein, in the event that the 
company is acquired, we believe the acquisition price per share could be approximately $27, 
representing a 31.7% premium to our target price and a 50% premium to last night’s closing 
price. 

Recommendation 

We continue to believe the shares are attractively valued at current levels.  Our rating is 
Outperform. 
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Table 1.  Consolidated Summary Sheet 

22-Jan-08 Karen J. Taylor
Current Price: $18.00 BMO Capital Markets
12-Month Target Price: $20.50
ROR: 18.4% Recommendation: Outperform

2002 2003 2004 2005 2006 2007E 2008E 2009E
Total Earnings Per Share $1.28 $1.49 $1.41 $1.75 $1.27 $1.20 $1.67 $1.65
Fully Diluted EPS $1.25 $1.46 $1.38 $1.72 $1.25 $1.18 $1.65 $1.63
Dividends $0.00 $0.80 $0.80 $0.80 $0.80 $0.80 $0.82 $0.86
Payout Ratio 0.0% 53.8% 56.8% 45.8% 63.0% 66.7% 49.2% 52.0%
Average Shares (mm) 3.5 3.6 3.6 3.6 3.631 3.6 3.6 3
Net Book Value 21.62 19.25 20.52 21.44 21.92 22.33 23.19 23.99

Market Valuation
Price:  High $18.00 $19.50 $22.00 $24.00 $19.60 - - -
Price:  Low $9.35 $14.00 $17.28 $17.37 $17.06 - - -

Price:  Current - - - - - $18.00
P/E Ratio:  High 14.0 13.1 15.6 13.7 15.4 - - -
P/E Ratio:  Low 7.3 9.4 12.3 9.9 13.4 - - -

P/E Ratio:  Current - - - - - 15.0 10.8 10.9
Price/Book Value:  High 0.83 1.01 1.07 1.12 0.89 - - -
Price/Book Value:  Low 0.43 0.73 0.84 0.81 0.78 - - -

Price/Book Value:  Current - - - - - 0.81 0.78 0.75
Yield:  High Price 0.00% 4.11% 3.64% 3.34% 4.08% - - -
Yield:  Low Price 0.00% 5.73% 4.63% 4.61% 4.69% - - -

Yield:  Current - - - - - 4.4% 4.6% 4.8%

Balance Sheet ($mm)
Debt (S-T) 4.4 7.3 10.4 14.7 10.0 14.0 14.3 14.
Debt (L-T) 90.2 85.8 81.4 76.6 71.7 66.8 61.9 56.

Deferred Items 17.0 17.9 15.8 15.7 24.0 23.3 24.8 26.
Preferred Shares 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5

Shareholders' Equity 76.7

.6

1
8
3

.0
69.4 73.9 77.7 79.8 81.3 84.4 87.3

193.3 185.4 186.7 189.7 190.5 190.4 190.4 189.6
Balance Sheet (%)

Debt (S-T) 2.3% 3.9% 5.6% 7.7% 5.2% 7.4% 7.5% 7.4
Debt (L-T) 46.7% 46.3% 43.6% 40.4% 37.6% 35.1% 32.5% 30.0%

Deferred Items 8.8% 9.7% 8.5% 8.3% 12.6% 12.2% 13.0% 13.9%
Preferred Shares 2.6% 2.7% 2.7% 2.6% 2.6% 2.6% 2.6% 2.6%

Shareholders' Equity 39.7%

%

37.4% 39.6% 41.0% 41.9% 42.7% 44.3% 46.1%
100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Income Statement ($mm)
Total Revenue 109.1 133.7 137.8 160.0 138.8 115.8 126.8 124.6

EBIT 19.5 18.5 17.5 18.6 17.6 7.4 9.3 9.3
NPAT 4.9 5.7 5.4 6.7 5.0 4.7 6.4 6

Preferred Share Dividends 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3
Net Earnings to Common 4.6 5.3 5.1 6.3 4.6 4.4 6.1 6.0

Cash Flow from Operations 12.8 12.2 16.4 11.8 17.6 12.9 17.7 17.3
Key Statistics

Average Utility Rate Base ($mm) 166.8 165.4 167.2 165.2 162.4 165.6 168.0 166.4
Growth Rate -1.98% -0.87% 1.10% -1.19% -1.67% 1.95% 1.43% -0.93%

2006 - 2009 CAGR 0.81%
Allowed Return on Equity 9.88% 10.17% 9.80% 9.68% 9.45% 9.02% 9.27% 9.27%

Deemed Equity 36.00% 36.00% 36.00% 40.00% 40.00% 40.00% 40.00% 40.00%

Sensitivity 

100 bp Change ROE
Change Total Income 0.6 0.6 0.6 0.7 0.6 0.7 0.7 0

Change Per Share 0.17 0.17 0.17 0.18 0.18 0.18 0.18 0.1
100 bp Change in Deemed Equity

Change Total Income 0.2 0.2 0.2 0.2 0.2 0.1 0.2 0
Change Per Share 0.05 0.05 0.05 0.04 0.04 0.04 0.04 0.0

1.00% Change in Average Rate Base
Change Total Income 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0

Change Per Share 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.0

Year Ended December 31

.4

.7
8

.2
4

.1
2  

Source:  BMO Capital Markets 
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FYE EPS P/E DPS Yield Payout BV P/B ROE
(Dec.)  $   $   $   %   %     %  

1985     1.22     8  0.70   7.0     57   8.03   1.2    15
1986     1.09     9  0.70   6.8     64   8.43   1.2    13
1987     1.31     8  0.75   7.4     57   8.97   1.1    15
1988     1.34     8  0.75   6.6     56   9.24   1.2    15
1989     1.45     8  0.75   6.4     52   9.92   1.2    15
1990     1.61     7  0.75   6.7     47  10.76   1.0    16
1991     1.66     8  0.80   5.9     48  11.62   1.2    15
1992     1.55    11  0.80   4.8     52  12.37   1.3    13
1993     1.63    13  0.88   4.0     54  12.37   1.8    13
1994     1.80    11  0.88   4.3     49  12.37   1.6    15
1995     1.67    13  0.96   4.6     57  14.57   1.4    12
1996     2.01    11  0.96   4.3     48  15.61   1.4    13
1997     2.16    14  1.04   3.5     48  16.42   1.8    13
1998     1.73    16  1.12   4.1     65  17.39   1.6    10
1999     1.92     9  1.12   6.5     58  18.19   1.0    11
2000     1.83     4  1.12  14.1     61  19.44   0.4    10
2001     1.52     6  1.12  11.7     74  20.95   0.5     8
2002     1.25    13  1.12   6.3     82  19.27   0.9     6
2003     1.46    13  0.80   4.1     54  19.96   1.0     7
2004     1.38    15  0.80   3.8     57  20.52   1.0     7
2005     1.72    11  0.80   4.1     46  21.43   0.9     8
2006     1.25    14  0.80   4.4     63  21.91   0.8     6

Current*     1.03    18  0.80   4.3     78  21.82   0.9     5

Average:    11   5.9     57   1.2  11.5

Growth(%):
5 Year:  -5.4  -6.5   2.5

10 Year:  -7.1  -2.6   2.9
20 Year:  -1.2   0.3   4.5

* Current EPS is the 4 Quarter Trailing to Q3/2007.
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PNG - Rating as of 8-Feb-05 = Und.

Date Rating Change Share Price

1 14-Apr-05 Und. to Mkt $17.85

2 30-Aug-05 Mkt  to Und. $19.80

3 18-Nov-05 Und. to Mkt $19.27

4 22-Sep-06 Mkt  to OP $17.76

5 27-Oct-06 OP  to Mkt $19.30

6 24-Nov-06 Mkt  to OP $18.50

1.4

1.6
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Company Risk Disclosure 
In addition to the risks involved in investing in common stocks generally, we also highlight the following risks that pertain to this company.  The 
company's natural gas transmission business depends on the continued availability of natural gas. The BCUC approves PNG’s customer rates and a fair 
return on the rate base. Changes in regulation may adversely affect performance. Natural gas and fuel oil compete with electricity for space heating in 
Pacific Northern Gas' service areas. Fluctuations in the price of natural gas could increase the working capital financing requirements and related costs 
for accounts receivable. In 2004, 75% of energy deliveries were made to four large industrial customers (67% to one customer, 
Methanex).  Transportation service to Methanex was made pursuant to an agreement that expires in October 2009.  On August 30, 2005, 
Methanex announced that it will close its Kitimat facilities in early 2006.   
 
Analyst’s Certification 
I, Karen Taylor, CFA, hereby certify that the views expressed in this report accurately reflect my personal views about the subject securities or issuers.  
I also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed in 
this report. 
 
General Disclosure 
The information and opinions in this report were prepared by BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée./Ltd., collectively (“BMO NB”).  
BMO NB is not subject to U.S. rules with regard to the preparation of research reports and the independence of analysts.  “BMO Capital Markets” is a 
trade name used by the BMO Investment Banking Group, which includes the wholesale arm of Bank of Montreal and its subsidiaries BMO NB in 
Canada, BMO Capital Markets Ltd. in the U.K. and BMO Capital Markets Corp. in the U.S.   BMO Capital Markets Ltd.  and BMO Capital Markets 
Corp. are affiliates of BMO NB.    Bank of Montreal or its subsidiaries (“BMO Financial Group”) has lending arrangements with, or provide other 
remunerated services to, many issuers covered by BMO NB research.  A significant lending relationship may exist between BMO Financial Group and 
certain of the issuers mentioned herein. The opinions, estimates and projections contained in this report are those of BMO NB as of the date of this 
report and are subject to change without notice.  BMO NB endeavours to ensure that the contents have been compiled or derived from sources that we 
believe are reliable and contain information and opinions that are accurate and complete.  However, BMO NB makes no representation or warranty, 
express or implied, in respect thereof, takes no responsibility for any errors and omissions contained herein and accepts no liability whatsoever for any 
loss arising from any use of, or reliance on, this report or its contents.  Information may be available to BMO NB or its affiliates that is not reflected in 
this report.  The information in this report is not intended to be used as the primary basis of investment decisions, and because of individual client 
objectives, should not be construed as advice designed to meet the particular investment needs of any investor.  This material is for information 
purposes only and is not an offer to sell or the solicitation of an offer to buy any security.  The research analyst and/or associates who prepared this 
report are compensated based upon (among other factors) the overall profitability of BMO NB and its affiliates, which includes the overall profitability 
of investment banking services.  BMO NB, or its affiliates expect to receive or will seek compensation for investment banking services within the next 
3 months from all issuers covered by BMO NB.  BMO NB or its affiliates will buy from or sell to customers the securities of issuers mentioned in this 
report on a principal basis.  BMO NB or its affiliates, officers, directors or employees may have a long or short position in the securities discussed 
herein, related securities or in options, futures or other derivative instruments based thereon. The reader should assume that BMO NB, BMO Capital 
Markets Ltd., BMO Capital Markets Corp., Bank of Montreal or their affiliates may have a conflict of interest and should not rely solely on this report 
in evaluating whether or not to buy or sell securities of issuers discussed herein. 
 
Distribution of Ratings 
Rating BMO BMO BMO First Call 
Category Rating Universe I.B. Clients* Universe** 
Buy Outperform 38% 42% 49% 
Hold Market Perform 53% 52% 46% 
Sell Underperform 9% 6% 5% 
*   Reflects rating distribution of all companies where BMO Capital Markets has received compensation for Investment Banking services. 
** Reflects rating distribution of all North American equity research analysts. 
 
Ratings Key 
We use the following ratings system definitions:  
OP = Outperform - Forecast to outperform the market;  
Mkt = Market Perform - Forecast to perform roughly in line with the market;  
Und = Underperform - Forecast to underperform the market;  
(S) = speculative investment;  
NR = No rating at this time;  
R = Restricted – Dissemination of research is currently restricted. 
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Market performance is measured by a benchmark index such as the S&P/TSX Composite Index, S&P 500, Nasdaq Composite, as appropriate for each 
company.  Prior to September 1, 2003, a fourth rating tier—Top Pick—was used to designate those stocks we felt would be the best performers relative 
to the market. Our six Top 15 lists which guide investors to our best ideas according to six different objectives (large, small, growth, value, income and 
quantitative) have replaced the Top Pick rating. 
 
Dissemination of Research 
Our research publications are available via our web site http://bmocapitalmarkets.com. Institutional clients may also receive our research via FIRST 
CALL Research Direct and Reuters. All of our research is made widely available at the same time to all BMO NB, BMO Capital Markets Ltd., BMO 
Capital Markets Corp. and BMO Nesbitt Burns Securities Ltd. client groups entitled to our research. Please contact your investment advisor or 
institutional salesperson for more information. 
 
Conflict Statement 
A general description of how BMO Financial Group identifies and manages conflicts of interest is contained in our public facing policy for managing 
conflicts of interest in connection with investment research which is available at http://equityresearch.bmogc.net/conflict_statement.asp 
 
Additional Matters 
TO U.S. RESIDENTS:  BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd., affiliates of BMO NB, furnish this report to U.S. 
residents and accept responsibility for the contents herein, except to the extent that it refers to securities of Bank of Montreal.  Any U.S. person wishing 
to effect transactions in any security discussed herein should do so through BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd.   
 
TO U.K. RESIDENTS:  In the UK this document is published by BMO Capital Markets Limited which is authorised and regulated by the Financial 
Services Authority.  The contents hereof are intended solely for the use of, and may only be issued or passed on to, (I) persons who have professional 
experience in matters relating to investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 
2005 (the “Order”) or (II) high net worth entities falling within Article 49(2)(a) to (d) of the Order (all such persons together referred to as “relevant 
persons”).  The contents hereof are not intended for the use of and may not be issued or passed on to, retail clients. 
 
BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée/Ltd.  are Members of CIPF.  BMO Capital Markets Corp. and BMO Nesbitt Burns Securities 
Ltd. are Members of SIPC. 
 
"BMO Capital Markets" is a trade-mark of Bank of Montreal, used under licence.   
"BMO (M-Bar roundel symbol)" is a registered trade-mark of Bank of Montreal, used under licence. 
 

 
 

 
 



BCE1025.DOC

From:                                          Karen Taylor <Karen.Taylor@bmo.com>
Sent:                                            Friday, February 22, 2008 5:31 AM
To:                                                Kevin Teitge
Subject:                                       Pacific Northern Gas: Q4/07 EPS Lower Than Expected (Flash)
Attachments:                            ATT3350071.txt

 

 

Pacific Northern 
Gas
(PNG-TSX)
 
Stock Rating: Outperform  
Stock Price: $18.25 
Target Price: $20.50
 

 

February 22, 2008
Brief Research Note
Gas & Electric
 

Karen Taylor, CFA
(416) 359-4304
Karen.Taylor@bmo.com
Assoc: Benjamin Pham
 

 

Q4/07 EPS Lower Than Expected
   

Impact  Slightly Positive
   

Details & Analysis  Pacific Northern Gas reported Q4/07 EPS of $0.70, lower than our 
expectation of $0.79 per share and 2007 diluted EPS of $1.10, lower than 
our expectation of $1.18 per share. The variance between expected and 
actual performance is largely attributable to lower deliveries to large 
commercial and small industrial customers, primarily in the forestry 
sector, that are not subject to deferral accounts. In Q4/07, actual project 
development costs relating to Pacific Trail Pipelines LP (PNG - 50%) 
were $0.3 million, versus our expectation of $0.4 million, and in 2007, 
actual costs were $1.4 million versus our expectation of $1.5 million. 
Management indicated in its release that a further $0.4 million of after-tax 
development costs are likely in 2008 and that costs will be minimized 
until suitable commercial arrangements for firm gas transportation 
services are in place. The companys board of directors also approved an 
increase in the quarterly dividend to $0.22 per share from the current 
payment of $0.20 per share. The higher dividend is payable on March 20, 
2008 to shareholders of record on the close of business on March 1, 2008. 
The increase in dividend is two quarters earlier than expected and $0.01 
higher than our estimate of the increased dividend of $0.21 per share. We 
rate the shares Outperform.
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CLICK HERE for more details and research disclosures.

CLICK HERE to access our research website.

CLICK HERE to apply for a web account.

Click here to unsubscribe from Email Alerts.
0802220825-7859
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From:                                          Michael McGowan <Michael.McGowan@bmo.com> 
Sent:                                            Wednesday, April 30, 2008 6:25 AM 
To:                                                Kevin Teitge 
Subject:                                       Pacific Northern Gas: Q1/08 EPS Slightly Higher Than Expected (Flash) 
Attachments:                            ATT173888.txt 
  

  

  

  
  
  

  

Pacific Northern Gas 
(PNG-TSX) 
  
Stock Rating: Outperform  
Stock Price: $18.25 
Target Price: $22.00 
  
  

April 30, 2008 
Brief Research Note 
Gas & Electric 
  

Michael McGowan, CA, CFA 
(416) 359-5807 
Michael.McGowan@bmo.com 
Assoc: Benjamin Pham 
  

Q1/08 EPS Slightly Higher Than Expected
      

Impact   Neutral 
      

Details & Analysis   Pacific Northern Gas reported Q1/08 EPS of $1.21 (basic) versus our EPS
estimate of $1.07. The $0.5 million variance between expected and actual
performance appears to be largely due to: (i) lower-than-expected 
administrative and general and income tax expense; and (ii) a slight
change in seasonality of earnings due to weather that was 5 percent colder
in Q1/08 versus Q1/07. Development expenditures relating to the
proposed Pacific Trail Pipeline project (50% - Pacific Northern Gas) 
totalled $0.2 million after tax in Q1/08 and are expected to be a further
$0.2 million after tax for the remainder of 2008, which is in line with our
expectations. 

 
CLICK HERE for full report including research disclosures. 

 
CLICK HERE to access our research website. 

 
CLICK HERE to apply for a web account. 

 
Click here to unsubscribe from Email Alerts. 
0804300923-7859 
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From:                                          Michael McGowan <Michael.McGowan@bmo.com>
Sent:                                            Thursday, May 01, 2008 4:42 AM
To:                                                Kevin Teitge
Subject:                                       Pacific Northern Gas: Q1/08 Results: EPS Reflect Seasonality;  Outperform Rating 
Unchanged (Comment)
Attachments:                            ATT203459.txt

 

Pacific Northern Gas
(PNG-TSX)
 
Stock Rating: Outperform  
Industry Rating: Market Perform
 

 

May 1, 2008
Research Comment
Toronto, Ontario
 

Michael McGowan, CA, CFA
(416) 359-5807
Michael.McGowan@bmo.com
Assoc: Benjamin Pham
 

 

Q1/08 Results: EPS Reflect Seasonality;  
Outperform Rating Unchanged
 

Event  

Pacific Northern Gas reported Q1/08 EPS of $1.21 (basic) versus our EPS 
estimate of $1.07. The $0.5 million variance between expected and actual 
performance appears to be largely due to: (i) lower-than-expected 
administrative and general and income tax expense; and (ii) a slight change in 
the seasonality of earnings due to weather that was 5 percent colder in Q1/08 
versus Q1/07. Development expenditures relating to the proposed Pacific Trail 
Pipeline project (50% - Pacific Northern Gas) totalled $0.2 million after-tax in 
Q1/08 and are expected to be a further $0.2 million after-tax for the remainder 
of 2008, which is in line with our expectations.
 
Impact  

Neutral.
 
Forecasts  

Our diluted 2008 and 2009 EPS estimates of $1.53 and $1.63, respectively, are 
unchanged; however, we have adjusted our quarterly estimates to reflect 
revised seasonality.
 
Valuation  

Our target price of $22 reflects a weighted valuation approach: 12x 2009E 
diluted EPS of $1.63 (12.5%), 1.0x 2009E BVPS of $23.55 (12.5%), and a 
target yield of 4.25% (75%), assuming 2009 dividends of $0.94.
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Recommendation  

We believe the shares are attractively valued at current levels. Our rating is 
Outperform.

 

CLICK HERE for full report including research disclosures.

CLICK HERE to access our research website.

CLICK HERE to apply for a web account.

Click here to unsubscribe from Email Alerts.
0805010740-7859
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From:                                          Michael McGowan <Michael.McGowan@bmo.com>
Sent:                                            Friday, August 01, 2008 6:45 AM
To:                                                Kevin Teitge
Subject:                                       Pacific Northern Gas: Q2/08 Results Lower Than Expected (Flash)
Attachments:                            ATT2179486.txt

 

 

Pacific Northern 
Gas
(PNG-TSX)
 
Stock Rating: Market Perform  
Stock Price: $17.00 
Target Price: $19.00
 

 

July 31, 2008
Brief Research Note
Gas & Electric
 

Michael McGowan, CA, CFA
(416) 359-5807
Michael.McGowan@bmo.com
Assoc: Benjamin Pham
 

 

Q2/08 Results Lower Than Expected
   

Impact  Neutral
   

Details & Analysis  Pacific Northern Gas reported a net loss of $0.08 (basic) per share in 
Q2/08 versus our estimate of a loss of $0.02 per share. The variance 
between actual and expected net income was approximately $0.2 million. 
Development expenditures relating to the proposed Pacific Trail Pipeline 
project (50% - Pacific Northern Gas) totaled $0.1 million after tax in 
Q2/08, in line with our estimates. However, total project development 
costs in the last six months of 2008 are expected to be $0.3 million after 
tax ($0.2 million after tax in Q3/08 and $0.1 million after tax in Q4/08) 
versus previous guidance of $0.2 million after tax, due to expected 
increases in expenditures relating to the environmental review process.

 
 
 

CLICK HERE for full report including research disclosures.

CLICK HERE to access our research website.

CLICK HERE to apply for a web account.

Click here to unsubscribe from Email Alerts.
0808010944-7859
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From:                                          Michael McGowan <Michael.McGowan@bmo.com>
Sent:                                            Tuesday, August 05, 2008 4:51 AM
To:                                                Kevin Teitge
Subject:                                       Pacific Northern Gas: Q2/08 Results Lower Than Expected; Market Perform 
Rating Maintained (Comment)
Attachments:                            ATT2895720.txt

 

Pacific Northern Gas
(PNG-TSX)
 
Stock Rating: Market Perform  
Industry Rating: Market Perform
 

 

August 5, 2008
Research Comment
Toronto, Ontario
 

Michael McGowan, CA, CFA
(416) 359-5807
Michael.McGowan@bmo.com
Assoc: Benjamin Pham
 

 

Q2/08 Results Lower Than Expected; Market 
Perform Rating Maintained
 

Event  

Pacific Northern Gas reported a net loss of $0.08 (basic) per share in Q2/08 
versus our estimate of a loss of $0.02 per share. The variance between actual 
and expected net income was approximately $0.2 million. Development 
expenditures relating to the proposed Pacific Trail Pipeline project (PTP; 50% - 
Pacific Northern Gas) totalled $0.1 million after tax in Q2/08. We understand 
that project development costs in the last six months of 2008 are expected to be 
$0.3 million after tax ($0.2 million after tax in Q3/08 and $0.1 million after tax 
in Q4/08) versus previous guidance of $0.2 million after tax, due to expected 
increases in expenditures relating to the environmental review process.
 
Impact  

Neutral.
 
Forecasts  

We have updated our estimates to reflect higher PTP project development costs. 
Our diluted 2008 EPS estimate decreases to $1.51 from $1.53, and our diluted 
2009 EPS estimate of $1.63 is unchanged. 
 
Valuation  

Our target price reflects a weighted valuation approach: 12x 2009E EPS of 
$1.63 (12.5%), 1.0x 2009E BVPS of $23.53 (12.5%), and a target yield of 
5.25% (75%), assuming 2009 dividends per share of $0.94.
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Recommendation  

We believe the shares are reasonably valued at current levels. Our rating is 
Market Perform.

 

CLICK HERE for full report including research disclosures.

CLICK HERE to access our research website.

CLICK HERE to apply for a web account.

Click here to unsubscribe from Email Alerts.
0808050747-7859
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From:                                          Michael McGowan <Michael.McGowan@bmo.com>
Sent:                                            Tuesday, November 04, 2008 6:37 AM
To:                                                Kevin Teitge
Subject:                                       Pacific Northern Gas: Q3/08 Results Lower Than Expected (Flash)

 

 

Pacific Northern 
Gas
(PNG-TSX)
 
Stock Rating:         Market Perform 
Stock Price:           $15.90 
Target Price:          $19.00
 

 

November 4, 2008
Brief Research Note
Gas & Electric Utilities
 

Michael McGowan, CA, CFA
(416) 359-5807
Michael.McGowan@bmo.com
Assoc: Benjamin Pham
 

 

Q3/08 Results Lower Than Expected
   

Impact  Neutral
   

Details & Analysis  Pacific Northern Gas reported a Q3/08 net loss of $0.44 per share versus 
our estimate of a loss of $0.35 per share. The variance between expected 
and actual results was approximately $0.25 million. Project development 
expenditures relating to the proposed Pacific Trail Pipeline project (50% - 
Pacific Northern Gas) totaled $84,000 after tax. Project development 
costs for Q4/08 are expected to be $0.3 million after tax versus previous 
company guidance of $0.1 million after tax, due to a combination of 
timing and incremental expenses to complete the Canadian 
Environmental Assessment Agency environmental approval process.

 
 
 

CLICK HERE for full report including research disclosures.

CLICK HERE to access our research website.

CLICK HERE to apply for a web account.

Click here to unsubscribe from Email Alerts.
0811040935-7859
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From:                                          Michael McGowan <Michael.McGowan@bmo.com>
Sent:                                            Wednesday, November 05, 2008 5:03 AM
To:                                                Kevin Teitge
Subject:                                       Pacific Northern Gas: Q3/08 Results Lower Than Expected; Market Perform 
Rating Maintained (Comment)

 

Pacific Northern Gas
(PNG-TSX)
 
Stock Rating:         Market Perform  
Industry Rating:     Market Perform
 

 

November 5, 2008
Research Comment
Toronto, Ontario
 

Michael McGowan, CA, CFA
(416) 359-5807
Michael.McGowan@bmo.com
Assoc: Benjamin Pham

Q3/08 Results Lower Than Expected; Market 
Perform Rating Maintained
 
Event  

Pacific Northern Gas reported a net loss of $0.44 per share in Q3/08 versus our 
estimate of a loss of $0.35 per share. The variance between expected and actual 
results was approximately $0.25 million and appears to reflect seasonality.  
Project development expenditures relating to the proposed Pacific Trail 
Pipeline project (PTP; 50% - Pacific Northern Gas) totaled $84,000 after-tax in 
Q3/08.    
 
Impact  

Neutral.
 
Forecasts  

We have updated our estimates to reflect Q4/08 PTP project development costs 
of $0.3 million (after-tax) versus our previous estimate of $0.1 million (after-
tax) and development costs of $0.2 million in 2009.  The increase in fourth-
quarter PTP expenses are due to a combination of timing (some expenses 
originally scheduled for Q3/08 will be incurred in Q4/08) and incremental 
expenses to complete the Canadian Environmental Assessment Agency 
environmental approval process.  Our diluted EPS estimates decline to $1.48 
from $1.51 in 2008 and to $1.57 from $1.63 in 2009.  We are introducing our 
2010 diluted EPS estimate of $1.60. 
 
Valuation  

Our revised target price of $18 reflects a weighted valuation approach: 12x 
2009E EPS of $1.57 (12.5%), 1.0x BVPS of $23.44 (12.5%), and a target yield 
of 5.50% (75%), assuming 2009 dividends per share of $0.94.  We have 
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increased our target yield by 25 bps to reflect higher observed risk premiums.
 
Recommendation  

We believe the shares are reasonably valued at current levels.  Our rating is 
Market Perform.  

 

CLICK HERE for full report including research disclosures.

CLICK HERE to access our research website.

CLICK HERE to apply for a web account.

Click here to unsubscribe from Email Alerts.
0811050747-7859
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From:                                          Michael McGowan <Michael.McGowan@bmo.com>
Sent:                                            Thursday, December 04, 2008 5:12 AM
To:                                                Kevin Teitge
Subject:                                       Pacific Northern Gas: BCUC Approves Term Sheet for Transportation Service 
Between PNG and LNG Partners (Comment)

 

Pacific Northern Gas
(PNG-TSX)
 
Stock Rating:         Market Perform  
Industry Rating:     Market Perform
 

December 4, 2008
Research Comment
Toronto, Ontario
 

Michael McGowan, CA, CFA
(416) 359-5807
Michael.McGowan@bmo.com
Assoc: Benjamin Pham

 
BCUC Approves Term Sheet for Transportation 
Service Between PNG and LNG Partners
 
Event  

On November 27, the British Columbia Utilities Commission (BCUC) issued 
an order approving the term sheet filed by Pacific Northern Gas (PNG) on 
September 25 relating to a proposed natural gas transportation agreement 
between PNG and LNG Partner LLC.  Pursuant to the term sheet, LNG 
Partners will pay PNG a non-refundable fee of $1.5 million in return for a six-
month option to contract for at least 75 mmcf/d of firm gas transportation 
capacity on the PNG-West pipeline system for a three- to five-year period.  The 
option may be extended for a further six-month period for payment of an 
additional fee of $1.5 million.   It is our understanding that the initial option fee 
will be recorded in an interest-bearing deferral account.  
 
Impact  

Slightly Negative. Although a cash payment of $1.5 million is expected to be 
received in December 2008, it is unlikely that PNG will recognize revenue 
associated with the option fee in its 2008 financial statements.  These proceeds 
will be determined by the BCUC during adjudication of PNG’s 2009 rate 
application.  PNG had requested that 1/3 of the initial option fee be recorded as 
income with the remaining 2/3 used to reduce customer rates in 2009.
 
Forecasts  

Our financial estimates are unchanged.  
 
Valuation  

Our revised target price of $17 reflects a weighted valuation approach: 12x 
2009E EPS of $1.57 (12.5%), 1.0x BVPS of $23.44 (12.5%), and a target yield 
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of 6.00% (75%), assuming 2009 dividends per share of $0.94.  
 
Recommendation  

We believe the shares are reasonably valued at current levels. Our rating is 
Market Perform.

 

CLICK HERE for full report including research disclosures.

CLICK HERE to access our research website.

CLICK HERE to apply for a web account.

Click here to unsubscribe from Email Alerts.
0812040809-7859
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From:                                          Michael McGowan <Michael.McGowan@bmo.com>
Sent:                                            Monday, December 08, 2008 4:45 AM
To:                                                Kevin Teitge
Subject:                                       Pacific Northern Gas: 2009 Rate Applications Filed;  Market Perform Rating 
Maintained (Comment)

 

Pacific Northern Gas
(PNG-TSX)
 
Stock Rating:         Market Perform  
Industry Rating:     Market Perform
 

 

December 8, 2008
Research Comment
Toronto, Ontario
 

Michael McGowan, CA, CFA
(416) 359-5807
Michael.McGowan@bmo.com
Assoc: Benjamin Pham
 

 

2009 Rate Applications Filed;  
Market Perform Rating Maintained
 

Event  

On November 27, 2008, Pacific Northern Gas (PNG) filed 2009 Revenue 
Requirement Applications with the British Columbia Utilities Commission 
(BCUC) for PNG West and PNG (N.E.) Ltd., which owns the Fort St. John/
Dawson’s Creek and Tumbler Ridge operating divisions.  Key details of each 
application are set out herein. 
 
Impact  

Neutral.
 
Forecasts  

We have updated our estimates to reflect the rate applications.  Our diluted EPS 
estimate is unchanged in 2008, decreases to $1.53 from $1.57 in 2009 and is 
unchanged at $1.60 in 2010.
 
Valuation  

Our target price of $17.00 reflects a weighted valuation approach:  12x 2009E 
diluted EPS of $1.53 (12.5%), 1.0x 2009E BVPS of $23.40 (12.5%) and a 
target yield of 6.00% (75%), assuming 2009 dividends per share of $0.94. 
 
Recommendation  

We believe the shares are reasonably valued.  Our rating is Market Perform.
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Option Fee Not Received
   

Impact  Slightly Negative
   

Details & Analysis  Pacific Northern Gas (“PNG”) has disclosed that it has not received a 
payment of $1.5 million from LNG Partners that was due on December 
15, 2008.  The $1.5 million fee is consideration for an option that PNG 
had sold LNG Partners for the right to contract at least 75 MMcf/d of firm 
gas transportation capacity on the PNG West pipeline system for a three- 
to five-year term.  Reasons for the late payment were not included in the 
press release.  As we did not believe that PNG would recognize revenue 
associated with the option fee until the BCUC ruled on the disposition of 
this amount, the $1.5 million receivable has not been included in our 
estimates. 

 
 
 

CLICK HERE for full report including research disclosures.

CLICK HERE to access our research website.

CLICK HERE to apply for a web account.

Click here to unsubscribe from Email Alerts.
0812170833-7859
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This report was prepared by an Analyst employed by a Canadian affiliate, BMO Nesbitt Burns Inc., and who is not registered as a research analyst 
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Michael McGowan, CA, CFA 
(416) 359-5807 
Michael.McGowan@bmo.com 
Assoc: Benjamin Pham 

 
Target Price Reduced to $16 on Conservative 
Dividend Outlook 

Price (8-Jan) $13.50 52-Week High $18.55 
Target Price $16.00↓ 52-Week Low $12.11 
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(FY-Dec.) 2007A 2008E 2009E 2010E 
EPS $1.10  $1.48  $1.57  $1.60 
P/E  9.1x 8.6x 8.4x 
 
CFPS -$0.72  $4.08  $4.66  $4.74 
P/CFPS  3.3x 2.9x 2.8x 
 
Div.  $0.80 $0.88 $0.94 $0.94 
EV ($mm) $155 $139 $134 $129 
EBITDA ($mm) $22.5 $15.6 $18.7 $23.3 
EV/EBITDA 6.9x 8.9x 7.2x 5.5x 
 
Quarterly EPS Q1 Q2 Q3 Q4 
2007A $1.05  -$0.24  -$0.40  $0.70 
2008E $1.21a -$0.08a -$0.44a $0.80 
2009E $1.10  $0.03  -$0.32  $0.78 
 
Dividend $0.88 Yield 6.5% 
Book Value $24.56 Price/Book 0.5x 
Shares O/S (mm) 3.7 Mkt. Cap ($mm) $49 
Float O/S (mm) 3.7 Float Cap ($mm) $49 
Wkly Vol (000s) 15 Wkly $ Vol (mm) $0.3 
Net Debt ($mm) $81.4 Next Rep. Date 23-Feb (E) 

 
Event 
We are adopting a more conservative dividend outlook, pending the outcome of 
the 2010 rate application for the PNG-West operating division, which will likely
be filed sometime in H2/09.  On August 30, 2005, Methanex terminated a long-
term firm transportation agreement with PNG in connection with its decision to 
close facilities located in Kitimat, BC.  As compensation for the contract
termination, Methanex made a settlement payment of $23.33 million to PNG on 
March 1, 2006.  After-tax proceeds of $15 million were recorded in a deferral
account, and PNG has been amortizing the settlement against its annual revenue 
requirement.  Upon the completion of regulatory amortization on October 31,
2009, it is likely that PNG’s 2010 revenue requirement will increase.  While we 
believe that the British Columbia Utilities Commission should allow PNG to
pass through prudently incurred costs to its ratepayers, the potential for rate
shock associated with the cessation of regulatory amortization will likely 
increase the regulatory risk associated with the 2010 rate application.   
 
Impact 
Slightly Negative. 
 
Forecasts 
We are reducing our 2010E DPS estimate to $0.94 from $1.00.   
 
Valuation 
Our revised target price of $16 reflects a weighted valuation approach: 12x
2010E EPS of $1.60 (12.5%), 1.0x BVPS of $24.09 (12.5%) and a target yield
of 6.50% (75%), assuming 2010 dividends per share of $0.94. We have 
increased our target yield by 50 basis points to reflect the potential for increased
regulatory risk in 2009. 

Notes: Estimates are weather normal 
Major Shareholders: Widely held 
First Call Mean Estimates: PACIFIC NORTHERN GAS LTD 'A' (C$) 
2008E: $1.48; 2009E: $1.57; 2010E: $1.60 

 
Recommendation 
We believe the shares are reasonably valued.  Our rating is Market Perform. 
 
 Changes   Target
                 $17.00 to $16.00 
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Table 1:  Consolidated Summary 
08-Jan-09 Michael McGowan
Current Price: $13.50 BMO Capital Markets
12-Month Target Price: $16.00
ROR: 25.0% Recommendation: Market Perform

2002 2003 2004 2005 2006 2007 2008E 2009E 2010E
Total Earnings Per Share $1.28 $1.49 $1.41 $1.75 $1.27 $1.11 $1.49 $1.55 $1.62
Fully Diluted EPS $1.25 $1.46 $1.38 $1.72 $1.25 $1.10 $1.48 $1.53 $1.60
Dividends $0.00 $0.80 $0.80 $0.80 $0.80 $0.80 $0.88 $0.94 $0.94
Payout Ratio 0.0% 53.8% 56.8% 45.8% 63.0% 72.4% 59.0% 60.7% 58.2%
Average Shares (mm) 3.5 3.6 3.6 3.6 3.6 3.6 3.7 3.7 3.7
Net Book Value $21.62 $19.25 $20.52 $21.44 $21.91 $22.17 $22.79 $23.40 $24.09

Market Valuation
Price:  High $18.00 $19.50 $22.00 $24.00 $19.60 $19.00 $18.65 - -
Price:  Low $9.35 $14.00 $17.28 $17.37 $17.06 $17.50 $13.00 - -

Price:  Current - - - - - - - $13.50
P/E Ratio:  High 14.0 13.1 15.6 13.7 15.4 17.2 12.5 - -
P/E Ratio:  Low 7.3 9.4 12.3 9.9 13.4 15.8 8.7 - -

P/E Ratio:  Current - - - - - - - 8.7 8.4
Price/Book Value:  High 0.83 1.01 1.07 1.12 0.89 0.86 0.82 - -
Price/Book Value:  Low 0.43 0.73 0.84 0.81 0.78 0.79 0.57 -

Price/Book Value:  Current - - - - - - - 0.58 0.56
Yield:  High Price 0.00% 4.11% 3.64% 3.34% 4.08% 4.21% 4.72% - -
Yield:  Low Price 0.00% 5.73% 4.63% 4.61% 4.69% 4.58% 6.77% - -

Yield:  Current - - - - - - - 7.0% 7.0%

Balance Sheet ($mm)
Debt (S-T) 4.4 7.3 10.4 14.7 10.0 11.1 22.3 24.8 28
Debt (L-T) 90.2 85.8 81.4 76.6 71.7 72.8 62.6 54.7 45

Deferred Items 17.0 17.9 15.8 15.7 24.0 18.5 20.0 21.5 23
Preferred Shares 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0

Shareholders' Equity 76.7

-

.6

.7

.0

69.4 73.9 77.7 79.8 81.2 83.5 85.8 88.3
193.3 185.4 186.7 189.7 190.5 188.7 193.4 191.8 190.6

Balance Sheet (%)
Debt (S-T) 2.3% 3.9% 5.6% 7.7% 5.2% 5.9% 11.5% 12.9% 15.
Debt (L-T) 46.7% 46.3% 43.6% 40.4% 37.6% 38.6% 32.3% 28.5% 23.9%

Deferred Items 8.8% 9.7% 8.5% 8.3% 12.6% 9.8% 10.4% 11.2% 12.1%
Preferred Shares 2.6% 2.7% 2.7% 2.6% 2.6% 2.7% 2.6% 2.6% 2.6%

Shareholders' Equity 39.7%

0%

37.4% 39.6% 41.0% 41.9% 43.1% 43.2% 44.7% 46.3%
100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Income Statement ($mm)
Total Revenue 109.1 133.7 137.8 160.0 138.8 129.5 104.1 124.4 155.3

EBIT 19.5 18.5 17.5 18.6 17.6 14.3 8.0 9.3 13.7
NPAT 4.9 5.7 5.4 6.7 5.0 4.4 5.8 6.0 6.3

Preferred Share Dividends 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3
Net Earnings to Common 4.6 5.3 5.1 6.3 4.6 4.0 5.5 5.7 5.9

Cash Flow from Operations 12.8 12.2 16.4 11.8 17.6 (2.6) 14.9 16.9 17.4
Key Statistics

Average Utility Rate Base ($mm) 166.8 165.4 167.2 165.2 162.4 165.6 167.9 167.6 166.8
Growth Rate -1.98% -0.87% 1.10% -1.19% -1.67% 1.95% 1.38% -0.15% -0.52%

2007 - 2010 CAGR 0.23%
Allowed Return on Equity 9.88% 10.17% 9.80% 9.68% 9.45% 9.02% 9.27% 9.12% 9.12%

Deemed Equity 36.00% 36.00% 36.00% 40.00% 40.00% 40.00% 40.00% 40.00% 40.00%

Sensitivity 

100 bp Change ROE
Change Total Income 0.6 0.6 0.6 0.7 0.6 0.7 0.7 0.7 0.7

Change Per Share 0.17 0.17 0.17 0.18 0.18 0.18 0.18 0.18 0.
100 bp Change in Deemed Equity

Change Total Income 0.2 0.2 0.2 0.2 0.2 0.1 0.2 0.2 0.2
Change Per Share 0.05 0.05 0.05 0.04 0.04 0.04 0.04 0.04 0.

1.00% Change in Average Rate Base
Change Total Income 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1

Change Per Share 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.

Year Ended December 31

18

04

02
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FYE EPS P/E DPS Yield Payout BV P/B ROE
(Dec.)  $   $   $   %   %     %  

1987     1.31     8  0.75   7.4     57   8.97   1.1    15
1988     1.34     8  0.75   6.6     56   9.24   1.2    15
1989     1.45     8  0.75   6.4     52   9.92   1.2    15
1990     1.61     7  0.75   6.7     47  10.76   1.0    16
1991     1.66     8  0.80   5.9     48  11.62   1.2    15
1992     1.55    11  0.80   4.8     52  12.37   1.3    13
1993     1.63    13  0.88   4.0     54  12.37   1.8    13
1994     1.80    11  0.88   4.3     49  12.37   1.6    15
1995     1.67    13  0.96   4.6     57  14.57   1.4    12
1996     2.01    11  0.96   4.3     48  15.61   1.4    13
1997     2.16    14  1.04   3.5     48  16.42   1.8    13
1998     1.73    16  1.12   4.1     65  17.39   1.6    10
1999     1.92     9  1.12   6.5     58  18.19   1.0    11
2000     1.83     4  1.12  14.1     61  19.44   0.4    10
2001     1.52     6  1.12  11.7     74  20.95   0.5     8
2002     1.25    13  1.12   6.3     82  19.27   0.9     6
2003     1.46    13  0.80   4.1     54  19.96   1.0     7
2004     1.38    15  0.80   3.8     57  20.52   1.0     7
2005     1.72    11  0.80   4.1     46  21.43   0.9     8
2006     1.25    14  0.80   4.4     63  21.91   0.8     6
2007     1.10    17  0.80   4.3     72  22.16   0.8     5

Current*     1.39    10  0.88   6.5     63  24.56   0.6     6

Average:    11   5.7     57   1.1  10.9

Growth(%):
5 Year:  -1.4   1.9   4.2

10 Year:  -2.2  -2.4   3.5
20 Year:   0.2   0.8   5.0

* Current EPS is the 4 Quarter Trailing to Q3/2008.

10

12

14

16

18

20

22

24

10

12

14

16

18

20

22

24

1) OP

2) Mkt
3) OP

4) Mkt

Target Price
 Share Price

2006 2007 2008
60

80

100

120

140

160

60

80

100

120

140

160

PNG Relative to S&P/TSX Comp.
PNG Relative to Gas Utilities

1.4

1.5

1.6

1.4

1.5

1.6

 BMO 2008FY EPS ( Dec 08 =  1.48 )
 IBES 2008FY Cons.EPS ( Dec 08 =  1.48 )

2006 2007 2008
1.5

1.6

1.5

1.6

 BMO 2009FY EPS ( Dec 08 =  1.57 )
 IBES 2009FY Cons.EPS ( Dec 08 =  1.57 )

 

PNG - Rating as of 27-Jan-06 = Mkt

Date Rating Change Share Price

1 22-Sep-06 Mkt  to OP $17.76

2 27-Oct-06 OP  to Mkt $19.30

3 24-Nov-06 Mkt  to OP $18.50

4 18-Jul-08 OP  to Mkt $17.20
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Company Risk Disclosure 
In addition to the risks involved in investing in common stocks generally, we also highlight the following risks that pertain to this company.  The 
company's natural gas transmission business depends on the continued availability of natural gas. The BCUC approves PNG’s customer rates and a fair 
return on the rate base. Changes in regulation may adversely affect performance. Natural gas and fuel oil compete with electricity for space heating in 
Pacific Northern Gas' service areas. Fluctuations in the price of natural gas could increase the working capital financing requirements and related costs 
for accounts receivable. In 2004, 75% of energy deliveries were made to four large industrial customers (67% to one customer, Methanex).  
Transportation service to Methanex was made pursuant to an agreement that expires in October 2009.  On August 30, 2005, Methanex announced that it 
will close its Kitimat facilities in early 2006.   
 
Analyst’s Certification 
I, Michael McGowan, CA, CFA, hereby certify that the views expressed in this report accurately reflect my personal views about the subject securities 
or issuers.  I also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views 
expressed in this report. 
 
General Disclosure 
The information and opinions in this report were prepared by BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée./Ltd., collectively (“BMO NB”).  
BMO NB is not subject to U.S. rules with regard to the preparation of research reports and the independence of analysts.  “BMO Capital Markets” is a 
trade name used by the BMO Investment Banking Group, which includes the wholesale arm of Bank of Montreal and its subsidiaries BMO NB in 
Canada, BMO Capital Markets Ltd. in the U.K. and BMO Capital Markets Corp. in the U.S.   BMO Capital Markets Ltd.  and BMO Capital Markets 
Corp. are affiliates of BMO NB.    Bank of Montreal or its subsidiaries (“BMO Financial Group”) has lending arrangements with, or provide other 
remunerated services to, many issuers covered by BMO NB research.  A significant lending relationship may exist between BMO Financial Group and 
certain of the issuers mentioned herein. The opinions, estimates and projections contained in this report are those of BMO NB as of the date of this 
report and are subject to change without notice.  BMO NB endeavours to ensure that the contents have been compiled or derived from sources that we 
believe are reliable and contain information and opinions that are accurate and complete.  However, BMO NB makes no representation or warranty, 
express or implied, in respect thereof, takes no responsibility for any errors and omissions contained herein and accepts no liability whatsoever for any 
loss arising from any use of, or reliance on, this report or its contents.  Information may be available to BMO NB or its affiliates that is not reflected in 
this report.  The information in this report is not intended to be used as the primary basis of investment decisions, and because of individual client 
objectives, should not be construed as advice designed to meet the particular investment needs of any investor.  This material is for information 
purposes only and is not an offer to sell or the solicitation of an offer to buy any security.  The research analyst and/or associates who prepared this 
report are compensated based upon (among other factors) the overall profitability of BMO NB and its affiliates, which includes the overall profitability 
of investment banking services.  BMO NB, or its affiliates expect to receive or will seek compensation for investment banking services within the next 
3 months from all issuers covered by BMO NB.  BMO NB or its affiliates will buy from or sell to customers the securities of issuers mentioned in this 
report on a principal basis.  BMO NB or its affiliates, officers, directors or employees may have a long or short position in the securities discussed 
herein, related securities or in options, futures or other derivative instruments based thereon. The reader should assume that BMO NB, BMO Capital 
Markets Ltd., BMO Capital Markets Corp., Bank of Montreal or their affiliates may have a conflict of interest and should not rely solely on this report 
in evaluating whether or not to buy or sell securities of issuers discussed herein. 
 
Distribution of Ratings 
Rating BMO BMO BMO Starmine 
Category Rating Universe I.B. Clients* Universe** 
Buy Outperform 37% 40% 50% 
Hold Market Perform 54% 55% 43% 
Sell Underperform 9% 5% 7% 
*   Reflects rating distribution of all companies where BMO Capital Markets has received compensation for Investment Banking services. 
** Reflects rating distribution of all North American equity research analysts. 
 
Ratings Key 
We use the following ratings system definitions:  
OP = Outperform - Forecast to outperform the market;  
Mkt = Market Perform - Forecast to perform roughly in line with the market;  
Und = Underperform - Forecast to underperform the market;  
(S) = speculative investment;  
NR = No rating at this time;  
R = Restricted – Dissemination of research is currently restricted. 
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Market performance is measured by a benchmark index such as the S&P/TSX Composite Index, S&P 500, Nasdaq Composite, as appropriate for each 
company.  Prior to September 1, 2003, a fourth rating tier—Top Pick—was used to designate those stocks we felt would be the best performers relative 
to the market. Our six Top 15 lists which guide investors to our best ideas according to six different objectives (large, small, growth, value, income and 
quantitative) have replaced the Top Pick rating. 
 
Dissemination of Research 
Our research publications are available via our web site http://bmocapitalmarkets.com. Institutional clients may also receive our research via FIRST 
CALL Research Direct and Reuters. All of our research is made widely available at the same time to all BMO NB, BMO Capital Markets Ltd., BMO 
Capital Markets Corp. and BMO Nesbitt Burns Securities Ltd. client groups entitled to our research. Please contact your investment advisor or 
institutional salesperson for more information. 
 
Conflict Statement 
A general description of how BMO Financial Group identifies and manages conflicts of interest is contained in our public facing policy for managing 
conflicts of interest in connection with investment research which is available at http://equityresearch.bmogc.net/conflict_statement.asp 
 
Additional Matters 
TO U.S. RESIDENTS:  BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd., affiliates of BMO NB, furnish this report to U.S. 
residents and accept responsibility for the contents herein, except to the extent that it refers to securities of Bank of Montreal.  Any U.S. person wishing 
to effect transactions in any security discussed herein should do so through BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd.   
 
TO U.K. RESIDENTS:  In the UK this document is published by BMO Capital Markets Limited which is authorised and regulated by the Financial 
Services Authority.  The contents hereof are intended solely for the use of, and may only be issued or passed on to, (I) persons who have professional 
experience in matters relating to investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 
2005 (the “Order”) or (II) high net worth entities falling within Article 49(2)(a) to (d) of the Order (all such persons together referred to as “relevant 
persons”).  The contents hereof are not intended for the use of and may not be issued or passed on to, retail clients. 
 
BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée/Ltd.  are Members of CIPF.  BMO Capital Markets Corp. and BMO Nesbitt Burns Securities 
Ltd. are Members of SIPC. 
 
"BMO Capital Markets" is a trade-mark of Bank of Montreal, used under licence.   
"BMO (M-Bar roundel symbol)" is a registered trade-mark of Bank of Montreal, used under licence. 
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Q4/08 Operating Results in Line 
   

Impact  Neutral 
   

Details & Analysis  Pacific Northern Gas reported Q4/08 EPS of $0.84 vs. our estimate of
$0.80.  The difference between actual and expected results appears to be
due to spending on the company’s KSL project that was $0.1 million 
($0.03/share) less than expected.  We believe the following points from
the earnings release are relevant: (1) The company has increased its
quarterly dividend to $0.23 from $0.22. The increase was slightly less than
our estimated quarterly dividend of $0.235; (2) The company has
instituted a normal course issuer bid (NCIB).  Under the terms of the
NCIB, the company is authorized to acquire 300,000 common shares
during the period from March 9, 2009 to March 8, 2010.  The maximum
number of common shares that may be acquired pursuant to the NCIB are
1,627/day up to and including March 31, 2009, and 1,000 shares/day
thereafter; (3) The receipt of a $1.5 million option fee from LNG Partners
is still outstanding.  The fee was meant to be consideration for an option 
that PNG had negotiated with LNG Partners, which provided LNG
Partners with the right to contract at least 75 MMcf/d of firm gas
transportation capacity on the PNG West pipeline system for a three-to-
five-year term.  The option fee was due on December 15, 2008. 

 
 
 

This report was prepared by an Analyst employed by a Canadian affiliate, BMO Nesbitt Burns Inc., and who is not registered 
as a research analyst under FINRA rules.  For disclosure statements, including the Analyst's Certification, please refer to 
pages 2 to 4. 
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FYE EPS P/E DPS Yield Payout BV P/B ROE
(Dec.)  $   $   $   %   %     %  

1987     1.31     8  0.75   7.4     57   8.97   1.1    15
1988     1.34     8  0.75   6.6     56   9.24   1.2    15
1989     1.45     8  0.75   6.4     52   9.92   1.2    15
1990     1.61     7  0.75   6.7     47  10.76   1.0    16
1991     1.66     8  0.80   5.9     48  11.62   1.2    15
1992     1.55    11  0.80   4.8     52  12.37   1.3    13
1993     1.63    13  0.88   4.0     54  12.37   1.8    13
1994     1.80    11  0.88   4.3     49  12.37   1.6    15
1995     1.67    13  0.96   4.6     57  14.57   1.4    12
1996     2.01    11  0.96   4.3     48  15.61   1.4    13
1997     2.16    14  1.04   3.5     48  16.42   1.8    13
1998     1.73    16  1.12   4.1     65  17.39   1.6    10
1999     1.92     9  1.12   6.5     58  18.19   1.0    11
2000     1.83     4  1.12  14.1     61  19.44   0.4    10
2001     1.52     6  1.12  11.7     74  20.95   0.5     8
2002     1.25    13  1.12   6.3     82  19.27   0.9     6
2003     1.46    13  0.80   4.1     54  19.96   1.0     7
2004     1.38    15  0.80   3.8     57  20.52   1.0     7
2005     1.72    11  0.80   4.1     46  21.43   0.9     8
2006     1.25    14  0.80   4.4     63  21.91   0.8     6
2007     1.10    17  0.80   4.3     72  22.16   0.8     5

Current*     1.39     9  0.88   7.3     63  24.56   0.5     6

Average:    11   5.7     57   1.1  10.9

Growth(%):
5 Year:  -1.4   1.9   4.2

10 Year:  -2.2  -2.4   3.5
20 Year:   0.2   0.8   5.0

* Current EPS is the 4 Quarter Trailing to Q3/2008.
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PNG - Rating as of 24-Mar-06 = Mkt

Date Rating Change Share Price

1 22-Sep-06 Mkt  to OP $17.76

2 27-Oct-06 OP  to Mkt $19.30

3 24-Nov-06 Mkt  to OP $18.50

4 18-Jul-08 OP  to Mkt $17.20
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Company Risk Disclosure 
In addition to the risks involved in investing in common stocks generally, we also highlight the following risks that pertain to this 
company.  The company's natural gas transmission business depends on the continued availability of natural gas. The BCUC 
approves PNG’s customer rates and a fair return on the rate base. Changes in regulation may adversely affect performance. 
Natural gas and fuel oil compete with electricity for space heating in Pacific Northern Gas' service areas. Fluctuations in the price 
of natural gas could increase the working capital financing requirements and related costs for accounts receivable. In 2004, 75% 
of energy deliveries were made to four large industrial customers (67% to one customer, Methanex).  Transportation service to 
Methanex was made pursuant to an agreement that expires in October 2009.  On August 30, 2005, Methanex announced that it 
will close its Kitimat facilities in early 2006. 
 
Analyst's Certification 
I, Michael McGowan, CA, CFA, hereby certify that the views expressed in this report accurately reflect my personal views about 
the subject securities or issuers. I also certify that no part of my compensation was, is, or will be, directly or indirectly, related to 
the specific recommendations or views expressed in this report. 
 
General Disclosure 
The information and opinions in this report were prepared by BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée./Ltd., 
collectively (“BMO NB”).  BMO NB is not subject to U.S. rules with regard to the preparation of research reports and the 
independence of analysts.  “BMO Capital Markets” is a trade name used by the BMO Investment Banking Group, which includes 
the wholesale arm of Bank of Montreal and its subsidiaries BMO NB in Canada, BMO Capital Markets Ltd. in the U.K. and 
BMO Capital Markets Corp. in the U.S.   BMO Capital Markets Ltd.  and BMO Capital Markets Corp. are affiliates of BMO NB.    
Bank of Montreal or its subsidiaries (“BMO Financial Group”) has lending arrangements with, or provide other remunerated 
services to, many issuers covered by BMO NB research.  A significant lending relationship may exist between BMO Financial 
Group and certain of the issuers mentioned herein. The opinions, estimates and projections contained in this report are those of 
BMO NB as of the date of this report and are subject to change without notice.  BMO NB endeavours to ensure that the contents 
have been compiled or derived from sources that we believe are reliable and contain information and opinions that are accurate 
and complete.  However, BMO NB makes no representation or warranty, express or implied, in respect thereof, takes no 
responsibility for any errors and omissions contained herein and accepts no liability whatsoever for any loss arising from any use 
of, or reliance on, this report or its contents.  Information may be available to BMO NB or its affiliates that is not reflected in this 
report.  The information in this report is not intended to be used as the primary basis of investment decisions, and because of 
individual client objectives, should not be construed as advice designed to meet the particular investment needs of any investor.  
This material is for information purposes only and is not an offer to sell or the solicitation of an offer to buy any security.  The 
research analyst and/or associates who prepared this report are compensated based upon (among other factors) the overall 
profitability of BMO NB and its affiliates, which includes the overall profitability of investment banking services.  BMO NB, or 
its affiliates expect to receive or will seek compensation for investment banking services within the next 3 months from all 
issuers covered by BMO NB.  BMO NB or its affiliates will buy from or sell to customers the securities of issuers mentioned in 
this report on a principal basis.  BMO NB or its affiliates, officers, directors or employees may have a long or short position in 
the securities discussed herein, related securities or in options, futures or other derivative instruments based thereon. The reader 
should assume that BMO NB, BMO Capital Markets Ltd., BMO Capital Markets Corp., Bank of Montreal or their affiliates may 
have a conflict of interest and should not rely solely on this report in evaluating whether or not to buy or sell securities of issuers 
discussed herein. 
 
Company Specific Disclosure 
Disclosure 1: BMO NB has provided advice for a fee with respect to this issuer within the past 12 months. 
Disclosure 3: BMO NB has provided investment banking services with respect to this issuer within the past 12 months. 
Disclosure 7: BMO Capital Markets Corp. or an affiliate has received compensation for investment banking services from this 
issuer within the past 12 months. 
Disclosure 10: This issuer is a client (or was a client) of BMO NB, BMO Capital Markets Corp., BMO CM Ltd. or an affiliate 
within the past 12 months:  Investment Banking Services. 
 
Distribution of Ratings (Dec. 5, 2008) 
Rating BMO BMO BMO Starmine 
Category Rating Universe I.B. Clients* Universe** 
Buy Outperform 37% 40% 50% 
Hold Market Perform 54% 55% 43% 
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Sell Underperform 9% 5% 7% 
*   Reflects rating distribution of all companies where BMO Capital Markets has received compensation for Investment Banking 
      services. 
** Reflects rating distribution of all North American equity research analysts. 
 
Ratings Key 
We use the following ratings system definitions: 
OP = Outperform - Forecast to outperform the market; 
Mkt = Market Perform - Forecast to perform roughly in line with the market; 
Und = Underperform - Forecast to underperform the market; 
(S) = speculative investment; 
NR = No rating at this time; 
R = Restricted – Dissemination of research is currently restricted. 
 
Market performance is measured by a benchmark index such as the S&P/TSX Composite Index, S&P 500, Nasdaq Composite, as 
appropriate for each company.  Prior to September 1, 2003, a fourth rating tier—Top Pick—was used to designate those stocks 
we felt would be the best performers relative to the market. Our six Top 15 lists which guide investors to our best ideas according 
to six different objectives (large, small, growth, value, income and quantitative) have replaced the Top Pick rating. 
 
Dissemination of Research 
Our research publications are available via our web site http://bmocapitalmarkets.com. Institutional clients may also receive our 
research via FIRST CALL Research Direct and Reuters. All of our research is made widely available at the same time to all 
BMO NB, BMO Capital Markets Ltd., BMO Capital Markets Corp. and BMO Nesbitt Burns Securities Ltd. client groups entitled 
to our research. Please contact your investment advisor or institutional salesperson for more information. 
 
Conflict Statement 
A general description of how BMO Financial Group identifies and manages conflicts of interest is contained in our public facing 
policy for managing conflicts of interest in connection with investment research which is available at 
http://equityresearch.bmogc.net/conflict_statement.asp 
 
Additional Matters 
TO U.S. RESIDENTS:  BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd., affiliates of BMO NB, furnish 
this report to U.S. residents and accept responsibility for the contents herein, except to the extent that it refers to securities of 
Bank of Montreal.  Any U.S. person wishing to effect transactions in any security discussed herein should do so through BMO 
Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd.   
 
TO U.K. RESIDENTS:  In the UK this document is published by BMO Capital Markets Limited which is authorised and 
regulated by the Financial Services Authority.  The contents hereof are intended solely for the use of, and may only be issued or 
passed on to, (I) persons who have professional experience in matters relating to investments falling within Article 19(5) of the 
Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the “Order”) or (II) high net worth entities falling 
within Article 49(2)(a) to (d) of the Order (all such persons together referred to as “relevant persons”).  The contents hereof are 
not intended for the use of and may not be issued or passed on to, retail clients. 
 
BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée/Ltd.  are Members of CIPF.  BMO Capital Markets Corp. and BMO 
Nesbitt Burns Securities Ltd. are Members of SIPC. 
 
"BMO Capital Markets" is a trade-mark of Bank of Montreal, used under licence.   
"BMO (M-Bar roundel symbol)" is a registered trade-mark of Bank of Montreal, used under licence. 
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This report was prepared by an Analyst employed by a Canadian affiliate, BMO Nesbitt Burns Inc., and who is not registered as a research analyst 
under FINRA rules.  For disclosure statements, including the Analyst's Certification, please refer to pages 5 to 7. 
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(FY-Dec.) 2007A 2008A 2009E 2010E 
EPS $1.10  $1.48  $1.55↑ $1.60 
P/E   7.7x 7.5x 
 
CFPS -$0.72  $4.59  $4.63  $4.74 
P/CFPS   2.6x 2.5x 
 
Div.  $0.80 $0.88 $0.92 $0.92 
EV ($mm) $155 $152 $129 $124 
EBITDA ($mm) $22.5 $15.6 $18.7 $23.3 
E
 

V/EBITDA 6.9x 9.8x 6.9x 5.3x 

Quarterly EPS Q1 Q2 Q3 Q4 
2007A $1.05  -$0.24  -$0.40  $0.70 
2008A $1.21  -$0.08  -$0.44  $0.84 
2009E $1.09↑ $0.03  -$0.31  $0.76 
 
Dividend $0.92 Yield 7.7% 
Book Value $22.85 Price/Book 0.5x 
Shares O/S (mm) 3.7 Mkt. Cap ($mm) $44 
Float O/S (mm) 3.7 Float Cap ($mm) $44 
Wkly Vol (000s) 13 Wkly $ Vol (mm) $0.2 
Net Debt ($mm) $79.9 Next Rep. Date 30-Apr (E) 

Q4/08 Operating Results in Line; 
Market Perform Rating Maintained 
 

Event 
Pacific Northern Gas reported Q4/08 EPS of $0.84 versus our estimate of $0.80. 
The difference between actual and expected results appears to be due to
spending on the company�s KSL project that was $0.1 million ($0.03/share) less
than expected.  In addition, the company increased its quarterly dividend to
$0.23/share from $0.22/share and initiated a normal course issuer bid. 
 
Impact 
Neutral. 
 
Forecasts 
We have updated our forecasts to reflect: (1) the revised annual dividend rate of
$0.92/share; and (2) spending of $140,000 (after tax) on the KSL project in
2009 versus $200,000 previously assumed.  Our 2009E EPS estimate increases
to $1.55 from $1.53.  Our 2010E EPS estimate of $1.60 is unchanged. 
 
Valuation 
Our revised target price of $15 reflects a weighted valuation approach: 10x
2010E EPS of $1.60 (12.5%), 1.0x BVPS of $24.09 (12.5%) and a target yield
of 7.00% (75%), assuming 2010 dividends per share of $0.92.  
 
Recommendation 
Although the earnings release contained a number of positive elements
(dividends were increased and the company has initiated a normal course issuer
bid), as discussed herein, we believe that it is too early to recommend an
investment in the company�s common shares.  Accordingly, we are maintaining 
our Market Perform rating.   

Notes: Estimates are weather normal 
Major Shareholders: Widely held 
First Call Mean Estimates: PACIFIC NORTHERN GAS LTD 'A' (C$) 
2008E: $1.48; 2009E: $1.57; 2010E: $1.60 

 
 

Changes Annual EPS  Quarterly EPS Target
 2009E $1.53 to $1.55         Q1/09E $1.07 to $1.09 $16.00 to $15.00 
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Q4/08 Operating Results in Line 

Pacific Northern Gas reported Q4/08 EPS of $0.84 versus our estimate of $0.80.  The difference 
between actual and expected results appears to be due to spending on the company�s KSL 
project that was $0.1 million ($0.03/share) less than expected.   

We believe the following points from the earnings release are relevant: 

• The company�s board of directs approved an increase in the quarterly dividend to 
$0.23/share versus $0.22 previously.  The increase was slightly lower than our 2009E 
quarterly dividend forecast of $0.235/share.   

• The company has instituted a normal course issuer bid (NCIB).  Under the terms of the 
NCIB, the company is authorized to acquire 300,000 common shares during the period 
from March 9, 2009, to March 8, 2010.  The maximum number of common shares that may 
be acquired pursuant to the NCIB are 1,627/day up to and including March 31, 2009, and 
1,000 shares/day thereafter.   

• On November 27, 2008, the company filed 2009 revenue requirement applications for its 
PNG West and Fort St. John/Dawson�s Creek/Tumbler Ridge operating divisions.  Our 
estimates were updated to reflect these rate applications on December 8, 2008.  Disclosure 
in the earnings release suggested that a negotiated settlement process regarding the 2009 
revenue requirement applications is scheduled to begin on March 23, 2009. 

• The receipt of a $1.5 million option fee from LNG Partners remains outstanding.  The fee 
was meant to be consideration for an option that PNG had negotiated with LNG Partners 
that provided LNG Partners with the right to contract at least 75 MMcf/d of firm gas 
transportation capacity on the PNG West pipeline system for a three- to five-year term.  
The option fee was due on December 15, 2008. 

Valuation and Recommendation 

Our revised target price of $15 reflects a weighted valuation approach: 10x 2010E EPS of $1.60 
(12.5%), 1.0x BVPS of $24.09 (12.5%) and a target yield of 7.00% (75%), assuming 2010 
dividends per share of $0.92.  We have increased our target yield to 7.00% from 6.50% and 
reduced our target P/E to 10x 2010E earnings from 12x to better reflect market risk premiums. 

Although the earnings release contained a number of positive elements (dividends were 
increased and the company has initiated a normal course issuer bid), we believe that it is too 
early to recommend an investment in PNG�s common shares.  Accordingly, we are maintaining 
our Market Perform rating.  Factors that are likely to affect the company�s valuation in 2009 
include: 

• The BCUC�s decision regarding the company�s 2009 revenue requirement applications, 
which will likely address the cessation of regulatory amortization associated with a $15 
million (after-tax) termination payment received from Methanex on March 1, 2006.  
Although we believe that the BCUC will allow PNG to recover prudently incurred costs 
from its customers, the cessation of regulatory amortization will likely lead to an increase 
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in the company�s 2010 revenue requirement.  The company�s industrial customers, many of 
whom operate in sectors of the economy that have been negatively affected by the 
economic downturn (such as forestry), may intervene against a future rate increase, even if 
it is justified. 

• PNG�s capital structure, as the company�s actual return on equity continues to be below the 
rate of return allowed by its regulator.  Concerns regarding credit rating downgrades have 
caused the company to maintain an actual capital structure that is inconsistent with that 
deemed by the provincial regulator.  For example, as at December 31, 2008, PNG�s actual 
equity/total capitalization ratio (excluding deferred liabilities) was 49.6% versus a deemed 
common equity thickness of 36�40% for its operating divisions.  We understand that PNG 
intends to file a request with the BCUC to modify its deemed capital structure in H1/09.  
We estimate that PNG�s actual ROE (after adjusting for $0.6 million in development 
expenses related to the KSL project) was 7.8% vs. an allowed ROE of 9.02�9.27% for the 
company�s operating divisions. 

Estimates 

We have updated our forecasts to reflect: (1) the revised annual dividend rate of $0.92/share; 
and (2) spending of $140,000 (after tax) on the KSL project in 2009 versus $200,000 previously 
assumed.  Our 2009E EPS estimate increases to $1.55 from $1.53.  Our 2010E EPS estimate of 
$1.60 is unchanged. 

We will update our forecasts to reflect purchases under the NCIB after initial share repurchases 
are disclosed in the company�s Q1/09 earnings release. 
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Table 1:  Consolidated Summary 
05-Mar-09 Michael McGow an

.4

Current Price: $11.95 BMO Capital Markets
12-Month Target Price: $15.00
ROR: 32.9% Recommendation: Market Perform

2002 2003 2004 2005 2006 2007 2008 2009E 2010E
Total Earnings Per Share $1.28 $1.49 $1.41 $1.75 $1.27 $1.11 $1.53 $1.56 $1.62
Fully Diluted EPS $1.25 $1.46 $1.38 $1.72 $1.25 $1.10 $1.52 $1.55 $1.60
Dividends $0.00 $0.80 $0.80 $0.80 $0.80 $0.80 $0.88 $0.92 $0.92
Payout Ratio 0.0% 53.8% 56.8% 45.8% 63.0% 72.4% 57.6% 58.8% 56.9%
Average Shares (mm) 3.5 3.6 3.6 3.6 3.6 3.6 3.7 3.7 3.7
Net Book Value $21.62 $19.25 $20.52 $21.44 $21.91 $22.17 $22.85 $23.50 $24.21

Market Valuation
Price:  High $18.00 $19.50 $22.00 $24.00 $19.60 $19.00 $18.65 - -
Price:  Low $9.35 $14.00 $17.28 $17.37 $17.06 $17.50 $13.00 - -

Price:  Current - - - - - - - $11.95
P/E Ratio:  High 14.0 13.1 15.6 13.7 15.4 17.2 12.2 - -
P/E Ratio:  Low 7.3 9.4 12.3 9.9 13.4 15.8 8.5 - -

P/E Ratio:  Current - - - - - - - 7.6 7
Price/Book Value:  High 0.8 1.0 1.1 1.1 0.9 0.9 0.8 - -
Price/Book Value:  Low 0.4 0.7 0.8 0.8 0.8 0.8 0.6 - -

Price/Book Value:  Current - - - - - - - 0.5 0.5
Yield:  High Price 0.0% 4.1% 3.6% 3.3% 4.1% 4.2% 4.7% - -
Yield:  Low  Price 0.0% 5.7% 4.6% 4.6% 4.7% 4.6% 6.8% - -

Yield:  Current - - - - - - - 7.7% 7.7%

Balance Sheet ($mm)
Debt (S-T) 4.4 7.3 10.4 14.7 10.0 11.2 5.4 2.5 10.9
Debt (L-T) 90.2 85.8 81.4 76.6 71.7 72.8 74.5 72.4 63.8

Deferred Items 17.0 17.9 15.8 15.7 24.0 18.5 13.8 15.3 16.8
Preferred Shares 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0

Shareholders' Equity 76.7 69.4 73.9 77.7 79.8 81.2 83.7 86.1 88.7
193.3 185.4 186.7 189.7 190.5 188.9 182.5 181.4 185.2

Balance Sheet (%)
Debt (S-T) 2.3% 3.9% 5.6% 7.7% 5.2% 6.0% 3.0% 1.4% 5.9%
Debt (L-T) 46.7% 46.3% 43.6% 40.4% 37.6% 38.6% 40.8% 39.9% 34.4%

Deferred Items 8.8% 9.7% 8.5% 8.3% 12.6% 9.8% 7.6% 8.5% 9.1%
Preferred Shares 2.6% 2.7% 2.7% 2.6% 2.6% 2.7% 2.7% 2.8% 2.7%

Shareholders' Equity 39.7% 37.4% 39.6% 41.0% 41.9% 43.0% 45.9% 47.5% 47.9%
100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Income Statement ($mm)
Total Revenue 109.1 133.7 137.8 160.0 138.8 129.5 132.8 122.5 144.7

EBIT 19.5 18.5 17.5 18.6 17.6 14.3 14.9 10.8 14.3
NPAT 4.9 5.7 5.4 6.7 5.0 4.4 5.9 6.1 6.3

Preferred Share Dividends 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3
Net Earnings to Common 4.6 5.3 5.1 6.3 4.6 4.0 5.6 5.7 5.9

Cash Flow  from Operations 12.8 12.2 16.4 11.8 17.6 (2.6) 16.8 17.0 17.4
Key Statistics

Average Utility Rate Base ($mm) 166.8 165.4 167.2 165.2 162.4 165.6 167.9 167.6 166.8
Grow th Rate -1.98% -0.87% 1.10% -1.19% -1.67% 1.95% 1.38% -0.15% -0.52%

2007 - 2010 CAGR 0.23%
Allow ed Return on Equity 9.88% 10.17% 9.80% 9.68% 9.45% 9.02% 9.27% 9.12% 9.12%

Deemed Equity 36.00% 36.00% 36.00% 40.00% 40.00% 40.00% 40.00% 40.00% 40.00%

Sensitivity 

100 bp Change ROE
Change Total Income 0.6 0.6 0.6 0.7 0.6 0.7 0.7 0.7 0.7

Change Per Share 0.17 0.17 0.17 0.18 0.18 0.18 0.18 0.18 0.18
100 bp Change in Deemed Equity

Change Total Income 0.2 0.2 0.2 0.2 0.2 0.1 0.2 0.2 0.2
Change Per Share 0.05 0.05 0.05 0.04 0.04 0.04 0.04 0.04 0.04

1.00% Change in Average Rate Base
Change Total Income 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1

Change Per Share 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02

Year Ended December 31
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FYE EPS P/E DPS Yield Payout BV P/B ROE
(Dec.)  $   $   $   %   %     %  

1987     1.31     8  0.75   7.4     57   8.97   1.1    15
1988     1.34     8  0.75   6.6     56   9.24   1.2    15
1989     1.45     8  0.75   6.4     52   9.92   1.2    15
1990     1.61     7  0.75   6.7     47  10.76   1.0    16
1991     1.66     8  0.80   5.9     48  11.62   1.2    15
1992     1.55    11  0.80   4.8     52  12.37   1.3    13
1993     1.63    13  0.88   4.0     54  12.37   1.8    13
1994     1.80    11  0.88   4.3     49  12.37   1.6    15
1995     1.67    13  0.96   4.6     57  14.57   1.4    12
1996     2.01    11  0.96   4.3     48  15.61   1.4    13
1997     2.16    14  1.04   3.5     48  16.42   1.8    13
1998     1.73    16  1.12   4.1     65  17.39   1.6    10
1999     1.92     9  1.12   6.5     58  18.19   1.0    11
2000     1.83     4  1.12  14.1     61  19.44   0.4    10
2001     1.52     6  1.12  11.7     74  20.95   0.5     8
2002     1.25    13  1.12   6.3     82  19.27   0.9     6
2003     1.46    13  0.80   4.1     54  19.96   1.0     7
2004     1.38    15  0.80   3.8     57  20.52   1.0     7
2005     1.72    11  0.80   4.1     46  21.43   0.9     8
2006     1.25    14  0.80   4.4     63  21.91   0.8     6
2007     1.10    17  0.80   4.3     72  22.16   0.8     5

Current*     1.39     9  0.88   7.3     63  24.56   0.5     6

Average:    11   5.7     57   1.1  10.9

Growth(%):
5 Year:  -1.4   1.9   4.2

10 Year:  -2.2  -2.4   3.5
20 Year:   0.2   0.8   5.0

* Current EPS is the 4 Quarter Trailing to Q3/2008.
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PNG - Rating as of 24-Mar-06 = Mkt

Date Rating Change Share Price

1 22-Sep-06 Mkt  to OP $17.76

2 27-Oct-06 OP  to Mkt $19.30

3 24-Nov-06 Mkt  to OP $18.50

4 18-Jul-08 OP  to Mkt $17.20
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Company Risk Disclosure 
In addition to the risks involved in investing in common stocks generally, we also highlight the following risks that pertain to this company.  The 
company's natural gas transmission business depends on the continued availability of natural gas. The BCUC approves PNG�s customer rates and a fair 
return on the rate base. Changes in regulation may adversely affect performance. Natural gas and fuel oil compete with electricity for space heating in 
Pacific Northern Gas' service areas. Fluctuations in the price of natural gas could increase the working capital financing requirements and related costs 
for accounts receivable. In 2004, 75% of energy deliveries were made to four large industrial customers (67% to one customer, 
Methanex).  Transportation service to Methanex was made pursuant to an agreement that expires in October 2009.  On August 30, 2005, 
Methanex announced that it will close its Kitimat facilities in early 2006.   
 
Analyst�s Certification 
I, Michael McGowan, CA, CFA, hereby certify that the views expressed in this report accurately reflect my personal views about the subject securities 
or issuers.  I also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views 
expressed in this report. 
 
General Disclosure 
The information and opinions in this report were prepared by BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée./Ltd., collectively (�BMO NB�).  
BMO NB is not subject to U.S. rules with regard to the preparation of research reports and the independence of analysts.  �BMO Capital Markets� is a 
trade name used by the BMO Investment Banking Group, which includes the wholesale arm of Bank of Montreal and its subsidiaries BMO NB in 
Canada, BMO Capital Markets Ltd. in the U.K. and BMO Capital Markets Corp. in the U.S.   BMO Capital Markets Ltd.  and BMO Capital Markets 
Corp. are affiliates of BMO NB.    Bank of Montreal or its subsidiaries (�BMO Financial Group�) has lending arrangements with, or provide other 
remunerated services to, many issuers covered by BMO NB research.  A significant lending relationship may exist between BMO Financial Group and 
certain of the issuers mentioned herein. The opinions, estimates and projections contained in this report are those of BMO NB as of the date of this 
report and are subject to change without notice.  BMO NB endeavours to ensure that the contents have been compiled or derived from sources that we 
believe are reliable and contain information and opinions that are accurate and complete.  However, BMO NB makes no representation or warranty, 
express or implied, in respect thereof, takes no responsibility for any errors and omissions contained herein and accepts no liability whatsoever for any 
loss arising from any use of, or reliance on, this report or its contents.  Information may be available to BMO NB or its affiliates that is not reflected in 
this report.  The information in this report is not intended to be used as the primary basis of investment decisions, and because of individual client 
objectives, should not be construed as advice designed to meet the particular investment needs of any investor.  This material is for information 
purposes only and is not an offer to sell or the solicitation of an offer to buy any security.  The research analyst and/or associates who prepared this 
report are compensated based upon (among other factors) the overall profitability of BMO NB and its affiliates, which includes the overall profitability 
of investment banking services.  BMO NB, or its affiliates expect to receive or will seek compensation for investment banking services within the next 
3 months from all issuers covered by BMO NB.  BMO NB or its affiliates will buy from or sell to customers the securities of issuers mentioned in this 
report on a principal basis.  BMO NB or its affiliates, officers, directors or employees may have a long or short position in the securities discussed 
herein, related securities or in options, futures or other derivative instruments based thereon. The reader should assume that BMO NB, BMO Capital 
Markets Ltd., BMO Capital Markets Corp., Bank of Montreal or their affiliates may have a conflict of interest and should not rely solely on this report 
in evaluating whether or not to buy or sell securities of issuers discussed herein. 
 
Company Specific Disclosure 
Disclosure 1: BMO NB has provided advice for a fee with respect to this issuer within the past 12 months. 
Disclosure 3: BMO NB has provided investment banking services with respect to this issuer within the past 12 months. 
Disclosure 7: BMO Capital Markets Corp. or an affiliate has received compensation for investment banking services from this issuer within the past 12 
months. 
Disclosure 10: This issuer is a client (or was a client) of BMO NB, BMO Capital Markets Corp., BMO CM Ltd. or an affiliate within the past 12 
months:  Investment Banking Services. 
 
Distribution of Ratings (Dec. 5, 2008) 
Rating BMO BMO BMO Starmine 
Category Rating Universe I.B. Clients* Universe** 
Buy Outperform 37% 40% 50% 
Hold Market Perform 54% 55% 43% 
Sell Underperform 9% 5% 7% 
*   Reflects rating distribution of all companies where BMO Capital Markets has received compensation for Investment Banking services. 
** Reflects rating distribution of all North American equity research analysts. 
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Ratings Key 
We use the following ratings system definitions:  
OP = Outperform - Forecast to outperform the market;  
Mkt = Market Perform - Forecast to perform roughly in line with the market;  
Und = Underperform - Forecast to underperform the market;  
(S) = speculative investment;  
NR = No rating at this time;  
R = Restricted � Dissemination of research is currently restricted. 
 
Market performance is measured by a benchmark index such as the S&P/TSX Composite Index, S&P 500, Nasdaq Composite, as appropriate for each 
company.  Prior to September 1, 2003, a fourth rating tier�Top Pick�was used to designate those stocks we felt would be the best performers relative 
to the market. Our six Top 15 lists which guide investors to our best ideas according to six different objectives (large, small, growth, value, income and 
quantitative) have replaced the Top Pick rating. 
 
Dissemination of Research 
Our research publications are available via our web site http://bmocapitalmarkets.com. Institutional clients may also receive our research via FIRST 
CALL Research Direct and Reuters. All of our research is made widely available at the same time to all BMO NB, BMO Capital Markets Ltd., BMO 
Capital Markets Corp. and BMO Nesbitt Burns Securities Ltd. client groups entitled to our research. Please contact your investment advisor or 
institutional salesperson for more information. 
 
Conflict Statement 
A general description of how BMO Financial Group identifies and manages conflicts of interest is contained in our public facing policy for managing 
conflicts of interest in connection with investment research which is available at http://equityresearch.bmogc.net/conflict_statement.asp 
 
Additional Matters 
TO U.S. RESIDENTS:  BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd., affiliates of BMO NB, furnish this report to U.S. 
residents and accept responsibility for the contents herein, except to the extent that it refers to securities of Bank of Montreal.  Any U.S. person wishing 
to effect transactions in any security discussed herein should do so through BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd.   
 
TO U.K. RESIDENTS:  In the UK this document is published by BMO Capital Markets Limited which is authorised and regulated by the Financial 
Services Authority.  The contents hereof are intended solely for the use of, and may only be issued or passed on to, (I) persons who have professional 
experience in matters relating to investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 
2005 (the �Order�) or (II) high net worth entities falling within Article 49(2)(a) to (d) of the Order (all such persons together referred to as �relevant 
persons�).  The contents hereof are not intended for the use of and may not be issued or passed on to, retail clients. 
 
BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée/Ltd.  are Members of CIPF.  BMO Capital Markets Corp. and BMO Nesbitt Burns Securities 
Ltd. are Members of SIPC. 
 
"BMO Capital Markets" is a trade-mark of Bank of Montreal, used under licence.   
"BMO (M-Bar roundel symbol)" is a registered trade-mark of Bank of Montreal, used under licence. 
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New Option for Excess Firm Capacity Granted 
   

Impact  Potentially Positive 
   

Details & Analysis  Pacific Northern Gas has announced that it has entered into an agreement
with Merrill Lynch Commodities, Inc. (MLCI) to provide MLCI an
extendible option to contract for 75 MMcf/d of firm natural gas 
transportation service on the PNG-West pipeline system for a non-
refundable fee of $1.5 million, which has already been deposited in an
escrow account. Pursuant to the agreement, MLCI will have an exclusive
option until December 31, 2009, to contract firm transportation capacity
for a two- to five-year term, with a right to renew for an additional two- to 
five-year term.  The option period may be extended by up to four six-
month periods, with payment of $1 million for each extension.  If MLCI 
exercises the option, PNG estimates that additional volumes on the PNG-
West system would generate approximately $15 million of incremental
revenue per annum, with firm transportation service beginning between
January 1, 2012 and January 1, 2013.  The agreement must be approved by 
the British Columbia Utilities Commission and release of funds from
escrow is contingent upon regulatory approval.  PNG has terminated its
previously approved arrangement with LNG Partners, LLC due to LNG 
Partners' non-payment of the original option fee, which was due on
December 15, 2008. 

 
 
 

This report was prepared by an Analyst employed by a Canadian affiliate, BMO Nesbitt Burns Inc., and who is not registered 
as a research analyst under FINRA rules.  For disclosure statements, including the Analyst's Certification, please refer to 
pages 2 to 4. 
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FYE EPS P/E DPS Yield Payout BV P/B ROE
(Dec.)  $   $   $   %   %     %  

1987     1.31     8  0.75   7.4     57   8.97   1.1    15
1988     1.34     8  0.75   6.6     56   9.24   1.2    15
1989     1.45     8  0.75   6.4     52   9.92   1.2    15
1990     1.61     7  0.75   6.7     47  10.76   1.0    16
1991     1.66     8  0.80   5.9     48  11.62   1.2    15
1992     1.55    11  0.80   4.8     52  12.37   1.3    13
1993     1.63    13  0.88   4.0     54  12.37   1.8    13
1994     1.80    11  0.88   4.3     49  12.37   1.6    15
1995     1.67    13  0.96   4.6     57  14.57   1.4    12
1996     2.01    11  0.96   4.3     48  15.61   1.4    13
1997     2.16    14  1.04   3.5     48  16.42   1.8    13
1998     1.73    16  1.12   4.1     65  17.39   1.6    10
1999     1.92     9  1.12   6.5     58  18.19   1.0    11
2000     1.83     4  1.12  14.1     61  19.44   0.4    10
2001     1.52     6  1.12  11.7     74  20.95   0.5     8
2002     1.25    13  1.12   6.3     82  19.27   0.9     6
2003     1.46    13  0.80   4.1     54  19.96   1.0     7
2004     1.38    15  0.80   3.8     57  20.52   1.0     7
2005     1.72    11  0.80   4.1     46  21.43   0.9     8
2006     1.25    14  0.80   4.4     63  21.91   0.8     6
2007     1.10    17  0.80   4.3     72  22.16   0.8     5
2008     1.52     9  0.88   6.5     58  22.16   0.6     7

Current*     1.53     8  0.88   7.3     58  22.85   0.5     7

Average:    11   5.8     57   1.1  10.7

Growth(%):
5 Year:   0.5   1.9   2.7

10 Year:  -1.2  -2.4   2.8
20 Year:   0.7   0.8   4.6

* Current EPS is the 4 Quarter Trailing to Q4/2008.
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3 24-Nov-06 Mkt  to OP $18.50
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Company Risk Disclosure 
In addition to the risks involved in investing in common stocks generally, we also highlight the following risks that pertain to this 
company.  The company's natural gas transmission business depends on the continued availability of natural gas. The BCUC 
approves PNG�s customer rates and a fair return on the rate base. Changes in regulation may adversely affect performance. 
Natural gas and fuel oil compete with electricity for space heating in Pacific Northern Gas' service areas. Fluctuations in the price 
of natural gas could increase the working capital financing requirements and related costs for accounts receivable. In 2004, 75% 
of energy deliveries were made to four large industrial customers (67% to one customer, Methanex).  Transportation service to 
Methanex was made pursuant to an agreement that expires in October 2009.  On August 30, 2005, Methanex announced that it 
will close its Kitimat facilities in early 2006. 
 
Analyst's Certification 
I, Michael McGowan, CA, CFA, hereby certify that the views expressed in this report accurately reflect my personal views about 
the subject securities or issuers. I also certify that no part of my compensation was, is, or will be, directly or indirectly, related to 
the specific recommendations or views expressed in this report. 
 
General Disclosure 
The information and opinions in this report were prepared by BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée./Ltd., 
collectively (�BMO NB�).  BMO NB is not subject to U.S. rules with regard to the preparation of research reports and the 
independence of analysts.  �BMO Capital Markets� is a trade name used by the BMO Investment Banking Group, which includes 
the wholesale arm of Bank of Montreal and its subsidiaries BMO NB in Canada, BMO Capital Markets Ltd. in the U.K. and 
BMO Capital Markets Corp. in the U.S.   BMO Capital Markets Ltd.  and BMO Capital Markets Corp. are affiliates of BMO NB.    
Bank of Montreal or its subsidiaries (�BMO Financial Group�) has lending arrangements with, or provide other remunerated 
services to, many issuers covered by BMO NB research.  A significant lending relationship may exist between BMO Financial 
Group and certain of the issuers mentioned herein. The opinions, estimates and projections contained in this report are those of 
BMO NB as of the date of this report and are subject to change without notice.  BMO NB endeavours to ensure that the contents 
have been compiled or derived from sources that we believe are reliable and contain information and opinions that are accurate 
and complete.  However, BMO NB makes no representation or warranty, express or implied, in respect thereof, takes no 
responsibility for any errors and omissions contained herein and accepts no liability whatsoever for any loss arising from any use 
of, or reliance on, this report or its contents.  Information may be available to BMO NB or its affiliates that is not reflected in this 
report.  The information in this report is not intended to be used as the primary basis of investment decisions, and because of 
individual client objectives, should not be construed as advice designed to meet the particular investment needs of any investor.  
This material is for information purposes only and is not an offer to sell or the solicitation of an offer to buy any security.  The 
research analyst and/or associates who prepared this report are compensated based upon (among other factors) the overall 
profitability of BMO NB and its affiliates, which includes the overall profitability of investment banking services.  BMO NB, or 
its affiliates expect to receive or will seek compensation for investment banking services within the next 3 months from all 
issuers covered by BMO NB.  BMO NB or its affiliates will buy from or sell to customers the securities of issuers mentioned in 
this report on a principal basis.  BMO NB or its affiliates, officers, directors or employees may have a long or short position in 
the securities discussed herein, related securities or in options, futures or other derivative instruments based thereon. The reader 
should assume that BMO NB, BMO Capital Markets Ltd., BMO Capital Markets Corp., Bank of Montreal or their affiliates may 
have a conflict of interest and should not rely solely on this report in evaluating whether or not to buy or sell securities of issuers 
discussed herein. 
 
Company Specific Disclosure 
Disclosure 1: BMO NB has provided advice for a fee with respect to this issuer within the past 12 months. 
Disclosure 3: BMO NB has provided investment banking services with respect to this issuer within the past 12 months. 
Disclosure 7: BMO Capital Markets Corp. or an affiliate has received compensation for investment banking services from this 
issuer within the past 12 months. 
Disclosure 10: This issuer is a client (or was a client) of BMO NB, BMO Capital Markets Corp., BMO CM Ltd. or an affiliate 
within the past 12 months:  Investment Banking Services. 
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Distribution of Ratings (Dec. 5, 2008) 
Rating BMO BMO BMO Starmine 
Category Rating Universe I.B. Clients* Universe** 
Buy Outperform 37% 40% 50% 
Hold Market Perform 54% 55% 43% 
Sell Underperform 9% 5% 7% 
*   Reflects rating distribution of all companies where BMO Capital Markets has received compensation for Investment Banking 
      services. 
** Reflects rating distribution of all North American equity research analysts. 
 
Ratings Key 
We use the following ratings system definitions: 
OP = Outperform - Forecast to outperform the market; 
Mkt = Market Perform - Forecast to perform roughly in line with the market; 
Und = Underperform - Forecast to underperform the market; 
(S) = speculative investment; 
NR = No rating at this time; 
R = Restricted � Dissemination of research is currently restricted. 
 
Market performance is measured by a benchmark index such as the S&P/TSX Composite Index, S&P 500, Nasdaq Composite, as 
appropriate for each company.  Prior to September 1, 2003, a fourth rating tier�Top Pick�was used to designate those stocks 
we felt would be the best performers relative to the market. Our six Top 15 lists which guide investors to our best ideas according 
to six different objectives (large, small, growth, value, income and quantitative) have replaced the Top Pick rating. 
 
Dissemination of Research 
Our research publications are available via our web site http://bmocapitalmarkets.com. Institutional clients may also receive our 
research via FIRST CALL Research Direct and Reuters. All of our research is made widely available at the same time to all 
BMO NB, BMO Capital Markets Ltd., BMO Capital Markets Corp. and BMO Nesbitt Burns Securities Ltd. client groups entitled 
to our research. Please contact your investment advisor or institutional salesperson for more information. 
 
Conflict Statement 
A general description of how BMO Financial Group identifies and manages conflicts of interest is contained in our public facing 
policy for managing conflicts of interest in connection with investment research which is available at 
http://equityresearch.bmogc.net/conflict_statement.asp 
 
Additional Matters 
TO U.S. RESIDENTS:  BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd., affiliates of BMO NB, furnish 
this report to U.S. residents and accept responsibility for the contents herein, except to the extent that it refers to securities of 
Bank of Montreal.  Any U.S. person wishing to effect transactions in any security discussed herein should do so through BMO 
Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd.   
 
TO U.K. RESIDENTS:  In the UK this document is published by BMO Capital Markets Limited which is authorised and 
regulated by the Financial Services Authority.  The contents hereof are intended solely for the use of, and may only be issued or 
passed on to, (I) persons who have professional experience in matters relating to investments falling within Article 19(5) of the 
Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the �Order�) or (II) high net worth entities falling 
within Article 49(2)(a) to (d) of the Order (all such persons together referred to as �relevant persons�).  The contents hereof are 
not intended for the use of and may not be issued or passed on to, retail clients. 
 
BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée/Ltd.  are Members of CIPF.  BMO Capital Markets Corp. and BMO 
Nesbitt Burns Securities Ltd. are Members of SIPC. 
 
"BMO Capital Markets" is a trade-mark of Bank of Montreal, used under licence.   

"BMO (M-Bar roundel symbol)" is a registered trade-mark of Bank of Montreal, used under licence. 
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This report was prepared by an Analyst employed by a Canadian affiliate, BMO Nesbitt Burns Inc., and who is not registered as a research analyst 
under FINRA rules.  For disclosure statements, including the Analyst's Certification, please refer to pages 4 to 6. 
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Price (1-May) $13.75 52-Week High $18.50 
Target Price $15.00  52-Week Low $11.40 
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(FY-Dec.) 2007A 2008A 2009E 2010E 
EPS $1.10  $1.52  $1.55  $1.60 
P/E   8.9x 8.6x 
 
CFPS -$0.72  $4.59  $4.63  $4.74 
P/CFPS   3.0x 2.9x 
 
Div.  $0.80 $0.88 $0.92 $0.92 
EV ($mm) $155 $147 $125 $125 
EBITDA ($mm) $22.5 $23.6 $20.2 $23.9 
EV/EBITDA 6.9x 6.2x 6.2x 5.2x 
 
Quarterly EPS Q1 Q2 Q3 Q4 
2007A $1.05  -$0.24  -$0.40  $0.70 
2008A $1.21  -$0.08  -$0.44  $0.84 
2009E $1.39a -$0.10↓ -$0.45↓ $0.72↓
 
Dividend $0.92 Yield 6.7% 
Book Value $22.85 Price/Book 0.6x 
Shares O/S (mm) 3.7 Mkt. Cap ($mm) $50 
Float O/S (mm) 3.7 Float Cap ($mm) $50 
Wkly Vol (000s) 17 Wkly $ Vol (mm) $0.2 
Net Debt ($mm) $79.9 Next Rep. Date 31-Jul (E) 

Q1/09 Results Exceed Expectations;  
Market Perform Maintained 
 

Event 
Pacific Northern Gas (PNG) reported Q1/09 EPS of $1.39 vs. our estimate of
$1.09.  The difference between actual and expected results was approximately 
$1 million and was due to a combination of: (1) a change in the timing of
revenue, which increased operating margin by $0.4 million in Q1 and is
expected to be offset by lower revenue in Q4; (2) higher-than-expected net 
residential customer additions; and (3) deliveries to commercial and small
industrial customers in excess of forecast volumes used for ratemaking
purposes. 
 
Impact 
Neutral.  Although quarterly results were better than expected, we attribute the 
results to seasonality. 
 
Forecasts 
Our 2009E and 2010E estimates are unchanged.  We have adjusted the quarterly
profile of our 2009E EPS estimates to better reflect the expected seasonality of
earnings. 
 
Valuation 
Our target price of $15 reflects a weighted valuation approach: 10x 2010E EPS 
of $1.60 (12.5%), 1.0x BVPS of $24.09 (12.5%) and a target yield of 7.00% 
(75%), assuming 2010 dividends per share of $0.92. 
 
Recommendation 
We believe the units are reasonably valued.  Our rating is Market Perform. 

Notes: Estimates are weather normal 
Major Shareholders: Widely held 
First Call Mean Estimates: PACIFIC NORTHERN GAS LTD 'A' (C$) 
2009E: $1.55; 2010E: $1.60 

 
 

Changes   Quarterly EPS 
             Q2/09E $0.03 to -$0.10    
             Q3/09E -$0.31 to -$0.45  
             Q4/09E $0.76 to $0.72    
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Q1/09 Results Exceed Expectations, Seasonality Likely 
Played a Role 

Pacific Northern Gas (PNG) reported Q1/09 EPS of $1.39 vs. our estimate of $1.09.  The 
difference between actual and expected results was approximately $1 million and was due to a 
combination of: (1) a change in the timing of revenue, which increased operating margin by 
$0.4 million in Q1 and is expected to be offset by lower revenue in Q4; (2) higher-than-
expected net residential customer additions; and (3) deliveries to commercial and small 
industrial customers in excess of forecast volumes used for ratemaking purposes. 

We believe the following points from the earnings release are relevant: 

• On April 23, the British Columbia Utilities Commission (BCUC) approved negotiated 
settlement agreements relating to the 2009 revenue requirements applications of PNG-West 
and PNG-NE (Tumbler Ridge/Fort St. John/Dawson Creek).  The settlement agreements 
reflect updated revenue requirement applications filed by each division on March 13 and 
are reflected in our outlook.  Notable components from the settlement agreement include:  

1. A $25,000 reduction in cost of service, resulting from the BCUC’s decision to allow 
only 1/3 of executive bonuses and pensionable earnings in rates;  

2. A $120,000 reduction in revenue requirement, which we understand is meant to reflect 
a reduction in audit fees, travel, expenses and directors’ fees. 

3. A $900,000 draw-down of the deferred income tax liability, which had a balance of 
$13.6 million per the Q4/08 financial statements.  The draw-down of deferred income 
taxes will be used to partially offset income taxes payable as set out in the company’s 
2009 revenue requirement application.  PNG also drew down its deferred income tax 
account by $900,000 in each of 2007 and 2008. 

• Also on April 23, the BCUC approved an agreement negotiated with Merrill Lynch 
Commodities Inc. (MLCI) to provide MLCI with an extendable option to contract up to 75 
MMcf/d of firm natural gas transportation service on the PNG-West pipeline system for a 
non-refundable fee of $1.5 million.  We understand that the fee is being held in an interest 
bearing account; however, the allocation of the fee between ratepayers and customers is 
unclear.  Details of the agreement between PNG and MLCI can be found in our research 
comment dated, March 9, 2009. 

Although quarterly results were better than expected, we attribute the results to seasonality and 
are maintaining our Market Perform rating and target price of $15.  Our target price reflects a 
weighted valuation approach: 10x 2010E EPS of $1.60 (12.5%), 1.0x BVPS of $24.09 (12.5%) 
and a target yield of 7.00% (75%), assuming 2010 dividends per share of $0.92. 

Estimates 

Our 2009E and 2010E estimates are unchanged.  We have adjusted the quarterly profile of our 
2009E EPS estimates to better reflect the expected seasonality of earnings. 
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Table 1:  Consolidated Summary 
3-May-09 Michael McGowan
Current Price: $13.75 BMO Capital Markets

.7

8.5

0.6

.7%

12-Month Target Price: $15.00
ROR: 15.5% Recommendation: Market Perform

2002 2003 2004 2005 2006 2007 2008 2009E 2010E
Total Earnings Per Share $1.28 $1.49 $1.41 $1.75 $1.27 $1.11 $1.53 $1.56 $1.62
Fully Diluted EPS $1.25 $1.46 $1.38 $1.72 $1.25 $1.10 $1.52 $1.55 $1.60
Dividends $0.00 $0.80 $0.80 $0.80 $0.80 $0.80 $0.88 $0.92 $0.92
Payout Ratio 0.0% 53.8% 56.8% 45.8% 63.0% 72.4% 57.6% 58.9% 57.0%
Average Shares (mm) 3.5 3.6 3.6 3.6 3.6 3.6 3.7 3.7 3
Net Book Value $21.62 $19.25 $20.52 $21.44 $21.91 $22.17 $22.85 $23.50 $24.20

Market Valuation
Price:  High $18.00 $19.50 $22.00 $24.00 $19.75 $19.00 $18.65 - -
Price:  Low $9.35 $14.00 $17.28 $17.37 $16.96 $17.50 $12.11 - -

Price:  Current - - - - - - - $13.75
P/E Ratio:  High 14.0 13.1 15.6 13.7 15.5 17.2 12.2 - -
P/E Ratio:  Low 7.3 9.4 12.3 9.9 13.3 15.8 7.9 - -

P/E Ratio:  Current - - - - - - - 8.8
Price/Book Value:  High 0.8 1.0 1.1 1.1 0.9 0.9 0.8 - -
Price/Book Value:  Low 0.4 0.7 0.8 0.8 0.8 0.8 0.5 - -

Price/Book Value:  Current - - - - - - - 0.6
Yield:  High Price 0.0% 4.1% 3.6% 3.3% 4.1% 4.2% 4.7% - -
Yield:  Low Price 0.0% 5.7% 4.6% 4.6% 4.7% 4.6% 7.3% - -

Yield:  Current - - - - - - - 6.7% 6

Balance Sheet ($mm)
Debt (S-T) 4.4 7.3 10.4 14.7 10.0 11.2 5.4 5.1 13.5
Debt (L-T) 90.2 85.8 81.4 76.6 71.7 72.8 74.5 72.4 63.8

Deferred Items 17.0 17.9 15.8 15.7 24.0 18.5 13.8 13.1 14.6
Preferred Shares 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0

Shareholders' Equity 76.7 69.4 73.9 77.7 79.8 81.2 83.7 86.1 88.7
193.3 185.4 186.7 189.7 190.5 188.9 182.5 181.8 185.6

Balance Sheet (%)
Debt (S-T) 2.3% 3.9% 5.6% 7.7% 5.2% 6.0% 3.0% 2.8% 7.3%
Debt (L-T) 46.7% 46.3% 43.6% 40.4% 37.6% 38.6% 40.8% 39.8% 34.4%

Deferred Items 8.8% 9.7% 8.5% 8.3% 12.6% 9.8% 7.6% 7.2% 7.9%
Preferred Shares 2.6% 2.7% 2.7% 2.6% 2.6% 2.7% 2.7% 2.8% 2.7%

Shareholders' Equity 39.7% 37.4% 39.6% 41.0% 41.9% 43.0% 45.9% 47.4% 47.8%
100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Income Statement ($mm)
Total Revenue 109.1 133.7 137.8 160.0 138.8 129.5 132.8 123.9 144.7

EBIT 19.5 18.5 17.5 18.6 17.6 14.3 14.9 14.4 14.0
NPAT 4.9 5.7 5.4 6.7 5.0 4.4 5.9 6.1 6

Preferred Share Dividends 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3
Net Earnings to Common 4.6 5.3 5.1 6.3 4.6 4.0 5.6 5.7 5.9

Cash Flow from Operations 12.8 12.2 16.4 11.8 17.6 (2.6) 16.8 14.4 17.4
Key Statistics

Average Utility Rate Base ($mm) 166.8 165.4 167.2 165.2 162.4 165.6 167.9 167.6 166.8
Growth Rate -1.98% -0.87% 1.10% -1.19% -1.67% 1.95% 1.38% -0.15% -0.52%

2007 - 2010 CAGR 0.23%
Allowed Return on Equity 9.88% 10.17% 9.80% 9.68% 9.45% 9.02% 9.27% 9.12% 9.12%

Deemed Equity 36.00% 36.00% 36.00% 40.00% 40.00% 40.00% 40.00% 40.00% 40.00%

Sensitivity 

100 bp Change ROE
Change Total Income 0.6 0.6 0.6 0.7 0.6 0.7 0.7 0.7 0.7

Change Per Share 0.17 0.17 0.17 0.18 0.18 0.18 0.18 0.18 0.18
100 bp Change in Deemed Equity

Change Total Income 0.2 0.2 0.2 0.2 0.2 0.1 0.2 0.2 0.2
Change Per Share 0.05 0.05 0.05 0.04 0.04 0.04 0.04 0.04 0.04

1.00% Change in Average Rate Base
Change Total Income 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1

Change Per Share 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02

Year Ended December 31

.3
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FYE EPS P/E DPS Yield Payout BV P/B ROE
(Dec.)  $   $   $   %   %     %  

1987     1.31     8  0.75   7.4     57   8.97   1.1    15
1988     1.34     8  0.75   6.6     56   9.24   1.2    15
1989     1.45     8  0.75   6.4     52   9.92   1.2    15
1990     1.61     7  0.75   6.7     47  10.76   1.0    16
1991     1.66     8  0.80   5.9     48  11.62   1.2    15
1992     1.55    11  0.80   4.8     52  12.37   1.3    13
1993     1.63    13  0.88   4.0     54  12.37   1.8    13
1994     1.80    11  0.88   4.3     49  12.37   1.6    15
1995     1.67    13  0.96   4.6     57  14.57   1.4    12
1996     2.01    11  0.96   4.3     48  15.61   1.4    13
1997     2.16    14  1.04   3.5     48  16.42   1.8    13
1998     1.73    16  1.12   4.1     65  17.39   1.6    10
1999     1.92     9  1.12   6.5     58  18.19   1.0    11
2000     1.83     4  1.12  14.1     61  19.44   0.4    10
2001     1.52     6  1.12  11.7     74  20.95   0.5     8
2002     1.25    13  1.12   6.3     82  19.27   0.9     6
2003     1.46    13  0.80   4.1     54  19.96   1.0     7
2004     1.38    15  0.80   3.8     57  20.52   1.0     7
2005     1.72    11  0.80   4.1     46  21.43   0.9     8
2006     1.25    14  0.80   4.4     63  21.91   0.8     6
2007     1.10    17  0.80   4.3     72  22.16   0.8     5
2008     1.52     9  0.88   6.5     58  24.21   0.6     7

Current*     1.53     8  0.92   7.6     60  22.85   0.5     7

Average:    11   5.8     57   1.1  10.7

Growth(%):
5 Year:   0.6   2.8   2.7

10 Year:   0.5  -1.9   2.8
20 Year:   0.5   1.0   4.6

* Current EPS is the 4 Quarter Trailing to Q4/2008.

2006 2007 2008
60

80

100

120

140

PNG Relative to S&P/TSX Comp.
PNG Relative to Gas Utilities

60

80

100

120

140

1.5

1.6

 BMO  2009FY EPS ( Apr 09 =  1.55 )
 IBES 2009FY Cons.EPS ( Apr 09 =  1.55 )

1.5

1.6

2006 2007 2008
1.55

1.60

 BMO 2010FY EPS ( Apr 09 =  1.60 )
 IBES 2010FY Cons.EPS ( Apr 09 =  1.60 )

 

PNG - Rating as of 22-May-06 = Mkt

Date Rating Change Share Price

1 22-Sep-06 Mkt  to OP $17.76

2 27-Oct-06 OP  to Mkt $19.30

3 24-Nov-06 Mkt  to OP $18.50

4 18-Jul-08 OP  to Mkt $17.20

1.55

1.60
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Company Risk Disclosure 
In addition to the risks involved in investing in common stocks generally, we also highlight the following risks that pertain to this company.  The 
company's natural gas transmission business depends on the continued availability of natural gas. The BCUC approves PNG’s customer rates and a fair 
return on the rate base. Changes in regulation may adversely affect performance. Natural gas and fuel oil compete with electricity for space heating in 
Pacific Northern Gas' service areas. Fluctuations in the price of natural gas could increase the working capital financing requirements and related costs 
for accounts receivable. In 2004, 75% of energy deliveries were made to four large industrial customers (67% to one customer, 
Methanex).  Transportation service to Methanex was made pursuant to an agreement that expires in October 2009.  On August 30, 2005, 
Methanex announced that it will close its Kitimat facilities in early 2006.   
 
Analyst’s Certification 
I, Michael McGowan, CA, CFA, hereby certify that the views expressed in this report accurately reflect my personal views about the subject securities 
or issuers.  I also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views 
expressed in this report. 
 
General Disclosure 
The information and opinions in this report were prepared by both BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée./Ltd., collectively (“BMO 
NB”) and BMO Capital Markets Limited (U.K.), (“BMO CM Ltd”). BMO NB and BMO CM Ltd. are not subject to U.S. rules with regard to the 
preparation of research reports and the independence of analysts. “BMO Capital Markets” is a trade name used by the BMO Investment Banking 
Group, which includes the wholesale arm of Bank of Montreal and its subsidiaries BMO NB in Canada, BMO Capital Markets Ltd. in the U.K. and 
BMO Capital Markets Corp. in the U.S. BMO Capital Markets Ltd. and BMO Capital Markets Corp. are affiliates of BMO NB. Bank of Montreal or its 
subsidiaries (“BMO Financial Group”) has lending arrangements with, or provide other remunerated services to, many issuers covered by BMO NB 
research. A significant lending relationship may exist between BMO Financial Group and certain of the issuers mentioned herein. The opinions, 
estimates and projections contained in this report are those of BMO NB and BMO CM Ltd. as of the date of this report and are subject to change 
without notice. BMO NB and BMO CM Ltd. endeavour to ensure that the contents have been compiled or derived from sources that we believe are 
reliable and contain information and opinions that are accurate and complete. However, BMO NB and BMO CM Ltd. make no representation or 
warranty, express or implied, in respect thereof, takes no responsibility for any errors and omissions contained herein and accepts no liability 
whatsoever for any loss arising from any use of, or reliance on, this report or its contents. Information may be available to BMO NB, BMO CM Ltd or 
its affiliates that is not reflected in this report. The information in this report is not intended to be used as the primary basis of investment decisions, and 
because of individual client objectives, should not be construed as advice designed to meet the particular investment needs of any investor. This 
material is for information purposes only and is not an offer to sell or the solicitation of an offer to buy any security. The research analyst and/or 
associates who prepared this report are compensated based upon (among other factors) the overall profitability of BMO NB, BMO CM Ltd. and its 
affiliates, which includes the overall profitability of investment banking services. BMO NB, BMO CM Ltd., or its affiliates expect to receive or will 
seek compensation for investment banking services within the next 3 months from all issuers covered by BMO NB. BMO NB, BMO CM Ltd. or its 
affiliates will buy from or sell to customers the securities of issuers mentioned in this report on a principal basis. BMO NB, BMO CM Ltd. or its 
affiliates, officers, directors or employees may have a long or short position in the securities discussed herein, related securities or in options, futures or 
other derivative instruments based thereon. The reader should assume that BMO NB, BMO Capital Markets Ltd., BMO Capital Markets Corp., Bank of 
Montreal or their affiliates may have a conflict of interest and should not rely solely on this report in evaluating whether or not to buy or sell securities 
of issuers discussed herein. 
 
Company Specific Disclosure 
Disclosure 1: BMO NB has provided advice for a fee with respect to this issuer within the past 12 months. 
Disclosure 3: BMO NB has provided investment banking services with respect to this issuer within the past 12 months. 
Disclosure 7: BMO Capital Markets Corp. or an affiliate has received compensation for investment banking services from this issuer within the past 12 
months. 
Disclosure 9: BMO Capital Markets Corp. or an affiliate received compensation for products or services other than investment banking services within 
the past 12 months. 
Disclosure 10: This issuer is a client (or was a client) of BMO NB, BMO Capital Markets Corp., BMO CM Ltd. or an affiliate within the past 12 
months:  Investment Banking Services & Non-Investment Banking Securities Related Services. 
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Distribution of Ratings (Mar. 5, 2009) 
Rating BMO BMO BMO Starmine 
Category Rating Universe I.B. Clients* Universe** 
Buy Outperform 29% 44% 47% 
Hold Market Perform 59% 51% 45% 
Sell Underperform 12% 5% 8% 
*   Reflects rating distribution of all companies where BMO Capital Markets has received compensation for Investment Banking services. 
** Reflects rating distribution of all North American equity research analysts. 
 
Ratings Key 
We use the following ratings system definitions:  
OP = Outperform - Forecast to outperform the market;  
Mkt = Market Perform - Forecast to perform roughly in line with the market;  
Und = Underperform - Forecast to underperform the market;  
(S) = speculative investment;  
NR = No rating at this time;  
R = Restricted – Dissemination of research is currently restricted. 
 
Market performance is measured by a benchmark index such as the S&P/TSX Composite Index, S&P 500, Nasdaq Composite, as appropriate for each 
company.  Prior to September 1, 2003, a fourth rating tier—Top Pick—was used to designate those stocks we felt would be the best performers relative 
to the market. Our six Top 15 lists which guide investors to our best ideas according to six different objectives (large, small, growth, value, income and 
quantitative) have replaced the Top Pick rating. 
 
Dissemination of Research 
Our research publications are available via our web site http://bmocapitalmarkets.com. Institutional clients may also receive our research via FIRST 
CALL Research Direct and Reuters. All of our research is made widely available at the same time to all BMO NB, BMO Capital Markets Ltd., BMO 
Capital Markets Corp. and BMO Nesbitt Burns Securities Ltd. client groups entitled to our research. Please contact your investment advisor or 
institutional salesperson for more information. 
 
Conflict Statement 
A general description of how BMO Financial Group identifies and manages conflicts of interest is contained in our public facing policy for managing 
conflicts of interest in connection with investment research which is available at: 
http://research-ca.bmocapitalmarkets.com/conflict_statement_public.asp 
 
Additional Matters 
TO U.S. RESIDENTS:  BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd., affiliates of BMO NB, furnish this report to U.S. 
residents and accept responsibility for the contents herein, except to the extent that it refers to securities of Bank of Montreal.  Any U.S. person wishing 
to effect transactions in any security discussed herein should do so through BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd.   
 
TO U.K. RESIDENTS:  In the UK this document is published by BMO Capital Markets Limited which is authorised and regulated by the Financial 
Services Authority.  The contents hereof are intended solely for the use of, and may only be issued or passed on to, (I) persons who have professional 
experience in matters relating to investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 
2005 (the “Order”) or (II) high net worth entities falling within Article 49(2)(a) to (d) of the Order (all such persons together referred to as “relevant 
persons”).  The contents hereof are not intended for the use of and may not be issued or passed on to, retail clients. 
 
BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée/Ltd.  are Members of CIPF.  BMO Capital Markets Corp. and BMO Nesbitt Burns Securities 
Ltd. are Members of SIPC. 
 
"BMO Capital Markets" is a trade-mark of Bank of Montreal, used under licence.   
"BMO (M-Bar roundel symbol)" is a registered trade-mark of Bank of Montreal, used under licence. 
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Q2/09 Results Generally in Line; Dividend Increased by 8.7% 
   

Impact  Slightly Positive 

   

Details & Analysis  Pacific Northern Gas reported a Q2/09 loss per share of $0.13, which was
generally in line with our estimate of a $0.10 loss per share.  In addition, 
the company increased its quarterly dividend by 8.7% to $0.25/share from
$0.23/share and has filed its 2010 rate application with the British
Columbia Utilities Commission.  Key aspects of the rate filing include: (1)
A request to increase the deemed equity thickness at the PNG West 
division to 47.5% from 40% and an increase in the relative risk premium
to 75 basis points over the benchmark utility return in B.C., up from the
current 65 basis point risk premium; (2) A request to increase the deemed
equity thickness at the Fort St. John/Dawson Creek and Tumbler Ridge
divisions to 42.5% from 36%. The company has also requested that the
equity risk premium at the Fort St. John/Dawson’s Creek division be
increased 75 basis points from 40 basis points and that the risk premium at 
the Tumbler Ridge division be increased to 75 basis points from 65 basis
points; and (3) Allocation of $0.7 million from the $1.5 million option fee
received from Merrill Lynch Commodities to shareholders. 

 
 
 

This report was prepared by an Analyst employed by a Canadian affiliate, BMO Nesbitt Burns Inc., and who is not registered 
as a research analyst under FINRA rules.  For disclosure statements, including the Analyst's Certification, please refer to 
pages 2 to 4. 

Brief Research Note • Page 1 



 
 

 

Pacific Nthn. Gas A (PNG)

Last Daily Data Point: July 30, 2009

5

10

15

20

25

30

5

10

15

20

25

30

Quarterly Price

1980 1985 1990 1995 2000 2005

40

60

80

100

120

140

40

60

80

100

120

140

PNG Relative to S&P/TSX Comp.
PNG Relative to Gas Utilities

50

0

1

2

Revenue / Share 
 Price / Revenue 

1985 1990 1995 2000 2005

2

4

0

10

20

EPS (4 Qtr Trailing)
 Price / Earnings 

 

FYE EPS P/E DPS Yield Payout BV P/B ROE
(Dec.)  $   $   $   %   %     %  

1987     1.31     8  0.75   7.4     57   8.97   1.1    15
1988     1.34     8  0.75   6.6     56   9.24   1.2    15
1989     1.45     8  0.75   6.4     52   9.92   1.2    15
1990     1.61     7  0.75   6.7     47  10.76   1.0    16
1991     1.66     8  0.80   5.9     48  11.62   1.2    15
1992     1.55    11  0.80   4.8     52  12.37   1.3    13
1993     1.63    13  0.88   4.0     54  12.37   1.8    13
1994     1.80    11  0.88   4.3     49  12.37   1.6    15
1995     1.67    13  0.96   4.6     57  14.57   1.4    12
1996     2.01    11  0.96   4.3     48  15.61   1.4    13
1997     2.16    14  1.04   3.5     48  16.42   1.8    13
1998     1.73    16  1.12   4.1     65  17.39   1.6    10
1999     1.92     9  1.12   6.5     58  18.19   1.0    11
2000     1.83     4  1.12  14.1     61  19.44   0.4    10
2001     1.52     6  1.12  11.7     74  20.95   0.5     8
2002     1.25    13  1.12   6.3     82  19.27   0.9     6
2003     1.46    13  0.80   4.1     54  19.96   1.0     7
2004     1.38    15  0.80   3.8     57  20.52   1.0     7
2005     1.72    11  0.80   4.1     46  21.43   0.9     8
2006     1.25    14  0.80   4.4     63  21.91   0.8     6
2007     1.10    17  0.80   4.3     72  22.16   0.8     5
2008     1.52     9  0.88   6.5     58  24.21   0.6     7

Current*     1.70     9  0.92   5.8     54  22.85   0.7     7

Average:    11   5.8     57   1.1  10.7

Growth(%):
5 Year:   2.5   2.8   2.7

10 Year:   0.5  -1.9   2.8
20 Year:   1.1   1.0   4.6

* Current EPS is the 4 Quarter Trailing to Q1/2009.
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Date Rating Change Share Price

1 22-Sep-06 Mkt  to OP $17.76

2 27-Oct-06 OP  to Mkt $19.30

3 24-Nov-06 Mkt  to OP $18.50

4 18-Jul-08 OP  to Mkt $17.20
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Company Risk Disclosure 

In addition to the risks involved in investing in common stocks generally, we also highlight the following risks that pertain to this 
company.  The company's natural gas transmission business depends on the continued availability of natural gas. The BCUC 
approves PNG’s customer rates and a fair return on the rate base. Changes in regulation may adversely affect performance. 
Natural gas and fuel oil compete with electricity for space heating in Pacific Northern Gas' service areas. Fluctuations in the price 
of natural gas could increase the working capital financing requirements and related costs for accounts receivable. In 2004, 75% 
of energy deliveries were made to four large industrial customers (67% to one customer, Methanex).  Transportation service to 
Methanex was made pursuant to an agreement that expires in October 2009.  On August 30, 2005, Methanex announced that it 
will close its Kitimat facilities in early 2006. 

 

Analyst's Certification 

I, Michael McGowan, CA, CFA, hereby certify that the views expressed in this report accurately reflect my personal views about 
the subject securities or issuers. I also certify that no part of my compensation was, is, or will be, directly or indirectly, related to 
the specific recommendations or views expressed in this report. 

 

General Disclosure 

The information and opinions in this report were prepared by both BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée./Ltd., 
collectively (“BMO NB”) and BMO Capital Markets Limited (U.K.), (“BMO CM Ltd”). BMO NB and BMO CM Ltd. are not 
subject to U.S. rules with regard to the preparation of research reports and the independence of analysts. “BMO Capital Markets” 
is a trade name used by the BMO Investment Banking Group, which includes the wholesale arm of Bank of Montreal and its 
subsidiaries BMO NB in Canada, BMO Capital Markets Ltd. in the U.K. and BMO Capital Markets Corp. in the U.S. BMO 
Capital Markets Ltd. and BMO Capital Markets Corp. are affiliates of BMO NB. Bank of Montreal or its subsidiaries (“BMO 
Financial Group”) has lending arrangements with, or provide other remunerated services to, many issuers covered by BMO NB 
research. A significant lending relationship may exist between BMO Financial Group and certain of the issuers mentioned herein. 
The opinions, estimates and projections contained in this report are those of BMO NB and BMO CM Ltd. as of the date of this 
report and are subject to change without notice. BMO NB and BMO CM Ltd. endeavour to ensure that the contents have been 
compiled or derived from sources that we believe are reliable and contain information and opinions that are accurate and 
complete. However, BMO NB and BMO CM Ltd. make no representation or warranty, express or implied, in respect thereof, 
takes no responsibility for any errors and omissions contained herein and accepts no liability whatsoever for any loss arising from 
any use of, or reliance on, this report or its contents. Information may be available to BMO NB, BMO CM Ltd or its affiliates 
that is not reflected in this report. The information in this report is not intended to be used as the primary basis of investment 
decisions, and because of individual client objectives, should not be construed as advice designed to meet the particular 
investment needs of any investor. This material is for information purposes only and is not an offer to sell or the solicitation of an 
offer to buy any security. The research analyst and/or associates who prepared this report are compensated based upon (among 
other factors) the overall profitability of BMO NB, BMO CM Ltd. and its affiliates, which includes the overall profitability of 
investment banking services. BMO NB, BMO CM Ltd., or its affiliates expect to receive or will seek compensation for 
investment banking services within the next 3 months from all issuers covered by BMO NB. BMO NB, BMO CM Ltd. or its 
affiliates will buy from or sell to customers the securities of issuers mentioned in this report on a principal basis. BMO NB, BMO 
CM Ltd. or its affiliates, officers, directors or employees may have a long or short position in the securities discussed herein, 
related securities or in options, futures or other derivative instruments based thereon. The reader should assume that BMO NB, 
BMO Capital Markets Ltd., BMO Capital Markets Corp., Bank of Montreal or their affiliates may have a conflict of interest and 
should not rely solely on this report in evaluating whether or not to buy or sell securities of issuers discussed herein. 

 

Company Specific Disclosure 

Disclosure 1: BMO NB has provided advice for a fee with respect to this issuer within the past 12 months. 

Disclosure 3: BMO NB has provided investment banking services with respect to this issuer within the past 12 months. 

Disclosure 7: BMO Capital Markets Corp. or an affiliate has received compensation for investment banking services from this 
issuer within the past 12 months. 

Disclosure 9: BMO Capital Markets Corp. or an affiliate received compensation for products or services other than investment 
banking services within the past 12 months. 

Disclosure 10: This issuer is a client (or was a client) of BMO NB, BMO Capital Markets Corp., BMO CM Ltd. or an affiliate 
within the past 12 months:  Investment Banking Services & Non-Investment Banking Securities Related Services. 
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Distribution of Ratings (June 11, 2009) 
Rating BMO BMO BMO Starmine 
Category Rating Universe I.B. Clients* Universe** 
Buy Outperform 31% 46% 46% 
Hold Market Perform 57% 47% 46% 
Sell Underperform 12% 7% 8% 
*   Reflects rating distribution of all companies where BMO Capital Markets has received compensation for Investment Banking 
      services. 
** Reflects rating distribution of all North American equity research analysts. 

 

Ratings Key 

We use the following ratings system definitions: 
OP = Outperform - Forecast to outperform the market; 
Mkt = Market Perform - Forecast to perform roughly in line with the market; 
Und = Underperform - Forecast to underperform the market; 
(S) = speculative investment; 
NR = No rating at this time; 
R = Restricted – Dissemination of research is currently restricted. 
 

Market performance is measured by a benchmark index such as the S&P/TSX Composite Index, S&P 500, Nasdaq Composite, as 
appropriate for each company.  Prior to September 1, 2003, a fourth rating tier—Top Pick—was used to designate those stocks 
we felt would be the best performers relative to the market. Our six Top 15 lists which guide investors to our best ideas according 
to six different objectives (large, small, growth, value, income and quantitative) have replaced the Top Pick rating. 

 

Dissemination of Research 

Our research publications are available via our web site http://bmocapitalmarkets.com. Institutional clients may also receive our 
research via FIRST CALL Research Direct and Reuters. All of our research is made widely available at the same time to all 
BMO NB, BMO Capital Markets Ltd., BMO Capital Markets Corp. and BMO Nesbitt Burns Securities Ltd. client groups entitled 
to our research. Please contact your investment advisor or institutional salesperson for more information. 

 

Conflict Statement 

A general description of how BMO Financial Group identifies and manages conflicts of interest is contained in our public facing 
policy for managing conflicts of interest in connection with investment research which is available at: 
http://research-ca.bmocapitalmarkets.com/conflict_statement_public.asp 

 

Additional Matters 

TO U.S. RESIDENTS:  BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd., affiliates of BMO NB, furnish 
this report to U.S. residents and accept responsibility for the contents herein, except to the extent that it refers to securities of 
Bank of Montreal.  Any U.S. person wishing to effect transactions in any security discussed herein should do so through BMO 
Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd.   

 

TO U.K. RESIDENTS:  In the UK this document is published by BMO Capital Markets Limited which is authorised and 
regulated by the Financial Services Authority.  The contents hereof are intended solely for the use of, and may only be issued or 
passed on to, (I) persons who have professional experience in matters relating to investments falling within Article 19(5) of the 
Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the “Order”) or (II) high net worth entities falling 
within Article 49(2)(a) to (d) of the Order (all such persons together referred to as “relevant persons”).  The contents hereof are 
not intended for the use of and may not be issued or passed on to, retail clients. 

 

BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée/Ltd.  are Members of CIPF.  BMO Capital Markets Corp. and BMO 
Nesbitt Burns Securities Ltd. are Members of SIPC. 

 

"BMO Capital Markets" is a trade-mark of Bank of Montreal, used under licence.   

"BMO (M-Bar roundel symbol)" is a registered trade-mark of Bank of Montreal, used under licence. 
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Price (30-Jul) $16.86 52-Week High $17.49 
Target Price $16.00↑ 52-Week Low $11.40 
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(FY-Dec.) 2007A 2008A 2009E 2010E 
EPS $1.10  $1.52  $1.55  $1.60 
P/E   10.9x 10.5x 
 
CFPS -$0.72  $4.59  $3.93  $4.74 
P/CFPS   4.3x 3.6x 
 
Div.  $0.80 $0.88 $0.96 $1.00 
EV ($mm) $155 $147 $144 $144 
EBITDA ($mm) $22.5 $23.6 $23.4 $23.6 
E
 

V/EBITDA 6.9x 6.2x 6.2x 6.1x 

Quarterly EPS Q1 Q2 Q3 Q4 
2007A $1.05  -$0.24  -$0.40  $0.70 
2008A $1.21  -$0.08  -$0.44  $0.84 
2009E $1.38a -$0.13a -$0.43↑ $0.73↑
 
Dividend $0.92 Yield 5.5% 
Book Value $22.85 Price/Book 0.7x 
Shares O/S (mm) 3.7 Mkt. Cap ($mm) $62 
Float O/S (mm) 3.7 Float Cap ($mm) $62 
Wkly Vol (000s) 19 Wkly $ Vol (mm) $0.3 
Net Debt ($mm) $79.9 Next Rep. Date 31-Jul (E) 

Q2/09 Results in Line; Dividend Increased by 8.7% 
 

Event 
Pacific Northern Gas reported a Q2/09 loss per share of $0.13, which was
generally in line with our estimate of a $0.10 loss per share.  In addition, the 
company increased its quarterly dividend by 8.7% to $0.25/share from 
$0.23/share, and filed a capital structure and equity risk premium application
with the British Columbia Utilities Commission.  
 
Impact 
Slightly Positive. 
 
Forecasts 
We have updated our forecasts to reflect Q2/09 results and the dividend 
increase, effective for the dividend payable on September 22, 2009.  Our DPS 
estimates increase to $0.96 in 2009E and to $1.00 in 2010E.  Our EPS estimates 
for 2009 and 2010 are unchanged. 
 
Valuation 
As a result of the dividend increase, we are increasing our target price to $16
from $15.  Our target price is based on a weighted valuation approach:  10x
2010E EPS of $1.60 (12.5%), 1.0x BVPS of $24.08 (12.5%) and a 7% dividend 
yield applied to 2010E DPS of $1.00 (75%). 
 
Recommendation 
We believe the shares are reasonably valued at current levels.  Our rating is
Market Perform. 
 

Notes: Estimates are weather normal 
Major Shareholders: Widely held 
First Call Mean Estimates: PACIFIC NORTHERN GAS LTD 'A' (C$) 
2009E: $1.55; 2010E: $1.60 

 

Changes   Quarterly EPS Target
             Q3/09E -$0.45 to -$0.43 $15.00 to $16.00 
             Q4/09E $0.72 to $0.73  
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Q2/09 Results in Line 

Pacific Northern Gas reported a Q2/09 loss per share of $0.13, which was generally in line with 
our estimate of a $0.10 loss per share.  In addition, the company increased its quarterly dividend 
by 8.7% to $0.25/share from $0.23/share, and filed a capital structure and equity risk premium 
application with the British Columbia Utilities Commission.  

As a result of the dividend increase, we are increasing our target price to $16 from $15.  Our 
target price is based on a weighted valuation approach:  10x 2010E EPS of $1.60 (12.5%), 1.0x 
BVPS of $24.08 (12.5%) and a 7% dividend yield applied to 2010E DPS of $1.00 (75%). 

We believe the shares are reasonably valued at current levels.  Our rating is Market Perform. 

Capital Structure and Equity Risk Premium Application Filed 

On July 16, 2009, PNG filed a Capital Structure and Equity Risk Premium Application with the 
British Columbia Utilities Commission.  Key aspects of the application include: 

• A request to increase the deemed equity thickness at the PNG West division to 47.5% from 
40% and an increase in the relative risk premium to 75 basis points over the benchmark 
utility return in B.C., up from the current 65 basis point risk premium. 

• A request to increase the deemed equity thickness at the Fort St. John/Dawson Creek and 
Tumbler Ridge divisions to 42.5% from 36%. The company has also requested that the 
equity risk premium at the Fort St. John/Dawson�s Creek division be increased 75 basis 
points from 40 basis points and that the risk premium at the Tumbler Ridge division be 
increased to 75 basis points from 65 basis points. 

• Recover in a return on equity deferral account the difference between the approved 2009 
cost of service for the company and the cost of service determined for 2009 on the basis of 
the increases in capital structure and risk premia applied for in the 2009 Capital Structure 
and Risk Premium Application. 

• Allocation of $0.7 million from the $1.5 million option fee received from Merrill Lynch 
Commodities to shareholders on the basis that the company is entitled to compensation for 
a foregone return on investment in gas transmission facilities that were deactivated in 2006 
as a result in lost load following the closure of Methanex�s methanol/ammonia plant. 

We believe that this will be an important application for PNG since the company has 
maintained a more conservative capital structure than that allowed by the regulator, due to 
concerns regarding credit rating downgrades.  At the end of Q2/09, PNG�s actual common 
equity/total capitalization ratio was 50.8% versus a deemed common equity thickness of 36�
40% for its operating divisions.  Consequently, the actual return on equity realized by the 
company is lower than that allowed by its regulator. 

In our flash research note dated July 31, 2009, we incorrectly referred to the 2009 Capital 
Structure and Equity Risk Premium Application as the 2010 Rate Application.  PNG expects to 
file its 2010 rate application in H2/09. 
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Pacific Trail Pipeline Update 

Since Q1/09 financial results were released, the following updates have occurred with respect to 
the LNG gasification terminal that is being proposed by Kitimat LNG: 

• During Q2/09, Kitimat LNG announced that it had signed a memorandum of understanding 
(�MOU�) with Korea Gas Corporation for the purchase of up to 40% of the annual LNG, 
which would be produced at the proposed re-gasification terminal; 

• In early July, Kitimat LNG announced that it had signed an MOU with Gas Natural SDG, 
SA, of Spain, under which Gas Natural would purchase up to 32 percent of the annual LNG 
produced by the proposed re-gasification terminal; 

• Also in early July, Kitimat LNG announced that it had signed a MOU with EOG Resources 
Canada to supply an undisclosed amount of natural gas that would be used by the terminal 
to produce LNG. 

We believe that these developments are slightly positive for PNG as they relate to the 
company�s investment in the Pacific Trail Pipeline Limited Partnership (50% PNG), the entity 
proposing to construct a 463-km pipeline that would transport natural gas from Spectra 
Energy�s Westcoast System to Kitimat LNG�s proposed gasification terminal; however we 
consider completion of the overall project (LNG Terminal plus Pacific Trail Pipeline) to be 
highly uncertain. 

Accordingly, construction of the Pacific Trail Pipeline is not reflected in our outlook for Pacific 
Northern Gas. Before the LNG gasification terminal or the Pacific Trail Pipeline can proceed, 
the projects would need to obtain all necessary regulatory approvals, negotiate further 
commercial arrangements (binding natural gas supply and purchase commitments, in particular) 
and obtain the financing commitments necessary to support the construction of the project. 

Estimates 

We have updated our forecasts to reflect Q2/09 results and the dividend increase, effective for 
the dividend payable on September 22, 2009.  Our DPS estimates increase to $0.96 in 2009E 
and to $1.00 in 2010E.   Our EPS estimates for 2009 and 2010 are unchanged. 
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Table 1:  Consolidated Summary 
3-Aug-09 Michael McGowan

.7

0.5

0.7

.9%

Current Price: $17.00 BMO Capital Markets
12-Month Target Price: $16.00
ROR: -0.7% Recommendation: Market Perform

2002 2003 2004 2005 2006 2007 2008 2009E 2010E
Total Earnings Per Share $1.28 $1.49 $1.41 $1.75 $1.27 $1.11 $1.53 $1.56 $1.62
Fully Diluted EPS $1.25 $1.46 $1.38 $1.72 $1.25 $1.10 $1.52 $1.55 $1.60
Dividends $0.00 $0.80 $0.80 $0.80 $0.80 $0.80 $0.88 $0.96 $1.00
Payout Ratio 0.0% 53.8% 56.8% 45.8% 63.0% 72.4% 57.6% 61.5% 61.9%
Average Shares (mm) 3.5 3.6 3.6 3.6 3.6 3.6 3.7 3.7 3
Net Book Value $21.62 $19.25 $20.52 $21.44 $21.91 $22.17 $22.85 $23.46 $24.08

Market Valuation
Price:  High $18.00 $19.50 $22.00 $24.00 $19.75 $19.00 $18.65 - -
Price:  Low $9.35 $14.00 $17.28 $17.37 $16.96 $17.50 $12.11 - -

Price:  Current - - - - - - - $17.00
P/E Ratio:  High 14.0 13.1 15.6 13.7 15.5 17.2 12.2 - -
P/E Ratio:  Low 7.3 9.4 12.3 9.9 13.3 15.8 7.9 - -

P/E Ratio:  Current - - - - - - - 10.9 1
Price/Book Value:  High 0.8 1.0 1.1 1.1 0.9 0.9 0.8 - -
Price/Book Value:  Low 0.4 0.7 0.8 0.8 0.8 0.8 0.5 - -

Price/Book Value:  Current - - - - - - - 0.7
Yield:  High Price 0.0% 4.1% 3.6% 3.3% 4.1% 4.2% 4.7% - -
Yield:  Low Price 0.0% 5.7% 4.6% 4.6% 4.7% 4.6% 7.3% - -

Yield:  Current - - - - - - - 5.6% 5

Balance Sheet ($mm)
Debt (S-T) 4.4 7.3 10.4 14.7 10.0 11.2 5.4 5.3 13.9
Debt (L-T) 90.2 85.8 81.4 76.6 71.7 72.8 74.5 72.4 63.8

Deferred Items 17.0 17.9 15.8 15.7 24.0 18.5 13.8 13.1 14.6
Preferred Shares 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0

Shareholders' Equity 76.7 69.4 73.9 77.7 79.8 81.2 83.7 86.0 88.2
193.3 185.4 186.7 189.7 190.5 188.9 182.5 181.8 185.6

Balance Sheet (%)
Debt (S-T) 2.3% 3.9% 5.6% 7.7% 5.2% 6.0% 3.0% 2.9% 7.5%
Debt (L-T) 46.7% 46.3% 43.6% 40.4% 37.6% 38.6% 40.8% 39.8% 34.4%

Deferred Items 8.8% 9.7% 8.5% 8.3% 12.6% 9.8% 7.6% 7.2% 7.9%
Preferred Shares 2.6% 2.7% 2.7% 2.6% 2.6% 2.7% 2.7% 2.8% 2.7%

Shareholders' Equity 39.7% 37.4% 39.6% 41.0% 41.9% 43.0% 45.9% 47.3% 47.5%
100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Income Statement ($mm)
Total Revenue 109.1 133.7 137.8 160.0 138.8 129.5 132.8 123.9 144.7

EBIT 19.5 18.5 17.5 18.6 17.6 14.3 14.9 14.4 14.0
NPAT 4.9 5.7 5.4 6.7 5.0 4.4 5.9 6.1 6

Preferred Share Dividends 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3
Net Earnings to Common 4.6 5.3 5.1 6.3 4.6 4.0 5.6 5.7 5.9

Cash Flow from Operations 12.8 12.2 16.4 11.8 17.6 (2.6) 16.8 14.4 17.4
Key Statistics

Average Utility Rate Base ($mm) 166.8 165.4 167.2 165.2 162.4 165.6 167.9 167.6 166.8
Growth Rate -1.98% -0.87% 1.10% -1.19% -1.67% 1.95% 1.38% -0.15% -0.52%

2007 - 2010 CAGR 0.23%
Allowed Return on Equity 9.88% 10.17% 9.80% 9.68% 9.45% 9.02% 9.27% 9.12% 9.12%

Deemed Equity 36.00% 36.00% 36.00% 40.00% 40.00% 40.00% 40.00% 40.00% 40.00%

Sensitivity 

100 bp Change ROE
Change Total Income 0.6 0.6 0.6 0.7 0.6 0.7 0.7 0.7 0.7

Change Per Share 0.17 0.17 0.17 0.18 0.18 0.18 0.18 0.18 0.18
100 bp Change in Deemed Equity

Change Total Income 0.2 0.2 0.2 0.2 0.2 0.1 0.2 0.2 0.2
Change Per Share 0.05 0.05 0.05 0.04 0.04 0.04 0.04 0.04 0.04

1.00% Change in Average Rate Base
Change Total Income 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1

Change Per Share 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02

Year Ended December 31

.3
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FYE EPS P/E DPS Yield Payout BV P/B ROE
(Dec.)  $   $   $   %   %     %  

1987     1.31     8  0.75   7.4     57   8.97   1.1    15
1988     1.34     8  0.75   6.6     56   9.24   1.2    15
1989     1.45     8  0.75   6.4     52   9.92   1.2    15
1990     1.61     7  0.75   6.7     47  10.76   1.0    16
1991     1.66     8  0.80   5.9     48  11.62   1.2    15
1992     1.55    11  0.80   4.8     52  12.37   1.3    13
1993     1.63    13  0.88   4.0     54  12.37   1.8    13
1994     1.80    11  0.88   4.3     49  12.37   1.6    15
1995     1.67    13  0.96   4.6     57  14.57   1.4    12
1996     2.01    11  0.96   4.3     48  15.61   1.4    13
1997     2.16    14  1.04   3.5     48  16.42   1.8    13
1998     1.73    16  1.12   4.1     65  17.39   1.6    10
1999     1.92     9  1.12   6.5     58  18.19   1.0    11
2000     1.83     4  1.12  14.1     61  19.44   0.4    10
2001     1.52     6  1.12  11.7     74  20.95   0.5     8
2002     1.25    13  1.12   6.3     82  19.27   0.9     6
2003     1.46    13  0.80   4.1     54  19.96   1.0     7
2004     1.38    15  0.80   3.8     57  20.52   1.0     7
2005     1.72    11  0.80   4.1     46  21.43   0.9     8
2006     1.25    14  0.80   4.4     63  21.91   0.8     6
2007     1.10    17  0.80   4.3     72  22.16   0.8     5
2008     1.52     9  0.88   6.5     58  24.21   0.6     7

Current*     1.70     9  0.92   5.8     54  22.85   0.7     7

Average:    11   5.8     57   1.1  10.7

Growth(%):
5 Year:   2.5   2.8   2.7

10 Year:   0.5  -1.9   2.8
20 Year:   1.1   1.0   4.6

* Current EPS is the 4 Quarter Trailing to Q1/2009.
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PNG - Rating as of 21-Aug-06 = Mkt

Date Rating Change Share Price

1 22-Sep-06 Mkt  to OP $17.76

2 27-Oct-06 OP  to Mkt $19.30

3 24-Nov-06 Mkt  to OP $18.50

4 18-Jul-08 OP  to Mkt $17.20

1.55

1.60
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Company Risk Disclosure 
In addition to the risks involved in investing in common stocks generally, we also highlight the following risks that pertain to this company.  The 
company's natural gas transmission business depends on the continued availability of natural gas. The BCUC approves PNG�s customer rates and a fair 
return on the rate base. Changes in regulation may adversely affect performance. Natural gas and fuel oil compete with electricity for space heating in 
Pacific Northern Gas' service areas. Fluctuations in the price of natural gas could increase the working capital financing requirements and related costs 
for accounts receivable. In 2004, 75% of energy deliveries were made to four large industrial customers (67% to one customer, Methanex).  
Transportation service to Methanex was made pursuant to an agreement that expires in October 2009.  On August 30, 2005, Methanex announced that it 
will close its Kitimat facilities in early 2006.   
 
Analyst�s Certification 
I, Michael McGowan, CA, CFA, hereby certify that the views expressed in this report accurately reflect my personal views about the subject securities 
or issuers.  I also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views 
expressed in this report. 
 
General Disclosure 
The information and opinions in this report were prepared by both BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée./Ltd., collectively (�BMO 
NB�) and BMO Capital Markets Limited (U.K.), (�BMO CM Ltd�). BMO NB and BMO CM Ltd. are not subject to U.S. rules with regard to the 
preparation of research reports and the independence of analysts. �BMO Capital Markets� is a trade name used by the BMO Investment Banking 
Group, which includes the wholesale arm of Bank of Montreal and its subsidiaries BMO NB in Canada, BMO Capital Markets Ltd. in the U.K. and 
BMO Capital Markets Corp. in the U.S. BMO Capital Markets Ltd. and BMO Capital Markets Corp. are affiliates of BMO NB. Bank of Montreal or its 
subsidiaries (�BMO Financial Group�) has lending arrangements with, or provide other remunerated services to, many issuers covered by BMO NB 
research. A significant lending relationship may exist between BMO Financial Group and certain of the issuers mentioned herein. The opinions, 
estimates and projections contained in this report are those of BMO NB and BMO CM Ltd. as of the date of this report and are subject to change 
without notice. BMO NB and BMO CM Ltd. endeavour to ensure that the contents have been compiled or derived from sources that we believe are 
reliable and contain information and opinions that are accurate and complete. However, BMO NB and BMO CM Ltd. make no representation or 
warranty, express or implied, in respect thereof, takes no responsibility for any errors and omissions contained herein and accepts no liability 
whatsoever for any loss arising from any use of, or reliance on, this report or its contents. Information may be available to BMO NB, BMO CM Ltd or 
its affiliates that is not reflected in this report. The information in this report is not intended to be used as the primary basis of investment decisions, and 
because of individual client objectives, should not be construed as advice designed to meet the particular investment needs of any investor. This 
material is for information purposes only and is not an offer to sell or the solicitation of an offer to buy any security. The research analyst and/or 
associates who prepared this report are compensated based upon (among other factors) the overall profitability of BMO NB, BMO CM Ltd. and its 
affiliates, which includes the overall profitability of investment banking services. BMO NB, BMO CM Ltd., or its affiliates expect to receive or will 
seek compensation for investment banking services within the next 3 months from all issuers covered by BMO NB. BMO NB, BMO CM Ltd. or its 
affiliates will buy from or sell to customers the securities of issuers mentioned in this report on a principal basis. BMO NB, BMO CM Ltd. or its 
affiliates, officers, directors or employees may have a long or short position in the securities discussed herein, related securities or in options, futures or 
other derivative instruments based thereon. The reader should assume that BMO NB, BMO Capital Markets Ltd., BMO Capital Markets Corp., Bank of 
Montreal or their affiliates may have a conflict of interest and should not rely solely on this report in evaluating whether or not to buy or sell securities 
of issuers discussed herein. 
 
Company Specific Disclosure 
Disclosure 1: BMO NB has provided advice for a fee with respect to this issuer within the past 12 months. 
Disclosure 3: BMO NB has provided investment banking services with respect to this issuer within the past 12 months. 
Disclosure 7: BMO Capital Markets Corp. or an affiliate has received compensation for investment banking services from this issuer within the past 12 
months. 
Disclosure 9: BMO Capital Markets Corp. or an affiliate received compensation for products or services other than investment banking services within 
the past 12 months. 
Disclosure 10: This issuer is a client (or was a client) of BMO NB, BMO Capital Markets Corp., BMO CM Ltd. or an affiliate within the past 12 
months:  Investment Banking Services & Non-Investment Banking Securities Related Services. 
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Distribution of Ratings (June 11, 2009) 
Rating BMO BMO BMO Starmine 
Category Rating Universe I.B. Clients* Universe** 
Buy Outperform 31% 46% 46% 
Hold Market Perform 57% 47% 46% 
Sell Underperform 12% 7% 8% 
*   Reflects rating distribution of all companies where BMO Capital Markets has received compensation for Investment Banking services. 
** Reflects rating distribution of all North American equity research analysts. 
 
Ratings Key 
We use the following ratings system definitions:  
OP = Outperform - Forecast to outperform the market;  
Mkt = Market Perform - Forecast to perform roughly in line with the market;  
Und = Underperform - Forecast to underperform the market;  
(S) = speculative investment;  
NR = No rating at this time;  
R = Restricted � Dissemination of research is currently restricted. 
 
Market performance is measured by a benchmark index such as the S&P/TSX Composite Index, S&P 500, Nasdaq Composite, as appropriate for each 
company.  Prior to September 1, 2003, a fourth rating tier�Top Pick�was used to designate those stocks we felt would be the best performers relative 
to the market. Our six Top 15 lists which guide investors to our best ideas according to six different objectives (large, small, growth, value, income and 
quantitative) have replaced the Top Pick rating. 
 
Dissemination of Research 
Our research publications are available via our web site http://bmocapitalmarkets.com. Institutional clients may also receive our research via FIRST 
CALL Research Direct and Reuters. All of our research is made widely available at the same time to all BMO NB, BMO Capital Markets Ltd., BMO 
Capital Markets Corp. and BMO Nesbitt Burns Securities Ltd. client groups entitled to our research. Please contact your investment advisor or 
institutional salesperson for more information. 
 
Conflict Statement 
A general description of how BMO Financial Group identifies and manages conflicts of interest is contained in our public facing policy for managing 
conflicts of interest in connection with investment research which is available at: 
http://research-ca.bmocapitalmarkets.com/conflict_statement_public.asp 
 
Additional Matters 
TO U.S. RESIDENTS:  BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd., affiliates of BMO NB, furnish this report to U.S. 
residents and accept responsibility for the contents herein, except to the extent that it refers to securities of Bank of Montreal.  Any U.S. person wishing 
to effect transactions in any security discussed herein should do so through BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd.   
 
TO U.K. RESIDENTS:  In the UK this document is published by BMO Capital Markets Limited which is authorised and regulated by the Financial 
Services Authority.  The contents hereof are intended solely for the use of, and may only be issued or passed on to, (I) persons who have professional 
experience in matters relating to investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 
2005 (the �Order�) or (II) high net worth entities falling within Article 49(2)(a) to (d) of the Order (all such persons together referred to as �relevant 
persons�).  The contents hereof are not intended for the use of and may not be issued or passed on to, retail clients. 
 
BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée/Ltd.  are Members of CIPF.  BMO Capital Markets Corp. and BMO Nesbitt Burns Securities 
Ltd. are Members of SIPC. 
 
"BMO Capital Markets" is a trade-mark of Bank of Montreal, used under licence.   
"BMO (M-Bar roundel symbol)" is a registered trade-mark of Bank of Montreal, used under licence. 
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This report was prepared by an analyst(s) employed by BMO Nesbitt Burns Inc., and who is (are) not registered as a 
research analyst(s) under FINRA rules.  For disclosure statements, including the Analyst's Certification, please refer to 
pages 2 to 5. 
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(416) 359-5807 
Michael.McGowan@bmo.com 
Assoc: Mark Laing, CA 
 

 

Q4/09 Results Exceed Expectations; Dividend Increased by 12% 
   

Impact  Slightly Positive 
   

Details & Analysis  Pacific Northern Gas reported Q4/09 EPS of $0.95 (basic), which was
greater than our estimate of $0.82 and Q4/08 EPS of $0.84.  Complete
financial statements were not included in the press release; however,
reasons cited for the increased earnings included an accrual for higher
regulated rates of return on equity and lower capital expenditures related
to the Kitimat to Summit Lake project.  In addition, PNG announced that 
it is increasing its annual dividend by 12% to $1.12/share vs. the current
annualized rate of $1.00/share.  The revised quarterly dividend of
$0.28/share is payable on March 22, 2010, to shareholders of record as of
March 8, 2010.  Although we generally view dividend increases
favourably, we were surprised by the timing of this announcement
considering that: (1) one of the company’s largest remaining shippers,
West Fraser, completed the closure of its Eurocan paper mill in January 
2010; and (2) PNG may face increased development costs associated with
the Kitimat to Summit Lake initiative over the next two years.   
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5

10

15

20

25

30

5

10

15

20

25

30

Quarterly Price

1980 1985 1990 1995 2000 2005 2010

40

60

80

100

120

140

40

60

80

100

120

140

PNG Relative to S&P/TSX Comp.
PNG Relative to Gas Utilities

50

0

1

2

Revenue / Share 
 Price / Revenue 

1985 1990 1995 2000 2005 2010

2

4

0

10

20

EPS (4 Qtr Trailing)
 Price / Earnings 

 

FYE EPS P/E DPS Yield Payout BV P/B ROE
(Dec.)  $   $   $   %   %     %  

1987     1.31     8  0.75   7.4     57   8.97   1.1    15
1988     1.34     8  0.75   6.6     56   9.24   1.2    15
1989     1.45     8  0.75   6.4     52   9.92   1.2    15
1990     1.61     7  0.75   6.7     47  10.76   1.0    16
1991     1.66     8  0.80   5.9     48  11.62   1.2    15
1992     1.55    11  0.80   4.8     52  12.37   1.3    13
1993     1.63    13  0.88   4.0     54  12.37   1.8    13
1994     1.80    11  0.88   4.3     49  12.37   1.6    15
1995     1.67    13  0.96   4.6     57  14.57   1.4    12
1996     2.01    11  0.96   4.3     48  15.61   1.4    13
1997     2.16    14  1.04   3.5     48  16.42   1.8    13
1998     1.73    16  1.12   4.1     65  17.39   1.6    10
1999     1.92     9  1.12   6.5     58  18.19   1.0    11
2000     1.83     4  1.12  14.1     61  19.44   0.4    10
2001     1.52     6  1.12  11.7     74  20.95   0.5     8
2002     1.25    13  1.12   6.3     82  19.27   0.9     6
2003     1.46    13  0.80   4.1     54  19.96   1.0     7
2004     1.38    15  0.80   3.8     57  20.52   1.0     7
2005     1.72    11  0.80   4.1     46  21.43   0.9     8
2006     1.25    14  0.80   4.4     63  21.91   0.8     6
2007     1.10    17  0.80   4.3     72  22.16   0.8     5
2008     1.52     9  0.88   6.5     58  24.21   0.6     7

Current*     1.60    13  1.00   4.7     63  23.25   0.9     7

Average:    11   5.8     57   1.1  10.7

Growth(%):
5 Year:   2.5   4.6   2.5

10 Year:  -1.8  -1.1   2.5
20 Year:   0.5   1.4   4.4

* Current EPS is the 4 Quarter Trailing to Q3/2009.
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PNG - Rating as of 27-Feb-07 = OP

Date Rating Change Share Price

1 18-Jul-08 OP  to Mkt $17.20

 



 
IMPORTANT DISCLOSURES 
 
Analyst's Certification 
I, Michael McGowan, CA, CFA, hereby certify that the views expressed in this report accurately reflect my personal 
views about the subject securities or issuers.  I also certify that no part of my compensation was, is, or will be, 
directly or indirectly, related to the specific recommendations or views expressed in this report. 
Analysts who prepared this report are compensated based upon (among other factors) the overall profitability of 
BMO Capital Markets and their affiliates, which includes the overall profitability of investment banking services.  
Compensation for research is based on effectiveness in generating new ideas and in communication of ideas to 
clients, performance of recommendations, accuracy of earnings estimates, and service to clients. 
Company Specific Disclosure 
Disclosure 5: BMO Capital Markets or an affiliate received compensation for products or services other than 
investment banking services within the past 12 months. 
Disclosure 6: This issuer is a client (or was a client) of BMO NB, BMO Capital Markets Corp., BMO CM Ltd. or an 
affiliate within the past 12 months:  Non-Investment Banking Securities Related Services. 
 
Methodology and Risks to Price Target/Valuation 
Methodology: Our target price is based on a weighted valuation approach: 13x 2011E diluted EPS (12.5%); 1.0x 
2011E BVPS (12.5%) and a target yield of 5.75% based on 2011E dividends per share (75%). 
Risks: The company's natural gas transmission business depends on the continued availability of natural gas. The 
BCUC approves PNG’s customer rates and a fair return on the rate base. Changes in regulation may adversely affect 
performance. Natural gas and fuel oil compete with electricity for space heating in Pacific Northern Gas' service 
areas. Fluctuations in the price of natural gas could increase the working capital financing requirements and related 
costs for accounts receivable. In 2004, 75% of energy deliveries were made to four large industrial customers (67% 
to one customer, Methanex).  Transportation service to Methanex was made pursuant to an agreement that expires in 
October 2009.  On August 30, 2005, Methanex announced that it will close its Kitimat facilities in early 2006.  On 
October 28, 2009 another large industrial customer (West Fraser Timber Co. Ltd. announced that it was permanently 
closing its mill on January 31, 2010. 
 
Distribution of Ratings (Dec. 31, 2009) 
 

Rating 
Category 

 
BMO Rating 

BMOCM US  
Universe* 

BMOCM US
IB Clients** 

BMOCM US
IB Clients*** 

BMOCM 
Universe**** 

BMOCM 
IB Clients***** 

First Call 
Universe 

Buy Outperform 32.2% 12.3% 38.3% 36.1% 47.9% 50% 
Hold Market Perform 62.6% 10.2% 61.7% 56.9% 48.9% 43% 
Sell Underperform 5.3% 0% 0% 6.9% 3.2% 7% 

* Reflects rating distribution of all companies covered by BMO Capital Markets Corp. equity research 
analysts. 

** Reflects rating distribution of all companies from which BMO Capital Markets Corp. has received 
compensation for Investment Banking services as percentage within ratings category. 

*** Reflects rating distribution of all companies from which BMO Capital Markets Corp. has received 
compensation for Investment Banking services as percentage of Investment Banking clients. 

**** Reflects rating distribution of all companies covered by BMO Capital Markets equity research analysts. 
***** Reflects rating distribution of all companies from which BMO Capital Markets has received 

compensation for Investment Banking services as percentage of Investment Banking clients. 
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Ratings and Sector Key 
We use the following ratings system definitions:  
OP = Outperform - Forecast to outperform the market;  
Mkt = Market Perform - Forecast to perform roughly in line with the market;  
Und = Underperform - Forecast to underperform the market;  
(S) = speculative investment;  
NR = No rating at this time;  
R = Restricted – Dissemination of research is currently restricted. 
 
Market performance is measured by a benchmark index such as the S&P/TSX Composite Index, S&P 500, Nasdaq 
Composite, as appropriate for each company.  BMO Capital Markets eight Top 15 lists guide investors to our best 
ideas according to different objectives (Canadian large, small, growth, value, income, quantitative; and US large, US 
small) have replaced the Top Pick rating. 
 
Other Important Disclosures  
For Important Disclosures on the stocks discussed in this report, please go to http://research-
ca.bmocm.com/Company_Disclosure_Public.asp 
or http://research-us.bmocm.com/company_Disclosure_Public.asp or write to Editorial Department, BMO Capital 
Markets, 3 Times Square, New York, NY  10036 or Editorial Department, BMO Capital Markets, 1 First Canadian 
Place, Toronto, Ontario, M5X 1H3. 
 
Prior BMO Capital Markets Ratings Systems 
http://research-us.bmocapitalmarkets.com/documents/2009/prior_rating_systems.pdf  
 
Dissemination of Research 
Our research publications are available via our web site http://bmocapitalmarkets.com/research/.  Institutional clients 
may also receive our research via FIRST CALL, FIRST CALL Research Direct, Reuters, Bloomberg, FactSet, 
Capital IQ, and TheMarkets.com.  All of our research is made widely available at the same time to all BMO Capital 
Markets client groups entitled to our research. Additional dissemination may occur via email or regular mail.  Please 
contact your investment advisor or institutional salesperson for more information. 
 
Conflict Statement 
A general description of how BMO Financial Group identifies and manages conflicts of interest is contained in our 
public facing policy for managing conflicts of interest in connection with investment research which is available at 
http://research-ca.bmocapitalmarkets.com/Conflict_Statement_Public.asp 
or http://research-us.bmocapitalmarkets.com/Conflict_Statement_Public.asp. 
 
General Disclaimer 
“BMO Capital Markets” is a trade name used by the BMO Investment Banking Group, which includes the 
wholesale arm of Bank of Montreal and its subsidiaries BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée./Ltd., 
BMO Capital Markets Ltd. in the U.K. and BMO Capital Markets Corp. in the U.S.  BMO Nesbitt Burns Inc., BMO 
Capital Markets Ltd. and BMO Capital Markets Corp are affiliates. Bank of Montreal or its subsidiaries (“BMO 
Financial Group”) has lending arrangements with, or provide other remunerated services to, many issuers covered 
by BMO Capital Markets. The opinions, estimates and projections contained in this report are those of BMO Capital 
Markets as of the date of this report and are subject to change without notice. BMO Capital Markets endeavours to 
ensure that the contents have been compiled or derived from sources that we believe are reliable and contain 
information and opinions that are accurate and complete. However, BMO Capital Markets makes no representation 
or warranty, express or implied, in respect thereof, takes no responsibility for any errors and omissions contained 
herein and accepts no liability whatsoever for any loss arising from any use of, or reliance on, this report or its 
contents. Information may be available to BMO Capital Markets or its affiliates that is not reflected in this report. 
The information in this report is not intended to be used as the primary basis of investment decisions, and because of 
individual client objectives, should not be construed as advice designed to meet the particular investment needs of 
any investor. This material is for information purposes only and is not an offer to sell or the solicitation of an offer to 
buy any security. BMO Capital Markets or its affiliates will buy from or sell to customers the securities of issuers 
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mentioned in this report on a principal basis. BMO Capital Markets or its affiliates, officers, directors or employees 
have a long or short position in many of the securities discussed herein, related securities or in options, futures or 
other derivative instruments based thereon. The reader should assume that BMO Capital Markets or its affiliates 
may have a conflict of interest and should not rely solely on this report in evaluating whether or not to buy or sell 
securities of issuers discussed herein. 
Additional Matters 
To Canadian Residents:  BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltee/Ltd., affiliates of BMO Capital 
Markets Corp., furnish this report to Canadian residents and accept responsibility for the contents herein subject to 
the terms set out above. Any Canadian person wishing to effect transactions in any of the securities included in this 
report should do so through BMO Nesbitt Burns Inc. and/or BMO Nesbitt Burns Ltee/Ltd. 
To U.S. Residents:  BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd., affiliates of BMO NB, 
furnish this report to U.S. residents and accept responsibility for the contents herein, except to the extent that it 
refers to securities of Bank of Montreal.  Any U.S. person wishing to effect transactions in any security discussed 
herein should do so through BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd.   
To U.K. Residents:  In the UK this document is published by BMO Capital Markets Limited which is authorised and 
regulated by the Financial Services Authority.  The contents hereof are intended solely for the use of, and may only 
be issued or passed on to, (I) persons who have professional experience in matters relating to investments falling 
within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the 
“Order”) or (II) high net worth entities falling within Article 49(2)(a) to (d) of the Order (all such persons together 
referred to as “relevant persons”).  The contents hereof are not intended for the use of and may not be issued or 
passed on to, retail clients. 
 

ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST 
BMO Financial Group (NYSE, TSX: BMO) is an integrated financial services provider offering a range of retail banking, wealth management, and investment and 
corporate banking products. BMO serves Canadian retail clients through BMO Bank of Montreal and BMO Nesbitt Burns. In the United States, retail clients are 
served through Harris N.A. Investment and corporate banking services are provided in Canada and the US through BMO Capital Markets. 
BMO Capital Markets is a trade name used by BMO Financial Group for the wholesale banking businesses of Bank of Montreal, Harris N.A. and BMO Ireland Plc, 
and the institutional broker dealer businesses of BMO Capital Markets Corp. (Member SIPC), BMO Nesbitt Burns Trading Corp. and BMO Capital Markets GKST 
Inc. (Member SIPC) in the U.S., BMO Nesbitt Burns Inc. (Member CIPF) in Canada, Europe and Asia, BMO Nesbitt Burns Securities Limited (U.S. registered and 
member of FINRA), and BMO Nesbitt Burns Ltée/Ltd. (Member CIPF) in Canada, and BMO Capital Markets Limited in Europe and Australia.  “Nesbitt Burns” is a 
registered trademark of BMO Nesbitt Burns Corporation Limited, used under license. “BMO Capital Markets” is a trademark of Bank of Montreal, used under license. 
"BMO (M-Bar roundel symbol)" is a registered trademark of Bank of Montreal, used under license. 

®  Registered trademark of Bank of Montreal in the United States, Canada and elsewhere. 
TM Trademark Bank of Montreal 
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April 7, 2010 
Research Comment 
Toronto, Ontario 
 

Michael McGowan, CA, CFA 
BMO Nesbitt Burns Inc. 
(416) 359-5807 
Michael.McGowan@bmo.com 
Assoc: Mark Laing, CA 
 

Hydro Acquisition Announced; 
Market Perform Rating Maintained 

Price (7-Apr) $22.70 52-Week High $23.96 
Target Price $20.00 52-Week Low $11.93 
 

 

ed by BMO Nesbitt Burns Inc., and who is (are) not registere
 the Analyst's Certification, please refer to pages 4 to 6. 

Event 
Pacific Northern Gas announced that it has acquired a 97% interest in the 9.8
MW McNair Creek run of river hydro facility for $17 million ($1,735/kW). 
The acquisition will be financed through the assumption of existing debt
(approximately $9.4 million) and utilization of the company’s existing credit
facility.  After the acquisition is complete, PNG’s debt-to-capitalization ratio is 
expected to increase to approximately 51%, up from approximately 46.5% at the 
end of Q4/09.  The McNair Creek project was awarded a 20-year PPA with BC 
Hydro in 2001 and the facility was commissioned on November 3, 2004.
Expected annual electricity production from the plant is 30–32 GWh. 

0.8

1.0

1.2

1.4

1.6

1.8

2.0

Pacific Nthn. Gas A (PNG)
Price: High,Low,Close Earnings/Share

10

15

20

25

 
Impact 
Mixed.  We believe this project is a first step in an attempt to diversify PNG’s
earnings away from its core regulated natural gas distribution system, which has
experienced declining volumes.  Although McNair Creek is expected to be 
accretive to earnings and cash flow, we believe it could reduce the company’s 
attractiveness as a pure-play pipeline company, should the KSL project proceed.
 
Forecasts 
We have updated our model to reflect the acquisition. Our diluted EPS estimates
increase to $1.89 from $1.88 in 2010E and to $1.90 from $1.86 in 2011E. 
 
Valuation 
We are increasing our target price slightly to $20 from $19.50.  Our $20 price
target is based on a weighted valuation approach: 13x 2011E diluted EPS of
$1.90 (12.5%); 1.0x 2011E BVPS of $25.62 (12.5%); and a 6.25% dividend 
yield applied to 2011E DPS of $1.12 (75%). 
 
Recommendation 
At current levels, we believe shares are reasonably valued.  Our rating is Market
Perform. 
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(FY-Dec.) 2008A 2009A 2010E 2011E 
EPS $1.52  $1.71  $1.89 $1.90
P/E   12.0x 11.9x 
 
CFPS $4.59  $5.25  $4.99 $5.05
P/CFPS   4.5x 4.5x 
 
Div.  $0.88 $0.96 $1.12 $1.12 
EV ($mm) $147 $141 $164 $160 
EBITDA ($mm) $23.6 $22.8 $24.9 $24.7 
E
 

V/EBITDA 6.2x 6.2x 6.6x 6.5x 

Quarterly EPS Q1 Q2 Q3 Q4 
2008A $1.21  -$0.08  -$0.44  $0.84 
2009A $1.38  -$0.13  -$0.49  $0.95 
2010E $1.48  -$0.03 -$0.51 $0.96 
 
Dividend $1.12 Yield 4.9% 
Book Value $24.03 Price/Book 0.9x 
Shares O/S (mm) 3.5 Mkt. Cap ($mm) $80 
Float O/S (mm) 3.5 Float Cap ($mm) $80 
Wkly Vol (000s) 23 Wkly $ Vol (mm) $0.4 
Net Debt ($mm) $74.6 Next Rep. Date 30-Apr (E) 

Notes: All values in C$; Estimates are weather normal 
Major Shareholders: Widely held 
First Call Mean Estimates: PACIFIC NORTHERN GAS LTD 'A' (C$) 
2010E: $1.88; 2011E: $1.86 

Changes Annual EPS Annual CFPS Quarterly EPS Target
 2010E $1.88 to $1.89 2010E $4.90 to $4.99     Q2/10E -$0.07 to -$0.03 $19.50 to $20.00 
 2011E $1.86 to $1.90 2011E $4.89 to $5.05     Q3/10E -$0.47 to -$0.51  



BMO Capital Markets Pacific Northern Gas 
 

Page 2  April 7, 2010   

Table 1:  McNair Creek Assumptions 

Assumptions 2010E 2011E
Purchase Price ($mm) $17.0 $17.0
Net Capacity (MW) 9.8           9.8           
Potential Energy Production (GWh) 63.0         85.8         
Utilization Rate 32.0% 36.1%
Actual Energy Production (GWh) 20.2         31.0         
Realized Power Price $59.00 $59.00
Operating Expenses ($/MWh) $11.00 $11.00
Useful Life (Years) 40.0 40.0
Tax Rate 32% 32%
Shares o/s 3.6 3.6
Cost of Debt - non-recourse 7.4% 7.4%
Cost of Debt - bank facility 2.0% 2.0%
% of Project Financed with Debt - non-recourse 55.0% 55.0%
% of Project Financed with Debt - bank facility 45.0% 45.0%

Financial Estimates
Realized Power Price ($/MWh) $59.00 $59.00
Energy Production (GWh) 20.2         31.0         
Power Revenue ($mm) $1.2 $1.8
Operating Expenses 0.2 0.3
Amortization 0.3 0.4
Interest Expense - non-recourse 0.5 0.7
Interest Expense - bank facility 0.1 0.2
Total Expenses $1.2 $1.6
Net Income Before Taxes $0.0 $0.2
Income Tax Expense 0.0           0.1           
Net Income $0.0 $0.2
EPS Accretion $0.01 $0.04
Add/(Deduct):
Amortization 0.3 0.4
Operating Cash Flow 0.3$         0.6$         
CPS Accretion 0.09$       0.17$       
Source BMO Capital Markets  
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Table 2:  Consolidated Summary 
07-Apr-10 Michael McGowan
Current Price: $22.70 BMO Capital Markets
12-Month Target Price: $20.00
ROR: -7.0% Recommendation: Market Perform

2002 2003 2004 2005 2006 2007 2008 2009 2010E 2011E
Total Earnings Per Share $1.28 $1.49 $1.41 $1.75 $1.27 $1.11 $1.53 $1.72 $1.91 $1.92
Fully Diluted EPS $1.25 $1.46 $1.38 $1.72 $1.25 $1.10 $1.52 $1.71 $1.89 $1.90
Dividends $0.00 $0.80 $0.80 $0.80 $0.80 $0.80 $0.88 $0.96 $1.12 $1.12
Payout Ratio 0.0% 53.8% 56.8% 45.8% 63.0% 72.4% 57.6% 55.7% 58.6% 58.5%
Average Shares (mm) 3.5 3.6 3.6 3.6 3.6 3.6 3.7 3.6 3.6 3.6
Net Book Value $21.62 $19.25 $20.52 $21.44 $21.91 $22.17 $22.85 $24.03 $24.82 $25.62

Market Valuation
Price:  High $18.00 $19.50 $22.00 $24.00 $19.75 $19.00 $18.65 $19.30 - -
Price:  Low $9.35 $14.00 $17.28 $17.37 $16.96 $17.50 $12.11 $11.40 - -

Price:  Current - - - - - - - - $22.70
P/E Ratio:  High 14.0 13.1 15.6 13.7 15.5 17.2 12.2 11.2 - -
P/E Ratio:  Low 7.3 9.4 12.3 9.9 13.3 15.8 7.9 6.6 - -

P/E Ratio:  Current - - - - - - - - 11.9 1
Price/Book Value:  High 0.8 1.0 1.1 1.1 0.9 0.9 0.8 0.8 - -
Price/Book Value:  Low 0.4 0.7 0.8 0.8 0.8 0.8 0.5 0.5 - -

Price/Book Value:  Current - - - - - - - - 0.9 0.9
Yield:  High Price 0.0% 4.1% 3.6% 3.3% 4.1% 4.2% 4.7% 5.0% -
Yield:  Low Price 0.0% 5.7% 4.6% 4.6% 4.7% 4.6% 7.3% 8.4% -

Yield:  Current - - - - - - - - 4.9% 4.9%

Balance Sheet ($mm)
Debt (S-T) 4.4 7.3 10.4 14.7 10.0 11.2 5.4 6.1 20.4 25.0
Debt (L-T) 90.2 85.8 81.4 76.6 71.7 72.8 74.5 72.4 73.4 64.6

Deferred Items 17.0 17.9 15.8 15.7 24.0 18.5 13.8 14.0 15.5 17.0
Preferred Shares 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0

Shareholders' Equity 76.7

-

1.8

-
-

69.4 73.9 77.7 79.8 81.2 83.7 85.4 88.2 91.1
193.3 185.4 186.7 189.7 190.5 188.9 182.5 182.9 202.6 202.7

Balance Sheet (%)
Debt (S-T) 2.3% 3.9% 5.6% 7.7% 5.2% 6.0% 3.0% 3.4% 10.1% 12.3
Debt (L-T) 46.7% 46.3% 43.6% 40.4% 37.6% 38.6% 40.8% 39.6% 36.2% 31.9%

Deferred Items 8.8% 9.7% 8.5% 8.3% 12.6% 9.8% 7.6% 7.6% 7.6% 8.4%
Preferred Shares 2.6% 2.7% 2.7% 2.6% 2.6% 2.7% 2.7% 2.7% 2.5% 2.5%

Shareholders' Equity 39.7%

%

37.4% 39.6% 41.0% 41.9% 43.0% 45.9% 46.7% 43.6% 45.0%
100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Income Statement ($mm)
Total Revenue 109.1 133.7 137.8 160.0 138.8 129.5 132.8 104.1 93.9 94.7

EBIT 19.5 18.5 17.5 18.6 17.6 14.3 14.9 14.6 16.7 16.6
NPAT 4.9 5.7 5.4 6.7 5.0 4.4 5.9 6.5 7.1 7.2

Preferred Share Dividends 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3
Net Earnings to Common 4.6 5.3 5.1 6.3 4.6 4.0 5.6 6.2 6.8 6.8

Cash Flow from Operations 12.8 12.2 16.4 11.8 17.6 (2.6) 16.8 18.9 17.7 18.0
Key Statistics

Average Utility Rate Base ($mm) 166.8 165.4 167.2 165.2 162.4 165.6 167.9 171.3 168.8 165.9
Growth Rate -1.98% -0.87% 1.10% -1.19% -1.67% 1.95% 1.38% 2.02% -1.45% -1.71%

2007 - 2010 CAGR 0.64% -0.39%
Allowed Return on Equity 9.88% 10.17% 9.80% 9.68% 9.45% 9.02% 9.27% 9.12% 10.15% 10.15%

Deemed Equity 36.00% 36.00% 36.00% 40.00% 40.00% 40.00% 40.00% 40.00% 40.00% 40.00%

Sensitivity 

100 bp Change ROE
Change Total Income 0.6 0.6 0.6 0.7 0.6 0.7 0.7 0.7 0.7 0.7

Change Per Share 0.17 0.17 0.17 0.18 0.18 0.18 0.18 0.19 0.19 0.19
100 bp Change in Deemed Equity

Change Total Income 0.2 0.2 0.2 0.2 0.2 0.1 0.2 0.2 0.2 0.2
Change Per Share 0.05 0.05 0.05 0.04 0.04 0.04 0.04 0.04 0.05 0.05

1.00% Change in Average Rate Base
Change Total Income 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1

Change Per Share 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02
Source:  BMO Capital Markets

Year Ended December 31
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FYE EPS P/E DPS Yield Payout BV P/B ROE
(Dec.)  $   $   $   %   %     %  

1987     1.31     8  0.75   7.4     57   8.97   1.1    15
1988     1.34     8  0.75   6.6     56   9.24   1.2    15
1989     1.45     8  0.75   6.4     52   9.92   1.2    15
1990     1.61     7  0.75   6.7     47  10.76   1.0    16
1991     1.66     8  0.80   5.9     48  11.62   1.2    15
1992     1.55    11  0.80   4.8     52  12.37   1.3    13
1993     1.63    13  0.88   4.0     54  12.37   1.8    13
1994     1.80    11  0.88   4.3     49  12.37   1.6    15
1995     1.67    13  0.96   4.6     57  14.57   1.4    12
1996     2.01    11  0.96   4.3     48  15.61   1.4    13
1997     2.16    14  1.04   3.5     48  16.42   1.8    13
1998     1.73    16  1.12   4.1     65  17.39   1.6    10
1999     1.92     9  1.12   6.5     58  18.19   1.0    11
2000     1.83     4  1.12  14.1     61  19.44   0.4    10
2001     1.52     6  1.12  11.7     74  20.95   0.5     8
2002     1.25    13  1.12   6.3     82  19.27   0.9     6
2003     1.46    13  0.80   4.1     54  19.96   1.0     7
2004     1.38    15  0.80   3.8     57  20.52   1.0     7
2005     1.72    11  0.80   4.1     46  21.43   0.9     8
2006     1.25    14  0.80   4.4     63  21.91   0.8     6
2007     1.10    17  0.80   4.3     72  22.16   0.8     5
2008     1.52     9  0.88   6.5     58  24.21   0.6     7
2009     1.71    11  1.00   5.3     58  24.03   0.8     7

Current*     1.71    13  1.12   4.9     65  24.03   0.9     7

Average:    11   5.7     57   1.1  10.5

Growth(%):
5 Year:   2.8   7.0   3.2

10 Year:  -1.8   0.0   2.8
20 Year:   0.9   2.0   4.5

* Current EPS is the 4 Quarter Trailing to Q4/2009.
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Research Comment 
Toronto, Ontario 
 

Michael McGowan, CA, CFA 
BMO Nesbitt Burns Inc. 
(416) 359-5807 
Michael.McGowan@bmo.com 
Assoc: Mark Laing, CA 
 

Q1/10 Results in Line; Market Perform Rating 
Maintained 

Event 
Pacific Northern Gas reported Q1/10 EPS of $1.51, which was consistent with
our estimate of $1.48 and greater than Q1/09 EPS of $1.39.  The increase in 
earnings from Q1/10 vs. Q1/09 is largely due to increases in the benchmark 
ROE for regulated utilities in British Columbia.  Benchmark ROEs increased to
9.50% in Q1/10 vs. 8.47% in Q1/09; however, PNG’s divisions earn regulated
rates of return that include premiums ranging 40–65 basis points over the 
benchmark return on equity.   

Price (29-Apr) $24.10 52-Week High $24.44 
Target Price $21.50 52-Week Low $12.71 
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Impact 
Neutral.  Results were generally consistent with our expectations and no new
material developments associated with the Kitimat to Summit Lake (KSL) were
disclosed in the release.       
 
Forecasts 
We have updated our estimates to reflect Q1 results.  There are no changes to
our annual forecasts; however, we have modified the profile of our quarterly
EPS estimates. 
 
Valuation 
We are increasing our target price to $21.50 from $20.00 to reflect lower market 
risk premiums.  Our $21 price target is based on a weighted valuation approach: 
13x 2011E diluted EPS of $1.90 (12.5%); 1.0x 2011E BVPS of $25.62 (12.5%);
and a 5.5% dividend yield (previously 6.25%) applied to 2011E DPS of $1.12 
(75%). 
 
Recommendation 
At current levels, we believe the shares are reasonably valued.  Our rating is
Market Perform. 
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(FY-Dec.) 2008A 2009A 2010E 2011E 
EPS $1.52  $1.71  $1.89  $1.90 
P/E   12.8x 12.7x 
 
CFPS $4.59  $5.25  $4.99  $5.05 
P/CFPS   4.8x 4.8x 
 
Div.  $0.88 $0.96 $1.12 $1.12 
EV ($mm) $147 $141 $184 $180 
EBITDA ($mm) $23.6 $22.8 $25.8 $25.8 
E
 

V/EBITDA 6.2x 6.2x 7.1x 7.0x 

Quarterly EPS Q1 Q2 Q3 Q4 
2008A $1.21  -$0.08  -$0.44  $0.84 
2009A $1.38  -$0.13  -$0.49  $0.95 
2010E $1.51a -$0.03 -$0.53 $0.95
 
Dividend $1.12 Yield 4.6% 
Book Value $25.19 Price/Book 1.0x 
Shares O/S (mm) 3.6 Mkt. Cap ($mm) $86 
Float O/S (mm) 3.6 Float Cap ($mm) $86 
Wkly Vol (000s) 23 Wkly $ Vol (mm) $0.4 
Net Debt ($mm) $77.0 Next Rep. Date 31-Jul (E) 

Notes: All values in C$; Estimates are weather normal 
Major Shareholders: Widely held 
First Call Mean Estimates: PACIFIC NORTHERN GAS LTD 'A' (C$) 
2010E: $1.89; 2011E: $1.90 

Changes   Quarterly EPS Target
             Q2/10E -$0.03 to -$0.03 $20.00 to $21.50 
             Q3/10E -$0.51 to -$0.53  
             Q4/10E $0.96 to $0.95    
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Table 1:  Consolidated Summary 
29-Apr-10 Michael McGowan
Current Price: $24.10 BMO Capital Markets
12-Month Target Price: $21.50
ROR: -6.1% Recommendation: Market Perform

2002 2003 2004 2005 2006 2007 2008 2009 2010E 2011E
Total Earnings Per Share $1.28 $1.49 $1.41 $1.75 $1.27 $1.11 $1.53 $1.72 $1.91 $1.92
Fully Diluted EPS $1.25 $1.46 $1.38 $1.72 $1.25 $1.10 $1.52 $1.71 $1.89 $1.90
Dividends $0.00 $0.80 $0.80 $0.80 $0.80 $0.80 $0.88 $0.96 $1.12 $1.12
Payout Ratio 0.0% 53.8% 56.8% 45.8% 63.0% 72.4% 57.6% 55.7% 58.7% 58.4%
Average Shares (mm) 3.5 3.6 3.6 3.6 3.6 3.6 3.7 3.6 3.6 3.6
Net Book Value $21.62 $19.25 $20.52 $21.44 $21.91 $22.17 $22.85 $24.03 $24.82 $25.62

Market Valuation
Price:  High $18.00 $19.50 $22.00 $24.00 $19.75 $19.00 $18.65 $19.30 - -
Price:  Low $9.35 $14.00 $17.28 $17.37 $16.96 $17.50 $12.11 $11.40 - -

Price:  Current - - - - - - - - $24.10
P/E Ratio:  High 14.0 13.1 15.6 13.7 15.5 17.2 12.2 11.2 - -
P/E Ratio:  Low 7.3 9.4 12.3 9.9 13.3 15.8 7.9 6.6 - -

P/E Ratio:  Current - - - - - - - - 12.6 1
Price/Book Value:  High 0.8 1.0 1.1 1.1 0.9 0.9 0.8 0.8 - -
Price/Book Value:  Low 0.4 0.7 0.8 0.8 0.8 0.8 0.5 0.5 - -

Price/Book Value:  Current - - - - - - - - 1.0 0.9
Yield:  High Price 0.0% 4.1% 3.6% 3.3% 4.1% 4.2% 4.7% 5.0% -
Yield:  Low Price 0.0% 5.7% 4.6% 4.6% 4.7% 4.6% 7.3% 8.4% -

Yield:  Current - - - - - - - - 4.6% 4.6%

Balance Sheet ($mm)
Debt (S-T) 4.1 7.0 10.1 14.4 10.0 11.2 5.4 6.1 20.4 25
Debt (L-T) 90.2 85.8 81.4 76.6 71.7 72.8 74.5 72.4 73.4 64

Deferred Items 17.0 17.9 15.8 15.7 24.0 18.5 13.8 14.0 15.5 17
Preferred Shares 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0

Shareholders' Equity 76.7

-

2.6

-
-

.0

.6

.0

69.4 73.9 77.7 79.8 81.2 83.7 85.4 88.2 91.1
193.0 185.1 186.4 189.4 190.5 188.9 182.5 182.9 202.6 202.7

Balance Sheet (%)
Debt (S-T) 2.1% 3.8% 5.4% 7.6% 5.2% 6.0% 3.0% 3.4% 10.1% 12.3
Debt (L-T) 46.7% 46.4% 43.7% 40.4% 37.6% 38.6% 40.8% 39.6% 36.2% 31.9%

Deferred Items 8.8% 9.7% 8.5% 8.3% 12.6% 9.8% 7.6% 7.6% 7.6% 8.4%
Preferred Shares 2.6% 2.7% 2.7% 2.6% 2.6% 2.7% 2.7% 2.7% 2.5% 2.5%

Shareholders' Equity 39.7%

%

37.5% 39.7% 41.1% 41.9% 43.0% 45.9% 46.7% 43.6% 45.0%
100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Income Statement ($mm)
Total Revenue 109.1 133.7 137.8 160.0 138.8 129.5 132.8 104.1 93.9 94.7

EBIT 19.5 18.5 17.5 18.6 17.6 14.3 14.9 14.6 16.7 16
NPAT 4.9 5.7 5.4 6.7 5.0 4.4 5.9 6.5 7.1 7.2

Preferred Share Dividends 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3
Net Earnings to Common 4.6 5.3 5.1 6.3 4.6 4.0 5.6 6.2 6.8 6.8

Cash Flow from Operations 13.1 12.2 16.4 11.8 17.6 (2.6) 16.8 18.9 17.7 18.0
Key Statistics

Average Utility Rate Base ($mm) 166.8 165.4 167.2 165.2 162.4 165.6 167.9 171.3 168.8 165.9
Growth Rate -1.98% -0.87% 1.10% -1.19% -1.67% 1.95% 1.38% 2.02% -1.45% -1.71%

2007 - 2010 CAGR 0.64% -0.39%
Allowed Return on Equity 9.88% 10.17% 9.80% 9.68% 9.45% 9.02% 9.27% 9.12% 10.15% 10.15%

Deemed Equity 36.00% 36.00% 36.00% 40.00% 40.00% 40.00% 40.00% 40.00% 40.00% 40.00%

Year Ended December 31

.6

 
Source:  BMO Capital Markets
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FYE EPS P/E DPS Yield Payout BV P/B ROE
(Dec.)  $   $   $   %   %     %  

1987     1.31     8  0.75   7.4     57   8.97   1.1    15
1988     1.34     8  0.75   6.6     56   9.24   1.2    15
1989     1.45     8  0.75   6.4     52   9.92   1.2    15
1990     1.61     7  0.75   6.7     47  10.76   1.0    16
1991     1.66     8  0.80   5.9     48  11.62   1.2    15
1992     1.55    11  0.80   4.8     52  12.37   1.3    13
1993     1.63    13  0.88   4.0     54  12.37   1.8    13
1994     1.80    11  0.88   4.3     49  12.37   1.6    15
1995     1.67    13  0.96   4.6     57  14.57   1.4    12
1996     2.01    11  0.96   4.3     48  15.61   1.4    13
1997     2.16    14  1.04   3.5     48  16.42   1.8    13
1998     1.73    16  1.12   4.1     65  17.39   1.6    10
1999     1.92     9  1.12   6.5     58  18.19   1.0    11
2000     1.83     4  1.12  14.1     61  19.44   0.4    10
2001     1.52     6  1.12  11.7     74  20.95   0.5     8
2002     1.25    13  1.12   6.3     82  19.27   0.9     6
2003     1.46    13  0.80   4.1     54  19.96   1.0     7
2004     1.38    15  0.80   3.8     57  20.52   1.0     7
2005     1.72    11  0.80   4.1     46  21.43   0.9     8
2006     1.25    14  0.80   4.4     63  21.91   0.8     6
2007     1.10    17  0.80   4.3     72  22.16   0.8     5
2008     1.52     9  0.88   6.5     58  24.21   0.6     7
2009     1.71    11  1.00   5.3     58  24.03   0.8     7

Current*     1.71    13  1.12   4.9     65  24.03   0.9     7

Average:    11   5.7     57   1.1  10.5

Growth(%):
5 Year:   2.8   7.0   3.2

10 Year:  -1.8   0.0   2.8
20 Year:   0.9   2.0   4.5

* Current EPS is the 4 Quarter Trailing to Q4/2009.
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I, Michael McGowan, CA, CFA, hereby certify that the views expressed in this report accurately reflect my personal views about the subject securities 
or issuers.  I also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views 
expressed in this report. 
Analysts who prepared this report are compensated based upon (among other factors) the overall profitability of BMO Capital Markets and their 
affiliates, which includes the overall profitability of investment banking services.  Compensation for research is based on effectiveness in generating 
new ideas and in communication of ideas to clients, performance of recommendations, accuracy of earnings estimates, and service to clients. 
 
Methodology and Risks to Price Target/Valuation 
Methodology: Our target price is based on a weighted valuation approach: 13x 2011E diluted EPS (12.5%); 1.0x 2011E BVPS (12.5%) and a target 
yield of 6.25% based on 2011E dividends per share (75%). 
Risks: The company's natural gas transmission business depends on the continued availability of natural gas. The BCUC approves PNG’s customer 
rates and a fair return on the rate base. Changes in regulation may adversely affect performance. Natural gas and fuel oil compete with electricity for 
space heating in Pacific Northern Gas' service areas. Fluctuations in the price of natural gas could increase the working capital financing requirements 
and related costs for accounts receivable. In 2004, 75% of energy deliveries were made to four large industrial customers (67% to one customer, 
Methanex).  Transportation service to Methanex was made pursuant to an agreement that expires in October 2009.  On August 30, 2005, Methanex 
announced that it will close its Kitimat facilities in early 2006.  On October 28, 2009 another large industrial customer (West Fraser Timber Co. Ltd. 
announced that it was permanently closing its mill on January 31, 2010. 
 
Distribution of Ratings (Mar. 31, 2010) 
 

Rating 
Category 

 
BMO Rating 
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Universe* 

BMOCM US
IB Clients** 

BMOCM US
IB Clients*** 

BMOCM 
Universe**** 
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IB Clients***** 

Starmine 
Universe 

Buy Outperform 32.9% 13.1% 36.4% 39.4% 47.9% 53% 
Hold Market Perform 63.2% 11.9% 63.6% 55.3% 48.5% 41% 
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* Reflects rating distribution of all companies covered by BMO Capital Markets Corp. equity research analysts. 
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services as percentage of Investment Banking clients. 
**** Reflects rating distribution of all companies covered by BMO Capital Markets equity research analysts. 
***** Reflects rating distribution of all companies from which BMO Capital Markets has received compensation for Investment Banking services as 

percentage of Investment Banking clients. 
 
Ratings and Sector Key 
We use the following ratings system definitions:  
OP = Outperform - Forecast to outperform the market;  
Mkt = Market Perform - Forecast to perform roughly in line with the market;  
Und = Underperform - Forecast to underperform the market;  
(S) = speculative investment;  
NR = No rating at this time;  
R = Restricted – Dissemination of research is currently restricted.  
 
Market performance is measured by a benchmark index such as the S&P/TSX Composite Index, S&P 500, Nasdaq Composite, as appropriate for each 
company.  BMO Capital Markets eight Top 15 lists guide investors to our best ideas according to different objectives (Canadian large, small, growth, 
value, income, quantitative; and US large, US small) have replaced the Top Pick rating. 
 
Other Important Disclosures  
For Other Important Disclosures on the stocks discussed in this report, please go to http://researchglobal.bmocapitalmarkets.com/Company_Disclosure_ 
Public.asp or write to Editorial Department, BMO Capital Markets, 3 Times Square, New York, NY  10036 or Editorial Department, BMO Capital 
Markets, 1 First Canadian Place, Toronto, Ontario, M5X 1H3. 
 
Prior BMO Capital Markets Ratings Systems 
http://researchglobal.bmocapitalmarkets.com/documents/2009/prior_rating_systems.pdf 
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Dissemination of Research 
Our research publications are available via our web site http://bmocapitalmarkets.com/research/.  Institutional clients may also receive our research via 
FIRST CALL, FIRST CALL Research Direct, Reuters, Bloomberg, FactSet, Capital IQ, and TheMarkets.com.  All of our research is made widely 
available at the same time to all BMO Capital Markets client groups entitled to our research. Additional dissemination may occur via email or regular 
mail.  Please contact your investment advisor or institutional salesperson for more information. 
 
Conflict Statement 
A general description of how BMO Financial Group identifies and manages conflicts of interest is contained in our public facing policy for managing 
conflicts of interest in connection with investment research which is available at http://researchglobal.bmocapitalmarkets.com/Conflict_Statement_ 
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General Disclaimer 
“BMO Capital Markets” is a trade name used by the BMO Investment Banking Group, which includes the wholesale arm of Bank of Montreal and its 
subsidiaries BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée./Ltd., BMO Capital Markets Ltd. in the U.K. and BMO Capital Markets Corp. in the 
U.S.  BMO Nesbitt Burns Inc., BMO Capital Markets Ltd. and BMO Capital Markets Corp are affiliates. Bank of Montreal or its subsidiaries (“BMO 
Financial Group”) has lending arrangements with, or provide other remunerated services to, many issuers covered by BMO Capital Markets. The 
opinions, estimates and projections contained in this report are those of BMO Capital Markets as of the date of this report and are subject to change 
without notice. BMO Capital Markets endeavours to ensure that the contents have been compiled or derived from sources that we believe are reliable 
and contain information and opinions that are accurate and complete. However, BMO Capital Markets makes no representation or warranty, express or 
implied, in respect thereof, takes no responsibility for any errors and omissions contained herein and accepts no liability whatsoever for any loss arising 
from any use of, or reliance on, this report or its contents. Information may be available to BMO Capital Markets or its affiliates that is not reflected in 
this report. The information in this report is not intended to be used as the primary basis of investment decisions, and because of individual client 
objectives, should not be construed as advice designed to meet the particular investment needs of any investor. This material is for information purposes 
only and is not an offer to sell or the solicitation of an offer to buy any security. BMO Capital Markets or its affiliates will buy from or sell to customers 
the securities of issuers mentioned in this report on a principal basis. BMO Capital Markets or its affiliates, officers, directors or employees have a long 
or short position in many of the securities discussed herein, related securities or in options, futures or other derivative instruments based thereon. The 
reader should assume that BMO Capital Markets or its affiliates may have a conflict of interest and should not rely solely on this report in evaluating 
whether or not to buy or sell securities of issuers discussed herein. 
Additional Matters 
To Canadian Residents:  BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltee/Ltd., affiliates of BMO Capital Markets Corp., furnish this report to 
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Negotiated Settlement on Capital Structure and 
Equity Risk Premium Settlement Reached 

Price (12-May) $23.47 52-Week High $24.44 
Target Price $22.00 52-Week Low $14.26 
 

ed by BMO Nesbitt Burns Inc., and who is (are) not registere
the Analyst's Certification, please refer to pages 3 to 5. 

 

Event 
PNG has announced that it has reached a negotiated settlement regarding the
capital structure and risk premium application that was filed with the BC
Utilities Commission (BCUC) on July 16, 2009.  Per the settlement, the equity
thickness of the PNG West division will be increased to 45% from 40% and the
equity thickness at the Fort St. John/Dawson Creek and Tumbler Ridge 
divisions will be increased to 40% from 36%.  There will be no changes to
equity risk premiums for any of the divisions.  The negotiated settlement must 
be approved by the BCUC and parties that did not participate in the process
have until May 19, 2010 to file comments.  Changes to PNG West’s equity 
thickness will be retroactive to January 1, 2009, while changes to the other
divisions will be effective as of January 1, 2010. 
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Impact 
Slightly positive.  Although actual changes to equity thickness and risk
premiums are lower than requested (see Table 1), the settlement will bring
PNG’s regulated capital structure closer to its actual capital structure. 
 

Forecasts 
We have updated our forecasts to reflect the settlement.  Our diluted EPS 
estimates increase to $2.07 from $1.89 in 2010E and to $2.08 from $1.90 in 
2011E. 
 

Valuation 
Our $22 price target ($21.50 prior) is based on a weighted valuation approach:
13x 2011E diluted EPS of $2.08 (12.5%); 1.0x 2011E BVPS of $25.99 (12.5%);
and a 5.5% dividend yield applied to 2011E DPS of $1.12 (75%). 
 

Recommendation 
At current levels we believe the shares are reasonably valued.  Our rating is
Market Perform. 
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(FY-Dec.) 2008A 2009A 2010E 2011E 
EPS $1.52  $1.71  $2.07 $2.08
P/E   11.3x 11.3x 
 
CFPS $4.59  $5.25  $5.17 $5.24
P/CFPS   4.5x 4.5x 
 
Div.  $0.88 $0.96 $1.12 $1.12 
EV ($mm) $147 $141 $182 $178 
EBITDA ($mm) $23.6 $22.8 $25.8 $25.8 
E
 

V/EBITDA 6.2x 6.2x 7.1x 6.9x 

Quarterly EPS Q1 Q2 Q3 Q4 
2008A $1.21  -$0.08  -$0.44  $0.84 
2009A $1.38  -$0.13  -$0.49  $0.95 
2010E $1.51a $0.07 -$0.50 $1.00
 
Dividend $1.12 Yield 4.8% 
Book Value $25.19 Price/Book 0.9x 
Shares O/S (mm) 3.6 Mkt. Cap ($mm) $84 
Float O/S (mm) 3.6 Float Cap ($mm) $84 
Wkly Vol (000s) 23 Wkly $ Vol (mm) $0.4 
Net Debt ($mm) $77.0 Next Rep. Date 31-Jul (E) 

Notes: All values in C$; Estimates are weather normal 
Major Shareholders: Widely held 
First Call Mean Estimates: PACIFIC NORTHERN GAS LTD 'A' (C$) 
2010E: $1.89; 2011E: $1.90 

Changes Annual EPS Annual CFPS Quarterly EPS Target
 2010E $1.89 to $2.07 2010E $4.99 to $5.17     Q2/10E -$0.03 to $0.07 $21.50 to $22.00 
 2011E $1.90 to $2.08 2011E $5.05 to $5.24     Q3/10E -$0.53 to -$0.50  
           Q4/10E $0.95 to $1.00  
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Table 1:  Actual vs. Requested Settlement 

Equity 
Thickness

Equity Risk 
Premium

Equity 
Thickness

Equity Risk 
Premium

PNG West 47.50% 0.75% 45.00% 0.65%
Fort St. John/Dawson Creek 42.50% 0.75% 40.00% 0.40%
Tumbler Ridge 42.50% 0.75% 40.00% 0.40%

Source:  BMO Capital Markets, Company Reports

As Requested Per Settlement

 
 
Table 2:  Consolidated Summary 

12-May-10 Michael McGowan
Current Price: $23.47 BMO Capital Markets
12-Month Target Price: $22.00
ROR: -1.5% Recommendation: Market Perform

2002 2003 2004 2005 2006 2007 2008 2009 2010E 2011E
Total Earnings Per Share $1.28 $1.49 $1.41 $1.75 $1.27 $1.11 $1.53 $1.72 $2.09 $2.10
Fully Diluted EPS $1.25 $1.46 $1.38 $1.72 $1.25 $1.10 $1.52 $1.71 $2.07 $2.08
Dividends $0.00 $0.80 $0.80 $0.80 $0.80 $0.80 $0.88 $0.96 $1.12 $1.12
Payout Ratio 0.0% 53.8% 56.8% 45.8% 63.0% 72.4% 57.6% 55.7% 53.5% 53.3%
Average Shares (mm) 3.5 3.6 3.6 3.6 3.6 3.6 3.7 3.6 3.6 3.6
Net Book Value $21.62 $19.25 $20.52 $21.44 $21.91 $22.17 $22.85 $24.03 $25.00 $25.99

Market Valuation
Price:  High $18.00 $19.50 $22.00 $24.00 $19.75 $19.00 $18.65 $19.30 - -
Price:  Low $9.35 $14.00 $17.28 $17.37 $16.96 $17.50 $12.11 $11.40 - -

Price:  Current - - - - - - - - $23.47
P/E Ratio:  High 14.0 13.1 15.6 13.7 15.5 17.2 12.2 11.2 - -
P/E Ratio:  Low 7.3 9.4 12.3 9.9 13.3 15.8 7.9 6.6 - -

P/E Ratio:  Current - - - - - - - - 11.2
Price/Book Value:  High 0.8 1.0 1.1 1.1 0.9 0.9 0.8 0.8 - -
Price/Book Value:  Low 0.4 0.7 0.8 0.8 0.8 0.8 0.5 0.5 - -

Price/Book Value:  Current - - - - - - - - 0.9
Yield:  High Price 0.0% 4.1% 3.6% 3.3% 4.1% 4.2% 4.7% 5.0% - -
Yield:  Low Price 0.0% 5.7% 4.6% 4.6% 4.7% 4.6% 7.3% 8.4% -

Yield:  Current - - - - - - - - 4.8%

Balance Sheet ($mm)
Debt (S-T) 4.1 7.0 10.1 14.4 10.0 11.2 5.4 6.1 19.8 23.7
Debt (L-T) 90.2 85.8 81.4 76.6 71.7 72.8 74.5 72.4 73.4 64.6

Deferred Items 17.0 17.9 15.8 15.7 24.0 18.5 13.8 14.0 15.5 17.0
Preferred Shares 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0

Shareholders' Equity 76.7

-

11.2

0.9

-
4.8%

69.4 73.9 77.7 79.8 81.2 83.7 85.4 88.9 92.4
193.0 185.1 186.4 189.4 190.5 188.9 182.5 182.9 202.6 202.7

Balance Sheet (%)
Debt (S-T) 2.1% 3.8% 5.4% 7.6% 5.2% 6.0% 3.0% 3.4% 9.8% 11.
Debt (L-T) 46.7% 46.4% 43.7% 40.4% 37.6% 38.6% 40.8% 39.6% 36.2% 31.9%

Deferred Items 8.8% 9.7% 8.5% 8.3% 12.6% 9.8% 7.6% 7.6% 7.6% 8.4%
Preferred Shares 2.6% 2.7% 2.7% 2.6% 2.6% 2.7% 2.7% 2.7% 2.5% 2.5%

Shareholders' Equity 39.7%

7%

37.5% 39.7% 41.1% 41.9% 43.0% 45.9% 46.7% 43.9% 45.6%
100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Income Statement ($mm)
Total Revenue 109.1 133.7 137.8 160.0 138.8 129.5 132.8 104.1 95.8 97.8

EBIT 19.5 18.5 17.5 18.6 17.6 14.3 14.9 14.6 17.6 17.6
NPAT 4.9 5.7 5.4 6.7 5.0 4.4 5.9 6.5 7.8 7.8

Preferred Share Dividends 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3
Net Earnings to Common 4.6 5.3 5.1 6.3 4.6 4.0 5.6 6.2 7.4 7.5

Cash Flow from Operations 13.1 12.2 16.4 11.8 17.6 (2.6) 16.8 18.9 18.4 18.6
Key Statistics

Average Utility Rate Base ($mm) 166.8 165.4 167.2 165.2 162.4 165.6 167.9 171.3 168.8 165.9
Growth Rate -1.98% -0.87% 1.10% -1.19% -1.67% 1.95% 1.38% 2.02% -1.45% -1.71%

2007 - 2010 CAGR 0.64% -0.39%
Allowed Return on Equity 9.88% 10.17% 9.80% 9.68% 9.45% 9.02% 9.27% 9.12% 10.15% 10.15%

Deemed Equity 36.00% 36.00% 36.00% 40.00% 40.00% 40.00% 40.00% 40.00% 45.00% 45.00%

Sensitivity 

100 bp Change ROE
Change Total Income 0.6 0.6 0.6 0.7 0.6 0.7 0.7 0.7 0.8 0.7

Change Per Share 0.17 0.17 0.17 0.18 0.18 0.18 0.18 0.19 0.21 0.21
100 bp Change in Deemed Equity

Change Total Income 0.2 0.2 0.2 0.2 0.2 0.1 0.2 0.2 0.2 0.2
Change Per Share 0.05 0.05 0.05 0.04 0.04 0.04 0.04 0.04 0.05 0.05

1.00% Change in Average Rate Base
Change Total Income 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1

Change Per Share 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02
Source:  BMO Capital Markets

Year Ended December 31
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FYE EPS P/E DPS Yield Payout BV P/B ROE
(Dec.)  $   $   $   %   %     %  

1987     1.31     8  0.75   7.4     57   8.97   1.1    15
1988     1.34     8  0.75   6.6     56   9.24   1.2    15
1989     1.45     8  0.75   6.4     52   9.92   1.2    15
1990     1.61     7  0.75   6.7     47  10.76   1.0    16
1991     1.66     8  0.80   5.9     48  11.62   1.2    15
1992     1.55    11  0.80   4.8     52  12.37   1.3    13
1993     1.63    13  0.88   4.0     54  12.37   1.8    13
1994     1.80    11  0.88   4.3     49  12.37   1.6    15
1995     1.67    13  0.96   4.6     57  14.57   1.4    12
1996     2.01    11  0.96   4.3     48  15.61   1.4    13
1997     2.16    14  1.04   3.5     48  16.42   1.8    13
1998     1.73    16  1.12   4.1     65  17.39   1.6    10
1999     1.92     9  1.12   6.5     58  18.19   1.0    11
2000     1.83     4  1.12  14.1     61  19.44   0.4    10
2001     1.52     6  1.12  11.7     74  20.95   0.5     8
2002     1.25    13  1.12   6.3     82  19.27   0.9     6
2003     1.46    13  0.80   4.1     54  19.96   1.0     7
2004     1.38    15  0.80   3.8     57  20.52   1.0     7
2005     1.72    11  0.80   4.1     46  21.43   0.9     8
2006     1.25    14  0.80   4.4     63  21.91   0.8     6
2007     1.10    17  0.80   4.3     72  22.16   0.8     5
2008     1.52     9  0.88   6.5     58  24.21   0.6     7
2009     1.71    11  1.00   5.3     58  24.03   0.8     7

Current*     1.84    13  1.12   4.8     61  25.19   0.9     7

Average:    11   5.7     57   1.1  10.5

Growth(%):
5 Year:   4.3   7.0   4.2

10 Year:  -1.1   0.0   3.3
20 Year:   1.3   2.0   4.8

* Current EPS is the 4 Quarter Trailing to Q1/2010.
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IMPORTANT DISCLOSURES 
 
Analyst's Certification 
I, Michael McGowan, CA, CFA, hereby certify that the views expressed in this report accurately reflect my personal views about the subject securities 
or issuers.  I also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views 
expressed in this report. 
Analysts who prepared this report are compensated based upon (among other factors) the overall profitability of BMO Capital Markets and their 
affiliates, which includes the overall profitability of investment banking services.  Compensation for research is based on effectiveness in generating 
new ideas and in communication of ideas to clients, performance of recommendations, accuracy of earnings estimates, and service to clients. 
 
Methodology and Risks to Price Target/Valuation 
Methodology: Our target price is based on a weighted valuation approach: 13x 2011E diluted EPS (12.5%); 1.0x 2011E BVPS (12.5%) and a target 
yield of 5.5% based on 2011E dividends per share (75%). 
Risks: The company's natural gas transmission business depends on the continued availability of natural gas. The BCUC approves PNG’s customer 
rates and a fair return on the rate base. Changes in regulation may adversely affect performance. Natural gas and fuel oil compete with electricity for 
space heating in Pacific Northern Gas' service areas. Fluctuations in the price of natural gas could increase the working capital financing requirements 
and related costs for accounts receivable. In 2004, 75% of energy deliveries were made to four large industrial customers (67% to one customer, 
Methanex).  Transportation service to Methanex was made pursuant to an agreement that expires in October 2009.  On August 30, 2005, Methanex 
announced that it will close its Kitimat facilities in early 2006.  On October 28, 2009 another large industrial customer (West Fraser Timber Co. Ltd. 
announced that it was permanently closing its mill on January 31, 2010. 
 
Distribution of Ratings (Mar. 31, 2010) 
 

Rating 
Category 

 
BMO Rating 

BMOCM US  
Universe* 

BMOCM US
IB Clients** 

BMOCM US
IB Clients*** 

BMOCM 
Universe**** 

BMOCM 
IB Clients***** 

Starmine 
Universe 

Buy Outperform 32.9% 13.1% 36.4% 39.4% 47.9% 53% 
Hold Market Perform 63.2% 11.9% 63.6% 55.3% 48.5% 41% 
Sell Underperform 3.9% 0% 0% 5.2% 3.6% 6% 

* Reflects rating distribution of all companies covered by BMO Capital Markets Corp. equity research analysts. 
** Reflects rating distribution of all companies from which BMO Capital Markets Corp. has received compensation for Investment Banking services 

as percentage within ratings category. 
*** Reflects rating distribution of all companies from which BMO Capital Markets Corp. has received compensation for Investment Banking 

services as percentage of Investment Banking clients. 
**** Reflects rating distribution of all companies covered by BMO Capital Markets equity research analysts. 
***** Reflects rating distribution of all companies from which BMO Capital Markets has received compensation for Investment Banking services as 

percentage of Investment Banking clients. 
 
Ratings and Sector Key 
We use the following ratings system definitions:  
OP = Outperform - Forecast to outperform the market;  
Mkt = Market Perform - Forecast to perform roughly in line with the market;  
Und = Underperform - Forecast to underperform the market;  
(S) = speculative investment;  
NR = No rating at this time;  
R = Restricted – Dissemination of research is currently restricted.  
 
Market performance is measured by a benchmark index such as the S&P/TSX Composite Index, S&P 500, Nasdaq Composite, as appropriate for each 
company.  BMO Capital Markets eight Top 15 lists guide investors to our best ideas according to different objectives (Canadian large, small, growth, 
value, income, quantitative; and US large, US small) have replaced the Top Pick rating. 
 
Other Important Disclosures  
For Other Important Disclosures on the stocks discussed in this report, please go to http://researchglobal.bmocapitalmarkets.com/Company_Disclosure_ 
Public.asp or write to Editorial Department, BMO Capital Markets, 3 Times Square, New York, NY  10036 or Editorial Department, BMO Capital 
Markets, 1 First Canadian Place, Toronto, Ontario, M5X 1H3. 
 
Prior BMO Capital Markets Ratings Systems 
http://researchglobal.bmocapitalmarkets.com/documents/2009/prior_rating_systems.pdf 
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Dissemination of Research 
Our research publications are available via our web site http://bmocapitalmarkets.com/research/.  Institutional clients may also receive our research via 
FIRST CALL, FIRST CALL Research Direct, Reuters, Bloomberg, FactSet, Capital IQ, and TheMarkets.com.  All of our research is made widely 
available at the same time to all BMO Capital Markets client groups entitled to our research. Additional dissemination may occur via email or regular 
mail.  Please contact your investment advisor or institutional salesperson for more information. 
 
Conflict Statement 
A general description of how BMO Financial Group identifies and manages conflicts of interest is contained in our public facing policy for managing 
conflicts of interest in connection with investment research which is available at http://researchglobal.bmocapitalmarkets.com/Conflict_Statement_ 
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General Disclaimer 
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Financial Group”) has lending arrangements with, or provide other remunerated services to, many issuers covered by BMO Capital Markets. The 
opinions, estimates and projections contained in this report are those of BMO Capital Markets as of the date of this report and are subject to change 
without notice. BMO Capital Markets endeavours to ensure that the contents have been compiled or derived from sources that we believe are reliable 
and contain information and opinions that are accurate and complete. However, BMO Capital Markets makes no representation or warranty, express or 
implied, in respect thereof, takes no responsibility for any errors and omissions contained herein and accepts no liability whatsoever for any loss arising 
from any use of, or reliance on, this report or its contents. Information may be available to BMO Capital Markets or its affiliates that is not reflected in 
this report. The information in this report is not intended to be used as the primary basis of investment decisions, and because of individual client 
objectives, should not be construed as advice designed to meet the particular investment needs of any investor. This material is for information purposes 
only and is not an offer to sell or the solicitation of an offer to buy any security. BMO Capital Markets or its affiliates will buy from or sell to customers 
the securities of issuers mentioned in this report on a principal basis. BMO Capital Markets or its affiliates, officers, directors or employees have a long 
or short position in many of the securities discussed herein, related securities or in options, futures or other derivative instruments based thereon. The 
reader should assume that BMO Capital Markets or its affiliates may have a conflict of interest and should not rely solely on this report in evaluating 
whether or not to buy or sell securities of issuers discussed herein. 
Additional Matters 
To Canadian Residents:  BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltee/Ltd., affiliates of BMO Capital Markets Corp., furnish this report to 
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EOG Resources Acquires Interest in Kitimat LNG Project 
   

Impact  Potentially Positive 
   

Details & Analysis  EOG Resources (rated Market Perform by Jim Byrne) has announced that
it has acquired Galveston LNG’s interests in the Kitimat LNG project and
the Pacific Trail Pipelines Limited Partnership (“PTP”). EOG now holds a
49% interest in the proposed Kitimat LNG project and a 24.5% interest in
PTP, the entity that is planning to construct a 463-km pipeline that would 
transmit natural gas from Spectra Energy’s Westcoast Pipeline to the 
proposed gasification terminal.  Pacific Northern Gas (PNG) continues to
hold a 50% interest in PTP.  Although we believe EOG’s involvement in
the Kitimat LNG and PTP projects is positive for PNG, a number of
conditions must be satisfied before the pipeline can proceed. These 
conditions include securing firm committments for the proposed LNG
facility’s output; the receipt of financing commitments for the PTP
project; and the receipt of regulatory approvals for the PTP, including a 
Certificate of Public Convenience and Necessity from the British
Columbia Utilities Commission and other permits from the British
Columbia Oil and Gas Commission. Accordingly, we have not included
the PTP project in our valuation for PNG at this time. 
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FYE EPS P/E DPS Yield Payout BV P/B ROE
(Dec.)  $   $   $   %   %     %  

1987     1.31     8  0.75   7.4     57   8.97   1.1    15
1988     1.34     8  0.75   6.6     56   9.24   1.2    15
1989     1.45     8  0.75   6.4     52   9.92   1.2    15
1990     1.61     7  0.75   6.7     47  10.76   1.0    16
1991     1.66     8  0.80   5.9     48  11.62   1.2    15
1992     1.55    11  0.80   4.8     52  12.37   1.3    13
1993     1.63    13  0.88   4.0     54  12.37   1.8    13
1994     1.80    11  0.88   4.3     49  12.37   1.6    15
1995     1.67    13  0.96   4.6     57  14.57   1.4    12
1996     2.01    11  0.96   4.3     48  15.61   1.4    13
1997     2.16    14  1.04   3.5     48  16.42   1.8    13
1998     1.73    16  1.12   4.1     65  17.39   1.6    10
1999     1.92     9  1.12   6.5     58  18.19   1.0    11
2000     1.83     4  1.12  14.1     61  19.44   0.4    10
2001     1.52     6  1.12  11.7     74  20.95   0.5     8
2002     1.25    13  1.12   6.3     82  19.27   0.9     6
2003     1.46    13  0.80   4.1     54  19.96   1.0     7
2004     1.38    15  0.80   3.8     57  20.52   1.0     7
2005     1.72    11  0.80   4.1     46  21.43   0.9     8
2006     1.25    14  0.80   4.4     63  21.91   0.8     6
2007     1.10    17  0.80   4.3     72  22.16   0.8     5
2008     1.52     9  0.88   6.5     58  24.21   0.6     7
2009     1.71    11  1.00   5.3     58  24.03   0.8     7

Current*     1.84    13  1.12   4.8     61  25.19   0.9     7

Average:    11   5.7     57   1.1  10.5

Growth(%):
5 Year:   4.3   7.0   4.2

10 Year:  -1.1   0.0   3.3
20 Year:   1.3   2.0   4.8

* Current EPS is the 4 Quarter Trailing to Q1/2010.
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I, Michael McGowan, CA, CFA, hereby certify that the views expressed in this report accurately reflect my personal 
views about the subject securities or issuers.  I also certify that no part of my compensation was, is, or will be, 
directly or indirectly, related to the specific recommendations or views expressed in this report. 
Analysts who prepared this report are compensated based upon (among other factors) the overall profitability of 
BMO Capital Markets and their affiliates, which includes the overall profitability of investment banking services.  
Compensation for research is based on effectiveness in generating new ideas and in communication of ideas to 
clients, performance of recommendations, accuracy of earnings estimates, and service to clients. 
Methodology and Risks to Price Target/Valuation 
Methodology: Our target price is based on a weighted valuation approach: 13x 2011E diluted EPS (12.5%); 1.0x 
2011E BVPS (12.5%) and a target yield of 5.5% based on 2011E dividends per share (75%). 
Risks: The company's natural gas transmission business depends on the continued availability of natural gas. The 
BCUC approves PNG’s customer rates and a fair return on the rate base. Changes in regulation may adversely affect 
performance. Natural gas and fuel oil compete with electricity for space heating in Pacific Northern Gas' service 
areas. Fluctuations in the price of natural gas could increase the working capital financing requirements and related 
costs for accounts receivable. In 2004, 75% of energy deliveries were made to four large industrial customers (67% 
to one customer, Methanex).  Transportation service to Methanex was made pursuant to an agreement that expires in 
October 2009.  On August 30, 2005, Methanex announced that it will close its Kitimat facilities in early 2006.  On 
October 28, 2009 another large industrial customer (West Fraser Timber Co. Ltd. announced that it was permanently 
closing its mill on January 31, 2010. 
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*** Reflects rating distribution of all companies from which BMO Capital Markets Corp. has received 
compensation for Investment Banking services as percentage of Investment Banking clients. 

**** Reflects rating distribution of all companies covered by BMO Capital Markets equity research analysts. 
***** Reflects rating distribution of all companies from which BMO Capital Markets has received 

compensation for Investment Banking services as percentage of Investment Banking clients. 
 
Ratings and Sector Key 
We use the following ratings system definitions:  
OP = Outperform - Forecast to outperform the market;  
Mkt = Market Perform - Forecast to perform roughly in line with the market;  
Und = Underperform - Forecast to underperform the market;  
(S) = speculative investment;  
NR = No rating at this time;  
R = Restricted – Dissemination of research is currently restricted. 
 
Market performance is measured by a benchmark index such as the S&P/TSX Composite Index, S&P 500, Nasdaq 
Composite, as appropriate for each company.  BMO Capital Markets eight Top 15 lists guide investors to our best 
ideas according to different objectives (Canadian large, small, growth, value, income, quantitative; and US large, US 
small) have replaced the Top Pick rating. 
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Other Important Disclosures  
For Other Important Disclosures on the stocks discussed in this report, please go to 
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by BMO Capital Markets. The opinions, estimates and projections contained in this report are those of BMO Capital 
Markets as of the date of this report and are subject to change without notice. BMO Capital Markets endeavours to 
ensure that the contents have been compiled or derived from sources that we believe are reliable and contain 
information and opinions that are accurate and complete. However, BMO Capital Markets makes no representation 
or warranty, express or implied, in respect thereof, takes no responsibility for any errors and omissions contained 
herein and accepts no liability whatsoever for any loss arising from any use of, or reliance on, this report or its 
contents. Information may be available to BMO Capital Markets or its affiliates that is not reflected in this report. 
The information in this report is not intended to be used as the primary basis of investment decisions, and because of 
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have a long or short position in many of the securities discussed herein, related securities or in options, futures or 
other derivative instruments based thereon. The reader should assume that BMO Capital Markets or its affiliates 
may have a conflict of interest and should not rely solely on this report in evaluating whether or not to buy or sell 
securities of issuers discussed herein. 
Additional Matters 
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regulated by the Financial Services Authority.  The contents hereof are intended solely for the use of, and may only 
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pay approximately $31–33/share for PNG.  If the KSL project did proceed, we
believe it is possible that PNG could be worth $38–39/share; however, this 
value would not be realized until 2014 after the KSL pipeline and Kitimat LNG
terminal were both constructed and commissioned.  

Forecasts
There are no changes to our financial forecasts. 
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perception of fundamental value ($22/share) and the $32/share we believe PNG 
could be worth in a near-term acquisition scenario. 
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The KSL Project:  Updating Our ‘What If’ Analysis, PNG 
Could be Worth Approximately $31–33 if Acquired  
We are updating the “what if” analysis we published on January 18, 2010 following EOG 
Resources’ announcement (EOG is rated Market Perform by Jim Byrne) that it had acquired 
Galveston LNG’s 49% interest in the Kitimat LNG project and its 24.5% interest in Pacific 
Trail Pipelines LP (“PTP LP”; 50% PNG), the entity that is planning to construct a 463 km 
pipeline that would transmit natural gas from Spectra Energy’s Westcoast Pipeline to the 
proposed gasification terminal.  Since the time when performed our original “what if” analysis, 
market valuations have improved and we have obtained additional information regarding the 
financial structure of the proposed project. 

EOG’s involvement in the project is certainly positive for the Kitimat LNG initiative.  While 
the project still faces a number of hurdles, participation from both EOG and Apache effectively 
means that natural gas supply for the project has been secured.   

As a result of this latest development, we believe that PNG could become an acquisition target.  
Considering that many aspects of the project are still being evaluated, we believe that PNG 
could be worth approximately $31–33/share in an acquisition scenario.  If the decision was 
made to go ahead with the project, PNG was able to raise its share of the financing related to 
the KSL pipeline, and both the KSL pipeline and Kitimat LNG terminal were completed on 
time and on budget, we believe that PNG could possibly be worth $38–39/share in 2014 after 
the entire Kitimat LNG initiative was commissioned. 

With respect to valuation, we are increasing our target price to $26, which is consistent with our 
2011E BVPS estimate of $25.99/share.  Our revised target price is close to the midpoint 
between our perception of fundamental value ($22/share) and the $32/share we believe PNG 
could be worth in a near-term acquisition scenario.   

At present, we believe that PNG will exhibit a binary return profile.  If Apache and EOG 
definitively decide to proceed with the Kitimat LNG initiative, we would expect PNG’s share 
price to reflect our near-term acquisition value of approximately $31–33/share.  If the proposed 
project is significantly delayed or a decision is made not to proceed with the Kitimat LNG 
terminal, we believe that PNG’s share price may decline to our fundamental valuation of 
approximately $22/share. 

Given EOG’s recent involvement in the Kitimat LNG initiative, we believe PNG’s shares are 
reasonably valued.  Our rating is Market Perform. 
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The Kitimat-to-Summit Lake Project: Our Revised ‘What If’ 
Analysis (Going Concern Basis) 

We have updated the “what-if” analysis originally included in our January 18 report to reflect 
additional information regarding the financial structure of the proposed project and valuation 
multiples that are more reflective of normal financial markets. 

With respect to the financial structure of the project, PNG currently owns a 50% interest in 
Pacific Trail Pipelines LP (“PTP LP”), the entity that is proposing to construct the Kitimat-to-
Summit Lake pipeline.  We understand that certain First Nations groups hold an option to 
acquire a 30% interest in Pacific Trail Pipelines LP.  If the option is exercised, PNG’s equity 
interest in PTP LP would fall to approximately 35%.  We also understand, however, that PNG 
plans to contribute its natural gas transmission assets to PTP in return for an increased interest 
in PTP LP.  Assuming that the transmission assets are valued at approximately $100 million, 
PNG’s ultimate ownership in PTP LP would slightly exceed 42%. 

Table 1:  PNG’s Equity Interest in PTP LP 
Assumption Note

Capital cost ($mm) 1,300.0
Equity (%) 35.0% (1)
Equity required ($mm) 455.0
Transmission assets (100.0) (2)
Cash equity required 355.0

PNG's cash contribution 124.3 (3)
Transmission asset contribution 100.0
First Nations payment (30.0) (4)
PNG's total contribution ($ mm) 194.3
PNG's total contribution (%) 42.7%

Source:  BMO Capital Markets, Company Reports

Notes:

1. Assumes the KSL pipeline is financed with a capital structure of 35% equity, 65% debt.  
Revised capital cost of $1.3 billion is per PNG management. 

2. Value of transmission assets contributed to PTP LP, per PNG management.  After asset 
contribution, net cash equity required in the project is approximately $355 million. 

3. Assume that a First Nations group acquires 30% of PTP LP.  This would dilute PNG’s 
ownership interest in PTP LP to 35% from 50%.  In this instance PNG would be required to 
contribute 35% of the cash equity needed to construct the pipeline, approximately $124.3 
million. 

4. In order to maintain a 30% ownership interest in PTP LP, the First Nations group would 
need to pay PNG $30 million in cash after PNG contributed its natural gas transmission 
assets to PTP LP.  As a result of these transactions, PNG will have contributed $194.3 
million or 42.7% of the $455 million equity required by PTP LP. 

In Table 2, we estimate PNG’s pro forma net income, assuming that the KSL project was 
completed.  Note that we have adjusted our pro forma income calculation to exclude the 
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earnings contribution from the $100 million of natural gas transmission assets which would be 
removed from PNG’s rate base before being contributed to PTP LP.  Table 3 sets out additional 
pro forma financial forecasts. 

Table 2:  Estimated Pro Forma Net Income, Assuming KSL Project Is Completed 

Capital cost of KSL Project ($mm) 1,300.0
Equity (%) 35.0%
Equity ($mm) 455.0
ROE (%) 12.0%
Net Income ($mm) 54.6
PNG's ownership (%) 42.7%
PNG's share of earnings from PTP project ($mm) 23.3
Add: 2011E net earnings (existing assets) 7.5
Less: income from gas transmission assets contributed to JV (4.6)
Pro-forma earnings ($mm) 26.2

Income from Assets Contributed to JV
Gas transmission assets in rate base ($ mm) 100.0
Deemed equity thickness (%) 45.0%
Deemed ROE (%) 10.15%
Contribution from gas transmission assets ($mm) 4.6

Source:  BMO Capital Markets, Company Reports

Table 3:  Various Pro Forma Financial Forecasts, Assuming KSL Project is Completed

PNG
2011E

PTP
Pro-forma Adj. PNG + PTP

Net Income ($mm) 7.5               23.3            (4.6)             26.2
Equity ($mm) 92.4 124.3 -              216.7
Preferred Shares ($mm) 5.0 0.0 -              5.0
Net Debt ($mm) 88.3 360.8 (30.0) 419.0
# of outstanding shares 3.6               5.4              -              9.0
EPS $2.10 N/A N/A $2.93
BVPS $25.99 N/A N/A $24.19
Dividends per Share $1.12 N/A N/A $1.90
Payout Ratio 53.3% N/A N/A 65.0%
Capitalization
% Equity 49.8% N/A N/A 33.8%
% Preferred Shares 2.7% N/A N/A 0.8%
% Debt 47.5% N/A N/A 65.4%
Source:  BMO Capital Markets

The assumptions used for our valuation analysis are set out in Table 4. 
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Table 4:  Pacific Trail Pipeline Project Key Assumptions 

Assumption Note
PNG's Share Price $23.00 (1)
PNG's Ownership % 42.7%
Useful Life (years) 25.0             
Tax Rate 30.0%
Cost of Debt 6.0%
Project Cost ($mm) 1,300.0 (2)
% Equity 35% (3)
Deemed ROE 12.00% (4)
New Equity Required ($mm) 194.3
Cash Equity Required ($mm) 124.3
# of Shares to be Issued (millions) 5.4 (5)
Net Income to PNG ($mm) 18.7 (6) 
Source:  BMO Capital Markets

Notes:

1. Assumes a 4% discount to PNG’s current market price of approximately $24. 

2. Revised capital cost, per PNG management. 

3. Assumes the KSL pipeline is constructed with a capital structure of 35% equity, 65% debt. 

4. Consistent with the ROE of 11.5% earned by the Brunswick Pipeline (100% Emera), which 
is a 145 km special purpose pipeline designed to transport gas from the Canaport LNG 
terminal to the Maritimes and Northeast Pipeline (12.9% Emera Inc.).  We believe an 
additional 50 bps premium is warranted given the larger size of the KSL pipeline, and its 
location in a relatively remote geographic region. 

5. Cash equity required ($124.3 million), divided by assumed share price ($23/share). 

6. Per Table 2, incremental income of $23.3 million from KSL project, less forgone income of 
$4.6 million from the natural gas transmission assets removed from rate base. 

Based on the methodology we use to value the utility companies in our coverage universe, we 
estimate that PNG could be worth approximately $38.50/share in 2014 if the KSL project was 
placed into service (Table 5). 

Table 5:  Pro Forma Valuation Analysis 

PNG
PNG + PTP 

(Current 
Multiples)

PNG + PTP 
(High Case)

Valuation 
Weight

Valuation Assumptions
BVPS 1.0x 1.0x 1.5x 12.5%
P/E 13.0x 13.0x 15.0x 12.5%
Yield 5.50% 5.50% 5.00% 75.0%

Weighted Valuation Output
Book Value Basis $25.99 $24.19 $36.28 12.5%
P/E Basis $27.34 $38.05 $43.90 12.5%
Yield Basis $20.36 $34.59 $38.05 75.0%
Weighted Valuation $21.94 $33.72 $38.56 100.0%
Source:  BMO Capital Markets
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What’s PNG Worth to an Acquirer?  We Believe $32–33 in 
the Near Term 

We have prepared a second analysis to determine what PNG would be worth in an acquisition 
scenario using the assumptions set out in Table 4. In order to prepare this analysis, we have 
assumed that in return for assuming construction and financing risk an investor would be 
willing to acquire PNG at a premium as long as the post-acquisition returns generated from 
PNG’s 42.7% interest in the PTP LP, calculated on an IRR basis over the expected useful life of 
the asset, exceeds the deemed ROE earned by the KSL pipeline.   

Our analysis includes a number of other important assumptions: 

� Per management, the KSL project would be amortized over a period of 25 years.  We 
assume the KSL project’s useful life is consistent with the amortization period; 

� Debt used to finance the project is repaid over the useful life of the KSL project; 

� For simplicity, we assume that the pipeline is taxable and that cash flow is levelized over a 
25-year estimated useful life.  In actuality tax shields associated with capital cost allowance 
would result in lower cash flow in the early years of the project’s life and higher cash flow 
in the later years. 

� Given the preliminary nature of the Kitimat LNG initiative, we assume that any investor 
would require a return on equity greater than the deemed ROE specified in any prospective 
tolling agreement for the KSL pipeline; 

We have also assumed that PNG’s remaining gas distribution system and 9.8 MW McNair 
Creek hydro facility are not of strategic value to a potential acquirer and are divested at book 
value.  A calculation of the value of PNG’s “redundant” assets to a potential acquirer is set out 
in Table 6. 

Table 6:  Estimated Value of Redundant Assets

$mm Notes
Additional Investment from First Nations 30.0 (1)
Proceeds from Sale of Gas Transmission Assets 70.0 (2)
Proceeds from Sale of McNair Creek 17.0 (3)
Less:  Exisiting Debt (Q1/10) (77.0) (4)
Less:  Estimated Debt Related to McNair Creek (17.0) (5)
Less:  Face Value of Preferred Shares (5.0) (4)
Less: Estimated Transaction Costs & Fees (2.2) (6)
Incremental Value of Remaining Assets 15.8
Fully-Diluted Shares Outstanding 3.9
Value of Redundant Assets ($/share) $4.03
Source:  BMO Capital Markets

Notes:   

1. Payment of $30 million receivable from First Nations participating in PTP LP upon 
contribution of PNG’s natural gas transmission assets into PTP LP. 

2. Estimated rate base of natural gas distribution assets, per management. 
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3. Cost of April 7, 2010 acquisition of McNair Creek hydro facility. 

4. Per Q1/10 financial statements. 

5. As the purchase of McNair Creek was financed by a combination of the assumption of 
existing debt and PNG’s credit lines, we assume that debt is equal to the acquisition cost of 
$17 million. 

6. Assume transaction costs of 2% of sales proceeds, plus $0.5 million for out-of-pocket 
expenses such as legal fees, etc. 

Table 7 sets out the value we believe that an investor may be willing to pay for PNG given the 
preliminary stage of the KSL pipeline.  Our analysis assumes that levelized cash flow is equal 
to net income, plus depreciation, less principal repayment on debt financing.  We further 
assume that the KSL pipeline earns a return on equity of 12%, and that a prospective investor 
requires an IRR of 15% on equity invested in this project.   

Table 7:  Estimated Near-Term Value of PNG in an Acquisition Scenario
KSL Project Economics
Capital Cost ($mm) $1,300
PNG's Share in PTP 42.7%
Equity Thickness 35.0%
Deemed ROE 12.0%
Cost of Debt 6.50%
Required Equity IRR by Acquirer 15.0%
Useful Life (years) 25.0            

PNG's Share of Pro-Forma Net Income from PTP $23.3
Add:  PNG's Share of Depreciation from PTP $22.2
Less: PNG's Share of Debt Repayment for PTP ($6.1)
PNG's Share of Levelized Cash Flow $39.4

Cash Equity Required to Construct KSL Project 
($mm) $124.3
Incremental Maximum Investment Required to Meet 
KSL Hurdle Rate $112.6
Total Equity Required to Acquire PNG + Construct 
KSL $236.8
Value of KSL to a Potential Investor
Incremental Equity From Above $112.6
Add:  Incremental Breakup Value of PNG's 
Remaining Assets $15.8

Estimated Value of PNG in a Near-Term Acquisition 
Scenario $128.3

# of Common Shares o/s (mm) 3.6
Outstanding Options (mm) 0.3
Total Diluted Share Count (mm) 3.9
Potential Acquisition Value ($/share) $32.78
Source:  BMO Capital Markets

The value of PNG in an acquisition scenario would likely greatly vary depending on the 
ultimate economics of the KSL pipeline and the return requirements of a potential investor. 
Table 8 sets out a sensitivity analysis of the valuation work performed in Table 6 under various 
pipeline ROE and investor return requirement scenarios.  The range of outcomes that we 
believe to be the most probable is highlighted. 
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Table 8:  Acquisition Value Sensitivity Analysis 

$32.78 11.0% 11.5% 12.0% 12.5% 13.0%
17.0% $23.19 $24.49 $25.83 $27.16 $28.46
16.0% $26.36 $27.75 $29.18 $30.57 $31.98
15.0% $29.87 $31.39 $32.87 $34.36 $35.87
14.0% $33.82 $35.41 $37.02 $38.61 $40.23
13.0% $38.23 $39.92 $41.64 $43.35 $45.07
12.0% $43.18 $45.02 $46.89 $48.69 $50.56

Source:  BMO Capital Markets
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Critical Path: Most Importantly, Apache Must Complete 
Front-End Engineering Work on Proposed LNG Terminal  

Before the KSL project can proceed, a number of requirements must be finalized. 

Most importantly, Apache must finalize front-end engineering and design work on the LNG 
terminal. This work, which will include revised construction cost estimates, will be performed 
throughout 2010. In late 2010 or early 2011, Apache will decide whether to proceed with the 
project. 

Other significant requirements include:  

� Securing firm off-take agreements for the LNG produced by the terminal;  

� Securing firm transportation agreements for capacity on the KSL project;  

� Obtaining financing for the pipeline;  

� Completing agreements with First Nations groups;  

� Receiving regulatory approvals for the KSL project, including a Certificate of Public 
Convenience and Necessity from the British Columbia Utilities Commission and other 
permits from the British Columbia Oil and Gas Commission.  

Kitimat LNG Project – Major Milestones to Date  

Since the beginning of 2009, the following major milestones have been completed:  

� On June 1, 2009, Kitimat LNG announced that it had signed a memorandum of 
understanding (“MOU”) with Korea Gas Corporation for the purchase of up to 40% of the 
annual LNG that would be produced at the proposed re-gasification terminal;  

� On July 6, 2009, Kitimat LNG announced that it had signed an MOU with Gas Natural 
SDG, SA of Spain, under which Gas Natural would purchase up to 32 percent of the annual 
LNG produced by the proposed re-gasification terminal;  
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� On January 13, 2010, Apache Corporation announced that it would acquire a 51% interest 
in the Kitimat LNG Project and a 25.5% interest in the PTP LP. Apache has also reserved 
51% of the terminal’s capacity and will be the operator of the project.  

� On May 18, 2010, EOG Resources announced that it had acquired Galveston LNG’s 
interests in the Kitimat LNG project and the PTP LP. EOG now holds a 49% interest in the 
proposed Kitimat LNG project and a 24.5% interest in PTP LP. 

Project Description: Kitimat LNG Terminal

Kitimat LNG Inc. is proposing to construct an LNG export terminal located in Bish Cove near 
the Port of Kitimat, B.C. If constructed, the Kitimat LNG Terminal will include marine on-
loading, LNG storage, natural gas delivery, liquefaction and LNG send-out facilities. The 
terminal would take delivery of gas via a pipeline lateral, approximately 15 kilometres long, 
from the Kitimat to Summit Lake Pipeline, which will be connected to the existing Spectra 
Energy’s Westcoast Pipeline system. The terminal will include two 210,000 m3 LNG storage 
tanks (approximately 8.9 Bcf of natural gas) with potential future expansion to three tanks, and 
have a send-out capacity of 3.5–5.0 mmtpa. The most recent capital cost estimate for the LNG 
liquefaction facility was prepared in 2006. At this time, the project was expected to cost 
approximately $4 billion. The Kitimat LNG terminal project is owned 51% by Apache 
Corporation and 49% by EOG Resources. The terminal proponents are proposing an in-service 
date of 2014.  

Project Description: Kitimat-to-Summit Lake Pipeline

Pacific Trail Pipelines LP is a joint venture that is proposing to construct the KSL project, a 
463-km pipeline that would transport natural gas from Spectra Energy’s Westcoast System to 
Kitimat LNG’s proposed gasification terminal. PNG holds a 50% interest in the PTP LP, 
Apache Corporation has acquired a 25.5% interest in the LP, and EOG Resources now holds the 
remaining 24.5% interesting Pacific Trail Pipelines LP. If the decision to go ahead with the 
Kitimat LNG terminal is made, construction of the KSL project would need to begin in 2012 to 
facilitate the proposed 2014 in-service date for the LNG terminal.  
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Table 9:  Consolidated Summary
02-Jun-10 Michael McGow an
Current Price: $24.00 BMO Capital Markets
12-Month Target Price: $26.00
ROR: 13.0% Recommendation: Market Perform

2002 2003 2004 2005 2006 2007 2008 2009 2010E 2011E
Total Earnings Per Share $1.28 $1.49 $1.41 $1.75 $1.27 $1.11 $1.53 $1.72 $2.09 $2.10
Fully Diluted EPS $1.25 $1.46 $1.38 $1.72 $1.25 $1.10 $1.52 $1.71 $2.07 $2.08
Dividends $0.00 $0.80 $0.80 $0.80 $0.80 $0.80 $0.88 $0.96 $1.12 $1.12
Payout Ratio 0.0% 53.8% 56.8% 45.8% 63.0% 72.4% 57.6% 55.7% 53.5% 53.3%
Average Shares (mm) 3.5 3.6 3.6 3.6 3.6 3.6 3.7 3.6 3.6 3.6
Net Book Value $21.62 $19.25 $20.52 $21.44 $21.91 $22.17 $22.85 $24.03 $25.00 $25.99

Market Valuation
Price:  High $18.00 $19.50 $22.00 $24.00 $19.75 $19.00 $18.65 $19.30 - -
Price:  Low $9.35 $14.00 $17.28 $17.37 $16.96 $17.50 $12.11 $11.40 - -

Price:  Current - - - - - - - - $24.00 -
P/E Ratio:  High 14.0 13.1 15.6 13.7 15.5 17.2 12.2 11.2 - -
P/E Ratio:  Low 7.3 9.4 12.3 9.9 13.3 15.8 7.9 6.6 - -

P/E Ratio:  Current - - - - - - - - 11.5 11.4
Price/Book Value:  High 0.8 1.0 1.1 1.1 0.9 0.9 0.8 0.8 - -
Price/Book Value:  Low 0.4 0.7 0.8 0.8 0.8 0.8 0.5 0.5 - -

Price/Book Value:  Current - - - - - - - - 1.0 0.9
Yield:  High Price 0.0% 4.1% 3.6% 3.3% 4.1% 4.2% 4.7% 5.0% - -
Yield:  Low  Price 0.0% 5.7% 4.6% 4.6% 4.7% 4.6% 7.3% 8.4% - -

Yield:  Current - - - - - - - - 4.7% 4.7%

Balance Sheet ($mm)
Debt (S-T) 4.1 7.0 10.1 14.4 10.0 11.2 5.4 6.1 19.8 23.7
Debt (L-T) 90.2 85.8 81.4 76.6 71.7 72.8 74.5 72.4

Deferred Items 17.0 17.9 15.8 15.7 24.0 18.5 13.8 14.0
Preferred Shares 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0

Shareholders' Equity 76.7

73.4 64.6
15.5 17.0
5.0 5.0

69.4 73.9 77.7 79.8 81.2 83.7 85.4 88.9 92.4
193.0 185.1 186.4 189.4 190.5 188.9 182.5 182.9

Balance Sheet (%)
Debt (S-T) 2.1% 3.8% 5.4% 7.6% 5.2% 6.0% 3.0% 3.4%
Debt (L-T) 46.7% 46.4% 43.7% 40.4% 37.6% 38.6% 40.8% 39.6%

Deferred Items 8.8% 9.7% 8.5% 8.3% 12.6% 9.8% 7.6% 7.6%
Preferred Shares 2.6% 2.7% 2.7% 2.6% 2.6% 2.7% 2.7% 2.7%

Shareholders' Equity 39.7%

202.6 202.7

9.8% 11.7%
36.2% 31.9%
7.6% 8.4%
2.5% 2.5%

37.5% 39.7% 41.1% 41.9% 43.0% 45.9% 46.7% 43.9% 45.6%
100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Income Statement ($mm)
Total Revenue 109.1 133.7 137.8 160.0 138.8 129.5 132.8 104.1

EBIT 19.5 18.5 17.5 18.6 17.6 14.3 14.9 14.6
NPAT 4.9 5.7 5.4 6.7 5.0 4.4 5.9 6.5

Preferred Share Dividends 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3
Net Earnings to Common 4.6 5.3 5.1 6.3 4.6 4.0 5.6 6.2

Cash Flow  from Operations 13.1 12.2 16.4 11.8 17.6 (2.6) 16.8 18.9
Key Statistics

Average Utility Rate Base ($mm) 166.8 165.4 167.2 165.2 162.4 165.6 167.9 171.3
Grow th Rate -1.98% -0.87% 1.10% -1.19% -1.67% 1.95% 1.38% 2.02%

2007 - 2010 CAGR
Allow ed Return on Equity 9.88% 10.17% 9.80% 9.68% 9.45% 9.02% 9.27% 9.12%

Deemed Equity 36.00% 36.00% 36.00% 40.00% 40.00% 40.00% 40.00% 40.00%

Sensitivity 

100 bp Change ROE
Change Total Income 0.6 0.6 0.6 0.7 0.6 0.7 0.7 0.7

Change Per Share 0.17 0.17 0.17 0.18 0.18 0.18 0.18 0.19
100 bp Change in Deemed Equity

Change Total Income 0.2 0.2 0.2 0.2 0.2 0.1 0.2 0.2
Change Per Share 0.05 0.05 0.05 0.04 0.04 0.04 0.04 0.04

1.00% Change in Average Rate Base
Change Total Income 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1

Change Per Share 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02
Source:  BMO Capital Markets

Year Ended December 31

100.0% 100.0%

95.8 97.8
17.6 17.6
7.8 7.8
0.3 0.3
7.4 7.5

18.4 18.6

168.8 165.9
-1.45% -1.71%
0.64% -0.39%

10.15% 10.15%
45.00% 45.00%

0.8 0.7
0.21 0.21

0.2 0.2
0.05 0.05

0.1 0.1
0.02 0.02
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Pacific Nthn. Gas A (PNG)

Last Daily Data Point: June 1, 2010
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FYE EPS P/E DPS Yield Payout BV P/B ROE
(Dec.)  $   $   $   %   %     %  

1987     1.31     8  0.75   7.4     57   8.97   1.1    15
1988     1.34     8  0.75   6.6     56   9.24   1.2    15
1989     1.45     8  0.75   6.4     52   9.92   1.2    15
1990     1.61     7  0.75   6.7     47  10.76   1.0    16
1991     1.66     8  0.80   5.9     48  11.62   1.2    15
1992     1.55    11  0.80   4.8     52  12.37   1.3    13
1993     1.63    13  0.88   4.0     54  12.37   1.8    13
1994     1.80    11  0.88   4.3     49  12.37   1.6    15
1995     1.67    13  0.96   4.6     57  14.57   1.4    12
1996     2.01    11  0.96   4.3     48  15.61   1.4    13
1997     2.16    14  1.04   3.5     48  16.42   1.8    13
1998     1.73    16  1.12   4.1     65  17.39   1.6    10
1999     1.92     9  1.12   6.5     58  18.19   1.0    11
2000     1.83     4  1.12  14.1     61  19.44   0.4    10
2001     1.52     6  1.12  11.7     74  20.95   0.5     8
2002     1.25    13  1.12   6.3     82  19.27   0.9     6
2003     1.46    13  0.80   4.1     54  19.96   1.0     7
2004     1.38    15  0.80   3.8     57  20.52   1.0     7
2005     1.72    11  0.80   4.1     46  21.43   0.9     8
2006     1.25    14  0.80   4.4     63  21.91   0.8     6
2007     1.10    17  0.80   4.3     72  22.16   0.8     5
2008     1.52     9  0.88   6.5     58  24.21   0.6     7
2009     1.71    11  1.00   5.3     58  24.03   0.8     7

Current*     1.84    13  1.12   4.7     61  25.19   0.9     7

Average:    11   5.7     57   1.1  10.5

Growth(%):
5 Year:   4.3   7.0   4.2

10 Year:  -1.1   0.0   3.3
20 Year:   1.3   2.0   4.8

* Current EPS is the 4 Quarter Trailing to Q1/2010.
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IMPORTANT DISCLOSURES 

Analyst's Certification 
I, Michael McGowan, CA, CFA, hereby certify that the views expressed in this report accurately reflect my personal views about the subject securities 
or issuers.  I also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views 
expressed in this report. 
Analysts who prepared this report are compensated based upon (among other factors) the overall profitability of BMO Capital Markets and their 
affiliates, which includes the overall profitability of investment banking services.  Compensation for research is based on effectiveness in generating 
new ideas and in communication of ideas to clients, performance of recommendations, accuracy of earnings estimates, and service to clients. 

Methodology and Risks to Target Price/Valuation 
Methodology: Our target price is based on a weighted valuation approach: 13x 2011E diluted EPS (12.5%); 1.0x 2011E BVPS (12.5%) and a target 
yield of 5.5% based on 2011E dividends per share (75%). 
Risks: The company's natural gas transmission business depends on the continued availability of natural gas. The BCUC approves PNG’s customer 
rates and a fair return on the rate base. Changes in regulation may adversely affect performance. Natural gas and fuel oil compete with electricity for 
space heating in Pacific Northern Gas' service areas. Fluctuations in the price of natural gas could increase the working capital financing requirements 
and related costs for accounts receivable. In 2004, 75% of energy deliveries were made to four large industrial customers (67% to one customer, 
Methanex).  Transportation service to Methanex was made pursuant to an agreement that expires in October 2009.  On August 30, 2005, Methanex 
announced that it will close its Kitimat facilities in early 2006.  On October 28, 2009 another large industrial customer (West Fraser Timber Co. Ltd. 
announced that it was permanently closing its mill on January 31, 2010. 

Distribution of Ratings (Mar. 31, 2010) 

Rating 
Category BMO Rating 

BMOCM US
Universe*

BMOCM US
IB Clients** 

BMOCM US
IB Clients*** 

BMOCM
Universe****

BMOCM
IB Clients***** 

Starmine
Universe

Buy Outperform 32.9% 13.1% 36.4% 39.4% 47.9% 53%
Hold Market Perform 63.2% 11.9% 63.6% 55.3% 48.5% 41%
Sell Underperform 3.9% 0% 0% 5.2% 3.6% 6%

* Reflects rating distribution of all companies covered by BMO Capital Markets Corp. equity research analysts. 
** Reflects rating distribution of all companies from which BMO Capital Markets Corp. has received compensation for Investment Banking services 

as percentage within ratings category. 
*** Reflects rating distribution of all companies from which BMO Capital Markets Corp. has received compensation for Investment Banking 

services as percentage of Investment Banking clients. 
**** Reflects rating distribution of all companies covered by BMO Capital Markets equity research analysts. 
***** Reflects rating distribution of all companies from which BMO Capital Markets has received compensation for Investment Banking services as 

percentage of Investment Banking clients. 

Ratings and Sector Key 
We use the following ratings system definitions:  
OP = Outperform - Forecast to outperform the market;  
Mkt = Market Perform - Forecast to perform roughly in line with the market;  
Und = Underperform - Forecast to underperform the market;  
(S) = speculative investment;
NR = No rating at this time;  
R = Restricted – Dissemination of research is currently restricted.  

Market performance is measured by a benchmark index such as the S&P/TSX Composite Index, S&P 500, Nasdaq Composite, as appropriate for each 
company.  BMO Capital Markets eight Top 15 lists guide investors to our best ideas according to different objectives (Canadian large, small, growth, 
value, income, quantitative; and US large, US small) have replaced the Top Pick rating. 

Other Important Disclosures  
For Other Important Disclosures on the stocks discussed in this report, please go to http://researchglobal.bmocapitalmarkets.com/Company_Disclosure_ 
Public.asp or write to Editorial Department, BMO Capital Markets, 3 Times Square, New York, NY 10036 or Editorial Department, BMO Capital 
Markets, 1 First Canadian Place, Toronto, Ontario, M5X 1H3. 

Prior BMO Capital Markets Ratings Systems 
http://researchglobal.bmocapitalmarkets.com/documents/2009/prior_rating_systems.pdf 
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Dissemination of Research 
Our research publications are available via our web site http://bmocapitalmarkets.com/research/.  Institutional clients may also receive our research via 
FIRST CALL, FIRST CALL Research Direct, Reuters, Bloomberg, FactSet, Capital IQ, and TheMarkets.com.  All of our research is made widely 
available at the same time to all BMO Capital Markets client groups entitled to our research. Additional dissemination may occur via email or regular 
mail.  Please contact your investment advisor or institutional salesperson for more information. 

Conflict Statement 
A general description of how BMO Financial Group identifies and manages conflicts of interest is contained in our public facing policy for managing 
conflicts of interest in connection with investment research which is available at http://researchglobal.bmocapitalmarkets.com/Conflict_Statement_ 
Public.asp. 

General Disclaimer 
“BMO Capital Markets” is a trade name used by the BMO Investment Banking Group, which includes the wholesale arm of Bank of Montreal and its 
subsidiaries BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée./Ltd., BMO Capital Markets Ltd. in the U.K. and BMO Capital Markets Corp. in the 
U.S.  BMO Nesbitt Burns Inc., BMO Capital Markets Ltd. and BMO Capital Markets Corp are affiliates. Bank of Montreal or its subsidiaries (“BMO 
Financial Group”) has lending arrangements with, or provide other remunerated services to, many issuers covered by BMO Capital Markets. The 
opinions, estimates and projections contained in this report are those of BMO Capital Markets as of the date of this report and are subject to change 
without notice. BMO Capital Markets endeavours to ensure that the contents have been compiled or derived from sources that we believe are reliable 
and contain information and opinions that are accurate and complete. However, BMO Capital Markets makes no representation or warranty, express or 
implied, in respect thereof, takes no responsibility for any errors and omissions contained herein and accepts no liability whatsoever for any loss arising 
from any use of, or reliance on, this report or its contents. Information may be available to BMO Capital Markets or its affiliates that is not reflected in 
this report. The information in this report is not intended to be used as the primary basis of investment decisions, and because of individual client 
objectives, should not be construed as advice designed to meet the particular investment needs of any investor. This material is for information purposes 
only and is not an offer to sell or the solicitation of an offer to buy any security. BMO Capital Markets or its affiliates will buy from or sell to customers 
the securities of issuers mentioned in this report on a principal basis. BMO Capital Markets or its affiliates, officers, directors or employees have a long 
or short position in many of the securities discussed herein, related securities or in options, futures or other derivative instruments based thereon. The 
reader should assume that BMO Capital Markets or its affiliates may have a conflict of interest and should not rely solely on this report in evaluating 
whether or not to buy or sell securities of issuers discussed herein. 
Additional Matters
To Canadian Residents:  BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltee/Ltd., affiliates of BMO Capital Markets Corp., furnish this report to 
Canadian residents and accept responsibility for the contents herein subject to the terms set out above. Any Canadian person wishing to effect 
transactions in any of the securities included in this report should do so through BMO Nesbitt Burns Inc. and/or BMO Nesbitt Burns Ltee/Ltd. 
To U.S. Residents:  BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd., affiliates of BMO NB, furnish this report to U.S. residents 
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To U.K. Residents:  In the UK this document is published by BMO Capital Markets Limited which is authorised and regulated by the Financial 
Services Authority.  The contents hereof are intended solely for the use of, and may only be issued or passed on to, (I) persons who have professional 
experience in matters relating to investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 
2005 (the “Order”) or (II) high net worth entities falling within Article 49(2)(a) to (d) of the Order (all such persons together referred to as “relevant 
persons”).  The contents hereof are not intended for the use of and may not be issued or passed on to, retail clients. 
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Q3/10 Results Below Expectations; Dividend Increased by 7.1% 
   

Impact  Mixed 

   

Details & Analysis  Pacific Northern Gas reported a Q3/10 loss per share of $0.64 versus our
estimate of a loss per share of $0.55.  The natural gas pipeline division 
reported a loss of $1.949 million versus our estimate of a loss of $1.789
million, while the renewable energy division reported a loss of $0.289
million versus our estimate of a loss of $0.181 million.  During Q3/10, the
company expensed approximately $0.145 million of acquisition and 
reorganization costs related to the McNair Creek hydro facility.
Excluding these costs, the Q3/10 loss per share would have been $0.60.
Given these non-recurring expenses, we largely attribute the variance 
between actual and expected results to seasonality.  In addition, the 
earnings release contained the following noteworthy disclosures: (1) PNG
increased its dividend by 7.1% to a new annualized rate of $1.20/share
from $1.12/share; and (2) PNG spent $0.36 million during Q3/10 on 
engineering and technical studies related to the KSL project, all of which
was capitalized.  Although we believe that the dividend increase may be
viewed favourably in an environment where many investors are seeking
yield, we wonder whether the timing is prudent considering: (1) the 
potential for large capital expenditures associated with KSL; and (2) the
decline in transportation volumes on the company’s Western System due
to the decision of West Fraser Timber Co. Ltd. to close its Kitimat
linerboard mill. 
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Last Daily Data Point: October 26, 2010
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FYE EPS P/E DPS Yield Payout BV P/B ROE
(Dec.)  $   $   $   %   %     %  

1987     1.31     8  0.75   7.4     57   8.97   1.1    15
1988     1.34     8  0.75   6.6     56   9.24   1.2    15
1989     1.45     8  0.75   6.4     52   9.92   1.2    15
1990     1.61     7  0.75   6.7     47  10.76   1.0    16
1991     1.66     8  0.80   5.9     48  11.62   1.2    15
1992     1.55    11  0.80   4.8     52  12.37   1.3    13
1993     1.63    13  0.88   4.0     54  12.37   1.8    13
1994     1.80    11  0.88   4.3     49  12.37   1.6    15
1995     1.67    13  0.96   4.6     57  14.57   1.4    12
1996     2.01    11  0.96   4.3     48  15.61   1.4    13
1997     2.16    14  1.04   3.5     48  16.42   1.8    13
1998     1.73    16  1.12   4.1     65  17.39   1.6    10
1999     1.92     9  1.12   6.5     58  18.19   1.0    11
2000     1.83     4  1.12  14.1     61  19.44   0.4    10
2001     1.52     6  1.12  11.7     74  20.95   0.5     8
2002     1.25    13  1.12   6.3     82  19.27   0.9     6
2003     1.46    13  0.80   4.1     54  19.96   1.0     7
2004     1.38    15  0.80   3.8     57  20.52   1.0     7
2005     1.72    11  0.80   4.1     46  21.43   0.9     8
2006     1.25    14  0.80   4.4     63  21.91   0.8     6
2007     1.10    17  0.80   4.3     72  22.16   0.8     5
2008     1.52     9  0.88   6.5     58  24.21   0.6     7
2009     1.71    11  1.00   5.3     58  24.03   0.8     7

Current*     1.91    14  1.12   4.2     59  24.79   1.1     8

Average:    11   5.7     57   1.1  10.5

Growth(%):
5 Year:   4.0   7.0   3.9

10 Year:  -0.1   0.0   3.1
20 Year:   2.4   2.0   4.7

* Current EPS is the 4 Quarter Trailing to Q2/2010.
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IMPORTANT DISCLOSURES 
 
Analyst's Certification 
I, Michael McGowan, CA, CFA, hereby certify that the views expressed in this report accurately reflect my personal 
views about the subject securities or issuers.  I also certify that no part of my compensation was, is, or will be, 
directly or indirectly, related to the specific recommendations or views expressed in this report. 
Analysts who prepared this report are compensated based upon (among other factors) the overall profitability of 
BMO Capital Markets and their affiliates, which includes the overall profitability of investment banking services.  
Compensation for research is based on effectiveness in generating new ideas and in communication of ideas to 
clients, performance of recommendations, accuracy of earnings estimates, and service to clients. 
Methodology and Risks to Price Target/Valuation 
Methodology: Our target price is approximately equal to 1x our 2012E BVPS of $26.84. 
Risks: The company's natural gas transmission business depends on the continued availability of natural gas. The 
BCUC approves PNG’s customer rates and a fair return on the rate base. Changes in regulation may adversely affect 
performance. Natural gas and fuel oil compete with electricity for space heating in Pacific Northern Gas' service 
areas. Fluctuations in the price of natural gas could increase the working capital financing requirements and related 
costs for accounts receivable. In 2004, 75% of energy deliveries were made to four large industrial customers (67% 
to one customer, Methanex).  Transportation service to Methanex was made pursuant to an agreement that expires in 
October 2009.  On August 30, 2005, Methanex announced that it will close its Kitimat facilities in early 2006.  On 
October 28, 2009 another large industrial customer (West Fraser Timber Co. Ltd. announced that it was permanently 
closing its mill on January 31, 2010. 
 
Distribution of Ratings (September 30, 2010) 
 

Rating 
Category 

 
BMO Rating 

BMOCM US  
Universe* 

BMOCM US
IB Clients** 

BMOCM US
IB Clients*** 

BMOCM 
Universe**** 

BMOCM 
IB Clients***** 

Starmine 
Universe 

Buy Outperform 36.5% 13.6% 40.7% 40.4% 49.1% 55.4% 
Hold Market Perform 60.2% 11.3% 55.9% 55.6% 49.1% 39.7% 
Sell Underperform 3.3% 12.5% 3.4% 4.0% 1.9% 4.8% 

* Reflects rating distribution of all companies covered by BMO Capital Markets Corp. equity research 
analysts. 

** Reflects rating distribution of all companies from which BMO Capital Markets Corp. has received 
compensation for Investment Banking services as percentage within ratings category. 

*** Reflects rating distribution of all companies from which BMO Capital Markets Corp. has received 
compensation for Investment Banking services as percentage of Investment Banking clients. 

**** Reflects rating distribution of all companies covered by BMO Capital Markets equity research analysts. 
***** Reflects rating distribution of all companies from which BMO Capital Markets has received 

compensation for Investment Banking services as percentage of Investment Banking clients. 
 
Ratings and Sector Key 
We use the following ratings system definitions:  
OP = Outperform - Forecast to outperform the market;  
Mkt = Market Perform - Forecast to perform roughly in line with the market;  
Und = Underperform - Forecast to underperform the market;  
(S) = speculative investment;  
NR = No rating at this time;  
R = Restricted – Dissemination of research is currently restricted. 
 
Market performance is measured by a benchmark index such as the S&P/TSX Composite Index, S&P 500, Nasdaq 
Composite, as appropriate for each company.  BMO Capital Markets eight Top 15 lists guide investors to our best 
ideas according to different objectives (Canadian large, small, growth, value, income, quantitative; and US large, US 
small) have replaced the Top Pick rating. 
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Other Important Disclosures  
For Other Important Disclosures on the stocks discussed in this report, please go to 
http://researchglobal.bmocapitalmarkets.com/Company_Disclosure_Public.asp or write to Editorial Department, 
BMO Capital Markets, 3 Times Square, New York, NY  10036 or Editorial Department, BMO Capital Markets, 1 
First Canadian Place, Toronto, Ontario, M5X 1H3. 
 
Prior BMO Capital Markets Ratings Systems 
http://researchglobal.bmocapitalmarkets.com/documents/2009/prior_rating_systems.pdf  
 
Dissemination of Research 
Our research publications are available via our web site http://bmocapitalmarkets.com/research/.  Institutional clients 
may also receive our research via FIRST CALL, FIRST CALL Research Direct, Reuters, Bloomberg, FactSet, 
Capital IQ, and TheMarkets.com.  All of our research is made widely available at the same time to all BMO Capital 
Markets client groups entitled to our research. Additional dissemination may occur via email or regular mail.  Please 
contact your investment advisor or institutional salesperson for more information. 
 
Conflict Statement 
A general description of how BMO Financial Group identifies and manages conflicts of interest is contained in our 
public facing policy for managing conflicts of interest in connection with investment research which is available at 
http://researchglobal.bmocapitalmarkets.com/Conflict_Statement_Public.asp 
 
General Disclaimer 
“BMO Capital Markets” is a trade name used by the BMO Investment Banking Group, which includes the 
wholesale arm of Bank of Montreal and its subsidiaries BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée./Ltd., 
BMO Capital Markets Ltd. in the U.K. and BMO Capital Markets Corp. in the U.S.  BMO Nesbitt Burns Inc., BMO 
Capital Markets Ltd. and BMO Capital Markets Corp are affiliates. Bank of Montreal or its subsidiaries (“BMO 
Financial Group”) has lending arrangements with, or provide other remunerated services to, many issuers covered 
by BMO Capital Markets. The opinions, estimates and projections contained in this report are those of BMO Capital 
Markets as of the date of this report and are subject to change without notice. BMO Capital Markets endeavours to 
ensure that the contents have been compiled or derived from sources that we believe are reliable and contain 
information and opinions that are accurate and complete. However, BMO Capital Markets makes no representation 
or warranty, express or implied, in respect thereof, takes no responsibility for any errors and omissions contained 
herein and accepts no liability whatsoever for any loss arising from any use of, or reliance on, this report or its 
contents. Information may be available to BMO Capital Markets or its affiliates that is not reflected in this report. 
The information in this report is not intended to be used as the primary basis of investment decisions, and because of 
individual client objectives, should not be construed as advice designed to meet the particular investment needs of 
any investor. This material is for information purposes only and is not an offer to sell or the solicitation of an offer to 
buy any security. BMO Capital Markets or its affiliates will buy from or sell to customers the securities of issuers 
mentioned in this report on a principal basis. BMO Capital Markets or its affiliates, officers, directors or employees 
have a long or short position in many of the securities discussed herein, related securities or in options, futures or 
other derivative instruments based thereon. The reader should assume that BMO Capital Markets or its affiliates 
may have a conflict of interest and should not rely solely on this report in evaluating whether or not to buy or sell 
securities of issuers discussed herein. 
Additional Matters 
To Canadian Residents:  BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltee/Ltd., affiliates of BMO Capital 
Markets Corp., furnish this report to Canadian residents and accept responsibility for the contents herein subject to 
the terms set out above. Any Canadian person wishing to effect transactions in any of the securities included in this 
report should do so through BMO Nesbitt Burns Inc. and/or BMO Nesbitt Burns Ltee/Ltd. 
To U.S. Residents:  BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd., affiliates of BMO NB, 
furnish this report to U.S. residents and accept responsibility for the contents herein, except to the extent that it 
refers to securities of Bank of Montreal.  Any U.S. person wishing to effect transactions in any security discussed 
herein should do so through BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd.   
To U.K. Residents:  In the UK this document is published by BMO Capital Markets Limited which is authorised and 
regulated by the Financial Services Authority.  The contents hereof are intended solely for the use of, and may only 
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be issued or passed on to, (I) persons who have professional experience in matters relating to investments falling 
within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the 
“Order”) or (II) high net worth entities falling within Article 49(2)(a) to (d) of the Order (all such persons together 
referred to as “relevant persons”).  The contents hereof are not intended for the use of and may not be issued or 
passed on to, retail clients. 
 

ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST 
BMO Financial Group (NYSE, TSX: BMO) is an integrated financial services provider offering a range of retail banking, wealth management, and investment and 
corporate banking products. BMO serves Canadian retail clients through BMO Bank of Montreal and BMO Nesbitt Burns. In the United States, retail clients are 
served through Harris N.A. Investment and corporate banking services are provided in Canada and the US through BMO Capital Markets. 

BMO Capital Markets is a trade name used by BMO Financial Group for the wholesale banking businesses of Bank of Montreal, Harris N.A. and BMO Ireland Plc, 
and the institutional broker dealer businesses of BMO Capital Markets Corp. (Member SIPC), BMO Nesbitt Burns Trading Corp. and BMO Capital Markets GKST 
Inc. (Member SIPC) in the U.S., BMO Nesbitt Burns Inc. (Member CIPF) in Canada, Europe and Asia, BMO Nesbitt Burns Securities Limited (U.S. registered and 
member of FINRA), and BMO Nesbitt Burns Ltée/Ltd. (Member CIPF) in Canada, and BMO Capital Markets Limited in Europe and Australia.  “Nesbitt Burns” is a 
registered trademark of BMO Nesbitt Burns Corporation Limited, used under license. “BMO Capital Markets” is a trademark of Bank of Montreal, used under license. 
"BMO (M-Bar roundel symbol)" is a registered trademark of Bank of Montreal, used under license. 

®  Registered trademark of Bank of Montreal in the United States, Canada and elsewhere. 
TM Trademark Bank of Montreal 
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This report was prepared by an analyst(s) employed by BMO Nesbitt Burns Inc., and who is (are) not registered as a research analyst(s) under 
FINRA rules.  For disclosure statements, including the Analyst's Certification, please refer to pages 3 to 5. 
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Toronto, Ontario 
 

Michael McGowan, CA, CFA 
BMO Nesbitt Burns Inc. 
(416) 359-5807 
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Assoc: Mark Laing, CA, CFA 
 

 

Share Price Likely to Remain Elevated Until a 
Decision on the Kitimat LNG Terminal Is Reached 
 

Event 
We are increasing our price target to $31, which is consistent with the lower end

of the $31-33 per share takeover value we calculated in our “What If” analysis 

published on June 2, 2010.  A copy of this report can be found through this link

(click here). 
 

Impact 
Slightly Positive.  Although we are not increasing our target price in response to

any specific news, we believe that as long as Apache and EOG Resources

continue engineering work on the proposed Kitimat LNG export terminal, 

PNG’s share price will likely reflect a takeover premium.  We understand that a 

decision to proceed with the Kitimat LNG initiative will likely occur by mid-

2011.  PNG is involved in the Kitimat LNG initiative through its 50%

ownership in Pacific Trail Pipelines LP, a joint venture that is planning to

construct a 463 km pipeline that would connect supply to the export terminal. 
 

Forecasts 

There are no changes to our forecasts. 
 

Valuation 
Our revised target price of $31 is consistent with the lower end of the $31–33 

range we believe that PNG could realize in a near-term acquisition scenario.  
 

Recommendation 
At current levels, we believe that PNG is reasonably valued.  However, if a

decision is made not to proceed with the Kitimat LNG export terminal, or the

project loses momentum, we believe that PNG’s share price may decline to a

level more consistent with our estimated 2012E book value of approximately

$26.50/share. 
 
 

Price (27-Jan) $30.05 52-Week High $30.85 
Target Price $31.00 52-Week Low $21.00 
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(FY-Dec.) 2009A 2010E 2011E 2012E 
EPS  $1.71   $1.89   $2.08   $2.08 
P/E  15.9x 14.4x 14.4x 
 
CFPS  $5.25   $5.03   $5.24   $5.23 
P/CFPS  6.0x 5.7x 5.7x 
 
Div.  $0.96 $1.14 $1.20 $1.20 
EV ($mm) $141 $206 $201 $190 
EBITDA ($mm) $22.8 $25.4 $26.8 $25.9 
EV/EBITDA 6.2x 8.1x 7.5x 7.3x 
 
Quarterly EPS Q1 Q2 Q3 Q4 
2009A $1.39  -$0.13  -$0.49  $0.95 
2010E $1.51a -$0.06a -$0.64a $1.11
2011E $1.59  -$0.03  -$0.55  $1.10 
 
Dividend $1.20 Yield 4.0% 
Book Value $25.27 Price/Book 1.2x 
Shares O/S (mm) 3.6 Mkt. Cap (mm) $108 
Float O/S (mm) 3.6 Float Cap (mm) $108 
Wkly Vol (000s) 18 Wkly $ Vol (mm) $0.4 
Net Debt ($mm) $93 Next Rep. Date 31-Mar (E) 

Notes: All values in C$; Estimates are weather normal 
Major Shareholders: Widely held 
First Call Mean Estimates: PACIFIC NORTHERN GAS LTD 'A' (C$) 
2010E: $1.92; 2011E: $2.06; 2012E: $2.05 

Changes   Target
     $26.50 to $31.00 

http://research-ca.bmocapitalmarkets.com/documents/DC0CA651-18C6-4BD7-B920-2C9EA22CF632.PDF�
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Table 1:  Consolidated Summary 

28-Jan-11 Michael McGowan

Current Price: $30.00 BMO Capital Markets
12-Month Target Price: $31.00

ROR: 7.3% Recommendation: Market Perform

2002 2003 2004 2005 2006 2007 2008 2009 2010E 2011E 2012E
Total Earnings Per Share $1.28 $1.49 $1.41 $1.75 $1.27 $1.11 $1.53 $1.72 $1.91 $2.10 $2.10

Fully Diluted EPS $1.25 $1.46 $1.38 $1.72 $1.25 $1.10 $1.52 $1.71 $1.89 $2.08 $2.08

Dividends $0.00 $0.80 $0.80 $0.80 $0.80 $0.80 $0.88 $0.96 $1.14 $1.20 $1.20

Payout Ratio 0.0% 53.8% 56.8% 45.8% 63.0% 72.4% 57.6% 55.7% 59.7% 57.1% 57.0%

Average Shares (mm) 3.5 3.6 3.6 3.6 3.6 3.6 3.7 3.6 3.6 3.6 3.6

Net Book Value $21.62 $19.25 $20.52 $21.44 $21.91 $22.17 $22.85 $24.03 $24.80 $25.71 $26.62

Market Valuation
Price:  High $18.00 $19.50 $22.00 $24.00 $19.75 $19.00 $18.65 $19.30 - - -

Price:  Low $9.35 $14.00 $17.28 $17.37 $16.96 $17.50 $12.11 $11.40 - - -
Price:  Current - - - - - - - - $30.00 - -

P/E Ratio:  High 14.0 13.1 15.6 13.7 15.5 17.2 12.2 11.2 - - -

P/E Ratio:  Low 7.3 9.4 12.3 9.9 13.3 15.8 7.9 6.6 - - -
P/E Ratio:  Current - - - - - - - - 15.7 14.3 14.3

Price/Book Value:  High 0.8 1.0 1.1 1.1 0.9 0.9 0.8 0.8 - - -

Price/Book Value:  Low 0.4 0.7 0.8 0.8 0.8 0.8 0.5 0.5 - - -
Price/Book Value:  Current - - - - - - - - 1.2 1.2 1.1

Yield:  High Price 0.0% 4.1% 3.6% 3.3% 4.1% 4.2% 4.7% 5.0% - - -
Yield:  Low Price 0.0% 5.7% 4.6% 4.6% 4.7% 4.6% 7.3% 8.4% - - -

Yield:  Current - - - - - - - - 3.8% 4.0% 4.0%

Balance Sheet ($mm)
Debt (S-T) 4.1 7.0 10.1 14.4 10.0 11.2 5.4 6.1 20.8 24.9 8.0

Debt (L-T) 90.2 85.8 81.4 76.6 71.7 72.8 74.5 72.4 73.4 64.6 70.0
Deferred Items 17.0 17.9 15.8 15.7 24.0 18.5 13.8 14.0 15.5 17.0 18.5

Preferred Shares 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0
Shareholders' Equity 76.7 69.4 73.9 77.7 79.8 81.2 83.7 85.4 88.2 91.4 94.7

193.0 185.1 186.4 189.4 190.5 188.9 182.5 182.9 202.8 202.9 196.1

Balance Sheet (%)
Debt (S-T) 2.1% 3.8% 5.4% 7.6% 5.2% 6.0% 3.0% 3.4% 10.2% 12.3% 4.1%
Debt (L-T) 46.7% 46.4% 43.7% 40.4% 37.6% 38.6% 40.8% 39.6% 36.2% 31.8% 35.7%

Deferred Items 8.8% 9.7% 8.5% 8.3% 12.6% 9.8% 7.6% 7.6% 7.6% 8.4% 9.4%
Preferred Shares 2.6% 2.7% 2.7% 2.6% 2.6% 2.7% 2.7% 2.7% 2.5% 2.5% 2.6%

Shareholders' Equity 39.7% 37.5% 39.7% 41.1% 41.9% 43.0% 45.9% 46.7% 43.5% 45.1% 48.3%

100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Income Statement ($mm)
Total Revenue 109.1 133.7 137.8 160.0 138.8 129.5 132.8 104.1 95.9 97.8 99.8

EBIT 19.5 18.5 17.5 18.6 17.6 14.3 14.9 14.6 16.6 17.6 16.6

NPAT 4.9 5.7 5.4 6.7 5.0 4.4 5.9 6.5 7.1 7.8 7.8
Preferred Share Dividends 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3
Net Earnings to Common 4.6 5.3 5.1 6.3 4.6 4.0 5.6 6.2 6.8 7.5 7.5

Cash Flow from Operations 13.1 12.2 16.4 11.8 17.6 (2.6) 16.8 18.9 17.5 18.6 18.6

Key Statistics

Average Utility Rate Base ($mm) 166.8 165.4 167.2 165.2 162.4 165.6 167.9 171.3 168.8 165.9 162.1

Growth Rate -1.98% -0.87% 1.10% -1.19% -1.67% 1.95% 1.38% 2.02% -1.45% -1.71% -2.30%
2007 - 2010 CAGR 0.64% -0.39% -1.82%

Allowed Return on Equity 9.88% 10.17% 9.80% 9.68% 9.45% 9.02% 9.27% 9.12% 10.15% 10.15% 10.15%

Deemed Equity 36.00% 36.00% 36.00% 40.00% 40.00% 40.00% 40.00% 40.00% 45.00% 45.00% 45.00%

Sensitivity 

100 bp Change ROE
Change Total Income 0.6 0.6 0.6 0.7 0.6 0.7 0.7 0.7 0.8 0.7 0.7

Change Per Share 0.17 0.17 0.17 0.18 0.18 0.18 0.18 0.19 0.21 0.21 0.21

100 bp Change in Deemed Equity
Change Total Income 0.2 0.2 0.2 0.2 0.2 0.1 0.2 0.2 0.2 0.2 0.2

Change Per Share 0.05 0.05 0.05 0.04 0.04 0.04 0.04 0.04 0.05 0.05 0.05

1.00% Change in Average Rate Base
Change Total Income 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1

Change Per Share 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02
Source:  BMO Capital Markets

Year Ended December 31
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FYE EPS P/E DPS Yield Payout BV P/B ROE
(Dec.)  $   $   $   %   %     %  

1987     1.31     8  0.75   7.4     57   8.97   1.1    15
1988     1.34     8  0.75   6.6     56   9.24   1.2    15
1989     1.45     8  0.75   6.4     52   9.92   1.2    15
1990     1.61     7  0.75   6.7     47  10.76   1.0    16
1991     1.66     8  0.80   5.9     48  11.62   1.2    15
1992     1.55    11  0.80   4.8     52  12.37   1.3    13
1993     1.63    13  0.88   4.0     54  12.37   1.8    13
1994     1.80    11  0.88   4.3     49  12.37   1.6    15
1995     1.67    13  0.96   4.6     57  14.57   1.4    12
1996     2.01    11  0.96   4.3     48  15.61   1.4    13
1997     2.16    14  1.04   3.5     48  16.42   1.8    13
1998     1.73    16  1.12   4.1     65  17.39   1.6    10
1999     1.92     9  1.12   6.5     58  18.19   1.0    11
2000     1.83     4  1.12  14.1     61  19.44   0.4    10
2001     1.52     6  1.12  11.7     74  20.95   0.5     8
2002     1.25    13  1.12   6.3     82  19.27   0.9     6
2003     1.46    13  0.80   4.1     54  19.96   1.0     7
2004     1.38    15  0.80   3.8     57  20.52   1.0     7
2005     1.72    11  0.80   4.1     46  21.43   0.9     8
2006     1.25    14  0.80   4.4     63  21.91   0.8     6
2007     1.10    17  0.80   4.3     72  22.16   0.8     5
2008     1.52     9  0.88   6.5     58  24.21   0.6     7
2009     1.71    11  1.00   5.3     58  24.03   0.8     7

Current*     1.85    16  1.20   4.0     65  25.27   1.2     7

Average:    11   5.7     57   1.1  10.5

Growth(%):
5 Year:   1.1   8.4   3.4

10 Year:   0.1   0.7   2.7
20 Year:   0.7   2.4   4.4

* Current EPS is the 4 Quarter Trailing to Q3/2010.
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IMPORTANT DISCLOSURES 

 
Analyst's Certification 
I, Michael McGowan, CA, CFA, hereby certify that the views expressed in this report accurately reflect my personal views about the subject securities 
or issuers.  I also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views 
expressed in this report. 
Analysts who prepared this report are compensated based upon (among other factors) the overall profitability of BMO Capital Markets and their 
affiliates, which includes the overall profitability of investment banking services.  Compensation for research is based on effectiveness in generating 
new ideas and in communication of ideas to clients, performance of recommendations, accuracy of earnings estimates, and service to clients. 
 
Methodology and Risks to Price Target/Valuation 
Methodology: Our target price is consistent with the lower end of a range of $31–33 we believe PNG could realize in an acquisition scenario. 
Risks: The company's natural gas transmission business depends on the continued availability of natural gas. The BCUC approves PNG’s customer 
rates and a fair return on the rate base. Changes in regulation may adversely affect performance. Natural gas and fuel oil compete with electricity for 
space heating in Pacific Northern Gas' service areas. Fluctuations in the price of natural gas could increase the working capital financing requirements 
and related costs for accounts receivable. In 2004, 75% of energy deliveries were made to four large industrial customers (67% to one customer, 
Methanex).  Transportation service to Methanex was made pursuant to an agreement that expires in October 2009.  On August 30, 2005, Methanex 
announced that it will close its Kitimat facilities in early 2006.  On October 28, 2009 another large industrial customer (West Fraser Timber Co. Ltd. 
announced that it was permanently closing its mill on January 31, 2010. 
 
Distribution of Ratings (December 31, 2010) 
 

Rating 
Category 

 
BMO Rating 

BMOCM US  
Universe* 

BMOCM US
IB Clients** 

BMOCM US
IB Clients*** 

BMOCM 
Universe**** 

BMOCM 
IB Clients***** 

Starmine 
Universe 

Buy Outperform 35.3% 14.0% 39.1% 38.6% 45.1% 53.2% 
Hold Market Perform 62.3% 12.0% 59.4% 57.5% 51.8% 41.7% 
Sell Underperform 2.4% 8.3% 1.6% 3.9% 3.1% 5.1% 

* Reflects rating distribution of all companies covered by BMO Capital Markets Corp. equity research analysts. 
** Reflects rating distribution of all companies from which BMO Capital Markets Corp. has received compensation for Investment Banking services 

as percentage within ratings category. 
*** Reflects rating distribution of all companies from which BMO Capital Markets Corp. has received compensation for Investment Banking 

services as percentage of Investment Banking clients. 
**** Reflects rating distribution of all companies covered by BMO Capital Markets equity research analysts. 
***** Reflects rating distribution of all companies from which BMO Capital Markets has received compensation for Investment Banking services as 

percentage of Investment Banking clients. 
 
Ratings and Sector Key 
We use the following ratings system definitions:  
OP = Outperform - Forecast to outperform the market;  
Mkt = Market Perform - Forecast to perform roughly in line with the market;  
Und = Underperform - Forecast to underperform the market;  
(S) = speculative investment;  
NR = No rating at this time;  
R = Restricted – Dissemination of research is currently restricted.  
 
Market performance is measured by a benchmark index such as the S&P/TSX Composite Index, S&P 500, Nasdaq Composite, as appropriate for each 
company.  BMO Capital Markets eight Top 15 lists guide investors to our best ideas according to different objectives (Canadian large, small, growth, 
value, income, quantitative; and US large, US small) have replaced the Top Pick rating. 
 
Other Important Disclosures  
For Other Important Disclosures on the stocks discussed in this report, please go to http://researchglobal.bmocapitalmarkets.com/Company_Disclosure_ 
Public.asp or write to Editorial Department, BMO Capital Markets, 3 Times Square, New York, NY  10036 or Editorial Department, BMO Capital 
Markets, 1 First Canadian Place, Toronto, Ontario, M5X 1H3. 
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50% Interest in PTP Sold 
   

Impact  Positive 

   

Details & Analysis  Pacific Northern Gas has announced that it has reached an agreement to
divest its 50% interest in the Kitimat to Summit Lake project (“KSL”) to
Apache Canada and EOG Canada.  Consideration will consist of a $30 
million cash payment, and a contingent payment of $20 million to be
released when Apache and EOG decide to proceed with construction of
the facility.  Details in the press release indicate that assuming the entire
$50 million is received from Apache and EOG, the transaction is worth
approximately $9-10/share after taxes and related expenses under the KSL 
management incentive plan.  Based on Q3/10 financial statements, we
believe that completion of the transaction could increase PNG’s book 
value per share to approximately $32, which is consistent with the $31-
33/share that we believed PNG could have realized in an acquisition
scenario.  Overall, we believe that this transaction is positive for PNG as
it: (1) crystallizes value with respect to the KSL project; and (2) should 
increase throughput on PNG’s pipeline system and lower tolls for existing
customers, assuming that the LNG terminal proceeds.  PNG has stated that
its board of directors is currently reviewing its business strategy in light of 
the anticipated receipt of an initial $30 million in proceeds upon closing of
the transaction.  Conference call today at 1:00 p.m. ET. Tel: 1-866-696-
5910 (passcode 1576766#); Replay: 1576766#; Webcast: www.png.ca 
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FYE EPS P/E DPS Yield Payout BV P/B ROE
(Dec.)  $   $   $   %   %     %  

1987     1.31     8  0.75   7.4     57   8.97   1.1    15
1988     1.34     8  0.75   6.6     56   9.24   1.2    15
1989     1.45     8  0.75   6.4     52   9.92   1.2    15
1990     1.61     7  0.75   6.7     47  10.76   1.0    16
1991     1.66     8  0.80   5.9     48  11.62   1.2    15
1992     1.55    11  0.80   4.8     52  12.37   1.3    13
1993     1.63    13  0.88   4.0     54  12.37   1.8    13
1994     1.80    11  0.88   4.3     49  12.37   1.6    15
1995     1.67    13  0.96   4.6     57  14.57   1.4    12
1996     2.01    11  0.96   4.3     48  15.61   1.4    13
1997     2.16    14  1.04   3.5     48  16.42   1.8    13
1998     1.73    16  1.12   4.1     65  17.39   1.6    10
1999     1.92     9  1.12   6.5     58  18.19   1.0    11
2000     1.83     4  1.12  14.1     61  19.44   0.4    10
2001     1.52     6  1.12  11.7     74  20.95   0.5     8
2002     1.25    13  1.12   6.3     82  19.27   0.9     6
2003     1.46    13  0.80   4.1     54  19.96   1.0     7
2004     1.38    15  0.80   3.8     57  20.52   1.0     7
2005     1.72    11  0.80   4.1     46  21.43   0.9     8
2006     1.25    14  0.80   4.4     63  21.91   0.8     6
2007     1.10    17  0.80   4.3     72  22.16   0.8     5
2008     1.52     9  0.88   6.5     58  24.21   0.6     7
2009     1.71    11  1.00   5.3     58  24.03   0.8     7

Current*     1.85    16  1.20   4.0     65  25.27   1.2     7

Average:    11   5.7     57   1.1  10.5

Growth(%):
5 Year:   1.1   8.4   3.4

10 Year:   0.1   0.7   2.7
20 Year:   0.7   2.4   4.4

* Current EPS is the 4 Quarter Trailing to Q3/2010.
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IMPORTANT DISCLOSURES 
 
Analyst's Certification 
I, Michael McGowan, CA, CFA, hereby certify that the views expressed in this report accurately reflect my personal 
views about the subject securities or issuers.  I also certify that no part of my compensation was, is, or will be, 
directly or indirectly, related to the specific recommendations or views expressed in this report. 
Analysts who prepared this report are compensated based upon (among other factors) the overall profitability of 
BMO Capital Markets and their affiliates, which includes the overall profitability of investment banking services.  
Compensation for research is based on effectiveness in generating new ideas and in communication of ideas to 
clients, performance of recommendations, accuracy of earnings estimates, and service to clients. 
Methodology and Risks to Price Target/Valuation 
Methodology: Our target price is consistent with the lower end of a range of $31-33/share we believe PNG could 
realize in an acquisition scenario. 
Risks: The company's natural gas transmission business depends on the continued availability of natural gas. The 
BCUC approves PNG’s customer rates and a fair return on the rate base. Changes in regulation may adversely affect 
performance. Natural gas and fuel oil compete with electricity for space heating in Pacific Northern Gas' service 
areas. Fluctuations in the price of natural gas could increase the working capital financing requirements and related 
costs for accounts receivable. In 2004, 75% of energy deliveries were made to four large industrial customers (67% 
to one customer, Methanex).  Transportation service to Methanex was made pursuant to an agreement that expires in 
October 2009.  On August 30, 2005, Methanex announced that it will close its Kitimat facilities in early 2006.  On 
October 28, 2009 another large industrial customer (West Fraser Timber Co. Ltd. announced that it was permanently 
closing its mill on January 31, 2010. 
 
Distribution of Ratings (December 31, 2010) 
 

Rating 
Category 

 
BMO Rating 

BMOCM US  
Universe* 

BMOCM US
IB Clients** 

BMOCM US
IB Clients*** 

BMOCM 
Universe**** 

BMOCM 
IB Clients***** 

Starmine 
Universe 

Buy Outperform 35.3% 14.0% 39.1% 38.6% 45.1% 53.2% 
Hold Market Perform 62.3% 12.0% 59.4% 57.5% 51.8% 41.7% 
Sell Underperform 2.4% 8.3% 1.6% 3.9% 3.1% 5.1% 

* Reflects rating distribution of all companies covered by BMO Capital Markets Corp. equity research 
analysts. 

** Reflects rating distribution of all companies from which BMO Capital Markets Corp. has received 
compensation for Investment Banking services as percentage within ratings category. 

*** Reflects rating distribution of all companies from which BMO Capital Markets Corp. has received 
compensation for Investment Banking services as percentage of Investment Banking clients. 

**** Reflects rating distribution of all companies covered by BMO Capital Markets equity research analysts. 
***** Reflects rating distribution of all companies from which BMO Capital Markets has received 

compensation for Investment Banking services as percentage of Investment Banking clients. 
 
Ratings and Sector Key 
We use the following ratings system definitions:  
OP = Outperform - Forecast to outperform the market;  
Mkt = Market Perform - Forecast to perform roughly in line with the market;  
Und = Underperform - Forecast to underperform the market;  
(S) = speculative investment;  
NR = No rating at this time;  
R = Restricted – Dissemination of research is currently restricted. 
 
Market performance is measured by a benchmark index such as the S&P/TSX Composite Index, S&P 500, Nasdaq 
Composite, as appropriate for each company.  BMO Capital Markets eight Top 15 lists guide investors to our best 
ideas according to different objectives (Canadian large, small, growth, value, income, quantitative; and US large, US 
small) have replaced the Top Pick rating. 
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Other Important Disclosures  
For Other Important Disclosures on the stocks discussed in this report, please go to 
http://researchglobal.bmocapitalmarkets.com/Company_Disclosure_Public.asp or write to Editorial Department, 
BMO Capital Markets, 3 Times Square, New York, NY  10036 or Editorial Department, BMO Capital Markets, 1 
First Canadian Place, Toronto, Ontario, M5X 1H3. 
 
Prior BMO Capital Markets Ratings Systems 
http://researchglobal.bmocapitalmarkets.com/documents/2009/prior_rating_systems.pdf  
 
Dissemination of Research 
Our research publications are available via our web site http://bmocapitalmarkets.com/research/.  Institutional clients 
may also receive our research via FIRST CALL, FIRST CALL Research Direct, Reuters, Bloomberg, FactSet, 
Capital IQ, and TheMarkets.com.  All of our research is made widely available at the same time to all BMO Capital 
Markets client groups entitled to our research. Additional dissemination may occur via email or regular mail.  Please 
contact your investment advisor or institutional salesperson for more information. 
 
Conflict Statement 
A general description of how BMO Financial Group identifies and manages conflicts of interest is contained in our 
public facing policy for managing conflicts of interest in connection with investment research which is available at 
http://researchglobal.bmocapitalmarkets.com/Conflict_Statement_Public.asp 
 
General Disclaimer 
“BMO Capital Markets” is a trade name used by the BMO Investment Banking Group, which includes the 
wholesale arm of Bank of Montreal and its subsidiaries BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée./Ltd., 
BMO Capital Markets Ltd. in the U.K. and BMO Capital Markets Corp. in the U.S.  BMO Nesbitt Burns Inc., BMO 
Capital Markets Ltd. and BMO Capital Markets Corp are affiliates. Bank of Montreal or its subsidiaries (“BMO 
Financial Group”) has lending arrangements with, or provide other remunerated services to, many issuers covered 
by BMO Capital Markets. The opinions, estimates and projections contained in this report are those of BMO Capital 
Markets as of the date of this report and are subject to change without notice. BMO Capital Markets endeavours to 
ensure that the contents have been compiled or derived from sources that we believe are reliable and contain 
information and opinions that are accurate and complete. However, BMO Capital Markets makes no representation 
or warranty, express or implied, in respect thereof, takes no responsibility for any errors and omissions contained 
herein and accepts no liability whatsoever for any loss arising from any use of, or reliance on, this report or its 
contents. Information may be available to BMO Capital Markets or its affiliates that is not reflected in this report. 
The information in this report is not intended to be used as the primary basis of investment decisions, and because of 
individual client objectives, should not be construed as advice designed to meet the particular investment needs of 
any investor. This material is for information purposes only and is not an offer to sell or the solicitation of an offer to 
buy any security. BMO Capital Markets or its affiliates will buy from or sell to customers the securities of issuers 
mentioned in this report on a principal basis. BMO Capital Markets or its affiliates, officers, directors or employees 
have a long or short position in many of the securities discussed herein, related securities or in options, futures or 
other derivative instruments based thereon. The reader should assume that BMO Capital Markets or its affiliates 
may have a conflict of interest and should not rely solely on this report in evaluating whether or not to buy or sell 
securities of issuers discussed herein. 
Additional Matters 
To Canadian Residents:  BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltee/Ltd., affiliates of BMO Capital 
Markets Corp., furnish this report to Canadian residents and accept responsibility for the contents herein subject to 
the terms set out above. Any Canadian person wishing to effect transactions in any of the securities included in this 
report should do so through BMO Nesbitt Burns Inc. and/or BMO Nesbitt Burns Ltee/Ltd. 
To U.S. Residents:  BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd., affiliates of BMO NB, 
furnish this report to U.S. residents and accept responsibility for the contents herein, except to the extent that it 
refers to securities of Bank of Montreal.  Any U.S. person wishing to effect transactions in any security discussed 
herein should do so through BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd.   
To U.K. Residents:  In the UK this document is published by BMO Capital Markets Limited which is authorised and 
regulated by the Financial Services Authority.  The contents hereof are intended solely for the use of, and may only 
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be issued or passed on to, (I) persons who have professional experience in matters relating to investments falling 
within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the 
“Order”) or (II) high net worth entities falling within Article 49(2)(a) to (d) of the Order (all such persons together 
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Resuming Coverage Upon Completion of KSL 
Transaction: A “What Now?” Analysis 
 

Event 
We are resuming coverage of Pacific Northern Gas following the divestiture of

the company’s 50% interest in Pacific Trail Pipelines LP (“PTP LP”), the entity 

that owned the Kitimat to Summit Lake Pipeline project (“KSL”). While we 

were on research restriction, the company also reported Q4/10 results and

declared a special dividend of $3 per share. Q4/10 basic EPS of $1.10 was in

line with our Q4/10E EPS estimate of $1.11. 
 

Impact 

Positive. 
 

Forecasts 
We have updated our forecasts to reflect: 1) the sale of PNG’s interest in PTP;

2) Q4/10 results; 3) the special dividend payment of $3 per share; and 4) the 

revised share count per PNG’s Q4/10 financial statements. Our EPS estimates 

decline to $2.05, from $2.08, in 2011E and to $2.05, from $2.08, in 2012E.   
 

Valuation 
Our updated price target of $27 per share is consistent with our revised NAV

analysis, which assumes that PNG will realize the contingent $20 million 

payment related to the sale of its 50% interest in PTP LP. 
 

Recommendation 
At current levels, we believe the shares are reasonably valued. Our rating is

Market Perform. 
 
 

Price (17-Mar) $26.50 52-Week High $31.99 
Target Price $27.00 52-Week Low $22.60 
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(FY-Dec.) 2009A 2010A 2011E 2012E 
EPS  $1.71   $1.83   $2.05  $2.05
P/E   12.9x 12.9x 
 
CFPS  $5.25   $2.73   $4.78  $4.86
P/CFPS   5.5x 5.5x 
 
Div.  $0.96 $1.14 $1.20 $1.20 
EV ($mm) $139 $190 $163 $153 
EBITDA ($mm) $22.8 $24.6 $25.8 $25.2 
EV/EBITDA 6.1x 7.7x 6.3x 6.1x 
 
Quarterly EPS Q1 Q2 Q3 Q4 
2009A $1.39  -$0.13  -$0.49  $0.95 
2010A $1.51  -$0.06  -$0.64  $1.10 
2011E $1.55 -$0.04 -$0.54 $1.10 
 
Dividend $1.20 Yield 4.5% 
Book Value $24.63 Price/Book 1.1x 
Shares O/S (mm) 3.6 Mkt. Cap (mm) $95 
Float O/S (mm) 3.6 Float Cap (mm) $95 
Wkly Vol (000s) 20 Wkly $ Vol (mm) $0.5 
Net Debt ($mm) $96 Next Rep. Date 15-May (E) 

Notes: All values in C$; Estimates are weather normal 
Major Shareholders: Widely held 
First Call Mean Estimates: PACIFIC NORTHERN GAS LTD 'A' (C$) 
2010E: $1.94; 2011E: $2.05; 2012E: $2.06 

Changes Annual EPS Annual CFPS Quarterly EPS Target
 2011E $2.08 to $2.05 2011E $5.24 to $4.78     Q1/11E $1.59 to $1.55 $31.00 to $27.00 
 2012E $2.08 to $2.05 2012E $5.23 to $4.86     Q2/11E -$0.03 to -$0.04  
             Q3/11E -$0.55 to -$0.54    
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Resuming Coverage Upon Completion of KSL Transaction:  
A “What Now?” Analysis 

We are resuming coverage of Pacific Northern Gas following the divestiture of the company’s 
50% interest in Pacific Trail Pipelines LP (“PTP LP”), the entity that owned the Kitimat to 
Summit Lake Pipeline project (“KSL”). While we were on research restriction, the company 
also reported Q4/10 results and declared a special dividend of $3 per share. Q4/10 basic EPS of 
$1.10 was in line with our Q4/10E EPS estimate of $1.11. Results from both the natural gas 
transportation division and renewable energy divisions were generally consistent with our 
estimates. 

More significant than the Q4/10 earnings release was the divestiture of PNG’s 50% interest in 
PTP LP. PTP LP was proposing to construct a 463 km pipeline that would connect natural gas 
supply to a planned LNG terminal that would be located near Kitimat, BC. As discussed in 
greater detail below, while we believe that the sale of its 50% interest in PTP LP is positive as it 
crystallized value for shareholders; it also presents PNG with a new challenge. The KSL 
pipeline was PNG’s largest and most visible growth prospect. Growth related to the company’s 
core transportation and distribution system will likely remain limited and its push into 
renewable energy remains nascent. Before the sale of its 50% interest in PTP was completed, 
the biggest question regarding PNG was: “Will the Kitimat LNG initiative proceed?” Now that 
PNG has divested its interest in PTP LP, we believe the pertinent question is: “Where does 
PNG go from here?” 

We are reducing our target price to $27 share in order to be consistent with our NAV valuation, 
which is based on the value we believe PNG could realize in a liquidation scenario. Our NAV 
also assumes that PNG will realize the contingent $20 million payment related to the sale of its 
50% interest in PTP LP. At current levels, we believe that PNG’s shares are reasonably valued.  
Accordingly, we are maintaining our Market Perform rating. 

Transaction Crystallizes Value for PNG Shareholders; 
Potentially Lowers Tolls for Customers 

On February 7, 2011, Pacific Northern Gas announced that it had reached an agreement to 
divest its 50% interest in PTP LP to Apache Canada and EOG Canada. Consideration will 
consist of a $30 million cash payment, and a contingent payment of $20 million to be released 
when Apache and EOG decide to proceed with construction of the facility. If a decision is made 
to proceed with the natural gas terminal, net proceeds to PNG are estimated to be approximately 
$39 million after taxes, management incentives and fees. 

We view this transaction positively, as it: 1) crystallized value with respect to the KSL project; 
and 2) has the potential to increase throughput on PNG’s pipeline system and lower tolls for 
existing customers, assuming that the LNG terminal proceeds. We believe this last point is 
particularly important as it would address the competitiveness of PNG’s core natural gas 
distribution system, which has been affected by declining natural gas transportation volumes 
owing to the loss of a number of large industrial customers, Methanex and West Fraser being 
the most notable.   
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High Low Notes
Assets

PNG West 132.5 132.5 (1)

PNG (N.E.) Ltd. - Ft St John/Dawson Creek 39.2 39.2 (1)

Tumber Ridge 2.2 2.2 (1)

McNair Creek hydro facility 17.0 17.0 (2)

Proceeds from the sale of PTP (net) 39.0 22.0
less:
Liabilities
Net Working Capital (Q4/10) 2.5 2.5 (3)
Regulatory and Other Liabilities (10.9) (10.9) (3)

Preferred shares (5.0) (5.0) (3)

Short-term debt (13.0) (13.0) (3)

Long-term debt (82.8) (82.8) (3)
Net Asset Value 120.8 103.8
Transaction Fees (2.4) (2.1) (4)
Net Asset Value Post Fees 118.4 101.7
Special Dividend (10.8) (10.8)
Net Asset Value Ex-Special Dividend 107.5 90.9

Shares Outstanding (diluted) 3.9 3.9 (3)
Net Asset Value per Share Before Special Dividend $30.15 $25.91
Net Asset Value per Share Ex-Special Dividend $27.39 $23.14

Source:  BMO Capital Markets, Company Reports

$ mm

Transaction Supportive of a $30/Share Valuation Before 
Special Dividend; $27/ Share Post Special Dividend 

As set out in Table 1, we believe that the sale of PTP LP supports a net asset valuation of 
approximately $27 per share, assuming that the additional $20 million in pretax proceeds is 
received. If the Kitimat LNG facility does not proceed, we believe the value of PNG would 
decline to approximately $23 per share (Table 1).  Our analysis reflects the payment of a 
$3/share special dividend, which was declared on March 3, 2011 and will be payable on March 
24 to shareholders of record as of March 15, 2011.  

Our net asset valuation is consistent with the methodology we would use in conducting a 
breakup analysis.  We implicitly assume that each of PNG’s various business segments are 
divested, and then deduct existing liabilities and potential fees from the estimated proceeds.  

Table 1: PNG Net Asset Value 

 

 

 

 

 

 

 

 

 

 

 

 

 

Notes: 

1. Mid-year 2011E rate base per 2011 Revenue Requirement Application. In a break-up 
scenario, we believe PNG’s assets could be sold for approximately 1.0x rate base. 

2. Purchase price of McNair Creek acquisition announced on April 7, 2010. 

3. Per Q4/10 financial statements. 

4. 2% discount applied to NAV as an estimate of transaction fees that would result from 
divesting each of PNG’s various business units. 
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Now that Pacific Trail Pipelines LP Has Been Sold, What’s 
Next for PNG? 

It is a pertinent question.  Now that PNG has sold its 50% interest in PTP LP, where does the 
company go from here? Although the company did declare a special dividend of $3 per share, 
which represents approximately 50% of the initial tranche of proceeds receivable from the PTP 
LP transaction, we understand that the management team and board of directors are engaged in 
a strategic review regarding the future of the company.  The review is expected to be completed 
by the time the company holds its annual meeting in May 2011. 

We believe possible outcomes include: 

 Status quo - continuing to operate the existing business.  This is the simplest and most 
natural scenario as it would not require an organizational or strategic change.  Although the 
completion of the Kitimat LNG terminal would increase the throughput on PNG’s natural 
gas transmission and distribution systems (thereby lowering tolls for all customers), we 
believe growth prospects in the company’s core operating region remain limited.  
Moreover, there are very few regulated utilities that are small enough for PNG to acquire.  
Under this scenario PNG would likely remain a small capitalization company, limited to its 
existing geographical footprint. 

 Expanding the company’s focus on renewable energy.  PNG entered the renewable 
energy segment on April 7, 2010 when it acquired the 9.8 MW McNair Creek run-of-river 
hydro facility and formed a strategic alliance with Skookum Power.  Although renewable 
energy is an area where PNG may pursue growth, it is a difficult business.  The timing of 
the development of new facilities is generally dictated by request for proposal solicitations, 
which are inherently unpredictable.  BC’s most recent solicitation for green power 
experienced significant delays and became enmeshed in controversy when the British 
Columbia Utilities Commission initially rejected BC Hydro’s Long-Term Acquisition Plan 
and declined to endorse the procurement of energy pursuant to the 2008 Clean Power Call. 
Contracts pursuant to the 2008 Clean Power Call were eventually awarded in March 2010, 
but it is unclear as to when a subsequent solicitation for renewable energy in British 
Columbia will be held. 

Alternatively, PNG could pursue the acquisition of operating renewable energy projects 
such as the McNair Creek facility.  The acquisition market for renewable energy facilities is 
very competitive, however.  Those that are successful in auctions usually either have a cost 
of capital advantage or are willing to pay significant purchase premiums, thereby lowering 
returns realized by shareholders.  Accordingly, it is not inconceivable that PNG could earn 
a higher return on equity from its core natural gas distribution system (9.9 – 10.15%) than 
from the acquisition of a renewable energy facility purchased in a highly competitive 
auction. 

 Winding up the corporation and distributing the proceeds to shareholders.  Although 
this is the most extreme scenario, it is also the one upon which our NAV is predicated.   

Given PNG’s small market capitalization and the geographic location of its natural gas 
transmission and distribution systems, we believe it will be difficult for the company to 
grow its pipeline business.  Although the company’s pipeline business faces a difficult 
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operating environment, most concerns regarding the possibility of rising tolls and the 
systems’ long-term competitiveness vis-à-vis electricity would be eliminated if PNG’s 
natural gas transmission and distribution assets became part of larger system, such as that 
owned by Terasen Gas.   

Moreover, the renewable energy business is extremely competitive and there is no 
guarantee that PNG would be able to deliver shareholder returns that are higher than those 
that are earned on its regulated pipeline assets by pursuing a strategy focused on the 
acquisition of operating hydroelectric power plants.  If the company decides to discontinue 
its focus on renewable energy, we believe it would be relatively easy to divest the McNair 
Creek facility.   

We want to be clear that we are not advocating a liquidation of PNG; however, it is an 
option that the company’s Board of Directors could consider.   

While the outcome of the strategic review process remains uncertain, what has become clear is 
that there are no longer any easy choices for PNG.  The management team did a great job of 
extracting value from the Kitimat LNG initiative through its investment in PTP LP.  Finding 
another opportunity that is as profitable as PTP LP may prove difficult. 

Estimates 

We have updated our forecasts to reflect: 1) the sale of PNG’s interest in PTP; 2) Q4/10 results; 
3) the special dividend payment of $3 per share; and 4) the revised share count per PNG’s 
Q4/10 financial statements. 

Our EPS estimates decline to $2.05, from $2.08, in 2011E and to $2.05, from $2.08, in 2012E.  
The decrease in our EPS estimates stem largely from an increase in the number of shares 
outstanding at the end of Q4/10, versus what was reflected in our model. 
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18-Mar-11 Michael McGowan

Current Price: $26.25 BMO Capital Markets
12-Month Target Price: $27.00

ROR: 7.4% Recommendation: Market Perform

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011E 2012E
Total Earnings Per Share $1.28 $1.49 $1.41 $1.75 $1.27 $1.11 $1.53 $1.72 $1.88 $2.07 $2.07

Fully Diluted EPS $1.25 $1.46 $1.38 $1.72 $1.25 $1.10 $1.52 $1.71 $1.83 $2.05 $2.05

Recurring Dividends $0.00 $0.80 $0.80 $0.80 $0.80 $0.80 $0.88 $0.96 $1.14 $1.20 $1.20

Payout Ratio 0.0% 53.8% 56.8% 45.8% 63.0% 72.4% 57.6% 55.7% 60.9% 58.0% 58.0%

Average Shares (mm) 3.5 3.6 3.6 3.6 3.6 3.6 3.7 3.6 3.6 3.6 3.6

Net Book Value $21.62 $19.25 $20.52 $21.44 $21.91 $22.17 $22.85 $24.03 $24.63 $33.30 $34.17

Market Valuation
Price:  High $18.00 $19.50 $22.00 $24.00 $19.75 $19.00 $18.65 $19.30 $30.00 - -

Price:  Low $9.35 $14.00 $17.28 $17.37 $16.96 $17.50 $12.11 $11.40 $18.75 - -
Price:  Current - - - - - - - - - $26.25 -

P/E Ratio:  High 14.0 13.1 15.6 13.7 15.5 17.2 12.2 11.2 16.0 - -

P/E Ratio:  Low 7.3 9.4 12.3 9.9 13.3 15.8 7.9 6.6 10.0 - -
P/E Ratio:  Current - - - - - - - - - 12.7 12.7

Price/Book Value:  High 0.8 1.0 1.1 1.1 0.9 0.9 0.8 0.8 1.2 - -

Price/Book Value:  Low 0.4 0.7 0.8 0.8 0.8 0.8 0.5 0.5 0.8 - -
Price/Book Value:  Current - - - - - - - - - 0.8 0.8

Yield:  High Price 0.0% 4.1% 3.6% 3.3% 4.1% 4.2% 4.7% 5.0% 3.8% - -
Yield:  Low Price 0.0% 5.7% 4.6% 4.6% 4.7% 4.6% 7.3% 8.4% 6.1% - -

Yield:  Current - - - - - - - - - 4.6% 4.6%

Balance Sheet ($mm)
Debt (S-T) 4.1 7.0 10.1 14.4 10.0 11.2 5.4 5.4 13.0 (10.9) (24.1)
Debt (L-T) 90.2 85.8 81.4 76.6 71.7 72.8 74.5 71.8 82.8 74.5 77.3

Deferred Items 17.0 17.9 15.8 15.7 24.0 18.546 13.8 22.1 31.6 32.1 32.6

Preferred Shares 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0
Non-controlling Interest 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.3 0.3 0.3

Shareholders' Equity 76.7 69.4 73.9 77.7 79.8 81.2 83.7 85.4 89.0 120.4 123.5

193.0 185.1 186.4 189.4 190.5 188.9 182.5 189.7 221.7 221.5 214.6

Balance Sheet (%)
Debt (S-T) 2.1% 3.8% 5.4% 7.6% 5.2% 6.0% 3.0% 2.8% 5.9% -4.9% -11.2%

Debt (L-T) 46.7% 46.4% 43.7% 40.4% 37.6% 38.6% 40.8% 37.8% 37.3% 33.7% 36.0%
Deferred Items 8.8% 9.7% 8.5% 8.3% 12.6% 9.8% 7.6% 11.7% 14.3% 14.5% 15.2%

Preferred Shares 2.6% 2.7% 2.7% 2.6% 2.6% 2.7% 2.7% 2.6% 2.3% 2.3% 2.3%
Non-controlling Interest 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.1% 0.1% 0.1%

Shareholders' Equity 39.7% 37.5% 39.7% 41.1% 41.9% 43.0% 45.9% 45.0% 40.2% 54.3% 57.6%

100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Income Statement ($mm)
Total Revenue 109.1 133.7 137.8 160.0 138.8 129.5 132.8 104.1 95.2 94.7 96.8

EBIT 19.5 18.5 17.5 18.6 17.6 14.3 14.9 14.6 15.9 16.6 15.9

NPAT 4.9 5.7 5.4 6.7 5.0 4.4 5.9 6.5 7.1 7.8 7.8
Preferred Share Dividends 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3
Net Earnings to Common 4.6 5.3 5.1 6.3 4.6 4.0 5.6 6.2 6.8 7.5 7.5

Cash Flow from Operations 13.1 12.2 16.4 11.8 17.6 (2.6) 16.8 18.9 9.9 17.6 17.6

Key Statistics

Average Utility Rate Base ($mm) 166.8 165.4 167.2 165.2 162.4 165.6 167.9 171.3 168.8 165.9 162.1

Growth Rate -1.98% -0.87% 1.10% -1.19% -1.67% 1.95% 1.38% 2.02% -1.45% -1.71% -2.30%
2007 - 2010 CAGR 0.64% -0.39% -1.82%

Allowed Return on Equity 9.88% 10.17% 9.80% 9.68% 9.45% 9.02% 9.27% 9.12% 10.15% 10.15% 10.15%

Deemed Equity 36.00% 36.00% 36.00% 40.00% 40.00% 40.00% 40.00% 40.00% 45.00% 45.00% 45.00%

Sensitivity 

100 bp Change ROE
Change Total Income 0.6 0.6 0.6 0.7 0.6 0.7 0.7 0.7 0.8 0.7 0.7

Change Per Share 0.17 0.17 0.17 0.18 0.18 0.18 0.18 0.19 0.21 0.21 0.20

100 bp Change in Deemed Equity
Change Total Income 0.2 0.2 0.2 0.2 0.2 0.1 0.2 0.2 0.2 0.2 0.2

Change Per Share 0.05 0.05 0.05 0.04 0.04 0.04 0.04 0.04 0.05 0.05 0.05

1.00% Change in Average Rate Base
Change Total Income 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1

Change Per Share 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02
Source:  BMO Capital Markets

Year Ended December 31

Table 2:  Consolidated Summary 
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FYE EPS P/E DPS Yield Payout BV P/B ROE
(Dec.)  $   $   $   %   %     %  

1987     1.31     8  0.75   7.4     57   8.97   1.1    15
1988     1.34     8  0.75   6.6     56   9.24   1.2    15
1989     1.45     8  0.75   6.4     52   9.92   1.2    15
1990     1.61     7  0.75   6.7     47  10.76   1.0    16
1991     1.66     8  0.80   5.9     48  11.62   1.2    15
1992     1.55    11  0.80   4.8     52  12.37   1.3    13
1993     1.63    13  0.88   4.0     54  12.37   1.8    13
1994     1.80    11  0.88   4.3     49  12.37   1.6    15
1995     1.67    13  0.96   4.6     57  14.57   1.4    12
1996     2.01    11  0.96   4.3     48  15.61   1.4    13
1997     2.16    14  1.04   3.5     48  16.42   1.8    13
1998     1.73    16  1.12   4.1     65  17.39   1.6    10
1999     1.92     9  1.12   6.5     58  18.19   1.0    11
2000     1.83     4  1.12  14.1     61  19.44   0.4    10
2001     1.52     6  1.12  11.7     74  20.95   0.5     8
2002     1.25    13  1.12   6.3     82  19.27   0.9     6
2003     1.46    13  0.80   4.1     54  19.96   1.0     7
2004     1.38    15  0.80   3.8     57  20.52   1.0     7
2005     1.72    11  0.80   4.1     46  21.43   0.9     8
2006     1.25    14  0.80   4.4     63  21.91   0.8     6
2007     1.10    17  0.80   4.3     72  22.16   0.8     5
2008     1.52     9  0.88   6.5     58  24.21   0.6     7
2009     1.71    11  1.00   5.3     58  24.03   0.8     7

Current*     1.76    16  1.20   4.3     68  25.27   1.1     7

Average:    11   5.7     57   1.1  10.5

Growth(%):
5 Year:   0.1   8.4   3.4

10 Year:  -0.4   0.7   2.7
20 Year:   0.5   2.4   4.4

* Current EPS is the 4 Quarter Trailing to Q3/2010.
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Date Rating Change Share Price

1 18-Jul-08 OP  to Mkt $17.20

2 7-Feb-11 Mkt  to NR $31.35
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IMPORTANT DISCLOSURES 

 
Analyst's Certification 
I, Michael McGowan, CA, CFA, hereby certify that the views expressed in this report accurately reflect my personal views about the subject securities 
or issuers.  I also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views 
expressed in this report. 
Analysts who prepared this report are compensated based upon (among other factors) the overall profitability of BMO Capital Markets and their 
affiliates, which includes the overall profitability of investment banking services.  Compensation for research is based on effectiveness in generating 
new ideas and in communication of ideas to clients, performance of recommendations, accuracy of earnings estimates, and service to clients. 
Company Specific Disclosure 
Disclosure 2: BMO Capital Markets has provided investment banking services with respect to this issuer within the past 12 months. 
Disclosure 4: BMO Capital Markets or an affiliate has received compensation for investment banking services from this issuer within 
the past 12 months. 
Disclosure 6: This issuer is a client (or was a client) of BMO NB, BMO Capital Markets Corp., BMO CM Ltd. or an affiliate within the 
past 12 months:  Investment Banking Services. 
 
Methodology and Risks to Price Target/Valuation 
Methodology: Our target price is consistent with Our updated price target of $27/share is consistent with our revised NAV analysis, which assumes that 
PNG will realize the contingent $20 million payment related to the sale of its 50% interest in PTP LP. 
Risks: The company's natural gas transmission business depends on the continued availability of natural gas. The BCUC approves PNG’s customer 
rates and a fair return on the rate base. Changes in regulation may adversely affect performance. Natural gas and fuel oil compete with electricity for 
space heating in Pacific Northern Gas' service areas. Fluctuations in the price of natural gas could increase the working capital financing requirements 
and related costs for accounts receivable. In 2004, 75% of energy deliveries were made to four large industrial customers (67% to one customer, 
Methanex).  Transportation service to Methanex was made pursuant to an agreement that expires in October 2009.  On August 30, 2005, Methanex 
announced that it will close its Kitimat facilities in early 2006.  On October 28, 2009 another large industrial customer (West Fraser Timber Co. Ltd. 
announced that it was permanently closing its mill on January 31, 2010. 
 
Distribution of Ratings (December 31, 2010) 
 

Rating 
Category 

 
BMO Rating 

BMOCM US  
Universe* 

BMOCM US
IB Clients** 

BMOCM US
IB Clients*** 

BMOCM 
Universe**** 

BMOCM 
IB Clients***** 

Starmine 
Universe 

Buy Outperform 35.3% 14.0% 39.1% 38.6% 45.1% 53.2% 
Hold Market Perform 62.3% 12.0% 59.4% 57.5% 51.8% 41.7% 
Sell Underperform 2.4% 8.3% 1.6% 3.9% 3.1% 5.1% 

* Reflects rating distribution of all companies covered by BMO Capital Markets Corp. equity research analysts. 
** Reflects rating distribution of all companies from which BMO Capital Markets Corp. has received compensation for Investment Banking services 

as percentage within ratings category. 
*** Reflects rating distribution of all companies from which BMO Capital Markets Corp. has received compensation for Investment Banking 

services as percentage of Investment Banking clients. 
**** Reflects rating distribution of all companies covered by BMO Capital Markets equity research analysts. 
***** Reflects rating distribution of all companies from which BMO Capital Markets has received compensation for Investment Banking services as 

percentage of Investment Banking clients. 
 
Ratings and Sector Key 
We use the following ratings system definitions:  
OP = Outperform - Forecast to outperform the market;  
Mkt = Market Perform - Forecast to perform roughly in line with the market;  
Und = Underperform - Forecast to underperform the market;  
(S) = speculative investment;  
NR = No rating at this time;  
R = Restricted – Dissemination of research is currently restricted.  
 
Market performance is measured by a benchmark index such as the S&P/TSX Composite Index, S&P 500, Nasdaq Composite, as appropriate for each 
company.  BMO Capital Markets eight Top 15 lists guide investors to our best ideas according to different objectives (Canadian large, small, growth, 
value, income, quantitative; and US large, US small) have replaced the Top Pick rating. 
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Other Important Disclosures  
For Other Important Disclosures on the stocks discussed in this report, please go to http://researchglobal.bmocapitalmarkets.com/Company_Disclosure_ 
Public.asp or write to Editorial Department, BMO Capital Markets, 3 Times Square, New York, NY  10036 or Editorial Department, BMO Capital 
Markets, 1 First Canadian Place, Toronto, Ontario, M5X 1H3. 

 
Prior BMO Capital Markets Ratings Systems 
http://researchglobal.bmocapitalmarkets.com/documents/2009/prior_rating_systems.pdf 

Dissemination of Research 
Our research publications are available via our web site http://bmocapitalmarkets.com/research/.  Institutional clients may also receive our research via 
FIRST CALL, FIRST CALL Research Direct, Reuters, Bloomberg, FactSet, Capital IQ, and TheMarkets.com.  All of our research is made widely 
available at the same time to all BMO Capital Markets client groups entitled to our research. Additional dissemination may occur via email or regular 
mail.  Please contact your investment advisor or institutional salesperson for more information. 
 
Conflict Statement 
A general description of how BMO Financial Group identifies and manages conflicts of interest is contained in our public facing policy for managing 
conflicts of interest in connection with investment research which is available at http://researchglobal.bmocapitalmarkets.com/Conflict_Statement_ 
Public.asp. 

 
General Disclaimer 
“BMO Capital Markets” is a trade name used by the BMO Investment Banking Group, which includes the wholesale arm of Bank of Montreal and its 
subsidiaries BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée./Ltd., BMO Capital Markets Ltd. in the U.K. and BMO Capital Markets Corp. in the 
U.S.  BMO Nesbitt Burns Inc., BMO Capital Markets Ltd. and BMO Capital Markets Corp are affiliates. Bank of Montreal or its subsidiaries (“BMO 
Financial Group”) has lending arrangements with, or provide other remunerated services to, many issuers covered by BMO Capital Markets. The 
opinions, estimates and projections contained in this report are those of BMO Capital Markets as of the date of this report and are subject to change 
without notice. BMO Capital Markets endeavours to ensure that the contents have been compiled or derived from sources that we believe are reliable 
and contain information and opinions that are accurate and complete. However, BMO Capital Markets makes no representation or warranty, express or 
implied, in respect thereof, takes no responsibility for any errors and omissions contained herein and accepts no liability whatsoever for any loss arising 
from any use of, or reliance on, this report or its contents. Information may be available to BMO Capital Markets or its affiliates that is not reflected in 
this report. The information in this report is not intended to be used as the primary basis of investment decisions, and because of individual client 
objectives, should not be construed as advice designed to meet the particular investment needs of any investor. This material is for information purposes 
only and is not an offer to sell or the solicitation of an offer to buy any security. BMO Capital Markets or its affiliates will buy from or sell to customers 
the securities of issuers mentioned in this report on a principal basis. BMO Capital Markets or its affiliates, officers, directors or employees have a long 
or short position in many of the securities discussed herein, related securities or in options, futures or other derivative instruments based thereon. The 
reader should assume that BMO Capital Markets or its affiliates may have a conflict of interest and should not rely solely on this report in evaluating 
whether or not to buy or sell securities of issuers discussed herein. 

Additional Matters 
To Canadian Residents:  BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltee/Ltd., affiliates of BMO Capital Markets Corp., furnish this report to 
Canadian residents and accept responsibility for the contents herein subject to the terms set out above. Any Canadian person wishing to effect 
transactions in any of the securities included in this report should do so through BMO Nesbitt Burns Inc. and/or BMO Nesbitt Burns Ltee/Ltd. 
To U.S. Residents:  BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd., affiliates of BMO NB, furnish this report to U.S. residents 
and accept responsibility for the contents herein, except to the extent that it refers to securities of Bank of Montreal.  Any U.S. person wishing to effect 
transactions in any security discussed herein should do so through BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd.   
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Pacific Northern Gas Ltd. (PNG.TO) 
INITIATION 

Pacific pipeline progress 
■ Initiating coverage: We initiate coverage of Pacific Northern Gas Ltd (PNG) 

with a Neutral rating and a C$26.00 target price. In our view, PNG faces an 
interesting pipeline investment opportunity that could more than double the 
company’s existing size. With respect to geography, this small cap, British 
Columbia based gas transmission and gas utility company is well located for 
the potentially transformative Kitimat to Summit Lake (KSL) Project. That 
project would provide the Horn River Basin and Montney formations access 
to a proposed natural gas liquefaction facility in Kitimat, BC with plans to 
ship LNG to Asian markets. KSL partners include Apache and EOG. 

■ Selected highlights: PNG’s existing asset base faces relatively low-growth 
prospects, however, the KSL project provides rather transformative growth. 
Yet, the PNG story is not completely reliant upon KSL alone as the company 
started to redeploy capital toward renewable power. Considering geography, 
the KSL partners and recent capital allocations, we believe PNG’s growth 
prospects are positive relative to size and current valuation over the longer-
term. Obviously, several major challenges exists, including: the pace of KSL 
development; and, future funding.  

■ Investment thesis: We believe Pacific Northern Gas provides low-growth 
infrastructure exposure with significant potential transformative growth for a 
somewhat reasonable valuation. 

■ Valuation: We initiate PNG with a Neutral rating and a C$26.00 target price. 
That target is based only on the existing operating assets and is obtained 
from multiple valuation approaches, including: a P/B multiple of 1.0x; a 12.5x 
P/E multiple; a 7.25x EV/EBITDA multiple on 2011 estimates; and, a DCF. 
The KSL project provides interesting upside which we project to be roughly 
in the low to mid C$30 per share; based on numerous assumptions. The 
project also contains selected uncertainties. We introduce our Neutral rating. 

 
 

 Share price performance 

15

20
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Daily Jun 11, 2009 - Jun 10, 2010, 6/11/09 = C$15.5

Price Indexed Price Relative

On 06/10/10 the Canada S&P/TSX Composite Index index 
closed at 11635.85 

 

Quarterly EPS Q1 Q2 Q3 Q4 
2009A 1.38 -0.13 -0.49 0.94 
2010E 1.48 -0.02 -0.52 1.11 
2011E 1.61 -0.09 -0.52 1.10  

 Financial and valuation metrics
 

Year 12/09A 12/10E 12/11E 12/12E
EPS (CS adj.) (C$) 1.71 2.04 2.09 2.07
Prev. EPS (C$) — — — —
P/E (x) 14.4 12.0 11.8 11.9
P/E rel. (%) 76.5 84.6 97.6 108.2
Revenue (C$ m) 104.1 99.5 100.5 99.5
EBITDA (C$ m) 22.9 26.1 26.9 26.7
OCFPS (C$) 5.25 2.52 4.72 4.67
P/OCF (x) 3.6 9.8 5.2 5.3
EV/EBITDA (current) 7.2 7.2 6.8 6.6
Net debt (C$ m) 76 99 94 88
ROIC (%) 5.71 6.12 6.11 5.97
  

Number of shares (m) 3.59 IC (12/10E, C$ m) 218.17
BV/share (current, C$) 25.3 EV/IC (x) 0.86
Net debt (current, C$ m) 76.1 Dividend (current, C$) 1.12
Net debt/tot. cap. (%)(current, 

)
45.7 Dividend yield (%) 4.6 

  Source: Company data, Credit Suisse estimates. 

Rating NEUTRAL* 
Price (11 Jun 10, C$) 24.60 
Target price (C$) 26.00¹ 
52-week price range 24.60 - 15.35 
Market cap. (C$ m) 88.28 
Enterprise value (C$ m) 187.54  
*Stock ratings are relative to the relevant country benchmark. 
¹Target price is for 12 months. 
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Investment summary 
We initiate coverage of Pacific Northern Gas Ltd with a Neutral rating and a C$26.00 
target price. In our view, PNG faces an interesting pipeline investment opportunity that 
could more than double the company’s existing size. With respect to geography, this small 
cap, British Columbia based gas transmission and gas utility company is well located for 
the potentially transformative Kitimat to Summit Lake (KSL) Project. That project would 
provide the Horn River Basin and Montney formations access to a proposed natural gas 
liquefaction facility in Kitimat, BC with plans to ship LNG to Asian markets. KSL partners 
include Apache and EOG. 

PNG’s existing asset base faces relatively low-growth prospects, however, the KSL project 
provides rather transformative growth. Yet, the PNG story is not completely reliant upon 
KSL alone as the company started to redeploy capital toward renewable power. 
Considering geography, the KSL partners and recent capital allocations, we believe PNG’s 
growth prospects are positive relative to size and current valuation over the longer-term. 
Obviously, several major challenges exists, including: the pace of KSL development; and, 
future funding. 

Exhibit 1: Pacific Northern Gas asset map 

 
Source: Company data 

The bullets below contain a summary of our valuation approaches: 

■ In terms of multiples, we utilize a 1.0x price-to-book multiple; a 12.5x P/E multiple, and 
a 7.25x EV/EBTIDA multiple all based upon our 2011 estimates; 

■ With respect to yield approaches, our target price equates to roughly a 4.3% targeted 
dividend yield and a roughly 100 bps spread to a moderate Canadian 10-year bond 
yield outlook; and,  

■ Our DCF value falls within a range of C$24-C$30 under a modest set of assumptions. 

We believe there is possible upside to the current share price a well as our target price if 
the KSL Project goes through with favourable economics. We believe the upside would be 
a share price of roughly in the low to mid C$30 per share; based on numerous 
assumptions. A share issuance in late 2011 or early 2012 if the KSL Project proceeds, will 
help increase liquidity and breath of ownership in the shares which are majority owned by 
retail investors.  

Rating: Neutral  

Target: C$26.00 

Transformative growth 
potential with some 
challenges 
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Pacific pipeline progress 
We initiate coverage of Pacific Northern Gas Ltd with a Neutral rating and a C$26.00 
target price. In our view, PNG faces an interesting pipeline investment opportunity that 
could more than double the company’s existing size. With respect to geography, this small 
cap, British Columbia based gas transmission and gas utility company is well located for 
the potentially transformative Kitimat to Summit Lake (KSL) Project. That project would 
provide the Horn River Basin and Montney formations access to a proposed natural gas 
liquefaction facility in Kitimat, BC with plans to ship LNG to Asian markets. KSL partners 
include Apache and EOG. Our Pacific Northern Gas report is divided into three parts: 

(1) Building in BC; 

(2) Financials; and, 

(3) Valuation. 

Each of these areas is addressed in detail below. 

Rating: Neutral  

Target: C$26.00 
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Building in BC 
Pacific Northern Gas has a number of growth opportunities that the company is exploring. 
These growth opportunities are situated in the Province of British Columbia. The largest of 
which is the development of the KSL Project which will be used to transport natural gas 
from Summit Lake to a proposed LNG export terminal near Kitimat. The smaller scale 
projects include the company’s expansion of its hydroelectric generation portfolio and a 
potential agreement to provide transportation service to a floating LNG vessel near Kitimat.  

We have divided this portion of the research report into three areas: a) pipeline to the 
pacific; b) building the base; and, c) other opportunities. Each of these areas will be 
addressed in detail below. 

Pipeline to the Pacific 
The largest potential growth for PNG would be the successful completion of the KSL 
Project (Kitimat to Summit Lake), which at the moment PNG has a 50% interest in the 
project through its 50% interest in Pacific Trail Pipeline Limited Partnership (PTP). 
Construction of the pipeline is contingent on a Final Investment Decision (FID) by Apache 
Corp. on the Kitimat LNG project. This section is divided into the following parts: (a) 
Kitimat LNG; (b) KSL Project; and, (c) Horn River basin. 

Kitimat LNG 

The largest near-term growth opportunity for PNG is the completion of the KSL Project. 
The KSL Project is contingent on the Kitimat LNG being completed.  

The Kitimat LNG project was initially conceived to be an LNG import and regasification 
terminal starting in April 2004. The project was converted to an LNG export facility in 
September 2008. The liquefaction facility is located at Bish Cove near the Port of Kitimat. 
The facility is expected to have a send out capacity of roughly 700mmcfd (3 to 5 million 
tons per annum). Preliminary construction cost estimates is approximately C$3b (subject 
to revisions from the on-going front-end engineering and design (FEED). The project has 
received provincial and federal environmental approvals.  

Exhibit 2: Kitimat LNG terminal location  Exhibit 3: Proposed Kitimat LNG terminal 
 

Source: Company data  Source: Company data 

Kitimat LNG Inc. was a wholly owned subsidiary of Galveston LNG Inc., which is a 
privately owned Canadian energy development company. Apache Canada Ltd., a 
subsidiary of Apache Corporation (APA), on 13 January 2010, acquired a 51% stake in 
Kitimat LNG Inc. and became the operator of the project (for further details the please see 
the note “Pursing Pacific potential”). Apache is funding the FEED study and a final 
investment decision is expected in 2011. The first LNG shipment is expected to be in 

KSL is a critical project 

Originally an import facility, 
now an export terminal 

Kitimat LNG ownership: 

Apache Corp.: 51% 

EOG Resources: 49% 
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2014. On 18 May 2010, EOG Resources Canada Inc. the Canadian subsidiary of EOG 
Resources Inc. announced the acquisition of the shares of Galveston LNG Inc. As part of 
the Galveston LNG Inc. acquisition EOG will gain a 49% interest in the Kitimat LNG project 
(see note “Closing in on LNG reality?”). 

Highlights regarding Kitimat LNG Inc., prior to EOG’s purchase of Galveston LNG include: 

■ Signed a memorandum of understanding (MOU) with EOG Resources Canada to 
supply natural gas feedstock to the terminal.  

■ Signed MOUs with Korea Gas Corporation (KOGAS) and Gas Natural SDG, SA in 
which they would purchase up to 30% and up to 40% respectively of LNG produced 
from the terminal.  

■ KOGAS, in Q1 2010 entered into a farm-out agreement with EnCana, which involves 
KOGAS investing roughly C$565m over three years to earn a 50% interest in 
EnCana’s 154,000 acres of land in the Horn River and Montney shale plays.  

Given the KOGAS agreement it seems rather logical for KOGAS to enter into a contract 
with Kitimat LNG.  

We believe the acquisition by Apache and EOG of the Kitimat LNG project adds 
creditability to the project due to both company’s financial resources as well as their large 
acreage positions in the Horn River basin.  

Currently the one and only liquefaction and LNG export terminal in North America is the 
Kenai LNG facility located in Nikiski, Alaska. The facility was completed in 1969 and 
owned by ConocoPhillips and Marathon Oil Corporation. The Kenai LNG plant exports 
natural gas from the Cook Inlet fields to Japan. The facility has a capacity of exporting 1.5 
MTPA of LNG or roughly 128mmcf/d of natural gas.  

The idea of exporting natural gas from North America to other markets is not only being 
developed by Kitimat LNG, but recently, Cheniere Energy Partners, LP (a subsidiary of 
Cheniere Energy, Inc.) announced plans to add liquefaction services at its Sabine Pass 
LNG receiving terminal in Cameron Parish, Louisiana, making the facility into the first bi-
directional facility in North America. The Sabine Pass terminal is currently operating with 
sendout capacity of 4.0Bcf/d. Selected details on the liquefaction project include: 

■ The initial project would have the capacity to process 1Bcd/d (7MTPA); 

■ Initial project can be expandable to up to 4Bcf/d (14MTPA); and 

■ This facility would primarily target the European LNG market.  

Cheniere’s announcement reinforces the possible benefits to producers of having an 
export option for their natural gas given the unexpected increase in supply created by the 
development of the natural gas shale basin in the US and Canada. 

KSL Project 

The Pacific Trail Pipeline Limited Partnership (PTP) was formed in July of 2006 as a joint 
venture between PNG and Galveston LNG Inc. to develop the KSL Project. In conjunction 
with Apache and EOG acquisition of 51% and 49% respectively of the Kitimat LNG project, 
Apache and EOG will also acquired a 25.5% and 24.5% interest in PTP respectively.  

The KSL Project is a project to loop PNG’s mainline transmission system from Kitimal to 
Summit Lake. The project consist of building roughly 465km of 36 inch diameter pipeline 
and compression facilities from PNG’s existing interconnection with Spectra Energy to the 
Kitimat LNG terminal. The pipeline is expected to have transportation capacity of roughly 
between 0.7bcf/d to 1.4bcf/d. The project is estimated to cost C$1.2 billion in 2006 dollars. 
With the Kitimat LNG FEED ongoing, there is also a parallel review of pipeline costs. 

MOUs signed for gas supply 
and LNG off-take 

Only other LNG export 
facility, Kenai LNG in Alaska

Cheniere Energy plans for a 
liquefaction facility in its 
Sabine Pass LNG receiving 
terminal 

Current KSL ownership: 

PNG: 50% 

Apache: 25.5% 

EOG: 24.5% 
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Construction of the facility is estimated to begin in 2012 with completion to coincide with 
the LNG terminal’s in-service date which is expected to be in 2014.  

A map of PNG’s existing assets and the proposed KSL Project is shown in Exhibit 4.  

Exhibit 4: PNG assets and proposed KSL Project (in red) 

 
Source: Company data 

The province of British Columbia also has an agreement with 15 of 16 First Nations bands 
in which lands the KSL Project passes through. The province will provide the First Nations 
C$32m to acquire an equity interest in PTP. The First Nations has the potential to acquire 
a 30% interest in the KSL Project. PTP is currently finalizing the agreements with the First 
Nations. If the First Nations acquires the maximum 30% interest in PTP, PNG expects it’s 
ownership to remain greater than 40% after the contribution of its existing mainline 
transmission system to PTP, upon the completion of the KSL Project and regulatory and 
shareholder approval. The value is expected to be roughly C$100m. 

Selected timelines for both the KSL Project and the LNG terminal are shown in Exhibit 5 

First Nations can acquire up 
to a 30% interest in the KSL 
Project 



 14 June 2010 

Pacific Northern Gas Ltd. (PNG.TO) 8 

Exhibit 5: Selected pipeline and terminal timelines 

Pacific Trail Pipelines LNG Terminal

Provincial/Federal environmental approvals Provincial/Federal environmental approvals.

First Nations economic agreement with the BC government Apache joins projects.
Apache joins project
Secure shipper commitments Commence front end engineering and design 
File application with B.C. Utilities Commission (FEED Study)
Preliminary engineering
BC Utilities Commission decision Final investment decision
Secure debt commitments Award EPC contract
Final investment decision Commence construction
Raise equity

2
01

2

Commence construction Continue construction

20
13 Continue construction Continue construction

2
01

4

Targeted in service Targeted in service

T
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D
a

te
20

10
2

01
1

Source: Company data and Credit Suisse  

Key conditions to begin construction of the pipeline would include securing capacity 
contracts; financing; regulatory approvals and a decision on the Kitimat LNG. Some risks 
exist on the KSL Project especially with regards to the FID on the LNG terminal as that 
process is controlled by Apache. 

The KSL Project presents the Northeast BC shale producers another export option for 
their natural gas. This option will provide producers natural gas prices link to crude oil 
which should increase netbacks. 

Horn River basin  

Natural gas to supply the Kitimat LNG liquefaction terminal is expected to be sourced from 
the Horn River basin in Northeastern BC. Both BC shales, the Horn River and Montney 
have both been compared to the Barnett shale in Texas. Exhibit 6 shows a comparison for 
selected Canadian and US shales.  

Exhibit 6: Selected characteristics of Canadian and US shales 
Barnett Haynesville Marcellus Horn River Montney

Depth (ft) 6,500-9,500 10,500-13,500 3,000-8,500 6,500-13,000 5,000-10,000
Thickness of Shale (ft) 100-500 200-300 50-250 300-600 300-500
Total Organic content (%) 3.0-7.0 3.0-5.0 3.0-12.0 3.0-10.0 2.5-6.0
Original Gas in place (Bcf/Section) 50-200 150-250 50-150 130-320 60-150
Recovery Factor (%) 20-40 20-40 20-40 20-40 20-40
Est. Ultimate recovery (Bcf/well) 1.0-4.0 4.5-8.5 2.2-4.1 3.0-9.0 2.0-6.0  

Source: Canadian Association of Petroleum Producers (CAPP)  

A breakeven comparison on various US basins can be seen on Exhibit 7 which is from our 
US E&P team’s report titled “E&P Sector Book – 2010” published on 4 May 2010.  

The Horn River and Montney breakeven figures can be seen through EnCana Corp., who 
has a large position in both basins. In their 2010 Investor Day, EnCana stated that they 
expect their supply cost in the Horn River to decrease to US$4.39/MMBtu in 2010 from 
US$6.72/MMBtu in 2009. EnCana’s supply cost for the Montney also drops to US$3.25-
US$3.75/MMBtu in 2010 from US$3.50-US$4.00/MMBtu in 2009. Talisman Energy, in 
their 2010 Investor Day, expects full cycle break-even for 2010 in the Montney to be 
approximately US$4.00/MMBtu. 

Expected supply costs for 
Horn River US$4.39/MMbtu 
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Exhibit 7: US Basin Breakeven NYMEX Natural Gas Prices for a 10% ATAX IRR ($ per 

MMBtu) 

 
Note: Includes Direct Drilling plus acreage costs – PRB has 12-month dewatering period, Eagle Ford (20%) 

and Granite Wash (30-50%) include liquids. Source: Bloomberg, Company data, Credit Suisse estimates 
 

The Barnett shale has been called one of the more prolific shale basins for natural gas in 
North America. According to the Railroad Commission of Texas the shale has produced 
roughly 7.0Tcf of gas since 1993. Exhibit 8 and Exhibit 9 show daily gas production in the 
Barnett for the past five years as well as daily production from Haynesville and Marcellus 
since 2006. 

Exhibit 8: Barnett shale production (Bcf/d)  Exhibit 9: Haynesville & Marcellus production (Bcd/d) 
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Source: Energy Information Administration (EIA) and Credit Suisse  Source: Energy Information Administration (EIA) and Credit Suisse 

Exhibit 10 and Exhibit 11 shows select map of the Horn River and selected players and 
their respective net acreages. As can be seen from the table below, both Apache and 
EOG, who are involved in the Kitimat LNG liquefaction terminal, are large holders of land 
in the Horn River basin. 
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Exhibit 10: Selected acreage map of the Horn River  Exhibit 11: Selected Horn River acreage owners 
 Company Net Acreage ('000)

Exxon Mobil/Imperial Oil 309
EnCana 256
Apache Corp 220
Devon Energy 170
EOG Resources 158
QuickSilver Resources 130
ConocoPhillips 100
Nexen Inc 88
Pengrowth Energy Trust 70  

Source: Company data  Source: Company data and Credit Suisse  

Apache, earlier this year stated that their net estimated resource potential in the Horn 
River Basin exceeds 10Tcf. EOG Resources, in a recent investor presentation, estimates 
that its Horn River assets to have potential reserves of roughly 9Tcf (includes 850Bcf 
booked at the end of 2009). If the Horn River basin turns out to be as prolific as the 
Barnett, we believe that both partners in the Kitimat LNG terminal would have enough 
reserves in their Horn River acreage to be able to supply the liquefaction facility. 

A possible anecdotal evidence of the future potential productivity of the Horn River Basin 
is EnCana's proposal to build the Cabin Gas Plant located 60km north east of Fort Nelson, 
BC. The plant's initial capacity is 400mmcf/d and a potential final processing capacity of 
roughly 2.4bcf/d. The plant is supported by the Horn River Producers Group which 
consists of E&P companies that have acreage in the basin. The group includes Apache, 
Devon, EnCana, EOG, Nexen, Quicksilver, and Imperial Oil/ExxonMobil Canada. For 
greater detail see our Canadian Oil & Gas team’s note titled “Horn River Gas Plant Filing 
Highlights Resource Potential” published on 6 January 2009. 

TransCanada is planning on building its Horn River pipeline which is a new 72km, 36 inch 
pipeline that will transport BC shale gas to its Alberta System. The pipeline has a capacity 
in excess of 1.0bcf/d. As of Q1 2010, TransCanada has received commitments for 
contracted gas of 503mmcf/d. The Horn River pipeline is expected to be in-service in Q2 
2012 and will cost roughly C$310m. 

Spectra Energy is also expanding its Fort Nelson asset base. The Fort Nelson expansion 
project, Spectra is a) reactivating existing processing capacity at its Fort Nelson gas plant; 
b) “looping and reconfiguration of area gathering and compression”; and, c) adding new 
processing capacity at its Cabin Lake compressor station. The expansion is expected to 
increase capacity by 790mmcd/d.  

If the Horn River basin has similar productivity as the Barnett shale in Texas, there would 
be more than enough natural gas to accommodate planned natural gas infrastructures 
mentioned above. 

Exhibit 12 shows the export route from Kitimat to Japan and South Korea. The map also 
shows pipeline options to take Horn River production through TransCanada’s and Spectra 
Energy’s pipeline network.  

Horn River resource 
potential:  

APA: 10Tcf 

EOG: 9Tcf 

Construction of gas plant 
and pipelines to support 
natural gas growth in 
Northeast BC 
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Exhibit 12: LNG export route and pipeline infrastructure 

 
Source: Company data 

One of the main reasons for the Kitimat LNG export terminal is for producers to be able to 
sell natural gas on a crude oil index basis in Asia. Exhibit 13, from our US E&P team’s 
note titled “EIA Reports 99 Bcf Fill” on 10 June 2010, illustrates the historical crude oil to 
natural gas ratio. Theoretically, based on energy content the ration between crude oil and 
natural gas would be roughly 6.0. For the past 10 years the ratio has traded around 9.5x 
while currently it has increased to 15.7x. In Bloomberg, Japan LNG prices for USA LNG is 
roughly US$12.06/MMBtu. 

Exhibit 13: Crude Oil to Natural Gas Ratio 

 
Source: Bloomberg 
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Building the base 
The largest growth opportunity for the company lies with the KSL Project, however there is 
growth within its existing asset base. This section is dividend into two sections, a) 
eastward expansion and b) filling up for FLNG (Floating Liquefied Natural Gas). 

Eastward expansion 

Pacific Northern Gas’ existing assets are moving in diverging directions. Customer plant 
closures in the Western system caused a gradual decrease in volumes over the past years. 
The forestry industry located in the Western system has faced some challenges due to the 
strong Canadian dollar as well as the weak US housing market. The company is working 
on a project that could return the Western system to full capacity utilization. This project is 
discussed in more detail in the next section. On the other hand, the Northeast system 
continues to see customer additions due to the growth in the oil and gas sector in that area. 
The company is projecting to add roughly 250 new customers in the Northeast System 
(Dawson Creek division) in 2010. Exhibit 14 shows customer additions/subtractions within 
each of PNG’s system.  

Exhibit 14: Customer additions 
2009 2008 2007 2006 2005

Northeast System 227         270         317         367         420         
Western System (227)        (185)        (255)        (151)        (416)        
Net adds -              85           62           216         4              

Source: Company data and Credit Suisse  

Exhibit 15 displays the company’s natural gas deliveries. 

Exhibit 15: System volumes (in TJ) 
2009 2008 2007 2006 2005

Sales: Western system 2,965      3,070      3,162      3,466      3,686      
Sales: Northeast system 3,765      3,608      3,505      3,539      3,302      
Transportation service: Western 3,214      3,572      4,469      3,516      24,018    
Transportation service: Northeast 2,201      2,292      2,074      1,874      1,838      

12,145    12,542    13,210    12,395    32,844     
Source: Company data and Credit Suisse 

Filling up for FLNG 

PNG is currently working on a project that could bring full capacity utilization to the 
Western system. The project involves an agreement which was approved by the BCUC 
(British Columbia Utilities Commission) in April 2009 that provides Merrill Lynch an option 
to contract for 75mmcfd of firm capacity on PNG's Western System. This option, if 
exercised will increase pipeline utilization to close to full capacity. Merrill Lynch will use the 
capacity to transport natural gas to Teekay Corporations' floating liquefied natural gas 
(FLNG) vessel on the Douglas Channel near Kitimat. The FLNG is expected to have a 
capacity to liquefy 75-100mmcfd. The LNG would then be transferred from the floating 
LNG plant to other LNG vessels for export. This project was initially expected to 
commence in 2012, however, in the Teekay LNG Partners LP Q4 2009 conference call, 
the company stated that they have currently put the project on the shelf due to the current 
expected lower economic returns.  

Selected items about the Merrill Lynch agreement includes: 

■ The agreement between Merrill Lynch and PNG was for Merrill Lynch to have an 
exclusive option until December 2009 to contract for firm capacity for a two to five year 
primary term with a right to renew for an additional two to five year term. 

■ The Merrill Lynch paid a C$1m option extension fee to extend the option to June 30, 
2010. 

Diverging asset 
performance 

Merrill Lynch agreement 
could bring Northwest 
system to full capacity 
utilization 
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■ Merrill Lynch can extend the option period by up to three six month periods for C$1m 
for each extension. 

■ The transportation agreement discussion between Merrill Lynch and PNG is ongoing. 
A transportation agreement would require BCUC approval. If the BCUC does not 
approve of the transportation agreement, PNG would have to refund Merrill Lynch the 
option fees. 

Other opportunities 
Aside from the KSL Project and organic growth within its base business, the company has 
other opportunities such as its expansion into hydroelectric generation. The company 
could be an acquisition target for some utility and infrastructure player willing to pay for the 
option value of the KSL Project. Yet we consider this type of acquisition to be a relatively 
low probability scenario. This section is dividend into two parts, a) highlighting hydro; b) 
takeover target thoughts; and, c) capital considerations. 

Highlighting hydro 

The company's entrance into renewable power generation, more specifically run-of-river, 
in April 2010 when the company announced the launch of its renewable power business 
by forming a partnership with Skookum Power Corporation and the acquisition of a 97% 
interest in the McNair Creek hydroelectric generation facility. McNair Creek is a 9.8MW run 
of river facility located on the B.C. Sunshine Coast near Port Mellon that commenced 
operation on November 2004. PNG's share of the C$17m acquisition costs was funded via 
assuming existing McNair Creek debt and the use of its existing bank facility. 

The company also entered into a development and operating agreement with Skookum 
Power. The agreement would allow PNG to leverage off Skookum's extensive expertise in 
hydroelectric generation. Skookum Power management were formerly with Brookfield 
Renewable, which is one of the largest owners, operators and developers of hydroelectric 
generation in North America and Brazil. This partnership should give PNG the immediate 
expertise it requires to make sound investment decision in this sector while building up its 
internal capabilities.  

The company's renewable energy strategy is illustrated in the exhibit below. 

Hydroelectric generation 
expansion 

Renewable partner were 
former Brookfield 
Renewable employees 
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Exhibit 16: Renewable energy strategy 

 
Source: Company data 

According to its strategy, PNG will acquire existing operating run-of-river assets to create 
scale and expertise. Once a certain scale is achieved, the company will take on more 
development risk by targeting development run-of-river projects. The company’s reasons 
for moving into the renewable energy field are as follows: 

■ “Utilize its operating skills, permitting expertise, project management capabilities, 
financing acumen and energy market and regulatory expertise” and 

■ “Existence of both operating projects and development projects that are available in 
sized which fit PNG’s access to capital”. 

We believe the company’s approach in its expansion into the renewable energy field is 
prudent as it’s similar to that of another pipeline company’s expansion into the solar 
energy field. With long-term PPAs attached to renewable generation with government 
counterparties, the risk profile is similar to that of its regulated pipeline/utility business.   

Takeover target thoughts 

Even though we believe it to be a low probability, Pacific Northern Gas could be a potential 
target for some utility and infrastructure player willing to pay for the option value of the KSL 
Project. PNG would be attractive for a number of reasons: 

■ Organic growth predominantly through the KSL Project and renewable generation 

■ Relationships with First Nations 

■ Stable regulatory regime 

Potential acquirers could include Emera Inc., Fortis Inc. and various Canadian pension 
funds. We view the outright acquisition of PNG to be a relatively low a probability event. 

Capital considerations 

Pacific Northern Gas has stated in their investor presentations that they plan on accessing 
the equity capital markets to help them fund their portion of the KSL Project. The size of 
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the project is currently larger compared to the market capitalization of the company. A 
large equity issuance would be an opportunity to increase institutional ownership in PNG 
shares. Currently, PNG shares are largely held by retail investors. 

We believe the company has other options aside from the capital markets. The company 
could also form a joint venture with financial partners such as pension funds. This would 
allow the company to lessen the equity issuance size.  
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Financials 
Most fundamental to our approach for analyzing longer duration assets is the need to have 
explicit financial forecasts for an extended time horizon. This approach is obviously subject 
to a number of caveats and assumptions, however, it possesses great utility for assets like 
those in the capital intensive infrastructure industry. A major drawback for employing a 
longer-term financial model for Pacific Northern Gas is the lack of clarity/details 
surrounding the KSL Project due to the nature of the undertaking. As a result of the 
numerous assumptions that could still change in the KSL Project and the many challenges 
in accurately forecasting longer-term growth in its renewable generation segment, we 
place considerable reliance upon our five-year outlook which is highlighted throughout this 
section rather than our extended financial model. This outlook and forecast does not 
include the KSL Project or growth in its renewable business unless otherwise indicated. 

Some of the highlights from our summary income statement (Exhibit 17) include: 

■ The increase in earnings for 2011 is based on increase in rate base from the growth in 
the Northeast System; 

■ Earnings gradually fade as we do not forecast future acquisition with PNG’s renewable 
portfolio; and, 

■ Dividend increases is possible going forward due to the estimated 2010 pay out ratio 
which is roughly 55%. We do not forecast a dividend increase due to the uncertainly 
on the KSL Project. 

Exhibit 17: Summary income statement 
C$ in millions, unless otherwise stated 

2010 2011 2012 2013 2014 2015
Revenue 99.5        100.5      99.5        98.6        97.7        96.8        
Cost of gas 47.5        47.9        47.4        46.9        46.4        45.9        
Operating margin 52.1        52.5        52.1        51.7        51.3        50.9        
Operating & maintenance 12.1        12.0        11.9        11.7        11.6        11.5        
Administration & general 8.2          7.8          7.8          7.7          7.6          7.5          
Other operating expenses 13.9        14.7        14.5        14.4        14.3        14.2        
Total operating expense 34.3        34.5        34.1        33.8        33.5        33.2        
Operating income 17.8        18.1        18.0        17.8        17.7        17.6        
Other income (0.0)         (0.0)         (0.0)         (0.0)         (0.0)         (0.0)         
Financiang & other expenses 7.1          7.4          7.4          7.4          7.4          7.4          
Net inome before taxes 10.7        10.7        10.6        10.4        10.3        10.2        
Taxes 2.9          2.7          2.6          2.6          2.6          2.6          
Net income 7.8          8.0          7.9          7.8          7.7          7.7          
Dividends on preferred shares 0.3          0.3          0.3          0.3          0.3          0.3          
Income for common shares 7.5          7.7          7.6          7.5          7.4          7.3          

Basic EPS (w/CS adjustments) 2.09        2.14        2.11        2.09        2.07        2.04        
Diluted EPS (w/CS adjustments) 2.04        2.09        2.07        2.04        2.02        2.00        

Basic Weighted Average Shares (m) 3.59        3.59        3.59        3.59        3.59        3.59        
Diluted Weighted Average Shares (m) 3.66        3.66        3.67        3.67        3.67        3.67        

Dividends declared per common share 1.12        1.12        1.12        1.12        1.12        1.12        
Dividends declared per preferred share 1.69        1.69        1.69        1.69        1.69        1.69        

Source: Company data and Credit Suisse estimates 

We have included below in Exhibit 18, for illustrative purposes, a summary income 
statement which includes the KSLP Project. Selected assumptions used include: 

■ Construction commences in the beginning of 2012 and is completed at the beginning 
of 2014; 

■ Equity issuance to fund the project occurs at the beginning of 2012 at an issue price of 
C$25.00 per share, raising roughly C$125m; 
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Exhibit 18: Summary income statement including KSL Project (for illustrative purposes) 
C$ in millions, unless otherwise stated 

2010 2011 2012 2013 2014 2015
Revenue 99.5        100.5      99.5        98.6        169.8      164.2      
Cost of gas 47.5        47.9        47.4        46.9        16.9        16.9        
Operating margin 52.1        52.5        52.1        51.7        152.9      147.3      
Operating & maintenance 12.1        12.0        11.9        11.7        44.9        44.5        
Administration & general 8.2          7.8          7.8          7.7          2.8          2.8          
Other operating expenses 13.9        14.7        14.5        14.4        34.2        29.7        
Total operating expense 34.3        34.5        34.1        33.8        81.9        76.9        
Operating income 17.8        18.1        18.0        17.8        70.9        70.3        
Other income (0.0)         (0.0)         (14.4)       (38.2)       (0.0)         (0.0)         
Financiang & other expenses 7.1          7.4          15.4        31.2        38.0        38.0        
Net inome before taxes 10.7        10.7        17.0        24.8        33.0        32.4        
Taxes 2.9          2.7          4.3          6.2          8.2          8.1          
Net income 7.8          8.0          12.8        18.6        24.7        24.3        
Dividends on preferred shares 0.3          0.3          0.3          0.3          0.3          0.3          
Income for common shares 7.5          7.7          12.4        18.3        24.4        24.0        

Basic EPS (w/CS adjustments) 2.09        2.14        1.45        2.13        2.84        2.79        
Diluted EPS (w/CS adjustments) 2.04        2.09        1.43        2.11        2.82        2.77        

Basic Weighted Average Shares (m) 3.59        3.59        8.59        8.59        8.59        8.59        
Diluted Weighted Average Shares (m) 3.66        3.66        8.67        8.67        8.67        8.67        

Dividends declared per common share 1.12        1.12        1.12        1.12        1.12        1.12        
Dividends declared per preferred share 1.69        1.69        1.69        1.69        1.69        1.69        

Source: Company data and Credit Suisse estimates 

Dividends and earnings are obviously meaningful in the infrastructure industry, however, 
cash flow generation is arguably more important over a period of time. A summary cash 
flow statement appears in Exhibit 19. Notable points from our cash flow statement include: 

■ The majority of PNG’s capital allocation going forward will be directed to the growth in 
the Northeast System; 

■ We do not forecast any acquisitions related to the company’s renewable segment; 
and, 

Exhibit 19: Summary cash flow statement 
C$ in millions, unless otherwise stated 

2010 2011 2012 2013 2014 2015
Net Income 7.8          8.0          7.9          7.8          7.7          7.7          
Future income taxes 0.1          0.1          0.1          0.1          0.1          0.1          
Depreciation 9.0          8.8          8.7          8.6          8.6          8.5          
Stock Option Expense 0.0          -            -            -            -            -            
Inputed Interest On Deferred Charges 0.2          -            -            -            -            -            
Other (0.1)         -            -            -            -            -            

16.4        16.9        16.8        16.6        16.4        16.3        
Non cash working capital changes (7.4)         -            -            -            -            -            
Cash from Operating Activities 9.0          16.9        16.8        16.6        16.4        16.3        

Additions to plant, property and equipment (11.0)       (5.7)         (5.7)         (5.6)         (5.6)         (5.5)         
Additions to plant, property and equipment - Energy (17.7)       (1.4)         (1.4)         (1.4)         (1.4)         (1.4)         
Cash from Investing Activities (28.6)       (7.1)         (7.0)         (7.0)         (6.9)         (6.9)         

Bank Debt, Net 1.9          -            -            -            -            -            
Issue of long term debt 21.5        -            -            -            -            -            
Dividend Paid (4.4)         (4.4)         (4.4)         (4.4)         (4.4)         (4.4)         
Cash from Financing Activities 19.3        (4.4)         (4.4)         (4.4)         (4.4)         (4.4)         

Net Change in Cash (0.3)         5.5          5.4          5.3          5.2          5.1          
Net Cash - Beginning Balance 1.5          1.2          6.7          12.1        17.4        22.6        
Net Cash - Ending Balance 1.2          6.7          12.1        17.4        22.6        27.6        

Source: Company data and Credit Suisse estimates 
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Our summary forecast balance sheet for the years 2010-2015 appears in Exhibit 20 below.  

Exhibit 20: Summary balance sheet 
C$ in millions, unless otherwise stated 

2010 2011 2012 2013 2014 2015
Cash 1.2          6.7          12.1        17.4        22.6        27.6        
Accounts Receivable 16.8        16.8        16.8        16.8        16.8        16.8        
Gas purchase variance recoverable 5.5          5.5          5.5          5.5          5.5          5.5          
Inventories of supplies and natural gas 0.9          0.9          0.9          0.9          0.9          0.9          
Prepaid Expenses 1.0          1.0          1.0          1.0          1.0          1.0          
Derivative financial instruments -            -            -            -            -            -            
Future income taxes 1.5          1.4          1.2          1.1          1.0          0.8          
Total Current Assets 26.9        32.3        37.6        42.7        47.8        52.7        

Plant property and equipment 181.7      180.0      178.3      176.6      174.9      173.3      
Total other assets 16.0        16.0        16.0        16.0        16.0        16.0        
Total Assets 241.6      245.3      248.8      252.3      255.7      259.0      

Bank Debt 2.5          2.5          2.5          2.5          2.5          2.5          
Accounts payable and accrued liabilites 13.2        13.2        13.2        13.2        13.2        13.2        
Income taxes payable 1.2          1.2          1.2          1.2          1.2          1.2          
Other taxes payable 2.8          2.8          2.8          2.8          2.8          2.8          
Current Portion LTD 2.8          2.8          2.8          2.8          2.8          2.8          
Derivative financial instruments 6.3          6.3          6.3          6.3          6.3          6.3          
Total Current Liabilities 28.7        28.7        28.7        28.7        28.7        28.7        

Long Term Debt 95.2        95.2        95.2        95.2        95.2        95.2        
Future income taxes 16.8        16.8        16.8        16.8        16.8        16.8        
Other Long Term Liabilities 6.5          6.5          6.5          6.5          6.5          6.5          
Total Liabilities 147.2      147.2      147.2      147.2      147.2      147.2      

Preferred Shares 5.0          5.0          5.0          5.0          5.0          5.0          
Common Shares 9.0          9.0          9.0          9.0          9.0          9.0          
Surplus 4.1          4.1          4.1          4.1          4.1          4.1          
Retained Earning 76.3        80.0        83.5        87.0        90.4        93.7        
Total Equity 94.4        98.0        101.6      105.1      108.4      111.8      

Total Liabilities & Shareholders' Equity 241.6      245.3      248.8      252.3      255.7      259.0      

Source: Company data and Credit Suisse estimates 
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Valuation 
Consistent with our past practice, we utilize multiple valuation methodologies to obtain our 
Pacific Northern Gas target price and rating. Our Neutral rating and C$26.00 target price 
are largely the result of three distinct types of analysis, including: 

(1) multiple analyses; 

(2) yield analyses; and, 

(3) a discounted cash flow. 

Each of these areas will be addressed in the sections below. 

Our comparative analyses appearing below relied substantially upon FactSet and 
Bloomberg. We note that comparisons of companies within the energy infrastructure 
sector have been challenging for many reasons, including: business mix; asset quality; 
regulatory regimes; the nature and extent of commodity exposure; and business risks. Our 
comparative universe is divided into two distinct parts: (a) selected Canadian companies 
including: Emera, Fortis; Enbridge, Canadian Utilities; and, TransCanada; and, (b) 
selected small capitalized US utilities including: Corning Natural Gas Corp.; Energy Inc.; 
RGC Resources; Delta Natural Gas Company; Chesapeake Utilities Corp.; and, Central 
Vermont Public Service Corp. A brief discussion of these comparable companies and a 
comparative valuation table are included in Appendices I and II.  

As a caveat, investors should be aware that much of the valuation data was obtained from 
FactSet and Bloomberg. Therefore, the data should be internally consistent with FactSet’s 
and Bloomberg’s approach, but it may not be entirely consistent with other methods of 
financial reporting or analysis. From our perspective, the potential utility and internal 
consistency of the FactSet and Bloomberg data outweighs any apparent inconsistency 
between calculation methods. Yet, investors should be aware of the above caveat. 

Discussion around Pacific Northern Gas’ valuation in this section consist of the company’s 
current business and does not include the KSL Project and potential growth in its 
renewable generation business, unless otherwise noted.  

Multiple analyses 
Our analysis in this section is divided into three areas: (a) price-to-earnings; (b) price-to-
book; and, (c) EV/EBTIDA. 

Price-to-earnings 

According to Bloomberg data, over the last 10 years, Pacific Northern Gas has traded at 
an average trailing P/E multiple of 10.99x within a range of 3.66x-17.89x. A statistical 
summary of the company’s price-to-earnings ratio appears below in tabular form and as a 
chart. 

Rating: Neutral 

Target: C$26.00 
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Exhibit 21: Historical price-to-earnings multiple  Exhibit 22: 10-year P/E 
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Source: Bloomberg and Credit Suisse  Source: Bloomberg and Credit Suisse 

Our comparative trailing earnings multiple analysis appears in the Exhibit 23 below. 

Exhibit 23: Comparable company historical P/E multiples 

Canadian 
Utilities Enbridge Inc. Fortis Inc. Emera Inc.

Corning 
Natural Gas Energy Inc.

RGC 
Resources

Delta Natural 
Gas

Chesapeake 
Utilities

Central 
Vermont 
Public 
Service

TransCanada 
Corp.

Pacific 
Northern 

Gas
6 month average 13.37 19.90 18.82 16.08 17.78 7.97 14.36 18.94 13.54 12.41 18.11 12.66
1 year average 12.49 18.66 17.85 15.80 16.88 9.31 13.54 17.82 14.30 12.11 16.78 11.76
2 year average 12.71 19.13 16.91 15.22 18.06 10.52 13.50 14.75 14.23 11.99 15.96 10.83
3 year average 13.87 20.11 18.40 15.82 22.64 13.79 14.00 15.01 14.98 14.22 16.89 11.98
4 year average 14.68 20.54 19.31 16.47 26.83 14.04 14.71 15.40 15.57 16.35 17.49 11.60
5 year average 15.44 21.44 20.00 16.80 25.17 14.38 15.27 15.49 16.06 121.31 18.16 11.68
10 year average 14.83 19.68 17.21 15.91 24.72 27.76 14.50 15.54 15.45 69.66 16.99 10.99

Source: FactSet, Bloomberg and Credit Suisse  

Trailing earnings multiples have some utility for valuation purposes, however, we rely upon 
forward multiples to a much greater degree. Some of the tables below provide forward 
earnings data for Pacific Northern Gas and the comparable companies sourced from 
FactSet data with IBES estimates over various time frames. 

Exhibit 24: IBES 1 year forward P/E multiples 

Canadian 
Utilities

Enbridge 
Inc. Fortis Inc.

Emera 
Inc.

Corning 
Natural 

Gas
Energy 

Inc.
RGC 

Resources

Delta 
Natural 

Gas
Chesapeake 

Utilities

Central 
Vermont 
Public 
Service

TransCanada 
Corp.

Pacific 
Northern 

Gas
6 month average 14.29 19.25 17.22 15.86 n/a n/a n/a 17.89 14.37 12.57 17.22 12.36
1 year average 13.47 18.71 17.05 15.45 n/a n/a n/a 16.53 14.68 12.24 16.45 11.88
2 year average 13.54 19.49 16.52 15.69 n/a n/a n/a 14.69 14.62 12.64 15.86 10.88
3 year average 14.67 20.20 17.33 16.19 n/a n/a n/a 15.27 15.10 15.39 16.62 11.92
4 year average 15.47 20.49 17.93 16.69 n/a n/a n/a 15.55 15.57 15.39 17.32 12.97
5 year average 16.11 20.70 18.21 17.08 n/a n/a n/a 15.74 16.07 15.39 17.81 12.78
10 year average 15.22 18.94 16.28 15.84 n/a 14.80 13.31 15.99 15.18 15.39 16.48 12.59

Source: FactSet, Bloomberg and Credit Suisse 
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Exhibit 25: IBES 2 year forward P/E multiples 

Canadian 
Utilities

Enbridge 
Inc. Fortis Inc.

Emera 
Inc.

Corning 
Natural 

Gas
Energy 

Inc.
RGC 

Resources

Delta 
Natural 

Gas
Chesapeake 

Utilities

Vermont 
Public 
Service

TransCanada 
Corp.

Pacific 
Northern 

Gas
6 month average 13.63 17.55 15.90 15.59 n/a n/a n/a n/a 13.23 12.15 15.63 11.88
1 year average 12.90 17.07 15.80 15.15 n/a n/a n/a 13.65 13.52 11.91 14.92 11.46
2 year average 13.24 17.45 15.59 15.21 n/a n/a n/a 14.74 13.51 12.12 14.78 10.39
3 year average 14.41 18.23 16.11 15.60 n/a n/a n/a 15.47 14.02 14.22 15.52 10.71
4 year average 15.32 18.73 16.61 16.05 n/a n/a n/a 15.61 14.47 14.22 16.16 10.82
5 year average 15.83 19.04 16.93 16.22 n/a n/a n/a 15.58 14.98 14.22 16.66 11.03
10 year average 14.71 17.34 15.24 14.95 n/a 13.72 11.76 15.72 14.31 14.22 15.53 11.09

Source: FactSet, Bloomberg and Credit Suisse 

In Exhibit 26 we provide a share price matrix using a range of P/E multiples for a select 
earnings range. 

Exhibit 26: Share price at different earnings per share and multiples  
1.70 1.80 1.90 2.00 2.10 2.20

8.0x 13.60 14.40 15.20 16.00 16.80 17.60
9.0x 15.30 16.20 17.10 18.00 18.90 19.80

10.0x 17.00 18.00 19.00 20.00 21.00 22.00
11.0x 18.70 19.80 20.90 22.00 23.10 24.20
12.0x 20.40 21.60 22.80 24.00 25.20 26.40
13.0x 22.10 23.40 24.70 26.00 27.30 28.60
14.0x 23.80 25.20 26.60 28.00 29.40 30.80
15.0x 25.50 27.00 28.50 30.00 31.50 33.00

Source: Credit Suisse estimates 

In Exhibit 27 we provide a share price matrix using a range of P/E multiples for our 
forecasted earnings. 

Exhibit 27: Share price at future earnings per share and different multiples 
2010 2011 2012 2013 2014

8.0x 16.35          16.74          16.54        16.35        16.17        
9.0x 18.39          18.84          18.61        18.40        18.20        

10.0x 20.44          20.93          20.67        20.44        20.22        
11.0x 22.48          23.02          22.74        22.49        22.24        
12.0x 24.52          25.11          24.81        24.53        24.26        
13.0x 26.57          27.21          26.87        26.57        26.28        
14.0x 28.61          29.30          28.94        28.62        28.31        
15.0x 30.65          31.39          31.01        30.66        30.33         

Source: Credit Suisse estimates 

On a price-earnings basis, we utilize a 12.5x multiple on our 2011 EPS estimate to obtain 
our C$26.00 target price.  

Given the final investment decision won’t be made by Apache with regards to Kitimat LNG 
until next year and the final cost estimates for the KSL Project has yet to be completed, we 
provide a hypothetical share price matrix that includes the KSL Project using EPS at 2014 
which we assume to be the first full year of the KSL Project. Due to multiple assumptions 
that have yet to be finalize such as total project costs, return of equity, allowed capital 
structure, ownership interest, etc., we view the following table for illustrative purposes. 
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Exhibit 28: Hypothetical share price base on 2014 EPS at different multiples and different 

equity issue price with KSL Project 
Equity Issue Price

20.00      22.00      24.00      26.00      28.00     30.00      
8.0x 19.69      20.89      22.00      23.04      24.02     24.93      
9.0x 22.15      23.50      24.75      25.92      27.02     28.04      

10.0x 24.61      26.11      27.50      28.80      30.02     31.16      
11.0x 27.07      28.72      30.25      31.68      33.02     34.28      
12.0x 29.54      31.33      33.00      34.56      36.02     37.39      
13.0x 32.00      33.94      35.75      37.44      39.03     40.51      
14.0x 34.46      36.55      38.50      40.32      42.03     43.63      
15.0x 36.92      39.16      41.25      43.21      45.03     46.74       

Source: Credit Suisse estimates 

Price-to-book 

On a historic basis, Pacific Northern Gas has traded at a 10 year average price-to-book 
multiple of 0.80x and within a range of 0.32x-1.59x. A statistical summary of the 
company’s price-to-book ratio appears below in tabular form and as a chart. 

Exhibit 29: Historical price-to-book multiple  Exhibit 30: 10-year P/B 
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Source: Bloomberg and Credit Suisse  Source: Bloomberg and Credit Suisse 

We provide a comparative trailing book value analysis that appears in Exhibit 31 below. As 
evidence by the table, PNG consistently trades at a lower price-to-book multiple that many 
of its peers, however over the years it can be seen that the company’s historical P/B 
multiples have increased. 

Exhibit 31: Comparable company historical price-to-book multiples 

Canadian 
Utilities

Enbridge 
Inc. Fortis Inc.

Emera 
Inc.

Corning 
Natural Gas

Energy 
Inc.

RGC 
Resource

s

Delta 
Natural 

Gas
Chesapeake 

Utilities

Central 
Vermont 
Public 
Service

TransCanada 
Corp.

Pacific 
Northern 

Gas
6 month average 1.84 2.50 1.51 1.85 1.71 1.24 1.47 1.63 1.39 1.04 1.61 0.90
1 year average 1.73 2.34 1.45 1.72 1.71 1.20 1.40 1.53 1.53 1.01 1.54 1.01
2 year average 1.79 2.36 1.43 1.62 1.70 1.21 1.36 1.45 1.56 1.05 1.62 0.83
3 year average 1.98 2.50 1.51 1.64 1.82 1.56 1.38 1.47 1.64 1.26 1.79 0.84
4 year average 2.06 2.61 1.66 1.64 1.98 1.61 1.37 1.49 1.72 1.29 1.93 0.87
5 year average 2.10 2.68 1.71 1.63 1.87 1.61 1.37 1.53 1.81 1.24 2.02 0.87
10 year average 1.99 2.59 1.61 1.52 1.77 1.52 1.30 1.56 1.73 1.16 1.95 0.80

Source: FactSet, Bloomberg and Credit Suisse  

Our C$26.00 target price equates to a roughly a 1.0x price-to-book multiple applied to our 
year end 2011 book value per share estimate. Exhibit 32 highlights a valuation matrix 
under our forecast book values per share and various multiples.  
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Exhibit 32: Share price at forecast book value per share and different multiples 
2010 2011 2012 2013 2014

0.5x 12.46      12.97      13.46      13.94      14.41     
0.6x 14.96      15.57      16.15      16.73      17.30     
0.7x 17.45      18.16      18.84      19.52      20.18     
0.8x 19.94      20.75      21.53      22.30      23.06     
0.9x 22.43      23.35      24.22      25.09      25.94     
1.0x 24.93      25.94      26.91      27.88      28.83     
1.1x 27.42      28.54      29.61      30.67      31.71     
1.2x 29.91      31.13      32.30      33.46      34.59      

Source: Credit Suisse estimates 

EV/EBITDA 

Our analysis of 10-year of Bloomberg data concluded that Pacific Northern Gas’ average 
EV/EBITDA multiple has been 5.68x and within a range of 3.82x to 8.07x. A statistical 
summary and a chart appear below. 

Exhibit 33: Historical EV/EBITDA multiple  Exhibit 34: 10 year EV/EBITDA 
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Median 5.79x
Standard Deviation 0.96        
Range 4.25        
Minimum 3.82x
Maximum 8.07x  

Source: Bloomberg and Credit Suisse  Source: Bloomberg and Credit Suisse  

A comparative trailing EV/EBITDA analysis appears in Exhibit 35. 

Exhibit 35: Comparable company historical EV/EBITDA multiples 

Canadian 
Utilities

Enbridge 
Inc. Fortis Inc.

Emera 
Inc.

Corning 
Natural Gas

Energy 
Inc.

RGC 
Resources

Delta 
Natural 

Gas
Chesapeake 

Utilities

Central 
Vermont 

Public 
Service

TransCanada 
Corp.

Pacific 
Northern 

Gas
6 month average 8.17 16.01 10.64 10.47 18.78 6.30 6.62 9.84 8.35 11.39 11.21 6.94
1 year average 7.72 14.83 10.32 10.79 17.35 5.83 6.09 9.40 8.10 11.43 10.54 6.44
2 year average 7.58 14.50 10.15 9.98 16.07 6.75 6.29 8.57 7.95 11.04 10.07 6.08
3 year average 7.86 14.32 12.69 9.44 12.12 6.65 6.50 8.53 8.02 11.59 9.95 6.43
4 year average 7.87 14.16 15.06 9.24 5.51 6.74 6.76 8.59 8.17 11.24 9.92 6.20
5 year average 7.92 14.01 15.24 9.20 6.35 6.74 7.00 8.66 8.18 11.59 9.87 6.12
10 year average 7.61 13.41 12.13 9.22 8.22 8.41 6.69 8.74 7.65 9.80 8.97 5.68

Source: FactSet, Bloomberg and Credit Suisse  

Exhibit 36 displays an EV/EBITDA matrix. 
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Exhibit 36: Share price on forecasted future EBITDA at different multiples 
2010 2011 2012 2013 2014

5.0x 7.23        9.72        10.92      12.09      13.25     
6.0x 14.37      17.06      18.19      19.32      20.42     
7.0x 21.51      24.40      25.47      26.54      27.59     
8.0x 28.65      31.73      32.75      33.76      34.76     
9.0x 35.79      39.07      40.02      40.99      41.94     

10.0x 42.93      46.40      47.30      48.21      49.11      
Source: Credit Suisse estimates 

Our C$26.00 target price implies roughly a 7.25x EV/EBITDA multiple based upon 2011 
estimates.  

Yield analyses 
As with much of the Canadian infrastructure sector, we believe it is useful to consider yield 
related analysis. Specifically, we address: (a) the dividend yield; and, (b) the dividend yield 
spread. 

Dividend yield 

According to Bloomberg data, Pacific Northern Gas has traded at an average dividend 
yield of 7.3% over the last 10 years and within a range of 3.3% to 15.9% (see Exhibit 37 
and Exhibit 38). 

Exhibit 37: Historical Pacific Northern Gas dividend yield  Exhibit 38: 10-year dividend yield 
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Standard Deviation 0.04        
Range 12.6%
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Maximum 15.9%  

Source: Bloomberg and Credit Suisse   Source: Bloomberg and Credit Suisse  

For several reasons, we believe these metrics should be compared to movements in the 
Canadian 10-year bond yield (Exhibit 39). 
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Exhibit 39: Canadian 10 year bond yield 
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Source: Bloomberg and Credit Suisse  

The sensitivity of dividend yield valuation is clearly evident in the matrix below with various 
distribution levels at various targeted yields. 

Exhibit 40: Share value based on various dividends at various yields 
0.90        1.00        1.10      1.20      1.30     

4.0% 22.50      25.00      27.50      30.00      32.50     
4.5% 20.00      22.22      24.44      26.67      28.89     
5.0% 18.00      20.00      22.00      24.00      26.00     
5.5% 16.36      18.18      20.00      21.82      23.64     
6.0% 15.00      16.67      18.33      20.00      21.67     
6.5% 13.85      15.38      16.92      18.46      20.00     
7.0% 12.86      14.29      15.71      17.14      18.57     
7.5% 12.00      13.33      14.67      16.00      17.33     
8.0% 11.25      12.50      13.75      15.00      16.25      

Source: Credit Suisse estimates 

Our C$26.00 target price is based upon an approximately 4.3% targeted dividend yield. 

Dividend yield spread 

We believe that one should not solely rely upon distribution yield based metrics. In our 
view, many yield based metrics should be considered in the context of comparable 
nominal interest rates available in the marketplace. For a number of reasons, we have 
considered Pacific Northern Gas’ historic dividend yield against the Government of 
Canada 10-year bond yield on a spread basis. Exhibit 41 and Exhibit 42 highlight this 
relationship. 
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Exhibit 41: Dividend yield spread versus the Canadian 10 year (bps)  Exhibit 42: 10 year yield spread 
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Source: Bloomberg and Credit Suisse   Source: Bloomberg and Credit Suisse  

Naturally, the yield spread relationship highlights the potential for meaningful sensitivity to 
interest rate movements. Many fundamental reasons exist for this relationship, however, 
we must note that interest rate sensitive investments like Pacific Northern Gas usually do 
not exhibit perfect correlations. Clearly, some near-term uncertainty has impacted the 
valuation of many interest rate sensitive investment vehicles. Yet, in historic terms, the 
interest rate environment continues to be accommodative which underpins valuations for 
companies like Pacific Northern Gas. Thus, we apply a roughly 100 bps spread to a 
moderate outlook on 10-year Canadian bond yield to obtain our C$26.00 target price. 

Discounted cash flow 
Given the long-cycle nature of the infrastructure sector, we do not believe simple multiples 
effectively convey all of the potential value within these types of companies. Therefore, we 
place significant emphasis upon longer-term explicit financial models which then utilize 
discounted cash flows to ascertain corporate value. Admittedly, there is a considerable 
amount of valuation variability arising from a DCF valuation methodology when one 
considers the tremendous sensitivity of the cost of capital and asset turns on valuation. 
Despite those issues, we believe that valuation variability is outweighed by the benefits of 
long-term forecasts that attempt to comprehend the real economic value of long duration 
assets. 

Obviously, a tremendous number of limitations exist for any cash flow analysis and 
method of valuation. Most importantly, any DCF approach largely consists of assumptions 
being built upon assumptions. Even with these limitations, we believe it necessary and 
worthwhile to focus on our Pacific Northern Gas valuation with our financial forecast 
extending until 2014. 

Our DCF valuation approach consists of three steps: 

1. Generation of free cash flow forecast; 

2. Estimation of a discount rate; and, 

3. Discounting the free cash flows to the present. 

Considering the above, our DCF analysis starting point is our free cash flow forecast. A 
summary version of our financial model appears in Exhibit 43 below. Our summary is 
based upon our explicit financial forecasts until 2014. 



 14 June 2010 

Pacific Northern Gas Ltd. (PNG.TO) 27 

Exhibit 43: Free cash flow summary  
C$ in millions, unless otherwise stated 

2010E 2011E 2012E 2013E 2014E
Operating Cash Flow 9.0            16.9          16.8          16.6          16.4        
After tax interest cost 5.1            5.4            5.4            5.4            5.4          
Capex (11.0)         (5.7)           (5.7)           (5.6)           (5.6)         
Free cash flow to firm 3.2            16.7          16.5          16.4          16.3        

Source: Credit Suisse estimates 

In the second step of our DCF analysis, we employ two methods of calculation to obtain 
our cost-of-equity: (a) the capital asset pricing model (CAPM); and, (b) a bond yield plus 
risk premium approach. 

CAPM: Cost of equity = Risk free rate + (Beta x Market risk premium) 

Therefore, using a risk-free rate of 4.0%, an estimated 0.6 beta and an equity risk 
premium of 5.0%, we obtain a cost of equity of roughly 7.0%. A corporate bond yield 
approach (corporate bond + equity risk premium) generated a higher cost of equity based 
upon a corporate bond yield of 7.5% and an equity risk premium of 500 bps. Ultimately, we 
employ roughly a WACC of approximately 8.8% for our analysis. 

With these assumptions and using our longer-term free cash flow to the firm methodology, 
we generated the following range of valuations highlighted in Exhibit 44. 

Exhibit 44: Share price under different DCF assumptions 
WACC

27.88        7.5% 8.0% 8.5% 9.0% 9.5%
0.00% 34.98        31.62        28.65       26.00       23.63       
0.25% 35.63        32.16        29.10       26.37       23.94       
0.50% 36.33        32.73        29.57       26.76       24.26       
0.75% 37.08        33.34        30.07       27.18       24.61       
1.00% 37.89        33.99        30.60       27.62       24.98       Lo
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Source: Credit Suisse estimates 

As evidenced by the matrix appearing in Exhibit 44 and a modest long-term growth rate of 
0.5%, our DCF value falls within a range of C$24-C$30.  

Valuation summary 
We initiate Pacific Northern Gas coverage with a Neutral rating a C$26 target price. The 
bullets below contain a summary of our valuation approaches: 

■ In terms of multiples, we utilize a 1.0x price-to-book multiple; a 12.5x P/E multiple and 
a 7.25x EV/EBTIDA multiple all based upon our 2011 estimates; 

■ With respect to yield approaches, our target price equates to roughly a 4.3% targeted 
dividend yield and a roughly 100 bps spread to a moderate Canadian 10-year bond 
yield outlook; and,  

■ Our DCF value falls within a range of C$24-C$30 under a modest set of assumptions. 

We believe there is possible upside to the current share price a well as our target price if 
the KSL Project goes through with favourable economics. We believe the upside would be 
a share price of roughly in the low to mid C$30 per share; based on numerous 
assumptions. A share issuance in late 2011 or early 2012 if the KSL Project proceeds, will 
help increase liquidity and breath of ownership in the shares which are majority owned by 
retail investors.  

Risks 
We believe Pacific Northern Gas faces a number of business and financial risks, including: 
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■ Regulation: Pacific Northern Gas’ assets and operations are subject to many different 
forms of regulation. Thus, investors should not underestimate the potential impact of 
changes to the regulatory environment. 

■ Execution / development: The KSL Project is a large undertaking for the company. 
The project is dependent on certain factors beyond the company’s control, most 
notably the final investment decision by Apache to construct the Kitimat LNG terminal.  

■ Energy market dynamics: Pacific Northern Gas faces a multitude of factors related to 
broader energy markets that it cannot control, including: fossil fuel commodity prices; 
electricity prices; weather; demand management activities; substitution activities; fuel 
availability; water levels; and, wind availability. These factors, among others, may 
ultimately affect our investment thesis. 

■ Commodity prices: Pacific Northern Gas has some direct and indirect commodity 
exposure that could meaningfully impact our investment thesis. 

■ Interest rate movements: A number of sources of interest rate risk exist, including: 
refinancing; regulatory earnings streams; and, relative investment value. 

■ Environmental legislation: Emissions regimes are still in development in Canada and 
certain forms of regulation may meaningfully impact the company’s entrance into 
renewable generation. 

■ Access to capital markets: Given the company’s capital program as it relates to the 
KSL Project, we believe that access to capital markets on reasonable terms is critical. 

■ Abundance of competition: As evidenced by the number of players proposing 
various renewable generation projects in the most recent BC Clean Power Call RFP, 
we believe there could be some risk to returns arising from increased competition. 
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Appendix I: Comparable company descriptions 
Exhibit 45: Comparable company descriptions 
Corning Natural 
Gas

CNIG Corning Natural Gas Corporation, a natural gas transportation and distribution company with 385 miles of
pipeline, serves 15 townships in Corning and Hammondsport, New York. It provides wholesale gas delivery
services to New York State Electr ic & Gas in Elmira and the Village of Bath, New York. The company has a
storage capacity of nearly 586,000 decatherms.

Energy Inc EGAS Energy Inc., formerly Energy West, is a natural gas utility operating in Montana, Wyoming, North Carolina, Maine,
Ohio and Pennsylvania. The company has four business segments: Natural gas, Marketing and Production,
Pipeline, and Corporate and Others. The Pipeline division has two natural gas pipelines: the 40-mile long Glacier
natural gas gathering pipeline helps transport production gas for processing and the 30-mile long bidirectional
Shoshone transmission pipeline transports natural gas between Montana and Wyoming.

RGC Resource Inc RGCO RGC Resources is an energy services company primarily regulated sale and distribution of natural gas to nearly
56,100 residential, commercial, and industrial customers in the Roanoke Valley and Bluefield areas of
southwestern Virginia, as well as southern West Virginia. Its subsidiaries are Roanoke Gas, Diversified Energy
Company, and RGC Ventures of Virginia, Inc.

Central Vermont 
Public Service Corp

CV Central Vermont Public Service Corporation (CV) purchases, produces, transmits, distributes, and sells electricity
to over 159,000 customers, generating most of its revenues through retail electricity sales. Its wholly owned
subsidiaries include Custom Investment Corporation, C.V. Realty, Inc., Central Vermont Public Service
Corporation - East Barnet Hydroelectric, Inc. (“East Barnet”) and Catamount Resources Corporation (“CRC”) and
it has equity ownership interests in companies including Vermont Yankee Nuclear Power Corporation (“VYNPC”),
Vermont Electric Power Company, Inc. (“VELCO”), among others.

Emera Inc EMA.TO Emera Inc. is an energy and services company having $5.3 billion in assets as of Dec-09. It operates two
regulated utility subsidiaries in northeast North America—Nova Scotia Power and Bangor Hydro-Electric—that
together account for over 90% of the total revenues. It also owns interest in other companies including Maritimes
& Northeast Pipeline (12.9% interest), a natural gas pipeline; Grand Bahama Power Company Limited (25%); joint
venture interest in Bear Swamp - a hydroelectric facility; and Brunswick Pipeline (100%), a 145 km gas pipeline in
New Brunswick.

Fortis Inc. FTS.TO Fortis Inc. is a Canada-based distribution utility catering to around 2,100,000 gas and electric customers. Its 
regulated holdings include electric distribution utilities in five Canadian provinces and three Caribbean countries 
and a natural gas utility in British Columbia. The ratio of the company's asset base comprising regulated utility 
assets and non-regulated generation assets is 93:7. The non-regulated generation assets mainly comprise 
hydroelectric ( in Canada, Belize, and Upper New York State) and hotels and commercial real estate in Canada.

Enbridge Inc. ENB.TO Enbridge Inc., an energy transportation and distribution company, which operates the world's longest crude oil
and liquids pipeline system in Canada and US. The company has four business segments: Liquids Pipelines
(contributes around 29% to the total earnings), Natural Gas Delivery and Services (41%), Sponsored Investments
(9%), and Corporate (21%). Its pipeline systems have operated for over 55 years and comprises nearly 13,500
kilometers (8,500 miles) of pipeline, delivering over 2 million barrels of crude oil and liquids per day.

TransCanada Corp. TRP.TO TransCanada Corporation is a Canada-based energy infrastructure company, with a network of about 60,000
kilometers (37,500 miles) of pipeline linked to all major gas-supply basins in North America. It has approximately
380 billion cubic feet of storage capacity and owns and controls a portfolio of about 11,700 MW of power
generation.

Canadian Utilities CU.TO Canadian Utilities Limited is a diversified, international group of companies based in Canada with nearly $9.1
billion in assets as of Dec-09.It operates through three business segments: Utility, Energy, and Corporate and
Other. The Utility segment, which includes ATCO Electric and its subsidiaries, the ATCO Gas and ATCO
Pipelines, transmits and delivers natural gas and electricity to over 1.2 million customers. The Energy segment
owns and operates both regulated and non-regulated generating plants, including coal, natural gas-fired, and
hydroelectric generating plants in Canada, UK, and Australia. The Corporate and Other segment includes ATCO I
Tek, the company’s commercial real estate in Alberta, and the company’s 24.5% equity investment in ATCO
Structures & Logistics.

Delta Natural Gas 
Company, Inc. 

DGAS Delta Natural Gas Company Inc distributes and transports natural gas in central and southeastern Kentucky
serving approximately 37,000 customers. It operates through two business segments: Regulated and Non-
regulated. The company has three wholly owned subsidiaries: Delta Resources, Inc. (buys gas and resells to
industrial or other customers on Delta’s system); Delgasco, Inc. (buys gas and resells it to Delta Resources, Inc.
and customers not on Delta’s system); and Enpro, Inc. (owns and operates production properties and
undeveloped acreage).

Chesapeake 
Utilities

CPK Chesapeake Utilities Corporation is a diversified utility company serving a total of approximately 200,000
customers. It has three business segments: Regulated Energy; Unregulated Energy; and Other. The Regulated
segment includes transmission and distr ibution of natural gas and electr icity. The Unregulated segment
comprises natural gas marketing operation, while the Other segment consists of advanced information services
and intercompany real estate.

Source: Company data  
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Appendix II: Comparable company valuation tables 
Exhibit 46: Comparable company overview 

Shares Indicated Dividend

Price Price O/S Market Enterprise 2010 2010 Price Div Total

Company Ticker Currency Rating Target 6/10/2010 (mm) Cap Value $ Payout Appr Yield Return

Canadian
Canadian Utilities  -Cl A CU.TO CAD Not Rated NR $43.98 125.8 5,534.5        9,008.6        $1.51 45.6% n/a 3.4% n/a

Emera Inc EMA.TO CAD Neutral $26.00 $24.99 113.0 2,823.4        5,531.2        $1.13 65.7% 4.0% 4.5% 8.6%

Fortis Inc FTS.TO CAD Neutral $30.00 $27.53 172.2 4,739.8        10,312.8      $1.12 66.8% 9.0% 4.1% 13.0%

Enbridge Inc ENB.TO CAD Neutral $50.00 $48.86 380.1 18,572.0      32,694.0      $1.70 64.1% 2.3% 3.5% 5.8%
Transcanada Corp TRP.TO CAD Neutral $38.00 $35.97 687.0 24,711.4      45,605.4      $1.60 76.6% 5.6% 4.4% 10.1%

Pacific Northern Gas Ltd PNG.TO CAD Neutral $26.00 $24.50 3.6 87.9             164.0           $1.12 54.8% 6.1% 4.6% 10.7%

US Utilities
Corning Natural Gas Corp CNIG USD Not Rated NR $22.00 1.0 22.9             40.0             $0.60 n/a n/a 2.7% n/a

Chesapeake Utilities Corp CPK USD Not Rated NR $30.33 9.5 286.9           441.5           $1.32 58.1% n/a 4.4% n/a

Delta Natural Gas Co Inc DGAS USD Not Rated NR $29.01 3.3 96.6             159.0           $1.30 81.3% n/a 4.5% n/a

Energy Inc EGAS USD Not Rated NR $11.87 6.1 72.1             93.2             $0.54 n/a n/a 4.5% n/a

Rgc Resources Inc RGCO USD Not Rated NR $31.36 2.3 70.9             91.4             $1.32 n/a n/a 4.2% n/a

Source: FactSet, Bloomberg and Credit Suisse estimates 

 

Exhibit 47: Comparable company valuation 

Operating EPS EBITDA P/E EV/EBITDA

Company Ticker Currency 2009 2010E 2011E 2009 2010E 2011E 2009 2010E 2011E 2009 2010E 2011E

Canadian
Canadian Util ities  -Cl A CU.TO CAD 3.40             3.31             3.42             1,163          1,249          1,318          12.9x 13.3x 12.9x 7.7x 7.2x 6.8x

Emera Inc EMA.TO CAD 1.53             1.72             1.68             547             619             736             16.3x 14.5x 14.9x 10.1x 8.9x 7.5x

Fortis Inc FTS.TO CAD 1.49             1.68             1.80             1,065          1,152          1,228          18.5x 16.4x 15.3x 9.7x 9.0x 8.4x

Enbridge Inc ENB.TO CAD 2.35             2.65             2.83             2,025          2,577          3,199          20.7x 18.4x 17.3x 16.1x 12.7x 10.2x
Transcanada Corp TRP.TO CAD 2.03             2.09             2.53             4,137          4,316          5,100          17.7x 17.2x 14.2x 11.0x 10.6x 8.9x

Pacific Northern Gas Ltd PNG.TO CAD 1.71             2.04             2.09             23               26               27               14.3x 12.0x 11.7x 7.2x 6.3x 6.1x

Average 16.8x 15.3x 14.4x 10.3x 9.1x 8.0x

US Utilities
Corning Natural Gas Corp CNIG USD n/a n/a n/a 4                 n/a n/a n/a n/a n/a 10.9x n/a n/a

Chesapeake Util ities Corp CPK USD 2.15             2.27             2.29             60               58               62               14.1x 13.3x 13.2x 7.4x 7.6x 7.1x

Delta Natural Gas Co Inc DGAS USD 1.58             1.60             n/a 16               n/a n/a 18.4x 18.1x n/a 10.0x n/a n/a

Energy Inc EGAS USD 0.73             n/a n/a 14               n/a n/a 16.3x n/a n/a 6.6x n/a n/a

Rgc Resources Inc RGCO USD 1.53             n/a n/a n/a n/a n/a 20.5x n/a n/a n/a n/a n/a
Average 17.3x 15.7x 13.2x 8.7x 7.6x 7.1x

Source: FactSet, Bloomberg and Credit Suisse estimates 
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Appendix III: Management highlights 
Exhibit 48: Senior management 
Management Title Comments
Roy G. Dyce President, Chief 

Executive Officer 
Mr. Dyce was appointed President and CEO in 1994 and has served as a director of Pacific Northern Gas since
1982. He began his career with Westcoast Energy Inc. in 1966 and was responsible for corporate development,
marketing and regulatory affairs. He was involved in launching PNG in the late 1960s and later joined PNG in
1980.

Greg B. Weeres, 
P.Eng, C.I.M

Vice President, 
Operations  and 
Engineering

Mr. Weeres joined Pacific Northern Gas Ltd. in 1998. Prior to PNG, he had 15 years of experience with BC Gas 
Utility Ltd. and its predecessor company Inland Natural Gas Ltd. He is also a member of the Association of 
Professional Engineers and Geoscientists of British Columbia, the Canadian Institute of Management, the 
Standing Committee on Operations for the Canadian Gas Association and a member of the board of directors of 
the Canadian Standards Association.

Janet P. Kennedy Vice President, Finance Ms. Kennedy joined Pacific Northern Gas Ltd. in October 2007 as VP of Finance. Prior to joining the company,
she was with Terasen Inc. from 1993 to 2006, most recently as Director, Financial Planning & Projects. Ms.
Kennedy worked as an independent consultant from 2006 to 2007. Ms. Kennedy started her career with KPMG in
1987 and is a Chartered Accountant.

Kevin R. Teitge Vice President, 
Corporate Development 
and Treasurer

Mr. Teitge is VP of Corporate Development and Treasurer for Pacific Northern Gas Ltd. He joined the company in 
early 2004 as Senior Financial Officer and acted as interim CFO for six months starting in March 2004. Prior to 
joining PNG he was an independent consultant for a brief period and before that spent seven years with 
Westcoast Energy, most recently as Director, Corporate and Project Finance. Mr. Teitge has also worked for the 
Ministry of Energy, Mines and Petroleum Resources of the Province of British Columbia and Alberta Energy 
Company (now EnCana Corp.).

Craig P. Donohue Director, Regulatory 
Affairs & Gas Supply 
and Assistant Secretary

Mr. Donohue was appointed as the Director Regulatory Affairs and Gas Supply for Pacific Northern Gas Ltd. in
1998. He commenced employment with PNG in 1990 as Manager of Regulatory Affairs. In late 2003, he was also
appointed to the position of Assistant Secretary. He started his career with Westcoast Energy in 1980 in their
legal department.

Source: Company data  

Appendix IV: Board of Directors 
Exhibit 49: Board of Directors 

Director Title Since
Robert F. Chase Mr. Chase was appointed as the Chair of the Board in 2002. He is the President and CEO of New West Energy

Services Inc. (previously Lexacal Investment Corporation) based in Vancouver, BC. He was associated with the
Westar Group from 1979 to 1994, 

1995

Wayne M. Bingham Mr. Bingham is the Executive Vice-President and CFO of Super ior Plus Corp. He has held senior financial
positions with leading Canadian corporations, both regulated and unregulated, inc luding VP, Finance with
Wes tcoast Energy and CFO of Union Gas, Ontario Power Generation and Finning International. He is a
Chartered Accountant.

2007

Roy G. Dyce Mr. Dyce was appointed President and CEO of the com pany in 1994. He started his career with Westcoast
Energy Inc. in 1966 in the areas of corporate developm ent, marketing and regulatory affairs. He was involved
with launching PNG in the late 1960s and joined PNG in 1980.

1982

Diane M. Fulton Ms. Fulton is the VP and Chief Investm ent Officer of the Vancouver Foundation. Ms. Fulton's career was
predom inantly spent in investment banking. She is currently on the Board of Direc tors and Investment
Comm ittee of the Insurance Corporation of Br itish Columbia and also serves as a direc tor of the Pension
Investment Association of Canada.

2005

Robert B. Johnston Mr. Johnston is the Executive Vice President & Chief Strategy Officer of The InterTech Group of North
Charleston, South Carolina. The InterTech group is an affiliate of The Jerry Zucker Revocable Trust which holds
a greater than 10% interest in Pacific Northern Gas. 

2008

David G. Unruh Mr. Unruh served as the Corporate Secretary of the com pany from February 1994 to April 2002. He retired from
DukeEnergy Gas Transmission as SVP, General Counsel in 2003 and continued as Vice Chair until April 2005.
Prior to joining Westcoast energy, Mr. Unruh was a partner at the law firm Aikins, MacAulay & Thorvaldson
Barr isters and Solicitors .

2002

Arthur H. Willms Mr. Willms is the retired President of Wes tcoast Energy Inc. Prior to joining Westcoast Energy Inc., Mr. Willms
was a public school teacher in Alberta and later became a lecturer in Economics at the University of Calgary. Mr.
Willms current sits on the boards of BC Lotteries Corporation, Angiotech Pharm aceuticals and serves as chair of
the Vancouver Symphony Soc iety.

1983

Janet P. Woodruff Ms. Woodruff is the VP, Corporate Services and CFO of British Columbia Transmission Corporation. From 2003
to 2007, Ms. Woodruff held the position of CFO & VP System s Developm ent & Performance of Vancouver
Coastal Health. Prior to that she was with Westcoast Energy Inc. Ms. Woodruff is a Chartered Accountant.

2006

Source: Company data 
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Appendix V: Corporate governance highlights 
For greater details on Pacific Northern Gas’ corporate governance practices, we believe 
investors should consult various securities filings. Yet, we highlight selected corporate 
governance practices below, including: 

■ “A majority of the directors are independent.”  

■ “The Board has adopted a written code of business ethics for its directors, officers and 
employees.”  

■ “The Code is reviewed annually by the corporate Governance Committee. In addition, 
it is disseminated annually to every director, officer, and employee, each of whom is 
required to certify that he/she has read the Code and understands it.” 

■ “The overall effectiveness of the Board, its Committees and the Chair is assessed 
through the auspices of the Corporate Governance Committee.” 

■ “The Company’s corporate governance practices comply with the governance rules of 
the Canadian Securities Administrators (“CSA”) and are in compliance with the CSA's 
Multilateral Instrument 52-110, Audit Committees, National Policy 58-201, Corporate 
Governance Guidelines, and National Instrument 58-101, Disclosure of Corporate 
Governance Practices.” 

Appendix VI: Company asset descriptions 
Exhibit 50: PNG asset/project description 
Assets Description
Western System The Western System extends from Summit Lake to Prince Rupert and Kitimat. It has approximately 1,180 km of

distribution pipelines. The transmission pipeline connects with the Spectra Energy pipeline system near Summit
Lake and extends 587 km to the west at Prince Rupert. The pipeline between Summit Lake and Terrace has
been partially paralleled, or looped, with a second line to increase throughput capacity. The company also owns
and operates over 300 km of lateral transmission pipelines extending into the various communities served by it,
the most significant being dual lines extending approximately 57 km into Kitimat.

Northeast System The Northeast System consists of roughly 160 km of transmission lines, 1,490 km of distribution lines and a gas
processing plant near Tumbler Ridge with a capacity of 120 103 m3/d (4.2mmcf/d). The system serves the Fort St.
John and Dawson Creek area through interconnections with the Spectra Energy system. The system also
connects with a Canadian Natural Resources Limited pipeline to obtain supply for the Fort St. John area. It
connects with a producer's pipeline and the Spectra Energy pipeline system near Chetwynd, British Columbia to
serve the Dawson Creek and Tumbler Ridge areas respectively.

McNair Creek The McNair Creek facility, located on B.C. Sunshine Coast, has been in operation for more than five years now.
The company announced a partnership with Skookum Power Holding Corporation on April 7, 2010 to acquire the
9.8MW McNair Creek hydro electricity generation facility from Kiewit Hydropower Investors Inc and Renewable
Power Corp. The transaction closed on April 19, 2010 with the PNG acquiring 97% interest in the facility.

Pacific Trail Pipelines 
(KSL Project)

The company has 50% equity interest in Pacific Trail Pipelines. It is developing a natural gas transmission
pipeline system to deliver gas from the Spectra Energy Transmission pipeline system at Summit Lake B.C. to the
Kitimat LNG Inc export terminal near Kitimat, B.C. The project entails the construction of approximately 470 km of
up to 36 inch diameter pipeline and associated compression facility, at an estimated cost of roughly C$1.2bn.

Source: Company data and Credit Suisse  
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Appendix VII: Asset map 
Exhibit 51: Asset map 

 
Source: Company data 

 

Companies Mentioned  (Price as of 11 Jun 10) 
Apache Corp. (APA, $93.64, RESTRICTED [V]) 
Brookfield Asset Management (BAM, $23.82, OUTPERFORM [V], TP $32.00) 
Brookfield Renewable Power Fund (BRC_u.TO, C$19.62, NEUTRAL, TP C$20.00) 
Canadian Utilities Ltd. (CU.TO, C$43.33) 
Cheniere Energy Inc. (LNG, $2.91) 
Chesapeake Utilities Corp (CPK, $30.00) 
ConocoPhillips (COP, $53.50, OUTPERFORM, TP $68.00) 
Corning Natural Gas Corp. (CNIG, $22.50) 
Delta Natural Gas Company Inc. (DGAS, $29.07) 
Devon Energy Corp (DVN, $68.16, NEUTRAL [V], TP $75.00) 
Emera Inc. (EMA.TO, C$25.01, NEUTRAL, TP C$26.00) 
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Enbridge Inc. (ENB.TO, C$48.72, NEUTRAL, TP C$50.00) 
EnCana Corp. (ECA, $34.66, OUTPERFORM [V], TP $39.00) 
Energy Inc. (EGAS, $11.79) 
EOG Resources (EOG, $109.86, UNDERPERFORM [V], TP $104.00) 
ExxonMobil Corporation (XOM, $61.86, NEUTRAL, TP $75.00) 
Fortis Inc. (FTS.TO, C$27.65, NEUTRAL, TP C$30.00) 
Gas Natural (GAS.MC, Eu12.28, OUTPERFORM, TP Eu15.20, MARKET WEIGHT) 
Imperial Oil Ltd (IMO.TO, C$40.66, NEUTRAL, TP C$45.00) 
Korea Gas Corp (036460.KS, W43,850, NEUTRAL, TP W45,500) 
Marathon Oil Corp (MRO, $32.37, OUTPERFORM, TP $41.00) 
Nexen Inc. (NXY.TO, C$22.93, NEUTRAL [V], TP C$30.00) 
Pacific Northern Gas Ltd. (PNG.TO, C$24.60, NEUTRAL, TP C$26.00) 
Pengrowth Energy Trust (PGF_u.TO, C$9.97, OUTPERFORM [V], TP C$13.00) 
Quicksilver Resources, Inc. (KWK, $13.33, NEUTRAL [V], TP $14.00) 
RGC Resources Inc. (RGC Resources Inc., $31.02) 
Spectra Energy Corp (SE, $20.62) 
Talisman Energy Inc. (TLM.TO, C$17.66, OUTPERFORM [V], TP C$25.00) 
Teekay Corporation (TK, $27.42, OUTPERFORM [V], TP $32.00) 
TransCanada Corp. (TRP.TO, C$36.00, NEUTRAL, TP C$38.00) 
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Important Global Disclosures 
I, Paul Tan, certify that (1) the views expressed in this report accurately reflect my personal views about all of the subject companies and securities 
and (2) no part of my compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed in this report. 

See the Companies Mentioned section for full company names. 
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The analyst(s) responsible for preparing this research report received compensation that is based upon various factors including Credit Suisse's total 
revenues, a portion of which are generated by Credit Suisse's investment banking activities. 
Analysts’ stock ratings are defined as follows: 
Outperform (O): The stock’s total return is expected to outperform the relevant benchmark* by at least 10-15% (or more, depending on perceived 
risk) over the next 12 months. 
Neutral (N): The stock’s total return is expected to be in line with the relevant benchmark* (range of ±10-15%) over the next 12 months. 
Underperform (U): The stock’s total return is expected to underperform the relevant benchmark* by 10-15% or more over the next 12 months. 
*Relevant benchmark by region: As of 29th May 2009, Australia, New Zealand, U.S. and Canadian ratings are based on (1) a stock’s absolute total 
return potential to its current share price and (2) the relative attractiveness of a stock’s total return potential within an analyst’s coverage universe**, 
with Outperforms representing the most attractive, Neutrals the less attractive, and Underperforms the least attractive investment opportunities. 
Some U.S. and Canadian ratings may fall outside the absolute total return ranges defined above, depending on market conditions and industry 
factors. For Latin American, Japanese, and non-Japan Asia stocks, ratings are based on a stock’s total return relative to the average total return of 
the relevant country or regional benchmark; for European stocks, ratings are based on a stock’s total return relative to the analyst's coverage 
universe**. For Australian and New Zealand stocks a 22% and a 12% threshold replace the 10-15% level in the Outperform and Underperform stock 
rating definitions, respectively, subject to analysts’ perceived risk. The 22% and 12% thresholds replace the +10-15% and -10-15% levels in the 
Neutral stock rating definition, respectively, subject to analysts’ perceived risk.  
**An analyst's coverage universe consists of all companies covered by the analyst within the relevant sector. 
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Restricted (R): In certain circumstances, Credit Suisse policy and/or applicable law and regulations preclude certain types of communications, 
including an investment recommendation, during the course of Credit Suisse's engagement in an investment banking transaction and in certain other 
circumstances. 
Volatility Indicator [V]: A stock is defined as volatile if the stock price has moved up or down by 20% or more in a month in at least 8 of the past 24 
months or the analyst expects significant volatility going forward. 
 

Analysts’ coverage universe weightings are distinct from analysts’ stock ratings and are based on the expected 
performance of an analyst’s coverage universe* versus the relevant broad market benchmark**: 
Overweight: Industry expected to outperform the relevant broad market benchmark over the next 12 months. 
Market Weight: Industry expected to perform in-line with the relevant broad market benchmark over the next 12 months. 
Underweight: Industry expected to underperform the relevant broad market benchmark over the next 12 months. 
*An analyst’s coverage universe consists of all companies covered by the analyst within the relevant sector. 
**The broad market benchmark is based on the expected return of the local market index (e.g., the S&P 500 in the U.S.) over the next 12 months. 
 
Credit Suisse’s distribution of stock ratings (and banking clients) is: 

Global Ratings Distribution 
Outperform/Buy*  45% (63% banking clients) 
Neutral/Hold*  41% (60% banking clients) 
Underperform/Sell*  13% (55% banking clients) 
Restricted  2% 

*For purposes of the NYSE and NASD ratings distribution disclosure requirements, our stock ratings of Outperform, Neutral, and Underperform most closely correspond to Buy, 
Hold, and Sell, respectively; however, the meanings are not the same, as our stock ratings are determined on a relative basis. (Please refer to definitions above.) An investor's 
decision to buy or sell a security should be based on investment objectives, current holdings, and other individual factors. 

Credit Suisse’s policy is to update research reports as it deems appropriate, based on developments with the subject company, the sector or the 
market that may have a material impact on the research views or opinions stated herein. 

Credit Suisse's policy is only to publish investment research that is impartial, independent, clear, fair and not misleading.  For more detail please refer to Credit 
Suisse's Policies for Managing Conflicts of Interest in connection with Investment Research:  
http://www.csfb.com/research-and-analytics/disclaimer/managing_conflicts_disclaimer.html 

Credit Suisse does not provide any tax advice. Any statement herein regarding any US federal tax is not intended or written to be used, and cannot 
be used, by any taxpayer for the purposes of avoiding any penalties. 

See the Companies Mentioned section for full company names. 
Price Target: (12 months) for (PNG.TO) 
Method: Our C$26.00 target price is based solely on current operating assets and is obtained from multiple valuation methodologies including: a 
12.5x P/E multiple applied to our 2011 EPS estimate; a P/B multiple of 1.0x; a 7.25x EV/EBITDA multiple; and, a discounted cash flow. 
Risks: There are a number of risks to our C$26 target price for Pacific Northern Gas such as: execution/development risks regarding the KSL 
Project; access to capital markets to fund the KSL Project; North American energy market dynamics; regulatory; commodity prices; and interest 
rates. Moreover, one should never underestimate the power of the regulator in any regulated business. 
Please refer to the firm's disclosure website at www.credit-suisse.com/researchdisclosures for the definitions of abbreviations typically used in the 
target price method and risk sections. 
 

Important Regional Disclosures 
Singapore recipients should contact a Singapore financial adviser for any matters arising from this research report. 

An analyst involved in the preparation of this report has visited certain material operations of the subject company (PNG.TO) within the past 12 
months.  The analyst may not have visited all material operations of the subject company.  The travel expenses of the analyst in connection with 
such visits were not paid or reimbursed by the subject company, other than de minimus local travel expenses. 

Restrictions on certain Canadian securities are indicated by the following abbreviations:  NVS--Non-Voting shares; RVS--Restricted Voting Shares; 
SVS--Subordinate Voting Shares. 
Individuals receiving this report from a Canadian investment dealer that is not affiliated with Credit Suisse should be advised that this report may not 
contain regulatory disclosures the non-affiliated Canadian investment dealer would be required to make if this were its own report. 
For Credit Suisse Securities (Canada), Inc.'s policies and procedures regarding the dissemination of equity research, please visit 
http://www.csfb.com/legal_terms/canada_research_policy.shtml. 

The following disclosed European company/ies have estimates that comply with IFRS: XOM, GAS.MC. 

As of the date of this report, Credit Suisse acts as a market maker or liquidity provider in the equities securities that are the subject of this report. 

Principal is not guaranteed in the case of equities because equity prices are variable. 
Commission is the commission rate or the amount agreed with a customer when setting up an account or at anytime after that. 

CS may have issued a Trade Alert regarding this security. Trade Alerts are short term trading opportunities identified by an analyst on the basis of 
market events and catalysts, while stock ratings reflect an analyst's investment recommendations based on expected total return over a 12-month 
period relative to the relevant coverage universe. Because Trade Alerts and stock ratings reflect different assumptions and analytical methods, Trade 
Alerts may differ directionally from the analyst's stock rating.  
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The author(s) of this report maintains a CS Model Portfolio that he/she regularly adjusts. The security or securities discussed in this report may be a 
component of the CS Model Portfolio and subject to such adjustments (which, given the composition of the CS Model Portfolio as a whole, may differ 
from the recommendation in this report, as well as opportunities or strategies identified in Trading Alerts concerning the same security). The CS 
Model Portfolio and important disclosures about it are available at www.credit-suisse.com/ti. 

To the extent this is a report  authored in whole or in part by a non-U.S. analyst and is made available in the U.S., the following are important 
disclosures regarding any non-U.S. analyst contributors:  
The non-U.S. research analysts listed below (if any) are not registered/qualified as research analysts with FINRA. The non-U.S. research analysts 
listed below may not be associated persons of CSSU and therefore may not be subject to the NASD Rule 2711 and NYSE Rule 472 restrictions on 
communications with a subject company, public appearances and trading securities held by a research analyst account. 
• Paul Tan, non-U.S. analyst, is a research analyst employed by Credit Suisse Securities (Canada), Inc.. 
• Andrew M. Kuske, non-U.S. analyst, is a research analyst employed by Credit Suisse Securities (Canada), Inc.. 
For Credit Suisse disclosure information on other companies mentioned in this report, please visit the website at www.credit-
suisse.com/researchdisclosures or call +1 (877) 291-2683. 
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Pacific Northern Gas Ltd. (PNG.TO) 
INCREASE TARGET PRICE    

Delightful dividend 
■ Earnings results: Pacific Northern Gas (PNG) reported Q3 2010 headline 

loss of C$0.64 which was below our -C$0.50 and that of the Streets at a loss 
of C$0.525 (albeit there are only two estimates). The difference was largely 
the result of PNG’s approach of expensing of McNair Creek acquisition and 
reorganization costs. Positively and surprisingly the company announced a 
7% increase in quarterly dividend to C$0.30/shr from C$0.28/shr. In light of 
weather related impacts from the company’s natural gas distribution utility, 
the earnings dispersion among the quarters can often be considerable. Yet, 
that dispersion does not generally impact allowed returns and full year 
earnings. Moreover, the long-cycle nature of most of our coverage universe, 
we do not place undue emphasis on quarterly results. 

■ Selected highlights: Notable items include: (a) PNG expects agreement on 
renewal terms on some of its credit facilities during Q4 2010; (b) PNG 
started the detailed designed phase of the KSL Project during the third 
quarter; and, (c) the company has “secured contingent financial support from 
prospective shippers for this phase of the project”.  

■ Investment thesis: We believe Pacific Northern Gas provides low-growth 
infrastructure exposure with significant potential transformative growth for a 
somewhat reasonable valuation. 

■ Valuation: Given the dividend boost, our target price increases to C$28.00 
from the previous C$26.00. That target price is based only on the existing 
operating assets and is obtained from multiple valuation methods, including: 
a P/B multiple of 1.1x; a 13.5x P/E multiple; a 7.4x EV/EBITDA multiple on 
2011 estimates; and, a DCF. The KSL project provides interesting upside 
which we project to be roughly in the low to mid C$30 per share; based on 
numerous assumptions. The project also contains selected uncertainties. 
We reiterate our Neutral rating. 
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Quarterly EPS Q1 Q2 Q3 Q4 
2009A 1.38 -0.13 -0.49 0.94 
2010E 1.48 -0.06 -0.64 1.12 
2011E 1.59 -0.09 -0.52 1.09  

 Financial and valuation metrics 
 

Year 12/09A 12/10E 12/11E 12/12E 
EPS (CS adj.) (C$) 1.71 1.92 2.08 2.05 
Prev. EPS (C$) — 2.04 2.09 2.07 
P/E (x) 16.0 14.2 13.1 13.3 
P/E rel. (%) 77.7 91.3 99.9 110.7 
Revenue (C$ m) 104.1 98.6 100.5 99.5 
EBITDA (C$ m) 22.9 25.2 26.9 26.7 
OCFPS (C$) 5.25 2.39 4.69 4.64 
P/OCF (x) 3.6 11.4 5.8 5.9 
EV/EBITDA (current) 7.6 7.7 7.0 6.9 
Net debt (C$ m) 76 96 91 86 
ROIC (%) 5.71 5.65 6.08 5.96 
  

Number of shares (m) 3.59  IC (12/10E, C$ m) 219.43 
BV/share (current, C$) 23.9  EV/IC (x) 0.88 
Net debt (current, C$ m) 95.5  Dividend (current, C$) 1.20 
Net debt/tot. cap. (current, %) 52.6  Dividend yield (%) 4.4  

  Source: Company data, Credit Suisse estimates. 

Rating NEUTRAL* 
Price (26 Oct 10, C$) 27.26 
Target price (C$) (from 26.00) 28.00¹ 
52-week price range 27.26 - 18.62 
Market cap. (C$ m) 97.82 
Enterprise value (C$ m) 194.03  
*Stock ratings are relative to the relevant country benchmark. 
¹Target price is for 12 months. 
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Pacific Northern Gas (PNG) reported Q3 2010 headline loss of C$0.64 which was below 
our -C$0.50 and that of the Streets at a loss of C$0.525 (albeit there are only two 
estimates). The difference was largely the result of PNG’s approach of expensing of 
McNair Creek acquisition and reorganization costs. Positively and surprisingly the 
company announced a 7% increase in quarterly dividend to C$0.30/shr from C$0.28/shr. 
Given the long-dated nature of PNG’s asset base, we do not place undue emphasis on 
quarterly results. This research note is divided into three parts: (a) results, (b) outlook, and 
(c) valuation. 

Results 
Exhibit 1 highlights selected results for Pacific Northern Gas. 

Exhibit 1: Highlights  
C$ in millions, unless otherwise stated 

Q3 2010 Q3 2009 chg %
Net income/(loss) (2.24)       (1.66)       -34.9%
Revenues 9.68        10.50      -7.8%
Operating margin 6.59        7.11        -7.3%
Earnings/(loss) per share (0.64)       (0.49)       -30.6%  

Source: Company data and Credit Suisse  

Selected financial highlights include: 

■ PNG announced a roughly 7% increase in quarterly dividends. On an annualized basis 
dividends per share will increase to C$1.20 from the previous C$1.12. 

■ The quarter’s net loss increased by approximately 34.9% largely due to the recognition 
of the Methanex amortization payment in Q3 2009, partially offset by the higher 
weighted average return on equity earned in Q3 2010 of 10.09% compared to 9.07% 
in the Q3 2009. 

■ McNair Creek’s acquisition and reorganization costs as well at operating losses also 
contributed to the decline in the earnings. The weak operating results were due to 
seasonality of the business leading to only 10% of overall production in third quarter. 

■ Losses were partially offset by the impact of 5% higher common equity component on 
the company’s Western system and a 4% higher common equity component on 
company’s Northeast system in Q3 2010 compared to Q3 2009. 

Our operating segment analysis now follows. 

Pipeline 

Seasonality exists within the company’s natural gas distribution business. Deliveries to 
residential and commercial customers tend to be temperature sensitive with 75% of 
deliveries occurring in Q1 & Q4.  

Select highlights during the quarter include: 

■ Gas sales and transportation services in Q3 2010 increased to C$9.2m from C$8.7m 
during Q3 2009; 

■ Off system gas sales in the current period increased to C$0.09m from C$0.06m during 
Q3 2009; 

■ Residential deliveries was lower by 2% due to a lower number of customers and 
declining use per customer in the Western system which was offset by higher 
deliveries to residential customers in the Northeast region because of colder weather. 
(See Appendix Exhibit 5 and Exhibit 6) Commercial deliveries was higher by 7% in Q3 
2010 compared to Q3 2009.;  

Positive dividend boost 
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■ Industrial deliveries were lower by approximately 32% for the current quarter 
compared to Q3 2009, mainly due to the closure of the West Fraser Kitimat linerboard 
mill; 

■ “On August 11, 2010 Merrill Lynch assigned and novated the TSA to LNG Partners, 
LLC.”; 

■ Project development expenditure for KSL amounted to C$0.027m during Q3 2010.  

■ PNG started the detailed design phase of the KSL project during the third quarter and 
“secured contingent financial support from prospective shippers for this phase of the 
project”. 

Energy 

PNG launched its renewable segment in April 2010 with the acquisition of the 9.8MW 
McNair Creek facility and the formation of a partnership with Skookum Power Corporation. 
Select highlights in this segment include: 

■ Net loss of C$0.289m in Q3 2010 due to seasonality leading to only 10% of production 
in the third quarter ; and, 

■ PNG expensed the acquisition and reorganization costs associated with the 
acquisition of McNair Creek as part of its adoption of the new accounting standards for 
business combinations. 

Outlook 
In our view, Pacific Northern Gas investors, whether existing or prospective, should 
consider several issues, including: (1) Pacific pipeline; (2) Highlighting hydro; and, (3) 
Capital considerations. 

Pacific pipeline 

The largest potential growth for PNG continue to be the successful completion of the KSL 
Project (Kitimat to Summit Lake), which at the moment PNG has a 50% interest. The other 
partners in the project are Apache and EOG with 25.5% and 24.5% interest respectively. 
The roughly 465km 36 inch pipeline from Summit Lake to Kitimat is to transport growing 
Northeast BC shale gas to the proposed Kitimat LNG terminal for export to Asian markets. 
The pipeline cost in 2006 dollars is roughly C$1.2 billion. Construction of the pipeline is 
contingent on a Final Investment Decision (FID) by Apache Corp. on the Kitimat LNG 
Project to be made sometime in 2011.  
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Exhibit 2: PNG assets and proposed KSL Project (in red) 

 
Source: Company data 

Selected timelines for both the KSL Project and the LNG terminal are shown in Exhibit 3. 

Exhibit 3: Selected pipeline and terminal timelines 

Pacific Trail Pipelines LNG Terminal

Provincial/Federal environmental approvals Provincial/Federal environmental approvals.

First Nations economic agreement with the BC government Apache joins projects.
Apache joins project
Secure shipper commitments Commence front end engineering and design 
File application with B.C. Utilities Commission (FEED Study)
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Source: Company data and Credit Suisse  

Highlighting hydro 

The company's entrance into renewable power generation, more specifically run-of-river, 
began with forming a partnership with Skookum Power Corporation and the acquisition of 
a 97% interest in the McNair Creek hydroelectric generation facility. McNair Creek is a 
9.8MW run of river facility located on the B.C. Sunshine Coast near Port Mellon that 
commenced operation on November 2004.  

Expanding hydro  
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The company entered into a development and operating agreement with Skookum Power. 
The agreement would allow PNG to leverage off Skookum's extensive expertise in 
hydroelectric generation. Skookum Power management were formerly with Brookfield 
Renewable, which is one of the largest owners, operators and developers of hydroelectric 
generation in North America and Brazil. This partnership should give PNG the immediate 
expertise it requires to make sound investment decision in this sector while building up its 
internal capabilities.  

The company's renewable energy strategy is illustrated in the exhibit below. 

Exhibit 4: Renewable energy strategy 

 
Source: Company data 

According to its strategy, PNG will acquire existing operating run-of-river assets to create 
scale and expertise. Once a certain scale is achieved, the company will take on more 
development risk by targeting development run-of-river projects. The company’s reasons 
for moving into the renewable energy field are as follows: 

■ “Utilize its operating skills, permitting expertise, project management capabilities, 
financing acumen and energy market and regulatory expertise” and 

■ “Existence of both operating projects and development projects that are available in 
sized which fit PNG’s access to capital”. 

We believe the company’s approach in its expansion into the renewable energy field is 
prudent as it’s similar to that of another pipeline company’s expansion into the solar 
energy field. With long-term PPAs attached to renewable generation with government 
counterparties, the risk profile is similar to that of its regulated pipeline/utility business. 
British Columbia’s Clean Power Call will give PNG opportunity to acquire hydro projects. 

Capital considerations 

Pacific Northern Gas has stated in their investor presentations that they plan on accessing 
the equity capital markets to help them fund their portion of the KSL Project. The size of 
the project is currently larger compared to the market capitalization of the company. A 
large equity issuance would be an opportunity to increase institutional ownership in PNG 
shares as well as increase liquidity.  

Renewable partner were 
former Brookfield 
Renewable employees 
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We believe the company has other options aside from the capital markets. The company 
could also form a joint venture with financial partners such as pension funds. This would 
allow the company to lessen the equity issuance size.  

Valuation 
Given the increase in dividend we increase our target price to C$28.00 from the previous 
C$26.00. That target price is based only on the existing operating assets and it obtained 
from multiple valuation approaches, including a 1.1x price-to-book multiple; a 13.5x P/E 
multiple, a 7.4x EV/EBTIDA multiple and a 4.3% targeted dividend yield all based upon our 
2011 estimates and a discounted cash flow. After the quarter we decrease our earnings 
per share estimates to C$1.92, C$2.08 and C$2.05 from C$2.04, C$2.09 and C$2.07 for 
2010, 2011 and 2012 respectively. We reiterate our Neutral rating. 

We believe there is possible upside to the current share price as well as our target price if 
the KSL Project goes through with favourable economics. We believe the upside would be 
a share price of roughly in the low to mid C$30 per share; based on numerous 
assumptions. A share issuance in late 2011 or early 2012 if the KSL Project proceeds, will 
help increase liquidity and breath of ownership in the shares. We reiterate our Neutral 
rating. 

Appendix 
Exhibit 5: Fort St. John 
Temperature Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
Historical Avg. -14.2 -10.5 -4.4 4.0 10.0 13.8 15.7 14.6 9.9 3.9 -6.7 -12.1

2010 -14.4 -8.2 -0.7 5.4 8.4 14.7 17.3 14.9 8.8
2009 -14.5 -10.7 -9.8 3.0 8.1 14.3 16.8 16.0 12.6 0.9 -2.8 -15.8
2008 -14.1 -11.6 -4.4 1.8 10.7 14.3 16.8 16.5 11.5 6.0 -3.6 -18.0
2007 -5.9 -14.8 -8.8 1.9 9.4 14.5 18.0 13.0 9.6 5.0 -5.7 -13.1
2006 -9.6 -7.3 -9.4 6.7 11.1 16.3 18.2 15.5 12.0 3.1 -16.5 -5.5
2005 -16.8 -5.0 -0.5 5.8 11.5 13.4 14.8 13.6 9.8 4.5 -1.4 -5.9

2010 vs Historical -0.2 2.3 3.7 1.4 -1.6 0.9 1.6 0.3 -1.1
2009 vs Historical -0.3 -0.2 -5.4 -1.0 -1.9 0.5 1.1 1.4 2.7 -3.0 3.9 -3.7
2008 vs Historical 0.1 -1.1 0.0 -2.2 0.7 0.5 1.1 1.9 1.6 2.1 3.1 -5.9
2007 vs Historical 8.3 -4.3 -4.4 -2.1 -0.6 0.7 2.3 -1.6 -0.3 1.1 1.0 -1.0
2006 vs Historical 4.6 3.2 -5.0 2.7 1.1 2.5 2.5 0.9 2.1 -0.8 -9.8 6.6
2005 vs Historical -2.6 5.5 3.9 1.8 1.5 -0.4 -0.9 -1.0 -0.1 0.6 5.3 6.2

Source: Environment Canada and Credit Suisse 

 

Exhibit 6: Terrace A 
Temperature Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
Historical Avg. -4.3 -1.4 2.3 6.2 10.3 13.7 16.4 16.3 12.2 6.4 0.6 -2.9

2010 -0.9 2.4 3.6 6.6 11.1 13.4 17.2 17.1 12.1
2009 -3.1 -2.7 -0.3 5.4 9.5 15.0 19.7 16.8 12.0 6.0 1.6 -6.8
2008 -4.0 -1.6 1.9 4.4 10.8 11.8 14.4 15.7 12.3 5.5 2.7 -6.8
2007 -1.7 0.0 1.3 4.2 9.6 13.1 15.8 15.8 11.8 6.3 0.9 -4.6
2006 0.7 -1.1 1.2 5.7 10.6 16.0 17.1 15.7 12.9 6.5 -3.0 -0.3
2005 -5.5 0.5 3.7 8.5 13.5 15.8 15.4 17.1 11.6 6.2 2.6 -0.2

2010 vs Historical 3.4 3.8 1.3 0.4 0.8 -0.3 0.8 0.8 -0.1
2009 vs Historical 1.2 -1.3 -2.6 -0.8 -0.8 1.3 3.3 0.5 -0.2 -0.4 1.0 -3.9
2008 vs Historical 0.3 -0.2 -0.4 -1.8 0.5 -1.9 -2.0 -0.6 0.1 -0.9 2.1 -3.9
2007 vs Historical 2.6 1.4 -1.0 -2.0 -0.7 -0.6 -0.6 -0.5 -0.4 -0.1 0.3 -1.7
2006 vs Historical 5.0 0.3 -1.1 -0.5 0.3 2.3 0.7 -0.6 0.7 0.1 -3.6 2.6
2005 vs Historical -1.2 1.9 1.4 2.3 3.2 2.1 -1.0 0.8 -0.6 -0.2 2.0 2.7

Source: Environment Canada and Credit Suisse 
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For Credit Suisse Securities (Canada), Inc.'s policies and procedures regarding the dissemination of equity research, please visit 
http://www.csfb.com/legal_terms/canada_research_policy.shtml. 

As of the date of this report, Credit Suisse acts as a market maker or liquidity provider in the equities securities that are the subject of this report. 

Principal is not guaranteed in the case of equities because equity prices are variable. 
Commission is the commission rate or the amount agreed with a customer when setting up an account or at anytime after that. 

CS may have issued a Trade Alert regarding this security. Trade Alerts are short term trading opportunities identified by an analyst on the basis of 
market events and catalysts, while stock ratings reflect an analyst's investment recommendations based on expected total return over a 12-month 
period relative to the relevant coverage universe. Because Trade Alerts and stock ratings reflect different assumptions and analytical methods, Trade 
Alerts may differ directionally from the analyst's stock rating.  
The author(s) of this report maintains a CS Model Portfolio that he/she regularly adjusts. The security or securities discussed in this report may be a 
component of the CS Model Portfolio and subject to such adjustments (which, given the composition of the CS Model Portfolio as a whole, may differ 
from the recommendation in this report, as well as opportunities or strategies identified in Trading Alerts concerning the same security). The CS 
Model Portfolio and important disclosures about it are available at www.credit-suisse.com/ti. 

To the extent this is a report  authored in whole or in part by a non-U.S. analyst and is made available in the U.S., the following are important 
disclosures regarding any non-U.S. analyst contributors:  
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This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction 
where such distribution, publication, availability or use would be contrary to law or regulation or which would subject Credit Suisse AG, the Swiss bank, or its subsidiaries or its affiliates 
(“CS”) to any registration or licensing requirement within such jurisdiction. All material presented in this report, unless specifically indicated otherwise, is under copyright to CS. None of 
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professional or institutional investor customers of CS should seek the advice of their independent financial advisor prior to taking any investment decision based on this report or for 
any necessary explanation of its contents. This research may relate to investments or services of a person outside of the UK or to other matters which are not regulated by the FSA or 
in respect of which the protections of the FSA for private customers and/or the UK compensation scheme may not be available, and further details as to where this may be the case 
are available upon request in respect of this report. 
Any Nielsen Media Research material contained in this report represents Nielsen Media Research's estimates and does not represent facts. NMR has neither reviewed nor approved 
this report and/or any of the statements made herein. 
If this report is being distributed by a financial institution other than Credit Suisse AG, or its affiliates, that financial institution is solely responsible for distribution. Clients of that 
institution should contact that institution to effect a transaction in the securities mentioned in this report or require further information. This report does not constitute investment advice 
by Credit Suisse to the clients of the distributing financial institution, and neither Credit Suisse AG, its affiliates, and their respective officers, directors and employees accept any 
liability whatsoever for any direct or consequential loss arising from their use of this report or its content. 
Copyright 2010 CREDIT SUISSE AG and/or its affiliates.  All rights reserved. 

CREDIT SUISSE SECURITIES (USA) LLC 
United States of America: +1 (212) 325-2000  



 

DISCLOSURE APPENDIX CONTAINS IMPORTANT DISCLOSURES, ANALYST CERTIFICATIONS, INFORMATION ON 
TRADE ALERTS, ANALYST MODEL PORTFOLIOS AND THE STATUS OF NON-U.S ANALYSTS. U.S. Disclosure: 
Credit Suisse does and seeks to do business with companies covered in its research reports. As a result, investors should be 
aware that the Firm may have a conflict of interest that could affect the objectivity of this report. Investors should consider this 
report as only a single factor in making their investment decision. 

 

07 February 2011
Americas/Canada
Equity Research

Pipelines 

Pacific Northern Gas Ltd. (PNG.TO) 
COMPANY UPDATE    

Profitable Pacific pipeline 
■ Punting PTP: Surprisingly, Pacific Northern Gas Ltd. (PNG) announced the 

sale of its 50% interest in Pacific Trail Pipelines Limited Partnership (PTP) 
for C$50m to partners Apache Canada Ltd. and EOG Resources Canada 
Inc. Under the agreement, PNG will operate the KSL Pipeline for at least the 
first seven years following the project’s expected 2015 completion. Clearly, 
we appreciate the challenges facing a small cap company attempting to 
build a large project. Therefore, this transaction may be viewed positively in 
terms of overall risk management, for PNG’s utility rate payers and near-
term value creation. Yet, disposing of a unique project generates questions 
about PNG’s capital market positioning and uses of the excess capital. 

■ Cash consideration: Upon transaction close at the end of February, PNG 
will receive C$30m with another C$20m contingent upon APA and EOG’s 
proceeding with the Kitimat LNG project. PNG stated cash proceeds will be 
roughly C$9-C$10/sh after taxes and related expenses. We believe capital 
redeployment and strategic positioning are critical topics. In our view, the 
cash position may be applied to growing the hydro-electric business, but a 
special dividend is also possible. 

■ Conference call: PNG will be holding a conference call to discuss the 
transaction at 1:00pm (eastern). That call will be accessible via 1-866-696-
5910 or at 416-340-2217 / passcode 1576766. 

■ Valuation: Our Neutral rating and C$28.00 target is based only on the 
existing operating assets and is obtained from multiple valuation methods, 
including: a P/B multiple of 1.1x; a 13.5x P/E multiple; a 7.4x EV/EBITDA 
multiple on 2011 estimates; and, a DCF. Prior to today’s announcement, the 
KSL project provided meaningful upside not included in our numbers that 
has now been monetized. We look forward to capital allocation clarity. 
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Quarterly EPS Q1 Q2 Q3 Q4 
2009A 1.38 -0.13 -0.49 0.94 
2010E 1.48 -0.06 -0.64 1.12 
2011E 1.59 -0.09 -0.52 1.09  

 Financial and valuation metrics
 

Year 12/09A 12/10E 12/11E 12/12E
EPS (CS adj.) (C$) 1.71 1.92 2.08 2.05
Prev. EPS (C$) — — — —
P/E (x) 17.6 15.6 14.4 14.6
P/E rel. (%) 78.7 92.5 101.1 112.1
Revenue (C$ m) 104.1 98.6 100.5 99.5
EBITDA (C$ m) 22.9 25.2 26.9 26.7
OCFPS (C$) 5.11 2.27 4.50 4.45
P/OCF (x) 3.7 13.3 6.7 6.7
EV/EBITDA (current) 8.0 8.1 7.4 7.3
Net debt (C$ m) 76 96 91 86
ROIC (%) 5.71 5.81 6.08 5.96
  

Number of shares (m) 3.61 IC (12/10E, C$ m) 219.43
BV/share (current, C$) 23.9 EV/IC (x) 0.93
Net debt (current, C$ m) 95.5 Dividend (current, C$) 1.12
Net debt/tot. cap. (current, %) 51.1 Dividend yield (%) 3.7
 

  Source: Company data, Credit Suisse estimates. 

Rating NEUTRAL* 
Price (04 Feb 11, C$) 30.00 
Target price (C$) 28.00¹ 
52-week price range 30.75 - 21.05 
Market cap. (C$ m) 108.24 
Enterprise value (C$ m) 204.45  
*Stock ratings are relative to the relevant country benchmark. 
¹Target price is for 12 months. 
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Companies Mentioned  (Price as of 04 Feb 11) 
Apache Corp. (APA, $116.84, OUTPERFORM, TP $129.00) 
EOG Resources (EOG, $106.78, NEUTRAL, TP $87.00) 
Pacific Northern Gas Ltd. (PNG.TO, C$30.00, NEUTRAL, TP C$28.00) 
 

Disclosure Appendix 
Important Global Disclosures 
I, Paul Tan, certify that (1) the views expressed in this report accurately reflect my personal views about all of the subject companies and securities 
and (2) no part of my compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed in this report. 

See the Companies Mentioned section for full company names. 
3-Year Price, Target Price and Rating Change History Chart for PNG.TO 
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The analyst(s) responsible for preparing this research report received compensation that is based upon various factors including Credit Suisse's total 
revenues, a portion of which are generated by Credit Suisse's investment banking activities. 
Analysts’ stock ratings are defined as follows: 
Outperform (O): The stock’s total return is expected to outperform the relevant benchmark* by at least 10-15% (or more, depending on perceived 
risk) over the next 12 months. 
Neutral (N): The stock’s total return is expected to be in line with the relevant benchmark* (range of ±10-15%) over the next 12 months. 
Underperform (U): The stock’s total return is expected to underperform the relevant benchmark* by 10-15% or more over the next 12 months. 
*Relevant benchmark by region: As of 29th May 2009, Australia, New Zealand, U.S. and Canadian ratings are based on (1) a stock’s absolute total 
return potential to its current share price and (2) the relative attractiveness of a stock’s total return potential within an analyst’s coverage universe**, 
with Outperforms representing the most attractive, Neutrals the less attractive, and Underperforms the least attractive investment opportunities. 
Some U.S. and Canadian ratings may fall outside the absolute total return ranges defined above, depending on market conditions and industry 
factors. For Latin American, Japanese, and non-Japan Asia stocks, ratings are based on a stock’s total return relative to the average total return of 
the relevant country or regional benchmark; for European stocks, ratings are based on a stock’s total return relative to the analyst's coverage 
universe**. For Australian and New Zealand stocks a 22% and a 12% threshold replace the 10-15% level in the Outperform and Underperform stock 
rating definitions, respectively, subject to analysts’ perceived risk. The 22% and 12% thresholds replace the +10-15% and -10-15% levels in the 
Neutral stock rating definition, respectively, subject to analysts’ perceived risk.  
**An analyst's coverage universe consists of all companies covered by the analyst within the relevant sector. 
Restricted (R): In certain circumstances, Credit Suisse policy and/or applicable law and regulations preclude certain types of communications, 
including an investment recommendation, during the course of Credit Suisse's engagement in an investment banking transaction and in certain other 
circumstances. 
Volatility Indicator [V]: A stock is defined as volatile if the stock price has moved up or down by 20% or more in a month in at least 8 of the past 24 
months or the analyst expects significant volatility going forward. 
 

Analysts’ coverage universe weightings are distinct from analysts’ stock ratings and are based on the expected 
performance of an analyst’s coverage universe* versus the relevant broad market benchmark**: 
Overweight: Industry expected to outperform the relevant broad market benchmark over the next 12 months. 
Market Weight: Industry expected to perform in-line with the relevant broad market benchmark over the next 12 months. 
Underweight: Industry expected to underperform the relevant broad market benchmark over the next 12 months. 
*An analyst’s coverage universe consists of all companies covered by the analyst within the relevant sector. 
**The broad market benchmark is based on the expected return of the local market index (e.g., the S&P 500 in the U.S.) over the next 12 months. 
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Credit Suisse’s distribution of stock ratings (and banking clients) is: 
Global Ratings Distribution 

Outperform/Buy*  45% (62% banking clients) 
Neutral/Hold*  41% (59% banking clients) 
Underperform/Sell*  11% (53% banking clients) 
Restricted  2% 

*For purposes of the NYSE and NASD ratings distribution disclosure requirements, our stock ratings of Outperform, Neutral, and Underperform most closely correspond to Buy, 
Hold, and Sell, respectively; however, the meanings are not the same, as our stock ratings are determined on a relative basis. (Please refer to definitions above.) An investor's 
decision to buy or sell a security should be based on investment objectives, current holdings, and other individual factors. 

Credit Suisse’s policy is to update research reports as it deems appropriate, based on developments with the subject company, the sector or the 
market that may have a material impact on the research views or opinions stated herein. 

Credit Suisse's policy is only to publish investment research that is impartial, independent, clear, fair and not misleading.  For more detail please refer to Credit 
Suisse's Policies for Managing Conflicts of Interest in connection with Investment Research:  
http://www.csfb.com/research-and-analytics/disclaimer/managing_conflicts_disclaimer.html 

Credit Suisse does not provide any tax advice. Any statement herein regarding any US federal tax is not intended or written to be used, and cannot 
be used, by any taxpayer for the purposes of avoiding any penalties. 

See the Companies Mentioned section for full company names. 
Price Target: (12 months) for (PNG.TO) 
Method: Our C$28.00 target price is based solely on current operating assets and is obtained from multiple valuation methodologies including: a 
13.5x P/E multiple applied to our 2011 EPS estimate; a P/B multiple of 1.1x; a 7.4x EV/EBITDA multiple (enterprise value/earnings before interest, 
taxes, depreciation, and amortization); and, a discounted cash flow. 
Risks: There are a number of risks to our C$28 target price for Pacific Northern Gas such as: execution/development risks regarding the KSL 
Project; access to capital markets to fund the KSL Project; North American energy market dynamics; regulatory; commodity prices; and interest 
rates. Moreover, one should never underestimate the power of the regulator in any regulated business. 
Please refer to the firm's disclosure website at www.credit-suisse.com/researchdisclosures for the definitions of abbreviations typically used in the 
target price method and risk sections. 
 

Important Regional Disclosures 
Singapore recipients should contact a Singapore financial adviser for any matters arising from this research report. 

An analyst involved in the preparation of this report has visited certain material operations of the subject company (PNG.TO) within the past 12 
months.  The analyst may not have visited all material operations of the subject company.  The travel expenses of the analyst in connection with 
such visits were not paid or reimbursed by the subject company, other than de minimus local travel expenses. 

Restrictions on certain Canadian securities are indicated by the following abbreviations:  NVS--Non-Voting shares; RVS--Restricted Voting Shares; 
SVS--Subordinate Voting Shares. 
Individuals receiving this report from a Canadian investment dealer that is not affiliated with Credit Suisse should be advised that this report may not 
contain regulatory disclosures the non-affiliated Canadian investment dealer would be required to make if this were its own report. 
For Credit Suisse Securities (Canada), Inc.'s policies and procedures regarding the dissemination of equity research, please visit 
http://www.csfb.com/legal_terms/canada_research_policy.shtml. 

As of the date of this report, Credit Suisse acts as a market maker or liquidity provider in the equities securities that are the subject of this report. 

Principal is not guaranteed in the case of equities because equity prices are variable. 
Commission is the commission rate or the amount agreed with a customer when setting up an account or at anytime after that. 

CS may have issued a Trade Alert regarding this security. Trade Alerts are short term trading opportunities identified by an analyst on the basis of 
market events and catalysts, while stock ratings reflect an analyst's investment recommendations based on expected total return over a 12-month 
period relative to the relevant coverage universe. Because Trade Alerts and stock ratings reflect different assumptions and analytical methods, Trade 
Alerts may differ directionally from the analyst's stock rating.  
The author(s) of this report maintains a CS Model Portfolio that he/she regularly adjusts. The security or securities discussed in this report may be a 
component of the CS Model Portfolio and subject to such adjustments (which, given the composition of the CS Model Portfolio as a whole, may differ 
from the recommendation in this report, as well as opportunities or strategies identified in Trading Alerts concerning the same security). The CS 
Model Portfolio and important disclosures about it are available at www.credit-suisse.com/ti. 

To the extent this is a report  authored in whole or in part by a non-U.S. analyst and is made available in the U.S., the following are important 
disclosures regarding any non-U.S. analyst contributors:  
The non-U.S. research analysts listed below (if any) are not registered/qualified as research analysts with FINRA. The non-U.S. research analysts 
listed below may not be associated persons of CSSU and therefore may not be subject to the NASD Rule 2711 and NYSE Rule 472 restrictions on 
communications with a subject company, public appearances and trading securities held by a research analyst account. 
• Paul Tan, non-U.S. analyst, is a research analyst employed by Credit Suisse Securities (Canada), Inc.. 
• Andrew M. Kuske, non-U.S. analyst, is a research analyst employed by Credit Suisse Securities (Canada), Inc.. 
Where this research report is about a non-Taiwanese company, written by a Taiwan-based analyst, it is not a recommendation to buy or sell 
securities 
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For Credit Suisse disclosure information on other companies mentioned in this report, please visit the website at www.credit-
suisse.com/researchdisclosures or call +1 (877) 291-2683. 
Disclaimers continue on next page. 
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Pipelines 

Pacific Northern Gas Ltd. (PNG.TO) 
MARKET COMMENTARY/STRATEGY    

Prowling for Pacific pipeline projects? 
■ Pacific pipeline Part 2?: We believe opportunities exist for Pacific Northern 

Gas (PNG) to be involved in potential future LNG projects on the west coast 
of British Columbia. The company’s experience in developing LNG related 
infrastructure, such as the KSL Pipeline, will be a clear asset. The recent 
announcement of PNG’s sale of a 50% interest in Pacific Trail Pipeline 
(PTP) Limited Partnership to existing partners, Apache Canada and EOG 
Canada for C$50m (see “Profiting from Pacific pipeline” on 7 February 2011 
for details), will provide the company resources to begin exploring other 
pipeline opportunities. The PTP Partnership was developing the KSL 
Pipeline Project. 

■ Expanding exports: At Credit Suisse’s recent Energy Summit, Royal Dutch 
Shell plc (Shell) openly stated the possibility of exporting gas out of Western 
Canada (Montney shale) and is currently in discussions with its Asian 
partners in China, Korean and Japan. The recent joint ventures by Asian 
companies with Canadian E&Ps on Western Canadian natural gas assets 
provide a backdrop for the possibility of exporting Western Canadian natural 
gas into the Asia Pacific region. PNG is uniquely positioned for further LNG 
development off the BC coast. We believe further LNG development is a 
medium- to longer-term event. 

■ Investment thesis: We believe Pacific Northern Gas provides low-growth 
infrastructure exposure with some growth opportunities involving further 
expansion of natural gas exports from Western Canada to Asian markets.  

■ Valuation: Our Neutral rating and target price of C$30 is obtained from 
multiple valuation methods, including: a P/B multiple of 1.1x; a 14.5x P/E 
multiple; a 7.6x EV/EBITDA multiple on 2012 estimates; and, a DCF. We 
reiterate our Neutral rating. 
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Quarterly EPS Q1 Q2 Q3 Q4 
2009A 1.38 -0.13 -0.49 0.94 
2010E 1.48 -0.06 -0.64 1.12 
2011E 1.59 -0.09 -0.52 1.09  

 Financial and valuation metrics
 

Year 12/09A 12/10E 12/11E 12/12E
EPS (CS adj.) (C$) 1.71 1.92 2.08 2.05
Prev. EPS (C$) — — — —
P/E (x) 16.1 14.3 13.2 13.4
P/E rel. (%) 70.4 82.7 90.4 100.2
Revenue (C$ m) 104.1 98.6 100.5 99.5
EBITDA (C$ m) 22.9 25.2 26.9 26.7
OCFPS (C$) 5.11 2.27 4.50 4.45
P/OCF (x) 3.7 13.3 6.1 6.2
EV/EBITDA (current) 7.6 7.8 7.1 6.9
Net debt (C$ m) 76 96 91 86
ROIC (%) 5.71 5.81 6.08 5.96
  

Number of shares (m) 3.61 IC (12/10E, C$ m) 219.43
BV/share (current, C$) 23.9 EV/IC (x) 0.89
Net debt (current, C$ m) 95.5 Dividend (current, C$) 1.12
Net debt/tot. cap. (current, %) 51.1 Dividend yield (%) 4.1 

  Source: Company data, Credit Suisse estimates. 

Rating NEUTRAL* 
Price (01 Mar 11, C$) 27.50 
Target price (C$) 30.00¹ 
52-week price range 31.35 - 22.51 
Market cap. (C$ m) 99.22 
Enterprise value (C$ m) 195.43  
*Stock ratings are relative to the relevant country benchmark. 
¹Target price is for 12 months. 
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We believe opportunities exist for Pacific Northern Gas (PNG) to be involved in potential 
future LNG projects on the west coast of British Columbia. The company has experience 
in the development of pipeline infrastructure related to LNG projects, such as the KSL 
Pipeline Project. At Credit Suisse’s recent Energy Summit, Royal Dutch Shell plc (Shell) 
openly stated the possibility of exporting gas out of Western Canada (Montney shale) and 
is currently in discussions with its Asian partners in China, Korean and Japan. We view 
another LNG export terminal in the BC coast to be a medium to longer-term development. 
This research note is divided into three parts: (a) possible Pacific pipelines, (b) outlook, 
and (c) valuation. 

Possible Pacific pipelines 
We divided this portion of the research report into three areas: a) expanding exports?;  
b) long on LNG; and, c) calling card and the cash. Each of these areas will be addressed 
in detail below. 

Expanding exports? 

At Credit Suisse’s recent Energy Summit in Vail, Colorado, Royal Dutch Shell plc (Shell) 
stated that it is open to the possibility of exporting gas out of Western Canada (Montney 
shale) and is currently in discussions with its Asian partners in China, Korean and Japan. 
Our European energy team believes a Shell LNG terminal in the British Columbia coast is 
still in its early days. Shell has roughly 210,000 net acres in the Groundbirch area of the 
Montney shale play. Exhibit 1 illustrates Shell’s land holding in the Groundbirch.  

Exhibit 1: Royal Dutch Shell’s land position in the Montney shale 

 
Source: Company data 

Shell’s sizable exposure in 
the Montney shale play 
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Key highlights of Shell’s Groundbirch asset as presented during the company’s North 
America Investor Visit on September of 2010 included: 

■ A 20 year drilling inventory of roughly 3,000 wells 

■ “Groundbirch resource estimate >8 Tcfe” 

■ Break even gas price is roughly US$3/mcfe 

■ “>1 bcfe/day production potential”; and, 

■ “40 year producing life”. 

Shell’s production as well as its rig and well count for the Groundbirch area can be seen 
on Exhibit 2 and Exhibit 3, respectively. 

Exhibit 2: Shell’s Groundbirch production  Exhibit 3: Shell’s Groundbirch rig & well count 
 

Source: Company data  Source: Company data 

Recently, Asian companies have been involved in transactions around natural gas assets 
in Western Canada. The Asian buyers are predominately from South Korea, China and 
Japan, which are the primary importers of LNG in the region. See Exhibit 4 for select 
transactions involving Asian companies acquiring interest in Western Canadian natural 
gas assets. 

Exhibit 4: Select acquisitions of Canadian natural gas assets by Asian companies  
Announce 

date
Seller Buyer Transaction value Comment

2/9/2011 Encana Corp. PetroChina International Investment 
Company Limited

C$5.4 billion PetroChina acquires 50% stake in Encana Corp.'s Cutbank Ridge assets in British 
Columbia and Alberta covering 635,000 net acres. The asset's proved reserves are 
about 1Tcfe and currently produces roughly 255 mmcfe/d.

12/14/2010 Hunt Oil Korea National Oil Corporation 
(KNOC)

C$525 million KNOC purchased Hunt Oil's Canadian assets. Total proven and probable reserves 
are estimated at  51 million boe.

8/26/2010 Encana Corp. STX Energy C$152 million STX acquired Encana's interest in the Maxhamish gas field in BC with possible 
reserves of roughly 120 bcf. 

8/24/2010 Penn West Energy 
Trust

Mitsubishi Corp C$250 million cash plus 
C$600 million of 
exploration & 
development capital

Formed a 50/50 joint venture to develop Penn West's shale gas assets in the 
Cordova Embayment and conventional assets in Wildboy area. The assets has 
production of roughly 30 mmcf/d, including 550,000 gross acres of land including 
120,000 acres targeting shale gas.

2/26/2010 Encana Corp. Kogas Canada Ltd. (KOGAS) C$565 million over three 
years

KOGAS will invest C$565 over 3 years to earn a 50% interest in 154,000 acres in the 
Horn River and Montney resource plays. 

10/21/2009 Harvest Energy Trust Korea National Oil Corporation 
(KNOC)

C$4.1 billion KNOC acquired Harvest Energy Trust. Harvest production is roughly around 50,000 
boe/d (oil weighted production). Assets have approximately 199.5 mmboe of P+P 
reserves.

Source: Company data, Bloomberg and Credit Suisse 

Long on LNG 

Asian companies involved in recent transactions are listed on Exhibit 4. Collectively, they 
have significant experience in building/operating LNG liquefaction plants around the globe. 
That expertise may be brought to Canada to export their equity gas to their respective 
countries. Asian companies that showed interest in the Kitimat LNG project included: 

■ Mitsubishi Corp: Mitsubishi and Kitimat LNG Inc., on 13 January 2009 signed a 
“Heads of Agreement under which Mitsubishi will acquire terminal capacity and an 
equity stake in Kitimat LNG’s proposed liquefied natural gas (LNG) export terminal”. 
This agreement has not been executed. 
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■ KOGAS: On 1 June 2009 KOGAS and Kitimat LNG signed a memorandum of 
understanding (MOU), “under which KOGAS will acquire up to 40 per cent of Kitimat 
LNG’s production and an option to acquire an equity stake in Kitimat LNG’s liquefied 
natural gas (LNG) export terminal.” This agreement has not been executed. 

Exhibit 5 contains a select list of LNG liquefaction plants that involved Shell, Mitsubishi, 
KOGAS and/or PetroChina.  

Exhibit 5: Select LNG liquefaction projects involving Shell, KOGAS, Mitsubishi or PetroChina 
Project name Area Companies Involved LNG Plant 

capacity (mtpa)
Operation 

date
Description Fields

Brunei LNG Brunei 
Darussalam, 
Lumut

Brunei Government (50%), Shell (25%), 
Mitsubishi (25%)

6.7 1972 Natural gas liquefaction plant Jamallul Alam and Maharaja 
Lela 

Malaysia LNG Malaysia, Bintulu Petronas, Shell, Mitsubishi, Others 23.0 1983 Eight LNG trains Sarawak offshore field

North West Shelf 
Venture

Australia, 
Karratha

BHP Billiton, BP, Japan Australia LNG 
(MIMI) Pty Ltd., Shell, Woodside, Chevron

16.3 1989 Five LNG trains in total, the latest train 
started operation in 2008. Total investment 
of A$27b.

Gas f ields in the Carnarvon 
Basin

Oman LNG Oman, Qalhat Government of Oman (51%), Shell (30%), 
Mitsubishi (2.77%), Others

10.4 2000 Three LNG trains. Central Oman gas fields

Sakhalin II Russia, Sakhalin 
Island

Shell (27.5%), Gazprom (50%), Mitsui 
(12.5%), Mitsubishi (10%)

9.6 2009 Two trains with an annual capacity of 9.6 
million

Piltun-Astokhskoye (PA) oil 
field, Lunskoye gas field

Yemen LNG Yemen, Balhaf Total (39.62%), Hunt (17.22%), Yemen Gas 
(16.73%), KOGAS (6%), Others

6.7 2009 Two LNG trains. Block 18 near Marib

Qatargas 4 Qatar, Ras Laffan Shell (30%), Qatar Petroleum (70%) 7.8 2011 LNG train and production plants Qatar's North Field

Pluto LNG Project Australia, Near 
Karratha

Woodside (90%), Tokyo Gas (5%), Kansai 
Electric (5%)

4.3 2011 One LNG train. Completed FEED for the 
next two onshore trains.

Pluto and Xena gas fields in 
the Carnarvon Basin

Donngi-Senoro LNG Indonesia, Uso 
area

Mitsubishi, Pertamina, PT. Medco LNG 
Indonesia, KOGAS

2.0 2014 Estimated cost US$2.8b. Matindok and Senoro-Toili 
fields

Gorgon LNG Australia, Barrow 
Island

Chevron (~47%), ExxonMobil (25%), Shell 
(25%), Others

15.0 2014 Under construction. Three trains. Gorgon and Jansz-Io gas 
fields

GLNG Australia, Curtis 
Island

Santos (30%), PETRONAS (27.5%), Total 
(27.5%) and KOGAS (15%).

7.8 2015 Project sanctioned. Cost roughly US$16b. 
Two LNG trains.

Coal seam gas from Surat 
and Bowen basins

Prelude (FLNG) Australia, W. 
Australia

Shell (100%) 3.6 n/a Front end engineering and design (FEED) Prelude and Concerto gas 
fields in the Browse Basin

Browse LNG Australia, W. 
Australia

Woodside, BHP Billiton, BP, Chevron, Shell 12.0 n/a Up to three trains with capacity of 12mtpa. 
Final investment decision by mid-2012.

Brecknock, Calliance and 
Torosa Gas Fields

Arrow LNG Australia, Curtis 
Island

Shell, PetroChina 16.0 n/a Stage 1 includes 2 trains of 4mtpa of LNG 
each.

Coal seam gas from Surat 
and Bowen basins

Source: Company data 

Royal Dutch Shell is one of the leaders in LNG. See Exhibit 6 for LNG capacity rankings, 
taken from a Shell presentation dated 15 September 2010. 
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Exhibit 6: Global leadership in LNG 

 
Note: Projects in operation or under construction. Source: Company data 

Another LNG export terminal along the British Columbia coast, aside from the Kitimat LNG 
project, maybe a possibility in the medium to longer-term.  

Calling card and the cash 

Pacific Northern Gas does not typically host earnings conference calls. PNG hosted a 
conference call when the PTP sale was announced. We believe PNG wanted to showcase 
their LNG infrastructure development capabilities in addition to providing transaction 
commentary. We highlight slide eleven of the presentation that came with the conference 
call with a subtitle “PNG is the obvious partner for the LNG industry”. The bullet points 
included: 

■ “Experience in obtaining pipeline permits 

■ Capabilities in pipeline operations, maintenance 

■ Strong relationship with local communities 

■ Excellent environmental track record 

■ Has agreements in support of two LNG projects” 

The two LNG projects that PNG is involved in are: 

(1) Kitimat LNG project: PNG through an operating and transportation service 
agreement, will operate and maintain the KSL pipeline for an initial term of seven 
years starting in 2015. The agreement is subject to five year renewals thereafter. 

(2) LNG Partners: Pacific Northern Gas has a transportation agreement that will use its 
existing capacity on its Western System to transport natural gas onto a floating LNG 
vessel to be located on Douglas Channel near Kitimat, BC. 

Shell a leader in LNG 

PNG’s involvement in two 
LNG projects off the British 
Columbia coast 
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The sale of PNG’s stake in the PTP Partnership will generate net proceeds of roughly 
C$9-C$10 per share. PNG will have the financial flexibility to pursue other pipeline projects 
related to further LNG developments in the region.  

Pacific Northern Gas is uniquely positioned to be able to benefit from further growth in 
exports of natural gas to Asia. We believe the company is capable of developing pipeline 
infrastructure in British Columbia that will be used to transport natural gas to potential LNG 
liquefaction terminals in the BC coast, similar to the KSL Pipeline Project. 

Outlook 
In our view, Pacific Northern Gas investors, whether existing or prospective, should 
consider several issues, including: (1) possible Pacific pipeline and capital considerations; 
(2) highlighting hydro; and, (3) takeover target thoughts. 

Possible Pacific pipeline and capital considerations 

Another LNG export terminal along the British Columbia coast, aside from the Kitimat LNG 
project, is a possibility given the statements made by Royal Dutch Shell plc (Shell) at the 
Credit Suisse Energy Summit in Vail on February 2011. Shell stated that they are open to 
the possibility of exporting natural gas out of Western Canada (Montney shale) and is 
currently in discussions with its Asian partners in China, Korean and Japan. Our European 
energy team believe a Shell LNG export facility is in the early stages. We believe another 
LNG liquefaction facility on the BC coast will be a medium to longer-term development. 

Pacific Northern Gas is uniquely positioned to be able to benefit from further growth in 
exports of natural gas to Asia through LNG development. We believe the company is 
capable of developing pipeline infrastructure in British Columbia that will be used to 
transport natural gas to potential LNG terminals in the BC coast, similar to the KSL 
Pipeline Project. 

Pacific Northern Gas announcement to sell its interest in PTP to Apache Canada and 
EOG Canada will remove risks associated with a potential large equity issuance to fund 
the company’s share of the KLS pipeline project. This elimination of capital issuance risks 
may be viewed positively for existing holders of the stock. Yet, questions clearly exist 
about PNG’s capital market uniqueness without the PTP stake. 

Given the significant amount of cash proceeds coming from the sale of PTP, the company 
has numerous options for capital redeployment. PNG’s board is currently reviewing its 
business strategy and will update investors in the near future likely before the Annual 
General Meeting scheduled on 11 May 2011. Redeployment options would include:  

■ Pursuing further pipeline opportunities related to British Columbia LNG exports; 

■ Growing its renewable energy business;  

■ Special dividend; and/or, 

■ Share purchases. 

Highlighting hydro 

The company's entrance into renewable power generation, more specifically run-of-river, 
began by forming a partnership with Skookum Power Corporation and the acquisition of a 
97% interest in the McNair Creek hydroelectric generation facility. McNair Creek is a 
9.8MW run of river facility located on the B.C. Sunshine Coast near Port Mellon that 
commenced operation on November 2004.  

The company entered into a development and operating agreement with Skookum Power. 
The agreement would allow PNG to leverage off Skookum's extensive expertise in 
hydroelectric generation. Skookum Power management were formerly with Brookfield 
Renewable, which is one of the largest owners, operators and developers of hydroelectric 

Potential for other LNG 
projects on the British 
Columbia coast 

A number of capital 
redeployment options 

Expanding hydro  

Renewable partner were 
former Brookfield 
Renewable employees 
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generation in North America and Brazil. This partnership should give PNG the immediate 
expertise it requires to make sound investment decision in this sector while building up its 
internal capabilities.  

The company's renewable energy strategy is illustrated in the exhibit below. 

Exhibit 7: Renewable energy strategy 

 
Source: Company data 

According to its strategy, PNG will acquire existing operating run-of-river assets to create 
scale and expertise. Once a certain scale is achieved, the company will take on more 
development risk by targeting development run-of-river projects. The company’s reasons 
for moving into the renewable energy field are as follows: 

■ “Utilize its operating skills, permitting expertise, project management capabilities, 
financing acumen and energy market and regulatory expertise” and 

■ “Existence of both operating projects and development projects that are available in 
sized which fit PNG’s access to capital”. 

We believe the company’s approach in its expansion into the renewable energy field is 
prudent as it’s similar to that of another pipeline company’s expansion into the solar 
energy field. With long-term PPAs attached to renewable generation with government 
counterparties, the risk profile is similar to that of its regulated pipeline/utility business. 
British Columbia’s Clean Power Call will give PNG opportunity to acquire hydro projects. 

Takeover target thoughts 

Even though we believe it to be a low probability, Pacific Northern Gas could be a potential 
target for some utility and infrastructure player. The sale of PTP clarifies the value of the 
KSL Project which was a largely difficult to quantify. PNG would be attractive for a number 
of reasons: 

■ Access existing right of way 

■ Relationships with First Nations 

■ Stable regulatory regime 

Potential acquirers could include Emera Inc., Fortis Inc. and various Canadian pension 
funds. We view the outright acquisition of PNG to be a relatively low a probability event. 
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Valuation 
Our Neutral rating and target price of C$30.00 is obtained from multiple valuation 
methods, including: a P/B multiple of 1.1x; a 14.5x P/E multiple; a 7.6x EV/EBITDA 
multiple on 2012 estimates; and, a DCF. We reiterate our Neutral rating. 
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rating definitions, respectively, subject to analysts’ perceived risk. The 22% and 12% thresholds replace the +10-15% and -10-15% levels in the 
Neutral stock rating definition, respectively, subject to analysts’ perceived risk.  
**An analyst's coverage universe consists of all companies covered by the analyst within the relevant sector. 
Restricted (R): In certain circumstances, Credit Suisse policy and/or applicable law and regulations preclude certain types of communications, 
including an investment recommendation, during the course of Credit Suisse's engagement in an investment banking transaction and in certain other 
circumstances. 

Rating: Neutral 

Target: C$30.00  
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Volatility Indicator [V]: A stock is defined as volatile if the stock price has moved up or down by 20% or more in a month in at least 8 of the past 24 
months or the analyst expects significant volatility going forward. 
 

Analysts’ coverage universe weightings are distinct from analysts’ stock ratings and are based on the expected 
performance of an analyst’s coverage universe* versus the relevant broad market benchmark**: 
Overweight: Industry expected to outperform the relevant broad market benchmark over the next 12 months. 
Market Weight: Industry expected to perform in-line with the relevant broad market benchmark over the next 12 months. 
Underweight: Industry expected to underperform the relevant broad market benchmark over the next 12 months. 
*An analyst’s coverage universe consists of all companies covered by the analyst within the relevant sector. 
**The broad market benchmark is based on the expected return of the local market index (e.g., the S&P 500 in the U.S.) over the next 12 months. 
 
Credit Suisse’s distribution of stock ratings (and banking clients) is: 

Global Ratings Distribution 
Outperform/Buy*  46% (62% banking clients) 
Neutral/Hold*  41% (60% banking clients) 
Underperform/Sell*  11% (52% banking clients) 
Restricted  2% 

*For purposes of the NYSE and NASD ratings distribution disclosure requirements, our stock ratings of Outperform, Neutral, and Underperform most closely correspond to Buy, 
Hold, and Sell, respectively; however, the meanings are not the same, as our stock ratings are determined on a relative basis. (Please refer to definitions above.) An investor's 
decision to buy or sell a security should be based on investment objectives, current holdings, and other individual factors. 

Credit Suisse’s policy is to update research reports as it deems appropriate, based on developments with the subject company, the sector or the 
market that may have a material impact on the research views or opinions stated herein. 

Credit Suisse's policy is only to publish investment research that is impartial, independent, clear, fair and not misleading.  For more detail please refer to Credit 
Suisse's Policies for Managing Conflicts of Interest in connection with Investment Research:  
http://www.csfb.com/research-and-analytics/disclaimer/managing_conflicts_disclaimer.html 

Credit Suisse does not provide any tax advice. Any statement herein regarding any US federal tax is not intended or written to be used, and cannot 
be used, by any taxpayer for the purposes of avoiding any penalties. 

See the Companies Mentioned section for full company names. 
Price Target: (12 months) for (PNG.TO) 
Method: Our C$30.00 target price is based solely on current operating assets and is obtained from multiple valuation methodologies including: a 
14.5x P/E multiple applied to our 2012 EPS estimate; a P/B multiple of 1.1x; a 7.6x EV/EBITDA multiple (enterprise value/earnings before interest, 
taxes, depreciation, and amortization); and, a discounted cash flow. 
Risks: There are a number of risks to our C$30 target price for Pacific Northern Gas such as: execution/development risks regarding the KSL 
Project; access to capital markets to fund the KSL Project; North American energy market dynamics; regulatory; commodity prices; and interest 
rates. Moreover, one should never underestimate the power of the regulator in any regulated business. 
Please refer to the firm's disclosure website at www.credit-suisse.com/researchdisclosures for the definitions of abbreviations typically used in the 
target price method and risk sections. 
 

Important Regional Disclosures 
Singapore recipients should contact a Singapore financial adviser for any matters arising from this research report. 

An analyst involved in the preparation of this report has visited certain material operations of the subject company (PNG.TO) within the past 12 
months.  The analyst may not have visited all material operations of the subject company.  The travel expenses of the analyst in connection with 
such visits were not paid or reimbursed by the subject company, other than de minimus local travel expenses. 

Restrictions on certain Canadian securities are indicated by the following abbreviations:  NVS--Non-Voting shares; RVS--Restricted Voting Shares; 
SVS--Subordinate Voting Shares. 
Individuals receiving this report from a Canadian investment dealer that is not affiliated with Credit Suisse should be advised that this report may not 
contain regulatory disclosures the non-affiliated Canadian investment dealer would be required to make if this were its own report. 
For Credit Suisse Securities (Canada), Inc.'s policies and procedures regarding the dissemination of equity research, please visit 
http://www.csfb.com/legal_terms/canada_research_policy.shtml. 

The following disclosed European company/ies have estimates that comply with IFRS: RDSa.L. 

As of the date of this report, Credit Suisse acts as a market maker or liquidity provider in the equities securities that are the subject of this report. 

Principal is not guaranteed in the case of equities because equity prices are variable. 
Commission is the commission rate or the amount agreed with a customer when setting up an account or at anytime after that. 

CS may have issued a Trade Alert regarding this security. Trade Alerts are short term trading opportunities identified by an analyst on the basis of 
market events and catalysts, while stock ratings reflect an analyst's investment recommendations based on expected total return over a 12-month 
period relative to the relevant coverage universe. Because Trade Alerts and stock ratings reflect different assumptions and analytical methods, Trade 
Alerts may differ directionally from the analyst's stock rating.  
The author(s) of this report maintains a CS Model Portfolio that he/she regularly adjusts. The security or securities discussed in this report may be a 
component of the CS Model Portfolio and subject to such adjustments (which, given the composition of the CS Model Portfolio as a whole, may differ 
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from the recommendation in this report, as well as opportunities or strategies identified in Trading Alerts concerning the same security). The CS 
Model Portfolio and important disclosures about it are available at www.credit-suisse.com/ti. 

To the extent this is a report  authored in whole or in part by a non-U.S. analyst and is made available in the U.S., the following are important 
disclosures regarding any non-U.S. analyst contributors:  
The non-U.S. research analysts listed below (if any) are not registered/qualified as research analysts with FINRA. The non-U.S. research analysts 
listed below may not be associated persons of CSSU and therefore may not be subject to the NASD Rule 2711 and NYSE Rule 472 restrictions on 
communications with a subject company, public appearances and trading securities held by a research analyst account. 
• Paul Tan, non-U.S. analyst, is a research analyst employed by Credit Suisse Securities (Canada), Inc.. 
• Andrew M. Kuske, non-U.S. analyst, is a research analyst employed by Credit Suisse Securities (Canada), Inc.. 
Where this research report is about a non-Taiwanese company, written by a Taiwan-based analyst, it is not a recommendation to buy or sell 
securities 
For Credit Suisse disclosure information on other companies mentioned in this report, please visit the website at www.credit-
suisse.com/researchdisclosures or call +1 (877) 291-2683. 
Disclaimers continue on next page. 
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This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction 
where such distribution, publication, availability or use would be contrary to law or regulation or which would subject Credit Suisse AG, the Swiss bank, or its subsidiaries or its affiliates 
(“CS”) to any registration or licensing requirement within such jurisdiction. All material presented in this report, unless specifically indicated otherwise, is under copyright to CS. None of 
the material, nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without the prior express written permission of CS. All 
trademarks, service marks and logos used in this report are trademarks or service marks or registered trademarks or service marks of CS or its affiliates. 
The information, tools and material presented in this report are provided to you for information purposes only and are not to be used or considered as an offer or the solicitation of an 
offer to sell or to buy or subscribe for securities or other financial instruments. CS may not have taken any steps to ensure that the securities referred to in this report are suitable for 
any particular investor. CS will not treat recipients as its customers by virtue of their receiving the report. The investments or services contained or referred to in this report may not be 
suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt about such investments or investment services. Nothing in this report 
constitutes investment, legal, accounting or tax advice or a representation that any investment or strategy is suitable or appropriate to your individual circumstances or otherwise 
constitutes a personal recommendation to you. CS does not offer advice on the tax consequences of investment and you are advised to contact an independent tax adviser. Please 
note in particular that the bases and levels of taxation may change. 
CS believes the information and opinions in the Disclosure Appendix of this report are accurate and complete. Information and opinions presented in the other sections of the report 
were obtained or derived from sources CS believes are reliable, but CS makes no representations as to their accuracy or completeness. Additional information is available upon 
request. CS accepts no liability for loss arising from the use of the material presented in this report, except that this exclusion of liability does not apply to the extent that liability arises 
under specific statutes or regulations applicable to CS. This report is not to be relied upon in substitution for the exercise of independent judgment. CS may have issued, and may in 
the future issue, a trading call regarding this security. Trading calls are short term trading opportunities based on market events and catalysts, while stock ratings reflect investment 
recommendations based on expected total return over a 12-month period as defined in the disclosure section. Because trading calls and stock ratings reflect different assumptions and 
analytical methods, trading calls may differ directionally from the stock rating. In addition, CS may have issued, and may in the future issue, other reports that are inconsistent with, and 
reach different conclusions from, the information presented in this report. Those reports reflect the different assumptions, views and analytical methods of the analysts who prepared 
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structured product should conduct their own investigation and analysis of the product and consult with their own professional advisers as to the risks involved in making such a purchase. 
Some investments discussed in this report have a high level of volatility. High volatility investments may experience sudden and large falls in their value causing losses when that 
investment is realised. Those losses may equal your original investment. Indeed, in the case of some investments the potential losses may exceed the amount of initial investment, in 
such circumstances you may be required to pay more money to support those losses. Income yields from investments may fluctuate and, in consequence, initial capital paid to make 
the investment may be used as part of that income yield. Some investments may not be readily realisable and it may be difficult to sell or realise those investments, similarly it may 
prove difficult for you to obtain reliable information about the value, or risks, to which such an investment is exposed.  
This report may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the report refers to website material of CS, CS has not reviewed the linked 
site and takes no responsibility for the content contained therein. Such address or hyperlink (including addresses or hyperlinks to CS’s own website material) is provided solely for your 
convenience and information and the content of the linked site does not in any way form part of this document. Accessing such website or following such link through this report or 
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produced by Credit Suisse AG, Taipei Securities Branch has been prepared by a registered Senior Business Person.  Research provided to residents of Malaysia is authorised by the 
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Pipelines 

Pacific Northern Gas Ltd. (PNG.TO) 
RESULTS    

At a glance: Significant special dividend 
■ Preliminary earnings results: Pacific Northern Gas (PNG) reported Q4 

2010 diluted earnings of C$1.06 which was below our C$1.12 and that of the 
Streets at C$1.07 and within the C$1.04 to C$1.16 range. The difference 
was largely below the operating margin line which is challenging to asses as 
we await the full financial release. PNG announced a C$3.00/shr special 
dividend on top of the regular C$0.30/shr quarterly dividend to be paid on 24 
March 2011 to shareholders of record at the close of 15 March 2011. In light 
of weather related impacts from PNG’s natural gas distribution utility, the 
earnings dispersion among the quarters can often be considerable. Yet, that 
dispersion does not generally impact allowed returns and full year earnings. 
Moreover, the long-cycle nature of most of our coverage universe, we do not 
place undue emphasis on quarterly results. 

■ Details on dividend: The C$3.00/shr special dividend is roughly fifty 
percent of the net proceeds from the initial payment of C$30m from the sale 
of PNG’s interest in the Pacific Trail Pipelines Limited Partnership which 
closed on 2 March 2011. The company stated “PNG believes that it stands 
to benefit from the LNG industry…PNG believes there is room in Kitimat for 
more LNG terminals, and room for additional pipelines along the corridor.” 
We share a similar view on potential for further LNG developments as can 
be seen from our recent reports “Prowling for Pacific pipeline projects?” and 
“Profitable Pacific pipeline” on 1 March and 7 February 2011, respectively.  

■ Investment thesis: We believe Pacific Northern Gas provides low-growth 
infrastructure exposure with some growth opportunities involving further 
expansion of natural gas exports from Western Canada to Asian markets.  

■ Valuation: Our Neutral rating and target price of C$30 is obtained from 
multiple valuation methods, including: a P/B multiple of 1.1x; a 14.5x P/E 
multiple; a 7.6x EV/EBITDA multiple on 2012 estimates; and, a DCF. We 
reiterate our Neutral rating. 

 
 

 Share price performance 
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On 03/03/11 the Canada S&P/TSX Composite Index index 
closed at 14214.72 

 

Quarterly EPS Q1 Q2 Q3 Q4 
2009A 1.38 -0.13 -0.49 0.94 
2010E 1.48 -0.06 -0.64 1.12 
2011E 1.59 -0.09 -0.52 1.09  

 Financial and valuation metrics
 

Year 12/09A 12/10E 12/11E 12/12E
EPS (CS adj.) (C$) 1.71 1.92 2.08 2.05
Prev. EPS (C$) — — — —
P/E (x) 15.8 14.0 13.0 13.1
P/E rel. (%) 69.2 81.3 88.9 98.5
Revenue (C$ m) 104.1 98.6 100.5 99.5
EBITDA (C$ m) 22.9 25.2 26.9 26.7
OCFPS (C$) 5.11 2.27 4.50 4.45
P/OCF (x) 3.7 13.3 6.0 6.1
EV/EBITDA (current) 7.5 7.7 7.0 6.9
Net debt (C$ m) 76 96 91 86
ROIC (%) 5.71 5.81 6.08 5.96
  

Number of shares (m) 3.61 IC (12/10E, C$ m) 219.43
BV/share (current, C$) 23.9 EV/IC (x) 0.88
Net debt (current, C$ m) 95.5 Dividend (current, C$) 1.12
Net debt/tot. cap. (current, %) 51.1 Dividend yield (%) 4.1
 

  Source: Company data, Credit Suisse estimates. 

Rating NEUTRAL* 
Price (03 Mar 11, C$) 27.00 
Target price (C$) 30.00¹ 
52-week price range 31.35 - 22.51 
Market cap. (C$ m) 97.42 
Enterprise value (C$ m) 193.62  
*Stock ratings are relative to the relevant country benchmark. 
¹Target price is for 12 months. 
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Companies Mentioned  (Price as of 03 Mar 11) 
Pacific Northern Gas Ltd. (PNG.TO, C$27.00, NEUTRAL, TP C$30.00) 
 
 

 

Disclosure Appendix 
Important Global Disclosures 
I, Paul Tan, certify that (1) the views expressed in this report accurately reflect my personal views about all of the subject companies and securities 
and (2) no part of my compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed in this report. 

See the Companies Mentioned section for full company names. 
3-Year Price, Target Price and Rating Change History Chart for PNG.TO 
PNG.TO Closing 
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   O=Outperform; N=Neutral; U=Underperform; R=Restricted; NR=Not Rated; NC=Not Covered

 

The analyst(s) responsible for preparing this research report received compensation that is based upon various factors including Credit Suisse's total 
revenues, a portion of which are generated by Credit Suisse's investment banking activities. 
Analysts’ stock ratings are defined as follows: 
Outperform (O): The stock’s total return is expected to outperform the relevant benchmark* by at least 10-15% (or more, depending on perceived 
risk) over the next 12 months. 
Neutral (N): The stock’s total return is expected to be in line with the relevant benchmark* (range of ±10-15%) over the next 12 months. 
Underperform (U): The stock’s total return is expected to underperform the relevant benchmark* by 10-15% or more over the next 12 months. 
*Relevant benchmark by region: As of 29th May 2009, Australia, New Zealand, U.S. and Canadian ratings are based on (1) a stock’s absolute total 
return potential to its current share price and (2) the relative attractiveness of a stock’s total return potential within an analyst’s coverage universe**, 
with Outperforms representing the most attractive, Neutrals the less attractive, and Underperforms the least attractive investment opportunities. 
Some U.S. and Canadian ratings may fall outside the absolute total return ranges defined above, depending on market conditions and industry 
factors. For Latin American, Japanese, and non-Japan Asia stocks, ratings are based on a stock’s total return relative to the average total return of 
the relevant country or regional benchmark; for European stocks, ratings are based on a stock’s total return relative to the analyst's coverage 
universe**. For Australian and New Zealand stocks a 22% and a 12% threshold replace the 10-15% level in the Outperform and Underperform stock 
rating definitions, respectively, subject to analysts’ perceived risk. The 22% and 12% thresholds replace the +10-15% and -10-15% levels in the 
Neutral stock rating definition, respectively, subject to analysts’ perceived risk.  
**An analyst's coverage universe consists of all companies covered by the analyst within the relevant sector. 
Restricted (R): In certain circumstances, Credit Suisse policy and/or applicable law and regulations preclude certain types of communications, 
including an investment recommendation, during the course of Credit Suisse's engagement in an investment banking transaction and in certain other 
circumstances. 
Volatility Indicator [V]: A stock is defined as volatile if the stock price has moved up or down by 20% or more in a month in at least 8 of the past 24 
months or the analyst expects significant volatility going forward. 
 

Analysts’ coverage universe weightings are distinct from analysts’ stock ratings and are based on the expected 
performance of an analyst’s coverage universe* versus the relevant broad market benchmark**: 
Overweight: Industry expected to outperform the relevant broad market benchmark over the next 12 months. 
Market Weight: Industry expected to perform in-line with the relevant broad market benchmark over the next 12 months. 
Underweight: Industry expected to underperform the relevant broad market benchmark over the next 12 months. 
*An analyst’s coverage universe consists of all companies covered by the analyst within the relevant sector. 
**The broad market benchmark is based on the expected return of the local market index (e.g., the S&P 500 in the U.S.) over the next 12 months. 
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Credit Suisse’s distribution of stock ratings (and banking clients) is: 

Global Ratings Distribution 
Outperform/Buy*  46% (62% banking clients) 
Neutral/Hold*  41% (59% banking clients) 
Underperform/Sell*  11% (52% banking clients) 
Restricted  2% 

*For purposes of the NYSE and NASD ratings distribution disclosure requirements, our stock ratings of Outperform, Neutral, and Underperform most closely correspond to Buy, 
Hold, and Sell, respectively; however, the meanings are not the same, as our stock ratings are determined on a relative basis. (Please refer to definitions above.) An investor's 
decision to buy or sell a security should be based on investment objectives, current holdings, and other individual factors. 

Credit Suisse’s policy is to update research reports as it deems appropriate, based on developments with the subject company, the sector or the 
market that may have a material impact on the research views or opinions stated herein. 

Credit Suisse's policy is only to publish investment research that is impartial, independent, clear, fair and not misleading.  For more detail please refer to Credit 
Suisse's Policies for Managing Conflicts of Interest in connection with Investment Research:  
http://www.csfb.com/research-and-analytics/disclaimer/managing_conflicts_disclaimer.html 

Credit Suisse does not provide any tax advice. Any statement herein regarding any US federal tax is not intended or written to be used, and cannot 
be used, by any taxpayer for the purposes of avoiding any penalties. 

See the Companies Mentioned section for full company names. 
Price Target: (12 months) for (PNG.TO) 
Method: Our C$30.00 target price is based solely on current operating assets and is obtained from multiple valuation methodologies including: a 
14.5x P/E multiple applied to our 2012 EPS estimate; a P/B multiple of 1.1x; a 7.6x EV/EBITDA multiple (enterprise value/earnings before interest, 
taxes, depreciation, and amortization); and, a discounted cash flow. 
Risks: There are a number of risks to our C$30 target price for Pacific Northern Gas such as: execution/development risks regarding the KSL 
Project; access to capital markets to fund the KSL Project; North American energy market dynamics; regulatory; commodity prices; and interest 
rates. Moreover, one should never underestimate the power of the regulator in any regulated business. 
Please refer to the firm's disclosure website at www.credit-suisse.com/researchdisclosures for the definitions of abbreviations typically used in the 
target price method and risk sections. 
 

Important Regional Disclosures 
Singapore recipients should contact a Singapore financial adviser for any matters arising from this research report. 

An analyst involved in the preparation of this report has visited certain material operations of the subject company (PNG.TO) within the past 12 
months.  The analyst may not have visited all material operations of the subject company.  The travel expenses of the analyst in connection with 
such visits were not paid or reimbursed by the subject company, other than de minimus local travel expenses. 

Restrictions on certain Canadian securities are indicated by the following abbreviations:  NVS--Non-Voting shares; RVS--Restricted Voting Shares; 
SVS--Subordinate Voting Shares. 
Individuals receiving this report from a Canadian investment dealer that is not affiliated with Credit Suisse should be advised that this report may not 
contain regulatory disclosures the non-affiliated Canadian investment dealer would be required to make if this were its own report. 
For Credit Suisse Securities (Canada), Inc.'s policies and procedures regarding the dissemination of equity research, please visit 
http://www.csfb.com/legal_terms/canada_research_policy.shtml. 

As of the date of this report, Credit Suisse acts as a market maker or liquidity provider in the equities securities that are the subject of this report. 

Principal is not guaranteed in the case of equities because equity prices are variable. 
Commission is the commission rate or the amount agreed with a customer when setting up an account or at anytime after that. 

CS may have issued a Trade Alert regarding this security. Trade Alerts are short term trading opportunities identified by an analyst on the basis of 
market events and catalysts, while stock ratings reflect an analyst's investment recommendations based on expected total return over a 12-month 
period relative to the relevant coverage universe. Because Trade Alerts and stock ratings reflect different assumptions and analytical methods, Trade 
Alerts may differ directionally from the analyst's stock rating.  
The author(s) of this report maintains a CS Model Portfolio that he/she regularly adjusts. The security or securities discussed in this report may be a 
component of the CS Model Portfolio and subject to such adjustments (which, given the composition of the CS Model Portfolio as a whole, may differ 
from the recommendation in this report, as well as opportunities or strategies identified in Trading Alerts concerning the same security). The CS 
Model Portfolio and important disclosures about it are available at www.credit-suisse.com/ti. 

To the extent this is a report  authored in whole or in part by a non-U.S. analyst and is made available in the U.S., the following are important 
disclosures regarding any non-U.S. analyst contributors:  
The non-U.S. research analysts listed below (if any) are not registered/qualified as research analysts with FINRA. The non-U.S. research analysts 
listed below may not be associated persons of CSSU and therefore may not be subject to the NASD Rule 2711 and NYSE Rule 472 restrictions on 
communications with a subject company, public appearances and trading securities held by a research analyst account. 
• Paul Tan, non-U.S. analyst, is a research analyst employed by Credit Suisse Securities (Canada), Inc.. 
• Andrew M. Kuske, non-U.S. analyst, is a research analyst employed by Credit Suisse Securities (Canada), Inc.. 
Where this research report is about a non-Taiwanese company, written by a Taiwan-based analyst, it is not a recommendation to buy or sell 
securities 
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For Credit Suisse disclosure information on other companies mentioned in this report, please visit the website at www.credit-
suisse.com/researchdisclosures or call +1 (877) 291-2683. 
Disclaimers continue on next page. 
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suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt about such investments or investment services. Nothing in this report 
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reach different conclusions from, the information presented in this report. Those reports reflect the different assumptions, views and analytical methods of the analysts who prepared 
them and CS is under no obligation to ensure that such other reports are brought to the attention of any recipient of this report. CS is involved in many businesses that relate to 
companies mentioned in this report. These businesses include specialized trading, risk arbitrage, market making, and other proprietary trading. 
Past performance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding future 
performance. Information, opinions and estimates contained in this report reflect a judgement at its original date of publication by CS and are subject to change without notice. The 
price, value of and income from any of the securities or financial instruments mentioned in this report can fall as well as rise. The value of securities and financial instruments is subject 
to exchange rate fluctuation that may have a positive or adverse effect on the price or income of such securities or financial instruments. Investors in securities such as ADR’s, the 
values of which are influenced by currency volatility, effectively assume this risk. 
Structured securities are complex instruments, typically involve a high degree of risk and are intended for sale only to sophisticated investors who are capable of understanding and 
assuming the risks involved. The market value of any structured security may be affected by changes in economic, financial and political factors (including, but not limited to, spot and 
forward interest and exchange rates), time to maturity, market conditions and volatility, and the credit quality of any issuer or reference issuer. Any investor interested in purchasing a 
structured product should conduct their own investigation and analysis of the product and consult with their own professional advisers as to the risks involved in making such a purchase. 
Some investments discussed in this report have a high level of volatility. High volatility investments may experience sudden and large falls in their value causing losses when that 
investment is realised. Those losses may equal your original investment. Indeed, in the case of some investments the potential losses may exceed the amount of initial investment, in 
such circumstances you may be required to pay more money to support those losses. Income yields from investments may fluctuate and, in consequence, initial capital paid to make 
the investment may be used as part of that income yield. Some investments may not be readily realisable and it may be difficult to sell or realise those investments, similarly it may 
prove difficult for you to obtain reliable information about the value, or risks, to which such an investment is exposed.  
This report may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the report refers to website material of CS, CS has not reviewed the linked 
site and takes no responsibility for the content contained therein. Such address or hyperlink (including addresses or hyperlinks to CS’s own website material) is provided solely for your 
convenience and information and the content of the linked site does not in any way form part of this document. Accessing such website or following such link through this report or 
CS’s website shall be at your own risk. 
This report is issued and distributed in Europe (except Switzerland) by Credit Suisse Securities (Europe) Limited, One Cabot Square, London E14 4QJ, England, which is regulated in 
the United Kingdom by The Financial Services Authority (“FSA”). This report is being distributed in Germany by Credit Suisse Securities (Europe) Limited Niederlassung Frankfurt am 
Main regulated by the Bundesanstalt fuer Finanzdienstleistungsaufsicht ("BaFin"). This report is being distributed in the United States by Credit Suisse Securities (USA) LLC ; in 
Switzerland by Credit Suisse AG; in Canada by Credit Suisse Securities (Canada), Inc.; in Brazil by Banco de Investimentos Credit Suisse (Brasil) S.A. or its affiliates; in Mexico by 
Banco Credit Suisse (México), S.A. (transactions related to the securities mentioned in this report will only be effected in compliance with applicable regulation); in Japan by Credit 
Suisse Securities (Japan) Limited, Financial Instrument Firm, Director-General of Kanto Local Finance Bureau (Kinsho) No. 66, a member of Japan Securities Dealers Association, 
The Financial Futures Association of Japan, Japan Securities Investment Advisers Association; elsewhere in Asia/Pacific by whichever of the following is the appropriately authorised 
entity in the relevant jurisdiction: Credit Suisse (Hong Kong) Limited, Credit Suisse Equities (Australia) Limited , Credit Suisse Securities (Thailand) Limited, Credit Suisse Securities 
(Malaysia) Sdn Bhd, Credit Suisse AG, Singapore Branch, Credit Suisse Securities (India) Private Limited, Credit Suisse Securities (Europe) Limited, Seoul Branch, Credit Suisse AG, 
Taipei Securities Branch, PT Credit Suisse Securities Indonesia, and elsewhere in the world by the relevant authorised affiliate of the above. Research on Taiwanese securities 
produced by Credit Suisse AG, Taipei Securities Branch has been prepared by a registered Senior Business Person.  Research provided to residents of Malaysia is authorised by the 
Head of Research for Credit Suisse Securities (Malaysia) Sdn. Bhd., to whom they should direct any queries on +603 2723 2020. 
In jurisdictions where CS is not already registered or licensed to trade in securities, transactions will only be effected in accordance with applicable securities legislation, which will vary 
from jurisdiction to jurisdiction and may require that the trade be made in accordance with applicable exemptions from registration or licensing requirements. Non-U.S. customers 
wishing to effect a transaction should contact a CS entity in their local jurisdiction unless governing law permits otherwise. U.S. customers wishing to effect a transaction should do so 
only by contacting a representative at Credit Suisse Securities (USA) LLC in the U.S.  
Please note that this report was originally prepared and issued by CS for distribution to their market professional and institutional investor customers. Recipients who are not market 
professional or institutional investor customers of CS should seek the advice of their independent financial advisor prior to taking any investment decision based on this report or for 
any necessary explanation of its contents. This research may relate to investments or services of a person outside of the UK or to other matters which are not regulated by the FSA or 
in respect of which the protections of the FSA for private customers and/or the UK compensation scheme may not be available, and further details as to where this may be the case 
are available upon request in respect of this report. 
Any Nielsen Media Research material contained in this report represents Nielsen Media Research's estimates and does not represent facts. NMR has neither reviewed nor approved 
this report and/or any of the statements made herein. 
If this report is being distributed by a financial institution other than Credit Suisse AG, or its affiliates, that financial institution is solely responsible for distribution. Clients of that 
institution should contact that institution to effect a transaction in the securities mentioned in this report or require further information. This report does not constitute investment advice 
by Credit Suisse to the clients of the distributing financial institution, and neither Credit Suisse AG, its affiliates, and their respective officers, directors and employees accept any 
liability whatsoever for any direct or consequential loss arising from their use of this report or its content. 
Copyright 2011 CREDIT SUISSE AG and/or its affiliates.  All rights reserved. 

CREDIT SUISSE SECURITIES (USA) LLC 
United States of America: +1 (212) 325-2000  



 

DISCLOSURE APPENDIX CONTAINS IMPORTANT DISCLOSURES, ANALYST CERTIFICATIONS, INFORMATION ON 
TRADE ALERTS, ANALYST MODEL PORTFOLIOS AND THE STATUS OF NON-U.S ANALYSTS. U.S. Disclosure: 
Credit Suisse does and seeks to do business with companies covered in its research reports. As a result, investors should be 
aware that the Firm may have a conflict of interest that could affect the objectivity of this report. Investors should consider this 
report as only a single factor in making their investment decision. 

 

18 March 2011
Americas/Canada
Equity Research

Pipelines 

Pacific Northern Gas Ltd. (PNG.TO) 
MARKET COMMENTARY/STRATEGY    

Pushing up probability for payment? 
■ Higher probability: The Kitimat LNG project partners, Apache Canada Ltd. 

and EOG Resources Canada Inc., announced Encana Corp. (ECA) agreed 
to acquire a 30% interest in the planned Kitimat LNG project along with the 
Pacific Trail Pipelines (PTP). The new ownership structure includes: (a) 
Apache as the operator with 40%; and, (b) EOG and ECA, each with a 30% 
interest in the project. We believe this announcement and the previous KBR 
award for the Front End Engineering and Design contract for the Kitimat 
LNG project on March 4th are positives for PNG. Specifically, this news flow 
increases PNG’s likelihood of receiving the second tranche of proceeds 
totaling C$20m from the PTP sale (for further details see our note “Prowling 
for Pacific pipeline projects?” on 1 March 2011). Final Investment Decision 
(FID) for this project remains likely in late 2011.  

■ Future LNG developments: We continue to believe that additional LNG 
development off British Columbia’s coast is a possibility. That view is partly 
supported by Shell’s commentary of during Credit Suisse’s Energy Summit 
in February. In our view, Pacific Northern Gas is uniquely positioned to be 
able to benefit from further growth in export of natural gas to Asia given the 
company’s ability to develop pipeline infrastructure in British Columbia such 
as the KSL Pipeline Project. 

■ Investment thesis: We believe Pacific Northern Gas provides low-growth 
infrastructure exposure with some growth opportunities involving further 
expansion of natural gas exports from Western Canada to Asian markets.  

■ Valuation: Our Neutral rating and target price of C$30 is obtained from 
multiple valuation methods, including: a P/B multiple of 1.1x; a 14.5x P/E 
multiple; a 7.6x EV/EBITDA multiple on 2012 estimates; and, a DCF. We 
reiterate our Neutral rating. 

 
 

 Share price performance 

22

27

32

Mar-10 Jul-10 Nov-10

Daily Mar 18, 2010 - Mar 17, 2011, 3/18/10 = C$22.64

Price Indexed Price Relative
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closed at 13746.15 

 

Quarterly EPS Q1 Q2 Q3 Q4 
2010A 1.48 -0.06 -0.64 1.06 
2011E 1.52 -0.03 -0.56 1.14 
2012E 1.50 -0.03 -0.55 1.13  

 Financial and valuation metrics
 

Year 12/10A 12/11E 12/12E 12/13E
EPS (CS adj.) (C$) 1.83 2.08 2.05 2.05
Prev. EPS (C$) — — — —
P/E (x) 14.5 12.7 12.9 12.9
P/E rel. (%) 87.7 91.0 101.0 —
Revenue (C$ m) 95.2 99.4 98.4 98.0
EBITDA (C$ m) 24.7 27.0 26.9 26.8
OCFPS (C$) 2.58 4.46 4.43 4.41
P/OCF (x) 11.7 5.9 6.0 6.0
EV/EBITDA (current) 7.8 7.0 6.8 6.7
Net debt (C$ m) 94 90 86 81
ROIC (%) 5.68 6.05 5.92 5.83
  

Number of shares (m) 3.68 IC (12/11E, C$ m) 225.14
BV/share (current, C$) 25.0 EV/IC (x) 0.84
Net debt (current, C$ m) 93.9 Dividend (current, C$) 1.20
Net debt/tot. cap. (current, %) 49.9 Dividend yield (%) 4.5
 

  Source: Company data, Credit Suisse estimates. 

Rating NEUTRAL* 
Price (17 Mar 11, C$) 26.50 
Target price (C$) 30.00¹ 
52-week price range 31.35 - 22.64 
Market cap. (C$ m) 97.53 
Enterprise value (C$ m) 188.01  
*Stock ratings are relative to the relevant country benchmark. 
¹Target price is for 12 months. 
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Pacific Northern Gas Ltd. (PNG.TO, C$26.50, NEUTRAL, TP C$30.00) 
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I, Paul Tan, certify that (1) the views expressed in this report accurately reflect my personal views about all of the subject companies and securities 
and (2) no part of my compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed in this report. 

See the Companies Mentioned section for full company names. 
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The analyst(s) responsible for preparing this research report received compensation that is based upon various factors including Credit Suisse's total 
revenues, a portion of which are generated by Credit Suisse's investment banking activities. 
Analysts’ stock ratings are defined as follows: 
Outperform (O): The stock’s total return is expected to outperform the relevant benchmark* by at least 10-15% (or more, depending on perceived 
risk) over the next 12 months. 
Neutral (N): The stock’s total return is expected to be in line with the relevant benchmark* (range of ±10-15%) over the next 12 months. 
Underperform (U): The stock’s total return is expected to underperform the relevant benchmark* by 10-15% or more over the next 12 months. 
*Relevant benchmark by region: As of 29th May 2009, Australia, New Zealand, U.S. and Canadian ratings are based on (1) a stock’s absolute total 
return potential to its current share price and (2) the relative attractiveness of a stock’s total return potential within an analyst’s coverage universe**, 
with Outperforms representing the most attractive, Neutrals the less attractive, and Underperforms the least attractive investment opportunities. 
Some U.S. and Canadian ratings may fall outside the absolute total return ranges defined above, depending on market conditions and industry 
factors. For Latin American, Japanese, and non-Japan Asia stocks, ratings are based on a stock’s total return relative to the average total return of 
the relevant country or regional benchmark; for European stocks, ratings are based on a stock’s total return relative to the analyst's coverage 
universe**. For Australian and New Zealand stocks a 22% and a 12% threshold replace the 10-15% level in the Outperform and Underperform stock 
rating definitions, respectively, subject to analysts’ perceived risk. The 22% and 12% thresholds replace the +10-15% and -10-15% levels in the 
Neutral stock rating definition, respectively, subject to analysts’ perceived risk.  
**An analyst's coverage universe consists of all companies covered by the analyst within the relevant sector. 
Restricted (R): In certain circumstances, Credit Suisse policy and/or applicable law and regulations preclude certain types of communications, 
including an investment recommendation, during the course of Credit Suisse's engagement in an investment banking transaction and in certain other 
circumstances. 
Volatility Indicator [V]: A stock is defined as volatile if the stock price has moved up or down by 20% or more in a month in at least 8 of the past 24 
months or the analyst expects significant volatility going forward. 
 

Analysts’ coverage universe weightings are distinct from analysts’ stock ratings and are based on the expected 
performance of an analyst’s coverage universe* versus the relevant broad market benchmark**: 
Overweight: Industry expected to outperform the relevant broad market benchmark over the next 12 months. 
Market Weight: Industry expected to perform in-line with the relevant broad market benchmark over the next 12 months. 
Underweight: Industry expected to underperform the relevant broad market benchmark over the next 12 months. 
*An analyst’s coverage universe consists of all companies covered by the analyst within the relevant sector. 
**The broad market benchmark is based on the expected return of the local market index (e.g., the S&P 500 in the U.S.) over the next 12 months. 
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Credit Suisse’s distribution of stock ratings (and banking clients) is: 

Global Ratings Distribution 
Outperform/Buy*  46% (62% banking clients) 
Neutral/Hold*  41% (58% banking clients) 
Underperform/Sell*  11% (50% banking clients) 
Restricted  2% 

*For purposes of the NYSE and NASD ratings distribution disclosure requirements, our stock ratings of Outperform, Neutral, and Underperform most closely correspond to Buy, 
Hold, and Sell, respectively; however, the meanings are not the same, as our stock ratings are determined on a relative basis. (Please refer to definitions above.) An investor's 
decision to buy or sell a security should be based on investment objectives, current holdings, and other individual factors. 

Credit Suisse’s policy is to update research reports as it deems appropriate, based on developments with the subject company, the sector or the 
market that may have a material impact on the research views or opinions stated herein. 

Credit Suisse's policy is only to publish investment research that is impartial, independent, clear, fair and not misleading.  For more detail please refer to Credit 
Suisse's Policies for Managing Conflicts of Interest in connection with Investment Research:  
http://www.csfb.com/research-and-analytics/disclaimer/managing_conflicts_disclaimer.html 

Credit Suisse does not provide any tax advice. Any statement herein regarding any US federal tax is not intended or written to be used, and cannot 
be used, by any taxpayer for the purposes of avoiding any penalties. 

See the Companies Mentioned section for full company names. 
Price Target: (12 months) for (PNG.TO) 
Method: Our C$30.00 target price is based solely on current operating assets and is obtained from multiple valuation methodologies including: a 
14.5x P/E multiple applied to our 2012 EPS estimate; a P/B multiple of 1.1x; a 7.6x EV/EBITDA multiple (enterprise value/earnings before interest, 
taxes, depreciation, and amortization); and, a discounted cash flow. 
Risks: There are a number of risks to our C$30 target price for Pacific Northern Gas such as: execution/development risks regarding the KSL 
Project; access to capital markets to fund the KSL Project; North American energy market dynamics; regulatory; commodity prices; and interest 
rates. Moreover, one should never underestimate the power of the regulator in any regulated business. 
Please refer to the firm's disclosure website at www.credit-suisse.com/researchdisclosures for the definitions of abbreviations typically used in the 
target price method and risk sections. 
 

Important Regional Disclosures 
Singapore recipients should contact a Singapore financial adviser for any matters arising from this research report. 

An analyst involved in the preparation of this report has visited certain material operations of the subject company (PNG.TO) within the past 12 
months.  The analyst may not have visited all material operations of the subject company.  The travel expenses of the analyst in connection with 
such visits were not paid or reimbursed by the subject company, other than de minimus local travel expenses. 

Restrictions on certain Canadian securities are indicated by the following abbreviations:  NVS--Non-Voting shares; RVS--Restricted Voting Shares; 
SVS--Subordinate Voting Shares. 
Individuals receiving this report from a Canadian investment dealer that is not affiliated with Credit Suisse should be advised that this report may not 
contain regulatory disclosures the non-affiliated Canadian investment dealer would be required to make if this were its own report. 
For Credit Suisse Securities (Canada), Inc.'s policies and procedures regarding the dissemination of equity research, please visit 
http://www.csfb.com/legal_terms/canada_research_policy.shtml. 

As of the date of this report, Credit Suisse acts as a market maker or liquidity provider in the equities securities that are the subject of this report. 

Principal is not guaranteed in the case of equities because equity prices are variable. 
Commission is the commission rate or the amount agreed with a customer when setting up an account or at anytime after that. 

CS may have issued a Trade Alert regarding this security. Trade Alerts are short term trading opportunities identified by an analyst on the basis of 
market events and catalysts, while stock ratings reflect an analyst's investment recommendations based on expected total return over a 12-month 
period relative to the relevant coverage universe. Because Trade Alerts and stock ratings reflect different assumptions and analytical methods, Trade 
Alerts may differ directionally from the analyst's stock rating.  
The author(s) of this report maintains a CS Model Portfolio that he/she regularly adjusts. The security or securities discussed in this report may be a 
component of the CS Model Portfolio and subject to such adjustments (which, given the composition of the CS Model Portfolio as a whole, may differ 
from the recommendation in this report, as well as opportunities or strategies identified in Trading Alerts concerning the same security). The CS 
Model Portfolio and important disclosures about it are available at www.credit-suisse.com/ti. 

To the extent this is a report  authored in whole or in part by a non-U.S. analyst and is made available in the U.S., the following are important 
disclosures regarding any non-U.S. analyst contributors:  
The non-U.S. research analysts listed below (if any) are not registered/qualified as research analysts with FINRA. The non-U.S. research analysts 
listed below may not be associated persons of CSSU and therefore may not be subject to the NASD Rule 2711 and NYSE Rule 472 restrictions on 
communications with a subject company, public appearances and trading securities held by a research analyst account. 
• Paul Tan, non-U.S. analyst, is a research analyst employed by Credit Suisse Securities (Canada), Inc.. 
• Andrew M. Kuske, non-U.S. analyst, is a research analyst employed by Credit Suisse Securities (Canada), Inc.. 
Where this research report is about a non-Taiwanese company, written by a Taiwan-based analyst, it is not a recommendation to buy or sell 
securities 
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For Credit Suisse disclosure information on other companies mentioned in this report, please visit the website at www.credit-
suisse.com/researchdisclosures or call +1 (877) 291-2683. 
Disclaimers continue on next page. 
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constitutes investment, legal, accounting or tax advice or a representation that any investment or strategy is suitable or appropriate to your individual circumstances or otherwise 
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note in particular that the bases and levels of taxation may change. 
CS believes the information and opinions in the Disclosure Appendix of this report are accurate and complete. Information and opinions presented in the other sections of the report 
were obtained or derived from sources CS believes are reliable, but CS makes no representations as to their accuracy or completeness. Additional information is available upon 
request. CS accepts no liability for loss arising from the use of the material presented in this report, except that this exclusion of liability does not apply to the extent that liability arises 
under specific statutes or regulations applicable to CS. This report is not to be relied upon in substitution for the exercise of independent judgment. CS may have issued, and may in 
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values of which are influenced by currency volatility, effectively assume this risk. 
Structured securities are complex instruments, typically involve a high degree of risk and are intended for sale only to sophisticated investors who are capable of understanding and 
assuming the risks involved. The market value of any structured security may be affected by changes in economic, financial and political factors (including, but not limited to, spot and 
forward interest and exchange rates), time to maturity, market conditions and volatility, and the credit quality of any issuer or reference issuer. Any investor interested in purchasing a 
structured product should conduct their own investigation and analysis of the product and consult with their own professional advisers as to the risks involved in making such a purchase. 
Some investments discussed in this report have a high level of volatility. High volatility investments may experience sudden and large falls in their value causing losses when that 
investment is realised. Those losses may equal your original investment. Indeed, in the case of some investments the potential losses may exceed the amount of initial investment, in 
such circumstances you may be required to pay more money to support those losses. Income yields from investments may fluctuate and, in consequence, initial capital paid to make 
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HIGHLIGHTS 
ka Q1 2006 reported net income: $4.836 million or $1.33 per 

share vs. $3.9 million or $1.08 pershare in Q1 2005 (yly) 
The higher earnings yly were the result of deliveries to 
residential and commercial customers representing a higher 
proportion of annual deliveries compared with last year when 
Methanex Corp. VSX-MX) (its then largest industrial 
customer) was still operating its methanol/ammonia facility. 

Three potential drivers of earnings and share price 
growth remain in limbo 
They are: 

1) Resolution of the aftermath of the termination of the 
Methanex Corp. (TSX-MX) gas-transportation contract; 

2) Recapitalization in the f o m ~  of an income trust; and 

3) Flow reversal and looping of PNG's 
Kitimat-to-Summit-Lake (KSL) pipeline 

Based on the status quo, we are maintaining our EPS 
estimates. 

H Our Outperform rating i s  sustained. 











































INITIATION | COMMENT
NOVEMBER 29, 2010

Pacific Northern Gas Ltd. (TSX: PNG)

Initiating Coverage: On the Cusp of a Transformation

Sector Perform
Average Risk
Price: 27.85

Shares O/S (MM): 3.6
Dividend: 1.20

Price Target: 28.00
Implied All-In Return: 5%
Market Cap (MM): 100
Yield: 4.3%

Large Holder: 15% interest

Event

We are initiating coverage of the shares of Pacific Northern Gas with a Sector
Perform, Average Risk ranking.

Investment Opinion

• A “Base” Utility Business + Potential Upside for KSL. PNG’s current assets
primarily consist of a gas utility business in northern British Columbia. The
company also owns an interest in a 9.8 MW hydro plant in addition to a 50%
interest in Pacific Trail Pipelines, a partnership that is pursuing the KSL
pipeline project to transport gas to the proposed Kitimat LNG liquefaction
terminal. The pipeline project has not yet received binding commitments from
shippers.

• KSL: A Transformational Project. We expect PNG’s equity investment in
KSL to be roughly $200 million (including about $100 million of existing
assets to be vended in), which exceeds the current market cap of almost $100
million. If commercial arrangements are put in place, the KSL project would
give the company increased scope and scale. We estimate that an Asian LNG
price of $8.50 to $9.00 per Mcf is needed to support acceptable returns to
western Canadian gas producers with current Asian pricing near, or modestly
higher than, these levels (depending on the index).

• A Possible Takeover Candidate Down the Road. In our view, the KSL
pipeline makes PNG a more attractive target due to the number of parties
interested in pipeline assets compared to a small gas utility. Potential acquirors
would include the publicly-traded energy infrastructure companies and trusts,
infrastructure funds and private equity. While the company is not "for sale",
management does not appear to be fundamentally opposed to a sale at some
point in the future.

• Valuation Appears Reasonable; At the End of the Day, it All Seems to
Hinge on KSL. Our $28.00/share price target is based on a 12.5x forward P/E
for the existing assets plus a $2.00/share (50% risked) present value for the
KSL project. As a pure utility business, the shares appear to be mildly
overvalued, but overall we view the shares as appropriately reflecting the value
of the base utility business plus an option value for the KSL project. Should the
KSL project proceed, the de-risking of the project would allow us to reflect a
$4/share valuation for KSL resulting in an overall $32/share valuation for the
company.

Priced as of prior trading day's market close, EST (unless otherwise noted).
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Investment Thesis 

We rank the shares of Pacific Northern Gas Sector Perform, Average Risk for the following reasons: 

 Share Price Appears to Reflect Both the Value of the Base Business Plus the Upside Option for KSL. We believe that the 

existing utility and hydro assets are worth roughly $26/share and that the discounted value (50% risked) for the KSL pipeline is 

worth about $2/share. With the current share price at roughly $28.00, we believe that the shares are fairly valued at this time. 

 Some Downside if KSL Does Not Proceed. In our opinion, there is about $2/share of downside if the KSL project does not 

proceed. Further, as the pipeline is tied to the proposed LNG export project (that PNG is not part of), the success of the KSL 

pipeline is somewhat out of PNG’s control. 

o Low Trading Liquidity Limits Upside Potential. Although we see about $2/share of upside (present value) if KSL proceeds, 

the stock generally trades about 5,000 shares per day. As such, accumulating a position in anticipation of a positive 

announcement on KSL is likely to move the share price such that the potential upside is eroded. 

Base Business + Pipeline Option = Fairly Valued for Now 

We believe that the base utility and hydro business is worth about $26/share and that the probability weighted present value of the 

KSL option is worth about $2/share. As such, our price target is $28.00, which, based on an expected total return of 5%, is consistent 

with a Sector Perform ranking. Our analysis relies primarily upon a P/E valuation for the base business plus a discounted cash flow 

analysis for the KSL project. Our price target is also supported by a rate base valuation for the utility business and an EV/EBITDA 

valuation for the hydro asset. 

Based on our analysis, we believe that the shares are fairly valued. Given the low trading liquidity, we recommend that current 

shareholders continue to hold their shares. Investors interested in gaining exposure to the potential for LNG export to Asia should 

monitor the shares for a more attractive entry point. 

Impediments to our price target include whether the KSL project proceeds with economics consistent with our assumptions, the 

impact of regulatory decisions, new projects and acquisitions that fail to gain the confidence of investors, and the level of long-term 

interest rates (impact on valuation). 

We Estimate the Value of the Base Business is $26.00/share 

We have valued the existing business primarily using a P/E approach, which is similar to our valuation methodology for our regulated 

utility and pipeline coverage universe. In addition, we have looked at a rate base valuation, which is more often used in a takeover 

scenario. 

P/E Valuation 

We value utilities primarily based on a P/E multiple due to the regulated nature of the business that focuses on return on equity. We 

have looked at the trading multiples for other companies in our coverage universe with a high degree of regulated utility assets, such 

as Canadian Utilities, Emera and Fortis. In selecting our valuation multiples, we have considered a number of factors, including: 

 Small Size of the Company and Low Trading Liquidity: The market cap of PNG is roughly $100 million with the stock 

generally trading less than 5,000 shares per day. We believe that both of these factors contribute to the valuation discount to other 

companies that we cover, and we expect the valuation discount to persist. 

 Mature Utility Assets. As a whole, the company’s utility businesses are expected to experience very modest, if any, rate base 

growth. This compares less attractively to faster growing utilities that we cover, such as Canadian Utilities, Emera and Fortis, with 

forecast rate base growth generally in the range of 4% to 7%. 

For a P/E valuation, we have used a 12.5x multiple applied to our 2012E EPS estimate to arrive at a $26.00 value per share. The 12.5x 

multiple used in our valuation is a 1x discount to what we use for Canadian Utilities, which is a larger company with a higher organic 

growth profile and higher trading liquidity. 

Pacific Northern Gas Ltd.November 29, 2010
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Exhibit 1: Comparison Table ($MM except per share figures) 

PRICE Normalized Basic EPS P/E Ratio Current

Ticker 25-Nov-10 FY09 FY10E FY11E FY12E FY09 FY10E FY11E FY12E Yield Recommendation Risk

Canadian Utilities CU $51.49 $3.35 $3.56 $3.59 $3.85 15.4x 14.5x 14.3x 13.4x 2.9% Sector Perform Average

Emera EMA $31.84 $1.55 $1.69 $1.80 $1.88 20.5x 18.8x 17.7x 16.9x 4.1% Outperform Average

Fortis FTS $31.73 $1.54 $1.63 $1.78 $1.89 20.6x 19.5x 17.8x 16.8x 3.5% Sector Perform Average

Average 18.8x 17.6x 16.6x 15.7x 3.5%

Pacific Northern Gas PNG $27.75 $1.72 $1.96 $2.02 $2.06 16.1x 14.2x 13.7x 13.5x 4.3% Sector Perform Average  

Source: Company reports; RBC Capital Markets estimates 

Rate Base Valuation 

We also think it is insightful to look at the value of the company compared to its rate base, although this valuation metric tends to be 
used in a takeover scenario. Based on recent acquisitions of similar size (e.g. AltaGas Utility, Great Lakes Power Distribution), the 
valuation could range from roughly 100% to 120% of rate base. As a going concern, we believe the valuation should be no more than 
100% of rate base, which may also be the appropriate takeover valuation in the case of PNG as the utilities are mature (i.e., little or no 
expected growth in rate base). Typically, acquirors are willing to pay a premium to rate base only if there are significant growth 
opportunities. 

At 100% of rate base, the stock would be worth about $25.50/share assuming the hydro plant is valued at 11x EBITDA. 

We See the KSL Option Being Worth About $2.00/share 
Upon full commissioning, we estimate that the KSL project could add roughly $6.00/share to $7.00/share of value when 
commissioned in 2014 or 2015. We conclude that the current share price is reasonable after discounting the KSL valuation from the 
expected in-service date in 2014 or 2015 (at a 12% levered equity discount rate) and assuming a 50% probability factor that the project 
will move forward. 

A detailed analysis of the KSL project is set out later in this report. 

Exhibit 2: Valuation of the KSL Project ($/share) 

2011E 2012E 2013E 2014E

Discounted Value $4.63 $5.18 $5.80 $6.50

Probability Weighted 50%

Probability Weighted Present Value $2.31
 

Source: RBC Capital Markets estimates 

Company Overview and Strategy 

Pacific Northern Gas owns and operates two systems: the Western system, which is a regulated natural gas transmission and 
distribution utility operating within the west-central portion of northern B.C.; and the Northeast system, which is a regulated gas 
distribution utility in northeast B.C. Collectively operating over 3,500 kilometres of transmission and distribution pipeline, the 
company serves residential, commercial and industrial customers in the two resource-based areas. It also owns a small propane vapour 
distribution system in Granisle, B.C. 

PNG is looking to increase shareholder value by optimizing its existing assets and achieving diversified growth in its portfolio through 
targeted acquisitions and development opportunities. The company is focused on enhancing value from its regulated business, 
continuing development of the KSL project and evaluating other opportunities. 

 Existing Regulated Transmission and Distribution Business. PNG’s transmission and distribution business is subject to 
regulation by the B.C. Utilities Commission (BCUC), which sets rates that are designed to allow for a fair return on, and of, capital. 
The company’s total rate base for 2009 was approximately $169 million. 

 Mature, Cost-of-Service Regulated Utility. We view PNG’s utility businesses as having a below average risk profile owing to the 
cost-of-service regulation by the BCUC. Under this form of regulation, PNG earns a return on, and of, capital with almost all other 
costs being a flow through to rate payers. The assets are mature, with the company’s rate base expected to stay relatively flat. 

o Negotiated Settlement on Capital Structure and Equity Risk Premium. In May 2010, PNG announced that the BCUC 
approved the negotiated settlement for the company’s capital structure and equity risk premium application, which provides 
PNG with the opportunity to increase overall earnings in 2010 by roughly $0.6 million ($0.17 per share). The new capital 
structure and allowed ROEs for PNG’s utility assets are set out in Exhibit 3. 

Pacific Northern Gas Ltd.November 29, 2010
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Exhibit 3: Regulated Returns and Capital Structures 

Allowed Equity

ROE Component

Western System 10.15% 45%

Fort St. John/Dawson Creek 9.90% 40%

Tumbler Ridge 10.15% 40%  

Source: Company reports; RBC Capital Markets 

 Development of KSL Project. Through PNG’s 50% stake in Pacific Trail Pipelines (PTP), the company continues to pursue its 

project to loop its mainline transmission system from Kitimat to Summit Lake (KSL Project), which would initially provide gas 

transportation services with a capacity of up to 1 Bcf/day, primarily for the proposed LNG export terminal (Kitimat LNG) to be 

located southwest of Kitimat. PNG’s cost estimate is $1.2 billion (2006 dollars), which is expected to be updated following the 

completion of the front-end engineering and design (FEED) study. Based on increases in pipeline capital costs observed since 2006 

(e.g. Northern Gateway), we expect the revised cost to come in closer to $1.5 billion, if not higher. The KSL project consists of 

roughly 465 kilometres of up to 36-inch diameter pipeline and associated compression facilities. Subject to various conditions 

including the securing of contracts, financing and regulatory approvals, construction of the KSL project is currently scheduled to 

begin in 2011 for targeted completion in 2014. 

o Big Hitters Behind the Kitimat LNG Project. In May 2010, EOG Resources Canada (EOG) agreed to acquire a 24.5% 

partnership interest in PTP and a 49% interest in the Kitimat Terminal. In January 2010, Apache Canada acquired a 25.5% stake 

in PTP as well as a 51% stake in the Kitimat Terminal from Galveston LNG. With two major gas companies behind the project, 

the supply side of the equation appears to be in good shape. The major hurdle will be finding Asian buyers of the LNG at a 

price that makes the project economical. 

 Targeted Growth Through Hydro Power Development and Acquisition Opportunities. While the company recognizes the 

limited opportunities to expand through the acquisition of Canadian natural gas distribution utilities, it has determined that 

independent hydro power development projects with long-term power sales contracts are its best growth alternative due to the 

availability of fixed-price power sales contracts in several Canadian jurisdictions, and the smaller project sizes which fit well with 

PNG’s access to capital. The company intends to leverage off of its experience in operations, permitting, project management and 

regulatory matters. 

o First Hydro Project Acquired Earlier This Year. In April 2010, PNG announced that it has partnered with Skookum Power 

in acquiring a 9.8 MW run of river hydro facility from Kiewit Hydropower Investors and Renewable Power. Located on the 

B.C. Sunshine Coast, the McNair Creek facility has been in operation for five years with its generation output sold to BC Hydro 

under a long-term contract. PNG’s 97% share of the approximately $17.5-million acquisition was funded through the 

assumption of $9.4 million of existing non-recourse debt and incremental borrowings under its current bank facility. 

o Partnership with Skookum Power Brings Hydro Expertise. As part of the strategy to develop the company’s internal 

expertise for hydro power, PNG further entered into a development and operating agreement with Skookum Power, the 

principals of which were former power company executives with collectively 50 years of experience in the hydro power and 

energy sectors. The agreement allows PNG to gain access to expertise in hydrology engineering and commercial development. 

 Working Towards a Higher Dividend Yield. The company is working to gradually increase its target payout ratio to a level more 

in line with other publicly traded utility companies (i.e., 60% to 70%). In February 2010, PNG increased its dividend to an 

annualized rate of $1.12/share (from $1.00/share announced in July 2009) and in October 2010, the company raised the dividend to 

$1.20/share. 

Pacific Northern Gas Ltd.November 29, 2010
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Exhibit 4: Map of Operations 

 

Source: Company reports 

Corporate Structure and History 

PNG was incorporated on October 28, 1965 and became a public company on November 4, 1968. In 1968, the company constructed a 

gas transmission line 50 kilometres north of Prince George at Summit Lake from what is now the Spectra Energy pipeline system 

through to Prince Rupert and Kitimat. A year later, gas transmission services were provided to mainly large industrial customers, to be 

followed by PNG’s development of gas distribution services to communities adjacent to the transmission line. 

In 1993, PNG acquired Northland Utilities, which expanded the company’s service to the Dawson Creek and Tumbler Ridge areas. In 

1997, PNG completed three more acquisitions: the Centra Gas Fort St. John system, which expanded its customer base in the Fort St. 

John area; the Granisle grid, a small propane vapour distribution system located adjacent to the company's western service area; and 

Peace River Transmission Company, which owned the transmission pipeline used to transport gas between Spectra Energy’s pipeline 

facilities and the Dawson Creek distribution system. 

In July 2006, PNG formed PTP for the purpose of developing the KSL Project as a 50/50 partnership with Galveston LNG, which 

subsequently sold a 25.5% interest in PTP and 51% of the proposed Kitimat LNG terminal to Apache Canada on January 13, 2010. On 

May 18, 2010, EOG acquired the shares of Galveston LNG and acquired a 24.5% stake in PTP as well as a 49% stake in the proposed 

Kitimat LNG terminal as part of the transaction. 

Pacific Northern Gas Ltd.November 29, 2010
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Exhibit 5: Share Performance 
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Source: Company reports; Bloomberg; RBC Capital Markets 

Description of Assets 

Western System: Gas Transmission 

The transmission pipeline system in the Western system service area connects with Spectra Energy’s BC Pipeline near Summit Lake, 

B.C., and extends 587 kilometres to Prince Rupert. The pipeline between Summit Lake and Terrace is partially looped with a second 

line to increase capacity. PNG also owns and operates over 300 kilometres of lateral transmission pipelines to service various 

communities, the most significant being lines extending approximately 57 kilometres into Kitimat. The capacity of the transmission 

pipeline system is approximately 115 MMcf/d. 

 Option Agreement with LNG Partners, LLC for Gas Transportation Capacity. PNG has an agreement that provides LNG 

Partners an option to contract for 80 MMcf/d of firm gas transportation service using PNG’s existing capacity on the Western 

system for a two-to-five-year primary term with the right to extend for an additional two-to-15-year term. If LNG Partners 

exercises the option, it would use the transportation service to deliver natural gas to an LNG export facility (potentially a floating 

liquefaction terminal) in Kitimat. 

o On June 17, 2010, the BCUC accepted the Transportation Service Agreement (TSA) between PNG and Merrill Lynch, which 

subsequently assigned the contract to LNG Partners in August 2010. The TSA increased the contract capacity to 80 MMcf/d. 

o The company received $3.5 million in option fees, with the option expiring at the end of 2010. LNG Partners can extend the 

option for up to three, six-month periods (i.e., up to a total of 18 months) at a cost of $1 million per extension. 

o Positive for the Competitiveness of the System, but No Material Impact to Earnings. The revenues under this agreement 

(both option payments and long-term transportation revenues if the option is exercised) are for the benefit of rate payers (i.e., 

revenues received reduce customer bills). Nevertheless, there is the potential for PNG to recover a modest amount of previously 

deferred costs via a regulatory application. Although the agreement does not materially benefit earnings, reducing customer 

bills improves the competitiveness of natural gas versus electricity. 

Pacific Northern Gas Ltd.November 29, 2010
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Western System: Gas Distribution 

PNG owns and operates 1,180 kilometres of natural gas distribution pipelines to serve customers in its Western system. The 

communities served by the Western system’s distribution network had a population of roughly 83,700 in 2009. 

 Majority of Distribution Franchise Agreements Renewable in 2011. PNG has exclusive 21-year term franchise agreements with 

the municipalities of Prince Rupert, Port Edward, Kitimat, Terrace, Smithers, Burns Lake, Houston, Fraser Lake and Vanderhoof, 

entitling it to supply and distribute natural gas within those municipalities. The Kitimat, Terrace, Smithers, Burns Lake, Houston 

and Vanderhoof franchise agreements have an initial term of 21 years, which expire in 2011. Recently, the Port Edward agreement 

was renewed for a further 21-year term. The Prince Rupert and Fraser Lake agreements expire in 2015. All of the agreements are 

renewable at the option of either party for further terms of 21 years. 

 Operating Agreements with Unlimited 10-Year Renewal Terms. PNG has operating agreements with the municipalities of 

Telkwa and Fort St. James that entitle the company to install and operate gas distribution facilities in the municipalities. Each 

agreement provides for an unlimited number of 10-year renewal terms, and PNG is currently operating within renewal terms that 

expire in 2011 and 2019 for Telkwa and Fort St. James, respectively. If the parties cannot agree on renewal terms, the BCUC can 

determine such terms. 

Northeast System: Gas Transmission and Distribution Facilities 

PNG’s Northeast system consists of approximately 160 kilometres of transmission lines, 1,490 kilometres of distribution lines and a 

gas processing plant near Tumbler Ridge. The communities served by the Northeast system’s network services had a population of 

roughly 58,000 in 2009. 

 Northeast System Under Exclusive Franchise Agreements and Operating Agreements. PNG has exclusive franchise 

agreements with the District of Taylor and the cities of Dawson Creek and Fort St. John for 21-year terms, expiring in 2012, 2014 

and 2018, respectively, as well as an operating agreement with the Village of Pouce Coupe that expires in 2016. The Dawson Creek 

and Fort St. John agreements provide for payment of a 3% fee on gross revenues from sales of gas to residential, commercial, 

public and institutional customers, and 3% of the gross revenue from the sale of the first 328,000 GJ per year to any industrial 

customer. PNG (N.E.) operates its gas distribution facilities in the Tumbler Ridge area pursuant to a certificate of public 

convenience and necessity issued by the commission. No franchise fees are payable to the municipality of Tumbler Ridge. 

Renewable Energy Business 

 McNair Creek 9.8 MW Hydro Facility. On April 19, 2010, in partnership with Skookum Power, PNG closed the acquisition of 

97% ownership in the 9.8 MW McNair Creek hydro facility from Kiewit Hydropower Investors Inc. and Renewable Power Corp. 

Located on B.C.’s Sunshine Coast, the McNair facility has been in operation for more than five years with its generation output 

sold under a long-term contract to BC Hydro. 

o Accretive to EPS in 2011. The total purchase price was approximately $17.5 million and was funded in part by the assumption 

of $9.4 million in non-recourse debt and the remainder in cash. The transaction is expected to be cash flow positive for 2010 

and is expected to be accretive to PNG’s EPS in 2011. 

KSL Pipeline Project: A Potentially Transformational Project 

Through its 50% interest in the PTP, PNG continues to pursue the KSL project, which consists of approximately 465 kilometres of up 

to 36-inch diameter pipeline and associated compression facilities, at a cost of $1.2 billion based on estimates made in 2006. Based on 

cost escalation since that time, we estimate that costs could be revised closer to $1.5 billion, if not higher. The KSL project would 

provide gas transportation services for up to 1 Bcf/d, primarily for the Kitimat Terminal to be located approximately 15 kilometres 

southwest of Kitimat. 

The KSL project is a natural gas pipeline system expansion from Summit Lake to Kitimat, B.C. which will serve the Kitimat 

Terminal. The pipeline will partially loop the existing PNG pipeline between Summit Lake and Kitimat to increase the system’s 

capacity via a more direct pipeline route. The project will connect the Kitimat Terminal with a direct connection to the Spectra Energy 

Transmission pipeline system at Summit Lake (Station 4A) and access to natural gas supplies in B.C. and Alberta. 

 First Nations Option. PNG owns 50% in PTP subject to an investment option in favour of certain First Nations and if the option is 

exercised, PNG’s ownership will still remain greater than 40% after contributing its existing gas transmission assets into PTP. 
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Exhibit 6: Current Project Ownership 

 

Source: Company reports 

Exhibit 7: Map of PTP Pipelines 

 

Source: Company reports 

Evaluation of the Potential Pipeline Economics 

Our base analysis of the pipeline assumes a levelized toll structure that has become common for many new pipelines. Similar to the 

Alliance pipeline, we have assumed that a return-on-rate-base approach and cost-of-service principles are used to set the toll with a 

depreciation schedule that is shaped to provide a levelized toll over time. We have also examined the economics of other tolling 

structures and find the equity IRRs to be similar. 

We have examined the economics using the following key assumptions: 
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 Capital Cost: The most recent capital cost estimate for the pipeline is $1.2 billion (in 2006 dollars). We believe that when costs are 

updated, the estimate is likely to be closer to $1.5 billion (if not higher) based on the increase in forecast capital costs (from the 

original estimate in late 2005). In our analysis, we have used a capital cost of $1.5 billion and we assume that the project is 

completed on budget. 

 Capacity and Toll: We have assumed that the initial capacity is 700 MMcf/day. Based on this volume of throughput, we estimate 

a toll of $0.70/Mcf assuming that the entire capacity is contracted for a 25-year period. 

 Realized Equity IRR: We have assumed a 12% levered equity IRR, which is consistent with returns for similar projects. 

 Equity Thickness: Our analysis assumes a 30% equity capitalization, which is at the lower end of what we generally see for 

pipelines. However, we believe that appropriate credit metrics can be maintained through the use of non-recourse, project 

financing. The lower equity component helps reduce the overall toll. 

 Depreciation: We have shaped depreciation to levelize tolls over a 25-year term, resulting in lower depreciation of the rate base in 

earlier years with a higher depreciation rate towards the end of the contract. 

 Interest Expense: We assume that the 70% debt is project financed on a non-recourse basis at a 7% interest rate. Our analysis also 

assumes that the debt is repaid in line with the decline in rate base to maintain a constant capital structure. 

 Taxes: To keep the toll as competitive as possible, we have assumed that only cash taxes are collected in tolls. This concept is 

consistent with what we have observed recently for other regulated assets. 

Exhibit 8 sets out the forecast cash flows for the construction period in addition to the first 10 years of the project’s operations. 

Exhibit 8: Forecast KSL Pipeline Cash Flows for the First 10 Years of Operations ($MM) 

2011E 2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E 2020E 2021E 2022E 2023E

Opening Rate Base $0 $225 $750 $1,500 $1,472 $1,441 $1,408 $1,371 $1,331 $1,291 $1,248 $1,204 $1,158

Depreciation 0 0 0 (28) (31) (33) (37) (40) (41) (42) (44) (46) (48)

Capex 225 525 750 0 0 0 0 0 0 0 0 0 0

Ending Rate Base $225 $750 $1,500 $1,472 $1,441 $1,408 $1,371 $1,331 $1,291 $1,248 $1,204 $1,158 $1,110

Average Rate Base 1,486 1,457 1,424 1,389 1,351 1,311 1,269 1,226 1,181 1,134

Equity Component 446 437 427 417 405 393 381 368 354 340

ROE 13% 13% 13% 13% 13% 13% 13% 13% 13% 13%

Net Income $58 $57 $56 $54 $53 $51 $50 $48 $46 $44

Income Tax 0 0 0 0 0 3 5 7 9 11

Pre-Tax Income 58 57 56 54 53 54 54 55 55 55

Interest Expense 73 71 70 68 66 64 62 60 58 56

Depreciation 28 31 33 37 40 41 42 44 46 48

EBITDA 159 159 159 159 159 159 159 159 159 159

Operating Costs 20 20 20 20 20 20 20 20 20 20

Revenue Requirement $179 $179 $179 $179 $179 $179 $179 $179 $179 $179

Throughput (Bcf/year) 256 256 256 256 256 256 256 256 256 256

Toll ($/Mcf) $0.70 $0.70 $0.70 $0.70 $0.70 $0.70 $0.70 $0.70 $0.70 $0.70

Levered Cash Flow

EBITDA $159 $159 $159 $159 $159 $159 $159 $159 $159 $159

Interest Expense (73) (71) (70) (68) (66) (64) (62) (60) (58) (56)

Cash Tax 0 0 0 0 (0) (3) (5) (7) (9) (11)

Capex (225) (525) (750) 0 0 0 0 0 0 0 0 0 0

Debt Funding of Capex 158 368 525 0 0 0 0 0 0 0 0 0 0

Rate Base Debt Repayment 0 0 0 (20) (21) (23) (26) (28) (29) (30) (31) (32) (34)

Levered Cash Flow ($68) ($158) ($225) $66 $66 $66 $65 $65 $63 $62 $61 $60 $59

Levered Equity IRR 12%  

Source: Company reports; RBC Capital Markets estimates 
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What the Pipeline Could be Worth to PNG 

Ownership Interest Likely in the 40% to 45% Range 

PNG holds a 50% interest in the pipeline project. However, there are two moving pieces that are likely to change the economics: (1) 

certain First Nations have the option to acquire up to a 30% interest in the project (which would initially reduce PNG’s interest); and 

(2) PNG intends to contribute existing pipeline assets, with an estimated value of $100 million, from the Western system into the 

project (which would serve to increase PNG’s interest). PNG’s ultimate ownership in the project is dependent on the First Nations 

exercising their option, the value of the pipeline assets that PNG contributes to the project, the capital cost of the project and the equity 

component of the capital structure. With respect to the potential sale of interests by any of the parties in the pipeline, there are no 

rights of first refusal, put options or tag-along/drag-along provisions. 

In Exhibit 9, we have set out the expected ownership interest of 42.8% in addition to sensitivity tables showing PNG’s interest based 

on a range of capital costs for the pipeline, a range of values for the pipeline assets contributed to the project and various equity 

components of the capital structure. 

Exhibit 9: PNG’s Forecast Ownership Interest in the KSL Project ($MM) 

Total Capital $1,500

Equity Component 30%

Total Equity $450

PNG Assets Vended In 100

Cash Equity $350

PNG First Nations Apache/EOG

$ % $ % $ %

Cash Equity $123 35% $105 30% $123 35%

PNG Assets Vended In 100

Total Equity $223 49% $105 23% $123 27%

First Nations Equalization (30) -7% 30 7%

Pro Forma Interests $193 43% $135 30% $123 27%

Total Cash Required $93 $135 $123  

Capital Cost

43% $1,300 $1,500 $1,700

25.0% 45.8% 44.3% 43.2%

Equity 27.5% 44.8% 43.5% 42.5%

Component 30.0% 44.0% 42.8% 41.9%

32.5% 43.3% 42.2% 41.3%

35.0% 42.7% 41.7% 40.9%  

Capital Cost

43% $1,300 $1,500 $1,700

$80 42.2% 41.2% 40.5%

Value $90 43.1% 42.0% 41.2%

of Assets $100 44.0% 42.8% 41.9%

Vended In $110 44.9% 43.6% 42.5%

$120 45.8% 44.3% 43.2%  

Source: Company reports; RBC Capital Markets estimates 

The Project Could Add $6.00 to $7.00 per Share to Value 

We forecast the equity book value of the project to be $450 million based on a $1.5 billion capital cost and 30% equity capitalization. 

When operational, we believe that the project could be “re-rated” from a 12% levered IRR to a 10% levered IRR. Upon 

commissioning, a $600 million equity book value results in a 10% levered IRR, implying $150 million of upside (en bloc). Based on 

PNG’s 42.8% projected ownership, the company’s share of the upside is roughly $64 million, or about $6/share to $7/share (assuming 

common equity is issued to fund PNG’s equity portion of the project). 

The Kitimat LNG Terminal: The Future of KSL Depends on It 

The Kitimat LNG Terminal is the proposed liquefied natural gas terminal at Bish Cove near the Port of Kitimat, B.C., at which natural 

gas from the Western Canada Sedimentary Basin (WCSB) will be cooled and liquefied in preparation for export via ship to growing 

global markets. The Kitimat terminal will take delivery of gas from the KSL pipeline project. 

Although PNG has no economic interest in the Kitimat LNG terminal, the future of the KSL pipeline project depends on whether the 

LNG terminal proceeds. 
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 An Interesting Outlet for Northeast B.C. Gas Producers. The Kitimat LNG option may make sense for northeast B.C. gas 
producers given its geographic proximity in addition to the potential for higher gas prices in Asian markets due to current pricing 
that is based off of crude oil. For a detailed assessment of the Horn River Basin (one of the major gas plays in northeast B.C.), 
please refer to our comprehensive report titled Horn River Basin Shale Gas: Awakening the Northern Giant. The report was 
published on September 27, 2010 by RBC’s Global Energy Research Team. 

 The Project Needs Contracts. For the Kitimat LNG project (and in turn, the KSL pipeline project) to proceed, we believe the key 
will be the ability to find Asian buyers of LNG willing to sign long-term contracts with pricing at, or above, our preliminary 
estimate of US$8.50/Mcf to US$9.00/Mcf (i.e., Japan Crude Cocktail pricing) needed to result in an attractive netback to Horn 
River gas producers. The project has signed several memorandums of understanding (MOU), but we are waiting to see if those 
MOUs will be turned into binding commitments. 

o GAS NATURAL: In July 2009, Kitimat LNG and GAS NATURAL signed an MOU under which GAS NATURAL intends to 
acquire up to 30% of production from Kitimat LNG’s proposed export terminal. GAS NATURAL plans to purchase up to 1.6 
Mtpa of LNG from the terminal for 20 years. 

o KOGAS: In June 2009, Kitimat LNG signed an MOU with Korea Gas Corporation (KOGAS) under which KOGAS will 
acquire up to 40% of Kitimat LNG’s production and an option to acquire an equity stake in the Kitimat Terminal. KOGAS plans 
to purchase 2.0 Mtpa of LNG from the proposed terminal for 20 years. In February 2010, KOGAS signed a farm-out agreement 
with Encana to invest $564 million over three years to earn a 50% interest in certain Horn River and Montney gas plays. 

o Mitsubishi: In January 2009, the project signed a Heads of Agreement under which Mitsubishi would acquire terminal capacity 
(1.5 Mtpa) in addition to a minority equity stake in the project. 

Exhibit 10: Map of Kitimat LNG Terminal 

 

   
Source: Company reports 
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 Project Description. To be located at Bish Cove near the Port of Kitimat, about 650 kilometres north of Vancouver, B.C., the 

proposed Kitimat LNG export terminal has a planned capacity of approximately 700 MMcf/d of natural gas or 5 million metric 

tonnes of LNG per year. With a preliminary cost estimate of $3 billion, the project is expected to export four to five shipments per 

month, and consists of a 40-hectare LNG export terminal site with marine on-loading, LNG storage (two 210,000 m
3
 LNG storage 

tanks which roughly equates to 8.9 Bcf of natural gas), natural gas delivery, liquefaction and LNG send-out facilities. The Kitimat 

Terminal received its Provincial Environmental Certificate in late 2008 and Federal Environmental Assessment permit in early 

2009. 

 KSL Pipeline Project Connection. The Kitimat terminal will receive its natural gas supply by connecting to the Spectra BC 

Pipeline, through the existing Pacific Northern Gas Pipeline and the KSL pipeline project. Once received at the terminal, the gas 

will then be chilled to minus 160 degrees Celsius, at which point it becomes LNG that can be stored in full containment tanks, and 

shipped to Asian markets. In addition to the proximity to natural gas transmission infrastructure, Bish Cove is located in a 

deepwater fjord that offers a port for year-round access to potential LNG participants. 

 Ownership Structure. The LNG terminal project is under development by Apache Canada, which also holds a 25.5% interest in 

the KSL pipeline project, and has a 51% stake in Kitimat LNG, and EOG, which also holds a 24.5% interest in the KSL project, 

has the remaining 49% stake in the LNG project. 

Project Timeline 

 The Kitimat LNG Terminal received its environmental assessment certificate from the BC Environmental Assessment Agency and 

was granted federal environmental approval for a regasification terminal in 2006. 

 Kitimat LNG received its Provincial Environmental Certificate for the liquefaction terminal in late 2008 and the Federal 

Environmental Certificate in January 2009. 

 Exhibit 11 below sets out the timeline from previous PNG disclosures. However, discussions with the participants and others in the 

industry lead us to believe that the timeline could be pushed back. 

Exhibit 11: Currently Disclosed Project Timeline and Milestones of LNG Terminal Project 

 Pacific Trail Pipelines LNG Terminal 

To Date Provincial/Federal environmental approvals 

First Nations economic agreement with the BC government 

Apache joins project 

Provincial/Federal environmental approvals 

Apache joins project 

2010 Secure shipper commitments 

File application with B.C. Utilities Commission 

Preliminary engineering 

Commence front end engineering and design (FEED Study) 

2011 B.C. Utilities Commission decision 

Secure debt commitments 

Final investment decision 

Raise equity 

Final investment decision 

Award EPC contract 

Commence construction 

2012 Commence construction Continue construction 

2013 Continue construction Continue construction 

2014 Targeted in service Targeted in service 

Source: Company reports; RBC Capital Markets 

The Target Market is Asia. The Kitimat Terminal provides an opportunity for participants to take advantage of the established 

difference in natural gas pricing between North America and Asian LNG pricing that is based on crude oil derivatives. Furthermore, 

the Kitimat Terminal on the Pacific Northwest coast is the shortest route between Pacific Basin LNG markets and the North American 

energy market. The following table shows sailing times to key Pacific Basin market locations from Kitimat Terminal versus 

liquefaction terminals in the Atlantic basin. Target markets include Japan, the largest importer of LNG in the world, as well as South 

Korea, China and Taiwan. With the exception of India, transit times for LNG supplied to Asian markets from Australia, Indonesia and 

Papua New Guinea would be slightly less than Kitimat. 
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Exhibit 12: Table of Transit Times (in days) 

 Kitimat Trinidad & Tobago Nigeria Algeria 

Tokyo 8.6 30.7 24.0 21.1 

Seoul 10.3 29.5 23.0 26.4 

Shanghai 10.4 59.3 22.2 19.6 

Fujian 11.4 58.1 21.3 18.5 

India 30.1 32.2 22.3 15.3 

Source: Company reports; RBC Capital Markets 

Financial Forecast 

In Exhibits 13 through 16, we have set out our forecast income statement, balance sheet cash flow statement and other metrics for 

2010 to 2012. Our financial forecast is based on the following key assumptions: 

 Utility Returns: We have assumed that the allowed capital structures for each of the company’s utilities remain unchanged 

through our forecast period. Pending the BCUC’s review of the ROE formula that is likely to occur in 2011, we have assumed that 

the ROE remains unchanged at 10.15% for the Western system and Tumbler Ridge, and 9.90% for the Fort St. John/Dawson Creek 

system. 

 Utility Rate Base: Our forecast reflects utility capital expenditures of roughly $7 million in 2010 and $8 million in 2011 and 2012. 

We project a modest annual decline in rate base for the Western system and modest increases for both the Fort St. John/Dawson 

Creek and Tumbler Ridge systems. 

 Stable Regulatory Environment: In addition to our assumptions for the utilities as previously described, we have assumed that 

there is a stable regulatory environment with no major negative (or positive) decisions. 

 KSL Not in Our Numbers: We have not included the potential capex and related financing for KSL in our financial forecast. 

Further, we have assumed that project development costs, including $2.3 million that PNG expects to spend by the end of 2010, 

will be capitalized. 

 No Acquisitions or Divestitures: We have assumed that the company does not make any major acquisitions or divest any material 

assets throughout our forecast period. 

 Dividends: We assume that PNG increases its annual dividend modestly to $1.28 and $1.36 in late 2011 and late 2012, 

respectively. From a timing perspective, we forecast that the increases will be announced in the fall, resulting in the higher 

dividend being received for Q4 (i.e., the actual cash dividends received for 2011 and 2012 are forecast to be $1.22 and $1.30, 

respectively). 
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Exhibit 13: Income Statement ($MM except per share amounts or otherwise stated) 

2008 2009 2010E 2011E 2012E

Gas Sales and Transportation Services $39.7 $40.5 $47.7 $47.1 $47.7

Hydro 0.0 0.0 1.3 2.0 2.0

Other 7.0 6.4 2.2 2.2 2.2

Total Operating Margin 46.7 46.9 51.2 51.3 51.9

Operating and Maintenance (12.0) (12.3) (12.2) (13.0) (13.2)

Administrative and General (6.5) (7.3) (8.7) (8.0) (8.0)

Municipal and Other Taxes (4.7) (4.6) (4.8) (4.9) (5.0)

Investment and Other Income 0.1 0.0 0.0 0.0 0.0

EBITDA 23.6 22.7 25.4 25.4 25.8

Depreciation and Amortization (8.6) (8.1) (8.7) (8.7) (8.7)

Interest Expense, Net (7.0) (5.6) (6.4) (6.4) (6.4)

Project Development Expenditures (0.8) (0.2) (0.6) 0.0 0.0

Current Taxes (0.9) (2.2) (1.2) (1.3) (1.3)

Future Taxes (0.3) (0.1) (1.2) (1.3) (1.3)

Non-Controlling Interest 0.0 0.0 0.0 0.0 0.0

Net Income 5.9 6.5 7.4 7.7 8.0

Less: Dividends on Preferred Shares (0.3) (0.3) (0.3) (0.3) (0.3)

Net Income to Common $5.6 $6.2 $7.1 $7.4 $7.7

Average Diluted Shares O/S (MM) 3.7 3.6 3.7 3.8 3.8

EPS (Basic) $1.53 $1.72 $1.96 $2.02 $2.06

EPS (Diluted) $1.52 $1.71 $1.91 $1.97 $2.01  

Source: Company reports; RBC Capital Markets estimates 

Exhibit 14: Balance Sheet ($MM) 

2008 2009 2010E 2011E 2012E

Cash $0.6 $1.5 $2.0 $6.3 $10.7

Other 37.2 27.1 20.3 19.0 17.6

Current Assets 37.8 28.6 22.2 25.3 28.3

Property Plant and Equipment 177.8 178.4 195.7 194.9 194.2

Other 6.5 13.2 22.8 22.8 22.8

Total Assets $222.0 $220.2 $240.7 $243.1 $245.4

Bank Indebtedness 3.0 2.6 0.0 0.0 0.0

Termination Payment Deferral 3.8 0.0 4.9 3.2 1.6

Short-term Debt 2.4 2.8 7.8 8.8 2.8

Other 35.8 30.5 20.2 20.2 20.2

Current Liabilities 44.9 35.9 32.9 32.2 24.6

Long-term Debt 74.5 71.8 85.4 84.4 90.4

Future Income Taxes 0.0 16.5 19.9 19.9 19.9

Other Liabilities 13.8 5.7 7.7 7.8 7.9

Non-Controlling Interest 0.0 0.0 0.2 0.2 0.2

Preferred Shares 5.0 5.0 5.0 5.0 5.0

Shareholders' Equity 83.7 85.4 89.6 93.5 97.4

Total Liabilities and Equity $222.0 $220.2 $240.7 $243.1 $245.4
 

Source: Company reports; RBC Capital Markets estimates 
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Exhibit 15: Cash Flow Statement ($MM) 

2008 2009 2010E 2011E 2012E

Reported Net Income (Loss) $5.9 $6.5 $7.4 $7.7 $8.0

Future Tax 0.3 0.1 1.2 1.3 1.3

Depreciation and Amortization 8.7 8.2 8.7 8.7 8.7

Other Amortization (6.6) (5.5) (0.1) (1.6) (1.6)

Other 0.3 (0.2) (0.5) 0.1 0.1

Cash Flow from Operations 8.7 9.2 16.6 16.2 16.5

Change in Working Capital 9.3 9.7 (7.0) 0.0 0.0

Operating Cash Flow 18.0 18.9 9.6 16.2 16.5

Capital Expenditures (10.4) (9.5) (10.0) (8.0) (8.0)

Acquisitions 0.0 0.0 (7.7) 0.0 0.0

Other (0.0) (0.1) 5.0 0.0 0.0

Cash Flow from Investing (10.4) (9.6) (12.7) (8.0) (8.0)

Increase (Decrease) in Debt (4.2) (2.9) 6.6 (0.0) 0.0

Issuance (Repurchase) of Shares 0.0 (1.8) 0.0 0.0 0.0

Employee Stock Options Exercised 0.0 0.1 1.0 1.0 1.0

Dividends Paid on Common Shares (3.6) (3.6) (4.0) (4.5) (4.8)

Dividends Paid on Preferred Shares 0.0 (0.2) (0.3) (0.3) (0.3)

Other 0.0 0.0 0.2 0.0 0.0

Cash Flow from Financing (7.8) (8.3) 3.5 (3.8) (4.2)

Net Change in Cash (0.2) 0.9 0.5 4.4 4.4

Opening Cash Balance 0.8 0.6 1.5 2.0 6.3

Ending Cash Balance $0.6 $1.5 $2.0 $6.3 $10.7
 

Source: Company reports; RBC Capital Markets estimates 

Exhibit 16: Summary Metrics 

2008 2009 2010E 2011E 2012E

Summary Debt Metrics

Net Debt/Cap 48% 46% 50% 48% 45%

FFO/Net Debt 11% 12% 18% 18% 19%

Net Debt/EBITDA 3.5x 3.4x 3.7x 3.5x 3.3x

Other Metrics

Dividend Per Share $0.88 $0.96 $1.14 $1.22 $1.30

Payout Ratio 58% 56% 60% 62% 65%  

Source: Company reports; RBC Capital Markets estimates 

Senior Management 

Roy G. Dyce - President and Chief Executive Officer 

Mr. Dyce was appointed President and CEO in 1994 and has served as a Director of Pacific Northern Gas since 1982. He began his 

career with Westcoast Energy in 1966 in the Engineering Department and during his 13 years with Westcoast, Mr. Dyce's main areas 

of responsibility were in corporate development, marketing and regulatory affairs. He was involved in the launch of Pacific Northern 

Gas in the late 1960s and joined the company in 1980. Mr. Dyce is also a member of the board of directors of the Canadian Gas 

Association. 

Greg B. Weeres - Vice President, Operations and Engineering 

Prior to joining Pacific Northern Gas in 1998, Mr. Weeres was with BC Gas and its predecessor company Inland Natural Gas for 15 

years. He began his career in Vancouver for Inland Natural Gas in the design engineering area in 1983, and relocated to Prince 

George, B.C. two years later to take over the engineering responsibilities for the northern part of Inland's operation. Mr. Weeres has 

held a number of different positions including Operations Manager, District Manager and Manager Customer Services which provides 

him with experience in the areas of Engineering, Construction, Customer Service, Marketing, Sales, Government Relations and 

Regulatory Affairs. 
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Janet P. Kennedy - Vice President, Finance 

Ms. Kennedy joined Pacific Northern Gas in October 2007 as Vice President of Finance. Prior to joining Pacific Northern Gas, she 

worked for Terasen from 1993 to 2006, most recently as Director, Financial Planning & Projects. During her 13 years at Terasen, Ms. 

Kennedy's main areas of responsibility were in financial planning, M&A projects, strategic planning, financial reporting, financial 

accounting, plant accounting and budgeting, and the oversight of various corporate investments. Ms. Kennedy began her career with 

KPMG in 1987 and is a Chartered Accountant. 

Kevin R. Teitge - Vice President, Corporate Development and Treasurer 

Mr. Teitge joined the company in early 2004 as Senior Financial Officer and acted as Interim CFO of the Company for six months 

commencing March 2004. Prior to joining Pacific Northern Gas, Mr. Teitge spent a brief period as an independent consultant in 2003 

following seven years with Westcoast Energy, most recently as Director, Corporate and Project Finance where he participated in the 

development and execution of the finance plan for Westcoast. Mr. Teitge’s other work experience included tenures with the Ministry 

of Energy, Mines and Petroleum Resources of the Province of B.C., and the Alberta Energy Company. 

Craig P. Donohue - Director, Regulatory Affairs & Gas Supply and Assistant Secretary 

Mr. Donohue was appointed as the Director, Regulatory Affairs and Gas Supply for Pacific Northern Gas in 1998. He joined PNG in 

1990 as Manager of Regulatory Affairs, and was also appointed to the position of Assistant Secretary in late 2003. Mr. Donohue 

began his career with Westcoast Energy in 1980 in Westcoast's legal department, and during his 10 years with Westcoast, Mr. 

Donohue's main areas of responsibility were in corporate/commercial legal matters relating to the company’s day-to-day business 

activities. 
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Investment Risks and Price Target Impediments 

Regulatory Decisions 

The company’s utility assets, which contribute the vast majority of the earnings and cash flow, are subject to regulation by the B.C. 

Utilities Commission. Decisions by the BCUC, including but not limited to returns, capital structure and the timely recovery of the 

utilities’ costs of service, could have a material positive or negative impact on the company. 

KSL Project 

PNG continues to pursue the KSL Project with the project’s construction scheduled to commence in 2012 for completion in 2014. 

Conditions to construction include the securing of contracts for use of the project’s transportation capacity, financing for construction 

of the KSL Project, and additional regulatory approvals for the KSL Project such as a Certificate of Public Convenience and Necessity 

(CPCN) from the BCUC and other permits from the B.C. Oil and Gas Commission. If construction of the KSL Project does not 

proceed, PNG will remain reliant on its existing customer base and assets. Management has estimated that the construction of the KSL 

Project will cost approximately $1.2 billion based on estimates made in 2006. Development and construction costs could be higher 

than expected. 

Rising Interest Rates 

Energy infrastructure stocks have traditionally paid a high dividend, which has been viewed as attractive in low interest rate 

environments. Our analysis indicates that rising long-term interest rates have historically had a significant negative effect on sector 

valuations. As a result, a significant rise in long-term interest rates is expected to have an adverse effect on PNG’s share price. 

Potential Acquisitions and Project Development 

Acquisitions are part of PNG’s growth strategy, particularly for hydro assets. An acquisition that is not strategic and accretive runs the 

risk that it will not gain the support of investors, which could negatively impact the share price. From a project development 

perspective, meaningful cost overruns or contracts priced with a low IRR could negatively impact the value of the company. 

Competitiveness of Natural Gas 

Although PNG’s utilities do not have direct exposure to natural gas prices due to the flow-through mechanism in customer rates, the 

overall competitiveness of natural gas is a driver behind customer growth. Lower gas prices are generally positive for the business as 

they drive conversions to natural gas (from other heating sources), retain existing customers, and keep industrial customers 

competitive. 
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Valuation

Our $28.00/share price target is based on a 12.5x forward P/E for the existing assets plus a $2.00/share (50% risked) present value for
the KSL project. The 12.5x multiple used in our valuation is a discount to the other Canadian regulated utility companies that we
cover. We believe a discount is reasonable given small size of the company, the low trading liquidity and the mature utility assets that
have very modest organic growth potential.

Price Target Impediment
Impediments to our price target include the success of the KSL pipeline on economic terms consistent with our assumptions,
regulatory decisions, the economy in the company's service territories, investments or acquisitions that fail to gain the confidence of
investors and the level of long-term interest rates.

Company Description
Pacific Northern Gas owns and operates two systems: the Western system, which is a regulated natural gas transmission and
distribution utility operating within the west-central portion of northern B.C.; and the Northeast system, which is a regulated gas
distribution utility in northeast B.C. Collectively operating over 3,500 kilometres of transmission and distribution pipeline, the
company serves residential, commercial and industrial customers in the two resource-based areas. In addition to the regulated utility
business, the company owns a 9.8 MW run-of-river hydro plant. PNG is focused on enhancing value from its regulated business,
continuing development of the KSL project and evaluating other opportunities.
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Pacific Northern Gas Ltd. (TSX: PNG)

Agrees to Sell 50% Stake in KSL Project; Increasing
Price Target to $33.00

Sector Perform
Average Risk
Price: 31.35

Shares O/S (MM): 3.6
Dividend: 1.20

Price Target: 33.00 ↑ 28.00
Implied All-In Return: 9%
Market Cap (MM): 113
Yield: 3.8%

Large Holder: 15% interest

Event

PNG agreed to sell its 50% stake in the KSL Project; increasing price target to
$33.00 (from $28.00).

Investment Opinion

• Agreement to Sell KSL Project Stake. Pacific Northern Gas announced that it
has agreed to sell its 50% stake in the KSL Project (moving Horn River gas to a
proposed LNG export facility in Kitimat, BC) to Apache Canada and EOG
Canada, the proponents of the LNG export facility in Kitimat, for $30 million
upon closing and an additional $20 million when Apache and EOG decide to
proceed with the construction of the LNG export terminal. The transaction is
expected to close later this month.

• Good Value for Shareholders. After tax and other expenses, management
estimates that the total payment will generate $9/share to $10/share of value. In
our initiating coverage report published on November 29, 2010, our analysis
placed a total value for the project of $6/share to $7/share when commissioned
in 2014 or 2015. As such, this transaction crystallizes value immediately in
addition to providing a stronger-than-expected overall value for the project.

• Further Guidance Over the Coming Weeks on Use of Proceeds. PNG's
board is currently reviewing its strategy in light of the up-front payment, and
further guidance is expected to be announced over the coming weeks. On the
conference call, management mentioned that "everything is on the table" (e.g.,
share repurchase, a special dividend, acquisitions and a sale of the company).
Given the small size of the company, we do not expect meaningfully sized
share repurchases or special dividends to be likely outcomes.

• Valuation: Increasing Price Target to $33.00 (from $28.00) to Reflect the
KSL Project Sale. Our increased price target is based on a 12.5x forward P/E
for the existing assets (unchanged) plus $5/share for the up-front payment for
the KSL Project sale and about $2/share (50% risked) for the payment
contingent upon the KSL Project going forward. The 12.5x multiple used in our
valuation is a discount to the other Canadian regulated utility companies that
we cover. We believe a discount is reasonable given the company's small size,
the low trading liquidity and the mature utility assets that have very modest
organic growth potential.

Priced as of prior trading day's market close, EST (unless otherwise noted).

125 WEEKS 19SEP08 - 04FEB11

12.00

16.00

20.00

24.00

28.00

S O N
2008

D J F M A M J J A S O N
2009

D J F M A M J J A S O N
2010

D J F
HI-28JAN11 30.85
LO/HI DIFF 170.61%

CLOSE 30.00

LO-06MAR09 11.40

PEAK VOL. 103.8
VOLUME 9.0

100.00

120.00

140.00

160.00

Rel. S&P/TSX COMPOSITE INDEX HI-14JAN11 172.07
LO/HI DIFF 77.42%

CLOSE 165.23

LO-17APR09 96.98

RBC Dominion Securities Inc.

Robert Kwan, CFA (Analyst)
(604) 257-7611; robert.kwan@rbccm.com

Danny Hung, CA (Associate)
(604) 257-7064; danny.hung@rbccm.com

Nelson Ng, CFA (Analyst)
(604) 257-7617; nelson.ng@rbccm.com

FY Dec 2009A 2010E 2011E 2012E

EPS (Op) - Basic 1.72 1.96 2.02 2.06

Div. Yield 3.1 3.6 3.9 4.1

P/E 18.2x 16.0x 15.5x 15.2x

EPS (Op) - FD 1.71 1.91 1.97 2.01

Annual Div. 0.96 1.14 1.22 1.30

EPS (Op) - Basic Q1 Q2 Q3 Q4

2009 1.39A (0.13)A (0.49)A 0.95A

2010 1.51A (0.06)A (0.64)A 1.16E

2011 1.77E (0.12)E (0.71)E 1.09E

All values in CAD unless otherwise noted.

For Required Non-U.S. Analyst and Conflicts Disclosures, see page 5.



2

Full Value Received for KSL Project 
Pacific Northern Gas announced that it has agreed to sell its 50% stake in Pacific Trails Pipelines (PTP is the company in pursuit of 
the KSL Project) to Apache Canada and EOG Canada, the proponents of the proposed LNG export facility in Kitimat (Kitimat LNG), 
for $30 million upon closing and an additional $20 million when Apache and EOG decide to proceed with the construction of Kitimat 
LNG. Pending standard industry conditions and consents, the transaction is expected to close by the end of February 2011. The KSL 
Project (please refer to Exhibit 1) would provide gas transportation services with a capacity of up to 1 Bcf/day by looping Pacific 
Northern Gas’ mainline transmission system from Kitimat to Summit Lake. 

Exhibit 1: Map of KSL Project (Pacific Trails Pipeline) 

 

Source: Company reports 

Attractive Value Crystallized for Shareholders 
On the conference call, management estimated that due to transaction expenses being deducted from the first tranche payment, the 
total payment of $50 million (after tax and other expenses), which is equivalent to about $9/share to $10/share of value, would be 
roughly evenly split between the up-front payment and the payment when the project goes ahead. As such, we estimate that the up-
front payment will be about $5/share. In our initiating coverage report published on November 29, 2010, our analysis placed a total 
value of the project of $6/share to $7/share when commissioned in 2014 or 2015. As such, this transaction crystallizes value 
immediately in addition to providing a stronger-than-expected overall value of the project. Management noted that PNG’s investment 
for the KSL Project to-date was approximately $7.5 million ($5 million after-tax). 

Good Value for Rate Payers via Rate Reductions 
As part of the transaction, PNG negotiated operating and transportation service agreements such that it will operate the KSL pipeline 
for at least seven years following the expected completion date in 2015, subject to five-year renewals thereafter. The revenue 
generated would reduce gas delivery rates for rate payers, similar to the reduced levels if PNG had kept its stake in the KSL Project. 
Further, PNG’s existing mainline capacity will be underpinned by 20-year transportation service agreements that would require 
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Apache and EOG to use a portion of PNG’s current pipeline capacity, in the event that it is not first claimed by a separate LNG export 
project. The increased utilization on the existing mainline would further reduce customer rates. We expect the agreements to be 
approved by the B.C. Utilities Commission (BCUC) due to the benefit to ratepayers. 

Company Outlook Post-Transaction 
Upon completion of the transaction, guidance to be provided over the coming weeks on the use of proceeds should provide greater 
clarity on PNG’s future cash flows and its core businesses. The company’s board is currently reviewing its business strategy in light of 
the upcoming up-front payment and plans to provide further guidance after the board meeting in March 2011 and no later than the 
annual general meeting on May 11, 2011. Management noted that while there are no current projects to which PNG could apply the 
funds, the board is reviewing potential options that could include a share repurchase, a special dividend, acquisitions and a sale of the 
company. Due to the company’s small size, we do not expect share repurchases or a special dividend to be meaningful components of 
the use of proceeds. 

Price Target Increased to Reflect the Sale 
We have increased our price target to $33.00 (from $28.00) to reflect the sale of PNG’s interest in the KSL Project. The price target 
increase of $5/share includes the immediate value crystallization from the up-front payment of roughly $5/share, and about half of the 
additional payment of $5/share when Apache and EOG decide to proceed with the construction of Kitimat LNG (i.e., assuming 
roughly a 50% probability factor that the project moves forward on the anticipated timing). In comparison, our previous price target 
already included about $2/share of value based on the estimated present value of roughly $6.00/share to $7.00/share when the KSL 
pipeline would be commissioned in 2014 or 2015 (at a 12% levered equity discount rate) and assuming a 50% probability factor that 
the project would move forward.  

Pending additional colour on the use of proceeds, we have left our estimates unchanged. Our financial forecast is set out in Exhibit 2. 

Exhibit 2: Financial Forecast (In $MM except per share figures) 

2008 2009 Q1/10 Q2/10 Q3/10 Q4/10E 2010E 2011E 2012E

Gas Sales and Transportation Services $39.7 $40.5 $17.8 $8.4 $6.2 $15.3 $47.7 $47.1 $47.7

Hydro 0.0 0.0 0.0 0.6 0.2 0.5 1.3 2.0 2.0

Other 7.0 6.4 0 2 0 0 2.2 2.2 2.2

Total Operating Margin 46.7 46.9 17.9 10.5 6.6 16.1 51.2 51.3 51.9

Operating and Maintenance (12.0) (12.3) (3.0) (3.1) (3.0) (3.1) (12.2) (13.0) (13.2)

Administrative and General (6.5) (7.3) (2.3) (2.5) (1.9) (2.0) (8.7) (8.0) (8.0)

Municipal and Other Taxes (4.7) (4.6) (1.2) (1.2) (1.2) (1.2) (4.8) (4.9) (5.0)

Investment and Other Income 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

EBITDA 23.6 22.7 11.4 3.7 0.5 9.8 25.4 25.4 25.8

Depreciation and Amortization (8.6) (8.1) (2.1) (2.2) (2.2) (2.2) (8.7) (8.7) (8.7)

Interest Expense, Net (7.0) (5.6) (1.4) (1.6) (1.7) (1.6) (6.4) (6.4) (6.4)

Project Development Expenditures (0.8) (0.2) (0.3) (0.3) (0.0) (0.0) (0.6) 0.0 0.0

Current Taxes (0.9) (2.2) (1.3) 1.6 1.2 (2.8) (1.2) (1.3) (1.3)

Future Taxes (0.3) (0.1) (0.8) (1.5) (0.0) 1.1 (1.2) (1.3) (1.3)

Non-Controlling Interest 0.0 0.0 0.0 0.0 0.0 (0.0) 0.0 0.0 0.0

Net Income 5.9 6.5 5.5 (0.1) (2.2) 4.3 7.4 7.7 8.0

Less: Dividends on Preferred Shares (0.3) (0.3) (0.1) (0.1) (0.1) (0.1) (0.3) (0.3) (0.3)

Net Income to Common $5.6 $6.2 $5.4 ($0.2) ($2.3) $4.2 $7.1 $7.4 $7.7

Average Shares (Diluted) 3.7 3.6 3.7 3.6 3.6 3.7 3.7 3.8 3.8

Normalized EPS (Basic) $1.53 $1.72 $1.51 ($0.06) ($0.64) $1.16 $1.96 $2.02 $2.06

Normalized EPS (Diluted) $1.52 $1.71 $1.48 ($0.06) ($0.64) $1.13 $1.91 $1.97 $2.01  

Source: Company reports; RBC Capital Markets estimates 
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Valuation

Our $33.00/share price target is based on a 12.5x forward P/E for the existing assets plus a $5/share value for the up front payment for
the KSL Project sale and about a $2/share (50% risked) for the payment contingent upon the KSL project going forward. The 12.5x
multiple used in our valuation is a discount to the other Canadian regulated utility companies that we cover. We believe a discount is
reasonable given small size of the company, the low trading liquidity and the mature utility assets that have very modest organic
growth potential.

Price Target Impediment
Impediments to our price target include the KSL project proceeding on previously guided timelines (i.e. the receipt of the remaining
$20 million payment), regulatory decisions, the economy in the company's service territories, investments or acquisitions that fail to
gain the confidence of investors and the level of long-term interest rates.

Company Description
Pacific Northern Gas owns and operates two systems: the Western system, which is a regulated natural gas transmission and
distribution utility operating within the west-central portion of northern B.C.; and the Northeast system, which is a regulated gas
distribution utility in northeast B.C. Collectively operating over 3,500 kilometres of transmission and distribution pipeline, the
company serves residential, commercial and industrial customers in the two resource-based areas. In addition to the regulated utility
business, the company owns a 9.8 MW run-of-river hydro plant. PNG is focused on enhancing value from its regulated business and
evaluating other opportunities.

Pacific Northern Gas Ltd.February 8, 2011
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Danny Hung and Nelson Ng (i) are not registered/qualified as research analysts with the NYSE and/or FINRA and (ii) may not be
associated persons of the RBC Capital Markets, LLC and therefore may not be subject to FINRA Rule 2711 and NYSE Rule 472
restrictions on communications with a subject company, public appearances and trading securities held by a research analyst account.

Conflicts Disclosures

The analyst(s) responsible for preparing this research report received compensation that is based upon various factors, including total
revenues of the member companies of RBC Capital Markets and its affiliates, a portion of which are or have been generated by
investment banking activities of the member companies of RBC Capital Markets and its affiliates.

A partner, director or officer of a member company of RBC Capital Markets or one of its affiliates, or an analyst involved in the
preparation of a report on Pacific Northern Gas Ltd. has, during the preceding 12 months, provided services for Pacific Northern Gas
Ltd. for remuneration other than normal course investment advisory or trade execution services.

The author is employed by RBC Dominion Securities Inc., a securities broker-dealer with principal offices located in Toronto, Canada.

Explanation of RBC Capital Markets Equity Rating System

An analyst's 'sector' is the universe of companies for which the analyst provides research coverage. Accordingly, the rating assigned to
a particular stock represents solely the analyst's view of how that stock will perform over the next 12 months relative to the analyst's
sector average.
Ratings
Top Pick (TP): Represents best in Outperform category; analyst's best ideas; expected to significantly outperform the sector over 12
months; provides best risk-reward ratio; approximately 10% of analyst's recommendations.
Outperform (O): Expected to materially outperform sector average over 12 months.
Sector Perform (SP): Returns expected to be in line with sector average over 12 months.
Underperform (U): Returns expected to be materially below sector average over 12 months.
Risk Qualifiers (any of the following criteria may be present):
Average Risk (Avg): Volatility and risk expected to be comparable to sector; average revenue and earnings predictability; no
significant cash flow/financing concerns over coming 12-24 months; fairly liquid.
Above Average Risk (AA): Volatility and risk expected to be above sector; below average revenue and earnings predictability; may
not be suitable for a significant class of individual equity investors; may have negative cash flow; low market cap or float.
Speculative (Spec): Risk consistent with venture capital; low public float; potential balance sheet concerns; risk of being delisted.

Distribution of Ratings

For the purpose of ratings distributions, regulatory rules require member firms to assign ratings to one of three rating categories - Buy,
Hold/Neutral, or Sell - regardless of a firm's own rating categories. Although RBC Capital Markets' ratings of Top Pick/Outperform,
Sector Perform and Underperform most closely correspond to Buy, Hold/Neutral and Sell, respectively, the meanings are not the same
because our ratings are determined on a relative basis (as described above).

Distribution of Ratings
RBC Capital Markets, Equity Research

Investment Banking
Serv./Past 12 Mos.

Rating Count Percent Count Percent

BUY[TP/O] 694 50.80 187 26.95
HOLD[SP] 608 44.50 135 22.20
SELL[U] 64 4.70 8 12.50
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portfolios maintained by a business unit of the Wealth Management Division of RBC Capital Markets, LLC. These Recommended
Lists include the Prime Opportunity List (RL 3), a former list called the Private Client Prime Portfolio (RL 4), the Guided Portfolio:
Prime Income (RL 6), the Guided Portfolio: Large Cap (RL 7), the Guided Portfolio: Dividend Growth (RL 8), and the Guided
Portfolio: Midcap 111 (RL9). The abbreviation 'RL On' means the date a security was placed on a Recommended List. The
abbreviation 'RL Off' means the date a security was removed from a Recommended List.

Conflicts Policy

RBC Capital Markets Policy for Managing Conflicts of Interest in Relation to Investment Research is available from us on request. To
access our current policy, clients should refer to
https://www.rbccm.com/global/file-414164.pdf
or send a request to RBC CM Research Publishing, P.O. Box 50, 200 Bay Street, Royal Bank Plaza, 29th Floor, South Tower,
Toronto, Ontario M5J 2W7. We reserve the right to amend or supplement this policy at any time.

Dissemination of Research and Short-Term Trading Calls

RBC Capital Markets endeavors to make all reasonable efforts to provide research simultaneously to all eligible clients, having regard
to local time zones in overseas jurisdictions. RBC Capital Markets' equity research is posted to our proprietary websites to ensure
eligible clients receive coverage initiations and changes in ratings, targets and opinions in a timely manner. Additional distribution
may be done by the sales personnel via email, fax or regular mail. Clients may also receive our research via third-party vendors. Please
contact your investment advisor or institutional salesperson for more information regarding RBC Capital Markets' research. RBC
Capital Markets also provides eligible clients with access to SPARC on the Firm's proprietary INSIGHT website. SPARC contains
market color and commentary, and may also contain Short-Term Trade Ideas regarding the publicly-traded common equity of subject
companies on which the Firm currently provides equity research coverage. SPARC may be accessed via the following hyperlink:
https://www.rbcinsight.com. A Short-Term Trade Idea reflects the research analyst's directional view regarding the price of the subject
company's publicly-traded common equity in the coming days or weeks, based on market and trading events. A Short-Term Trade
Idea may differ from the price targets and recommendations in our published research reports reflecting the research analyst's views of
the longer-term (one year) prospects of the subject company, as a result of the differing time horizons, methodologies and/or other
factors. Thus, it is possible that a subject company's common equity that is considered a long-term 'sector perform' or even an
'underperform' might be a short-term buying opportunity as a result of temporary selling pressure in the market; conversely, a subject
company's common equity rated a long-term 'outperform' could be considered susceptible to a short-term downward price correction.
Short-Term Trade Ideas are not ratings, nor are they part of any ratings system, and the Firm generally does not intend, nor undertakes
any obligation, to maintain or update Short-Term Trade Ideas. Securities and Short-Term Trade Ideas discussed in SPARC may not be
suitable for all investors and have not been tailored to individual investor circumstances and objectives, and investors should make
their own independent decisions regarding any securities or strategies discussed herein.

Analyst Certification

All of the views expressed in this report accurately reflect the personal views of the responsible analyst(s) about any and all of the
subject securities or issuers. No part of the compensation of the responsible analyst(s) named herein is, or will be, directly or
indirectly, related to the specific recommendations or views expressed by the responsible analyst(s) in this report.
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Pacific Northern Gas Ltd. (TSX: PNG; 27.00)

Announces $3/Share Special Dividend; Q4/10 Results
In Line

Sector Perform
Average Risk

Impact

Neutral

First Impression

• $3/Share Special Dividend Represents Roughly Half of the First Payment
from the KSL Sale. Pacific Northern Gas announced that it would make a
$3/share special dividend payment on March 24, 2011 (March 15, 2011
record date) in addition to the regular $0.30/share quarterly dividend. The
$11 million payment represents roughly half of the net proceeds from the first
payment from the KSL sale after taxes and transaction costs. Should the
Kitimat LNG project move forward, PNG will receive another $20 million
(pre-tax) in cash from the buyers.

• Q4/10 Results In Line. Q4/10 EPS was $1.10 compared to our estimate of
$1.16 and $0.95 in Q4/09. The per share comparison is magnified by the
small share count, with reported Q4/10 net income of $3.9 million comparing
with our estimate of $4.2 million. Detailed results were not available at the
time of publishing although it appears that operating margin of $16.0 million
was also in line with our forecast of $16.1 million.

• We Will Further Assess the Quarter and the Outlook Following the
Release of Detailed Results. We expect the detailed results to be released
shortly, after which we will further assess the quarter, our financial forecast,
and our overall outlook.
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Company Description
Pacific Northern Gas owns and operates two systems: the Western system, which is a regulated natural gas transmission and
distribution utility operating within the west-central portion of northern B.C.; and the Northeast system, which is a regulated gas
distribution utility in northeast B.C. Collectively operating over 3,500 kilometres of transmission and distribution pipeline, the
company serves residential, commercial and industrial customers in the two resource-based areas. In addition to the regulated utility
business, the company owns a 9.8 MW run-of-river hydro plant. PNG is focused on enhancing value from its regulated business and
evaluating other opportunities.

Pacific Northern Gas Ltd.March 4, 2011
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Non-U.S. Analyst Disclosure

Danny Hung and Nelson Ng (i) are not registered/qualified as research analysts with the NYSE and/or FINRA and (ii) may not be
associated persons of the RBC Capital Markets, LLC and therefore may not be subject to FINRA Rule 2711 and NYSE Rule 472
restrictions on communications with a subject company, public appearances and trading securities held by a research analyst account.
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The analyst(s) responsible for preparing this research report received compensation that is based upon various factors, including total
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A partner, director or officer of a member company of RBC Capital Markets or one of its affiliates, or an analyst involved in the
preparation of a report on Pacific Northern Gas Ltd. has, during the preceding 12 months, provided services for Pacific Northern Gas
Ltd. for remuneration other than normal course investment advisory or trade execution services.

The author is employed by RBC Dominion Securities Inc., a securities broker-dealer with principal offices located in Toronto, Canada.

Explanation of RBC Capital Markets Equity Rating System

An analyst's 'sector' is the universe of companies for which the analyst provides research coverage. Accordingly, the rating assigned to
a particular stock represents solely the analyst's view of how that stock will perform over the next 12 months relative to the analyst's
sector average.
Ratings
Top Pick (TP): Represents best in Outperform category; analyst's best ideas; expected to significantly outperform the sector over 12
months; provides best risk-reward ratio; approximately 10% of analyst's recommendations.
Outperform (O): Expected to materially outperform sector average over 12 months.
Sector Perform (SP): Returns expected to be in line with sector average over 12 months.
Underperform (U): Returns expected to be materially below sector average over 12 months.
Risk Qualifiers (any of the following criteria may be present):
Average Risk (Avg): Volatility and risk expected to be comparable to sector; average revenue and earnings predictability; no
significant cash flow/financing concerns over coming 12-24 months; fairly liquid.
Above Average Risk (AA): Volatility and risk expected to be above sector; below average revenue and earnings predictability; may
not be suitable for a significant class of individual equity investors; may have negative cash flow; low market cap or float.
Speculative (Spec): Risk consistent with venture capital; low public float; potential balance sheet concerns; risk of being delisted.

Distribution of Ratings

For the purpose of ratings distributions, regulatory rules require member firms to assign ratings to one of three rating categories - Buy,
Hold/Neutral, or Sell - regardless of a firm's own rating categories. Although RBC Capital Markets' ratings of Top Pick/Outperform,
Sector Perform and Underperform most closely correspond to Buy, Hold/Neutral and Sell, respectively, the meanings are not the same
because our ratings are determined on a relative basis (as described above).

Distribution of Ratings
RBC Capital Markets, Equity Research

Investment Banking
Serv./Past 12 Mos.
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BUY[TP/O] 699 51.50 197 28.18
HOLD[SP] 594 43.80 136 22.90
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References to a Recommended List in the recommendation history chart may include one or more recommended lists or model
portfolios maintained by a business unit of the Wealth Management Division of RBC Capital Markets, LLC. These Recommended
Lists include the Prime Opportunity List (RL 3), a former list called the Private Client Prime Portfolio (RL 4), the Guided Portfolio:
Prime Income (RL 6), the Guided Portfolio: Large Cap (RL 7), the Guided Portfolio: Dividend Growth (RL 8), and the Guided
Portfolio: Midcap 111 (RL9). The abbreviation 'RL On' means the date a security was placed on a Recommended List. The
abbreviation 'RL Off' means the date a security was removed from a Recommended List.

Conflicts Policy

RBC Capital Markets Policy for Managing Conflicts of Interest in Relation to Investment Research is available from us on request. To
access our current policy, clients should refer to
https://www.rbccm.com/global/file-414164.pdf
or send a request to RBC CM Research Publishing, P.O. Box 50, 200 Bay Street, Royal Bank Plaza, 29th Floor, South Tower,
Toronto, Ontario M5J 2W7. We reserve the right to amend or supplement this policy at any time.

Dissemination of Research and Short-Term Trading Calls

RBC Capital Markets endeavors to make all reasonable efforts to provide research simultaneously to all eligible clients, having regard
to local time zones in overseas jurisdictions. RBC Capital Markets' equity research is posted to our proprietary websites to ensure
eligible clients receive coverage initiations and changes in ratings, targets and opinions in a timely manner. Additional distribution
may be done by the sales personnel via email, fax or regular mail. Clients may also receive our research via third-party vendors. Please
contact your investment advisor or institutional salesperson for more information regarding RBC Capital Markets' research. RBC
Capital Markets also provides eligible clients with access to SPARC on the Firm's proprietary INSIGHT website. SPARC contains
market color and commentary, and may also contain Short-Term Trade Ideas regarding the publicly-traded common equity of subject
companies on which the Firm currently provides equity research coverage. SPARC may be accessed via the following hyperlink:
https://www.rbcinsight.com. A Short-Term Trade Idea reflects the research analyst's directional view regarding the price of the subject
company's publicly-traded common equity in the coming days or weeks, based on market and trading events. A Short-Term Trade
Idea may differ from the price targets and recommendations in our published research reports reflecting the research analyst's views of
the longer-term (one year) prospects of the subject company, as a result of the differing time horizons, methodologies and/or other
factors. Thus, it is possible that a subject company's common equity that is considered a long-term 'sector perform' or even an
'underperform' might be a short-term buying opportunity as a result of temporary selling pressure in the market; conversely, a subject
company's common equity rated a long-term 'outperform' could be considered susceptible to a short-term downward price correction.
Short-Term Trade Ideas are not ratings, nor are they part of any ratings system, and the Firm generally does not intend, nor undertakes
any obligation, to maintain or update Short-Term Trade Ideas. Securities and Short-Term Trade Ideas discussed in SPARC may not be
suitable for all investors and have not been tailored to individual investor circumstances and objectives, and investors should make
their own independent decisions regarding any securities or strategies discussed herein.

Analyst Certification

All of the views expressed in this report accurately reflect the personal views of the responsible analyst(s) about any and all of the
subject securities or issuers. No part of the compensation of the responsible analyst(s) named herein is, or will be, directly or
indirectly, related to the specific recommendations or views expressed by the responsible analyst(s) in this report.
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Pacific Northern Gas Ltd. (TSX: PNG)

Looking for Additional Clarity on the Strategy

Sector Perform
Average Risk
Price: 28.00

Shares O/S (MM): 3.6
Dividend: 1.20

Price Target: 30.00 ↓ 33.00
Implied All-In Return: 11%
Market Cap (MM): 101
Yield: 4.3%

Large Holder: 15% interest

Event

Pacific Northern Gas (PNG) reported Q4/10 results; special dividend of $3/share
results in reduced price target of $30/share.

Investment Opinion

• Looking for More Clarity on the Strategy. Although the stock appears to
represent some value, we remain neutral on the shares pending clarity on the
strategy. For a small company that was looking to grow, we were surprised by
the size of the special dividend.

• What to Do with the Stock? At current levels, we would hold the stock, at
least until the $3/share special dividend is paid. If there is weakness in the share
price due to a recycling of the shareholder base, income-oriented investors
should consider adding to positions.

• $3/Share Special Dividend Represents Roughly Half of the First Payment
from the KSL Sale. PNG announced that it would make a $3/share special
dividend payment on March 24, 2011 (March 15, 2011 record date) in addition
to the regular $0.30/share quarterly dividend. The $11 million special dividend
payment represents roughly half of the net proceeds from the initial payment
from the KSL sale after taxes and transaction costs. Should the Kitimat LNG
project move forward, PNG will receive another $20 million (pre-tax) in cash
from the buyers.

• Q4/10 Results In-Line. Q4/10 EPS was $1.10 compared to our estimate of
$1.16 and $0.95 in Q4/09. The per share comparison is magnified by the small
share count, with reported Q4/10 net income of $3.9 million comparing with
our estimate of $4.2 million.

• 2012 Estimate Modestly Increased. For 2012, we have modestly bumped up
our EPS estimate to $2.09 (from $2.06) to reflect lower net interest expense,
partially offset by higher depreciation. For clarity, our estimates do not factor in
any acquisitions.

• Valuation: Price Target Reduced to $30/share (from $33.00) to Reflect the
$3/share Special Dividend. Our price target continues to be based on a 12.5x
forward P/E for the existing assets, but our previous $33/share target is reduced
by the $3/share special dividend payment.

Priced as of prior trading day's market close, EST (unless otherwise noted).
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Looking for Clarity on the Strategy 
During the conference call to discuss the KSL sale on February 7, 2011, management stated that the board was reviewing a number of 
options for the proceeds, which has resulted in the special dividend of $3/share representing about half of the net proceeds that have 
been received. In terms of the remaining proceeds, we expect growth projects/acquisitions to be the likely use of the funds although no 
transactions appear to be imminent. There continues to be a lot of optimism with respect to the potential for LNG exports from B.C.’s 
northern coast. Upside for shareholders could be driven by the Kitimat LNG facility proceeding (which would result in an incremental 
$20 million payment to the company) in addition to the potential for other LNG projects that could possibly drive a new pipeline. 
Following the conference call in February, it was clarified that the sale of the company was not being contemplated. On that topic, the 
acquisition of utility businesses can be tricky as regulators usually ensure that most synergies are for the benefit of rate payers and 
often acquired businesses are subject to ring-fencing, which could limit financial structuring of a transaction. 

Q4/10 Results in Line with Expectations 
Q4/10 EPS was $1.10 compared to our estimate of $1.16 and $0.95 in Q4/09. The per share comparison is magnified by the small 
share count, with reported Q4/10 net income of $3.9 million comparing with our estimate of $4.2 million. A table showing the Q4/10 
results compared to our estimate is set out in Exhibit 1. 

Exhibit 1: Q4/10 Results (In $MM except per share figures) 

RBC CM

Q4/10 Q4/10E Q4/09 2010E 2009 Comments

Gas Sales and Transportation Services $14.8 $15.3 $12.8 $47.2 $40.5 Offset by higher Other margin

Hydro 0.5 0.5 0.0 1.3 0.0

Other 0.7 0.3 1.2 2.5 6.4 Offset by lower Gas Sales & Transportation margin

Total Operating Margin 16.0 16.1 13.9 51.1 46.9

Operating and Maintenance (3.4) (3.1) (3.0) (12.6) (12.3) Higher-than-expected maintenance activities

General & Administrative (2.3) (2.0) (1.8) (9.0) (7.3) Restructuring costs related to tax structuring (offset by cash tax recoveries)

Municipal and Other Taxes (1.2) (1.2) (1.1) (4.8) (4.6)

Investment and Other Income 0.0 0.0 0.0 0.0 0.0

EBITDA 9.1 9.8 7.9 24.7 22.7

Depreciation and Amortization (2.3) (2.2) (2.1) (8.8) (8.1)

Interest Expense, Net (1.7) (1.6) (1.4) (6.4) (5.6)

Project Development Expenditures (0.0) (0.0) (0.1) (0.6) (0.2)

Current Taxes (1.8) (2.8) (0.4) (0.2) (2.2) Related to the restructuring costs booked in G&A

Future Taxes 0.7 1.1 (0.6) (1.6) (0.1)

Non-Controlling Interest (0.0) (0.0) 0.0 0.0 0.0

Net Income 4.0 4.3 3.4 7.1 6.5

Less: Dividends on Preferred Shares (0.1) (0.1) (0.1) (0.3) (0.3)

Net Income to Common $3.9 $4.2 $3.4 $6.8 $6.2

Average Shares (Diluted) 3.7 3.7 3.6 3.7 3.6

Normalized EPS (Basic) $1.10 $1.16 $0.95 $1.88 $1.72

Normalized EPS (Diluted) $1.06 $1.13 $0.93 $1.83 $1.71  

Source: Company reports; RBC Capital Markets estimates 

Estimate Changes 

Our 2011 EPS estimate remains unchanged with lower net interest expense due to the remaining KSL proceeds offsetting higher 
assumed depreciation. For 2012, we have modestly bumped up our EPS estimate to $2.09 (from $2.06) to reflect lower net interest 
expense, partially offset by higher depreciation. For clarity, our estimates do not factor in any acquisitions and are normalized for the 
KSL sale. Our revised financial forecast is set out in Exhibit 2. 

Pacific Northern Gas Ltd.March 7, 2011
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Exhibit 2: Financial Forecast (In $MM except per share figures) 

Old

2009 2010 Q1/11E Q2/11E Q3/11E Q4/11E 2011E 2012E 2011E 2012E

Gas Sales and Transportation Services $40.5 $47.2 $17.9 $8.5 $6.1 $14.6 $47.1 $47.7 $47.1 $47.7

Hydro 0.0 1.3 0.5 0.7 0.2 0.5 2.0 2.0 2.0 2.0

Other 6.4 2.5 0.6 0.6 0.6 0.6 2.2 2.2 2.2 2.2

Total Operating Margin 46.9 51.1 18.9 9.8 6.9 15.7 51.3 51.9 51.3 51.9

Operating and Maintenance (12.3) (12.6) (3.2) (3.2) (3.2) (3.2) (13.0) (13.2) (13.0) (13.2)

General & Administrative (7.3) (9.0) (2.0) (2.0) (2.0) (2.0) (8.0) (8.0) (8.0) (8.0)

Municipal and Other Taxes (4.6) (4.8) (1.2) (1.2) (1.2) (1.2) (4.9) (5.0) (4.9) (5.0)

Investment and Other Income 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

EBITDA 22.7 24.7 12.5 3.3 0.4 9.2 25.4 25.8 25.4 25.8

Depreciation and Amortization (8.1) (8.8) (2.3) (2.3) (2.3) (2.3) (9.0) (9.0) (8.7) (8.7)

Interest Expense, Net (5.6) (6.4) (1.6) (1.5) (1.5) (1.5) (6.2) (6.1) (6.4) (6.4)

Project Development Expenditures (0.2) (0.6) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Current Taxes (2.2) (0.2) (0.9) 0.1 0.3 (0.5) (1.0) (1.1) (1.3) (1.3)

Future Taxes (0.1) (1.6) (1.3) 0.1 0.5 (0.8) (1.5) (1.6) (1.3) (1.3)

Non-Controlling Interest 0.0 0.0 0.0 (0.0) 0.0 0.0 0.0 0.0 0.0 0.0

Net Income 6.5 7.1 6.5 (0.4) (2.5) 4.1 7.7 8.0 7.7 8.0

Less: Dividends on Preferred Shares (0.3) (0.3) (0.1) (0.1) (0.1) (0.1) (0.3) (0.3) (0.3) (0.3)

Net Income to Common $6.2 $6.8 $6.4 ($0.5) ($2.6) $4.0 $7.3 $7.6 $7.4 $7.7

Average Shares (Diluted) 3.6 3.7 3.7 3.6 3.6 3.7 3.7 3.7 3.8 3.8

Normalized EPS (Basic) $1.72 $1.88 $1.77 ($0.13) ($0.72) $1.10 $2.02 $2.09 $2.02 $2.06

Normalized EPS (Diluted) $1.71 $1.83 $1.72 ($0.13) ($0.72) $1.07 $1.96 $2.03 $1.97 $2.01  

Source: Company reports; RBC Capital Markets estimates 

Pacific Northern Gas Ltd.March 7, 2011
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Valuation

Our $30.00/share price target is based on a 12.5x forward P/E for the existing assets plus a $2/share value for the up front payment for
the KSL Project sale (net of the $3/share special dividend payment) and about $2/share (50% risked) for the payment contingent upon
the KSL project going forward. The 12.5x multiple used in our valuation is a discount to the other Canadian regulated utility
companies that we cover. We believe a discount is reasonable given small size of the company, the low trading liquidity, and the
mature utility assets that have very modest organic growth potential.

Price Target Impediment
Impediments to our price target include the KSL project proceeding on previously guided timelines (i.e., the receipt of the remaining
$20 million payment), regulatory decisions, the economy in the company's service territories, investments or acquisitions that fail to
gain the confidence of investors, and the level of long-term interest rates.

Company Description
Pacific Northern Gas owns and operates two systems: the Western system, which is a regulated natural gas transmission and
distribution utility operating within the west-central portion of northern B.C.; and the Northeast system, which is a regulated gas
distribution utility in northeast B.C. Collectively operating over 3,500 kilometres of transmission and distribution pipeline, the
company serves residential, commercial and industrial customers in the two resource-based areas. In addition to the regulated utility
business, the company owns a 9.8 MW run-of-river hydro plant. PNG is focused on enhancing value from its regulated business and
evaluating other opportunities.

Pacific Northern Gas Ltd.March 7, 2011
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8(a) PNG-West

		Pacific Northern Gas Ltd.

		2012 BCUC Generic Cost of Capital Proceeding

		Historical (2002-2011) Regulatory Financial Information by Year - PNG West

		8.a. Capital Structure Components

		(amounts in $000's unless otherwise noted)										2002		2003		2004		2005		2006		2007		2008		2009		2010		2011

				Actuals

						Common equity						69,607		63,264		65,353		68,311		71,380		72,905		74,809		76,921		70,321		68,999

						Preferred equity						5,000		5,000		5,000		5,000		5,000		5,000		5,000		5,000		5,000		5,000

						Long term debt						74,420		85,360		69,452		63,239		60,679		57,909		57,966		60,501		53,790		53,321

						Short term debt						(8,517)		(18,289)		(6,332)		(3,044)		(6,147)		(4,463)		(7,296)		(13,225)		(1,443)		1,790

								Total				140,510		135,335		133,473		133,506		130,912		131,351		130,479		129,197		127,668		129,110

						(i) Rate Base

								Opening				141,858		137,021		135,010		144,513		131,010		131,610		130,629		130,013		129,827		129,693

								Closing				139,088		133,995		131,936		132,498		130,814		131,092		130,329		128,381		125,509		128,517

								Mid-year				140,510		135,335		133,473		133,506		130,912		131,351		130,479		129,197		127,668		129,110

						(iii) Income Statement

								Revenue (incl. cost of gas)				63,086		67,305		63,900		69,591		68,525		61,444		62,092		57,272		50,735		47,364

								Operations and maintenance				11,195		9,361		8,247		7,671		7,080		7,989		8,019		8,166		8,406		8,878

								Depreciation and amortization				8,045		6,991		7,192		7,420		7,123		6,987		7,347		6,630		6,641		4,301

								Earnings before interest and taxes				15,903		16,759		15,333		15,669		14,518		11,657		11,835		12,365		12,074		7,001

								Interest				6,209		6,955		5,850		5,420		4,886		5,233		4,762		4,215		4,395		4,485

								Current income tax				5,035		4,355		3,948		4,022		3,632		1,573		1,478		1,770		1,593		(441)

								Future income tax, if applicable				- 0		- 0		- 0		- 0		- 0		- 0		- 0		- 0		- 0		319

								Total income taxes and Net income				9,501		9,735		9,101		9,897		9,281		6,073		6,722		7,743		7,329		2,686

								Annual return on equity (mid-year) ($)				4,466		5,380		5,153		5,875		5,649		4,500		5,244		5,973		5,736		2,808

								Annual return on equity (mid-year) (%)				6.42%		8.50%		7.88%		8.60%		7.91%		6.17%		7.01%		7.77%		8.16%		4.07%

								Actual return on invested capital ($)				10,867		12,251		11,354		11,647		10,886		10,084		10,357		10,562		10,481		7,647

								Actual return on invested capital (%)				7.73%		9.05%		8.51%		8.72%		8.32%		7.68%		7.94%		8.18%		8.21%		5.92%

				Deemed - Test Year

						Common equity						49,314		48,972		48,776		68,060		52,484		52,651		53,175		52,541		58,503		58,864

						Preferred equity						5,000		5,000		5,000		5,000		5,000		5,000		5,000		5,000		5,000		5,000

						Long term debt						73,188		85,371		74,246		63,239		69,179		61,361		68,065		66,148		59,633		60,003

						Short term debt						9,481		(3,306)		7,466		(2,849)		4,547		12,616		6,697		7,664		6,871		6,942

								Total				136,983		136,037		135,488		133,450		131,210		131,628		132,937		131,353		130,007		130,809

						Approved (test year) mid-year rate base						136,983		136,037		135,488		133,450		131,210		131,628		132,937		131,353		130,007		130,809

						Allowed return on equity ($)						4,874		4,980		4,780		5,860		4,960		4,748		4,929		4,792		5,938		5,975

						Allowed return on equity (%)						9.88%		10.17%		9.80%		8.61%		9.45%		9.02%		9.27%		9.12%		10.15%		10.15%

						Approved (test year) return on invested capital ($)						12,020		12,238		11,973		11,637		11,434		11,024		11,287		10,243		11,223		11,324

						Approved (test year) return on invested capital (%)						8.77%		9.00%		8.84%		8.72%		8.71%		8.38%		8.49%		7.80%		8.63%		8.66%





8(a) PNG (NE) FSJ DC

		Pacific Northern Gas Ltd.

		2012 BCUC Generic Cost of Capital Proceeding

		Historical (2002-2011) Regulatory Financial Information by Year - PNG (N.E.) - Fort St John / Dawson Creek

		8.a. Capital Structure Components

		(amounts in $000's unless otherwise noted)										2002		2003		2004		2005		2006		2007		2008		2009		2010		2011

				Actuals

						Common equity						9,902		10,546		10,975		11,358		11,115		11,625		12,407		13,625		15,009		16,502

						Preferred equity						36		30		26		20		9		- 0		- 0		- 0		- 0		- 0

						Long term debt						14,437		14,452		17,188		15,537		13,814		15,146		19,951		19,883		21,654		21,180

						Short term debt						3,131		2,013		1,569		3,631		5,937		5,054		375		2,852		1,484		2,323

								Total				27,506		27,041		29,758		30,546		30,875		31,825		32,733		36,360		38,147		40,005

						(i) Rate Base

								Opening				27,249		26,755		28,744		30,548		30,361		31,250		31,283		33,702		36,774		39,137

								Closing				27,764		27,327		30,015		31,242		31,387		32,397		34,182		37,263		39,520		40,874

								Mid-year				27,506		27,041		29,758		30,546		30,875		31,825		32,733		36,360		38,147		40,005

						(iii) Income Statement

								Revenue (incl. cost of gas)				25,432		32,212		29,301		33,460		38,696		35,443		38,024		32,174		26,592		26,726

								Operations and maintenance				2,822		3,049		3,914		3,565		3,561		3,797		4,245		4,382		4,276		5,069

								Depreciation and amortization				1,355		1,283		1,244		1,133		1,022		1,011		1,147		1,396		1,560		1,697

								Earnings before interest and taxes				2,487		2,576		2,166		2,489		2,945		2,572		2,988		2,330		2,845		2,860

								Interest				1,315		1,275		1,488		1,427		1,375		1,357		1,506		827		1,007		1,199

								Current income tax				505		465		234		282		364		216		277		289		353		302

								Future income tax, if applicable				- 0		- 0		- 0		- 0		- 0		- 0		- 0		- 0		- 0		(105)

								Total income taxes and Net income				1,170		1,230		690		1,059		1,570		1,216		1,741		1,503		1,838		1,766

								Annual return on equity (mid-year) ($)				665		765		456		777		1,206		1,000		1,205		1,214		1,485		1,464

								Annual return on equity (mid-year) (%)				6.72%		7.25%		4.15%		6.84%		10.85%		8.60%		9.71%		8.91%		9.89%		8.87%

								Actual return on invested capital ($)				1,982		2,111		1,932		2,207		2,581		2,356		2,711		2,041		2,492		2,558

								Actual return on invested capital (%)				7.21%		7.81%		6.49%		7.23%		8.36%		7.40%		8.28%		5.61%		6.53%		6.39%

				Deemed - Test Year

						Common equity						9,432		10,166		10,987		11,039		10,834		11,508		12,054		13,089		15,449		16,424

						Preferred equity						40		32		24		20		16		- 0		- 0		- 0		- 0		- 0

						Long term debt						14,143		13,449		17,204		15,537		17,739		17,565		19,951		19,883		21,097		22,696

						Short term debt						2,666		4,572		2,306		4,067		1,506		2,893		1,478		3,387		2,076		1,940

								Total				26,281		28,219		30,521		30,663		30,095		31,966		33,483		36,359		38,622		41,060

						Approved (test year) mid-year rate base						26,281		28,219		30,521		30,663		30,095		31,966		33,483		36,359		38,622		41,060

						Allowed return on equity ($)						908		998		1,049		1,040		997		1,009		1,087		1,161		1,529		1,626

						Allowed return on equity (%)						9.63%		9.82%		9.55%		9.42%		9.20%		8.77%		9.02%		8.87%		9.90%		9.90%

						Approved (test year) return on invested capital ($)						2,333		1,920		2,585		2,475		2,407		2,416		2,636		2,032		2,534		2,892

						Approved (test year) return on invested capital (%)						8.88%		6.80%		8.47%		8.07%		8.00%		7.56%		7.87%		5.59%		6.56%		7.04%





8(a) PNG (NE) TR

		Pacific Northern Gas Ltd.

		2012 BCUC Generic Cost of Capital Proceeding

		Historical (2002-2011) Regulatory Financial Information by Year - PNG (N.E.) - Tumbler Ridge

		8.a. Capital Structure Components

		(amounts in $000's unless otherwise noted)										2002		2003		2004		2005		2006		2007		2008		2009		2010		2011

				Actuals

						Common equity						408		403		392		886		830		530		530		568		592		637

						Preferred equity						- 0		- 0		- 0		- 0		- 0		- 0		- 0		- 0		- 0		- 0

						Long term debt						575		1,138		678		654		629		676		781		757		948		943

						Short term debt						150		(459)		45		(524)		(221)		205		90		198		243		618

								Total				1,133		1,082		1,115		1,016		1,238		1,411		1,401		1,523		1,783		2,198

						(i) Rate Base

								Opening				1,240		1,180		1,163		1,070		1,191		1,375		1,351		1,474		1,648		2,071

								Closing				1,026		983		1,015		959		1,286		1,446		1,453		1,572		1,918		2,324

								Mid-year				1,133		1,082		1,115		1,016		1,238		1,411		1,401		1,523		1,783		2,198

						(iii) Income Statement

								Revenue (incl. cost of gas)				1,449		1,945		1,881		2,052		2,270		1,985		2,082		1,807		1,637		1,391

								Operations and maintenance				561		546		666		561		644		694		746		862		816		853

								Depreciation and amortization				104		142		148		158		180		36		25		79		85		(25)

								Earnings before interest and taxes				28		286		66		257		240		79		128		21		162		58

								Interest				60		88		62		63		46		65		68		60		73		93

								Current income tax				17		101		33		92		96		(15)		(3)		(20)		16		(87)

								Future income tax, if applicable				- 0		- 0		- 0		- 0		- 0		- 0		- 0		- 0		- 0		3

								Total income taxes and Net income				(31)		199		4		215		194		15		61		(39)		90		(35)

								Annual return on equity (mid-year) ($)				(48)		98		(29)		123		98		30		64		(19)		74		49

								Annual return on equity (mid-year) (%)				-11.74%		24.22%		-7.30%		13.84%		11.82%		5.62%		12.02%		-3.27%		12.42%		7.69%

								Actual return on invested capital ($)				12		185		33		165		145		94		131		41		147		142

								Actual return on invested capital (%)				1.06%		17.10%		2.96%		16.24%		11.71%		6.66%		9.35%		2.69%		8.24%		6.46%

				Deemed - Test Year

						Common equity						425		420		376		385		415		489		527		564		683		910

						Preferred equity						- 0		- 0		- 0		- 0		- 0		- 0		- 0		- 0		- 0		1,261

						Long term debt						575		977		678		653		704		755		781		757		933		104

						Short term debt						180		(230)		(10)		31		33		115		156		244		91

								Total				1,180		1,167		1,044		1,069		1,152		1,359		1,464		1,565		1,707		2,275

						Approved (test year) mid-year rate base						1,180		1,167		1,044		1,069		1,152		1,359		1,464		1,565		1,707		2,275

						Allowed return on equity ($)						42		42		37		37		39		44		49		51		69		92

						Allowed return on equity (%)						9.88%		10.07%		9.80%		9.68%		9.45%		9.02%		9.27%		9.12%		10.15%		10.15%

						Approved (test year) return on invested capital ($)						103		121		97		97		102		111		120		113		136		180

						Approved (test year) return on invested capital (%)						8.73%		10.37%		9.29%		9.07%		8.85%		8.17%		8.20%		7.22%		7.97%		7.91%
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Company Description – Founded in 1994 with the vision 
of building the first major independent Canadian midstream 
company, AltaGas has evolved into a diversified operator 
and developer of gas and power infrastructure. The gas 
business gathers, processes, transports, distributes, stores 
and markets natural gas and natural gas liquids (NGLs), 
touching more than 2 Bcf/d of gas from coast to coast in 
Canada. AltaGas boasts a growing power generation 


portfolio as well, with interests totaling 509 MW of installed 
power capacity. Website: altagas.ca 


Recent Results – ALA reported 4Q11 EPS of C$0.34, 
besting our C$0.31 and consensus of C$0.30. 


Recommendation – We are currently restricted on AltaGas. 


 


 


            (FY-Dec.) 2010A 2011A 2012E 2013E 
 


Price (1-Mar) $30.73 52-Week High $32.67 EPS  $1.30 $1.12 na na 
Target Price na 52-Week Low $21.25 P/E   na na 
 


Dividend $1.38 Book Value $12.33 CFPS  na na na na 
Yield 4.5% Price/Book 2.5x P/CFPS   na na 
 


Shares O/S (mm) 88.9 Mkt. Cap ($mm) $2,731 Div.  $1.74 $1.32 na na 
Float O/S (mm) 84.5 Float Cap ($mm) $2,596 EV ($mm) na na na na 
Wkly Vol (000s) 1,019 Wkly $ Vol (mm) $28.3 EBITDA ($mm) $241 $263 na na 
Net Debt ($mm) na Next Rep. Date na  EV/EBITDA  na na na na 
 


Quarterly EPS Q1 Q2 Q3 Q4 ROE (%) 10.0% 9.0% na na 
2010A $0.40  $0.32  $0.20  $0.38 Book Value ($) $12.33 $12.05 na na 
2011A $0.31  $0.24  $0.23  $0.34 D/Tot. Cap. (%) 43.0% 50.0% na na 
2012E na  na  na  na       
 


Notes: All values in C$ Disclosures: 1, 2, 3, 4, 5, 6AC 
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ALTAGAS LTD (ALA)


Last Daily Data Point: March 6, 2012
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Important Disclosures 


Analyst's Certification 


I, Carl Kirst, CFA, hereby certify that the views expressed in this report accurately reflect my personal views about the subject securities or issuers. I 
also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed in 
this report. 


Analysts who prepared this report are compensated based upon (among other factors) the overall profitability of BMO Capital Markets and their 
affiliates, which includes the overall profitability of investment banking services.  Compensation for research is based on effectiveness in generating 
new ideas and in communication of ideas to clients, performance of recommendations, accuracy of earnings estimates, and service to clients. 


Company Specific Disclosure 
Disclosure 1: BMO Capital Markets has undertaken an underwriting liability with respect to this issuer within the past 12 months. 


Disclosure 2: BMO Capital Markets has provided investment banking services with respect to this issuer within the past 12 months. 


Disclosure 3: BMO Capital Markets has managed or co-managed a public offering of securities with respect to this issuer within the past 12 months. 


Disclosure 4: BMO Capital Markets or an affiliate has received compensation for investment banking services from this issuer within the past 12 
months. 


Disclosure 5: BMO Capital Markets or an affiliate received compensation for products or services other than investment banking services within the 
past 12 months. 


Disclosure 6: This issuer is a client (or was a client) of BMO Nesbitt Burns Inc., BMO Capital Markets Corp., BMO CM Ltd. or an affiliate within 
the past 12 months:  Investment Banking Services & Non-Securities Related Services. 


 


Methodology and Risks to Our Price Target 
Methodology: We use a blended valuation method comprised of Discounted Cash Flows, Dividend Discount Model, sum-of-the-parts valuation and 
yield spread analysis 


Risks: 1) Volume risk.  Current gas price weakness in North America has made for deteriorating upstream economics in the WCSB, forcing many 
producers to shut-in production or wholly abandon gas drilling in favor of oil or liquids-rich gas.  Consequently, FG&P plants operating under fee-
based contracts have experienced significant reductions in throughput.  Although AltaGas has, to an extend, mitigated volume risk by seeking more 
stable, take-or-pay contracts, continued gas price softness could continue to impact revenues and ultimately operating income in the Gas Business 


2) Commodity risk.  Both the Gas and Power business are subject to commodity risk in the form of frac spreads and Alberta power prices, 
respectively.  Should commodity prices move unfavorably, operating income could be adversely impacted, especially in the Power segment.  AltaGas 
estimates that for every +/- C$5 per Bbl change in the frac spread, net income is impacted by approximately C$2 million and for every +/- C$10 per 
Mwh move in Alberta power prices net income changes by roughly C$14 million.  That said, AltaGas employs hedges in both segments to reduce 
earnings volatility. 


3) Weather.  Weather can have a significant impact on earnings particularly in the Utility business where customer usage is often contingent upon 
variations for normal weather.  Management attenuates this risk by anticipating volumes based on a 20-year rolling average weather analysis. 


4) Regulatory risk.  Both AUI and Heritage gas operate in a rate regulated environment, exposing both utilities to the risk of adverse regulations that 
can resulting in earnings below allowed rates.  AltaGas maintains a constructive relationship with respective utility commissions to manage this risk. 


5) Project risk.  AltaGas have several growth projects in its pipeline, with the largest being Forest Kerr.  With projects of such magnitude, AltaGas 
can experience delays and ultimately cost overruns, which can be a detriment to its share price.  Management has set up major project groups with 
strong control mechanisms so that costs and milestones are carefully controlled and monitored.  With respect to Forest Kerr, AltaGas has, as of 
December 31, 2010, fixed 20% of project costs and expects 75% and 90% of project costs contractually committed by the end of 2011 and 2012, 
respectively. 


 


Distribution of Ratings (December 30, 2011) 
Rating 


Category 
 


BMO Rating 
BMOCM US  


Universe* 
BMOCM US
IB Clients** 


BMOCM US
IB Clients*** 


BMOCM 
Universe**** 


BMOCM 
IB Clients***** 


Starmine 
Universe 


Buy Outperform 38.0% 10.3% 40.4% 40.7% 46.2% 56.2% 
Hold Market Perform 60.3% 9.6% 59.6% 56.3% 52.2% 39.4% 
Sell Underperform 1.7% 0.0% 0.0% 3.0% 1.6% 4.4% 


* Reflects rating distribution of all companies covered by BMO Capital Markets Corp. equity research analysts. 
** Reflects rating distribution of all companies from which BMO Capital Markets Corp. has received compensation for Investment Banking services 


as percentage within ratings category. 
*** Reflects rating distribution of all companies from which BMO Capital Markets Corp. has received compensation for Investment Banking 


services as percentage of Investment Banking clients. 
**** Reflects rating distribution of all companies covered by BMO Capital Markets equity research analysts. 
***** Reflects rating distribution of all companies from which BMO Capital Markets has received compensation for Investment Banking services as 


percentage of Investment Banking clients. 
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AltaGas Ltd. 
Balanced Low-risk Growth 


 We recommend AltaGas Ltd. (AltaGas) as a unique investment opportunity 


among the energy infrastructure players with an attractive mix of gas 


infrastructure, power infrastructure, and utility assets. We expect significant 


and balanced growth in all three segments. 


 In our view, AltaGas is substantially improving its risk profile by focusing on 


growth opportunities and acquisitions with stable, long-term contracted and 


utility cash flows. As a result, we anticipate AltaGas' commodity-exposed 


cash flows to fall from 53% in 2011 to 21% in 2016E. 


 Between 2011 and 2016 we expect AltaGas to employ $3.3 billion in 


acquisitions and capital growth projects to produce 9% compounded annual 


dividend growth and an incremental $400 million of EBITDA. 


 As of March 11, we initiate coverage on the shares of AltaGas Ltd. with a 


Sector Outperformer rating, a 12- to 18-month price target of $36.00, and 


an 18.6% total return. Our valuation reflects a combination of 13.5x 2013E 


EV/EBITDA and a 4.25% target yield. 


 


Stock Price Performance 


 
Source:  Reuters   
All figures in Canadian dollars, unless otherwise stated. 12-114940 © 2012 


CIBC World Markets does and seeks to do business with companies covered in 
its research reports. As a result, investors should be aware that the firm may 


have a conflict of interest that could affect the objectivity of this report. 


Investors should consider this report as only a single factor in making their 


investment decision. 


See "Important Disclosures" section at the end of this report for important 


required disclosures, including potential conflicts of interest. 


See "Price Target Calculation" and "Key Risks to Price Target" sections at the 


end of this report, where applicable. 
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Stock Rating: 
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Sector Weighting: 


Market Weight 
12-18 mo. Price Target $36.00 


ALA-TSX (3/8/12) $31.54 


  Key Indices:  None 


3-5-Yr. EPS Gr. Rate (E) NM 


52-week Range $21.25-$32.67 
Shares Outstanding*  103.0M 


Float 103.0M Shrs 


Avg. Daily  Trading Vol.  282,000 
Market Capitalization $3,248.6M  


Div idend/Div Yield $1.38 /  4.4% 


Fiscal Year Ends  December 
Book Value $16.18 per Shr 


2012  ROE (E) 7.1% 


Net Debt $1,574.0M  
Preferred $200.00M 


Common Equity  $1,159.7M  


Convertible Available No 
*Includes 13.9M subscription receipts  
Earnings per Share Prev Current 


2011       $0.98A  
2012       $1.29E  


2013       $1.46E  


P/E 
2011       32.2x 
2012       24.4x 
2013       21.6x 


      
      


EBITDA ($mln) 
2011  $258.6A  
2012  $385.0E  


2013  $515.0E  


EV/EBITDA 
2011  19.4x 
2012  13.0x 
2013  9.8x 


   


Company Description 
AltaGas Ltd. is a balanced energy infrastructure 
company. It has gas field gathering and processing, 
NGL infrastructure, gas utility, and power generation 
operations throughout Canada. 
www.altagas.ca 
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AltaGas Ltd. Sector Outperformer
ALA - TSX 3/8/12 31.54$           David Noseworthy CFA, MBA, P.Eng


12- To 18- Month Price Target: $36.00 (416-956-6197)


Energy Infrastructure David.Noseworthy@cibc.ca


Sector Weighting: Market Weight


All figures in Canadian millions, except per share data. (3) 


Price Target Calculation 12 Month 18 Month Company Profile


CIBC 12 Month Expected Dividend 1.41                  2.55                  


Target Yield 4.25% 4.25%


CIBC 2013E EBITDA 515 515


Target Multiple (EV/EBITDA) 13.5x 13.5x Investment Thesis


CIBC Price Target $36.00 $36.00 0.14140774


Implied Total Return 18.6% 22.2%


Market Data Volumes 


Share Price $31.54 Net Debt (inc. convertible debt) 1,574 2009 2010 2011


Shares Outstanding (1) 103 Preferred Shares 200 Extraction Volumes bbls/d 40,067 38,106 41,081 


Market Capitalization 3,249 Enterprise Value 5,023 FG&P (Gross Throughput) Mmcf/d 453 423 390 


NTM Dividend $1.41 Energy Services GJ/d 354,513 386,004 395,720 


Curent Dividend Annualized $1.33 Power Sold MW/h 2,726 2,854 3,001 


Current Yield 4.2%


Trading Multiples (2) 2010A 2011A 2012E 2013E EBITDA Breakdown by Cash Flow


EV/EBITDA 20.8x 19.4x 13.0x 9.8x


P/E 26.5x 32.2x 24.4x 21.6x


P/FFO 13.5x 12.9x 10.9x 9.3x


P/Book Value 2.1x 1.9x 1.6x 1.7x


Energy Infrastructure Sector Average


EV/EBITDA 19.3x 16.2x 13.1x 11.7x


Per Share Data 2010A 2011A 2012E 2013E


Dividend Per Share 1.74                  $1.33 $1.39 $1.57


Distributable Cash Per Share $2.17 $2.29 $2.72 $3.24


Payout Ratio 74% 54% 48% 46%


Earnings Per Share $1.19 $0.98 $1.29 $1.46


Book Value Per Share $14.93 $16.18 $20.10 $18.50


Shares Outstanding 83 89 114 116 EBITDA By Segment Excluding Corporate ($ mlns)


EBITDA 2010A 2011A 2012E 2013E


Gas EBITDA 155 162 192 245


Utilities EBITDA 36 39 121 195


Power EBITDA 92 102 112 115


Corporate EBITDA (42) (45) (40) (40)


Total EBITDA 241 259 385 515


EBITDA Margin (Net Revenue) 50% 48% 50% 50%


Net Revenue 487 535 773 1,029


Net Income 97 84 133 168


Return On Equity 9.5% 6.3% 7.1% 8.7%


Debt Metrics 2010A 2011A 2012E 2013E


Net Debt / TTM EBITDA 3.8x 5.1x 6.3x 4.2x


Total Debt / Total Capital 43% 49% 54% 54%


EBITDA/ Interest Expense 4.9x 4.9x 5.4x 5.4x Major Sources, Uses of Cash


Capital Structure 2010A 2011A 2012E 2013E


Cash & Cash Equivalents 2 4 (1) (1)


Working Capital (19) (202) (86) (89)


Total Assets 2,752 3,542 4,960 5,178


Total Debt (incl. Current) 904 1,324 2,439 2,538


Long Term Debt (ex. Convertibles) 893 1,201 2,439 2,538


Preferred Shares 200 200 200 200


Convertible Debentures 0 0 0 0


Shareholders Equity 1,017 1,160 1,876 1,927


Total Capital 2,130 2,763 4,601 4,754


Commodity + FX Price Deck 2010A 2011A 2012E 2013E


WTI Oil (USD/bbl) $79.49 $95.07 $95.00 $100.00


Nymex Gas (USD/mmBtu) $4.38 $4.17 $3.75 $4.50


CAD NGL (CAD/bbl) $42.21 $51.74 $47.50 $43.75


Average Alberta Power (CAD/MWh) $50.91 $76.17 $72.92 $72.00


USD/CAD Exchange $1.03 $0.99 $1.04 $1.01


(1) Includes 13.9 million subscription receipts issued February 22, 2012


(2) Assuming closing of SEMCO acquisition.


(3) 2011A based on partial unaudited financial statements


AltaGas Ltd. is an energy infrastructure company with gas field gathering and processing, NGL 


infrastructure, gas utility and power generation operations throughout Canada.


We recommend AltaGas Ltd. as a unique investment opportunity among the energy infrastructure 


players with an attractive mix of gas infrastructure, power infrastructure, and utility assets. We like 


AltaGas' balanced growth, improving risk profile, and yield upside potential.
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Summary & Investment 


Recommendation 
We recommend investors buy shares of AltaGas Ltd. (ALA–SO) given its 


balanced growth, improving risk profile, and yield upside potential. As of 


March 11, we initiate coverage on shares of AltaGas with a Sector Outperformer 


rating and a 12- to 18-month price target of $36.00 per share. 


AltaGas has announced about $1.4 billion of utility acquisitions in the 


past five months. These acquisitions will grow AltaGas’ rate base to over 


$1.2 billion from about $330 million. Furthermore, we forecast $195 million 


2013E utility segment EBITDA to represent about 40% of total EBITDA, up from 


15% in 2011. 


We forecast power segment EBITDA to nearly double over the next five 


years to $219 million. We anticipate AltaGas commissioning seven power 


projects with a combined capacity of 314 MW between 2012 and 2015. Of these 


projects, 295 MW are under long-term power purchase agreements (PPA). 


Among the projects under PPAs, the three most significant are the Northwest 


hydro projects with a total capacity of 277 MW. These projects are expected to 


commence operations in 2014/2015 and generate about $120 million in EBITDA 


under a 60-year fixed-price power purchase agreement with BC Hydro. In 


addition, AltaGas has acquired 60 MW of operating power generation assets in 


the past five months, including 25 MW of natural gas peakers that it formerly 


operated under a capital lease. We expect these latter acquisitions to contribute 


an incremental $9 million in 2012E EBITDA. 


Uncharacteristically transparent growth in the gas segment is expected 


to contribute about $80 million of EBITDA by 2013. AltaGas has about 


$500 million of growth projects with commercial operation start dates between 


Q4/2011 and Q3/2013. Among these growth projects, the most substantial are 


the 120 MMcf/d Gordondale field gathering and processing plant, the 


250 MMcf/d Harmattan Co-stream project, and several expansions (170 MMcf/d, 


gross) of the Younger natural gas liquids (NGL) straddle plant. We forecast 


$70 million of the $80 million of additional EBITDA to be either cost-of-service or 


fee-for-service cash flows.  


Acquisitions and growth projects are fundamentally improving AltaGas’ 


business risk profile. We estimate over 50% of AltaGas’ 2011 EBITDA has 


direct commodity exposure. Based on AltaGas’ recent acquisitions and 


committed capital growth projects, we expect only 20% of 2016E EBITDA will 


have commodity exposure. In our view, the combination of strong growth and 


lower-risk cash flows warrants a higher valuation. 


Based on our projections, we anticipate 9% CAGR in dividends between 


2011 and 2016. We estimate AltaGas will invest over $3.6 billion during this 


period, generating an additional $400 million of EBITDA. In the next two years in 


particular, we forecast an 8.7% dividend increase in late 2012 and a 4% 


dividend increase in late 2013. 


We recommend AltaGas Ltd. given 


its balanced growth, improving risk 
profile, and yield upside potential.  


Acquisitions and growth projects 


are fundamentally improving 
AltaGas’ business risk profile.  


We anticipate 9% CAGR in dividends 


between 2011 and 2016.  
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AltaGas has significant exposure to NGL margins, Alberta power prices, 


and natural gas. We have a favourable outlook for NGL margins and Alberta 


power prices and expect AltaGas to benefit from this exposure. While we expect 


sustained low natural gas prices to result in lower overall Western Canadian 


Sedimentary Basin (WCSB) natural gas production and to negatively impact 


AltaGas’ fee-for-service field gathering and processing throughput volumes, we 


expect these lower processing volumes to be more than offset by growth 


projects and believe that at sub-$2.50/GJ AECO natural gas prices there is more 


upside than downside at this juncture. Furthermore, we note that low natural 


gas prices promote growth in the utility segment and result in higher NGL 


margins. 


In our view, the Northwest Hydroelectric projects will offset 


forthcoming losses. On December 31, 2020, AltaGas’ Sundance B PPA expires. 


Sundance B PPA generates about $80 million–$120 million of EBITDA/year 


depending on power prices. As the Sundance B PPA approaches expiration, we 


calculate its net present value (NPV) will decline about $1 per share per year. 


However, we expect AltaGas’ three Northwest Hydroelectric projects currently 


under construction to generate about $120 million of run-rate annual EBITDA. 


Based on our calculations, we forecast the gain in NPV of the Northwest pro jects 


will offset the loss of the Sundance B PPA. 


We believe AltaGas’ legacy assets and recent acquisitions position 


AltaGas for further growth. In particular, AltaGas is well situated to benefit 


from liquid natural gas (LNG) activity in Kitimat. As a result of its Pacific 


Northern Gas Ltd. (PNG) acquisition, closed December 20, 2011, AltaGas has the 


only current natural gas pipeline into Kitimat. We believe that AltaGas is well 


positioned to provide natural gas delivery services if any of the several proposed 


LNG projects are built. Also, AltaGas has over 700 MW of prospective power 


projects from both historical and recent acquisitions. These include the 33.5 MW 


Walker Ridge wind project in California, acquired in 2008 from GreenWing; the 


45 MW Narrows Inlet hydro project in British Columbia, acquired in 2011 from 


Pacific Northern Gas; and, the 60 MW Fitzgerald biomass project in Georgia, 


acquired with Decker Energy International Inc. in January 2012. We provide no 


value for these projects in our valuation. Should these growth opportunities 


materialize they would represent further upside to our target. 


We believe AltaGas may issue as much as C$600 million of debt or 


preferred shares and US$355 million of debt in 2012 and the first half of 


2013. We expect AltaGas to fund the remainder of its 2012 capital expenditures 


from available headroom under its $1.1 billion of corporate credit facilities. 


Longer term, we expect AltaGas to draw down its credit facilities with 


longer-term fixed-rate permanent financing. Based on CIBC Economics’ 10-year 


U.S. and Canadian treasury yields of 2.1% to 2.75% over this period and the 


252-basis-point (bps) spread of AltaGas’ October 17, 2011, medium-term notes 


issuance, we calculate an all-in coupon of between 4.6% and 5.3%. 


We initiate coverage on shares of AltaGas Ltd. with a Sector 


Outperformer rating and a 12- to 18-month price target of $36.00 per 


share. Our valuation reflects a combination of 13.5x 2013E EV/EBITDA and 


4.25% target yield on our next 12 months (NTM) dividend of $1.41 per share 


and is supported by our discounted cash flow (DCF) valuation. We project a 


one-year total return of 18.6%. AltaGas is currently trading at 13.0x 2012E 


EV/EBITDA and a 4.4% current yield. 


Favorable outlook for NGL margins 
and Alberta power prices are 


expected to benefit AltaGas.  


Legacy assets and recent 
acquisitions position AltaGas for 


further growth.  


Sector Outperformer rating and a 


12- to 18-month price target of 
$36.00 per share.  
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Exhibit 1. Comparable Table 


    Price Shares Mkt Cap. Net Debt/ Dividends Per Share Yield 


  Ticker 8-Mar-12 (mlns.) ($ mlns.) EV C10 C11E C12E C13E C10 C11E C12E C13E 


Energy Infrastructure (4)                           


AltaGas Ltd.(1) (3) ALA $31.54  103.0 $3,249  48.5% $1.74  $1.33  $1.39  $1.57  5.5% 4.2% 4.4% 5.0% 


Enbridge Income Fund ENF $22.29  49.2 $1,098  62.6% $1.15  $1.16  $1.24  $1.29  5.2% 5.2% 5.6% 5.8% 


Gibson Energy GEI $20.66  98.1 $2,027  38.0% N/A R R R N/A R R R 


Inter Pipeline Fund LP (3) IPL.UN $19.41  264.2 $5,127  64.0% $0.91  $0.97  $1.05  $1.09  4.7% 5.0% 5.4% 5.6% 


Key era Corp KEY $43.08  75.7 $3,261  48.5% $2.25  $1.93  $2.00  $1.92  5.2% 4.5% 4.6% 4.5% 


Pembina Pipeline Corp.(2) PPL $28.10  167.4 $4,705  62.8% $1.56  $1.56  $1.59  $1.63  5.6% 5.6% 5.7% 5.8% 


Veresen Inc. (3) VSN $14.91  192.1 $2,864  62.9% $1.00  $1.00  $1.02  $1.08  6.7% 6.7% 6.8% 7.2% 


Weighted Average      56.7%     5.4% 4.9% 5.3% 5.6% 
                            


 


    Price EBITDA ($ mlns.) EV/EBITDA Basic EPS From Continuing Operations P/E 


  Ticker 8-Mar-12 C10 C11E C12E C13E C10 C11E C12E C13E C10 C11E C12E C13E C10 C11E C12E C13E 


Energy Infrastructure (4)                                     


AltaGas Ltd.(1) (3) ALA $31.54  $241  $259  $385  $513  20.8 19.4 13.0 9.8 $1.19  $0.98  $1.29  $1.46  26.5 >30 24.4 21.6 


Enbridge Income Fund ENF $22.29  $206  $222  $308  $325  18.7 17.5 12.6 11.9 $0.05  $0.85  $0.84  $0.88  >30 26.2 26.7 25.5 


Gibson Energy GEI $20.66  $141  R R R 18.4 R R R N/A R R R N/A R R R 


Inter Pipeline Fund LP(3) IPL.UN $19.41  $371  $523  $554  $585  20.7 14.7 13.9 13.1 $0.91  $0.95  $0.96  $1.04  21.2 20.3 20.2 18.7 


Key era Corp. KEY $43.08  $241  $255  $295  $342  16.8 15.9 13.7 11.8 $1.84  $2.44  $1.66  $2.08  23.4 17.7 26.0 20.8 


Pembina Pipeline Corp.(2) PPL $28.10  $294  $353  $431  $458  21.5 17.9 14.7 13.8 $1.14  $1.00  $1.10  $1.21  24.6 28.1 25.6 23.3 


Veresen Inc. (4) VSN $14.91  $367  $370  $516  $568  14.8 14.7 10.5 9.6 $0.55  $0.33  $0.62  $0.69  27.0 >30 23.9 21.7 


Weighted Average        19.3 16.2 13.1 11.7     24.2 22.8 24.1 21.5 
                                      


(1) Shares include 13.915 million subscription rec eipts.  


(2) Pembina Pipeline reflects p re -acquisition EBITDA estimates.  


(3) ALA, VS N estimates (D. Noseworthy),  IPL.UN estimates (P.Lechem).  


(4) Unless bolded, Bloomberg c onsensus estimates.  


Source:  Bloomberg and CIB C World Marke ts Inc.  
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Corporate Profile 
AltaGas Ltd. is an energy infrastructure corporation based in Alberta, Canada. It 


operates under three main operating divisions: Gas, Power, and Utility.  


AltaGas’ Gas segment comprises three sub-segments: Field Gathering and 


Processing (FG&P), Extraction and Transmission, and Energy Services. The FG&P 


segment has over 75 plants with 1.2 Bcf/d of gross processing capacity and 


6,500 km of associated gathering and delivery pipeline systems. The Extraction 


and Transmission segment consists of interests in six NGL extraction plants with 


an average annual NGL production of 42,000 Bbls/d, five natural gas pipeline 


systems with combined capacity of 554 MMcf/d, and three NGL pipeline systems 


with a total transportation capacity of 151,600 Bbsl/d. The Energy Services 


segment consists of energy management and gas services and includes 9.1 


Bcf/d of net natural gas storage capacity in Michigan and Ontario. 


AltaGas’ power segment consists of about 560 MW of net generating capacity. 


Power segment assets include: 1) a PPA for 50% of the Sundance B’s 706 MW 


coal-fired generation. The PPA expires December 31, 2020; 2) 54 MW of natural 


gas-fired generation at seven locations within Alberta; and, 3) 153 MW of 


renewable generation assets located in British Columbia, Michigan, and North 


Carolina. In addition, AltaGas has 299 MW under construction in British 


Columbia and Alberta.  


AltaGas’ utility segment consists of seven utilities with a total rate base of over 


$1.2 billion. The seven utilities are: 1) AltaGas Utilities Inc. in Alberta; 


2) Heritage Gas in Nova Scotia; 3) Inuvik Gas Ltd. in the Northwest Territories; 


4) Pacific Northern Gas Inc. in British Columbia; 5) Cook Inlet Natural Gas 


Storage Alaska (CINGSA) in Alaska; 6) ENSTAR Natural Gas Company in Alaska; 


and, 7) SEMCO Energy Gas Company in Michigan.  


On December 16, 2011, AltaGas closed a $232 million acquisition of PNG, owner 


and operator of three natural gas utility franchises in northern BC with a total 


rate base of $174 million. PNG also owns interests in several operating and 


in-development hydroelectric power assets. We discuss these assets and 


transaction in the “Utility Segment” discussion below. 


On February 1, 2012, AltaGas announced the proposed acquisition of SEMCO 


Holding Corporation (SEMCO) for US$1.135 billion, including US$355 million of 


assumed debt. SEMCO owns and operates three utility assets in Michigan and 


Alaska with a total rate base of about US$725 million. We discuss these assets 


and the transaction in the “Utility Segment” discussion later. For the purposes of 


this report we assume the proposed SEMCO Holdings Corporation acquisition will 


close in Q3/2012. 


Exhibit 2. Company Overview 


Overview   


Company Structure:  Corporation 


TSX Ticker Symbol: ALA 


Originally Incorporated: 30-Aug-93 


Incorporated from Trust: 01-Jul-11 


Basic Shares Outstanding as at February 21, 2012 ¹: 103.00 million  


Total Enterprise Value: $5,023 million 


Headquarters: 1700, 355 – 4th Avenue S.W., Calgary, Alberta, T2P 0J1 


Note: (1 ) Includes 13.915 million subscription receipts issued February 2, 2012.  


Source:  Company reports and CIB C World Markets Inc.  
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Exhibit 3. 2011 EBITDA By Segment (Ex-Corporate) 


Gas


53%


Power


34%
Utility


13%


 


Source:  Company reports and CIB C World Markets Inc.  


Exhibit 4. 2012E EBITDA By Segment (Ex-Corporate) 


Gas


45%


Power


26%


Utility


29%


 


Source:  Company reports and CIB C World Markets Inc.  
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Capital Markets Profile 


Exhibit 5. AltaGas Stock Price And Volume (See Appendix 5 For Full List Of Events) 
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Source:  Company reports and CIB C World Markets Inc.  
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Exhibit 6. AltaGas Performance Relative To Energy Infrastructure Peers Y/Y 


Note: Total Returns are calculated from March 7, 2011 to March 8, 2012. Dividends are assumed to be reinvested.
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TransCanada Corp.:  4.1%


Veresen Inc.:  6.7%


Keyera Corp.:  4.8%


ATCO Ltd.:  1.9%


Enbridge Income Fund Holdings Inc.:  5.6%


AltaGas Ltd.:  4.4%


Enbridge Inc.:  3.0%


Canadian Utilities Ltd.:  2.7%


Pembina Pipeline Corp.:  5.7%


Inter Pipeline Fund:  5.5%


Provident Energy Ltd.:  4.6%


YOY Price Return YOY Total Return


Current Yield


 


Source:  Bloomberg and CIB C World Marke ts Inc.


AltaGas’ Performance 
As at March 8, 2012, AltaGas has posted a year-over-year total return of 30.1%, 


consisting of a $1.33 dividend and a 23.9% price return (Exhibit 6). In 


comparison, the S&P/TSX Utilities sector posted an 11.2% return and AltaGas’ 


peers (high payout energy infrastructure companies) posted a 29% weighted 


average return.  


Market volatility and falling North American government bond yields have driven 


investors to seek relatively safe but higher yields. AltaGas’ superior price 


performance to the Utilities Index can be attributed to its relative attractive 


dividend yield; it offered a dividend yield of 4.8%, which amounted to an 


average 227 bps spread over the 10-year Canada bond in 2011.  


Outperformance relative to its peers is likely due to: 1) its recent 4.5% dividend 


increase to $1.38/year, up from $1.32/year, in December 2011, indicating 


confidence that its cash flows could support higher dividend levels; 2) award of 


three PPAs for over $1 billion of hydroelectric projects, which underpin cash flow 


stability and further dividend increases; and, 3) approval of growth 


opportunities, such as the 250 MMcf/d Harmattan co-stream project.  
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Share Ownership Summary 
Inclusive of AltaGas’ February 2, 2012, 13.9 million subscription receipts 


offering, we calculate AltaGas has 103.0 million shares outstanding. As of 


February 8, 2012, AltaGas’ ownership consists of: 29% owned by institutional 


investors, 67% owned by non-institutional investors, and 4% owned by 


management and the board of directors (Exhibit 7 – Breakdown Of Shareholders 


As Of February 8, 2012). In our view, the shares held by management and 


directors signal good alignment of interests with the public shareholders.  


AltaGas’ common shares trade on the Toronto Stock Exchange under the symbol 


ALA with a market capitalization of $3.2 billion. The 52-week average daily 


trading volume is about 282,000. 


Exhibit 7. Breakdown Of Shareholders As Of February 8, 2012 


Insider 


Holdings


4%


Institutional 


Holdings


29%


Non-


Institutional 


Holdings


67%


 
Source:  Capital IQ and CIB C World Marke ts Inc.  


Management And Governance 
AltaGas, led by Founder, Chairman and Chief Executive Officer (CEO) 


David Cornhill, has a financially and operationally disciplined 


management team (see Appendix 1 for a summary of senior management). 


Mr. Cornhill has served as Chairman and CEO of AltaGas Services Inc. since 


founding it in April 1994. As a career oil & gas industry executive, Mr. Cornhill 


brings strong strategic direction and oversight to the AltaGas management 


team. 


We believe the interests of AltaGas’ internal management are aligned 


with the interests of shareholders. AltaGas management’s incentive 


compensation plans are based on a combination of short-, medium-, and 


long-term incentive compensation that focus executive management on 


corporate objectives. We believe the heavy weighting (50%–70%) on ROE and 


EPS for the short-term incentive plan should align management with 


yield-focused shareholders as AltaGas’ dividend policy is to grow dividends with 


earnings. In our opinion, the medium- and long-term incentive plans, which 


include a combination of restricted units, options, and shares – paid out based 


on meeting a threshold level of performance – should focus management on 


long-term capital gains. 
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Exhibit 8. AltaGas Operations 
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Source:  Company reports and CIB C World Markets Inc.  
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Balanced Growth – Operations And 


Assets 


Exhibit 9. EBITDA Forecast By Segment (Ex-Corporate) 
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Source:  Company reports and CIB C World Markets Inc.  


Exhibit 10. AltaGas Within The Natural Gas Industry Value Chain 
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Source:  En*Vamtage Inc. and CIBC World  Markets Inc.  
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In this section, we examine the impact of AltaGas’ growth projects and recent 


acquisitions on its overall business risk profile. We also explain each of AltaGas’ 


three business segments (Gas, Power, and Utility), their expected financial 


performance, and the key value drivers. 


Growth And Acquisitions Are Improving 
AltaGas’ Business Risk Profile 


In our view, acquisitions and growth projects are fundamentally 


improving AltaGas’ business risk profile. In the past five months AltaGas 


has: 1) announced the planned acquisition of SEMCO Holdings Corp., which has 


about US$725 million of utility rate base; 2) closed its acquisition of Pacific 


Northern Gas Ltd., which has about $175 million of utility rate base; 3) acquired 


Decker Energy International Inc., which has two operational biomass power 


generation projects under long-term PPAs; and, 4) assumed a 50% interest in 


the under-construction Busch Ranch wind project, which also has a long-term 


PPA. All of these acquisitions have contributed significant accretive long-term 


cost-of-service or contracted cash flows. 


Furthermore, AltaGas has committed to over $1.4 billion of growth 


projects that are all expected to contribute long-term cash flows that 


are either cost-of-service, contracted, or fee-for-service. These projects in 


combination with the above-mentioned acquisitions will, in our view, materially 


reduce AltaGas’ overall business risk (Exhibit 11 – AltaGas’ Growth And 


Acquisitions Focus On Lower-risk Opportunities). We forecast 21% of 


AltaGas’ total 2016E EBITDA will have direct commodity risk exposure, 


down from over 50% in 2011. 


Exhibit 11. AltaGas’ Growth And Acquisitions Focus On Lower-risk 
Opportunities 
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Source:  Company reports and CIB C World Markets Inc.  


We forecast 21% of AltaGas’ total 
2016E EBITDA will have direct 
commodity risk exposure, down 


from over 50% in 2011.  
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Gas Segment 
AltaGas’ midstream activities are captured in the Gas segment. The midstream 


assets include over 75 FG&P plants, 6,500 km of gathering pipelines, six 


extraction and/or fractionation plants, five natural gas pipeline systems, three 


NGL pipeline systems, and one natural gas storage facility.  


Exhibit 12. Gas Segment EBITDA Forecast 
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Source:  Company reports and CIB C World Markets Inc.  


We Expect Gas Segment To Generate 20% CAGR In EBITDA 
From 2011 To 2013E 


We forecast the Gas segment to contribute $192 million in 2012E 


EBITDA, up from $162 million in 2011 as record-high NGL margins more 


than offset the $13 million negative impact from maintenance turnarounds at 


the Harmattan ($7 million) and Younger plants ($6 million). The Younger Plant is 


on a three-year turnaround cycle synchronized with Spectra Energy’s (SE–NYSE) 


McMahon gas plant, while the Harmattan plant is on a four-year turnaround 


cycle. We anticipate 2011 realized NGL margins of $33.67/Bbl, up 23% from 


$27.27/Bbl in 2010. We expect NGL margin sensitivity to increase from 2012 to 


2013 as AltaGas has only hedged 33% its 2013 NGL exposure. AltaGas has 


hedged 75% of its 2012 NGL exposure. AltaGas typically hedges about 


two-thirds of its NGL margin exposure on an annual basis. See Exhibit 13 for a 


summary of our commodity price assumptions and AltaGas’ sensitivities and 


hedges.  


AltaGas has hedged 67% of its 2012 


NGL exposure.  
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Exhibit 13. AltaGas’ Gas Segment Commodity Price Deck, Sensitivity And 


Hedges 


2012E 2013E 2014E


Commodity and FX Price Deck


X CAD = 1 USD $1.04 $1.01 $1.00


Nymex Natural Gas (2) $3.75 $4.50 $5.00


WTI (2) $95.00 $100.00 $100.00


NGL Margins 
(1)


$36.71 $32.75 $32.75 $30.00


FFOPS Sensitivity 


to 10% change in:


FX Rate $0.00 ($0.01) ($0.01)


NGL Margins $0.02 $0.05 $0.08


NGL Volumes $0.13 $0.15 $0.15


Natural Gas FG&P Volumes $0.03 $0.04 $0.04


EPS Sensitivity 


to 10% change in:


FX Rate $0.00 ($0.01) ($0.01)


NGL Margins $0.02 $0.04 $0.06


NGL Volumes $0.10 $0.11 $0.11


Natural Gas FG&P Volumes $0.03 $0.03 $0.03


Hedges


NGL Margin Hedge Price $35.00 $35.00 -           


% of NGL Margin Exposure 75% 33% 0%


Notes:


(1) We adjust AltaGas' NGL margins to reflect the nature of its


pool price agreement with Provident Energy Ltd. at the Younger 


Straddle plant in British Columbia.


(2) CIBC Oil & Gas Team estimates


Sensitivity to NGL 


margins increases in 


2013 and 2014 as 


hedges fall off.


Source:  Company reports and CIB C World Markets Inc.  


We expect a strong slate of growth projects to drive significant EBITDA 


increases in 2012 and 2013. We expect 2012E Gas segment EBITDA to 


increase almost $30 million Y/Y to $192 million due to: 1) a full-year 


contribution from the Younger plant capacity expansion from 580 MMcf/d to 


650 MMcf/d completed in Q4/2011; 2) a full-year contribution from the 


250 MMcf/d Septimus pipeline, which began operations in Q4/2011; 3) the late 


Q1/2012 start-up of the 250 MMcf/d Harmattan Co-stream project; and, 4) a 


further assumed 100 MMcf/d capacity increase at Younger to its licensed 


capacity of 750 MMcf/d in Q4/2012. We discuss the growth projects in further 


detail below (see Exhibit 14 – AltaGas Gas Segment Growth Projects). Besides 


growth projects, we also expect the following to increase EBITDA: 1) no 


expected major outages in 2012 (Harmattan or Younger in 2011); and, 2) 


higher realized NGL margins as higher Y/Y NGL hedge prices more than 


compensate for lower Y/Y expected NGL spot market prices. We estimate 2013E 


EBITDA of $245 million. The increase from 2012 is primarily due to full-year 


contributions from the Harmattan Co-stream project and the 100 MMcf/d 


expansion at the Younger extraction plant, as well as the start-up of the 120 


MMcf/d Gordondale gas plant in late 2012.  
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Exhibit 14. AltaGas Gas Segment Growth Projects 


Growth Projects            


Project 


Total Est. Capital Cost 


($ mlns.) Net Total Capacity 


Est. Commercial 


Operation Date Ownership (%) 


Estimated EBITDA 


($ mlns.) 


Gas           


Blair Creek – 50 MMcf/d Expansion $42.0 70 MMcf/d Q2/2012 100 $7.3 


Gordondale Plant Phase 2 $236.0 120 MMcf/d Late 2012 100 $30–$35 


Harmattan Co-stream $147.0 250 MMcf/d Early Q2/2012 100 >$25 


Marlboro – 13 MMcf/d Ex pansion $0.9 21 MMcf/d Q1/2012 40 $1.2 


Taiga Pipeline $24.0 65000 GJ/d July 2013 99 $4.5 


Younger Ex traction Plant – 30 MMcf/d Expansion N/A 385 MMcf/d Early 2012 56.7 N/A 


Younger Ex traction Plant – 70 MMcf/d Expansion N/A 425 MMcf/d Q4/2012 56.7 N/A 


Total $449.9       $68–$73 


Prospectiv e Storage Projects           


Alton Natural Gas Project N/A 10 Bcf  50  


Michigan Natural Gas Storage      


Source:  Company reports and CIB C World Markets Inc.


AltaGas’ Gas segment consists of three sub-segments: 1) Field Gathering 


& Processing; 2) Extraction and Transmission; and, 3) Energy Services (see 


Appendix 2 for a list of AltaGas’ Gas assets by sub-segment). 


Field Gathering And Processing – Levered To WCSB Natural 
Gas Production 


AltaGas operates 95% of its FG&P plants with a net processing capacity of 


1.1 Bcf/d (1.2 Bcf, gross) in BC, Alberta, and Saskatchewan. It also owns about 


6,500 km of gathering lines that transport natural gas from the producer’s 


wellhead to AltaGas’ processing facilities and then on to downstream natural gas 


pipeline transmission systems.  


Volume throughput is the major driver for this predominantly fee-for-


service business segment. Over the past four quarters AltaGas’ FG&P 


facilities’ gross utilization has reached a low of 33%, largely as a result of overall 


WCSB natural gas production declines and, in particular, dry coal-bed methane 


production, which has more than offset limited capacity additions. We forecast 


that a 1% change in capacity utilization of AltaGas’ FG&P assets will 


result in a $0.01 change in EPS for 2012E, 2013E, and 2014E. 


We forecast a 1% change in capacity 


utilization of AltaGas’ FG&P assets 
will result in a $0.01 change in EPS 


for 2012E, 2013E, and 2014E.  
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Exhibit 15. Recovery In FG&P Utilization Anticipated 
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Source:  NEB,  CAPP,  Company reports and CIB C World Markets Inc.  


In our view, the combination of flat WCSB production and FG&P capacity 


expansions in the more active parts of the basin will likely result in 


modestly higher overall capacity utilization of AltaGas’ FG&P facilities . 


We expect declining WCSB natural gas production to moderate in 2012 and 


2013, bottoming at 13.0 Bcf/d, followed by a gradual recovery through to 2020. 


We expect potential West Coast LNG exports may act as a price catalyst for 


WCSB natural gas as they open up the Asian natural gas market to Canadian 


producers. Asian natural gas prices are linked to oil prices and, as a 


consequence, are much higher than North American gas prices (see Appendix 3 


– West Coast LNG Projects And Opportunities). Our forecast is consistent with 


those from the Canadian Association of Petroleum Producers (CAPP), 


TransCanada Corp. (TRP–SO), and the National Energy Board (NEB) after 


adjusting for our natural gas price deck (Exhibit 15 – Recovery In FG&P 


Utilization Expected).  


FG&P expansions in active 
liquids-rich gas formations are 


expected to increase utilization. 
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Exhibit 16. Average Monthly AECO Gas Price Hits New Five-year Low 
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Source:  Bloomberg.  


Exhibit 17. Active Natural Gas Rigs In Canada 
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Exhibit 18. Canadian Natural Gas Well Completions 
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Low natural gas prices continue to depress natural gas drilling activity 


in Canada. Unseasonably warm winter temperatures have depressed natural 


gas consumption across North America, pushing natural gas storage levels to 


five-year highs (Exhibit 19 – North American Natural Gas Storage Reaches 


Five-year Highs). Above-average storage levels combined with below-average 


demand has pushed natural gas prices to five-year lows (Exhibit 16 – Average 


Monthly AECO Gas Price Hits New Five-year Low). In our view, sustained low gas 


prices are reducing natural gas drilling activity to five-year lows (Exhibit 17 – 


Active Natural Gas Rigs In Canada).  


Exhibit 19. U.S. Natural Gas Storage Reaches Five-year Highs 


 


Source:  EIA and CIBC World Markets Inc. Oil & Gas Team.  


After several years of limited capacity additions, AltaGas increased its 


FG&P plant capacity by 54 MMcf/d in 2011 and will add or utilize an 


additional 386 MMcf/d of capacity in 2012, all in areas with access to 


liquids-rich gas or oil production-related solution gas. Low gas prices and 


high NGL prices have caused natural gas producers to focus on liquids-rich gas 


production areas such as the Montney shale gas formation. Producers have 


focused on controlling and maximizing the values of the entrained NGL in the 


raw gas stream as NGLs become a more significant component of the producers’ 


overall netback. We estimate that at $3/Mcf WCSB producers require C3+ NGL 


liquids content in excess of 30 Bbls/MMcf in order to generate a positive netback 


(Exhibit 21 – Positive Producer Netbacks Depend On Liquids Content). This is 


more than double the average WCSB liquids content in 2010, but in line with 


liquids content in the Montney. We expect further FG&P opportunities to 


materialize for AltaGas as production in the Montney grows. Based on our 


natural gas price outlook and several third-party forecasts, we estimate Montney 


gas production to grow at a 23% CAGR (Exhibit 20 – Montney Natural Gas 


Production Forecast). 


Low natural gas prices continue to 
depress natural gas drilling activity 


in Canada.  


At $3/Mcf, WCSB producers require 


C3+ NGL liquids content in excess 
of 30 Bbls/MMcf in order to generate 
a positive netback.  
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Exhibit 20. Montney Natural Gas Production Forecast 


0


0.5


1


1.5


2


2.5


3


3.5


4


2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E 2020E


B
cf


/d


Based on our natural gas price outlook, we 


forecast 23% CAGR in Montney gas 


production


 
Source:  CAPP,  NEB,  Trans Canada Corp. and CIBC World Markets Inc.  


Exhibit 21. Positive Producer Netbacks Depend On Liquids Content 
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back at current AECO gas prices.
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Source:  Company reports and CIB C World Markets Inc.  


Furthermore, low gas prices and high NGL prices have resulted in 


several producer trends, such as: 1) a preference for deep-cut FG&P plants in 


order to maximize the NGL volumes extracted; 2) a propensity among producers 


to pay for gas processing services under fee-for-service or cost-of-service 


arrangements, allowing producers to retain control over the NGLs; and, 3) a 


willingness among capital-conscious producers to outsource gas processing to 


midstream players. Typically, oil & gas exploration and production investors do 


not attribute value to midstream assets in the hands of producers. Furthermore, 


producers trade at a multiple discount to midstream companies. Therefore, 


producers can achieve a valuation lift by selling midstream assets to the 


midstream companies. 


Low gas prices have encouraged 


capital-conscious producers to 
increasingly outsource gas 
processing. 
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FG&P Growth Projects Provide Stable Long-term Cash 
Flows 


We forecast AltaGas’ Harmattan Co-stream and Gordondale growth 


projects will contribute run-rate annual EBITDA of $25 million and 


$32 million, respectively, with in-service dates of early Q2/2012 and late 


2012, respectively. We discuss the key attributes of each project below. 


Harmattan Co-stream – Cost-of-service Cash Flows 


The 250 MMcf/d Harmattan Co-stream project will extract NGLs from 


natural gas on the Nova Gas Transmission Ltd. (NGTL) Western Alberta 


System and inject the dry residue gas downstream of Inter Pipeline 


Fund’s (IPL.UN–SP) Cochrane straddle plant (Exhibit 22 – Harmattan 


Co-stream Project). In addition to expanding existing processing capacity to 


490 MMcf/d, as part of this project AltaGas will construct three pipelines: 


1) From NGTL West to the Harmattan facility; 2) From the Harmattan facility to 


NGTL to transport processed dry gas downstream of the Cochrane plant; and, 3) 


a high vapor-pressure NGL pipeline from Harmattan to the Taylor Didsbury rail 


loading terminal. Construction at Harmattan started in June 2011. Operations 


are expected to begin in Q2/2012. We forecast project contributions starting 


Q2/2012. 


Exhibit 22. Harmattan Co-stream Project 


 
Source:  Company reports.  
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The Harmattan Co-stream project is backed by a 20-year cost-of-service 


agreement with NOVA Chemicals. This agreement follows from a 


Memorandum of Understanding (MOU) entered in July 2009. The agreement 


with NOVA protects AltaGas from modest capital cost increases up to 


$156 million. All related operating costs will be fully recovered through fees 


under normal operations. 


We believe Harmattan is an attractive natural gas processing option for 


producers because of its deep-cut ability and multi-modal NGL 


transportation. There are several transportation options for NGLs processed at 


Harmattan. All ethane is delivered to the Alberta Ethane Gathering System 


(AEGS). Propane is either trucked from Harmattan or railed from AltaGas’ 


Didsbury rail terminal. Butane and condensate can be transported by truck, rail, 


or by Plains All American’s (PAA–NYSE) Cremona pipeline, which connects into 


its Rangeland system. 


Legal and regulatory requirements are not impeding progress. AltaGas 


received Energy Resources Conservation Board (ERCB) approval to proceed with 


its Harmattan project in late 2010. Since then Inter Pipeline has: 1) submitted a 


Review of Variance application, which the ERCB dismissed; 2) asked for standing 


to appeal the ERCB decision in court, which was granted; and, 3) subsequent to 


the court of appeal decision to hear Inter Pipeline’s application, asked the ERCB 


for a stay of construction, which the ERCB has denied. We do not expect the 


ERCB decision to be reversed by the court of appeal, but we do recognize it is a 


risk. The hearing date has been set for April 5, 2012. 


Gordondale – Solid Anchor Tenant, Prime Liquids-rich 
Location 


The Gordondale gas plant project is a 120 MMcf/d deep-cut gas 


processing facility and gas gathering system in the liquids-rich 


Gordondale area of the Montney shale gas formation (Exhibit 23 – 


Gordondale Project Map and Exhibit 20 – Montney Gas Production Forecast). 


Total estimated capital cost for the project is $236 million. The construction is 


split into two phases. Phase I is the construction of the 15 MMcf/d Henderson 


pipeline to AltaGas’ existing 63 MMcf/d Pouce Coupe gas plant. This was 


completed in Q4/2011. Phase II is the construction of the 120 MMcf/d 


Gordondale gas processing facility and necessary gas gathering pipelines. Phase 


II is expected to be completed in late 2012. For modeling purposes we expect no 


cash contribution from Phase II of the project until the beginning of 2013.
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Exhibit 23. Gordondale Project Map  


 
Source:  Company reports and CIB C World Markets Inc.  


Base economics are satisfied by a long-term processing agreement with 


Encana (ECA–SP). This agreement provides sufficient gas volumes to justify 


construction. We expect AltaGas to optimize plant utilization by: 1) capturing 


volumes from Encana; and, 2) contracting with other producers such as ARC 


Resources (ARX–SO), Birchcliff (BIR–SP), Canadian Natural Resources (CNRL) 


(CNQ–SO), Penn West (PWT–SO), and Taqa North (TAQA–DU) (Exhibit 24 – 


Gordondale Producer Land Positions And Natural Gas Reserves).
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Exhibit 24. Gordondale Producer Land Positions And Natural Gas Reserves 


 


Source:  Company reports.


NGL economics are very attractive for producers. We believe the 


combination of: 1) liquids-rich gas (NGL content in the Gordondale plant capture 


area is estimated to be 40 Bbls/MMcf–90 Bbls/MMcf); 2) deep-cut capability; 


and, 3) access to Pembina Pipelines’ (PPL–TSX) Peace NGL pipeline make 


processing gas at the Gordondale processing facility attractive for producers 


looking to maximize the value of their NGLs. The Peace pipeline provides direct 


access to the Edmonton/Fort Saskatchewan NGL market hub. 


Gordondale’s deep-cut NGL extraction capabilities offer NGL upside 


potential for AltaGas. Deep-cut NGL extraction capabilities should offer 


AltaGas the ability to earn: 1) fee-for-service cash flows from those producers 


looking to maintain control of their NGLs; 2) NGL marketing cash flows for those 


producers looking to sell their NGLs as a mix at the plant; and, 3) NGL margin 


extraction cash flows through the direct purchase of raw natural gas at the plant 


gate and proprietary processing and NGL extraction. 


Extraction And Transmission – Benefitting From Record 
NGL Margins 


AltaGas’ Extraction & Transmission segment consists of ownership interests in 


six ethane and natural gas liquids extraction plants with an annual average 


production of 42,000 Bbls/d, five natural gas pipeline systems with combined 


capacity of 554 MMcf/d, and three NGL pipeline systems with a total 


transportation capacity of 151,600 Bbls/d.  


Gordondale’s deep-cut NGL 
extraction capabilities offer NGL 
upside potential for AltaGas.  
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NGL margins and volume are the most significant drivers for AltaGas’ 


extraction and transmission business segment. We calculate that at 


current levels a 10% change in NGL margins would result in a $0.02 and $0.04 


change in 2012E and 2013E EPS, respectively. AltaGas has hedged about 75% 


of its 2012E market NGL margin exposure and reduced its sensitivity relative to 


2013E when AltaGas has hedged 33% of its exposure. We estimate that a 10% 


change in NGL volumes processed would result in a $0.10 and $0.11 change in 


2012E and 2013E EPS, respectively. While earnings are more sensitive to 


changes in volume than in prices, we recognize that process volumes are much 


less volatile than NGL prices especially after accounting for planned outages and 


capacity increases. 


Over our forecast horizon of 2012–2013, we expect lower, but above 


long-term average NGL margins. 2011 North American NGL margins 


benefited from low and falling gas prices, high and rising oil prices, and 


favorable Brent-WTI price differentials. South American propane markets are 


priced relative to Brent while North American propane markets are priced 


relative to WTI. Therefore, the wide Brent-WTI differential supports a strong 


propane export market. We expect the tighter-than-normal propane markets to 


ease as the Brent-WTI price differential likely dissipates with the start-up of the 


Seaway pipeline between Cushing and the U.S. Gulf Coast. Q1/2012 to date 


average Canadian NGL margins are $54.98/Bbl. We forecast $47.50/Bbl for the 


remainder of 2012 and $43.75/Bbl for 2013E (Exhibit 25 – Historical And 


Forecast Canadian NGL Margins). 


Exhibit 25. Historical And Forecast Canadian NGL Margins 
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We forecast AltaGas’ commodity price-sensitive NGL volumes to decline 


slightly from 13.0% in 2011 to 12.0% in 2013E (Exhibit 26 – Fee-for-


service And Cost-of-service Agreements Limit Market NGL Margin Exposure). We 


expect the cost-of-service Harmattan Co-stream project (COD Q2/2012) and 


fee-for-service Gordondale project (COD Q4/2012) will contribute to AltaGas’ 


fixed-fee NGL revenues and reduce AltaGas’ relative exposure to the 


market-priced NGL margins. However, two anticipated capacity expansions at 


the Younger Straddle plant (COD Q1/2012 and Q4/2012) will add some 


additional NGL commodity price exposure. 


In our view, AltaGas’ NGL commodity hedging provides enhanced cash 


flow visibility, allowing for better capital management. AltaGas regularly 


hedges up to two-thirds or more of its market NGL margin exposure. In 2011 


AltaGas hedged ~70% of its NGL commodity exposure at about $27.78/Bbl and 


currently has hedged about 75% of its 2012 NGL commodity exposure at 


$35/Bbl. AltaGas has also hedged one-third of its 2013 NGL commodity 


exposure at $35/Bbl. While AltaGas has foregone some of the NGL upside from 


rising NGL prices in recent years, we believe these hedges provide AltaGas with 


improved cash flow certainty for financial planning purposes. 


Exhibit 26. Fee-for-service And Cost-of-service Agreements Limit Market 
NGL Margin Exposure 


 % of Total Forecast Volumes 


Extraction Segment Cash Flows 2011  2012E 2013E 


Ethane (C2)    


Fee-for-Service and Cost-of-Serv ice 64.9% 64.4% 61.0% 
    


NGL (C3+)    


Fee-for-Service and Cost-of-Serv ice 22.1% 22.9% 27.0% 


Commodity  Price Sensitiv e 13.0% 12.7% 12.0% 


Source:  Company reports and CIB C World Markets Inc.  


Long-term cost-of-service and fee-for-service agreements provide cash 


flow stability for the remaining 87% of NGL volumes. In Alberta, Nova 


Chemicals and Dow Chemical (DOW–NYSE) purchase nearly all the ethane 


produced for its energy value plus the cost of extraction, and a premium. The 


premium provides a return of, and on, capital. About 65% of AltaGas’ 2011 NGL 


volumes were ethane. Looking forward we expect a decrease in the relative 


proportion of ethane as NGL production from the Younger and Gordondale plants 


increase. Ethane production at these plants is expected to be less than 65% of 


the total.  


Also, AltaGas has entered into fee-for-service or cost-of-service 


arrangements for 22% of its C3+ volumes in 2011, increasing to 27% in 


2013E once the Harmattan Co-stream (cost-of-service) and Gordondale FG&P 


plant (fee-for-service) are both fully operational.  


Finally, with regards to volume, AltaGas minimizes its exposure to 


throughput volume risk and rising extraction premiums through 


long-term feedstock supply agreements at Edmonton Ethane Extraction 


Plant (EEEP), the Provident (PVE–TSX) Empress straddle plant, Joffre Ethane 


Extraction Plant (JEEP), and Harmattan. 


We forecast AltaGas’ commodity 
price-sensitive NGL volumes to 


decline slightly from 13.0% in 2011 
to 12.0% in 2013E.  
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Younger Extraction Plant – Sitting At The Nexus 


The Younger straddle plant is strategically located to benefit from the 


growing NGL-rich Montney shale formation. The Younger plant is located 


near Fort St. John, British Columbia where three natural gas pipeline 


transmission systems come together. These are: 1) the Spectra Energy Gas 


Transmission that serves British Columbia and the Pacific Northwest and 


connects the Younger plant to Spectra’s McMahon gas plant; 2) the Canadian 


Natural Resources Limited Stoddard system that transports gas from 


northeastern British Columbia to Younger; and, 3) the Alliance pipeline that 


supplies natural gas and NGLs to Channahon, Illinois close to Chicago 


(Exhibit 27 – WCSB NGL Infrastructure Map).  


Exhibit 27.WCSB NGL Infrastructure Map 


 
Source:  Company reports and CIB C World Markets Inc.  


The Younger plant is the only straddle plant in British Columbia. We 


believe Montney producers looking to maximize the netback on their natural gas 


and without access to deep-cut field gathering and processing facilities will be 


likely to direct their gas to the Younger plant. An alternative is to transport the 


rich-gas from BC to Chicago via the Alliance pipeline and extract the NGLs at the 


Aux Sable straddle plant near Chicago. For producers wishing to keep NGLs in 


the WCSB this may not be an attractive alternative.  
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In our view, the recently completed 250 MMcf/d Septimus pipeline 


highlights the growth opportunity and competition in British Columbia. 


AltaGas, in partnership with Provident and a senior producer which we believe to 


be Canadian Natural Resources Limited, announced on March 2, 2011, an 


agreement to construct this 16-inch, 25-km rich-gas gathering pipeline for 


$30 million, net. Interests in the Septimus pipeline are split 30/30/40 between 


AltaGas, Provident, and Canadian Natural Resources.  


Natural gas from the Septimus area is liquids-rich. According to Canadian 


Natural Resources’ Q4/2010 report, the NGL content of the natural gas produced 


at the Septimus properties is 30 Bbls/MMcf of NGLs. This is above its 


27 Bbls/MMcf expectation and above the average NGL extraction volumes for 


WCSB natural gas processing plants estimated at 25 Bbls/MMcf (inclusive of 


ethane).  


AltaGas should be able to generate multiple revenue streams through its 


involvement in the Septimus pipeline. These include: 1) cost-of-service 


revenue for transporting rich-gas on the Septimus pipeline; 2) fee-for-service 


revenue for NGL extraction at the Younger straddle plant; and, 3) potential NGL 


marketing revenue through the profit-sharing pool with Provident. We estimate 


that once the Septimus pipeline is fully operational and in use, it may contribute 


$1 million to $2 million of EBITDA to AltaGas per year.  


AltaGas’ Septimus pipeline could be a competitor to Aux Sable’s 


Septimus pipeline for gathering volumes of liquids-rich gas. Aux Sable’s 


pipeline delivers liquids-rich gas from its Septimus gas plant to the Alliance 


pipeline, which carries it on for NGL processing in Chicago. We believe these 


projects illustrate midstream operators’ positive outlook with respect to the 


liquids-rich Montney formation. They also indicate producers’ readiness to work 


with midstream companies to improve natural gas netbacks and minimize capital 


investments in midstream assets.  


Capacity expansion at the Younger facility represents low-cost, 


high-return organic growth. Subsequent to a 70 MMcf/d expansion completed 


in Q4/2011, the Younger plant has an effective operating capacity of 


650 MMcf/d. However, it has a license capacity of 750 MMcf/d. We expect 


co-owners AltaGas and Provident to complete two further expansion projects in 


2012 to increase the operating capacity up to the 750 MMcf/d license capacity. 


The first 30 MMcf/d expansion is a simple re-wheel of the existing compressor. 


AltaGas already has the wheel. The second 70 MMcf/d expansion may require 


upgrading or twining certain vessels. AltaGas is in the process of determining 


the components required and capital costs to complete this expansion. We 


estimate these two expansions should generate about $4 million–$5 million 


annual run-rate EBITDA net to AltaGas. 


All of AltaGas’ NGL production from Younger plant is sold to Provident 


under a long-term NGL purchase agreement. The agreement consists of a 


return on capital, recovery of operating costs, shrinkage make-up and a 


profit-share component. Provident sources gas supply to the Younger facility as 


part of the NGL purchase agreement. AltaGas ’ ethane production is sold to Dow 


Chemicals under a long-term fee-for-service contract. 
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West Coast LNG – Gassing Up On Opportunities 


In our opinion, AltaGas’ Gas segment would likely benefit from higher 


natural gas production that may result in response to the price support 


offered by LNG export. We believe LNG export facilities could provide 


meaningful price support for WCSB natural gas in 2015 and beyond. There are 


several LNG export terminals at various stages of development proposed to be 


constructed on the coast of British Columbia (Exhibit 28 – Canadian West Coast 


LNG Projects In Development). Higher WCSB natural gas prices should result in 


higher production. 


Exhibit 28. Canadian West Coast LNG Projects In Development 


   Estimated  


 Project - (Import or Export) Proposed Capacity (Bcf/d) COD 
Capex  


($ mlns.) Location 


Canada Kitimat LNG Partnership – Phase I – Ex port  0.7 Q2/2015 $3,000 Bish Cove, BC 


Canada Kitimat LNG Partnership – Phase II – Export 0.7 2017–2018 $1,500 Bish Cove, BC 


Canada Douglas Channel Energy Partnership – Phase I – Ex port 0.125 Q4/13–Q1/14 $360-$450 Douglas Channel, BC 


Canada Douglas Channel Energy Partnership – Phase II – Export 0.125 2016–2018 N/A Douglas Channel, BC 


Canada Shell Canada/Korea Gas Corp/ Mitsubishi Corp./ China National Petroleum Corp. – Export 1.8–3.6 N/A $1,000+ Kitimat, BC 


Canada Progress Energy / PETRONAS – Export 0.6–1.2 N/A N/A N/A 


Canada Nexen / INPEX – Ex port N/A N/A N/A N/A 


Canada Sasol / Talisman Energy – Ex port N/A N/A N/A N/A 


Canada Penn West Exploration / Mitsubishi Corp. / Korea Gas Corp. N/A N/A N/A N/A 


Canada Port of Prince Rupert / BG Group plc N/A N/A N/A N/A 


Source:  Company reports,  NEB and CIB C World Markets Inc.  


In our view, LNG exports may create a much tighter WCSB natural gas 


supply/demand balance. We expect natural gas exports to remain relatively 


flat between now and 2015 as growing WCSB demand consumes incremental 


production. Current WCSB natural gas exports are about 7.0 Bcf/d. If the two 


most developed LNG projects, KM LNG and BC LNG, were to start operation per 


current estimated in-service dates, we would expect the incremental 0.825 Bcf/d 


of WCSB natural gas export demand to create a tighter supply/demand balance. 


Furthermore, a higher oil-linked Asian natural gas price would likely cause 


netback-maximizing Canadian natural gas producers to preferentially supply LNG 


exports before lower-priced domestic markets. See Appendix 3 for a more 


complete discussion on Canadian West Coast LNG opportunities.  


We believe AltaGas is uniquely situated to benefit from the development 


of LNG export capacity on the West Coast of Canada . AltaGas’ recently 


acquired Pacific Northern Gas Ltd. assets uniquely position it to benefit from LNG 


in Kitimat. PNG owns the only natural gas pipeline to Kitimat. It has entered 


several agreements with regards to the BC LNG project and the KM LNG project, 


including: 1) an option agreement to provide 80 MMcf/d of pipeline capacity to 


LNG Partners for its BC LNG project; 2) an option agreement to provide  


50 MMcf/d of pipeline capacity to Apache (APA–NYSE) and EOG Canada (EOG–


NYSE) for its Kitimat LNG project, if LNG Partners does not exercise its option; 


and, 3) a seven-year Operations & Maintenance agreement under which AltaGas 


would operate the Pacific Trail pipeline for the Kitimat LNG project. 


Should LNG Partners exercise its option for 80 MMcf/d of firm capacity, 


we calculate AltaGas would generate $15.8 million of additional annual 


revenue. The basis by which the revenue will be split between the company and 


rate payers has yet to be determined. The Transportation Service Agreement 


has a two- to five-year primary term with a right to renew for three additional 


five-year terms. 
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LNG Partners paid $6.5 million to secure its exclusive option for firm 


transportation. Under the terms of the Toll Service Agreement (TSA), the 


option payment is to be credited to transportation fees payable; however, 


should service commence after December 31, 2012, the credit will be reduced 


by $1 million. If service does not commence by January 1, 2015, then the TSA 


would terminate and AltaGas would retain all fees. The LNG export license 


application by BC LNG Export Co-operative to the NEB states LNG sales are 


anticipated to commence in the fourth quarter of 2013. 


In the event that LNG Partners does not exercise its option for firm 


capacity, AltaGas has a solid backup plan. In this situation, Apache and 


EOG, owners of the Kitimat LNG terminal, have an option to enter a 20-year 


agreement for 50 MMcf/d of firm transport capacity. Initial deliveries would be 


30 MMcf/d, starting with Phase 1 of the Kitimat LNG terminal, and an additional 


20 MMcf/d would be contracted if Phase 2 began operations. Under this 


agreement AltaGas would earn $6.9 million of additional revenues if both phases 


were operational. 


We estimate that AltaGas should earn revenues between $4 million and 


$8 million from its O&M agreement for the Pacific Trail pipeline. In 


connection with Pacific Northern Gas’ sale of its 50% interest in the Pacific Trail 


Pipeline LP on February 4, 2011, Pacific Northern Gas negotiated the principal 


terms of an operating and maintenance agreement under which Pacific Northern 


Gas, now AltaGas, would operate the Pacific Trail Pipeline (also known as the 


Kitimat to Summit Lake pipeline) for an initial term of seven years at market 


rates for comparable operations in North America. Under the terms of the 


agreement, Apache and EOG can extend the initial term to 10 years and achieve 


a 5% discount to market rates on the fees to be paid. There is a provision for 


successive five-year renewals subsequent to the initial term. The O&M 


agreement may be terminated if Apache and EOG sell their entire interest in the 


new pipeline. If the agreement is terminated before the end of the initial term, 


AltaGas is entitled to the NPV of the yet-undetermined fees payable under the 


O&M agreement for the remainder of the initial term, less the avoidable costs. 


Competition for ownership of the Pacific Trail pipeline is likely to be 


heated. In addition to AltaGas, Spectra Energy, Enbridge (ENB–SO), and 


TransCanada have all expressed interest in building and owning the 1 Bcf/d 


pipeline from Summit Lake to Kitimat. We believe success in bidding for the 


Pacific Trail pipeline will be determined by: 1) lowest cost of capital; 2) lowest 


targeted return; and, 3) highest estimated synergies. In our view, if Enbridge’s 


Gateway pipeline project were to be approved, the potential to build both the oil 


and gas pipeline in the same right-of-way (ROW) at the same time could 


produce significant cost savings. In our opinion, AltaGas’ advantage of having 


legacy pipeline assets is largely nullified by the agreement entered by Pacific 


Northern Gas to provide Pacific Trail Pipeline LP the right to use its existing 


ROW, easements, and real property for access and working space for 


construction as well as operations for the duration of the O&M agreement.  


AltaGas will retain the $6.5 mil lion 
option fee from BC LNG if its LNG 


project does not proceed by 
January 1, 2015.  
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Utility Segment 
AltaGas’ utility segment consists of seven utilities with a total rate base of over 


$1.2 billion. The seven utilities are: 1) AltaGas Utilities Inc. in Alberta; 


2) Heritage Gas in Nova Scotia; 3) Inuvik Gas Ltd. in the Northwest Territories; 


4) the recently acquired Pacific Northern Gas Inc. in British Columbia; 5) Cook 


Inlet Natural Gas Storage Alaska (CINGSA) in Alaska; 6) ENSTAR Natural Gas 


Company in Alaska; and, 7) SEMCO Energy Gas Company in Michigan 


(Exhibit 29 – Map Of Utility Segment Assets and Appendix 2 – Summary Of 


AltaGas’ Operating Assets). For the purposes of this report we assume the 


proposed SEMCO Holdings Corporation acquisition will close in Q3/2012. 


Exhibit 29. Map Of Utility Segment Assets 


SEMCO Alaska Inuvit Gas / Ikhil JV 


Heritage Gas 


AltaGas Utilities 


Pacific Northern Gas 


SEMCO Michigan 


 
Source:  Company reports and CIB C World Markets Inc.  


Exhibit 30. Utility Segment EBITDA Forecast 
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Strong Stable Performance Expected 


We forecast 2012E Utility segment EBITDA of $121 million, up from 


$39 million in 2011. This is mainly due to the Pacific Northern Gas Ltd. and 


SEMCO Holding Corporation acquisitions (see below for details). Total estimated 


2012 utility rate base is expected to increase to $1,308 million from $331 million 


in 2011. We forecast 2013E Utility EBITDA of $195 million. We expect the utility 


rate base to increase at a rate of 2.4% per year between 2013E and 2018E. We 


anticipate a five-year EBITDA CAGR of 4.4% over this same period as a result of 


rate base growth, lower deferred revenue at Alberta Utilities, and the recovery of 


the revenue deferral account at Heritage Gas.  


AltaGas Utilities Inc. 


AltaGas Utilities Inc. (AUI) has 78 franchise agreements servicing 


90 communities in Alberta. With 6% of the market share, AUI is the 


second-largest utility in Alberta behind ATCO (84%) (ACO.X–TSX). The 


remaining 10% is split between various co-ops.  


In light of AltaGas’ recent utility acquisition we believe AltaGas is 


unlikely to pursue additional acquisitions of utility infrastructure in 


Canada and the U.S. in the near term. However, we believe Alberta co-ops 


might offer consolidation opportunities for AUI under the right M&A conditions in 


the future. 


Over the next five years we expect 45%–65% of AUI rate base 


additions to be replacement and upgrade of the older system 


infrastructure. AUI is a 60-year-old utility and is reviewing the reliability of its 


older plant from a safety and operational perspective. Pipeline replacement 


programs include bare steel pipelines without cathodic protection installed in the 


1940s and 1950s, brittle polyvinylchloride pipelines installed in the 1970s, and 


first-generation polyethylene pipelines installed in the 1990s. 


We estimate the full capital spent on rejuvenating the AUI system will 


apply to the rate base without any deductions for the plant to be 


removed and abandoned. AUI expects those assets to be removed and 


abandoned as part of the rejuvenation program will have limited or no impact on 


rate base because:  


1. They are fully depreciated assets from the 1940s and 1950s; or 


2. They were added as zero-cost rate base as part of the Alberta government’s 


utility system expansion funding in the 1970s. 


AUI has applied for a 10.375% return on an equity thickness of 43% 


under the Generic Cost of Capital proceedings . This compares to the 9% 


ROE it is currently collecting and the 8.25% ROE interveners are requesting. We 


estimate an ROE increase to 10.375% or decrease to 8.25% would have a 


minimal impact on near-term cash flows, as the lower return would be largely 


offset by higher or lower deferred revenues. However, long term, a higher ROE 


is beneficial for effective returns and cash flows, just as a lower ROE would be 


negative. 
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Also, AUI is awaiting a decision from the Alberta Utilities Commission 


(AUC) for AUI’s 2010–2012 general rate application (GRA). The long 


delay in setting rates exposes AUI to the risk that the estimated rates collected 


under current tolls are higher than the final approved rates. In such a situation, 


AUI would have to return the over-collected amounts to rate payers through 


some mechanism like a deferral account, lowering future tolls and returns. A 


decision is expected no later than March 15, 2012. A particular area of risk is the 


difference in applied-for debt interest rates as compared to those suggested by 


interveners.  


We highlight that 45%–65% of AUI’s expected rate base growth is 


potentially at risk as AUC transitions Alberta utilities to incentive 


regulation in 2013. The 2012 GRA rates will serve as the base rates for the 


incentive regulation period of 2013–2017. As proposed, growth in rates will be 


linked to growth in customers, inflation, and efficiency factors. AUI is requesting 


system regeneration projects be dealt with outside the incentive regulation rate 


structure as the incentive regulation rate formula does not allow for adequate 


return on and recovery of capital for this type of replacement spend. A hearing 


for AUI’s IR application is scheduled for April 2012 with a decision expected in 


Q3/12. 


Heritage Gas Limited 


Heritage Gas Limited (HGL) operates in two of the six counties, where it has 


franchise agreements in Nova Scotia. These agreements extend to December 


31, 2028. HGL began operations in 2003 with partners SaskEnergy and Scotia 


Investments. In November 2009 AltaGas acquired a 100% interest in HGL from 


its partners for $110 million.  


We believe current low natural gas prices will help Heritage Gas grow. 


As natural gas prices fall the relative cost advantage over heating with electricity 


of bunker `c’ oil becomes increasingly compelling to potential utility customers. 


As a greenfield utility, HGL’s customer penetration rate is about 47% for 


commercial customers and 27% for residential customers. This compares to the 


near 100% penetration rate for the well-established AUI. Upon building a 


distribution pipeline, customer connection is not a foregone conclusion; instead, 


HGL must wait for potential customers to switch over from existing fuel sources 


(e.g., electricity, fuel oil, propane). Low penetration rates make expanding the 


utility footprint more challenging, with timing of cash flows a key consideration. 


HGL’s rate base per customer is about $55,000, whereas AUI’s rate base per 


customer is just over $2,000. 


During the period of expansion and penetration of the utility system in 


Nova Scotia, HGL expects to collect tolls that do not meet its revenue 


and return requirements. This cumulative shortfall is added to the revenue 


deferral account (RDA), which is entitled to earn a regulated rate of return on 


par with its rate base. Eventually, as the number of customers increases, tolls 


can be set such that cash collected is in excess of the revenue requirement and 


the deferral account can be reduced back down to zero. The Nova Scotia Utility 


and Review Board (NSUARB) has set a RDA cap of $50 million. We estimate the 


RDA to peak near its current balance of $46.2 million and to fall to about 


$27 million in 2018. 


HGL’s approved general tariff application (GTA) allows for 11% ROE on 


45% equity thickness, and a 7.25% debt interest rate . HGL reached a 


negotiated settlement for its 2012–2014 GTA on October 16, 2011, which was 


subsequently approved by the NSUARB on November 24, 2011. The 


agreed-upon rates are down from HGL’s previous rates of 13% on 45% equity 


thickness, and 8.5% debt. We would expect that as HGL’s customer base 


expands and penetration increases the approved utility rates will fall, reflecting a 


lower risk profile.  


We believe current low natural gas 


prices will help Heritage Gas attract 
customers.  







Balanced Low-risk Growth - March 11, 2012 


35  


Inuvik Gas Ltd. 


IGL began operations in 1998 serving the town of Inuvik in Northwest 


Territories. It has about 932 customers and a market penetration of about 87%. 


The system gas is provided by the Ikhil joint venture (Ikhil) between AltaGas, 


ATCO, and Inuvialuit Petroleum Corporation that operates two gas wells 50 km 


north of Inuvik. Recently, one of these wells watered out. While the remaining 


well has sufficient production to meet demand for approximately 1.2 to 2.3 


years, IGL is exploring gas supply alternatives to continue serving the 


community, including a propane/air back-up system. Total assets of IGL and 


Ikhil proportionate to AltaGas’ 33% interest are about $13 million.  


Pacific Northern Gas Ltd.  


On December 20, 2011, AltaGas closed the acquisition of publicly listed Pacific 


Northern Gas for about $230 million. We provide an analysis of this transaction 


later in the section titled “Pacific Northern Gas Acquisition – Stable Cash Flows 


With LNG Upside.”  


Pacific Northern Gas operates three stand-alone natural gas transmission and 


distribution utilities within the west-central and the northeast part of British 


Columbia. The systems in the northeast comprise the Fort St. John/Dawson 


Creek division and the Tumbler Ridge division and are referred to collectively as 


the Northeast system. The system in west-central British Columbia is called the 


Western system. All three systems are regulated individually by the British 


Columbia Utility Commission (BCUC) (see Exhibit 31 – Pacific Northern Gas Ltd. 


Asset Map). 


Pacific Northern Gas Ltd. was incorporated under the laws of British Columbia as 


a private company on October 28, 1965, converted to a public company on 


November 4, 1968, and finally acquired by AltaGas on December 20, 2011.  


Pacific Northern Gas’ three utilities have a combined 2011 rate base of 


$174 million and serve about 39,400 utility customers with total end-use 


natural gas sales of about 6 PJ. Under the most recent rate applications for 


2012, the Fort St. John/Dawson Creek division expects to earn 9.9% on an 


equity thickness of 40%, Tumbler Ridge division expects 10.15% on an equity 


thickness of 40%, and the Western system expects 10.15% on an equity 


thickness of 51.24%. The 2012 Revenue Requirement hearings are scheduled to 


begin in February 2012, with a decision expected in the summer. In our view, 


this places 2012E earnings at risk as proposed rates may not be approved. 
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Exhibit 31. Pacific Northern Gas Ltd. Asset Map 


45 MW Narrows Inlet (Under 


Development with PPA)


9.8 MW McNair


 


Source:  Pacific Northern Gas Ltd. and CIBC World Markets Inc.


Pacific Northern Gas Acquisition – Stable Cash Flows With 
LNG Upside 


In our view, AltaGas’ acquisition of Pacific Northern Gas positions 


AltaGas to benefit from LNG growth opportunities . We anticipate AltaGas 


may benefit from potential LNG terminals at Kitimat through: 1) expansion of its 


Western system as industrial, commercial, and residential demand for natural 


gas increases in Kitimat; 2) expansion of its Northeast system as a result of 


increased activity due to higher anticipated production in the Montney, driven, in 


part, by incremental LNG demand; 3) operation & maintenance of the PTP 


pipeline; 4) ownership of the PTP pipeline; and, 5) supply of electricity to the 


region via new natural gas or renewable generation projects. AltaGas estimates 


the current proposed LNG projects could require 600 MW of new generation. 
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On October 31, 2011, AltaGas announced an agreement to purchase 


publicly listed natural gas utility operator Pacific Northern Gas Ltd. for 


$232 million (including $81 million of net debt and $5.2 million of preferred 


shares).  


Pacific Northern Gas assets include: 


1. The Pacific Northern Gas Ltd. Pipeline: The only current natural gas 


pipeline connecting the Spectra natural gas system to Kitimat and Prince 


Rupert. PNG signed two transport service agreements (TSA) with the LNG 


export projects furthest along the development process. We provide a full 


discussion of the TSAs and the LNG opportunities earlier under the section 


titled “West Coast LNG – Gassing Up On Opportunities.” 


2. Renewable power assets including the 9.8 MW operating McNair 


hydroelectric facility and an option for a 50% interest in the 45 MW Narrows 


Inlet development project. The $190 million Narrows Inlet project has a 


30-year energy purchase agreement with BC Hydro and is expected to start 


construction in Q4/2012 and operations in 2015. Based on management 


segmentation of the purchase price and assigning no value to the option on 


Narrows Inlet, we calculate AltaGas paid 9.7x EV/2012E EBITDA for the 


McNair power plant. This compares favorably to the 11.9x average 


comparable transaction EV/NTM EBITDA recently paid for other 


hydroelectric operating facilities (Exhibit 32 – Comparative Transaction 


Metrics For Hydroelectric Operating Assets). 


3. Natural gas distribution assets in Dawson Creek, Fort St. John, and 


Tumbler Ridge areas. Combined mid-year average 2011 rate base for these 


three utility franchises is $174 million. See the section earlier entitled 


“Pacific Northern Gas Ltd.” for more details regarding the utility assets. 


Based on management disclosure, AltaGas paid 1.2x rate base or 


$208 million for the regulatory assets. This is at a slight discount to the 


average of 1.33x for a selection of similar-sized water, gas, and electric 


utilities assets acquired in 2011 and 2012 (Exhibit 33 – Small North 


American Utility Comparable M&A Transactions). 


Exhibit 32. Comparative Transaction Metrics For Hydroelectric Operating Assets 


Announce  
Date Target Name Acquirer Name 


Announced Total 
Value ($ mlns.) 


EV 
($ mlns.) 


Est. 


EBITDA 
($mlns) EV/EBITDA 


 
MW 


EV/MW 
($ mlns.) 


29-Mar-11 Tembec Incorporated (Tembec Generating Station) Gemini Power Corp. $17 $17 N/A N/A 7 $2.2  


14-Feb-11 Cloudworks Energy Inc. Innergex Renew able Energy Inc. $185 $415 $23 18.1x 151 $2.7  


11-Feb-11 AbitibiBow ater – ACH  BlueEarth Renewables $640 $640 N/A N/A 137 $4.7  


31-Dec-10 Mendata LP/Agri Beef Co./E. Robert Mooney (Malacha Hydro Plant) Brookfield Renewable Power, Inc. $16 $16 N/A N/A 15 $1.1  


7-Sep-10 ENMAX Corp. (Furry Creek & 2 Clowhorn Facilities)  Veresen Inc.  $115 $115 $11 10.5x 33 $3.5  


22-Jun-10 Sw ift Power Corp. Veresen Inc.  $9 $9 N/A N/A 20 $0.4  


7-Apr-10 Kiew it Hydropower Inv estors Inc. (McNair Creek Facility ) Pacific Northern Gas Ltd $17 $16 $2 6.9x 10 $1.7  


11-Mar-10 Consolidated Water Power Co (Fiv e Facilities) Great Lakes Utilities $72 $72     35 $2.0  


10-Mar-10 Teck Resources Ltd. 33% Interest in Waneta Dam  BC Hydro $825 $825 $74 11.2x 167 $4.9  


21-Dec-09 Northbrook New York, LLC (Northbrook facility ) Fort Chicago Energy Partners $80 $80 $6 12.8x 33 $2.4  
                  


Simple Average         11.9x   $2.6  


(1) Note: Estimates are derived from CIBC analysts (D. Noseworthy, P. Lechem, I. Tharp) or historical. 


Source:  Company reports and CIB C World Markets Inc.  
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Exhibit 33. Small North American Utility Comparable M&A Transactions 


Announce Date Target Name Acquirer Name 


Announced 
Total Value 


($ mlns.) EV ($ mlns.) 
Rate Base 


($ mlns.) 


EV/Rate 


Base 


Est EBITDA 


($ mlns.) (1)  


Target EV 
To TTM 


EBITDA 


21-Feb-12 CH Energy Group Inc. Fortis Inc. $1,000 $1,500 $1,000 1.5x 144.2 10.4x 


1-Feb-12 SEMCO Holding Corporation  AltaGas  $780 $1,135 $725 1.6x $130.5 8.7x 


31-Oct-11 Pacific Northern Gas  AltaGas  $145 $230 $174 1.2x $24.2 9.5x 


5-Oct-11 70% interest Bristol Water  Capstone Infrastructure Corp $215 $617 $505 1.2x $75.2 8.2x 


23-Jun-11 Central Vermont Public Service Corp  Valener $750 $750 $426 1.8x $44.8 16.7x 


13-May-11 U.S. Midwest natural gas distribution assets Algonquin Power & Utilities Corp $124 $124 $112 1.1x $15.9 7.8x 


2-May-11 49.99% stake in CalPeco  Algonquin Power & Utilities Corp  $72 $142 $98 1.4x $20.7 6.8x 


9-Dec-10 Granite State Electric Company  Algonquin Power & Utilities Corp $83 $83 $72 1.2x $10.9 7.6x 


9-Dec-10 EnergyNorth Natural Gas Inc. Algonquin Power & Utilities Corp $202 $202 $179 1.1x $27.1 7.5x 


2-Dec-10 Grand Bahama Pow er Co. Ltd (additional 55.4%)  Emera Inc $82 $82 $78 1.1x $12.0 6.8x 


25-Nov-10 Light and Power (additional 41%)) Emera Inc $92 $92 $109 0.8x $17.0 5.4x 


3-May-10 Light and Power (38% interest)  Emera Inc. $85 $85 $101 0.8x $16.0 5.3x 


12-Mar-10 Maine & Maritimes Corp. Emera Inc. $80 $80 $72 1.1x $9.9 8.1x 


3-Nov-09 Heritage Gas (remaining 75%) AltaGas  $110 $180 N/A N/A $16.4 11.0x 


17-Aug-09 AltaGas Utility Group (remaining 80.2%)   $68 $198 N/A N/A $17.2 11.5x 


Simple Average           1.33x   8.9x 


(1) Note: Estimates are derived from CIBC analysts (D. Noseworthy, P. Lechem, I. Tharp) or historical.  


Source:  Company reports and CIB C World Markets Inc


SEMCO Energy Gas Company 


SEMCO Energy Gas Company (SEMCO Energy) is part of the proposed 


SEMCO Holding Corporation acquisition announced on February 1, 2012, 


by AltaGas for US$1.135 billion. We provide an analysis of this transaction 


later in the section titled “SEMCO Holding Corp. Acquisition.” 


SEMCO Energy, headquartered in Port Huron, Michigan, serves over 286,000 


residential, commercial, and industrial natural gas utility customers in the 


southern half of Michigan’s Lower Peninsula, as well as the central and western 


parts of Michigan’s Upper Peninsula (Exhibit 34 – SEMCO Energy Service 


Territory Map). Regulated business includes natural gas distribution, propane 


distribution, and natural gas storage. SEMCO Energy is regulated by the 


Michigan Public Service Commission.  


Current rate base is about US$425 million, which includes about 


150 miles of natural gas transmission pipelines and 5,866 miles of 


natural gas distribution mains. SEMCO Energy earns 10.35% on an equity 


thickness of 50%. Current rates are approved through to the end of 2013. The 


next rate case hearing is expected in 2013 for 2014 rates. SEMCO Energy has 


experienced net plant growth of about 2% annually over the past 10 years and 


rate base is anticipated to continue to grow at a similar rate near term. For 


modeling purposes, we estimate SEMCO Energy to contribute 2013E EBITDA of 


$70 million. 
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Exhibit 34. SEMCO Energy Service Territory Map 


 
Source:  SEMCO Energy.  


ENSTAR Natural Gas Company And Cook Inlet Natural Gas 
Storage Alaska 


ENSTAR Natural Gas Company (ENSTAR) and Cook Inlet Natural Gas 


Storage Alaska (CINGSA) are part of the proposed SEMCO Holding 


Corporation acquisition announced on February 1, 2012, by AltaGas for 


US$1.135 billion. We provide an analysis of this transaction below in the 


section titled “SEMCO Holding Company Acquisition.” 


ENSTAR is a natural gas utility, founded in 1961 and headquartered in 


Anchorage, Alaska. It serves 132,000 primarily residential customers through 


414 miles of natural gas transmission pipelines and 2,800 miles of natural gas 


distribution mains in the Anchorage and Cook Inlet area (Exhibit 35 – ENSTAR 


Utility Franchise Area). ENSTAR enjoys about 90% penetration among eligible 


customers. Historical net plant growth over the past 10 years has been about 


2.5% annually. We expect the utility to continue to grow at this rate for the 


foreseeable future. 


CINGSA is a regulated natural gas storage utility, in which SEMCO Holding 


Corporation owns a 65% interest. The CINGSA facility is located in Cook Inlet 


and is expected to begin operations in Q2/2012. Initial storage capacity is 


expected to be 11 Bcf with potential future expansion to 18 Bcf. The initial 


capacity is 100% contracted (75% to ENSTAR, 25% to local power producers).  
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The combined rate base of ENSTAR and CINGSA is about 


US$300 million. ENSTAR earns 12.55% on an equity thickness of 51.4% while 


CINGSA earns 12.55% on an equity thickness of 50%. The next rate hearing 


must occur no later than 2014 for 2015 rates. For modeling purposes, we 


estimate ENSTAR and CINGSA contribute combined 2013E EBITDA of 


$51 million. 


Exhibit 35. ENSTAR Utility Franchise Area Map 


Anchorage


Cook Inlet


 
Source:  ENSTA R.  


SEMCO Holding Corporation Acquisition 


On February 1, 2012, AltaGas announced the proposed acquisition of 


SEMCO Holding Corporation (SEMCO) for US$1.135 billion, including 


US$355 million of assumed debt. 


The transaction multiple of 8.7x is based on $130 million 2013E EBITDA 


and is below the average for utility asset transactions completed in 2009–2011 


of 8.9x. Furthermore, AltaGas anticipates the transaction to be more than 10% 


accretive to cash flow and earnings per share. We estimate 2013E EPS accretion 


of 10.3% and 14.6% FFOPS based on long-term financing of 55% debt and 45% 


equity. 


The acquisition is expected to be financed with $387 million of equity issued 


via subscription receipts (including 15% over-allotment, net of issuance costs), 


US$300 million new credit facility, and the remaining US$93 million from 


existing credit facilities. We estimate AltaGas has about $870 million of available 


headroom under its bank facilities after the $70 million of power assets acquired 


on January 26, 2012. Assuming the transaction closes, we expect AltaGas to 


term out its US$ credit facility, and refinance the US$5 million SEMCO debt 


maturing November 2013 and the US$50 million outstanding on the CINGSA 


secured loan facility with US$ medium-term notes (MTN) within the next 


12 months.  
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Based on the 252 bps spread on AltaGas’ most recent MTN issuance on 


October 17, 2011, and our CIBC Economics 10-year U.S. treasury yield forecast 


for H1/2013 of 2.55%, we estimate AltaGas could potentially raise 10-year debt 


with a 5.07% coupon. 


The acquisition is expected to close in Q3/2012 subject to customary 


regulatory approvals, including: 1) Michigan Public Service Commission 


approval; 2) Regulatory Commission of Alaska approval; and, 3) expiration of 


the waiting period under the Hart-Scott-Rodino Antitrust Improvements Act of 


1976 (typically 30 days). AltaGas announced this waiting period has been 


waived. 


We expect the accretive nature of this transaction will allow AltaGas to 


increase its dividend upon closing of the transaction. However, we believe 


any increase will be tempered by potential concerns from credit rating agencies 


with respect to increasing leverage and available cash flows. AltaGas has 


provided guidance on its dividend, indicating 3%–4% in annual dividend 


increases in the near term. AltaGas expects the SEMCO assets to generate about 


$40 million of EBITDA in 2012. 


Current RRORs are stable for several years. Approved rates for Michigan are 


effective until 2014. The rate case for 2014 is expected to be held in 2013. 


ENSTAR and CINGSA rates are effective until the end of 2014. A rate case is to 


be held no later than 2014 for 2015 rates to be set. 


We expect AltaGas to hedge its U.S. dollar exposure. The SEMCO assets 


represent AltaGas’ first significant source of operating cash flows outside of 


Canada. Due to the very stable and predictable nature of these cash flows, we 


expect AltaGas will likely enter into financial arrangements to hedge its U.S. 


dollar exposure to ensure cash flow certainty, especially in relation to its 


Canadian dollar dividend obligations.  


In our view, this transaction improves AltaGas’ business risk profile with 


additional stable rate regulated utility cash flows. AltaGas will add 


US$725 million of utility rate base to its existing rate base of about $505 million. 


Combined, the utility segment is expected to contribute about 40% of AltaGas’ 


EBITDA until 2014 when the first of its three Northwest hydroelectric facilities 


commence commercial operations. 


Power Segment 
AltaGas’ power segment consists of 556 MW of net generating  capacity. Power 


segment assets include: 1) a PPA for 50% of the Sundance B’s 706 MW 


coal-fired generation. The PPA expires December 31, 2020; 2) 54 MW of natural 


gas-fired generation at seven separate locations within Alberta; and, 3) 149 MW 


of renewable power generation assets located in British Columbia, Michigan, and 


North Carolina. In addition, AltaGas has 299 MW under construction in British 


Columbia and Alberta (Exhibit 36 – Power Segment Asset Map, Exhibit 37 – 


Power Segment Growth Projects, and Appendix 2 – Summary Of AltaGas’ 


Operating Assets). 


We expect the accretive nature of 


this transaction will allow AltaGas to 
increase its dividend upon closing 


of the transaction.  
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Exhibit 36. Power Segment Asset Map – Operating, Under Construction, And Development Projects 
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Source:  Company reports and CIB C World Markets Inc.
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Exhibit 37. Power Segment Growth Projects  


Project Total Est. Capital Cost ($ mlns.) Net Total Capacity Est. Commercial Operation Date Ownership (%) Estimated EBITDA ($ mlns.) 


Power           


Forrest Kerr (Hy dro) $725.0 195 MW Jul-2014 100 


$116.0 McLymont Creek (Hy dro)  ~$260.0 66 MW Q4/2015 100 


Volcano Creek (Hydro) ~$40.0 16 MW Q4/2015 100 


Gordondale - Peakers Additions $5.0 3.4 MW Q3/2012 100 N/A 


Harmattan (Cogen - Complex #2) $24.0 15 MW Q2/2012 100 $3.0 


Crowsnest Pass Waste Heat Recovery  $13.0 3.6 MW Q1/2012 60 $2.5 


Narrow Inlet (Hydro) $190.0 22.5 MW Q4/2015 50 N/A 


Walker Ridge Wind Project (California) $180.0 67 MW N/A 100 N/A 


Glenridge Wind Project (Alberta) $250.0 100 MW N/A 100 N/A 


Chateau Hill Wind Project (New Mexico) $250.0 100 MW N/A 100 N/A 


Busch Ranch Wind Farm (Colorado) $25.0 14.5 MW Q4/2012 50 $1.6 


Total $1,962.0 603 MW   $123.1 


Prospective Power Projects           


Soledad Wind Project  N/A  100  


Ghost Town Wind Project  N/A  100  


Mojave Wind Project  N/A  100  


Vinegar Peak Wind Project  N/A  100  


Rhyolite Wind Project  N/A  100  


Spanish Flat Wind Project  N/A  100  


Rough Rider Wind Project  90 MW  100  


Reston Wind Project  
400 MW 


 100  


Yellow head Wind Project   100  


Hertford Biomass Plant  50 MW  100  


Fitzgerald Biomass Plant  60 MW  100  


Log Creek (Hydro)  10 MW  100  


Kookipi Creek (Hydro)  10 MW  100  


Rainy River (Hydro)  14 MW  100  


Hope, BC Projects (Hy dro)  38 MW  100  


Total  672 MW    


Source:  Company reports and CIB C World Markets Inc.  


Exhibit 38. Power Segment EBITDA Forecast 
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We expect the Northwest Hydroelectic projects 


to be commissioned between Q2/14 and 


Q4/15 and contribute about $120M of EBITDA.


Sundance B PPA expires 


December 31, 2020


 
Source:  Company reports and CIB C World Markets Inc.  
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Hydroelectric Projects Offset Loss Of Sundance B PPA 


We project the Power segment’s EBITDA to grow at a 6% CAGR 


between 2011 and 2013E, from $102 million in 2011 to $115 million in 


2013E (Exhibit 38 – Power Segment EBITDA Forecast). We ascribe this growth 


to: 1) recent acquisitions of Decker Energy International, Inc., the Busch Ranch 


Wind Farm, and McNair hydro facility; 2) organic growth projects, including 


Crowsnest Waste Heat, Gordondale Peaker, Harmattan Co-gen and Co-gen 


expansion; and, 3) higher expected power prices.  


Longer term, we expect AltaGas’ three Northwest Hydroelectric projects 


under construction to generate about $120 million of EBITDA base on 


long-term average hydrology. We anticipate the largest of the three projects, 


the 195 MW Forrest Kerr project, to begin commercial operations in Q3/2014, 


followed by the 66 MW McLymont Creek and the 16 MW Volcano Creek, both in 


Q4/2015.  


In our view, the Northwest projects offset the 2021 loss of the 


Sundance B PPA. Sundance B PPA generates about $80 million–$120 million of 


EBITDA/year depending on power prices.  


Sundance Generation Facility And Power Purchase 
Agreement 


We estimate 73% of the Power segment’s 2012E EBITDA comes from 


the Sundance B PPA. The major value drivers for this PPA include: 1) Alberta 


power prices – We forecast fairly flat power prices of between $70/MWh and 


$75/MWh through to the end of 2013E; 2) Operating costs – Costs under the 


Sundance B PPA are contractually defined and reasonably stable due to the 


cost-of-service Highvale Mine coal supply. We estimate power costs to AltaGas 


are between $30/MWh and $35/MWh; and, 3) Capacity utilization – Under the 


Sundance B PPA TransAlta (TA–SU) is obligated to deliver a utilization rate of 


86% or provide compensation for output below that threshold. 


The 2,073 MW Sundance power plant is the largest coal-fired power 


generation station in Western Canada. The Sundance plant, located 70km 


west of Edmonton, Alberta, is owned and operated by TransAlta Corporation. It 


has six generating units: Sundance A (1&2), B (3&4) and C (5&6). Sundance 


generates 100% of its output via the Highvale Mine, located next to Sundance. 


Sundance has stable operating costs, reflected in the PPA, due to the Highvale 


Mine cost-of-service coal supply. 


On December 5, 2001 AltaGas and TransCanada acquired the 706 MW 


Sundance B PPA from Enron for $220 million. The PPA, owned in equal part 


by AltaGas and TransCanada, entitles AltaGas to 50% of the power production 


from the Sundance B units 3 & 4 until December 31, 2020, when the contract 


expires. Daily operations and dispatch into the Alberta Power Pool are managed 


by TransCanada Energy Ltd. 


The Sundance PPA specifies a level of production for Sundance B and 


the cost for each MWh produced to AltaGas. The Sundance B PPA target 


utilization rate is 86%. In the event utilization is below target, AltaGas receives 


a payment for the lost production based upon the 30-day trailing average 


Alberta power market price (RAPP). Conversely, AltaGas pays TransAlta RAPP for 


production above the target utilization. We estimate the cost per MWh AltaGas 


pays under the PPA is between $30/MWh and $35/MWh. 


In our view, the Northwest 


hydroelectric projects more than 
offset the 2021 loss of the Sundance 
B PPA.  
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Alberta Power Prices Expected To Remain Flat 


AltaGas is responsible for selling its share of power generated at 


Sundance B. In order to manage cash flows from the Sundance B PPA, AltaGas 


hedges up to two-thirds of its power by entering forward contracts. The 


remaining third is sold at spot prices. AltaGas has hedged 75% of its Q1/2012 


power exposed to Alberta power prices at an average price of $80/MWh, 57% 


for Q2–Q4/2012 at $65/Mwh, and hedged one-third of its 2013 exposure at 


approximately $70/MWh. 


Exhibit 39. Alberta Power Prices – Historical And Forecast 
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We expect flat Alberta power 


prices from 2011 to 2013EThe Sundance Units 1 & 2 


outage since December 2010 


has resulted in higher Alberta 


power prices


 
Source:  1/27 /11 Alberta  Forward Power Price Estimates Chase E nergy Canada Ltd.,  1/30 /2012 NGX  Settlement P rices Flat A lberta, and CIBC 
World Marke ts Inc.  


The average Alberta power price is expected to remain flat, but at an 


elevated level of mid-$70/MWh in 2012E and 2013E. Our forecast is 


consistent with forward power price estimates provided by Chase Energy Canada 


Ltd. and NGX Settlement Prices. There are several factors informing our Alberta 


power price forecast, including plant outages and new generation, transmission 


outlook, and demand growth. We discuss each below. 


Plant Outages And New Generation 


In mid-December 2010, the 560 MW Sundance A (Units 1 & 2) 


generation station was unexpectedly taken offline. On January 4, 2011, 


TransAlta declared force majeure related to boiler tube conditions being above 


design limits. On February 8, 2011, TransAlta issued a notice of termination for 


destruction under the terms of the PPA as it had determined that the units could 


not be economically restored to service. TransCanada, the Sundance A PPA 


owner, announced that it intended to dispute both notices. We believe it is likely 


that the Sundance A facility will not return to service.  


The removal of Sundance A’s generation capacity has resulted in 


sustained, higher Alberta power prices. Average Alberta power pool prices 


increased 50% between 2010 and 2011. The reduced availability of low -cost 


coal-fired power caused the supply/demand balance to tighten. The key metric 


used by the Alberta Electric System Operator (AESO) is the Probability of Supply 


Adequacy Shortfall (PSAS).  


The average Alberta power price is 


expected to remain flat, but at an 
elevated level of mid-$70/MWh in 


2012E and 2013E.  
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This metric is a probabilistic estimate of the amount of energy that will not be 


served in a two-year time period due to lack of generation capacity. The 


threshold value above which the AESO would consider some form of action to 


protect system adequacy is 1,600 MWh. The loss of Sundance A increased the 


total energy not served from 155 MWh to 1,351 MWh, representing a significant 


tightening of the market.  


We expect the Alberta power market supply/demand balance to remain 


tight until 2015. In our view, currently planned incremental generation, to be 


commissioned between 2012 and 2014, will likely be offset by incremental 


demand. In 2015, the planned addition of the 800 MW Enmax Sheppard natural 


gas-fired generation facility, 250 MW Montana-Alberta Tie line upgrade, and 


150 MW Saskatchewan-Alberta Tie Line should provide significant additional 


capacity. Furthermore, we believe three years is sufficient time for market 


participants to plan, permit, and construct additional capacity required to 


balance the market. (See Exhibit 40 – ERCB Alberta Power Supply And Demand 


Forecast 2011–2020 – in which we reflect the permanent shutdown of Sundance 


A.)  


Exhibit 40. ERCB Alberta Power Supply And Demand Forecast 2011–


2020 
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Source:  ERCB and CIBC World Markets Inc.  


Transmission Constraints Are Good For The Bottom Line 


AltaGas benefits from higher power prices as a result of transmission 


constraints in Alberta. The Alberta transmission system has been identified as 


a major constraint to system stability as demand has grown. The Alberta market 


has a single price across the whole province. To the extent that generation in 


one region cannot be matched with demand in another, due to transmission 


constraints, the normal economic dispatch merit order has to be adjusted. This 


adjustment results in more expensive generation being dispatched ahead of less 


expensive alternatives on the downstream side of the congested line. Therefore, 


all generators receive a higher price for their power than they would have 


otherwise received.  
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There are four initiatives to relieve transmission constraints in Alberta: 


1. AltaLink LP, EPCOR Utilities Inc., and ATCO Ltd. have proposed two 


high-voltage direct current (HVDC) lines between Edmonton and Calgary. 


AltaLink and EPCOR have proposed the 500 kV Western Alberta 


Transmission Line (WATL) project, expected to be operational in the fall of 


2014. ATCO has proposed the 500 kV Eastern Alberta DC Transmission Line 


(EATL) project, also expected to be operational by late 2014. These projects 


would reinforce the transmission between Calgary and Edmonton, providing 


transmission capacity for generation in southern Alberta, such as wind 


power, to serve demand further north. Furthermore, we expect these 


projects to help relieve the available transfer capacity constraint that 


currently limits imports via BC interconnect and soon the Montana Alberta 


Tie line (MATL). We note that regulatory procedures for these two lines had 


been halted pending a government review. On February 13, the Critical 


Transmission Review Committee found that forecasts showing a need to 


immediately reinforce the transmission grid are reasonable and 


recommended proceeding as soon as possible with development of two 


high-voltage direct current transmission lines between Edmonton and 


Calgary. The Alberta government has directed that the two lines proceed as 


recommended by the committee. 


2. Enbridge’s MATL phase 1 is expected to be operational in the second half of 


2012. This tie line will make the existing power grid more stable and 


reliable by adding 300 MW of capacity in phase 1 and an additional 250 MW 


in phase 2 (2015 COD), improving capabilities for importing and exporting, 


and increasing power generation competition. Power imported via this line, 


from the Mid-Columbia Hub, may displace higher-cost power and 


consequently reduce the price that AltaGas receives for power in the long 


run. For more on the MATL line see Appendix 5.  


3. The proposed merchant Saskatchewan-Alberta Tie Line (SATL) phase 1 is 


expected to be operational in the second half of 2015. Similar to the MATL 


project, SATL will also increase reliability and stability to the existing power 


grid through 150 MW of additional capacity in phase 1 and 150 MW in 


Phase 2. The net impact is that imported power from Saskatchewan and the 


U.S. Midwest region regulated by Midwest Independent System Operator 


(MISO) and Midwest Reliability Organization (MRO) could displace 


higher-cost power and reduce the price of power AltaGas receives.  


Tight Markets Benefit Natural Gas Generation 


AltaGas has 54 MW of natural gas operating generation capacity in Alberta and 


18.4 MW of capacity under construction with commercial operations expected to 


start in Q2 and Q3 2012. This includes the 25 MW of natural gas peakers it 


formerly leased from Maxim Power (MXG–TSX) and acquired for $12.9 million on 


February 29, 2012. 


Tight Alberta supply and demand has resulted in increased profits for 


natural gas generators due to increased operating time and higher 


power prices. As discussed above, the unexpected outage of Sundance A for 


an extended and indeterminate period has resulted in tighter power markets and 


higher power prices within Alberta.  


The economics for AltaGas’ natural 
gas generators are best during 


periods of constrained supply or 
scarcity conditions.  
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The economics for AltaGas’ natural gas generators are best during 


periods of constrained supply or scarcity conditions. Generation from 


natural gas generators can be ramped up and down very quickly, allowing them 


to take advantage of power price volatility and the high prices that result from 


constrained markets. The Alberta Market Surveillance Administrator (MSA) has 


suggested that when power prices reach an implied heat rate of 20 GJ/MWh this 


has historically been observed to represent scarcity-of-supply conditions or 


simply scarcity conditions. That is, above 20 GJ/MWh, market participants are no 


longer pricing power off the marginal fuel cost of natural gas.  


The Alberta power market exhibited scarcity conditions 13% of the time 


in 2011 versus 7% in 2009 and 2010 (see Exhibit 41 – Alberta Power Pool 


Duration Curves). We attribute this increase in scarcity condition to the 


Sundance A outage. We deduce from this observation that natural gas 


generators not serving behind-the-fence load likely operated nearly twice as 


often in 2011 than in 2009/2010. 


Exhibit 41. Alberta Power Pool Duration Curves 
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The Alberta power market exhibited constrained high price conditions almost twice as often in 2011 than in 2010 or 2009.


 
Source:  AESO, CIBC World Markets Inc.  


Aging coal-fired power generation is becoming increasingly less reliable. 


We expect forced outages at Alberta’s aging coal-fired power plants will 


increase, resulting in longer periods of scarcity conditions. This should benefit 


AltaGas’ natural gas generators with available excess capacity. 


Conversely, we recognize increased outages at Sundance B will 


negatively impact AltaGas as the 30-day RAPP is typically much lower than 


the power price during an outage and AltaGas foregoes that benefit during an 


outage at Sundance B.  


Aging coal-fired power generation is 


becoming increasingly less reliable.  
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Growing With Renewable Power 


AltaGas’ renewable growth project portfolio is dominated by its three 


Northwest projects: 195 MW Forrest Kerr, 66 MW McLymont Creek, and 


16 MW Volcano Creek. 


Total capital cost for these three projects is about $1.0 billion. AltaGas’ 


Forrest Kerr is set to begin commercial operations in July 2014, followed by 


McLymont Creek and Volcano Creek in Q4/2015. We estimate Forrest Kerr to 


generate 2015E EBITDA of about $81 million and McLymont Creek and Volcano 


Creek to generate 2016E EBITDA of $26.5 million and $7.5 million, respectively. 


Furthermore, we calculate the present value of the Northwest projects’ cash 


flows more than offsets the decline in present value of the Sundance B PPA cash 


flows as it approaches expiration on December 31, 2020. 


The Northwest projects’ cash flows are backed by 60-year energy 


purchase agreements from AAA credit rated BC Hydro. These agreements 


are unique in that they were negotiated as part of the Northwest Transmission 


Line (NTL) as opposed to part of a competitive RFP process. The NTL is a 


344 km, 287 kV transmission line between Skeena Substation (near Terrace, 


BC) and a new substation to be built near Bob Quinn Lake (Exhibit 42 – Map Of 


Proposed Northwest Tie Line Route). AltaGas is contributing about $90 million to 


the construction of the NTL as part of a partnership agreement between the 


federal government, provincial government, and the private sector. The NTL is 


expected to be completed in the spring of 2014. 


AltaGas is exposed to significant execution risk through the Northwest 


hydroelectric projects. We estimate a half-year delay in the Northwest 


projects would result in a 0.33% drop in the project’s internal rate of return 


(IRR). Furthermore, a 10% budget overrun would decrease the IRR by 0.75%. 


AltaGas has instituted a rigorous project management process to manage this 


execution risk. Furthermore, AltaGas is approaching the projects in stages, 


allowing it to apply best practices from Forrest Kerr to McLymont Creek and 


Volcano Creek. 


The Northwest projects’ cash flows 


are backed by 60-year energy 
purchase agreements from AAA 


credit rated BC Hydro.  


AltaGas is exposed to significant 
execution risk through the 


Northwest hydroelectric projects.  
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Exhibit 42. Map Of Proposed Northwest Transmission Line Route 


 


Source:  BC Hydro.  
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Power Acquisitions 


On January 26, 2012, AltaGas announced the purchase of several power assets 


for $70 million. We view these transactions in aggregate as mildly 


positive as they are cash flow accretive but $0.01 EPS dilutive due to 


high depreciation costs. These assets include: 


1. 25 MW Alberta natural gas peakers from Maxim Power Corp. for 


$13 million. We expect this transaction to generate $1.7 million of 


incremental EBITDA. We calculate a transaction multiple of 7.6x 


EV/EBITDA. Previously, these were under a capital lease to AltaGas expiring 


in September 2014. Under the terms of the lease, Maxim Power maintained 


the peakers and AltaGas operated them and was entitled to power sales 


from these plants. Furthermore, under the terms of the lease, AltaGas had 


the option to renew the lease for a further 15 years or purchase the assets. 


AltaGas expects this acquisition to be earnings neutral. For modeling 


purposes, we estimate the removal of the $0.72 million/year implied capital 


lease interest costs are offset by the $0.76 million higher depreciation 


expense. 


2. Private power producer and developer Decker Energy International 


(Decker) for about $32 million. Decker’s 35 MW of operating biomass assets 


include a 30% interest in the 37 MW Grayling generation station in Michigan 


and a 50% interest in the 48 MW Craven County facility in North Carolina. 


The facilities have 15 years and 6 years remaining on their respective PPAs. 


We estimate 2012 EBITDA of $4.6 million from these two projects. In 


addition to the operating assets, Decker also has interests in two 


development biomass projects, the 60 MW Fitzgerald Renewable Energy 


project and the 60 MW Hertford Renewable Energy project. These projects 


are still prospective and, as such, we have not attributed any value to them 


in our valuation. 


3. 50% of the 29 MW Busch Ranch wind farm from Black Hills Energy 


(BKH–NYSE) for about $25 million. The Busch Ranch wind farm is under 


construction and has a 25-year PPA. Commercial operations are expected to 


start on or before December 31, 2012, in order to benefit from U.S. tax 


incentives expiring at year-end. We estimate the Busch Ranch wind project 


will earn $1.6 million in EBITDA annually. Under the purchase agreement 


AltaGas is protected against project cost overruns and delays.  


We expect the biomass and wind power facilities to generate $6 million of 


run-rate EBITDA, implying a combined transaction multiple of 9.5x EV/EBITDA. 


This compares favorably to other recent power asset sales with long-term 


contracted cash flows (Exhibit 43 – Wind Power M&A Transactions).
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Exhibit 43. Wind Power M&A Transactions 


Wind Power – Development   


Announce 


Date Target Name Acquirer Name 
Announced  


Total Value ($ mlns.) 


EV 


($ mlns.) 


Est. 


EBITDA 


($ mlns.)(1) EV/EBITDA 
MW 


(net) 


EV/MW 


($ mlns.) 


PPA/ 


Merchant COD 


Construct 
Costs 


($ mlns.) 


1-Feb-12 51% Canadian Hill Wind LLC Atlantic Power Corp. $23 $246 $48 5.1x 152 $1.6 PPA 2012 $460 


3-Nov-11 50% Lac Alfred Wind Project Enbridge Inc. n/a $330 $41 8.0x 150 $2.2 PPA Phase I – 


2012 
Phase II – 


2013 


$660 


20-Jun-11 50% remaining interest in Halkirk 
Wind Project 


Capital Pow er Corp. $33 $357 $29 12.2x 150 $2.4 Merchant 2012 $324 


20-May-11 Des Moulins Project Inv energy Wind LLC N/A 398 N/A N/A 156 $2.6 PPA  2013 $398 


21-Mar-11 Kineticor assets to develop 


Saskatchewan w indfarm 


Algonquin Power  N/A $58 $6 9.4x 20 $2.9 PPA 2014 $58 


23-Feb-11 Granite Reliable Power Wind Project 
(75% interest) 


Brookfield Renewable 
Pow er 


$187 $187 $21 8.8x 74 $2.5 N/A 2011 $275 


19-Nov-10 Bas St. Laurent facility Boralex Inc./ 
Gaz Metro 


N/A 93.15 $9 10.4x 69 $2.6 PPA 2014 N/A 


9-Nov-10 BRPI Comber Wind Project Brookfield Renewable 


Pow er 


$567 $567 67 8.5x 166 $3.4 PPA   $567 


7-Jul-10 Idaho WindPartners 1 LLC 


(27.6% interest) 


Atlantic Power Corp. $40 $122 $17 7.0x 51 $2.4 PPA 2011 $318 


27-Jun-10 Knob Hill Wind Farm International Power 


PLC 


N/A N/A N/A N/A 50 N/A PPA 2012 N/A 


16-Jan-10 49% interest Point Tupper Wind Farm Nova Scotia Pow er 
Inc. 


$28 $28 N/A N/A 11 $2.6 PPA 2011 N/A 


Simple Average          8.7x   $2.5       


(1) Note: Estimates are derived from CIBC analysts (D. Noseworthy, P. Lechem, I.  Tharp). 


Source:  Company reports and CIB C World Markets Inc.
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Financial Forecast 
A summary of our financial forecasts is shown in Exhibits 44 through 48. All 


2011 figures are based on partial unaudited financial statements.  


Q4/2011 Results 


AltaGas generated Q4/2011 EBITDA of $80.5 million and FFO of $63.7 million. 


Fully diluted EPS and FFOPS (after preferred dividends) for Q4/2011 amounted 


to $0.34 and $0.69, respectively. 


2012E Outlook 
The Y/Y change in our 2012 estimates is largely driven by the addition of the 


Pacific Northern Gas Ltd. assets, increased contribution from the expanded 


Younger facility, the commencement of operations at the Harmattan co-stream, 


Crowsnest waste heat generation facility, Gordondale natural gas peakers, and 


Harmattan co-generation unit #2, and one-quarter of the contribution from the 


recently announced proposed acquisition of the SEMCO Holdings Corp. assets. 


We forecast Y/Y 49% higher 2012E EBITDA of $385 million and 43% higher FFO 


of $299 million. We forecast fully diluted EPS and FFOPS forecast of $1.29 and 


$2.89, respectively.  


2013E Outlook 
In 2013, we anticipate a 33% increase in EBITDA to $515 million and a 31% 


increase in FFO to $392 million. We forecast increased EPS and FFOPS of $1.46 


and $3.41, respectively. 2013 cash flows should benefit from full-year 


operations from those projects completed in 2012, as well as the completion of 


the Gordondale field gathering and processing plant, Taiga pipeline, and organic 


growth in the utilities segment.  


Capital Expenditures And Liquidity 


AltaGas’ balance sheet reflects the over $1.4 billion of recently 


announced and completed acquisitions of Pacific Northern Gas Ltd. 


($232 million), 25 MW of natural gas peakers from Maxim Power Corp. 


($13 million), Decker Energy International Inc. ($32 million), 50% interest in 


the Black Hills Energy’s Busch Ranch wind project (US$25 million), and SEMCO 


Holding Corporation (US$1,135 million).  


AltaGas’ pro forma capital structure as of February 22, 2012, includes 


$1,242 million of medium-term notes, $210 million drawn on its $1,071 million 


credit facilities, and $200 million of five-year rate reset preferred shares.  


We calculate AltaGas’ pro forma total debt to total capital as at December 31, 


2011, at 49% and net debt to 2011E EBITDA at 5.1x. AltaGas is within its target 


total-debt-to-total-capital range of 50% to 55%. We attribute the significant 


increase to 5.1x from 2010 net debt to 2010 EBITDA of 3.75x to the December 


20, 2011, close of the Pacific Northern Gas Ltd. acquisition; the year-end closing 


of the Pacific Northern Gas transaction results in inclusion of the transaction 


debt, but no EBITDA contribution from these assets.  


Comparing December 31, 2010, and December 31, 2011, net debt to NTM 


EBITDA ratio, there is a marginal decrease from 3.5x to 3.4x. This is below the 


3.9x average for its energy infrastructure peers. We do not expect net debt/TTM 







Balanced Low-risk Growth - March 11, 2012 


54  


EBITDA to fall below 4x until 2016 after the commissioning of all three 


Northwest projects. 


We believe AltaGas’ above-average leverage is reasonable given the 


significant number of long-term capital-intensive projects under 


construction and the company’s increasingly stable cash flow profile. 


Our 2012 capital expenditure forecast of $1.9 billion includes US$1,135 million 


for the proposed SEMCO Holdings Corp. acquisition and $70 million for Decker 


Energy International, Busch Ranch Wind Farm, and Alberta Power projects. This 


includes $325 million for power projects, $250 million for gas projects, 


$75 million for utility expansion, and $14 million for maintenance capital. 


We forecast 2013 capital expenditures of $380 million. This includes growth 


capital of $12 million for gas projects, $113 million for utility expansion, 


$240 million for power projects, and maintenance capital of $16 million.  


We anticipate AltaGas to issue up to $300 million of equity by year-end 


to maintain its leverage within prescribed targets (Exhibit 44 – Capital 


Sources And Uses). Absent an equity issue, we estimate AltaGas’ total-debt-to-


total-capital ratio would be 61% by the end of 2012, significantly above the high 


end of its target range of 50%–55%. Therefore, we expect a $300 million equity 


raise would lower its December 31, 2012, debt-to-total-capital ratio to 54%.  


AltaGas intends to finance its SEMCO acquisition with US$780 million of 


cash and the assumption of US$355 million of debt. We expect AltaGas to 


fund the cash consideration for SEMCO with the proceeds from its equity 


issuance and bridge loan in combination with about $93 million from its 


corporate credit facilities. AltaGas closed a subscription receipt offer raising 


$403 million of gross proceeds ($387.4 million, net) on February 22, 2012. It 


has also arranged a 12-month US$300 million credit facility. Finally, AltaGas 


has, pro forma as at February 21, 2012, $870 million available headroom on its 


corporate credit facilities (Exhibit 45 – AltaGas Credit And Debt Summary). 


We believe AltaGas may issue as much as C$600 million of debt or 


preferred shares and US$355 million of debt in 2012 and the first half of 


2013. We expect AltaGas to fund the remainder of its 2012 capital expenditures 


from available headroom under its $1.1 billion of corporate credit facilities. 


Longer term, we expect AltaGas to draw down its credit facilities with 


longer-term fixed-rate permanent financing. Based on CIBC Economics’ 10-year 


U.S. and Canadian treasury yields of 2.1% to 2.75% over this period and the 


252 bps spread of AltaGas’ October 17, 2011, medium-term notes issuance, we 


calculate an all-in coupon of between 4.6% and 5.3%. 
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Exhibit 44. Capital Sources And Uses 
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Source:  Company reports and CIB C World Markets Inc.  
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Exhibit 45. AltaGas Credit And Debt Summary 


AltaGas Ltd.             


(C$ mlns., unless otherwise stated)        


Credit Facilities – Pro forma January 26, 2012             


AltaGas Ltd. Capacity Used Av ailable Interest Rates   Ex piry 


Bank Indebtedness        


Unsecured Credit Facility  $600 $70 $530 


Prime, U.S. base rate, LIBOR, or BA 


plus margin 


 May 30, 2015 


Unsecured Demand Operating Facility  $196 $0 $196    


Unsecured R/T Letter Of Credit Facility $75 $64 $11  May 30, 2015 


Utility  Group Revolving Credit Facility $200 $67 $133  November 17, 2015 


  $1,071 $201 $870     


         


Heritage Gas  – Loan From Province Of Nova Scotia  $5    July 1, 2014 


Promissory Note  $4      


Total Other Debt   $9         


         


Long-term Debt Maturity Schedule – Pro forma December 31, 2011          


Ty pe Amount      Interest Rates   Maturity 


         


Pacific Northern Gas Ltd. Assumed Debt – December 20, 2011       


RoyNat Debenture $13   4.00%  September 15, 2017 


2018 Series Debenture $12   8.75%  November 15, 2018 


2025 Series Debenture $16   9.30%  July 18, 2025 


2027 Series Debenture $17   6.90%  December 2, 2027 


McNair – 2024 CFI Debenture $9   7.39%  November 1, 2024 


         


Medium-term Notes – Issued January 19, 2007 $100   5.07%  January 19, 2012 


Medium-term Notes – Issued April 29, 2009 $200   7.42%  April 29, 2014 


Medium-term Notes – Issued March 21, 2011 $200   4.10%  March 24, 2016 


Medium-term Notes – Issued June 29, 2009 $100   6.94%  June 29, 2016 


Medium-term Notes – Issued March 22, 2010 $200   5.49%  March 25, 2017 


Medium-term Notes – Issued November 26, 2010 $175   4.60%  January 15, 2018 


Medium-term Notes – Issued October 17, 2011 $200   4.55%  January 17, 2019 


          


  $1,242           


         


Principal Repayment Schedule – Pro forma Dec. 31, 2011  Shelf Prospectus – Pro forma February 22, 2012   


Year Payment      Remaining   


2012 $100  Ty pe Instruments Amount Ex piry  


2013 $0  $2B Short Form Common, Preferreds, Debt $1,597 January 1, 2014 


2014 $206        


2015 $201        


2016 And Thereafter $945        


  $1,453          


         


Preferred Shares             


Ty pe Amount      Coupon     


Cumulativ e Redeemable Five-year Fix ed-rate Reset Preferred 
Shares, Series A (par $25/share) – Issued August 10, 2010 


$200 
  


5.00% 
   


              


         


Credit Ratings             


Debt Rated DBRS Rating Trend Date  S&P Rating Outlook Date  


         


Medium-term Notes BBB Stable  1-Feb-12 BBB Stable 7-Feb-12 


Fiv e-y ear Fixed-rate Reset Preferred Share, Series A Pfd-3 Stable 1-Feb-12 P-3 (High)  12-Aug-10 


Source:  Company reports and CIB C World Markets Inc.
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Projected Dividend Growth 


Prior to the recent transactions, management had stated it intends to 


grow its dividend at a rate of 3% to 4% over the next few years. We 


believe that, subsequent to the SEMCO acquisition, AltaGas can pursue more 


aggressive dividend growth while still maintaining debt and leverage metrics 


consistent relative to its peers and historical levels. However, management 


reiterated its previous guidance during the most recent Q4 result conference 


call. 


We forecast dividend growth of 5% in 2012 and 13% in 2013. We 


assume AltaGas will target a 50% payout ratio that should allow for significant 


retention of capital-efficient internally generated cash flows to fund a portion of 


its growth projects and accommodate variations in its commodity exposed cash 


flows. Risks to our forecast dividend increase include credit rating consideration 


and need for equity capital to fund organic growth projects. 


We focus on two measures to determine cash flow sufficiency to 


maintain dividends: distributable cash per share (DCPS) and funds from 


operations per share (FFOPS) (Exhibit 46 – Cash Flow Estimates And 


Dividend Coverage). Our DCPS calculation starts with funds from operations and 


deducts maintenance capital expenditures, mandatory debt repayment, and 


preferred dividends. For dividend coverage, we use dividends paid, which is  a 


basic measure over adjusted cash flow on an aggregate basis. 


Exhibit 46. Cash Flow Estimates And Dividend Coverage 


(C$ millions; unless otherwise stated) Q4/11A 2011 2012E 2013E


Funds from Operation $64 $220 $309 $402


Add (Less):


Maintenance Capital -$3 -$12 -$14 -$16


Mandatory Debt Repayment $0 $0 -$3 -$3


Preferred Dividends -$3 -$11 -$10 -$10


Other -$1 -$1 $0 $0


Adjusted Cash Flow (B) $57 $196 $282 $373


FFOPS ($/share) $0.69 $2.45 $2.89 $3.41


DCPS ($/share) $0.65 $2.29 $2.72 $3.24


Dividends paid (A) $33 $115 $144 $180


DPS ($/share) $0.34 $1.33 $1.39 $1.57


Payout Ratio (A/B) 58% 59% 51% 48%


Earnings (C) $30 $84 $133 $168


EPS ($/share) $0.34 $0.98 $1.29 $1.46


Earnings Payout Ratio (A/C) 99% 135% 108% 107%


Avg Shares Outstanding  F.D. (M shares) 88 85 103 115  
Source:  Company reports and CIB C World Markets Inc.  
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Exhibit 47. AltaGas Financial Model – Segmented Income Statement 


Years Ending December 31 ($ mlns. unless otherwise noted)   2009 2010 2011 2012E 2013E 


                


Gross Revenue Gas   $1,142 $1,064 1,184 1,048 1,257 


  Pow er   189 262 356 249 257 


  Utilities                 -  152 166 331 511 


  Corporate   15 3 -9 0 0 


  Interco Eliminations   -81 -125 -125 0 0 


  Total   1,264 1,355 1,572 1,627 2,025 
                


Cost of Sales Gas   802 752 844 617 729 


  Pow er   86 160 237 121 127 


  Utilities                 -  80 79 116 140 


  Corporate   0 0 0 0 0 


  Interco Eliminations   -77 -123 -123 0 0 


  Total   812 869 1,037 855 996 
                


Net Revenue Gas   340 313 340 431 528 


  Pow er   102 102 120 127 130 


  Utilities                 -  72 86 214 371 


  Corporate   15 3 -9 0 0 


  Interco Eliminations   -4 -3 -2 0 0 


  Total   453 487 535 773 1,029 
                


Operating & Admin Gas   166 158 177 239 283 


  Pow er   6 10 18 15 16 


  Utilities                 -  35 47 93 176 


  Corporate   40 44 27 40 40 


  Interco Eliminations   -4 -3 -2 0 0 


  Total   208 244 268 388 514 
                


Unrealized Gains/Losses on Risk Mgmt   4 -1.3 -8 0 0 


                


EBITDA Gas   173 155 162 192 245 


  Pow er   96 92 102 112 115 


  Utilities                 -  36 39 121 195 


  Corporate (incl. Unrealized G/L on Risk Mgmt) -21 -42 -53 -40 -40 


  Interco Eliminations   0 0 0 0 0 


  Total   248 241 259 385 515 
                


Amortization Gas   -63 -59 -57 -64 -71 


  Pow er   -8 -15 -16 -19 -21 


  Utilities                 -  -12 -15 -29 -59 


  Corporate   -3 -3 -4 -5 -6 


  Total   -74 -89 -92 -117 -158 
                


EBIT Gas   110 96 105 127 172 


  Pow er   88 76 86 93 94 


  Utilities                 -  25 24 92 135 


  Corporate   -24 -45 -49 -45 -46 


  Total   174 152 167 268 355 
                


Interest     -32 -49 -53 -71 -96 
                


Current Tax (Return)     -1 0 0 -4 -17 


Future Tax (Return)     0 -2 -19 -49 -65 
                


Net Income – Before Preferred Dividends   141 101 95 143 178 
                


Preferred Dividends     0 -4 -11 -10 -10 
                


Net Income – To Common Share Holders   141 97 84 133 168 


Average Shares Outstanding – Fully Diluted (mlns.)             79              82              85            103            115  


Fully Diluted EPS ($/share)   $1.78  $1.19  $0.98  $1.29  $1.46  


Source:  Company reports and CIB C World Markets Inc.  
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Exhibit 48. AltaGas Financial Model – Simplified Cash Flow Statement 


Years Ending December 31 ($ mlns. unless otherwise noted)  2009 2010 2011 2012E 2013E 
                


Operating Activities               


Net Income     $141 $101 $95 $143 $178 


Items Not Involv ing Cash   71 95 126 166 223 
                


Fund Flow From Operations   212 196 220 309 402 
                


Other     -7 -1 -1 0 0 


Net Change In Non-cash Working Capital   -18 -2 -9 0 0 


Cash From Operations   187 193 210 309 400 
                


Investing Activities               


Capital Expenditures     -249 -167 -427 -665 -373 


Acquisitions     -216 -30 -170 -873 0 


Dispositions     1 24 13 0 0 


Other     -2 11 -2 0 0 


Cash From Investing Activities   -466 -162 -585 -1539 -373 
                


Financing Activities               


Issuance (Repayment) Of Debt   303 -110 323 640 99 


Div idends And Distributions   -169 -152 -126 -154 -190 


Issuance Of Common Shares   131 36 180 738 62 


Issuance Of Preferred Shares   0 194 0 0 0 


Other     0 0 0 1 0 


Cash From Financing Activities   265 -32 377 1225 -28 
                


Change In Cash And Cash Equivalents    -14 -1.5 2 -4 0 


Cash And Cash Equivalents, Beginning Of Period   18 4 2 4 0 


Cash And Cash Equivalents, End Of Period   4 2 4 0 0 


Source:  Company reports and CIB C World Markets Inc.  


Valuation Analysis 
Our 12- to 18-month $36.00 per share price target for AltaGas reflects a 


combination of 13.5x EV/2013E EBITDA and a 4.25% target yield. 


AltaGas shares are trading at 13.0x EV/2012E EBITDA and a 4.2% yield. We 


expect multiple compression as AltaGas benefits from its recent acquisitions and 


completes several growth projects. We project a total return of 18.6%.  


In our view, AltaGas warrants a premium valuation. Our valuation metrics 


are at a premium to the Bloomberg consensus average 2013E trading multiples 


as we believe AltaGas’ superior visible growth profile, sign ificantly improving 


business risk profile, and potential for meaningful dividend growth position 


AltaGas as a premium investment among its energy infrastructure peers. Our 


4.25% target dividend yield reflects a 180 bps yield spread over our 2.45% 


one-year outlook for the 10-year Government of Canada bond yield. Our 


10-year Government of Canada bond yield is consistent with CIBC Economics’ 


Q2/2013 forecast. We forecast a 65 bps compression in AltaGas’ current 


dividend yield spread over 10-year Canada bonds (245 bps), as we believe the 


market will start to price in a more significant dividend increase as we approach 


2013. Our 13x EV/2013E EBITDA target multiple is in line with current trading 


multiples for Inter Pipeline Fund. We believe AltaGas’ strong growth in low-risk 


assets warrants a similarly premium multiple. 


For comparative purposes, we estimate a target valuation (one year 


hence) of about $35.90 per share from our discounted cash flow (DCF) 


valuation. Our DCF valuation reflects AltaGas’ significant Capital Cost Allowance 


(CCA) tax pools, its recent acquisitions, and host of growth projects. A more 


detailed discussion of our DCF calculation is provided below. 
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Yield Spread Valuation 
Based on our target yield, we derive a 12- to 18-month target valuation 


of $33.18 per share. Our lower-than-historical yield spread of 180 bps reflects 


our expectation of: 1) significant dividend growth over the medium term; 


2) increasing cost-of-service cash flows and long-term contracted cash flows; 


and, 3) persistent low interest rates (Exhibit 49 – Yield Spread Valuation, 


Exhibit 50 – Historical Yield Spread, and Exhibit 51 – Yield Spread Valuation 


Comparables).  


We forecast that AltaGas’ current contracted and committed growth 


projects can support a 9% CAGR in dividends from 2011 to 2016. With 


the close of the SEMCO and Pacific Northern Gas utilities, we expect over 70% of 


AltaGas’ 2013E EBITDA to be based on long-term, stable cost-of-service, 


fee-for-service, or utility cash flows. Our interest rate outlook is informed by our 


economics group (see recent publication The Seven Lean Years, February 10). 


The next leg of a tightening cycle looks unlikely to be required before 2014, as 


the economy continues to need exceptionally low rates to stay above water. 


Exhibit 49. Yield Spread Valuation 


Div idend Per Share – NTM           1.41  
    


10-Year Canada Q2/13 Forecast (1)  2.45% 
    


Yield Spread Ov er 10-Year Canada Rates   1.80% 
    


Target Yield (2)  4.25% 
    


Target Valuation   $33.18  


(1) CIB C Economics. 


(2) Below average in comparison to  its high-yield energy infrastructure peers due to visible g rowth, stable  cash flows, and 9%  forecasted  
five-year CAG R in dividends.  


Source:  Company reports and CIB C World Markets Inc.  


Exhibit 50. Historical Yield Spread 
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Exhibit 51. Yield Spread Valuation Comparables 


  
Share Price 


8-Mar-12 


Market Cap 


($ mlns.)  
Current 


Yield  


Yield Spread 
Over Canada 


10-Yr High Yield Energy Infrastructure Comparables (1) 


Enbridge Income Fund Holdings Inc. $22.29  $1,098 5.55% 354 


Gibson Energy Inc. $20.66  $2,027 4.84% 283 


Inter Pipeline Fund $19.41  $5,127 5.41% 340 


Key era Corp. $43.08  $3,261 4.74% 273 


Pembina Pipeline Corp. $28.10  $4,705 5.55% 354 


Veresen Inc. $14.91  $2,864 6.70% 469 
          


AltaGas Ltd. $31.54  $3,249 4.38% 237 
          


Market Cap Weighted Average     5.30% 329 


(1) Source: Bloomberg and CIBC World Markets Inc.  


EV/EBITDA Multiple Valuation 


Based on our 13.5x EV/2013E EBITDA multiple, we calculate a one-year 


target valuation of $37.81 per share (Exhibit 52 – EV/EBITDA Valuation). 


Exhibit 52. EV/EBITDA Valuation 


2013E EBITDA ($ mlns.)    $515 
     


EV/EBITDA Target Multiple   13.5x 


Enterprise Value    $6,953 
     


Less: 2012E Net Debt (including preferred shares) ($ mlns.) $2,640 
     


Equity  Value ($ mlns.)    $4,313 
     


2012E Shares Outstanding (mlns.) (1)  114 
     


Target Valuation       $37.81 


(1) 2012E Shares Outstanding  include shares f rom the February 22, 2012, subsc ription receipt offe ring and an assumed $300 million equit y 
issuance anticipated  before year -end.  


Source:  Company reports and CIB C World Markets Inc.  


In our view, AltaGas’ premium EV/EBITDA is warranted. We believe 


increasing stable cash flow growth supporting a higher dividend is very 


compelling. In our view, AltaGas’ cash flows and growth are more transparent 


than those of many of its peers. 


Discounted Cash Flow Valuation 
We estimate a price of $35.90 per share from our discounted cash flow 


valuation (Exhibit 53 – Discounted Cash Flow Valuation). Our DCF reflects 


AltaGas’ significant CCA pools as a consequence of its nearly $3.6 billion of 


forecast capital expenditures in addition to its ~$1 billion of CCA pools as at 


December 31, 2011. However, our terminal value presumes near full taxation of 


$103 million based on a 25% income tax rate. We adopt the CIBC Economics 


year-end 2013 10-year Canada rate of 2.95% for our risk-free rate. Our 


borrowing spread of 2.5% is determined by the spread AltaGas received on its 


most recent medium-term note issuance on October 17, 2011.  


AltaGas has a beta of 0.61 based on weekly price data back to 2000. We believe 


recent acquisitions of about $900 million of utility rate base should reduce 


AltaGas’ beta. Our risk premium of 6.5% is based upon a reasonable long-term 


average market return of 9.5%. Finally, we use a terminal growth rate of 


0.25%, which we believe is reasonable given the terminal assumption of 


$50 million of ongoing capital expenditures. 
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Exhibit 53. Discounted Cash Flow Valuation 


(C$ mlns.)     2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E 2020E 2021E Terminal 


EBITDA   $385  $515  $554  $609  $654  $658  $670  $683  $697  $607  $607  


Less: Cash Taxes   (4) (17) (17) (17) (17) (17) (18) (18) (18) (19) (103) 


Less: Capital Expenditures   (1,904) (380) (244) (206) (175) (133) (138) (138) (138) (138) (50) 


Unlevered Free Cash Flow (DCF Valuation) (1,524) 117  294 386 462 508 514 527 540 450 454 


    0.5  1.5  2.5  3.5  4.5  5.5  6.5  7.5  8.5  9.5  10.5  


PV Of Unlevered Free CF  (1,487) 109  257  321  365  381  365  355  345  273  5,075  


Cost Of Debt              


Risk-free Rate    2.5% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 


Borrow ing Spread   2.5% 2.5% 2.5% 2.5% 2.5% 2.5% 2.5% 2.5% 2.5% 2.5% 2.5% 


Pre-tax  Cost Of Debt   5.0% 5.5% 5.5% 5.5% 5.5% 5.5% 5.5% 5.5% 5.5% 5.5% 5.5% 


LT Assumed Effectiv e Tax Rate  25.0% 25.0% 25.0% 25.0% 25.0% 25.0% 25.0% 25.0% 25.0% 25.0% 25.0% 


After-tax  Cost Of Debt   3.71% 4.09% 4.13% 4.13% 4.13% 4.13% 4.13% 4.13% 4.13% 4.13% 4.13% 
                


Cost Of Equity               


Risk-free Rate   2.5% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 


Equity  Risk Premium   6.5% 6.5% 6.5% 6.5% 6.5% 6.5% 6.5% 6.5% 6.5% 6.5% 6.5% 


Beta   0.63 0.61 0.61 0.61 0.61 0.61 0.61 0.61 0.61 0.61 0.61 


After-tax  Cost Of Equity   6.42% 6.92% 7.11% 7.11% 7.11% 7.11% 7.11% 7.11% 7.11% 7.11% 7.11% 
                


Capital Structure               


% Of Debt   55% 55% 55% 55% 55% 55% 55% 55% 55% 55% 55% 


% Of Equity   45% 45% 45% 45% 45% 45% 45% 45% 45% 45% 45% 


Terminal Grow th Rate                       0.25% 


WACC    4.93% 5.36% 5.40% 5.40% 5.40% 5.40% 5.41% 5.40% 5.40% 5.40% 5.40% 
                


Enterprise Value  $6,358              


Less: Net Debt 2012E  2,645              


Equity  Value  $3,713              


Shares O/S – Current (mlns.)  103              


Equity Value Per Share $35.90                        


Source:  Company reports and CIB C World Markets Inc.  
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Price Target Calculation 


Our 12- to 18-month $36.00 per share price target for AltaGas reflects a 


combination of 13.5x EV/2013E EBITDA, and a 4.25% target yield. We expect 


multiple compression as AltaGas benefits from its recent acquisitions and 


completes several growth projects. We project a total return of 18.6%.  


Key Risks To Price Target 


Access To Capital And Financing Risks 


AltaGas is involved in capital-intensive businesses and, as such, AltaGas’ 


operations rely on sufficient access to capital and affordable borrowing rates. 


Insufficient access to a reasonable cost of capital would ultimately limit AltaGas’ 


ability to grow. Additionally, when financing operations through debt, AltaGas 


faces risks from increases in interest rates on new or variable-rate debt. 


Customary covenants and financial tests associated with those debts may also 


constrain AltaGas’ finances. 


AltaGas mitigates its capital and financial risks by careful management of its 


financial leverage, targeting a debt to total capitalization of 50% to 55%. Also, 


AltaGas aims to maintain 70%–75% of liabilities in fixed-rate funds to limit the 


impact of interest rate movement on its debt servicing costs. We discuss 


AltaGas’ liquidity and leverage in the section titled “Financial Forecast.” 


Commodity Price Risk 


Changes in commodity prices of AltaGas ’ inputs and outputs can impact the 


company’s financial standing in a number of ways. 


AltaGas’ NGL Extraction business is exposed to differentials between natural gas 


prices and NGL product prices. Narrowing of these differentials would squeeze 


NGL margins and negatively impact cash flows. Despite this effect, higher 


natural gas prices may also result in increased natural gas production and higher 


throughputs, increasing cash flows in AltaGas ’ Field Gathering and Processing 


(FG&P), NGL Extraction, and Transmission businesses.  


AltaGas’ Power Segment is exposed to spot Alberta power prices through its 


Sundance B PPA. Alberta power prices are largely a function of natural gas 


prices, except during capacity constrained periods or periods of high wind power 


production. The Sundance B power plant, however, is coal-fired and pays only 


the cost of extraction plus a small return to obtain coal from an adjacent mine. 


Therefore, higher natural gas prices that lead to higher Alberta power prices are 


generally beneficial to AltaGas’ cash flows in the Power Segment. 


To mitigate risks from commodity price volatility, AltaGas manages its exposure 


through power, NGL, and natural gas hedges. Furthermore, AltaGas benefits 


from the naturally offsetting operational hedges described above. The 


Commodity Risk Management Policy establishes guidelines for risk tolerance. 


Legislation And Regulatory Risk 


Changes in applicable legislation or other regulations could restrict AltaGas’ 


business activities or impose higher costs on AltaGas. For example, if 


agreements cannot be reached with producers, pipelines and facilities are 


subject to common carrier and common processor applications and possible rate 


setting by regulatory authorities. 
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AltaGas may also face changes in environmental legislation at the local, 


provincial, territorial or federal levels. Though current legislation is not 


burdensome, stricter environmental laws, regulations, or enforcement practices, 


and potential claims for damages against the company could impose significant 


new costs going forward. In January 2010, Environment Canada listed a new 


target of a 17% reduction in greenhouse gas (GHG) emissions from 2005 levels 


by 2020, but has not enacted any legislation. Recently, the federal government 


has signaled that incoming regulations to reduce emissions from coal-fired 


power plants would provide flexibility in how companies achieve reductions, 


instead of imposing plant-by-plant requirements, and would leave considerable 


authority with the provincial governments.  


In 2007, Alberta passed the Climate and Emissions Management Amendment 


Act, mandating emission reductions for large emitter facilities. Only the 


Harmattan Complex qualified as a large emitter; however, since it is currently 


operating below the target intensity, it will face no penalties and will qualify for 


credits. In 2006, Alberta passed its Environmental Protection and Enhancement 


Act, regulating mercury emissions from coal-fired power plants. TransAlta, the 


owner of the Sundance generating station, has implemented technologies to 


achieve the necessary reductions.  


Counterparties And Credit Risk 


AltaGas also faces risks related to its reliance on other significant parties, 


particularly the risk of counterparties failing to fulfill agreements. In this 


eventuality, AltaGas’ revenues could be negatively impacted, and AltaGas’ ability 


to fulfill other commitments could be limited. 


To mitigate the risk of counterparties failing to honor contracts, AltaGas 


performs continuous review of counterparty credit, adheres to credit thresholds 


based on conservative credit metrics, and spreads risk across many, diverse 


customers and suppliers, most of whom have investment-grade credit ratings. 


Separately, AltaGas is partially liable for soil contamination damages caused by 


past activities at the Harmattan Complex. Depending on the extent of these 


damages, AltaGas may face significant new costs in the future. AltaGas has 


already negotiated an agreement with the relevant counterparties at the 


Harmattan Complex, largely reducing potential liability. 


Execution Risks 


Plans for future development, construction, and operation of AltaGas facilities 


are vulnerable to changes in the cost of construction, construction delays, and 


competition in the industry. These changes create uncertainties when planning 


future activities. AltaGas offsets these uncertainties with contractual tools, such 


as arrangements to recover cost overruns from customers or to establish 


fixed-price quotes from contractors where appropriate. AltaGas also follows a 


structured project governance process to ensure smooth implementation. 
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Appendix 1. Summary Of Senior Management 
Management Team Role Description 


Dav id W. Cornhill  Chairman and CEO Mr. Cornhill is a founding member of AltaGas Services Inc. He has served as Chairman and Chief Executive Officer since 


inception in April 1994. He was appointed as a Director of AltaGas General Partner Inc. on April 2004. Prior to forming AltaGas 
Serv ices Inc., Mr. Cornhill serv ed in the capacities of Vice President, Finance and Administration, and Treasurer at Alberta and 
Southern Gas Co. Ltd. (1991 to 1993) and as President and Chief Operating Officer until March 1994. Mr. Cornhill has 


ex tensive oil and gas expertise in the natural gas processing and transportation industries. 


Dennis A. Dawson Vice President General Counsel 


and Corporate Secretary 


Mr. Dawson joined AltaGas in August 1997, after consulting with AltaGas Services Inc. from July 1996. Effective December 


1998, Mr. Dawson became Vice President General Counsel and Corporate Secretary. He has over 25 y ears of oil and natural 
gas ex perience, including nine years as General Counsel for Pan-Alberta Gas Ltd., a major Canadian natural gas marketing 
company. 


Dav id Harris President - Pow er Mr. Harris joined AltaGas in 2010 and is an experienced project executiv e who has built hydroelectric projects internationally 
and in North America. Mr. Harris holds an Ex ecutive MBA in addition to a Bachelor of Science in Mechanical Engineering and a 


Bachelor of Science in Nuclear Engineering. Prior to his more than 20 years in business, Mr. Harris held the rank of 
Commander in the United States Navy. 


John Lowe President - AltaGas Utility Group Mr. Lowe w as appointed President of AltaGas Utility  Group Inc. in October 2011. He has ov er 25 years of regulatory and 


energy experience, including representation of gas and electric utilities, oil and gas producers and telecommunications 
companies across North America. Mr. Lowe has also developed independent pow er projects in Alberta.  


Patricia M. Newson Senior Vice President - AltaGas 
Ltd.  


Ms. Newson initially joined AltaGas Income Trust in 1996 and serv ed as its Senior Vice President and Chief Financial Officer to 
2006, and as a Senior Vice President through 2008. Prior to joining AltaGas, her experience included consulting to utility 


companies and Crown corporations and positions with Olympia and York Enterprises, GW Utilities and Gulf Canada, and Ernst 
& Young. Ms. Newson currently serves on the boards of directors of Brookfield Residential Properties Inc., the Canadian Gas 
Association and the Financial Advisory Committee of the Alberta Securities Commission. She holds a B.Com (distinction) in 
accounting and is a member of the Institute of Chartered Accountants of Alberta. 


Deborah S. Stein Senior Vice President and CFO Ms. Stein joined AltaGas in 2005 and has held various roles, including Vice President Controller, Chief Financial Officer and 
Corporate Secretary (AltaGas Utility  Group Inc.) and Vice President Finance and Chief Financial Officer. With more than 25 


years of ex perience, Ms. Stein has held a wide range of financial roles. Ms. Stein is a Chartered Accountant, a Certified Public 
Accountant, a Certified Financial Risk Manager and a Certified Director of the Institute of Corporate Directors. 


Randy Toone President - Gas Mr. Toone joined AltaGas in 2003 and has more than 15 y ears of engineering experience in various capacities , including plant 
and operations. Mr. Toone holds a Bachelor Science in Mechanical Engineering and has attended the Executiv e Program at 
the Richard Iv ey School of Business. Since joining AltaGas, Mr. Toone has held progressively senior roles , including Div isional 


Vice President Ex traction and Transmission and Divisional Vice President of Field Gathering and Processing and Energy 
Serv ices. 


Dav id Wright Ex ecutiv e Vice President 


Strategy and Corporate 
Development 


Mr. Wright was appointed Ex ecutiv e Vice President Strategy and Corporate Dev elopment in January 2008. Prior to joining 


AltaGas, Mr. Wright served as Executiv e Vice President, General Counsel and Corporate Secretary of EPCOR and prior to that 
was a senior partner with a national Canadian law firm. Mr. Wright holds a law degree from the Univ ersity of Calgary  and 
Masters and Bachelor of Science degrees from the University of Manitoba and attended the Adv anced Management Program 


at Harv ard Business School. 


   


Board Of Directors Role  Description  


Dav id W. Cornhill  Chairman and CEO Mr. Cornhill is a founding member of AltaGas Services Inc. He has served as Chairman and Chief Executive Officer since 
inception in April 1994. He was appointed as a Director of AltaGas General Partner Inc. on April 2004. Prior to forming AltaGas 


Serv ices Inc., Mr. Cornhill serv ed in the capacities of Vice President, Finance and Administration, and Treasurer at Alberta and 
Southern Gas Co. Ltd. (1991 to 1993) and as President and Chief Operating Officer until March 1994. Mr. Cornhill has 
ex tensive oil and gas expertise in the natural gas processing and transportation industries. 


Allan L. Edgeworth Chair - Env ironmental 
Occupational Health and Safety  
Committee 


Mr. Edgeworth w as the President and CEO of Alliance Pipeline from 2001 until December 2004. Prior to that, Mr. Edgeworth 
spent almost 20 years with Westcoast Energy where he held various positions, including Vice President of Pipeline Operations 
and Senior Vice President of Regulatory Affairs and President, Pipeline Division. 


Hugh A. Fergusson Director Mr. Fergusson was appointed a Director of AltaGas Services Inc. on May 7, 2008. Mr. Fergusson has ov er 30 years of 


ex ecutiv e management experience, most recently as Vice-President, Hydrocarbons & Energy with the Dow Chemical 
Company. Mr. Fergusson is a professional consultant and for the last 15 years has also held several industry association 
leadership roles. 


Dary l H. Gilbert Director Mr. Gilbert was appointed a Director of AltaGas Serv ices Inc. on May 4, 2000, and was appointed as a Director of AltaGas 
General Partner Inc. on April 29, 2004. Mr. Gilbert has been an independent businessman since January 2005. Prior to 2005, 
Mr. Gilbert had a 26-y ear career with Gilbert Laustsen Jung Associates Ltd., a reservoir engineering company, most recently  as 


President and Chief Executive Officer for 11 years. 


Robert B Hodgins Director Mr. Hodgins has been an independent businessman since November 2004. Mr. Hodgins served as the Chief Financial Officer 


of Pengrow th Energy Trust (2002 to 2004). Prior to that, he held the position of Vice President and Treasurer of Canadian 
Pacific Limited (1998 to 2002) and was Chief Financial Officer of TransCanada Pipelines Limited (1993 to 1998). 


My ron F. Kanik Lead Director; Chair - Human 
Resources and Compensation 
Committee / Gov ernance 


Committee 


Mr. Kanik w as appointed a Director of AltaGas Services Inc. in June 2001 and as a Director of AltaGas General Partner Inc. in 
April 2004. Mr. Kanik has ex tensive natural gas industry ex perience, which includes serving as Deputy Minister for the Alberta 
Department of Energy and President of the Canadian Energy Pipelines Association. He currently consults to the energy 


industry. 


Dav id F. Mackie Director Mr. Mackie was appointed a Director of AltaGas Serv ices Inc. in January 1995, and w as appointed as a Director of AltaGas 


General Partner Inc in April 2004. Mr. Mackie is a U.S.-based energy industry consultant and inv estor, spending more than 
32 years in various executiv e capacities with El Paso Natural Gas Co. and Transco Energy Co. He also has ex tensive 
consulting experience with many senior energy companies and the Maritimes and Northeast Pipeline Project. 
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Management Team Role Description 


Neil McCrank  Director Mr. McCrank was appointed a Director of AltaGas General Partner Inc. on December 10, 2007. He served as Chairman of the 
Alberta Energy and Utilities Board (EUB) from 1998 to 2007. Prior to joining the EUB, Mr. McCrank serv ed as Deputy Attorney 


General, and Deputy Minister for the Alberta Department of Justice. Mr. McCrank holds a Bachelor of Science in Electrical 
Engineering from Queen’s University. He graduated with an LL.B. from Queen’s and was admitted to the Bar in 1971. He is a 
member of the Law Society of Alberta, the Law Society of Upper Canada, the Canadian and Calgary Bar associations, and the 
Association of Professional Engineers, Geologists and Geophysicists of Alberta. 


Catherine M. ‘Kay’ Best Director Ms. Best w as appointed to the Board on November 30, 2011. Ms. Best is currently  a director of Canadian Natural Resources 
Limited, Enbridge Income Fund Holdings Inc. and Superior Plus Corporation. She has previously served as Chair for the United 


Way of Calgary. Ms. Best currently serv es as a member of the Audit Committee of the Calgary Exhibition and Stampede and 
the University of Calgary. Other directorships include the Alberta Children's Hospital Foundation and The Calgary Foundation. 
Ms. Best is a Chartered Accountant and a Fellow of the Chartered Accountants as awarded by the Institute of Chartered 
Accountants of Alberta. 


Source:  Company reports.  
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Appendix 2. Summary Of AltaGas’ Operating Assets 


Gas Segment – Extraction & Transmission 


Exhibit 54. Gas Extraction/Fractionation Plants 


Gas Segment Interest Gross Capacity Net Capacity Production 


Extraction or Fractionation Plants % MMcf/d MMcf/d 2010 Bbls/d 


    NGLs Ethane 


EEEP 49% 390 190 1,974 5,260 


Empress ATCO 7% 1,100 79 648 673 


Empress Provident 11% 1,200 135 1,432 2,759 


Younger 57% 750 425 5,500 8,207 


JEEP 100% 250 250 1,614 4,236 


Harmattan Complex 100% 490 490 921 4,657 


Bantry  (1) 100% 28 28 188   


Total  38% 4,208 1,597 12,276 25,792 


(1):  AltaGas categorizes the facility as a field gathering and processing facility. Source: Company reports and CIBC World Ma rkets Inc.  


Exhibit 55.  Transmission Pipeline Assets (Exc. PNG Assets) 


Transmission Pipeline Interest Gross Capacity Net Capacity 


Gas Pipelines % MMcf/d MMcf/d 


Battle Lake 100% 15 15 


Cold Lake 99% 80 79 


Kahntah 100% 35 35 


Suffield 100% 400 400 


Summerdale 100% 24 24 


Total  554 553 


  Gross Capacity Net Capacity 


Liquid Pipelines   Bbls/d Bbls/d 


Porcupine Hills (Condensate) 100% 11,600 11,600 


Ethylene Deliv ery System 100% 90,000 90,000 


Joffre Feedstock Pipeline (NGL) 100% 50,000 50,000 


Total  151,600 151,600 


Source:  Company reports and CIB C World Markets Inc.  
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Gas Segment – Field Gathering & Processing  


Exhibit 56. Summary Of AltaGas’ Field Gathering and Processing Plants  


Operating Area Ownership (%) Facility Type Facility Count 


Gross Capacity 


(MMcf/d) 


ALA's Capacity 


(MMcf/d) 
            


Western Canada           


North           


Ante Creek 100% Sw eet  1   36   36  


Barrhead 68% Sw eet  6   72   49  


Blair Creek 100% Sw eet  1   24   24  


Clear Hills 100% Sour  1   10   10  


Clear Prairie 100% Sw eet  1   15   15  


CMB 75% Sw eet/Sour  3   16   12  


Cold Lake 87% Sw eet  8   67   58  


Pouce Coupe 77% Sw eet  1   63   48  


Prairie River 100% Sw eet  1   20   20  


RET Complex 86% Sw eet/Sour  3   150   129  


Rainbow Lake 100% Sour  1   40   40  


Thornbury 100% Sw eet  7   32   32  


Wabasca 100% Sw eet/Sour  4   90   90  


Windfall 100% Sw eet  2   44   44  


Marlboro Pine Creek 40% Sw eet  1   40   16  


Subtotal - North      41   719   624  
            


South           


Acme 100% Sw eet  1   10   10  


Alder Flats 100% Sw eet  1   30   30  


Bantry 100% Sour  1   28   28  


Birch Wavy South 90% Sw eet  5   28   25  


Birch Wavy North 81% Sw eet  7   78   63  


Bonnie Glen 100% Sw eet  2   41   41  


Central Border 100% Sw eet/Sour  8   90   90  


Kirkpatrick 100% Sw eet  1   14   14  


Princess 100% Sour  1   20   20  


South Foothills 66% Sw eet/Sour  3   78   51  


Sy lvan Lake 100% Sw eet  1   30   30  


Other South 100% Sw eet/Sour  5   55   55  


Subtotal - South      36   502   458  
            


            


Montana, USA           


Coutts 100% Sw eet  1   5   5  


Total      78   1,241   1,087  


Source:  Company reports and CIB C World Markets Inc.  


Gas Segment – Energy Services 


Exhibit 57. Energy Services Assets (Excluding Recent Acquisitions)  


Energy Services % Bcf Bcf 


Sarnia Airport Storage 50% 5.3 2.7 


Eaton Rapids Gas Storage System  (Non-regulated)  50% 12.8 6.4 


Total    18.1 9.1 


Source:  Company reports and CIB C World Markets Inc.  
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Power Segment  


Exhibit 58. Power Segment Assets 


Power Segment  Interest (%) Type Gross Capacity (MW) Net Capacity (MW) 


Sundance B Plant 50% Coal 706 353 


Bear Mountain Wind Park 100% Wind 102 102 


Gas-fired Peaking Capacity 100% Gas 25 25 


Bantry  And Parkland 100% Gas 14 14 


Harmattan  100% Cogeneration 15 15 


Gray ling Generating Station In Michigan  30% Bio-mass 37.0 11.1 


Craven County Wood Energy 50% Bio-mass 48.0 24.0 


McNair Creek Hydro Facility, BC 100% Hy dro 9.8 9.8 


Boston Bar 25% Hy dro 7.0 1.8 


Total      964.2 555.7 


Source:  Company reports and CIB C World Markets Inc.  


Utility Segment  


Exhibit 59. Utility Segment Assets 


  Mid-year  Capital Structure Return Return Return 


Utility Segment Interest Rate base ($ mlns.) Debt/Equity/Prefs (%) On Equity On Debt On Preferred 


AltaGas Utilities Inc. 100%      


 2011  153.5 57/43 8.75% 6.80%  


 2012  174 57/43 8.75% 6.80%  
       


Heritage Gas 100%      


 2011*  175 55/45 13.00% 8.75%  


 2012  198.4 55/45 11.00% 7.25%  
       


Pacific Northern Gas       


 Western System 100%      


 2011  130.8 51.18/45/3.82 10.15% 7.47% 7.01% 


 2012  133.2 51.24/45/3.75 10.15% 7.09% 7.01% 
        


Fort St. John/ Dawson Creek Division 100%       


 2011  41.1 60/40 9.90% 5.14%  


 2012  43.0 60/40 9.90% 5.21%  
        


Tumbler Ridge Division 100%       


 2011  2.3 60/40 10.15% 6.39%  


 2012  2.5 60/40 10.15% 6.45%  
       


Enstar Natural Gas 100%      


 2011  200 48.6/51.4 12.55% 5.75%  
       


SEMCO Michigan Natural Gas Distribution Utility 100% 425 50/50 10.35% 4.03%  
       


CINGSA        


 2013 65% 100 50/50 12.55%   


 Michigan Storage Facility % Gross Capacity (Bcf) Net Capacity (Bcf) Utilization     


 5 Natural Gas Storage Facilities 


 (Included in rate base above) 100% 4.9 4.9    


* Average rate base fo r 2011, calculated using a  mid-month average. Source: Company reports, A UC, BCUC and NS UARB .  
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Exhibit 60. Utility Segment Assets (Exc. PNG And SEMCO Assets) 


Utility Segment % Gross Capacity Net Capacity Utilization 


AltaGas Utilities Inc.     


 – Pipelines 100% 20,060 km 20,060 km  


 – Metering And Pressure Regulating Stations 100% 738 738  


 – Throughput    21.5 PJ 
     


Heritage Gas     


 – Pipelines 100% 292 km   


 – Gas System 100% 124,000 GJ/d 124,000 GJ/d  
     


Inuvik Gas     


 – Pipelines 33% 47 km   
     


Ikhil JV     


 – 2 Gas Wells 33% 1.8 MMcf/d 0.6 MMcf/d  
     


Total Utility  – Natural Gas Deliveries – End-use    19.9 PJ 


Total Utility  – Natural Gas Deliveries – Transportation    5.3 PJ 


Source:  Company reports and CIB C World Markets Inc.  


Exhibit 61. Pacific Northern Gas Acquisition Assets 


Pacific Northern Gas Utility assets    
    


Gas Transmission And Distribution segment    


Facility name % Gross Capacity Utilization 


Western System – Transmission Pipeline System 100% 115 MMcf/d  


Western System – Distribution System (Pipelines) 100% 1,180 km  


Western System – Sales   2,330 TJ 


Western System – Transportation Serv ice   1,867 TJ 


Northeast System    


 – Tumbler Ridge Plant 100% 4.2 MMcf/d  


 – Transmission Lines 100% 160 km  


 – Distribution Lines 100% 1,490 km  


Northeast System – Sales   3,365 TJ 


Northeast System – Transportation Service   1,925 TJ 


    


Renewable Energy Segment    


Facility Name % Gross Capacity Net Capacity 


McNair Creek Hydro Facility, BC 97% 9.8 MW 9.5 MW 


Source:  Company reports and CIB C World Markets Inc.  


Exhibit 62. SEMCO Holding Corp. Assets 


Facility Name % Gross Capacity Net Capacity Residential Customer Base 


Enstar Natural Gas    132,000 


 – Transmission Lines 100% 414 miles 414 miles  


 – Distribution Mains 100% 2800 miles 2800 miles  


     


Michigan Natural Gas Distribution Utility    286,000 


 – Transmission Lines 100% 150 miles 150 miles  


 – Distribution Mains 100% 5866 miles 5866 miles  


Source:  Company reports and CIB C World Markets Inc.  
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Appendix 3. West Coast LNG Projects And 


Opportunities 
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Exhibit 63.  West Coast LNG Projects 


Encana


30%


EOG 


Resources


30%


Apache


40%


LNG 


Partners 


LLC


50%


Haisla 


First 


Nation


50%


In 


Partnership


Shell Canada 


Korea Gas Corp.


Mitsubishi Corp.


China National 


Petroleum Corp. 


PETRONAS


80%
Progress 


Energy


20%
• Launched feasibility study to evaluate building and 


operating a new LNG facility in June 2011.


• Proposed facility capacity - 1 Bcf/d capacity


• To date, no federal or provincial environmental 


assessment request made.


• Does not have an export licence application with the 


National Energy Board to date. 
5 - Other Prospective Partnerships


1 - Kitimat LNG Partnership


2 - Douglas Channel Energy Partnership


3 - Shell Canada Consortium


4 -  Progress Energy And PETRONAS


Sasol / Talisman Energy


Nexen / INPEX


Penn West/ Mitsubishi / Korea Gas


•  National Energy Board grants 20 year export licence for 1.4 


Bcf/d in Oct 2011.


•  Proposing a two phase terminal project: 


•  Phase I: 700 mcf/d processing capacity (Cost ~$3 bln.), 


Phase II: An additional 700 MMcf/d (Cost ~$1.5 bln.). 


•  KBR Inc. completing front end engineering and design study 


on proposed facility. Expected to be completed in early 2012.


•  Received federal and provincial environmental approvals.


•  Final investment decision expected in 2012. 


•  Commercial operations expected:


        Phase One: 2015, Phase Two: 2017-2018


•  Pacific Trail Pipeline cost / capacity - $1 bln. / 1 Bcf/d


• National Energy Board grants 20 year export licence for 0.250 


Bcf/d in January 2012.


• Proposing to build a two phase 250 mcf/d terminal; Phase I 


will be 125 mcf/d, expected cost ~$360 - $450 mln. Phase II - 


expected to begin operations 2016- 2018.


• Currently working on the requirements of federal 


environmental assessment.


• Final investment decision expected in Q1 2012.


• Commercial operations expected to start Q4 2013 - Q1 2014.


•  Bought Kitimat terminal in Oct 2011.  


•  China National Petroleum Corp. bought 20% of Shell's 


Groundbirch gas project in February 2012


•  Early stages of project feasibility 


•  To date, no federal or provincial environmental 


assessment request made.


•  Does not have an export licence application with the 


National Energy Board to date. 


•  Potential capacity - 1.8 Bcf/d to 3.6 Bcf/d


B.C. Prospective LNG Projects A) Prospective Kitimat Projects


•  Both parties struck an agreement to launch a feasibility study 


to evaluate a new LNG development at the Port of Prince 


Rupert in February 2012.


•  BG has secured access to a 200 acre section in the 


jurisdiction of Port of Prince Rupert 


•  Currently, no development timeline in place  


B) Prospective Prince Rupert Project


In 


Partnership


Port of Prince 


Rupert / BG 


Group PLC 


 


Source:  Company reports and CIB C World Markets Inc.  
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Exhibit 64. Major Trade Flows Of Natural Gas 


 


 


Source:  Globe and Mail and CIBC World Markets Inc.
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Exhibit 65.  West Coast LNG Projects In Canada And U.S. In Development 


   Estimated  


 Project – (Import Or Export) 


Proposed Capacity 


(Bcf/d) COD Capex ($ mlns.) Location 


Canada Kitimat LNG Partnership – Phase I – Ex port (1) 0.7 Q2/2015 $3,000 Bish Cove, BC 


Canada Kitimat LNG Partnership – Phase II – Export 0.7 2017–2018 $1,500 Bish Cove, BC 


Canada Douglas Channel Energy Partnership – Phase I – Ex port 0.125 Q4/2013–Q1/2014 $360–$450 Douglas Channel, BC 


Canada Douglas Channel Energy Partnership – Phase II – Export 0.125 2016–2018 N/A Douglas Channel, BC 


Canada 
Shell Canada/Korea Gas Corp/ Mitsubishi Corp./ China National 
Petroleum Corp. – Ex port 1.8 - 3.6 N/A $1,000+ Kitimat, BC 


Canada Progress Energy / PETRONAS – Export 0.6 - 1.2 N/A N/A N/A 


Canada Nexen / INPEX –Export N/A N/A N/A N/A 


Canada Sasol / Talisman Energy – Ex port N/A N/A N/A N/A 


Canada Penn West Exploration / Mitsubishi Corp. / Korea Gas Corp. N/A N/A N/A N/A 


Canada Port of Prince Rupert / BG Group PLC N/A N/A N/A N/A 


US Jordan Cov e Energy Project LP – Export (2) 0.9 (Phase I) 2017 $1,200 Coos Bay, OR 


US  Jordan Cov e Energy Project LP – Import  1.000 N/A $960+ Coos Bay, OR 


US  North Slope (Alaska) N/A N/A N/A N/A 


      


Projects On Hold, Suspended      


 Project – (Import Or Export) 
Proposed Capacity 


(Bcf/d) Location Reason For Suspension 


Canada 


Texada Island – Import 0.5 Strait of Georgia, BC 


WestPac LNG Corp. has put off filing its project 
description until the company has a better sense of 


new greenhouse gas regulations to come into effect.  


US Port Westw ard LNG LLC 0.7 - 1.25 Port of St. Helens, OR Permitting delays  


US Bradw ood Landing  N/A Astoria, OR NorthernStar Energy LLC filed for bankruptcy in 2010. 


US 
Oregon LNG 1 - 1.5 Astoria, OR 


May 2011 – Court upholds Clatshop County 


Commission decision to reject the project. 


Note: 1) Does not include the ~$1.1 bln. construction costs for the 463 km, 1 Bcf/d Pacific Trail Pipeline system.   


2) Does not include the $960 bln.+ construction costs for the 359 km, 1 Bcf/d Pacific Connector Pipeline.    


Source:  NEB,  Ziff Energy, Company reports, US  DOE, FE RC,  CE C and CIB C World Mark ets Inc.


North America is transitioning from being a LNG importer to a LNG 


exporter. In 2007–2008, North America faced a period of relatively high natural 


gas prices from strong demand due to weather conditions and declining supply. 


Domestic gas supply forecasts indicated there would be a shortfall relative to 


demand. Coal to natural gas switching for electricity generation was ongoing. In 


the U.S. and Canada, a number of new and expansion LNG import terminal 


projects were proposed and built in order to balance supply and demand. 


Since 2008, new exploration and production technology have 


dramatically shifted the North American natural gas supply and demand 


balance. Advancements in drilling techniques in shale gas formations, such as 


horizontal drilling and multi-stage hydraulic fracturing, have unlocked significant 


gas reserves. The Energy Information Administration (EIA) estimates that U.S. 


shale gas reserves amount to 482 Tcf. In Canada, shale gas reserves are 


estimated at 1,311 Tcf (Exhibit 66 – Natural Gas Production And Consumption In 


The U.S. And Canada). As a result, the EIA predicts the U.S. will become a net 


exporter of LNG by 2016 and an overall net exporter of natural gas by 2021. 
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Exhibit 66.  Natural Gas Production And Consumption In The U.S. And 


Canada 


U.S. – Natural Gas Production And Consumption (Bcf/d) 2009 2010 2025E 2035E 


Production 56.6 59.3 71.4 76.4 


Consumption 62.6 66.1 69.0 72.5 


Net Imports  7.3 7.1 -2.3 -3.9 
     


Canada – Net Exports Of Natural Gas     


Ex ports 8.9 8.9 - - 


Imports  2.0 2.2 - - 


Net Exports 6.9 6.7 3.9 3.6 


Source:  U.S.  DOE and NEB.  


Oil-linked Asian natural gas prices potentially offer North American 


natural gas producers enhanced netbacks. Currently, Asia and Europe are 


the largest importers of LNG. In 2010, Asia and Europe imports comprised 56% 


and 27%, respectively, of global LNG imports (Exhibit 68 – 2010 LNG Imports 


And Exports By Country). Moreover, natural gas consumption in non-OECD Asian 


countries such as China is expected to experience a CAGR of 5% from 2008–


2035. In Asian and European markets, the natural gas price is linked as a 


percentage of a benchmark oil price. Therefore, the 39% rise in Brent crude oil 


in 2011 over 2010 resulted in similarly higher Asian and European natural gas 


prices. This stands in stark contrast to the 9% decline in North American natural 


gas prices. We provide a recent estimate from CIBC’s Oil and Gas team. 


(Exhibit 67 – Potential Netbacks To North American LNG Exporters). 


Exhibit 67. Potential Netbacks To North American LNG Exporters 


Potential Netbacks To North American LNG Exporters ($/MMBtu)    


To Asia Low High From Sabine Pass to Europe Low High 


Asian LNG Prices (at $100/bbl) $12.00  $15.00  World LNG prices (at $100/bbl) $8.00  $12.00  


Less:     Less:     


Ty pical Montney/Horn River Supply Cost ($3.00) ($5.00) Ty pical Hay nesville/Eagle Ford/Barnett Supply Cost ($3.00) ($5.00) 


Transport Cost From NE BC To Terminal * ($0.75) ($0.75) Processing Fee ($2.50) ($2.50) 


Processing Fee ($1.00) ($1.00) Fuel Shrink ($0.30) ($0.50) 


Fuel Shrink ** ($0.06) ($0.10) Shipping (3.5 Bcf ship @ $100,000/day) ($0.90) ($0.90) 


Shipping (3.5 Bcf ship @ $100,000/day) ($0.85) ($0.85)    


Deliv ered Cost ($5.66) ($7.70) Deliv ered Cost ($6.70) ($8.90) 
            


Margin At Low Index ($/Mcf) $6.34  $4.30  Margin At Low Index ($/Mcf) $1.30  ($0.90) 


Margin At High Index ($/Mcf) $9.34  $7.30  Margin At High Index ($/Mcf) $5.30  $3.10  


* assumes rate on third party owned pipeline  


** assumes elect ric drive  


Source:  CIB C World Markets Inc.  


Global LNG demand is growing. There are 18 countries exporting LNG. The 


global volume of LNG traded reached 29.7 Bcf/d in 2010, up 22% Y/Y. In 


contrast, from 2004 to 2009 the average annual growth rate amounted to 7%. 


According to global energy broker Poten & Partners, LNG demand is expected to 


increase to 48 Bcf/d by 2020, increasing at a CAGR of about 5%. Currently, the 


global competitors to North American West Coast LNG facilities are mainly 


located in Southeast Asia, Australia, the Middle East, and potentially Alaska. 
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Exhibit 68. LNG Imports And Exports By Location, 2010 


LNG Imports By Country In 2010


Asia


56%Europe


27%


Turkey


3%


South America


3%


India


4%


Other


3%


US


4%


Total Imports: 29.7 Bcf/d
 


LNG Exports By Country In 2010


Qatar


27%


Indonesia


11%


Malaysia


11%
Australia


9%


Nigeria


8%


Trinidad


7%


Algeria


7%


Russia


5%


Other Middle East


15%


Total Exports: 29.7 Bcf/d


 
Source:  IGU.  


Competition to supply the growing LNG demand is intense. In particular, 


we expect North American West Coast facilities will face increased competition 


from Australia to supply the most proximate markets of Japan and Korea. 


Australia is ~4,300 nautical miles from Japan and ~4,200 nautical miles from 


South Korea, compared to Kitimat being ~3,900 nautical miles from Japan and 


~4,200 nautical miles from South Korea. There are about 4.9 Bcf/d of projects 


under construction that are expected to begin operations between 2012 and 


2015. In all, Australia has approximately 10 Bcf/d of projects under construction 


that should begin operations between 2012 and 2018 (Exhibit 69 – Australian 


LNG Projects Under Construction). Most of these projects have secured 


long-term agreements with Asian customers to offtake a portion of production. 
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Exhibit 69. Australian LNG Projects Under Construction 


Project Est. Start Year Capacity (Bcf/d) Total Project Cost (A$ blns.) 


Pluto LNG T1 2012 0.64 $16  


Queensland Curtis LNG 2014 0.57 $15  


Gorgon LNG T1 2014 0.67 $37  


Gorgon LNG T2 2014 0.67  


Gladstone LNG T1 2015 0.52 $20  


Queensland Curtis LNG T2 2015 0.57  


Gorgon LNG T3 2015 0.67  


Australia Pacific LNG T1 2015 0.57 $20  


Australia Pacific LNG T2 2016 0.63  


Wheatstone LNG T1/T2 2016 2.37 $29  


Gladstone LNG T2 2016 0.52  


Ichty s T1/T2 2017 1.12 $30  


Prelude LNG (Floating) 2017 0.48 ~$10–$11 


Total   9.99   
    


Prospective Projects       


Arrow Energy LNG  2017   


Bonaparte LNG  2018   


Pluto T2 N/A   


Source:  Company reports,  IGU and CIBC World Markets Inc.  


The level of competition is just as intense closer to home.  There are a 


number of consortiums in various stages of evaluating and developing LNG 


export projects (Exhibit 65 – West Coast LNG Projects In Canada And The U.S. 


In Development). At this point, Kitimat LNG and BC LNG Export Co-Operative 


LLC are the furthest along since each has been granted a 20-year LNG export 


license by the National Energy Board and is engaged in activities that will enable 


it to make final investment decisions in 2012. The Port of Kitimat will be able to 


house several LNG export projects (as seen in Exhibit 70 – Kitimat Overview). 


However, since most of these projects have a COD between 2015 and 2018, 


should all these projects move forward, labor and costs may be a constraining 


factor. 
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Exhibit 70. Kitimat Overview 


 


 


Source:  NEB  


Oregon LNG projects and Alaska would also be viewed as competition for 


Kitimat-based LNG exporters.  


1) Alaska 


Alaska is in the preliminary stages of exploring large-scale LNG export options to 


take advantage of its North Slope natural gas reserves. Currently, ConocoPhillips 


(COP–NYSE) exports a small amount of LNG from its 0.2 Bcf/d Kenai LNG plant. 


Alaska would represent a competitive threat to Kitimat LNG exporters due to 


cost and shipping times. Recent studies estimate that Alaska LNG exports would 


be attractively priced compared to select Australian and Kitimat exports 


(Exhibit 71 – Cost Comparison Among Select LNG Export Projects). Alaska would 


also have shorter shipping times; Kenai and Valdez, two potential sites for 


large-scale LNG plants, are ~3,300–3,400 nautical miles from Japan. 







Balanced Low-risk Growth - March 11, 2012 


79  


Exhibit 71. Cost Comparison Among Select LNG Export Projects 


Cost Comparison Amongst Select LNG Export Projects
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Source:  Wood Mackenzie.  


2) Oregon  


The $1.2 billion Jordan Cove Energy Project, located on the Port of Coos Bay, 
OR, was originally designed to be a 1 Bcf/d LNG import facility. A $1 billion gas 


pipeline (the Pacific Connector pipeline) was to have been constructed to move 
the processed gas to the Malin hub. The project received its FERC approval in 


December 2009. With natural gas economics changing, its investors [Veresen 


(VSN–SO), Williams Company (WMB–NYSE), PG&E Corporation (PCG–NYSE)] 
are exploring LNG export opportunities. In December 2011, the U.S. Department 


of Energy granted a 30-year LNG export license for exports up to 1.2 Bcf/d. The 
license will enable the consortium to file an application with the FERC to convert 


its Coos Bay project to an export terminal.  


 


We continue to see tangible evidence that the Jordan Cove LNG export project is 


progressing. On March 6, 2012, FERC granted permission to Jordan Cove Energy 


Project L.P. to use the FERC pre-filing review process for its proposed LNG 


export project. While the pre-filing review process is a mandatory step for LNG 


projects in the U.S., it is an expedited process (compared to traditional filing 


methods for natural gas pipeline construction projects) whereby the FERC’s 


involvement is concurrent to the applicant’s initial studies that will ultimately be 


included in its LNG export application.  


The pre-filing also provides insight into the expected timeline of the LNG export 


project, as summarized in Exhibit 72 – Jordan Cove Energy LNG Export 


Milestones. At this time, Veresen expects the 0.9 Bcf/d (Phase I) project to 


commence construction in Q2/2014. Previously, project proponents indicated 


Jordan Cove would be built in two phases for total capacity of 1.2 Bcf/d (and 


potentially expandable to 1.7 Bcf/d). 


Exhibit 72. Jordan Cove LNG Export Milestones  


Activity Date 


Commence Front End Engineering Design  Feb-12 


Submit Request to Initiate Pre-Filing Review Process Feb-12 


File Natural Gas Act Section 3 Application Oct-12 


Issuance of National Env ironmental Policy Act Documents Jun-13 


Receiv e FERC Authorization and Certificate Oct-13 


Initiate Project Construction  Q2/2014 


In Serv ice of Project Q4/2017 


Source:   FERC and CIB C World Markets Inc.  







Balanced Low-risk Growth - March 11, 2012 


80  


Oregon also has other proposed LNG projects, although they have been 


suspended or met with delays stemming from public resistance.  


In terms of shipping distances, Oregon LNG shipments would arrive later than 


Kitimat exports. The Port of Coos Bay is located ~4,300 nautical miles from 


Japan whereas the Port of Kitimat is ~3,950 nautical miles away. 
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Appendix 4. Alberta Transmission 


Projects 


Western Alberta Transmission Line And 
Eastern Alberta Transmission Line 


Western Alberta Transmission Line Highlights 


 Tie-line capacity: 1,000 MW, 500KV DC 


 Length and connection points: 350 kilometers, connects the Genessee and 


Langdon areas. 


 Owners: AltaLink LP and EPCOR Utilities Inc. 


 In-service Date: September 2014 


Exhibit 73. Western Alberta Transmission Line Project Map 


 


Source:  AltaLink LP.  
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Eastern Alberta Transmission Line Highlights 


 Tie-line capacity: 1,000 MW, 500KV DC 


 Length and connection points: about 500 kilometers, connects a substation 


in the Gibbons-Redwater area northeast of Edmonton to a southeast 


substation in the Brooks area. 


 Owners: ATCO Ltd. 


 In-service Date (ISD): late 2014 


Exhibit 74. Eastern Alberta Transmission Line 


 


 
Source:  ATCO Ltd.  
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AltaLink LP and EPCOR Utilities have proposed a 500kV direct current 


transmission project between Edmonton to the Calgary corridor. The AESO 


identified the need for such a connection in 2001. Since that time: 


1. In late 2007 the Alberta Energy and Utilities Board (AEUB – now the Alberta 


Utilities Commission or AUC) cancelled ongoing proceedings to approve the 


transmission project because public confidence in the process was called 


into question as a result of the AEUB’s decision to hire private investigators 


to monitor local residences that were deemed a potential security threat.  


2. In 2009 Bill 50 was passed, which included the HVDC lines proposed by 


AltaLink, EPCOR, and ATCO among a group of “critical transmission” 


projects, exempting them from a needs review by the AUC. 


3. In March 2011, AltaLink, EPCOR, and ATCO filed their respective facility 


applications to the AUC for review.  


4. In October 2011 the Alberta government asked the AUC to adjourn the 


hearing for the application, pending a government review by the Critical 


Transmission Review Committee. A report from the committee is expected 


by February 10, 2012. 


On February 13, the Critical Transmission Review Committee found that 


forecasts showing a need to immediately reinforce the transmission grid are 


reasonable and recommended proceeding as soon as possible with development 


of two high-voltage direct current transmission lines between Edmonton and 


Calgary. The Alberta government has directed that the two lines proceed as 


recommended by the committee. 
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Saskatchewan-Alberta Tie Line Project 
Highlights: 


 Tie-line capacity: Phase 1: 150 MW, 230KV DC, Phase 2: 150 MW 


 Length and connection points: 8 kilometers, connects a SaskPower 


substation in Lloydminster, Saskatchewan to ATCO ’s substation in 


Lloydminster, Alberta. 


 Capex: $100 million–$120 million (Phase 1 only) 


 Owners: Rocky Mountain Power 


 ISD: second half of 2015 


Exhibit 75. Saskatchewan-Alberta Tie Line Project Map 


  


Source:  SATL Inc.  


Rocky Mountain Power (RMP) is the majority owner in the project company 


called SATL Inc. The first phase of the SATL project will provide 150 MW of 


transfer capacity between Alberta (WECC) and Saskatchewan (MRO). The SATL 


development team will enter into negotiations with anchor tenants for up to 50% 


of the total capacity and the balance will be offered to potential shippers through 


an open season process. We believe this project could be attractive to power 


developers in Saskatchewan that do not receive a PPA from SaskPower’s 


175 MW wind power RFP that wish to sell into the Alberta market. Similarly,  


power producers in U.S. Midwest (MRO/MISO) may be interested in wheeling 


power through Saskatchewan to take advantage of higher Alberta pool prices. 


The SATL project is being designed as a merchant project, which means that the 


costs of the project are borne by those that ultimately use the project, rather 


than by the general rate-paying public. 


SATL Inc. has commenced the interconnection process in Alberta and 


Saskatchewan, as well as initial engineering and environmental studies. SATL 


Inc. will begin its stakeholder consultation process in the near future. 


Commercial operations are expected to start in the second half of 2015. 
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Montana-Alberta Tie Line Project Highlights: 
 Tie-line capacity: Phase 1: 300 MW, 230KV, Phase 2: 250 MW 


 Length and connection points: 345 kilometers, connects a substation close 


to Lethbridge to NorthWestern Energy’s (NWE–NYSE) Great Falls substation 


in Montana 


 Capex: $300 million (Phase 1 and 2) 


 Owners: Enbridge Inc. 


 ISD: second half of 2012 


Enbridge assumed ownership of the Montana-Alberta Tie-Line (MATL) project 


with its acquisition of Tonbridge Inc. on October 13, 2011. The MATL power 


transmission project is a 300 MW, 230KV electrical transmission line allowing the 


movement of power between Alberta and Montana. 


The 214 mile (345 kilometer) line will tie into the Alberta grid at a new 


substation located nine miles (15 kilometers) northeast of the city of Lethbridge. 


The line will run approximately 81 miles (130 kilometers) south to the 


U.S./Canada border at a point west of the Sweetgrass/Coutts border crossing. 


From there, it will run a further 133 miles (215 kilometers) south to terminate at 


NorthWestern Energy’s Great Falls substation, which is located just north of 


Great Falls, Montana. 


Enbridge has developed a comprehensive plan to complete construction of the 


Enbridge MATL Project and place it into operation in the second half of 2012. 


The total expected cost to complete both phases of MATL (300 MW phase and its 


expansion to 550 MW) is approximately $300 million, of which approximately 


half is being funded through a 30-year loan from the Western Area Power 


Administration of the United States Department of Energy. 
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Exhibit 76. Montana-Alberta Tie Line Project Map 


 


Source:  Enbridge Inc.  
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Appendix 5. AltaGas Event Timeline 


Exhibit 77.  Company Event Timeline 
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Dec 05/01 - AltaGas 


and TransCanada 


PipeLines acquire 


Sundance B PPA 
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midstream facilities from 


EnCana Corp. for C$115M
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Acquires EEEP from 


BP Canada for 
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Apr 10/07 - Announces 
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from B.C. and expansion 


of Pouce Coupe plant 


Nov 12/07 - 
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Taylor NGL 


LP for 


$590M


May 28/10 - Signs a 60 year 


EPA for the 195 MW Forrest 


Kerr project


Dec 20/11 - Completes 


$230 M acqusition of 


Pacific Northern Gas
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Apr 21/09 - S&P 


increases credit rating 


to BBB from BBB-


Feb 1/12 - Announces 


US$1.135B SEMCO Holding 


Corp. Acquisition 


 
 


(1) May 13/99 Establishes strategic alliance with Enbridge under which Enbridge w ould inv est $160MM in AltaGas for a 35% interest.     


(2) Jul 22/99 Lists on Alberta Stock Exchange               


(3) Aug 27/99 Acquires 80% interest in Pearson Pembina natural gas facilities situated in central Alberta for $5.3MM.       


(4) Dec 18/99 Agrees to purchase remaining 20% in Pearson Pembina sweet natural gas processing facility and 100% in associated gathering system.   


(5) Dec 20/99 Acquires 85km gas gathering system and related natural gas compression in Kindersley area of Saskatchewan for ~$3MM.     


(6) Jan 17/00 Lists on TSE at $2.98.               


(7) May 11/00 Acquires tw o natural gas midstream gathering and processing facilities and agrees to purchase tw o more facilities, for $15.7MM.     


(8) Jul 14/00 Acquires natural gas gathering and processing facilities assets from TransCanada for $14.6MM.         


(9) Aug 10/00 Closes acquisition of Porcupine Hills pipeline and enters into an agreement to acquire Kahntah pipeline from TransCanada PipeLines for $15.8MM.   


(10) Feb 06/01 Increases natural gas processing capability by 21 MMcf/d through expansions in two of the company's operating areas.     


(11) Feb 13/01 Announces purchase of Prairie Riv er natural gas processing plant and associated 58 kilometer gas gathering system.     


(12) Jul 17/01 To acquire 90% stake in 30 MMcf/d Cygnet-Prevo natural gas plant and associated 100 km gathering system.       


(13) Dec 05/01 AltaGas and TransCanada PipeLines acquire Sundance B PPA for $220MM from Enron Canada Power Corp.     


(14) Jun 07/02 Raises ~C$58.8MM from a secondary offering of common shares.           


(15) Oct 31/02 Acquires Encana’s interests in two natural gas pipelines at Suffield Alberta and nine natural gas gathering and processing systems for $115M. 


(16) Dec 18/03 Acquires Rainbow Lake and Mica Pouce Coupe natural gas processing system from Gibson Energy for $17MM.       


(17) Mar 18/04 Enters into deal w ith BP Canada to acquire BP’s 48.67% interest in Edmonton Ethane Extraction Plant (EEEP) for ~$46MM.   


(18) May 01/04 Completes reorganization into an Income Trust.             


(19) May 26/04 Acquires Premstar Energy Canada, an energy agency businesses, specializing in the procurement and supply of energy, for approximately  $22MM.   


(20) Jun 10/04 Raises $88.5MM through Trust Unit offering.             


(21) Aug 19/04 Acquires additional 1.6MM limited partnership units of Tay lor NGL LP for $10.6MM, taking its total ownership to 18.9%.     


(22) Aug 31/04 Enters into a contract with Max im Energy for right to 25MW of gas-fired power peaking capacity.       


(23) May 25/05 Proposes to spin out natural gas distribution business of AltaGas as a public corporation separate from AltaGas Income Trust and its subsidiaries.   


(24) Aug 10/05 Announces 7% increase in monthly distribution to $0.16 per unit.           


(25) Aug 30/05 Files preliminary prospectus tow ards spin-out of natural gas distribution business.         


(26) Sep 06/05 Purchases iQ2 Power Corp., a priv ately held, Alberta-based power retail business.         


(27) Sep 30/05 To build a 20 MMcf/d sour gas processing plant near Princess, Alberta.   


(28) Oct 04/05 To build a 15 MMcf/d Clear Prairie sweet gas processing plant northwest of Clear Prairie, Alberta. 


(29) Oct 11/05 Acquires 24 MMcf/d Blair Creek sweet gas processing facility for approximately $9.5MM.         


(30) Jan 10/06 Enters into agreement with Aeolis Wind Power to develop wind pow er project at Bear Mountain in BC.       


(31) Apr 04/06 Forms limited partnership with Greenw ing Energy Management for developing wind power projects in North America.     


(32) Apr 11/06 Announces $9MM expansion of Prairie River Gas Plant located east of High Prairie, Alberta.         


(33) May 12/06 Signs Memorandum of Agreement (MoA) with Aeolis Wind Power to jointly develop 300MW of wind power projects in BC.      
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(34) Jul 06/06 To acquire 93% in 10 MMcf/d sour gas processing facility and 100% in associated 16km sour gas gathering line in northwest Alberta for $12MM.   


(35) Jul 27/06 Bear Mountain Wind Pow er Project wins BC Hy dro bid to dev elop the proposed 120 MW Wind Park near Dawson Creek in northeast Br itish Columbia. 


(36) Oct 31/06 Distribution tax imposed on distributions from publicly traded income trusts and limited partnerships.       


(37) Nov 09/06 To expand its Cold Lake natural gas transmission system located in the Cold Lake area of northeastern Alberta by ~ 18 MMcf/d.     


(38) Apr 10/07 To construct natural gas pipeline from Noel region in BC to Pouce Coupe facility and expand Pouce Coupe plant by 90 MMcf/d, for a total cost of $90MM. 


(39) Apr 24/07 Acquires 14.4 MW power generation capacity , comprised of six 2.4-MW Superior gas-fired units, for $8MM.       


(40) May 24/07 To construct 10 MMcf/d gas processing facility and associated gathering and sales lines near Acme, Alberta for $11MM.     


(41) May 30/07 Agrees to sell Cedar Energy Partnership to private energy company for $12MM.         


(42) Aug 07/07 Enters natural gas storage business in Ontario w ith an agreement to purchase 50% in Sarnia Airport Pool Storage Project.     


(43) Nov 12/07 To acquire Taylor NGL LP for a total transaction v alue of $590MM.           


(44) Apr 03/08 Announces new $250MM credit facility.             


(45) Apr 24/08 Plans to spend ~$55MM at its Harmattan Complex.             


(46) Feb 10/09 Raises $100MM through offering of 6.1MM trust units at a price of $16.50 per trust unit.         


(47) Feb 25/09 Secures new $250MM credit facility with a term of 18 months, to be used to retire existing $250MM facility  maturing in Septem ber 2009.      


(48) Apr 21/09 S&P raises AltaGas Income Trust’s credit rating from BBB- positiv e to BBB stable.         


(49) Apr 24/09 Announces $200MM medium-term note offering at a coupon rate of 7.42% maturing on April 29, 2014.       


(50) Jun 22/09 Announces $100MM medium-term note offering at a coupon rate of 6.94% maturing on June 29, 2016.       


(51) Jul 06/09 Enters into MoU With Nov a Chemicals for liquids ex traction at Harmattan co-stream project. To process 250 Mmcf/d of natural gas, currently processes 150 Mmcf/d. 


(52) Oct 09/09 Acquires remaining 80% of AltaGas Utility Group for $200MM, including assumed debt of ~$130MM, take-over bid at $9.05/share.     


(53) Oct 16/09 DBRS raises AltaGas Income Trust’s credit rating from BBB (low) w ith a Positive trend to BBB with a Stable trend.       


(54) Nov 18/09 Acquires remaining 75.1% of the shareholder debt and common shares of Heritage Gas Limited it does not already own for $109.8MM.   


(55) Jan 15/10 To acquire Landis Energy for $0.80/share, valuing the acquisition at $22MM, which will be funded through existing credit faci lities.     


(56) Apr 28/10 To acquire 28 MMcf/d Groundbirch sour gas plant currently under construction in northeast British Columbia from Monterey Exploration for $28MM.   


(57) May 28/10 Signs a 60-y ear CPI-indexed electricity purchase agreement with BC Hydro for its 195-MW Forrest Kerr run-of-riv er hydro-electricity  generation project. 


(58) Jul 02/10 Reorganizes into dividend-pay ing corporation; announces new $600MM credit facility.         


(59) Aug 19/10 Closes $200MM offering of 8MM cumulativ e redeemable five-y ear rate reset preferred shares; proceeds to be used to pay down existing credit facilities.   


(60) Oct 19/10 Heritage Gas completes construction of $17MM natural gas pipeline to Bedford, Nova Scotia,         


(61) Nov 04/10 Announces plan to construct 120 MMcf/d gas processing and gathering system in Gordondale area at a cost of $235MM.     


(62) Dec 08/10 Receiv es regulatory approval for Harmattan Co-Stream Project.           


(63) Mar 02/11 Signs agreement with Prov ident Energy and a major producer to construct a 25 km pipeline that will connect up to 250 MMcf/d of natural gas supply to AltaGas’ Younger facility. 


(64) Mar 04/11 Signs definitiv e agreement for initial term of 20 y ears w ith Nov a Chemicals for Harmattan Co-Stream Project.       


(65) Jun 22/11 Receiv es final regulatory approval to begin construction on its 120 MMcf/d Gordondale gas processing facility.       


(66) Oct 31/11 Enters into definitiv e agreement to acquire Pacific Northern Gas Ltd. for cash offer of $36.75/share, valuing the transaction at $230MM.     


(67) Nov 02/11 Plans to raise $125MM through a secondary offering, at $29.30/share; proceeds to be used to repay debt and for general corporate purposes.   


(68) Nov 02/11 Signs Electricity Purchase Agreements with BC Hydro for the McLymont Creek and Volcano Creek hydroelectric projects w ith a combined capacity  of ~82MW. 


(69) Nov 30/11 Appoints Catherine Best to board of directors.              


(70) Dec 20/11 Completes previously announced acquisition of Pacific Northern Gas.         


(71) Jan 25/12 Enters into an agreement to purchase the previously leased 25MW Alberta Power Project facilities for $12.95MM.       


(72) Jan 26/12 Completes purchase of Decker Energy International and 50% interest in Black Hills Energy's Busch Ranch Wind Farm Project in southern Colorado.   


(73) Feb 01/12 Announces US$1.135B acquisition of SEMCO (natural gas distribution and storage utilities in Alaska and Michigan.   


Source:  Company reports and CIB C World Markets Inc.  
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Our EPS estimates are shown below: 


 


 1 Qtr. 2 Qtr. 3 Qtr. 4 Qtr. Yearly 


2011 Current $0.31A $0.20A $0.12A $0.34A $0.98A 


2012 Current $0.39E $0.20E $0.18E $0.52E $1.29E 


2013 Current -- -- -- -- $1.46E 


      


 


Our EBITDA ($mln) estimates are shown below: 


 


 1 Qtr. 2 Qtr. 3 Qtr. 4 Qtr. Yearly 


2011 Current $73.3A $52.0A $52.8A $80.5A $258.6A 


2012 Current $95.6E $71.2E $72.2E $146.0E $385.0E 


2013 Current -- -- -- -- $515.0E 
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past 12 months. 


2e CIBC World Markets Inc. has received compensation for investment banking services from AltaGas Ltd. in the 


past 12 months. 


2g CIBC World Markets Inc. expects to receive or intends to seek compensation for investment banking services 


from AltaGas Ltd. in the next 3 months. 


7 CIBC World Markets Corp., CIBC World Markets Inc., and their affiliates, in the aggregate, beneficially own 1% 


or more of a class of equity securities issued by AltaGas Ltd. 
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Important Disclosure Footnotes for Companies Mentioned in this Report that Are Covered 
by CIBC World Markets Inc.: 


 


Stock Prices as of 03/11/2012: 


Algonquin Power & Utilities Corp. (2a, 2c, 2e, 2g) (AQN-TSX, $6.20, Sector Outperformer) 


ARC Resources Ltd. (2g, 7) (ARX-TSX, $24.31, Sector Outperformer) 


Atlantic Power Corporation (2g) (ATP-TSX, $14.23, Sector Performer) 


Birchcliff Energy Ltd. (2g) (BIR-TSX, $10.57, Sector Performer) 


Boralex Inc. (2g, 7) (BLX-TSX, $8.30, Sector Outperformer) 


Brookfield Renewable Energy Partners (2a, 2c, 2e, 2g, 3a, 7) (BEP.UN-TSX, $27.82, Sector Performer) 


Canadian Natural Resources Ltd. (2a, 2c, 2d, 2e, 2g, 7, 9) (CNQ-TSX, $35.51, Sector Outperformer) 


Capital Power Corporation (2a, 2c, 2e, 2g, 4a, 4b, 7) (CPX-TSX, $24.30, Sector Outperformer) 


Capstone Infrastructure Corporation (2a, 2c, 2e, 2g, 3a, 3c) (CSE-TSX, $4.17, Sector Outperformer) 


Emera Inc. (2a, 2c, 2e, 2g, 7) (EMA-TSX, $34.31, Sector Performer) 


Enbridge Inc. (2a, 2c, 2e, 2g, 7, 9) (ENB-TSX, $38.61, Sector Outperformer) 


Encana Corporation (2a, 2c, 2d, 2e, 2g, 7, 9) (ECA-NYSE, US$19.87, Sector Performer) 


Fortis Inc. (2a, 2c, 2e, 2g, 7) (FTS-TSX, $32.44, Sector Performer) 


Innergex Renewable Energy Inc. (2a, 2e, 2g) (INE-TSX, $10.16, Sector Outperformer) 


Inter Pipeline Fund L.P. (2a, 2c, 2e, 2g) (IPL.UN-TSX, $19.35, Sector Performer) 


Nexen Inc. (2a, 2c, 2e, 2g, 7) (NXY-TSX, $19.85, Sector Outperformer) 


Penn West Petroleum Ltd. (2a, 2e, 2g, 7) (PWT-TSX, $20.69, Sector Outperformer) 


Progress Energy Resources Corp. (2a, 2e, 2g) (PRQ-TSX, $10.79, Sector Performer) 


Talisman Energy Inc. (2a, 2c, 2e, 2f, 2g, 7) (TLM-NYSE, US$13.38, Sector Outperformer) 


Teck Resources Limited (2a, 2b, 2c, 2d, 2e, 2f, 2g, 7, 9, 12) (TCK.B-TSX, $36.53, Sector Outperformer) 


TransAlta Corporation (2a, 2c, 2e, 2f, 2g, 7, 9) (TA-TSX, $19.83, Sector Underperformer) 


TransCanada Corp. (2g, 7) (TRP-TSX, $43.63, Sector Outperformer) 


Veresen Inc. (2a, 2c, 2e, 2g) (VSN-TSX, $14.99, Sector Outperformer) 


 


 


Companies Mentioned in this Report that Are Not Covered by CIBC World Markets Inc.: 


 


Stock Prices as of 03/11/2012: 


Abu Dhabi National Energy Company (TAQA-DU, [AED]1.22, Not Rated) 


Apache Corp. (APA-NYSE, US$107.45, Not Rated) 


Artek Exploration Ltd. (RTK-TSX, $2.46, Not Rated) 


Atco Ltd. (ACO.X-TSX, $70.05, Not Rated) 


BG Group PLC (BG-L, p1501.00, Not Rated) 


Black Hills Corporation (BKH-NYSE, US$33.69, Not Rated) 


BP p.l.c. (BP-NYSE, US$46.69, Not Rated) 


Canadian Utilities Ltd. (CU-TSX, $66.67, Not Rated) 


Cequence Energy Ltd. (CQE-TSX, $1.39, Not Rated) 


China Petroleum And Chemical Corporation (SNP-NYSE, US$115.51, Not Rated) 


ConocoPhillips (COP-NYSE, US$77.16, Not Rated) 


Coro Mining Corporation (COP-TSX, $0.51, Not Rated) 


Dow Chemical (DOW-NYSE, US$34.06, Not Rated) 


Enbridge Income Fund Holdings Inc. (ENF-TSX, $22.46, Not Rated) 


EOG Resources, Inc. (EOG-NYSE, US$114.98, Not Rated) 


Gibson Energy Inc. (GEI-TSX, $20.63, Not Rated) 


Insignia Energy Ltd. (ISN-TSX, $1.00, Not Rated) 


KBR Inc. (KBR-NYSE, US$35.99, Not Rated) 
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Companies Mentioned in this Report that Are Not Covered by CIBC World Markets Inc.: 
(Continued) 


 


Stock Prices as of 03/11/2012: 


Keyera Corporation (KEY-TSX, $42.66, Not Rated) 


Korea Gas Corporation (036460-KS, [KRW]37350.00, Not Rated) 


Maxim Power Corp. (MXG-TSX, $2.26, Not Rated) 


Mitsubishi Corp (8058-T, ¥1953.00, Not Rated) 


NorthWestern Corporation (NWE-NYSE, US$35.49, Not Rated) 


Pembina Pipeline Corporation (PPL-TSX, $28.11, Not Rated) 


Petronas Gas (PETGAS-KL, [MYR]16.86, Not Rated) 


PG&E Corp. (PCG-NYSE, US$42.84, Not Rated) 


Plains All American Pipeline L.P. (PAA-NYSE, US$80.14, Not Rated) 


Provident Energy Ltd. (PVE-TSX, $11.88, Not Rated) 


Resolute Forest Products (ABH-NYSE, US$14.91, Not Rated) 


Royal Dutch Shell (RDS.A-NYSE, US$71.49, Not Rated) 


Sasol (SSL-NYSE, US$52.26, Not Rated) 


Seaview Energy Inc. (CVU.A-V, $15.06, Not Rated) 


Spectra Energy Corp (SE-NYSE, US$31.55, Not Rated) 


Tembec Inc. (TMB-TSX, $3.78, Not Rated) 


Valener Inc. (VNR-TSX, $15.93, Not Rated) 


Williams Cos Inc. (WMB-NYSE, US$29.86, Not Rated) 


 


Important disclosure footnotes that correspond to the footnotes in this table may be found in the "Key to 


Important Disclosure Footnotes" section of this report. 
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Key to Important Disclosure Footnotes: 


1 CIBC World Markets Corp. makes a market in the securities of this company. 


2a This company is a client for which a CIBC World Markets company has performed investment banking services  


in the past 12 months. 


2b CIBC World Markets Corp. has managed or co-managed a public offering of securities for this company in the 


past 12 months. 


2c CIBC World Markets Inc. has managed or co-managed a public offering of securities for this company in the 


past 12 months. 


2d CIBC World Markets Corp. has received compensation for investment banking services from this company in 


the past 12 months. 


2e CIBC World Markets Inc. has received compensation for investment banking services from this company in the 


past 12 months. 


2f CIBC World Markets Corp. expects to receive or intends to seek compensation for investment banking services 


from this company in the next 3 months. 


2g CIBC World Markets Inc. expects to receive or intends to seek compensation for investment banking services 


from this company in the next 3 months. 


3a This company is a client for which a CIBC World Markets company has performed non-investment banking, 


securities-related services in the past 12 months. 


3b CIBC World Markets Corp. has received compensation for non-investment banking, securities-related services 


from this company in the past 12 months. 


3c CIBC World Markets Inc. has received compensation for non-investment banking, securities-related services 


from this company in the past 12 months. 


4a This company is a client for which a CIBC World Markets company has performed non-investment banking, 


non-securities-related services in the past 12 months. 


4b CIBC World Markets Corp. has received compensation for non-investment banking, non-securities-related 


services from this company in the past 12 months. 


4c CIBC World Markets Inc. has received compensation for non-investment banking, non-securities-related 


services from this company in the past 12 months. 


5a The CIBC World Markets Corp. analyst(s) who covers this company also has a long position in its common 


equity securities. 


5b A member of the household of a CIBC World Markets Corp. research analyst who covers this company has a 


long position in the common equity securities of this company. 


6a The CIBC World Markets Inc. fundamental analyst(s) who covers this company also has a long position in its 


common equity securities. 


6b A member of the household of a CIBC World Markets Inc. fundamental research analyst who covers this 


company has a long position in the common equity securities of this company. 


7 CIBC World Markets Corp., CIBC World Markets Inc., and their affiliates, in the aggregate, beneficially own 1% 


or more of a class of equity securities issued by this company. 


8 An executive of CIBC World Markets Inc. or any analyst involved in the preparation of this research report has 


provided services to this company for remuneration in the past 12 months. 


9 A senior executive member or director of Canadian Imperial Bank of Commerce ("CIBC"), the parent company 


to CIBC World Markets Inc. and CIBC World Markets Corp., or a member of his/her household is an officer, 


director or advisory board member of this company or one of its subsidiaries. 


10 Canadian Imperial Bank of Commerce ("CIBC"), the parent company to CIBC World Markets Inc. and CIBC 


World Markets Corp., has a significant credit relationship with this company. 


11 The equity securities of this company are restricted voting shares. 


12 The equity securities of this company are subordinate voting shares. 


13 The equity securities of this company are non-voting shares. 


14 The equity securities of this company are limited voting shares. 
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CIBC World Markets Inc. Price Chart 


 
No rating history data found for AltaGas Ltd. 
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CIBC World Markets Inc. Stock Rating System 


Abbreviation Rating Description 


Stock Ratings 


SO Sector Outperformer Stock is expected to outperform the sector during the next 12-18 months. 


SP Sector Performer Stock is expected to perform in line with the sector during the next 12-18 months. 


SU Sector Underperformer Stock is expected to underperform the sector during the next 12-18 months. 


NR Not Rated CIBC World Markets does not maintain an investment recommendation on the stock. 


R Restricted CIBC World Markets is restricted*** from rating the stock. 


Sector Weightings** 


O Overweight Sector is expected to outperform the broader market averages. 


M Market Weight Sector is expected to equal the performance of the broader market averages. 


U Underweight Sector is expected to underperform the broader market averages. 


NA None Sector rating is not applicable. 


**Broader market averages refer to the S&P 500 in the U.S. and the S&P/TSX Composite in Canada. 


"Speculative" indicates that an investment in this security involves a high amount of risk due to volatility and/or liquidity issues. 


***Restricted due to a potential conflict of interest. 


 


 


Ratings Distribution*: CIBC World Markets Inc. Coverage Universe 


(as of 11 Mar 2012) Count Percent  Inv. Banking Relationships Count Percent 


Sector Outperformer (Buy) 163 45.4%  Sector Outperformer (Buy) 161 98.8% 


Sector Performer (Hold/Neutral) 159 44.3%  Sector Performer (Hold/Neutral) 157 98.7% 


Sector Underperformer (Sell) 28 7.8%  Sector Underperformer (Sell) 27 96.4% 


Restricted 8 2.2%  Restricted 6 75.0% 


Ratings Distribution:  Energy Infrastructure Coverage Universe 


(as of 11 Mar 2012) Count Percent  Inv. Banking Relationships Count Percent 


Sector Outperformer (Buy) 2 100.0%  Sector Outperformer (Buy) 2 100.0% 


Sector Performer (Hold/Neutral) 0 0.0%  Sector Performer (Hold/Neutral) 0 0.0% 


Sector Underperformer (Sell) 0 0.0%  Sector Underperformer (Sell) 0 0.0% 


Restricted 0 0.0%  Restricted 0 0.0% 


Energy Infrastructure Sector includes the following tickers:  ALA, VSN. 


 
*Although the investment recommendations within the three-tiered, relative stock rating system utilized by CIBC World Markets Inc. 


do not correlate to buy, hold and sell recommendations, for the purposes of complying with NYSE and NASD rules, CIBC World 


Markets Inc. has assigned buy ratings to securities rated Sector Outperformer, hold ratings to securities rated Sector Performer, and 


sell ratings to securities rated Sector Underperformer without taking into consideration the analyst's sector weighting. 


 
Important disclosures required by IIROC Rule 3400, including potential conflicts of interest information, our system for 


rating investment opportunities and our dissemination policy can be obtained by visiting CIBC World Markets on the web 


at http://researchcentral.cibcwm.com under 'Quick Links' or by writing to CIBC World Markets Inc., Brookfield Place, 161 
Bay Street, 4th Floor, Toronto, Ontario M5J 2S8, Attention: Research Disclosures Request. 



http://researchcentral.cibcwm.com/
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Legal Disclaimer 


        This report is issued and approved for distribution by (a) in Canada, CIBC World Markets Inc., a member of the 


Investment Industry Regulatory Organization of Canada (“IIROC”), the Toronto Stock Exchange, the TSX Venture 


Exchange and a Member of the Canadian Investor Protection Fund, (b) in the United Kingdom, CIBC World Markets plc, 


which is regulated by the Financial Services Authority ("FSA"), and (c) in Australia, CIBC Australia Limited, a member of 


the Australian Stock Exchange and regulated by the ASIC (collectively, "CIBC World Markets") and (d) in the United 


States either by (i) CIBC World Markets Inc. for distribution only to U.S. Major Institutional Investors (“MII”) (as such 


term is defined in SEC Rule 15a-6) or (ii) CIBC World Markets Corp., a member of the Financial Industry Regulatory 


Authority (“FINRA”). U.S. MIIs receiving this report from CIBC World Markets Inc. (the Canadian broker-dealer) are 


required to effect transactions (other than negotiating their terms) in securities discussed in the report through CIBC 


World Markets Corp. (the U.S. broker-dealer). 


        This report is provided, for informational purposes only, to institutional investor and retail clients of CIBC World 


Markets in Canada, and does not constitute an offer or solicitation to buy or sell any securities discussed herein in any 


jurisdiction where such offer or solicitation would be prohibited. This document and any of the products and information 


contained herein are not intended for the use of private investors in the United Kingdom. Such investors will not be able 


to enter into agreements or purchase products mentioned herein from CIBC World Markets plc. The comments and views 


expressed in this document are meant for the general interests of wholesale clients of CIBC Australia Limited. 


        The securities mentioned in this report may not be suitable for all types of investors.  This report does not take into 


account the investment objectives, financial situation or specific needs of any particular client of CIBC World Markets.  


Recipients should consider this report as only a single factor in making an investment decision and should not rely solely 


on investment recommendations contained herein, if any, as a substitution for the exercise of independent judgment of 


the merits and risks of investments.  The analyst writing the report is not a person or company with actual, implied or 


apparent authority to act on behalf of any issuer mentioned in the report.  Before making an investment decision with 


respect to any security recommended in this report, the recipient should consider whether such recommendation is 


appropriate given the recipient's particular investment needs, objectives and financial circumstances.  CIBC World 


Markets suggests that, prior to acting on any of the recommendations herein, Canadian retail clients of CIBC World 


Markets contact one of our client advisers in your jurisdiction to discuss your particular circumstances.  Non-client 


recipients of this report who are not institutional investor clients of CIBC World Markets should consult with an 


independent financial advisor prior to making any investment decision based on this report or for any necessary 


explanation of its contents.  CIBC World Markets will not treat non-client recipients as its clients solely by virtue of their 


receiving this report. 


        Past performance is not a guarantee of future results, and no representation or warranty, express or implied, is 


made regarding future performance of any security mentioned in this report.  The price of the securities mentioned in 


this report and the income they produce may fluctuate and/or be adversely affected by exchange rates, and investors 


may realize losses on investments in such securities, including the loss of investment principal.  CIBC World Markets 


accepts no liability for any loss arising from the use of information contained in this report, except to the extent that 


liability may arise under specific statutes or regulations applicable to CIBC World Markets.   


        Information, opinions and statistical data contained in this report were obtained or derived from sources believed to 


be reliable, but CIBC World Markets does not represent that any such information, opinion or statistical data is accurate 


or complete (with the exception of information contained in the Important Disclosures section of this report provided by 


CIBC World Markets or individual research analysts), and they should not be relied upon as such.  All estimates, opinions 


and recommendations expressed herein constitute judgments as of the date of this report and are subject to change 


without notice. Nothing in this report constitutes legal, accounting or tax advice.  Since the levels and bases of taxation 


can change, any reference in this report to the impact of taxation should not be construed as offering tax advice on the 


tax consequences of investments.  As with any investment having potential tax implications, clients should consult with 


their own independent tax adviser. This report may provide addresses of, or contain hyperlinks to, Internet web sites.  


CIBC World Markets has not reviewed the linked Internet web site of any third party and takes no responsibility for the 


contents thereof.  Each such address or hyperlink is provided solely for the recipient's convenience and information, and 


the content of linked third-party web sites is not in any way incorporated into this document.  Recipients who choose to 


access such third-party web sites or follow such hyperlinks do so at their own risk. Although each company issuing this 


report is a wholly owned subsidiary of Canadian Imperial Bank of Commerce ("CIBC"), each is solely responsible for its 


contractual obligations and commitments, and any securities products offered or recommended to or purchased or sold 


in any client accounts (i) will not be insured by the Federal Deposit Insurance Corporation ("FDIC"), the Canada Deposit 


Insurance Corporation or other similar deposit insurance, (ii) will not be deposits or other obligations o f CIBC, (iii) will 


not be endorsed or guaranteed by CIBC, and (iv) will be subject to investment risks, including possible loss of the 


principal invested.  The CIBC trademark is used under license. 


        © 2012 CIBC World Markets Inc.  All rights reserved.  Unauthorized use, distribution, duplication or disclosure 


without the prior written permission of CIBC World Markets is prohibited by law and may result in prosecution. 







 


Find CIBC research on Bloomberg, Reuters, firstcall.com CIBC World Markets Inc., P.O. Box 500, 161 Bay Street, Brookfield Place, Toronto, Canada M5J 2S8 (416) 594-7000 


and ResearchCentral.cibcwm.com  
 


   Institutional Equity Research 


   Earnings Update 


April 27, 2012  Energy Infrastructure 
 
 


AltaGas Ltd. 
Record Results Exceed Expectations 


 AltaGas reported Q1/12 adjusted EPS of $0.45 [versus Q1/11 EPS of $0.42 


(US GAAP)] exceeding our estimate and consensus of $0.37. Stronger-than-


expected results were mainly due to higher-than-expected volume of power 


sold and NGL volumes extracted. 


 AltaGas expects throughput volume growth in its FG&P segment despite low 


natural gas prices due to volume increases in liquids-rich areas and start-up 


of new and expanded facilities. Should natural gas prices remain at current 


levels, AltaGas guides to 10% lower-than-expected volumes. 


 AltaGas guides to add about $1.8 billion in new and expanded assets in 


2012. These assets are expected provide over $200 million of 


predominantly low-risk cost-of-service EBITDA on an annualized basis. In 


our view, incremental cash flow should result in higher dividends. 


 We maintain our Sector Outperformer rating and $36.00 price target. We 


recommend AltaGas as a unique investment opportunity in the energy 


infrastructure sector. We like AltaGas for its balanced growth, improving 


risk profile, and yield upside potential. 


 


Stock Price Performance 


 
Source:  Reuters   
All figures in Canadian dollars, unless otherwise stated. 12-115869 © 2012 


CIBC World Markets does and seeks to do business with companies covered in 
its research reports. As a result, investors should be aware that the firm may 


have a conflict of interest that could affect the objectivity of this report. 


Investors should consider this report as only a single factor in making their 


investment decision. 


See "Important Disclosures" section at the end of this report for important 


required disclosures, including potential conflicts of interest. 


See "Price Target Calculation" and "Key Risks to Price Target" sections at the 


end of this report, where applicable. 
 


      
      
      


David Noseworthy, P.Eng, 
CFA 
1 (416) 956-6197 
David.Noseworthy@cibc.ca 


      
      
      


      
      
      


Stock Rating: 


Sector Outperformer 


Sector Weighting: 


Market Weight 
12-18 mo. Price Target $36.00 


ALA-TSX (4/26/12) $30.80 


  Key Indices:  None 


3-5-Yr. EPS Gr. Rate (E) NM 


52-week Range $21.25-$32.67 
Shares Outstanding*  103.7M 


Float 103.7M Shrs 


Avg. Daily  Trading Vol.  247,000 
Market Capitalization $3,194.4M  


Div idend/Div Yield $1.38 /  4.5% 


Fiscal Year Ends  December 
Book Value $13.31 per Shr 


2012  ROE (E) 7.4% 


Net Debt $1,512.5M  
Preferred $200.00M 


Common Equity  $1,380.0M  


Convertible Available No 
*Includes 13.9M subscription receipts  
Earnings per Share Prev Current 


2011       $0.98A  
2012 $1.27E $1.36E  


2013 $1.46E $1.49E  


P/E 
2011       31.4x 
2012 24.3x 22.6x 
2013 21.1x 20.7x 


      
      


EBITDA ($mln) 
2011  $258.6A  
2012 $382.8E  $378.4E  


2013 $515.0E  $515.9E  


EV/EBITDA 
2011  19.0x 
2012 12.8x 13.0x 
2013 9.5x 9.5x 


   


Company Description 
AltaGas Ltd. is a balanced energy infrastructure 
company. It has gas field gathering and processing, 
NGL infrastructure, gas utility, and power generation 
operations throughout Canada. 
www.altagas.ca 



http://www.altagas.ca/
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AltaGas Ltd. Sector Outperformer
ALA - TSX 4/26/12 30.80$          David Noseworthy CFA, MBA, P.Eng


12- To 18- Month Price Target: $36.00 (416-956-6197)


Energy Infrastructure David.Noseworthy@cibc.ca


Sector Weighting: Market Weight


All figures in Canadian millions, except per share data. (3) 


Price Target Calculation 12 Month 18 Month Company Profile


CIBC 12 Month Expected Div idend 1.43                2.55                


Target Yield 4.25% 4.25%


CIBC 2013E EBITDA 516 516


Target Multiple (EV/EBITDA) 13.5x 13.5x Investment Thesis


CIBC Price Target $36.00 $36.00 0.16883117


Implied Total Return 21.5% 25.1%


Market Data Volumes 


Share Price $30.80 Net Debt (inc. convertible debt) 1,513 2009 2010 2011


Shares Outstanding (1) 104 Preferred Shares 200 Extraction Volumes bbls/d 40,067 38,106 41,081 


Market Capitalization 3,194 Enterprise Value 4,906.96 FG&P (Gross Throughput) Mmcf/d 453 423 390 


NTM Div idend $1.43 Energy Serv ices GJ/d 354,513 386,004 369,799 


Curent Div idend Annualized $1.38 Power Sold MW/h 2,726 2,854 3,001 


Current Yield 4.5%


Trading Multiples (2) 2010A 2011A 2012E 2013E EBITDA Breakdown by Cash Flow


EV/EBITDA 20.4x 19.0x 13.0x 9.5x


P/E 25.9x 31.5x 22.6x 20.6x


P/FFO 13.1x 12.6x 10.6x 8.8x


P/Book Value 2.1x 1.9x 1.5x 1.7x


Energy Infrastructure Sector Average


EV/EBITDA 0.0x 24.0x 20.1x 13.9x


Per Share Data 2010A 2011A 2012E 2013E


Div idend Per Share 1.74                $1.33 $1.39 $1.57


Funds From Operation Per Share 2.34                2.45                2.91                3.51                


Payout Ratio 74% 54% 48% 45%


Earnings Per Share $1.19 $0.98 $1.36 $1.49


Book Value Per Share $14.93 $16.22 $20.75 $18.14


Shares Outstanding 83 89 112 114 EBITDA By Segment Excluding Corporate ($ mlns)


EBITDA 2010A 2011A 2012E 2013E


Gas EBITDA 155 162 189 246


Utilities EBITDA 36 39 115 194


Power EBITDA 92 102 108 116


Corporate EBITDA (42) (45) (35) (40)


Total EBITDA 241 259 378 516


EBITDA Margin (Net Revenue) 50% 48% 51% 50%


Net Revenue 487 535 748 1,033


Net Income 97 84 131 168


Return On Equity 9.5% 6.2% 7.4% 9.1%


Debt Metrics 2010A 2011A 2012E 2013E


Net Debt / TTM EBITDA 3.8x 5.1x 6.5x 4.2x


Total Debt / Total Capital 43% 49% 55% 55%


EBITDA/ Interest Expense 4.9x 4.9x 5.4x 5.6x Major Sources, Uses of Cash


Capital Structure 2010A 2011A 2012E 2013E


Cash & Cash Equivalents 2 4 (1) (1)


Working Capital (19) (202) (51) (54)


Total Assets 2,752 3,542 4,981 5,193


Total Debt (incl. Current) 904 1,324 2,446 2,542


Long Term Debt (ex. Convertibles) 893 1,201 2,446 2,542


Preferred Shares 200 200 200 200


Convertible Debentures 0 0 0 0


Shareholders Equity 1,017 1,163 1,797 1,845


Total Capital 2,130 2,766 4,494 4,640


Commodity + FX Price Deck 2010A 2011A 2012E 2013E


WTI Oil (USD/bbl) $79.49 $95.07 $96.25 $100.00


Nymex Gas (USD/mmBtu) $4.38 $4.00 $3.46 $3.75


CAD NGL (CAD/bbl) $42.21 $51.74 $47.50 $43.75


Average Alberta Power (CAD/MWh) $50.91 $76.17 $67.28 $72.00


USD/CAD Exchange $1.03 $0.99 $1.03 $1.01


(1) Includes 13.9 million subscription receipts issued February 22, 2012


(2) Assuming closing of SEMCO acquisition.


(3) 2011A based on partial unaudited financial statements


AltaGas Ltd. is an energy infrastructure company with gas field gathering and processing, NGL 


infrastructure, gas utility  and power generation operations throughout Canada.


We recommend AltaGas Ltd. as a unique investment opportunity  among the energy infrastructure 


players with an attractive mix of gas infrastructure, power infrastructure, and utility  assets. We like 


AltaGas' balanced growth, improv ing risk profile, and y ield upside potential.
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Outlook 
AltaGas (ALA-SO) is our preferred energy infrastructure investment due 


to its: 1) significant and transparent growth over the next five years; 2) 


improving risk profile as a result of its growth adding mostly low-risk cost-of-


service and fee-for-service cash flows; and 3) potential for significant and 


persistent dividend increases over the next five years. 


In 2012, AltaGas expects to spend about $1.8 billion in growth capital. 


This includes $500 million in the Gas segment, $90 million in the Power 


segment, and $1,210 million in the Utility segment. As at March 31, 2012, 


AltaGas has spent about $200 million. We calculate AltaGas has sufficient 


liquidity as a result of its $1 million of cash on hand, $1,084 million of available 


room under its various credit facilities, $90 million of free cash flow, $30 million 


from DRIP proceeds, and $388 million of net proceeds from its subscription 


receipts issue related to the SEMCO acquisition.  


We expect AltaGas will likely to issue about $400 million of debt or 


preferred shares and US$355 million of debt in 2012 and the first half of 


2013 in order to draw down its credit facilities with longer-term fixed-rate 


permanent financing.  


Furthermore, we anticipate AltaGas may issue $200 million to $300 


million of equity by year-end to maintain its leverage within prescribed 


targets. Absent any equity issue, we estimate AltaGas’ total-debt-to-total capital 


would be 60% by the end of 2012, significantly above the high end of its target 


range of 50%-55%.  


Gas Segment Outlook 
Returns on gas projects remain intact despite cost escalation and timing 


delays. Harmattan and Gordondale have both experienced rising cost estimates 


and delayed start-up dates. Harmattan total expected capital expenditure has 


increased from $130 million to $170 million over the past two quarters , while its 


COD has been delayed from Q1/12 to Q3/12. We note projects returns are 


partially protected by higher fees earned under the cost-of-service contract with 


NOVA, however, we believe costs above $150 million result in lower project 


returns. Capital expenditure estimates for the Gordondale project have similarly 


increased from $236 million to $260 million, while the COD has remained 


unchanged. Unlike the Harmattan project, we unaware of any fee escalation 


available to AltaGas related to the committed volumes from Encana (ECA-SP). 


We calculated unlevered, before tax returns of 12.7% to 14% on the combined 


Harmattan and Gordondale projects as compared to 13.7% to 15% before the 


cost overruns.  


Sustained low natural gas prices could reduce EPS by $0.025. AltaGas 


guides that average gas processing volumes would be approximately 10% lower 


than expected should gas prices remain at current prices for most of 2012. 2011 


FG&P utilization was 33%. We estimate every 1% change in utilization on a full 


year basis impacts EPS by $0.01. Therefore, we calculate 10% lower volumes 


would result in 3% lower capacity utilization for the remaining three quarters 


and $0.025 lower EPS. 


Operational hedge should offset impact of low natural gas prices. We 


expect the benefit of higher NGL margins and wider spark spreads as a result of 


low Alberta natural gas prices to offset potentially lower cash flows from AltaGas’ 


FG&P segment as a result of increased shut-ins and therefore lower throughput 
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volumes should current natural gas prices persist for an extended period. For 


example, current Canadian indicative NGL margins are about $55/Bbl 15% 


above our remainder of 2012 estimate of $47.50/Bbl (see Exhibit 1). We 


estimate a 15% change in NGL margins for the remainder of the year would 


impact EPS by about $0.0225 largely offsetting the impact of lower FG&P 


throughput volumes. 


Exhibit 1. Canadian Indicative NGL Margins Actuals And Forecast 
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Source:   Bloomberg and CIB C World Mark ets Inc.  


Power Segment Outlook 
Multiple planned power plan outages of TransAlta’s (TA-SU) power 


generation stations may provide support for power prices in tight 


Alberta market. We estimate AltaGas will realize power prices of $67/MWh, 


including hedges, for the remainder of 2012, 10% lower than the same period in 


2011. However, AltaGas will not benefit from all the outages as Sundance B is 


expect to have a planned outage during Q2. During the outage at Sundance, 


AltaGas will receive the 30-day trailing average Alberta power price for the 


deemed generation assuming an 85% capacity utilization factor. Our 2012 


Alberta spot power price forecast is $70/MWh for the remainder of 2012 (see 


Exhibit 2) as we believe low reserve margins and outages at Alberta’s aging 


coal-fired power plants will likely result in favourable spot power prices.  


We expect recently acquired interests in the 37 MW Grayling generation station 


(30%) and 48 MW Craven County facility (50%), plus 36.5 MW of power 


projects currently under construction expected to be completed in 2012 to offset 


lower realized Alberta power prices. 
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Exhibit 2. Average Quarterly Alberta Spot Power Prices Actuals And 


Forecast 


Alberta Quarterly Average Power Prices vs. AECO Spot Prices
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Source:   Bloomberg and CIB C World Mark ets Inc.  


Utility Segment Outlook 
Heritage gas is looking to use compressed natural gas (CNG) to speed 


the growth of its utility rate base. On April 2, 2012, Heritage Gas filed a 


franchise extension application with the Nova Scotia Utility and Review Board to 


include Hantsport. This application follows the signing of a memorandum of 


agreement with Minas Basin Pulp & Power Company Limited and CKF Inc. (both 


located in Hantsport, Nova Scotia) to provide natural gas service by way of a 


compressed natural gas (CNG) truck loading and unloading system by 2013. 


Under the current plan, Heritage Gas would invest $11 million in 2012 and $3 


million in 2012. This investment would be included in its regulated rate base. 


CNG trucking will allow Heritage Gas to economically serve customers which are 


uneconomical to serve by pipeline. 


AltaGas expects to receive $20 million by Q4/12 pursuant to Pacific 


Northern Gas’ sale of its interest in the Pacific Trails Pipeline (PTP) 


Kitimat LNG Partnership. The payment is contingent upon the Kitimat LNG 


partnership making a decision to proceed with construction of the Kitimat LNG 


facility. The Kitimat LNG Partnership is owned by Apache (APA-NYSE) – 40%, 


Encana – 30%, and EOG Resources (EOG-NYSE) – 30%. In March 2012, both 


Apache CEO Steve Farris and Encana CEO Randy Eresman separately stated a 


final investment decision regarding the construction of the Kitimat LNG facility 


will come later this year. Should the owners of Kitimat LNG decide to move 


forward with construction, we would expect the proceeds received by AltaGas to 


reduce its equity needs commensurately. 
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Operational And Financial 


Highlights 


Exhibit 3. AltaGas Q1/2012 Operational Highlights 


Division Operating Statistic Q1/12 Q1/11 Y/Y (%) Comment


Extraction inlet gas processed Mmcf/d 944 909 4%


Extraction ethane volumes Bbls/d 29,155 27,892 5%


Extraction NGL volumes Bbls/d 16,031 14,261 12%


Total Extraction Volumes Bbls/d 45,186 42,153 7%


Frac spread- realized ($/Bbl) 34.11 32.45 5%


Gas - FG&P Processing throughput gross Mmcf/d 400 375 7%


Gas - Energy Services Average volumes transacted GJ/d 376,071 403,777 -7%


Power Volume of power sold GWh 816 740 10%


Avg. price realized on the sale of power ($/MWh) 72.56 78.76 -8%


AB Power Pool average spot price ($/MWh) 60.12 83.33 -28%


AB hedged power price ($/MWh) 80.00 65.00 23%


Utilities Natural gas deliveries - end use PJ 10.8 9.3 16%


Natural gas deliveries - transportation PJ 2.0 1.3 54%


Sevice sites 115,623 75,055 54%


Gas - Extraction and 


Transmission


Extraction volumes were higher because of additional inlet volumes from the Septimus 


Pipeline (COD: Dec. 2011), partially offset by lower gas inlet volumes at the Edmonton 


Extraction Plant due to a milder winter.


Despite falling natural gas prices, throughput volumes increased in 


liquids-rich areas more than offset shut-ins.


The increase was attributed to increased generation from its gas-fired 


peaking plants and the addition of new biomass and hydro facilities.


 
Source:   Company reports and CIB C World Markets Inc.  


Exhibit 4. AltaGas Q1/2012 Operating Income Results ($ mlns.) 


Division Q1/12 Q1/11 Y/Y (%)


Gas 30.1 30.2 0%


Power 26.9 26.6 1%


Utilities 19.4 11.7 67%


Corporate -6.8 -10.2 -33%


Excluding the non-recurring items, earnings increased 36%.


 
Source:   Company reports and CIB C World Markets Inc.
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We note the following operational and financial highlights: 


 Gas: Operating income for Q1/2012 was $30.1 million. While results appear 


flat, Q1/11 results included approximately $8 million in non-recurring gains 


related to the sale of its Groundbirch facility, as well as the settlement of 


take-or-pay contracts. Excluding the non-recurring items, earnings increased 


36% Y/Y. The Y/Y increase was driven by: 1) higher realized frac spread (up 


5% Y/Y); 2) higher extraction fees earned from increased volumes; and 3) 


higher volumes processed at some FG&P plants (up 7% Y/Y). 


 Power: Operating income amounted to $26.9 million for Q1/12. The Y/Y 


increase is mainly due to higher hedged prices, increased generation and 


prices received at the gas-fired peaking plants, lower feedstock prices at all 


gas-fired generating facilities, higher generation from Bear Mountain and 


the addition of new biomass and hydro facilities. Partially offsetting these 


increases were lower spot Alberta power pool prices, higher PPA costs and 


higher overhead.  


 Utilities: Operating income of $19.4 million for Q1/2012 increased 67% 


Y/Y mainly due to the acquisition on PNG which contributed $10.1 million in 


the quarter and rate base growth at AUI and Heritage Gas. The increase 


was partially offset by warmer winter weather and a lower approved 


weighted average cost of capital for AUI (6.72% in 2012 from 6.88% in 


2011) and Heritage Gas (8.94% in 2012 from 10.66% in 2011). 
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Estimate Revisions 


Exhibit 5. Cash Flow Estimates And Dividend Coverage 


     2012E  2013E 


($ millions, unless otherwise stated)   Q1/12A  Current Previous  Current Previous 


          


Funds From Operations   $74  $297 $307  $406 $402 


               


Add (Less):               


Maintenance Capital    -$2  -$12 -$14  -$16 -$16 


Mandatory Debt Repayment    -$1  -$3 -$3  -$3 -$3 


Preferred Dividends    -$3  -$10 -$10  -$10 -$10 


Other   $0  $0 $0  $0 $0 


               


Adjusted Cash Flow (B)   $69  $271 $280  $377 $373 


          


FFOPS ($/share)   
       


0.79   $2.91  $2.87   $3.51  $3.41  


AFFOPS ($/share)   
       


0.75   $2.75  $2.69   $3.34  $3.24  


          


Dividends Paid (A)   $31  $143 $144  $176 $180 


DPS ($/share)   
       


0.35   $1.39  $1.39   $1.57  $1.57  


           


Payout Ratio (A/B)   45%  53% 51%  47% 48% 


           


Earnings (C)   $41  $131 $132  $168 $168 


EPS ($/share)   $0.45  $1.36 $1.27  $1.49 $1.46 


Earnings Payout Ratio (A/C)   76%  102% 109%  105% 107% 


          


Avg. Shares Outstanding  F.D. (M shares)   91  97 103  113 115 


Source:   Company reports and CIB C World Markets Inc.


Price Target Calculation 
Our 12- to 18-month price target of $36.00 reflects a combination of 13.5x 


EV/2013E EBITDA and a 4.25% target yield. We expect multiple compression as 


AltaGas benefits from its recent acquisitions and completes several growth projects.  


Key Risks To Price Target 


Access To Capital And Financing Risks 


AltaGas is involved in capital-intensive businesses and, as such, AltaGas’ 


operations rely on sufficient access to capital and affordable borrowing rates. 


Insufficient access to a reasonable cost of capital would ultimately limit AltaGas’ 


ability to grow. Additionally, when financing operations through debt, AltaGas 


faces risks from increases in interest rates on new or variable-rate debt. 


Customary covenants and financial tests associated with those debts may also 


constrain AltaGas’ finances in any moment. 







Record Results Exceed Expectations - April 27, 2012 


9  


AltaGas mitigates its capital and financial risks by careful management of its 


financial leverage, targeting a debt to total capitalization of 50% to 55%. Also, 


AltaGas aims to maintain 70%–75% of liabilities in fixed-rate funds to limit the 


impact of interest rate movement on its debt servicing costs.  


Commodity Price Risk 


Changes in commodity prices of AltaGas ’ inputs and outputs can impact the 


company’s financial standing in a number of ways. 


AltaGas’ NGL Extraction business is exposed to differentials between natural gas 


prices and NGL product prices. Narrowing of these differentials would squeeze 


NGL margins and negatively impact cash flows. Despite this effect, higher 


natural gas prices may also result in increased natural gas production and higher 


throughputs, increasing cash flows in AltaGas’ Field Gathering and Processing 


(FG&P), NGL Extraction, and Transmission businesses.  


AltaGas’ Power Segment is exposed to spot Alberta power prices through its 


Sundance B PPA. Alberta power prices are largely a function of natural gas 


prices, except during capacity constrained periods or periods of high wind power 


production. The Sundance B power plant, however, is coal-fired and pays only 


the cost of extraction plus a small return to obtain coal from an adjacent mine. 


Therefore, higher natural gas prices that lead to higher Alberta power prices are 


generally beneficial to AltaGas’ cash flows in the Power Segment. 


To mitigate risks from commodity price volatility, AltaGas manages its exposure 


through power, NGL, and natural gas hedges. Furthermore, AltaGas benefits 


from the naturally offsetting operational hedges described above. The 


Commodity Risk Management Policy establishes guidelines for risk tolerance. 


Legislation And Regulatory Risk 


Changes in applicable legislation or other regulations could restrict AltaGas’ 


business activities or impose higher costs on AltaGas. For example, if 


agreements cannot be reached with producers, pipelines and facilities are 


subject to common carrier and common processor applications and possible rate 


setting by regulatory authorities. 


AltaGas may also face changes in environmental legislation at the local, 


provincial, territorial or federal levels. Though current legislation is not 


burdensome, stricter environmental laws, regulations, or enforcement practices, 


and potential claims for damages against the company could impose significant 


new costs going forward. In January 2010, Environment Canada listed a new 


target of a 17% reduction in greenhouse gas (GHG) emissions from 2005 levels 


by 2020, but has not enacted any legislation. Recently, the federal government 


has signaled that incoming regulations to reduce emissions from coal-fired 


power plants would provide flexibility in how companies achieve reductions, 


instead of imposing plant-by-plant requirements, and would leave considerable 


authority with the provincial governments.  


In 2007, Alberta passed the Climate and Emissions Management Amendment 


Act, mandating emission reductions for large emitter facilities. Only the 


Harmattan Complex qualified as a large emitter; however, since it is currently 


operating below the target intensity, it will face no penalties and will qualify for 


credits. In 2006, Alberta passed its Environmental Protection and Enhancement 


Act, regulating mercury emissions from coal-fired power plants. TransAlta, the 


owner of the Sundance generating station, has implemented technologies to 


achieve the necessary reductions.  
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Counterparties And Credit Risk 


AltaGas also faces risks related to its reliance on other significant parties, 


particularly the risk of counterparties failing to fulfill agreements. In this 


eventuality, AltaGas’ revenues could be negatively impacted, and AltaGas’ ability 


to fulfill other commitments could be limited. 


To mitigate the risk of counterparties failing to honor contracts, AltaGas 


performs continuous review of counterparty credit, adheres to credit thresholds 


based on conservative credit metrics, and spreads risk across many, diverse 


customers and suppliers, most of whom have investment-grade credit ratings. 


Separately, AltaGas is partially liable for soil contamination damages caused by 


past activities at the Harmattan Complex. Depending on the extent of these 


damages, AltaGas may face significant new costs in the future. AltaGas has 


already negotiated an agreement with the relevant counterparties at the 


Harmattan Complex, largely reducing potential liability. 


Execution Risks 


Plans for future development, construction, and operation of AltaGas facilities 


are vulnerable to changes in the cost of construction, construction delays, and 


competition in the industry. These changes create uncertainties when planning 


future activities. AltaGas offsets these uncertainties with contractual tools, such 


as arrangements to recover cost overruns from customers or to establish 


fixed-price quotes from contractors where appropriate. AltaGas also follows a 


structured project governance process to ensure smooth implementation.
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Our EPS estimates are shown below: 


 


 1 Qtr. 2 Qtr. 3 Qtr. 4 Qtr. Yearly 


2011 Current $0.31A $0.20A $0.12A $0.34A $0.98A 


2012 Prior $0.37E $0.19E $0.18E $0.52E $1.27E 


2012 Current $0.45A $0.13E $0.20E $0.55E $1.36E 


2013 Prior -- -- -- -- $1.46E 


2013 Current -- -- -- -- $1.49E 


      


 


Our EBITDA ($mln) estimates are shown below: 


 


 1 Qtr. 2 Qtr. 3 Qtr. 4 Qtr. Yearly 


2011 Current $73.3A $52.0A $52.8A $80.5A $258.6A 


2012 Prior $94.1E $70.5E $72.2E $146.0E $382.8E 


2012 Current $93.6A $63.4E $73.2E $148.1E $378.4E 


2013 Prior -- -- -- -- $515.0E 


2013 Current -- -- -- -- $515.9E 
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non-securities-related services in the past 12 months. 


4b CIBC World Markets Corp. has received compensation for non-investment banking, non-securities-related 


services from this company in the past 12 months. 


4c CIBC World Markets Inc. has received compensation for non-investment banking, non-securities-related 


services from this company in the past 12 months. 


5a The CIBC World Markets Corp. analyst(s) who covers this company also has a long position in its common 


equity securities. 


5b A member of the household of a CIBC World Markets Corp. research analyst who covers this company has a 


long position in the common equity securities of this company. 


6a The CIBC World Markets Inc. fundamental analyst(s) who covers this company also has a long position in its 


common equity securities. 


6b A member of the household of a CIBC World Markets Inc. fundamental research analyst who covers this 


company has a long position in the common equity securities of this company. 


7 CIBC World Markets Corp., CIBC World Markets Inc., and their affiliates, in the aggregate, beneficially own 1% 


or more of a class of equity securities issued by this company. 


8 An executive of CIBC World Markets Inc. or any analyst involved in the preparation o f this research report has 


provided services to this company for remuneration in the past 12 months. 


9 A senior executive member or director of Canadian Imperial Bank of Commerce ("CIBC"), the parent company 


to CIBC World Markets Inc. and CIBC World Markets Corp., or a member of his/her household is an officer, 


director or advisory board member of this company or one of its subsidiaries. 


10 Canadian Imperial Bank of Commerce ("CIBC"), the parent company to CIBC World Markets Inc. and CIBC 


World Markets Corp., has a significant credit relationship with this company. 


11 The equity securities of this company are restricted voting shares. 


12 The equity securities of this company are subordinate voting shares. 


13 The equity securities of this company are non-voting shares. 


14 The equity securities of this company are limited voting shares. 







Record Results Exceed Expectations - April 27, 2012 


15  


CIBC World Markets Inc. Price Chart 


 
No rating history data found for AltaGas Ltd. 
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CIBC World Markets Inc. Stock Rating System 


Abbreviation Rating Description 


Stock Ratings 


SO Sector Outperformer Stock is expected to outperform the sector during the next 12-18 months. 


SP Sector Performer Stock is expected to perform in line with the sector during the next 12-18 months. 


SU Sector Underperformer Stock is expected to underperform the sector during the next 12-18 months. 


NR Not Rated CIBC World Markets does not maintain an investment recommendation on the stock. 


R Restricted CIBC World Markets is restricted*** from rating the stock. 


Sector Weightings** 


O Overweight Sector is expected to outperform the broader market averages. 


M Market Weight Sector is expected to equal the performance of the broader market averages. 


U Underweight Sector is expected to underperform the broader market averages. 


NA None Sector rating is not applicable. 


**Broader market averages refer to the S&P 500 in the U.S. and the S&P/TSX Composite in Canada. 


"Speculative" indicates that an investment in this security involves a high amount of risk due to volatility and/or liquidity  issues. 


***Restricted due to a potential conflict of interest. 


 


 


Ratings Distribution*: CIBC World Markets Inc. Coverage Universe 


(as of 27 Apr 2012) Count Percent  Inv. Banking Relationships Count Percent 


Sector Outperformer (Buy) 158 43.3%  Sector Outperformer (Buy) 156 98.7% 


Sector Performer (Hold/Neutral) 168 46.0%  Sector Performer (Hold/Neutral) 166 98.8% 


Sector Underperformer (Sell) 26 7.1%  Sector Underperformer (Sell) 24 92.3% 


Restricted 12 3.3%  Restricted 11 91.7% 


Ratings Distribution:  Energy Infrastructure Coverage Universe 


(as of 27 Apr 2012) Count Percent  Inv. Banking Relationships Count Percent 


Sector Outperformer (Buy) 2 66.7%  Sector Outperformer (Buy) 2 100.0% 


Sector Performer (Hold/Neutral) 1 33.3%  Sector Performer (Hold/Neutral) 1 100.0% 


Sector Underperformer (Sell) 0 0.0%  Sector Underperformer (Sell) 0 0.0% 


Restricted 0 0.0%  Restricted 0 0.0% 


Energy Infrastructure Sector includes the following tickers:  ALA, GEI, VSN. 


 
*Although the investment recommendations within the three-tiered, relative stock rating system utilized by CIBC World Markets Inc. 


do not correlate to buy, hold and sell recommendations, for the purposes of complying with NYSE and NASD rules, CIBC World 


Markets Inc. has assigned buy ratings to securities rated Sector Outperformer, hold ratings to securities rated Sector Performer, and 


sell ratings to securities rated Sector Underperformer without taking into consideration the analyst's sector weighting. 


 
Important disclosures required by IIROC Rule 3400, including potential conflicts of interest information, our system for 


rating investment opportunities and our dissemination policy can be obtained by visiting CIBC World Markets on the web 


at http://researchcentral.cibcwm.com under 'Quick Links' or by writing to CIBC World Markets Inc., Brookfield Place, 161 
Bay Street, 4th Floor, Toronto, Ontario M5J 2S8, Attention: Research Disclosures Request. 



http://researchcentral.cibcwm.com/





Record Results Exceed Expectations - April 27, 2012 


17  


Legal Disclaimer 


        This report is issued and approved for distribution by (a) in Canada, CIBC World Markets Inc., a member of the 


Investment Industry Regulatory Organization of Canada (“IIROC”), the Toronto Stock Exchange, the TSX Venture 


Exchange and a Member of the Canadian Investor Protection Fund, (b) in the United Kingdom, CIBC World Markets plc, 


which is regulated by the Financial Services Authority ("FSA"), and (c) in Australia, CIBC Australia Limited, a member of 


the Australian Stock Exchange and regulated by the ASIC (collectively, "CIBC World Markets") and (d) in the United 


States either by (i) CIBC World Markets Inc. for distribution only to U.S. Major Institutional Investors (“MII”) (as such 


term is defined in SEC Rule 15a-6) or (ii) CIBC World Markets Corp., a member of the Financial Industry Regulatory 


Authority (“FINRA”). U.S. MIIs receiving this report from CIBC World Markets Inc. (the Canadian broker-dealer) are 


required to effect transactions (other than negotiating their terms) in securities discussed in the report through CIBC 


World Markets Corp. (the U.S. broker-dealer). 


        This report is provided, for informational purposes only, to institutional investor and retail clients of CIBC World 


Markets in Canada, and does not constitute an offer or solicitation to buy or sell any securities discussed here in in any 


jurisdiction where such offer or solicitation would be prohibited. This document and any of the products and information 


contained herein are not intended for the use of private investors in the United Kingdom. Such investors will not be able 


to enter into agreements or purchase products mentioned herein from CIBC World Markets plc. The comments and views 


expressed in this document are meant for the general interests of wholesale clients of CIBC Australia Limited. 


        The securities mentioned in this report may not be suitable for all types of investors.  This report does not take into 


account the investment objectives, financial situation or specific needs of any particular client of CIBC World Markets.  


Recipients should consider this report as only a single factor in making an investment decision and should not rely solely 


on investment recommendations contained herein, if any, as a substitution for the exercise of independent judgment of 


the merits and risks of investments.  The analyst writing the report is not a person or company with actual, implied or 


apparent authority to act on behalf of any issuer mentioned in the report.  Before making an investment decision with 


respect to any security recommended in this report, the recipient should consider whether such recommendation is 


appropriate given the recipient's particular investment needs, objectives and financial circumstances.  CIBC World 


Markets suggests that, prior to acting on any of the recommendations herein, Canadian retail clients  of CIBC World 


Markets contact one of our client advisers in your jurisdiction to discuss your particular circumstances.  Non-client 


recipients of this report who are not institutional investor clients of CIBC World Markets should consult with an 


independent financial advisor prior to making any investment decision based on this report or for any necessary 


explanation of its contents.  CIBC World Markets will not treat non-client recipients as its clients solely by virtue of their 


receiving this report. 


        Past performance is not a guarantee of future results, and no representation or warranty, express or implied, is 


made regarding future performance of any security mentioned in this report.  The price of the securities mentioned in 


this report and the income they produce may fluctuate and/or be adversely affected by exchange rates, and investors 


may realize losses on investments in such securities, including the loss of investment principal.  CIBC World Markets 


accepts no liability for any loss arising from the use of information contained in this report, except to the extent that 


liability may arise under specific statutes or regulations applicable to CIBC World Markets.   


        Information, opinions and statistical data contained in this report were obtained or derived from sources believed to 


be reliable, but CIBC World Markets does not represent that any such information, opinion or statistical data is accurate 


or complete (with the exception of information contained in the Important Disclosures section of this report provided by 


CIBC World Markets or individual research analysts), and they should not be relied upon as such.  All estimates, opinions 


and recommendations expressed herein constitute judgments as of the date of this report and are subject to change 


without notice. Nothing in this report constitutes legal, accounting or tax advice.  Since the levels and bases of taxation 


can change, any reference in this report to the impact of taxation should not be construed as offering tax advice on the  


tax consequences of investments.  As with any investment having potential tax implications, clients should consult with 


their own independent tax adviser. This report may provide addresses of, or contain hyperlinks to, Internet web sites.  


CIBC World Markets has not reviewed the linked Internet web site of any third party and takes no responsibility for the 


contents thereof.  Each such address or hyperlink is provided solely for the recipient's convenience and information, and 


the content of linked third-party web sites is not in any way incorporated into this document.  Recipients who choose to 


access such third-party web sites or follow such hyperlinks do so at their own risk. Although each company issuing this 


report is a wholly owned subsidiary of Canadian Imperial Bank of Commerce ("CIBC"), each is solely responsible for its 


contractual obligations and commitments, and any securities products offered or recommended to or purchased or sold 


in any client accounts (i) will not be insured by the Federal Deposit Insurance Corporation ("FDIC"), the Canada Deposit 


Insurance Corporation or other similar deposit insurance, (ii) will not be deposits or other obligations of CIBC, (iii) will 


not be endorsed or guaranteed by CIBC, and (iv) will be subject to investment risks, including possible loss of the 


principal invested.  The CIBC trademark is used under license. 


        © 2012 CIBC World Markets Inc.  All rights reserved.  Unauthorized use, distribution, duplication or disclosure 


without the prior written permission of CIBC World Markets is prohibited by law and may result in prosecution. 
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  Intraday Note 


     


May 11, 2012  Energy Infrastructure 


Sector Weighting: Market Weight  


 


AltaGas Ltd. 
Progress On SEMCO Acquisition Is A Mild Positive 


Ticker: ALA-TSX 


Stock Rating: Sector Outperformer  


Price (05/11/2012): $30.41  


  
 


  


AltaGas Ltd. (ALA-SO) is progressing on approvals required to close 


its approximately 10% accretive acquisition of SEMCO Holding 
Corporation (SEMCO). The $1.135 billion SEMCO acquisition, announced on 


February 1, 2012, includes utility assets in both Michigan and Alaska, and 
unregulated natural gas storage assets in Michigan. 


 


Overnight, AltaGas announced a settlement agreement with Michigan 
Public Service Commission (PSC) staff related to its planned 


acquisition of SEMCO. The agreement is subject to utility board approval. In 
addition to Michigan regulatory approval, AltaGas is also seeking Regulatory 


Commission of Alaska approval. The hearing date for Alaskan regulatory 
approval is scheduled for May 30, 2012. We expect all approvals to be 


obtained by late Q3/12; however, current progress suggests this timeline 


may be faster than expected. Early closing of the SEMCO transaction would 
be a mild positive for AltaGas shares. 


 
We recommend AltaGas as a unique investment opportunity in the 


energy infrastructure sector. We like AltaGas for its balanced growth, 


improving risk profile, and yield upside potential. We maintain our Sector 
Outperformer rating. 


 


 


      
      
      


David Noseworthy, P.Eng, 
CFA 
1 (416) 956-6197 
David.Noseworthy@cibc.ca 


      
      
      


      
      
      


 


 All figures in Canadian dollars, unless otherwise stated. 12-116302 © 2012 


 


CIBC World Markets does and seeks to do business with companies covered in 
its research reports. As a result, investors should be aware that the firm may 


have a conflict of interest that could affect the objectivity of this report. 


Investors should consider this report as only a single factor in making their 


investment decision. 


 


See "Important Disclosures" section at the end of this report for important 


required disclosures, including potential conflicts of interest. 


See "Price Target Calculation" and "Key Risks to Price Target" sections at 


the end of this report, where applicable. 
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IMPORTANT DISCLOSURES: 


Analyst Certification:  Each CIBC World Markets research analyst named on the front page of this research report, or 


at the beginning of any subsection hereof, hereby certifies that (i) the recommendations and opinions expressed herein 


accurately reflect such research analyst's personal views about the company and securities that are the subject of this 


report and all other companies and securities mentioned in this report that are covered by such research analyst and (ii) 


no part of the research analyst's compensation was, is, or will be, directly or indirectly, related to the specific 


recommendations or views expressed by such research analyst in this report. 


Potential Conflicts of Interest:  Equity research analysts employed by CIBC World Markets are compensated from 


revenues generated by various CIBC World Markets businesses, including the CIBC World Markets Investment Banking 


Department.  Research analysts do not receive compensation based upon revenues from specific investment banking 


transactions.  CIBC World Markets generally prohibits any research analyst and any member of his or her household from 


executing trades in the securities of a company that such research analyst covers.  Additionally, CIBC World Markets 


generally prohibits any research analyst from serving as an officer, director or advisory board member of a company that 


such analyst covers. 


In addition to 1% ownership positions in covered companies that are required to be specifically disclosed in this report, 


CIBC World Markets may have a long position of less than 1% or a short position or deal as principal in the securities 


discussed herein, related securities or in options, futures or other derivative instruments  based thereon. 


Recipients of this report are advised that any or all of the foregoing arrangements, as well as more specific disclosures 


set forth below, may at times give rise to potential conflicts of interest. 


 


Important Disclosure Footnotes for AltaGas Ltd. (ALA) 


2a AltaGas Ltd. is a client for which a CIBC World Markets company has performed investment banking services  


in the past 12 months. 


2c CIBC World Markets Inc. has managed or co-managed a public offering of securities for AltaGas Ltd. in the 


past 12 months. 


2e CIBC World Markets Inc. has received compensation for investment banking services from AltaGas Ltd. in the 


past 12 months. 


2g CIBC World Markets Inc. expects to receive or intends to seek compensation for investment banking services 


from AltaGas Ltd. in the next 3 months. 


7 CIBC World Markets Corp., CIBC World Markets Inc., and their affiliates, in the aggregate, beneficially own 1% 


or more of a class of equity securities issued by AltaGas Ltd. 
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CIBC World Markets Inc. Price Chart 


 
No rating history data found for AltaGas Ltd. 
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CIBC World Markets Inc. Stock Rating System 


Abbreviation Rating Description 


Stock Ratings 


SO Sector Outperformer Stock is expected to outperform the sector during the next 12-18 months. 


SP Sector Performer Stock is expected to perform in line with the sector during the next 12-18 months. 


SU Sector Underperformer Stock is expected to underperform the sector during the next 12-18 months. 


NR Not Rated CIBC World Markets does not maintain an investment recommendation on the stock. 


R Restricted CIBC World Markets is restricted*** from rating the stock. 


Sector Weightings** 


O Overweight Sector is expected to outperform the broader market averages. 


M Market Weight Sector is expected to equal the performance of the broader market averages. 


U Underweight Sector is expected to underperform the broader market averages. 


NA None Sector rating is not applicable. 


**Broader market averages refer to the S&P 500 in the U.S. and the S&P/TSX Composite in Canada. 


"Speculative" indicates that an investment in this security involves a high amount of risk due to volatility and/or liquidity issues. 


***Restricted due to a potential conflict of interest. 


 


 


Ratings Distribution*: CIBC World Markets Inc. Coverage Universe 


(as of 11 May 2012) Count Percent  Inv. Banking Relationships Count Percent 


Sector Outperformer (Buy) 153 41.4%  Sector Outperformer (Buy) 150 98.0% 


Sector Performer (Hold/Neutral) 168 45.4%  Sector Performer (Hold/Neutral) 165 98.2% 


Sector Underperformer (Sell) 30 8.1%  Sector Underperformer (Sell) 28 93.3% 


Restricted 18 4.9%  Restricted 17 94.4% 


Ratings Distribution:  Energy Infrastructure Coverage Universe 


(as of 11 May 2012) Count Percent  Inv. Banking Relationships Count Percent 


Sector Outperformer (Buy) 2 66.7%  Sector Outperformer (Buy) 2 100.0% 


Sector Performer (Hold/Neutral) 1 33.3%  Sector Performer (Hold/Neutral) 1 100.0% 


Sector Underperformer (Sell) 0 0.0%  Sector Underperformer (Sell) 0 0.0% 


Restricted 0 0.0%  Restricted 0 0.0% 


Energy Infrastructure Sector includes the following tickers:  ALA, GEI, VSN. 


 
*Although the investment recommendations within the three-tiered, relative stock rating system utilized by CIBC World Markets Inc. 


do not correlate to buy, hold and sell recommendations, for the purposes of complying with NYSE and NASD rules, CIBC World 


Markets Inc. has assigned buy ratings to securities rated Sector Outperformer, hold ratings to securities rated Sector Performer, and 


sell ratings to securities rated Sector Underperformer without taking into consideration the analyst's sector weighting. 


 
Important disclosures required by IIROC Rule 3400, including potential conflicts of interest information, our system for 


rating investment opportunities and our dissemination policy can be obtained by visiting CIBC World Markets on the web 


at http://researchcentral.cibcwm.com under 'Quick Links' or by writing to CIBC World Markets Inc., Brookfield Place, 161 
Bay Street, 4th Floor, Toronto, Ontario M5J 2S8, Attention: Research Disclosures Request. 



http://researchcentral.cibcwm.com/
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Legal Disclaimer 


        This report is issued and approved for distribution by (a) in Canada, CIBC World Markets Inc., a member of the 


Investment Industry Regulatory Organization of Canada (“IIROC”), the Toronto Stock Exchange, the TSX Venture 


Exchange and a Member of the Canadian Investor Protection Fund, (b) in the United Kingdom, CIBC World Markets plc, 


which is regulated by the Financial Services Authority ("FSA"), and (c) in Australia, CIBC Australia Limited, a member of 


the Australian Stock Exchange and regulated by the ASIC (collectively, "CIBC World Markets") and (d) in the United 


States either by (i) CIBC World Markets Inc. for distribution only to U.S. Major Institutional Investors (“MII”) (as such 


term is defined in SEC Rule 15a-6) or (ii) CIBC World Markets Corp., a member of the Financial Industry Regulatory 


Authority (“FINRA”). U.S. MIIs receiving this report from CIBC World Markets Inc. (the Canadian broker-dealer) are 


required to effect transactions (other than negotiating their terms) in securities discussed in the report through CIBC 


World Markets Corp. (the U.S. broker-dealer). 


        This report is provided, for informational purposes only, to institutional investor and retail clie nts of CIBC World 


Markets in Canada, and does not constitute an offer or solicitation to buy or sell any securities discussed herein in any 


jurisdiction where such offer or solicitation would be prohibited. This document and any of the products and informa tion 


contained herein are not intended for the use of private investors in the United Kingdom. Such investors will not be able 


to enter into agreements or purchase products mentioned herein from CIBC World Markets plc. The comments and views 


expressed in this document are meant for the general interests of wholesale clients of CIBC Australia Limited. 


        The securities mentioned in this report may not be suitable for all types of investors.  This report does not take into 


account the investment objectives, financial situation or specific needs of any particular client of CIBC World Markets.  


Recipients should consider this report as only a single factor in making an investment decision and should not rely solely 


on investment recommendations contained herein, if any, as a substitution for the exercise of independent judgment of 


the merits and risks of investments.  The analyst writing the report is not a person or company with actual, implied or 


apparent authority to act on behalf of any issuer mentioned in the report.  Before making an investment decision with 


respect to any security recommended in this report, the recipient should consider whether such recommendation is 


appropriate given the recipient's particular investment needs, objectives and financial circumstances.  CIBC World 


Markets suggests that, prior to acting on any of the recommendations herein, Canadian retail clients of CIBC World 


Markets contact one of our client advisers in your jurisdiction to discuss your particular circumstances.  Non-client 


recipients of this report who are not institutional investor clients of CIBC World Markets should consult with an 


independent financial advisor prior to making any investment decision based on this report or for any necessary 


explanation of its contents.  CIBC World Markets will not treat non-client recipients as its clients solely by virtue of their 


receiving this report. 


        Past performance is not a guarantee of future results, and no representation or warranty, express or implied, is 


made regarding future performance of any security mentioned in this report.  The price of the securities mentioned in 


this report and the income they produce may fluctuate and/or be adversely affected by exchange rates, and investors 


may realize losses on investments in such securities, including the loss of investment principal.  CIBC World Markets 


accepts no liability for any loss arising from the use of information contained in this report, except to the extent that 


liability may arise under specific statutes or regulations applicable to CIBC World Markets.   


        Information, opinions and statistical data contained in this report were obtained or derived from sources believed to 


be reliable, but CIBC World Markets does not represent that any such information, opinion or statistical data is accurate 


or complete (with the exception of information contained in the Important Disclosures section of this report provided by 


CIBC World Markets or individual research analysts), and they should not be relied upon as such.  All estimates, opinions 


and recommendations expressed herein constitute judgments as of the date of this report and are subject to change 


without notice. Nothing in this report constitutes legal, accounting or tax advice.  Since the levels and bases of taxation 


can change, any reference in this report to the impact of taxation should not be construed as offering tax advice on the 


tax consequences of investments.  As with any investment having potential tax implications, clients should consult with 


their own independent tax adviser. This report may provide addresses of, or contain hyperlinks to, Internet web sites.  


CIBC World Markets has not reviewed the linked Internet web site of any third party and takes no responsibility for the 


contents thereof.  Each such address or hyperlink is provided solely for the recipient's convenience and information, and 


the content of linked third-party web sites is not in any way incorporated into this document.  Recipients who choose to 


access such third-party web sites or follow such hyperlinks do so at their own risk. Although each company issuing this 


report is a wholly owned subsidiary of Canadian Imperial Bank of Commerce ("CIBC"), each is solely responsible for its 


contractual obligations and commitments, and any securities products offered or recommended to or purchased or sold 


in any client accounts (i) will not be insured by the Federal Deposit Insurance Corporation ("FDIC"), the Canada Deposit 


Insurance Corporation or other similar deposit insurance, (ii) will not be deposits or other obligations of CIBC, (iii) will 


not be endorsed or guaranteed by CIBC, and (iv) will be subject to investment risks, including possible loss of the 


principal invested.  The CIBC trademark is used under license. 


        © 2012 CIBC World Markets Inc.  All rights reserved.  Unauthorized use, distribution, duplication or disclosure 


without the prior written permission of CIBC World Markets is prohibited by law and may result in prosecution. 







 


Find CIBC research on Bloomberg, Reuters, firstcall.com CIBC World Markets Inc., P.O. Box 500, 161 Bay Street, Brookfield Place, Toronto, Canada M5J 2S8 (416) 594-7000 


and ResearchCentral.cibcwm.com  
 


   Institutional Equity Research 


   Earnings Update 


June 7, 2012  Energy Infrastructure 
 
 


AltaGas Ltd. 
Preferred Share Offering Reduces Need for Equity 


 US$200M Preferred Share Issuance: AltaGas closed its $200M bought deal 


of 4.4% 5-year rate reset preferred shares. Short-term, net proceeds of 


$194M will reduce outstanding indebtedness. Long-term, we expect the US 


dollar-denominated proceeds to fund SEMCO acquisition. 


 Reduces Potential Dilution: The US$200M preferred share issuance 


substitutes for our previous assumption of a $225M common equity 


issuance in late 2012, thereby reducing potential dilution. 


 Hedges Minimize Commodity Price Volatility Impact: Despite the recent 


29% drop in Canadian NGL margins, we expect minimal impact on AltaGas' 


2012E EBITDA as AltaGas has hedged 80% of its NGL margin exposure. 


AltaGas' 2012E EBITDA is 11% NGL margin exposed. 


 Revised Commodity Estimates: We have revised our near-term NGL margin 


and Alberta power price estimates to reflect recent weakness. However, we 


maintain our $43.75/bbl 2013E NGL margins and slightly lower our 2013E 


Alberta Power price assumption from $72/MWh to $70/MWh. 


 


Stock Price Performance 


 
Source:  Reuters   
All figures in Canadian dollars, unless otherwise stated. 12-116745 © 2012 


CIBC World Markets does and seeks to do business with companies covered in 
its research reports. As a result, investors should be aware that the firm may 


have a conflict of interest that could affect the objectivity of this report. 


Investors should consider this report as only a single factor in making their 


investment decision. 


See "Important Disclosures" section at the end of this report for important 


required disclosures, including potential conflicts of interest. 


See "Price Target Calculation" and "Key Risks to Price Target" sections at the 


end of this report, where applicable. 
 


      
      
      


David Noseworthy, P.Eng, 
CFA 
1 (416) 956-6197 
David.Noseworthy@cibc.ca 


      
      
      


      
      
      


Stock Rating: 


Sector Outperformer 


Sector Weighting: 


Market Weight 
12-18 mo. Price Target $36.00 


ALA-TSX (6/6/12) $29.32 


  Key Indices:  None 


3-5-Yr. EPS Gr. Rate (E) NM 


52-week Range $21.25-$32.67 
Shares Outstanding 103.7M 


Float 103.7M Shrs 


Avg. Daily  Trading Vol.  247,000 
Market Capitalization $3,040.9M  


Div idend/Div Yield $1.38 /  4.7% 


Fiscal Year Ends  December 
Book Value $17.45 per Shr 


2012  ROE (E) 8.3% 


LT Debt $881.1M 
Preferred $408.00M 


Common Equity* $1,570.5M  


Convertible Available No 
*Q2/12E  
Earnings per Share Prev Current 


2011       $0.98A  
2012 $1.36E $1.34E  


2013 $1.49E $1.44E  


P/E 
2011       29.9x 
2012 21.6x 21.9x 
2013 19.7x 20.4x 


      
      


EBITDA ($mln) 
2011  $258.6A  
2012 $378.4E  $374.5E  


2013 $515.9E  $508.0E  


EV/EBITDA 
2011  19.2x 
2012 13.1x 13.3x 
2013 9.6x 9.8x 


   


Company Description 
AltaGas Ltd. is a balanced energy infrastructure 
company. It has gas field gathering and processing, 
NGL infrastructure, gas utility, and power generation 
operations throughout Canada. 
www.altagas.ca 



http://www.altagas.ca/
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AltaGas Ltd. Sector Outperformer
ALA - TSX 6/6/12 29.32$            David Noseworthy CFA, MBA, P.Eng


12- To 18- Month Price Target: $36.00 (416-956-6197)


Energy Infrastructure David.Noseworthy@cibc.ca


Sector Weighting: Market Weight


All figures in Canadian millions, except per share data. 


Price Target Calculation 12 Month 18 Month Company Profile


CIBC 12 Month Expected Dividend 1.43                   2.55                   


Target Yield 4.25% 4.25%


CIBC 2013E EBITDA 511 511


Target Multiple (EV/EBITDA) 13.5x 13.5x Investment Thesis


CIBC Price Target $36.00 $36.00 0.22783083


Implied Total Return 27.7% 31.5%


Market Data Volumes 


Share Price $29.32 Net Debt (inc. convertible debt) 1,513 2009 2010 2011


Shares Outstanding (1) 104 Preferred Shares 408 Extraction Volumes bbls/d 40,067 38,106 41,081 


Market Capitalization 3,041 NCI 8 FG&P (Gross Throughput) Mmcf/d 453 423 390 


NTM Dividend $1.43 Enterprise Value 4,970 Energy Services GJ/d 354,513 386,004 369,799 


Curent Dividend Annualized $1.38 Power Sold MW/h 2,726 2,854 3,001 


Current Yield 4.7%


Trading Multiples (2) 2010A 2011A 2012E 2013E EBITDA Breakdown by Cash Flow


EV/EBITDA 20.6x 19.2x 13.3x 9.7x


P/E 24.7x 29.9x 21.9x 20.0x


P/FFO 12.5x 12.0x 10.1x 8.1x


P/Book Value 2.0x 1.8x 1.4x 1.5x


Energy Infrastructure Sector Average


EV/EBITDA 22.6x 18.8x 13.4x 11.6x


Per Share Data 2010A 2011A 2012E 2013E


Dividend Per Share (A) 1.74                   $1.33 $1.39 $1.57


Funds From Operation Per Share (B) 2.34                   2.45                   2.92                   3.60                   


Payout Ratio  (A/B) 74% 54% 48% 43%


Earnings Per Share $1.19 $0.98 $1.34 $1.46


Book Value Per Share $14.93 $16.22 $20.65 $19.03


Shares Outstanding 83 89 105 106 EBITDA By Segment Excluding Corporate ($ mlns)


EBITDA 2010A 2011A 2012E 2013E


Gas EBITDA 155 162 189 246


Utilities EBITDA 36 39 117 193


Power EBITDA 92 102 104 112


Corporate EBITDA (42) (45) (35) (40)


Total EBITDA 241 259 375 511


EBITDA Margin (Net Revenue) 50% 48% 50% 50%


Net Revenue 487 535 745 1,027


Net Income 97 84 128 155


Return On Equity 9.5% 6.2% 8.3% 9.6%


Debt Metrics 2010A 2011A 2012E 2013E


Net Debt / TTM EBITDA 3.8x 5.1x 6.7x 4.2x


Total Debt / Total Capital 43% 49% 56% 56%


EBITDA/ Interest Expense 4.9x 4.9x 5.6x 5.4x Major Sources, Uses of Cash


Capital Structure 2010A 2011A 2012E 2013E


Cash & Cash Equivalents 2 4 (1) (1)


Working Capital (19) (202) (51) (53)


Total Assets 2,752 3,542 5,012 5,225


Total Debt (incl. Current) 904 1,324 2,499 2,596


Long Term Debt (ex. Convertibles) 893 1,201 2,499 2,596


Preferred Shares 200 200 403 402


Convertible Debentures 0 0 0 0


Shareholders Equity 1,017 1,163 1,566 1,608


Total Capital 2,130 2,766 4,519 4,658


Commodity + FX Price Deck 2010A 2011A 2012E 2013E


WTI Oil (USD/bbl) $79.49 $95.07 $102.50 $100.00


Nymex Gas (USD/mmBtu) $4.38 $4.00 $2.50 $3.75


CAD NGL (CAD/bbl) $42.21 $51.74 $48.65 $43.75


Average Alberta Power (CAD/MWh) $50.91 $76.17 $60.68 $72.00


USD/CAD Exchange $1.03 $0.99 $1.02 $1.01


(1) Includes 13.9 million subscription receipts issued February 22, 2012


(2) Assuming closing of SEMCO acquisition.


(3) CAD NGL includes Q1 actual.


AltaGas Ltd. is an energy infrastructure company with gas field gathering and processing, NGL 


infrastructure, gas utility and power generation operations throughout Canada.


We recommend AltaGas Ltd. as a unique investment opportunity among the energy infrastructure 


players with an attractive mix of gas infrastructure, power infrastructure, and utility assets. We like 


AltaGas' balanced growth, improving risk profile, and yield upside potential.
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Source:   Company reports and CIB C World Markets Inc.
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Preferred Share Issuance 


On June 6, 2012 AltaGas (ALA-SO) closed its US$200M (8 million shares) 


cumulative redeemable five-year fixed rate reset Series C preferred share 


bought deal offering inclusive of a $50M overallotment option. Near term, net 


proceeds will be used to pay down debt from its credit facilities. Longer-term, we 


expect proceeds will help fund AltaGas’ acquisition of SEMCO.   


We anticipate the $1.135B SEMCO Holding Corporation acquisition (including 


US$355M assumed debt) will be funded with $387M of common equity issued 


via subscription receipts, the recent US$200M preferred share offering and 


US$300M new credit facility. 


Assuming the SEMCO acquisition closes, we continue to expect AltaGas to term 


out its US$ credit facility, and refinance US$355M SEMCO debt with US$ 


medium-term notes. We also expect AltaGas to term out the nearly C$350M 


under its corporate credit facilities. 


Features Of The Series C Preferred Share: 


 The preferred shares will have a 4.40% dividend yield for the five-year 


period ending September 29, 2017. Dividends are paid quarterly. For 


each five year period thereafter, the interest rate will be equal to the 


sum of the yield to maturity for a 5-year US treasury bond plus 3.58%.  


 On September 30, 2017 and every five years thereafter, AltaGas has the 


option to redeem a portion or all of the preferred shares with prior 


written notice.  


 Holders of the Series C preferred share will have the option to convert 


their shares into a cumulative redeemable floating rate preferred shares 


(Series D) on September 30, 2017 and every five years thereafter. The 


floating dividend rate will equal the US three month T-Bill plus 3.58%.  


AltaGas targets a 50% debt-to-total capitalization. Following the close of the 


preferred share issuance, we calculate that AltaGas’ year-end 2012 total debt-


to-total capital will increase marginally to 56% from our prior estimate of 54% if 


the preferred shares are treated as 100% equity. If we were to use a more 


conservative 50% equity weighting we calculate total debt-to-total capitalization 


of 60%. As such we no longer forecast AltaGas to issue common equity in late 


2012 or early 2013 based on its current slate of acquisitions and organic growth 


projects. Instead we expect AltaGas to manage its debt-to-capitalization ratio 


through its capital expenditures. We note that AltaGas has a debt convenant 


requirement of a debt-to-capitalization ratio of no more than 60%.  


 


Exhibit 1. Scenario Analysis For Preferred Shares 


 2010A 2011A 2012E 


($ mlns unless otherwise indicated)   Prefs - 50/50 D/E Prefs as 100% Equity 


Total Debt / Total Capital  43% 49% 60% 56% 


Total Debt / EBITDA 3.8x 5.1x 7.2x 6.7x  


EBITDA 241  259  374.5  374.5  


Source:   CIB C World Marke ts Inc.
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Pacific Northern Gas Developments  


On May 24 and 29, Pacific Northern Gas (PNG) submitted their final argument 


for its Western and Northeast systems 2012 revenue requirement requests to 


the British Columbia Utility Commission (BCUC). Highlights of the submission 


include: 


 Return On Equity: The return on equity request is 10.15% for the 


Western system and 9.9% for the Northeast system which is unchanged 


from last year and consistent with our modeling assumptions.  


 Capital Structure Changes: PNG requested an increase to the equity 


thickness of 1.5% to 46.5% on their PNG-West system. PNG redeemed 


their outstanding preferred shares in February 2012. The request was 


made to reflect their revised capital structure to increase their equity 


thickness. In 2011, PNG’s debt/equity/preferred share proportion was 


51.18/45/3.82. 


 Rate Base: The combined rate base request amounts to $175.5 million 


compared to $171.9 million in 2011 and $178 million in our model.  


The BCUC hearing for the PNG Western was on June 4, 2012. The BCUC hearing 


the PNG Northeast system will be June 9, 2012. 


SEMCO Developments 


On May 30, 2012 AltaGas completed the hearing on its proposed acquisition of 


ENSTAR and Cook Inlet Natural Gas Storage with the Regulatory Commission of 


Alaska. The Regulatory Commission is required to issue a decision no later than 


August 15 (for ENSTAR) and August 19 (for Cook Inlet). We expect the SEMCO 


acquisition to close by the end of Q3/2012. 


On May 24, AltaGas announced it received approval from the Michigan Public 


Service Commission for its proposed acquisition of SEMCO. Recall, SEMCO assets 


includes an indirect interest in a regulated natural gas distribution utility and an 


interest in a natural gas storage facility in Michigan.  


For more detail and analysis of the SEMCO acquisition, please see page 40 of 


our report titled, “Balanced Low-Risk Growth”. 


http://researchcentral.cibcwm.com/DownloadFile.aspx?fileName=docbase/1149


40-PDF-3.pdf 


Dramatic Fall In NGL Margins Are Not An 
Immediate Concern 


In the past month, spot and forward oil prices have decreased ~25% to $85/bbl 


due to Eurozone debt and economic concerns, while AECO natural gas prices 


have stabilized on the back of reduced producer activity and increased coal-to-


gas switching for power generation, modestly increasing ~7% to $1.90/GJ. As a 


result, Canadian indicative NGL margins have fallen 29% to $40/bbl. 


Looking forward, we have maintained our Q2/12 and Q4/12 Canadian NGL 


margin estimate of $47.50/bbl as Q2/12-to-date average is $49.35/bbl (see 


Exhibit 3 - Canadian Indicative NGL Prices) and we believe Q4/12 will reflect 


seasonally strong NGL pricing. We have lowered our Q3/12 Canadian NGL 



http://researchcentral.cibcwm.com/DownloadFile.aspx?fileName=docbase/114940-PDF-3.pdf

http://researchcentral.cibcwm.com/DownloadFile.aspx?fileName=docbase/114940-PDF-3.pdf
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margin estimate to $44/bbl to reflect current market conditions and our 


expected recovery.  


We estimate a 10% change in Canadian NGL margins would impact 2012 


AFFOPS by 0.7% (<$0.01) and 2012E EBITDA by $1.4 million. This relatively 


modest impact is largely due to: 


1) AltaGas’ exposure to NGL margins is a relatively small portion of its 


overall operation representing about 11% of 2012E EBITDA (See 


Exhbiit 2 – AltaGas 2012E EBITDA Detailing NGL Margin Exposure) 


and, 


2) AltaGas has hedged 80% of its NGL margin exposure for the 


remainder of 2012. For modelling purposes, we have reduced our 


2012E EBITDA by $0.5 million. 


Exhibit 2. AltaGas 2012E EBITDA Detailing NGL Margin Exposure  


NGL Margin 


Exposed


11%


Power


25%


Utility


29%


Gas (ex. NGL 


Margin Exposed) 


35%


 


Source:   CIB C World Marke ts Inc.  
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Exhibit 3. Canadian Indicative NGL Prices 
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8-year NGL Frac 


Spread average 


(C$38/bbl) 


C$55.58/bbl Q1/12


C$49.35/bbl Q2/12TD


C$40.20/bbl Spot


Q2/12E:


C$47.50/bbl


Q3/12E: 


C$44/bbl 


Q4/12E:


C47.50/bbl


2013E: 


C$43.75/bbl


ForecastActual


 


Source:   Bloomberg and CIB C World Mark ets Inc.  


Seasonally Weak Alberta Power Prices 


Q2-to-date Alberta power prices averaged $39/MWh, below our $42.60/MWh 


Q2/12 estimate (previously $61/MWh). Seasonally soft power prices are a result 


of moderate temperatures, lower drilling activity during spring break up, and 


depressed natural gas prices.  


AltaGas has hedged approximately 68% of Q2/12 exposure at an average price 


of $64/MWh and 50% for Q3/12 and Q4/12 at an average price of $66/MWh. We 


estimate AltaGas derives 20% of its 2012E EBITDA from Alberta power price 


exposed generation, however, AltaGas’ hedges substantially reduce its 


sensitivity to changes in Alberta power prices near term providing cash flow 


certainty.  


We estimate a 10% change in Alberta power prices results in a 2% ($0.05) 


change in 2012E AFFOPS and 1.4% ($5 million) change in EBITDA (see Exhibit 6 


– Commodity Price And Foreign Exchange Sensitivity). 


We have adjusted our Q2/12 spot Alberta power price to $42.60/MWh from 


$60/MWh. We have also lowered our Q3/12 and Q4/12 Alberta power prices to 


$70/MWh for each quarter from $74/MWh and $75/MWh respectively. 


Furthermore, we have reduced our 2013E Alberta power price 2.8% to $70 


MW/h ($72 MW/h previous). We have lowered our 2012E and 2013E EBITDA 


$6.2 million and $3.4 million respectively due to our lower revised power price 


assumptions.  
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Exhibit 4. Alberta Power Prices 


Alberta Quarterly Average Power Prices vs. AECO Spot Prices
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Source:   Bloomberg and CIB C World Mark ets Inc.  


We provide our complete and updated Commodity and Foreign Exchange Price 


Deck in the following exhibit. We adopt CIBC Economics’ foreign exchange 


forecast.  


Exhibit 5. Commodity And Foreign Exchange Price Deck  


      
New Old % 


Change 


        


Alberta Forward 
Power prices 


($/MWh) 


2012E $60.68  $67.28  -10% 


2013E $70.00  $72.00  -3% 


2014E $70.00  $72.00  -3% 


        


CDN NGL frac 
spread (C$/bbl) 


2012E $48.65  $49.38  -2% 


2013E $43.75  $43.75  0%  


2014E $43.75  $43.75  0%  


        


AECO Natural 
Gas (C$/GJ) 


2012E $2.08  $2.02  4%  


2013E $3.27  $3.28  0% 


2014E $3.95  $3.95  0%  


     


US/CAD 


Exchange 


2012E $1.02  $1.01  1%  


2013E $1.01  $1.00  1%  


2014E $1.00  $1.00  0%  


Note: 2012E includes Q1/12 actuals. Source:  CIBC World Markets Inc.  


We have also provided a Commodity Price and Foreign Exchange Sensitivity 


table which illustrates the impact to free funds from operations and earnings 


from a 10% change in commodity margins, volumes and foreign exchange. 
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Exhibit 6. Commodity Price And Foreign Exchange Sensitivity 


2011A 2012E 2013E 2014E


FFOPS Sensitivity 


to 10% change in:


FX Rate $0.02 $0.04 $0.09


NGL Margins $0.01 $0.06 $0.12


NGL Volumes $0.11 $0.17 $0.16


Natural Gas FG&P Volumes $0.03 $0.04 $0.04


Alberta Power Prices $0.05 $0.11 $0.17


EPS Sensitivity 


to 10% change in:


FX Rate $0.01 $0.00 $0.03


NGL Margins $0.01 $0.04 $0.09


NGL Volumes $0.08 $0.13 $0.12


Natural Gas FG&P Volumes $0.02 $0.03 $0.03


Alberta Power Prices $0.04 $0.09 $0.13


Hedges


NGL Margin Hedge Price (1) $35.00 $35.00 -             


% of NGL Margin Exposure 80% 33% 0%


Alberta Power Hedge Price $69.00 $65.00


% of Alberta Power Price Exposure 56% 33% 0%


Notes:


(1) We adjust AltaGas' NGL margins to reflect the nature of its


pool price agreement with Pembina Pipeline Corp. (formerly Provident Energy Ltd.) at the Younger 


Straddle plant in British Columbia.


Sensitivity to NGL 


margins increases in 


2013 and 2014 as 


hedges fall off.


 


Source:   Company reports and CIB C World Markets Inc.
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Estimate Revisions 
2012E AFFOPS increased to $2.75 from $2.74 primarily due foreign exchange 


impacts and the removal of our assumption of a common equity raise, partially 


offset by the lower assumed NGL margins and Alberta power prices. 2013E 


AFFOPS increased to $3.39 from $3.32 mainly due to the same reasons. The 


decrease in 2012E EPS (to $1.34 from $1.36) and 2013E EPS ($1.44 from 


$1.49) are also primarily impacted by preferred share dividends, lower assumed 


NGL margins and Alberta power prices, partially offset by the removal of the 


assumption of a common equity raise and foreign exchange.  


Exhibit 7. 2012 And 2013 Earnings Revisions 


2012E 2013E


(C$ millions; unless otherwise stated) Current Previous Current Previous


Funds from Operation $296 $297 $396 $408


Add (Less):


Maintenance Capital -$12 -$12 -$16 -$16


Mandatory Debt Repayment -$3 -$3 -$3 -$3


Preferred Dividends -$13 -$10 -$19 -$10


Other $0 $0 $0 $0


Adjusted Cash Flow (B) $268 $271 $358 $379


FFOPS ($/share) $2.92 $2.91 $3.57 $3.48


AFFOPS ($/share) $2.75 $2.74 $3.39 $3.32


Dividends paid (A) $142 $144 $165 $179


DPS ($/share) $1.39 $1.39 $1.57 $1.57


Payout Ratio (A/B) 53% 53% 46% 47%


Earnings (C) $128 $132 $152 $170


EPS ($/share) $1.34 $1.36 $1.44 $1.49


Earnings Payout Ratio (A/C) 104% 102% 109% 105%


Avg Shares Outstanding  F.D. (M shares) 96 97 106 114  


Source:   CIB C World Marke ts Inc.  


Valuation And Recommendation 


Our unchanged $36.00 price target is based on a combination of 13.5x 


EV/EBITDA using our 2013E and a 4.25% target yield. AltaGas shares are 


currently trading at 13.3x EV/EBITDA using our 2012E and yield of 4.7% 


compared with the average of the energy infrastructure universe of 13.4x and 


5.6% (see Exhibit 8). We maintain our Sector Outperformer rating on AltaGas 


with a 28% 12-month total return, including dividends. 


We recommend AltaGas Ltd. as a unique investment opportunity among the 


energy infrastructure players with an attractive mix of gas infrastructure, power 


infrastructure, and utility assets. We like AltaGas' balanced growth, improving 


risk profile, and yield upside potential. We believe AltaGas’ largely economic 


insensitive growth projects are particularly attractive in the current uncertain 


market environment.  
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Exhibit 8. Comparable Table 


  Price  Shares Mkt Cap. Net Debt Enterprise EV/EBITDA P/E Dividend Yield 


Energy Infrastructure (1) 6-Jun (mlns.) ($mlns.) ($mlns.) Value ($mlns.) C12E C13E C12E C13E C12E C13E 
                        


AltaGas Ltd. (2)  $29.32  103.7 $3,041  $1,513  $4,970  13.3 9.8 21.9 20.4 4.7% 5.3% 


Enbridge Income Fund  $23.30  49.2 $1,147  $1,152  $3,457  13.9 13.0 24.7 23.6 5.3% 5.5% 


Gibson Energy (3) $21.10  99.4 $2,098  $540  $2,638  9.5 9.0 19.8 22.8 4.7% 4.7% 


Inter Pipeline Fund LP $19.20  264.2 $5,072  $3,057  $8,129  14.2 13.5 18.2 17.8 5.5% 5.7% 


Keyera Corp. $42.92  75.7 $3,249  $707  $3,956  13.0 11.6 24.6 21.1 4.7% 5.0% 


Pembina Pipeline Corp.  $27.60  286.1 $7,898  $1,686  $9,584  14.7 12.1 23.2 22.2 5.8% 6.0% 


Veresen Inc. (4)  $13.00  193.7 $2,519  $2,343  $5,057  11.2 9.4 >30 22.1 7.8% 8.1% 
                        


Average           13.4 11.6 19.7 21.1 5.6% 5.8% 


                        


(1) ALA, GEI, VSN estimates (D.Noseworthy), IPL.U estimate (P.Lechem)                 


(2) Shares include 13.915 million subscription receipts.                   


(3) Gibson 2011 dividend yield reflects annualized adjustment                 


(4) Veresen net debt is on a proportionately consolidated basis.                  
 


Source:   CIB C World Marke ts Inc.


Price Target Calculation 


Our 12- to 18-month price target of $36.00 reflects a combination of 13.5x 


EV/2013E EBITDA and a 4.25% target yield. We expect multiple compression as 


AltaGas benefits from its recent acquisitions and completes several growth 


projects. 


Key Risks To Price Target 


Access To Capital And Financing Risks 


AltaGas is involved in capital-intensive businesses and, as such, AltaGas’ 


operations rely on sufficient access to capital and affordable borrowing rates. 


Insufficient access to a reasonable cost of capital would ultimately limit AltaGas’ 


ability to grow. Additionally, when financing operations through debt, AltaGas 


faces risks from increases in interest rates on new or variable-rate debt. 


Customary covenants and financial tests associated with those debts may also 


constrain AltaGas’ finances in any moment. 


AltaGas mitigates its capital and financial risks by careful management of its 


financial leverage, targeting a debt to total capitalization of 50% to 55%. Also, 


AltaGas aims to maintain 70%–75% of liabilities in fixed-rate funds to limit the 


impact of interest rate movement on its debt servicing costs. 


Commodity Price Risk 


Changes in commodity prices of AltaGas’ inputs and outputs can impact the 


company’s financial standing in a number of ways. AltaGas’ NGL Extraction 


business is exposed to differentials between natural gas prices and NGL product 


prices. Narrowing of these differentials would squeeze NGL margins and 


negatively impact cash flows. Despite this effect, higher natural gas prices may 
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also result in increased natural gas production and higher throughputs, 


increasing cash flows in AltaGas’ Field Gathering and Processing (FG&P), NGL 


Extraction, and Transmission businesses. 


AltaGas’ Power Segment is exposed to spot Alberta power prices through its 


Sundance B PPA. Alberta power prices are largely a function of natural gas  


prices, except during capacity constrained periods or periods of high wind power 


production. The Sundance B power plant, however, is coal-fired and pays only 


the cost of extraction plus a small return to obtain coal from an adjacent mine. 


Therefore, higher natural gas prices that lead to higher Alberta power prices are 


generally beneficial to AltaGas’ cash flows in the Power Segment. To mitigate 


risks from commodity price volatility, AltaGas manages its exposure through 


power, NGL, and natural gas hedges. Furthermore, AltaGas benefits from the 


naturally offsetting operational hedges described above.  


Legislation And Regulatory Risk 


Changes in applicable legislation or other regulations could restrict AltaGas’ 


business activities or impose higher costs on AltaGas. For example, if  


agreements cannot be reached with producers, pipelines and facilities are 


subject to common carrier and common processor applications and possible rate 


setting by regulatory authorities. 


AltaGas may also face changes in environmental legislation at the local, 


provincial, territorial or federal levels. Though current legislation is not 


burdensome, stricter environmental laws, regulations, or enforcement practices, 


and potential claims for damages against the company could impose significant 


new costs going forward. In January 2010, Environment Canada listed a new 


target of a 17% reduction in greenhouse gas (GHG) emissions from 2005 levels 


by 2020, but has not enacted any legislation. Recently, the federal government 


has signaled that incoming regulations to reduce emissions from coal-fired 


power plants would provide flexibility in how companies achieve reductions, 


instead of imposing plant-by-plant requirements, and would leave considerable 


authority with the provincial governments. 


In 2007, Alberta passed the Climate and Emissions Management Amendment 


Act, mandating emission reductions for large emitter facilities. Only the  


Harmattan Complex qualified as a large emitter; however, since it is currently 


operating below the target intensity, it will face no penalties and will qualify for 


credits. In 2006, Alberta passed its Environmental Protection and Enhancement 


Act, regulating mercury emissions from coal-fired power plants. TransAlta, the 


owner of the Sundance generating station, has implemented technologies to 


achieve the necessary reductions. 


Counterparties And Credit Risk 


AltaGas also faces risks related to its reliance on other significant parties, 


particularly the risk of counterparties failing to fulfill agreements. In this 


eventuality, AltaGas’ revenues could be negatively impacted, and AltaGas’ ability 


to fulfill other commitments could be limited. 


To mitigate the risk of counterparties failing to honor contracts, AltaGas 


performs continuous review of counterparty credit, adheres to credit thresholds 


based on conservative credit metrics, and spreads risk across many, diverse 


customers and suppliers, most of whom have investment-grade credit ratings. 


Separately, AltaGas is partially liable for soil contamination damages caused by 


past activities at the Harmattan Complex. Depending on the extent of these 


damages, AltaGas may face significant new costs in the future. AltaGas has 
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already negotiated an agreement with the relevant counterparties at the 


Harmattan Complex, largely reducing potential liability. 


Execution Risks 


Plans for future development, construction, and operation of AltaGas facilities 


are vulnerable to changes in the cost of construction, construction delays, and 


competition in the industry. These changes create uncertainties when planning 


future activities. AltaGas offsets these uncertainties with contractual tools, such 


as arrangements to recover cost overruns from customers or to establish fixed-


price quotes from contractors where appropriate. AltaGas also follows a 


structured project governance process to ensure smooth implementation. 
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Our EPS estimates are shown below: 


 


 1 Qtr. 2 Qtr. 3 Qtr. 4 Qtr. Yearly 


2011 Current $0.31A $0.20A $0.12A $0.34A $0.98A 


2012 Prior $0.45A $0.13E $0.20E $0.55E $1.36E 


2012 Current $0.45A $0.11E $0.20E $0.55E $1.34E 


2013 Prior -- -- -- -- $1.49E 


2013 Current -- -- -- -- $1.44E 


      


 


Our EBITDA ($mln) estimates are shown below: 


 


 1 Qtr. 2 Qtr. 3 Qtr. 4 Qtr. Yearly 


2011 Current $73.3A $52.0A $52.8A $80.5A $258.6A 


2012 Prior $93.6A $63.4E $73.2E $148.1E $378.4E 


2012 Current $93.6A $59.9E $72.2E $148.7E $374.5E 


2013 Prior -- -- -- -- $515.9E 


2013 Current -- -- -- -- $508.0E 
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IMPORTANT DISCLOSURES: 


Analyst Certification:  Each CIBC World Markets research analyst named on the front page of this research report, or 


at the beginning of any subsection hereof, hereby certifies that (i) the recommendations and opinions expressed herein 


accurately reflect such research analyst's personal views about the company and securities that are the subject of this 


report and all other companies and securities mentioned in this report that are covered by such research analyst and (ii) 


no part of the research analyst's compensation was, is, or will be, directly or indirectly, related to the specific 


recommendations or views expressed by such research analyst in this report. 


Potential Conflicts of Interest:  Equity research analysts employed by CIBC World Markets are compensated from 


revenues generated by various CIBC World Markets businesses, including the CIBC World Markets Investment Banking 


Department.  Research analysts do not receive compensation based upon revenues from specific investment banking 


transactions.  CIBC World Markets generally prohibits any research analyst and any member of his or her household from 


executing trades in the securities of a company that such research analyst covers.  Additionally, CIBC World Markets 


generally prohibits any research analyst from serving as an officer, director or advisory board member of a company that 


such analyst covers. 


In addition to 1% ownership positions in covered companies that are required to be specifically disclosed in this report, 


CIBC World Markets may have a long position of less than 1% or a short position or deal as principal in the securities 


discussed herein, related securities or in options, futures or other derivative instruments based thereon. 


Recipients of this report are advised that any or all of the foregoing arrangements, as well as more specific disclosures 


set forth below, may at times give rise to potential conflicts of interest. 


 


Important Disclosure Footnotes for AltaGas Ltd. (ALA) 


2a AltaGas Ltd. is a client for which a CIBC World Markets company has performed investment banking services  


in the past 12 months. 


2c CIBC World Markets Inc. has managed or co-managed a public offering of securities for AltaGas Ltd. in the 


past 12 months. 


2e CIBC World Markets Inc. has received compensation for investment banking services from AltaGas Ltd. in the 


past 12 months. 


2g CIBC World Markets Inc. expects to receive or intends to seek compensation for investment banking services 


from AltaGas Ltd. in the next 3 months. 


7 CIBC World Markets Corp., CIBC World Markets Inc., and their affiliates, in the aggregate, beneficially own 1% 


or more of a class of equity securities issued by AltaGas Ltd. 
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Important Disclosure Footnotes for Companies Mentioned in this Report that Are Covered 
by CIBC World Markets Inc.: 


 


Stock Prices as of 06/07/2012: 


AltaGas Ltd. (2a, 2c, 2e, 2g, 7) (ALA-TSX, $29.32, Sector Outperformer) 


Gibson Energy Inc. (2a, 2c, 2e, 2g) (GEI-TSX, $21.10, Sector Performer) 


Inter Pipeline Fund L.P. (2a, 2c, 2e, 2g) (IPL.UN-TSX, $19.20, Sector Performer) 


Veresen Inc. (2a, 2c, 2e, 2g) (VSN-TSX, $13.00, Sector Outperformer) 


 


 


Companies Mentioned in this Report that Are Not Covered by CIBC World Markets Inc.: 


 


Stock Prices as of 06/07/2012: 


Enbridge Income Fund Holdings Inc. (ENF-TSX, $23.30, Not Rated) 


Keyera Corporation (KEY-TSX, $42.92, Not Rated) 


Pembina Pipeline Corporation (PPL-TSX, $27.60, Not Rated) 


 


Important disclosure footnotes that correspond to the footnotes in this table may be found in the "Key to 


Important Disclosure Footnotes" section of this report. 
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Key to Important Disclosure Footnotes: 


1 CIBC World Markets Corp. makes a market in the securities of this company. 


2a This company is a client for which a CIBC World Markets company has performed investment banking services  


in the past 12 months. 


2b CIBC World Markets Corp. has managed or co-managed a public offering of securities for this company in the 


past 12 months. 


2c CIBC World Markets Inc. has managed or co-managed a public offering of securities for this company in the 


past 12 months. 


2d CIBC World Markets Corp. has received compensation for investment banking services from this company in 


the past 12 months. 


2e CIBC World Markets Inc. has received compensation for investment banking services from this company in the 


past 12 months. 


2f CIBC World Markets Corp. expects to receive or intends to seek compensation for investment banking services 


from this company in the next 3 months. 


2g CIBC World Markets Inc. expects to receive or intends to seek compensation for investment banking services 


from this company in the next 3 months. 


3a This company is a client for which a CIBC World Markets company has performed non-investment banking, 


securities-related services in the past 12 months. 


3b CIBC World Markets Corp. has received compensation for non-investment banking, securities-related services 


from this company in the past 12 months. 


3c CIBC World Markets Inc. has received compensation for non-investment banking, securities-related services 


from this company in the past 12 months. 


4a This company is a client for which a CIBC World Markets company has performed non-investment banking, 


non-securities-related services in the past 12 months. 


4b CIBC World Markets Corp. has received compensation for non-investment banking, non-securities-related 


services from this company in the past 12 months. 


4c CIBC World Markets Inc. has received compensation for non-investment banking, non-securities-related 


services from this company in the past 12 months. 


5a The CIBC World Markets Corp. analyst(s) who covers this company also has a long position in its common 


equity securities. 


5b A member of the household of a CIBC World Markets Corp. research analyst who covers this company has a 


long position in the common equity securities of this company. 


6a The CIBC World Markets Inc. fundamental analyst(s) who covers this company also has a long position in its 


common equity securities. 


6b A member of the household of a CIBC World Markets Inc. fundamental research analyst who covers this 


company has a long position in the common equity securities of this company. 


7 CIBC World Markets Corp., CIBC World Markets Inc., and their affiliates, in the aggregate, beneficially own 1% 


or more of a class of equity securities issued by this company. 


8 An executive of CIBC World Markets Inc. or any analyst involved in the preparation of this research report has 


provided services to this company for remuneration in the past 12 months. 


9 A senior executive member or director of Canadian Imperial Bank of Commerce ("CIBC"), the parent company 


to CIBC World Markets Inc. and CIBC World Markets Corp., or a member of his/her household is an officer, 


director or advisory board member of this company or one of its subsidiaries. 


10 Canadian Imperial Bank of Commerce ("CIBC"), the parent company to CIBC World Markets Inc. and CIBC 


World Markets Corp., has a significant credit relationship with this company. 


11 The equity securities of this company are restricted voting shares. 


12 The equity securities of this company are subordinate voting shares. 


13 The equity securities of this company are non-voting shares. 


14 The equity securities of this company are limited voting shares. 
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CIBC World Markets Inc. Price Chart 


 
No rating history data found for AltaGas Ltd. 


 







Preferred Share Offering Reduces Need for Equity - June 07, 2012 


18  


CIBC World Markets Inc. Stock Rating System 


Abbreviation Rating Description 


Stock Ratings 


SO Sector Outperformer Stock is expected to outperform the sector during the next 12-18 months. 


SP Sector Performer Stock is expected to perform in line with the sector during the next 12-18 months. 


SU Sector Underperformer Stock is expected to underperform the sector during the next 12-18 months. 


NR Not Rated CIBC World Markets does not maintain an investment recommendation on the stock. 


R Restricted CIBC World Markets is restricted*** from rating the stock. 


Sector Weightings** 


O Overweight Sector is expected to outperform the broader market averages. 


M Market Weight Sector is expected to equal the performance of the broader market averages. 


U Underweight Sector is expected to underperform the broader market averages. 


NA None Sector rating is not applicable. 


**Broader market averages refer to the S&P 500 in the U.S. and the S&P/TSX Composite in Canada. 


"Speculative" indicates that an investment in this security involves a high amount of risk due to volatility and/or liquidity  issues. 


***Restricted due to a potential conflict of interest. 


 


 


Ratings Distribution*: CIBC World Markets Inc. Coverage Universe 


(as of 07 Jun 2012) Count Percent  Inv. Banking Relationships Count Percent 


Sector Outperformer (Buy) 151 40.9%  Sector Outperformer (Buy) 148 98.0% 


Sector Performer (Hold/Neutral) 174 47.2%  Sector Performer (Hold/Neutral) 171 98.3% 


Sector Underperformer (Sell) 30 8.1%  Sector Underperformer (Sell) 28 93.3% 


Restricted 13 3.5%  Restricted 12 92.3% 


Ratings Distribution:  Energy Infrastructure Coverage Universe 


(as of 07 Jun 2012) Count Percent  Inv. Banking Relationships Count Percent 


Sector Outperformer (Buy) 2 66.7%  Sector Outperformer (Buy) 2 100.0% 


Sector Performer (Hold/Neutral) 1 33.3%  Sector Performer (Hold/Neutral) 1 100.0% 


Sector Underperformer (Sell) 0 0.0%  Sector Underperformer (Sell) 0 0.0% 


Restricted 0 0.0%  Restricted 0 0.0% 


Energy Infrastructure Sector includes the following tickers:  ALA, GEI, VSN. 


 
*Although the investment recommendations within the three-tiered, relative stock rating system utilized by CIBC World Markets Inc. 


do not correlate to buy, hold and sell recommendations, for the purposes of complying with NYSE and NASD rules, CIBC World 


Markets Inc. has assigned buy ratings to securities rated Sector Outperformer, hold ratings to securities rated Sector Performer, and 


sell ratings to securities rated Sector Underperformer without taking into consideration the analyst's sector weighting. 


 
Important disclosures required by IIROC Rule 3400, including potential conflicts of interest information, our system for 


rating investment opportunities and our dissemination policy can be obtained by visiting CIBC World Markets on the web 


at http://researchcentral.cibcwm.com under 'Quick Links' or by writing to CIBC World Markets Inc., Brookfield Place, 161 
Bay Street, 4th Floor, Toronto, Ontario M5J 2S8, Attention: Research Disclosures Request. 



http://researchcentral.cibcwm.com/
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   Institutional Equity Research 


   Earnings Update 


June 19, 2012  Energy Infrastructure 
 
 


AltaGas Ltd. 
More Low-risk Growth 


 AltaGas announced the proposed acquisition of a 50% interest in Quatro 


Resources Inc.'s midstream assets, which includes the 75 mmcf/d Gilby Gas 


plant. AltaGas also announced an associated $100M pipeline project to 


connect the Gilby Gas plant to its deep-cut JEEP straddle plant. 


 AltaGas has entered into long-term fee-for-service agreements for the 


midstream assets, proposed pipeline, and processing at its JEEP facility. We 


estimate these agreements will generate $15M of incremental EBITDA in 


2013E. 


 Near-term, we expect this acquisition to be financed with AltaGas' existing 


credit facilities which we estimate have over $500M of available headroom. 


Longer-term, we anticipate AltaGas to term-out drawn amounts under its 


credit facility with medium term notes. 


 We maintain our Sector Outperformer rating and $36.00 price target. We 


continue to like AltaGas for its growing low-risk cash flows from its large 


and highly transparent pipeline of growth projects and acquisitions. 


 


Stock Price Performance 


 
Source:  Reuters   
All figures in Canadian dollars, unless otherwise stated. 12-116916 © 2012 


CIBC World Markets does and seeks to do business with companies covered in 
its research reports. As a result, investors should be aware that the firm may 


have a conflict of interest that could affect the objectivity of this report. 


Investors should consider this report as only a single factor in making their 


investment decision. 


See "Important Disclosures" section at the end of this report for important 


required disclosures, including potential conflicts of interest. 


See "Price Target Calculation" and "Key Risks to Price Target" sections at the 


end of this report, where applicable. 
 


      
      
      


David Noseworthy, P.Eng, 
CFA 
1 (416) 956-6197 
David.Noseworthy@cibc.ca 


      
      
      


      
      
      


Stock Rating: 


Sector Outperformer 


Sector Weighting: 


Market Weight 
12-18 mo. Price Target $36.00 


ALA-TSX (6/19/12) $28.45 


  Key Indices:  None 


3-5-Yr. EPS Gr. Rate (E) NM 


52-week Range $21.25-$32.67 
Shares Outstanding 103.7M 


Float 103.7M Shrs 


Avg. Daily  Trading Vol.  267,000 
Market Capitalization $2,950.7M  


Div idend/Div Yield $1.38 /  4.9% 


Fiscal Year Ends  December 
Book Value $15.49 per Shr 


2012  ROE (E) 8.0% 


Net Debt $1,512.5M  
Preferred $408.00M 


Common Equity  $1,570.5M  


Convertible Available No 
      
Earnings per Share Prev Current 


2011       $0.98A  
2012 $1.34E $1.29E  


2013 $1.44E $1.47E  


P/E 
2011       29.0x 
2012 21.2x 22.1x 
2013 19.8x 19.4x 


      
      


EBITDA ($mln) 
2011  $258.6A  
2012 $374.5E  $375.2E  


2013 $508.0E  $523.0E  


EV/EBITDA 
2011  18.9x 
2012 13.0x 13.0x 
2013 9.6x 9.3x 


   


Company Description 
AltaGas Ltd. is a balanced energy infrastructure 
company. It has gas field gathering and processing, 
NGL infrastructure, gas utility, and power generation 
operations throughout Canada. 
www.altagas.ca 



http://www.altagas.ca/
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AltaGas Ltd. Sector Outperformer
ALA - TSX 6/19/12 28.45$            David Noseworthy CFA, MBA, P.Eng


12- To 18- Month Price Target: $36.00 (416-956-6197)


Energy Infrastructure David.Noseworthy@cibc.ca


Sector Weighting: Market Weight


All figures in Canadian millions, except per share data. 


Price Target Calculation 12 Month 18 Month Company Profile


CIBC 12 Month Expected Dividend 1.43                   2.55                   


Target Yield 4.25% 4.25%


CIBC 2013E EBITDA 523 523


Target Multiple (EV/EBITDA) 13.5x 13.5x Investment Thesis


CIBC Price Target $36.00 $36.00 0.26537786


Implied Total Return 31.6% 35.5%


Market Data Volumes 


Share Price $28.45 Net Debt (inc. convertible debt) 1,513 2009 2010 2011


Shares Outstanding (1) 104 Preferred Shares 408 Extraction Volumes bbls/d 40,067 38,106 41,081 


Market Capitalization 2,951 NCI 8 FG&P (Gross Throughput) Mmcf/d 453 423 390 


NTM Dividend $1.43 Enterprise Value 4,880 Energy Services GJ/d 354,513 386,004 369,799 


Curent Dividend Annualized $1.38 Power Sold MW/h 2,726 2,854 3,001 


Current Yield 4.9%


Trading Multiples (2) 2010A 2011A 2012E 2013E EBITDA Breakdown by Cash Flow


EV/EBITDA 20.2x 18.9x 13.0x 9.3x


P/E 23.9x 29.9x 22.1x 19.4x


P/FFO 12.1x 11.6x 9.9x 7.8x


P/Book Value 1.9x 1.8x 1.4x 1.5x


Energy Infrastructure Sector Average


EV/EBITDA 22.5x 18.7x 13.4x 11.5x


Per Share Data 2010A 2011A 2012E 2013E


Dividend Per Share (A) 1.74                   $1.33 $1.39 $1.57


Funds From Operation Per Share (B) 2.34                   2.45                   2.87                   3.63                   


Payout Ratio  (A/B) 74% 54% 48% 43%


Earnings Per Share $1.19 $0.98 $1.29 $1.47


Book Value Per Share $14.93 $16.22 $20.61 $18.99


Shares Outstanding, Closing 83 89 105 106 EBITDA By Segment Excluding Corporate ($ mlns)


EBITDA 2010A 2011A 2012E 2013E


Gas EBITDA 155 162 190 261


Utilities EBITDA 36 39 117 193


Power EBITDA 92 102 104 109


Corporate EBITDA (42) (45) (35) (40)


Total EBITDA 241 259 375 523


EBITDA Margin (Net Revenue) 50% 48% 50% 50%


Net Revenue 487 535 747 1,048


Net Income 97 84 124 155


Return On Equity 9.5% 6.2% 8.0% 9.7%


Debt Metrics 2010A 2011A 2012E 2013E


Net Debt / TTM EBITDA 3.8x 5.1x 7.5x 4.2x


Total Debt / Total Capital 43% 49% 59% 59%


EBITDA/ Interest Expense 4.9x 4.9x 5.2x 5.1x Major Sources, Uses of Cash


Capital Structure 2010A 2011A 2012E 2013E


Cash & Cash Equivalents 2 4 (1) (1)


Working Capital (19) (202) (51) (53)


Total Assets 2,752 3,542 5,131 5,341


Total Debt (incl. Current) 904 1,324 2,799 2,892


Long Term Debt (ex. Convertibles) 893 1,201 2,799 2,892


Preferred Shares 200 200 403 402


Convertible Debentures 0 0 0 0


Shareholders Equity 1,017 1,163 1,562 1,604


Total Capital 2,130 2,766 4,815 4,950


Commodity + FX Price Deck 2010A 2011A 2012E 2013E


WTI Oil (USD/bbl) $79.49 $95.07 $102.50 $100.00


Nymex Gas (USD/mmBtu) $4.38 $4.00 $2.50 $3.75


CAD NGL (CAD/bbl) $42.21 $51.74 $48.65 $43.75


Average Alberta Power (CAD/MWh) $50.91 $76.17 $60.68 $70.00


USD/CAD Exchange $1.03 $0.99 $1.02 $1.01


(1) Includes 13.9 million subscription receipts issued February 22, 2012


(2) Assuming closing of SEMCO acquisition.


(3) CAD NGL includes Q1 actual.


AltaGas Ltd. is an energy infrastructure company with gas field gathering and processing, NGL 


infrastructure, gas utility and power generation operations throughout Canada.


We recommend AltaGas Ltd. as a unique investment opportunity among the energy infrastructure 


players with an attractive mix of gas infrastructure, power infrastructure, and utility assets. We like 


AltaGas' balanced growth, improving risk profile, and yield upside potential.
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Low-risk Growth Leverages Legacy Assets 


AltaGas’ acquisition highlights the advantage of its considerable legacy 


asset base. The acquisition of a 50% interest in the Gilby gas plant and 


associated gathering system owned by Quatro Resources Inc. (Quatro) will not 


only expand its gas processing capacity, but also allow AltaGas to construct a 


70-km gas pipeline to connect the 75 mmcf/d Gilby Gas plant and AltaGas’ 30 


mmcf/d Sylvan Lake Gas plant to its Joffre Ethane Extraction Plant (JEEP) (See 


Exhibit 1). The new pipeline should improve the utilization of its extraction 


assets at Joffre and reduce per unit costs. We discuss both the Gilby gas plant 


and proposed Gilby to JEEP pipeline in more detail below. 


Announced projects will further reduce AltaGas’ commodity exposure 


and overall business risk profile. AltaGas expects to earn low-risk fee-for-


service cash flows from its newly acquired midstream assets, proposed pipeline, 


and increased utilization of its JEEP facility. We expect these projects to earn low 


double-digit after-tax unlevered returns. For modeling purposes, we estimate 


these projects will contribute $15 million to 2013E EBITDA. 


Exhibit 1. Hoadley Glauconitic Play And AltaGas Proposed Pipeline Project And Gilbey Midstream 
Acquisition 


Legend
Extraction Plant


Other AltaGas Gas Plant 


Estimated Hoadley Glauconite area


Sylvan Lake Gas Plant
Gilby Gas Plant


Proposed 70 km pipeline


 


Source:   Company reports and CIB C World Markets Inc.  


Gilby Gas Plant 
We estimate the Quatro assets will contribute about $2.5 million 


incremental annual EBITDA (see Exhibit 2). The $20 million acquisition of the 


50% interest in Quatro’s midstream assets is expected to close in Q3/12. 


Quatro’s midstream assets include: (1) 87% interest in the 75 mmcf/d Gilby gas 


plant, (2) 5 compressor stations, and (3) ~240 km of gas gathering system.  
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Exhibit 2. Estimated Returns on Quatro Midstream Investment 


Assumptions


Asset Life 40 years


Capacity 75 mmcf/d


Capacity Utilization 100%


Note: All number are C$M unless otherwise indicated. 


Project Cost ($ M) 20.0                


After-tax IRR, Unlevered 11%


EBIDA (after-tax cash flows) 2.3                  


EBIDA adj. for capacity utilization 2.3                  


Interest 5% 1.0                  


EBDA 1.3                  


Depreciation (0.5)                 


Net Income 0.8                  


Tax 25% 0.3                  


EBT 1.0                  


Interest 1.0                  


EBIT 2.0                  


Depreciation 0.5                  


EBITDA 2.5                  


Per share impact 0.01$              / share


assumed EBITDA margin 27%


Revenue 9.3                  


Average Fees 0.34$              /mcf  


Source:   Company reports and CIB C World Markets Inc.  


The 75 mmcf/d Gilby plant, located in the heart of the Hoadley Glauconitic 


formation, was recently expanded from 25 mmcf/d in June 2011 (see Exhibit 1). 


The expansion also increased liquids extraction capacity to 50 bbl/mmcf of C3+ 


from 30 bbl/mmcf. Based on ERCB data, volumes processed at Quatro’s Gilby 


plant increased 41% to 27 mmcf/d in 2011 from 2010.  


The Gilby plant processes third party volumes. Quatro disclosed third party 


processing income of about $4 million per year in July 2011. Substantial third 


party gathering systems feed into the Gilby plant (see Exhibit 3). Producers in 


the Gilby region include Bonavista Energy (BNP-SO), TAQA North Ltd, Quatro 


Resources Inc. and PennWest Petroleum (PWT-SO).  
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Exhibit 3. Gilby Field Gathering and Process Plant Asset Map 


 


Source:   Quat ro Resources Inc.  


The Hoadley Glauconitic region benefits from superior producer 


economics due to its liquids rich gas. The play runs over 200 km southwest 


from just north of Rimbey, AB and approximately 25 km wide. Gas found in the 


region is very rich in liquids ranging from 50-60 Bbls/Mmcf, with some producers 


reaching 70 Bbls/Mmcf. The richness of the gas has helped make the Hoadley 


Glauconitic region one of the most economic plays in North America.  


 


Gilby to JEEP Pipeline 


We estimate the Gilby to JEEP pipeline and JEEP deep-cut processing 


will contribute $12.5 million annual EBITDA (see Exhibit 4). In connection 


with the proposed acquisition of Quatro’s midstream assets, AltaGas plans to 


construct a $100 million, 70-km pipeline connecting the Gilby plant and AltaGas’ 


30 mmcf/d Sylvan Lake gas plant to its Joffre Ethane Extraction Plant (JEEP) for 


deep-cut processing utilizing JEEP’s excess capacity. AltaGas has entered long-


term fee-for-service contracts for natural gas processing and deep-cut extraction 


at its JEEP facility. The expected in service date for the Gilby to JEEP pipeline is 


late 2013. Current utilization at the 250 mmcf/d JEEP facility is about 56%. 
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Exhibit 4. Estimated Returns on Gilby to JEEP Pipeline and JEEP Deep-


Cut Processing  


Assumptions


Capex $100.00 M


EBITDA Return 13%


EBITDA Margin 75%


Life of Asset 40 years


Interest Expense 5%


Debt Leverage 50%


Revenue $16.67


Op Costs $4.17


EBITDA $12.50


Per share impact $0.153


Depreciation $2.50


EBIT $10.00


EBIDA $10.63


After-tax IRR, Unlevered 10.6%  


Source:   Company reports and CIB C World Markets Inc.  


Estimate Revisions 


2012E AFFOPS decreased $0.05 primarily due to model revision resulting in 


higher interest expense, partially offset by contributions from the 50% interest 


in the Quatro midstream assets in Q4/12 (see Exhibit 5). 


2013E AFFOPS increased $0.06 primarily due to a full year contribution from the 


Quatro assets, the Gilby to JEEP pipeline, and higher fee-for-service utilization of 


the JEEP facility (see Exhibit 5).  


Exhibit 5. 2012 and 2013 Cash Flow Estimates 


2012E 2013E


(C$ millions; unless otherwise stated) Current Previous Current Previous


Funds from Operation $292 $296 $402 $396


Add (Less):


Maintenance Capital -$12 -$12 -$16 -$16


Mandatory Debt Repayment -$3 -$3 -$3 -$3


Preferred Dividends -$13 -$13 -$19 -$19


Other $0 $0 $0 $0


Adjusted Cash Flow (B) $263 $268 $365 $358


FFOPS ($/share) $2.87 $2.92 $3.63 $3.57


AFFOPS ($/share) $2.70 $2.75 $3.45 $3.39


Dividends paid (A) $142 $142 $165 $165


DPS ($/share) $1.39 $1.39 $1.57 $1.57


Payout Ratio (A/B) 53% 53% 46% 46%


Earnings (C) $124 $128 $155 $152


EPS ($/share) $1.29 $1.34 $1.47 $1.44


Earnings Payout Ratio (A/C) 107% 104% 107% 109%


Avg Shares Outstanding  F.D. (M shares) 96 96 106 106  


Source:   CIB C World Marke ts Inc.  
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Exhibit 6. Comparable Table 


  Price  Shares Mkt Cap. Net Debt Enterprise EV/EBITDA P/E Dividend Yield 


Energy Infrastructure 
(1) 19-Jun (mlns.) ($mlns.) ($mlns.) 


Value 
($mlns.) C12E C13E C12E C13E C12E C13E 


                        


AltaGas Ltd. (2)  $28.45  103.7 $2,951  $1,513  $4,880  13.0 9.3 22.1 19.4 4.9% 5.5% 


Enbridge Income Fund $23.06  49.2 $1,135  $1,152  $3,445  13.8 13.0 24.5 23.4 5.4% 5.5% 


Gibson Energy (3) $20.93  99.4 $2,081  $540  $2,621  9.4 9.0 19.7 22.6 4.8% 4.8% 


Inter Pipeline Fund LP $19.65  264.2 $5,191  $3,057  $8,248  14.4 13.7 18.7 18.2 5.3% 5.5% 


Keyera Corp. $40.83  75.7 $3,091  $707  $3,798  12.7 11.1 23.5 20.2 5.0% 5.2% 


Pembina Pipeline Corp.  $27.39  286.1 $7,838  $1,686  $9,523  14.7 12.1 23.4 22.6 5.9% 6.1% 


Veresen Inc. (4)  $12.46  193.7 $2,414  $2,343  $4,953  11.0 9.2 >30 21.2 8.1% 8.4% 
                        


Average           13.4 11.5 19.7 20.9 5.6% 5.9% 


                        


(1) ALA, GEI, VSN estimates (D.Noseworthy), IPL.U estimate (P.Lechem)                 


(2) Shares include 13.915 million subscription receipts.                   


(3) Gibson 2011 dividend yield reflects annualized adjustment                 


(4) Veresen net debt is on a proportionately consolidated basis.                  
 


Source:   Bloomberg and CIB C World Mark ets Inc.  
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Price Target Calculation 


Our 12- to 18-month price target of $36.00 reflects a combination of 13.5x 


EV/2013E EBITDA and a 4.25% target yield. We expect multiple compression as 


AltaGas benefits from its recent acquisitions and completes several growth 


projects. 


Key Risks To Price Target 


Access To Capital And Financing Risks 


AltaGas is involved in capital-intensive businesses and, as such, AltaGas’ 


operations rely on sufficient access to capital and affordable borrowing rates. 


Insufficient access to a reasonable cost of capital would ultimately limit AltaGas’ 


ability to grow. Additionally, when financing operations through debt, AltaGas 


faces risks from increases in interest rates on new or variable-rate debt. 


Customary covenants and financial tests associated with those debts may also 


constrain AltaGas’ finances in any moment. 


AltaGas mitigates its capital and financial risks by careful management of its 


financial leverage, targeting a debt to total capitalization of 50% to 55%. Also, 


AltaGas aims to maintain 70%–75% of liabilities in fixed-rate funds to limit the 


impact of interest rate movement on its debt servicing costs. 


Commodity Price Risk 


Changes in commodity prices of AltaGas’ inputs and outputs can impact the 


company’s financial standing in a number of ways. AltaGas’ NGL Extraction 


business is exposed to differentials between natural gas prices and NGL product 


prices. Narrowing of these differentials would squeeze NGL margins and 


negatively impact cash flows. Despite this effect, higher natural gas prices may 


also result in increased natural gas production and higher throughputs, 


increasing cash flows in AltaGas’ Field Gathering and Processing (FG&P), NGL 


Extraction, and Transmission businesses. 


AltaGas’ Power Segment is exposed to spot Alberta power prices through its 


Sundance B PPA. Alberta power prices are largely a function of natural gas 


prices, except during capacity constrained periods or periods of high wind power 


production. The Sundance B power plant, however, is coal-fired and pays only 


the cost of extraction plus a small return to obtain coal from an adjacent mine. 


Therefore, higher natural gas prices that lead to higher Alberta power prices are 


generally beneficial to AltaGas’ cash flows in the Power Segment. To mitigate 


risks from commodity price volatility, AltaGas manages its exposure through 


power, NGL, and natural gas hedges. Furthermore, AltaGas benefits from the 


naturally offsetting operational hedges described above.  


Legislation And Regulatory Risk 


Changes in applicable legislation or other regulations could restrict AltaGas’ 


business activities or impose higher costs on AltaGas. For example, if  


agreements cannot be reached with producers, pipelines and facilities are 


subject to common carrier and common processor applications and possible rate 


setting by regulatory authorities. 


AltaGas may also face changes in environmental legislation at the local, 


provincial, territorial or federal levels. Though current legislation is not 


burdensome, stricter environmental laws, regulations, or enforcement practices, 


and potential claims for damages against the company could impose significant 
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new costs going forward. In January 2010, Environment Canada listed a new 


target of a 17% reduction in greenhouse gas (GHG) emissions from 2005 levels 


by 2020, but has not enacted any legislation. Recently, the federal government 


has signaled that incoming regulations to reduce emissions from coal-fired 


power plants would provide flexibility in how companies achieve reductions, 


instead of imposing plant-by-plant requirements, and would leave considerable 


authority with the provincial governments. 


In 2007, Alberta passed the Climate and Emissions Management Amendment 


Act, mandating emission reductions for large emitter facilities. Only the  


Harmattan Complex qualified as a large emitter; however, since it is currently 


operating below the target intensity, it will face no penalties and will qualify for 


credits. In 2006, Alberta passed its Environmental Protection and Enhancement 


Act, regulating mercury emissions from coal-fired power plants. TransAlta, the 


owner of the Sundance generating station, has implemented technologies to 


achieve the necessary reductions. 


Counterparties And Credit Risk 


AltaGas also faces risks related to its reliance on other significant parties, 


particularly the risk of counterparties failing to fulfill agreements. In this 


eventuality, AltaGas’ revenues could be negatively impacted, and AltaGas’ ability 


to fulfill other commitments could be limited. 


To mitigate the risk of counterparties failing to honor contracts, AltaGas 


performs continuous review of counterparty credit, adheres to credit thresholds 


based on conservative credit metrics, and spreads risk across many, diverse 


customers and suppliers, most of whom have investment-grade credit ratings. 


Separately, AltaGas is partially liable for soil contamination damages caused by 


past activities at the Harmattan Complex. Depending on the extent of these 


damages, AltaGas may face significant new costs in the future. AltaGas has 


already negotiated an agreement with the relevant counterparties at the 


Harmattan Complex, largely reducing potential liability. 


Execution Risks 


Plans for future development, construction, and operation of AltaGas facilities 


are vulnerable to changes in the cost of construction, construction delays, and 


competition in the industry. These changes create uncertainties when planning 


future activities. AltaGas offsets these uncertainties with contractual tools, such 


as arrangements to recover cost overruns from customers or to establish fixed-


price quotes from contractors where appropriate. AltaGas also follows a 


structured project governance process to ensure smooth implementation. 
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Our EPS estimates are shown below: 


 


 1 Qtr. 2 Qtr. 3 Qtr. 4 Qtr. Yearly 


2011 Current $0.31A $0.20A $0.12A $0.34A $0.98A 


2012 Prior $0.45A $0.11E $0.20E $0.55E $1.34E 


2012 Current $0.45A $0.09E $0.18E $0.54E $1.29E 


2013 Prior -- -- -- -- $1.44E 


2013 Current -- -- -- -- $1.47E 


      


 


Our EBITDA ($mln) estimates are shown below: 


 


 1 Qtr. 2 Qtr. 3 Qtr. 4 Qtr. Yearly 


2011 Current $73.3A $52.0A $52.8A $80.5A $258.6A 


2012 Prior $93.6A $59.9E $72.2E $148.7E $374.5E 


2012 Current $93.6A $59.9E $72.2E $149.3E $375.2E 


2013 Prior -- -- -- -- $508.0E 


2013 Current -- -- -- -- $523.0E 
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Companies Mentioned in this Report that Are Not Covered by CIBC World Markets Inc.: 
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Abu Dhabi National Energy Company (TAQA-DU, [AED]1.35, Not Rated) 


Enbridge Income Fund Holdings Inc. (ENF-TSX, $22.70, Not Rated) 
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PPL Corporation (PPL-NYSE, US$28.00, Not Rated) 
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Important Disclosure Footnotes" section of this report. 
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CIBC World Markets Inc. Price Chart 


 
No rating history data found for AltaGas Ltd. 
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CIBC World Markets Inc. Stock Rating System 


Abbreviation Rating Description 


Stock Ratings 
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Ratings Distribution*: CIBC World Markets Inc. Coverage Universe 


(as of 19 Jun 2012) Count Percent  Inv. Banking Relationships Count Percent 


Sector Outperformer (Buy) 155 42.1%  Sector Outperformer (Buy) 152 98.1% 


Sector Performer (Hold/Neutral) 165 44.8%  Sector Performer (Hold/Neutral) 162 98.2% 


Sector Underperformer (Sell) 29 7.9%  Sector Underperformer (Sell) 27 93.1% 


Restricted 18 4.9%  Restricted 17 94.4% 
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*Although the investment recommendations within the three-tiered, relative stock rating system utilized by CIBC World Markets Inc. 


do not correlate to buy, hold and sell recommendations, for the purposes of complying with NYSE and NASD rules, CIBC World 


Markets Inc. has assigned buy ratings to securities rated Sector Outperformer, hold ratings to securities rated Sector Performer, and 


sell ratings to securities rated Sector Underperformer without taking into consideration the analyst's sector weighting. 
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AltaGas Ltd. 
Weaker Expected Alberta Power Prices In 2014 


 The decision by the independent arbitration panel regarding Sundance A 


operations is, in our view, negative for Alberta Power prices as the 560 MW 


Sundance A is now intended to come back on line by fall 2013, which should 


increase available reserve margins and help deconstrain the market. 


 We revise our Alberta Power pool spot prices to $65/MWh for 2H/12, 2013, 


and 2014 from $70/MWh previously. Our power price assumptions reflect a 


constrained market in 2012 and 2013, albeit with low natural gas prices, 


followed by higher gas prices in 2014, but a deconstrained power market. 


 We have revised our 2H/12 and 2013 EPS estimates to $0.76 and $1.40, 


respectively, due to our updated Alberta power price and our Canadian NGL 


margin assumption from $0.72 and $1.47. Also, we introduce our 2014 


estimates and will provide further detail in a forthcoming Q2 preview note. 


 We maintain our Sector Outperformer rating with a $1.00 lower $35.00 12-


to-18 month price target based on a 13.5x EV/2H/13E & 1H/14E EBITDA 


(previously 2013E EBITDA) and an unchanged 4.25% target dividend yield. 


We like AltaGas for its growing low-risk cash flows. 


 


Stock Price Performance 


 
Source:  Reuters   
All figures in Canadian dollars, unless otherwise stated. 12-117459 © 2012 


CIBC World Markets does and seeks to do business with companies covered in 
its research reports. As a result, investors should be aware that the firm may 


have a conflict of interest that could affect the objectivity of this report. 


Investors should consider this report as only a single factor in making their 


investment decision. 


See "Important Disclosures" section at the end of this report for important 


required disclosures, including potential conflicts of interest. 


See "Price Target Calculation" and "Key Risks to Price Target" sections at the 


end of this report, where applicable. 
 


      
      
      


David Noseworthy, P.Eng, 
CFA 
1 (416) 956-6197 
David.Noseworthy@cibc.ca 


      
      
      


      
      
      


Stock Rating: 


Sector Outperformer 


Sector Weighting: 


Market Weight 
12-18 mo. Price Target $35.00 


ALA-TSX (7/23/12) $30.32 


  Key Indices:  None 


3-5-Yr. EPS Gr. Rate (E) NM 


52-week Range $21.25-$32.67 
Shares Outstanding 103.7M 


Float 103.7M Shrs 


Avg. Daily  Trading Vol.  267,000 
Market Capitalization $3,144.6M  


Div idend/Div Yield $1.38 /  4.6% 


Fiscal Year Ends  December 
Book Value $15.49 per Shr 


2012  ROE (E) 7.8% 


Net Debt $1,512.5M  
Preferred $408.00M 


Common Equity  $1,570.5M  


Convertible Available No 
      
Earnings per Share Prev Current 


2012 $1.29E $1.26E  
2013 $1.47E $1.40E  


2014       $1.49E  


P/E 
2012 23.5x 24.1x 
2013 20.6x 21.7x 
2014       20.3x 


      
      


EBITDA ($mln) 
2012 $375.2E  $371.1E  
2013 $523.0E  $513.8E  


2014  $548.5E  


EV/EBITDA 
2012 13.5x 13.7x 
2013 9.7x 9.9x 
2014  9.2x 


   


Company Description 
AltaGas Ltd. is a balanced energy infrastructure 
company. It has gas field gathering and processing, 
NGL infrastructure, gas utility, and power generation 
operations throughout Canada. 
www.altagas.ca 



http://www.altagas.ca/
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AltaGas Ltd. Sector Outperformer
ALA - TSX 7/23/12 30.32$            David Noseworthy CFA, MBA, P.Eng


12- To 18- Month Price Target: $35.00 (416-956-6197)


Energy Infrastructure David.Noseworthy@cibc.ca


Sector Weighting: Market Weight


All figures in Canadian millions, except per share data. 


Price Target Calculation 12 Month 18 Month Company Profile


CIBC 12 Month Expected Dividend 1.43                   2.52                   


Target Yield 4.25% 4.25%


CIBC 2013E EBITDA 514 514


Target Multiple (EV/EBITDA) 13.5x 13.5x Investment Thesis


CIBC Price Target $35.00 $35.00 0.15435356


Implied Total Return 20.2% 23.7%


Market Data Volumes 


Share Price $30.32 Net Debt (inc. convertible debt) 1,513 2009 2010 2011


Shares Outstanding (1) 104 Preferred Shares 408 Extraction Volumes bbls/d 40,067 38,106 41,081 


Market Capitalization 3,145 NCI 8 FG&P (Gross Throughput) Mmcf/d 453 423 390 


NTM Dividend $1.43 Enterprise Value 5,074 Energy Services GJ/d 354,513 386,004 369,799 


Curent Dividend Annualized $1.38 Power Sold MW/h 2,726 2,854 3,001 


Current Yield 4.6%


Trading Multiples (2) 2010A 2011A 2012E 2013E EBITDA Breakdown by Cash Flow


EV/EBITDA 21.0x 19.6x 13.7x 9.9x


P/E 25.5x 31.0x 24.1x 21.7x


P/FFO 12.9x 12.4x 10.7x 8.6x


P/Book Value 2.0x 1.9x 1.5x 1.6x


Energy Infrastructure Sector Average


EV/EBITDA 24.6x 20.7x 14.9x 12.6x


Per Share Data 2010A 2011A 2012E 2013E


Dividend Per Share (A) 1.74                   $1.33 $1.39 $1.52


Funds From Operation Per Share 2.34                   2.45                   2.83                   3.54                   


AFFO Per Share $2.17 $2.30 $2.66 $3.36


Payout Ratio  (A/B) 80% 58% 55% 45%


Earnings Per Share $1.19 $0.98 $1.26 $1.40


Book Value Per Share $14.93 $16.22 $20.58 $18.93


Shares Outstanding, Closing 83 89 105 106 EBITDA By Segment Excluding Corporate ($ mlns)


EBITDA 2010A 2011A 2012E 2013E


Gas EBITDA 155 162 190 260


Utilities EBITDA 36 39 117 193


Power EBITDA 92 102 99 100


Corporate EBITDA (42) (45) (35) (40)


Total EBITDA 241 259 371 514


EBITDA Margin (Net Revenue) 50% 48% 50% 49%


Net Revenue 487 535 743 1,040


Net Income 97 84 121 147


Return On Equity 9.5% 6.2% 7.8% 9.2%


Debt Metrics 2010A 2011A 2012E 2013E


Net Debt / TTM EBITDA 3.8x 5.1x 7.6x 4.2x


Total Debt / Total Capital 43% 49% 59% 59%


EBITDA/ Interest Expense 4.9x 4.9x 5.1x 4.9x Major Sources, Uses of Cash


Capital Structure 2010A 2011A 2012E 2013E


Cash & Cash Equivalents 2 4 (1) (1)


Working Capital (19) (202) (51) (52)


Total Assets 2,752 3,542 5,147 5,356


Total Debt (incl. Current) 904 1,324 2,813 2,912


Long Term Debt (ex. Convertibles) 893 1,201 2,813 2,912


Preferred Shares 200 200 403 402


Convertible Debentures 0 0 0 0


Shareholders Equity 1,017 1,163 1,559 1,597


Total Capital 2,130 2,766 4,825 4,963


Commodity + FX Price Deck 2010A 2011A 2012E 2013E


WTI Oil (USD/bbl) $79.49 $95.07 $102.50 $100.00


Nymex Gas (USD/mmBtu) $4.38 $4.00 $2.68 $3.75


CAD NGL (CAD/bbl) $42.21 $51.74 $34.35 $30.75


Average Alberta Power (CAD/MWh) $50.91 $76.17 $57.54 $65.00


USD/CAD Exchange $1.03 $0.99 1.01                   $1.01


(1) Includes 13.9 million subscription receipts issued February 22, 2012


(2) Assuming closing of SEMCO acquisition.


(3) CAD NGL includes Q1 actual.


AltaGas Ltd. is an energy infrastructure company with gas field gathering and processing, NGL 


infrastructure, gas utility and power generation operations throughout Canada.


We recommend AltaGas Ltd. as a unique investment opportunity among the energy infrastructure 


players with an attractive mix of gas infrastructure, power infrastructure, and utility assets. We like 


AltaGas' balanced growth, improving risk profile, and yield upside potential.
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Source:   Company reports and CIB C World Markets Inc.
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Price Target and 


Recommendation 
Our $1.00 lower $35.00 12-to-18 month price target (previously $36.00) 


is based on a combination of 13.5x EV/2H/13E & 1H/14E EBITDA 


(previously 13.5x EV/2013E EBITDA) and an unchanged 4.25% target 


dividend yield. Our reduced target is due to a lower assumed Alberta Power 


price and Canadian NGL margin outlook. We have maintained our EV/EBITDA 


multiple despite incorporating more of AltaGas’ future growth into our EBITDA 


estimate as less of AltaGas’ cash flows come from higher-risk commodity-


exposed cash flow. In addition, we introduce our 2014 AFFOPS and EBITDA 


estimates of $1.49 and $549 million, respectively.  


AltaGas remains our top pick with a Sector Outperformer 


recommendation. We continue to like AltaGas for its growing low-risk cash 


flow from its large and highly transparent pipeline of growth projects and 


acquisitions. 


Exhibit 1. Revised Estimates 


2012E 2013E 2014E


(C$ millions; unless otherwise stated) Current Previous Current Previous Current


Funds from Operation $287 $292 $392 $402 $467


Add (Less):


Maintenance Capital -$12 -$12 -$16 -$16 -$17


Mandatory Debt Repayment -$3 -$3 -$3 -$3 -$4


Preferred Dividends -$13 -$13 -$19 -$19 -$19


Other $0 $0 $0 $0 $0


Adjusted Cash Flow (B) $259 $263 $355 $365 $427


FFOPS ($/share) $2.83 $2.87 $3.54 $3.63 4.16       


AFFOPS ($/share) $2.66 $2.70 $3.36 $3.45 3.97       


Dividends paid (A) $142 $142 $160 $165 $196


DPS ($/share) $1.39 $1.39 $1.52 $1.57 1.82       


Payout Ratio (A/B) 55% 53% 45% 46% 46%


Earnings (C) $121 $124 $147 $155 $159


EPS ($/share) $1.26 $1.29 $1.40 $1.47 $1.49


Earnings Payout Ratio (A/C) 110% 107% 109% 107% 122%


Avg Shares Outstanding  F.D. (M shares) 96 96 106 106 107  


Source:   Company reports and CIB C World Markets Inc.  
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Key Risks To Price Target 


Access To Capital And Financing Risks 


AltaGas is involved in capital-intensive businesses and, as such, AltaGas’ 


operations rely on sufficient access to capital and affordable borrowing rates. 


Insufficient access to a reasonable cost of capital would ultimately limit AltaGas’ 


ability to grow. Additionally, when financing operations through debt, AltaGas 


faces risks from increases in interest rates on new or variable-rate debt. 


Customary covenants and financial tests associated with those debts may also 


constrain AltaGas’ finances in any moment. 


AltaGas mitigates its capital and financial risks by careful management of its 


financial leverage, targeting a debt to total capitalization of 50% to 55%. Also, 


AltaGas aims to maintain 70%–75% of liabilities in fixed-rate funds to limit the 


impact of interest rate movement on its debt servicing costs. 


Commodity Price Risk 


Changes in commodity prices of AltaGas’ inputs and outputs can impact the 


company’s financial standing in a number of ways. AltaGas’ NGL Extraction 


business is exposed to differentials between natural gas prices and NGL product 


prices. Narrowing of these differentials would squeeze NGL margins and 


negatively impact cash flows. Despite this effect, higher natural gas prices may 


also result in increased natural gas production and higher throughputs, 


increasing cash flows in AltaGas’ Field Gathering and Processing (FG&P), NGL 


Extraction, and Transmission businesses. 


AltaGas’ Power Segment is exposed to spot Alberta power prices through its 


Sundance B PPA. Alberta power prices are largely a function of natural gas 


prices, except during capacity constrained periods or periods of high wind power 


production. The Sundance B power plant, however, is coal-fired and pays only 


the cost of extraction plus a small return to obtain coal from an adjacent mine. 


Therefore, higher natural gas prices that lead to higher Alberta power prices are 


generally beneficial to AltaGas’ cash flows in the Power Segment. To mitigate 


risks from commodity price volatility, AltaGas manages its exposure through 


power, NGL, and natural gas hedges. Furthermore, AltaGas benefits from the 


naturally offsetting operational hedges described above.  


Legislation And Regulatory Risk 


Changes in applicable legislation or other regulations could restrict AltaGas’ 


business activities or impose higher costs on AltaGas. For example, if 


agreements cannot be reached with producers, pipelines and facilities are 


subject to common carrier and common processor applications and possible rate 


setting by regulatory authorities. 


AltaGas may also face changes in environmental legislation at the local, 


provincial, territorial or federal levels. Though current legislation is not 


burdensome, stricter environmental laws, regulations, or enforcement practices, 


and potential claims for damages against the company could impose significant 


new costs going forward. In January 2010, Environment Canada listed a new 


target of a 17% reduction in greenhouse gas (GHG) emissions from 2005 levels 


by 2020, but has not enacted any legislation. Recently, the federal government 


has signaled that incoming regulations to reduce emissions from coal-fired 


power plants would provide flexibility in how companies achieve reductions, 


instead of imposing plant-by-plant requirements, and would leave considerable 


authority with the provincial governments. 
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In 2007, Alberta passed the Climate and Emissions Management Amendment 


Act, mandating emission reductions for large emitter facilities. Only the 


Harmattan Complex qualified as a large emitter; however, since it is currently 


operating below the target intensity, it will face no penalties and will qualify for 


credits. In 2006, Alberta passed its Environmental Protection and Enhancement 


Act, regulating mercury emissions from coal-fired power plants. TransAlta, the 


owner of the Sundance generating station, has implemented technologies to 


achieve the necessary reductions. 


Counterparties And Credit Risk 


AltaGas also faces risks related to its reliance on other significant parties, 


particularly the risk of counterparties failing to fulfill agreements. In this 


eventuality, AltaGas’ revenues could be negatively impacted, and AltaGas’ ability 


to fulfill other commitments could be limited. 


To mitigate the risk of counterparties failing to honor contracts, AltaGas 


performs continuous review of counterparty credit, adheres to credit thresholds 


based on conservative credit metrics, and spreads risk across many, diverse 


customers and suppliers, most of whom have investment-grade credit ratings. 


Separately, AltaGas is partially liable for soil contamination damages caused by 


past activities at the Harmattan Complex. Depending on the extent of these 


damages, AltaGas may face significant new costs in the future. AltaGas has 


already negotiated an agreement with the relevant counterparties at the 


Harmattan Complex, largely reducing potential liability. 


Execution Risks 


Plans for future development, construction, and operation of AltaGas facilities 


are vulnerable to changes in the cost of construction, construction delays, and 


competition in the industry. These changes create uncertainties when planning 


future activities. AltaGas offsets these uncertainties with contractual tools, such 


as arrangements to recover cost overruns from customers or to establish fixed-


price quotes from contractors where appropriate. AltaGas also follows a 


structured project governance process to ensure smooth implementation. 
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Our EPS estimates are shown below: 


 


 1 Qtr. 2 Qtr. 3 Qtr. 4 Qtr. Yearly 


2012 Prior $0.45A $0.09E $0.18E $0.54E $1.29E 


2012 Current $0.45A $0.09E $0.17E $0.52E $1.26E 


2013 Prior -- -- -- -- $1.47E 


2013 Current -- -- -- -- $1.40E 


2014 Current -- -- -- -- $1.49E 


      


 


Our EBITDA ($mln) estimates are shown below: 


 


 1 Qtr. 2 Qtr. 3 Qtr. 4 Qtr. Yearly 


2012 Prior $93.6A $59.9E $72.2E $149.3E $375.2E 


2012 Current $93.6A $59.4E $70.9E $147.2E $371.1E 


2013 Prior -- -- -- -- $523.0E 


2013 Current -- -- -- -- $513.8E 


2014 Current -- -- -- -- $548.5E 
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IMPORTANT DISCLOSURES: 


Analyst Certification:  Each CIBC World Markets research analyst named on the front page of this research report, or 


at the beginning of any subsection hereof, hereby certifies that (i) the recommendations and opinions expressed herein 


accurately reflect such research analyst's personal views about the company and securities that are the subject of this 


report and all other companies and securities mentioned in this report that are covered by such research analyst and (ii) 


no part of the research analyst's compensation was, is, or will be, directly or indirectly, related to the specific 


recommendations or views expressed by such research analyst in this report. 


Potential Conflicts of Interest:  Equity research analysts employed by CIBC World Markets are compensated from 


revenues generated by various CIBC World Markets businesses, including the CIBC World Markets Investment Banking 


Department.  Research analysts do not receive compensation based upon revenues from specific investment banking 


transactions.  CIBC World Markets generally prohibits any research analyst and any member of his or her household from 


executing trades in the securities of a company that such research analyst covers.  Additionally, CIBC World Markets 


generally prohibits any research analyst from serving as an officer, director or advisory board member of a company that 


such analyst covers. 


In addition to 1% ownership positions in covered companies that are required to be specifically disclosed in this report, 


CIBC World Markets may have a long position of less than 1% or a short posit ion or deal as principal in the securities 


discussed herein, related securities or in options, futures or other derivative instruments based thereon. 


Recipients of this report are advised that any or all of the foregoing arrangements, as well as more specific disclosures 


set forth below, may at times give rise to potential conflicts of interest. 


 


Important Disclosure Footnotes for AltaGas Ltd. (ALA) 


2a AltaGas Ltd. is a client for which a CIBC World Markets company has performed investment banking services  


in the past 12 months. 


2c CIBC World Markets Inc. has managed or co-managed a public offering of securities for AltaGas Ltd. in the 


past 12 months. 


2e CIBC World Markets Inc. has received compensation for investment banking services from AltaGas Ltd. in  the 


past 12 months. 


2g CIBC World Markets Inc. expects to receive or intends to seek compensation for investment banking services 


from AltaGas Ltd. in the next 3 months. 


7 CIBC World Markets Corp., CIBC World Markets Inc., and their affiliates, in the aggregate, beneficially own 1% 


or more of a class of equity securities issued by AltaGas Ltd. 
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CIBC World Markets Inc. Price Chart 


 
No rating history data found for AltaGas Ltd. 
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CIBC World Markets Inc. Stock Rating System 


Abbreviation Rating Description 


Stock Ratings 


SO Sector Outperformer Stock is expected to outperform the sector during the next 12-18 months. 


SP Sector Performer Stock is expected to perform in line with the sector during the next 12-18 months. 


SU Sector Underperformer Stock is expected to underperform the sector during the next 12-18 months. 


NR Not Rated CIBC World Markets does not maintain an investment recommendation on the stock. 


R Restricted CIBC World Markets is restricted*** from rating the stock. 


Sector Weightings** 


O Overweight Sector is expected to outperform the broader market averages. 


M Market Weight Sector is expected to equal the performance of the broader market averages. 


U Underweight Sector is expected to underperform the broader market averages. 


NA None Sector rating is not applicable. 


**Broader market averages refer to the S&P 500 in the U.S. and the S&P/TSX Composite in Canada. 


"Speculative" indicates that an investment in this security involves a high amount of risk due to volatility and/or liquidity  issues. 


***Restricted due to a potential conflict of interest. 


 


 


Ratings Distribution*: CIBC World Markets Inc. Coverage Universe 


(as of 23 Jul 2012) Count Percent  Inv. Banking Relationships Count Percent 


Sector Outperformer (Buy) 147 41.5%  Sector Outperformer (Buy) 145 98.6% 


Sector Performer (Hold/Neutral) 166 46.9%  Sector Performer (Hold/Neutral) 164 98.8% 


Sector Underperformer (Sell) 28 7.9%  Sector Underperformer (Sell) 26 92.9% 


Restricted 12 3.4%  Restricted 11 91.7% 


Ratings Distribution:  Energy Infrastructure Coverage Universe 


(as of 23 Jul 2012) Count Percent  Inv. Banking Relationships Count Percent 


Sector Outperformer (Buy) 1 25.0%  Sector Outperformer (Buy) 1 100.0% 


Sector Performer (Hold/Neutral) 3 75.0%  Sector Performer (Hold/Neutral) 3 100.0% 


Sector Underperformer (Sell) 0 0.0%  Sector Underperformer (Sell) 0 0.0% 


Restricted 0 0.0%  Restricted 0 0.0% 


Energy Infrastructure Sector includes the following tickers:  ALA, GEI, PPL, VSN. 


 
*Although the investment recommendations within the three-tiered, relative stock rating system utilized by CIBC World Markets Inc. 


do not correlate to buy, hold and sell recommendations, for the purposes of complying with NYSE and NASD rules, CIBC World 


Markets Inc. has assigned buy ratings to securities rated Sector Outperformer, hold ratings to securities rated Sector Performer, and 


sell ratings to securities rated Sector Underperformer without taking into consideration the analyst's sector weighting. 


 
Important disclosures required by IIROC Rule 3400, including potential conflicts of interest information, our system for 


rating investment opportunities and our dissemination policy can be obtained by visiting CIBC World Markets on the web 


at http://researchcentral.cibcwm.com under 'Quick Links' or by writing to CIBC World Markets Inc., Brookfield Place, 161 
Bay Street, 4th Floor, Toronto, Ontario M5J 2S8, Attention: Research Disclosures Request. 



http://researchcentral.cibcwm.com/
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AltaGas Ltd. 
Q2 Results - On The Cusp Of Growth 


 AltaGas reported $52.6M adjusted Q2/12 EBITDA, below our $59.4M 


estimate. Lower results were largely a result of: (1) 21% lower-than-


expected realized NGL margins, (2) 24% lower-than-expected NGL 


extraction volumes, and (3) 8% lower-than-expected power production. 


 We expect AltaGas to increase its dividend before year end. In H2/12 we 


anticipate AltaGas to close two acquisitions and commission seven projects 


including the newly disclosed $40M Farmington pipelines. We model these 


pipelines will earn $4.5M of low-risk take-or-pay EBITDA.   


 We calculate AltaGas has $1.6B of available liquidity to fund its nearly $1.4B 


of capital expenditures in H2/12. We expect AltaGas to refinance its short-


term borrowings and SEMCO debt with medium term notes in the later half 


of 2012 or early 2013. 


 We maintain our Sector Outperformer rating and $35 price target. We 


recommend AltaGas as a unique investment opportunity in the energy 


infrastructure sector. We like AltaGas for its balanced growth, improving 


risk profile, and yield upside potential. 


 


Stock Price Performance 


 
Source:  Reuters   
All figures in Canadian dollars, unless otherwise stated. 12-117558 © 2012 


CIBC World Markets does and seeks to do business with companies covered in 
its research reports. As a result, investors should be aware that the firm may 


have a conflict of interest that could affect the objectivity of this report. 


Investors should consider this report as only a single factor in making their 


investment decision. 


See "Important Disclosures" section at the end of this report for important 


required disclosures, including potential conflicts of interest. 


See "Price Target Calculation" and "Key Risks to Price Target" sections at the 


end of this report, where applicable. 
 


      
      
      


David Noseworthy, P.Eng, 
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David.Noseworthy@cibc.ca 


      
      
      


      
      
      


Stock Rating: 


Sector Outperformer 


Sector Weighting: 


Market Weight 
12-18 mo. Price Target $35.00 


ALA-TSX (7/26/12) $30.58 


  Key Indices:  None 


3-5-Yr. EPS Gr. Rate (E) NM 


52-week Range $21.25-$32.67 
Shares Outstanding 103.7M 


Float 103.7M Shrs 


Avg. Daily  Trading Vol.  267,000 
Market Capitalization $3,171.6M  


Div idend/Div Yield $1.38 /  4.5% 


Fiscal Year Ends  December 
Book Value $17.77 per Shr 


2012  ROE (E) 10.5% 


Net Debt $1,494.2M  
Preferred $402.00M 


Common Equity  $1,600.1M  


Convertible Available No 
      
Earnings per Share Prev Current 


2012 $1.26E $1.46E  
2013 $1.40E $1.40E  


2014 $1.49E $1.51E  


P/E 
2012 24.3x 20.9x 
2013 21.8x 21.8x 
2014 20.5x 20.3x 


      
      


EBITDA ($mln) 
2012 $371.1E  $385.8E  
2013 $513.8E  $516.9E  


2014 $548.5E  $553.0E  


EV/EBITDA 
2012 13.7x 13.2x 
2013 9.9x 9.8x 
2014 9.3x 9.2x 


   


Company Description 
AltaGas Ltd. is a balanced energy infrastructure 
company. It has gas field gathering and processing, 
NGL infrastructure, gas utility, and power generation 
operations throughout Canada. 
www.altagas.ca 



http://www.altagas.ca/
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AltaGas Ltd. Sector Outperformer
ALA - TSX 7/26/12 30.58$            David Noseworthy CFA, MBA, P.Eng


12- To 18- Month Price Target: $35.00 (416-956-6197)


Energy Infrastructure David.Noseworthy@cibc.ca


Sector Weighting: Market Weight


All figures in Canadian millions, except per share data. 


Price Target Calculation 12 Month 18 Month Company Profile


CIBC 12 Month Expected Dividend 1.45                   2.56                   


Target Yield 4.25% 4.25%


CIBC 2H/13E & 1H/14E EBITDA 527 527


Target Multiple (EV/EBITDA) 13.5x 13.5x Investment Thesis


CIBC Price Target $35.00 $35.00 0.14453891


Implied Total Return 19.2% 22.8%


Market Data Volumes 


Share Price $30.58 Net Debt (inc. convertible debt) 1,494 2009 2010 2011


Shares Outstanding (1) 104 Preferred Shares 402 Extraction Volumes bbls/d 40,067 38,106 41,081 


Market Capitalization 3,172 NCI 8 FG&P (Gross Throughput) Mmcf/d 453 423 390 


NTM Dividend $1.45 Enterprise Value 5,076 Energy Services GJ/d 354,513 386,004 369,799 


Curent Dividend Annualized $1.38 Power Sold MW/h 2,726 2,854 3,001 


Current Yield 4.5%


Trading Multiples (2) 2011A 2012E 2013E 2014E EBITDA Breakdown by Cash Flow


EV/EBITDA 19.6x 13.2x 9.8x 9.2x


P/E 31.2x 20.9x 21.8x 20.3x


P/FFO 12.5x 11.0x 8.6x 8.1x


P/Book Value 1.9x 1.5x 1.6x 1.6x


Energy Infrastructure Sector Average


EV/EBITDA 23.1x 19.3x 14.0x 11.9x


Per Share Data 2011A 2012E 2013E 2014E


Dividend Per Share (A) $1.33 $1.39 $1.52 1.69                   


Funds From Operation Per Share 2.45                   2.77                   3.57                   3.78                   


AFFO Per Share $2.30 $2.60 $3.39 3.60                   


Payout Ratio  (A/B) 57% 56% 45% 47%


Earnings Per Share $0.98 $1.46 $1.40 $1.51


Book Value Per Share 16.22                 20.76                 19.09                 19.20                 


Shares Outstanding, Closing 89 105 106 108 EBITDA By Segment Excluding Corporate ($ mlns)


EBITDA 2011A 2012E 2013E 2014E


Gas EBITDA 162 178 263 261


Utilities EBITDA 39 117 193 199


Power EBITDA 102 100 100 133


Corporate EBITDA (45) (10) (40) (40)


Total EBITDA 259 386 517 553


EBITDA Margin (Net Revenue) 48% 54% 50% 50%


Net Revenue 535 719 1,040 1,105


Net Income 84 138 148 162


Return On Equity 6.2% 10.5% 9.2% 9.7%


Debt Metrics 2011A 2012E 2013E 2014E


Net Debt / TTM EBITDA 5.1x 7.5x 5.8x 5.3x


Total Debt / Total Capital 49% 59% 60% 59%


EBITDA/ Interest Expense 4.9x 5.8x 5.0x 4.9x Major Sources, Uses of Cash


Capital Structure 2011A 2012E 2013E 2014E


Cash & Cash Equivalents 4 (1) (1) (1)


Working Capital (202) (44) (46) (47)


Total Assets 3,542 5,166 5,373 5,447


Total Debt (incl. Current) 1,324 2,885 2,981 2,950


Long Term Debt (ex. Convertibles) 1,201 2,885 2,981 2,950


Preferred Shares 200 403 402 400


Convertible Debentures 0 0 0 0


Shareholders Equity 1,163 1,578 1,616 1,657


Total Capital 2,766 4,910 5,044 5,054


Commodity + FX Price Deck 2011A 2012E 2013E 2014E


WTI Oil (USD/bbl) $95.07 $90.29 $85.00 $85.00


Nymex Gas (USD/mmBtu) $4.38 $2.68 $3.75 $4.50


CAD NGL (CAD/bbl) $40.62 $32.09 $30.75 $28.75


Average Alberta Power (CAD/MWh) 76.17                 $57.54 $65.00 $65.00


USD/CAD Exchange $0.99 1.01                   1.01                   1.00                   


(1) Includes 13.9 million subscription receipts issued February 22, 2012


(2) Assuming closing of SEMCO acquisition.


(3) CAD NGL includes Q1 and Q2 actual; WTI Oil includes H1/2012 actual.


AltaGas Ltd. is an energy infrastructure company with gas field gathering and processing, NGL 


infrastructure, gas utility and power generation operations throughout Canada.


We recommend AltaGas Ltd. as a unique investment opportunity among the energy infrastructure 


players with an attractive mix of gas infrastructure, power infrastructure, and utility assets. We like 


AltaGas' balanced growth, improving risk profile, and yield upside potential.
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Source:   Company reports and CIB C World Markets Inc.
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Outlook 


Sufficient liquidity for the remainder of 2012 – We model AltaGas has 


sufficient liquidity to fund its planned $1.4B in growth capital and acquisition 


related expenditures in H2/12. As at June 30, 2012, AltaGas has $2.4M of cash 


on hand and $1,122M available under its credit facilities. Furthermore, we 


estimate AltaGas will generate $73M of free cash flow and $21M of DRIP 


proceeds in H2/12. Finally, with the close of the SEMCO acquisition, AltaGas will 


receive about $400M from it subscription receipt offering for a total available 


liquidity of about $1.6B. We expect AltaGas to refinance its short term 


borrowings with medium term notes in the later half of 2012 or early 2013. 


High Extraction Premiums Locked-in – AltaGas realized NGL margins of 


$27.64/bbl versus our estimate of $34.91/bbl. The difference between AltaGas’ 


realized NGL margin and our estimate can be attributed to two factors. First, we 


calculate AltaGas paid an average extraction premium of $6.15/bbl (see Exhibit 


1). Second, AltaGas’ “hedged price” of $35/bbl assumes a $10/bbl basis 


differential between the Edmonton market where AltaGas sells its NGLs and 


Mont Belvieu where AltaGas hedges its NGL exposure. In the quarter this 


differential averaged about $13/bbl. The wider differential negatively impacted 


AltaGas’ realized average NGL margin. We calculate the impact of the wider-


than-expected basis differential was $0.81/bbl. We expect the differential 


between Edmonton and Mont Belvieu to return to historical norms in H2/13 after 


the completion of several NGL pipelines increasing the capacity between North 


America’s major NGL hubs. 


Looking forward, we expect AltaGas to continue to pay average extraction 


premiums of about $6/bbl until this November. AltaGas contracts all of its gas 


supply for its NGL extraction facilities for the year during the gas contracting 


season that goes from November - October. Last November NGL prices and 


extraction premiums were high and AltaGas has essentially locked in these 


higher than current extraction premiums. Should the current lower NGL margin 


environment persist, we would expect AltaGas to recontract gas supply with 


lower extraction premiums this November. As such we have increased our 


Extraction & Transmission operating expense for the remainder of 2012, but left 


our 2013 and 2014 estimates unchanged. Extraction premiums are the fee 


straddle plant operators pay natural gas shippers for the right to extract the 


NGLs entrained in the natural gas passing by the straddle plant. 


Exhibit 1. NGL Margin and Extraction Premium Analysis 


Spot NGL Margin Before Extraction Premiums 20% @ $33.00 a


Hedged NGL Margin Before Extraction Premiums 80% @ $35.00 b


Realized NGL Margin Before Extraction Premiums $34.60 c = 0.2*a + 0.8*b


Spot NGL Margin Before Extraction Premiums $33.00 d


Spot NGL Margin After Extraction Premiums and Other Costs $26.85 e


Implied Average Extraction Premiums $6.15 f = d - e


Realized NGL Margin Before Extraction Premiums $34.60 g = c


Realized NGL Margin After Extraction Premiums $27.64 h


Implied Average Extraction Premiums $6.96 i = g - h


The difference 


between these 


values is related to 


the basis differential 


between Edmonton 


and Mont Belvieu 


beyond the 


assumed $10/bbl
 


Source:   Company reports and CIB C World Markets Inc.  


Sundance A decision negative for Alberta power prices – On July 22, the 


independent arbitration panel mediating the TransAlta/TransCanada/Alberta 


Power Pool dispute regarding the unexpected shut-down of the 560 MW 
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Sundance A generation station released its decision. Under this decision 


Sundance A is intended to come back into service by fall 2013. In our view, 


restart of Sundance A is negative for Alberta power prices as this station should 


increase available reserve margins and help deconstrain the market. As a 


consequence of this decision, we have reduced our 2014 Alberta power price 


$5/MWh to $65/MWh. See Exhibit 2 for historical and forecast Alberta power 


prices. 


New build costs should support Alberta power prices - Our $65/MWh 


Alberta forecast is further supported by the long-term required price to justify 


constructing incremental generation capacity. Based on the cost to construct a 


typical cogeneration facility in Alberta and an assumed 15% IRR hurdle rate for 


a commodity-exposed merchant power plant, we estimate power prices need to 


stay above $65/MWh should AECO natural gas prices go above $2.50/GJ (see 


Exhibit 3).


 


Exhibit 2. Alberta Power Prices 


Alberta Quarterly Average Power Prices vs. AECO Spot Prices
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Annual Forecast


Q3/12E: 


$65/MWh


Q4/12E: 


$65/MWh


2013E: 


$65/MWh


2014E: 


$65/MWh


AECO Spot Prices


Alberta Power Prices:


Q2/11 Avg = $51.90/MWh


Q2/12 Avg = $40.05/MWh


Q3/12TD Avg = $70.30/MWh


Spot = $9.02/MWh


Quarterly average natural 


gas prices have fallen 


51% between Q2/12 and 


Q2/11


Quarterly Average Historical


 


Source:   Bloomberg and CIB C World Mark ets Inc.
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Exhibit 3. Long Term Power Price Required To Justify Building New Natural Gas Cogen Facilities  
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Recommendation 


We maintain our Sector Outperformer rating on AltaGas with a 19.2% 


12-month total return, including dividends. We recommend AltaGas Ltd. as 


a unique investment opportunity among the energy infrastructure players with 


an attractive mix of gas infrastructure, power infrastructure, and utility assets. 


We like AltaGas’ balanced growth, improving risk profile, and yield upside 


potential. We  believe AltaGas’ largely economic insensitive growth projects are 


particularly attractive in today’s uncertain market environment. 
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Q2/12 Highlights 
 


Exhibit 4. Q2/12 EBITDA by Segment ($M) 
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Source:   Company reports and CIB C World Markets Inc.  


Gas segment EBITDA decreased 13% y/y – Q2/12 EBITDA decreased $6M 


to $34M (see Exhibit 4) primarily due to lower realized NGL margins, lower 


ethane extraction volumes because of down stream plant outages, and lower 


FG&P throughput volumes from shut-ins related to low natural gas prices. 


Realized NGL margins (including hedges) decreased 25% y/y to $27.64/bbl 


compared with 35% y/y lower spot NGL margins of $26.85/bbl. Extraction and 


transmission volumes decreased 11% to 34,547 bbls/d, while FG&P throughput 


decreased 10% to 351 mmcf/d. 


Power segment EBITDA decreased 15% y/y – Alberta power output 


increased 10% y/y to 802 GWh in Q2/12 as AltaGas benefit from the start up of 


its 15 MW Harmattan cogeneration plant in Q2/12. AltaGas realized 9% lower 


average power prices (including hedges) of $58.54/MWh compared with 23% 


lower Alberta spot power prices of $40/MWh. 
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Utilities segment EBITDA increased 14% y/y – Q2/12 EBITDA increased 


$1M to $9M largely due to the Q4/11 acquisition of Pacific Northern Gas Ltd. and 


rate base growth at its AUI and Heritage Gas utility businesses. 


Positive Harmattan co-stream project appeal decision – On July 19, 


AltaGas announced the Alberta Court of Appeal decision dismissing a third 


party’s (Inter Pipeline Fund) appeal of the ERCB decision approving its 


Harmattan co-stream project. While this is positive, it was largely expected. 


AltaGas has been constructing the $180 million Harmattan co-stream project 


throughout this appeal process and plans to place it in service in Q3/12. AltaGas 


guides to $30 million annualized EBITDA from the Harmattan project.  


LNG Partners extends its option for natural gas transportation – On July 


9, AltaGas announced LNG Partners, LLC (LNGP) paid a $1M non-refundable fee 


for a six month extension to LNGP ’s exclusive option for firm capacity transport 


of 80 Mmcf/d of natural gas from Northeast British Columbia to Kitimat, British 


Columbia. LNGP is the owner of the proposed 250 mmcf/d BC LNG liquid natural 


gas plant. The term of the Transportation Service Agreement (TSA) has been 


extended to 30 years. Previously the TSA had a two- to five-year primary term 


with a right to renew for three additional five-year terms for a maximum 


duration of 25 years. The option must be exercised on or before December 31, 


2012. The start date for LNG service has been extended to March 31, 2015 from 


January 1, 2015 previously. The $1M payment will benefit Pacific Northern Gas’ 


(PNG) utility customers by lowering current utility rates. 


LNGP to fund costs of a feasibility study for expanding PNG’s system – 


On July 9, AltaGas announced that LNGP would fund a feasibility study to 


expand the PNG western transmission system to provide an additional 170 to 


195 mmcf/d of firm transport capacity. The capacity expansion would allow 


LNGP to utilize 100% of its 250 mmcf/d licensed LNG capacity. LNGP’s proposed 


BC LNG plant is expected to be built in two phases. Phase 1 is 125 mmcf/d and 


expected to be completed by Q4/13. Phase II is 125 mmcf/d and is expected to 


be operations between 2016 – 2018. 


Gilby gas plant acquisition represents more low risk growth – On June 


18, AltaGas announced a $20M FG&P plant acquisition and associated $100M 


pipeline project. AltaGas entered into an agreement with private oil and gas 


producer, Quatro Resources Inc., for 50% of its midstream assets, which include 


an 87% interest in the 75 mmcf/d shallow-cut Gilby Gas plant. The acquisition is 


expected to close in Q3/12. Connected with the acquisition AltaGas intends to 


construct a 70-km natural gas pipeline from the Gilby Gas Plant to its deep-cut 


Joffre straddle plant for $100M. Producers have committed to volumes for the 


both the pipeline and JEEP under long-term fee-for-service contracts, 


contributing to AltaGas’ growth in low risk cash flow. The pipeline is expected to 


be in-service by late 2012. We estimate these projects will generate $15M to 


$17M of incremental EBITDA in 2013. 


Preferred share offering reduces need for equity – On June 5, AltaGas 


closed its US$200M share bought deal of 4.4% 5-year rate reset preferred 


shares. We expect the US dollar denominated proceeds to fund its SEMCO 


acquisition, which is anticipated to close August 30, 2012. The preferred share 


issuance substitutes for our previous assumption of a $225M common equity 


issuance in late 2012. 


Revised Estimates 
Our 2012E AFFOPS has decreased by $0.06 to $2.60 due to lower-than-


expected Q2 results, higher extraction premiums, and lower FG&P throughput 
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volumes partially offset by increased power hedges at above assumed spot 


market prices (see Exhibit 5). 


Our 2013E AFFOPS has increased by $0.03 to $3.39 due to the newly disclosed 


Farmington pipelines growth project, partially offset by lower assumed FG&P 


throughput volumes. 


Our 2014E AFFOPS has increased by $0.04 to $3.60 primarily due to the 


Farmington pipelines. 


 


Exhibit 5. Cash Flow Estimates 


2012E 2013E 2014E


(C$ millions; unless otherwise stated) Current Previous Current Previous Current Previous


Funds from Operation $287 $287 $396 $392 $424 $419


Add (Less):


Maintenance Capital -$12 -$12 -$16 -$16 -$16 -$16


Mandatory Debt Repayment -$3 -$3 -$3 -$3 -$4 -$4


Preferred Dividends -$15 -$13 -$19 -$19 -$19 -$19


Other -$1 $0 $0 $0 $0 $0


Adjusted Cash Flow (B) $256 $259 $358 $355 $386 $380


FFOPS ($/share) $2.77 $2.83 $3.57 $3.54 3.78         $3.74


AFFOPS ($/share) $2.60 $2.66 $3.39 $3.36 3.60         $3.56


Dividends paid (A) $142 $142 $160 $160 $181 $181


DPS ($/share) $1.39 $1.39 $1.52 $1.52 1.69         $1.69


Payout Ratio (A/B) 56% 55% 45% 45% 47% 48%


Earnings (C) $140 $121 $148 $147 $162 $159


EPS ($/share) $1.46 $1.26 $1.40 $1.40 $1.51 $1.49


Earnings Payout Ratio (A/C) 95% 110% 108% 109% 112% 113%


Avg Shares Outstanding  F.D. (M shares) 96 96 106 106 107 107  


Source:   Company reports and CIB C World Markets Inc.  


 


Price Target Calculation 
Our unchanged 12-to-18 month price target of $35 is based on a combination of 


13.5x EV/EBITDA using our H2/13E & H`/14E EBITDA and a 4.25% target yield.  


Key Risks To Price Target 


Access To Capital And Financing Risks 


AltaGas is involved in capital-intensive businesses and, as such, AltaGas’ 


operations rely on sufficient access to capital and affordable borrowing rates. 


Insufficient access to a reasonable cost of capital would ultimately limit AltaGas’ 


ability to grow. Additionally, when financing operations through debt, AltaGas 


faces risks from increases in interest rates on new or variable-rate debt. 


Customary covenants and financial tests associated with those debts may also 


constrain AltaGas’ finances in any moment. 


AltaGas mitigates its capital and financial risks by careful management of its 


financial leverage, targeting a debt to total capitalization of 50% to 55%. Also, 


AltaGas aims to maintain 70%–75% of liabilities in fixed-rate funds to limit the 


impact of interest rate movement on its debt servicing costs. 
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Commodity Price Risk 


Changes in commodity prices of AltaGas’ inputs and outputs can impact the 


company’s financial standing in a number of ways. AltaGas’ NGL Extraction 


business is exposed to differentials between natural gas prices and NGL product 


prices. Narrowing of these differentials would squeeze NGL margins and 


negatively impact cash flows. Despite this effect, higher natural gas prices may 


also result in increased natural gas production and higher throughputs, 


increasing cash flows in AltaGas’ Field Gathering and Processing (FG&P), NGL 


Extraction, and Transmission businesses. 


AltaGas’ Power Segment is exposed to spot Alberta power prices through its 


Sundance B PPA. Alberta power prices are largely a function of natural gas 


prices, except during capacity constrained periods or periods of high wind power 


production. The Sundance B power plant, however, is coal-fired and pays only 


the cost of extraction plus a small return to obtain coal from an adjacent mine. 


Therefore, higher natural gas prices that lead to higher Alberta power prices are 


generally beneficial to AltaGas’ cash flows in the Power Segment. To mitigate 


risks from commodity price volatility, AltaGas manages its exposure through 


power, NGL, and natural gas hedges. Furthermore, AltaGas benefits from the 


naturally offsetting operational hedges described above.  


Legislation And Regulatory Risk 


Changes in applicable legislation or other regulations could restrict AltaGas’ 


business activities or impose higher costs on AltaGas. For example, if  


agreements cannot be reached with producers, pipelines and facilities are 


subject to common carrier and common processor applications and possible rate 


setting by regulatory authorities. 


AltaGas may also face changes in environmental legislation at the local, 


provincial, territorial or federal levels. Though current legislation is not 


burdensome, stricter environmental laws, regulations, or enforcement practices, 


and potential claims for damages against the company could impose significant 


new costs going forward. In January 2010, Environment Canada listed a new 


target of a 17% reduction in greenhouse gas (GHG) emissions from 2005 levels 


by 2020, but has not enacted any legislation. Recently, the federal government 


has signaled that incoming regulations to reduce emissions from coal-fired 


power plants would provide flexibility in how companies achieve reductions, 


instead of imposing plant-by-plant requirements, and would leave considerable 


authority with the provincial governments. 


In 2007, Alberta passed the Climate and Emissions Management Amendment 


Act, mandating emission reductions for large emitter facilities. Only the  


Harmattan Complex qualified as a large emitter; however, since it is currently 


operating below the target intensity, it will face no penalties and will qualify for 


credits. In 2006, Alberta passed its Environmental Protection and Enhancement 


Act, regulating mercury emissions from coal-fired power plants. TransAlta, the 


owner of the Sundance generating station, has implemented technologies to 


achieve the necessary reductions. 


Counterparties And Credit Risk 


AltaGas also faces risks related to its reliance on other significant parties, 


particularly the risk of counterparties failing to fulfill agreements. In this 


eventuality, AltaGas’ revenues could be negatively impacted, and AltaGas’ ability 


to fulfill other commitments could be limited. 
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To mitigate the risk of counterparties failing to honor contracts, AltaGas 


performs continuous review of counterparty credit, adheres to credit thresholds 


based on conservative credit metrics, and spreads risk across many, diverse 


customers and suppliers, most of whom have investment-grade credit ratings. 


Separately, AltaGas is partially liable for soil contamination damages caused by 


past activities at the Harmattan Complex. Depending on the extent of these 


damages, AltaGas may face significant new costs in the future. AltaGas has 


already negotiated an agreement with the relevant counterparties at the 


Harmattan Complex, largely reducing potential liability. 


Execution Risks 


Plans for future development, construction, and operation of AltaGas facilities 


are vulnerable to changes in the cost of construction, construction delays, and 


competition in the industry. These changes create uncertainties when planning 


future activities. AltaGas offsets these uncertainties with contractual tools, such 


as arrangements to recover cost overruns from customers or to establish fixed-


price quotes from contractors where appropriate. AltaGas also follows a 


structured project governance process to ensure smooth implementation. 
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Our EPS estimates are shown below: 


 


 1 Qtr. 2 Qtr. 3 Qtr. 4 Qtr. Yearly 


2012 Prior $0.45A $0.09E $0.17E $0.52E $1.26E 


2012 Current $0.45A $0.02A $0.16E $0.53E $1.46E 


2013 Prior -- -- -- -- $1.40E 


2013 Current -- -- -- -- $1.40E 


2014 Prior -- -- -- -- $1.49E 


2014 Current -- -- -- -- $1.51E 


      


 


Our EBITDA ($mln) estimates are shown below: 


 


 1 Qtr. 2 Qtr. 3 Qtr. 4 Qtr. Yearly 


2012 Prior $93.6A $59.4E $70.9E $147.2E $371.1E 


2012 Current $93.6A $73.2A $70.4E $146.5E $385.8E 


2013 Prior -- -- -- -- $513.8E 


2013 Current -- -- -- -- $516.9E 


2014 Prior -- -- -- -- $548.5E 


2014 Current -- -- -- -- $553.0E 
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AltaGas Ltd. - ALA $30.57 March 5, 2012
Year end Dec 31, 2010a 2011e 2012e 2013e


OPERATIONAL RESULTS
Extraction NGL & Ethane mbbl/d 38,107          40,319          43,761          51,308          
Processing Throughput mmcf/d 422               393               403               470               
Power Volumes Sold GWh 2,854            2,985            3,045            3,065            
Source: FirstEnergy Capital Corp. and Company Reports


SEGMENTED FUNDS FROM OPERATIONS
Gas Business -$mm 157.8            157.9            178.8            214.6            
Power Business -$mm 91.8              105.7            94.4              96.2              
Utilities Business -$mm 36.8              46.9              132.0            235.4            
Corporate Costs -$mm (86.4)             (95.5)             (89.9)             (98.9)             
Total -$mm 200.0            214.9            315.3            447.3            


Financials
Revenue - $mm $1,355 $1,536 $1,753 $2,629
EBITDA - $mm $240 $245 $339 $459
Consensus EBITDA $267 $363
Cash Flow - $mm $195 $219 $255 $343
Net Capital Investments - $mm $162 $660 $1,631 $369


Earnings - $mm $97 $85 $124 $182
Cash Distributions - $mm $142 $112 $131 $151
Cash Use/Cash Flow - Diluted 155.8% 352.5% 691.3% 152.0%


Distributable Cash Per Share - Basic $2.20 $2.32 $3.07 $4.03
Dividends per Share - Basic $1.74 $1.33 $1.38 $1.44
Payout Ratio 79.0% 57.2% 45.0% 35.7%


Net Debt (Inc. Debentures) - $mm $913 $1,372 $2,481 $2,615
Entry Net Debt / Cash Flow 5.2x 4.2x 5.4x 4.0x


CFPS - Basic $2.36 $2.53 $2.69 $3.26
CFPS - Diluted $2.35 $2.39 $2.46 $3.22
Consensus CFPS $2.53 $2.86
EPS - Diluted $1.19 $0.94 $1.20 $1.71
Consensus EPS $1.04 $1.32 $1.58


Performance
Cash Flow Growth per Share 1.7% 3.1% 30.8%
Earnings Growth per Share -21.1% 28.1% 42.2%
Dividend Growth per Share -23.9% 4.2% 4.3%
ROE 6.3% 7.0% 9.9%
ROACE 6.3% 6.8% 7.9%


Capital Structure
Basic Shares - mm 81.5 84.3 95.0 105.1
Options - mm 0.4 5.2 9.9 1.2
Shares - Diluted - mm 81.9 89.6 104.9 106.3


Market Cap. - $mm $2,503 $2,738 $3,206 $3,249
Enterprise Value - $mm $3,416 $4,110 $5,687 $5,864
Debt to Total Capitalization 27% 33% 44% 45%


Pricing
Alberta Power Price - $/MWh $50.91 $75.25 $67.50 $71.98
NYMEX - US$/mmbtu $4.39 $4.07 $3.75 $4.50
Exchange Rate - USD/CAD $0.97 $1.01 $1.00 $1.02


Valuation
Closing Price $30.57 $30.57 $30.57 $30.57
Dividend Yield 5.7% 4.3% 4.5% 4.7%
Net Asset Value (AT 8%) $33.92
Price / NAV 0.9x
Price/Earnings - Diluted 25.7x 32.6x 25.4x 17.9x
Target P/E Ratio 28.6x 36.2x 28.3x 19.9x
Target P/BV Ratio 2.3x 2.2x 2.0x 2.0x


Price/Distributable Cash Flow - Basic 13.9x 13.2x 10.0x 7.6x
Target Price/Dist. Cash Flow Ratio 15.4x 14.7x 11.1x 8.4x


EV / EBITDA 14.2x 16.8x 16.8x 12.8x
Target EV/EBITDA 15.4x 17.3x 16.9x 13.5x


Note:  Net asset value is after-tax (2011) and is based on an 8% discount rate.
Source:  FirstEnergy Capital Corp. and Company Reports
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Opinion: MARKET PERFORM
12 MONTH TARGET PRICE CHANGE:


$32.00 to $34.00


Summary
 � The purchase of natural gas utility holding company 


SEMCO for US$1.135 billion transforms AltaGas from 
being primarily a gas processor comparable to Ke-
yera to being a hybrid utility/power producer more 
comparable to Emera (EMA-T) or Fortis (FTS-T), and 
one that may continue to bid on smaller (<$2 billion) 
utilities in North America after swallowing up three 
utilities in six months (SEMCO Michigan, SEMCO 
Alaska, and the $230 mm purchase of Pacific Northern 
Gas in Q4’11).  With the deal in place, the utility divi-
sion will be the single largest contributor to EBITDA 
and the largest component of PP&E until the Forrest 
Kerr (195 MW) hydroelectric project comes on in 2014.  
At that point, all three segments will be roughly bal-
anced in contribution (see chart on page 3).  Therefore, 
this acquisition changes the fundamental nature of 
AltaGas.  Benefits include a more stable and diversi-
fied set of assets; on the negative side, AltaGas is more 
exposed to regulatory risk, although we believe the 
risk is minimal. 


 � AltaGas expects the purchase to close in the third 
quarter of 2012.  In our model, it closes on October 1, 
2012.


Impact
 � The SEMCO assets earned annualized 2011e EBITDA 


of ~US$100 mm in 2010, making the purchase price 
roughly 11.3x trailing EBITDA; however, this trailing 
EBITDA does not include the impact of the US$100 
mm CINGSA gas storage asset (on stream Q2 2012).


 � With the acquisition, we anticipate that FY2013 (the 
first full year of the acquisition) EBITDA will increase 
by $126 mm (AltaGas guidance $130 mm), and FY2013 
EPS will increase 11% from $1.55 to $1.71.  The EV-
to-2013 EBITDA ratio for the transaction is therefore 
9.0x.


Financing of the Deal
 � The deal should cost ~US$780 mm in cash to close, 


according to the Company.  To pay for the deal, Al-
taGas issued 12.1 mm subscription receipts at $29.00 
per receipt; we anticipate the sellers will take up the 
remaining 15% overallotment for a total of 13.9 mm 



http://firstenergy.com/research/documents/FACTS-C-ALA-2012-03-02.pdf
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receipts for a net $383 mm.  The receipts will convert 
to shares when the deal closes.  We also assume that 
AltaGas will issue $150 mm in 4.4% preferred shares 
in the third quarter, with the remaining ~US$250 
mm of the purchase price coming from debt, in-
cluding a new US$300 mm credit facility.  SEMCO 
already has US$353 mm in debt, including US$300 
mm in 5.15% bonds which mature April 2020, a 
US$75 mm secured loan related to CINGSA (65% 
net to SEMCO), plus US$5 mm in notes.


Target Price and Ranking
 � Our DCF-NAV (8%, Atax) increases by 10% from 


$31.99 to $33.92 and we have therefore increased 
our 12-month target price from $32.00 to $34.00 per 
share.  Our ranking increases from Market Perform 
to Outperform.


Outlook
 � AltaGas is scheduled to report Q4’11 and FY 2011 


earnings after market close on Wednesday, March 
7, 2012.  We expect Q4’11 EPS of $0.30 (consensus 
$0.29).


 � We expect AltaGas could continue to purchase 
smaller regulated utility companies in North Amer-
ica, continuing a trend of Canadian companies buy-
ing U.S. utilities that includes Fortis’s purchase of 
CH Energy Group for US$1.5 billion and Valener’s 
$700 mm 2011 purchase of Central Vermont Public 
Service (note: neither purchase has closed).


Asset Description
 � SEMCO comes in two parts: two gas distribu-


tion utilities, one in the Cook Inlet region of 
Alaska, the other in several regions of Michigan 
(see map).  Each utility has an associated regu-
lated gas storage asset.  SEMCO Alaska in-
cludes a 65% interest in the CINGSA asset and 
SEMCO Michigan includes a 50% interest in the 
Eaton Rapids Gas Storage System (ERGSS).  


 � Each of these assets earns a regulated return, 
where earnings are dependent on the net 
investment, or rate base, and costs are passed 
through to customers. These utility assets earn a 
majority of income in the first and fourth quar-
ters, when gas is delivered to customers.


 � The Alaska asset has a regulated ROE of 12.55% 
on a US$300 mm rate base (51.4% equity), and 
the Michigan utility has a ROE of 10.35% on a 
US$425 mm rate base (50% equity).


 � SEMCO Michigan will be AltaGas Utilities’s largest 
asset by rate base.


Source:  FirstEnergy Capital Corp., AltaGas Ltd.
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Data Sources: FirstEnergy Capital Corp., Company Reports 


Note: Segment Funds From Operations 
is roughly evenly divided between Gas, 
Power and Utilities once Forrest Kerr 
Hydroelectric comes online in mid-2014. 
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AltaGas: FirstEnergy Estimates & Percent Change from Previous Estimates
2011e 2012e 2013e 2014e 2015e


OPERATIONAL ESTIMATES % Chg % Chg % Chg % Chg % Chg


Extraction NGL & Ethane mbbl/d 40,319     43,761     51,308     51,988     51,973     


Processing Throughput mmcf/d 393.3       402.9       469.8       469.8       469.8       


Power Volumes Sold GWh 2,985       3,045       3,065       3,305  4,036  


FINANCIAL ESTIMATES
Gas Business FFO $mm 157.9  178.8  214.6  214.0  214.1  


Power Business FFO $mm 105.7 1% 94.4 1% 96.2 -4% 137.3 1% 234.3  


Utilities Business FFO $mm 46.9  132.0 39% 235.4 196% 243.3 189% 250.6 184%


EBITDA $mm 244.9 1% 338.7 8% 459.1 35% 507.0 34% 611.0
Earnings per Share $/share $0.94  $1.20 -12% $1.71 11% $1.95 12% $2.64 4%


Cash Flow per Share $/share $2.39  $2.46 -8% $3.22 11% $3.56 12% $4.38 5%


Dividend per Share $/share $1.33  $1.38  $1.44  $1.44  $1.44  


Dividend Yield 4.33%  4.51%  4.71%  4.71%  4.71%  


Net Asset Value (AT 8%) $33.92 6%


Target Price/Earnings x 36.21 6% 28.27 21% 19.89 -4% 17.46 -5% 12.88 3%


Source: FirstEnergy Capital Corp.
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AltaGas: Utility Rate Base History and Projections 
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Data Sources: FirstEnergy Capital Corp., Company Reports 


Note: the rate base shown 
here is for 100% of Heritage 
Gas.  AltaGas and 
predecessor AltaGas Utility 
Group owned 24.9% of 
Heritage Gas until November 
2009. 
 
AltaGas's Michigan utility will 
be the largest single utility of 
the five owned by the 
Company. 
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Utilities assets have a high 
seasonal variation in 
EBITDA as revenue is 
primarily recorded in the 
winter months. 
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Quarterly Information 2010a 2011e 2012e 2013e


EBITDA Q1 66.2 70.5 76.9 140.1
$mm Q2 62.8 49.2 89.6 103.4


Q3 43.0 50.1 60.6 83.6
Q4 67.9 75.1 111.6 132.0


Total 239.9 244.9 338.7 459.1


Cash Flow Per Share (Diluted) Q1 $0.46 $0.43 $0.67 $1.04
$/share Q2 $0.43 $0.60 $0.81 $0.71


Q3 $0.86 $0.77 $0.40 $0.53
Q4 $0.61 $0.59 $0.58 $0.94


Total $2.35 $2.39 $2.46 $3.22


Reported EPS (Diluted) Q1 $0.45 $0.32 $0.37 $0.65
$/share Q2 $0.35 $0.20 $0.49 $0.34


Q3 $0.07 $0.12 $0.05 $0.18
Q4 $0.32 $0.30 $0.30 $0.54


Total $1.19 $0.94 $1.20 $1.71


Dividend/Share Q1 $0.54 $0.33 $0.35 $0.36
$/share Q2 $0.54 $0.33 $0.35 $0.36


Q3 $0.33 $0.33 $0.35 $0.36
Q4 $0.33 $0.34 $0.35 $0.36


Total $1.74 $1.33 $1.38 $1.44
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Regulatory Disclosures and our policy on the dissemination of research can be found at 
http://firstenergy.com/research/regulatory.php


Opinion: MARKET PERFORM
12 MONTH TARGET PRICE: $34.00


Ranking System 
FirstEnergy’s rating system reflects our outlook for expected performance of an issuer’s 
equity securities relative to its peer group over the next 12 months. 


A Top Pick (Buy) rating represents a security expected to provide a return materially 
higher than the peer group average. 


An Outperform (Buy) rating represents a security expected to provide a return greater 
than the peer group average. 


A Market Perform (Hold) rating represents a security expected to provide a return in 
line with the peer group average. 


An Underperform (Sell) rating represents a security expected to provide a return less 
than the peer group average. 


A Speculative Buy (Buy) rating represents a security where the return potential is high, 
but the risk of a significant loss is material. 


A Tender (X) represents a security where investors are guided to tender to the terms of 


the takeover offer.


RATING SYSTEM: T = Top Pick (Buy); O = Outperform (Buy); M = Market Perform (Hold); U = Underperform (Sell); SB = Speculative Buy (Buy);
R = Under Review;  * = Restricted; As of April 15, 2009 X = Tender; NR = Not Rated
Source:  FirstEnergy Capital Corp. & Bloomberg
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Ranking 
Distribution


% Investment 
Banking Clients


Top Picks 9% 5%
Outperforms 44% 20%
Market Performs 26% 6%
Underperforms 5% 1%
Speculative Buys 9% 5%
Under Review 1% 0%
Restricted Companies 3% 3%
Tenders 3% 1%
Not Rated 0% 0%
Total 100%
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4. Does FirstEnergy beneficially own more than 1% of any class of common equity of the issuer? N


5. Does FirstEnergy or the analyst have any actual material conflicts of interest with the issuer? N
Explanation:
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Ranking System
FirstEnergy’s rating system reflects our outlook for expected 
performance of an issuer’s equity securities relative to its peer 
group over the next 12 months.


 A Top Pick  (Buy) rating represents a security expected to provide
a return materially higher than the peer  group average.


 An Outperform  (Buy) rating represents a security expected to provide
a return greater than the peer group average.


 A Market Perform  (Hold) rating represents a security expected
to provide a return in line with the peer group average.


 An Underperform  (Sell) rating represents a security expected
to provide a return less than the peer group average.


 A Speculative Buy  (Buy) rating represents a security where the 
return potential is high, but the risk of a significant loss is  material.





Ranking % Investment
Distribution Banking Clients


Top Picks 9% 5%
Outperforms 44% 20%
Market Performs 26% 6%
Underperforms 5% 1%
Speculative Buys 9% 5%
Tenders 3% 1%
Not Rated 0% 0%
Under Review 1% 0%
Restricted Companies 3% 3%
Total 100%


Page 1 of 1Calgary Office:  1100, 311 - 6th Avenue SW Calgary, Alberta  T2P 3H2   Tel: 403.262.0600    -    London Office:  4th Floor, 85 London Wall, London, EC2M 7AD   Tel: +44.207.448.0200    -   www.firstenergy.com


The information contained herein is for information purposes only and is not to be construed as an offer or solicitation for the sale or purchase of securities. While the accuracy or completeness of the information contained in this document cannot be 
guaranteed by FirstEnergy Capital, it was obtained from sources believed to be reliable. FirstEnergy Capital and/or its officers, directors and employees may from time to time acquire, hold or sell positions in the securities mentioned herein as principal or 
agent.  FirstEnergy Capital (USA) Corp., a member of the Financial Industry Regulatory Authority, is a wholly owned subsidiary of FirstEnergy Capital Holdings Corp. and operates as a Broker-Dealer in the United States.


Regulatory Disclosures and our policy on the dissemination of research can be found at 
http://firstenergy.com/research/regulatory.php


March 2012
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The author of this report further certifies that no part of his/her compensation was, is, or will be directly 
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FirstEnergy Capital Corp. may receive or intends to seek compensation for investment banking services 
from all issuers under research coverage within the next three months.
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The author of this reports further certifies that no part of his/her compensation was, is, or 
will be directly or indirectly related to the specific recommendations or views contained in 
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Year end Dec 31, 2011a 2012e 2013e 2014e


OPERATIONAL RESULTS
Extraction NGL & Ethane mbbl/d 41,081           43,761           51,308           51,988           
Processing Throughput mmcf/d 390                 403                 470                 470                 
Power Volumes Sold GWh 3,001              3,180              3,230              3,460              
Source: FirstEnergy Capital Corp. and Company Reports


SEGMENTED FUNDS FROM OPERATIONS
Gas Business -$mm 162.2              187.7              214.2              215.8              
Power Business -$mm 102.4              89.2                94.0                135.2              
Utilities Business -$mm 39.3                131.8              224.1              231.9              
Corporate Costs -$mm (86.8)              (92.9)              (106.3)            (111.1)            
Total -$mm 217.1              315.8              426.0              471.8              


Financials
Revenue - $mm $1,572 $1,461 $2,323 $2,755
EBITDA - $mm $267 $342 $452 $502
Consensus EBITDA $363
Cash Flow - $mm $220 $251 $332 $374
Net Capital Investments - $mm $585 $1,547 $369 $180


Earnings - $mm $84 $108 $166 $195
Cash Distributions - $mm $111 $129 $151 $153
Cash Use/Cash Flow - Diluted 316.1% 668.7% 156.9% 88.9%


Distributable Cash Per Share - Basic $2.35 $3.13 $3.83 $4.21
Dividends per Share - Basic $1.33 $1.38 $1.44 $1.44
Payout Ratio 56.3% 44.1% 37.6% 34.2%


Net Debt (Inc. Debentures) - $mm $1,403 $2,452 $2,596 $2,510
Entry Net Debt / Cash Flow 4.1x 5.6x 4.2x 3.7x


CFPS - Basic $2.49 $2.69 $3.16 $3.52
CFPS - Diluted $2.46 $2.62 $3.15 $3.50
Consensus CFPS $2.78
EPS - Diluted $0.98 $1.14 $1.57 $1.83
Consensus EPS $1.30 $1.60


Performance
Cash Flow Growth per Share 4.7% 6.6% 20.0% 11.4%
Earnings Growth per Share -17.5% 16.4% 37.4% 16.4%
Dividend Growth per Share -23.9% 4.2% 4.3% 0.0%
ROE 6.1% 6.2% 9.1% 10.3%
ROACE 6.2% 6.4% 7.2% 7.8%


Capital Structure
Basic Shares - mm 84.0 93.3 104.9 106.3
Options - mm 1.2 0.5 0.6 0.6
Shares - Diluted - mm 85.2 93.8 105.5 106.9


Market Cap. - $mm $2,687 $2,959 $3,326 $3,371
Enterprise Value - $mm $4,091 $5,411 $5,923 $5,880
Debt to Total Capitalization 34% 45% 44% 43%


Pricing
Alberta Power Price - $/MWh $76.18 $68.07 $70.73 $73.78
NYMEX - US$/mmbtu $4.03 $2.27 $3.38 $4.79
Exchange Rate - USD/CAD $1.01 $1.00 $1.02 $1.02


Valuation
Closing Price $31.54 $31.54 $31.54 $31.54
Dividend Yield 4.2% 4.4% 4.6% 4.6%
Net Asset Value (AT 8%) $34.79
Price / NAV 0.9x
Price/Earnings - Diluted 32.1x 27.6x 20.1x 17.2x
Target P/E Ratio 35.6x 30.6x 22.3x 19.1x
Target P/BV Ratio 2.2x 1.9x 2.0x 2.0x


Price/Distributable Cash Flow - Basic 13.4x 10.1x 8.2x 7.5x
Target Price/Dist. Cash Flow Ratio 14.9x 11.2x 9.1x 8.3x


EV / EBITDA 15.3x 15.8x 13.1x 11.7x
Target EV/EBITDA 16.2x 16.7x 13.9x 12.4x


Note:  Net asset value is after-tax (2011) and is based on an 8% discount rate.
Source:  FirstEnergy Capital Corp. and Company Reports


Analyst: Steven I. Paget, CFA
403-262-0662 • sipaget@firstenergy.com
Associate: Elaine C. Williams
403-262-0622 • ecwilliams@firstenergy.com
Calgary Office • 403-262-0600


Opinion: MARKET PERFORM
12 MONTH TARGET PRICE CHANGE:


$34.00 to $35.00


AltaGas Ltd. (ALA): Q4’11 EPS Beats Street


Summary 
 � While AltaGas's Q4’11 EPS of $0.34 was ahead of 


Street expectations, its Gordondale and Harmattan 
Gas Plant capital projects are suffering cost pressures.  
After adjusting for one-time items (a net removal of 
$0.2 mm), AltaGas reported net income of $29.7 mm 
(EPS of $0.34) versus FirstEnergy/Street Consensus 
EPS of $0.30. Actual EBITDA (before unrealized gains 
and PNG transaction costs) of $73.6 mm was near our 
forecasted $75.1 mm.


Q4 Results
 � Aforementioned total EBITDA for Q4’11 of $73.6 mm 


represented an ~8.4% increase from Q4’10 EBITDA of 
$70.1 mm. There were no real surprises in operating or 
financial results, and segmented EBITDA for Q4’11 is 
outlined below:


 � Gas: $45.4 mm (FCC $41.1 mm).
 � Power: $26.5 mm (FCC $29.8 mm).
 � Utilities: $10.2 mm (FCC $17.0 mm).
 � Corporate Loss:  $8.5 mm (FCC $12.8 mm loss).


Outlook
 � Our back-of-the-envelope 2012e EBITDA calculation: 


take 2011 EBITDA of $267 mm, add $25 mm for Pacific 
Northern Gas, add $40 mm for SEMCO in Q4 2012, 
and add ~$25 mm for new gas projects at Harmattan 
and Gordondale; deduct $13 mm due to lower power 
prices, deduct another $2 mm in G&A and other costs, 
which gives us our $342 mm estimate.  Please note that 
we do not add back transaction costs or losses on held-
for-trading assets to calculate 2011 EBITDA, which is 
why our 2011 EBITDA is $267 mm versus AltaGas’s at 
$282 mm.


2012e Capital Program
 � AltaGas has noted that it expects to spend $1.5 bil-


lion in capital in 2012e (FCC estimate was $1.6 billion) 
including the purchase of the SEMCO utility, which 
is expected to close in the third quarter. Management 



http://firstenergy.com/research/documents/FACTS-C-ALA-2012-03-09.pdf
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expects to allocate 20% ($300 mm) towards Gas, 25% 
($375 mm) to Power, and 55% ($825 mm) to Utilities.


 
Gas Segment 


 � AltaGas notes that the $236 mm Gordondale Gas 
Plant is experiencing cost pressures, and that $180 
mm of costs had been committed by the end of 2011. 
The Company expects to fix 2/3 of the total costs by 
contract, but the remaining 1/3 of total cost (~$79 
mm, mostly labour) could be subject to cost pressures 
related to shortages in the labour and engineering 
market. We are concerned that total costs may increase 
but have not yet changed our estimates.


 � An Alberta Court of Appeal hearing regarding the 
Harmattan co-stream project was granted in August 
2011 to the project opponents; the hearing will take 
place on April 5, 2012.  We expect that the project op-
ponents will be unsuccessful in delaying the project, 
but any delay or successful appeal puts $25 mm in 
annual EBITDA at risk.  AltaGas noted that the project 
will cost more than the budgeted ~$156 mm (the 
cost estimate at the end of Q3’11 was $147 mm) and 
expects the project to return slightly over $25 mm in 
annual EBITDA for an EV/EBITDA of 6.25x or better.  
The Company can pass through some of the costs to 
generate higher returns: previous EBITDA guidance 
was between $20 - $25 mm.


 � AltaGas also noted that its Harmattan Co-stream 
project has been impacted by “labour and engineering 
shortages”; the company has offset some of this cost 
escalation by employing “smaller, local contractors”. 
By the end of 2011, AltaGas had $146 mm of commit-
ted capital costs, and 70% of expected costs had been 
incurred.


Power Segment 
 � At Forrest Kerr, AltaGas’s largest capital project, the 


Company had fixed 86% of project costs at the end of 
2011, and the total cost of the run-of-river facility re-
mains at $725 mm. The Forrest Kerr project is expected 
to be operational by July 2014, and recall that it has a 
60 year Electricity Purchase Agreement (EPA) with BC 
Hydro, which is fully indexed to inflation.


 � AltaGas noted that it expects lower power prices in Al-
berta in 2012 to negatively impact total Power EBITDA 
(we estimate 2012e EBITDA of $89.2 mm vs. $102 mm 
in 2011). On the conference call, Management noted 
that ~75% of Q1’12 power generation has been hedged 
at $80/MWh, while ~57% of Q2 to Q4’12 generation 
has been hedged at ~$65/MWh. This thinking is in 
line with our current power price forecast, as we are 
currently calling for an average power price of $68.07/
MWh for 2012 in Alberta, down from the $76.22/MWh 
average that we saw in 2011.


Utilities Segment
 � AltaGas expects to add ~$70 mm in organic capital 


expenditures in its utility business in 2012 (excluding 
acquisitions). This capital will be allocated to organic 
growth within AUI, PNG, Heritage Gas, and SEMCO 
(in Q4’12).


 � As mentioned, AltaGas’s acquisition of SEMCO is 
expected to close in Q3’12 (we are modeling a close 
of October 1, 2012). The US$1.135 billion acquisition 
has resulted in a more stable and diversified set of 
assets for AltaGas, but it has also exposed the Com-
pany to regulatory risk, although we believe this risk 
to be minimal. For details on the SEMCO acquisition 
(announced February 1, 2012), please refer to our facts 
dated March 5, 2012.


AltaGas: FirstEnergy Estimates & Percent Change from Previous Estimates
2011e 2012e 2013e 2014e 2015e


OPERATIONAL ESTIMATES % Chg % Chg % Chg % Chg % Chg


Extraction NGL & Ethane mbbl/d 41,081    2% 43,761     51,308     51,988     51,973     


Processing Throughput mmcf/d 390.3      (0.0)          402.9       469.8       469.8       469.8       


Power Volumes Sold GWh 3,001      1% 3,180      4% 3,230      5% 3,460 5% 4,286 6%


FINANCIAL ESTIMATES
Gas Business FFO $mm 162.2 3% 187.7 5% 214.2  215.8 1% 215.9 1%


Power Business FFO $mm 102.4 -3% 89.2 -6% 94.0 -2% 135.2 -2% 245.0 5%


Utilities Business FFO $mm 39.3 -16% 131.8  224.1 -5% 231.9 -5% 239.0 -5%


EBITDA $mm 267.3 9% 341.8 1% 451.7 -2% 501.9 -1% 618.6
Earnings per Share $/share $0.98 5% $1.14 -5% $1.57 -8% $1.83 -6% $2.60 -1%


Cash Flow per Share $/share $2.46 3% $2.62 6% $3.15 -2% $3.50 -1% $4.42 1%


Dividend per Share $/share $1.33  $1.38  $1.44  $1.44  $1.44  


Dividend Yield 4.20%  4.38%  4.57%  4.57%  4.57%  


Net Asset Value (AT 8%) $34.79 3%


Target Price/Earnings x 35.65 -2% 30.61 8% 22.28 12% 19.13 10% 13.44 4%


Source: FirstEnergy Capital Corp.



http://firstenergy.com/research/documents/FACTS-C-ALA-2012-03-05.pdf
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Quarterly Information 2010a 2011a 2012e 2013e


EBITDA Q1 66.2 80.7 77.2 136.7
$mm Q2 62.8 56.6 90.5 101.6


Q3 43.0 56.4 62.0 82.9
Q4 67.9 73.6 112.1 130.4


Total 239.9 267.3 341.8 451.7


Cash Flow Per Share (Diluted) Q1 $0.46 $0.43 $0.65 $1.01
$/share Q2 $0.43 $0.60 $0.78 $0.68


Q3 $0.86 $0.77 $0.40 $0.51
Q4 $0.61 $0.66 $0.79 $0.95


Total $2.35 $2.46 $2.62 $3.15


Reported EPS (Diluted) Q1 $0.45 $0.32 $0.33 $0.60
$/share Q2 $0.35 $0.20 $0.43 $0.30


Q3 $0.07 $0.13 $0.03 $0.15
Q4 $0.32 $0.34 $0.36 $0.52


Total $1.19 $0.98 $1.14 $1.57


Dividend/Share Q1 $0.54 $0.33 $0.35 $0.36
$/share Q2 $0.54 $0.33 $0.35 $0.36


Q3 $0.33 $0.33 $0.35 $0.36
Q4 $0.33 $0.34 $0.35 $0.36


Total $1.74 $1.33 $1.38 $1.44


Target Price & Ranking
 � We have made minor adjustments to our model 


(including an earlier start date for the 82 MW from 
the McLymont and Volcano Creek projects, as Alta-
Gas now sees them coming on in late 2015 versus our 
earlier mid-2016 estimate), resulting in a 3% increase 
to our DCF-NAV (8%, Atax) to $34.79.  We have there-
fore raised our 12-month target price from $34.00 to 
$35.00 and maintain our Outperform ranking.              







Page 4 of 4


AltaGas Ltd. - ALA $31.54 March 9, 2012


Regulatory Disclosures and our policy on the dissemination of research can be found at 
http://firstenergy.com/research/regulatory.php


Opinion: MARKET PERFORM
12 MONTH TARGET PRICE: $35.00


Ranking System 
FirstEnergy’s rating system reflects our outlook for expected performance of an issuer’s 
equity securities relative to its peer group over the next 12 months. 


A Top Pick (Buy) rating represents a security expected to provide a return materially 
higher than the peer group average. 


An Outperform (Buy) rating represents a security expected to provide a return greater 
than the peer group average. 


A Market Perform (Hold) rating represents a security expected to provide a return in 
line with the peer group average. 


An Underperform (Sell) rating represents a security expected to provide a return less 
than the peer group average. 


A Speculative Buy (Buy) rating represents a security where the return potential is high, 
but the risk of a significant loss is material. 


A Tender (X) represents a security where investors are guided to tender to the terms of 


the takeover offer.


RATING SYSTEM: T = Top Pick (Buy); O = Outperform (Buy); M = Market Perform (Hold); U = Underperform (Sell); SB = Speculative Buy (Buy);
R = Under Review;  * = Restricted; As of April 15, 2009 X = Tender; NR = Not Rated
Source:  FirstEnergy Capital Corp. & Bloomberg
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Ranking 
Distribution


% Investment 
Banking Clients
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Tenders 3% 1%
Not Rated 0% 0%
Total 100%
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Year end Dec 31, 2011a 2012e 2013e 2014e 2015e


OPERATIONAL RESULTS
Extraction NGL & Ethane mbbl/d 41,081       43,761      51,308      51,988     51,973      
Processing Throughput mmcf/d 390            403           470           470          470           
Power Volumes Sold GWh 3,001         3,180        3,230        3,460       4,286        
Source: FirstEnergy Capital Corp. and Company Reports


SEGMENTED FUNDS FROM OPERATIONS
Gas Business -$mm 162.2         187.7        214.2        215.8       215.9        
Power Business -$mm 102.4         89.2          94.0          135.2       245.0        
Utilities Business -$mm 39.3           131.8        224.1        231.9       239.0        
Corporate Costs -$mm (86.8)          (92.9)         (106.3)       (111.1)      (119.1)       
Total -$mm 217.1         315.8        426.0        471.8       580.9        


Financials
Revenue - $mm $1,572 $1,461 $2,323 $2,755 $3,066
EBITDA - $mm $267 $342 $452 $502 $619
Consensus EBITDA $369 $500
Cash Flow - $mm $220 $251 $332 $374 $478
Net Capital Investments - $mm $585 $1,547 $369 $180 $148


Earnings - $mm $84 $108 $166 $195 $282
Cash Distributions - $mm $111 $129 $151 $153 $155
Cash Use/Cash Flow - Diluted 316.1% 668.7% 156.9% 88.9% 63.5%


Distributable Cash Per Share - Basic $2.35 $3.13 $3.83 $4.21 $5.17
Dividends per Share - Basic $1.33 $1.38 $1.44 $1.44 $1.44
Payout Ratio 56.3% 44.1% 37.6% 34.2% 27.8%


Net Debt (Inc. Debentures) - $mm $1,403 $2,453 $2,597 $2,512 $2,293
Entry Net Debt / Cash Flow 4.1x 5.6x 4.2x 3.7x 2.9x


CFPS - Basic $2.49 $2.68 $3.16 $3.52 $4.44
CFPS - Diluted $2.46 $2.59 $3.15 $3.51 $4.42
Consensus CFPS $2.84 $3.38
EPS - Diluted $0.98 $1.12 $1.57 $1.83 $2.61
Consensus EPS $1.27 $1.58


Performance
Cash Flow Growth per Share 4.7% 5.5% 21.3% 11.4% 26.0%
Earnings Growth per Share -17.5% 13.9% 40.5% 16.4% 42.4%
Dividend Growth per Share -23.9% 4.2% 4.3% 0.0% 0.0%
ROE 6.1% 6.2% 9.1% 10.3% 13.7%
ROACE 6.2% 6.4% 7.2% 7.8% 10.2%


Capital Structure
Basic Shares - mm 84.0 93.3 104.9 106.3 107.6
Options - mm 1.2 0.5 0.5 0.6 0.6
Shares - Diluted - mm 85.2 93.8 105.4 106.8 108.2


Market Cap. - $mm $2,637 $2,903 $3,263 $3,306 $3,350
Enterprise Value - $mm $4,040 $5,355 $5,860 $5,818 $5,643
Debt to Total Capitalization 35% 46% 44% 43% 41%


Pricing
Alberta Power Price - $/MWh $76.18 $68.07 $70.73 $73.78 $75.41
NYMEX - US$/mmbtu $4.03 $2.27 $3.38 $4.79 $5.50
Exchange Rate - USD/CAD $1.01 $1.00 $1.02 $1.02 $1.03


Valuation
Closing Price $30.95 $30.95 $30.95 $30.95 $30.95
Dividend Yield 4.3% 4.5% 4.7% 4.7% 4.7%
Net Asset Value (AT 8%) $34.81
Price / NAV 0.9x
Price/Earnings - Diluted 31.5x 27.7x 19.7x 16.9x 11.9x
Target P/E Ratio 35.6x 31.3x 22.3x 19.1x 13.4x
Target P/BV Ratio 2.2x 1.9x 2.0x 2.0x 1.8x


Price/Distributable Cash Flow - Basic 13.2x 9.9x 8.1x 7.3x 6.0x
Target Price/Dist. Cash Flow Ratio 14.9x 11.2x 9.1x 8.3x 6.8x


EV / EBITDA 15.1x 15.7x 13.0x 11.6x 9.1x
Target EV/EBITDA 16.2x 16.7x 13.9x 12.4x 9.8x


Note:  Net asset value is after-tax (2011) and is based on an 8% discount rate.
Source:  FirstEnergy Capital Corp. and Company Reports


Analyst: Steven I. Paget, CFA
403-262-0662 • sipaget@firstenergy.com
Associate: Elaine C. Williams
403-262-0622 • ecwilliams@firstenergy.com
Calgary Office • 403-262-0600


Opinion: OUTPERFORM
12 MONTH TARGET PRICE: $35.00


No Go, No Dough: Delay in Kitimat LNG Decision 
Means Delay in $20 mm Payment 


Summary
 � What appears to be a 6-month delay in the Kitimat 


LNG decision will result in a 6-month delay in a $20 
mm payment to AltaGas. 


Event
 � When AltaGas purchased Pacific Northern Gas in 


2011, it received PNG’s right to earn a $20 mm pay-
ment when the Kitimat LNG owners decided to 
proceed with their project.  PNG had sold its inter-
est in the unbuilt Pacific Trail Pipeline (PTP) to the 
Kitimat LNG project proponents before the AltaGas/
PNG merger, but maintained the right to operate and 
maintain the pipeline.


 � Encana Corporation (ECA-T) indicated that the com-
mencement of the project will be delayed until some 
point before year-end 2012 as Encana and the other 
owners Apache Corp (APA-N) and EOG Resources 
Limited (EOG-N) look for a co-owner from among the 
LNG purchasing community. 


Impact
 � Our earnings expectations for AltaGas need to change 


as we had estimated it would receive the $20 mm 
payment in the second quarter, and we now expect 
AltaGas will receive the payment in the fourth quarter.


 � The changes mean that our estimated Q2’12 EPS 
moves from $0.43 to $0.25 and estimated Q4’12 EPS 
moves from $0.36 to $0.52.  The net impact to earnings 
comes out to ($0.02) per share and our 2012e EPS falls 
from $1.14 to $1.12 (consensus $1.27). 


Sensitivities
 � AltaGas’s 2011 annual report included a sensitivity 


table.  As gas prices are low, a decline in throughput in 
Field Gathering and Processing (G&P) is a particular 
concern (volumes declined by 7.6% in 2011 vs. 2010); a 
10% or 39 mmcf/d decline in G&P volumes in 2012 is 
not out of the question and would result in an earn-
ings decline of $0.07 per share.  At present, we expect 
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G&P volumes of 403 mmcf/d in 2012, 
3% higher than in 2011 due to higher 
throughputs at Harmattan and Blair 
Creek. 


Outlook
 � At its Forrest Kerr hydroelectric power 


project, approximately 50% of the 4,879 
linear metres of tunnels that the project 
requires have been excavated and 86% 
of project costs have been fixed through 
contracts; the Company still expects to 
bring on the project by July 2014 for $725 
mm.  With the construction and power-
house access tunnels complete, excava-
tion on the 3.0 km power tunnel (the 
most important excavation) has begun.


 � A hearing at the Alberta Court of Appeal will 
be held on April 5, 2012 regarding AltaGas’s 
Harmattan co-stream project, which will cost 
~$160 mm and generate $25 mm or more in 
EBITDA; the hearing is to determine the legality 
of the project, which was approved by the ERCB 
in 2010.  AltaGas expects the project, which has 
experienced cost challenges, to be complete in 
Q2’12.  If the hearing goes against AltaGas, it 
will have built a project that is not entitled to 
operate.


 � AltaGas expects to complete its 120 mmcf/d 
Gordondale gas plant in late 2012 for $236 mm, 
generating an EBITDA of $30 - $35 mm, result-
ing in a deemed project EV/EBITDA of 6.7 to 
7.9x.  The Company noted that “the project is experi-
encing cost pressures” but AltaGas has not announced 
a new capital cost estimate since beginning the project.  
Given that costs at the Harmattan project are up ~23% 
from y/e 2010 estimates, a 25% cost increase at Gor-
dondale is not out of the question; this would increase 
costs to $295 mm and reduce EV/EBITDA to 8.4 - 9.8x, 
which is acceptable for a company that trades at a 
2015e EV/EBITDA of 9.2x. 


Target Price and Ranking
 � We have not changed our 12-month target price of 


$35.00 per share, which is based on a DCF-NAV of  
$34.79 (8%, Atax) or our Outperform ranking; inves-
tors should note that we are well below consensus 
on 2012e EPS.  If we are correct, AltaGas will miss 
“Street” expectations.


AltaGas 2012 Capex Estimates


Project 2012e Capital Total Capital Comments
Gas


Harmattan Co-Stream 48.00$          160.00$       FCC est. total capital, includes overrun.
Gordondale 172.50$        265.00$        Project is experiencing cost challenges
Blair Creek 40.00$          42.00$          FCC est. 2012e capital
Other 39.50$          


Total 300.00$        
Power


Forrest Kerr 725.00$        Power tunnel excavation has begun.  88% costs fixed by contract.
McLymont/Volcano 300.00$        Construction on McLymont to begin late 2012.
Busch Ranch N/A AltaGas will purchase when complete in late 2012 for a fixed price
Other N/A


Total 375.00$        
Utilities


AUI 29.00$          
PNG 8.00$            
Heritage Gas 26.00$          
SEMCO 780.00$        Cost does not include US$355 mm in assumed debt
PTP (20.00)$         Assumed payment in Q4 2012


Total 823.00$        
Grand Total 1,498.0         
Source: FirstEnergy Capital Corp.


 Other than 
SEMCO, 
these costs 
are roughly 
annual rate 
base 
additions. 


AltaGas: FirstEnergy Estimates & Percent Change from Previous Estimates
2012e 2013e 2014e 2015e


OPERATIONAL ESTIMATES % Chg % Chg % Chg % Chg


Extraction NGL & Ethane mbbl/d 43,761     51,308     51,988     51,973     


Processing Throughput mmcf/d 402.9       469.8       469.8       469.8       


Power Volumes Sold GWh 3,180       3,230       3,460  4,286  


FINANCIAL ESTIMATES
Gas Business FFO $mm 187.7  214.2  215.8  215.9  


Power Business FFO $mm 89.2  94.0  135.2  245.0  


Utilities Business FFO $mm 131.8  224.1  231.9  239.0  


EBITDA $mm 341.8  451.7  501.9  618.6
Earnings per Share $/share $1.12 -2% $1.57  $1.83  $2.61  


Cash Flow per Share $/share $2.59 -1% $3.15  $3.51  $4.42  


Dividend per Share $/share $1.38  $1.44  $1.44  $1.44  


Dividend Yield 4.46%  4.65%  4.65%  4.65%  


Net Asset Value (AT 8%) $34.81  


Target Price/Earnings x 31.29 2% 22.27  19.13  13.44  


Source: FirstEnergy Capital Corp.


Sensitivity Analysis (as of Dec. 31, 2011)


Factor
Gathering and Processing (G&P) volumes 5 mmcf/d $0.009
G&P operating margin per mcf 1¢/Mcf $0.019
Alberta electricity prices $1/MWh $0.012
Natural gas liquids fractionation spread $1/Bbl $0.005
Interest rates 25 bps $0.009
Degree days 5% $0.017
Data Source: Company Reports


Increase/
Decrease


Increase/
Decrease 


in EPS


Quarterly Information 2011a 2012e 2013e 2014e


EBITDA Q1 80.7 77.2 136.7 143.4
$mm Q2 56.6 70.5 101.6 102.8


Q3 56.4 62.0 82.9 104.2
Q4 73.6 132.1 130.4 151.5


Total 267.3 341.8 451.7 501.9


Cash Flow Per Share (Diluted) Q1 $0.43 $0.65 $1.01 $1.07
$/share Q2 $0.60 $0.57 $0.68 $0.70


Q3 $0.77 $0.40 $0.51 $0.66
Q4 $0.66 $0.97 $0.95 $1.08


Total $2.46 $2.59 $3.15 $3.51


Reported EPS (Diluted) Q1 $0.32 $0.33 $0.60 $0.63
$/share Q2 $0.20 $0.25 $0.30 $0.30


Q3 $0.13 $0.03 $0.15 $0.26
Q4 $0.34 $0.52 $0.52 $0.64


Total $0.98 $1.12 $1.57 $1.84


Dividend/Share Q1 $0.33 $0.35 $0.36 $0.36
$/share Q2 $0.33 $0.35 $0.36 $0.36


Q3 $0.33 $0.35 $0.36 $0.36
Q4 $0.34 $0.35 $0.36 $0.36


Total $1.33 $1.38 $1.44 $1.44
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Regulatory Disclosures and our policy on the dissemination of research can be found at 
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Opinion: OUTPERFORM
12 MONTH TARGET PRICE: $35.00


Ranking System 
FirstEnergy’s rating system reflects our outlook for expected performance of an issuer’s 
equity securities relative to its peer group over the next 12 months. 


A Top Pick (Buy) rating represents a security expected to provide a return materially 
higher than the peer group average. 


An Outperform (Buy) rating represents a security expected to provide a return greater 
than the peer group average. 


A Market Perform (Hold) rating represents a security expected to provide a return in 
line with the peer group average. 


An Underperform (Sell) rating represents a security expected to provide a return less 
than the peer group average. 


A Speculative Buy (Buy) rating represents a security where the return potential is high, 
but the risk of a significant loss is material. 


A Tender (X) represents a security where investors are guided to tender to the terms of 


the takeover offer.


RATING SYSTEM: T = Top Pick (Buy); O = Outperform (Buy); M = Market Perform (Hold); U = Underperform (Sell); SB = Speculative Buy (Buy);
R = Under Review;  * = Restricted; As of April 15, 2009 X = Tender; NR = Not Rated
Source:  FirstEnergy Capital Corp. & Bloomberg
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Ranking 
Distribution


% Investment 
Banking Clients


Top Picks 9% 5%
Outperforms 44% 20%
Market Performs 26% 6%
Underperforms 5% 1%
Speculative Buys 9% 5%
Under Review 1% 0%
Restricted Companies 3% 3%
Tenders 3% 1%
Not Rated 0% 0%
Total 100%
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AltaGas Ltd. - ALA
Disclosure Requirements
1. Is this an issuer related or industry related publication? Issuer


2. Does the analyst, or a member of the analysts household, associate or employee who prepared this research report N
have a financial interest in securities of the subject issuer?  If yes, nature of the interest and name: 


3. Is FirstEnergy a market maker in the issuer’s securities at the date of this report? N


4. Does FirstEnergy beneficially own more than 1% of any class of common equity of the issuer? N


5. Does FirstEnergy or the analyst have any actual material conflicts of interest with the issuer? N
Explanation:
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13. Has FirstEnergy received compensation for investment banking and related services from the Y
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Ranking System
FirstEnergy’s rating system reflects our outlook for expected 
performance of an issuer’s equity securities relative to its peer 
group over the next 12 months.


 A Top Pick  (Buy) rating represents a security expected to provide
a return materially higher than the peer  group average.


 An Outperform  (Buy) rating represents a security expected to provide
a return greater than the peer group average.


 A Market Perform  (Hold) rating represents a security expected
to provide a return in line with the peer group average.


 An Underperform  (Sell) rating represents a security expected
to provide a return less than the peer group average.


 A Speculative Buy  (Buy) rating represents a security where the 
return potential is high, but the risk of a significant loss is  material.
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Outperforms 44% 20%
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The author of this report hereby certifies that the views expressed in this report accurately 
reflect his/her personal views about the subject security and issuer.


The author of this reports further certifies that no part of his/her compensation was, is, or 
will be directly or indirectly related to the specific recommendations or views contained in 
this research report.


FirstEnergy Capital may receive or intends to seek compensation for investment banking 
services from all issuers under research coverage within the next three months. 


This communication is issued in accordance with Article 19 of the Financial Services Mar-
kets Act 2000 (Financial Promotions) Order 2005. This report has not been approved by 
FirstEnergy Capital LLP for the purposes of section 21 of the Financial Services and Markets 
Act 2000. It is directed solely at investment professionals who are persons having profes-
sional experience in matters relating to investments. Any investment or activity to which 
it relates is available only to such persons or will be engaged in only with such persons. 
Persons who do not have professional experience in matters relating to investments should 
not rely on this communication.
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AltaGas Ltd. - ALA $30.80 April 27, 2012
Year end Dec 31, 2011a 2012e 2013e 2014e 2015e


OPERATIONAL RESULTS
Extraction NGL & Ethane mbbl/d 41,081     44,995     51,308     51,988     51,973     
Processing Throughput mmcf/d 390          402          470          470          470          
Power Volumes Sold GWh 3,001       3,219       3,230       3,460       4,286       
Source: FirstEnergy Capital Corp. and Company Reports


SEGMENTED FUNDS FROM OPERATIONS
Gas Business -$mm 162.2       184.5       255.4       254.1       250.9       
Power Business -$mm 102.4       86.4         81.3         135.2       248.1       
Utilities Business -$mm 39.3         132.5       224.1       231.9       239.0       
Corporate Costs -$mm (86.8)        (87.7)        (106.6)      (116.2)      (132.6)      
Total -$mm 217.1       315.7       454.3       504.9       605.3       


Financials
Revenue - $mm $1,572 $1,399 $2,300 $2,740 $3,051
EBITDA - $mm $267 $341 $483 $543 $660
Consensus EBITDA $370 $498
Cash Flow - $mm $220 $253 $368 $417 $516
Net Capital Investments - $mm $585 $1,633 $373 $183 $152


Earnings - $mm $84 $111 $167 $202 $281
Cash Distributions - $mm $111 $129 $151 $162 $173
Cash Use/Cash Flow - Diluted 316.1% 696.4% 142.2% 82.6% 62.8%


Distributable Cash Per Share - Basic $2.35 $3.13 $4.09 $4.52 $5.39
Dividends per Share - Basic $1.33 $1.38 $1.44 $1.52 $1.60
Payout Ratio 56.3% 44.0% 35.2% 33.7% 29.7%


Net Debt (Inc. Debentures) - $mm $1,405 $2,527 $2,638 $2,522 $2,285
Entry Net Debt / Cash Flow 4.1x 5.6x 3.8x 3.4x 2.7x


CFPS - Basic $2.49 $2.95 $3.51 $3.92 $4.79
CFPS - Diluted $2.46 $2.87 $3.49 $3.90 $4.76
Consensus CFPS $2.88 $3.39
EPS - Diluted $0.98 $1.15 $1.58 $1.89 $2.59
Consensus EPS $1.26 $1.58 $1.81


Performance
Cash Flow Growth per Share 4.7% 16.5% 21.7% 11.8% 22.1%
Earnings Growth per Share -17.5% 17.2% 37.1% 19.7% 37.2%
Dividend Growth per Share -23.9% 4.2% 4.3% 5.6% 5.3%
ROE 6.1% 6.3% 9.2% 10.7% 13.8%
ROACE 6.2% 6.3% 7.2% 8.0% 10.0%


Capital Structure
Basic Shares - mm 84.0 93.4 105.1 106.5 107.8
Options - mm 1.2 0.5 0.6 0.6 0.7
Shares - Diluted - mm 85.2 94.0 105.7 107.1 108.5


Market Cap. - $mm $2,624 $2,894 $3,255 $3,299 $3,342
Enterprise Value - $mm $4,029 $5,421 $5,893 $5,820 $5,627
Debt to Total Capitalization 35% 47% 45% 43% 41%


Pricing
Alberta Power Price - $/MWh $76.18 $55.65 $65.20 $72.80 $75.54
NYMEX - US$/mmbtu $4.03 $2.25 $3.38 $4.79 $5.50
Exchange Rate - USD/CAD $1.01 $1.00 $1.01 $1.02 $1.02


Valuation
Closing Price $30.80 $30.80 $30.80 $30.80 $30.80
Dividend Yield 4.3% 4.5% 4.7% 4.9% 5.2%
Net Asset Value (AT 8%) $35.43
Price / NAV 0.9x
Price/Earnings - Diluted 31.4x 26.8x 19.5x 16.3x 11.9x
Target P/E Ratio 35.6x 30.4x 22.2x 18.5x 13.5x
Target P/BV Ratio 2.2x 1.9x 2.0x 2.0x 1.9x


Price/Distributable Cash Flow - Basic 13.1x 9.8x 7.5x 6.8x 5.7x
Target Price/Dist. Cash Flow Ratio 14.9x 11.2x 8.5x 7.7x 6.5x


EV / EBITDA 15.1x 15.9x 12.2x 10.7x 8.5x
Target EV/EBITDA 16.3x 17.0x 13.1x 11.5x 9.2x


Note:  Net asset value is after-tax (2011) and is based on an 8% discount rate.
Source:  FirstEnergy Capital Corp. and Company Reports


Analyst: Steven I. Paget, CFA
403-262-0662 • sipaget@firstenergy.com
Associate: Elaine C. Williams
403-262-0622 • ecwilliams@firstenergy.com
Calgary Office • 403-262-0600


Opinion Change:
OUTPERFORM to MARKET PERFORM


12 MONTH TARGET PRICE: $35.00


http://www.firstenergy.com/download_pdf.php?doc_id=xxxxxx


Summary
 � AltaGas’s Q1’12 results beat FirstEnergy/consensus 


estimates due to higher realized power volumes and 
prices, a condition that we do not expect to recur in the 
remainder of 2012.  As we expect gas prices to contin-
ue to decline until November 2012, we have reduced 
our ranking to Market Perform.


Q1’12 Results
 � AltaGas’s normalized income of $0.45 per share beat 


FirstEnergy expectations of $0.31 (consensus $0.37). 
Normalized income of $40.2 mm was $10 mm ahead 
of our $30.2 mm forecast. Much of the $10 mm in ad-
ditional earnings comes from higher EBITDA in the 
power division.  All in all these were good results but 
we do not expect the higher power earnings in Q1’12 
to continue through the remainder of the year.


 � Segment EBITDA was as follows:
 � Gas $44.7 mm (FCC $43.8 mm); 
 � Power $29.5 mm (FCC $19.0 mm); 
 � Utilities $24.4 mm (FCC $23.8 mm); 
 � Corporate -$6.0 mm (FCC -$9.1 mm).


Gas
 � Net operating income of $30.1 mm was ahead of our 


$26.3 mm forecast, largely due to liquids volumes of 
45.2 mbbl/d in E&T being 12% ahead of our forecast.  
The realized frac spread of $34.11/bbl was below our 
$38.23/bbl forecast.  Gas Processing throughput of 400 
mmcf/d (gross) was below our 403 mmcf/d forecast.


 � AltaGas has deferred the startup of its Harmattan 
Co-stream Project by ~1 month to early in the third 
quarter; it appears that AltaGas expects the project to 
cost ~$170 mm and earn $25 mm in EBITDA (which 
implies a 7.0x EV/EBITDA ratio). As of March 31, 86% 
of costs had been incurred, leaving $24 mm left to be 
spent.


 � Full costs at the Gordondale Gas Plant (which AltaGas 
expects to have on stream in late 2012) are expected 
to be $260 mm.  Encana has contracted significant 
volumes to the plant.


 � AltaGas states that “the impact of lower natural gas 
processing volumes on operating income is not expect-
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AltaGas Ltd. - ALA $30.80 April 27, 2012
AltaGas Ltd.: FirstEnergy Estimates & Percent Change from Previous Estimates


2012e 2013e 2014e 2015e


OPERATIONAL ESTIMATES % Chg % Chg % Chg % Chg


Extraction NGL & Ethane bbl/d 44,995    3% 51,308     51,988     51,973     


Processing Throughput mmcf/d 402          470          470          470          


Power Volumes Sold GWh 3,219      1% 3,230       3,460       4,286       


FINANCIAL ESTIMATES
Gas Business FFO $mm 185 -2% 255 5% 254 5% 251 5%


Power Business FFO $mm 86 12% 81 3% 135 2% 248 1%


Utilities Business FFO $mm 132 1% 224  232  239  


EBITDA $mm 341 3% 483 4% 543 3% 660 3%


Earnings per Share $/share $1.15 12% $1.58 -6% $1.89 -7% $2.59 -8%


Cash Flow per Share $/share $2.87 15% $3.49 6% $3.90 5% $4.76 3%


Dividend per Share $/share $1.38  $1.44  $1.52 6% $1.60 11%


Dividend Yield 4.48%  4.68%  4.94%  5.19%  


Net Asset Value (AT 8%) $35.43 -4%


Target Price/Earnings x 30.41 -16% 22.17 1% 18.53 1% 13.50 2%


Source: FirstEnergy Capital Corp.


ed to be material based on additional 
revenues that would be earned from 
frac exposed natural gas liquids (NGL) 
volumes and sale of power from gas-
fired power facilities which benefit 
from lower natural gas prices.”  We 
point out that the company itself has 
said that a 1.25% change in volumes 
would cut EPS by $0.009; a 10% cut 
in volumes would cut net income by 
$0.07 per share, or 5.6% of consensus 
2012e EPS of $1.26, and this assumes 
that AltaGas does not need to reduce 
its processing margins.  We view a 5% 
potential hit to earnings as a material 
shift and note that our 2012e EPS is 
$0.11 below consensus.  Shut-ins have 
already begun in Western Canada: 
Guide Exploration (GO-T) announced on April 26, 
2012 that it has already shut-in 10-15% of its gas pro-
duction.


Power
 � Power outperformed our estimates as generation was 


816 GWh vs. our 777 GWh estimate, and costs ap-
pear to have been lower than expected. AltaGas now 
reports net income from its Sundance B PPA (50% 
owned, TransCanada owns the other 50%) as a single 
line called “income from equity investments” accord-
ing to US GAAP so revenues & costs from the PPA are 
no longer as transparent.


 � AltaGas’s most important power investment is its $725 
mm 195 MW Forrest Kerr project – it is close to fin-
ished the excavation of the underground powerhouse.  
It has completed 1.5 km tunneling for 2 access tunnels 
and expects to finish the 2.6 km power tunnel within 
the next nine months.


Utility
 � Operating income of $24.4 mm in Q1’12 slightly 


exceeded our $23.8 mm estimate.  AltaGas expects the 
addition of B.C. utility Pacific Northern Gas late in 
2011 to add $25 mm in annualized EBITDA and the 
acquisition of SEMCO to add $40 mm in annualized 
EBITDA when complete in Q3’12.


Financial
 � AltaGas invested $202 mm during the quarter (FCC 


$162 mm).  The difference was due to the timing of 
planned growth capital investments.  We have made 
some minor modifications to depreciation and tax 
rates in our model, including an increase in gas dep-
recation to 4% p.a., and beginning cash taxes at 15% 
in 2016 (rather than a slow increase in rates) we have 
reduced our DCF-NAV from $37.00 to $35.00.


AltaGas In Late 2015 and Beyond
 � From late 2015 to late 2020, AltaGas will have its 


McLymont and Volcano hydroelectric projects up 
and running, and will still have its Sundance B power 
purchase agreement (PPA).  The Sundance B PPA 
expires in late 2020, which will result in AltaGas’s an-
nual EBITDA decreasing by approximately $100 mm.  
We believe AltaGas can grow its per-share dividend 
by $0.08 per year between 2014 and 2020 to reach $2.16 
per share in 2021, a level that we estimate would be 
sustainable after the PPA expires.


Sensitivity Analysis (as of Dec. 31, 2011)


Factor
Gathering and Processing (G&P) volumes 5 mmcf/d $0.009
G&P operating margin per mcf 1¢/Mcf $0.019
Alberta electricity prices $1/MWh $0.012
Natural gas liquids fractionation spread $1/bbl $0.005
Interest rates 25 bps $0.009
Degree days 5% $0.017
Data Source: Company Reports
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Note: Segment Funds From Operations 
is roughly evenly divided between Gas, 
Power and Utilities once Forrest Kerr 
Hydroelectric comes online in mid-2014. 
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Quarterly Information 2011a 2012e 2013e 2014e


EBITDA Q1 80.7 90.8 142.4 152.2
$mm Q2 56.6 66.9 106.2 112.8


Q3 56.4 54.8 92.0 114.9
Q4 73.6 128.0 142.6 163.2


Total 267.3 340.5 483.3 543.0


Cash Flow Per Share (Diluted) Q1 $0.43 $1.06 $1.08 $1.16
$/share Q2 $0.60 $0.53 $0.73 $0.79


Q3 $0.77 $0.32 $0.60 $0.75
Q4 $0.66 $0.95 $1.08 $1.20


Total $2.46 $2.87 $3.49 $3.90


Reported EPS (Diluted) Q1 $0.32 $0.46 $0.58 $0.63
$/share Q2 $0.20 $0.22 $0.28 $0.32


Q3 $0.13 ($0.04) $0.16 $0.29
Q4 $0.34 $0.51 $0.56 $0.67


Total $0.98 $1.15 $1.58 $1.90


Dividend/Share Q1 $0.33 $0.35 $0.36 $0.38
$/share Q2 $0.33 $0.35 $0.36 $0.38


Q3 $0.33 $0.35 $0.36 $0.38
Q4 $0.34 $0.35 $0.36 $0.38


Total $1.33 $1.38 $1.44 $1.52


Investment Summary
 � AltaGas expects that its addition of $1.8 billion in new 


assets will increase its annual EBITDA by ~$200 mm.  
We see this estimate as reasonable; our 2013e EBITDA 
is $465 mm, $198 mm ahead of 2011 ($267 mm). 


 � Heading into what we believe will be a period of low 
gas prices (we forecast AECO will average $0.71/mcf 
in September and October), we believe AltaGas could 
face challenging newsflow with shut-in gas volumes 
and low power prices in Western Canada.  With our 
12-month target price of $35.00 based on our DCF-
NAV (8%, Atax), we still believe the shares will prove 
valuable in the long run, but we advise new buyers to 
wait for a more favourable entry point later in the year 
and have therefore reduced our ranking to Market 
Perform.
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FirstEnergy’s rating system reflects our outlook for expected performance of an issuer’s 
equity securities relative to its peer group over the next 12 months. 


A Top Pick (Buy) rating represents a security expected to provide a return materially 
higher than the peer group average. 


An Outperform (Buy) rating represents a security expected to provide a return greater 
than the peer group average. 


A Market Perform (Hold) rating represents a security expected to provide a return in 
line with the peer group average. 


An Underperform (Sell) rating represents a security expected to provide a return less 
than the peer group average. 


A Speculative Buy (Buy) rating represents a security where the return potential is high, 
but the risk of a significant loss is material. 


A Tender (X) represents a security where investors are guided to tender to the terms of 


the takeover offer.


RATING SYSTEM: T = Top Pick (Buy); O = Outperform (Buy); M = Market Perform (Hold); U = Underperform (Sell); SB = Speculative Buy (Buy);
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Outperforms 46% 19%
Market Performs 27% 6%
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Speculative Buys 8% 5%
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performance of an issuer’s equity securities relative to its peer 
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 A Market Perform  (Hold) rating represents a security expected
to provide a return in line with the peer group average.


 An Underperform  (Sell) rating represents a security expected
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return potential is high, but the risk of a significant loss is  material.
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Opinion: MARKET PERFORM
12 MONTH TARGET PRICE: $35.00


Year end Dec 31, 2011a 2012e 2013e 2014e 2015e


OPERATIONAL RESULTS
Extraction NGL & Ethane mbbl/d 41,081      44,995      51,308      55,928      55,912      
Processing Throughput mmcf/d 390            408           482           482           482           
Power Volumes Sold GWh 3,001        3,219        3,230        3,460        4,286        
Source: FirstEnergy Capital Corp. and Company Reports


SEGMENTED FUNDS FROM OPERATIONS
Gas Business -$mm 162.2        181.5        235.0        250.1        249.1        
Power Business -$mm 102.4        75.2          80.2          129.2        248.2        
Utilities Business -$mm 39.3           132.5        224.1        231.9        239.0        
Corporate Costs -$mm (86.8)         (87.7)         (106.6)       (116.2)       (132.6)       
Total -$mm 217.1        301.4        432.7        495.0        603.7        


Financials
Revenue - $mm $1,572 $1,407 $2,381 $2,835 $3,138
EBITDA - $mm $267 $325 $460 $532 $657
Consensus EBITDA $370 $498
Cash Flow - $mm $220 $238 $346 $406 $513
Net Capital Investments - $mm $585 $1,653 $473 $183 $152


Earnings - $mm $84 $98 $144 $189 $275
Cash Distributions - $mm $111 $129 $151 $162 $173
Cash Use/Cash Flow - Diluted 316.1% 749.4% 180.6% 84.9% 63.2%


Distributable Cash Per Share - Basic $2.35 $2.98 $3.89 $4.42 $5.38
Dividends per Share - Basic $1.33 $1.38 $1.44 $1.52 $1.60
Payout Ratio 56.3% 46.3% 37.0% 34.4% 29.8%


Net Debt (Inc. Debentures) - $mm $1,405 $2,564 $2,801 $2,698 $2,467
Entry Net Debt / Cash Flow 4.1x 5.9x 7.4x 6.9x 5.3x


CFPS - Basic $2.49 $2.79 $3.29 $3.82 $4.76
CFPS - Diluted $2.46 $2.71 $3.28 $3.80 $4.74
Consensus CFPS $2.88 $3.39
EPS - Diluted $0.98 $1.01 $1.37 $1.76 $2.54
Consensus EPS $1.26 $1.58 $1.81


Performance
Cash Flow Growth per Share 4.7% 10.2% 20.9% 16.0% 24.8%
Earnings Growth per Share -17.5% 3.3% 35.2% 28.7% 43.7%
Dividend Growth per Share -23.9% 4.2% 4.3% 5.6% 5.3%
ROE 6.1% 5.6% 8.1% 10.3% 13.9%
ROACE 6.2% 6.0% 6.7% 7.7% 10.0%


Capital Structure
Basic Shares - mm 84.0 93.4 105.1 106.5 107.8
Options - mm 1.2 0.4 0.4 0.4 0.4
Shares - Diluted - mm 85.2 93.9 105.5 106.9 108.3


Market Cap. - $mm $2,419 $2,665 $2,995 $3,035 $3,074
Enterprise Value - $mm $3,824 $5,229 $5,796 $5,733 $5,542
Debt to Total Capitalization 37% 49% 48% 47% 45%


Pricing
Alberta Power Price - $/MWh $76.18 $45.33 $64.78 $70.65 $75.60
NYMEX - US$/mmbtu $4.03 $2.28 $3.75 $4.90 $5.50
Exchange Rate - USD/CAD $1.01 $0.98 $1.00 $1.02 $1.02


Valuation
Closing Price $28.39 $28.39 $28.39 $28.39 $28.39
Dividend Yield 4.7% 4.9% 5.1% 5.4% 5.6%
Net Asset Value (AT 8%) $35.08
Price / NAV 0.8x
Price/Earnings - Diluted 28.9x 28.0x 20.7x 16.1x 11.2x
Target P/E Ratio 35.6x 34.5x 25.5x 19.8x 13.8x
Target P/BV Ratio 2.2x 1.9x 2.1x 2.0x 1.9x


Price/Distributable Cash Flow - Basic 12.1x 9.5x 7.3x 6.4x 5.3x
Target Price/Dist. Cash Flow Ratio 14.9x 11.7x 9.0x 7.9x 6.5x


EV / EBITDA 14.3x 16.1x 12.6x 10.8x 8.4x
Target EV/EBITDA 16.3x 17.9x 14.1x 12.1x 9.5x


Note:  Net asset value is after-tax (2011) and is based on an 8% discount rate.
Source:  FirstEnergy Capital Corp. and Company Reports


Analyst: Steven I. Paget, CFA
403-262-0662 • sipaget@firstenergy.com
Associate: Elaine C. Williams
403-262-0622 • ecwilliams@firstenergy.com
Calgary Office • 403-262-0600


http://www.firstenergy.com/download_pdf.php?doc_id=xxxxxx


AltaGas Ltd. (ALA) Announces $120 mm Program To 
Access Liquids-Rich Gas


Management Update
 � On June 19, 2012, AltaGas announced it was spending 


$20 mm to buy a 43.5% WI in the 75 mmcf/d Gilby gas 
plant from Quatro Resources Inc., plus a 50% WI in 
Quatro’s other midstream assets, and that it has com-
mitted to build a $100 mm gas pipeline from the Gilby 
plant and AltaGas’s own Sylvan Lake Gas Plant to 
AltaGas’s Joffre Ethane Extraction Plant (JEEP). 


 � AltaGas expects the $120 mm project to “fully uti-
lize JEEP’s excess capacity” of ~110 mmcf/d. The 
JEEP plant has a full capacity of 250 mmcf/d of gas 
and currently processes 140 mmcf/d. The remain-
ing 110 mmcf/d will come from three sources: about 
35 mmcf/d from the Quatro Gilby plant, about 25 
mmcf/d from AltaGas’s Sylvan Lake Plant, and about 
50 mmcf/d from third parties.


 � In 2011, JEEP extracted 5,900 bbl/d of ethane and 
other NGLs and it has a processing capacity of 250 
mmcf/d of natural gas. The facility has a capacity to 
extract 13,300 bbl/d of liquids (9,200 bbl per day of 
ethane and 4,100 bbl/d of other NGLs).


Project Schedule
 � AltaGas expects to close the Gilby gas plant acquisi-


tion from Quatro in the third quarter of 2012 and to 
complete the construction of the pipeline in late 2013.


Strategic Outlook
 � The transaction illustrates both AltaGas’s strengths 


and weaknesses: its strength in taking three gas plant 
assets (including two it already owned) and using 
them to increase throughput at good economics, and 
its weakness in that the plant will be producing ~4,000 
bbl/d of NGLs for a third-party customer that will 
make money storing them, processing them and sell-
ing them. If Keyera’s Marketing division profitability 
is any indication, that 4,000 bbl/d could earn $4.1 mm 
in annual EBITDA for a third party customer.
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AltaGas Ltd.: FirstEnergy Estimates & Percent Change from Previous Estimates
2012e 2013e 2014e 2015e


OPERATIONAL ESTIMATES % Chg % Chg % Chg % Chg


Extraction NGL & Ethane bbl/d 44,995     51,308     55,928    8% 55,912    8%


Processing Throughput mmcf/d 408         0.0    482         2% 482         2% 482         2%


Power Volumes Sold GWh 3,219       3,230       3,460       4,286       


FINANCIAL ESTIMATES
Gas Business FFO $mm 181  235  250 6% 249 6%


Power Business FFO $mm 75  80  129  248  


Utilities Business FFO $mm 132  224  232  239  


EBITDA $mm 325  460  532 3% 657 2%


Earnings per Share $/share $1.01  $1.37 -1% $1.76 4% $2.54 3%


Cash Flow per Share $/share $2.71  $3.28  $3.80 4% $4.74 3%


Dividend per Share $/share $1.38  $1.44  $1.52  $1.60  


Dividend Yield 4.86%  5.07%  5.35%  5.64%  


Net Asset Value (AT 8%) $35.08 2%


Target Price/Earnings x 34.52  25.53 1% 19.83 -4% 13.80 -3%


Source: FirstEnergy Capital Corp.


Financial Impact
 � We expect the new plant will contrib-


ute about $4 mm of EBITDA in FY2013 
and that the plant and pipeline togeth-
er will contribute $15 mm in annual 
EBITDA beginning in 2014e for an 
EV/EBITDA of 8.0x on the total $120 
mm in invested capital.


Target Price and Ranking
 � The increase in EBITDA (roughly 


2% in 2014e - 2015e) results in a 2% 
increase to our DCF-NAV (8%, Atax) 
to $35.08. Our 12-month target price 
remains at $35.00 and our ranking 
remains at Market Perform. Although 
AltaGas reminded investors that only 
5% of its remaining 2012e EBITDA is 
exposed to frac spreads, these spreads are declining 
and we will only be more aggressive in recommend-
ing names with frac spread exposure once the market 
rebalances. For more details on frac spreads please see 
our facts “Energy Transportation, Processing & Genera-
tion: Frac Spread and New Commodity Price Outlook 
Impact”, published June 15, 2012.


Quarterly Information 2011a 2012e 2013e 2014e


EBITDA Q1 80.7 90.8 137.4 147.6
$mm Q2 56.6 61.3 99.0 110.1


Q3 56.4 49.3 85.8 112.2
Q4 73.6 123.8 138.2 162.0


Total 267.3 325.3 460.4 531.9


Cash Flow Per Share (Diluted) Q1 $0.43 $1.06 $1.03 $1.12
$/share Q2 $0.60 $0.47 $0.67 $0.76


Q3 $0.77 $0.26 $0.54 $0.73
Q4 $0.66 $0.91 $1.04 $1.20


Total $2.46 $2.71 $3.28 $3.80


Reported EPS (Diluted) Q1 $0.32 $0.46 $0.53 $0.59
$/share Q2 $0.20 $0.17 $0.22 $0.28


Q3 $0.13 ($0.09) $0.10 $0.26
Q4 $0.34 $0.47 $0.52 $0.65


Total $0.98 $1.01 $1.37 $1.77


Dividend/Share Q1 $0.33 $0.35 $0.36 $0.38
$/share Q2 $0.33 $0.35 $0.36 $0.38


Q3 $0.33 $0.35 $0.36 $0.38
Q4 $0.34 $0.35 $0.36 $0.38


Total $1.33 $1.38 $1.44 $1.52



http://www.firstenergy.com/download_pdf.php?doc_id=20347

http://www.firstenergy.com/download_pdf.php?doc_id=20347

http://www.firstenergy.com/download_pdf.php?doc_id=20347
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AltaGas’s Liquids Extraction Project


Source:  FirstEnergy Capital Corp., Company Reports
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Opinion: MARKET PERFORM
12 MONTH TARGET PRICE: $35.00


Ranking System 
FirstEnergy’s rating system reflects our outlook for expected performance of an issuer’s 
equity securities relative to its peer group over the next 12 months. 


A Top Pick (Buy) rating represents a security expected to provide a return materially 
higher than the peer group average. 


An Outperform (Buy) rating represents a security expected to provide a return greater 
than the peer group average. 


A Market Perform (Hold) rating represents a security expected to provide a return in 
line with the peer group average. 


An Underperform (Sell) rating represents a security expected to provide a return less 
than the peer group average. 


A Speculative Buy (Buy) rating represents a security where the return potential is high, 
but the risk of a significant loss is material. 


A Tender (X) represents a security where investors are guided to tender to the terms of 


the takeover offer.


RATING SYSTEM: T = Top Pick (Buy); O = Outperform (Buy); M = Market Perform (Hold); U = Underperform (Sell); SB = Speculative Buy (Buy);
R = Under Review;  * = Restricted; As of April 15, 2009 X = Tender; NR = Not Rated
Source:  FirstEnergy Capital Corp. & Bloomberg
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Ranking Change 
Target Price Change 


Ranking 
Distribution


% Investment 
Banking Clients


Top Picks 7% 3%
Outperforms 46% 19%
Market Performs 31% 8%
Underperforms 4% 1%
Speculative Buys 8% 6%
Under Review 1% 1%
Restricted Companies 1% 0%
Tenders 1% 0%
Not Rated 0% 0%
Total 100%
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Disclosure Requirements
1. Is this an issuer related or industry related publication? Issuer


2. Does the analyst, or a member of the analysts household, associate or employee who prepared this research report N
have a financial interest in securities of the subject issuer?  If yes, nature of the interest and name: 


3. Is FirstEnergy a market maker in the issuer’s securities at the date of this report? N


4. Does FirstEnergy beneficially own more than 1% of any class of common equity of the issuer? N


5. Does FirstEnergy or the analyst have any actual material conflicts of interest with the issuer? N
Explanation:


6. Does any director, officer, employee of FirstEnergy or member of their household serve as a director or officer or N
advisory capacity of the issuer? (if so, list name)


7. Did the analyst and/or associate who prepared this research report receive compensation based solely upon N
investment banking revenues?


8. Did the analyst receive any payment or reimbursement of travel expenses by the issuer? N


9. Since July 9, 2002, has the analyst received any compensation based on a specific investment N
banking transaction relative to this issuer?


10. Has any director, officer or employee who prepared this research report received any N
compensation from the subject company in the past 12 months?


11. Has FirstEnergy provided the issuer or its predecessor with non-investment banking securities-related services N
in the past 12 months?


12. Has FirstEnergy managed or co-managed an offering of securities by the issuer or its predecessor in the Y
past 12 months?


13. Has FirstEnergy received compensation for investment banking and related services from the Y
issuer or its predecessor in the past 12 months?


Ranking System
FirstEnergy’s rating system reflects our outlook for expected 
performance of an issuer’s equity securities relative to its peer 
group over the next 12 months.


 A Top Pick  (Buy) rating represents a security expected to provide
a return materially higher than the peer  group average.


 An Outperform  (Buy) rating represents a security expected to provide
a return greater than the peer group average.


 A Market Perform  (Hold) rating represents a security expected
to provide a return in line with the peer group average.


 An Underperform  (Sell) rating represents a security expected
to provide a return less than the peer group average.


 A Speculative Buy  (Buy) rating represents a security where the 
return potential is high, but the risk of a significant loss is  material.
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Outperforms 45% 18%
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not rely on this communication.







The information contained herein is for information purposes only and is not to be construed as an offer or solicitation for the sale or purchase of securities. While the accuracy or completeness of the 
information contained in this document cannot be guaranteed by FirstEnergy Capital, it was obtained from sources believed to be reliable. FirstEnergy Capital and/or its officers, directors and employees 
may from time to time acquire, hold or sell positions in the securities mentioned herein as principal or agent.  FirstEnergy Capital (USA) Corp., a member of the Financial Industry Regulatory Authority, is 
a wholly owned subsidiary of FirstEnergy Capital Holdings Corp. and operates as a Broker-Dealer in the United States.


Ranking System: Top Pick (T)   Outperform (O)   Market Perform (M)   Underperform (U)   Speculative Buy (SB)   Tender (X)


Refer to the last page for Important Certifications and Regulatory Disclosures.


1100, 311 - 6 Avenue SW  Calgary, Alberta, T2P 3H2 • 403-262-0600
85 London Wall, London, EC2M 7AD • +44-207-448-0200 WWW.FIRSTENERGY.COM 


Page 1 of 4


AltaGas Ltd. - ALA $31.00 July 30, 2012
Year end Dec 31, 2011a 2012e 2013e 2014e 2015e


OPERATIONAL RESULTS
Extraction NGL & Ethane mbbl/d 41,081    42,999    51,308    55,928    55,912    
Processing Throughput mmcf/d 390         395         482         482         482         
Power Volumes Sold GWh 3,001      3,236      3,230      3,460      4,286      
Source: FirstEnergy Capital Corp. and Company Reports


SEGMENTED FUNDS FROM OPERATIONS
Gas Business -$mm 162.2      168.1      232.5      244.4      243.4      
Power Business -$mm 102.4      82.2        80.8        147.4      236.4      
Utilities Business -$mm 39.3        132.4      224.1      231.9      239.0      
Corporate Costs -$mm (86.8)       (64.2)       (105.0)     (114.1)     (129.3)     
Total -$mm 217.1      318.5      432.4      509.5      589.6      


Financials
Revenue - $mm $1,572 $1,369 $2,332 $2,783 $3,086
EBITDA - $mm $267 $333 $478 $564 $659
Consensus EBITDA $360 $489
Cash Flow - $mm $220 $243 $345 $421 $499
Net Capital Investments - $mm $585 $1,638 $475 $202 $166


Earnings - $mm $84 $123 $145 $202 $264
Cash Distributions - $mm $111 $129 $152 $162 $173
Cash Use/Cash Flow - Diluted 316.1% 728.4% 181.7% 86.6% 68.1%


Distributable Cash Per Share - Basic $2.35 $3.15 $3.88 $4.54 $5.22
Dividends per Share - Basic $1.33 $1.38 $1.44 $1.52 $1.60
Payout Ratio 56.3% 43.8% 37.1% 33.5% 30.7%


Net Debt (Inc. Debentures) - $mm $1,405 $2,550 $2,784 $2,680 $2,473
Entry Net Debt / Cash Flow 4.1x 5.8x 7.4x 6.6x 5.4x


CFPS - Basic $2.49 $2.86 $3.28 $3.94 $4.60
CFPS - Diluted $2.46 $2.76 $3.26 $3.91 $4.58
Consensus CFPS $2.83 $3.31
EPS - Diluted $0.98 $1.27 $1.37 $1.88 $2.42
Consensus EPS $1.24 $1.47 $1.52
Performance
Cash Flow Growth per Share 4.7% 12.4% 17.9% 20.0% 17.0%
Earnings Growth per Share -17.5% 29.4% 8.1% 37.0% 28.8%
Dividend Growth per Share -23.9% 4.2% 4.3% 5.6% 5.3%
ROE 6.1% 6.9% 8.0% 10.7% 13.0%
ROACE 6.2% 6.8% 6.7% 8.1% 9.7%
Capital Structure
Basic Shares - mm 84.0 93.5 105.3 106.9 108.4
Options - mm 1.2 0.5 0.6 0.6 0.6
Shares - Diluted - mm 85.2 94.0 105.9 107.5 109.1
Market Cap. - $mm $2,713 $2,914 $3,284 $3,332 $3,381
Enterprise Value - $mm $4,118 $5,465 $6,068 $6,012 $5,853
Debt to Total Capitalization 34% 47% 46% 45% 42%


Pricing
Alberta Power Price - $/MWh $76.18 $46.00 $64.78 $70.65 $75.60
NYMEX - US$/mmbtu $4.03 $2.30 $3.75 $4.90 $5.50
Exchange Rate - USD/CAD $1.01 $0.98 $1.00 $1.02 $1.02
Valuation
Closing Price $31.84 $31.00 $31.00 $31.00 $31.00
Dividend Yield 4.2% 4.5% 4.6% 4.9% 5.2%
Net Asset Value (AT 8%) $34.85
Price / NAV 0.9x
Price/Earnings - Diluted 32.4x 24.4x 22.6x 16.5x 12.8x
Target P/E Ratio 35.6x 27.5x 25.5x 18.6x 14.4x
Target P/BV Ratio 2.2x 1.9x 2.0x 2.0x 1.9x


Price/Distributable Cash Flow - Basic 13.5x 9.8x 8.0x 6.8x 5.9x
Target Price/Dist. Cash Flow Ratio 14.9x 11.1x 9.0x 7.7x 6.7x


EV / EBITDA 15.4x 16.4x 12.7x 10.7x 8.9x
Target EV/EBITDA 16.3x 17.5x 13.5x 11.4x 9.5x


Note:  Net asset value is after-tax (2011) and is based on an 8% discount rate.
Source:  FirstEnergy Capital Corp. and Company Reports


Analyst: Steven I. Paget, CFA
403-262-0662 • sipaget@firstenergy.com
Associate: Elaine C. Williams
403-262-0622 • ecwilliams@firstenergy.com
Calgary Office • 403-262-0600


Opinion: MARKET PERFORM
12 MONTH TARGET PRICE: $35.00


http://www.firstenergy.com/download_pdf.php?doc_id=xxxxxx


AltaGas (ALA) Reports 2Q12 Results behind FCC 
Forecasts, in line with Street


 � Impact: Neutral. While financial results were behind 
our forecasts, construction on upcoming projects ap-
pears to be going well. AltaGas’s largest project in the 
development pipeline, the Forrest Kerr run-of-river 
project, is now ahead of schedule and budget.


 � AltaGas has reported its 2Q12 results, with adjusted 
net income of $10.4 mm (EPS $0.12) in line with 
“Street” consensus at $0.12/share, but behind our 
$15.4 mm forecast (EPS $0.17). EBITDA of $51.6 mm 
also underperformed our $62 mm estimate, due to 
underperformance from the Gas and Utilities business 
segments. 


 � Full net income per common share was $0.28 includ-
ing changes in value to risk management contracts.


 � Segmented EBITDA was as follows:
 � Gas EBITDA $34.3 mm versus FCCe $43.4 mm
 � Power EBITDA $16.7 mm versus FCCe $15.4 mm
 � Utilities EBITDA $9.1 mm versus FCCe $14.4 mm 
 � Corporate EBITDA ($8.6) mm versus FCCe ($11.2) 


mm
 � For the second half of 2012, AltaGas noted that ~5% of 


its expected EBITDA is exposed to commodity prices, 
after accounting for the power and frac spread hedges 
in place. 


Gas Update
 � AltaGas had 351 mmcf/d go through its Field Gath-


ering and Processing Division in 2Q12 (FCC 403 
mmcf/d), a drop of 10% versus 2Q11 and 12% versus 
1Q12.  Management estimates that 40 mmcf/d was 
shut in during the quarter.


 � Gas liquids extracted dropped from 45,200 b/d in 
1Q12 to 34,500 b/d (FCC 42,600 b/d) in 2Q12 due to 
plant outages downstream of AltaGas which ac-
counted for 4,300 b/d of the decrease, plus lower gas 
throughput volumes. 


 � Realized frac spreads of $27.64 per/bbl were 23% 
below our expectations and segment EBITDA of $34.3 
mm was 13% off 2Q12.


 � AltaGas noted on the 2Q12 conference call that its frac 
spread hedges are at Mont Belvieu prices less an esti-
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mated $10 per barrel differential to Edmonton prices; 
higher differentials in the second quarter meant that 
hedges of “80% of…exposure…hedged at..$35/Bbl” as 
of the end of 1Q12 translated to a realized frac spread 
of $27.64 per barrel, barely above spot prices of $26.85 
per barrel.


 � For 2012, ~80% of AltaGas’s exposure to spot frac 
spreads have been hedged at an average price of 
~$35/bbl; for 2013, ~35% of volumes exposed to spot 
have been hedged at ~$35/bbl. 


 � In 2H12, we have cut our realized frac spread from 
$33.46 per barrel to $28.67 per barrel, including a $4.20 
per barrel extraction premium. The impact is that we 
have cut our 2012e Gas Funds From Operations by 7%.


Gas Project Outlook
 � The Harmattan Co-stream project is expected to be in 


service in 3Q12; this project will utilize 250 mmcf/d of 
existing spare capacity at the facility, and much of the 
uncertainty surrounding the project was removed on 
July 19, 2012 after the Alberta Court of Appeal upheld 
the ERCB’s December 2010 decision to approve the 
project.  The Company expects that the project will 
earn $30 mm in annual EBITDA.


 � The 120 mmcf/d Gordondale deep-cut natural gas 
processing facility is on track to commence operations 
in late 2012. At the end of 2Q12, 70% of major mechan-
ical and electrical work was complete, and essentially 
all major equipment had been shipped to site.


 � On June 18, 2012, AltaGas announced that it was 
spending $20 mm to buy a 43.5% WI in the 75 mmcf/d 
Gilby gas plant from Quatro Resources Inc., plus a 
50% WI in Quatro’s other midstream assets, and that 
it committed to build a $100 mm gas pipeline from the 
Gilby plant and AltaGas’s own Sylvan Lake Gas Plant 
to AltaGas’s Joffre Ethane Extraction Plant (JEEP). This 
acquisition is expected to close in 
3Q12 and the construction of the 
pipeline is expected to be complete 
in late 2013. AltaGas expects to pay 
$20 mm during the third quarter 
to close its 50% working interest in 
Quatro Resources Inc.’s midstream 
assets.


Power
 � Power EBITDA was $16.7 mm 


versus FCCe $15.4 mm. The Sun-
dance B PPA (WI 50%) generated 
negative net income of $0.2 mm 
during the quarter. AltaGas sold 802 
GWh during the quarter; although 
the Company no longer publishes 
power generation from its wholly-


owned assets we suspect it purchased ~100 to 200 
GWh for resale.


 � In the Power business, ~31% of 3Q12 & 4Q12 of power 
generation exposed to the spot market has been 
hedged at an average price of $65/MWh. Unlike in the 
NGL business, there appears to be no mitigating fac-
tors – the hedge price is reflected in prices received.


Power Project Outlook
 � The 15 MW gas-fired Cogeneration II facility at Alta-


Gas’s Harmattan Complex entered commercial opera-
tions on June 7, 2012, with the project completed on 
time and on budget.


 � The most notable update with 2Q12 results was that 
the 195 MW $725 mm Forrest Kerr run-of-river project 
is ahead of schedule and on budget; AltaGas now ex-
pects to complete the project by March 2014 versus the 
mid-2014 timeframe that was guided to previously. 
Once completed, the project’s commissioning will be 
based on the availability of the Northwest Transmis-
sion Line, which may make early project completion 
irrelevant to revenues. AltaGas has no recourse if the 
transmission line is delayed.


Utilities
 � As is usual for the second quarter, Utilities had a low 


earnings quarter with EBITDA of only $9.1 mm versus 
$8.0 mm in 2Q11.  We expect the division will record 
only $4.2 mm in EBITDA in 3Q12 as the division will 
incur a $7.0 mm charge for the acquisition of SEMCO, 
which owns gas utilities in Michigan and Alaska, ex-
pected to close effective August 31, 2012.


Target Price and Ranking
 � Our DCF-NAV (Atax, 8%) remains unchanged and 


we retain our $35.00 target price and Market Perform 
ranking.


AltaGas Ltd.: FirstEnergy Estimates & Percent Change from Previous Estimates
2012e 2013e 2014e 2015e


OPERATIONAL ESTIMATES % Chg % Chg % Chg % Chg


Extraction NGL & Ethane bbl/d 42,999    -4% 51,308     55,928     55,912     


Processing Throughput mmcf/d 395         -3% 482          482          482          


Power Volumes Sold GWh 3,236      1% 3,230       3,460       4,286       


FINANCIAL ESTIMATES
Gas Business FFO $mm 168 -7% 233 -1% 244 -2% 243 -2%


Power Business FFO $mm 82 9% 81 1% 147 14% 236 -5%


Utilities Business FFO $mm 132  224  232  239  


EBITDA $mm 333 2% 478 4% 564 6% 659  


Earnings per Share $/share $1.27 25% $1.37  $1.88 7% $2.42 -4%


Cash Flow per Share $/share $2.76 2% $3.26  $3.91 3% $4.58 -3%


Dividend per Share $/share $1.38  $1.44  $1.52  $1.60  


Dividend Yield 4.45%  4.65%  4.90%  5.16%  


Net Asset Value (AT 8%) $34.85  


Target Price/Earnings x 27.54 -20% 25.47  18.59 -6% 14.43 4%


Source: FirstEnergy Capital Corp.
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Quarterly Information 2011a 2012e 2013e


EBITDA Q1 80.7 92.6 143.2
$mm Q2 56.6 51.4 108.1


Q3 56.4 55.8 90.2
Q4 73.6 133.7 136.5


Total 267.3 333.5 478.0


Cash Flow Per Share (Diluted) Q1 $0.43 $1.06 $1.04
$/share Q2 $0.60 $0.46 $0.71


Q3 $0.77 $0.28 $0.54
Q4 $0.66 $0.96 $0.97


Total $2.46 $2.76 $3.26


Reported EPS (Diluted) Q1 $0.32 $0.46 $0.54
$/share Q2 $0.20 $0.28 $0.25


Q3 $0.13 $0.00 $0.10
Q4 $0.34 $0.53 $0.47


Total $0.98 $1.27 $1.37


Dividend/Share Q1 $0.33 $0.35 $0.36
$/share Q2 $0.33 $0.35 $0.36


Q3 $0.33 $0.35 $0.36
Q4 $0.34 $0.35 $0.36


Total $1.33 $1.38 $1.44
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Regulatory Disclosures and our policy on the dissemination of research can be found at 
http://firstenergy.com/research/regulatory.php


Opinion: MARKET PERFORM
12 MONTH TARGET PRICE: $35.00


Ranking System 
FirstEnergy’s rating system reflects our outlook for expected performance of an issuer’s 
equity securities relative to its peer group over the next 12 months. 


A Top Pick (Buy) rating represents a security expected to provide a return materially 
higher than the peer group average. 


An Outperform (Buy) rating represents a security expected to provide a return greater 
than the peer group average. 


A Market Perform (Hold) rating represents a security expected to provide a return in 
line with the peer group average. 


An Underperform (Sell) rating represents a security expected to provide a return less 
than the peer group average. 


A Speculative Buy (Buy) rating represents a security where the return potential is high, 
but the risk of a significant loss is material. 


A Tender (X) represents a security where investors are guided to tender to the terms of 


the takeover offer.


RATING SYSTEM: T = Top Pick (Buy); O = Outperform (Buy); M = Market Perform (Hold); U = Underperform (Sell); SB = Speculative Buy (Buy);
R = Under Review;  * = Restricted; As of April 15, 2009 X = Tender; NR = Not Rated
Source:  FirstEnergy Capital Corp. & Bloomberg
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Closing Price  
Ranking Change 
Target Price Change 


Ranking 
Distribution


% Investment 
Banking Clients


Top Picks 6% 3%
Outperforms 52% 21%
Market Performs 28% 5%
Underperforms 4% 1%
Speculative Buys 7% 5%
Under Review 2% 1%
Restricted Companies 0% 0%
Tenders 1% 1%
Not Rated 0% 0%
Total 100%
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Disclosure Requirements
1. Is this an issuer related or industry related publication? Issuer


2. Does the analyst, or a member of the analysts household, associate or employee who prepared this research report N
have a financial interest in securities of the subject issuer?  If yes, nature of the interest and name: 


3. Is FirstEnergy a market maker in the issuer’s securities at the date of this report? N


4. Does FirstEnergy beneficially own more than 1% of any class of common equity of the issuer? N


5. Does FirstEnergy or the analyst have any actual material conflicts of interest with the issuer? N
Explanation:


6. Does any director, officer, employee of FirstEnergy or member of their household serve as a director or officer or N
advisory capacity of the issuer? (if so, list name)


7. Did the analyst and/or associate who prepared this research report receive compensation based solely upon N
investment banking revenues?


8. Did the analyst receive any payment or reimbursement of travel expenses by the issuer? N


9. Since July 9, 2002, has the analyst received any compensation based on a specific investment N
banking transaction relative to this issuer?


10. Has any director, officer or employee who prepared this research report received any N
compensation from the subject company in the past 12 months?


11. Has FirstEnergy provided the issuer or its predecessor with non-investment banking securities-related services N
in the past 12 months?


12. Has FirstEnergy managed or co-managed an offering of securities by the issuer or its predecessor in the Y
past 12 months?


13. Has FirstEnergy received compensation for investment banking and related services from the Y
issuer or its predecessor in the past 12 months?


Ranking System
FirstEnergy’s rating system reflects our outlook for expected 
performance of an issuer’s equity securities relative to its peer 
group over the next 12 months.


 A Top Pick  (Buy) rating represents a security expected to provide
a return materially higher than the peer  group average.


 An Outperform  (Buy) rating represents a security expected to provide
a return greater than the peer group average.


 A Market Perform  (Hold) rating represents a security expected
to provide a return in line with the peer group average.


 An Underperform  (Sell) rating represents a security expected
to provide a return less than the peer group average.


 A Speculative Buy  (Buy) rating represents a security where the 
return potential is high, but the risk of a significant loss is  material.





Ranking % Investment
Distribution Banking Clients


Top Picks 6% 3%
Outperforms 52% 21%
Market Performs 28% 5%
Underperforms 4% 1%
Speculative Buys 7% 5%
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Not Rated 0% 0%
Under Review 2% 1%
Restricted Companies 0% 0%
Total 100%
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CANADA  
  


ALA CN Outperform 


Price 31 Oct 11 C$29.41 
 


Volatility index Low


12-month target C$ 33.00


12-month TSR % +16.9


Valuation C$ 32.93
 - DCF (WACC 7.1%, beta 0.8, ERP 9.0%, RFR 4.0%, TGR 2.3%) 


GICS sector Energy


Market cap C$m 2,466


30-day avg turnover C$m 5.0


Market cap US$m 2,484


Number shares on issue m 83.84
 
  


Investment fundamentals 


Year end 31 Dec  2010A 2011E 2012E 2013E 


Revenue m 485.5 503.3 575.5 644.0 
EBITDA m 243.2 265.0 300.6 347.8 
Adjusted profit m 97.4 92.1 95.2 125.6 
CFPS C$ 2.38 2.49 2.66 3.10 
EPS adj C$ 1.19 1.09 1.11 1.44 
PER adj x 24.7 27.0 26.5 20.4 
Total DPS C$ 1.74 1.33 1.38 1.38 
Total div yield % 5.9 4.5 4.7 4.7 
EV/EBITDA x 14.3 13.3 11.8 10.3 
 
  


ALA CN vs TSX, & rec history 


 
Note: Recommendation timeline - if not a continuous line, then there was no 
Macquarie coverage at the time or there was an embargo period. 


Source: FactSet, Macquarie Research, November 2011  


(all figures in CAD unless noted) 
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Macquarie Capital Markets Canada Ltd. 


AltaGas 
Value of PNG acquisition lies in LNG 
development  
Event 


 AltaGas announced that that it has reached an agreement to acquire Pacific 


Northern Gas (PNG) for C$36.75 cash per share. The acquisition is modestly 


accretive to earnings and cashflow but is reminiscent of Forrest Kerr, in that it 


holds potential with respect to future LNG developments on the west coast of 


British Columbia that could be material.  


Impact 


 The assets fit very well with the company’s existing operations and strategic 


direction. With the acquisition, the company materially adds to its utility assets, 


growing regulated rate base by 50% to over $500m. Utility assets have long-term 


predictable cashflows with generally low risk.  


 PNG also has a small emerging renewable energy business including the 10MW 


McNair Creek hydroelectric facility and is participating in the development of a 


45MW run-of-river hydro project, both in British Columbia. 


 The upside of the acquisition lies in future LNG developments, a situation we are 


favourably dispose to given our belief in the supply of gas in BC as well as the 


need for producers to access overseas markets to benefit from higher 


international prices. 


Earnings and target price revision 


 We are adjusting our estimates to reflect the transaction. Our target price remains 


C$33.00. 


Price catalyst 


 12-month price target: C$33.00 based on a DCF methodology. 


 Catalyst: EPA with BC Hydro for McLymont Creek and Volcano Creek projects 


Action and recommendation 


 We continue to recommend AltaGas as a top pick in the Canadian Midstream 


Sector on the expectation of peer-leading free cashflow growth from its visible and 


transformational growth projects. We believe the current acquisition is accretive to 


AltaGas with the optionality to participate in future intriguing LNG prospects.  


 


 


 







Macquarie Research AltaGas 


1 November 2011 2 


Agreement to acquire Pacific Northern Gas 


The company announced an agreement to acquire all of the issued and outstanding shares of PNG 


(PNG CN, not rated) for C$36.75 by way of plan of arrangement. PNG owns natural gas transmission 


and distribution systems. While the acquisition appears to be modestly accretive to earnings and 


cashflow, it brings with it some interesting development potential with respect to future LNG 


developments on the British Columbia west coast. PNG’s largest shareholder and PNG’s directors and 


senior offices, who collectively exercise control over 25% of PNG’s shares have agreed to support the 


transaction. The transaction is subject to approval of the Supreme Court of BC and the British Columbia 


Utilities Commission. If shareholder and other approvals are obtained, the transaction is expected to 


close on or about 16 December 2011.  


Acquisition metrics 


The price represents a 20% premium to the recent closing price and a 28% premium to the volume-


weighted average price of the last 20 days. The enterprise value of C$230m represents approximately 


1.2x rate base (excluding the renewables assets), in keeping with the range of precedent transaction for 


Canadian utilities, although admittedly a small subset. We characterize the multiple as one reflective of 


more growth than immediately meets the eye with PNG. The company anticipates receiving a contingent 


payment of C$20m related to the sale of its 50% interest in Pacific Trails Pipelines, developer of the 


Kitimat-Summit Lake (KSL) project (discussed below). If so, the multiple to rate base falls to 1.1x, a fair 


price in our opinion. The company over C$800m in available credit capacity to pay for the C$140m cash 


portion of the transaction, however, we estimate net debt to total capital reaches 55% with the 


acquisition. The acquisition is translates to an enterprise value to 2012E EBITDA of about 9.7x. We 


expect the acquisition will be modestly accretive to earnings and cashflow.  


Fig 1 Acquisition accretion to 2012E / 2013E EPS (C$m, except per share data)  


 


Source: Company reports, Macquarie Research, November 2011 


Rationale for the acquisition  


The assets fit very well with the company’s existing operations and strategic direction. With the 


acquisition, the company materially adds to its utility assets, growing regulated rate base by 50% to over 


C$500m, in keeping with its strategy or growing its gas, power and utility segments. Utility assets have 


long-term predictable cashflows with generally low risk.  


PNG’s Northeast system serves the Dawson Creek and Fort St-John areas of northeast British Columbia, 


an area seeing increased economic activity as evidenced by the 4.65% CAGR in population over the last 


five years. Its Western system serves communities that have not grown as rapidly (+1.8%) but appear to be 


poised for growth given industrial and mining developments in the area, notably in relation to LNG projects. 


The regulated assets have an allowed ROE of about 10.1% with 44% equity thickness.  


The company also has a small emerging renewable energy business including the 10MW McNair Creek 


hydroelectric facility and is participating in the development of a 45MW run-of-river hydro project, both in 


British Columbia. 


ALA PNG Synergies/Changes Total Accretion ALA PNG Synergies/Changes Total Accretion


Total Net Revenue $525.5 $50.0 $575.5 $593.98 $50.0 $644.0


Operating and Administrative and other $247.5 $27.4 $0.0 $274.9 $268.85 $27.4 $0.0 $296.3


Other $0.0 $0.0 $0.0 $0.00 $0.0 $0.0


Reported EBITDA $278.0 $22.6 $0.0 $300.6 $325.13 $22.6 $0.0 $347.8


Amortization & Depreciation $93.7 $7.3 $101.0 $95.71 $7.3 $103.0


EBIT $184.3 $15.3 $0.0 $199.6 $229.42 $15.3 $0.0 $244.7


Interest $53.0 $5.7 $5.6 $64.2 $58.15 $5.7 $5.6 $69.4


EBT $131.3 $9.6 -$5.6 $135.3 $171.27 $9.6 -$5.6 $175.3


Taxes $28.1 $2.4 -$1.4 $29.1 $37.75 $2.4 -$1.4 $38.8


Net Income $103.2 $7.2 -$4.2 $106.2 $133.52 $7.2 -$4.2 $136.6


Preferred Dividends $11.0 $0.0 $11.0 $11.00 $0.0 $11.0


Net Income to Common $92.2 $7.2 -$4.2 $95.2 $122.52 $7.2 -$4.2 $125.6


EPS $1.07 $1.11 $0.03 $1.41 $1.44 $0.03


2012E 2013E
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It’s not what you buy but what you do with it  


We have maintained that acquisitions are what you make with them. Absent a distressed seller, 


acquisition prices reflect a competitive market. The assets were sold under a formal process that was 


initiated once PNG had monetized its interest in PTP, and we suspect there was competition for the 


assets. Although the assets are a good fit with existing operations and strategy, synergies will be modest 


given the rate regulated nature of PNG’s operations.  


To us, the beauty in the transaction lies in the potential to develop new pipeline capacity to service 


developing LNG prospects along the Summit Lake to Kitimat/Prince Rupert corridor. We view existing 


capacity on its system and existing right-of-way as valuable strategic assets, although it will take some 


time to clearly monetize the value. In this way the transaction is reminiscent of the company’s 


acquisition of the Forrest Kerr site in 2008 that eventually led to a transformational project. 


As it stands, the company has two option agreements outstanding. PNG and LNG Partners are parties to 


a gas Transportation Service Agreement (TSA) that provides LNG Partners with the option to commit to 


use 80m cubic feet per day of existing capacity on the PNG’s western system. If the option is exercised, 


LNG will use the transportation service to deliver natural gas to their small-scale LNG project to be 


located near Kitimat. If service commences under the TSA, PNG’s Western system would be at full 


capacity, generating approximately $16m per year of incremental margin.    


PTP is the developer of the KSL project, a 463km natural gas pipeline from Summit Lake to Kitimat 


British Columbia, expected to service the Kitimat LNG terminal should it proceed. The company sold its 


50% interest to the PTP partners Apache Canada and EOG Resources Canada for C$50m. The deal 


included C$30m upon closing, with a remaining contingent payment of C$20m should the partners 


decide to proceed with construction of the terminal. The project has recently received NEB approval, with 


the partners expected to make a decision in the next few months. Sale terms also included transportation 


and operating/maintenance agreements using a portion of PNG’s pipeline capacity, provided it is not first 


used by LNG Partners, which also has an option.  


Either way, throughput on the system appears bound to increase with long-term stability to 


customers and shareholders. We further expect more LNG projects to be developed, providing upside 


to the company’s potential, including the possibility of building new pipeline capacity or direct investment 


in LNG projects themselves. For example, Shell Canada is looking at an LNG opportunity with China 


National Petroleum Co, Korea Gas Corp and Mitsubishi Corp. Malaysian state-owned Petronas, a world 


leader in LNG, has partnered with Progress Energy for a project.  


Valuation and recommendation 


The Narrows Inlet project is not reflected in our valuation but has the potential to add an additional 


$0.50/share. We can only speculate as to the value of future LNG developments, however, we are 


believers in the strategic value of the acquired assets in helping producers achieve materially higher 


netbacks. We view PNG’s right of way and pipeline capacity as the critical path to getting natural gas to 


potential LNG sites on the west coast. 


Conclusion 


In making this acquisition, the company has acquired an accretive utility while gaining optionality to 


participate in future intriguing LNG prospects. Factoring in only the impact of existing assets, we are 


maintaining our target price of C$33.00 and maintain our Outperform rating. 
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Fig 2 Pacific Northern Gas Pipeline  


 


Source: Pacific Northern Gas, Macquarie Research, November 2011 


 


Fig 3 Pacific Northern Gas Service Regions 


 


Source: Pacific Northern Gas, Macquarie Research, November 2011 
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AltaGas (ALA CN, Outperform, Target price: C$33.00) 


 
 


Source: Company data, Macquarie Research, November 2011 


 
  


Earnings and Per Share Data (Annual) 2010 2011E 2012E 2013E Earnings and Per Share Data (Quarterly) 1Q11 2Q11 3Q11 4Q11E


Total Net Revenue $485.5 $503.3 $575.5 $644.0 Total Net Revenue $137.7 $113.7 $117.9 $133.9


Operating and Administrative $241.5 $255.7 $274.9 $296.3 Operating and Administrative $64.5 $61.7 $65.0 $64.5


Reported EBITDA $244.0 $247.6 $300.6 $347.8 Reported EBITDA $73.3 $52.0 $52.9 $69.4


Amortization $89.2 $87.8 $98.6 $100.6 Amortization $21.7 $21.7 $22.4 $22.1


Accretion of asset retirement obligations $2.9 $2.4 $2.4 $2.4 Accretion of asset retirement obligations $0.6 $0.6 $0.6 $0.6


Operating Income $151.9 $157.3 $199.6 $244.7 Operating Income $51.0 $29.7 $29.9 $46.7


Interest expense $48.8 $52.2 $64.2 $69.4 Interest expense $12.9 $13.7 $12.8 $12.8


Foreign exchange loss (gain) $0.1 $0.1 $0.0 $0.0 Foreign exchange loss (gain) ($0.0) $0.0 $0.1 $0.0


EBT $103.0 $105.1 $135.3 $175.4 EBT $38.1 $16.0 $17.1 $33.9


Current Taxes ($0.2) $3.0 $7.1 $7.4 Current Taxes $1.2 $0.1 ($0.5) $2.2


Future Taxes $1.9 $12.9 $22.0 $31.3 Future Taxes $7.6 ($3.5) $4.3 $4.4


Net Income $101.3 $89.2 $106.2 $136.6 $29.3 $19.3 $13.3 $27.3


Preferred dividends $4.0 $11.0 $11.0 $11.0 Preferred dividends $2.8 $2.8 $2.8 $2.8


Reported Net Income to common $97.2 $78.2 $95.2 $125.6 Reported Net Income to common $26.6 $16.6 $10.6 $24.5


Adjusted EBITDA $243.2 $265.0 $300.6 $347.8 Adjusted EBITDA $77.3 $60.4 $58.0 $69.4


Adjusted Operating Income $151.1 $174.8 $199.6 $244.7 Adjusted Operating Income $55.0 $38.1 $35.0 $46.7


Adjusted Net Income $97.4 $92.1 $95.2 $125.6 Adjusted Net Income $29.9 $23.2 $14.5 $24.5


Adjusted FD EPS $1.19 $1.09 $1.11 $1.44 Adjusted FD EPS $0.35 $0.28 $0.17 $0.29


Funds From Operations $195.0 $210.7 $228.3 $270.0 Funds From Operations $64.0 $46.7 $45.9 $54.2


Preferred dividends ($4.0) ($11.0) ($11.0) ($11.0) Preferred dividends ($2.8) ($2.8) ($2.8) ($2.8)


Other ($0.5) ($0.2) $0.0 $0.0 Other ($0.1) ($0.1) $0.0 $0.0


Sustaining and maintenance capital ($13.6) ($11.1) ($8.0) ($10.0) Sustaining and maintenance capital ($2.4) ($4.7) ($2.0) ($2.0)


Distributable cash (AFFO) $176.9 $188.4 $209.3 $249.0 Distributable cash (AFFO) $58.7 $39.1 $41.2 $49.4


AFFO/Share $2.16 $2.22 $2.44 $2.86 AFFO/Share $0.69 $0.46 $0.49 $0.58


Growth Capital for unspecified projects $0.0 $0.0 $0.0 $150.0 Growth Capital for unspecified projects $0.0 $0.0 $0.0 $0.0


Realized Frac Spread ($/bbl) after hedging & premiums $27.39 $33.45 $34.53 $34.95 Realized Frac Spread ($/bbl) after hedging & pre $32.45 $36.65 $32.95 $31.74


Realized Power Price ($/MWh) $65.74 $73.95 $70.16 $72.06 Realized Power Price ($/MWh) $78.76 $64.26 $80.67 $72.11


Payout Ratio 80.6% 59.8% 56.6% 48.2% Payout Ratio 47.6% 71.0% 68.0% 58.6%


Credit Rating BBB/Stable


Cash Flow Summary 2010 2011E 2012E 2013E Consolidated Capitalization 2010 2011E 2012E 2013E


Net income applicable to common shares $101.3 $89.2 $106.2 $136.6 Cash $2.1 $0.0 ($0.0) ($0.0)


Amortization $89.2 $87.8 $98.6 $100.6


Other $4.6 $33.7 $23.5 $32.8 Short Term Debt $11.0 $104.3 $104.3 $104.3


Funds From Operations $195.0 $210.7 $228.3 $270.0 Long-term debt and convertible debentures $893.5 $1,139.3 $1,728.1 $1,949.4


Asset retirement obligation cost and other ($0.5) ($0.2) $0.0 $0.0 Total Debt $904.5 $1,243.6 $1,832.4 $2,053.7


Net change in non-cash working capital ($1.9) ($34.3) ($11.0) ($15.3)


Cash Flow from operating Activities $192.6 $176.2 $217.3 $254.7 Total Equity $1,211.0 $1,207.7 $1,222.6 $1,261.4


Investing activities Total Capitalization $2,115.5 $2,451.3 $3,055.0 $3,315.1


Capital Expenditures ($195.1) ($422.6) ($715.8) ($379.1)


Other & Asset Sales/Acquisitions $33.0 ($8.9) $0.0 $0.0 Net Debt $902.4 $1,243.6 $1,832.4 $2,053.7


Cash Flow from Investing Activities ($162.0) ($431.5) ($715.8) ($379.1)


Weighting


Financing activities Debt 42.8% 50.7% 60.0% 61.9%


Dividends ($151.8) ($124.1) ($127.8) ($129.4) Equity 57.2% 49.3% 40.0% 38.1%


Other Financing Activities $119.7 $377.3 $626.3 $253.8 100.0% 100.0% 100.0% 100.0%


Cash Flow from Financing Activities ($32.2) $253.2 $498.5 $124.4


Change in cash and cash equivalents ($1.6) ($2.1) $0.0 $0.0


Cash and cash equivalents, beginning of period $3.7 $2.1 ($0.0) ($0.0)


Cash and cash equivalents, end of period $2.1 ($0.0) ($0.0) $0.0
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Important disclosures: 


Recommendation definitions 


Macquarie - Australia/New Zealand 
Outperform – return >3% in excess of benchmark return 
Neutral – return within 3% of benchmark return 
Underperform – return >3% below benchmark return 
 
Benchmark return is determined by long term nominal 
GDP growth plus 12 month forward market dividend yield 


Macquarie – Asia/Europe 
Outperform – expected return >+10% 
Neutral – expected return from -10% to +10% 
Underperform – expected return <-10% 


Macquarie First South - South Africa 
Outperform – expected return >+10% 
Neutral – expected return from -10% to +10% 
Underperform – expected return <-10% 


Macquarie - Canada 
Outperform – return >5% in excess of benchmark return 
Neutral – return within 5% of benchmark return 
Underperform – return >5% below benchmark return 


Macquarie - USA 
Outperform (Buy) – return >5% in excess of Russell 3000 
index return 
Neutral (Hold) – return within 5% of Russell 3000 index 
return 
Underperform (Sell)– return >5% below Russell 3000 
index return 
 


Volatility index definition* 


This is calculated from the volatility of historical price 
movements. 
 
Very high–highest risk – Stock should be expected 
to move up or down 60–100% in a year – investors 
should be aware this stock is highly speculative. 
 
High – stock should be expected to move up or 
down at least 40–60% in a year – investors should 
be aware this stock could be speculative. 
 
Medium – stock should be expected to move up or 
down at least 30–40% in a year. 
 
Low–medium – stock should be expected to move 
up or down at least 25–30% in a year. 
 
Low – stock should be expected to move up or 
down at least 15–25% in a year. 
* Applicable to Australian/NZ/Canada stocks only 


Recommendations – 12 months 
Note: Quant recommendations may differ from 
Fundamental Analyst recommendations 


Financial definitions 


All "Adjusted" data items have had the following 
adjustments made: 
Added back:  goodwill amortisation, provision for 
catastrophe reserves, IFRS derivatives & hedging, IFRS 
impairments & IFRS interest expense 
Excluded:  non recurring items, asset revals, property 
revals, appraisal value uplift, preference dividends & 
minority interests 
 
EPS = adjusted net profit / efpowa* 
ROA = adjusted ebit / average total assets 
ROA Banks/Insurance = adjusted net profit /average 
total assets 
ROE = adjusted net profit / average shareholders funds 
Gross cashflow = adjusted net profit + depreciation 
*equivalent fully paid ordinary weighted average number 
of shares 
 
All Reported numbers for Australian/NZ listed stocks are 
modelled under IFRS (International Financial Reporting 
Standards). 
 


Recommendation proportions – For quarter ending 30 September 2011 


 AU/NZ    Asia   RSA    USA     CA   EUR 
Outperform 57.35% 65.88% 56.94% 46.54% 74.68% 47.85% (for US coverage by MCUSA, 11.63% of stocks covered are investment banking clients) 


Neutral 31.99% 20.68% 31.94% 50.00% 23.42% 34.66% (for US coverage by MCUSA, 9.30% of stocks covered are investment banking clients) 


Underperform 10.66% 13.45% 11.11% 3.46% 1.90% 17.49% (for US coverage by MCUSA, 0.47% of stocks covered are investment banking clients) 
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CANADA  
  


ALA CN Outperform 


Close Price* 14 Nov 11 C$29.69 
 


Volatility index 


12-month target C$ 32.50


12-month TSR % +14.1


Valuation C$ 32.58
 - DCF (WACC 7.1%, beta 0.8, ERP 9.0%, RFR 4.0%, TGR 2.3%) 


GICS sector Energy


Market cap C$m 2,634


30-day avg turnover C$m 6.9


Market cap US$m 2,591


Number shares on issue m 88.71
 
  


Investment fundamentals 


Year end 31 Dec  2010A 2011E 2012E 2013E 


Revenue m 485.5 503.3 575.5 644.0 
EBITDA m 243.2 265.0 300.6 347.8 
Adjusted profit m 97.4 91.8 98.7 131.7 
EPS adj C$ 1.19 1.08 1.09 1.43 
PER adj x 25.0 27.6 27.3 20.7 
Total DPS C$ 1.74 1.33 1.38 1.38 
Total div yield % 5.9 4.5 4.6 4.6 
EV/EBITDA x 14.3 13.6 12.4 10.8 
 
  


ALA CN vs TSX, & rec history 


 
Note: Recommendation timeline - if not a continuous line, then there was no 
Macquarie coverage at the time or there was an embargo period. 


Source: FactSet, Macquarie Research, November 2011  


(all figures in CAD unless noted) 
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15 November 2011 
Macquarie Capital Markets Canada Ltd. 


AltaGas  
Reinstating coverage following financing  
Event 


 We are reinstating coverage following an equity financing.  Including the 


overallotment, the company raised net proceeds of C$138.1m by issuing 4.9m 


shares at C$29.30. 


 The company also recently announced the signing of EPAs for its McLymont and 


Volcano Creek run-of-river hydro projects in northwest BC.  


Impact 


 Financing – neutral: There is minor dilution to our target price offset by lower 


leverage ratios. The financing effectively pays for the cash portion of the previously 


announced offer to acquire PNG, reducing perceived financing overhang. 


 EPAs – positive: The terms are “similar in all material respects” to the EPA for 


Forrest Kerr that AltaGas signed on May 28, 2010, implying a 60-year term and 


full CPI protection. These are best-in-class terms for EPAs in BC, and the implied 


long-term cashflow stability should reduce the company’s cost of capital in time. 


These are the terms we had hopes for, so execution of the EPAs reduces 


contracting risk associated with these projects. 


Earnings and target price revision 


 We are adjusting our estimates to reflect the higher share count and minor 


refinements to our McLymont Creek and Volcano Creek models, including a 


slightly earlier commissioning date for Volcano Creek (late 2015 vs. 2016 


previously). Our 2011E AFFO/share decreases to C$2.20 from C$2.22 and to 


C$2.36 from C$2.44 in 2012E. Our target price decreases to C$32.50 from 


C$33.00. 


Price catalyst 


 12-month price target: C$32.50 based on a DCF methodology. 


 Catalyst: Achieving project milestones, including contracting that reduces cost risk. 


Action and recommendation 


 We continue to recommend AltaGas as a top pick in the Canadian Midstream 


Sector on the expectation of peer-leading free cashflow growth from its visible and 


transformational growth projects. We believe the current acquisition is accretive to 


AltaGas with the optionality to participate in future intriguing LNG prospects. 
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AltaGas Ltd (ALA CN, Outperform, Target price: C$32.50) 


Source: Company data, Macquarie Research, November 2011 


 


Earnings and Per Share Data (Annual) 2010 2011E 2012E 2013E Earnings and Per Share Data (Quarterly) 1Q11 2Q11 3Q11 4Q11E


Total Net Revenue $485.5 $503.3 $575.5 $644.0 Total Net Revenue $137.7 $113.7 $117.9 $133.9


Operating and Administrative $241.5 $255.7 $274.9 $296.3 Operating and Administrative $64.5 $61.7 $65.0 $64.5


Reported EBITDA $244.0 $247.6 $300.6 $347.8 Reported EBITDA $73.3 $52.0 $52.9 $69.4


Amortization $89.2 $87.8 $98.6 $100.6 Amortization $21.7 $21.7 $22.4 $22.1


Accretion of asset retirement obligations $2.9 $2.4 $2.4 $2.4 Accretion of asset retirement obligations $0.6 $0.6 $0.6 $0.6


Operating Income $151.9 $157.3 $199.6 $244.7 Operating Income $51.0 $29.7 $29.9 $46.7


Interest expense $48.8 $52.6 $59.6 $61.2 Interest expense $12.9 $13.7 $12.8 $13.3


Foreign exchange loss (gain) $0.1 $0.1 $0.0 $0.0 Foreign exchange loss (gain) ($0.0) $0.0 $0.1 $0.0


EBT $103.0 $104.6 $140.0 $183.6 EBT $38.1 $16.0 $17.1 $33.4


Current Taxes ($0.2) $3.0 $7.1 $7.4 Current Taxes $1.2 $0.1 ($0.5) $2.2


Future Taxes $1.9 $12.7 $23.2 $33.4 Future Taxes $7.6 ($3.5) $4.3 $4.3


Net Income $101.3 $88.9 $109.7 $142.7 $29.3 $19.3 $13.3 $26.9


Preferred dividends $4.0 $11.0 $11.0 $11.0 Preferred dividends $2.8 $2.8 $2.8 $2.8


Reported Net Income to common $97.2 $77.9 $98.7 $131.7 Reported Net Income to common $26.6 $16.6 $10.6 $24.2


Adjusted EBITDA $243.2 $265.0 $300.6 $347.8 Adjusted EBITDA $77.3 $60.4 $58.0 $69.4


Adjusted Operating Income $151.1 $174.8 $199.6 $244.7 Adjusted Operating Income $55.0 $38.1 $35.0 $46.7


Adjusted Net Income $97.4 $91.8 $98.7 $131.7 Adjusted Net Income $29.9 $23.2 $14.5 $24.2


Adjusted FD EPS $1.19 $1.08 $1.09 $1.43 Adjusted FD EPS $0.35 $0.28 $0.17 $0.28


Funds From Operations $195.0 $210.3 $232.9 $278.2 Funds From Operations $64.0 $46.7 $45.9 $53.7


Preferred dividends ($4.0) ($11.0) ($11.0) ($11.0) Preferred dividends ($2.8) ($2.8) ($2.8) ($2.8)


Other ($0.5) ($0.2) $0.0 $0.0 Other ($0.1) ($0.1) $0.0 $0.0


Sustaining and maintenance capital ($13.6) ($11.1) ($8.0) ($10.0) Sustaining and maintenance capital ($2.4) ($4.7) ($2.0) ($2.0)


Distributable cash (AFFO) $176.9 $188.0 $213.9 $257.2 Distributable cash (AFFO) $58.7 $39.1 $41.2 $49.0


AFFO/Share $2.16 $2.20 $2.36 $2.80 AFFO/Share $0.69 $0.46 $0.49 $0.56


Growth Capital for unspecified projects $0.0 $0.0 $0.0 $150.0 Growth Capital for unspecified projects $0.0 $0.0 $0.0 $0.0


Realized Frac Spread ($/bbl) after hedging & premiums $27.39 $33.45 $34.53 $34.95 Realized Frac Spread ($/bbl) after hedging & pre $32.45 $36.65 $32.95 $31.74


Realized Power Price ($/MWh) $65.74 $73.95 $70.16 $72.06 Realized Power Price ($/MWh) $78.76 $64.26 $80.67 $72.11


Payout Ratio 80.6% 60.4% 58.5% 49.3% Payout Ratio 47.6% 71.0% 68.0% 60.8%


Credit Rating BBB/Stable


Cash Flow Summary 2010 2011E 2012E 2013E Consolidated Capitalization 2010 2011E 2012E 2013E


Net income applicable to common shares $101.3 $88.9 $109.7 $142.7 Cash $2.1 $0.0 ($0.0) $0.0


Amortization $89.2 $87.8 $98.6 $100.6


Other $4.6 $33.6 $24.6 $34.8 Short Term Debt $11.0 $104.3 $104.3 $104.3


Funds From Operations $195.0 $210.3 $232.9 $278.2 Long-term debt and convertible debentures $893.5 $1,231.6 $1,577.3 $1,902.0


Asset retirement obligation cost and other ($0.5) ($0.2) $0.0 $0.0 Total Debt $904.5 $1,335.8 $1,681.6 $2,006.3


Net change in non-cash working capital ($1.9) ($34.3) ($11.0) ($15.3)


Cash Flow from operating Activities $192.6 $175.7 $221.9 $262.9 Total Equity $1,211.0 $1,345.5 $1,357.2 $1,395.4


Investing activities Total Capitalization $2,115.5 $2,681.4 $3,038.8 $3,401.7


Capital Expenditures ($195.1) ($652.6) ($470.6) ($483.9)


Other & Asset Sales/Acquisitions $33.0 ($8.9) $0.0 $0.0 Net Debt $902.4 $1,335.8 $1,681.6 $2,006.3


Cash Flow from Investing Activities ($162.0) ($661.5) ($470.6) ($483.9)


Weighting


Financing activities Debt 42.8% 49.8% 55.3% 59.0%


Dividends ($151.8) ($124.6) ($134.6) ($136.1) Equity 57.2% 50.2% 44.7% 41.0%


Other Financing Activities $119.7 $608.3 $383.3 $357.2 100.0% 100.0% 100.0% 100.0%


Cash Flow from Financing Activities ($32.2) $483.7 $248.6 $221.1


Change in cash and cash equivalents ($1.6) ($2.1) $0.0 $0.0


Cash and cash equivalents, beginning of period $3.7 $2.1 ($0.0) ($0.0)


Cash and cash equivalents, end of period $2.1 ($0.0) ($0.0) ($0.0)
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Important disclosures: 


Recommendation definitions 


Macquarie - Australia/New Zealand 
Outperform – return >3% in excess of benchmark return 
Neutral – return within 3% of benchmark return 
Underperform – return >3% below benchmark return 
 
Benchmark return is determined by long term nominal 
GDP growth plus 12 month forward market dividend yield 


Macquarie – Asia/Europe 
Outperform – expected return >+10% 
Neutral – expected return from -10% to +10% 
Underperform – expected return <-10% 


Macquarie First South - South Africa 
Outperform – expected return >+10% 
Neutral – expected return from -10% to +10% 
Underperform – expected return <-10% 


Macquarie - Canada 
Outperform – return >5% in excess of benchmark return 
Neutral – return within 5% of benchmark return 
Underperform – return >5% below benchmark return 


Macquarie - USA 
Outperform (Buy) – return >5% in excess of Russell 3000 
index return 
Neutral (Hold) – return within 5% of Russell 3000 index 
return 
Underperform (Sell)– return >5% below Russell 3000 
index return 
 


Volatility index definition* 


This is calculated from the volatility of historical price 
movements. 
 
Very high–highest risk – Stock should be expected 
to move up or down 60–100% in a year – investors 
should be aware this stock is highly speculative. 
 
High – stock should be expected to move up or 
down at least 40–60% in a year – investors should 
be aware this stock could be speculative. 
 
Medium – stock should be expected to move up or 
down at least 30–40% in a year. 
 
Low–medium – stock should be expected to move 
up or down at least 25–30% in a year. 
 
Low – stock should be expected to move up or 
down at least 15–25% in a year. 
* Applicable to Australian/NZ/Canada stocks only 


Recommendations – 12 months 
Note: Quant recommendations may differ from 
Fundamental Analyst recommendations 


Financial definitions 


All "Adjusted" data items have had the following 
adjustments made: 
Added back:  goodwill amortisation, provision for 
catastrophe reserves, IFRS derivatives & hedging, IFRS 
impairments & IFRS interest expense 
Excluded:  non recurring items, asset revals, property 
revals, appraisal value uplift, preference dividends & 
minority interests 
 
EPS = adjusted net profit / efpowa* 
ROA = adjusted ebit / average total assets 
ROA Banks/Insurance = adjusted net profit /average 
total assets 
ROE = adjusted net profit / average shareholders funds 
Gross cashflow = adjusted net profit + depreciation 
*equivalent fully paid ordinary weighted average number 
of shares 
 
All Reported numbers for Australian/NZ listed stocks are 
modelled under IFRS (International Financial Reporting 
Standards). 
 


Recommendation proportions – For quarter ending 30 September 2011 


 AU/NZ    Asia   RSA    USA     CA   EUR 
Outperform 57.35% 65.88% 56.94% 46.54% 74.68% 47.85% (for US coverage by MCUSA, 11.63% of stocks covered are investment banking clients) 


Neutral 31.99% 20.68% 31.94% 50.00% 23.42% 34.66% (for US coverage by MCUSA, 9.30% of stocks covered are investment banking clients) 


Underperform 10.66% 13.45% 11.11% 3.46% 1.90% 17.49% (for US coverage by MCUSA, 0.47% of stocks covered are investment banking clients) 
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CANADA  
  


ALA CN Outperform 


Close Price* 26 Jan 12 C$30.90 
 


Volatility index Low


12-month target C$ 38.00


12-month TSR % +27.4


Valuation C$ 38.48
 - DCF (WACC 6.7%, beta 0.8, ERP 9.0%, RFR 3.0%, TGR 2.3%) 


GICS sector Energy


Market cap C$m 2,741


30-day avg turnover C$m 7.0


Market cap US$m 2,709


Number shares on issue m 88.71
 
  


Investment fundamentals 


Year end 31 Dec  2010A 2011E 2012E 2013E 


Revenue m 485.5 503.3 580.5 652.0 
EBITDA m 243.2 265.0 304.3 353.8 
Adjusted profit m 97.4 91.8 100.0 134.2 
PER adj x 26.0 28.7 28.0 21.1 
Total DPS C$ 1.74 1.33 1.38 1.38 
Total div yield % 5.6 4.3 4.5 4.5 
EV/EBITDA x 14.8 14.0 12.6 10.9 
 
  


ALA CN vs TSX, & rec history 


 
Note: Recommendation timeline - if not a continuous line, then there was no 
Macquarie coverage at the time or there was an embargo period. 


Source: FactSet, Macquarie Research, January 2012  


(all figures in CAD unless noted) 
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AltaGas Income 
Expanding power & renewable footprint  
Event 


 AltaGas announced that it will add 50MW to its renewable energy platform in the 


US, with the acquisition of Decker Energy International (DEI) and a 50% interest 


in Black Hills Energy’s Busch Ranch Wind Farm Project in Colorado.  


 It also announced the acquisition of 25MW of gas-fired peaking generation in 


southern Alberta from Maxim Power Corp. The acquisitions cost $70m. 


 DEI adds 35MW (net) biomass power through interests in plant in each of 


Michigan and North Carolina. The Busch Ranch Project is planned for 


commissioning in late 2012 for 29MW (14.5MW net to ALA) and has a 25-year 


power purchase agreement with the local utility, Black Hills Energy. AltaGas has 


no construction risk for this project. 


 The renewable acquisitions will add approximately $6m of annualized EBITDA 


implying an accretive 9.5x purchase price. A modest EBITDA increase with the 


acquisition of the Maxim peaking plants, previously operated by ALA under a 


capital lease agreement.   


Impact 


 Neutral but Interesting: We see the acquisitions as having a marginally positive 


impact to our valuation, but believe there are interesting strategic elements. The 


US acquisitions provide a low-risk entry into the US renewable power market, with 


fully contracted assets and offer the opportunity to acquire valuable biomass 


generation experience. We prefer other technologies to biomass given the 


associated fuel risk. 


 The Maxim peaking plants essentially act as insurance for the Sundance PPA, 


although we like the economics of peakers given outlook for low gas prices. 


Earnings and target price revision 


 Our 2012E EBITDA goes from $300.6m to $304.3m and our 2013E EBITDA goes 


from $347.8m to $353.8m.  


Price catalyst 


 12-month price target: C$38.00 based on a DCF methodology. 


 Catalyst: 4Q11 Results on 8 March 2012 


Action and recommendation 


 We continue to recommend AltaGas as a top pick in the Canadian Midstream 


Sector on the expectation of peer-leading free cashflow growth from its visible and 


transformational growth projects. We believe the current acquisitions are accretive 


with the possibility to participate in future opportunities for growth in the US 


markets. 
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AltaGas Income (ALA CN, Outperform, C$38.00) 


Source: Company reports, Macquarie Research, January 2012 


  


Earnings and Per Share Data (Annual) 2010 2011E 2012E 2013E Earnings and Per Share Data (Quarterly) 1Q11 2Q11 3Q11 4Q11E


Total Net Revenue $485.5 $503.3 $580.5 $652.0 Total Net Revenue $137.7 $113.7 $117.9 $133.9


Operating and Administrative $241.5 $255.7 $276.2 $298.3 Operating and Administrative $64.5 $61.7 $65.0 $64.5


Reported EBITDA $244.0 $247.6 $304.3 $353.8 Reported EBITDA $73.3 $52.0 $52.9 $69.4


Amortization $89.2 $87.8 $98.6 $100.6 Amortization $21.7 $21.7 $22.4 $22.1


Accretion of asset retirement obligations $2.9 $2.4 $2.4 $2.4 Accretion of asset retirement obligations $0.6 $0.6 $0.6 $0.6


Operating Income $151.9 $157.3 $203.4 $250.7 Operating Income $51.0 $29.7 $29.9 $46.7


Interest expense $48.8 $52.6 $61.7 $63.9 Interest expense $12.9 $13.7 $12.8 $13.3


Foreign exchange loss (gain) $0.1 $0.1 $0.0 $0.0 Foreign exchange loss (gain) ($0.0) $0.0 $0.1 $0.0


EBT $103.0 $104.6 $141.6 $186.8 EBT $38.1 $16.0 $17.1 $33.4


Current Taxes ($0.2) $3.0 $7.1 $7.4 Current Taxes $1.2 $0.1 ($0.5) $2.2


Future Taxes $1.9 $12.7 $23.6 $34.2 Future Taxes $7.6 ($3.5) $4.3 $4.3


Net Income $101.3 $88.9 $111.0 $145.2 $29.3 $19.3 $13.3 $26.9


Preferred dividends $4.0 $11.0 $11.0 $11.0 Preferred dividends $2.8 $2.8 $2.8 $2.8


Reported Net Income to common $97.2 $77.9 $100.0 $134.2 Reported Net Income to common $26.6 $16.6 $10.6 $24.2


Adjusted EBITDA $243.2 $265.0 $304.3 $353.8 Adjusted EBITDA $77.3 $60.4 $58.0 $69.4


Adjusted Operating Income $151.1 $174.8 $203.4 $250.7 Adjusted Operating Income $55.0 $38.1 $35.0 $46.7


Adjusted Net Income $97.4 $91.8 $100.0 $134.2 Adjusted Net Income $29.9 $23.2 $14.5 $24.2


Adjusted FD EPS $1.19 $1.08 $1.10 $1.46 Adjusted FD EPS $0.35 $0.28 $0.17 $0.28


Funds From Operations $195.0 $210.3 $234.6 $281.4 Funds From Operations $64.0 $46.7 $45.9 $53.7


Preferred dividends ($4.0) ($11.0) ($11.0) ($11.0) Preferred dividends ($2.8) ($2.8) ($2.8) ($2.8)


Other ($0.5) ($0.2) $0.0 $0.0 Other ($0.1) ($0.1) $0.0 $0.0


Sustaining and maintenance capital ($13.6) ($11.1) ($8.0) ($10.0) Sustaining and maintenance capital ($2.4) ($4.7) ($2.0) ($2.0)


Distributable cash (AFFO) $176.9 $188.0 $215.6 $260.4 Distributable cash (AFFO) $58.7 $39.1 $41.2 $49.0


AFFO/Share $2.16 $2.20 $2.38 $2.84 AFFO/Share $0.69 $0.46 $0.49 $0.56


Realized Frac Spread ($/bbl) after hedging & premiums $27.39 $33.45 $34.53 $34.95 Realized Frac Spread ($/bbl) after hedging & pre $32.45 $36.65 $32.95 $31.74


Realized Power Price ($/MWh) $65.74 $73.95 $70.16 $72.06 Realized Power Price ($/MWh) $78.76 $64.26 $80.67 $72.11


Payout Ratio 80.6% 60.4% 58.1% 48.6% Payout Ratio 47.6% 71.0% 68.0% 60.8%


Credit Rating BBB/Stable


Cash Flow Summary 2010 2011E 2012E 2013E Consolidated Capitalization 2010 2011E 2012E 2013E


Net income applicable to common shares $101.3 $88.9 $111.0 $145.2 Cash $2.1 $0.0 ($0.0) ($0.0)


Amortization $89.2 $87.8 $98.6 $100.6


Other $4.6 $33.6 $25.0 $35.6 Short Term Debt $11.0 $104.3 $104.3 $104.3


Funds From Operations $195.0 $210.3 $234.6 $281.4 Long-term debt and convertible debentures $893.5 $1,231.6 $1,646.7 $1,968.5


Asset retirement obligation cost and other ($0.5) ($0.2) $0.0 $0.0 Total Debt $904.5 $1,335.8 $1,751.0 $2,072.7


Net change in non-cash working capital ($1.9) ($34.3) ($12.1) ($15.7)


Cash Flow from operating Activities $192.6 $175.7 $222.5 $265.7 Total Equity $1,211.0 $1,345.5 $1,358.5 $1,399.2


Investing activities Total Capitalization $2,115.5 $2,681.4 $3,109.5 $3,472.0


Capital Expenditures ($195.1) ($652.6) ($540.6) ($483.9)


Other & Asset Sales/Acquisitions $33.0 ($8.9) $0.0 $0.0 Net Debt $902.4 $1,335.8 $1,751.0 $2,072.7


Cash Flow from Investing Activities ($162.0) ($661.5) ($540.6) ($483.9)


Weighting


Financing activities Debt 42.8% 49.8% 56.3% 59.7%


Dividends ($151.8) ($124.6) ($134.6) ($136.0) Equity 57.2% 50.2% 43.7% 40.3%


Other Financing Activities $119.7 $608.3 $452.6 $354.2 100.0% 100.0% 100.0% 100.0%


Cash Flow from Financing Activities ($32.2) $483.7 $318.1 $218.2


Change in cash and cash equivalents ($1.6) ($2.1) $0.0 $0.0


Cash and cash equivalents, beginning of period $3.7 $2.1 ($0.0) ($0.0)


Cash and cash equivalents, end of period $2.1 ($0.0) ($0.0) ($0.0)
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Important disclosures: 


Recommendation definitions 


Macquarie - Australia/New Zealand 
Outperform – return >3% in excess of benchmark return 
Neutral – return within 3% of benchmark return 
Underperform – return >3% below benchmark return 
 
Benchmark return is determined by long term nominal 
GDP growth plus 12 month forward market dividend yield 


Macquarie – Asia/Europe 
Outperform – expected return >+10% 
Neutral – expected return from -10% to +10% 
Underperform – expected return <-10% 


Macquarie First South - South Africa 
Outperform – expected return >+10% 
Neutral – expected return from -10% to +10% 
Underperform – expected return <-10% 


Macquarie - Canada 
Outperform – return >5% in excess of benchmark return 
Neutral – return within 5% of benchmark return 
Underperform – return >5% below benchmark return 


Macquarie - USA 
Outperform (Buy) – return >5% in excess of Russell 3000 
index return 
Neutral (Hold) – return within 5% of Russell 3000 index 
return 
Underperform (Sell)– return >5% below Russell 3000 
index return 
 


Volatility index definition* 


This is calculated from the volatility of historical price 
movements. 
 
Very high–highest risk – Stock should be expected 
to move up or down 60–100% in a year – investors 
should be aware this stock is highly speculative. 
 
High – stock should be expected to move up or 
down at least 40–60% in a year – investors should 
be aware this stock could be speculative. 
 
Medium – stock should be expected to move up or 
down at least 30–40% in a year. 
 
Low–medium – stock should be expected to move 
up or down at least 25–30% in a year. 
 
Low – stock should be expected to move up or 
down at least 15–25% in a year. 
* Applicable to Australian/NZ/Canada stocks only 


Recommendations – 12 months 
Note: Quant recommendations may differ from 
Fundamental Analyst recommendations 


Financial definitions 


All "Adjusted" data items have had the following 
adjustments made: 
Added back:  goodwill amortisation, provision for 
catastrophe reserves, IFRS derivatives & hedging, IFRS 
impairments & IFRS interest expense 
Excluded:  non recurring items, asset revals, property 
revals, appraisal value uplift, preference dividends & 
minority interests 
 
EPS = adjusted net profit / efpowa* 
ROA = adjusted ebit / average total assets 
ROA Banks/Insurance = adjusted net profit /average 
total assets 
ROE = adjusted net profit / average shareholders funds 
Gross cashflow = adjusted net profit + depreciation 
*equivalent fully paid ordinary weighted average number 
of shares 
 
All Reported numbers for Australian/NZ listed stocks are 
modelled under IFRS (International Financial Reporting 
Standards). 
 


Recommendation proportions – For quarter ending 31 December 2011 


 AU/NZ    Asia   RSA    USA     CA   EUR 
Outperform 56.59% 65.60% 54.55% 44.53% 75.28% 49.46% (for US coverage by MCUSA, 10.53% of stocks covered are investment banking clients) 


Neutral 33.45% 20.55% 38.96% 50.20% 22.47% 32.36% (for US coverage by MCUSA, 10.96% of stocks covered are investment banking clients) 


Underperform 9.96% 13.85% 6.49% 5.27% 2.25% 18.18% (for US coverage by MCUSA, 0.44% of stocks covered are investment banking clients) 
 


 
Company Specific Disclosures: 
 Macquarie Capital Markets Canada Ltd or one of its affiliates has received compensation for investment advisory services from AltaGas Ltd. in the past 12 
months. Macquarie Capital Markets Canada Ltd or one of its affiliates managed or co-managed a public offering of securities for AltaGas Ltd. in the past 12 
months. The primary analyst for AltaGas Ltd. has visited its material operations and development assets within the past year. The company has furnished 
local transportation and accommodations as part of these site visits.  Macquarie Capital Markets North America Ltd., which is a registered broker-dealer and 
member of FINRA, accepts responsibility for the contents of reports issued by Macquarie Capital Markets Canada Ltd in the United States and sent to US 
persons. Any US person wishing to effect transactions in the securities described in the reports issued by Macquarie Capital Markets Canada Ltd should do 
so with Macquarie Capital Markets North America Ltd. The Research Distribution Policy of Macquarie Capital Markets Canada Ltd is to allow all clients that 
are entitled to have equal access to our research. 
Important disclosure information regarding the subject companies covered in this report is available at www.macquarie.com/disclosures.  
 


Analyst Certification:  
The views expressed in this research accurately reflect the personal views of the analyst(s) about the subject securities or issuers and no part of the 
compensation of the analyst(s) was, is, or will be directly or indirectly related to the inclusion of specific recommendations or views in this research. The 
analyst principally responsible for the preparation of this research receives compensation based on overall revenues of Macquarie Group Ltd ABN  94 122 
169 279  (AFSL No. 318062) (MGL) and its related entities (the Macquarie Group) and has taken reasonable care to achieve and maintain independence 
and objectivity in making any recommendations. 
General Disclaimers:   
Macquarie Securities (Australia) Ltd; Macquarie Capital (Europe) Ltd; Macquarie Capital Markets Canada Ltd; Macquarie Capital Markets North America Ltd;  
Macquarie Capital (USA) Inc; Macquarie Capital Securities Ltd and its Taiwan branch; Macquarie Capital Securities (Singapore) Pte Ltd; Macquarie 
Securities (NZ) Ltd; Macquarie First South Securities (Pty) Limited; Macquarie Capital Securities (India) Pvt Ltd; Macquarie Capital Securities (Malaysia) Sdn 
Bhd; Macquarie Securities Korea Limited and Macquarie Securities (Thailand) Ltd are not authorized deposit-taking institutions for the purposes of the 
Banking Act 1959 (Commonwealth of Australia), and their obligations do not represent deposits or other liabilities of Macquarie Bank Limited ABN 46 008 
583 542 (MBL) or MGL.  MBL does not guarantee or otherwise provide assurance in respect of the obligations of any of the above mentioned entities.  MGL 
provides a guarantee to the Monetary Authority of Singapore in respect of the obligations and liabilities of Macquarie Capital Securities (Singapore) Pte Ltd 
for up to SGD 35 million.  This research has been prepared for the general use of the wholesale clients of the Macquarie Group and must not be copied, 
either in whole or in part, or distributed to any other person. If you are not the intended recipient you must not use or disclose the information in this research 
in any way. If you received it in error, please tell us immediately by return e-mail and delete the document. We do not guarantee the integrity of any e-mails 
or attached files and are not responsible for any changes made to them by any other person. MGL has established and implemented a conflicts policy at 
group level (which may be revised and updated from time to time) (the "Conflicts Policy") pursuant to regulatory requirements (including the FSA Rules) 
which sets out how we must seek to identify and manage all material conflicts of interest. Nothing in this research shall be construed as a solicitation to buy 
or sell any security or product, or to engage in or refrain from engaging in any transaction. In preparing this research, we did not take into account your 
investment objectives, financial situation or particular needs. Macquarie salespeople, traders and other professionals may provide oral or written market 
commentary or trading strategies to our clients that reflect opinions which are contrary to the opinions expressed in this research. Macquarie Research 
produces a variety of research products including, but not limited to, fundamental analysis, macro-economic analysis, quantitative analysis, and trade ideas. 
Recommendations contained in one type of research product may differ from recommendations contained in other types of research, whether as a result of 
differing time horizons, methodologies, or otherwise. Before making an investment decision on the basis of this research, you need to consider, with or 
without the assistance of an adviser, whether the advice is appropriate in light of your particular investment needs, objectives and financial circumstances. 
There are risks involved in securities trading. The price of securities can and does fluctuate, and an individual security may even become valueless. 
International investors are reminded of the additional risks inherent in international investments, such as currency fluctuations and international stock market 
or economic conditions, which may adversely affect the value of the investment. This research is based on information obtained from sources believed to be 
reliable but we do not make any representation or warranty that it is accurate, complete or up to date. We accept no obligation to correct or update the 
information or opinions in it. Opinions expressed are subject to change without notice. No member of the Macquarie Group accepts any liability whatsoever 
for any direct, indirect, consequential or other loss arising from any use of this research and/or further communication in relation to this research.  Clients 
should contact analysts at, and execute transactions through, a Macquarie Group entity in their home jurisdiction unless governing law permits otherwise. 
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The date and timestamp for above share price and market cap is the closed price of the price date. Close Price is the final price at which the security is 
traded in the relevant exchange on the date indicated. 
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Macquarie Capital Securities Ltd, which is licensed and regulated by the Securities and Futures Commission. In Mainland China, Macquarie Securities 
(Australia) Limited Shanghai Representative Office only engages in non-business operational activities excluding issuing and distributing research. Only non-
A share research is distributed into Mainland China by Macquarie Capital Securities Ltd.  Japan: In Japan, research is issued and distributed by Macquarie 
Capital Securities (Japan) Limited, a member of the Tokyo Stock Exchange, Inc. and Osaka Securities Exchange Co. Ltd (Financial Instruments Firm, Kanto 
Financial Bureau (kin-sho) No. 231, a member of Japan Securities Dealers Association and Financial Futures Association of Japan and Japan Securities 
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Avenue, Maker Maxity, Bandra Kurla Complex, Bandra (East), Mumbai – 400 051, India, which is a SEBI registered Stock Broker having membership with 
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CANADA  
  


ALA CN Outperform 


Close Price* 21 Feb 12 C$29.20 
 


Volatility index 


12-month target C$ 40.00


12-month TSR % +41.7


Valuation C$ 40.29
 - DCF (WACC 6.7%, beta 0.8, ERP 9.0%, RFR 3.0%, TGR 2.3%) 


GICS sector Energy


Market cap C$m 2,590


30-day avg turnover C$m 7.7


Market cap US$m 2,602


Number shares on issue m 88.71
 
  


Investment fundamentals 


Year end 31 Dec  2010A 2011E 2012E 2013E 


Revenue m 485.5 503.3 655.5 879.5 
EBITDA m 243.2 265.0 347.6 484.4 
Adjusted profit m 97.4 91.8 109.1 171.2 
EPS adj C$ 1.19 1.08 1.14 1.62 
PER adj x 24.6 27.1 25.7 18.0 
Total div yield % 6.0 4.6 4.7 4.7 
EV/EBITDA x 14.2 13.5 11.7 8.5 
 
  


ALA CN vs TSX, & rec history 


 
Note: Recommendation timeline - if not a continuous line, then there was no 
Macquarie coverage at the time or there was an embargo period. 


Source: FactSet, Macquarie Research, February 2012  


(all figures in CAD unless noted) 
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22 February 2012 
Macquarie Capital Markets Canada Ltd. 


AltaGas 
Raising target on SEMCO acquisition  
Event 


 We are resuming coverage following the acquisition of SEMCO Holding Corporation 


and a subscription receipt financing. The acquisition causes us to raise our target 


price. We maintain our Outperform rating and view AltaGas as a top pick. 


Impact 


 Positive: the acquisition has several benefits, including immediate and significant 


accretion to per-share metrics and a material increase of low-risk sources of 


earnings and cashflow, thereby diluting the importance of Alberta power prices on 


earnings. 


 We also view the assets being acquired as high quality, especially the Michigan 


utility due to the favourable regulatory environment in that state. Although we 


expect free cashflow from the acquisition to be used to grow rate base in the near 


term, future free cashflow from SEMCO can be used to fund US expansion plans. 


Combined with USD denominated financing, the incremental currency risk is 


manageable.  


Earnings and target price revision 


 We are adjusting our estimates to reflect closing of the acquisition in 3Q12 and 


the related financing. Our 2013 EBITDA increases to $484.4m from $353.88m 


and our 2013E EPS increases to $1.62 from $1.46. Our target price increases to 


$40.00 from $38.00. 


Price catalyst 


 12-month price target: C$40.00 based on a DCF methodology. 


 Catalyst: Achieving Forrest Kerr project milestones, including contracting that 


reduces cost risk. 


Action and recommendation 


 We continue to recommend AltaGas as a top pick in the Canadian Midstream 


Sector on the expectation of peer-leading free cashflow growth from its visible and 


transformational growth projects. We believe the current acquisition is over 10% 


accretive to AltaGas’ EPS. 
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SEMCO acquisition is materially accretive and reduces risk  


The company announced an agreement to acquire SEMCO Holding Corporation for US$1.135bn, 


including US$355m in assumed debt. SEMCO holds regulated natural gas distribution utilities and 


interests in regulated natural gas storage in both Alaska (“ENSTAR”) and Michigan. We view these 


assets as adding material accretion, diluting the riskier elements of the company’s business by adding 


stable, long-life cashflows. We view acquisition risk as modest and limited to normal closing risk, 


increased currency risk and some remaining financing risk. 


Acquisition description 


Alaska: ENSTAR is an Alaskan natural gas distribution utility serving 132,000 primarily residential 


customers. Its rate base is US$300m, including US$100m (net) expected to be placed into service in 2012 


attributable to a 65% interest in a natural gas storage utility under construction in Alaska called Cook Inlet 


Natural Gas Storage (“CINGSA”). ENSTAR has an approved ROE of 12.55% on prescribed equity of 51.4% 


(12.55% ROE on prescribed equity of 50% for CINGSA). Customer and net plant CAGR has been 2.5% over 


the last 10 years. ENSTAR last filed a rate case in 2009 with settlement reached in 2010. The next case is 


obligated to be filed by 1 August 2014 based on a 31 December 2013 test year. 


Michigan: SEMCO’s Michigan utility serves 286,000 primarily residential customers in southern Michigan 


and Michigan’s Upper Peninsula. Its US$425m rate base has an approved ROE of 10.35% on prescribed 


equity of 50%. The rate base includes five natural gas storage facilities with 4.9 Bcf in capacity and it also 


holds a 50% interest in Eaton Rapids Gas Storage System (“ERGSS”), a 12.8 Bcf non-regulated natural has 


storage facility. Customer and net plant CAGR have been about 2% of the last 10 years, although we are 


assuming a 1% growth rate until there is evidence of the economy improving in the SEMCO service areas. 


In early 2011, SEMCO Michigan settled its last rate case, and agreed not to file its next rate case until it can 


submit audited financial statements for the year ending 31 December 2011. We note that Michigan now uses 


forward test years, a feature reducing the potential for regulatory lag. (More on Michigan’s regulatory 


environment in the Appendix below.) 


Fig 1 Overview maps 


Source: Company reports, Macquarie Research, February 2012 


 


Strategic rationale 


Although very large on a relative basis, the acquisition is in keeping with the company’s strategy of adding 


stable, long-life, sources of cashflow including through natural gas distribution utilities. It also provides the 


company with a meaningful entry into the northern US, in keeping with its strategy and a trend we expect will 


persist in the industry given strong multiples for Canadian companies, a stabilization in exchange rates and 


access to capital. We also believe the timing of acquiring gas distribution utilities is excellent as low gas 


prices may incentivize conversion to gas from other fuels. 


Being stand-alone, turn-key operations, integration should be straight forward. We also note the regulatory 


environment in Michigan is favourable. In consideration of the factors noted above, and the 10% EPS 


accretion (~9% accretive to distributable cashflow per share) we view the acquisition as compelling. 
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Acquisition metrics 


The most attractive aspect of the acquired utilities is their return metrics, which are accretive 


relative to returns of the existing utilities business. The weighted average ROE and equity thickness 


also improve materially, as shown in Fig 2. The acquisition grows the company’s rate base to over $1.2bn, 


an increase of about 144%. Considering the improvement comes through the addition of turn-key 


operations in favourable jurisdictions from a regulatory point of view, the improvement in operating metrics 


is compelling, even with the addition of currency risk.  


Fig 2 Rate Base profile 


Source: Company reports, Macquarie Research, February 2012 


 


The transaction equates to about 8.7x anticipated US$130m 2013 EBITDA, about a half multiple above US 


peer group averages (see Fig 6), but below premium multiples normally afforded gas distribution utilities vs. 


electric utilities. The most comparable utility is UIL Holdings (UIL US, US$35.58, Outperform, TP: US$39.00, 


covered by Andrew Weisel) which traded at 9.1x 2013 EV/EBITDA at the time of acquisition. 


Financial implications 


We view the acquisition as being over 10% accretive to FD EPS in 2013 and 9% accretive to 


AFFO/share. We now expect FD EPS and AFFO/share CAGRs of 9.5% and 10.7% respectively through 


2016, up from 9.4% and 9.8% respectively.  
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Fig 3 Estimates 


Source: Macquarie Research, February 2012 


 


We also note that the utility segment will represent 42% of pro forma EBITDA, up from 22% previously. 


Furthermore, we estimate Alberta power price exposure decreases from 24% of EBITDA in 2013 to 


$17.5%. In 2015, the first full year of the Forrest Kerr run-of-river power project in BC, Alberta power 


exposure falls to just over 10% of pro forma EBITDA. Clearly the risk profile of cashflow has improved 


through the SEMCO acquisition.  


While the company is retaining its current dividend rate, the anticipated closing date of late August is 


closely aligned with the company’s normal dividend review that takes place with second quarter results. 


The company’s stated strategy is to grow its dividend at a modest rate until 2014 when the 195 MW 


Forrest Kerr run-of-river power project in BC is expected to be commissioned.  


In keeping with its goal of balancing dividend growth with earnings and cashflow growth, the 


argument is for larger increases, either with closing of the acquisition or in the future. We viewed 


the dividend as likely to increase in 2012 before the SEMCO acquisition based on other gas assets, 


notably the Harmattan Co-stream project, coming on line this year. Without a more significant increase, 


the payout ratio becomes more conservative; especially given the lower risk profile of the company’s 


cashflow pro forma the acquisition. In particular we note that without an increase, the dividend drops 


comfortably below 2013 FD EPS from in line previously. As a percentage of FFO, the payout ratio 


declines to 42% in 2013.  


Fig 4 FFO and EPS payout ratios 


Source: Macquarie Research, February 2012 


ALA SEMCO PF Adjustments Total Notes ALA SEMCO PF Adjustments Total Notes


Total Net Revenue $580.5 $75.0 $0.0 $655.5 $652.0 $227.5 $0.0 $879.5


Operating and Administrative and other $276.2 $31.7 $0.0 $307.9 $298.3 $96.8 $395.1


Other $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0


Reported EBITDA $304.3 $43.3 $0.0 $347.6 $353.8 $130.6 $0.0 $484.4


Amortization & Depreciation $101.0 $12.1 $0.0 $113.1 $103.0 $37.4 $0.0 $140.5


EBIT $203.4 $31.2 $0.0 $234.5 $250.7 $93.2 $0.0 $343.9


Interest $61.7 $8.5 $2.8 $73.0 $63.9 $17.0 $16.8 $97.7 4.5% assumed rate


EBT $141.6 $22.7 ($2.8) $161.6 $186.8 $76.2 ($16.8) $246.2


Taxes $30.7 $11.5 ($0.7) $41.5 $41.6 $30.8 ($8.4) $64.0 40% rate, modest synergies


Net Income $111.0 $11.2 ($2.1) $120.1 $145.2 $45.5 ($8.4) $182.2


Preferred Dividends $11.0 $0.0 $0.0 $11.0 $11.0 $0.0 $0.0 $11.0


Net Income to Common $100.0 $11.2 ($2.1) $109.1 $134.2 $45.5 ($8.4) $171.2 $171.2


Weighted average FD shares 90.8 4.0 96.0 91.8 105.8


FD EPS $1.10 $1.14 $1.46 $1.62


Accretion $0.04 3.2% $0.16 10.8%


Funds From Operations $234.6 $20.6 $0.0 $255.2 $281.4 $66.3 $0.0 $347.7


Preferred dividends ($11.0) $0.0 $0.0 ($11.0) ($11.0) $0.0 $0.0 ($11.0)


Other $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0


Sustaining and maintenance capital ($8.0) ($1.0) $0.0 ($9.0) ($10.0) $0.0 $0.0 ($10.0)


AFFO $215.6 $19.6 $0.0 $235.2 $260.4 $66.3 $0.0 $326.7


AFFO/Share $2.38 $2.44 $2.84 $3.09


Accretion $0.07 2.8% $0.25 8.9%
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On a pro forma basis, net debt to total capital increases from 46.5% to 52.6%, reflective of the higher 


debt levels that utilities can carry due to the stable nature of their cashflows. These levels are relatively 


high vs. the company’s stated objectives, and so we would not be surprised to see the company issue 


preferred shares in addition to terming out short-term debt. Following the announcement of the 


acquisition, DBRS confirmed the medium-term notes and preferred shares ratings of AltaGas at BBB and 


Pfd-3 respectively, both with stable trends.  


While the acquisition does introduce higher exposure to currency risk, one financial benefit from the 


acquisition is the USD cashflow these assets generate can be used to finance US growth projects, 


somewhat offsetting the increased currency exposure. Credit facilities used to finance the acquisition are 


denominated in USD, and we expect the term debt to be issued in USD as well. 


Estimates and valuation 


We are modifying our estimates to account for the acquisition, assuming a closing date of 31 August 2012. 


We are assuming approximately 60% debt financing in keeping with normal leverage levels for utility assets. 


Maintaining our DCF methodology, we are increasing our target to $40 per share from $38 previously. 


Fig 5 Estimates revision 


 


Source: Macquarie Research, February 2012 


 


Risk factors 


We view the acquisition as relatively low risk but note the following risk factors: 


 The acquisition materially adds to the company’s USD currency exposure, even with the US 


denominated debt financing. 


 In order to finance the acquisition in keeping with its existing capital structure, we expect the company 


will likely seek to issue preferred shares. It is not likely to do so before the acquisition closes, exposing 


the company to financing risk until that time. 


 Regulators in both Alaska and Michigan must approve the transfer of ownership in utilities. While we 


do not see this as a problem, timing of the process is uncertain and can be exacting. 


 By adding assets to an existing segment through stand-alone turn-key operations, integration risk is 


manageable. 


 


Conclusion 


We continue to recommend shares of AltaGas as a top pick for the company’s peer group leading growth 


in earnings per share and AFFO per share, which we anticipate will lead to a high rate of dividend growth. 


  


(C$ millions, except per share)


Revised Previous Revised Previous Revised Previous


EBITDA $265.0 $265.0 $347.6 $304.3 $484.4 $353.8


AFFO/Share $2.20 $2.20 $2.44 $2.38 $3.09 $2.83


EPS $1.08 $1.08 $1.14 $1.10 $1.62 $1.46


AFFO Payout Ratio 60.4% 60.4% 56.5% 58.1% 44.7% 48.7%


2011E 2012E 2013E
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Appendix 


Description of the regulatory environment 


Michigan: we view the Michigan regulatory environment as favourable from an investor’s point of view. 


The regime includes features that reduce the likelihood of “regulatory lag”, or the prospect of a utility not 


earning its ROE, and recent decisions suggest the risk of adverse near-term changes is low.  


First we note that regulators are appointed, as opposed to more rate-payer centric regimes where 


regulators are elected. Furthermore, we note the Michigan Public Sector Commission recently named a 


chairman with a financial background (John Quackenbush, most recently a Managing Director and senior 


investment analyst with UBS Global Asset Management and responsible for equity research for the 


transportation, utilities and coal industries in the US and Canada). 


Other positive features include: 


 Above-average ROEs granted in recent years. 


 Revenue decoupling, which helps reduce revenue risk due to fluctuations in demand due to the 


economy or conservation. It should be noted that SEMCO’s revenues are not yet decoupled, however, 


include a substantial weighting towards fixed rates, reducing volume risk. 


 Regulatory lag is also reduced thanks to forward test years, interim rate increases after six months, 


and a final decision required within 12 months and cash returns for construction work in progress. 


For further detail on the Michigan regulatory environment, please see our report on DTE Energy dated  


22 December 2011 (LINK). (DTE Energy – DTE US, US$54.34, Neutral, TP: US$59.00, by Andrew Weisel) 


Alaska: though perhaps not as favourable as the regulatory regime in Michigan, the regime in Alaska is 


also acceptable, although we note Alaska represents a smaller amount of rate base being acquired. 


Commissioners are appointed by the regulators and confirmed by the legislature for six year terms. 


There are no forward test years as in Michigan, but allowances are made for known events. 


Fig 6 US Utility Comparables 


EPS and EBITDA estimates by US analysts Andrew Weisel and Angie Storozynski, Macquarie Capital (USA) Inc. 
Source: FactSet, Macquarie Research, February, 2012 


 


 


 


Price (US$) Mkt cap EV Dividend


Company name Ticker 21-Feb-12 US$m US$m Yield 2011E 2012E 2013E 2014E 2011E 2012E 2013E 2014E


Alliant Energy LNT 42.83 4,788 7,538 4.2% 15.5x 14.8x 13.2x 12.6x 9.4x 9.2x 7.7x 7.7x


American Electric Power AEP 39.87 19,186 32,569 4.7% 12.8x 12.9x 12.3x 11.8x 7.2x 7.4x 7.4x 7.6x


Centerpoint Energy CNP 18.95 8,084 16,921 4.3% 16.8x 16.2x 14.4x 13.7x 7.5x 7.3x 6.8x 6.6x


Dominion Resources D 50.14 28,805 49,811 4.2% 16.4x 15.6x 14.7x 13.9x 10.9x 10.0x 9.2x 8.4x


DTE Energy DTE 54.34 9,190 17,068 4.3% 14.6x 14.3x 13.6x 13.1x 7.1x 6.9x 6.6x 6.3x


Duke Energy (proforma with PGN) DUK 20.86 27,922 46,599 4.8% 15.6x 14.6x 14.9x 13.7x 6.8x 6.2x 5.8x 5.5x


Edison International EIX 41.68 13,410 26,866 3.2% 14.3x 19.5x 22.0x 18.0x 7.0x 7.4x 6.4x 5.5x


Hawaiian Electric HE 25.38 2,439 3,804 4.9% 17.6x 16.3x 15.2x 14.1x 8.7x 8.5x 8.4x 8.4x


Northeast Utilities NU 35.99 6,391 11,521 3.3% 15.4x 14.7x 13.8x 13.5x 13.9x 8.6x 8.8x 9.4x


Pacific Gas & Electric PCG 42.30 17,482 30,250 4.3% 11.8x 13.6x 14.2x 12.4x 7.3x 6.8x 7.9x 7.4x


Portland General POR 25.14 1,894 3,599 4.2% 12.8x 13.6x 13.8x 13.0x 6.3x 6.3x 6.1x 6.0x


Progress Energy PGN 52.65 15,638 29,011 4.7% 18.7x 16.5x 16.1x 15.2x 12.7x 10.1x 9.3x 9.0x


SCANA SCG 44.81 5,815 11,140 4.4% 15.1x 14.2x 13.6x 13.1x 9.6x 10.6x 10.7x 10.8x


Southern Company SO 44.06 38,477 58,518 4.3% 17.1x 16.7x 15.7x 14.7x 9.8x 9.4x 8.9x 8.6x


TECO Energy TE 18.00 3,905 6,893 4.9% 14.2x 13.9x 13.4x 13.0x 7.3x 7.6x 7.3x 7.0x


UIL Holdings UIL 35.58 1,807 3,484 4.8% 18.2x 16.4x 15.1x 14.2x 9.4x 9.3x 9.2x 9.9x


Xcel Energy XEL 26.43 12,783 22,558 3.9% 15.3x 15.0x 13.9x 13.1x 8.4x 9.0x 8.9x 8.8x


Average 12,825 22,244 4.3% 15.4x 15.2x 14.7x 13.7x 8.8x 8.3x 8.0x 7.8x


American Water Works AWK 33.50 5,936 11,659 2.7% 17.9x 17.0x 15.9x 14.8x 10.0x 9.4x 8.7x 8.1x


Aqua America WTR 22.13 3,068 4,668 3.0% 21.8x 20.7x 19.5x 18.3x 10.8x 10.0x 9.3x 8.7x


EV/EBITDAP/E



https://www.macquarieresearch.com/rp/d/r/publication.do?pub_id=7158382&file_name=DTE_Energy221211e102418.pdf&ap=&f=PE
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AltaGas (ALA CN, Outperform, Target price: C$40.00) 


Source: Company data, Macquarie Research, February 2012 


  


Earnings and Per Share Data (Annual) 2010 2011E 2012E 2013E Earnings and Per Share Data (Quarterly) 1Q11 2Q11 3Q11 4Q11E


Total Net Revenue $485.5 $503.3 $655.5 $879.5 Total Net Revenue $137.7 $113.7 $117.9 $133.9


Operating and Administrative $241.5 $255.7 $307.9 $395.1 Operating and Administrative $64.5 $61.7 $65.0 $64.5


Reported EBITDA $244.0 $247.6 $347.6 $484.4 Reported EBITDA $73.3 $52.0 $52.9 $69.4


Amortization $89.2 $87.8 $110.7 $138.1 Amortization $21.7 $21.7 $22.4 $22.1


Accretion of asset retirement obligations $2.9 $2.4 $2.4 $2.4 Accretion of asset retirement obligations $0.6 $0.6 $0.6 $0.6


Operating Income $151.9 $157.3 $234.5 $343.9 Operating Income $51.0 $29.7 $29.9 $46.7


Interest expense $48.8 $52.6 $73.0 $97.7 Interest expense $12.9 $13.7 $12.8 $13.3


Foreign exchange loss (gain) $0.1 $0.1 $0.0 $0.0 Foreign exchange loss (gain) ($0.0) $0.0 $0.1 $0.0


EBT $103.0 $104.6 $161.6 $246.2 EBT $38.1 $16.0 $17.1 $33.4


Current Taxes ($0.2) $3.0 $18.6 $38.0 Current Taxes $1.2 $0.1 ($0.5) $2.2


Future Taxes $1.9 $12.7 $22.9 $26.0 Future Taxes $7.6 ($3.5) $4.3 $4.3


Net Income $101.3 $88.9 $120.1 $182.2 $29.3 $19.3 $13.3 $26.9


Preferred dividends $4.0 $11.0 $11.0 $11.0 Preferred dividends $2.8 $2.8 $2.8 $2.8


Reported Net Income to common $97.2 $77.9 $109.1 $171.2 Reported Net Income to common $26.6 $16.6 $10.6 $24.2


Adjusted EBITDA $243.2 $265.0 $347.6 $484.4 Adjusted EBITDA $77.3 $60.4 $58.0 $69.4


Adjusted Operating Income $151.1 $174.8 $234.5 $343.9 Adjusted Operating Income $55.0 $38.1 $35.0 $46.7


Adjusted Net Income $97.4 $91.8 $109.1 $171.2 Adjusted Net Income $29.9 $23.2 $14.5 $24.2


Adjusted FD EPS $1.19 $1.08 $1.14 $1.62 Adjusted FD EPS $0.35 $0.28 $0.17 $0.28


Funds From Operations $195.0 $210.3 $255.2 $347.7 Funds From Operations $64.0 $46.7 $45.9 $53.7


Preferred dividends ($4.0) ($11.0) ($11.0) ($11.0) Preferred dividends ($2.8) ($2.8) ($2.8) ($2.8)


Other ($0.5) ($0.2) $0.0 $0.0 Other ($0.1) ($0.1) $0.0 $0.0


Sustaining and maintenance capital ($13.6) ($11.1) ($9.0) ($10.0) Sustaining and maintenance capital ($2.4) ($4.7) ($2.0) ($2.0)


Distributable cash (AFFO) $176.9 $188.0 $235.2 $326.7 Distributable cash (AFFO) $58.7 $39.1 $41.2 $49.0


AFFO/Share $2.16 $2.20 $2.44 $3.09 AFFO/Share $0.69 $0.46 $0.49 $0.56


Realized Frac Spread ($/bbl) after hedging & premiums $27.39 $33.45 $34.53 $34.95 Realized Frac Spread ($/bbl) after hedging & pre $32.45 $36.65 $32.95 $31.74


Realized Power Price ($/MWh) $65.74 $73.95 $70.16 $72.06 Realized Power Price ($/MWh) $78.76 $64.26 $80.67 $72.11


Payout Ratio 80.6% 60.4% 56.5% 44.7% Payout Ratio 47.6% 71.0% 68.0% 60.8%


Credit Rating BBB/Stable


Cash Flow Summary 2010 2011E 2012E 2013E Consolidated Capitalization 2010 2011E 2012E 2013E


Net income applicable to common shares $101.3 $88.9 $120.1 $182.2 Cash $2.1 $0.0 $0.0 $0.0


Amortization $89.2 $87.8 $110.7 $138.1


Other $4.6 $33.6 $24.3 $27.4 Short Term Debt $11.0 $104.3 $104.3 $104.3


Funds From Operations $195.0 $210.3 $255.2 $347.7 Long-term debt and convertible debentures $893.5 $1,231.6 $2,378.8 $2,724.2


Asset retirement obligation cost and other ($0.5) ($0.2) $0.0 $0.0 Total Debt $904.5 $1,335.8 $2,483.1 $2,828.5


Net change in non-cash working capital ($1.9) ($34.3) ($23.1) ($9.9)


Cash Flow from operating Activities $192.6 $175.7 $232.1 $337.9 Total Equity $1,211.0 $1,345.5 $1,759.0 $1,817.4


Investing activities Total Capitalization $2,115.5 $2,681.4 $4,242.1 $4,645.9


Capital Expenditures ($195.1) ($652.6) ($1,673.6) ($560.4)


Other & Asset Sales/Acquisitions $33.0 ($8.9) $0.0 $0.0 Net Debt $902.4 $1,335.8 $2,483.1 $2,828.5


Cash Flow from Investing Activities ($162.0) ($661.5) ($1,673.6) ($560.4)


Weighting


Financing activities Debt 42.8% 49.8% 58.5% 60.9%


Dividends ($151.8) ($124.6) ($146.9) ($155.4) Equity 57.2% 50.2% 41.5% 39.1%


Other Financing Activities $119.7 $608.3 $1,588.4 $377.9 100.0% 100.0% 100.0% 100.0%


Cash Flow from Financing Activities ($32.2) $483.7 $1,441.5 $222.5


Change in cash and cash equivalents ($1.6) ($2.1) $0.0 $0.0


Cash and cash equivalents, beginning of period $3.7 $2.1 ($0.0) ($0.0)


Cash and cash equivalents, end of period $2.1 ($0.0) ($0.0) ($0.0)
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Important disclosures: 


Recommendation definitions 


Macquarie - Australia/New Zealand 
Outperform – return >3% in excess of benchmark return 
Neutral – return within 3% of benchmark return 
Underperform – return >3% below benchmark return 
 
Benchmark return is determined by long term nominal 
GDP growth plus 12 month forward market dividend yield 


Macquarie – Asia/Europe 
Outperform – expected return >+10% 
Neutral – expected return from -10% to +10% 
Underperform – expected return <-10% 


Macquarie First South - South Africa 
Outperform – expected return >+10% 
Neutral – expected return from -10% to +10% 
Underperform – expected return <-10% 


Macquarie - Canada 
Outperform – return >5% in excess of benchmark return 
Neutral – return within 5% of benchmark return 
Underperform – return >5% below benchmark return 


Macquarie - USA 
Outperform (Buy) – return >5% in excess of Russell 3000 
index return 
Neutral (Hold) – return within 5% of Russell 3000 index 
return 
Underperform (Sell)– return >5% below Russell 3000 
index return 
 


Volatility index definition* 


This is calculated from the volatility of historical price 
movements. 
 
Very high–highest risk – Stock should be expected 
to move up or down 60–100% in a year – investors 
should be aware this stock is highly speculative. 
 
High – stock should be expected to move up or 
down at least 40–60% in a year – investors should 
be aware this stock could be speculative. 
 
Medium – stock should be expected to move up or 
down at least 30–40% in a year. 
 
Low–medium – stock should be expected to move 
up or down at least 25–30% in a year. 
 
Low – stock should be expected to move up or 
down at least 15–25% in a year. 
* Applicable to Australian/NZ/Canada stocks only 


Recommendations – 12 months 
Note: Quant recommendations may differ from 
Fundamental Analyst recommendations 


Financial definitions 


All "Adjusted" data items have had the following 
adjustments made: 
Added back:  goodwill amortisation, provision for 
catastrophe reserves, IFRS derivatives & hedging, IFRS 
impairments & IFRS interest expense 
Excluded:  non recurring items, asset revals, property 
revals, appraisal value uplift, preference dividends & 
minority interests 
 
EPS = adjusted net profit / efpowa* 
ROA = adjusted ebit / average total assets 
ROA Banks/Insurance = adjusted net profit /average 
total assets 
ROE = adjusted net profit / average shareholders funds 
Gross cashflow = adjusted net profit + depreciation 
*equivalent fully paid ordinary weighted average number 
of shares 
 
All Reported numbers for Australian/NZ listed stocks are 
modelled under IFRS (International Financial Reporting 
Standards). 
 


Recommendation proportions – For quarter ending 31 December 2011 


 AU/NZ    Asia   RSA    USA     CA   EUR 
Outperform 56.59% 65.60% 54.55% 44.53% 75.28% 49.46% (for US coverage by MCUSA, 10.53% of stocks covered are investment banking clients) 


Neutral 33.45% 20.55% 38.96% 50.20% 22.47% 32.36% (for US coverage by MCUSA, 10.96% of stocks covered are investment banking clients) 


Underperform 9.96% 13.85% 6.49% 5.27% 2.25% 18.18% (for US coverage by MCUSA, 0.44% of stocks covered are investment banking clients) 
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AltaGas Ltd. 
Strong performance stands out during 
turbulent quarter  
Event 


 AltaGas reported strong 4Q11 results ahead of our estimates, including Adjusted 


EBITDA and AFFO/share of $80.3m and $0.72 vs our estimates of $69.4m and 


$0.57 respectively. The variance was due to higher frac spread volumes in a high 


price environment. 


 Major growth projects are generally on track, although some cost pressures have 


impacted the Harmattan Co-stream project, and to a lesser extent the Gordonale 


project. Harmattan is expected to be commissioned in 2Q12 and its long-term 


contract has some protection from cost overruns.  


 Forrest Kerr now has 86% of its project costs contractually committed while the 


SEMCO acquisition is expected to close in 3Q12. 


Impact 


 Neutral impact: The strong results in a volatile commodity environment emphasize 


the merits of the company’s strategy of pursuing growth projects and acquisitions 


that provide stable and long-term cashflows, a factor already captured in our long-


term outlook. 


 We do not expect the cost increase and delay at Harmattan to be material. The 


Northwest projects are highly contracted and the nature of the work and local 


markets conditions reduce exposure to cost overruns. 


Earnings and target price revision 


 We are making adjustments to our estimates to reflect the quarterly results. Our 


2012E and 2013E Adjusted EBITDA estimates go to $352.3m and $499.7m from 


$347.6m and $484.4m previously. Generally speaking the company is performing 


above our expectations, however, not enough to change our target price, 


especially in light of the cost environment in Alberta. We are maintaining our 


$40.00 target price.  


Price catalyst 


 12-month price target: C$40.00 based on a DCF methodology. 


 Catalyst: Closing of SEMCO acquisition 


Action and recommendation 


 We continue to recommend AltaGas as a top pick in the Canadian Midstream 


Sector on the expectation of peer-leading free cashflow growth from its visible and 


transformational growth projects. 
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Strong results and risk profile improving 


We characterize the company’s 4Q11 results as a reflection of its strategy – growth with an improving 


risk profile. Adjusted EBTIDA grew 14.5% (9.4% on a per share basis) at a time when many of its peers 


suffered the vagaries of the NGL. While frac spreads are volatile, the company’s volume outlook reflects 


the relatively attractive position and contracting of its assets.  


Fig 1 Results – Segmented EBITDA 


 


Source: Company reports, Macquarie Research, March 2012 


 


At the same time, the company executed the acquisition of PNG in the utilities segment increasing its 


rate base by 50%, with the US$1.135 SEMCO acquisition following in 1Q12. Commodity-related 


exposure is expected to fall to about 15% of EBITDA in 2015 compared with 38% in 2010.  


Operating outlook still strong  


In particular the Younger plant in Northeast BC is well positioned given the growth in the Montney. The 


Septimus pipeline was commissioned in December, bringing additional volumes to the Younger facility. 


While we have reduced our propane estimates, frac spreads remain high by historical standards. The 


company hedged 75% of its frac spread exposure at $35/bbl for 2012 compared with 70% at $27.78 in 2011.  


We have reduced our 1Q12 spot Alberta power price estimates to reflect realized prices in January and 


February. This is mitigated by the company’s hedge for 75% of expected generation at $80/MWh. For the 


remainder of the year, the company has hedges for 56% of expected production at $65/MWh. Our 


estimates are consistent with management’s outlook for slightly lower conventional power results in 


2012. We note this will be more than offset by the addition of 70MW of new generation. 


Growth project outlook generally on track 


The company expects the Harmattan Co-stream project to come on stream in 2Q12 and will be over the 


previous budget. The impact to the company is minimal as the long-term contract provides some 


mitigation of cost overruns. It does highlight the onus placed on companies to be vigilant in costing, 


bidding, and executing projects. To this end, the company intimated it is seeing some cost pressure at its 


Gordondale project, however, did not revise its $236m cost estimate. It does not have cost overrun 


protection for this project. 


We do not believe the Northwest projects (Forest Kerr, McLymont Creek and Volcano Creek) have the 


same degree of cost exposure. Forrest Kerr is 86% contracted, and has a significant component of 


excavation work, which is proceeding ahead of schedule and under budget. We believe those projects 


are not exposed to the same degree of cost risk as Alberta-based projects. 


We also note that the company’s recent presentation indicates expected capacity factor at Forrest Kerr of 


55–60%, vs 55% previously (and our estimate). This is an indication that it has increasing confidence in 


the hydrology associated with this run-of-river project. We view this as reducing risk to our forecast. The 


implications are that the project seems destined to come in on or under budget and operate above 


expectations. Not bad considering Forrest Kerr represents about 50% of its growth capex budget.  


(C$ millions, except per share) Actual Estimate Variance


Gas Segment $45.4 $38.6 $6.9


Power Segment $26.5 $24.0 $2.5


Utilities Segment $10.2 $14.8 ($4.6)


Corporate Segment ($8.5) ($8.0) ($0.6)


Gain on Sale $0.0 $0.0 $0.0


Other Adjustments $6.7 $0.0 $6.7


Total Adjusted EBITDA $80.3 $69.4 $10.9


Note: Before unrealized gains(losses).


Other adjustments include one-time $5.7m transaction costs for PNG acquisition
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Estimates and valuation 


We are making revisions to our estimates that include higher frac spread volumes, partly offset by our 


expectations of lower propane prices. Our near-term power estimates come down marginally, offset by a 


stronger hedge book.  


Fig 2  Changes to our estimates 


 


Source: Macquarie Research, March 2012 


 


Conclusion 


We continue to rate AltaGas as Outperform and view it as a top pick due to the excellent visibility of its 


peer-leading growth, which we expect to translate into substantial dividend growth, particularly once the 


Northwest projects are commissioned.  


 


 


 


 


(C$ millions, except per share)


2014E


Revised Previous Revised Previous Revised


EBITDA $352.3 $347.6 $499.7 $484.4 $538.6


AFFO/Share $2.51 $2.44 $3.24 $3.09 $3.46


EPS $1.20 $1.14 $1.78 $1.62 $1.81


AFFO Payout Ratio 55.0% 56.5% 42.5% 44.7% 39.8%


2012E 2013E
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AltaGas (ALA CN, Outperform, Target price: C$40.00) 


Source: Company data, Macquarie Research, March 2012 


 


 


 


 


 


 


 


 


 


 


 


 


 


 


 


Earnings and Per Share Data (Annual) 2011E 2012E 2013E 2014E Earnings and Per Share Data (Quarterly) 1Q12E 2Q12E 3Q12E 4Q12E


Total Net Revenue $526.7 $667.8 $897.5 $962.8 Total Net Revenue $161.5 $140.4 $143.8 $222.1


Operating and Administrative $267.7 $315.4 $397.8 $424.2 Operating and Administrative $71.9 $71.2 $74.8 $97.6


Reported EBITDA $259.0 $352.3 $499.7 $538.6 Reported EBITDA $89.6 $69.3 $69.0 $124.5


Amortization $90.1 $111.3 $135.4 $146.3 Amortization $24.4 $24.7 $28.0 $34.2


Accretion of asset retirement obligations $2.4 $2.4 $2.4 $2.4 Accretion of asset retirement obligations $0.6 $0.6 $0.6 $0.6


Operating Income $166.5 $238.6 $362.0 $390.0 Operating Income $64.6 $44.0 $40.5 $89.6


Interest expense $52.7 $70.3 $94.7 $104.6 Interest expense $14.5 $14.2 $18.0 $23.7


Foreign exchange loss (gain) $0.4 $0.0 $0.0 $0.0 Foreign exchange loss (gain) $0.0 $0.0 $0.0 $0.0


EBT $113.4 $168.3 $267.3 $285.4 EBT $50.1 $29.8 $22.5 $66.0


Current Taxes $0.2 $19.6 $40.5 $42.7 Current Taxes $4.7 $0.7 $0.1 $14.1


Future Taxes $18.6 $22.3 $27.4 $39.0 Future Taxes $4.3 $5.8 $6.0 $6.3


Net Income $94.6 $126.4 $199.4 $203.7 $41.1 $23.2 $16.4 $45.6


Preferred dividends $11.0 $11.0 $11.0 $11.0 Preferred dividends $2.8 $2.8 $2.8 $2.8


Reported Net Income to common $83.6 $115.4 $188.4 $192.7 Reported Net Income to common $38.4 $20.5 $13.7 $42.8


Adjusted EBITDA $276.0 $352.3 $499.7 $538.6 Adjusted EBITDA $89.6 $69.3 $69.0 $124.5


Adjusted Operating Income $183.5 $238.6 $362.0 $390.0 Adjusted Operating Income $64.6 $44.0 $40.5 $89.6


Adjusted Net Income $97.3 $115.4 $188.4 $192.7 Adjusted Net Income $38.4 $20.5 $13.7 $42.8


Adjusted FD EPS $1.14 $1.20 $1.78 $1.81 Adjusted FD EPS $0.42 $0.23 $0.14 $0.41


Funds From Operations $226.0 $261.7 $363.7 $390.5 Funds From Operations $70.2 $54.1 $50.8 $86.5


Preferred dividends ($11.0) ($11.0) ($11.0) ($11.0) Preferred dividends ($2.8) ($2.8) ($2.8) ($2.8)


Other ($0.2) $0.0 $0.0 $0.0 Other $0.0 $0.0 $0.0 $0.0


Sustaining and maintenance capital ($12.3) ($9.0) ($10.0) ($10.0) Sustaining and maintenance capital ($2.0) ($2.0) ($2.5) ($2.5)


Distributable cash (AFFO) $202.5 $241.7 $342.7 $369.5 Distributable cash (AFFO) $65.5 $49.4 $45.5 $81.3


AFFO/Share $2.36 $2.51 $3.24 $3.46 AFFO/Share $0.72 $0.55 $0.47 $0.77


Realized Frac Spread ($/bbl) after hedging & premiums $36.01 $36.77 $39.76 $38.26 Realized Frac Spread ($/bbl) after hedging & pre $37.44 $36.37 $36.16 $37.13


Realized Power Price ($/MWh) $74.01 $70.29 $73.59 $61.36 Realized Power Price ($/MWh) $82.07 $61.27 $70.04 $67.80


Payout Ratio 56.3% 55.0% 42.5% 39.8% Payout Ratio 47.6% 63.3% 74.1% 44.6%


Credit Rating


Cash Flow Summary 2011E 2012E 2013E 2014E Consolidated Capitalization 2011E 2012E 2013E 2014E


Net income applicable to common shares $94.6 $126.4 $199.4 $203.7 Cash $4.2 $0.0 $0.0 ($0.0)


Amortization $90.1 $111.3 $135.4 $146.3


Other $34.9 $23.9 $29.0 $40.6 Short Term Debt $122.8 $122.8 $122.8 $122.8


Funds From Operations $219.6 $261.7 $363.7 $390.5 Long-term debt and convertible debentures $1,201.5 $2,309.0 $2,662.6 $2,869.9


Asset retirement obligation cost and other ($0.2) $0.0 $0.0 $0.0 Total Debt $1,324.3 $2,431.8 $2,785.4 $2,992.6


Net change in non-cash working capital ($9.3) $5.8 ($6.3) ($8.5)


Cash Flow from operating Activities $210.1 $267.4 $357.5 $382.0 Total Equity $1,362.1 $1,782.1 $1,858.0 $1,936.7


Investing activities Total Capitalization $2,686.4 $4,213.9 $4,643.4 $4,929.4


Capital Expenditures ($575.8) ($1,673.6) ($588.4) ($465.1)


Other & Asset Sales/Acquisitions ($9.0) $0.0 $0.0 $0.0 Net Debt $1,320.0 $2,431.8 $2,785.4 $2,992.6


Cash Flow from Investing Activities ($584.8) ($1,673.6) ($588.4) ($465.1)


Weighting


Financing activities Debt 49.3% 57.7% 60.0% 60.7%


Dividends ($125.9) ($146.8) ($155.2) ($156.6) Equity 50.7% 42.3% 40.0% 39.3%


Other Financing Activities $502.7 $1,548.7 $386.1 $239.7 100.0% 100.0% 100.0% 100.0%


Cash Flow from Financing Activities $376.8 $1,401.9 $231.0 $83.1


Change in cash and cash equivalents $2.1 ($4.2) $0.0 ($0.0)


Cash and cash equivalents, beginning of period $2.1 $4.2 ($0.0) $0.0


Cash and cash equivalents, end of period $4.2 ($0.0) $0.0 ($0.0)







Macquarie Research AltaGas Ltd. 


9 March 2012 5 


Important disclosures: 


Recommendation definitions 


Macquarie - Australia/New Zealand 
Outperform – return >3% in excess of benchmark return 
Neutral – return within 3% of benchmark return 
Underperform – return >3% below benchmark return 
 
Benchmark return is determined by long term nominal 
GDP growth plus 12 month forward market dividend yield 


Macquarie – Asia/Europe 
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Underperform – expected return <-10% 
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Underperform – expected return <-10% 


Macquarie - Canada 
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Investment fundamentals 


Year end 31 Dec  2011A 2012E 2013E 2014E 


Revenue m 526.7 670.1 886.5 968.2 
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Note: Recommendation timeline - if not a continuous line, then there was no 
Macquarie coverage at the time or there was an embargo period. 
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AltaGas 
Results demonstrate benefits of 
diversity  
Event 


 The company reported results in line with our estimates including adjusted 


EBITDA of $92.5m and adjusted FD EPS of $0.45 compared with our estimate of 


$91.9m and $0.44 respectively.  


 Timing of major growth projects are on track, although some cost pressures are 


evident. The Gordonale project is now expected to cost $260m ($236m 


previously) though ROI is still expected in the 13–15% range compared with our 


estimate of 13.4%. Harmattan Co-stream project is expected to be commissioned 


in early 3Q12 and its long-term contract has some protection from cost overruns. 


 Forrest Kerr now has 90% of its project costs contractually committed and 


remains ahead of schedule. 


Impact 


 Neutral: The strong in-line results, in an environment of unseasonably warm 


weather and low gas prices, reflect the benefit of cashflow diversity and its 


inherent natural hedges. We believe these are the merits of the company’s 


strategy of pursuing growth in the form of stable and long-term cashflows. 


 Capex inflation remains a concern for the industry at large, as evidenced by some 


cost escalations at some projects, though with minimal impact to our return 


expectations. We believe that Forrest Kerr, due to the nature of the work 


(excavation), location-specific labor conditions, highly contracted nature of the 


project, and being ahead of schedule is not at risk of cost escalation. If anything, 


it’s tracking better than expected. 


Earnings and target price revision 


 We are making adjustments to our estimates to reflect the quarterly results. Our 


2012E and 2013E Adjusted EBITDA estimates go to $354.2m and $489.3m from 


$358.0m and $483.3m previously. We are maintaining our $40.00 target price.  


Price catalyst 


 12-month price target: C$40.00 based on a DCF methodology. 


 Catalyst: Closing of SEMCO acquisition, commissioning major projects. 


Action and recommendation 


 We continue to recommend AltaGas as a top pick in the Canadian Midstream 


Sector on the expectation of peer-leading free cashflow growth from its visible and 


transformational growth projects. 
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Strong results and risk profile improving 


We characterize the company’s 1Q12 results as strong given an environment of unseasonably warm 


weather and low gas prices. Adjusted EBTIDA grew approximately 13% and, while frac spreads are 


volatile, the company’s volume outlook reflects the relatively attractive position and contracting of its 


extraction assets.  


Fig 1 Results – Segmented EBITDA 


Source: Company reports, Macquarie Research, April 2012 


With the addition of PNG, SEMCO and other projects, commodity-related exposure is expected to fall to 


about 15% of EBITDA in 2015 compared with 38% in 2010.  


Operating outlook – what do lower gas prices mean for AltaGas?  


Changing profile 


While the company is still exposed to fluctuating gas prices, its profile is changing to reduce commodity 


price exposure. Low or falling gas prices may cause producers to reduce activity with follow-through 


implications to the company’s gathering and processing facilities. Pending acquisitions and asset 


additions change the profile of the company, reducing exposure to commodity prices. The company will 


add approximately $1.8bn in new assets during the year, including the US$1.135bn acquisition of 


SEMCO, which will translate into a US$725m addition to regulated rate base, as well as 70MW of power 


assets in 2012. 


Additions more than offsetting declines 


The current low-price environment caused producers to shut in 44mmcf/d in 1Q12 (15–20 mmcf/d at 


31 March). Natural declines and shut-ins were more than offset by capacity additions so that throughput 


averaged 400mmcf/d compared with 375mmcf/d in 1Q11 and 391mmcf/d in 4Q11. 


In addition, volumes are expected to grow with the additions of the Harmattan Co-Steam project and the 


Blair Creek expansion, which are expected to be in service in early 3Q12. In terms of existing assets, 


management’s outlook calls for potentially declining gas processing throughput volumes if gas prices 
stay low, but volumes are still expected to be higher than 2011. This outlook is modestly higher than our 


estimates. That being said, the impact to operating income is not expected to be material.  


 
Natural hedges 


It is important to remember that the company does have natural hedges. Lower natural gas prices help 


peaking power plants and also reduce the gas component of producing NGLs, potentially widening frac 


spreads. While we have recently reduced our propane estimates, frac spreads remain high by historical 


standards, driven by record low gas prices. The company hedged 80% of its frac spread exposure at 


$35/bbl for 2012 compared with 70% at $28 in 2011.  


 


(C$ millions, except per share) Actual Estimate Variance Per Share


Gas Segment $44.7 $44.7 ($0.0) ($0.00)


Power Segment $29.5 $32.1 ($2.6) ($0.03)


Utilities Segment $24.4 $24.5 ($0.0) ($0.00)


Corporate Segment ($7.7) ($9.3) $1.6 $0.02


Transaction Costs $1.6 $0.0 $1.6 $0.02


Other Adjustments $0.0 $0.0 $0.0 $0.00


Total Adjusted EBITDA $92.5 $91.9 $0.5 $0.01


Note: Before unrealized gains (losses) and transaction costs.
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Growth projects – cost escalations evident but not impactful 


Capex inflation remains a concern for the industry at large, as evidenced by cost escalations at some 


major projects. Changes to the company’s projects will have minimal impact to our return expectations. 


The company still expects the Harmattan Co-stream project to come on stream in early 3Q12 and now 


expects cost of $170m vs $147m previously due to scope changes and cost escalation. The Gordondale 


plant expansion is expected to cost $260m vs $236m previously, but still generate ROI of 13–15% 


compared with our estimate of 13.4%.  


We believe that Forrest Kerr (~about 50% of capital plan), due to the nature of the work (excavation), 


location-specific labor conditions, highly contracted nature of the project (90%), and being ahead of 


schedule is not at risk of cost escalation. If anything, it’s tracking better than expected. 


Estimates and valuation 


We are making revisions to our estimates that include the updated project timelines and capex, in 


addition to updating our commodity pricing outlook. 


Fig 2 Estimates Revision 


Source: Macquarie Research, April 2012 


 


Conclusion 


We continue to rate AltaGas as Outperform and view it as a top pick due to the excellent visibility of its 


peer-leading growth, which we expect to translate into substantial dividend growth, particularly once the 


Northwest projects are commissioned. Near-term reduced throughput volumes due to low gas prices 


should not distract investors from this opportunity as they are not material to our estimates and valuation. 


 


 


 


(C$ millions, except per share)


Revised Previous Revised Previous Revised Previous


EBITDA $354.2 $358.0 $489.3 $483.3 $544.0 $539.9


AFFO/Share $2.52 $2.57 $3.13 $3.09 $3.49 $3.47


EPS $1.23 $1.25 $1.71 $1.67 $1.86 $1.81


AFFO Payout Ratio 54.8% 53.7% 44.1% 44.7% 39.5% 39.8%


2012E 2013E 2014E
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AltaGas Ltd. (ALA CN, Outperform, Target price: C$40.00) 


Source: Company data, Macquarie Research, April 2012 


 


 


 


 


 


 


 


 


 


 


 


 


 


 


 


Earnings and Per Share Data (Annual) 2011E 2012E 2013E 2014E Earnings and Per Share Data (Quarterly) 1Q12E 2Q12E 3Q12E 4Q12E


Total Net Revenue $526.7 $670.1 $886.5 $968.2 Total Net Revenue $167.5 $134.4 $144.0 $224.2


Operating and Administrative $267.7 $314.6 $397.2 $424.2 Operating and Administrative $73.7 $68.1 $75.3 $97.5


Reported EBITDA $259.0 $355.5 $489.3 $544.0 Reported EBITDA $93.7 $66.3 $68.7 $126.7


Amortization $90.1 $101.6 $128.0 $136.2 Amortization $22.2 $22.2 $25.5 $31.7


Accretion of asset retirement obligations $2.4 $3.1 $3.0 $3.0 Accretion of asset retirement obligations $0.8 $0.8 $0.8 $0.8


Operating Income $166.5 $250.8 $358.3 $404.8 Operating Income $70.7 $43.3 $42.5 $94.3


Interest expense $52.7 $70.9 $97.5 $107.6 Interest expense $12.8 $14.9 $18.7 $24.5


Foreign exchange loss (gain) $0.4 $0.1 $0.0 $0.0 Foreign exchange loss (gain) $0.1 $0.0 $0.0 $0.0


EBT $113.4 $179.8 $260.8 $297.2 EBT $57.8 $28.4 $23.8 $69.8


Current Taxes $0.2 $18.3 $40.2 $42.4 Current Taxes $3.2 $0.8 $0.2 $14.1


Future Taxes $18.6 $29.3 $26.1 $42.3 Future Taxes $10.6 $5.3 $6.2 $7.2


Net Income $94.6 $132.2 $194.5 $212.5 $44.1 $22.3 $17.4 $48.5


Preferred dividends $11.0 $10.8 $11.0 $11.0 Preferred dividends $2.5 $2.8 $2.8 $2.8


Reported Net Income to common $83.6 $120.2 $182.3 $200.3 Reported Net Income to common $41.3 $19.2 $14.3 $45.4


Adjusted EBITDA $276.0 $354.2 $489.3 $544.0 Adjusted EBITDA $92.5 $66.3 $68.7 $126.7


Adjusted Operating Income $183.5 $249.5 $358.3 $404.8 Adjusted Operating Income $69.5 $43.3 $42.5 $94.3


Adjusted Net Income $97.3 $119.1 $182.3 $200.3 Adjusted Net Income $40.1 $19.2 $14.3 $45.4


Adjusted FD EPS $1.14 $1.23 $1.71 $1.86 Adjusted FD EPS $0.44 $0.21 $0.15 $0.43


Funds From Operations $226.0 $264.1 $353.8 $396.2 Funds From Operations $73.9 $51.1 $50.4 $88.7


Preferred dividends ($11.0) ($10.8) ($11.0) ($11.0) Preferred dividends ($2.5) ($2.8) ($2.8) ($2.8)


Other ($0.2) ($0.4) $0.0 $0.0 Other ($0.4) $0.0 $0.0 $0.0


Sustaining and maintenance capital ($12.3) ($8.6) ($10.0) ($10.0) Sustaining and maintenance capital ($1.6) ($2.0) ($2.5) ($2.5)


Distributable cash (AFFO) $202.5 $244.3 $332.8 $375.2 Distributable cash (AFFO) $69.4 $46.4 $45.1 $83.5


AFFO/Share $2.36 $2.52 $3.13 $3.49 AFFO/Share $0.76 $0.51 $0.46 $0.79


Realized Frac Spread ($/bbl) after hedging & premiums $36.01 $36.17 $41.44 $40.53 Realized Frac Spread ($/bbl) after hedging & pre $34.11 $36.85 $36.51 $37.19


Realized Power Price ($/MWh) $74.01 $68.21 $66.72 $61.38 Realized Power Price ($/MWh) $75.65 $58.35 $69.33 $69.50


Payout Ratio 56.3% 54.8% 44.1% 39.5% Payout Ratio 45.2% 68.0% 75.3% 43.7%


Credit Rating


Cash Flow Summary 2011E 2012E 2013E 2014E Consolidated Capitalization 2011E 2012E 2013E 2014E


Net income applicable to common shares $94.6 $132.2 $194.5 $212.5 Cash $4.2 $0.0 $0.0 $0.0


Amortization $90.1 $101.6 $128.0 $136.2


Other $34.9 $30.4 $31.4 $47.6 Short Term Debt $122.8 $24.5 $24.5 $24.5


Funds From Operations $219.6 $264.1 $353.8 $396.2 Long-term debt and convertible debentures $1,201.5 $2,440.9 $2,794.5 $2,997.1


Asset retirement obligation cost and other ($0.2) ($0.4) $0.0 $0.0 Total Debt $1,324.3 $2,465.4 $2,819.0 $3,021.6


Net change in non-cash working capital ($9.3) $67.0 $3.7 ($9.6)


Cash Flow from operating Activities $210.1 $330.7 $357.5 $386.6 Total Equity $1,362.1 $1,795.0 $1,868.3 $1,958.1


Investing activities Total Capitalization $2,686.4 $4,260.4 $4,687.3 $4,979.8


Capital Expenditures ($575.8) ($1,745.3) ($587.7) ($464.3)


Other & Asset Sales/Acquisitions ($9.0) ($3.3) $0.0 $0.0 Net Debt $1,320.0 $2,465.4 $2,819.0 $3,021.6


Cash Flow from Investing Activities ($584.8) ($1,748.6) ($587.7) ($464.3)


Weighting


Financing activities Debt 49.3% 57.9% 60.1% 60.7%


Dividends ($125.9) ($144.7) ($156.0) ($157.4) Equity 50.7% 42.1% 39.9% 39.3%


Other Financing Activities $502.7 $1,559.7 $386.1 $235.1 100.0% 100.0% 100.0% 100.0%


Cash Flow from Financing Activities $376.8 $1,415.1 $230.1 $77.7


Change in cash and cash equivalents $2.1 ($2.9) $0.0 $0.0


Cash and cash equivalents, beginning of period $2.1 $2.9 ($0.0) $0.0


Cash and cash equivalents, end of period $4.2 ($0.0) $0.0 $0.0
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Important disclosures: 


Recommendation definitions 


Macquarie - Australia/New Zealand 
Outperform – return >3% in excess of benchmark return 
Neutral – return within 3% of benchmark return 
Underperform – return >3% below benchmark return 
 
Benchmark return is determined by long term nominal 
GDP growth plus 12 month forward market dividend yield 


Macquarie – Asia/Europe 
Outperform – expected return >+10% 
Neutral – expected return from -10% to +10% 
Underperform – expected return <-10% 


Macquarie First South - South Africa 
Outperform – expected return >+10% 
Neutral – expected return from -10% to +10% 
Underperform – expected return <-10% 


Macquarie - Canada 
Outperform – return >5% in excess of benchmark return 
Neutral – return within 5% of benchmark return 
Underperform – return >5% below benchmark return 


Macquarie - USA 
Outperform (Buy) – return >5% in excess of Russell 3000 
index return 
Neutral (Hold) – return within 5% of Russell 3000 index 
return 
Underperform (Sell)– return >5% below Russell 3000 
index return 
 


Volatility index definition* 


This is calculated from the volatility of historical price 
movements. 
 
Very high–highest risk – Stock should be expected 
to move up or down 60–100% in a year – investors 
should be aware this stock is highly speculative. 
 
High – stock should be expected to move up or 
down at least 40–60% in a year – investors should 
be aware this stock could be speculative. 
 
Medium – stock should be expected to move up or 
down at least 30–40% in a year. 
 
Low–medium – stock should be expected to move 
up or down at least 25–30% in a year. 
 
Low – stock should be expected to move up or 
down at least 15–25% in a year. 
* Applicable to Australian/NZ/Canada stocks only 


Recommendations – 12 months 
Note: Quant recommendations may differ from 
Fundamental Analyst recommendations 


Financial definitions 


All "Adjusted" data items have had the following 
adjustments made: 
Added back:  goodwill amortisation, provision for 
catastrophe reserves, IFRS derivatives & hedging, IFRS 
impairments & IFRS interest expense 
Excluded:  non recurring items, asset revals, property 
revals, appraisal value uplift, preference dividends & 
minority interests 
 
EPS = adjusted net profit / efpowa* 
ROA = adjusted ebit / average total assets 
ROA Banks/Insurance = adjusted net profit /average 
total assets 
ROE = adjusted net profit / average shareholders funds 
Gross cashflow = adjusted net profit + depreciation 
*equivalent fully paid ordinary weighted average number 
of shares 
 
All Reported numbers for Australian/NZ listed stocks are 
modelled under IFRS (International Financial Reporting 
Standards). 
 


Recommendation proportions – For quarter ending 31 March 2012 


 AU/NZ    Asia   RSA    USA     CA   EUR 
Outperform 53.90% 60.60% 57.50% 43.59% 66.67% 46.89% (for US coverage by MCUSA, 10.86% of stocks covered are investment banking clients) 


Neutral 31.56% 23.00% 32.50% 51.09% 30.00% 32.60% (for US coverage by MCUSA, 9.50% of stocks covered are investment banking clients) 


Underperform 14.54% 16.40% 10.00% 5.32% 3.33% 20.51% (for US coverage by MCUSA, 1.36% of stocks covered are investment banking clients) 
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Estimates and valuation 
We are making revisions to our estimates that include updated frac spreads, power prices and the 
preferred shares issue. 


Fig 1 Estimates Revision 


Source: Macquarie Research, June 2012 


 


The preferred share issuance in itself is neutral to our valuation; however, we note that the company has 
about $1.3bn in available liquidity.  


Frac spread outlook 


Our frac spread estimate is based off forward strip pricing for oil and gas. We use a $10/bbl transportation 
differential for the Alberta market, and we are maintaining our 12% discount to our normal propane price 
estimate as a percent of WTI, previously put in place to account for high industry propane inventories. 


Condensate remains in strong demand for use as a diluent to enable bitumen to flow in pipelines, and so 
we expect its pricing relationship to crude to hold. Butane inventories are up only modestly from last 
year, and so we are maintaining our estimate vs. crude prices. 


Hedge book reduce near-term volatility 


AltaGas’ strong hedge position results in little near-term earnings impact, although it does impact the 
valuation, primarily through the terminal value of our DCF. The impact of the frac spread update on our 
valuation is a reduction of $2.30 per share. This is mostly offset by rolling our DCF forward one year. The 
implications are that should the price of propane normalize to its traditional relationship to crude, frac 
spreads will increase with positive implications for valuation. A correction in inventories would be the 
catalyst for us to remove our propane pricing discount. 


In 2012, the reduction in AFFO from frac spreads is more than offset by modestly higher forward prices 
for power. This supports our conclusion that the shares in AltaGas have over-compensated for the 
decline in oil prices and their impact on frac spreads. 


Conclusion 
Since 1 May 2012, ALA shares have declined 9.4%—this exceeds the peer group average decline of 
5.1% and is not in keeping with the company’s strong liquidity position and limited near-term exposure to 
frac spreads. We expect the stock to narrow the gap compared to the peer group in the coming months. 
We reiterate our Outperform rating and it remains a top pick. 


 
 


 


(C$ millions, except per share)


Revised Previous Revised Previous Revised Previous
EBITDA $353.7 $354.2 $479.7 $489.3 $537.2 $544.0
AFFO/Share $2.53 $2.53 $3.05 $3.12 $3.43 $3.48
EPS $1.22 $1.24 $1.58 $1.71 $1.74 $1.86
AFFO Payout Ratio 54.5% 54.6% 45.3% 44.2% 40.3% 39.6%
Market Frac Spread (C$/bbl)* $38.69 $43.30 $38.68 $44.61 # $37.13 $40.53
* Frac Spreads after extraction premiums


2012E 2013E 2014E
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AltaGas (ALA CN, Outperform, Target price: C$40.00) 


Source: Company data, Macquarie Research, June 2012 


 
 
 
 
  


Earnings and Per Share Data (Annual) 2011 2012E 2013E 2014E Earnings and Per Share Data (Quarterly) 1Q12 2Q12E 3Q12E 4Q12E


Total Net Revenue $526.7 $669.5 $876.9 $961.4 Total Net Revenue $167.5 $134.0 $143.9 $224.2
Operating and Administrative $267.7 $314.6 $397.2 $424.2 Operating and Administrative $73.7 $68.1 $75.3 $97.5
Reported EBITDA $259.0 $355.0 $479.7 $537.2 Reported EBITDA $93.7 $65.9 $68.6 $126.7
Amortization $90.1 $102.8 $133.9 $142.4 Amortization $22.2 $22.2 $25.8 $32.6
Accretion of asset retirement obligations $2.4 $3.1 $3.0 $3.0 Accretion of asset retirement obligations $0.8 $0.8 $0.8 $0.8
Operating Income $166.5 $249.1 $342.7 $391.8 Operating Income $70.7 $43.0 $42.1 $93.3
Interest expense $52.7 $64.9 $89.8 $100.5 Interest expense $12.8 $12.9 $16.7 $22.5
Foreign exchange loss (gain) $0.4 $0.1 $0.0 $0.0 Foreign exchange loss (gain) $0.1 $0.0 $0.0 $0.0
EBT $113.4 $184.1 $253.0 $291.4 EBT $57.8 $30.0 $25.3 $70.9
Current Taxes $0.2 $17.9 $38.0 $40.1 Current Taxes $3.2 $0.8 $0.1 $13.8
Future Taxes $18.6 $30.7 $25.6 $42.4 Future Taxes $10.6 $5.7 $6.7 $7.7
Net Income $94.6 $135.5 $189.4 $208.9 $44.1 $23.5 $18.6 $49.4
Preferred dividends $11.0 $15.2 $19.8 $19.8 Preferred dividends $2.5 $2.8 $5.0 $5.0
Reported Net Income to common $83.6 $119.2 $168.4 $187.9 Reported Net Income to common $41.3 $20.4 $13.3 $44.1


Adjusted EBITDA $276.0 $353.7 $479.7 $537.2 Adjusted EBITDA $92.5 $65.9 $68.6 $126.7
Adjusted Operating Income $183.5 $247.8 $342.7 $391.8 Adjusted Operating Income $69.5 $43.0 $42.1 $93.3
Adjusted Net Income $97.3 $118.0 $168.4 $187.9 Adjusted Net Income $40.1 $20.4 $13.3 $44.1
Adjusted FD EPS $1.14 $1.22 $1.58 $1.74 Adjusted FD EPS $0.44 $0.22 $0.13 $0.42


Funds From Operations $226.0 $270.0 $354.2 $399.0 Funds From Operations $73.9 $52.7 $52.4 $91.0
Preferred dividends ($11.0) ($15.2) ($19.8) ($19.8) Preferred dividends ($2.5) ($2.8) ($5.0) ($5.0)
Other ($0.2) ($0.4) $0.0 $0.0 Other ($0.4) $0.0 $0.0 $0.0
Sustaining and maintenance capital ($12.3) ($8.6) ($10.0) ($10.0) Sustaining and maintenance capital ($1.6) ($2.0) ($2.5) ($2.5)
Distributable cash (AFFO) $202.5 $245.8 $324.4 $369.2 Distributable cash (AFFO) $69.4 $48.0 $44.9 $83.5


AFFO/Share $2.36 $2.53 $3.05 $3.43 AFFO/Share $0.76 $0.53 $0.46 $0.79


Realized Frac Spread ($/bbl) after hedging & premiums $36.01 $35.24 $37.46 $37.13 Realized Frac Spread ($/bbl) after hedging & pre $34.11 $36.04 $34.49 $36.33
Realized Power Price ($/MWh) $74.01 $69.46 $66.17 $61.45 Realized Power Price ($/MWh) $75.65 $58.29 $72.67 $71.25
Payout Ratio 56.3% 54.5% 45.3% 40.3% Payout Ratio 45.2% 65.7% 75.7% 43.7%


Credit Rating


Cash Flow Summary 2011 2012E 2013E 2014E Consolidated Capitalization 2011 2012E 2013E 2014E


Net income applicable to common shares $94.6 $135.5 $189.4 $208.9 Cash $4.2 $0.0 $0.0 $0.0
Amortization $90.1 $102.8 $133.9 $142.4
Other $34.9 $31.8 $30.9 $47.6 Short Term Debt $122.8 $24.5 $24.5 $24.5
Funds From Operations $219.6 $270.0 $354.2 $399.0 Long-term debt and convertible debentures $1,201.5 $2,239.4 $2,607.2 $2,823.9
Asset retirement obligation cost and other ($0.2) ($0.4) $0.0 $0.0 Total Debt $1,324.3 $2,264.0 $2,631.8 $2,848.5
Net change in non-cash working capital ($9.3) $67.0 $4.1 ($11.1)
Cash Flow from operating Activities $210.1 $336.6 $358.3 $387.9 Total Equity $1,362.1 $1,993.9 $2,053.1 $2,130.2


Investing activities Total Capitalization $2,686.4 $4,257.8 $4,684.8 $4,978.6
Capital Expenditures ($575.8) ($1,745.3) ($593.7) ($470.5)
Other & Asset Sales/Acquisitions ($9.0) ($3.3) $0.0 $0.0 Net Debt $1,320.0 $2,264.0 $2,631.8 $2,848.5
Cash Flow from Investing Activities ($584.8) ($1,748.6) ($593.7) ($470.5)


Weighting
Financing activities Debt 49.3% 53.2% 56.2% 57.2%
Dividends ($125.9) ($149.1) ($165.0) ($166.6) Equity 50.7% 46.8% 43.8% 42.8%
Other Financing Activities $502.7 $1,558.2 $400.3 $249.2 100.0% 100.0% 100.0% 100.0%
Cash Flow from Financing Activities $376.8 $1,409.1 $235.3 $82.6


Change in cash and cash equivalents $2.1 ($2.9) $0.0 $0.0
Cash and cash equivalents, beginning of period $2.1 $2.9 ($0.0) ($0.0)
Cash and cash equivalents, end of period $4.2 ($0.0) ($0.0) $0.0
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Important disclosures: 
Recommendation definitions 
Macquarie - Australia/New Zealand 
Outperform – return >3% in excess of benchmark return 
Neutral – return within 3% of benchmark return 
Underperform – return >3% below benchmark return 
 
Benchmark return is determined by long term nominal 
GDP growth plus 12 month forward market dividend yield 
Macquarie – Asia/Europe 
Outperform – expected return >+10% 
Neutral – expected return from -10% to +10% 
Underperform – expected return <-10% 
Macquarie First South - South Africa 
Outperform – expected return >+10% 
Neutral – expected return from -10% to +10% 
Underperform – expected return <-10% 
Macquarie - Canada 
Outperform – return >5% in excess of benchmark return 
Neutral – return within 5% of benchmark return 
Underperform – return >5% below benchmark return 
Macquarie - USA 
Outperform (Buy) – return >5% in excess of Russell 3000 
index return 
Neutral (Hold) – return within 5% of Russell 3000 index 
return 
Underperform (Sell)– return >5% below Russell 3000 
index return 
 


Volatility index definition* 
This is calculated from the volatility of historical price 
movements. 
 
Very high–highest risk – Stock should be expected 
to move up or down 60–100% in a year – investors 
should be aware this stock is highly speculative. 
 
High – stock should be expected to move up or 
down at least 40–60% in a year – investors should 
be aware this stock could be speculative. 
 
Medium – stock should be expected to move up or 
down at least 30–40% in a year. 
 
Low–medium – stock should be expected to move 
up or down at least 25–30% in a year. 
 
Low – stock should be expected to move up or 
down at least 15–25% in a year. 
* Applicable to Australian/NZ/Canada stocks only 
Recommendations – 12 months 
Note: Quant recommendations may differ from 
Fundamental Analyst recommendations 


Financial definitions 
All "Adjusted" data items have had the following 
adjustments made: 
Added back:  goodwill amortisation, provision for 
catastrophe reserves, IFRS derivatives & hedging, IFRS 
impairments & IFRS interest expense 
Excluded:  non recurring items, asset revals, property 
revals, appraisal value uplift, preference dividends & 
minority interests 
 
EPS = adjusted net profit / efpowa* 
ROA = adjusted ebit / average total assets 
ROA Banks/Insurance = adjusted net profit /average 
total assets 
ROE = adjusted net profit / average shareholders funds 
Gross cashflow = adjusted net profit + depreciation 
*equivalent fully paid ordinary weighted average number 
of shares 
 
All Reported numbers for Australian/NZ listed stocks are 
modelled under IFRS (International Financial Reporting 
Standards). 
 


Recommendation proportions – For quarter ending 31 March 2012 
 AU/NZ    Asia   RSA    USA     CA   EUR 
Outperform 53.90% 60.60% 57.50% 43.59% 66.67% 46.89% (for US coverage by MCUSA, 10.86% of stocks covered are investment banking clients) 
Neutral 31.56% 23.00% 32.50% 51.09% 30.00% 32.60% (for US coverage by MCUSA, 9.50% of stocks covered are investment banking clients) 
Underperform 14.54% 16.40% 10.00% 5.32% 3.33% 20.51% (for US coverage by MCUSA, 1.36% of stocks covered are investment banking clients) 
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CANADA  
  


ALA CN Outperform 


Price (at 15:30, 19 Jul 2012 GMT) C$30.01 
 


Volatility index Low


12-month target C$ 40.00


12-month TSR % +37.9


Valuation C$ 39.93
 - DCF (WACC 6.7%, beta 0.8, ERP 9.0%, RFR 3.0%, TGR 2.3%) 


GICS sector Energy


Market cap C$m 2,686


30-day avg turnover C$m 6.7


Market cap US$m 2,657


Number shares on issue m 89.49
 
  


Investment fundamentals 


Year end 31 Dec  2011A 2012E 2013E 2014E 


Revenue m 526.7 658.7 868.7 957.8 
EBITDA m 276.0 341.2 472.5 534.6 
Adjusted profit m 97.3 108.3 162.6 185.3 
EPS adj C$ 1.14 1.11 1.53 1.72 
PER adj x 26.4 27.0 19.7 17.4 
Total div yield % 4.4 4.6 4.6 4.6 
EV/EBITDA x 14.9 13.6 9.9 8.8 
 
  


ALA CN vs TSX, & rec history 


 
Note: Recommendation timeline - if not a continuous line, then there was no 
Macquarie coverage at the time or there was an embargo period. 


Source: FactSet, Macquarie Research, July 2012  


(all figures in CAD unless noted) 
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20 July 2012 
Macquarie Capital Markets Canada Ltd. 


AltaGas 
Harmattan Co-stream proceeds as 
expected  
Event 


 The company announced that it has received a positive Alberta Court of Appeal 


decision dismissing the appeal opposing the Harmattan Co-stream project filed by 


third parties –  including Inter Pipeline Fund (IPL-U CN, C$19.74, Outperform, TP: 


C$21.50). 


 Construction of the project continues to progress as planned, with 95% of 


expected costs already incurred. The company expects the project to be online in 


3Q12 and add approximately $30m in cost-of-service EBITDA per year. 


Impact 


 Neutral: Given that following the ERCB approval, AltaGas continued construction 


of the project, and that an application by the interveners with the ERCB for a 


Review and Variance of the original decision was dismissed, we had already 


included the project in our estimates. We note, however, that the dismissal of the 


appeal does reduce regulatory risk.  


 We believe the commissioning of this project, as well as of the upcoming 


Gordondale project, along with the recent acquisitions of PNG and SEMCO are 


the foundation for near-term distribution increases. 


Earnings and target price revision 


 We are maintaining our estimates and target price.  


Price catalyst 


 12-month price target: C$40.00 based on a DCF methodology. 


 Catalyst: Commissioning of major projects 


Action and recommendation 


 We continue to recommend AltaGas as a top pick in the Canadian Midstream 


Sector on the expectation of peer-leading free cashflow growth from its visible and 


transformational growth projects.  
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AltaGas (ALA CN, Outperform, Target price: C$40.00) 


Source: Company data, Macquarie Research, July 2012 


 


 


 


 


 


 


 


 


 


 


 


 


 


 


 


Earnings and Per Share Data (Annual) 2011 2012E 2013E 2014E Earnings and Per Share Data (Quarterly) 1Q12 2Q12E 3Q12E 4Q12E


Total Net Revenue $526.7 $658.7 $868.7 $957.8 Total Net Revenue $167.5 $125.6 $139.7 $225.9


Operating and Administrative $267.7 $316.2 $396.2 $423.3 Operating and Administrative $73.7 $70.4 $74.1 $98.0


Reported EBITDA $259.0 $342.5 $472.5 $534.6 Reported EBITDA $93.7 $55.2 $65.6 $127.9


Amortization $90.1 $102.8 $133.9 $142.4 Amortization $22.2 $22.2 $25.8 $32.6


Accretion of asset retirement obligations $2.4 $3.1 $3.0 $3.0 Accretion of asset retirement obligations $0.8 $0.8 $0.8 $0.8


Operating Income $166.5 $236.6 $335.5 $389.1 Operating Income $70.7 $32.3 $39.1 $94.5


Interest expense $52.7 $64.9 $90.3 $101.3 Interest expense $12.8 $12.9 $16.7 $22.6


Foreign exchange loss (gain) $0.4 $0.1 $0.0 $0.0 Foreign exchange loss (gain) $0.1 $0.0 $0.0 $0.0


EBT $113.4 $171.5 $245.2 $287.8 EBT $57.8 $19.4 $22.4 $71.9


Current Taxes $0.2 $17.3 $38.0 $40.1 Current Taxes $3.2 $0.4 ($0.5) $14.3


Future Taxes $18.6 $28.4 $23.7 $41.5 Future Taxes $10.6 $3.8 $6.6 $7.4


Net Income $94.6 $125.8 $183.6 $206.3 $44.1 $15.3 $16.3 $50.2


Preferred dividends $11.0 $15.2 $19.8 $19.8 Preferred dividends $2.5 $2.8 $5.0 $5.0


Reported Net Income to common $83.6 $109.5 $162.6 $185.3 Reported Net Income to common $41.3 $12.2 $11.1 $44.9


Adjusted EBITDA $276.0 $341.2 $472.5 $534.6 Adjusted EBITDA $92.5 $55.2 $65.6 $127.9


Adjusted Operating Income $183.5 $235.3 $335.5 $389.1 Adjusted Operating Income $69.5 $32.3 $39.1 $94.5


Adjusted Net Income $97.3 $108.3 $162.6 $185.3 Adjusted Net Income $40.1 $12.2 $11.1 $44.9


Adjusted FD EPS $1.14 $1.12 $1.53 $1.72 Adjusted FD EPS $0.44 $0.13 $0.11 $0.42


Funds From Operations $226.0 $258.0 $346.5 $395.4 Funds From Operations $73.9 $42.6 $50.0 $91.6


Preferred dividends ($11.0) ($15.2) ($19.8) ($19.8) Preferred dividends ($2.5) ($2.8) ($5.0) ($5.0)


Other ($0.2) ($0.4) $0.0 $0.0 Other ($0.4) $0.0 $0.0 $0.0


Sustaining and maintenance capital ($12.3) ($8.6) ($10.0) ($10.0) Sustaining and maintenance capital ($1.6) ($2.0) ($2.5) ($2.5)


Distributable cash (AFFO) $202.5 $233.8 $316.7 $365.6 Distributable cash (AFFO) $69.4 $37.8 $42.5 $84.1


AFFO/Share $2.36 $2.40 $2.98 $3.40 AFFO/Share $0.76 $0.41 $0.43 $0.80


Realized Frac Spread ($/bbl) after hedging & premiums $36.01 $34.63 $36.60 $36.10 Realized Frac Spread ($/bbl) after hedging & pre $34.11 $35.02 $34.34 $35.04


Realized Power Price ($/MWh) $74.01 $69.31 $65.71 $62.84 Realized Power Price ($/MWh) $75.65 $56.95 $73.83 $70.79


Payout Ratio 56.3% 57.4% 46.4% 40.6% Payout Ratio 45.2% 83.4% 79.9% 43.4%


Credit Rating


Cash Flow Summary 2011 2012E 2013E 2014E Consolidated Capitalization 2011 2012E 2013E 2014E


Net income applicable to common shares $94.6 $125.8 $183.6 $206.3 Cash $4.2 $0.0 $0.0 $0.0


Amortization $90.1 $102.8 $133.9 $142.4


Other $34.9 $29.4 $29.0 $46.8 Short Term Debt $122.8 $24.5 $24.5 $24.5


Funds From Operations $219.6 $258.0 $346.5 $395.4 Long-term debt and convertible debentures $1,201.5 $2,251.5 $2,627.6 $2,846.2


Asset retirement obligation cost and other ($0.2) ($0.4) $0.0 $0.0 Total Debt $1,324.3 $2,276.0 $2,652.1 $2,870.7


Net change in non-cash working capital ($9.3) $66.9 $3.4 ($9.7)


Cash Flow from operating Activities $210.1 $324.5 $349.9 $385.7 Total Equity $1,362.1 $1,984.2 $2,037.8 $2,112.5


Investing activities Total Capitalization $2,686.4 $4,260.3 $4,689.9 $4,983.2


Capital Expenditures ($575.8) ($1,745.3) ($593.7) ($470.5)


Other & Asset Sales/Acquisitions ($9.0) ($3.3) $0.0 $0.0 Net Debt $1,320.0 $2,276.0 $2,652.1 $2,870.7


Cash Flow from Investing Activities ($584.8) ($1,748.6) ($593.7) ($470.5)


Weighting


Financing activities Debt 49.3% 53.4% 56.5% 57.6%


Dividends ($125.9) ($149.1) ($164.8) ($166.3) Equity 50.7% 46.6% 43.5% 42.4%


Other Financing Activities $502.7 $1,570.3 $408.6 $251.1 100.0% 100.0% 100.0% 100.0%


Cash Flow from Financing Activities $376.8 $1,421.2 $243.8 $84.8


Change in cash and cash equivalents $2.1 ($2.9) $0.0 $0.0


Cash and cash equivalents, beginning of period $2.1 $2.9 $0.0 $0.0


Cash and cash equivalents, end of period $4.2 $0.0 $0.0 $0.0
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Important disclosures: 


Recommendation definitions 


Macquarie - Australia/New Zealand 
Outperform – return >3% in excess of benchmark return 
Neutral – return within 3% of benchmark return 
Underperform – return >3% below benchmark return 
 
Benchmark return is determined by long term nominal 
GDP growth plus 12 month forward market dividend yield 


Macquarie – Asia/Europe 
Outperform – expected return >+10% 
Neutral – expected return from -10% to +10% 
Underperform – expected return <-10% 


Macquarie First South - South Africa 
Outperform – expected return >+10% 
Neutral – expected return from -10% to +10% 
Underperform – expected return <-10% 


Macquarie - Canada 
Outperform – return >5% in excess of benchmark return 
Neutral – return within 5% of benchmark return 
Underperform – return >5% below benchmark return 


Macquarie - USA 
Outperform (Buy) – return >5% in excess of Russell 3000 
index return 
Neutral (Hold) – return within 5% of Russell 3000 index 
return 
Underperform (Sell)– return >5% below Russell 3000 
index return 
 


Volatility index definition* 


This is calculated from the volatility of historical price 
movements. 
 
Very high–highest risk – Stock should be expected 
to move up or down 60–100% in a year – investors 
should be aware this stock is highly speculative. 
 
High – stock should be expected to move up or 
down at least 40–60% in a year – investors should 
be aware this stock could be speculative. 
 
Medium – stock should be expected to move up or 
down at least 30–40% in a year. 
 
Low–medium – stock should be expected to move 
up or down at least 25–30% in a year. 
 
Low – stock should be expected to move up or 
down at least 15–25% in a year. 
* Applicable to Australian/NZ/Canada stocks only 


Recommendations – 12 months 
Note: Quant recommendations may differ from 
Fundamental Analyst recommendations 


Financial definitions 


All "Adjusted" data items have had the following 
adjustments made: 
Added back:  goodwill amortisation, provision for 
catastrophe reserves, IFRS derivatives & hedging, IFRS 
impairments & IFRS interest expense 
Excluded:  non recurring items, asset revals, property 
revals, appraisal value uplift, preference dividends & 
minority interests 
 
EPS = adjusted net profit / efpowa* 
ROA = adjusted ebit / average total assets 
ROA Banks/Insurance = adjusted net profit /average 
total assets 
ROE = adjusted net profit / average shareholders funds 
Gross cashflow = adjusted net profit + depreciation 
*equivalent fully paid ordinary weighted average number 
of shares 
 
All Reported numbers for Australian/NZ listed stocks are 
modelled under IFRS (International Financial Reporting 
Standards). 
 


Recommendation proportions – For quarter ending 30 June 2012 


 AU/NZ    Asia   RSA    USA     CA   EUR 
Outperform 55.67% 61.00% 53.43% 42.58% 69.23% 46.60% (for US coverage by MCUSA, 9.05% of stocks followed are investment banking clients) 


Neutral 30.50% 22.11% 36.99% 52.41% 28.02% 33.69% (for US coverage by MCUSA, 8.14% of stocks followed are investment banking clients) 


Underperform 13.83% 16.89% 9.59% 5.01% 2.75% 19.71% (for US coverage by MCUSA, 0.45% of stocks covered are investment banking clients) 
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CANADA  
  


ALA CN Outperform 


Price (at 20:00, 26 Jul 2012 GMT) C$30.58 
 


Volatility index Low


12-month target C$ 40.00


12-month TSR % +35.3


Valuation C$ 40.01
 - DCF (WACC 6.7%, beta 0.8, ERP 9.0%, RFR 3.0%, TGR 2.3%) 


GICS sector Energy


Market cap C$m 2,790


30-day avg turnover C$m 5.9


Market cap US$m 2,736


Number shares on issue m 91.23
 
  


Investment fundamentals 


Year end 31 Dec  2011A 2012E 2013E 2014E 


Revenue m 526.7 675.9 869.8 957.4 
EBITDA m 276.0 337.1 474.7 535.3 
Adjusted profit m 97.3 103.7 161.9 187.9 
CFPS C$ 2.57 2.61 3.25 3.64 
EPS adj C$ 1.14 1.07 1.52 1.75 
PER adj x 26.9 28.7 20.1 17.5 
Total DPS C$ 1.33 1.38 1.38 1.38 
Total div yield % 4.3 4.5 4.5 4.5 
EV/EBITDA x 15.0 13.9 10.0 8.9 
 
  


ALA CN vs TSX, & rec history 


 
Note: Recommendation timeline - if not a continuous line, then there was no 
Macquarie coverage at the time or there was an embargo period. 


Source: FactSet, Macquarie Research, July 2012  


(all figures in CAD unless noted) 
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AltaGas 
Table set for cashflow and dividend 
growth  
Event 


 The company will add assets in 2H12 that will contribute over $200m in EBITDA 


on an annualized basis, setting the table for what we expect will be peer-group 


leading cashflow and dividend growth. With the interest rate environment 


favouring yield stocks, AltaGas remains a high conviction idea. 


 The company reported 2Q adjusted EBITDA of $52.6m, in line with our estimates 


when adjusting our estimates for a $3m charge related to the settlement of a 


customer dispute. 


 Growth projects remain on track, notably the Forrest Kerr project (~50% of the 


growth budget), which remains ahead of schedule and on budget. The Harmattan 


co-stream project is expected to be commissioned in 3Q12, and is now expected 


to cost $180m (up from ~$170m at last update) but is now expected to generate 


~$30m in low-risk annual EBITDA. The Gordondale deep-cut plant remains on 


schedule to be commissioned late this year and its budget of ~$260m is 


unchanged.  


Impact 


 Neutral: With operational quarterly results generally tracking well, we are more 


focused on execution of the company’s growth strategy. The significant cashflow 


additions expected in the second half should lead to dividend growth. We see a 


high likelihood of a dividend increase in the second half at least as large as last 


year's $0.06 per share annual equivalent increase.  


Earnings and target price revision 


 We are making minor adjustments to our estimates to reflect the quarterly results 


and updated hedging information. Our 2012E and 2013E Adjusted EBITDA 


estimates go to $337.1m and $474.7m from $341.2m and $472.5m previously. 


We are maintaining our C$40.00 target price. 


Price catalyst 


 12-month price target: C$40.00 based on a DCF methodology. 


 Catalyst: Commissioning of major projects, closing of the SEMCO transaction and 


dividend increases. 


Action and recommendation 


 We continue to recommend investors own shares of the company for its expected 


peer group leading cashflow and dividend growth over the short and medium 


term. 
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2Q12 results on track despite distractions 


Fig 1 2Q12 Results 


 


Source: Company reports, Macquarie Research, July 2012 


 


Results were in line with our expectations despite challenges downstream from the company’s facilities 


that caused a shortfall in extraction processing volumes. The issue has been resolved and is limited to 


2Q. With low gas prices and 2Q breakup, we view the Gas segment results as positive. 


Utility results reflect higher than expected seasonality from PNG, which was acquired in 4Q11. More 


importantly, the US$1.1bn SEMCO acquisition is expected to close 30 August and is expected to 


generate $130m in EBITDA on an annualized basis, including $40m in 2012. 


The power segment was slightly lower than our expectations, partly due to lower realized power prices, 


although this was partly offset by strong production. A spike in power prices late in the quarter allowed 


for high production from peaking capacity.  


Despite an arbitration ruling ordering TransAlta (TA CN, not rated) to return the Sundance A units to 


service (currently envisioned for late 2013), we continued to view the Alberta power market as tight. 


While the 560MW Sundance units represent 4% of Alberta production capacity, the reserve margin in 


Alberta remains tight and demand is growing along with the economy. As per the table below, changes in 


the power prices do not deeply impact our EBITDA estimates. In addition, our DCF terminal value does 


not include Sundance, making the impact of power price shifts minimal to our valuation. 


Fig 2 2014 EBITDA Sensitivity to Alberta Power Prices ($m) 


Source: Company reports, Macquarie Research, July 2012 


 


Growth outlook 


The company has funded an active growth program of $1.6bn in 2012, including $780m of cash to fund 


the SEMCO acquisition. Major projects remains on track, including the Harmattan Co-stream project, 


which is expected to be commissioned in 3Q12. Its capital estimate has increased by $10m to $180m but 


the annual EBITDA estimate has also increased by $5m to $30m. Constructed at 6x EBITDA, this asset 


will generate lower-risk EBITDA supported by a 20-year cost-of-service contract. An appeal of the ERCB 


decision to approve this project has recently been dismissed, further de-risking the project. 


The Gordondale plant remains on schedule to be in service in late 2012 and its budget remains $260m, 


although we could see some cost pressure. This deep-cut facility will generate stable, long-life cashflow 


supported by a contract with Encana. 


(C$ millions, except per share) Actual Estimate Variance Per Share


Gas Segment $34.3 $33.4 $1.0 $0.01


Power Segment $16.7 $18.7 ($2.1) ($0.02)


Utilities Segment $9.1 $10.9 ($1.8) ($0.02)


Corporate Segment ($7.2) ($7.8) $0.6 $0.01


Transaction Costs ($0.4) $0.0 ($0.4) ($0.00)


Total Adjusted EBITDA $52.6 $55.2 ($2.7) ($0.03)


Settlement of customer dispute ($3.0)


Comparable Adjusted EBITDA $52.6 $52.2 $0.3


Note: Before unrealized gains (losses) and transaction costs.


AltaGas 2014 EBITDA Sensitivity ($m)


Average Spot Power Price ($/MWh) $50.00 $55.00 $60.00 $65.00 $70.00


$513.3 $524.3 $535.3 $546.3 $557.3
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Forrest Kerr remains on track to be completed in March 2014. The biggest risk to this 60-year, fully CPI-


protected asset is the timing of the related Northwest Transmission Line being constructed by BC Hydro, 


which indicates a spring 2014 expected completion date. As the project is ahead of schedule and about 


90% of costs have been contracted or incurred, we see little capex risk. 


Estimates and valuation 


We are making only minor changes to our estimates, with no discernable impact on our DCF valuation. 


The second half of 2012 will see major asset additions, significantly increasing the EBITDA run-rate. 


Fig 3 Revised estimates (C$m, except per share) 


Source: Company reports, Macquarie Research, July 2012 


 


Conclusion: The company has set the table for meaningful dividend increases; the question is how 


much and when. With $200m in annual EBITDA being added in the second half, a dividend increase at 


least as large as the $0.06 per share annualized seems reasonable. We continue to expect this name 


will have peer-leading cashflow and dividend growth over the medium term. 


 


Revised Previous Revised Previous Revised Previous


EBITDA $337.1 $341.2 $474.7 $472.5 $535.3 $534.6


AFFO/Share $2.33 $2.40 $2.97 $2.98 $3.36 $3.40


EPS $1.07 $1.12 $1.52 $1.53 $1.75 $1.72


AFFO Payout Ratio 59.3% 57.4% 46.5% 46.4% 41.0% 40.6%


2012E 2013E 2014E
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AltaGas (ALA CN, Outperform, Target price: C$40.00) 


Source: Company data, Macquarie Research, July 2012 


 


 


 


 


 


 


 


 


 


 


 


 


 


 


 


Earnings and Per Share Data (Annual) 2011 2012E 2013E 2014E Earnings and Per Share Data (Quarterly) 1Q12 2Q12 3Q12E 4Q12E


Total Net Revenue $526.7 $675.9 $869.8 $957.4 Total Net Revenue $167.5 $145.0 $139.0 $224.5


Operating and Administrative $267.7 $314.9 $395.1 $422.0 Operating and Administrative $73.7 $69.8 $73.9 $97.5


Reported EBITDA $259.0 $361.0 $474.7 $535.3 Reported EBITDA $93.7 $75.2 $65.1 $127.0


Amortization $90.1 $102.2 $133.1 $135.6 Amortization $22.2 $21.4 $25.7 $32.8


Accretion of asset retirement obligations $2.4 $3.1 $2.9 $2.9 Accretion of asset retirement obligations $0.8 $0.8 $0.7 $0.7


Operating Income $166.5 $255.8 $338.8 $396.8 Operating Income $70.7 $53.0 $38.7 $93.4


Interest expense $52.7 $67.2 $94.5 $105.5 Interest expense $12.8 $13.1 $17.3 $24.1


Foreign exchange loss (gain) $0.4 $2.1 $0.0 $0.0 Foreign exchange loss (gain) $0.1 $2.0 $0.0 $0.0


EBT $113.4 $186.4 $244.3 $291.4 EBT $57.8 $37.9 $21.3 $69.3


Current Taxes $0.2 $17.5 $37.9 $41.7 Current Taxes $3.2 $0.8 ($0.6) $14.2


Future Taxes $18.6 $31.8 $23.5 $40.8 Future Taxes $10.6 $7.9 $6.4 $6.9


Net Income $94.6 $137.1 $182.9 $208.9 $44.1 $29.2 $15.6 $48.2


Preferred dividends and minority interest $11.0 $16.8 $21.0 $21.0 Preferred dividends and minority interest $2.8 $3.4 $5.3 $5.3


Reported Net Income to common $83.6 $120.3 $161.9 $187.9 Reported Net Income to common $41.3 $25.8 $10.3 $42.9


Adjusted EBITDA $276.0 $337.1 $474.7 $535.3 Adjusted EBITDA $92.5 $52.6 $65.1 $127.0


Adjusted Operating Income $183.5 $231.9 $338.8 $396.8 Adjusted Operating Income $69.5 $30.4 $38.7 $93.4


Adjusted Net Income $97.3 $103.7 $161.9 $187.9 Adjusted Net Income $40.1 $10.4 $10.3 $42.9


Adjusted FD EPS $1.14 $1.07 $1.52 $1.75 Adjusted FD EPS $0.44 $0.11 $0.10 $0.41


Funds From Operations $226.0 $252.4 $345.3 $391.2 Funds From Operations $73.9 $39.9 $49.2 $89.4


Preferred dividends ($11.0) ($15.5) ($19.8) ($19.8) Preferred dividends ($2.5) ($3.1) ($5.0) ($5.0)


Other ($0.2) ($0.5) $0.0 $0.0 Other ($0.4) ($0.1) $0.0 $0.0


Sustaining and maintenance capital ($12.3) ($10.1) ($10.0) ($10.0) Sustaining and maintenance capital ($1.6) ($3.5) ($2.5) ($2.5)


Distributable cash (AFFO) $202.5 $226.3 $315.5 $361.4 Distributable cash (AFFO) $69.4 $33.2 $41.7 $82.0


AFFO/Share $2.36 $2.33 $2.97 $3.36 AFFO/Share $0.76 $0.36 $0.42 $0.78


Realized Frac Spread ($/bbl) after hedging & premiums $36.01 $32.78 $36.55 $36.16 Realized Frac Spread ($/bbl) after hedging & pre $34.11 $27.64 $34.34 $35.04


Realized Power Price ($/MWh) $74.01 $70.01 $65.86 $62.37 Realized Power Price ($/MWh) $75.65 $59.01 $73.80 $71.60


Payout Ratio 56.3% 59.3% 46.5% 41.0% Payout Ratio 45.2% 94.8% 81.4% 44.5%


Credit Rating


Cash Flow Summary 2011 2012E 2013E 2014E Consolidated Capitalization 2011 2012E 2013E 2014E


Net income applicable to common shares $94.6 $137.1 $182.9 $208.9 Cash $4.2 $0.0 $0.0 $0.0


Amortization $90.1 $102.2 $133.1 $135.6


Other $34.9 $13.2 $29.4 $46.7 Short Term Debt $122.8 $24.6 $24.6 $24.6


Funds From Operations $219.6 $252.4 $345.3 $391.2 Long-term debt and convertible debentures $1,201.5 $2,464.6 $2,765.5 $2,975.5


Asset retirement obligation cost and other ($0.2) ($0.5) $0.0 $0.0 Total Debt $1,324.3 $2,489.2 $2,790.0 $3,000.1


Net change in non-cash working capital ($9.3) $52.1 $8.4 ($4.0)


Cash Flow from operating Activities $210.1 $304.0 $353.7 $387.2 Total Equity $1,362.1 $2,001.3 $2,054.6 $2,132.5


Investing activities Total Capitalization $2,686.4 $4,490.5 $4,844.7 $5,132.6


Capital Expenditures ($575.8) ($1,926.1) ($522.0) ($463.3)


Other & Asset Sales/Acquisitions ($9.0) ($5.4) $0.0 $0.0 Net Debt $1,320.0 $2,489.2 $2,790.0 $3,000.1


Cash Flow from Investing Activities ($584.8) ($1,931.6) ($522.0) ($463.3)


Weighting


Financing activities Debt 49.3% 55.4% 57.6% 58.5%


Dividends ($125.9) ($147.0) ($165.0) ($166.5) Equity 50.7% 44.6% 42.4% 41.5%


Other Financing Activities $502.7 $1,771.7 $333.3 $242.6 100.0% 100.0% 100.0% 100.0%


Cash Flow from Financing Activities $376.8 $1,624.7 $168.3 $76.1


Change in cash and cash equivalents $2.1 ($2.9) ($0.0) $0.0


Cash and cash equivalents, beginning of period $2.1 $2.9 $0.0 ($0.0)


Cash and cash equivalents, end of period $4.2 $0.0 ($0.0) ($0.0)
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Important disclosures: 


Recommendation definitions 


Macquarie - Australia/New Zealand 
Outperform – return >3% in excess of benchmark return 
Neutral – return within 3% of benchmark return 
Underperform – return >3% below benchmark return 
 
Benchmark return is determined by long term nominal 
GDP growth plus 12 month forward market dividend yield 


Macquarie – Asia/Europe 
Outperform – expected return >+10% 
Neutral – expected return from -10% to +10% 
Underperform – expected return <-10% 


Macquarie First South - South Africa 
Outperform – expected return >+10% 
Neutral – expected return from -10% to +10% 
Underperform – expected return <-10% 


Macquarie - Canada 
Outperform – return >5% in excess of benchmark return 
Neutral – return within 5% of benchmark return 
Underperform – return >5% below benchmark return 


Macquarie - USA 
Outperform (Buy) – return >5% in excess of Russell 3000 
index return 
Neutral (Hold) – return within 5% of Russell 3000 index 
return 
Underperform (Sell)– return >5% below Russell 3000 
index return 
 


Volatility index definition* 


This is calculated from the volatility of historical price 
movements. 
 
Very high–highest risk – Stock should be expected 
to move up or down 60–100% in a year – investors 
should be aware this stock is highly speculative. 
 
High – stock should be expected to move up or 
down at least 40–60% in a year – investors should 
be aware this stock could be speculative. 
 
Medium – stock should be expected to move up or 
down at least 30–40% in a year. 
 
Low–medium – stock should be expected to move 
up or down at least 25–30% in a year. 
 
Low – stock should be expected to move up or 
down at least 15–25% in a year. 
* Applicable to Australian/NZ/Canada stocks only 


Recommendations – 12 months 
Note: Quant recommendations may differ from 
Fundamental Analyst recommendations 


Financial definitions 


All "Adjusted" data items have had the following 
adjustments made: 
Added back:  goodwill amortisation, provision for 
catastrophe reserves, IFRS derivatives & hedging, IFRS 
impairments & IFRS interest expense 
Excluded:  non recurring items, asset revals, property 
revals, appraisal value uplift, preference dividends & 
minority interests 
 
EPS = adjusted net profit / efpowa* 
ROA = adjusted ebit / average total assets 
ROA Banks/Insurance = adjusted net profit /average 
total assets 
ROE = adjusted net profit / average shareholders funds 
Gross cashflow = adjusted net profit + depreciation 
*equivalent fully paid ordinary weighted average number 
of shares 
 
All Reported numbers for Australian/NZ listed stocks are 
modelled under IFRS (International Financial Reporting 
Standards). 
 


Recommendation proportions – For quarter ending 30 June 2012 


 AU/NZ    Asia   RSA    USA     CA   EUR 
Outperform 55.67% 61.00% 53.43% 42.58% 69.23% 46.60% (for US coverage by MCUSA, 9.05% of stocks followed are investment banking clients) 


Neutral 30.50% 22.11% 36.99% 52.41% 28.02% 33.69% (for US coverage by MCUSA, 8.14% of stocks followed are investment banking clients) 


Underperform 13.83% 16.89% 9.59% 5.01% 2.75% 19.71% (for US coverage by MCUSA, 0.45% of stocks covered are investment banking clients) 
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Title: AltaGas Ltd. - ALA (T) Cdn$29.41 Price: Cdn$29.41 StockRating: Sector Perform TargetPrice: Cdn$29.00 Headline: Done deal…or will other bidders emerge?


November 1, 2011 The NBF Daily Bulletin
Pipelines, Utilities & Energy Infrastructure


 AltaGas Ltd. 
ALA (T) Cdn$29.41 
Stock Rating: Sector Perform 


(Unchanged) 
Target: Cdn$29.00 
 (Was $28.50) 
Risk Rating: Average 


$230-mln acquisition of Pacific Northern Gas Ltd. 


Done deal…or will other bidders emerge? 


 (Unchanged) 
Est. Total Return 3.3%  


HIGHLIGHTS Stock Data:
52-week High-Low (Canada) $30.13 - $20.04
Bloomberg/Reuters: Canada ALA.TO


(Year-End December 31) 2010a 2011e 2012e
AFFO/share - basic $2.28 $2.44 $2.87
AFFO/share - f.d. $2.26 $2.42 $2.87
P / AFFO 9.6x 12.1x 10.3x
EPS - f.d. $1.20 $1.01 $1.50
Earnings Payout 151% 130% 93%
D/EBITDA 4.6x 5.4x 5.3x
EV/Free-EBITDA 12.2x 14.7x 12.1x
Dividends $1.81 $1.33 $1.39
Dividend Yield 6.2% 4.5% 4.7%
AFFO Payout Ratio 79% 54% 48%


Financial Data: 
Shares Outstanding (mln) 83.8           
Book Value per Share $12.05
Market Capitalization ($mln) $2 466
Price/Book Ratio 2.4x
Net Debt ($mln) $1 456
Net Debt/Enterprise Value 37%
Debt/ 12 Distr CF 6.6x
Total Return 3.3%  
 
Industry Rating: 
 
Market Weight – Energy Equipment & Services, Oil, Gas & 
Consumable Fuels; Utilities 
 
(NBF Economics & Strategy Group) 


 $230-mln acquisition of Pacific Northern Gas Ltd. 
ALA announced that it will acquire all of the issued and 
outstanding shares of Pacific Northern Gas Ltd. (PNG:TSX; a 
rate-regulated natural gas transmission and distribution utility 
in B.C.) for $36.75/share in cash – a 28% premium to the 
20-day VWAP prior to the announcement. The transaction 
represents a total value of ~$230 million and a price tag of 
~1.2x rate base (i.e., ~$174 million). Subject to regulatory and 
shareholder approvals, the transaction is expected to close on 
or about Dec. 16, 2011.  


 Done deal… or will other bidders emerge? 
With recent transaction metrics for rate-regulated utilities 
averaging ~1.4x rate base, coupled with PNG’s strategic 
positioning with respect to large-scale westcoast LNG 
initiatives, we would not be surprised to see other bidders 
emerge prior to mid-December – namely Enbridge Inc. and/or 
Fortis Inc. among the names on our coverage list. 


 Estimates – modest bump (net of equity requirements) 
With over ~$900 million of capex through 2012e, our equity 
issue assumption doubles up to $200 million concurrent with 
the close of this transaction (was ~$100 million; Q1 2012) 
bringing the company’s D/Cap ratio to ~51%, in line with the 
company’s longer-term target of ~50%. Overall, our 2012e 
AFFO per share (FD) bumps up a modest $0.04 (1%) to $2.87 
(AFFO payout ratio of 48%), while our 2012e EPS nudges up 
$0.04 (2%) to $1.50 (earnings payout ratio of 93%). 


 Target nudges up $0.50, maintain Sector Perform 
In line with the changes to our estimates, our target nudges up 
$0.50 (2%) to $29.00. Combined with a 12-month total return 
opportunity of 3.3% (group avg.: 7.7%), we maintain our 
Sector Perform rating.  


Stock Performance Company Profile: 
AltaGas Ltd.’s business consists of NGL extraction and 
terminalling (E&T); natural gas field gathering and 
processing (FG&P); power generation, natural gas 
distribution and energy management services. The 
company’s assets are located predominantly throughout 
Alberta and NE British Columbia. 
Patrick Kenny, CFA - (403) 290-5451 
patrick.kenny@nbfinancial.com 
 
 
Associate: Anthony Sze, CA, CFA - (403) 290-5445 
anthony.sze@nbfinancial.com 
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$230-million acquisition of Pacific Northern Gas Ltd.  
AltaGas announced that it has entered into a definitive agreement to acquire all of the issued 
and outstanding common shares of Pacific Northern Gas Ltd. (PNG:TSX) for $36.75/share in 
cash – a 28% premium to the 20-day volume weighted average trading price of PNG prior to 
the announcement. The transaction represents a total value of ~$230 million including net 
debt of ~$90 million and values the regulated-rate base of the company at ~1.2 times (i.e., 
~$174 million). Subject to a shareholder vote to be held Dec. 12th – requiring two-thirds 
approval (and majority approval from minority shareholders) – as well as regulatory 
approvals, the transaction is expected to close in mid-December. Of note, PNG’s largest 
shareholder together with directors and senior officers, representing ~25% of shares 
outstanding, have agreed to support the transaction and vote their shares in favour of the 
transaction.  


PNG’s business is comprised of its wholly-owned natural gas transmission and distribution 
system in northern B.C., and a 97% interest in the ~10 MW McNair Creek hydro-electricity 
generation facility in British Columbia which sells power under a long-term contract to BC 
Hydro. The company's natural gas transmission and distribution infrastructure is separated 
into the Western System and Northeast System with both systems operating under a 
cost-of-service structure – i.e., regulated by the B.C. Utilities Commission earning an ROE of 
10.1% through at least 2012 with an equity thickness of 44%. Of note, on Feb. 4, 2011, PNG 
entered into an agreement to sell its 50% interest in the Pacific Trail Pipelines project (~$1.0 
billion capex; 1.0 bcf/d) to Apache Canada and EOG Canada (and subsequently EnCana 
Corp.), for payments of up to $50 million, with $30 million received to date and the remaining 
$20 million contingent on the purchasers making a decision to proceed with construction of 
the Kitimat LNG facility, which could be online as early as 2015 after receiving regulatory 
approval from the National Energy Board earlier this month. 


PNG - DISTRIBUTION ASSETS


Source: PNG


PNG 
Distribution 
Network


PNG Transmission & 
Distribution Network


 


Will other bidders emerge? 
If PNG were to enter into a definitive agreement with respect to a superior proposal, a 
termination fee of $5 million is payable by PNG to AltaGas. That said, with recent transaction 
metrics for rate-regulated utilities averaging ~1.4x rate base (i.e., Gaz Metro LP’s recent 
acquisition of Central Vermont Public Service Corp.), coupled with PNG’s strategic 
positioning with respect to large-scale westcoast LNG initiatives, we would not be surprised 
to see other bidders emerge – namely Enbridge Inc. and/or Fortis Inc. among the names on 
our coverage list.  


De-risking long-term cash flows 
Following completion of the acquisition, our 2012e operating margins from the Utility 
segment increases to ~16% from 12%, with the remaining ~84% stemming from Gas and 
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Power (was ~88%).  
ALA - 2012 OPERATING MARGIN - PREV. ALA - 2012 OPERATING MARGIN - PRO-FORMA


Source: ALA, NBF Source: ALA, NBF
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Recall, at its 2011 Investor Day, ALA announced that it expects its 2017e cash flow risk profile 
to transition to ~80% fee-for-service / cost-of-service versus 2010 levels of 62%. Overall, the 
acquisition of PNG confirms the company’s strategy of reducing its risk profile, suggesting 
the potential for multiple expansion as the company continues to de-risk its cash flows over 
time.  


ALA - 2010 CASH FLOW RISK PROFILE ALA - 2017E CASH FLOW RISK PROFILE


Source: ALA, NBF Source: ALA, NBF
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Refreshing liquidity analysis – bumping up equity needs 


With over ~$900 million of capital spending through 2012e, we estimate ALA’s D/Cap ratio 
(excluding preferred shares as debt) bumps up to ~58% by year-end 2012e. As such, we 
have doubled up our equity issue assumption to $200 million concurrent with the close of this 
transaction (was ~$100 million; Q1 2012) bringing the company’s D/Cap ratio (excluding 
preferred shares as debt) to ~51% – in line with the company’s longer-term target of ~50%. 
However, we would note the potential for an opportunistic preferred share issue to partially 
mitigate the dilutive common equity requirements. 


ALA - FUNDING ANALYSIS
(mlns) Q4 2011e 2012e
Adjusted funds from operations 61.2                 265.2               


Less growth capex (455.0)              (466.3)              


Free cash flow (FCF) (393.8)              (201.0)              


Less dividends (29.4)                (128.1)              


FCF (net dividends) (423.2)              (329.2)              


AVAILABLE CASH RESOURCES:


Opening cash balance (1) 2.9                   414.3               
Available credit facilities (1) 823.4               -                   
Dividend reinvestment 11.2                 48.7                 
FCF (net dividends) (423.2)              (329.2)              


Liquidity position(2) 414.3               133.9               


D/Cap 54% 58%
D/Cap (excl. preferred shares & equity) 55% 58%
D/Cap (excl. preferred shares) 47% 51%
D/EBITDA 5.4x 5.3x


(1) As at Q3 2011. 
(2) Excludes refinancing of debt obligations. 
Source: NBF Estimates, Company Reports  
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Estimate revisions – modest bump 
Overall, our 2012e adjusted funds from operations (AFFO) per share (FD) bumps up a 
modest $0.04 (1%) to $2.87 – representing an AFFO payout ratio of 48% (was 49%), in line 
with the low payout group average of 49% but well below the high payout group average of 
82%. Meanwhile, our 2012e EPS nudges up $0.04 (2%) to $1.50, representing an earnings 
payout ratio of 93% (was 95%), sitting above the low payout group average of 77%. On the 
leverage front, our 2012e D/EBITDA nudges up to 5.3x (was 5.2x) versus the low payout 
group average of 5.2x.  


2012 ESTIMATE CHANGES
Previous Revised Change Comments


Operating Margin
Gas 213 269 213 269 0 0%
Power Generation 96 714 96 714 0 0%
Utilities 43 813 60 781 16 968 39% PNG acquisition ↑
Corporate 2 000 2 000 0 0%


355 796 372 764 16 968 5%
G&A -42 000 -42 000 0 0%


EBITDA 313 796 330 764 16 968 5%
Net interest expense -60 564 -62 360 -1 796 3% Higher debt levels ↓
Cash taxes 0 0 0 n/a
Other 3 800 3 800 0 0%


FFO 257 031 272 204 15 172 6%
Maintenance capex -7 000 -7 000 0 0%


AFFO 250 031 265 204 15 172 6%
per share $2.83 $2.87 $0.04 1%
AFFO Payout 49% 48% -1% -2%


Earnings
Future income tax -29 856 -31 951 -2 095 7% Increased earnings ↓
DD&A -94 000 -98 000 -4 000 4% PNG acquisition ↓


129 375 138 453 9 077 7%
per share $1.46 $1.50 $0.04 2%
EPS Payout 95% 93% -2% -3%


Source: NBF  


Target nudges up $0.50, maintain Sector Perform 
In line with the changes to our estimates, our target nudges up $0.50 (2%) to $29.00 – which 
is based on a risk-adjusted dividend yield of 5.25% (unchanged) applied to our 2012e 
dividend of $1.39/share, a 12.5x (unchanged) multiple of our 2012e Free-EBITDA of $324 
million, and our discounted cash flow valuation of $30.50 (was $30.00). Combined with a 
12-month total return opportunity of 3.3% (group avg.: 7.7%), we maintain our Sector 
Perform rating.  
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AltaGas Ltd. 2011e 2012e
Previous Revised Previous Revised


SUMMARY INFORMATION ($mlns)
Average Shares (mln) 83.8 84.7 88.4 92.5
Ending Shares (mln) 84.3 91.7 89.8 93.3
Fully Diluted Shares (mln) 83.8 84.7 88.4 92.5
Operating Margin


Gas 158.4 158.4 213.3 213.3
Utility 41.6 43.2 43.8 60.8
Power 108.3 108.3 96.7 96.7


Corporate & G&A -37.3 -37.3 -40.0 -40.0
EBITDA 271.0 272.6 313.8 330.8
FFO 210.4 212.6 257.0 272.2
Maintenance Capital 5.4 5.4 7.0 7.0
AFFO 205.0 207.2 250.0 265.2
Dividends 111.1 112.3 123.2 128.1
Growth Capital 544.7 774.7 466.3 466.3
Adj. Free Cash Flow(1) -339.6 -567.5 -216.2 -201.0
Equity Issued (net) 40.8 241.3 146.8 48.7
Ending Net Debt 1 437.1 1 465.7 1 629.7 1 746.2


D / EBITDA 5.3 5.4 5.2 5.3
D / Total Capital(2) 58% 54% 58% 58%
D / Total Capital(3) 51% 47% 51% 51%


CF / D(4) 17% 17% 17% 17%
CF / Interest(5) 4.3 4.4 5.2 5.4


PER SHARE AMOUNTS
Net Debt 17.05 15.98 18.16 18.71
EBITDA 3.24 3.22 3.55 3.58
EPS - FD 1.00 1.01 1.46 1.50
Cash Flow - FD 2.49 2.48 2.91 2.94
AFFO - FD 2.43 2.42 2.83 2.87
Dividends 1.33 1.33 1.39 1.39


earnings payout ratio 131% 130% 95% 93%
FFO payout ratio 53% 53% 48% 47%


AFFO payout ratio 54% 54% 49% 48%
DRIP participation 38% 38% 38% 38%


(1) AFFO less growth capital. 
(2) Including preferred shares as debt. 
(3) Excluding preferred shares as debt. 
(4) CFO before changes in working capital divided by average 2-year total debt. 
(5) CFO before changes in working capital plus net interest expense divided 
by interest on debt less interest income. 
Source: NBF Estimates, Company Reports  


 


 
DISCLOSURES:   
Ratings And What They Mean:   PRIMARY STOCK RATING: NBF has a three-tiered rating system that is relative to the coverage universe of the 
particular analyst. Here is a brief description of each: Outperform – The stock is expected to outperform the analyst’s coverage universe over the next 12 
months;    Sector Perform – The stock is projected to perform in line with the sector over the next 12 months; Underperform – The stock is expected to 
underperform the sector over the next 12 months.    SECONDARY STOCK RATING: Under Review − Our analyst has withdrawn the rating because of 
insufficient information and is awaiting more information and/or clarification; Tender − Our analyst is recommending that investors tender to a specific 
offering for the company’s stock; Restricted − Because of ongoing investment banking transactions or because of other circumstances, NBF policy and/or 
laws or regulations preclude our analyst from rating a company’s stock.   INDUSTRY RATING: NBF has an Industry Weighting system that reflects the view 
of our Economics & Strategy Group, using its sector rotation strategy. The three tiered system rates industries as Overweight, Market Weight and 
Underweight, depending on the sector’s projected performance against broader market averages over the next 12 months.    RISK RATING: NBF utilizes 
a four-tiered risk rating system, Low, Average, Above Average and Speculative. The system attempts to evaluate risk against the overall market. In 
addition to sector-specific criteria, analysts also utilize quantitative and qualitative criteria in choosing a rating. The criteria include predictability of financial 
results, share price volatility, credit ratings, share liquidity and balance sheet quality. 
General – National Bank Financial (NBF) is an indirect wholly owned subsidiary of National Bank of Canada. National Bank of Canada is a public company 
listed on Canadian stock exchanges. 
The particulars contained herein were obtained from sources which we believe to be reliable but are not guaranteed by us and may be incomplete. The 
opinions expressed are based upon our analysis and interpretation of these particulars and are not to be construed as a solicitation or offer to buy or sell 
the securities mentioned herein.  
Research Analysts – The Research Analyst(s) who prepare these reports certify that their respective report accurately reflects his or her personal opinion 
and that no part of his/her compensation was, is, or will be directly or indirectly related to the specific recommendations or views as to the securities or 
companies. 
NBF compensates its Research Analysts from a variety of sources. The Research Department is a cost centre and is funded by the business activities of 
NBF including, Institutional Equity Sales and Trading, Retail Sales, the correspondent clearing business, and Corporate and Investment Banking. Since 
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the revenues from these businesses vary, the funds for research compensation vary. No one-business line has a greater influence than any other for 
Research Analyst compensation. 
Canadian Residents – In respect of the distribution of this report in Canada, NBF accepts responsibility for its contents. To make further inquiry related to 
this report, Canadian residents should contact their NBF professional representative. To effect any transaction, Canadian residents should contact their 
NBF Investment advisor.    
U.S. Residents – With respect to the distribution of this report in the United States of America, NBF Securities (USA) Corp., an affiliate of NBF, accepts 
responsibility for its contents, subject to any terms set out above. To make further inquiry related to this report, United States residents should contact their 
NBF Securities (USA) Corp. professional representative. To effect any transaction, United States residents should contact their NBF Securities (USA) Corp. 
investment advisor. 
UK Residents – In respect of the distribution of this report to UK residents, NBF has approved this financial promotion for the purposes of Section 21(1) of 
the Financial Services and Markets Act 2000. NBF and/or its parent and/or any companies within or affiliates of the National Bank of Canada group and/or 
any of their directors, officers and employees may have or may have had interests or long or short positions in, and may at any time make purchases and/or 
sales as principal or agent, or may act or may have acted as market maker in the relevant securities or related financial instruments discussed in this report, 
or may act or have acted as investment and/or commercial banker with respect thereto. The value of investments can go down as well as up. Past 
performance will not necessarily be repeated in the future. The investments contained in this report are not available to private customers. This report does 
not constitute or form part of any offer for sale or subscription of or solicitation of any offer to buy or subscribe for the securities described herein nor shall 
it or any part of it form the basis of or be relied on in connection with any contract or commitment whatsoever. 
This information is only for distribution to non-private customers in the United Kingdom within the meaning of the rules of the Regulated by the Financial 
Services Authority.  
Copyright – This report may not be reproduced in whole or in part, or further distributed or published or referred to in any manner whatsoever, nor may the 
information, opinions or conclusions contained in it be referred to without in each case the prior express written consent of National Bank Financial. 


NBF is a member of the Canadian Investor Protection Fund. 
 
NBF quarterly ratings summary and the total ratings by month can be found on our website under Research and Analysis/Equities/About NBF 
Research/Quarterly Ratings Summary (link attached) http://www.nbcn.ca/cmst/site/index.jhtml?navid=803&templateID=249 
The NBF Research Dissemination Policy is available on our website under Legal/Research Policy (link attached) 
http://www.nbcn.ca/cmst/site/index.jhtml?navid=712&templateid=243 
 
AltaGas (ALA) - ADDITIONAL COMPANY RELATED DISCLOSURES  
If a company specific disclosure is not found herein for a listed company, NBF at this time does not provide research coverage or stock rating for the 
company in question 
In the past 12 months NBF acted as financial advisor, fiscal agent, or underwriter to the company that is the subject of this report and received 
remuneration for its services.  
NBF is an indirect wholly owned subsidiary of the National Bank of Canada. From time to time the National Bank of Canada may enter into lending or 
financial arrangements with companies that are the subject of NBF Research Reports. At the date of this report, National Bank of Canada is not a lender to 
the company which is the subject of this report. 
NBF and/or its Affiliates may have a position in the securities mentioned herein and may make purchases and/or sales of these securities from time to time 
in the open market or otherwise. On the last day of the month preceding the date of this report, NBF and its Affiliates held in the aggregate less than 1%  of 
the outstanding shares (of any class of equity securities) of this issuer. (2) 
 







Title: AltaGas Ltd. - ALA (T) Cdn$29.66 Price: Cdn$29.66 StockRating: Sector Perform TargetPrice: Cdn$29.00 Headline: Financing a $2-bln growth capex program


November 16, 2011 The NBF Daily Bulletin
Pipelines, Utilities & Energy Infrastructure


 AltaGas Ltd. 
ALA (T) Cdn$29.66 
Stock Rating: Sector Perform 


(Was Restricted) 
Target: Cdn$29.00 
 (Was Restricted) 
Risk Rating: Average 


Closes $144-mln equity offering 


Financing a $2-bln growth capex program 


 (Was Restricted) 
Est. Total Return 2.4%  


HIGHLIGHTS Stock Data:
52-week High-Low (Canada) $30.35 - $20.26
Bloomberg/Reuters: Canada ALA.TO


(Year-End December 31) 2010a 2011e 2012e
AFFO/share - basic $2.28 $2.45 $2.93
AFFO/share - f.d. $2.26 $2.43 $2.93
P / AFFO 9.6x 12.2x 10.1x
EPS - f.d. $1.20 $1.01 $1.53
Earnings Payout 151% 130% 91%
D/EBITDA 4.6x 5.6x 5.2x
EV/Free-EBITDA 12.2x 15.6x 12.9x
Dividends $1.81 $1.33 $1.39
Dividend Yield 6.1% 4.5% 4.7%
AFFO Payout Ratio 79% 54% 47%


Financial Data: 
Shares Outstanding (mln) 89.2           
Book Value per Share $12.05
Market Capitalization ($mln) $2 646
Price/Book Ratio 2.5x
Net Debt ($mln) $1 518
Net Debt/Enterprise Value 36%
Debt/ 12 Distr CF 6.5x
Total Return 2.4%  
 
Industry Rating: 
 
Market Weight – Energy Equipment & Services, Oil, Gas & 
Consumable Fuels; Utilities 
 
(NBF Economics & Strategy Group) 


 Closes $144-mln equity offering 
We are resuming coverage of AltaGas following the closing of 
its $144 million equity offering at $29.30/share with net 
proceeds used to repay debt and for general corporate 
purposes. Recall, we had previously cited up to $200 million of 
equity requirements concurrent with the expected 
mid-December closing of the $230 million acquisition of 
Pacific Northern Gas Ltd. – see our Nov. 1, 2011 note, “Done 
deal… or will other bidders emerge?”, available at 
www.nbfinancial.com.  


 Financing a $2-bln growth capex program 
Inside, we outline ALA’s ~$2.0 billion growth platform through 
2016. With over ~$900 million of capital spending through 
2012e, we estimate a D/Cap ratio (excluding preferred shares 
as debt) of 53% by year-end 2012e. As such, we continue to 
expect another $100 million equity issue by Q4 2012 – 
bringing the company’s D/Cap ratio back to 50% – in line with 
ALA’s long-term target ratio of ~50%. However, we would note 
the potential for an opportunistic preferred share issue to 
partially mitigate the dilutive common equity requirements 


 Estimate revisions – modest changes 
Overall, our 2012e AFFO per share (FD) bumps up a modest 
$0.06 (2%) to $2.93 (AFFO payout ratio of 47%), while our 
2012e EPS nudges up $0.03 to $1.53 (earnings payout ratio 
of 91%). 


 $29 target and Sector Perform rating unchanged 
We resume coverage of ALA with a $29.00 target (unchanged 
prior to restriction). Based on a 12-month total return 
opportunity of 2.4% (group avg.: 6.1%), we resume coverage 
of AltaGas with a Sector Perform rating (unchanged prior to 
restriction).  


Stock Performance Company Profile: 
AltaGas Ltd.’s business consists of NGL extraction and 
terminalling (E&T); natural gas field gathering and 
processing (FG&P); power generation, natural gas 
distribution and energy management services. The 
company’s assets are located predominantly throughout 
Alberta and NE British Columbia. 
Patrick Kenny, CFA - (403) 290-5451 
patrick.kenny@nbfinancial.com 
 
 
Associate: Anthony Sze, CA, CFA - (403) 290-5445 
anthony.sze@nbfinancial.com 
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Closes $144-mln equity offering 
We are resuming coverage of AltaGas following the closing of its $144 million equity offering 
at $29.30/share (including a 15% over-allotment option) with net proceeds used to repay 
debt and for general corporate purposes. Recall, we had previously cited up to $200 million 
of equity requirements concurrent with the expected mid-December closing of the $230 
million acquisition of Pacific Northern Gas Ltd. – see our previous note, “Done deal… or will 
other bidders emerge?”, Nov. 1, 2011 available at www.nbfinancial.com.  


Financing a $2-bln growth capital program 


Through 2016, AltaGas has secured ~$1.7 billion of major development projects / 
acquisitions. Meanwhile, the company expects to incur ~$250 million of capital through 
2017e within its Utilities segment, putting the company on track to achieve its growth target of 
~$2 billion by 2016.  


ALA - MAJOR DEVELOPMENT PROJECTS 


Project Type
Capex 


($mlns)
In-service 


Date Status


Bantry / Princess Gas Proc. n/a 2011 Plant modifications
Pacific Northern Gas Ltd. Utility 230 2011 Subject to approvals
Marlboro Gas Proc. n/a 2011 Capacity expansion
Younger Pipeline Gas Proc. 9 2011 Construction in progress
Harmattan Co-stream Gas Proc. 147 2012 Construction in progress
Blair Creek Gas Proc. 43 2012 Capacity expansion
Harmattan Cogen Gas 24 2012 Construction in progress
Crowsnest Waste-heat 13 2012 Construction in progress
Gordondale Gas Proc. 236 Late 2012 Subject to regulatory approval
Forrest Kerr Hydro 725 2014 Site development and construction
McLymont / Volcano Hydro 300 2015/2016 Recently inked EPAs
Younger Debottleneck Gas Proc. n/a n/a Evaluating options


Total 1727
Note: Excludes $250 million in capital expected to be incurred in ALA's Utilities segment through 2017. 
Source: NBF Estimates, Company Reports  


With over $900 million of growth capital through 2012e, we estimate a D/Cap ratio (excluding 
preferred shares as debt) of 53% by year-end 2012e. As such, we continue to expect another 
$100 million equity issue by Q4 2012 – bringing the company’s D/Cap ratio (excluding 
preferred shares as debt)  back to 50% – in line with the company’s long-term target D/Cap 
ratio of ~50%. However, we would note the potential for an opportunistic preferred share 
issue to partially mitigate the dilutive common equity requirements. 


ALA - FUNDING ANALYSIS
(mlns) Q4 2011e 2012e
Adjusted funds from operations 60.7                 263.7               


Less growth capex (455.0)              (466.3)              


Free cash flow (FCF) (394.3)              (202.5)              


Less dividends (29.0)                (124.7)              


FCF (net dividends) (423.3)              (327.2)              


AVAILABLE CASH RESOURCES:


Opening cash balance (1) 2.9                   414.1               
Available credit facilities (1) 823.4               -                   
Dividend reinvestment 11.0                 47.4                 
FCF (net dividends) (423.3)              (327.2)              


Liquidity position(2) 414.1               134.3               


D/Cap 57% 56%
D/Cap (excl. preferred shares & equity) 50% 53%
D/Cap (excl. preferred shares) 50% 50%
D/EBITDA 5.6x 5.2x


(1) As at Q3 2011. 
(2) Excludes refinancing of debt obligations. 
Source: NBF Estimates, Company Reports  
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Estimate revisions – modest changes 
With a portion of our previous $200 million Q4 2011 equity issue assumption pushed back to 
Q4 2012 (i.e., lower 2012 weighted average shares outstanding), our 2012e adjusted funds 
from operations (AFFO) per share (FD) bumps up 2% to $2.93 – representing an AFFO 
payout ratio of 47% (was 48%), slightly below the low payout group average of 51% and well 
below the high payout group average of 77%. Meanwhile, our 2012e EPS nudges up $0.03 
to $1.53, representing an earnings payout ratio of 91% (was 93%), sitting above the low 
payout group average of 77%. On the leverage front, our 2012e D/EBITDA declines to 5.2x 
(was 5.3x) versus the low payout group average of 5.2x.  


2012 ESTIMATE CHANGES
Previous Revised Change Comments


Operating Margin
Gas 213 269 213 269 0 0%
Power Generation 96 714 96 714 0 0%
Utilities 60 781 60 781 0 0%
Corporate 2 000 2 000 0 0%


372 764 372 764 0 0%
G&A -42 000 -42 000 0 0%


EBITDA 330 764 330 764 0 0%
Net interest expense -62 360 -63 833 -1 472 2% Lower equity issued in Q4 2011 ↓
Cash taxes 0 0 0 n/a
Other 3 800 3 800 0 0%


FFO 272 204 270 731 -1 472 -1%
Maintenance capex -7 000 -7 000 0 0%


AFFO 265 204 263 731 -1 472 -1%
per share $2.87 $2.93 $0.06 2% Lower units outstanding ↑
AFFO Payout 48% 47% -2% -2%


Earnings
Future income tax -31 951 -31 675 276 -1%
DD&A -98 000 -98 000 0 0%


138 453 137 257 -1 196 -1%
per share $1.50 $1.53 $0.03 2% Lower units outstanding ↑
EPS Payout 93% 91% -1% -2%


Source: NBF  


Maintain target and Sector Perform rating 
Our $29.00 target is based on a risk-adjusted dividend yield of 5.25% (unchanged) applied to 
our 2012e dividend of $1.39/share, a 12.5x (unchanged) multiple of our 2012e Free-EBITDA 
of $324 million, and our discounted cash flow valuation of $30.50 (unchanged). Combined 
with a 12-month total return opportunity of 2.4% (group avg.: 6.1%), we resume coverage of 
AltaGas with a $29.00 target and Sector Perform rating (both unchanged from prior to 
restriction).  
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AltaGas Ltd. 2011e 2012e
Previous Revised Previous Revised


SUMMARY INFORMATION ($mlns)
Average Shares (mln) 84.7 84.4 92.5 90.0
Ending Shares (mln) 91.7 89.2 93.3 94.3
Fully Diluted Shares (mln) 84.7 84.4 92.5 90.0
Operating Margin


Gas 158.4 158.4 213.3 213.3
Utility 43.2 43.2 60.8 60.8
Power 108.3 108.3 96.7 96.7


Corporate & G&A -37.3 -37.3 -40.0 -40.0
EBITDA 272.6 272.6 330.8 330.8
FFO 212.6 212.0 272.2 270.7
Maintenance Capital 5.4 5.4 7.0 7.0
AFFO 207.2 206.6 265.2 263.7
Dividends 112.3 111.9 128.1 124.7
Growth Capital 774.7 774.7 466.3 466.3
Adj. Free Cash Flow(1) -567.5 -568.0 -201.0 -202.5
Equity Issued (net) 241.3 185.0 48.7 147.4
Ending Net Debt 1 465.7 1 527.9 1 746.2 1 707.7


D / EBITDA 5.4 5.6 5.3 5.2
D / Total Capital(2) 54% 57% 58% 56%
D / Total Capital(3) 47% 50% 51% 50%


CF / D(4) 17% 16% 17% 17%
CF / Interest(5) 4.4 4.3 5.4 5.2


PER SHARE AMOUNTS
Net Debt 15.98 17.13 18.71 18.12
EBITDA 3.22 3.23 3.58 3.68
EPS - FD 1.01 1.01 1.50 1.53
Cash Flow - FD 2.48 2.49 2.94 3.01
AFFO - FD 2.42 2.43 2.87 2.93
Dividends 1.33 1.33 1.39 1.39


earnings payout ratio 130% 130% 93% 91%
FFO payout ratio 53% 53% 47% 46%


AFFO payout ratio 54% 54% 48% 47%
DRIP participation 38% 38% 38% 38%


(1) AFFO less growth capital. 
(2) Including preferred shares as debt. 
(3) Excluding preferred shares as debt. 
(4) CFO before changes in working capital divided by average 2-year total debt. 
(5) CFO before changes in working capital plus net interest expense divided 
by interest on debt less interest income. 
Source: NBF Estimates, Company Reports  


 


 
 
DISCLOSURES:   
Ratings And What They Mean:   PRIMARY STOCK RATING: NBF has a three-tiered rating system that is relative to the coverage universe of the 
particular analyst. Here is a brief description of each: Outperform – The stock is expected to outperform the analyst’s coverage universe over the next 12 
months;    Sector Perform – The stock is projected to perform in line with the sector over the next 12 months; Underperform – The stock is expected to 
underperform the sector over the next 12 months.    SECONDARY STOCK RATING: Under Review − Our analyst has withdrawn the rating because of 
insufficient information and is awaiting more information and/or clarification; Tender − Our analyst is recommending that investors tender to a specific 
offering for the company’s stock; Restricted − Because of ongoing investment banking transactions or because of other circumstances, NBF policy and/or 
laws or regulations preclude our analyst from rating a company’s stock.   INDUSTRY RATING: NBF has an Industry Weighting system that reflects the view 
of our Economics & Strategy Group, using its sector rotation strategy. The three tiered system rates industries as Overweight, Market Weight and 
Underweight, depending on the sector’s projected performance against broader market averages over the next 12 months.    RISK RATING: NBF utilizes 
a four-tiered risk rating system, Low, Average, Above Average and Speculative. The system attempts to evaluate risk against the overall market. In 
addition to sector-specific criteria, analysts also utilize quantitative and qualitative criteria in choosing a rating. The criteria include predictability of financial 
results, share price volatility, credit ratings, share liquidity and balance sheet quality. 
General – National Bank Financial (NBF) is an indirect wholly owned subsidiary of National Bank of Canada. National Bank of Canada is a public company 
listed on Canadian stock exchanges. 
The particulars contained herein were obtained from sources which we believe to be reliable but are not guaranteed by us and may be incomplete. The 
opinions expressed are based upon our analysis and interpretation of these particulars and are not to be construed as a solicitation or offer to buy or sell 
the securities mentioned herein.  
Research Analysts – The Research Analyst(s) who prepare these reports certify that their respective report accurately reflects his or her personal opinion 
and that no part of his/her compensation was, is, or will be directly or indirectly related to the specific recommendations or views as to the securities or 
companies. 
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NBF compensates its Research Analysts from a variety of sources. The Research Department is a cost centre and is funded by the business activities of 
NBF including, Institutional Equity Sales and Trading, Retail Sales, the correspondent clearing business, and Corporate and Investment Banking. Since 
the revenues from these businesses vary, the funds for research compensation vary. No one-business line has a greater influence than any other for 
Research Analyst compensation. 
Canadian Residents – In respect of the distribution of this report in Canada, NBF accepts responsibility for its contents. To make further inquiry related to 
this report, Canadian residents should contact their NBF professional representative. To effect any transaction, Canadian residents should contact their 
NBF Investment advisor.    
U.S. Residents – With respect to the distribution of this report in the United States of America, NBF Securities (USA) Corp., an affiliate of NBF, accepts 
responsibility for its contents, subject to any terms set out above. To make further inquiry related to this report, United States residents should contact their 
NBF Securities (USA) Corp. professional representative. To effect any transaction, United States residents should contact their NBF Securities (USA) Corp. 
investment advisor. 
UK Residents – In respect of the distribution of this report to UK residents, NBF has approved this financial promotion for the purposes of Section 21(1) of 
the Financial Services and Markets Act 2000. NBF and/or its parent and/or any companies within or affiliates of the National Bank of Canada group and/or 
any of their directors, officers and employees may have or may have had interests or long or short positions in, and may at any time make purchases and/or 
sales as principal or agent, or may act or may have acted as market maker in the relevant securities or related financial instruments discussed in this report, 
or may act or have acted as investment and/or commercial banker with respect thereto. The value of investments can go down as well as up. Past 
performance will not necessarily be repeated in the future. The investments contained in this report are not available to private customers. This report does 
not constitute or form part of any offer for sale or subscription of or solicitation of any offer to buy or subscribe for the securities described herein nor shall 
it or any part of it form the basis of or be relied on in connection with any contract or commitment whatsoever. 
This information is only for distribution to non-private customers in the United Kingdom within the meaning of the rules of the Regulated by the Financial 
Services Authority.  
Copyright – This report may not be reproduced in whole or in part, or further distributed or published or referred to in any manner whatsoever, nor may the 
information, opinions or conclusions contained in it be referred to without in each case the prior express written consent of National Bank Financial. 


NBF is a member of the Canadian Investor Protection Fund. 
 
NBF quarterly ratings summary and the total ratings by month can be found on our website under Research and Analysis/Equities/About NBF 
Research/Quarterly Ratings Summary (link attached) http://www.nbcn.ca/cmst/site/index.jhtml?navid=803&templateID=249 
The NBF Research Dissemination Policy is available on our website under Legal/Research Policy (link attached) 
http://www.nbcn.ca/cmst/site/index.jhtml?navid=712&templateid=243 
 
ltaGas (ALA) - ADDITIONAL COMPANY RELATED DISCLOSURES  
If a company specific disclosure is not found herein for a listed company, NBF at this time does not provide research coverage or stock rating for the 
company in question. 
In the past 12 months NBF has not acted as financial advisor, fiscal agent or underwriter for the company that is the subject of this report. NBF may act in 
such a capacity in the future and receive, or expect to receive, compensation for such activities. 
NBF is an indirect wholly owned subsidiary of the National Bank of Canada. From time to time the National Bank of Canada may enter into lending or 
financial arrangements with companies that are the subject of NBF Research Reports. At the date of this report, National Bank of Canada is  a lender to the 
company which is the subject of this report.  
NBF and/or its Affiliates may have a position in the securities mentioned herein and may make purchases and/or sales of these securities from time to time 
in the open market or otherwise. On the last day of the month preceding the date of this report, NBF and its Affiliates held in the aggregate less than 1%  of 
the outstanding shares (of any class of equity securities) of this issuer. (14) 
 







Title: AltaGas Ltd. - ALA (T) Cdn$30.90 Price: Cdn$30.90 StockRating: Sector Perform TargetPrice: Cdn$29.00 Headline: Establishing a U.S. renewable footprint 


January 27, 2012 The NBF Daily Bulletin
Pipelines, Utilities & Energy Infrastructure


 AltaGas Ltd. 
ALA (T) Cdn$30.90 
Stock Rating: Sector Perform 


(Unchanged) 
Target: Cdn$29.00 
 (Unchanged) 
Risk Rating: Average 


Acquires $70-mln of power assets 


Establishing a U.S. renewable footprint 


 (Unchanged) 
Est. Total Return -1.7%  


HIGHLIGHTS  Stock Data:
52-week High-Low (Canada) $32.67 - $21.25
Bloomberg/Reuters: Canada ALA.TO


(Year-End December 31) 2010a 2011e 2012e
AFFO/share - basic $2.28 $2.45 $2.93
AFFO/share - f.d. $2.26 $2.43 $2.93
P / AFFO 9.6x 12.7x 10.5x
EPS - f.d. $1.20 $1.01 $1.53
Earnings Payout 151% 130% 91%
D/EBITDA 4.6x 5.6x 5.3x
EV/Free-EBITDA 12.2x 16.0x 13.1x
Dividends $1.81 $1.33 $1.39
Dividend Yield 5.9% 4.3% 4.5%
AFFO Payout Ratio 79% 54% 47%


Financial Data: 
Shares Outstanding (mln) 89.2           
Book Value per Share $12.05
Market Capitalization ($mln) $2 757
Price/Book Ratio 2.6x
Net Debt ($mln) $1 518
Net Debt/Enterprise Value 36%
Debt/ 12 Distr CF 6.7x
Total Return -1.7%  
 
Industry Rating: 
 
Market Weight – Energy Equipment & Services, Oil, Gas & 
Consumable Fuels; Utilities 
 
(NBF Economics & Strategy Group) 


 Acquires $70 million of power assets 
AltaGas announced the acquisition of Decker Energy 
International (DEI) and a 50% interest in the Busch Ranch 
Wind project in southern Colorado, as well as 25 MW of 
gas-fired peaking capacity in Alberta. Combined, the $70 
million acquisition provides ALA with aggregate generation of 
~74.5 MW comprised of: 1) two biomass facilities 
representing 35 MW (net) of generation capacity under 
long-term power purchase agreements (PPA) in Michigan and 
North Carolina; 2) a 14.5 MW (net) southern Colorado wind 
farm in development expected online late 2012 with no 
construction risk and a 25-yr PPA; and 3) 25 MW of Alberta 
gas-fired peaking capacity from Maxim Power Corp. 
previously leased by ALA. The facilities are expected to 
contribute EBITDA of ~$6 million on an annualized basis.  


 Establishing a U.S. renewable footprint 
Overall, the acquisition increases the company’s portfolio of 
power generation capacity by ~12% to ~545 MW (excluding 
Busch Ranch). Overall, the company has identified ~1,500 
MW of development opportunities throughout Canada and the 
western U.S. Recall, the company is targeting an increase in 
renewable power generation capacity to 500 MW from 109 
MW by 2014 while doubling overall generation capacity to 
1,000 MW – establishing a U.S. renewable energy footprint.  


 Target and rating unchanged 
Given the relative size of the transaction, we calculate modest 
accretion to our DCF valuation of ~$0.25/share (~1%). As 
such, we maintain our $29.00 target and Sector Perform 
rating ahead of rolling forward our valuation into our 2013 
estimates within the coming days. 


Stock Performance Company Profile: 
AltaGas Ltd.’s business consists of NGL extraction and 
terminalling (E&T); natural gas field gathering and 
processing (FG&P); power generation, natural gas 
distribution and energy management services. The 
company’s assets are located predominantly throughout 
Alberta and NE British Columbia. 
Patrick Kenny, CFA - (403) 290-5451 
patrick.kenny@nbfinancial.com 
 
 
Associate: Anthony Sze, CA, CFA - (403) 290-5445 
anthony.sze@nbfinancial.com 
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AltaGas Ltd. 2011e 2012e
Previous Revised Previous Revised


SUMMARY INFORMATION ($mlns)
Average Shares (mln) 84.4 84.4 90.0 90.0
Ending Shares (mln) 89.2 89.2 94.3 94.3
Fully Diluted Shares (mln) 84.4 84.4 90.0 90.0
Operating Margin


Gas 158.4 158.4 213.3 213.3
Utility 43.2 43.2 60.8 60.8
Power 108.3 108.3 96.7 98.2


Corporate & G&A -37.3 -37.3 -40.0 -40.0
EBITDA 272.6 272.6 330.8 332.3
FFO 212.0 212.0 270.7 270.9
Maintenance Capital 5.4 5.4 7.0 7.0
AFFO 206.6 206.6 263.7 263.9
Dividends 111.9 111.9 124.7 124.7
Growth Capital 774.7 774.7 466.3 536.3
Adj. Free Cash Flow(1) -568.0 -568.0 -202.5 -272.4
Equity Issued (net) 185.0 185.0 147.4 147.4
Ending Net Debt 1 527.9 1 527.9 1 707.7 1 777.5


D / EBITDA 5.6 5.6 5.2 5.3
D / Total Capital(2) 57% 57% 56% 57%
D / Total Capital(3) 50% 50% 50% 51%


CF / D(4) 16% 16% 17% 16%
CF / Interest(5) 4.3 4.3 5.2 5.2


PER SHARE AMOUNTS
Net Debt 17.13 17.13 18.12 18.86
EBITDA 3.23 3.23 3.68 3.69
EPS - FD 1.01 1.01 1.53 1.53
Cash Flow - FD 2.49 2.49 3.01 3.01
AFFO - FD 2.43 2.43 2.93 2.93
Dividends 1.33 1.33 1.39 1.39


earnings payout ratio 130% 130% 91% 91%
FFO payout ratio 53% 53% 46% 46%


AFFO payout ratio 54% 54% 47% 47%
DRIP participation 38% 38% 38% 38%


(1) AFFO less growth capital. 
(2) Including preferred shares as debt. 
(3) Excluding preferred shares as debt. 
(4) CFO before changes in working capital divided by average 2-year total debt. 
(5) CFO before changes in working capital plus net interest expense divided 
by interest on debt less interest income. 
Source: NBF Estimates, Company Reports  


 


 
DISCLOSURES:   
Ratings And What They Mean:   PRIMARY STOCK RATING: NBF has a three-tiered rating system that is relative to the coverage universe of the 
particular analyst. Here is a brief description of each: Outperform – The stock is expected to outperform the analyst’s coverage universe over the next 12 
months;    Sector Perform – The stock is projected to perform in line with the sector over the next 12 months; Underperform – The stock is expected to 
underperform the sector over the next 12 months.    SECONDARY STOCK RATING: Under Review − Our analyst has withdrawn the rating because of 
insufficient information and is awaiting more information and/or clarification; Tender − Our analyst is recommending that investors tender to a specific 
offering for the company’s stock; Restricted − Because of ongoing investment banking transactions or because of other circumstances, NBF policy and/or 
laws or regulations preclude our analyst from rating a company’s stock.   INDUSTRY RATING: NBF has an Industry Weighting system that reflects the view 
of our Economics & Strategy Group, using its sector rotation strategy. The three tiered system rates industries as Overweight, Market Weight and 
Underweight, depending on the sector’s projected performance against broader market averages over the next 12 months.    RISK RATING: NBF utilizes 
a four-tiered risk rating system, Low, Average, Above Average and Speculative. The system attempts to evaluate risk against the overall market. In 
addition to sector-specific criteria, analysts also utilize quantitative and qualitative criteria in choosing a rating. The criteria include predictability of financial 
results, share price volatility, credit ratings, share liquidity and balance sheet quality. 
General – National Bank Financial (NBF) is an indirect wholly owned subsidiary of National Bank of Canada. National Bank of Canada is a public company 
listed on Canadian stock exchanges. 
The particulars contained herein were obtained from sources which we believe to be reliable but are not guaranteed by us and may be incomplete. The 
opinions expressed are based upon our analysis and interpretation of these particulars and are not to be construed as a solicitation or offer to buy or sell 
the securities mentioned herein.  
Research Analysts – The Research Analyst(s) who prepare these reports certify that their respective report accurately reflects his or her personal opinion 
and that no part of his/her compensation was, is, or will be directly or indirectly related to the specific recommendations or views as to the securities or 
companies. 
NBF compensates its Research Analysts from a variety of sources. The Research Department is a cost centre and is funded by the business activities of 
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NBF including, Institutional Equity Sales and Trading, Retail Sales, the correspondent clearing business, and Corporate and Investment Banking. Since 
the revenues from these businesses vary, the funds for research compensation vary. No one-business line has a greater influence than any other for 
Research Analyst compensation. 
Canadian Residents – In respect of the distribution of this report in Canada, NBF accepts responsibility for its contents. To make further inquiry related to 
this report, Canadian residents should contact their NBF professional representative. To effect any transaction, Canadian residents should contact their 
NBF Investment advisor.    
U.S. Residents – With respect to the distribution of this report in the United States of America, NBF Securities (USA) Corp., an affiliate of NBF, accepts 
responsibility for its contents, subject to any terms set out above. To make further inquiry related to this report, United States residents should contact their 
NBF Securities (USA) Corp. professional representative. To effect any transaction, United States residents should contact their NBF Securities (USA) Corp. 
investment advisor. 
UK Residents – In respect of the distribution of this report to UK residents, NBF has approved this financial promotion for the purposes of Section 21(1) of 
the Financial Services and Markets Act 2000. NBF and/or its parent and/or any companies within or affiliates of the National Bank of Canada group and/or 
any of their directors, officers and employees may have or may have had interests or long or short positions in, and may at any time make purchases and/or 
sales as principal or agent, or may act or may have acted as market maker in the relevant securities or related financial instruments discussed in this report, 
or may act or have acted as investment and/or commercial banker with respect thereto. The value of investments can go down as well as up. Past 
performance will not necessarily be repeated in the future. The investments contained in this report are not available to private customers. This report does 
not constitute or form part of any offer for sale or subscription of or solicitation of any offer to buy or subscribe for the securities described herein nor shall 
it or any part of it form the basis of or be relied on in connection with any contract or commitment whatsoever. 
This information is only for distribution to non-private customers in the United Kingdom within the meaning of the rules of the Regulated by the Financial 
Services Authority.  
Copyright – This report may not be reproduced in whole or in part, or further distributed or published or referred to in any manner whatsoever, nor may the 
information, opinions or conclusions contained in it be referred to without in each case the prior express written consent of National Bank Financial. 


NBF is a member of the Canadian Investor Protection Fund. 
 
NBF quarterly ratings summary and the total ratings by month can be found on our website under Research and Analysis/Equities/About NBF 
Research/Quarterly Ratings Summary (link attached) http://www.nbcn.ca/cmst/site/index.jhtml?navid=803&templateID=249 
 
The NBF Research Dissemination Policy is available on our website under Legal/Research Policy (link attached) 
http://www.nbcn.ca/cmst/site/index.jhtml?navid=712&templateid=243 
 
Click on the following link to see the company specific disclosures http://www.nbcn.ca/contactus/disclosures.html 
 
If a company specific disclosure is not found herein for a listed company, NBF at this time does not provide research coverage or stock rating 
for the company in question. 
 
ADDITIONAL COMPANY RELATED DISCLOSURES (AltaGas; ALA) 
In the past 12 months NBF has not acted as financial advisor, fiscal agent or underwriter for the company that is the subject of this report. NBF may act in 
such a capacity in the future and receive, or expect to receive, compensation for such activities. 
NBF is an indirect wholly owned subsidiary of the National Bank of Canada. From time to time the National Bank of Canada may enter into lending or 
financial arrangements with companies that are the subject of NBF Research Reports. At the date of this report, National Bank of Canada is  a lender to the 
company which is the subject of this report.  
NBF and/or its Affiliates may have a position in the securities mentioned herein and may make purchases and/or sales of these securities from time to time 
in the open market or otherwise. On the last day of the month preceding the date of this report, NBF and its Affiliates held in the aggregate less than 1%  of 
the outstanding shares (of any class of equity securities) of this issuer. (14) 
 







Title: AltaGas Ltd. - ALA (T) Cdn$29.89 Price: Cdn$29.89 StockRating: Outperform TargetPrice: Cdn$34.50 Headline: Resuming coverage with Outperform rating


February 24, 2012 The NBF Daily Bulletin
Pipelines, Utilities & Energy Infrastructure


 AltaGas Ltd. 
ALA (T) Cdn$29.89 
Stock Rating: Outperform 


(Was Restricted) 
Target: Cdn$34.50 
 (Was Restricted) 
Risk Rating: Average 


To acquire ~US$1.1-bln of natgas utility assets 


Resuming coverage with Outperform rating 


 (Was Restricted) 
Est. Total Return 20.1%  


HIGHLIGHTS  Stock Data:
52-week High-Low (Canada) $32.67 - $21.25
Bloomberg/Reuters: Canada ALA.TO


(Year-End December 31) 2011e 2012e 2013e
AFFO/share - basic $2.41 $3.00 $3.55
AFFO/share - f.d. $2.39 $3.00 $3.55
P / AFFO 13.3x 10.0x 8.4x
EPS - f.d. $0.98 $1.65 $1.90
Earnings Payout 135% 87% 76%
D/EBITDA 5.7x 7.2x 5.5x
EV/Free-EBITDA 15.8x 11.9x 8.9x
Dividends $1.33 $1.39 $1.45
Dividend Yield 4.2% 4.6% 4.9%
AFFO Payout Ratio 55% 46% 41%


Financial Data: 
Shares Outstanding (mln) 89.2           
Book Value per Share $12.05
Market Capitalization ($mln) $2 667
Price/Book Ratio 2.5x
Net Debt ($mln) $1 518
Net Debt/Enterprise Value 36%
Debt/ 12 Distr CF 9.3x
Total Return 20.1%  
 
Industry Rating: 
 
Overweight – Utilities  
Market Weight – Energy Equipment & Services, Oil, Gas & 
Consumable Fuels 
(NBF Economics & Strategy Group) 


 To acquire ~US$1.1-bln of natural gas utility assets 
On Feb. 1, 2012, ALA announced the acquisition of SEMCO 
Holding Corporation for US$1.135 billion (including ~US$355 
million of assumed debt) – a privately held company with 
regulated natural gas distribution assets in Michigan and 
Alaska. Subject to regulatory approvals, the transaction is 
expected to close in mid Q3 2012. To partially finance the 
acquisition, ALA recently closed a $403 million offering of 
subscription receipts at $29.00 per subscription receipt.  


 Reducing long-term cash flow risk profile 
ALA’s 2013e cash flow risk profile moves to ~75% cost of 
service / fee-for-service (was ~65%), with commodity-based 
cash flows now falling below 20% upon commissioning of the 
$725 million, 195 MW Forrest Kerr hydro project online 2014. 
As such, we have trimmed our long-term cost of equity 
assumption to 8.75% from 9.0% (group avg.: 9.0%). 


 Estimates – 10% accretion, but slightly higher leverage 
Overall, the acquisition adds ~US$130 million of annual 
EBITDA, increasing our 2013e EPS and AFFO per share (FD) 
by 10% to $1.90 (was $1.73) and $3.55 (was $3.23), while our 
2013e D/EBITDA bumps up to 5.5x from 5.2x.  


 $34.50 target, resume coverage with Outperform rating 
In line with changes to our estimates, we resume coverage 
with a $34.50 target (was $33.00 prior to restriction). Inside, 
we highlight ALA is poised for multiple expansion, trading at 
8.4x P/AFFO and 15.7x P/E (group: 12.6x and 17.6x) with 
payout ratios of 41% AFFO and 76% earnings (group: 74% 
and 78%). Combined with a 12-month total return opportunity 
of 20.1% (group avg.: 10.6%), we resume coverage with an 
Outperform rating (was Sector Perform prior to restriction). 


Stock Performance Company Profile: 
AltaGas Ltd.’s business consists of NGL extraction and 
terminalling (E&T); natural gas field gathering and 
processing (FG&P); power generation, natural gas 
distribution and energy management services. The 
company’s assets are located predominantly throughout 
Alberta and NE British Columbia. 
Patrick Kenny, CFA - (403) 290-5451 
patrick.kenny@nbfinancial.com 
 
 
Associate: Anthony Sze, CA, CFA - (403) 290-5445 
anthony.sze@nbfinancial.com 
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To acquire ~US$1.1-bln of natural gas utility assets 
On Feb. 1, 2012, AltaGas announced that it entered into a definitive agreement with 
Continental Energy Systems LLC to acquire SEMCO Holding Corporation for US$1.135 
billion (including ~US$355 million of assumed debt). The transaction is expected to close in 
mid Q3 2012 and is subject to regulatory approvals from the Michigan Public Service 
Commission (MPSC), the Regulatory Commission of Alaska (RCA) and expiration of 
antitrust rules in the U.S.  


SEMCO is a privately held company headquartered in Port Huron, Michigan, which indirectly 
owns a regulated natural gas distribution utility in Alaska (ENSTAR Natural Gas Company) 
and an interest in a regulated natural gas storage business in Alaska currently under 
construction (Cook Inlet Natural Gas Storage Alaska, LLC; CINGSA). SEMCO also owns a 
regulated natural gas distribution utility and certain unregulated natural gas storage assets in 
Michigan. 


Michigan Assets (~60% of acquired assets) 


 SEMCO’s Michigan natural gas distribution utility services ~286,000 customers in 
Southern Michigan and the State’s Upper Peninsula (91% residential). The utility has 
an approved ROE of 10.35% on prescribed equity of 50% on a rate base of ~US$425 
million. Meanwhile, the regulated rate base also includes five natural gas storage 
facilities with ~4.9 bcf of storage capacity. Of note, regulated hearings regarding the 
allowed ROE and equity capitalization factor are initiated only by the utility with the 
last two hearings held in 2010 and 2001.   


 SEMCO also holds a 50% interest in a 12.8 bcf (6.4 bcf net) non-regulated natural 
gas storage facility and other non-regulated businesses, representing just 2% of 
SEMCO’s revenues. 


Alaska Assets (~40% of acquired assets) 


 In Alaska, ENSTAR is a regulated natural gas distribution utility servicing ~132,000 
customers (primarily residential) in the Anchorage and Cook Inlet area (representing 
57% of Alaska’s population). 


 The utility earns a regulated ROE of 12.55% based on an equity capitalization factor 
of 51.4% (authorized through 2014) on a rate base of ~US$200 million. Over the past 
10 years, the company has achieved ~2.5% growth in both customer and net-rate 
base – expected to continue longer-term based on forecast natural resource activity 
in the surrounding area. 


 CINGSA is a regulated natural gas storage utility in which SEMCO owns a 65% 
interest. Upon commissioning expected in November 2012, the facility will have 
initial storage capacity of ~11 bcf (7.1 bcf net; expandable to 18 bcf, 11.7 bcf net). 
The facility has an approved ROE of 12.55% based on an equity capitalization factor 
of 50% and a rate base of ~US$100 million.  


Overall, AltaGas acquired ~US$725 million of regulated rate base assets – representing a 
transaction multiple of ~1.6x, a slight premium to precedent transaction multiples of ~1.4x. 
That said, based on forecast annual Free-EBITDA of ~US$105 million, the acquisition 
represents an EV/Free-EBITDA multiple of 10.8x versus the group average of 11.8x. 


UTILITY ACQUISITIONS - RATE BASE COMPARABLES


Acquirer Utility EV ($blns)
Rate Base 


($blns) Multiple
AltaGas Pacific Northern Gas 0.2              0.2              1.3x
AltaGas SEMCO(1) 1.1              0.7              1.6x
Fortis CH Energy Group 1.4              1.0              1.4x
Gaz Metro Central Vermont Public Service 0.9              0.6              1.4x


Average 1.4x
(1) Excludes US$30 million in value attributed to the non-regulated storage assets. 
Source: Company Reports, NBF Estimates  
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Reducing long-term cash flow risk profile
Pro forma the acquisition, our 2013e operating margins from ALA’s Utility segment increases 
to ~37% from ~17%, with the remaining ~63% stemming from Gas and Power (was ~83%). 


ALA - 2013 OPERATING MARGIN - PREV. ALA - 2013 OPERATING MARGIN - CURRENT


Source: NBF Estimates Source: NBF Estimates
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From a cash flow risk perspective, ALA’s 2013e cash flow risk profile transitions to ~51% cost 
of service (was ~34%), ~24% fee-for-service (was ~31%), and ~24% commodity-based (was 
~34%). Meanwhile, we would point out that by 2014, upon commissioning of the $725 million, 
195 MW Forrest Kerr run-of-river hydro project – expected to contribute ~$100 million of 
annual fee-for-service EBITDA – ALA’s proportion of commodity-based cash flows declines 
below 20%. As such, we have trimmed our long-term cost of equity assumption by 25 bps to 
8.75% (group avg.: 9.0%), in line with the company’s revised cash flow risk profile.  


ALA - 2013E CASH FLOW RISK (PREVIOUS) 2013E CASH FLOW RISK (CURRENT)


Source: NBF Estimates Source: NBF Estimates
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Liquidity update – equity needs satisfied through 2013e 
In connection with the announcement, AltaGas entered into an agreement to sell 13.9 million 
subscription receipts at $29.00 per subscription receipt for gross proceeds of ~$403 million, 
with net proceeds being used to fund the equity needs of the transaction. Each subscription 
receipt will be converted into one common share of AltaGas upon closing of the acquisition 
and will be entitled to receive dividends from closing of the offering (Feb. 22) to closing of the 
acquisition (expected mid Q3 2012).  


Meanwhile, the remaining ~US$394 million will be funded from a new one-year US$300 
million unsecured credit facility, existing credit facilities and the potential for future debt and 
preferred share financings. Overall, the transaction is expected to be financed with ~65% 
debt (including preferred shares) and ~35% common equity.  


ALA - SEMCO TRANSACTION FINANCING
US$ (mlns)


Enterprise Value 1 135.0        
Less: Assumed Debt 355.0          


Net Equity Proceeds 386.0          
Credit Facilities / Other 394.0          
Total -              


Source: ALA, NBF Estimates  
Overall, despite over ~$2.1 billion of acquisition / growth capital from Q3 2011e to Q4 2013e, 
we estimate ALA will have ample liquidity of ~$300 million in available cash by year-end 
2012e and ~$180 million by 2013e – before taking into consideration the potential for further 
permanent debt issues and preferred share offerings, as well as the company’s $200 million 
accordion feature on its existing credit facility. That said, we forecast a D/Cap ratio (excluding 
preferred shares as debt) of ~57% by year-end 2013e, slightly above the company’s 
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long-term target in the low 50% range. However, with this ratio poised to decline rapidly post 
2013 given the onset of the Forrest Kerr project in 2014, we do not foresee any additional 
equity issues at this point in order to maintain its current BBB credit ratings (S&P and DBRS).  


ALA - FUNDING ANALYSIS
(mlns) Q4 2011e 2012e 2013e
Adjusted funds from operations 57.6                 282.1               375.8               


Less growth capex (net of acquired debt) (362.0)              (1 328.9)           (406.8)              


Free cash flow (FCF) (304.4)              (1 046.8)           (31.0)                


Less dividends (29.0)                (129.5)              (153.4)              


FCF (net dividends) (333.4)              (1 176.3)           (184.3)              


AVAILABLE CASH RESOURCES:


Opening cash balance (1) 2.9                   847.8               307.6               
Available credit facilities (1)(2) 1 023.4            200.0               -                   
Dividend reinvestment / equity 154.9               436.1               58.3                 
FCF (net dividends) (333.4)              (1 176.3)           (184.3)              


Liquidity position 847.8               307.6               181.6               


D/Cap 57% 62% 62%
D/Cap (excl. preferred shares) 50% 57% 57%
D/EBITDA 5.7x 7.2x 5.5x
FFO/Debt 16% 14% 15%


(1) As at Q3 2011. 
(2) US$300-mln of additional credit capacity related to SEMCO, net of $100-mln MTN repayment in January 2012
Source: NBF Estimates, Company Reports  


Estimates – 10% accretion, partially offset by slightly higher leverage 
Overall, the acquisition adds ~US$130 million of annual EBITDA (~US$105 million 
Free-EBITDA), increasing our 2013e EPS and AFFO per share (FD) by 10% to $1.90 (was 
$1.73) and $3.55 (was $3.23) – representing an earnings payout ratio of 76% (was 84%) and 
an AFFO payout ratio of 41% (was 45%), versus group averages of 78% and 74%. On the 
leverage front, our 2013e D/EBITDA bumps up to 5.5x from 5.2x versus the low payout group 
average of 5.0x. 


2013 ESTIMATE CHANGES
Previous Revised Change Comments


Operating Margin
Gas 224 447 224 447 0 0%
Power Generation 116 106 116 106 0 0%
Utilities 68 492 198 934 130 442 190% SEMCO acquisition ↑
Corporate -4 000 -4 000 0 0%


405 045 535 487 130 442 32%
G&A -32 000 -36 000 -4 000 13% SEMCO additional corporate G&A ↓


EBITDA 373 045 499 487 126 442 34%
Net interest expense -61 013 -80 246 -19 233 32% SEMCO transaction financing ↓
Cash taxes 0 -14 410 -14 410 n/a SEMCO U.S. cash taxes ↓
Other 2 000 2 000 0 0%


FFO 314 032 406 832 92 800 30%
Maintenance capex -7 000 -31 000 -24 000 343% SEMCO acquisition ↓


AFFO 307 032 375 832 68 800 22%
per share 3.23        3.55        $0.32 10%
AFFO Payout 45% 41% -4% -9%


Earnings
Future income tax -37 993 -49 733 -11 739 31% SEMCO acquisition ↓
DD&A -109 400 -154 000 -44 600 41% SEMCO asset depreciation ↓


164 638 215 509 50 870 31%
per share 1.73        1.90        $0.17 10%
EPS Payout 84% 76% -8% -9%


Source: NBF  


$34.50 target, resuming coverage with Outperform rating 
In line with changes to our estimates, we are resuming coverage with a $34.50 target (was 
$33.00 prior to restriction) – which is based on a risk-adjusted dividend yield of 4.25% (was 
4.5%) applied to our 2013e dividend of $1.45/share, a 13.25x (was 13.0x) multiple of our 
2013e Free-EBITDA of $469 million, and our discounted cash flow valuation of $35.00 (was 
$33.00).  
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AltaGas reiterated its expectation that dividend growth is expected to be modest until 2014 
when the $725 million Forrest Kerr project comes into operation. Recall, in October 2011, 
AltaGas increased its dividend by 5% to $1.38/share annually. That said, as shown below, 
ALA is poised for multiple expansion given its relatively attractive valuation and payout 
metrics. ALA currently trades at 2013e multiples of 8.4x P/AFFO and 15.7x P/E with an AFFO 
payout ratio of 41% and an earnings payout ratio of 76% – compared to the high payout 
group averages of 12.6x and 74% and the low payout group averages of 17.6x and 78%. 
Combined with a 12-month total return opportunity of 20.1% (group avg.: 10.6%), we resume 
coverage with an Outperform rating (was Sector Perform prior to restriction). 


P/AFFO VS. AFFO PAYOUT P/E VS. EARNINGS PAYOUT


Note: VNR trades at 17.5x AFFO with a 109% AFFO payout ratio. Source: NBF Estimates
NPI trades at 16.3x AFFO with a 118% AFFO payout ratio. 
Source: NBF Estimates
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AltaGas Ltd. 2012e 2013e


Previous Revised Previous Revised


SUMMARY INFORMATION ($mlns)
Average Shares (mln) 90.0 93.4 95.1 105.7
Ending Shares (mln) 94.3 104.7 96.0 106.7
Fully Diluted Shares (mln) 90.0 93.4 95.1 105.7
Operating Margin


Gas 191.0 191.0 224.4 224.4
Utility 66.0 95.6 68.5 198.9
Power 114.0 114.0 116.1 116.1


Corporate & G&A -36.0 -37.0 -36.0 -40.0
EBITDA 335.0 363.6 373.0 499.5
FFO 275.0 295.1 314.0 406.8
Maintenance Capital 7.0 13.0 7.0 31.0
AFFO 268.0 282.1 307.0 375.8
Dividends 124.7 129.5 138.0 153.4
Growth Capital 544.9 1 683.9 390.8 406.8
Adj. Free Cash Flow(1) -277.0 -1 401.8 -83.8 -31.0
Equity Issued (net) 147.4 436.1 52.4 58.3
Ending Net Debt 1 781.7 2 623.2 1 951.0 2 749.2


D / EBITDA 5.3 7.2 5.2 5.5
D / Total Capital(2) 57% 62% 58% 62%
D / Total Capital(3) 51% 57% 52% 57%


CF / D(4) 17% 14% 17% 15%
CF / Interest(5) 5.4 5.4 6.1 6.1


PER SHARE AMOUNTS
Net Debt 18.90 25.05 20.32 25.77
EBITDA 3.72 3.86 3.92 4.72
EPS - FD 1.58 1.65 1.73 1.90
Cash Flow - FD 3.06 3.28 3.30 3.85
AFFO - FD 2.98 3.13 3.23 3.55
Dividends 1.39 1.39 1.45 1.45


earnings payout ratio 88% 87% 84% 76%
FFO payout ratio 45% 44% 44% 38%


AFFO payout ratio 47% 46% 45% 41%
DRIP participation 38% 38% 38% 38%


(1) AFFO less growth capital. 
(2) Including preferred shares as debt. 
(3) Excluding preferred shares as debt. 
(4) CFO before changes in working capital divided by average 2-year total debt. 
(5) CFO before changes in working capital plus net interest expense divided 
by interest on debt less interest income. 
Source: NBF Estimates, Company Reports  


 







 
 
DISCLOSURES:   
Ratings And What They Mean:   PRIMARY STOCK RATING: NBF has a three-tiered rating system that is relative to the coverage universe of the 
particular analyst. Here is a brief description of each: Outperform – The stock is expected to outperform the analyst’s coverage universe over the next 12 
months;    Sector Perform – The stock is projected to perform in line with the sector over the next 12 months; Underperform – The stock is expected to 
underperform the sector over the next 12 months.    SECONDARY STOCK RATING: Under Review − Our analyst has withdrawn the rating because of 
insufficient information and is awaiting more information and/or clarification; Tender − Our analyst is recommending that investors tender to a specific 
offering for the company’s stock; Restricted − Because of ongoing investment banking transactions or because of other circumstances, NBF policy and/or 
laws or regulations preclude our analyst from rating a company’s stock.   INDUSTRY RATING: NBF has an Industry Weighting system that reflects the view 
of our Economics & Strategy Group, using its sector rotation strategy. The three tiered system rates industries as Overweight, Market Weight and 
Underweight, depending on the sector’s projected performance against broader market averages over the next 12 months.    RISK RATING: NBF utilizes 
a four-tiered risk rating system, Low, Average, Above Average and Speculative. The system attempts to evaluate risk against the overall market. In 
addition to sector-specific criteria, analysts also utilize quantitative and qualitative criteria in choosing a rating. The criteria include predictability of financial 
results, share price volatility, credit ratings, share liquidity and balance sheet quality. 
General – National Bank Financial (NBF) is an indirect wholly owned subsidiary of National Bank of Canada. National Bank of Canada is a public company 
listed on Canadian stock exchanges. 
The particulars contained herein were obtained from sources which we believe to be reliable but are not guaranteed by us and may be incomplete. The 
opinions expressed are based upon our analysis and interpretation of these particulars and are not to be construed as a solicitation or offer to buy or sell 
the securities mentioned herein.  
Research Analysts – The Research Analyst(s) who prepare these reports certify that their respective report accurately reflects his or her personal opinion 
and that no part of his/her compensation was, is, or will be directly or indirectly related to the specific recommendations or views as to the securities or 
companies. 
NBF compensates its Research Analysts from a variety of sources. The Research Department is a cost centre and is funded by the business activities of 
NBF including, Institutional Equity Sales and Trading, Retail Sales, the correspondent clearing business, and Corporate and Investment Banking. Since 
the revenues from these businesses vary, the funds for research compensation vary. No one-business line has a greater influence than any other for 
Research Analyst compensation. 
Canadian Residents – In respect of the distribution of this report in Canada, NBF accepts responsibility for its contents. To make further inquiry related to 
this report, Canadian residents should contact their NBF professional representative. To effect any transaction, Canadian residents should contact their 
NBF Investment advisor.    
U.S. Residents – With respect to the distribution of this report in the United States of America, NBF Securities (USA) Corp., an affiliate of NBF, accepts 
responsibility for its contents, subject to any terms set out above. To make further inquiry related to this report, United States residents should contact their 
NBF Securities (USA) Corp. professional representative. To effect any transaction, United States residents should contact their NBF Securities (USA) Corp. 
investment advisor. 
UK Residents – In respect of the distribution of this report to UK residents, NBF has approved this financial promotion for the purposes of Section 21(1) of 
the Financial Services and Markets Act 2000. NBF and/or its parent and/or any companies within or affiliates of the National Bank of Canada group and/or 
any of their directors, officers and employees may have or may have had interests or long or short positions in, and may at any time make purchases and/or 
sales as principal or agent, or may act or may have acted as market maker in the relevant securities or related financial instruments discussed in this report, 
or may act or have acted as investment and/or commercial banker with respect thereto. The value of investments can go down as well as up. Past 
performance will not necessarily be repeated in the future. The investments contained in this report are not available to private customers. This report does 
not constitute or form part of any offer for sale or subscription of or solicitation of any offer to buy or subscribe for the securities described herein nor shall 
it or any part of it form the basis of or be relied on in connection with any contract or commitment whatsoever. 
This information is only for distribution to non-private customers in the United Kingdom within the meaning of the rules of the Regulated by the Financial 
Services Authority.  
Copyright – This report may not be reproduced in whole or in part, or further distributed or published or referred to in any manner whatsoever, nor may the 
information, opinions or conclusions contained in it be referred to without in each case the prior express written consent of National Bank Financial. 


NBF is a member of the Canadian Investor Protection Fund. 
 
NBF quarterly ratings summary and the total ratings by month can be found on our website under Research and Analysis/Equities/About NBF 
Research/Quarterly Ratings Summary (link attached) http://www.nbcn.ca/cmst/site/index.jhtml?navid=803&templateID=249 
 
The NBF Research Dissemination Policy is available on our website under Legal/Research Policy (link attached) 
http://www.nbcn.ca/cmst/site/index.jhtml?navid=712&templateid=243 
 
Click on the following link to see the company specific disclosures http://www.nbcn.ca/contactus/disclosures.html 
 
If a company specific disclosure is not found herein for a listed company, NBF at this time does not provide research coverage or stock rating 
for the company in question. 
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ADDITIONAL COMPANY RELATED DISCLOSURES (AltaGas; ALA) 
In the past 12 months NBF has not acted as financial advisor, fiscal agent or underwriter for the company that is the subject of this report. NBF may act in 
such a capacity in the future and receive, or expect to receive, compensation for such activities. 
NBF is an indirect wholly owned subsidiary of the National Bank of Canada. From time to time the National Bank of Canada may enter into lending or 
financial arrangements with companies that are the subject of NBF Research Reports. At the date of this report, National Bank of Canada is  a lender to the 
company which is the subject of this report.  
NBF and/or its Affiliates may have a position in the securities mentioned herein and may make purchases and/or sales of these securities from time to time 
in the open market or otherwise. On the last day of the month preceding the date of this report, NBF and its Affiliates held in the aggregate less than 1%  of 
the outstanding shares (of any class of equity securities) of this issuer. (14) 
 







Title: AltaGas Ltd. - ALA (T) Cdn$31.54 Price: Cdn$31.54 StockRating: Outperform TargetPrice: Cdn$34.50 Headline: A stock poised for multiple expansion


March 9, 2012 The NBF Daily Bulletin
Pipelines, Utilities & Energy Infrastructure


 AltaGas Ltd. 
ALA (T) Cdn$31.54
Stock Rating: Outperform


(Unchanged) 
Target: Cdn$34.50
 (Unchanged) 
Risk Rating: Average


Q4 results slightly above expectations 


A stock poised for multiple expansion 


 (Unchanged) 
Est. Total Return 13.8%  


HIGHLIGHTS  Stock Data:
52-week High-Low (Canada) $32.67 - $21.25
Bloomberg/Reuters: Canada ALA.TO


(Year-End December 31) 2011e 2012e 2013e
AFFO/share - basic $2.41 $3.09 $3.62
AFFO/share - f.d. $2.37 $3.09 $3.62
P / AFFO 13.4x 10.2x 8.7x
EPS - f.d. $0.99 $1.72 $1.95
Earnings Payout 134% 83% 74%
D/EBITDA 5.6x 7.5x 5.9x
EV/Free-EBITDA 21.0x 15.2x 11.6x
Dividends $1.33 $1.39 $1.45
Dividend Yield 4.2% 4.4% 4.6%
AFFO Payout Ratio 55% 45% 40%


Financial Data: 
Shares Outstanding (mln) 103.0         
Book Value per Share $13.05
Market Capitalization ($mln) $3 250
Price/Book Ratio 2.4x
Net Debt ($mln) $2 251
Net Debt/Enterprise Value 41%
Debt/ 12 Distr CF 9.7x
Total Return 13.8%


 
Industry Rating: 
 
Overweight – Utilities  
Market Weight – Energy Equipment & Services, Oil, Gas & 
Consumable Fuels 
(NBF Economics & Strategy Group) 


 Q4 results slightly above expectations 
AltaGas reported Q4 2011 normalized AFFO per share of 
$0.70 (excluding one-time transaction costs) – slightly above 
our estimate of $0.67 (consensus: $0.66) on stronger Gas 
operating margins partially offset by lower Power margins. 
Meanwhile, ALA reported Q4 normalized EPS of $0.34 – 
matching our estimate but slightly above consensus of $0.30. 


 Growth update – major projects on track 
For 2012, ALA expects organic growth capex to top ~$700 
million, allocated ~50% Power, ~40% Gas and ~10% Utilities 
(i.e., excluding the US$1.1 billion acquisition of SEMCO). With 
the company’s major projects on track, namely the $725 
million Forrest Kerr project (online mid-2014), we forecast 
sufficient liquidity through 2013e, while noting the potential for 
an opportunistic preferred share offering over the next 12-18 
months. We do not foresee any additional common equity 
needs (above DRIP) at this point to maintain the company’s 
BBB credit rating (in line with management’s outlook).    


 Estimates – hedging bumps up near-term estimates 
For 2013e, our AFFO/sh (FD) bumps up $0.07 to $3.62 while 
our EPS increases $0.05 to $1.95. We forecast an AFFO 
payout ratio of 40% (high payout group avg.: 74%) and an 
EPS payout ratio of 74% (low payout group avg.: 80%).  


 $34.50 target – a stock poised for multiple expansion 
With little change to our longer-term outlook, we maintain our 
$34.50 target. ALA is poised for multiple expansion, trading at 
8.7x P/AFFO and 16.1x P/E (group: 12.1x and 18.0x) with 
payout ratios of 40% AFFO and 74% earnings (group: 74% 
and 80%). Combined with a 12-month total return opportunity 
of 13.8% (group: 10.3%), we reiterate our Outperform rating. 


Stock Performance Company Profile: 
AltaGas Ltd.’s business consists of NGL extraction and 
terminalling (E&T); natural gas field gathering and 
processing (FG&P); power generation, utility distribution 
assets and energy management services. The company’s 
assets are located predominantly throughout Alberta and 
NE British Columbia. 
Patrick Kenny, CFA - (403) 290-5451 
patrick.kenny@nbfinancial.com 
 
 
Associate: Anthony Sze, CA, CFA - (403) 290-5445 
anthony.sze@nbfinancial.com 
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Q4 results slightly above expectations 
AltaGas reported Q4 2011 normalized adjusted funds from operations (AFFO) per share of 
$0.70 (excluding one-time transaction costs), slightly above our estimate of $0.67 and 
consensus of $0.66 (per ThomsonOne). Stronger Gas operating margins were partially offset 
by lower than expected margins from the Power segment. Meanwhile, on the earnings front, 
AltaGas reported Q4 normalized EPS of $0.34 – matching our estimate but slightly above 
consensus of $0.30.  


NORMALIZED AFFO RECONCILIATION
Q4 2011 $ mlns Per Share


Estimated AFFO - FD $57.6 0.67          
Difference Related to:


Operating Margins
Gas 5.5        0.06          
Power (3.6)       (0.04)         
Utility(1) 0.2        0.00          


Corporate & G&A (0.5)       (0.01)         
Interest Expense(2) 0.3      0.00         
Cash Taxes 0.6        0.01          
Maintenance capex (0.2)       (0.00)         
Other 1.6        0.02          


Actual AFFO - FD(1) $61.4 0.70          


(1) Net of $4.3 million in after-tax transaction costs. 
(2) Includes preferred dividends.
Source: NBF Estimates, Company Reports  


Gas – reported operating margins of $45 million, $5 million above our estimate of $40 million 
on stronger NGL extraction volumes of 15,800 bpd versus our 13,700 bpd estimate, and 
higher realized frac spreads.   


Power – operating margins of $27 million were slightly below our estimate of $30 million 
despite stronger production of 774 GWh (NBF: 753 GWh) and realized pricing of 
$79.14/MWh (NBF: $74.50/MWh). Margins were impacted by higher ‘Sundance B’ PPA 
costs due to an unfavourable 30-day RAPP (rolling average power price).  


Utility – operating margins of $14 million (excluding $4 million of after-tax transaction costs 
related to the PNG acquisition) were in line with our estimate of $14 million. The 2012 rate 
base for the segment is expected to reach $1.3 billion from $0.5 billion in 2011.   


Growth update – Alberta cost pressures; B.C. projects on track 
For 2012, AltaGas expects organic growth capital expenditures to top ~$700 million 
(excluding the US$1.1 billion acquisition of SEMCO; see our Feb. 24th note, “Resuming 
coverage with Outperform rating”), allocated ~50% Power, ~40% Gas and ~10% Utilities. We 
update the company’s major development projects below: 


Power:  


Forrest Kerr (B.C.) – As at year-end 2011, ~86% of the project’s costs have been 
contractually committed at fixed prices. The $725 million project (underpinned by a 60-year 
PPA) is expected to be completed and operational by July 2014 (unchanged), generating 
~$100 million of annual EBITDA. 


McLymont / Volcano (B.C.) – The $300 million 66 MW McLymont Creek and 16 MW 
Volcano Creek projects (underpinned by 60-year PPAs) are expected to be completed in late 
2015, generating ~$30 million of annualized EBITDA. Subject to environmental assessment 
and permitting, construction is expected to begin in H2 2012 and H2 2013 for McLymont 
Creek and Volcano Creek. 


Harmattan Co-gen 2 (Alberta) – Construction of the $24 million, 15 MW project began in Q3 
and is expected to be placed into service in Q2 2012. To date, ~$17 million has been committed 
for the project. 
Busch Ranch (Colorado) – Recall, in early January, ALA acquired a 50% interest in the 
Busch Ranch wind project in southern Colorado along with 25 MW of gas-fired peaking 
capacity in Alberta and two biomass facilities representing 35 MW (net) of capacity in 
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Michigan and North Carolina. The 14.5 MW (net) wind farm is planned for completion in late 
2012 and will operate under a 25-year PPA. Under the terms of the agreement, ALA has no 
construction risk related to the project. 


Hedging update – For 2012, ALA has hedged ~60% (was ~50%) of its Alberta-based power 
sales at ~$70/MWh (was $64/MWh) while also increasing the company’s 2013 hedged portfolio to 
~33% (was ~29%) at $70/MWh (was $64/MWh). Of note, we currently forecast long-term Alberta 
spot power prices of $60/MWh.  


Gas:  


Harmattan Co-stream – Project costs for the 250 mmcf/d Harmattan Co-stream project are 
expected to exceed the previous budget of $130 million plus 20% contingency. Costs have 
increased as a result of higher engineering costs, unexpected rock formations along the 
pipeline route, equipment and construction costs. At year end, ALA had ~$146 million of 
committed capital costs with 70% of expected costs incurred. The project is expected to 
begin operations in Q2 2012 and is expected to generate annual EBITDA of ~$25 million. 


Gordondale – The 120 mmcf/d, $236 million liquids-rich gas processing plant remains on 
track for a late 2012 start-up date, expected to generate ~$30-35 million of annual EBITDA 
contributions under a long-term natural gas supply agreement with an area producer. The 
project is currently experiencing cost pressures as a result of rising construction costs. That 
said, ALA had $180 million of committed capital costs by year-end 2011 with ~67% 
contractually fixed over the course of construction and the remainder subject to cost and 
labour productivity risk.  


Blair Creek – ALA is completing a $42 million expansion of its Blair Creek gas plant – which 
will add 50 mmcf/d of processing capacity and is expected to be completed in Q2 2012. 


Hedging update – Through 2012, AltaGas has hedged ~75% (was ~67%) of its frac-spread 
exposure at ~$35/bbl (was $34.50/bbl) while introducing its 2013 hedging program at ~33% 
hedged at $35/bbl. 


Liquidity update – expecting a preferred (not common) share issue 
With ~$1.9 billion of acquisition / growth capital over the next two years (excluding acquired 
debt), we forecast sufficient liquidity through 2013 (prior to exercising the $200 million 
accordion feature on its existing credit facility). That said, with a D/Cap ratio (not considering 
preferred shares as debt) rising to ~59% by year-end 2013e (versus the company’s 
long-term target in the low 50% range), we expect AltaGas to opportunistically issue 
additional preferred shares over the next 12-18 months. 


Overall, with the company’s D/Cap ratio poised to decline rapidly post 2013 given the onset 
of the Forrest Kerr project in mid-2014, we do not foresee any additional common equity 
issues at this point (above DRIP) in order to maintain its current BBB credit ratings (in line 
with management’s outlook). On the dividend front, management has reiterated its outlook 
for modest dividend growth until Forrest Kerr is placed into service – at which point the 
company may target more aggressive dividend increases.    
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ALA - FUNDING ANALYSIS
(mlns) 2012e 2013e
Adjusted funds from operations 289.9               382.6               


Less growth capex (net of acquired debt) (1 467.1)           (445.0)              


Free cash flow (FCF) (1 177.2)           (62.4)                


Less dividends (129.4)              (153.3)              


FCF (net dividends) (1 306.6)           (215.7)              


AVAILABLE CASH RESOURCES:


Opening cash balance (1) 4.2                   182.0               
Available credit facilities (1)(2) 1 048.3            -                   
Dividend reinvestment / equity 436.1               58.2                 
FCF (net dividends) (1 306.6)           (215.7)              


Liquidity position 182.0               24.5                 


D/Cap 63% 63%
D/Cap (excl. preferred shares) 59% 59%
D/EBITDA 7.5x 5.9x
FFO/Debt 14% 14%


(1) As at Q4 2011. 
(2) US$300-mln of additional credit capacity related to SEMCO, net of $100-mln MTN  
repayment in January 2012.
Source: NBF Estimates, Company Reports  


Estimate revisions – hedging bumps up near-term cash flows 
On the capex front, we have accelerated the capital spending profile of the Forrest Kerr 
project, reflecting an increase through 2013, with lower spending for 2014. Elsewhere, we 
have revised our hedging and utility rate base assumptions in line with updated guidance. 


Overall, our 2013e AFFO per share (FD) bumps up $0.07 to $3.62 while our 2013e EPS 
increases a similar $0.05 to $1.95. We forecast a 2013e AFFO payout ratio of 40% (high 
payout group avg.: 74%) and a 2013e EPS payout ratio of 74% (low payout group avg.: 
80%). On the leverage front, our 2013e D/EBITDA bumps up to 5.9x from 5.5x (low payout 
group average of 4.7x). Going forward, we continue to call for a 4% dividend increase to 
$1.44/share annually beginning late 2012 (from $1.38/share currently). 


2013 ESTIMATE CHANGES
Previous Revised Change Comments


Operating Margin
Gas 224 447 225 202 755 0% Volumes / hedging assumptions ↑
Power Generation 116 106 124 410 8 304 7% Hedging ↑
Utilities 198 934 197 430 -1 504 -1% Rate base adjustment ↓
Corporate -4 000 -4 000 0 0%


535 487 543 042 7 554 1%
G&A -36 000 -36 000 0 0%


EBITDA 499 487 507 042 7 554 2%
Net interest expense -80 246 -81 062 -816 1%
Cash taxes -14 410 -14 410 0 0%
Other 2 000 2 000 0 0%


FFO 406 832 413 571 6 739 2%
Maintenance capex -31 000 -31 000 0 0%


AFFO 375 832 382 571 6 739 2%
per share 3.55        3.62        $0.07 2%
Dividend per share 1.45        1.45        $0.00 0%
AFFO Payout 41% 40% -1% -2%


Earnings
Future income tax -49 733 -50 996 -1 264 3%
DD&A -154 000 -154 000 0 0%


215 509 220 984 5 475 3%
per share 1.90        1.95        $0.05 3%
EPS Payout 76% 74% -2% -3%


Source: NBF  


$34.50 target – a stock poised for multiple expansion 
With little change to our long-term outlook, we maintain our $34.50 target – which is based on 
a risk-adjusted dividend yield of 4.25% applied to our 2013e dividend of $1.45/share, a 
13.25x multiple of our 2013e Free-EBITDA of $476 million, and our discounted cash flow 
valuation of $35.00.  
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As shown below, ALA remains poised for multiple expansion given its relatively attractive 
valuation and payout metrics. The stock currently trades at 8.7x P/AFFO and 16.1x P/E 
(group: 12.1x and 18.0x) with payout ratios of 40% AFFO and 74% earnings (group: 74% and 
80%). Combined with a 12-month total return opportunity of 13.8% (group avg.: 10.3%), we 
maintain our Outperform rating.  


P/AFFO VS. AFFO PAYOUT P/E VS. EARNINGS PAYOUT


Note: VNR trades at 17x AFFO with a 109% AFFO payout ratio. Source: NBF Estimates
NPI trades at 16x AFFO with a 118% AFFO payout ratio. 
Source: NBF Estimates


BEP.un


CUS


VSN


SPB


PVE
PPL


KEY


IPL.un


ENF


ALA


6.0X


8.0X


10.0X


12.0X


14.0X


40% 50% 60% 70% 80% 90%


AFFO Payout


P/
A


FF
O


ALA


TRP


TA


FTS


ENB


EMA


CPX14.0X


16.0X


18.0X


20.0X


22.0X


60% 70% 80% 90% 100% 110%


Earnings Payout


P/
E


 
AltaGas Ltd. 2012e 2013e


Previous Revised Previous Revised


SUMMARY INFORMATION ($mlns)
Average Shares (mln) 93.4 93.4 105.7 105.7
Ending Shares (mln) 104.7 104.7 106.7 106.6
Fully Diluted Shares (mln) 93.4 93.4 105.7 105.7
Operating Margin


Gas 191.0 193.0 224.4 225.2
Utility 95.6 93.2 198.9 197.4
Power 114.0 126.1 116.1 124.4


Corporate & G&A -37.0 -37.0 -40.0 -40.0
EBITDA 363.6 375.2 499.5 507.0
FFO 295.1 302.9 406.8 413.6
Maintenance Capital 13.0 13.0 31.0 31.0
AFFO 282.1 289.9 375.8 382.6
Dividends 129.5 129.4 153.4 153.3
Growth Capital 1 683.9 1 822.1 406.8 445.0
Adj. Free Cash Flow(1) -1 401.8 -1 532.2 -31.0 -62.4
Equity Issued (net) 436.1 436.1 58.3 58.2
Ending Net Debt 2 623.2 2 823.4 2 749.2 2 980.8


D / EBITDA 7.2 7.5 5.5 5.9
D / Total Capital(2) 62% 63% 62% 63%
D / Total Capital(3) 57% 59% 57% 59%


CF / D(4) 14% 14% 15% 14%
CF / Interest(5) 5.4 5.3 6.1 6.1


PER SHARE AMOUNTS
Net Debt 25.05 26.97 25.77 27.95
EBITDA 3.86 3.99 4.72 4.80
EPS - FD 1.65 1.72 1.90 1.95
Cash Flow - FD 3.28 3.36 3.85 3.91
AFFO - FD 3.00 3.09 3.55 3.62
Dividends 1.39 1.39 1.45 1.45


earnings payout ratio 87% 83% 76% 74%
FFO payout ratio 44% 43% 38% 37%


AFFO payout ratio 46% 45% 41% 40%
DRIP participation 38% 38% 38% 38%


(1) AFFO less growth capital. 
(2) Including preferred shares as debt. 
(3) Excluding preferred shares as debt. 
(4) CFO before changes in working capital divided by average 2-year total debt. 
(5) CFO before changes in working capital plus net interest expense divided 
by interest on debt less interest income. 
Source: NBF Estimates, Company Reports  
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DISCLOSURES:   
Ratings And What They Mean:   PRIMARY STOCK RATING: NBF has a three-tiered rating system that is relative to the coverage universe of the 
particular analyst. Here is a brief description of each: Outperform – The stock is expected to outperform the analyst’s coverage universe over the next 12 
months;    Sector Perform – The stock is projected to perform in line with the sector over the next 12 months; Underperform – The stock is expected to 
underperform the sector over the next 12 months.    SECONDARY STOCK RATING: Under Review − Our analyst has withdrawn the rating because of 
insufficient information and is awaiting more information and/or clarification; Tender − Our analyst is recommending that investors tender to a specific 
offering for the company’s stock; Restricted − Because of ongoing investment banking transactions or because of other circumstances, NBF policy and/or 
laws or regulations preclude our analyst from rating a company’s stock.   INDUSTRY RATING: NBF has an Industry Weighting system that reflects the view 
of our Economics & Strategy Group, using its sector rotation strategy. The three tiered system rates industries as Overweight, Market Weight and 
Underweight, depending on the sector’s projected performance against broader market averages over the next 12 months.    RISK RATING: NBF utilizes 
a four-tiered risk rating system, Low, Average, Above Average and Speculative. The system attempts to evaluate risk against the overall market. In 
addition to sector-specific criteria, analysts also utilize quantitative and qualitative criteria in choosing a rating. The criteria include predictability of financial 
results, share price volatility, credit ratings, share liquidity and balance sheet quality. 
General – National Bank Financial (NBF) is an indirect wholly owned subsidiary of National Bank of Canada. National Bank of Canada is a public company 
listed on Canadian stock exchanges. 
The particulars contained herein were obtained from sources which we believe to be reliable but are not guaranteed by us and may be incomplete. The 
opinions expressed are based upon our analysis and interpretation of these particulars and are not to be construed as a solicitation or offer to buy or sell 
the securities mentioned herein.  
Research Analysts – The Research Analyst(s) who prepare these reports certify that their respective report accurately reflects his or her personal opinion 
and that no part of his/her compensation was, is, or will be directly or indirectly related to the specific recommendations or views as to the securities or 
companies. 
NBF compensates its Research Analysts from a variety of sources. The Research Department is a cost centre and is funded by the business activities of 
NBF including, Institutional Equity Sales and Trading, Retail Sales, the correspondent clearing business, and Corporate and Investment Banking. Since 
the revenues from these businesses vary, the funds for research compensation vary. No one-business line has a greater influence than any other for 
Research Analyst compensation. 
Canadian Residents – In respect of the distribution of this report in Canada, NBF accepts responsibility for its contents. To make further inquiry related to 
this report, Canadian residents should contact their NBF professional representative. To effect any transaction, Canadian residents should contact their 
NBF Investment advisor.    
U.S. Residents – With respect to the distribution of this report in the United States of America, NBF Securities (USA) Corp., an affiliate of NBF, accepts 
responsibility for its contents, subject to any terms set out above. To make further inquiry related to this report, United States residents should contact their 
NBF Securities (USA) Corp. professional representative. To effect any transaction, United States residents should contact their NBF Securities (USA) Corp. 
investment advisor. 
UK Residents – In respect of the distribution of this report to UK residents, NBF has approved this financial promotion for the purposes of Section 21(1) of 
the Financial Services and Markets Act 2000. NBF and/or its parent and/or any companies within or affiliates of the National Bank of Canada group and/or 
any of their directors, officers and employees may have or may have had interests or long or short positions in, and may at any time make purchases and/or 
sales as principal or agent, or may act or may have acted as market maker in the relevant securities or related financial instruments discussed in this report, 
or may act or have acted as investment and/or commercial banker with respect thereto. The value of investments can go down as well as up. Past 
performance will not necessarily be repeated in the future. The investments contained in this report are not available to private customers. This report does 
not constitute or form part of any offer for sale or subscription of or solicitation of any offer to buy or subscribe for the securities described herein nor shall 
it or any part of it form the basis of or be relied on in connection with any contract or commitment whatsoever. 
This information is only for distribution to non-private customers in the United Kingdom within the meaning of the rules of the Regulated by the Financial 
Services Authority.  
Copyright – This report may not be reproduced in whole or in part, or further distributed or published or referred to in any manner whatsoever, nor may the 
information, opinions or conclusions contained in it be referred to without in each case the prior express written consent of National Bank Financial. 


NBF is a member of the Canadian Investor Protection Fund. 
 
NBF quarterly ratings summary and the total ratings by month can be found on our website under Research and Analysis/Equities/About NBF 
Research/Quarterly Ratings Summary (link attached) http://www.nbcn.ca/cmst/site/index.jhtml?navid=803&templateID=249 
 
The NBF Research Dissemination Policy is available on our website under Legal/Research Policy (link attached) 
http://www.nbcn.ca/cmst/site/index.jhtml?navid=712&templateid=243 
 
Click on the following link to see the company specific disclosures http://www.nbcn.ca/contactus/disclosures.html 
 
If a company specific disclosure is not found herein for a listed company, NBF at this time does not provide research coverage or stock rating 
for the company in question. 
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ADDITIONAL COMPANY RELATED DISCLOSURES (AltaGas; ALA) 
In the past 12 months NBF has not acted as financial advisor, fiscal agent or underwriter for the company that is the subject of this report. NBF may act in 
such a capacity in the future and receive, or expect to receive, compensation for such activities. 
NBF is an indirect wholly owned subsidiary of the National Bank of Canada. From time to time the National Bank of Canada may enter into lending or 
financial arrangements with companies that are the subject of NBF Research Reports. At the date of this report, National Bank of Canada is  a lender to the 
company which is the subject of this report.  
NBF and/or its Affiliates may have a position in the securities mentioned herein and may make purchases and/or sales of these securities from time to time 
in the open market or otherwise. On the last day of the month preceding the date of this report, NBF and its Affiliates held in the aggregate less than 1%  of 
the outstanding shares (of any class of equity securities) of this issuer. (14) 


 







Title: AltaGas Ltd. - ALA (T) Cdn$30.80 Price: Cdn$30.80 StockRating: Outperform TargetPrice: Cdn$34.50 Headline: Major growth initiatives largely in check


April 27, 2012 The NBF Daily Bulletin
Pipelines, Utilities & Energy Infrastructure


 AltaGas Ltd. 
ALA (T) Cdn$30.80
Stock Rating: Outperform


(Unchanged) 
Target: Cdn$34.50
 (Unchanged) 
Risk Rating: Average


Q1 results in line 


Major growth initiatives largely in check 


 (Unchanged) 
Est. Total Return 16.5%  


HIGHLIGHTS Stock Data:


52-week High-Low (Canada) $32.67 - $21.25
Bloomberg/Reuters: Canada ALA.TO


(Year-End December 31) 2011e 2012e 2013e


AFFO/share - basic $2.41 $2.91 $3.50
AFFO/share - f.d. $2.37 $2.91 $3.50
P / AFFO 13.4x 10.6x 8.8x
EPS - f.d. $0.99 $1.61 $1.86
Earnings Payout 134% 96% 78%
D/EBITDA 5.6x 7.9x 6.1x
EV/Free-EBITDA 21.6x 16.2x 12.1x
Dividends $1.33 $1.39 $1.45
Dividend Yield 4.2% 4.5% 4.7%
AFFO Payout Ratio 55% 51% 41%


Financial Data: 


Shares Outstanding (mln) 103.7         
Book Value per Share $13.20
Market Capitalization ($mln) $3 195
Price/Book Ratio 2.3x
Net Debt ($mln) $2 457
Net Debt/Enterprise Value 43%
Debt/ 12 Distr CF 10.5x
Total Return 16.5%


 
Industry Rating: 
 
Overweight – Utilities  
Market Weight – Energy Equipment & Services, Oil, Gas & 
Consumable Fuels 
(NBF Economics & Strategy Group) 


 Q1 results in line 
AltaGas reported Q1 2012 normalized AFFO per share of 
$0.79, in line with our estimate of $0.78 (consensus: $0.79).   


 Major growth initiatives largely in check 
For 2012e, ALA’s growth expenditures tally ~$1.8 billion. Of 
note, the US$1.1 billion SEMCO acquisition remains on track 
for a Q3 2012 closing, while the $725 million (unchanged) 
Forrest Kerr project remains on pace for a July 2014 
in-service date. Elsewhere, despite the Harmattan Co-Stream 
project cost increasing to $170 million (was $147 million), the 
20-year cost-of-service agreement with NOVA Chemicals 
Corporation holds the ~$25 million of annual EBITDA 
contributions intact. Finally, the $260 million (was $236 
million) Gordondale deep cut gas processing project’s 
estimated return on investment remains in line with 
management’s expectations of 13-15% (online late 2012).    


 Estimates – reducing near-term power price assumptions
In line with our revised near-term natural gas price outlook, we 
have trimmed our 2012e and 2013e Alberta power prices to 
$49/MWh and $55/MWh (was $60/MWh) while leaving our 
long-term assumption unchanged at $60/MWh. Overall, our 
2013e AFFO per share (FD) declines $0.11 (-3%) to $3.50 
representing an AFFO payout ratio of 41% (group avg.: 75%). 


 $34.50 target – relative valuation underpins Outperform 
With little change to our longer-term estimates, we maintain 
our $34.50 target. ALA trades at a discount to the high payout 
group with a 2013e P/AFFO multiple of 8.8x despite a group 
low AFFO payout ratio of 41% (group avg.: 12.1x; 75%). 
Combined with a 12-month total return opportunity of 16.5% 
(group avg.: 11.9%), we maintain our Outperform rating. 


Stock Performance Company Profile: 
AltaGas Ltd.’s business consists of NGL extraction and 
terminalling (E&T); natural gas field gathering and 
processing (FG&P); power generation, utility distribution 
assets and energy management services. The company’s 
assets are located predominantly throughout Alberta and 
NE British Columbia. 
Patrick Kenny, CFA - (403) 290-5451 
patrick.kenny@nbc.ca 
 
 
Associate: Anthony Sze, CA, CFA - (403) 290-5445 
anthony.sze@nbc.ca 
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Q1 results in line 


AltaGas reported Q1 2012 normalized adjusted funds from operations (AFFO) per share of 
$0.79 (excluding $1.6 million in one-time transaction costs), in line with our estimate of $0.78 
(consensus: $0.79 per ThomsonOne). Stronger Utility operating margins combined with 
lower than expected G&A expenditures were partially offset by higher than expected cash 
income taxes. Meanwhile, ALA reported Q1 normalized EPS of $0.45, above our estimate of 
$0.39 and consensus of $0.41.  


NORMALIZED AFFO RECONCILIATION


Q1 2012 $ mlns Per Share


Estimated AFFO - FD $69.9 0.78          


Difference Related to:
Operating Margins


Gas (1.0)       (0.01)         
Power 0.9        0.01          
Utility 1.7        0.02          


Corporate & G&A(1) 3.5        0.04          
Interest Expense(2) 2.3      0.03         
Cash Taxes (3.2)       (0.03)         
Other (2.5)       (0.03)         


Actual AFFO - FD
(1)


$71.5 0.79          


(1) Excludes $1.6 million in one-time transaction costs. 
(2) Includes preferred dividends.
Source: NBF Estimates, Company Reports  


Gas – reported operating margins of $45 million, in line with our estimate of $46 million. C3+ 
NGL extraction volumes of 16,000 bpd exceeded our estimate of 14,300 bpd while gross field 
gathering & processing volumes of 400 mmcf/d were line with our estimate of 390 mmcf/d. 
Going-forward, NGL extraction throughput is expected to increase slightly as a result of 
successfully contracting new liquids-rich natural gas supply. Meanwhile, should natural gas 
prices remain at current levels (i.e., sub-$2.00/mcf AECO), ALA estimates that gathering & 
processing volumes would be ~10% lower than previously expected, with ~15-20 mmcf/d 
(~5%) of natural gas volumes shut-in through Q1 2012.  


Power – contributed operating margins of $30 million versus our $29 million estimate. 
Overall, ALA reported production of 816 GWh (NBF: 776 GWh) and realized pricing of 
$72.56/MWh (NBF: $75.00/MWh).  


Utility – operating margins of $24 million came in slightly ahead of our $22 million estimate. 
Meanwhile, ALA’s regulated utility rate-base is expected to increase to ~$1.3 billion in 2012 
from $0.5 billion in 2011 – including US$0.7 billion related to the acquisition of SEMCO (see 
details below).  


Growth update – major initiatives largely in check 


For 2012, AltaGas is expected to add approximately $1.8 billion worth of new and expanded 
assets with: 1) $1.2 billion allocated to its Utility segment; 2) $0.5 billion to Gas; and 3) $0.1 
billion to Power. 


Utility: 


SEMCO acquisition – Recall, on Feb. 1, 2012, ALA announced the acquisition of SEMCO 
Holding Corp. for US$1.135 billion (including US$355 million in debt; see our Feb. 24 note, 
“Resuming coverage with Outperform rating”). During Q1, the company applied for 
regulatory approvals with the Michigan Public Service Commission and the Regulatory 
Commission of Alaska. Hearings are scheduled in May with closing of the transaction 
expected in Q3 2012 (unchanged).  


Gas:  


Harmattan Co-stream – Project costs for the 250 mmcf/d Harmattan Co-stream project are 
now expected to reach $170 million (previously $147 million). Costs have increased as a 
result of higher materials and labour. However, the project’s expected annual EBITDA 
contributions of ~$25 million remains unchanged owing to the 20-year cost-of-service 
agreement with NOVA Chemicals Corporation. As at Q1 2012, ~86% of project costs have 
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been incurred with operations to commence in early Q3 2012 (was Q2 2012).    


Gordondale – The 120 mmcf/d, $260 million (was $236 million) liquids rich gas processing 
plant remains on track for a late 2012 start up date, expected to generate a 13-15% return on 
investment under a long-term natural gas supply agreement with an area producer. Overall, 
ALA had $228 million (~88%) of committed capital costs by Q1 2012. 


Power:  


Forrest Kerr (B.C.) – Construction of the $725 million (unchanged), 195 MW Forrest Kerr 
run-of-river hydro-facility remains on track to be completed by July 2014. Construction of the 
intake structures is expected to be completed by the end of Q2 2012. Recall, the facility is 
underpinned by a 60-year power purchase agreement (PPA) with B.C. Hydro and is 
expected to generation annual EBITDA of ~$100 million.  


McLymont / Volcano (B.C.) – The $300 million, 66 MW McLymont Creek and 16 MW 
Volcano Creek projects (underpinned by 60-year PPAs with B.C. Hydro) are expected to be 
completed in late 2015, generating ~$30 million of annualized EBITDA. The company has 
filed for environmental approvals and expects to begin construction in Q2 2012.  


Estimate revisions – reducing near-term power price assumptions 


In line with the downward revision to our NBF Energy Group’s natural gas price deck 
(“Diff”rent strokes”, April 10, 2012 available at www.nbfinancial.com), we have trimmed our 
2012e and 2013e Alberta power price assumptions. Overall, we forecast 2012e and 2013e 
Alberta power prices of $49/MWh and $55/MWh (was $60/MWh) reflecting market heat rates 
(power price divided by the cost of AECO natural gas) of ~27x and ~21x. Our market heat 
rates sit above the historical average of ~12x as a result of four-to-five major outages 
announced across TransAlta’s and Capital Power’s base-load coal fleet in 2012e and 2013e.  
That said, our long-term power price assumption of $60/MWh remains unchanged. 
Elsewhere, we have bumped up our NGL volume assumptions and trimmed our G&A 
expenditures in line with the quarter.  


NBF - ALBERTA POWER PRICE ASSUMPTIONS


2011 2012e 2013e Long-term (2013e+)


Actual Prev. Rev. Prev. Rev. Prev. Rev.


Aeco Gas (Cdn/mcf) $3.62 $2.85 $1.80 $3.45 $2.60 $4.13 $4.08 


Market Heat Rate 21.1x 21.1x 27.2x 17.4x 21.2x 14.5x 14.7x


Power Price ($/MWh) $76.22 $60.00 $49.00 $60.00 $55.00 $60.00 $60.00 


Source: NBF Estimates  
Overall, our 2013e AFFO per share (FD) decreases $0.11 (-3%) to $3.50 while our 2013e 
EPS declines a similar $0.09 to $1.86. We forecast a 2013e AFFO payout ratio of 41% (high 
payout group avg.: 75%) and a 2013e EPS payout ratio of 78% (low payout group avg.: 
75%). On the leverage front, our 2013e D/EBITDA nudges up to 6.1x from 5.9x (low payout 
group avg.: 5.1x). Going forward, we continue to call for a 4% dividend increase to 
$1.44/share annually beginning late 2012 (from $1.38/share currently). 
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2013 ESTIMATE CHANGES


Previous Revised Change Comments


Operating Margin


Gas 225 202 227 379 2 177 1% NGL volumes ↑, FG&P shut-ins ↓
Power Generation 124 410 109 798 -14 612 -12% Reduced power price outlook ↓
Utilities 197 430 197 234 -196 0%
Corporate -4 000 -4 000 0 0%


543 042 530 411 -12 631 -2%


G&A -36 000 -34 000 2 000 -6% Quarterly adjustment ↑
EBITDA 507 042 496 411 -10 631 -2%


Net interest expense -81 089 -81 337 -248 0%
Cash taxes -14 410 -14 410 0 0%
Other 2 000 2 000 0 0%


FFO 413 543 402 664 -10 879 -3%


Maintenance capex -31 000 -31 000 0 0%
AFFO 382 543 371 664 -10 879 -3%


per share 3.61        3.50        -$0.11 -3%
Dividend per share 1.45        1.45        $0.00 0%
AFFO Payout 40% 41% 1% 3%


Earnings


Future income tax -50 991 -48 951 2 040 -4%
DD&A -154 000 -154 000 0 0%


220 961 212 122 -8 839 -4%


per share 1.95        1.86        -$0.09 -5%
EPS Payout 74% 78% 4% 5%


Source: NBF  


Target unchanged, relative valuation underpins Outperform rating 


With little change to our long-term cash flow estimates, we maintain our $34.50 target – 
which is based on a risk-adjusted dividend yield of 4.25% (unchanged) applied to our 2013e 
dividend of $1.45/share, a 13.75x (was 13.25x) multiple of our 2013e Free-EBITDA of $465 
million, and our discounted cash flow valuation of $34.50 (was $35.00).  


As shown below, ALA currently trades at a discount to the high payout group with a 2013e 
P/AFFO multiple of 8.8x (group avg.: 12.1x) despite a group low AFFO payout ratio of 41% 
(group avg.: 75%). Combined with a 12-month total return opportunity of 16.5% (group avg.: 
11.9%), we maintain our Outperform rating.  


P/AFFO VS. AFFO PAYOUT


Note: VNR trades at 17x AFFO with a 109% AFFO payout ratio. 
NPI trades at 16x AFFO with a 118% AFFO payout ratio. 
Source: NBF Estimates
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AltaGas Ltd. 2012e 2013e


Previous Revised Previous Revised


SUMMARY INFORMATION ($mlns)


Average Shares (mln) 93.4 93.8 105.8 106.2
Ending Shares (mln) 104.8 105.3 106.8 107.2
Fully Diluted Shares (mln) 93.4 93.8 105.8 106.2
Operating Margin


Gas 194.1 188.6 225.2 227.4
Utility 96.4 99.6 197.4 197.2
Power 118.5 105.2 124.4 109.8


Corporate & G&A -37.0 -31.3 -40.0 -38.0
EBITDA 371.9 362.0 507.0 496.4
FFO 296.5 287.1 413.5 402.7
Maintenance Capital 12.3 12.4 31.0 31.0
AFFO 284.2 274.8 382.5 371.7
Dividends 140.7 141.2 153.5 154.1
Growth Capital 1 822.8 1 843.3 445.0 445.0
Adj. Free Cash Flow(1) -1 538.6 -1 568.5 -62.4 -73.3
Equity Issued (net) 440.3 442.3 58.3 58.6
Ending Net Debt 2 836.8 2 875.6 2 994.4 3 044.5


D / EBITDA 7.6 7.9 5.9 6.1
D / Total Capital(2) 64% 64% 64% 64%
D / Total Capital(3) 59% 60% 59% 60%


CF / D(4) 14% 13% 14% 14%
CF / Interest(5) 5.0 5.4 6.1 6.0


PER SHARE AMOUNTS


Net Debt 27.06 27.32 28.04 28.39


EBITDA 3.96 3.83 4.79 4.67


EPS - FD 1.64 1.61 1.95 1.86


Cash Flow - FD 3.29 3.17 3.91 3.79


AFFO - FD 3.03 2.91 3.61 3.50


Dividends 1.39 1.39 1.45 1.45


earnings payout ratio 95% 96% 74% 78%
FFO payout ratio 47% 49% 37% 38%


AFFO payout ratio 49% 51% 40% 41%
DRIP participation 38% 38% 38% 38%


(1) AFFO less growth capital. 
(2) Including preferred shares as debt. 
(3) Excluding preferred shares as debt. 
(4) CFO before changes in working capital divided by average 2-year total debt. 
(5) CFO before changes in working capital plus net interest expense divided 
by interest on debt less interest income. 
Source: NBF Estimates, Company Reports  
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DISCLOSURES:   


Ratings And What They Mean:   PRIMARY STOCK RATING: NBF has a three-tiered rating system that is relative to the coverage universe of the 
particular analyst. Here is a brief description of each: Outperform – The stock is expected to outperform the analyst’s coverage universe over the next 12 
months;    Sector Perform – The stock is projected to perform in line with the sector over the next 12 months; Underperform – The stock is expected to 
underperform the sector over the next 12 months.    SECONDARY STOCK RATING: Under Review − Our analyst has withdrawn the rating because of 
insufficient information and is awaiting more information and/or clarification; Tender − Our analyst is recommending that investors tender to a specific 
offering for the company’s stock; Restricted − Because of ongoing investment banking transactions or because of other circumstances, NBF policy and/or 
laws or regulations preclude our analyst from rating a company’s stock.   INDUSTRY RATING: NBF has an Industry Weighting system that reflects the view 
of our Economics & Strategy Group, using its sector rotation strategy. The three tiered system rates industries as Overweight, Market Weight and 
Underweight, depending on the sector’s projected performance against broader market averages over the next 12 months.    RISK RATING: NBF utilizes 
a four-tiered risk rating system, Low, Average, Above Average and Speculative. The system attempts to evaluate risk against the overall market. In 
addition to sector-specific criteria, analysts also utilize quantitative and qualitative criteria in choosing a rating. The criteria include predictability of financial 
results, share price volatility, credit ratings, share liquidity and balance sheet quality. 
General – National Bank Financial (NBF) is an indirect wholly owned subsidiary of National Bank of Canada. National Bank of Canada is a public company 
listed on Canadian stock exchanges. 
The particulars contained herein were obtained from sources which we believe to be reliable but are not guaranteed by us and may be incomplete. The 
opinions expressed are based upon our analysis and interpretation of these particulars and are not to be construed as a solicitation or offer to buy or sell 
the securities mentioned herein.  


Research Analysts – The Research Analyst(s) who prepare these reports certify that their respective report accurately reflects his or her personal opinion 
and that no part of his/her compensation was, is, or will be directly or indirectly related to the specific recommendations or views as to the securities or 
companies. 
NBF compensates its Research Analysts from a variety of sources. The Research Department is a cost centre and is funded by the business activities of 
NBF including, Institutional Equity Sales and Trading, Retail Sales, the correspondent clearing business, and Corporate and Investment Banking. Since 
the revenues from these businesses vary, the funds for research compensation vary. No one-business line has a greater influence than any other for 
Research Analyst compensation. 
Canadian Residents – In respect of the distribution of this report in Canada, NBF accepts responsibility for its contents. To make further inquiry related to 
this report, Canadian residents should contact their NBF professional representative. To effect any transaction, Canadian residents should contact their 
NBF Investment advisor.    
U.S. Residents – With respect to the distribution of this report in the United States of America, NBF Securities (USA) Corp., an affiliate of NBF, accepts 
responsibility for its contents, subject to any terms set out above. To make further inquiry related to this report, United States residents should contact their 
NBF Securities (USA) Corp. professional representative. To effect any transaction, United States residents should contact their NBF Securities (USA) Corp. 
investment advisor. 
UK Residents – In respect of the distribution of this report to UK residents, NBF has approved this financial promotion for the purposes of Section 21(1) of 
the Financial Services and Markets Act 2000. NBF and/or its parent and/or any companies within or affiliates of the National Bank of Canada group and/or 
any of their directors, officers and employees may have or may have had interests or long or short positions in, and may at any time make purchases and/or 
sales as principal or agent, or may act or may have acted as market maker in the relevant securities or related financial instruments discussed in this report, 
or may act or have acted as investment and/or commercial banker with respect thereto. The value of investments can go down as well as up. Past 
performance will not necessarily be repeated in the future. The investments contained in this report are not available to private customers. This report does 
not constitute or form part of any offer for sale or subscription of or solicitation of any offer to buy or subscribe for the securities described herein nor shall 
it or any part of it form the basis of or be relied on in connection with any contract or commitment whatsoever. 
This information is only for distribution to non-private customers in the United Kingdom within the meaning of the rules of the Regulated by the Financial 
Services Authority.  
Copyright – This report may not be reproduced in whole or in part, or further distributed or published or referred to in any manner whatsoever, nor may the 
information, opinions or conclusions contained in it be referred to without in each case the prior express written consent of National Bank Financial. 


NBF is a member of the Canadian Investor Protection Fund. 


 


NBF quarterly ratings summary and the total ratings by month can be found on our website under Research and Analysis/Equities/About NBF 
Research/Quarterly Ratings Summary (link attached) http://www.nbcn.ca/cmst/site/index.jhtml?navid=803&templateID=249 


 


The NBF Research Dissemination Policy is available on our website under Legal/Research Policy (link attached) 
http://www.nbcn.ca/cmst/site/index.jhtml?navid=712&templateid=243 


 


Click on the following link to see the company specific disclosures http://www.nbcn.ca/contactus/disclosures.html 
 


If a company specific disclosure is not found herein for a listed company, NBF at this time does not provide research coverage or stock rating 


for the company in question. 
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ADDITIONAL COMPANY RELATED DISCLOSURES (AltaGas; ALA) 
In the past 12 months NBF has not acted as financial advisor, fiscal agent or underwriter for the company that is the subject of this report. NBF may act in 
such a capacity in the future and receive, or expect to receive, compensation for such activities. 
NBF is an indirect wholly owned subsidiary of the National Bank of Canada. From time to time the National Bank of Canada may enter into lending or 
financial arrangements with companies that are the subject of NBF Research Reports. At the date of this report, National Bank of Canada is  a lender to the 
company which is the subject of this report.  
NBF and/or its Affiliates may have a position in the securities mentioned herein and may make purchases and/or sales of these securities from time to time 
in the open market or otherwise. On the last day of the month preceding the date of this report, NBF and its Affiliates held in the aggregate less than 1%  of 
the outstanding shares (of any class of equity securities) of this issuer. (14) 


 







Stock Rating: Outperform
Risk Rating: Average


June 18, 2012 AltaGas Ltd.
ALA (TSX) $28.63
TARGET PRICE: $34.50
DIVIDEND YIELD 5.0%
TOTAL RETURN: 25.5%


52-week range $32.67 - $21.25
Shares Outstanding (mln) 103.7
Free Float 100%
Market Capitalization ($ mln) $2 970


Fiscal Year End: Dec. 31


2011a 2012e 2013e


AFFO/Share - f.d. $2.37 $2.91 $3.50
P/AFFO 12.1x 9.8x 8.2x
D/EBITDA 5.6x 7.9x 6.1x
EV/Free-EBITDA 20.8x 15.5x 11.7x
Dividends $1.33 $1.39 $1.45
AFFO Payout Ratio 55% 51% 41%
Dividend Yield 4.6% 4.8% 5.1%


March 31, 2012


Convertible Debs (mln) $0
Net Debt (mln) $2 460
Enterprise Value $5 430
Net Debt to EV 45%
Book Value/Share $13.20


Patrick Kenny, CFA
403.290.5451
patrick.kenny@nbc.ca


Associate:
Anthony Sze, CA, CFA
403.290.5445
anthony.sze@nbc.ca


Disclosures on the following page…


Industry Rating: 
Market Weight - Energy Equipment & Services; Oil, Gas & Consumable fuels


Overweight - Utilities


COMPANY PROFILE (All $ terms are Cdn)
AltaGas Ltd.'s business consists of NGL extraction, fractionation and terminalling and natural 
gas and NGL transmission pipelines (E&T), natural gas field gathering and processing (FG&P), 
power generation, regulated distribution and energy management services.


INVESTMENT HIGHLIGHTS
AltaGas reiterated its expectation that dividend growth is expected to be modest until 2014
when the $725 million Forrest Kerr project comes into operation. Recall, in October 2011, 
AltaGas increased its dividend by 5% to $1.38/share annually. Going forward, we continue to call 
for a 4% dividend increase to $1.44/share annually beginning late 2012 (currently $1.38/share). 
Meanwhile, the company is poised for multiple expansion given its relatively attractive valuation 
and payout metrics - ALA currently trades at a discount to the high payout group with a 2013e 
P/AFFO multiple of 8.2x (group avg.: 12.0x) despite a group low AFFO payout ratio of 41% 
(group avg.: 75%). Elsewhere, with ~$1.3 billion in available tax pools and another ~$2.0 billion 
in capital spending through 2017e, the company expects to be cash taxable after 2016e. 


GROWTH PROFILE
On Feb. 1, 2012, ALA announced that it has entered into an agreement to acquire SEMCO 
Holding Corporation for US$1.1 billion (regulated utility infrastructure assets). The acquisiton 
represents a rate base multiple of ~1.6x - a slight premium to precedent transaction multiples of 
~1.4x. For 2012, organic growth capital expenditures is expected to top $700 million. On the gas 
front, the $260 million, 120 mmcf/d Gordondale gas processing facility (expected online late 
2012), and the $170 million Harmattan Co-stream project (expected online Q3 2012) remain on 
track. Combined, the projects are expected to generate EBITDA of ~$50-60 million per year. On 
the power front, ALA is currently constructing the $725 million, 195 MW Forrest Kerr run-of-river 
hydro-electric project (expected online mid-2014) and developing the ~$300 million 55-70 MW 
McLymont Creek and 15-18 MW Volcano Creek run-of-river projects (expected online 2015 / 
2016). 


RISK FACTORS
Future cash flows from ALA's Sundance B PPAs are exposed to fluctuations in Alberta power 
prices as well as rising environmental cost pressures, which could have a material impact on 
cash flows. Cash flows from the E&T and FG&P segments are dependent upon the future 
development programs of area natural gas producers, in which AltaGas has no control. To the 
extent producers do not discover reserves sufficient to offset natural production declines, or 
drilling activity is curtailed owing to a shift in natural gas price fundamentals, ALA's future cash 
flows could decline. Market values of interest rate sensitive companies generally move inversely 
with interest rates, should interest rates rise, or credit spreads widen, the share price of interest 
rate sensitive companies such as AltaGas may come under pressure.


VALUATION
Our $34.50 target is based on a risk-adjusted dividend yield of 4.25% applied to our 2013e 
dividend of $1.45/share, a 13.75x multiple of our 2013e Free-EBITDA of $465 million, and our 
discounted cash flow valuation of $34.50. With a 26% 12-month total return opportunity profile, 
we rate AltaGas an Outperform.


AltaGas Ltd.
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DISCLOSURES:   


Ratings And What They Mean:   PRIMARY STOCK RATING: NBF has a three-tiered rating system that is relative to the coverage universe of the particular analyst. 


Here is a brief description of each: Outperform – The stock is expected to outperform the analyst’s coverage universe over the next 12 months;    Sector Perform – 


The stock is projected to perform in line with the sector over the next 12 months; Underperform – The stock is expected to underperform the sector over the next 12 


months.    SECONDARY STOCK RATING: Under Review − Our analyst has withdrawn the rating because of insufficient information and is awaiting more 


information and/or clarification; Tender − Our analyst is recommending that investors tender to a specific offering for the company’s stock; Restricted − Because of 


ongoing investment banking transactions or because of other circumstances, NBF policy and/or laws or regulations preclude our analyst from rating a company’s 


stock.   INDUSTRY RATING: NBF has an Industry Weighting system that reflects the view of our Economics & Strategy Group, using its sector rotation strategy. The 


three tiered system rates industries as Overweight, Market Weight and Underweight, depending on the sector’s projected performance against broader market 


averages over the next 12 months.    RISK RATING: NBF utilizes a four-tiered risk rating system, Low, Average, Above Average and Speculative. The system 


attempts to evaluate risk against the overall market. In addition to sector-specific criteria, analysts also utilize quantitative and qualitative criteria in choosing a rating. 


The criteria include predictability of financial results, share price volatility, credit ratings, share liquidity and balance sheet quality. 


General – National Bank Financial (NBF) is an indirect wholly owned subsidiary of National Bank of Canada. National Bank of Canada is a public company listed on 


Canadian stock exchanges. 


The particulars contained herein were obtained from sources which we believe to be reliable but are not guaranteed by us and may be incomplete. The opinions 


expressed are based upon our analysis and interpretation of these particulars and are not to be construed as a solicitation or offer to buy or sell the securities 


mentioned herein.  


Research Analysts – The Research Analyst(s) who prepare these reports certify that their respective report accurately reflects his or her personal opinion and that 


no part of his/her compensation was, is, or will be directly or indirectly related to the specific recommendations or views as to the securities or companies. 


NBF compensates its Research Analysts from a variety of sources. The Research Department is a cost centre and is funded by the business activities of NBF 


including, Institutional Equity Sales and Trading, Retail Sales, the correspondent clearing business, and Corporate and Investment Banking. Since the revenues from 


these businesses vary, the funds for research compensation vary. No one-business line has a greater influence than any other for Research Analyst compensation. 


Canadian Residents – In respect of the distribution of this report in Canada, NBF accepts responsibility for its contents. To make further inquiry related to this report, 


Canadian residents should contact their NBF professional representative. To effect any transaction, Canadian residents should contact their NBF Investment advisor.    


U.S. Residents – With respect to the distribution of this report in the United States of America, NBF Securities (USA) Corp., an affiliate of NBF, accepts responsibility 


for its contents, subject to any terms set out above. To make further inquiry related to this report, United States residents should contact their NBF Securities (USA) 


Corp. professional representative. To effect any transaction, United States residents should contact their NBF Securities (USA) Corp. investment advisor. 


UK Residents – In respect of the distribution of this report to UK residents, NBF Securities UK has approved the contents (including, where necessary, for the 


purposes of Section 21(1) of the Financial Services and Markets Act 2000). NBF Securities UK and/or its parent and/or any companies within or affiliates of the 


National Bank of Canada group and/or any of their directors, officers and employees may have or may have had interests or long or short positions in, and may at 


any time make purchases and/or sales as principal or agent, or may act or may have acted as market maker in the relevant securities or related financial instruments 


discussed in this report, or may act or have acted as investment and/or commercial banker with respect thereto. The value of investments can go down as well as up. 


Past performance will not necessarily be repeated in the future. The investments contained in this report are not available to retail customers. This report does not 


constitute or form part of any offer for sale or subscription of or solicitation of any offer to buy or subscribe for the securities described herein nor shall it or any part of 


it form the basis of or be relied on in connection with any contract or commitment whatsoever. 


This information is only for distribution to Eligible Counterparties and Professional Clients in the United Kingdom within the meaning of the rules of the Financial 


Services Authority. NBF Securities UK is authorized and regulated by the Financial Services Authority in the United Kingdom and has its registered office at 71 


Fenchurch Street, London, EC3M 4HD.  


Copyright – This report may not be reproduced in whole or in part, or further distributed or published or referred to in any manner whatsoever, nor may the 


information, opinions or conclusions contained in it be referred to without in each case the prior express written consent of National Bank Financial. 


NBF is a member of the Canadian Investor Protection Fund. 


 


NBF quarterly ratings summary and the total ratings by month can be found on our website under Research and Analysis/Equities/About NBF 


Research/Quarterly Ratings Summary (link attached) http://www.nbcn.ca/cmst/site/index.jhtml?navid=803&templateID=249 


 


The NBF Research Dissemination Policy is available on our website under Legal/Research Policy (link attached) 


http://www.nbcn.ca/cmst/site/index.jhtml?navid=712&templateid=243 


 


Click on the following link to see the company specific disclosures http://www.nbcn.ca/contactus/disclosures.html 


 


If a company specific disclosure is not found herein for a listed company, NBF at this time does not provide research coverage or stock rating for the 


company in question 
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ADDITIONAL COMPANY RELATED DISCLOSURES  


 


In the past 12 months NBF acted as financial advisor, fiscal agent, or underwriter to the company that is the subject of this report and received remuneration for its 


services.  


NBF is an indirect wholly owned subsidiary of the National Bank of Canada. From time to time the National Bank of Canada may enter into lending or financial 


arrangements with companies that are the subject of NBF Research Reports. At the date of this report, National Bank of Canada is a lender to the company which is 


the subject of this report.  


NBF and/or its Affiliates may have a position in the securities mentioned herein and may make purchases and/or sales of these securities from time to time in the 


open market or otherwise. On the last day of the month preceding the date of this report, NBF and its Affiliates held in the aggregate less than 1%  of the outstanding 


shares (of any class of equity securities) of this issuer. (6) 
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Title: AltaGas Ltd. - ALA (T) Cdn$28.39 Price: Cdn$28.39 StockRating: Outperform TargetPrice: Cdn$35.00 Headline: Reducing commodity exposure; stock poised for multiple 


June 20, 2012 The NBF Daily Bulletin
Pipelines, Utilities & Energy Infrastructure


 
AltaGas Ltd. 


ALA (T) Cdn$28.39
Stock Rating: Outperform


(Unchanged) 


Target: Cdn$35.00
 (Was $34.50) 


Risk Rating: Average


$120-mln liquids-rich midstream expansion 


Reducing commodity exposure; stock 
poised for multiple expansion 


 (Unchanged) 


Est. Total Return 28.3%  


HIGHLIGHTS Stock Data:


52-week High-Low (Canada) $32.67 - $21.25


Bloomberg/Reuters: Canada ALA.TO


(Year-End December 31) 2011e 2012e 2013e


AFFO/share - basic $2.41 $2.91 $3.50


AFFO/share - f.d. $2.37 $2.91 $3.50


P / AFFO 13.4x 9.8x 8.1x


EPS - f.d. $0.99 $1.61 $1.86


Earnings Payout 134% 97% 78%


D/EBITDA 5.6x 8.0x 6.4x


EV/Free-EBITDA 20.6x 15.4x 11.6x


Dividends $1.33 $1.39 $1.45


Dividend Yield 4.2% 4.9% 5.1%


AFFO Payout Ratio 55% 51% 41%


Financial Data: 


Shares Outstanding (mln) 103.7         


Book Value per Share $13.20


Market Capitalization ($mln) $2 945


Price/Book Ratio 2.2x


Net Debt ($mln) $2 457


Net Debt/Enterprise Value 45%


Debt/ 12 Distr CF 10.6x


Total Return 28.3%


 
Industry Rating: 
 
Overweight – Utilities  
Market Weight – Energy Equipment & Services, Oil, Gas & 
Consumable Fuels 
(NBF Economics & Strategy Group) 


 $120-mln liquids-rich midstream expansion
AltaGas announced that it entered into an agreement with 
Quatro Resources Inc. to acquire a 50% interest in Quatro’s 
midstream assets for $20 million – including Quatro’s 87% 
interest in the 75 mmcf/d Gilby gas plant (expected closing Q3 
2012). In addition, ALA will construct a $100 million, 70-km 
pipeline, connecting the newly acquired Gilby gas plant and 
ALA’s existing 30 mmcf/d Sylvan Lake gas plant to the 
company’s deep-cut turbo expander facility at the 250 mmcf/d 
Joffre Ethane Extraction Plant (in-service late 2013).  Volumes 
from the pipeline are underpinned by a long-term 
fee-for-service contract with no commodity-price exposure.  


 Estimates: ~3% accretive to long-term estimates 
Beginning late 2013, we estimate $0.11/share (~3%) 
accretion to our 2013e AFFO per share (FD). Going forward, 
we continue to call for a 4% dividend bump to $1.44/share 
annually beginning late 2012 (from $1.38/share currently).   


 $35 tgt, Outperform: stock poised for multiple expansion 
Based on our estimated long-term accretion to our estimates, 
our target bumps up $0.50 to $35.00. In addition to the $120 
million liquids-rich midstream expansion, by year-end 2014, 
ALA is expected to place into service the $725 million Forrest 
Kerr hydro-electric project. Pro forma, ALA’s cash flow risk 
profile transitions to ~77% fee-for-service / cost-of-service 
from 2013e levels of ~66% while reducing its 
commodity-based exposure to ~22% from ~33%. Meanwhile, 
ALA continues to trade at a significant discount to the high 
payout group with a 2013e P/AFFO multiple of 8.1x (group 
avg.: 12.0x) despite a group low AFFO payout ratio of 41% 
(group avg.: 74%). Combined with a 12-month total return 
opportunity of 28.3% (group avg.: 15.6%), we reiterate our 
Outperform rating. 


Stock Performance Company Profile: 
AltaGas Ltd.’s business consists of NGL extraction and 
terminalling (E&T); natural gas field gathering and 
processing (FG&P); power generation, utility distribution 
assets and energy management services. The company’s 
assets are located predominantly throughout Alberta and 
NE British Columbia. 


Patrick Kenny, CFA - (403) 290-5451 
patrick.kenny@nbc.ca 
 


 
Associate: Anthony Sze, CA, CFA - (403) 290-5445 
anthony.sze@nbc.ca 
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$120-mln liquids-rich midstream expansion 


AltaGas announced that it has entered into an agreement with Quatro Resources Inc. 
(Quatro; a private oil & gas company operating in the Hoadley Glauconite region in 
west-central Alberta) to acquire a 50% interest in Quatro’s midstream assets for $20 million – 
including Quatro’s 87% interest in the 75 mmcf/d Gilby gas plant. The transaction is expected 
to close in Q3 2012.  


In addition, ALA will construct a $100 million, 70-km pipeline which will connect the newly 
acquired Gilby gas plant and ALA’s existing 30 mmcf/d Sylvan Lake gas plant to the 
company’s deep-cut turbo expander facility at the Joffre Ethane Extraction Plant (JEEP; 250 
mmcf/d inlet capacity). Volumes from the pipeline are underpinned by a long-term 
fee-for-service contract with no direct commodity-price exposure. Upon commercial 
operations expected by late 2013, the pipeline will provide area producers in west-central 
Alberta (Hoadley Glauconite / Duvernay formations) with the ability to increase recovery of 
C2+ NGLs – potentially leading towards future expansions of the pipeline system.  


WEST CENTRAL ALBERTA - HOADLEY GLAUCONITE


Source: GeoScout, NBF


Joffre


Sylvan


Gilby


Red Deer


 


Estimates: ~3% accretive to long-term estimates 


As shown below, based on an estimated after-tax unlevered IRR of 12% and a 10-year 
processing and transportation agreement, we estimate that the projects will add $0.11/share 
(~3%) to our 2013e AFFO per share (FD) of $3.50 (payout: 41%; group avg.: 74%).  


ALA - JOFFRE PIPELINE 2014+ AFFO/SH ACCRETION
(1)


AT-IRR


10% 11% 12% 13% 14%


0.10               0.10               0.11               0.11               0.12               


Percentage Accretion to 2013e AFFO/Sh


2.9% 2.9% 3.1% 3.1% 3.4%


(1) Based on 2013e shares FD-WA shares of 106.2 million, interest 


charges of 5%, and a 10-yr processing agreement. 


Source: NBF Estimates  


On the earnings front, we forecast 2013e fully-diluted EPS of $1.86 (unchanged) and a 
2013e EPS payout ratio of 78% (low payout group avg.: 72%). Meanwhile, our 2013e 
D/EBITDA nudges up to 6.4x from 6.1x (low payout group avg.: 5.3x). Going forward, we 
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continue to call for a 4% dividend increase to $1.44/share annually beginning late 2012 (from 
$1.38/share currently). 


$35.00 target, Outperform: positioned for multiple expansion 


In line with our estimated accretion to our long-term estimates, our target bumps up $0.50 to 
$35.00. Our target is based on a risk-adjusted dividend yield of 4.25% (unchanged) applied 
to our 2013e dividend of $1.45/share, a 14.00x (was 13.75x) multiple of our 2013e 
Free-EBITDA of $467 million, and our discounted cash flow valuation of $35.25 (was 
$34.50). 


In addition to today’s announced expansion, by year-end 2014e, AltaGas is expected to 
place into service the $725 million Forrest Kerr hydro-electric project – expected to contribute 
~$100 million of annual EBITDA. As such, we estimate ALA’s cash flow risk profile will 
transition to ~77% fee-for-service / cost-of-service upon commercial operations of both 
projects from 2013e levels of ~66% while reducing the company’s commodity-based cash 
flow exposure to ~22% from ~33%.  


ALA - 2013E CASH FLOW RISK (NBF) ALA - PRO-FORMA 2013E CASH FLOW RISK
(1)


Source: NBF Estimates (1) Pro-forma accretion from the $725-mln Forrest Kerr project and 


$120 million gas gathering and NGL processing expansion.


Source: NBF Estimates
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Meanwhile, the stock continues to trade at a significant discount to the high payout group 
with a 2013e P/AFFO multiple of 8.1x (group avg.: 12.0x) despite a group low AFFO payout 
ratio of 41% (group avg.: 74%). Combined with a 12-month total return opportunity of 28.3% 
(group avg.: 15.6%), we maintain our Outperform rating.  


P/AFFO VS. AFFO PAYOUT


Note: VNR trades at 16x AFFO with a 109% AFFO payout ratio. 


NPI trades at 16x AFFO with a 118% AFFO payout ratio. 


Source: NBF Estimates
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AltaGas Ltd. 2012e 2013e


Previous Revised Previous Revised


SUMMARY INFORMATION ($mlns)


Average Shares (mln) 93.8 93.8 106.2 106.2
Ending Shares (mln) 105.3 105.3 107.2 107.2
Fully Diluted Shares (mln) 93.8 93.8 106.2 106.2
Operating Margin


Gas 188.6 188.8 227.4 228.5


Utility 99.6 99.6 197.2 197.2


Power 105.2 105.2 109.8 109.8


Corporate & G&A -31.3 -31.3 -38.0 -38.0


EBITDA 362.0 362.2 496.4 497.6


FFO 287.1 286.9 402.7 402.8


Maintenance Capital 12.4 12.4 31.0 31.0


AFFO 274.8 274.6 371.7 371.8


Dividends 141.2 141.2 154.1 154.1


Growth Capital 1 843.3 1 883.3 445.0 525.0


Adj. Free Cash Flow
(1)


-1 568.5 -1 608.7 -73.3 -153.2


Equity Issued (net) 442.3 442.3 58.6 58.6


Ending Net Debt 2 875.6 2 915.9 3 044.5 3 164.6


D / EBITDA 7.9 8.0 6.1 6.4


D / Total Capital
(2)


64% 64% 64% 65%


D / Total Capital
(3)


60% 60% 60% 61%


CF / D
(4)


13% 13% 14% 13%


CF / Interest
(5)


5.4 5.4 6.0 5.9


PER SHARE AMOUNTS


Net Debt 27.32 27.70 28.39 29.51


EBITDA 3.83 3.84 4.67 4.68


EPS - FD 1.61 1.61 1.86 1.86


Cash Flow - FD 3.17 3.16 3.79 3.79


AFFO - FD 2.91 2.91 3.50 3.50


Dividends 1.39 1.39 1.45 1.45


earnings payout ratio 96% 97% 78% 78%


FFO payout ratio 49% 49% 38% 38%


AFFO payout ratio 51% 51% 41% 41%


DRIP participation 38% 38% 38% 38%


(1) AFFO less growth capital. 


(2) Including preferred shares as debt. 


(3) Excluding preferred shares as debt. 


(4) CFO before changes in working capital divided by average 2-year total debt. 


(5) CFO before changes in working capital plus net interest expense divided 


by interest on debt less interest income. 


Source: NBF Estimates, Company Reports  


 


DISCLOSURES:   


Ratings And What They Mean:   PRIMARY STOCK RATING: NBF has a three-tiered rating system that is relative to the coverage universe of the 


particular analyst. Here is a brief description of each: Outperform – The stock is expected to outperform the analyst’s coverage universe over the next 12 


months;    Sector Perform – The stock is projected to perform in line with the sector over the next 12 months; Underperform – The stock is expected to 


underperform the sector over the next 12 months.    SECONDARY STOCK RATING: Under Review − Our analyst has withdrawn the rating because of 


insufficient information and is awaiting more information and/or clarification; Tender − Our analyst is recommending that investors tender to a specific 


offering for the company’s stock; Restricted − Because of ongoing investment banking transactions or because of other circumstances, NBF policy and/or 


laws or regulations preclude our analyst from rating a company’s stock.   INDUSTRY RATING: NBF has an Industry Weighting system that reflects the view 


of our Economics & Strategy Group, using its sector rotation strategy. The three tiered system rates industries as Overweight, Market Weight and 


Underweight, depending on the sector’s projected performance against broader market averages over the next 12 months.    RISK RATING: NBF utilizes 


a four-tiered risk rating system, Low, Average, Above Average and Speculative. The system attempts to evaluate risk against the overall market. In 


addition to sector-specific criteria, analysts also utilize quantitative and qualitative criteria in choosing a rating. The criteria include predictability of financial 


results, share price volatility, credit ratings, share liquidity and balance sheet quality. 


General – National Bank Financial (NBF) is an indirect wholly owned subsidiary of National Bank of Canada. National Bank of Canada is a public company 


listed on Canadian stock exchanges. 


The particulars contained herein were obtained from sources which we believe to be reliable but are not guaranteed by us and may be incomplete. The 


opinions expressed are based upon our analysis and interpretation of these particulars and are not to be construed as a solicitation or offer to buy or sell 


the securities mentioned herein.  


Research Analysts – The Research Analyst(s) who prepare these reports certify that their respective report accurately reflects his or her personal opinion 


and that no part of his/her compensation was, is, or will be directly or indirectly related to the specific recommendations or views as to the securities or 


companies. 


NBF compensates its Research Analysts from a variety of sources. The Research Department is a cost centre and is funded by the business activities of 


NBF including, Institutional Equity Sales and Trading, Retail Sales, the correspondent clearing business, and Corporate and Investment Banking. Since 
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the revenues from these businesses vary, the funds for research compensation vary. No one-business line has a greater influence than any other for 


Research Analyst compensation. 


Canadian Residents – In respect of the distribution of this report in Canada, NBF accepts responsibility for its contents. To make further inquiry related to 


this report, Canadian residents should contact their NBF professional representative. To effect any transaction, Canadian residents should contact their 


NBF Investment advisor.    


U.S. Residents – With respect to the distribution of this report in the United States of America, NBF Securities (USA) Corp., an affiliate of NBF, accepts 


responsibility for its contents, subject to any terms set out above. To make further inquiry related to this report, United States residents should contact their 


NBF Securities (USA) Corp. professional representative. To effect any transaction, United States residents should contact their NBF Securities (USA) Corp. 


investment advisor. 


UK Residents – In respect of the distribution of this report to UK residents, NBF Securities UK has approved the contents (including, where necessary, for 


the purposes of Section 21(1) of the Financial Services and Markets Act 2000). NBF Securities UK and/or its parent and/or any companies within or 


affiliates of the National Bank of Canada group and/or any of their directors, officers and employees may have or may have had interests or long or short 


positions in, and may at any time make purchases and/or sales as principal or agent, or may act or may have acted as market maker in the relevant 


securities or related financial instruments discussed in this report, or may act or have acted as investment and/or commercial banker with respect thereto. 


The value of investments can go down as well as up. Past performance will not necessarily be repeated in the future. The investments contained in this 


report are not available to retail customers. This report does not constitute or form part of any offer for sale or subscription of or solicitation of any offer to 


buy or subscribe for the securities described herein nor shall it or any part of it form the basis of or be relied on in connection with any contract or 


commitment whatsoever. 


This information is only for distribution to Eligible Counterparties and Professional Clients in the United Kingdom within the meaning of the rules of the 


Financial Services Authority. NBF Securities UK is authorized and regulated by the Financial Services Authority in the United Kingdom and has its 


registered office at 71 Fenchurch Street, London, EC3M 4HD 


Copyright – This report may not be reproduced in whole or in part, or further distributed or published or referred to in any manner whatsoever, nor may the 


information, opinions or conclusions contained in it be referred to without in each case the prior express written consent of National Bank Financial. 


NBF is a member of the Canadian Investor Protection Fund. 


 


NBF quarterly ratings summary and the total ratings by month can be found on our website under Research and Analysis/Equities/About NBF 


Research/Quarterly Ratings Summary (link attached) http://www.nbcn.ca/cmst/site/index.jhtml?navid=803&templateID=249 


 


The NBF Research Dissemination Policy is available on our website under Legal/Research Policy (link attached) 


http://www.nbcn.ca/cmst/site/index.jhtml?navid=712&templateid=243 


 


Click on the following link to see the company specific disclosures http://www.nbcn.ca/contactus/disclosures.html 


 


If a company specific disclosure is not found herein for a listed company, NBF at this time does not provide research coverage or stock rating 


for the company in question. 


 


ADDITIONAL COMPANY RELATED DISCLOSURES (AltaGas; ALA) 


In the past 12 months NBF has not acted as financial advisor, fiscal agent or underwriter for the company that is the subject of this report. NBF may act in 


such a capacity in the future and receive, or expect to receive, compensation for such activities. 


NBF is an indirect wholly owned subsidiary of the National Bank of Canada. From time to time the National Bank of Canada may enter into lending or 


financial arrangements with companies that are the subject of NBF Research Reports. At the date of this report, National Bank of Canada is  a lender to the 


company which is the subject of this report.  


NBF and/or its Affiliates may have a position in the securities mentioned herein and may make purchases and/or sales of these securities from time to time 


in the open market or otherwise. On the last day of the month preceding the date of this report, NBF and its Affiliates held in the aggregate less than 1%  of 


the outstanding shares (of any class of equity securities) of this issuer. (14) 


 







 


THE NBF DAILY BULLETIN
July 25, 2012


 


 


Title: TUSK Energy Corp. - TSK (T) Cdn$3.50 Price: Cdn$0.50  StockRating: Sector Perform
 


NBF RATING/TARGET CHANGES: AZC, RLE 
NBF COMPANY COMMENTS: BOX.UN, RCI.B, SPZ 
 
 
RATING/TARGET CHANGES:  
 
AUGUSTA RESOURCE CORP 4 
AZC/AZC (T; A) Cdn$1.66; US$1.63 


Stock Rating: Outperform 
 (Unchanged) 
Target: Cdn$5.50 
 (Was Cdn$5.10) 
Risk Rating: Speculative 
 (Unchanged) 


 Rosemont Feasibility Update: Highlights Rosemont’s World Class 
Scale, Low Capex Intensity and Robust Economics 
Rosemont Feasibility Update pegs initial dev. capex at US$1.23bln, in line with our US$1.21bln 
est. The 22% increase in the sulphide reserve and planned higher throughput rates is only 
partially offset by higher costs, driving a post-tax project NPV for AZC’s 80% share of US$1.12bln, 
NBF est. (US$1.01bln old, NBF est.). AZC is calling for LOM Cu production of 243mln lbs/yr at 
cash costs of US$0.99/lb (~US$1.12/lb inc. royalties). Importantly, the favourable project 
economics may resonate more profoundly with investors given heightened political risk in most 
other copper jurisdictions. Progress towards project permits remains key to unlocking value. Re-
iterating Outperform rating, Increasing our target to $5.50 (was $5.10). 


Steve Parsons, P.Eng - (416) 869-6766 
Associate: Charles LeBlanc - (416) 869-8044 
 
RIDGELINE ENERGY SERVICES INC. 12 
RLE (TSX-V) Cdn$0.66 


Stock Rating: Sector Perform 
 (Was Outperform) 
Target: Cdn$0.85 
 (Was $1.40) 
Risk Rating: Speculative 
 (Unchanged) 


 FQ4 results: Focus on Santa Fe Springs while O&G activity appears 
muted  
Ridgeline Energy Services reported F2012 results, for the year ended March 31st. We 
remain positive on its growth potential, though a slow down in planned deployments and a 
change in focus from on-site contracted facilities to a BOO centralized model has reduced 
our estimates. We are moving to a Sector Perform rating and decreasing our target to $0.85 
/sh (was $1.40 /sh). 


Rupert Merer, PEng CFA - (416) 869-8008 
Associate: Mark Vernest - 416-869-7476 
 


 


 
 
COMPANY COMMENTS:  
 
BROOKFIELD CANADA OFFICE PROPERTIES REIT 14 
BOX.UN/BOXC (T; N) $28.30; US$27.71 


Stock Rating: Outperform 
 (Unchanged) 
Target: $32.00 
 (Unchanged) 
Risk Rating: Average 
 (Unchanged) 


 Q2 2012 Results Post Call Update: Cap Rate Compression Continues 
to Provide NAV Support 
FFO/unit was $0.36 vs. $0.34 in Q2/11 (adjusted for one-time lease termination and non-
recurring income) and in line with our $0.37 estimate. Operating Metrics Remain Solid: 1) 
Occupancy +20bps sequentially to 97.0%. Occupancy at Bay Adelaide +210 bps 
sequentially, to 94.6%. (2) Mark to Market Widens: Market rents of $32.00/psf are ~22% 
above in place rents vs. 15% in Q1. (3) SPNOI was +2.1% y/y and +1.0% sequentially. 
Maintaining Outperform and $32.00 target price. We see continued NAV support as cap 
rates continue to compress on quality assets. Our target is modestly above our $31.00 NAV 
on the expectation of continued growth in portfolio value. 


Heather Kirk, CFA - (514) 390-7867 
Associate: Maria Jose Benavente - (514) 879-2543 / Associate: Robert Sutherland – (416) 869-7102 
 
ROGERS COMMUNICATIONS INC. 19 
RCI.B (T); RCI (N) $39.01;US$38.24 


Stock Rating: Outperform 
 (Unchanged) 
Target: Cdn$41.50 
 (Unchanged) 
Risk Rating: Average 
 (Unchanged) 


 Quarterly Review: 2Q Adjusted Profits Beat On Record Margins, 
2012 Guidance Remains Unchanged 
Rogers reported strong Wireless revenue results which helped mitigate lower than expected 
Media and Cable revenue to drive consolidated revenue of $3.106 billion versus our $3.133 
billion estimate (consensus $3.145 billion). Strong cost cutting measures helped produce 
consolidated EBITDA of $1.276 billion above our estimate of $1.252 billion (consensus 
$1.255 billion) reflecting strong margins of 41.1% versus our 40.0% estimate. Adjusted EPS 
of $0.91 compared with our estimate of $0.88 and consensus of $0.86. 


Adam Shine, CFA - (514) 879-2302 
Associate: Peter Stusio, CFA - (514) 879-2564 / Associate: Kevin Krishnaratne - (416) 869-6585 
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SPROTT POWER CORP. 28 
SPZ (TSX) Cdn$0.97 


Stock Rating: Outperform 
 (Unchanged) 
Target: Cdn$1.25 
 (Unchanged) 
Risk Rating: Above Average 
 (Unchanged) 


 Q2 Results: Not blown off track by low wind speeds 
Sprott Power Corp (SPZ) reported Q2 results. Wind resources were a little weaker than the 
long run average in the quarter and costs came in above expectations. With that, EBITDA at 
$1.9 mln came in below our $2.9 mln estimate.  With growth on track, we rate the stock an 
Outperform with a 12 month target of $1.25 /sh, based on a DCF analysis and with 
EV/EBITDA multiples consistent with its peer group. 


Rupert Merer, PEng CFA - (416) 869-8008 
Associate: Mark Vernest - 416-869-7476 
 


 


 
 
INDUSTRY COMMENTS:  
 
EQUITY RESEARCH (THEMATIC RESEARCH) 30 
National Bank’s Dividend All-Stars; H1/2012 Update 
National Bank analysts collectively cover over 340 TSX-listed equities, of which roughly half offer investors income in the form of dividends or 
distributions. To help navigate this universe we have assembled a portfolio containing NBF’s favourite enhanced yield ideas. Since the inaugural 
launch of the NBF Dividend All-Stars in January the basket has posted a 5.8% total return (well ahead of the S&P/TSX composite’s -4.9% for the 
same six month period), 19 of the original 24 equities outpaced the index by an average of 11%+, and six equities have increased dividends an 
average of 6% (with none cutting). 
NBF RESEARCH 
 


 


 
 
INTRADAY COMMENTS (Released July 24, 2012):  
 
ALACER GOLD CORP 64 
ASR (T) Cdn$5.43 


Stock Rating: Outperform 
 (Unchanged) 
Target: Cdn$9.00 
 (Was $10.00) 
Risk Rating: Above Average 
 (Unchanged) 


 Q2 Production Mildly Below Expectations: Production Expected to 
Bounce Back in the H2/12; 2012 Production Guidance Maintained 
Alacer Gold’s attributable gold production mildly misses our forecast by 11%. Consequently, 
we are trimming our estimates for the second quarter. We now expect revenue of US$171 
mln (was US$194 mln; consensus US$192.5 mln), EPS of US$0.04 and CFPS of US$0.20 
(was US$0.10 & US$0.27 vs consensus of US$0.11 & US$0.26, respectively). ASR 
reiterated its 2012 gold production guidance of 396-410k oz as production should improve in 
the second half of 2012. Catalysts: 1) Çöpler resource update, 2) Çöpler sulphide feasibility 
in Q4 and 3) potential Frog’s Leg ownership consolidation. 


Paolo Lostritto, P.Eng. - (416) 869-6754 
Associate: Derek Macpherson, P.Eng, MBA - (416) 869-7116 
 
HANA MINING LTD. 78 
HMG (T-VEN) Cdn$0.50 


Stock Rating: Sector Perform 
 (Unchanged) 
Target: Cdn$0.60 
 (Was $0.75) 
Risk Rating: Speculative 
 (Unchanged) 


 Project Economics Require Higher Copper Grades: Six New Holes 
from the North-East Fold 
This morning, Hana announced additional assay results from 6 infill drill holes along the North-East 
Fold of the Banana Zone. Today’s results returned a weighted average intercept of 16.8m grading 
0.47% Cu and 6.6 g/t Ag – containing a higher-grade core of 4.1m grading 0.71% Cu and 10.73 g/t 
Ag - below our modeled Cu grade of 1.0% and previous 2012 results from the North-East Fold, 
typically averaging 0.8% Cu. Our valuation remains highly sensitive to copper grades and we require 
more consistent higher grade intersections to gain more confidence in the project. With revising our 
financing assumptions to the current share price and rolling our NAV forward we have lowered our 
target price to $0.60 (was $0.75) and maintain our Sector Perform rating. 


Shane Nagle, B.Sc. - (416) 869-7936 
Associate: Craig Thompson - (416) 869-6538 
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TECHNICAL ANALYSIS: Cyclical stock highlights (WJA, MG, FTT) 83 
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Title: Augusta Resource Corp - AZC/AZC (T; A) Cdn$3.00; US$3.01 Price: Cdn$3.00; StockRating: Outperform TargetPrice: Cdn$6.00 Headline: Loan Extension Bolsters W/C, But Trials and Tribulations of US 


July 25, 2012 The NBF Daily Bulletin 
Base Metals 


 Augusta Resource Corp 
AZC/AZC (T; A) Cdn$1.66; US$1.63 
Stock Rating: Outperform 


(Unchanged) 
Target: Cdn$5.50 
 (was Cdn$5.10) 
Risk Rating: Speculative 


Rosemont Feasibility Update 


Highlights Rosemont’s World Class Scale, 
Low Capex Intensity and Robust Economics 


 (Unchanged) 
Est. Total Return 231%  


HIGHLIGHTS 52-week High-Low $4.95 - $1.52
Shares Outstanding (mln) 144.2            
Fully Diluted Shares Outstanding (mln) 152.9            
Market Capitalization ($mln) C$239.37
NAVPS8% (f.d., f.f.) C$7.21
P/NAV 0.23x
Fully Diluted, Fully Financed (f.d., f.f.) Shs O/S (mln) 189.0            


Project Details
Key Asset (80% owned): Rosemont, Arizona
Measured & Indicated Resource: 891.5mln T, 0.39% Cu
Inferred Resource: 126.7mln T, 0.40% Cu
Annual Cu Prod'n (mln lbs) 237.6            
Annual Mo Prod'n (mln lbs) 5.2                
Total Cash Costs (US$/lb, after Mo, Ag credits) $1.13
Estimated Start Date        H2/2015
Capex (US$mln) $1,229


Financial Data: As at Mar. 31, 2012
Working Capital ($mln)* -$29.0
Total Debt ($mln) $46.1
Enterprise Value ($mln) $212.9
Amounts in US dollars unless noted


*Includes $43mln Red Kite Loan Due April 2013


Industry Rating: Market Weight 
(NBF Economics & Strategy Group) 


 All eyes on capex and AZC does not disappoint. 
Feasibility Update Report pegs initial development capex at 
US$1.23bln, in line with our estimate of US$1.21bln. While Cu 
cathode is not considered, a mill expansion to 90k tpd from 
75k tpd starting in yr 5 and higher Cu recoveries provide a 
meaningful offset. With the optimized mine plan, AZC is 
calling for LOM Cu production of 243mln lbs/yr at cash costs 
of US$0.99/lb (~US$1.12/lb inc. royalties). This compares to 
our previous estimate of 200mln lbs/yr at US$1.01/lb. 


 Results reinforce Rosemont’s robust economics. The 
benefits of a relatively straightforward development plan 
coupled with favourable development logistics vis-à-vis most 
liked-sized projects has manifested in favourable project 
economics and a modest improvement over our previous 
estimates. Using the revised production model with minor 
variances, we estimate a post-tax project NPV for AZC’s 80% 
share of US$1.12bln (US$1.01bln old).  


 Proposed metrics should help ensconce Augusta as an 
acquisition target, subject to receipt of permits. 
Importantly, the favourable project economics may resonate 
more profoundly with investors given heightened political risk 
in most other copper jurisdictions, including Peru, Argentina, 
Mongolia, and Indonesia. 


 Project permitting milestones in the offing. Progress 
towards project permits remains key to unlocking value. AZC 
expects to receive the Air Quality Permit in Q3/12. The key 
Clean Water Act Section 404 Permit (Federal) is lining up for a 
Q4/12 decision, concurrent with the Record of Decision. 


 Re-iterating Outperform rating, increasing our target to 
$5.50 (was $5.10). Target based on a 0.75x multiple of our 
f.d., f.f. NAV8% est. of $7.21/sh (was $6.73/sh). 


Stock Performance  
 
Company Profile: 
Augusta Resource Corp. is a Canadian- and U.S.-listed 
mining company focused on advancing the 80%-owned 
Rosemont copper-moly deposit in Arizona. We expect 
production to begin in H2 2015, with average annual 
production of 237.6 million lbs of copper, 5.2 million lbs of 
molybdenum and 2.2 million oz of silver (100% basis). 


 
Steve Parsons, P. Eng - (416) 869-6766 
Steve.Parsons@nbc.ca 
 
Associate: Charles LeBlanc, M. Sc - (416) 869-8044 
CharlesL.Leblanc@nbc.ca 
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STOCK RATING   Outperform TICKER AZC-T
TARGET PRICE ($) $5.50 CURRENT PRICE ($) $1.66
RETURN TO TARGET 231% 52-WEEK HIGH ($) $4.95
RISK RATING   Speculative 52-WEEK LOW ($) $1.52
BASE METALS SECTOR RATING   Market Weight SHARES OUTSTANDING (mln) 144.2
NAVPS - 8% (f.d., f.f.) $7.21 MARKET CAPITALIZATION ($ mln) $239
FINANCIAL DATA STOCK CHART


Capital Structure Avg. Strike Price ($) Shares (mln)
Shares Outstanding 144.2
Options $2.14 8.5  
Warrants $3.90 1.8
Fully Diluted Shares 152.9
Fully Diluted, Fully Financed Shares 189.0  
Balance Sheet As at Mar. 31, 2012 $mln $/sh
Current Cash $19.6 $0.14
F/D Cash Adds $18.2 $0.13
Working Capital* ($29.0) ($0.20)
Total Debt $46.1 $0.32
Book Value $215.7 $1.50
Enterprise Value (EV) $212.9 $1.48


EV = Mkt. Cap. - Cash and Cash Equi. + Total Debt
*W/C pro-forma RK loan extension (Feb 27, 2012)


Project(s) Ownership & Royalties Own. % Roy. % R. Type Start Date
Rosemont Arizona, US       H2/2015
Augusta Resource Corporation 80.0%
Korea Resources Corp 10.0%
LG Group International 10.0%
Royalties
Franco-Nevada Corp. 1.50% NSR
MODELED/REPORTED RESERVES AND RESOURCES (100% Basis)


Tonnes Cu Mo EV/oz CuEq
(mln) Cu (%) Mo (%) (mln lbs) (mln lbs) (US$/oz)


NBF Mineable Est. 606 0.45 0.015 5087 110.9 $0.04
COMPARABLES 


Prov. & Prob. Res. 605 0.43 0.014 5851 193.0 $0.03
M. & Ind. Resource (sulphide incl. mixed) 834 0.41 0.014 7,473 264
                                     (oxide) 58 0.16 0.000 209 0 Company Ticker Price NAVPS P/NAVPS


Total 891 0.39 0.013 7,682 264 $0.02 Augusta Resource Corp. (NBF est.) AZC-T $1.66 $7.21 0.2x
Inferred Resource (sulphide incl. mixed) 126 0.40 0.012 1,109 33
                                   (oxide) 1 0.15 0.000 3 0 Candente Copper Corp. (NBF est.) DNT-T $0.51 $2.66 0.2x


Total 127 0.40 0.012 1,112 33.3 $1.16 Nevada Copper Corp. NCU-T $2.21 - -
Total Resource 1,018 - - 8,795 297.6 $0.13 Western Copper Corp. WRN-T $0.64 - -


Source: Company Data Duluth Metals Ltd. (NBF est.) DM-T $1.86 $5.26 0.4x
Chieftain Metals Inc. (NBF est.) CFB-T $2.85 $12.41 0.2x


NBF - Capex and Project Financing LOM Average 0.3x
Source: Thomson, Bloomberg (consensus estimates)


Capital Expenditures (Mln) - 100% basis Financing - attributable to AZC
CORPORATE NAV SUMMARY


Construction $1,229 Proceeds from Equity $257.7 31.4%
Sustaining $277 Proceeds from Debt $563.0 68.6%


2012 2015
(disc. 8%) (disc. 8%)


PRODUCTION & COST FORECAST Properties
Rosemont (100%) 2015E 2016E 2017E 2018E LOM Avg Rosemont $7.06 $8.26
Copper, mln lbs 97.6 280.2 243.8 214.6 237.6 Other Exploration $0.00 $0.00
Moly, mln lbs 1.7 4.9 4.9 4.2 5.2 Subtotal $7.06 $8.26
Cu Cash Costs, US$/lbs - after Mo and Ag credits $1.04 $0.91 $1.04 $1.03 $1.13 Corporate


Working capital $0.14 $0.35
Net asset value $7.21 $8.62


NET ASSET VALUE SENSITIVITY


7.21 1.75 2.00 2.35 2.60 2.75 3.00 3.25
8.00 1.42 2.93 5.05 6.56 7.46 8.97 10.48
10.00 1.65 3.16 5.28 6.79 7.70 9.21 10.71
12.00 1.89 3.40 5.52 7.03 7.93 9.44 10.95
13.50 2.07 3.58 5.70 7.21 8.11 9.62 11.13
16.00 2.37 3.87 6.00 7.50 8.41 9.92 11.43
18.00 2.60 4.12 6.23 7.74 8.65 10.15 11.66


Source: NBF Estimates


1.75 2.00 2.35 2.60 2.75 3.00 3.25
4.00 1.85 3.19 5.08 6.43 7.24 8.58 9.93
5.00 1.97 3.41 5.44 6.88 7.74 9.18 10.62
6.00 2.07 3.58 5.70 7.21 8.11 9.62 11.13
7.00 2.14 3.71 5.90 7.47 8.40 9.97 11.53
8.00 2.20 3.81 6.07 7.67 8.63 10.24 11.85
9.00 2.25 3.89 6.20 7.84 8.82 10.46 12.11


Source: NBF Estimates
NBF - Financial Forecast 2011A 2012E 2013E 2014E LT


Copper Price, US$/lbs $4.01 $3.56 $3.50 $3.25 $2.60
Moly Price, US$/lbs $15.44 $13.41 $14.00 $14.00 $13.50
C$/US$ FX Rate $0.99 $1.00 $0.98 $0.98 $1.05


1.75 2.00 2.35 2.60 2.75 3.00 3.25
$ Mln 2015 4.00 2.07 3.72 6.04 7.69 8.68 10.33 11.98
Revenue $0.0 $0.0 $0.6 $12.4 $221.1 5.00 2.22 3.98 6.46 8.22 9.28 11.04 12.80
Operating Cost $0.0 $0.0 $0.0 $0.0 ($91.9) 6.00 2.32 4.17 6.77 8.62 9.73 11.58 13.42
G&A Expense ($4.0) ($4.0) ($6.3) ($6.3) ($6.7) 7.00 2.41 4.32 7.01 8.93 10.07 11.99 13.90
EBITDA ($4.0) ($4.8) ($7.1) ($7.1) $120.3 8.00 2.47 4.44 7.20 9.17 10.35 12.32 14.29
DD&A $0.0 $0.0 $0.0 $0.0 $19.0 9.00 2.53 4.54 7.36 9.37 10.58 12.59 14.60


Source: NBF Estimates


Source: NBF Estimates, Bloomberg, Thomson ONE, Company Data
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Investment Summary and Outlook 
Augusta’s principal asset is the 80%-owned Rosemont copper-moly project in 
Arizona. With good access to infrastructure, more than 5.85 billion pounds of copper 
and ~193 million pounds of molybdenum contained in the proven and probable 
reserve category (an approximate 21-year resource life), substantial in-place 
financing by way of a silver monetization deal (US$230mln) and 20% minority stage 
by Kores/LGI, we believe Rosemont has the size and logistical benefits to be of 
strategic interest.  


Project economics robust, underpinned by low capex intensity and favourable 
operating costs; permits key to drive re-rating process. As AZC continues to 
achieve development milestones related to mine permitting and residual project 
financing, we contend that the merits of Augusta’s 80%-owned Rosemont project 
should become apparent and result in value accretion. The company is guiding for the 
receipt of the Air Quality Permit in Q3 2012 and the Clean Water Act Section 404 
Permit (Federal) in Q4 2012, with the Record of Decision shortly thereafter. 


Re-iterating Outperform rating, increasing our target to $5.50 (was $5.10). Our 
target price is based on a 0.75x multiple of our fully diluted, fully financed NAV8% 
estimate of $7.21/share ($6.73/share old). This increase is due in large part to a 22% 
increase in the sulphide reserve and planned higher throughput rates that is only 
partially offset by higher costs. Importantly, we see the potential for our target to 
eclipse $7.30 through NAV accretion (once capex is sunk and time to production 
shortens) and the application of a 0.85x producer NAV multiple. 


Feasibility Update Exceeds Expectations on Costs & Production 
Feasibility study update reinforces the potential for robust project economics 
and uniquely low capex intensity. On Tuesday, July 24, 2012, Augusta released 
the results from a Feasibility Update report. The report includes modifications to 
account for the Agency Preferred Alternative, as outlined by the US Forestry Service 
(USFS), along with the updated resource (July 17, 2012) and updated metallurgical 
information with respect to metal recoveries. The changes led to optimization of the 
original 2009 feasibility study with notable, but not full, offsets from higher capex and 
operating costs. We present the salient features in Figure 1. 


Figure 1 - Rosemont Feasibility Update Key Metrics Vs NBF New/Old Estimates 
% Diff 


Units Year 1 - 5 LOM Year 1 - 5 LOM Year 1 - 4 LOM FS / NBF Old
Mineable resource (total)
Sulphide (mill) mln tonnes 112.1 605.5 112.7 524.4 n/a 605.0 15%
Oxide (leach) mln tonnes 0.0 0.0 22.8 22.8 n/a 0.0 -100%
Mine life years 21 22 n/a 21 -5%
Production data (avg)
Processing rate tpd 69,303 79,672 70,469 70,330 68,039 79,054 12%
Copper feed grade % 0.52 0.45 0.43 0.44 n/a 0.44 0%
Moly feed grade % 0.012 0.015 0.012 0.014 n/a 0.015 6%
Silver feed grade g/t 3.94 4.02 3.93 4.02 n/a 4.11 2%
Strip ratio waste/ore 2.42 1.90 2.35 1.64 n/a 1.90 16%


Copper recovery % 86.1 86.7 83.3 82.9 n/a 87.0 5%
Moly recovery % 63.2 57.1 63.3 57.4 n/a 58.0 1%
Annual payable Cu mln lbs 221.3 237.6 197.1 200.5 n/a 243.0 21%
Annual payable Mo mln lbs 3.9 5.2 3.9 4.3 n/a 5.4 25%
Annual payable Ag 000 oz 1,650 2,198 1,734 1,960 n/a 2,900 48%


Cost data
Start-up capex US$, mln 1,229 1,209 n/a 1,226 1%
Sustaining capex US$, mln 55.8 277 40.0 93.1 n/a 276.0 196%
Cash costs, after credits (1) US$/lb Cu 0.87 0.96 0.98 0.84 n/a n/a n/a
Cash costs, after credits (2) US$/lb Cu 1.01 1.13 1.14 1.01 n/a 0.99 n/a


(1) Total cash costs using spot silver prices, including royalties.
(2) Total cash costs using US$3.90/oz for silver pursuant to the Silver Wheaton deal, including royalties.
(3) Molybdenum pricing of US$15/lb used for 2012 Feasibility Study cash costs (excludes royalties). 


NBF New NBF - Old 2012 FS Update (3)


 
Source: Company reports and NBF Estimates 
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All-important development costs are substantially in line with expectations at 
US$1.23 bln. Given the cost pressures seen for other like-sized projects, the 
favorable capex intensity for Rosemont, as presented in Figure 2, serves to highlight 
the benefits of solid regional infrastructure and favorable development logistics (i.e. 
not 4,000 meters elevation in the Andes, not a camp environment, favorable access 
to contract services, etc). Most projects of a size comparable to Rosemont are remote 
and in jurisdictions that are overrun with other mining projects, putting undue 
pressure on development costs and timelines. 


Figure 2 – NBF Capex Intensity for Open Pit Projects; Rosemont Sits Below the 
Peruvian Porphyries Owing to Favourable Regional Infrastructure 


Rosemont (Exp.)


Tepal *
Copper MountainGhanzi


Navidad *


Arapiraca
Marcona


El Pilar


Turnagain Mt. Milligan *
Constancia


Harper Creek


Santo Domingo
Antapaccay


Rosemont


Yandera


Michiquillay


Pueblo Viejo *


Aynak


Minas Conga *


Koniambo


New Prosperity *


Oyu Tolgoi


Pebble


Cobre Panama


Las Bambas


Bougainville


Relincho


La Granja
Schaft Creek Sierra Gorda


Haquira


Toromocho
Casino


El Morro


Agua Rica


El PachonCanariaco Norte


Tia Maria


Caspiche


Galore Creek


QB2


0


1000


2000


3000


4000


5000


6000


7000


0 20000 40000 60000 80000 100000 120000 140000 160000 180000 200000


Capacity (tpd)


Initial Cap. Req. ( $,Mln)


Base Metals o/p * 


o/p : Open pit


Source : MEG, NBF


Avg. (o/p) ‐ w/o Hermosa &Pueblo: $30.5k/tpd


*Include select gold & silver projects, when processing infrastructure is more typical of base metal process & infrastructure requirements


Avg. (o/p) + 1 St. Dev. : 49.58k/tpd


Avg. (o/p) ‐ 1 St. Dev. : 11.48k/tpd


 
Source: MEG, NBF Estimates 


We view as prudent the decision to start at 75k tons per day (~70k tonnes per 
day, tpd) and ramp up to 90k tons per day (81k tonnes per day) starting in year 
5 with funding from mine cash flows. As noted in our Augusta note published on 
July 17 (Resource Increase Affords AZC Option to Expand Production Within Permit 
Limitations), the larger reserve (Figure 4) has enabled higher mining rates while still 
maintaining the approximate 21-year mine life. We view as prudent the decision to 
start at the original throughput rate of 70k tpd and then ramp up later using mine cash 
flows. We like this tactic for the following reasons: (1) reduces upfront financing 
requirements as compared to the full build-out, which we believe is prudent in the 
context of funding availability; (2) existing engineering and design work remains 
relevant, without the need for immediate upgrading or modification. The alternative 
could have compromised the timeline; and (3) in the event that copper prices weaken 
further, the option exists to defer the expansion project and, in the meantime, process 
higher grade mineralization. 


Expansion to 81k tpd starting in year 5 explains the higher sustaining capex, 
but we expect this to be offset by substantially higher production rates for 
copper, moly, and silver. The updated feasibility study calls for LOM average annual 
production of 243mln lbs Cu, 5.4mln lbs Mo, and 2.9mln oz of Ag. These estimates 
are approximately 21%, 25%, and 48% higher than our previous forecasts (NBF old). 
Higher processing rates and, in the case of copper, higher metallurgical recoveries 
(87% vs. 83%) explain the difference. Development costs for the mine expansion are 
estimate at US$100mln, which is reflected in the updated sustaining capex estimate 
of US$276mln. This compares to our old estimate of US$93mln.  


Cash costs creep higher, although still low by industry standards, especially in 
comparison to new projects. While comparisons to our existing estimates are not 
completely apples-to-apples since we use lower long-term moly prices of 
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US$13.50/lb (vs. US$15.00/lb) and our estimates include all applicable royalties, we 
estimate LOM total cash costs at US$1.13/lb. This compares to our previous estimate 
of US$1.01/lb. Despite the increase, we note that Rosemont remains low relative to 
the industry cost curve (Figure 3). The combined effect of low opex and capex 
intensity, straightforward development and operating plans, and favourable 
geopolitical risk puts Rosemont in the upper echelon of copper development assets.  


Figure 3 - Cash Costs (before royalties) are Estimated at ~US$0.99/lb, Roughly 
In Line With Median Costs for Existing Mines and Low Vis-à-vis New Projects 


 
Source: Company reports, Goldman Sachs 


 


Figure 4 - Rosemont Reserve Tonnage Increases with Stable Grades – Oxide 
Reserves Relegated to Resources for the Purpose of the Feasibility Update 
NEW (July 2012)
P&P Reserves (US$4.90/ton NSR cutoff; US$2.50/lb Cu, US$20/oz Ag, US$15.00/lb Mo)


Pit Category Tons Tonnes Cu Ag Mo Cu Ag Mo
mln mln % oz/t % lbs, mln oz, mln lbs, mln


Rosemont (Sulphide) Proven 308.1 279.5 0.460 0.120 0.015 2 835 36.97 92.43
Probable 359.1 325.8 0.420 0.120 0.014 3 016 43.09 100.55
Subtotal 667.2 605.3 0.430 0.120 0.014 5 851 80.06 192.98


Total - July 2012 P&P 667.2 605.3 0.430 0.120 0.014 5 851 80.06 192.98


OLD (January 2009)
P&P Reserves


Pit Category Tons Tonnes Cu Ag Mo Cu Ag Mo
mln mln % oz/t % lbs, mln oz, mln lbs, mln


Rosemont (Sulphide) Proven 142.0 128.8 0.480 0.130 0.015 1 363 18.46 42.60
Probable 404.3 366.8 0.450 0.110 0.015 3 639 44.48 121.30
Subtotal 546.3 495.6 0.458 0.115 0.015 5 002 62.94 163.90


Rosemont (Oxide) Proven 16.3         14.7 0.180 0.000 0.000 59 0.00 0
Probable 53.7         48.7 0.170 0.000 0.000 183 0.00 0
Subtotal 70.0         63.5 0.172 0.000 0.000 241 0.00 0


Total - Jan. 2009 P&P      616        559 0.425 0.102 0.013 5 243    62.94 163.90


∆ NEW vs OLD
P&P Reserves (US$4.90/ton NSR cutoff; US$2.50/lb Cu, US$20/oz Ag, US$15.00/lb Mo)


Pit Category Tons Tonnes Cu Ag Mo Cu Ag Mo
mln mln % oz/t % lbs, mln oz, mln lbs, mln


Rosemont (Sulphide) Proven 117% 117% -4% -8% 0% 108% 100% 117%
Probable -11% -11% -7% 9% -7% -17% -3% -17%
Subtotal 22% 22% -6% 4% -5% 17% 27% 18%


Grade Contained Metal


Grade Contained Metal


Grade Contained Metal


 
Source: Company reports, NBF Estimates 
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Financial Model 
Company NAV8% estimate increases to $7.21/share from $6.73 on the back of 
higher production and a larger reserve base offset by higher costs. We present 
our new and old financial assumptions in Figure 5. As before, we estimate financing 
requirements to the tune of approximately US$1.2bln (100% basis), with US$230mln 
via monetization of the silver stream (Silver Wheaton deal). Of the amount 
attributable to Augusta, we estimate project debt via ex/im and vendor financing 
totalling US$563mln and equity of US$257.7mln at US$6.00/share. We note that 
project financing would only be officialised following receipt of permits. The latter 
would surely result in a step change increase in AZC shares and, arguably, could be 
the impetus for acquisition by a mid-tier or senior metal producer.  


 
Figure 5 -  Changes to Augusta Model – Our NAVPS Increases on the Back of 
Higher Throughput and Production 


Units New Old
Valuation
Project NAV8% $, mln 1,121 1,012


$/share, f.d. 7.33 6.62
Company NAV8%, f.d., f.f $/share, f.d, f.f 7.21 6.73
Project debt US$, mln 563.0 551.3
Equity $, mln 257.7 252.4
Equity issue price $/share 6.00 6.00
Target Multiple x 0.76 0.76
Target Price $/share 5.50 5.10  


Source:  NBF Estimates 


 


Permitting Remains Key to the Re-Rating of Augusta Shares 
Receipt of final permits remains the key catalyst for Augusta shares while 
news of the debt package would provide an added boost. The receipt of the 
Aquifer Protection Permit (APP) (see our April 10 note) was a step in the right 
direction for project permitting. The two permits remaining, the Clean Water Act 
Section 404 Permit (Federal) and the Air Quality Permit (State/County) are expected 
in Q3/12 and Q4/12, respectively.  


Potential for permitting delays are still present, mitigated by Rosemont’s 
robust economics. While projects located in other copper jurisdictions (i.e. Chile, 
Peru) are exposed to a combination of geopolitical risks and permitting delays, 
Rosemont’s favourable location keeps the former to a minimum despite the continued 
presence of the latter. While we expect AZC to receive permits by 2013, for illustrative 
purposes in Figure 6 we present the effect of permit delays on our company NAV. We 
note that even with a two year delay, our NAV approximates $5.89/share, implying a 
favourable P/NAV multiple of 0.3x versus producers at 0.5x and recent take-outs at 
0.85x. While a two year delay would be sufficient to keep investors on the sidelines, 
we note that comparably large projects in South America are facing similar delays tied 
to regional bottlenecks and geopolitical tensions. Arguably, with permits planned for 
delivery in late 2012 (or even 2013), Augusta is tracking ahead of the peers.  
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Figure 6 -  Augusta NAV Sensitivity to Project Delays 
80% Ownership, US$2.60/lb Long-Term Cu


Delay Start Date 1.0x NAV8% Multiple Implied tgt P/NAV
yrs
0 H2/15 7.21 0.76x 5.50 0.23x
1 H2/16 6.50 0.70x 4.55 0.26x
2 H2/17 5.89 0.65x 3.83 0.28x
3 H2/18 5.46 0.60x 3.28 0.30x  


Source:  NBF Estimates 


 


Re-iterate Rating and Increasing our Target Price 
Re-iterating Outperform rating, increasing our target price to $5.50 (was $5.10). 
Overall, we view as positive the update as the document reinforces the potential for 
robust project economics with uniquely low capex intensity for a project of its size, 
which, in our opinion, should help ensconce Augusta as an acquisition target, subject 
to receipt of permits. Importantly, the favourable project economics may resonate 
more profoundly with investors given the heightened political risk in most other 
copper jurisdictions, notable Peru, Argentina, Indonesia, Mongolia, etc. 


 


Figure 7 -  Augusta Relative Share Valuation 
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Augusta Resource Corporation (AZC) - ADDITIONAL COMPANY RELATED DISCLOSURES  
If a company specific disclosure is not found herein for a listed company, NBF at this time does not provide research coverage or stock rating for the 
company in question. 
In the past 12 months NBF has not acted as financial advisor, fiscal agent or underwriter for the company that is the subject of this report. NBF may act in 
such a capacity in the future and receive, or expect to receive, compensation for such activities. 
NBF is an indirect wholly owned subsidiary of the National Bank of Canada. From time to time the National Bank of Canada may enter into lending or 
financial arrangements with companies that are the subject of NBF Research Reports. At the date of this report, National Bank of Canada is not a lender to 
the company which is the subject of this report. 
NBF and/or its Affiliates may have a position in the securities mentioned herein and may make purchases and/or sales of these securities from time to time 
in the open market or otherwise. On the last day of the month preceding the date of this report, NBF and its Affiliates held in the aggregate less than 1%  of 
the outstanding shares (of any class of equity securities) of this issuer.  
 
Analyst Information 
 
Analyst Compensation: NBF compensates its Research Analysts from a variety of sources. The Research Department is a cost centre and is funded by the 
business activities of NBF including, Institutional Equity Sales and Trading, Retail Sales, the correspondent clearing business, and Corporate and 
Investment Banking. Since the revenues from these businesses vary, the funds for research compensation vary. No one-business line has a greater 
influence than any other for Research Analyst compensation. 
 
Analyst Stock Holdings: The Research Analyst or a member of the Research Analyst’s household, or any associate or individual preparing the report, has 
a long position in the shares and/or the options of the subject issuer.  NBF permits Analysts to own or liquidate securities and/or derivatives of those 
companies under their coverage, in certain limited circumstances subject to the following restrictions: no trades can be executed in anticipation of the 
initiation of coverage or for 30 days prior to initiating coverage; no trades can be executed for five days after dissemination of launching coverage or a 
material change in recommendation; and no trades can be executed against an analyst’s recommendation. Exceptions require prior approval of the Head 
of Research and can only be executed for a reason unrelated to the outlook of the stock. (10W) 
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Title: Ridgeline Energy Services Inc. - RLE (TSX-V) Cdn$0.72 Price: Cdn$0.72 StockRating: Outperform TargetPrice: Cds$1.40 Headline: New partnerships backfill projections 


July 25, 2012 The NBF Daily Bulletin 
Energy Equipment & Services 


 Ridgeline Energy Services Inc. 
RLE (TSX-V) Cdn$0.66 
Stock Rating: Sector Perform 


(Was Outperform) 
Target: Cdn$0.85 
 (Was $1.40) 
Risk Rating: Speculative 


FQ4 results  


Focus on Santa Fe Springs while O&G 
activity appears muted  


 (Unchanged) 
Est. Total Return 29%  


HIGHLIGHTS Stock Data:
52-week High-Low (Canada) $1.41 - $0.35
Bloomberg/Reuters: Canada RLE CN, RLE


(C$) F2012a F2013e F2014e
Revenue (mln) 15.5$        30.1$       53.7$         
EBITDA (mln) (1.2)$         1.3$         10.6$         


Net Income (mln) (2.4)$         (0.6)$       7.3$           
Net Margin (%) -15.5% -2.1% 13.6%
EPS (0.03)$       (0.00)$     0.05$         
P/E nmf nmf 14.1x
EV/EBITDA nmf nmf 10.4x


Financial Data: 
Market Capitalization (mln) 89$            
Total debt1 (mln) 1.0$           
Net cash2 (mln) 9.9$           


Debt/Capital2 2.0%
Sh/O Basic2 (mln) 126.8         
FD Outstanding2 (mln) 135.1         
Source: Thomson Financial and NBF estimates
1 Quarter ended Mar 31, 2012  2 NBF estimates Pro-forma


(Year-End March 31)


 
Industry Rating: Market Weight 
(NBF Economics & Strategy Group) 


 FQ4 results come in below expectations 
RLE reported sales of $3.3 mln below our $5.4 mln estimate 
and cons. of $4.5 mln. EBITDA of $(1.5) mln was short of our 
$0.0 mln estimate and cons. of $(0.2) mln and a $(0.02)/sh 
loss was below our $(0.01)/sh est. Revenue should climb in 
FQ1 with revenue from Sante Fe Springs and increased 
activity in the Consulting and GreenFill segments. 


 Increasing focus on Santa Fe Springs (SFS) 
In the near term, RLE will be focusing almost solely on SFS 
within the water segment, and is now aiming to have 8-10 
systems installed at the facility within the next year, from one 
system currently. We model a ramp to $25 mln of revenue and 
$10 mln of EBITDA by ‘F14E at SFS, up from about $6 mln in 
revenue at the current run rate. 


 O&G developments remain somewhat muted 
Market development for produced water appears to have 
slowed. While RLE plans to manufacture up to three single 
train units per month, delivery to SPS may have priority while 
Kerr Energy (six unit- seven year deal) deals with its 
permitting issues. Potential growth with EOG also appears to 
be delayed, as RLE switches from an on-site, contracted 
focus to a build/own/operate model with centralized facilities.  


 Reducing to SP, target drops to $0.85 (from $1.40) 
We have trimmed our water segment estimates as a result of 
reduced visibility on growth. Our target is based on a DCF with 
a 12% discount rate and 5% terminal growth and a 6.2X 
EV/EBITDA on 2015E. We remain optimistic on growth, with a 
modelled three year 79% CAGR on revenue. The recent 
pull-back in the share price offers a more attractive entry 
point, though we model additional dilution in ‘F13E to fund 
organic growth and potential acquisitions.  


Stock Performance Company Profile: 
Ridgeline Energy Services is a technology, service and 
consulting company focused on waste management with 
roots in oil and gas waste. In addition to its existing 
environmental consulting and GreenFill contaminated soil 
segments, RLE is commercializing technology to treat 
contaminated water from industrial sources and O&G 
producers in Canada and the U.S.  As the water 
management industry evolves, we believe it could vertically 
integrate, with solutions providers offering end to end 
management.  
 
 
Rupert M. Merer, P.Eng CFA - (416) 869-8008 
rupert.merer@nbc.ca 
 
 
Associate: Mark Vernest - (416) 869-7476 
Mark.Vernest@nbc.ca 
 
 
 
 


 


 
Source: Reuters 
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Ticker TSXV-RLE
Market Price (Cdn$) 0.66
Shares Outstanding (Cdn$mln)1 134.9
Market Cap (Cdn$mln) 89.0
52-week High (Cdn$) $1.41
52-week Low (Cdn$) $0.35
Stock Rating Sector Perform
Risk Rating Speculative
12-Mth Target Price (Cdn$) 0.85
12-Mth Total Return 29%
1 NBF estimate, Pro-forma


Mar-31 Mar-31 Mar-31 Jun-30 Sep-30 Dec-31 Mar-31 Mar-31 Mar-31 Mar-31
Income Statement 2010 2011 2012 Q113E Q213E Q313E Q413E 2013E 2014E 2015E
Ridgeline Water Inc.


Treatment facilities (Single train)(#) 2 2 2 4 6 6 22 58
Revenue ($'000) 2 232       1 626          1 944          2 702          4 086          10 358      29 576     60 908     


Ridgeline Greenfill Inc.
Treatment facilities (#) 3              3                 4                 4                 5                 5               6              8              
Revenue ($'000) 2 105       810             1 800          1 800          1 350          5 760        7 920       11 250     


Ridgeline Environment Inc.
Revenue ($'000) 11 152     3 000          3 800          4 000          3 000          13 800      14 600     14 600     


Other Revenue ($'000) -           -              -              -              180             180           1 584       2 016       
Total Revenue ($'000) 8 989           11 214     15 490     5 436          7 544          8 502          8 616          30 098      53 680     88 774     
% Growth (y/y) 25% 38% 94% 78% 65%
Sales/Share (FD) 0.29             0.26         0.22         0.05            0.06            0.06            0.06            0.24          0.34         0.54         
Gross Margin (%) 20% 35% 28% 29% 41% 43% 34% 37% 40% 41%
EBITDA ($mln) (1.0)             (0.4)          (1.2)          (0.9)             0.6              1.1              0.5              1.3            10.6         24.4         
EBIT ($mln) (1.1)             (0.6)          (1.9)          (1.2)             0.2              0.6              (0.2)             (0.7)          7.2           19.9         
Operating Margin (%) nmf -5% -12% -23% 2% 7% -3% -2% 13% 22%
Net Income ($mln) (1.1)             (0.7)          (2.4)          (1.2)             0.2              0.6              (0.2)             (0.6)          7.3           14.0         
Net Margin (%) -12.6% -6.0% -15.5% -22.5% 2.7% 7.1% -2.5% -2.1% 13.6% 15.8%
EPS (diluted) (0.04)           (0.02)        (0.03)        (0.01)           0.00            0.00            (0.002)         (0.00)        0.05         0.09         
Balance Sheet 2010 2011 2012 Q113E Q213E Q313E Q413E 2013E 2014E 2015E
Cash and short term invest ($mln) -              0.4           4.6           9.9              4.0              0.1              7.0              7.0            6.4           10.6         
Book Value ($mln) 3.6               6.9           35.0         44.6            45.0            45.8            55.8            55.8          64.3         79.0         
Book Value/share 0.12         0.29         0.33            0.33            0.34            0.37            0.37          0.41         0.48         
Debt ($mln) 0.6               0.7           1.0           1.0              1.0              1.0              1.0              1.0            1.0           1.0           
Working Capital ($mln) 0.7               1.3           5.7           12.2            7.6              4.2              10.6            10.6          11.6         16.7         
Debt / Capital 9% 7% 3% 2% 2% 2% 2% 2% 1% 1%
Cash Flow ($mln) 2010 2011 2012 Q113E Q213E Q313E Q413E 2013E 2014E 2015E
Cash and st investments start of period 0.0 0.4 4.6 9.9 4.0 0.1 4.6 7.0 6.4


Operating Activities (0.6) (0.7) (1.8) (0.5) 0.9 1.1 (0.4) 10.3 18.2
Investing Activities (2.8) (7.3) (3.5) (5.4) (4.8) (4.3) (17.9) (10.8) (14.1)
Financing Activities 3.8 12.2 10.7 0.0 0.0 10.0 20.7 0.0 0.0


Change in Cash 0.4 4.2 5.4 (5.9) (3.9) 6.8 2.4 (0.6) 4.1
Cash and st investments end of period 0.4 4.6 9.9 4.0 0.1 7.0 7.0 6.4 10.6
FD Free Cash Flow Yield -12.2% -17.2% -5.7% -5.4% -4.0% -4.3% -21.9% -0.5% 3.8%
FD Free Cash Flow Per Share (0.08)        (0.11)        -0.04 -0.04 -0.03 -0.03 (0.14)        (0.00)        0.03         
Valuation Metrics 2010 2011 2012 Q113E Q213E Q313E Q413E 2013E 2014E 2015E
EV/Sales 3.5           4.8           3.1            1.8           1.1           
Price/Sales 3.5           5.1           3.3            1.9           1.2           
P/E nmf nmf nmf 14.1         7.7           
ROE -10% -7% -1% 11% 18%
EV/EBITDA nmf nmf 85.3          10.4         4.9           
Basic Share count 50.2 110.4 126.8 126.8 126.8 141.1 141.1 141.1 141.1
FD Share count 59.5 119.0 134.9 135.1 136.1 150.7 151.6 156.2 164.2
Wavg shares outstanding (basic mln) 30.9 42.4 70.6 118.6 126.8 126.8 134.0 126.6 141.1 141.1
Wavg shares outstanding (fd mln) 30.9 42.4 70.6 118.6 135.1 136.1 134.0 126.6 156.2 164.2
Source: Company data and Thomson with NBF estimates and analysis 2012/07/24


RIDGELINE ENERGY SERVICES INC


Selected Results (All figures in C$ )


 


 
Ridgeline Energy Services Inc. (RLE) - ADDITIONAL COMPANY RELATED DISCLOSURES  
In the past 12 months NBF acted as financial advisor, fiscal agent, or underwriter to the company that is the subject of this report and received 
remuneration for its services.  
NBF is an indirect wholly owned subsidiary of the National Bank of Canada. From time to time the National Bank of Canada may enter into lending or 
financial arrangements with companies that are the subject of NBF Research Reports. At the date of this report, National Bank of Canada is not a lender to 
the company which is the subject of this report. 
NBF and/or its Affiliates may have a position in the securities mentioned herein and may make purchases and/or sales of these securities from time to time 
in the open market or otherwise. On the last day of the month preceding the date of this report, NBF and its Affiliates held in the aggregate less than 1%  of 
the outstanding shares (of any class of equity securities) of this issuer. (2) 
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Title: Brookfield Canada Office Properties REIT - BOX.UN/BOXC (T; N) $28.30; US$27.71 Price: $28.30; StockRating: Outperform TargetPrice: $32.00 Headline: Cap Rate Compression Continues to Provide NAV Support


July 25, 2012 The NBF Daily Bulletin 
Real Estate 


 
Brookfield Canada Office Properties REIT 


BOX.UN/BOXC (T; N) $28.30; US$27.71 
Stock Rating: Outperform 


(Unchanged) 
Target: $32.00 
 (Unchanged) 
Risk Rating: Average 


Q2 2012 Results Post Call Update 


Cap Rate Compression Continues to Provide 
NAV Support 


 (Unchanged) 
Est. Total Return 17.2%  


HIGHLIGHTS Stock Data:
52-week Low $19.98
52-week High $28.30
Bloomberg/ThomsonOne: BOX-U / BOX.un


(Year-End 
Dec. 31) 10A* 11A 12E 13E
FFO ** $1.22 $1.34 $1.45 $1.65
AFFO ** $0.83 $0.99 $1.12 $1.31
% change (AFFO) -4.2% 19.1% 13.3% 17.3%
Current Multiples


P / FFO 21.1x 19.5x 17.2x
P / AFFO 28.6x 25.2x 21.5x


Target Multiples
T / FFO 23.9x 22.0x 19.4x
T / AFFO 32.3x 28.5x 24.3x


Distribution $0.74 $1.08 $1.11 $1.17
AFFO Payout 89% 109% 99% 89%


Financial Data: 
Units Outstanding (mln) 93.2        
Market Capitalization (mln) $2,638
Net Debt $1,953
Enterprise Value $4,591
Market Float (mln) $440
Net Asset Value (NAV) / Cap Rate $31.00 / 5.30%
Current Price / NAV 91%
Total Debt to Market Value of assets (using NAV) 39%
Current Distribution $1.17
Distribution Yield 4.1%
Major Unitholders (mln) (as per Sedi July 24, '12) Units %


Brookfield Office Properties 77.7 83.3%
Morgan Meighen & Associates Ltd. 0.8 0.8%


RBC Global Asset Management 0.6 0.6%
* Financial results prior to May 2010 represent a carve-out from the financial 
statements of the REIT's predecessor, BPP, and the interest acquired in 
Brookfield Place. 
**We adjust FFO and AFFO for one-time lease termination income and other non-
recurring income.  


Industry Rating: Market Weight 
(NBF Economics & Strategy Group) 


 FFO/unit was $0.36 vs. $0.34 in Q2/11 (adjusted for one-time 
lease termination and non-recurring income) and in line with 
our $0.37 estimate.  


 8% Distribution Increase to $1.17 / unit 
The increase in distribution bumps the yield to 4.1%. BOX’s 
yield was once considered skimpy but with rising REIT unit 
prices driving large cap yields below 5%, 4.1% is now more in 
line with peers.  


 Operating Metrics Remain Solid  
1) Occupancy +20bps sequentially to 97.0%. Occupancy at 
Bay Adelaide +210 bps sequentially, to 94.6%. (2) Mark to 
Market Widens: Market rents of $32.00/psf are ~22% above in 
place rents vs. 15% in Q1. (3) SPNOI was +2.1% y/y and 
+1.0% sequentially.  


 Strong  Liquidity Position on Upfinancing 
$39 mln of proceeds were generated on upfinancing of a 
mortgage at Royal Centre.  The 30% LTVs on ~$511 mln of 
2012 and 2013 maturities positions BOX for further 
upfinancing.  Assuming LTVs of 50%, BOX could access ~$350 
mln of capital.  


 Maintain Outperform and $32.00 Target Price 
We see continued NAV support as cap rates continue to 
compress on quality assets. Our target is modestly above our 
$31.00 NAV on the expectation of continued growth in portfolio 
value. 


Stock Performance Company Profile: 
Brookfield Canada is the only pure-play Canadian class A 
office REIT. Its portfolio comprises 28 properties with 20.7 
million square feet located in central business districts of 
Toronto (58% of NOI), Calgary (33%), Vancouver (5%) and 
Ottawa (4%) including the following well-known trophy 
towers: First Canadian Place, Bay Wellington Tower, Bay 
Adelaide Centre and Bankers Hall. BOX is externally 
managed by parent company Brookfield Office Properties 
(BPO), which owns 83.3% of BOX. 
Heather C. Kirk, CFA - (514) 390-7867 / (416) 869-6517 
heather.kirk@nbc.ca 


Associates : (416) 869-7535 
mariajose.benavente@nbc.ca 


Robert Sutherland - (416) 869-7102 
Robert.sutherland@nbc.ca 


 


Source: Bloomberg
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Key Takeaways: Low Rate Environment Argues for More Cap Rate Declines 
A Solid Quarter:  FFO per unit was $0.36 per unit, in line with our $0.37 estimate.  Occupancy was up 
20 bps sequentially and 80 bps YTD to 97%. Occupancy at Bay Adelaide increased 210 bps to 94.6%, 
effectively reaching stabilization. 


Distribution Increased 8%: The REIT will increase its distribution to $1.17/unit annualized which 
increases the yield to 4.1%.  Management is targeting a payout ratio of ~ 90% of AFFO.  With yields in 
the REIT space having compressed, the REIT’s yield is now only modestly below those of larger cap 
names in the space whose yields have trended below the 5% level on strong price appreciation. 


NAV Increases Support Unit Price and Upfinancing Opportunities: Low interest rates, declining 
cap rates and increasing property values are expected to 1) provide NAV support to the units, 2) 
support upfinancing opportunities on ~$511 million of debt maturing over the next 18 months. 


Increased Mark to Market Spread: The mark to market on rents has increased to 22% vs 13% at the 
end of 2011 and 14.6% last quarter. 


Renewals in Ottawa to Be a Focus: With limited lease maturities by the end of 2012 and Bay 
Adelaide at stabilized occupancy, we expect BOX to focus on renewing 1.2 million sq.ft. of government 
expiries in Ottawa which come up in 2013. Management decreased its Ottawa market rent 
expectations by $1 to $21 but nonetheless expects to renew the leases at rents above the $18.36 
in-place. 


Low Rate Environment Provides Rate Rolldown Opportunities:  Over the next 18 months, BOX 
has $511 million of maturities at rates between 5.32% and 8.19% which will provide opportunities for 
rate rolldowns and growth in FFO. Management estimates 10 year money is available at rates of 3.75% 
to 4% depending on loan size. BOX refinanced mortgage debt on the Royal Centre in Vancouver at a 
rate of 3.325% for a 3-year term. The refinancing generated net proceeds of $39 million, enhancing the 
REIT’s liquidity position.   


At LTVs of ~30%, we estimate upfinancing potential at ~$350 million assuming an increase in LTV to 
50%. We expect management will increase LTV’s in order to capitalize on the low interest rate 
environment.  


Estimates and Valuation 
Estimates: Our 2012 FFO/unit estimate declines to $1.45 from $1.48 due to modestly higher interest 
expense and G&A. Our 2013 FFO/unit increases to $1.65/unit, on lower refinancing expectations.  


Valuation and Target: Our target of $32.00 is moderately above our NAV of $31.00. Our NAV is up 
from $29.85 due to a 10bps decline in our cap rate to 5.3%. Our target implies ~24x 2013 P/AFFO. 


 BOX currently trades at 9% discount to our NAV, which implies a cap rate of 5.6%. This compares 
with an average premium to NAV of 7% for its Canadian peers.    


Operational Overview  
FFO/unit was $0.36 vs. $0.34 in Q2 2011 (adjusted for one-time lease termination income and 
non-recurring income) and in line with our $0.37 estimate.  
Occupancy Improves 20 bps Q/Q: Portfolio occupancy at Q2 2012 was 97.0%, up 20 bps vs. Q1 
2012 and up 80bps from year-end 2011. The sequential increase was primarily due to higher 
occupancy for the Toronto portfolio. Toronto’s occupancy increased 40 bps to 94.7%; Vancouver was 
up 40 bps to 97.7%. Ottawa’s occupancy remained unchanged at 99.7% while Calgary saw a 20 bps 
decrease to 99.6%.  


 Toronto’s Vacancy Spread vs. Market Rates Narrow Due to Strong Leasing: Toronto’s 
vacancy was 5.3% vs. market vacancy of 4.5%. Vacancy has improved q/q as a result of 
strong leasing activity, most noticeably 151 Yonge which increased to ~81.4% occupied from 
75.8% in Q1/12 and Bay Adelaide up 210bps to 94.6% reaching stabilized occupancy. 


Page 15 of 89







 


Vacancy remains above market average due to the capex program at First Canadian Place 
(90.5% occupied). 


 Calgary’s Q2 2012 vacancy of 0.4% was below the market vacancy of 3.4%. The market 
vacancy for class A space was 1.9%, down from 3.2% in Q1, 2012 and Class AA vacancy was 
0.9% up 40bps sequentially.  


 Vancouver vacancy of 2.3% was below the market vacancy of 5.4%. Class A & AA market 
vacancy was 3.8%, up 20bps sequentially.  


 Ottawa vacancy of 0.3% was below the market vacancy of 6.3%. Vacancy in Class A space 
was 5.8% a 10bps increase sequentially. 


 


Source: Company reports, NBF Source: Company reports, NBF


 BOX.UN OCCUPANCY TRENDS BOX.UN OCCUPANCY BY GEOGRAPHY
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SPNOI Growth Up +2.1% y/y: BOX’s same property NOI (SPNOI) for Q2/12 increased +2.1% y/y vs. 
+4.6% in Q1/12.  


Source: Company reports, NBF


 BOX.un SPNOI Y/Y GROWTH
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2013 Ottawa Lease Rollovers to be a Focus: BOX has 1.75 million sq.ft. or 10.5% of GLA maturing 
in 2013 which is primarily in the Ottawa market (1.15 million sq.ft.). We expect BOX to renew these 
primarily government tenants ahead of their lease expiries. Market rents for the Ottawa portfolio are 
~14.4% above in-place rents.  


Leasing Activity: In Q2 2012 BOX completed 233K sq.ft. of leasing, including 132K sq.ft of renewals 
and 101K sq.ft. of new leasing. Leasing was down from 423K sq.ft. in Q2/11 and 341K sq.ft. in Q1/12. 
Average net rents on renewals were ~5.6% above the expiring rent of $29.18.  


Mark to Market Widens on Higher Market Rates: Market rents of ~$32/sq.ft. are ~22% or 
$5.77/sq.ft. above the REIT’s portfolio average in-place rent of $26.23/sq.ft., providing the potential for 
a lift on renewal. Mark to market is in the double digits in each of the REIT’s geographic markets and 
has significantly widened vs. Q1/12 (14.6%) as a result of a +6.7% increase in market rents.  
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(per sq.ft.) In-place Market MTM
Toronto $27.14 $31.00 14.2%
Ottawa $18.36 $21.00 14.4%
Calgary $27.91 $36.00 29.0%
Vancouver $20.47 $33.00 61.2%
Total $26.23 $32.00 22.0%


Source: Company reports, NBF


Source: Company reports, NBF


BOX.un IN-PLACE RENTS VS. MARKET RENTS MARK TO MARKET POTENTIAL 
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TorontoMarket Rents up 
+3% vs. Q1/12. 


 


Solid Liquidity Position and Low LTVs Provide Upfinancing Opportunities 
Liquidity: At the end of Q2 2012 the REIT had a very solid liquidity position of ~$189 million.  


(in '000's)


Cash and cash equivalents $49,000 At Q2/12


Undrawn Portion of $200M Credit Facility $140,000
Pro-forma Liquidity $189,000


Mortgage Maturities (At Q2/12)
2012 ($29,700) 7.5% average interest rate
2013 ($481,300) 6.7% average interest rate


Sources: NBF, company reports


LIQUIDITY POSITION - BOX.un


 
Significant 2013 Mortgage Maturities Provide Interest Rate Savings Opportunity: BOX has~27% 
of its mortgages coming due in 2013. Mortgages maturing in 2013 have a weighted average interest 
rate of ~6.7% creating a meaningful interest savings opportunity. We are assuming BOX refinances its 
upcoming maturities at a 3.75% interest rate.  


Mortgage Refinancing & Upfinancing Opportunities:  


 Royal Centre: During the quarter the REIT unfinanced its $111 million mortgage on the Royal 
Centre with a $150 million mortgage resulting in net proceeds of ~$39 million. The new mortgage 
has an interest rate of 3.325% vs. 4.96% on the previous mortgage. Interest rate savings are 
expected to be partially offset by additional interest from the upfinancing.    


 151 Yonge St.: Post quarter the REIT extended its $10 million debt on 151 Yonge Street for a 
2-year period at BAs plus 170 bps.  


(In mlns, at Q2/2012)


Property 
Name Location


Maturity
Date


Mortgage at 
BOX Share


Interest 
Rate


151 Yonge ST. Toronto July 2012 $9.9 6.0%
HSBC Building Toronto October 2012 $20.1 8.2%
105 Adelaide St. W. Toronto February 2013 $21.0 5.3%
Bay Wellington Tower Toronto April 2013 $251.1 6.4%
Bay Wellington Tower Toronto April 2013 $60.4 6.8%
Bankers Hall Calgary November 2013 $10.1 6.7%
Bankers Hall Calgary November 2013 $149.3 7.2%


Source: Company reports, NBF


BOX.UN MORTGAGE MATURITIES 


Post Q2 the REIT 
extended the 
mortgage for a two-
year period at 
BA+170 bps. 
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Debt Highlights: Conservative Leverage 
 The REIT has an interest coverage ratio of 2.2x which is unchanged since Q1/12. Fixed charge 


coverage ratio was 1.6x.   
 BOX’s debt to total assets was ~40.3% at the end of Q2/12, 50 bps lower than Q1/12 (40.8%). 


Debt to total assets is significantly below the peer group average of ~50%.   
 
IFRS NAV Increases to $30.55/Unit: BOX’s fair value of investment properties as at Q2/12 was $4.9 
billion or $418/sq.ft. The discount rate used to value the portfolio was tightened by 20bps to 6.5% while 
the terminal cap rate was reduced by 10 bps to 5.8%. 
 
The REIT’s book value per unit was $30.55, up 4% vs. Q1/12 value of $29.38/unit. We expect the book 
value per unit to trend up as market cap rates compress and IFRS valuations increase. The REIT is 
currently trading at a 7% discount to IFRS value/unit and 9% discount to our NAV of $31.00. 


Update on 2012 Priorities 
1) Leasing:  BOX remains focused on a proactive leasing strategy in order to maintain portfolio 
occupancy above market. Occupancy at Bay Adelaide has increased 210 bps sequentially, reaching 
stabilization at 94.6%. With limited lease maturities by the end of 2012 and Bay Adelaide at stabilized 
occupancy, we expect BOX to focus on renewing 1.2 million sq.ft. of government expiries in Ottawa 
which come up in 2013. In addition, BOX will continue to focus on the lease-up of 151 Yonge St. 
Occupancy at the property has improved noticeably to ~81.4% at Q2/12 from 75.8% in Q1/12 


2) Refinancing: BOX continues to focus on opportunistically refinancing maturities in order to 
generate and preserve capital. The portfolio has several upfinancing and interest rate savings 
opportunities which BOX will capitalize on. 


3) Sustainability Initiatives: The HSBC Building in Toronto has received LEED gold certification 
making it the REIT’s fourth LEED Gold certified property. The Exchange Tower received gold 
certification in April. The REIT is working on LEED certification for five other properties.   
 


 
Brookfield Canada Office Properties (BOX.UN) - ADDITIONAL COMPANY RELATED DISCLOSURES  
In the past 12 months NBF acted as financial advisor, fiscal agent, or underwriter to the company that is the subject of this report and received remuneration for 
its services.  
NBF is an indirect wholly owned subsidiary of the National Bank of Canada. From time to time the National Bank of Canada may enter into lending or financial 
arrangements with companies that are the subject of NBF Research Reports. At the date of this report, National Bank of Canada is a lender to the company 
which is the subject of this report.  
NBF and/or its Affiliates may have a position in the securities mentioned herein and may make purchases and/or sales of these securities from time to time in 
the open market or otherwise. On the last day of the month preceding the date of this report, NBF and its Affiliates held in the aggregate less than 1%  of the 
outstanding shares (of any class of equity securities) of this issuer. (6) 
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Title: Groupe Aeroplan Inc. - AER (T) Cdn$10.42 Price: Cdn$10.42 StockRating: Outperform TargetPrice: Cdn$13.50 Headline: Q2 EBITDA Ex-Items Beats, NCIB Expands, Air Canada Issues 


July 25, 2012 The NBF Daily Bulletin 
Telecommunications Services 


 Rogers Communications Inc. 
RCI.B (T); RCI (N) $39.01;US$38.24 
Stock Rating: Outperform 


(Unchanged) 
Target: Cdn$41.50 
 (Unchanged) 
Risk Rating: Average 


Quarterly Review 


2Q Adjusted Profits Beat On Record Margins, 
2012 Guidance Remains Unchanged 


 (Unchanged) 
Est. Total Return 10.4%  


HIGHLIGHTS Stock Data:
52-week High-Low (Canada) $40.22 - $34.25
52-week High-Low (U.S.) US$40.58 - US$32.27
Bloomberg/Reuters: Canada RCI/B/RCI'B-T
Bloomberg/Reuters: U.S. RCI US/RCI-US
(FYE Dec. 31) 2011a 2012e 2013e
Revenue (mln) $12 428 $12 482 $12 669
EBITDA (mln) $4 716 $4 767 $4 888
Adjusted EPS $3.19 $3.32 $3.57
P/E 12.2x 11.8x 10.9x
EV/EBITDA 6.6x 6.6x 6.4x
FCF/Share $3.51 $3.11 $2.88
FCF Yield 9.0% 8.0% 7.4%
P/FCF 11.1x 12.6x 13.6x
*EV using forecast ND & projected FD share count.
Financial Data (as at June 30, 2012): 
Shares Outstanding Basic (mln) 515.2        
Shares Outstanding FD (mln) 518.2        
Float (mln) 378.2
Market Capitalization FD (mln) $20 216.7
Net Debt (mln) $11 404
Shareholders' Equity (mln) $3 495
Net Debt to Capital 76.5%
Leverage (Net Debt to LTM EBITDA) 2.3x
BVPS / Price/Book $6.71/5.8x
Current Annualized Dividend $1.58
Dividend Yield 4.1%
S&P Debt Rating BBB


 


Industry Rating: (Telecom Services): Overweight 
 (NBF Economics & Strategy Group) 


 Revenues +0.3%, EBITDA +2.6%, EPS $0.91 ($0.03 beat). 
Rogers reported lighter than forecast 2Q revenues of $3.106 
billion versus our $3.133 billion estimate and consensus of 
$3.145 billion. EBITDA of $1.276 billion, however, was much 
stronger than our $1.252 billion estimate and consensus of 
$1.255 billion due to strong cost cutting efforts. FD EPS of 
$0.91 beat our estimate of $0.88 and consensus of $0.86. 


 Wireless – postpaid metrics and margins outperform. 
Driving higher than expected revenue was a combination of 
better blended ARPU and higher Postpaid net adds in a 
quarter that featured strong smartphone sales. While Data 
ARPU of $23.17 was a touch below our estimate of $23.37, 
Voice ARPU’s decline of 8.4% y/y was better than anticipated 
and reflected the company’s first quarter of a single-digit Voice 
ARPU decrease since 3Q10. Together, these results led to a 
blended ARPU decline of 1.9% y/y to $59.10 versus our 
$58.44 estimate. Despite the strong smartphone sales, cost 
cutting initiatives helped the company drive strong service 
margins of 48.2% vs our 46.7% estimate. 


 Cable Ops – cost savings help mitigate IPTV pressures. 
While Bell’s IPTV product continues to pressure top-line 
results with TV-related subscriber metrics lower than 
expected and Revenues of $843 million short of our $851 
million estimate, the company’s focus on cost management 
helped drive strong margins of 47.8% vs our 46.5% forecast, 
as EBITDA of $403 million beat our $396 million estimate.  


 Media – Revenue & EBITDA miss on weak ad trends. 


 Maintain Outperform and $41.50 target. 
Our target is based on our DCF and NAV analyses and 
implies EV/EBITDA of 6.8x 2012E and 6.7x 2013E. 


Stock Performance (source: Thomson Reuters) Company Profile: 
Rogers is a diversified Canadian communications and 
media company providing a wide range of services including 
wireless, cable TV, Internet, and telephony for residential 
and business customers, while owning conventional & 
specialty TV, radio, publishing, online, and sports assets 
including the Toronto Blue Jays and Rogers Centre. It is the 
largest national wireless carrier and second largest cable 
operator in Canada with 90% of its cable subscribers in 
Ontario and the rest in the Maritimes (it ranks first in number 
of basic TV subscribers among domestic cable companies). 


 
Adam Shine, CFA – 514-879-2302 
adam.shine@nbc.ca 
 
Associates:  
Kevin Krishnaratne – 416-869-6585 
kevin.krishnaratne@nbc.ca 
Piotr (Peter) Stusio, CFA – 514-879-2564 
piotr.stusio@nbc.ca 
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 2Q EBITDA & Adj. EPS Beat on Strong Wireless & Cable Ops Margins 
Rogers reported strong Wireless revenue results which helped mitigate lower than expected 
Media and Cable revenue to drive consolidated revenue of $3.106 billion versus our $3.133 billion 
estimate (consensus $3.145 billion). Strong cost cutting measures helped produce consolidated 
EBITDA of $1.276 billion above our estimate of $1.252 billion (consensus $1.255 billion) reflecting 
strong margins of 41.1% versus our 40.0% estimate. Adjusted EPS of $0.91 compared with our 
estimate of $0.88 and consensus of $0.86.  


($ millions) 2Q12A 2Q11A % y/y NBF 2Q12E Consensus


Rogers Revenues
Wireless Total 1765 1759 0.3% 1752 1760
Wireless Network 1652 1638 0.9% 1638 1644
Cable Operations 843 832 1.3% 851 849
RBS 90 100 -10.0% 101
Media 440 437 0.7% 459 460
Corporate -32 -31 -30


Total Revenues 3106 3097 0.3% 3133 3145


Rogers EBITDA
Wireless 796 761 4.6% 765 763


% Wireless Network  Margin 48.2% 46.5% 46.7% 46.4%
Cable Operations 403 397 1.5% 396 397


% Cable Operations Margin 47.8% 47.7% 46.5%
RBS 22 21 4.8% 24
Media 79 91 -13.2% 92 95


%Media Margin 18.0% 20.8% 20.0%
Corporate


Total EBITDA 1276 1244 2.6% 1252 1255
% EBITDA Margin 41.1% 40.2% 40.0%


Adjusted EPS ($) $0.91 $0.85 7.2% $0.88 $0.86


Free Cash Flow 633 561 12.8% 405


2Q12A 2Q11A % y/y NBF 2Q12E Consensus


Wireless net additions (k) 41 135 68 65
Postpaid net additions (k) 87 108 79 82
Prepaid net additions (k) -46 27 -12 -17


Postpaid churn 1.15% 1.21% 1.30% 1.26%
Prepaid churn 4.04% 3.82% 4.30% 3.86%


Blended ARPU $59.10 $60.26 -1.9% $58.44
Voice ARPU $35.93 $39.24 -8.4% $35.06
Data ARPU $23.17 $21.02 10.2% $23.37
Postpaid ARPU $68.46 $70.07 -2.3% $67.69 $67.83
Prepaid ARPU $15.91 $16.14 -1.4% $16.46 $16.35


Basic net additions (k) -21.0 -9.0 -18.7 -16.0
Digital net additions (k) 1.0 2.0 4.3 4.7
HSD net additions (k) 9.0 11.0 9.5 13.0
Telephony net additions (k) 8.0 14.0 7.9 6.5


Source: Company reports, Street estimates, StreetAccount consensus, NBF estimates


Rogers 2Q12 Financial Summary


Rogers 2Q12 Operating Summary
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Wireless Summary = Revenue +0.3%, EBITDA +4.6% 
Wireless Revenue came in at $1.765 billion (+0.3% y/y), above our estimate of $1.752 billion and 
consensus of $1.760 billion. Network revenue of $1.652 billion (+0.9% y/y) beat our estimate of 
$1.638 billion and consensus of $1.644 billion while equipment revenue of $113 million was in line 
with our estimate of $114 million. 


Source: Company Reports and NBF Source: Company Reports and NBF 


Rogers Wireless Revenue ($Bln) & Growth (%)
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Rogers Blended ARPU ($) & Growth (%)
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Driving the network revenue beat was a combination of better than anticipated blended ARPU 
and Postpaid net additions in a quarter that featured strong smartphone sales. While Data ARPU 
of $23.17 (+10.2% y/y) was a touch below our estimate of $23.37, Voice ARPU declined less than 
expected y/y (-8.4%) to $35.93 which was above our $35.06 estimate and reflected the 
company’s first quarter of single-digit Voice ARPU decline since 3Q10. Together these results led 
to a blended ARPU decline of 1.9% y/y to $59.10 versus our $58.44 estimate. Postpaid ARPU of 
$68.46 (-2.3% y/y) was also above our estimate of $67.69 and consensus of $67.83, while 
Prepaid ARPU of $15.91 (-1.4% y/y) missed our estimate of $16.46 and consensus of $16.35. 
Rogers Historic Smartphone Sales (000's) 1Q09 2Q09 3Q09 4Q09 1Q10 2Q10 3Q10 4Q10 1Q11 2Q11 3Q11 4Q11 1Q12 2Q12


Smartphone activations 360 315 370 400 348 385 529 635 534 591 609 791 642 629
Smartphone activations new to Rogers 144 158 167 160 122 135 175 184 192 236 256 277 218 226
Percent smartphones activations new to Rogers 40% 50% 45% 40% 35% 35% 33% 29% 36% 40% 42% 35% 34% 36%
Smartphone upgrades 216 158 204 240 226 250 354 451 342 355 353 514 424 403
Percent smartphones upgrades 60% 50% 55% 60% 65% 65% 67% 71% 64% 60% 58% 65% 66% 64%
Total postpaid gross adds 315 347 381 334 278 321 387 344 316 376 380 377 334 350
New smartphone % of postpaid gross adds 45.7% 45.4% 43.7% 47.9% 43.8% 42.0% 45.1% 53.5% 60.8% 62.9% 67.3% 73.4% 65.4% 64.7%
Total smartphone % of postpaid gross adds 114% 91% 97% 120% 125% 120% 137% 185% 169% 157% 160% 210% 192% 180%
Smartphone % of postpaid subscriber base 23.0% 25.0% 28.0% 31.0% 33.0% 35.0% 37.0% 41.0% 45.0% 48.0% 52.0% 56.0% 60.0% 63.0%
Service Margin % 48.2% 48.5% 51.4% 46.6% 52.8% 50.5% 48.5% 42.9% 48.9% 46.5% 47.7% 40.8% 45.7% 48.2%


Source: Company reports and NBF  
Breaking down the subscriber trends, Rogers posted 87K Postpaid net additions versus our 
estimate of 79K and consensus of 82K. During the quarter, the company accelerated its mix of 
smartphone subscribers which now sits at 63% of Postpaid users, up from 48% in 2Q11 and 60% 
in 1Q12. Smartphone sales were strong during the quarter with the company upgrading and 
activating roughly 629K smartphones, its fourth highest result ever, with approximately 36% of 
these being new subscribers to Rogers Wireless. The company remains focused on its ability to 
grow data plan attach rates for subscribers owning smartphones, which management noted was 
up 21% y/y. Driving greater data plan adoption should help the company offset continued declines 
in voice services in addition to declining SMS growth, which while still healthy at +12% y/y was 
down from the 15% y/y growth rate achieved in 1Q12. 


Source: Company Reports and NBF estimates for Bell and TELUS 2Q12 Source: Company Reports and NBF estimates
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During 2Q, Prepaid subscriber losses were greater than expected at 46K versus our estimate of 
12K and consensus of 17K. The company continues to see declines in its more traditional Prepaid 
offerings as compared to prior periods given the intense competition from new entrants within 
Rogers’ urban regions. Rounding out the Wireless-related subscriber metrics, Blended Churn 
came in lower than anticipated at 1.67% versus our estimate of 1.84%, driven by better than 
expected Postpaid churn of 1.15% versus our estimate of 1.30% and Prepaid churn of 4.04% 
versus our estimate of 4.30%.    


Source: Company Reports and NBF Source: Company Reports and NBF 
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Wireless EBITDA came in much better than expected at $796 million (+4.6% y/y, +6% y/y 
adjusting for $10 million in one-time commodity tax gains in 2Q11) versus our estimate of $765 
million and consensus of $763 million, driven in part by the stronger Revenue results but also due 
to cost cutting initiatives undertaken in the quarter. Retention spending as a percentage of 
network revenue declined 80 bps sequentially to 12.1%. Overall, Wireless service margins were 
much stronger at 48.2% versus our estimate of 46.7% and consensus of 46.4%. While we don’t 
expect the company to post such strong margins through the remainder of the year given 
aggressive back-to-school promotions that will likely serve to increase sales and marketing costs 
in 3Q12 and the upgrade and acquisition costs related to the widely anticipated launch of the 
iPhone 5 in 4Q12, we continue to forecast service margins of roughly 45% to 46% for the 
business longer term. 


Source: Company Reports and NBF Source: Company Reports and NBF 
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CABLE OPERATIONS Summary = Revenues +1.3%, EBITDA +1.5% 
Core Cable Operations Revenue came in at $843 million (+1.3% y/y), just slightly below our 
estimate of $851 million and consensus of $849 million. EBITDA of $403 million (+1.5% y/y) was 
just above our estimate of $396 million and consensus of $397 million, with margins coming in 
stronger at 47.8% versus our estimate of 46.5%. The quarter was highlighted by management’s 
ability to drive cost out of the business following recent restructuring efforts to help offset top line 
declines in the face of Bell’s IPTV product launch. The company noted that it was once again 
engaged in certain promotional and retention activities associated with aggressively priced IPTV 
offerings from Bell. While subscriber metrics were lower than last year’s levels in a seasonally 
light period, the effects of evolving Bell-related pressures were discounted into our and 
consensus expectations following the negative surprises seen in 1Q12 (in short, estimates for this 
period were better anticipating lighter subscriber trends).  
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Source: Company Reports and NBF Source: Company Reports and NBF 
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Television revenues of $478 million came in below our estimate of $484 million driven by the 
impact of the above mentioned promotional and retention pricing activity related to combating 
Bell’s IPTV offering together with greater than expected Basic TV subscriber losses. Basic TV 
losses of 21K compared to our -18.7K estimate, while Digital TV net adds of 1K compared to our 
+4.3K estimate. While Rogers’ new NextBox 2.0 product still remains in its early days and it may 
have been difficult to achieve strong traction given the seasonally light second quarter, we expect 
the service should help drive greater digital TV sell-through longer term. 


Source: Company Reports and NBF Source: Company Reports and NBF 


Rogers Basic TV Net Additions (000's)


0


7


-4


-8
-9


9


-6


-21 -21
-25


-20


-15


-10


-5


0


5


10


15


2Q10 3Q10 4Q10 1Q11 2Q11 3Q11 4Q11 1Q12 2Q12


Rogers Digital TV Net Additions (000's)


11


16


14


5


2


22


10


-1


1


-5


0


5


10


15


20


25


2Q10 3Q10 4Q10 1Q11 2Q11 3Q11 4Q11 1Q12 2Q12


 
Internet revenues of $245 million compared to our estimate of $254 million, reflecting relatively in 
line Internet net additions of 9K (versus our estimate of +9.5K) offset by lower Internet pricing as a 
result of heightened competitive activity. 


Source: Company Reports and NBF estimates Source: Company Reports and NBF estimates
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Rounding out Cable Operations, Telephony revenues of $120 million were above our estimate of 
$113 million with net additions of 8K right in line with our estimate of +7.9K. 


RBS Revenue Misses but EBITDA In Line 
Rogers Business Solutions (RBS) Revenue of $90 million (-10% y/y) compared with our estimate 
of $101 million and reflects the company’s continued planned decline in low margin legacy 
businesses partially offset by gains in its growth initiatives including Atria and Blink. The company 
noted that revenue from such higher margin businesses was up 22% y/y and now represents 
approximately 44% of RBS Revenue. EBITDA of $22 million (+4.8% y/y) was relatively in line with 
our estimate of $24 million. 
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MEDIA Summary = Revenues +0.7%, EBITDA -13.2% 
Media Revenue of $440 million (+0.7% y/y) missed our $459 million estimate and consensus of 
$460 million. Despite strong growth in Blue Jays ticketing and merchandising sales and increased 
subscriber fees from Sportsnet, 2Q12 saw continued weakness in advertising trends. As a result 
of decreased Revenues, EBITDA of $79 million (-13.2% y/y) also fell short of our estimate of $92 
million and consensus of $95 million. 


Source: Company Reports and NBF Source: Company Reports and NBF 
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Leverage Remains Within Targeted Range As It Continues to Sit At 2.3x 
Dividends paid as a percentage of Free Cash Flow are forecast to track above levels in prior years 
given the commencement of cash tax payments this year. Cash taxes in the quarter were much 
lower than expected at $23 million versus our estimate of $126 million, though this was largely a 
timing issue with the company still expecting to pay cash taxes of between $425 million to $475 
million versus $95 million YTD. Our estimates call for cash tax payments of $450 million in 2012. 


Source: Company reports and NBF estimates Source: Company reports and NBF estimates
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Recall that Rogers’ target leverage range is 2.0x to 2.5x based on net debt (including derivative 
liabilities) to EBITDA. Leverage was unchanged sequentially at 2.3x. We expect this figure will 
increase to 2.5x by the end of 2012 after taking into account the company’s $533 million cash 
outlay for its pending purchase of a 37.5% stake in MLSE which still requires CRTC approval and 
is expected to close during 3Q12. Following the anticipated purchase of 700 MHz spectrum in 
2013 (which we currently estimate at $700 million), leverage is expected to move just above 2.5x 
next year before working its way down thereafter. 


Capex spending for Rogers came in at $458 million versus our $546 million estimate as Wireless 
Capex of $215 million was lower than our $289 estimate as was Cable Capex of $214 million 
versus our $228 million estimate. Together with lower cash tax payments, as described above, 
Free Cash Flow of $633 million came in above our $405 million estimate. 


Source: Company reports and NBF estimates Source: Company reports and NBF estimates
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In the table on the following page, we have outlined some of the key changes to our estimates for 
2012 and 2013 following Rogers’ 2Q12 results. Note that guidance for 2012 has been maintained, 
as more aggressive cost cutting efforts are likely to help mitigate top-line pressures. 
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 Previous Previous
Rogers Financial Forecast 2011A 2012E %y/y 2012E 2013E %y/y 2013E


($ millions)


Wireless Revenues
Service 6601 6651 0.8% 6637 6706 0.8% 6691
Product 537 513 -4.5% 509 503 -1.9% 503


Total Wireless Revenues 7138 7164 0.4% 7146 7209 0.6% 7194


Cable Revenues
Cable Operations 3309 3369 1.8% 3380 3457 2.6% 3466
RBS 405 359 -11.4% 370 355 -1.0% 366
Video 82 11 -86.6% 11 0 -100.0% 0


Total Cable Revenues 3796 3739 -1.5% 3761 3813 2.0% 3832


Media Revenues 1 611 1 689 4.9% 1 700 1 757 4.0% 1 768
Corporate -117 -110 -110 -110 -110


Total Consolidated Revenues 12428 12482 0.4% 12497 12669 1.5% 12684


Wireless EBITDA 3 036 3 039 0.1% 3 019 3 063 0.8% 3 050
% Wireless Service Margin 46.0% 45.7% 45.5% 45.7% 45.6%
Cable EBITDA


Cable Operations 1549 1 559 0.7% 1558 1 610 3.3% 1614
RBS 86 89 3.0% 92 92 4.2% 110
Video -23 -3 -87.0% -3 0


Total Cable EBITDA 1 612 1 645 2.0% 1 647 1 702 3.5% 1 724
% Cable Margin 42.5% 44.0% 43.8% 44.7% 45.0%
Media EBITDA 180 182 0.9% 188 220 20.9% 221
% Media Margin 11.2% 10.7% 11.0% 12.5% 12.5%
Consolidated EBITDA 4716 4767 4753 4888 4898
% EBITDA Margin 37.9% 38.2% 38.0% 38.6% 38.6%
Adjusted EPS ($) $3.19 $3.32 3.9% $3.31 $3.57 7.5% $3.59


Free Cash Flow* 1851 1578 -14.7% 1555 1433 -9.2% 1450
Total Capex* 2127 2077 -2.3% 2075 2073 -0.2% 2069


Rogers Subscriber Forecast


Rogers Wireless Metrics
Total Wireless net adds (k) 378 221 2.4% 221 205 2.1% 205
Postpaid Wireless net adds (k) 269 220 2.9% 220 187 2.4% 187
Prepaid Wireless net adds (k) 109 1 0.0% 1 18 1.0% 18


Blended ARPU ($) $60.08 $58.68 -2.3% $58.56 $57.86 -1.4% $57.73
Voice ARPU ($) $38.92 $35.02 -10.0% $34.10 $30.96 -11.6% $30.89
Data ARPU ($) $21.16 $23.66 11.8% $24.46 $26.91 13.7% $26.85


Blended Churn (%) 1.76% 1.79% 1.84% 1.80% 1.80%
Postpaid Churn (%) 1.32% 1.32% 1.35% 1.33% 1.33%
Prepaid Churn (%) 3.64% 3.99% 4.05% 3.90% 3.90%


Rogers Cable Metrics
Basic TV Net Addtions (k) -14 -51 -2.2% -46 -47 -2.1% -47
Digital TV Net Additions (k) 39 24 1.4% 36 40 2.2% 40
HSD Net Additions (k) 83 63 3.5% 63 51 2.8% 51
Telephony Net Additions (k) 45 24 2.3% 24 22 2.0% 22


*2013E FCF and Capex excludes $700 million assumption of 700 MHz spectrum purchase in 2013.


Source: Company reports and NBF estimates  
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Wireless: While we have left our subscriber addition assumptions unchanged, but modest upward 
revisions to our Blended ARPU assumptions result in our Total Wireless Revenue estimates 
going up by $18 million in 2012 to $7.164 billion and by $15 million in 2013 to $7.209 billion. Our 
changes also result in our Wireless EBITDA estimates increasing by $20 million in 2012 to $3.039 
billion and by $13 million in 2013 to $3.063 billion. 


Cable: We have kept our Internet and Telephony subscriber addition assumptions unchanged, 
but are now looking for slightly weaker TV performance in 2012, with Basic TV losses at 51K 
versus 46K losses previously and 24K Digital TV net additions versus 36K previously. We have 
also reduced our RBS Revenue assumptions by $11 million in both 2012 and 2013. As a result of 
our changes, our Consolidated Cable Revenue estimates have been reduced by $22 million in 
2012 to $3.739 billion and by $20 million in 2013 to $3.813 billion. 


Media: We have reduced our Media Revenue assumptions for 2012 and 2013 by $10 million and 
$11 million, respectively. We are now looking for 2012 Revenue of $1.689 billion and EBITDA of 
$182 million and 2013 Revenue of $1.757 billion and EBITDA of $220 million. 


Maintain Outperform and Target of $41.50 
In our preview note last week, we began straddling our 2012 and 2013 values derived from our 
DCF which now points to a figure of $39.72 to which we then add $0.68 for the value of the Blue 
Jays and Rogers Centre and an extra $1.07 for the company’s pending 37.5% stake in MLSE to 
get us to an adjusted metric of $41.46 which implies EV/EBITDA multiples of 6.8x our 2012 
estimates and 6.7x our 2013 estimates. 
Rogers Discounted Cash Flow Valuation ($ MLN., except per share amounts)


2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E 2020E
Terminal 


Value
EBITDA (after stock-based compensation) 4 664 4 854 4 944 5 032 5 110 5 165 5 189 5 215 5 231 5 231


Less: Cash Taxes (493) (686) (735) (784) (817) (843) (869) (876) (880) (880)
Net Operating Profit Less Adjusted Taxes 4 171 4 168 4 210 4 248 4 293 4 322 4 320 4 339 4 350 4 350


Change in Working Capital (273) (25) (20) (8) 6 6 6 13 (0) (0)
Capital Expenditures (2 077) (2 773) (2 082) (2 070) (2 043) (2 006) (1 985) (1 959) (1 957) (1 957)


Unlevered Free Cash Flow 1 820 1 370 2 108 2 170 2 255 2 321 2 342 2 393 2 393 2 393


2012E PV of Unlevered FCF 0 1 261 1 784 1 690 1 615 1 530 1 420 1 335 1 228
2013E PV of Unlevered FCF 0 0 1 939 1 837 1 756 1 663 1 543 1 451 1 335
PV of Terminal Value 18 704 20 331 22 099 24 021 26 110 28 380 30 848 33 531 36 447
Net Debt (11 580) (12 065) (11 989) (11 770) (11 434) (11 004) (10 494) (9 943) (9 402)
Investments in Cogeco Inc. & Cogeco Cable (at market) 577 577 577 577 577 577 577 577 577
PV Sum of Interim Unlevered FCF 11 862 11 524 10 418 9 154 7 695 6 043 4 227 2 201 4 227
Net Asset Value 19 564 20 366 21 105 21 982 22 948 23 997 25 158 26 366 31 849
NAV per Share $38.52 $40.91 $43.04 $46.24 $49.85 $53.88 $58.46 $63.48
EV/EBITDA 6.7x 6.68x 6.7x 6.7x 6.7x 6.8x 6.9x 7.0x
P/E 11.6x 11.5x 11.0x 10.7x 10.8x 10.9x 11.1x 11.5x


PV Sum of Interim Unlevered FCF 11 862 11 524 Estimated Equity Risk Premium 8.00%
PV of Terminal Value 18 704 20 331 Risk Free Rate 3.00%
Gross Asset Value 30 567 31 855 Beta 1.00


Less: Net Debt (11 580) (12 065) Cost of Equity: 11.0%
Add: Investments in Cogeco Inc./Cogeco Cable 577 577 Nominal Marginal Cost of Debt 6.70%


Nominal Tax Rate 27.5%
Net Asset Value (NAV) 19 564 20 366 Tax-Adjusted Cost of Debt: 4.9%
Diluted Shares 508 498 Debt/Total Capitalization: 37.5%
DCF Value per Share $38.52 $40.91 Weighted Average Cost of Capital: 8.7%
Current Price $39.01 $39.01 G (Perpetual Growth Rate): 2.00%
Upside (1.2%) 4.9% FCF Terminal Multiple = (1+G)/(WACC-G): 15.2x
Dividend 3.9% 4.1% Implied Equity Terminal Multiple on EPS: 11.7x
Total Return 2.7% 9.0% Implied EV Terminal Multiple on EBITDA: 7.0x
Sensitvity Analysis (Based on 2012E) Sensitvity Analysis (P/E Multiple)
WACC 7.7% 8.2% 8.7% 9.2% 9.7% WACC 7.7% 8.2% 8.7% 9.2% 9.7%


1.0% $41.93 $37.38 $33.42 $29.95 $26.88 1.0% 12.6x 11.3x 10.1x 9.0x 8.1x
1.5% $45.30 $40.19 $35.80 $31.97 $28.61 1.5% 13.7x 12.1x 10.8x 9.6x 8.6x
2.0% $49.28 $43.47 $38.52 $34.27 $30.56 2.0% 14.9x 13.1x 11.6x 10.3x 9.2x
2.5% $54.01 $47.31 $41.69 $36.91 $32.79 2.5% 16.3x 14.3x 12.6x 11.1x 9.9x
3.0% $59.76 $51.90 $45.41 $39.97 $35.35 3.0% 18.0x 15.6x 13.7x 12.1x 10.7x
3.5% $66.87 $57.46 $49.85 $43.58 $38.32 3.5% 20.2x 17.3x 15.0x 13.1x 11.6x


Source: NBF estimates
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While our NAV on the following page points to a value of $41 based on our 2013 estimates, a 
straddling of our 2013E and 2014E values results in a figure closer to $42.30. Although this 
suggests that their may be room for further near term upside to our target, we’ve left the latter 
unchanged at $41.50.  


Recall that Rogers’ shares pulled back 9.5% following the disappointing 1Q results after the 
markets closed on April 24. With the stronger profit performance in 2Q, the company’s stock has 
now entirely regained its post-1Q losses and we believe is poised for incremental upside as the 
company resumes its aggressive share repurchased program which retired 9.6 million shares 
during the recent quarter.  


We reiterate our Outperform rating on Rogers. 
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Rogers NAV Analysis ($ MLN., unless otherwise noted)


2010 2011 2012E 2013E 2014E


Wireless
EBITDA 3 173 3 036 3 039 3 063 3 091
Multiple 6.50x 6.50x 6.50x 6.50x 6.50x
Value 20 625 19 734 19 755 19 908 20 092


Cable Operations
EBITDA 1 419 1 549 1 559 1 610 1 649
Multiple 6.00x 6.00x 6.00x 6.00x 6.00x
Value 8 514 9 294 9 355 9 660 9 893


RBS
EBITDA 40 86 89 92 97
Multiple 6.50x 6.50x 6.50x 6.50x 6.50x
Value 260 559 576 600 633


Video
EBITDA (33) (23) (3) 0 0
Multiple 4.00x 4.00x 4.00x 4.00x 4.00x
Value (132) (92) (12) 0 0


Media (ex-Blue Jays)
EBITDA 131 180 182 220 235
Multiple 6.75x 6.75x 6.75x 6.75x 6.75x
Value 884 1 215 1 226 1 483 1 588


Corporate
EBITDA (95) (112) (99) (97) (94)
Multiple 6.40x 6.40x 6.40x 6.40x 6.40x
Value (608) (717) (634) (618) (602)


Rogers Gross Value 29 543 29 993 30 267 31 034 31 604
Less: Net Debt & Derivative Instruments (9 606) (10 574) (11 580) (12 065) (11 989)


Rogers Net Value 19 937 19 419 18 687 18 969 19 615
Cogeco Cable Inc. (10.687925M @ $35.68) 381 381 381 381 381
Cogeco Inc (5.969390M @ $32.74) 195 195 195 195 195
Blue Jays & Rogers Centre (per Forbes) 337 337 337 337 337
Maple Leaf Sports & Entertainment (37.5% stake at book) 533 533 533


Net Asset Value 20 851 20 333 20 134 20 416 21 062
Diluted Shares Outstanding 556 528 508 498 483
NAV Per Share $37.53 $38.52 $39.65 $41.01 $43.62


Implied EV/EBITDA 6.57x 6.55x 6.65x 6.64x 6.64x
Implied P/E 12.99x 12.06x 11.95x 11.50x 11.15x


Source: Company reports and NBF estimates  
 


 
 
Rogers Communications Inc. (RCI.b) - ADDITIONAL COMPANY RELATED DISCLOSURES  
In the past 12 months NBF has not acted as financial advisor, fiscal agent or underwriter for the company that is the subject of this report. NBF may act in 
such a capacity in the future and receive, or expect to receive, compensation for such activities. 
NBF is an indirect wholly owned subsidiary of the National Bank of Canada. From time to time the National Bank of Canada may enter into lending or 
financial arrangements with companies that are the subject of NBF Research Reports. At the date of this report, National Bank of Canada is not a lender to 
the company which is the subject of this report. 
NBF and/or its Affiliates may have a position in the securities mentioned herein and may make purchases and/or sales of these securities from time to time 
in the open market or otherwise. On the last day of the month preceding the date of this report, NBF and its Affiliates held in the aggregate less than 1%  of 
the outstanding shares (of any class of equity securities) of this issuer. 
The company discussed in this report has two or more classes of common shares existing with differential voting rights. (28)  
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Title: Sprott Power Corp. - SPZ (TSX) Cdn$0.97 Price: Cdn$0.97 StockRating: Outperform TargetPrice: Cdn$1.25 Headline: Not blown off track by low wind speeds


July 25, 2012 The NBF Daily Bulletin 
Independent Power Producers & Energy Traders 


 Sprott Power Corp. 
SPZ (TSX) Cdn$0.97 
Stock Rating: Outperform 


(Unchanged) 
Target: Cdn$1.25 
 (Unchanged) 
Risk Rating: Above Average 


Q2 Results  


Not blown off track by low wind speeds 


 (Unchanged) 
Est. Total Return 34%  


HIGHLIGHTS Stock Data:
52-week High-Low (Canada) $1.07 - $0.56
Bloomberg/Reuters: Canada SPZ CN / SPZ.TO


2011a 2012e 2013e
Revenue (mln) 10.6$       18.5$       22.6$         
Net Capacity (MW) 46            64            89              
EBITDA ($mln - consolid.) 3.8$         9.9$         13.2$         
adj. EBITDA ($mln) 3.8$         7.6$         9.7$           


Constr in process ($mln) 3.4$         2.9$         66.0$         
EV/EBITDA adj 32.6x 15.4x 11.6x
Dividend ($/sh) -$         0.049$     0.053$       
Yield (%) 0.0% 5.1% 5.5%
Financial Data: 
Market Capitalization (mln) 66$            
Total Debt1 (mln) 96.7$         
Cash and reserves1  (mln) 27.0$         
Shares Outstanding (basic mln) 68.2           
Shares Outstanding (FD mln) 68.2           
Source: Thomson Financial and NBF estimates
1  June 30, 2012


(Year-End Dec 31)


 


Industry Rating: Overweight 
(NBF Economics & Strategy Group) 


 Below normal wind speeds lead to soft quarter 
Revenue of $4.24 mln was just shy of us and consensus at 
$4.55 mln. The difference was related to below normal wind 
speeds, with wind production in the quarter at 43.3 GWh, 
slightly below our 46.7 GWh.   


 EBITDA short in Q2 – not a concern for long run 
EBITDA of $1.9 mln was below our $2.9 mln. We estimate an 
adj. EBITDA of $1.3 mln, versus our $2.1 mln estimate. The 
shortfall was split between lower revenue and higher 
operating costs than modelled. Wind speeds should return to 
long run averages and costs should improve as SPZ grows.  


 Focussed on growth  - plans remain on track 
With the addition of 50 MW of contracted assets over the next 
few years, we believe that adj. EBITDA could increase by 
more than 200% between ‘12E and ‘15E. With this, we believe 
that dividends could increase by up to $0.05/sh in the same 
period without an increase in payout ratios.  


 Could have enough cash for current pipeline  
We believe its cash could support our modelled growth. 
Dilution may be required to develop additional projects, such 
as SPZ’s recent stake in a 172 MW development portfolio.   


 Valuation: Maintain target at $1.25, Outperform 
We have adjusted and further calibrated our model following 
the results. Our target is based on a DCF analysis with a 9% 
discount rate and forward EV/EBITDA multiples of 10.5X ‘14E 
and 10X ‘15E. We could see positive results from RFP bids in 
the coming year and further details on prospective projects.  


Stock Performance Company Profile: 
Sprott Power is an Independent Power Producers with a 
pure-play focus on renewable power. The company 
operates a net 62 MW (gross 77 MW) of wind power in 
Ontario and Nova Scotia, under long term contracts. It also 
has contracted a net 50 MW (gross 62 MW) of wind projects 
under development across Canada.  SPZ has an additional 
pipeline of opportunities of over 500 MW that could be 
entered into competitive processes in the near future.  
 
Rupert M. Merer, P.Eng CFA - (416) 869-8008 
rupert.merer@nbc.ca 
 
Associate: Mark Vernest - (416) 869-7476 
Mark.Vernest@nbc.ca 


 


 
Source: Reuters 
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(all figures in Cdn$ unless otherwise noted)


Ticker TSX-SPZ
Market Price 0.97$     
Shares Outstanding (FD mln) 68.2       
Market Cap ($mln) 66$        
Enterprise Value ($mln) 142$      
52-week High 1.07$     
52-week Low 0.56$     
Stock Rating Outperform
Risk Rating Above Average
Annual Yield ($/sh) 0.05$     
Yield (%) 5.5%
12-Mth Target Price 1.25$     
12-Mth Total Return 34.4%


Income Statement 2010A 2011A 12 Q1 12 Q2 12 Q3E 12 Q4E 2012E 2013E 2014E 2015E
Total Revenue ($mln) 0.0 10.6 3.8 4.2 3.6 6.9 18.6 22.6 32.5 46.4
Growth yoy (%) nmf 72% 59% 107% 94% 83% 23% 46% 44%
Sales/Share (FD) -        0.23     0.07        0.06     0.05     0.10     0.32     0.33     0.47         0.67        
Net Installed Capacity (MW) 43.9 45.7 45.7 61.8 64.1 64.1 64.1 89.1 99.1 111.1
Gross Installed Capacity (MW) 43.9 45.7 45.7 77.2 79.5 79.5 79.5 104.5 114.5 138.5
Net Production (GWhr) 0.0 116.0 36.2 43.5 36.5 70.1 186.3 226.7 299.6 400.3
EBITDA ($mln - consolidated) (2.0)        3.8         1.9            1.9         1.4         4.6         9.9         13.2       21.4         33.3        
Adj. EBITDA ($mln - proportional) (2.0)        3.8         1.9            1.3         0.9         3.4         7.6         9.7         17.9         25.4        
Adj. free EBITDA ($mln) (2.0)        3.8         1.9            1.3         0.9         3.4         7.6         9.7         17.9         24.0        
EBIT ($mln) (2.1)        (0.3)        1.0            0.5         0.1         3.2         4.8         6.9         13.2         21.4        
Operating Margin (%) nmf -3.0% 29.5% 11.7% 1.8% 48.4% 27.3% 32.2% 42.0% 47.0%
Net Interest Expense ($mln) (0.0)        2.6         0.6            1.2         1.3         1.4         4.5         5.5         8.4           9.2          
adj Net Income ($mln) (2.02)      (1.51)    0.07        (0.94)    (0.79)    0.80     (0.99)    0.09     2.44         6.10        
Adj. EPS (diluted) (0.10)      (0.03)      0.00          (0.01)      (0.01)      0.01       (0.02)      0.00       0.04         0.09        
Balance Sheet ($mln) 2010A 2011A 12 Q1 12 Q2 12 Q3E 12 Q4E 2012E 2013E 2014E 2015E
Cash & S.T. investments ($mln) 18.9       8.5         27.2          20.9       23.7       25.2       25.2       13.7       2.4           11.7        
S.T. Restricted cash ($mln) -         7.6         14.1          6.2         -         -         -         -         -          -          
PP&E ($mln) -         125.4     142.5        143.6     149.4     148.1     148.1     204.1     285.4       273.8      
Book Value ($mln) 19.7       52.1       70.8          69.0       67.4       67.4       67.4       64.3       61.6         61.3        
Book Value / sh 1.0         1.1         1.3            1.0         1.0         1.0         1.2         0.9         0.9           0.9          
Tangible Book Value ($mln) 19.7       33.7       52.6          51.0       49.5       49.6       49.6       47.1       45.1         45.3        
Tangible Book Value / sh 1.0         0.7         1.0            0.7         0.7         0.7         0.9         0.7         0.7           0.7          
Debt ($mln) -         87.9       97.3          96.7       101.3     100.6     100.6     146.2     209.2       202.6      
net debt ($mln) (18.9)      79.5       70.1          75.8       77.6       75.4       75.4       132.5     206.9       190.8      
partners share of debt ($mln) -         -         21.9          22.5       22.4       22.2       22.2       21.6       45.4         44.1        
Construction in process (proportional) -         3.4         3.5            35.5       9.7         2.9         2.9         66.0       59.3         -          
Working Capital 16.8       10.3       26.0          24.9       21.9       23.4       23.4       12.5       (0.9)         8.1          
net Debt/EBITDA 9.3         21.1       36.0          38.9       55.6       16.3       7.6         10.0       9.7           5.7          
Debt/Op. CF n/a 113.2     21.9       22.4       19.1         10.6        
Net Debt / Capital (0.86) 0.45 0.33 0.37 0.37 0.36 0.36 0.54 0.65 0.60
Times interest earned 79.08 (0.11) 1.66 0.39 0.05 2.33 1.06 1.27 1.57 2.31
Cash Flow ($mln) 2010A 2011A 12 Q1 12 Q2 12 Q3E 12 Q4E 2012E 2013E 2014E 2015E
Cash and st investments start of period n/a 18.9 8.5 27.2 20.9 23.7 8.5 25.2 13.7 2.4


Operating Activities (0.9) (4.5) 2.0 0.2 0.3 3.5 6.0 6.6 13.2 24.2
Investing Activities 0.0 (70.3) (13.6) (6.0) (1.2) (0.4) (21.2) (60.1) (90.4) (1.3)
Financing Activities 20.1 42.6 30.4 (1.5) 3.7 (1.7) 30.9 42.0 65.9 (13.5)


FX & Cash acquired on acquistion 0.0 21.7 0.0 1.0 0.0 0.0 1.0 0.0 0.0 0.0
Change in Cash 19.3 (10.5) 18.8 (6.3) 2.8 1.5 16.7 (11.5) (11.3) 9.4
Cash and st investments end of period 18.9 8.5 27.2 20.9 23.7 25.2 25.2 13.7 2.4 11.7
Distributable Cash and Div. 2010A 2011A 12 Q1 12 Q2 12 Q3E 12 Q4E 2012E 2013E 2014E 2015E
Distributable CF ($mln) 0.0 (2.9) 0.7 0.3 (0.2) 2.3 3.0 4.8 7.7 13.0
Distributable CF/Sh ($) 0.00 (0.06) 0.01 0.00 (0.00) 0.03 0.05 0.07 0.11 0.19
Distributable CF yield 0.0% -6.5% 1.3% 0.4% -0.3% 3.4% 5.3% 7.1% 11.5% 19.4%
Payout Ratio nmf 0% 80% 305% -391% 40% 97% 77% 72% 53%
Dividends declared ($mln) -         -         0.5            0.9         0.9         0.9         3.3         3.7         5.5           6.9          
Dividend/Sh ($) 0.00 0.00 0.010 0.013 0.013 0.013 0.05 0.05 0.08 0.10
Dividend Yield 0.0% 0.0% 5.1% 5.5% 8.2% 10.3%
Valuation Metrics 2010A 2011A 12 Q1 12 Q2 12 Q3E 12 Q4E 2012E 2013E 2014E 2015E
EV ($mln) 3.0         126.0     136.3        142.0     144.2     142.0     142.0     199.7     273.8       257.8      
EV ($mln) (proportional) 3.0         126.0     114.4        119.5     121.9     119.8     119.8     178.0     228.4       213.7      
EV ($mln) (proportional adj) 3.0         122.6     110.9        83.9       112.1     116.9     116.9     112.0     169.1       213.7      
EV ($mln) proporitional / MW (net) 0.1         2.8         2.5            1.9         1.9         1.9         1.9         2.0         2.3           1.9          
EV/Sales nmf 11.91     7.64       8.83       8.43         5.55        
Price/Sales nmf 6.25       3.56       2.93       2.04         1.42        
P/E nmf nmf nmf 780.5     27.5         11.0        
P/Dist. CF nmf (15.4) 18.9 14.0 8.7 5.2
Book Value / sh 0.96       1.14       1.32          1.01       0.99       0.98       1.16       0.93       0.89         0.89        
Price/Book Value 1.01       0.85       0.73          0.96       0.98       0.99       0.84       1.04       1.09         1.09        
Price/ Tangible Book Value 1.01       1.32       0.99          1.30       1.34       1.34       1.14       1.42       1.49         1.48        
EV/EBITDA (consolidated) TTM nmf 33.5       28.9          25.2       20.6       14.3       14.3       15.1       12.8         7.7          
EV/EBITDA (proportional) TTM nmf 33.5       24.3          23.8       20.9       15.8       15.8       18.4       12.8         8.4          
EV/EBITDA (proportional adj) TTM nmf 32.6       23.5          16.7       19.2       15.4       15.4       11.6       9.5           8.4          
EV/free EBITDA (proportional adj) TTM nmf 32.6       23.5          16.7       19.2       15.4       15.4       11.6       9.5           8.9          
Wavg shares outstanding (basic mln) 20.6       45.7       53.5          68.2       68.2       68.2       58.1       68.2       68.2         68.2        
Wavg shares outstanding (fd mln) 20.6       45.7       53.5          68.2       68.4       68.7       58.3       68.9       69.1         69.0        
Sares outstanding - end (fd mln) 22.6       48.0       68.2          68.2       68.7       68.7       68.7       69.2       69.0         69.0        
Source: Company data and Reuters with NBF estimates and analysis 2012/07/24


Selected Results (All figures in Cdn$, YE Dec. 31st)


Sprott Power Corp


 
 


Sprott Power Corp. (SPZ) - ADDITIONAL COMPANY RELATED DISCLOSURES  
In the past 12 months NBF has not acted as financial advisor, fiscal agent or underwriter for the company that is the subject of this report. NBF may act in 
such a capacity in the future and receive, or expect to receive, compensation for such activities. 
NBF is an indirect wholly owned subsidiary of the National Bank of Canada. From time to time the National Bank of Canada may enter into lending or 
financial arrangements with companies that are the subject of NBF Research Reports. At the date of this report, National Bank of Canada is not a lender to 
the company which is the subject of this report. 
NBF and/or its Affiliates may have a position in the securities mentioned herein and may make purchases and/or sales of these securities from time to time 
in the open market or otherwise. On the last day of the month preceding the date of this report, NBF and its Affiliates held in the aggregate less than 1%  of 
the outstanding shares (of any class of equity securities) of this issuer. (10) 
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Title: Equity Research Headline: Identifying High Yield Opportunities – 2011 Outlook 


The NBF Daily Bulletin 
July 25, 2012 Industry Comment 


Equity Research 


 National Bank’s Dividend All-Stars; H1/2012 Update 


  


Industry Ratings: See 
Appendix 1   


(NBF Economics & 
Strategy Group) 


 


 


National Bank analysts collectively cover over 340 TSX-listed equities, of which roughly half 
offer investors income in the form of dividends or distributions. To help navigate this universe we 
have assembled a portfolio that contains 29 of NBF’s favourite yield ideas, the group spanning a 
variety of industries, sizes and liquidity, but sharing three investment criteria: 


1. Dividend/distribution yield greater than 4%; 
2. Extremely low risk of the current payout proving unsustainable; and, 
3. Positive analyst bias regarding the prospects for share/unit price.  


Takeaways 
 The inaugural list of NBF’s Dividend All-Stars published January 24 has returned income of 


2.8% and realized an average price return of 2.9% in the six month since, this 5.8% total 
return well ahead of the S&P/TSX composite’s -4.9% for the same period (1.4% 
income & -6.2% price for the index). 19 of the original 24 names outpaced the benchmark. 


 Six All-Stars increased dividends since the initial publication (Canadian Energy 
Services +11%, Cervus +5.5%, Cineplex +4.5%, K-Bro +4.5%, Telus +5% & 
Transcontinental +7%), with none cutting, a theme expected to persist. 


 There are nine additions this update (AltaGas, BMO, Enercare, First National, 
Great-West Life, HealthLease, PetroBakken, Trimac & Twin Butte) and four 
subtractions (Canadian Helicopters, CIBC, Cineplex & Northwest Healthcare). These 
moves expand the basket by 20% and further broadens industry exposure.  


 The average yield of an All-Star remains elevated at 6%, but payout is easily funded 
for each, with most equities having the capacity to grow dividends/distributions over time. 


 For investors seeking stable, predictable, elevated income and exposure to high quality 
companies, the following portfolio reflects NBF’s favourite ideas.  


Equity Ticker Share/Unit 
Price


Dividend / 
Distribution Yield Analyst


AltaGas ALA $30.60 $1.45 4.7% Kenny
Amica Mature Lifestyles ACC $9.30 $0.42 4.5% Kirk
ARC Resources ARX $23.60 $1.20 5.1% Preston
Baytex Energy BTE $43.27 $2.64 6.1% Preston
Bank of Montreal BMO $58.11 $2.80 4.8% Routledge
Canadian Energy Services & Tech. CEU $9.72 $0.60 6.2% Colman
Cervus Equipment CVL $18.59 $0.75 4.0% Winslow
Chemtrade Logistics CHE.UN $15.74 $1.20 7.6% Mersereau
Cominar CUF.UN $25.06 $1.44 5.7% Kirk
Davis+Henderson DH $18.12 $1.24 6.8% Johnson
Enercare ECI $8.22 $0.67 8.2% Mersereau
Exchange Income EIF $25.40 $1.62 6.4% Johnson
First National FN $16.32 $1.24 7.6% Khan
Gibson Energy GEI $21.15 $0.99 4.7% Kenny
Great-West Lifeco GWO $22.00 $1.23 5.6% Routledge
HealthLease Properties HLP.UN $10.94 $0.85 7.8% Kirk
Innergex Renewable Energy INE $10.51 $0.58 5.5% Merer
K-Bro Linen KBL $25.32 $1.15 4.5% Johnson
Keyera KEY $44.73 $2.06 4.6% Kenny
PetroBakken Energy PBN $12.37 $0.96 7.8% Payne
Premium Brands PBH $18.53 $1.18 6.3% Aghazarian
Student Transportation STB $7.23 $0.56 7.7% Colman
TELUS T $61.36 $2.44 4.0% Shine
Transcontinental TCL.A $9.69 $0.58 6.0% Shine
Trimac Transportation TMA $4.54 $0.25 5.5% Allem
Twin Butte TBE $2.32 $0.18 7.8% Taylor
Vermilion Energy VET $46.70 $2.28 4.9% Preston
Vicwest VIC $9.86 $0.60 6.1% Winslow
WesternOne Equity WEQ.UN $7.85 $0.60 7.6% Johnson
Average 6.0%
Source: NBF;  Pricing as at Friday, July 20th 


NBF DIVIDEND ALL-STARS: JULY 2012 UPDATE


 


Trevor Johnson 
Leon Aghazarian 
Umayr Allem 
Greg Colman 
Patrick Kenny 
Shubha Khan 
Heather Kirk 
Rupert Merer 
Jeremy Mersereau 
Dan Payne 
Kyle Preston 
Peter Routledge 
Adam Shine 
Matthew Taylor 
Robert Winslow 
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 Portfolio Update 
 The primary objective of the NBF Dividend All-Star portfolio is to provide elevated income to 


investors through high quality, diversified companies that our analysts’ view favorably. The 
group’s average 6% yield is relatively high and compelling in the context of investment 
alternatives, but more importantly it is underpinned by stable and growing cash flows, 
healthy balance sheets and encouraging operating outlooks that provide confidence that 
the respective management teams will be increasing payout to investors over time, not 
decreasing. So far this is the case, with six All-Stars increasing dividends (Canadian Energy 
Services, Cervus, Cineplex, K-Bro, Telus & Transcontinental) and none cutting since 
January’s inaugural publication, a theme expected to persist.  


 The portfolio is performing very well, posting a total return of 5.8% in its first six months 
(2.8% income + 2.9% price), well outpacing the S&P/TSX Composite’s -4.9% (1.4% income 
and -6.2% price). Outperforming the index is not the primary objective of this portfolio – 
collecting recurring, growing income is – but its performance is not surprising given the 
robust investor appetite for yield that continues to drive valuations for this asset class 
higher. 


Equity Ticker Price Jan 
24 2012


Price July 
20 2012


% Price 
Change + Period 


Yield = Total 
Return


Cineplex CGX $25.46 $30.85 21.2% 2.6% 23.7%
Cervus Equipment CVL $15.70 $18.59 18.4% 2.3% 20.7%
Cominar CUF.UN $21.84 $25.06 14.7% 3.3% 18.0%
Canadian Helicopters CHL.A $24.90 $28.79 15.6% 2.2% 17.8%
K-Bro Linen KBL $21.97 $25.32 15.2% 2.5% 17.8%
WesternOne Equity WEQ.UN $7.09 $7.85 10.7% 4.2% 15.0%
Northwest Healthcare NWH.UN $12.15 $13.48 10.9% 3.3% 14.2%
Premium Brands PBH $16.97 $18.53 9.2% 3.5% 12.7%
Amica Mature Lifestyles ACC $8.49 $9.30 9.5% 2.5% 12.0%
TELUS T $56.04 $61.36 9.5% 2.1% 11.6%
Student Transportation STB $6.81 $7.23 6.2% 4.1% 10.3%
Gibson Energy GEI $19.65 $21.15 7.6% 2.5% 10.2%
Vermilion Energy VET $44.59 $46.70 4.7% 2.6% 7.3%
Chemtrade Logistics CHE.UN $15.61 $15.74 0.8% 3.8% 4.7%
Davis+Henderson DH $18.05 $18.12 0.4% 3.4% 3.8%
ARC Resources ARX $23.44 $23.60 0.7% 2.6% 3.2%
Exchange Income EIF $25.40 $25.40 0.0% 3.2% 3.2%
Innergex Renewable Energy INE $10.60 $10.51 -0.8% 2.7% 1.9%
Keyera KEY $46.52 $44.73 -3.8% 2.2% -1.7%
CIBC CM $77.64 $71.70 -7.7% 2.3% -5.3%
Cdn Energy Services & Tech. CEU $10.89 $9.72 -10.7% 2.7% -8.1%
Vicwest VIC $11.32 $9.98 -11.8% 2.7% -9.2%
Transcontinental TCL.A $12.79 $9.69 -24.2% 2.3% -22.0%
Baytex Energy BTE $58.30 $43.27 -25.8% 2.3% -23.5%
All-Stars Average 2.9% + 2.8% = 5.8%
S&P/TSX Composite 12 395 11 623 -6.2% + 1.4% = -4.9%
Source: NBF


SIX MONTH PERFORMANCE: NBF DIVIDEND ALL-STARS VS S&P/TSX COMPOSITE


 
 There are nine additions to the portfolio and four subtractions, resulting in a total of 29 


equities, up over 20% from the original publication. 


Added Removed & Why
AltaGas Canadian Helicopters - price appreciation
BMO CIBC - substituted with BMO
Enercare Cineplex - price appreciation 
First National Northwest Healthcare - price appreciation
Great West Life
HealthLease
PetroBakken
Trimac
Twin Butte
Source: Company Reports, NBF


H2/2012 PORTFOLIO ADJUSTMENTS


 
 For investors seeking stable, predictable, elevated income and exposure to high quality 


companies, the NBF Dividend All-Stars represents our best ideas. Individual commentary 
on why each equity is deserving follows, with ratings and target prices found in Appendix 1. 


 
 All Company Profiles priced as of July 20, 2012 
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Title: AltaGas Ltd. - ALA (T) Cdn$30.56   Price: Cdn$30.56  StockRating: Outperform TargetPrice: Cdn$35.00 Headline: NBF Dividend All-Star 


Department Theme Piece 
Pipelines, Utilities & Energy Infrastructure 


 AltaGas Ltd. 
ALA (T) Cdn$30.56  


Stock Rating: Outperform 
 


Target: Cdn$35.00 
 


Risk Rating: Average 


NBF Dividend All-Star 


Dividends up, risk profile down – a stock 
poised for multiple expansion 


 
Est. Total Return 19.2%  


HIGHLIGHTS Stock Data:
52-week High-Low (Canada) $32.67 - $21.25
Bloomberg/Reuters: Canada ALA.TO


(Year-End December 31) 2011e 2012e 2013e
AFFO/share - basic $2.41 $2.70 $3.43
AFFO/share - f.d. $2.37 $2.70 $3.43
P / AFFO 13.4x 11.3x 8.9x
EPS - f.d. $0.99 $1.41 $1.80
Earnings Payout 134% 110% 80%
D/EBITDA 5.6x 8.4x 6.4x
EV/Free-EBITDA 21.5x 16.8x 12.1x
Dividends $1.33 $1.39 $1.45
Dividend Yield 4.2% 4.5% 4.7%
AFFO Payout Ratio 55% 55% 42%


Financial Data: 
Shares Outstanding (mln) 103.7         
Book Value per Share $13.20
Market Capitalization ($mln) $3 170
Price/Book Ratio 2.3x
Net Debt ($mln) $2 457
Net Debt/Enterprise Value 44%
Debt/ 12 Distr CF 11.5x
Total Return 19.2%  


Industry Rating: Market Weight (Energy Equipment & 
Services; Oil, Gas & Consumable Fuels); Overweight 
(Utilities) 
(NBF Economics & Strategy Group) 


 Diversified midstream asset base 
AltaGas Ltd.’s business consists of NGL extraction and 
terminalling (E&T); natural gas field gathering and processing 
(FG&P); power generation, utility distribution assets and energy 
management services. The company’s assets are located 
predominantly throughout Alberta and NE British Columbia. 
Meanwhile, by Q3 2012e, ALA is expected to close the 
previously announced US$1.1 billion acquisition of SEMCO 
Holding Corporation (regulated utility infrastructure assets in 
Michigan and Alaska) – contributing ~US$130 million of annual 
EBITDA.  


 Reducing commodity risk; poised for multiple expansion 
For 2013e, we estimate ALA’s cash flows will be comprised: 
~66% cost-of-service/fee-for-service; ~33% commodity-based; 
and ~1% margin-based. By Q3 2014e, AltaGas is expected to 
place into service the $725 million Forrest Kerr hydro-electric 
project – expected to contribute ~$100 million of annual 
EBITDA. As such, pro-forma Forrest Kerr, we estimate ALA’s 
cash flow risk profile will transition to ~77% 
cost-of-service/fee-for-service while its commodity-based cash 
flow exposure will be reduced to ~22%. Meanwhile, ALA 
continues to trade below group average multiples with a 2013e 
P/AFFO multiple of 8.9x (group avg.: 12.0x) – a discount we 
expect to narrow as the company’s cash flow profile transitions 
to lower risk cost-of-service/fee-for-service cash flows. 


 Well positioned for future dividend growth 
In late 2011, ALA announced a 5% dividend increase to 
$1.38/share (from $1.32/share annually). Going forward, we 
call for a 4% dividend increase to $1.44/share annually 
beginning late 2012, with additional dividend growth upside 
upon commercial operations of the $725 million Forrest Kerr 
project (Q3 2014e), expected to be ~15% accretive to AFFO/sh.


Stock Performance Company Profile: 
AltaGas Ltd.’s business consists of NGL extraction and 
terminalling (E&T); natural gas field gathering and 
processing (FG&P); power generation, utility distribution 
assets and energy management services. The company’s 
assets are located predominantly throughout Alberta and 
NE British Columbia. 


 
 
Patrick Kenny, CFA – 403-290-5451 
patrick.kenny@nbc.ca 
 
Associate: 
Anthony Sze, CA, CFA – 403-290-5445 
anthony.sze@nbc.ca 
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Title: Amica Mature Lifestyles Inc. - ACC (T) Cdn$Title: Amica Mature Lifestyles Inc. Price: Cdn$● StockRating: Outperform TargetPrice: Cdn$9.50 Headline: Growth, Value and Increasingly Yield


The NBF Daily Bulletin 
Real Estate 


 Amica Mature Lifestyles Inc. 
ACC (T) Cdn$9.30 
Stock Rating: Outperform 


 
Target: Cdn$10.40 
  
Risk Rating: Average 


NBF Dividend All-Star 


Low Payout Positions for Dividend Growth 


  
Est. Total Return 16.3% 


 


HIGHLIGHTS Stock Data:
52-week Low $6.25
52-week High $9.60
Bloomberg/ThomsonOne ACC


(Year-End May 31) 10A 11A 12E 13E
EBITDA ($mlns) $10.8 $16.4 $24.9 $33.9
FFO per share $0.25 $0.25 $0.40 $0.66
 Adj. FFO per share * $0.47 $0.41 $0.56 $0.75
AFFO per share * $0.41 $0.47 $0.52 $0.68
Current Multiples


EV/EBITDA 19.3x 14.2x
P / Adj. FFO * 16.6x 12.5x
P / AFFO * 17.8x 13.6x


Target Multiples
T / Adj. FFO * 18.6x 14.0x
T / AFFO * 19.9x 15.2x


Dividend per share $0.24 $0.30 $0.40 $0.42
AFFO Payout 58% 63% 77% 61%


Financial Data: 
Basic Shares Outstanding (mln) 30.4        
Market Capitalization (mln) $283
Debt to Gross Book Value 53%
Net debt (mln) $198
Enterprise Value (mln) $481
Net Asset Value (NAV) / Cap rate $9.50 / 7.00%
Debt / Market Value of Assets (using NAV) 51%
Annualized dividend $0.42
Annualized dividend yield 4.5%
Major shareholders
(as per ThomsonOne & SEDI, July 23, 2012) Shares %


Samir Manji (CEO) & Salim Manji 5.2 17.2%
Sentry Investments Inc. 1.3 4.1%


GCIC Ltd. 0.9 3.0%
Sources: NBF, Thomson One, Bloomberg, OSC Bulletin, Company reports
* FFO & AFFO 2012E and 2013E are adjusted for lease up losses which are 
run through the income statement under IFRS. For previous years AFFO and 
FFO are adjusted for fees and interest income.


 


Industry Rating (Real Estate): Market Weight  
(NBF Economics & Strategy Group) 


 Increasing Asset Base: Amica operates and owns varying 
percentage interests in 25 seniors rental residences. The 
company is currently focused on building a larger asset base 
which we expect will drive NAV and FFO growth. YTD (F2012) 
Amica has completed ~$115 mln of acquisitions and internal 
consolidations and we see the potential for the asset base to 
reach $1bln in the next 3 years.   


 Low Payout Ratio Leaves Room for Dividend Growth: 
Amica has increased its dividend four times since Q1/11 and 
now yields an attractive 4.5%. The company has also 
maintained an AFFO payout below 80% which is well below the 
~90% average payout for the REIT/REOC universe. We expect 
further lease-up and acquisitions will contribute to continued 
AFFO and dividend growth.   


 Occupancy Upside in Stabilized Portfolio: Between Q2’08 
and Q1’10 (financial crisis), stabilized property occupancy fell to 
89% from 96%. Occupancy has since begun to improve. Q3’12 
occupancy was 93.3% and lease-up to a more normalized level 
of 95%-96% creates an FFO growth opportunity. In addition, 
communities in lease-up have also seen significant occupancy 
improvements. Occupancy for communities in lease-up stood at 
62.9% at the end of Q3 and including net pending move-ins 
occupancy increases to 65.7%.  


 Outperform, $10.40 Target Price: Amica is currently our top 
small cap pick. Our $10.40 Target reflects ~10% NAV premium 
and a ~15x 2013E P/AFFO multiple. We continue to like the 
name as a result of its internal and external growth prospects 
and the expectation of continued dividend increases.   


Stock Performance Company Profile: 
Vancouver-based Amica Mature Lifestyles Inc. (Amica) is a 
manager, operator and owner of seniors housing in Canada, 
focusing on the luxury independent living market. Amica 
currently manages a portfolio of 25 seniors residences, 
including one under construction and three in 
pre-development. Amica’s communities are of the highest 
quality, offering hotel-like amenities and services and a 
condo-quality physical environment. The company’s 
strategy is increasingly focused on growing its own portfolio 
of luxury communities. 
Heather C. Kirk, CFA - (514) 390-7867 / (416) 869-6517 
heather.kirk@nbc.ca 
Associates: 
Maria Jose Benavente – (416) 869-7535 
mariajose.benavente@nbc.ca 
Robert Sutherland – (416) 869-7102 
robert.sutherland@nbc.ca 


 


Source: Bloomberg
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Title: ARC Resources Ltd. - ARX (T) Cdn$23.60   Price: Cdn$23.60  StockRating: Sector Perform TargetPrice: Cdn$22.00 Headline: NBF Dividend All-Star 


Department Theme Piece 
Oil & Gas Exploration and Production 


 ARC Resources Ltd. 
ARX (T) Cdn$23.60  


Stock Rating: Sector Perform 
 
 


Target: Cdn$22.00 
 


Risk Rating: Above Average 


NBF Dividend All-Star 


A Defensive Business Model Focused On 
Capital Discipline And Sustainability 


 
Est. Total Return -2%  


HIGHLIGHTS Stock Data - Q1a 2012:
52-week High-Low (Cdn$) $18.37 - $27.00
Dividend Yield 5.1%
Shares Outstanding (mln) 290.1
Market Cap. (mln) $6 845.4
Net Debt (mln) $994.1
Enterprise Value (mln) $7 839.5


Production 2011e 2012e 2013e
Oil & NGL's (bbls/d) 31 887 36 202 36 935
Nat. Gas (mmcf/d) 309.2 337.8 312.4
Boe/d (6:1) 83 416 92 500 89 000
% Nat. Gas 62% 61% 59%


Pricing 2011e 2012e 2013e
WTI (US$/bbl) $95.00 $93.00 $90.00
Brent (US$/bbl) $111.00 $107.81 $100.00
AECO (Cdn$/mcf) $3.60 $2.00 $2.65


Estimates 2011e 2012e 2013e
CFPS $2.97 $2.38 $2.23
EPS $1.00 $0.53 $0.50
DPS $1.20 $1.20 $1.20
Cash Flow (mln) $849.4 $692.0 $657.9
Capex (mln) $726.0 $600.0 $600.0
Net Debt (mln) $904.6 $1 086.2 $1 282.3
D/CF 1.1 x 1.6 x 1.9 x
Basic Payout (%) 41% 51% 54%


Total Payout (%) 126% 137% 145%


Total Payout (%)  - net of DRIP 114% 122% 129%


NAV ($/sh) $14.89
CNAV ($/sh) $19.86


Valuation 2011e 2012e 2013e
EV/DACF 9.1 x 10.9 x 11.8 x
EV/BOE/D $96 875 $86 605 $93 411
EV/boe P+P $13.73
P/CNAV 1.2x
Source: Company reports, NBF estimates
Note:  Debt figures include convertible debentures
All figures in Cdn$ unless otherwise noted  
Industry Rating (Oil & Gas Exploration and 
Production): Market Weight 
(NBF Economics & Strategy Group) 


 Diversified asset base provides flexibility 
ARC Resources is currently producing over 90,000 boe/d with a 
slight bias to natural gas; however, the majority of its 2012 
capital program is being allocated to oil and liquids prospects.  
Given its large and diversified asset base, ARC has the ability 
to shift capital between projects on a year-to-year basis 
depending on commodity prices and specific project returns. 


 New emerging plays could enhance liquids opportunity 
ARC’s new emerging liquids rich Montney prospects are 
located within its Attachie and Tower leases in northeast B.C. 
ARC has 115 net sections on the Attachie lease and recently 
tested its 4-20 horizontal well at a rate of 10.7 mmcf/d with 350 
bbls of liquids. At Tower, ARC has 48 net sections with plans to 
drill 8 wells by the end of Q3/12, and all of these are expected to 
be on-stream by the end of the year. 


 Significant long-term growth in gas when prices recover 
ARC’s crown jewel remains its Montney gas resource play at 
Dawson and surrounding properties in northeast B.C. where 
they have over 10 Tcf of DGIIP and are currently producing 
~240 mmcf/d. Several growth expansions are planned, 
although we expect the company will wait until gas prices 
recover before aggressively ramping up development. 


 Ingrained focused on capital discipline supports dividend 
In any given year, ARC only invests in projects that meet or 
exceed its internal rate of return hurdle of ~30% or higher. In 
addition, the company also manages its capital spending 
program and balance sheet to ensure the dividend is 
sustainable over a range of commodity prices. Based on our 
forecasts, we project a 2012 total payout ratio of 122% (net of 
DRIP) and a D/CF of 1.6 times with 45% of its bank line drawn.


 
Stock Performance Company Profile: 


ARC Resources is a gas-weighted Intermediate Yield E&P 
pursuing a growth and income business model. The 
company has an extensive land position with exposure to 
several key resource plays, including the Montney, Cardium 
and Swan Hills plays. The Montney is ARC’s main growth 
asset with over 10 Tcf of Discovered Gas Initially in Place 
(DGIIP) measured on a portion of its land base and has a 
clearly defined growth strategy in place.     


 
 
Kyle Preston, CFA, CMA - (403) 290-5102 
kyle.preston@nbfinancial.com 
 
Associates: Amy Chang - (403) 290-5627 
amy.chang@nbfinancial.com 
 
Marc D. Corbeil - (403) 441-0955 
marcd.corbeil@nbfinancial.com 
 


 


Source: Bloomberg
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Title: Baytex Energy Corp. - BTE (T/NYSE) Cdn$43.27   Price: Cdn$43.27  StockRating: Sector Perform TargetPrice: Cdn$49.00 Headline: NBF Dividend All-Star 


Department Theme Piece 
Oil & Gas Exploration and Production 


 Baytex Energy Corp. 
BTE (T/NYSE) Cdn$43.27  


Stock Rating: Sector Perform 
 


Target: Cdn$49.00 
 


Risk Rating: Above Average 


NBF Dividend All-Star 


A Top Performer With A History Of Dividend 
Growth 


 
Est. Total Return 19%  


HIGHLIGHTS Stock Data - Q1a 2012:
52-week High-Low (Cdn$) $39.18 - $59.40
Dividend Yield 6.1%
Shares Outstanding (mln) 118.9
Market Cap. (mln) $5 145.0
Net Debt (mln) $463.4
Enterprise Value (mln) $5 608.4


Production 2011a 2012e 2013e
Oil & NGL's (bbls/d) 42 021 46 810 50 563
Nat. Gas (mmcf/d) 48.7 43.1 41.6
Boe/d (6:1) 50 132 54 000 57 500
% Nat. Gas 16% 13% 12%


Pricing 2011a 2012e 2013e
WTI (US$/bbl) $95.00 $93.00 $90.00
Brent (US$/bbl) $110.93 $107.81 $100.00
AECO (Cdn$/mcf) $3.60 $2.00 $2.65


Estimates 2011a 2012e 2013e
CFPS $4.67 $4.63 $4.58
EPS $1.83 $2.01 $1.66
DPS $2.42 $2.64 $2.64
Cash Flow (mln) $556 $560 $562
Capex (mln) $369 $400 $450
Net Debt (mln) $656 $476 $606
D/CF 1.2 x 0.9 x 1.1 x
Basic Payout (%) 51% 56% 57%


Total Payout (%) 117% 128% 137%


Total Payout (%)  - net of DRIP 103% 111% 119%


NAV ($/sh) $26.49
CNAV ($/sh) $49.13


Valuation 2011a 2012e 2013e
EV/DACF 11.6 x 9.6 x 10.1 x
EV/BOE/D $138 507 $105 148 $102 326
EV/boe P+P $21.70
P/CNAVPS 0.9x
Source: Company reports, NBF estimates
Note:  Debt figures include convertible debentures
All figures in Cdn$ unless otherwise noted


Industry Rating (Oil & Gas Exploration and 
Production): Market Weight 
(NBF Economics & Strategy Group) 


 Growth in heavy oil supports dividend growth strategy 
Baytex is currently producing over 53,000 boe/d (86% oil) and 
has grown this production base almost 50% over the past five 
years mostly through organic means. Baytex targets annual 
production growth of ~9% over the next 5 years which would 
increase their production base to ~85,000 boe/d by 2017.  


 Seal heavy oil resource play is the prime growth driver 
Baytex’s main growth asset is the Seal heavy oil resource play 
in northern Alberta where the company is currently producing 
over 17,000 bbls/d. Seal is one of the lowest cost and highest 
return oil plays in North America and Baytex expects to drive 
continued growth through continued primary (cold) and thermal 
development. The first 10-well cyclic steam project is expected 
to ramp up this year and will be followed by several more 
phases in the future. 


 Strong balance sheet supports growth and dividend  
Baytex has funded most of its historical growth internally and is 
well positioned to continue that trend going forward. For 2012 
we are forecasting average production of 54,000 boe/d which 
represents annual growth of 8%. Based on our forecasts, we 
project a 2012E total payout ratio of 111% (net of DRIP) and a 
D/CF of 0.9 times with 46% of its bank line drawn. 


 Dividend growth strategy to continue into the future 
With the impressive growth Baytex has delivered over the past 
several years, the company has also managed to increase its 
dividend on several occasions, growing by 7% and 10% over 
the past two years, respectively. Although not guaranteed, 
Baytex hopes to continue with this dividend growth strategy in 
the future. 


 


Stock Performance Company Profile: 
Baytex Energy is a heavy oil-weighted Intermediate Yield 
E&P pursuing a growth and income business model. The 
majority of its assets are heavy oil; however, the company 
also has exposure to several light oil resource plays, 
including the Viking in western Saskatchewan and the 
Bakken/Three Forks play in North Dakota. The Seal heavy 
oil resource play in northern Alberta is its prize asset and 
offers the most growth potential, especially as the company 
accelerates the thermal (cyclic steam) development.   


 
 
Kyle Preston, CFA, CMA - (403) 290-5102 
kyle.preston@nbfinancial.com 
 
Associates: Amy Chang - (403) 290-5627 
amy.chang@nbfinancial.com 
 
Marc D. Corbeil - (403) 441-0955 
marcd.corbeil@nbfinancial.com 
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Title: Bank of Montreal - BMO (T) Cdn$58.11 Price: Cdn$58.11 StockRating: Sector Perform TargetPrice: Cdn$64.00 Headline: Positioned to Resume Dividend Increases


Department Theme Piece 
Banking 


 Bank of Montreal 
BMO (T) Cdn$58.11 
Stock Rating: Sector Perform 


 
Target: Cdn$64.00 
  
Risk Rating: Below Average 


NBF Dividend All-Star 


Positioned to Resume Dividend Increases 


  
Est. Total Return 15%  


HIGHLIGHTS Stock Data:
52-week Low-High $54.35 - $63.94
Shares Outstanding EOP (mln) 637
Market Capitalization ($mln) $38,104
S&P/TSX Composite Weighting 2.59%


(Year-End 10/31) 2011A 2012E 2013E 2014E


Core Cash EPS $5.16 $5.73 $5.88 $6.34
% Growth 7% 11% 3% 8%


Net Inc. to Common EPS $4.84 $5.96 $5.81 $6.31
% Growth n/a 23% (3%) 9%


Dividend / Share $2.80 $2.80 $2.98 $3.12
F/D Avg. Shares 607 649 658 663
Price / Earnings 11.3x 10.1x 9.9x 9.2x
Core Cash Net Income $3,056 $3,697 $3,869 $4,205
Segment Net Income $3,041 $4,011 $3,977 $4,335


P&C Canada 1,773 1,805 1,933 2,134
P&C U.S. 352 514 582 780
Private Client Group 476 556 627 722
Capital Markets 902 788 906 1,008
Corporate Services (462) 348 (71) (309)


Financial Data: (As of last quarter-end)
Price / Book Value 1.6x
Dividend Information:
Quarterly Dividend Per Share $0.70
Dividend Yield 4.8%


 


Industry Rating: Market Weight 
(NBF Economics & Strategy Group) 


 BMO has the second highest dividend yield among its peer 
group at 4.8%. The average of its Big Six bank peers is 4.3%.     


 BMO is positioned for sustainable dividend increases 
beginning in f2013. In Q2 f2012, BMO reported a Basel III Common 
Equity Tier 1 (CET1) ratio of 7.6%, well above the 7.0% that OSFI 
expects at the start of f2013. In addition, BMO’s Q2 f2012 payout 
ratio of 48% now resides in the lower half of its targeted range of 45% 
to 55%. At present, we forecast a dividend increase in Q1 f2013 to 
$0.73 from $0.70, with an announcement in the fourth quarter of this 
year. We also anticipate that BMO will raise dividends every other 
quarter thereafter given its strong capital position.     


 We maintain a positive bias towards BMO because of its viable 
U.S. growth platform. The combination of very low interest rates 
and wide availability of credit has expanded Canadian household 
debt-to-income ratios to an all-time high of 154% (as of Q1 2012).  
We worry that a growing segment of the population has lost its 
margin of safety in managing household finances. Therefore, we 
prefer banks with viable growth platforms outside Canada, excluding 
Capital Markets businesses (because of the European sovereign 
debt crisis). In this respect, BMO’s 2011 acquisition of Marshall & 
Ilsley in the U.S., provided it with such an ex-Canada platform, in our 
view. In addition, BMO has the least balance sheet weighting 
towards Canadian household loans at 23% of BMO’s gross balance 
sheet assets, versus a weighted average of 36% at the remaining Big 
Six Canadian banks.   


 BMO has modest exposure to Europe compared to peers. BMO 
has a relatively low exposure to Europe at 39% of tangible common 
equity (TCE). Moreover, next to CM, the bank has the lowest 
exposure to the European periphery at 1% of TCE. While CM and NA 
report smaller overall exposures to Europe than BMO, we prefer the 
latter because of its relatively lower reliance on the increasingly 
indebted Canadian household. 


 BMO is rated Sector Perform; Target of $64.00. This is 10.5x our 
estimated NTM EPS one-year from today, a 1% discount to the 
average of BMO’s rated peers.  


Stock Performance  
Company Profile: Bank of Montreal is the fourth largest 
Canadian bank in terms of assets. BMO offers financial 
services in Canada and in the U.S. (using its Harris brand) 
through three lines of business. The Personal & Commercial 
Banking Group provides a full range of financial products 
and services to consumers and small businesses. The 
Private Client Group encompasses all of BMO’s wealth 
management operations. The Investment Banking Group 
(BMO Capital Markets) offers full financial services to 
institutional and government clients. 
 
Peter Routledge - (416) 869-7442 
peter.routledge@nbc.ca 


Associate: Grant Connor - (416) 869-6420 
grant.connor@nbc.ca 
Associate: Parham Fini - (416) 869-6515 
parham.fini@nbc.ca 
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Title: Canadian Energy Services & Tech. - CEU (T) Cdn$9.55 Price: Cdn$9.55 StockRating: Outperform TargetPrice: Cdn$12.50 Headline: Low CapX, High-Growth Oilfield Services Provider with a 


 The NBF Daily Bulletin 
Oil and Gas Services 


 Canadian Energy Services & Tech. 
CEU (T) Cdn$9.55 


Stock Rating: Outperform 
 


Target: Cdn$12.50 
  
Risk Rating: Above Average 


NBF Dividend All-Star 


Low CapX, High-Growth Oilfield Services 
Provider with a Sizeable Market Share 


  
Est. Total Return 37%  


HIGHLIGHTS 
Shares Outstanding (mln) 55.4        
Market Capitalization (mln) $528.9
Net Debt (mln) $104.3
Enterprise Value (mln) $633.2
Dividend Yield 6%


52-week High-Low* $13.39 - $8.81
Average Weekly Volume
Net Tangible Book Value per Share $1.80
*split adjusted


Estimates 2011A 2012E 2013E
Revenue (mln) 459.3$    553.5$    586.2$    
EBITDA (mln) 77.4$      83.9$      99.1$      
CFPS 1.25$      1.27$      1.52$      
DPS 0.49$      0.59$      0.60$      
EPS 0.76$      0.80$      1.01$      


Valuation 2011A 2012E 2013E
P/E (x) 12.5x 11.9x 9.4x
EV/EBITDA (x) 8.1x 7.3x 5.9x
Target EV/EBITDA 10.2x 9.3x 7.6x
All amounts in Cdn$ unless otherwise noted.


503,746                    


 


Industry Rating: Market Weight 
(NBF Economics & Strategy Group) 


 Cornerstone Canadian Market Share … 
CEU's 31% share of the Canadian drilling fluids market has 
been growing steadily from 10% in early 2006. The 
concurrent expansion of oil-focused drilling, extended reach 
horizontals and monobore completions has resulted in a 
growing market (in which CEU's market share has been 
increasing). We model a steady 28%-31% market share 
although we note CEU has consistently proven our market 
share assumptions as conservative. 


 …with growing U.S. activity… 
The company undertook a major U.S. expansion in 2010 via 
acquisitions of companies active in rapidly-growing shale gas 
plays. We believe CEU can increase its U.S. market share to 
~8% (or following ~200 rigs) from the current ~6% (or 
following ~110 rigs) by the end of 2012 by applying its 
proprietary and patented fluids into new U.S. relationships. 


 …and a call option on expansion into production fluids. 
The PureChem division's production facility, completed in 
February 2011, manufactures production chemicals such as 
those used in the hydraulic fracturing process. While still in 
the early stages of operation, this business line could prove 
to be a lucrative segment for the company. 


 Dividend increased twice in 2011, once so far in 2012. 
We believe these frequent increases underscore 
management’s confidence in the strength of CEU’s cash flow 
generation capabilities. CEU now yields 6%. 


Stock Performance Company Profile: 
Canadian Energy Services & Technology (“CEU”) is a 
corporation with the core business of design, delivery, and 
servicing of proprietary drilling fluid systems for SAGD, 
other bitumen extraction methods, horizontal, medium, 
deep, and directional oil and natural gas drilling 
applications.  Primary operations are in the WCSB, and 
expansion into the USA is now underway. 


Greg Colman - (416) 869-6775 
greg.colman@nbc.ca 
 
Associate: Alex MacDonald, P.Eng. - (416) 869-7801 
alex.macdonald@nbc.ca 
 
Associate: Sean Wetmore, CA - (416) 869-6763 
sean.wetmore@nbc.ca 
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Title: Cervus Equipment Corporation - CVL (T) $18.59 Price: $18.59 StockRating: Sector Perform TargetPrice: $20.50 Headline: Best-in-Class Brands, Poised to Benefit from Canadian Prairies 


 The NBF Daily Bulletin 
Machinery Distributor 


 Cervus Equipment Corporation 
CVL (T) $18.59 
Stock Rating: Sector Perform 


 
Target: $20.50 
  
Risk Rating: Above Average 


NBF Dividend All-Star 


Best-in-Class Brands, Poised to Benefit from 
Canadian Prairies Agri Exposure 


  
Est. Total Return 14%  


HIGHLIGHTS  
52-week High-Low $19.09 - $13.77
Shares Outstanding (mln) 15.2          
Market Capitalization (mln) $283


Year End: Dec. 31 2011 2012E 2013E
Sales (mln) $560 $674 $748
Gross margin % 19.0% 19.8% 20.2%
EBITDA adj. (mln) $35.6 $46.7 $53.3
Diluted EPS adj. $1.22 $1.50 $1.70
P/E 15.3x 12.4x 10.9x
EV/EBITDA * 8.2x 7.1x 6.2x
* Assumes $15 mln M&A adding $3 mln F13 EBITDA
All amounts in Canadian dollars


Financial Data: As at March 31, 2012
Cash (mln) $6.3
Total Debt (mln) $49.5
Net Debt to TTM EBITDA 1.1x
F12E Dividend $0.75
Dividend Yield 4.0%


All amounts in Canadian dollars


Industry Rating: Overweight 
(NBF Economics & Strategy Group) 


 Robust commodity prices apt to support healthy demand 
in the ag and construction segments. Cervus' 
construction-focused stores are largely located in Alberta, 
where high energy prices are expected to stimulate economic 
activity and thus residential construction, driving attractive 
equipment demand. Also, high grain prices are expected to 
buoy Canadian prairie farmer income and optimism, which 
should ultimately be reflected in healthy demand for the 
Company's John Deere ag equipment. 


 
 Distributor of best-in-class products. Cervus sells and 


services John Deere, Bobcat and JCB equipment, all of which 
have brands that are among the best-in-class. This brand 
strength provides Cervus with instant customer credibility and 
we expect, sustaining market demand. In addition, Cervus is 
in the process of acquiring four Peterbilt heavy duty truck 
dealerships in Saskatchewan.  Similar to the aforementioned 
companies, Peterbilt is recognized as one of the highest 
quality brands in its respective industry.    


 
 Potential for more international growth. Cervus recently 


acquired a 30% interest in the net operating assets of 
"Windmill", an entity consisting of four John Deere dealerships 
in Australia. Should management deliver solid results that 
meet or exceed Deere & Co's expectations, Cervus could be 
asked to consolidate John Deere stores in Australia, which is 
one of the world's largest grain export markets. 


 
 Our $20.50 target is DCF-driven and implies 6.9x F2013E 


EV/EBITDA. We will consider becoming more constructive on 
our S/P rating for CVL if shares move materially lower to more 
attractive EV/EBITDA multiples nearer 6.0x our F13 
estimates.   


 


Stock Performance (Source: Thomson One) 
Company Profile: 
Cervus Equipment Corporation (Cervus) wholly owns and 
operates 36 John Deere, Bobcat/JCB and A.R. Williams 
dealerships across W. Canada, with a focus on the 
agriculture, industrial and construction markets. Cervus also 
owns 60% interest in six John Deere stores in New Zealand, 
30% interest in four John Deere stores in Australia and 20% 
interest in seven John Deere stores in 
Saskatchewan/Manitoba. 
 
Robert B. Winslow, CFA - (416) 869-7937 
robert.winslow@nbc.ca  
 
Associate: Andrew Gilbert - (416) 869-7571 
andrew.gilbert@nbc.ca 
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Title: Chemtrade Logistics Income Fund - CHE.un (T) Cdn$15.74  Price: Cdn$15.74 StockRating: Outperform TargetPrice: Cdn$18.75 Headline: NBF Dividend All-Star 


Department Theme Piece 
Chemicals 


 Chemtrade Logistics Income Fund 
CHE.un (T) Cdn$15.74  


Stock Rating: Outperform 
 


Target: Cdn$18.75 
 


Risk Rating: Average 


NBF Dividend All-Star 


Diversified Chemicals Marketer with 
Dividend Policy Set to Weather Recession 


 
Est. Total Return 27%  


HIGHLIGHTS Stock Data:
52-week High-Low (Canada) $17.33 - $11.30
Bloomberg/Reuters: Canada CHE-U CN / CHE.UNT


 (Year-End Dec. 31) 2011a 2012e 2013e
Revenue (mln) $880.6 $921.2 $933.3
EBITDA (mln) $114.8 $155.8 $158.2
adj. EBITDA (mln) $128.2 $158.4 $158.2
EPS (fd) $1.48 $0.99 $1.14
AFFO ($mln) $73.2 $98.7 $106.6
AFFO/unit $2.01 $2.37 $2.56
Distributions $1.20 $1.20 $1.20
Distribution Yield 7.6% 7.6% 7.6%
Payout Ratio 61% 51% 47%
Price/AFFO 7.8x 6.6x 6.2x
EV/adj. EBITDA 7.6x 6.7x 6.5x
Financial Data: 
Units Outstanding1 (mln) 41.7         
Book Value per Unit1 $7.86
Market Capitalization (mln) $656
Price/Book Ratio 2.0x
Net Debt1 (mln) $430.8
Net Debt/Book Capital 25%
Net Debt/EBITDA 2.1x
1 As at Dec. 31, 2011
 


Industry Rating: Market Weight 
(NBF Economics & Strategy Group) 


 Diversified chemicals manufacturer and marketer
Chemtrade is an experienced operator whose primary focus is 
to manufacture and market a basket of industrial chemicals and 
associated services. Its customers are principally in North 
America, though it has international reach.  


 Mitigates risk with contracts  
Though the company operates in industries that are tied to 
overall economic activity as well as commodity prices, 
Chemtrade manages risk with risk-sharing mechanisms in its 
contracts. These mechanisms include pass-through pricing on 
raw materials and transportation costs on key contracts, plus 
percentage adjustments based on realized sales prices.      


 Could see organic growth or accretive acquisitions 
While we believe Chemtrade will look to grow by acquisitions, 
organic growth opportunities remain, including in the oil sands. 
The company has a track record of accretive acquisitions, and 
management has recently stated that target acquisition prices 
are now in their desired range – making them accretive to cash 
flows. 


 Room for distribution growth too  
Our payout ratios remain well below 100% (51% in ‘12E) and 
we believe the distribution should withstand the severest of 
recessions. We model a 40% increase in dividends in 2015 
owing to the fund’s ability to sustain such a payout (<70%) with 
relatively conservative estimates modelled that year. Taxes 
should remain somewhat consistent given it should continue to 
enjoy tax shielding from the SIFT tax rules (the fund does not 
intent to convert). We therefore believe the current monthly 
$0.10/unit distribution, or 7.6% yield, represents an attractive 
investment. 


Stock Performance Company Profile: 
Chemtrade is an experienced operator whose primary focus 
is to manufacture and market a basket of industrial 
chemicals and associated services. Its customers are 
principally in North America, though it has international 
reach.  
 


 
 
Jeremy Mersereau, P.Eng., CFA - (416) 869-6768 
jeremy.mersereau@nbfinancial.com 
 
Associate: 
Mark Vernest - (416) 869-7476 
Mark.vernest@nbfinancial.com  
 
 


 


 


 


Source: Thomson One 
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Title: Cominar REIT  - CUF.UN (T) Cdn$25.06 Price: Cdn$25.06 StockRating: Outperform TargetPrice: Cdn$27.50 Headline: NBF Dividend All-Star 


 The NBF Daily Bulletin 
Real Estate 


 Cominar REIT  
CUF.UN (T) Cdn$25.06 


Stock Rating: Outperform 
 


Target: Cdn$27.50 
  
Risk Rating: Low 


NBF Dividend All-Star 


Attractively Valued Diversified REIT 
Offering Solid Yield  


   
Est. Total Return 15.5% 


 


HIGHLIGHTS Stock Data:


52-week Low $20.00


52-week High $25.12


Bloomberg/Reuters: CUF-U / CUF.un


(Year-End Dec. 31) 10A 11A 12E 13E
FFO 1.64            1.65          1.83        1.86        
AFFO 1.44            1.45          1.64        1.67        
% change (AFFO) 0.2% 13.4% 1.9%
Current Multiples


P / FFO 15.3x 15.1x 13.7x 13.5x
P / AFFO 17.4x 17.3x 15.3x 15.0x


Target Multiples
Target / FFO 16.7x 16.6x 15.0x 14.8x
Target / AFFO 19.1x 19.0x 16.8x 16.5x


Distribution 1.44            1.44          1.44        1.48        
AFFO Payout 100% 100% 88% 89%
Tax Deferral 72% 73% 73% 73%


Financial Data: 
Basic Units Outstanding (mln) 110.4      
Market Capitalization (mln) $2,768
Net debt  (including convertible debt, mln) $2,656
Enterprise Value (mln) $5,423
Debt / Total Assets (current) 46%
Debt / Total Assets (including convertible debt, current) 54%
Net Asset Value (NAV) / Cap rate $22.70 / 6.75%
Debt / Market Value of Assets (using NAV, excl' converts) 45%
Debt / Market Value of Assets (using NAV, incl' converts) 51%
Current Price / NAV 110%
Current Distribution (annualized) $1.44
Current Distribution yield (annualized) 5.7%


Major Unitholders (mln) (as per Thomson One & SEDI, July 23, 2012) Units %


Dallaire Family (incl' units held through AM Investments) 8.9 8.0%
CI Investments 7.9 7.1%


GCIC Ltd. 4.5 4.1%
Sources: NBF, Thomson One, OSC Bulletin  


Industry rating (Real Estate): Market Weight 
(NBF Economics & Strategy Group) 


 Scale and Diversification: Cominar is one of the largest 
diversified REITs in Canada with an EV of ~$5.4 bln. The 
REIT owns a portfolio of retail, office and industrial 
properties covering over 30.6 mln sq.ft. Quebec is the 
REIT’s largest market accounting for ~80% of NOI. 
Cominar is looking to expand the REIT’s exposure in 
Ontario, which currently accounts for ~5% of NOI, through 
acquisitions in the GTA. 


 Strong Management Team: Management is prudent, 
experienced, and has a high level of ownership interest 
(8.0%), most of which is held by the Dallaire family. Recent 
dilution of the ownership stake increasingly makes the 
REIT a takeover target.  


 Investment Grade Rating: Cominar was assigned a BBB 
(low) rating by DBRS in May 2012 and has since issued 
$125 mln of unsecured debt at favourable terms (4.3% 
interest rate). We expect CUF will reduce its reliance on 
convertible debt while increasing its exposure to 
unsecured debt to up to 50% of its total debt. We see this 
as a positive from a cost of capital perspective.  


 Trading at AFFO Multiple Discount: Our $27.50 target 
reflects a 2013 P/AFFO of 16.5x and a premium of 21% to 
our NAV of $22.70. Cominar is currently trading at a 2013 
P/AFFO multiple of 15x vs. the REIT universe average of 
~16x and close peer CREIT at 18x. We view this discount 
as a buying opportunity given the REIT’s quality, track 
record and growth prospects. In addition the REIT offers 
an attractive yield of 5.7%.  


 Outperform; $27.50 Target Price  
Stock Performance Company Profile: 


CUF is the largest commercial property owner in the Province 
of Quebec and one of the largest diversified REITs in 
Canada. The REIT owns a real estate portfolio of 413 
properties, consisting of office, retail and industrial and 
mixed-use buildings totalling over 30.6 million sq. ft. in 
Quebec, Ontario, Western and Atlantic Canada. The REIT is 
headed by the Dallaire family, one of Quebec’s leading 
entrepreneurs with a long track record of creating wealth 
through many real estate cycles. 
 
Heather C. Kirk, CFA - (514) 390-7867 / (416) 869-6517 
heather.kirk@nbc.ca 
 
Associate: Maria Jose Benavente – (416) 869-3575 
mariajose.benavente@nbc.ca 
Associate: Robert Sutherland – (416) 869-7102 
robert.sutherland@nbc.ca 


 


Source: Bloomberg
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Title: Davis + Henderson Corp. - DH (T) Cdn$18.12   Price: Cdn$18.12  StockRating: Sector Perform TargetPrice: Cdn$20.00 Headline: NBF Dividend All-Star 


Department Theme Piece 
Other Diversified Financial Services 


 Davis + Henderson Corp. 
DH (T) Cdn$18.12  


Stock Rating: Sector Perform 
 


Target: Cdn$20.00 
 


Risk Rating: Average 


NBF Dividend All-Star 


Past The Cheque  


 
Est. Total Return 17.2%  


HIGHLIGHTS Stock Data:
2012e Yield 6.8%
Implied Price Return 10.4%
52-week High-Low $19.50-$14.45
Bloomberg/Reuters: DH CN /DH.TO


Forecasts:
FYE Dec. 31 2011a 2012e 2013e
Revenue (mln) $724.7 $749.8 $760.5
EBITDA (mln) $177.7 $185.4 $187.2
DCPS $2.19 $2.29 $1.82
EPS $1.59 $1.58 $1.14
Dividend $1.36 $1.24 $1.24
Payout Ratio 62% 54% 68%
DC Yield 12.1% 12.7% 10.0%
EV/EBITDA 8.0x 7.7x 7.6x
P/DCPS 8.3x 7.9x 10.0x
P/E 11.4x 11.5x 15.9x


Financial Data: 
Basic Shares Outstanding (mln) 59.2          
Market Capitalization (mln) $1 073.3
Net Debt (mln) $347.1
Enterprise Value (mln) $1 420.4
Net Debt to Capitalization 24%
Net Debt to 2013e EBITDA 1.9x
Amount of Unused Credit (mln) ~$142


 


Industry Rating: Market Weight 
(NBF Economics & Strategy Group) 


 Leading outsourcer for financial institutions
DH operates in a number of attractive and reasonably 
defensive segments within the financial services industry. The 
company generates recurring revenues by providing cheques, 
student loan administration, securitized loan registration, 
mortgage facilitation, collateralized asset management and 
other business process outsourcing and related IT functions to 
financial institutions.   


 A number of monopoly-like offerings  
DH targets financial service verticals where it has the ability to 
be the dominant provider. The company’s legacy chequing, 
asset registration, mortgage facilitation and student loans 
offering all possess this attribute, as have the largest 
acquisitions to date: ASSET Inc. (Canadian 
collections/repayment specialist) and Mortgagebot (U.S. online 
mortgage origination).      


 Healthy balance sheet can accommodate growth 
DH has a comfortable current net debt to forward EBITDA ratio 
of ~1.9x (vs. covenants of 2.75x), debt-to-capitalization of just 
24%, unused credit of ~$140 mln and its credit facility is not due 
until 2017. Even if the full amount of unused credit was 
deployed and there was no resulting lift in EBITDA from this 
investment, leverage would still be a manageable 2.5x. 


 Opportunity for dividend increases 
DH’s 6.8% dividend yield is supported by a projected 2012e 
54% payout ratio of distributable cash and 80% of EPS. After 
cutting distributions by ~30% on account of trust taxation to 
start 2011, DH returned to its usual theme of increasing payout, 
bumping its annual dividend by 3% ($1.24 from $1.20) last year. 
Given the company’s financial health, payout cushion and 
outlook, we expect further increases in the near-term.  


Stock Performance Company Profile: 
Davis + Henderson is a leading solutions provider to the 
financial services marketplace. Founded in 1875, the 
company provides innovative programs, technology 
products and general business services to customers, 
centered around five areas: 1) chequing accounts; 2) loan 
and credit card services; 3) securitized lending services; 4) 
lending technology; and 5) other business process 
outsourcing. 


 
 
Trevor Johnson, CFA, MBA - 416-869-8511 
trevor.johnson@nbc.ca 
 
Associates: 
Keegan McCormick - (416) 869-7809 
keegan.mccormick@nbc.ca 
 
Endri Leno- (416) 869-8047 
endri.leno@nbc.ca 


 


 
Source: Thomson One 
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Title: Enercare Inc. - ECI (T) Cdn$8.22   Price: Cdn$8.22  StockRating: Outperform TargetPrice: Cdn$11.00 Headline: NBF Dividend All-Star 


Department Theme Piece 
Consumer Services 


 Enercare Inc. 
ECI (T) Cdn$8.22  


Stock Rating: Outperform 
 


Target: Cdn$11.00 
 


Risk Rating: Low 


NBF Dividend All-Star 


Recession Resistant Stock with Dividend 
Growth Upside 


 
Est. Total Return 42%  


HIGHLIGHTS Stock Data:
52-week High-Low (Canada) $10.04 - $6.16
Bloomberg/Reuters: Canada ECI CN / ECI.TO


 (Year-End Dec. 31) 2011a 2012e 2013e
Revenue (mln) $243.9 $254.8 $269.5
EBITDA (mln) $144.0 $141.1 $146.9
adj. EBITDA (mln) $163.5 $161.6 $165.5
EPS (fd) $0.07 ($0.20) ($0.07)
AFFO ($mln) $65.2 $50.7 $55.8
AFFO/sh $1.12 $0.86 $0.94
Dividends $0.65 $0.67 $0.67
Dividend Yield 7.9% 8.2% 8.2%
Payout Ratio 55% 75% 69%
Price/AFFO 7.4x 9.6x 8.7x
EV/adj. EBITDA 6.1x 6.2x 6.0x


Financial Data: 
Shares Outstanding1 (mln FD) 58.7         
Book Value per Share1 $2.24
Market Capitalization (mln) $483
Price/Book Ratio 3.7x
Net Debt1 (mln) $503.8
Net Debt/Book Capital 57%
Net Debt/ Adj.EBITDA 3.2x
1 As at March 31, 2012  


Industry Rating: Underweight 
(NBF Economics & Strategy Group) 


 Cash cow in water heater securitization business 
EnerCare’s main business line is its water heater rental 
business, which was spun out of Enbridge and went public in 
2002. ECI is responsible for the securitization of the water 
heaters (WH), while partner Direct Energy (DE – the largest 
competitive retailer of energy and related services in North 
America) is responsible for servicing and customer origination. 
As part of the agreement, ECI receives 65% of the revenues 
and DE receives the remainder on most of its assets. Today, it 
has about 1.2 mln customers mostly located in Ontario which 
provide most of its steady cash flows. 


 Growth built into sub-metering business already 
In the past few years ECI has branched out into the 
sub-metering business where commodities used by apartment 
or condo dwellers (electricity, water, heat) are metered at the 
unit level with ECI effectively taking an admin fee. The added 
cash flows from this business line should help grow the 
dividend potential in coming years. There are currently 136K 
contracted customers, with 56K billing; so there is growth 
already built into this segment regardless of new additions. 


 Regulatory risks expired, competitors feeling the heat 
Attrition has been the largest risk to cash flows. However, with 
the expiry of regulatory rules this year, it is in a much better 
position to fight peers. We think ECI could reach net zero 
attrition levels (backing out additions) within the next ~5 years. 


 Should see steady dividend increases 
We model payout ratios of 75% for 2012, but declining 
thereafter as a result of growth on the sub-metering business 
and declining in attrition from the water heater business. We 
believe the current dividend of $0.67/sh is not only sustainable 
but could grow by more than 30% over the coming 3-4 years. 


Stock Performance Company Profile: 
EnerCare (formerly known as Consumers’ Waterheater 
Income Fund) is a corporation focused on the securitizing 
and renting of water heaters (~1.2 million) and sub-meters 
(~136K contracted - these are mostly electrical sub-meters 
in multi-unit residential buildings).  


 
 
Jeremy Mersereau P. Eng, CFA - 416-869-6768 
jeremy.mersereau@nbc.ca 
 
Associate: 
Mark Vernest - (416) 869-7476 
mark.vernest@nbc.ca 
 
 


 


 


 


Source: Thomson One 
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Title: Exchange Income Corporation - EIF (T) Cdn$25.40   Price: Cdn$25.40  StockRating: Outperform TargetPrice: Cdn$30.00 Headline: NBF Dividend All-Star 


Department Theme Piece 
Airlines 


 Exchange Income Corporation 
EIF (T) Cdn$25.40  


Stock Rating: Outperform 
 


Target: Cdn$30.00 
 


Risk Rating: Average 


NBF Dividend All-Star 


Diversified Model Pays Dividends 


 
Est. Total Return 24.5%  


HIGHLIGHTS Stock Data:
Cash Yield 6.4%
Implied Price Return 18.1%
52-week High-Low $26.61-$16.31
Bloomberg/Reuters: EIF CN / EIF.TO


Forecasts:
Dec. 31 YE 2011a 2012e 2013e
Revenue $533.3 $710.7 $854.2
EBITDA $74.8 $91.1 $111.7
EPS (basic) $1.22 $1.70 $2.48
DCPS (basic) $1.92 $2.25 $2.98
Dividend $1.61 $1.62 $1.62
Payout Ratio (basic) 83% 72% 54%
DC Yield 7.6% 8.8% 11.7%
EV/EBITDA 9.0x 7.2x 6.3x
P/DCPS 14.8x 12.8x 9.5x
P/E 20.9x 15.0x 10.3x


Financial Data: 
Shares Outstanding (mln) 20.2          
Market Capitalization (mln) $513.5
Net Debt (mln) $131.3
Enterprise Value (mln) $644.8
Net Debt to Capitalization 20%
Net Debt (incl converts) to '13 EBITDA 1.2x
Amount of Unused Credit (mln) ~$235


 


Industry Rating: Market Weight 
(NBF Economics & Strategy Group) 


 Both operating segments well positioned 
The outlook for EIF’s aviation and manufacturing portfolios 
remains promising, with the aviation arm benefitting from new 
contract wins, investments in infrastructure and incremental 
contribution and synergies from Custom Helicopters 
(acquired in Q1/12). The manufacturing segment continues to 
see potential from a more stable North American economy, 
growth initiatives across each of the five businesses and a 
$500 mln AT&T contract win for WesTower Communications.   


 Acquisition strategy extremely accretive   
Since its 2004 IPO EIF has completed 13 acquisitions that 
have helped grow dividends and share price an average of 
+6% and +18% per year, respectively. With a developed 
pipeline of targets, unused credit of $235 mln and leverage a 
comfortable 1.2x net debt to forward EBITDA, this accretive 
acquisition strategy is set to persist.     


 Additional dividend increases expected  
We forecast a 54% 2013e payout ratio, reinforcing our view 
that EIF is one of the better positioned high yield equities to 
increase dividends in the near-term. Moreover, the company 
has bumped dividends four times over the last five years, 
setting a favourable precedent for future increases.  


 Valuation still compelling; Reiterate Outperform 
EIF currently trades at 6.3x f2013 EV/EBITDA and 9.5x P/CF, 
too low in our view given the company’s compelling mix of 
yield and growth, relative value versus diversified peers and 
historical precedent.  


Stock Performance Company Profile: 
Exchange Income Corporation is a diversified, 
acquisition-oriented company currently focused on specialty 
aviation, specialty manufacturing and specialty 
communication towers. 


 
 
Trevor Johnson, CFA, MBA - 416-869-8511 
trevor.johnson@nbc.ca 
 
Associates: 
Keegan McCormick - (416) 869-7809 
keegan.mccormick@nbc.ca 
 
Endri Leno- (416) 869-8047 
endri.leno@nbc.ca 


 
Source: Thomson One 
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Title: First National Financial Corp. - FN (T) Cdn$16.32 Price: Cdn$16.32 StockRating: Sector Perform TargetPrice: Cdn$18.00 Headline: Capitalizing on Mounting Housing Market Concerns


The NBF Daily Bulletin 
Diversified Financials 


 First National Financial Corp. 
FN (T) Cdn$16.32 
Stock Rating: Sector Perform 


 
Target: Cdn$18.00 
  
Risk Rating: Average 


NBF Dividend All-Star  


Capitalizing on Mounting Housing Market 
Concerns 


  
Est. Total Return 18.0%  


HIGHLIGHTS Stock Data:
52-week Low-High $13.77 - $18.79
Shares Outstanding (millions) 60.0
Market Capitalization (millions) $979
Year-End 12/31 2011A 2012E 2013E
Core EPU/EPS $1.32 $1.51 $1.78
     Y/Y Growth (6.4%) 14.6% 17.9%
Price / Earnings 12.4x 10.8x 9.2x


Revenue $279.7 $320.1 $337.4
Expenses $182.9 $182.1 $183.7
Net Income $66.2 $95.8 $106.8
Less: Non-Core Income $12.9 ($5.2) $0.0
Core Net Income $79.0 $90.6 $106.8


Book Value Per Share $3.26 $3.61 $4.14
Financial Data: (Quarter-End 03/31/2011)
Book Value per Share $3.38
Price/Book Value 4.83x
Distribution/Dividend Information:
Dividend/Share (Quarterly) $0.31
Payout Ratio (L4Q) 119.1%
Yield 7.7%


 


Industry Rating: Market Weight 
(NBF Economics & Strategy Group) 


 One of Canada’s largest non-bank mortgage companies
First National Financial Corporation ranks as one of Canada’s 
largest originators, underwriters and servicers of residential 
mortgages. The company originated close to $12 billion of 
mortgages in the last 12 months and currently services a 
portfolio of over $60 billion in mortgages under administration. 


 Impact of housing slowdown could be dampened  
We believe that FN will see muted pressure on originations 
relative to the industry because the company stands to gain 
market share at the expense of more capital-constrained 
regulated lenders. FN faces no regulatory constraints on 
originations, whereas regulated lenders face higher minimum 
capital requirements (following the transition to IFRS) and 
stricter underwriting guidelines issued by OSFI. 


 Housing concerns do not put dividend at risk 
Despite mounting concerns about burgeoning household 
credit levels in Canada and the possibility of a sharp correction 
in home prices, we believe FN has an adequate cushion to 
maintain its dividend. For one, the company earns a steady 
stream of fee income from mortgages under administration. In 
addition, pressure on originations will be muted by market 
share gains. Finally, FN has little need to retain earnings. 


 Capitalizing on mounting housing market concerns 
Rising housing market concerns will continue to weigh on 
valuation for all mortgage-related stocks. This is keeping the 
yield on FN at attractive levels (~8%). Despite prevailing 
concerns about the Canadian housing market, we firmly 
believe that FN’s dividend payout is sustainable.  


Stock PerformanceCompany Profile: 
First National Financial Corporation is an originator, 
underwriter and servicer of mainly prime single-family and 
multi-unit residential mortgages, as well as commercial 
mortgages. First National is Canada’s largest non-bank 
originator and underwriter of mortgages with over $60 billion 
in mortgages under administration. 


 
 


Shubha Khan - (416) 869- 6425 
shubha.khan@nbc.ca 
 
Associate: 
Sunny Singh - (416) 869-8045 
sunny.singh@nbc.ca 


 


 
 
 
 
 
 
 
 
 
 
 
 
Source: Thomson Reuters 
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Title: Gibson Energy Inc. - GEI (T) Cdn$21.15   Price: Cdn$21.15  StockRating: Outperform TargetPrice: Cdn$24.00 Headline: NBF Dividend All-Star 


Department Theme Piece 
Oil & Gas Storage and Transportation 


 Gibson Energy Inc. 
GEI (T) Cdn$21.15  


Stock Rating: Outperform 
 


Target: Cdn$24.00 
 


Risk Rating: Average 


NBF Dividend All-Star 


Steady 5% dividend growth + midstream 
upside! 


 
Est. Total Return 18.3%  


HIGHLIGHTS Stock Data:
52-week High-Low (Canada) $23.00 - $15.25
Bloomberg/Reuters: Canada GEI CT / GEI TO


(Year-End December 31) 2011a 2012e 2013e
AFFO/sh - basic $1.22 $1.59 $1.65
AFFO/sh - f.d. $1.18 $1.54 $1.60
P/AFFO 16.2x 13.7x 13.2x
D/EBITDA 2.1x 1.8x 1.4x
EV/Free-EBITDA 11.9x 11.2x 10.2x
Dividends(1) $0.28 $0.99 $1.03
Dividend Yield(2) 4.5% 4.7% 4.9%
AFFO Payout Ratio 23% 62% 62%
(1) 2011a represents ~3.5 months. 
(2) 2011a represents annualized yield. 


Financial Data: 
Shares Outstanding (mln) 97.3           
Book Value per Unit $8.92
Market Capitalization ($mln) $2 059
Price/Book Ratio 2.4x
Net Debt ($mln) $495
Net Debt/Enterprise Value 19%
Debt/ 13 AFFO 2.4x
Total Return 18.3%  


Industry Rating: Market Weight 
(NBF Economics & Strategy Group) 


 Attractive crude oil midstream exposure 
Gibson owns and operates an integrated platform of midstream 
assets engaged in the transportation, storage, blending, 
refining, marketing and distribution of crude oil, natural gas 
liquids (NGLs) and refined fuels. Revenues are derived ~40% 
fee-for-service (crude / products storage and transportation), 
~35% margin-based (propane distribution, refined fuels and 
blending), ~15% cost-of-service (crude / products storage) and 
~10% commodity-based (marketing). The company operates in 
core crude oil producing / emerging regions across North 
America including the Western Canadian Sedimentary Basin 
(WCSB), Bakken, Niobrara, Granite Wash and Eagleford and 
stands to benefit from rising activity levels within these regions. 


 Steady 5% dividend growth, plus… 
Overall, we forecast adjusted EBITDA growth of 28% to $301 
million for 2013e from $234 million in 2011 and a corresponding 
2013e AFFO payout ratio of 62% (group avg.: 76%). Combined 
with a healthy balance sheet at 1.4x D/EBITDA (group avg.: 
4.0x), we expect steady 5% annual dividend growth.  


 … ~20% unrisked valuation upside 
GEI’s flagship assets include its wholly owned Hardisty and 
Edmonton Terminals (~35% of cash flows), with both facilities 
tied into all of the major crude oil export pipelines in Western 
Canada. With ~229 acres of undeveloped land available, we 
estimate Gibson could add a further ~8.0 mmbbls of crude oil 
and refined product storage capacity over the next several 
years. Meanwhile, GEI is currently in discussions with several 
producers to provide additional storage, terminalling, 
condensate handling and rail export services. Combined with 
its truck transportation (~25%), refinery (~15%) and custom 
terminals (~5%) businesses, we estimate the company could 
invest up to ~$1.0 billion over the next five-years – representing 
~20% ($4.50/share) unrisked upside to our $24.00 valuation.  
 


Stock Performance Company Profile: 
Gibson Energy Inc. is an integrated North American 
midstream company with assets focused on crude oil and 
refined products. The company’s asset base includes: crude 
oil terminals, pipelines & storage infrastructure; petroleum 
and refined product transportation, propane distribution & 
NGL (Natural Gas Liquids) marketing; downstream 
refineries & processing and crude oil marketing. 


 
 
Patrick Kenny, CFA – 403-290-5451 
patrick.kenny@nbfinancial.com 
 
Associate: 
Anthony Sze, CA, CFA – 403-290-5445 
anthony.sze@nbfinancial.com 
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Title: Great-West Lifeco Inc. - GWO (T) Cdn$22.00 Price: Cdn$22.00 TargetPrice: Cdn$27.00 Headline: High Dividend Yield Supported by Stable Operating Model


Department Theme Piece 
Insurance 


 Great-West Lifeco Inc. 
GWO (T) Cdn$22.00 
Stock Rating: Outperform 


 
Target: Cdn$27.00 
  
Risk Rating: Above Average 


NBF Dividend All-Star 


High Dividend Yield Supported by Stable 
Operating Model 


  
Est. Total Return 28%  


HIGHLIGHTS Stock Data:
52-week Low-High $19.15 - $25.28
Shares Outstanding EOP (mln) 950
Market Capitalization ($mln) 20,896
Quarterly Dividend Per Share $0.31
Dividend Yield 5.6%
Price-to-Book 1.7x
S&P/TSX Composite Weighting 0.40%


(Year-End 12/31) 2011A 2012E 2013E 2014E
Core EPS $1.79 $1.70 $1.87 $2.06
     Y/Y Growth 19% (5%) 10% 10%
Adjusted EPS $2.13 $1.95 $2.19 $2.37
     Y/Y Growth 11% (8%) 13% 8%
Dividend / Share $1.23 $1.23 $1.30 $1.39
F/D Avg. Shares 950 950 951 951
Book Value / Share $12.61 $13.24 $13.70 $14.69
Price / Book 1.74x 1.66x 1.61x 1.50x
Price / Core Earnings 12.3x 13.0x 11.7x 10.7x
Net Income to Common 2,022   1,851   2,083   2,252   
Core Earn. from Ops.
Canada 1,158   1,064   1,226   1,358   
United States 456      478      510      537      
Europe 596      642      652      694      
Corporate  (20)       (8)         (1)         (0)         


Core Earn. (pre-tax) 2,190   2,175   2,388   2,589   
Taxes (412)     (423)     (501)     (544)     
Putnam (after-tax) 15        (47)       (13)       16        
NCI and Pref. Dividends (96)       (91)       (92)       (99)       


Core Earn. (after-tax) 1,697   1,615   1,781   1,962   


 


Industry Rating: Market Weight 
(NBF Economics & Strategy Group) 


 GWO has the second highest dividend yield among its peer 
group and the Big Six banks at 5.6%. The average of its three life 
insurance peers is 5.3% while the average of the Big Six banks is 
4.4%.  


 The stability of GWO’s earnings stream will support its 
dividend, in our view. GWO is one of our top picks in the financial 
services sector because of the growth potential within its business 
model and its lower gearing to market variables than its peers. GWO 
avoided those products that proved to be toxic in the current 
environment (e.g., variable annuities with guaranteed minimum 
withdrawal benefits, long-term care, and universal life) and 
maintained its focus on those product lines and businesses that 
produced recurring profitability (e.g., group insurance, whole life 
insurance, wealth management). As a result, GWO produces 
consistent earnings and has ample capacity to maintain its current 
dividend. We expect GWO’s dividend payout ratio to track in the high 
50% range through f2014. Moreover, we forecast that the insurer will 
be able to resume dividend increases in the second-half of f2013.    


 European credit exposure is manageable. In terms of credit risk, 
we maintain our view that GWO’s eurozone exposure (which 
excludes the U.K.) is manageable. Eurozone government and 
financial institution bond holdings represent only 3.0% of invested 
assets. About 0.6% relates to Portugal, Italy, Ireland, Greece & Spain 
and 2.4% relates to other eurozone countries. The size of eurozone 
government and financial institution bond holdings, at a carrying 
value of over $3.4 billion is manageable, in our view, given GWO’s 
earnings capacity. In addition, the insurer has approximately 
Cdn$800 million in cash at the holding company level available to 
replenish capital at its European operating subsidiaries, if necessary. 


 GWO is rated Outperform; Target of $27.00.  The insurer’s current 
price-to-book multiple is 1.7x. Given the stability of its operating 
model, low capital vulnerability, and the simplicity of its balance 
sheet, we believe GWO will return to a 2.0x price-to-book valuation 
one-year from today. 


Stock Performance  
Company Profile: GWO is a Canadian financial services 
holding company that is headquartered in Winnipeg, 
Manitoba. It is the second largest Canadian lifeco by market 
capitalization and provides life insurance, wealth 
management, and reinsurance products to clients in the 
United States, Canada, and Europe. Power Financial 
Corporation – a Canadian financial services holding 
company – owns the majority of GWO, which, in turn, is 
majority-owned by the holding company, Power 
Corporation. 


Peter Routledge - (416) 869-7442 
peter.routledge@nbc.ca 
Associate: Grant Connor - (416) 869-6420 
grant.connor@nbc.ca 


Associate: Parham Fini - (416) 869-6515 
parham.fini@nbc.ca  
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 The NBF Daily Bulletin 
Real Estate 


 HealthLease Properties REIT  
HLP.UN (T) Cdn$10.94 


Stock Rating: Not Rated 
 


Target: N/A 
  
Risk Rating: N/A 


NBF Dividend All-Star 


High Yield Exposure to Seniors Housing 
with Limited Operating Risk 


   
Return Since IPO 9.4% 


 


HIGHLIGHTS Stock Data:


52-week Low $10.00
52-week High $10.94
Bloomberg/Reuters:  HLP-U / HLP.un


(Year-End June. 30) FOFI
FFO (Excl. Impact of Over-Allotment Option) $0.93
AFFO (Excl. Impact of Over-Allotment Option) $0.91


Current Multiples
P / FFO 11.8x
P / AFFO 12.0x


Distribution $0.85
AFFO Payout 93%
Tax Deferral (2012 Estimate) 64%


Financial Data: 
Basic Units Outstanding (mln - Incl. Over-Allotment Option) 14.5      
Market Capitalization (mln - Incl. Over-Allotment Option) $159
Net Debt  (Incl. Convertible Debt - Current) $124
Enterprise Value $283
Debt / Total Assets (Current) 52%
Debt / Total Assets (at Completion of Development Properties) 55%
Current Distribution (Annualized) $0.85
Current Distribution Yield (Annualized) 7.8%
Major Unitholders (mln) Units %


Mainstreet Property Group 2.4 16.6%
Sources: Company Prospectus, Thomson One


Note: FOFI as per Prospectus  - 12 months ended June 30, 2013


NBF does not currently provide coverage, a 
recommendation or opinion on this Company. 
The information in this profile is a compilation of 
publicly available information and is not to be 
construed otherwise. 


Industry rating (Real Estate): Market Weight 
(NBF Economics & Strategy Group) 


 Attractive Yield Play:  The REIT pays monthly cash 
distributions, providing investors with an annual yield of 
approximately 7.8% at a conservative AFFO payout ratio 
of 93%. Average REIT yields are currently ~5.5%. 


 Owner of High-Quality Seniors Housing Facilities: 
HealthLease owns 15 seniors housing and care properties 
with 1,931 beds/suites. The facilities provide a modern 
hospitality focused setting and include skilled nursing / 
long term care (1,326 beds/suites) and assisted living (471 
beds/suites). Nine of the properties are located in the 
Midwestern U.S. and six are located in Western Canada.  


 Ownership Model Provides Stable Cash Flows: 
Properties are leased to leading regional operators on a 
long-term, triple-net lease basis, which means Healthlease 
does not assume operational risk or operating expenses 
associated with a property. Lease escalators of up to 3% 
per year provide organic growth.  Operators are financially 
stable with an average 2.0 times EBITDAR to rent 
coverage ratio. 


 Demographics Support Growth Outlook: The seniors 
housing and care industry in the U.S. and Canada is 
expected to experience significantly increasing demand. 
The REIT is well positioned to deliver external growth 
through acquisitions and developments. 


 Aligned Management Team and Board: Management is 
experienced in owning and operating seniors properties, 
and has a significant ownership interest (16.6%). 


Stock Performance 
 
 


Company Profile: 
HealthLease owns a portfolio seniors housing and care 
properties which are leased back to established operators.  
The portfolio is located in the Midwestern United States and 
Western Canada. The REIT’s portfolio consists of 12 seniors 
housing and care properties with 1,656 beds/suites located in 
the state of Indiana and the provinces of British Columbia and 
Alberta and three pre-leased development properties with 
275 beds/suites, located in the states of Indiana and Illinois, 
which are currently under construction. The REIT’s properties 
offer predominately skilled nursing, long term care and 
assisted living programs, including short-term rehabilitation 
and Alzheimer’s care.   
 
 


Heather C. Kirk, CFA - (416) 869-6517 
heather.kirk@nbc.ca 
 
 


Matt Kornack – (416) 869-6407 
matt.kornack@nbc.ca 
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Title: Innergex Renewable Energy Inc. - INE (T) Cdn$10.51 Price: Cdn$10.51 StockRating: Sector Perform TargetPrice: Cdn$10.75 Headline: A Safe Harbour in Troubled Markets


 Department Theme Piece 
Independent Power Producers & Energy Traders 


 Innergex Renewable Energy Inc. 
INE (T) Cdn$10.51 
Stock Rating: Sector Perform 


 
Target: Cdn$10.75 
  
Risk Rating: Average 


NBF Dividend All-Star 


A Safe Harbour in Troubled Markets 


  
Est. Total Return 8%  


HIGHLIGHTS Stock Data:
52-week High-Low (Canada) $10.95 - $8.65
Bloomberg/Reuters: Canada INE CN / INE.TO


2011a 2012e 2013e
Revenue (mln) 148.3$     180.8$     210.5$       
Net Capacity (MW) 461          570          595            
EBITDA ($mln - consolid.) 111.2$     136.2$     161.0$       


Constr in process ($mln) 161.2$     187.9$     258.8$       
adj. EBITDA ($mln) 97.2$       120.0$     144.5$       
EV/EBITDA adj 16.4x 14.6x 12.4x
Dividend ($/sh) 0.58$       0.58$       0.58$         
Yield (%) 5.5% 5.5% 5.5%
Financial Data: 
Market Capitalization (mln) 855$          
Total Debt1 (mln) 1 263.0$    
Cash and reserves1  (mln) 100.5$       
Shares Outstanding (basic mln) 81.3           
Shares Outstanding (FD mln) 81.4           
Source: Thomson Financial and NBF estimates
1  March 31, 2012


(Year-End Dec 31)


 


Industry Rating: Overweight 
(NBF Economics & Strategy Group) 


 Stable, secure business model  
The business model for INE is more stable than most utilities. 
INE has long term off-take contracts with Canadian 
government entities for its electricity production and does not 
face spot pricing for close to 95% of its production. A number 
of acquisitions in the past few years, including its $415 million 
acquisition of Cloudworks in April 2011, have significantly 
grown its asset base. Typically, cash flow is not sensitive to 
economic cycles, cost of debt is fixed and earnings are tax 
sheltered with accelerated CCA.  


 Payout ratio high, backed with reserve account 
Though we model a high payout for ‘12E, we believe the 5.5% 
dividend yield is sustainable and backed by more than $40 
million in its reserve account, equivalent to one year of 
dividends, and CPI adjustments on most projects.  


 High visibility of growth should reduce payout ratios 
INE has a contracted pipeline of ~230 MW (net) which should 
be constructed by the end of 2016. INE recently 
commissioned the Montagne Seche and Gros Morne (phase 
I) wind farms in Q4 2011 and the Stardale solar farm in Q1 
2012. This should support increased cash flow and reduce 
the payout ratio to 77% in ‘13E from 98% in ‘12E, while 
accelerating debt repayment. We believe accretive EBITDA 
growth of almost 100% over the next 4-5 years should be 
used to increase dividends. 


 Valuation: $10.75 target, Sector Perform 
Our target is based on a discounted EV/EBITDA multiple of 
11.8x on 2013E and a DCF at 9.0%. We like the long term 
growth potential of the company and its focus on new hydro 
facilities with long term contracts. We believe growth potential 
beyond 2013E could support further appreciation of the shares. 


Stock Performance Company Profile: 
Innergex is one of Canada’s largest Independent Power 
Producers with a pure-play focus on renewable power. The 
company operates 874 MW of renewable projects (26) with 
power purchase agreements (PPA) with an average 
remaining life of close to 20 years, of which it owns 488 MW. 
It has wind, hydro and solar assets and operates in Quebec, 
Ontario, B.C. and Idaho. Innergex also has 374 MW (net 
230 MW) of new projects with PPAs with construction 
planned over the next four years and has a pipeline of more 
than 2.8 GW of future opportunities. 
 
Rupert M. Merer, P.Eng CFA - (416) 869-8008 
rupert.merer@nbfinancial.com 
 


Associate: Jeremy Mersereau, P.Eng CFA - (416) 869-6768 
jeremy.mersereau@nbfinancial.com 
 
Associate: Mark Vernest - (416) 869-7476 
Mark.Vernest@nbfinancial.com  
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Source: Reuters 
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Title: K-Bro Linen Inc. - KBL (T) Cdn$25.32   Price: Cdn$25.32  StockRating: Outperform TargetPrice: Cdn$27.00 Headline: NBF Dividend All-Star 


Department Theme Piece 
Health Care Services & Equipment 


 K-Bro Linen Inc. 
KBL (T) Cdn$25.32  


Stock Rating: Outperform 
 


Target: Cdn$27.00 
 


Risk Rating: Average 


NBF Dividend All-Star 


As Defensive As They Come 


 
Est. Total Return 11.2%  


HIGHLIGHTS Stock Data
Cash Yield 4.5%
Implied Price Return 6.7%
52-week High-Low $25.99-$17.28
Bloomberg/Reuters: KBL CN / KBL.TO


Forecasts:
FYE Dec. 31 2011a 2012e 2013e
Revenue (mln) $116.9 $123.0 $128.2
EBITDA (mln) $19.9 $21.4 $22.7
DCPS $2.39 $2.30 $2.37
EPS $1.13 $1.28 $1.48
Dividend $1.10 $1.10 $1.15
Payout Ratio 46% 48% 48%
DC Yield 9.4% 9.1% 9.4%
EV/EBITDA 9.1x 8.5x 8.0x
P/DCPS 10.6x 11.0x 10.7x
P/E 22.4x 19.8x 17.1x


Financial Data: 
Shares Outstanding (mln) 7.0            
Market Capitalization (mln) $177.4
Net Debt (mln) $3.9
Enterprise Value (mln) $181.3
Net Debt to '13 EBITDA 0.2x
Net Debt to EBITDA Covenants 2.75x


 


Industry Rating: Market Weight 
(NBF Economics & Strategy Group) 


 Canada’s largest private laundry services provider 
KBL provides linen laundering to the healthcare and hospitality 
industry across Canada with locations in Quebec City, 
Montreal, Toronto, Calgary, Edmonton, Victoria and Burnaby. 


 One of the most defensive equities on the TSX 
KBL derives revenues primarily through long-term contracts 
(healthcare typically 7+ years, hospitality 2+ years) with large 
blue chip counterparties (typically hospitals and large hotel 
chains) that generate consistent linen volumes. As a result KBL 
realizes extremely predictable and defensive cash flows.   


 Minimal near-to-mid term contract risk 
KBL recently renewed its Capital Health contract with its largest 
customer, Alberta Health Services. This leaves only one 
meaningful healthcare contract coming due between now and 
2015 (Mt. Sinai) and evidence suggests KBL is in a position to 
retain this business.    


 Organic growth story with an occasional acquisition  
KBL has grown both organically and through selective 
acquisitions, with two of its three purchases since its 2005 IPO 
located in Quebec. Management hopes that establishing a 
hospitality presence in the province could open the door for 
future hospital volumes, while helping facilitate additional 
opportunities in Eastern Canada.   


 Continued opportunity for dividend increases 
KBL recently increased its $1.10 annual dividend to $1.15, 
however, with net debt to forward EBITDA standing at just 0.2x, 
over $30 mln in unused credit to fund growth (including a new 
Edmonton facility), capex requirements minimal given how long 
bulk laundry assets last and payout at only ~50%, we argue 
KBL is in a position to increase its annual dividend further over 
time.


Stock Performance Company Profile: 
K-Bro is the largest private provider of linen laundering in 
Canada, with facilities located in Quebec City, Montreal, 
Toronto, Calgary, Edmonton, Burnaby, Vancouver and 
Victoria. Approximately 55% of revenue is derived from 
health care institutions, the remainder from the hospitality 
segment.    
 


 
 
Trevor Johnson, CFA, MBA - 416-869-8511 
trevor.johnson@nbc.ca 
 
Associates: 
Keegan McCormick - (416) 869-7809 
keegan.mccormick@nbc.ca 
 
Endri Leno- (416) 869-8047 
endri.leno@nbc.ca 


 


 
Source: Thomson One 
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Title: Keyera Corp. - KEY (T) Cdn$44.61   Price: Cdn$44.61  StockRating: Outperform TargetPrice: Cdn$52.00 Headline: NBF Dividend All-Star 


Department Theme Piece 
Pipelines, Utilities & Energy Infrastructure 


 Keyera Corp. 
KEY (T) Cdn$44.61  


Stock Rating: Outperform 
 


Target: Cdn$52.00 
 


Risk Rating: Average 


NBF Dividend All-Star 


Top tier track record + fee-based oil sands / 
liquids rich exposure 


 
Est. Total Return 21.4%  


HIGHLIGHTS Stock Data:
52-week High-Low (Canada) $51.60 - $37.50
Bloomberg/Reuters: Canada KEY CT / KEY.TO


(Year-End December 31) 2011a 2012e 2013e
AFFO/share - basic $2.91 $2.85 $3.74
AFFO/share - f.d. $2.88 $2.80 $3.68
P/AFFO 17.4x 16.0x 12.1x
D/EBITDA 2.0x 2.2x 1.6x
EV/Free-EBITDA 15.1x 15.8x 11.7x
Dividends $1.90 $2.06 $2.23
Dividend Yield 3.8% 4.6% 5.0%
AFFO Payout Ratio 65% 72% 60%


Financial Data: 
Shares Outstanding (mln) 76.6           
Book Value per Share $11.40
Market Capitalization ($mln) $3 418
Price/Book Ratio 3.9x
Net Debt ($mln) $621
Net Debt/Enterprise Value 15%
Debt/ 13 AFFO 3.1x
Total Return 21.4%  


Industry Rating: Market Weight 
(NBF Economics & Strategy Group) 


 Top tier track record
Keyera operates an integrated network of liquids rich gas 
processing facilities and natural gas liquids (NGLs) 
infrastructure largely within the Deep Basin / Foothills region of 
the Western Canadian Sedimentary Basin (WCSB). Overall, 
Keyera’s cash flows are largely derived from stable 
fee-for-service operations (~70%; gas processing, NGL 
transportation and storage services), with margin-based 
activities rounding out the remaining ~30% of cash flows (NGL 
and refined fuel marketing). Since inception in 2003, Keyera 
has delivered ~11% annual AFFO per share growth while 
providing investors with a total return of ~800%, well above the 
S&P TSX Composite Index of 110%.   


 Exposure to booming oil sands / liquids-rich activity  
Despite AECO natural gas prices hovering around $2.00/mcf, 
liquids-rich zones fetch >$4.00/mcf equivalent – supporting 
producer drilling activity surrounding Keyera’s plants (i.e., 95% 
of Keyera’s throughput is liquids-rich). Meanwhile, with WTI 
crude prices exceeding US$90/bbl, producers continue their 
emphasis on the development of oil sands infrastructure. With a 
healthy balance sheet (2013e D/EBITDA of 1.6x vs. group 
average: 4.0x), we estimate Keyera has ~$1.8 billion of organic 
growth opportunities related to further liquids-rich and oil sands 
infrastructure – representing ~30% upside to our valuation and 
underpinning our Outperform recommendation.  


 Fee-based growth underpins further dividend upside 
Over the past five-years, KEY has increased its dividend on 
average by 7% per year, tallying two 6% dividend increases 
through 2011 – anchored by fee-for-service cash flow growth of 
~8% per year. For 2013e, we forecast an AFFO payout ratio of 
60% (group average: 76%), setting the stage for a 9% dividend 
increase to $2.22/share from $2.04/share effective Q4 2012.  


Stock Performance Company Profile: 
Keyera Corp. operates in the Midstream sector and has 
three lines of business: Natural gas gathering and 
processing; natural gas liquids (NGL) gathering, processing 
and storage; and NGL marketing and crude oil midstream. 
. 
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Title: K-Bro Linen Inc. - KBL (T) Cdn$22.30   Price: Cdn$22.30  StockRating: Sector Perform TargetPrice: Cdn$23.00 Headline: NBF Dividend All-Star 


Department Theme Piece 
Oil & Gas Exploration & Production 


 PetroBakken Energy Ltd. 
PBN (T) Cdn$11.95 


Stock Rating: Outperform 
 


Target: Cdn$18.25 
 


Risk Rating: Above Average 


NBF Dividend All-Star 


Sustainable Dividend and Capitalization 
Support Contracting Yield 


 
Est. Total Return 63%  


HIGHLIGHTS Stock Data - Q1 2012:
52-week High-Low (Cdn$) $6.05 - $18.28
Shares Outstanding (mln) 187.7
Current Yield 8.1%
Net Debt (mln) $1,538.4
Market Cap. (mln) $2,212.7
Enterprise Value (mln) $3,751.1


Production 2011a 2012e 2013e
Oil & NGL's (bbls/d) 35,156 38,420 44,200
Nat. Gas (mcf/d) 35,052 40,680 46,800
Boe/d (6:1) 40,998 45,200 52,000
% Nat. Gas 14% 15% 15%


Pricing 2011a 2012e 2013e
WTI (US$/bbl) $95.05 $92.25 $90.00
AECO (Cdn$/mcf) $3.62 $2.00 $2.65
Corp. Oil & NGL's ($/bbl) $89.25 $76.82 $75.51
Corp. Nat. Gas ($/mcf) $3.92 $2.37 $3.00
Corp. Wellhead ($/boe) $79.88 $67.43 $66.89


Estimates 2011a 2012e 2013e
Cash Flow (mln) $710.2 $605.4 $710.1
CFPS - diluted $3.75 $3.17 $3.57
CF Netback ($/boe) $45.41 $36.26 $37.41
Capex (mln) $909.2 $259.5 $650.0
Net Debt (mln) $1,968.9 $1,820.4 $1,831.0


Valuation 2011a 2012e 2013e
P/CF 3.4 x 3.7 x 3.3 x
EV/DACF 4.6 x 5.7 x 5.1 x
Net Debt / CF 2.8 x 3.0 x 2.6 x
EV/BOE/D $100,869 $89,226 $79,676
P/NAVPS 0.9x
EV/boe P+P $18.58
Source: Company reports, NBF estimates  


Industry Rating: Market Weight 
(NBF Economics & Strategy Group) 


 Sustainable Yield Supported by Attractive Multiples
PBN remains one of our most compelling yield opportunities in 
the mid-cap yield space.  We maintain our thesis that as a result 
of better than average sustainability and capitalization, the 
company's high yield and below average trading multiples 
should contract and expand (respectively) with continued 
execution on the operations front.  


 On Track to Achieve Projected 2012 Operating Targets  
On the operations front, the company recently provided an 
update with production levels standing at around the 37,500 
boe/d mark (plus 2,000 boe/d shut-in and 15 wells behind pipe).  
Approximately 160 wells or 75% of the company's drilling 
program remains to achieve the projected 52,000 boe/d exit 
target where the emphasis will be strongly on the Bakken play. 
In addition, we continue to look for the company to reduce its 
base decline profile down in to the low-30% range to improve 
the company's long-term sustainability.  


 Relatively Strong Balance Sheet 
Subsequent to the completion of the year’s $875mln capital 
program, we expect the company to have net debt outstanding 
of $1.8 billion or 2.8x D/CF and only 37% drawn on its $1.4 
billion bank line.  This stands versus the mid-cap yield peer 
group that is expected to have leverage ratios of 2.3x at 
year-end and 46% drawn on bank lines at year-end  


 Sustainable Dividend Should See Yield Contract  
PBN pays a $0.08 per share monthly dividend ($0.96 per share 
annually) representing an 8% yield (vs. peers at 6.3%).  From a 
sustainability perspective, the company's total payout (net of 
DRIP) is expected to range around 101% in 2013e versus the 
mid-cap peers at 116%, which in addition to the company's debt 
levels supports our thesis that the company's yield should 
contract in association with an expanding multiple with further 
execution on the operations front.  PBN currently trades at 5.1x 
2013e EV/DACF vs. mid-cap yield peers at 8.3x. 


Stock Performance (source: Bloomberg) Company Profile: 
PetroBakken is a yield-paying, oil-focused exploration and 
production company with its assets primarily oriented in the 
Bakken and Cardium light oil plays in the Western Canadian 
Sedimentary Basin. Since inception in late 2009, the 
company has consolidated a very large land base within its 
core areas, with considerable development executed to 
date to grow corporate production to over ~40,000 boe/d 
(~85% liquids). The company is 59% owned by Petrobank 
Energy and Resources Ltd. (PBG-T), and as such, John D. 
Wright serves as President & CEO of both companies. 
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Title: Premium Brands Holdings Corp. - PBH (T) $18.53  Price: $18.53  TargetPrice: $20.50 Headline: NBF Dividend All-Star 


Department Theme Piece 
Food Products 


 Premium Brands Holdings Corp. 
PBH (T) $18.53  


Stock Rating: Outperform 
 


Target: $20.50 
 


Risk Rating: Below Average 


NBF Dividend All-Star 


Safe dividend and growth of specialized 
national food platform  


 
Est. Total Return 17.0%  


HIGHLIGHTS Stock Data:
52-w eek High-Low  (Canada) $19.41 - $14.04
Bloomberg/Reuters PBH CN / PBH.TO
Shares Outstanding (basic) (mln) 20.4
Market Capitalization ($mln) $378


(Year-End: Dec) 2011A 2012E 2013E
Revenues (mln) $794.3 $997.3 $1 067.1
EBITDA (mln) $54.9 $77.5 $86.5
EBITDA Margin 6.9% 7.8% 8.1%
FDEPS $0.68 $1.32 $1.64
P/E 27.3x 14.0x 11.3x
EV/EBITDA 12.3x 8.7x 7.8x


Dividend / share $1.176 $1.176 $1.176


Financial Data (Quarter-end 03/31/2012)
Net Debt including debentures (mln) $294.2
Net Debt excluding debentures (mln) $206.5
Net Debt including debentures / Equity 1.5x
Net Debt excluding debentures / Equity 1.0x
P/FCF (LTM) 9.5x
Dividend yield 6.3%


Industry Rating: Market Weight 
(NBF Economics & Strategy Group) 


 Specialized products differentiate PBH from larger players
Premium Brands is focused on specialized food products in 
food manufacturing and distribution to retail and foodservice 
customers. PBH’s niche product offering provides attractive 
margins and partially shields the company from larger 
competitors more focused on basic, highly standardized 
products. PBH is a big fish in many smaller ponds.   


 National platform in place thanks to acquisitions 
Seven main acquisitions have been completed since the start of 
2010, three of which resulted in an expansion into Eastern 
Canada. We expect more acquisitions across the country. 


 Outlook looks bright for revenue and margin  
Solid positive organic growth is expected in both segments 
(Retail and Foodservice) with guidance of 6% to 8%, which is 
above the industry average. In addition, significant growth 
should continue to come from recent and future acquisitions, 
including Piller’s (PBH’s largest acquisition in history with 
~$180 million in annual sales). An expected moderation of input 
costs and synergies from recent acquisitions should contribute 
to margin expansion.  


 Strong cash flow generation supports growth and dividend 
Strong cash flow supports growth and a sustainable dividend 
(6.3% yield). With LTM free cash flow (FCF) of $40 million, the 
dividend payout ratio is 58%. While we expected continued 
FCF growth, the dividend will likely remain stable as internally 
generated funds are used to fuel revenue growth. We anticipate 
a 2012E payout ratio of 51%, illustrating the safety of the 
attractive $1.176/share dividend.  


 Outperform and $20.50 target maintained 


 


Stock Performance Company Profile: 
Headquartered in British Columbia, Premium Brands is a 
vertically integrated manufacturer and distributor of a broad 
range of specialty food products to the retail and foodservice 
channels. With a portfolio of leading brand names and a 
strong proprietary distribution network, Premium Brands 
has the leading position in Western Canada with an 
increasing presence in Eastern Canada and in the West 
Coast of the United States. 
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Title: Student Transportation Inc. - STB/STB (T; N) Cdn$7.15; $7.02 Price: Cdn$7.15; StockRating: Outperform TargetPrice: Cdn$8.50 Headline: Reliable Business Model Producing a Reliable Dividend


 The NBF Daily Bulletin 
Transportation 


 Student Transportation Inc. 
STB/STB (T; N) Cdn$7.15; $7.02 
Stock Rating: Outperform 


 
Target: Cdn$8.50 
  
Risk Rating: Low 


NBF Dividend All-Star 


Reliable Business Model Producing a 
Reliable Dividend 


  
Est. Total Return 27%  


HIGHLIGHTS 
Shares Outstanding1 (mln) 79.9          
Market Capitalization (mln) $560.4
Net Debt (Q312e, mln) 2 $199.1
Enterprise Value (mln) $759.5
Dividend Yield 8%


52-week High-Low Cdn$7.38 - Cdn$5.23
Average Weekly Volume
Net Book Value / Share (2011e) $0.58


Estimates 2011A 2012E 2013E
Revenue (mln) 305.3$      369.7$      438.0$      
EBITDA (mln) 59.8$        72.6$        85.8$        
Dist. Cash per Share 0.67$        0.64$        0.89$        
Dividends per Share 0.56$        0.56$        0.56$        
Earnings per Share 0.02$        (0.02)$      0.02$        


Valuation 2011A 2012E 2013E
EV/EBITDA 11.0x 10.3x 9.0x
Target EV/EBITDA 12.5x 11.8x 10.2x
All amounts in U.S. dollars unless otherwise noted.


621,394                       


1: Assumes conversion of all 7.5% convertible debentures at 
$5.15 per share.
2:  Includes $40.4 mln in capitalized leases


 


Industry Rating: Overweight 
(NBF Economics & Strategy Group) 


 Low-risk, steady cash flow generator. 
Since 1997, STB has renewed 95% of its total contracts in 
an industry that is almost a necessary service, regardless of 
the state of the economy. Combined with fuel mitigation and 
other cost-control steps the company consistently 
undertakes, STB has proven to be one of the most stable 
and reliable cash flow generators in our coverage universe. 


 Strategic, disciplined acquirer. 
With senior management having an average of 25 years 
experience in yellow school buses, STB is able to leverage 
their extensive network to begin acquisition discussions, and 
discerning selection to purchase only accretive acquisitions, 
typically in the range of 4.5x-5.0x price/EBITDA. Despite 
being so discerning, STB has still managed to grow EBITDA 
at a CAGR of 22% since F2009, while the shares 
outstanding have exhibited only 9% CAGR over the same 
timeline. 


 Privatization of government-owned bus fleets may 
provide cash flow and, consequently, dividend growth. 
75% of the $24 billion bus transportation industry still 
remains owned and operated by school districts and 
municipalities. The privatization of these non-core public 
services appears to be a logical remedy to many 
governments' current deficit issues. STB's $100 million 
education stimulus plan was introduced in February 2010 
with the goal of converting a number of these publicly-owned 
fleets. A rapid shift to privatization of these fleets could 
provide both the necessary cash flow and the catalyst for 
STB to increase its dividend above the current 8% yield. 


Stock Performance Company Profile: 
Student Transportation is the 3rd largest provider of school 
bus transportation services in the US. STB is a leading 
school bus company aggregating operations through 
consolidation of existing providers, targeted bid-ins, and 
conversion of in-house operations.  We estimate current 
fleet size of approx. 7,400 buses could ultimately grow to 
over 7,600 buses by 2012. 
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Title: TELUS Corporation - T/T.A (T); TU (N) Cdn$61.36 Price: Cdn$61.36 StockRating: Outperform TargetPrice: Cdn$65.00 Headline: Strong Free Cash Flow Profile Supports Well- Telegraphed Dividend 


 Department Theme Piece 
Telecom Services 


 TELUS Corporation 
T/T.A (T); TU (N) Cdn$61.36 
Stock Rating: Outperform 


 
Target: Cdn$65.00 
  
Risk Rating: Average 


NBF Dividend All-Star  


Strong Free Cash Flow Profile Supports Well- 
Telegraphed Dividend Growth Strategy 


  
Est. Total Return 9.9%  


HIGHLIGHTS Stock Data:
52-week High-Low (Canada) T $63.72 - $49.47
52-week High-Low (Canada) T.A $62.46 - $46.86
52-week High-Low (U.S.) $61.35 - $44.63
Bloomberg/Reuters: Canada T CN / T-T
Bloomberg/Reuters: Canada T.A CN / T'A-T
Bloomberg/Reuters: U.S. TU US / TU-N


(FYE Dec. 31) 2011a 2012e 2013e
Revenue (mln) $10 397 $10 820 $11 175
EBITDA (mln) $3 778 $3 925 $4 154
Reported EPS $3.76 $3.95 $4.30
P/E 16.3x 15.5x 14.3x
EV/EBITDA * 7.1x 6.8x 6.4x
FCF/Share $3.07 $4.07 $4.54
Dividend $2.00 $2.21 $2.42
Dividend Payout 65% 54% 53%
*Based on forecast net debt.
Financial Data (as at March 31, 2012): 
Shares Outstanding (mln) 325
Shares Outstanding FD (mln) 327
Market Capitalization (mln) $19 942
Net Debt (mln) $6 898
Shareholders' Equity (mln) $7 629
Leverage 1.8x
BVPS / Price/Book $23.33/2.6x
2012E ROE 16.6%  


Industry Rating: (Telecom Services): Overweight 
 (NBF Economics & Strategy Group) 


 TELUS is one of Canada’s leading telecom carriers. 
TELUS is the incumbent local exchange carrier in B.C., 
Alberta, and Eastern Quebec and is the third largest national 
wireless carrier based on total subscribers, though it ranks 
second based on postpaid subscribers and revenues. The 
company generates over 50% of its revenues from wireless, 
with the balance from legacy voice, Internet, and TV services. 


 Growth from wireless and enhanced broadband bundle. 
The launch in late 2009 of its HSPA+ network in partnership 
with Bell has levelled the playing field with Rogers and 
enabled TELUS to capitalize on higher growth opportunities 
as smartphone penetration and related data usage ramps 
higher. Evolving upgrades to its broadband network to provide 
an enhanced bundle of Internet, TV, and voice have helped 
not only mitigate landline erosion, exacerbated in recent years 
by the rollout of telephony by its cable peers (in particular 
Shaw), but also stimulate healthy subscriber growth for its 
IPTV offering which has resonated with Western households. 


 Strong FCF profile, solid leverage = rising dividend.  
Leverage is poised to decline to 1.6x by the end of 2013 from 
1.7x now, driven by continued growth in free cash flow. With 
dividends representing about 60% of free cash, the company 
is more than able to return cash to shareholders as is reflected 
in TELUS’ commitment to increase its dividend by 
approximately 10% per year from 2011 through 2013. 


 TELUS is rated Outperform with a $65 target price.   
Our target, based on our DCF and NAV analyses, implies 
EV/EBITDA multiples of 7.1x our 2012 estimates and 6.7x our 
2013 estimates and free cash flow yields of 6.3% and 7.0% on 
our 2012 and 2013 estimates, respectively.  


Stock Performance (source: Thomson Reuters) Company Profile: 
TELUS is one of Canada’s leading telecommunications 
companies. It provides a wide range of products and 
services to consumers and businesses including data, 
Internet protol, voice, entertainment, video, and wireless. It’s 
the incumbent local exchange carrier in B.C., Alberta, and 
Eastern Quebec and is the third largest national wireless 
carrier based on total subscribers but ranks second in 
postpaid subscribers and revenues.   
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Title: Transcontinental Inc. - TCL.A (T) Cdn$13.24 Price: Cdn$13.24 StockRating: Outperform TargetPrice: Cdn$18.50 Headline: Q2 EPS Beats Big, Organic Revenue Growth Positive (1st Time 


The NBF Daily Bulletin 
Media 


 Transcontinental Inc. 
TCL.A (T) Cdn$9.69 
Stock Rating: Outperform 


 
Target: Cdn$14.00 
  
Risk Rating: Above Average 


NBF Dividend All-Star 


Robust FCF Profile & Declining Leverage 
Bodes Well For Dividend Increases  


  
Est. Total Return 50.5%  


HIGHLIGHTS Stock Data:
52-week High-Low (Canada) $16.38 - $9.07
52-week High-Low (U.S.) NA
Bloomberg/Reuters: Canada TCL/A / TCL'A-T
Bloomberg/Reuters: U.S. NA


(FYE Oct. 31) 2011a 2012e* 2013e
Revenue (mln) $2 043.6 $2 153.1 $2 208.0
EBITDA (mln) $373.4 $361.1 $381.4
EPS (ex-charges) $1.86 $1.91 $2.03
P/E 5.2 5.1 4.8
EV/EBITDA** 3.7 3.7 3.1
Free Cash (mln) $266.3 $140.6 $220.7
FCF Per Share $3.29 $1.73 $2.72
*QUAD Canada deal closed March 1, 2012.
**Securitizations are at zero.
Financial Data (as at April 30, 2012): 
Share Outstanding (mln) 81.0          
Float (mln) 71.8
Market Capitalization (mln) $785.2
Net Debt (mln) $513.3
Preferred Shares (mln) $96.8
Common Equity (mln) $926.5
Net Debt to Capital 33.4%
Book Value/BVPS $11.43/0.9x
ROE 2012E 6.8%
Dividend/Yield $0.58/6.0%


 


Industry Rating (Media): Underweight 
(NBF Economics & Strategy Group) 


 Canada’s largest printer with significant Media assets.  
Transcontinental is Canada’s largest printer and the fourth- 
largest in North America. Other segments include Media 
(consumer magazines, French-language educational books, 
community newspapers in Quebec and the Atlantic provinces, 
door-to-door flyer distribution) and Interactive (marketing 
solutions). The revenue split between Printing and Media is 
67% and 33%%, respectively.  


 FCF materially stronger after prior year investments. 
Between f2007 and f2010, the company invested over $400 
million in two special printing projects that have since been 
completed. This has allowed the company’s capex to decline 
materially to a more normalized level well below $100 million 
and has help drive a significant improvement in its FCF profile. 


 Robust FCF + declining leverage = growing dividends.   
As at Q2/12, leverage stood at 1.4x, below the company’s 
target of 1.5x, and well below the 3.4x level which prevailed 
three years earlier. In the absence of M&A, we forecast 
leverage to contract to 1.3x in f2012 and 0.8x in f2013. While 
Transcontinental has been investing in new media initiatives 
and pursuing tuck-in acquisitions (note that the deal with 
Quad/Graphics involved a swapping of assets), the company 
has also raised its dividend by 65% over the past two years 
and reintroduced a normal course issuer bid.  


 Transcontinental is rated Outperform with a $14 target. 
Transcontinental’s valuation remains attractive in the context 
of historical trading multiples and when compared to its peers. 
Our target implies EV/EBITDA multiples of 4.7x our f2012 
estimates and 4x our f2013 estimates, with QUAD-related 
synergies expected to start kicking in during H2 this year.  


Stock Performance (source: Thomson Reuters) Company Profile: 
Transcontinental is one of North America’s ten largest 
commercial printers with operations in Canada, the U.S., 
and Mexico. The company is Canada’s second-largest 
publisher of magazines and weekly newspapers and leader 
in door-to-door flyer distribution.  
Rémi Marcoux, founder and chairman, controls 16.5% 
equity and 71.7% votes. 
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Title: Trimac Transportation Limited - TMA (T) $4.54   Price: $4.54   TargetPrice: $5.75 Headline: NBF Dividend All-Star 


Department Theme Piece 
Trucking 


 Trimac Transportation Limited 
TMA (T) $4.54  


Stock Rating: Outperform 
 


Target: $5.75 
 


Risk Rating: Average 


NBF Dividend All-Star 


Recent acquisitions and growth 
opportunities provide additional upside 


 
Est. Total Return 32.2%  


HIGHLIGHTS Stock Data:
52-week High-Low $4.89 - $3.87
Bloomberg/Reuters: Canada TMA CN / TMA.TO


(Cdn$ mln. unless otherwise noted)


(FYE Dec. 31) 2011 2012e 2013e
Revenue $332.1 $370.2 $393.1
EBITDA $36.5 $41.6 $44.6
EBITDA % (ex fuel) 12.5% 12.9% 13.0%
Operating ratio 93.7% 93.6% 93.4%
EPS (adj) $0.43 $0.46 $0.53
Free Cash Flow $11.3 $9.1 $15.3
Net Debt $75.0 $79.6 $73.5
EV / EBITDA 5.6x 4.9x 4.6x
P/E 10.6x 9.8x 8.6x
ROE 34.3% 23.5% 20.0%
Dividend/share $0.25 $0.25 $0.25
Payout ratio 57.6% 72.0% 43.0%
Key Data
Shares Outstanding (mln) 26.3          
Market Capitalization (mln) $119.6
Net Debt (mln) 86.0          
Net Debt-to-Cap. 61.6%
Enterprise Value (mln) $205.6
Dividend per share $0.25
Dividend Yield 5.5%


 
Industry Rating: Market Weight 
(NBF Economics & Strategy Group) 


 Attractive and sustainable dividend 
We view TMA’s current annualized dividend of $0.25/share 
(5.5% yield) to be sustainable on a dividend/free cash flow 
payout ratio basis with a forecasted payout ratio of 72.0% in 
2012 and 43.0% in 2013. 


 Will continue to generate positive cash flow 
Despite a higher rate of capex for 2012 and 2013, we are 
forecasting TMA to generate $9.1 million in free cash flow in 
2012, increasing to $15.3 million in 2013, sufficient to support 
its current quarterly dividend and pursue acquisitions. 


 Opportunities for growth and margin expansion 
Trimac has recently made larger investments in an effort to 
generate more meaningful growth and we expect Trimac to be 
active in looking for further acquisitions. Trimac has also won 
new business and has been successful in expanding business 
with existing customers. Through revenue improvements, 
continued pricing gains, as well as increased productivity, we 
expect EBITDA margins to steadily improve. 


 Attractive relative valuation 
At 4.6x consensus f2013 EV/EBITDA, Trimac is trading at a 
discount to the other Canadian trucking carriers at 5.5x f2013 
EV/EBITDA and U.S. truckload carriers at 5.5x f2013 
EV/EBITDA. Our $5.75 target price based on a 5.0x 
EV/EBITDA multiple applied to our f2013 EBITDA forecast. 


 Economic climate and low liquidity key considerations 
Key indicators show that while the economic environment is 
generally positive, growth is expected to occur at a slower pace. 
Also, Trimac has a high level of insider ownership and as a 
result, trading liquidity is fairly tight. 


Stock Performance Company Profile: 
Trimac is the largest bulk trucking carrier in Canada, ranking 
as the 12th largest trucking company in the country with 970 
power units (of which 485 are owner-operators) and 2,396 
trailers. Headquartered in Calgary, Trimac has 1,788 
employees and has national presence with established 
operations in all provinces except P.E.I.  
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Title: K-Bro Linen Inc. - KBL (T) Cdn$22.30   Price: Cdn$22.30  StockRating: Sector Perform TargetPrice: Cdn$23.00 Headline: NBF Dividend All-Star 


Department Theme Piece 
Oil & Gas Exploration & Production 


 Twin Butte Energy Ltd. 
TBE (T) Cdn$2.32 


Stock Rating: Outperform 
 


Target: Cdn$3.00 
 


Risk Rating: Above Average 


NBF Dividend All-Star 


Pure play heavy oil with a defensive low 
growth strategy and yield component 


 
Est. Total Return 37%  


HIGHLIGHTS Stock Data
52-week High-Low (Cdn$) $1.28 - $3.00
Shares Outstanding (mln) 215.5
Yield 7.8%
Net Debt Q2/12e (mln) $134
Market Cap. (mln) $500
Enterprise Value (mln) $634


Production 2011a 2012e 2013e
Oil & NGL's (bbls/d) 4,669 11,798 13,855
Nat. Gas (mcf/d) 17,673 15,015 14,670
Boe/d (6:1) 7,615 14,300 16,300
% Nat. Gas 39% 18% 15%


Pricing 2011a 2012e 2013e
WTI (US$/bbl) $95.00 $93.00 $90.00
AECO (Cdn$/mcf) $3.60 $2.00 $2.65
Corp. Oil & NGL's ($/bbl) $71.06 $63.55 $62.04
Corp. Nat. Gas ($/mcf) $3.95 $2.20 $2.92
Corp. Wellhead ($/boe) $52.40 $54.74 $55.36


Estimates 2011a 2012e 2013e
Cash Flow (mln) $61.3 $112.5 $117.7
CFPS - diluted $0.45 $0.56 $0.54
CF Netback ($/boe) $22.05 $22.21 $19.78
Capex (mln)* $57.4 $328.3 $80.0
Net Debt (mln) $77.2 $165.3 $166.5


Valuation 2011a 2012e 2013e
P/CF 5.2 x 4.2 x 4.3 x
EV/DACF 6.2 x 5.7 x 5.4 x
Net Debt / CF 1.3 x 1.5 x 1.4 x
EV/BOE/D $52,342 $46,793 $41,120
P/NAVPS 1.0x
EV/boe P+P $11.65
Source: Company reports, NBF estimates
*includes acquisitions & dispositions


Industry Rating: Market Weight 
(NBF Economics & Strategy Group) 


 Low risk growth strategy with a sustainable yield. TBE’s 
heavy oil operations are focused in the greater Lloydminster 
area with Frog Lake being a significant value driver. The 
company is led by an experienced management targeting a 
model of low risk growth (3-5%) with a sustainable yield 
component (currently 8%).  


 Significant hedging through remainder of 2012 provides 
near term dividend sustainability. TBE has hedged ~80% of 
its gas production at C$4.21/GJ and ~55% of its liquids at a WTI 
equivalent of ~C$100/bbl for the remainder of the year. On the 
heavy side, ~40% of volumes are hedged at C$82/bbl WCS.   


 Complementary acquisition bolsters the heavy oil 
inventory. TBE recently announced the acquisition of Avalon 
Exploration (private) for total consideration of ~$90mln. The 
deal effectively doubles TBE’s undeveloped land position to 
>160,000 net acres in the Lloydminster heavy oil fairway. Pro 
forma production is ~15,500 boe/d (84% liquids) and the 
company is positioned with an inventory in excess of 500 heavy 
oil locations.  


 Balance sheet remains in good shape. TBE is in a better 
position than its peers to weather the commodity down drift, 
supported by a strong balance sheet and attractive hedge book. 
Year-end net debt is forecasted at $165mln (1.3x Q4 cash flow 
annualized), compared to credit facilities at $240mln.  


 Business model proves to be working. Q1 was an important 
milestone for TBE, proving that the new business model works 
with no surprises from the Emerge assets acquired in January. 
TBE remains a top defensive pick in the energy space 
supported by 1) a strong balance sheet & attractive hedge 
book, 2) a predictable growth profile, 3) a sustainable dividend, 
and 4) a multi-year inventory. 
 


Stock Performance (source: Bloomberg) Company Profile: 
Twin Butte’s is a pure play heavy oil intermediate led by an 
experienced management team. Heavy oil operations are 
focused in the greater Lloydminster area. The company has 
successfully shifted its production base to an oil weighting 
and is implementing a strategy of low growth with a yield 
component.    
 


 
 
Matthew Taylor, CFA - (403) 290-5625 
matthew.taylor@nbc.ca 


Associate: 
Allan Dixon - (403) 441-0952 
allan.dixon@nbc.ca 
 


$1.25


$1.75


$2.25


$2.75


$3.25


Jul-11 Sep-11 Nov-11 Jan-12 Mar-12 May-12 Jul-12


Pr
ic


e 
($


/s
h)


0


1,000


2,000


3,000


4,000


5,000


Volum
e (000's)


 


 


Page 57 of 89







Title: Vermilion Energy Inc. - VET (T) Cdn$46.70   Price: Cdn$46.70  TargetPrice: Cdn$52.00 Headline: NBF Dividend All-Star 


Department Theme Piece 
NBF rated sustainable yield stocks 


 Vermilion Energy Inc. 
VET (T) Cdn$46.70  


Stock Rating: Outperform 
 


Target: Cdn$52.00 
 


Risk Rating: Average 


NBF Dividend All-Star 


Globally Diversified Asset Base With A 
Consistent Dividend History 


 
Est. Total Return 16%  


HIGHLIGHTS Stock Data - Q1a 2012:
52-week High-Low (Cdn$) $38.62 - $51.46
Dividend Yield 4.9%
Shares Outstanding (mln) 96.8
Market Cap. (mln) $4 522.4
Net Debt (mln) $530.0
Enterprise Value (mln) $5 052.4


Production 2011a 2012e 2013e
Oil & NGL's (bbls/d) 22 334 24 835 27 545
Nat. Gas (mmcf/d) 77.2 79.0 80.7
Boe/d (6:1) 35 202 38 000 41 000
% Nat. Gas 37% 35% 33%


Pricing 2011a 2012e 2013e
WTI (US$/bbl) $95.00 $93.00 $90.00
Brent (US$/bbl) $109.68 $109.05 $102.04
AECO (Cdn$/mcf) $3.60 $2.00 $2.65


Estimates 2011a 2012e 2013e
CFPS $5.14 $5.56 $5.63
EPS $1.55 $2.91 $3.26
DPS $2.29 $2.28 $2.28
Cash Flow (mln) $474.3 $549.1 $564.8
Capex (mln) $490.8 $450.0 $525.0
Net Debt (mln) $429.0 $736.0 $849.8
D/CF 0.9 x 1.3 x 1.5 x
Basic Payout (%) 44% 40% 40%


Total Payout (%) 147% 122% 133%


Total Payout (%) - net of DRIP 135% 109% 120%


NAV ($/sh) $35.14
CNAV ($/sh) $43.36


Valuation 2011a 2012e 2013e
EV/DACF 9.8 x 9.4 x 9.3 x
EV/BOE/D $140 565 $142 489 $136 569
EV/boe P+P $36.74
P/CNAVPS 1.1x
Source: Company reports, NBF estimates
Note:  Debt figures include convertible debentures
All figures in Cdn$ unless otherwise noted  
Industry Rating (Oil & Gas Exploration and 
Production): Market Weight 
(NBF Economics & Strategy Group) 


 A low risk asset base with leverage to oil 
Vermilion is an Intermediate Yield E&P company with a globally 
diversified portfolio of assets located in France, Netherlands, 
Ireland, Australia and Canada. The company’s physical 
production is 66% weighted to oil and liquids, but 80% of its total 
production is priced off an oil related benchmark.   


 Targeting production growth to 50,000 boe/d by 2015 
Vermilion has several internal growth opportunities which are 
expected to increase its production base to ~50,000 boe/d from 
the current rate of ~$35,000 boe/d. Vermilion’s main growth 
assets include the Pembina Cardium light oil play in Alberta and 
the Corrib offshore gas project in Ireland which is currently 
scheduled for start-up in 2014. 


 Focused on balance sheet strength  
Based on Vermilion’s 2012 capital budget to $450 million, this 
reflects an 8% reduction from 2011 spending levels, but the 
company still expects 2012E production to grow 8% 
year-over-year.  Overall Vermilion has a solid balance sheet 
with a 2012E D/CF of 1.3x, and 5% drawn on its credit facility. 


 Dividend has never been cut in the company’s history 
Vermilion is currently paying a monthly dividend of $0.19 per 
share and we believe this level is sustainable despite an above 
average payout ratio this year. The company will be using the 
balance sheet to fund the Corrib Offshore gas project this year 
and next; however, once the project starts up in ~2014, we 
expect the debt to be paid down and the payout ratios to come 
down to a more sustainable level.  


 


Stock Performance Company Profile: 
Vermilion Energy is an internationally diversified and 
oil-weighted Intermediate Yield E&P pursuing a growth and 
income business model. The company has a globally 
diversified portfolio of assets located in France, 
Netherlands, Ireland, Australia and Canada.  Approximately 
65% of current production is sourced outside of Canada, 
which provides the company with diversification across 
geographic areas, regulatory regimes and commodity price 
benchmarks. 


 
 
Kyle Preston, CFA, CMA - (403) 290-5102 
kyle.preston@nbfinancial.com 
 
Associates: Amy Chang - (403) 290-5627 
amy.chang@nbfinancial.com 
 
Marc D. Corbeil - (403) 441-0955 
marcd.corbeil@nbfinancial.com 
 


Source: Bloomberg
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Title: Vicwest Inc. - VIC (T) $9.86 Price: $9.86 StockRating: Outperform TargetPrice: $12.50 Headline: Counter-cyclic Agri Exposure an Expected Boon into 2013


 The NBF Daily Bulletin 
Construction and Containers 


 Vicwest Inc. 
VIC (T) $9.86 
Stock Rating: Outperform 


 
Target: $12.50 
  
Risk Rating: Above Average 


NBF Dividend All-Star 


Counter-cyclic Agri Exposure an Expected 
Boon into 2013 


  
Est. Total Return 33%  


HIGHLIGHTS  
52-week High-Low $14.69 - $7.90
Shares Outstanding (mln) 17.5              
Market Capitalization (mln) $172.5


Year End: Dec. 31 2011 2012E 2013E
Sales (mln) $417.3 $460.8 $522.7
Gross margin % 16.2% 17.4% 18.3%
EBITDA adj. (mln) $27.8 $36.3 $45.8
Diluted EPS adj. $0.59 $0.87 $1.28
P/E 16.6x 11.3x 7.7x
EV/EBITDA 9.8x 7.5x 6.0x


All amounts in Canadian dollars


Financial Data: As at March 31, 2012
Cash (mln) $1.9
Total Debt (mln) $102.3
Net Debt to TTM EBITDA (adj) 2.9x
Dividend $0.60
Dividend Yield 6.1%


All amounts in Canadian dollars


Industry Rating: Overweight 
(NBF Economics & Strategy Group) 


 Leading Canadian brands in both BP and Westeel 
divisions.  Vicwest was founded more than 100 years ago 
and has developed strong domestic market positions. 
Westeel bins, for example, command an approximate 60% 
share of the Canadian steel ag storage market. The Company 
specializes in large-scale corrugated steel bins. 


 
 Robust international growth prospects for Westeel. 


Westeel is one of the world's leading ag storage bin 
manufacturers. The Company specializes in larger diameter 
bins (100' plus) that are in high demand in emerging markets, 
Eastern Europe and the Black Sea region where infrastructure 
projects are generally of a larger scale (i.e., corporate farming 
and commercial opportunities). Management estimates 
annual sales of the global steel ag storage market to be $3 
billion. 


 
 H2/F12 & H1/F13 are poised for strong growth at Westeel 


owing to high grain prices and plentiful acres. Prairie 
farmers planted an estimated 15% more acres in ‘12 and the 
current crop is progressing well, poised for a bumper harvest. 
Overlay the prospects of high grain prices and Canada and 
other key global grain growing regions served by Westeel 
(modest in U.S. Midwest) are on track for strong farm incomes 
and grain storage & handling equipment demand. 


 
 Our $12.50 target is DCF-based and implies 7.0x F13E 


EV/EBITDA. As global ag infrastructure demand recovers in 
the years ahead, F14 EBITDA has the potential to reach $50 
mln, driving a $14.00+ two-year trade range at 7.0x 
EV/EBITDA. 


Stock Performance (Source: Thomson ONE) Company Profile: 
Vicwest Inc. (“Vicwest”) is a Canadian steel fabricator and 
distributor with two business divisions: 1) Vicwest Building 
Products, one of Canada’s leading suppliers of roofing, 
siding, and paneling products in the industrial, commercial 
and institutional sectors; and 2) Westeel Storage Solutions, 
a leading manufacturer of containment products for the 
agricultural, mining, forestry and petroleum industries. 
 
 
Robert B. Winslow, CFA - (416) 869-7937 
robert.winslow@nbc.ca  
 
Associate: Andrew Gilbert - (416) 869-7571 
andrew.gilbert@nbc.ca  
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Title: WesternOne Equity Income Fund - WEQ.UN (T) Cdn$7.84 Price: Cdn TargetPrice: Cdn$9.00 Headline: Elevated Yield an Opportunity for Investors


Department Theme Piece 
Infrastructure 


 WesternOne Equity Income Fund 
WEQ.UN (T) Cdn$7.84 


Stock Rating: Outperform 
 


Target: Cdn$9.00 
  
Risk Rating: Average 


NBF Dividend All-Star 


Elevated Yield an Opportunity for Investors 


  
Est. Total Return 22.4%  


HIGHLIGHTS Stock Data:
Cash Yield 7.7%
Implied Price Return 14.7%
52-week High-Low $7.93-$4.85
Bloomberg/Reuters: WEQ-U CN / WEQ.UN.TO


Forecasts:
FYE Dec. 31 2011a 2012e 2013e
Revenue (mln) $109.4 $199.3 $218.5
EBITDA (mln) $24.1 $40.7 $45.0
DCPU $0.90 $1.33 $1.41
Distribution $0.60 $0.60 $0.60
Payout Ratio 66% 45% 43%
DC Yield 11.5% 17.0% 18.0%
EV/EBITDA 15.1x 7.8x 7.1x
P/DCPU 8.7x 5.9x 5.6x


Financial Data
Units Outstanding (mln) 19.5          
Market Capitalization (mln) $152.7
Net Debt (mln) $170.4
Enterprise Value (mln) $323.1
Net Debt to Capitalization 53%
Net Debt to 2013e EBITDA 3.8x
Amount of Unused Credit (mln) ~$30


 


Industry Rating: Market Weight 
(NBF Economics & Strategy Group) 


 Portfolio leveraged to Western Canada 
WEQ has assembled a portfolio of businesses that collectively 
provide equipment rentals and sales, propane distribution and 
modular housing construction to a variety of customers located 
primarily in Alberta and British Columbia.  


 Activity levels remain robust  
WEQ’s customers continue to be extremely active in both 
Alberta and B.C. as both dollar and time utilization of WEQ’s 
equipment rental / sales / heat portfolio grinds higher. 


 Balance sheet perceived to be riskier than it is 
WEQ is leveraged an aggressive ~4x net debt to forward 
EBITDA, but over 65% of its borrowings are in the form of 
convertible debentures that are either in the money or very 
close. The company’s capex requirements are relatively light 
(on account of the company’s proficiency with used equipment 
markets) and its free cash flow high, so balance sheet concerns 
should become less of an issue going forward.      


 Meaningful upside with Britco 
Since being acquired early 2011, Britco has nearly doubled in 
size (~550 employees), added new facilities and expanded 
existing locations just to keep pace with the massive demand 
for modular housing in North America, a theme likely to persist. 


 Minimal dividend risk, elevated yield an opportunity 
We forecast a ~45% payout, which results in WEQ’s 7.7% 
dividend yield standing out relative to high yield peers given its 
expected sustainability. Operating performance suffered 
alongside the economic downturn in 2008/2009 but WEQ 
maintained the current $0.60 per unit distribution, and we see 
little risk to this payout going forward.       
 


Stock Performance Company Profile: 
WesternOne Equity Income Fund is a consolidation of 
equipment rental, sales, fuel distribution and modular 
housing companies established to capitalize on the western 
Canadian infrastructure, construction, production equipment 
and commodity markets. 


 
 


Trevor Johnson, CFA, MBA - (416) 869-8511 
trevor.johnson@nbc.ca 
 
Associates: 
Keegan McCormick - (416) 869-7809 
keegan.mccormick@nbc.ca 
 
Endri Leno - (416) 869-8047 
endri.leno@nbc.ca 


 
Source: Thomson One 
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APPENDIX 1 – Target Price, Recommendations and Industry Risk Ratings
Equity Ticker Target 


Price Rating Analyst Industry Industry 
Rating


AltaGas ALA $35.00 Outperform Kenny Pipelines, Utilities &
Energy Infrastructure Market Weight


Amica Mature Lifestyles ACC $10.40 Outperform Kirk Real Estate Market Weight


ARC Resources ARX $22.00 Sector Perform Preston Oil & Gas Exploration
and Production Market Weight


Baytex Energy BTE $49.00 Sector Perform Preston Oil & Gas Exploration
and Production Market Weight


BMO BMO $64.00 Sector Perform Routledge Banking Market Weight
Cdn Energy Services & Tech. CEU $12.50 Outperform Colman Oil & Gas Services Market Weight
Cervus Equipment CVL $20.50 Sector Perform Winslow Machinery Distributor Overweight
Chemtrade Logistics CHE.UN $18.75 Outperform Mersereau Chemicals Market Weight
Cominar CUF.UN $27.50 Outperform Kirk Real Estate Market Weight


Davis+Henderson DH $20.00 Sector Perform Johnson Other Diversified 
Financial Services Market Weight


Enercare ECI $11.00 Outperform Mersereau Consumer Services Underweight
Exchange Income EIF $30.00 Outperform Johnson Airlines Market Weight
First National FN $18.00 Sector Perform Khan Banking Market Weight
Gibson Energy GEI $24.00 Outperform Kenny Oil & Gas Storage & Transportation Market Weight
Great West Life GWO $27.00 Outperform Routledge Insurance Underweight
Healthlease HLP.UN N/A N/A Kirk Real Estate Market Weight


Innergex Renewable INE $10.75 Sector Perform Merer Independent Power Producers & 
Energy Traders  Overweight


K-Bro Linen KBL $27.00 Outperform Johnson Diversified Support Services Market Weight


Keyera KEY $52.00 Outperform Kenny Pipelines, Utilities &
Energy Infrastructure Market Weight


PetroBakken Energy PBN $18.25 Outperform Payne Oil & Gas Exploration
and Production Market Weight


Premium Brands PBH $20.50 Outperform Aghazarian Food Products Market Weight
Student Transportation STB $8.50 Outperform Colman Transportation Market Weight
TELUS T $65.00 Outperform Shine Telecom Services Overweight
Transcontinental TCL.A $14.00 Outperform Shine Media Underweight
Trimac TMA $5.75 Outperform Allem Transportation Market Weight


Twin Butte TBE $3.00 Outperform Taylor Oil & Gas Exploration
and Production Market Weight


Vermilion Energy VET $52.00 Outperform Preston Oil & Gas Exploration
and Production Market Weight


Vicwest VIC $12.50 Outperform Winslow Construction and
Containers Overweight


WesternOne Equity WEQ.UN $9.00 Outperform Johnson Infrastructure Market Weight
Source: Company Reports, NBF
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ADDITIONAL COMPANY RELATED DISCLOSURES  
 
CUF.UN 
In the past 12 months NBF acted as financial advisor, fiscal agent, or underwriter to the company that is the subject of this report and received 
remuneration for its services.  
NBF is an indirect wholly owned subsidiary of the National Bank of Canada. From time to time the National Bank of Canada may enter into lending or 
financial arrangements with companies that are the subject of NBF Research Reports. At the date of this report, National Bank of Canada is not a lender 
to the company which is the subject of this report. 
NBF and/or its Affiliates may have a position in the securities mentioned herein and may make purchases and/or sales of these securities from time to 
time in the open market or otherwise. On the last day of the month preceding the date of this report, NBF and its Affiliates held in the aggregate less than 
1%  of the outstanding shares (of any class of equity securities) of this issuer. 
NBF is a Registered Trader on the Toronto Stock Exchange for the company that is the subject of this report. (1)  
 
ACC, BMO, CVL, ECI, FN, GEI, WEQ.UN 
In the past 12 months NBF acted as financial advisor, fiscal agent, or underwriter to the company that is the subject of this report and received 
remuneration for its services.  
NBF is an indirect wholly owned subsidiary of the National Bank of Canada. From time to time the National Bank of Canada may enter into lending or 
financial arrangements with companies that are the subject of NBF Research Reports. At the date of this report, National Bank of Canada is not a lender 
to the company which is the subject of this report. 
NBF and/or its Affiliates may have a position in the securities mentioned herein and may make purchases and/or sales of these securities from time to 
time in the open market or otherwise. On the last day of the month preceding the date of this report, NBF and its Affiliates held in the aggregate less than 
1%  of the outstanding shares (of any class of equity securities) of this issuer. (2) 
 
STB 
In the past 12 months NBF acted as financial advisor, fiscal agent, or underwriter to the company that is the subject of this report and received 
remuneration for its services.  
NBF is an indirect wholly owned subsidiary of the National Bank of Canada. From time to time the National Bank of Canada may enter into lending or 
financial arrangements with companies that are the subject of NBF Research Reports. At the date of this report, National Bank of Canada is not a lender 
to the company which is the subject of this report. 
NBF and/or its Affiliates may have a position in the securities mentioned herein and may make purchases and/or sales of these securities from time to 
time in the open market or otherwise. On the last day of the month preceding the date of this report, NBF and its Affiliates held in the aggregate less than 
1%  of the outstanding shares (of any class of equity securities) of this issuer.  
 
Analyst Information 
 
Analyst Compensation: NBF compensates its Research Analysts from a variety of sources. The Research Department is a cost centre and is funded by 
the business activities of NBF including, Institutional Equity Sales and Trading, Retail Sales, the correspondent clearing business, and Corporate and 
Investment Banking. Since the revenues from these businesses vary, the funds for research compensation vary. No one-business line has a greater 
influence than any other for Research Analyst compensation. 
 
Analyst Stock Holdings: The Research Analyst or a member of the Research Analyst’s household, or any associate or individual preparing the report, 
has a long position in the shares and/or the options of the subject issuer.  NBF permits Analysts to own or liquidate securities and/or derivatives of those 
companies under their coverage, in certain limited circumstances subject to the following restrictions: no trades can be executed in anticipation of the 
initiation of coverage or for 30 days prior to initiating coverage; no trades can be executed for five days after dissemination of launching coverage or a 
material change in recommendation; and no trades can be executed against an analyst’s recommendation. Exceptions require prior approval of the 
Head of Research and can only be executed for a reason unrelated to the outlook of the stock. (2W) 
 
DH, VET 
In the past 12 months NBF acted as financial advisor, fiscal agent, or underwriter to the company that is the subject of this report and received 
remuneration for its services.  
NBF is an indirect wholly owned subsidiary of the National Bank of Canada. From time to time the National Bank of Canada may enter into lending or 
financial arrangements with companies that are the subject of NBF Research Reports. At the date of this report, National Bank of Canada is  a lender to 
the company which is the subject of this report.  
NBF and/or its Affiliates may have a position in the securities mentioned herein and may make purchases and/or sales of these securities from time to 
time in the open market or otherwise. On the last day of the month preceding the date of this report, NBF and its Affiliates held in the aggregate less than 
1%  of the outstanding shares (of any class of equity securities) of this issuer. 
NBF is a Registered Trader on the Toronto Stock Exchange for the company that is the subject of this report. (5) 
 
EIF, GWO, INE, KEY, PBH, TBE 
In the past 12 months NBF acted as financial advisor, fiscal agent, or underwriter to the company that is the subject of this report and received 
remuneration for its services.  
NBF is an indirect wholly owned subsidiary of the National Bank of Canada. From time to time the National Bank of Canada may enter into lending or 
financial arrangements with companies that are the subject of NBF Research Reports. At the date of this report, National Bank of Canada is a lender to 
the company which is the subject of this report.  
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NBF and/or its Affiliates may have a position in the securities mentioned herein and may make purchases and/or sales of these securities from time to 
time in the open market or otherwise. On the last day of the month preceding the date of this report, NBF and its Affiliates held in the aggregate less than 
1%  of the outstanding shares (of any class of equity securities) of this issuer. (6) 
 
 
CEU 
In the past 12 months NBF has not acted as financial advisor, fiscal agent or underwriter for the company that is the subject of this report. NBF may act 
in such a capacity in the future and receive, or expect to receive, compensation for such activities. 
NBF is an indirect wholly owned subsidiary of the National Bank of Canada. From time to time the National Bank of Canada may enter into lending or 
financial arrangements with companies that are the subject of NBF Research Reports. At the date of this report, National Bank of Canada is not a lender 
to the company which is the subject of this report. 
NBF and/or its Affiliates may have a position in the securities mentioned herein and may make purchases and/or sales of these securities from time to 
time in the open market or otherwise. On the last day of the month preceding the date of this report, NBF and its Affiliates held in the aggregate less than 
1%  of the outstanding shares (of any class of equity securities) of this issuer. 
NBF is a Registered Trader on the Toronto Stock Exchange for the company that is the subject of this report. (9) 
 
CHE.UN, KBL, PBN, TMA 
In the past 12 months NBF has not acted as financial advisor, fiscal agent or underwriter for the company that is the subject of this report. NBF may act 
in such a capacity in the future and receive, or expect to receive, compensation for such activities. 
NBF is an indirect wholly owned subsidiary of the National Bank of Canada. From time to time the National Bank of Canada may enter into lending or 
financial arrangements with companies that are the subject of NBF Research Reports. At the date of this report, National Bank of Canada is not a lender 
to the company which is the subject of this report. 
NBF and/or its Affiliates may have a position in the securities mentioned herein and may make purchases and/or sales of these securities from time to 
time in the open market or otherwise. On the last day of the month preceding the date of this report, NBF and its Affiliates held in the aggregate less than 
1%  of the outstanding shares (of any class of equity securities) of this issuer. (10) 
 
ALA, ARX, BTE, VIC 
In the past 12 months NBF has not acted as financial advisor, fiscal agent or underwriter for the company that is the subject of this report. NBF may act 
in such a capacity in the future and receive, or expect to receive, compensation for such activities. 
NBF is an indirect wholly owned subsidiary of the National Bank of Canada. From time to time the National Bank of Canada may enter into lending or 
financial arrangements with companies that are the subject of NBF Research Reports. At the date of this report, National Bank of Canada is  a lender to 
the company which is the subject of this report.  
NBF and/or its Affiliates may have a position in the securities mentioned herein and may make purchases and/or sales of these securities from time to 
time in the open market or otherwise. On the last day of the month preceding the date of this report, NBF and its Affiliates held in the aggregate less than 
1%  of the outstanding shares (of any class of equity securities) of this issuer. (14) 
 
TCL.A 
In the past 12 months NBF has not acted as financial advisor, fiscal agent or underwriter for the company that is the subject of this report. NBF may act 
in such a capacity in the future and receive, or expect to receive, compensation for such activities. 
NBF is an indirect wholly owned subsidiary of the National Bank of Canada. From time to time the National Bank of Canada may enter into lending or 
financial arrangements with companies that are the subject of NBF Research Reports. At the date of this report, National Bank of Canada is a lender to 
the company which is the subject of this report.  
NBF and/or its Affiliates may have a position in the securities mentioned herein and may make purchases and/or sales of these securities from time to 
time in the open market or otherwise. On the last day of the month preceding the date of this report, NBF and its Affiliates held in the aggregate less than 
1%  of the outstanding shares (of any class of equity securities) of this issuer. 
NBF is a Registered Trader on the Toronto Stock Exchange for the company that is the subject of this report. 
The company discussed in this report has two or more classes of common shares existing with differential voting rights. (31) 
 
T 
In the past 12 months NBF has not acted as financial advisor, fiscal agent or underwriter for the company that is the subject of this report. NBF may act 
in such a capacity in the future and receive, or expect to receive, compensation for such activities. 
NBF is an indirect wholly owned subsidiary of the National Bank of Canada. From time to time the National Bank of Canada may enter into lending or 
financial arrangements with companies that are the subject of NBF Research Reports. At the date of this report, National Bank of Canada is a lender to 
the company which is the subject of this report.  
NBF and/or its Affiliates may have a position in the securities mentioned herein and may make purchases and/or sales of these securities from time to 
time in the open market or otherwise. On the last day of the month preceding the date of this report, NBF and its Affiliates held in the aggregate less than 
1%  of the outstanding shares (of any class of equity securities) of this issuer. 
The company discussed in this report has two or more classes of common shares existing with differential voting rights. (32) 
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Title: Alacer Gold Corp - ASR (T) Cdn$5.09 Price: Cdn$5.09 StockRating: Outperform TargetPrice: Cdn$10.00 Headline: Only 46% Settled in Cash; Minor Impact to our Estimates


July 24, 2012 The NBF Daily Bulletin 
Golds 


 Alacer Gold Corp 
ASR (T) Cdn$5.43 
Stock Rating: Outperform 


(Unchanged) 
Target: Cdn$9.00 
 (Was $10.00) 
Risk Rating: Above Average 


Q2 Production Mildly Below Expectations 


Production Expected to Bounce Back in the 
H2/12; 2012 Production Guidance Maintained


 (Unchanged) 
Est. Total Return 66%  


HIGHLIGHTS 52-week Low-High $4.78 - $12.66
Shares Outstanding  - Fully Diluted (mln) 291.1            
S/O  - In the money & Fully Financed (mln) 289.6            
Market Capitalization (FD) (mln) $1,586.6


Year End: Dec. 31 2011A 2012E 2013E
Diluted EPS (US$) $0.17 $0.32 $0.07
CFPS (US$) $0.57 $0.99 $0.93
P/E (x) 31.1x 17.2x 76.1x 
P/CF (x) 9.6x 5.5x 5.8x 
Production ('000s oz) 395.9            404.2            437.7            
TCC (US$/oz) US$617 US$768 US$860
CAPEX (US$ mln) US$122 US$233 US$236


Financial Data: Estimated for Q3 2012
Cash (US$ mln) $295.4
Total long-term debt (US$ mln) $61.0
Net Asset Value Per Share (Base Case Cdn$) $6.49
12% NAVPS (Forward Curve Cdn$) $6.95
Price to NAVPS -  Base Case  (x) 0.8x
Dividend Yield (%) 0.0%


Changes New Old
CFPS (US$) - 2012E $0.99 $1.10
CFPS (US$) - 2013E $0.93 $0.99
Diluted EPS (US$) - 2012E $0.32 $0.40
Diluted EPS (US$) - 2013E $0.07 $0.11
TCC (US$/oz) - 2012E $768 $755
TCC (US$/oz) - 2013E $860 $839
Production ('000s oz) - 2012E 404.2 428.2
Production ('000s oz) - 2013E 437.7 449.5
NAVPS (Base Case Cdn$) $6.49 $6.61
12% NAVPS (Forward Curve Cdn$) $6.95 $7.10  


Industry Rating: Overweight 
(NBF Economics & Strategy Group) 


 Alacer Gold’s attributable gold production misses our forecast 
by 11% (96.0k oz vs our 107.8k oz est). After a challenging Q1 due 
to poor weather at Copler, we had modelled a production 
improvement in Q2 that did not materialize. In addition, heavy rains 
negatively impacted hauled tonnes at SKO & Frog’s Leg vs our 
model. Consequently, we are trimming our estimates for the 
second quarter. We now expect revenue of US$171 mln (was 
US$194 mln; consensus US$192.5 mln). This should translate 
to EPS of US$0.04 and CFPS of US$0.20 (was US$0.10 & 
US$0.27 vs consensus of US$0.11 & US$0.26, respectively). 


 2012 production guidance maintained. Despite the slight 
production miss during the quarter, the company has reiterated its 
2012 gold production guidance of 396-410k oz and its focus on 
improve production in the second half of 2012. We have trimmed our 
2012 production to 404.2k oz at TCC of US$768/oz (was 428.2 at 
TCC of US$755/oz). 


 Costs should improve in the second half. Despite increasing our 
costs estimate for Q2 (Exhibit 1), financials are set to benefit from 
improved grades in the second half of 2012. 


 We reiterate our Outperform rating but are trimming our target 
to $9.00 (was $10.00) on lower production and recoveries at 
Copler. Catalysts: 1) Çöpler resource update, 2) Çöpler sulphide 
feasibility in Q4 and 3) potential Frog’s Leg ownership consolidation. 


Stock Performance Company Profile: 
 
Alacer Gold is a Canadian mid-tier gold producer based in 
Colorado with operations in two key districts; Turkey and 
Western Australia. 
 
 
Paolo Lostritto, P.Eng - (416) 869-6754 
paolo.lostritto@nbc.ca 
 
Associate: 
Derek Macpherson, P.Eng, MBA - (416) 869-7116 
derek.macpherson@nbc.ca 
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STOCK RATING TICKER ASR-T; AQG-AU
TARGET PRICE (Cdn$) CURRENT PRICE (Cdn$) $5.38
RETURN TO TARGET 52-WEEK HIGH (Cdn$) $12.66
RISK RATING Above Average 52-WEEK LOW (Cdn$) $4.78
SECTOR RATING Overweight SHARES OUTSTANDING (mln) 287.2


MARKET CAPITALIZATION (Cdn$mln)
FINANCIAL DATA STOCK CHART


Capital Structure Shares
Millions


Shares Outstanding 287.2
Options 4.0
Warrants 0.0
Fully Diluted Shares 291.1


Ownership (July 2012) Shares O/S (mln) % O/S
Pala Investments Holdings Ltd 54.2 18.9%
M & G Investment Management Ltd 26.7 9.3%
Oppenheimer Funds, Inc 5.2 1.8%
Tocqueville Asset Management Ltd. 5.2 1.8%
Franklin Advisers, Inc. 1.7 0.6%
Financial Summary (US$)
Year-end December 31st 2011A 2012E 2013E 2014E 2015E 2016E
Shares Outstanding, mln 280.4 289.6 289.6 289.6 289.6 289.6


EPS 0.17 0.32 0.07 0.15 (0.07) 0.08
CFFOPS 0.57 0.99 0.93 1.10 0.84 1.11 TECHNICAL ASSUMPTIONS
P/CF 9.5x 4.8x 5.4x 4.8x 6.4x 4.8x 2011A 2012E 2013E 2014E 2015E+
Income Statement (US$mln) Gold (US$/oz) 1,570$  1,625$        1,600$   1,600$     1,200$    
Revenue 557.4 721.6 774.2 877.0 807.5 949.7 Exchange Rate (Cdn$/US$) 0.99 1.00 0.98 0.98 1.05
Operating Expenses 237.8 326.1 403.3 445.8 467.1 511.8
Depreciation 91.8 132.9 205.1 226.2 237.6 276.3 PRODUCTION ESTIMATES
General & Admin 33.9 42.4 42.2 42.2 42.2 42.2 2011A 2012E 2013E 2014E 2015E
General Exploration 20.1 35.1 20.0 20.2 20.6 21.0 Gold Production, 000oz 396     404            438       492         616       
Net Income 84.2 117.5 20.7 44.3 (19.7) 22.1 Cash Costs, US$/oz 617$    768$          860$     829$        696$       
Balance Sheet (US$mln) Capex Spending, Cdn$mln 122$     233$          236$     271$         114$        
Cash & Equivalents 249.6 300.1 275.4 322.2 450.5 714.5 RESOURCE ESTIMATE Tonnes Grade
Debt 200.5 57.1 0.4 0.0 0.0 0.0 (000) (g/t)


Reserves 29,700       2.0        
Cash Flow (US$mln) M&I (Inclusive of Reserves) 180,700      1.8        
Op. CF (before W/C) 184.9 282.9 270.7 318.7 242.8 321.7 Inferred 274,900      0.4        
Financing CF 11.3 43.9 (56.7) (0.4) 0.0 0.0
Investing CF (36.8) (285.2) (238.7) (271.5) (114.4) (57.7) NET ASSET VALUE
Change in Cash 230.4 50.5 (24.7) 46.8 128.3 264.0 (Cdn$mln) (Cdn$/Sh)


Copler Oxide (80%), Turkey 886$        3.06$      
Copler Sulphide (80%), Turkey 1,129$     3.90$      
South Kalgoorlie Operations (100%), Australia 327$         1.13$       
Higginsville Operations (100%), Australia 183$        0.63$      
Other (645)$      (2.23)$    
Total NAV 1,879$     6.49$      


COMPARABLES (Consensus versus Our Estimates)
Company Ticker Share EV


 Cdn$ US$mln FY FY+1 FY+2
AGNICO EAGLE MINES LTD AEM-T 38.55 6,939 10.2x 9.1x 9.8x
CENTERRA GOLD INC CG-T 6.75 1,245 6.4x 2.4x 1.9x
ELDORADO GOLD CORP ELD-T 10.33 7,157 11.9x 9.5x 8.5x
OSISKO MINING CORPORATION OSK-T 7.87 3,104 8.1x 5.6x 7.0x
SEMAFO INC SMF-T 3.13 720 5.7x 4.8x 4.8x
Selected Company Average 8.5x 6.3x 6.4x
ALACER GOLD CORP ASR-T 5.38 1,237 4.8x 5.4x 4.8x


Source: NBF Estimates, Company Reports, Thomson, Bloomberg


FINANCIAL AND OPERATING SUMMARY: ALACER GOLD CORP
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Çöpler Operations 
Çöpler operations shows a slight improvement QoQ but still shy of the bounce back we 
hoped for after a weather challenged first quarter. As highlighted in Exhibit 1, the mine 
recorded attributable gold production of 40,970 oz, which was 19% below our 50,306 oz 
modeled forecast. We assumed that recoveries would improve quarter over quarter as weather 
related challenges experienced in Q1 were not present during the second quarter. As a result 
of lower production, we have boosted our total cash cost estimate by 2% to US$434/oz (Exhibit 
1). In addition, we have adjusted down our recoveries for the remainder of this year until a 
stand-alone clay sizing circuit is installed in early 2013 (recovery estimate now 59% for 2012 vs 
66% previously). It is worth noting that the tertiary crusher screen damaged by a fire during Q1 
has been replaced. The Çöpler Sulfide Feasibility Study remains on track for completion in late 
2012. Drilling continued to define extensions to the Çöpler deposit during the quarter, 
particularly in the previously undrilled area under the old Çöpler village. An additional run of 
mine ore found would also help contain costs. 
 
Higginsville Gold Operations 
Higginsville operations were roughly in line with expectations with better grades 
coming sooner than expected. Gold production exceeded expectations by 4% mainly due to 
improved grade and recovery. As a result, we have trimmed our total cash cost estimate at 
Higginsville by 4% to US$1,164/oz (Exhibit 1). It is worth highlighting that the plant achieved a 
record monthly throughput of 120,138 tonnes in June and that grades are set to improve in the 
second half of 2012. Initial Chalice development ore from the Atlas Lode was delivered ahead 
of plan on June 15, 2012. Mining of higher grades from the Atlas Lode is now planned to 
commence in Q3 2012 rather than Q4 2012. 
 
South Kalgoorlie Operations (SKO) 
SKO operations were negatively impacted by heavy rains, which resulted in less 
throughput and lower grades. Gold production from SKO (including Frog’s Leg ore) 
decreased to 19,787 ounces. We had modeled 10.2k oz from SKO and an additional 13.3k oz 
from Frog’s Leg for the quarter. Surface haulage was negatively impacted by rain resulting in 
an ore stockpile of 17,540 tonnes at 5.45g/t gold containing 3,074 ounces remaining at the 
Frog’s Leg underground mine at quarter end. 
 
Financial Results and Conference Call 
We expect to better refine our assumptions once the full financials are released in 
August. Financial results are expected on Tuesday, August 14 (North America) with a 
conference call at 6:00 pm (North America Eastern Daylight Time) 1-800-327-5138 for U.S. 
and Canada. Conference ID – 4842265. 
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Exhibit 1: Reconciliation Table 


Revised Previous
Alacer Gold Q1/11 Q2/11 Q3/11 Q4/11 Q1/12 Q2/12E Q2/12E % Delta


Gold Sold - attributable (ounces) 59,420 101,348 110,020 125,160 97,857 97,615 107,800 -9%
Total Cash Costs (US$/oz) $512 $644 $659 $609 $759 $828 $775 7%


Revenue (US$ mln) $42.74 $146.33 $184.12 $184.19 $181.89 $171.08 $193.88 -12%
Net Earnings (Loss) (US$ mln) ($92.04) $61.86 $40.99 $73.36 $53.92 $12.45 $31.10 -60%


EPS(US$) ($0.46) $0.22 $0.15 $0.26 $0.19 $0.04 $0.10 -56%
Operating Cash Flow (US$ mln) ($70.09) $61.45 $95.39 $98.17 $82.66 $57.52 $79.01 -27%


CFPS (US$) ($0.35) $0.22 $0.34 $0.35 $0.29 $0.20 $0.27 -25%
Weighted Average Shares (mln) 200.88 276.91 278.05 279.60 280.42 283.83 283.83 0%


Cash & Cash Equivalent (US$ mln) $109.86 $139.44 $186.93 $249.57 $329.14 $325.27 $338.60 -4%


Revised NBF
Higginsville Gold Q1/11 Q2/11 Q3/11 Q4/11 Q1/12 Q2/12E Q2/12E % Delta
Ore milled (t)     331,126 329,950 318,572 349,927 332,299 345,134 347,100 -1%
Head grade (g/t) 3.50 3.88 3.47 3.13 3.23 3.26 3.20 2%
Recovery (%) 96.6 96.8 96.8 97.2 96.5 97.3 95.0 2%
Gold produced (oz) 36,123 40,919 35,018 31,865 33,329 35,227 33,925 4%
Total Cash Costs (US$/oz) $844 $861 $1,018 $1,030 $1,176 $1,164 $1,208 -4%


Revised NBF
South Kalgoorlie Q1/11 Q2/11 Q3/11 Q4/11 Q1/12 Q2/12E Q2/12E % Delta
Ore milled (t)     200,269 233,805 236,604 224,435 238,598 257,883 235,850 9%
Head grade (g/t) 1.10 1.00 1.35 1.35 1.30 1.18 1.50 -21%
Recovery (%) 90.4 89.9 91.3 92.0 90.0 90.9 90.0 1%
Gold produced (oz) 6,760 7,377 8,972 7,960 8,809 8,929 10,237 -13%
Total Cash Costs (US$/oz) $1,001 $943 $980 $1,029 $1,032 $1,308 $1,040 26%


Revised NBF
Frog’s Leg (49%) Q1/11 Q2/11 Q3/11 Q4/11 Q1/12 Q2/12E Q2/12E % Delta
Ore milled - attributable (t)     41,746 80,767 80,001 85,219 87,028 76,076 85,040 -11%
Head grade - attributable (g/t) 5.8 6.0 6.3 5.3 5.2 4.9 5.3 -8%
Recovery - attributable (%) 92.0 91.4 91.8 94.1 92.5 91.0 92.0 -1%
Gold produced - attributable (oz) 8,962 13,986 15,490 12,376 13,590 10,858 13,332 -19%
Total Cash Costs (US$/oz) $510 $629 $534 $679 $838 $952 $870 9%


Revised NBF
Çöpler Q1/11 Q2/11 Q3/11 Q4/11 Q1/12 Q2/12E Q2/12E % Delta
Ore mined (t)     1,593,583 2,155,123 1,786,536 1,939,879 1,776,559 1,618,228 1,742,500 -7%
Waste mined (t)      2,107,604 3,063,521 3,379,795 2,820,286 3,048,726 3,699,894 3,049,375 21%
Ore treated (t) 1,695,816 2,155,123 1,777,862 1,939,879 1,776,559 1,618,228 1,742,500 -7%
Heap leach grade (g/t) 1.20 1.24 2.06 1.70 1.69 1.67 1.60 4%
Recovery (%) 53.6 56.9 65.0 65.0 58.7 57.3 69.0 -17%
Gold produced - attributable (oz) 31,631 39,066 50,540 54,010 39,910 40,970 50,306 -19%
Total Cash Costs (US$/oz) $632 $515 $390 $299 $312 $434 $425 2%


Note: Q2 2012 production numbers released July 24th, 2012.


Actual


Actual


Actual


Actual


Actual


 
Source: Company reports and NBF estimates 
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Exhibit 2: Updated Estimated ASR Production Profile 
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Copler Oxide (80%), Turkey 0.000 0.175 0.168 0.185 0.223 0.228 0.228 0.226 0.015 0.000 0.000 0.000 0.000 0.000 0.000 0.000


Copler Sulphide (80%), Turkey 0.000 0.000 0.000 0.000 0.000 0.118 0.237 0.237 0.237 0.237 0.237 0.237 0.237 0.237 0.237 0.237


Frog's Leg JV (49%), Australia 0.000 0.051 0.051 0.059 0.059 0.059 0.059 0.059 0.008 0.000 0.000 0.000 0.000 0.000 0.000 0.000


South Kalgoorlie Operations (100%), Australia 0.000 0.027 0.037 0.041 0.058 0.058 0.058 0.058 0.058 0.058 0.058 0.058 0.058 0.058 0.058 0.058


Higginsville Operations (100%), Australia 0.000 0.124 0.145 0.153 0.153 0.153 0.153 0.089 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000


Weighted average total cash cost $617 $768 $860 $829 $696 $644 $613 $455 $469 $469 $469 $469 $469 $469 $469


2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025


 


Source: Company reports and NBF estimates 
 
Valuation 
We reiterate our Outperform rating and trim our target to Cdn$9.00 (was Cdn$10.00) on 
lower production and recoveries at Copler. Our target is derived by averaging both NAVPS 
and P/CFPS methodologies. Specifically, we average: 1.37x Base Case NAVPS of Cdn$6.49 
(was US$6.61) and 10.0x 2012E CFPS of US$0.99 (was US$1.10). Based on a London P.M. 
Fix of US$1,583.25/oz, US$26.93/oz silver, US$/C$ FX of 0.9789, US$/A$ FX of 1.023 and 
Turkish Lira/US$ FX of 1.829, Alacer Gold is trading at a 47% discount to our 5% NAVPS 
of $10.09 (Exhibit 10). We highlight our pre-tax NAVPS breakdown in Exhibit 3, Valuation 
Summary in Exhibit 4, CFPS Sensitivity to the Gold Price in Exhibit 5 and Base Case cash flow 
and cash balance estimates in Exhibit 6. Exhibits 7 and 8 highlight that Alacer continues to look 
attractive on a P/NAVPS and P/CF basis relative to other intermediate producers. 
Alacer’s balance sheet is well positioned should the opportunity to consolidate the 
ownership at Frog’s Leg. We will wait for details before assessing the value of this potential 
transaction. We currently ascribe ASR’s 49% interest in Frog’s Leg a pre-tax value of Cdn$159 
million based on 5% discount rate and our base case assumptions. 
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Exhibit 3: Pre-Tax NAVPS Breakdown 
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Source: Company reports and NBF estimates 
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Exhibit 4: Valuation Summary 
Market capitalization
Shares Outstanding (basic)
Shares Outstanding (f.d.)
Shares Outstanding (f.d.f.f.)


Year-end (US$ millions) 2010A 2011A 2012E 2013E
Total Revenue $0.00 $557.38 $721.64 $774.17
EBITDA ($38.21) $190.51 $291.34 $267.84
EBIT ($38.36) $98.75 $158.40 $62.71
Adjusted Net Income ($37.43) $84.17 $90.56 $20.74
Operating Cash Flow ($15.23) $184.92 $282.94 $270.73
Net Free Cash Flow ($96.05) $129.43 ($40.45) ($22.19)


EPS f.d. ($0.27) $0.17 $0.32 $0.07
Operating CFPS f.d. ($0.11) $0.57 $0.99 $0.93
Net CFPS f.d. ($0.69) $0.46 ($0.14) ($0.08)
BVPS $0.38 $4.90 $5.71 $5.81


P/E -20.0x 30.8x 17.0x 75.3x
P/CF -50.1x 9.7x 5.5x 5.9x
P/FCF -1.1x 1.7x -5.5x -10.3x


Gold Production attributable (ounces) 512             395,948    404,225      437,672     
Total Cash Costs (US$/oz) US$617 US$768 US$860 
Development Capital (US$ mm) -US$67.4 -US$122.0 -US$232.8 -US$236.2 
Long-term debt (US$ mm) US$22.0 US$55.5 US$57.1 US$0.4 
Convertible debentures (US$ mm) US$110.7 US$0.0 US$0.0 US$0.0 


Valuation @ (Q3 2012) Rate
NAV 


(C$ mm)
NAV per 


share Multiple
Total per 


share


Higginsville Operations (100%), Australia 5% $182.95 $0.63 1.50 x $0.95
South Kalgoorlie Operations (100%), Australia 5% $326.60 $1.13 1.50 x $1.69
Frog's Leg JV (49%), Australia 5% $158.90 $0.55 1.00 x $0.55
Copler Sulphide (80%), Turkey 5% $1,128.6 $3.90 1.00 x $3.90
Copler Oxide (80%), Turkey 5% $885.7 $3.06 1.50 x $4.59
Taxes 5% ($512.1) ($1.77) 1.00 x ($1.77)


$9.90
Exploration properties in-situ $28.9 $0.10 1.00 x $0.10
Corporate adjustments 5% ($320.6) ($1.11) 1.00 x ($1.11)


$1,878.9 $6.49 1.37 x $8.90


1) 1.37x NAVPS valuation $8.90
2) 10.0x 2012 CFPS $9.94
Target (Average 1-2) $9.42


291.12 million


C$1547.9 million
287.17 million


289.63 million


 
Source: Company reports and NBF estimates 
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Exhibit 5: CFPS Sensitivity to the Gold Price 


2012E 2013E 2014E
US$0.99 US$0.93 US$1.10


$850 US$0.48 -US$0.14 -US$0.09
$900 US$0.52 -US$0.07 -US$0.01
$950 US$0.55 US$0.00 US$0.07


$1,000 US$0.59 US$0.07 US$0.16
$1,050 US$0.62 US$0.15 US$0.24
$1,100 US$0.65 US$0.22 US$0.32
$1,150 US$0.69 US$0.29 US$0.40
$1,200 US$0.72 US$0.36 US$0.48
$1,250 US$0.76 US$0.44 US$0.56
$1,300 US$0.79 US$0.51 US$0.65
$1,350 US$0.82 US$0.58 US$0.73
$1,400 US$0.86 US$0.65 US$0.81
$1,450 US$0.89 US$0.72 US$0.89
$1,500 US$0.92 US$0.79 US$0.97
$1,550 US$0.96 US$0.86 US$1.03
$1,600 US$0.99 US$0.93 US$1.10
$1,650 US$1.02 US$0.99 US$1.17
$1,700 US$1.06 US$1.05 US$1.24
$1,750 US$1.09 US$1.11 US$1.31
$1,800 US$1.12 US$1.16 US$1.39
$1,850 US$1.15 US$1.23 US$1.46
$1,900 US$1.19 US$1.29 US$1.53
$1,950 US$1.22 US$1.36 US$1.60
$2,000 US$1.25 US$1.40 US$1.68
$2,050 US$1.29 US$1.46 US$1.73
$2,100 US$1.32 US$1.53 US$1.79
$2,150 US$1.35 US$1.59 US$1.84  


Source: Company reports and NBF estimates 
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ADDITIONAL COMPANY RELATED DISCLOSURES (Alacer Gold Corp.; ASR) 
In the past 12 months NBF has not acted as financial advisor, fiscal agent or underwriter for the company that is the subject of this report. NBF may act in such 
a capacity in the future and receive, or expect to receive, compensation for such activities. 
NBF is an indirect wholly owned subsidiary of the National Bank of Canada. From time to time the National Bank of Canada may enter into lending or financial 
arrangements with companies that are the subject of NBF Research Reports. At the date of this report, National Bank of Canada is not a lender to the company 
which is the subject of this report. 
NBF and/or its Affiliates may have a position in the securities mentioned herein and may make purchases and/or sales of these securities from time to time in 
the open market or otherwise. On the last day of the month preceding the date of this report, NBF and its Affiliates held in the aggregate less than 1%  of the 
outstanding shares (of any class of equity securities) of this issuer. (10) 
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Title: Hana Mining Ltd. - HMG (T-VEN) Cdn$0.50 Price: Cdn$0.50 StockRating: Sector Perform TargetPrice: Cdn$0.60 Headline: Six New Holes from the North-East Fold


July 24, 2012 The NBF Daily Bulletin 
Metals & Mining 


 Hana Mining Ltd. 
HMG (T-VEN) Cdn$0.50 
Stock Rating: Sector Perform 


(Unchanged) 
Target: Cdn$0.60 
 (Was $0.75) 
Risk Rating: Speculative 


Project Economics Require Higher Copper 
Grades 


Six New Holes from the North-East Fold 
 (Unchanged) 
Est. Total Return 21%  


HIGHLIGHTS Stock Data:
52-week range (Cdn$) $ 0.35 - $ 2.54
Current Price (Cdn$) $0.50
Bloomberg/Reuters: Canada HMG CV / HMG.TO


(Year-End Oct 31) 2010a 2011e 2012e
EPS (US$)
P/E - - -
CFPS (US$)
P/CF - - -
EBITDA (US$ Mln)
EV/EBITDA - - -
Production ('000's oz) Nil Nil Nil
Cash Cost (US$/oz) Nil Nil Nil


Financial Data: 
Shares Outstanding (mln) 98.5         
Market Capitalization (Cdn$ mln) $49
Fully Diluted (mln) 110.4       
Fully Financed (mln) 269.2       
Book Value per Share (Cdn$) $0.55
Price/Book Ratio 0.9x
Net Asset Value per Share (Cdn$) $0.80
Price/NAV 0.6x
Total Debt (Cdn$ mln) $0.0
Total Cash (Cdn$ mln) $23.6     


Source: NBF Estimates / Company Reports 


Industry Rating: Market Weight 
(NBF Economics & Strategy Group) 


 HMG released results from six infill and down-dip drill 
holes along the North-East Fold of the Banana Zone. 
Today’s results intersected an average width of 16.8m grading 
0.47% Cu and 6.6 g/t Ag (containing 4.1m grading 0.71% Cu 
and 10.73 g/t Ag) – slightly lower than previous intercepts at 
the NEF in 2012, typically intersecting 17m grading 0.8% with 
a high-grade core of 4.85m grading 1.57%. 


 Banana Zone drilling remains focused on upgrading 
resource. Following a disappointing resource/PEA earlier this 
year, HMG remains focused on upgrading the Banana Zone 
resource (40.9 mln tonnes grading 0.87% Cu and 12.5 g/t Ag). 
There are currently five drills at Ghanzi, with this number set 
to increase by the end of August. We estimate a cash balance 
of ~US$23 mln, which we anticipate is sufficient to fund 
planned exploration and feasibility work through mid-2013.  


 Valuation remains highly sensitive to grade. Today’s 
results were below our modeled 1.0% Cu grade for the NEF 
and were much narrower than we would like to have seen 
given the depth of intersections. We continue to await 
additional drill results from the Ghanzi project; with an 
improvement in the current 0.87% Cu M&I grade necessary to 
make the project economical.  


 No changes to our NAV valuation for now. We continue to 
model a ~13,000 tpd operation, yielding average annual 
production of ~90 mln lbs of Cu and 1.2 mln oz of Ag, with 
copper cash costs (net of credits) averaging  US$1.75/lb 
LOM. Our NAV valuation is based on an average Cu grade of 
1% - we’ll have to start seeing better drill results to maintain 
these estimates. 


 Maintaining S/P rating at a revised $0.60 TP (was $0.75). 
Our target price is derived using a 0.7x multiple to our fully 
financed NAV of $0.80 per share (was $0.95). Our NAV has 
decreased as a result of lower financing assumptions to the 
current share price and rolling our NAV forward. 


Stock Performance Company Profile: 
Hana Mining is a Vancouver based copper exploration 
company focused on developing the Ghanzi copper/silver 
project in Botswana. We are modeling 130 million lbs of 
copper production at a total cash cost (net of credits) of 
US$1.50/lb over a 20 year mine life beginning in 2016. 
Shane Nagle - (416) 869-7936 
shane.nagle@nbc.ca 
 
Associate: Craig Thompson - (416) 869-6538 
craig.thompson@nbc.ca 


 


Source: Thompson
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STOCK RATING Sector Perform TICKER HMG-V
TARGET PRICE (C$) $0.60 CURRENT PRICE (C$) $0.50
RETURN TO TARGET 21% 52-WEEK HIGH (C$) $2.54
RISK RATING Speculative 52-WEEK LOW (C$) $0.35
SECTOR RATING Market Weight SHARES OUTSTANDING (mln) 98.5


MARKET CAPITALIZATION (C$ mln) $48.8
FINANCIAL DATA STOCK CHART


Capital Structure Avg. Strike Price (C$) Shares (mln)
Shares Outstanding 98.5
Options $2.19 7.5
Warrants $1.87 4.4
Fully Diluted Shares 110.4
New Equity 158.8
Fully Financed Shares 269.2


Balance Sheet (NBF Estimates) US$M US$/sh C$M C$/sh
Current Cash $23.4 $0.24 $23.6 $0.24
F/D Cash Adds $24.5 $0.25 $24.7 $0.25
Working Capital $23.4 $0.24 $23.6 $0.24
Long-term Debt $0.0 $0.00 $0.0 $0.00 Source: Thompson
Book Value $54.1 $0.55 $54.6 $0.55 RECENT FINANCINGS
Enterprise Value (EV) $24.9 $0.25 $25.2 $0.26


EV = Market Capitalization - Working Capital + Long-term Debt
C$/US$ FX Rate: 1.01


Ownership* O/S (M) O/S, % F/D (M) F/D, %
Pala Investments 19.41 19.7% 19.41 17.6%
Cupric Canyon Capital 18.46 18.7% 18.46 16.7% CORPORATE NAV SUMMARY AND SENSITIVITY
Goodman & Co. 4.48 4.5% 4.48 4.1%
Mackenzie Financial 3.00 3.0% 3.00 2.7% Spot
Management / Insiders 24.6 25.0% 24.6 22.3% $2.00 $3.50 $4.50 $3.35
* Approximate $10.00 $25.00 $40.00 $26.85
Financial Forecast 2010A 2011E 2012E 2013E 2014E $40.9 $40.9 $40.9 $40.9
Copper Price, US$/lb $3.42 $4.00 $3.56 $3.50 $3.25 ($227) $412 $814 $369
Silver Price, US$/oz $20.21 $35.27 $30.02 $29.00 $29.00 $73.7 $73.7 $73.7 $73.7
C$/US$ FX Rate $1.03 $0.99 $1.00 $0.98 $0.98 ($112) $527 $929 $484
Shares O/S, millions 64.4 92.2 109.2 220.8 258.1 $0.15 $0.15 $0.15 $0.15
In US$ Mln ($0.85) $1.55 $3.05 $1.39
Revenue $0.00 $0.00 $0.00 $0.00 $0.00 $0.28 $0.28 $0.28 $0.28
Operating Cost $0.00 $0.00 $0.00 $0.00 $0.00 ($0.42) $1.98 $3.48 $1.82
G&A Expense $2.14 $1.15 $1.73 $1.73 $1.73 -1.17x 0.25x 0.14x 0.27x
EBITDA ($4.06) ($6.20) ($1.73) ($1.73) ($1.73) -1.42x 0.30x 0.17x 0.33x
DD&A 2016E CFPS, US$ ($0.25) ($0.02) $0.15 ($0.03)
Earnings ($3.9) ($6.8) ($1.5) ($1.8) ($5.3) 2017E CFPS, US$ ($0.06) $0.48 $0.86 $0.44
Operating Cash Flow ($3.5) ($3.3) ($1.4) ($1.7) ($5.2)
Capital Expenditures $1.7 $10.8 $12.0 $6.0 $187.5
Proceeds from Equity $2.0 $2.6 $19.0 $82.9 $0.4
Proceeds from Debt $0.0 $0.0 $0.0 $0.0 $243.8
Debt Repayment $0.0 $0.0 $0.0 $0.0 $0.0
Free Cash Flow ($4) ($12) ($3) $75 $51


EPS, US$ ($0.06) ($0.07) ($0.01) ($0.01) ($0.02)
CFPS, US$ ($0.05) ($0.04) ($0.01) ($0.01) ($0.02)
CFPS Sensitivity, US$ $0.00 $0.00 $0.00 $0.00 $0.00
FCPS, US$ ($0.06) ($0.13) ($0.03) $0.34 $0.20


CFPS sensitivity based on a US$0.10/lb change in copper price


PRODUCTION PROFILE
MODELED/REPORED RESERVES AND RESOURCES (100% Basis)


Ghanzi (assumed 100%) 2015E 2016E 2017E 2018E RLOM
Tonnes Milled, millions - 3.3 4.5 5.0 65.0 Tonnes Cu Copper Ag Silver EV/lb CuEq
Strip Ratio - 6.0 6.0 6.0 6.7 (mln) (%) (Mlb) (g/t) (Moz) (US$/lb)
Copper Grade, % - 1.05% 1.05% 1.05% 1.00% Model Mineable 65 1.00% 1,439 12.0 25.2 $0.02
Silver Grade, g/t - 13.0 13.0 13.0 12.0 Proven and Probable Reserve - - - - -
Copper Recovery, % - 50% 83% 93% 88% Measured and Indicated Resource 53 0.75% 873 10.7 18
Silver Recovery, % - 40% 63% 70% 66% Inferred Resource 333 0.59% 4,314 6.2 65.9
Copper Production, million lbs - 38 87 108 1,264 Total Resource 386 0.61% 5,187 6.8 84.2 $0.00
Silver Production, million oz - 0.6 1.2 1.5 17 Measured and Indicated resource includes reserves. Cut-off grade of 0.3% Cu.
Total Cash Costs (net of credits), US$/lb - $2.99 $1.78 $1.60 $1.75


COMPARABLES


Share EV
(C$) (US$M)


Augusta Resources AZC-T $1.80 $285
Candente Copper DNT-T $0.53 $46
Copper Fox CUU-V $1.19 $461
Coro Mining COP-T $0.21 $18
Discovery Metals DML-AU $1.28 $601
Average


Hana Mining TSXV:HMG $0.50 $25
Source: NBF Estimates, Bloomberg, Thomson ONE, Company Data


Current Price / Corporate NAV 0.62x


($0.15)


Corporate Adjustments, C$ / F/F share


Additional Exploration Credit, C$ / F/F share
$0.37After-Tax Ghanzi NAV(8%), C$ / F/F share
$0.15


$0.18


Target Price / Corporate NAV 0.75x


Forecast Silver Price, US$/oz
Corporate Adjustments, US$M


$0.28
Corporate NAV, C$ / F/F share $0.80


$73.7
Corporate NAV, US$M
Additional Exploration Credit, US$M


Dec 23, 2009 - $4M (5M shares @ $0.80)
Dec 1, 2009 - $2.5M (4.5M units @ $0.55, 1 unit = 1 share + 1/2 $1.00 warrant exp. June 1/11)
Oct 20, 2009 - Acquires 70% interest in Stellent (US$0.2M + 0.167M shares + 0.667 $0.32 (2-yr) warrants)


May 20, 2010 - $24.15M (11.5M shares @ $2.10)


Forecast Copper Price, US$/lb


After-Tax Ghanzi NAV(8%), US$M


$200


$85
$40.9


Base Case


FINANCIAL AND OPERATING SUMMARY: HANA MINING


Company Ticker
Resource EV/lb


(CuEq Blbs) US$/lb
$0.00


15.6 $0.03
37.2 $0.00


January 26, 2012 - $14.9M private placement (11.1 mln shares@ $1.35/share), Cupric Canyon acquires 10%


5.9 $0.00


3.7 $0.16
3.2 $0.01
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Hana Mining Ltd. (HMG) - ADDITIONAL COMPANY RELATED DISCLOSURES  
In the past 12 months NBF acted as financial advisor, fiscal agent, or underwriter to the company that is the subject of this report and received 
remuneration for its services.  
NBF is an indirect wholly owned subsidiary of the National Bank of Canada. From time to time the National Bank of Canada may enter into lending or 
financial arrangements with companies that are the subject of NBF Research Reports. At the date of this report, National Bank of Canada is not a lender to 
the company which is the subject of this report. 
NBF and/or its Affiliates may have a position in the securities mentioned herein and may make purchases and/or sales of these securities from time to time 
in the open market or otherwise. On the last day of the month preceding the date of this report, NBF and its Affiliates held in the aggregate less than 1%  of 
the outstanding shares (of any class of equity securities) of this issuer. (2) 
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July 20, 2012 


 


 


 
 


Upcoming Institutional Client Meetings 
     
Jul 23 12:15 p.m. Penn West Exploration 


Hilary Foulkes, Executive VP & COO  
Jason Fleury, Senior Manager, Investor Relations 
 


Toronto, 1-1’s, Lunch Preston 
 


Jul 23-24  Timmins Gold Corp. 
Bruce Bragagnolo, CEO 
 


Europe, 1-1’s Hassan 


Jul 24  Aastra Technologies Limited 
Francis Shen, Chairman & Co-CEO
 


Toronto, 1-1’s Thompson 


Jul 24 12:15 p.m. Penn West Exploration 
Hilary Foulkes, Executive VP & COO  
Jason Fleury, Senior Manager, Investor Relations 
 


Montreal, 1-1’s, Lunch Preston 
 


Jul 26  Special Situations New York, 1-1’s Johnson 
 


Aug 13 
 


 Technical Analysis Montreal, 1-1’s 
 


Mark 
 


Aug 16  Industrials & Transportation 
 


Montreal, 1-1’s Doerksen 


Aug 16  Oil & Gas  
 


Vancouver, 1-1’s Preston 


Aug 21  Real Estate and Hospitality 
 


Montreal, 1-1’s Kirk 


Sep 5 
  


 Pipelines & Midstream Infrastructure Conference 
Presenting Companies include: 
AltaGas, Canexus, Enbridge, Enbridge Income Fund 
Holdings, Gibsons, Inter Pipeline, Keyera, Pembina, 
TransCanada, Veresen 
 


Montreal, Centre Mont-Royal 
 
 
 
 
 


Kenny 
 
 


Sep 11-12  Oil & Gas  Toronto, 1-1’s 
 


Payne / Taylor 


Sep 13  Oil & Gas  Montreal, 1-1’s 
 


Payne / Taylor 


Sep 14  Oil & Gas  New York, 1-1’s 
 


Payne / Taylor 


Sep 20  Alacer Gold Corp. 
David Quinlivan, President & CEO   
Rod Antal, CFO  
Lisa Maestas, Director IR 
 


Vancouver, 1-1’s 
 


Lostritto 


Sep 26  Alacer Gold Corp. 
David Quinlivan, President & CEO   
Rod Antal, CFO  
Lisa Maestas, Director IR 
 


New York, 1-1’s 
 


Lostritto 


    
 
 
 
 
Please refer to the Table of Contents for all NBF Disclosures. 
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Invites you to attend our


PIPELINES & 
MIDSTREAM 


CONFERENCE


Invites you to attend ourInvites you to attend our


PIPELINES & 
MIDSTREAM 


CONFERENCE


September 5, 2012 • Montreal, QuebecSeptember 5, 2012 • Montreal, Quebec


P
hoto courtesy of Inter P


ipeline


VENUE: Centre Mont-Royal, 2200, rue MansfieldVENUE: Centre Mont-Royal, 2200, rue Mansfield
HOSTED BY: Patrick Kenny, CFA • 403-290-5451HOSTED BY: Patrick Kenny, CFA • 403-290-5451


R.S.V.P. to your NBF Institutional Equity Salesperson 
 


Montreal Toronto Vancouver Boston New York Europe London 
514.879.2422 416.869.8506 604.623.6750 514.879.2340 212.632.8899 011.41.22.716.4747 44.207.680.9370 


 
Accommodation arrangements can be made under the National Bank Financial group rate at Le Germain Hotel – 514-849-2050 
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Title: Technical Analysis Headline: Cyclical stock highlights 


The NBF Daily Bulletin 
July 25, 2012 Technical Comment 


Technical Analysis 


 Cyclical stock highlights 


 


Dennis Mark, CFA - (416) 869-7427 – dennis.mark@nbc.ca 
   


 


 
 
 
 
Charts are courtesy of Reuters 
Priced as of July 24, 2012 


 
Dow Transports – 4353.51 
 


 
 


 The technical action in the Dow transportation average is flashing two key signals as it 
breaks down from a triangle formation as well as breaking below its 200-day at 
approximately 5050. 


 Further evidence of a non-confirmation of the Dow industrials high on May 1 is showing 
up as the triangle on the Dow transports is resolved to the downside.  


 Technical weakness in deep cyclical stocks continues to play out.  


 Expect a test of support at 4800. Failing to hold support at 4800 will translate into further 
price weakness among cyclical issues.   
 


 


 
 


. 
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Airline index – 35.68 
 


 
 


 Technical deterioration is quickly becoming evident in the airline index. 


 Recent action broke a rising trend line and 200-day average near 36.50. 


 Key support at 35.50 is being tested.  


 A breakdown at 35.50 completes a top that projects a test of support near 30.00. 
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IBD Relative performance rank - 44 
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 The IBD relative performance rank on the airlines has turned back from near the high end the ranking universe. 


 Recent weakness has also taken the chart below its moving average signaling a deteriorating trend.  
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Westjet - $15.67 
 


 
 


 A failed breakout on WJA suggests taking profits.  


 The upside breakout from a four-year trading range across resistance at $16.00 is failing after an upside breakout on 
weak volume.   


 Prices closed under its 50-day on increasing volume for the first time in a number of months.   


 The first test will be Initial support at $13.50.   
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Magna - $38.41 
 


 
 


 The breakdown on Magna at $42.00 continues to play out on the downside.   


 Relative strength is deteriorating.  


 A further breakdown at $39.00 to $39.50 indicates that the bears remain in control. 


 Thin chart support below indicates risk to $33.00.  


 GM hit new lows and Ford remains in a weak trend, not a strong environment for auto parts.   
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Finning - $22.00 
 


 
 


 CAT shares are sliding and taking Finning along for the ride. 


 FTT broke a top at $26.50 that reversed its trend to the downside.  


 Chart support at $21.75 is being challenged.  


 Target is $18.00 on a break of $21.75.  
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WestJet Airlines (WJA) - ADDITIONAL COMPANY RELATED DISCLOSURES  
In the past 12 months NBF has not acted as financial advisor, fiscal agent or underwriter for the company that is the subject of this report. NBF may act in 
such a capacity in the future and receive, or expect to receive, compensation for such activities. 
NBF is an indirect wholly owned subsidiary of the National Bank of Canada. From time to time the National Bank of Canada may enter into lending or 
financial arrangements with companies that are the subject of NBF Research Reports. At the date of this report, National Bank of Canada is a lender to the 
company which is the subject of this report.  
NBF and/or its Affiliates may have a position in the securities mentioned herein and may make purchases and/or sales of these securities from time to time 
in the open market or otherwise. On the last day of the month preceding the date of this report, NBF and its Affiliates held in the aggregate less than 1%  of 
the outstanding shares (of any class of equity securities) of this issuer. 
The company discussed in this report has two or more classes of common shares existing with differential voting rights. (32) 
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Title: AltaGas Ltd. - ALA (T) Cdn$30.58 Price: Cdn$30.58 StockRating: Outperform TargetPrice: Cdn$34.00 Headline: “Fully funded” capex program = 10% 5-yr CFPS CAGR 


July 27, 2012 The NBF Daily Bulletin 
Pipelines, Utilities & Energy Infrastructure 


 
AltaGas Ltd. 


ALA (T) Cdn$30.58 
Stock Rating: Outperform 


(Unchanged) 


Target: Cdn$34.00 
 (Was $35.00) 


Risk Rating: Average 


Q2 miss, but ~$2.5-bln of growth on track  


“Fully funded” capex program = 10% 5-yr 
CFPS CAGR  


 (Unchanged) 


Est. Total Return 15.8%  


HIGHLIGHTS  
Stock Data:
52-week High-Low (Canada) $32.67 - $21.25


Bloomberg/Reuters: Canada ALA.TO


(Year-End December 31) 2011e 2012e 2013e
AFFO/share - basic $2.41 $2.62 $3.30


AFFO/share - f.d. $2.37 $2.62 $3.30


P / AFFO 13.4x 11.7x 9.3x


EPS - f.d. $0.99 $1.40 $1.70


Earnings Payout 134% 97% 85%


D/EBITDA 5.6x 7.6x 5.8x


EV/Free-EBITDA 22.3x 17.4x 12.9x


Dividends $1.33 $1.39 $1.45


Dividend Yield 4.2% 4.5% 4.7%


AFFO Payout Ratio 55% 56% 44%


Financial Data: 
Shares Outstanding (mln) 104.2         


Book Value per Share $13.25


Market Capitalization ($mln) $3 185


Price/Book Ratio 2.3x


Net Debt ($mln) $2 637


Net Debt/Enterprise Value 45%


Debt/ 12 Distr CF 10.1x


Total Return 15.8%


Industry Rating: 
 
Overweight – Utilities  
Market Weight – Energy Equipment & Services, Oil, Gas & 
Consumable Fuels 
(NBF Economics & Strategy Group) 


 Q2 results miss expectations, but… 
ALA reported Q2 2012 AFFO/sh of $0.39 – below our estimate 
of $0.44 (consensus: $0.45) on lower Power contributions.   


 …“fully funded” $2.5-bln capex = 10% 5-yr CFPS CAGR 
Inside, we corroborate management’s comments of being 
able to “fully fund” its remaining ~$2.5 billion capital program 
through 2015 with a 2013e D/Cap ratio (excluding preferred 
shares) of 53% – in line with ALA’s long-term target in the low 
50% range. As such, we continue to exclude any external 
equity financings (outside of DRIP), which boosts our annual 
CFPS estimates by ~$1.43 by 2016 (~60%) versus 2011 
levels of ~$2.44/share (i.e., 5-yr CAGR: 10%).    


 Estimates – trimming near-term realized frac spreads 
Based on downward revisions to our NBF Energy Group’s 
near term crude oil  price deck, we have trimmed our 2012e 
and 2013e NGL pricing assumptions to $30/bbl and $34/bbl 
(was $35/bbl and $39/bbl; Edmonton-based).  Overall, our 
2013e AFFO per share (FD) declines $0.13 (-4%) to $3.30 
representing an AFFO payout ratio of 44% (group avg.: 76%). 


 $34 target, reiterate Outperform 
Overall, our target declines a modest $1.00 (3%) to $34.00. 
ALA continues to trade at a discount to both the high and low 
payout groups with a 2013e P/AFFO multiple of 9.2x (high 
payout avg.: 12.6x; low payout avg.: 11.1x) – a discount we 
expect to narrow as the company executes its remaining 
~$2.5 billion portfolio of growth initiatives. Combined with a 
12-month total return opportunity of 15.8% (group avg.: 
12.9%), we reiterate our Outperform rating. 


Stock Performance Company Profile: 
AltaGas Ltd.’s business consists of NGL extraction and 
terminalling (E&T); natural gas field gathering and 
processing (FG&P); power generation, utility distribution 
assets and energy management services. The company’s 
assets are located predominantly throughout Alberta and 
NE British Columbia. 


Patrick Kenny, CFA - (403) 290-5451 
patrick.kenny@nbc.ca 
 
 
Associate: Anthony Sze, CA, CFA - (403) 290-5445 
anthony.sze@nbc.ca 
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Q2 results miss expectations, but… 
AltaGas reported Q2 2012 adjusted funds from operations (AFFO) per share of $0.39 – 
below our estimate of $0.44 and consensus of $0.45 (per ThomsonOne) on lower than 
expected Power contributions. Meanwhile, ALA reported Q2 fully-diluted normalized EPS of 
$0.11, largely in line with our estimate and consensus of $0.13.  


NORMALIZED AFFO RECONCILIATION
Q2 2012 $ mlns Per Share


Estimated AFFO - FD $39.7 0.44          
Difference Related to:


Operating Margins
Gas (1.1)       (0.01)         
Power (3.8)       (0.04)         
Utility (1.3)       (0.01)         


Corporate & G&A 1.3        0.01          
Interest Expense(1)


0.8      0.01         
Cash Taxes (0.8)       (0.01)         
Maintenance capex (0.4)       (0.00)         
Other 1.7        0.02          


Actual AFFO - FD(2) $36.0 0.39          


(1) Includes preferred dividends.


(2) Excludes $1.4 million in transaction costs. 


Source: NBF Estimates, Company Reports  
Gas – reported operating margins of $34 million, largely in line with our estimate of $35 
million. Overall, C3+ NGL extraction volumes of 13.7 mbpd came in slightly below our 
estimate of 15.2 mbpd while gross field gathering & processing volumes of 351 mmcf/d 
exceeded our estimate of 295 mmcf/d owing to lower than expected shut-ins.  


Going-forward, NGL extraction throughput is expected to increase as a result of continued 
success in contracting new gas supply. For the remainder of 2012, ALA expects NGL frac 
spread prices to range between $20-30/bbl (NBF: $27/bbl), with ~80% of its 2012 frac spread 
exposure hedged at $35/bbl (unchanged) and ~35% of its 2013 frac spread exposure 
hedged at $35/bbl (was 33% at $35/bbl).  


Meanwhile, ALA expects G&P volumes to exceed 2011 levels even if natural gas prices 
remain similar to H1 2012 (NYMEX: US$2.36/mcf) as a result of incremental volumes 
processed from liquids-rich areas which are largely underpinned by long-term take-or-pay 
commitments.  


Power – contributed operating margins of $17 million, $4 million below our estimate of $21 
million. Lower contributions were due to weaker realized pricing ($58.54/MWh vs. our 
estimate of $59.91/MWh) and higher operating costs owing to increased business 
development costs, higher maintenance costs at peaker facilities and operating and 
administrative costs related to new power assets.  


Looking ahead, AltaGas has hedged ~60% of its 2012 Alberta spot power price exposure at 
$68/MWh (was 50% at $66/MWh) and ~31% of its 2013 spot power price exposure at 
$65/MWh (was 33% at $65/MWh).  


Utility – operating margins of $9 million were largely in line with our $10 million estimate. 
Recall, on Feb. 1, 2012, ALA announced the acquisition of SEMCO Holding Corp. for 
US$1.135 billion (including US$355 million in debt; see our Feb. 24 note, “Resuming 
coverage with Outperform rating”). The acquisition is expected to close on August 30, 2012 – 
subject to regulatory approvals from the Regulatory Commission of Alaska. Overall, the 
acquisition will add ~US$725 million in rate base, contributing annual EBITDA of ~$130 
million and boosting earnings and cash flows by ~10% per share.  


…fully funded $2.5-bln capex program = 10% 5-yr CFPS CAGR  
For 2012, AltaGas is expected to add approximately $1.8 billion worth of new and expanded 
assets with: 1) $1.1 billion allocated to its Utility segment; 2) $0.6 billion to Gas; and 3) $0.1 
billion to Power. Post Q2 2012, the company is on track to complete its remaining ~$2.5 
billion capital program. As shown below, we corroborate management’s expectations of 
being “fully funded” with cash available of over $200 million by year-end 2013e and a 2013e 
D/Cap ratio (excluding preferred shares as debt) of 53% – in line with management’s  
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long-term target in the low 50% range. As such, we continue to exclude any external equity 
financings (outside of DRIP), which boosts our annual cash flow per share estimates by 
~$1.43 by 2016 (~60%) versus 2011 levels of ~$2.44/share (i.e., 5-yr CAGR: 10%).  


ALA - MAJOR DEVELOPMENT PROJECT ACCRETION


Project Type
Capex 
($mlns)


Annual 
EBITDA 
($mlns)


In-service 
Date


Long-term Annual 
CFPS / Share 
Accretion(1)


2011 As Reported(2) 267.3           2.44                               
Growth Projects / Acquisitions


PNG Acquisition Utility 230              25.0             Q4 2011 0.08                               


Harmattan Cogen Gas 24                3.0               Q2 2012 0.01                               


Harmattan Co-stream Gas Proc. 180              30.0             Q3 2012 0.15                               


Blair Creek Gas Proc. 50                5.0               Q3 2012 0.01                               


SEMCO Utility 1 135           130.0           Q3 2012 0.45                               


Busch Ranch Power 25                3.0               H2 2012 0.01                               


Farmington Pipeline Gas Proc. 40                5.0               Late 2012 0.02                               


Gordondale Gas Proc. 260              32.5             Late 2012 0.12                               


JEEP Pipeline Gas Proc. 120              17.0             Late 2013 0.07                               


Forrest Kerr Hydro 725              100.0           2014 0.42                               


McLymont / Volcano Hydro 300              30.0             2015/2016 0.08                               


Sub-total 380.5           1.43                               


Long-term 3 089           647.8           3.87                               
% Growth 142% 59%
5-yr CAGR 19% 10%


(1) Share accretion based on: interest costs of 6%, 15% effective tax rate and 2013e FD WA shares of 106 million. 


(2) CFPS net of preferred share dividends. 


Note: Excludes capital investments associated with the company's utility investments. 


Source: NBF Estimates, Company Reports  
ALA - FUNDING ANALYSIS


(mlns) H2 2012e 2013e
Adjusted funds from operations 156.6               355.5               


Less growth capex (net of acquired debt) (1 247.7)           (425.0)              


Free cash flow (FCF) (1 091.1)           (69.5)                


Less dividends (79.1)                (154.0)              


FCF (net dividends) (1 170.1)           (223.4)              


AVAILABLE CASH RESOURCES:


Opening cash balance (1)
2.4                   370.7               


Available credit facilities (1)
1 121.5            -                   


Dividend reinvestment / equity 416.9               58.5                 


FCF (net dividends) (1 170.1)           (223.4)              


Liquidity position 370.7               205.8               


D/Cap 62% 62%


D/Cap (excl. preferred shares) 53% 53%


(1) As at Q2 2012. 


Source: NBF Estimates, Company Reports  


We provide a full update of the company’s major projects below:  


Forrest Kerr (B.C.) – Construction of the $725 million (unchanged), 195 MW Forrest Kerr 
run-of-river hydro-facility remains on track to be completed by March 2014 (was mid-2014) 
with commissioning to follow based on the availability of the Northwest Transmission Line 
(expected online Spring of 2014). The facility is underpinned by a 60-year power purchase 
agreement (PPA) with B.C. Hydro, expected to generate annual EBITDA of ~$100 million.  


McLymont / Volcano (B.C.) – The $300 million, 66 MW McLymont Creek and 16 MW 
Volcano Creek projects (underpinned by 60-year PPAs with B.C. Hydro) are expected to be 
completed by late 2015, generating ~$30 million of annualized EBITDA. During the quarter, 
ALA received the Environmental Assessment Certificate and Special Use Permit for the 
McLymont Creek project, while the environmental application process for the Volcano project 
is ongoing. Meanwhile, detailed engineering work is on track to be completed prior to the 
commencement of construction expected to begin in Q1 2013.   


Harmattan Co-stream – the 250 mmcf/d Harmattan Co-stream project is expected to cost 
$180 million (exceeding the original budget of $130 million) due to changes in scope and 
escalations for materials and labour. The project is expected to begin operations in Q3 2012, 
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adding $30 million in annualized EBITDA underpinned by a 20-year cost-of-service 
agreement with NOVA Chemicals Corporation.    


Gordondale – The 120 mmcf/d, $260 million (was $236 million) liquids rich gas processing 
plant remains on track for a late 2012 start up date, underpinned by a long-term natural gas 
supply agreement with EnCana. As at Q2 2012, $244 million of the $260 million capital costs 
were committed, with the remaining costs subject to cost and labour productivity risk. 


LNG Partners project – ALA’s wholly owned subsidiary, Pacific Northern Gas Ltd. (PNG), 
and LNG Partners, LLC (LNG Partners) amended their agreement to extend it by six months 
for 80 mmcf/d of firm gas transportation service on PNG’s Western B.C. system while also 
lengthening the term of the agreement to 30 years. PNG and LNG Partners also executed an 
agreement under which LNG Partners will fund the cost of a feasibility study for expansion of 
PNG's western transmission system to provide an additional 170 to 195 mmcf/d of firm 
capacity for LNG Partners.   


Estimate revisions – trimming near-term realized frac spreads 
Based on downward revisions to our NBF Energy Group’s near term crude oil  price deck (“A 
crude awakening”, June 21, 2012), we have trimmed our 2012e and 2013e NGL pricing 
assumptions. Overall, we forecast 2012e and 2013e Edmonton-based NGL prices of $30/bbl 
and $34/bbl (was $35/bbl and $39/bbl). Elsewhere, we have bumped up our go-forward 
power operating cost assumptions in line with the quarter.  


Overall, our 2013e AFFO per share (FD) declines $0.13 (-4%) to $3.30 while our 2013e EPS 
declines a similar $0.10 to $1.70. We forecast a 2013e AFFO payout ratio of 44% (high 
payout group avg.: 76%) and a 2013e EPS payout ratio of 85% (low payout group avg.: 
73%). On the leverage front, our 2013e D/EBITDA nudges up to 5.8x from 5.6x (low payout 
group avg.: 5.3x). Going forward, we continue to call for a 4% dividend increase to 
$1.44/share annually beginning late 2012 (from $1.38/share currently). 


2013 ESTIMATE CHANGES
Previous Revised Change Comments


Operating Margin
Gas 227 140 217 149 -9 991 -4% NGL pricing assumptions, hedges ↓
Power Generation 109 798 105 314 -4 484 -4% Operating costs ↓
Utilities 197 234 197 377 143 0%
Corporate -4 000 -4 000 0 0%


530 172 515 841 -14 331 -3%
G&A -34 000 -34 000 0 0%


EBITDA 496 172 481 841 -14 331 -3%
Net interest expense -88 474 -88 413 60 0%
Cash taxes -14 410 -14 410 0 0%
Other 2 000 2 000 0 0%


FFO 395 289 381 018 -14 271 -4%
Maintenance capex -31 000 -31 000 0 0%


AFFO 364 289 350 018 -14 271 -4%
per share 3.43        3.30        -$0.13 -4%
Dividend per share 1.45        1.45        $0.00 0%
AFFO Payout 42% 44% 2% 4%


Earnings
Future income tax -47 568 -44 893 2 676 -6%
DD&A -154 000 -154 000 0 0%


206 130 194 535 -11 595 -6%
per share 1.80        1.70        -$0.10 -6%
EPS Payout 80% 85% 5% 6%


Source: NBF  


$34 target, reiterate Outperform  
In line with changes to our estimates, our target declines a modest $1.00 (3%) to $34.00 – 
which is based on a risk-adjusted dividend yield of 4.25% (unchanged) applied to our 2013e 
dividend of $1.45/share, a 14.0x (unchanged) multiple of our 2013e Free-EBITDA of $451 
million, and our discounted cash flow valuation of $34.00 (was $35.25).  


As shown below, ALA continues to trade at a discount to both the high and low payout groups 
with a 2013e P/AFFO multiple of 9.2x (high payout avg.: 12.6x; low payout avg.: 11.1x) – a 
discount we expect to narrow as the company executes its remaining ~$2.5 billion portfolio of 
growth initiatives, expected to boost cash flow per share by ~60% by 2016. Combined with a 
12-month total return opportunity of 15.8% (group avg.: 12.9%), we reiterate our Outperform 
rating.  
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NBF PIPELINES, UTILITIES & ENERGY INFRASTRUCTURE COMPARABLES
Market Net Debt/ Cash AFFO Price/ Price/ EV/Free- 12 mo. Total


Price Cap EV D / EV EBITDA Yield Payout Earnings AFFO EBITDA(1) Target Return % Ratings
26-Jul-12 $mln $mln 2013E 2013E 2013E 2013E 2013E 2013E


High Payout
AltaGas ALA $30.58 3 185         5 822         45% 5.8x 4.6% 44% 18.0x 9.3x 12.9x $34.00 15.8% OP
Atlantic Power ATP $13.74 1 562         3 530         56% 5.7x 8.4% 88% n/a 11.2x 10.3x $15.00 17.5% SP


Brookfield Renewable Power BEP.un $29.25 7 757         13 761       44% 5.7x 4.8% 68% n/a 13.9x 12.8x $29.00 3.9% SP


Canexus CUS $7.74 906            1 308         31% 2.4x 7.3% 65% n/a 9.1x 9.0x $9.00 23.6% SP


Enbridge Income Fund ENF $22.96 2 372         3 563         33% 3.9x 5.6% 72% n/a 12.2x 12.7x $25.00 14.5% SP


Gibson Energy GEI $21.34 2 077         2 572         19% 1.4x 4.7% 62% n/a 13.3x 10.3x $24.00 17.2% OP


Inter Pipeline LP IPL.un $19.83 5 299         8 426         37% 4.8x 5.5% 74% n/a 12.9x 14.2x $20.50 8.9% OP


Keyera KEY $44.06 3 376         3 997         16% 1.6x 4.9% 60% n/a 12.0x 11.6x $52.00 22.9% OP


Northland Power NPI $18.57 2 195         3 336         34% 6.4x 5.8% 126% n/a 22.8x 12.5x $18.00 2.7% SP


Pembina Pipeline PPL $26.90 7 682         9 930         23% 3.2x 6.1% 75% n/a 11.9x 12.6x $33.00 28.8% OP


Superior Plus SPB $7.15 797            1 927         59% 4.4x 8.4% 52% n/a 6.9x 8.4x $7.25 9.8% SP


Valener VNR $15.75 590            743            21% 1.5x 6.3% 123% n/a 19.4x 14.2x $16.50 11.1% SP


Veresen VSN $12.68 2 457         3 851         36% 4.1x 7.9% 77% n/a 9.9x 11.1x $14.50 22.2% OP


High Payout Average 35% 3.9x 6.2% 76% n/a 12.7x 11.7x 15.3%


Low Payout
ATCO Ltd. ACO'X $74.78 4 318         14 397       70% 4.6x 1.8% 32% 11.3x 7.5x 13.3x $75.00 2.1% SP


Canadian Utilities CU $71.03 9 066         15 104       40% 5.5x 2.6% 35% 16.1x 12.8x 13.4x $69.00 -0.2% SP


Capital Power CPX $23.63 2 302         4 098         44% 4.1x 5.4% 40% 15.4x 7.2x 9.9x $26.00 15.5% SP


Emera EMA $35.08 4 332         8 133         47% 6.1x 4.0% 65% 19.8x 16.1x 14.3x $33.50 -0.5% UP


Enbridge ENB $42.05 33 008       56 434       42% 6.5x 2.9% 41% 23.0x 13.1x 15.7x $47.00 9.7% OP


Fortis FTS $33.01 6 960         15 802       56% 6.1x 3.7% 47% 17.8x 11.8x 13.9x $35.00 14.6% SP


TransAlta TA $15.64 3 513         8 594         59% 4.2x 7.4% 80% 15.7x 10.7x 13.0x $15.50 6.5% UP


TransCanada TRP $44.80 31 539       54 023       42% 5.3x 4.0% 39% 18.7x 9.7x 12.8x $43.00 0.0% UP


Low Payout Average 50% 5.3x 4.0% 47% 17.2x 11.1x 13.3x 6.0%


(1) Net debt as at Q1 2012 or Q2 2012 if reported.


Note: UP = Underperform; SP = Sector Perform; OP = Outperform; NR = Not Rated


Source: Company reports, NBF Estimates, pricing per ThomsonOne  
AltaGas Ltd. 2012e 2013e


Previous Revised Previous Revised


SUMMARY INFORMATION ($mlns)
Average Shares (mln) 93.8 98.3 106.2 106.1
Ending Shares (mln) 105.3 105.1 107.2 107.1
Fully Diluted Shares (mln) 93.8 98.3 106.2 106.1
Operating Margin


Gas 179.0 169.5 227.1 217.1
Utility 98.5 102.1 197.2 197.4
Power 101.4 108.8 109.8 105.3


Corporate & G&A -31.3 -31.4 -38.0 -38.0
EBITDA 347.6 347.9 496.2 481.8
FFO 267.5 273.8 395.3 381.0
Maintenance Capital 12.4 12.7 31.0 31.0
AFFO 255.2 261.1 364.3 350.0
Dividends 141.2 147.5 154.1 154.0
Growth Capital 1 883.3 1 985.5 525.0 425.0
Adj. Free Cash Flow(1)


-1 628.1 -1 724.4 -160.7 -74.9
Equity Issued (net) 442.3 442.3 58.6 58.5
Ending Net Debt 2 544.6 2 640.9 2 800.9 2 811.3


D / EBITDA 7.3 7.6 5.6 5.8


D / Total Capital(2)
62% 62% 62% 62%


D / Total Capital(3)
52% 53% 54% 54%


CF / D(4)
13% 13% 15% 14%


CF / Interest(5)
4.8 5.2 5.5 5.3


PER SHARE AMOUNTS
Net Debt 24.18 25.13 26.12 26.24
EBITDA 3.67 3.49 4.67 4.54
EPS - FD 1.41 1.40 1.80 1.70
Cash Flow - FD 2.95 2.84 3.72 3.59
AFFO - FD 2.70 2.62 3.43 3.30
Dividends 1.39 1.39 1.45 1.45


earnings payout ratio 110% 97% 80% 85%


FFO payout ratio 53% 54% 39% 40%
AFFO payout ratio 55% 56% 42% 44%


DRIP participation 38% 38% 38% 38%


(1) AFFO less growth capital. 
(2) Including preferred shares as debt. 
(3) Excluding preferred shares as debt. 
(4) CFO before changes in working capital divided by average 2-year total debt. 
(5) CFO before changes in working capital plus net interest expense divided 
by interest on debt less interest income. 
Source: NBF Estimates, Company Reports  
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DISCLOSURES:   
Ratings And What They Mean:   PRIMARY STOCK RATING: NBF has a three-tiered rating system that is relative to the coverage universe of the 
particular analyst. Here is a brief description of each: Outperform – The stock is expected to outperform the analyst’s coverage universe over the next 12 
months;    Sector Perform – The stock is projected to perform in line with the sector over the next 12 months; Underperform – The stock is expected to 
underperform the sector over the next 12 months.    SECONDARY STOCK RATING: Under Review  Our analyst has withdrawn the rating because of 
insufficient information and is awaiting more information and/or clarification; Tender  Our analyst is recommending that investors tender to a specific 
offering for the company’s stock; Restricted  Because of ongoing investment banking transactions or because of other circumstances, NBF policy and/or 
laws or regulations preclude our analyst from rating a company’s stock.   INDUSTRY RATING: NBF has an Industry Weighting system that reflects the view 
of our Economics & Strategy Group, using its sector rotation strategy. The three tiered system rates industries as Overweight, Market Weight and 
Underweight, depending on the sector’s projected performance against broader market averages over the next 12 months.    RISK RATING: NBF utilizes 
a four-tiered risk rating system, Low, Average, Above Average and Speculative. The system attempts to evaluate risk against the overall market. In 
addition to sector-specific criteria, analysts also utilize quantitative and qualitative criteria in choosing a rating. The criteria include predictability of financial 
results, share price volatility, credit ratings, share liquidity and balance sheet quality. 
General – National Bank Financial (NBF) is an indirect wholly owned subsidiary of National Bank of Canada. National Bank of Canada is a public company 
listed on Canadian stock exchanges. 


The particulars contained herein were obtained from sources which we believe to be reliable but are not guaranteed by us and may be incomplete. The 
opinions expressed are based upon our analysis and interpretation of these particulars and are not to be construed as a solicitation or offer to buy or sell 
the securities mentioned herein.  
Research Analysts – The Research Analyst(s) who prepare these reports certify that their respective report accurately reflects his or her personal opinion 
and that no part of his/her compensation was, is, or will be directly or indirectly related to the specific recommendations or views as to the securities or 
companies. 


NBF compensates its Research Analysts from a variety of sources. The Research Department is a cost centre and is funded by the business activities of 
NBF including, Institutional Equity Sales and Trading, Retail Sales, the correspondent clearing business, and Corporate and Investment Banking. Since 
the revenues from these businesses vary, the funds for research compensation vary. No one-business line has a greater influence than any other for 
Research Analyst compensation. 


Canadian Residents – In respect of the distribution of this report in Canada, NBF accepts responsibility for its contents. To make further inquiry related to 
this report, Canadian residents should contact their NBF professional representative. To effect any transaction, Canadian residents should contact their 
NBF Investment advisor.    


U.S. Residents – With respect to the distribution of this report in the United States of America, NBF Securities (USA) Corp., an affiliate of NBF, accepts 
responsibility for its contents, subject to any terms set out above. To make further inquiry related to this report, United States residents should contact their 
NBF Securities (USA) Corp. professional representative. To effect any transaction, United States residents should contact their NBF Securities (USA) Corp. 
investment advisor. 


UK Residents – In respect of the distribution of this report to UK residents, NBF Securities UK has approved the contents (including, where necessary, for 
the purposes of Section 21(1) of the Financial Services and Markets Act 2000). NBF Securities UK and/or its parent and/or any companies within or 
affiliates of the National Bank of Canada group and/or any of their directors, officers and employees may have or may have had interests or long or short 
positions in, and may at any time make purchases and/or sales as principal or agent, or may act or may have acted as market maker in the relevant 
securities or related financial instruments discussed in this report, or may act or have acted as investment and/or commercial banker with respect thereto. 
The value of investments can go down as well as up. Past performance will not necessarily be repeated in the future. The investments contained in this 
report are not available to retail customers. This report does not constitute or form part of any offer for sale or subscription of or solicitation of any offer to 
buy or subscribe for the securities described herein nor shall it or any part of it form the basis of or be relied on in connection with any contract or 
commitment whatsoever. 


This information is only for distribution to Eligible Counterparties and Professional Clients in the United Kingdom within the meaning of the rules of the 
Financial Services Authority. NBF Securities UK is authorized and regulated by the Financial Services Authority in the United Kingdom and has its 
registered office at 71 Fenchurch Street, London, EC3M 4HD 


Copyright – This report may not be reproduced in whole or in part, or further distributed or published or referred to in any manner whatsoever, nor may the 
information, opinions or conclusions contained in it be referred to without in each case the prior express written consent of National Bank Financial. 


NBF is a member of the Canadian Investor Protection Fund. 
 
NBF quarterly ratings summary and the total ratings by month can be found on our website under Research and Analysis/Equities/About NBF 
Research/Quarterly Ratings Summary (link attached) http://www.nbcn.ca/cmst/site/index.jhtml?navid=803&templateID=249 
 
The NBF Research Dissemination Policy is available on our website under Legal/Research Policy (link attached) 
http://www.nbcn.ca/cmst/site/index.jhtml?navid=712&templateid=243 
 
Click on the following link to see the company specific disclosures http://www.nbcn.ca/contactus/disclosures.html 
 
If a company specific disclosure is not found herein for a listed company, NBF at this time does not provide research coverage or stock rating 
for the company in question. 
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ADDITIONAL COMPANY RELATED DISCLOSURES (AltaGas; ALA) 
In the past 12 months NBF has not acted as financial advisor, fiscal agent or underwriter for the company that is the subject of this report. NBF may act in 
such a capacity in the future and receive, or expect to receive, compensation for such activities. 
NBF is an indirect wholly owned subsidiary of the National Bank of Canada. From time to time the National Bank of Canada may enter into lending or 
financial arrangements with companies that are the subject of NBF Research Reports. At the date of this report, National Bank of Canada is  a lender to the 
company which is the subject of this report.  
NBF and/or its Affiliates may have a position in the securities mentioned herein and may make purchases and/or sales of these securities from time to time 
in the open market or otherwise. On the last day of the month preceding the date of this report, NBF and its Affiliates held in the aggregate less than 1%  of 
the outstanding shares (of any class of equity securities) of this issuer. (14) 


 







PRICE TARGET REVISION | COMMENT
NOVEMBER 1, 2011


Pacific Northern Gas Ltd. (TSX: PNG)


Proposed Transaction: AltaGas to Acquire 100% of
Pacific Northern Gas


Sector Perform
Average Risk
Price: 36.67


Shares O/S (MM): 3.8
Dividend: 1.20


Price Target: 36.75 ↑ 28.00
Implied All-In Return: 3%
Market Cap (MM): 139
Yield: 3.3%


Large Holder: 15% interest


Event


Increasing price target to reflect the announced takeover by AltaGas.


Investment Opinion


• Proposed Transaction for AltaGas to Acquire PNG. Pacific Northern Gas
and AltaGas Ltd. have entered into an agreement pursuant to which a wholly
owned subsidiary of AltaGas will acquire all of the issued and outstanding
common shares of Pacific Northern Gas at $36.75 per common share, in cash.
The purchase price of $36.75 represents a 28% premium to the 20-day prior
trading price of PNG (based on the volume-weighted average).


• Special Shareholder Meeting Scheduled for December 12, 2011. The
proposed transaction requires the approval of 66.7% of all PNG shareholders
and a "majority of the minority" (excludes certain members of management),
and it is subject to the approval by the Supreme Court of British Columbia and
the British Columbia Utilities Commission (BCUC). PNG's largest shareholder
along with directors and officers who collectively control 25% of PNG's shares
have agreed to support the transaction.


• BCUC Approval Timeline Optimistic but Not Unreasonable. Pacific
Northern Gas stated that if the transaction were to receive shareholder approval
at the December 12, 2011 meeting, it could close shortly thereafter, subject to
court and BCUC approval. Management believes that PNG will be able to
obtain BCUC approval within six weeks.


• Fourth Quarter Dividend. Management indicated that it expects the Board of
Directors to declare the fourth quarter dividend, as it is not restricted from
doing so in the merger agreement.


• In Line with Other Regulated Utility Acquisitions. The transaction values
the regulated rate base of approximately $174 million at approximately 1.2x to
EV, which is in line with other AltaGas and B.C. utility acquisitions. AltaGas
acquired AltaGas Utility Group Inc. in September 2009 at an implied multiple
of 1.16x EV to Rate Base. Terasen Inc. was acquired by Fortis Inc. in May
2007 at an implied multiple of 1.2x EV to Rate Base.


• Valuation. We are increasing our price target to $36.75 (from $28.00) to
reflect the potential transaction.


Priced as of prior trading day's market close, EST (unless otherwise noted).
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RBC Dominion Securities Inc.


Robert Kwan, CFA (Analyst)
(604) 257-7611; robert.kwan@rbccm.com


Kelsey Roste (Associate)
(604) 257-7383; kelsey.roste@rbccm.com


Danny Hung, CA (Associate)
(604) 257-7064; danny.hung@rbccm.com


FY Dec 2010A 2011E 2012E 2013E


EPS (Op) - Basic 1.88 1.76 1.93 1.94


P/E 19.5x 20.8x 19.0x 18.9x


EPS (Op) - FD 1.83 1.71 1.88 1.89


DPS 1.14 1.22 1.30 1.40


Div. Yield 3.1% 3.3% 3.5% 3.8%


EPS (Op) - Basic Q1 Q2 Q3 Q4


2010 1.51A (0.06)A (0.64)A 1.10A


2011 1.61A (0.22)A (0.70)E 1.08E


DPS: Dividends for 2011 do not include the $3/share special
dividend declared in March 2011 and the additional $3/share
special dividend declared in May 2011.


All values in CAD unless otherwise noted.


For Required Non-U.S. Analyst and Conflicts Disclosures, see page 4.
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AltaGas to Acquire Pacific Northern Gas 
Pacific Northern Gas and AltaGas Ltd. have entered into an agreement pursuant to which a wholly owned subsidiary of AltaGas will 


acquire all of the issued and outstanding common shares of Pacific Northern Gas. Additional details of the proposed transaction are 


detailed as follows:  


 $36.75 per common share of PNG, in cash for total consideration of approximately $230 million; 


 28% control premium to the trading price of PNG shares for the 20 prior trading days (based on a volume-weighted average); 


 The proposed transaction requires the approval of 66.7% of all PNG shareholders and a “majority of the minority” (excludes 


certain members of management), and it is subject to the approval of the Supreme Court of British Columbia and the British 


Columbia Utilities Commission (BCUC). PNG’s largest shareholder along with directors and officers who collectively control 25% 


of PNG’s shares have agreed to support the transaction. 


 If the transaction is approved by PNG shareholders, it is expected to close on close on or about December 13, 2011, subject to 


approval by the BCUC; and 


 If PNG enters into a definitive agreement with respect to a superior proposal, a termination fee of $5 million is payable by PNG to 


AltaGas. 


Additional Transaction Details 
 Comprehensive Auction Process. Based on discussions with management, we understand that the transaction was broadly 


marketed to a wide range of potential bidders.  


 British Columbia Utilities Commission Approval Timeline. Pacific Northern Gas stated that if the transaction were to receive 


shareholder approval at the December 12, 2011 meeting, it would expect the transaction to close shortly thereafter, subject to court 


and BCUC approval. Management believes that PNG will be able to obtain BCUC approval within six weeks, which may be 


optimistic considering that the Fortis/Terasen transaction took eight weeks to obtain approval.  


 Fourth Quarter Dividend. Management indicated that it expects the Board of Directors to declare the fourth quarter dividend, as 


it is not restricted from doing so in the merger agreement. 


Purchase Price in Line with Comparable Multiples 
The transaction values the regulated rate base of approximately $174 million at approximately 1.2x to EV, which is in line with other 


AltaGas and B.C. utility acquisitions. AltaGas acquired AltaGas Utility Group Inc. in September 2009 at an implied multiple of 1.16x 


EV to Rate Base. Terasen Inc. was acquired by Fortis Inc. in May 2007 at an implied multiple of 1.2x EV to Rate Base.  


Increasing Price Target  
We have increased our price target to $36.75 (from $28.00) to reflect the potential transaction. 


Pacific Northern Gas Ltd.November 1, 2011
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Valuation


Our $36.75/share price target reflects the cash takeover offer by AltaGas.


Price Target Impediment
The major impediment to our price target is the ability to complete the transaction with AltaGas.


Company Description
Pacific Northern Gas owns and operates two systems: the Western system, which is a regulated natural gas transmission and
distribution utility operating within the west-central portion of northern B.C.; and the Northeast system, which is a regulated gas
distribution utility in northeast B.C. Collectively operating over 3,500 kilometres of transmission and distribution pipeline, the
company serves residential, commercial and industrial customers in the two resource-based areas. In addition to the regulated utility
business, the company owns a 9.8 MW run-of-river hydro plant. PNG is focused on enhancing value from its regulated business and
evaluating other opportunities.


Pacific Northern Gas Ltd.November 1, 2011
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Required Disclosures


Non-U.S. Analyst Disclosure


Kelsey Roste and Danny Hung (i) are not registered/qualified as research analysts with the NYSE and/or FINRA and (ii) may not be
associated persons of the RBC Capital Markets, LLC and therefore may not be subject to FINRA Rule 2711 and NYSE Rule 472
restrictions on communications with a subject company, public appearances and trading securities held by a research analyst account.


Conflicts Disclosures


The analyst(s) responsible for preparing this research report received compensation that is based upon various factors, including total
revenues of the member companies of RBC Capital Markets and its affiliates, a portion of which are or have been generated by
investment banking activities of the member companies of RBC Capital Markets and its affiliates.


A partner, director or officer of a member company of RBC Capital Markets or one of its affiliates, or an analyst involved in the
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Ltd. for remuneration other than normal course investment advisory or trade execution services.


The author is employed by RBC Dominion Securities Inc., a securities broker-dealer with principal offices located in Toronto, Canada.


Explanation of RBC Capital Markets Equity Rating System


An analyst's 'sector' is the universe of companies for which the analyst provides research coverage. Accordingly, the rating assigned to
a particular stock represents solely the analyst's view of how that stock will perform over the next 12 months relative to the analyst's
sector average.
Ratings
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Sector Perform (SP): Returns expected to be in line with sector average over 12 months.
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Average Risk (Avg): Volatility and risk expected to be comparable to sector; average revenue and earnings predictability; no
significant cash flow/financing concerns over coming 12-24 months; fairly liquid.
Above Average Risk (AA): Volatility and risk expected to be above sector; below average revenue and earnings predictability; may
not be suitable for a significant class of individual equity investors; may have negative cash flow; low market cap or float.
Speculative (Spec): Risk consistent with venture capital; low public float; potential balance sheet concerns; risk of being delisted.


Distribution of Ratings


For the purpose of ratings distributions, regulatory rules require member firms to assign ratings to one of three rating categories - Buy,
Hold/Neutral, or Sell - regardless of a firm's own rating categories. Although RBC Capital Markets' ratings of Top Pick/Outperform,
Sector Perform and Underperform most closely correspond to Buy, Hold/Neutral and Sell, respectively, the meanings are not the same
because our ratings are determined on a relative basis (as described above).


Distribution of Ratings
RBC Capital Markets, Equity Research


Investment Banking
Serv./Past 12 Mos.
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Lists include the Prime Opportunity List (RL 3), a former list called the Private Client Prime Portfolio (RL 4), the Guided Portfolio:
Prime Income (RL 6), the Guided Portfolio: Large Cap (RL 7), the Guided Portfolio: Dividend Growth (RL 8), and the Guided
Portfolio: Midcap 111 (RL9). The abbreviation 'RL On' means the date a security was placed on a Recommended List. The
abbreviation 'RL Off' means the date a security was removed from a Recommended List.


Conflicts Policy


RBC Capital Markets Policy for Managing Conflicts of Interest in Relation to Investment Research is available from us on request. To
access our current policy, clients should refer to
https://www.rbccm.com/global/file-414164.pdf
or send a request to RBC CM Research Publishing, P.O. Box 50, 200 Bay Street, Royal Bank Plaza, 29th Floor, South Tower,
Toronto, Ontario M5J 2W7. We reserve the right to amend or supplement this policy at any time.


Dissemination of Research and Short-Term Trade Ideas


RBC Capital Markets endeavors to make all reasonable efforts to provide research simultaneously to all eligible clients, having regard
to local time zones in overseas jurisdictions. RBC Capital Markets' research is posted to our proprietary websites to ensure eligible
clients receive coverage initiations and changes in ratings, targets and opinions in a timely manner. Additional distribution may be
done by the sales personnel via email, fax or regular mail. Clients may also receive our research via third-party vendors. Please contact
your investment advisor or institutional salesperson for more information regarding RBC Capital Markets' research. RBC Capital
Markets also provides eligible clients with access to SPARC on its proprietary INSIGHT website. SPARC contains market color and
commentary, and may also contain Short-Term Trade Ideas regarding the securities of subject companies discussed in this or other
research reports. SPARC may be accessed via the following hyperlink: https://www.rbcinsight.com. A Short-Term Trade Idea reflects
the research analyst's directional view regarding the price of the security of a subject company in the coming days or weeks, based on
market and trading events. A Short-Term Trade Idea may differ from the price targets and/or recommendations in our published
research reports reflecting the research analyst's views of the longer-term (one year) prospects of the subject company, as a result of
the differing time horizons, methodologies and/or other factors. Thus, it is possible that the security of a subject company that is
considered a long-term 'Sector Perform' or even an 'Underperform' might be a short-term buying opportunity as a result of temporary
selling pressure in the market; conversely, the security of a subject company that is rated a long-term 'Outperform' could be considered
susceptible to a short-term downward price correction. Short-Term Trade Ideas are not ratings, nor are they part of any ratings system,
and RBC Capital Markets generally does not intend, nor undertakes any obligation, to maintain or update Short-Term Trade Ideas.
Short-Term Trade Ideas discussed in SPARC may not be suitable for all investors and have not been tailored to individual investor
circumstances and objectives, and investors should make their own independent decisions regarding any Short-Term Trade Ideas
discussed therein.


Analyst Certification


All of the views expressed in this report accurately reflect the personal views of the responsible analyst(s) about any and all of the
subject securities or issuers. No part of the compensation of the responsible analyst(s) named herein is, or will be, directly or
indirectly, related to the specific recommendations or views expressed by the responsible analyst(s) in this report.
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COMPANY UPDATE | COMMENT
NOVEMBER 1, 2011


AltaGas Ltd. (TSX: ALA)


Acquisition of PNG Accretive to EPS and Cash Flow


Outperform
Average Risk
Price: 29.41


Shares O/S (MM): 83.8
Dividend: 1.38
Float (MM): 83.8


Price Target: 32.00
Implied All-In Return: 13%
Market Cap (MM): 2,465
Yield: 4.7%


Event


AltaGas agreed to acquire Pacific Northern Gas.


Investment Opinion


• AltaGas to Acquire PNG in a $230 Million Transaction. AltaGas has agreed
to acquire 100% of Pacific Northern Gas for $36.75/share in cash, which is a
20% premium to the closing price on October 28, 2011 and a 28% premium to
the 20-day VWAP.


• Transaction Expected to Be Immediately Accretive. Although the
transaction is not particularly material in the grand scope of AltaGas, we view
the modest expected earnings and cash flow accretion as a slight positive for
the stock. Based on our analysis, we estimate the acquisition to be roughly
$0.02 and $0.04 accretive to EPS and ACFFO/share, respectively, in the first
full year assuming full financing (i.e., 60% debt and 40% equity).


• Financing Not an Issue. The roughly $140 million of funding needed to
complete the acquisition is available through existing credit facilities and in and
of itself we do not see this transaction as creating an equity funding
requirement. However, AltaGas remains active across a number of business
development activities and we see the potential to opportunistically issue
equity. From a timing perspective, we believe that AltaGas would at a
minimum wait for the contract announcements for the McLymont and Volcano
Creek hydro projects before issuing any equity, as we do not see the upside
from those contracts as being fairly priced into the stock.


• Major Shareholders Locked Up; Expected Close in Mid-December. The
transaction requires approval of at least two-thirds of the votes cast, and by a
"majority of the minority" (i.e., excluding certain management) voting at a
PNG special meeting. AltaGas has secured the support of PNG's largest
shareholder along with PNG's directors and officers representing roughly 25%
of PNG's shares.


• PNG's Utility and Hydro Assets Fit with AltaGas' Existing Businesses.
PNG owns and operates a regulated natural gas transmission and distribution
utility operating in northern B.C. In addition to the regulated utility business,
the company owns a 9.8 MW run-of-river hydro plant.


• Valuation. Our $32.00 per share price target is based on a sum-of-the-parts
analysis that results in a valuation range of $29.00/share to $35.00/share using a
combination of discounted cash flow (DCF) and multiples-based approaches.


Priced as of prior trading day's market close, EST (unless otherwise noted).
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FY Dec 2010A 2011E 2012E 2013E


Adj CFFO - FD 2.17 2.33 2.67 3.13


Div. Yield 6.2% 4.5% 4.7% 5.0%


P/ACFFO 13.6x 12.6x 11.0x 9.4x


FFO (Op) - FD 2.33 2.46 2.80 3.26


P/FFO 12.6x 12.0x 10.5x 9.0x


EPS (Op) - FD 1.24 1.13 1.29 1.53


P/E 23.7x 26.0x 22.8x 19.2x


DPS 1.81 1.32 1.38 1.46


Adj CFFO - FD Q1 Q2 Q3 Q4


2010 0.59A 0.51A 0.45A 0.62A


2011 0.69A 0.46A 0.49A 0.69E


2012 0.74E 0.60E 0.61E 0.72E


DPS: For 2011-2013, dividend per share represents the annual
dividend outstanding for the majority of the year.


All values in CAD unless otherwise noted.
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Overall View on the Transaction Is Neutral to Slightly Positive 
The transaction is not particularly material in the grand scope of AltaGas. However, we view the modest earnings and cash flow 


accretion as a slight positive for the stock. Our key thoughts on the main issues are as follows: 


 This Transaction Does Not Create a Financing Need in and of Itself. The roughly $140 million of funding needed to complete 


the acquisition is available through existing credit facilities and in and of itself we do not see this transaction as creating an equity 


funding requirement. 


o Equity Could Still Be Issued Opportunistically. AltaGas remains active across a number of business development 


activities ranging from greenfield/brownfield projects to potential acquisitions, which may require equity. From a timing 


perspective, we believe that AltaGas would at a minimum wait for the contract announcements for the McLymont and 


Volcano Creek hydro projects before issuing any equity as we do not see the upside from those contracts as being fairly 


priced into the stock. We continue to believe that those projects could add roughly $2/share to $3/share on a present value 


basis. Those contracts could be signed in the next several weeks. 


 We Expect ACFFO/share Accretion in the Range of $0.04 to $0.11. Based on our analysis set out in Exhibit 1 (on page 3), we 


estimate that the transaction could add roughly $0.04/share to $0.11/share to ACFFO in 2012 (i.e., the first full year) depending 


on the long-term financing. Further, our analysis shows that the transaction should be EPS accretive as well without synergies and 


under a full-financing scenario (i.e., 60% debt and 40% equity). 


 The Deal Could Close by Mid-December. The expected timing to gain B.C. Utilities Commission (BCUC) approval is roughly 


six weeks, which is slightly shorter than the approval timing for when Fortis acquired Terasen in 2007. 


The Transaction Is Expected to Modestly Add to Earnings and Cash Flow 
AltaGas has agreed to acquire 100% of Pacific Northern Gas for $36.75/share in cash, which is a 20% premium to the closing price on 


October 28, 2011 and a 28% premium to the 20-day VWAP. Based on our estimates, the implied P/E and EBITDA multiples are 


roughly 19x and 10x, respectively. If we assumed the successful receipt of the $20 million contingent payment if the Kitimat LNG 


project proceeds, the implied P/E and EBITDA multiples are roughly 17.5x and 9x, respectively. 


 Acquisition to Be Financed with Debt. The roughly $230 million acquisition (including about $85 million of assumed debt and 


$5 million of assumed prefs) will be financed with existing credit facilities and cash on hand.  


 Transaction Expected to Close Mid-December 2011. The transaction requires approval of at least two-thirds of the votes cast at 


a PNG special meeting (on or about December 12, 2011) and by a “majority of the minority” shareholders voting at the meeting. 


AltaGas has secured the support of PNG’s largest shareholder along with PNG’s directors and officers representing roughly 25% 


of PNG’s shares on a fully diluted basis. Pending shareholder approval and other required regulatory approvals, the transaction is 


expected to be completed on or about December 16, 2011. The break fee is $5 million. 


 Deal Expected to Be Accretive. AltaGas expects the acquisition to be immediately accretive to both earnings and cash flow. 


Based on our analysis set out in Exhibit 1, we estimate the acquisition to be roughly $0.02 and $0.04 accretive to EPS and 


ACFFO/share, respectively, in the first full year assuming full financing (i.e., 60% debt and 40% equity). 
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Exhibit 1: The PNG Acquisition Appears Accretive to Both EPS and ACFFO/Share (In $MM except per share figures) 


Assumptions


Total Transaction Value $230


Debt Already at Company (90)


Incremental Debt (assuming 100% debt financed) 140


Cost of Debt Financing 4%


Tax Rate 25%


Equity Issue Price per Share $29.00


% Equity for Full Financing Scenario 40%


2012E


100% Debt Full Financing


Earnings


ALA Standalone $112 $112


PNG Standalone 7 7


Additional Interest Expense on New Debt (after-tax) (4) (1)


Pro Forma $115 $118


ACFFO


ALA Standalone $231 $231


PNG Standalone 14 14


Additional Interest Expense on New Debt (after-tax) (4) (1)


Pro Forma $241 $244


Shares O/S 87 87


New Shares 0 3


Pro Forma Shares 87 90


2012E EPS $1.29 $1.29


Pro Forma EPS $1.33 $1.31


EPS Accretion $0.04 $0.02


2012E ACFFO/share $2.67 $2.67


Pro Forma ACFFO/share $2.78 $2.71


ACFFO Accretion per Share $0.11 $0.04
 


Source: Company reports; RBC Capital Markets estimates 


PNG’s Assets Fit Well Within AltaGas’ Existing Businesses 
We view Pacific Northern Gas’ regulated utility and run-of-river hydro businesses as a fit with AltaGas’ existing utility and hydro 


asset base. PNG owns and operates two systems in its utility business: the Western system, which is a regulated natural gas 


transmission and distribution utility operating within the west-central portion of northern B.C.; and the Northeast system, which is a 


regulated gas distribution utility in northeast B.C. Collectively operating over 3,500 kilometres of transmission and distribution 


pipeline, the company serves residential, commercial and industrial customers in the two resource-based areas. The company also 


owns and operates a 97% interest in a 9.8 MW hydro generation facility located in B.C. 


 Cost-of-Service Regulated Utility. Subject to regulation by the B.C. Utilities Commission (BCUC), we view PNG’s utility 


businesses as having a below average risk profile owing to the cost-of-service regulation by the BCUC. Under this form of 


regulation, PNG earns a return on, and of, capital with almost all other costs being a flow-through to rate payers. The average 


equity thickness for the three utilities is 44% and the average allowed ROE is 10.1%. 


 Leverage to Kitimat LNG Development. Although the company sold its 50% interest in the KSL pipeline project to move gas 


from the Horn River to Kitimat in February 2011 to Kitimat LNG (partnership between Apache Canada, EOG Canada, and 


Encana), there is still upside leverage to LNG development on the northern B.C. coast due to: (1) an additional $20 million 


contingent payment if the Kitimat LNG project goes ahead; (2) the potential to use the existing infrastructure (and the right-of-
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way in particular for a potential new pipeline) to accommodate additional volumes for other projects that are in development; (3) 


upside in the form of improving customer rates should a smaller floating LNG facility move forward that would use excess 


pipeline capacity on the existing system; and (4) additional facilities, and therefore rate base growth, associated with increased 


economic activity in PNG’s service territory. 


 Option to Participate in a 45 MW Hydro Investment. In April 2011, PNG announced that it will invest up to $2.5 million to 


advance the 45 MW hydro project to the start of construction. At that time, PNG will decide whether to exercise its exclusive 


option to provide construction equity and own a 50% interest in the project. The 45 MW Narrows Inlet run-of-river hydro project 


is located about 35 kilometres north of Sechelt, BC. The expected capital cost is $190 million with construction slated to begin in 


mid to late 2012 with an in-service date in 2015 or 2016. 
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Valuation


Our $32.00 per share price target is based on a sum-of-the-parts analysis that results in a valuation range of $29.00/share to
$35.00/share using a combination of discounted cash flow (DCF) and multiples-based approaches.


Price Target Impediment
Impediments to our price target include power prices that meaningfully differ from our forecast, projects/acquisitions that fail to gain
the confidence of investors, the commissioning of the Forrest Kerr project on time and on budget, and natural gas prices and drilling
trends in Alberta.


Company Description
AltaGas is an integrated energy infrastructure and services organization. AltaGas' business includes natural gas gathering and
processing, extraction of ethane and natural gas liquids, transmission, wholesale sale of power from its gas-fired generation and power
purchase-based arrangements, natural gas and natural gas liquids, rate regulated utilities, as well as retail energy services to
commercial, industrial, and institutional end-users across Canada.
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PRICE TARGET REVISION | COMMENT
NOVEMBER 15, 2011


AltaGas Ltd. (TSX: ALA)


Hydro Contracts Keep the Value Flowing; Raising
Target to $34


Outperform
Average Risk
Price: 29.69


Shares O/S (MM): 88.8
Dividend: 1.38
Float (MM): 88.8


Price Target: 34.00 ↑ 32.00
Implied All-In Return: 19%
Market Cap (MM): 2,636
Yield: 4.6%


Event


Contracts for McLymont and Volcano Creek hydro projects and equity raise;
increasing price target to $34.00 (from $32.00).


Investment Opinion


• High Value Hydro Projects. AltaGas announced the signing of Electricity
Purchase Agreements (EPAs) with BC Hydro for the McLymont and Volcano
Creek run-of-river hydro projects in northwest B.C. that are in the same
geographic region as the Forrest Kerr hydro project, which is already under
construction.


• Attractive Contracts Add $2/share. The EPAs for the two projects are,
"...similar in all material respects as the EPA signed for the Forrest Kerr project
on May 28, 2010." Specifically, the EPAs have a 60-year term with power
prices fully indexed to CPI. We believe the full CPI escalation is the contract
term that adds the most value. On an EV/EBITDA basis, we believe full CPI
escalation assuming 2% inflation translates to a roughly 2x premium.


• The Contracts Demonstrate Management's Negotiating Ability. We believe
that management was able to extract above average returns for shareholders by
leveraging its negotiating position while still delivering significant benefits to
the province of B.C., which included federal subsidies for the Northwest
Transmission Line, a significant source of renewable power, and
socio-economic benefits.


• AltaGas is Our Best Idea in the Midstream Space. Although the new
contracts remove a near-term catalyst, we continue to favour: (1) the significant
upside value from the three hydro projects in northwest B.C. that we do not
think is adequately reflected in the share price; (2) the total return prospects
including a roughly 5% dividend yield plus about 5% annual growth with
significant upside when Forrest Kerr is complete in mid-2014; and (3) upside
optionality for near-term strength in Alberta power prices.


• Changes to Estimates to Reflect PNG Acquisition Net of Equity Financing.
Consistent with our previously published analysis, we see the PNG acquisition
as $0.01/share accretive to ACFFO under a fully-financed scenario. Our 2011,
2012 and 2013 ACFFO/share estimates are now $2.31, $2.68 and $3.14,
respectively (from $2.33, $2.67 and $3.13, respectively).


• Valuation: Increasing Target to $34.00 (from $32.00) to Reflect McLymont
and Volcano Contracts. Our analysis indicates that the McLymont and
Volcano projects could add roughly $2/share on a present value basis. Our
price target is based on a sum-of-the-parts analysis that results in a valuation
range of $30.50/share to $36.50/share.


Priced as of prior trading day's market close, EST (unless otherwise noted).
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FY Dec 2010A 2011E 2012E 2013E


Adj CFFO - FD 2.17 2.31 2.68 3.14


Prev. 2.33 2.67 3.13


Div. Yield 6.1% 4.4% 4.6% 4.9%


P/ACFFO 13.7x 12.9x 11.1x 9.5x


FFO (Op) - FD 2.33 2.44 2.80 3.26


Prev. 2.46


P/FFO 12.7x 12.2x 10.6x 9.1x


EPS (Op) - FD 1.24 1.12 1.29 1.54


Prev. 1.13 1.53


P/E 23.9x 26.5x 23.0x 19.3x


DPS 1.81 1.32 1.38 1.46


Adj CFFO - FD Q1 Q2 Q3 Q4


2010 0.59A 0.51A 0.45A 0.62A
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Well-Executed Financing Focuses the Story on What Matters 
Following the signing of attractive electricity purchase agreements (EPAs) for the McLymont and Volcano Creek hydro projects in 


northwest B.C., the Pacific Northern Gas (PNG) acquisition announcement and the recently completed equity issue, we believe 


investors can now focus on a growth and value story that makes AltaGas’ shares our best idea in the midstream space. Our thoughts on 


the recent events are as follows: 


 McLymont and Volcano Creek EPAs are a Positive Development. While management continued to express confidence 


that the EPAs for both projects would be signed on similar terms to the attractive Forrest Kerr hydro project, there was 


cautiousness that those types of terms could be repeated. Further, we were concerned about negative news flow for BC Hydro 


(i.e., media stories (including the Vancouver Sun on October 28, 2011) about accounting issues; departure of the CEO) might 


de-rail the contracts. With the contracts now signed, we think that investors can now focus on how attractive these contracts 


are. We continue to believe that the full appreciation of the value of these projects cannot be captured through any valuation 


method other than a DCF. We believe the full CPI escalation (versus a fraction of CPI under most renewable power contracts 


these days) is worth a roughly 2x EV/EBITDA premium assuming 2% inflation. Of interest, at 4% inflation, the EV/EBITDA 


premium is roughly 6x. 


 Well-Executed Equity Financing. Following the PNG acquisition announcement, we received many questions about the 


need for equity, which we believe was going to create an overhang for the stock if left unaddressed until later in 2012 when 


there may have been an actual need for equity. The size of the equity issuance was well matched to the “equity” component 


of the PNG acquisition, minimizes dilution/negative carry on the equity into 2012 and removes a potential overhang for the 


stock. 


 AltaGas’ Shares are Our Best Idea in the Midstream Space. Although the new contracts remove a near-term catalyst, we 


continue to favour: (1) the significant upside value from the three hydro projects in northwest B.C. that we do not think is 


adequately reflected in the share price; (2) the total return prospects including a roughly 5% dividend yield plus about 5% 


annual growth with significant upside when Forrest Kerr is complete in mid-2014; and (3) upside optionality for near-term 


strength in Alberta power prices without being particularly concerned about the long-term prospects for the power market 


since most of AltaGas’ exposure is through the Sundance B PPA that expires in 2020. 


Increasing Price Target to $34.00 (from $32.00) to Reflect the EPAs for McLymont and Volcano 
Our valuation analysis of the project is set out later in this note and estimates a value (net of construction costs) of $2/share one-year 


from now. As such, we have increased our price target to $34.00 (from $32.00). Our analysis also reflects the impact of the PNG 


acquisition (mildly accretive to value) net of dilution from the recent equity issuance. 


Our sum-of-the parts analysis is set out in Exhibit 1. 


Exhibit 1: The Estimated NAV Rises by About $2/Share for the Attractive Hydro Projects (In $MM except per share figures) 


Multiple Analyses Approach 2013E Low High Low High Low High Comments


Power


Forrest Kerr DCF n/a 7.5% 6.5% $1,340 $1,580 $14.85 $17.51 Disc. at 10% from mid-2014 in-service date to Dec 31/12 val. date


McLymont & Volcano DCF n/a 7.5% 6.5% 361 420 4.00 4.65 Disc. at 10% from end of 2015 in-service date to Dec 31/12 val. date


Sundance B PPA DCF n/a 10.0% 9.0% 380 480 4.21 5.32 Sundance B PPA expires in 2020; based on $65/MWh to $75/MWh


Other Power DCF n/a 8.0% 7.0% 337       371 3.74 4.11 Mostly Bear Mountain wind


Gas segment (FG&P, E&T) EV/EBITDA $232 9.0x 9.5x 2,088 2,204 23.14 24.42


Utilities segment Rate Base 571      110% 120% 638 695 7.07 7.70 Adds 50% of $20mm potential contingency payment at PNG


Corporate segment EV/EBITDA (38)       10.0x 11.0x (380) (418) (4.21) (4.63)


Combined Enterprise Value $4,765 $5,332 $52.79 $59.07


Deduct: Net Debt (1,388) (1,388) (15.38) (15.38) Forecast as at December 31, 2012


Deduct: Remaining Capex for Forrest Kerr (196) (196) (2.17) (2.17) Forecast spending in 2013 and 2014 to complete Forrest Kerr


Deduct: Capex for McLymont & Volcano (247) (251) (2.74) (2.78) Present value of future capex (est. total of $275 million)


Deduct: Preferred shares (194) (194) (2.15) (2.15)


Equity Value per Share (rounded) $30.50 $36.50


Issued and oustanding shares (MM) 90 90 Forecast as at December 31, 2012  


Source: Company reports; RBC Capital Markets estimates 
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McLymont and Volcano Estimated to Add $2/share to Price Target 
We see the McLymont and Volcano hydro projects in northwest B.C. adding roughly $2/share to value to our price target. Key 


assumptions used in our analysis include: 


 Capital Costs: $275 million in spending for the two projects spread evenly from 2013 through 2015. 


 Initial Year Power Price and Capacity Factor: We have assumed a $125/MWh power price, which is similar first year 


price used for the Forrest Kerr hydro project. We assume that the projects will total 82 MW of capacity with 287 GWh per 


year of production based on a 40% capacity factor (lower than the 55% capacity factor for Forrest Kerr). 


 Inflation: Our analysis assumes 2% inflation applied to both the power price and operating & maintenance costs. Tables in 


Exhibit 2 show the sensitivity to this assumption. 


 Discount Rate: We assume a 7% unlevered, after-tax discount rate for the project. Tables in Exhibit 2 show the sensitivity to 


this assumption. 


Exhibit 2: Estimated $2/share of Value from the Projects (In $MM except per share figures) 


2013E 2014E 2015E 2016E 2017E 2018E 2019E 2020E 2021E 2022E 2023E 2024E 2025E


Capacity (MW) 82 82 82 82 82 82 82 82 82 82


Capacity Factor 40% 40% 40% 40% 40% 40% 40% 40% 40% 40%


Production (MM MWh) 0.287 0.287 0.287 0.287 0.287 0.287 0.287 0.287 0.287 0.287


Price ($/MWh) $125 $128 $130 $133 $135 $138 $141 $144 $146 $149


Revenue CPI 2% 2% 2% 2% 2% 2% 2% 2% 2% 2%


Cost CPI 2% 2% 2% 2% 2% 2% 2% 2% 2% 2%


Revenues $36 $37 $37 $38 $39 $40 $40 $41 $42 $43


Operating Costs (4) (4) (4) (4) (4) (5) (5) (5) (5) (5)


EBITDA 32 32 33 34 34 35 36 37 37 38


Cash Taxes 0 0 0 0 0 (1) (3) (5) (6) (7)


Construction Costs (92) (92) (92) 0 0 0 0 0 0 0 0 0 0


Unlevered Free Cash Flow ($92) ($92) ($92) $32 $32 $33 $34 $34 $34 $33 $31 $31 $31
 


Sensitivity Analysis


Net Present Value to December 31, 2012


In $MM In $ per share


Inflation Inflation


173 0% 1% 2% 3% 4% 2 0% 1% 2% 3% 4%


6.0% $126 $182 $257 $357 $495 6.0% $1.39 $2.02 $2.85 $3.96 $5.49


Unlevered 6.5% $99 $148 $212 $297 $412 Unlevered 6.5% $1.10 $1.64 $2.35 $3.29 $4.57


Discount 7.0% $76 $118 $173 $246 $343 Discount 7.0% $0.84 $1.31 $1.92 $2.72 $3.80


Rate 7.5% $55 $92 $140 $202 $285 Rate 7.5% $0.61 $1.02 $1.55 $2.24 $3.15


8.0% $37 $70 $111 $165 $235 8.0% $0.41 $0.77 $1.23 $1.82 $2.60
 


Source: Company reports; RBC Capital Markets estimates 


Modest Upward Adjustment to Our Estimates to Reflect PNG Acquisition Offset by Equity Issue 
Consistent with our previously published analysis, we see the PNG acquisition as $0.01/share accretive to ACFFO under a fully-


financed scenario. Our 2011, 2012 and 2013 ACFFO/share estimates are now $2.31, $2.68 and $3.14, respectively (from $2.33, $2.67 


and $3.13, respectively). A summary of our financial forecast is set out in Exhibit 3. 
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Exhibit 3: Summary Financial Forecast (In $MM except per share figures) 


Old


2010 Q1/11 Q2/11 Q3/11 Q4/11E 2011E 2012E 2013E 2011E 2012E 2013E


Gas $158 $44 $39 $33 $41 $158 $192 $232 $158 $192 $232


Utilities 36 15 8 6 14 43 67 74 43 46 50


Power 92 31 20 26 30 106 101 111 106 101 111


Corporate (38) (9) (11) (8) (8) (36) (36) (38) (36) (36) (38)


EBITDA 248 81 57 56 77 271 323 378 271 302 355


Depreciation & Amortization (91) (22) (22) (23) (22) (88) (98) (111) (88) (92) (106)


Interest Expense (49) (13) (14) (12) (14) (53) (57) (67) (53) (51) (60)


Current Income Tax 0 (1) (0) 1 (0) (1) (2) (3) (1) (2) (2)


Future Income Tax (3) (10) 2 (5) (9) (22) (36) (43) (22) (35) (41)


Preferred Share Distributions (4) (3) (3) (3) (3) (11) (11) (11) (11) (11) (11)


Normalized Earnings $102 $33 $21 $14 $29 $96 $118 $143 $96 $112 $134


Earnings per Share (EPS) $1.24 $0.39 $0.24 $0.16 $0.33 $1.12 $1.29 $1.54 $1.13 $1.29 $1.53


Adj. Cash Flow from Ops. (ACFFO)


Reported Earnings (net of pfds) $97 $27 $17 $11 $29 $83 $118 $143 $83 $112 $134


Depreciation & Amortization 89 22 22 23 22 88 98 111 88 92 106


Future Income Tax 2 8 (3) 4 9 18 36 43 18 35 41


Other 2 5 9 5 1 21 4 4 21 4 4


Cash Flow from Operations 190 61 44 43 61 209 257 302 209 242 285


Maintenance Capex (13) (2) (5) (2) (2) (11) (11) (11) (11) (11) (11)


ACFFO $178 $59 $39 $41 $59 $199 $246 $291 $198 $231 $274


Diluted Shares Outstanding (MM) 82 85 84 85 88 86 92 93 85 87 88


ACFFO/share $2.17 $0.69 $0.46 $0.49 $0.67 $2.31 $2.68 $3.14 $2.33 $2.67 $3.13


CFFO/share $2.33 $0.72 $0.52 $0.51 $0.69 $2.44 $2.80 $3.26 $2.46 $2.80 $3.26


Distribution per Share $1.81 $0.33 $0.33 $0.33 $0.33 $1.32 $1.38 $1.46 $1.32 $1.38 $1.46


Payout Ratio (Earnings) 146% 118% 107% 95% 117% 107% 95%


Payout Ratio (ACFFO) 83% 57% 51% 46% 57% 52% 47%  


Source: Company reports; RBC Capital Markets estimates 


 


 


AltaGas Ltd.November 15, 2011







5


Valuation


Our $34.00 per share price target is based on a sum-of-the-parts analysis that results in a valuation range of $30.50/share to
$36.50/share using a combination of discounted cash flow (DCF) and multiples-based approaches.


Price Target Impediment
Impediments to our price target include power prices that meaningfully differ from our forecast, projects/acquisitions that fail to gain
the confidence of investors, the commissioning of the northwest B.C. hydro projects on time and on budget, and natural gas prices and
drilling trends in Alberta.


Company Description
AltaGas is an integrated energy infrastructure and services organization. AltaGas' business includes natural gas gathering and
processing, extraction of ethane and natural gas liquids, transmission, wholesale sale of power from its gas-fired generation and power
purchase-based arrangements, natural gas and natural gas liquids, rate regulated utilities, as well as retail energy services to
commercial, industrial, and institutional end-users across Canada.
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PRICE TARGET REVISION | COMMENT
FEBRUARY 22, 2012


AltaGas Ltd. (TSX: ALA)


SEMCO: Attractive Accretion and Risk Reduction


Outperform
Average Risk
Price: 29.20


Shares O/S (MM): 102.7
Dividend: 1.38
Float (MM): 102.7


Price Target: 35.00 ↑ 34.00
Implied All-In Return: 25%
Market Cap (MM): 2,999
Yield: 4.7%


Shares outstanding includes subscription receipts


Event


Views of the SEMCO transaction following the close of the equity deal;
increasing price target to $35.00 (up from $34.00).


Investment Opinion


• Material Accretion and Risk Reduction. On balance, we view the SEMCO
deal positively as it is forecast to add over 10% to cash flow ($0.33/share)
while also reducing overall corporate risk during the heavy capital build period
associated with the northwest B.C. hydro construction. As a partial offset, the
addition of SEMCO does reduce the exposure to what we see as the most
attractive (and undervalued assets) being the northwest B.C. hydro projects.


• Cash Flow Accretion Solidifies Future Dividend Growth (Although
Dividend Growth Was in the Cards Already). The forecast cash flow
accretion should provide AltaGas with even more support to increase annual
dividends in the 5%-range until mid-2014 when the Forrest Kerr hydro project
comes into service. After 2014, we see the potential for dividend growth closer
to 10%.


• We Continue to View the Shares Positively. We continue to favour: (1) the
significant upside value from the three hydro projects in northwest B.C. with
60-year, full inflation protected contracts with BC Hydro that we do not think is
adequately reflected in the share price; (2) the total return prospects with a
roughly 5% dividend yield plus 5% annual dividend growth until Forrest Kerr
is complete in mid-2014 (potential for even higher growth after that); and (3)
upside optionality for near-term strength in Alberta power prices with
immaterial exposure to any longer-term changes in the market structure.


• Increasing Estimates to Reflect an Accretive Transaction. Our new 2012
and 2013 ACFFO/share estimates are $2.79 and $3.47, respectively (up from
$2.68 and $3.14, respectively). The changes in our estimates are driven by the
accretive SEMCO acquisition.


• Valuation: Increasing Price Target to $35.00 (up from $34.00). The key
drivers of the higher target price include the accretive SEMCO transaction, an
overall risk reduction at a corporate level, and a modest increase in general
infrastructure valuations, partially offset by the equity issuance below our price
target.


Priced as of prior trading day's market close, EST (unless otherwise noted).
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We View the SEMCO Acquisition Positively 
 Lower Risk During Capital Build-Out Period. With the addition of two regulated natural gas utilities in both Michigan and 


Alaska, an underground natural gas storage facility, and a regulated natural gas storage development in Alaska, the SEMCO 


acquisition increases the regulated component of AltaGas’ business, which lowers overall risk for the company. In particular, 


we believe the risk reduction is extremely valuable during the high capital intensity during the construction of the northwest 


B.C. hydro projects through 2014/2015. Upon the completion of the transaction, management expects the Utilities segment to 


make up roughly 40% of overall EBITDA (up from 18% prior to the acquisition).  


 Acquisition Expected to be Meaningfully Accretive to Cash Flow and Earnings. We estimate that the acquisition could 


add roughly $0.33/share to ACFFO and $0.20/share to EPS in 2013 (i.e., the first full year). Management expects the 


transaction to be accretive to both earnings and cash flow by more than 10%, and to add incremental EBITDA of roughly 


US$130 million in 2013. We also see the cash flow accretion as further underpinning annual dividend growth in the 5%-


range through 2014 when the Forrest Kerr hydro project is expected to come into service. 


 Steady Growth for SEMCO’s Businesses. SEMCO’s gas distribution utility in Alaska has experienced 2.5% CAGR over 


the last ten years in customer and net plant growth, and management expects this growth rate to continue due to the positive 


impact of significant activity in Alaska’s natural resource sector. Furthermore, the Michigan utility has experienced a 


consistent CAGR of 2% over the last 10 years in net plant growth. While management expects rate base to grow at a similar 


rate in the near-term, it anticipates customer growth of 1% to 2% over the long-term. Although growth is relatively low 


compared to AltaGas’ other businesses, the acquisition strengthens the company’s underlying cash flows over the longer 


timeframe. 


Transaction Appears to be Accretive to Both Earnings and Cash Flow 
On February 1, 2012, AltaGas announced that it entered into a definitive agreement to acquire SEMCO for US$1.135 billion, which 


includes roughly US$355 million in assumed debt. In connection with the transaction, AltaGas issued 13,915,000 shares at 


$29.00/share for gross proceeds of about $403 million. Headquartered in Michigan, SEMCO holds a regulated natural gas distribution 


utility and an interest in a regulated natural gas storage utility under construction in Alaska, along with a regulated natural gas 


distribution utility and an interest in an unregulated natural gas storage facility in Michigan. 


 Financing for Acquisition Secured. Approximately US$780 million of cash required for the acquisition is expected to be 


provided from the net proceeds of the $403 million equity issuance, a new US$300 million unsecured credit facility, AltaGas’ 


existing $1 billion senior unsecured credit facilities, as well as future debt and preferred share issuances. 


 Transaction Expected to Close in Q3/12. Subject to customary and regulatory approvals, AltaGas expects the transaction to 


close in Q3/12. 


Based on our analysis set out in Exhibit 1, we estimate that the acquisition could add roughly $0.33/share to ACFFO in 2013 (i.e., the 


first full year).  
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Exhibit 1: The SEMCO Acquisition Appears to be Accretive to Both EPS and ACFFO/Share (In $MM except per share figures) 


Assumptions


Total Deal $1,135 Assumes C$ parity


Equity Financed 403


Debt Financed 732


Debt Assumed at SEMCO Level (355)


Incremental Debt 377 Assumes permanent financing rate


  Assumed Int Rate 5%


New Tax Rate (Cross-Border) 25%


Equity Issuance Price $29.00


2013E Comments


EBITDA Guidance $130 Guidance provided by AltaGas in first full year


Depreciation Expense (38) Includes depreciation for CINGSA prorated for SEMCO's 65% interest


Interest Expense (18) On assumed debt


Additional Interest Expense (17) On new debt


EBT 57


Taxes (14) Assume 25% statutory rate


Net Income 43


Add: Future Taxes 0 Assume 100% cash taxes


Add: Depreciation 38


CFFO Impact $81


Less: Maintenance Capex (2) Assume $2 MM of incremental maintenance capex 


ACFFO Impact $79


2013E CFFO $302


CFFO Impact 81 From calculation above


Pro Forma CFFO $383


2013E ACFFO $291


ACFFO Impact 79 From calculation above


Pro Forma ACFFO $370


2013E Shares Outstanding (MM) 93


Shares Issued (MM) 14


Pro Forma Shares (MM) 107


2013E CFFO/share (diluted) $3.26


Pro Forma CFFO/share $3.59


Accretion per Share $0.33


2013E ACFFO/share (diluted) $3.14


Pro Forma ACFFO/share $3.47


Accretion per Share $0.33


2013E EPS (diluted) $1.54


Pro Forma EPS $1.74


Accretion per Share $0.20


 


Source: Company reports; RBC Capital Markets estimates 
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Valuation: Increasing Price Target to $35.00 (up from $34.00) 
Our sum-of-the parts analysis is set out in Exhibit 2. The key drivers of the higher target price include the accretive SEMCO 


transaction, an overall risk reduction at a corporate level, and a modest increase in general infrastructure valuations, partially offset by 


the equity issuance. 


Exhibit 2: The Estimated NAV for AltaGas (In $MM except per share figures) 


Mult./Disc. Rate Total Value Value per Share


Multiple Analyses Approach 2013E Low High Low High Low High Comments


Power


Forrest Kerr DCF n/a 7.0% 6.5% $1,443 $1,564 $13.86 $15.02 Disc. at 10% from mid-2014 in-service date to Dec 31/12 val. date


McLymont & Volcano DCF n/a 7.0% 6.5% 403 435 3.87 4.17 Disc. at 10% from end of 2015 in-service date to Dec 31/12 val. date


Sundance B PPA DCF n/a 9.5% 9.0% 373 479 3.58 4.60 Sundance B PPA expires in 2020; based on $65/MWh to $75/MWh


Other Power DCF n/a 7.5% 7.0% 381      392 3.66 3.77 Mostly Bear Mountain wind


Gas segment (FG&P, E&T) EV/EBITDA $232 9.0x 9.5x 2,084 2,200 20.02 21.13


Utilities segment EV/EBITDA 204      9.5x 10.0x 1,950 2,063 18.73 19.81 Adds 50% of $20mm potential contingency payment at PNG


Corporate segment EV/EBITDA (38)       10.5x 11.0x (399) (418) (3.83) (4.02)


Combined Enterprise Value $6,234 $6,715 $59.88 $64.50


Deduct: Net Debt (2,274) (2,274) (21.84) (21.84) Forecast as at December 31, 2012


Deduct: Remaining Capex for Forrest Kerr (196) (196) (1.88) (1.88) Forecast spending in 2013 and 2014 to complete Forrest Kerr


Deduct: Capex for McLymont & Volcano (225) (225) (2.16) (2.16) Present value of future capex


Deduct: Preferred shares (194) (194) (1.86) (1.86)


Equity Value per Share (rounded) $32.00 $37.00


Issued and oustanding shares (MM) 104 104 Forecast as at December 31, 2012


 


Source: Company reports; RBC Capital Markets estimates 


Increasing Estimates to Reflect SEMCO Acquisition Offset by Equity Issue  
Consistent with our analysis in Exhibit 1, we see the SEMCO acquisition as $0.33/share accretive to ACFFO in its first full year. Our 


2012 and 2013 ACFFO/share estimates are now $2.79 and $3.47, respectively (from $2.68 and $3.14, respectively). A summary of our 


financial forecast is set out in Exhibit 3. 
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Exhibit 3: Summary Financial Forecast (In $MM except per share figures) 


Old


2010 Q1/11 Q2/11 Q3/11 Q4/11E 2011E 2012E 2013E 2011E 2012E 2013E


Gas $158 $44 $39 $33 $41 $158 $192 $232 $158 $192 $232


Utilities 36 15 8 6 14 43 100 204 43 67 74


Power 92 31 20 26 30 106 101 111 106 101 111


Corporate (38) (9) (11) (8) (8) (36) (36) (38) (36) (36) (38)


EBITDA 248 81 57 56 77 271 356 508 271 323 378


Depreciation & Amortization (91) (22) (22) (23) (22) (88) (107) (149) (88) (98) (111)


Interest Expense (49) (13) (14) (12) (14) (53) (66) (103) (53) (57) (67)


Current Income Tax 0 (1) (0) 1 (0) (1) (5) (17) (1) (2) (3)


Future Income Tax (3) (10) 2 (5) (9) (22) (37) (43) (22) (36) (43)


Preferred Share Distributions (4) (3) (3) (3) (3) (11) (11) (11) (11) (11) (11)


Normalized Earnings $102 $33 $21 $14 $29 $96 $129 $185 $96 $118 $143


Earnings per Share (EPS) $1.24 $0.39 $0.24 $0.16 $0.33 $1.12 $1.36 $1.74 $1.12 $1.29 $1.54


Adj. Cash Flow from Ops. (ACFFO)


Reported Earnings (net of pfds) $97 $27 $17 $11 $29 $83 $129 $185 $83 $118 $143


Depreciation & Amortization 89 22 22 23 22 88 107 149 88 98 111


Future Income Tax 2 8 (3) 4 9 18 37 43 18 36 43


Other 2 5 9 5 1 21 4 4 21 4 4


Cash Flow from Operations 190 61 44 43 61 209 277 383 209 257 302


Maintenance Capex (13) (2) (5) (2) (2) (11) (11) (13) (11) (11) (11)


ACFFO $178 $59 $39 $41 $59 $199 $266 $370 $199 $246 $291


Diluted Shares Outstanding (MM) 82 85 84 85 88 86 95 107 86 92 93


ACFFO/share $2.17 $0.69 $0.46 $0.49 $0.67 $2.31 $2.79 $3.47 $2.31 $2.68 $3.14


CFFO/share $2.33 $0.72 $0.52 $0.51 $0.69 $2.44 $2.91 $3.59 $2.44 $2.80 $3.26


Dividend per Share $1.81 $0.33 $0.33 $0.33 $0.33 $1.32 $1.38 $1.46 $1.32 $1.38 $1.46


Payout Ratio (Earnings) 146% 118% 102% 84% 118% 107% 95%


Payout Ratio (ACFFO) 83% 57% 49% 42% 57% 51% 46%


 


Source: Company reports; RBC Capital Markets estimates 


SEMCO’s Assets Include Regulated Utilities in Alaska and Michigan 
SEMCO’s regulated natural gas distribution utilities and regulated natural gas storage facilities have a combined rate base of 


approximately US$725 million.  


 Alaska’s Largest Natural Gas Distributor. As the largest natural gas distributor in Alaska, ENSTAR serves 132,000 


primarily residential customers through 414 miles of transmission pipelines and 2,800 miles of distribution mains in the 


Anchorage and Cook Inlet area. ENSTAR has an approved regulated ROE of 12.55% on prescribed equity thickness of 


51.4% on a rate base of roughly US$200 million.  


 Regulated Gas Storage Facility Under Construction. SEMCO owns a 65% interest in CINGSA, a regulated natural gas 


storage utility in Alaska. With an expected in-service date in Q2/12, the storage facility will initially have 11 Bcf of capacity, 


with future expansion potential to 18 Bcf of natural gas. CINGSA has an approved regulated ROE of 12.55% on prescribed 


equity thickness of 50% on a rate base of roughly US$100 million (net to SEMCO). The development of CINGSA is 


expected allow ENSTAR to better meet customer needs during peak winter months. 


 Gas Franchise Facility in Michigan. SEMCO’s natural gas distribution utility in Michigan serves 286,000 customers 


through roughly 150 miles of transmission pipelines and 5,866 miles of distribution mains in Southern Michigan and 


Michigan’s Upper Peninsula. The utility has an approved regulated ROE of 10.35% with a prescribed equity thickness of 


50% on a rate base of roughly US$425 million, which includes five natural gas storage facilities with a capacity of 4.9 Bcf. 


 Interest in Non-Regulated Natural Gas Storage Facility. SEMCO owns a 50% interest in the Eaton Rapids Gas Storage 


System (ERGSS), a non-regulated gas storage facility in Michigan with 12.8 Bcf of storage capacity. 
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Exhibit 4: SEMCO Owns Interests in Gas Distribution and Storage Assets in Both Alaska and Michigan 


  


Source: Company reports 
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Valuation


Our $35.00 per share price target is based on a sum-of-the-parts analysis that results in a valuation range of $32.00/share to
$37.00/share using a combination of discounted cash flow (DCF) and multiples-based approaches.


Price Target Impediment
Impediments to our price target include power prices that meaningfully differ from our forecast, projects/acquisitions that fail to gain
the confidence of investors, the commissioning of the northwest B.C. hydro projects on time and on budget, and natural gas prices and
drilling trends in Alberta.


Company Description
AltaGas is an integrated energy infrastructure and services organization. AltaGas' business includes natural gas gathering and
processing, extraction of ethane and natural gas liquids, transmission, wholesale sale of power from its gas-fired generation and power
purchase-based arrangements, natural gas and natural gas liquids, rate regulated utilities, as well as retail energy services to
commercial, industrial, and institutional end-users across Canada.
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AltaGas Ltd. (TSX: ALA)


A Solid Foundation for Growth; Q4/11 Results Ahead
of Expectations


Outperform
Average Risk
Price: 31.54


Shares O/S (MM): 103.1
Dividend: 1.38
Float (MM): 103.1


Price Target: 35.00
Implied All-In Return: 15%
Market Cap (MM): 3,252
Yield: 4.4%


Shares outstanding includes subscription receipts


Event


AltaGas reported Q4/11 results.


Investment Opinion


• Normalized Q4/11 Results Slightly Ahead of Expectations. Normalized
ACFFO/share (diluted) was $0.71 in Q4/11 compared to our estimate of $0.67
and $0.62 in Q4/10. Our figures add back $0.06/share of one-time transaction
costs. The slightly better-than-expected core results were driven by the Gas
segment. Power and Utilities (adjusted for transaction costs) were in-line with
expectations.


• Forrest Kerr Costs 86% Fixed. At the end of 2011, AltaGas had locked down
86% of the expected $725 million capital cost under fixed-price contracts. The
percentage locked down is roughly in line with prior disclosures, and is a
significant increase from the 20% fixed at the end of 2010.


• Power and Frac Spread Hedges are in Good Shape. For power, AltaGas has
hedged 75% of volumes at $80/MWh for Q1/12 (versus the year-to-date
average spot price of $70/MWh). For the remainder of the year, 56% of
volumes are hedged at $65/MWh. As for frac spreads, about 75% of frac spread
exposed volumes have been hedged at $35/bbl (compared to 70% hedged at
$28/bbl for 2011).


• Estimates Modestly Increased. Our new 2012 and 2013 ACFFO/share
estimates are $2.83 and $3.54, respectively (up from $2.79 and $3.47,
respectively). The increase is primarily driven by higher Gas segment EBITDA
(adjustments reflecting the Q4/11 results in addition to higher Harmattan
Co-stream EBITDA).


• A Solid Choice in the Midstream Space. We continue to view AltaGas as a
solid stock in our midstream coverage for the following reasons: (1) attractive
near-term total return profile with roughly 5% forecast annual dividend growth
and potential growth closer to 10% in 2014/2015 when Forrest Kerr comes into
service; (2) value accretion via the passage of time with roughly half of the
company's value coming from hydro projects that will be in-service in
2014/2015 (i.e., net present value accretion to the in-service dates); and (3)
upside optionality for near-term strength in Alberta power prices with
immaterial exposure to any long-term changes in the market structure.


• Valuation. Our $35.00 per share price target is based on a sum-of-the-parts
analysis that results in a valuation range of $32.00/share to $36.50/share using a
combination of discounted cash flow (DCF) and multiples-based approaches.


Priced as of prior trading day's market close, EST (unless otherwise noted).
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Q4/11 Results Modestly Ahead of Expectations 
AltaGas' normalized ACFFO/share (diluted) was $0.71 in Q4/11 compared to our estimate of $0.67 and $0.62 in Q4/10. Higher-than-


forecast results were mainly driven by stronger EBITDA from the Gas segment due to higher extraction margins and higher realized 


frac spreads, partially offset by lower FG&P volumes. For the Utilities and Power segments, the company normalized for $5.7 million 


($0.06/share) of transaction costs in Q4/11, which include transaction costs incurred for the PNG acquisition (Utilities) and the Decker 


acquisition (Power). The quarterly results compared to our estimate are set out in Exhibit 1. 


Exhibit 1: Normalized Results (In $MM except per share figures) 


RBC CM Restated


Q4/11 Q4/11E Q4/10 Q4/11 Comments


Gas $45 $41 $41 Higher extraction margins; stronger realized frac spread


Utilities 14 14 13 Normalized for $3.5 MM of transaction costs for PNG acquisition


Power 29 30 25 Normalized for roughly $2 MM of transaction costs in Q4/11


Corporate (9) (8) (9)


EBITDA 79 77 70


Depreciation & Amortization (25) (22) (22)


Interest Expense (13) (14) (12)


Current Income Tax 1 (0) 1


Future Income Tax (10) (9) (7)


Preferred Share Distributions (3) (3) (2)


Normalized Earnings $29 $29 $27


Earnings per Share (EPS) $0.33 $0.33 $0.32


Adj. Cash Flow from Ops. (ACFFO)


Reported Earnings (net of preferreds) $30 $29 $26


Depreciation & Amortization 25 22 22


Future Income Tax 10 9 7


Other 1 1 (1)


Cash Flow from Operations 66 61 55


Maintenance Capex (3) (2) (4)


ACFFO $63 $59 $51


Diluted Shares Outstanding (MM) 88 88 83


ACFFO/share $0.71 $0.67 $0.62


CFFO/share $0.75 $0.69 $0.66  


Source: Company Reports; RBC Capital Markets estimates 


Highlights of the Quarter and Outlook 


 Growth Capex of $1.5 Billion Expected for 2012. Based on the cash to close the pending acquisition of SEMCO and projects 


currently under review, development or construction, AltaGas expects capex of roughly $1.5 billion in 2012 with allocations of 


20% for Gas, 25% for Power, and 55% for Utilities. The vast majority of the Utility spending is related to the SEMCO 


acquisition. 


 86% of Project Costs Contractually Fixed for Forrest Kerr. For the 195 MW Forrest Kerr hydro project currently under 


construction, AltaGas disclosed that 86% of project costs have been contractually committed to fixed prices as at December 


31, 2011, which is roughly in line with prior guidance. 


 Higher Costs Expected for Harmattan Co-Stream, but Mitigated Under the Terms of the Contract With NOVA 


Chemicals. Project costs for Harmattan Co-Stream are now expected to be slightly over the budgeted costs of $130 million 


plus 20% contingency due to higher engineering costs, rock formations along the pipeline route, increased equipment costs 


and in-plant construction costs. The project is expected to start operations in Q2/12 and based on the current capital cost 


estimates, AltaGas expects annual EBITDA contribution to be slightly over $25 million (previously $20 million to $25 


million) with the increase reflecting the recovery of higher capital costs under the contract with NOVA. As at the end of 


2011, the company had $146 million of committed capital costs, and 70% of expected costs were incurred. 


 Work Continues on Gordondale Plant. Construction work continues on the 120 MMcf/d Gordondale deep cut processing 


facility, which has a cost estimate of $236 million and a targeted full commissioning in late 2012. Management noted that the 
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project is experiencing cost pressures mainly driven by the shortage of labour and engineering expertise although it is 


currently not material at this time. Further, higher costs would be mitigated under the tolling contract for the plant. As at the 


end of 2011, the company had $180 million of committed capital costs, and about 67% of estimated costs are expected to be 


contractually fixed over the course of construction.  


 Expected Growth to Regulated Rate Base of $1.3 Billion in 2012. AltaGas expects to grow its regulated rate base to $1.3 


billion in 2012 from roughly $505 million in 2011, mainly driven by $725 million of rate base addition through the SEMCO 


acquisition. The remaining $70 million of additions will primarily be driven by the rate base growth of 14% and 16% at AUI 


and Heritage Gas, respectively. 


 Date Set for Harmattan Co-Stream Court of Appeal Hearing. The hearing date of April 5, 2012 has been set for the appeal of 


the Alberta Energy Resources Conservation Board's (ERCB) approval of AltaGas’ Harmattan Co-Stream project. In August 2011, 


the Alberta Court of Appeal granted leave to appeal the ERCB approval of the Harmattan Co-Stream project in December 2010. 


As there is no injunction, AltaGas intends to place the project into service when it is complete in Q2/12. 


 SEMCO Transaction Expected to Close in Q3/12. As previously guided, the company expects the SEMCO transaction to close 


in Q3/12. The company has received anti-trust clearance in the U.S. and is awaiting regulatory approvals in Alaska and Michigan. 


On February 1, 2012, AltaGas announced that it entered into a definitive agreement to acquire SEMCO for US$1.135 billion, 


which includes roughly US$355 million of assumed debt. In connection with the transaction, AltaGas issued subscription receipts 


for gross proceeds of about $403 million. Headquartered in Michigan, SEMCO owns a regulated natural gas distribution utility 


and an interest in a regulated natural gas storage utility under construction in Alaska, along with a regulated natural gas 


distribution utility and an interest in an unregulated natural gas storage facility in Michigan. For additional details on the 


transaction, please refer to our Research Comment on February 22, 2012. 


 Small Acquisitions of Power Assets Completed in Q1/12. In January 2012, AltaGas announced that it made three acquisitions 


at a total cost of approximately $70 million, which include the purchase of Decker Energy International, which own interests in 


two biomass projects in the U.S. that are fully contracted with long-term PPAs. The second transaction was for a 50% interest in a 


29 MW wind farm in Colorado, which has a 25-year PPA with a local utility, and is expected to come into service in late 2012. 


The third transaction was for 25 MW of gas-fired peaking capacity in Alberta, which AltaGas has leased since 2004 and has 


operated the plants since 2007. AltaGas disclosed that the two U.S. acquisitions would contribute about $6 million to EBITDA on 


an annual basis. 


Hedging Update 


 Power Hedges Increased. For Q1/12, approximately 75% of Alberta power volumes have been hedged at an average price of 


$80/MWh, and for the remainder of 2012, AltaGas has hedged about 56% of volumes at $65/MWh (on a full-year basis, the 


hedging is up 10% with pricing up about $5/MWh from Q3/11 disclosures). On the conference call, management also noted that 


for 2013, roughly 33% (up from 29%) of Alberta power volumes have been hedged at $65/MWh (slightly up from $64/MWh). 


 Frac Spread Hedged Percentages Increased. For 2012, the company has hedged roughly 75% (up from 67%) of its frac spread 


exposed volumes at a price of $35/bbl (unchanged), while for 2013, AltaGas has hedged approximately 33% at a price of $35/bbl. 


Of total extraction volumes, 13% remains exposed to frac spreads (in line with prior disclosures). 


Estimates Unchanged 
Our new 2012 and 2013 ACFFO/share estimates are $2.83 and $3.54, respectively (up from $2.79 and $3.47, respectively). The 


increase is primarily driven by higher Gas segment EBITDA (adjustments reflecting the Q4/11 results in addition to higher Harmattan 


Co-stream EBITDA). Of note, the lower interest expense is offset by higher preferred share dividends as we have assumed a $200 


million issuance in mid-2012 to shore-up the credit metrics. 


Our financial forecast is set out in Exhibit 2. 


AltaGas Ltd.March 9, 2012







4


 


 


Exhibit 2: Financial Forecast (In $MM except per share figures) 


Old


2010 2011 Q1/12E Q2/12E Q3/12E Q4/12E 2012E 2013E 2012E 2013E


Gas $158 $162 $45 $48 $52 $52 $196 $238 $192 $232


Utilities 36 43 27 8 4 60 99 203 100 204


Power 92 105 30 20 25 24 100 110 101 111


Corporate (38) (37) (9) (9) (9) (9) (35) (37) (36) (38)


EBITDA 248 273 94 67 72 127 360 515 356 508


Depreciation & Amortization (91) (91) (25) (27) (27) (39) (118) (160) (107) (149)


Interest Expense (49) (52) (12) (14) (14) (23) (63) (96) (66) (103)


Current Income Tax 0 (0) (1) (1) (1) (5) (6) (16) (5) (17)


Future Income Tax (3) (22) (12) (6) (7) (10) (35) (45) (37) (43)


Preferred Share Distributions (4) (11) (3) (3) (5) (5) (15) (19) (11) (11)


Normalized Earnings $102 $96 $41 $18 $19 $45 $122 $179 $129 $185


Earnings per Share (EPS) $1.24 $1.12 $0.45 $0.19 $0.21 $0.42 $1.29 $1.69 $1.36 $1.74


Adj. Cash Flow from Ops. (ACFFO)


Reported Earnings (net of pfds) $97 $84 $41 $18 $19 $45 $122 $179 $129 $185


Depreciation & Amortization 89 93 25 27 27 39 118 160 107 149


Future Income Tax 2 19 12 6 7 10 35 45 37 43


Other 2 19 1 1 1 1 4 4 4 4


Cash Flow from Operations 190 214 79 51 54 95 279 388 277 383


Maintenance Capex (13) (12) (3) (3) (3) (3) (11) (13) (11) (13)


ACFFO $178 $202 $77 $48 $51 $92 $268 $375 $266 $370


Diluted Shares Outstanding (MM) 82 85 91 91 91 106 95 106 95 107


ACFFO/share $2.17 $2.36 $0.84 $0.53 $0.56 $0.87 $2.83 $3.54 $2.79 $3.47


CFFO/share $2.33 $2.51 $0.87 $0.56 $0.59 $0.90 $2.95 $3.66 $2.91 $3.59


Dividend/share (for maj. of year) $1.81 $1.32 $1.38 $1.46 $1.38 $1.46


Payout Ratio (Earnings) 146% 117% 107% 86% 102% 84%


Payout Ratio (ACFFO) 83% 56% 49% 41% 49% 42%
 


Source: Company Reports; RBC Capital Markets estimates 


Overall Valuation Unchanged 
Following the quarter, we have updated our valuation for the company although we have left our $35.00/share price target unchanged. 


Notable changes to our net asset value include: (1) a higher value for Forrest Kerr due to reduced construction risk since 86% of the 


costs are now contractually fixed resulting in a reduced pre-commissioning discount rate of 8% unlevered, after-tax (down from 10%; 


our post-commissioning discount rate range is unchanged at 6.5% to 7.0%); (2) a higher value for the Gas business (due to higher 


EBITDA); and (3) higher debt and preferred share balances mostly due to higher-than-forecast capex in 2012 although some of the 


capex in the $1.5 billion budget for 2012 relates to projects that have not yet been announced so there is some upside to our NAV as 


new projects are announced. 


Our net asset value framework is set out in Exhibit 3. 
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Exhibit 3: Sum-of-the-Parts Valuation (In $MM except per share figures) 


Mult./Disc. Rate Total Value Value per Share


Approach 2013E Low High Low High Low High Comments


Power


Forrest Kerr DCF n/a 7.0% 6.5% $1,520 $1,648 $14.56 $15.79 Disc. at 8% from mid-2014 in-service date to val. date


McLymont & Volcano DCF n/a 7.0% 6.5% 412 445 3.95 4.26 Disc. at 10% from end of 2015 in-service date to val. date


Sundance B PPA DCF n/a 9.5% 9.0% 357 459 3.42 4.39 Sun B PPA expires in 2020; based on $65/MWh to $75/MWh


Other Power DCF n/a 7.5% 7.0% 392      404 3.76 3.87 Mostly Bear Mountain wind


Gas segment (FG&P, E&T) EV/EBITDA $238 9.0x 9.5x 2,145 2,264 20.56 21.70


Utilities segment EV/EBITDA 203      9.5x 10.0x 1,943 2,044 18.62 19.59 Adds 50% of $20mm potential contingency payment at PNG


Corporate segment EV/EBITDA (37)       10.5x 11.0x (389) (407) (3.72) (3.90)


Combined Enterprise Value $6,381 $6,857 $61.15 $65.71


Deduct: Net Debt (2,231) (2,231) (21.38) (21.38) Forecast as of March 31, 2013


Deduct: Remaining Capex for Forrest Kerr (198) (198) (1.90) (1.90) PV of 2013 and 2014 spending


Deduct: Capex for McLymont & Volcano (222) (222) (2.13) (2.13) PV of 2013-2015 spending


Deduct: Preferred shares (394) (394) (3.78) (3.78)


Equity Value per Share (rounded) $32.00 $36.50


Issued and oustanding shares (MM) 104 104 Forecast as at March 31, 2013  


Source: Company Reports; RBC Capital Markets estimates 
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Valuation


Our $35.00 per share price target is based on a sum-of-the-parts analysis that results in a valuation range of $32.00/share to
$36.50/share using a combination of discounted cash flow (DCF) and multiples-based approaches.


Price Target Impediment
Impediments to our price target include power prices that meaningfully differ from our forecast, projects/acquisitions that fail to gain
the confidence of investors, the commissioning of the northwest B.C. hydro projects on time and on budget, and natural gas prices and
drilling trends in Alberta.


Company Description
AltaGas is an energy infrastructure company with operations that include natural gas gathering and processing, extraction of ethane
and natural gas liquids, transmission, power generation and rate-regulated utilities. The company's operations are primarily based in
Western Canada with select businesses throughout North America.


AltaGas Ltd.March 9, 2012







7


Required Disclosures


Non-U.S. Analyst Disclosure


Danny Hung and Kelsey Roste (i) are not registered/qualified as research analysts with the NYSE and/or FINRA and (ii) may not be
associated persons of the RBC Capital Markets, LLC and therefore may not be subject to FINRA Rule 2711 and NYSE Rule 472
restrictions on communications with a subject company, public appearances and trading securities held by a research analyst account.


Conflicts Disclosures


The analyst(s) responsible for preparing this research report received compensation that is based upon various factors, including total
revenues of the member companies of RBC Capital Markets and its affiliates, a portion of which are or have been generated by
investment banking activities of the member companies of RBC Capital Markets and its affiliates.


A member company of RBC Capital Markets or one of its affiliates managed or co-managed a public offering of securities for AltaGas
Ltd. in the past 12 months.


A member company of RBC Capital Markets or one of its affiliates received compensation for investment banking services from
AltaGas Ltd. in the past 12 months.


A member company of RBC Capital Markets or one of its affiliates expects to receive or intends to seek compensation for investment
banking services from AltaGas Ltd. in the next three months.


A member company of RBC Capital Markets or one of its affiliates received compensation for products or services other than
investment banking services from AltaGas Ltd. during the past 12 months. During this time, a member company of RBC Capital
Markets or one of its affiliates provided non-securities services to AltaGas Ltd..


RBC Capital Markets is currently providing AltaGas Ltd. with investment banking services.


RBC Capital Markets is currently providing AltaGas Ltd. with non-securities services.


RBC Capital Markets has provided AltaGas Ltd. with investment banking services in the past 12 months.


RBC Capital Markets has provided AltaGas Ltd. with non-securities services in the past 12 months.


Material travel expenses of an analyst visiting the operations of AltaGas Ltd. were paid for by the company(ies).


The author is employed by RBC Dominion Securities Inc., a securities broker-dealer with principal offices located in Toronto, Canada.


Explanation of RBC Capital Markets Equity Rating System


An analyst's 'sector' is the universe of companies for which the analyst provides research coverage. Accordingly, the rating assigned to
a particular stock represents solely the analyst's view of how that stock will perform over the next 12 months relative to the analyst's
sector average.
Ratings
Top Pick (TP): Represents analyst's best idea in the sector; expected to provide significant absolute total return over 12 months with a
favorable risk-reward ratio.
Outperform (O): Expected to materially outperform sector average over 12 months.
Sector Perform (SP): Returns expected to be in line with sector average over 12 months.
Underperform (U): Returns expected to be materially below sector average over 12 months.
Risk Qualifiers (any of the following criteria may be present):
Average Risk (Avg): Volatility and risk expected to be comparable to sector; average revenue and earnings predictability; no
significant cash flow/financing concerns over coming 12-24 months; fairly liquid.
Above Average Risk (AA): Volatility and risk expected to be above sector; below average revenue and earnings predictability; may
not be suitable for a significant class of individual equity investors; may have negative cash flow; low market cap or float.
Speculative (Spec): Risk consistent with venture capital; low public float; potential balance sheet concerns; risk of being delisted.


Distribution of Ratings


For the purpose of ratings distributions, regulatory rules require member firms to assign ratings to one of three rating categories - Buy,
Hold/Neutral, or Sell - regardless of a firm's own rating categories. Although RBC Capital Markets' ratings of Top Pick/Outperform,
Sector Perform and Underperform most closely correspond to Buy, Hold/Neutral and Sell, respectively, the meanings are not the same
because our ratings are determined on a relative basis (as described above).


AltaGas Ltd.March 9, 2012







8


Distribution of Ratings
RBC Capital Markets, Equity Research


Investment Banking
Serv./Past 12 Mos.


Rating Count Percent Count Percent


BUY[TP/O] 787 52.40 233 29.61
HOLD[SP] 647 43.10 154 23.80
SELL[U] 67 4.50 5 7.46


Q1 Q2 Q3 Q1 Q2 Q3 Q1 Q2 Q3 Q1
8


16


24


32


40


2009 2010 2011 2012


04/28/09
OP:20


08/18/09
OP:20.25


11/27/09
SP:18.5


01/05/10
SP:19.5


04/30/10
SP:19


07/30/10
SP:20


02/25/11
SP:23


05/06/11
SP:24


07/29/11
SP:27


09/15/11
OP:32


11/15/11
OP:34


02/22/12
OP:35


Rating and Price Target History for: AltaGas Ltd. as of 03-08-2012 (in CAD)


Legend:


TP: Top Pick; O: Outperform; SP: Sector Perform; U: Underperform; I: Initiation of  Research Coverage; D: Discontinuation of  Research Coverage; NR: Not Rated; NA: Not Available;


RL: Recommended List - RL: On: Refers to date a security was placed on a recommended list, while RL Off: Refers to date a security was removed from a recommended list.


Created by BlueMatrix


References to a Recommended List in the recommendation history chart may include one or more recommended lists or model
portfolios maintained by a business unit of the Wealth Management Division of RBC Capital Markets, LLC. These Recommended
Lists include a former list called the Prime Opportunity List (RL 3), a former list called the Private Client Prime Portfolio (RL 4), the
Guided Portfolio: Prime Income (RL 6), the Guided Portfolio: Large Cap (RL 7), Guided Portfolio: Dividend Growth (RL 8), the
Guided Portfolio: Midcap 111 (RL9), and the Guided Portfolio: ADR (RL 10). The abbreviation 'RL On' means the date a security was
placed on a Recommended List. The abbreviation 'RL Off' means the date a security was removed from a Recommended List.


Conflicts Policy


RBC Capital Markets Policy for Managing Conflicts of Interest in Relation to Investment Research is available from us on request. To
access our current policy, clients should refer to
https://www.rbccm.com/global/file-414164.pdf
or send a request to RBC CM Research Publishing, P.O. Box 50, 200 Bay Street, Royal Bank Plaza, 29th Floor, South Tower,
Toronto, Ontario M5J 2W7. We reserve the right to amend or supplement this policy at any time.


Dissemination of Research and Short-Term Trade Ideas


RBC Capital Markets endeavors to make all reasonable efforts to provide research simultaneously to all eligible clients, having regard
to local time zones in overseas jurisdictions. RBC Capital Markets' research is posted to our proprietary websites to ensure eligible
clients receive coverage initiations and changes in ratings, targets and opinions in a timely manner. Additional distribution may be
done by the sales personnel via email, fax or regular mail. Clients may also receive our research via third-party vendors. Please contact
your investment advisor or institutional salesperson for more information regarding RBC Capital Markets' research. RBC Capital
Markets also provides eligible clients with access to SPARC on its proprietary INSIGHT website. SPARC contains market color and
commentary, and may also contain Short-Term Trade Ideas regarding the securities of subject companies discussed in this or other
research reports. SPARC may be accessed via the following hyperlink: https://www.rbcinsight.com. A Short-Term Trade Idea reflects
the research analyst's directional view regarding the price of the security of a subject company in the coming days or weeks, based on
market and trading events. A Short-Term Trade Idea may differ from the price targets and/or recommendations in our published
research reports reflecting the research analyst's views of the longer-term (one year) prospects of the subject company, as a result of
the differing time horizons, methodologies and/or other factors. Thus, it is possible that the security of a subject company that is
considered a long-term 'Sector Perform' or even an 'Underperform' might be a short-term buying opportunity as a result of temporary


AltaGas Ltd.March 9, 2012



https://www.rbccm.com/global/file-414164.pdf 

https://www.rbcinsight.com





9


selling pressure in the market; conversely, the security of a subject company that is rated a long-term 'Outperform' could be considered
susceptible to a short-term downward price correction. Short-Term Trade Ideas are not ratings, nor are they part of any ratings system,
and RBC Capital Markets generally does not intend, nor undertakes any obligation, to maintain or update Short-Term Trade Ideas.
Short-Term Trade Ideas discussed in SPARC may not be suitable for all investors and have not been tailored to individual investor
circumstances and objectives, and investors should make their own independent decisions regarding any Short-Term Trade Ideas
discussed therein.


Analyst Certification


All of the views expressed in this report accurately reflect the personal views of the responsible analyst(s) about any and all of the
subject securities or issuers. No part of the compensation of the responsible analyst(s) named herein is, or will be, directly or
indirectly, related to the specific recommendations or views expressed by the responsible analyst(s) in this report.


Disclaimer


RBC Capital Markets is the business name used by certain branches and subsidiaries of the Royal Bank of Canada, including RBC Dominion Securities Inc., RBC
Capital Markets, LLC, RBC Europe Limited, RBC Capital Markets (Hong Kong) Limited, Royal Bank of Canada, Hong Kong Branch and Royal Bank of Canada,
Sydney Branch. The information contained in this report has been compiled by RBC Capital Markets from sources believed to be reliable, but no representation or
warranty, express or implied, is made by Royal Bank of Canada, RBC Capital Markets, its affiliates or any other person as to its accuracy, completeness or correctness.
All opinions and estimates contained in this report constitute RBC Capital Markets' judgement as of the date of this report, are subject to change without notice and are
provided in good faith but without legal responsibility. Nothing in this report constitutes legal, accounting or tax advice or individually tailored investment advice. This
material is prepared for general circulation to clients and has been prepared without regard to the individual financial circumstances and objectives of persons who
receive it. The investments or services contained in this report may not be suitable for you and it is recommended that you consult an independent investment advisor if
you are in doubt about the suitability of such investments or services. This report is not an offer to sell or a solicitation of an offer to buy any securities. Past
performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur. RBC Capital Markets research analyst
compensation is based in part on the overall profitability of RBC Capital Markets, which includes profits attributable to investment banking revenues. Every province in
Canada, state in the U.S., and most countries throughout the world have their own laws regulating the types of securities and other investment products which may be
offered to their residents, as well as the process for doing so. As a result, the securities discussed in this report may not be eligible for sale in some jurisdictions. This
report is not, and under no circumstances should be construed as, a solicitation to act as securities broker or dealer in any jurisdiction by any person or company that is
not legally permitted to carry on the business of a securities broker or dealer in that jurisdiction. To the full extent permitted by law neither RBC Capital Markets nor
any of its affiliates, nor any other person, accepts any liability whatsoever for any direct or consequential loss arising from any use of this report or the information
contained herein. No matter contained in this document may be reproduced or copied by any means without the prior consent of RBC Capital Markets.


Additional information is available on request.


To U.S. Residents:
This publication has been approved by RBC Capital Markets, LLC (member FINRA, NYSE, SIPC), which is a U.S. registered broker-dealer and which accepts
responsibility for this report and its dissemination in the United States. Any U.S. recipient of this report that is not a registered broker-dealer or a bank acting in a broker
or dealer capacity and that wishes further information regarding, or to effect any transaction in, any of the securities discussed in this report, should contact and place
orders with RBC Capital Markets, LLC.
To Canadian Residents:
This publication has been approved by RBC Dominion Securities Inc.(member IIROC). Any Canadian recipient of this report that is not a Designated Institution in
Ontario, an Accredited Investor in British Columbia or Alberta or a Sophisticated Purchaser in Quebec (or similar permitted purchaser in any other province) and that
wishes further information regarding, or to effect any transaction in, any of the securities discussed in this report should contact and place orders with RBC Dominion
Securities Inc., which, without in any way limiting the foregoing, accepts responsibility for this report and its dissemination in Canada.
To U.K. Residents:
This publication has been approved by RBC Europe Limited ('RBCEL') which is authorized and regulated by Financial Services Authority ('FSA'), in connection with
its distribution in the United Kingdom. This material is not for general distribution in the United Kingdom to retail clients, as defined under the rules of the FSA.
However, targeted distribution may be made to selected retail clients of RBC and its affiliates. RBCEL accepts responsibility for this report and its dissemination in the
United Kingdom.
To Persons Receiving This Advice in Australia:
This material has been distributed in Australia by Royal Bank of Canada - Sydney Branch (ABN 86 076 940 880, AFSL No. 246521). This material has been prepared
for general circulation and does not take into account the objectives, financial situation or needs of any recipient. Accordingly, any recipient should, before acting on
this material, consider the appropriateness of this material having regard to their objectives, financial situation and needs. If this material relates to the acquisition or
possible acquisition of a particular financial product, a recipient in Australia should obtain any relevant disclosure document prepared in respect of that product and
consider that document before making any decision about whether to acquire the product.
To Hong Kong Residents:
This publication is distributed in Hong Kong by RBC Investment Services (Asia) Limited, RBC Investment Management (Asia) Limited and RBC Capital Markets
(Hong Kong) Limited, licensed corporations under the Securities and Futures Ordinance or, by the Royal Bank of Canada, Hong Kong Branch, a registered institution
under the Securities and Futures Ordinance. This material has been prepared for general circulation and does not take into account the objectives, financial situation, or
needs of any recipient. Hong Kong persons wishing to obtain further information on any of the securities mentioned in this publication should contact RBC Investment
Services (Asia) Limited, RBC Investment Management (Asia) Limited, RBC Capital Markets (Hong Kong) Limited or Royal Bank of Canada, Hong Kong Branch at
17/Floor, Cheung Kong Center, 2 Queen's Road Central, Hong Kong (telephone number is 2848-1388).
To Singapore Residents:
This publication is distributed in Singapore by the Royal Bank of Canada, Singapore Branch and Royal Bank of Canada (Asia) Limited, registered entities granted
offshore bank and merchant bank status by the Monetary Authority of Singapore, respectively. This material has been prepared for general circulation and does not take
into account the objectives, financial situation, or needs of any recipient. You are advised to seek independent advice from a financial adviser before purchasing any
product. If you do not obtain independent advice, you should consider whether the product is suitable for you. Past performance is not indicative of future performance.
If you have any questions related to this publication, please contact the Royal Bank of Canada, Singapore Branch or Royal Bank of Canada (Asia) Limited.
To Japanese Residents:
Unless otherwise exempted by Japanese law, this publication is distributed in Japan by or through RBC Capital Markets (Japan) Ltd., a registered type one financial
instruments firm and/or Royal Bank of Canada, Tokyo Branch, a licensed foreign bank.


.® Registered trademark of Royal Bank of Canada. RBC Capital Markets is a trademark of Royal Bank of Canada. Used under license.
Copyright © RBC Capital Markets, LLC 2012 - Member SIPC


AltaGas Ltd.March 9, 2012







10


Copyright © RBC Dominion Securities Inc. 2012 - Member CIPF
Copyright © RBC Europe Limited 2012


Copyright © Royal Bank of Canada 2012
All rights reserved


AltaGas Ltd.March 9, 2012







COMPANY UPDATE | COMMENT
APRIL 27, 2012


AltaGas Ltd. (TSX: ALA)


Q1/12 Impacted by Timing Differences; Core Results
In-Line


Outperform
Average Risk
Price: 30.80


Shares O/S (MM): 103.1
Dividend: 1.38
Float (MM): 103.1


Price Target: 35.00
Implied All-In Return: 18%
Market Cap (MM): 3,175
Yield: 4.5%


Shares outstanding includes subscription receipts


Event


AltaGas reported Q1/12 results.


Investment Opinion


• Core Results In-Line. EBITDA was $92 million compared to our estimate of
$94 million with Gas and Power in-line with expectations. Modestly lower
results from Utilities was offset by lower-than-expected Corporate costs.


• Timing Differences Impact Cash Flow. Normalized Q1/12 ACFFO/share was
$0.78 compared to our estimate of $0.84 with the variance almost entirely due
to greenhouse gas compliance payments under the Sundance B PPA with most
of the variance expected to reverse throughout the remainder of 2012.


• Positive Thesis Intact. We continue to see upside from the advancement of the
hydro projects in northwest B.C. with in-service dates of 2014-2015. Further,
we believe that the value of these projects is higher than what is reflected in the
market as we believe that the projects should command a 2x EV/EBITDA
premium over other renewable assets given the full inflation protection over the
60-year life of the contracts (assuming 2% CPI). We also highlight the
attractive total return profile consisting of a 4.5% dividend yield and roughly
5% annual dividend growth through 2014 after which there is the potential for
growth closer to 10% following the commissioning of the Forrest Kerr hydro
project in mid-2014.


• Estimates Modestly Reduced to Primarily Reflect Lower Realized Power
Prices. Our new 2012 and 2013 ACFFO/share estimates are $2.79 and $3.48,
respectively (down from $2.83 and $3.54, respectively). In 2012, we expect
some softness in the Gas segment due to outages in Q2/12 and in both years,
we forecast lower realized Alberta power prices.


• Valuation. Our $35.00 per share price target is based on a sum-of-the-parts
analysis that results in a valuation range of $32.50/share to $37.00/share using a
combination of discounted cash flow (DCF) and multiples-based approaches.
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Q1/12 Core Results In Line With Expectations 
AltaGas' Q1/12 EBITDA was $92 million versus our estimate of $94 million. A slight shortfall in Utilities was mostly offset by lower-


than-expected Corporate costs. Normalized ACFFO/share (diluted) was $0.78 in Q1/12 compared to our estimate of $0.84 and $0.69 


in Q1/11, mainly due to higher-than-expected cash taxes and lower distributions from equity investments relative to both the level of 


equity earnings and our estimates. On the conference call, management clarified that the variance was almost entirely due to 


greenhouse gas compliance payments under the Sundance B PPA with most of the variance expected to reverse throughout the 


remainder of 2012. The quarterly results compared to our estimate are set out in Exhibit 1. 


Exhibit 1: Q1/12 Results (In $MM except per share figures) 


RBC CM Cdn. GAAP


Q1/12 Q1/12E Q1/11 Comments for Q1/12


Gas $45 $45 $44


Utilities 24 27 15 Some weather impact


Power 29 30 31


Corporate (6) (9) (9)


EBITDA 92 94 81


Depreciation & Amortization (23) (25) (22)


Interest Expense (13) (12) (13)


Current Income Tax (3) (1) (1)


Future Income Tax (10) (12) (10)


Preferred Share Distributions (3) (3) (3)


Normalized Earnings $41 $41 $33


Earnings per Share (EPS) $0.45 $0.45 $0.39


Adj. Cash Flow from Ops. (ACFFO)


Reported Earnings (net of prefs) $41 $41 $27


Depreciation & Amortization 23 25 22


Future Income Tax 11 12 8


Other (3) 1 5 Timing difference related to Sun B GHG compliance costs


Cash Flow from Operations 72 79 61


Maintenance Capex (2) (3) (2)


ACFFO $71 $77 $59


Diluted Shares Outstanding (MM) 91 91 85


ACFFO/share $0.78 $0.84 $0.69


CFFO/share $0.80 $0.87 $0.72
 


NOTE: ACFFO/share is normalized. 
Source: Company Reports; RBC Capital Markets estimates 


Highlights of the Quarter and Outlook 


 Forrest Kerr Ahead of Schedule and On Budget. AltaGas noted that construction on Forrest Kerr is progressing ahead of 


schedule and on budget. For McLymont Creek, the environmental application process is progressing as planned while for Volcano 


Creek, the environmental development plan is on track to be filed by the end of May 2012. These projects have an expected in-


service date in late 2015. 


 SEMCO Transaction On Track to Close in Q3/12. As previously guided, the company expects the SEMCO transaction to close 


in Q3/12. The company has received anti-trust clearance in the U.S. and is awaiting regulatory approvals in Alaska and Michigan 


with regulatory hearing dates set in May 2012. 
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 $20 Million PTP Payment Expected in Q4/12. Although uncertainty still exists for the potential receipt of the $20 million 


contingent payment if the Kitimat LNG project proceeds, which relates to PNG’s sales of its interest in Pacific Trail Pipelines 


(PTP) prior to being acquired, management disclosed on the conference call that its working assumption of the receipt date is in 


Q4/12. 


 Harmattan Co-Stream Court of Appeal Decision Expected in Three to Six Months. The hearing for the appeal of the Alberta 


Energy Resources Conservation Board's (ERCB) approval of AltaGas’ Harmattan Co-Stream project was held on April 5, 2012, 


and AltaGas expects a decision in three to six months. In August 2011, the Alberta Court of Appeal granted leave to appeal the 


ERCB approval of the Harmattan Co-Stream project in December 2010. As there is no injunction, AltaGas intends to place the 


project into service when it is complete in early Q3/12. Management also noted that it expects a project cost of $170 million, which 


was higher than previous guidance primarily due to the rock formations found in the pipeline right-of-way that added about $17 


million to the original cost. 


 Good Progress on Gordondale Plant. Construction work continues on the 120 MMcf/d Gordondale deep cut processing facility, 


which has a cost estimate of $260 million (up from $236 million in prior guidance) and a targeted full commissioning in late 2012. 


Management previously noted that the project is experiencing cost pressures mainly driven by the shortage of labour and 


engineering expertise, although higher costs would be mitigated under the tolling contract for the plant. As at the end of Q1/12, the 


company had $228 million of committed capital costs. 


 $200 Million Medium-Term Note Offering Completed. On April 13, 2012, AltaGas completed an issuance of $200 million of 


senior unsecured medium-term notes that carry a coupon rate of 4.07% and mature on June 1, 2020. The company plans to use the 


net proceeds to reduce outstanding indebtedness and for general corporate purposes. 


Hedging Update 


 Power Hedges Increased. For Q2/12, approximately 68% of Alberta power volumes have been hedged at an average price of 


$64/MWh, and for the remainder of 2012, AltaGas has hedged about 50% of volumes at $66/MWh. On the conference call, 


management also noted that for 2013, roughly 30% of Alberta power volumes have been hedged at $65/MWh. 


 Frac Spread Hedged Percentages Increased. For 2012, the company has hedged roughly 80% (up from 75%) of its frac spread 


exposed volumes at a price of $35/bbl (unchanged). Of total extraction volumes, 13% remains exposed to frac spreads (in line with 


prior disclosures). 


Estimates Modestly Reduced to Primarily Reflect Lower Realized Power Prices 


Our new 2012 and 2013 ACFFO/share estimates are $2.79 and $3.48, respectively (down from $2.83 and $3.54, respectively). In 


2012, we expect some softness in the Gas segment due to outages in Q2/12 and in both years, we forecast lower realized Alberta 


power prices (roughly $5/MWh lower in both years). Our financial forecast is set out in Exhibit 2. 
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Exhibit 2: Financial Forecast (In $MM except per share figures) 


Cdn. GAAP Old


2010 2011 Q1/12 Q2/12E Q3/12E Q4/12E 2012E 2013E 2012E 2013E


Gas $158 $162 $45 $41 $54 $54 $193 $239 $196 $238


Utilities 36 43 24 8 4 60 96 203 99 203


Power 92 105 29 18 26 24 98 103 100 110


Corporate (38) (37) (6) (9) (9) (9) (32) (37) (35) (37)


EBITDA 248 273 92 58 74 129 354 509 360 515


Depreciation & Amortization (91) (91) (23) (27) (27) (39) (116) (160) (118) (160)


Interest Expense (49) (52) (13) (14) (14) (23) (63) (93) (63) (96)


Current Income Tax 0 (0) (3) (0) (0) (5) (8) (16) (6) (16)


Future Income Tax (3) (22) (10) (4) (8) (11) (33) (44) (35) (45)


Non-Controlling Interests 0 0 (0) 0 0 0 (0) 0 0 0


Preferred Share Distributions (4) (11) (3) (3) (5) (5) (15) (19) (15) (19)


Normalized Earnings $102 $96 $40 $11 $21 $47 $119 $176 $122 $179


Earnings per Share (EPS) $1.24 $1.12 $0.44 $0.12 $0.23 $0.44 $1.25 $1.65 $1.29 $1.69


Adj. Cash Flow from Ops. (ACFFO)


Reported Earnings (net of pfds) $97 $84 $41 $11 $21 $47 $120 $176 $122 $179


Depreciation & Amortization 89 93 23 27 27 39 116 160 118 160


Future Income Tax 2 19 11 4 8 11 33 44 35 45


Other 2 19 (3) 3 3 3 7 4 4 4


Cash Flow from Operations 190 214 72 45 59 100 276 384 279 388


Maintenance Capex (13) (12) (2) (3) (3) (3) (11) (14) (11) (13)


ACFFO $178 $202 $71 $42 $56 $96 $265 $370 $268 $375


Diluted Shares Outstanding (MM) 82 85 91 91 92 106 95 106 95 106


ACFFO/share $2.17 $2.36 $0.78 $0.46 $0.61 $0.91 $2.79 $3.48 $2.83 $3.54


CFFO/share $2.33 $2.51 $0.80 $0.49 $0.64 $0.94 $2.90 $3.60 $2.95 $3.66


Dividend/share (for maj. of year) $1.81 $1.32 $1.38 $1.46 $1.38 $1.46


Payout Ratio (Earnings) 146% 117% 110% 88% 107% 86%


Payout Ratio (ACFFO) 83% 56% 49% 42% 49% 41%
 


Source: Company Reports; RBC Capital Markets estimates 


Exhibit 3: Sum-of-the-Parts Valuation (In $MM except per share figures) 


Mult./Disc. Rate Total Value Value per Share


Approach 2013E Low High Low High Low High Comments


Power


Forrest Kerr DCF n/a 7.0% 6.5% $1,591 $1,725 $15.19 $16.47 Disc. at 8% from mid-2014 in-service date to val. date


McLymont & Volcano DCF n/a 7.0% 6.5% 412 445 3.94 4.25 Disc. at 10% from end of 2015 in-service date to val. date


Sundance B PPA DCF n/a 9.5% 9.0% 357 459 3.41 4.38 Sun B PPA expires in 2020; based on $65/MWh to $75/MWh


Other Power DCF n/a 7.5% 7.0% 392      404 3.75 3.86 Mostly Bear Mountain wind


Gas segment (FG&P, E&T) EV/EBITDA $239 9.0x 9.5x 2,155 2,275 20.58 21.72


Utilities segment EV/EBITDA 203      9.5x 10.0x 1,943 2,044 18.55 19.53 Adds 50% of $20mm potential contingency payment at PNG


Corporate segment EV/EBITDA (37)       10.5x 11.0x (389) (407) (3.71) (3.89)


Combined Enterprise Value $6,462 $6,945 $61.71 $66.33


Deduct: Net Debt (2,239) (2,239) (21.39) (21.39) Forecast as of March 31, 2013


Deduct: Remaining Capex for Forrest Kerr (198) (198) (1.89) (1.89) PV of 2013 and 2014 spending


Deduct: Capex for McLymont & Volcano (222) (222) (2.12) (2.12) PV of 2013-2015 spending


Deduct: Preferred shares (394) (394) (3.76) (3.76)


Equity Value per Share (rounded) $32.50 $37.00


Issued and oustanding shares (MM) 105 105 Forecast as at March 31, 2013  


Source: Company Reports; RBC Capital Markets estimates 
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Valuation


Our $35.00 per share price target is based on a sum-of-the-parts analysis that results in a valuation range of $32.50/share to
$37.00/share using a combination of discounted cash flow (DCF) and multiples-based approaches.


Price Target Impediment
Impediments to our price target include power prices that meaningfully differ from our forecast, projects/acquisitions that fail to gain
the confidence of investors, the commissioning of the northwest B.C. hydro projects on time and on budget, and natural gas prices and
drilling trends in Alberta.


Company Description
AltaGas is an energy infrastructure company with operations that include natural gas gathering and processing, extraction of ethane
and natural gas liquids, transmission, power generation and rate-regulated utilities. The company's operations are primarily based in
Western Canada with select businesses throughout North America.
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COMPANY UPDATE | COMMENT
JUNE 20, 2012


AltaGas Ltd. (TSX: ALA)


Acquires Interest in West Central Alberta Gas Plant
and Plans to Build New Pipeline


Outperform
Average Risk
Price: 28.39


Shares O/S (MM): 103.1
Dividend: 1.38
Float (MM): 103.1


Price Target: 35.00
Implied All-In Return: 28%
Market Cap (MM): 2,927
Yield: 4.9%


Shares outstanding includes subscription receipts


Event


AltaGas purchased an interest in Gas Plant in West Central Alberta and
announced new pipeline to JEEP.


Investment Opinion


• Purchase of Gilby Gas Plant Interest. AltaGas announced that it has
entered into an agreement with Quatro Resources to acquire a 50% interest
of Quatro’s midstream assets, including an 87% interest in the Gilby Gas
Plant with a capacity of 75 MMcf/d for roughly $20 million. The acquisition
is expected to close in Q3/12.


• New Pipeline to Connect Gilby Gas Plant. AltaGas will also construct a
new 70-kilometre pipeline to connect the Gilby Gas Plant and the company’s
30 MMcf/d Sylvan Gas Plant to its deep-cut facility at the Joffre Ethane
Extraction Facility (JEEP), which is expected to fully utilize JEEP’s excess
capacity. With a cost estimate of roughly $100 million, the project is subject
to customary conditions and is expected to be completed by late 2013.


• Pipeline Volumes Underpinned by Long-Term Contracts. Volumes
committed to the new pipeline and JEEP are underpinned by a long-term
fee-for-service contract. We expect the Gilby Gas Plant interest and the new
pipeline project to add about $0.07/share to ACFFO and roughly $0.02/share
to EPS in its first full year (please see our analysis in Exhibit 1 on page 2).
As a majority of the contribution from the projects including the new
pipeline is expected in late 2013, we have left our 2012 and 2013 estimates
unchanged.


• Frac Spread Exposure is Modest; Hedging Profile Unchanged. AltaGas
disclosed that approximately 5% of its EBITDA for the remainder of 2012 is
exposed to commodity prices, and that the company sells roughly 11% of the
liquids it produces at spot prices, while hedging roughly 80% at an average
frac spread of $35 per barrel (roughly in line with previous disclosure).


• Valuation. Our $35.00 per share price target is based on a sum-of-the-parts
analysis that results in a valuation range of $32.50/share to $37.00/share
using a combination of discounted cash flow (DCF) and multiples-based
approaches.


Priced as of prior trading day's market close, EST (unless otherwise noted).
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FY Dec 2010A 2011A 2012E 2013E


Adj CFFO - FD 2.17 2.36 2.79 3.48


Div Yield 6.4% 4.6% 4.9% 5.1%


P/ACFFO 13.1x 12.0x 10.2x 8.2x


FFO (Op) - FD 2.33 2.51 2.90 3.60


P/FFO 12.2x 11.3x 9.8x 7.9x


EPS (Op) - FD 1.24 1.12 1.25 1.65


P/E 22.9x 25.3x 22.7x 17.2x


DPS 1.81 1.32 1.38 1.46


Adj CFFO - FD Q1 Q2 Q3 Q4


2010 0.59A 0.51A 0.45A 0.62A


2011 0.69A 0.46A 0.49A 0.71A


2012 0.78A 0.46E 0.61E 0.91E


DPS: For 2011-2013, dividend per share represents the annual
dividend outstanding for the majority of the year.


All values in CAD unless otherwise noted.
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Exhibit 1: Analysis of Gilby Gas Plant Interest and New Pipeline Project (In $MM except per share figures) 


Capital Cost $120


Depreciation Period (years) 30


Pre-tax Unlevered Rate of Return 10%


Interest Rate 4%


Tax Rate 25%


First Full 


Year Comments


EBITDA $12


Depreciation (4)


Interest Expense (5)


EBT 3


Taxes (1)


Net Income 2


Add: Future Taxes 1 Assumes no cash taxes paid


Add: Depreciation 4


ACFFO Impact $7


Shares Outstanding (MM) 106 Uses 2013E as proxy


ACFFO/share Accretion $0.07


EPS Accretion $0.02  


Source: Company reports; RBC Capital Markets estimates 


Exhibit 2: Map of AltaGas’ Sylvan Lake and JEEP facilities 


New pipeline will connect 


the Gilby Gas Plant and 


AltaGas’ Sylvan Lake to its 


JEEP facility


New pipeline will connect 


the Gilby Gas Plant and 


AltaGas’ Sylvan Lake to its 


JEEP facility


 


Source: Company reports; RBC Capital Markets 
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Valuation


Our $35.00 per share price target is based on a sum-of-the-parts analysis that results in a valuation range of $32.50/share to
$37.00/share using a combination of discounted cash flow (DCF) and multiples-based approaches.


Price Target Impediment
Impediments to our price target include power prices that meaningfully differ from our forecast, projects/acquisitions that fail to gain
the confidence of investors, the commissioning of the northwest B.C. hydro projects on time and on budget, and natural gas prices and
drilling trends in Alberta.


Company Description
AltaGas is an energy infrastructure company with operations that include natural gas gathering and processing, extraction of ethane
and natural gas liquids, transmission, power generation and rate-regulated utilities. The company's operations are primarily based in
Western Canada with select businesses throughout North America.
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COMPANY UPDATE | COMMENT
JULY 27, 2012


AltaGas Ltd. (TSX: ALA)


Q2/12 Results Slightly Below Expectations, But
Long-Term Value Thesis Intact


Outperform
Average Risk
Price: 30.58


Shares O/S (MM): 104.0
Dividend: 1.38
Float (MM): 104.0


Price Target: 34.00
Implied All-In Return: 16%
Market Cap (MM): 3,180
Yield: 4.5%


Shares outstanding includes subscription receipts


Event


AltaGas reported Q2/12 results.


Investment Opinion


• Q2/12 Results Slightly Below Expectations. AltaGas' Q2/12 normalized
EBITDA was $54 million versus our estimate of $55 million. The company’s
Q2/12 normalized ACFFO/share (diluted) was $0.38 versus our estimate of
$0.42, which was attributable to lower-than-expected results from the Gas
segment along with higher maintenance capex booked in Q2/12, partially offset
by lower-than-forecast Corporate costs.


• Positive Thesis Remains Intact with Dividend Increases Expected to Keep
on Coming. We continue to see upside from the advancement of the hydro
projects in northwest B.C. (in particular, Forrest Kerr) with in-service dates of
2014 to 2015. We also highlight the attractive total return profile consisting of a
4.5% dividend yield and roughly 5% annual dividend growth through 2014
after which there is the potential for growth closer to 10% following the
commissioning of the Forrest Kerr hydro project in mid-2014.


• Forrest Kerr Ahead of Schedule and On Budget. The construction of the
hydro project in northwest B.C. is progressing ahead of schedule and on
budget. The company expects construction to be completed by March 2014,
which is slightly earlier than “late Q2/14” per guidance provided in Q1/12.


• SEMCO Transaction Expected to Close in August 2012. Subject to approval
from the regulator in Alaska, AltaGas expects the SEMCO transaction to close
on August 30, 2012. In May 2012, the company received regulatory approval in
Michigan for the acquisition.


• Reducing 2012 and 2013 Estimates. We have reduced our 2012 and 2013
ACFFO/share estimates to $2.52 and $3.33, respectively (down from $2.72 and
$3.36, respectively). For 2012, our lower estimate primarily reflects the Q2/12
results, a modest delay in the commissioning of the Harmattan Co-Stream
project, as well as the SEMCO acquisition closing at the end of August versus
September (summer months are seasonally weak periods). For 2013, the
slightly lower ACFFO/share estimate is due to lower results from the Gas
segment (primarily lower realized frac spreads).


• Valuation. Our $34.00 per share price target (unchanged) is based on a
sum-of-the-parts analysis that results in a valuation range of $31.50/share to
$36.00/share using a combination of discounted cash flow (DCF) and
multiples-based approaches.


Priced as of prior trading day's market close, EST (unless otherwise noted).
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FY Dec 2010A 2011A 2012E 2013E


Adj CFFO - FD 2.17 2.36 2.52 3.33


Prev. 2.72 3.36


Div Yield 5.9% 4.3% 4.5% 4.8%


P/ACFFO 14.1x 13.0x 12.1x 9.2x


FFO (Op) - FD 2.33 2.51 2.64 3.46


Prev. 2.83 3.49


P/FFO 13.1x 12.2x 11.6x 8.8x


EPS (Op) - FD 1.24 1.12 1.10 1.54


Prev. 1.20 1.56


P/E 24.7x 27.3x 27.8x 19.9x


DPS 1.81 1.32 1.38 1.46


Adj CFFO - FD Q1 Q2 Q3 Q4


2010 0.59A 0.51A 0.45A 0.62A


2011 0.69A 0.46A 0.49A 0.71A


2012 0.78A 0.38A 0.49E 0.85E


Prev. 0.42E 0.59E 0.89E


DPS: For 2011-2013, dividend per share represents the annual
dividend outstanding for the majority of the year.


All values in CAD unless otherwise noted.
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Q2/12 Results Slightly Below Expectations 
The company’s Q2/12 normalized ACFFO/share (diluted) was $0.38 versus our estimate of $0.42, which was attributable to lower-


than-expected results from the Gas segment along with higher maintenance capex booked in Q2/12, partially offset by lower-than-


forecast Corporate costs. Lower-than-expected results from the Gas segment were due to lower-than-forecast realized frac spreads and 


FG&P throughput, and the negative impact of downstream outages on AltaGas’ extraction facilities, partially offset by the positive 


impact of a customer dispute settlement. The quarterly results compared to our estimate are set out in Exhibit 1. 


Exhibit 1: Normalized Results (In $MM except per share figures) 


RBC CM Cdn. GAAP


Q2/12 Q2/12E Q2/11 Comments on Q2/12


Gas $34 $40 $39 Weaker-than-forecast realized frac spreads and FG&P throughput; downstream outages


Utilities 9 8 8


Power 17 16 20


Corporate (6) (9) (11)


EBITDA 54 55 57


Depreciation & Amortization (22) (27) (22)


Interest Expense (13) (14) (14)


Current Income Tax (1) (0) (0)


Future Income Tax (2) (3) 2


Non-Controlling Interests (0) 0 0


Preferred Share Distributions (3) (3) (3)


Normalized Earnings $12 $8 $21


Earnings per Share (EPS) $0.14 $0.09 $0.24


Adj. Cash Flow from Ops. (ACFFO)


Reported Earnings (net of preferreds) $26 $8 $17


Depreciation & Amortization 22 27 22


Future Income Tax 8 3 (3)


Other (18) 3 8 Mostly unrealized gains on risk management contracts


Cash Flow from Operations 38 41 44


Maintenance Capex (4) (3) (5)


ACFFO $34 $38 $39


Diluted Shares Outstanding (MM) 91 91 84


ACFFO/share $0.38 $0.42 $0.46


CFFO/share $0.41 $0.45 $0.52  


Source: Company Reports; RBC Capital Markets estimates 


Highlights of the Quarter and Outlook 


 SEMCO Transaction Expected to Close in August 2012. Subject to approval from the regulator in Alaska, AltaGas expects the 


SEMCO transaction to close at the end of August 2012. In May 2012, the company received regulatory approval in Michigan for 


the acquisition. 


 Forrest Kerr Ahead of Schedule and On Budget; Good Progress on McLymont Creek and Volcano Creek Hydro Projects. 
AltaGas noted that construction on Forrest Kerr is progressing ahead of schedule and on budget. The company expects 


construction to be completed by March 2014, which is slightly earlier than “late Q2/14” per guidance provided in Q1/12. For 


McLymont Creek, the environmental approvals and permits were issued in Q2/12, and construction work has commenced. For 


Volcano Creek, the environmental development plan is ongoing, and construction is expected to begin in Q1/13. With a combined 


cost estimate of $300 million, the McLymont and Volcano hydro projects have an expected in-service date in late 2015. 
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 Blair Creek Expansion to Begin Commercial Operation in Q3/12. With a cost estimate of $50 million and a targeted in-


service date in Q3/12, the Blair Creek expansion project is expected to increase production capacity by 50 MMcf/d. 


 Work Continues on Gordondale Plant; Targeted In-Service by Year-End. Construction work continues on the 120 MMcf/d 


Gordondale deep cut processing facility, which has a cost estimate of $260 million and a targeted full commissioning in late 2012. 


As at the end of Q2/12, about 70% of major mechanical and electrical work was completed. 


 Feasibility Study on Expansion of PNG’s Western Transmission System. In Q2/12, PNG (AltaGas’ subsidiary) and LNG 


Partners executed an agreement under which LNG Partners will fund a study for expansion of PNG's western transmission system 


to provide an additional 170 to 195 MMcf/d of firm capacity for LNG Partners. 


 Court of Appeal Decision in Favour of Harmattan Co-Stream Project. On July 19, 2012, the Alberta Court of Appeal 


dismissed the appeal of the Alberta Energy Resources Conservation Board's (ERCB) approval of AltaGas' Harmattan Co-Stream 


project. This decision paves the way for the commissioning of the plant, which is expected in Q3/12. For additional details, please 


refer to our Research Comment dated July 19, 2012. 


 Acquisition of Gas Plant in West Central Alberta and New Pipeline to JEEP in Q2/12. In June 2012, AltaGas announced that 


it entered into an agreement with Quatro Resources to acquire a 50% interest of Quatro’s midstream assets, including an 87% 


interest in the Gilby Gas Plant with a capacity of 75 MMcf/d for roughly $20 million. The acquisition is expected to close in 


Q3/12. AltaGas will also construct a new 70-kilometre pipeline to connect the Gilby Gas Plant and the company’s 30 MMcf/d 


Sylvan Lake Gas Plant to its deep-cut facility at the Joffre Ethane Extraction Facility (JEEP), which is expected to fully utilize 


JEEP’s excess capacity. With a cost estimate of roughly $100 million, the project is subject to customary conditions and is 


expected to be completed by late 2013. For additional details, please refer to our Research Comment dated June 20, 2012. 


Hedging Update 


 Power Hedges Slightly Increased for H2/12. For the remainder of 2012, AltaGas has hedged about 60% of volumes at 


$68/MWh (slightly up from 50% of volumes at $66/MWh). For 2013, roughly 31% of Alberta power volumes have been hedged 


at $65/MWh (no significant change). 


 Frac Spread Hedged Percentages Unchanged. For 2012, the company has hedged roughly 80% of its frac spread exposed 


volumes at a price of $35/bbl, while for 2013, about 35% of volumes have been hedged at roughly $35/bbl. 


Estimates Reduced to Mainly Reflect Lower Forecast Results from Gas Segment 


Our new 2012 and 2013 ACFFO/share estimates are $2.52 and $3.33, respectively (down from $2.72 and $3.36, respectively). For 


2012, our lower ACFFO/share estimate reflects the lower-than-expected Q2/12 results, a modest delay in the commissioning of the 


Harmattan Co-Stream facility, lower forecast realized Alberta power prices and frac spreads (net of extraction premiums and basis 


differentials) and dilution from the closing of the SEMCO acquisition at the end of August (versus September in our previous forecast) 


as summer months tend to exhibit low profitability for gas distribution businesses. To be clear, we continue to expect the SEMCO 


acquisition to be roughly $0.30/share accretive to ACFFO over the first year of ownership. For 2013, the slightly lower ACFFO/share 


estimate is primarily due to lower results from the Gas segment (lower realized frac spreads). Our financial forecast is set out in 


Exhibit 2. 
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Exhibit 2: Financial Forecast (In $MM except per share figures) 


Cdn. GAAP Old


2010 2011 Q1/12 Q2/12 Q3/12E Q4/12E 2012E 2013E 2012E 2013E


Gas $158 $162 $45 $34 $43 $51 $172 $225 $188 $228


Utilities 36 43 24 9 11 60 104 203 96 203


Power 92 105 29 17 23 22 92 103 95 103


Corporate (38) (37) (6) (6) (9) (9) (29) (37) (32) (37)


EBITDA 248 273 92 54 68 124 339 494 347 497


Depreciation & Amortization (91) (91) (23) (22) (30) (39) (114) (160) (116) (160)


Interest Expense (49) (52) (13) (13) (17) (24) (66) (94) (63) (94)


Current Income Tax 0 (0) (3) (1) (0) (5) (9) (16) (8) (16)


Future Income Tax (3) (22) (10) (2) (5) (10) (27) (41) (32) (41)


Non-Controlling Interests 0 0 (0) (0) 0 0 (1) 0 (0) 0


Preferred Share Distributions (4) (11) (3) (3) (5) (5) (16) (21) (15) (19)


Normalized Earnings $102 $96 $40 $12 $11 $42 $106 $163 $114 $166


Earnings per Share (EPS) $1.24 $1.12 $0.44 $0.14 $0.12 $0.40 $1.10 $1.54 $1.20 $1.56


Adj. Cash Flow from Ops. (ACFFO)


Reported Earnings (net of pfds) $97 $84 $41 $26 $11 $42 $120 $163 $114 $166


Depreciation & Amortization 89 93 23 22 30 39 114 160 116 160


Future Income Tax 2 19 11 8 5 10 33 41 32 41


Other 2 19 (3) (18) 3 3 (14) 4 7 4


Cash Flow from Operations 190 214 72 38 50 94 253 367 269 371


Maintenance Capex (13) (12) (2) (4) (3) (3) (12) (14) (11) (14)


ACFFO $178 $202 $71 34 $47 $90 $242 $354 $258 $358


Diluted Shares Outstanding (MM) 82 85 91 91 96 106 96 106 95 106


ACFFO/share $2.17 $2.36 $0.78 $0.38 $0.49 $0.85 $2.52 $3.33 $2.72 $3.36


CFFO/share $2.33 $2.51 $0.80 $0.41 $0.52 $0.89 $2.64 $3.46 $2.83 $3.49


Dividend/share (for maj. of year) $1.81 $1.32 $1.38 $1.46 $1.38 $1.46


Payout Ratio (Earnings) 146% 117% 125% 95% 115% 93%


Payout Ratio (ACFFO) 83% 56% 55% 44% 51% 43%
 


Source: Company Reports; RBC Capital Markets estimates 


Exhibit 3: Sum-of-the-Parts Valuation (In $MM except per share figures) 


Mult./Disc. Rate Total Value Value per Share


Approach 2013E Low High Low High Low High Comments


Power


Forrest Kerr DCF n/a 7.0% 6.5% $1,620 $1,756 $15.46 $16.77 Disc. at 8% from mid-2014 in-service date to val. date


McLymont & Volcano DCF n/a 7.0% 6.5% 422 456 4.03 4.35 Disc. at 10% from end of 2015 in-service date to val. date


Sundance B PPA DCF n/a 9.5% 9.0% 357 459 3.41 4.38 Sun B PPA expires in 2020; based on $65/MWh to $75/MWh


Other Power DCF n/a 7.5% 7.0% 392      404 3.75 3.86


Gas segment (FG&P, E&T) EV/EBITDA $225 9.0x 9.5x 2,028 2,140 19.36 20.43


Utilities segment EV/EBITDA 203      9.5x 10.0x 1,943 2,044 18.55 19.52 Adds 50% of $20mm potential contingency payment at PNG


Corporate segment EV/EBITDA (37)       10.5x 11.0x (389) (407) (3.71) (3.89)


Combined Enterprise Value $6,373 $6,853 $60.84 $65.42


Deduct: Net Debt (2,331) (2,331) (22.25) (22.25) Forecast as at June 30, 2013


Deduct: Remaining Capex for Forrest Kerr (164) (164) (1.56) (1.56) PV of mid-2013 and 2014 spending


Deduct: Capex for McLymont & Volcano (208) (208) (1.98) (1.98) PV of mid-2013-2015 spending


Deduct: Preferred shares (393) (393) (3.76) (3.76)


Equity Value per Share (rounded) $31.50 $36.00


Issued and oustanding shares (MM) 105 105 Forecast as at June 30, 2013  


Source: Company Reports; RBC Capital Markets estimates 
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Valuation


Our $34.00 per share price target is based on a sum-of-the-parts analysis that results in a valuation range of $31.50/share to
$36.00/share using a combination of discounted cash flow (DCF) and multiples-based approaches.


Price Target Impediment
Impediments to our price target include power prices that meaningfully differ from our forecast, projects/acquisitions that fail to gain
the confidence of investors, the commissioning of the northwest B.C. hydro projects on time and on budget, and natural gas prices and
drilling trends in Alberta.


Company Description
AltaGas is an energy infrastructure company with operations that include natural gas gathering and processing, extraction of ethane
and natural gas liquids, transmission, power generation and rate-regulated utilities. The company's operations are primarily based in
Western Canada with select businesses throughout North America.
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AltaGas Ltd. 
Achieved ROE and Alaska LNG 
(ALA-T) 
 


Feb 21, 2012: C$29.20  1-Yr Target:  $27.00  Capitalization  
Rating: 3-Sector Underperform  1-Yr ROR: -2.8%  Shares O/S (M) 103.2 
Risk: Medium  2-Yr Target: $27.00  Total Value ($M) 3,012.4 
IBES EPS 2011E $1.07  2-Yr ROR: 1.9%  Float O/S (M) 98.8 
IBES EPS 2012E $1.30  Div. (Curr.): $1.38  Float Value ($M) 2,884.5 
   Yield 4.7%  TSX Weight 0.17% 
Valuation: 7.8% 2013E Free Cash Yield and 13.2x 2013E EV/EBITDA   
Key Risks to Target: Power prices; Interest rates; Project costs; Gas volumes & NGL margins  


Qtly Adj EPS (Basic) (Next Release: 08-Mar-12)  


 


Y/E DECEMBER-31 Mar Jun Sep Dec Year P/E 
2010A $0.40A $0.33A $0.20A $0.41A $1.35 16.1x 
2011E $0.32A $0.26A $0.17A $0.23 $0.98 32.6x 
2012E $0.39 $0.06 $0.08 $0.60 $1.13 25.8x 
2013E $0.60 $0.00 $-0.03 $0.61 $1.18 24.7x 
       
Industry Specific  2009A 2010A 2011 2012 2013 
FCFPS   $2.53 $2.12 $2.22 $2.15 $2.11 
CFPS   $2.60 $2.39 $2.65 $2.61 $2.84 
EBITDA (M)  $244 $251 $262 $375 $459 
Total Debt + Preferreds (M) $1,015 $1,099 $1,612 $2,902 $3,202 
Enterprise Value (M)  $2,487 $2,866 $4,272 $5,866 $6,271 


 


Regular Voting 
Note: Historical price multiple calculations use FYE price. Source: Reuters; company reports; Scotiabank GBM estimates.  


 


Investment Highlights 
 Why AltaGas (ALA) paid a sizeable premium for a slow-growth utility business in the midst of a self-
professed power and midstream growth spurt is something of a mystery. Regulated utility reduces the risk 
profile, but could also stymie growth.  


 It is conceivable ALA will realize gas export infrastructure opportunities in and around the Alaska assets. In 
this sense, the utility acquisition may relate more to “Alaska LNG” than to “Achieved ROE.” But these 
opportunities are uncertain and are probably more than five years and possibly 10 years away. 


 ALA trades at a relatively high P/E multiple when compared with peer Canadian stocks. Based on 2011 
estimated earnings, it trades at 32.6x versus the group at 20.4x. It also trades at a 2013E P/E multiple of 24.7x 
versus the group at 15x-20x (peer average 17.8x). It also still trades at a premium on 2013E EV/EBITDA 
(13.7x vs. 10.7x for utility group) and free cash yield (7.2% vs. 8.2% for utility group).  


 If we are right that the stock will trade in line with the likes of FTS, EMA, CU, and TRP going forward, 
then, the SEMCO acquisition could limit upside in the stock and cause it to trade down slightly to peers’ 
levels. In summary, we see the SEMCO deal as slightly positive, as it limits downside in ALA shares. 
However, there is no change to our 3-Sector Underperform recommendation due to our outlook for relatively 
slow growth and relatively high valuation. 
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Exhibit 1: ALA's Changing Business Mix (EBITDA) 
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Source: Company reports; Scotiabank GBM estimates. 


Achieved ROE and Alaska LNG 
Unlike many companies whose every strategic move is transparent, it isn’t always immediately clear why 
AltaGas (ALA) buys and builds what it does. Yet somehow CEO David Cornhill has over the years turned 
small natural gas assets into a North American energy infrastructure portfolio. How precisely he has done 
this is something of a riddle.  


The latest riddle at ALA goes something like this: When is the acquisition of a no-growth Michigan gas 
utility really a play on the vast potential for LNG exports out of Alaska? The riddle was effectively 
answered on February 1, 2012, when the company announced the US$1.135 billion acquisition of 
SEMCO.  


Paying a premium price for the primary asset in the SEMCO portfolio (the no-growth utility in Michigan) 
could not have been top of mind for ALA when it did the deal. It must have been the secondary asset in 
SEMCO’s portfolio – an Alaska gas utility with the only pipeline connection to Alaska’s only NGL 
facility – that attracted attention. Whether and when LNG ever moves in significant quantity from Alaska 
(and whether ALA is involved if it happens) will likely determine whether the SEMCO acquisition adds 
shareholder value or not.  


In some sense, the SEMCO deal was business as usual for ALA because it already owned a lot of gas 
infrastructure assets, some of which are also regulated utility. In another sense, though, the acquisition is 
far from business as usual and is more transformational. For the first time in company history, regulated 
distribution utility will make up a large portion of EBITDA and cash flow.  


The SEMCO deal was not just another tuck-in acquisition like Pacific Northern Gas. The purchase price 
amounted to about 25% of ALA’s total enterprise value. The accompanying equity issuance increased 
shares outstanding by 16%. In 2013, the first full year of contribution from SEMCO, about 40% of our 
forecast total EBITDA will be derived from regulated distribution utility. In 2014 with Forrest Kerr that 
number drops to a still meaningful 37%. The bottom line is that ALA is going to be much more utility 
heavy in its overall business mix.  
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Exhibit 2: Transaction Multiples on Regulated Utility Acquisitions 


Announced 
Date Target Name Acquirer Name


Total EV 
($M)


Rate 
Base


Rate 
Base 


Multiple


Regulated 
Book Equity 


Multiple
Effective 


ROE*
6/23/2011 Central Vermont Public Service Gaz Metro L.P. US$702 US$426 1.6x 2.1x 4.4%


2/1/2012 SEMCO Holding Corporation AltaGas US$1,135 US$725 1.6x 2.1x 5.3%


2/21/2012 CH Energy Group Fortis US$1,443 US$957 1.5x 2.1x 4.9%


9/15/2003 Aquila Canada Fortis C$1,394 C$943 1.5x 2.2x 4.4%


10/31/2011 Pacific Northern Gas Ltd AltaGas C$230 C$174 1.3x 1.7x 5.8%


2/26/2007 Terasen Inc. (B.C. Gas) Fortis C$3,700 C$3,000 1.2x 1.7x 5.1%


10/5/2011 Bristol Water (70% interest) Capstone C$432 C$354 1.2x 1.6x 6.2%


7/7/2011 Western Australia Gas 
Networks (WestNet)


ATCO Ltd. A$1,000 A$840 1.2x 1.5x 7.1%


12/9/2010 Granite State Electric Co. & 
EnergyNorth Natural Gas Inc.


Algonquin US$285 US$251 1.1x 1.2x 7.7%


5/13/2011 Midwest Natural Gas Utilities 
(Atmos Energy)


Algonquin US$124 US$112 1.1x 1.4x 6.8%


 
*Calculated by dividing regulated book equity multiple (ratio of book equity vs. rate base equity) by the allowed ROE. 


Source: Company reports; Scotiabank GBM estimates. 


Utility investors have come to appreciate the virtues of stocks that deliver dividends even if they do not 
deliver capital appreciation. In a period of tumultuous markets, many of the U.S. and Canadian regulated 
utilities haven’t gone up much, but they haven’t gone down either. The single-digit positive total returns 
they’ve delivered are appreciated in this context.  


From another perspective, though, regulated utility has been an unsatisfying investment for income equity 
investors. Though regulated utilities have outperformed the market, they have underperformed pipeline, 
midstream, and contracted renewable power. Relatively low equity returns and growth are the key reasons 
for the divergence in utility vs. other energy infrastructure performance. High maintenance capital 
requirements and cash tax rates are a more subtle reason for the performance gap. Unlike other forms of 
energy infrastructure, regulated utility free cash is usually not much higher than net income. In these ways, 
ALA’s shift in business mix could improve the company’s risk profile but reduce its growth rate. 


Regulated utility returns are fixed so utility acquisitions generally only add shareholder value when they 
are bought at low multiples of book value or when they are fast-growing. In buying close to book value, 
shareholders benefit if the regulated equity return is higher than the acquiring company’s cost of equity 
capital. In buying a fast-growing utility, value may be added by investing in growth capital at 1.0x rate 
base, again assuming that the allowed utility return is higher than the company’s cost of equity capital.  


ALA is not paying a multiple close to book value – in fact it is paying at the higher end of book value 
multiples in recent Canadian regulated utility history (see Exhibit 2). The company paid about 1.6x 
regulated rate base and, as a consequence, the embedded return on invested equity is low. The SEMCO 
assets allowed equity ratios are higher than most in Canada (about 50% vs. 40%) and the allowed return on 
equity is also higher than in Canada (weighted average of about 11.25% vs. about 9% in Canada). 
However, since ALA paid about 2.2x equity book value, its effective embedded ROE on the acquisition is 
only about 5.3%.  
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Exhibit 3: SEMCO Energy Inc. Customer Trends 
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Source: Company reports; Scotiabank GBM estimates. 


Therefore, while the acquisition was deemed by the company as “more than 10% accretive,” that accretion 
may only be possible due to the addition of leverage (we adjusted up our 2013 EPS by $0.15 assuming 
only $403 million of the deal is financed with external equity). The good news for ALA is that it had 
balance sheet room to add leverage and still maintain its 50% balance sheet equity target. But we 
understand management’s accretion analysis for the transaction was based on a 60/40 debt/equity split, as 
opposed to the 50/50 regulated structure and corporate balance sheet target. It stands to reason that without 
adding this 10% leverage slice to the equation, that an acquisition with a 5.3% embedded ROE would not 
be accretive, unless of course the company’s cost of equity capital were below that threshold.  


Nor do the SEMCO assets appear to harbour much organic growth – at least on the face of it. The 
customer count in Alaska which makes up a minority of the total grew at 2.5% over the past 10 years but 
at only 1% in 2010. The Michigan utility which makes up the majority of assets has shown virtually no 
growth in the past few years (0.1% average annual customer additions from 2008-2010). It might add 
customers in a period of more rapid economic growth but that remains to be seen.  


Fortis (FTS) is a case study in how companies can pay premiums for regulated utilities and still add 
shareholder value, but only if the acquired utility is growing rapidly. FTS’ acquisition of the Aquila 
(Western Canadian) utility assets was controversial because FTS paid 1.5x book value. We calculate the 
embedded ROE on that transaction as only 4.4% – even lower than that of ALA’s SEMCO transaction. 
Some observers at the time believed the deal would detract from shareholder value due to the premium and 
low return on invested capital. However, the Western Canadian utility assets then grew at a double-digit 
pace and FTS posted premium EPS and dividend growth from 2003-2007.  


FTS appears to have had the opposite experience with BC Gas, which was acquired in late 2007. The utility 
is slow-growing and so, even though the transaction multiple was slightly lower than Aquila (1.7x book 
equity vs. 2.2x), the company has struggled with earnings growth ever since. From that perspective, while 
there is no strong evidence that BC Gas has hurt FTS shareholders, there is evidence it has not helped them.  


In the same manner, the slow-growth SEMCO utilities may not help ALA shareholders unless the 
company can lever the assets into other investment opportunities. Though ALA is not saying it explicitly, 
we believe the Alaska utility could potentially lead to investments in northern gas pipelines and/or LNG 
facilities. The SEMCO assets connect to the only LNG facility in Alaska today at Kenai on the Cook Inlet. 
It appears there is little or no growth in that particular asset, but larger LNG facilities may be developed 
over time. 
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Exhibit 4: Cook Inlet LNG export trends  
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Source: U.S. Department of Energy Office of Fossil Energy, "U.S. LNG Imports and Exports, 2004-2011." 


Alaska has been exporting LNG for forty years at Kenai but only in small quantities. At its peak, the 
facility, owned by Conoco, was moving about 175 MMcf/day. Early last year the facility shut down 
temporarily because the Anchorage and Cook Inlet areas are under-supplied for local gas demand and 
because supply was globally uncompetitive (ENSTAR – the SEMCO Alaska utility – lists its local 
commodity costs at almost US$7/mcf). On this basis, it appears there is no significant growth or 
investment opportunity in Kenai at this time, though the plant was re-started late last year for small 
throughput.   


A pipeline from the North Slope and related Cook Inlet LNG facilities are the more sizeable and tangible 
Alaskan gas infrastructure investment opportunities. Despite TransCanada’s best efforts to develop a 
pipeline from the North Slope through Alberta to the Lower 48, North American gas economics are 
unsupportive. At the same time, it is early days, but there is growing evidence Alaska LNG could possibly 
compete with Western Canadian LNG in Asia. It appears more and more likely that if Alaska gas ever gets 
to market, it will go via LNG.  


Still, there are meaningful hurdles to large scale LNG from Cook Inlet. Such a project involves an 800 
mile pipeline from the North Slope, the support of shippers (Exxon, Conoco, BP) and the State. Even the 
major energy producers in Alaska are saying significant gas exports are likely 10 years away. And, it is 
unclear whether ALA would have a role in the project even if it is feasible and achieves commercial 
support. TransCanada is unlikely to easily cede its 40-year leadership position in the development of large-
scale Alaska gas pipelines.  


Though the SEMCO acquisition may not add value in and of itself unless it can be levered into a broader 
Alaska infrastructure strategy, it does, in our opinion, improve the company’s risk profile and reduce 
downside risk (we are raising our target price from $26 to $27). Today, a significant amount of the 
company’s cash flow is derived from commodity-sensitive businesses, namely Alberta power and NGL 
extraction. With this utility acquisition and the Forrest Kerr project, we anticipate that in the back half of 
2014 only 16% of EBITDA will be derived from commodity-sensitive activities.  
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Exhibit 5: Reduction in Commodity Sensitivity from 2011 to 2014 


 


Source: Company reports; Scotiabank GBM estimates. 


Exhibit 6: Earnings and Cash Flow Revisions with SEMCO Assets 


Earnings Cash Flow EPS CFPS
Pre-Transaction $99 $252 $1.03 $2.65
Pro-Forma* $124 $299 $1.18 $2.84
Change $26 $46 $0.15 $0.20


2013E


 
 
  *Assumes a 25% book tax rate and 4% average cost of new debt. 
   Source: Company reports; Scotiabank GBM estimates. 


Normally an acquisition consistent with the asset base doesn’t require a review of the valuation of the 
business as a whole. But when it is such a large percentage of total assets it shifts the business mix 
significantly. ALA has gone from a midstream and power company to multi-infrastructure utility-type 
company. Going forward, it will look a lot more like FTS (utility and contracted hydro) or TRP (regulated 
gas infrastructure, Alberta power, and contracted power) than it will like KEY (midstream). This 
transformation has implications for returns on capital, growth and valuation. 


In particular, P/E multiple may become more relevant to ALA’s share price than it has in the past. We 
have reasoned that it is free cash flow driving valuation in the sector today. That is because free cash flow 
drives dividends and dividend paying potential. For regulated utilities, though, earnings are close to free 
cash flow because there is little difference between accounting and cash tax rates or between regulated 
depreciation and maintenance capital. That is why earnings and P/E may drive ALA’s share price more 
going forward than in the past. 


From a practical standpoint, ALA’s earnings should drive its share price because the dividend will be more 
constrained by earnings than before (again due to the tight relationship between regulated utility earnings 
and free cash). Just as other Canadian companies with significant regulated utility holdings (like FTS, 
EMA, CU, ENB) set dividends explicitly based on a payout of earnings, so too may ALA in the future.  


Currently ALA trades at a relatively high P/E multiple when compared with other Canadian pipeline and 
utility stocks almost any way you slice it. Based on 2011 estimated earnings, it trades at 32.6x vs. the 
group at 20.4x. It also trades at a 2013E P/E multiple of 24.7x versus the group at 15x-20x (peer average 
17.8x). Even if we use 2014 earnings for ALA (when Forrest Kerr is in service) and 2013 earnings for 
peers, ALA trades at a 2.8-point P/E premium to the peer average. It also still trades at a premium on 
2013E EV/EBITDA (13.7x versus 10.7x for utility group) and free cash yield (7.2% versus 8.2% for 
utility group). If we are right that the stock will trade in line with the likes of FTS, EMA, CU, and TRP 
going forward, then, the SEMCO acquisition could limit upside in the stock and cause it to trade down 
slightly to peers’ levels.
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Exhibit 7: ALA P/E vs. Comparable Peers 


P/E 2011E 2013E 2014E
ALA 32.6x 24.7x 20.6x


TRP 20.0x 17.2x
FTS 19.7x 19.1x
EMA 19.9x 18.0x
CU 16.6x 15.0x
ENB 25.8x 19.7x
Peer Avg. 20.4x 17.8x


Pending


 


Source: Company reports; Scotiabank GBM estimates. 


If we are wrong about Alberta power and prices sustain at the $70/MW-hr level, the stock would look 
fairly valued on 2014 P/E relative to Canadian peers instead of over-valued. However, it would not look 
under-valued. So even if Alberta power prices do not come off, though the stock may perform in line with 
the group, it would not likely outperform, in our opinion.  


As usual with ALA, there is more to the company’s latest move than it may seem. The acquisition of a 
boring Michigan utility probably relates more to “Alaska LNG” than to “Achieved ROE.” And it is 
conceivable ALA will realize longer-term gas infrastructure opportunities in Alaska. But these 
opportunities, should they arise, are probably more than five years and possibly 10 years away. In the 
meantime, we believe the company growth rate will be modest (ex the one-time uptick from Forrest Kerr) 
due to the SEMCO acquisition and a softening of Alberta power prices. In summary, we see the SEMCO 
deal as slightly positive as it limits downside in ALA shares. However, there is no change to our 3-Sector 
Underperform recommendation due to our outlook for relatively slow growth and relatively high 
valuation.  
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Exhibit 8: AltaGas Ltd. Financial Statement Summary 


Income Statement ($M) 2010A 2011E 2012E 2013E 2014E


Revenue $1,354 $1,412 $2,024 $2,592 $2,912


Gas $99 $98 $133 $153 $153
Power $79 $88 $88 $62 $106
Utilities $25 $32 $86 $142 $146
Corporate ($40) ($44) ($41) ($44) ($45)
Operating Income $162 $174 $266 $312 $360
Other ($1) $0 $0 $0 $0
Interest ($49) ($53) ($99) ($132) ($144)
EBT $112 $121 $166 $180 $216
Tax recovery/(expense) $1 ($28) ($42) ($45) ($54)
Net income before prefs $114 $93 $125 $135 $162
Pref dividends ($4) ($11) ($11) ($11) ($11)
Net Income to Common S/H - Adjusted $110 $82 $114 $124 $151
Adjustments ($12) ($8) $0 $0 $0
Net Income - Reported $97 $74 $114 $124 $151


Shares Outstanding - Basic 82 84 101 105 106


EPS - Reported $1.19 $0.88 $1.13 $1.18 $1.42
EPS - Adjusted $1.35 $0.98 $1.13 $1.18 $1.42


Cash Flow Statement ($M) 2010A 2011E 2012E 2013E 2014E


Net income applicable to common shares $97 $74 $114 $124 $151
Depreciation & Amortization $89 $88 $110 $147 $155
Other $8 $61 $41 $28 $37
CFO Before Changes in Working Capital $195 $223 $264 $299 $343
Net change in non-cash working capital ($2) $0 $0 $0 $0
Cash Flow from Operating Activities $193 $223 $264 $299 $343


Capital Expenditures ($157) ($695) ($1,479) ($491) ($267)
Other & Asset Sales/Acquisitions ($5) ($8) $1 $1 $1
Cash Flow from Investing Activities ($162) ($703) ($1,478) ($490) ($266)


Distributions to unitholders ($152) ($112) ($140) ($145) ($147)
Other Financing Activities $120 $605 $1,358 $340 $80
Cash Flow from Financing Activities ($32) $493 $1,218 $195 ($67)


Change in cash and cash equivalents ($2) $13 $5 $4 $10
Cash and cash equivalents, beginning of year $4 $2 $15 $20 $24
Cash and cash equivalents, end of year $2 $15 $20 $24 $34


Balance Sheet ($M) 2010A 2011E 2012E 2013E 2014E


Cash $2 $15 $20 $24 $34
Other Current Assets $302 $315 $434 $434 $434
PP&E $1,996 $2,671 $4,923 $5,267 $5,379
Intangibles & Goodwill $320 $451 $963 $963 $963
Other Assets $132 $136 $143 $143 $143
Total Assets $2,752 $3,588 $6,483 $6,831 $6,953


Short-term debt $11 $115 $115 $115 $115
Other Current Liabilities $312 $427 $763 $792 $829
Long-term debt and convertible debentures $893 $1,298 $2,593 $2,893 $2,933
Other Liabilities $324 $394 $594 $594 $594
Total Liabilities $1,541 $2,234 $4,064 $4,393 $4,471
Preferred shares $194 $199 $194 $194 $194
Common equity $1,017 $1,154 $2,224 $2,244 $2,288
Total Shareholders' Equity $1,211 $1,353 $2,418 $2,437 $2,482
Total Liabilities and Shareholders' Equity $2,752 $3,588 $6,483 $6,831 $6,953


 


Source: Company reports; Scotiabank GBM estimates. 
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Company Ticker Disclosures (see legend below)* 
Algonquin Power & Utilities Corp. AQN G, I, S, U 
AltaGas Ltd. ALA G, I, U 
ATCO Ltd. ACO.X S 
Capstone Infrastructure Corporation CSE G, I, T, U 
Fortis Inc. FTS G, I, S, U 
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Numbers are located to the left of the lines they represent.  
Numbers indicated with a plus sign (+) have more than one target or rating change in the 
given month. 


ATCO Ltd. 


# Date Closing 
Price Rating Target-


1YR 
1 23-Feb-09 $33.26 * 2-Sector Perform *$49.00
2 18-Sep-09 $41.86 2-Sector Perform *$48.50
3 3-Nov-09 $43.00 2-Sector Perform *$49.50
4 15-Dec-09 $45.74 2-Sector Perform *$54.00
5 19-Feb-10 $48.23 2-Sector Perform *$55.00
6 22-Jul-10 $49.99 * 1-Sector Outperform $55.00
7 2-Sep-10 $52.35 1-Sector Outperform *$62.00
8 8-Nov-10 $56.95 1-Sector Outperform *$66.50
9 6-Dec-10 $58.05 1-Sector Outperform *$68.50
10 25-Feb-11 $57.31 1-Sector Outperform *$70.00
11 13-May-11 $64.37 1-Sector Outperform *$73.00
  19-May-11 $63.83 * 8-Coverage Suspended N/A
12 19-Sep-11 $61.20 * 2-Sector Perform *$66.00


* represents the value(s) that has changed.  


Numbers are located to the left of the lines they represent.  
Numbers indicated with a plus sign (+) have more than one target or rating change in the 
given month. 


AltaGas Ltd. 


# Date Closing 
Price Rating Target-


1YR 
1 23-Feb-09 $13.30 * 2-Sector Perform *$20.00
  27-Feb-09 $13.65 2-Sector Perform *$17.00
2 8-May-09 $16.23 2-Sector Perform *$17.50
3 6-Aug-09 $16.65 2-Sector Perform *$18.00
4 6-Nov-09 $18.15 2-Sector Perform *$18.50
5 1-Mar-10 $18.57 2-Sector Perform *$18.00
6 1-Jun-10 $17.77 * 1-Sector Outperform *$20.50
7 3-Aug-10 $19.61 1-Sector Outperform *$21.50
8 17-Feb-11 $23.94 1-Sector Outperform *$23.50
9 6-May-11 $24.67 * 2-Sector Perform *$24.50
10 26-Jul-11 $26.78 * 8-Coverage Suspended N/A
11 19-Sep-11 $28.01 * 3-Sector Underperform *$24.00
12 1-Nov-11 $29.89 Restricted Restricted
13 5-Jan-12 $31.68 * 3-Sector Underperform *$26.00
14 2-Feb-12 $29.68 Restricted Restricted


* represents the value(s) that has changed.  







 


 


Numbers are located to the left of the lines they represent.  
Numbers indicated with a plus sign (+) have more than one target or rating change in the 
given month. 


Algonquin Power & Utilities Corp. 


# Date Closing 
Price Rating Target-


1YR 
1 30-Oct-09 $3.58 * 3-Sector Underperform *$3.75
2 11-Nov-09 $3.52 Restricted Restricted
3 4-Dec-09 $3.67 * 2-Sector Perform *$3.75
4 8-Mar-10 $4.51 2-Sector Perform *$4.50
5 15-Nov-10 $4.73 2-Sector Perform *$5.00
6 13-Dec-10 $4.92 2-Sector Perform *$5.50
7 7-Mar-11 $5.24 * 1-Sector Outperform *$5.75
8 3-May-11 $5.35 1-Sector Outperform *$6.00
9 26-Jul-11 $5.73 * 8-Coverage Suspended N/A
10 19-Sep-11 $5.85 * 1-Sector Outperform *$7.00
11 7-Oct-11 $5.61 Restricted Restricted
12 15-Nov-11 $5.77 * 1-Sector Outperform *$7.00


* represents the value(s) that has changed.  


 


Numbers are located to the left of the lines they represent.  
Numbers indicated with a plus sign (+) have more than one target or rating change in the given 
month. 


Capstone Infrastructure Corporation 


# Date Closing 
Price Rating Target-


1YR 
1 19-Sep-11 $6.75 * 2-Sector Perform *$7.25
2 25-Oct-11 $6.25 Restricted Restricted
3 16-Nov-11 $6.06 * 2-Sector Perform *$6.75
4 7-Dec-11 $3.96 * 1-Sector Outperform *$5.50


* represents the value(s) that has changed.  







 


 


Numbers are located to the left of the lines they represent.  
Numbers indicated with a plus sign (+) have more than one target or rating change in the 
given month. 


Fortis Inc. 


# Date Closing 
Price Rating Target-


1YR 
1 23-Feb-09 $22.90 * 2-Sector Perform *$28.00
2 1-May-09 $22.36 2-Sector Perform *$27.00
3 6-Aug-09 $25.75 * 3-Sector Underperform $27.00
4 18-Sep-09 $24.90 3-Sector Underperform *$26.50
5 16-Nov-09 $26.55 3-Sector Underperform *$27.00
6 15-Dec-09 $28.30 3-Sector Underperform *$29.00
  18-Dec-09 $28.61 3-Sector Underperform *$30.00
7 3-Feb-10 $28.26 * 2-Sector Perform $30.00
8 2-Sep-10 $30.06 2-Sector Perform *$32.50
9 8-Nov-10 $33.60 2-Sector Perform *$34.50
10 6-Dec-10 $33.25 2-Sector Perform *$35.00
11 11-Feb-11 $33.20 * 3-Sector Underperform *$34.50
12 19-May-11 $33.09 * 8-Coverage Suspended N/A
  31-May-11 $33.01 Restricted Restricted
13 16-Jun-11 $31.97 * 8-Coverage Suspended *N/A
14 19-Sep-11 $32.30 * 2-Sector Perform *$34.00
15 4-Nov-11 $33.68 2-Sector Perform *$35.00
16 1-Dec-11 $32.95 2-Sector Perform *$34.00


* represents the value(s) that has changed.  
 
 


 
 







 


 


General Disclosures 
This report has been prepared by analysts who are employed by the Research Department of Scotiabank, Global Banking 
and Markets. Scotiabank, together with “Global Banking and Markets”, is a marketing name for the global corporate and 
investment banking and capital markets businesses of The Bank of Nova Scotia and certain of its affiliates in the countries 
where they operate, including Scotia Capital Inc. 


All other trademarks are acknowledged as belonging to their respective owners and the display of such trademarks is for 
informational use only. 


Scotiabank, Global Banking and Markets Research produces research reports under a single marketing identity referred to as 
“Globally-branded research” under U.S. rules. This research is produced on a single global research platform with one set of rules 
which meet the most stringent standards set by regulators in the various jurisdictions in which the research reports are produced. In 
addition, the analysts who produce the research reports, regardless of location, are subject to one set of policies designed to meet 
the most stringent rules established by regulators in the various jurisdictions where the research reports are produced. 


This report is provided to you for informational purposes only. This report is not, and is not to be construed as, an offer to 
sell or solicitation of an offer to buy any securities and/or commodity futures contracts.  


The securities mentioned in this report may neither be suitable for all investors nor eligible for sale in some jurisdictions 
where the report is distributed. 


The information and opinions contained herein have been compiled or arrived at from sources believed reliable, however, 
Scotiabank, Global Banking and Markets makes no representation or warranty, express or implied, as to their accuracy or 
completeness.  


Scotiabank, Global Banking and Markets has policies designed to make best efforts to ensure that the information contained 
in this report is current as of the date of this report, unless otherwise specified.  


Any prices that are stated in this report are for informational purposes only. Scotiabank, Global Banking and Markets makes 
no representation that any transaction may be or could have been effected at those prices. 


Any opinions expressed herein are those of the author(s) and are subject to change without notice and may differ or be 
contrary from the opinions expressed by other departments of Scotiabank, Global Banking and Markets or any of its affiliates. 


Neither Scotiabank, Global Banking and Markets nor its affiliates accepts any liability whatsoever for any direct or 
consequential loss arising from any use of this report or its contents.  


Equity research reports published by Scotiabank, Global Banking and Markets are available electronically via: Bloomberg, 
Thomson Financial/First Call - Research Direct, Reuters, Capital IQ, and FactSet. Institutional clients with questions 
regarding distribution of equity research should contact us at 1-800-208-7666. 


This report and all the information, opinions, and conclusions contained in it are protected by copyright. This report may not 
be reproduced in whole or in part, or referred to in any manner whatsoever, nor may the information, opinions, and 
conclusions contained in it be referred to without the prior express consent of Scotiabank, Global Banking and Markets. 


Additional Disclosures 
Canada: This report is distributed by Scotia Capital Inc., a subsidiary of The Bank of Nova Scotia. DWM Securities Inc. is a 
subsidiary of The Bank of Nova Scotia and an affiliate of Scotia Capital Inc. Scotia Capital Inc. and DWM Securities Inc. are 
members of the Canadian Investor Protection Fund and the Investment Industry Regulatory Organization of Canada. DWM 
Securities Inc. does not provide investment banking services. 


Hong Kong: This report is distributed by The Bank of Nova Scotia Hong Kong Branch, which is authorized by the Securities 
and Future Commission to conduct Type 1, Type 4 and Type 6 regulated activities and regulated by the Hong Kong 
Monetary Authority. 


Mexico: This report is distributed by Scotia Inverlat Casa de Bolsa S.A. de C.V., a subsidiary of the Bank of Nova Scotia. 


Singapore: This report is distributed by The Bank of Nova Scotia Asia Limited, a subsidiary of The Bank of Nova Scotia. The 
Bank of Nova Scotia Asia Limited is authorised and regulated by the Monetary Authority of Singapore, and exempted under 
Section 99(1)(a),and (b), (c) and (d) of the Securities and Futures Act to conduct regulated activities. 


United Kingdom and the rest of Europe: Except as otherwise specified herein, this report is distributed by Scotia Capital 
(Europe) Limited, a subsidiary of the Bank of Nova Scotia. Scotia Capital (Europe) Limited is authorized and regulated by 
the Financial Services Authority (FSA). Scotia Capital (Europe) Limited research complies with all the FSA requirements 
and laws concerning disclosures and these are indicated on the research where applicable. Scotia Capital Inc. is regulated 
by the FSA for the conduct of investment business in the UK. 


United States: This report is distributed by Scotia Capital (USA) Inc., a subsidiary of Scotia Capital Inc., and a registered 
U.S. broker-dealer. All transactions by a U.S. investor of securities mentioned in this report must be effected through Scotia 
Capital (USA) Inc. 


Non-U.S. investors wishing to effect a transaction in the securities discussed in this report should contact a Scotiabank, 
Global Banking and Markets entity in their local jurisdiction unless governing law permits otherwise. 


 







 


 


 


Definition of Scotiabank, Global Banking and Markets Equity Research Ratings & 
Risk Rankings 
We have a three-tiered rating system, with ratings of 1-Sector Outperform, 2-Sector Perform, and 3-Sector Underperform. 
Each analyst assigns a rating that is relative to his or her coverage universe or an index identified by the analyst that
includes, but is not limited to, stocks covered by the analyst. 


Our risk ranking system provides transparency as to the underlying financial and operational risk of each stock covered.
Statistical and judgmental factors considered are: historical financial results, share price volatility, liquidity of the shares,
credit ratings, analyst forecasts, consistency and predictability of earnings, EPS growth, dividends, cash flow from
operations, and strength of balance sheet. The Director of Research and the Supervisory Analyst jointly make the final
determination of all risk rankings. 


The rating assigned to each security covered in this report is based on the Scotiabank, Global Banking and Markets
research analyst’s 12-month view on the security. Analysts may sometimes express to traders, salespeople and certain
clients their shorter-term views on these securities that differ from their 12-month view due to several factors, including but 
not limited to the inherent volatility of the marketplace. 
Ratings 


1-Sector Outperform 
The stock is expected to outperform the average 12-month 
total return of the analyst’s coverage universe or an index 
identified by the analyst that includes, but is not limited to, 
stocks covered by the analyst. 


2-Sector Perform 
The stock is expected to perform approximately in line with 
the average 12-month total return of the analyst’s coverage 
universe or an index identified by the analyst that includes, 
but is not limited to, stocks covered by the analyst. 


3-Sector Underperform 
The stock is expected to underperform the average 12-
month total return of the analyst’s coverage universe or an 
index identified by the analyst that includes, but is not limited 
to, stocks covered by the analyst. 


Other Ratings 
Tender – Investors are guided to tender to the terms of the 
takeover offer.  


Under Review – The rating has been temporarily placed 
under review, until sufficient information has been received 
and assessed by the analyst. 


Risk Rankings 


Low  
Low financial and operational risk, high predictability of 
financial results, low stock volatility. 


Medium  
Moderate financial and operational risk, moderate 
predictability of financial results, moderate stock volatility. 


High  
High financial and/or operational risk, low predictability of 
financial results, high stock volatility. 


Caution Warranted  
Exceptionally high financial and/or operational risk, 
exceptionally low predictability of financial results, exceptionally 
high stock volatility. For risk-tolerant investors only. 


Venture  
Risk and return consistent with Venture Capital. For risk-
tolerant investors only. 


 


Scotiabank, Global Banking and Markets Equity Research Ratings Distribution* 


Distribution by Ratings and Equity and Equity-Related Financings* 


Percentage of companies covered by 
Scotiabank, Global Banking and Markets 
Equity Research within each rating category. 


Percentage of companies within each rating 
category for which Scotiabank, Global Banking 
and Markets has undertaken an underwriting 
liability or has provided advice for a fee within 
the last 12 months. 


Source: Scotiabank GBM. 


For the purposes of the ratings distribution disclosure the NASD requires members who use a ratings system with terms 
different than “buy,” “hold/neutral” and “sell,” to equate their own ratings into these categories. Our 1-Sector Outperform, 
2-Sector Perform, and 3-Sector Underperform ratings are based on the criteria above, but for this purpose could be 
equated to buy, neutral and sell ratings, respectively. 
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TM Trademark of The Bank of Nova Scotia. Used under license, where applicable. Scotiabank, together with “Global Banking and Markets”, is a 
marketing name for the global corporate and investment banking and capital markets businesses of The Bank of Nova Scotia and certain of its affiliates 
in the countries where they operate, including Scotia Capital Inc. Scotia Capital Inc. is a Member of the Canadian Investment Protection Fund. 
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AltaGas Ltd. (ALA-T C$30.89)


Matthew Akman, MBA - 416-863-7798 
(Scotia Capital Inc. - Canada) 
matthew.akman@scotiabank.com 
 


Tuc Tuncay, P.Eng., CFA - 416-865-6337
(Scotia Capital Inc. - Canada)


Rusty Wong, CA - 416-863-5915
(Scotia Capital Inc. - Canada)


Est. NTM Div. C$1.38 
Div. (Current) C$1.38 
Yield 4.5% 


Rating: 3-Sector Underperform Target 1-Yr: C$27.00 ROR 1-Yr: -8.1%
Risk Ranking: Medium  2-Yr: C$27.00  2-Yr: -3.7%
Valuation: 7.8% 2013E Free Cash Yield and 13.1x 2013E EV/EBITDA 
K ey Risks to Target: Power prices; Interest rates; Project costs; Gas volumes & NGL margins    


Q4/11 Earnings Preview 
Event 
■ We have reviewed our 2011 assumptions, including accounting tax 


rates and Alberta power prices. 


Implications 
■ Our 2011 accounting tax rate assumption was slightly higher than 


management's guidance of approximately 18%. Going forward, we 
anticipate tax rates to be in line with guidance of approximately 25%. 


■ Spot Alberta power prices were less than our assumptions in the fourth 
quarter of 2011, slightly offsetting the impact of decreased taxes. 


■ We are raising our Q4/11 and full-year 2011 EPS estimates by $0.05 to 
reflect the factors above. There are no changes to our forward EPS 
estimates. 


Recommendation 
■ We maintain our 3-SU rating and $27.00 target price. Refer to our report 


titled Achieved ROE and Alaska LNG for further details. 


 
 
Capitalization 
Shares O/S (M) 103.2 
Total Value ($M) 3,187 
Float O/S (M) 98.8 
Float Value ($M) 3,051 
TSX Weight 0.18% 
N ext Reporting Date 08-Mar-12 


Qtly Adj EPS (Basic) Q1 Q2 Q3 Q4 Year P/E 
2010A $0.40 A $0.33 A $0.20 A $0.41 A $1.35  16.1x 
2011E $0.32 A $0.26 A $0.17 A $0.28  $1.03  31.0x 
2012E $0.34  $0.18  $0.14  $0.48  $1.13  27.3x 
2013E $0.56  $0.09  $0.06  $0.47  $1.18  26.2x 


(FY-Dec.) 2009A 2010A 2011E 2012E 2013E 
Free Cash Flow/Share $2.53 $2.12 $2.22 $2.15 $2.11 
Price/Earnings 10.7 16.1 31.0 27.3 26.2 
EV/EBITDA 10.2 11.4 16.2 16.0 14.0 
Payout Ratio 86% 81% 60% 64% 66% 
EBITDA $244 $251 $264 $376 $461 
Debt/EBITDA 4.2 3.6 5.3 7.2 6.5 
Tot. Debt/(Tot.Dbt+Eq.) 0.49 0.43 0.51 0.52 0.55 
Enterprise Value $2,487 $2,866 $4,272 $6,035 $6,447 


IBES Estimates     
EPS 2011E: $1.04     
EPS 2012E: $1.32     
     


Historical price multiple calculations use FYE prices. Source: Reuters; Company reports; Scotiabank GBM estimates.  


  


Pertinent Revisions 


 New Old 


EPS11E $1.03 $0.98 
New Valuation: 
7.8% 2013E Free Cash Yield and 13.1x 
2013E EV/EBITDA 
Old Valuation:  
7.8% 2013E Free Cash Yield and 13.2x 
2013E EV/EBITDA 
  


ScotiaView Analyst Link 


  


 


For Reg AC Certification and important disclosures see Appendix A of this report. Analysts employed by non-U.S. 
affiliates are not registered/qualified as research analysts with FINRA in the U.S. 



mailto:matthew.akman@scotiabank.com

https://www.scotiaview.com/authors/makman

https://www.scotiaview.com/authors/makman
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Exhibit 1 - :AltaGas Ltd. Financial Statement Summary 


Income Statement ($M) 2010A 2011E 2012E 2013E 2014E


Gas $99 $102 $138 $149 $151
Power $79 $82 $82 $62 $106
Utilities $25 $32 $86 $142 $146
Corporate ($40) ($41) ($42) ($45) ($46)
Operating Income $162 $175 $263 $308 $357
Other ($1) ($3) $0 $0 $0
Interest ($49) ($54) ($95) ($128) ($140)
EBT $112 $118 $168 $180 $217
Tax recovery/(expense) $1 ($21) ($42) ($45) ($54)
Net income before prefs $114 $97 $126 $135 $163
Pref dividends ($4) ($11) ($11) ($11) ($11)
Net Income to Common S/H - Adjusted $110 $86 $115 $124 $152
Adjustments ($12) ($8) $0 $0 $0
Net Income - Reported $97 $78 $115 $124 $152


Shares Outstanding - Basic 82 84 101 105 107


EPS - Reported $1.19 $0.93 $1.13 $1.18 $1.42
EPS - Adjusted $1.35 $1.03 $1.13 $1.18 $1.42


Cash Flow Statement ($M) 2010A 2011E 2012E 2013E 2014E


Net income applicable to common shares $97 $78 $115 $124 $152
Depreciation & Amortization $89 $89 $113 $154 $162
Other $8 $55 $37 $21 $29
CFO Before Changes in Working Capital $195 $223 $264 $299 $343
Net change in non-cash working capital ($2) $0 $0 $0 $0
Cash Flow from Operating Activities $193 $223 $264 $299 $343


Capital Expenditures ($157) ($695) ($1,479) ($491) ($267)
Other & Asset Sales/Acquisitions ($5) ($8) $1 $1 $1
Cash Flow from Investing Activities ($162) ($703) ($1,478) ($490) ($266)


Dividends ($152) ($112) ($140) ($145) ($147)
Other Financing Activities $120 $605 $1,362 $340 $80
Cash Flow from Financing Activities ($32) $493 $1,222 $195 ($67)


Change in cash and cash equivalents ($2) $13 $9 $4 $10
Cash and cash equivalents, beginning of year $4 $2 $15 $24 $28
Cash and cash equivalents, end of year $2 $15 $24 $28 $38


Balance Sheet ($M) 2010A 2011E 2012E 2013E 2014E


Cash $2 $15 $24 $28 $38
Other Current Assets $302 $315 $434 $434 $434
PP&E $1,996 $2,669 $4,918 $5,255 $5,360
Intangibles & Goodwill $320 $451 $963 $963 $963
Other Assets $132 $136 $143 $143 $143
Total Assets $2,752 $3,586 $6,482 $6,823 $6,938


Short-term debt $11 $115 $115 $115 $115
Other Current Liabilities $312 $422 $753 $775 $806
Long-term debt and convertible debentures $893 $1,298 $2,593 $2,893 $2,933
Other Liabilities $324 $394 $594 $594 $594
Total Liabilities $1,541 $2,229 $4,054 $4,376 $4,448
Preferred shares $194 $199 $194 $194 $194
Common equity $1,017 $1,158 $2,234 $2,253 $2,297
Total Shareholders' Equity $1,211 $1,357 $2,428 $2,447 $2,490
Total Liabilities and Shareholders' Equity $2,752 $3,586 $6,482 $6,823 $6,938


 


Source: Company reports; Scotiabank GBM estimates. 
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Appendix A: Important Disclosures 


Company Ticker Disclosures (see legend below)* 
AltaGas Ltd. ALA G, I, U 
   


I, Matthew Akman, certify that (1) the views expressed in this report in connection with securities or issuers that I analyze accurately reflect my 
personal views and (2) no part of my compensation was, is, or will be directly or indirectly, related to the specific recommendations or views 
expressed by me in this report. 


This research report was prepared by employees of Scotia Capital Inc. and/or its affiliates who have the title of Analyst. 


All pricing of securities in reports is based on the closing price of the securities’ principal marketplace on the night before the publication date, 
unless otherwise explicitly stated. 


All Equity Research Analysts report to the Head of Equity Research. The Head of Equity Research reports to the Managing Director, Head of 
Institutional Equity Sales, Trading and Research, who is not and does not report to the Head of the Investment Banking Department. 
Scotiabank, Global Banking and Markets has policies that are reasonably designed to prevent or control the sharing of material non-public 
information across internal information barriers, such as between Investment Banking and Research. 


The compensation of the research analyst who prepared this report is based on several factors, including but not limited to, the overall 
profitability of Scotiabank, Global Banking and Markets and the revenues generated from its various departments, including investment banking. 
Furthermore, the research analyst's compensation is charged as an expense to various Scotiabank, Global Banking and Markets departments, 
including investment banking. Research Analysts may not receive compensation from the companies they cover. 


Non-U.S. analysts may not be associated persons of Scotia Capital (USA) Inc. and therefore may not be subject to NASD Rule 2711 restrictions 
on communications with subject company, public appearances and trading securities held by the analysts. 


 


For Scotiabank, Global Banking and Markets Research analyst standards and disclosure policies, please visit 
http://www.gbm.scotiabank.com/disclosures 


Scotiabank, Global Banking and Markets Research, 40 King Street West, 33rd Floor, Toronto, Ontario, M5H 1H1. 


 


* Legend 


G Scotia Capital (USA) Inc. or its affiliates has managed or co-managed a public offering in the past 12 months. 


I Scotia Capital (USA) Inc. or its affiliates has received compensation for investment banking services in the past 12 months. 


U Within the last 12 months, Scotia Capital Inc. and/or its affiliates have undertaken an underwriting liability with respect to equity or debt 
securities of, or have provided advice for a fee with respect to, this issuer. 
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Company Comment 


Numbers are located to the left of the lines they represent.  
Numbers indicated with a plus sign (+) have more than one target or rating change in the 
given month. 


AltaGas Ltd. 


# Date Closing 
Price Rating Target-


1YR 
1 4-Mar-09 $13.41 * 2-Sector Perform *$17.00


2 8-May-09 $16.23 2-Sector Perform *$17.50


3 6-Aug-09 $16.65 2-Sector Perform *$18.00


4 6-Nov-09 $18.15 2-Sector Perform *$18.50


5 1-Mar-10 $18.57 2-Sector Perform *$18.00


6 1-Jun-10 $17.77 * 1-Sector Outperform *$20.50


7 3-Aug-10 $19.61 1-Sector Outperform *$21.50


8 17-Feb-11 $23.94 1-Sector Outperform *$23.50


9 6-May-11 $24.67 * 2-Sector Perform *$24.50


10 26-Jul-11 $26.78 * 8-Coverage Suspended N/A


11 19-Sep-11 $28.01 * 3-Sector Underperform *$24.00


12 1-Nov-11 $29.89 Restricted Restricted


13 5-Jan-12 $31.68 * 3-Sector Underperform *$26.00


14 2-Feb-12 $29.68 Restricted Restricted


  23-Feb-12 $29.89 * 3-Sector Underperform *$27.00


* represents the value(s) that has changed.  
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Definition of Scotiabank, Global Banking and Markets Equity Research Ratings & Risk Rankings 
We have a three-tiered rating system, with ratings of 1-Sector Outperform, 2-Sector Perform, and 3-Sector Underperform. Each analyst assigns a 
rating that is relative to his or her coverage universe or an index identified by the analyst that includes, but is not limited to, stocks covered by the 
analyst. 


Our risk ranking system provides transparency as to the underlying financial and operational risk of each stock covered.  Statistical and judgmental 
factors considered are: historical financial results, share price volatility, liquidity of the shares, credit ratings, analyst forecasts, consistency and 
predictability of earnings, EPS growth, dividends, cash flow from operations, and strength of balance sheet. The Director of Research and the 
Supervisory Analyst jointly make the final determination of all risk rankings. 


The rating assigned to each security covered in this report is based on the Scotiabank, Global Banking and Markets research analyst’s 12-month view 
on the security. Analysts may sometimes express to traders, salespeople and certain clients their shorter-term views on these securities that differ 
from their 12-month view due to several factors, including but not limited to the inherent volatility of the marketplace. 


Ratings Risk Rankings 


1-Sector Outperform 
The stock is expected to outperform the average 12-month total return of the 
analyst’s coverage universe or an index identified by the analyst that 
includes, but is not limited to, stocks covered by the analyst. 


2-Sector Perform 
The stock is expected to perform approximately in line with the average 
12-month total return of the analyst’s coverage universe or an index 
identified by the analyst that includes, but is not limited to, stocks covered by 
the analyst. 


3-Sector Underperform 
The stock is expected to underperform the average 12-month total return of 
the analyst’s coverage universe or an index identified by the analyst that 
includes, but is not limited to, stocks covered by the analyst. 


Other Ratings 
Tender – Investors are guided to tender to the terms of the takeover offer.  
Under Review – The rating has been temporarily placed under review, until 
sufficient information has been received and assessed by the analyst. 


Low  
Low financial and operational risk, high predictability of financial 
results, low stock volatility. 


Medium  
Moderate financial and operational risk, moderate predictability of 
financial results, moderate stock volatility. 


High  
High financial and/or operational risk, low predictability of financial 
results, high stock volatility. 


Caution Warranted  
Exceptionally high financial and/or operational risk, exceptionally low 
predictability of financial results, exceptionally high stock volatility. For risk-
tolerant investors only. 


Venture  
Risk and return consistent with Venture Capital. For risk-tolerant investors 
only. 


Scotiabank, Global Banking and Markets Equity Research Ratings Distribution* 


Distribution by Ratings and Equity and Equity-Related Financings* 


Percentage of companies covered by Scotiabank, Global Banking 
and Markets within each rating category. 


Percentage of companies within each rating category for which 
Scotiabank, Global Banking and Markets has undertaken an 
underwriting liability or has provided advice for a fee within the last 
12 months. 


Source: Scotiabank GBM.  
For the purposes of the ratings distribution disclosure the NASD requires members who use a ratings system with terms different than “buy,” 
“hold/neutral” and “sell,” to equate their own ratings into these categories. Our 1-Sector Outperform, 2-Sector Perform, and 3-Sector Underperform 
ratings are based on the criteria above, but for this purpose could be equated to buy, neutral and sell ratings, respectively. 
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General Disclosures 
This report has been prepared by analysts who are employed by the Research Department of Scotiabank, Global Banking and Markets. Scotiabank, 
together with “Global Banking and Markets”, is a marketing name for the global corporate and investment banking and capital markets businesses of 
The Bank of Nova Scotia and certain of its affiliates in the countries where they operate, including Scotia Capital Inc.  


All other trademarks are acknowledged as belonging to their respective owners and the display of such trademarks is for informational use only. 


Scotiabank, Global Banking and Markets Research produces research reports under a single marketing identity referred to as “Globally-branded 
research” under U.S. rules. This research is produced on a single global research platform with one set of rules which meet the most stringent 
standards set by regulators in the various jurisdictions in which the research reports are produced. In addition, the analysts who produce the research 
reports, regardless of location, are subject to one set of policies designed to meet the most stringent rules established by regulators in the various 
jurisdictions where the research reports are produced. 


This report is provided to you for informational purposes only. This report is not, and is not to be construed as, an offer to sell or solicitation of an offer 
to buy any securities and/or commodity futures contracts.  


The securities mentioned in this report may neither be suitable for all investors nor eligible for sale in some jurisdictions where the report is 
distributed. 


The information and opinions contained herein have been compiled or arrived at from sources believed reliable, however, Scotiabank, Global Banking 
and Markets makes no representation or warranty, express or implied, as to their accuracy or completeness.  


Scotiabank, Global Banking and Markets has policies designed to make best efforts to ensure that the information contained in this report is current as 
of the date of this report, unless otherwise specified.  


Any prices that are stated in this report are for informational purposes only. Scotiabank, Global Banking and Markets makes no representation that any 
transaction may be or could have been effected at those prices. 


Any opinions expressed herein are those of the author(s) and are subject to change without notice and may differ or be contrary from the opinions 
expressed by other departments of Scotiabank, Global Banking and Markets or any of its affiliates. 


Neither Scotiabank, Global Banking and Markets nor its affiliates accepts any liability whatsoever for any direct or consequential loss arising from any use of 
this report or its contents.  


Equity research reports published by Scotiabank, Global Banking and Markets are available electronically via: Bloomberg, Thomson Financial/First 
Call - Research Direct, Reuters, Capital IQ, and FactSet. Institutional clients with questions regarding distribution of equity research should contact us 
at 1-800-208-7666. 


This report and all the information, opinions, and conclusions contained in it are protected by copyright. This report may not be reproduced in whole or 
in part, or referred to in any manner whatsoever, nor may the information, opinions, and conclusions contained in it be referred to without the prior 
express consent of Scotiabank, Global Banking and Markets. 


Additional Disclosures 
Canada: This report is distributed by Scotia Capital Inc., a subsidiary of The Bank of Nova Scotia. DWM Securities Inc. is a subsidiary of The Bank of 
Nova Scotia and an affiliate of Scotia Capital Inc. Scotia Capital Inc. and DWM Securities Inc. are members of the Canadian Investor Protection Fund 
and the Investment Industry Regulatory Organization of Canada. DWM Securities Inc. does not provide investment banking services. 


Hong Kong: This report is distributed by The Bank of Nova Scotia Hong Kong Branch, which is authorized by the Securities and Future Commission 
to conduct Type 1, Type 4 and Type 6 regulated activities and regulated by the Hong Kong Monetary Authority. 


Mexico: This report is distributed by Scotia Inverlat Casa de Bolsa S.A. de C.V., a subsidiary of the Bank of Nova Scotia. 


Singapore: This report is distributed by The Bank of Nova Scotia Asia Limited, a subsidiary of The Bank of Nova Scotia. The Bank of Nova Scotia 
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Securities and Futures Act to conduct regulated activities. 
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AltaGas Ltd. (ALA-T C$31.54)


Matthew Akman, MBA - 416-863-7798 
(Scotia Capital Inc. - Canada) 
matthew.akman@scotiabank.com 
 


Tuc Tuncay, P.Eng., CFA - 416-865-6337
(Scotia Capital Inc. - Canada)


Rusty Wong, CA - 416-863-5915
(Scotia Capital Inc. - Canada)


Est. NTM Div. C$1.38 
Div. (Current) C$1.38 
Yield 4.4% 


Rating: 3-Sector Underperform Target 1-Yr: C$27.00 ROR 1-Yr: -10.0%
Risk Ranking: Medium  2-Yr: C$27.00  2-Yr: -5.6%
Valuation: 7.9% 2013E Free Cash Yield and 12.9x 2013E EV/EBITDA 
K ey Risks to Target: Power prices; Interest rates; Project costs; Gas volumes & NGL margins    


Power Peak 
Event 
■ ALA reported Q4/11 adj. EPS of $0.34 ($0.31 Q4/10) vs. our $0.28 est.  


Implications 
■ The beat in the quarter was driven primarily by higher extraction 


volumes, strong frac spreads, and higher power generation volumes. 
■ We remain concerned about weakness in the power business going 


forward. Management guaided to "lower" power operating income in 
2012. Further declines in that segment are likely in 2013, in our view, 
due to low gas prices and potential for changes to AB market rules. 


■ The gas business is growing as assets are added, but the commodity 
momentum has likely ended. Hedged frac spreads in 2012 are 
comparable to realized 2011 spreads. And the legacy field business will 
likely show further declines.  


Recommendation 
■ Earnings and cash flow stability should improve with utility 


acquisitions; there is less downside potential than before in the event of 
a steeper AB power correction. However, with more utility in the mix, 
the P/E multiple should drive share performance and on that basis, ALA 
is relatively expensive. We recommend reducing holdings in ALA for 
cheaper utility/infrastructure shares such as CU, ENB, and TRP.  


 
 
Capitalization 
Shares O/S (M) 103.2 
Total Value ($M) 3,254 
Float O/S (M) 98.8 
Float Value ($M) 3,116 
TSX Weight 0.19% 
N ext Reporting Date May-12 


Qtly Adj EPS (Basic) Q1 Q2 Q3 Q4 Year P/E 
2010A $0.40 A $0.33 A $0.20 A $0.41 A $1.35  16.1x 
2011A $0.39 A $0.22 A $0.19 A $0.34 A $1.14  27.9x 
2012E $0.37  $0.17  $0.14  $0.48  $1.15  27.3x 
2013E $0.55  $0.09  $0.06  $0.50  $1.20  26.3x 


(FY-Dec.) 2009A 2010A 2011A 2012E 2013E 
Free Cash Flow/Share $2.53 $2.12 $2.15 $2.17 $2.12 
Price/Earnings 10.7 16.1 27.9 27.3 26.3 
EV/EBITDA 10.2 11.4 15.8 16.0 13.9 
Payout Ratio 86% 81% 62% 63% 65% 
EBITDA $244 $251 $265 $376 $461 
Debt/EBITDA 4.2 3.6 5.0 7.0 6.3 
Tot. Debt/(Tot.Dbt+Eq.) 0.49 0.43 0.50 0.52 0.54 
Enterprise Value $2,487 $2,866 $4,190 $6,008 $6,421 


IBES Estimates     
EPS 2012E: $1.30     
EPS 2013E: N/A     
     


Historical price multiple calculations use FYE prices. Source: Reuters; Company reports; Scotiabank GBM estimates.  


  


Pertinent Revisions 


 New Old 
EPS12E $1.15 $1.13 
EPS13E $1.20 $1.18 
New Valuation: 
7.9% 2013E Free Cash Yield and 12.9x 
2013E EV/EBITDA 
Old Valuation:  
7.8% 2013E Free Cash Yield and 13.1x 
2013E EV/EBITDA 
  


ScotiaView Analyst Link 
  


 


For Reg AC Certification and important disclosures see Appendix A of this report. Analysts employed by non-U.S. 
affiliates are not registered/qualified as research analysts with FINRA in the U.S. 



mailto:matthew.akman@scotiabank.com

https://www.scotiaview.com/authors/makman

https://www.scotiaview.com/authors/makman

https://www.scotiaview.com/authors/makman
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Exhibit 1 - :AltaGas Ltd. Financial Statement Summary 


Income Statement ($M) 2010A 2011A 2012E 2013E 2014E


Gas $99 $99 $136 $147 $151
Power $79 $86 $80 $64 $106
Utilities $25 $30 $87 $139 $144
Corporate ($40) ($40) ($39) ($42) ($44)
Operating Income $162 $175 $264 $308 $357
Other ($1) $8 $0 $0 $0
Interest ($49) ($53) ($93) ($125) ($137)
EBT $112 $130 $171 $183 $219
Tax recovery/(expense) $1 ($23) ($43) ($46) ($55)
Net income before prefs $114 $107 $128 $137 $165
Pref dividends ($4) ($11) ($11) ($11) ($11)
Net Income to Common S/H - Adjusted $110 $96 $117 $126 $154
Adjustments ($12) ($12) $0 $0 $0
Net Income - Reported $97 $84 $117 $126 $154


Shares Outstanding - Basic 82 84 102 105 107


EPS - Reported $1.19 $0.99 $1.15 $1.20 $1.44
EPS - Adjusted $1.35 $1.14 $1.15 $1.20 $1.44


Cash Flow Statement ($M) 2010A 2011A 2012E 2013E 2014E


Net income applicable to common shares $97 $84 $117 $126 $154
Depreciation & Amortization $89 $90 $112 $152 $161
Other $8 $45 $38 $22 $30
CFO Before Changes in Working Capital $195 $219 $267 $301 $344
Net change in non-cash working capital ($2) ($9) $0 $0 $0
Cash Flow from Operating Activities $193 $210 $267 $301 $344


Capital Expenditures ($157) ($565) ($1,479) ($491) ($267)
Other & Asset Sales/Acquisitions ($5) ($20) $1 $1 $1
Cash Flow from Investing Activities ($162) ($585) ($1,478) ($490) ($266)


Dividends ($152) ($126) ($140) ($145) ($147)
Other Financing Activities $120 $503 $1,372 $340 $80
Cash Flow from Financing Activities ($32) $377 $1,232 $195 ($67)


Change in cash and cash equivalents ($2) $2 $21 $6 $11
Cash and cash equivalents, beginning of year $4 $2 $4 $25 $31
Cash and cash equivalents, end of year $2 $4 $25 $31 $42


Balance Sheet ($M) 2010A 2011A 2012E 2013E 2014E


Cash $2 $4 $25 $31 $42
Other Current Assets $302 $364 $483 $483 $483
PP&E $1,996 $2,540 $4,790 $5,129 $5,235
Intangibles & Goodwill $320 $491 $1,003 $1,003 $1,003
Other Assets $132 $143 $149 $149 $149
Total Assets $2,752 $3,542 $6,452 $6,796 $6,913


Short-term debt $11 $123 $109 $109 $109
Other Current Liabilities $312 $456 $808 $830 $862
Long-term debt and convertible debentures $893 $1,201 $2,506 $2,806 $2,846
Other Liabilities $324 $414 $608 $608 $608
Total Liabilities $1,541 $2,194 $4,031 $4,354 $4,425
Preferred shares $194 $194 $189 $189 $189
Common equity $1,017 $1,154 $2,232 $2,253 $2,299
Total Shareholders' Equity $1,211 $1,349 $2,421 $2,442 $2,488
Total Liabilities and Shareholders' Equity $2,752 $3,542 $6,452 $6,796 $6,913


 


Source: Company reports; Scotiabank GBM estimates. 
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Appendix A: Important Disclosures 


Company Ticker Disclosures (see legend below)* 
AltaGas Ltd. ALA G, I, U 
Canadian Utilities Limited CU B33, G, I, S, U 
Enbridge Inc. ENB G, I, S, T, U 
TransCanada Corporation TRP D27, I, S, U 
   


I, Matthew Akman, certify that (1) the views expressed in this report in connection with securities or issuers that I analyze accurately reflect my 
personal views and (2) no part of my compensation was, is, or will be directly or indirectly, related to the specific recommendations or views 
expressed by me in this report. 


This research report was prepared by employees of Scotia Capital Inc. and/or its affiliates who have the title of Analyst. 


All pricing of securities in reports is based on the closing price of the securities’ principal marketplace on the night before the publication date, 
unless otherwise explicitly stated. 


All Equity Research Analysts report to the Head of Equity Research. The Head of Equity Research reports to the Managing Director, Head of 
Institutional Equity Sales, Trading and Research, who is not and does not report to the Head of the Investment Banking Department. 
Scotiabank, Global Banking and Markets has policies that are reasonably designed to prevent or control the sharing of material non-public 
information across internal information barriers, such as between Investment Banking and Research. 


The compensation of the research analyst who prepared this report is based on several factors, including but not limited to, the overall 
profitability of Scotiabank, Global Banking and Markets and the revenues generated from its various departments, including investment banking. 
Furthermore, the research analyst's compensation is charged as an expense to various Scotiabank, Global Banking and Markets departments, 
including investment banking. Research Analysts may not receive compensation from the companies they cover. 


Non-U.S. analysts may not be associated persons of Scotia Capital (USA) Inc. and therefore may not be subject to NASD Rule 2711 restrictions 
on communications with subject company, public appearances and trading securities held by the analysts. 


 


For Scotiabank, Global Banking and Markets Research analyst standards and disclosure policies, please visit 
http://www.gbm.scotiabank.com/disclosures 


Scotiabank, Global Banking and Markets Research, 40 King Street West, 33rd Floor, Toronto, Ontario, M5H 1H1. 


 


* Legend 


B33 David A. Dodge is a director of Canadian Utilities Limited and is a director of The Bank of Nova Scotia. 


D27 Rick Waugh, President and Chief Executive Officer for The Bank of Nova Scotia, is a member of the the Board of Directors of 
TransCanada Corporation. 


G Scotia Capital (USA) Inc. or its affiliates has managed or co-managed a public offering in the past 12 months. 


I Scotia Capital (USA) Inc. or its affiliates has received compensation for investment banking services in the past 12 months. 


S Scotia Capital Inc. and its affiliates collectively beneficially own in excess of 1% of one or more classes of the issued and outstanding 
equity securities of this issuer. 


T The Fundamental Research Analyst/Associate has visited material operations of this issuer. 


U Within the last 12 months, Scotia Capital Inc. and/or its affiliates have undertaken an underwriting liability with respect to equity or debt 
securities of, or have provided advice for a fee with respect to, this issuer. 
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Numbers are located to the left of the lines they represent.  
Numbers indicated with a plus sign (+) have more than one target or rating change in the 
given month. 


AltaGas Ltd. 


# Date Closing 
Price Rating Target-


1YR 
1 9-Mar-09 $12.62 * 2-Sector Perform *$17.00


2 8-May-09 $16.23 2-Sector Perform *$17.50


3 6-Aug-09 $16.65 2-Sector Perform *$18.00


4 6-Nov-09 $18.15 2-Sector Perform *$18.50


5 1-Mar-10 $18.57 2-Sector Perform *$18.00


6 1-Jun-10 $17.77 * 1-Sector Outperform *$20.50


7 3-Aug-10 $19.61 1-Sector Outperform *$21.50


8 17-Feb-11 $23.94 1-Sector Outperform *$23.50


9 6-May-11 $24.67 * 2-Sector Perform *$24.50


10 26-Jul-11 $26.78 * 8-Coverage Suspended N/A


11 19-Sep-11 $28.01 * 3-Sector Underperform *$24.00


12 1-Nov-11 $29.89 Restricted Restricted


13 5-Jan-12 $31.68 * 3-Sector Underperform *$26.00


14 2-Feb-12 $29.68 Restricted Restricted


  23-Feb-12 $29.89 * 3-Sector Underperform *$27.00


* represents the value(s) that has changed.  


 


Numbers are located to the left of the lines they represent.  
Numbers indicated with a plus sign (+) have more than one target or rating change in the 
given month. 


Canadian Utilities Limited 


# Date Closing 
Price Rating Target-


1YR 
1 9-Mar-09 $39.15 * 2-Sector Perform *$45.00


  30-Mar-09 $37.35 * 3-Sector Underperform $45.00


2 31-Jul-09 $36.60 * 2-Sector Perform $45.00


3 15-Dec-09 $43.92 2-Sector Perform *$49.00


4 3-Feb-10 $43.72 2-Sector Perform *$48.00


5 13-Apr-10 $47.46 * 3-Sector Underperform $48.00


6 4-May-10 $44.64 3-Sector Underperform *$49.00


  26-May-10 $42.67 * 2-Sector Perform $49.00


7 2-Sep-10 $48.34 2-Sector Perform *$54.00


8 8-Nov-10 $49.61 2-Sector Perform *$57.00


9 6-Dec-10 $51.80 2-Sector Perform *$58.50


10 25-Feb-11 $50.23 2-Sector Perform *$60.00


11 19-May-11 $58.15 * 8-Coverage Suspended N/A


12 19-Sep-11 $59.61 * 1-Sector Outperform *$67.00


13 27-Feb-12 $64.99 1-Sector Outperform *$69.00


* represents the value(s) that has changed.  
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Numbers are located to the left of the lines they represent.  
Numbers indicated with a plus sign (+) have more than one target or rating change in the 
given month. 


Enbridge Inc. 


# Date Closing 
Price Rating Target-


1YR 


1 9-Mar-09 $18.24 * 1-Sector Outperform 
*$24.50 


(pre-split 
49.00)


  30-Mar-09 $17.80 1-Sector Outperform 
*$24.00 


(pre-split 
48.00)


2 30-Jul-09 $20.24 1-Sector Outperform 
*$25.00 


(pre-split 
50.00)


3 18-Sep-09 $20.21 1-Sector Outperform 
*$24.50 


(pre-split 
49.00)


4 13-Oct-09 $21.36 1-Sector Outperform 
*$25.00 


(pre-split 
50.00)


5 5-Nov-09 $21.58 1-Sector Outperform 
*$26.00 


(pre-split 
52.00)


6 3-Dec-09 $23.07 1-Sector Outperform 
*$27.00 


(pre-split 
54.00)


  15-Dec-09 $24.16 1-Sector Outperform 
*$28.50 


(pre-split 
57.00)


7 2-Sep-10 $26.90 1-Sector Outperform 
*$31.50 


(pre-split 
63.00)


8 6-Dec-10 $28.44 1-Sector Outperform 
*$33.00 


(pre-split 
66.00)


9 28-Apr-11 $30.62 * 2-Sector Perform 
$33.00 


(pre-split 
66.00)


10 19-May-11 $31.36 * 8-Coverage Suspended N/A


11 19-Sep-11 $31.41 * 1-Sector Outperform *$40.00


12 4-Jan-12 $37.30 1-Sector Outperform *$42.00


* represents the value(s) that has changed.  
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Numbers are located to the left of the lines they represent.  
Numbers indicated with a plus sign (+) have more than one target or rating change in the 
given month. 


TransCanada Corporation 


# Date Closing 
Price Rating Target-


1YR 
1 9-Mar-09 $29.27 * 1-Sector Outperform *$43.00


2 4-May-09 $30.30 1-Sector Outperform *$42.00


3 17-Jun-09 $31.37 Restricted Restricted


  25-Jun-09 $31.30 * 1-Sector Outperform *$41.00


4 31-Jul-09 $30.64 1-Sector Outperform *$40.00


5 23-Sep-09 $33.66 Obscured Obscured 


  25-Sep-09 $33.73 * 1-Sector Outperform *$40.00


6 13-Oct-09 $33.30 1-Sector Outperform *$41.00


7 5-Nov-09 $32.75 1-Sector Outperform *$40.50


  19-Nov-09 $33.00 1-Sector Outperform *$40.00


8 15-Dec-09 $35.98 1-Sector Outperform *$44.00


9 5-Jan-10 $35.96 1-Sector Outperform *$45.00


10 3-Feb-10 $34.52 1-Sector Outperform *$44.00


11 30-Jul-10 $36.33 1-Sector Outperform *$42.00


12 2-Sep-10 $38.49 1-Sector Outperform *$47.00


13 4-Nov-10 $37.36 1-Sector Outperform *$46.00


14 6-Dec-10 $37.60 1-Sector Outperform *$49.00


15 16-Feb-11 $37.85 1-Sector Outperform *$48.00


16 19-May-11 $42.21 * 8-Coverage Suspended N/A


17 19-Sep-11 $41.41 * 1-Sector Outperform *$50.00


18 11-Nov-11 $40.81 1-Sector Outperform *$45.00


19 19-Dec-11 $43.44 1-Sector Outperform *$47.00


* represents the value(s) that has changed.  
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Definition of Scotiabank, Global Banking and Markets Equity Research Ratings & Risk Rankings 
We have a three-tiered rating system, with ratings of 1-Sector Outperform, 2-Sector Perform, and 3-Sector Underperform. Each analyst assigns a 
rating that is relative to his or her coverage universe or an index identified by the analyst that includes, but is not limited to, stocks covered by the 
analyst. 


Our risk ranking system provides transparency as to the underlying financial and operational risk of each stock covered.  Statistical and judgmental 
factors considered are: historical financial results, share price volatility, liquidity of the shares, credit ratings, analyst forecasts, consistency and 
predictability of earnings, EPS growth, dividends, cash flow from operations, and strength of balance sheet. The Director of Research and the 
Supervisory Analyst jointly make the final determination of all risk rankings. 


The rating assigned to each security covered in this report is based on the Scotiabank, Global Banking and Markets research analyst’s 12-month view 
on the security. Analysts may sometimes express to traders, salespeople and certain clients their shorter-term views on these securities that differ 
from their 12-month view due to several factors, including but not limited to the inherent volatility of the marketplace. 


Ratings Risk Rankings 


1-Sector Outperform 
The stock is expected to outperform the average 12-month total return of the 
analyst’s coverage universe or an index identified by the analyst that 
includes, but is not limited to, stocks covered by the analyst. 


2-Sector Perform 
The stock is expected to perform approximately in line with the average 
12-month total return of the analyst’s coverage universe or an index 
identified by the analyst that includes, but is not limited to, stocks covered by 
the analyst. 


3-Sector Underperform 
The stock is expected to underperform the average 12-month total return of 
the analyst’s coverage universe or an index identified by the analyst that 
includes, but is not limited to, stocks covered by the analyst. 


Other Ratings 
Tender – Investors are guided to tender to the terms of the takeover offer.  
Under Review – The rating has been temporarily placed under review, until 
sufficient information has been received and assessed by the analyst. 


Low  
Low financial and operational risk, high predictability of financial 
results, low stock volatility. 


Medium  
Moderate financial and operational risk, moderate predictability of 
financial results, moderate stock volatility. 


High  
High financial and/or operational risk, low predictability of financial 
results, high stock volatility. 


Caution Warranted  
Exceptionally high financial and/or operational risk, exceptionally low 
predictability of financial results, exceptionally high stock volatility. For risk-
tolerant investors only. 


Venture  
Risk and return consistent with Venture Capital. For risk-tolerant investors 
only. 


Scotiabank, Global Banking and Markets Equity Research Ratings Distribution* 


Distribution by Ratings and Equity and Equity-Related Financings* 


Percentage of companies covered by Scotiabank, Global Banking 
and Markets within each rating category. 


Percentage of companies within each rating category for which 
Scotiabank, Global Banking and Markets has undertaken an 
underwriting liability or has provided advice for a fee within the last 
12 months. 


Source: Scotiabank GBM.  
For the purposes of the ratings distribution disclosure the NASD requires members who use a ratings system with terms different than “buy,” 
“hold/neutral” and “sell,” to equate their own ratings into these categories. Our 1-Sector Outperform, 2-Sector Perform, and 3-Sector Underperform 
ratings are based on the criteria above, but for this purpose could be equated to buy, neutral and sell ratings, respectively. 
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General Disclosures 
This report has been prepared by analysts who are employed by the Research Department of Scotiabank, Global Banking and Markets. Scotiabank, 
together with “Global Banking and Markets”, is a marketing name for the global corporate and investment banking and capital markets businesses of 
The Bank of Nova Scotia and certain of its affiliates in the countries where they operate, including Scotia Capital Inc.  


All other trademarks are acknowledged as belonging to their respective owners and the display of such trademarks is for informational use only. 


Scotiabank, Global Banking and Markets Research produces research reports under a single marketing identity referred to as “Globally-branded 
research” under U.S. rules. This research is produced on a single global research platform with one set of rules which meet the most stringent 
standards set by regulators in the various jurisdictions in which the research reports are produced. In addition, the analysts who produce the research 
reports, regardless of location, are subject to one set of policies designed to meet the most stringent rules established by regulators in the various 
jurisdictions where the research reports are produced. 


This report is provided to you for informational purposes only. This report is not, and is not to be construed as, an offer to sell or solicitation of an offer 
to buy any securities and/or commodity futures contracts.  


The securities mentioned in this report may neither be suitable for all investors nor eligible for sale in some jurisdictions where the report is 
distributed. 


The information and opinions contained herein have been compiled or arrived at from sources believed reliable, however, Scotiabank, Global Banking 
and Markets makes no representation or warranty, express or implied, as to their accuracy or completeness.  


Scotiabank, Global Banking and Markets has policies designed to make best efforts to ensure that the information contained in this report is current as 
of the date of this report, unless otherwise specified.  


Any prices that are stated in this report are for informational purposes only. Scotiabank, Global Banking and Markets makes no representation that any 
transaction may be or could have been effected at those prices. 


Any opinions expressed herein are those of the author(s) and are subject to change without notice and may differ or be contrary from the opinions 
expressed by other departments of Scotiabank, Global Banking and Markets or any of its affiliates. 


Neither Scotiabank, Global Banking and Markets nor its affiliates accepts any liability whatsoever for any direct or consequential loss arising from any use of 
this report or its contents.  


Equity research reports published by Scotiabank, Global Banking and Markets are available electronically via: Bloomberg, Thomson Financial/First 
Call - Research Direct, Reuters, Capital IQ, and FactSet. Institutional clients with questions regarding distribution of equity research should contact us 
at 1-800-208-7666. 


This report and all the information, opinions, and conclusions contained in it are protected by copyright. This report may not be reproduced in whole or 
in part, or referred to in any manner whatsoever, nor may the information, opinions, and conclusions contained in it be referred to without the prior 
express consent of Scotiabank, Global Banking and Markets. 


Additional Disclosures 
Canada: This report is distributed by Scotia Capital Inc., a subsidiary of The Bank of Nova Scotia. DWM Securities Inc. is a subsidiary of The Bank of 
Nova Scotia and an affiliate of Scotia Capital Inc. Scotia Capital Inc. and DWM Securities Inc. are members of the Canadian Investor Protection Fund 
and the Investment Industry Regulatory Organization of Canada. DWM Securities Inc. does not provide investment banking services. 


Hong Kong: This report is distributed by The Bank of Nova Scotia Hong Kong Branch, which is authorized by the Securities and Future Commission 
to conduct Type 1, Type 4 and Type 6 regulated activities and regulated by the Hong Kong Monetary Authority. 


Mexico: This report is distributed by Scotia Inverlat Casa de Bolsa S.A. de C.V., a subsidiary of the Bank of Nova Scotia. 


Singapore: This report is distributed by The Bank of Nova Scotia Asia Limited, a subsidiary of The Bank of Nova Scotia. The Bank of Nova Scotia 
Asia Limited is authorised and regulated by the Monetary Authority of Singapore, and exempted under Section 99(1)(a),and (b), (c) and (d) of the 
Securities and Futures Act to conduct regulated activities. 


United Kingdom and the rest of Europe: Except as otherwise specified herein, this report is distributed by Scotia Capital (Europe) Limited, a 
subsidiary of the Bank of Nova Scotia. Scotia Capital (Europe) Limited is authorized and regulated by the Financial Services Authority (FSA). Scotia 
Capital (Europe) Limited research complies with all the FSA requirements and laws concerning disclosures and these are indicated on the research 
where applicable. Scotia Capital Inc. is regulated by the FSA for the conduct of investment business in the UK. 


United States: This report is distributed by Scotia Capital (USA) Inc., a subsidiary of Scotia Capital Inc., and a registered U.S. broker-dealer. All 
transactions by a U.S. investor of securities mentioned in this report must be effected through Scotia Capital (USA) Inc. 


Non-U.S. investors wishing to effect a transaction in the securities discussed in this report should contact a Scotiabank, Global Banking and Markets 
entity in their local jurisdiction unless governing law permits otherwise. 
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AltaGas Ltd. (ALA-T C$30.80)


Matthew Akman, MBA - 416-863-7798 
(Scotia Capital Inc. - Canada) 
matthew.akman@scotiabank.com 
 


Tuc Tuncay, P.Eng., CFA - 416-865-6337
(Scotia Capital Inc. - Canada)


Rusty Wong, CA - 416-863-5915
(Scotia Capital Inc. - Canada)


Est. NTM Div. C$1.38 
Div. (Current) C$1.38 
Yield 4.5% 


Rating: 3-Sector Underperform Target 1-Yr: C$28.00 ROR 1-Yr: -4.6%
Risk Ranking: Medium  2-Yr: C$28.00  2-Yr: -0.1%
Valuation: 8.2% 2013E Free Cash Yield and 13.1x 2013E EV/EBITDA 
K ey Risks to Target: Power prices; Interest rates; Project costs; Gas volumes & NGL margins    


Less Exposure to Falling AB Power 
Event 
■ ALA reported Q1/12 adj. EPS of $0.45 ($0.39 Q1/11) vs. our $0.37 est. 


However, adjusted EBITDA was $92.5m, lower than est. of $97m.  


Implications 
■ Operating income and EBITDA were in line but earnings were (and will 


be) higher than we anticipated due to lower interest expense (more 
capitalized and lower effective interest rate - see estimate revisions). 


■ ALA has diluted down its exposure to AB power just as the price has 
started to crack in earnest. Lately prices have dropped below $50/MW-
hr on spot and the 2013 forward curve is off $12/MW-hr from last fall. 


■ The power price reduction would have translated into a $0.40 EPS 
headwind in 2013 relative to 2011. But with the utility acquisitions and 
new equity issuance, the headwind will only be about half that amount.  


Recommendation 
■ We remain cautious on the stock because power price headwinds are 


building and, at 13.7x 2013 EV/EBITDA (12.2x excluding Forest Kerr 
debt), it is not cheap. However, we see less downside than before since 
reduced financing costs are supporting earnings and utility acquisitions 
have diluted the AB power price exposure. We are raising our TP from 
$27 to $28 but maintaining our Sector Underperform rating.  


 
 
Capitalization 
Shares O/S (M) 89.5 
Total Value ($M) 2,758 
Float O/S (M) 85.1 
Float Value ($M) 2,621 
TSX Weight 0.19% 
N ext Reporting Date Jul-12 


Qtly Adj EPS (Basic) Q1 Q2 Q3 Q4 Year P/E 
2011A $0.39 A $0.22 A $0.19 A $0.34 A $1.14  27.9x 
2012E $0.45 A $0.16  $0.22  $0.53  $1.35  22.7x 
2013E $0.58  $0.07  $0.12  $0.53  $1.30  23.6x 
2014E $0.55  $0.06  $0.26  $0.58  $1.45  21.3x 


(FY-Dec.) 2010A 2011A 2012E 2013E 2014E 
Free Cash Flow/Share $2.12 $2.15 $2.49 $2.29 $2.51 
Price/Earnings 16.1 27.9 22.7 23.6 21.3 
EV/EBITDA 11.5 16.4 16.0 13.8 12.7 
Payout Ratio 81% 62% 55% 60% 55% 
EBITDA $251 $265 $376 $461 $506 
Debt/EBITDA 3.6 5.0 7.0 6.3 5.9 
Tot. Debt/(Tot.Dbt+Eq.) 0.43 0.50 0.51 0.54 0.54 
Enterprise Value $2,887 $4,354 $6,024 $6,346 $6,414 


IBES Estimates     
EPS 2012E: $1.27     
EPS 2013E: $1.58     
     


Historical price multiple calculations use FYE prices. Source: Reuters; Company reports; Scotiabank GBM estimates.  


  


Pertinent Revisions 


 New Old 


Target:   
1-Yr $28.00 $27.00 
2-Yr $28.00 $27.00 
EPS12E $1.35 $1.15 
EPS13E $1.30 $1.20 
EPS14E $1.45 N/A 
New Valuation: 
8.2% 2013E Free Cash Yield and 13.1x 
2013E EV/EBITDA 
Old Valuation:  
7.9% 2013E Free Cash Yield and 12.9x 
2013E EV/EBITDA 
  


ScotiaView Analyst Link 


  


 


For Reg AC Certification and important disclosures see Appendix A of this report. Analysts employed by non-U.S. 
affiliates are not registered/qualified as research analysts with FINRA in the U.S. 
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Exhibit 1 - :AltaGas Ltd. Financial Statement Summary 


Income Statement ($M) 2010A 2011A 2012E 2013E 2014E


Gas $99 $99 $136 $148 $150
Power $79 $86 $84 $65 $95
Utilities $25 $30 $84 $137 $142
Corporate ($40) ($40) ($39) ($42) ($42)
Operating Income $162 $175 $264 $308 $345
Other ($1) $8 $0 $0 $0
Interest ($49) ($53) ($79) ($109) ($123)
EBT $112 $130 $185 $199 $222
Tax recovery/(expense) $1 ($23) ($46) ($50) ($56)
Net income before prefs $114 $107 $139 $149 $167
Pref dividends ($4) ($11) ($11) ($11) ($11)
Net Income to Common S/H - Adjusted $110 $96 $127 $137 $154
Adjustments ($12) ($12) $0 $0 $0
Net Income - Reported $97 $84 $127 $137 $154


Weighted Avg Shares Outstanding - Basic 82 84 94 105 107


EPS - Reported $1.19 $0.99 $1.35 $1.30 $1.45
EPS - Adjusted $1.35 $1.14 $1.35 $1.30 $1.45


Cash Flow Statement ($M) 2010A 2011A 2012E 2013E 2014E


Net income applicable to common shares $97 $84 $127 $137 $154
Depreciation & Amortization $89 $90 $112 $152 $161
Other $8 $45 $40 $28 $34
CFO Before Changes in Working Capital $195 $219 $279 $319 $350
Net change in non-cash working capital ($2) ($9) $0 $0 $0
Cash Flow from Operating Activities $193 $210 $279 $319 $350


Capital Expenditures ($157) ($565) ($1,479) ($491) ($267)
Other & Asset Sales/Acquisitions ($5) ($20) $1 $1 $1
Cash Flow from Investing Activities ($162) ($585) ($1,478) ($490) ($266)


Dividends ($152) ($126) ($129) ($145) ($147)
Other Financing Activities $120 $503 $1,362 $340 $80
Cash Flow from Financing Activities ($32) $377 $1,233 $195 ($67)


Change in cash and cash equivalents ($2) $2 $35 $24 $17
Cash and cash equivalents, beginning of year $4 $2 $4 $39 $63
Cash and cash equivalents, end of year $2 $4 $39 $63 $80


Balance Sheet ($M) 2010A 2011A 2012E 2013E 2014E


Cash $2 $4 $39 $63 $80
Other Current Assets $302 $364 $439 $439 $439
PP&E $1,996 $2,540 $4,657 $4,996 $5,102
Intangibles & Goodwill $320 $491 $970 $970 $970
Other Assets $132 $143 $300 $300 $300
Total Assets $2,752 $3,542 $6,407 $6,769 $6,892


Short-term debt $11 $123 $10 $10 $10
Other Current Liabilities $312 $456 $708 $738 $775
Long-term debt and convertible debentures $893 $1,201 $2,614 $2,914 $2,954
Other Liabilities $324 $414 $629 $629 $629
Total Liabilities $1,541 $2,194 $3,962 $4,292 $4,368
Preferred shares $194 $194 $194 $194 $194
Common equity $1,017 $1,154 $2,251 $2,283 $2,330
Total Shareholders' Equity $1,211 $1,349 $2,445 $2,477 $2,524
Total Liabilities and Shareholders' Equity $2,752 $3,542 $6,407 $6,769 $6,892


 


Source: Company reports; Scotiabank GBM estimates. 
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Appendix A: Important Disclosures 


Company Ticker Disclosures (see legend below)* 
AltaGas Ltd. ALA G, I, S, U 
   


I, Matthew Akman, certify that (1) the views expressed in this report in connection with securities or issuers that I analyze accurately reflect my 
personal views and (2) no part of my compensation was, is, or will be directly or indirectly, related to the specific recommendations or views 
expressed by me in this report. 


This research report was prepared by employees of Scotia Capital Inc. and/or its affiliates who have the title of Analyst. 


All pricing of securities in reports is based on the closing price of the securities’ principal marketplace on the night before the publication date, 
unless otherwise explicitly stated. 


All Equity Research Analysts report to the Head of Equity Research. The Head of Equity Research reports to the Managing Director, Head of 
Institutional Equity Sales, Trading and Research, who is not and does not report to the Head of the Investment Banking Department. 
Scotiabank, Global Banking and Markets has policies that are reasonably designed to prevent or control the sharing of material non-public 
information across internal information barriers, such as between Investment Banking and Research. 


The compensation of the research analyst who prepared this report is based on several factors, including but not limited to, the overall 
profitability of Scotiabank, Global Banking and Markets and the revenues generated from its various departments, including investment banking. 
Furthermore, the research analyst's compensation is charged as an expense to various Scotiabank, Global Banking and Markets departments, 
including investment banking. Research Analysts may not receive compensation from the companies they cover. 


Non-U.S. analysts may not be associated persons of Scotia Capital (USA) Inc. and therefore may not be subject to NASD Rule 2711 restrictions 
on communications with subject company, public appearances and trading securities held by the analysts. 


 


For Scotiabank, Global Banking and Markets Research analyst standards and disclosure policies, please visit 
http://www.gbm.scotiabank.com/disclosures 


Scotiabank, Global Banking and Markets Research, 40 King Street West, 33rd Floor, Toronto, Ontario, M5H 1H1. 


 


* Legend 


G Scotia Capital (USA) Inc. or its affiliates has managed or co-managed a public offering in the past 12 months. 


I Scotia Capital (USA) Inc. or its affiliates has received compensation for investment banking services in the past 12 months. 


S Scotia Capital Inc. and its affiliates collectively beneficially own in excess of 1% of one or more classes of the issued and outstanding 
equity securities of this issuer. 


U Within the last 12 months, Scotia Capital Inc. and/or its affiliates have undertaken an underwriting liability with respect to equity or debt 
securities of, or have provided advice for a fee with respect to, this issuer. 


  
 
 







4 


Friday, April 27, 2012, Pre-Market 


 


 


 


Company Comment 


Numbers are located to the left of the lines they represent.  
Numbers indicated with a plus sign (+) have more than one target or rating change in the 
given month. 


AltaGas Ltd. 


# Date Closing 
Price Rating Target-


1YR 
1 27-Apr-09 $14.62 * 2-Sector Perform *$17.00


2 8-May-09 $16.23 2-Sector Perform *$17.50


3 6-Aug-09 $16.65 2-Sector Perform *$18.00


4 6-Nov-09 $18.15 2-Sector Perform *$18.50


5 1-Mar-10 $18.57 2-Sector Perform *$18.00


6 1-Jun-10 $17.77 * 1-Sector Outperform *$20.50


7 3-Aug-10 $19.61 1-Sector Outperform *$21.50


8 17-Feb-11 $23.94 1-Sector Outperform *$23.50


9 6-May-11 $24.67 * 2-Sector Perform *$24.50


10 26-Jul-11 $26.78 * 8-Coverage Suspended N/A


11 19-Sep-11 $28.01 * 3-Sector Underperform *$24.00


12 1-Nov-11 $29.89 Restricted Restricted


13 5-Jan-12 $31.68 * 3-Sector Underperform *$26.00


14 2-Feb-12 $29.68 Restricted Restricted


  23-Feb-12 $29.89 * 3-Sector Underperform *$27.00


* represents the value(s) that has changed.  
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Definition of Scotiabank, Global Banking and Markets Equity Research Ratings & Risk Rankings 
We have a three-tiered rating system, with ratings of 1-Sector Outperform, 2-Sector Perform, and 3-Sector Underperform. Each analyst assigns a 
rating that is relative to his or her coverage universe or an index identified by the analyst that includes, but is not limited to, stocks covered by the 
analyst. 


Our risk ranking system provides transparency as to the underlying financial and operational risk of each stock covered.  Statistical and judgmental 
factors considered are: historical financial results, share price volatility, liquidity of the shares, credit ratings, analyst forecasts, consistency and 
predictability of earnings, EPS growth, dividends, cash flow from operations, and strength of balance sheet. The Director of Research and the 
Supervisory Analyst jointly make the final determination of all risk rankings. 


The rating assigned to each security covered in this report is based on the Scotiabank, Global Banking and Markets research analyst’s 12-month view 
on the security. Analysts may sometimes express to traders, salespeople and certain clients their shorter-term views on these securities that differ 
from their 12-month view due to several factors, including but not limited to the inherent volatility of the marketplace. 


Ratings Risk Rankings 


1-Sector Outperform 
The stock is expected to outperform the average 12-month total return of the 
analyst’s coverage universe or an index identified by the analyst that 
includes, but is not limited to, stocks covered by the analyst. 


2-Sector Perform 
The stock is expected to perform approximately in line with the average 
12-month total return of the analyst’s coverage universe or an index 
identified by the analyst that includes, but is not limited to, stocks covered by 
the analyst. 


3-Sector Underperform 
The stock is expected to underperform the average 12-month total return of 
the analyst’s coverage universe or an index identified by the analyst that 
includes, but is not limited to, stocks covered by the analyst. 


Other Ratings 
Tender – Investors are guided to tender to the terms of the takeover offer.  
Under Review – The rating has been temporarily placed under review, until 
sufficient information has been received and assessed by the analyst. 


Low  
Low financial and operational risk, high predictability of financial 
results, low stock volatility. 


Medium  
Moderate financial and operational risk, moderate predictability of 
financial results, moderate stock volatility. 


High  
High financial and/or operational risk, low predictability of financial 
results, high stock volatility. 


Caution Warranted  
Exceptionally high financial and/or operational risk, exceptionally low 
predictability of financial results, exceptionally high stock volatility. For risk-
tolerant investors only. 


Venture  
Risk and return consistent with Venture Capital. For risk-tolerant investors 
only. 


Scotiabank, Global Banking and Markets Equity Research Ratings Distribution* 


Distribution by Ratings and Equity and Equity-Related Financings* 


Percentage of companies covered by Scotiabank, Global Banking 
and Markets within each rating category. 


Percentage of companies within each rating category for which 
Scotiabank, Global Banking and Markets has undertaken an 
underwriting liability or has provided advice for a fee within the last 
12 months. 


Source: Scotiabank GBM.  
For the purposes of the ratings distribution disclosure the NASD requires members who use a ratings system with terms different than “buy,” 
“hold/neutral” and “sell,” to equate their own ratings into these categories. Our 1-Sector Outperform, 2-Sector Perform, and 3-Sector Underperform 
ratings are based on the criteria above, but for this purpose could be equated to buy, neutral and sell ratings, respectively. 
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General Disclosures 
This report has been prepared by analysts who are employed by the Research Department of Scotiabank, Global Banking and Markets. Scotiabank, 
together with “Global Banking and Markets”, is a marketing name for the global corporate and investment banking and capital markets businesses of 
The Bank of Nova Scotia and certain of its affiliates in the countries where they operate, including Scotia Capital Inc.  
All other trademarks are acknowledged as belonging to their respective owners and the display of such trademarks is for informational use only. 
Scotiabank, Global Banking and Markets Research produces research reports under a single marketing identity referred to as “Globally-branded 
research” under U.S. rules. This research is produced on a single global research platform with one set of rules which meet the most stringent 
standards set by regulators in the various jurisdictions in which the research reports are produced. In addition, the analysts who produce the research 
reports, regardless of location, are subject to one set of policies designed to meet the most stringent rules established by regulators in the various 
jurisdictions where the research reports are produced. 
This report is provided to you for informational purposes only. This report is not, and is not to be construed as, an offer to sell or solicitation of an offer 
to buy any securities and/or commodity futures contracts.  
The securities mentioned in this report may neither be suitable for all investors nor eligible for sale in some jurisdictions where the report is 
distributed. 
The information and opinions contained herein have been compiled or arrived at from sources believed reliable, however, Scotiabank, Global Banking 
and Markets makes no representation or warranty, express or implied, as to their accuracy or completeness.  
Scotiabank, Global Banking and Markets has policies designed to make best efforts to ensure that the information contained in this report is current as 
of the date of this report, unless otherwise specified.  
Any prices that are stated in this report are for informational purposes only. Scotiabank, Global Banking and Markets makes no representation that any 
transaction may be or could have been effected at those prices. 
Any opinions expressed herein are those of the author(s) and are subject to change without notice and may differ or be contrary from the opinions 
expressed by other departments of Scotiabank, Global Banking and Markets or any of its affiliates. 
Neither Scotiabank, Global Banking and Markets nor its affiliates accepts any liability whatsoever for any direct or consequential loss arising from any use of 
this report or its contents.  
Equity research reports published by Scotiabank, Global Banking and Markets are available electronically via: Bloomberg, Thomson Financial/First 
Call - Research Direct, Reuters, Capital IQ, and FactSet. Institutional clients with questions regarding distribution of equity research should contact us 
at 1-800-208-7666. 
This report and all the information, opinions, and conclusions contained in it are protected by copyright. This report may not be reproduced in whole or 
in part, or referred to in any manner whatsoever, nor may the information, opinions, and conclusions contained in it be referred to without the prior 
express consent of Scotiabank, Global Banking and Markets. 


Additional Disclosures 
Canada: This report is distributed by Scotia Capital Inc., a subsidiary of The Bank of Nova Scotia. DWM Securities Inc. is a subsidiary of The Bank of  
Chile: This report is distributed by Scotia Corredora de Bolsa Chile S.A., a subsidiary of The Bank of Nova Scotia. 
Nova Scotia and an affiliate of Scotia Capital Inc. Scotia Capital Inc. and DWM Securities Inc. are members of the Canadian Investor Protection Fund 
and the Investment Industry Regulatory Organization of Canada. DWM Securities Inc. does not provide investment banking services. 
Hong Kong: This report is distributed by The Bank of Nova Scotia Hong Kong Branch, which is authorized by the Securities and Future Commission 
to conduct Type 1, Type 4 and Type 6 regulated activities and regulated by the Hong Kong Monetary Authority. 
Mexico: This report is distributed by Scotia Inverlat Casa de Bolsa S.A. de C.V., a subsidiary of the Bank of Nova Scotia. 
Peru: This report is distributed by Scotia Sociedad Agente de Bolsa S.A., a subsidiary of The Bank of Nova Scotia. 
Singapore: This report is distributed by The Bank of Nova Scotia Asia Limited, a subsidiary of The Bank of Nova Scotia. The Bank of Nova Scotia 
Asia Limited is authorised and regulated by the Monetary Authority of Singapore, and exempted under Section 99(1)(a),and (b), (c) and (d) of the 
Securities and Futures Act to conduct regulated activities. 
United Kingdom and the rest of Europe: Except as otherwise specified herein, this report is distributed by Scotiabank Europe PLC, a subsidiary of the Bank of 
Nova Scotia. Scotiabank Europe PLC is authorized and regulated by the Financial Services Authority (FSA). Scotiabank Europe PLC complies with all the 
FSA requirements concerning research and the associated disclosures and these are indicated on the research where applicable. 
United States: This report is distributed by Scotia Capital (USA) Inc., a subsidiary of Scotia Capital Inc., and a registered U.S. broker-dealer. All 
transactions by a U.S. investor of securities mentioned in this report must be effected through Scotia Capital (USA) Inc. 


Non-U.S. investors wishing to effect a transaction in the securities discussed in this report should contact a Scotiabank, Global Banking and Markets 
entity in their local jurisdiction unless governing law permits otherwise. 
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AltaGas Ltd. (ALA-T C$30.58)


Matthew Akman, MBA - 416-863-7798 
(Scotia Capital Inc. - Canada) 
matthew.akman@scotiabank.com 
 


Tuc Tuncay, P.Eng., CFA - 416-865-6337
(Scotia Capital Inc. - Canada)


Rusty Wong, CA - 416-863-5915
(Scotia Capital Inc. - Canada)


Est. NTM Div. C$1.38 
Div. (Current) C$1.38 
Yield 4.5% 


Rating: 3-Sector Underperform Target 1-Yr: C$27.00 ROR 1-Yr: -7.2%
Risk Ranking: Medium  2-Yr: C$27.00  2-Yr: -2.7%
Valuation: 8.1% 2013E Free Cash Yield and 13.6x 2013E EV/EBITDA 
K ey Risks to Target: Power prices; Interest rates; Project costs; Gas volumes & NGL margins    


Hydros and Headwinds 
Event 
■ ALA reported Q2/12 adj. EPS of $0.12 ($0.22 Q2/11) vs. our $0.13 est. 


However, adjusted EBITDA was $53M, lower than est. of $62M.  


Implications 
■ ALA's attractive growth initiatives including B.C. hydro, Harmattan, 


and Gordondale all appear on time and on budget. These projects 
should all be accretive to earnings and cash flow in the coming years. 


■ Our concern with the stock remains that commodity headwinds are not 
fully factored into consensus estimates and valuation. And, as we 
feared, ALA's commodity exposures are now turning against them. 


■ Using 2011 as a starting point, the reduction in commodity prices are 
likely a material offset to the addition of EBITDA from new projects. 


■ In 2011, the company realized $34/Bbl frac and $76/MWh power. In 
comparison, forward frac spreads are about $25/Bbl and power is 
$60/MWh. As a consequence, we estimate ALA faces a roughly $75M 
EBITDA headwind by 2014 when hedges roll off.  


Recommendation 
■ ALA added $1B in assets between Q2/11 and Q2/12, but all relevant 


financial metrics were lower YOY in the quarter and flat for the half-
year due to commodity price weakness. Though we believe new projects 
are accretive and financial performance will improve, it may not 
improve as much as widely anticipated. We maintain our rating and 
target price pending further visibility to future earnings and cash flow.  


 
 
Capitalization 
Shares O/S (M) 90.1 
Total Value ($M) 2,755 
Float O/S (M) 85.6 
Float Value ($M) 2,618 
TSX Weight 0.19% 
N ext Reporting Date Oct-12 


Qtly Adj EPS (Basic) Q1 Q2 Q3 Q4 Year P/E 
2011A $0.39 A $0.22 A $0.19 A $0.34 A $1.14  27.9x 
2012E $0.45 A $0.12 A $0.24  $0.49  $1.30  23.5x 
2013E $0.57  $0.03  $0.04  $0.56  $1.20  25.6x 
2014E $0.52  $0.01  $0.17  $0.70  $1.39  21.9x 


(FY-Dec.) 2010A 2011A 2012E 2013E 2014E 
Free Cash Flow/Share $2.12 $2.15 $2.43 $2.18 $2.50 
Price/Earnings 16.1 27.9 23.5 25.6 21.9 
EV/EBITDA 11.5 16.4 16.8 14.5 13.0 
Payout Ratio 81% 62% 57% 63% 55% 
EBITDA $251 $265 $361 $448 $506 
Debt/EBITDA 3.6 5.0 6.8 6.4 5.7 
Tot. Debt/(Tot.Dbt+Eq.) 0.43 0.50 0.48 0.52 0.52 
Enterprise Value $2,887 $4,354 $6,046 $6,492 $6,575 


IBES Estimates     
EPS 2012E: $1.24     
EPS 2013E: $1.47     
     


Historical price multiple calculations use FYE prices. Source: Reuters; Company reports; Scotiabank GBM estimates.  


  


Pertinent Revisions 


 New Old 


EPS12E $1.30 $1.34 
New Valuation: 
8.1% 2013E Free Cash Yield and 13.6x 
2013E EV/EBITDA 
Old Valuation:  
8.1% 2013E Free Cash Yield and 13.5x 
2013E EV/EBITDA 
  


ScotiaView Analyst Link 
  


 


For Reg AC Certification and important disclosures see Appendix A of this report. Analysts employed by non-U.S. 
affiliates are not registered/qualified as research analysts with FINRA in the U.S. 
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Exhibit 1 - ALA Financial Statement Summary 


Income Statement ($M) 2011A 2012E 2013E 2014E


Gas $99 $119 $144 $144
Power $86 $87 $59 $101
Utilities $30 $84 $137 $142
Corporate ($40) ($38) ($42) ($42)
Operating Income $175 $252 $298 $345
Other $8 $0 $0 $0
Interest ($53) ($70) ($102) ($118)
EBT $130 $182 $196 $227
Tax recovery/(expense) ($23) ($46) ($49) ($57)
Net income before prefs $107 $137 $147 $170
Pref dividends & Non-controlling interest ($11) ($15) ($21) ($21)
Net Income to Common S/H - Adjusted $96 $122 $126 $149
Adjustments ($12) $16 $0 $0
Net Income - Reported $84 $138 $126 $149


Weighted Avg Shares Outstanding - Basic 84 94 106 107


EPS - Reported $0.99 $1.48 $1.20 $1.39
EPS - Adjusted $1.14 $1.30 $1.20 $1.39


Cash Flow Statement ($M) 2011A 2012E 2013E 2014E


Net income applicable to common shares $84 $138 $126 $149
Depreciation & Amortization $90 $109 $150 $161
Other $45 $30 $39 $46
CFO Before Changes in Working Capital $219 $277 $315 $356
Net change in non-cash working capital ($9) $0 $0 $0
Cash Flow from Operating Activities $210 $277 $315 $356


Capital Expenditures ($565) ($1,499) ($591) ($267)
Other & Asset Sales/Acquisitions ($20) $1 $1 $1
Cash Flow from Investing Activities ($585) ($1,498) ($590) ($266)


Dividends ($126) ($143) ($165) ($168)
Other Financing Activities $503 $1,376 $449 $80
Cash Flow from Financing Activities $377 $1,233 $284 ($88)


Change in cash and cash equivalents $2 $12 $9 $2
Cash and cash equivalents, beginning of year $2 $3 $15 $24
Cash and cash equivalents, end of year $4 $15 $24 $27


Balance Sheet ($M) 2011A 2012E 2013E 2014E


Cash $4 $15 $24 $27
Other Current Assets $364 $439 $439 $439
PP&E $2,540 $4,680 $5,121 $5,227
Intangibles & Goodwill $491 $970 $970 $970
Other Assets $143 $300 $300 $300
Total Assets $3,542 $6,406 $6,855 $6,964


Short-term debt $123 $10 $10 $10
Other Current Liabilities $456 $683 $723 $770
Long-term debt and convertible debentures $1,201 $2,431 $2,840 $2,880
Other Liabilities $414 $629 $629 $629
Total Liabilities $2,194 $3,753 $4,202 $4,288
Preferred shares $194 $393 $393 $393
Common equity $1,154 $2,259 $2,260 $2,282
Total Shareholders' Equity $1,349 $2,653 $2,654 $2,675
Total Liabilities and Shareholders' Equity $3,542 $6,406 $6,855 $6,964


 


Source: Company reports; Scotiabank GBM estimates. 
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Appendix A: Important Disclosures 


Company Ticker Disclosures (see legend below)* 
AltaGas Ltd. ALA G, I, U 
   


I, Matthew Akman, certify that (1) the views expressed in this report in connection with securities or issuers that I analyze accurately reflect my 
personal views and (2) no part of my compensation was, is, or will be directly or indirectly, related to the specific recommendations or views 
expressed by me in this report. 


This research report was prepared by employees of Scotia Capital Inc. and/or its affiliates who have the title of Analyst. 


All pricing of securities in reports is based on the closing price of the securities’ principal marketplace on the night before the publication date, 
unless otherwise explicitly stated. 


All Equity Research Analysts report to the Head of Equity Research. The Head of Equity Research reports to the Managing Director, Head of 
Institutional Equity Sales, Trading and Research, who is not and does not report to the Head of the Investment Banking Department. 
Scotiabank, Global Banking and Markets has policies that are reasonably designed to prevent or control the sharing of material non-public 
information across internal information barriers, such as between Investment Banking and Research. 


The compensation of the research analyst who prepared this report is based on several factors, including but not limited to, the overall 
profitability of Scotiabank, Global Banking and Markets and the revenues generated from its various departments, including investment banking. 
Furthermore, the research analyst's compensation is charged as an expense to various Scotiabank, Global Banking and Markets departments, 
including investment banking. Research Analysts may not receive compensation from the companies they cover. 


Non-U.S. analysts may not be associated persons of Scotia Capital (USA) Inc. and therefore may not be subject to NASD Rule 2711 restrictions 
on communications with subject company, public appearances and trading securities held by the analysts. 


 


For Scotiabank, Global Banking and Markets Research analyst standards and disclosure policies, please visit 
http://www.gbm.scotiabank.com/disclosures 


Scotiabank, Global Banking and Markets Research, 40 King Street West, 33rd Floor, Toronto, Ontario, M5H 1H1. 


 


* Legend 


G Scotia Capital (USA) Inc. or its affiliates has managed or co-managed a public offering in the past 12 months. 


I Scotia Capital (USA) Inc. or its affiliates has received compensation for investment banking services in the past 12 months. 


U Within the last 12 months, Scotia Capital Inc. and/or its affiliates have undertaken an underwriting liability with respect to equity or debt 
securities of, or have provided advice for a fee with respect to, this issuer. 
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Numbers are located to the left of the lines they represent.  
Numbers indicated with a plus sign (+) have more than one target or rating change in the 
given month. 


AltaGas Ltd. 


# Date Closing 
Price Rating Target-


1YR 
1 27-Jul-09 $15.90 * 2-Sector Perform *$17.50


2 6-Aug-09 $16.65 2-Sector Perform *$18.00


3 6-Nov-09 $18.15 2-Sector Perform *$18.50


4 1-Mar-10 $18.57 2-Sector Perform *$18.00


5 1-Jun-10 $17.77 * 1-Sector Outperform *$20.50


6 3-Aug-10 $19.61 1-Sector Outperform *$21.50


7 17-Feb-11 $23.94 1-Sector Outperform *$23.50


8 6-May-11 $24.67 * 2-Sector Perform *$24.50


9 26-Jul-11 $26.78 * 8-Coverage Suspended N/A


10 19-Sep-11 $28.01 * 3-Sector Underperform *$24.00


11 1-Nov-11 $29.89 Restricted Restricted


12 5-Jan-12 $31.68 * 3-Sector Underperform *$26.00


13 2-Feb-12 $29.68 Restricted Restricted


  23-Feb-12 $29.89 * 3-Sector Underperform *$27.00


14 27-Apr-12 $31.47 3-Sector Underperform *$28.00


15 4-Jun-12 $27.88 3-Sector Underperform *$27.00


* represents the value(s) that has changed.  
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Definition of Scotiabank, Global Banking and Markets Equity Research Ratings & Risk Rankings 
We have a three-tiered rating system, with ratings of 1-Sector Outperform, 2-Sector Perform, and 3-Sector Underperform. Each analyst assigns a 
rating that is relative to his or her coverage universe or an index identified by the analyst that includes, but is not limited to, stocks covered by the 
analyst. 


Our risk ranking system provides transparency as to the underlying financial and operational risk of each stock covered.  Statistical and judgmental 
factors considered are: historical financial results, share price volatility, liquidity of the shares, credit ratings, analyst forecasts, consistency and 
predictability of earnings, EPS growth, dividends, cash flow from operations, and strength of balance sheet. The Director of Research and the 
Supervisory Analyst jointly make the final determination of all risk rankings. 


The rating assigned to each security covered in this report is based on the Scotiabank, Global Banking and Markets research analyst’s 12-month view 
on the security. Analysts may sometimes express to traders, salespeople and certain clients their shorter-term views on these securities that differ 
from their 12-month view due to several factors, including but not limited to the inherent volatility of the marketplace. 


Ratings Risk Rankings 


1-Sector Outperform 
The stock is expected to outperform the average 12-month total return of the 
analyst’s coverage universe or an index identified by the analyst that 
includes, but is not limited to, stocks covered by the analyst. 


2-Sector Perform 
The stock is expected to perform approximately in line with the average 
12-month total return of the analyst’s coverage universe or an index 
identified by the analyst that includes, but is not limited to, stocks covered by 
the analyst. 


3-Sector Underperform 
The stock is expected to underperform the average 12-month total return of 
the analyst’s coverage universe or an index identified by the analyst that 
includes, but is not limited to, stocks covered by the analyst. 


Other Ratings 
Tender – Investors are guided to tender to the terms of the takeover offer.  
Under Review – The rating has been temporarily placed under review, until 
sufficient information has been received and assessed by the analyst. 


Low  
Low financial and operational risk, high predictability of financial 
results, low stock volatility. 


Medium  
Moderate financial and operational risk, moderate predictability of 
financial results, moderate stock volatility. 


High  
High financial and/or operational risk, low predictability of financial 
results, high stock volatility. 


Caution Warranted  
Exceptionally high financial and/or operational risk, exceptionally low 
predictability of financial results, exceptionally high stock volatility. For risk-
tolerant investors only. 


Venture  
Risk and return consistent with Venture Capital. For risk-tolerant investors 
only. 


Scotiabank, Global Banking and Markets Equity Research Ratings Distribution* 


Distribution by Ratings and Equity and Equity-Related Financings* 


Percentage of companies covered by Scotiabank, Global Banking 
and Markets within each rating category. 


Percentage of companies within each rating category for which 
Scotiabank, Global Banking and Markets has undertaken an 
underwriting liability or has provided advice for a fee within the last 
12 months. 


Source: Scotiabank GBM.  
For the purposes of the ratings distribution disclosure FINRA requires members who use a ratings system with terms different than “buy,” 
“hold/neutral” and “sell,” to equate their own ratings into these categories. Our 1-Sector Outperform, 2-Sector Perform, and 3-Sector Underperform 
ratings are based on the criteria above, but for this purpose could be equated to buy, neutral and sell ratings, respectively. 
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General Disclosures 
This report has been prepared by analysts who are employed by the Research Department of Scotiabank, Global Banking and Markets. Scotiabank, 
together with “Global Banking and Markets,” is a marketing name for the global corporate and investment banking and capital markets businesses of 
The Bank of Nova Scotia and certain of its affiliates in the countries where they operate, including Scotia Capital Inc.  
All other trademarks are acknowledged as belonging to their respective owners and the display of such trademarks is for informational use only. 
Scotiabank, Global Banking and Markets Research produces research reports under a single marketing identity referred to as “Globally-branded 
research” under U.S. rules. This research is produced on a single global research platform with one set of rules which meet the most stringent 
standards set by regulators in the various jurisdictions in which the research reports are produced. In addition, the analysts who produce the research 
reports, regardless of location, are subject to one set of policies designed to meet the most stringent rules established by regulators in the various 
jurisdictions where the research reports are produced. 
This report is provided to you for informational purposes only. This report is not, and is not to be construed as, an offer to sell or solicitation of an offer 
to buy any securities and/or commodity futures contracts.  
The securities mentioned in this report may neither be suitable for all investors nor eligible for sale in some jurisdictions where the report is distributed. 
The information and opinions contained herein have been compiled or arrived at from sources believed reliable, however, Scotiabank, Global Banking 
and Markets makes no representation or warranty, express or implied, as to their accuracy or completeness.  
Scotiabank, Global Banking and Markets has policies designed to make best efforts to ensure that the information contained in this report is current as 
of the date of this report, unless otherwise specified.  
Any prices that are stated in this report are for informational purposes only. Scotiabank, Global Banking and Markets makes no representation that any 
transaction may be or could have been effected at those prices. 
Any opinions expressed herein are those of the author(s) and are subject to change without notice and may differ or be contrary from the opinions 
expressed by other departments of Scotiabank, Global Banking and Markets or any of its affiliates. 
Neither Scotiabank, Global Banking and Markets nor its affiliates accepts any liability whatsoever for any direct or consequential loss arising from any use of 
this report or its contents.  
Equity research reports published by Scotiabank, Global Banking and Markets are available electronically via: Bloomberg, Thomson Financial/First 
Call - Research Direct, Reuters, Capital IQ, and FactSet. Institutional clients with questions regarding distribution of equity research should contact us 
at 1-800-208-7666. 
This report and all the information, opinions, and conclusions contained in it are protected by copyright. This report may not be reproduced in whole or 
in part, or referred to in any manner whatsoever, nor may the information, opinions, and conclusions contained in it be referred to without the prior 
express consent of Scotiabank, Global Banking and Markets. 


Additional Disclosures 
Canada: This report is distributed by Scotia Capital Inc., a subsidiary of The Bank of Nova Scotia. DWM Securities Inc. is a subsidiary of The Bank of 
Nova Scotia and an affiliate of Scotia Capital Inc. Scotia Capital Inc. and DWM Securities Inc. are members of the Canadian Investor Protection Fund 
and the Investment Industry Regulatory Organization of Canada. DWM Securities Inc. does not provide investment banking services. 
Chile: This report is distributed by Scotia Corredora de Bolsa Chile S.A., a subsidiary of The Bank of Nova Scotia. 
Hong Kong: This report is distributed by The Bank of Nova Scotia Hong Kong Branch, which is authorized by the Securities and Future Commission 
to conduct Type 1, Type 4 and Type 6 regulated activities and regulated by the Hong Kong Monetary Authority. 
Mexico: This report is distributed by Scotia Inverlat Casa de Bolsa S.A. de C.V., a subsidiary of the Bank of Nova Scotia. 
Peru: This report is distributed by Scotia Sociedad Agente de Bolsa S.A., a subsidiary of The Bank of Nova Scotia. 
Singapore: This report is distributed by The Bank of Nova Scotia Asia Limited, a subsidiary of The Bank of Nova Scotia. The Bank of Nova Scotia 
Asia Limited is authorised and regulated by the Monetary Authority of Singapore, and exempted under Section 99(1)(a),and (b), (c) and (d) of the 
Securities and Futures Act to conduct regulated activities. 
United Kingdom and the rest of Europe: Except as otherwise specified herein, this report is distributed by Scotiabank Europe PLC, a subsidiary of the Bank of 
Nova Scotia. Scotiabank Europe PLC is authorized and regulated by the Financial Services Authority (FSA). Scotiabank Europe PLC complies with all the 
FSA requirements concerning research and the associated disclosures and these are indicated on the research where applicable. 
United States: This report is distributed by Scotia Capital (USA) Inc., a subsidiary of Scotia Capital Inc., and a registered U.S. broker-dealer. All 
transactions by a U.S. investor of securities mentioned in this report must be effected through Scotia Capital (USA) Inc. 
Non-U.S. investors wishing to effect a transaction in the securities discussed in this report should contact a Scotiabank, Global Banking and Markets 
entity in their local jurisdiction unless governing law permits otherwise. 
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Company Profile 
AltaGas Ltd. (ALA-T) is involved in power 
generation and the natural gas value chain, 
including natural gas extraction and 
processing, fractionation, natural gas 
transportation, and natural gas distribution.    
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Please see the final pages of 
this document for important 
disclosure information. 


AltaGas Ltd. 
(ALA-T) C$29.41 
 
Growing The Utility Business; Acquisition of PNG Announced 
 
Event 
AltaGas has entered into a definitive agreement to acquire all the shares of 
Pacific Northern Gas Ltd. (PNG-T; not rated) for $36.75 per share in cash 
pursuant to a plan of arrangement. 
  
Impact 
POTENTIALLY POSITIVE. If successful, given our view of the reasonable 
purchase price, PNG’s long-life and stable cash flows, and the strategic fit 
with AltaGas, we view this transaction positively.  
 
Given 1) the Boards of both the companies have approved the agreement, 2) 
PNG's largest shareholder, together with the PNG directors and senior officers 
who collectively own approximately 25% of the shares, has agreed to support 
the transaction, 3) our understanding that a competitive process was 
undertaken, and 4) the $5 million break fee, we believe the transaction will 
close and – as such – are including it into our forecasts. 
 
Details 
Transaction Details: 
• Reasonable Price: The purchase price of $36.75 per common share 


represents a 20% premium based on the closing price as of October 28, 
2011. It represents a multiple of approximately 1.2 times regulated rate 
base (as calculated by AltaGas) or 9.65 times EV/EBITDA (2012E 
consensus).  


• Financing: The purchase price values PNG at $230 million, which 
includes $85 million of debt and $5 million of preferred shares. The 
estimated $140 million of cash required to close the transaction will be 
funded by existing credit facilities and cash on hand. 


• Immediately Accretive: AltaGas expects this transaction to be 
immediately accretive to both cash flows and earnings. PNG's regulated 
assets earn an allowed ROE of 10.1% on an approximate equity 
thickness of 44%. Rate base for the utility is approximately $147 million. 
Based on our financing assumptions, PNG could be around $0.02 
accretive on an EPS basis and approximately $0.06 on an AFFO/share 
basis annually. 


 


 
Pipelines, Power & Utilities 
 


Recommendation: BUY     
  Unchanged 


Risk: MEDIUM 


12-Month Target Price: C$33.00     
  Unchanged 


12-Month Total Return: 16.9% 
 


Market Data (C$) 
Current Price $29.41
52-Wk Range $20.04-$30.13
Mkt Cap (f.d.)($mm) $2,494.0
Dividend per Share $1.38
Dividend Yield 4.7%
Avg. Daily Trading Vol. (3mths) 231662 


Financial Data (C$) 
Fiscal Y-E December
Shares O/S (f.d.)(mm) 84.8
Float Shares (mm) 83.8
Net Debt/Tot Cap 46.5%
BVPS (basic) $12.04  


Estimates (C$) 
Year 2010A 2011E 2012E 2013E


EPS (f.d.) 1.19 1.07 1.30 1.42
EPS (f.d.)(old) 1.19 1.07 1.28 1.40
DI 1.74 1.33 1.39 1.46
AFFO/Shr 2.17 2.30 2.80 3.08
AFFO/Shr (old) 2.17 2.30 2.74 3.02 


AFFO/Shr Quarterly Estimates (C$) 
Year 2010A 2011E 2012E 2013E


Q1 0.59 0.69 -- --
Q2 0.51 0.46 -- --
Q3 0.45 0.49 -- --
Q4 0.62 0.63 -- -- 


Valuations 
Year 2010A 2011E 2012E 2013E


P/E (f.d.) 24.7x 27.5x 22.6x 20.7x
P/DI 16.9x 22.1x 21.2x 20.1x
P/AFFO 13.6x 12.8x 10.5x 9.5x  
Notes:Forecasts are presented under Canadian GAAP. 
 
All figures in C$, unless otherwise specified. 


 
    Linda Ezergailis, P.Eng.     Avery Haw (Associate) 
    416 983 7784     416 983 9259 
    linda.ezergailis@tdsecurities.com     avery.haw@tdsecurities.com 
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• Timing and Conditions: The transaction requires the approval of at least two-thirds of PNG 
shareholders and a majority of the 'minority' shareholders, at a special meeting tentatively scheduled for 
December 12, 2011. PNG's largest shareholder, together with the PNG directors and senior officers who 
collectively own or exercise control over approximately 25% of the shares on a fully diluted basis, has 
agreed to support the transaction. The transaction will also require regulatory approval from the British 
Columbia Utilities Commission (BCUC) in addition to several customary conditions. The acquisition is 
expected to close on December 16, 2011. There is a termination fee of $5 million payable to AltaGas if 
the transaction is not completed, under certain circumstances.  


• Good Strategic Fit With Growth Opportunities: In our view, the acquisition would increase AltaGas' 
regulated rate base by 50% to $500 million and maintain a good balance between its power, gas and 
utility businesses. The acquisition would also provide future opportunities through rate base and customer 
growth to capitalize on both increased natural gas exploration and production in areas such as the 
Montney and the Horn River, and growing industrial activity in northern B.C. (e.g. Dawson Creek and 
Fort St. John). In addition, PNG's run-of-river hydro assets are complementary to the three run-of-river 
projects that AltaGas is currently developing in B.C. 


• PNG Well Positioned to Benefit from any LNG Exports Off B.C.'s West Coast: PNG owns and 
operates natural gas transmission and distribution systems in B.C. The western transmission line extends 
from north of Prince George (from the Spectra Energy gas transmission system) to tidewater at Kitimat 
and Prince Rupert, and provides service to 12 communities and some industrial facilities. PNG also 
provides gas distribution service in the Dawson Creek, Fort St. John, and Tumbler Ridge areas. 
Furthermore, PNG operates and owns a 97% interest in the 9.8 MW McNair Creek hydroelectric 
generation facility located on B.C.’s Sunshine Coast. We believe PNG's pipeline system is well 
positioned to capitalize on any growth of an LNG export industry in Western Canada. 


 
Valuation 
Exhibit 1. Peer Group Valuation 


Curr. Units / Shares Market Ind. Dist. / Div. AFFO/Shr AFFO Yield


Symbol Price O/S (mm) Cap (mm) Dist. / Div. Yield 2012E Yield 2010A 2011E 2012E 2013E 2010A 2011E 2012E 2013E


ALA $29.41 84.8 $2,494 $1.38 4.7% $1.39 4.7% $2.17 $2.30 $2.80 $3.08 7.4% 7.8% 9.5% 10.5%


ENF $18.87 39.7 $750 $1.15 6.1% $1.15 6.1% $1.38 $1.42 $1.75 $1.90 7.3% 7.5% 9.3% 10.1%


IPL.UN $17.15 259.1 $4,444 $0.96 5.6% $1.02 5.9% $1.23 $1.33 $1.42 $1.49 7.2% 7.7% 8.3% 8.7%


KEY $45.47 71.9 $3,269 $1.92 4.2% $2.04 4.5% $2.98 $3.13 $3.08 $3.00 6.5% 6.9% 6.8% 6.6%


PPL $27.13 168.0 $4,558 $1.56 5.8% $1.56 5.8% $1.57 $1.71 $1.72 $1.77 5.8% 6.3% 6.3% 6.5%


PVE $9.03 270.7 $2,444 $0.54 6.0% $0.54 6.0% $0.68 $0.74 $0.83 $0.92 7.5% 8.2% 9.2% 10.2%


VNR $14.70 37.4 $550 $1.00 6.8% $1.00 6.8% $2.28 $2.06 $2.11 $2.11 15.5% 14.0% 14.4% 14.4%


VSN $14.41 170.4 $2,455 $1.00 6.9% $1.00 6.9% $1.23 $1.21 $1.32 $1.38 8.5% 8.4% 9.2% 9.6%


5.8% 5.8% 8.2% 8.4% 9.1% 9.6%  
Source: Thomson, Company Reports, TD Securities. 


 
Justification of Target Price 
Our $33.00 target price is predicated on 25% of our 2012 and 75% of our 2013 financial estimates as follows: 
1) 25% EV/EBITDA multiple of 11.0x, 2) 25% relative dividend yield of 150%, and 3) 50% free cash flow 
yield of 9.0%. Our target price also incorporates a 2.75% 10-year Government of Canada bond yield 
assumption. 
 
Key Risks to Target Price 
1) Higher-than-expected bond yields; 2) acquisitions that do not create shareholder value; 3) operational 
disruptions; 4) commodity price risk; 5) unanticipated changes to environmental laws and regulations; 6) 
surprise industry regulation; 7) WCSB risk; 8) unfavourable regulatory decisions; and 9) escalating 
construction costs. 
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Investment Conclusion 
We view the potential PNG acquisition positively as it would represent an immediately accretive transaction 
that provides AltaGas with stable, long-life cash flows and future growth opportunities in its other business 
segments. 
 
AltaGas’ investments in wind and hydro power, along with growth in its regulated utility business, should 
increase the proportion of its stable cash flows over time. In our view, a premium valuation is warranted for the 
company's renewable power, gas processing, and utility growth outlook. 
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TD Securities Equity Research Disclosures 
 


Company Ticker   Disclosures 
 
AltaGas Ltd. ALA-T  1, 2, 4, 9 
 


 
1. TD Securities Inc., TD Securities (USA) LLC or an affiliated company has managed or co-managed a public offering of securities within the last 12 


months with respect to the subject company. 
2. TD Securities Inc., TD Securities (USA) LLC or an affiliated company has received compensation for investment banking services within the last 12 


months with respect to the subject company. 
3. TD Securities Inc., TD Securities (USA) LLC or an affiliated company expects to receive compensation for investment banking services within the 


next three months with respect to the subject company. 
4. TD Securities Inc. or TD Securities (USA) LLC has provided investment banking services within the last 12 months with respect to the subject 


company. 
5. A long position in the securities of the subject company is held by the research analyst, by a member of the research analyst’s household, or in an 


account over which the research analyst has discretion or control. 
6. A short position in the securities of the subject company is held by the research analyst, by a member of the research analyst’s household, or in an 


account over which the research analyst has discretion or control. 
7. A long position in the derivative securities of the subject company is held by the research analyst, by a member of the research analyst’s 


household, or in an account over which the research analyst has discretion or control. 
8. A short position in the derivative securities of the subject company is held by the research analyst, by a member of the research analyst’s 


household, or in an account over which the research analyst has discretion or control. 
9. TD Securities Inc. and/or an affiliated company is a market maker, or is associated with the specialist that makes a market, in the securities of the 


subject company. 
10. TD Securities Inc. and/or affiliated companies own 1% or more of the equity securities of the subject company. 
11. A partner, director or officer of TD Securities Inc. or TD Securities (USA) LLC, or a research analyst involved in the preparation of this report has, 


during the preceding 12 months, provided services to the subject company for remuneration. 
12. Subordinate voting shares. 
13. Restricted voting shares. 
14. Non-voting shares. 
15. Common/variable voting shares. 
16. Limited voting shares. 
 
Additional Important Disclosures 
  
 


AltaGas Income Trust (ALA.UN-T) 
(as of 16-Jun-10) 
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Linda Ezergailis


Recommendations 
A LB: Action List Buy;  
SPB: Speculative Buy; 
BUY: Buy; HLD: Hold;  
TND: Tender; RDC: 
Reduce


Notes 
IC: Initiated Coverage
CC: Ceased Coverage 
A C: Analyst Change 
R: Reorganization 


1: 8/8/07; HLD, $26.00 tgt
2: 11/5/08; HLD, $21.00 tgt 
3: 1/8/09; BUY, $20.00 tgt
4: 2/10/09; BUY, $19.00 tgt 
5: 3/3/09; BUY, $18.00 tgt
6: 5/7/09; BUY, $18.00 tgt
7: 7/15/09; BUY, $17.50 tgt 
8: 8/17/09; BUY, $18.00 tgt 
9: 11/5/09; HLD, $18.00 tgt 
10: 5/31/10; BUY, $20.00 tgt


 Distribution of Research Ratings 


 


^ Percentage of subject companies under each rating
category—BUY (covering Action List BUY, BUY and
Spec. BUY ratings), HOLD and REDUCE (covering
TENDER and REDUCE ratings).


* Percentage of subject companies within each of the
three categories (BUY, HOLD and REDUCE) for which
TD Securities Inc. has provided investment banking
services within the last 12 months.


Current as of October 4, 2011
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Research Dissemination Policy 
TD Securities makes its research products available in electronic and/or printed formats and simultaneously distributes them to its institutional clients 
who are entitled to receive them. The Action Notes are distributed by email, and are available in PDFform on First Call, Bloomberg, Reuters, Capital IQ,  
FactSet and TheMarkets.Com.  Research Reports are distributed by email; they are also printed and distributed by courier to our entitled clients. PDFs 
of Reports are available on First Call, Bloomberg and Reuters.  All research is available by password to entitled institutional clients at  
https://www.tdsresearch.com/equities 
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Research Ratings 
ACTION LIST BUY: The stock's total return is expected to exceed a minimum of 15%, on a risk-adjusted basis, over the next 12 months and it is a top 
pick in the Analyst's sector. 
BUY: The stock’s total return is expected to exceed a minimum of 15%, on a risk-adjusted basis, over the next 12 months. 
SPECULATIVE BUY:  The stock's total return is expected to exceed 30% over the next 12 months; however, there is material event risk associated with 
the investment that could result in significant loss. 
HOLD: The stock’s total return is expected to be between 0% and 15%, on a risk-adjusted basis, over the next 12 months. 
TENDER: Investors are advised to tender their shares to a specific offer for the company's securities or to support a proposed combination reflecting our 
view that a superior offer is not forthcoming. 
REDUCE: The stock’s total return is expected to be negative over the next 12 months. 
 
Overall Risk Rating in order of increasing risk: Low (7.2% of coverage universe), Medium (34.7%), High (47.0%), Speculative (11.1%)  
              
Analyst Certification 
Each analyst of TD Securities Inc. whose name appears on page 1 of this research report hereby certifies that (i) the recommendations and opinions 
expressed in the research report accurately reflect the research analyst's personal views about any and all of the securities or issuers discussed herein 
that are within the analyst’s coverage universe and (ii) no part of the research analyst's compensation was, is, or will be, directly or indirectly, related to 
the provision of specific recommendations or views expressed by the research analyst in the research report. 
 
Disclaimer 
This report is produced entirely by TD Securities Inc. Although the information contained in this report has been obtained from sources that TD 
Securities Inc. believes to be reliable, we do not guarantee its accuracy, and as such, the information may be incomplete or condensed. All opinions, 
estimates and other information included in this report constitute our judgment as of the date hereof and are subject to change without notice. TD 
Securities Inc. will furnish upon request publicly available information on which this report is based. TD Securities (USA) LLC has accepted responsibility 
in the United States for the contents of this research. TD Securities Limited has accepted responsibility in Europe for the contents this report. Canadian 
clients wishing to effect transactions in any security discussed should do so through a qualified salesperson of TD Securities Inc. Canadian retail 
investors are served by TD Waterhouse Canada Inc., a subsidiary of The Toronto-Dominion Bank. U.S. clients wishing to effect transactions in any 
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Company Profile 
AltaGas Ltd. (ALA-T) is involved in power 
generation and the natural gas value chain, 
including natural gas extraction and 
processing, fractionation, natural gas 
transportation, and natural gas distribution.     
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Please see the final pages of 
this document for important 
disclosure information. 


AltaGas Ltd. 
(ALA-T) C$29.45 
 
Resuming Coverage:McLymont & Volcano Creek Projects 
Receive EPAs 
 
Event 
• We are resuming coverage of AltaGas after the close of a $144 million 


common share offering. 
• AltaGas announced that it signed Electricity Purchase Agreements 


(EPAs) with BC Hydro for its McLymont and Volcano Creek run-of-
river projects. 


 
Impact 
NEUTRAL. 
We have updated our financial forecasts to reflect the equity offering, which 
was earlier and smaller than we were forecasting. Although the EPA 
announcement was anticipated, we believe it is a positive step as the company 
continues to grow its power division. Once brought into service, we estimate 
that the McLymont and Volcano Creek projects together could be 
approximately $0.07 accretive to AFFO/share and EPS on an annual basis. 
 
For more details on AltaGas’ power business and Northwest BC development 
projects, please refer to our August 25, 2011 bulletin titled "Powering Up 
For Growth". 
 
Details 
Equity Offering: On November 15, 2011 AltaGas closed an equity offering 
of 4.91 million common shares priced at $29.30 per share for gross proceeds 
of approximately $144 million (including the over-allotment option). The net 
proceeds are expected to be used to repay debt and for general corporate 
purposes. 


 
Pipelines, Power & Utilities 
 


Recommendation: BUY     
  Unchanged 


Risk: MEDIUM 


12-Month Target Price: C$33.00     
  Unchanged 


12-Month Total Return: 16.7% 
 


Market Data (C$) 
Current Price $29.45
52-Wk Range $20.26-$30.35
Mkt Cap (f.d.)($mm) $2,641.7
Dividend per Share $1.38
Dividend Yield 4.7%
Avg. Daily Trading Vol. (3mths) 219528 


Financial Data (C$) 
Fiscal Y-E December
Shares O/S (f.d.)(mm) 89.7
Float Shares (mm) 88.7
Net Debt/Tot Cap 43.7%  


Estimates (C$) 
Year 2010A 2011E 2012E 2013E


EPS (f.d.) 1.19 1.07 1.30 1.45
EPS (f.d.)(old) 1.19 1.07 1.30 1.42
DI 1.74 1.33 1.39 1.46
AFFO/Shr 2.17 2.30 2.80 3.11
AFFO/Shr (old) 2.17 2.30 2.80 3.08 


AFFO/Shr Quarterly Estimates (C$) 
Year 2010A 2011E 2012E 2013E


Q1 0.59 0.69 -- --
Q2 0.51 0.46 -- --
Q3 0.45 0.49 -- --
Q4 0.62 0.63 -- -- 


Valuations 
Year 2010A 2011E 2012E 2013E


P/E (f.d.) 24.7x 27.5x 22.7x 20.3x
P/DI 16.9x 22.1x 21.2x 20.2x
P/AFFO 13.6x 12.8x 10.5x 9.5x  
Notes: Forecasts are presented under Canadian GAAP. 
 
All figures in C$, unless otherwise specified. 


 
    Linda Ezergailis, P.Eng.     Avery Haw (Associate) 
    416 983 7784     416 983 9259 
    linda.ezergailis@tdsecurities.com     avery.haw@tdsecurities.com 
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McLymont and Volcano Creek Project Details: 
• Description: The McLymont (66 MW) and Volcano Creek (16 MW) run-of-river projects will have a 


combined capacity of approximately 82 MW, with an approximate utilization of 40%. The projects are 
located in close proximity to each other approximately 1,000 km north of Vancouver, BC.  


• Capital Cost: There is no change to the estimated $300 million combined cost of the McLymont Creek 
and Volcano Creek projects. Approximately 88% of the costs are expected to be fixed by the end of 2011 
and 96% by the end of 2012. 


• Commercial Agreements: Although specific details were not provided, the terms of the EPAs are 
materially similar to the 60-year EPA signed for the 195 MW Forrest Kerr project.  


• Timing and Approvals: The estimated in-service date of Volcano Creek has been slightly accelerated, 
with an in-service date of Q4/2015 (previously 2016). McLymont Creek is also expected to be in-service 
in Q4/2015. AltaGas is awaiting final regulatory approvals for the two projects.  


• Contribution: Once in service, we estimate both projects could contribute around $0.07 to AFFO/share 
and EPS on an annual basis. Our assumptions include energy payments in the $120-$130/MWh range and 
a capacity factor of 40%, in addition to relatively low operating costs. We assume a permanent capital 
structure of 40% equity and 60% debt along with a 60-year asset life. 


• Decreasing Risk Profile: We view the McLymont and Volcano Creek projects favourably as once in 
service it should be a source of relatively stable, long-term cash flows that are backed by a very strong 
counterparty. We believe the project will reduce the company’s risk profile as it will lessen the percentage 
of cash flows that are exposed to merchant power prices. 


 
Exhibit 1. Alberta Power Prices 


Alberta Average Power Prices (C$/MWh)
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2008  $76.93  $107.52  $80.21  $95.14  $89.94 


2009  $63.35  $32.30  $49.49  $46.28  $47.81 


2010  $40.78  $81.15  $35.77  $45.95  $50.89 


2011E  $82.03  $51.90  $94.69  $93.13  $80.51 


2012E  $78.13 


Q1 Q2 Q3 Q4 Year


Recent Price  $158.13 


 


Alberta Power Prices (C$/MWh)


$0.00
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$40.00


$60.00


$80.00


$100.00


$120.00


On-Peak  $85.28  $56.18  $75.10  $64.16  $86.63  $106.32  $86.58  $116.86  $61.19  $65.55  $117.18  $106.38  $101.30 


Average  $71.55  $43.84  $62.98  $54.64  $70.39  $80.42  $66.96  $89.94  $47.81  $50.89  $80.51  $78.13  $74.50 


2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011E 2012E 2013E


 
Source: Bloomberg, NGX, TD Securities. 


 
Valuation 
Exhibit 2. Peer Group Valuation 


Curr. Units / Shares Market Ind. Dist. / Div. AFFO/Shr AFFO Yield


Symbol Price O/S (mm) Cap (mm) Dist. / Div. Yield 2012E Yield 2010A 2011E 2012E 2013E 2010A 2011E 2012E 2013E


ALA $29.45 89.7 $2,642 $1.38 4.7% $1.39 4.7% $2.17 $2.30 $2.80 $3.11 7.4% 7.8% 9.5% 10.6%


ENF $19.95 39.7 $793 $1.24 6.2% $1.24 6.2% $1.38 $1.42 $1.75 $1.90 6.9% 7.1% 8.8% 9.5%


GEI $19.51 93.6 $1,826 $0.96 4.9% $0.96 4.9% $0.32 $1.33 $1.49 $1.60 1.6% 6.8% 7.6% 8.2%


IPL.UN $18.46 260.5 $4,809 $0.96 5.2% $1.05 5.7% $1.23 $1.42 $1.44 $1.48 6.7% 7.7% 7.8% 8.0%


KEY $46.45 71.9 $3,340 $2.04 4.4% $2.05 4.4% $2.98 $3.11 $3.14 $3.19 6.4% 6.7% 6.8% 6.9%


PPL $28.18 168.2 $4,740 $1.56 5.5% $1.56 5.5% $1.57 $1.83 $1.85 $1.87 5.6% 6.5% 6.6% 6.6%


PVE $9.66 272.0 $2,628 $0.54 5.6% $0.54 5.6% $0.68 $0.81 $0.88 $0.96 7.0% 8.4% 9.1% 10.0%


VNR $14.87 37.4 $556 $1.00 6.7% $1.00 6.7% $2.28 $2.06 $2.11 $2.11 15.3% 13.9% 14.2% 14.2%


VSN $14.71 170.4 $2,507 $1.00 6.8% $1.00 6.8% $1.23 $1.21 $1.32 $1.38 8.4% 8.2% 9.0% 9.4%


5.6% 5.6% 7.3% 8.1% 8.8% 9.3%  
Source: Thomson, Company Reports, TD Securities. 


 







 
Action Notes November 15, 2011 


Equity Research 
3 of 5 


 


 


Justification of Target Price 
Our $33.00 target price is predicated on 25% of our 2012 and 75% of our 2013 financial estimates as follows: 
1) 25% EV/EBITDA multiple of 11.0x, 2) 25% relative dividend yield of 150%, and 3) 50% free cash flow 
yield of 9.0%. Our target price also incorporates a 2.75% 10-year Government of Canada bond yield 
assumption. 
 
Key Risks to Target Price 
1) Higher-than-expected bond yields; 2) acquisitions that do not create shareholder value; 3) operational 
disruptions; 4) commodity price risk; 5) unanticipated changes to environmental laws and regulations; 6) 
surprise industry regulation; 7) WCSB risk; 8) unfavourable regulatory decisions; and 9) escalating 
construction costs. 
 
Investment Conclusion 
We view the award of EPAs for the McLymont and Volcano Creek run-of-river projects positively, as we 
believe both projects will contribute low-risk, long-life, stable cash flows to AltaGas once they enter service. 
Future potential additional investments in wind and hydro power will likely further increase the proportion of 
stable cash flows from the power business. 
 
AltaGas’ investments in wind and hydro power, along with growth in its regulated utility business, should 
increase the proportion of its stable cash flows over time. In our view, a premium valuation is warranted for the 
company's renewable power, gas processing, and utility growth outlook. We recommend investors BUY 
AltaGas. 
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TD Securities Equity Research Disclosures 
 


Company Ticker   Disclosures 
 
AltaGas Ltd. ALA-T  1, 2, 4, 9 
 


 
1. TD Securities Inc., TD Securities (USA) LLC or an affiliated company has managed or co-managed a public offering of securities within the last 12 


months with respect to the subject company. 
2. TD Securities Inc., TD Securities (USA) LLC or an affiliated company has received compensation for investment banking services within the last 12 


months with respect to the subject company. 
3. TD Securities Inc., TD Securities (USA) LLC or an affiliated company expects to receive compensation for investment banking services within the 


next three months with respect to the subject company. 
4. TD Securities Inc. or TD Securities (USA) LLC has provided investment banking services within the last 12 months with respect to the subject 


company. 
5. A long position in the securities of the subject company is held by the research analyst, by a member of the research analyst’s household, or in an 


account over which the research analyst has discretion or control. 
6. A short position in the securities of the subject company is held by the research analyst, by a member of the research analyst’s household, or in an 


account over which the research analyst has discretion or control. 
7. A long position in the derivative securities of the subject company is held by the research analyst, by a member of the research analyst’s 


household, or in an account over which the research analyst has discretion or control. 
8. A short position in the derivative securities of the subject company is held by the research analyst, by a member of the research analyst’s 


household, or in an account over which the research analyst has discretion or control. 
9. TD Securities Inc. and/or an affiliated company is a market maker, or is associated with the specialist that makes a market, in the securities of the 


subject company. 
10. TD Securities Inc. and/or affiliated companies own 1% or more of the equity securities of the subject company. 
11. A partner, director or officer of TD Securities Inc. or TD Securities (USA) LLC, or a research analyst involved in the preparation of this report has, 


during the preceding 12 months, provided services to the subject company for remuneration. 
12. Subordinate voting shares. 
13. Restricted voting shares. 
14. Non-voting shares. 
15. Common/variable voting shares. 
16. Limited voting shares. 
 
Additional Important Disclosures 
  
 


AltaGas Income Trust (ALA.UN-T) 
(as of 16-Jun-10) 
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Linda Ezergailis


Recommendations 
A LB: Action List Buy;  
SPB: Speculative Buy; 
BUY: Buy; HLD: Hold;  
TND: Tender; RDC: 
Reduce


Notes 
IC: Initiated Coverage
CC: Ceased Coverage 
A C: Analyst Change 
R: Reorganization 


1: 8/8/07; HLD, $26.00 tgt
2: 11/5/08; HLD, $21.00 tgt 
3: 1/8/09; BUY, $20.00 tgt
4: 2/10/09; BUY, $19.00 tgt 
5: 3/3/09; BUY, $18.00 tgt
6: 5/7/09; BUY, $18.00 tgt
7: 7/15/09; BUY, $17.50 tgt 
8: 8/17/09; BUY, $18.00 tgt 
9: 11/5/09; HLD, $18.00 tgt 
10: 5/31/10; BUY, $20.00 tgt


 Distribution of Research Ratings 


 


^ Percentage of subject companies under each rating
category—BUY (covering Action List BUY, BUY and
Spec. BUY ratings), HOLD and REDUCE (covering
TENDER and REDUCE ratings).


* Percentage of subject companies within each of the
three categories (BUY, HOLD and REDUCE) for which
TD Securities Inc. has provided investment banking
services within the last 12 months.
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Research Dissemination Policy 
TD Securities makes its research products available in electronic and/or printed formats and simultaneously distributes them to its institutional clients 
who are entitled to receive them. The Action Notes are distributed by email, and are available in PDFform on First Call, Bloomberg, Reuters, Capital IQ,  
FactSet and TheMarkets.Com.  Research Reports are distributed by email; they are also printed and distributed by courier to our entitled clients. PDFs 
of Reports are available on First Call, Bloomberg and Reuters.  All research is available by password to entitled institutional clients at  
https://www.tdsresearch.com/equities 
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Research Ratings 
ACTION LIST BUY: The stock's total return is expected to exceed a minimum of 15%, on a risk-adjusted basis, over the next 12 months and it is a top 
pick in the Analyst's sector. 
BUY: The stock’s total return is expected to exceed a minimum of 15%, on a risk-adjusted basis, over the next 12 months. 
SPECULATIVE BUY:  The stock's total return is expected to exceed 30% over the next 12 months; however, there is material event risk associated with 
the investment that could result in significant loss. 
HOLD: The stock’s total return is expected to be between 0% and 15%, on a risk-adjusted basis, over the next 12 months. 
TENDER: Investors are advised to tender their shares to a specific offer for the company's securities or to support a proposed combination reflecting our 
view that a superior offer is not forthcoming. 
REDUCE: The stock’s total return is expected to be negative over the next 12 months. 
 
Overall Risk Rating in order of increasing risk: Low (7.2% of coverage universe), Medium (33.8%), High (48.8%), Speculative (10.2%)  
      
Analyst Certification 
Each analyst of TD Securities Inc. whose name appears on page 1 of this research report hereby certifies that (i) the recommendations and opinions 
expressed in the research report accurately reflect the research analyst's personal views about any and all of the securities or issuers discussed herein 
that are within the analyst’s coverage universe and (ii) no part of the research analyst's compensation was, is, or will be, directly or indirectly, related to 
the provision of specific recommendations or views expressed by the research analyst in the research report. 
 
Disclaimer 
This report is produced entirely by TD Securities Inc. Although the information contained in this report has been obtained from sources that TD 
Securities Inc. believes to be reliable, we do not guarantee its accuracy, and as such, the information may be incomplete or condensed. All opinions, 
estimates and other information included in this report constitute our judgment as of the date hereof and are subject to change without notice. TD 
Securities Inc. will furnish upon request publicly available information on which this report is based. TD Securities (USA) LLC has accepted responsibility 
in the United States for the contents of this research. TD Securities Limited has accepted responsibility in Europe for the contents this report. Canadian 
clients wishing to effect transactions in any security discussed should do so through a qualified salesperson of TD Securities Inc. Canadian retail 
investors are served by TD Waterhouse Canada Inc., a subsidiary of The Toronto-Dominion Bank. U.S. clients wishing to effect transactions in any 
security discussed should do so through a qualified salesperson of TD Securities (USA) LLC. European clients wishing to effect transactions in any 
security discussed should do so through a qualified salesperson of TD Securities Limited. Insofar as the information on this report is issued in the U.K. 
and Europe, it has been issued with the prior approval of TD Securities Limited and only to persons falling within Articles 19 and 49 of the Financial 
Services & Markets Act 2000 (Financial Promotion) Order 2001, namely persons sufficiently expert to understand the risks involved. This report has 
been distributed in Hong Kong through The Toronto-Dominion Bank (Hong Kong Branch), which is regulated by the Hong Kong Monetary Authority. TD 
Securities Limited is providing financial services to wholesale clients in Australia in reliance on Class Order CO 03/1099. No recipient may pass on the 
information contained in this report to any other person without the prior written consent of TD Securities Inc. TD Securities Inc., TD Securities (USA) 
LLC and TD Securities Limited are wholly owned subsidiaries of The Toronto-Dominion Bank. TD Securities Limited is authorised and regulated by the 
Financial Services Authority. Copyright 2011 by TD Securities. All rights reserved. 
 
Full disclosures for all companies covered by TD Securities can be viewed at https://www.tdsresearch.com/equities/disclosures  by TD Securities' 
institutional equity clients. 
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Company Profile 
AltaGas Ltd. (ALA-T) is involved in power 
generation and the natural gas value chain, 
including natural gas extraction and 
processing, fractionation, natural gas 
transportation, and natural gas distribution.     


 


2009 2010 2011
10


15


20


25


30


35


10


15


20


25


30


35
ALA-T: Price


 
 


 
Please see the final pages of 
this document for important 
disclosure information. 


AltaGas Ltd. 
(ALA-T) C$29.61 
 
Investor Meeting Takeaways 
 
Event 
We hosted AltaGas’ management team for several investor meetings in 
Toronto this week. 
 
Impact 
SLIGHTLY POSITIVE.  
Management gave presentations on each of the business segments, and 
provided an update on their current growth projects, balance sheet and 
financial outlook, and future development opportunities.  
 
Details 
Growth Takeaways: 
• Doubling EBITDA by 2017 Not a Stretch Goal; Further Upside 


Possible: AltaGas has a long-term goal of doubling its EBITDA by 
2017. We note that this goal is achievable through executing on the 
company’s currently secured projects, and that any other acquisitions or 
project announcements could lead to incremental growth. Management is 
of the view that given the current state of North American energy 
infrastructure, there are opportunities for the company to help replace 
aging power and pipeline infrastructure assets.  


 


 
Pipelines, Power & Utilities 
 


Recommendation: BUY     
  Unchanged 


Risk: MEDIUM 


12-Month Target Price: C$33.00     
  Unchanged 


12-Month Total Return: 16.1% 
 


Market Data (C$) 
Current Price $29.61
52-Wk Range $20.26-$30.35
Mkt Cap (f.d.)($mm) $2,656.0
Dividend per Share $1.38
Dividend Yield 4.7%
Avg. Daily Trading Vol. (3mths) 222031 


Financial Data (C$) 
Fiscal Y-E December
Shares O/S (f.d.)(mm) 89.7
Float Shares (mm) 88.7
Net Debt/Tot Cap 43.7%  


Estimates (C$) 
Year 2010A 2011E 2012E 2013E


EPS (f.d.) 1.19 1.07 1.30 1.45
DI 1.74 1.33 1.39 1.46
AFFO/Shr 2.17 2.30 2.80 3.11 


AFFO/Shr Quarterly Estimates (C$) 
Year 2010A 2011E 2012E 2013E


Q1 0.59 0.69 -- --
Q2 0.51 0.46 -- --
Q3 0.45 0.49 -- --
Q4 0.62 0.63 -- -- 


Valuations 
Year 2010A 2011E 2012E 2013E


P/E (f.d.) 24.9x 27.7x 22.8x 20.4x
P/DI 17.0x 22.3x 21.3x 20.3x
P/AFFO 13.6x 12.9x 10.6x 9.5x  
Notes: Forecasts are presented under Canadian GAAP. 
 
All figures in C$, unless otherwise specified. 


 
    Linda Ezergailis, P.Eng.     Avery Haw (Associate) 
    416 983 7784     416 983 9259 
    linda.ezergailis@tdsecurities.com     avery.haw@tdsecurities.com 
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Exhibit 1. AltaGas: Forecasted Incremental EBITDA From Secured Projects (2012E-2017E) 


 
Source: Company Reports. 


 
• De-Risking and Growing Cash Flows: By increasing the amount of contracted and regulated cash 


flows, the company’s cash flow mix will shift away from commodity exposure. AltaGas forecasts that by 
2017, the portion of its EBITDA exposed to commodity prices (hedged and unhedged) could decline to 
20% from 38% in 2010 (Exhibit 2). The decline is mainly expected to be a result of the incremental cash 
flow from its renewable power projects, Gordondale and Harmattan co-stream projects, and growth from 
its utility business. As AltaGas continues to de-risk its cash flows, this could allow the company to take 
on additional leverage in the future while maintaining (or improving) its current BBB (stable) debt rating.  


 
Exhibit 2. AltaGas’ Expected EBITDA Mix by Contract Type (2010 vs. 2017E)  


 
Source: Company Reports. 
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• Business Mix to Remain Predominately Gas and Power: Management has a long-term goal of 
obtaining a business mix in the 40/40/20 range for its gas, power and utilities businesses, respectively. 
Exhibit 3 forecasts management’s expected EBITDA business mix in 2017 versus 2010. 


 
Exhibit 3. AltaGas’ Expected EBITDA Business Mix (2010 vs. 2017E) 


 
Note: EBITDA excludes corporate and G&A charges. 
Source: Company Reports. 


 
• Pacific Northern Gas; A Good Strategic Fit With Growth Opportunities and Synergies: 


Management is of the view that the potential Pacific Northern Gas (PNG) acquisition would be beneficial 
to AltaGas in several ways: 


 
• Add Immediate Scale to the Utility Business: The acquisition would increase AltaGas' 


regulated rate base by 50% to $500 million, while maintaining a good balance between its 
power, gas and utility businesses. The acquisition would also provide future growth 
opportunities through rate base and customer growth to capitalize on both increased natural 
gas exploration and production in areas such as the Montney and the Horn River, and growing 
industrial activity in northern B.C. (e.g. Dawson Creek and Fort St. John). 


• Potential Development Synergies: PNG has 45 MW of developmental hydro projects that 
have received EPAs in B.C. These development projects are complementary to the three run-
of-river projects that AltaGas is currently developing in B.C and could have potential 
construction and operational synergies in the future. PNG also operates and owns a 97% 
interest in the 9.8-MW McNair Creek hydroelectric generation facility located on B.C.’s 
Sunshine Coast. 


• Provide a Toehold for LNG Infrastructure Development in B.C: PNG owns and operates 
natural gas transmission and distribution systems in B.C. The western transmission line 
extends from north of Prince George (from the Spectra Energy gas transmission system) to 
tidewater at Kitimat and Prince Rupert, and provides service to 12 communities and some 
industrial facilities. PNG also provides gas distribution service in the Dawson Creek, Fort St. 
John, and Tumbler Ridge areas. Management believes PNG's pipeline system is well 
positioned to capitalize on any growth of an LNG export industry in Western Canada. 
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Balance Sheet and Financing Takeaways: 
• Large Capital Plan is Well Funded: AltaGas has a committed capital plan of $1.7 billion from 2011 to 


2014. The bulk of the capital spend relates to the Northwest B.C. Hydro projects, the Gordondale facility, 
and investment in the company’s utility business. In the 2011-2014 timeframe, the company believes that 
its free cash flow, DRIP proceeds, recent equity offering, and available credit facilities will be more than 
sufficient to fund its capital plan and dividend payments (Exhibit 4). 


 


Exhibit 4. Financing Plan 2011-2014 ($mm) 
 


Uses of Cash: Sources of Cash:


Committed Capital $1,710 Free Cash Flow1 $1,020
Dividends $475 DRIP $140


Recent Equity Offering $144


Available Credit Facilities $1,022
Total Uses of Cash $2,185 Total Sources of Cash $2,326  


 
Notes: 
1) Estimated free cash flow is based on a trailing 12-month basis and includes future cash flows from new projects. 
2) Assumes recent dividend and DRIP participation rate. 
 
Source: Company Reports, TD Securities. 


 


• Modest Dividend Growth Until 2014; Potential for Acceleration Afterwards: Going forward, we 
expect the company to maintain a balance between growing the dividend and retaining cash for its capital 
program. Management has stated it will continue to monitor the performance of its operating assets and 
projects under construction each year before recommending a dividend increase to the Board. 
Management has previously stated that AltaGas could modestly increase its dividend up to 2014, when 
Forrest Kerr enters service. After this period, the company could have the capacity to increase its 
dividend more aggressively. As a reminder, on October 28, 2011, the company announced a 5% increase 
in its annual dividend per share to $1.38 from $1.32. 


 
• Potential for Additional Leverage: Management is currently targeting a debt-to-capitalization ratio in 


the 50–55% range. Once the Forrest Kerr project enters service in mid-2014, the company could move to 
the upper-end of this target range or even exceed the target, depending on the extent debt rating agencies 
weigh the growth in stable cash flows. However, the company would not do so at the expense of its BBB 
(stable) credit rating or its cost of capital. 


 
Valuation 
Exhibit 5. Peer Group Valuation 


Curr. Units / Shares Market Ind. Dist. / Div. AFFO/Shr AFFO Yield


Symbol Price O/S (mm) Cap (mm) Dist. / Div. Yield 2012E Yield 2010A 2011E 2012E 2013E 2010A 2011E 2012E 2013E


ALA $29.61 89.7 $2,656 $1.38 4.7% $1.39 4.7% $2.17 $2.30 $2.80 $3.11 7.3% 7.8% 9.4% 10.5%


ENF $19.78 39.7 $786 $1.24 6.2% $1.24 6.3% $1.38 $1.42 $1.75 $1.90 7.0% 7.2% 8.9% 9.6%


GEI $19.41 93.6 $1,817 $0.96 4.9% $0.96 4.9% $0.32 $1.33 $1.49 $1.60 1.6% 6.8% 7.7% 8.3%


IPL.UN $18.45 260.5 $4,806 $0.96 5.2% $1.05 5.7% $1.23 $1.42 $1.44 $1.48 6.7% 7.7% 7.8% 8.0%


KEY $46.50 71.9 $3,343 $2.04 4.4% $2.05 4.4% $2.98 $3.11 $3.14 $3.19 6.4% 6.7% 6.8% 6.9%


PPL $28.50 168.2 $4,794 $1.56 5.5% $1.56 5.5% $1.57 $1.83 $1.85 $1.87 5.5% 6.4% 6.5% 6.6%


PVE $9.58 272.0 $2,606 $0.54 5.6% $0.54 5.6% $0.68 $0.81 $0.88 $0.96 7.1% 8.5% 9.2% 10.1%


VNR $15.28 37.4 $571 $1.00 6.5% $1.00 6.5% $2.28 $2.06 $2.11 $2.11 14.9% 13.5% 13.8% 13.8%


VSN $14.52 170.4 $2,474 $1.00 6.9% $1.00 6.9% $1.23 $1.21 $1.32 $1.38 8.5% 8.3% 9.1% 9.5%


5.6% 5.6% 7.2% 8.1% 8.8% 9.2%  
Source: Thomson, Company Reports, TD Securities. 
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Justification of Target Price 
Our $33.00 target price is predicated on 25% of our 2012 and 75% of our 2013 financial estimates as follows: 
1) 25% EV/EBITDA multiple of 11.0x, 2) 25% relative dividend yield of 150%, and 3) 50% free cash flow 
yield of 9.0%. Our target price also incorporates a 2.75% 10-year Government of Canada bond yield 
assumption. 
 
Key Risks to Target Price 
1) Higher-than-expected bond yields; 2) acquisitions that do not create shareholder value; 3) operational 
disruptions; 4) commodity price risk; 5) unanticipated changes to environmental laws and regulations; 6) 
surprise industry regulation; 7) WCSB risk; 8) unfavourable regulatory decisions; and 9) escalating 
construction costs. 
 
Investment Conclusion 
The investor meetings reinforced our positive view of AltaGas’ solid pipeline of development opportunities, as 
well as management’s long-term goal of growing and de-risking the company’s businesses. Going forward, 
AltaGas’ investments in wind and hydro power, along with growth in its regulated utility business, should 
increase the proportion of its stable cash flows over time. In our view, a premium valuation is warranted for the 
company's renewable power, gas processing, and utility growth outlook. We recommend investors BUY 
AltaGas. 
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TD Securities Equity Research Disclosures 
 
Company Ticker   Disclosures 
 
AltaGas Ltd. ALA-T  1, 2, 4, 9 
 


 
1. TD Securities Inc., TD Securities (USA) LLC or an affiliated company has managed or co-managed a public offering of securities within the last 12 


months with respect to the subject company. 
2. TD Securities Inc., TD Securities (USA) LLC or an affiliated company has received compensation for investment banking services within the last 12 


months with respect to the subject company. 
3. TD Securities Inc., TD Securities (USA) LLC or an affiliated company expects to receive compensation for investment banking services within the 


next three months with respect to the subject company. 
4. TD Securities Inc. or TD Securities (USA) LLC has provided investment banking services within the last 12 months with respect to the subject 


company. 
5. A long position in the securities of the subject company is held by the research analyst, by a member of the research analyst’s household, or in an 


account over which the research analyst has discretion or control. 
6. A short position in the securities of the subject company is held by the research analyst, by a member of the research analyst’s household, or in an 


account over which the research analyst has discretion or control. 
7. A long position in the derivative securities of the subject company is held by the research analyst, by a member of the research analyst’s 


household, or in an account over which the research analyst has discretion or control. 
8. A short position in the derivative securities of the subject company is held by the research analyst, by a member of the research analyst’s 


household, or in an account over which the research analyst has discretion or control. 
9. TD Securities Inc. and/or an affiliated company is a market maker, or is associated with the specialist that makes a market, in the securities of the 


subject company. 
10. TD Securities Inc. and/or affiliated companies own 1% or more of the equity securities of the subject company. 
11. A partner, director or officer of TD Securities Inc. or TD Securities (USA) LLC, or a research analyst involved in the preparation of this report has, 


during the preceding 12 months, provided services to the subject company for remuneration. 
12. Subordinate voting shares. 
13. Restricted voting shares. 
14. Non-voting shares. 
15. Common/variable voting shares. 
16. Limited voting shares. 
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Recommendations 
A LB: Action List Buy;  
SPB: Speculative Buy; 
BUY: Buy; HLD: Hold;  
TND: Tender; RDC: 
Reduce


Notes 
IC: Initiated Coverage
CC: Ceased Coverage 
A C: Analyst Change 
R: Reorganization 


1: 8/8/07; HLD, $26.00 tgt
2: 11/5/08; HLD, $21.00 tgt 
3: 1/8/09; BUY, $20.00 tgt
4: 2/10/09; BUY, $19.00 tgt 
5: 3/3/09; BUY, $18.00 tgt
6: 5/7/09; BUY, $18.00 tgt
7: 7/15/09; BUY, $17.50 tgt 
8: 8/17/09; BUY, $18.00 tgt 
9: 11/5/09; HLD, $18.00 tgt 
10: 5/31/10; BUY, $20.00 tgt
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Research Ratings 
ACTION LIST BUY: The stock's total return is expected to exceed a minimum of 15%, on a risk-adjusted basis, over the next 12 months and it is a top 
pick in the Analyst's sector. 
BUY: The stock’s total return is expected to exceed a minimum of 15%, on a risk-adjusted basis, over the next 12 months. 
SPECULATIVE BUY:  The stock's total return is expected to exceed 30% over the next 12 months; however, there is material event risk associated with 
the investment that could result in significant loss. 
HOLD: The stock’s total return is expected to be between 0% and 15%, on a risk-adjusted basis, over the next 12 months. 
TENDER: Investors are advised to tender their shares to a specific offer for the company's securities or to support a proposed combination reflecting our 
view that a superior offer is not forthcoming. 
REDUCE: The stock’s total return is expected to be negative over the next 12 months. 
 
Overall Risk Rating in order of increasing risk: Low (7.2% of coverage universe), Medium (33.8%), High (48.8%), Speculative (10.2%)  
      
Analyst Certification 
Each analyst of TD Securities Inc. whose name appears on page 1 of this research report hereby certifies that (i) the recommendations and opinions 
expressed in the research report accurately reflect the research analyst's personal views about any and all of the securities or issuers discussed herein 
that are within the analyst’s coverage universe and (ii) no part of the research analyst's compensation was, is, or will be, directly or indirectly, related to 
the provision of specific recommendations or views expressed by the research analyst in the research report. 
 
Disclaimer 
This report is produced entirely by TD Securities Inc. Although the information contained in this report has been obtained from sources that TD 
Securities Inc. believes to be reliable, we do not guarantee its accuracy, and as such, the information may be incomplete or condensed. All opinions, 
estimates and other information included in this report constitute our judgment as of the date hereof and are subject to change without notice. TD 
Securities Inc. will furnish upon request publicly available information on which this report is based. TD Securities (USA) LLC has accepted responsibility 
in the United States for the contents of this research. TD Securities Limited has accepted responsibility in Europe for the contents this report. Canadian 
clients wishing to effect transactions in any security discussed should do so through a qualified salesperson of TD Securities Inc. Canadian retail 
investors are served by TD Waterhouse Canada Inc., a subsidiary of The Toronto-Dominion Bank. U.S. clients wishing to effect transactions in any 
security discussed should do so through a qualified salesperson of TD Securities (USA) LLC. European clients wishing to effect transactions in any 
security discussed should do so through a qualified salesperson of TD Securities Limited. Insofar as the information on this report is issued in the U.K. 
and Europe, it has been issued with the prior approval of TD Securities Limited and only to persons falling within Articles 19 and 49 of the Financial 
Services & Markets Act 2000 (Financial Promotion) Order 2001, namely persons sufficiently expert to understand the risks involved. This report has 
been distributed in Hong Kong through The Toronto-Dominion Bank (Hong Kong Branch), which is regulated by the Hong Kong Monetary Authority. TD 
Securities Limited is providing financial services to wholesale clients in Australia in reliance on Class Order CO 03/1099. No recipient may pass on the 
information contained in this report to any other person without the prior written consent of TD Securities Inc. TD Securities Inc., TD Securities (USA) 
LLC and TD Securities Limited are wholly owned subsidiaries of The Toronto-Dominion Bank. TD Securities Limited is authorised and regulated by the 
Financial Services Authority. Copyright 2011 by TD Securities. All rights reserved. 
 
Full disclosures for all companies covered by TD Securities can be viewed at https://www.tdsresearch.com/equities/disclosures  by TD Securities' 
institutional equity clients. 
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Company Profile 
AltaGas Ltd. (ALA-T) is involved in power 
generation and the natural gas value chain, 
including natural gas extraction and 
processing, fractionation, natural gas 
transportation, and natural gas distribution.     
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Please see the final pages of 
this document for important 
disclosure information. 


AltaGas Ltd. 
(ALA-T) C$30.90 
 
Acquisition of Renewable Energy Assets Grows the US 
Footprint 
 
Event 
• AltaGas announced that it has purchased Decker Energy Inc. (DEI) and a 


50% interest in a 29-MW wind power project in Colorado for 
approximately $57 million. 


• AltaGas also announced that it has entered into an arrangement to 
purchase 25 MW of gas-fired peaking generation in Alberta from Maxim 
Power Corp. for approximately $13 million. 


 
Impact 
SLIGHTLY POSITIVE.  
We view the U.S. acquisitions positively as they will expand the company’s 
renewable power presence in the U.S, help diversify its power mix through 
the addition of biomass generation, and provide it with a source of contracted 
cash flows. We have updated our model for the acquisitions and our estimates 
increase slightly.  
 
Details 
Decker Energy Inc. Details: 
• Description: DEI is an independent power company with primary assets 


consisting of a 30% interest in a 37-MW wood biomass power facility 
(Grayling Generating Station) in Michigan and a 50% interest in a 48-
MW wood biomass power facility (Craven County Facility) in North 
Carolina. 


• Contracted PPAs and Fuel Supply: The assets are fully contracted, 
with long-term power purchase agreements (PPAs) expiring in 2018 and 
2025. Fuel supply for the biomass facilities is also contracted from 
several suppliers. 


• No Historical Operating Issues: The plants were completed in 1990 
and 1992 and have not experienced operating issues. 


 
 


 
Pipelines, Power & Utilities 
 


Recommendation: BUY     
  Unchanged 


Risk: MEDIUM 


12-Month Target Price: C$33.00     
  Unchanged 


12-Month Total Return: 11.3% 
 


Market Data (C$) 
Current Price $30.90
52-Wk Range $21.25-$32.67
Mkt Cap (f.d.)($mm) $2,771.7
Dividend per Share $1.38
Dividend Yield 4.5%
Avg. Daily Trading Vol. (3mths) 248369 


Financial Data (C$) 
Fiscal Y-E December
Shares O/S (f.d.)(mm) 89.7
Float Shares (mm) 88.7
Net Debt/Tot Cap 43.7%  


Estimates (C$) 
Year 2010A 2011E 2012E 2013E


EPS (f.d.) 1.19 1.07 1.30 1.46
EPS (f.d.)(old) 1.19 1.07 1.30 1.45
DI 1.74 1.33 1.39 1.46
AFFO/Shr 2.17 2.30 2.80 3.13
AFFO/Shr (old) 2.17 2.30 2.79 3.11 


AFFO/Shr Quarterly Estimates (C$) 
Year 2010A 2011E 2012E 2013E


Q1 0.59 0.69 -- --
Q2 0.51 0.46 -- --
Q3 0.45 0.49 -- --
Q4 0.62 0.63 -- -- 


Valuations 
Year 2010A 2011E 2012E 2013E


P/E (f.d.) 26.0x 28.9x 23.8x 21.2x
P/DI 17.8x 23.2x 22.2x 21.2x
P/AFFO 14.2x 13.4x 11.0x 9.9x  
Notes: Forecasts are presented under Canadian GAAP. 
 
All figures in C$, unless otherwise specified. 


 
    Linda Ezergailis, P.Eng.     Avery Haw (Associate) 
    416 983 7784     416 983 9259 
    linda.ezergailis@tdsecurities.com     avery.haw@tdsecurities.com 
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Busch Ranch Wind Project: 
• Description: A 29-MW wind farm to be constructed in Huerfano County, Colorado. 
• Ownership: AltaGas will have a 50% interest in the project. 
• Contracted PPA: The project is backed with a 25-year PPA with Black Hills Energy, a local utility. 


Regulatory approval for the project has been granted by the Colorado Public Utilities Commission. 
• In-Service: The project is expected to be completed in late-2012. 
• Project is Low Risk: Under the arrangement, AltaGas will not provide any further capital for the project 


and has no construction risk. 
 
The U.S. acquisitions are expected to contribute approximately $6 million of EBITDA on an annualized 
basis. 
 
Alberta Peaking Facilities: 
• Description: 25 MW of gas-fired peaking capacity in Alberta, consisting of four separate power facilities 


(Taber, Burdette, Coaldale, and Fort MacLeod). 
• Contribution: Since 2004, the power generated from these facilities was sold to an AltaGas affiliate 


under a long-term tolling agreement. By owning the assets, AltaGas expects an EBITDA increase of 
approximately $1.7 million annually. 


• Closing: The transaction is subject to customary closing conditions and is expected to be completed in 
the near term. 


 
Valuation 
Exhibit 1. Peer Group Valuation 


Curr. Units / Shares Market Ind. Dist. / Div. AFFO/Shr AFFO Yield


Symbol Price O/S (mm) Cap (mm) Dist. / Div. Yield 2012E Yield 2010A 2011E 2012E 2013E 2010A 2011E 2012E 2013E


ALA $30.90 89.7 $2,772 $1.38 4.5% $1.39 4.5% $2.17 $2.30 $2.80 $3.13 7.0% 7.4% 9.1% 10.1%


ENF $21.40 39.7 $850 $1.24 5.8% $1.24 5.8% $1.38 $1.42 $1.75 $1.90 6.4% 6.6% 8.2% 8.9%


GEI $19.68 96.0 $1,889 $0.96 4.9% $0.96 4.9% $0.32 $1.33 $1.46 $1.57 1.6% 6.8% 7.4% 8.0%


IPL.UN $17.46 260.5 $4,548 $1.05 6.0% $1.05 6.0% $1.23 $1.42 $1.44 $1.48 7.1% 8.1% 8.2% 8.5%


KEY $46.40 71.9 $3,336 $2.04 4.4% $2.05 4.4% $2.98 $3.11 $3.02 $3.42 6.4% 6.7% 6.5% 7.4%


VNR $16.45 37.4 $615 $1.00 6.1% $1.00 6.1% $2.28 $2.04 $2.10 $2.00 13.9% 12.4% 12.8% 12.2%


VSN $15.36 195.1 $2,997 $1.00 6.5% $1.00 6.5% $1.23 $1.21 $1.34 $1.40 8.0% 7.9% 8.7% 9.1%


5.4% 5.5% 7.2% 8.0% 8.7% 9.2%  
Source: Thomson, Company Reports, TD Securities. 


 
Justification of Target Price 
Our target price is predicated on 25% of our 2012 and 75% of our 2013 financial estimates as follows: 1) 25% 
EV/EBITDA multiple of 11.0x, 2) 25% relative dividend yield of 150%, and 3) 50% free cash flow yield of 
9.0%. Our target price also incorporates a 2.75% 10-year Government of Canada bond yield assumption. 
 
Key Risks to Target Price 
1) Higher-than-expected bond yields; 2) acquisitions that do not create shareholder value; 3) operational 
disruptions; 4) commodity price risk; 5) unanticipated changes to environmental laws and regulations; 6) 
surprise industry regulation; 7) WCSB risk; 8) unfavourable regulatory decisions; 9) escalating construction 
costs, and 10) execution of large construction projects. 
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Investment Conclusion 
We view the renewable asset acquisitions positively as they represent a low-risk way of expanding AltaGas’ 
power presence into green energy markets in the U.S., help diversify its generation portfolio, and provide it 
with a source of contracted cash flows.  
 
Going forward, AltaGas’ investments in wind and hydro power, along with growth in its regulated utility 
business, should increase the proportion of its stable cash flows over time. In our view, a premium valuation is 
warranted for the company's renewable power, gas processing, and utility growth outlook. We recommend 
investors BUY AltaGas. 
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TD Securities Equity Research Disclosures 
 


Company Ticker   Disclosures 
 


AltaGas Ltd. ALA-T  1, 2, 4, 9 
 


 
1. TD Securities Inc., TD Securities (USA) LLC or an affiliated company has managed or co-managed a public offering of securities within the last 12 


months with respect to the subject company. 
2. TD Securities Inc., TD Securities (USA) LLC or an affiliated company has received compensation for investment banking services within the last 12 


months with respect to the subject company. 
3. TD Securities Inc., TD Securities (USA) LLC or an affiliated company expects to receive compensation for investment banking services within the 


next three months with respect to the subject company. 
4. TD Securities Inc. or TD Securities (USA) LLC has provided investment banking services within the last 12 months with respect to the subject 


company. 
5. A long position in the securities of the subject company is held by the research analyst, by a member of the research analyst’s household, or in an 


account over which the research analyst has discretion or control. 
6. A short position in the securities of the subject company is held by the research analyst, by a member of the research analyst’s household, or in an 


account over which the research analyst has discretion or control. 
7. A long position in the derivative securities of the subject company is held by the research analyst, by a member of the research analyst’s 


household, or in an account over which the research analyst has discretion or control. 
8. A short position in the derivative securities of the subject company is held by the research analyst, by a member of the research analyst’s 


household, or in an account over which the research analyst has discretion or control. 
9. TD Securities Inc. and/or an affiliated company is a market maker, or is associated with the specialist that makes a market, in the securities of the 


subject company. 
10. TD Securities Inc. and/or affiliated companies own 1% or more of the equity securities of the subject company. 
11. A partner, director or officer of TD Securities Inc. or TD Securities (USA) LLC, or a research analyst involved in the preparation of this report has, 


during the preceding 12 months, provided services to the subject company for remuneration. 
12. Subordinate voting shares. 
13. Restricted voting shares. 
14. Non-voting shares. 
15. Variable voting shares. 
16. Limited voting shares. 
 
Additional Important Disclosures 
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Linda Ezergailis


Recommendations 
A LB: Action List Buy;  
SPB: Speculative Buy; 
BUY: Buy; HLD: Hold;  
TND: Tender; RDC: 
Reduce


Notes 
IC: Initiated Coverage
CC: Ceased Coverage 
A C: Analyst Change 
R: Reorganization 


1: 8/8/07; HLD, $26.00 tgt
2: 11/5/08; HLD, $21.00 tgt 
3: 1/8/09; BUY, $20.00 tgt
4: 2/10/09; BUY, $19.00 tgt 
5: 3/3/09; BUY, $18.00 tgt
6: 5/7/09; BUY, $18.00 tgt
7: 7/15/09; BUY, $17.50 tgt 
8: 8/17/09; BUY, $18.00 tgt 
9: 11/5/09; HLD, $18.00 tgt 
10: 5/31/10; BUY, $20.00 tgt


 Distribution of Research Ratings 


 


^ Percentage of subject companies under each rating
category—BUY (covering Action List BUY, BUY and
Spec. BUY ratings), HOLD and REDUCE (covering
TENDER and REDUCE ratings).


* Percentage of subject companies within each of the
three categories (BUY, HOLD and REDUCE) for which
TD Securities Inc. has provided investment banking
services within the last 12 months.


Current as of January 4, 2012
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TD Securities makes its research products available in electronic and/or printed formats and simultaneously distributes them to its institutional clients 
who are entitled to receive them. The Action Notes are distributed by email, and are available in PDFform on First Call, Bloomberg, Reuters, Capital IQ,  
FactSet and TheMarkets.Com.  Research Reports are distributed by email; they are also printed and distributed by courier to our entitled clients. PDFs 
of Reports are available on First Call, Bloomberg and Reuters.  All research is available by password to entitled institutional clients at  
https://www.tdsresearch.com/equities 
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Research Ratings 
ACTION LIST BUY: The stock's total return is expected to exceed a minimum of 15%, on a risk-adjusted basis, over the next 12 months and it is a top 
pick in the Analyst's sector. 
BUY: The stock’s total return is expected to exceed a minimum of 15%, on a risk-adjusted basis, over the next 12 months. 
SPECULATIVE BUY:  The stock's total return is expected to exceed 30% over the next 12 months; however, there is material event risk associated with 
the investment that could result in significant loss. 
HOLD: The stock’s total return is expected to be between 0% and 15%, on a risk-adjusted basis, over the next 12 months. 
TENDER: Investors are advised to tender their shares to a specific offer for the company's securities or to support a proposed combination reflecting our 
view that a superior offer is not forthcoming. 
REDUCE: The stock’s total return is expected to be negative over the next 12 months. 
 
Overall Risk Rating in order of increasing risk: Low (6.8% of coverage universe), Medium (33.7%), High (48.7%), Speculative (10.8%) 
         
Analyst Certification 
Each analyst of TD Securities Inc. whose name appears on page 1 of this research report hereby certifies that (i) the recommendations and opinions 
expressed in the research report accurately reflect the research analyst's personal views about any and all of the securities or issuers discussed herein 
that are within the analyst’s coverage universe and (ii) no part of the research analyst's compensation was, is, or will be, directly or indirectly, related to 
the provision of specific recommendations or views expressed by the research analyst in the research report. 
 
Disclaimer 
This report is produced entirely by TD Securities Inc. Although the information contained in this report has been obtained from sources that TD 
Securities Inc. believes to be reliable, we do not guarantee its accuracy, and as such, the information may be incomplete or condensed. All opinions, 
estimates and other information included in this report constitute our judgment as of the date hereof and are subject to change without notice. TD 
Securities Inc. will furnish upon request publicly available information on which this report is based. TD Securities (USA) LLC has accepted responsibility 
in the United States for the contents of this research. TD Securities Limited has accepted responsibility in Europe for the contents this report. Canadian 
clients wishing to effect transactions in any security discussed should do so through a qualified salesperson of TD Securities Inc. Canadian retail 
investors are served by TD Waterhouse Canada Inc., a subsidiary of The Toronto-Dominion Bank. U.S. clients wishing to effect transactions in any 
security discussed should do so through a qualified salesperson of TD Securities (USA) LLC. European clients wishing to effect transactions in any 
security discussed should do so through a qualified salesperson of TD Securities Limited. Insofar as the information on this report is issued in the U.K. 
and Europe, it has been issued with the prior approval of TD Securities Limited and only to persons falling within Articles 19 and 49 of the Financial 
Services & Markets Act 2000 (Financial Promotion) Order 2001, namely persons sufficiently expert to understand the risks involved. This report has 
been distributed in Hong Kong through The Toronto-Dominion Bank (Hong Kong Branch), which is regulated by the Hong Kong Monetary Authority. TD 
Securities Limited is providing financial services to wholesale clients in Australia in reliance on Class Order CO 03/1099. No recipient may pass on the 
information contained in this report to any other person without the prior written consent of TD Securities Inc. TD Securities Inc., TD Securities (USA) 
LLC and TD Securities Limited are wholly owned subsidiaries of The Toronto-Dominion Bank. TD Securities Limited is authorised and regulated by the 
Financial Services Authority. Copyright 2012 by TD Securities. All rights reserved. 
 
Full disclosures for all companies covered by TD Securities can be viewed at https://www.tdsresearch.com/equities/disclosures  by TD Securities' 
institutional equity clients. 
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Company Profile 
AltaGas Ltd. (ALA-T) is involved in power 
generation and the natural gas value chain, 
including natural gas extraction and 
processing, fractionation, natural gas 
transportation, and natural gas distribution.     
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Please see the final pages of 
this document for important 
disclosure information. 


AltaGas Ltd. 
(ALA-T) C$29.31 
 
Accretive Acquisition Announced; Upgrading to ACTION LIST 
BUY 
 
Event 
• We are resuming coverage of AltaGas following the close of a 13.9 


million subscription receipt offering for gross proceeds of $403 million, 
including the over-allotment option. 


• On February 1, 2012, AltaGas announced that it entered into a definitive 
agreement with Continental Energy Systems LLC to purchase two 
natural gas distribution utilities in Alaska and Michigan for US$1.1 
billion (SEMCO). 


 
Impact 
POSITIVE.  
If successful, given SEMCO’s long-life and regulated cash flows, and the 
strategic fit with AltaGas, we view this transaction positively. We have 
updated our financial forecasts to reflect the subscription receipt offering and 
have assumed a successful acquisition close in mid Q3/12. Our financial 
forecasts remain relatively unchanged in 2012, but increase meaningfully in 
2013, during SEMCO’s first full year of contribution. As a result, we are 
increasing our target price by $3.00 to $36.00. Given the implied returns to 
our target, we are upgrading AltaGas to an ACTION LIST BUY (from Buy). 
 
Exhibit 1. Estimate Changes 


2010A 2011E 2012E 2013E
EBITDA ($mm) 241            263            371            506            
EBITDA ($mm) (old) 241            263            339            375            
EPS 1.19           1.07           1.27           1.62           
EPS (old) 1.19           1.07           1.30           1.46           
Free Cash Flow per Share (AFFO/Shr) 2.17           2.30           2.80           3.50           
Free Cash Flow per Share (old) 2.17           2.30           2.80           3.13           
DPS 1.74           1.33           1.39           1.46           
DPS (old) 1.74           1.33           1.39           1.46            


Source: TD Securities. 


 


 
Pipelines, Power & Utilities 
 


Recommendation: ACTION LIST BUY↑↑↑↑ 
Prior: BUY 


Risk: MEDIUM 


12-Month Target Price: C$36.00↑↑↑↑ 
Prior: C$33.00 


12-Month Total Return: 27.5% 
 


Market Data (C$) 
Current Price $29.31
52-Wk Range $21.25-$32.67
Mkt Cap (f.d.)($mm) $2,629.1
Dividend per Share $1.38
Dividend Yield 4.7%
Avg. Daily Trading Vol. (3mths) 285279 


Financial Data (C$) 
Fiscal Y-E December
Shares O/S (f.d.)(mm) 89.7
Float Shares (mm) 88.7
Net Debt/Tot Cap 43.7%  


Estimates (C$) 
Year 2010A 2011E 2012E 2013E


EBITDA ($mm) 241.0 263.0 371.0 506.0
EPS (f.d.) 1.19 1.07 1.27 1.62
EPS (f.d.)(old) 1.19 1.07 1.30 1.46
DI 1.74 1.33 1.39 1.46
AFFO/Shr 2.17 2.30 2.80 3.50
AFFO/Shr (old) 2.17 2.30 2.80 3.13 


AFFO/Shr Quarterly Estimates (C$) 
Year 2010A 2011E 2012E 2013E


Q1 0.59 0.69 -- --
Q2 0.51 0.46 -- --
Q3 0.45 0.49 -- --
Q4 0.62 0.63 -- -- 


Valuations 
Year 2010A 2011E 2012E 2013E


P/E (f.d.) 24.6x 27.4x 23.1x 18.1x
P/DI 16.8x 22.0x 21.1x 20.1x
P/AFFO 13.5x 12.7x 10.5x 8.4x  
Notes: Forecasts are presented under Canadian GAAP. 
 
All figures in C$, unless otherwise specified. 


 
    Linda Ezergailis, P.Eng.     Avery Haw (Associate) 
    416 983 7784     416 983 9259 
    linda.ezergailis@tdsecurities.com     avery.haw@tdsecurities.com 
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Details 
Transaction Details: 
• Reasonable Price: The US$1.1 billion purchase price implies an EV/EBITDA multiple of 8.7 times, 


based off the company’s 2013 EBITDA estimate of US$130 million, and includes approximately US$355 
million of debt (net to AltaGas), which AltaGas will assume on the close of the transaction. 


• Accretive Returns: The transaction is expected to be accretive to both EPS and AFFO/share by more the 
10%, and add approximately US$130 million of incremental EBITDA during its first full year of 
ownership in 2013. Based on our assumptions, we calculate that the SEMCO acquisition could be $0.16 
accretive to EPS and $0.37 accretive to AFFO/share in 2013. 


• Financing: The acquisition is expected to be financed with the net proceeds from the subscription receipt 
offering (subscription receipts will be exchanged with common shares upon closing of the transaction), 
the use of AltaGas’ existing and new credit facilities, and potential future debt and preferred share 
financings. 


• Timing and Conditions: The acquisition is subject to the receipt of regulatory approvals from the 
Michigan Public Service Commission (MPSC), the Regulatory Commission of Alaska (RCA), approvals 
under the Hart-Scott-Rodino (HSR) Act, and other customary approvals including the fulfillment or 
waiver of all other outstanding conditions precedent to closing the acquisition. The transaction is 
expected to close in Q3/12.  


• Good Strategic Fit With Growth Opportunities: The acquisition would expand AltaGas’ utility 
presence in the US and significantly increase its regulated rate base by US$725 million. The distribution 
utility assets could provide future development opportunities through rate base and customer growth, and 
the Alaskan assets could provide a strategic foothold for LNG infrastructure development in the region. 


• Further De-Risks and Grows Cash Flows: Approximately 99% of SEMCO’s revenues are derived 
from regulated natural gas distribution and storage utilities, and has no direct natural gas cost exposure 
due to customer pass-through mechanisms. The company expects US$130 million of EBITDA in 2013 
from the acquisition, which will make two-thirds of its consolidated annualized EBITDA derived from 
regulated or long-term contracted assets. The additional cash flows would go toward the company’s 
growth projects, along with further supporting its dividend. We expect modest dividend growth until 
2014, with the potential for acceleration afterwards once the Forrest Kerr project enters service. 
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Overview of SEMCO Alaska: 
• Description: SEMCO’s Alaska natural gas distribution utility, ENSTAR, serves 132,000 customers and 


is the largest natural gas distributor in Alaska. It consists of 414 miles of gas transmission pipelines and 
2,800 miles of gas distribution mains in Anchorage and the Cook Inlet area. SEMCO also owns 65% of 
CINGSA, an 11 Bcf regulated natural gas storage utility, which is currently under construction and 
expected to be in service in Q2/12. 


• Rate Base and ROEs: Approximately US$200 million rate base at ENSTAR, with an approved 
regulated rate of return on equity (ROE) of 12.55%, on a prescribed equity of 51.40%. CINGSA’s rate 
base (net to SEMCO) is approximately US$100 million, and has an approved ROE of 12.55%, on 50% 
equity. 


• Growth Potential: ENSTAR has a 2.5% CAGR over the past 10 years in customer and net plant growth, 
which is expected to continue as natural resource activity in Alaska continues, and system enhancements 
and expansions are implemented. In addition, CINGSA’s initial storage capacity of 11 Bcf of natural gas 
has the potential to be expanded to 18 Bcf.  


 
Overview of SEMCO Michigan: 
• Description: SEMCO’s Michigan natural gas distribution utility serves 286,000 customers through 150 


miles of gas transmission pipelines and 5,866 miles of gas distribution mains in Southern Michigan and 
Michigan’s Upper Peninsula. SEMCO Michigan also owns five regulated natural gas storage facilities 
with 4.9 Bcf of capacity and has a 50% interest in a 12.8 Bcf non-regulated natural gas storage facility.  


• Rate Base and ROEs: Approximately US$425 million rate base, with an approved regulated ROE of 
10.35%, on prescribed equity of 50%. We note that the Michigan utility has historically earned less than 
its allowed ROE due to lower volumetric consumption, but management expects that it will earn its return 
going forward due to a change in billing determination. 


• Growth Potential: The Michigan utility has a 2% CAGR over the past 10 years in net plant growth, and 
rate base is expected to grow at a similar rate in the short term. Customer growth is expected to be 1-2% 
over the long term as Michigan’s economy improves, particularly within SEMCO’s service region.   


 
Valuation 
Exhibit 2. Peer Group Valuation 


Curr. Units / Shares Market Ind. Dist. / Div. AFFO/Shr AFFO Yield


Symbol Price O/S (mm) Cap (mm) Dist. / Div. Yield 2012E Yield 2010A 2011E 2012E 2013E 2010A 2011E 2012E 2013E


ALA $29.31 89.7 $2,629 $1.38 4.7% $1.39 4.7% $2.17 $2.30 $2.80 $3.50 7.4% 7.8% 9.5% 11.9%


ENF $22.01 39.7 $875 $1.24 5.6% $1.24 5.6% $1.38 $1.59 $1.81 $2.00 6.3% 7.2% 8.2% 9.1%


GEI $21.26 96.0 $2,041 $0.96 4.5% $0.96 4.5% $0.32 $1.33 $1.46 $1.57 1.5% 6.3% 6.9% 7.4%


IPL.UN $19.13 264.2 $5,054 $1.05 5.5% $1.05 5.5% $1.23 $1.44 $1.42 $1.51 6.4% 7.5% 7.4% 7.9%


VNR $16.01 37.4 $599 $1.00 6.2% $1.00 6.2% $2.28 $2.04 $2.18 $2.00 14.3% 12.7% 13.6% 12.5%


VSN $15.47 195.1 $3,018 $1.00 6.5% $1.00 6.5% $1.23 $1.21 $1.34 $1.40 7.9% 7.9% 8.6% 9.0%


5.5% 5.5% 7.3% 8.2% 9.1% 9.6%  
Source: Thomson, Company Reports, TD Securities. 


 
Justification of Target Price 
Our $36.00 target price is predicated on our 2013 financial estimates as follows: 1) 25% EV/EBITDA multiple 
of 12.0x, 2) 25% relative dividend yield of 175%, and 3) 50% free cash flow yield of 9.0%. Our target price 
also incorporates a 2.50% 10-year Government of Canada bond-yield assumption. 
 
Key Risks to Target Price 
1) Higher-than-expected bond yields; 2) acquisitions that do not create shareholder value; 3) operational 
disruptions; 4) commodity price risk; 5) unanticipated changes to environmental laws and regulations; 6) 
surprise industry regulation; 7) WCSB risk; 8) unfavourable regulatory decisions; and 9) escalating 
construction costs. 
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Investment Conclusion 
We view the proposed acquisition favourably as it will further expand AltaGas’ utility asset base and provide 
regulated, long-life cash flows, along with the potential for future growth. Going forward, AltaGas’ 
investments in wind and hydro power, along with growth in its regulated utility business, should increase the 
proportion of its stable cash flows over time. In our view, a premium valuation is warranted for the company's 
renewable power, gas processing, and utility growth outlook. Given the implied returns to our target, we are 
upgrading AltaGas to an ACTION LIST BUY. 
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TD Securities Equity Research Disclosures 
 


Company Ticker   Disclosures 
 
AltaGas Ltd. ALA-T  1, 2, 4, 9 


 
 


1. TD Securities Inc., TD Securities (USA) LLC or an affiliated company has managed or co-managed a public offering of securities within the last 12 
months with respect to the subject company. 


2. TD Securities Inc., TD Securities (USA) LLC or an affiliated company has received compensation for investment banking services within the last 12 
months with respect to the subject company. 


3. TD Securities Inc., TD Securities (USA) LLC or an affiliated company expects to receive compensation for investment banking services within the 
next three months with respect to the subject company. 


4. TD Securities Inc. or TD Securities (USA) LLC has provided investment banking services within the last 12 months with respect to the subject 
company. 


5. A long position in the securities of the subject company is held by the research analyst, by a member of the research analyst’s household, or in an 
account over which the research analyst has discretion or control. 


6. A short position in the securities of the subject company is held by the research analyst, by a member of the research analyst’s household, or in an 
account over which the research analyst has discretion or control. 


7. A long position in the derivative securities of the subject company is held by the research analyst, by a member of the research analyst’s 
household, or in an account over which the research analyst has discretion or control. 


8. A short position in the derivative securities of the subject company is held by the research analyst, by a member of the research analyst’s 
household, or in an account over which the research analyst has discretion or control. 


9. TD Securities Inc. and/or an affiliated company is a market maker, or is associated with the specialist that makes a market, in the securities of the 
subject company. 


10. TD Securities Inc. and/or affiliated companies own 1% or more of the equity securities of the subject company. 
11. A partner, director or officer of TD Securities Inc. or TD Securities (USA) LLC, or a research analyst involved in the preparation of this report has, 


during the preceding 12 months, provided services to the subject company for remuneration. 
12. Subordinate voting shares. 
13. Restricted voting shares. 
14. Non-voting shares. 
15. Variable voting shares. 
16. Limited voting shares. 
 
Additional Important Disclosures 
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Linda Ezergailis


Recommendations 
A LB: Action List Buy;  
SPB: Speculative Buy; 
BUY: Buy; HLD: Hold;  
TND: Tender; RDC: 
Reduce


Notes 
IC: Initiated Coverage
CC: Ceased Coverage 
A C: Analyst Change 
R: Reorganization 


1: 8/8/07; HLD, $26.00 tgt
2: 11/5/08; HLD, $21.00 tgt 
3: 1/8/09; BUY, $20.00 tgt
4: 2/10/09; BUY, $19.00 tgt 
5: 3/3/09; BUY, $18.00 tgt
6: 5/7/09; BUY, $18.00 tgt
7: 7/15/09; BUY, $17.50 tgt 
8: 8/17/09; BUY, $18.00 tgt 
9: 11/5/09; HLD, $18.00 tgt 
10: 5/31/10; BUY, $20.00 tgt


 Distribution of Research Ratings 


 


^ Percentage of subject companies under each rating
category—BUY (covering Action List BUY, BUY and
Spec. BUY ratings), HOLD and REDUCE (covering
TENDER and REDUCE ratings).


* Percentage of subject companies within each of the
three categories (BUY, HOLD and REDUCE) for which
TD Securities Inc. has provided investment banking
services within the last 12 months.


Current as of February 2, 2012
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TD Securities makes its research products available in electronic and/or printed formats and simultaneously distributes them to its institutional clients 
who are entitled to receive them. The Action Notes are distributed by email, and are available in PDFform on First Call, Bloomberg, Reuters, Capital IQ,  
FactSet and TheMarkets.Com.  Research Reports are distributed by email; they are also printed and distributed by courier to our entitled clients. PDFs 
of Reports are available on First Call, Bloomberg and Reuters.  All research is available by password to entitled institutional clients at  
https://www.tdsresearch.com/equities 
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Research Ratings 
ACTION LIST BUY: The stock's total return is expected to exceed a minimum of 15%, on a risk-adjusted basis, over the next 12 months and it is a top 
pick in the Analyst's sector. 
BUY: The stock’s total return is expected to exceed a minimum of 15%, on a risk-adjusted basis, over the next 12 months. 
SPECULATIVE BUY:  The stock's total return is expected to exceed 30% over the next 12 months; however, there is material event risk associated with 
the investment that could result in significant loss. 
HOLD: The stock’s total return is expected to be between 0% and 15%, on a risk-adjusted basis, over the next 12 months. 
TENDER: Investors are advised to tender their shares to a specific offer for the company's securities or to support a proposed combination reflecting our 
view that a superior offer is not forthcoming. 
REDUCE: The stock’s total return is expected to be negative over the next 12 months. 
 
Overall Risk Rating in order of increasing risk: Low (6.8% of coverage universe), Medium (32.2%), High (48.7%), Speculative (12.3%) 
         
Analyst Certification 
Each analyst of TD Securities Inc. whose name appears on page 1 of this research report hereby certifies that (i) the recommendations and opinions 
expressed in the research report accurately reflect the research analyst's personal views about any and all of the securities or issuers discussed herein 
that are within the analyst’s coverage universe and (ii) no part of the research analyst's compensation was, is, or will be, directly or indirectly, related to 
the provision of specific recommendations or views expressed by the research analyst in the research report. 
 
Disclaimer 
This report is produced entirely by TD Securities Inc. Although the information contained in this report has been obtained from sources that TD 
Securities Inc. believes to be reliable, we do not guarantee its accuracy, and as such, the information may be incomplete or condensed. All opinions, 
estimates and other information included in this report constitute our judgment as of the date hereof and are subject to change without notice. TD 
Securities Inc. will furnish upon request publicly available information on which this report is based. TD Securities (USA) LLC has accepted responsibility 
in the United States for the contents of this research. TD Securities Limited has accepted responsibility in Europe for the contents this report. Canadian 
clients wishing to effect transactions in any security discussed should do so through a qualified salesperson of TD Securities Inc. Canadian retail 
investors are served by TD Waterhouse Canada Inc., a subsidiary of The Toronto-Dominion Bank. U.S. clients wishing to effect transactions in any 
security discussed should do so through a qualified salesperson of TD Securities (USA) LLC. European clients wishing to effect transactions in any 
security discussed should do so through a qualified salesperson of TD Securities Limited. Insofar as the information on this report is issued in the U.K. 
and Europe, it has been issued with the prior approval of TD Securities Limited and only to persons falling within Articles 19 and 49 of the Financial 
Services & Markets Act 2000 (Financial Promotion) Order 2001, namely persons sufficiently expert to understand the risks involved. This report has 
been distributed in Hong Kong through The Toronto-Dominion Bank (Hong Kong Branch), which is regulated by the Hong Kong Monetary Authority. TD 
Securities Limited is providing financial services to wholesale clients in Australia in reliance on Class Order CO 03/1099. No recipient may pass on the 
information contained in this report to any other person without the prior written consent of TD Securities Inc. TD Securities Inc., TD Securities (USA) 
LLC and TD Securities Limited are wholly owned subsidiaries of The Toronto-Dominion Bank. TD Securities Limited is authorised and regulated by the 
Financial Services Authority. Copyright 2012 by TD Securities. All rights reserved. 
 
Full disclosures for all companies covered by TD Securities can be viewed at https://www.tdsresearch.com/equities/disclosures  by TD Securities' 
institutional equity clients. 
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Company Profile 
AltaGas Ltd. (ALA-T) is involved in power 
generation and the natural gas value chain, 
including natural gas extraction and 
processing, fractionation, natural gas 
transportation, and natural gas distribution.     
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Please see the final pages of 
this document for important 
disclosure information. 


AltaGas Ltd. 
(ALA-T) C$31.54 
 
A Strong End to 2011; 2012 Expected to be Better 
 
Event 
AltaGas reported Q4/11 AFFO/share (f.d.) of $0.65 (excluding administrative 
capital), which was in line with our $0.64 estimate (excluding administrative 
capital) and Q4/10 AFFO/share (f.d.) of $0.65 (excluding administrative 
capital). 
 
In parallel with this note, we are publishing a report titled, A Compelling 
Balance of Growth, Yield, and Stability, in which we discuss our thesis on 
AltaGas, the company’s future growth outlook, and our financial forecasts out 
to 2015. 
 
Impact 
NEUTRAL. 
We have updated our forecasts to incorporate updated power price and frac 
spread hedging information, maintenance capital to reflect updated 
management guidance, and our revised financing assumptions (Exhibit 1). 
 
Note that we have stopped deducting administrative capital to derive our 
AFFO numbers for AltaGas, as a growing proportion is related to IT systems 
work to allow new projects to be connected to the system, which we believe is 
appropriate to be considered as facilitating growth, not regular maintenance. 
 
Exhibit 1. Estimate Changes 


2010A 2011A 2012E 2013E
EBITDA ($mm) 241            257            364            505            
EBITDA ($mm) (old) 241            263            371            506            
EPS 1.19           0.98           1.12           1.40           
EPS (old) 1.19           1.07           1.27           1.62           
Free Cash Flow per Share (AFFO/Shr) 2.26           2.38           2.80           3.50           
Free Cash Flow per Share (old) 2.17           2.30           2.80           3.50           
DPS 1.74           1.33           1.39           1.46           
DPS (old) 1.74           1.33           1.39           1.46            
Source: TD Securities. 


 


 
Pipelines, Power & Utilities 
 


Recommendation: ACTION LIST BUY     
  Unchanged 


Risk: MEDIUM 


12-Month Target Price: C$36.00     
  Unchanged 


12-Month Total Return: 18.5% 
 


Market Data (C$) 
Current Price $31.54
52-Wk Range $21.25-$32.67
Mkt Cap (f.d.)($mm) $2,813.4
Dividend per Share $1.38
Dividend Yield 4.4%
Avg. Daily Trading Vol. (3mths) 285558 


Financial Data (C$) 
Fiscal Y-E December
Shares O/S (f.d.)(mm) 89.2
Float Shares (mm) 86.6
Net Debt/Tot Cap 49.1%  


Estimates (C$) 
Year 2010A 2011A 2012E 2013E


EBITDA ($mm) 241.0 257.0 364.0 505.0
EBITDA (old)($mm) 241.0 263.0 371.0 506.0
EPS (f.d.) 1.19 0.98 1.12 1.40
DI 1.74 1.33 1.39 1.46
AFFO/Shr 2.26 2.38 2.80 3.50
AFFO/Shr (old) 2.17 2.30 2.80 3.50 


AFFO/Shr Quarterly Estimates (C$) 
Year 2010A 2011A 2012E 2013E


Q1 0.61 0.74 0.76 --
Q2 0.53 0.49 -- --
Q3 0.47 0.48 -- --
Q4 0.65 0.65 -- -- 


Valuations 
Year 2010A 2011A 2012E 2013E


P/E (f.d.) 26.5x 32.2x 28.2x 22.5x
P/DI 18.1x 23.7x 22.7x 21.6x
P/AFFO 14.0x 13.3x 11.3x 9.0x  
Notes: Forecasts are presented under Canadian GAAP. 
 
All figures in C$, unless otherwise specified. 


 
    Linda Ezergailis, P.Eng.     Avery Haw (Associate) 
    416 983 7784     416 983 9259 
    linda.ezergailis@tdsecurities.com     avery.haw@tdsecurities.com 
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Details 
Gas Business operating income of $31.0 million increased from $23.7 million in Q4/10 as a result of higher 
realized frac spreads and extraction fees from increased volumes, and higher fees earned from the 
addition/expansion of gas processing facilities. This was partially offset by the Harmattan scheduled 
turnaround (a $6 million impact), lower contracted levels at the Suffield system, and higher administration 
costs associated with the gas division's growth. 
 
Power Generation operating income of $22.4 million increased by 10% year over year as a result of increased 
run-time of the gas-fired peakers, in addition to higher generation from Bear Mountain wind and the gas 
cogeneration unit at Harmattan. This was partially offset by higher generation, G&A, and transactions costs.  
 
Utility operating income of $4.8 million declined from $9.6 million year over year primarily due to one-time 
transaction costs related to the PNG acquisition (approximately $3.5 million), warmer weather in Alberta and 
Nova Scotia, and higher depletion expense at Ikhil. Partially offsetting the decrease was rate base growth at 
AUI and Heritage Gas, and the $1.3 million contribution from PNG, which closed on December 20, 2011. 
 
Corporate expenses before financing costs of $9.6 were higher than the $6.1 million in Q4/10 due to $1 
million of unrealized losses in Q4/11 compared with $0.7 million of unrealized gains in Q4/10. 
 
Exhibit 2. Segmented Operating Income Analysis ($mm unless stated otherwise) 


Q4/11 Q4/10 $ million %
Gas Business 31.0        23.7       7.3           31%
Power Generation 22.4        20.4       2.0           10%
Natural Gas Distribution 4.8          9.6         (4.8)          -50%
Corporate (9.6)         (6.1)        (3.5)          57%
Operating Income (EBIT) 48.6        47.6       1.0           2%
Unrealized Gains/(Losses) on Risk Management Contracts 7.3          (0.0)        7.3           n.a.
Foreign Exchange Gain (Loss) (0.3)         (0.1)        (0.2)          297%
Interest Expense (13.3)       (12.1)      (1.2)          10%
Income Tax Recovery (Loss) (9.6)         (6.2)        (3.4)          54%
Preferred Share Dividends (2.8)         (2.8)        -           0%
Reported Net Income (to Common Shares) 29.9        26.5       3.4           13%


Cash from Operations Before Changes in Non-Cash Working 
Capital 63.0        57.7       5.3           9%
Preferred Share Dividends (2.8)         (2.8)        -           0%
Maintenance Capital Expenditures (3.1)         (1.1)        (2.0)          182%
Free-Cash-Flow 57.2        53.8       3.3           6%


Free-Cash-Flow per Share (Diluted) $0.65 $0.65 $0.00 0%


YoY Change


 
 
Source: Company Reports, TD Securities. 


 
Outlook 
Management Outlook for 2012: Going forward, the company plans to bring on approximately $1.8 billion of 
new assets, which are expected to add over $200 million in annualized EBITDA. Overall, management expects 
stronger results in 2012 over last year due to: 1) throughput increases in the Gas business from fewer 
turnarounds, the Harmattan Co-stream project and the Gordondale facility project, 2) increased Utility earnings 
with the addition of PNG, rate base growth at Heritage Gas and AUI, and the pending close of SEMCO, and 3) 
lower Corporate costs in 2012, excluding MTM accounting, due to one-time 2011 costs related to the transition 
to U.S. GAAP.  
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Capital Project Update: The $725 million Forrest Kerr project is progressing well, with 2,270 linear meters 
excavated of an estimated 4,879 meters in total, and approximately 86% of project costs locked into fixed price 
contracts as of year-end 2011. Harmattan Co-stream costs are expected to be slightly over the budgeted $130 
million plus contingency as a result of higher engineering costs, rock formations along the pipe route, 
increased equipment and in-plant construction costs. The $236 million Gordondale plant is also experiencing 
some cost pressures on about one-third of the project cost due to a shortage of labour and engineering 
expertise.  
 
Power and Frac Spread Hedges: For full-year 2012, approximately 60% of AltaGas’ expected Alberta power 
sales have been hedged at approximately $70/MWh. In Q1/12, approximately 75% of Alberta volumes are 
hedged at $80/MWh, and for Q2 – Q4, 2012, approximately 56% of Alberta volumes are hedged at $65/MWh. 
For 2013, approximately one-third of its Alberta power volumes have been hedged at $70/MWh. As for 
AltaGas’ extraction volumes exposed to NGL frac spreads, approximately 75% are hedged at an average price 
of $35/bbl for 2012, and approximately one-third are hedged at approximately $35/bbl for 2013. 
 
Q1/12 Preview: We are estimating Q1/12 AFFO/share of $0.76, an increase of $0.02 over Q1/11 results 
largely due to the incremental contribution from the PNG acquisition, along with increased realized Alberta 
power prices and frac spreads. This could be partially offset by higher financing costs along with an increased 
number of shares outstanding. 
  


Exhibit 3. Recent and Forward Alberta Power Prices 


Alberta Average Power Prices (C$/MWh)
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2008  $76.93  $107.52  $80.21  $95.14  $89.94 


2009  $63.35  $32.30  $49.49  $46.28  $47.81 


2010  $40.78  $81.15  $35.77  $45.95  $50.89 


2011  $82.03  $51.90  $94.69  $76.05  $76.20 


2012E  $67.39  $69.35 


Q1 Q2 Q3 Q4 Year


Recent Price  $44.13 


Alberta Power Prices (C$/MWh)


$0.00
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$100.00


$120.00


On-Peak  $85.28  $56.18  $75.10  $64.16  $86.63  $106.32  $86.58  $116.86  $61.19  $65.55  $110.09  $94.79  $93.58 


Average  $71.55  $43.84  $62.98  $54.64  $70.39  $80.42  $66.96  $89.94  $47.81  $50.89  $76.20  $69.35  $69.50 


2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012E 2013E


 
Source: Bloomberg, NGX, TD Securities. 


 
Valuation 
Exhibit 4. Peer Group Valuation 
 


Curr. Units / Shares Market Ind. Dist. / Div. AFFO/Shr AFFO Yield


Symbol Price O/S (mm) Cap (mm) Dist. / Div. Yield 2012E Yield 2010A 2011A 2012E 2013E 2010A 2011A 2012E 2013E


ALA $31.54 89.2 $2,813 $1.38 4.4% $1.39 4.4% $2.26 $2.38 $2.80 $3.50 7.2% 7.5% 8.9% 11.1%


ENF $22.29 39.7 $886 $1.24 5.5% $1.24 5.6% $1.38 $1.59 $1.81 $2.00 6.2% 7.1% 8.1% 9.0%


IPL.UN $19.41 264.2 $5,128 $1.05 5.4% $1.05 5.4% $1.23 $1.44 $1.42 $1.51 6.4% 7.4% 7.3% 7.8%


KEY $43.08 75.7 $3,261 $2.04 4.7% $2.05 4.8% $2.98 $2.83 $2.56 $3.24 6.9% 6.6% 5.9% 7.5%


VNR $15.82 37.4 $592 $1.00 6.3% $1.00 6.3% $2.28 $2.04 $2.18 $2.00 14.4% 12.9% 13.8% 12.7%


VSN $14.91 198.0 $2,952 $1.00 6.7% $1.00 6.7% $1.23 $1.18 $1.28 $1.34 8.2% 7.9% 8.6% 9.0%


5.5% 5.4% 8.2% 8.2% 8.8% 9.5%  
 
Source: Thomson, Company Reports, TD Securities. 
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Justification of Target Price 
Our $36.00 target price is predicated on our 2013 financial estimates as follows: 1) 25% EV/EBITDA multiple 
of 12.0x, 2) 25% relative dividend yield of 175%, and 3) 50% free cash flow yield of 9.0%. Our target price 
also incorporates a 2.50% 10-year Government of Canada bond-yield assumption. 
 
Key Risks to Target Price 
1) Higher-than-expected bond yields; 2) acquisitions that do not create shareholder value; 3) operational 
disruptions; 4) commodity price risk; 5) unanticipated changes to environmental laws and regulations; 6) 
surprise industry regulation; 7) WCSB risk; 8) unfavourable regulatory decisions; 9) escalating construction 
costs; 10) execution of large construction projects; and 11) completion of pending acquisitions. 
 
Investment Conclusion 
AltaGas ended 2011 with solid results and we expect 2012 to be an even better year. Going forward, AltaGas’ 
investments in wind and hydro power, along with growth in its regulated utility business, should increase the 
proportion of its stable cash flows over time. In our view, a premium valuation is warranted for the company's 
renewable power, gas processing, and utility growth outlook. Given the implied returns to our target, we 
reiterate our ACTION LIST BUY rating. 
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TD Securities Equity Research Disclosures 
 


Company Ticker   Disclosures 
 
AltaGas Ltd. ALA-T  1, 2, 4, 9 


 
 


1. TD Securities Inc., TD Securities (USA) LLC or an affiliated company has managed or co-managed a public offering of securities within the last 12 
months with respect to the subject company. 


2. TD Securities Inc., TD Securities (USA) LLC or an affiliated company has received compensation for investment banking services within the last 12 
months with respect to the subject company. 


3. TD Securities Inc., TD Securities (USA) LLC or an affiliated company expects to receive compensation for investment banking services within the 
next three months with respect to the subject company. 


4. TD Securities Inc. or TD Securities (USA) LLC has provided investment banking services within the last 12 months with respect to the subject 
company. 


5. A long position in the securities of the subject company is held by the research analyst, by a member of the research analyst’s household, or in an 
account over which the research analyst has discretion or control. 


6. A short position in the securities of the subject company is held by the research analyst, by a member of the research analyst’s household, or in an 
account over which the research analyst has discretion or control. 


7. A long position in the derivative securities of the subject company is held by the research analyst, by a member of the research analyst’s 
household, or in an account over which the research analyst has discretion or control. 


8. A short position in the derivative securities of the subject company is held by the research analyst, by a member of the research analyst’s 
household, or in an account over which the research analyst has discretion or control. 


9. TD Securities Inc. and/or an affiliated company is a market maker, or is associated with the specialist that makes a market, in the securities of the 
subject company. 


10. TD Securities Inc. and/or affiliated companies own 1% or more of the equity securities of the subject company. 
11. A partner, director or officer of TD Securities Inc. or TD Securities (USA) LLC, or a research analyst involved in the preparation of this report has, 


during the preceding 12 months, provided services to the subject company for remuneration. 
12. Subordinate voting shares. 
13. Restricted voting shares. 
14. Non-voting shares. 
15. Variable voting shares. 
16. Limited voting shares. 
 
Additional Important Disclosures 
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Linda Ezergailis


Recommendations 
A LB: Action List Buy;  
SPB: Speculative Buy; 
BUY: Buy; HLD: Hold;  
TND: Tender; RDC: 
Reduce


Notes 
IC: Initiated Coverage
CC: Ceased Coverage 
A C: Analyst Change 
R: Reorganization 


1: 8/8/07; HLD, $26.00 tgt
2: 11/5/08; HLD, $21.00 tgt 
3: 1/8/09; BUY, $20.00 tgt
4: 2/10/09; BUY, $19.00 tgt 
5: 3/3/09; BUY, $18.00 tgt
6: 5/7/09; BUY, $18.00 tgt
7: 7/15/09; BUY, $17.50 tgt 
8: 8/17/09; BUY, $18.00 tgt 
9: 11/5/09; HLD, $18.00 tgt 
10: 5/31/10; BUY, $20.00 tgt


 Distribution of Research Ratings 


 


^ Percentage of subject companies under each rating
category—BUY (covering Action List BUY, BUY and
Spec. BUY ratings), HOLD and REDUCE (covering
TENDER and REDUCE ratings).


* Percentage of subject companies within each of the
three categories (BUY, HOLD and REDUCE) for which
TD Securities Inc. has provided investment banking
services within the last 12 months.


Current as of March 2, 2012


 Investment Banking Services Provided*


32%


65%


2%


0%


10%


20%


30%


40%


50%


60%


70%


80%


BUY HOLD REDUCE


Distribution of Research Ratings^


HOLD
39%


REDUCE
2% BUY


59%


 


 
Research Dissemination Policy 
TD Securities makes its research products available in electronic and/or printed formats and simultaneously distributes them to its institutional clients 
who are entitled to receive them. The Action Notes are distributed by email, and are available in PDFform on First Call, Bloomberg, Reuters, Capital IQ,  
FactSet and TheMarkets.Com.  Research Reports are distributed by email; they are also printed and distributed by courier to our entitled clients. PDFs 
of Reports are available on First Call, Bloomberg and Reuters.  All research is available by password to entitled institutional clients at  
https://www.tdsresearch.com/equities 


 



https://www.tdsresearch.com/equities





 
Action Notes March 9, 2012 


Equity Research 
6 of 6 


 


 


Research Ratings 
ACTION LIST BUY: The stock's total return is expected to exceed a minimum of 15%, on a risk-adjusted basis, over the next 12 months and it is a top 
pick in the Analyst's sector. 
BUY: The stock’s total return is expected to exceed a minimum of 15%, on a risk-adjusted basis, over the next 12 months. 
SPECULATIVE BUY:  The stock's total return is expected to exceed 30% over the next 12 months; however, there is material event risk associated with 
the investment that could result in significant loss. 
HOLD: The stock’s total return is expected to be between 0% and 15%, on a risk-adjusted basis, over the next 12 months. 
TENDER: Investors are advised to tender their shares to a specific offer for the company's securities or to support a proposed combination reflecting our 
view that a superior offer is not forthcoming. 
REDUCE: The stock’s total return is expected to be negative over the next 12 months. 
 
Overall Risk Rating in order of increasing risk: Low (6.8% of coverage universe), Medium (31.8%), High (49.0%), Speculative (12.4%)  
              
Analyst Certification 
Each analyst of TD Securities Inc. whose name appears on page 1 of this research report hereby certifies that (i) the recommendations and opinions 
expressed in the research report accurately reflect the research analyst's personal views about any and all of the securities or issuers discussed herein 
that are within the analyst’s coverage universe and (ii) no part of the research analyst's compensation was, is, or will be, directly or indirectly, related to 
the provision of specific recommendations or views expressed by the research analyst in the research report. 
 
Disclaimer 
This report is produced entirely by TD Securities Inc. Although the information contained in this report has been obtained from sources that TD 
Securities Inc. believes to be reliable, we do not guarantee its accuracy, and as such, the information may be incomplete or condensed. All opinions, 
estimates and other information included in this report constitute our judgment as of the date hereof and are subject to change without notice. TD 
Securities Inc. will furnish upon request publicly available information on which this report is based. TD Securities (USA) LLC has accepted responsibility 
in the United States for the contents of this research. TD Securities Limited has accepted responsibility in Europe for the contents this report. Canadian 
clients wishing to effect transactions in any security discussed should do so through a qualified salesperson of TD Securities Inc. Canadian retail 
investors are served by TD Waterhouse Canada Inc., a subsidiary of The Toronto-Dominion Bank. U.S. clients wishing to effect transactions in any 
security discussed should do so through a qualified salesperson of TD Securities (USA) LLC. European clients wishing to effect transactions in any 
security discussed should do so through a qualified salesperson of TD Securities Limited. Insofar as the information on this report is issued in the U.K. 
and Europe, it has been issued with the prior approval of TD Securities Limited and only to persons falling within Articles 19 and 49 of the Financial 
Services & Markets Act 2000 (Financial Promotion) Order 2001, namely persons sufficiently expert to understand the risks involved. This report has 
been distributed in Hong Kong through The Toronto-Dominion Bank (Hong Kong Branch), which is regulated by the Hong Kong Monetary Authority. TD 
Securities Limited is providing financial services to wholesale clients in Australia in reliance on Class Order CO 03/1099. No recipient may pass on the 
information contained in this report to any other person without the prior written consent of TD Securities Inc. TD Securities Inc., TD Securities (USA) 
LLC and TD Securities Limited are wholly owned subsidiaries of The Toronto-Dominion Bank. TD Securities Limited is authorised and regulated by the 
Financial Services Authority. Copyright 2012 by TD Securities. All rights reserved. 
 
Full disclosures for all companies covered by TD Securities can be viewed at https://www.tdsresearch.com/equities/disclosures  by TD Securities' 
institutional equity clients. 
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AltaGas Ltd. 
(ALA-T) C$31.54 
 
A Compelling Balance of Growth, Yield, and Stability
 
Diversifying the Asset Base: AltaGas has positioned itself as a leading 
energy infrastructure company, we believe. Over time, it has diversified its 
presence throughout the natural gas value chain by branching into new 
operating segments. It has repositioned its power business to focus on the 
development of renewable energy sources through its Forrest Kerr, 
McLymont Creek, and Volcano Creek projects. In our view, that 
diversification trend continues today as AltaGas builds out its utility 
division through the recent acquisition of Pacific Northern Gas Ltd. 
(PNG), and the pending acquisition of SEMCO Holding Corp. (SEMCO). 
We expect both of these platforms position the company well for 
accelerated growth and de-risking cash flows. 
 
Unparalleled Growth Over the Next Several Years: In this report, we 
discuss AltaGas’ outlook over the next several years and how the company 
is expected to transition as it grows its utility business and places some of 
its large growth projects into service. In particular, we focus on how the 
company’s acquisition and development strategy is expected to drive 
current and future growth, while lowering its overall risk profile. We also 
present our financial forecasts to 2015. 
 
Our Top Pick: Going forward, AltaGas’ investments in wind and hydro 
power, along with growth in its regulated utility business, should increase 
the proportion of its stable cash flows over time. In our view, a premium 
valuation is warranted for the company's renewable power, gas processing, 
and utility growth outlook. We reiterate our ACTION LIST BUY. 


Recommendation: ACTION LIST BUY     
       Unchanged 


Risk: MEDIUM  


12-Month Target Price: C$36.00     
       Unchanged 


12-Month Total Return: 18.5% 
 


Market Data (C$) 
Current Price $31.54
52-Wk Range $21.25-$32.67
Mkt Cap (f.d.)($mm) $2,813.4
Dividend per Share $1.38
Dividend Yield 4.4%
Avg. Daily Trading Vol. (3mths) 255932 


Financial Data (C$) 
Fiscal Y-E December
Shares O/S (f.d.)(mm) 89.2
Float Shares (mm) 86.6
Net Debt/Tot Cap 49.1%  


Estimates (C$) 
Year 2010A 2011A 2012E 2013E


EBITDA ($mm) 241.0 257.0 364.0 505.0
EPS (f.d.) 1.19 0.98 1.12 1.40
DI 1.74 1.33 1.39 1.46
AFFO/Shr 2.26 2.38 2.80 3.50 


AFFO/Shr Quarterly Estimates (C$) 
Year 2010A 2011A 2012E 2013E


Q1 0.61 0.74 0.76 --
Q2 0.53 0.49 -- --
Q3 0.47 0.48 -- --
Q4 0.65 0.65 -- -- 


Valuations 
Year 2010A 2011A 2012E 2013E


P/E (f.d.) 26.5x 32.2x 28.2x 22.5x
P/DI 18.1x 23.7x 22.7x 21.6x
P/AFFO 14.0x 13.3x 11.3x 9.0x  
Notes: Forecasts are presented under Canadian GAAP. 
 


All figures in C$, unless otherwise specified. 


 


Company Profile 
 


AltaGas Ltd. (ALA-T) is involved in 
power generation and the natural gas 
value chain, including natural gas 
extraction and processing, fractionation, 
natural gas transportation, and natural 
gas distribution.     
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Unparalleled Growth Over the Next Several Years 
 
EBITDA to Double in 2013, Ahead of Schedule: AltaGas recently had a 
long-term goal of doubling its EBITDA by 2015 through the development 
of its large pipeline of organic growth prospects over the next several 
years. This pipeline consists of approximately $1.8 billion of projects that 
have been secured and are currently under construction or near 
construction. AltaGas’ recent announcement to purchase SEMCO could 
further accelerate the company’s growth and add $130 million of annual 
EBITDA. By layering on this incremental contribution to AltaGas’ 
organic growth, we could see EBITDA double in 2013 and grow by 160% 
in 2015 when compared with 2010 EBITDA of $240 million (Exhibit 1). 
  
Further Development Upside Potential: AltaGas also has over 1,600 
MW of potential wind and hydro projects in early development, which 
could contribute meaningfully to cash flows once developed. In addition, 
Management is of the view that given the current state of North American 
energy infrastructure, there are opportunities for the company to help 
replace aging power and pipeline infrastructure assets along with 
capitalizing on any potential LNG infrastructure development on the 
western coast of British Columbia (B.C.) and Alaska. Any other 
acquisitions or project announcements could lead to incremental growth. 


 
Exhibit 1. AltaGas: Incremental EBITDA from Large Secured Projects and Acquisitions (2012E - 2016E) 
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Notes:  
1) EBITDA includes incremental contribution from AltaGas’ large secured projects and acquisitions. 
2) Gas projects include: Harmattan Co-stream, Blair Creek Debottlenecking, and Gordondale gas. 
3) Power projects include: Harmattan Cogen II, Gordondale Peaker, Crowsnest, DEI Biomass, Busch wind, Forrest Kerr, McLymont and Volcano Creek. 
4) Utility projects include: SEMCO acquisition, PNG, organic rate base growth. 


 
Source: Company Reports, TD Securities. 
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Acquisitions and Development Pipeline Represent Growth at 
Attractive Multiples: AltaGas’ recent PNG utility acquisition was done 
at a reasonable valuation, in our view, and the pending SEMCO 
transaction represents an EV/EBITDA multiple of 8.7x (Exhibit 2). More 
impressive is AltaGas’ current development pipeline, which on average 
represents an implied EV/EBITDA multiple of 7.8x. In our view, these 
implied asset multiples compare favourably with comparable energy 
infrastructure companies under our coverage universe (see Appendix II - 
Comparables). Also noteworthy is the fact that the bulk of the 
development capital is tied to 60-year, inflation indexed Electricity 
Purchase Agreements (EPAs) for the company’s hydro generation 
projects, and long-term cost-of-service/fee-for-service agreements for its 
gas processing projects. We believe that this combination of low implied 
multiples, and the long-term duration and stability of the commercial 
agreements make these projects especially attractive.  
 


Exhibit 2. AltaGas: Large Development Projects/Acquisitions and Implied EV/EBITDA Multiples 


Project/Acquisition Primary Type
Est. Total 
Cost ($mm)


Est. Annual EBITDA 
Contribution ($mm) EV/EBITDA


Date of 
Announcement


Acquisitions
SEMCO Acquisition (Pending) Natural Gas Distribution 1135 130 8.7x 01-Feb-12
PNG Acquisition Natural Gas Distribution 230 24 9.7x 31-Oct-11


Weighted Average EV/EBITDA (Acquisitions) 8.9x


Development Projects
Forrest Kerr Hydro Generation 725 100 7.3x 31-May-10
McLymont and Volcano Creek Hydro Generation 300 30 10.0x 02-Nov-11
Gordondale Natural Gas Processing 236 33 7.3x 04-Nov-10
Harmattan Co-Stream Natural Gas Processing 147 23 6.5x 09-Dec-10


Weighted Average EV/EBITDA (Development) 7.8x


Weighted Average EV/EBITDA (Acquisitions + Development) 8.3x


 
Notes:  
1) PNG annual EBITDA contribution is based off Bloomberg consensus estimates (2012E). 
2) Gordondale and Harmattan Co-stream EBITDA estimates are the average of the company's forecasts; estimated project capital costs are the company’s  


latest official estimates, although the projects are experiencing some modest inflationary pressures. 
3) Average EV/EBITDA multiples are weighted by total cost. 
4) SEMCO Acquisition is in USD. 
 
Source: Company Reports, TD Securities. 
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Lowering the Risk Profile 
 
De-Risking While Growing Cash Flows: By growing its regulated utility 
business and structuring its new commercial agreements such that they are 
largely long-term, cost-of-service or fee-for-service, in our view, AltaGas 
is de-risking its business model. Incremental cash flow from its renewable 
power projects, the Harmattan Co-stream and Gordondale projects, along 
with the utility business are increasing the amount of regulated and long-
term contracted cash flows, and shifting the company’s cash flow mix 
away from direct commodity exposure. Almost all of the company’s 
EBITDA growth over the next several years is either long-term contracted 
or regulated in nature. When taken together with the pending SEMCO 
acquisition, the company’s consolidated EBITDA profile would become 
approximately two-thirds regulated or long-term contracted in 2013, up 
from 39% in 2010 (Exhibit 3). Previously, AltaGas had targeted achieving 
this percentage of regulated and contracted EBITDA in 2015, and the 
SEMCO transaction could accelerate achieving this by two years.  
 


Exhibit 3. AltaGas: Expected EBITDA Mix by Contract Type (2010 - 2015E) 


2010 2013E 2015E


Unhedged commodity


Hedged commodity
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Notes:  
1) EBITDA excludes corporate and G&A charges. 
2) 2013E and 2015E include the SEMCO acquisition. 


 
Source: Company Reports, TD Securities. 
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Long-Term Business Mix Will Result in Further Diversification: From 
2009 to 2011, AltaGas’ business mix has historically been weighted 
toward its Gas segment. Over the last several years, the company has 
taken steps to further diversify its portfolio through the addition of power 
and utility assets. Looking out over the next several years, the company 
will be continuing this trend. In 2011, AltaGas’ Gas business contributed 
just over half of the company’s EBITDA, followed by the Power business 
at 34% and the Utility segment at 13%. With the recent acquisition of 
PNG and the proposed SEMCO transaction, this would bolster AltaGas’ 
utility contribution significantly. By our calculations, when including the 
SEMCO acquisition, the company’s utility EBITDA will make up roughly 
38% of total EBITDA in 2013, in line with the company’s proforma 
guidance of 40%. Moving forward, once the company completes its 
Northwest B.C. hydro projects in 2014 and 2015, Management expects to 
have approximately one-third cash flow contribution from each of its 
business segments. Our financial model is forecasting this to occur in 
2016 (Exhibit 4). 
 


Exhibit 4. AltaGas: Business Mix by EBITDA (2011 - 2016E) 


2011 Business Mix


Power, 34%


Gas, 53%


Utility, 13%


2013E Business Mix


Power, 19%


Utility, 38%


Gas, 43%


2016E Business Mix


Gas, 34%


Utility, 32%


Power, 34%


 
Notes:  
1) EBITDA excludes corporate and G&A charges. 
2) 2013E and 2016E include the SEMCO acquisition. 
 
Source: Company Reports, TD Securities. 
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Utility Segment: A Near-Term Focus With 
Significant LNG Optionality 
 
Back in October 2009, AltaGas completed the successful reintegration of 
AltaGas Utility Group Inc. by purchasing the remaining interest of the 
entity. In our view, both of AltaGas’ recent utility transactions would 
continue this positive acquisition trend, as they would represent good 
strategic fit with the company. The SEMCO acquisition would expand 
AltaGas’ utility presence in the U.S., while PNG has existing 
infrastructure in B.C.  
 
Acquisitions Add Scale and are Immediately Accretive: Both the 
SEMCO transaction and PNG build on AltaGas’ existing regulated rate 
base. SEMCO would significantly increase AltaGas’ rate base by US$725 
million, while the PNG acquisition added approximately $175 million to 
rate base (Exhibit 5). Furthermore, unlike some of AltaGas’ other long-
lead-time projects, the SEMCO acquisition would also be immediately 
accretive to earnings and cash flow by over 10%.  
 
Existing Rate Base Also has Growth Opportunities: AltaGas also 
expects to grow its current utility rate base (excluding SEMCO) of 
approximately $500 million by spending approximately $270 million of 
capital over the next five years. This organic rate base growth is expected 
to come largely from 1) the expansion of PNG in B.C. to capitalize on 
both increased natural gas exploration and production in the Montney and 
the Horn River, and growing industrial activity in northern B.C., 2) 
expanding the Heritage Gas System in Nova Scotia, and 3) AltaGas Utility 
System’s betterment program in Alberta.  
 
Exhibit 5. AltaGas: Rate Base Growth (2010 - 2013E) 
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Notes:  
1) Includes rate base from the SEMCO acquisition. 
2) Assumes USD/CAD at parity. 
 
Source: Company Reports, TD Securities. 
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SEMCO Would Provide Regulated Cash Flows: Approximately 99% of 
SEMCO revenues are derived from regulated natural gas distribution and 
storage utilities, and have no direct natural gas cost exposure due to 
customer pass-through mechanisms. The company expects that with 
SEMCO contributing in 2013, two-thirds of AltaGas’ consolidated 
annualized EBITDA would be derived from regulated or long-term 
contracted assets, up from 39% in 2010. 
 
SEMCO Transaction Details: 
• Reasonable Price: The US$1.1 billion purchase price implies an 


EV/EBITDA multiple of 8.7 times, based off the company’s 2013 
EBITDA estimate of US$130 million, and includes approximately 
US$355 million of debt (net to AltaGas), which AltaGas will assume 
on the close of the transaction. 


• Accretive Returns: The transaction is expected to be accretive to 
both EPS and AFFO/share by more the 10%, and add approximately 
US$130 million of incremental EBITDA during its first full year of 
ownership in 2013.  


• Financing: The acquisition is expected to be financed with the net 
proceeds from a $403 million subscription receipt offering 
(subscription receipts will be exchanged with common shares upon 
closing of the transaction), the use of AltaGas’ existing and new credit 
facilities, and potential future debt and preferred share financings. 


• Timing and Conditions: The acquisition is subject to the receipt of 
regulatory approvals from the Michigan Public Service Commission 
(MPSC), the Regulatory Commission of Alaska (RCA), and other 
customary approvals and outstanding conditions precedent to closing 
the acquisition. The transaction is expected to close in Q3/12.  
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Overview of SEMCO Michigan: 
• Description: SEMCO’s Michigan natural gas distribution utility 


serves 286,000 customers through 150 miles of gas transmission 
pipelines and 5,866 miles of gas distribution mains in Southern 
Michigan and Michigan’s Upper Peninsula. SEMCO Michigan also 
owns five regulated natural gas storage facilities with 4.9 Bcf of 
capacity and has a 50% interest in a 12.8 Bcf non-regulated natural 
gas storage facility.  


• Rate Base and ROEs: Approximately US$425 million of rate base 
for the utility, with an approved regulated ROE of 10.35%, on 
prescribed equity of 50%. We note that the Michigan utility has 
historically earned less than its allowed ROE due to lower volumetric 
consumption, but management expects that it will earn its return going 
forward due to a change in billing determination. 


• Rate Base Growth Potential: The Michigan utility has a 2% CAGR 
over the past 10 years in net plant growth, and rate base is expected to 
grow at a similar rate in the short term. Customer growth is expected 
to be 1-2% over the long term as Michigan’s economy improves, 
particularly within SEMCO’s service region.   


 
Overview of SEMCO Alaska: 
• Description: SEMCO’s Alaska natural gas distribution utility, 


ENSTAR, serves 132,000 customers and is the largest natural gas 
distributor in Alaska. It consists of 414 miles of gas transmission 
pipelines and 2,800 miles of gas distribution mains in Anchorage and 
the Cook Inlet area. SEMCO also owns 65% of CINGSA, an 11 Bcf 
regulated natural gas storage utility, which is currently under 
construction and expected to be in service in Q2/12. 


• Rate Base and ROEs: Approximately US$200 million of rate base at 
ENSTAR, with an approved regulated ROE of 12.55%, on a 
prescribed equity of 51.4%. CINGSA’s rate base (net to SEMCO) is 
approximately US$100 million, and has an approved ROE of 12.55%, 
on 50% equity. 


• Rate Base Growth Potential: ENSTAR has a 2.5% CAGR over the 
past 10 years in customer and net plant growth, which is expected to 
continue as natural resource activity in Alaska continues, and system 
enhancements and expansions are implemented. In addition, 
CINGSA’s initial natural gas storage capacity of 11 Bcf has the 
potential to be expanded to 18 Bcf. 
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Exhibit 6. AltaGas: SEMCO Michigan and Alaska Service Regions 


 


 
 
Source: Company Reports. 


 
Utility Acquisitions Could Provide a Toehold for LNG Infrastructure 
Development: PNG owns and operates natural gas transmission and 
distribution systems in B.C. (Exhibit 7). The western transmission line 
extends from north of Prince George (from the Spectra Energy gas 
transmission system) to tidewater at Kitimat and Prince Rupert, and 
provides service to 12 communities and some industrial facilities. PNG 
also provides gas distribution service in the Dawson Creek, Fort St. John, 
and Tumbler Ridge areas. We believe that PNG's pipeline system is well-
positioned to capitalize on any growth of an LNG export industry in 
western Canada (Exhibit 8). SEMCO Alaska assets could also provide a 
strategic foothold for potential LNG infrastructure development in the 
northern U.S. region. 
 
Free Option on LNG Export Potential: We believe that AltaGas’ stock 
price is not reflecting the potential for LNG infrastructure development in 
North America, and that investors are, in effect, receiving a free option for 
any potential LNG export development in B.C. and Alaska by owning the 
stock. 
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Exhibit 7. AltaGas: Strategically Located Assets to Capitalize on LNG Exports 


 
Source: Company Reports. 


 
Exhibit 8. Approximately $35 Billion of Potential LNG Related Infrastructure Investment Required in BC 


 


 
 
Source: Company Reports, Ziff Energy Group; North American LNG Exports, 2011. 
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Exhibit 9. LNG Exports Offer Arbitrage Opportunities 


 
 
Source: Company Reports, Ziff Energy Group; North American LNG Exports, 2011. 
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Power Segment: Long-Term Renewable Contracts a 
Source of Growth and Stability 
 
Forrest Kerr is a Key Driver: Forrest Kerr is the largest single 
construction project undertaken in AltaGas’ history. Through this project 
– along with additional hydro, wind, and natural gas-fired projects – the 
company is committed to expanding its power business to a total of 1,000 
MW in 2016 (Exhibit 10). We believe that this goal is achievable, as, once 
in service, Forrest Kerr will add 195 MW of generating capacity to the 
portfolio. The company is also developing the McLymont and Volcano 
Creek projects (82 MW in total), which received EPAs in late 2011. 
Additional power projects in the company’s pipeline are expected to add 
incremental scale to the business as they are developed.  
 


Exhibit 10. AltaGas: Targeting 1,000 MW of Generating Capacity 
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Source: Company Reports, TD Securities. 


 
Significant Growth Contribution: Once in service, Forrest Kerr could 
contribute just over $100 million of EBITDA on an annual basis (Exhibit 
11). Our assumptions include energy payments in the $120–130/MWh 
range and a capacity factor of 55%, in addition to relatively low operating 
costs, as Forrest Kerr is a run-of-river project.  
 
Exhibit 11. Forrest Kerr: Income Statement Model ($mm) 


Generation (GWh) 940          
Total Revenue 113          
Total Costs 8              


EBITDA 104          
Depreciation and Amortization 12            
Interest Expense 21            


EBT 72            
Taxes 18            


Net Income 54             
 
Source: Company Reports, TD Securities. 
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Renewable Energy Sources Diversify the Power Base: While the 
Forrest Kerr project adds scale to the power business, the project will also 
help diversify the company’s generation mix and provide it with a large 
source of renewable hydroelectric generation (Exhibit 12). AltaGas hopes 
to increase its hydroelectric generation to 36% of its power portfolio in 
2016, with the bulk of the increase coming from the Forrest Kerr project, 
the McLymont Creek project (66 MW), and the Volcano Creek project (16 
MW). 
  


Exhibit 12. AltaGas: Current and Future Potential Generating Capacity Mix 
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Source: Company Reports, TD Securities. 


 
Reducing Merchant Power Exposure with Long-Term EPAs: We view 
the Forrest Kerr, the McLymont Creek, and the Volcano Creek EPAs as 
sources of long-term, stable cash flows backed by a very strong 
counterparty. These projects should reduce the company’s overall risk 
profile, and lessen the percentage of cash flows that are exposed to 
merchant power prices (Exhibit 13).  
 


Exhibit 13. AltaGas: Current and Future Potential Merchant and Contracted Generating Capacity 
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Source: Company Reports, TD Securities. 
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Project Execution is Key: Construction of the Forrest Kerr project is 
progressing well, it appears, with 2,270 linear meters excavated of an 
estimated 4,879 meters in total. Five of seven tunnels have been 
completed and excavation of the power tunnel and power house has 
begun. Excavation has progressed as expected due to a stable and 
consistent rock formation. Approximately 86% of project costs have been 
locked into fixed price contracts as of year-end 2011. 
 
Growing Portfolio of Power Projects: In addition to the Northern BC 
hydro projects, AltaGas is also committed to expanding its generation 
portfolio through the addition of several other hydro, wind, and natural 
gas-fired assets. Through PNG, AltaGas has acquired an additional 45 
MW of developmental hydro projects that have received EPAs in B.C. 
These development projects are complementary to the three Northern B.C. 
hydro projects mentioned above and could have potential construction and 
operational synergies in the future. Management is also realizing cross-
segment synergies by developing gas-fired cogeneration facilities at its 
Harmattan and Gordondale gas processing facilities, which will provide 
both steam to the processing facility in addition to power to the grid. 
Future potential investments in wind and hydro power could further 
increase cash flows from the power business. We note that of the 
company’s 1,600 MW of potential wind and hydro developments, over 
300 MW are in advanced stages. 
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Gas Segment: Well-Positioned to Capture Liquids-
Rich Gas 
 
Throughput to Remain Relatively Steady: Despite the current depressed 
natural gas price environment, throughput at the company’s processing 
facilities and pipelines should remain steady as demand for liquids-rich 
gas, drilling and producer activity continues to grow and be connected.  
 
Leverage to Liquids-Rich Drilling: In our view, AltaGas’ gas assets are 
well-positioned to take advantage of developments in a number of liquids-
rich gas plays in Alberta and B.C. The company also has assets 
strategically located in regions to process solution gas from oil 
developments, like the Cardium, and is undergoing various gas plant 
expansions to capture these opportunities. Finally, the company has 
opportunities to service a number of SAGD players in oil sands 
developments through pipeline capacity that supplies fuel gas to these 
customers. 
 
Harmattan Co-stream and Gordondale Projects Add Near-Term 
Growth:  
 
• Harmattan Co-Stream: The $147+ million Harmattan Co-stream 


project will allow AltaGas to utilize 250 mmcf/d of capacity at its 
Harmattan facility to recover ethane and other NGLs from natural gas 
sourced from the NGTL Western System. The annual EBITDA 
contribution is expected to be in the range of $20 million-$25 million. 
AltaGas has entered into a definitive agreement with NOVA 
Chemicals Corp. for the delivery of all ethane and propane plus to 
NOVA on a cost-of-service basis. The Alberta Energy Resources 
Conservation Board (ERCB) has approved the project and it is 
expected to commence operations in Q2/12. 


• Gordondale: AltaGas will construct a $236 million sour natural gas 
processing plant in the Gordondale area of the Montney, the 
associated gathering system, and deep cut facilities to extract NGLs. 
The 120 mmcf/d plant is supported by a long-term gathering and 
processing agreement with Encana Corporation to supply gas to the 
facility. The annual EBITDA contribution is expected to be in the 
range of $30 million-$35 million and the project is expected to enter 
service in late 2012. 
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NGL Outlook Remains Favourable: We believe that NGL pricing will 
benefit from both strong oil prices, which NGLs are typically priced off 
of, as well as increasing North American product demand. Demand for 
butane and condensate in western Canada is expected to materially 
increase due to their use as heavy oil diluents and SAGD solvents. 
Propane demand should also benefit from a strong petrochemical demand 
as well as increased Central and South America exports, although the 
recent mild winter weather has been a near-term dampener. While we 
expect NGL prices to remain robust, we expect frac spreads to compress a 
bit relative to 2011, which we view as an extremely strong year, as our oil 
and gas equities research colleagues at TD forecast higher natural gas 
prices beginning in 2013 (Exhibit 14). 
 
Exhibit 14. NGL and Frac Spread Outlook 


 
2011A 2012E 2013E 2014E 2015E


WTI Oil (US$/bbl) 95.01      93.00      90.00      90.00      90.00      
Nymex Gas (US$/mmBtu) 3.98        3.75        4.25        4.25        5.25        
Implied Oil to Gas Ratio 23.9        24.8        21.2        21.2        17.1         
 
Source: TD Securities. 


 
Opportunities Could Arise Even in a Low Gas Price Environment: 
While any prolonged low natural gas price environment could affect 
production volumes in the short term, in our view, it heightens the urgency 
to build LNG export infrastructure off the west coast. We believe that 
pipeline and midstream companies such as AltaGas are well-positioned to 
play a significant role in LNG export projects, and will structure any 
participation in keeping with their relatively low risk profile. Lower 
natural gas prices are also a positive for frac spreads, assuming NGL 
pricing remains relatively constant. 
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Financial Outlook 
 
Strong Free-Cash-Flow Growth Over the Next Several Years: Our 
EBITDA forecasts for the company translates into free-cash-flow (AFFO) 
growth that is the highest in our coverage universe. We are now 
forecasting an AFFO/share CAGR of 14% out to 2015 over the next four 
years, which is best-in-class over that time period. This growth will be 
primarily generated by projects that are currently under construction, 
along with the pending SEMCO transaction. In the short term, the 
company’s gas division should provide incremental growth as the 
Harmattan Co-stream project is expected to enter service along with the 
Gordondale facility in the latter part of 2012. The utility segment should 
provide growth in the near-to-medium term as its rate base grows and the 
pending SEMCO transaction is completed. Longer term, the power 
business should provide the bulk of the company’s growth (current 
outlook) through the completion of the Northwest B.C. hydro projects. We 
note that our commodity price assumptions for both long-term frac 
spreads and Alberta power prices are in line with current forward pricing. 
 
Exhibit 15. AltaGas: Frac Spread and Power Hedges and 
Sensitivities 


 
Frac Spread Sensitivites


Time Period


% of Expected 


Volumes Hedged1
Avg. Hedge 


Price


AFFO/Shr 


Sensitivity2


2012 75% $35.00/bbl 0.02


2013 33% $35.00/bbl 0.02  
 


Power Price Sensitivites


Time Period
% of Alberta 


Volumes Hedged
Avg. Hedge 


Price


AFFO/Shr 


Sensitivity3


2012 60% $70.00/MWh 0.34


2013 33% $70.00/MWh 0.34  
 
Notes: 
1) Based on extraction volumes exposed to NGL frac spreads. 
2) Based on a + $1.00/bbl change in benchmark C3+ NGL margin (on an unhedged basis). 
3) Based on a + $10/MWh change in average Alberta power prices (on an unhedged basis) 
4) As of the end of Q4/11. 
 
Source: Company Reports, TD Securities. 
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Exhibit 16. Current and Forward Alberta Power Prices 
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2009  $63.35  $32.30  $49.49  $46.28  $47.81 


2010  $40.78  $81.15  $35.77  $45.95  $50.89 


2011  $82.03  $51.90  $94.69  $76.05  $76.20 


2012E  $67.39  $69.35 


Q1 Q2 Q3 Q4 Year


Recent Price  $44.13 


 


Alberta Power Prices (C$/MWh)
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$120.00


On-Peak  $85.28  $56.18  $75.10  $64.16  $86.63  $106.32  $86.58  $116.86  $61.19  $65.55  $110.09  $94.79  $93.58 


Average  $71.55  $43.84  $62.98  $54.64  $70.39  $80.42  $66.96  $89.94  $47.81  $50.89  $76.20  $69.35  $69.50 


2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012E 2013E


 
Source: Bloomberg, NGX, TD Securities. 


 
Modest Dividend Growth Until 2014; Potential for Acceleration 
Afterwards: AltaGas’ organic growth pipeline over the next several years 
should provide the company with steadily increasing cash flows to support 
and grow the dividend. Going forward, we expect the company to 
maintain a balance between growing the dividend and retaining cash for 
its capital program. Management has previously indicated that the 
company could modestly increase its dividend up to 2014, when Forrest 
Kerr enters service. After this period, the company could have the capacity 
to further accelerate its dividend growth.  
 
SEMCO Acquisition Would Provide Additional Dividend Support: 
With the pending SEMCO transaction, we believe that the cash flow 
contribution from the acquisition could further underpin the company’s 
ability to grow its dividend over the next several years. 
 
Our Dividend Forecasts are Conservative: We are currently forecasting 
dividend per share (DPS) growth in the mid-single digits up to 2014. 
Afterwards, we are forecasting annual DPS growth in the high single-digit 
range. We believe our dividend forecasts are conservative as they imply a 
declining dividend payout. We expect Management to continue to monitor 
the macroeconomic environment, the performance of its operating assets, 
and its projects under construction each year before recommending a 
dividend increase to the Board.  
 
Well-Funded Capital Program: In the 2012-2014 time frame, the 
company believes that its free cash flow, DRIP and recent subscription 
receipts proceeds, and available credit facilities/cash will be more than 
sufficient to fund the $2.5 billion cash required for closing the SEMCO 
acquisition, its committed capital plan, and dividend payments (Exhibit 
17).  
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Exhibit 17. AltaGas: Financing Plan (2012-2014; $mm) 


 
Uses of Cash: Sources of Cash:


SEMCO Acquisition $780 Free Cash Flow1 $1,005
Committed Capital $1,270 DRIP $120


Dividends $435 Subscription Receipts Offering $403


Available Credit Facility and Cash2 $1,025
US Credit Facility (US$) $300


Total Uses of Cash $2,485 Total Sources of Cash2 $2,853  
 
Notes: 
1) Free cash flow is based on a Q3/11 trailing 12-months basis and includes $360 million of incremental cash flows from new assets. 
2) Q3/11 proforma for October MTN issuance, November equity issuance, and PNG acquisition. 
3) Assumes recent dividend rate and DRIP participation rate. 
 
Source: Company Reports, TD Securities. 


 
Potential for Additional Leverage: Management is currently targeting a 
debt-to-capitalization ratio in the 50–55% range. We believe that as new 
contracted and regulated projects and acquisitions start generating cash 
flows, this could allow the company to move to the upper-end of this 
target range or even exceed the target, depending on the extent the debt 
rating agencies weigh the growth in stable cash flows. However, the 
company would not likely do so at the expense of its BBB (stable) credit 
rating or its cost of capital.  
 
We present our long-term financial forecasts in Exhibits 18 to 22. 
 







 


 
 
20 


Exhibit 18. AltaGas: Segmented Earnings ($mm) 


 
Segmented Earnings 2009 2010 2011 2012E 2013E 2014E 2015E


Gas Segment EBITDA 164         155         160         195         234         235         236         
Power Segment EBITDA 96           92           102         103         103         155         215         
Utility Segment EBITDA 10           36           39           109         205         211         216         
Corporate Segment EBITDA (22)          (42)          (45)          (43)          (38)          (39)          (40)          


EBITDA 248         241         257         364         505         562         627         
Amortization Expense 74           89           90           125         164         172         180         


Operating Income 174         152         166         239         341         390         447         
Interest Expense 32           49           53           68           99           113         118         


Income Before Income Taxes 142         103         113         171         242         277         330         
Income Taxes 1             2             19           46           65           75           86           
Preferred Share Dividends -          4             11           19           31           31           31           


Net Income for Common Shareholders 141         97           84           106         146         171         213          
 
Source: Company Reports, TD Securities. 


 
Exhibit 19. AltaGas: Free Cash Flow ($mm) 


 
Free Cash Flow 2009 2010 2011 2012E 2013E 2014E 2015E


Cash from Operations Before Changes in Non-
Cash Working Capital 202         195         219         296         404         435         473         
Preferred Share Dividends -          4             11           19           31           31           31           
Maintenance Capital Expenditures 3             5             6             10           10           10           10           
Free Cash Flow 199         185         203         267         363         394         432          


 
Source: Company Reports, TD Securities. 


 
Exhibit 20. AltaGas: Cash Flow Statement ($mm) 


 
Cash Flow Statement 2009 2010 2011 2012E 2013E 2014E 2015E


Cash from Operations 184         193         210         296         404         435         473         
Cash from Investing (464)       (162)       (585)       (1,302)    (439)       (367)       (210)       
Cash from Financing 265         (32)         377         1,028      69           (102)       (225)       
Change in Cash and Cash Equivalents (15)         (1)           2            21           33           (34)         39           
Cash and Equivalents, Beginning of Period 18           4            2            4            25           59           25           


Cash and Equivalents, End of Period 4            2            4            25           59           25           63            
 
Source: Company Reports, TD Securities. 
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Exhibit 21. AltaGas: Balance Sheet ($mm) 


 
Balance Sheet 2009 2010 2011 2012E 2013E 2014E 2015E


Current Assets 332           304           368           509           542           508           546           
Capital Assets 1,857        1,996        2,540        3,717        3,993        4,188        4,218        
Other Long-Term Assets 440           452           634           1,045        948           888           840           
Total Assets 2,629        2,752        3,542        5,270        5,483        5,584        5,605        


Current Liabilities 861           323           571           486           654           455           556           
Long-Term Debt 408           893           1,201        2,204        1,999        2,249        1,989        
Other Long-Term Liabilities 311           324           408           614           614           614           614           
Total Liabilities 1,580        1,541        2,180        3,305        3,268        3,319        3,160        


Preferred Shares -           194           200           395           595           595           595           
Shareholder Equity 1,049        1,017        1,163        1,571        1,621        1,671        1,850        
Liabilities and Shareholder Equity 2,629        2,752        3,542        5,270        5,483        5,584        5,605         


 
Source: Company Reports, TD Securities. 


 
Exhibit 22. AltaGas: Capitalization ($mm) 


 
Capitalization 2009 2010 2011 2012E 2013E 2014E 2015E


Short-Term Debt 607           11             123           23             223           23             123           
29% 1% 5% 1% 5% 1% 3%


Long-Term Debt 408           893           1,201        2,204        1,999        2,249        1,989        
20% 42% 45% 53% 45% 50% 44%


Total Debt 1,015        904           1,324        2,227        2,222        2,272        2,112        
49% 43% 49% 53% 50% 50% 46%


Preferred Shares -           194           200           395           595           595           595           
0% 9% 7% 9% 13% 13% 13%


Shareholder Equity 1,049        1,017        1,163        1,571        1,621        1,671        1,850        
51% 48% 43% 37% 37% 37% 41%


Total Capitalization 2,064        2,116        2,686        4,192        4,438        4,538        4,557         
 
Source: Company Reports, TD Securities. 
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Valuation 
 
AltaGas Benefitting from Scale: The energy infrastructure sector has 
fairly high fixed and low variable costs relative to other sectors, in our 
view, and companies with scale can often benefit from a lower cost 
structure. The capital intensity of the sector and benefits of a strong 
balance sheet – coupled with access to capital at a good cost – also tend to 
favour larger companies. We believe that this has driven consolidation 
historically, and that AltaGas is benefitting from its increasing scale. 
 
Potential Acceleration of Midstream Consolidation: More recently, we 
believe that the urgency to consolidate has accelerated for smaller 
midstream companies for several reasons. First, we believe that Plains All 
American's (PAA-N, not rated) pending acquisition of BP Canada’s NGL 
assets will result in a more focused competitor in the Canadian NGL 
marketing arena. Second, the entry of Enbridge Inc. (ENB-T) into the 
natural-gas gathering and processing business through its acquisition of an 
interest in the Cabin Plant from Encana Corp. (ECA-N) adds a player with 
a strong balance sheet. Third, the proposed acquisition of Provident 
Energy Ltd. (PVE-T) by Pembina Pipeline Corp. (PPL-T) increases the 
scale and scope of Pembina's customer service offerings. Over the next 
while, any prolonged weak natural gas pricing environment could affect 
flows on existing assets and decelerate demand for new natural gas and 
NGL infrastructure. Finally, large-scale infrastructure opportunities 
related to LNG export have long lead times and risk that a larger 
company's balance sheet can more easily absorb. 
 
AltaGas is One of the Most Inexpensive Midstream Stocks we Cover: 
On a risk adjusted basis, we believe that AltaGas is one of the most 
inexpensive midstream stocks we cover despite having the highest growth 
outlook - it is trading at 11.1% of our 2013 free-cash-flow estimate, which 
is above the 8.8% average. Over the next year, we believe that AltaGas 
will experience some multiple expansion and begin to migrate from the 
bottom right quadrant toward the upper right in our investment 
consolidation matrix (Exhibit 23).  
 
Exhibit 23. Investment Consolidation Matrix 
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Source: TD Securities. 
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Justification of Target Price 
Our $36.00 target price is predicated on our 2013 financial estimates as 
follows: 1) 25% EV/EBITDA multiple of 12.0x, 2) 25% relative dividend 
yield of 175%, and 3) 50% free cash flow yield of 9.0%. Our target price 
also incorporates a 2.50% 10-year Government of Canada bond-yield 
assumption. 


 
Key Risks to Target Price 
1) Higher-than-expected bond yields; 2) acquisitions that do not create 
shareholder value; 3) operational disruptions; 4) commodity price risk; 5) 
unanticipated changes to environmental laws and regulations; 6) surprise 
industry regulation; 7) WCSB risk; 8) unfavourable regulatory decisions; 
9) escalating construction costs; 10) execution of large construction 
projects; and 11) completion of pending acquisitions. 
 
Investment Conclusion 
Going forward, AltaGas’ investments in wind and hydro power, along 
with growth in its regulated utility business, should increase the 
proportion of its stable cash flows over time. In our view, a premium 
valuation is warranted for the company's renewable power, gas 
processing, and utility growth outlook. We reiterate our ACTION LIST 
BUY.
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Appendix I: AltaGas Summary  
 


Exhibit 24. AltaGas: Current Power Generation Mix 


Fuel Type MW
Percent of 


Total


Est Long-
Term 


Contract
% 


Contracted Region MW
Percent of 


Total
Est Long-Term 


Contract
% 


Contracted
Coal       353 64%                 -   0% Alberta               407 73% -                      0%
Wind 102      18% 102             100% British Columbia               113 20% 113                      100%
Natural Gas         54 10%                 -   0% United States                 35 6% 35                        100%
Hydro         11 2%                 11 100%
Biomass         35 6% 35               100% Total               555 100%                       148 27%
Total       555 100%               148 27%


Operating Generation by Region (MW)
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353


102


54


11
35


Coal


Wind


Natural Gas


Hydro


Biomass


 
 
Source: Company Reports, TD Securities. 


 
Exhibit 25. AltaGas: Existing Power Generation Assets 


Plant Name Location Operational Fuel
Gross 
MW Ownership Net MW Contract


MW 
Contracted 


MW 
Merchant


Harmattan Cogen #1 Alberta 2010 Natural Gas 15 100% 15 Merchant 0 15


Sundance B PPA (Units 3 & 4) Wabamun, AB 1976, 1977 Coal 706 50% 353 Merchant 0 353


Bear Mountain Northeast BC 2009 Wind 102 100% 102 PPA 102 0


Peaking Units Southern Alberta Natural Gas 39 100% 39 Merchant 0 39


Boston Bar Boston Bar, BC 1995 Hydro 7 25% 2 PPA 2 0


McNair Creek Facility Sunshine Coast, BC Hydro 10 97% 10 PPA 10 0


Grayling Generation Station Michigan 1990 Biomass 37 30% 11 PPA 11 0


Craven County Facility North Carolina 1992 Biomass 48 50% 24 PPA 24 0
Total 964 555 148 407  
 
Source: Company Reports, TD Securities. 


 







 


 
 


25 


Exhibit 26. AltaGas: Proceeding and Potential Major Projects and Acquisitions 


 


Name Type Capacity
Potential In-Service 


Date Estimated Cost Location Description Status


Pending Acquisitions


SEMCO Holding Corp.
Natural Gas 
Distribution and 


Storage


US$725mm 
Rate Base


Q4 2012 US$1.1 billion Alaska and Michigan
Two regulated natural gas distribution 
utilities along with storage assets.


Pending


Power Projects


Forrest Kerr
Hydro 


Generation
195 MW Mid-2014 $725 million NW BC


Run-of-river hydro project. Received 60-
year EPA.


Under construction


McLymont Creek and 
Volcano Creek


Hydro 
Generation


82 MW Q4 2015 $300 million NW BC
Two run-of-river projects. Received 60-year 
EPAs. Awaiting final approvals.


Proceeding


Harmattan Co-
Generation (#2)


Natural Gas Co-
Gen


15 MW Q2 2012 $24 million Calgary, AB Plant at existing facility Under construction


Gordondale Peaker
Natural Gas Co-


Gen
3 MW Q2 2012


Near Grande Prairie, 
Alberta


Plant at Gordondale facility. Applications 
are underway.


Under construction


Crowsnest Waste Heat
Waste Heat 
Recovery


4 MW Q3 2012 $8 million Sparwood, BC Received 20-year EPA from BC Hydro Under construction


Busch Ranch Wind 
Project


Wind 
Generation


15 MW Q4 2012
Huerfano County, 


Colorado
Received a 25-year PPA with Black Hills 
Energy


Under construction


Wind Development 
Projects


Wind 
Generation


1500 MW
Western Canada, 
Western U.S.


260 MW in more advanced stages of 
development


Potential


Hydro Development 
Projects


Hydro 
Generation


115 MW BC Potential run-of-river projects Potential


Major Gas Projects


Blair Creek 
Debottlenecking


Natural Gas 
Processing


Q2 2012 $43 million BC
Debottlenecking project to increase 
capacity from 32 mmcf/d to 70 mmcf/d


Under construction


Gordondale Project
Natural Gas 
Processing


120 mmcf/d Q4 2012 $236 million
100 km NW of 
Grande Prairie, 


Alberta


Gas processing facility and associated 
gathering system


Under construction


Harmattan Co-
Streaming


Natural Gas 
Processing


250 mmcf/d Q2 2012 $147 million
100 km north of 
Calgary, AB


Pipeline to bring liquids rich gas to 
Harmattan. Signed 20-year cost-of-service 
agreement with Nova Chemicals


Under construction 


Natural Gas 
Distribution


Natural Gas 
Distribution


2012-2016 $270 million
Alberta, Nova Scotia 


and BC
AUI, Heritage Gas, and PNG rate base 
additions


Proceeding


 
 
Source: Company Reports, TD Securities. 
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Appendix II. Comparables 
 


Exhibit 27. Comparables – P/E 


 
Ticker Recent EPS P/E P/E vs.


March 8, 2012 (Exch.) Price 2010A 2011E 2012E 2013E For. 2010A 2011E 2012E 2013E For. Peers


Canadian Pipeline, Power and Utility Corporations


ATCO Ltd. ACO.X-T 69.87 4.88 5.70 6.15 6.18 6.15 14.3 12.3 11.4 11.3 11.4 61%


Canadian Utilities Ltd. CU-T 66.42 3.28 3.69 4.03 4.11 4.05 20.2 18.0 16.5 16.1 16.4 88%


Capital Power Corp. CPX-T 24.11 1.38 1.22 1.56 1.75 1.60 17.5 19.8 15.5 13.8 15.1 81%


Emera Inc. EMA-T 34.06 1.65 1.64 1.70 1.80 1.72 20.6 20.7 20.1 19.0 19.9 106%


Enbridge Inc. ENB-T 38.25 1.32 1.46 1.60 1.87 1.65 29.1 26.2 24.0 20.5 23.2 124%


Fortis Inc. FTS-T 32.37 1.60 1.67 1.67 1.79 1.69 20.3 19.4 19.4 18.1 19.1 102%


TransAlta Corp. TA-T 19.81 0.88 1.04 1.05 1.06 1.05 22.5 19.1 18.9 18.7 18.8 101%


TransCanada Corp. TRP-T 43.67 1.97 2.23 2.35 2.39 2.36 22.2 19.6 18.6 18.2 18.5 99%


Average 21.8 20.4 19.0 17.8 18.7


Pipeline, Power and Utility High Yield Corps and LPs


AltaGas Ltd. ALA-T 31.54 1.19 0.98 1.12 1.40 1.17 26.6 32.1 28.3 22.5 27.0 116%


Enbridge Income Fund Hlds Inc. ENF-T 22.29 0.36 1.02 1.76 1.82 1.77 61.3 21.9 12.7 12.2 12.6 54%


Inter Pipeline Fund IPL.UN-T 19.41 0.91 0.95 0.98 0.99 0.99 21.2 20.4 19.7 19.6 19.7 85%


Keyera Corp. KEY-T 43.08 1.81 1.90 1.60 1.96 1.67 23.8 22.7 26.9 22.0 25.8 111%


Valener Inc. VNR-T 15.82 1.20 0.82 0.82 0.86 0.83 13.2 19.3 19.2 18.3 19.0 82%


Veresen Inc. VSN-T 14.91 0.55 0.33 0.49 0.55 0.50 27.0 45.0 30.2 27.4 29.6 127%


Average 26.0 26.9 23.8 21.3 23.3


Canadian IPPs & Alternative Energy


Algonquin Power Utilities Corp. AQN-T 6.35 0.23 0.26 0.30 0.33 0.30 27.6 24.9 21.2 19.5 20.8 36%


Atlantic Power Corp. ATP-T 14.20 0.09 0.06 (0.04) (0.02) (0.04) NM NM NM NM NM NM


Boralex Inc. BLX-T 8.27 0.34 (0.12) (0.11) (0.33) (0.15) 24.3 NM NM NM NM NM


Brookfield Renewable Energy Partners LP BEP.UN-T 27.65 0.33 (0.48) 0.31 0.54 0.36 83.8 NM 88.1 51.6 77.8 133%


Innergex Renewable Energy Inc. INE-T 10.19 0.24 (0.09) 0.14 0.15 0.15 42.5 NM 70.8 67.9 70.2 120%


Capstone Infrastructure Corp. CSE-T 3.99 0.23 (0.03) 0.10 0.09 0.09 17.3 NM 42.0 42.9 42.2 72%


Northland Power Inc. NPI-T 17.57 (2.92) (0.14) 0.17 0.43 0.22 NM NM 105.2 41.0 81.4 139%


Average 39.1 24.9 65.4 44.6 58.5


Notes: 1) Averages exclude ATCO.  
 
Source: Bloomberg, TD Securities. 
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Exhibit 28. Comparables – P/E (cont’d) 


 
Ticker Recent EPS P/E P/E vs.


March 8, 2012 (Exch.) Price 2010A 2011E 2012E 2013E For. 2010A 2011E 2012E 2013E For. Peers


U.S. Pipelines


Spectra Energy SE-N 31.68 1.56 1.76 1.91 2.04 1.93 20.3 18.0 16.6 15.6 16.4 74%


EL Paso Corp. EP-N 28.74 1.16 0.95 1.21 1.22 1.21 24.8 30.3 23.8 23.6 23.8 107%


Williams Cos Inc. WMB-N 29.78 0.89 1.63 1.52 1.66 1.54 33.5 18.3 19.6 18.0 19.3 87%


Kinder Morgan Inc. KMI-N 36.73 0.92 1.22 1.36 1.25 39.9 30.1 27.0 29.5 133%


Average 26.2 26.6 22.5 21.0 22.2


U.S. Electric Utilities


Ameren Corp. AEE -N 31.91 2.75 2.56 2.35 1.88 2.26 11.6 12.5 13.6 17.0 14.1 100%


American Electric Power AEP-N 38.19 3.03 4.16 3.12 3.23 3.14 12.6 9.2 12.2 11.8 12.2 86%


Centerpoint Energy Inc. CNP-N 19.42 1.07 (0.16) 1.15 1.23 1.16 18.1 NM 16.9 15.7 16.7 118%


CMS Energy Corp. CMS-N 21.69 1.36 1.45 1.55 1.64 1.56 15.9 15.0 14.0 13.2 13.9 98%


Consolidated Edison Inc. ED-N 58.32 3.43 3.62 3.74 3.86 3.76 17.0 16.1 15.6 15.1 15.5 109%


Constellation Energy CEG-N 35.66 3.06 2.12 2.39 2.77 2.46 11.7 16.8 14.9 12.9 14.5 102%


Dominion Resources Inc. D-N 50.60 3.34 3.05 3.22 3.43 3.26 15.1 16.6 15.7 14.7 15.5 110%


DTE Energy Co. DTE-N 55.03 3.60 3.73 3.79 3.98 3.83 15.3 14.8 14.5 13.8 14.4 101%


Duke Energy Corp. DUK-N 21.15 1.43 1.45 1.43 1.47 1.44 14.8 14.6 14.8 14.4 14.7 104%


Edison International EIX-N 42.69 3.46 3.22 2.61 2.55 2.60 12.3 13.3 16.4 16.8 16.4 116%


Entergy Corp. ETR-N 67.31 7.10 7.62 5.60 5.41 5.56 9.5 8.8 12.0 12.4 12.1 85%


Exelon Corp. EXC-N 38.46 4.06 4.16 3.02 2.88 2.99 9.5 9.2 12.7 13.4 12.9 91%


FirstEnergy Corp. FE-N 44.46 3.65 3.63 3.37 3.17 3.33 12.2 12.2 13.2 14.0 13.3 94%


NextEra Energy Inc. NEE-N 59.76 4.30 4.38 4.51 4.94 4.59 13.9 13.6 13.2 12.1 13.0 92%


PG&E Corp. PCG-N 42.27 3.42 3.58 3.19 3.13 3.18 12.4 11.8 13.3 13.5 13.3 94%


Pinnacle West Capital PNW-N 47.12 3.03 2.99 3.38 3.53 3.40 15.6 15.8 14.0 13.3 13.8 98%


PPL Corp. PPL-N 28.08 3.13 2.82 2.36 2.47 2.38 9.0 10.0 11.9 11.4 11.8 83%


Progress Energy Inc. PGN-N 53.63 3.06 2.95 3.19 3.30 3.21 17.5 18.2 16.8 16.2 16.7 118%


Public Service Enterprise PEG-N 30.52 3.12 2.69 2.41 2.52 2.43 9.8 11.3 12.7 12.1 12.6 89%


Southern Co./The SO-N 44.77 2.36 2.55 2.67 2.82 2.69 19.0 17.6 16.8 15.9 16.6 117%


TECO Energy Inc. TE-N 17.69 1.29 1.27 1.35 1.42 1.36 13.7 13.9 13.1 12.5 13.0 92%


Xcel Energy Inc. XEL-N 26.51 1.62 1.72 1.79 1.89 1.81 16.4 15.4 14.8 14.0 14.7 104%


Average 13.8 13.6 14.2 13.9 14.2 100%


U.S. Gas Utilities


Nicor Inc GAS-N 39.31 3.05 2.92 2.97 3.09 2.99 12.9 13.5 13.2 12.7 13.1 92%


NiSource Inc NI-N 23.90 1.21 1.32 1.44 1.51 1.45 19.8 18.1 16.6 15.9 16.5 115%


Sempra Energy SRE-N 58.45 3.42 4.47 4.33 4.58 4.38 17.1 13.1 13.5 12.8 13.4 93%


Average 16.6 14.9 14.5 13.8 14.3


U.S. Generators


AES Corp/The AES-N 13.18 0.98 1.04 1.26 1.34 1.27 13.4 12.7 10.5 9.9 10.3 64%


Calpine Corp. CPN-N 16.42 0.18 (0.03) 0.21 0.56 0.27 NM NM NM 29.4 NM NM


Dynegy Inc DYN-N 1.18 (1.01) (2.18) (2.00) (1.30) (1.87) NM NM NM NM NM NM
Genon Energy Inc. GEN-N 2.50 (0.20) (0.17) (0.34) (0.14) (0.30) NM NM NM NM NM NM


NRG Energy Inc. NRG-N 16.69 1.78 2.64 0.92 0.04 0.75 9.4 6.3 18.2 NM 22.2 136%


Average 11.4 9.5 14.3 19.6 16.3


Notes: 1) All EPS forecasts for U.S. companies are consensus estimates. 2) NM = Not Material.  
 
Source: Bloomberg. 
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Exhibit 29. Comparables - Relative  


 
E/P Div Yield S&P


March 8, 2012
Ticker 
(Exch.)


Recent 
Price  Yield 


 Premium
vs. 10-Yr 


 Relative 
to 10-Yr  Yield 


 Discount 
vs. 10-yr 


 Relative 
to 10-yr 


 Debt-
to-Cap. 


Debt 
Rating


Canadian Pipeline, Power and Utility Corporations


ATCO Ltd. ACO.X-T 69.87  8.8% 680 438% 1.9% 14 93% 50.6 A


Canadian Utilities Ltd. CU-T 66.42  6.1% 408 303% 2.7% (65) 133% 53.1 A


Capital Power Corp. CPX-T 24.11  6.6% 461 329% 5.2% (322) 260% 42.0 BBB


Emera Inc. EMA-T 34.06  5.0% 303 251% 4.0% (195) 197% 65.9 BBB+


Enbridge Inc. ENB-T 38.25  4.3% 230 214% 3.0% (94) 147% 62.6 A-


Fortis Inc. FTS-T 32.37  5.2% 321 260% 3.7% (170) 184% 57.3 A-     *-


TransAlta Corp. TA-T 19.81  5.3% 330 264% 5.9% (385) 291% 52.7 BBB


TransCanada Corp. TRP-T 43.67  5.4% 339 269% 4.0% (202) 201% 54.2 A-


Average 5.4% 342 270% 4.1% (205) 202% 55.4


Pipeline, Power and Utility High Yield Corps and LPs


AltaGas Ltd. ALA-T 31.54  3.7% 170 184% 4.4% (237) 218% 42.8 BBB


Enbridge Income Fund Hlds Inc. ENF-T 22.29  8.0% 595 396% 5.5% (354) 276% 63.9 -


Inter Pipeline Fund IPL.UN-T 19.41  5.1% 307 253% 5.4% (340) 269% 45.7 BBB+


Keyera Corp. KEY-T 43.08  3.9% 187 193% 4.7% (273) 236% 52.4 -


Valener Inc. VNR-T 15.82  5.3% 325 262% 6.3% (431) 314% 0.0 A-


Veresen Inc. VSN-T 14.91  3.4% 137 168% 6.7% (469) 334% 69.4 BBB


Average 4.6% 257 228% 5.3% (330) 264% 47.4


Canadian IPPs & Alternative Energy


Algonquin Power Utilities Corp. AQN-T 6.35    4.8% 279 239% 4.4% (240) 219% 55.3 -


Atlantic Power Corp. ATP-T 14.20  NM NM NM 8.1% (609) 403% 52.9 BB-


Boralex Inc. BLX-T 8.27    NM NM NM 0.0% 201 0% 68.9 -


Brookfield Renewable Energy Partners LP BEP.UN-T 27.65  NM NM NM 5.0% (301) 250% 59.0 NR


Innergex Renewable Energy INE-T 10.19  NM NM NM 5.7% (368) 283% 55.8 BBB-


Capstone Infrastructure Corp. CSE-T 3.99    2.4% 36 118% 16.5% (1,453) 823% 46.0 BBB-


Northland Power Inc. NPI-T 17.57  1.2% (78) 61% 6.1% (414) 306% 60.9 BBB-


Average 2.8% 79 139% 6.6% (455) 326% 57.0


Note: Averages exclude ATCO.  
 


Source: Bloomberg. 
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Exhibit 30. Comparables – Relative (cont’d) 
E/P Div Yield S&P


March 8, 2012
Ticker 
(Exch.)


Recent 
Price  Yield 


 Premium 
vs. 10-Yr 


 Relative 
to 10-Yr  Yield 


 Discount 
vs. 10-yr 


 Relative 
to 10-yr 


 Debt-
to-Cap. 


Debt 
Rating


U.S. Pipelines


Spectra Energy SE-N 31.68 6.1% 409 303% 3.5% (152) 176% 56.2 BBB+


EL Paso Corp. EP-N 28.74 4.2% 220 209% 0.1% 187 7% 64.5 BB


Williams Cos Inc. WMB-N 29.78 5.2% 317 258% 3.5% (146) 173% 73.9 BBB


Kinder Morgan Inc. KMI-N 36.73 3.4% 138 168% 3.4% (136) 168% 66.9


Average 5.6% 363 280% 3.5% (149) 174% 65.0


U.S. Electric Utilities


Ameren Corp. AEE-N 31.91 7.1% 507 352% 5.0% (300) 249% 46.5 BBB-


American Electric Power AEP-N 38.19 8.2% 621 409% 4.9% (291) 245% 55.3 BBB


Centerpoint Energy Inc. CNP-N 19.42 6.0% 398 298% 4.2% (216) 208% 68.5 BBB+


CMS Energy Corp. CMS-N 21.69 7.2% 519 358% 4.4% (241) 220% 70.3 BBB-


Consolidated Edison Inc. ED-N 58.32 6.4% 443 320% 4.1% (214) 206% 47.8 A-


Constellation Energy CEG-N 35.66 6.9% 488 343% 2.7% (68) 134% 40.6 BBB-   *+


Dominion Resources Inc. D-N 50.60 6.4% 443 320% 4.2% (216) 207% 63.8 A-


DTE Energy Co. DTE-N 55.03 7.0% 494 346% 4.3% (226) 212% 53.6 BBB+


Duke Energy Corp. DUK-N 21.15 6.8% 478 337% 4.7% (272) 235% 47.9 A-


Edison International EIX-N 42.69 6.1% 407 302% 3.0% (103) 152% 56.1 BBB-


Entergy Corp. ETR-N 67.31 8.3% 625 411% 4.9% (292) 245% 57.3 BBB


Exelon Corp. EXC-N 38.46 7.8% 576 386% 5.5% (345) 272% 48.1 BBB


FirstEnergy Corp. FE-N 44.46 7.5% 548 372% 4.9% (294) 246% 56.6 BBB-


NextEra Energy Inc. NEE-N 59.76 7.7% 567 382% 4.0% (200) 200% 60.6 A-


PG&E Corp. PCG-N 42.27 7.5% 550 373% 4.3% (229) 214% 52.9 BBB


Pinnacle West Capital PNW-N 47.12 7.2% 521 359% 4.5% (244) 222% 47.1 BBB


PPL Corp. PPL-N 28.08 8.5% 647 421% 5.1% (312) 255% 62.6 BBB


Progress Energy Inc. PGN-N 53.63 6.0% 398 298% 4.6% (261) 230% 57.4 BBB+   *+


Public Service Enterprise PEG-N 30.52 8.0% 594 395% 4.7% (264) 231% 44.1 BBB


Southern Co./The SO-N 44.77 6.0% 401 299% 4.2% (221) 210% 53.2 A


TECO Energy Inc. TE-N 17.69 7.7% 569 383% 5.0% (296) 247% 57.5 BBB+


Xcel Energy Inc. XEL-N 26.51 6.8% 480 338% 3.9% (191) 195% 54.4 A-


Average 7.1% 513 355% 4.4% (241) 220% 54.6


U.S. Gas Utilities


Nicor Inc. GAS-N 39.31 7.6% 560 378% 3.7% (166) 183% 59.5 BBB+


NiSource Inc. NI-N 23.90 6.1% 406 302% 3.8% (184) 192% 61.4 BBB-


Sempra Energy SRE-N 58.45 7.5% 548 372% 4.1% (209) 204% 51.3 BBB+


Average 7.1% 504 351% 3.9% (186) 193% 57.4


U.S. Generators


AES Corp./The AES-N 13.18 9.7% 766 481% 0.0% 69.7 BB-


Calpine Corp. CPN-N 16.42 NM NM NM 0.0% 70.5 B+


Dynegy Inc. DYN-N 1.18 NM NM NM 0.0% 63.5 CC
Genon Energy Inc. GEN-N 2.50 NM NM NM 0.0% 44.7 B


NRG Energy Inc. NRG-N 16.69 4.5% 250 224% 0.0% 55.4 BB-


Average 7.1% 508 352% 0.0% 60.8


Notes: 1) Non-investment grade ratings are shaded.  2) All EPS forecasts for U.S. companies are consensus estimates.  
 


Source: Bloomberg. 
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Exhibit 31. Price Performance  


 
Ticker Recent Last Chg. 2011 Chg. High Chg. High Low Chg. Low


March 8, 2012 (Exch.) Price Month (%) Close (%) 52-Wk (%) Date 52-Wk (%) Date


TSX Composite Index 12,462   12,644  -1.4% 11,955   4.2% 14,314  -12.9% 04/06/2011 10,848  14.9% 10/04/2011


TSX Utilities Index 1,977     1,982    -0.3% 1,946     1.6% 2,007    -1.5% 03/01/2012 1,734    14.0% 08/09/2011
TSX Oil & Gas Refining, Marketing & 
Transportation Index 2,038     2,007    1.5% 2,256     -9.7% 2,311    -11.8% 01/05/2012 1,656    23.1% 03/11/2011


Gov Can 10-Yr 2.01       1.99      1.2% 1.941     3.6%


S&P 500 1,366     1,366    0.0% 1,258     8.6% 1,378    -0.9% 02/29/2012 1,075    27.1% 10/04/2011


S&P Utilities Index 176.7     176.3    0.3% 176.3     0.3% 184.5    -4.2% 12/30/2011 149.1    18.5% 08/09/2011


U.S. Gov. 10-Yr 2.01       1.97      2.1% 1.88       7%


Canadian Pipeline, Power and Utility Corporations


ATCO Ltd. ACO.X-T 69.87 67.84    3.0% 60.24     16.0% 69.95    -0.1% 03/08/2012 55.20    26.6% 03/15/2011


Canadian Utilities Ltd. CU-T 66.42 65.94    0.7% 61.54     7.9% 68.12    -2.5% 03/01/2012 47.95    38.5% 03/15/2011


Capital Power Corp. CPX-T 24.11 24.93    -3.3% 25.12     -4.0% 28.00    -13.9% 06/17/2011 21.50    12.1% 08/09/2011


Emera Inc. EMA-T 34.06 33.33    2.2% 33.04     3.1% 34.25    -0.6% 10/27/2011 19.95    70.7% 08/08/2011


Enbridge Inc. ENB-T 38.25 38.16    0.2% 38.09     0.4% 39.25    -2.5% 02/16/2012 28.15    35.9% 03/10/2011


Fortis Inc. FTS-T 32.37 32.64    -0.8% 33.37     -3.0% 34.39    -5.9% 10/31/2011 28.24    14.6% 08/08/2011


TransAlta Corp. TA-T 19.81 20.89    -5.2% 21.02     -5.8% 23.42    -15.4% 10/12/2011 19.45    1.9% 08/08/2011


TransCanada Corp. TRP-T 43.67 43.57    0.2% 44.53     -1.9% 44.75    -2.4% 01/03/2012 37.00    18.0% 08/08/2011


Average -0.4% 1.6% -5.4% 27.3%


Pipeline, Power and Utility High Yield Corps and LPs


AltaGas Ltd. ALA-T 31.54 30.62    3.0% 31.84     -0.9% 32.67    -3.5% 12/05/2011 21.25    48.4% 08/05/2011


Enbridge Income Fund Hlds Inc. ENF-T 22.29 22.58    -1.3% 20.10     10.9% 22.89    -2.6% 02/09/2012 15.20    46.6% 08/08/2011


Inter Pipeline Fund IPL.UN-T 19.41 19.45    -0.2% 18.63     4.2% 19.73    -1.6% 02/27/2012 13.40    44.9% 08/08/2011


Keyera Corp. KEY-T 43.08 42.20    2.1% 50.00     -13.8% 51.60    -16.5% 01/05/2012 36.50    18.0% 03/11/2011


Valener Inc. VNR-T 15.82 15.86    -0.3% 15.98     -1.0% 17.00    -6.9% 03/25/2011 13.55    16.8% 10/04/2011


Veresen Inc. VSN-T 14.91 15.25    -2.2% 15.30     -2.5% 15.83    -5.8% 01/23/2012 11.50    29.7% 08/08/2011


Average -0.2% 2.3% -5.9% 38.9%


Canadian IPPs & Alternative Energy


Algonquin Power Utilities Corp. AQN-T 6.35 6.20      2.4% 6.42       -1.1% 6.59      -3.6% 12/23/2011 4.85      30.9% 03/15/2011


Atlantic Power Corp. ATP-T 14.20 14.43    -1.6% 14.52     -2.2% 15.72    -9.7% 06/22/2011 12.92    9.9% 08/05/2011


Boralex Inc. BLX-T 8.27 8.33      -0.7% 7.13       16.0% 9.00      -8.1% 05/11/2011 5.85      41.4% 10/31/2011


Brookfield Renewable Energy Partners LP BEP.UN-T 27.65 27.03    2.3% 27.16     1.8% 28.11    -1.6% 10/27/2011 20.58    34.4% 08/09/2011


Innergex Renewable Energy Inc INE-T 10.19 10.27    -0.8% 10.30     -1.1% 10.93    -6.8% 01/23/2012 8.65      17.8% 08/05/2011


Capstone Infrastructure Corp. CSE-T 3.99 3.98      0.3% 3.81       4.7% 8.29      -51.9% 04/21/2011 3.11      28.3% 12/14/2011


Northland Power Inc. NPI-T 17.57 17.35    1.3% 17.93     -2.0% 18.08    -2.8% 01/03/2012 14.59    20.4% 08/08/2011


Average 0.4% 2.3% -12.1% 26.2%  
 


Source: Bloomberg. 
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Exhibit 32. Price Performance (cont’d) 


 
Ticker Recent Last Chg. 2011 Chg. High Chg. High Low Chg. Low


March 8, 2012 (Exch.) Price Month (%) Close (%) 52-Wk (%) Date 52-Wk (%) Date


U.S. Pipelines


Spectra Energy SE-N 31.68 31.38    1.0% 30.75     3.0% 31.98    -0.9% 01/26/2012 22.81    38.9% 08/09/2011


EL Paso Corp. EP-N 28.74 27.81    3.3% 26.57     8.2% 28.80    -0.2% 03/08/2012 16.23    77.1% 03/15/2011


Williams Cos Inc. WMB-N 29.78 29.88    -0.3% 26.96     10.4% 30.54    -2.5% 03/01/2012 17.89    66.5% 10/04/2011


Kinder Morgan Inc. KMI-N 36.73 35.24    4.2% 32.17     14.2% 37.03    -0.8% 03/08/2012 23.55    56.0% 08/23/2011


Average 1.3% 7.2% -1.2% 60.8%


U.S. Electric Utilities


Ameren Corp. AEE-N 31.91 32.07    -0.5% 33.13     -3.7% 34.10    -6.4% 12/01/2011 25.56    24.8% 08/09/2011


American Electric Power AEP-N 38.19 37.61    1.5% 41.31     -7.6% 41.91    -8.9% 01/03/2012 33.09    15.4% 08/09/2011


Centerpoint Energy Inc. CNP-N 19.42 19.49    -0.4% 20.09     -3.3% 21.47    -9.5% 11/02/2011 15.09    28.7% 03/17/2011


CMS Energy Corp. CMS-N 21.69 21.41    1.3% 22.08     -1.8% 22.40    -3.2% 01/03/2012 16.96    27.9% 08/09/2011


Consolidated Edison Inc. ED-N 58.32 58.10    0.4% 62.03     -6.0% 62.72    -7.0% 12/30/2011 48.86    19.4% 03/16/2011


Constellation Energy CEG-N 35.66 36.26    -1.7% 39.67     -10.1% 40.96    -12.9% 11/11/2011 29.71    20.0% 03/17/2011


Dominion Resources Inc. D-N 50.60 50.47    0.3% 53.08     -4.7% 53.67    -5.7% 01/03/2012 42.91    17.9% 03/17/2011


DTE Energy Co. DTE-N 55.03 53.99    1.9% 54.45     1.1% 55.28    -0.5% 12/30/2011 43.22    27.3% 08/09/2011


Duke Energy Corp. DUK-N 21.15 20.92    1.1% 22.00     -3.9% 22.12    -4.4% 12/30/2011 16.87    25.4% 08/09/2011


Edison International EIX-N 42.69 41.87    2.0% 41.40     3.1% 44.38    -3.8% 03/01/2012 32.65    30.8% 08/09/2011


Entergy Corp. ETR-N 67.31 66.63    1.0% 73.05     -7.9% 74.26    -9.4% 03/09/2011 57.60    16.9% 08/09/2011


Exelon Corp. EXC-N 38.46 39.07    -1.6% 43.37     -11.3% 45.45    -15.4% 11/09/2011 38.45    0.0% 03/07/2012


FirstEnergy Corp. FE-N 44.46 44.29    0.4% 44.30     0.4% 46.51    -4.4% 09/20/2011 36.11    23.1% 03/17/2011


NextEra Energy Inc. NEE-N 59.76 59.51    0.4% 60.88     -1.8% 61.18    -2.3% 12/30/2011 49.00    22.0% 08/09/2011


PG&E Corp. PCG-N 42.27 41.68    1.4% 41.22     2.5% 46.83    -9.7% 03/09/2011 36.85    14.7% 11/23/2011


Pinnacle West Capital PNW-N 47.12 47.03    0.2% 48.18     -2.2% 48.87    -3.6% 12/27/2011 37.28    26.4% 08/09/2011


PPL Corp. PPL-N 28.08 28.55    -1.6% 29.42     -4.6% 30.27    -7.2% 11/03/2011 24.10    16.5% 03/17/2011


Progress Energy Inc. PGN-N 53.63 53.08    1.0% 56.02     -4.3% 56.39    -4.9% 01/03/2012 42.06    27.5% 08/09/2011


Public Service Enterprise PEG-N 30.52 30.78    -0.8% 33.01     -7.5% 35.48    -14.0% 09/20/2011 27.98    9.1% 08/09/2011


Southern Co./The SO-N 44.77 44.19    1.3% 46.29     -3.3% 46.68    -4.1% 12/30/2011 35.73    25.3% 08/09/2011


TECO Energy Inc. TE-N 17.69 17.95    -1.4% 19.14     -7.6% 19.66    -10.0% 05/10/2011 15.82    11.8% 08/09/2011


Xcel Energy Inc. XEL-N 26.51 26.49    0.1% 27.64     -4.1% 27.93    -5.1% 01/03/2012 21.20    25.0% 08/09/2011


Average 0.3% -4.0% -6.9% 20.7%


U.S. Gas Utilities


Nicor Inc. GAS-N 39.31 39.87    -1.4% 42.26     -7.0% 43.00    -8.6% 12/30/2011 37.97    3.5% 03/15/2011


NiSource Inc. NI-N 23.90 24.00    -0.4% 23.81     0.4% 24.53    -2.6% 02/17/2012 17.96    33.1% 08/09/2011


Sempra Energy SRE-N 58.45 59.24    -1.3% 55.00     6.3% 59.74    -2.2% 02/29/2012 44.79    30.5% 08/09/2011


Average -1.1% -0.1% -4.4% 22.4%


U.S. Generators


AES Corp./The AES-N 13.18 13.56    -2.8% 11.84     11.3% 14.01    -5.9% 02/23/2012 9.00      46.4% 10/04/2011


Calpine Corp. CPN-N 16.42 15.31    7.3% 16.33     0.6% 17.09    -3.9% 05/02/2011 12.70    29.3% 08/23/2011


Dynegy Inc. DYN-N 1.18 1.30      -9.2% 2.77       -57.4% 6.92      -82.9% 07/13/2011 1.13      4.4% 03/08/2012
Genon Energy Inc. GEN-N 2.50 2.46      1.6% 2.61       -4.2% 4.14      -39.6% 07/08/2011 2.05      22.0% 01/20/2012


NRG Energy Inc. NRG-N 16.69 17.10    -2.4% 18.12     -7.9% 25.66    -35.0% 07/25/2011 16.06    3.9% 01/20/2012


Average -3.2% -14.5% -40.9% 19.2%  
  


Source: Bloomberg. 
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Exhibit 33. Comparables – Free Cash Flow  


 
Ticker Recent Est. AFFO/Share AFFO Yield vs.


March 8, 2012 (Exch.) Price 2010A 2011E 2012E 2013E For. 2010A 2011E 2012E 2013E For. Peers


Canadian Pipeline, Power and Utility Corporations


ATCO Ltd. ACO.X-T 69.87 6.45 8.37 7.79 7.73 7.78 9.2% 12.0% 11.2% 11.1% 11.1% 139%


Canadian Utilities Ltd. CU-T 66.42 3.88 5.31 4.62 4.61 4.62 5.8% 8.0% 7.0% 6.9% 7.0% 87%


Capital Power Corp. CPX-T 24.11 2.77 2.04 2.72 3.06 2.78 11.5% 8.5% 11.3% 12.7% 11.5% 144%


Emera Inc. EMA-T 34.06 1.28 2.06 2.00 1.91 1.98 3.8% 6.1% 5.9% 5.6% 5.8% 73%


Enbridge Inc. ENB-T 38.25 2.37 2.59 2.72 3.10 2.79 6.2% 6.8% 7.1% 8.1% 7.3% 91%


Fortis Inc. FTS-T 32.37 2.15 2.62 2.54 2.55 2.54 6.6% 8.1% 7.8% 7.9% 7.8% 98%


TransAlta Corp. TA-T 19.81 1.89 1.68 0.99 1.94 1.16 9.5% 8.5% 5.0% 9.8% 5.9% 73%


TransCanada Corp. TRP-T 43.67 4.22 4.60 4.73 4.83 4.75 9.7% 10.5% 10.8% 11.1% 10.9% 135%


Average 7.6% 8.1% 7.8% 8.9% 8.0%


Pipeline, Power and Utility High Yield Corps and LPs


AltaGas Ltd. ALA-T 31.54 2.26 2.38 2.80 3.50 2.93 7.2% 7.5% 8.9% 11.1% 9.3% 112%


Enbridge Income Fund Hlds Inc. ENF-T 22.29 1.38 1.59 1.81 2.00 1.85 6.2% 7.1% 8.1% 9.0% 8.3% 99%


Inter Pipeline Fund IPL.UN-T 19.41 1.23 1.44 1.42 1.51 1.44 6.4% 7.4% 7.3% 7.8% 7.4% 89%


Keyera Corp. KEY-T 43.08 2.98 2.83 2.56 3.24 2.69 6.9% 6.6% 5.9% 7.5% 6.2% 75%


Valener Inc. VNR-T 15.82 3.25 2.04 2.18 2.00 2.15 20.6% 12.9% 13.8% 12.7% 13.6% 163%


Veresen Inc. VSN-T 14.91 1.24 1.18 1.28 1.34 1.29 8.3% 7.9% 8.6% 9.0% 8.7% 104%


Average 7.6% 7.7% 8.2% 8.8% 8.3%


Canadian IPPs & Alternative Energy


Algonquin Power Utilities Corp. AQN-T 6.35 0.42 0.36 0.46 0.51 0.47 6.7% 5.6% 7.3% 8.0% 7.4% 105%


Atlantic Power Corp. ATP-T 14.20 1.05 1.08 1.12 1.15 1.12 7.4% 7.6% 7.9% 8.1% 7.9% 112%


Brookfield Renewable Energy Partners LP BEP.UN-T 27.65 0.90 1.27 1.82 1.83 1.82 3.2% 4.6% 6.6% 6.6% 6.6% 94%


Innergex Renewable Energy Inc. INE-T 10.19 0.54 0.44 0.39 0.45 0.40 5.3% 4.3% 3.9% 4.4% 4.0% 56%


Capstone Infrastructure Corp. CSE-T 3.99 0.67 0.51 0.50 0.75 0.54 16.9% 12.7% 12.4% 18.8% 13.6% 194%


Northland Power Inc. NPI-T 17.57 0.88 0.78 0.42 0.71 0.48 5.0% 4.5% 2.4% 4.0% 2.7% 39%


Average 7.4% 6.6% 6.7% 8.3% 7.0%


Notes:


1) AFFO denotes free cash flow.


2) We calculate AFFO/share for corps and trusts/LPs by deducting estimated maintenance capital from estimated cash flow from operations.


3) Averages due not include ATCO due to its holding company nature.  
  


Source: Bloomberg, TD Securities. 
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Exhibit 34. Comparables – EV/EBITDA 


 
Ticker Recent Market EV/EBITDA vs.


March 8, 2012 (Exch.) Price Cap. EV 2010A 2011E 2012E 2013E For. Peers


Canadian Pipeline, Power and Utility Corporations


ATCO Ltd. ACO.X-T 69.87 4,047     10,559   8.1 7.1 5.9 5.7 5.9 57%


Canadian Utilities Ltd. CU-T 66.42 8,475     13,659   12.4 10.6 8.7 8.4 8.6 83%


Capital Power Corp. CPX-T 24.11 2,342     4,898     11.6 9.8 10.4 8.6 10.1 97%


Emera Inc. EMA-T 34.06 4,184     7,979     15.3 11.6 12.0 11.3 11.9 114%


Enbridge Inc. ENB-T 38.25 28,879   46,593   16.7 14.0 12.4 11.0 12.1 116%


Fortis Inc. FTS-T 32.37 6,111     13,086   12.2 11.5 11.2 10.3 11.0 106%


TransAlta Corp. TA-T 19.81 4,437     9,367     10.1 8.7 8.5 8.3 8.4 81%


TransCanada Corp. TRP-T 43.67 30,744   54,638   13.9 11.4 10.7 10.3 10.6 102%


Average 13.2 11.1 10.5 9.7 10.4


Pipeline, Power and Utility High Yield Corps and LPs


AltaGas Ltd. ALA-T 31.54 2,731     4,251     17.6 16.6 11.7 8.4 11.1 96%


Enbridge Income Fund Holdings Inc. ENF-T 22.29 2,303     4,095     19.6 15.9 11.5 11.0 11.4 99%


Inter Pipeline Fund IPL.UN-T 19.41 5,128     7,736     20.9 14.8 13.5 12.8 13.4 116%


Keyera Corp. KEY-T 43.08 3,261     3,959     17.3 14.1 12.7 11.2 12.4 108%


Valener Inc. VNR-T 15.82 591        1,175     9.2 9.7 8.9 8.0 8.7 76%


Veresen Inc. VSN-T 14.91 2,484     4,415     12.0 11.9 9.1 8.8 9.1 79%


Average 16.8 13.9 11.7 10.6 11.5


Canadian IPPs & Alternative Energy


Algonquin Power Utilities Corp. AQN-T 6.35 1,039     1,555     20.7 14.3 10.7 8.9 10.4 85%


Atlantic Power Corp. ATP-T 14.20 1,747     3,504     27.3 21.2 11.1 11.0 11.1 91%


Boralex Inc. BLX-T 8.27 312        844        13.2 7.8 8.0 9.1 8.2 68%


Brookfield Renewable Energy Partners LP BEP.UN-T 27.65 7,333     13,019   52.2 44.5 13.1 12.6 13.0 107%


Innergex Renewable Energy Inc. INE-T 10.19 754        1,631     28.9 22.6 13.9 11.7 13.5 111%


Capstone Infrastructure Corp. CSE-T 3.99 325        1,522     22.4 13.0 10.9 9.3 10.6 88%


Northland Power Inc. NPI-T 17.57 2,206     3,283     22.4 21.7 19.4 13.0 18.2 150%


Average 26.7 20.7 12.4 10.8 12.1


Notes: 1) Averages exclude ATCO.  
 


Source: Bloomberg, TD Securities. 
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Exhibit 35. Comparables – EV/EBITDA (cont’d) 


 
Ticker Recent Market EV/EBITDA vs.


March 8, 2012 (Exch.) Price Cap. EV 2010A 2011E 2012E 2013E For. Peers


U.S. Pipelines


Spectra Energy SE-N 31.68 20,628   33,266   14.3 13.4 10.5 9.9 10.4 102%


EL Paso Corp. EP-N 28.74 22,212   37,766   12.9 16.8 11.2 11.1 11.2 110%


Williams Cos Inc. WMB-N 29.78 17,635   26,758   9.2 7.7 9.1 8.3 8.9 88%


Kinder Morgan Inc. KMI-N 36.73 29,732   51,845   22.0 19.7 22.2 18.7 21.6 211%


Average 12.1 12.6 10.3 9.8 10.2


U.S. Electric Utilities


Ameren Corp. AEE -N 31.91 7,742     14,640   6.4 6.7 6.9 7.3 7.0 89%


American Electric Power AEP-N 38.19 18,462   36,114   8.1 7.7 7.5 7.4 7.5 96%


Centerpoint Energy Inc. CNP-N 19.42 8,274     16,855   8.0 7.7 7.8 7.4 7.8 100%


CMS Energy Corp. CMS-N 21.69 5,608     12,755   8.2 8.2 7.7 7.3 7.6 98%


Consolidated Edison Inc. ED-N 58.32 17,081   27,321   9.2 8.7 8.3 7.9 8.2 106%


Constellation Energy CEG-N 35.66 7,199     11,601   7.8 9.4 7.5 6.9 7.4 95%


Dominion Resources Inc. D-N 50.60 28,848   49,747   11.1 12.0 9.9 9.2 9.7 125%


DTE Energy Co. DTE-N 55.03 9,322     17,430   7.0 7.2 6.8 6.6 6.8 87%


Duke Energy Corp. DUK-N 21.15 28,253   47,046   9.4 9.2 8.0 7.4 7.9 101%


Edison International EIX-N 42.69 13,909   27,646   7.6 7.2 7.3 6.9 7.2 93%


Entergy Corp. ETR-N 67.31 11,888   23,861   6.1 6.3 7.4 7.4 7.4 95%


Exelon Corp. EXC-N 38.46 25,524   38,003   5.0 5.6 7.2 7.4 7.2 93%


FirstEnergy Corp. FE-N 44.46 18,594   35,748   9.0 8.4 7.7 7.8 7.7 99%


NextEra Energy Inc. NEE-N 59.76 24,873   47,463   8.9 9.0 9.2 8.3 9.0 116%


PG&E Corp. PCG-N 42.27 17,453   31,078   7.0 7.5 6.5 6.4 6.5 84%


Pinnacle West Capital PNW-N 47.12 5,148     8,720     7.3 7.0 7.0 6.6 7.0 89%


PPL Corp. PPL-N 28.08 16,265   33,886   12.8 7.9 8.5 7.8 8.3 107%


Progress Energy Inc. PGN-N 53.63 15,833   29,312   9.3 11.9 9.8 9.2 9.6 124%


Public Service Enterprise PEG-N 30.52 15,445   22,707   5.6 5.9 6.5 6.3 6.4 83%


Southern Co./The SO-N 44.77 38,797   59,787   10.6 9.5 9.6 9.0 9.5 122%


TECO Energy Inc. TE-N 17.69 3,818     6,848     7.3 7.2 7.3 7.3 7.3 94%


Xcel Energy Inc. XEL-N 26.51 12,906   22,973   8.8 8.2 8.2 7.8 8.2 105%


Average 8.2 8.1 7.8 7.5 7.8


U.S. Gas Utilities


Nicor Inc GAS-N 39.31 4,603     9,401     14.2 13.5 8.5 8.8 8.6 100%


NiSource Inc NI-N 23.90 6,744     14,686   9.9 10.2 9.1 8.5 9.0 105%


Sempra Energy SRE-N 58.45 14,063   25,156   10.5 9.1 8.2 7.5 8.1 95%


Average 11.5 10.9 8.6 8.3 8.5


U.S. Generators


AES Corp/The AES-N 13.18 10,112   33,480   7.1 6.7 6.1 5.8 6.1 65%


Calpine Corp. CPN-N 16.42 7,904     17,137   11.4 12.5 10.5 9.5 10.3 110%


Dynegy Inc DYN-N 1.18 145        4,477     8.2 11.7 14.3 12.3 13.9 149%
Genon Energy Inc. GEN-N 2.50 1,929     4,393     9.4 6.1 9.9 7.0 9.4 101%


NRG Energy Inc. NRG-N 16.69 3,800     12,960   6.0 6.9 6.9 7.8 7.0 75%


Average 8.4 8.8 9.5 8.5 9.3


* All EBITDA forecasts for U.S. companies are consensus estimates. NM = Not Material.  
  


Source: Bloomberg. 
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Exhibit 36. Comparables - U.S. MLPs 


 
Market


Price Cap EV EV/EBITDA  P/E  P/CPS
U.S. MLPs ($US) Yield ($USmm) ($USmm) 2010A 2011E 2012E 2013E 2010A 2011E 2012E 2013E 2010A 2011E 2012E 2012E
Atlas Pipeline Partners LP 36.09       6.1% 1,935         2,488      20.6x 15.7x 10.8x 8.2x 24.3x 15.1x
Boardwalk Pipeline Partners LP 27.60       7.7% 5,735         8,694      13.3x 13.5x 12.3x 11.4x 19.3x 21.9x 20.5x 18.6x 10.1x 10.5x 10.3x 9.6x
Buckeye Partners LP 60.31       6.9% 5,445         8,633      24.0x 18.1x 14.9x 12.9x 24.5x 19.6x 19.0x 16.6x 5.4x 13.5x 13.5x 12.4x
Copano Energy LLC 35.43       6.5% 2,686         3,549      27.5x 26.6x 13.9x 11.2x 29.1x 18.3x 15.5x 18.5x 14.7x
Crosstex Energy LP 17.09       7.5% 869            1,771      7.7x 6.9x 9.8x 6.0x
DCP Midstream Partners LP 46.09       5.6% 2,321         3,088      22.6x 15.6x 12.9x 10.2x 27.7x 24.0x 11.3x 12.1x
El Paso Pipeline Partners LP 35.84       5.6% 7,372         11,313    12.6x 11.9x 11.1x 9.6x 18.3x 17.7x 15.9x 15.7x 8.0x 9.5x 10.2x 9.4x
Enbridge Energy Partners LP 31.89       6.7% 8,836         13,042    29.1x 11.1x 10.4x 8.9x 21.2x 21.6x 18.7x 20.2x 10.9x 10.8x
Eagle Rock Energy Partners LP 10.61       7.9% 1,610         2,266      16.4x 10.0x 8.3x 7.4x 27.9x 20.3x 7.0x 9.9x 6.2x 5.8x
Energy Transfer Partners LP 46.47       7.7% 10,859       18,779    13.4x 11.2x 9.5x 8.3x 33.4x 23.3x 18.6x 7.3x 7.2x 7.9x 7.6x
Enterprise Products Partners LP 51.49       4.8% 45,629       55,735    18.2x 14.6x 13.5x 12.6x 22.6x 21.9x 20.3x 6.1x 12.7x 14.2x 13.7x
Genesis Energy LP 31.39       5.6% 2,258         2,677      102.2x 18.5x 13.0x 11.6x 25.9x 14.1x 14.8x 14.1x
Global Partners LP/MA 22.28       9.0% 481            1,142      16.5x 13.6x 9.8x 9.0x 14.0x 24.0x 14.4x 11.7x 8.6x
Holly Energy Partners LP 60.60       5.8% 1,715         2,077      17.1x 14.3x 10.8x 10.2x 28.6x 22.6x 18.8x 18.0x 13.0x 14.9x 12.1x 11.9x
Kinder Morgan Energy Partners LP 87.77       5.3% 29,080       42,579    17.0x 16.2x 10.7x 9.5x 11.2x 10.0x 11.3x 10.4x
Magellan Midstream Partners LP 71.86       4.5% 8,127         9,917      19.4x 15.6x 14.8x 13.7x 25.2x 19.6x 19.0x 17.4x 18.5x 14.0x 14.1x 13.8x
MarkWest Energy Partners LP 60.73       5.0% 5,825         7,027      16.1x 11.8x 10.5x 8.5x 24.0x 18.9x 13.6x 11.5x 12.8x 11.9x
NuStar Energy LP 60.57       7.2% 4,286         6,311      13.8x 13.1x 11.7x 10.4x 20.2x 17.4x 10.5x 9.9x 9.5x
Targa Resources Partners LP 42.04       5.7% 3,788         4,841      12.5x 9.1x 8.8x 7.6x 45.7x 21.2x 21.4x 17.7x 8.1x 8.8x
ONEOK Partners LP 57.03       4.3% 12,422       15,650    20.6x 14.0x 12.6x 11.6x 33.7x 17.0x 19.0x 20.4x 10.3x 12.5x 12.3x
Plains All American Pipeline LP 80.05       5.1% 12,854       17,135    16.8x 11.1x 10.3x 9.2x 33.4x 16.4x 17.3x 17.0x 8.8x 9.6x
Regency Energy Partners LP 25.86       7.1% 4,071         5,634      32.7x 23.8x 13.1x 10.9x 34.2x 15.6x 14.3x
Spectra Energy Partners LP 32.30       5.9% 3,176         3,849      32.9x 31.7x 15.2x 14.4x 19.0x 19.8x 19.2x 18.6x 14.2x 13.7x 13.7x 13.0x
Blueknight Energy Partners LP 6.92         6.4% 244            619         11.1x 9.5x 9.0x 7.9x 20.1x
Sunoco Logistics Partners LP 38.47       4.4% 3,832         5,712      16.9x 10.4x 10.1x 9.7x 17.0x 13.7x 15.4x 15.4x 10.7x 9.1x 9.8x 10.0x
TC Pipelines LP 45.65       6.8% 2,441         3,280      14.9x 14.5x 15.6x 15.2x 12.7x 12.4x
Transmontaigne Partners LP 34.51       7.3% 499            596         8.7x 7.8x 8.6x 9.2x 14.9x 16.0x 19.2x 7.6x
NuStar Energy LP 60.57       7.2% 4,286         6,329      13.9x 13.1x 11.8x 10.5x 19.0x 21.8x 20.2x 17.4x 10.5x 9.9x 9.5x
Williams Partners LP 60.21       5.1% 18,365       24,663    12.9x 10.9x 9.7x 9.1x 22.6x 16.3x 16.5x 16.5x 7.1x 8.1x
Average 6.2% 21.4x 14.5x 11.4x 10.2x 24.4x 19.6x 20.0x 19.1x 11.0x 10.9x 11.7x 11.3x


Note: All estimates are Bloomberg consensus estimates.  
 
Source: Bloomberg. 
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APPENDIX A. IMPORTANT DISCLOSURES 
 
 
Company  Ticker  Disclosures 
 
AltaGas Ltd. ALA-T 1, 2, 4, 9 
 
 
1. TD Securities Inc., TD Securities (USA) LLC or an affiliated company has 


managed or co-managed a public offering of securities within the last 12 months 
with respect to the subject company. 


2. TD Securities Inc., TD Securities (USA) LLC or an affiliated company has 
received compensation for investment banking services within the last 12 months 
with respect to the subject company. 


3. TD Securities Inc., TD Securities (USA) LLC or an affiliated company expects to 
receive compensation for investment banking services within the next three 
months with respect to the subject company. 


4. TD Securities Inc. or TD Securities (USA) LLC has provided investment banking 
services within the last 12 months with respect to the subject company. 


5. A long position in the securities of the subject company is held by the research 
analyst, by a member of the research analyst’s household, or in an account over 
which the research analyst has discretion or control. 


6. A short position in the securities of the subject company is held by the research 
analyst, by a member of the research analyst’s household, or in an account over 
which the research analyst has discretion or control. 


7. A long position in the derivative securities of the subject company is held by the 
research analyst, by a member of the research analyst’s household, or in an 
account over which the research analyst has discretion or control. 


8. A short position in the derivative securities of the subject company is held by the 
research analyst, by a member of the research analyst’s household, or in an 
account over which the research analyst has discretion or control. 


9. TD Securities Inc. and/or an affiliated company is a market maker, or is 
associated with the specialist that makes a market, in the securities of the subject 
company. 


10. TD Securities Inc. and/or affiliated companies own 1% or more of the equity 
securities of the subject company. 


11. A partner, director or officer of TD Securities Inc. or TD Securities (USA) LLC, 
or a research analyst involved in the preparation of this report has, during the 
preceding 12 months, provided services to the subject company for remuneration. 


12. Subordinate voting shares. 
13. Restricted voting shares. 
14. Non-voting shares. 
15. Variable voting shares. 
16. Limited voting shares. 


 
Additional Important Disclosures 
       


 







 


 
 


37 


Price Graphs 
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Price Close Changes Price Relative to S&P/TSX Utilities 


Linda Ezergailis


Recommendations 
A LB: Action List Buy;  
SPB: Speculative Buy; 
BUY: Buy; HLD: Hold;  
TND: Tender; RDC: 
Reduce


Notes 
IC: Initiated Coverage
CC: Ceased Coverage 
A C: Analyst Change 
SC:Coverage 
Suspended 
R: Reorganization 


1: 1/8/09; BUY, $20.00 tgt
2: 2/10/09; BUY, $19.00 tgt 
3: 3/3/09; BUY, $18.00 tgt
4: 5/7/09; BUY, $18.00 tgt
5: 7/15/09; BUY, $17.50 tgt 
6: 8/17/09; BUY, $18.00 tgt 
7: 11/5/09; HLD, $18.00 tgt 
8: 5/31/10; BUY, $20.00 tgt 
9: 7/29/10; BUY, $21.00 tgt 
10: 10/29/10; BUY, $22.00 tgt 
11: 12/8/10; BUY, $23.00 tgt
12: 2/24/11; BUY, $25.00 tgt
13: 5/5/11; BUY, $26.00 tgt 
14: 7/28/11; BUY, $27.00 tgt
15: 8/24/11; BUY, $29.00 tgt
16: 9/20/11; BUY, $30.00 tgt
17: 10/27/11; BUY, $33.00 tgt 


 
 


Research Ratings 
Action List BUY:  The stock’s total return is expected to exceed a 


minimum of 15%, on a risk-adjusted basis, over the 
next 12 months and it is a top pick in the Analyst’s 
sector. 


BUY: The stock’s total return is expected to exceed a 
minimum of 15%, on a risk-adjusted basis, over the 
next 12 months. 


SPECULATIVE BUY:  The stock's total return is expected to exceed 30% 
over the next 12 months; however, there is material 
event risk associated with the investment that could 
result in significant loss. 


HOLD: The stock’s total return is expected to be between 0% 
and 15%, on a risk-adjusted basis, over the next 12 
months. 


TENDER:  Investors are advised to tender their shares to a 
specific offer for the company's securities or to support 
a proposed combination reflecting our view that a 
superior offer is not forthcoming. 


REDUCE: The stock’s total return is expected to be negative over 
the next 12 months. 


 
Overall Risk Rating in order of increasing risk: Low (6.8% of coverage 
universe), Medium (31.8%), High (49.0%), Speculative (12.4%)  
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Distribution of Research Ratings 


^ Percentage of subject companies under each rating
category—BUY (covering Action List BUY, BUY and
Spec. BUY ratings), HOLD and REDUCE (covering
TENDER and REDUCE ratings).


* Percentage of subject companies within each of the
three categories (BUY, HOLD and REDUCE) for which
TD Securities Inc. has provided investment banking
services within the last 12 months.


Current as of March 2, 2012
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Research Dissemination Policy 
TD Securities makes its research products available in electronic and/or 
printed formats and simultaneously distributes them to its institutional clients 
who are entitled to receive them. The Action Notes are distributed by email, 
and are available in PDFform on First Call, Bloomberg, Reuters, Capital IQ 
FactSet and TheMarkets.com.  Research Reports are distributed by email; 
they are also printed and distributed by courier to our entitled clients. PDFs 
of Reports are available on First Call, Bloomberg and Reuters.  All research is 
available by password to entitled institutional clients at 
https://www.tdsresearch.com/equities 
 
Analyst Certification 
Each analyst of TD Securities Inc. whose name appears on page 1 of this 
research report hereby certifies that (i) the recommendations and opinions 
expressed in the research report accurately reflect the research analyst's 
personal views about any and all of the securities or issuers discussed herein 
that are within the analyst’s coverage universe and (ii) no part of the research 
analyst's compensation was, is, or will be, directly or indirectly, related to the 
provision of specific recommendations or views expressed by the research 
analyst in the research report. 
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Disclaimer 
This report is produced entirely by TD Securities Inc. Although the information 
contained in this report has been obtained from sources that TD Securities Inc. 
believes to be reliable, we do not guarantee its accuracy, and as such, the 
information may be incomplete or condensed. All opinions, estimates and other 
information included in this report constitute our judgment as of the date hereof 
and are subject to change without notice. TD Securities Inc. will furnish upon 
request publicly available information on which this report is based. TD 
Securities (USA) LLC has accepted responsibility in the United States for the 
contents of this research. TD Securities Limited has accepted responsibility in 
Europe for the contents this report. Canadian clients wishing to effect 
transactions in any security discussed should do so through a qualified 
salesperson of TD Securities Inc. Canadian retail investors are served by TD 
Waterhouse Canada Inc., a subsidiary of The Toronto-Dominion Bank. U.S. 
clients wishing to effect transactions in any security discussed should do so 
through a qualified salesperson of TD Securities (USA) LLC. European clients 
wishing to effect transactions in any security discussed should do so through a 
qualified salesperson of TD Securities Limited. Insofar as the information on 
this report is issued in the U.K. and Europe, it has been issued with the prior 
approval of TD Securities Limited and only to persons falling within Articles 19 
and 49 of the Financial Services & Markets Act 2000 (Financial Promotion) 
Order 2001, namely persons sufficiently expert to understand the risks 
involved. This report has been distributed in Hong Kong through The Toronto-
Dominion Bank (Hong Kong Branch), which is regulated by the Hong Kong 
Monetary Authority. TD Securities Limited is providing financial services to 
wholesale clients in Australia in reliance on Class Order CO 03/1099. No 
recipient may pass on the information contained in this report to any other 
person without the prior written consent of TD Securities Inc. TD Securities 
Inc., TD Securities (USA) LLC and TD Securities Limited are wholly owned 
subsidiaries of The Toronto-Dominion Bank. TD Securities Limited is 
authorised and regulated by the Financial Services Authority. Copyright 2012 
by TD Securities. All rights reserved. 


 
Full disclosures for all companies covered by TD Securities can be 
viewed at https://www.tdsresearch.com/equities/disclosures  by TD Securities' 
institutional equity clients. 
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Company Profile 
AltaGas Ltd. (ALA-T) is involved in power 
generation and the natural gas value chain, 
including natural gas extraction and 
processing, fractionation, natural gas 
transportation, and natural gas distribution.     
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Please see the final pages of 
this document for important 
disclosure information. 


AltaGas Ltd. 
(ALA-T) C$30.80 
 
Q1 Beats Expectations; Projects & Acquisitions Remain On-
Track 
 
Event 
AltaGas reported Q1/12 AFFO/share (f.d.) of $0.77, slightly above our $0.76 
estimate and Q1/11 AFFO/share (f.d.) of $0.74. 
 
Impact 
SLIGHTLY POSITIVE. 
We have updated our forecasts to incorporate revised capital costs for several 
of the company’s projects, updated frac spread and power price hedging 
information, and capital spend related to new projects (Exhibit 1). Effective 
Q1/12, AltaGas also began reporting under U.S. GAAP. The adoption of U.S. 
GAAP does not materially change our earnings estimates. 
  
In addition, we are rolling forward our target price to be based 75% on our 
2013 estimates and 25% on our 2014 estimates. As a result, our target price 
increases by $2 to $38. We reiterate our ACTION LIST BUY. 
 
Exhibit 1. Estimate Changes 


2011A 2012E 2013E 2014E
EBITDA ($mm) 257            362            509            564            
EBITDA ($mm) (old) 257            364            505            -
EPS 0.98           1.16           1.39           1.56           
EPS (old) 0.98           1.12           1.40           -
Free Cash Flow per Share (AFFO/Shr) 2.38           2.80           3.47           3.77           
Free Cash Flow per Share (old) 2.38           2.80           3.50           -
DPS 1.33           1.39           1.46           1.58           
DPS (old) 1.33           1.39           1.46           -  
Source: TD Securities. 


 


 
Pipelines, Power & Utilities 
 


Recommendation: ACTION LIST BUY     
  Unchanged 


Risk: MEDIUM 


12-Month Target Price: C$38.00↑↑↑↑ 
Prior: C$36.00 


12-Month Total Return: 27.9% 
 


Market Data (C$) 
Current Price $30.80
52-Wk Range $21.25-$32.67
Mkt Cap (f.d.)($mm) $2,799.7
Dividend per Share $1.38
Dividend Yield 4.5%
Avg. Daily Trading Vol. (3mths) 278790 


Financial Data (C$) 
Fiscal Y-E December
Shares O/S (f.d.)(mm) 90.9
Float Shares (mm) 89.8
Net Debt/Tot Cap 52.2%
BVPS (basic) $13.20  


Estimates (C$) 
Year 2011A 2012E 2013E 2014E


EBITDA ($mm) 257.0 362.0 509.0 564.0
EBITDA (old)($mm) 257.0 364.0 505.0 --
EPS (f.d.) 0.98 1.16 1.39 1.56
DI 1.33 1.39 1.46 1.58
AFFO/Shr 2.38 2.80 3.47 3.77
AFFO/Shr (old) 2.38 2.80 3.50 -- 


AFFO/Shr Quarterly Estimates (C$) 
Year 2011A 2012E 2013E 2014E


Q1 0.74 0.77 -- --
Q2 0.49 0.49 -- --
Q3 0.48 -- -- --
Q4 0.65 -- -- -- 


Valuations 
Year 2011A 2012E 2013E 2014E


P/E (f.d.) 31.4x 26.6x 22.2x 19.7x
P/DI 23.2x 22.2x 21.1x 19.5x
P/AFFO 12.9x 11.0x 8.9x 8.2x  
Notes: Forecasts are presented under US GAAP. 
 
All figures in C$, unless otherwise specified. 


 
    Linda Ezergailis, P.Eng.     Avery Haw (Associate) 
    416 983 7784     416 983 9259 
    linda.ezergailis@tdsecurities.com     avery.haw@tdsecurities.com 
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Details 
Gas Business operating income of $30.1 million was virtually flat year over year. Excluding approximately $8 
million of one-time gains recorded in Q1/11, operating income increased as a result of higher realized frac 
spreads and volumes, increased extraction fees from higher volumes, and higher processed volumes at some of 
the FG&P facilities. This was partially offset by lower volumes at some of the field facilities and lower 
contracted levels at the Suffield system. 
  
Power Business operating income of $26.9 million was comparable with Q1/11 results. Increased hedged 
volumes and prices in Alberta – along with increased generation from the gas-fired peaking plants, Bear 
Mountain, and the new biomass and hydro power generation facilities – contributed to the increase. This was 
partially offset by lower Alberta spot power prices, increased PPA expenses, and higher G&A costs. 
  
Utilities Business operating income of $19.4 million increased largely due to the PNG acquisition, which 
contributed $10.1 million, along with rate base growth at AUI and Heritage Gas. The increase was partially 
offset by warmer weather and lower ROEs at the Alberta and Nova Scotia utilities.  
 
Corporate expenses before financing costs in Q1/12 were lower year over year, largely due to $1.7 million of 
unrealized pre-tax gains in Q1/12 compared with $2.8 million of unrealized pre-tax losses in Q1/11. 
 
Exhibit 2. Segmented Operating Income ($mm unless stated otherwise) 
 


Q1/12 Q1/11 $ million %
Gas Business 30.1        30.2       (0.1)          0%
Power Business 26.9        26.6       0.3           1%
Utilities Business 19.4        11.7       7.8           67%
Corporate (6.8)         (10.2)      3.4           -33%
Operating Income (EBIT) 69.7        58.2       11.4         20%
Foreign Exchange Gain (Loss) (0.1)         0.0         (0.2)          -453%
Interest Expense (12.8)       (12.9)      0.1           -1%
Income Tax Expense (13.8)       (9.3)        (4.4)          48%
Non-Controlling Interests (0.3)         -         (0.3)          n.a.
Preferred Share Dividends (2.5)         (2.5)        -           0%
Reported Net Income (to Common Shares) 41.3        26.7       14.6         55%


Cash from Operations Before Changes in Non-Cash Working 
Capital 73.5        66.1       7.4           11%
Preferred Share Dividends (2.5)         (2.8)        0.3           -9%
Maintenance Capital Expenditures (1.1)         (0.9)        (0.2)          22%
Free-Cash-Flow 69.9        62.4       7.5           12%


Free-Cash-Flow per Share (Diluted) $0.77 $0.74 $0.03 4%


YoY Change


 
 
Source: Company Reports, TD Securities. 
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Outlook 
Forrest Kerr Progressing Ahead of Schedule and on Budget: The $725-million Forrest Kerr construction 
project is ahead of schedule and on budget, with 90% of the costs contractually committed as of the end of 
Q1/12 (up from 86% at year-end). All tunnels except the power tunnel have been excavated, and the power 
house excavation is 54% complete.  
 
SEMCO Acquisition Update: During Q1/12, applications for the approval of the acquisition were filed to the 
Michigan Public Service Commission and the Regulatory Commission of Alaska. Regulatory hearings are set 
for May and the process is progressing as expected toward a Q3/12 close.  
 
Gas Projects Experiencing Some Cost Creep: The capital cost for the Harmattan Co-stream project has 
increased to $170 million – slightly over the budgeted $130 million plus contingency – as a result of higher 
engineering costs, rock formations along the pipe route, increased equipment, and in-plant construction costs. 
The Gordondale project is also experiencing some cost pressure and is now expected to cost approximately 
$260 million (up from $236 million) due to increased material costs and a shortage of labour and engineering 
expertise. 
 
Mixed Impact of Low Natural Gas Prices: Management estimates that if natural gas prices remain at current 
levels for most of 2012, average gas processing volumes would be approximately 10% lower than expected, 
but still higher than 2011 due to the additional volume growth listed below. Overall, management does not 
expect the impact of a continued low natural gas price environment to be material on operating income based 
on additional revenues that would be earned from higher frac spreads in the extraction operations and spark 
spreads at its natural gas-fired power plants. Management expects 2012 gas volumes to grow from new and 
expanded gas processing and extraction facilities, including the Harmattan Co-Stream project (Q3/12), Blair 
Creek expansion (Q3/12), and Gordondale facility (Q4/12), as well as facilities located near liquids-rich gas. In 
addition, AltaGas should benefit from a full-year contribution from 2011 facility expansions/additions at  the 
Marlboro Gas Plant, Henderson Pipeline, Alder Flats Gas Plant, and debottlenecking at the Bantry and 
Princess facilities. The above growth in volumes will likely offset the impact of lower volumes in areas with 
lower producer activity. Over half of 2012E field processing volumes are expected to come from liquids-rich 
formations, including the Montney, Wilrich, and Notikewin, as well as associated gas from oil or solution gas 
production. 
 
Updated Frac Spread and Power Hedging: We view AltaGas' relatively higher degree of guidance and 
hedging information versus its peers positively, and management provided an updated hedging snapshot as 
follows. For 2012, approximately 80% of its frac spread exposure has been hedged at an average price of 
approximately $35/bbl. Based on the forward curve, spot frac spreads for the balance of 2012 are expected to 
range between $35 and 45/bbl. Approximately one-third of its frac spread exposure is hedged at about $35/bbl 
for 2013. For its Alberta power price exposure, AltaGas has hedged approximately 68% of Q2/12 volumes at 
an average $64/MWh and approximately half of H2/12 volumes at an average of $66/MWh. Approximately 
30% is hedged at $65/MWh in 2013. 
 
Q2/12 Preview: We are estimating Q2/12 AFFO/share of $0.49, which is flat year over year. Increased 
contribution from the Gas business due to higher frac spreads and incremental contribution from the PNG 
acquisition could be offset by lower Alberta power prices, higher financing costs, and an increased number of 
shares outstanding. 
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Exhibit 3. Recent and Forward Alberta Power Prices 


Alberta Average Power Prices (C$/MWh)
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$100


$120


2008  $76.93  $107.52  $80.21  $95.14  $89.94 


2009  $63.35  $32.30  $49.49  $46.28  $47.81 


2010  $40.78  $81.15  $35.77  $45.95  $50.89 


2011  $82.03  $51.90  $94.69  $76.05  $76.20 


2012E  $60.10  $53.37  $65.80 


Q1 Q2 Q3 Q4 Year


Recent Price  $15.41 


Alberta Power Prices (C$/MWh)
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On-Peak  $85.28  $56.18  $75.10  $64.16  $86.63  $106.32  $86.58  $116.86  $61.19  $65.55  $110.09  $90.80  $88.17  $91.01 


Average  $71.55  $43.84  $62.98  $54.64  $70.39  $80.42  $66.96  $89.94  $47.81  $50.89  $76.20  $65.80  $66.00  $68.00 


2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012E 2013E 2014E


 
Source: Bloomberg, NGX, TD Securities. 


 
Valuation 
Exhibit 4. Peer Group Valuation 


Curr. Units / Shares Market Ind. Dist. / Div. AFFO/Shr AFFO Yield


Symbol Price O/S (mm) Cap (mm) Dist. / Div. Yield 2012E Yield 2010A 2011A 2012E 2013E 2010A 2011A 2012E 2013E


ALA $30.80 90.9 $2,799 $1.38 4.5% $1.39 4.5% $2.26 $2.38 $2.80 $3.47 7.4% 7.7% 9.1% 11.3%


ENF $21.57 39.7 $857 $1.24 5.7% $1.24 5.7% $1.38 $1.59 $1.81 $2.00 6.4% 7.4% 8.4% 9.3%


GEI $21.80 97.3 $2,121 $1.00 4.6% $1.00 4.6% $0.32 $1.47 $1.47 $1.59 1.5% 6.7% 6.8% 7.3%


IPL.UN $19.54 264.2 $5,162 $1.05 5.4% $1.05 5.4% $1.23 $1.44 $1.42 $1.51 6.3% 7.4% 7.3% 7.7%


KEY $39.40 75.7 $2,983 $2.04 5.2% $2.05 5.2% $2.98 $2.83 $2.56 $3.24 7.6% 7.2% 6.5% 8.2%


PPL $29.72 293.3 $8,717 $1.62 5.5% $1.61 5.4% $1.57 $1.73 $1.95 $2.09 5.3% 5.8% 6.6% 7.0%


VNR $15.30 37.4 $572 $1.00 6.5% $1.00 6.5% $2.28 $2.04 $2.18 $2.00 14.9% 13.3% 14.2% 13.1%


VSN $15.01 198.0 $2,972 $1.00 6.7% $1.00 6.7% $1.23 $1.18 $1.28 $1.34 8.2% 7.9% 8.5% 8.9%


5.5% 5.5% 7.2% 7.9% 8.4% 9.1%  
Source: Thomson, TD Securities. 


 
Justification of Target Price 
Our $38.00 target price is predicated on 75% of our 2013 financial estimates and 25% of our 2014 estimates as 
follows: 1) 25% EV/EBITDA multiple of 11.5x, 2) 25% relative dividend yield of 175%, and 3) 50% free cash 
flow yield of 9.0%. Our target price also incorporates a 2.50% 10-year Government of Canada bond yield 
assumption. 
 
Key Risks to Target Price 
1) Higher-than-expected bond yields; 2) acquisitions that do not create shareholder value; 3) operational 
disruptions; 4) commodity price risk; 5) unanticipated changes to environmental laws and regulations; 6) 
surprise industry regulation; 7) WCSB risk; 8) unfavourable regulatory decisions; 9) escalating construction 
costs; 10) execution of large construction projects; 11) completion of pending acquisitions, and 12) access to 
capital markets. 
 
Investment Conclusion 
AltaGas’ Q1/12 results beat expectations, and the company’s organic growth projects and SEMCO acquisition 
are largely progressing as expected. Going forward, AltaGas’ investments in wind and hydro power, along 
with growth in its regulated utility business, should increase the proportion of its stable cash flows over time. 
We believe that a premium valuation is warranted for the company's best-in-class growth, relatively low 
valuation, and attractive dividend yield.  







 
Action Notes April 27, 2012 


Equity Research 
5 of 6 


 


 


 


TD Securities Equity Research Disclosures 
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Recommendations 
A LB: Action List Buy;  
SPB: Speculative Buy; 
BUY: Buy; HLD: Hold;  
TND: Tender; RDC: 
Reduce


Notes 
IC: Initiated Coverage
CC: Ceased Coverage 
A C: Analyst Change 
SC:Coverage 
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R: Reorganization 


1: 1/8/09; BUY, $20.00 tgt
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Research Ratings 
ACTION LIST BUY: The stock's total return is expected to exceed a minimum of 15%, on a risk-adjusted basis, over the next 12 months and it is a top 
pick in the Analyst's sector. 
BUY: The stock’s total return is expected to exceed a minimum of 15%, on a risk-adjusted basis, over the next 12 months. 
SPECULATIVE BUY:  The stock's total return is expected to exceed 30% over the next 12 months; however, there is material event risk associated with 
the investment that could result in significant loss. 
HOLD: The stock’s total return is expected to be between 0% and 15%, on a risk-adjusted basis, over the next 12 months. 
TENDER: Investors are advised to tender their shares to a specific offer for the company's securities or to support a proposed combination reflecting our 
view that a superior offer is not forthcoming. 
REDUCE: The stock’s total return is expected to be negative over the next 12 months. 
 
Overall Risk Rating in order of increasing risk: Low (6.7% of coverage universe), Medium (31.5%), High (49.4%), Speculative (12.4%)  
      
Analyst Certification 
Each analyst of TD Securities Inc. whose name appears on page 1 of this research report hereby certifies that (i) the recommendations and opinions 
expressed in the research report accurately reflect the research analyst's personal views about any and all of the securities or issuers discussed herein 
that are within the analyst’s coverage universe and (ii) no part of the research analyst's compensation was, is, or will be, directly or indirectly, related to 
the provision of specific recommendations or views expressed by the research analyst in the research report. 
 
Disclaimer 
This report is produced entirely by TD Securities Inc. Although the information contained in this report has been obtained from sources that TD 
Securities Inc. believes to be reliable, we do not guarantee its accuracy, and as such, the information may be incomplete or condensed. All opinions, 
estimates and other information included in this report constitute our judgment as of the date hereof and are subject to change without notice. TD 
Securities Inc. will furnish upon request publicly available information on which this report is based. TD Securities (USA) LLC has accepted responsibility 
in the United States for the contents of this research. TD Securities Limited has accepted responsibility in Europe for the contents this report. Canadian 
clients wishing to effect transactions in any security discussed should do so through a qualified salesperson of TD Securities Inc. Canadian retail 
investors are served by TD Waterhouse Canada Inc., a subsidiary of The Toronto-Dominion Bank. U.S. clients wishing to effect transactions in any 
security discussed should do so through a qualified salesperson of TD Securities (USA) LLC. European clients wishing to effect transactions in any 
security discussed should do so through a qualified salesperson of TD Securities Limited. Insofar as the information on this report is issued in the U.K. 
and Europe, it has been issued with the prior approval of TD Securities Limited and only to persons falling within Articles 19 and 49 of the Financial 
Services & Markets Act 2000 (Financial Promotion) Order 2001, namely persons sufficiently expert to understand the risks involved. This report has 
been distributed in Hong Kong through The Toronto-Dominion Bank (Hong Kong Branch), which is regulated by the Hong Kong Monetary Authority. TD 
Securities Limited is providing financial services to wholesale clients in Australia in reliance on Class Order CO 03/1099. No recipient may pass on the 
information contained in this report to any other person without the prior written consent of TD Securities Inc. TD Securities Inc., TD Securities (USA) 
LLC and TD Securities Limited are wholly owned subsidiaries of The Toronto-Dominion Bank. TD Securities Limited is authorised and regulated by the 
Financial Services Authority. Copyright 2012 by TD Securities. All rights reserved. 
 
Full disclosures for all companies covered by TD Securities can be viewed at https://www.tdsresearch.com/equities/disclosures  by TD Securities' 
institutional equity clients. 
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Company Profile 
AltaGas Ltd. (ALA-T) is involved in power 
generation and the natural gas value chain, 
including natural gas extraction and 
processing, fractionation, natural gas 
transportation, and natural gas distribution.     
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Please see the final pages of 
this document for important 
disclosure information. 


AltaGas Ltd. 
(ALA-T) C$28.39 
 
Acquisition of Midstream Assets & New Pipeline Project 
Announced 
 
Event 
• AltaGas announced that it has entered into an agreement with Quatro 


Resources Inc. (Quatro) to acquire a 50% interest in its midstream assets 
for $20 million. 


• AltaGas also announced that it will construct a new 70-km pipeline for 
$100 million. 


 
Impact 
SLIGHTLY POSITIVE.  
Using our assumptions, we estimate that the asset acquisition and pipeline 
project could be approximately $0.05 accretive to AFFO/share and $0.04 
accretive to EPS on an annual basis. 
 
Details 
• Description: Quatro’s midstream assets include an 87% interest in the 


75 mmcf/d Gilby gas plant, a 0.27% interest in the Rimbey gas plant, 
and some neighboring gathering and compression assets. The new 
pipeline project will connect the Gilby gas plant and AltaGas’ Sylvan 
Lake gas plant to AltaGas’ deep-cut, turbo expander facility at the Joffre 
Ethane Extraction Plant (JEEP). The new pipeline in West-Central 
Alberta will allow producers in the Hoadley Glauconite and Duvernay 
resource plays increased recovery of the value of NGLs.  


• Fee-for-service Contracts: The volumes committed to the pipeline and 
JEEP are underpinned by a long-term fee-for-service contract. The 
increased volumes are expected to fully utilize JEEP’s excess capacity. 


• Financing: The acquisition and pipeline construction costs will be 
funded using the company’s credit facilities. 


• Approvals and Timing: The pipeline project is subject to customary 
conditions. The Quatro acquisition is expected to close in Q3/12 and the 
new pipeline project is expected to be completed by late-2013.  


 


 
Pipelines, Power & Utilities 
 


Recommendation: ACTION LIST BUY     
  Unchanged 


Risk: MEDIUM 


12-Month Target Price: C$36.00     
  Unchanged 


12-Month Total Return: 31.7% 
 


Market Data (C$) 
Current Price $28.39
52-Wk Range $21.25-$32.67
Mkt Cap (f.d.)($mm) $2,580.7
Dividend per Share $1.38
Dividend Yield 4.9%
Avg. Daily Trading Vol. (3mths) 286685 


Financial Data (C$) 
Fiscal Y-E December
Shares O/S (f.d.)(mm) 90.9
Float Shares (mm) 89.8
Net Debt/Tot Cap 52.2%
BVPS (basic) $13.20  


Estimates (C$) 
Year 2011A 2012E 2013E 2014E


EBITDA ($mm) 257.0 359.6 501.7 560.0
EBITDA (old)($mm) 257.0 358.9 499.1 546.1
EPS (f.d.) 0.98 1.15 1.34 1.48
EPS (f.d.)(old) 0.98 1.15 1.33 1.44
AFFO/Shr 2.38 2.78 3.39 3.65
AFFO/Shr (old) 2.38 2.78 3.38 3.60 


AFFO/Shr Quarterly Estimates (C$) 
Year 2011A 2012E 2013E 2014E


Q1 0.74 0.77 -- --
Q2 0.49 0.49 -- --
Q3 0.48 -- -- --
Q4 0.65 -- -- -- 


Valuations 
Year 2011A 2012E 2013E 2014E


P/E (f.d.) 29.0x 24.7x 21.2x 19.2x
P/AFFO 11.9x 10.2x 8.4x 7.8x  
Notes: Forecasts are presented under US GAAP. 
 
All figures in C$, unless otherwise specified. 


 
    Linda Ezergailis, P.Eng.     Avery Haw (Associate) 
    416 983 7784     416 983 9259 
    linda.ezergailis@tdsecurities.com     avery.haw@tdsecurities.com 
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Valuation 
Exhibit 1. Peer Group Valuation 


Curr. Shares Market Ind. EPS (f.d.) AFFO Per Shr (f.d.) P/E AFFO Yield


Midstream Companies Symbol Price O/S (mm) Cap (mm) Div. Yield 2011A 2012E 2013E 2011A 2012E 2013E 2012E 2013E 2012E 2013E


AltaGas Ltd. ALA $28.39 90.9 $2,581 $1.38 4.9% $0.98 $1.15 $1.34 $2.38 $2.78 $3.39 24.7x 21.3x 9.8% 12.0%


Enbridge Inc. ENB $40.10 769.0 $30,837 $1.13 2.8% $1.46 $1.60 $1.83 $2.59 $2.77 $3.17 27.5x 25.0x 6.9% 7.9%


Gibson Energy Inc. GEI $21.02 98.9 $2,080 $1.00 4.8% $0.41 $0.87 $0.91 $1.47 $1.55 $1.60 24.2x 23.0x 7.4% 7.6%


Veresen Inc. VSN $12.45 193.7 $2,412 $1.00 8.0% $0.33 $0.35 $0.36 $1.18 $1.13 $1.20 35.5x 34.2x 9.1% 9.6%


Enbridge Income Fund Holdings Inc. ENF $22.70 39.7 $901 $1.24 5.4% $1.02 $1.93 $1.84 $1.59 $1.93 $1.84 11.8x 12.4x 8.5% 8.1%


Inter Pipeline Fund IPL.UN $19.66 267.2 $5,253 $1.05 5.3% $0.95 $0.99 $0.97 $1.44 $1.42 $1.49 19.9x 20.2x 7.2% 7.6%


Keyera Corp. KEY $40.63 76.6 $3,113 $2.04 5.0% $1.90 $1.86 $2.07 $2.83 $2.73 $3.33 21.8x 19.6x 6.7% 8.2%


Pembina Pipeline Corp. PPL, PBA $27.46 293.7 $8,065 $1.62 5.9% $0.99 $1.10 $1.11 $1.73 $1.96 $2.01 24.9x 24.8x 7.1% 7.3%


TransCanada Corp. TRP $42.96 705.0 $30,287 $1.76 4.1% $2.23 $2.19 $2.31 $4.60 $4.47 $4.76 19.3x 19.6x 10.4% 11.1%


Average 5.1% 23.3x 22.2x 8.1% 8.8%


Notes:


1) Averages exclude ATCO Ltd.  
 
Source: Thomson, TD Securities. 


 
Justification of Target Price 
Our $36.00 target price is predicated on 75% of our 2013 financial estimates and 25% of our 2014 estimates as 
follows: 1) 25% EV/EBITDA multiple of 11.5x, 2) 25% relative dividend yield of 175%, and 3) 50% free cash 
flow yield of 9.5%. Our target price also incorporates a 2.50% 10-year Government of Canada bond yield 
assumption. 
 
Key Risks to Target Price 
1) Higher-than-expected bond yields; 2) acquisitions that do not create shareholder value; 3) operational 
disruptions; 4) commodity price risk; 5) unanticipated changes to environmental laws and regulations; 6) 
surprise industry regulation; 7) WCSB risk; 8) unfavourable regulatory decisions; 9) escalating construction 
costs; 10) execution of large construction projects; 11) completion of pending acquisitions, and 12) access to 
capital markets. 
 
Investment Conclusion 
We view the announcements positively as the assets should generate stable earnings and cash flows at returns 
consistent with similar investments. Going forward, AltaGas’ investments in wind and hydro power, along 
with growth in its regulated utility business, should increase the proportion of its stable cash flows over time. 
We believe that a premium valuation is warranted for the company's best-in-class growth, relatively low 
valuation, and attractive dividend yield. 
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Recommendations 
A LB: Action List Buy;  
SPB: Speculative Buy; 
BUY: Buy; HLD: Hold;  
TND: Tender; RDC: 
Reduce


Notes 
IC: Initiated Coverage
CC: Ceased Coverage 
A C: Analyst Change 
SC:Coverage 
Suspended 
R: Reor g anization 


1: 7/15/09; BUY, $17.50 tgt 
2: 8/17/09; BUY, $18.00 tgt 
3: 11/5/09; HLD, $18.00 tgt 
4: 5/31/10; BUY, $20.00 tgt 
5: 7/29/10; BUY, $21.00 tgt 
6: 10/29/10; BUY, $22.00 tgt
7: 12/8/10; BUY, $23.00 tgt 
8: 2/24/11; BUY, $25.00 tgt 
9: 5/5/11; BUY, $26.00 tgt
10: 7/28/11; BUY, $27.00 tgt
11: 8/24/11; BUY, $29.00 tgt
12: 9/20/11; BUY, $30.00 tgt
13: 10/27/11; BUY, $33.00 tgt 
14: 2/23/12; ALB, $36.00 tgt
15: 4/26/12; ALB, $38.00 tgt
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Research Ratings 
ACTION LIST BUY: The stock's total return is expected to exceed a minimum of 15%, on a risk-adjusted basis, over the next 12 months and it is a top 
pick in the Analyst's sector. 
BUY: The stock’s total return is expected to exceed a minimum of 15%, on a risk-adjusted basis, over the next 12 months. 
SPECULATIVE BUY:  The stock's total return is expected to exceed 30% over the next 12 months; however, there is material event risk associated with 
the investment that could result in significant loss. 
HOLD: The stock’s total return is expected to be between 0% and 15%, on a risk-adjusted basis, over the next 12 months. 
TENDER: Investors are advised to tender their shares to a specific offer for the company's securities or to support a proposed combination reflecting our 
view that a superior offer is not forthcoming. 
REDUCE: The stock’s total return is expected to be negative over the next 12 months. 
 
Overall Risk Rating in order of increasing risk: Low (6.6% of coverage universe), Medium (31.3%), High (50.0%), Speculative (12.1%) 
        
Analyst Certification 
Each analyst of TD Securities Inc. whose name appears on page 1 of this research report hereby certifies that (i) the recommendations and opinions 
expressed in the research report accurately reflect the research analyst's personal views about any and all of the securities or issuers discussed herein 
that are within the analyst’s coverage universe and (ii) no part of the research analyst's compensation was, is, or will be, directly or indirectly, related to 
the provision of specific recommendations or views expressed by the research analyst in the research report. 
 
Disclaimer 
This report is produced entirely by TD Securities Inc. Although the information contained in this report has been obtained from sources that TD 
Securities Inc. believes to be reliable, we do not guarantee its accuracy, and as such, the information may be incomplete or condensed. All opinions, 
estimates and other information included in this report constitute our judgment as of the date hereof and are subject to change without notice. TD 
Securities Inc. will furnish upon request publicly available information on which this report is based. TD Securities (USA) LLC has accepted responsibility 
in the United States for the contents of this research. TD Securities Limited has accepted responsibility in Europe for the contents this report. Canadian 
clients wishing to effect transactions in any security discussed should do so through a qualified salesperson of TD Securities Inc. Canadian retail 
investors are served by TD Waterhouse Canada Inc., a subsidiary of The Toronto-Dominion Bank. U.S. clients wishing to effect transactions in any 
security discussed should do so through a qualified salesperson of TD Securities (USA) LLC. European clients wishing to effect transactions in any 
security discussed should do so through a qualified salesperson of TD Securities Limited. Insofar as the information on this report is issued in the U.K. 
and Europe, it has been issued with the prior approval of TD Securities Limited and only to persons falling within Articles 19 and 49 of the Financial 
Services & Markets Act 2000 (Financial Promotion) Order 2001, namely persons sufficiently expert to understand the risks involved. This report has 
been distributed in Hong Kong through The Toronto-Dominion Bank (Hong Kong Branch), which is regulated by the Hong Kong Monetary Authority. TD 
Securities Limited is providing financial services to wholesale clients in Australia in reliance on Class Order CO 03/1099. No recipient may pass on the 
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Company Profile 
AltaGas Ltd. (ALA-T) is involved in power 
generation and the natural gas value chain, 
including natural gas extraction and 
processing, fractionation, natural gas 
transportation, and natural gas distribution.     
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Please see the final pages of 
this document for important 
disclosure information. 


AltaGas Ltd. 
(ALA-T) C$30.58 
 
Weak Q2 Results on Lower Commodity Prices; Thesis Remains 
Intact 
 
Event 
AltaGas reported Q2/12 AFFO/share (f.d.) of $0.38, below our $0.49 estimate 
and Q2/11 AFFO/share (f.d.) of $0.49. 
 
Impact 
SLIGHTLY NEGATIVE. 
Our financial forecasts decline slightly primarily as a result of a $5/MWh 
decline in our spot Alberta power price assumption for 2012+ to $65/MWh, as 
well as an assumed increase in NGL margin differentials between Edmonton 
and Mt. Belvieu over the medium term. Our target price valuation has been 
rolled forward by a quarter to be half based on 2014, which offsets our lower 
financial forecasts. Our target remains $36. 
 
Details 
Gas Business operating income of $19.5 million declined from $25.2 million 
in Q2/11 due to lower frac margins and processed volumes, a decrease in 
ethane volumes processed due to outages downstream of some of AltaGas' 
extraction facilities, planned maintenance at two extraction plants, and lower 
transmission revenue. This was partially offset by lower operating costs and 
higher processing rates at some of the facilities. 
  
Power Business operating income of $14.0 million was slightly below $15.5 
million in Q2/11 as a result of lower Alberta power pool prices, higher costs 
related to the Sundance PPA and G&A. The decrease was partially offset by 
increased hedged volumes, increased prices received by the peaking facilities, 
higher Bear Mountain generation, and incremental generation from new 
biomass and hydro power assets.  
 
Utilities Business operating income of $5.2 million increased slightly from 
$4.9 million in Q2/11 due to several factors, including the acquisition of 
Pacific Northern Gas (PNG), and rate base growth at the Alberta and Nova 
Scotia utilities. Recall that Q2 is typically a seasonally weak quarter for the 
gas distribution utilities. 
 


 
Pipelines, Power & Utilities 
 


Recommendation: ACTION LIST BUY     
  Unchanged 


Risk: MEDIUM 


12-Month Target Price: C$36.00     
  Unchanged 


12-Month Total Return: 22.2% 
 


Market Data (C$) 
Current Price $30.58
52-Wk Range $21.25-$32.67
Mkt Cap (f.d.)($mm) $2,788.9
Dividend per Share $1.38
Dividend Yield 4.5%
Avg. Daily Trading Vol. (3mths) 295954 


Financial Data (C$) 
Fiscal Y-E December
Shares O/S (f.d.)(mm) 91.2
Float Shares (mm) 90.3
Net Debt/Tot Cap 48.3%
BVPS (basic) $13.22  


Estimates (C$) 
Year 2011A 2012E 2013E 2014E


EBITDA ($mm) 257.0 347.7 487.5 541.6
EBITDA (old)($mm) 257.0 359.6 501.7 560.0
EPS (f.d.) 0.98 1.01 1.20 1.34
EPS (f.d.)(old) 0.98 1.15 1.34 1.48
AFFO/Shr 2.38 2.62 3.23 3.47
AFFO/Shr (old) 2.38 2.78 3.39 3.65 


AFFO/Shr Quarterly Estimates (C$) 
Year 2011A 2012E 2013E 2014E


Q1 0.74 0.77 -- --
Q2 0.49 0.38 -- --
Q3 0.48 0.51 -- --
Q4 0.65 -- -- -- 


Valuations 
Year 2011A 2012E 2013E 2014E


P/E (f.d.) 31.2x 30.3x 25.5x 22.8x
P/AFFO 12.8x 11.7x 9.5x 8.8x  
Notes: Forecasts are presented under US GAAP. 
 
All figures in C$, unless otherwise specified. 


 
    Linda Ezergailis, P.Eng.     Avery Haw (Associate) 
    416 983 7784     416 983 9259 
    linda.ezergailis@tdsecurities.com     avery.haw@tdsecurities.com 
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Corporate expenses before financing costs declined by $2.1 million year over year, largely due to lower 
unrealized pre-tax losses on equity investments during Q2/12 compared with Q2/11.  
 
Exhibit 1. Segmented Operating Income ($mm unless stated otherwise) 


Q2/12 Q2/11 $ million %
Gas Business 19.5        25.2       (5.7)          -23%
Power Business 14.0        15.5       (1.5)          -10%
Utilities Business 5.2          4.9         0.3           6%
Corporate (9.3)         (11.4)      2.1           -18%
Operating Income (EBIT) 29.4        34.2       (4.8)          -14%
Unrealized Gains/(Losses) on Risk Management Contracts 23.6        (8.6)        32.3         -374%
Foreign Exchange Gain (Loss) (2.0)         (0.0)        (2.0)          4012%
Interest Expense (13.1)       (13.7)      0.6           -5%
Income Tax Expense (8.7)         3.9         (12.6)        -320%
Non-Controlling Interests (0.3)         -         (0.3)          n.a
Preferred Share Dividends (3.1)         (2.5)        (0.6)          24%
Reported Net Income (to Common Shares) 25.8        13.3       12.6         95%


Cash from Operations Before Changes in Non-Cash Working 
Capital 39.8        45.0       (5.2)          -12%
Preferred Share Dividends (3.1)         (2.5)        (0.6)          24%
Maintenance Capital Expenditures (2.1)         (0.9)        (1.2)          133%
Free-Cash-Flow 34.6        41.6       (7.0)          -17%


Free-Cash-Flow per Share (Diluted) $0.38 $0.49 ($0.11) -23%


YoY Change


 
Source: Company Reports, TD Securities. 


 
Outlook 
Management Outlook: AltaGas expects to report stronger consolidated earnings in 2012 versus 2011 as a 
result of significant projects being commissioned in H2/12, no major turnarounds in the Gas division, the 
acquisition of PNG, existing utility rate base growth, and the pending acquisition of SEMCO (August 30, 
2012). Partially offsetting the above factors include lower spot Alberta power prices and frac spreads, as well 
as some natural gas processing plants experiencing lower volumes in areas of reduced drilling activity.   
 
Some Additional H2/12 Power Hedging; Revising our Power Price Assumptions: Approximately 60% of 
AltaGas’ H2/12 power volumes exposed to Alberta power prices have been hedged at $68/MWh, and 31% of 
2013 power volumes have been hedged at an average of $65/MWh. With the recent Sundance A PPA 
arbitration decision, the return of 560 MW of base-load coal-fired generating capacity will have a dampening 
effect on power prices when the units return to service in late-2013. As such, we are lowering our 2012+ 
Alberta power price assumptions by $5/MWh to $65/MWh. We note that based on our calculations, every 
$10/MWh change to Alberta average power prices translates to a $0.34 change in AFFO/share annually (on an 
unhedged basis). 
 
No Material Change to Frac Spread Hedging: Approximately 80% of 2012 frac spread exposure and 35% 
of 2013 frac spread exposure have been hedged at approximately $35/bbl. Management expects H2/12 spot 
frac spreads to range $20-$30/bbl (before deducting extraction premiums). Recall that approximately 13% of 
the total extraction volumes in 2012 are expected to be exposed to frac spreads.  
 
Hydro Project Updates: The 195-MW Forrest Kerr project is progressing ahead of schedule and on budget, 
with approximately 90% of the costs contractually committed. As for the excavation, 62% is complete and 
tracking ahead of plan due to stable and consistent rock formations. The power tunnel is one-third complete 
and is expected to be finished by Q1/13. In addition, construction of the access road and bridge work has 
started for the 66-MW McLymont and 16-MW Volcano Creek projects, with the projects on schedule as well. 
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Q3/12 Preview: We are estimating Q3/12 AFFO/share of $0.51, $0.03 above Q3/11 results. Incremental 
contribution from the Harmattan Co-stream project, Blair Creek expansion and the Gilby gas plant acquisition 
could be partially offset by lower year-over-year frac spreads, higher financing and acquisition costs, and an 
increase in shares outstanding. 


 
Exhibit 2. Recent and Forward Alberta Power Prices 


Alberta Power Prices (C$/MWh)


$0.00


$20.00


$40.00


$60.00


$80.00


$100.00


$120.00


On-Peak  $85.28  $56.18  $75.10  $64.16  $86.63  $106.32  $86.58  $116.86  $61.07  $65.74  $110.48  $89.85  $88.45  $84.46 


Average  $71.55  $43.84  $62.98  $54.64  $70.39  $80.42  $66.96  $89.94  $47.81  $50.89  $76.22  $63.38  $64.75  $62.00 


2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012E 2013E 2014E


Alberta Average Power Prices (C$/MWh)
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2008  $76.93  $107.52  $80.21  $95.14  $89.94 


2009  $63.35  $32.30  $49.49  $46.28  $47.81 


2010  $40.78  $81.15  $35.77  $45.95  $50.89 


2011  $82.03  $51.90  $94.69  $76.11  $76.22 


2012E  $60.10  $40.03  $80.18  $63.38 


Q1 Q2 Q3 Q4 Year


Recent Price  $7.71 


 
Source: Bloomberg, NGX, TD Securities. 


 
Valuation 
Exhibit 3. Peer Group Valuation 
 


Curr. Shares Market Ind. EPS (f.d.) AFFO Per Shr (f.d.) P/E AFFO Yield


Pipeline & Midstream Companies Symbol Price O/S (mm) Cap (mm) Div. Yield 2011A 2012E 2013E 2011A 2012E 2013E 2012E 2013E 2012E 2013E


AltaGas Ltd. ALA $30.58 91.2 $2,789 $1.38 4.5% $0.98 $1.01 $1.20 $2.38 $2.62 $3.23 30.2x 25.5x 8.6% 10.5%


Enbridge Inc. ENB $42.05 769.0 $32,336 $1.13 2.7% $1.46 $1.60 $1.83 $2.59 $2.77 $3.17 26.2x 23.0x 6.6% 7.5%


Enbridge Income Fund Holdings Inc. ENF $22.96 39.7 $912 $1.24 5.4% $1.02 $1.93 $1.84 $1.59 $1.93 $1.84 11.9x 12.5x 8.4% 8.0%


Gibson Energy Inc. GEI $21.34 98.9 $2,111 $1.00 4.7% $0.41 $0.89 $0.95 $1.47 $1.57 $1.63 23.9x 22.4x 7.3% 7.6%


Inter Pipeline Fund IPL.UN $19.83 267.2 $5,299 $1.05 5.3% $0.95 $0.99 $0.97 $1.44 $1.42 $1.49 20.1x 20.3x 7.2% 7.5%


Keyera Corp. KEY $44.06 76.6 $3,376 $2.04 4.6% $1.90 $1.85 $2.07 $2.83 $2.73 $3.36 23.8x 21.3x 6.2% 7.6%


Pembina Pipeline Corp. PPL, PBA $26.90 293.7 $7,901 $1.62 6.0% $0.99 $1.10 $1.11 $1.73 $1.96 $2.01 24.4x 24.3x 7.3% 7.5%


TransCanada Corp. TRP $44.80 705.0 $31,584 $1.76 3.9% $2.23 $2.05 $2.21 $4.60 $4.53 $4.62 21.8x 20.3x 10.1% 10.3%


Veresen Inc. VSN $12.68 193.7 $2,456 $1.00 7.9% $0.33 $0.35 $0.36 $1.18 $1.13 $1.20 36.2x 34.8x 8.9% 9.5%


Average 5.0% 24.3x 22.7x 7.8% 8.5%  
 
Notes: 
1) Averages exclude ATCO Ltd. 
Source: Thomson, TD Securities. 


 
Justification of Target Price 
Our $36.00 target price is predicated on 50% of our 2013 financial estimates and 50% of our 2014 estimates as 
follows: 1) 25% EV/EBITDA multiple of 12.0x, 2) 25% relative dividend yield of 175%, and 3) 50% free cash 
flow yield of 9.0%. Our target price also incorporates a 2.50% 10-year Government of Canada bond yield 
assumption. 
 
Key Risks to Target Price 
1) Higher-than-expected bond yields; 2) acquisitions that do not create shareholder value; 3) operational 
disruptions; 4) commodity price risk; 5) unanticipated changes to environmental laws and regulations; 6) 
surprise industry regulation; 7) WCSB risk; 8) unfavourable regulatory decisions; 9) escalating construction 
costs; 10) execution of large construction projects; 11) completion of pending acquisitions, and 12) access to 
capital markets. 
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Investment Conclusion 
While commodity prices created some headwinds for AltaGas in Q2/12, we believe that the company's 
sensitivity to commodity prices will decline after the SEMCO acquisition closes and its numerous contracted 
projects are completed. This growth in the utility business and investments in wind and hydro power should 
increase the proportion of AltaGas' stable cash flows over time. We believe that a premium valuation is 
warranted for the company's best-in-class growth, as well as attractive combination of income and relative 
value. 
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REDUCE: The stock’s total return is expected to be negative over the next 12 months. 
 
Overall Risk Rating in order of increasing risk: Low (6.7% of coverage universe), Medium (31.6%), High (49.7%), Speculative (12.0%)  
             
Analyst Certification 
Each analyst of TD Securities Inc. whose name appears on page 1 of this research report hereby certifies that (i) the recommendations and opinions 
expressed in the research report accurately reflect the research analyst's personal views about any and all of the securities or issuers discussed herein 
that are within the analyst’s coverage universe and (ii) no part of the research analyst's compensation was, is, or will be, directly or indirectly, related to 
the provision of specific recommendations or views expressed by the research analyst in the research report. 
 
Disclaimer 
This report is produced entirely by TD Securities Inc. Although the information contained in this report has been obtained from sources that TD 
Securities Inc. believes to be reliable, we do not guarantee its accuracy, and as such, the information may be incomplete or condensed. All opinions, 
estimates and other information included in this report constitute our judgment as of the date hereof and are subject to change without notice. TD 
Securities Inc. will furnish upon request publicly available information on which this report is based. TD Securities (USA) LLC has accepted responsibility 
in the United States for the contents of this research. TD Securities Limited has accepted responsibility in Europe for the contents this report. Canadian 
clients wishing to effect transactions in any security discussed should do so through a qualified salesperson of TD Securities Inc. Canadian retail 
investors are served by TD Waterhouse Canada Inc., a subsidiary of The Toronto-Dominion Bank. U.S. clients wishing to effect transactions in any 
security discussed should do so through a qualified salesperson of TD Securities (USA) LLC. European clients wishing to effect transactions in any 
security discussed should do so through a qualified salesperson of TD Securities Limited. Insofar as the information on this report is issued in the U.K. 
and Europe, it has been issued with the prior approval of TD Securities Limited and only to persons falling within Articles 19 and 49 of the Financial 
Services & Markets Act 2000 (Financial Promotion) Order 2001, namely persons sufficiently expert to understand the risks involved. This report has 
been distributed in Hong Kong through The Toronto-Dominion Bank (Hong Kong Branch), which is regulated by the Hong Kong Monetary Authority. TD 
Securities Limited is providing financial services to wholesale clients in Australia in reliance on Class Order CO 03/1099. No recipient may pass on the 
information contained in this report to any other person without the prior written consent of TD Securities Inc. TD Securities Inc., TD Securities (USA) 
LLC and TD Securities Limited are wholly owned subsidiaries of The Toronto-Dominion Bank. TD Securities Limited is authorised and regulated by the 
Financial Services Authority. Copyright 2012 by TD Securities. All rights reserved. 
 
Full disclosures for all companies covered by TD Securities can be viewed at https://www.tdsresearch.com/equities/disclosures  by TD Securities' 
institutional equity clients. 
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No securities regulatory authority has expressed an opinion about these securities and it is an offence to claim 
otherwise. 


This prospectus supplement, together with the short form base shelf prospectus dated December 7, 2011 to which it 
relates, as amended or supplemented, and each document incorporated or deemed to be incorporated by reference 
in the short form base shelf prospectus (including applicable pricing supplements) constitutes a public offering of 
these securities only in those jurisdictions where they may lawfully be offered for sale and therein only by persons 
permitted to sell such securities. 


The Notes (as hereinafter defined) to be offered hereunder have not been, and will not be, registered under the 
United States Securities Act of 1933, as amended and may not be offered or sold in the United States of America or 
to U.S. persons unless registered under the U.S. Securities Act (as hereinafter defined) and applicable state 
securities laws or an exemption therefrom is available. See “Plan of Distribution”. 


Information has been incorporated by reference in this prospectus supplement from documents filed with 
securities commissions or similar authorities in Canada.  Copies of the documents incorporated herein by 
reference may be obtained on request without charge from the Vice President, General Counsel and Corporate 
Secretary of AltaGas at 1700, 355 – 4th Avenue S.W., Calgary, Alberta, T2P 0J1 (telephone (403) 691-7575) and are 
also available electronically at www.sedar.com. 


PROSPECTUS SUPPLEMENT 
To a Short Form Base Shelf Prospectus Dated December 7, 2011 


New Issue April 9, 2012  


 


ALTAGAS LTD. 
Medium Term Note Debentures 


(Unsecured) 


AltaGas Ltd. (“AltaGas”) may offer to the public from time to time, during the 25 month period 
that the short form base shelf prospectus to which this prospectus supplement relates remains valid, 
medium term notes (“Notes”) having maturities of not less than one year from the date of issue. The 
Notes will be issued under an amended and restated trust indenture dated July 1, 2010 (the “Trust 
Indenture”) between AltaGas and Computershare Trust Company of Canada, as trustee (the “Note 
Trustee”), as amended and supplemented from time to time, will be direct unsecured obligations of 
AltaGas and will rank pari passu, except as to sinking fund or analogous provisions, if any, with all other 
unsecured and unsubordinated indebtedness of AltaGas.   


The specific variable terms of any offering of Notes (each an “Offering”) will be established at 
the time of the offering and sale of the Notes and will be set forth in a pricing supplement or other 
prospectus supplement which will accompany this prospectus supplement, including any amendments 
thereto. Such terms will include, where applicable and without limitation, the aggregate principal amount 
being offered, the currency or currencies, the issue and delivery date, the maturity date, the issue price 
(and manner of determination thereof if offered on a non-fixed price basis), the interest rate (either fixed 
or floating and, if floating, the manner of calculation thereof), the interest payment date(s), the 
redemption, exchange or conversion provisions (if any) or repayment terms, the actual commission of the 
Dealers (as hereinafter defined), the method of distribution and the net proceeds to AltaGas. AltaGas 
reserves the right to set forth in a pricing supplement or other prospectus supplement specific terms 
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pertaining to the Notes which are not within the options and parameters set forth in this prospectus 
supplement. 


Unless otherwise specified in a pricing supplement or other prospectus supplement, each Offering 
of Notes will be issued as a fully registered global note in denominations of $5,000 and multiples of 
$1,000 above such amount. The Notes will either be interest bearing Notes or non-interest bearing Notes 
issued at par, a discount or a premium. The Notes may be issued in an aggregate principal amount of up to 
$2,000,000,000 (or the equivalent thereof in other currencies based on the applicable exchange rate at the 
time of the Offering) or, if offered at an original issue discount, such greater amount as shall result in an 
aggregate Offering price of up to $2,000,000,000 (or the equivalent thereof in other currencies based on 
the applicable exchange rate at the time of the Offering). Such amount is subject to reduction as a result of 
the sale by AltaGas of other securities pursuant to other prospectus supplements to the prospectus. See 
“Description of the Notes”. In the opinion of counsel, the Notes, if issued on the date of this prospectus 
supplement, would be qualified investments under the Tax Act (as hereinafter defined) for certain 
investors referred to under “Eligibility for Investment”. 


RATES ON APPLICATION 


The Notes will be offered severally by one or more of BMO Nesbitt Burns Inc. (“BMO”), 
Beacon Securities Limited, CIBC World Markets Inc. (“CIBC”), HSBC Securities (Canada) Inc. 
(“HSBC”), Macquarie Capital Markets Canada Ltd., National Bank Financial Inc. (“NBF”), RBC 
Dominion Securities Inc. (“RBC”), Scotia Capital Inc. (“Scotia”) and TD Securities Inc. (“TD”) pursuant 
to the Dealer Agreement referred to under the heading “Plan of Distribution”, or by such other investment 
dealers as may be selected from time to time by AltaGas (collectively, the “Dealers” and individually, a 
“Dealer”). The Dealers shall act as AltaGas’ agents or as principals, as the case may be, subject to 
confirmation by AltaGas pursuant to the Dealer Agreement. The rate of commission payable in 
connection with each sale of Notes by the Dealers will be as determined by agreement between AltaGas 
and the Dealers and will be set forth in a pricing supplement which will accompany this prospectus 
supplement. The Notes may be purchased from time to time by any of the Dealers, as an underwriter or 
dealer purchasing as principal, at such prices and at such commissions as may be agreed upon by AltaGas 
and any such Dealers, for resale to the public at prices to be negotiated with purchasers. Such resale prices 
may vary during the distribution period and as between purchasers. Each Dealer’s compensation will be 
increased or decreased by the amount by which the aggregate price paid by the purchasers for Notes 
exceeds or is less than the gross proceeds paid by the Dealers, acting as principal, to AltaGas. AltaGas 
may also offer the Notes to one or more purchasers directly, subject to any applicable dealer registration 
requirements, at such prices and terms as may be negotiated with any such purchasers.  


Any Offering of Notes under this prospectus supplement will be made only in Canada and to 
residents thereof. The Notes have not been and will not be registered under the United States Securities 
Act of 1933, as amended (the “U.S. Securities Act”), and may not be offered, sold or delivered within the 
United States or to U.S. persons (as defined by Regulation S under the U.S. Securities Act) unless 
registered under the U.S. Securities Act and applicable state securities laws or an exemption therefrom is 
available.  


Unless otherwise specified in the applicable pricing supplement, the Notes will not be listed 
on any securities or stock exchange.  No assurance can be given that a trading market in any of the 
Notes will develop or as to the liquidity of any trading market for such Notes.  This may affect the 
pricing of the Notes in the secondary market, the transparency and availability of trading prices, 
the liquidity of the Notes and the extent of issuer regulation.  See “Risk Factors”. 
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Certain of the Dealers are subsidiaries of Canadian chartered banks that are lenders to 
AltaGas or its subsidiaries.  Accordingly, pursuant to applicable securities legislation, AltaGas may 
be considered a “connected issuer” of such Dealers.  A portion of the net proceeds from the sale of 
the Notes may be used to reduce the indebtedness of AltaGas to such lenders. See “Relationship 
Between Certain of the Dealers and AltaGas” and “Use of Proceeds”.  


If, in connection with the Offering of Notes at a fixed price or prices, the Dealers have agreed to 
underwrite the Notes on a firm commitment basis and have made a bona fide effort to sell all of the Notes 
at the initial Offering price fixed in the applicable pricing supplement or other prospectus supplement, the 
Offering price may be decreased and thereafter further changed, from time to time, to an amount not 
greater than the initial public Offering price fixed in the applicable pricing supplement, in which case the 
compensation realized by the Dealers will be decreased by the amount that the aggregate price paid by 
purchasers for the Notes is less than the gross proceeds paid by the Dealers to AltaGas.  See “Plan of 
Distribution”. 


In connection with any Offering of Notes, the Dealers may over-allot or effect transactions which 
stabilize or maintain the market price of the Notes offered at a level above that which might otherwise 
prevail in the open market. Such transactions, if commenced, may be discontinued at any time. See “Plan 
of Distribution”. 


Each Offering is subject to approval of certain legal matters on behalf of AltaGas by Stikeman 
Elliott LLP and on behalf of the Dealers by Blake, Cassels & Graydon LLP. 
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IMPORTANT NOTICE ABOUT INFORMATION IN THIS PROSPECTUS SUPPLEMENT 


In this prospectus supplement, and the documents incorporated by reference herein, unless 
otherwise specified or the context otherwise requires, all dollar amounts are expressed in Canadian 
dollars. References to “dollars” or “$” are to the lawful currency of Canada.  References to “U.S. dollars” 
or “US$” are to the lawful currency of the United States. 
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Unless otherwise indicated, all financial information incorporated by reference in this prospectus 
supplement is determined using Canadian GAAP – Part V which is in effect from time to time.  The 
audited financial statements of SEMCO (as hereinafter defined) as at and for the years ended December 
31, 2011 and 2010 incorporated by reference in this prospectus supplement have been prepared in 
accordance with U.S. GAAP and may not be comparable to financial statements of Canadian companies 
prepared in accordance with Canadian GAAP – Part V or Canadian GAAP.  Reference should be made to 
note 13 in the audited financial statements of SEMCO as at and for the years ended December 31, 2011 
and 2010 for a discussion of the principal differences between SEMCO’s financial results for the periods 
covered by such financial results and financial condition determined under U.S. GAAP and Canadian 
GAAP – Part V.  


For financial years commencing on or after January 1, 2012 and for the interim periods therein, 
AltaGas intends to prepare and file its consolidated financial statements in accordance with U.S. GAAP.  
Information for the comparative periods presented in the aforementioned consolidated financial 
statements will also be prepared in accordance with U.S. GAAP.   


DOCUMENTS INCORPORATED BY REFERENCE 


This prospectus supplement is deemed to be incorporated by reference into the accompanying 
short form base shelf prospectus of AltaGas dated December 7, 2011 (the “prospectus”) solely for the 
purposes of the Offering of the Notes. Other documents are also incorporated or deemed to be 
incorporated by reference into the prospectus and reference should be made to the prospectus for full 
particulars.  


The following are specifically incorporated by reference in and form an integral part of the 
prospectus and this prospectus supplement:   


(a) the annual information form of AltaGas dated March 15, 2012 for the year ended 
December 31, 2011 (the “AIF”); 


(b) the audited consolidated financial statements of AltaGas and notes thereto as at and for 
the years ended December 31, 2011 and 2010 together with the auditors’ report thereon 
filed on March 12, 2012, and the management’s discussion and analysis of results of 
operations and financial condition for the year ended December 31, 2011, filed on March 
12, 2012 (the “2011 MD&A”);  


(c) the information circular dated March 15, 2012 relating to the Annual Meeting of holders 
of common shares of AltaGas (the “Common Shares”) to be held on April 26, 2012;  


(d) the material change report dated February 6, 2012 relating to the proposed acquisition 
(the “Acquisition”) by AltaGas Utility Holdings (U.S.) LLC (“Acquireco”), an indirect 
wholly-owned subsidiary of AltaGas, of all of the issued and outstanding shares of 
common stock of SEMCO Holding Corporation (“SEMCO”) from Continental Energy 
Systems LLC;  


(e) the audited consolidated statements of financial position and of capitalization of SEMCO 
at December 31, 2011 and 2010 and the related statements of operations, of changes in 
equity and comprehensive income and of cash flows for each of the years in the three-
year period ended December 31, 2011, filed on April 9, 2012;  
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(f) the unaudited pro forma consolidated financial statements of AltaGas as at and for the 
year ended December 31, 2011 after giving effect to the Acquisition and the related 
financing assumptions as described therein, filed on April 9, 2012; and 


(g) the sections entitled: 


(i) “Glossary”; 


(ii) “Non-GAAP Financial Measures”; 


(iii) “Acquisition of SEMCO” (but excluding the information under the subheading 
“Selected Unaudited Pro Forma Consolidated Financial Information”); 


(iv) “Risk Factors – Risks Related to the Acquisition”; and 


(v) “Risk Factors – Risks Related to the Business of SEMCO”, 


of the final short form prospectus of AltaGas dated February 14, 2012 (the “Prior 
Prospectus”). 


A pricing supplement containing the specific variable terms for an issue of Notes will be 
delivered to purchasers of such Notes together with this prospectus supplement and the prospectus and 
will be deemed to be incorporated by reference into the prospectus as of the date of such pricing 
supplement solely for the purposes of the Offering of the Notes covered by such pricing supplement or 
other prospectus supplement. 


Updated earnings coverage ratios will be filed quarterly with the applicable securities regulatory 
authorities, either as prospectus supplements or as exhibits to AltaGas’ unaudited interim consolidated 
financial statements and audited annual consolidated financial statements, and will be deemed to be 
incorporated by reference into this prospectus supplement and the prospectus for the purposes of the 
Offering of the Notes. 


Any statement contained in the prospectus, in this prospectus supplement or in any other 
document (or part thereof) incorporated or deemed to be incorporated by reference into the 
prospectus shall be deemed to be modified or superseded, for purposes of this prospectus 
supplement, to the extent that a statement contained herein or in any other subsequently filed 
document (or part thereof) which also is or is deemed to be incorporated by reference into the 
prospectus modifies or supersedes that statement. The modifying or superseding statement need not 
state that it has modified or superseded a prior statement or include any other information set forth 
in the document which it modifies or supersedes. Any statement so modified or superseded shall not 
be deemed, except as so modified or superseded, to constitute a part of this prospectus supplement 
or the prospectus. 


NOTE REGARDING FORWARD-LOOKING STATEMENTS 


This prospectus supplement, the prospectus and the documents incorporated by reference herein 
and therein contain forward-looking statements. When used in this prospectus supplement, the prospectus 
and the documents incorporated by reference herein and therein, the words “may”, “would”, “could”, 
“will”, “intend”, “plan”, “anticipate”, “believe”, “seek”, “propose”, “estimate”, “expect” and similar 
expressions, as they relate to AltaGas or an affiliate of AltaGas, are intended to identify forward-looking 
statements.  In particular, this prospectus supplement, the prospectus and the documents incorporated by 
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reference herein and therein contain forward-looking statements with respect to, among other things, 
business objectives, expected growth, results of operations, performance, business projects and 
opportunities and financial results.   


Specifically, and as at the date hereof, such forward-looking statements are set forth in respect of 
AltaGas’ overall strategy under the heading “AltaGas’ Strategy” in the AIF, including with respect to the 
relative contribution of the gas, power and utilities businesses to revenue growth, statements as they relate 
to gas opportunities with respect to: expectations for the Western Canada Sedimentary Basin (“WCSB”); 
growth opportunities from plant modifications, increasing interests, acquiring and constructing 
infrastructure and growing demand; the anticipated impact of the Harmattan co-stream project and the 
Gordondale project; the contribution of AltaGas’ extraction infrastructure to throughput, utilization and 
profitability; the availability of opportunities to build or acquire gathering, processing, extraction or 
transmission infrastructure and generate operating synergies; and the impact of growing natural gas 
production in northeast British Columbia and northwest Alberta; statements as they relate to power 
opportunities with respect to: power demand growth and price recovery; the timing of new power 
generation and the impact of the planned decommissioning of thermal plants in Alberta, opportunities to 
develop new clean power generation capacity, the anticipated impact of the northwest British Columbia 
run-of-river hydro-electricity projects; and statements as they relate to utility opportunities to build or 
expand natural gas distribution infrastructure in Alberta, British Columbia, Nova Scotia or the Northwest 
Territories and the anticipated acquisition of SEMCO.  In addition, such forward-looking statements are 
set forth under: 


 “General Development of AltaGas’ Business – Historical Development – Development of the Gas 
Business”, including in respect of the expected in service date of the Gordondale project, a natural 
gas processing facility and gathering system in the Gordondale area of the Montney reserve area 
and the expected full utilization of the Harmattan complex upon completion of the Harmattan co-
stream project; 


 
 “General Development of AltaGas’ Business – Historical Development – Development of the 


Power Business”, including in respect of the expected in service date of the Forrest Kerr project 
and the expected cash flows to be derived therefrom, the timing of construction of the McLymont 
Creek project and Volcano Creek project, the expected completion date of a waste heat recovery 
unit near Sparwood, British Columbia and the expected completion date of a second 15 MW 
cogeneration plant at the Harmattan facility; 
 


 “General Development of AltaGas’ Business – Historical Development – Development of the 
Utilities Business – Acquisition of SEMCO”, including in respect of the expected acquisition date 
of SEMCO, the estimated total project costs to operational status of CINGSA and the expected 
timing of completion of CINGSA and availability of natural gas injections and withdrawals; 
 


 “Gas Business – Extraction and Transmission”, including in respect of potential changes in the 
convention for obtaining extraction rights in Alberta, the impact of commodity prices or operating 
costs on NGL extraction, the timing of start-up of the Harmattan co-stream project and the 
utilization of the Harmattan complex resulting from the completion of the Harmattan co-stream 
project;  
 


 “Gas Business – Field Gathering and Processing”, including in respect of the timing of start-up 
of the Gordondale project, how AltaGas may underpin capital commitments, expectations 
regarding natural gas prices and demand for gathering and processing facilities in the WCSB 
associated with the drilling for liquids rich gas and the associated gas from oil-targeted drilling, 
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estimates of the number of natural gas well completions in the WCSB in 2011 and total current 
gas production and AltaGas’ competitiveness in the midstream marketplace; 
 


 “Power Business”, including in respect of expectations for growth through renewable energy 
projects and gas-fired generation opportunities, including cogeneration, the timing of 
commencement of operations at the Forrest Kerr project, expectations regarding the sufficiency 
of coal reserves at the Highvale mine for the Sundance B plant, the expected completion date of 
the second 15 MW cogeneration plant at the Harmattan complex, expectations regarding the 
integration of power from the Glenridge wind development project in AltaGas’ Alberta power 
portfolio, intentions with respect to the sale by Bear Mountain Wind Limited Partnership of 
renewable energy credits as an additional revenue stream, the timing of commencement of 
commercial operations at the Forrest Kerr project, the cost, timing of development and 
construction of the McLymont Creek, Volcano Creek, Log Creek and Kookipi Creek run-of-river 
hydroelectric projects, expectations regarding the cost characteristics of the Sundance B plant, the 
ability to generate further growth for the power infrastructure business with its renewable energy 
portfolio, the supply-demand balance for power in Alberta, the timing of development and 
intentions with respect to the development of AltaGas’ hydroelectric and wind power 
development projects in Canada and the United States and the timing of development of liquefied 
natural gas projects in western Canada, the demand for power from those liquefied natural gas 
projects and the effect on AltaGas’ power generation portfolio;  
 


 “Utilities Business”, including in respect of the potential for Heritage Gas Limited (“Heritage 
Gas”) to apply to the Nova Scotia Utility and Review Board for increases to the revenue 
deficiency account limit, AltaGas’ belief in Heritage Gas’ ability to continue to expand its 
customer base in Nova Scotia, expectations regarding increases in Heritage Gas’ annual natural 
gas deliveries and its ability to access natural gas supplies sufficient to serve all its customers as it 
grows and expectations with respect to Heritage Gas’ 2012 capital expenditures, expectations 
regarding the timing of a decision on AltaGas Utilities Inc.’s (“AUI”) General Rate Application 
for the period 2010-2012, expectations regarding the effect of AUI’s 2013-2017 Incentive Rate 
Application and AUI’s annual growth in service sites, expectations regarding Pacific Northern 
Gas Ltd.’s (“PNG”) 2012 capital expenditures and the timing of regulatory hearings for the 2012 
revenue requirements applications and expectations regarding the remaining proven reserves of 
the Ikhil Joint Venture and the impact on those reserves of Northwest Territories Power 
Corporation ceasing to use such gas, 
 


in the AIF incorporated by reference herein and under the headings “Gas – Gas Outlook”; “Power – 
Power Outlook”; “Utilities – Utilities Outlook”; “Growth Capital”; “Consolidated Outlook”; and 
“Corporate – Corporate Outlook” in the 2011 MD&A. 


This prospectus supplement also incorporates by reference forward-looking statements with respect to: 


 the Acquisition of SEMCO, including: 
 


o the expected Transaction Closing Date of the Acquisition; 
 


o the aggregate cash consideration payable by Acquireco in connection therewith and the 
anticipated sources of financing thereof; 


 
o expected future debt and Preferred Share financings; 


 
o anticipated benefits of the Acquisition, including: 







- 8 - 


  


 
 expectations regarding the strategic fit of SEMCO with AltaGas’ existing 


business and its contribution to earnings, consolidated EBITDA and future cash 
flows, including expected accretion thereof; 
 


 expectations regarding the stability of cash flows from SEMCO’s business, 
including the proportion of EBITDA derived from regulated and long-term 
contracted assets; and 


 
 the growth opportunities associated with SEMCO’s business, including: 


 expected growth of SEMCO’s customer base in Michigan, its rate base 
and the expectations relating to Michigan’s economy improving; 
 


 expectations relating to customer conversions from alternative fuel 
sources to natural gas in Michigan and expectations regarding the 
relative costs of natural gas and other fuel sources; 


 
 expected growth of ENSTAR’s customer base and rate base and the 


contribution to such growth from expected activity levels in the resource 
sector; 


 
 growth projects in Alaska, including pursuant to system enhancements 


and expansions and the potential to expand the CINGSA Storage Project; 
 


o the anticipated in-service date of CINGSA, its benefits in relation to ENSTAR’s ability to 
meet seasonal customer demands and the capital expenditures associated therewith and 
the storage capacity thereof; and 


 
o expectations with respect to the completion and submission of RAPs to MDEQ in 


relation to MGP sites and the accruals made by SEMCO in relation thereto; and 
 


 the entrance into, the terms of, and the anticipated indebtedness to be incurred under, the New 
Credit Facility.   
 
These statements involve known and unknown risks, uncertainties and other factors that may 


cause actual results or events to differ materially from those anticipated in such forward-looking 
statements.  Such statements reflect AltaGas’ then current views with respect to future events based on 
certain material facts and assumptions and are subject to certain risks and uncertainties, including without 
limitation changes in market, competition, governmental or regulatory developments and general 
economic conditions and the other factors described under the heading “Risk Factors” in the AIF, the 
headings “Risk Factors – Risks Related to the Acquisition” and “ – Risks Related to the Business of 
SEMCO” in the Prior Prospectus incorporated herein by reference and the heading “Risk Factors” in this 
prospectus supplement.  The material assumptions in making these forward-looking statements are 
disclosed in the AIF and the 2011 MD&A, respectively, as may be modified or superseded by documents 
incorporated or deemed to be incorporated by reference herein, under the headings set forth above and, in 
respect of the Acquisition of SEMCO, set forth under “Acquisition of SEMCO” in the Prior Prospectus 
incorporated herein by reference. 


Many factors could cause AltaGas’ or any of its business segment’s actual results, performance or 
achievements to vary from those described in this prospectus supplement, the prospectus and the 







- 9 - 


  


documents incorporated by reference herein and therein, including without limitation those listed above as 
well as the assumptions upon which they are based proving incorrect.  These factors should not be 
construed as exhaustive.  Should one or more of these risks or uncertainties materialize, or should 
assumptions underlying forward-looking statements prove incorrect, actual results may vary materially 
from those described in this prospectus supplement, the prospectus and the documents incorporated by 
reference herein and therein as intended, planned, anticipated, believed, sought, proposed, estimated or 
expected, and such forward-looking statements should not be unduly relied upon.  These statements speak 
only as of the date of this prospectus supplement, the prospectus or as of the date specified in the 
documents incorporated by reference herein or therein, as the case may be.  AltaGas does not intend, and 
does not assume any obligation, to update these forward-looking statements except as required by law. 
The forward-looking statements contained in this prospectus supplement, the prospectus and the 
documents incorporated by reference herein and therein are expressly qualified by these cautionary 
statements. 


Financial outlook information contained in this prospectus supplement, the prospectus and the 
documents incorporated by reference herein and therein about prospective results of operations, financial 
position or cash flows is based on assumptions about future events, including economic conditions and 
proposed courses of action, based on management’s assessment of the relevant information currently 
available. Readers are cautioned that such financial outlook information contained in this prospectus 
supplement, the prospectus and the documents incorporated by reference herein and therein should not be 
used for the purposes other than for which it is disclosed herein or therein, as the case may be. 


USE OF PROCEEDS 


The net proceeds from the issuance of Notes, from time to time, will be the issue price less any 
fees or commissions and expenses of the issuance paid in connection therewith. Such net proceeds cannot 
be estimated as of the date of this prospectus supplement, as the amount will depend on the extent to 
which Notes are issued during the 25 month period that the prospectus to which this prospectus 
supplement relates remains valid and upon the terms, conditions and provisions attaching to such Notes. 
The maximum aggregate principal amount of the Notes will not exceed $2,000,000,000 (or the equivalent 
thereof in other currencies based on the applicable exchange rate at the time of the Offering) or, if offered 
at an original issue discount, such greater amount as shall result in an aggregate Offering price of up to 
$2,000,000,000 (or the equivalent thereof in other currencies based on the applicable exchange rate at the 
time of the Offering). Such amount is subject to reduction as a result of the sale by AltaGas of other 
securities pursuant to other prospectus supplements to the prospectus. From time to time, AltaGas may 
issue debt securities and incur additional indebtedness other than through the issue of Notes pursuant to 
the prospectus and this prospectus supplement.  


The net proceeds resulting from the issuance of Notes may be used to reduce outstanding 
indebtedness under the Credit Facilities.  Over the preceding two years, AltaGas and its affiliates used 
borrowings under the Credit Facilities to, among other things, fund the addition of capital assets under 
construction, fund the acquisition of PNG and provide working capital in respect of ongoing operations. 
Any net proceeds not applied to reduce outstanding indebtedness under the Credit Facilities will be used 
by AltaGas for general corporate purposes, which may include the financing of acquisitions and other 
capital expenditures and investments by AltaGas or its subsidiaries. 


Certain of the Dealers are, directly or indirectly, subsidiaries or affiliates of Canadian chartered 
banks which are lenders to AltaGas or its subsidiaries.  Consequently, AltaGas may be considered to be a 
connected issuer of such Dealers for purposes of applicable securities legislation. See “Plan of 
Distribution”.  The expenses of an Offering and commissions will be paid out of AltaGas’ general funds. 
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PRICE RANGE AND TRADING VOLUME 


Common Shares 


The Common Shares are listed and posted for trading on the TSX under the trading symbol 
“ALA”.  The following table sets forth the price range for and trading volume of the Common Shares on 
the TSX for the period from March 2011 through April 5, 2012, as reported by the TSX. 


 Price Range  


 
High  
($) 


Low  
($) Volume 


2011  
March  ........................................................................... 25.95 23.35 4,091,524 
April  .............................................................................. 26.66 24.70 2,909,768 
May  ............................................................................... 25.56 24.41 2,091,347 
June  ............................................................................... 26.07 24.05 4,607,888 
July  ............................................................................... 27.10 25.65 3,287,392 
August  .......................................................................... 27.62 21.25 5,322,737 
September  ..................................................................... 28.67 26.26 5,600,749 
October  ......................................................................... 30.13 25.69 3,730,326 
November ...................................................................... 31.29 29.04 5,144,131 
December ...................................................................... 32.67 30.22 5,148,006 


2012  
January .......................................................................... 32.37 28.23 5,237,701 
February ........................................................................ 30.62 29.09 6,532,946 
March ............................................................................ 32.26 30.30 6,367,029 
April (1-5) ..................................................................... 31.02 30.27 847,060 
    


Preferred Shares, Series A 


The cumulative redeemable 5-year rate reset Preferred Shares, Series A of AltaGas (the 
“Preferred Shares, Series A”) are listed and posted for trading on the TSX under the trading symbol 
“ALA.PR.A”.  The following table sets forth the price range for and trading volume of the Preferred 
Shares, Series A on the TSX for the period from March 2011 through April 5, 2012, as reported by the 
TSX. 


 Price Range  


 
High  
($) 


Low  
($) Volume 


2011  
March  ........................................................................... 25.89 25.24 142,729 
April  .............................................................................. 25.83 25.45 127,363 
May  ............................................................................... 25.90 25.50 109,145 
June  ............................................................................... 25.93 25.30 121,514 
July  ............................................................................... 25.91 25.49 112,591 
August  .......................................................................... 25.94 25.35 159,582 
September  ..................................................................... 25.90 25.47 128,584 
October  ......................................................................... 25.83 24.99 149,834 
November ...................................................................... 26.12 25.63 82,501 
December ...................................................................... 26.15 25.50 72,726 
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 Price Range  


 
High  
($) 


Low  
($) Volume 


2012  
January  ......................................................................... 26.65 25.76 178,635 
February ........................................................................ 26.55 25.65 156,215 
March ............................................................................ 26.22 25.60 102,980 
April (1-5) ..................................................................... 25.97 25.85 10,522 
    


PLAN OF DISTRIBUTION 


Pursuant to a dealer agreement dated April 9, 2012 (the “Dealer Agreement”) between AltaGas 
and the Dealers, the Dealers are authorized, as agents of AltaGas, for such purpose only, to solicit offers 
from time to time to purchase Notes in each of the provinces of Canada, directly and through other 
investment dealers approved by AltaGas. The rate of commission payable in connection with sales by the 
Dealers of Notes will be as determined by agreement between AltaGas and the Dealers and will be set 
forth in a pricing supplement which will accompany this prospectus supplement. The Dealer Agreement 
also provides that Notes may be purchased from time to time by any of the Dealers as an underwriter or 
dealer purchasing as principal, at such prices and at such commissions as may be agreed upon from time 
to time between AltaGas and such Dealers, for resale to the public at prices to be negotiated with each 
purchaser.  Such resale prices may vary during the period of distribution and as between purchasers. 


If, in connection with the Offering of Notes at a fixed price or prices, the Dealers have agreed to 
underwrite the Notes on a firm commitment basis and have made a bona fide effort to sell all of the Notes 
at the initial Offering price in the applicable pricing supplement or other prospectus supplement, the 
Offering price may be decreased and thereafter further changed, from time to time, to an amount not 
greater than the initial Offering price fixed in the applicable pricing supplement, in which case the 
compensation realized by the Dealers will be decreased by the amount that the aggregate price paid by 
purchasers of the Notes is less than the gross proceeds paid by the Dealers to AltaGas. The obligations of 
the Dealers, where purchasing as principal, under the Dealer Agreement may be terminated at their 
discretion upon the occurrence of certain stated events. 


AltaGas may also offer the Notes to one or more purchasers directly, pursuant to registration 
exemptions, in those jurisdictions where such exemptions are available, or pursuant to regulatory 
approval in other jurisdictions, at such prices and terms as may be negotiated with any such purchasers. 


AltaGas and, if applicable, the Dealers reserve the right to reject any offer to purchase the Notes 
in whole or in part.  AltaGas also reserves the right to withdraw, cancel or modify the Offering of the 
Notes under the prospectus and this prospectus supplement without notice.  In addition, the obligations of 
the Dealers to purchase any issue of Notes may be terminated at the discretion of the Dealers upon the 
occurrence of certain stated events. 


The Notes have not been and will not be registered under the U.S. Securities Act or any state 
securities laws, and may not be offered or sold within the United States or to, or for the account or benefit 
of, U.S. persons unless registered under the U.S. Securities Act and applicable state securities laws or an 
exemption therefrom is available. This prospectus supplement does not constitute an offer to sell or a 
solicitation of an offer to buy any of the Notes in the United States. Terms used in this paragraph have the 
meanings given to them by Regulation S under the U.S. Securities Act.  


In connection with any Offering of Notes, the Dealers may over-allot or effect transactions which 
stabilize or maintain the market price of the Notes offered at a level above that which might otherwise 
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prevail in the open market. Such transactions, if commenced, may be discontinued at any time. A Dealer 
may purchase and sell Notes from time to time in the secondary market but is not obligated to do so. 
There can be no assurance that there will be a secondary market for the Notes. The offering price and 
other selling terms for such sales in the secondary market may, from time to time, be varied by such 
Dealer.  


AltaGas has agreed to indemnify the Dealers and their directors, officers, employees, 
shareholders, agents and controlling persons against liabilities arising out of, among other things, any 
misrepresentation in the prospectus (including in this prospectus supplement and the documents 
incorporated by reference in the prospectus), other than liabilities arising out of any misrepresentation 
made by the Dealers. 


RELATIONSHIP BETWEEN CERTAIN OF THE 
DEALERS AND ALTAGAS 


BMO, CIBC, HSBC, NBF, RBC, Scotia and TD are, directly or indirectly, subsidiaries or 
affiliates of Canadian chartered banks that are lenders to AltaGas or its subsidiaries. Accordingly, 
pursuant to applicable securities legislation, AltaGas may be considered a “connected issuer” of such 
Dealers.  As at March 31, 2012, neither AltaGas nor its subsidiaries were indebted under the New Credit 
Facility.  As at March 31, 2012, AltaGas or its subsidiaries were indebted to a syndicate of lenders, 
including lender affiliates of such Dealers, under the Syndicated Facility in the approximate amount of 
$154.0 million and under the AUGI Facility in the approximate amount of $164.2 million.  As at March 
31, 2012, AltaGas or its subsidiaries were also indebted to a lender affiliate of each of TD and CIBC in 
the approximate amount of $62.9 million (including letters of credit) under the LC Credit Facility and to a 
non-affiliated lender in the approximate amount of $124.3 million (including letters of credit) under the 
Bilateral Facility. The Credit Facilities are unsecured.  AltaGas and its subsidiaries, as applicable, are 
presently in compliance with the terms of such Credit Facilities and none of the lenders has waived a 
breach of the agreements governing such Credit Facilities since their execution.  The consolidated 
financial position of AltaGas has not changed materially since the indebtedness under such Credit 
Facilities was incurred.  None of the lenders were involved in the decision to offer the Notes and none 
will be involved in the determination of the terms of the distribution of the Notes.  As a consequence of 
the sale of the Notes from time to time under this prospectus supplement, each of the Dealers will receive 
a commission on the principal amount of any Note sold through such Dealer and the lenders may receive 
a portion of the proceeds from AltaGas as a repayment of outstanding indebtedness under the Credit 
Facilities. See “Use of Proceeds”. 


CREDIT RATINGS 


Credit ratings are intended to provide investors with an independent measure of credit quality of 
an issue of securities. The Notes have been rated BBB with a stable trend by DBRS Limited (“DBRS”) 
and have received a long term issue rating of BBB with a stable outlook by Standard & Poor’s Ratings 
Services (“S&P”) (S&P and DBRS are each a “Rating Agency”). The Rating Agencies’ ratings for long 
term debt range from a high of AAA to a low of D.   


According to the DBRS rating system, debt securities rated BBB are of adequate credit quality. 
The capacity for the payment of financial obligations is considered acceptable, but the entity may be 
vulnerable to future events which reduce the strength of the entity and its rated securities. “High” or 
“low” grades are used to indicate the relative standing within a particular rating category. 


According to the S&P rating system, an obligation rated BBB exhibits adequate protection 
parameters. However, adverse economic conditions or changing circumstances are more likely to lead to a 
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weakened capacity of the obligor to meet its financial commitment on the obligation. The ratings from 
AA to CCC may be modified by the addition of a plus (+) or minus (-) sign to show relative standing 
within the major rating categories.  


The credit ratings assigned to AltaGas’ medium term notes are not recommendations to purchase, 
sell or hold securities, as such do not comment on market price or suitability for a particular investor, and 
are subject to revision or withdrawal by S&P or DBRS, as the case may be, at any time.  There can be no 
assurance that any rating will remain in effect for any given period of time or that any rating will not be 
revised or withdrawn entirely by S&P or DBRS in the future if in its judgment, the circumstances so 
warrant. 


EARNINGS COVERAGE 


The following earnings coverage ratios have been prepared in accordance with applicable 
Canadian disclosure requirements on a consolidated basis using AltaGas’ audited financial statements for 
the 12 months ended December 31, 2011 based on Canadian GAAP – Part V.  The pro forma earnings 
coverage ratio is based on AltaGas’ unaudited pro forma consolidated financial statements which give 
effect to the Acquisition as if it had taken place on January 1, 2011 and the issuance of financial liabilities 
since December 31, 2011, including entering into the New Credit Facility.   


For the 12 month period ended December 31, 2011, AltaGas’ interest expense on short-term and 
long-term debt was $63.7 million.  AltaGas’ consolidated net income before interest and income taxes for 
the 12 month period ended December 31, 2011 was $166.9 million, which is 2.62 times AltaGas’ interest 
requirements for this period.   


For the 12 month period ended December 31, 2011, AltaGas’ pro forma interest expense on 
short-term and long-term debt was $89.7 million.  AltaGas’ pro forma consolidated net income before 
interest and income taxes for the 12 month period ended December 31, 2011 was $241.8 million, which is 
2.70 times AltaGas’ interest requirements for this period. 


Such ratios do not give effect to the issue of any Debt Securities pursuant to this prospectus 
supplement, as the terms and amount of such Notes are not known at this time.   


DESCRIPTION OF THE NOTES 


The following description of the Notes is a summary of certain of their material attributes and 
characteristics which does not purport to be complete and is subject to the detailed provisions of the Trust 
Indenture.  The following description supplements the description of the general terms and provisions of 
the debt securities set forth in the accompanying prospectus, to which reference should also be made. The 
terms and conditions set forth in this section will apply to each Note unless otherwise specified in the 
applicable pricing supplement or other prospectus supplement. 


During the 25 month period that the prospectus to which this prospectus supplement relates 
remains valid, the Notes may be issued from time to time at the discretion of AltaGas in an aggregate 
principal amount of up to $2,000,000,000 (or the equivalent thereof in other currencies based on the 
applicable exchange rate at the time of the Offering) or, if issued at an original issue discount, such 
greater amount as shall result in an aggregate Offering price of up to $2,000,000,000 (or the equivalent 
thereof in other currencies based on the applicable exchange rate at the time of the Offering). Such 
amount is subject to reduction as a result of the sale by AltaGas of other securities pursuant to other 
prospectus supplements to the prospectus. Notes shall have maturities of not less than one year from the 
date of issue and may be issued at par, at a discount or at a premium. The Notes will be issued at rates of 







- 14 - 


  


interest, prices and other terms determined at the time of issue based on a number of factors, including 
prevailing market conditions and advice from the Dealers. 


The Notes will be issued under the Trust Indenture. The Trust Indenture does not limit the 
aggregate principal amount of Notes or debentures authorized thereunder. 


The specific terms of any Offering of Notes will be set forth in a pricing supplement relating to 
the Offering of such Notes which will accompany this prospectus supplement. Such terms will include, 
where applicable and without limitation, the specific designation, the aggregate principal amount being 
offered, the currency, the issue and delivery date, the maturity date, the issue price (or the manner of 
determination thereof if offered on a non-fixed price basis), the interest rate (either fixed or floating and, 
if floating, the manner of calculation thereof), the interest payment date(s), the redemption, exchange or 
conversion provisions (if any) or repayment terms, the actual commission of the Dealers, the method of 
distribution and the net proceeds to AltaGas. AltaGas reserves the right to set forth in a pricing 
supplement specific terms pertaining to Notes which are not within the options and parameters set forth in 
this prospectus supplement. 


Covenants 


The Trust Indenture contains covenants relating to the payment of principal and interest as well as 
various other covenants of a general nature, including covenants substantially to the effect that, so long as 
any of the Notes are outstanding: 


(a) AltaGas shall not and shall not permit any of its Designated Subsidiaries to create, incur, 
assume or suffer to exist any Security Interest securing Indebtedness for borrowed 
money, except for Permitted Encumbrances, upon or with respect to any of its 
undertaking, business, revenues or income, properties, rights or assets, whether now 
owned or hereafter acquired unless it causes the Notes to be secured equally and rateably 
with such Security Interest; 


(b) AltaGas shall not and shall not permit any of its Designated Subsidiaries to create, 
assume or otherwise incur any Funded Obligations if at the time of such creation, 
assumption or incurrence and after giving effect thereto, the ratio of Funded Obligations 
to Total Capitalization would exceed 70%; provided, however, for purposes of this 
covenant, any rollover, conversion, extension of the term or substantially concurrent 
refinancing or other refunding of an existing obligation in respect of Funded Obligations 
under a line of credit or other credit facility with a bank or banks or other lending 
institutions shall be deemed not to be the creation, assumption or other incurrence of any 
Funded Obligation except to the extent of an increase in the principal amount thereof; and 


(c) AltaGas shall not permit its Designated Subsidiaries (excluding those Designated 
Subsidiaries which have provided to the Note Trustee a guarantee on the Notes in 
accordance with the Trust Indenture) in the aggregate to create, assume or otherwise 
incur Funded Obligations which, in the aggregate, exceed 10% of Consolidated Total 
Assets. 


Events of Default and Waiver 


Except as otherwise noted below, the Trust Indenture provides that the following constitute 
events of default (each an “Event of Default”) (other than the happening of an event applicable to a 
Designated Subsidiary that AltaGas could declare to be no longer a Designated Subsidiary in compliance 
with the definition of Designated Subsidiary, provided that such declaration is made within 10 days of 
notice by AltaGas to the Note Trustee of such event): 
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(a) if AltaGas makes default in payment of the principal of or premium (if any) or interest on 
any Note when the same becomes due and payable under any provision of the Trust 
Indenture or of the Notes and such default continues for a period of five (5) business days 
after written notice to AltaGas from the Note Trustee that such amount is overdue; 


(b) if a decree or order of a court having jurisdiction is entered adjudging AltaGas or a 
Designated Subsidiary a bankrupt or insolvent under the Bankruptcy and Insolvency Act 
(Canada), the Companies’ Creditors Arrangement Act (Canada) or any other bankruptcy, 
insolvency or analogous laws, or appointing a receiver, receiver and manager or 
receiver-manager of, or of any substantial part of the property of, AltaGas or a 
Designated Subsidiary or ordering the winding-up or liquidation of the affairs of AltaGas 
or a Designated Subsidiary, and any such decree or order or appointment continues 
unstayed and in effect for a period of 30 consecutive days; 


(c) if a resolution is passed for the dissolution, winding-up or liquidation of AltaGas or a 
Designated Subsidiary (except in the course of carrying out or pursuant to a transaction 
where the business of AltaGas continues to be carried on by a successor entity and where 
certain other conditions, as set forth in the Trust Indenture, have been satisfied) or if 
AltaGas or a Designated Subsidiary institutes proceedings to be adjudicated a bankrupt or 
insolvent or consents to the institution of bankruptcy or insolvency proceedings against it 
under the Bankruptcy and Insolvency Act (Canada) or the Companies’ Creditors 
Arrangement Act (Canada) or any other bankruptcy, insolvency or analogous laws; or, if 
AltaGas or a Designated Subsidiary consents to or otherwise becomes subject to the 
appointment of a receiver, receiver and manager or receiver-manager of, or of any 
substantial part of, the property of AltaGas or a Designated Subsidiary; or, if AltaGas or a 
Designated Subsidiary makes a general assignment for the benefit of creditors or admits 
in writing its inability to pay its debts generally as they become due or takes corporate 
action in furtherance of any of the aforesaid purposes; 


(d) if AltaGas or any of its Designated Subsidiaries defaults (which default has not been 
waived or cured) (i) under any obligation to repay when due outstanding borrowed 
money (other than Non-Recourse Debt and other than in respect of the Notes) in excess 
of the greater of $25,000,000 and 5% of Consolidated Equity and after all applicable 
grace or curative periods have expired or (ii) in the performance or observance of any 
other agreement or condition in respect of outstanding borrowed money in excess of the 
greater of $25,000,000 and 5% of Consolidated Equity if, as a result thereof, the 
requirement to repay such borrowed money has been accelerated upon exercise of any 
right of a creditor or otherwise; 


(e) if an encumbrancer takes possession of all of the property of AltaGas or a Designated 
Subsidiary or any part thereof which is a substantial part of the property of AltaGas on a 
consolidated basis, or if any process of execution is levied or enforced upon or against all 
of the property of AltaGas or a Designated Subsidiary or any part thereof which is a 
substantial part of the property of AltaGas on a consolidated basis and remains 
unsatisfied for such period as would permit any such property to be sold thereunder, 
unless such process is in good faith contested by AltaGas or the Designated Subsidiary; 
and  


(f) if AltaGas shall neglect to observe or perform in any material respect any other material 
covenant or condition contained in the Trust Indenture on its part to be observed or 
performed and, after notice in writing has been given by the Note Trustee to AltaGas 
specifying such default and requiring AltaGas to put an end to the same (which notice 
shall be given by the Note Trustee upon receipt of a request in writing signed by the 
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holders of not less than 25% in principal amount of the Notes then outstanding), AltaGas 
shall fail to remedy such default within a period of 45 days, unless the Note Trustee 
(having regard to the subject matter of the default) shall have agreed to a longer period, 
and in such event, within the period agreed to by the Note Trustee. 


If an Event of Default has occurred under the Trust Indenture, the Note Trustee may, in its 
discretion and shall, upon the request in writing of the holders of at least 25% of the aggregate principal 
amount of Notes outstanding under the Trust Indenture, subject to any waiver of default under the Trust 
Indenture, by notice in writing to AltaGas declare the principal of and interest, if any, and premium, if 
any, on all Notes then outstanding under the Trust Indenture and other money payable thereunder to be 
due and payable. 


If an Event of Default has occurred under the Trust Indenture, other than a default in payment of 
any Notes at maturity, the holders of not less than 66⅔% of the principal amount of the Notes issued and 
outstanding under the Trust Indenture shall have the power to instruct the Note Trustee to waive the 
default. The Note Trustee, so long as it has not become bound to institute any proceedings under the Trust 
Indenture, shall have power to waive the default if, in the Note Trustee’s opinion, the same shall have 
been cured or adequate satisfaction made therefor. 


Right of Note Trustee to Enforce Payment 


If, following a declaration made by the Note Trustee as set forth under “Events of Default and 
Waiver” above, AltaGas fails to pay to the Note Trustee on demand the principal of and premium, if any, 
and interest on all Notes then outstanding under the Trust Indenture and any other amounts due 
thereunder, the Note Trustee may in its discretion and shall, upon the request in writing of the holders of 
not less than 25% of the aggregate principal amount of Notes outstanding under the Trust Indenture, and 
upon being indemnified to its reasonable satisfaction against all costs, expenses and liabilities to be 
incurred, proceed in its name as Note Trustee to obtain or enforce payment of the principal of and 
premium (if any) and interest, if any, on all outstanding Notes thereunder, together with any other 
amounts due under the Trust Indenture, by such remedy or proceeding authorized by the Trust Indenture 
or by law or equity as the Note Trustee shall have been directed to take or as the Note Trustee shall deem 
expedient. 


Holders of Notes issued under the Trust Indenture may not institute any action, suit or proceeding 
for the purpose of enforcing the payment of principal, premium (if any) or interest on the Notes, or 
exercise any other remedy authorized by the Trust Indenture, including an action to enforce the Trust 
Indenture or Notes, except in compliance with the procedures provided in the Trust Indenture. 


Redemption, Retraction and Repurchase of Notes 


The Notes will be redeemable by AltaGas prior to maturity if so specified in the applicable 
pricing supplement. A pricing supplement may specify that a Note will be redeemable at the option of 
AltaGas prior to maturity on or after the date or dates and at a price or prices as set out in the pricing 
supplement.  Unless the provisions attaching to the Notes provide otherwise, AltaGas may redeem any of 
the Notes which are by their terms redeemable either in whole or in part from time to time, upon not less 
than 30 or more than 60 days notice. 


The Notes will not be redeemable at the option of the holder prior to maturity unless otherwise 
specified in the applicable pricing supplement. A pricing supplement may specify that a Note will be 
redeemable at the option of the holder on a date or dates specified prior to maturity at a price or prices as 
set out in the pricing supplement, together with accrued interest to but excluding the date of redemption or 
repayment.  
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The Notes will not be subject to any sinking fund unless otherwise specified in the applicable 
pricing supplement. Unless the applicable pricing supplement specifies otherwise and provided that an 
Event of Default has not occurred, AltaGas may, at any time, purchase Notes in the market (which shall 
include purchases from or through an investment dealer or a firm holding membership on a recognized 
stock exchange) or by tender to all holders of Notes or by private contract, at any price. Notes purchased 
by AltaGas will be cancelled and may not be reissued. 


Definitions 


Set forth below is a summary of certain of the defined terms used in the Trust Indenture. 
Reference should be made to the Trust Indenture for the full definition of all such terms: 


“Consolidated Equity” means, in respect of AltaGas and its Designated Subsidiaries, as of the 
date of determination thereof and as determined in accordance with GAAP on a consolidated basis, 
without duplication, an amount equal to the amount of equity of AltaGas as shown on a consolidated 
balance sheet of AltaGas and its Designated Subsidiaries including, without limitation, shareholders’ 
capital, contributed surplus, accumulated earnings and other equity entries. 


“Consolidated Total Assets” means, in respect of AltaGas and its Designated Subsidiaries, as of 
the date of determination thereof and as determined in accordance with GAAP on a consolidated basis, 
without duplication, an amount equal to the total assets of AltaGas and its Designated Subsidiaries as 
shown on a consolidated balance sheet of AltaGas and its Designated Subsidiaries. 


“Designated Subsidiary” means any Subsidiary of AltaGas which by written direction of 
AltaGas is declared to be a Designated Subsidiary, provided that any Designated Subsidiary may by 
written direction of AltaGas be declared to no longer be a Designated Subsidiary if, at the time of any 
such declaration and after giving effect thereto, the ratio of Funded Obligations to Total Capitalization 
would not exceed 70%. 


“Funded Obligations” means, in respect of AltaGas and its Designated Subsidiaries, as of the 
date of determination thereof and as determined in accordance with GAAP on a consolidated basis, 
without duplication, an amount equal to the Indebtedness which would be classified as long term debt on 
a consolidated balance sheet of AltaGas and its Designated Subsidiaries excluding (a) Non-Recourse 
Debt; (b) Subordinated Debt; (c) Purchase Money Obligations; and (d) any amount in respect of 
obligations of AltaGas to a Designated Subsidiary or of a Designated Subsidiary to AltaGas or another 
Designated Subsidiary. 


“GAAP” means Generally Accepted Accounting Principles established by the Canadian Institute 
of Chartered Accountants, or any successor thereto, consistently applied by AltaGas, except for any 
changes in any method of accounting or changes in accounting policies which may be required by any 
regulatory authority or may be implemented by AltaGas as a result of any changes usual to the business of 
AltaGas, which are in effect from time to time in Canada. 


“Indebtedness” means all items of indebtedness in respect of any amounts borrowed which, in 
accordance with GAAP, would be recorded in the financial statements as at the date of which 
Indebtedness is to be determined, and in any event including, without duplication: 


(a) obligations secured by any Security Interest existing on property owned subject to such 
Security Interest, whether or not the obligations secured thereby shall have been 
assumed; and 







- 18 - 


  


(b) guarantees, indemnities, endorsements (other than endorsements for collection in the 
ordinary course of business) or other contingent liabilities in respect of obligations of 
another person for indebtedness of that other person in respect of any amounts borrowed 
by them. 


“Material Adverse Effect” means any event, circumstance, occurrence or change which would 
reasonably be expected to materially impair or have a material adverse effect on (a) the ability of AltaGas 
to repay the amount outstanding under the Notes; or (b) the ability of AltaGas to perform any of its other 
obligations under the Trust Indenture; or (c) the validity or enforceability of the Trust Indenture or the 
Notes or the priority of the Notes. 


“Non-Recourse Debt” means indebtedness, liabilities or other obligations including guarantees, 
indemnities, endorsements (other than endorsements for collection in the ordinary course of business) or 
other contingent obligations in respect of obligations for another person and, in each case, incurred or 
assumed to finance or refinance the creation, construction, development or acquisition directly or 
indirectly of assets and any increases in or extensions, renewals or refunding of any such indebtedness, 
liabilities and obligations provided that the recourse of the lender thereof (or any agent, trustee, receiver 
or other person acting on behalf of the lender in respect of such indebtedness, liabilities and obligations) 
or any judgement in respect thereof is limited, in all circumstances (other than in respect of false or 
misleading representations and warranties and customary indemnities provided with respect to such 
financings, in respect of which such lender (or other person acting on behalf of such lender) may have 
recourse on an unsecured basis) to the assets directly or indirectly created, constructed, developed or 
acquired (including all personal property arising from or related to such assets) in respect of which such 
indebtedness, liabilities or other obligations have been incurred or assumed and to any receivables, 
inventory, equipment, chattel paper, intangibles and other rights, collateral or proceeds arising from or 
connected with such assets (and, for certainty, shall include the shares or other ownership interests of a 
single purpose entity which holds directly or indirectly only such assets and other rights and collateral 
arising from or connected therewith) and to which such lender (or other person acting on behalf of such 
lender) has recourse. 


“Permitted Encumbrances” means, with respect to any person and any property, any of the 
following: 


(a) any Security Interest given on current assets in the ordinary course of business to any 
bank or banks or other lending institutions to secure any Indebtedness payable on demand 
or maturing within 18 months of the date such Indebtedness is incurred or of the date of 
any renewal or extension thereof; 


(b) Security Interests for taxes, assessments or governmental charges which are not due or 
delinquent, or the validity of which AltaGas or any of its Designated Subsidiaries shall be 
contesting in good faith; provided AltaGas or such Designated Subsidiary shall have 
made adequate provision therefor in accordance with GAAP; 


(c) the Security Interest of any judgment rendered, or claim filed, against AltaGas or any of 
its Designated Subsidiaries which AltaGas or any such Designated Subsidiary shall be 
contesting in good faith; provided AltaGas or such Designated Subsidiary shall have 
made adequate provision therefor in accordance with GAAP; 


(d) Security Interests imposed or permitted by law such as carriers’ liens, builders’ liens, 
materialmens’ liens and other liens, privileges or other charges of a similar nature which 
relate to obligations not due or delinquent or if due or delinquent, any such Security 
Interest which AltaGas or any of its Designated Subsidiaries shall be contesting in good 
faith if the loss of such contest will not have a Material Adverse Effect; 
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(e) Security Interests arising in the ordinary course of, and incidental to, construction or 
current operations which have not been filed pursuant to law against AltaGas or any of its 
Designated Subsidiaries or in respect of which no steps or proceedings to enforce such 
Security Interest have been initiated or which relate to obligations which are not due or 
delinquent or if due or delinquent, any such Security Interest which AltaGas or any of its 
Designated Subsidiaries shall be contesting in good faith; provided AltaGas or such 
Designated Subsidiary shall have made adequate provision therefor in accordance with 
GAAP; 


(f) Security Interests incurred, created or assumed in the ordinary course of business and in 
accordance with industry practice in respect of the joint development or operation of 
pipelines, oil and gas production or processing facilities as security in favour of any other 
person conducting the development or operation of the property to which such Security 
Interests relate, for AltaGas’ or any of its Designated Subsidiaries’ portion of the costs 
and expenses of such development or operation provided that such costs or expenses are 
not due or delinquent or, if due or delinquent, any such Security Interests which AltaGas 
or such Designated Subsidiary shall be contesting in good faith; provided AltaGas or 
such Designated Subsidiary shall have made adequate provision therefor in accordance 
with GAAP;  


(g) easements, rights-of-way, servitudes, zoning, surface rights or other similar rights or 
restrictions in respect of land held by AltaGas or any of its Designated Subsidiaries 
(including, without limitation, rights-of-way and servitudes for railways, sewers, drains, 
pipelines, gas and water mains, electric light and power and telephone or telegraph or 
cable television conduits, poles, wires and cables) which, either alone or in the aggregate, 
do not have a Material Adverse Effect; 


(h) any Security Interest arising in connection with workers’ compensation, unemployment 
insurance, pension and employment laws or regulations;  


(i) any Security Interest given by AltaGas or any of its Designated Subsidiaries to a public 
utility or any governmental authority in the ordinary course of the business of AltaGas 
and its Designated Subsidiaries in connection with operations of AltaGas or any such 
Designated Subsidiary if such security does not, either alone or in the aggregate, have a 
Material Adverse Effect;  


(j) the right reserved to or vested in any governmental authority by the terms of any lease, 
license, grant or permit or by any statutory or regulatory provision to terminate any such 
lease, license, grant or permit or to require annual or other periodic payments as a 
condition of the continuance thereof; 


(k) all reservations in the original grant from the Crown of any lands and premises or any 
interests therein and all statutory exceptions, qualifications and reservations in respect of 
title;  


(l) any right of first refusal, option to purchase or pre-emptive right in favour of any person 
granted in the ordinary course of business with respect to all or any of the assets of 
AltaGas or any of its Designated Subsidiaries; 


(m) any Security Interest the satisfaction of which has been provided for by deposit with the 
Note Trustee of cash, cash equivalent, surety bond or other security satisfactory to the 
Note Trustee in an amount sufficient to pay the liability in respect of such Security 
Interest in full; 
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(n) any Security Interest on cash or marketable securities of AltaGas or its Designated 
Subsidiaries granted in connection with swaps provided that at the time of granting such 
Security Interest the obligations secured by such Security Interest are not due and 
delinquent; 


(o) Security Interests granted to secure, or assumed or created in connection with, Non- 
Recourse Debt and Security Interests granted to secure, or assumed or created in 
connection with, Purchase Money Obligations; 


(p) any Security Interest granted in or any right of distress reserved in or exercisable under 
any lease for rent and for compliance with the terms of such lease; 


(q) any Security Interest in favour of AltaGas or a Designated Subsidiary; 


(r) any Security Interest on any property, real or personal, of a person (other than a Security 
Interest granted in contemplation of a merger, amalgamation or consolidation hereinafter 
referred to) which Security Interest exists at the time such person is merged into, or 
amalgamated or consolidated with, AltaGas or a Designated Subsidiary or such property 
is otherwise acquired by AltaGas or a Designated Subsidiary; 


(s) any Security Interest in respect of any obligations or duties affecting the property of 
AltaGas or any Designated Subsidiary given to any governmental authority with respect 
to any franchise, grant, licence or permit and any defects in title to structures or other 
facilities arising solely from the fact that such structures or facilities are constructed or 
installed on lands held by AltaGas or such Designated Subsidiary under government 
permits, leases or other grants, which obligations, duties and defects in the aggregate do 
not materially impair the use of such property, structures or facilities for the purpose for 
which they are held by AltaGas or such Designated Subsidiary; 


(t) any Security Interest in respect of any deposits in connection with bids or tenders; 


(u) any Security Interest in respect of expropriation proceedings, surety or appeal bonds or 
costs of litigation; 


(v) any extension, renewal or replacement of any Security Interest permitted under any of the 
other paragraphs of this definition of Permitted Encumbrances, provided that any such 
extension, renewal or replacement Security Interest will not secure repayment of an 
amount in excess of any principal amount of Indebtedness outstanding with respect 
thereto immediately prior to such extension, renewal or replacement and that such 
extension, renewal or replacement is limited to all or a part of the property and accretions 
thereto and improvements thereon which was subject to the Security Interest so extended, 
renewed or replaced; 


(w) Security Interests not permitted by any of the other paragraphs of this definition of 
Permitted Encumbrances, provided that Security Interests shall not be permitted under 
this paragraph (w) if the effect thereof would be to cause the total amount of 
Indebtedness secured by Security Interests permitted under this paragraph (w) to exceed 
the greater of $25,000,000 and 10% of Consolidated Equity; and  


(x) any Security Interests against the property or assets of AltaGas or any of its Designated 
Subsidiaries existing on the date of the Trust Indenture. 


“Purchase Money Obligation” means any indebtedness or monetary obligation incurred, created 
or assumed as, or incurred, created or assumed to provide funds to pay, all or part of (a) the purchase 
price (which shall be deemed to include any costs of construction or installation or lease payments, as the 
case may be) of any property acquired (including by way of lease) after the date of the Trust Indenture or 
(b) the cost of improvements made after the date of the Trust Indenture to any property, provided that the 
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principal amount of such indebtedness or monetary obligation does not, at the time incurred, created or 
assumed, exceed the purchase price of the property when originally acquired, or the cost of 
improvements, as the case may be, and is incurred, created or assumed not later than 180 days after such 
purchase or the completion of such acquisition, construction, installation or improvement, as the case may 
be, and includes any extension, renewal, refunding or refinancing thereof so long as the principal amount 
outstanding immediately prior to the date of such extension, renewal, refunding or refinancing is not 
increased. 


“Security Interest” means any assignment, mortgage, charge, pledge, lien, encumbrance, title 
retention agreement or any security interest whatsoever, howsoever created or arising, whether absolute 
or contingent, fixed or floating, legal or equitable, perfected or not, which secures payment or 
performance of an obligation but does not include a right of set-off created in the ordinary course of 
business unless such right of set-off is created for the purposes of securing repayment of Indebtedness for 
borrowed money. 


“Subordinated Debt” means any Indebtedness which is or is expressed to be subordinate in all 
instances and in all respects (including in right of payment) to the payment of principal of and the 
premium (if any) and interest on the Notes issued under the Trust Indenture. 


“Subsidiary” means, with respect to a person: (a) any corporation of which such number of 
Voting Shares having by the terms thereof ordinary voting power to elect a majority of the board of 
directors of such corporation (irrespective of whether at the time shares of any other class or classes of 
such corporation might have voting power by reason of the happening of any contingency, unless the 
contingency has occurred and then only for as long as it continues) is at the time directly, indirectly or 
beneficially owned or controlled by such person or one or more of its Subsidiaries, or such person and 
one or more of its Subsidiaries; (b) any partnership of which, at the time, such person, or one or more of 
its Subsidiaries, or such person and one or more of its Subsidiaries directly, indirectly or beneficially own 
or control more than 50% of the income, capital, beneficial or ownership interests (however designated) 
thereof; or (c) any other person of which at least a majority of the income, capital, beneficial or ownership 
interests (however designated) are at the time directly, indirectly or beneficially owned or controlled by 
such person, or one or more of its Subsidiaries, or such person and one or more of its Subsidiaries. 


“Total Capitalization” means, in respect of AltaGas and its Designated Subsidiaries, as of the 
date of determination thereof and as determined in accordance with GAAP on a consolidated basis, the 
aggregate amount of Consolidated Equity, Subordinated Debt, Funded Obligations and the amount of any 
minority interests. 


“Voting Shares” means the shares of any class of any corporation or other securities of that 
corporation or other securities of any other person which carry voting rights to elect the board of directors 
(or other persons performing similar functions) under any circumstances. 


ELIGIBILITY FOR INVESTMENT 


In the opinion of Stikeman Elliott LLP, counsel to AltaGas, and Blake, Cassels & Graydon LLP, 
counsel to the Dealers, the Notes, if issued on the date of this prospectus supplement, would be qualified 
investments as at such date under the Income Tax Act (Canada) and the regulations thereunder (the “Tax 
Act”) for trusts governed by registered retirement savings plans (“RRSPs”), registered retirement income 
funds (“RRIFs”), registered disability savings plans, registered education savings plans, deferred profit 
sharing plans (other than trusts governed by deferred profit sharing plans to which contributions are made 
by AltaGas or by any person who does not deal at arm’s length with AltaGas for purposes of the Tax Act) 
and tax free savings accounts (“TFSAs”).  
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Notwithstanding that the Notes will be a qualified investment for a RRSP, RRIF or TFSA, the 
annuitant of a RRSP or RRIF or the holder of a TFSA will be subject to a penalty tax on the Notes held in 
the RRSP, RRIF or TFSA, as the case may be, if the Notes are a “prohibited investment” for the purposes 
of section 207.01 of the Tax Act.  The Notes generally will not be a “prohibited investment” for a RRSP, 
RRIF or TFSA provided that the annuitant of the RRSP or RRIF or the holder of the TFSA deals at arm’s 
length with AltaGas for purposes of the Tax Act and does not have a significant interest (within the 
meaning of the Tax Act) in AltaGas or in any corporation, partnership or trust with which AltaGas does 
not deal at arm’s length for purposes of the Tax Act. 


RISK FACTORS 


Prospective purchasers of Notes should consider carefully the risk factors contained in and 
incorporated by reference in the prospectus, this prospectus supplement and in the applicable pricing 
supplement or other prospectus supplement in connection with an Offering of Notes. 


Discussions of certain risks affecting AltaGas in connection with its business are provided in 
AltaGas’ annual disclosure documents filed with the various securities regulatory authorities which are 
incorporated by reference in this prospectus supplement and the prospectus. 


Risks Relating to the Unsecured Nature of the Notes 


The Notes will be senior unsecured debt of AltaGas and will rank equally in right of payment 
(except as to sinking funds and as to claims preferred by operation of law) with all other existing and 
future senior unsecured debt of AltaGas. The Notes will be effectively subordinated to all existing and 
future secured debt of AltaGas, to the extent of the assets securing such debt. If AltaGas is involved in 
any bankruptcy, dissolution, liquidation or reorganization, the secured debt holders would be paid before 
the Note holders receive any amounts due under the Notes to the extent of the value of the assets securing 
the secured debt. In that event, a Note holder may not be able to recover any principal or interest due to it 
under the Notes.   


Interest Rate Risks 


Prevailing interest rates will affect the market price or value of the Notes. The market price or 
value of the Notes may decline as prevailing interest rates for comparable debt instruments rise, and 
increase as prevailing interest rates for comparable debt instruments decline. 


Liquidity Risk 


AltaGas does not intend to list the Notes on any stock exchange and there can be no assurance 
that there will be a secondary market for or liquidity in the Notes. Each of the Dealers may from time to 
time purchase and sell the Notes in the secondary market or make a market for the Notes, but no Dealer is 
obliged to do so and there can be no assurance that any Dealer will undertake any market making 
activities in respect of the Notes.  This may affect the pricing of the Notes in the secondary market, the 
transparency and availability of trading prices, the liquidity of the Notes and the extent of issuer 
regulation. 


Even if a trading market develops for the Notes, the Notes could trade at prices that may be 
higher or lower than their initial purchase price, depending on many factors, including prevailing interest 
rates, the results of operations and the financial position of AltaGas, the ratings assigned to the Notes and 
AltaGas’ other debt securities, and the markets for similar debt securities. 
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Credit Ratings may not reflect all Risks and Changes in Credit Ratings 


The perceived creditworthiness of AltaGas and the changes in credit ratings of the Notes may 
affect the market price or value and the liquidity of the Notes. There is no assurance that any credit rating 
assigned to the Notes issued hereunder will remain in effect for any given period of time or that any rating 
will not be lowered or withdrawn entirely by the relevant rating agency. A lowering or withdrawal of such 
rating may have an adverse effect on the market value of the Notes. 


Furthermore, credit ratings may not reflect all risks associated with an investment in the Notes.  
The credit ratings applied to the Notes are an assessment of AltaGas’ ability to pay its obligations.  
Consequently, real or anticipated changes in the credit ratings will generally affect the market value of the 
Notes.  The credit ratings, however, may not reflect the potential impact of risks related to structure, 
market or other factors discussed herein on the value of the Notes.  There is no assurance that any credit 
rating assigned to the Notes will remain in effect for any given period of time or that any rating will not 
be lowered or withdrawn entirely by the relevant rating agency.   


Structural Subordination 


AltaGas carries on the majority of its business through, and the majority of its assets are held by, 
corporate and partnership subsidiaries.  AltaGas’ results of operations and ability to service indebtedness, 
including the Notes, are substantially dependent upon the results of operations of these subsidiaries and 
the payment of funds by these subsidiaries to AltaGas in the form of loans, dividends or otherwise. 
AltaGas’ subsidiaries will not have an obligation to pay amounts due pursuant to any Notes or to make 
any funds available for payment of Notes, whether by dividends, interest, loans, advances or other 
payments. In addition, the payment of dividends and the making of loans, advances and other payments to 
AltaGas by AltaGas’ subsidiaries may be subject to statutory or contractual restrictions. 


The Notes are not expected to be guaranteed by any subsidiaries of AltaGas and, accordingly, the 
Notes will be effectively subordinated to the current and future liabilities of AltaGas’ subsidiaries in such 
circumstance.  As a result, in the event of the liquidation of any subsidiary, the assets of the subsidiary 
would be used first to repay the obligations of the subsidiary, including indebtedness and trade payables, 
prior to being used by AltaGas to pay AltaGas’ indebtedness, including pursuant to any Notes. 


Floating Rate Notes 


In the event that Notes are offered with a floating rate of interest, investment in the floating rate 
Notes will entail significant risks not associated with investments in fixed rate instruments.  The resetting 
of the applicable interest rate of such floating rate Notes may result in lower interest compared to fixed 
rate instruments issued at the same time.  The applicable rate on a floating rate Note will fluctuate in 
accordance with fluctuations in the instrument or obligation on which the applicable rate is based, which 
in turn may fluctuate and be affected by a number of interrelated factors, including economic, financial 
and political events over which AltaGas has no control. 


Redemption of Notes  


If Notes are redeemable at AltaGas’ option, as set forth in the applicable pricing supplement, 
AltaGas may choose to redeem the Notes from time to time, in accordance with its rights under the Trust 
Indenture, including when prevailing interest rates are lower than the rates borne by the Notes.  If 
prevailing rates are lower at the time of redemption, a purchaser would not be able to reinvest the 
redemption proceeds in a comparable security at an effective interest rate as high as the interest rate on 
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the Notes being redeemed.  AltaGas’ redemption right also may adversely impact a purchaser’s ability to 
sell Notes as the optional redemption date or period approaches. 


EXPERTS 


The auditors of AltaGas are Ernst & Young LLP, Chartered Accountants, 1000, 440 - 2nd Avenue 
S.W., Calgary, Alberta, T2P 5E9.  Ernst & Young LLP is independent of AltaGas in accordance with the 
Rules of Professional Conduct as outlined by the Institute of Chartered Accountants of Alberta. 


LEGAL MATTERS 


Certain legal matters in connection with the issuance of the Notes will be passed upon on behalf 
of AltaGas by Stikeman Elliott LLP and on behalf of the Dealers by Blake, Cassels & Graydon LLP.  As 
at the date of this prospectus supplement, the partners and associates of Stikeman Elliott LLP and the 
partners and associates of Blake, Cassels & Graydon LLP, as a group, beneficially own, directly or 
indirectly, less than 1% of the outstanding Common Shares of AltaGas. 
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CONSENT OF ERNST & YOUNG LLP 


We have read the short form base shelf prospectus of AltaGas Ltd. (the “Company”) dated 
December 7, 2011, as supplemented by the prospectus supplement dated April 9, 2012, relating to the 
offering of up to $2,000,000,000 of Medium Term Note Debentures (collectively the “Prospectus”) of 
the Company.  We have complied with Canadian generally accepted standards for an auditor’s 
involvement with offering documents. 


We consent to the incorporation by reference in the Prospectus of our report to the shareholders 
of the Company on the consolidated balance sheets of the Company as at December 31, 2011 and 2010, 
and the consolidated statements of income, comprehensive income and accumulated other comprehensive 
(loss) income, equity and cash flows for each of the years in the two-year period ended December 31, 
2011.  Our report is dated March 7, 2012. 


Calgary, Canada,  (signed) “Ernst & Young LLP” 
April 9, 2012  Chartered Accountants 
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CONSENT OF PRICEWATERHOUSECOOPERS LLP 


We have read the short form prospectus of AltaGas Ltd. (“AltaGas”) dated December 7, 2011, as 
supplemented by the prospectus supplement dated April 9, 2012, relating to the offering of up to 
$2,000,000,000 of Medium Term Note Debentures (collectively the “Prospectus”) of AltaGas.  We have 
complied with auditing standards generally accepted in the United States for an auditor’s involvement 
with offering documents. 


We consent to the incorporation by reference in the above-mentioned prospectus of our report to 
the directors and shareholder of SEMCO Holding Corporation (“SEMCO”) on the consolidated 
statements of financial position and of capitalization of SEMCO at December 31, 2011 and 2010 and the 
related statements of operations, of changes in equity and comprehensive income and of cash flows for 
each of the years in the three-year period ended December 31, 2011.  Our report is dated March 26, 2012. 


Detroit, Michigan  (signed) “PricewaterhouseCoopers LLP” 
April 9, 2012
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CERTIFICATE OF THE DEALERS 


Dated: April 9, 2012 


To the best of our knowledge, information and belief, the short form prospectus, together with the 
documents incorporated in the prospectus by reference, as supplemented by the foregoing, will, as of the 
date of the last supplement to the prospectus relating to the securities offered by the prospectus and the 
supplement(s), constitute full, true and plain disclosure of all material facts relating to the securities 
offered by the prospectus and the supplement(s) as required by the securities legislation of each of the 
provinces of Canada.   


BMO NESBITT BURNS INC.  BEACON SECURITIES LIMITED 


   


(Signed) “Sean M. Brown”  (Signed) “Daniel Holland” 


   


   


CIBC WORLD MARKETS INC.  HSBC SECURITIES (CANADA) INC. 


   


(Signed) “Kelsen Vallee”  (Signed) “Robert A. Buttke” 


   


   


MACQUARIE CAPITAL MARKETS CANADA LTD.  NATIONAL BANK FINANCIAL INC. 


   


(Signed) “Paul Huebener”  (Signed) “Iain Watson” 


   


   


RBC DOMINION SECURITIES INC.  SCOTIA CAPITAL INC. 


   


(Signed) “Trevor Gardner”  (Signed) “Murray W. Neal” 


   


   


TD SECURITIES INC. 


 


(Signed) “Alec W.G. Clark” 


   


 







  


  


This pricing supplement, together with the prospectus to which it relates, as amended or supplemented, and each document 
deemed to be incorporated by reference into the prospectus, as amended or supplemented, constitutes a public offering of 
these securities only in the jurisdictions where they may be lawfully offered for sale and therein only by persons permitted 
to sell such securities.  No securities commission or similar authority has in any way passed upon the merits of these 
securities and any representation to the contrary is an offence.  These securities have not been and will not be registered 
under the United States Securities Act of 1933 and, subject to certain exceptions, may not be offered or sold within the 
United States of America. 


ALTAGAS LTD. 


Pricing Supplement No: No. 1 
Date: April 10, 2012 


(To a short form base shelf prospectus of AltaGas Ltd. (“AltaGas”) dated December 7, 2011, as supplemented by 
a prospectus supplement of AltaGas dated April 9, 2012.) 


MEDIUM TERM NOTES – SERIES 7 


(unsecured) 


Terms of Issue 


Designation: 4.07% Medium Term Notes, Series 7 (the “Notes”) 
CUSIP #: 02138ZAD5 
Principal Amount: $200,000,000 
Commission Rate: 0.40% 
Issue Price: $999.97 per $1,000 principal amount 
Net Proceeds (after commission): $199,194,000 
Currency: Canadian dollars 
  
Trade Date: April 10, 2012 
Settlement Date: April 13, 2012 
Maturity Date: June 1, 2020 
Place of Delivery: Calgary, Alberta 
  
Coupon Rate: 4.07% 
Coupon Dates: Semi-annually in arrears on June 1 and December 1 in each 


year, commencing on June 1, 2012. 
  
Initial Coupon Payment Date: June 1, 2012 
Initial Coupon Payment: $5.46383562 per $1,000 principal amount 
  
Redemption Provisions: AltaGas may redeem the Notes, either in whole at any time, 


or in part from time to time, upon not less than 30 and not 
more than 60 days prior notice, at the higher of the Canada 
Yield Price (as defined below) and par, together with 
accrued and unpaid interest to, but excluding, the date of 
redemption. 


  
Government of Canada Yield Additional 
Percentage: 


55 bps 


  
Form of Notes: Global Note registered in the name of CDS & Co. 
  
Trustee: Computershare Trust Company of Canada 
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Dealers: BMO Nesbitt Burns Inc. 
 National Bank Financial Inc. 
 CIBC World Markets Inc. 
 RBC Dominion Securities Inc. 
 Scotia Capital Inc. 
 TD Securities Inc. 
 HSBC Securities (Canada) Inc. 
 Beacon Securities Limited 
 Macquarie Capital Markets Canada Ltd. 
  
Method of Distribution: Agency 
  
Aggregate Principal Amount of Medium Term 
Notes Outstanding (including those described 
in this Pricing Supplement): $1,275,000,000 
  
Use of Proceeds: The net proceeds to AltaGas from the sale of the Notes will 


be used to pay down existing bank indebtedness and for 
general corporate purposes. 


  
Capitalized Terms: Capitalized terms used in this Pricing Supplement No. 1 


and not defined herein have the meaning given to such 
terms in the amended and restated trust indenture dated 
July 1, 2010 between AltaGas and Computershare Trust 
Company of Canada (the “Trust Indenture”). 


  
Repurchase Upon Change of Control 
Triggering Event: 
 


 


The following description is qualified in its entirety by the terms of the eighth supplemental indenture to be 
entered into as of April 13, 2012 between the Trustee and AltaGas (the “Eighth Supplemental Trust 
Indenture”) amending and supplementing the terms of the Trust Indenture in respect of the Notes. 


If a Change of Control Triggering Event (as defined below) occurs, unless AltaGas has exercised its optional 
right to repurchase all of the Notes as described in the Trust Indenture, AltaGas will be required to make an 
offer to repurchase all or, at the option of the noteholder, any part (equal to $1,000 or an integral multiple 
thereof) of each noteholder’s Notes pursuant to the offer described below (the “Change of Control Offer”), at a 
purchase price payable in cash equal to 101% of the principal amount thereof plus accrued and unpaid interest, 
if any, to the date of purchase. 


Within 30 days following any Change of Control Triggering Event, AltaGas will be required to give written 
notice to Noteholders describing the transaction or transactions that constitute the Change of Control 
Triggering Event and offering to repurchase the Notes on the date specified in the notice (the “Change of 
Control Payment Date”), which date will be no earlier than 30 days and no later than 60 days from the date 
such notice is given.  AltaGas must comply with the requirements of applicable securities laws and regulations 
in connection with the repurchase of the Notes as a result of a Change of Control Triggering Event.  To the 
extent that the provisions of any such applicable securities laws and regulations conflict with the provisions 
described in this Pricing Supplement No. 1 relating to a Change of Control Offer, AltaGas will be required to 
comply with such laws and regulations and will not be deemed to have breached its obligations to repurchase 
the Notes by virtue of such conflict. 


AltaGas will not be required to make a Change of Control Offer upon a Change of Control Triggering Event if a 
third party makes such an offer substantially in the manner, at the times and in compliance with the 
requirements for a Change of Control Offer (and for at least the same purchase price payable in cash) and such 







- 3 - 


  


third party purchases all Notes properly tendered and not withdrawn under its offer. 


The failure by AltaGas to comply with the covenant set forth above relating to a Change of Control will 
constitute an Event of Default with respect to the Notes. 


Amendment to Definition of Funded Obligations 
in Eighth Supplemental Trust Indenture: 


 


The definition of Funded Obligations for purposes of the Eighth Supplemental Trust Indenture and the Notes 
only shall be amended as follows: 


“Funded Obligations” means, in respect of AltaGas and its Designated Subsidiaries, as of the date of 
determination thereof and as determined in accordance with GAAP on a consolidated basis, without 
duplication, an amount equal to the Indebtedness which would be classified as debt for borrowed money on a 
consolidated balance sheet of AltaGas and its Designated Subsidiaries excluding (a) Non-Recourse Debt; (b) 
Subordinated Debt; (c) Purchase Money Obligations; and (d) any amount in respect of obligations of AltaGas to 
a Designated Subsidiary or of a Designated Subsidiary to AltaGas or another Designated Subsidiary. 


Amendment to Definition of Permitted 
Encumbrances in Eighth Supplemental Trust 
Indenture: 


 


The definition of Permitted Encumbrances for purposes of the Eighth Supplemental Trust Indenture and the 
Notes shall be amended by removing paragraph (a) thereof in its entirety. 


Risk Factors 


In addition to the risks identified or incorporated by reference in the prospectus of AltaGas dated December 7, 
2011, an investment in the Notes is subject to the following additional risks: 


Repurchase Upon Change of Control Triggering Event 


In the event that AltaGas is required to repurchase the Notes upon the occurrence of a Change of Control 
Triggering Event, it may not have sufficient funds to repurchase the Notes in cash at such time. In addition, 
AltaGas’s ability to repurchase the Notes for cash may be limited by applicable law. If AltaGas is unable to 
repurchase the Notes upon the occurrence of a Change of Control Triggering Event, cross-default provisions in 
AltaGas’s other debt instruments may be triggered resulting in events of default thereunder.   


Financial Covenants 


No assurance can be provided that the adoption of U.S. GAAP will not adversely affect AltaGas’ reported 
financial measures, which in turn could adversely affect AltaGas’ ability to satisfy the financial covenants 
provided pursuant to the Trust Indenture or other debt instruments, including the Notes, its credit facilities and 
other Medium Term Notes. 


Documents Incorporated by Reference 


The prospectus of AltaGas dated December 7, 2011, into which this pricing supplement is deemed to be 
incorporated by reference, also incorporates by reference therein the following: 


(a) the annual information form of AltaGas dated March 15, 2012 for the year ended December 31, 
2011; 


(b) the audited consolidated financial statements of AltaGas and notes thereto as at and for the 
years ended December 31, 2011 and 2010 together with the auditors’ report thereon filed on 
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March 12, 2012, and the management’s discussion and analysis of results of operations and 
financial condition for the year ended December 31, 2011, filed on March 12, 2012;  


(c) the information circular dated March 15, 2012 relating to the Annual Meeting of holders of 
common shares of AltaGas to be held on April 26, 2012;  


(d) the material change report dated February 6, 2012 relating to the proposed acquisition (the 
“Acquisition”) by AltaGas Utility Holdings (U.S.) LLC, an indirect wholly-owned subsidiary of 
AltaGas, of all of the issued and outstanding shares of common stock of SEMCO Holding 
Corporation (“SEMCO”) from Continental Energy Systems LLC;  


(e) the audited consolidated statements of financial position and of capitalization of SEMCO at 
December 31, 2011 and 2010 and the related statements of operations, of changes in equity and 
comprehensive income and of cash flows for each of the years in the three-year period ended 
December 31, 2011, filed on April 9, 2012;  


(f) the unaudited pro forma consolidated financial statements of AltaGas as at and for the year 
ended December 31, 2011 after giving effect to the Acquisition and the related financing 
assumptions as described therein, filed on April 9, 2012; and 


(g) the sections entitled: 


(i) “Glossary”; 


(ii) “Non-GAAP Financial Measures”; 


(iii) “Acquisition of SEMCO” (but excluding the information under the subheading “Selected 
Unaudited Pro Forma Consolidated Financial Information”); 


(iv) “Risk Factors – Risks Related to the Acquisition”; and 


(v) “Risk Factors – Risks Related to the Business of SEMCO”, 


of the final short form prospectus of AltaGas dated February 14, 2012. 


Definitions 


“Canada Yield Price” shall mean, in effect, a price equal to the price of the Note being redeemed calculated to 
provide a yield to maturity equal to the Government of Canada Yield (as defined below) on the business day 
preceding the date on which the notice of redemption is given, plus the Government of Canada Yield 
Additional Percentage, as set forth above. 


“Change of Control” shall mean the occurrence of any one of the following: (a) the direct or indirect sale, 
transfer, conveyance, lease or other disposition (other than by way of consolidation, amalgamation, 
arrangement, merger or issue of voting securities), in one or a series of related transactions, of all or 
substantially all of the property and assets of AltaGas, on a consolidated basis, to any person or group of 
persons acting jointly or in concert for purposes of such transaction (other than to AltaGas or its subsidiaries); or 
(b) the consummation of any transaction including, without limitation, any consolidation, amalgamation,  
arrangement, merger or issue of voting securities the result of which is that any person or group of persons 
acting jointly or in concert for purposes of such transaction (other than AltaGas and its subsidiaries) becomes 
the beneficial owner, directly or indirectly, of more than 50% of the voting securities of AltaGas and/or 
securities convertible or exchangeable into or carrying the right to acquire voting securities of AltaGas or of any 
such consolidated, amalgamated, merged or other continuing entity, measured by voting power rather than 
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number of voting securities (but shall not include the creation of a holding company or similar transaction that 
does not involve a change in the beneficial ownership of AltaGas). 


“Change of Control Triggering Event” shall mean the occurrence of both a Change of Control and a Rating 
Event. 


“DBRS” means DBRS Limited and its successors. 


“Government of Canada Yield” on any date shall mean, in effect, the yield to maturity on such date, assuming 
semi-annual compounding, which a non-callable Government of Canada bond would carry, if issued in 
Canadian dollars in Canada, at 100% of its principal amount on such date with a term to maturity equal to the 
remaining term to maturity of the Notes being redeemed. The Government of Canada Yield will be the average 
of the yields determined by two major Canadian investment dealers selected by AltaGas. 


“Investment Grade Rating” shall mean a rating equal to or higher than BBB- (or the equivalent of any successor 
rating category of S&P) by S&P, BBB (low) (or the equivalent of any successor rating category of DBRS) by 
DBRS, or the equivalent investment grade credit rating from any other Specified Rating Agency. 


“Moody’s” means Moody’s Investors Service, Inc. and its successors. 


“Rating Event” shall mean the rating on the Notes is lowered to below an Investment Grade Rating by each of 
the Specified Rating Agencies, if there are less than three Specified Ratings Agencies, or by two out of three of 
the Specified Ratings Agencies, if there are three Specified Ratings Agencies (the “Required Threshold”), on 
any day within the 60-day period (which 60-day period will be extended so long as the rating of the Notes is 
under publicly announced consideration for a possible downgrade by such number of the Specified Rating 
Agencies which, together with Specified Ratings Agencies which have already lowered their ratings on the 
Notes as aforesaid, would aggregate in number the Required Threshold, but only to the extent that, and for so 
long as, a Change of Control Triggering Event would result if such downgrade were to occur) after the earlier of 
(a) the occurrence of a Change of Control and (b) public notice of the occurrence of a Change of Control or of 
AltaGas’s intention or agreement to effect a Change of Control. 


“S&P” means Standard & Poor’s Ratings Services and its successors. 


“Specified Rating Agencies” shall mean each of S&P and DBRS and, if a rating of the Notes is obtained from 
Moody’s shall also include Moody’s, as long as, in each case, such entity has not ceased to rate the Notes or 
failed to make a rating of the Notes publicly available for reasons outside of AltaGas’s control; provided that if 
one or more of S&P, DBRS or Moody’s, as applicable, ceases to rate the Notes or fails to make a rating of the 
Notes publicly available for reasons outside of AltaGas’s control, AltaGas may select any other “approved 
rating organization” within the meaning of National Instrument 41-101 of the Canadian Securities 
Administrators as a replacement agency for such one or more of them, as the case may be, and provided further 
that AltaGas shall maintain a rating with at least two Specified Rating Agencies at all times. 


  







  


  


Consent of Ernst & Young LLP 


We have read the short form base shelf prospectus of AltaGas Ltd. (“AltaGas”) dated December 7, 2011, as 
supplemented by the prospectus supplement dated April 9, 2012, as supplemented by the pricing supplement 
No. 1 dated April 10, 2012 relating to the issuance of $200,000,000 of Medium Term Note Debentures 
(collectively the “Prospectus”).  We have complied with Canadian generally accepted standards for an auditor's 
involvement with offering documents. 


We consent to the incorporation by reference in the above-mentioned Prospectus of our report to the 
shareholders of AltaGas on the consolidated balance sheets of AltaGas as at December 31, 2011 and 2010, and 
the consolidated statements of income, comprehensive income and accumulated other comprehensive (loss) 
income, equity and cash flows for each of the years in the two-year period ended December 31, 2011.  Our 
report is dated March 7, 2012.  


   


Calgary, Canada 
April 10, 2012 


 (signed) “Ernst & Young LLP” 
Chartered Accountants 


   
 







 


  


Consent of PricewaterhouseCoopers LLP 
We have read pricing supplement No. 1 dated April 10, 2012 to the short form prospectus of AltaGas Ltd. 
(“AltaGas”) dated December 7, 2011, as supplemented by the prospectus supplement dated April 9, 2012, 
relating to the offering of up to $2,000,000,000 of Medium Term Note Debentures (collectively the “Prospectus”) 
of AltaGas.  We have complied with auditing standards generally accepted in the United States for an auditor’s 
involvement with offering documents. 


We consent to the incorporation by reference in the above-mentioned prospectus of our report to the directors 
and shareholder of SEMCO Holding Corporation (“SEMCO”) on the consolidated statements of financial 
position and of capitalization of SEMCO at December 31, 2011 and 2010 and the related statements of 
operations, of changes in equity and comprehensive income and of cash flows for each of the years in the three-
year period ended December 31, 2011.  Our report is dated March 26, 2012. 


   


Detroit, Michigan 
April 10, 2012 


 (signed) “PricewaterhouseCoopers LLP” 
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		APPENDIX 6 - PROSPECTUS OF DEBT OFFERINGS - ALTAGAS (parent)

		MEDIUM TERM NOTE DEBENTURES










8(b) West

		Pacific Northern Gas Ltd.

		2012 BCUC Generic Cost of Capital Proceeding

		Historical (2002-2011) Regulatory Financial Information by Year - PNG-West

		8.b. Deferral and Reserve Accounts

				(amounts in $000's unless otherwise noted)										2002		2002		2002		2003		2003		2003		2004		2004		2004		2005		2005		2005		2006		2006		2006		2007		2007		2007		2008		2008		2008		2009		2009		2009		2010		2010		2010		2011		2011		2011

								Delivery revenues						42,215						39,661						38,423						38,233						31,230						27,449						28,223						29,222						35,251						31,981

								Total revenues						61,514						65,879						62,293						67,966						61,079						52,729						53,474						49,201						48,209						43,146

														Net of Tax		(i) avg % of		(i) avg % of		Net of Tax		(i) avg % of		(i) avg % of		Net of Tax		(i) avg % of		(i) avg % of		Net of Tax		(i) avg % of		(i) avg % of		Net of Tax		(i) avg % of		(i) avg % of		Net of Tax		(i) avg % of		(i) avg % of		Net of Tax		(i) avg % of		(i) avg % of		Net of Tax		(i) avg % of		(i) avg % of		Gross		(i) avg % of		(i) avg % of		Gross		(i) avg % of		(i) avg % of

				Deferrals and Reserves										2002		delivery rev		total rev		2003		delivery rev		total rev		2004		delivery rev		total rev		2005		delivery rev		total rev		2006		delivery rev		total rev		2007		delivery rev		total rev		2008		delivery rev		total rev		2009		delivery rev		total rev		2010		delivery rev		total rev		2011		delivery rev		total rev

						Cost of Gas

								GCVA						(3,092)		n/a		-5.0%		(2,870)		n/a		-4.4%		(2,181)		n/a		-3.5%		(1,484)		n/a		-2.2%		(1,752)		n/a		-2.9%		(224)		n/a		-0.4%		355		n/a		0.7%		(55)		n/a		-0.1%		(833)		n/a		-1.7%		397		n/a		0.9%

						Margin Related

								RSAM						- 0		0.0%		0.0%		754		1.9%		1.1%		1,381		3.6%		2.2%		1,515		4.0%		2.2%		2,078		6.7%		3.4%		1,250		4.6%		2.4%		256		0.9%		0.5%		(659)		-2.3%		-1.3%		979		2.8%		2.0%		(433)		-1.4%		-1.0%

								Industrial Customer Deliveries						114		0.3%		0.2%		1,116		2.8%		1.7%		579		1.5%		0.9%		683		1.8%		1.0%		238		0.8%		0.4%		(311)		-1.1%		-0.6%		223		0.8%		0.4%		150		0.5%		0.3%		(28)		-0.1%		-0.1%		(43)		-0.1%		-0.1%

								West Fraser Termination Payment						- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%				0.0%		0.0%		(5,009)		-14.2%		-10.4%		(3,455)		-10.8%		-8.0%

								Methanex Termination Payment						- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		(12,161)		-38.9%		-19.9%		(8,079)		-29.4%		-15.3%		(3,781)		-13.4%		-7.1%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%

								LNG Partners Option Payment						- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		(1,702)		-5.8%		-3.5%		(2,500)		-7.1%		-5.2%		(3,021)		-9.4%		-7.0%

								Common Equity						- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		807		2.8%		1.6%		- 0		0.0%		0.0%		- 0		0.0%		0.0%

								Cost of Service						- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		34		0.1%		0.1%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%

						Plant Related

								Line Break						250		0.6%		0.4%		707		1.8%		1.1%		809		2.1%		1.3%		739		1.9%		1.1%		647		2.1%		1.1%		784		2.9%		1.5%		669		2.4%		1.3%		557		1.9%		1.1%		764		2.2%		1.6%		591		1.8%		1.4%

								Plant Gains and Losses						30		0.1%		0.0%		36		0.1%		0.1%		33		0.1%		0.1%		29		0.1%		0.0%		25		0.1%		0.0%		21		0.1%		0.0%		17		0.1%		0.0%		245		0.8%		0.5%		1,298		3.7%		2.7%		1,608		5.0%		3.7%

								SCC/Investigative Digs/Studies						342		0.8%		0.6%		355		0.9%		0.5%		251		0.7%		0.4%		562		1.5%		0.8%		162		0.5%		0.3%		118		0.4%		0.2%		106		0.4%		0.2%		160		0.5%		0.3%		515		1.5%		1.1%		724		2.3%		1.7%

								Pipeline Inspection								0.0%		0.0%		(63)		-0.2%		-0.1%		(99)		-0.3%		-0.2%		(69)		-0.2%		-0.1%		(56)		-0.2%		-0.1%		(44)		-0.2%		-0.1%		(74)		-0.3%		-0.1%		(165)		-0.6%		-0.3%		255		0.7%		0.5%		63		0.2%		0.1%

								Deactivated Facilities						- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		5,050		13.2%		7.4%		4,667		14.9%		7.6%		4,253		15.5%		8.1%		3,824		13.5%		7.2%		3,337		11.4%		6.8%		- 0		0.0%		0.0%		- 0		0.0%		0.0%

								Propane Air Plant						- 0		0.0%		0.0%		- 0		0.0%		0.0%		792		2.1%		1.3%		412		1.1%		0.6%		376		1.2%		0.6%		336		1.2%		0.6%		288		1.0%		0.5%		243		0.8%		0.5%		268		0.8%		0.6%		222		0.7%		0.5%

								System Development  - FIS and CIS						242		0.6%		0.4%		147		0.4%		0.2%		67		0.2%		0.1%				0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%

								Depreciation Adjustment						- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		(637)		-1.7%		-0.9%		(434)		-1.4%		-0.7%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		(48)		-0.2%		-0.1%

						O&M related

								BCUC Fees						(24)		-0.1%		-0.0%		(11)		-0.0%		-0.0%		21		0.1%		0.0%		(5)		-0.0%		-0.0%		(16)		-0.1%		-0.0%		(14)		-0.1%		-0.0%		(15)		-0.1%		-0.0%		(10)		-0.0%		-0.0%		2		0.0%		0.0%		(24)		-0.1%		-0.1%

								BCUC Proceedings						3		0.0%		0.0%		(30)		-0.1%		-0.0%		14		0.0%		0.0%		414		1.1%		0.6%		190		0.6%		0.3%		(9)		-0.0%		-0.0%		(20)		-0.1%		-0.0%		(3)		-0.0%		-0.0%		8		0.0%		0.0%		21		0.1%		0.0%

								Resource Plans /rate design						12		0.0%		0.0%		9		0.0%		0.0%		11		0.0%		0.0%		19		0.0%		0.0%		8		0.0%		0.0%				0.0%		0.0%		8		0.0%		0.0%		1		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%

								CAP/ROE Hearing						- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%				0.0%		0.0%				0.0%		0.0%		- 0		0.0%		0.0%		22		0.1%		0.0%		89		0.3%		0.2%		- 0		0.0%		0.0%

								IFRS/US GAAP						- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		11		0.0%		0.0%		35		0.1%		0.1%		290		0.8%		0.6%		453		1.4%		1.0%

								Bill 198 Compliance								0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		54		0.2%		0.1%		66		0.2%		0.1%		79		0.3%		0.1%		40		0.1%		0.1%		- 0		0.0%		0.0%		- 0		0.0%		0.0%

								Appliance grants/heat insurance programs						21		0.0%		0.0%		14		0.0%		0.0%		7		0.0%		0.0%		3		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%

						Other

								Property Tax Variance						(66)		-0.2%		-0.1%		7		0.0%		0.0%		201		0.5%		0.3%		104		0.3%		0.2%		(69)		-0.2%		-0.1%		18		0.1%		0.0%		(112)		-0.4%		-0.2%		(37)		-0.1%		-0.1%		(49)		-0.1%		-0.1%		(17)		-0.1%		-0.0%

								Short term interest						148		0.4%		0.2%		62		0.2%		0.1%		(35)		-0.1%		-0.1%		(39)		-0.1%		-0.1%		77		0.2%		0.1%		(7)		-0.0%		-0.0%		(61)		-0.2%		-0.1%		(9)		-0.0%		-0.0%		34		0.1%		0.1%		(1)		-0.0%		-0.0%

								Long term interest						- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		14		0.0%		0.0%		18		0.1%		0.0%		(92)		-0.3%		-0.2%		(82)		-0.3%		-0.2%		(82)		-0.2%		-0.2%		(72)		-0.2%		-0.2%

								Old Revolving Debt Issue Costs						- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		86		0.2%		0.2%		- 0		0.0%		0.0%

								Carbon/Income tax/capital taxes						(1)		-0.0%		-0.0%		- 0		0.0%		0.0%		47		0.1%		0.1%		31		0.1%		0.0%		16		0.1%		0.0%		- 0		0.0%		0.0%		(4)		-0.0%		-0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%

								Debt Issue Costs						895		2.1%		1.5%		837		2.1%		1.3%		568		1.5%		0.9%		477		1.2%		0.7%		398		1.3%		0.7%		528		1.9%		1.0%		465		1.6%		0.9%		451		1.5%		0.9%		448		1.3%		0.9%		398		1.2%		0.9%





8(b)(NE) FSJ-DC

		Pacific Northern Gas Ltd.

		2012 BCUC Generic Cost of Capital Proceeding

		Historical (2002-2011) Regulatory Financial Information by Year - PNG (N.E.) - Fort St John / Dawson Creek

		8.b. Deferral and Reserve Accounts

				(amounts in $000's unless otherwise noted)										2002		2002		2002		2003		2003		2003		2004		2004		2004		2005		2005		2005		2006		2006		2006		2007		2007		2007		2008		2008		2008		2009		2009		2009		2010		2010		2010		2011		2011		2011

								Delivery revenues						7,693						8,082						8,833						8,789						9,327						9,295						10,389						10,148						10,670						12,316

								Total revenues						25,200						32,041						29,132						33,272						38,503						35,261						37,846						31,926						26,484						26,640

														Net of Tax		(i) avg % of		(i) avg % of		Net of Tax		(i) avg % of		(i) avg % of		Net of Tax		(i) avg % of		(i) avg % of		Net of Tax		(i) avg % of		(i) avg % of		Net of Tax		(i) avg % of		(i) avg % of		Net of Tax		(i) avg % of		(i) avg % of		Net of Tax		(i) avg % of		(i) avg % of		Net of Tax		(i) avg % of		(i) avg % of		Gross		(i) avg % of		(i) avg % of		Gross		(i) avg % of		(i) avg % of

				Deferrals and Reserves										2002		delivery rev		total rev		2003		delivery rev		total rev		2004		delivery rev		total rev		2005		delivery rev		total rev		2006		delivery rev		total rev		2007		delivery rev		total rev		2008		delivery rev		total rev		2009		delivery rev		total rev		2010		delivery rev		total rev		2011		delivery rev		total rev

						Cost of Gas

								GCVA						307		n/a		1.2%		(492)		n/a		-1.5%		(13)		n/a		-0.0%		697		n/a		2.1%		(1,088)		n/a		-2.8%		(554)		n/a		-1.6%		(1,493)		n/a		-3.9%		(1,749)		n/a		-5.5%		(543)		n/a		-2.1%		(46)		n/a		-0.2%

						Margin Related

								RSAM						30		0.4%		0.1%		84		1.0%		0.3%		308		3.5%		1.1%		676		7.7%		2.0%		789		8.5%		2.0%		590		6.3%		1.7%		440		4.2%		1.2%		62		0.6%		0.2%		423		4.0%		1.6%		469		3.8%		1.8%

								Industrial Customer Deliveries						7		0.1%		0.0%		(18)		-0.2%		-0.1%		23		0.3%		0.1%		18		0.2%		0.1%		26		0.3%		0.1%		18		0.2%		0.1%		8		0.1%		0.0%		15		0.1%		0.0%		16		0.1%		0.1%		4		0.0%		0.0%

								Common equity						- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		67		0.7%		0.2%		390		3.7%		1.5%		- 0		0.0%		0.0%

								Consolidated Gas Tariff Transition						- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		(54)		-0.4%		-0.2%

						Plant Related

								Line Break						- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%

								Plant Gains and Losses						- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		(238)		-2.2%		-0.9%		(207)		-1.7%		-0.8%

								Investigative Digs/Studies						13		0.2%		0.1%		7		0.1%		0.0%		7		0.1%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%

								Pipeline Inspection						- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%

								Contribution to WEI Taylor						169		2.2%		0.7%		141		1.7%		0.4%		113		1.3%		0.4%		85		1.0%		0.3%		282		3.0%		0.7%		28		0.3%		0.1%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%

								Depreciation Adjustment						- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		(556)		-6.0%		-1.4%		(285)		-3.1%		-0.8%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		(48)		-0.4%		-0.2%

								Systems development - CIS						71		0.9%		0.3%		45		0.6%		0.1%		23		0.3%		0.1%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%

						O&M Related

								BCUC Fees						(4)		-0.1%		-0.0%		(4)		-0.0%		-0.0%		1		0.0%		0.0%		- 0		0.0%		0.0%		(10)		-0.1%		-0.0%		(6)		-0.1%		-0.0%		(6)		-0.1%		-0.0%		(10)		-0.1%		-0.0%		4		0.0%		0.0%		(8)		-0.1%		-0.0%

								BCUC Hearing - CAP/ROE Hearing								0.0%		0.0%		(5)		-0.1%		-0.0%		11		0.1%		0.0%		(5)		-0.1%		-0.0%		14		0.2%		0.0%		(3)		-0.0%		-0.0%		(8)		-0.1%		-0.0%		8		0.1%		0.0%		44		0.4%		0.2%		(3)		-0.0%		-0.0%

								Resource Plans						- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		1		0.0%		0.0%		1		0.0%		0.0%		- 0		0.0%		0.0%		13		0.1%		0.0%		13		0.1%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%

								IFRS/US GAAP						- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		3		0.0%		0.0%		10		0.1%		0.0%		83		0.8%		0.3%		133		1.1%		0.5%

								Bill 198 Compliance						- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		13		0.1%		0.0%		13		0.1%		0.0%		17		0.2%		0.0%		9		0.1%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%

						Other

								Property Tax Variance						24		0.3%		0.1%		18		0.2%		0.1%		23		0.3%		0.1%		(22)		-0.3%		-0.1%		19		0.2%		0.0%		(2)		-0.0%		-0.0%		24		0.2%		0.1%		8		0.1%		0.0%		25		0.2%		0.1%		11		0.1%		0.0%

								Short term interest						(15)		-0.2%		-0.1%		(58)		-0.7%		-0.2%		(219)		-2.5%		-0.8%		(277)		-3.2%		-0.8%		(207)		-2.2%		-0.5%		(26)		-0.3%		-0.1%		(43)		-0.4%		-0.1%		(13)		-0.1%		-0.0%		2		0.0%		0.0%		(7)		-0.1%		-0.0%

								Long term interest						- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		34		0.4%		0.1%		33		0.4%		0.1%		(124)		-1.2%		-0.3%		(109)		-1.1%		-0.3%		(128)		-1.2%		-0.5%		(95)		-0.8%		-0.4%

								Old Revolving Debt Issue Costs						- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		29		0.3%		0.1%		- 0		0.0%		0.0%

								Reserve for Damages						(69)		-0.9%		-0.3%		(69)		-0.9%		-0.2%		(69)		-0.8%		-0.2%		(69)		-0.8%		-0.2%		(69)		-0.7%		-0.2%		(69)		-0.7%		-0.2%		(69)		-0.7%		-0.2%		(69)		-0.7%		-0.2%		(69)		-0.6%		-0.3%		- 0		0.0%		0.0%

								Carbon Tax/Income Tax						(1)		-0.0%		-0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		(3)		-0.0%		-0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%

								Debt Issue Costs						- 0		0.0%		0.0%		68		0.8%		0.2%		181		2.0%		0.6%		134		1.5%		0.4%		248		2.7%		0.6%		529		5.7%		1.5%		433		4.2%		1.1%		363		3.6%		1.1%		322		3.0%		1.2%		258		2.1%		1.0%





8(b)(NE) TR

		Pacific Northern Gas Ltd.

		2012 BCUC Generic Cost of Capital Proceeding

		Historical (2002-2011) Regulatory Financial Information by Year - PNG (N.E.) - Tumbler Ridge

		8.b. Deferral and Reserve Accounts

				(amounts in $000's unless otherwise noted)										2002		2002		2002		2003		2003		2003		2004		2004		2004		2005		2005		2005		2006		2006		2006		2007		2007		2007		2008		2008		2008		2009		2009		2009		2010		2010		2010		2011		2011		2011

								Delivery revenues						838						1,094						1,035						1,123						1,220						1,040						1,088						1,152						1,277						1,140

								Total revenues						1,437						1,932						1,870						2,043						2,259						1,973						1,996						1,794						1,630						1,392

														Net of Tax		(i) avg % of		(i) avg % of		Net of Tax		(i) avg % of		(i) avg % of		Net of Tax		(i) avg % of		(i) avg % of		Net of Tax		(i) avg % of		(i) avg % of		Net of Tax		(i) avg % of		(i) avg % of		Net of Tax		(i) avg % of		(i) avg % of		Net of Tax		(i) avg % of		(i) avg % of		Net of Tax		(i) avg % of		(i) avg % of		Gross		(i) avg % of		(i) avg % of		Gross		(i) avg % of		(i) avg % of

				Deferrals and Reserves										2002		delivery rev		total rev		2003		delivery rev		total rev		2004		delivery rev		total rev		2005		delivery rev		total rev		2006		delivery rev		total rev		2007		delivery rev		total rev		2008		delivery rev		total rev		2009		delivery rev		total rev		2010		delivery rev		total rev		2011		delivery rev		total rev

						Cost of Gas

								GCVA						106		n/a		7.4%		84		n/a		4.3%		(38)		n/a		-2.0%		(94)		n/a		-4.6%		(276)		n/a		-12.2%		(261)		n/a		-13.2%		(167)		n/a		-8.4%		(251)		n/a		-14.0%		(265)		n/a		-16.3%		(116)		n/a		-8.3%

						Margin Related

								RSAM								0.0%		0.0%		24		2.2%		1.2%		99		9.6%		5.3%		120		10.7%		5.9%		70		5.7%		3.1%		13		1.3%		0.7%		(12)		-1.1%		-0.6%		(9)		-0.8%		-0.5%		127		9.9%		7.8%		91		8.0%		6.5%

								Industrial Customer Deliveries						- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		(11)		-1.1%		-0.6%		(41)		-3.8%		-2.1%		(25)		-2.2%		-1.4%		(3)		-0.2%		-0.2%		(17)		-1.5%		-1.2%

								Common equity						- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		3		0.3%		0.2%		(11)		-0.9%		-0.7%		- 0		0.0%		0.0%

								Consolidated Gas Tariff Transition						- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		(4)		-0.4%		-0.3%

								Cost of Service						- 0						- 0						- 0						- 0						- 0						(34)						(36)						(18)						(1)						- 0

						Plant Related

								Line Break						- 0		0.0%		0.0%		42		3.8%		2.2%		37		3.6%		2.0%		33		2.9%		1.6%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%

								Plant Gains and Losses						- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		(15)		-1.2%		-0.9%		(13)		-1.1%		-0.9%

								Investigative Digs/Sutdies						3		0.4%		0.2%		3		0.3%		0.2%		3		0.3%		0.2%		3		0.3%		0.1%		3		0.2%		0.1%		3		0.3%		0.2%		3		0.3%		0.2%		3		0.3%		0.2%		3		0.2%		0.2%		3		0.3%		0.2%

								Pipeline Inspection						- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%

								Depreciation Adjustment						- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		(152)		-12.5%		-6.7%		(78)		-7.5%		-4.0%		2		0.2%		0.1%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		(8)		-0.7%		-0.6%

								Systems development - CIS						5		0.6%		0.3%		4		0.4%		0.2%		2		0.2%		0.1%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%

								Tumbler Ridge Plant Upset						- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		114		10.2%		5.6%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%

						O&M Related

								BCUC Fees						1		0.1%		0.1%		(1)		-0.1%		-0.1%		- 0		0.0%		0.0%				0.0%		0.0%		(2)		-0.2%		-0.1%				0.0%		0.0%		- 0		0.0%		0.0%		3		0.3%		0.2%		- 0		0.0%		0.0%		(4)		-0.4%		-0.3%

								BCUC Hearing -CAP/ROE Hearing						- 0		0.0%		0.0%		(3)		-0.3%		-0.2%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		(1)		-0.1%		-0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		2		0.2%		0.1%		- 0		0.0%		0.0%

								Resource Plan						- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		1		0.1%		0.1%		1		0.1%		0.1%		- 0		0.0%		0.0%		- 0		0.0%		0.0%

								IFRS/US GAAP						- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		1		0.1%		0.1%		4		0.3%		0.2%		6		0.5%		0.4%

								Bill 198 Compliance						- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		1		0.1%		0.0%		1		0.1%		0.1%		1		0.1%		0.1%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%

						Other

								Property Tax Variance						3		0.4%		0.2%		(4)		-0.4%		-0.2%		1		0.1%		0.1%		(2)		-0.2%		-0.1%		17		1.4%		0.8%				0.0%		0.0%		2		0.2%		0.1%		(1)		-0.1%		-0.1%		(2)		-0.2%		-0.1%		(2)		-0.2%		-0.1%

								Short term interest						- 0		0.0%		0.0%		8		0.7%		0.4%		5		0.5%		0.3%		2		0.2%		0.1%		1		0.1%		0.0%		1		0.1%		0.1%		- 0		0.0%		0.0%		1		0.1%		0.1%		3		0.2%		0.2%		- 0		0.0%		0.0%

								Long term interest						- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		- 0		0.0%		0.0%		(1)		-0.1%		-0.1%		(1)		-0.1%		-0.1%		(1)		-0.1%		-0.1%		(3)		-0.3%		-0.2%

								Reserve for Damages						(155)		-18.5%		-10.8%		(155)		-14.2%		-8.0%		(155)		-15.0%		-8.3%		(155)		-13.8%		-7.6%		(155)		-12.7%		-6.9%		(155)		-14.9%		-7.9%		(155)		-14.2%		-7.8%		(155)		-13.5%		-8.6%		(155)		-12.1%		-9.5%		- 0		0.0%		0.0%

								Debt Issue Costs						11		1.3%		0.8%		10		0.9%		0.5%		5		0.5%		0.3%		4		0.4%		0.2%		4		0.3%		0.2%		6		0.6%		0.3%		4		0.4%		0.2%		4		0.3%		0.2%		5		0.4%		0.3%		4		0.4%		0.3%
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No securities regulatory authority has expressed an opinion about these securities and it is an offence to claim 
otherwise.  This short form prospectus constitutes a public offering of these securities only in those jurisdictions 
where they may lawfully be offered for sale and therein only by persons permitted to sell such securities. 


The securities offered hereby have not been and will not be registered under the United States Securities Act of 
1933, as amended (the “1933 Act”) or any state securities laws.  Accordingly, these securities may not be offered or 
sold within the United States of America unless registered under the 1933 Act and applicable state securities laws or 
an exemption from such registration is available.  This short form prospectus does not constitute an offer to sell or a 
solicitation of an offer to buy any of these securities within the United States of America.  See “Plan of 
Distribution”. 


Information has been incorporated by reference in this prospectus from documents filed with securities 
commissions or similar authorities in Canada.  Copies of the documents incorporated herein by reference may be 
obtained on request without charge from the Vice President, General Counsel and Corporate Secretary of AltaGas 
at 1700, 355 – 4th Avenue S.W., Calgary, Alberta, T2P 0J1 (telephone (403) 691-7575) and are also available 
electronically at www.sedar.com.   


SHORT FORM PROSPECTUS 


New Issue February 14, 2012 


 


ALTAGAS LTD. 


$350,900,000 
12,100,000 Subscription Receipts 


each representing the right to receive one Common Share 


 


AltaGas Ltd. (“AltaGas”) is hereby qualifying for distribution (the “Offering”) 12,100,000 subscription 
receipts (“Subscription Receipts”) of AltaGas at a price of $29.00 per Subscription Receipt (the 
“Offering Price”).  Each Subscription Receipt will entitle the holder thereof to receive, without payment 
of additional consideration or further action, and subject to the terms and conditions of the Subscription 
Receipt Agreement (as hereinafter defined), one common share (a “Common Share”) of AltaGas upon 
the closing of the acquisition (the “Acquisition”) by AltaGas Utility Holdings (U.S.) LLC 
(“Acquireco”), an indirect wholly-owned subsidiary of AltaGas, of all of the issued and outstanding 
shares of common stock (the “SEMCO Shares”) of SEMCO Holding Corporation (“SEMCO”) from 
Continental Energy Systems LLC (“Continental”) pursuant to the terms and subject to the conditions of 
the Stock Purchase Agreement (as hereinafter defined).  See “Acquisition of SEMCO”, “Details of the 
Offering” and “Plan of Distribution”.   


The gross proceeds from the sale of the Subscription Receipts, net of half of the Underwriters’ Fee (as 
hereinafter defined) with respect to the Subscription Receipts (the “Escrowed Funds”) will be held by 
Computershare Trust Company of Canada, as subscription receipt agent (the “Subscription Receipt 
Agent”), and invested in short-term obligations of, or guaranteed by, the Government of Canada (and 
other approved investments), pending satisfaction of the Escrow Release Condition (as hereinafter 
defined), all pursuant to the terms of a subscription receipt agreement (the “Subscription Receipt 
Agreement”) to be entered into on the Closing Date (as hereinafter defined) of the Offering among 
AltaGas, the Subscription Receipt Agent and BMO Nesbitt Burns Inc. (“BMO”), on its own behalf and 
for and on behalf of each of RBC Dominion Securities Inc. (“RBC”), TD Securities Inc. (“TD”), CIBC 
World Markets Inc. (“CIBC”), National Bank Financial Inc. (“National”), Scotia Capital Inc. (“Scotia”), 
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HSBC Securities (Canada) Inc. (“HSBC”), Macquarie Capital Markets Canada Ltd., Beacon Securities 
Limited, FirstEnergy Capital Corp. and Peters & Co. Limited (collectively, the “Underwriters”). 


Provided that the Transaction Closing Date (as hereinafter defined) occurs on or before the Deadline (as 
hereinafter defined), the Escrowed Funds and the interest earned thereon (less the remaining portion of 
the Underwriters’ Fee to be paid and the Dividend Equivalent Payment (as hereinafter defined), if any) 
will be released to AltaGas (such amount being the “Released Amount”) and each holder of a 
Subscription Receipt will receive one Common Share for each Subscription Receipt held, without 
payment of additional consideration or further action, plus an amount per Common Share, if any, equal to 
the amount per Common Share of any cash dividends declared by AltaGas on the Common Shares to 
holders of record on a date during the period from and including the Closing Date up to but not including 
the Transaction Closing Date, net of any applicable withholding taxes (the “Dividend Equivalent 
Payment”).  See “Details of the Offering”.  AltaGas will utilize the Escrowed Funds to pay a portion of 
the purchase price of the SEMCO Shares pursuant to the Acquisition.  See “Use of Proceeds”. 


If the Transaction Closing Date does not occur prior to the Deadline, or if prior to such time the Stock 
Purchase Agreement is terminated in accordance with its terms or AltaGas advises the Subscription 
Receipt Agent and BMO, on behalf of the Underwriters, or discloses to the public that it does not intend 
to proceed with the Acquisition (each such case being a “Termination”), the Subscription Receipt Agent 
and AltaGas will return to holders of Subscription Receipts an amount per Subscription Receipt equal to 
the Offering Price of the Subscription Receipts plus a pro rata share of the interest earned on the 
Escrowed Funds, net of any applicable withholding taxes.  See “Details of the Offering”.  


Price: $29.00 per Subscription 
Receipt 


 
Price to the Public Underwriters’ Fee(1) 


Net Proceeds 
to AltaGas(2) 


Per Subscription Receipt ..............................  $29.00 $1.16 $27.84 
 Total(3) ..................................................  $350,900,000 $14,036,000 $336,864,000 
_________________ 


(1) AltaGas has agreed to pay the Underwriters a fee equal to $1.16 per Subscription Receipt (in aggregate, the “Underwriters’ Fee”).  
The Underwriters’ Fee is payable as to 50% upon the Closing Date and 50% on the release of the Escrowed Funds to AltaGas.  If the 
Acquisition is not completed, the Underwriters’ Fee will consist solely of the amount payable upon the Closing Date.   


(2) Before deducting the estimated expenses of the Offering of approximately $1,500,000 and excluding interest accrued on the Escrowed 
Funds accruing to AltaGas, if any. The expenses of the Offering will be paid from the general funds of AltaGas. 


(3) AltaGas has granted to the Underwriters an option (the “Over-Allotment Option”), exercisable at any time until 5:00 p.m. (Calgary 
time) on the 30th day following the Closing Date, to purchase up to an additional 1,815,000 Subscription Receipts on the same terms 
as set forth above. If the Over-Allotment Option is exercised in full, the total price to the public, the Underwriters’ Fee and the net 
proceeds to AltaGas, before expenses of the Offering and excluding interest accrued on the Escrowed Funds, if any, will be 
$403,535,000, $16,141,400 and $387,393,600, respectively.  See “Plan of Distribution”.  A purchaser who acquires Subscription 
Receipts forming part of the Underwriters’ over-allocation position, if applicable, acquires those Subscription Receipts under this 
prospectus, regardless of whether the Underwriters’ over-allocation position is ultimately filled through the exercise of the Over-
Allotment Option or secondary market purchases.  The Subscription Receipts that may be issued on the exercise of the Over-
Allotment Option are also qualified for distribution under this prospectus. 


Underwriters’ Position 
Maximum Size or Number  


of Securities Available Exercise Period 
Exercise 


Price 
Over-Allotment Option ................................  1,815,000 Subscription Receipts 30 days after the Closing 


Date 
$29.00 per 


Subscription 
Receipt 


The issued and outstanding Common Shares are listed on the Toronto Stock Exchange (the “TSX”) under 
the symbol “ALA” and the cumulative redeemable 5-year rate reset Preferred Shares, Series A of AltaGas 
(the “Preferred Shares, Series A”) are listed on the TSX under the symbol “ALA.PR.A”.  On January 
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31, 2012, the last completed trading day prior to the public announcement of the Offering and the 
Acquisition, the closing price of the Common Shares on the TSX was $30.28 and the closing price of the 
Preferred Shares, Series A on the TSX was $26.22.  On February 13, 2012, the last completed trading day 
prior to the date of this short form prospectus, the closing price of the Common Shares on the TSX was 
$29.79 and the closing price of the Preferred Shares, Series A on the TSX was $26.18.   


The TSX has conditionally approved the listing of the Subscription Receipts distributed under this short 
form prospectus and the Common Shares issuable upon exchange of the Subscription Receipts on the 
TSX.  Listing of such securities is subject to AltaGas fulfilling all of the listing requirements of the TSX 
on or before May 7, 2012. The Offering Price of the Subscription Receipts offered hereunder was 
determined by negotiation between AltaGas and BMO, RBC and TD, on behalf of the Underwriters. 


There is currently no market through which the Subscription Receipts may be sold and purchasers 
may not be able to resell Subscription Receipts purchased under this short form prospectus.  This 
may affect the pricing of the Subscription Receipts in the secondary market, the transparency and 
availability of trading prices, the liquidity of the Subscription Receipts and the extent of issuer 
regulation.  See “Risk Factors – Risks Related to the Acquisition – Market for Securities”. 


The Underwriters, as principals, conditionally offer the Subscription Receipts, subject to prior sale, if, as 
and when issued and delivered by AltaGas to, and accepted by, the Underwriters in accordance with the 
conditions contained in the Underwriting Agreement referred to under “Plan of Distribution”, and subject 
to the approval of certain legal matters on behalf of AltaGas by Stikeman Elliott LLP and on behalf of the 
Underwriters by Blake, Cassels & Graydon LLP (collectively, “Counsel”). 


In the opinion of Counsel, subject to the provisions of any particular plan, the Subscription Receipts and 
the Common Shares issued on exchange thereof, if issued on the date hereof, generally would be qualified 
investments under the Income Tax Act (Canada) (the “Tax Act”) for certain tax exempt trusts.  See 
“Eligibility for Investment”. 


Subscriptions will be received subject to rejection or allotment in whole or in part and the Underwriters 
reserve the right to close the subscription books at any time without notice.  It is currently anticipated that 
the closing date of the Offering will be February 22, 2012, or such later date as AltaGas and the 
Underwriters may agree but in any event not later than March 15, 2012 (the “Closing Date”).  See “Plan 
of Distribution”.  Book entry only certificates representing the Subscription Receipts will be issued in 
registered form to CDS Clearing and Depository Services Inc. (“CDS”) or its nominee and will be 
deposited with CDS on the Closing Date. A purchaser of Subscription Receipts will receive only a 
customer confirmation from a registered dealer which is a CDS Participant (as hereinafter defined) and 
from or through which the Subscription Receipts are purchased. See “Depository Services”. 


Subject to applicable laws, the Underwriters may, in connection with the offering, over-allot or effect 
transactions which stabilize or maintain the market price of the Subscription Receipts and the Common 
Shares at levels other than those which might otherwise prevail on the open market.  Such transactions, if 
commenced, may be discontinued at any time.  See “Plan of Distribution”. 


The Underwriters propose to offer the Subscription Receipts initially at the Offering Price specified 
above.  After a reasonable effort has been made to sell all of the Subscription Receipts at the price 
specified, the Underwriters may subsequently reduce the selling price to investors from time to time in 
order to sell any of the Subscription Receipts remaining unsold.  Any such reduction will not affect the 
proceeds received by AltaGas.  See “Plan of Distribution”.  
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It is important for an investor to consider the particular risk factors that may affect the industry in which it 
is investing, and therefore the stability of the dividends that it receives. See “Risk Factors” in the AIF (as 
hereinafter defined) incorporated by reference in this short form prospectus and the risks identified herein 
under the heading “Risk Factors” prior to making an investment in the Subscription Receipts. These 
sections also describe AltaGas’ assessment of those risk factors, as well as the potential consequences to 
an investor if a risk should occur. 


BMO, RBC, TD, CIBC, National, Scotia and HSBC are, directly or indirectly, subsidiaries or 
affiliates of lenders to AltaGas or its subsidiaries.  In addition, affiliates of each of TD, BMO and 
RBC have agreed to provide the New Credit Facility (as hereinafter defined) to AltaGas in 
connection with financing the Acquisition.  BMO also acted as financial advisor to AltaGas in 
connection with the Acquisition.  Accordingly, AltaGas may be considered a “connected issuer” of 
such Underwriters for the purposes of securities regulations in certain provinces of Canada.  See 
“Relationship Between AltaGas and Certain of the Underwriters”. 
 
AltaGas’ head and registered offices are located at 1700, 355 – 4th Avenue S.W., Calgary, Alberta 
T2P 0J1. 
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GLOSSARY 


In this prospectus, the following terms have the meanings set forth below: 


“1998 Indenture” means the indenture between SEMCO Energy and the trustee thereunder dated as of 
October 23, 1998, as amended; 


“Acquireco” means AltaGas Utility Holdings (U.S.) LLC, a limited liability corporation formed under 
the laws of Delaware and an indirect wholly-owned subsidiary of AltaGas; 


“AIF” means the annual information form of AltaGas dated March 4, 2011 for the year ended 
December 31, 2010; 


“AltaGas LP #1” means AltaGas Holding Limited Partnership No. 1, a limited partnership created 
pursuant to the laws of Alberta pursuant to an amended and restated limited partnership agreement dated 
as of June 28, 2005 among the General Partner, Holding Trust and each person who from time to time 
was accepted as and became a limited partner pursuant thereto; 


“AltaGas LP #2” means AltaGas Holding Limited Partnership No. 2, a limited partnership created 
pursuant to the laws of Alberta pursuant to a limited partnership agreement dated as of March 26, 2004 
among the General Partner, AltaGas LP #1 and each person who from time to time was accepted as and 
became a limited partner pursuant thereto; 


“APC” means Alaska Pipeline Company, an indirect wholly-owned subsidiary of SEMCO; 


“Arrangement” means the arrangement, under the provisions of section 192 of the CBCA, involving the 
Trust, AltaGas, the General Partner, AltaGas LP #1, AltaGas LP #2, Holding Trust, New AltaGas, New 
AltaGas 2, Computershare Trust Company of Canada (as trustee under the voting and exchange trust 
agreement of the Trust) and the Securityholders, pursuant to which the business of the Trust was 
reorganized into AltaGas effective July 1, 2010; 


“AUGI Facility” means a $200 million unsecured extendible revolving credit facility of AltaGas Utility 
Group Inc. maturing November 17, 2015; 


“Bbls” means stock tank barrels of ethane and NGLs, expressed in standard 42 U.S. gallon barrels or 
34.972 imperial gallon barrels; 


“Bbls/d” means Bbls per day; 


“Bcf” means 1,000,000 Mcf of natural gas; 


“Bcf/d” means Bcf per day; 


“Bilateral Facility” means a $125 million bilateral demand credit facility; 


“Canadian GAAP” or “CGAAP” means Canadian generally accepted accounting principles and 
practices, including without limitation, the principles set forth in the CICA Handbook published by the 
Canadian Institute of Chartered Accountants or any successor institute; 







  


- 3 - 


“CBCA” means the Canada Business Corporations Act, R.S.C. 1985, c. C-44, as amended from time to 
time, including the regulations from time to time promulgated thereunder; 


“CDS Participant” means a participant in the CDS depository service; 


“CES Credit Agreement” means the US$300,000,000 credit agreement among Continental and SEMCO 
and a syndicate of lenders dated as of November 19, 2008, as amended; 


“CINGSA” means Cook Inlet Natural Gas Storage Alaska, LLC;   


“CINGSA Credit Agreement” means the credit agreement among CINGSA and a syndicate of lenders 
dated as of November 14, 2011, as amended; 


“CINGSA Storage Project” means the in-field storage facility in the Cook Inlet area of Alaska that will 
be constructed, owned and operated by CINGSA; 


“Credit Facilities” means the Syndicated Facility, the LC Credit Facility, the AUGI Facility and the 
Bilateral Facility;   


“DBRS” means DBRS Limited; 


“Deadline” means 5:00 p.m. (Calgary time) on November 30, 2012; 


“ENSTAR” means the Alaska natural gas distribution business conducted by SEMCO Energy under the 
name ENSTAR Natural Gas Company; 


“ERGSS” means Eaton Rapids Gas Storage System; 


“Escrow Release Condition” means the condition to be contained in the Subscription Receipt Agreement 
with respect to the release of the proceeds of the Offering to AltaGas and the issuance of the Common 
Shares pursuant to the Subscription Receipts (which condition shall substantially be that the parties to the 
Stock Purchase Agreement are able to complete the Acquisition in all material respects in accordance 
with the terms of the Stock Purchase Agreement without amendment or waiver materially adverse to the 
Corporation or Acquireco) but for payment of the purchase price to be satisfied in part by the release of 
the Escrowed Funds); 


“GCR” means gas cost recovery; 


“General Partner” means AltaGas General Partner Inc., a corporation amalgamated pursuant to the 
CBCA and a wholly-owned subsidiary of the Trust and, prior to the commencement of the transactions 
contemplated by the Arrangement, the general partner of AltaGas LP #1 and AltaGas LP #2 and the 
delegate of the trustee of the Trust; 


“Holding Trust” means AltaGas Holding Trust, an unincorporated investment trust, all of the beneficial 
interests of which were owned by the Trust, established under the laws of Alberta pursuant to the 
declaration of trust dated as of March 26, 2004, between Computershare Trust Company of Canada and 
the Trust; 


“HSR Act” means the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended; 
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“LC Credit Facility” means a $75 million unsecured extendible revolving term credit facility maturing 
on May 30, 2015; 


“LP #1 B Units” means the Class B limited partnership units of AltaGas LP #1, which were non-
transferable and were exchangeable into Trust Units on a one-for-one basis; 


“LP #1 B Unitholders” means holders of LP #1 B Units; 


“Mcf” means a thousand cubic feet of natural gas at standard imperial conditions of measurement; 


“MDEQ” means Michigan Department of Environmental Quality; 


“MGP” means manufactured gas plant; 


“Mmcf” means a million cubic feet of natural gas at standard conditions of measurement; 


“Mmcf/d” means million cubic feet per day; 


“MPSC” means the Michigan Public Service Commission; 


“MW” means megawatt; one MW is 1,000,000 watts; the watt is the basic electrical unit of power; 


“New AltaGas” means AltaGas Conversion Inc., a corporation incorporated pursuant to the CBCA for 
the sole purpose of participating in the Arrangement; 


“New AltaGas 2” means AltaGas Conversion #2 Inc., a corporation incorporated pursuant to the CBCA 
for the sole purpose of participating in the Arrangement; 


“New Credit Facility” means a US$300 million senior unsecured revolving one year credit facility to be 
provided by a syndicate of Canadian banks;  


“NGL” means those hydrocarbon components that can be recovered from natural gas as liquids, 
including, but not limited to, ethane, propane, butanes, pentanes plus, condensate and small quantities of 
non-hydrocarbons; 


“Note Trustee” means Computershare Trust Company of Canada, as initial trustee under the Trust 
Indenture, and any successor thereto or replacement thereof;  


“Outside Date” means March 31, 2013, subject to certain conditions and provided that if the failure of 
the closing of the Acquisition to occur is the result of either:  (a) the Required Regulatory Approvals not 
having been obtained or the Required Regulatory Approvals having been obtained but subject to 
conditions or requirements imposing on AltaGas, Acquireco or Continental any condition or requirement 
that any of AltaGas, Acquireco or Continental, as applicable, is not required to accept pursuant to the 
Stock Purchase Agreement; or (b) the failure to receive payoff documentation from the holders of 
indebtedness under the CES Credit Agreement and the SEMCO Credit Agreement providing that upon 
repayment by Acquireco of indebtedness of SEMCO and certain of its subsidiaries thereunder, all liens 
securing such indebtedness shall be terminated and released to the extent such liens do not also secure 
indebtedness under the indenture governing the Senior Notes, the 1998 Indenture or the CINGSA Credit 
Agreement with respect to such indebtedness and SEMCO and certain of its subsidiaries shall be released 
from their obligations with respect to such indebtedness; and the parties shall not have received 
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documentation that SEMCO has been released from its obligations in respect of a certain credit agreement 
swap entered into by Continental and SEMCO and any collateral and credit support provided by SEMCO 
or any subsidiary in connection therewith has been cancelled or returned to SEMCO; and provided that all 
other conditions to closing the Acquisition have been fulfilled or are capable of being fulfilled, then the 
“Outside Date” will be June 30, 2013;   


“Part V” means Canadian GAAP set out in Part V of the CICA Handbook – Accounting; 


“Preferred Shares” means the preferred shares of any series in the capital of AltaGas, including without 
limitation the Preferred Shares, Series A; 


“RAP” means Remedial Action Plan; 


“RCA” means the Regulatory Commission of Alaska; 


“Required Regulatory Approvals” means, collectively:  (a) approval by the MPSC under Michigan 
Compiled Laws 460.6q, as added by 2008 Public Act 286; and (b) the RCA under Alaska Statutes 
42.05.281 and related orders and regulations as obtained by or with respect to SEMCO or its subsidiaries 
and as obtained by or with respect to AltaGas or Acquireco or their subsidiaries, in each case in 
connection with the execution, delivery and performance of the Stock Purchase Agreement and the 
ancillary documents or the consummation of the Acquisition;   


“Securityholders” means, collectively, the Unitholders and the LP #1 B Unitholders; 


“SEDAR” means the System for Electronic Document Analysis and Retrieval;  


“SEMCO Credit Agreement” means the credit agreement among SEMCO Energy and a syndicate of 
lenders dated as of November 9, 2007, as amended; 


“SEMCO Energy” means SEMCO Energy, Inc.; 


“Senior Notes” means US$300 million senior secured notes of SEMCO Energy maturing April 21, 2020 
bearing interest at an annual rate of 5.15%; 


“Shareholders” means the holders of Common Shares; 


“S&P” means Standard & Poor’s Ratings Services; 


“Stock Purchase Agreement” means the stock purchase agreement dated February 1, 2012 by and 
among AltaGas, Acquireco, SEMCO and Continental pursuant to which Acquireco agreed to acquire the 
SEMCO Shares for an aggregate purchase price of US$1,135,000,000, subject to adjustment, including 
approximately US$355,000,000 in assumed debt, all as more particularly described under “Acquisition of 
SEMCO”; 


“Syndicated Facility” means a $600 million unsecured extendible revolving facility with a syndicate of 
Canadian chartered banks currently scheduled to mature on May 30, 2015; 


“Tcf” means trillion cubic feet; 
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“Transaction Closing Date” means the date on which the purchase and sale of the SEMCO Shares 
occurs pursuant to the Stock Purchase Agreement; 


“Trust” means AltaGas Income Trust, an unincorporated open-ended investment trust established under 
the laws of Alberta pursuant to a declaration of trust dated as of March 26, 2004 and dissolved pursuant to 
the Arrangement on July 1, 2010;  


“Trust Indenture” means the amended and restated trust indenture dated July 1, 2010 between AltaGas 
and the Note Trustee providing for the issuance of debt securities; 


“Trust Units” means trust units of the Trust;  


“TSX” means the Toronto Stock Exchange;  


“Underwriting Agreement” means the underwriting agreement dated February 1, 2012 between AltaGas 
and the Underwriters and pursuant to which AltaGas has agreed to sell an aggregate of 12,100,000 
Subscription Receipts to the Underwriters and the Underwriters have severally (and not jointly or jointly 
and severally) agreed to purchase from AltaGas, as principals, such Subscription Receipts on the Closing 
Date; 


“United States” or “U.S.” means the United States of America, its territories and possessions, any State 
of the United States, and the District of Columbia;  


“Unitholders” means holders of Trust Units; and 


“U.S. GAAP” means United States generally accepted accounting principles. 


EXCHANGE RATE DATA 


The following table sets forth, for the periods indicated, the high, low, average and period-end noon spot 
rates of exchange of one U.S. dollar, expressed in Canadian dollars, published by the Bank of Canada. 


 Nine months ended 
September 30, 


 
Year ended December 31, 


 2011 2011 2010 2009 
     
 $ $ $ $ 
Highest rate during the period ................................ 1.0482 1.0658 1.0848 1.3066 
Lowest rate during the period ................................ 0.9407 0.9407 0.9931 1.0251 
Average noon spot rate for the period(1) ................. 0.9781 0.9891 1.0299 1.1420 
Rate at the end of the period .................................. 1.0482 1.0170 0.9946 1.0510 
     
Note: 


(1) Determined by averaging the rates on the last business day of each month during the respective period. 


On February 13, 2012, the noon rate of the exchange posted by the Bank of Canada for conversion of 
U.S. dollars into Canadian dollars was US$1.00 equals $0.9996. 
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IMPORTANT NOTICE ABOUT INFORMATION IN THIS PROSPECTUS 


Prospective investors should rely only on the information contained in or incorporated by reference 
into this prospectus.  AltaGas has not authorized any other person to provide prospective investors 
with additional or different information.  If anyone provides prospective investors with different or 
inconsistent information, prospective investors should not rely on it.  AltaGas is offering to sell, and 
seeking offers to buy, the Subscription Receipts only in jurisdictions where offers and sales are 
permitted.  Prospective investors should assume that the information appearing in this prospectus, 
as well as information AltaGas has previously filed with the securities regulatory authority in each 
of the provinces of Canada that is incorporated herein by reference, is accurate as of their 
respective dates only. AltaGas’ business, financial condition, results of operations and prospects 
may have changed since those dates. 


In this prospectus, unless otherwise specified or the context otherwise requires, all dollar amounts are 
expressed in Canadian dollars. References to “dollars” or “$” are to the lawful currency of Canada.  
References to “U.S. dollars” or “US$” are to the lawful currency of the United States. 


Unless otherwise indicated, all financial information included and incorporated by reference in this 
prospectus is determined using Canadian GAAP – Part V which is in effect from time to time.  The 
audited financial statements of SEMCO as at and for the years ended December 31, 2010 and 2009, and 
the unaudited financial statements of SEMCO as at and for the three and nine month periods ended 
September 30, 2011 and 2010 included in this prospectus have been prepared in accordance with U.S. 
GAAP and may not be comparable to financial statements of Canadian companies prepared in accordance 
with Canadian GAAP – Part V or Canadian GAAP.  Reference should be made to note 13 in the audited 
financial statements of SEMCO as at and for the years ended December 31, 2010 and 2009, and note 10 
in the unaudited financial statements of SEMCO as at and for the three and nine month periods ended 
September 30, 2011 and 2010 for a discussion of the principal differences between SEMCO’s financial 
results for the periods covered by such financial results and financial condition determined under U.S. 
GAAP and Canadian GAAP – Part V.  


For financial years commencing on or after January 1, 2012 and for the interim periods therein, AltaGas 
intends to prepare and file its consolidated financial statements in accordance with U.S. GAAP.  
Information for the comparative periods presented in the aforementioned consolidated financial 
statements will also be prepared in accordance with U.S. GAAP.  See “Recent Developments – 
Conversion to U.S. GAAP”. 


DOCUMENTS INCORPORATED BY REFERENCE 


Information has been incorporated by reference in this short form prospectus from documents filed 
with securities commissions or similar authorities in Canada.  Copies of the documents incorporated 
herein by reference may be obtained on request without charge from the Vice President, General Counsel 
and Corporate Secretary of AltaGas at 1700, 355 – 4th Avenue S.W., Calgary, Alberta, T2P 0J1 
(telephone (403) 691-7575).  In addition, copies of the documents incorporated herein by reference may 
be obtained from the securities commissions or similar authorities in Canada through the SEDAR website 
at www.sedar.com.  


The following documents of AltaGas, which have been filed with the various securities commissions or 
similar regulatory authorities in the provinces of Canada, are specifically incorporated into and form an 
integral part of this short form prospectus:   
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(a) the AIF; 


(b) the amended audited consolidated financial statements of AltaGas and notes thereto as at 
and for the years ended December 31, 2010 and 2009 together with the auditors’ report 
thereon filed on March 18, 2011, and the amended management’s discussion and analysis 
of results of operations and financial condition for the year ended December 31, 2010 
filed on March 18, 2011 (the “2010 MD&A”);  


(c) the unaudited comparative consolidated financial statements of AltaGas and notes thereto 
as at September 30, 2011 and for the three and nine month periods ended September 30, 
2011 and 2010, and the management’s discussion and analysis of results of operations 
and financial condition for the three and nine month periods ended September 30, 2011 
(the “2011 Q3 MD&A”);  


(d) the information circular dated May 4, 2010 relating to the Annual and Special Meeting of 
holders of Trust Units and holders of LP #1 B Units held on June 3, 2010;  


(e) the information circular dated March 15, 2011 relating to the Annual General Meeting of 
holders of Common Shares held on April 20, 2011;  


(f) the material change report dated October 31, 2011 relating to the proposed acquisition of 
Pacific Northern Gas Ltd. (“PNG”) described under “Recent Developments – Acquisition 
of Pacific Northern Gas Ltd.”; 


(g) the material change report dated December 21, 2011 relating to the acquisition of PNG 
described under “Recent Developments – Acquisition of Pacific Northern Gas Ltd.”; and 


(h) the material change report dated February 6, 2012 relating to the Acquisition described 
under “Acquisition of SEMCO”.  


Any documents of the type required by National Instrument 44-101 — Short Form Prospectus 
Distributions to be incorporated by reference in a short form prospectus including any material change 
reports (excluding material change reports filed on a confidential basis), comparative interim financial 
statements, comparative annual financial statements and the auditors’ report thereon, management’s 
discussion and analysis of financial condition and results of operations, information circulars, annual 
information forms, business acquisition reports and any press release containing financial information for 
periods more recent than the most recent annual or interim financial statements filed by AltaGas with the 
securities commissions or similar authorities in the provinces of Canada subsequent to the date of this 
short form prospectus and prior to the termination of this distribution, are deemed to be incorporated by 
reference in this short form prospectus. 


Any statement contained in a document incorporated or deemed to be incorporated by reference herein 
shall be deemed to be modified or superseded for the purposes of this short form prospectus to the extent 
that a statement contained herein or in any other subsequently filed document which also is, or is deemed 
to be, incorporated by reference herein modifies or supersedes such statement. The modifying or 
superseding statement need not state that it has modified or superseded a prior statement or include any 
other information set forth in the document that it modifies or supersedes.  The making of a modifying or 
superseding statement shall not be deemed an admission for any purposes that the modified or superseded 
statement, when made, constituted a misrepresentation, an untrue statement of a material fact or an 
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omission to state a material fact that is required to be stated or that is necessary to make a statement not 
misleading in light of the circumstances in which it was made.  Any statement so modified or superseded 
shall not be deemed, except as so modified or superseded, to constitute a part of this short form 
prospectus. 


NOTE REGARDING FORWARD-LOOKING STATEMENTS 


This prospectus and the documents incorporated by reference herein contain forward-looking statements. 
When used in this prospectus and the documents incorporated by reference herein, the words “may”, 
“would”, “could”, “will”, “intend”, “plan”, “anticipate”, “believe”, “seek”, “propose”, “estimate”, 
“expect” and similar expressions, as they relate to AltaGas or an affiliate of AltaGas, are intended to 
identify forward-looking statements.  In particular, this prospectus and the documents incorporated by 
reference herein contain forward-looking statements with respect to, among other things, business 
objectives, expected growth, results of operations, performance, business projects and opportunities and 
financial results.   


Specifically, and as at the date hereof, such forward-looking statements are set forth in respect of 
AltaGas’ overall strategy under the heading “AltaGas’ Strategy” in the AIF, including with respect to the 
relative contribution of the gas, power and utility businesses to revenue growth, statements as they relate 
to gas opportunities with respect to: expectations for the Western Canada Sedimentary Basin (“WCSB”); 
growth opportunities from plant modifications, increasing interests, acquiring and constructing 
infrastructure and growing demand; the anticipated impact of the Harmattan Co-Stream Project and the 
Gordondale project; the contribution of AltaGas’ extraction infrastructure to throughput, utilization and 
profitability; the availability of opportunities to build or acquire gathering, processing, extraction or 
transmission infrastructure and generate operating synergies; and the impact of growing natural gas 
production in northeast British Columbia and northwest Alberta; statements as they relate to power 
opportunities with respect to: power demand growth and price recovery; the timing of new power 
generation and the impact of the planned decommissioning of thermal plants in Alberta, opportunities to 
develop new clean power generation capacity, the anticipated impact of the northwest British Columbia 
run-of-river hydro-electricity projects, including the Forrest Kerr Project; and statements as they relate to 
utility opportunities to build or expand natural gas distribution infrastructure in Alberta, British Columbia, 
Nova Scotia or the Northwest Territories.  In addition, such forward-looking statements are set forth 
under: 


 “Gas Division – Extraction and Transmission”, including in respect of expectations for 
volume commitments for 2011 and thereafter in relation to Suffield and the extension of 
the life of the Kahntah pipeline asset; 


 “Gas Division – Field Gathering and Processing”, including in respect of expectations 
with respect to levels of producer activity and demand for gathering and processing 
facilities and services and AltaGas’ competitiveness in the midstream marketplace; 


 “Power Division”, including in respect of expectations for growth through renewable 
energy projects, the timing of construction and completion of the Forrest Kerr Project, the 
timing of development and the environmental attributes of the Glenridge Wind 
Development project, the timing of development and construction for the McLymont 
Creek, Volcano, Log Creek and Kookipi Creek run-of-river projects, the ability to 
generate further growth for the power infrastructure business with its renewable energy 
portfolio, the long-term price environment for power, the drivers of growth in the power 
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business and the timing of development and intentions with respect to the development of 
AltaGas’ hydroelectric and other wind power development projects in Canada and the 
United States; and 


 “Utility Division”, including in respect of expectations for growth in new service sites 
and activations, capital expenditures for 2011 and access to adequate supplies of natural 
gas, 


in the AIF incorporated by reference herein and under the headings “Strategy”; “Gas Business – 
Description of Assets – Capitalizing on Opportunities”; “Gas Business – Gas Outlook”; “Power Business 
– Description of Assets – Capitalizing on Opportunities”; “Power Business – Power Outlook”; “Utility – 
Description of Assets – Capitalizing on Opportunities”; “Utility – Utility Outlook”; “Growth Capital”; 
“Consolidated Outlook”; and “Corporate – Corporate Outlook” in the 2010 MD&A and comparable 
sections in the 2011 Q3 MD&A. 


This prospectus also contains forward-looking statements with respect to: 


 the Offering, including in respect of the use of proceeds from the Offering and the 
expected Closing Date of the Offering;  


 expected AltaGas financial performance; 


 the Acquisition of SEMCO (as set forth under “Acquisition of SEMCO”), including: 


o the expected Transaction Closing Date of the Acquisition; 


o the aggregate cash consideration payable by Acquireco in connection therewith 
and the anticipated sources of financing thereof; 


o expected future debt and Preferred Share financings; 


o anticipated benefits of the Acquisition, including: 


 expectations regarding the strategic fit of SEMCO with AltaGas’ existing 
business and its contribution to earnings, consolidated EBITDA and 
future cash flows, including expected accretion thereof; 


 expectations regarding the stability of cash flows from SEMCO’s 
business, including the proportion of EBITDA derived from regulated 
and long-term contracted assets; and 


 the growth opportunities associated with SEMCO’s business, including: 


 expected growth of SEMCO’s customer base in Michigan, its 
rate base and the expectations relating to Michigan’s economy 
improving; 
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 expectations relating to customer conversions from alternative 
fuel sources to natural gas in Michigan and expectations 
regarding the relative costs of natural gas and other fuel sources; 


 expected growth of ENSTAR’s customer base and rate base and 
the contribution to such growth from expected activity levels in 
the resource sector; 


 growth projects in Alaska, including pursuant to system 
enhancements and expansions and the potential to expand the 
CINGSA Storage Project; 


o the anticipated in-service date of CINGSA, its benefits in relation to ENSTAR’s 
ability to meet seasonal customer demands and the capital expenditures 
associated therewith and the storage capacity thereof; and 


o expectations with respect to the completion and submission of RAPs to MDEQ in 
relation to MGP sites and the accruals made by SEMCO in relation thereto; 


 the entrance into, the terms of, and the anticipated indebtedness to be incurred under, the 
New Credit Facility; and 


 the expected in service dates of the projects associated with recent electricity purchase 
agreements entered into by AltaGas (as set forth under “Recent Developments – 
Electricity Purchase Agreements for McLymont Creek and Volcano Creek Hydro-electric 
Projects”) as well as the in service date with respect to the Forrest Kerr run-of-river 
power project currently under construction. 


These statements involve known and unknown risks, uncertainties and other factors that may cause actual 
results or events to differ materially from those anticipated in such forward-looking statements.  Such 
statements reflect AltaGas’ then current views with respect to future events based on certain material facts 
and assumptions and are subject to certain risks and uncertainties, including without limitation changes in 
market, competition, governmental or regulatory developments and general economic conditions and the 
other factors described under the heading “Risk Factors” in the AIF and this prospectus.  The material 
assumptions in making these forward-looking statements are disclosed in the AIF and the 2010 MD&A, 
respectively, as may be modified or superseded by documents incorporated or deemed to be incorporated 
by reference herein, under the headings set forth above and comparable sections in the 2011 Q3 MD&A 
and, in respect of the Acquisition of SEMCO, set forth under “Acquisition of SEMCO”. 


Many factors could cause AltaGas’ or any of its business segment’s actual results, performance or 
achievements to vary from those described in this prospectus and the documents incorporated by 
reference herein, including without limitation those listed above as well as the assumptions upon which 
they are based proving incorrect.  These factors should not be construed as exhaustive.  Should one or 
more of these risks or uncertainties materialize, or should assumptions underlying forward-looking 
statements prove incorrect, actual results may vary materially from those described in this prospectus and 
the documents incorporated by reference herein as intended, planned, anticipated, believed, sought, 
proposed, estimated or expected, and such forward-looking statements should not be unduly relied upon.  
These statements speak only as of the date of this prospectus or as of the date specified in the documents 
incorporated by reference herein, as the case may be.  AltaGas does not intend, and does not assume any 
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obligation, to update these forward-looking statements except as required by law. The forward-looking 
statements contained in this prospectus and the documents incorporated by reference herein are expressly 
qualified by these cautionary statements. 


Financial outlook information contained in this prospectus and the documents incorporated by reference 
herein about prospective results of operations, financial position or cash flows is based on assumptions 
about future events, including economic conditions and proposed courses of action, based on 
management’s assessment of the relevant information currently available. Readers are cautioned that such 
financial outlook information contained in this prospectus and the documents incorporated by reference 
herein should not be used for the purposes other than for which it is disclosed herein or therein, as the 
case may be. 


NON-GAAP FINANCIAL MEASURES 


This prospectus and the documents incorporated by reference herein contain references to certain 
financial measures that do not have a standardized meaning prescribed by Part V and may not be 
comparable to similar measures presented by other entities. These measures provide additional 
information that management believes is meaningful regarding AltaGas’ operational performance, 
liquidity and its capacity to fund dividends, capital expenditures and other investing activities.  Investors 
are cautioned, however, that these measures should not be construed as an alternative to net earnings, cash 
from operations or other cash flow measures, as applicable, determined in accordance with Part V as an 
indication of AltaGas’ performance.   


References to net revenue, operating income, EBITDA, adjusted net income and funds from operations 
throughout this prospectus and/or the documents incorporated by reference herein have the following 
definitions and business rationale: 


 Net revenue, which is revenue less the cost of commodities purchased for sale and shrinkage, is a 
better reflection of performance than revenue, since changes in the market price of natural gas 
and power affect both revenue and cost of sales; 


 Operating income is a measure of AltaGas’ profitability from its principal operating activities 
prior to how these activities are financed, how the results are taxed, or the impact of unrealized 
gains or losses on risk management contracts.  The measure is used by management to assess the 
operating performance of the business segments since it is a better indicator of operating 
performance than net income.  Operating income is calculated from the Consolidated Statements 
of Income using revenue adjusted for unrealized gains or losses on risk management contracts 
less operating and administrative expenses; 


 EBITDA is a measure of AltaGas’ operating profitability without the impact of risk management 
contracts and prior to how business activities are financed, assets are amortized or how earnings 
are taxed.  AltaGas does not speculate on commodity prices, but rather enters into financial 
instruments to manage risk, and therefore evaluates company performance excluding unrealized 
gains or losses from risk management contracts.  EBITDA is calculated from the Consolidated 
Statements of Income using revenue adjusted for unrealized gains or losses on risk management 
contracts, cost of sales and operating and administrative expenses; 


 Adjusted net income is a better reflection of actual business performance than net income since 
changes in value of risk management contracts are subject to end of period prices for equities, 
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commodities, interest rates and foreign exchange.  Management evaluates the overall 
performance of AltaGas’ business prior to accounting for unrealized gains or losses from risk 
management activities.  Adjusted net income is calculated from the Consolidated Statements of 
Income and is defined as net income adjusted for unrealized gains or losses on risk management 
contracts and related income tax expenses; and 


 Funds from operations are used to assist management and investors in analyzing financial 
performance without regard to changes in non-cash working capital in the period.  Funds from 
operations are calculated from the Consolidated Statements of Cash Flows and are defined as 
cash provided by operating activities before changes in non-cash working capital and 
expenditures incurred to settle asset retirement obligations. 


Reconciliations of such Non-Part V financial measures are provided in AltaGas’ 2010 MD&A and 2011 
Q3 MD&A for the periods set out therein. 


ALTAGAS LTD. 


General 


AltaGas is the successor to the Trust following the completion of the reorganization of the Trust from an 
income trust structure to a corporate structure by way of the Arrangement on July 1, 2010.  The 
Arrangement involved, among other things, the exchange, on a one-for-one basis, of all outstanding Trust 
Units and LP #1 B Units, for Common Shares.  In addition, each of AltaGas LP #1 and AltaGas LP #2 
were liquidated and dissolved and the Trust and Holding Trust were wound-up.  AltaGas is the continuing 
corporation resulting from the amalgamation of AltaGas Ltd. (as it then was), AltaGas Conversion Inc. 
and AltaGas Conversion #2 Inc. pursuant to the Arrangement.   


AltaGas’ head and registered offices are located at 1700, 355 – 4th Avenue S.W., Calgary, Alberta 
T2P 0J1. 







  


- 14 - 


Structure of AltaGas 


The following chart describes the inter-corporate relationships among the entities within the structure of 
AltaGas. 
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limited partner


(60.5609% Class B
30.7972% Class C)


100%


Coast Mountain
Hydro Corp.


AltaGas Utility Holdings 
Inc.


AltaGas Utility Holdings 
(Nova Scotia) Inc.


AltaGas Utilities Inc.


Heritage Gas Limited


100% 100%


100%


limited partner
(75.0980% Class A
39.4391% Class B
69.2028% Class C)


AltaGas Utility 
Holdings (Pacific) Inc.


Pacific Northern
Gas Ltd.


100%


100%


100%


 


Note: 


(1) Each corporation listed above (other than Taylor Processing Inc., AltaGas Renewable Energy Inc., AltaGas Services (U.S.) Inc., 
AltaGas Utility Holdings (U.S.) LLC, Coast Mountain Hydro Corp., AltaGas Utility Holdings (Nova Scotia) Inc. and Pacific Northern 
Gas Ltd.) is a corporation incorporated or formed by amalgamation or continuance under the CBCA.  Each of Taylor Processing Inc. 
and AltaGas Utility Holdings (Nova Scotia) Inc. is a corporation incorporated under the Business Corporation Act (Alberta), each of 
AltaGas Renewable Energy Inc., Coast Mountain Hydro Corp. and Pacific Northern Gas Ltd. is a corporation incorporated under the 
Business Corporation Act (British Columbia) and each of AltaGas Services (U.S.) Inc. and AltaGas Utility Holdings (U.S.) LLC is a 
corporation formed under the laws of Delaware.  Each partnership listed above (other than AltaGas Holding Partnership, Bear 
Mountain Wind Limited Partnership and Coast Mountain Hydro Limited Partnership) was established under the laws of Alberta.  
AltaGas Holding Partnership was established under the laws of Ontario and each of Bear Mountain Wind Limited Partnership and 
Coast Mountain Hydro Limited Partnership was established under the laws of British Columbia. 
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Business of AltaGas 


AltaGas’ vision is to be a leading North American energy infrastructure company with a focus in Canada 
and the northern and western United States.  AltaGas’ overall objective is to generate superior economic 
returns by investing in low-risk, long-life energy assets underpinned by contracts with strong 
counterparties or regulated returns.  Over the past eighteen years AltaGas has built a portfolio of assets 
that provide the platform to support its future growth.  AltaGas will continue to seek to invest in projects 
that provide returns that are accretive to cash flow and earnings and which in turn provide stable and 
growing dividends and capital appreciation. 


AltaGas is an energy infrastructure business with a focus on natural gas, power and regulated utilities.  
With physical and economic links along the energy value chain together with its efficient and reliable 
assets, market knowledge and financial discipline, AltaGas has provided strong, stable and predictable 
returns for its investors.  AltaGas focuses on maximizing the profitability of its assets, providing services 
that are complementary to its existing businesses, and growing through the acquisition and development 
of energy infrastructure. 


At the end of 2010, AltaGas completed an internal reorganization that formally established three 
operating divisions, Gas, Power and Utility.  AltaGas’ Gas business touches more than 2 Bcf/d of gas and 
includes natural gas gathering and processing, extraction, transmission and storage assets and businesses.  
The Power business includes conventional power generation assets located in Alberta and renewable 
power generation assets located in British Columbia.  The Utility business is a business in which earnings 
are driven primarily by regulated rates of return and cost-of-service recovery and comprised of natural gas 
transmission and distribution assets.  


At December 31, 2010, AltaGas reported consolidated financial and operating results on the basis of four 
reporting segments: 


 Gas  


o Extraction and Transmission consists of AltaGas’ interests in ethane and NGL extraction 
plants and natural gas and NGL transmission systems; 


o Field Gathering and Processing includes AltaGas’ natural gas gathering and processing 
business; and  


o Energy Services consists of two main businesses: energy management services and gas 
services. 


 Power 


o AltaGas’ interests in coal-fired and gas-fired generation, wind power, run-of-river power 
and interests in wind and run-of-river renewable power projects under development. 


 Utility 


o Natural gas transmission and distribution facilities in Alberta, Nova Scotia and the 
Northwest Territories, Canada. 
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 Corporate 


o Corporate includes the cost of providing services and general corporate overhead, 
investments in public and private entities and the effects of the changes in the value of risk 
management assets and liabilities. 


In support of its vision and overarching goal of creating long-term shareholder value, AltaGas’ strategy 
has remained focused on four key themes: 


 Optimize its existing businesses by focusing on safe and reliable service to its customers and 
capitalizing on the strategic location of its current assets;  


 Grow and diversify its Gas, Power and Utility infrastructure platform;  


 Maintain its financial strength and flexibility; and 


 Continue to develop its organizational capability to support the strategy. 


AltaGas’ board of directors reviews the strategy annually, consistent with its mandate of overseeing and 
directing AltaGas’ strategic direction.  AltaGas continually assesses the macro-economic and micro-
economic trends impacting its business and seeks opportunities to generate value for shareholders, 
including acquisitions, dispositions or other strategic transactions.  Opportunities that AltaGas determines 
to pursue must meet strategic, operating and financial criteria. 


ACQUISITION OF SEMCO 


The Acquisition 


On February 1, 2012, AltaGas and Acquireco entered into the Stock Purchase Agreement with 
Continental and SEMCO pursuant to which Acquireco agreed to acquire all of the issued and outstanding 
SEMCO Shares for aggregate consideration of US$1,135,000,000, subject to adjustment, including 
approximately US$355,000,000 in assumed debt.  See “Acquisition of SEMCO – The Acquisition 
Agreement”.  SEMCO is the sole shareholder of SEMCO Energy, a privately held regulated public utility 
company headquartered in Port Huron, Michigan with natural gas distribution operations in Alaska and 
Michigan.   


The audited financial statements of SEMCO as at and for the years ended December 31, 2010 and 2009, 
the unaudited financial statements of SEMCO as at and for the three and nine month periods ended 
September 30, 2011 and 2010 and AltaGas’ unaudited pro forma consolidated financial statements for the 
year ended December 31, 2010 and as at and for the nine month period ended September 30, 2011, in 
each case after giving effect to the Acquisition and the related financing assumptions as described in the 
pro forma consolidated financial statements which are included in this prospectus as if such occurred 
January 1, 2010 and the related financing assumptions as described in the pro forma consolidated 
financial statements, are included as an appendix to this prospectus. See “Acquisition of SEMCO – 
Selected Unaudited Pro Forma Consolidated Financial Information”. 


The closing of the Acquisition is subject to receipt of the Required Regulatory Approvals, approvals 
under the HSR Act and the satisfaction or waiver of certain closing conditions. The closing of the 
Acquisition is expected to occur in the third quarter of 2012. See “Acquisition of SEMCO – The 
Acquisition Agreement – Closing Conditions”.  
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AltaGas expects that cash to close the Acquisition of approximately US$780 million will be provided 
from a combination of equity and debt; specifically: (i) the net proceeds from the Offering; (ii) the New 
Credit Facility; (iii) the Credit Facilities; and (iv) future debt and Preferred Share financings. See 
“Acquisition of SEMCO – The Acquisition Agreement”, “– Financing the Acquisition” and “Use of 
Proceeds”. 


Business of SEMCO 


SEMCO’s primary business is regulated gas distribution (the “Gas Distribution Business”).  The Gas 
Distribution Business accounted for approximately 99% of SEMCO’s 2010 consolidated operating 
revenues.  SEMCO has other businesses, including operations and investments in propane distribution, 
intrastate natural gas pipelines and a natural gas storage facility in Michigan.  The Gas Distribution 
Business purchases, transports, distributes and sells natural gas and related gas distribution services to 
residential, commercial and industrial customers and is SEMCO’s largest business segment. 


SEMCO also owns five underground gas storage facilities, together with related measuring, compressor 
and transmission facilities in Michigan and is indirectly involved, through CINGSA, in the construction, 
ownership and operation of the CINGSA Storage Project in Alaska.   


The Gas Distribution Business and the CINGSA Storage Project are subject to regulation.  The MPSC has 
jurisdiction over the regulatory matters related, directly or indirectly, to SEMCO’s provision of service to 
its Michigan customers.  The RCA has jurisdiction over the regulatory matters related, directly or 
indirectly, to SEMCO’s provision of service to its Alaska customers, including the CINGSA Storage 
Project.  These regulatory agencies have jurisdiction over, among other things, rates, accounting 
procedures and standards of service. 


Gas sales revenue is generated by SEMCO primarily through the delivery and sale of natural gas to 
residential and commercial customers. These customers use natural gas mainly for space heating. 
Consequently, weather has a significant impact on SEMCO’s gas sales revenue. As a result of the impact 
of weather on the Gas Distribution Business and the way in which revenues are currently collected from 
customers (based, in part, on volumetric distribution rates), most of SEMCO’s gas sales revenue is 
generated in the first and fourth quarters of the calendar year. Gas sales revenue accounted for 93% of 
consolidated operating revenues in 2010 and 94% in 2009 and 2008. See “Risk Factors – SEMCO’s 
earnings and cash flow are sensitive to decreases in customer consumption resulting from warmer than 
normal temperatures and customer conservation”. 


The Gas Distribution Business also provides transportation service to large-volume commercial and 
industrial customers in Michigan and Alaska. Customers using this service purchase gas directly from 
third-party suppliers. The natural gas purchased by customers from third-party suppliers is then 
transported on SEMCO’s gas transmission and distribution system to the customers. Unlike charges for 
gas sales service, the amount SEMCO charges its transportation service customers does not include the 
cost of gas, because these customers are not purchasing natural gas from SEMCO. 
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The following chart describes the inter-corporate relationships within the structure of SEMCO: 


 


SEMCO Energy (Alaska) 


SEMCO Energy’s natural gas distribution business in Alaska, ENSTAR, distributes natural gas to 
approximately 132,000 customers in the metropolitan Anchorage area and surrounding Cook Inlet area, 
approximately 91% of which are residential.  The remaining gas sales customers include hospitals, 
universities and government buildings.  ENSTAR also provides gas transportation service to power 
plants, a liquefied natural gas plant, a refinery and a military base.  ENSTAR’s natural gas delivery 
system (including Alaska Pipeline Company’s natural gas transmission system) includes approximately 
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414 miles of gas transmission pipelines and 2,800 miles of gas distribution mains. ENSTAR’s pipelines 
and mains are located in Anchorage and the Cook Inlet area of Alaska.   


ENSTAR currently has access to natural gas supplies located in close proximity to its service territory. 
ENSTAR’s distribution system, including the APC transmission-level pipeline system, is not linked to 
major interstate and intrastate pipelines and thus to natural gas supplies elsewhere in Alaska, Canada, or 
the lower 48 states. As a result, ENSTAR generally procures natural gas supplies under RCA-approved 
gas supply agreements from producers in and near the Cook Inlet area of Alaska. 


In July 2010, SEMCO Energy, through a subsidiary, entered into a joint venture agreement to invest in 
CINGSA.  CINGSA was formed to construct, own and operate an in-field storage facility in the Cook 
Inlet area of Alaska otherwise known as the CINGSA Storage Project.  The joint venture interest holders 
of CINGSA are the subsidiary of SEMCO Energy (65%), MidAmerican Energy Holdings Company 
(26.5%) and Cook Inlet Region Inc. and certain other Alaska native corporations (8.5%).  The CINGSA 
Storage Project is currently under construction and AltaGas anticipates it will have, upon completion, an 
initial working capacity of 11 Bcf of natural gas with potential future expansion to 18 Bcf and the ability 
to inject and withdraw natural gas at a rate of 150 Mmcf/d.  Natural gas would be injected into the storage 
facility during each summer and withdrawn as needed for use each winter. 


Four utilities, including ENSTAR Energy (78%), Chugach Electric Association (16%), Anchorage 
Municipal Light & Power (5%) and Alaska Electric and Energy Cooperative (1%), have entered into 20 
year contracts for 100% of the initial storage capacity of CINGSA.           


AltaGas estimates total project costs to operational status for CINGSA to be US$150 million 
(approximately US$100 million of which will be to SEMCO Energy’s account), although a US$180 
million cost of the storage facility was previously approved by the RCA.  The final cost to build the 
facility will be reconciled with the RCA 45 days prior to commercial operation date.  Initial natural gas 
injections are anticipated by AltaGas to begin in April 2012, with withdrawal capabilities expected by 
AltaGas to be available to customers by November 2012.  SEMCO Energy is currently constructing and 
will operate the facility when in service.      
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SEMCO Energy (Michigan) 


In Michigan, SEMCO Energy distributes natural gas to approximately 286,000 customers located in both 
Southern Michigan and Michigan’s Upper Peninsula, approximately 91% of which are residential.  The 
remaining customers include power plants, food production facilities, furniture manufacturers and other 
industrial customers.  SEMCO Energy’s natural gas transmission and delivery system in Michigan 
includes approximately 150 miles of gas transmission pipelines and 5,866 miles of gas distribution mains.  
The pipelines and mains are located throughout the southern half of Michigan’s Lower Peninsula 
(including in and around the cities of Albion, Battle Creek, Holland, Niles, Port Huron and Three Rivers) 
and also in the central, eastern and western areas of Michigan’s Upper Peninsula.  


SEMCO has access to natural gas supplies throughout the United States and Canada via interstate and 
intrastate pipelines in and near Michigan. SEMCO has pipeline capacity contracts with ANR Pipeline 
Company, Great Lakes Gas Transmission Limited Partnership, Northern Natural Gas Company, 
Panhandle Eastern Pipe Line Company, Michigan Consolidated Gas Company, Consumers Energy 
Company and SEMCO Pipeline Company and SEMCO also owns or leases capacity at various 
underground storage facilities in Michigan. 
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To provide gas to SEMCO customers in Michigan, SEMCO has negotiated standard terms and conditions 
for the purchase of natural gas under the North American Energy Standards Board form of agreement 
with a variety of suppliers. 


The distribution mains of SEMCO Energy’s gas distribution business are, generally, located on or under 
public streets, alleys, highways and other public places, or on private property not owned by SEMCO 
Energy with permission or consent, except to an inconsequential extent, of the individual property 
owners. The distribution mains located on or under public streets, alleys, highways and other public 
places were installed under valid rights and consents granted by appropriate local authorities.  


The gas distribution business also owns meters and service lines, gas regulating and metering stations, 
garages, warehouses and other buildings necessary and useful in conducting its business. In addition, the 
gas distribution business leases a significant portion of its transportation equipment and certain buildings. 


SEMCO Energy’s regulated gas distribution business owns five underground gas storage facilities, 
together with related measuring, compressor and transmission facilities, the two largest of which are the 
Morton Storage Field (2.0 Bcf) and the Collin Storage Field (1.7 Bcf).  The storage facilities are all 
located in Michigan. The aggregate working capacity of the storage system is approximately 4.9 Bcf.  


In addition, SEMCO Energy owns other unregulated businesses, organized as subsidiaries that generally 
complement the gas distribution business.  SEMCO Energy owns a propane distribution business known 
as “Hotflame”.  Hotflame typically supplies approximately three million gallons of propane annually to 
approximately 6,000 retail customers in Michigan’s Upper Peninsula and northeast Wisconsin.  All non-
regulated businesses contribute less than 2% of revenues of SEMCO Energy on an annual basis.   


SEMCO Energy’s other pipelines and storage business consists of three pipelines and a gas storage 
facility, all of which are located in Michigan.  The three pipelines are: 


 the Greenwood Pipeline, a 17-mile pipeline that connects an interstate pipeline with the DTE Energy 
Greenwood Power Plant located near Port Huron, Michigan. The pipeline provides transportation 
services to the Greenwood Power Plant and also supplies customers of the gas distribution business in 
the service area north of Port Huron, Michigan.   


 the Eaton Rapids Pipeline, a 33-mile pipeline that delivers gas from the ERGSS to the gas distribution 
business’ systems in Battle Creek and Albion, Michigan, and to an ethanol plant located near Albion, 
Michigan; and   


 a 33% interest in the Litchfield Lateral, a 31-mile pipeline located in southwest Michigan. This 
pipeline, which is leased entirely to ANR Pipeline Company, links the ERGSS with interstate pipeline 
supplies.   


 


In addition, SEMCO Energy owns, through a subsidiary, a 50% equity interest in the ERGSS. This 
natural gas storage system, located near Eaton Rapids, Michigan, became operational in March 1990 and 
consists of approximately 12.8 Bcf of underground storage capacity. The gas distribution business leases 
6.5 Bcf of the capacity under a long-term contract that expires in 2015. ERGSS contributes approximately 
US$3 million in EBITDA on an annual basis. 







  


- 22 - 


 


Benefits of the Acquisition 


In AltaGas management’s view, the key investment highlights of the Acquisition are as follows: 


 Generally, the Acquisition: 


o Fits with AltaGas’ vision of being one of North America’s leading energy infrastructure 
companies, and aligns with AltaGas’ strategy of growing by adding stable, regulated, 
long-life assets; 


o Is consistent with AltaGas’ strategy to grow in the northern United States and establishes 
a significant foothold in areas with growth potential and in proximity to assets and 
operations AltaGas owns today;  
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o Significantly increases natural gas distribution rate base by approximately US$725 
million and allows AltaGas to continue to add customers as natural gas continues to be 
more competitively priced compared to other fuels used for space heating;  


o Is expected to be accretive to earnings and cash flow per share by more than 10% and is 
expected to add approximately US$130 million in incremental EBITDA in 2013, the first 
full year of ownership;  


o Is expected to result in AltaGas’ utility business, on a pro forma basis, being 
approximately 40% of consolidated EBITDA until 2014 when the 195 MW Forrest Kerr 
run-of-river power project in British Columbia is scheduled to come into commercial 
operation.  At that time, based on AltaGas’ current plans, the Power, Utility and Gas 
businesses are expected to be more equally weighted; 


o Is expected to result in approximately two-thirds of annualized EBITDA in 2013 coming 
from AltaGas’ regulated or long-term contracted assets; 


o Will provide stable regulated cash flows to further support both AltaGas’ dividend and 
capital growth projects in the United States and Canada; 


o Approximately 99% of SEMCO’s revenues are derived from regulated natural gas 
distribution and storage utilities;  


o Will result in no direct natural gas cost exposure due to pass-through mechanisms at both 
SEMCO natural gas distribution utilities; 


o Will strengthen AltaGas’ business profile with a significant increase in expected cash 
flow stability; and 


o Will result in a continued conservative payout as a percentage of funds from operations.  
AltaGas will continue to monitor its dividend payout ratio as a percentage of funds from 
operations and net income.  Dividend growth is expected to be modest until 2014 when 
the 195 MW Forrest Kerr run-of-river power project in British Columbia is scheduled to 
come into commercial operation.  AltaGas expects to continue to deliver strong returns to 
shareholders in the form of dividend growth and potential capital appreciation.   


SEMCO – Summary Information 


 Alaska 


o ENSTAR has an approved regulated rate of return on equity of 12.55% on prescribed 
equity of 51.40% on a rate base of approximately US$200 million;  


o ENSTAR serves 132,000 primarily residential customers and is the largest natural gas 
distributor in Alaska through approximately 414 miles of natural gas transmission 
pipelines and 2,800 miles of natural gas distribution mains in the Anchorage and Cook 
Inlet area; 
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o ENSTAR has experienced 2.5% compounded annual growth over the past 10 years in 
customer and net plant growth and is expected to continue to grow as Alaska continues to 
benefit from the significant activity in the natural resource sector; 


o The addition of natural gas storage capacity through CINGSA is expected to allow 
ENSTAR to cost effectively meet the needs of its customers during peak usage in the 
winter months;  


o CINGSA has an approved regulated rate of return on equity of 12.55% on prescribed 
equity of 50% upon completion of construction in 2012.  SEMCO’s share of rate base is 
approximately US$100 million;  


o Potential to expand the CINGSA Storage Project from currently contemplated 11 Bcf of 
working natural gas capacity to estimated reservoir potential of 18 Bcf of working natural 
gas capacity; and 


o Growth projects are available in Alaska, including various system enhancements and 
expansions. 


 Michigan 


o The Michigan natural gas distribution utility has an approved regulated rate of return on 
equity of 10.35% on prescribed equity of 50% on a rate base of approximately US$425 
million; 


o SEMCO’s largely residential 286,000 customer base has remained stable through the 
recent economic downturn and is anticipated to have stable customer growth of 
approximately 1% to 2% over the long term as the Michigan economy, and in particular 
the local economies in SEMCO’s service areas, improve; 


o SEMCO’s Michigan utility has experienced consistent net plant growth of approximately 
2% compounded annually over the last 10 years and rate base is anticipated to continue to 
grow at a similar rate in the near term; 


o Customer conversions from alternative fuel sources to natural gas have increased in the 
recent past and are expected to continue in light of low natural gas prices relative to the 
cost of alternative fuel sources; and 


o There is potential for new customer growth driven by industrial and commercial activities 
in Michigan. 


AltaGas Following Completion of the Acquisition 


The following map depicts AltaGas’ geographic footprint after including the addition of the Michigan and 
Alaska assets to be acquired through, and assumes the completion of, the Acquisition.  The Gas business 
will include interests in six natural gas liquids extraction facilities with 1.6 Bcf/d of inlet capacity and 
86,000 Bbls/d of NGL production capacity. AltaGas also owns eight transmission pipelines with 554 
Mmcf/d of natural gas and 152,000 Bbls/d of NGL transportation capacity.  AltaGas also has more than 
70 gas processing facilities with 1.2 Bcf/d of gas processing capacity and approximately 6,500 kilometres 
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of gathering lines serving producers in the WCSB and a 50% interest in a 5.3 Bcf gas storage asset in 
Sarnia, Ontario as well as storage under development in Michigan, Nova Scotia and Alberta.  


The Power business has over 500 MW of installed power capacity, comprised of 353MW of power 
generation capacity through a 50% ownership interest in the Sundance B power purchase arrangement, 54 
MW of gas fired generation in Alberta, 102 MW of wind power and 12 MW of run-of-river generation. 
The Power business also has approximately 1,500 MW of wind power generation under development, the 
195 MW run-of-river Forrest Kerr project under construction and an additional 200 MW run-of-river 
under development.  


Prior to the Acquisition, the Utility business distributes natural gas to over 110,000 customers in 
communities in Alberta, British Columbia, Nova Scotia and the Northwest Territories. The Acquisition is 
expected to add approximately 420,000 customers in Michigan and Alaska. 


 


The North American Utility map below shows AltaGas’ utility assets across North America, including the 
assets in Michigan and Alaska to be acquired through the Acquisition. 
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Selected Unaudited Pro Forma Consolidated Financial Information 


The following tables set forth AltaGas’ selected pro forma consolidated financial information (i) for the 
year ended December 31, 2010 and (ii) as at and for the nine month period ended September 30, 2011, in 
each case after giving effect to the Acquisition and the related financing assumptions as described in the 
pro forma consolidated financial statements which are included in this prospectus.  


The selected pro forma consolidated financial information for the year ended December 31, 2010 has 
been derived from and should be read in conjunction with (a) AltaGas’ audited consolidated financial 
statements as at and for the year ended December 31, 2010 which are incorporated by reference in this 
prospectus, (b) the audited financial statements of SEMCO as at and for the year ended December 31, 
2010 prepared in accordance with U.S. GAAP with a reconciliation to Part V and which are included in 
this prospectus, and (c) AltaGas’ unaudited pro forma consolidated financial statements for the year 
ended December 31, 2010 giving effect to the Acquisition and the related financing assumptions as 
described in the pro forma consolidated financial statements which are included in this prospectus.  


The pro forma consolidated financial information set forth below and the unaudited pro forma 
consolidated financial statements of AltaGas included in this prospectus are not necessarily indicative of 
results of operations that would have occurred in the year ended December 31, 2010 or the nine months 
ended September 30, 2011 had the Acquisition been effective January 1, 2010, or of the results of 
operations expected in 2011 and future years. 
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($000s)  Year ended December 31, 2010 
  


AltaGas 
 


SEMCO(1) 
 Pro Forma 


Consolidated 
       
Operating Revenue ..........................................................   1,352,427  597,439  1,949,866 
Operating expenses ..........................................................   1,202,154  536,942  1,739,096 
Net Income Applicable to Common Shares(2) ..................   97,224  21,770  112,033 
 
Notes: 


(1) SEMCO results have been adjusted to Part V as per the reconciliation in SEMCO’s audited annual financial statements as at and for 
the year ended December 31, 2010 and also converted to Canadian dollars at an average exchange rate of $1.0299. 


(2) Pro Forma Consolidated Net Income Applicable to Common Shares includes pro forma adjustments reflected in Notes 3.j, 3.k and 3.l 
to the pro forma consolidated financial statements for the year ended December 31, 2010 which are included in this prospectus.   


 


The selected pro forma consolidated financial information for the nine month period ended September 30, 
2011 has been derived from and should be read in conjunction with (i) AltaGas’ unaudited consolidated 
financial statements as at and for the nine month period ended September 30, 2011 prepared in 
accordance with Part V which are incorporated by reference in this prospectus, (ii) the unaudited financial 
statements of SEMCO as at and for the nine month period ended September 30, 2011 prepared in 
accordance with U.S. GAAP with a reconciliation to Part V and which are included in this prospectus, 
and (iii) AltaGas’ unaudited pro forma consolidated financial statements as at and for the nine month 
period ended September 30, 2011 giving effect to the Acquisition and the related financing assumptions 
as described in the pro forma consolidated financial statements which are included in this prospectus.  


($000s)  Nine months ended September 30, 2011 
  


AltaGas 
 


SEMCO(1) 
 Pro Forma 


Consolidated 
       
Operating Revenue ..........................................................   1,164,673  417,530  1,582,203 
Operating expenses ..........................................................   1,030,504  370,380  1,400,884 
Net Income Applicable to Common Shares(2) ..................   53,699  16,554  65,940 
 
Notes: 


(1) SEMCO results have been adjusted to Part V as per the reconciliation in SEMCO’s unaudited interim financial statements as at and 
for the nine months ended September 30, 2011 and also converted to Canadian dollars at an average exchange rate of $0.9783. 


(2) Pro Forma Consolidated Net Income Applicable to Common Shares includes pro forma adjustments reflected in Notes 3.m, 3.n and 
3.o to the pro forma consolidated financial statements as at and for the nine month period ended September 30, 2011which are 
included in this prospectus. 


The Acquisition Agreement 


On February 1, 2012, AltaGas and Acquireco entered into the Stock Purchase Agreement with 
Continental and SEMCO pursuant to which Acquireco agreed to acquire all of the issued and outstanding 
SEMCO Shares for aggregate consideration of US$1,135,000,000, subject to adjustment, including 
approximately US$355,000,000 in assumed debt. 


Representations and Warranties 


Under the Stock Purchase Agreement, each of AltaGas, Acquireco, Continental and SEMCO have made 
various customary representations and warranties.  
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Continental’s representations and warranties relate to, among other things, organization, standing and 
power, authority to enter into the Stock Purchase Agreement, execution, delivery and enforceability 
thereof, no conflict, consents and approvals, the SEMCO Shares, the involvement of brokers and the 
absence of litigation or regulatory proceedings. 


Continental’s and SEMCO’s representations and warranties relate to, among other things, organization, 
standing and power, authority to enter into the Stock Purchase Agreement, execution, delivery and 
enforceability thereof, no conflict, consents and approvals, the subsidiaries of SEMCO and the capital 
structure of SEMCO and such subsidiaries, and the absence of any options or similar rights in relation to 
the capital thereof, the SEMCO financial statements, the absence of any material adverse effect 
subsequent to the most recent balance sheet, its real and personal property, taxes, employee benefits, the 
absence of litigation or regulatory proceedings, compliance with applicable law, environmental matters, 
governmental authorizations, identifying material contracts and the lack of defaults thereunder, title to 
property and assets, intellectual property rights, insurance, the involvement of brokers, SEMCO’s 
regulation as a utility, its bank accounts and transactions with affiliates. 


AltaGas and Acquireco’s representations and warranties relate to, among other things, organization, 
standing and power, authority to enter into the Stock Purchase Agreement, execution, delivery and 
enforceability thereof, no conflict, consents and approvals, the involvement of brokers, the absence of 
litigation or regulatory proceedings, its capital resources and the relationship between AltaGas and 
Acquireco and the absence of prior business activities by Acquireco.  


Covenants 


The Stock Purchase Agreement contains customary negative and affirmative covenants on the part of the 
parties to the Stock Purchase Agreement, including, without limitation, that SEMCO and any subsidiary 
thereof will conduct their respective businesses in the ordinary course and in substantially the same 
manner as previously conducted, provide reasonable access and information in relation to SEMCO’s 
business,  and use reasonable best efforts to do or cause to be done all things necessary, proper or 
advisable to consummate the Acquisition, including without limitation to obtain all material 
authorizations and to make all necessary filings with the relevant government authorities as required 
under the Stock Purchase Agreement. 


The Stock Purchase Agreement also contains specific restrictive covenants as to certain impermissible 
activities of SEMCO prior to the completion of the Acquisition, which provide that, subject to certain 
exceptions, including as required or permitted by the Stock Purchase Agreement, SEMCO will not take 
certain actions without AltaGas’ prior written consent (which consent will not be unreasonably withheld, 
delayed or conditioned), including: amendments to SEMCO’s certificate of incorporation, bylaws or other 
organizational documents; amendments to terms of its securities or capital stock; issuances, sales, 
recapitalizations or splits of its securities; repurchases or redemptions of securities; acquisitions or 
dispositions; making of loans; incurrence of indebtedness; actions related to entry into or amendment or 
termination of material contracts; increases in compensation or amendments to benefit plans; changes to 
accounting policies; authorizations of capital expenditures; adoption of any plan of liquidation; or 
institute or settle material litigation. 


Closing of the Acquisition is subject to satisfaction or waiver of various conditions prior to the Outside 
Date, including termination or expiry of any waiting period under the HSR Act and receipt of the 
Required Regulatory Approvals. See “Closing Conditions” below.  
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Pursuant to the Stock Purchase Agreement each party shall use its reasonable best efforts to take, or cause 
to be taken, all actions, and to do, or cause to be done, and to assist and cooperate with the other parties in 
doing, all things necessary, proper or advisable to consummate and make effective, in the most 
expeditious manner practicable, the Acquisition, including: (i) causing the waiting period under the HSR 
Act to terminate or expire at the earliest possible date; and (ii) obtaining in the most expeditious manner 
practicable all other necessary actions or nonactions, consents, governmental authorizations and orders 
(including with respect to the Required Regulatory Approvals) from governmental entities in connection 
with the Acquisition. 
 
Pursuant to the Stock Purchase Agreement, each of AltaGas and Acquireco agrees to take, or cause to be 
taken, any and all steps and to make, or cause to be made, any and all undertakings necessary to avoid or 
eliminate each and every impediment asserted by any governmental entity in connection with obtaining 
the Required Regulatory Approvals applicable to AltaGas, Acquireco, SEMCO or any of its subsidiaries 
so as to enable the closing of the Acquisition to occur as promptly as practicable and, including (i) 
agreeing to conditions imposed by any governmental entity and proposing, negotiating, committing to and 
effecting, by consent decree, hold separate order or otherwise, the sale, divestiture, licensing or 
disposition of assets or businesses of AltaGas, Acquireco or SEMCO or any of their respective 
subsidiaries or (ii) accepting any operational restrictions, including restrictions on the ability to change 
rates or charges or standards of service, or otherwise taking or committing to take actions that limit any of 
AltaGas’, Acquireco’s or their respective subsidiaries’ freedom of action with respect to, or its ability to 
retain or freely operate, any of the assets, properties, licenses, rights, product lines, operations or 
businesses of AltaGas, Acquireco, SEMCO or any of their respective subsidiaries, in each case as may be 
required in order to obtain the Required Regulatory Approvals or to avoid the entry of, or to effect the 
lifting or dissolution of, any injunction, temporary restraining order or other order in any suit or 
proceeding, which would otherwise have the effect of preventing or delaying the closing of the 
Acquisition. Notwithstanding the foregoing, AltaGas and Acquireco shall not be required to, and 
Continental and SEMCO shall not, in connection with obtaining any consents or approvals hereunder, or 
in connection with otherwise complying with any provisions of the Stock Purchase Agreement, consent to 
or take any action of the types described above, including agreeing to conditions, proposing or making 
any divestiture or other undertaking or proposing, accepting or entering into any consent decree, hold 
separate order or operational restriction, in each case, that (i) individually or in the aggregate, would 
reasonably be expected to have a material adverse effect on SEMCO and its subsidiaries, taken as a 
whole, (ii) individually or in the aggregate, would reasonably be expected to have a material adverse 
effect on AltaGas and its subsidiaries, taken as a whole but determined without giving effect to the 
Acquisition, or (iii) individually or in the aggregate, would reasonably be expected to have a material 
adverse effect on AltaGas and its subsidiaries, taken as a whole and determined after giving effect to the 
Acquisition, taken as a whole. See “Risk Factors – Satisfaction of Conditions Precedent”. 


Indemnification 


Pursuant to the Stock Purchase Agreement, Continental has agreed to indemnify Acquireco and its 
affiliates and their respective officers, directors, employees, stockholders, agents and representatives (the 
“Acquireco Indemnified Parties”) against and hold them harmless from, among other things, all taxes of 
SEMCO and its subsidiaries for any period prior to the Transaction Closing Date and any liabilities in 
relation thereto.  Acquireco, SEMCO and its subsidiaries have similarly agreed to indemnify Continental 
and its affiliates and their respective officers, directors, employees, stockholders, agents and 
representatives (the “Continental Indemnified Parties”) against and hold them harmless from, among 
other things, all taxes of SEMCO and its subsidiaries for any period subsequent to the Transaction 
Closing Date and any liabilities in relation thereto.   
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In addition, Continental has agreed to indemnify the Acquireco Indemnified Parties from any losses 
arising out of any misrepresentation in or breach of any representation or warranty by Continental or 
SEMCO or any breach of nonfulfillment of any covenant, agreement or other obligation of Continental or 
SEMCO in the Stock Purchase Agreement.  Acquireco and AltaGas have similarly agreed to indemnify 
the Continental Indemnified Parties from any losses arising out of any misrepresentation in or breach of 
any representation or warranty by Acquireco or AltaGas or any breach of nonfulfillment of any covenant, 
agreement or other obligation of Acquireco or AltaGas in the Stock Purchase Agreement or any 
discontinuance, suspension or modification of a benefit plan or agreement after the Transaction Closing 
Date.   


Neither the Acquireco Indemnified Parties nor the Continental Indemnified Parties can assert any claim 
for indemnification except to the extent that any such claim is in an amount in excess of US$10,000 and 
unless and until the aggregate amount of such claims by the Acquireco Indemnified Parties or the 
Continental Indemnified Parties, as applicable, under the Stock Purchase Agreement exceeds 
US$10,000,000.  If the US$10,000,000 basket is exceeded, then the Acquireco Indemnified Parties or the 
Continental Indemnified Parties, as applicable, may assert claims for the entire amount of such aggregate 
claims without regard to that basket; provided that in no event will the aggregate liability of AltaGas or 
Continental for claims of losses exceed US$114,000,000, subject to certain exceptions. 


Closing Conditions 


The Stock Purchase Agreement provides that the obligations of each of the parties to complete the 
Acquisition are subject to the fulfillment of a number of mutual conditions, each of which may be waived 
by such party, including the following: 


 Antitrust Approval.  Any waiting period (and any extension thereof) under the HSR 
Act shall have been terminated or shall have expired; 


 No Injunctions or Restraints.  No order, decree or ruling issued by any governmental 
entity of competent jurisdiction or other law preventing the consummation of the 
Acquisition will be in effect; provided, that each party shall have used its reasonable 
best efforts to prevent the entry of any such injunction or other order and to appeal as 
promptly as possible any such injunction or other order that may be entered before 
asserting the condition; 


 Regulatory Approvals.  Orders granting the Required Regulatory Approvals shall 
have been obtained and no conditions or requirements shall be contained in any such 
order imposing on AltaGas, Acquireco or Continental any condition or requirement 
that any of AltaGas, Acquireco or Continental, as applicable, is not required to accept 
pursuant to the Stock Purchase Agreement; and     


 Repayment of Indebtedness.  The parties will have received payoff documentation 
from the holders of indebtedness under the CES Credit Agreement and the SEMCO 
Credit Agreement providing that upon repayment by Acquireco of indebtedness of 
SEMCO and certain of its subsidiaries thereunder, all liens securing such 
indebtedness shall be terminated and released to the extent such liens do not also 
secure indebtedness under the indenture governing the Senior Notes, the 1998 
Indenture or the CINGSA Credit Agreement with respect to such indebtedness and 
SEMCO and certain of its subsidiaries shall be released from their obligations with 
respect to such indebtedness; and the parties shall have received documentation that 
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SEMCO has been released from its obligations in respect of a certain credit 
agreement swap entered into by Continental and SEMCO and any collateral and 
credit support provided by SEMCO or any subsidiary in connection therewith has 
been cancelled or returned to SEMCO. 


The Stock Purchase Agreement provides that the obligations of AltaGas and Acquireco to complete the 
Acquisition are subject to the fulfillment of a number of conditions including, but not limited to: 


 Representations and Warranties.  The accuracy of Continental’s and SEMCO’s 
representations and warranties; 


 Covenants.  The performance by Continental and SEMCO of their respective 
obligations under the Stock Purchase Agreement; and 


 Material Adverse Effect.  No material adverse effect in respect of SEMCO prior to 
the Transaction Closing Date. 


The Stock Purchase Agreement provides that the obligations of Continental to complete the Acquisition 
are subject to the fulfillment of a number of conditions including, but not limited to: 


 Representations and Warranties.  The accuracy of AltaGas’ and Acquireco’s 
representations and warranties; and 


 Covenants.  The performance by AltaGas and Acquireco of their respective 
obligations under the Stock Purchase Agreement. 


Termination 


The Stock Purchase Agreement may be terminated at any time prior to the Transaction Closing Date: 


 by mutual written consent; 


 if the Transaction Closing Date has not occurred by the Outside Date; 


 if any governmental entity has issued an order, decree or ruling or taken any other 
action enjoining, restraining or otherwise prohibiting the Acquisition, and such order, 
decree or ruling has become final; 


 if any condition to the obligation of such party to consummate the Acquisition 
becomes incapable of satisfaction prior to the Outside Date, subject to certain 
conditions; 


 if a regulatory entity issues an order that shall have become final or non-appealable 
and imposes on AltaGas, Acquireco or Continental any condition or requirement that 
any of AltaGas, Acquireco or Continental, as applicable, is not required to accept 
pursuant to the Stock Purchase Agreement; or 


 if a party has breached or failed to perform any of its representations, warranties, 
covenants or agreements contained in the Stock Purchase Agreement and any such 
breach shall not have been cured, subject to certain conditions. 


Financing the Acquisition 


For purposes of financing the Acquisition, AltaGas obtained a commitment on February 1, 2012 from 
TD, BMO and RBC for the New Credit Facility. 
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AltaGas expects that cash to close the Acquisition of approximately US$780 million will be provided 
from a combination of equity and debt; specifically: (i) the net proceeds from the Offering; (ii) the New 
Credit Facility; (iii) the Credit Facilities; and (iv) future debt and Preferred Share financings. 


The New Credit Facility will rank pari passu with AltaGas’ senior unsecured obligations, including the 
existing Credit Facilities, and will have a one year term from the date on which the credit agreement for 
the New Credit Facility is executed.  Subject to the satisfaction of certain conditions precedent customary 
for a financing of this type, funds will be available to be drawn under the New Credit Facility. 


AltaGas will have the option to borrow under the New Credit Facility using a Canadian prime rate, a 
bankers’ acceptance rate, U.S. base rate or LIBOR rate. The margins above the applicable rate will be 
based on AltaGas’ then applicable ratings from S&P and DBRS. Customary fees will be payable by 
AltaGas in respect of the New Credit Facility. 


Prepayments will be permitted at AltaGas’ option at any time without premium or penalty.  


The New Credit Facility will be in substantially the same form as the Syndicated Facility, as amended 
concurrent with the execution of the New Credit Facility, and will contain representations and warranties, 
affirmative and negative covenants (including requirements to meet certain financial ratios on an ongoing 
basis) and events of default that are customary for bank credit facilities of this nature. 


Following completion of the Acquisition, SEMCO and its subsidiaries will continue to have outstanding: 
(i) US$300 million of Senior Notes; (ii) US$5 million secured medium term notes bearing interest at an 
annual rate of 7.03% and maturing on November 25, 2013; and (iii) an estimated US$75 million secured 
loan facility maturing November 2015 related to CINGSA in which SEMCO has a 65% interest. 


RECENT DEVELOPMENTS 


Acquisition of Pacific Northern Gas Ltd. 


On December 20, 2011, AltaGas completed the acquisition of all of the issued and outstanding common 
shares in the capital of PNG at a price of $36.75 in cash per PNG common share pursuant to a court-
approved statutory plan of arrangement under the provisions of the Business Corporations Act (British 
Columbia).   


Pacific Northern Gas Ltd. 


PNG owns and operates rate-regulated natural gas transmission and distribution systems in British 
Columbia. 


PNG’s western transmission line is comprised of approximately 1,180 kilometres of distribution pipelines 
and extends from the Spectra Energy gas transmission system north of Prince George to tidewater at 
Kitimat and Prince Rupert, providing service to 12 communities and a number of industrial facilities.  
PNG currently has exclusive franchise agreements with the municipalities of Fraser Lake, Prince Rupert, 
Port Edward, Kitimat, Terrace, Smithers, Burns Lake, Houston and Vanderhoof, entitling it to distribute 
natural gas within those municipalities.  PNG also has operating agreements with the municipalities of 
Fort St. James and Telkwa that entitle it to install and operate gas distribution facilities in those 
municipalities.  
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In the northeast, PNG’s subsidiary Pacific Northern Gas (N.E.) Ltd. (“PNGNE”) provides gas 
distribution service in the Dawson Creek, Fort St. John and Tumbler Ridge areas through connections 
with the Spectra Energy pipeline system at several locations.  The entire Northeast system consists of 
approximately 160 kilometres of transmission lines, 1,490 kilometres of distribution lines and a gas 
processing plant near Tumbler Ridge with a capacity of 120 103m3 per day.  PNGNE has exclusive 
franchise agreements with the District of Taylor, the Cities of Dawson Creek and Fort St. John and the 
Village of Pouce Coupe.  


PNG also operates and owns a 97% interest in the 9.8 megawatt McNair Creek hydro-electricity 
generation facility located on B.C.’s Sunshine Coast. 


Electricity Purchase Agreements for McLymont Creek and Volcano Creek Hydro-electric Projects 


On November 2, 2011, AltaGas signed Electricity Purchase Agreements (the “EPAs”) with BC Hydro for 
the McLymont Creek and Volcano Creek run-of-river hydroelectric projects, with a combined capacity of 
approximately 82 MW. 


Together with the Forrest Kerr project, the three projects total approximately 277 MW (the “Northwest 
Projects”) and will be the anchor tenants for the Northwest Transmission Line, which will form the 
backbone of electrical infrastructure in northwest BC. 


The terms of these EPAs are similar in all material respects to the EPA signed for the Forrest Kerr project 
on May 28, 2010.  The Northwest Projects are located in close proximity approximately 1,000 km north 
of Vancouver, BC.  AltaGas will take advantage of synergies and shared construction infrastructure 
between the projects, and is now targeting an in service date in the fall of 2015 for both the McLymont 
Creek and Volcano Creek projects.  AltaGas expects the Forrest Kerr project, currently under 
construction, to come into service in July 2014.  


The Northwest Projects will be constructed solely within Tahltan Nation traditional territory.  AltaGas 
and the Tahltan Nation have signed Impact Benefit Agreements for all three projects and have established 
a strong working relationship that will provide the people of the Tahltan Nation with employment, 
business opportunities, and economic participation.  


Once completed, the Northwest Projects will provide enough electricity for approximately 95,000 homes 
in British Columbia and will offset more than 780,000 tonnes of greenhouse gas equivalents annually.  


Conversion to U.S. GAAP 


The Canadian Institute of Chartered Accountants’ Accounting Standards Board (“AcSB”) confirmed in 
February 2008 that International Financial Reporting Standards (“IFRS”) would replace CGAAP for 
publicly accountable enterprises for financial periods beginning on or after January 1, 2011. 


On September 10, 2010, the AcSB amended the introduction to Part I of the CICA Handbook – 
Accounting to permit, but not to require, qualifying entities with Rate-Regulated Activities (“RRA”) to 
adopt IFRS for the first time no later than the interim and annual financial statements relating to interim 
and annual periods beginning on or after January 1, 2012, thereby providing a one year deferral.  The 
Canadian Securities Administrators provide for a similar one year deferral pursuant to National 
Instrument 52-107 – Acceptable Accounting Principles and Auditing Standards (“NI 52-107”). 
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AltaGas is a qualifying entity for the deferral period permitted by AcSB and NI 52-107, based on the 
activities of AltaGas Utilities Inc., PNG and Heritage Gas Limited.   


AltaGas elected to use the deferral offered by the AcSB and NI 52-107, given the uncertainty with respect 
to the application of IFRS to RRA, and has prepared and will continue to prepare its consolidated 
financial statements for the remainder of 2011 in accordance with CGAAP.  AltaGas also reassessed the 
accounting policy choices available and determined that the most appropriate decision for AltaGas’ 
business activities is the use of U.S. GAAP effective January 1, 2012. 


Pursuant to NI 52-107, U.S. GAAP reporting is generally permitted for companies subject to reporting 
obligations under United States’ securities laws.  However, given that AltaGas is not subject to such 
reporting obligations and could not therefore rely on the provisions of NI 52-107 to that effect, AltaGas 
sought, and obtained on July 4, 2011, exemptive relief by the securities regulatory authorities in Alberta 
and Ontario to permit it to prepare its financial statements in accordance with U.S. GAAP.  Absent an 
extension to its term, the exemption will terminate on or after the earlier of January 1, 2015 and the date 
on which AltaGas ceases to have activities subject to rate regulation, at which time AltaGas will be 
required to comply with NI 52-107 in respect of the appropriate accounting principles to be applied, 
which could include the adoption of IFRS. 


For the first financial year in which the change from Canadian GAAP – Part V to U.S. GAAP takes place, 
the notes to AltaGas’ annual financial statements will: 


(a) explain the material differences between Canadian GAAP – Part V and U.S. GAAP that 
relate to recognition, measurement and presentation; 


(b) quantify the effect of those material differences, including a tabular reconciliation 
between the net income reported in the financial statements and the net income computed 
in accordance with Canadian GAAP – Part V; and 


(c) provide information consistent with disclosure requirements of Canadian GAAP – Part V 
to the extent not already reflected in the financial statements. 


USE OF PROCEEDS 


The net proceeds to AltaGas from the Offering will be approximately $335,364,000, after deducting the 
Underwriters’ fee of $14,036,000 and estimated expenses of the Offering of $1,500,000. If the 
Underwriters exercise the Over-Allotment Option in full, the net proceeds from the Offering will be 
approximately $385,893,600 after deducting the Underwriters’ fee of $16,141,400 and estimated 
expenses of the Offering of $1,500,000.  The expenses of the Offering will be paid from the general funds 
of AltaGas.  


The net proceeds of the Offering, together with funds to be advanced pursuant to some combination of the 
Credit Facilities and the New Credit Facility and the proceeds of future debt and Preferred Share 
financings, as determined by AltaGas, will be used to finance the purchase price of the Acquisition.  See 
“Acquisition of SEMCO – Financing the Acquisition”.  The Escrowed Funds will be held in escrow 
pending the Escrow Release Condition being satisfied.  See “Details of the Offering”. 
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DESCRIPTION OF SECURITIES 


The authorized capital of AltaGas consists of an unlimited number of Common Shares and such number 
of Preferred Shares issuable in series at any time as have aggregate voting rights either directly or on 
conversion or exchange that in the aggregate represent less than 50% of the voting rights attaching to the 
then issued and outstanding Common Shares.   


The following description sets forth certain general terms and provisions of the existing share capital of 
AltaGas.  The summary below is subject to, and qualified by reference to, AltaGas’ articles and by-laws. 


Common Shares 


Holders of Common Shares are entitled to one vote per share at meetings of shareholders of AltaGas, to 
receive dividends if, as and when declared by the board of directors of AltaGas and to receive the 
remaining property and assets of AltaGas upon its dissolution or winding-up, subject to the rights of 
shares having priority over Common Shares. 


Preferred Shares 


The directors of AltaGas may divide any unissued Preferred Shares into series and fix the number of 
shares in each series and the designation, rights, privileges, restrictions and conditions thereof.  The 
Preferred Shares of each series will rank on a parity with Preferred Shares of every other series with 
respect to accumulated dividends and return of capital and entitled to a preference over the Common 
Shares and over any other shares of AltaGas ranking junior to the Preferred Shares with respect to the 
priority in the payment of dividends and in the distribution of assets in the event of liquidation, 
dissolution or winding-up of AltaGas, whether voluntary or involuntary.   


The rights, privileges, restrictions and conditions attaching to the Preferred Shares as a class may be 
repealed, altered, modified, amended or amplified or otherwise varied only with the sanction of the 
holders of the Preferred Shares given in such manner as may then be required by law, subject to a 
minimum requirement that such approval be given by resolution in writing executed by all holders of 
Preferred Shares entitled to vote on that resolution or passed by the affirmative vote of at least 66⅔% of 
the votes cast at a meeting of holders of Preferred Shares duly called for such purpose. 


CAPITALIZATION OF ALTAGAS 


The following table sets forth the unaudited consolidated capitalization of AltaGas as at September 30, 
2011, and the unaudited pro forma consolidated capitalization of AltaGas as at September 30, 2011 after 
giving effect to: (i) the Offering (assuming the Over-Allotment Option is not exercised); (ii) the 
completion of the Acquisition and related advances under the Credit Facilities and/or the New Credit 
Facility; and (iii) the acquisition of PNG.  The financial information set out below should be read in 
conjunction with the unaudited consolidated financial statements of AltaGas as at and for the nine months 
ended September 30, 2011 incorporated by reference in this prospectus and the unaudited pro forma 
financial statements of AltaGas included in this prospectus and, in each case, the notes thereto. 
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($000s except share amounts) 


Authorized 


 


Outstanding as at 
September 30, 


2011  


Outstanding as at  
September 30, 2011 after 


giving effect to the 
Offering, the acquisition 
of PNG and completion 
of the Acquisition and 
related advances under 
the Credit facilities(1) 


Debt      
Credit facilities(2) ........................................................   67,089  456,310
Medium Term Notes(3) ...............................................   975,000  1,075,000 
Other Long Term Debt ...............................................   7,532  7,532 
Assumed Debt of PNG(4) ...........................................   Nil  85,628 
Assumed Debt of SEMCO(5) ......................................   Nil  392,508 


Share Capital      
Common Shareholders’ Equity(6)(7) ............................ Unlimited  1,009,749 


(83,840,365 
Common Shares) 


 1,474,495 
(100,850,865 


 Common Shares)
Preferred Shares(8) ...................................................... Unlimited  194,126


 (8,000,000 
Preferred Shares, 


Series A) 


 199,126
 (8,000,000 Preferred 


Shares, Series A, 
200,000 PNG Preferred 


Shares ) 
Total Capitalization      


   2,253,496  3,690,599 
 
Notes: 


(1) Based on the issuance of 12,100,000 Subscription Receipts pursuant to the Offering for net proceeds to AltaGas from the Offering of 
approximately $335,364,000, after deducting the Underwriters’ Fee of $14,036,000 and estimated expenses of the Offering of 
$1,500,000. If the Underwriters exercise the Over-Allotment Option in full, the net proceeds from the Offering will be approximately 
$385,893,600 after deducting the Underwriters’ Fee of $16,141,400 and estimated expenses of the Offering of $1,500,000. The 
expenses of the Offering will be paid from the general funds of AltaGas.  See “Plan of Distribution”.   


(2) Includes the Credit Facilities and the New Credit Facility.  See “Relationship Between AltaGas and Certain of the Underwriters” for a 
description of the Credit Facilities and “Acquisition of SEMCO – Financing the Acquisition” for a description of the New Credit 
Facility.  The pro forma amount has been adjusted to include the incremental drawdown of approximately $140 million under the 
Credit Facilities for the acquisition of PNG, the repayment of the $100 million 5.07% medium term notes that matured on January 19, 
2012 and a net drawdown under the Credit facilities of approximately $488 million for the Acquisition (see note 3(f)(iii) of the 
unaudited pro forma financial statements), reduced by the proceeds of the $200 million of 4.55% medium term notes issued in October 
2011 and the net proceeds of the 4,910,500 Common Shares issued on November 15, 2011. 


(3) Medium term notes consist of:  (a) $100 million of 5.07% medium term notes due January 19, 2012 (and which have since been repaid 
subsequent to September 30, 2011); (b) $200 million of 7.42% medium term notes due April 29, 2014; (c) $100 million of 6.94% 
medium term notes due June 29, 2016; (d) $200 million of 5.49% medium term notes due March 27, 2017; (e) $175 million of 4.60% 
medium term notes due January 15, 2018; (f) $200 million of 4.10% medium term notes due March 24, 2016; and (g) $200 million of 
4.55% medium term notes due January 17, 2019 (and which were issued subsequent to September 30, 2011).   


(4) The Assumed Debt of PNG consists of the bank indebtedness and long term debt including the current portion as disclosed in PNG’s 
unaudited interim consolidated financial statements for the three and nine months ended September 30, 2011.  


(5) Assumed Debt of SEMCO consists of the long term debt as disclosed in SEMCO’s unaudited consolidated financial statements as of 
September 30, 2011 and September 30, 2010 and for the three and nine month periods ended September 30, 2011 and September 30, 
2010 translated to the Canadian dollar equivalent at an exchange rate of 1.0482 and adjusted for the transaction as described in Note 
3(f)(i) and (ii) to the unaudited pro forma financial statements. 


(6) Includes the issuance of an aggregate of 4,910,500 Common Shares at a price of $29.30 per Common Share on November 15, 2011 
pursuant to a prospectus offering.  See “Prior Sales”. 


(7) As at September 30, 2011, 4,573,065 options under AltaGas’ stock option plan were outstanding with a weighted average exercise 
price of $20.62 per Common Share. 


(8) Preferred Shares have been adjusted to include the 200,000 6 ¾% cumulative redeemable preferred shares assumed as part of the 
acquisition of PNG.  On January 23, 2012, PNG announced that it would redeem all of the 6 ¾% cumulative redeemable preferred 
shares on February 27, 2012. 
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PRIOR SALES 


AltaGas has not sold or issued any Common Shares, or securities convertible into Common Shares, 
during the twelve month period prior to the date hereof other than as follows: 


(a) an aggregate of 1,390,709 Common Shares pursuant to AltaGas’ Dividend Reinvestment 
and Optional Common Share Purchase Plan at a weighted average issue price of $25.25 
per Common Share, for aggregate consideration of approximately $35.1 million, in 
accordance with the following: 


Date  


 
Issue Price 


($) Number of Common Shares 


February 15, 2011  21.37 120,122 


March 15, 2011  23.81 116,724 


April 15, 2011  24.79 121,263 


May 16, 2011  23.72 125,686 


June 15, 2011  23.48 128,289 


July 15, 2011  25.02 132,268 


August 15, 2011  23.99 128,437 


September 15, 2011  26.01 110,467 


October 17, 2011  25.78 109,368 


November 15, 2011  28.33 113,254 


December 15, 2011  29.70 97,027 


January 16, 2012  29.58 87,804 


 


(b) an aggregate of 1,154,750 options to acquire 1,154,750 Common Shares at an average 
exercise price of $29.23 pursuant to AltaGas’ share option plan, in accordance with the 
following:  


Date  
Exercise Price 


($) Number of Common Shares 


April 25, 2011  25.06 1,500 


May 9, 2011  24.67 2,500 


May 12, 2011  24.92 75,000 


May 16, 2011  25.16 2,500 


June 8, 2011  24.45 2,500 


August 2, 2011  26.46 35,000 


September 13, 2011  27.03 30,000 


September 15, 2011  27.33 25,000 


October 6, 2011  26.94 45,000 


November 25, 2011  29.85 861,250 


December 20, 2011  31.12 67,500 


December 22, 2011  31.82 7,000 


 


(c) an aggregate of 397,045 Common Shares at an average exercise price of $17.92 on the 
exercise of options granted pursuant AltaGas’ share option plan, for aggregate 
consideration of approximately $7.1 million, in accordance with the following: 
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Date  
Exercise Price 


($) Number of Common Shares 


February 7, 2011  14.24 2,625 


February 7, 2011  18.15 2,500 


February 9, 2011  14.24 500 


February 16, 2011  14.24 250 


March 1, 2011  14.24 3,000 


March 4, 2011  14.24 3,500 


March 8, 2011  14.24 2,500 


March 10, 2011  14.24 3,000 


March 15, 2011  14.24 4,875 


March 18, 2011  14.24 4,000 


March 21, 2011  14.24 500 


March 29, 2011  14.24 1,000 


March 29, 2011  13.65 1,000 


April 5, 2011  14.24 250 


April 7, 2011  25.00 3,750 


April 11, 2011  14.24 1,000 


April 15, 2011  14.24 250 


April 15, 2011  18.00 500 


April 20, 2011  24.10 2,500 


April 20, 2011  14.24 5,000 


April 29, 2011  14.24 5,000 


May 9, 2011  14.24 13,000 


May 9, 2011  15.09 1,250 


May 11, 2011  14.24 500 


May 17, 2011  14.24 2,000 


May 30, 2011  14.24 2,000 


June 2, 2011  14.24 1,000 


June 6, 2011  17.10 12,500 


June 13, 2011  14.24 610 


June 14, 2011  14.24 3,750 


June 15, 2011  14.24 2,000 


June 22, 2011  14.24 4,200 


June 29, 2011  14.24 11,500 


July 5, 2011  14.24 1,875 


July 5, 2011  25.54 2,000 


July 7, 2011  25.54 3,000 


July 7, 2011  14.24 5,200 


July 11, 2011  18.00 500 


July 11, 2011  14.24 4,500 


July 11, 2011  17.89 2,500 


July 11 , 2011  18.15 1,250 


July 26, 2011  14.24 500 


August 3, 2011  14.24 1,100 


August 3, 2011  18.15 3,750 


August 3, 2011  23.80 100 


August 17, 2011  14.24 1,875 


August 17, 2011  17.10 1,875 
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Date  
Exercise Price 


($) Number of Common Shares 


September 6, 2011  14.24 12,500 


September 6, 2011  23.80 1,000 


September 6, 2011  25.54 1,500 


September 8, 2011  14.24 1,000 


September 8, 2011  17.90 500 


September 15, 2011  14.24 4,100 


September 15, 2011  23.35 500 


September 19, 2011  14.24 2,500 


September 21, 2011  23.35 1,000 


September 21, 2011  14.24 2,500 


September 21, 2011  25.00 3,750 


September 21, 2011  17.10 1,875 


September 23, 2011  14.24 1,500 


September 28, 2011  14.24 5,000 


October 4, 2011  14.24 1,000 


October 14, 2011  14.24 3,000 


October 14, 2011  23.35 1,500 


October 20, 2011  14.24 1,000 


October 27, 2011  23.35 2,250 


October 28, 2011  25.54 1,000 


October 28, 2011  25.00 750 


November 9, 2011  14.24 1,500 


November 9, 2011  25.89 3,000 


November 9, 2011  23.35 3,750 


November 9, 2011  25.89 1,875 


November 10, 2011  16.23 1,000 


November 10, 2011  17.10 1,250 


November 10, 2011  23.35 1,500 


November 10, 2011  25.89 750 


November 14, 2011  14.24 12,000 


November 14, 2011  25.54 5,000 


November 14, 2011  24.56 1,000 


November 17, 2011  14.24 710 


November 17, 2011  7.25 2,500 


November 17, 2011  23.35 1,500 


November 18, 2011  23.80 4,000 


November 18, 2011  25.54 1,000 


November 18, 2011  25.00 375 


November 21, 2011  14.24 1,000 


November 21, 2011  24.10 1,000 


November 21, 2011  23.80 1,500 


November 24, 2011  25.54 1,000 


November 24, 2011  24.56 6,500 


November 24, 2011  25.00 3,000 


December 1, 2011  23.80 2,000 


December 1, 2011  7.25 1,000 


December 1, 2011  25.54 1,500 
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Date  
Exercise Price 


($) Number of Common Shares 


December 1, 2011  25.00 3,000 


December 6, 2011  25.00 4,750 


December 6, 2011  23.35 1,875 


December 6, 2011  14.24 3,750 


December 6, 2011  17.90 500 


December 6, 2011  7.25 1,000 


December 6, 2011  23.35 5,000 


December 8, 2011  28.86 3,500 


December 8, 2011  25.00 1,500 


December 8, 2011  14.24 1,000 


December 12, 2011  14.24 29,000 


December 14, 2011  14.24 6,750 


December 14, 2011  25.00 1,000 


December 15, 2011  23.35 5,625 


December 15, 2011  14.24 3,000 


December 16, 2011  24.10 1,000 


December 16, 2011  14.24 4,750 


December 16, 2011  21.05 2,000 


December 16, 2011  25.00 125 


December 16, 2011  23.80 150 


December 16, 2011  23.35 5,625 


December 19, 2011  14.24 4,000 


December 19, 2011  21.05 2,375 


December 19, 2011  25.54 1,000 


December 19, 2011  25.00 1,500 


December 19, 2011  23.35 1,875 


December 20, 2011  21.05 1,000 


December 20, 2011  14.24 5,500 


December 20, 2011  23.35 4,500 


January 5, 2012  21.05 3,000 


January 5, 2012  23.35 5,625 


January 5, 2012  14.24 9,050 


January 5, 2012  28.86 7,000 


January 5, 2012  25.00 2,750 


January 5, 2012  25.54 1,000 


January 9, 2012  14.24 11,000 


January 9, 2012  21.05 250 


January 11, 2012  28.86 500 


January 11, 2012  25.89 375 


January 11, 2012  14.24 1,500 


January 11, 2012  21.05 200 


January 13, 2012  21.05 250 


January 13, 2012  14.24 500 


January 16, 2012  14.24 1,875 


January 17, 2012  14.24 500 


January 20, 2012  21.05 750 


January 20, 2012  24.10 1,000 
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Date  
Exercise Price 


($) Number of Common Shares 


January 26, 2012  25.00 1,000 


    


(d) an aggregate of 4,910,500 Common Shares at a price of $29.30 per Common Share on 
November 15, 2011 pursuant to a prospectus offering. 


PRICE RANGE AND TRADING VOLUME 


Common Shares 


The Common Shares are listed and posted for trading on the TSX under the trading symbol “ALA”.  The 
following table sets forth the price range for and trading volume of the Common Shares on the TSX for 
the period from January 2011 through February 13, 2012, as reported by the TSX. 


 Price Range  
 High ($) Low ($) Volume 


2011  
January  ......................................................................... 22.69 21.16 4,230,807 
February  ....................................................................... 24.96 21.89 5,213,437 
March  ........................................................................... 25.95 23.35 4,091,524 
April  .............................................................................. 26.66 24.70 2,909,768 
May  ............................................................................... 25.56 24.41 2,091,347 
June  ............................................................................... 26.07 24.05 4,607,888 
July  ............................................................................... 27.10 25.65 3,287,392 
August  .......................................................................... 27.62 21.25 5,322,737 
September  ..................................................................... 28.67 26.26 5,600,749 
October  ......................................................................... 30.13 25.69 3,730,326 
November ...................................................................... 31.29 29.04 5,144,131 
December ...................................................................... 32.67 30.22 5,148,006 


2012  
January .......................................................................... 32.37 28.23 5,237,701 
February (1-13) ............................................................. 30.40 29.50 2,383,461 


On February 13, 2012, the closing price of the Common Shares on the TSX was $29.79. 


Preferred Shares, Series A 


The Preferred Shares, Series A are listed and posted for trading on the TSX under the trading symbol 
“ALA.PR.A”.  The following table sets forth the price range for and trading volume of the Preferred 
Shares, Series A on the TSX for the period from January 2011 through February 13, 2012, as reported by 
the TSX. 


 Price Range  
 High ($) Low ($) Volume 


2011  
January  ......................................................................... 26.04 25.55 246,053 
February  ....................................................................... 25.94 25.46 244,895 
March  ........................................................................... 25.89 25.24 142,729 
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 Price Range  
 High ($) Low ($) Volume 
April  .............................................................................. 25.83 25.45 127,363 
May  ............................................................................... 25.90 25.50 109,145 
June  ............................................................................... 25.93 25.30 121,514 
July  ............................................................................... 25.91 25.49 112,591 
August  .......................................................................... 25.94 25.35 159,582 
September  ..................................................................... 25.90 25.47 128,584 
October  ......................................................................... 25.83 24.99 149,834 
November ...................................................................... 26.12 25.63 82,501 
December ...................................................................... 26.15 25.50 72,726 


2012  
January  ......................................................................... 26.65 25.76 178,635 
February (1-13)  ............................................................ 26.29 26.00 69,443 


On February 13, 2012, the closing price of the Preferred Shares, Series A on the TSX was $26.18. 


DETAILS OF THE OFFERING 


The following is a summary of the material attributes and characteristics of the Subscription Receipts. 
This summary does not purport to be complete and is subject to, and qualified in its entirety by reference 
to the terms of the Subscription Receipt Agreement. 


The Subscription Receipts will be issued on the Closing Date pursuant to the Subscription Receipt 
Agreement. The Escrowed Funds will be delivered to and held by the Subscription Receipt Agent and 
invested in short term obligations of or guaranteed by, the Government of Canada (or other approved 
investments) pending satisfaction of the Escrow Release Condition.  


Provided that the Transaction Closing Date occurs on or before the Deadline, the Escrowed Funds and the 
interest earned thereon (less the remaining portion of the Underwriters Fee’ to be paid and the Dividend 
Equivalent Payment, if any) will be released to AltaGas and each holder of a Subscription Receipt will 
receive one Common Share for each Subscription Receipt held (subject to any applicable adjustment), 
without payment of additional consideration or further action, plus an amount per Common Share, if any, 
equal to the Dividend Equivalent Payment.  AltaGas will utilize the Escrowed Funds to pay a portion of 
the purchase price of the SEMCO Shares pursuant to the Acquisition.  See “Use of Proceeds”. 


In connection with the closing of the Acquisition, the Subscription Receipt Agent will release to AltaGas 
the Released Amount against: (i) an irrevocable direction of AltaGas to the Subscription Receipt Agent 
(in its capacity as registrar and transfer agent of the Common Shares) to issue the Common Shares to 
holders of record of Subscription Receipts as at the Transaction Closing Date; and (ii) a notice from 
AltaGas to the Subscription Receipt Agent, confirming that the Escrow Release Condition has been 
satisfied. Further, AltaGas shall issue a press release confirming that the Acquisition and the Offering 
have been completed, setting out the Transaction Closing Date, confirming that the Common Shares have 
been issued and stating the date on which the Subscription Receipt transfer register will close. 


If the Transaction Closing Date does not occur prior to the Deadline, or if prior to such time the Stock 
Purchase Agreement is terminated in accordance with its terms or AltaGas advises the Subscription 
Receipt Agent and BMO, on behalf of the Underwriters, or discloses to the public that it does not intend 
to proceed with the Acquisition, the Subscription Receipt Agent and AltaGas will return to holders of 
Subscription Receipts an amount per Subscription Receipt equal to the Offering Price of the Subscription 
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Receipts plus a pro rata share of the interest earned on the Escrowed Funds, net of any applicable 
withholding taxes.  The Escrowed Funds will be applied toward payment of such amount. 


If the Transaction Closing Date occurs prior to a Termination and holders of Subscription Receipts 
become entitled to receive Common Shares pursuant to the Subscription Receipt Agreement, such holders 
will be entitled to receive an amount per Common Share equal to the Dividend Equivalent Payment. All 
or a portion of the Dividend Equivalent Payment will be satisfied by the payment by the Subscription 
Receipt Agent to holders of Subscription Receipts of interest earned on the Escrowed Funds, net of any 
applicable withholding taxes. The difference, if any, between the amount of interest earned on the 
Escrowed Funds and the dividends that would have been payable on the Common Shares will be paid by 
AltaGas. If holders of Subscription Receipts become entitled to receive Common Shares, the Subscription 
Receipt Agent and AltaGas will pay such amounts to holders on the later of the date the Common Shares 
are issued and the date such dividend(s) is paid to shareholders. For greater certainty, if the Transaction 
Closing Date occurs on a date that is a dividend record date, holders of Subscription Receipts shall not be 
entitled as such to receive a payment in respect of the cash dividend as holders of Subscription Receipts 
for such record date but shall instead be deemed to be holders of Common Shares on such date and will 
be entitled as Shareholders to receive such dividend. 


The Corporation has covenanted in the Subscription Receipt Agreement that, from the Closing Date to the 
earlier of a Termination and the Transaction Closing Date, it will not subdivide or redivide the 
outstanding Common Shares into a greater number of Common Shares; reduce, combine or consolidate 
the outstanding Common Shares into a smaller number of Common Shares; issue any assets, securities or 
evidence of AltaGas or any other entity to holders of all or substantially all of the outstanding Common 
Shares by way of a dividend or distribution; or reclassify the Common Shares or undertake a 
reorganization of AltaGas or a consolidation, amalgamation, arrangement or merger of AltaGas with any 
other person or other entity; or a sale or conveyance of the property and assets of AltaGas as an entirety or 
substantially as an entirety to any other person or entity or a liquidation, dissolution or winding-up of 
AltaGas. 


Subject to applicable law, AltaGas will be entitled to purchase the Subscription Receipts in the open 
market or by private agreement or otherwise. 


The Subscription Receipt Agreement provides for modifications and alternations to the Subscription 
Receipts issued thereunder by way of an extraordinary resolution. The term “extraordinary resolution” is 
defined in the Subscription Receipt Agreement to mean, in effect, a resolution proposed at a meeting of 
holders of Subscription Receipts duly convened for that purpose and held in accordance with the 
Subscription Receipt Agreement at which there are present in person or by proxy at least one holder of 
Subscription Receipts entitled to receive more than 25% of the then outstanding Subscription Receipts 
and passed by the affirmative votes of holders of Subscription Receipts holding not less than 66⅔% of the 
then outstanding Subscription Receipts represented at the meeting and voted on the poll upon such 
resolution. 


Under the Subscription Receipt Agreement, original purchasers of Subscription Receipts under the 
Offering will have a contractual right of rescission following the issuance of the Common Shares to such 
purchaser upon the exchange of the Subscription Receipts, to receive the amount paid for the Subscription 
Receipts if this prospectus (including the documents incorporated by reference herein) and any 
amendment contains a misrepresentation or is not delivered to such purchaser, provided such remedy for 
rescission is exercised within 180 days of closing of the Offering. 
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Holders of Subscription Receipts are not Shareholders and do not have rights as Shareholders, including 
the right to vote at meetings of Shareholders. Holders of Subscription Receipts are entitled only to receive 
Common Shares on exchange of their Subscription Receipts or to a return of the price for the Subscription 
Receipts together with any payments in lieu of interest or dividends, as applicable, as described above. 


PLAN OF DISTRIBUTION 


Pursuant to the terms of the Underwriting Agreement, AltaGas has agreed to issue and sell 12,100,000 
Subscription Receipts (13,915,000 Subscription Receipts if the Over-Allotment Option is exercised in 
full) to the Underwriters, and the Underwriters have severally (and not jointly or jointly and severally) 
agreed to purchase such Subscription Receipts on the Closing Date, at a price of $29.00 per Subscription 
Receipt. 


Delivery of the Subscription Receipts is conditional upon payment on closing of $29.00 per Subscription 
Receipt by the Underwriters to the Subscription Receipt Agent (less 50% of the aggregate Underwriters’ 
Fee). Completion of the Offering is also subject to a number of customary conditions, including the 
receipt of all required regulatory approvals and the approval of the TSX. The Underwriting Agreement 
provides that AltaGas will pay the Underwriters’ Fee of $1.16 per Subscription Receipt for Subscription 
Receipts issued under the Offering in consideration for their services in connection with the Offering. The 
Underwriters’ Fee is payable as to 50% upon the closing of the Offering and 50% upon closing of the 
Acquisition. If a Termination occurs, the Underwriters’ Fee in respect of the Subscription Receipts will 
consist solely of the amount paid upon closing of the Offering. The terms of the Offering were 
determined by negotiation between AltaGas and BMO, RBC and TD, on their own behalf and on behalf 
of the other Underwriters. 


AltaGas has granted the Underwriters the Over-Allotment Option which is exercisable at the 
Underwriters’ discretion, to purchase from AltaGas, up to an additional 1,815,000 Subscription Receipts 
at a price equal to the Offering Price, to cover over-allocations, if any, and for market stabilization 
purposes. The Over-Allotment Option is exercisable in whole or in part, at any time from closing of the 
Offering up to the date that is 30 days following the date of closing of the Offering. If the Underwriters 
exercise the Over-Allotment Option in full, the total Price to the Public, Underwriters’ Fee, and Net 
Proceeds to AltaGas will be $403,535,000, $16,141,400 and $387,393,600, respectively. This prospectus 
qualifies the grant of the Over-Allotment Option and the distribution of any Subscription Receipts issued 
or sold pursuant to the exercise of the Over-Allotment Option. A subscriber who acquires Subscription 
Receipts forming part of the Underwriters’ over-allocation position acquires such Subscription Receipts 
under this prospectus, regardless of whether the over-allocation position is ultimately filled through the 
exercise of the Over-Allotment Option or secondary market purchases. 


The obligations of the Underwriters under the Underwriting Agreement are several and not joint, and may 
be terminated at their discretion upon the occurrence of certain stated events. The obligations of AltaGas 
and the Underwriters under the Underwriting Agreement to complete the purchase and sale of the 
Subscription Receipts will terminate automatically if a Termination occurs. If an Underwriter fails to 
purchase the Subscription Receipts which it has agreed to purchase, the remaining Underwriter(s) may 
terminate their obligation to purchase their allotment of Subscription Receipts, or may, but are not 
obligated to, purchase the Subscription Receipts not purchased by the Underwriter or Underwriters which 
fail to purchase; provided, however, that in the event that the percentage of the total number of 
Subscription Receipts which one or more Underwriters has failed or refused to purchase is less than 8% 
of the total number of the Subscription Receipts which the Underwriters have agreed to purchase, the 
other Underwriters shall be obligated severally to purchase on a pro rata basis the Subscription Receipts 
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which would otherwise have been purchased by the one or more Underwriters which failed or refused to 
purchase. The Underwriters are, however, obligated to take up and pay for all Subscription Receipts if 
any are purchased under the Underwriting Agreement. The Underwriting Agreement also provides that 
AltaGas will indemnify the Underwriters and their directors, officers, agents, shareholders and employees 
against certain liabilities and expenses. 


The Subscription Receipts will be issued in ‘‘book entry only” form and must be purchased or transferred 
through a Participant. See “Depository Services”. 


Pursuant to policy statements of certain provincial securities regulators, the Underwriters may not, 
throughout the period of distribution, bid for or purchase Subscription Receipts or Common Shares for 
the purpose of creating actual or apparent active trading in, or raising the price of, the Subscription 
Receipts or Common Shares.  Exceptions to these policy statements include a bid or purchase permitted 
under the Universal Market Integrity Rules of the Investment Industry Regulatory Organization of 
Canada, relating to market stabilization and passive market making activities and a bid or purchase made 
for and on behalf of a customer where the order was not solicited during the period of distribution.  
Pursuant to the first mentioned exception, in connection with the Offering, the Underwriters may over-
allot or effect transactions which stabilize or maintain the market price of the Subscription Receipts and 
Common Shares at levels other than those which otherwise might prevail on the open market. Such 
transactions, if commenced, may be discontinued at any time. 


The Underwriters propose to offer the Subscription Receipts initially at the Offering Price specified 
herein. After a reasonable effort has been made to sell all of the Subscription Receipts at the price 
specified, the Underwriters may subsequently reduce the selling prices to investors from time to time in 
order to sell any of the Subscription Receipts remaining unsold. In the event the Offering Price of the 
Subscription Receipts is reduced, the compensation received by the Underwriters will be decreased by the 
amount the aggregate price paid by the purchasers for the Subscription Receipts is less than the gross 
proceeds paid by the Underwriters to AltaGas for the Subscription Receipts. Any such reduction will not 
affect the proceeds received by AltaGas. 


AltaGas has agreed that, subject to certain exceptions, it shall not issue or agree to issue any Common 
Shares or other securities convertible into, or exchangeable for, Common Shares during the period ending 
90 days after the Closing Date without the prior consent of BMO, RBC and TD, on their own behalf and 
on behalf of the other Underwriters, which consent shall not be unreasonably withheld. 


The TSX has conditionally approved the listing of the Subscription Receipts distributed under this short 
form prospectus and the Common Shares issuable upon exchange of the Subscription Receipts on the 
TSX.  Listing of such securities is subject to AltaGas fulfilling all of the listing requirements of the TSX 
on or before May 7, 2012. 


Subscriptions will be received subject to rejection or allotment in whole or in part and the Underwriters 
reserve the right to close the subscription books at any time without notice.  It is currently anticipated that 
the Closing Date of the Offering will be February 22, 2012, or such later date as AltaGas and the 
Underwriters may agree but in any event not later than March 15, 2012. 


The Subscription Receipts offered hereby and the Common Shares issuable on exchange thereof 
(collectively, the “Securities”) have not been and will not be registered under the 1933 Act, or any state 
securities laws, and accordingly may not be offered or sold within the United States except in transactions 
exempt from the registration requirements of the 1933 Act and applicable state securities laws. Except as 
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permitted in the Underwriting Agreement, the Underwriters will not offer or sell the Subscription 
Receipts within the United States. The Underwriting Agreement permits the Underwriters to offer and 
resell the Subscription Receipts that they have acquired pursuant to the Underwriting Agreement to 
qualified institutional buyers (as defined in Rule 144A under the 1933 Act), in the United States, provided 
such offers and sales are made in transactions exempt from the registration requirements of the 1933 Act 
in accordance with Rule 144A thereunder and similar exemptions under applicable state securities laws. 
The Underwriting Agreement also provides that the Underwriters will offer and sell the Subscription 
Receipts outside the United States only in accordance with Regulation S under the 1933 Act.   


In addition, until 40 days after the commencement of the Offering, an offer or sale of Securities within the 
United States by any dealer (whether or not participating in the Offering) may violate the registration 
requirements of the 1933 Act if such offer or sale is made otherwise than in accordance with an 
exemption from the registration requirements of the 1933 Act. 


DEPOSITORY SERVICES 


The Subscription Receipts will be issued in ‘‘book entry only” form and must be purchased or transferred 
through a CDS Participant.  AltaGas will cause a global certificate or certificates representing any newly 
issued Subscription Receipts to be delivered to, and registered in the name of, CDS or its nominee. All 
rights of holders of Subscription Receipts must be exercised through, and all payments or other property 
to which such holder of Subscription Receipts, as the case may be, is entitled, will be made or delivered 
by, CDS or the CDS Participant through which the holder of Subscription Receipts holds such 
Subscription Receipts. Each person who acquires Subscription Receipts will receive only a customer 
confirmation of purchase from the registered dealer from or through which the Subscription Receipts are 
acquired in accordance with the practices and procedures of that registered dealer. The practices of 
registered dealers may vary, but generally customer confirmations are issued promptly after execution of 
a customer order. CDS is responsible for establishing and maintaining book entry accounts for its CDS 
Participants having interests in the Subscription Receipts. 


The ability of a beneficial owner of Subscription Receipts to pledge such securities or otherwise take 
action with respect to such owner’s interest in such shares (other than through a CDS Participant) may be 
limited due to the lack of a physical certificate. 


AltaGas has the option to terminate registration of the Subscription Receipts through the book entry only 
system, in which event certificates for Subscription Receipts in fully registered form will be issued to the 
beneficial owners of such securities or their nominees. 


Neither AltaGas nor the Underwriters will assume any liability for: (a) any aspect of the records relating 
to the beneficial ownership of the Subscription Receipts held by CDS or the payments relating thereto; 
(b) maintaining, supervising or reviewing any records relating to the Subscription Receipts; or (c) any 
advice or representation made by or with respect to CDS and those contained in this prospectus and 
relating to the rules governing CDS or any action to be taken by CDS or at the direction of its CDS 
Participants. The rules governing CDS provide that it acts as the agent and depository for the CDS 
Participants. As a result, CDS Participants must look solely to CDS and persons, other than CDS 
Participants, having an interest in the Subscription Receipts must look solely to CDS Participants for 
payments made by or on behalf of AltaGas to CDS in respect of the Subscription Receipts. 


If (i) required by applicable law, (ii) the book entry only system ceases to exist, (iii) CDS advises AltaGas 
that it is no longer willing or able to discharge properly its responsibilities as depository with respect to 
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the Subscription Receipts and AltaGas is unable to locate a qualified successor, or (iv) AltaGas, at its 
option, decides to terminate the book entry only system, then certificates representing the Subscription 
Receipts, as applicable, will be made available. 


Upon the occurrence of any of the events described in the immediately preceding paragraph, the 
Subscription Receipt Agent must notify CDS, for and on behalf of CDS Participants and beneficial 
owners of the Subscription Receipts of the availability through CDS of certificates. Upon surrender by 
CDS of the global certificates representing the Subscription Receipts and receipt of instructions from 
CDS for the new registrations, the Subscription Receipt Agent will deliver the Subscription Receipts in 
the form of certificates and thereafter AltaGas will recognize the holders of such certificates as 
securityholders under the Subscription Receipt Agreement. 


RELATIONSHIP BETWEEN ALTAGAS AND CERTAIN OF THE UNDERWRITERS 


BMO, RBC, TD, CIBC, National, Scotia and HSBC are, directly or indirectly, subsidiaries or affiliates of 
certain lenders which are lenders to AltaGas or its subsidiaries.  In addition, TD, BMO and RBC are 
affiliates of Canadian chartered banks that have agreed to provide the New Credit Facility to AltaGas in 
connection with financing the Acquisition.  BMO also acted as financial advisor to AltaGas in connection 
with the Acquisition.  Accordingly, pursuant to applicable securities legislation, AltaGas may be 
considered a “connected issuer” of such Underwriters.  As at November 30, 2011, neither AltaGas nor its 
subsidiaries were indebted under the Syndicated Facility or the AUGI Facility.  As at November 30, 2011, 
AltaGas or its subsidiaries were indebted to a lender affiliate of each of TD and CIBC in the approximate 
amount of $58.8 million (including letters of credit) under the LC Credit Facility and to a non-affiliated 
lender in the approximate amount of $124.3 million (including letters of credit) under the Bilateral 
Facility.  The Credit Facilities are unsecured.  AltaGas and its subsidiaries are presently in compliance 
with the terms of such Credit Facilities and none of the lenders has waived a breach of the agreements 
governing such Credit Facilities since their execution.  The consolidated financial position of AltaGas has 
not changed materially since the indebtedness under such Credit Facilities was incurred.  None of the 
lenders were involved in the decision to offer the Subscription Receipts or were involved in the 
determination of the terms of the distribution of the Subscription Receipts.  As a consequence of the sale 
of the Subscription Receipts, each of the Underwriters will receive a fee in respect of Subscription 
Receipts sold through such Underwriter.  See “Use of Proceeds”.   


ELIGIBILITY FOR INVESTMENT 


In the opinion of Counsel, subject to the provisions of any particular plan and provided that the 
Subscription Receipts and Common Shares are listed on a designated stock exchange (which includes the 
TSX), the Subscription Receipts and the Common Shares issuable on the exchange of the Subscription 
Receipts, if issued on the date hereof, generally would be qualified investments under the Tax Act and the 
regulations thereunder (the “Regulations”) for a trust governed by a registered retirement savings plan (a 
“RRSP”), a registered retirement income fund (a “RRIF”), a registered education savings plan, a 
registered disability savings plan, a deferred profit sharing plan, or a tax-free savings account (a 
“TFSA”). 


Notwithstanding that the Subscription Receipts and Common Shares issuable on the exchange of 
Subscription Receipts may be qualified investments for a trust governed by a TFSA, RRSP or RRIF, the 
holder of a TFSA or the annuitant of a RRSP or RRIF will be subject to a penalty tax on the Subscription 
Receipts and Common Shares and other tax consequences may result if the Subscription Receipts or 
Common Shares are a “prohibited investment” for the TFSA, RRSP or RRIF, as the case may be.  The 
Subscription Receipts and Common Shares will generally be a “prohibited investment” if the holder of a 
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TFSA or the annuitant of a RRSP or RRIF does not deal at arm’s length with AltaGas for purposes of the 
Tax Act or has a “significant interest” (as defined in the Tax Act) in AltaGas or a corporation, partnership 
or trust with which AltaGas does not deal at arm’s length for purposes of the Tax Act.  Prospective 
purchasers who intend to hold Subscription Receipts or Common Shares in a TFSA, RRSP or RRIF 
should consult their own tax advisors regarding their particular circumstances. 


CANADIAN FEDERAL INCOME TAX CONSIDERATIONS 


In the opinion of Counsel, the following is a general summary of the principal Canadian federal income 
tax considerations generally applicable to a holder who acquires Subscription Receipts pursuant to the 
Offering and who, for the purposes of the Tax Act, and at all relevant times, is or is deemed to be resident 
in Canada, deals at arm’s length with, and is not affiliated with, AltaGas and holds or will hold the 
Subscription Receipts and any Common Shares issuable on the exchange of the Subscription Receipts as 
capital property.  Generally, the Subscription Receipts and the Common Shares will be considered to be 
capital property to a holder provided the holder does not hold the Subscription Receipts and the Common 
Shares in the course of carrying on a business and has not acquired them in a transaction or transactions 
considered to be an adventure in the nature of trade.  Certain holders whose Common Shares might not 
otherwise qualify as capital property may, in certain circumstances, make the irrevocable election under 
subsection 39(4) of the Tax Act to have their Common Shares and every “Canadian security” (as defined 
in the Tax Act) owned by such holder in the taxation year of the election, and in all subsequent years, 
deemed to be capital property.  This election is not available in respect of the Subscription Receipts. 


The Tax Act contains provisions (the “Mark-to-Market Rules”) relating to securities held by certain 
financial institutions, registered securities dealers and corporations controlled by one or more of the 
foregoing. This summary does not take into account the Mark-to-Market Rules and taxpayers that are 
“financial institutions” as defined for the purposes of the Mark-to-Market Rules should consult their own 
tax advisors.  This summary is not applicable to a purchaser that is a “specified financial institution” or an 
interest in which is a “tax shelter investment”, all as defined in the Tax Act, or to a purchaser whose 
functional currency for purposes of the Tax Act is the currency of a country other than Canada.  Such 
purchasers should consult their own tax advisors. 


This summary is based upon the provisions of the Tax Act and Regulations in force as at the date hereof, 
all specific proposals (the “Tax Proposals”) to amend the Tax Act and the Regulations that have been 
publicly announced by or on behalf of the Minister of Finance (Canada) prior to the date hereof and 
Counsel’s understanding of the current published administrative practices and assessing policies of the 
Canada Revenue Agency.  This summary assumes that the Tax Proposals will be enacted in the form 
proposed.  However, no assurance can be given that the Tax Proposals will be enacted in the form 
proposed, if at all.  Except for the Tax Proposals, this summary does not take into account or anticipate 
any changes in applicable law, whether by legislative, governmental or judicial decision or action, nor 
does it take into account any changes in the administrative practices or assessing policies of the Canada 
Revenue Agency.  This summary does not take into account provincial, territorial or foreign tax laws or 
considerations, which might differ significantly from those discussed herein. 


This summary is of a general nature only and is not intended to be, nor should it be construed to be, legal 
or tax advice or representations to any particular holder.  This summary is not exhaustive of all possible 
income tax considerations under the Tax Act that may affect a holder.  The income tax consequences of 
acquiring and disposing of Subscription Receipts and Common Shares will vary depending on a number 
of factors, including the legal status of the holder as an individual, corporation, trust or partnership.  
Accordingly, prospective holders of Subscription Receipts and Common Shares should consult their own 
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tax advisors with respect to their particular circumstances and the tax consequences to them of holding 
and disposing of Subscription Receipts and Common Shares. 


Exchange of Subscription Receipts 


No gain or loss will be realized by a holder on the exchange of Subscription Receipts for Common 
Shares. 


The cost of a Common Share issued to a holder of a Subscription Receipt acquired pursuant to the 
Offering will be equal to the cost of the Subscription Receipt to the holder.  The cost to the holder of the 
Common Shares so acquired generally must be averaged with the cost of all other Common Shares owned 
at that time by the holder as capital property to determine the adjusted cost base of each Common Share 
held. 


Termination of Subscription Receipts 


As described above under “Details of the Offering”, if the Transaction Closing Date does not occur prior 
to the Deadline, or if prior to such time the Stock Purchase Agreement is terminated in accordance with 
its terms or AltaGas advises the Subscription Receipt Agent and BMO, on behalf of the Underwriters, or 
discloses to the public that it does not intend to proceed with the Acquisition, the Subscription Receipt 
Agent and AltaGas will return to holders of Subscription Receipts an amount per Subscription Receipt 
equal to the Offering Price of the Subscription Receipts plus a pro rata share of the interest earned on the 
Escrowed Funds, net of any applicable withholding taxes.  In that event, a holder of Subscription Receipts 
that is a corporation will be required to include in computing its income for a taxation year any interest on 
the Escrowed Funds (i) that accrues or that is deemed to accrue to it to the end of the particular taxation 
year, or (ii) that has become receivable by or is received by the holder before the end of that taxation year, 
except to the extent that such interest was included in computing the holder’s income for a preceding 
taxation year.  Any other holder of Subscription Receipts, including an individual, will be required to 
include in computing income for a taxation year all interest on the Escrowed Funds that is received or 
receivable by the holder in that taxation year (depending upon the method regularly followed by the 
holder in computing income), except to the extent that the interest was included in the holder’s income for 
a preceding taxation year.   


Payment of Dividend Equivalent 


As described above under “Details of the Offering”, if Common Shares are issued in exchange for 
Subscription Receipts, and if dividends have been declared on the Common Shares of AltaGas to holders 
of record on a date during the period from the Closing Date to the date of such issuance of Common 
Shares, AltaGas will make a cash payment to the holders of Subscription Receipts in respect of each 
Subscription Receipt in an amount equal to the per share amount of such dividend.  Any such payment 
equivalent to such dividends paid to a holder of Subscription Receipts by AltaGas must be included in the 
income of the holder.  Any amount so included will be taxed as ordinary income and not as a dividend 
and, as such, will not be subject to the gross-up and dividend tax credit rules described below. 


Other Dispositions of Subscription Receipts 


A disposition or deemed disposition by a holder of a Subscription Receipt, other than on the exchange of 
a Subscription Receipt for a Common Share or a disposition of the Subscription Receipt to AltaGas in the 
event that the Transaction Closing Date does not occur prior to the Deadline, or if prior to such time the 
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Stock Purchase Agreement is terminated in accordance with its terms or AltaGas advises the Subscription 
Receipt Agent and BMO, on behalf of the Underwriters, or discloses to the public that it does not intend 
to proceed with the Acquisition, will generally result in the holder realizing a capital gain (or a capital 
loss) equal to the amount by which the proceeds of disposition of the Subscription Receipt exceed (or are 
less than) the aggregate of the holder’s adjusted cost base of the Subscription Receipt and any reasonable 
costs of disposition.  See below under the heading “Tax Treatment of Capital Gains and Losses”. 


Dividends on Common Shares 


Dividends received on Common Shares by a holder who is an individual will be included in the 
individual’s income and will be subject to the gross-up and dividend tax credit rules normally applicable 
to taxable dividends received from taxable Canadian corporations, including the enhanced gross-up and 
dividend tax credit for “eligible dividends”.  A dividend will be eligible for the enhanced gross-up and 
dividend tax credit if the paying corporation designates the dividend as an eligible dividend.  There may 
be limitations on the ability of a corporation to designate dividends as eligible dividends.  On its website, 
AltaGas has advised its shareholders that all dividends paid on the Common Shares will be designated as 
eligible dividends.  Taxable dividends received by an individual may give rise to alternative minimum tax 
under the Tax Act, depending on the individual’s circumstances. 


Dividends received on Common Shares by a holder that is a corporation will be included in income and 
normally will be deductible in computing such corporation’s taxable income.  However, such dividends 
received by a corporation that was, at any time in the taxation year in which such dividends were 
received, a “private corporation” as defined in the Tax Act, or a corporation resident in Canada that is 
controlled by or for the benefit of an individual (other than a trust) or a related group of individuals (other 
than trusts), generally will be subject to a refundable tax of 33⅓% under Part IV of the Tax Act to the 
extent that such dividends are deductible in computing the corporation’s taxable income. 


Disposition of Common Shares 


In general, a disposition or a deemed disposition of a Common Share will give rise to a capital gain (or a 
capital loss) equal to the amount by which the proceeds of disposition of the Common Share, net of any 
reasonable costs of disposition, exceed (or are less than) the adjusted cost base to the holder of the 
Common Share immediately before the disposition.  See below under the heading “Tax Treatment of 
Capital Gains and Losses”. 


Tax Treatment of Capital Gains and Losses 


Generally, one-half of any capital gain (a “taxable capital gain”) realized by a holder in a taxation year 
will be included in computing the holder’s income for such year, and one-half of any capital loss (an 
“allowable capital loss”) realized by a holder in a taxation year must be deducted by the holder against 
taxable capital gains realized by the holder in the year.  Allowable capital losses for a taxation year in 
excess of taxable capital gains for that year generally may be carried back and deducted against net 
taxable capital gains in any of the three preceding years or carried forward and deducted against net 
taxable capital gains in any subsequent year, in accordance with the rules contained in the Tax Act.  
Capital gains realized by an individual may give rise to a liability for alternative minimum tax. 


The amount of any capital loss realized on the disposition or deemed disposition of a Common Share by a 
holder that is a corporation may be reduced by the amount of dividends received by the holder on the 
Common Share to the extent and in the circumstances prescribed by the Tax Act.  Similar rules may apply 
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where a corporation is a member of a partnership or a beneficiary of a trust that owns Common Shares 
and where a trust is a member of a partnership that owns Common Shares or a partnership or trust is a 
beneficiary of a trust that owns Common Shares.  Holders to whom these rules may be relevant should 
consult their own tax advisors. 


Additional Refundable Tax 


A holder that is a “Canadian-controlled private corporation” (as defined in the Tax Act) may be liable to 
pay an additional refundable tax of 6⅔% on certain investment income, including amounts in respect of 
taxable capital gains and interest (but not dividends deductible in computing taxable income). 


RISK FACTORS 


An investment in the Subscription Receipts is subject to certain risks.  Investors should carefully 
consider the risks described under the heading “Risk Factors” in the AIF incorporated herein by 
reference, as well as the risk factors set out below prior to making an investment in the 
Subscription Receipts.   


Risks Related to the Acquisition 


Possible Failure to Realize Anticipated Benefits of the Acquisition. 


A variety of factors, including those risk factors set forth in this prospectus and the documents 
incorporated by reference herein, may adversely affect the ability to achieve the anticipated benefits of the 
Acquisition. 


Satisfaction of Conditions Precedent. 


The completion of the Acquisition is subject to a number of conditions precedent, certain of which are 
outside the control of AltaGas or other parties to the Stock Purchase Agreement, including obtaining the 
Required Regulatory Approvals.  There is no certainty, nor can AltaGas provide any assurance, that these 
conditions will be satisfied or, if satisfied, when they will be satisfied. 


Pursuant to the Stock Purchase Agreement, AltaGas and Acquireco must use their reasonable best efforts 
to agree to conditions to completion of the Acquisition that may be imposed by governmental entities, 
including divestitures of assets of SEMCO, and to accept operational restrictions relating to SEMCO 
unless such would have a material adverse effect on SEMCO and its subsidiaries, taken as a whole, or 
AltaGas and its subsidiaries, taken as a whole. There can be no assurance that in order to satisfy their 
obligations under the Stock Purchase Agreement that AltaGas and Acquireco will not be required to 
accept one or more such conditions or restrictions that could have a material effect on the business, 
operations and assets of SEMCO or AltaGas.     


Additionally, AltaGas expects that closing of the Acquisition will occur in third quarter, 2012.  However, 
the Outside Date allows the transaction to close as late as June 2013 in certain circumstances. While 
during the period prior to closing SEMCO is to carry on business in the ordinary course, given the 
potentially long period prior to closing the Acquisition there can be no assurance that the business, 
operations and assets of SEMCO may not be adversely affected by intervening events. While it is a 
condition to closing the Acquisition that SEMCO not be subject to a material adverse effect, it is possible 
that the business of SEMCO could be significantly affected prior to such a condition being breached. 
During the period prior to closing the Acquisition, AltaGas and Acquireco will have no right to control or 
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direct the operations of SEMCO and SEMCO shall exercise complete unilateral control and supervision 
over its business operations, subject to the terms of the Stock Purchase Agreement and therefore AltaGas 
will, indirectly be reliant on the business judgment and decisions of the board and management of 
SEMCO prior to closing the Acquisition.        


Regulatory Risk. 


The Acquisition is conditional upon, among other things, all waiting periods applicable to the Acquisition 
under the HSR Act having expired or been terminated and the receipt of all Required Regulatory 
Approvals. A substantial delay in obtaining satisfactory approvals or the imposition of unfavourable 
terms or conditions in the approvals could have a material adverse effect on AltaGas’ ability to complete 
the Acquisition and on AltaGas’ or SEMCO’s business, financial condition or results of operations. See 
“The Acquisition Agreement — Termination “.   


Exchange Rate Risk. 


In addition to the net proceeds from the Offering, advances under some combination of the Credit 
Facilities and the New Credit Facility, among other things, are anticipated to be used to fund the purchase 
price of the Acquisition.  The closing of the Acquisition is expected to occur in the third quarter of 2012, 
but may close at any time up to and including June 30, 2013.  As AltaGas anticipates funding a portion of 
the purchase price of the Acquisition from a combination of Canadian and U.S. dollar denominated 
securities and credit lines, and the purchase price of the Acquisition is denominated in U.S. dollars, a 
significant decline in the value of the Canadian dollar relative to the U.S. dollar could increase the cost to 
AltaGas of funding the purchase price of the Acquisition. 


Possible Failure to Complete the Acquisition. 


The Acquisition is subject to normal commercial risk that the Acquisition may not be completed on the 
terms negotiated or at all. If the Acquisition is not completed prior to the Deadline, then the Subscription 
Receipts will be cancelled and the holders of Subscription Receipts will be entitled to receive a refund of 
their subscription price and their pro rata entitlement to interest accrued thereon, net of any applicable 
withholding taxes. The purchaser would not be entitled to participate in any growth in the trading price of 
the Common Shares. Further, the purchaser would be restricted from using the funds devoted to the 
acquisition of the Subscription Receipts for any other investment opportunities until the Escrowed Funds 
are returned to the purchaser. In addition, if closing of the Acquisition does not take place as 
contemplated, AltaGas could suffer adverse consequences, including the loss of investor confidence.  The 
discovery or quantification of any material liabilities could have a material adverse effect on AltaGas’ 
business, financial condition or future prospects. In addition, the Acquisition Agreement limits the 
amount for which AltaGas is indemnified. See “The Acquisition Agreement – Indemnification”.   


Potential Undisclosed Liabilities Associated with the Acquisition. 


In connection with the Acquisition, there may be liabilities that AltaGas failed to discover or was unable 
to quantify in its due diligence which it conducted prior to the execution of the Stock Purchase Agreement 
and which could have a material adverse effect on AltaGas’ business, financial condition or future 
prospects.  In addition, AltaGas and Acquireco may not be indemnified for some or all of these liabilities. 
Continental will have no liability to purchasers of Subscription Receipts pursuant to this Offering if the 
disclosure relating to the Acquisition, the SEMCO business and the Stock Purchase Agreement contain a 
misrepresentation. See “The Acquisition Agreement – Indemnification”. 
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Market for Securities. 


There is currently no market through which the Subscription Receipts may be sold and purchasers may 
not be able to resell Subscription Receipts purchased under this short form prospectus. There can be no 
assurance that an active trading market will develop for the Subscription Receipts after completion of the 
Offering, or if developed, that such a market will be sustained at the price level of the Offering. 


Increased Indebtedness. 


If the Acquisition is completed on the terms contemplated in the Acquisition Agreement, AltaGas 
anticipates borrowing approximately $488 million in aggregate under the Credit Facilities and the New 
Credit Facility.  Such borrowings will represent a material increase in AltaGas’ consolidated 
indebtedness. AltaGas expects to have $2.017 billion of consolidated indebtedness as at September 30, 
2011, outstanding on a pro forma basis after giving effect to the Acquisition and certain other 
transactions. See “Acquisition of SEMCO – Financing the Acquisition”, “Use of Proceeds” and 
“Consolidated Capitalization”. Such additional indebtedness will increase AltaGas’ interest expense and 
debt service obligations and may have a negative effect on AltaGas’ results of operations or credit ratings. 
The increased indebtedness will also make AltaGas’ results more sensitive to increases in interest rates. 


AltaGas’ degree of leverage could have other important consequences for purchasers, including the 
following: 


 have a negative effect on the current credit ratings on AltaGas’ rated long term debt  


 it may limit AltaGas’ ability to obtain additional financing for working capital, capital 
expenditures, debt service requirements, acquisitions and general corporate or other purposes; 


 it may limit AltaGas’ ability to declare dividends on the Common Shares; 


 certain of AltaGas’ borrowings are at variable rates of interest and expose AltaGas to the risk of 
increased interest rates; 


 it may limit AltaGas’ ability to adjust to changing market conditions and place AltaGas at a 
competitive disadvantage compared to its competitors that have less debt; 


 AltaGas may be vulnerable in a downturn in general economic conditions; and 


 AltaGas may be unable to make capital expenditures that are important to its growth and 
strategies.  


 
Under the terms of both the New Credit Facility and the Credit Facilities, AltaGas is permitted to incur 
additional debt in certain circumstances. However, doing so could increase the risks described above. 
Such credit facilities contain certain financial covenants requiring AltaGas on a consolidated basis to 
satisfy specified interest coverage and debt to total capitalization ratios. Such credit facilities also contain 
covenants restricting AltaGas’ ability to incur liens on its assets, incur additional debt, effect acquisitions 
or dispositions or fundamental changes in its business or pay dividends on the Common Shares. These 
covenants will limit AltaGas’ discretion in the operation of its business. 







  


- 54 - 


The availability to AltaGas of borrowings under the New Credit Facility and the Credit Facilities is 
subject to various conditions AltaGas must satisfy. If AltaGas is unable to satisfy the conditions under 
such credit facilities, that inability could have a material adverse effect on AltaGas and its ability to 
complete the Acquisition. 
 
AltaGas’ ability to borrow under the New Credit Facility and, to a lesser degree, the Credit Facilities, is 
subject to certain customary conditions that AltaGas must satisfy. If AltaGas is unable to satisfy one or 
more of those conditions and such conditions are not waived, AltaGas will not be able to borrow amounts 
under the New Credit Facility or the Credit Facilities to fund the Acquisition.  It is not a condition to 
AltaGas’ obligation to complete the Acquisition that it has necessary sources of financing to do so. If 
AltaGas cannot borrow under the New Credit Facility or the Credit Facilities, it is possible that alternative 
sources of financing may not be available, which could result in AltaGas’ breach of the Stock Purchase 
Agreement or that alternative sources, if available, may be on terms that are less favourable than the terms 
of the New Credit Facility or the Credit Facilities.  See “Acquisition of SEMCO – Financing the 
Acquisition”. 


Increased Exposure to Fluctuations in Exchange Rate Between U.S. and Canadian Dollars. 


AltaGas’ consolidated results of operations may be negatively impacted by foreign currency fluctuations. 
As a result of the Acquisition, a substantial portion of AltaGas’ revenues will be earned in U.S. dollars. 
For purposes of U.S. GAAP, which AltaGas’ intends to prepare and file its consolidated financial 
statements in accordance with for financial years commencing on or after January 1, 2012 and for the 
interim periods therein, revenues and expenses denominated in non-U.S. currencies are translated into 
U.S. dollars at the average exchange rates prevailing during the year.  If the U.S. dollar were to strengthen 
relative to the Canadian dollar, the amount of net income reported in AltaGas’ consolidated statement of 
operations from non-U.S. dollar denominated business would decrease.   
 
Subscription Receipt Structure. 


The Subscription Receipts will be automatically exchanged for Common Shares upon the occurrence of 
the Escrow Release Condition. AltaGas may, in its sole discretion but subject to the limitations imposed 
by the Subscription Receipt Agreement, waive certain closing conditions in AltaGas’ favour in the Stock 
Purchase Agreement or agree with Continental to amend the Stock Purchase Agreement and consummate 
the Acquisition on terms that may be substantially different from those contemplated in this prospectus. 
As a result, the expected benefits of the Acquisition may not be fully realized. See “Acquisition of 
SEMCO – The Acquisition Agreement”. There can be no assurance that the Escrow Release Condition 
will be satisfied on or prior to the Deadline. Until the Escrow Release Condition is satisfied and the 
Common Shares are delivered pursuant to the Subscription Receipt Agreement, holders of Subscription 
Receipts have the rights as described under “Details of the Offering”. 
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Obligation to Repurchase Senior Notes. 


Following completion of the Acquisition, SEMCO Energy will continue to be liable for the obligations 
under its US$300 million of Senior Notes.  There is some ambiguity in the indenture for the Senior Notes 
as to whether the Acquisition would be a change of control for purposes of the indenture.  If the 
Acquisition would be a change of control for those purposes, and the Acquisition is accompanied or 
followed within a specified period of time by a downgrade in ratings of the Senior Notes by at least two 
rating agencies to a below investment grade rating, holders of the Senior Notes will have the right to 
require SEMCO Energy to make an offer to repurchase the Senior Notes for cash at a price equal to 101% 
of their aggregate principal amount, plus accrued and unpaid interest, if any.  If SEMCO Energy is 
obligated to make an offer in the circumstances set forth above, SEMCO Energy or AltaGas (or another 
subsidiary of AltaGas) may incur additional indebtedness to fund such obligation, with the potential 
ramifications discussed above under “Increased Indebtedness”.  SEMCO Energy and AltaGas’ ability to 
pay cash to holders of the Senior Notes upon a repurchase may be limited by SEMCO Energy and 
AltaGas’ financial resources at the time of such repurchase.  SEMCO Energy’s failure to purchase the 
Senior Notes in connection with a change of control and a ratings downgrade of the nature described 
above would result in a default under the indenture. Such a default may, in turn, constitute a default under 
SEMCO Energy or AltaGas’ existing debt, and may constitute a default under future debt as well. Any 
sources of financing that SEMCO Energy may obtain to finance the repurchase of the Senior Notes may 
be on terms that are less favourable than the terms of the Senior Notes. Accordingly, triggering SEMCO 
Energy’s obligation to repurchase the Senior Notes could have a material adverse effect on SEMCO 
Energy and AltaGas’ business, financial condition or future prospects.   


Risks Related to the Business of SEMCO 


The risk factors set forth in the AIF and in this short form prospectus relating to the business and 
operations of AltaGas’ natural gas distribution business apply equally in respect of SEMCO’s business.  
In addition, purchasers should carefully consider the incremental risks in relation to SEMCO’s business 
as set forth below.   


SEMCO is subject to extensive and complex regulations and legislation that affect its business, financial 
position and results of operations. 


SEMCO is subject to extensive and complex regulations and laws enforced by various regulatory 
agencies. These regulatory agencies include the MPSC, RCA, and the U.S. Environmental Protection 
Agency.  SEMCO is also subject to regulation by other federal, state and local agencies. Regulations 
affect almost every aspect of SEMCO’s business and limit its ability to make and implement independent 
management decisions, including about business combinations, disposing of operating assets, setting rates 
charged to customers, issuing debt and engaging in transactions between SEMCO and its affiliates.  


Regulations and laws are subject to ongoing policy initiatives, and SEMCO cannot predict the future 
course of regulations or legislation and their respective ultimate effects. Such changes could materially 
impact SEMCO’s business, financial position and results of operations. 


SEMCO’s gas distribution business is subject to rate regulation, and certain actions of applicable regulatory 
bodies may reduce SEMCO’s revenues, earnings and cash flow.  


  


SEMCO is currently regulated by the MPSC in Michigan and the RCA in Alaska. These regulatory 
bodies have jurisdiction over, among other things, rates, accounting procedures and standards of service.   
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While SEMCO currently has settlements with the MPSC and the RCA setting base rates in these 
jurisdictions, there is no guarantee that SEMCO would prevail in seeking rate increases in future rate 
cases. SEMCO also has no guarantee that it will be successful in its gas cost recovery cases filed 
periodically with various regulatory bodies. The possibility of a rate decrease, the failure to grant any 
requested rate increase, cost disallowances, the precise timing of any rate increase, decrease or any other 
action by the regulators, may reduce SEMCO’s revenues, earnings and cash flow.  


The increased cost of purchasing natural gas during periods in which natural gas prices are rising 
significantly could adversely impact SEMCO’s liquidity and earnings.  


  


One component of the regulation of SEMCO’s rates is a mechanism to recover the cost of purchasing 
natural gas. In general, the costs of natural gas purchased for customers are recovered on a dollar-for-
dollar basis (in the absence of disallowances), without a profit component. The recovery of these gas costs 
is accomplished through regulatory body-approved GCR pricing mechanisms whereby customer rates are 
periodically adjusted for increases and decreases in the cost of gas purchased by SEMCO for sale to its 
customers. Under the GCR pricing mechanisms, the gas commodity charge portion of gas rates charged to 
customers (which is also referred to as the “GCR rate”) for the Michigan service areas may be adjusted 
upward and downward on a monthly basis if actual natural gas costs incurred by SEMCO are different 
than the prices set in the MPSC-approved GCR plan. The GCR rate for Alaska is adjusted quarterly to 
reflect the estimated cost of gas purchased for the upcoming 3-month GCR period.  


Increases in natural gas prices and corresponding increases in GCR rates may contribute, in varying 
amounts, depending on the way in which these costs are recovered in customer rates in each jurisdiction 
in which SEMCO does business, to: (i) increased costs associated with lost and unaccounted for gas; 
(ii) higher customer bad debt expense for uncollectible accounts; (iii) higher working capital 
requirements; and (iv) reduced sales volumes and related margins due to lower customer consumption.  


  


Volatility in the price of natural gas could result in large industrial customers switching to alternative energy 
sources or shifting production to facilities outside SEMCO’s service area, which could reduce revenues, 
earnings and cash flow.  


  


The market price of alternative energy sources such as coal, electricity, oil and steam is the primary 
competitive factor affecting the demand for SEMCO’s gas transportation services in Michigan. Certain 
large industrial customers have, or may acquire, the capacity to be able to use one or more alternative 
energy sources or shift production to facilities outside SEMCO’s service area if the price of SEMCO-
provided natural gas and delivery services increases significantly compared to prices charged for such 
services elsewhere. Natural gas has typically been less expensive than these alternative energy sources.  
However, at certain times natural gas prices have been higher than prices for alternative fuels and more 
volatile, making some of these alternative energy sources more economical or, for other reasons, more 
attractive than natural gas. During these periods, certain of SEMCO’s large Michigan industrial customers 
have periodically switched to alternative energy sources, and some customers have the ability to shift 
production to other facilities if energy costs at those facilities are lower than at facilities served by 
SEMCO. 


To reduce the possibility of fuel-switching or production-shifting by industrial customers, SEMCO offers 
flexible contract terms and additional services, such as gas storage and balancing. Partially offsetting the 
impact of this price sensitivity among certain large industrial customers has been the use of natural gas to 
reduce emissions from their plants. It is not possible to predict the future trend of natural gas prices with 
certainty nor make any assurances that the impact of environmental legislation or any special services 
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SEMCO offers will outweigh the negative effects of natural gas price increases and volatility. Should 
these customers decide to use another form of energy or shift production elsewhere, SEMCO’s revenues, 
earnings and cash flow would be adversely affected.  


  


SEMCO’s liquidity and earnings could be adversely affected by the MPSC’s disallowance of costs after 
retrospective reviews of SEMCO’s gas procurement practices.  


  


In Michigan, SEMCO’s gas procurement practices are subject to an annual retrospective MPSC review. If 
costs are disallowed in this review process, such costs would be expensed in the cost of gas but would not 
be recovered by SEMCO in rates.  MPSC reviews of SEMCO’s gas procurement practices create the 
potential for the disallowance of SEMCO’s recovery, through its GCR rates, of some of its costs of 
purchasing gas. Such disallowances could affect SEMCO’s liquidity and earnings.  


  


SEMCO’s earnings and cash flow are sensitive to decreases in customer consumption resulting from warmer 
than normal temperatures and customer conservation.  


  


SEMCO’s gas sales revenue is generated primarily through the sale and delivery of natural gas to 
residential and commercial customers who use natural gas mainly for space heating. Consequently, 
temperatures impact sales and revenues. Most of SEMCO’s gas sales revenue is generated in the first and 
fourth quarters of the calendar year and SEMCO typically experiences losses in the non-heating season, 
which occurs in the second and third fiscal quarters of the year. In addition, conservation has resulted in 
reduced demand for natural gas from SEMCO’s customers.  


Variations in normal temperatures and conservation may adversely affect the earnings and cash flow of 
the gas distribution business.  In SEMCO’s Michigan service area, the temperature was approximately 
5.4% warmer than normal in 2010 and 3.8% and 3.0% colder than normal during 2009 and 2008, 
respectively.  The temperature was approximately 0.5% warmer than normal in the Alaska service area 
during 2010 and 2.8% and 10.5% colder than normal in the Alaska service area during 2009 and 2008, 
respectively. 


In addition, the average annual natural gas consumption of customers has been decreasing because, 
among other things, new homes and appliances are typically more energy efficient than older homes and 
appliances, and customers appear to be continuing a pattern of conserving energy by utilizing energy 
efficient heating systems, insulation, alternative energy sources, and other energy savings devices and 
techniques.  In addition, state-mandated or state-sponsored energy efficiency and conservation programs 
have been put in place in both Michigan and Alaska that encourage and fund some of these energy 
efficiency and conservation measures. This pattern of declining use per customer reduces SEMCO’s non-
gas revenues because a substantial portion of the base rate revenues are derived from volumetric 
distribution rates.  Consequently, a mild winter, as well as continued or increased conservation, in any of 
SEMCO’s service areas can have a significant adverse impact on demand for natural gas and, 
consequently, earnings and cash flow.  


  


SEMCO’s earnings are substantially dependent on its current customers maintaining a certain level of 
consumption as well as on customer growth.  


  


During the past several years, average annual per customer gas consumption has been relatively stable. 
However, SEMCO has experienced decreased average annual per customer gas consumption in the past 
when natural gas prices were higher and it is reasonable to expect that, should natural gas prices rise 
significantly, SEMCO’s customers may focus on greater energy conversation by utilizing efficient 
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heating systems, insulation, alternative energy sources and other energy saving devises and techniques, 
with a corresponding decrease in natural gas consumption. Significant declines in consumption by 
SEMCO’s current customers, without an increase in the number of customers or adjustments to its rates 
or rate design, may negatively impact SEMCO’s earnings.  


In an RCA order issued in 2010 and in an MPSC order issued in January 2011, SEMCO’s residential base 
rates were set using lower annual use per residential customer billing determinants that recognize that per 
customer residential consumption has been steadily declining.  Continued and significant declines in 
consumption by SEMCO’s customers, however, without adjustments to its rates or the way in which costs 
are collected from customers (or “rate design”), may adversely impact SEMCO’s earnings. 


In addition, SEMCO’s earnings growth is substantially dependent on customer growth. Over the past 10 
years, SEMCO’s Michigan operations have experienced modest 0.7% compounded annual customer 
growth, while SEMCO’s Alaska operations have experienced 2.5% compounded annual customer growth.  
If SEMCO is unable to achieve sufficient customer growth within its existing service territories or add 
additional customers by expanding service territories, SEMCO’s earnings growth may be negatively 
impacted.  


SEMCO’s customers may be able to acquire natural gas without using SEMCO’s distribution system, which 
would reduce revenues and earnings.  


  


There is potential risk that Michigan industrial customers located in close proximity to interstate and 
intrastate natural gas pipelines will bypass SEMCO’s transmission and distribution system and connect 
directly to such pipelines and thus have direct access to gas supplies provided by third parties.  Such 
bypass efforts would reduce SEMCO’s revenues and earnings. From time to time, customers raise the 
issue of bypass and SEMCO attempts to address their concerns. No assurances can be made that 
SEMCO’s customers will not bypass SEMCO’s distribution system or that SEMCO could successfully 
retain such customers.  


  


Declining production from the Cook Inlet gas fields may result in potential deliverability problems in 
ENSTAR’s service area.  


  


ENSTAR’s gas distribution system, including the APC pipeline system, is not linked to major interstate 
and intrastate pipelines or natural gas supplies in the lower 48 states of the United States or in Canada. As 
a result, ENSTAR procures natural gas supplies under long-term RCA-approved contracts from producers 
in and near the Cook Inlet area. Production from the Cook Inlet area gas fields is declining and new 
discoveries have been modest. As of December 2009 and based on a decline curve analysis, the Cook 
Inlet area had approximately 863 Bcf of total proved developed producing natural gas reserves remaining 
according to the most recently available information contained in the December 2009 Preliminary 
Engineering and Geological Evaluation of Remaining Cook Inlet Gas Reserves report of the Department 
of Natural Resources, Division of Oil and Gas and Division of Geological and Geophysical Surveys. 
Based on the Department’s reported 2009 net production of 138 Bcf, there was a reserve life at January 1, 
2010, of approximately 6.3 years in the Cook Inlet area, although shortages of daily deliverability have 
occurred resulting in curtailment of some industrial loads (which were not served by ENSTAR) during 
cold weather periods. There is ongoing exploration for natural gas in the Cook Inlet area, including 
producers that have supply contracts with ENSTAR. On June 28, 2011, the United States Geological 
Survey estimated that the Cook Inlet area contains an estimated mean of another approximately 19 Tcf of 
undiscovered, technically recoverable natural gas (reflecting the mean between 4.976 Tcf with 95% 
probability to 39.737 Tcf with 5% probability, respectively), but there are no assurances that any of this 
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natural gas will be discovered and, if discovered, can be produced economically and secured by ENSTAR 
on terms and conditions that would be acceptable to the RCA.  While the completion of CINGSA is 
expected to mitigate deliverability constraints by regulating gas supply to match demand, there are no 
assurances that absent future discoveries and commercial production of natural gas, CINGSA alone will 
be sufficient to ensure future deliverability. 


Activity also continues with respect to the possible construction of a natural gas pipeline that would 
extend from Alaska’s North Slope, through central Alaska and Canada, to the lower 48 states of the 
United States. Assuming this pipeline and a spur line to the Anchorage area are built, the flow of natural 
gas through it could not be expected to begin before the middle of the next decade, at the earliest.  There 
are no assurances, however, with respect to these gas supply-related matters, including when such 
pipelines might be constructed and put in service or whether natural gas supplies transported by such 
pipelines would be available to ENSTAR’s customers and secured by ENSTAR on terms and conditions 
that would be acceptable to the RCA. 
 
SEMCO’s operations and business are subject to environmental laws and regulations that may increase 
SEMCO’s cost of operations, impact or limit SEMCO’s business plans or expose SEMCO to environmental 
liabilities.  


SEMCO’s operations and businesses are subject to laws and regulations that relate to the environment and 
health and safety, including those that impose liability for the costs of investigation and remediation of 
contamination resulting from, and for damages to natural resources due to, past spills, on- and off-site 
waste disposal and other releases of hazardous materials or regulated substances. In particular, under 
applicable environmental requirements, SEMCO may be responsible for the investigation and remediation 
of environmental conditions at currently owned or leased sites, as well as formerly owned, leased, 
operated or used sites. SEMCO may be subject to associated liabilities, including liabilities resulting from 
lawsuits alleging property damage or personal injury brought by private litigants related to the operation 
of SEMCO’s facilities or the land on which such facilities are located, regardless of whether SEMCO 
leases or owns the facility, and regardless of whether such environmental conditions were created by 
SEMCO or by a prior owner or tenant, or by a third party or a neighbouring facility whose operations may 
have affected SEMCO’s facility or land.  


Prior to the construction of major interstate natural gas pipelines, gas for heating and other uses was 
manufactured from processes involving coal, coke or oil. Residual by-products of these processes may 
have caused environmental conditions that require investigation and remediation. SEMCO owns three 
sites in Michigan where such MGPs were located and recently disposed of four other properties where 
such MGPs were located.  Even though SEMCO never operated MGPs at four of the sites, and did so at 
one site for only a brief period of time, SEMCO is subject to local, state and federal laws and regulations 
that require, among other things, the investigation and, if necessary, the remediation of contamination 
associated with these sites, irrespective of fault, legality of initial activity, or ownership, and which may 
impose liability for damage to natural resources. AltaGas understands that SEMCO has complied with the 
applicable MDEQ requirements, which require current landowners to mitigate unacceptable risks to 
human health from the by-products of MGP operations and to notify the MDEQ and adjacent property 
owners of potential contaminant migration, and is investigating these sites and anticipates conducting any 
necessary additional investigatory and remediation activities as appropriate.  SEMCO has previously 
remediated and closed a site related to one of the MGP sites, with the MDEQ’s approval.  


SEMCO has conveyed four MGP sites to a prior owner of the sites, pursuant to a settlement entered into 
in July 2011.  In 2008, SEMCO received approximately US$1.9 million from an insurer in exchange for a 
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release of the insurer from liability for claims related to all of SEMCO’s MGP sites. SEMCO is also 
attempting to identify other potentially responsible parties to bear some or all of the costs and liabilities 
associated with the investigatory and remediation activities at several of these sites and also is pursuing 
recovery of the costs of these activities from insurance carriers.  SEMCO is unable to predict, however, 
whether and to what extent it will be successful in involving other potentially responsible parties in 
investigatory or remediation activities, or in bearing some or all of the costs thereof, or in securing 
insurance recoveries for some or all of the costs associated with these sites.  


Given the nature of the past operations conducted by SEMCO and others at SEMCO’s properties, 
particularly those involving former MGP sites, there can be no assurance that all potential instances of 
soil or groundwater contamination have been identified, even for those properties where environmental 
site assessments or other investigations have been or will be conducted.  Changes in existing laws or 
policies or their enforcement, future spills or accidents or the discovery of currently unknown 
contamination may give rise to environmental liabilities which may be material. 


SEMCO accrues for costs associated with environmental investigation and remediation obligations when 
such costs are probable and reasonably estimable. Accruals for estimated costs for environmental 
remediation obligations are generally recognized no later than the completion of SEMCO’s RAP for a 
site. Such accruals are expected to be adjusted as further information becomes available or circumstances 
change. At three of the sites, SEMCO has begun efforts to determine the extent of remediation, if any, 
that must be performed, with the expectation of completing and submitting a RAP for each of the sites to 
the MDEQ. As a result of investigational work performed to date, SEMCO’s Consolidated Statements of 
Financial Position include an accrual and a corresponding regulatory asset in the amount of US$5.3 
million at September 30, 2011, for estimated environmental investigation and remediation costs that it 
believes are probable at these three sites. SEMCO has not discounted this accrual to its present value. The 
accrued costs are expected to be paid out over the next few years.  


The accrual of US$5.3 million represents what SEMCO believes is probable and reasonably estimable. 
However, SEMCO also believes that it is reasonably possible that there could be up to an estimated 
US$5.9 million of environmental investigation and remediation costs for these three sites, in addition to 
the US$5.3 million already accrued. It is also reasonably possible that the amount accrued or the 
reasonably possible range of costs may change in the future as SEMCO’s investigation of these sites 
continues and any remediation activities are undertaken. SEMCO’s cost estimates have been developed 
using probabilistic modeling, advice from outside consultants, and judgment by management of SEMCO. 
The liabilities estimated by SEMCO are based on a current understanding of the costs of investigation and 
remediation. Actual costs, which may differ materially from these estimates, may vary depending on, 
among other factors, the environmental conditions at each site, the level of any remediation required, and 
changes in applicable environmental laws.  


In accordance with an MPSC accounting order, the payment by SEMCO of environmental assessment 
and remediation costs associated with certain MGP sites are deferred and amortized over ten years.  Rate 
recognition of the related amortization expense does not begin until the costs are subject to review in a 
base rate case.  To the extent that any costs are not fully recoverable from customers through regulatory 
proceedings or from insurance or other potentially responsible parties, these costs would reduce 
SEMCO’s earnings and results of operations.  


Compliance with the requirements and terms and conditions of the environmental licenses, permits and 
other approvals that are required for the operation of SEMCO’s business may cause SEMCO to incur 
substantial capital costs and operating expenses and may impose restrictions or limitations on the 
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operation of SEMCO’s business, all of which could be substantial.  Environmental, health and safety 
regulations may also require SEMCO to install pollution control equipment, modify its operations or 
perform other corrective actions at its facilities.  


SEMCO’s operations and business may be subject to future environmental laws and regulations that could 
increase SEMCO’s cost of operations and impact or limit SEMCO’s business.  


SEMCO faces uncertainties related to future environmental laws and regulations affecting its business 
and operations. Existing environmental laws and regulations may be revised or interpreted more strictly, 
and new laws or regulations may be adopted or become applicable to SEMCO, which may result in 
increased compliance costs or additional operating restrictions, each of which could reduce SEMCO’s 
earnings and adversely affect SEMCO’s business, particularly if the related costs are not fully recoverable 
from customers through rates.  


In particular, changes in laws and regulations relating to GHG emissions could require SEMCO, in 
addition to complying with GHG monitoring and reporting requirements applicable to its operations, to (i) 
comply with stricter emissions standards for internal combustion engines used to run compressors on 
SEMCO’s natural gas transmission and distribution systems in Michigan and Alaska; (ii) take additional 
steps to control transmission and distribution system leaks; (iii) install new emission controls on SEMCO 
equipment or replace such equipment; and/or (iv) reduce SEMCO’s GHG emissions or, depending on the 
requirements enacted, acquire emissions allowances or pay taxes on the GHGs emitted in connection with 
its operations.  SEMCO’s business could also be indirectly impacted by GHG laws and regulations that 
affect its customers or suppliers, to the extent such changes result in reductions in the use of natural gas 
by its customers or limit the operations of, or increase the costs of goods and services acquired from 
SEMCO suppliers, such as interstate pipelines and natural gas producers.  


It is uncertain at the present time what form GHG laws or regulations may take if eventually enacted, and 
whether and in what ways SEMCO, customers, and others may be affected by any new requirements or 
obligations relating to GHG emissions. It is reasonably possible, however, that future legislative, 
regulatory or judicial actions could result in increased costs or changes in SEMCO’s operations and/or 
could affect the demand for natural gas, which could reduce SEMCO’s earnings and adversely impact 
SEMCO’s business. While SEMCO may be able to include some or all of the costs associated with new 
or changed environmental laws and regulations in the rates charged to customers, SEMCO’s ability to 
recover such costs is uncertain and may depend on events beyond its control, such as the outcome of 
future rate proceedings before the MPSC and RCA and the final provisions of any new legislation and 
regulations.  


Substantial operational risks are involved in operating natural gas distribution, pipeline and storage system 
and propane distribution businesses, and such operational risks could adversely affect SEMCO’s revenues, 
earnings, cash flow and financial condition.  


There are substantial risks associated with the operation of natural gas distribution, pipeline and storage 
systems, and propane distribution businesses, such as operational hazards and unforeseen interruptions 
caused by events beyond SEMCO’s control.  These include adverse weather conditions, accidents, the 
breakdown or failure of equipment or processes, the performance of pipeline facilities below expected 
levels of capacity and efficiency, actions taken to interrupt service to portions of the gas transmission and 
distribution system to prevent more widespread outages, and catastrophic events such as explosions, fires, 
earthquakes, floods, landslides or other similar events beyond SEMCO’s control.  These risks could result 
in injury or loss of life, property damage, business interruption or environmental pollution, which in turn 
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could lead to substantial financial losses to SEMCO.  In accordance with customary industry practice, 
SEMCO maintains insurance against some, but not all, of these risks. Liabilities incurred that are not fully 
covered by insurance could adversely affect SEMCO’s earnings, cash flow and financial condition. 
Additionally, interruptions to the operation of SEMCO’s gas distribution, pipeline or storage systems 
caused by such an event could reduce SEMCO’s revenues, earnings and cash flow.  


Earnings and cash flow may be adversely affected by downturns in the economy.  


SEMCO’s operations are affected by the condition and overall strength of the national, regional and local 
economies, which affect the amount of residential, industrial and commercial growth and gas 
consumption by SEMCO’s customers.  Many of SEMCO’s commercial and industrial customers use 
natural gas in the production of their products.  During economic downturns, these customers may see a 
decrease in demand for their products or services, which in turn may lead to a decrease in the amount of 
natural gas they require for production or operations.  In addition, during periods of slow or little 
economic growth, customer energy conservation efforts often increase and the amount of uncollectible 
customer accounts and customer bankruptcies also often increase.  The amount of uncollectible accounts 
also is affected by rules governing SEMCO’s ability to shut off service for non-payment and the 
availability of private and public funds to assist customers in paying their bills for service.  These and 
similar factors may reduce earnings and cash flow.  


Recent U.S. health reform legislation could adversely affect SEMCO’s operations and financial 
condition.  


On March 23, 2010, President Obama signed into law the Patient Protection and Affordable Care Act, as 
amended by the Health Care and Education Reconciliation Act of 2010 (collectively, referred to as the 
“Affordable Care Act”).  The Affordable Care Act makes widespread reform to the health care system, 
including substantial revision to the Medicare and Medicaid programs, establishment of individual 
mandates for healthcare coverage, incentives for employer-based insurance, formation of health insurance 
exchanges, changes in mandatory health benefit coverage, and taxes on certain device and drug 
manufacturers.  Certain provisions of the Affordable Care Act took effect immediately while other 
provisions do not take effect until 2014 or later.  Litigation has been initiated in various states to 
challenge the constitutionality of the Affordable Care Act, particularly the provisions relating to the 
individual insurance mandates and the expansion of coverage under the Medicaid program.  The 
challenges are expected to be heard by the United States Supreme Court in 2012. 


If all of the provisions of the Affordable Care Act are implemented in their current form, incremental 
costs may be incurred by SEMCO and, to the extent unable to be recovered in customer rates in each 
jurisdiction in which SEMCO does business, may adversely affect SEMCO’s operations and financial 
condition.    
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The CINGSA Storage Project may be delayed and/or does not perform to design specifications. 


The CINGSA Storage Project is currently under construction and the designed injection and withdrawal 
rates of 150 Mmcf/d and 11 Bcf of working capacity have not yet been tested in operation and may not be 
achieved.  The project is subject to normal construction and commissioning risk that the project may not 
be completed on the expected date.  While the project has been designed and constructed by qualified and 
experienced gas storage professionals and the project has been extensively reviewed by project lenders, 
there are no assurances when put into service that the CINGSA Storage Project will perform to design 
rates and achieve storage capacity levels as anticipated.  


AUDITORS, TRANSFER AGENT AND REGISTRAR 


The auditors of AltaGas are Ernst & Young LLP, Chartered Accountants, 1000, 440 - 2nd Avenue S.W., 
Calgary, Alberta, T2P 5E9.  Ernst & Young LLP is independent of AltaGas in accordance with the Rules 
of Professional Conduct as outlined by the Institute of Chartered Accountants of Alberta. 


AltaGas’ transfer agent and registrar is Computershare Investor Services Inc., 600, 530 – 8th Avenue 
S.W., Calgary, Alberta T2P 3S8.  


LEGAL MATTERS 


Certain legal matters in connection with the issuance of the Subscription Receipts will be passed upon on 
behalf of AltaGas by Stikeman Elliott LLP and on behalf of the Underwriters by Blake, Cassels & 
Graydon LLP.  As at the date of this prospectus, the partners and associates of Stikeman Elliott LLP, as a 
group, and the partners and associates of Blake, Cassels & Graydon LLP, as a group, beneficially own, 
directly or indirectly, less than 1% of the outstanding Common Shares of AltaGas. 


PURCHASERS’ STATUTORY RIGHTS 


Securities legislation in certain of the provinces of Canada provides purchasers with the right to withdraw 
from an agreement to purchase securities. This right may be exercised within two business days after 
receipt or deemed receipt of a prospectus and any amendment. In several of the provinces, the securities 
legislation further provides a purchaser with remedies for rescission or, in some jurisdictions, revision of 
the price or damages if the prospectus and any amendment thereto contains a misrepresentation or is not 
delivered to the purchaser, provided that the remedies for rescission, revision of the price or damages are 
exercised by the purchaser within the time limit prescribed by the securities legislation of the purchaser’s 
province. The purchaser should refer to any applicable provisions of the securities legislation of the 
purchaser’s province for the particulars of these rights or consult with a legal advisor. 
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CONSENT OF ERNST & YOUNG LLP 


We have read the short form prospectus dated February 14, 2012 of AltaGas Ltd. (the “Company”) 
relating to the issuance of 12,100,000 subscription receipts (an additional 1,815,000 subscription receipts 
if the underwriters’ over-allotment option is exercised in full) (the “Prospectus”) of the Company.  We 
have complied with Canadian generally accepted standards for an auditor’s involvement with offering 
documents. 


We consent to the incorporation by reference in the Prospectus of our report to the shareholders of the 
Company on the amended consolidated balance sheets of the Company as at December 31, 2010 and 
2009, and the amended consolidated statements of income, comprehensive income and accumulated other 
comprehensive (loss) income, shareholders’ equity and cash flows for each of the years in the two-year 
period ended December 31, 2010.  Our report is dated February 22, 2011. 


Calgary, Canada  (signed) “Ernst & Young LLP” 
February 14, 2012 Chartered Accountants 
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CONSENT OF PRICEWATERHOUSECOOPERS LLP 


We have read the short form prospectus of AltaGas Ltd. (“AltaGas”) dated February 14, 2012 relating to 
the issue and sale of 12,100,000 subscription receipts (13,915,000 subscription receipts if the 
underwriters’ over-allotment option is exercised in full) of AltaGas.  We have complied with auditing 
standards generally accepted in the United States for an auditor’s involvement with offering documents. 


We consent to the use in the above-mentioned prospectus of our report to the directors and shareholder of 
SEMCO Holding Corporation (“SEMCO”) on the consolidated statements of financial position and of 
capitalization of SEMCO at December 31, 2010 and 2009 and the related statements of operations, of 
changes in equity and comprehensive income and of cash flows for each of the years in the three-year 
period ended December 31, 2010.  Our report is dated April 25, 2011 (except as to notes 12, 13 and 14 
which are as of February 1, 2012). 


Grand Rapids, Michigan  (signed) “PricewaterhouseCoopers LLP” 
February 14, 2012  
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Report of Independent Auditors 


To the Board of Directors and Shareholder of 


Semco Holding Corporation 


In our opinion, the accompanying consolidated statements of financial position and the related 
consolidated statements of operations, of capitalization, of changes in equity and 
comprehensive income and of cash flows present fairly, in all material respects, the financial 
position of Semco Holding Corporation and its subsidiaries at December 31, 2010 and 2009, 
and the results of their operations and their cash flows for each of the three years in the period 
ended December 31, 2010 in conformity with accounting principles generally accepted in the 
United States of America. These financial statements are the responsibility of the Company’s 
management. Our responsibility is to express an opinion on these financial statements based on 
our audits. We conducted our audits of these statements in accordance with auditing standards 
generally accepted in the United States of America. Those standards require that we plan and 
perform the audit to obtain reasonable assurance about whether the financial statements are 
free of material misstatement. An audit includes examining, on a test basis, evidence supporting 
the amounts and disclosures in the financial statements, assessing the accounting principles 
used and significant estimates made by management, and evaluating the overall financial 
statement presentation.  We believe that our audits provide a reasonable basis for our opinion. 


 


 


 


 


April 25, 2011, except for Notes 12, 13 and 14, as to which the date is February 1, 2012 
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Semco Holding Corporation 
CONSOLIDATED STATEMENTS OF OPERATIONS 


2010 2009 2008
(in thousands)


Operating revenues
Gas sales 536,433$         675,402$         737,038$         
Gas transportation 24,175             23,657             24,184             
Other 15,821             19,904             22,557             


576,429           718,963           783,779           


Operating expenses
Cost of gas sold 395,793           532,624           590,117           
Operations and maintenance 80,136             93,753             97,389             
Depreciation and amortization 32,350             31,565             30,889             
Property and other taxes 11,905             11,112             10,363             


520,184           669,054           728,758           


Operating income 56,245             49,909             55,021             


Other income (deductions)
Interest expense (23,115)            (21,725)            (30,255)            
Debt extinguishment costs -                   (160)                 (609)                 
Other 3,087               2,648               2,950               


(20,028)            (19,237)            (27,914)            


Income before income taxes 36,217             30,672             27,107             


Income tax expense (15,022)            (10,302)            (15,814)            


Net income 21,195             20,370             11,293             


Less: Income attributable to a non-controlling interest 57                    -                   -                   


Net income available to common shareholder 21,138$          20,370$           11,293$          


Year Ended December 31, 


 


The accompanying notes to the consolidated financial statements are an integral part of these statements. 
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Semco Holding Corporation 
CONSOLIDATED STATEMENTS OF FINANCIAL POSITION 


 


2010 2009
(in thousands)


Current Assets
Cash and cash equivalents 7,631$           4,258$           
Restricted cash 441                441                
Receivables, less allowances of $1,370 and $2,114 40,044           42,180           
Accrued revenue 60,701           60,086           
Gas in underground storage, at average cost 49,668           51,157           
Prepaid expenses 7,213             7,489             
Materials and supplies, at average cost 5,393             5,285             
Deferred income taxes 4,151             5,519             
Regulatory assets 410                1,238             
Other 3,276             3,094             


178,928         180,747         


Property, Plant and Equipment, Net 664,626         629,235         


Deferred Charges and Other Assets
Goodwill 204,472         204,472         
Regulatory assets 73,533           53,133           
Investment in unconsolidated affiliate 23,333           23,872           
Unamortized debt expense 6,926             9,301             
Other 8,148             13,662           


316,412         304,440         


Total Assets 1,159,966$    1,114,422$    


Current Liabilities
Current maturities of long-term debt -$               885$              
Notes payable 78,000           58,000           
Accounts payable 70,794           67,302           
Customer advance payments 31,408           30,071           
Accrued interest 3,421             1,592             
Regulatory liability - amounts payable to customers 2,304             9,171             
Other 9,759             15,563           


195,686         182,584         


Deferred Credits and Other Liabilities
Deferred income taxes 52,401           33,341           
Regulatory liabilities 69,638           64,775           
Pension and other postretirement costs 35,122           40,479           
Customer advances for construction 17,273           17,700           
Other 19,852           18,334           


194,286         174,629         


Commitments and Contingencies


Capitalization
Long-term debt 439,834         453,712         


Equity
Common shareholder's equity 325,915         303,497         
Non-controlling interest in a consolidated subsidiary 4,245             -                 
      Total equity 330,160         303,497         


       Total capitalization 769,994         757,209         


Total Liabilities and Capitalization 1,159,966$    1,114,422$    


 December 31, 


 
 


The accompanying notes to the consolidated financial statements are an integral part of these statements. 
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Semco Holding Corporation 
CONSOLIDATED STATEMENTS OF CASH FLOW 


 


 


2010 2009 2008
(in thousands)


Cash flow provided by (used for) operating activities
Net income 21,195$         20,370$         11,293$         
Adjustments to reconcile net income to net cash
 provided by (used for) operating activities:
      Depreciation and amortization 32,350           31,565           30,889           
      Amortization of debt costs and debt basis adjustments
        included in interest expense 2,828             3,040             2,814             
      Deferred income tax expense 12,977           10,147           13,399           
      Debt extinguishment costs -                     -                     609                
      Changes in operating assets and liabilities and other
            Receivables, net 2,136             18,693           (8,401)            
            Accrued revenue (615)               36,522           (26,911)          
            Prepaid expenses 199                (762)               1,303             
            Materials, supplies and gas in underground storage 1,381             47,810           (24,605)          
            Regulatory asset - gas charges recoverable 
              from customers 828                (1,238)            -                     
            Regulatory liability - amounts payable to customers (6,867)            (15,925)          7,510             
            Accounts payable 3,492             (20,139)          13,356           
            Accrued interest 1,829             (354)               (1,529)            
            Customer advances and amounts payable 
              to customers 910                508                1,406             
            Other (10,083)          (4,082)            10,783           


Net cash provided by operating activities 62,560           126,155         31,916           


Cash flows provided by (used for) investing activities
Property additions (63,617)          (36,670)          (38,999)          
Property retirement costs, net of proceeds from property sales 291                134                (1,122)            
Changes in restricted cash -                     3,580             (250)               


Net cash used for investing activities (63,326)          (32,956)          (40,371)          


Cash flows provided by (used for) financing activities
Issuance (repayment) of notes payable 20,000           (42,000)          35,000           
Issuance of long-term debt, net of related expenses 295,757         114,847         -                     
Repayment of long-term debt (314,820)        (154,584)        (28,936)          
Contributions received from a non-controlling interest 
 in a consolidated subsidiary 3,202             -                     -                     
Payment of dividends on common stock -                     (13,000)          -                     


Net cash provided by (used for) financing activities 4,139             (94,737)          6,064             


Cash and cash equivalents
Net increase (decrease) 3,373             (1,538)            (2,391)            
Beginning of period 4,258             5,796             8,187             


End of period 7,631$           4,258$           5,796$           


Year Ended December 31, 


 


 


The accompanying notes to the consolidated financial statements are an integral part of these statements. 
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Semco Holding Corporation 
CONSOLIDATED STATEMENTS OF CAPITALIZATION 


 
 


December 31,
2010 2009


Long-term debt
   5.15% senior notes due 2020 300,000$         -$                 
   SEMCO RBC Term Loan 45,000             345,000           
   SHC CES RBC Term Loan 90,000             104,820           
   7.03% senior notes due 2013 4,834               4,777               
          Long-Term debt including current maturities 439,834$         454,597$         
          Less current maturities -                   885                  


439,834$         453,712$         


Common shareholder's equity
   Common stock - par value $.01 per share; 100 shares
       authorized; 10 shares outstanding -$                 -$                 
   Capital surplus 277,220           277,220           
   Accumulated other comprehensive (loss) (72)                   (1,352)              
   Retained earnings (deficit) 48,767             27,629             


325,915$         303,497$         


Non-controlling interest in a consolidated subsidiary 4,245$             -$                 


Total capitalization 769,994$         757,209$         


(in thousands, except for number 


    of shares and par value)


 


The accompanying notes to the consolidated financial statements are an integral part of these statements. 
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Semco Holding Corporation 
CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY 


AND COMPREHENSIVE INCOME 


 
 


2010 2009 2008
(in thousands)


Changes in Common Shareholder's Equity


Shares of common stock
   Beginning of period 10                  10                  10                  
       No activity during period -                 -                 -                 
   End of period 10                  10                  10                  


Common stock
   Beginning of period -$               -$               -$               
       No activity during period -                 -                 -                 
   End of period -$                   -$                   -$                   


Capital surplus
   Beginning of period 277,220$       277,220$       277,220$       
       No activity during period -                 -                 -                 
   End of period 277,220$       277,220$       277,220$       


Accumulated other comprehensive income (loss)
   Beginning of period (1,352)$          (2,703)$          33$                
       Other comprehensive income (loss) adjustments:
            Valuation adjustment for marketable securities, 
              net of income tax benefit (expense) of $(49), $(238), and $202 80                  356                (303)               
            Unrealized derivative gain (loss) on interest rate hedge, 
              net of income tax benefit (expense) of $(932), $(1,012), and $1,945 1,397             1,525             (2,922)            
            Annual funded status adjustment associated with benefit plans,
              net of income tax benefit (expense) of $131, $307 and $(287) (197)               (530)               489                
   End of period (72)$               (1,352)$          (2,703)$          


Retained earnings (deficit)
   Beginning of period 27,629$         20,259$         8,966$           
       Net income available to common shareholder 21,138           20,370           11,293           
       Cash dividends on common stock -                 (13,000)          -                 
   End of period 48,767$         27,629$         20,259$         


Non-controlling interest in a consolidated subsidiary
   Beginning of period -$               -$               -$               
       Contributions received from a non-controlling interest 4,188             -                 -                 
       Income attributable to a non-controlling interest 57                  -                 -                 
   End of period 4,245$           -$               -$               


Comprehensive Income 


Net income available to common shareholder 21,138$         20,370$         11,293$         
            Valuation adjustment for marketable securities, 
              net of income tax benefit (expense) of $(49), $(238), and $202 80                  356                (303)               
            Unrealized derivative gain (loss) on interest rate hedge, 
              net of income tax benefit (expense) of $(932), $(1,012), and $1,945 1,397             1,525             (2,922)            
            Annual funded status adjustment associated with benefit plans,
              net of income tax benefit (expense) of $131, $307 and $(287) (197)               (530)               489                
   Comprehensive income 22,418$         21,721$         8,557$           


Year Ended December 31, 


 


The accompanying notes to the consolidated financial statements are an integral part of these statements 
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Note 1. Company Description and Significant Accounting Policies 


Company Description.  Semco Holding Corporation (“SHC”) is a Delaware corporation headquartered in Port 
Huron, Michigan.  SHC was formed in February 2007.  SHC is a wholly-owned subsidiary of Continental Energy 
Systems L.L.C. (“Continental”).  Continental is a Delaware limited liability company headquartered in Troy, 
Michigan.  Continental was formed in November 2005.  Continental invests in regulated public utilities.  In addition 
to owning SHC, Continental also owns New Mexico Gas Intermediate, Inc. (“NMGI”).  NMGI owns New Mexico 
Gas Company, a regulated public utility providing gas utility service in New Mexico.  Until July 2010, Continental 
owned CapRock Holding Corporation (“CRHC”).  CRHC owned Cap Rock Energy Corporation (“CRE”).  CRE 
was a regulated public utility providing electric utility service in Texas.  Continental sold CRHC and CRE on July 
13, 2010. 


SHC owns SEMCO Energy, Inc.  SEMCO Energy, Inc. (“SEMCO”) is a regulated public utility headquartered 
in Port Huron, Michigan.  SEMCO’s primary business is the transmission, distribution, and sale of natural gas in 
Michigan and Alaska.  References to “SHC” mean SHC or SHC and its direct and indirect subsidiaries, including 
SEMCO, as appropriate in the context of this disclosure.  References to “SEMCO” mean SEMCO Energy, Inc. and 
its subsidiaries, or individual SEMCO subsidiaries, divisions or businesses, as appropriate in the context of the 
disclosure. 


SEMCO’s gas distribution business transports and distributes natural gas to approximately 288,000 customers 
in Michigan and approximately 132,000 customers in Alaska.  The Michigan operation is sometimes referred to as 
“SEMCO Gas” and the Alaska operation (including the activities of SEMCO’s Alaska Pipeline Company (“APC”) 
subsidiary) is sometimes referred to as “ENSTAR” or “ENSTAR Natural Gas Company.”  These operations are 
known together as the “Gas Distribution Business.”  The Gas Distribution Business is subject to regulation, as 
discussed in the “Rate Regulation” section below.  The Gas Distribution Business accounted for approximately 99% 
of the SEMCO’s 2010 consolidated operating revenues. 


SEMCO’s other businesses primarily include operations and investments in propane distribution, intrastate 
natural gas pipelines, and natural gas storage facilities.  SEMCO’s propane distribution operation typically sells 
approximately 3 million gallons of propane annually to retail customers in Michigan’s Upper Peninsula and 
northeast Wisconsin.  SEMCO’s pipeline and storage operations own and operate natural gas transmission and 
storage facilities, respectively, in Michigan.  SEMCO is currently developing the Cook Inlet Natural Gas Storage 
Alaska, LLC (“CINGSA”) in-field storage facility in the Cook Inlet area of Alaska (the “CINGSA Storage Project”).   


Basis of Presentation.  The financial statements of SHC were prepared in conformity with accounting principles 
generally accepted in the United States (“US GAAP”).  In connection with the preparation of these financial 
statements, management was required to make estimates and assumptions that affect the reported amounts of assets 
and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the 
reported amounts of revenues and expenses during the reporting period.  Actual results could differ materially from 
those estimates. 


Principles of Consolidation.  The Consolidated Financial Statements include the accounts of SHC, SEMCO, 
and SEMCO’s wholly-owned subsidiaries and Alaska Storage Holding Company, LLC (“ASHC”), a subsidiary in 
which SEMCO has a controlling financial interest.  At December 31, 2010, ASHC owned a 70% interest in 
CINGSA.  For additional information about CINGSA, refer to Note 2 in this Annual Report.   Investments in 
unconsolidated companies where SHC has significant influence over, but does not control the entity, are reported 
using the equity method of accounting.  


Rate Regulation.  The Gas Distribution Business is subject to regulation.  The Michigan Public Service 
Commission (the “MPSC”) has jurisdiction over the regulatory matters related, directly or indirectly, to SEMCO 
Gas’s providing services to its Michigan customers.  During 2010, SEMCO Gas’s Michigan customers were served 
under two sets of base rates, including terms and conditions of service, in what were referred to as the “MPSC 
Division” and “Battle Creek Division.”  The MPSC Division consisted of a service territory located in southeastern 
Michigan, just northeast of the metropolitan Detroit area and in other areas throughout the state.  The Battle Creek 
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Division consisted of a service territory located in the City of Battle Creek and nearby communities.  In January 
2011, as part of the resolution of SEMCO Gas’s base rate case, the MPSC authorized the combination of MPSC 
Division and Battle Creek Division rates and terms and conditions of service.  This subsequent event is also 
discussed in Note 14.  For additional information about SEMCO Gas’s base rate case, refer to Note 2.  The 
Regulatory Commission of Alaska (the “RCA”) has jurisdiction over the regulatory matters related, directly or 
indirectly, to ENSTAR’s providing service to its Alaska customers (including the activities of APC).  The RCA also 
has jurisdiction over the regulatory matters related, directly or indirectly, to the CINGSA Storage Project.  These 
regulatory agencies have jurisdiction over, among other things, rates, accounting procedures, and standards of 
service.  The approximate number of customers located in service territories regulated by each of these regulatory 
agencies is as follows:  MPSC — 288,000; and RCA — 132,000.  The Gas Distribution Business is subject to 
current accounting guidance governing the accounting for regulatory matters.  Refer to Note 2 for additional 
information about this accounting guidance. 


Cash and Cash Equivalents.  Cash and cash equivalents include cash on hand, money market funds and 
commercial paper.  SHC considers all unrestricted highly liquid investments purchased with original maturities of 
three months or less to be cash equivalents.  The carrying amount of cash equivalents approximates market value 
due to the short-term maturities of these investments. 


Restricted Cash.  At December 31, 2010, and 2009, SHC had $0.4 million of restricted cash.  Restricted cash 
consists of the portion of a supplemental retirement trust account expected to be distributed within one year. 


Accounts Receivable.  Trade accounts receivable are recorded at the billed amount and do not bear interest.  The 
allowance for doubtful accounts is an estimate of the amount of probable credit losses in existing accounts 
receivable.  Allowance for doubtful accounts is based primarily on the aging of receivables, though the historical 
write-off experience and regional economic data are also taken into consideration.  The allowance for doubtful 
accounts is reviewed monthly.  Account balances are charged off against the allowance when it is determined that it 
is probable that certain individual receivables will not be recovered.  Uncollectible accounts, or bad debt expense, 
was $1.4 million in 2010 and $4.3 million in 2009 and in 2008. 


Accrued Revenue.  Accrued revenue represents revenue earned in the current period but not billed to customers 
until a future date, usually within one month. 


Gas in Underground Storage.  The gas inventory of the Gas Distribution Business is reported at average cost.  
In general, commodity costs and variable transportation costs are capitalized as gas in underground storage.  Fixed 
costs, primarily pipeline demand charges and storage charges, are expensed as incurred through the cost of gas. 


Property, Plant, Equipment and Depreciation.  At December 31, 2010, SHC’s gross property, plant and 
equipment were $1,106.9 million and accumulated depreciation was $442.3 million.  At December 31, 2009, SHC’s 
gross property, plant and equipment were $1,050.9 million and accumulated depreciation was $421.7 million. 


Depreciation is recorded on a straight-line basis over the estimated useful lives of the related property.  The 
lives over which significant classes of regulated and non-regulated depreciable property are depreciated are (in 
years): 


Regulated Property, Plant & Equipment Non-Regulated Property, Plant & Equipment 


Land - Buildings 40
Underground gas storage property 25 - 39 Intrastate gas pipelines 27
Gas transmission property 30 - 57 Propane storage tanks 30
Gas distribution property 18 - 58 Computer & telecommunications equipment 5 - 15
General property  7 - 38 Software 3


General property 7 - 15  
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The ratio of depreciation to the average balance of regulated property was approximately 3.0% for each of 
2010, 2009 and 2008.  The ratio of depreciation to the average balance of non-regulated property was approximately 
4.8% for each of 2010 and 2009 and 5.6% for 2008. 


Depreciation rates for regulated utility property are set, on an asset group basis, by the regulatory agencies that 
have jurisdiction over the property.  The depreciation rates are intended to expense, over the expected life of the 
property, both the original cost of the property and the expected costs to remove or retire the property at the end of 
its useful life.  The portion of depreciation expense related to expensing the original cost of the property is charged 
to accumulated depreciation.  The portion related to the expected costs to remove or retire the property, less 
expected salvage proceeds, is charged to a regulatory liability.  This regulatory liability is known in the utility 
industry as negative salvage value.  When the regulated utility property is ultimately retired or otherwise disposed of 
in the ordinary course of business, the original cost of the property is charged to accumulated depreciation, and the 
actual removal costs, less salvage proceeds, are charged to the regulatory liability.  With respect to the retirement or 
disposal of non-regulated property, the resulting gains or losses are recognized in income. 


Asset Retirement Obligations.  Asset retirement obligations are accounted for under applicable accounting 
guidance, which requires entities to record the fair value of the cost to remove assets at the end of their useful life, if 
there is a legal obligation to remove them.  The term “conditional asset retirement obligation” used in applicable 
guidance refers to a legal obligation to perform an asset retirement activity in which the timing and/or method of 
settlement are conditional on a future event that may or may not be within the control of the entity.  The obligation 
to perform the asset retirement activity is considered unconditional even though uncertainty exists about the timing 
and/or method of settlement.  Accordingly, an entity is required to recognize a liability for the fair value of a 
conditional asset retirement obligation if the fair value of the liability can be reasonably estimated.  The fair value of 
a liability for the conditional asset retirement obligation should be recognized when incurred.  Applicable guidance 
also clarifies when an entity would have sufficient information to reasonably estimate the fair value of an asset 
retirement obligation. 


SHC has identified certain assets for which asset retirement obligations must be recognized.  At December 31, 
2010, and December 31, 2009, SHC estimated that the cost of retiring these assets at the date of removal would be 
$37.5 million and $34.3 million, respectively.  The present value of these obligations at December 31, 2010, and 
December 31, 2009, was $7.2 million and $5.8 million, respectively, and these amounts are recognized as a liability 
under the other deferred liabilities section in the Consolidated Statements of Financial Position. 


Goodwill.  Goodwill represents the excess of a purchase price over the value assigned to the net identifiable 
assets of businesses acquired.  Goodwill is accounted-for under current accounting guidance.  Under this accounting 
guidance, SHC is required to perform impairment tests on its goodwill annually or at any time when events occur 
which could impact the value of SHC’s goodwill.  If an impairment test of goodwill shows that the carrying amount 
of the goodwill is in excess of the fair value, a corresponding impairment loss would be recorded in the 
Consolidated Statements of Operations. 


The annual impairment tests were performed for SHC’s reporting units for the fiscal years 2010, 2009 and 
2008.  These tests indicated that there was no impairment of goodwill.  There were no changes in the carrying 
amount of goodwill for the past two years: 


Goodwill


(in thousands)


Balance as of December 31, 2009 and December 31, 2010 204,472$      
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Investment in Unconsolidated Affiliate.  The equity method of accounting is used for interests where SHC has 
significant influence over, but does not control, an entity.  SEMCO has a 50% ownership interest in Eaton Rapids 
Gas Storage System (“ERGSS”) for which SHC accounts using the equity method of accounting. 


Unamortized Debt Expense.  SHC defers expenses incurred in connection with the issuance of debt and 
amortizes these deferred expenses over the term of the debt.  If the underlying debt is retired or refinanced, any 
unamortized expenses are charged to expense in SHC’s Consolidated Statements of Operations, except in situations 
where the debt is allocated to the Gas Distribution Business.  In instances when debt allocated to the Gas 
Distribution Business is refinanced, any unamortized expenses may, in certain circumstances, be deferred as a 
regulatory asset and amortized over the term of the new debt. 


Customer Advance Payments.  SEMCO Gas and ENSTAR receive advance payments from customers who 
enroll in budget payment programs.  These programs are intended to allow customers to pay their estimated annual 
gas bills in equal monthly payments.  As a result, customers make advance payments during the non-heating season, 
when consumption and charges are generally low, and then utilize these advance payments to pay for a portion of 
their gas bills during the heating season, when consumption and bills for service are generally high.  Customer 
advance payments also include deposits from customers to cover account credit risk. 


Revenue Recognition.  The Gas Distribution Business bills customers monthly, on a cycle basis, and follows the 
utility industry practice of recognizing accrued revenue for services rendered to its customers but not billed at 
month-end.  Gas sales revenue is comprised of three components:  (i) monthly customer service fees; (ii) volumetric 
distribution charges; and (iii) volumetric gas commodity charges.  Monthly customer service fees represent fixed 
fees charged to customers.  Distribution charges are charged to customers based on the volume of gas they consume.  
Gas commodity charges represent the cost of gas consumed by customers and are also based on the volume of gas 
customers consume.  As discussed in more detail in the Cost of Gas section below, SHC does not earn any income 
on the gas commodity charge portion of rates charged to customers. 


SHC’s other businesses recognize revenues in the period that services are rendered or products are delivered to 
customers. 


Cost of Gas, Gas Charges Recoverable from Customers, and Amounts Payable to Customers.  The rates 
charged to SEMCO Gas customers include an MPSC-approved gas cost recovery (“GCR”) pricing mechanism.  
ENSTAR has an RCA-approved gas cost adjustment (“GCA”) pricing mechanism, which is similar to the GCR 
pricing mechanism used by SEMCO Gas in Michigan.  Both of these pricing mechanisms (referred to together as 
“GCR pricing mechanisms”) are designed so that, in the absence of any cost disallowances, the cost of gas 
purchased is passed through to SEMCO Gas and ENSTAR customers on a dollar-for-dollar basis and, therefore, no 
income or loss is recognized on the gas commodity charge portion of rates charged to customers. 


The GCR pricing mechanisms allow for the adjustment of rates charged to customers for increases and 
decreases in the cost of gas purchased for resale to customers.  For SEMCO Gas, the recovery of the cost of gas is 
subject to an MPSC review of its GCR gas purchase plans and actual gas purchases.  A GCR gas purchase plan is 
filed annually with the MPSC by December 31 of each year for the upcoming April 1 to March 31 GCR period.  A 
reconciliation case is filed by June 30 of each year to reconcile actual gas purchases during the previous April 1 to 
March 31 GCR period to the GCR gas purchase plan for the same period.  Both the GCR gas purchase plan cases 
and reconciliation cases may involve reviews of SEMCO Gas’s actions and decisions and potential cost 
disallowances or other adjustments.  From time to time, parties in GCR cases propose disallowances and other 
adjustments, and those matters are litigated in the proceedings or resolved by settlement.  SHC does not recognize 
potential gas cost disallowances or other adjustments until it determines that the disallowances or adjustments are 
probable.  Disallowed costs and related adjustments are expensed in the cost of gas but are not recovered from 
customers in rates. 


Under the GCR pricing mechanisms covering SEMCO Gas customers in Michigan, the gas commodity charge 
portion of rates charged to customers (which is also referred to as the “GCR rate”), may not exceed the maximum 
GCR rate established in the applicable MPSC-approved GCR plan for the 12-month GCR period in question without 
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MPSC approval.  On a monthly basis, this GCR rate may be adjusted upward or downward but may not exceed the 
maximum GCR rate without MPSC approval.  The maximum GCR rate may be adjusted upward if actual natural 
gas prices paid by SEMCO Gas for a specific period of time are significantly different than the prices set in the 
MPSC-approved GCR plans. 


The GCR rate established by the RCA reflects the pricing mechanisms in various ENSTAR gas supply 
agreements and recovers the cost of natural gas purchased under those contracts, including appropriate prior period 
adjustments.  Prior to 2011, ENSTAR’s GCR rate was generally adjusted annually to reflect the estimated cost of 
gas purchased for the upcoming 12-month GCR period.  Effective January 2011, however, ENSTAR’s GCR rate is 
subject to revision quarterly, on a calendar quarter basis.  Each quarter’s GCR rate reflects the estimated cost of gas 
purchased for the upcoming 3-month GCR period and other appropriate rate components.  This change in the GCR 
period for ENSTAR is also discussed in Note 14 as a subsequent event.  These RCA proceedings may involve 
reviews of ENSTAR’s actions and decisions and potential cost disallowances or other adjustments.  From time to 
time, parties in these cases propose disallowances and other adjustments, and those matters are litigated in the 
proceedings or resolved by settlement.  SHC does not recognize potential gas cost disallowances or other 
adjustments until it determines that the disallowances or adjustments are probable.  Disallowed costs and related 
adjustments are expensed in the cost of gas but are not recovered from customers in rates.  


Any difference between actual allowed cost of gas purchased and the estimate for a particular GCR period and 
not arising from a cost disallowance or adjustment is deferred as either an over- or under-recovery and typically 
included in customer GCR rates during the next GCR period.  An over-recovery occurs when the actual amount 
billed for gas costs through the GCR rate exceeds the actual cost of gas purchased and is reflected in Amounts 
Payable to Customers in the current liabilities section of the Consolidated Statements of Financial Position.  An 
under-recovery occurs when the actual cost of gas purchased exceeds the actual amount billed for gas costs through 
the GCR rate and is reflected in Gas Charges Recoverable from Customers in the current assets section of the 
Consolidated Statements of Financial Position.  At December 31, 2010, SHC had $2.3 million recorded in current 
liabilities for Amounts Payable to Customers and no amounts recorded in current assets for Gas Charges 
Recoverable from Customers, under various GCR pricing mechanisms. 


Income Taxes.  SHC uses the liability method in accounting for income taxes.  Under the liability method, 
deferred income taxes are recognized, at currently-enacted income tax rates, to reflect the tax effect of temporary 
differences between the financial and tax basis of assets and liabilities.  Such temporary differences are the result of 
provisions in the income tax law that either require or permit certain items to be reported on the income tax return in 
a different period than they are reported in the financial statements.  SHC classifies deferred tax assets and liabilities 
into current and noncurrent amounts based on the classification of the related assets and liabilities. 


SHC and its subsidiaries file a consolidated federal income tax return.  The consolidated tax liability of SHC is 
allocated among its subsidiaries and divisions whose results are part of the consolidated federal income tax return 
based on their separate taxable income.  For additional information about SHC’s income taxes, refer to Note 3. 


Recently-Adopted Accounting Guidance: 


Controlling Financial Interest in a Variable Interest Entity.  In June 2009, the Financial Accounting Standards 
Board (the “FASB”) issued Statement of Financial Accounting Standards (“SFAS”) No 167, Amendments to FASB 
Interpretation 46(R).  This accounting guidance clarifies how to determine whether an enterprise has a controlling 
financial interest in a variable interest entity.  This guidance identifies the primary beneficiary of a variable interest 
entity as the enterprise that has both the power to direct the activities of a variable interest entity that most 
significantly impact the entity’s economic performance and the obligation to absorb entity-related losses or the right 
to receive entity-related benefits that could potentially be significant to the variable interest entity.  This guidance 
also requires ongoing assessments of whether an enterprise is the primary beneficiary of a variable interest entity 
and eliminates the quantitative approach previously required for determining the primary beneficiary.  SHC adopted 
this guidance effective January 1, 2010, and its adoption did not have any impact on SHC’s consolidated financial 
position, cash flow or results of operations. 







Semco Holding Corporation 
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued) 


F-16 


Fair Value Measurement Disclosures.  In January 2010, the FASB issued updated standards containing 
additional guidance regarding disclosures relating to fair value measurements.  Refer to Note 8, Fair Value 
Measurements, in this Annual Report for a description of the three-tier fair value hierarchy discussed in the 
accounting guidance.  That hierarchy prioritizes the inputs used to measure the fair value of an asset or liability.  
This updated accounting guidance requires an entity to (i) disclose separately the amounts of significant transfers in 
and out of Level 1 and Level 2 fair value measurements from one period to the next and describe the reasons for the 
transfers, and (ii) present separate information about purchases, sales, issuances and settlements in the reconciliation 
of the beginning and ending balances of fair value measurements using Level 3 inputs.  In addition, this guidance 
clarifies that entities must disclose the valuation techniques and inputs used to measure both recurring and non-
recurring fair value measurements.  


This guidance became effective for SHC on January 1, 2010, except for disclosures about purchases, sales, 
issuances and settlements in the reconciliation for fair value measurements using Level 3 inputs.  The requirements 
related to Level 3 inputs are effective with the beginning of the first quarter of 2011.  The adoption of this guidance 
by SHC did not, and is expected not to, have any impact on SHC’s consolidated financial position, cash flow or 
results of operations. 


Recently Issued Accounting Guidance Not Yet Adopted: 


From time to time, new accounting guidance is issued by the FASB and, if applicable, adopted by SHC as of the 
specified effective date.  Unless otherwise discussed in periodic disclosure documents, SHC believes that recently 
issued accounting guidance does not apply to SHC. 


Statements of Cash Flow.  For purposes of the Consolidated Statements of Cash Flow, SHC considers all highly 
liquid investments purchased with original maturities of three months or less to be cash and cash equivalents. 


Additional supplemental cash flow information for the years ended December 31, 2010, 2009, and 2008, is 
summarized in the following table: 


2010 2009 2008


Cash paid during the year for:
   Interest 18,482$         18,998$         22,580$         
   Income taxes, net of refunds 1,000$           1,739$           1,450$           


Year Ended December 31,


(in thousands)


 


 


Note 2. Regulatory Matters 


Regulatory Matters Involving SEMCO Gas.  SEMCO Gas is involved in various GCR proceedings before the 
MPSC, which are described in Note 1 under the caption, “Cost of Gas, Gas Charges Recoverable from Customers, 
and Amounts Payable to Customers.”  SEMCO Gas seeks to end its GCR period ending on March 31 of each year 
with no significant under-recovery or over-recovery of costs incurred to purchase gas for resale to customers.  
However, if actual gas prices near the end of the GCR period change significantly from prices in the GCR plan, a 
significant under-recovery or over-recovery could occur. 


In October 2008, Public Act 286 of 2008 (“Act 286”) and Public Act 295 of 2008 (“Act 295”) were enacted by 
the Michigan legislature.  Among other things, Act 295 requires gas and electric utilities (including SEMCO Gas) to 
establish energy optimization programs (each an “EO Plan”) for their customers, to implement and fund various 
energy efficiency and conservation measures.  EO Plans are subject to review and approval by the MPSC. 
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In December 2008, SEMCO Gas notified the MPSC of its intent to meet the statutory requirements of Act 295 
by using the Independent Energy Optimization Program Administrator (the “Independent Administrator”) for the 
2009, 2010 and 2011 EO Plan years.  In May 2009, the MPSC issued an order approving a settlement agreement 
entered into in connection with SEMCO Gas’s March 2009 EO Plan filing.  Under the terms of the settlement, 
SEMCO Gas made payments to the Independent Administrator of $4.8 million for 2010 and $3.2 million for 2009. 
SEMCO Gas expects to make payments to the Independent Administrator of $5.8 million for 2011.  Those 
payments, which fund conservation- and energy efficiency-related measures and costs, are being recovered through 
surcharges imposed on all SEMCO Gas during the period from July 2009 through December 2011.  In December 
2009, the Independent Administrator implemented and began managing the EO Plan covering SEMCO Gas’s 
customers.  At December 31, 2010, SHC had $0.4 million recorded in current assets for amounts recoverable from 
customers under the current EO Plan. 


Among other things, Act 286 requires prior MPSC approval in connection with the acquisition, transfer of 
control, or merger of jurisdictional regulated utilities (including SEMCO), and in connection with certain sales, 
assignments, transfers or encumbrances of jurisdictional regulated utility assets.  In accordance with Act 286, in 
January 2010, the MPSC issued an order defining what types of transactions are subject to Act 286 and thus require 
prior MPSC approval.  Under Act 286, a transfer of control that requires prior approval is presumed to occur if, after 
the transfer, the transferee owns, controls or holds the right to vote 50% or more of the voting securities of the 
jurisdictional regulated utility; or after the transfer, the transferee owns, controls or holds the right to vote 20% or 
more of the voting securities if the transferee is, after the transfer, the largest holder of such securities.  Certain 
financing transactions in the normal course of business and asset sales under a specific dollar threshold (currently 
$10 million through 2020 for SEMCO) are excluded from the requirement that the MPSC approve the transactions 
in advance.   


In October 2004, the MPSC initiated a proceeding involving all Michigan gas and electric utilities to review 
current accounting guidance for asset retirement obligations, Federal Energy Regulatory Commission Order 
No. 631, “Accounting, Financial Reporting, and Rate Filing Requirements for Asset Retirement Obligations,” and 
related accounting and rate-setting issues.  As directed by the MPSC, SEMCO Gas filed responses, in the form of 
testimony, to various questions raised by the MPSC regarding SEMCO Gas’s accounting practices for property 
retirements, including the cost of removal.  Among other things, this proceeding involved an examination of 
possible changes in accounting for property retirements, for rate-setting purposes.  In August 2006, the 
Administrative Law Judge issued a Proposal for Decision that concluded, among other things, that current 
accounting guidance governing asset retirement obligations and FERC No. Order 631 be adopted for accounting 
purposes but not ratemaking purposes, and that the MPSC give due consideration to revising the traditional method 
of calculating removal costs.  In June 2007, the MPSC issued an order that, among other things, found that there 
should be changes to the way it establishes the cost-of-removal portion of depreciation rates.  The MPSC directed 
certain utilities to file new depreciation cases using the previous year’s cost of removal expense as a basis for the 
filings and to calculate cost of removal depreciation under three different methods described in the order.  As 
required, SEMCO Gas filed a depreciation study in February 2009, using 2007 data, and, in December 2009, the 
MPSC issued an order approving a settlement in the case.  The settlement provided for a decrease depreciation 
expense of $0.4 million for the MPSC Division and an increase of $0.3 million for the Battle Creek Division, using 
the traditional method of determining removal costs.  The new depreciation rates for the MPSC Division and Battle 
Creek Division were combined and implemented effective January 1, 2011. 


In June 2010, SEMCO Gas filed a request with the MPSC seeking authority to increase SEMCO Gas’s base 
rates by approximately $19.8 million on a normalized annual basis.  SEMCO Gas also proposed to combine its 
MPSC Division and Battle Creek Division so that, among other things, all of its Michigan customers would be 
served under one set of base rates and one GCR clause.  In addition, SEMCO Gas proposed to change various 
aspects of its rate design, or the way in which the costs of providing service to customers are collected in base rates.  
SEMCO Gas asked the MPSC to approve, as a three-year pilot program, a single fixed monthly charge for both sales 
and transportation customers, except for lower-usage residential and commercial customers (who would continue to 
be billed using a traditional two-part rate design consisting of a fixed customer charge and a volumetric distribution 
charge).  SEMCO Gas also proposed to recover the capital costs associated with the replacement of certain bare steel 
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mains and the operation and maintenance costs associated with replacing potentially defective service riser valves.  
Additionally, SEMCO Gas asked that it be allowed to recover from all customers the discounts provided to certain 
special contract transportation customers who might otherwise bypass SEMCO Gas’s transmission and distribution 
system. 


In late-December 2010, the MPSC issued an order authorizing SEMCO Gas to implement an interim and 
refundable base rate increase of $8.1 million on a normalized annual basis for service rendered on or after January 1, 
2011.  Also in late-December 2010, the parties to the proceeding reached a settlement and filed it with the MPSC.  
Refer to Note 14, for information about the MPSC’s approval of this settlement and additional settlement details. 


Regulatory Matters Involving ENSTAR and CINGSA.  In September 2009, ENSTAR finalized a gas supply 
agreement with Anchor Point Energy LLC (“APE”) (the “APE Contract”), which provides for the purchase of 
approximately 10 billion cubic feet (“Bcf”) of gas to be delivered over approximately eight years (with deliveries 
now expected to begin in April 2011).  ENSTAR asked the RCA, among other things, to approve (i) the APE 
Contract, and (ii)  the construction of a new approximately 20-mile pipeline that would be used to bring gas 
delivered under the APE Contract into ENSTAR’s transmission and distribution system (the “APE Pipeline 
Project”).  The RCA approved the APE Contract in November 2009.  The RCA approved the APE Pipeline Project 
in April 2010.  ENSTAR has now obtained all other required regulatory approvals to build the APE Pipeline Project, 
and construction of the APE Pipeline Project has begun and is expected to be completed in April 2011.  Recovery of 
the investment in the APE Pipeline Project is provided-for in the ENSTAR base rate case settlement recently 
accepted by the RCA and discussed below.  The estimated cost of completing the APE Pipeline Project is 
approximately $21.6 million.  Refer to Note 14 for information about the completion of the APE Pipeline Project. 


Also in 2009, the RCA opened a docket to address ENSTAR’s request, consistent with past RCA rulings, to 
recover through a surcharge approximately $2.4 million in costs associated with negotiating recent gas supply 
agreements and submitting those agreements to the RCA for approval.  Recovery of these costs is provided-for in 
the ENSTAR base rate case settlement recently accepted by the RCA and discussed below.  At ENSTAR’s request, 
this docket has now been closed. 


ENSTAR and APC filed a base rate and rate design case with the RCA in June 2009.  In that filing, ENSTAR 
and APC (which are generally regulated as a single entity by the RCA) sought an initial increase of $15.4 million in 
base rate revenue on a normalized annual basis and an additional $4.8 million increase in base rate revenue on a 
normalized annual basis to be effective when the APE Pipeline Project was placed in service.  A settlement of this 
matter was negotiated among all of the parties and accepted by the RCA in August 2010.  With the new base rates, 
ENSTAR’s base rate revenue is expected to increase by $7.0 million on a normalized annual basis.  Thereafter, 
ENSTAR’s base rate revenue is expected to increase by an additional $3.8 million on a normalized annual basis 
when the APE Pipeline Project is completed and gas deliveries to ENSTAR’s customers begin (now expected to be 
in April 2011).  ENSTAR and APC are obligated under the settlement to submit another base rate and rate design 
filing to the RCA on or before August 1, 2014, based on a test year ended December 31, 2013. 


In April 2010, ENSTAR finalized a gas supply agreement with Marathon Alaska Production LLC (“MAP”) (the 
“MAP Contract”).  The RCA approved the MAP Contract in May 2010.  Deliveries under the MAP Contract are 
expected to supply approximately 90% of the estimated unmet gas supply needs of ENSTAR customers in 2011 and 
2012.  Gas delivered under the MAP Contract is priced using an average of New York Mercantile Exchange 
(“NYMEX”) natural gas futures, adjusted quarterly, subject to floor and ceiling prices.   


In August 2010, ENSTAR finalized a gas supply agreement for “as available” non-firm gas from 
ConocoPhillips Alaska, Inc. (“COP”), including a commitment by COP to divert gas intended for export from the 
liquefied natural gas (“LNG”) export facility in Kenai, Alaska, for use instead by ENSTAR customers (the “COP 
Contract”).  In October 2010, the RCA approved the COP Contract.  Gas delivered under the COP Contract is priced 
at agreed-upon prices (up to oil parity levels) through the ENSTAR daily bidding system.   


Because they will vary depending on the needs of ENSTAR customers, ENSTAR anticipates that, from time to 
time, the RCA may review the volumes purchased and prices paid under the COP Contract and “as available” non-
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firm gas purchased under other gas supply agreements.  The MAP Contract includes an agreement to supply such 
“as available” non-firm gas to ENSTAR customers and a commitment by MAP to divert gas intended for export 
from the LNG export facility for use instead by ENSTAR customers.  “As available” non-firm gas delivered under 
the MAP Contract is priced at agreed-upon prices (up to oil parity levels) through the ENSTAR daily bidding 
system.  In addition, ENSTAR also has “as available” non-firm gas supply arrangements under the gas supply 
agreement ENSTAR has with Union Oil of California (“Unocal”) (the “Unocal Contract”) and the APE Contract.  
Purchases of such non-firm gas are made through the ENSTAR daily bidding system.  


Refer to Note 14, for information about the effect of the recent announcement by the owners of LNG export 
plant that they will likely cease exports by mid-2011 on ENSTAR’s contractual right to divert gas intended for 
liquefaction and eventual export for use by ENSTAR customers under the COP Contract and the MAP Contract.  


In July 2010, SEMCO-CINGSA Storage Company (“SCSC”), a SEMCO subsidiary, and an affiliate of 
MidAmerican Energy Holdings Company ("MEHC") entered into a joint venture agreement to invest in ASHC, the 
direct owner of CINGSA.  CINGSA was formed to construct, own, and operate the CINGSA Storage Project.  As 
designed, the CINGSA Storage Project would have initial capacity of 11 Bcf of gas and a maximum injection and 
withdrawal rate of 150 million cubic feet of gas per day.  SCSC indirectly owns 70% of CINGSA; MEHC's affiliate 
owns the remaining 30% of CINGSA.  ENSTAR and three Cook Inlet area electric utilities are expected to be 
customers of the CINGSA Storage Project.  ENSTAR has subscribed for approximately 75% of the CINGSA 
Storage Project's initial capacity and approximately 65% of the associated initial gas injection and withdrawal 
capability, with the remainder of the capacity and injection and withdrawal capability split among the three other 
investment-grade customers. 


In July 2010, CINGSA applied to the RCA for a certificate of public convenience and necessity for the 
proposed CINGSA Storage Project (a “Storage Certificate”).  In December 2010, the RCA approved CINGSA’s 
Storage Certificate application in part, subject to certain conditions.  Refer to Note 14, for additional information 
about the CINGSA Storage Certificate and related ENSTAR filings with the RCA. 


The expected in-service date for the proposed CINGSA Storage Project is April 2012 for injections of gas into 
storage, with withdrawal capability available to customers of the CINGSA Storage Project in November 2012.  It is 
also reasonably possible that the in-service date for the CINGSA Storage Project will not occur until 2013, delaying 
anticipated storage injections and withdrawals. 


Regulatory Assets and Liabilities.  The Gas Distribution Business is comprised of the activities of two regulated 
utilities and, therefore, SHC must follow accounting guidance that pertains specifically to entities subject to certain 
types of regulation.  SHC refers to this accounting guidance for regulated entities as “regulatory accounting.”  Under 
regulatory accounting, SHC is permitted to defer expenses and income as regulatory liabilities and assets, 
respectively, in the Consolidated Statements of Financial Position when it is probable that those expenses and 
income will be allowed in the rate-setting process in a period different from the period in which they would have 
been reflected in the Consolidated Statements of Operations by an unregulated entity.  These deferred regulatory 
assets and liabilities are then included in the Consolidated Statements of Operations in the periods in which the same 
amounts are reflected in rates.  Management’s assessment of the probability of recovery or pass-through of 
regulatory assets and liabilities requires judgment and interpretation of laws and regulatory agency orders, rules, and 
rate-making conventions.  If, for any reason, SHC ceases to meet the criteria for application of regulatory accounting 
for all or part of its operations, the regulatory assets and liabilities related to those portions ceasing to meet such 
criteria would be eliminated from the Consolidated Statements of Financial Position and included in the 
Consolidated Statements of Operations for the period in which the discontinuance of regulatory accounting occurs.  
Such amounts would be classified as extraordinary items.  Criteria that give rise to the discontinuance of regulatory 
accounting include (i) increasing competition that restricts the ability of a utility to charge prices sufficient to 
recover specific costs, and (ii) a significant change in the manner in which rates are set by regulatory agencies from 
cost-based regulation to another form of regulation.  SHC’s review of these criteria currently supports the continued 
application of regulatory accounting for the regulated utilities comprising the Gas Distribution Business. 
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The following table summarizes the regulatory assets and liabilities recorded in the Consolidated Statements of 
Financial Position, as well as the remaining period, as of December 31, 2010, over which the assets or liabilities are 
expected to be realized or settled: 


2010 2009 Remaining Period


Regulatory assets
   Current
        Energy optimization costs recoverable from customers 410$          1,238$       1 year


   Noncurrent
        Unamortized costs related to postretirement benefit plans 43,328$     41,317$     10 - 20 years
        Deferred postretirement benefit expense 1,798         2,698         2 years
        Deferred loss on reacquired debt 4,538         691            6 - 9 years
        Deferred environmental costs 13,367       5,076         1 - 10 years
        Other 10,502       3,351         3 - 15 years


73,533$     53,133$     


Regulatory liabilities
   Current
        Amounts payable to customers (gas cost overrecovery) 2,304$       9,171$       1 year


   Noncurrent
        Asset removal costs 68,158$     64,465$     10 - 40 years
        Deferred tax benefits -             310            
        Insurance recovery of environmental costs 1,480         -             7 years


69,638$     64,775$     


(in thousands, except number of years)


December 31,


 


 
Note 3. Income Taxes 


Current Accounting Guidance Governing Income Taxes.  SHC accounts for income taxes in accordance with 
current accounting guidance.  Current guidance requires an annual measurement of deferred tax assets and deferred 
tax liabilities based upon the estimated future tax effects of temporary differences and carry-forwards. 


2010 2009 2008
(in thousands)


Federal income tax expense:
        Current 125$                33$                   218$            
        Deferred to future periods 11,366             10,414              12,147         
State income tax expense (benefit):
        Current 472                  616                   1,928           
        Deferred to future periods 3,059               (761)                 1,521           
Total income tax expense 15,022$           10,302$            15,814$       


Year Ended December 31,


 


Reconciliation of Statutory Rate to Effective Rate.  The table below provides a reconciliation of the difference 
between SHC’s provision for income taxes and income taxes computed at the statutory rate. 
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2010 2009 2008
(in thousands)


Net income (loss) from continuing operations 21,195$           20,370$           11,293$           
    Add back:  Income tax expense 15,022             10,302             15,814             
                      Income attributable to a non-controlling interest 57                    -                       -                       
Pre-tax income 36,274             30,672             27,107             


Computed federal income tax expense 12,696             10,735             9,487               
State income tax expense, net of federal taxes 2,178             (95)                  2,242              
Nondeductible acquisition related expenses -                 (232)                4,677              
Nondeductible termination agreement to sell subsidiary -                 -                      -                      
Other 148                  (106)                 (592)                 
Total income tax expense 15,022$           10,302$           15,814$           


Year Ended December 31,


 


 


Deferred Income Taxes.  Deferred income taxes arise from temporary differences between the tax basis of 
assets and liabilities and their reported amounts in SHC’s financial statements.  SHC also has an estimated net 
operating loss (“NOL”) carry-forward for federal tax purposes of $90.3 million at December 31, 2010, of which 
$6.7 million expires in 2022, $48.6 million expires in 2023, $15.6 million expires in 2024, $0.2 million expires in 
2025, $1.7 million expires in 2026, $16.9 million expires in 2027, $0.5 million expires in 2028 and $0.1 million 
expires in 2029.  SHC’s ability to utilize its NOLs is limited by the Internal Revenue Code.  SHC currently expects 
however, that it will realize enough taxable income in future years to utilize its NOLs prior to their expiration. 


SHC accounts for uncertainty in income taxes recognized in an entity’s financial statements in accordance with 
guidance governing accounting for income taxes.  SHC had approximately $0.9 million of gross unrecognized tax 
benefits associated with uncertain tax positions at both December 31, 2010, and December 31, 2009.  It is SHC’s 
policy to account for interest and penalties associated with uncertain income tax positions as a component of income 
tax expense.  As of December 31, 2010, no amounts were accrued for interest or penalties associated with uncertain 
income tax positions. 
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The table below shows the principal components of SHC’s deferred tax assets (liabilities). 


 
Note 4. Capitalization 


Common Shareholder’s Equity. 


SHC is a direct wholly-owned subsidiary of Continental.  


SHC’s common shareholder’s equity at December 31, 2010, and 2009, included other comprehensive income of 
$1.3 million and $1.4 million, respectively.  The following table provides the components of the accumulated 
comprehensive income, at December 31, 2010, and 2009, net of income taxes: 


2010 2009
(in thousands)


Funded status adjustment for certain pension plans (197)$              (530)$               
Unrecognized derivative gains 1,397               1,525               
Unrecognized valuation gains on marketable securities 80                    356                  


1,280$             1,351$             


December 31,


 


Long-Term Debt.  On January 30, 2009, Continental, along with its co-borrowers NMGI, SHC and CRHC, 
entered into a credit agreement with Royal Bank of Canada (“RBC”), as administrative agent, and a syndicate of 
lenders (the “CES RBC Credit Agreement”).  The CES RBC Credit Agreement consists of a $300 million secured 
term loan (“the “CES RBC Term Loan”) which was drawn at one time and has a maturity date of January 30, 2014.  
SHC was allocated $118.0 million of the CES RBC Term loan (“SHC CES RBC Term Loan”) and the SHC CES 
RBC Term Loan has $90.0 million outstanding at December 31, 2010.  The stock of several Continental subsidiaries 
is pledged as collateral under the CES RBC Credit Agreement.  


2010 2009
(in thousands)


Property, plant and equipment (72,929)$   (70,491)$  
Retiree medical benefit regulatory assets (512)   (827)   
Reserve for uncollectible accounts 485   744   
Accrued vacation 929   914   
Property taxes (1,469)    (1,421)   
Goodwill (7,893)    (5,385)   
Deferred state income tax expense 1,902    2,525   
Pensions and other postretirement plans (1,246)    5,359   
Gas in underground storage (654)   (2,549)   
Gas charge over-recovery 806   5,668   
Net operating loss carryforward 31,594    35,970   
AMT credit carryforward 3,847    3,520   
Deferred Michigan business tax expense (1,696)    (1,080)   
Other (1,414)    (769)   
Total deferred taxes (48,250)   (27,822)   


Deferred tax liabilities (182,778)$   (170,342)$  
Deferred tax assets 134,528    142,520   
Total deferred taxes (48,250)$   (27,822)$   


December 31,
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The SHC CES RBC Term Loan may be incurred and maintained as, or converted into, Alternative Base Rate 
(“ABR”) loans or LIBOR loans.  ABR loans bear interest at a rate per annum of 1.25% plus the higher of (i) prime 
lending rate announced from time to time by the administrative agent; (ii) the Federal Funds Effective Rate plus ½ 
of 1%; or (iii) the LIBOR rate for a one month interest period plus 1%.  LIBOR loans bear interest at the rate per 
annum of 2.25% plus the relevant LIBOR rate (for interest periods of one, two, three or six months).  Interest on 
ARB Loans is payable in arrears on the last business day of each March, June, September and December.  Interest 
on LIBOR loans is payable on the last day of each interest period, except in the case of LIBOR loans with an interest 
period of six months on which interest is to be paid every three months. 


SHC has the right to prepay the SHC CES RBC Term Loan, in whole or in part, without premium or penalty.  
Voluntary prepayments of the SHC CES RBC Term Loan may not be re-borrowed.  SHC is also required to make 
mandatory prepayments of $0.3 million on the SHC CES RBC Term Loan beginning with the quarter ending June 
30, 2009, and each subsequent quarter thereafter until the maturity date.  In addition, Continental is required to make 
mandatory prepayments on the CES RBC Term Loan: (i) if any capital stock is issued pursuant to an initial public 
offering an amount equal to 50% of the net cash proceeds thereof shall be applied to the CES RBC Term Loan; (ii) 
if certain indebtedness is incurred, then 100% of the net proceeds thereof must be applied as a prepayment of the 
CES RBC Term Loan; (iii) if Continental or a subsidiary receives net cash proceeds from any asset sale (as such 
term is defined by the CES RBC Credit Agreement), then, unless a reinvestment notice is delivered to RBC in 
respect thereof, 100% of the net cash proceeds thereof must be applied as a prepayment of the CES RBC Term 
Loan; or (iv) if Continental has any excess cash flow, as defined in the CES RBC Credit Agreement, then a 
percentage, as dictated by the CES RBC Credit Agreement, of those excess cash flows must be used to prepay the 
CES RBC Term Loan.  Mandatory prepayments of the CES RBC Term Loan may not be re-borrowed.  SHC made 
principal payments on the SHC CES RBC Term Loan in 2010 totaling $15.7 million and thus satisfied all of its 
remaining quarterly payment obligations.  As a result of these payments, the balance of the SHC CES RBC Term 
Loan was reduced from $105.7 million at December 31, 2009, to $90.0 million at December 31, 2010. 


SEMCO also has a credit agreement with RBC, as administrative agent, and a syndicate of lenders (the 
“SEMCO RBC Credit Agreement”).  The SEMCO RBC Credit Agreement consists of a $130 million secured 
revolving credit facility (the “SEMCO RBC Revolver”) with a maturity date of November 9, 2012, and a $345 
million secured term loan (the “SEMCO RBC Term Loan”) maturing on November 9, 2014.  In the second quarter 
of 2010, proceeds from the SEMCO’s issuance of its 5.15% Senior Secured Notes (the “Senior Notes”) (discussed 
below in this note), together with cash on hand, were used to repay $300 million of the SEMCO RBC Term Loan, 
resulting in a SEMCO RBC Term Loan balance of $45 million at December 31, 2010.  For information about the 
RBC Revolver, refer to Note 5. 


The SEMCO RBC Term Loan may be incurred and maintained as, or converted into, Alternative Base Rate 
loans (“SEMCO ABR Loans”) or LIBOR rate loans (“SEMCO LIBOR Loans”).  As of December 31, 2010, 
SEMCO had elected to have the $45 million of the SEMCO RBC Term Loan as a one-month SEMCO LIBOR Loan 
with a maturity date of December 31, 2010, and thereafter on a month-to-month basis.  Interest on the SEMCO RBC 
Term Loan is payable at a variable rate and is calculated and paid in the same manner as prescribed for the SEMCO 
RBC Revolver.  For information on how interest is calculated and paid on the SEMCO RBC Term Loan and the 
SEMCO RBC Revolver, refer to Note 5.  SEMCO has the right to prepay the SEMCO RBC Term Loan, in whole or 
in part.  Voluntary prepayments of the SEMCO RBC Term Loan may not be re-borrowed.  If certain indebtedness is 
incurred by SEMCO, then 100% of the net proceeds therefrom must be applied as a prepayment of the SEMCO 
RBC Term Loan.  In addition, if SEMCO or a subsidiary receives net cash proceeds from any asset sale (as such 
term is defined by the SEMCO RBC Credit Agreement), then, unless a reinvestment notice is delivered to RBC in 
respect thereof, 100% of the net cash proceeds therefrom must be applied as a prepayment of the SEMCO RBC 
Term Loan.  Mandatory prepayments of the SEMCO RBC Term Loan may not be re-borrowed. 


On April 21, 2010, SEMCO completed its issuance of the Senior Notes, in an aggregate principal amount of 
$300 million.  The Senior Notes were issued at a price of 99.930% and will mature at 100% of their principal 
amount on April 21, 2020.  The Senior Notes have a coupon rate of 5.15%.  SEMCO pays the interest on the Senior 
Notes on a semi-annual basis in arrears on April 21 and October 21 of each year, commencing on October 21, 2010.  
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The Senior Notes were issued in a private transaction that was not subject to the registration requirements of the 
Securities Act of 1933.  The Senior Notes, the SEMCO RBC Term Loan and the SEMCO RBC Revolver are 
secured by certain assets of SEMCO.  The SEMCO RBC Credit Agreement was amended to permit the issuance of 
the Senior Notes.   


The net proceeds from the Senior Notes were approximately $295.8 million, after deducting fees and expenses 
incurred in connection with amending the SEMCO RBC Credit Agreement and issuing the Senior Notes.  SEMCO 
used the net proceeds from the Senior Notes, together with cash on hand, to repay $300 million of the SEMCO RBC 
Term Loan and to pay related fees and expenses. 


SEMCO’s obligations under the Senior Notes are guaranteed on a senior basis by the SEMCO subsidiaries that 
are guarantors under the SEMCO RBC Credit Agreement.  The Senior Notes rank equally and ratably in right of 
payment with all of the existing and future senior indebtedness of SEMCO and the guarantors (including debt 
incurred under the SEMCO RBC Credit Agreement).  The indenture governing the Senior Notes contains covenants 
that, among other things, limit SEMCO’s ability to create liens, transfer or sell assets, and consolidate, merge or sell 
substantially all of the SEMCO’s assets. 


In addition to the SEMCO RBC Term Loan and the Senior Notes, SEMCO had approximately $5.0 million of 
other long-term debt outstanding at December 31, 2010, at fixed interest rates. 


During 2009, SEMCO redeemed all $30.0 million of its outstanding 6.49% Senior Notes due 2009 at par.  
These redemptions were funded from operating cash flows generated during 2009. 


During 2008, SEMCO purchased the remaining balances of the 7 1/8% Notes due 2008 and its 7 3/4% Notes 
due 2013.  In addition, SEMCO redeemed $5.0 million of its 6.40% Senior Notes due 2008 and $5.0 million of its 
7.03% Senior Notes due 2013.  These redemptions were funded from the operating cash flows generated during 
2008.   


At December 31, 2010, there were no annual sinking fund requirements for SHC’s existing debt over the next 
five years.  SHC has $140.0 million of long-term debt maturing over the next five years as follows (in millions): 


Maturities of long-term debt Face Carrying
Amount Amount


2011 -$         -$         
2012 -           -           
2013 5.0            4.8            
2014 135.0        135.0        
2015 -           -           


At December 31, 2010


 


 
Note 5. Short-Term Borrowings 


As part of the SEMCO RBC Credit Agreement, SEMCO has $130 million available to it under the SEMCO 
RBC Revolver with a maturity date of November 9, 2012.  Borrowing under the SEMCO RBC Revolver may be 
used to refinance existing debt, meet working capital requirements and for general corporate purposes of SEMCO 
and its subsidiaries and to finance acquisitions permitted under the SEMCO RBC Credit Agreement.  At December 
31, 2010, SEMCO was utilizing approximately $78.4 million of the borrowing capacity available under the SEMCO 
RBC Revolver, leaving approximately $51.6 million of the borrowing capacity unused.  The $78.4 million of 
capacity being used consisted of $78.0 million of borrowings and $0.4 million of letters of credit.  These amounts 
will change from time to time, reflecting SEMCO’s then-current working capital needs and then-current gas supplier 
credit terms. 
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Under the terms of the SEMCO RBC Credit Agreement governing the SEMCO RBC Revolver, SEMCO may 
choose to obtain loans which are SEMCO LIBOR Loans or SEMCO ABR Loans.  SEMCO LIBOR Loans bear 
interest at the LIBOR rate (for one week or a one, two, three or six month period, as elected by SEMCO) plus a 
margin which ranges from 1.00% to 1.25% and depends on the SEMCO’s Ratio of Consolidated Total Debt to 
Consolidated Total Capitalization (as defined in the SEMCO RBC Credit Agreement).  SEMCO’s current margin, 
based on this ratio calculation, is 1.25%.  SEMCO must provide three business days’ notice to obtain SEMCO 
LIBOR Loans.  SEMCO ABR Loans bear interest at a base rate, which is defined in the SEMCO RBC Credit 
Agreement as (i) the higher of the prime lending rate announced from time to time by the administrative agent or the 
Federal Funds Effective Rate, as defined in the SEMCO RBC Credit Agreement, plus 0.25%, plus (ii) a margin 
which ranges from 0% to 0.25%, also depending on SEMCO’s Ratio of Consolidated Total Debt to Consolidated 
Total Capitalization (as defined in the SEMCO RBC Credit Agreement).  SEMCO must provide one business day’s 
notice to obtain SEMCO ABR Loans.  Interest is payable on SEMCO LIBOR Loans on the last day of each interest 
period elected.  Interest is payable on SEMCO ABR Loans on the last day of each March, June, September and 
December. 


Under the terms of the SEMCO RBC Credit Agreement, the lenders have committed to provide letters of credit 
in an aggregate amount of up to $40 million under the SEMCO RBC Revolver.  A portion of the SEMCO RBC 
Revolver (in an amount not to exceed $20 million) may be made available for same-day loan requests (the 
“Swingline Facility”).  Interest is calculated on loans outstanding under the Swingline Facility in the same manner 
as it is calculated for SEMCO ABR Loans. 


2010 2009 2008
(in thousands)


Notes payable balance at year end 78,000$       58,000$       100,000$     
Unused bank credit facilities at year end 51,600$       71,200$       29,800$       
Average interest rate at year end 1.7% 2.1% 1.8%
Weighted average interest rate 2.0% 1.8% 4.0%


Years ended December 31,


 


 


Covenants in the SEMCO RBC Credit Agreement require that SEMCO not permit its consolidated interest 
coverage ratio for any test period ending at the end of any calendar quarter to be less than 2.25 to 1.  In addition, 
SEMCO agreed not to permit the ratio of consolidated total debt to consolidated capitalization (as defined in the 
SEMCO RBC Credit Agreement) as of the last day of any fiscal quarter to be greater than 0.60 to 1.  SEMCO’s 
failure to comply with any of its financial covenants may result in an event of default which, if not cured or waived, 
could result in the acceleration of the debt under the SEMCO RBC Credit Agreement or the indentures governing its 
outstanding debt issuances that contain cross-acceleration or cross-default provisions.  In such a case, there can be 
no assurance that SEMCO would be able to refinance or otherwise repay such indebtedness, which could result in a 
material adverse effect on SEMCO’s business, results of operation, liquidity and financial condition. 


Provisions of the SEMCO RBC Credit Agreement were amended in July 2010, to allow for a planned SEMCO 
investment in ASHC, which owns the CINGSA Storage Project.  The SEMCO RBC Credit Agreement amendments:  
(i) allow SEMCO to incur additional indebtedness (including guarantees) of up to $120 million to fund this joint 
venture; (ii) permit SEMCO to provide an unsecured guarantee for indemnity obligations relating to this joint 
venture of up to $80 million; and (iii) permit an investment by SEMCO in this joint venture of up to $160 million.  
For additional information about the CINGSA Storage Project, refer to Note 2. 
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Note 6. Financial Instruments 


The following methods and assumptions were used to estimate the fair value of each significant class of 
financial instruments: 


Cash, Cash Equivalents, Accounts Receivable, Accounts Payable and Notes Payable.  The carrying amount 
approximates fair value because of the short maturity of those instruments. 


Long-Term Debt.  The fair values of SHC’s long-term debt are estimated based on quoted market prices for the 
same or similar issues.  The table below shows the estimated fair values of SHC’s long-term debt, excluding current 
interest payable, as of December 31, 2010, and 2009: 


2010 2009
(in thousands)


Long-term debt, including current maturities 
    Carrying amount 439,834$     454,597$     
    Fair value 453,088       455,460       


December 31,


 


 
Note 7. Risk Management Activities and Derivative Transactions 


The business activities of SHC and its direct and indirect subsidiaries expose SHC to a variety of risks, 
including commodity price risk and interest rate risks.  Management identifies risks associated with SHC’s business 
and determines which risks it wishes to manage with financial instruments and which types of instruments it should 
use to manage those risks. 


SHC records all derivative instruments into which it enters based on current accounting guidance on this 
subject.  The applicable guidance requires that every derivative instrument (including certain derivative instruments 
embedded in other contracts), except for those which qualify for the normal purchases and sales exception, be 
recorded in the statement of financial position, as either an asset or liability, measured at fair value.  Derivative 
instruments that qualify for the purchase and sales exception are not recognized at fair value in the statement of 
financial position.  The applicable accounting guidance also requires that changes in the derivative’s fair value be 
recognized currently in earnings unless specific hedge accounting criteria are met.  Special accounting for qualifying 
hedges allows a derivative’s gains and losses to offset related results on the hedged item in the statement of 
operations, and requires that an entity must document, designate, and assess the effectiveness of transactions that 
receive hedge accounting.  For derivatives designated as cash flow hedges, changes in fair value are recorded in 
other comprehensive income for the portion of the change in value of the derivative that is an effective hedge.  Any 
ineffective portion of the change in fair value would be recorded as a gain or loss in the income statement. 


SHC and SEMCO may, from time to time, enter into fixed-to-floating interest rate swaps in order to maintain 
the desired mix of fixed-rate and floating-rate debt.  These swaps would be designated as fair value hedges under 
accounting guidance, and the difference between the amounts paid and received under these swaps would be 
recorded as an adjustment to interest expense over the term of the swap agreement.  If the swaps were terminated, 
any unrealized gains or losses would be recognized pro-rata over the remaining term of the hedged item as an 
increase or decrease in interest expense. 


SHC and SEMCO may also, from time to time, enter into floating-to-fixed interest rate swaps in order to 
maintain the desired mix of fixed-rate and floating-rate debt.  These swaps would be designated as cash flow hedges 
under the applicable accounting guidance, and the difference between the amounts paid and received under these 
swaps would be recorded as an adjustment to interest expense over the term of the swap agreement.  For cash flow 
hedges, the effective portion of gains and losses on derivative transactions would be reported as a component of 
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other comprehensive income.  Gains and losses related to hedge ineffectiveness for outstanding derivatives would be 
computed on a quarterly basis and included in interest expense. 


In January 2008, SEMCO entered into two floating-to-fixed interest rate swap agreements with a financial 
institution in order to hedge the variable component of the interest payments on a portion of the SEMCO RBC Term 
Loan.  The first interest rate swap agreement hedged the variable component of the interest payments on 
$100 million of the SEMCO RBC Term Loan for the period from February 15, 2008, through February 15, 2010 
(the “February 2010 Swap”).  The February 2010 Swap expired in accordance with its terms on February 15, 2010.  
The second interest rate swap agreement hedged the variable component of the interest payments on an additional 
$100 million of the SEMCO RBC Term Loan for the period from February 15, 2008, through August 15, 2010 (the 
“August 2010 Swap”).  The August 2010 Swap effectively converted the variable or floating interest rate on a 
portion of the SEMCO RBC Term Loan to a fixed interest rate and was being accounted-for as a cash flow hedge.  
On a quarterly basis, SEMCO paid the counterparty a fixed interest rate of 3.09% on the principal amount covered 
by the August 2010 Swap and received payments based on a floating interest rate based on LIBOR. 


During the second quarter of 2010, SEMCO issued $300 million in Senior Notes.  Proceeds from this issuance, 
together with cash on hand, were used to repay $300 million of the SEMCO RBC Term Loan.  As a result of this 
repayment, the August 2010 Swap became ineffective to the extent that it no longer qualified for hedge accounting 
under the applicable accounting guidance.  Consequently, SEMCO ceased hedge accounting for the August 2010 
Swap effective April 21, 2010.  The fair value of the August 2010 Swap at April 21, 2010, represented a loss of $1.4 
million.  Based on accounting guidance, this amount was reclassified from other comprehensive income to earnings 
(interest expense) in the second quarter of 2010.  After discontinuation of hedge accounting, the fair value of the 
August 2010 Swap was marked to market and the resulting adjustment was recorded in earnings.  The August 2010 
Swap expired in accordance with its terms on August 15, 2010. 


See Note 4, in this report for information about SEMCO’s RBC Term Loan and SEMCO’s issuance of the 
Senior Notes in April 2010. 


 
Note 8. Fair Value Measurements 


Accounting guidance governing fair value measurements and disclosures provides that fair value represents the 
amount that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market 
participants.  As such, fair value is a market-based measurement that is determined based upon assumptions that 
market participants would use in pricing an asset or liability.  As a basis for considering such assumptions, 
accounting guidance also establishes a three-tier fair value hierarchy, which prioritizes the inputs used in measuring 
fair value as follows: 


Level 1: Observable inputs, such as quoted prices in active markets;  
Level 2: Inputs, other than quoted prices in active markets, that are observable either directly or indirectly; and   
Level 3: Unobservable inputs for which there is little or no market data, requiring the reporting entity to develop 


its own assumptions. 


Assets and liabilities measured at fair value are based on one or more of the following three valuation 
techniques noted under accounting guidance:  


(A)  Market approach: Prices and other relevant information generated by market transactions involving 
identical or comparable assets or liabilities;   


(B)  Cost approach: Amount that would be required to replace the service capacity of an asset (replacement 
cost); and   


(C)  Income approach: Techniques to convert future amounts to a single present amount based upon market 
expectations (including present value techniques, option-pricing and excess earnings models). 
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Financial assets measured at fair value as of December 31, 2010, are set forth in the table below:  


Asset / Valuation
Description Frequency (Liability) Level 1 Level 2 Level 3 Technique


Marketable Securities Recurring 1,288$         1,288$       -$           -$           A


(In thousands)


 


 


SEMCO’s marketable securities represent deferred compensation payments invested in both equity and debt 
securities and held in two trusts.  The fair values of these marketable securities are obtained from quoted market 
prices and are provided by the bank administering the trusts. 


 
Note 9. Pension Plans and Other Postretirement Benefits 


Pensions.  SEMCO has defined-benefit pension plans for eligible employees (“Pension Plans”).  Benefits under 
the Pension Plans are generally based upon years of service or a combination of years of service and compensation 
during the final years of employment.  SEMCO’s funding policy is to contribute amounts annually to fund the 
Pension Plans based upon actuarial and economic assumptions intended to achieve adequate funding of projected 
benefit obligations.  SEMCO also has a Supplemental Executive Retirement Plan, or SERP, which is an unfunded 
defined-benefit pension plan.  Effective in March 2008, the SERP was closed to additional participants and SERP 
benefit accruals for participants ceased. 


In 2010, 2009 and 2008, SEMCO expensed pension costs of $6.3 million, $7.7 million and $3.6 million, 
respectively.  The pension expense for 2010, 2009 and 2008 includes $1.7 million, $1.7 million and $1.8 million, 
respectively, for the amortization of regulatory assets related to pension costs.  The pension expense for 2008 also 
includes a curtailment gain of $0.5 million due to the closing of the SERP to new participants and the end to SERP 
accruals. 


SEMCO contributed $9.1 million to fund its Pension Plans during 2010.  SEMCO estimates it will contribute 
approximately $6.0 million to fund its Pension Plans in 2011. 


Other Postretirement Benefits.  SEMCO has postretirement benefit plans (“Postretirement Plans”) that provide 
certain medical and prescription drug benefits to eligible retired employees, their spouses and covered dependents.  
Benefits are based on a combination of the retiree’s age and years of service at retirement.  SEMCO accounts for 
retiree medical benefits in accordance with current accounting guidance.  This guidance requires the full accrual of 
such costs during the years that the employee renders service until the date of full eligibility. 


In 2010, 2009 and 2008, SEMCO expensed retiree medical costs of $1.7 million, $2.4 million and $1.8 million, 
respectively.  Retiree medical expense for 2010, 2009 and 2008 includes $1.3 million, $1.3 million, $1.3 million, 
respectively, for the amortization of regulatory assets related to retiree medical costs. 


SEMCO contributed $1.5 million to fund its Postretirement Plans or to cover retiree medical costs during 2010.  
SEMCO estimates it will make contributions of $1.4 million to fund its Postretirement Plans or to cover retiree 
medical costs in 2011. 


The Patient Protection and Affordable Care Act and the related Health Care and Education Reconciliation Act 
(the “Health Care Acts”) were enacted in March 2010.  For tax years beginning after December 31, 2012, the Health 
Care Acts repeal the tax deduction for the portion of health care costs that are reimbursed by the Medicare Part D 
subsidy.  To reflect this change in the law, SEMCO decreased its deferred tax asset balance by $4.8 million and 
increased its regulatory assets by $4.8 million, as the rate-setting process generally allows for the SEMCO’s 
recovery of income tax expense (which was effectively increased by the repeal of this tax deduction in the Health 







Semco Holding Corporation 
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued) 


F-29 


Care Acts).  As a result, the Health Care Acts had no effect on the net income of SHC or SEMCO for the year ended 
December 31, 2010. 


 
SEMCO uses a measurement date of December 31 for the Pension Plans and Postretirement Plans.  The 


following tables provide information about the Pension Plans and Postretirement Plans: 


2010 2009 2008
    (in thousands)


Components of net periodic benefit cost
   Service cost 3,788$           3,288$           3,082$           
   Interest cost 6,703             6,580             6,074             
   Expected return on plan assets (6,948)            (5,299)            (6,799)            
   Curtailment gain -                 -                 (490)               
   Amortization of net loss 1,046             1,505             -                 
   Amortization of regulatory asset 1,668             1,668             1,752             
Net periodic benefit cost 6,257$           7,742$           3,619$           


2010 2009 2008
    (in thousands)


Components of net periodic benefit cost
   Service cost 717$              637$              654$              
   Interest cost 2,241             2,325             2,403             
   Expected return on plan assets (2,544)            (2,058)            (2,604)            
   Amortization of net (gain) or loss (31)                 83                  (13)                 
   Early retirement capped rights -                 151                -                 
   Amortization of regulatory asset 1,311             1,311             1,331             
Net periodic benefit cost 1,694$           2,449$           1,771$           


Pension Benefits


Other Postretirement Benefits
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Pension Benefits Other Postretirement Benefits
December 31, December 31,


2010 2009 2010 2009
(in thousands)


Projected benefit obligation (PBO) /
  Accumulated postretirement benefit 
  obligation (APBO) at 
  current measurement date 129,598$      118,370$      41,430$        38,735$        


Less: Fair value of assets at 
  current measurement date 100,599        84,934          36,234          31,954          


       Funded status (28,999)$       (33,436)$       (5,196)$         (6,781)$         


Accumulated benefit obligation 
  for pension benefit plans 115,596$      104,606$      N/A N/A


Contributions and benefits paid
       Company contributions 9,077            8,096            1,537            1,715            
       Benefits paid (4,878)           (3,616)           (1,492)           (1,290)           


Items not yet recognized as a component
  of net periodic benefit costs
       Net transition obligation -$              -$              -$              -$              
       Net prior service cost (credit) 227               -                -                -                
       Net loss (gain)  23,100          23,275          (480)              (49)                


23,327$        23,275$        (480)$            (49)$              


The above amounts are reflected in
  the consolidated statements of 
  financial position as follows:
      Regulatory assets / liabilities 23,077$        23,354$        (480)$            (49)$              
      Accumulated comprehensive income 250               (79)                -                -                


23,327$        23,275$        (480)$            (49)$               


The estimated net loss and prior service cost for the defined-benefit pension plans that will be amortized into net 
periodic benefit cost in 2011 from regulatory assets and/or liabilities is $1.0 million.  The estimated net loss and 
prior service cost for the other postretirement benefit plans that will be amortized into net periodic benefit cost in 
2011 from the regulatory assets and/or liabilities is zero.  There are no net loss or prior service costs for either the 
defined-benefit pension plans or the other postretirement benefit plans that are estimated to be amortized into net 
periodic benefit cost in 2011 from accumulated comprehensive income.    
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Assumptions.  The following tables provide the assumptions used to determine the benefit obligations and the 
net periodic benefit costs for Pension Plans and Postretirement Plans for 2010 and 2009: 


Pension Benefits Other Postretirement Benefits
2010 2009 2010 2009


(in thousands, except for percentages)


Assumptions and dates used at disclosure
       Discount rate 5.60% (1) 5.90% (2) 5.60% 5.90%
       Compensation increase rate 4.00% 4.00% N/A N/A
       Current year trend - medical N/A N/A 8.20% 8.60%
       Ultimate year trend N/A N/A 5.00% 5.00%
       Year of Ultimate trend rate N/A N/A 2019 2019
       Measurement date 12/31/2010 12/31/2009 12/31/2010 12/31/2009
       Census date 1/01/2010 1/01/2009 1/01/2010 1/01/2009


Assumptions used to determine expense
       Discount rate 5.90% (2) 6.50% (3) 5.90% 6.50%
       Long-term rate of return on assets 8.00% 8.00% 8.00% 8.00%
       Compensation increase rate 4.00% 4.00% N/A N/A
       Current year trend - medical N/A N/A 8.60% 9.00%
       Ultimate year trend N/A N/A 5.00% 5.00%
       Year of Ultimate trend rate N/A N/A 2019 2019


         (1)  2010 Discount rate for the SERP was 4.3%. All other plans assumed a 5.6% discount rate.
         (2)  2009 Discount rate for the SERP was 4.90%. All other plans assumed a 5.90% discount rate.
         (3)  2009 Discount rate for the SERP was 7.00%. All other plans assumed a 6.50% discount rate.  


The discount rate used is determined by reference to the Towers Watson U.S. Rate: Link Yield Curve, other 
long-term corporate bond measures and the expected cash flows of the plans.  The duration of the securities 
underlying those indexes reasonably matches the expected timing of anticipated future benefit payments. 


The expected long-term rate of return on plan assets is established based on expectations of asset returns for the 
investment mix in its plans (with some reliance on historical asset returns for the plans).  The expected returns of 
various asset categories are blended to derive an appropriate long-term assumption. 


Plan Assets.  The weighted-average asset allocations of the Pension Plans and Postretirement Plans at 
December 31, 2010, and 2009, are presented in the following table: 


December 31, 2010 2009 2010 2009


Asset Category
     Equity securities 66.9% 67.9% 67.1% 67.8%
     Debt securities 32.8% 31.8% 32.9% 32.1%
     Other 0.3% 0.3% 0.0% 0.1%
     Total 100.0% 100.0% 100.0% 100.0%


Percentage Allocation
Pension Benefits Other Postretirement Benefits
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SEMCO has a target asset allocation of 67% equities and 33% debt instruments for funding its Pension Plans 
and Postretirement Plans.  Year-end pension contributions and cash held for retiree pension payments also impact 
the actual asset allocation compared to the target asset allocation. 


The primary goal of the funding approach is to ensure that pension and other postretirement liabilities are met.  
Emphasis is placed on the long-term characteristics of individual asset classes and the benefits of diversification 
across multiple asset classes.  The approach incorporates an assessment of the proper long-term level of risk for the 
plans, considering factors such as the long-term nature of the related liabilities, the current funded status of the 
plans, and the impact of asset allocation on the volatility and magnitude of contributions and expense. 


The table below provides the fair values of pension and post retirement benefits trust plan assets as of December 
31, 2010.  The table also identifies the level of inputs used to determine the fair value of assets in each category (see 
Note 8 for the definition of these levels).  All of the plan assets are identified as Level 1 inputs as the fair market 
values are based on the quoted market prices or are cash equivalents which are equal to fair market value. 


Description Level 1 Level 2 Level 3 Total


Domestic equities 76,047$     -$           -$           76,047$     


International equities 15,622       -             -             15,622       


Fixed income securities 44,909       -             -             44,909       


Cash & cash equivalents (a) 256            -             -             256            


        Total 136,834$   -$           -$           136,834$   


(in thousands)


 


 (a)  Cash and cash equivalents are predominantly held in money market funds. 


At December 31, 2010, the fair value of the plan assets of $136.8 million in the table above consisted of $100.6 
million in assets for pension benefits and $36.2 million in assets for postretirement benefits. 


Estimated Future Benefit Payments.  The following benefit payments, which reflect expected future service, as 
appropriate, are expected to be paid: 


Pension Gross Less Medicare Net
Benefits Benefits Part D Subsidy Benefits


2011 4,695$               1,786$               197$                  1,589$               
2012 5,846                 1,862                 220                    1,642                 
2013 5,796                 1,943                 246                    1,697                 
2014 6,467                 2,050                 271                    1,779                 
2015 6,180                 2,229                 288                    1,941                 
Years 2016 - 2020 38,822               13,458               1,780                 11,678               


Other Postretirement Benefits


(in thousands)


 


401(k) Plans and Profit-Sharing Plans.  SEMCO has defined contribution plans, commonly referred to as 
401(k) plans, covering eligible employees.  Certain of the 401(k) plans contain provisions for SEMCO matching 
contributions.  The amount expensed for SEMCO matching contributions was $1.6 million for each of the years 
2010, 2009 and 2008. 
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SEMCO also has profit-sharing plans covering ENSTAR union-represented employees.  Annual contributions 
are generally discretionary or determined by a formula, which includes minimum contribution requirements.  Profit-
sharing expense was $0.2 million for each of the years 2010, 2009 and 2008. 


 
Note 10.   Transactions with Related Parties 


Management services are provided to SEMCO by the same company that manages the group of investment 
funds that together are the majority owner of Continental.  Fees for these services amounted to $1.2 million for the 
years 2010, 2009 and 2008.  These fees are included in Operations and Maintenance expense in the Consolidated 
Statements of Operations. 


ERGSS provides natural gas storage services to SEMCO Gas.  The cost of these services was $3.5 million for 
each of the years 2010 and 2009, and $3.1 million for 2008.  These costs are included in cost of gas sold in the 
Consolidated Statements of Operations. 


SHC had receivables from affiliates of $0.1 million and $0.6 million as of December 31, 2010, and December 
31, 2009, respectively.  These receivables are included in Other Current Assets in the Consolidated Statements of 
Financial Position. 


 
Note 11.  Commitments and Contingencies 


Lease Commitments.  SEMCO leases buildings, vehicles and equipment.  These leases are classified as 
operating leases in accordance with the applicable accounting guidance.  A significant portion of the SEMCO’s 
vehicles are leased.  Leases on the majority of SEMCO’s new vehicles are for a minimum of twelve months.  
SEMCO has the right to extend each vehicle lease annually and to cancel an extended lease at any time. 


SEMCO’s future minimum lease payments that have initial or remaining non-cancelable lease terms in excess 
of one year at December 31, 2010, totaled $11.8 million consisting of (in millions): 


2011 2.2$          
2012 1.8$          
2013 1.8$          
2014 1.7$          
2015 1.7$          


Thereafter 2.6$           


Total lease payments were approximately $3.5 million, $3.3 million and $3.1 million in 2010, 2009 and 2008, 
respectively.  The annual future minimum lease payments are less than the lease payments incurred in 2008 through 
2010, because most of the vehicle leases at December 31, 2010, were on a month-to-month basis and therefore were 
subject to cancellation at any time.  However, management expects to renew or replace substantially all of these 
leases. 







Semco Holding Corporation 
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued) 


F-34 


Commitments for Natural Gas Supplies, Transmission and Storage.  SEMCO enters into contracts to purchase 
natural gas and natural gas transportation and storage services from various suppliers for its Gas Distribution 
Business.  These contracts, which have expiration dates that range from 2011 to 2019, are used to assure that there is 
an adequate supply of natural gas to meet the needs of customers of SEMCO Gas and ENSTAR and to minimize 
exposure to market price fluctuations.  SEMCO’s estimated gas purchase contractual obligations as of December 31, 
2010, total $223.5 million, consisting of (in millions): 


2011 86.3$        
2012 43.8$        
2013 29.7$        
2014 20.9$        
2015 11.3$        


Thereafter 31.5$         


Guarantees.  SEMCO has issued letters of credit through financial institutions for the benefit of third parties 
that have extended credit or have financial exposure to SEMCO.  At December 31, 2010, the outstanding letters of 
credit amounted to $0.4 million.  Under the terms of these letters of credit, if SEMCO does not pay amounts when 
due under the covered contracts, the beneficiary of the letter of credit may present its claim for payment to the 
financial institution, which will, in turn, request payment from SEMCO.  If SEMCO does not make the requested 
payment, the financial institution will make the payment, effectively guaranteeing SEMCO's payment.  The letters 
of credit are entered into on a short-term basis, normally every six-to-twelve months, and are then renewed for 
another short-term period.  At December 31, 2010, the scheduled expiration dates for these letters of credit range 
from March 1, 2011 to November 9, 2011. 


Environmental Issues.  Prior to the construction of major interstate natural gas pipelines, gas for heating and 
other uses was manufactured from processes involving coal, coke or oil.  Residual byproducts of these processes 
may have caused environmental conditions that require investigation and remediation.  SEMCO owns seven sites in 
Michigan where such manufactured gas plants (“MGP”) were formerly located.  Even though SEMCO never 
operated MGP facilities at four of the sites, and did so at a fifth site for only a brief period of time, SEMCO is 
subject to federal, state and local laws and regulations that require, among other things, the investigation and, if 
necessary, the remediation of contamination associated with these sites, irrespective of fault, legality of initial 
activity, or ownership, and which may impose liability for damage to natural resources.  SEMCO has complied with 
the applicable Michigan Department of Environmental Quality (“MDEQ”) requirements, which require current 
landowners to mitigate unacceptable risks to human health from the byproducts of MGP operations and to notify the 
MDEQ and adjacent property owners of potential contaminant migration.  SEMCO is currently investigating these 
sites and anticipates conducting any necessary additional investigatory and remediation activities as appropriate.  
SEMCO has already investigated, remediated and closed a site related to one of the seven MGP sites, with the 
MDEQ’s approval. 


In connection with these investigatory and remediation activities SEMCO has attempted to identify other 
potentially responsible parties to bear some or all of the costs and liabilities associated with those activities at 
several of these sites.  SEMCO also is pursuing recovery of the costs of these activities from insurance carriers.  In 
2008, SEMCO received approximately $1.9 million from an insurer in exchange for a release of the insurer from 
liability for claims related to all of SEMCO’s MGP sites.  In accordance with an MPSC accounting order, the 
payment was initially recorded as a deferred asset.  That payment was subsequently reclassified as a deferred 
liability as a result of the recent SEMCO Gas base rate case settlement.  The payment under the settlement will 
continue to be amortized over ten years.  For additional information about the SEMCO Gas base rate case 
settlement, refer to Notes 2 and 14.  SEMCO is continuing to pursue the recovery of investigatory and remediation 
costs from another insurer.  SEMCO is unable to predict, however, whether and to what extent it will be successful 
in involving other potentially responsible parties in MGP-related investigatory or remediation activities, or in 
bearing some or all of the costs and liabilities thereof, or in securing additional insurance recoveries for costs and 
liabilities associated with these sites. 
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SEMCO accrues for costs associated with environmental investigation and remediation obligations when such 
costs are probable and reasonably estimable.  Accruals for estimated costs for environmental remediation obligations 
are generally recognized no later than the completion of a Remedial Action Plan (“RAP”) for a site.  Such accruals 
are adjusted as further information becomes available or circumstances change.  At three of the MGP sites, SEMCO 
has begun efforts to determine the extent of remediation, if any, that must be performed, with the expectation of 
completing and submitting a RAP for each of the sites to the MDEQ.  From time to time, however, pre-RAP 
remediation activities are undertaken during the investigatory process.  As a result of investigational work 
performed to date, SHC’s Consolidated Statements of Financial Position include an accrual and a corresponding 
regulatory asset in the amount of $5.3 million at December 31, 2010, for estimated environmental investigation and 
remediation costs that SHC believes are probable at these three sites.  SHC has not discounted this accrual to its 
present value.  The accrued costs are expected to be paid out over the next three years. 


The accrual of $5.3 million represents what SHC believes is probable and reasonably estimable.  However, 
SHC also believes that it is reasonably possible that there could be up to an additional $5.9 million of environmental 
investigation and remediation costs for these three sites.  It is also reasonably possible that the amount accrued or the 
estimated range of costs may change in the future as SEMCO’s investigation of these sites continues and any 
remediation activities are undertaken.  These cost estimates have been developed using probabilistic modeling, 
advice from outside consultants, and judgment by management.  The estimated liabilities are based on a current 
understanding of the costs of investigation and remediation.  Actual costs, which may differ materially from these 
estimates, may vary depending on, among other factors, the actual environmental conditions at each site, the level 
and actual cost of any remediation required, and changes in applicable environmental laws. 


SEMCO has done less investigational and remedial work at the remaining four MGP sites but continues to meet 
all applicable MDEQ requirements.  SEMCO believes that further investigation and any remediation of 
environmental conditions at these sites may be the obligation of other potentially responsible parties and is presently 
considering whether to file a lawsuit against prior owners of these MGP sites to establish, among other things, their 
responsibilities with respect to the investigation and remediation of these sites.  See Note 14 for information about a 
settlement in principle reached with respect to these four MGP sites.  Similarly, environmental investigation and 
remediation costs at a fifth MGP site also may be the responsibility, in whole or in part, of another potentially 
responsible party. 


In accordance with an MPSC accounting order, SEMCO’s environmental investigation and remediation costs 
associated with these MGP sites are deferred and amortized over ten years.  Rate recognition of the related 
amortization expense does not begin until the costs are subject to review by the MPSC in a SEMCO Gas base rate 
case. 


Self-Insurance.  SEMCO is self-insured for health care costs up to $100,000 per subscriber annually.  Insurance 
coverage is carried for risks in excess of this amount.  Effective September 1, 2009, an additional 153 union-
represented employees were covered under this self-insured plan.  SEMCO incurred self-insured health care expense 
of approximately $5.9 million, $4.5 million and $3.5 million for the years ended December 31, 2010, 2009 and 
2008, respectively.  SEMCO’s estimated claims incurred but not reported were $0.8 million and $0.7 million as of 
December 31, 2010, and 2009, respectively, and are included in Other Current Liabilities in the Consolidated 
Statements of Financial Position. 


Other Contingencies.  In the normal course of business, SHC and SEMCO may be a party to lawsuits and 
administrative proceedings before various courts and government agencies.  Both also may be involved in private 
dispute resolution proceedings.  These lawsuits and proceedings may involve personal injury, property damage, 
contractual issues and other matters (including alleged violations of federal, state and local laws, rules, regulations 
and orders).  Management cannot predict the outcome or timing of any pending or threatened litigation or of actual 
or possible claims.  Except as otherwise stated, management believes resulting liabilities, if any, will not have a 
material adverse impact upon SHC’s consolidated financial position, cash flow, or results of operations. 
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In December 2008, Aurora Power Resources, Inc. (“Aurora Power”) filed a lawsuit against SEMCO in Alaska 
state court, claiming that the use of an incorrect meter constant by ENSTAR caused Aurora Power to deliver more 
gas to ENSTAR’s pipeline system on behalf of the U.S. Department of Defense’s Ft. Richardson laundry (“Ft. 
Richardson”) than was consumed by Ft. Richardson over an extended period of time, resulting in substantial 
overcharges.  SEMCO has determined that, in 2002, ENSTAR replaced a gas meter for Ft. Richardson.  The new 
meter measured deliveries on a Ccf (hundred cubic feet) basis.  Deliveries and bills were calculated, however, as if 
the meter was recording deliveries on a Mcf (thousand cubic feet) basis.  As a result of this billing error, Aurora 
Power overpaid ENSTAR for transportation service, and the U.S. Department of Defense overpaid Aurora Power 
for natural gas.  ENSTAR sales customers actually consumed the gas ENSTAR believed was being consumed by Ft. 
Richardson.  Negotiations with Aurora Power were unsuccessful, and Aurora Power commenced this litigation. 


Aurora Power asserts that it is entitled to “gas in kind” under the applicable special transportation contract and 
tariff to compensate it for the over-deliveries of gas on behalf of Ft. Richardson.  ENSTAR disagrees with this 
contention and believes instead that reimbursement of actual amounts paid is appropriate.  ENSTAR filed a motion 
to refer Aurora Power’s complaint to the RCA on the grounds that the RCA has primary jurisdiction over the special 
contract and tariff issues that will be a factor in determining the measure of Aurora Power’s damages.  The court 
granted ENSTAR’s motion.  Evidentiary hearings were held by the RCA on this matter, and in March 2011, the 
RCA held that the special contract and tariff provisions that might have required reimbursement “in kind” did not 
apply to Aurora Power’s claim.  See Note 14 for information about Aurora Power’s appeal of this RCA ruling. 


In April 2009, ENSTAR entered into a settlement agreement with the U.S. Department of Defense to remedy 
the billing error for the period of time where Aurora Power was the U.S. Department of Defense's third-party 
supplier at Ft. Richardson (October 1, 2004, through October 31, 2006).  ENSTAR made a payment to the U.S. 
Department of Defense and obtained a general release.  Because gas sales customers actually consumed the gas and 
had not yet paid for it, ENSTAR proposed to include amounts paid to the U.S. Department of Defense and to 
another third-party supplier to Ft. Richardson for the commodity portion of bills for over-deliveries of gas to 
ENSTAR’s pipeline system on behalf of Ft. Richardson in its 2009 Gas Cost Adjustment rate.  (The Gas Cost 
Adjustment rate is the GCR rate charged to ENSTAR customers for the gas they consume.)  In March 2010, the 
RCA rejected ENSTAR's request that these amounts be included in the Gas Cost Adjustment rate and ordered that 
refunds be made.  ENSTAR did not appeal the RCA’s ruling.  The costs disallowed by this RCA order totaled 
approximately $6.7 million, including interest.  In compliance with the RCA order, ENSTAR filed a refund plan 
with the RCA in April 2010.  The RCA issued an order requiring that direct refunds be made to qualified customers.  
The bulk of the refunds were made in November 2010. 


Aside from Aurora Power, two other third-party suppliers to the U.S. Department of Defense at Ft. Richardson 
were affected by this billing error.  ENSTAR has resolved the claims of both third-party suppliers. 


In March 2009, an explosion and fire occurred at an ENSTAR customer’s residence in Anchorage, Alaska.  
There was extensive damage to a garage and minor damage to the residence.  The owner of the residence suffered 
burns.  A lawsuit was filed against ENSTAR in March 2011.  The insurance deductible for this type of claim is $1 
million. 


An investigation into a 2004 house fire in the SEMCO Gas’s service territory in Michigan revealed that a 
service riser valve (later identified as a Rockford-Eclipse Series 125 valve) malfunctioned when it was actuated by 
the customer, resulting in an uncontrolled flow of gas.  The gas ignited, and the resulting fire caused damage to the 
customer’s residence.  During the following four years, seven other riser valve-related gas leaks occurred without 
any associated property damage or personal injuries.  SEMCO Gas has taken a variety of precautionary measures, 
including labeling each valve with a “Do Not Operate” tag.  In mid-2009, an expert engaged by SEMCO determined 
that a design defect had caused these valve failures.  Additional riser valve failures have occurred recently, again 
without any associated property damage or personal injuries.  There are approximately 38,000 valves of this design 
in the SEMCO Gas system. 
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In May 2010, SEMCO filed a lawsuit in Michigan state court against defendants SEMCO believes are 
responsible for a valve design defect and resulting valve failures.  All defendants have filed responsive pleadings 
and asserted various defenses to SEMCO’s claims.  SEMCO Gas also has initiated a valve replacement program 
estimated to cost as much as $10 million over a five-year period.  Refer to Note 14, for information about the 
MPSC’s approval of SEMCO Gas’s use of deferral accounting for valve replacement- and valve litigation-related 
expenditures. 


In July 2010, the Municipality of Anchorage sent ENSTAR assessment notices increasing the personal property 
tax on ENSTAR’s pipelines by approximately $0.6 million annually.  ENSTAR requested an informal settlement of 
the assessment directly with the Municipal Assessor but was notified in August 2010 that this request had been 
rejected.  ENSTAR filed an appeal of the assessment with the Municipality of Anchorage’s Board of Equalization in 
September 2010.  An adverse Board of Equalization ruling may be appealed to Alaska state court. 


 
Note 12.  Business Segments 


SEMCO’s primary business is the transmission, distribution and sale of natural gas to its customers, otherwise 
referred to as its Gas Distribution Business.  SEMCO’s Gas Distribution Business is structured geographically into 
two segments: 


 The “SEMCO Gas” segment, which is subject to regulation by the MPSC, provides natural gas service 
to approximately 285,000 customers in Michigan’s Upper and Lower Peninsulas.    


 The “ENSTAR” segment (including the activities of SEMCO’s APC and CINGSA subsidiaries), which 
is subject to regulation by the RCA, provides natural gas service to approximately 132,000 customers in 
Anchorage, Alaska and the surrounding areas. 


SEMCO has operations and investments in other businesses, including propane distribution, intrastate natural 
gas pipelines and natural gas storage facilities in Michigan. Under current accounting guidance on segment 
reporting, these businesses do not meet the quantitative thresholds required to be reportable business segments and 
are combined and included with SEMCO’s corporate division in a category the Company refers to as “Corporate and 
Other”.   


SEMCO’s corporate division is a cost center rather than a business segment.  Any corporate operating expenses 
that do not relate to the ongoing operations of SEMCO’s business segments or are not allocable to them under 
various regulatory rules are not allocated to those segments.  Instead, these unallocated expenses remain on the 
books of the SEMCO’s corporate division.  SEMCO’s corporate division is included in Corporate and Other. 


SEMCO Holding files a consolidated federal income tax return which is allocated among its subsidiaries and 
divisions whose results are part of the consolidated federal income tax return based on their separate taxable income.  
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The following table provides business segment information as well as a reconciliation of the segment 
information to the applicable line in the Consolidated Financial Statements: 


 


Depreciation Net Income
Operating and Interest Interest Income Attributable


Revenue (b) Amortization Income Expense Taxes to SHC (b)


2010
SEMCO Gas 299,641$      18,464$        143$             (9,250)$        (10,272)$      17,761$        
ENSTAR 270,366        12,397          748               (6,751)          (5,980)          8,493            
Corporate and other 6,700            1,489            14,571          (21,526)        1,230            (5,116)          
Intercompany eliminations (a) (278)             -                   (14,412)        14,412          -                   -                   


Total 576,429$      32,350$       1,050$         (23,115)$     (15,022)$      21,138$       


2009
SEMCO Gas 382,474$      18,097$        160$             (7,856)$        (11,049)$      18,102$        
ENSTAR 328,774        11,995          322               (4,879)          (3,868)          5,762            
Corporate and other 7,976            1,473            11,740          (20,500)        4,615            (3,494)          
Intercompany eliminations (a) (261)             -                   (11,510)        11,510          -                   -                   


Total 718,963$      31,565$       712$            (21,725)$     (10,302)$      20,370$       


2008
SEMCO Gas 478,455$      17,503$        396$             (10,294)$      (12,005)$      20,043$        
ENSTAR 293,638        11,652          797               (7,589)          (7,515)          10,588          
Corporate and other 20,037          1,734            (17,510)        (30,291)        3,706            (19,338)        
Intercompany eliminations (a) (8,351)          -                   17,919          17,919          -                   -                   


Total 783,779$      30,889$       1,602$         (30,255)$     (15,814)$      11,293$       


Total Capital
Assets (b) Goodwill Expenditures


2010
SEMCO Gas 679,669$      65,446$        21,915$        
ENSTAR 430,603        130,474        41,462          
Corporate and other 49,694          8,552            240               


Total 1,159,966$   204,472$     63,617$       


2009
SEMCO Gas 645,957$      65,446$        22,405$        
ENSTAR 414,332        130,474        13,903          
Corporate and other 54,133          8,552            362               


Total 1,114,422$   204,472$     36,670$       


(in thousands)


(in thousands)


 


(a) Represents the elimination of intercompany gas distribution revenue and intercompany interest. 
(b) The Company has no international assets, international operating revenues or international net income. 
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Note 13.  Reconciliation to Canadian Generally Accepted Accounting Principles 


These historical financials statements are presented in accordance with US GAAP.  The following tables 
provide a reconciliation of the historical financial information to Canadian generally accepted accounting principles 
(“C-GAAP”). 


 


Effect of
Explanatory Transition 
Notes Below US GAAP to C-GAAP C-GAAP


Operating revenues
Gas sales 536,433$     -$             536,433$     
Gas transportation 24,175         -               24,175         
Other 1 15,821         3,665           19,486         


576,429       3,665           580,094       


Operating expenses
Cost of gas sold 395,793       -               395,793       
Operations and maintenance 1 80,136         388              80,524         
Depreciation and amortization 1 32,350         643              32,993         
Property and other taxes 1 11,905         139              12,044         


520,184       1,170           521,354       


Operating income 56,245         2,495           58,740         


Other income (deductions)
Interest expense (23,115)        -               (23,115)        
Other 1 3,087           (2,309)          778              


(20,028)        (2,309)          (22,337)        


Income before income taxes 36,217         186              36,403         


Income tax expense 1 (15,022)        (186)             (15,208)        


Net income 21,195         -               21,195         


Less: Income attributable to a non-controlling interest 57                -               57                


Net income available to common shareholder 21,138$      -$             21,138$      


Year ended December 31, 2010


(in thousands)


Semco Holding Corporation
CONSOLIDATED STATEMENT OF OPERATIONS


 


Explanatory Notes: 
1) Accounting for Joint Ventures.  US GAAP requires the Company’s investments in joint ventures to be 


accounted for using the equity method.  Canadian GAAP requires that investments in joint ventures are 
proportionally consolidated.  The different accounting treatment affects only the presentation and the 
classification and not earnings or shareholder’s equity. 
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 Effect of
Explanatory Transition 
Notes Below US GAAP to C-GAAP C-GAAP


Current Assets
Cash and cash equivalents 1 7,631$         510$            8,141$         
Restricted cash 441              -                   441              
Receivables, less allowances 1 40,044         509              40,553         
Accrued revenue 60,701         -                   60,701         
Gas in underground storage, at average cost 49,668         -                   49,668         
Prepaid expenses 7,213           -                   7,213           
Materials and supplies, at average cost 1 5,393           97                5,490           
Deferred income taxes 4,151           -                   4,151           
Regulatory assets 410              -                   410              
Other 3,276           -                   3,276           


178,928       1,116           180,044       


Property, Plant and Equipment, Net 1 664,626       22,676         687,302       


Deferred Charges and Other Assets
Goodwill 204,472       -                   204,472       
Regulatory assets 3 73,533         (22,597)        50,936         
Investment in unconsolidated affiliate 1 23,333         (23,333)        -                   
Unamortized debt expense 2 6,926           (6,926)          -                   
Other 8,148           (1,368)          6,780           


316,412       (54,224)        262,188       


Total Assets 1,159,966$  (30,432)$      1,129,534$  


Current Liabilities
Notes payable 1 78,000$       522$            78,522$       
Accounts payable 70,794         -               70,794         
Customer advance payments 31,408         -               31,408         
Accrued interest 3,421           -               3,421           
Regulatory liability - amounts payable to customers 2,304           -               2,304           
Other 1 9,759           13                9,772           


195,686       535              196,221       


Deferred Credits and Other Liabilities
Deferred income taxes 1 & 3 52,401         24                52,425         
Regulatory liabilities 69,638         -               69,638         
Pension and other postretirement costs 3 35,122         (24,215)        10,907         
Customer advances for construction 17,273         -               17,273         
Other 19,852       -             19,852         


194,286     (24,191)      170,095       
Commitments and Contingencies


Non-Controlling Interest in a Consolidated Subsidiary 4 -               4,245           4,245           


Capitalization
Long-term debt 2 439,834       (6,926)          432,908       


Common shareholder's equity
Capital surplus 277,220       -               277,220       
Accumulated other comprehensive income (loss) 3 (72)               150              78                
Retained earnings 48,767         -               48,767         


325,915       150              326,065       
Non-controlling interest in a consolidated subsidiary 4 4,245           (4,245)          -               


      Total equity 330,160       (4,095)          326,065       


       Total capitalization 769,994       (11,021)        758,973       


Total Liabilities and Capitalization 1,159,966$  (30,432)$      1,129,534$  


At December 31, 2010


(in thousands)


Semco Holding Corporation
CONSOLIDATED STATEMENT OF FINANCIAL POSITION
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Explanatory Notes: 
1) Accounting for Joint Ventures.  US GAAP requires the Company’s investments in joint ventures to be 


accounted for using the equity method.  Canadian GAAP requires that investments in joint ventures are 
proportionally consolidated.  The different accounting treatment affects only the presentation and the 
classification and not earnings or shareholder’s equity. 


2) Transaction Costs.  Under US GAAP, transaction costs arising from the issuance of debt are recorded as a non-
current asset.  For Canadian GAAP, these costs are classified in long-term debt. 


3) Pension Funding Status.  US GAAP requires an employer to recognize the overfunded or underfunded status of 
a defined benefit pension and other post-retirement plans as an asset or liability, while Canadian GAAP does 
not require the recognition of the defined benefit pension and other post-retirement plan funding status. 


4) Non-Controlling Interest in a Consolidated Subsidiary.  US GAAP includes non-controlling interests as part of 
equity.  For Canadian GAAP, non-controlling interest is reported in the mezzanine.  


The following additional disclosures are requirements of Canadian GAAP and not US GAAP. 


Accounts Receivable and Allowance for Doubtful Accounts.  The Company had the following past due and 
uncollectible receivables at December 31, 2010: 


Receivables Less than 31-60 61-90 Over 90
Total Impaired 30 days days days days


Accounts receivable at December 31, 2010
Trade receivables 38,431$       1,328$         32,646$       3,677$         319$            461$            
Other receivables 2,983           42                1,642           70                238              991              
Allowance for doubtful accounts (1,370)          (1,370)          -               -               -               -               


40,044$       -$             34,288$       3,747$         557$            1,452$         


Allowance for doubtful accounts
Balance at January 1, 2010 (2,114)$        
New allowance (1,352)          
Allowance applied to uncollectible 


customer accounts 2,096           


Balance at December 31, 2010 (1,370)$        


Receivables by period not impaired


(in thousands)


 
 
Shareholder’s Capital.   As of December 31, 2010, the Company is authorized to issue 100 shares of voting 
common stock and 10 shares have been issued.  These shares do not have any special attributes attached to them.  


    Common Stock: 
  Par Value $0.01 
 Shares Authorized 100 
 Shares Outstanding  10 
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Joint Ventures.  The Company’s proportionate interests in its joint venture arrangements are summarized in the 
table below: 


2009 (a)
ERGSS ASHC ERGSS


50% 70% Total 50%


Proportionate share of operating income 
for the year ended December 31


Revenues 3,665$       -             3,665$       3,507$      
Expenses (1,170)       -             (1,170)       (1,160)      


2,495$       -$           2,495$       2,347$      


Proportionate share of net assets at December 31
Current assets 1,116$       2,598$       3,714$       1,508$      
Property, plant and equipment, net 6,183         8,417         14,600       6,723        
Other long-term assets -             62              62              -           
Current liabilities (535)          (1,172)       (1,707)       (899)         
Long-term liabilities 76              -             76              48             


6,840$       9,905$       16,745$     7,380$      


Proportionate share of cash flows for the year 
ended December 31


Operating activities 2,812$       637$          3,449$       2,989$      
Investing activities (22)            (8,280)       (8,302)       (5)             
Financing activities (2,850)       9,551         6,701         (2,950)      


(60)$          1,908$       1,848$       34$           


2010


(in thousands)


 
(a) During 2009, the Company was only involved in the ERGSS joint venture.  The ASHC joint venture was formed in 2010. 


 


Note 14.  Subsequent Events 


Under current accounting guidance, SHC is required to disclose events that occur after the balance sheet date 
but before financial statements are issued or are available to be issued.  These are known as subsequent events.  
Subsequent events have been reviewed through February 1, 2012, the issuance date of these financial statements. 


Prior to 2011, ENSTAR’s GCR rate was generally adjusted annually to reflect the estimated cost of gas 
purchased for the upcoming 12-month GCR period.  Effective January 2011, ENSTAR’s GCR rate is subject to 
adjustment quarterly, on a calendar quarter basis.  Each quarter GCR rate reflects the estimated cost of gas 
purchased for the upcoming 3-month GCR period and other appropriate rate components.  For additional 
information concerning ENSTAR’s GCR rate, refer to Note 1 under the section captioned “Cost of Gas, Gas 
Charges Recoverable from Customers and Amounts Payable to Customers.” 


On January 6, 2011, the MPSC approved the settlement of the SEMCO Gas base rate and rate design case, and 
issued an order for the implementation of the new base rates for service rendered on and after January 7, 2011.  The 
primary provisions of the MPSC-approved settlement include:  (i) an estimated $8.1 million increase in base rate 
revenue on a normalized annual basis; (ii) an authorized return on equity of 10.35% and an overall rate of return of 
7.19%; (iii) allocation of the entire increase, on a combined divisional basis, to SEMCO Gas sales customers and not 
transportation or special contract customers; and (iv) no change in the current SEMCO Gas rate design.  The MPSC 
also authorized SEMCO Gas to combine its MPSC Division and Battle Creek Division rates and terms and 
conditions of service.  The GCR clauses of the MPSC Division and Battle Creek Division will be combined on and 
after April 1, 2011.  SEMCO Gas has agreed not to file its next base rate case with the MPSC until SEMCO Gas is 
able to submit audited historical financial data for the 12-month period ending December 31, 2011, or later. 


In addition, under the settlement, SEMCO Gas will initiate a Main Replacement Program (“MRP”) during 
2011.  Under the MRP, SEMCO Gas will maintain its current main renewal program and, in addition, will spend at 
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least an average of $4.4 million a year to replace an additional 13 miles of main and related structures and 
equipment annually, with a carrying cost rate of 11.66% on those additional expenditures.  SEMCO Gas will begin 
imposing the MRP surcharge in June 2012, and the surcharge is expected to generate approximately $1.5 million in 
additional annual revenue.  SEMCO Gas also is permitted to defer the costs associated with replacing certain 
defective service valves.  Recovery of the deferred amounts is not guaranteed.  Rather, recovery of any amounts, 
including carrying charges, will be subject to an MPSC review of the actions taken by SEMCO Gas to address the 
valve issue and all associated expenditures.  For additional information regarding the lawsuit filed by SEMCO 
regarding defective valves and SEMCO Gas’s valve replacement program, refer to Note 11.  For additional 
information concerning the SEMCO Gas base rate case, refer to Note 2. 


The MAP Contract and the COP Contract includes a commitment by MAP and COP, respectively, to divert gas 
intended for export from the LNG export facility in Kenai, Alaska, for use instead by ENSTAR customers.  In 
February 2011, the owners of the LNG export plant announced that they would likely cease exports by mid-2011, 
thus eliminating ENSTAR’s diversion rights.  In addition, with the expected closure of the LNG export facility in 
mid-2011, maximum daily deliveries under the MAP Contract may be reduced, if MAP shuts-in wells during 
summer production and such production cannot later be restored. 


In December 2010, the RCA granted CINGSA's Storage Certificate application in part, subject to certain 
conditions.  The RCA subsequently granted CINGSA’s request for reconsideration of this order, and, in January 
2011, issued an order establishing the service territory for the proposed CINGSA Storage Project.  Later in January 
2011, the RCA issued another order accepting stipulations reached among parties to the case, approving CINGSA’s 
inception rates and tariff, and explaining the basis for its decision to grant the Storage Certificate to CINGSA.  A 
petition for reconsideration of the RCA’s decision on the issuance of the Storage Certificate to CINGSA and the 
resolution of various ratemaking issues was filed with the RCA.  The RCA denied the petition in mid-March 2011.   


As provided in the stipulations accepted by the RCA, CINGSA will make a filing in 2012 updating the rates for 
services from the CINGSA Storage Project to reflect updated estimates of construction costs and debt costs.  
CINGSA will make another filing with the RCA in 2014 that will further update its rates to reflect actual 
construction costs and operating costs.  CINGSA is also obligated to file a base rate case with the RCA in mid-2017 
based upon a test year ending December 31, 2016.   


In addition to a Storage Certificate, CINGSA must obtain various property rights, orders, permits, and other 
authorizations for the CINGSA Storage Project.  These include a storage injection order from the Alaska Oil and 
Gas Conservation Commission (the "AOGCC") and conditional use permits from the Kenai Planning and Zoning 
Commission (the "KPZC").  The AOGCC has issued the required storage injection order, and the KPZC has issued 
conditional use permits for the CINGSA Storage Project.  Affiliated opponents of the CINGSA Storage Project have 
appealed these actions to Alaska state court.  Since no stay of either decision has been obtained, work on the project 
may continue.  The appeals are pending. 


In addition, CINGSA filed an eminent domain action in mid-March 2011, to acquire some of the surface and 
subsurface property and mineral rights necessary for the operation of the CINGSA Storage Project that CINGSA 
was unable to obtain through negotiation.  Negotiations with a producer and the State of Alaska to acquire necessary 
property rights have been successfully concluded, and negotiations with a native corporation to secure subsurface 
property rights needed for the CINGSA Storage Project continue. 


ENSTAR filed a petition in January 2011, seeking RCA approval to recover amounts charged to ENSTAR by 
CINGSA for various storage-related services from ENSTAR’s customers.  The method of recovery was not 
specified.  The Alaska Attorney General did not oppose ENSTAR’s request.  The RCA subsequently issued an order 
approving ENSTAR’s recovery of RCA-approved CINGSA charges for various storage-related services in 
ENSTAR’s rates.  At a later date, ENSTAR will propose the specific mechanism for recovering these CINGSA 
charges in rates charged to ENSTAR customers.  The RCA is expected to consider that proposal in a proceeding 
following that filing. 
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Aurora Power asserts that it is entitled to “gas in kind” from ENSTAR under the applicable special 
transportation contract and tariff to compensate it for the over-deliveries of gas on behalf of Ft. Richardson.  
ENSTAR disagrees with this contention and believes instead that reimbursement of actual amounts paid is 
appropriate.  ENSTAR filed a motion to refer Aurora Power’s complaint to the RCA on the grounds that the RCA 
has primary jurisdiction over the special contract and tariff issues that will be a factor in determining the measure of 
Aurora Power’s damages.  The court granted the motion.  Evidentiary hearings were held by the RCA on this matter, 
and, in March 2011, the RCA held that the special contract and tariff provisions that might have required 
reimbursement in kind did not apply to Aurora Power’s claim.  Aurora Power appealed the RCA ruling on April 8, 
2011, and asked that its appeal of various RCA rulings be consolidated with the lawsuit it filed against SEMCO.  
For additional information regarding this matter and the lawsuit filed by Aurora Power against SEMCO, refer to 
Note 11.  


On March 31, 2011, the APE Pipeline Project was placed in service and new base rates went into effect.  With 
these new base rates, ENSTAR’s base rate revenue is expected to increase by an additional $3.8 million on a 
normalized annual basis.  


In March 2009, an explosion and fire occurred at an ENSTAR customer’s residence in Anchorage, Alaska.  
There was extensive damage to a garage and minor damage to the residence.  The owner of the residence suffered 
burns.  A lawsuit was filed against ENSTAR in March 2011.  The insurance deductible for this type of claim is $1 
million.  


On April 7, 2011, SEMCO reached a settlement in principle with respect to the investigation and remediation of 
four MGP sites.  A potentially responsible party SEMCO believed was responsible for the further investigation and 
any remediation of environmental conditions at these sites and against whom SEMCO planned to file a lawsuit has 
agreed, among other things, (i) for SEMCO to convey the four sites to it, and (ii) to bear all future environmental 
investigation and remediation costs for these sites except for a payment by SEMCO of $2.5 million towards these 
costs.  Upon completion of the settlement, in accordance with an MPSC accounting order, SEMCO will defer this 
payment and amortize it over ten years.  Rate recognition of the related amortization expense does not begin until 
the costs are subject to review by the MPSC in a SEMCO Gas base rate case. 


In September 2011, two additional investors, CIRI-CINGSA Holding and First Alaska Capital Partners, 
contributed an aggregate of $7.7 million to ASHC in exchange for an aggregate ownership interest of 8.5% in 
ASHC.  As a result, SCSC now has a 65% ownership interest in ASHC, with MEHC, CIRI-CINGSA Holding and 
First Alaska Capital Partners holding ownership interests in ASHC of 26.5%, 4.25% and 4.25%, respectively.   


In November 2011, CINGSA completed the terms of a $90 million secured Construction and Term Loan 
Facility (the “CINGSA Facility”) with RBC Capital Markets LLC as the lead arranger and administrative agent and 
two additional lenders.  The CINGSA Facility is non-recourse to the joint venture partners and will have a four-year 
maturity.  Loans under the CINGSA Facility, from the closing until the third anniversary date of the CINGSA 
Facility, may either be at LIBOR plus a margin of 2.25% or an Alternative Base Rate, as defined in the CINGSA 
Facility plus a margin of 1.25%.  Commencing on the third anniversary date of the CINGSA Facility, the margin on 
LIBOR and the Alternative Base Rate loans will increase to 2.50% and 1.50%, respectively.  The proceeds from the 
CINGSA Facility will be used to fund 50% of the anticipated $180 million CINGSA Storage Project costs.   


There were no other subsequent events requiring an adjustment to or disclosure in SHC’s Consolidated 
Financial Statements. 
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2011 2010 2011 2010


Operating revenues
Gas sales 60,912$           61,358$           393,552$         360,693$         
Gas transportation 4,608               4,455               18,101             17,487             
Other 3,244               2,988               12,460             11,435             


68,764             68,801             424,113           389,615           


Operating expenses
Cost of gas sold 36,027             38,324             279,812           263,769           
Operations and maintenance 19,953             19,736             62,622             57,784             
Depreciation and amortization 8,681               8,065               26,033             24,381             
Property and other taxes 2,933               3,240               9,219               8,965               


67,594             69,365             377,686           354,899           


Operating income 1,170               (564)                 46,427             34,716             


Other income (deductions)
Interest expense (5,718)              (6,389)              (17,276)            (17,240)            
Other 1,274               329                  3,211               1,884               


(4,444)              (6,060)              (14,065)            (15,356)            


Income before income taxes (3,274)              (6,624)              32,362             19,360             


Income tax (expense) 1,352               2,654               (15,048)            (8,057)              


Net income (1,922)$            (3,970)$            17,314$           11,303$           


Less: Income attributable to a 
non-controlling interest 231                  -                   393                  -                   


Net income available to common shareholder (2,153)$           (3,970)$           16,921$           11,303$          


Comprehensive Income


Net income available to common shareholder (2,153)$            (3,970)$            16,921$           11,303$           


Other comprehensive income (loss)
Valuation adjustment for marketable securities,


 net of income tax benefit (expense) 
of $66, $(43), $55 and $(22) (100)                 72                    (83)                   40                    


Unrealized derivative gain on interest rate 
hedge, net of income tax expense 
of $0, $0, $0 and  $932 -                       -                       -                       1,397               


Total comprehensive income (2,253)$           (3,898)$           16,838$           12,740$          


The accompanying condensed notes to the unaudited consolidated financials statements are an integral part of these statements.


Nine months ended September 30,Three months ended September 30,


(in thousands)
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2011 2010
(in thousands)


Current Assets
Cash and cash equivalents 13,697$           2,386$             
Restricted cash 7,157               441                  
Receivables, less allowances of $1,936 and $2,260 17,773             17,958             
Accrued revenue 14,005             13,518             
Gas in underground storage, at average cost 57,196             59,822             
Prepaid expenses 7,268               6,554               
Deferred income taxes 5,395               1,827               
Materials and supplies, at average cost 6,044               5,951               
Regulatory assets 2,395               590                  
Other 1,367               1,364               


132,297           110,411           


Property, Plant and Equipment, Net 722,299           644,852           


Deferred Charges and Other Assets
Goodwill 204,472           204,472           
Regulatory assets 86,311             61,638             
Investment in unconsolidated affiliate 22,762             23,445             
Unamortized debt expense 5,765               7,309               
Other 7,389               12,660             


326,699           309,524           


Total Assets 1,181,295$     1,064,787$      


Current Liabilities
Current maturities of long-term debt and capital lease 4$                    -$                     
Notes payable 73,000             45,000             
Accounts payable 38,190             28,891             
Customer deposits and advance payments 25,158             29,503             
Regulatory liabilities 3,602               4,246               
Accrued interest 7,138               7,196               
Other 548                  13,700             


147,640           128,536           


Deferred Credits and Other Liabilities
Regulatory liabilities 73,539             68,152             
Deferred income taxes 82,465             43,063             
Pension and other postretirement costs 32,567             35,667             
Customer advances for construction 17,277             17,435             
Other 21,630             15,876             


227,478           180,193           


Long-Term Debt and Capital Lease 440,324           439,820           


Equity
Common Shareholder's Equity


Capital Surplus 277,220           277,220           
Accumulated comprehensive income (loss) (155)                 85                    
Retained earnings 65,688             38,933             


342,753           316,238           
Non-controlling interest in a consolidated subsidiary 23,100             -                   


   Total Equity 365,853           316,238           


Total Liabilities and Equity 1,181,295$     1,064,787$      


The accompanying condensed notes to the unaudited consolidated financials statements are an integral part of these statements.


At September 30,
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2011 2010


Cash flow provided by (used for) operating activities
Net income (loss) 17,314$           11,303$           
Adjustments to reconcile net income (loss) to net
  cash provided by operating activities:
      Depreciation and amortization 26,033             24,381             
      Amortization of debt costs and debt basis 
         adjustments included in interest expense 1,583               2,301               
      Deferred income tax expense 4,554               10,702             
      Non-cash share-based compensation 471                  579                  
      Changes in operating assets and liabilities and other:
            Receivables and accrued revenue 68,966             70,789             
            Materials, supplies and gas in underground storage (8,180)              (9,332)              
            Current regulatory assets and liabilities (688)                 (4,277)              
            Accounts payable (32,604)            (38,411)            
            Accrued interest 3,717               5,606               
            Customer advances (6,246)              (833)                 
            Other (539)                 (6,346)              


Net cash provided by (used for) operating activities 74,381             66,462             


Cash flows provided by (used for) investing activities
Property additions (74,807)            (36,831)            
Proceeds from property sales, net of expenses (1,200)              557                  
Changes in restricted cash (6,716)              -                       


Net cash used for investing activities (82,723)            (36,274)            


Cash flows provided by (used for) financing activities
Contributions received from non-controlling interest 19,448             -                       
Issuance (repayment) of short-term bank debt (5,000)              (13,000)            
Issuance of long-term debt, net of expenses -                       295,760           
Repayment of long-term debt and capital lease payments (40)                   (314,820)          


Net cash provided by (used for) financing activities 14,408             (32,060)            


Cash and cash equivalents
Net increase (decrease) 6,066               (1,872)              
Beginning of period 7,631               4,258               


End of period 13,697$          2,386$            


The accompanying condensed notes to the unaudited consolidated financials statements are an integral part of these statements.


Nine Months Ended September 30,


(in thousands)
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NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES 


Semco Holding Corporation (“SHC” or the “Company”) is a Delaware corporation headquartered in 
Port Huron, Michigan.  SHC was formed in December 2007.  SHC is a wholly-owned subsidiary of 
Continental Energy Systems L.L.C. (“Continental”).  Continental is a Delaware limited liability company 
headquartered in Troy, Michigan.  Continental was formed in November 2005.  Continental invests in 
regulated public utilities.  In addition to owning SHC, Continental also owns New Mexico Gas 
Intermediate, Inc. (“NMGI”).  NMGI owns New Mexico Gas Company, a regulated public utility 
providing gas utility service in New Mexico.  Until July 2010, Continental owned CapRock Holding 
Corporation (“CRHC”).  CRHC owned Cap Rock Energy Corporation (“CRE”).  CRE was a regulated 
public utility providing electric utility service in Texas.  Continental sold CRHC and CRE on July 13, 
2010. 


SHC owns all of the outstanding common stock of SEMCO Energy, Inc. (“SEMCO”).  SEMCO is a 
regulated public utility headquartered in Port Huron, Michigan, and its primary business is the 
transmission, distribution and sale of natural gas to its customers in Michigan and Alaska.  References to 
“SHC” mean SHC or SHC and its direct and indirect subsidiaries, including SEMCO, as appropriate in 
the context of this disclosure.  References to “SEMCO” mean SEMCO Energy, Inc. and its subsidiaries, 
or individual SEMCO subsidiaries, divisions or businesses, as appropriate in the context of the disclosure.   


SEMCO’s gas distribution business transports and distributes natural gas to approximately 285,000 
customers in Michigan and approximately 132,000 customers in Alaska. The Michigan operation is 
sometimes referred to as “SEMCO Gas” and the Alaska operation (including the activities of SEMCO’s 
Alaska Pipeline Company (“APC”) subsidiary) is sometimes referred to as “ENSTAR” or “ENSTAR 
Natural Gas Company.”  SEMCO Gas and ENSTAR are divisions of SEMCO.  These operations are 
known together as the “Gas Distribution Business.”  The Gas Distribution Business is subject to 
regulation by the Michigan Public Service Commission (“MPSC”) in Michigan and the Regulatory 
Commission of Alaska (“RCA”) in Alaska. 


SEMCO’s other businesses primarily include operations and investments in propane distribution, 
intrastate natural gas pipelines, and natural gas storage facilities.  In addition, SEMCO is currently 
developing the Cook Inlet Natural Gas Storage Alaska, LLC (“CINGSA”) in-field storage facility in the 
Cook Inlet area of Alaska (the “CINGSA Storage Project”). 


The accompanying financial statements were prepared by the Company and should be read in 
conjunction with the financial statements and notes thereto in the Company's 2010 Annual Report.  The 
information in the accompanying financial statements reflects, in the opinion of the Company's 
management, all adjustments (which are comprised of only normal recurring adjustments) necessary for a 
fair statement of the information shown, subject to year-end and other adjustments, as later information 
may require or warrant. 
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NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (Continued) 


Basis of Presentation. The preparation of financial statements in conformity with accounting 
principles generally accepted in the United States of America (“US GAAP”) requires management to 
make estimates and assumptions that affect the reported amounts of assets and liabilities, the disclosure of 
contingent assets and liabilities at the date of the financial statements, and the reported amounts of 
revenues and expenses during the reporting period.  Actual results could differ materially from those 
estimates. 


Principles of Consolidation.  The Consolidated Financial Statements include the accounts of SHC, 
SEMCO, and SEMCO’s wholly-owned subsidiaries, and Alaska Storage Holding Company, LLC 
(“ASHC”), a subsidiary in which SEMCO has a controlling financial interest.  ASHC is the direct owner 
of CINGSA.  For additional information about CINGSA, refer to Note 2 of the Notes to the Consolidated 
Financial Statements in the Company’s 2010 Annual Report.  Prior to September 30, 2011, SEMCO-
CINGSA Storage Company (“SCSC”), SEMCO’s subsidiary, and an affiliate of MidAmerican Energy 
Holdings Company (“MEHC”) had 70% and 30% ownership interests, respectively, in ASHC.  On 
September 30, 2011, two additional investors, CIRI-CINGSA Holding and First Alaska Capital Partners, 
contributed an aggregate of $7.7 million to ASHC in exchange for an aggregate ownership interest of 
8.5% in ASHC.  As a result, SCSC now has a 65% ownership interest in ASHC, with MEHC, CIRI-
CINGSA Holding and First Alaska Capital Partners holding ownership interests in ASHC of 26.5%, 
4.25% and 4.25%, respectively.  Investments in unconsolidated entities, where the Company has 
significant influence over but does not control the entity, are reported using the equity method of 
accounting. 


Goodwill and Goodwill Impairments. Goodwill represents the excess of a purchase price over the 
value assigned to the net identifiable assets of businesses acquired.  The Company accounts for goodwill 
under current accounting guidance.  Under this guidance, the Company is required to perform impairment 
tests on its goodwill annually or at any other time when events occur that could impact the value of the 
Company’s goodwill.  If an impairment test of goodwill shows that the carrying amount of the goodwill is 
in excess of the fair value, a corresponding impairment loss would be recorded in the Consolidated 
Statements of Operations. 


The annual impairment tests for the Company’s business units will be conducted during the fourth 
quarter of 2011.  There were no changes in the carrying amount of goodwill for the nine-month period 
ended September 30, 2011. 


Goodwill
(in thousands)


Balance as of December 31, 2010, and September 30, 2011 204,472$         







Semco Holding Corporation 
CONDENSED NOTES TO THE UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS (Continued) 


As of September 30, 2011, and September 30, 2010,  
and for the three- and nine-month periods ended September 30, 2011, and September 30, 2010 


F-52 


NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (Continued) 


Income Taxes.  The Company’s effective tax rate for the three months ended September 30, 2011, 
was 39% as compared to 40% for the three months ended September 30, 2010.  The Company’s effective 
tax rate for the nine months ended September 30, 2011, was 47% as compared to 42% for the nine months 
ended September 30, 2010.  The increase in the effective tax rate for the nine months ended September 
30, 2011, is due primarily to the recognition of a one-time non-cash $2.0 million income tax charge 
resulting from a change in Michigan tax law. 


In May 2011, Michigan enacted the Michigan Corporate Income Tax (“MCIT”), effective January 1, 
2012.  The MCIT, a simplified 6% corporate income tax, is replacing the Michigan Business Tax 
(“MBT”), which was a complex multi-part business tax.  Both the MBT and the MCIT are income taxes 
for financial reporting purposes, for which deferred income tax assets and liabilities are recorded.  The 
Company re-measured its Michigan deferred income tax assets and liabilities at June 30, 2011, to reflect 
this change in the law.  The MCIT does not allow future tax deductions to offset the book-tax difference 
that existed under the MBT.  Due primarily to the elimination of these future tax deductions, the 
Company eliminated $11.9 million of net deferred tax assets associated with its Michigan utility (SEMCO 
Gas) book-tax temporary differences and recognized an $11.9 million regulatory asset.  In addition to the 
amounts related to SEMCO Gas, the Company eliminated $2.0 million of net deferred tax assets 
associated with its non-utility book-tax temporary differences and recognized a $2.0 million deferred 
income tax expense. 


Recently Issued Accounting Guidance: 


From time to time, new accounting pronouncements are issued by the Financial Accounting 
Standards Board and are adopted by the Company as of the specified effective date.  Unless otherwise 
discussed in periodic disclosure documents, the Company believes that such accounting pronouncements 
do not apply to the Company. 


In May 2011, new accounting guidance was issued that will be included in Accounting Standards 
Codification (“ASC”) Topic 820, “Fair Value Measurement.”  This guidance clarifies concepts applicable 
to fair value measurements of non-financial assets and requires the disclosure of quantitative information 
about unobservable inputs used in such fair value measurements.  This guidance will be effective for 
reporting periods beginning after December 15, 2011, and will be applied prospectively.  The Company 
does not expect this guidance, when it becomes effective, to have a material impact on its consolidated 
financial position, cash flows or results of operations. 


In September 2011, new accounting guidance was issued that will be included in ASC Topic 350, 
“Intangibles – Goodwill and Other.”  This new guidance simplifies how entities test goodwill for 
impairment.  It permits an entity first to assess qualitative factors to determine whether it is more likely 
than not (that is, a likelihood of more than 50%) that the fair value of a reporting unit is less than its 
carrying amount.  If it is more likely than not that the fair value of a reporting unit is less than its carrying 
amount, entities must perform a more detailed two-step goodwill impairment test.  That test is used to 
identify potential goodwill impairments and to measure the amount of goodwill impairment losses, if any, 
to be recognized in the entities’ financial statements.  This new guidance is effective for annual and 
interim goodwill impairment tests performed for fiscal years beginning after December 15, 2011, with
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NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (Continued) 


early adoption permitted.  The Company expects to adopt this new guidance in 2012 and does not believe 
adoption of this new guidance will have a material impact on its consolidated financial position, cash 
flows or results of operations. 


In September 2011, new accounting guidance was issued that will be included in ASC Topic 715, 
“Compensation – Retirement Benefits.”  This new guidance requires all nongovernmental entities that 
participate in multiemployer pension or postretirement benefit plans to provide additional qualitative and 
quantitative disclosures about financial obligations, risks and commitments, as well as to describe the 
level of participation in such multiemployer plans.  This new guidance requires employers to disclose 
detailed information about significant multiemployer plans in which they participate, including 
contributions made to the plans, the financial health and funded status of the plans, and the expiration 
dates of collective-bargaining agreements that require contributions to the plans.  The provisions of this 
new guidance will be applied retrospectively for annual periods ending after December 15, 2011.  Early 
adoption of this new guidance is permitted.  The Company is currently evaluating the impact of this new 
guidance. 


Recently Adopted Accounting Guidance: 


In June 2011, new accounting guidance was issued that will be included in ASC Topic 220, 
“Presentation of Comprehensive Income.”  This guidance requires entities to present the components of 
net income and other comprehensive income either as one continuous statement or as two consecutive 
statements.  It eliminates the option of presenting components of other comprehensive income as part of 
the statement of changes in stockholders’ equity.  The guidance does not change the items that must be 
reported in other comprehensive income, how such items are measured or when they must be classified to 
net income.  This guidance is effective for interim and annual periods beginning after December 15, 2011.  
The Company adopted this guidance effective with the second quarter of 2011 and is now presenting the 
Consolidated Statement of Comprehensive Income immediately after the Consolidated Statement of 
Operations.  Because this guidance only affects how information is presented, it did not have any effect 
on the Company’s consolidated financial position, cash flows or results of operations. 


NOTE 2 -  SHORT-TERM AND LONG-TERM DEBT  


On January 30, 2009, Continental, along with its co-borrowers NMGI, SHC and CRHC, entered into 
a credit agreement with Royal Bank of Canada (“RBC”), as administrative agent, and a syndicate of 
lenders (the “CES RBC Credit Agreement”).  The CES RBC Credit Agreement consists of a $300 million 
secured term loan (the “CES RBC Term Loan”) which was drawn at one time and has a maturity date of 
January 30, 2014.  SHC was initially allocated $118.0 million of the CES RBC Term loan (“SHC CES 
RBC Term Loan”).  As of September 30, 2011, the outstanding balance on the SHC CES RBC Term 
Loan was $90.0 million.  The stock of several Continental subsidiaries is pledged as collateral under the 
CES RBC Credit Agreement.  
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NOTE 2 -  SHORT-TERM AND LONG-TERM DEBT (Continued) 


The SHC RBC Term Loan may be incurred and maintained as, or converted into, Alternative Base 
Rate (“ABR”) loans or LIBOR loans.  ABR loans bear interest at a rate per annum of 1.25% plus the 
higher of (i) prime lending rate announced from time to time by the administrative agent; (ii) the Federal 
Funds Effective Rate plus ½ of 1%; or (iii) the LIBOR rate for a one month interest period plus 1%.  
LIBOR loans bear interest at the rate per annum of 2.25% plus the relevant LIBOR rate (for interest 
periods of one, two, three or six months).  Interest on ARB Loans is payable in arrears on the last business 
day of each March, June, September and December.  Interest on LIBOR loans is payable on the last day 
of each interest period, except in the case of LIBOR loans with an interest period of six months on which 
interest is to be paid every three months. 


SEMCO also has a credit agreement with RBC, as administrative agent, and a syndicate of lenders 
(the “SEMCO RBC Credit Agreement”).  The SEMCO RBC Credit Agreement consists of a $130 million 
secured revolving credit facility (the “SEMCO RBC Revolver”), with a maturity date of November 9, 
2012, and a $345 million secured term loan (the “SEMCO RBC Term Loan”), with a maturity date of 
November 9, 2014.  The balance on the SEMCO RBC Term Loan at September 30, 2011, was $45 
million.  For further information on the SEMCO RBC Term Loan, including the repayment of $300 
million of the Term Loan in the second quarter of 2010, refer to Note 4 of the Notes to the Consolidated 
Financial Statements in the Company’s 2010 Annual Report. 


Interest on the SEMCO RBC Revolver and SEMCO RBC Term Loan is at variable rates, which are 
based on LIBOR or an alternative base rate.  For additional information on the interest rates used to 
calculate interest due under the SEMCO RBC Credit Agreement, refer to Note 5 of the Notes to the 
Consolidated Financial Statements in the Company’s 2010 Annual Report. 


At September 30, 2011, SEMCO was utilizing $73.5 million of the borrowing capacity available 
under the SEMCO RBC Revolver, leaving approximately $56.5 million of the borrowing capacity 
unused.  The $73.5 million of capacity being used represented $73.0 million of borrowings and 
approximately $0.5 million of letters of credit.  These amounts will change from time to time reflecting 
SEMCO’s then-current working capital needs and then-current gas supplier credit terms. 


SEMCO also has issued senior secured notes (“Senior Notes”) in an aggregate principal amount of 
$300 million with a fixed interest rate of 5.15%.  The Senior Notes will mature at 100% of their principal 
amount on April 21, 2020.  SEMCO pays the interest on the Senior Notes on a semi-annual basis in 
arrears on April 21 and October 21 of each year.  For additional information on the Senior Notes, refer to 
Note 4 of the Notes to the Consolidated Financial Statements in the Company’s 2010 Annual Report. 


In addition to the SEMCO RBC Term Loan and the Senior Notes, SEMCO has approximately $5.0 
million of other long-term debt outstanding at September 30, 2011, at fixed interest rates. 


The SEMCO RBC Credit Agreement and the indentures governing certain of SEMCO’s other debt 
contain various financial covenants.  At September 30, 2011, SEMCO was in compliance with these 
financial covenants.  Failure to comply with any of the financial covenants may result in an event of 
default which, if not cured or waived, could result in the acceleration of the debt under the SEMCO RBC 
Credit Agreement or the indentures governing SEMCO’s other outstanding debt that contain cross-
acceleration or cross-default provisions. 
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NOTE 2 - SHORT-TERM AND LONG-TERM DEBT (Continued) 


In April 2011, CINGSA entered into an agreement to lease land containing an underground reservoir 
(the “CINGSA Reservoir Lease”) for the purpose of developing the CINGSA Storage Project.  The 
CINGSA Reservoir Lease is being recorded as a capitalized lease.  The assets and related obligations for 
the CINGSA Reservoir Lease have been recorded at the present value of the minimum lease payments, or 
approximately $0.5 million.  The capitalized cost of the CINGSA Reservoir Lease is being reported as 
part of Property, Plant and Equipment, Net and the discounted balance due on the CINGSA Reservoir 
Lease is being reported as part of Current Maturities of Long-Term Debt and Capital Lease and Long-
Term Debt and Capital Lease within the Consolidated Statements of Financial Position.  The capitalized 
cost recorded for the CINGSA Reservoir Lease did not involve the exchange of cash and therefore is not 
reflected in the Company’s Consolidated Statements of Cash Flows. 


NOTE 3 - RISK MANAGEMENT ACTIVITIES AND DERIVATIVE TRANSACTIONS  


The Company’s business activities expose it to a variety of risks, including commodity price risk and 
interest rate risk.  Management identifies risks associated with the Company’s business and determines 
which risks, if any, it wishes to manage with financial instruments and which type of instruments it 
should use to manage those risks.  If used by the Company, such instruments may be subject to regulation 
under the Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 and, when finalized, 
implementing regulations of the Securities Exchange Commission, the Commodity Futures Trading 
Commission, and other federal agencies. 


The Company records all derivative instruments into which it enters based on current accounting 
guidance on this subject.  The applicable guidance requires that every derivative instrument (including 
certain derivative instruments embedded in other contracts), except for those that qualify for the normal 
purchases and sales exception, be recorded in the statement of financial position, as either an asset or 
liability, and measured at fair value.  Derivative instruments that qualify for the purchase and sales 
exception are not recognized at fair value in the statement of financial position.  The guidance on this 
subject also requires that changes in the derivative’s fair value be recognized currently in earnings unless 
specific hedge accounting criteria are met.  Special accounting for qualifying hedges allows a derivative’s 
gains and losses to offset related results on the hedged item in the statement of operations and requires 
that an entity document, designate, and assess the effectiveness of transactions that receive hedge 
accounting.  For derivatives designated as cash flow hedges, changes in fair value are recorded in other 
comprehensive income for the portion of the change in value of the derivative that is an effective hedge.  
Any ineffective portion of the change in fair value would be recorded as a gain or loss in the income 
statement. 


As of September 30, 2011, the Company did not have any financial instruments used to manage its 
commodity price risks or interest rate risks. 


NOTE 4 – FAIR VALUE MEASUREMENTS  


Accounting guidance governing fair value measurements and related disclosures provides that fair 
value represents the amount that would be received to sell an asset or paid to transfer a liability in an 
orderly transaction between market participants.  As such, fair value is a market-based measurement that 
is determined based upon assumptions that market participants would use in pricing an asset or liability.  
As a basis for making such assumptions, accounting guidance also establishes a three-tier fair value 
hierarchy, which prioritizes the inputs used in measuring fair value as follows: 
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NOTE 4 – FAIR VALUE MEASUREMENTS (Continued) 


Level 1:  Observable inputs, such as quoted prices in active markets; 


Level 2: Inputs, other than quoted prices in active markets, that are observable either directly or 
indirectly; and  


Level 3: Unobservable inputs for which there is little or no market data, requiring the reporting 
entity to develop its own assumptions. 


Assets and liabilities measured at fair value are based on one or more of the following three valuation 
techniques identified under accounting guidance:  


(A)  Market approach:  Prices and other relevant information generated by market transactions 
involving identical or comparable assets or liabilities;  


(B)  Cost approach:  Amount that would be required to replace the service capacity of an asset 
(replacement cost); and  


(C)  Income approach:  Techniques to convert future amounts to a single present value based upon 
market expectations (including present value techniques, option-pricing and excess earnings 
models). 


Financial assets and liabilities measured at fair value as of September 30, 2011, are set forth in the 
table below: 


Asset / Valuation
Description Frequency (Liability) Level 1 Level 2 Level 3 Technique


Marketable Securities Recurring 894$            894$          -$          -$          A


(In thousands)


 


SEMCO’s marketable securities represent future deferred compensation payments invested in both 
equity and debt securities and held in two trusts.  The fair values of these marketable securities are 
obtained from quoted market prices and are provided to SEMCO by the bank administering the trusts. 


NOTE 5 - TRANSACTIONS WITH RELATED PARTIES 


Management services are provided to the Company by an affiliate of the Company that manages the 
group of investment funds that together are the indirect majority owner of the Company.  Fees for these 
services amounted to $0.3 million and $0.9 million for each of the three- and nine-month periods ended 
September 30, 2011, and September 30, 2010, respectively.  These fees are included in Operations and 
Maintenance (“O&M”) expense in the Consolidated Statements of Operations. 


Eaton Rapids Gas Storage System (“ERGSS”) provides natural gas storage services to SEMCO Gas.  
SEMCO Gas Storage Company, a subsidiary of SEMCO, is a 50% owner of ERGSS.  The cost of these 
storage services provided to SEMCO Gas was $0.9 million and $2.6 million for each of the three- and 
nine-month periods ended September 30, 2011, and September 30, 2010, respectively.  These costs are 
included in Cost of Gas Sold in the Consolidated Statements of Operations. 
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NOTE 5 - TRANSACTIONS WITH RELATED PARTIES (Continued) 


The Company’s Consolidated Statements of Financial Position include a $0.5 million receivable from 
affiliates as of September 30, 2011.  The receivable is included in Other Current Assets in the 
Consolidated Statements of Financial Position. 


NOTE 6 – PENSION PLANS AND OTHER POSTRETIREMENT BENEFITS 


The following tables summarize the components of SEMCO’s net pension benefit and net other 
postretirement benefit costs:   


2011 2010 2011 2010
(in thousands)


Components of net benefit cost
Service cost 1,032$             916$                3,095$             2,841$             
Interest cost 1,759               1,660               5,277               5,027               
Expected return on plan assets (2,018)              (1,737)              (6,055)              (5,211)              
Amortization of prior service costs 5                      -                   15                    -                   
Amortization of net loss 239                  232                  718                  784                  
Income from settlement -                   4                      -                   -                   
Amortization of regulatory asset 417                  417                  1,252               1,251               


Net benefit cost 1,434$            1,492$            4,302$             4,692$            


2011 2010 2011 2010
(in thousands)


Components of net benefit cost
Service cost 238$                186$                713$                537$                
Interest cost 569                  560                  1,708               1,681               
Expected return on plan assets (722)                 (645)                 (2,167)              (1,908)              
Amortization of net (gain) loss -                   (9)                     -                   (23)                   
Amortization of regulatory asset 328                  328                  983                  983                  


Net benefit cost 413$               420$               1,237$             1,270$            


Other Postretirement Benefits
Three Months Ended Nine Months Ended


September 30, September 30,


September 30,
Three Months Ended Nine Months Ended


September 30,


Pension Benefits


 


 SHC’s expected long-term rate of return on pension plan assets is 8%.  For the twelve months ended 
September 30, 2011, the actual return on pension plan assets was 0%, and for the twelve months ended 
September 30, 2010, the actual return was 14.7%.  The expected rate of return is an assumption about 
long-term asset performance that SHC reviews annually for reasonableness and appropriateness. 
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NOTE 7 - COMMITMENTS AND CONTINGENCIES  


Environmental Issues.  Prior to the construction of major interstate natural gas pipelines, gas for 
heating and other uses was manufactured from processes involving coal, coke or oil.  Residual byproducts 
of these processes may have caused environmental conditions that require investigation and remediation.  
As of September 30, 2011, SEMCO Gas owned seven sites in Michigan where such manufactured gas 
plants (“MGP”) were formerly located.  (As noted below, SEMCO Gas has conveyed four of those MGP 
sites to a prior owner of the sites.  Refer to Note 11, Subsequent Events, for additional information about 
the transfer of these four sites.)  Even though SEMCO Gas never operated MGP facilities at four of the 
sites and did so at a fifth site for only a brief period of time, SEMCO Gas is subject to federal, state and 
local laws and regulations that require, among other things, the investigation and, if necessary, the 
remediation of contamination associated with these sites, irrespective of fault, legality of initial activity, 
or ownership, and which may impose liability for damage to natural resources.  SEMCO Gas has 
complied with the applicable Michigan Department of Environmental Quality (“MDEQ”) requirements, 
which mandate that current landowners mitigate unacceptable risks to human health from the byproducts 
of MGP operations and notify the MDEQ and adjacent property owners of potential contaminant 
migration.  As discussed in more detail below, SEMCO Gas is currently investigating several of these 
MGP sites and anticipates conducting any necessary additional investigatory and remediation activities as 
appropriate.  SEMCO Gas has already investigated, remediated and closed a site related to one of the 
MGP sites, with the MDEQ’s approval. 


In connection with these activities, SEMCO Gas is attempting to identify other potentially responsible 
persons to bear some or all of the costs and liabilities associated with activities at several of these sites.  
SEMCO Gas also is pursuing recovery of the costs of these activities from insurance carriers.  In 2008, 
SEMCO Gas received approximately $1.9 million from an insurer in exchange for a release of the insurer 
from liability for claims related to all of SEMCO Gas’s MGP sites.  In accordance with an MPSC 
accounting order, the payment was initially recorded as a deferred asset.  This payment was subsequently 
reclassified as a deferred liability as a result of a 2011 SEMCO Gas base rate case settlement.  The 
payment made by the insurer under the settlement will continue to be amortized over ten years.  SEMCO 
Gas is continuing to pursue the recovery of investigation and remediation costs from another insurer.  
SEMCO Gas is unable to predict, however, whether and to what extent it will be successful in involving 
other potentially responsible persons in MGP-related investigatory or remediation activities, or in bearing 
some or all of the costs and liabilities thereof, or in securing additional insurance recoveries for costs and 
liabilities associated with these sites. 


SEMCO Gas accrues for costs associated with environmental investigation and remediation 
obligations when such costs are probable and reasonably estimable.  Accruals for estimated costs for 
environmental remediation obligations are generally recognized no later than the completion of SEMCO 
Gas’s Remedial Action Plan (“RAP”) for a site.  Such accruals are adjusted as further information 
becomes available or circumstances change.  At three of the MGP sites, SEMCO Gas has begun efforts to 
determine the extent of remediation, if any, that must be performed, with the expectation of completing 
and submitting a RAP for each of the sites to the MDEQ.  From time to time, moreover, pre-RAP 
remediation activities are undertaken during the investigatory process.  As a result of investigational work 
performed to date, the Company’s Consolidated Statements of Financial Position include an accrual and a 
corresponding regulatory asset in the amount of $5.3 million at September 30, 2011, for estimated 
environmental investigation and remediation costs that SEMCO Gas believes are probable at these three 
sites.  The Company has not discounted this accrual to its present value.  The accrued costs are expected 
to be paid out over the next three years. 
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NOTE 7 - COMMITMENTS AND CONTINGENCIES (Continued) 


The accrual of $5.3 million represents what the Company believes is probable and reasonably 
estimable.  However, the Company also believes that it is reasonably possible that there could be up to an 
additional $5.9 million of environmental investigation and remediation costs associated with these three 
sites.  It is also reasonably possible that the amount accrued or the estimated range of additional costs may 
change in the future as SEMCO Gas’s investigation of these sites continues and any remediation activities 
are undertaken.  SEMCO Gas’s cost estimates have been developed using probabilistic modeling, advice 
from outside consultants, and judgment by management.  The liabilities estimated are based on a current 
understanding of the costs of investigation and remediation at these three sites.  Actual costs, which may 
differ materially from these estimates, may vary depending on, among other factors, the actual 
environmental conditions at each site, the actual costs of any required remediation, and changes in 
applicable environmental laws. 


SEMCO Gas has done relatively less investigational and remedial work at the remaining four MGP 
sites but continues to meet all applicable MDEQ requirements.  SEMCO Gas believed that further 
investigation and any remediation of environmental conditions at these sites could be the obligation of 
other potentially responsible persons and had been considering whether to file a lawsuit against prior 
owners of these four MGP sites to establish, among other things, their responsibilities with respect to the 
investigation and remediation of these sites.  In July 2011, SEMCO Gas entered into a settlement with 
respect to the investigation and remediation of these four MGP sites.  Under the settlement, (i) the four 
MGP sites will be transferred to a prior owner of the sites, (ii) SEMCO Gas will pay $2.5 million towards 
the investigation and remediation of environmental conditions at the sites, and (iii) SEMCO Gas will be 
indemnified against any additional investigation, remediation, and other site-related costs.  SEMCO Gas 
has made the payment required by the settlement and has conveyed the four MGP sites to the prior owner.  
Refer to Note 11, Subsequent Events, for additional information about the transfer of these four sites.  
Similarly, SEMCO Gas believes that the environmental investigation and remediation costs at a fifth 
MGP site also may be the responsibility, in whole or in part, of another potentially responsible person.  It 
is actively considering ways in which to pursue that matter. 


In accordance with an MPSC accounting order, SEMCO Gas’s environmental investigation and 
remediation costs associated with these MGP sites (including the $2.5 million paid in connection with the 
settlement involving the four MGP sites) are deferred and amortized over ten years.  Rate recognition of 
the related amortization expense does not begin until the costs are subject to review by the MPSC in a 
base rate case. 


Other Contingencies.  In the normal course of business, the Company may be a party to lawsuits and 
administrative proceedings before various courts and governmental agencies.  The Company also may be 
involved in private dispute resolution proceedings.  These lawsuits and other kinds of proceedings may 
involve personal injuries, property damage, contractual issues and other matters (including alleged 
violations of federal, state and local laws, rules, regulations and orders).  Management cannot predict the 
outcome or timing of any pending or threatened litigation or of actual or possible claims.  Except as 
otherwise stated, management believes that resulting liabilities, if any, will not have a material adverse 
impact upon the Company’s consolidated financial position, cash flow, or results of operations. 
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NOTE 7 - COMMITMENTS AND CONTINGENCIES (Continued) 


In December 2008, Aurora Power Resources, Inc. (“Aurora Power”) filed a lawsuit against SEMCO 
in Alaska state court, claiming that the use of an incorrect meter constant by ENSTAR caused Aurora 
Power to deliver more gas to ENSTAR’s pipeline system on behalf of the U.S. Department of Defense’s 
Ft. Richardson laundry (“Ft. Richardson”) than was consumed by Ft. Richardson over an extended period 
of time, resulting in substantial overcharges.  SEMCO has determined that, in 2002, ENSTAR replaced a 
gas meter for Ft. Richardson.  The new meter measured deliveries on a Ccf (hundred cubic feet) basis.  
Deliveries and bills were calculated, however, as if the meter was recording deliveries on a Mcf (thousand 
cubic feet) basis.  As a result of this billing error, Aurora Power overpaid ENSTAR for transportation 
service, and the U.S. Department of Defense overpaid Aurora Power for natural gas.  ENSTAR sales 
customers actually consumed the gas ENSTAR believed was being consumed by Ft. Richardson. 


Aurora Power asserts that it is entitled to “gas in kind” under the applicable special transportation 
contract and tariff to compensate it for the over-deliveries of gas on behalf of Ft. Richardson.  ENSTAR 
disagrees with this contention and believes instead that reimbursement of actual amounts paid is 
appropriate.  ENSTAR filed a motion to refer Aurora Power’s complaint to the RCA on the grounds that 
the RCA has primary jurisdiction over the special contract and tariff issues that will be a factor in 
determining the measure of Aurora Power’s damages.  The court granted ENSTAR’s motion.  Evidentiary 
hearings were held by the RCA in this matter, and, in March 2011, the RCA held that the special contract 
and tariff provisions that might have required reimbursement of “gas in kind” did not apply to Aurora 
Power’s claim.  Aurora Power has appealed the RCA’s decision to Alaska state court and sought to 
consolidate the appeal with the underlying lawsuit.  In April 2011, Aurora Power’s appeal and underlying 
lawsuit were consolidated by the court.  ENSTAR has filed various motions in the case, and a schedule 
has been established by the court for the submission of motion responses and replies by Aurora Power 
and ENSTAR. 


In April 2009, ENSTAR entered into a settlement agreement with the U.S. Department of Defense to 
remedy the billing error for the period of time where Aurora Power was the U.S. Department of Defense's 
third-party supplier at Ft. Richardson (October 1, 2004, through October 31, 2006).  ENSTAR made a 
payment to the U.S. Department of Defense and obtained a general release.  Because gas sales customers 
actually consumed the gas and had not yet paid for it, ENSTAR proposed to include amounts paid to the 
U.S. Department of Defense and to another third-party supplier to Ft. Richardson for the commodity 
portion of bills for over-deliveries of gas to ENSTAR’s pipeline system on behalf of Ft. Richardson in its 
2009 Gas Cost Adjustment, or GCA, rate.  (The GCA rate is also referred to as a “Gas Cost Recovery” or 
“GCR” rate.)  In March 2010, the RCA rejected ENSTAR's request that these amounts be included in the 
GCA rate and ordered that refunds be made.  ENSTAR did not appeal the RCA’s ruling.  The costs 
disallowed by this RCA order totaled approximately $6.7 million, including interest.  In compliance with 
the RCA order, ENSTAR filed a refund plan with the RCA in April 2010.  The RCA issued an order 
requiring that direct refunds be made to qualified customers.  The refunds will be completed in 2011, with 
the last credits appearing on the January 2012 bills of customers. 


Aside from Aurora Power, two other third-party suppliers to the U.S. Department of Defense at Ft. 
Richardson were affected by this billing error.  ENSTAR has resolved the claims of both third-party 
suppliers. 
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NOTE 7 - COMMITMENTS AND CONTINGENCIES (Continued) 


In March 2009, an explosion and fire occurred at an ENSTAR customer’s residence in Anchorage, 
Alaska.  There was extensive damage to a garage and minor damage to the residence.  The owner of the 
residence suffered burns.  A lawsuit was filed against ENSTAR in March 2011.  The Company's 
insurance deductible for this type of claim is $1 million. 


An investigation into a 2004 house fire in SEMCO Gas’s Michigan service territory revealed that a 
service riser valve (later identified as a Rockford-Eclipse Series 125 valve) malfunctioned when it was 
actuated by the customer, resulting in an uncontrolled flow of gas.  The gas ignited, and the resulting fire 
caused damage to the customer’s residence.  During the following seven years, thirteen other riser valve-
related gas leaks occurred without any associated property damage or personal injuries.  In response, 
SEMCO Gas has taken a variety of precautionary measures, including labeling each valve with a “Do Not 
Operate” tag.  In mid-2009, an expert engaged by SEMCO Gas determined that a design defect had 
caused these valve failures.  Additional riser valve failures have occurred recently, again without any 
associated property damage or personal injuries.  There are approximately 44,000 valves of this design in 
the SEMCO Gas system, and SEMCO Gas has replaced approximately 15,000 of these valves as of 
September 2011, under a valve replacement program SEMCO Gas initiated. 


In May 2010, SEMCO Gas filed a lawsuit in Michigan state court against defendants SEMCO Gas 
believes are responsible for a valve design defect and resulting valve failures.  All defendants have filed 
responsive pleadings and asserted various defenses to SEMCO Gas’s claims.  In September 2011, the 
court granted the motions for summary judgment filed by the defendants, on the grounds that the Uniform 
Commercial Code’s four year statute of limitations barred SEMCO Gas’s claims.  SEMCO Gas has 
appealed this decision.  As noted earlier, SEMCO Gas also has initiated a valve replacement program.  
That program is estimated to cost as much as $10 million over a five-year period.  Refer to Note 14 of the 
Notes to the Consolidated Financial Statements in the Company’s 2010 Annual Report for information 
about the MPSC’s approval of the SEMCO Gas’s use of deferral accounting for valve replacement- and 
valve litigation-related expenditures. 


In July 2010, the Municipality of Anchorage sent ENSTAR assessment notices increasing the 
personal property tax on ENSTAR’s pipelines by approximately $0.6 million annually.  ENSTAR filed an 
appeal of the assessment with the Municipality of Anchorage’s Board of Equalization in September 2010.  
A hearing on the appeal was held in May 2011, and the Board of Equalization upheld the assessor’s 
valuation of ENSTAR’s pipelines.  In June 2011, ENSTAR filed a motion for reconsideration of this 
decision.  In August 2011, the Board of Equalization granted ENSTAR’s request for reconsideration, and 
another hearing was held to consider the Company’s appeal.  Following this hearing, the Board of 
Equalization again upheld the assessor’s valuation of ENSTAR’s pipelines.  ENSTAR has filed an appeal 
of this decision in Alaska state court.  Additionally, in September 2011, ENSTAR filed an appeal of the 
2011 pipeline property tax assessment with the Board of Equalization.  Adverse final Board of 
Equalization rulings on the 2011 appeal may also be appealed to Alaska state court. 
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NOTE 8 - REGULATORY MATTERS 


SEMCO Gas 


In early January 2011, the MPSC approved a settlement of the SEMCO Gas base rate and rate design 
case, and issued an order for the implementation of the new base rates for service rendered on and after 
January 7, 2011.  The primary provisions of the MPSC-approved settlement included:  (i) an estimated 
$8.1 million increase in base rate revenue on a normalized annual basis; (ii) an authorized return on equity 
of 10.35% and an overall rate of return of 7.19%; (iii) allocation of the entire increase, on a combined 
divisional basis, to SEMCO Gas sales customers and not transportation or special contract customers; and 
(iv) no change in the current SEMCO Gas rate design.  The MPSC also authorized SEMCO Gas to 
combine its MPSC Division and Battle Creek Division rates and terms and conditions of service.  The 
Gas Cost Recovery (“GCR”) clauses of the MPSC Division and Battle Creek Division were combined on 
April 1, 2011.  SEMCO Gas has agreed not to file its next base rate case with the MPSC until SEMCO 
Gas is able to submit audited historical financial data for the 12-month period ending December 31, 2011, 
or later. 


In addition, under the settlement, SEMCO Gas will initiate a Main Replacement Program (“MRP”) 
during 2011.  Under the MRP, SEMCO Gas will maintain its current main renewal program and, in 
addition, will spend at least an average of $4.4 million a year to replace an additional 13 miles of main 
and related structures and equipment annually, with a carrying cost rate of 11.66% on those additional 
expenditures.  SEMCO Gas will begin imposing the MRP surcharge in June 2012, and the surcharge is 
expected to generate approximately $1.5 million in additional annual revenue on a normalized annual 
basis.  SEMCO Gas also is permitted to defer the costs associated with replacing certain defective service 
valves.  Recovery of the deferred amounts is not guaranteed.  Rather, recovery of any amounts, including 
carrying charges, will be subject to an MPSC review of the actions taken by SEMCO Gas to address the 
valve issue and all associated expenditures.  For additional information about the lawsuit filed by 
SEMCO Gas regarding defective valves, refer to Note 7.  For additional information about the SEMCO 
Gas base rate case, refer to Note 2 of the Notes to the Consolidated Financial Statements in the 
Company’s 2010 Annual Report. 


ENSTAR & CINGSA 


Prior to 2011, ENSTAR’s GCR rate was generally adjusted annually to reflect the estimated cost of 
gas purchased for the upcoming 12-month GCR period.  Effective January 2011, ENSTAR’s GCR rate is 
subject to adjustment quarterly, on a calendar quarter basis.  Each quarterly GCR rate reflects the 
estimated cost of gas purchased for the upcoming 3-month GCR period and other appropriate rate 
components.  For additional information concerning ENSTAR’s GCR rate, refer to Note 1 of the Notes to 
the Consolidated Financial Statements in the Company’s 2010 Annual Report, under the section 
captioned “Cost of Gas, Gas Charges Recoverable from Customers and Amounts Payable to Customers.”  


Based on ENSTAR’s base rate case settlement accepted by the RCA in August 2010, ENSTAR’s 
base rate revenue was expected to increase by an additional $3.8 million on a normalized annual basis 
when a project to connect the ENSTAR system to a new source of gas (the “APE Pipeline Project”) is 
completed and gas deliveries to ENSTAR’s customers begin.  In early April 2011, the APE Pipeline 
Project was completed and went into service.  The related change in base rates was made in customer 
billings beginning in April 2011, after notice was given to the RCA. 
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NOTE 8 - REGULATORY MATTERS (Continued) 


In December 2010, the RCA granted CINGSA a certificate of public convenience and necessity (a 
“Storage Certificate”) for the CINGSA Storage Project, in part, subject to certain conditions.  The RCA 
subsequently granted CINGSA’s request for reconsideration of this order, and, in January 2011, issued an 
order establishing the service territory for the proposed CINGSA Storage Project.  Later in January 2011, 
the RCA issued another order accepting stipulations reached among parties to the case, approving 
CINGSA’s inception rates and tariff, and explaining the basis for its decision to grant the Storage 
Certificate to CINGSA.  A petition for reconsideration of the RCA’s decision on the issuance of the 
Storage Certificate to CINGSA and the resolution of various ratemaking issues was filed with the RCA.  
The RCA denied the petition in mid-March 2011.   


As provided in the stipulations accepted by the RCA, CINGSA will make a filing in 2012 updating 
the rates for services from the CINGSA Storage Project to reflect then-current estimates of construction 
costs and debt costs.  CINGSA will make another filing with the RCA in 2014 that will further update 
rates for services from the CINGSA Storage Project to reflect actual construction costs and operating 
costs.  CINGSA is also obligated to file a base rate case with the RCA in mid-2017 based on a test year 
ending December 31, 2016.   


In addition to a Storage Certificate, CINGSA must obtain various property rights, orders, permits, and 
other authorizations for the CINGSA Storage Project.  These include a storage injection order from the 
Alaska Oil and Gas Conservation Commission (the "AOGCC") and conditional use permits from the 
Kenai Planning and Zoning Commission (the "KPZC").  The AOGCC has issued the required storage 
injection order, and the KPZC has issued conditional use permits for the CINGSA Storage Project.  
Affiliated opponents of the CINGSA Storage Project have appealed these actions to Alaska state court.  
Since no stay of either decision has been obtained, work on the project may continue.  The appeals are 
pending. 


ENSTAR filed a petition in January 2011, seeking RCA approval to recover amounts charged to 
ENSTAR by CINGSA for various storage-related services from ENSTAR’s customers.  The method of 
recovery was not specified.  The Alaska Attorney General did not oppose ENSTAR’s request.  The RCA 
subsequently issued an order approving ENSTAR’s recovery of RCA-approved CINGSA charges for 
various storage-related services in ENSTAR’s rates.  In a filing made in August 2011, ENSTAR asked 
the RCA to approve the recovery of storage-related costs in the GCR rate charged to ENSTAR’s Alaska 
customers.  As part of this filing and in compliance with a prior RCA order, ENSTAR also filed its 
contract with CINGSA with the RCA for approval.  This filing describes in detail the cost recovery 
methodology that ENSTAR proposes be used to recoup these expenses, including various proposed 
revisions to the relevant tariff provisions.  For additional information on the approval of this filing in 
October 2011, refer to Note 11, Subsequent Events. 


In March 2011, CINGSA brought a condemnation action in Alaska state court to obtain title to 
property necessary to construct and operate the CINGSA Storage Project.  This lawsuit has been filed 
against property owners that have not already sold their property or granted easements to CINGSA.  The 
complaint requests that the court grant CINGSA rights to the property and also award just compensation 
to the property owners for these interests.  In July 2011, the court granted CINGSA immediate possession 
of the condemned property interests.  CINGSA deposited with the court an amount equal to the estimated 
just compensation value for the condemned property interests.  If one or more of the property owners 
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dispute the value proposed by CINGSA and approved for deposit by the court, they may request further 
proceedings before a special master and the court. 


NOTE 8 - REGULATORY MATTERS (Continued) 


Effective August 1, 2011, CINGSA completed the purchase of mineral and property interests in the 
Cannery Loop Unit from Marathon Alaska Production Company (“MAP”) for $5.5 million.  These 
mineral and property rights are needed for the construction and operation of the CINGSA Storage Project.  
Because CINGSA’s operations are surrounded by land from which MAP continues to produce gas, the 
parties have indemnified each other against interference with their respective business operations. 


In August 2011, ENSTAR entered into additional gas supply agreements with Buccaneer Energy, 
LLC (“Buccaneer”), Cook Inlet Energy, LLC (“Cook Inlet Energy”), and Aurora Gas, LLC (“Aurora 
Gas”).  The gas supply agreement with Buccaneer is for up to 31.5 billion cubic feet (“Bcf”) of firm gas 
supply, with deliveries to start when the CINGSA Storage Project goes into service and extend until 2018.  
The pricing under this contract varies by season and is adjusted quarterly, subject to ceiling and floor 
prices.  The other two contracts are for non-firm variable-priced bid gas offered for sale and purchased 
through the ENSTAR daily bidding system, subject to a ceiling price.  Deliveries under these two 
contracts are expected to begin in the winter of 2011-2012.  The Buccaneer, Cook Inlet Energy and 
Aurora Gas contracts were approved by the RCA in September 2011.  As a result, the cost of gas 
purchased under these contracts is includable for recovery under ENSTAR’s GCR mechanism.  


In August 2011, ENSTAR sought RCA approval of an amendment to the November 2000 gas supply 
agreement with Union Oil Company of California ("Union Oil") (the "November 2000 Unocal Contract").  
If approved, the amendment would permit Union Oil to deliver gas to ENSTAR at a new delivery point.  
ENSTAR is seeking RCA approval to recover the transportation costs associated with gas being delivered 
at this new delivery point in the GCR rate charged to customers.  For additional information on the 
approval of this amendment by the RCA, refer to Note 11, Subsequent Events. 


NOTE 9 – BUSINESS SEGMENTS 


SEMCO’s primary business is the transmission, distribution and sale of natural gas to its customers, 
otherwise referred to as its Gas Distribution Business.  SEMCO’s Gas Distribution Business is structured 
geographically into two segments: 


 The “SEMCO Gas” segment, which is subject to regulation by the MPSC, provides natural gas service 
to approximately 285,000 customers in Michigan’s Upper and Lower Peninsulas.    


 The “ENSTAR” segment (including the activities of SEMCO’s APC and CINGSA subsidiaries), which 
is subject to regulation by the RCA, provides natural gas service to approximately 132,000 customers in 
Anchorage, Alaska and the surrounding areas. 


SEMCO has operations and investments in other businesses, including propane distribution, intrastate 
natural gas pipelines and natural gas storage facilities in Michigan. Under current accounting guidance on 
segment reporting, these businesses do not meet the quantitative thresholds required to be reportable 
business segments and are combined and included with SEMCO’s corporate division in a category the 
Company refers to as “Corporate and Other”.   
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NOTE 9 – BUSINESS SEGMENTS (Continued) 


SEMCO’s corporate division is a cost center rather than a business segment.  Any corporate operating 
expenses that do not relate to the ongoing operations of SEMCO’s business segments or are not allocable 
to them under various regulatory rules are not allocated to those segments.  Instead, these unallocated 
expenses remain on the books of the SEMCO’s corporate division.  SEMCO’s corporate division is 
included in Corporate and Other. 


SEMCO Holding files a consolidated federal income tax return which is allocated among its 
subsidiaries and divisions whose results are part of the consolidated federal income tax return based on 
their separate taxable income.  


The following table provides business segment information as well as a reconciliation of the segment 
information to the applicable line in the Consolidated Financial Statements: 


 


Three Months Ended Nine Months Ended
September 30, September 30,


2011 2010 2011 2010
(in thousands)


Operating Revenues (b)
SEMCO Gas 33,315$        32,597$        224,080$      207,065$      
ENSTAR 34,327          35,209          194,930        178,442        
Corporate and other 1,198            1,066            5,325            4,315            
Corporate - intercompany eliminations (a) (76)               (71)               (222)             (207)             


Total Operating Revenue 68,764$       68,801$       424,113$      389,615$     


Net Income (Loss) Attributable to
Semco Holding Corporation (b)


SEMCO Gas (1,844)$        (1,419)$        14,347$        9,903$          
ENSTAR 524               (1,532)          7,749            4,342            
Corporate and other (a) (602)             (1,019)          (4,782)          (2,942)          


Total Operating Income (Loss) (1,922)$       (3,970)$       17,314$        11,303$       
 


(a) Represents the elimination of intercompany gas distribution revenue. 
(b) The Company has no international operating revenues or net income. 
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NOTE 10 – RECONCILIATION OF FINANCIAL INFORMATION 


These historical financials statements are presented in accordance with US GAAP.  The following 
tables provide a reconciliation of the historical condensed financial information to Canadian generally 
accepted accounting principles (“C-GAAP”). 


Effect of
Explanatory Transition 
Notes Below US GAAP to C-GAAP C-GAAP


Current Assets
Cash and cash equivalents 1 13,697$       550$            14,247$       
Restricted cash 7,157           -                   7,157           
Receivables, less allowances 1 17,773         311              18,084         
Accrued revenue 14,005         -                   14,005         
Gas in underground storage, at average cost 57,196         -                   57,196         
Prepaid expenses 7,268           -                   7,268           
Deferred income taxes 5,395           -                   5,395           
Materials and supplies, at average cost 1 6,044           97                6,141           
Regulatory assets 2,395           -                   2,395           
Other 1,367           -                   1,367           


132,297       958              133,255       


Property, Plant and Equipment, Net 1 722,299       22,426         744,725       


Deferred Charges and Other Assets
Goodwill 204,472       -                   204,472       
Regulatory assets 3 86,311         (22,597)        63,714         
Investment in unconsolidated affiliate 1 22,762         (22,762)        -                   
Unamortized debt expense 2 5,765           (5,765)          -                   
Other 3 7,389           (1,368)          6,021           


326,699       (52,492)        274,207       


Total Assets 1,181,295$ (29,108)$      1,152,187$ 


CONSOLIDATED STATEMENT OF FINANCIAL POSITION


(in thousands)


At September 30, 2011


Semco Holding Corporation


(Unaudited)
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NOTE 10 – RECONCILIATION OF FINANCIAL INFORMATION (Continued) 


 


Effect of
Explanatory Transition 
Notes Below US GAAP to C-GAAP C-GAAP


Current Liabilities
Current maturities of long-term debt and capital lease 4$                -$                 4$                
Notes payable 73,000         -                   73,000         
Accounts payable 1 38,190         437              38,627         
Customer deposits and advance payments 25,158         -                   25,158         
Regulatory liabilities 3,602           -                   3,602           
Accrued interest 7,138           -                   7,138           
Other 1 548              39                587              


147,640       476              148,116       


Deferred Credits and Other Liabilities
Regulatory liabilities 3 73,539         (24,215)        49,324         
Deferred income taxes 3 82,465         100              82,565         
Pension and other postretirement costs 32,567         -                   32,567         
Customer advances for construction 17,277         -                   17,277         
Other 1 21,630         146              21,776         


227,478       (23,969)        203,509       


Long-Term Debt and Capital Lease 2 440,324       (5,765)          434,559       


Equity
Common shareholder's equity


Capital Surplus 277,220       -                   277,220       
Accumulated comprehensive income (loss) 3 (155)             150              (5)                 
Retained earnings 65,688         -                   65,688         


342,753       150              342,903       
Non-controlling interest in a consolidated subsidiary 23,100         23,100         


   Total Equity 365,853       150              366,003       


Total Liabilities and Equity 1,181,295$ (29,108)$      1,152,187$ 


At September 30, 2011


(in thousands)


 
 
Explanatory Notes: 
1) Accounting for Joint Ventures.  US GAAP requires the Company’s investments in joint ventures to be 


accounted for using the equity method.  Canadian GAAP requires that investments in joint ventures are 
proportionally consolidated.  The different accounting treatment affects only the presentation and the 
classification and not earnings or shareholder’s equity. 


2) Transaction Costs.  Under US GAAP, transaction costs arising from the issuance of debt are 
recorded as a non-current asset.  For Canadian GAAP, these costs are classified in long-term debt. 


3) Pension Funding Status.  US GAAP requires an employer to recognize the overfunded or 
underfunded status of a defined benefit pension and other post-retirement plans as an asset or 
liability, while Canadian GAAP does not require the recognition of the defined benefit pension 
and other post-retirement plan funding status. 
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NOTE 10 – RECONCILIATION OF FINANCIAL INFORMATION (Continued) 


Effect of Effect of
Explanatory Transition Transition 
Notes Below US GAAP to C-GAAP C-GAAP US GAAP to C-GAAP C-GAAP


Operating revenues
Gas sales 60,912$       -$                 60,912$       393,552$     -$                 393,552$     
Gas transportation 4,608           -                   4,608           18,101         -                   18,101         
Other 1 3,244           860              4,104           12,460         2,678           15,138         


68,764         860              69,624         424,113       2,678           426,791       


Operating expenses
Cost of gas sold 36,027         -                   36,027         279,812       -                   279,812       
Operations and maintenance 1 19,953         98                20,051         62,622         323              62,945         
Depreciation and amortization 1 8,681           161              8,842           26,033         483              26,516         
Property and other taxes 1 2,933           35                2,968           9,219           104              9,323           


67,594         294              67,888         377,686       910              378,596       


Operating income 1,170           566              1,736           46,427         1,768           48,195         


Other income (deductions)
Interest expense (5,718)          -                   (5,718)          (17,276)        -                   (17,276)        
Other 1 1,274           (516)             758              3,211           (1,536)          1,675           


(4,444)          (516)             (4,960)          (14,065)        (1,536)          (15,601)        


Income before income taxes (3,274)          50                (3,224)          32,362         232              32,594         


Income tax (expense) 1 1,352           (50)               1,302           (15,048)        (232)             (15,280)        


Net income (1,922)$        -$             (1,922)$        17,314$       -$             17,314$       


Less: Income attributable to a 
non-controlling interest 231              -               231              393              -               393              


Net income available to 
common shareholder (2,153)$       -$            (2,153)$       16,921$      -$             16,921$      


Nine months ended September 30, 2011


(in thousands)


Semco Holding Corporation
CONSOLIDATED STATEMENT OF OPERATIONS


(Unaudited)


Three months ended September 30, 2011


(in thousands)


 


Explanatory Notes: 
1) Accounting for Joint Ventures.  US GAAP requires the Company’s investments in joint ventures 


to be accounted for using the equity method.  Canadian GAAP requires that investments in joint 
ventures are proportionally consolidated.  The different accounting treatment affects only the 
presentation and the classification and not earnings or shareholder’s equity. 


The following additional disclosure is a requirement of Canadian GAAP and not US GAAP. 


Shareholder’s Capital.   As of September 30, 2011, the Company is authorized to issue 100 shares of 
voting common stock and 10 shares have been issued.  These shares do not have any special attributes 
attached to them.  


 Common Stock: 
  Par Value $0.01 
 Shares Authorized 100 
 Shares Outstanding  10 
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NOTE 11 - SUBSEQUENT EVENTS 


Under current accounting guidance, the Company is required to disclose events that occur after the 
balance sheet date but before financial statements are issued or are available to be issued.  These are 
known as subsequent events.  Subsequent events have been reviewed through February 1, 2012, the 
issuance date of these financial statements. 


On October 15, 2011, the SEMCO Gas conveyed four MGP sites to a prior owner of the sites, 
pursuant to a settlement entered into in July 2011.  SEMCO Gas continues to own three MGP sites where 
it is engaged in environmental investigation and, if necessary, remediation activities.  Investigatory and 
remediation activities at one of the three sites may be the responsibility, in whole or in part, of another 
potentially responsible person. 


In August 2011, ENSTAR sought RCA approval of an amendment to the November 2000 Unocal 
Contract.  If approved, the amendment would permit Union Oil to deliver gas to ENSTAR at a new 
delivery point.  ENSTAR is seeking RCA approval to recover the transportation costs associated with gas 
being delivered at this new delivery point in the GCR rate charged to customers.  The RCA approved the 
amendment and GCR recovery of the transportation costs in an order dated October 26, 2011. 


In a filing made in August 2011, ENSTAR asked the RCA to approve the recovery of storage-related 
costs in the GCR rate charged to ENSTAR’s Alaska customers.  As part of this filing and in compliance 
with a prior RCA order, ENSTAR also filed its contract with CINGSA with the RCA for approval.  On 
October 26, 2011, the RCA approved the GCR cost recovery methodology proposed by ENSTAR and the 
CINGSA contract. 


In November 2011, ENSTAR entered into an additional short term gas supply agreement with Union 
Oil (the “November 2011 Unocal Contract”) for non-firm variable priced gas similar to the Cook Inlet 
Energy and Aurora Gas contracts.  Deliveries under the November 2011 Unocal Contract are expected to 
begin in the winter of 2011-2012.  Under an October 2011 ruling by the RCA, gas supply agreements 
with a term of less than a year for gas that will be purchased under ENSTAR’s daily bidding system need 
not be filed for approval by the RCA.  As a result, the cost of gas purchased under the November 2011 
Unocal Contract is includable for recovery under ENSTAR’s GCR mechanism.  


In November 2011, CINGSA completed the terms of a $90 million secured Construction and Term 
Loan Facility (the “CINGSA Facility”) with RBC Capital Markets LLC as the lead arranger and 
administrative agent and two additional lenders.  The CINGSA Facility is non-recourse to the joint 
venture partners and will have a four-year maturity.  Loans under the CINGSA Facility, from the closing 
until the third anniversary date of the CINGSA Facility, may either be at LIBOR plus a margin of 2.25% 
or an Alternative Base Rate, as defined in the CINGSA Facility plus a margin of 1.25%.  Commencing on 
the third anniversary date of the CINGSA Facility, the margin on LIBOR and the Alternative Base Rate 
loans will increase to 2.50% and 1.50%, respectively.  The proceeds from the CINGSA Facility will be 
used to fund 50% of the anticipated $180 million CINGSA Storage Project costs. 


There were no other subsequent events requiring an adjustment to or disclosure in the Company’s 
Consolidated Financial Statements. 
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ALTAGAS LTD 
 


Unaudited pro forma consolidated balance sheet 
As at September 30, 2011 


 


($000s CAD)
AltaGas SEMCO (1)


Pro forma 


Adjustments


Notes to the 


Pro forma 


Statements


Pro forma 


Consolidated


ASSETS


Current Assets


Cash and cash equivalents 2,946                          14,934                        (14,934)                      3.a 2,946                         


Accounts  receivable 221,831                     18,956                        240,787                    


Inventory 7,873                          66,390                        74,263                       


Restricted cash 19,470                        7,502                          26,972                       


Regulatory assets 682                             2,510                          3,192                         


Risk management 45,576                        45,576                       


Prepaid expense and other current assets 6,248                          23,731                        29,979                       


304,626                     134,023                     (14,934)                      423,715                    


Capital  assets 2,157,707                  780,621                     102,807                     3.b 3,041,135                 


Energy arrangements, contracts and relationships 204,505                     204,505                    


Goodwil l 199,497                     214,327                     231,307                     3.c 645,131                    


Regulatory assets 87,119                        66,785                        153,904                    


Risk management 19,093                        19,093                       


Long‐term investments  and other assets 15,080                        6,311                          21,391                       


2,987,627                  1,202,067                  319,180                     4,508,874                 


LIABILITIES & SHAREHOLDERS' EQUITY


Current Liabilities


Accounts  payable and accrued l iabil ities 270,286                     40,489                        6,289                          3.d 317,064                    


Dividends  payable 9,222                          9,222                         


Short‐term debt 2,662                          76,519                        (76,519)                      3.e 2,662                         


Current portion of long‐term debt 101,593                     4                                  (4)                                 3.e 101,593                    


Customer deposits 23,057                        26,371                        49,428                       


Regulatory l iabi l ities 1,785                          3,776                          5,561                         


Risk management 54,352                        54,352                       


Other current l iabil ities 8,681                          8,098                          16,779                       


471,638                     155,256                     (70,234)                      556,660                    


Long‐term debt 948,028                     455,505                     424,707                     3.f 1,828,240                 


Asset retirement obligations 41,145                        7,493                          48,638                       


Future income taxes 242,308                     80,890                        (1,572)                         3.d 321,626                    


Regulatory l iabi l ities 20,059                        51,701                        71,760                       


Risk management 19,155                        19,155                       


Other long‐term l iabi l ities   28,821                        33,442                        62,263                       


Future employee obligations 12,598                        34,136                        46,734                       


1,783,752                  818,424                     352,902                     2,955,078                 


Common shares 1,052,880                  290,582                     36,541                        3.g 1,380,003                 


Preferred shares 194,126                     194,126                    


Contributed surplus 4,955                          4,955                         


Accumulated other comprehensive income (loss) (10,320)                      (5)                                 5                                  3.h (10,320)                     


Accumulated earnings (37,766)                      68,854                        (73,571)                      3.d & 3.h (42,483)                     


1,203,875                  359,430                     (37,024)                      1,526,281                 


Non control l ing interest in a consolidated subsidiary 24,213                        3,302                          3.i 27,515                       


2,987,627                  1,202,067                  319,180                     4,508,874                 


 
 


 
 
(1) Amounts have been translated from US dollars to Canadian dollars at the closing rate of 


exchange at September 30, 2011, which was 1.0482. 
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ALTAGAS LTD 
 


Unaudited pro forma consolidated statement of income 
For the year ended December 31, 2010 


 
 


($000s CAD except for share amounts)
AltaGas (2) SEMCO (1 & 3)


Pro forma 


Adjustments


Notes to the 


Pro forma 


Statements


Pro forma 


Consolidated


REVENUE


Operating 1,352,427                  597,439                     1,949,866                 


Unrealized loss  on risk management (1,337)                         (1,337)                        


Other revenue 2,962                          801                             3,763                         


1,354,052                  598,240                     1,952,292                 


EXPENSES


Cost of sales 868,554                     407,627                     1,276,181                 


Operating and administrative 241,540                     95,336                        336,876                    


Accretion of asset retirement obligations 2,880                          2,880                         


Amortization: capital  assets 79,216                        33,979                        113,195                    


Amortization: energy arrangements, contracts  and relationships 9,964                          9,964                         


1,202,154                  536,942                     1,739,096                 


Foreign exchange loss 67                                67                               


Interest expense


Short‐term debt 1,533                          1,253                          (1,253)                         3.j 1,533                         


Long‐term debt 47,309                        22,553                        10,534                        3.k 80,396                       


Income before income taxes 102,989                     37,491                        (9,281)                         131,200                    


Income tax (expense) recovery


Current income tax 222                             (3,723)                         2,320                          3.l (1,181)                        


Future income tax (1,949)                         (11,940)                      (13,889)                     


NET INCOME 101,262                     21,829                        (6,961)                         116,130                    


Non controlling interest 59                                59                               


Preferred shares dividends (net of tax) 4,038                          4,038                         


NET INCOME APPLICABLE TO COMMON SHARES 97,224                        21,770                        (6,961)                         112,033                    


Weighted average number of shares  (thousands)


basic 81,512 12,100 93,612


diluted 81,891 12,100 93,991


Net income per share


basic 1.19 1.20


diluted 1.19 1.19


 
 
 
 
 


(1) Amounts have been translated from US dollars to Canadian dollars using average rate of 
exchange for the year, which was 1.0299. 


(2) This statement of income does not reflect any earnings from the Pacific Natural Gas (PNG) 
assets, which were acquired in a separate business acquisition by AltaGas on December 20, 
2011. 


(3) This statement of income does not reflect any earnings from the CINGSA assets (see note 3.b). 
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ALTAGAS LTD 
 


Unaudited pro forma consolidated statement of income 
For the nine months ended September 30, 2011 


 


($000s CAD except for share amounts)
AltaGas (2) SEMCO (1 & 3)


Pro forma 


Adjustments


Notes to the 


Pro forma 


Statements


Pro forma 


Consolidated


REVENUE


Operating 1,164,673                  417,530                     1,582,203                 


Unreal ized loss  on risk management (15,514)                      (15,514)                     


Other revenue (8,039)                         1,639                          (6,400)                        


1,141,120                  419,168                     1,560,288                 


EXPENSES


Cost of sales 771,797                     273,740                     1,045,537                 


Operating and administrative 191,140                     70,700                        261,840                    


Accretion of asset retirement obligations 1,824                          1,824                         


Amortization: capital  assets 58,137                        25,941                        84,078                       


Amortization: energy arrangements, contracts  and relationships 7,606                          7,606                         


1,030,504                  370,380                     1,400,884                 


Foreign exchange loss 77                                77                               


Interest expense


Short‐term debt 4,360                          772                             (772)                            3.m 4,360                         


Long‐term debt 35,027                        16,129                        6,523                          3.n 57,679                       


Income before income taxes 71,152                        31,887                        (5,751)                         97,288                       


Income tax (expense) recovery


Current income tax (797)                            (10,266)                      1,438                          3.o (9,626)                        


Future income tax (8,406)                         (4,682)                         (13,088)                     


NET INCOME 61,949                        16,938                        (4,313)                         74,574                       


Non controlling interest 384                             384                            


Preferred share dividends  (net of tax) 8,250                          8,250                         


NET INCOME APPLICABLE TO COMMON SHARES 53,699                        16,554                        (4,313)                         65,940                       


Weighted average number of shares  (thousands)


basic 83,188 12,100 95,288


diluted 84,242 12,100 96,342


Net income per share


basic 0.65 0.69


diluted 0.64 0.68


 
 


(1) Amounts have been translated from US dollars to Canadian dollars using average rate of 
exchange for the period, which was 0.9783. 


(2) This statement of income does not reflect any earnings from the Pacific Natural Gas (PNG) 
assets, which were acquired in a separate business acquisition by AltaGas on December 20, 
2011. 


(3) This statement of income does not reflect any earnings from the CINGSA assets (see note 3.b). 
(4) This statement of income does not reflect contributions of a fourth quarter which is typically 


strong as operating income in the Utility business is highly seasonal. Revenues are primarily 
based on the demand for space heating in the winter months, mainly from November to March. 
Costs, on the other hand, are generally incurred more uniformly over the year. This results in 
stronger first and fourth quarters and weaker second and third quarters. 
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ALTAGAS LTD 
 


NOTES TO THE UNAUDITED PRO FORMA CONSOLIDATED FINANCIAL STATEMENTS 


As at and for the nine months ended September 30, 2011 
and for the year ended December 31, 2010 


(In thousands of Canadian Dollars unless otherwise indicated) 


 
1. Acquisition of SEMCO Holding Corporation 


AltaGas Ltd. (“AltaGas” or the “Corporation”) and a wholly-owned subsidiary of AltaGas have entered into 
a definitive agreement (the “Agreement”) with Continental Energy Systems LLC (“Continental”) and 
SEMCO Holding Corporation (“SEMCO”) to acquire 100% of SEMCO for approximately US $1,135 million, 
including approximately US $355 million in assumed debt (the “Acquisition”). SEMCO is the sole 
shareholder of SEMCO Energy, Inc. a privately held regulated public utility company headquartered in 
Port Huron, Michigan with natural gas distribution operations in Alaska and Michigan. SEMCO is currently 
developing the Cook Inlet Natural Gas Storage Alaska, in-field storage facility in the Cook Inlet area of 
Alaska (“CINGSA” or “CINGSA assets”).   
 
The transaction is subject to customary approvals including regulatory approvals from the Michigan Public 
Service Commission, the Regulatory Commission of Alaska and the United States Federal Trade 
Commission and Department of Justice under the Hart-Scott-Rodino Antitrust Improvements Act of 1976. 
The regulatory approval process is expected to take approximately six months and AltaGas expects the 
Acquisition to close in the third quarter, 2012. 
 
Funding for the Acquisition is expected to be provided from a combination of equity and debt, 
specifically: 


(i) the net proceeds from the $350 million subscription receipt offering;  
(ii) and expected draws of approximately $488 million on existing credit facilities available to the 


Corporation. 


2. Basis of presentation 


The accompanying unaudited pro forma consolidated balance sheet at September 30, 2011, and 
unaudited pro forma consolidated statements of income for the nine months ended September 30, 2011 
and the year ended December 31, 2010 (the “Pro forma Statements”) have been prepared by 
management of AltaGas for inclusion in the short-form prospectus as described in note 1. 
 
The Pro forma Statements have been prepared in accordance with Part V Pre-changeover accounting 
standards (Canadian GAAP) of the Canadian Institute of Chartered Accountants Handbook (“CICA”). The 
accounting policies used in the preparation of the Pro forma Statements are consistent with those 
described in the audited consolidated financial statements of AltaGas as at and for the year ended 
December 31, 2010. The Corporation is engaged in rate-regulated activities and, as permitted by the 
CICA Accounting Standards Board and Section 5.4 of National Instrument 52-107 “Acceptable Accounting 
Principles and Auditing Standards” has elected to defer the adoption of International Financial Reporting 
Standards for 2011. Accordingly, the accounting standards in Part V of the CICA Handbook have been 
applied in the preparation of the unaudited consolidated financial statements as at and for the nine 
months ended September 30, 2011 and for the year ended December 31, 2010. 
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The unaudited pro forma consolidated statements of income give effect to the Acquisition as if it had 
occurred on January 1, 2010. The unaudited pro forma consolidated balance sheet gives effect to the 
Acquisition as if it had occurred on September 30, 2011. 
 
The Pro forma Statements have been prepared using the following information: 


a) Audited consolidated financial statements of AltaGas Ltd. as at and for the year ended December 
31, 2010; 


b) Audited consolidated financial statements of SEMCO Holding Corporation as at and for the year 
ended December 31, 2010; 


c) Unaudited consolidated financial statements of AltaGas Ltd. as at and for the nine months ended 
September 30, 2011; 


d) Unaudited consolidated financial statements of SEMCO Holding Corporation as at and for the nine 
months ended September 30, 2011;  


e) Such other supplementary information as was considered necessary to reflect the SEMCO 
Acquisition and related financing in the Pro forma Statements. 


 
The financial statements of SEMCO identified in b) and d) above are prepared in accordance with 
accounting principles generally accepted in the United States (“US GAAP”). However, note 13 to the 
audited financial statements of SEMCO for the year ended December 31, 2010 and note 10 to the 
unaudited financial statements of SEMCO as at and for the nine months ended September 30, 2011 
provide reconciliations to Canadian GAAP and these Canadian GAAP amounts have been reflected in the 
Pro forma Statements.  
 
SEMCO unaudited consolidated financial statements are presented in US dollars. The financial information 
of SEMCO within the Pro forma Statements are reported in Canadian dollars. SEMCO assets and liabilities 
were translated to Canadian dollars at the rate of exchange at September 30, 2011. Revenue and 
expenses were translated to Canadian dollars at the average rate of exchange for the period. Exchange 
gains and losses have been included in accumulated other comprehensive income. 
 
The Pro forma Statements do not include the anticipated financial benefits from such items as potential 
cost savings or synergies arising from the Acquisition, nor are they necessarily indicative of the results of 
operations or financial position that would have occurred had the Acquisition been effected on the dates 
indicated, or the results that may be obtained in the future. 
 
The Pro forma Statements have been prepared for illustrative purpose only. Actual amounts recorded 
once the purchase price allocation is finalized will depend on a number of factors and may differ 
materially from those recorded in these Pro forma Statements. 


3. Pro forma adjustments 


The Acquisition will be accounted for using the purchase method of accounting. Accordingly, the acquired 
business’ identifiable assets and liabilities are recorded at their fair values.  
 
Management’s preliminary assessment of the net assets acquired and liabilities assumed and the 
preliminary purchase price allocation are subject to change due to changes in the fair values of the 
respective assets and liabilities at the closing date of the Acquisition. These changes will be not known 
until after the closing date of the Acquisition and may differ materially from the amounts recorded in the 
Pro forma Statements. 
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The Pro forma Statements reflect the following adjustments: 
 
Pro forma consolidated balance sheet at September 30, 2011: 


a) Cash and cash equivalents of SEMCO in the amount of $14,934 were not acquired as they will be 
retained by the vendor prior to the closing; 


b) Capital assets have been increased by $102,807 to reflect the estimated fair value of the CINGSA 
assets; 


c) Goodwill has been increased by $231,307 to reflect the net replacement of SEMCO goodwill with 
the goodwill resulting from the Acquisition; 


d) Recognition of estimated Acquisition-related pre-tax costs for $6,289 and the related deferred 
income tax adjustment for $1,571 to reflect the tax effect at the statutory rate of 25%; 


e) Current portion of long-term debt of $4 and short-term debt for $76,519 were not acquired as 
they will be retired by the vendor prior to the closing of the Acquisition; 


f) The net increase in long-term debt of $424,707 is a reflection of: 
i. $141,612 SEMCO long-term debt not assumed; 
ii. The assumption of $78,615 of incremental debt expected to be assumed by the date of 


Acquisition related to the construction of the CINGSA assets; and 
iii. Borrowings under AltaGas’ senior unsecured credit facilities in the amount of $487,704. 


g) Common shares have been increased by $327,123 to reflect the net proceeds from the issuance 
of new common shares upon exchange of subscription receipts, as described in note 1, and 
reduced by $290,582 to cancel the outstanding SEMCO common shares; 


h) SEMCO accumulated other comprehensive loss of $5 and accumulated earnings of $68,854 have 
been eliminated;  


i) Non-controlling interest in a SEMCO subsidiary has been increased by $3,302 to reflect the 
estimated fair value of non-controlling interest in CINGSA. 


 
Pro forma consolidated statement of income for the year ended December 31, 2010: 


j) Interest expense has been decreased by $1,253 to reflect the interest related to the SEMCO 
short-term debt not assumed as outlined in note 3.e. 


k) Interest expense has been increased by $13,769 to reflect the interest related to long-term debt 
outlined in note f.(ii) and f.(iii) with a weighted average interest rate estimated to be 2.37% and 
reduced by $3,235 to reflect the interest related to the SEMCO debt not assumed; 


l) Income tax recovery of $2,320 to reflect the tax effect on the pro forma adjustments at the 
statutory rate of 25%. 


 
Pro forma consolidated statement of income for the nine months ended September 30, 2011 


m) Interest expense has been decreased by $772 to reflect the interest related to the SEMCO short-
term debt not assumed as outlined in note 3.e. 


n) Interest expense has been increased by $8,796 to reflect the interest related to long-term debt 
outlined in note f.(ii) and f.(iii) with a weighted average interest rate estimated to be 2.37% and 
decreased by $2,273 to reflect the interest related to the SEMCO debt not assumed; 


o) Income tax recovery of $1,438 to reflect the tax effect on the pro forma adjustments at the 
statutory rate of 25%. 
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CERTIFICATE OF THE CORPORATION 


Dated: February 14, 2012 


This short form prospectus, together with the documents incorporated by reference, constitutes full, true 
and plain disclosure of all material facts relating to the securities offered by this short form prospectus as 
required by the securities legislation of each of the provinces of Canada. 


ALTAGAS LTD. 


  


(signed) David W. Cornhill 
Chief Executive Officer 


(signed) Deborah S. Stein 
Chief Financial Officer 


  


ON BEHALF OF THE BOARD OF DIRECTORS 
 


  


(signed) M. Neil McCrank 
Director 


(signed) Robert B. Hodgins 
Director 
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CERTIFICATE OF THE UNDERWRITERS 


Dated:  February 14, 2012 


To the best of our knowledge, information and belief, this short form prospectus, together with the 
documents incorporated by reference, constitutes full, true and plain disclosure of all material facts 
relating to the securities offered by this short form prospectus as required by the securities legislation of 
each of the provinces of Canada.   


BMO NESBITT BURNS INC. RBC DOMINION SECURITIES 
INC. 


TD SECURITIES INC. 


   


By:  (signed) Sean M. Brown By:  (signed) Trevor Gardner By:  (signed) Alec W.G. Clark  


 


CIBC WORLD MARKETS INC. NATIONAL BANK 
FINANCIAL INC. 


SCOTIA CAPITAL INC. 


   


By:  (signed) Kelsen Vallee By:  (signed) Iain Watson By:  (signed) Cameron Goldade  


 


HSBC SECURITIES (CANADA) INC. MACQUARIE CAPITAL MARKETS  
CANADA LTD. 


  


By:  (signed) Greg Gannett  By:  (signed) Paul Huebener  


 


BEACON SECURITIES 
LIMITED 


FIRSTENERGY CAPITAL 
CORP. 


PETERS & CO. LIMITED 


   


By:  (signed) Daniel Holland By:  (signed) Erik B. Bakke By:  (signed) Blair Ward  


 


 







  


  


No securities regulatory authority has expressed an opinion about these securities and it is an offence to claim 


otherwise. 


This prospectus supplement, together with the short form base shelf prospectus dated December 7, 2011 (the 


“Prospectus”) to which it relates, as amended or supplemented, and each document incorporated or deemed to be 


incorporated by reference in the short form base shelf prospectus constitutes a public offering of these securities 


only in those jurisdictions where they may lawfully be offered for sale and therein only by persons permitted to sell 


such securities. 


The Series C Shares (as hereinafter defined) to be offered hereunder have not been, and will not be, registered 


under the United States Securities Act of 1933, as amended and may not be offered or sold in the United States of 


America or to or for the account of U.S. persons. See “Plan of Distribution”. 


Information has been incorporated by reference in this prospectus supplement from documents filed with 


securities commissions or similar authorities in Canada.  Copies of the documents incorporated herein by 


reference may be obtained on request without charge from the Vice President, General Counsel and Corporate 


Secretary of AltaGas (as hereinafter defined) at 1700, 355 – 4
th


 Avenue S.W., Calgary, Alberta, T2P 0J1 (telephone 


(403) 69147575) and are also available electronically at www.sedar.com. 


PROSPECTUS SUPPLEMENT 


To a Short Form Base Shelf Prospectus Dated December 7, 2011 


New Issue May 30, 2012 


 


ALTAGAS LTD. 


US$200,000,000 


8,000,000 Cumulative Redeemable 5,Year Rate Reset Preferred Shares, Series C 


AltaGas Ltd. (“AltaGas”) is hereby qualifying the distribution (the “Offering”) of 8,000,000 cumulative 
redeemable 5&year rate reset preferred shares, series C (the “Series C Shares”) of AltaGas at a price of US$25.00 
per Series C Share (the “Offering Price”).  See “Details of the Offering” and “Plan of Distribution”. 


The holders of Series C Shares will be entitled to receive, as and when declared by the board of directors of 
AltaGas (the “Board of Directors”) out of moneys of AltaGas properly applicable to the payment of dividends, 
fixed cumulative preferential cash dividends for the initial period from and including the date of issue of the Series 
C Shares to, but excluding, September 30, 2017 (the “Initial Fixed Rate Period”), at an annual rate of US$1.10 per 
share, payable quarterly on the last day of March, June, September and December in each year (less any tax required 
to be deducted or withheld by AltaGas). Assuming an issue date of June 6, 2012, the first dividend, if declared, will 
be payable October 1, 2012, in the amount of US$0.3473 per share.  See “Details of the Offering”. 


For each five&year period after the Initial Fixed Rate Period (each a “Subsequent Fixed Rate Period”), the 
holders of Series C Shares shall be entitled to receive, as and when declared by the Board of Directors, fixed 
cumulative preferential cash dividends, payable quarterly on the last day of March, June, September and December 
in each year, in the amount per share determined by multiplying one&quarter of the Annual Fixed Dividend Rate (as 
hereinafter defined) for such Subsequent Fixed Rate Period by US$25.00. The Annual Fixed Dividend Rate for the 
ensuing Subsequent Fixed Rate Period will be determined by AltaGas on the applicable Fixed Rate Calculation Date 
(as hereinafter defined) and will be equal to the sum of the United States Government Bond Yield (as hereinafter 
defined) on the applicable Fixed Rate Calculation Date plus 3.58%.  See “Details of the Offering”. 
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The Series C Shares shall not be redeemable prior to September 30, 2017. On September 30, 2017, and on 
September 30 in every fifth year thereafter, AltaGas may, at its option, upon not less than 30 days and not more than 
60 days prior written notice, redeem for cash all or any part of the outstanding Series C Shares by the payment of 
US$25.00 per Series C Share plus all accrued and unpaid dividends (less any tax required to be deducted or withheld 
by AltaGas).  See “Details of the Offering”. 


Option to Convert into Series D Shares 


The holders of the Series C Shares will have the right to convert all or any of their shares into cumulative 
redeemable floating rate preferred shares, series D of AltaGas (the “Series D Shares”), subject to certain conditions, 
on September 30, 2017 and on September 30 in every fifth year thereafter. The holders of the Series D Shares will 
be entitled to receive, as and when declared by the Board of Directors, quarterly floating rate cumulative preferential 
cash dividends payable on the last day of March, June, September and December in each year in the amount per 
share determined by multiplying the Floating Quarterly Dividend Rate (as hereinafter defined) for such Quarterly 
Floating Rate Period (as hereinafter defined) by US$25.00 and multiplying that product by a fraction, the numerator 
of which is the actual number of days in such Quarterly Floating Rate Period and the denominator of which is 365 or 
366, depending upon the actual number of days in the applicable year. The Floating Quarterly Dividend Rate will be 
the annual rate of interest equal to the sum of the T&Bill Rate (as hereinafter defined) on the applicable Floating Rate 
Calculation Date (as hereinafter defined) plus 3.58%.  See “Details of the Offering”. 


The Series C Shares and Series D Shares are series of shares in the same class. The conversion right entitles 
holders to elect periodically which of the two series they wish to hold, subject to certain restrictions and automatic 
conversion in certain circumstances, and does not entitle holders to receive a different class or type of securities. 
Other than the different dividend rights and redemption rights attached thereto, the Series C Shares and Series D 


Shares are identical in all material respects.  See “Details of the Offering”. 


Price: US$25.00 per Series C Share to initially yield 4.40% per 


annum 


 


Price to the 


Public 


Underwriters’ 


Fee(1) 


Net Proceeds to 


AltaGas(2) 


Per Series C Share ................................................................................................US$25.00 US$0.75 US$24.25 


Total ......................................................................................................................US$200,000,000 US$6,000,000 US$194,000,000 


 


(1) The Underwriters’ (as hereinafter defined) fee for the Series C Shares is US$0.25 for each Series C Share sold to certain 
institutions, as agreed between AltaGas and RBC (as hereinafter defined), by closing of the Offering, and US$0.75 per Series 
C Share for all other Series C Shares purchased by the Underwriters. The Underwriters’ fee indicated in the table assumes 
that no Series C Shares are sold to such institutions. 


(2) Before deducting the estimated expenses of the Offering of approximately $500,000. The expenses of the Offering and the 
Underwriters’ fee will be paid from the general funds of AltaGas.  


There is currently no market through which the Series C Shares may be sold and purchasers may 


not be able to resell Series C Shares purchased under this prospectus supplement. This may affect the pricing 


of the Series C Shares in the secondary market, the transparency and availability of trading prices, the 


liquidity of the Series C Shares and the extent of issuer regulation. See “Risk Factors”. 


Neither the Series C Shares nor the Series D Shares have a fixed maturity date and are not redeemable at 
the option of the holders of Series C Shares or Series D Shares, as applicable. The ability of a holder to liquidate its 
holdings of Series C Shares and Series D Shares, as applicable, may be limited.  See “Risk Factors”. 


AltaGas has applied to the Toronto Stock Exchange (the “TSX”) to list the Series C Shares and Series D 
Shares described in this prospectus supplement. Listing will be subject to AltaGas fulfilling all the listing 
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requirements of the TSX. There can be no assurance that the Series C Shares and Series D Shares will be accepted 
for listing on the TSX. 


It is currently anticipated that the closing date of the Offering (the “Offering Closing Date”) will be on or 
about June 6, 2012, or such later date as AltaGas and the Underwriters may agree but in any event not later than 
June 30, 2012. See “Details of the Offering”. 


RBC Dominion Securities Inc. (“RBC”), CIBC World Markets Inc. (“CIBC”), Scotia Capital Inc. 
(“Scotia”), BMO Nesbitt Burns Inc. (“BMO”), National Bank Financial Inc. (“National”), TD Securities Inc. 
(“TD”), HSBC Securities (Canada) Inc. (“HSBC”), Macquarie Capital Markets Canada Ltd., Beacon Securities 
Limited, FirstEnergy Capital Corp. and Peters & Co. Limited (collectively, the “Underwriters”), as principals, 
conditionally offer the Series C Shares, subject to prior sale, if, as and when issued by AltaGas to, and accepted by, 
the Underwriters in accordance with the conditions contained in the Underwriting Agreement referred to under 
“Plan of Distribution” and subject to the approval of certain legal matters relating to the Offering on behalf of 
AltaGas by Stikeman Elliott LLP and on behalf of the Underwriters by Blake, Cassels & Graydon LLP (collectively, 
“Counsel”). 


Subscriptions will be received subject to rejection or allotment in whole or in part and the Underwriters 
reserve the right to close the subscription books at any time without notice. Book entry only certificates representing 
the Series C Shares will be issued in registered form to CDS Clearing and Depository Services Inc. (“CDS”) or its 
nominee and will be deposited with CDS on the Offering Closing Date. A purchaser of Series C Shares will receive 
only a customer confirmation from a registered dealer which is a CDS participant and from or through which the 
Series C Shares are purchased. See “Depository Services”. 


Subject to applicable laws, the Underwriters may, in connection with the Offering, over&allot or effect 
transactions which stabilize or maintain the market price of the Series C Shares at levels other than those which 
might otherwise prevail on the open market. The Underwriters propose to offer the Series C Shares initially at 


the Offering Price specified above. After a reasonable effort has been made to sell all of the Series C Shares at 


the price specified, the Underwriters may reduce the selling price to investors from time to time in order to 


sell any of the Series C Shares remaining unsold. Any such reduction will not affect the proceeds received by 


AltaGas. See “Plan of Distribution”. 


In the opinion of Counsel, subject to the provisions of any particular plan, the Series C Shares and Series D 
Shares, if issued on the date hereof, generally would be qualified investments under the Income Tax Act (Canada) 
(the “Tax Act”) for certain tax&exempt plans. See “Eligibility for Investment”. 


Investing in the Series C Shares involves certain risks. See “Risk Factors” in the accompanying 


Prospectus and in this prospectus supplement. 


RBC, CIBC, Scotia, BMO, National, TD and HSBC are, directly or indirectly, subsidiaries or 


affiliates of Canadian chartered banks that are lenders to AltaGas or its subsidiaries.  Accordingly, pursuant 


to applicable securities legislation, AltaGas may be considered a “connected issuer” of such Underwriters.  


The net proceeds from the sale of the Series C Shares may be used to reduce the indebtedness of AltaGas to 


such lenders. See “Relationship Between Certain of the Underwriters and AltaGas” and “Use of Proceeds”. 
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IMPORTANT NOTICE ABOUT INFORMATION IN THIS PROSPECTUS SUPPLEMENT AND THE 


ACCOMPANYING PROSPECTUS 


This document is in two parts. The first part is this prospectus supplement, which describes the specific 
terms of the securities AltaGas is offering and also adds to and updates certain information contained in the 
Prospectus and the documents incorporated by reference therein. The second part, the Prospectus, gives more 
general information, some of which may not apply to the Series C Shares offered hereunder. 


Prospective investors should rely only on the information contained in or incorporated by reference 


into this prospectus supplement and the Prospectus. AltaGas has not authorized any other person to provide 


prospective investors with additional or different information. If anyone provides prospective investors with 


different or inconsistent information, prospective investors should not rely on it. AltaGas is offering to sell, 


and seeking offers to buy, these securities only in jurisdictions where offers and sales are permitted. 


Prospective investors should assume that the information appearing in this prospectus supplement and the 


Prospectus, as well as information AltaGas or the Trust (as hereinafter defined) has previously filed with the 


securities regulatory authority in each of the provinces of Canada that is incorporated herein and in the 


Prospectus by reference, is accurate as of their respective dates only. AltaGas’ business, financial condition, 


results of operations and prospects may have changed since those dates. 


In this prospectus supplement, unless otherwise specified or the context otherwise requires, all dollar 
amounts are expressed in Canadian dollars. References to “dollars” or “$” are to the lawful currency of Canada.  
References to “U.S. dollars” or “US$” are to the lawful currency of the United States. 


The audited consolidated financial statements of AltaGas as at and for the years ended December 31, 2011 
and 2010 incorporated by reference in this prospectus supplement have been prepared in accordance with Canadian 
GAAP – Part V.  The unaudited comparative consolidated financial statements of AltaGas as at and for the three 
months ended March 31, 2012 incorporated by reference in this prospectus supplement have been prepared in 
accordance with U.S. GAAP.   
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The audited financial statements of SEMCO (as hereinafter defined) as at and for the years ended 
December 31, 2011 and 2010 and the unaudited financial statements of SEMCO as at and for the three months 
ended March 31, 2012 and 2011 incorporated by reference in this prospectus supplement have been prepared in 
accordance with U.S. GAAP and may not be comparable to financial statements of Canadian companies prepared in 
accordance with Canadian GAAP – Part V or Canadian GAAP. Reference should be made to note 13 in the audited 
financial statements of SEMCO as at and for the years ended December 31, 2011 and 2010 for a discussion of the 
principal differences between SEMCO’s financial results for the periods covered by such financial results and 
financial condition determined under U.S. GAAP and Canadian GAAP – Part V. 


DOCUMENTS INCORPORATED BY REFERENCE 


This prospectus supplement is deemed to be incorporated by reference into the Prospectus solely for the 
purposes of the Offering of the Series C Shares. Other documents are also incorporated or deemed to be 
incorporated by reference into the Prospectus and reference should be made to the Prospectus for full particulars.  


The following are specifically incorporated by reference in and form an integral part of the Prospectus and 
this prospectus supplement:   


(a) the audited consolidated financial statements of AltaGas and notes thereto as at and for the years 
ended December 31, 2011 and 2010 together with the auditors’ report thereon filed on March 12, 
2012, and the management’s discussion and analysis of results of operations and financial 
condition for the year ended December 31, 2011, filed on March 12, 2012 (the “2011 MD&A”); 


(b) the unaudited consolidated financial statements of AltaGas and notes thereto as at and for the three 
months ended March 31, 2012 and 2011, and the management's discussion and analysis of results 
of operations and financial condition for the three months ended March 31, 2012 (the “2012 Q1 


MD&A”);  


(c) the annual information form of AltaGas dated March 15, 2012 for the year ended December 31, 
2011 (the “AIF”); 


(d) the information circular dated March 15, 2012 relating to the Annual Meeting of holders of 
common shares of AltaGas (the “Common Shares”) held on April 26, 2012; 


(e) the material change report dated February 6, 2012 relating to the proposed acquisition (the 
“Acquisition”) by AltaGas Utility Holdings (U.S.) LLC (“Acquireco”), an indirect wholly&owned 
subsidiary of AltaGas, of all of the issued and outstanding shares of common stock of SEMCO 
Holding Corporation (“SEMCO”) from Continental Energy Systems LLC; 


(f) the audited consolidated statements of financial position and of capitalization of SEMCO at 
December 31, 2011 and 2010 and the related statements of operations, of changes in equity and 
comprehensive income and of cash flows for each of the years in the three&year period ended 
December 31, 2011, filed on April 9, 2012; 


(g) the unaudited condensed consolidated statements of financial position of SEMCO at March 31, 
2012 and 2011 and the related condensed consolidated statements of operations and 
comprehensive income and of cash flows for the three months ended March 31, 2012, filed on 
May 30, 2012 (the “SEMCO 2012 Q1 Financial Statements”); 


(h) the unaudited pro forma consolidated financial statements of AltaGas as at and for the year ended 
December 31, 2011 after giving effect to the Acquisition and the related financing assumptions as 
described therein, filed on April 9, 2012;  
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(i) the unaudited pro forma consolidated financial statements of AltaGas as at and for the three 
months ended March 31, 2012 after giving effect to the Acquisition and the related financing 
assumptions as described therein, filed on May 30, 2012 (the “Interim Pro Forma Financial 


Statements”); and 


(j) the sections entitled: 


(i) “Glossary”; 


(ii) “Non4GAAP Financial Measures”; 


(iii) “Acquisition of SEMCO” (but excluding the information under the subheading “Selected 


Unaudited Pro Forma Consolidated Financial Information”); 


(iv) “Risk Factors – Risks Related to the Acquisition”; and 


(v) “Risk Factors – Risks Related to the Business of SEMCO”, 


of the final short form prospectus of AltaGas dated February 14, 2012 (the “Prior Prospectus”). 


Any documents of the type referred to above (excluding confidential material change reports), press 
releases containing financial information for financial periods more recent than the most recent annual or interim 
financial statements and any business acquisition reports subsequently filed by AltaGas with securities regulatory 
authorities in Canada after the date of this prospectus supplement and prior to the termination of the Offering shall 
be deemed to be incorporated by reference into this prospectus supplement and the Prospectus for the purposes of 
this Offering. These documents are available through the internet on SEDAR, which can be accessed at 
www.sedar.com. 


Any statement contained in the Prospectus, in this prospectus supplement or in any other document 


(or part thereof) incorporated or deemed to be incorporated by reference into the Prospectus shall be deemed 


to be modified or superseded, for purposes of this prospectus supplement, to the extent that a statement 


contained herein or in any other subsequently filed document (or part thereof) which also is or is deemed to 


be incorporated by reference into the Prospectus modifies or supersedes that statement. The modifying or 


superseding statement need not state that it has modified or superseded a prior statement or include any 


other information set forth in the document which it modifies or supersedes. Any statement so modified or 


superseded shall not be deemed, except as so modified or superseded, to constitute a part of this prospectus 


supplement or the Prospectus. 


NOTE REGARDING FORWARD,LOOKING STATEMENTS 


This prospectus supplement, the prospectus and the documents incorporated by reference herein and therein 
contain forward&looking statements. When used in this prospectus supplement, the prospectus and the documents 
incorporated by reference herein and therein, the words “may”, “would”, “could”, “will”, “intend”, “plan”, 
“anticipate”, “believe”, “seek”, “propose”, “estimate”, “expect” and similar expressions, as they relate to AltaGas or 
an affiliate of AltaGas, are intended to identify forward&looking statements.  In particular, this prospectus 
supplement, the prospectus and the documents incorporated by reference herein and therein contain forward&looking 
statements with respect to, among other things, business objectives, expected growth, results of operations, 
performance, business projects and opportunities and financial results.   


Specifically, and as at the date hereof, such forward&looking statements are set forth in respect of AltaGas’ 
overall strategy under the heading “AltaGas’ Strategy” in the AIF, including with respect to the relative contribution 
of the gas, power and utilities businesses to revenue growth, statements as they relate to gas opportunities with 
respect to: expectations for the Western Canada Sedimentary Basin (“WCSB”); growth opportunities from plant 
modifications, increasing interests, acquiring and constructing infrastructure and growing demand; the anticipated 
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impact of the Harmattan co&stream project and the Gordondale project; the contribution of AltaGas’ extraction 
infrastructure to throughput, utilization and profitability; the availability of opportunities to build or acquire 
gathering, processing, extraction or transmission infrastructure and generate operating synergies; and the impact of 
growing natural gas production in northeast British Columbia and northwest Alberta; statements as they relate to 
power opportunities with respect to: power demand growth and price recovery; the timing of new power generation 
and the impact of the planned decommissioning of thermal plants in Alberta, opportunities to develop new clean 
power generation capacity, the anticipated impact of the northwest British Columbia run&of&river hydro&electricity 
projects; and statements as they relate to utility opportunities to build or expand natural gas distribution 
infrastructure in Alberta, British Columbia, Nova Scotia or the Northwest Territories and the anticipated acquisition 
of SEMCO.  In addition, such forward&looking statements are set forth under: 


• “General Development of AltaGas’ Business – Historical Development – Development of the Gas 


Business”, including in respect of the expected in service date of the Gordondale project, a natural gas 
processing facility and gathering system in the Gordondale area of the Montney reserve area and the 
expected full utilization of the Harmattan complex upon completion of the Harmattan co&stream project; 


 


• “General Development of AltaGas’ Business – Historical Development – Development of the Power 


Business”, including in respect of the expected in service date of the Forrest Kerr project and the expected 
cash flows to be derived therefrom, the timing of construction of the McLymont Creek project and Volcano 
Creek project, the expected completion date of a waste heat recovery unit near Sparwood, British Columbia 
and the expected completion date of a second 15 MW cogeneration plant at the Harmattan facility; 
 


• “General Development of AltaGas’ Business – Historical Development – Development of the Utilities 


Business – Acquisition of SEMCO”, including in respect of the expected acquisition date of SEMCO, the 
estimated total project costs to operational status of CINGSA and the expected timing of completion of 
CINGSA and availability of natural gas injections and withdrawals; 
 


• “Gas Business – Extraction and Transmission”, including in respect of potential changes in the convention 
for obtaining extraction rights in Alberta, the impact of commodity prices or operating costs on NGL 
extraction, the timing of start&up of the Harmattan co&stream project and the utilization of the Harmattan 
complex resulting from the completion of the Harmattan co&stream project;  
 


• “Gas Business – Field Gathering and Processing”, including in respect of the timing of start&up of the 
Gordondale project, how AltaGas may underpin capital commitments, expectations regarding natural gas 
prices and demand for gathering and processing facilities in the WCSB associated with the drilling for 
liquids rich gas and the associated gas from oil&targeted drilling, estimates of the number of natural gas 
well completions in the WCSB in 2011 and total current gas production and AltaGas’ competitiveness in 
the midstream marketplace; 
 


• “Power Business”, including in respect of expectations for growth through renewable energy projects and 
gas&fired generation opportunities, including cogeneration, the timing of commencement of operations at 
the Forrest Kerr project, expectations regarding the sufficiency of coal reserves at the Highvale mine for the 
Sundance B plant, the expected completion date of the second 15 MW cogeneration plant at the Harmattan 
complex, expectations regarding the integration of power from the Glenridge wind development project in 
AltaGas’ Alberta power portfolio, intentions with respect to the sale by Bear Mountain Wind Limited 
Partnership of renewable energy credits as an additional revenue stream, the timing of commencement of 
commercial operations at the Forrest Kerr project, the cost, timing of development and construction of the 
McLymont Creek, Volcano Creek, Log Creek and Kookipi Creek run&of&river hydroelectric projects, 
expectations regarding the cost characteristics of the Sundance B plant, the ability to generate further 
growth for the power infrastructure business with its renewable energy portfolio, the supply&demand 
balance for power in Alberta, the timing of development and intentions with respect to the development of 
AltaGas’ hydroelectric and wind power development projects in Canada and the United States and the 
timing of development of liquefied natural gas projects in western Canada, the demand for power from 
those liquefied natural gas projects and the effect on AltaGas’ power generation portfolio;  
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• “Utilities Business”, including in respect of the potential for Heritage Gas Limited (“Heritage Gas”) to 
apply to the Nova Scotia Utility and Review Board for increases to the revenue deficiency account limit, 
AltaGas’ belief in Heritage Gas’ ability to continue to expand its customer base in Nova Scotia, 
expectations regarding increases in Heritage Gas’ annual natural gas deliveries and its ability to access 
natural gas supplies sufficient to serve all its customers as it grows and expectations with respect to 
Heritage Gas’ 2012 capital expenditures, expectations regarding the timing of a decision on AltaGas 
Utilities Inc.’s (“AUI”) General Rate Application for the period 2010&2012, expectations regarding the 
effect of AUI’s 2013&2017 Incentive Rate Application and AUI’s annual growth in service sites, 
expectations regarding Pacific Northern Gas Ltd.’s (“PNG”) 2012 capital expenditures and the timing of 
regulatory hearings for the 2012 revenue requirements applications and expectations regarding the 
remaining proven reserves of the Ikhil Joint Venture and the impact on those reserves of Northwest 
Territories Power Corporation ceasing to use such gas, 
 


in the AIF incorporated by reference herein and under the headings “Gas – Gas Outlook”; “Power – Power 


Outlook”; “Utilities – Utilities Outlook”; “Growth Capital”; “Consolidated Outlook”; and “Corporate – Corporate 


Outlook” in the 2011 MD&A and comparable sections, as well as the “Liquidity” and “Capital Resources” sections,  
in the 2012 Q1 MD&A. 


This prospectus supplement also incorporates by reference forward&looking statements with respect to: 


• the Acquisition of SEMCO, including: 
 


o the expected Transaction Closing Date of the Acquisition; 
 


o the aggregate cash consideration payable by Acquireco in connection therewith and the anticipated 
sources of financing thereof; 


 
o expected future debt and Preferred Share financings; 


 
o anticipated benefits of the Acquisition, including: 


 
� expectations regarding the strategic fit of SEMCO with AltaGas’ existing business and its 


contribution to earnings, consolidated EBITDA and future cash flows, including expected 
accretion thereof; 
 


� expectations regarding the stability of cash flows from SEMCO’s business, including the 
proportion of EBITDA derived from regulated and long&term contracted assets; and 


 
� the growth opportunities associated with SEMCO’s business, including: 


 


• expected growth of SEMCO’s customer base in Michigan, its rate base and the 
expectations relating to Michigan’s economy improving; 
 


• expectations relating to customer conversions from alternative fuel sources to 
natural gas in Michigan and expectations regarding the relative costs of natural 
gas and other fuel sources; 


 


• expected growth of ENSTAR’s customer base and rate base and the contribution 
to such growth from expected activity levels in the resource sector; 


 


• growth projects in Alaska, including pursuant to system enhancements and 
expansions and the potential to expand the CINGSA Storage Project; 
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o the anticipated in&service date of CINGSA, its benefits in relation to ENSTAR’s ability to meet 
seasonal customer demands and the capital expenditures associated therewith and the storage 
capacity thereof; and 


 
o expectations with respect to the completion and submission of RAPs to MDEQ in relation to MGP 


sites and the accruals made by SEMCO in relation thereto; and 
 


• the entrance into, the terms of, and the anticipated indebtedness to be incurred under, the New Credit 
Facility.   
 
These statements involve known and unknown risks, uncertainties and other factors that may cause actual 


results or events to differ materially from those anticipated in such forward&looking statements.  Such statements 
reflect AltaGas’ then current views with respect to future events based on certain material facts and assumptions and 
are subject to certain risks and uncertainties, including without limitation changes in market, competition, 
governmental or regulatory developments and general economic conditions and the other factors described under the 
heading “Risk Factors” in the AIF, the headings “Risk Factors – Risks Related to the Acquisition” and “ – Risks 


Related to the Business of SEMCO” in the Prior Prospectus incorporated herein by reference and the heading “Risk 


Factors” in this prospectus supplement.  The material assumptions in making these forward&looking statements are 
disclosed in the AIF and the 2011 MD&A, respectively, as may be modified or superseded by documents 
incorporated or deemed to be incorporated by reference herein, under the headings set forth above and comparable 
sections in the 2012 Q1 MD&A and, in respect of the Acquisition of SEMCO, set forth under “Acquisition of 


SEMCO” in the Prior Prospectus incorporated herein by reference. 


Many factors could cause AltaGas’ or any of its business segments’ actual results, performance or 
achievements to vary from those described in this prospectus supplement, the prospectus and the documents 
incorporated by reference herein and therein, including without limitation those listed above as well as the 
assumptions upon which they are based proving incorrect.  These factors should not be construed as exhaustive.  
Should one or more of these risks or uncertainties materialize, or should assumptions underlying forward&looking 
statements prove incorrect, actual results may vary materially from those described in this prospectus supplement, 
the prospectus and the documents incorporated by reference herein and therein as intended, planned, anticipated, 
believed, sought, proposed, estimated or expected, and such forward&looking statements should not be unduly relied 
upon.  These statements speak only as of the date of this prospectus supplement, the prospectus or as of the date 
specified in the documents incorporated by reference herein or therein, as the case may be.  AltaGas does not intend, 
and does not assume any obligation, to update these forward&looking statements except as required by law. The 
forward&looking statements contained in this prospectus supplement, the prospectus and the documents incorporated 
by reference herein and therein are expressly qualified by these cautionary statements. 


Financial outlook information contained in this prospectus supplement, the prospectus and the documents 
incorporated by reference herein and therein about prospective results of operations, financial position or cash flows 
is based on assumptions about future events, including economic conditions and proposed courses of action, based 
on management’s assessment of the relevant information currently available. Readers are cautioned that such 
financial outlook information contained in this prospectus supplement, the prospectus and the documents 
incorporated by reference herein and therein should not be used for the purposes other than for which it is disclosed 
herein or therein, as the case may be. 


USE OF PROCEEDS 


The net proceeds to AltaGas from the Offering will be approximately US$194,000,000 after deducting the 
Underwriters’ fee of US$6,000,000 (assuming no institutional sales of Series C Shares) and before deducting the 
expenses of the Offering.  The expenses of the Offering and the Underwriters’ fee will be paid from AltaGas’ 
general funds.  


The net proceeds will be used to reduce outstanding indebtedness under the Credit Facilities.  Over the 
preceding two years, AltaGas and its affiliates used borrowings under the Credit Facilities to, among other things, 
fund the addition of capital assets under construction, provide working capital in respect of ongoing operations and 
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other general corporate purposes. Any net proceeds not applied to reduce outstanding indebtedness under the Credit 
Facilities will be used by AltaGas for general corporate purposes, which may include the financing of acquisitions 
and other capital expenditures and investments by AltaGas or its subsidiaries. 


Certain of the Underwriters are, directly or indirectly, subsidiaries or affiliates of Canadian chartered banks 
which are lenders to AltaGas or its subsidiaries.  Consequently, AltaGas may be considered to be a connected issuer 
of such Underwriters for purposes of applicable securities legislation. See “Plan of Distribution”. 


CAPITALIZATION OF ALTAGAS 


The following table sets forth the unaudited consolidated capitalization of AltaGas as at March 31, 2012, 
and the unaudited pro forma consolidated capitalization of AltaGas as at March 31, 2012 after giving effect to: (i) 
the Offering; (ii) the Note Offering (as hereinafter defined) and the associated repayment of indebtedness under the 
Credit Facilities; and (iii) the completion of the Acquisition and related advances under the Credit Facilities and/or 
the New Credit Facility.  The financial information set out below should be read in conjunction with the unaudited 
consolidated financial statements of AltaGas as at and for the three months ended March 31, 2012 and the Interim 
Pro Forma Financial Statements. 


($000s except share amounts) 


Authorized 


 


Outstanding as at 
March 31, 2012  


Outstanding as at  
March 31, 2012 after 
giving effect to the 


Offering and the use of 
proceeds therefrom, 


the Note Offering and 
completion of the 


Acquisition and related 
advances under the 
Credit facilities(1) 


Debt      
Credit facilities(2)...........................................................   320,248  339,138 
Medium Term Notes(3) ..................................................   1,075,000  1,275,000 
Other Long Term Debt..................................................   100,935  100,935 
Assumed Debt of SEMCO(4) .........................................   Nil   379,401 


Share Capital      


Common Shareholders’ Equity(5) ................................ Unlimited  1,185,837  
(89,824,004 


Common Shares) 


 1,557,999  
(103,739,004 Common 


Shares) 
Preferred Shares ............................................................ Unlimited  194,126 


 (8,000,000 Preferred 
Shares, Series A) 


 387,141 
(8,000,000 Preferred 
Shares, Series A and 
8,000,000 Preferred 


Shares, Series C) 


Total Capitalization      


   2,876,146  4,039,614 


 
Notes: 


(1) Based on the issuance of 8,000,000 Series C Shares pursuant to the Offering for net proceeds to AltaGas from the Offering of 
approximately US$194,000,000 after deducting the Underwriters’ Fee of US$6,000,000 (assuming no institutional sales of Series C 
Shares) and estimated expenses of the Offering of $500,000.  The expenses of the Offering will be paid from the general funds of 
AltaGas.  See “Plan of Distribution”.  Amounts in U.S. dollars have been translated to the Canadian dollar equivalent at the March 31, 
2012 exchange rate of 0.9975.     


(2) Includes the Credit Facilities and the New Credit Facility, as defined under “Glossary” in the Prior Prospectus incorporated herein by 
reference.  See “Relationship Between Certain of the Underwriters and AltaGas” for a summary of the amounts outstanding under the 
respective Credit Facilities and “Acquisition of SEMCO – Financing the Acquisition” in the Prior Prospectus incorporated herein by 
reference for a description of the New Credit Facility.  The pro forma amount has been adjusted to include a net drawdown under the 
Credit facilities of approximately $411,099,000 for the Acquisition (see note 3(f)(iii) of the Interim Pro Forma Financial Statements), 
reduced by the net proceeds of the Note Offering (as hereinafter defined) of $199,194,000. 


(3) Medium term notes consist of:  (a) $200 million of 7.42% medium term notes due April 29, 2014; (b) $100 million of 6.94% medium 
term notes due June 29, 2016; (c) $200 million of 5.49% medium term notes due March 27, 2017; (d) $175 million of 4.60% medium 
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term notes due January 15, 2018; (e) $200 million of 4.10% medium term notes due March 24, 2016; (f) $200 million of 4.55% 
medium term notes due January 17, 2019; and (g) $200 million of 4.07% medium term notes due June 2, 2020 (and which were issued 
subsequent to March 31, 2012) (the “Note Offering”).   


(4) Assumed Debt of SEMCO consists of the long term debt as disclosed in the SEMCO 2012 Q1 Financial Statements translated to the 
Canadian dollar equivalent at an exchange rate of 0.9975 and adjusted for the transaction as described in Note 3(f)(i) and (ii) to the 
Interim Pro Forma Financial Statements. 


(5) As at March 31, 2012, 4,956,130 options under AltaGas’ stock option plan were outstanding with a weighted average exercise price of 
$22.55 per Common Share.  The pro forma common shareholders’ equity has been adjusted to include Common Shares to be issued 
upon the exchange of the 13,915,000 subscription receipts (the “Subscription Receipts”) issued on February 22, 2012 at a price of 
$29.00 per Subscription Receipt for aggregate gross proceeds of $403 million (see note 3(g) of the Interim Pro Forma Financial 
Statements). 


PRICE RANGE AND TRADING VOLUME 


Common Shares 


The Common Shares are listed and posted for trading on the TSX under the trading symbol “ALA”.  The 
following table sets forth the price range for and trading volume of the Common Shares on the TSX for the period 
from April 2011 through May 29, 2012, as reported by the TSX. 


 Price Range  


 


High  


($) 


Low  


($) Volume 


2011  
April  ................................................................................................26.66 24.70 2,909,768 
May  ................................................................................................25.56 24.41 2,091,347 
June  ................................................................................................26.07 24.05 4,607,888 
July  ................................................................................................27.10 25.65 3,287,392 
August  ................................................................................................27.62 21.25 5,322,737 
September  ................................................................................................28.67 26.26 5,600,749 
October  ................................................................................................30.13 25.69 3,730,326 
November ................................................................................................31.29 29.04 5,144,131 
December ................................................................................................32.67 30.22 5,148,006 


2012  
January................................................................................................32.37 28.23 5,237,701 


February ................................................................................................30.62 29.09 6,532,946 


March................................................................................................32.26 30.30 6,367,029 


April ................................................................................................32.20 29.89 5,616,547 


May (1&29) ................................................................................................32.31 29.25 5,156,436 


 


Preferred Shares, Series A 


The cumulative redeemable 5&year rate reset Preferred Shares, Series A of AltaGas (the “Preferred 


Shares, Series A”) are listed and posted for trading on the TSX under the trading symbol “ALA.PR.A”.  The 
following table sets forth the price range for and trading volume of the Preferred Shares, Series A on the TSX for the 
period from April 2011 through May 29, 2012, as reported by the TSX. 


 Price Range  


 


High  


($) 


Low  


($) Volume 


2011  
April  ................................................................................................25.83 25.45 127,363 
May  ................................................................................................25.90 25.50 109,145 
June  ................................................................................................25.93 25.30 121,514 
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 Price Range  


 


High  


($) 


Low  


($) Volume 


July  ................................................................................................25.91 25.49 112,591 
August  ................................................................................................25.94 25.35 159,582 
September  ................................................................................................25.90 25.47 128,584 
October  ................................................................................................25.83 24.99 149,834 
November ................................................................................................26.12 25.63 82,501 
December ................................................................................................26.15 25.50 72,726 


2012  
January ................................................................................................26.65 25.76 178,635 
February ................................................................................................26.55 25.65 156,215 
March................................................................................................26.22 25.60 102,980 
April ................................................................................................26.18 25.66 87,192 
May (1&29) ................................................................................................26.26 25.92 162,193 


 


Subscription Receipts 


The Subscription Receipts are listed and posted for trading on the TSX under the trading symbol “ALA.R”.  
The following table sets forth the price range for and trading volume of the Subscription Receipts on the TSX for the 
period from February 22, 2012 through May 29, 2012, as reported by the TSX. 


 Price Range  


 


High  


($) 


Low  


($) Volume 


2012  
February (22&29) ................................................................ 30.06 28.70 1,514,615 
March................................................................................................31.62 29.66 1,111,833 
April ................................................................................................31.85 29.45 759,073 
May (1&29) ................................................................................................32.00 28.99 190,822 


 


PLAN OF DISTRIBUTION 


Pursuant to an underwriting agreement (the “Underwriting Agreement”) dated May 29, 2012 between 
AltaGas and the Underwriters, AltaGas has agreed to sell an aggregate of 8,000,000 Series C Shares to the 
Underwriters, and the Underwriters have severally (and not jointly or jointly and severally) agreed to purchase from 
AltaGas, as principals, such Series C Shares at a price of US$25.00 per Series C Share payable in cash against 
delivery of such Series C Shares on the Offering Closing Date. The Underwriting Agreement provides that, in 
consideration of the services of the Underwriters in connection with the Offering, AltaGas will pay the Underwriters 
a fee of US$0.25 per Series C Share issued and sold by AltaGas to certain institutions, and US$0.75 per Series C 
Share for all other Series C Shares issued and sold by AltaGas as part of the Offering, for an aggregate fee payable 
by AltaGas of US$6,000,000, assuming that no Series C Shares are sold to such institutions. The Underwriters’ fee 
is payable on the Offering Closing Date. 


The terms of the Offering were established through negotiations between AltaGas and the Underwriters. 


The obligations of the Underwriters under the Underwriting Agreement are several (and not joint or joint 
and several) and may be terminated at their discretion upon the occurrence of certain stated events. If an Underwriter 
fails to purchase the Series C Shares which it has agreed to purchase, the other Underwriters may, but are not 
obligated to, purchase such Series C Shares, provided that, if the aggregate number of Series C Shares not purchased 
is less than or equal to 8% of the aggregate number of Series C Shares agreed to be purchased by the Underwriters, 
then each of the other Underwriters is obligated to purchase severally the Series C Shares not taken up, on a pro rata 
basis or as they may otherwise agree as between themselves. The Underwriters are, however, obligated to take up 
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and pay for all Series C Shares if any Series C Shares are purchased under the Underwriting Agreement. The 
Underwriting Agreement also provides that AltaGas will indemnify the Underwriters and their respective directors, 
officers, shareholders, agents and employees against certain liabilities and expenses. 


The Underwriters propose to offer the Series C Shares initially at the Offering Price specified on the cover 
page of this prospectus supplement. After the Underwriters have made a reasonable effort to sell all of the Series C 
Shares offered by this prospectus supplement at the price specified herein, the Offering Price may be decreased and 
may be further changed from time to time to an amount not greater than US$25.00. In the event the Offering Price of 
the Series C Shares is reduced, the compensation received by the Underwriters will be decreased by the amount by 
which the aggregate price paid by the purchasers for the Series C Shares is less than the gross proceeds paid by the 
Underwriters to AltaGas for the Series C Shares. Any such reduction will not affect the proceeds received by 
AltaGas. 


Subscriptions for Series C Shares will be received subject to rejection or allotment in whole or in part, and 
the right is reserved to close the subscription books at any time without notice. 


AltaGas has applied to the TSX to list the Series C Shares and Series D Shares. Listing will be subject to 
AltaGas fulfilling all the listing requirements of the TSX. There can be no assurance that the Series C Shares and the 
Series D Shares will be accepted for listing on the TSX. 


AltaGas has agreed that, subject to certain exceptions, it shall not issue or agree to issue any Preferred 
Shares or other securities convertible into, or exchangeable for, Preferred Shares prior to 90 days after the Offering 
Closing Date without the prior consent of RBC, CIBC and Scotia on behalf of the Underwriters, which consent shall 
not be unreasonably withheld.  


Pursuant to policy statements of certain securities regulators, the Underwriters may not, throughout the 
period of distribution, bid for or purchase Series C Shares. The policy statements allow certain exceptions to the 
foregoing prohibitions. The Underwriters may only avail themselves of such exceptions on the condition that the bid 
or purchase not be engaged in for the purpose of creating actual or apparent active trading in, or raising the price of, 
the Series C Shares. These exceptions include a bid or purchase permitted under the Universal Market Integrity 
Rules for Canadian Marketplaces of the Investment Industry Regulatory Organization of Canada, relating to market 
stabilization or market balancing activities and a bid or purchase made on behalf of a customer where the order was 
not solicited during the period of distribution. Pursuant to the first mentioned exception, in connection with the 
Offering, the Underwriters may over&allot or effect transactions which stabilize or maintain the market price of the 
Series C Shares at levels other than those which otherwise might prevail on the open market. Such transactions, if 
commenced, may be discontinued at any time. 


RELATIONSHIP BETWEEN CERTAIN OF THE 


UNDERWRITERS AND ALTAGAS 


RBC, CIBC, Scotia, BMO, National, TD and HSBC are, directly or indirectly, subsidiaries or affiliates of 
Canadian chartered banks that are lenders to AltaGas or its subsidiaries. Accordingly, pursuant to applicable 
securities legislation, AltaGas may be considered a “connected issuer” of such Underwriters.  As at May 28, 2012, 
neither AltaGas nor its subsidiaries were indebted under the New Credit Facility.  As at May 28, 2012, AltaGas or 
its subsidiaries were indebted to a syndicate of lenders, including lender affiliates of such Underwriters, under the 
Syndicated Facility in the approximate amount of $46 million and under the AUGI Facility in the approximate 
amount of $165 million.  As at May 28, 2012, AltaGas or its subsidiaries were also indebted to a lender affiliate of 
each of TD and CIBC in the approximate amount of $52 million (including letters of credit) under the LC Credit 
Facility and to a non&affiliated lender in the approximate amount of $119 million (including letters of credit) under 
the Bilateral Facility. The Credit Facilities and the New Credit Facility are unsecured.  AltaGas and its subsidiaries, 
as applicable, are presently in compliance with the terms of such Credit Facilities and none of the lenders has 
waived a breach of the agreements governing such Credit Facilities since their execution.  The consolidated financial 
position of AltaGas has not changed materially since the indebtedness under such Credit Facilities was incurred.  
See “Use of Proceeds”. 


The decision to distribute Series C Shares pursuant to the Offering was made by AltaGas and the 
determination of the terms of the Offering was made through negotiations between AltaGas and the Underwriters.  
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The lender affiliates of such Underwriters did not have any involvement in such decision or determination but have 
each been advised of the Offering and the terms thereof.  Each of the Underwriters will receive its proportionate 
share of the aggregate underwriting commission payable by AltaGas.  


EARNINGS COVERAGE 


The following consolidated earnings coverage ratios are calculated for the 12&month periods ended 
December 31, 2011 and March 31, 2012 after giving effect to:  (a) the repayment on January 19, 2012 of $100 
million 5.07% medium term notes (the “Note Repayment”); (b) the Note Offering, with pro forma effect of debt 
repayment; and (c) the issue of the Series C Preferred Shares pursuant to this Offering (collectively, the 
“Adjustments”).  The earnings coverage ratio for the 12&month period ended December 31, 2011 has been 
calculated based on results reported in accordance with Canadian GAAP – Part V.  The earnings coverage ratio for 
the 12&month period ended March 31, 2012 has been calculated based on results reported in accordance with U.S. 
GAAP.  The earnings coverage ratios set out below do not purport to be indicative of earnings coverage ratios for 
any future period. 


 December 31, 2011 March 31, 2012 


Earnings Coverage ................................................................................................2.01 times 2.09 times 


AltaGas’ dividend requirements on all of its Preferred Shares, after giving effect to the issue of the Series C 
Shares to be distributed under this prospectus supplement, and adjusted to a before&tax equivalent using an effective 
income tax rate of 25%, amounted to approximately $24.9 million for the 12 months ended December 31, 2011 and 
to approximately $25.0 million for the 12 months ended March 31, 2012.  AltaGas’ interest requirements, after 
giving effect to the Adjustments, amounted to approximately $57.5 million and $63.5 million for the 12 months 
ended December 31, 2011 and March 31, 2012, respectively.  AltaGas’ earnings before interest and income tax for 
the 12 months ended December 31, 2011 and March 31, 2012 were approximately $166.1 million and $184.9 
million, respectively, which are 2.01 times and 2.09 times AltaGas’ aggregate dividend and interest requirements for 
this period. 


The following pro forma consolidated earnings coverage ratios are calculated for the 12&month periods 
ended December 31, 2011 and March 31, 2012 after giving effect to the Adjustments referred to above and the 
impact of the Acquisition.  The pro forma earnings coverage ratio for the 12&month period ended December 31, 
2011 has been calculated based on results reported in accordance with Canadian GAAP – Part V.  The pro forma 


earnings coverage ratio for the 12&month period ended March 31, 2012 has been calculated based on results reported 
in accordance with U.S. GAAP.  The pro forma earnings coverage ratios set out below do not purport to be 
indicative of earnings coverage ratios for any future period. 


 December 31, 2011 March 31, 2012 


Pro Forma Earnings Coverage ................................................................2.23 times 2.23 times 


AltaGas’ dividend requirements on all of its Preferred Shares, after giving effect to the issue of the Series C 
Shares to be distributed under this prospectus supplement and the Acquisition, and adjusted to a before&tax 
equivalent using an effective income tax rate of 25%, amounted to approximately $24.9 million for the 12 months 
ended December 31, 2011 and to approximately $25.0 million for the 12 months ended March 31, 2012.  AltaGas’ 
interest requirements, after giving effect to the Adjustments referred to above and the impact of the Acquisition, 
amounted to approximately $83.6 million and $89.9 million for the 12 months ended December 31, 2011 and March 
31, 2012, respectively.  AltaGas’ earnings before interest and income tax for the 12 months ended December 31, 
2011 and March 31, 2012 were approximately $241.8 million and $256.3 million, respectively, which are 2.23 times 
and 2.23 times AltaGas’ aggregate dividend and interest requirements for this period. 
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DETAILS OF THE OFFERING 


The following is a summary of the principal rights, privileges, restrictions and conditions attaching to the 
Preferred Shares of AltaGas as a class and to be attached to the Series C Shares and Series D Shares. AltaGas will 
furnish on request a copy of the text of the provisions attaching to the Preferred Shares as a class and the Series C 
Shares and Series D Shares, each as a series and such provisions will also be available on SEDAR at 
www.sedar.com. 


Definition of Terms 


The following definitions are relevant to the Series C Shares and the Series D Shares. 


“Annual Fixed Dividend Rate” means, for any Subsequent Fixed Rate Period, the annual rate of interest (expressed 
as a percentage rounded to the nearest one hundred thousandth of one percent (with 0.000005% being rounded up)) 
equal to the sum of the United States Government Bond Yield on the applicable Fixed Rate Calculation Date 
and 3.58%. 


“Bloomberg Screen USGG5YR Page” means the display designated as page “USGG5YR<INDEX>” on the 
Bloomberg Financial L.P. service (or such other page as may replace the USGG5YR page on that service) for 
purposes of displaying United States government bond yields. 


“Business Day” means a day on which banks are generally open for business in both Calgary, Alberta and Toronto, 
Ontario. 


“Dividend Payment Date” means the last day of March, June, September and December in each year commencing 
October 1, 2012.   


“Fixed Rate Calculation Date” means, for any Subsequent Fixed Rate Period, the 30th day prior to the first day of 
such Subsequent Fixed Rate Period. 


“Floating Quarterly Dividend Rate” means, for any Quarterly Floating Rate Period, the annual rate of interest 
(expressed as a percentage rounded to the nearest one hundred&thousandth of one percent (with 0.000005% being 
rounded up)) equal to the sum of the T&Bill Rate on the applicable Floating Rate Calculation Date and 3.58%. 


“Floating Rate Calculation Date” means, for any Quarterly Floating Rate Period, the 30th day prior to the first day 
of such Quarterly Floating Rate Period. 


“Initial Fixed Rate Period” means the period from and including the date of issue of the Series C Shares to, but 
excluding, September 30, 2017. 


“Quarterly Commencement Date” means the last day of March, June, September and December in each year, 
commencing September 30, 2017. 


“Quarterly Floating Rate Period” means the period from and including a Quarterly Commencement Date to, but 
excluding, the next succeeding Quarterly Commencement Date. 


“Series C Conversion Date” means September 30, 2017, and September 30 in every fifth year thereafter. 


“Series D Conversion Date” means September 30, 2022, and September 30 in every fifth year thereafter. 


“Subsequent Fixed Rate Period” means, for the initial Subsequent Fixed Rate Period, the period from and 
including September 30, 2017 to, but excluding, September 30, 2022, and for each succeeding Subsequent Fixed 
Rate Period means the period from and including the day immediately following the last day of the immediately 
preceding Subsequent Fixed Rate Period to, but excluding, September 30 in the fifth year thereafter. 
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“T,Bill Rate” means, for any Quarterly Floating Rate Period, the average yield expressed as an annual rate on three 
month United States Government treasury bills, as reported by the United States Treasury, for the most recent 
treasury bills auction preceding the applicable Floating Rate Calculation Date as quoted on the Bloomberg Financial 
L.P. page “USB3MYD<INDEX>”. 


“United States Government Bond Yield” on any date means the yield to maturity on such date (assuming semi&
annual compounding) of a United States dollar denominated non&callable United States Treasury bond with a term 
to maturity of five years as quoted as of 10:00 a.m. (Toronto time) on such date and that appears on the Bloomberg 
Screen USGG5YR Page on such date; provided that if such rate does not appear on the Bloomberg Screen 
USGG5YR Page on such date, then the United States Government Bond Yield shall mean the arithmetic average of 
the yields quoted to AltaGas by two registered investment dealers selected by AltaGas as being the annual yield to 
maturity on such date, compounded semi&annually, that a non&callable United States Government bond would carry 
if issued, in United States dollars, at 100% of its principal amount on such date with a term to maturity of five years. 


Certain Provisions of the Preferred Shares as a Class 


Subject to certain limitations, including that the number of Preferred Shares issuable in series at any time 
must have aggregate voting rights representing less than 50% of the voting rights attaching to the then issued and 
outstanding Common Shares, the Board of Directors may, from time to time, issue Preferred Shares in one or more 
series and determine for any such series, prior to any issuance, its designation, number of shares and respective 
rights, privileges, restrictions and conditions. The Preferred Shares, as a class, have, among others, provisions to the 
effect set forth below.   


Priority 


The Preferred Shares of each series shall rank on parity with the Preferred Shares of every other series with 
respect to accumulated dividends and return of capital, and shall be entitled to preference over the Common Shares 
and any other shares ranking junior to the Preferred Shares with respect to the payment of dividends and the 
distribution of assets of AltaGas in the event of a liquidation, dissolution or winding up of AltaGas, whether 
voluntary or involuntary, or any other distribution of the assets of AltaGas among its shareholders for the purpose of 
winding up its affairs. 


Changes in Terms 


The provisions attaching to the Preferred Shares as a class may be repealed, altered, modified, amended or 
amplified only with the approval of the holders of the Preferred Shares as a class. Any such approval to be given by 
the holders of the Preferred Shares may be given either by resolution in writing executed by all holders of the 
Preferred Shares entitled to vote on that resolution or passed by the affirmative vote of the holders of not less than 
662/3 per cent of the Preferred Shares represented and voted at a meeting or adjourned meeting of such holders. 


Certain Provisions of the Series C Shares 


Issue Price 


The Series C Shares will have an issue price of US$25.00 per share. 


Dividends on Series C Shares 


During the Initial Fixed Rate Period, the holders of the Series C Shares shall be entitled to receive and 
AltaGas shall pay, as and when declared by the board of directors, out of the moneys of AltaGas properly applicable 
to the payment of dividends, fixed cumulative preferential cash dividends at an annual rate of US$1.10 per share, 
payable quarterly on each Dividend Payment Date in each year (less any tax required to be deducted or withheld by 
AltaGas). The first dividend, if declared, shall be payable on October 1, 2012, and, notwithstanding the foregoing, 
shall be in the amount per share determined by multiplying US$1.10 by the number of days in the period from and 
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including the date of issue of the Series C Shares to, but excluding, October 1, 2012, and dividing that product 
by 366, being the amount of US$0.3473 per Series C Share. 


During each Subsequent Fixed Rate Period, the holders of the Series C Shares shall be entitled to receive 
and AltaGas shall pay, as and when declared by the board of directors, out of the moneys of AltaGas properly 
applicable to the payment of dividends, fixed cumulative preferential cash dividends, payable quarterly on each 
Dividend Payment Date, in the amount per share determined by multiplying one&quarter of the Annual Fixed 
Dividend Rate for such Subsequent Fixed Rate Period by US$25.00 (less any tax required to be deducted or 
withheld by AltaGas). 


On each Fixed Rate Calculation Date, AltaGas shall determine the Annual Fixed Dividend Rate for the 
ensuing Subsequent Fixed Rate Period. Each such determination shall, in the absence of manifest error, be final and 
binding upon AltaGas and upon all holders of Series C Shares. AltaGas shall, on each Fixed Rate Calculation Date, 
give written notice of the Annual Fixed Dividend Rate for the ensuing Subsequent Fixed Rate Period to the 
registered holders of the then outstanding Series C Shares. 


Redemption of Series C Shares 


The Series C Shares shall not be redeemable prior to September 30, 2017. Subject to the provisions 
described under “Restrictions on Payments and Reductions of Capital”, on September 30, 2017, and on September 
30 in every fifth year thereafter, AltaGas may, at its option, redeem all or any part of the Series C Shares by the 
payment of an amount in cash for each share to be redeemed equal to US$25.00 plus all accrued and unpaid 
dividends thereon to, but excluding, the date fixed for redemption (less any tax required to be deducted or withheld 
by AltaGas). 


Notice of any redemption of Series C Shares will be given by AltaGas not more than 60 days and not less 
than 30 days prior to the date fixed for redemption. If less than all of the outstanding Series C Shares are at any time 
to be redeemed, the shares so to be redeemed shall be redeemed pro rata (disregarding fractions). 


Conversion of Series C Shares into Series D Shares 


The Series C Shares shall not be convertible prior to September 30, 2017. Holders of Series C Shares shall 
have the right to convert on each Series C Conversion Date, subject to restrictions on conversion described below, 
all or any of their Series C Shares into Series D Shares on the basis of one Series D Share for each Series C Share. 
Notice of a holder’s intention to convert Series C Shares must be received by the transfer agent and registrar for the 
Series C Shares at its principal office in Toronto or Calgary not earlier than the 30th day prior to, but not later than 
5:00 p.m. (Toronto time) on the 15th day preceding, a Series C Conversion Date. Once received by the transfer agent 
and registrar on behalf of AltaGas, the election of a holder to convert is irrevocable. 


AltaGas shall, not more than 60 days and not less than 30 days prior to the applicable Series C Conversion 
Date, give notice to the then registered holders of the Series C Shares of the conversion right. On the 30th day prior 
to each Series C Conversion Date, AltaGas shall give notice to the then registered holders of the Series C Shares of 
the Annual Fixed Dividend Rate for the Series C Shares for the next succeeding Subsequent Fixed Rate Period and 
the Floating Quarterly Dividend Rate for the Series D Shares for the next succeeding Quarterly Floating 
Rate Period. 


Holders of Series C Shares shall not be entitled to convert their shares into Series D Shares if AltaGas 
determines that there would remain outstanding on a Series C Conversion Date less than 1,000,000 Series D Shares, 
after having taken into account all Series C Shares tendered for conversion into Series D Shares and all Series D 
Shares tendered for conversion into Series C Shares. AltaGas shall give notice thereof to all affected registered 
holders of the Series C Shares at least seven days prior to the applicable Series C Conversion Date. Furthermore, if 
AltaGas determines that there would remain outstanding on a Series C Conversion Date less than 1,000,000 Series C 
Shares, after having taken into account all Series C Shares tendered for conversion into Series D Shares and all 
Series D Shares tendered for conversion into Series C Shares, then all of the remaining outstanding Series C Shares 
shall be converted automatically into Series D Shares on the basis of one Series D Share for each Series C Share on 
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the applicable Series C Conversion Date and AltaGas shall give notice thereof to the then registered holders of such 
remaining Series C Shares at least seven days prior to the Series C Conversion Date. 


AltaGas reserves the right not to deliver Series D Shares to any person that AltaGas or its transfer agent has 
reason to believe is a person whose address is in, or that AltaGas or its transfer agent has reason to believe is a 
resident of, any jurisdiction outside Canada if such delivery would require AltaGas to take any action to comply 
with the securities laws of such jurisdiction.  In those circumstances, AltaGas shall hold, as agent of any such 
person, all or the relevant number of Series D Shares, and AltaGas shall attempt to sell such Series D Shares to 
parties other than AltaGas and its affiliates on behalf of any such person. Such sales (if any) shall be made at such 
times and at such prices as AltaGas, in its sole discretion, may determine.  AltaGas shall not be subject to any 
liability for failure to sell Series D Shares on behalf of any such person at all or at any particular price or on any 
particular day. The net proceeds received by AltaGas from the sale of any such Series D Shares shall be delivered to 
any such person, after deducting the costs of sale, by cheque or in any other manner determined by AltaGas. 


If AltaGas gives notice to the holders of the Series C Shares of the redemption of all of the Series C Shares, 
the right of a holder of Series C Shares to convert such Series C Shares shall terminate and AltaGas shall not be 
required to give notice to the registered holders of the Series C Shares of an Annual Fixed Dividend Rate, a Floating 
Quarterly Dividend Rate or the conversion right of holders of Series C Shares. 


The Series C Shares and Series D Shares are series of shares in the same class. The conversion right entitles 
holders to elect periodically which of the two series they wish to hold and does not entitle holders to receive a 
different class or type of securities. Other than the different dividend rights and redemption rights attached thereto, 
the Series C Shares and Series D Shares are identical in all material respects. 


Purchase for Cancellation 


Subject to the provisions described under “Restrictions on Payments and Reductions of Capital”, AltaGas 
may at any time or times purchase for cancellation all or any part of the Series C Shares at the lowest price or prices 
at which, in the opinion of the Board of Directors, such shares are obtainable. 


Rights on Liquidation 


In the event of the liquidation, dissolution or winding&up of AltaGas or any other distribution of assets of 
AltaGas among its shareholders for the purpose of winding up its affairs, the holders of the Series C Shares shall be 
entitled to receive US$25.00 per Series C Share plus all accrued and unpaid dividends thereon (less any tax required 
to be deducted and withheld by AltaGas) before any amount shall be paid or any property or assets of AltaGas shall 
be distributed to the holders of the Common Shares or to the holders of any other shares ranking junior to the Series 
C Shares in any respect. After payment to the holders of the Series C Shares of the amount so payable to them, they 
shall not, as such, be entitled to share in any further distribution of the property or assets of AltaGas. 


Restrictions on Payments and Reductions of Capital 


So long as any Series C Shares are outstanding, AltaGas shall not: 


(a) call for redemption, purchase, reduce or otherwise pay for less than all the Series C Shares and all 
other Preferred Shares then outstanding ranking prior to or on parity with the Series C Shares with 
respect to payment of dividends, 


(b) declare, pay or set apart for payment any dividends (other than stock dividends in shares of 
AltaGas ranking junior to the Series C Shares) on the Common Shares or any other shares of 
AltaGas ranking junior to the Series C Shares with respect to payment of dividends, or 


(c) call for redemption, purchase, reduce or otherwise pay for any shares of AltaGas ranking junior to 
the Series C Shares with respect to repayment of capital or with respect to payment of dividends, 
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unless all dividends up to and including the dividends payable on the last preceding dividend payment dates on the 
Series C Shares and on all other Preferred Shares then outstanding ranking prior to or on parity with the Series C 
Shares with respect to payment of dividends shall have been declared and paid or set apart for payment at the date of 
any such action. 


Creation or Issue of Additional Shares 


So long as any Series C Shares are outstanding, AltaGas shall not, without the prior approval of the holders 
of the Series C Shares, create or issue any shares ranking prior to or on parity with the Series C Shares with respect 
to repayment of capital or payment of dividends, provided that AltaGas may without such approval issue additional 
series of Preferred Shares if all dividends then payable on the Series C Shares shall have been paid or set apart 
for payment. 


Voting Rights 


The holders of the Series C Shares are not entitled to any voting rights or to receive notice of or to attend 
shareholders’ meetings unless dividends on the Series C Shares are in arrears to the extent of eight quarterly 
dividends, whether or not consecutive and whether or not such dividends have been declared and whether or not 
there are any moneys of AltaGas properly applicable to the payment of the dividends. Until all arrears of dividends 
have been paid, holders of Series C Shares will be entitled to receive notice of and to attend all shareholders’ 
meetings (other than separate meetings of holders of another class or series of shares) and to one vote in respect of 
each Series C Share held with respect to the resolutions being voted on.  At any time when any Series C Shares are 
outstanding AltaGas shall not issue additional Preferred Shares or undertake an issuer bid or other recapitalization 
transaction if the effect of such would be to immediately reduce the voting rights of the holders of the Series C 
Shares to less than one vote per share at any meeting or upon any written resolution of AltaGas shareholders where 
holders of Common Shares and Preferred Shares are each entitled to vote. 


Tax Election 


The Series C Shares will be “taxable preferred shares” as defined in the Tax Act for purposes of the tax 
under Part IV.l of the Tax Act applicable to certain corporate holders of the Series C Shares. The terms of the Series 
C Shares require AltaGas to make the necessary election under Part VI.1 of the Tax Act so that such corporate 
holders will not be subject to the tax under Part IV.1 of the Tax Act on dividends received (or deemed to be 
received) on the Series C Shares. See “Certain Canadian Federal Income Tax Considerations — Dividends”. 


Modification 


The series provisions attached to the Series C Shares may be amended with the written approval of all the 
holders of the Series C Shares outstanding or by at least two&thirds of the votes cast at a meeting of the holders of 
such shares duly called for that purpose and at which a quorum is present. 


Business Day 


If any day on which any dividend on the Series C Shares is payable by AltaGas or on or by which any other 
action is required to be taken by AltaGas is not a Business Day, then such dividend shall be payable and such other 
action may be taken on or by the next succeeding day that is a Business Day.  


Certain Provisions of the Series D Shares 


Issue Price 


The Series D Shares will be issuable only upon conversion of Series C Shares and will have an ascribed 
issue price of US$25.00 per share. 
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Dividends on Series D Shares 


During each Quarterly Floating Rate Period, the holders of the Series D Shares shall be entitled to receive 
and AltaGas shall pay, as and when declared by the board of directors, out of the moneys of AltaGas properly 
applicable to the payment of dividends, cumulative preferential cash dividends, payable on each Dividend Payment 
Date, in the amount per share determined by multiplying the Floating Quarterly Dividend Rate for such Quarterly 
Floating Rate Period by US$25.00 and multiplying that product by a fraction, the numerator of which is the actual 
number of days in such Quarterly Floating Rate Period and the denominator of which is 365 or 366, depending upon 
the actual number of days in the applicable year. 


On each Floating Rate Calculation Date, AltaGas shall determine the Floating Quarterly Dividend Rate for 
the ensuing Quarterly Floating Rate Period. Each such determination shall, in the absence of manifest error, be final 
and binding upon AltaGas and upon all holders of Series D Shares. AltaGas shall, on each Floating Rate Calculation 
Date, give written notice of the Floating Quarterly Dividend Rate for the ensuing Quarterly Floating Rate Period to 
the registered holders of the then outstanding Series D Shares. 


Redemption of Series D Shares 


Subject to the provisions described under “Restrictions on Payments and Reductions of Capital”, AltaGas 
may redeem all or any part of the Series D Shares by the payment of an amount in cash for each share to be 
redeemed equal to (i) US$25.00 in the case of redemptions on any Series D Conversion Date, or (ii) US$25.50 in the 
case of redemptions on any date after September 30, 2017 that is not a Series D Conversion Date, in each case plus 
all accrued and unpaid dividends thereon to, but excluding, the date fixed for redemption. 


Notice of any redemption of Series D Shares will be given by AltaGas not more than 60 days and not less 
than 30 days prior to the date fixed for redemption. If less than all of the outstanding Series D Shares are at any time 
to be redeemed, the shares so to be redeemed shall be redeemed pro rata (disregarding fractions). 


Conversion of Series D Shares into Series C Shares 


The Series D Shares shall not be convertible prior to September 30, 2022. Holders of Series D Shares shall 
have the right to convert on each Series D Conversion Date, subject to restrictions on conversion described below, 
all or any of their Series D Shares into Series C Shares on the basis of one Series C Share for each Series D Share. 
Notice of a holder’s intention to convert Series D Shares must be received by the transfer agent and registrar for the 
Series D Shares at its principal office in Toronto or Calgary not earlier than the 30th day prior to, but not later than 
5:00 p.m. (Toronto time) on the 15th day preceding, a Series D Conversion Date. Once received by the transfer agent 
and registrar on behalf of AltaGas, the election of a holder to convert is irrevocable. 


AltaGas shall, not more than 60 days and not less than 30 days prior to the applicable Series D Conversion 
Date, give notice to the then registered holders of the Series D Shares of the conversion right. On the 30th day prior 
to each Series D Conversion Date, AltaGas shall give notice to the then registered holders of the Series D Shares of 
the Annual Fixed Dividend Rate for the Series C Shares for the next succeeding Subsequent Fixed Rate Period and 
the Floating Quarterly Dividend Rate for the Series D Shares for the next succeeding Quarterly Floating 
Rate Period. 


Holders of Series D Shares shall not be entitled to convert their shares into Series C Shares if AltaGas 
determines that there would remain outstanding on a Series D Conversion Date less than 1,000,000 Series C Shares, 
after having taken into account all Series C Shares tendered for conversion into Series D Shares and all Series D 
Shares tendered for conversion into Series C Shares. AltaGas shall give notice thereof to all affected registered 
holders of the Series D Shares at least seven days prior to the applicable Series D Conversion Date. Furthermore, if 
AltaGas determines that there would remain outstanding on a Series D Conversion Date less than 1,000,000 Series 
D Shares, after having taken into account all Series C Shares tendered for conversion into Series D Shares and all 
Series D Shares tendered for conversion into Series C Shares, then all of the remaining outstanding Series D Shares 
shall be converted automatically into Series C Shares on the basis of one Series C Share for each Series D Share on 
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the applicable Series D Conversion Date and AltaGas shall give notice thereof to the then registered holders of such 
remaining Series D Shares at least seven days prior to the Series D Conversion Date. 


AltaGas reserves the right not to deliver Series C Shares to any person that AltaGas or its transfer agent has 
reason to believe is a person whose address is in, or that AltaGas or its transfer agent has reason to believe is a 
resident of, any jurisdiction outside Canada if such delivery would require AltaGas to take any action to comply 
with the securities laws of such jurisdiction.  In those circumstances, AltaGas shall hold, as agent of any such 
person, all or the relevant number of Series C Shares, and AltaGas shall attempt to sell such Series C Shares to 
parties other than AltaGas and its affiliates on behalf of any such person. Such sales (if any) shall be made at such 
times and at such prices as AltaGas, in its sole discretion, may determine.  AltaGas shall not be subject to any 
liability for failure to sell Series C Shares on behalf of any such person at all or at any particular price or on any 
particular day. The net proceeds received by AltaGas from the sale of any such Series C Shares shall be delivered to 
any such person, after deducting the costs of sale, by cheque or in any other manner determined by AltaGas. 


If AltaGas gives notice to the holders of the Series D Shares of the redemption of all of the Series D Shares, 
the right of a holder of Series D Shares to convert such Series D Shares shall terminate and AltaGas shall not be 
required to give notice to the registered holders of the Series D Shares of an Annual Fixed Dividend Rate, a Floating 
Quarterly Dividend Rate or the conversion right of holders of Series D Shares. 


The Series C Shares and Series D Shares are series of shares in the same class. The conversion right entitles 
holders to elect periodically which of the two series they wish to hold and does not entitle holders to receive a 
different class or type of securities. Other than the different dividend rights and redemption rights attached thereto, 
the Series C Shares and Series D Shares are identical in all material respects. 


Purchase for Cancellation 


Subject to the provisions described under “Restrictions on Payments and Reductions of Capital”, AltaGas 
may at any time or times purchase for cancellation all or any part of the Series D Shares at the lowest price or prices 
at which, in the opinion of the Board of Directors, such shares are obtainable. 


Rights on Liquidation 


In the event of the liquidation, dissolution or winding&up of AltaGas or any other distribution of assets of 
AltaGas among its shareholders for the purpose of winding up its affairs, the holders of the Series D Shares shall be 
entitled to receive US$25.00 per Series D Share plus all accrued and unpaid dividends thereon (less any tax required 
to be deducted and withheld by AltaGas) before any amount shall be paid or any property or assets of AltaGas shall 
be distributed to the holders of the Common Shares or to the holders of any other shares ranking junior to the Series 
D Shares in any respect. After payment to the holders of the Series D Shares of the amount so payable to them, they 
shall not, as such, be entitled to share in any further distribution of the property, or assets of AltaGas. 


Restrictions on Payments and Reductions of Capital 


So long as any Series D Shares are outstanding, AltaGas shall not: 


(a) call for redemption, purchase, reduce or otherwise pay for less than all the Series D Shares and all 
other Preferred Shares then outstanding ranking prior to or on parity with the Series D Shares with 
respect to payment of dividends, 


(b) declare, pay or set apart for payment any dividends (other than stock dividends in shares of 
AltaGas ranking junior to the Series D Shares) on the Common Shares or any other shares of 
AltaGas ranking junior to the Series D Shares with respect to payment of dividends, or 


(c) call for redemption, purchase, reduce or otherwise pay for any shares of AltaGas ranking junior to 
the Series D Shares with respect to repayment of capital or with respect to payment of dividends, 
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unless all dividends up to and including the dividends payable on the last preceding dividend payment dates on the 
Series D Shares and on all other Preferred Shares then outstanding ranking prior to or on parity with the Series D 
Shares with respect to payment of dividends shall have been declared and paid or set apart for payment at the date of 
any such action. 


Creation or Issue of Additional Shares 


So long as any Series D Shares are outstanding, AltaGas shall not, without the prior approval of the holders 
of the Series D Shares, create or issue any shares ranking prior to or on parity with the Series D Shares with respect 
to repayment of capital or payment of dividends, provided that AltaGas may without such approval issue additional 
series of Preferred Shares if all dividends then payable on the Series D Shares shall have been paid or set apart 
for payment. 


Voting Rights 


The holders of the Series D Shares are not entitled to any voting rights or to receive notice of or to attend 
shareholders’ meetings unless dividends on the Series D Shares are in arrears to the extent of eight quarterly 
dividends, whether or not consecutive and whether or not such dividends have been declared and whether or not 
there are any moneys of AltaGas properly applicable to the payment of the dividends. Until all arrears of dividends 
have been paid, holders of Series D Shares will be entitled to receive notice of and to attend all shareholders’ 
meetings (other than separate meetings of holders of another class or series of shares) and to one vote in respect of 
each Series D Share held with respect to the resolutions being voted on.  At any time when any Series D Shares are 
outstanding AltaGas shall not issue additional Preferred Shares or undertake an issuer bid or other recapitalization 
transaction if the effect of such would be to immediately reduce the voting rights of the holders of the Series D 
Shares to less than one vote per share at any meeting or upon any written resolution of AltaGas shareholders where 
holders of Common Shares and Preferred Shares are each entitled to vote. 


Tax Election 


The Series D Shares will be “taxable preferred shares” as defined in the Tax Act for purposes of the tax 
under Part IV.1 of the Tax Act applicable to certain corporate holders of the Series D Shares. The terms of the Series 
D Shares require AltaGas to make the necessary election under Part VI.1 of the Tax Act so that such corporate 
holders will not be subject to the tax under Part IV.1 of the Tax Act on dividends received (or deemed to be 
received) on the Series D Shares. See “Certain Canadian Federal Income Tax Considerations — Dividends”. 


Modification 


The series provisions attached to the Series D Shares may be amended with the written approval of all the 
holders of the Series D Shares outstanding or by at least two&thirds of the votes cast at a meeting of the holders of 
such shares duly called for that purpose and at which a quorum is present. 


Business Day 


If any day on which any dividend on the Series D Shares is payable by AltaGas or on or by which any other 
action is required to be taken by AltaGas is not a Business Day, then such dividend shall be payable and such other 
action may be taken on or by the next succeeding day that is a Business Day.  


DEPOSITORY SERVICES 


The Series C Shares and Series D Shares will be issued in “book entry only” form and must be purchased 
or transferred through a participant in the CDS depository service (“CDS Participant”). AltaGas will cause a global 
certificate or certificates representing any newly issued Series C Shares or Series D Shares to be delivered to, and 
registered in the name of, CDS or its nominee. All rights of holders of Series C Shares or Series D Shares must be 
exercised through, and all payments or other property to which such holder of Series C Shares or Series D Shares, as 
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the case may be, is entitled, will be made or delivered by, CDS or the CDS Participant through which the holder of 
Series C Shares or Series D Shares holds such shares. Each person who acquires Series C Shares or Series D Shares 
will receive only a customer confirmation of purchase from the registered dealer from or through which the Series C 
Shares or Series D Shares are acquired in accordance with the practices and procedures of that registered dealer. The 
practices of registered dealers may vary, but generally customer confirmations are issued promptly after execution 
of a customer order. CDS is responsible for establishing and maintaining book entry accounts for its CDS 
Participants having interests in the Series C Shares or Series D Shares. 


The ability of a beneficial owner of Series C Shares or Series D Shares to pledge such shares or otherwise 
take action with respect to such owner’s interest in such shares (other than through a CDS Participant) may be 
limited due to the lack of a physical certificate. 


AltaGas has the option to terminate registration of the Series C Shares and Series D Shares through the 
book entry only system, in which event certificates for Series C Shares and Series D Shares in fully registered form 
will be issued to the beneficial owners of such shares or their nominees. 


Neither AltaGas nor the Underwriters will assume any liability for: (a) any aspect of the records relating to 
the beneficial ownership of the Series C Shares or Series D Shares held by CDS or the payments relating thereto; 
(b) maintaining, supervising or reviewing any records relating to the Series C Shares or Series D Shares; or (c) any 
advice or representation made by or with respect to CDS and those contained in this prospectus supplement and 
relating to the rules governing CDS or any action to be taken by CDS or at the direction of its CDS Participants. The 
rules governing CDS provide that it acts as the agent and depository for the CDS Participants. As a result, CDS 
Participants must look solely to CDS and persons, other than CDS Participants, having an interest in the Series C 
Shares or Series D Shares must look solely to CDS Participants for payments made by or on behalf of AltaGas to 
CDS in respect of the Series C Shares or Series D Shares. 


If (i) required by applicable law, (ii) the book entry only system ceases to exist, (iii) CDS advises AltaGas 
that it is no longer willing or able to discharge properly its responsibilities as depository with respect to the Series C 
Shares or Series D Shares and AltaGas is unable to locate a qualified successor, or (iv) AltaGas, at its option, 
decides to terminate the book entry only system, then certificates representing the Series C Shares and Series D 
Shares, as applicable, will be made available. 


CERTAIN CANADIAN FEDERAL INCOME TAX CONSIDERATIONS 


In the opinion of Counsel, the following summary, as of the date hereof, describes the principal Canadian 
federal income tax considerations generally applicable under the provisions of the Tax Act to a prospective 
purchaser of Series C Shares pursuant to this prospectus supplement (a “Holder”) who, at all relevant times, for the 
purposes of the Tax Act, is (or is deemed to be) resident in Canada, holds the Series C Shares and will hold the 
Series D Shares, as applicable, as capital property, and deals at arm’s length with AltaGas and is not affiliated with 
AltaGas. Generally, the Series C Shares or Series D Shares will be considered to be capital property to a Holder 
provided the Holder does not hold the shares in the course of carrying on a business of trading or dealing in 
securities and has not acquired them in one or more transactions considered to be an adventure in the nature of trade. 
Certain Holders who might not otherwise be considered to hold their Series C Shares or Series D Shares as capital 
property may, in certain circumstances, be entitled to have them and all other “Canadian securities” (as defined in 
the Tax Act) owned by them treated as capital property by making the irrevocable election permitted by 
subsection 39(4) of the Tax Act. Holders who do not hold their Series C Shares or will not hold their Series D 
Shares, as applicable, as capital property should consult their own tax advisers with respect to their own particular 
circumstances. 


This summary is not applicable to a Holder: (i) that is a “financial institution”, as defined in the Tax Act for 
the purpose of the “mark&to&market” rules; (ii) an interest in which would be a “tax shelter investment” as defined in 
the Tax Act; (iii) that is a “specified financial institution” or a “restricted financial institution”, each as defined in the 
Tax Act; or (iv) which has made a “functional currency” election under the Tax Act to determine its Canadian tax 
results in a currency other than Canadian currency. Any such Holder should consult its own tax advisors with 
respect to an investment in the Series C Shares or Series D Shares. 
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This summary is based upon the current provisions of the Tax Act, the regulations thereunder 
(the “Regulations”), all specific proposals to amend the Tax Act and the Regulations publicly announced by or on 
behalf of the Minister of Finance (Canada) prior to the date hereof (the “Proposals”), existing case law and 
Counsel’s understanding of the current published administrative and assessing practices of the Canada Revenue 
Agency. This summary assumes the Proposals will be enacted in the form proposed; however, no assurance can be 
given that the Proposals will be enacted in their current form, or at all. This summary is not exhaustive of all 
possible Canadian federal income tax considerations and, except for the Proposals, does not take into account or 
anticipate any changes in law, whether by legislative, governmental or judicial decision or action, nor does it take 
into account any provincial, territorial or foreign income tax legislation or considerations. 


This summary is of a general nature only and is not intended to be, nor should it be construed to be, 


legal or tax advice to any particular Holder of Series C Shares or Series D Shares. No representations are 


made with respect to the income tax consequences to any particular Holder. Consequently, prospective 


Holders should consult their own tax advisers with respect to their particular circumstances for advice with 


respect to the tax consequences to them of acquiring, holding and disposing of the Series C Shares or the 


Series D Shares, including the application and effect of the income and other tax laws of any country, 


province, state or local tax authority. 


Foreign Currency Conversion 


For purposes of the Tax Act, all amounts relating to the acquisition, holding, conversion or disposition of 
Series C Shares or Series D Shares, as the case may be, including amounts relevant to the computation of actual and 
deemed dividends on the Series C Shares or the Series D Shares and the adjusted cost base, paid&up capital and 
proceeds of disposition relating to those shares, must be converted into Canadian dollars using the Bank of Canada 
noon rate on the day on which the amount first arose or such other rate of exchange as is acceptable to the Minister 
of National Revenue. 


Dividends 


Dividends (including deemed dividends) received (or deemed to be received) on the Series C Shares or the 
Series D Shares, as the case may be, by an individual (other than certain trusts) will be included in the individual’s 
income and will be subject to the gross&up and dividend tax credit rules normally applicable to taxable dividends 
received from taxable Canadian corporations. Individuals are entitled to an enhanced gross&up and dividend tax 
credit in respect of “eligible dividends” received from taxable Canadian corporations, such as AltaGas, if such 
dividends have been designated as eligible dividends by AltaGas at or before the time of payment. By notice in 
writing on AltaGas’ website, AltaGas has designated all dividends paid by AltaGas after July 1, 2010 to be “eligible 
dividends” within the meaning of the Tax Act unless otherwise notified. 


Dividends received by a Holder who is an individual (other than certain trusts) may give rise to a liability 
for alternative minimum tax. 


Dividends (including deemed dividends) received on the Series C Shares or the Series D Shares, as the case 
may be, by a Holder which is a corporation will be included in computing the Holder’s income and will generally be 
deductible in computing the Holder’s taxable income. A “private corporation”, as defined in the Tax Act, or any 
other corporation controlled (whether by reason of a beneficial interest in one or more trusts or otherwise) by or for 
the benefit of an individual (other than a trust) or a related group of individuals (other than trusts), will generally be 
liable to pay a 331/3% refundable tax under Part IV of the Tax Act on dividends received (or deemed to be received) 
on the Series C Shares or the Series D Shares, as the case may be, to the extent such dividends are deductible in 
computing its taxable income. 


The Series C Shares and the Series D Shares will be “taxable preferred shares” as defined in the Tax Act. 
The terms of the Series C Shares and the Series D Shares require AltaGas to make the necessary election under 
Part VI.1 of the Tax Act so that corporate Holders will not be subject to tax under Part IV.1 of the Tax Act on 
dividends received (or deemed to be received) on the Series C Shares or the Series D Shares. 
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Dispositions 


A Holder who disposes of or is deemed to dispose of Series C Shares or Series D Shares (on the 
redemption of such shares or otherwise but not including on a conversion of Series C Shares into Series D Shares or 
a conversion of Series D Shares into Series C Shares) will generally realize a capital gain (or a capital loss) to the 
extent that the Holder’s proceeds of disposition, net of any reasonable costs of disposition, exceed (or are less than) 
the adjusted cost base of such shares to the Holder. The amount of any deemed dividend arising on the redemption, 
acquisition or cancellation by AltaGas of Series C Shares or Series D Shares, as the case may be, will generally not 
be included in computing the Holder’s proceeds of disposition for purposes of computing the capital gain (or capital 
loss) arising on the disposition of such Series C Shares or Series D Shares, as the case may be. See “— Redemption” 
below. If the Holder is a corporation, any capital loss arising on a disposition of a Series C Share or a Series D 
Share, as the case may be, may, in certain circumstances, be reduced by the amount of any dividends, including 
deemed dividends, which have been received (or deemed to be received) on the Series C Share or Series D Share or 
any share which was converted into such share. Analogous rules apply to a partnership or trust of which a 
corporation, partnership or trust is a member or beneficiary. 


Generally, one&half of any capital gain will be included in computing the Holder’s income in the year of 
disposition as a taxable capital gain and one&half of any capital loss (an “allowable capital loss”) must be deducted 
from the Holder’s taxable capital gains in the year of disposition. Allowable capital losses in excess of taxable 
capital gains for a taxation year generally may be carried back up to three taxation years or carried forward 
indefinitely and deducted against net taxable capital gains in those other taxation years. Capital gains realized by an 
individual may give rise to a liability for alternative minimum tax. Taxable capital gains of a “Canadian&controlled 
private corporation”, as defined in the Tax Act, may be subject to an additional refundable tax at a rate of 62/3%. 


Redemption 


If AltaGas redeems Series C Shares or Series D Shares, or otherwise acquires or cancels Series C Shares or 
Series D Shares (other than by a purchase by AltaGas of the shares in the open market in the manner in which shares 
are normally purchased by any member of the public in the open market), the Holder will be deemed to have 
received a dividend equal to the amount, if any, paid by AltaGas in excess of the paid&up capital (as determined for 
purposes of the Tax Act) of such shares at such time.  As discussed above under “Foreign Currency Conversion”, all 
amounts relating to the acquisition, holding, conversion or disposition of the Series C Shares or Series D Shares 
must be converted to Canadian dollars using the applicable exchange rate at the time the relevant amount first arose.  
Changes in the exchange rate of Canadian and US dollars between the date of issuance of the Series C Shares or 
Series D Shares, as the case may be, which are relevant to the computation of the paid&up capital of such shares, and 
the date of redemption, which is relevant to the computation of the redemption proceeds for such shares, may affect 
the computation of any such deemed dividend.  Generally, the difference between the amount paid and the amount 
of the deemed dividend will be treated as proceeds of disposition for purposes of computing the capital gain or 
capital loss arising on the disposition of such shares. See “— Dispositions” above. In the case of a corporate holder, 
it is possible that in certain circumstances all or part of any such deemed dividend may be treated as proceeds of 
disposition and not as a dividend. 


Conversion 


The conversion of Series C Shares into Series D Shares and the conversion of Series D Shares into Series C 
Shares will not constitute a disposition of property for purposes of the Tax Act and, accordingly, will not give rise to 
a capital gain or capital loss. The cost to a Holder of the Series D Shares or Series C Shares, as the case may be, 
received on the conversion will, subject to the cost averaging rules contained in the Tax Act, be deemed to be equal 
to the Holder’s adjusted cost base of the converted Series C Shares or Series D Shares, as the case may be, 
immediately before the conversion.  As discussed above under “Foreign Currency Conversion”, all amounts relating 
to the acquisition, holding, conversion or disposition of the Series C Shares or Series D Shares must be converted to 
Canadian dollars using the applicable exchange rate at the time the relevant amount first arose.  The amount added 
to the paid&up capital of the Series D Shares or the Series C Shares, as the case may be, issuable on a conversion is 
limited to the lesser of the aggregate paid&up capital of the shares being converted and the then Canadian dollar 
equivalent of the aggregate fair market value of the shares being converted.  Accordingly, changes in the exchange 
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rate of Canadian and US dollars between the date of issuance of the Series C Shares or Series D Shares, as the case 
may be, and the date of a conversion of such shares into Series D Shares or Series C Shares could result in Holders 
of the Series D Shares or the Series C Shares, as the case may be, having a per share paid&up capital amount that is 
less than the per share paid&up capital amount prior to the conversion.  This reduction in the paid&up capital of the 
Series C Shares or the Series D Shares could result in a dividend or an increase in the amount of the dividend, 
deemed to be received by Holders of Series C Shares or Series D Shares, as the case may be, on a subsequent 
redemption, acquisition or purchase for cancellation by AltaGas of such shares that may not have otherwise arisen 
had there not been change to the exchange rate and a conversion of shares from one series to another. See 
“Dispositions” above. 


RATINGS 


The Series C Shares have been provisionally rated Pfd&3 by DBRS and P&3 (High) by S&P under its 
Canadian preferred share rating scale and BB+ under its global preferred rating scale (DBRS and S&P are each a 
“Rating Agency”). The rating trend from DBRS is stable. Ratings are intended to provide investors with an 
independent measure of credit quality of an issue of securities. The Rating Agencies’ ratings for preferred shares 
range from a high of Pfd&1 to a low of D for DBRS and from a high of P&1 to a low of D for S&P. 


A Pfd&3 rating by DBRS is the third highest of six categories granted by DBRS.  According to the DBRS 
rating system, securities rated Pfd&3 are of adequate credit quality.  While protection of dividends and principal is 
still considered acceptable, the issuing entity is more susceptible to adverse changes in financial and economic 
conditions, and there may be other adverse conditions present which detract from debt protection. “High” or “low” 
grades are used to indicate the relative standing within a rating category. The absence of either a “high” or “low” 
designation indicates the rating is in the middle of the category.   


A P&3 rating by S&P is the third highest of eight categories granted by S&P under its Canadian preferred 
share rating scale and directly corresponds with a BB+ rating under its global preferred rating scale.  The Canadian 
preferred share rating scale is fully determined by the global preferred rating scale and there are no additional 
analytical criteria associated with the determination of ratings on the Canadian preferred share rating scale.  
According to the S&P rating system, while securities rated P&3 are regarded as having significant speculative 
characteristics, they are less vulnerable to non&payment than other speculative issues.  However, it faces major 
ongoing uncertainties or exposure to adverse business, financial, or economic conditions which could lead to the 
obligor's inadequate capacity to meet its financial commitment on the obligation.  The ratings from P&1 to P&5 may 
be modified by “high” and “low” grades which indicate relative standing within the major rating categories. 


The ratings accorded to the Series C Shares by the Rating Agencies are not recommendations to purchase, 
hold or sell such shares inasmuch as such ratings do not comment as to market price or suitability for a particular 
investor. There is no assurance that any rating will remain in effect for any given period of time or that any rating 
will not be revised or withdrawn entirely by a Rating Agency in the future if, in its judgment, circumstances so 
warrant. The lowering of any rating of the Series C Shares may negatively affect the quoted market price, if any, of 
such shares. 


AltaGas has paid each of DBRS and S&P their customary fees in connection with the provision of the 
ratings described above and elsewhere in this prospectus supplement and in the accompanying Prospectus.  AltaGas 
has not made any payments to DBRS or S&P for services unrelated to the provision of such ratings.  


ELIGIBILITY FOR INVESTMENT 


In the opinion of Counsel, subject to the provisions of any particular plan, the Series C Shares offered 
hereby, if issued on the date hereof, generally would be qualified investments under the Tax Act and the Regulations 
for a trust governed by a registered retirement savings plan (“RRSP”), a registered retirement income fund 
(“RRIF”), a registered education savings plan, a registered disability savings plan, a deferred profit sharing plan, or 
a tax&free savings account (“TFSA”).  
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Notwithstanding that the Series C Shares will be a qualified investment for a RRSP, RRIF or TFSA, the 
annuitant of a RRSP or RRIF or the holder of a TFSA will be subject to a penalty tax on the Series C Shares held in 
the RRSP, RRIF or TFSA, as the case may be, if such Series C Shares are a “prohibited investment” for the 
purposes of section 207.01 of the Tax Act. The Series C Shares will not be a “prohibited investment” for a RRSP, 
RRIF or TFSA provided that the annuitant of the RRSP or RRIF or the holder of the TFSA deals at arm’s length 
with AltaGas for purposes of the Tax Act and does not have a significant interest (within the meaning of the Tax 
Act) in AltaGas or in any corporation, partnership or trust with which AltaGas does not deal at arm’s length for 
purposes of the Tax Act.  


Prospective investors who intend to hold Series C Shares in a RRSP, RRIF or TFSA should consult 


their own tax advisors regarding their particular circumstances. 


RISK FACTORS 


An investment in the Series C Shares offered hereunder involves certain risks. In addition to the other 
information contained in this prospectus supplement and the accompanying Prospectus, and in the documents 
incorporated by reference herein and therein (including without limitation the risk factors set forth under the 
headings “Risk Factors – Risks Related to the Acquisition” and “Risk Factors – Risks Related to the Business of 


SEMCO” in the Prior Prospectus) and therein, prospective purchasers of Series C Shares should consider carefully 
the risk factors set forth below as well as the risk factors referenced in the accompanying Prospectus under the 
heading “Risk Factors”. 


Market for Securities 


There is currently no market through which the Series C Shares may be sold and purchasers of Series C 
Shares may not be able to resell the Series C Shares purchased under this prospectus supplement. The Offering Price 
for the Series C Shares and the number of Series C Shares to be issued has been determined by negotiations among 
AltaGas and the Underwriters. The price paid for each Series C Share may bear no relationship to the price at which 
the Series C Shares will trade in the public market subsequent to this Offering. AltaGas cannot predict at what price 
the Series C Shares will trade and there can be no assurance that an active trading market will develop for the Series 
C Shares or, if developed, that such market will be sustained.  AltaGas has applied to list and post for trading the 
Series C Shares and Series D Shares on the TSX. Listing will be subject to AltaGas fulfilling all the listing 
requirements of the TSX. There can be no assurance that the Series C Shares and Series D Shares will be accepted 
for listing on the TSX. 


Market Price 


The market price of the Series C Shares and Series D Shares may fluctuate due to a variety of factors 
relative to AltaGas’ business, including announcements of new developments, fluctuations in AltaGas’ operating 
results, sales of the Series C Shares and Series D Shares in the marketplace, failure to meet analysts’ expectations, 
any public announcements made in regard to this Offering, the impact of various tax laws or rates and general 
market conditions or the worldwide economy. In recent years, stock markets have experienced significant price 
fluctuations, which have been unrelated to the operating performance of the affected companies. There can be no 
assurance that the market price of the Series C Shares and Series D Shares will not experience significant 
fluctuations in the future, including fluctuations that are unrelated to AltaGas’ performance. 


In addition, the value of Series C Shares and Series D Shares will be affected by the general 
creditworthiness of AltaGas. AltaGas’ AIF for the year ended December 31, 2011, AltaGas’ 2011 MD&A for the 
year ended December 31, 2011 and AltaGas’ 2012 Q1 MD&A for the three month period ended March 31, 2012 are 
incorporated by reference in this prospectus supplement. These documents discuss, among other things, known 
material trends and events, and risks or uncertainties that are reasonably expected to have a material effect on 
AltaGas' business, financial condition or results of operations. See also the discussion under “Earnings Coverage”, 
which is relevant to an assessment of the risk AltaGas will be unable to pay dividends on the Series C Shares and 
Series D Shares or pay amounts due upon the liquidation, dissolution or winding&up of AltaGas. 
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Prevailing yields on similar securities will affect the market value of the Series C Shares and Series D 
Shares. Assuming all other factors remain unchanged, the market value of the Series C Shares and Series D Shares 
would be expected to decline as prevailing yields for similar securities rise and would be expected to increase as 
prevailing yields for similar securities decline.  Spreads over the United States Government Bond Yield, T&Bill Rate 
and comparable benchmark rates of interest for similar securities will also affect the market value of the Series C 
Shares and Series D Shares in an analogous manner.   


Ratings 


The ratings applied to the Series C Shares are an assessment, by the Rating Agencies, of AltaGas’ ability to 
pay its obligations. The ratings are based on certain assumptions about the future performance and capital structure 
of AltaGas that may or may not reflect the actual performance or capital structure of AltaGas. Changes in ratings of 
the Series C Shares may affect the market price or value and the liquidity of the Series C Shares. There is no 
assurance that any rating assigned to the Series C Shares will remain in effect for any given period of time or that 
any rating will not be lowered or withdrawn entirely by the relevant rating agency. See “Ratings”. 


Insolvency or Winding,Up 


The Series C Shares and Series D Shares are equity capital of AltaGas which rank equally with any other 
Preferred Shares that may be issued by AltaGas from time to time, in the event of an insolvency or winding&up of 
AltaGas. If AltaGas becomes insolvent or is wound up, AltaGas’ assets must be used to pay liabilities and other debt 
before payments may be made on the Series C Shares, Series D Shares and other Preferred Shares, if any. 


Automatic Conversion 


An investment in the Series C Shares may become an investment in Series D Shares without the consent of 
the holder in the event of an automatic conversion of the Series C Shares into Series D Shares. Upon such automatic 
conversion, the dividend rate on the Series D Shares will be a floating rate that is adjusted quarterly by reference to 
the T&Bill Rate which may vary from time to time. In addition, holders may be prevented from converting their 
Series C Shares into Series D Shares in certain circumstances. See “Details of the Offering”. 


In addition, once Series C Shares have been converted to Series D Shares, an investment in those Series D 
Shares may revert to an investment in Series C Shares without the consent of the holder in the event of an automatic 
conversion of the Series D Shares into Series C Shares. Upon such automatic conversion, the dividend rate on the 
Series C Shares will be a fixed rate that is adjusted every five years by reference to the United States Government 
Bond Yield which may vary from time to time. In addition, holders may be prevented from converting their Series D 
Shares into Series C Shares in certain circumstances. See “Details of the Offering”. 


No Fixed Maturity 


Neither the Series C Shares nor the Series D Shares have a fixed maturity date and are not redeemable at 
the option of the holders of Series C Shares or the Series D Shares, as applicable. The ability of a holder to liquidate 
its holdings of Series C Shares and the Series D Shares, as applicable, may be limited. 


Dividends 


The dividend rate in respect of the Series C Shares and Series D Shares will, following the Initial Fixed 
Rate Period, reset every five years and quarterly, respectively.  In each case, the new dividend rate is unlikely to be 
the same as, and may be lower than, the dividend rate for the applicable preceding dividend period.   


Dividends on the Series C Shares and Series D Shares are payable at the discretion of the Board of 
Directors.  AltaGas may not declare or pay a dividend if there are reasonable grounds for believing that (i) AltaGas 
is, or would after the payment be, unable to pay its liabilities as they become due, or (ii) the realizable value of 
AltaGas’ assets would thereby be less than the aggregate of its liabilities and stated capital of its outstanding shares. 
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Investments in the Series D Shares, given their floating interest component, entail risks not associated with 
investments in the Series C Shares. The resetting of the applicable rate on a Series D Share may result in a lower 
yield compared to fixed rate Series C Shares. The applicable rate on a Series D Share will fluctuate in accordance 
with fluctuations in the T&Bill Rate on which the applicable rate is based, which in turn may fluctuate and be 
affected by a number of interrelated factors, including economic, financial and political events over which AltaGas 
has no control. See “Details of the Offering — Certain Provisions of the Series D Shares — Dividends on Series D 


Shares”. 


Redeemable 


AltaGas may choose to redeem the Series C Shares and/or the Series D Shares from time to time, in 
accordance with its rights described under “Details of the Offering — Certain Provisions of the Series C Shares — 


Redemption of Series C Shares” and “Details of the Offering — Certain Provisions of the Series D Shares — 


Redemption of Series D Shares”, including when prevailing interest rates are lower than the yield provided by the 
Series C Shares and the Series D Shares.  If prevailing rates are lower at the time of redemption, a purchaser would 
not be able to reinvest the redemption proceeds in a comparable security at an effective yield as high as the yield on 
the Series C Shares or the Series D Shares being redeemed.  AltaGas’ redemption right also may adversely impact a 
purchaser’s ability to sell Series C Shares and Series D Shares. 


EXPERTS 


The auditors of AltaGas are Ernst & Young LLP, Chartered Accountants, 1000, 440 & 2nd Avenue S.W., 
Calgary, Alberta, T2P 5E9.  Ernst & Young LLP is independent of AltaGas in accordance with the Rules of 
Professional Conduct as outlined by the Institute of Chartered Accountants of Alberta. 


LEGAL MATTERS 


Certain legal matters in connection with the issuance of the Series C Shares will be passed upon on behalf 
of AltaGas by Stikeman Elliott LLP and on behalf of the Underwriters by Blake, Cassels & Graydon LLP.  As at the 
date of this prospectus supplement, the partners and associates of Stikeman Elliott LLP and the partners and 
associates of Blake, Cassels & Graydon LLP, as a group, beneficially own, directly or indirectly, less than 1% of the 
outstanding Common Shares of AltaGas. 







� 30 � 


 


 


CONSENT OF ERNST & YOUNG LLP 


We have read the short form base shelf prospectus of AltaGas Ltd. (the “Company”) dated December 7, 
2011, as supplemented by the prospectus supplement dated May 30, 2012, relating to the sale and issue of 
cumulative redeemable 5&year rate reset preferred shares, Series C (collectively, the “Prospectus”) of the Company.  
We have complied with Canadian generally accepted standards for an auditor's involvement with offering 
documents. 


We consent to the incorporation by reference in the Prospectus of our report to the shareholders of the 
Company on the consolidated balance sheets of the Company as at December 31, 2011 and 2010, and the 
consolidated statements of income, comprehensive income and accumulated other comprehensive (loss) income, 
equity and cash flows for each of the years in the two&year period ended December 31, 2011.  Our report is dated 
March 7, 2012. 


Calgary, Canada,  (signed) “Ernst & Young LLP” 
May 30, 2012  Chartered Accountants 
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CONSENT OF PRICEWATERHOUSECOOPERS LLP 


We have read the short form prospectus of AltaGas Ltd. (“AltaGas”) dated December 7, 2011, as 
supplemented by the prospectus supplement dated May 30, 2012, relating to the sale and issue of cumulative 
redeemable 5&year rate reset preferred shares, Series C (collectively the “Prospectus”) of AltaGas.  We have 
complied with auditing standards generally accepted in the United States for an auditor’s involvement with offering 
documents. 


We consent to the incorporation by reference in the above&mentioned prospectus of our report to the 
directors and shareholder of SEMCO Holding Corporation (“SEMCO”) on the consolidated statements of financial 
position and of capitalization of SEMCO at December 31, 2011 and 2010 and the related statements of operations, 
of changes in equity and comprehensive income and of cash flows for each of the years in the three&year period 
ended December 31, 2011.  Our report is dated March 26, 2012. 


Detroit, Michigan       (signed) “PricewaterhouseCoopers LLP” 
May 30, 2012 
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CERTIFICATE OF THE UNDERWRITERS 


Dated:  May 30, 2012 


To the best of our knowledge, information and belief, the short form prospectus, together with the 
documents incorporated in the prospectus by reference, as supplemented by the foregoing, will, as of the date of the 
last supplement to the prospectus relating to the securities offered by the prospectus and the supplement(s), 
constitute full, true and plain disclosure of all material facts relating to the securities offered by the prospectus and 
the supplement(s) as required by the securities legislation of each of the provinces of Canada.   


RBC DOMINION 


SECURITIES INC. 


CIBC WORLD MARKETS 


INC. 


SCOTIA CAPITAL INC. 


   


By:  (signed) Trevor Gardner By:  (signed) Kelsen Vallee By:  (signed) Cameron Goldade 


 


BMO NESBITT BURNS INC. NATIONAL BANK 


FINANCIAL INC. 


TD SECURITIES INC. 


   


By:  (signed) Sean M. Brown By:  (signed) Iain Watson By:  (signed) Alec W.G. Clark 


 


HSBC SECURITIES (CANADA) INC. 


 


By:  (signed) Greg Gannett 


 


MACQUARIE CAPITAL MARKETS  


CANADA LTD. 


 


By:  (signed) Paul Huebener 


 


BEACON SECURITIES 


LIMITED 


FIRSTENERGY CAPITAL 


CORP. 


PETERS & CO. LIMITED 


   


By:  (signed) Jane M. Smith By:  (signed) Erik B. Bakke  By:  (signed) Blair C. Ward  
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GENERAL INSTRUCTIONS 
 
 
1. Two copies of this report must be filed with the British Columbia Utilities 


Commission, 6th Floor, 900 Howe St., P.O. Box 250, Vancouver, B.C. V6Z 2N3, 
no later than the last day of the fourth month following the end of the company’s 
financial year. 


 
2. In addition to filing this form, the utility shall also file with the Commission: 
 
 a) A copy of its Corporate Income Tax filing when available; 
 
 b) Immediately upon publication, copies of its latest Annual Report prepared 


for distribution to stockholders, bondholders, or other security holders. 
 


No Annual Report has been prepared for fiscal 2011 as PNG-West 


ceased to be a publicly-listed company in early 2012: 


 


i) On December 20, 2011, AltaGas Utility Holdings (Pacific) Inc., a 


wholly-owned subsidiary of AltaGas Ltd., acquired all of the issued 


and outstanding common shares of PNG-West; and 


 


ii) On February 27, 2012, the PNG-West redeemed all of its 6.75% 


cumulative redeemable preferred shares. 
 
3. Trial balance of actual results according to the Uniform System of Accounts. 
 
4. Major normalization adjustments only should be applied. 
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DECLARATION 
 
 
I, Janet P. Kennedy, of North Vancouver, BC do hereby declare: 


 


 1. That I am Vice President, Regulatory Affairs & Gas Supply of Pacific 


Northern Gas Ltd. (“PNG-West”) with head office at:  #950 - 1185 West 


Georgia Street, Vancouver, BC, V6E 4E6. 


 


 2. That I have examined the content of this report and the information set out 


herein is complete and accurate, to the best of my knowledge, information 


and belief. 


 


   


   


  _______________________ 


  Janet P. Kennedy 


 


Any questions concerning this report should be addressed to: 
 


J.P. Kennedy 
Vice President, Regulatory Affairs & Gas Supply 
#950 - 1185 West Georgia Street 
Vancouver, BC, V6E 4E6 
Telephone:  604-691-5680 
E-mail:  jkennedy@png.ca 
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DIRECTORS AND OFFICERS as at December 31, 2011 
 
 
Report below the name, title and business address of each director and officer. 
 
 


NAME BUSINESS ADDRESS OFFICE HELD  
 


        
J.E. Lowe AltaGas Ltd. Director  


    355 – 4
th


 Avenue SW, #1700 


    Calgary, AB  T2P 0J1 


 


D.R. Wright AltaGas Ltd. Director  


    355 – 4
th


 Avenue SW, #1700 


    Calgary, AB  T2P 0J1 


     


D.A. Dawson AltaGas Ltd. Director  


    355 – 4
th


 Avenue SW, #1700 


    Calgary, AB  T2P 0J1 


 


R.G. Dyce Pacific Northern Gas Ltd. President & Chief 


    1185 West Georgia St., #950 Executive Officer 


    Vancouver, BC  V6E 4E6  


 


G.B. Weeres Pacific Northern Gas Ltd. Vice President, 


  1185 West Georgia Street, #950 Operations 


  Vancouver, BC  V6E 4E6 & Engineering 


 


K.R. Teitge Pacific Northern Gas Ltd. Vice President,  


  1185 West Georgia Street, #950 Corp. Development & 


  Vancouver, BC  V6E 4E6 Treasurer    


 


J.P. Kennedy Pacific Northern Gas Ltd. Vice President,  


  1185 West Georgia Street, #950 Finance 


  Vancouver, BC  V6E 4E6 


 


C.P. Donohue Pacific Northern Gas Ltd. Director, Regulatory 


  1185 West Georgia Street, #950 Affairs & Gas Supply 


  Vancouver, BC  V6E 4E6 and Assistant  


    Secretary 


 


K. Stark-Anderson 5678 Cypress Street Secretary 


  Vancouver, BC  V6M 3R6
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SECURITY HOLDERS AND VOTING POWERS 
 
 
1. Give the names and addresses of the 10 security holders of the utility who, at the 


date of the latest closing of transfer books or compilation of lists of stocks or 
shareholders of the utility, prior to the end of the year, had the highest voting 
powers in the utility, and state the number of votes which each would have had 
the right to cast as of that date if a meeting were then in order.  If any such 
holder held in trust, give in footnote the known particulars of the trust (whether 
voting trust, etc.), duration of trust and principal holders of beneficiary interests in 
the trust.  Arrange the names of the security holders in order of voting power, 
commencing with the highest.  Show in column (a) the titles of officers and 
directors included in such a list of 10 security holders. 


 
 


Voting Securities 
Number of Votes as at December 31, 2011* 


 
Name and Address      


of Security Holder     Total Votes Common Preferred Other 


(a)   (b) (c) (d) (e) 
 


AltaGas Utility Holdings (Pacific) Inc. 3,786,104 3,786,104 - - 


1700 – 355 4
th


 Avenue SW 


Calgary, AB 


T2P 0J1   


 


 


* On December 20, 2011, AltaGas Utility Holdings (Pacific) Inc., a wholly-


owned subsidiary of AltaGas Ltd., acquired all of the issued and 


outstanding common shares of PNG-West. 
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2. Give also the voting powers resulting from ownership of securities of the utility of 


each officer and director not included in the list of 10 largest security holders.   


  


 N/A 
 
 
3. If any security other than common/ordinary shares/stock carries voting rights, 


explain the circumstances whereby such security became vested with voting 
rights.   


  


 N/A 
 
 
4. Furnish particulars concerning any options, warrants or rights outstanding at the 


end of the year for others to purchase securities of the utility or any securities or 
other assets owned by the utility including prices, expiration dates and other 
material information relating to the exercise of the options, warrants or rights.  
Specify the amount of such securities or assets so entitled to be purchased by 
any officer, director, associated company, or any of the 10 largest security 
holders.  This instruction is inapplicable to the convertible securities or to any 
securities substantially all of which are outstanding in the hands of the general 
public where the options, warrants or rights were issued on a pro rata basis. 


 


 N/A 
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CONTROL OVER UTILITY 


 
 
If any corporation, business trust, or similar organization or combination of such 
organizations jointly held control over the utility at end of year, state name of 
controlling corporation or organization, manner in which control was held and extent 
of control.  If control was in a holding company organization, show the chain of 
ownership or control to the main parent company or organization.  If control was 
held by a trustee(s), state name of trustee(s), name of beneficiary or beneficiaries 
for whom trust was maintained, and purpose of the trust. 
 
 


On December 20, 2011, AltaGas Utility Holdings (Pacific) Inc., a wholly-owned 


subsidiary of AltaGas Ltd., acquired all of the issued and outstanding common 


shares of PNG-West. 
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CORPORATIONS CONTROLLED BY UTILITY 
 
 
1. Report below the names of all corporations, business trusts and similar 


organizations, controlled directly or indirectly by utility at any time during the 
year.  If control ceased prior to end of year, give particulars in a footnote. 


 
2. If control was by other means than a direct holding of voting rights, state in a 


footnote the manner in which control was held, naming any intermediaries 
involved. 


 
3. If control was held jointly with one or more other interests, state the fact in a 


footnote and name other interest. 
 


Name of Company Kind of  Percent Voting Footnote 


Controlled Business Stock Owned Reference 


 


Pacific Northern Gas Distribution of 100%  


(N.E.) Ltd. natural gas 


 


PNG Marketing Ltd. Shelf company 100%  


 


Pacific Northern Gas Shelf company 100% 


Transition Ltd.    


 


MC Hydro Management 97.1%   


Holdings Corp. 


 


McNair Creek Hydro  Renewable Energy 97.1%  


Limited Partnership Generation 


 


Narrows Inlet GP Inc. Management 98%   


 


Narrows Inlet  Development of 98%   


Limited Partnership Renewable Energy 


   Generation 


 


Pacific Trail Pipelines Transmission of 50%  
1
 (Joint Control) 


Limited Partnership natural gas 


 


Pacific Trail Pipelines Management 50% 
1
 (Joint Control) 


Management Inc. 
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Definitions 


 


1. Direct control is that which is exercised without interposition of an intermediary. 
 


2. Indirect control is that which is exercised by the interposition of an 
intermediary which exercises direct control. 


 


3. Joint control is that in which neither interest can effectively control or direct 
action without the consent of the other, as where the voting control is equally 
divided between two holders, or each party holds a veto power over the other. 


 


 


Footnote 


1
 On March 2, 2011, PNG-West completed the sale of its interest in both Pacific Trail 


Pipelines Limited Partnership and its general partner, Pacific Trail Pipelines 


Management Inc.  PNG-West’s interests in these entities were purchased by its 


partners in the project, Apache Canada Ltd. and EOG Resources Canada Inc. 
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IMPORTANT CHANGES DURING THE YEAR 
 
 
Furnish particulars, including effective dates, concerning the matters indicated 
below: 
 
1. Changes or additions to franchise rights. 
  


 None 
  
2. Acquisition or disposal of ownership in other companies; consolidation, merger 


or reorganization with other companies. 
  


Ownership of the Company 


 


On December 20, 2011, AltaGas Utility Holdings (Pacific) Inc., a wholly-


owned subsidiary of AltaGas Ltd., acquired all of the issued and 


outstanding common shares of PNG-West. 


 


Subsequent to the end of 2011, on February 27, 2012, PNG-West redeemed 


all of its 6.75% cumulative redeemable preferred shares and ceased to be 


a publicly-listed company. 


 


Interests in Other Companies 


 


On March 2, 2011, PNG-West completed the sale of its interest in both 


Pacific Trail Pipelines Limited Partnership and its general partner, Pacific 


Trail Pipelines Management Inc. PNG-West’s interests in these entities 


were purchased by its partners in the project, Apache Canada Ltd. and 


EOG Resources Canada Inc. 


 


Narrows Inlet GP Inc. was incorporated on March 16, 2011 and the 


Narrows Inlet Limited Partnership was established on April 13, 2011.  PNG-


West and Skookum Power Holdings Corp., directly and respectively, own 


98% and 2% of Narrows Inlet Limited Partnership and its general partner, 


Narrows Inlet GP Inc.  These entities were established to facilitate 


participation in an arrangement to co-develop a 45 megawatt ‘run of river’ 


hydro-electricity generation facility also located on British Columbia’s 


Sunshine Coast.   
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3. Acquisition or disposal of an operating unit or system. 
 


 None 
 
4. Important leaseholds. 
 


 None 
 
5. Important extension or reduction in transmission or distribution system. 
 


 None 
 
6. Estimated annual effect and nature of important wage scale changes during the 


year. 
 


 The union contract rates increased by 3.25% in 2011 over prior year. 
 
7. Important legal proceeding pending, in progress, or concluded during the year. 
 


 PNG-West commenced a lawsuit in late 2009 against Westcoast Tug & 


Barge Ltd., Westview Towing Ltd., Humphries Tug & Barge Ltd., the 


owners and all others interested in the vessel “Seaspan 157”, the vessel 


“Seaspan 157”, the owners and all others interested in the vessel “S.N. 


No. 3” and the vessel “S.N. No. 3” for the cost of replacing PNG’s Porpoise 


Harbour underwater pipeline due to the damage to the pipe that occurred 


when the defendants negligently anchored and the anchor dragged along 


the ocean floor and into the pipeline.   


 


 The claimed damages are approximately $920,000, the majority of which 


are for the pipeline replacement costs.  A trial date is set for September 


10, 2012. 
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BCUC 


Account 2011 2010


ASSETS


Plant:


100 Gas plant in service 267,362                 260,393


105 Accumulated depreciation (129,095)               (122,702)


115 Gas plant under construction 370                       408


118 Capital supplies inventory 844                       962


Total Plant 139,482                 139,061


Current Assets:


120 Investment in subsidiary 40,767                  56,962                  


121 Other investments -                        210                       


130 Cash 491                       -                        


131 Special deposit -                        -                        


140 Accounts receivable - Trade 13,126                  14,945                  


141 Conversion loans -                        -                        


141 Accounts receivable - Other -                        -                        


142 Accounts receivable - Inter company 11,802                  2,161                    


145 Bad Debts (248)                      (316)                      


150 Inventory - Materials & supplies 74                         73                         


152 Stored Gas -                        -                        


153 Inventory - Line pack gas 820                       985                       


160 Prepaid expenses 911                       879                       


162 Other Current Assets -                        -                        


Total Current Assets 67,743                  75,898                  


Deferred Charges:


170 Unamortized debt discount & expense 398                       448


171 Plant losses 1,608                    218


179 Other 3,510                    8,773


Total Deferred Charges 5,516                    9,438


Other Assets:


180 Future income taxes -                        -                        


182 Regulated Asset Future income Tax 4,206                    3,134


182 Regulated Asset Non Pension 2,008                    1,997


182 Accrued pension benefit asset                      2,674 1,881


185 Derivative Financial Instruments                           -                             34 


Total Other Assets 8,888                    7,046


TOTAL ASSETS 221,629                 231,443


$000's


COMPARATIVE BALANCE SHEET - ASSETS


As at December 31
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BCUC 


Account 2011 2010


SHAREHOLDERS' EQUITY


Capital Stock & Surplus:


200 Preferred stock 5,000                    5,000


205 Common stock 9,465                    9,038


210 Contributed surplus 4,053                    4,515


212 Retained earnings 72,846                  81,982


Total Capital Stock & Surplus 91,364                  100,534


LIABILITIES


211 Contribution & grants 4,859                    4,785                    


220 Long term debt 78,600                  82,400                  


250 Loans & notes payable 6,677                    290                       


251 Accounts payable - other 11,882                  12,629                  


252 Accounts payable - Affiliated Companies -                        -                        


253 Dividends payable -                        -                        


254 Customers' security deposits 904                       874                       


255 Customers' advances for construction -                        -                        


256 Taxes accrued 2,315                    1,752                    


257 Interest payable & accrued 990                       1,009                    


259 Other Accrued Liabilities 1,996                    3,711                    


265 Derivative Financial Instruments (Current) 4,698                    5,697                    


276 Deferred income taxes -                        -                        


279 West Fraser Termination Deferral 3,455                    3,303                    


280 Future income taxes 13,889                  13,984                  


285 Derivative financial instrument (long term liability) -                        476                       


Total Liabilities 130,265                 130,909                 


TOTAL EQUITY AND LIABILITIES 221,629                 231,443                 


$000's


COMPARATIVE BALANCE SHEET - EQUITY AND LIABILITIES


As at December 31
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BCUC 


Account 2011 2010


NET INCOME


Operating Revenue:


300 Sales (520-523) 52,894                  63,197


300 West Fraser Termination Amortization 1,687                    143


300 Miscellaneous (560-579) 2,531                    4,030


Total Operating Revenue 57,112                  67,370                  


Operating Expenses:


301 Cost of Sales (623 & 629) 20,912                  27,945


301 Operating (660-718) 8,426                    7,922


301 Administrative & General (721-729) 12,882                  7,096


301 Non-regulated business (750-752) 738                       743


302 Maintenance (864-885) 452                       484


303 Depreciation 5,344                    6,795


304 Amortization (2,041)                   (163)


305 Municipal & Other Taxes 3,637                    3,560


306 Income Taxes 3,008                    1,796


Total Operating Expenses 53,359                  56,177


Net Utility Income 3,753 11,193


Other Income:


314 Investment and Other Income 2,682                    2,657


331 Gain on sale of affiliate - non-regulated business 24,169                  -                        


Total Other Income 26,851                  2,657                    


Income Deductions:


317 Gain on Foreign Exchange -                        -                        


320 Interest on Long Term Debt 5,659                    5,647                    


321 Amortization of Debt Discount, Premium and Expense 50                         (97)                        


323 Other Interest Expense 153                       67                         


324 AFUDC and Imputed Interest on Deferral 230                       66                         


329 Other Income Deductions -                        -                        


Total Income Deductions 6,092                    5,683                    


Net Income 24,512 8,167


Non-regulatory Items:


301 Non-regulated business (750-752) 738                       743


331 Gain on sale of affiliate - non-regulated business (24,169)                 -                        


306 Income Taxes - non-regulated business 2,679                    -                        


Net Income - Regulatory 3,760 8,909


RETAINED EARNINGS


212 Retained Earnings, Beginning of Year 81,982 78,260


350 Balance Transferred from Net Income 24,512 8,167


357 Dividends Declared (27,422) (4,445)                   


359 Adjustments (6,225) -                        


Retained Earnings, End of Year 72,846                  81,982


For the Years Ended December 31


$000's


STATEMENT OF NET INCOME & RETAINED EARNINGS







Pacific Northern Gas Ltd.


2011 Annual Report to the British Columbia Utilities Commission


Page 14


Designation of Principal amount to Total discount Balance Debits during Credits during year Balance


long-term debt which expense relates and expense From To beginning of year year (amortization) end of year


2011 Debenture 15,000                       188                        12/13/1991 12/13/2011 8 0 (8) 0


2017 Debenture RoyNat 4,000                         57 7/25/2007 7/25/2017 30 0 (6) 24


2018 Debenture 16,925                       223                        11/15/1993 11/15/2018 71 0 (9) 61


2025 Debenture 20,000                       265                        7/18/1995 7/18/2025 138 0 (8) 130


2027 Debenture 20,000                       208                        12/2/1997 12/2/2027 122 0 (7) 115


5 Yr Revolver (2015) 18,200                       51                          8/4/2007 1/30/2015 79 0 (11) 68


94,125 993 448 0 (50) 398


For the year ended December 31, 2011


Amortization period


UNAMORTIZED DEBT DISCOUNT AND EXPENSE AND UNAMORTIZED PREMIUM ON DEBT


$000's


(Accounts 170 and 270)
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UNAMORTIZED DEFERRED CHARGES AND AMORTIZATION


$000's


BCUC Balance 2011 Future 2011 Balance


Particulars A/C 2010 Additions Income Taxes Amortization 2011


Included in Rate Base:


Extraordinary Plant Losses (171) 1,298 338 (28) 1,608


Line Break Expense (179) 764 1 (174) 591


RSAM (179) 979 (1,412) 0 (433)


Investigative Digs (179) 515 259 (50) 724


IFRS (179) 290 164 (0) 454


Subtotal - Gross Deferrals Included in Rate Base 3,846 (650) 0 (252) 2,944


Related Future Income Taxes (FIT) (691) 262 59 (370)


Rate Base Deferrals, net of FIT 3,155 (650) 262 (193) 2,574


Mid-year rate base 2,865


Not included in Rate Base:


Pipeline Inspections (179) 255 1 (193) 63


GCVA (179) (833) 1,230 0 397


Deactivated Assets (179) 0 0 0 0


Industrial Cutomers Deliveries (179) (28) (43) 29 (42)


Subtotal (606) 1,188 0 (164) 418


Other Interest Bearing Deferrals:


BCUC Fees, other (179) 2 (24) (2) (24)


BCUC Hearing Costs (179) 8 17 (4) 21


Property Taxes (179) (49) (15) 47 (17)


Short Term Interest Deferral (179) 34 (21) (15) (2)


Long Term Interest Deferral (179) (82) (74) 84 (72)


BCUC CAP/ROE Application Hearing (179) 89 2 (91) 0


Propane Air Plant Deferral (179) 268 8 (54) 222


2011 Depreciation Adjustment (179) 0 (48) 0 (48)


Old Revolving Debt Issue Costs (179) 86 2 (88) 0


LNG Partners Option Fee (179) (2,500) (2,103) 1,582 (3,021)


Subtotal - Other Interest Bearing Deferrals (2,144) (2,256) 0 1,459 (2,941)


Subtotal - Gross Non-rate Base Deferrals (2,750) (1,068) 0 1,295 (2,523)


Related Future Income Taxes (FIT) 832 291 (378) 745


Non-rate Base Deferrals, net of FIT (1,918) (1,068) 291 917 (1,778)


Total Gross Deferrals (excl. debt issue) 1,096 (1,718) 0 1,043 420


Future Income Taxes on Deferrals (FIT) (excl. debt issue) 141 0 553 (319) 375


Total Deferrals, net of FIT (179) 1,237 (1,718) 553 724 795


Debt/equity issue costs (see page 14) (170) 448 0 (50) 398


Total Deferred Charges 1,685 (1,718) 553 674 1,193


Classified as:


Unamortized debt discount & expense 170 448 0 0 (50) 398


Plant losses 171 1,298 338 0 (28) 1,608


Other


Gross other deferrals 179 (202) (2,056) 0 1,071 (1,188)


Less: derivative amounts in GCVA 6,139 4,698


5,937 (2,056) 0 1,071 3,510


Per Trial Balance 7,683 (1,718) 0 993 5,516


West Fraser Termination Payment:


Gross balance (5,009) (133) 1,687 (3,455)


Related Future Income Taxes (FIT) 1,427 32 (447) 1,012


West Fraser Termination Payment, net of FIT (179) (3,581) (133) 32 1,240 (2,442)
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GAS PLANT IN SERVICE - CONTINUITY OF COST


$000's


BCUC Balance 2011 Transfers 2011 Balance


Description A/C 2010 Additions (Reclass) Retirements 2011


Land (410) -                    -                    


Land Rights (411) -                    -                    


Processing Plant (413) -                    -                    


Purification Equipment (418) -                    -                    


Gas Holders - Storage (443) 30                     30                     


Other Local Storage Equipment (449) 3                       3                       


Total Processing Plant 33                     -                    -                    -                 33                     


Land (460) 100                   100                   


Land Rights (461) 1,202                1,202                


Comp. Structures (462) 2,546                19                     2,565                


Meas/ & Reg. Equip (463) 1,321                1,321                


Mains (465) 144,940            3,520                (347)                  148,113            


Compressor Equipment (466) 21,934              40                     (2)                      21,972              


Meas. & Reg. Equipment (467) 7,675                365                   (71)                    7,969                


Communication Structures & Equip. (468) 2,971                2,971                


Other (469) 2                       2                       


Total Transmission 182,691            3,944                -                    (420)                  186,215            


Land (470) 1                       1                       


Land Rights (471) 34                     34                     


Struct./Improvements (472) 226                   226                   


Services (473) 24,697              249                   (27)                    24,919              


House Reg. Installations (474) 3,944                34                     3,978                


Mains (475) 29,861              132                   (12)                    29,981              


Meas. & Reg. Equipments (477) 287                   287                   


Meters (478) 4,404                94                     (130)                  4,369                


Other Dist. Equipments (479) 31                     31                     


Total Distribution 63,485              509                   -                    (169)                  63,826              


Land (480) 295                   295                   


Land Rights (481) -                    -                    


Struc/Improvements (482) 5,834                49                     (30)                    5,853                


Office Furniture/Equipment (483) 827                   1                       828                   


Transport Equipment (484) 2,148                167                   (36)                    (38)                    2,241                


Heavy Work Equipment (485) 3,005                3                       3,009                


Tools/Work Equipment (486) 2,658                91                     (8)                      2,741                


Computer Equipment (487) 1,537                94                     1,631                


Communication Structures & Equip. (488) 685                   4                       689                   


General Equipment (489) 2                       2                       


Total General 16,991              411                   (36)                    (77)                    17,289              


Total Capital Cost 263,200       4,864           (36)              (666)            267,362       


WIP 408              (38)              370              
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GAS PLANT IN SERVICE - CONTINUITY OF ACCUMULATED DEPRECIATION


$000's


BCUC Balance 2011 2011 2011 2011  Balance


Description A/C 2010 Provision Transfer Recovery Retirements 2011


Gas Holders - Storage (443) (8) (1)                     (9)                     


Other Local Storage Equipment (449) (2) (0)                     (2)                     


Processing Plant (10)                (1)                  -                -                -                (11)                


Comp. Struc. (462) (1,517) (101)                 (1,618)              


Meas/Reg Struct. (463) (874) (36)                   (911)                 


Mains (465) (63,655) (1,852)              97                 (65,411)            


Compressor Equip. (466) (14,080) (673)                 1                   (14,753)            


Meas. & Reg. Equip. (467) (4,124) (291)                 48                 (4,368)              


Communication Structures & Equip. (468) (2,356) (82)                   (2,438)              


Other (469) (1) (0)                     (1)                     


Total Transmission (86,608)         (3,036)           -                145               -                (89,499)         


         


Struct./Improvements (472) (97) (7)                     (104)                 


Services (473) (12,941) (332)                 2                   (13,271)            


House Reg. Instal. (474) (1,925) (115)                 (2,041)              


Mains (475) (13,422) (392)                 9                   (13,805)            


Meas. & Reg. Equip. (477) (170) (35)                   (205)                 


Meters (478) (2,007) (207)                 130               (2,084)              


Other Dist. Equip. (479) (21) (0)                     (21)                   


Total Distribution (30,583)         (1,089)           -                142               -                (31,531)         


Land (480) -                   -                   -                   


Struct./Improvements (482) (2,654) (228)                 13                    (2,870)              


Office Furniture/Equipment (483) (228) (124)                 (351)                 


Transport Equipment (484) (501) (475)                 4                      19                    (953)                 


Heavy Work Equipment (485) (1,247) (187)                 (1,434)              


Tools/Work Equipment (486) (659) (264)                 5                   (918)                 


Computer Equipment (487) (792) (231)                 (1,022)              


Communication Structures & Equip. (488) (474) (30)                   (504)                 


General Equipment (489) (1) (0)                     (1)                     


Total General (6,555)           (1,539)           4                   36 -                (8,054)           


Total Accumulated Depreciation (123,756) (5,665) 4                   323               -                (129,095)       


Amortization of CIAC 159


 


Depreciation capitalized 163


Depreciation expense (5,344)
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Description of Project


PROJECTS NOT SUBJECT TO AFUDC


Pipe -$               


Fittings -                 


Transmission Materials -                 


Projects Under Construction -                 


Subtotal -                 


WIP - Carryforward Projects 370                


TOTAL WORK IN PROGRESS 370$              


Account 115


GAS PLANT UNDER CONSTRUCTION


$000's


For the year ended December 31, 2011
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Gas Sold Revenue Customers


Account and Description TJ's ($000's) Year End


Sales (520-523)


Residential 1,229             21,301           17,763           


Commercial 902                12,741           2,509             


Industrial 222                1,846             19                  


2,353             35,889           20,291           


Granisle 9                    228                154                


Off-system 3,132             9,747             


5,493             45,863           20,445           


Transportation 1,761             7,030             125                


Total Sales 7,254             52,894           20,570           


West Fraser Termination Amortization 1,687             


Miscellaneous (560-579) 2,531             


Total 7,254             57,112           20,570           


GAS OPERATING REVENUES


For the year ended December 31, 2011
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Account and Description 2011 2010 Difference


 623-629  Gas Supply 20,912           27,945           (7,033)


 660  Supervision 90                  91                  (2)                   


 664  Communications 133                141                (9)                   


 665  Pipelines 1,038             911                128                


 665  Fuel Gas In Kind -                 -                 -                 


 665  Company Use Gas -                 -                 -                 


 666  Compressors 798                746                53                  


 667  Regulating stations 319                418                (98)                 


         Total Transmission - Operation 2,378 2,307 71                  


 670  Supervision 449                436                13                  


 671  Load dispatching -                 -                 -                 


 673  Removing & resetting meters 343                314                28                  


 674  Service on customer premises 42                  43                  (1)                   


 675  Mains and services 318                365                (47)                 


 677 Regulating stations 5                    9                    (3)                   


         Total Distribution - Operation 1,156             1,166             (10)                 


 684  Communications 9                    19                  (10)                 


 685  General systems operations 2,161             1,848             313                


 686 Safety 54                  72                  (18)                 


 687 Training 312                225                87                  


 688  Other general operations 1,008             1,020             (12)                 


 689  Transferred to capital (337)               (532)               195                


        Total General - Operation 3,207             2,652             555                


 700  Sales supervision 4                    1                    3                    


 701  Advertising 46                  47                  (2)                   


 702  Demonstration and selling 3                    1                    1                    


 709  Other -                 -                 -                 


         Total Distribution - Sales 52 49 3                    


 711  Customer contracts 391 370 21                  


 712  Meter reading 319 306 14                  


 713  Customer billing 850 838 11                  


 714  Credit and collections 73 86 (13)                 


 718  Uncollectible accounts 0 147 (147)               


         Total Customer Accounting 1,632 1,747 (115)               


GAS OPERATING EXPENSES


For the year ended December 31


$000's
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Account and Description 2011 2010 Difference


 721  Administration 3,469 3,270 200                


 722  Special Services 3,106 541 2,566             


 723  Insurance 837 806 31                  


 725  Employee Benefits 2,917 2,179 739                


 728  Fiscal and corporate expense 3,063 1,121 1,941             


 729  Transferred to capital (511) (821) 310                


         Total Admin & General - Operation 12,882 7,096 5,786             


 750 - 752 Non Regulated Business 738 743 (5)                   


 864  Communications 13                  5                    7                    


 865  Pipe lines 41                  57                  (15)                 


 866  Compressors 41                  17                  25                  


 867  Regulating stations 76                  51                  25                  


         Total Transmission - Maintenance 172 130 42                  


 872  Structures -                 1                    (1)                   


 875  Mains and services 111                164                (53)                 


 877  Regulating stations 0                    0                    (0)                   


 878  Meters 135                157                (22)                 


         Total Distribution - Maintenance 246 322 (76)                 


 884  Communications 9                    6                    2                    


 885  General 25                  26                  (0)                   


         Total General - Maintenance 34 32 2                    


TOTAL GAS OPERATING EXPENSES 22,498 16,244 6,254


Summary


Gas Supply 20,912 27,945 (7,033)            


Operation Expense 8,426 7,922 505                


Admin & General Expense 12,882 7,096 5,786             


Maintenance Expense 452                484                (32)                 


Non-Regulated Business 738                743                (5)                   


22,498 16,244 6,254


43,410 44,189 (779)


For the year ended December 31


$000's


GAS OPERATING EXPENSES







Pacific Northern Gas Ltd.


2011 Annual Report to the British Columbia Utilities Commission


Page 22


Cost of Construction


Undistributed Overheads Overheads Undistributed Overheads Total Overheads to which Overheads % Overheads


Type of Overhead Beginning of Year for Year End of Year Cleared to Construction were Charged to Construction


Operations (1) -                                337                               -                                337                               3.8%


Administrative (2) -                                511                               -                                511                               3.8%


Capitalized Depreciation -                                163                               -                                163                               24.6%


Other charges (3) -                                44                                 -                                44                                 100.0%


Total -                                1,055                            -                                1,055                            3,285                            32.1%


Breakdown:


Transmission 465 Mains 664                               


466 Compressor equipment -                                


467 Regulating equipment 168                               


Distribution 473 Services 152                               


474 House installations 7                                   


475 Mains 64                                 


1,055                            


Capitalization Procedure:


(1)  The pooled field operations charges are subject to a 3.8% capitalization rate. 


(2)  The total administrative charges including employee benefits are subject to an 3.8% capitalization rate.


(3)  Other charges, which are charged 100% to construction, include warehouse costs, rentals, and other minor costs that service multiple projects.


Distribution:


Allocated operations and administrative overheads are primarily for indirect wage and benefit costs related to capital projects.


Capitalized depreciation is allocated on a prorata basis of capital additions in an asset pool.


For the year ended December 31, 2011


CONSTRUCTION OVERHEADS


$000's
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TJ of Gas Measured


NATURAL GAS


Gas Received


Natural gas received from Summit Lake 4,317                             


Total Receipts 4,317                             


Gas Delivered


Sales to ultimate customers (excluding Granisle) 2,353                             


Transportation customers 1,761                             


4,113                             


Gas used by Utility 75                                  


Increase (decrease) in line pack 22                                  


Total Deliveries 4,210                             


Losses and Unaccounted for Gas


Known lost gas 13                                  


Unaccounted for gas 93                                  


Total Deliveries, Losses and Unaccounted for Gas 4,317                             


PROPANE


Propane Received 10                                  


Propane Delivered


Propane sales 9                                    


Propane used by Utility 0                                    


Increase (decrease) in line pack 1                                    


Total Deliveries 10                                  


Propane losses and unaccounted for gas 0                                    


Total Deliveries, Losses and Unaccounted for Gas 10                                  


For the year ended December 31, 2011


GAS ACCOUNT
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Steel Plastic Total


Service Lines 


Current 274.67           416.72           691.39           


Previous 274.94           415.67           690.61           


2011 Net Change (0.27)              1.05               0.78               


Distribution Mains


Current 502.55           439.85           942.40           


Previous 502.59           436.82           939.41           


2011 Net Change (0.04)              3.03               2.98               


Transmission Mains


Current 1,022.41        -                 1,022.41        


Previous 1,022.41        -                 1,022.41        


2011 Net Change -                 -                 -                 


Total Pipeline


Current 1,799.63        856.57           2,656.20        


Previous 1,799.94        852.49           2,652.43        


2011 Net Change (0.31)              4.08               3.76               


PIPELINE MILEAGE


As at December 31, 2011


(kilometres)
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Total Sales


Revenue Residential 


(incl. Transport) Revenue 


Community Population ($000's) ($000's)


PNG (East)** 23,119                 


Smithers - Houston 16,252                 


Terrace 20,647                 43,146$               21,301$               


Kitimat 10,165                 


Prince Rupert 14,320                 


** Includes Vanderhoof, Fort St. James, Fort Fraser, Fraser Lake, Endako, Burns Lake and Decker Lake


Year End Year End Year End


TJ Customers TJ Customers TJ Customers


1,238                   17,917                 902                      2,509                   1,982                   144                      


SALE OF GAS BY COMMUNITY


Residential Commercial Industrial (incl. Transport)


For the year ended December 31, 2011
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SERVICE INTERRUPTIONS AND PROPERTY DAMAGE 
 
Report below any important interruptions of service due to failure of utility’s 
transmission facilities or failure of utility’s gas supply.  State for each case the action 
taken to maintain service, the duration of interruption, the restrictions imposed, and 
the number of classes of customers affected. 
 
State particulars of any important property damage sustained during the year, 
including information as to cause, personal injuries, or loss of life to employees or 
others, approximate cost of repairs, and length of time damaged facilities were out 
of service. 
 


None 
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SYSTEM MAP 
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Lag /(Lead) Working


Description Days Expense Capital


Revenue 52.3


Expense (27.4)


Operating working capital 24.9 36,573$         2,495$           


Adjustments:


     Budget Billing Plan (1,667)


     PST ICEF Levy & Carbon Tax 15


     Insurance Receivable 0


     Goods and Services Tax + HST 32


Cash working capital 874$              


CASH WORKING CAPITAL


For the year ended December 31, 2011


($000's)
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Utility Income 3,760          


Deduct:


PTP settlement allowance (500)            


Other income (2,682)         


(3,182)         


578             


Add:


Amortization of debt discount 50               


Interest on long-term debt 5,659          


Short term interest expense 153             


AFUDC and imputed interest 230             


6,093          


6,671          


Income Tax Account 330             


Adjusted Earnings 7,001          


Deduct:


Income tax calculated on Adjusted Earnings 441             


Future income taxes on deferrals (319)


EARNED RETURN 7,123          


For the year ended December 31, 2011


EARNED RETURN


($000's)
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Calculation of Taxable Income


Earned return before income taxes 7,001                   


Interest (4,485)                  


Permanent differences 236                      


Timing differences (642)                     


Taxable income 2,109                   


Calculation of Income Tax Expense


Income taxes payable 559                      


Part I.3 tax -                       


Deferred income tax drawdown (1,000)                  


Income tax expense (441)                     


Particulars of Timing Differences


A.  Tax Effects Subject To Flowthrough


  Depreciation 5,344                   


  Amortization (1,043)                  


  Capital cost allowance (4,943)                  


  Overheads capitalized -                       


  Other -                       


(642)                     


B.  Tax Effects Subject To Deferral


  Deferred Tax Drawdown 3,774                   


Timing differences 3,131                   


Tax rate 26.50%


INCOME TAXES


For the year ended December 31, 2011


($000's)
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2010 2011 Mean


Gas Plant in Service 263,200         267,362         265,281         


Accumulated Depreciation (123,756)        (129,096)        (126,426)        


Depreciated Value of Plant 139,444         138,267         138,856         


Other Rate Base Items


Adjustment - expenditure/disposal timing  (211)               


Contributions for construction (4,822)            


Construction advances -                 


Deferred income taxes (10,362)          


Work in progress, no AFUDC 100                


Unamortized deferred charges 2,865             


Cash working capital 874                


Other working capital 1,805             


Utility rate base, midyear 129,104         


Earned Return 7,123             


Earned Return as Percentage of Utility Rate Base 5.52%


UTILITY RATE BASE AND RATE OF RETURN


For the Years Ended December 31


($000's)
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Short Term Debt $1,784


  proportion 1.38%


  rate of return 2.95%


  return component 0.04%


Long term debt $53,321


  proportion 41.30%


  rate of return 8.31%


  return component 3.43%


Preferred shares $5,000


  proportion 3.87%


  rate of return 7.01%


  return component 0.27%


Common equity $68,999


  proportion 53.44%


  rate of return 3.31%


  return component 1.77%


Total capitalization 129,104         


Return on rate base 5.52%


Utility rate base 129,104         


For the Year Ended December 31, 2011


(000's)


RETURN ON CAPITAL
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Degree Day Information


Actual Degree Days 4,703.6          


Normal Degree Days 4,366.9          


Difference 336.70           


% Change 7.71%


DEGREE DAYS


For the year ended December 31, 2011







200
T2 CORPORATION INCOME TAX RETURN


This form serves as a federal, provincial, and territorial corporation income tax return, unless the corporation is located in
Quebec or Alberta. If the corporation is located in one of these provinces, you have to file a separate provincial
corporation return.


Parts, sections, subsections, paragraphs, and subparagraphs mentioned on this return refer to the federal Income Tax Act.
This return may contain changes that had not yet become law at the time of printing.


Send one completed copy of this return, including schedules and the General Index of Financial Information (GIFI), to your
tax centre or tax services office. You have to file the return within six months after the end of the corporation's tax year.


Do not use this area055


For more information see www.cra.gc.ca or Guide T4012, T2 Corporation – Income Tax Guide.


Identification


Business Number (BN) . . . . . . . . . . 001 10404 2320 RC0001


City


2 No1 Yes


To which tax year does this return apply?


Address of head office 
Has this address changed since the last
time we were notified? . . . . . . . . . . . . 


Tax year start Tax year-end


Has there been an acquisition of control
to which subsection 249(4) applies since
the previous tax year? . . . . . . . . . . . . 


If yes, provide the date
control was acquired . . . . . . . . . . . . . 


Mailing address (if different from head office address)


020


Country (other than Canada) Postal code/Zip code


Province, territory, or state


010


060 061
YYYY MM DD


012


011


018017


016015


063


065


1 Yes 2 No


1 Yes 2 No


Is the corporation a professional
corporation that is a member of
a partnership? . . . . . . . . . . . . . . . . 067 1 Yes 2 No


YYYY MM DD


YYYY MM DD


Country (other than Canada)


City


c/o021


022


023


Is this the first year of filing after: 


Incorporation? . . . . . . . . . . . . . . . 


Amalgamation? . . . . . . . . . . . . . . . 


070 1 Yes 2 No


071 1 Yes 2 No


025


027


Province, territory, or state


026
Postal code/Zip code


028


Has there been a wind-up of a
subsidiary under section 88 during the
current tax year? . . . . . . . . . . . . . . 


Location of books and records If yes, complete and attach Schedule 24.


072 1 Yes 2 No


032


031


Is this the final tax year
before amalgamation? . . . . . . . . . . 076 1 Yes 2 No


Country (other than Canada)


City


038


Postal code/Zip code


037


036


Province,territory, or state


035


Is this the final return up to 
dissolution? . . . . . . . . . . . . . . . . . 078 1 Yes 2 No


Is the corporation a resident of Canada?


080 1 Yes 2 No
If no, give the country of residence on line
081 and complete and attach Schedule 97.


2 No1 Yes082


If yes, complete and attach Schedule 91.


081Type of corporation at the end of the tax year040


4


52


1


3


Canadian-controlled 
private corporation (CCPC)


Corporation controlled
by a public corporation


Other corporation
(specify, below)


Other private 
corporation


Public
corporation


Is the non-resident corporation
claiming an exemption under
an income tax treaty? . . . . . . . . . . . 


1


If the corporation is exempt from tax under section 149,
tick one of the following boxes:


Exempt under other paragraphs of section 149


Exempt under paragraph 149(1)(t)


Exempt under paragraph 149(1)(j)


Exempt under paragraph 149(1)(e) or (l)085
If the type of corporation changed during
the tax year, provide the effective
date of the change. 043


YYYY MM DD


2


3


4


Has this address changed since the last


time we were notified? . . . . . . . . . . . 


Has the location of books and records
changed since the last time we were
notified . . . . . . . . . . . . . . . . . . . . . 030 1 Yes 2 No


(If yes, complete lines 011 to 018.)


(If yes, complete lines 021 to 028.)


(If yes, complete lines 031 to 038.)


Is the date on line 061 a deemed tax year-end in accordance with:


066 1 Yes 2 No


If yes, complete lines 030 to 038 and attach Schedule 24.


Corporation's name


002


If an election was made under
section 261, state the functional
currency used . . . . . . . . . . . . . . . . 079


subparagraph 88(2)(a)(iv)? . . . . . . . . 


subsection 249(3.1)? . . . . . . . . . . . 


064 1 Yes 2 No


2011-12-192011-01-01


2011-12-20


V6E 4E6


BCVANCOUVER


950-1185 W. GEORGIA STREET


X


X


X


X


X


X


X


950-1185 W. GEORGIA STREET


X


V6E 4E6


BCVANCOUVER


X


X


X


X


X


X


PACIFIC NORTHERN GAS LTD.


X


Do not use this area


095 096


T2 E (11)
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Attachments
Financial statement information: Use GIFI schedules 100, 125, and 141.
Schedules – Answer the following questions. For each yes response, attach the schedule to the T2 return, unless otherwise instructed.


Yes Schedule


Is the corporation related to any other corporations? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 150 9X


Does the corporation have any non-resident shareholders? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 151 19


Is the corporation an associated CCPC? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 160 23


Is the corporation an associated CCPC that is claiming the expenditure limit? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 161 49


Has the corporation had any transactions, including section 85 transfers, with its shareholders, officers, or employees,
other than transactions in the ordinary course of business? Exclude non-arm's length transactions with non-residents . . . . . . . . . . . . . 162 11


44163
If you answered yes to the above question, and the transaction was between corporations not dealing at arm's length,
were all or substantially all of the assets of the transferor disposed of to the transferee? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


14164Has the corporation paid any royalties, management fees, or other similar payments to residents of Canada? . . . . . . . . . . . . . . . . . . 


X


Is the corporation claiming a deduction for payments to a type of employee benefit plan? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 165 15


Is the corporation claiming a loss or deduction from a tax shelter acquired after August 31, 1989? . . . . . . . . . . . . . . . . . . . . . . . . . 166 T5004


Is the corporation a member of a partnership for which a partnership identification number has been assigned? . . . . . . . . . . . . . . . . . 167 T5013


Was the resident corporation the beneficiary of a non-resident discretionary trust or did it make a contribution to a non-resident
discretionary trust at any time during the tax year? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 168 22


Did the corporation have any foreign affiliates during the year? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 169 25


Has the corporation made any payments to non-residents of Canada under subsections 202(1) and/or 105(1)
of the federal Income Tax Regulations? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 170 29


Has the corporation had any non-arm's length transactions with a non-resident? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 171 T106


173 50
For private corporations: Does the corporation have any shareholders who own 10% or more of the corporation's
common and/or preferred shares? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


X


X


Is the net income/loss shown on the financial statements different from the net income/loss for income tax purposes? . . . . . . . . . . . . . 201 1


Has the corporation made any charitable donations; gifts to Canada, a province, or a territory;
gifts of cultural or ecological property; or gifts of medicine? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 202 2


Has the corporation received any dividends or paid any taxable dividends for purposes of the dividend refund? . . . . . . . . . . . . . . . . . . 203 3


Is the corporation claiming any type of losses? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 204 4


Is the corporation claiming a provincial or territorial tax credit or does it have a permanent establishment
in more than one jurisdiction? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 205 5


Has the corporation realized any capital gains or incurred any capital losses during the tax year? . . . . . . . . . . . . . . . . . . . . . . . . . . 206 6


Has the corporation made payments to, or received amounts from, a retirement compensation plan arrangement during the year? . . . . . . 172 ______


X


X


X


X


i) Is the corporation claiming the small business deduction and reporting income from: a) property (other than dividends deductible on
line 320 of the T2 return), b) a partnership, c) a foreign business, or d) a personal services business; or
ii) does the corporation have aggregate investment income at line 440? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 207 7


Does the corporation have any property that is eligible for capital cost allowance? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 208 8


Does the corporation have any property that is eligible capital property? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 210 10


Does the corporation have any resource-related deductions? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 212 12


Is the corporation claiming deductible reserves? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 213 13


Is the corporation claiming a patronage dividend deduction? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 216 16


Is the corporation a credit union claiming a deduction for allocations in proportion to borrowing or an additional deduction? . . . . . . . . . . . 217 17


Is the corporation an investment corporation or a mutual fund corporation? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 218 18


Is the corporation carrying on business in Canada as a non-resident corporation? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 220 20


Is the corporation claiming any federal or provincial foreign tax credits, or any federal or provincial logging tax credits? . . . . . . . . . . . . . 221 21


Does the corporation have any Canadian manufacturing and processing profits? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 227 27


Is the corporation claiming an investment tax credit? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 231 31


X


X


X


232 T661Is the corporation claiming any scientific research and experimental development (SR&ED) expenditures? . . . . . . . . . . . . . . . . . . . . 


Is the total taxable capital employed in Canada of the corporation and its related corporations over $10,000,000? . . . . . . . . . . . . . . . . 233


Is the corporation claiming a surtax credit? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 237 37


Is the corporation subject to gross Part VI tax on capital of financial institutions? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 238 38


Is the corporation claiming a Part I tax credit? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 242 42


Is the corporation subject to Part IV.1 tax on dividends received on taxable preferred shares or Part VI.1 tax on dividends paid? . . . . . . . . 243 43


Is the corporation agreeing to a transfer of the liability for Part VI.1 tax? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 244 45


Is the corporation subject to Part II - Tobacco Manufacturers' surtax? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 249 46


For financial institutions: Is the corporation a member of a related group of financial institutions with one or
more members subject to gross Part VI tax? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 250 39


______


Is the total taxable capital employed in Canada of the corporation and its associated corporations over $10,000,000? . . . . . . . . . . . . . . 234 ______


X


X


T1131253Is the corporation claiming a Canadian film or video production tax credit refund? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Is the corporation claiming a film or video production services tax credit refund? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . T1177254


Is the corporation subject to Part XIII.1 tax? (Show your calculations on a sheet that you identify as Schedule 92.) . . . . . . . . . . . . . . . . 255 92
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Attachments – continued from page 2
Yes Schedule


T1134-B


T1135


T1141


T1142


T1145


T1146


T1174


Did the corporation have any controlled foreign affiliates? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Did the corporation own specified foreign property in the year with a cost amount over $100,000? . . . . . . . . . . . . . . . . . . . . . . . . . 


Did the corporation transfer or loan property to a non-resident trust? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Did the corporation receive a distribution from or was it indebted to a non-resident trust in the year? . . . . . . . . . . . . . . . . . . . . . . . . 


Has the corporation entered into an agreement to allocate assistance for SR&ED carried out in Canada? . . . . . . . . . . . . . . . . . . . . . 


Has the corporation entered into an agreement to transfer qualified expenditures incurred in respect of SR&ED contracts? . . . . . . . . . . 


Has the corporation entered into an agreement with other associated corporations for salary or wages of specified employees for SR&ED?


260


258


259


264


263


262


261


Did the corporation pay taxable dividends (other than capital gains dividends) in the tax year? . . . . . . . . . . . . . . . . . . . . . . . . . . . . 265 55


Has the corporation made an election under subsection 89(11) not to be a CCPC? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 266 T2002


T2002267Has the corporation revoked any previous election made under subsection 89(11)? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Did the corporation (CCPC or deposit insurance corporation (DIC)) pay eligible dividends, or did its
general rate income pool (GRIP) change in the tax year? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 268 53


Did the corporation (other than a CCPC or DIC) pay eligible dividends, or did its low rate income pool (LRIP) change in the tax year? . . . . 269 54


Did the corporation have any foreign affiliates that are not controlled foreign affiliates? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 256 T1134-A


Additional information


Is the corporation inactive? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 280 1 Yes 2 No


Did the corporation use the International Financial Reporting Standards (IFRS) when it prepared its financial statements? . . . . 270 1 Yes 2 No


X


X


What is the corporation's main
revenue-generating business activity? . . . . . 


284Specify the principal product(s) mined, manufactured,
sold, constructed, or services provided, giving the
approximate percentage of the total revenue that each
product or service represents. 288


286 %


%


%285


287


289


Did the corporation immigrate to Canada during the tax year? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 291 1 Yes 2 No


2 No1 Yes292Did the corporation emigrate from Canada during the tax year? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Do you want to be considered as a quarterly instalment remitter if you are eligible? . . . . . . . . . . . . . . . . . . . . . . . . . . . 293 1 Yes 2 No


If the corporation was eligible to remit instalments on a quarterly basis for part of the tax year, provide
the date the corporation ceased to be eligible . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 294


YYYY    MM    DD


If the corporation's major business activity is construction, did you have any subcontractors during the tax year? . . . . . . . . . . 295 1 Yes 2 No


NATURAL GAS 98.000


X


X


Natural Gas Distribution US221210


Taxable income


Net income or (loss) for income tax purposes from Schedule 1, financial statements, or GIFI. . . . . . . . . . . . . . . . . . . . . 300 A8,850,354


Deduct: Charitable donations from Schedule 2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 311


Gifts to Canada, a province, or a territory from Schedule 2 . . . . . . . . . . . . . . . . . 312


9,000


Cultural gifts from Schedule 2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 313


Ecological gifts from Schedule 2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 314


Taxable dividends deductible under section 112 or 113, or subsection 138(6)
from Schedule 3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 320


Part VI.1 tax deduction* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 325


Non-capital losses of previous tax years from Schedule 4 . . . . . . . . . . . . . . . . . 331


Net capital losses of previous tax years from Schedule 4 . . . . . . . . . . . . . . . . . 332


Restricted farm losses of previous tax years from Schedule 4 . . . . . . . . . . . . . . 333


Farm losses of previous tax years from Schedule 4 . . . . . . . . . . . . . . . . . . . . . 334


Limited partnership losses of previous tax years from Schedule 4 . . . . . . . . . . . . . 335


Taxable capital gains or taxable dividends allocated from
a central credit union . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 340


Prospector's and grubstaker's shares . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 350


B


C


DSection 110.5 additions or subparagraph 115(1)(a)(vii) additions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 355


360Taxable income (amount C plus amount D) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Income exempt under paragraph 149(1)(t) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 370


Taxable income for a corporation with exempt income under paragraph 149(1)(t) (line 360 minus line 370) . . . . . . . . . . . Z


Add:


Subtotal


* This amount is equal to


 amount B) (if negative, enter "0")minusSubtotal (amount A 


Gifts of medicine from Schedule 2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 315


times the Part VI.1 tax payable at line 724 on page 8.


20,578


197,142


226,720 226,720
8,623,634


8,623,634


8,623,634
3.2
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Small business deduction


A


Canadian-controlled private corporations (CCPCs) throughout the tax year 


Income from active business carried on in Canada from Schedule 7 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 400


B405


Taxable income from line 360 on page 3, minus 10/3 of the amount on line 632* on page 7, minus


because of federal law, is exempt from Part I tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Business limit (see notes 1 and 2 below) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 410 C


1/(0.38 - X**) times the amount on line 636*** on page 7, and minus any amount that,3.77358


Notes:


1.


2.


prorate this amount by the number of days in the tax year divided by 365, and enter the result on line 410.


For associated CCPCs, use Schedule 23 to calculate the amount to be entered on line 410.


For CCPCs that are not associated, enter $ on line 410. However, if the corporation's tax year is less than 51 weeks,500,000


E


Business limit reduction:


Amount C **** D415  . . . . . . . . . . . . . . . . . . . . . . . . . x =


Reduced business limit (amount C minus amount E) (if negative, enter "0") . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 425 F


11,250


x % = . . . . . . . . . . . . . . . . . . . . . . . Amount A, B, C, or F, whichever is the least


Small business deduction


430 G17
Enter amount G on line 1 on page 7.


* Calculate the amount of foreign non-business income tax credit deductible on line 632 without reference to the refundable tax on the
CCPC's investment income (line 604) and without reference to the corporate tax reductions under section 123.4.


Large corporations


*** Calculate the amount of foreign business income tax credit deductible on line 636 without reference to the corporate tax reductions under section 123.4.


****
If the corporation is not associated with any corporations in both the current and previous tax years, the amount to be entered on line 415 is:
(Total taxable capital employed in Canada for the prior year minus $10,000,000) x 0.225%.


If the corporation is not associated with any corporations in the current tax year, but was associated in the previous tax year, the amount to be
entered on line 415 is: (Total taxable capital employed in Canada for the current year minus $10,000,000) x 0.225%.


For corporations associated in the current tax year, see Schedule 23 for the special rules that apply.


General rate reduction percentage for the tax year. It has to be pro-rated.**
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General tax reduction for Canadian-controlled private corporations


Taxable income from line 360 on page 3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Canadian-controlled private corporations throughout the tax year


A


Lesser of amounts V and Y (line Z1) from Part 9 of Schedule 27 . . . . . . . . . . . . . . . . . . . . . . . B


Amount QQ from Part 13 of Schedule 27 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . C


DAmount used to calculate the credit union deduction from Schedule 17 . . . . . . . . . . . . . . . . . . . 


EAmount from line 400, 405, 410, or 425 on page 4, whichever is the least . . . . . . . . . . . . . . . . . . 


FAggregate investment income from line 440 on page 6* . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Total of amounts B to F . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . G


HAmount A minus amount G (if negative, enter "0") . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Amount H x
Number of days in the tax year after


December 31, 2008, and before January 1, 2010


Number of days in the tax year


Ix % =


353
9


Amount H x
Number of days in the tax year after 


December 31, 2009, and before January 1, 2011


Number of days in the tax year


Jx % =


353
10


Amount H x
Number of days in the tax year after


December 31, 2010, and before January 1, 2012


Number of days in the tax year


Kx % =353
353


11.5


Amount H x
Number of days in the tax year after


December 31, 2011


Number of days in the tax year


Lx % =


353
13


General tax reduction for Canadian-controlled private corporations – Total of amounts I to L . . . . . . . . . . . . . . . . . . . . M


Enter amount M on line 638 on page 7.


* Except for a corporation that is, throughout the year, a cooperative corporation (within the meaning assigned by subsection 136(2)) or a credit union.


General tax reduction
Do not complete this area if you are a Canadian-controlled private corporation, an investment corporation, a mortgage investment corporation,
a mutual fund corporation, or any corporation with taxable income that is not subject to the corporation tax rate of 38%.


Taxable income from page 3 (line 360 or amount Z, whichever applies) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . N8,623,634
Lesser of amounts V and Y (line Z1) from Part 9 of Schedule 27 . . . . . . . . . . . . . . . . . . . . . . . O


Amount QQ from Part 13 of Schedule 27 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . P


QAmount used to calculate the credit union deduction from Schedule 17 . . . . . . . . . . . . . . . . . . . 


Total of amounts O to Q . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . R


Amount N minus amount R (if negative, enter "0") . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . S8,623,634


Tx
Number of days in the tax year after


December 31, 2008, and before January 1, 2010xAmount S


Number of days in the tax year


% =8,623,634
353


9


Ux
Number of days in the tax year after


December 31, 2009, and before January 1, 2011xAmount S


Number of days in the tax year


% =8,623,634
353


10


Vx
Number of days in the tax year after


December 31, 2010, and before January 1, 2012xAmount S


Number of days in the tax year


% = 991,7183538,623,634
353


11.5


Wx
Number of days in the tax year after


December 31, 2011xAmount S


Number of days in the tax year


% =8,623,634
353


13


XGeneral tax reduction – Total of amounts T to W . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Enter amount X on line 639 on page 7.


991,718
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Refundable portion of Part I tax


/x440Aggregate investment income . . . . . . . . %  . . . . . . . . . . . . . . . . 


Canadian-controlled private corporations throughout the tax year


= A3226


%


from Schedule 7


Foreign non-business income tax credit from line 632 on page 7 . . . . . . . . . . . . . . . . . . . . . . . 


Deduct:


Foreign investment income . . . . . . . . . . 445 =


from Schedule 7 B


Amount A minus amount B (if negative, enter "0") . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . C


Taxable income from line 360 on page 3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Deduct:


(if negative, enter "0")


x /9 1 3


Amount from line 400, 405, 410, or 425 on page 4,
whichever is the least . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Foreign non-business
income tax credit
from line 632 on page 7 . . . =


Foreign business income
tax credit from line 636 on
page 7 . . . . . . . . . . . . . =


x /


x


1(0.38 - X*)


25 9


3.77358


= D


Part I tax payable minus investment tax credit refund (line 700 minus line 780 from page 8) . . . . . . . . . . . . . . . . . . . . . . . . E


Refundable portion of Part I tax – Amount C, D, or E, whichever is the least . . . . . . . . . . . . . . . . . . . . . . . . . . . . 450 F


x / %


* General rate reduction percentage for the tax year. It has to be pro-rated.


26 2 3


Refundable dividend tax on hand


Refundable dividend tax on hand at the end of the previous tax year . . . . . . . . . . . . . . . . . 460


Deduct: Dividend refund for the previous tax year . . . . . . . . . . . . . . . . . . . . . . . . . . . . 465


G
Add the total of:


Refundable portion of Part I tax from line 450 above . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Total Part IV tax payable from Schedule 3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Net refundable dividend tax on hand transferred from a predecessor corporation on
amalgamation, or from a wound-up subsidiary corporation . . . . . . . . . . . . . . . . . . . . . . 480


H


Refundable dividend tax on hand at the end of the tax year – Amount G plus amount H . . . . . . . . . . . . . . . . . . . . 485


Dividend refund
Private and subject corporations at the time taxable dividends were paid in the tax year 


Taxable dividends paid in the tax year from line 460 on page 2 of Schedule 3 . . . . . . . . . . . . Ix /1 3


Refundable dividend tax on hand at the end of the tax year from line 485 above . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . J


Dividend refund – Amount I or J, whichever is less (enter this amount on line 784 on page 8) . . . . . . . . . . . . . . . . . . . . . . . 
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Part I tax


550 ABase amount of Part I tax – Taxable income from page 3 (line 360 or amount Z, whichever applies) multiplied by %


Recapture of investment tax credit from Schedule 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 602 B


3,276,98138


Aggregate investment income from line 440 on page 6 . . . . . . . . . . . . . . . . . . . . . . . . . . . . i


Taxable income from line 360 on page 3 . . . . . . . . . . . . . . . . . . . . 


Deduct:


Amount from line 400, 405, 410, or 425 on page 4, whichever
is the least . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Net amount . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ii


604Refundable tax on CCPC's investment income – C


D lines A to C)addSubtotal (


of whichever is less: amount i or ii . . . . . . . . . . . . / %


Calculation for the refundable tax on the Canadian-controlled private corporation's (CCPC) investment income
(if it was a CCPC throughout the tax year)


3,276,981


6 2 3


Small business deduction from line 430 on page 4 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1


Federal tax abatement . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 608


Manufacturing and processing profits deduction from Schedule 27 . . . . . . . . . . . . . . . . . . 616


Investment corporation deduction . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 620


Taxed capital gains 624


Additional deduction – credit unions from Schedule 17 . . . . . . . . . . . . . . . . . . . . . . . . . 628


Federal foreign non-business income tax credit from Schedule 21 . . . . . . . . . . . . . . . . . . 632


636Federal foreign business income tax credit from Schedule 21 . . . . . . . . . . . . . . . . . . . . . 
638General tax reduction for CCPCs from amount M on page 5 . . . . . . . . . . . . . . . . . . . . . . 


General tax reduction from amount X on page 5 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 639


Federal logging tax credit from Schedule 21 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 640


Federal qualifying environmental trust tax credit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 648


Investment tax credit from Schedule 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 652


E


Part I tax payable – Line D minus line E . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . F


Deduct:


Subtotal


Enter amount F on line 700 on page 8.


862,363


991,718


1,854,081 1,854,081


1,422,900


 PNG 2011-12-19.211  2011-12-19  PACIFIC NORTHERN GAS LTD.
 2012-05-09 13:42  10404 2320 RC0001


 CORPORATE TAXPREP / TAXPREP DES SOCIÉTÉS - EP16     VERSION 2011 V2.0  Page 7







Summary of tax and credits
Federal tax


Part I tax payable from page 7 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 700 1,422,900
Part II surtax payable from Schedule 46 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 708


Part IV tax payable from Schedule 3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Part IV.1 tax payable from Schedule 43 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 716


Part VI tax payable from Schedule 38 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Part VI.1 tax payable from Schedule 43 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 724


Part XIII.1 tax payable from Schedule 92 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Part XIV tax payable from Schedule 20 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 728


712


720


727


Total federal taxAdd provincial or territorial tax:


Part III.1 tax payable from Schedule 55 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 710


1,422,900


Provincial or territorial jurisdiction . . . 750


(if more than one jurisdiction, enter "multiple" and complete Schedule 5)


Net provincial or territorial tax payable (except Quebec and Alberta) . . . . . . . . . . . . . . . . . 760


Provincial tax on large corporations (Nova Scotia Schedule 342) . . . . . . . . . . . . . . . . . . 765


770 ATotal tax payableDeduct other credits:


BC


862,363


862,363 862,363
2,285,263


Investment tax credit refund from Schedule 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 780


Dividend refund from page 6 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 784


Federal capital gains refund from Schedule 18 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 788


Federal qualifying environmental trust tax credit refund . . . . . . . . . . . . . . . . . . . . . . . . 792


796Canadian film or video production tax credit refund (Form T1131) . . . . . . . . . . . . . . . . . . 


Film or video production services tax credit refund (Form T1177) . . . . . . . . . . . . . . . . . . 797


Tax withheld at source . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 800


Total payments on which tax has been withheld . . . . . . . . . 


Provincial and territorial capital gains refund from Schedule 18 . . . . . . . . . . . . . . . . . . . 808


Provincial and territorial refundable tax credits from Schedule 5 . . . . . . . . . . . . . . . . . . . 812


Tax instalments paid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 840


801


Total credits 890 B


2,306,000
2,306,000 2,306,000


 line B)minusBalance (line A 


If the result is negative, you have an overpayment.
If the result is positive, you have a balance unpaid.
Enter the amount on whichever line applies.


Generally, we do not charge or refund a difference
of $2 or less.


Balance unpaid . . . . . . . . . 


Enclosed payment 898


To have the corporation's refund deposited directly into the corporation's bank
account at a financial institution in Canada, or to change banking information you
already gave us, complete the information below:


Start Change information
Branch number


910


918914
Institution number Account number


Refund code 894 Overpayment


Direct deposit request


-20,7371 20,737


2  No
If the corporation is a Canadian-controlled private corporation throughout the tax year,
does it qualify for the one-month extension of the date the balance of tax is due? . . . . . . . . . . . . . . . . . . . . . . 896 1 Yes X


Certification


I, 950


Last name in block letters First name in block letters


951


Position, office, or rank


954KENNEDY JANET VICE PRESIDENT, FINANCE


am an authorized signing officer of the corporation. I certify that I have examined this return, including accompanying schedules and statements, and that
the information given on this return is, to the best of my knowledge, correct and complete. I also certify that the method of calculating income for this tax
year is consistent with that of the previous tax year except as specifically disclosed in a statement attached to this return.


955 956


Is the contact person the same as the authorized signing officer? If no, complete the information below . . . . . . . . . 957 1 Yes 2 No


958 959


Date (yyyy/mm/dd) Signature of the authorized signing officer of the corporation Telephone number


Telephone numberName in block letters


(604) 691-5684


X


2012-05-09


Language of correspondence – Langue de correspondance
Indicate your language of correspondence by entering 1 for English or 2 for French.
Indiquez votre langue de correspondance en inscrivant 1 pour anglais ou 2 pour français.


990 1


, Personal Information Bank number CRA PPU 047Privacy Act
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Schedule of Instalment Remittances


Name of corporation contact


Telephone number


Janet Kennedy
(604) 691-5684


Effective
interest date


Description (instalment remittance,
split payment, assessed credit)


Amount of
credit


1,806,0002011 installments
500,0002011 final installment


Total instalments credited to the taxation year per T9 B


Total amount of instalments claimed (carry the result to line 840 of the T2 Return) A


2,306,000


2,306,000


Transfer


Account number
Taxation
year end Amount


Effective
interest date Description


To:


From:


To:


From:


To:


From:


To:


From:


To:


From:
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GENERAL INDEX OF FINANCIAL INFORMATION – GIFIForm identifier 100


Tax year end


Year Month Day


Business NumberName of corporation


SCHEDULE 100


PACIFIC NORTHERN GAS LTD. 2011-12-1910404 2320 RC0001


Balance sheet information


Account Description GIFI Current year Prior year


Assets


Total current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1599 + 19,730,244 24,376,799
Total tangible capital assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . +2008 261,781,227 255,147,388
Total accumulated amortization of tangible capital assets . . . . . . . . . . . . . . . . –2009 128,510,654 122,376,070
Total intangible capital assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . +2178 1,930,838 1,830,657
Total accumulated amortization of intangible capital assets . . . . . . . . . . . . . . . –2179 397,999 325,698
Total long-term assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . +2589 64,663,712 63,863,368
Assets held in trust . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . +2590*


Total assets (mandatory field) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . =2599 219,197,368 222,516,444


Liabilities


Total current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3139 + 30,814,000 32,136,632
Total long-term liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3450 + 98,301,694 96,384,009
Subordinated debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3460 +*


Amounts held in trust . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3470 +*


Total liabilities (mandatory field) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3499 = 129,115,694 128,520,641


Shareholder equity


Total shareholder equity (mandatory field) . . . . . . . . . . . . . . . . . . . . . . . 3620 + 90,081,674 93,995,803


Total liabilities and shareholder equity . . . . . . . . . . . . . . . . . . . . . . . . . 3640 = 219,197,368 222,516,444


Retained earnings


Retained earnings/deficit – end (mandatory field) . . . . . . . . . . . . . . . . . . . 3849 = 71,563,855 75,443,058


* Generic item
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GENERAL INDEX OF FINANCIAL INFORMATION – GIFIForm identifier 125


Tax year end


Year Month Day


Business NumberName of corporation


SCHEDULE 125


PACIFIC NORTHERN GAS LTD. 2011-12-1910404 2320 RC0001


Income statement information


Description GIFI


Operating name . . . . . . . . . . . . 0001


Description of the operation . . . . . 0002


Sequence Number . . . . . . . . . . 0003 01


Account Description GIFI Current year Prior year


Income statement information


Total sales of goods and services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8089 + 53,890,017 67,370,062
Cost of sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8518 – 19,434,957 27,943,563
Gross profit/loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8519 = 34,455,060 39,426,499


Cost of sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8518 + 19,434,957 27,943,563
Total operating expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9367 + 38,613,594 32,119,413
Total expenses (mandatory field) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9368 = 58,048,551 60,062,976


Total revenue (mandatory field) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8299 + 84,294,348 69,458,743
Total expenses (mandatory field) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9368 – 58,048,551 60,062,976
Net non-farming income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9369 = 26,245,797 9,395,767


Farming income statement information


Total farm revenue (mandatory field) . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9659 +


Total farm expenses (mandatory field) . . . . . . . . . . . . . . . . . . . . . . . . . . . 9898 –


Net farm income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9899 =


Net income/loss before taxes and extraordinary items . . . . . . . . . . . . . . . 9970 = 9,395,76726,245,797


Total other comprehensive income . . . . . . . . . . . . . . . . . . . . . . . . . . . 9998 =


Extraordinary items and income (linked to Schedule 140)


Extraordinary item(s) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9975 –


Legal settlements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9976 –


Unrealized gains/losses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9980 +


Unusual items . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9985 –


Current income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9990 – 2,086,692 865,283
Deferred income tax provision . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9995 – 616,149 930,285
Total – Other comprehensive income . . . . . . . . . . . . . . . . . . . . . . . . . . . 9998 +


Net income/loss after taxes and extraordinary items (mandatory field) . . . . . . 9999 = 23,542,956 7,600,199
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SCHEDULE 141


NOTES CHECKLIST


Year Month Day


Name of corporation Business Number Tax year-end


2011-12-19PACIFIC NORTHERN GAS LTD. 10404 2320 RC0001


Parts 1, 2, and 3 of this schedule must be completed from the perspective of the person (referred to in these parts as the "accountant")
who prepared or reported on the financial statements.


For more information, see Guide RC4088, General Index of Financial Information (GIFI) and Guide T4012, T2 Corporation – Income Tax Guide.


Complete this schedule and include it with your T2 return along with the other GIFI schedules.


If the person preparing the tax return is not the accountant referred to above, they must still complete Parts 1, 2, 3, and 4, as applicable.


Part 1 – Information on the accountant who prepared or reported on the financial statements


Does the accountant have a professional designation? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 095 1 Yes 2 No


Is the accountant connected* with the corporation? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 Yes 2 No097


* A person connected with a corporation can be: (i) a shareholder of the corporation who owns more than 10% of the common shares; (ii) a director, an
officer, or an employee of the corporation; or (iii) a person not dealing at arm's length with the corporation.


Note: If the accountant does not have a professional designation or is connected to the corporation, you do not have to complete Parts 2 and 3 of this
schedule. However, you do have to complete Part 4, as applicable.


X


X


Part 2 – Type of involvement with the financial statements


Choose the option that represents the highest level of involvement of the accountant:
198


1Completed an auditor's report . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Completed a review engagement report . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2


3Conducted a compilation engagement . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . X


Part 3 – Reservations


Has the accountant expressed a reservation? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 099 1 Yes 2 No


If you selected option "1" or "2" under Type of involvement with the financial statements above, answer the following question:


Part 4 – Other information


If you have a professional designation and are not the accountant associated with the financial statements in Part 1 above, choose one of the following options:


110


Prepared the tax return (financial statements prepared by client) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Prepared the tax return and the financial information contained therein (financial statements have not been prepared) . . . . . . . 


1


2


X


Were notes to the financial statements prepared? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 101 1 Yes 2 No


If yes, complete lines 104 to 107 below:


Are subsequent events mentioned in the notes? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 104 1 Yes 2 No


Is re-evaluation of asset information mentioned in the notes? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 105 1 Yes 2 No


Is contingent liability information mentioned in the notes? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 106 1 Yes 2 No


Is information regarding commitments mentioned in the notes? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 107 1 Yes 2 No


Does the corporation have investments in joint venture(s) or partnership(s)? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 108 1 Yes 2 No


X


X


T2 SCH 141 (11)
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Part 4 – Other information (continued)


Impairment and fair value changes


In any of the following assets, was an amount recognized in net income or other comprehensive income (OCI) as a
result of an impairment loss in the tax year, a reversal of an impairment loss recognized in a previous tax year, or a
change in fair value during the tax year? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 200 1 Yes 2 No


If yes, enter the amount recognized: In net income
Increase (decrease)


In OCI
Increase (decrease)


X


Property, plant, and equipment . . . . . . . . . . . . . . . . . 210 211


Intangible assets . . . . . . . . . . . . . . . . . . . . . . . . . . 215 216


Investment property . . . . . . . . . . . . . . . . . . . . . . . . 220


Biological assets . . . . . . . . . . . . . . . . . . . . . . . . . . 225


Financial instruments . . . . . . . . . . . . . . . . . . . . . . . 230 231


Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 235 236


Financial instruments


Did the corporation derecognize any financial instrument(s) during the tax year? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 250 1 Yes 2 No


255 1 Yes 2 NoDid the corporation apply hedge accounting during the tax year? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


260 1 Yes 2 NoDid the corporation discontinue hedge accounting during the tax year? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


X


X


X


Adjustments to opening equity


Was an amount included in the opening balance of retained earnings or equity, in order to correct an error, to
recognize a change in accounting policy, or to adopt a new accounting standard in the current tax year? . . . . . . . . . . . . . . 265 1 Yes 2 No


If yes, you have to maintain a separate reconciliation.


X
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GENERAL INDEX OF FINANCIAL INFORMATION – GIFI


SCHEDULE 100


Form identifier 100


Tax year-end


Year Month Day


Business NumberName of corporation


PACIFIC NORTHERN GAS LTD. 2011-12-1910404 2320 RC0001


Assets – lines 1000 to 2599


1000 195,974 -248,40810611060 13,029,043


1066 113,235 -109,81714001120 834,697


1480 5,915,520 261,781,22719001599 19,730,244


1901 -128,510,654 -128,510,65420092008 261,781,227


2010 1,930,838 1,930,83821782011 -397,999


2179 -397,999 21,602,41722432200 11,944,358


2245 18,926,513 7,716,00324202300 300,301


2421 4,174,120 219,197,36825992589 64,663,712


Liabilities – lines 2600 to 3499


2600 5,467,526 2,236,27526802620 14,736,906


2920 2,800,000 168,75029622960 5,404,543


3139 30,814,000 15,341,32432403140 75,402,071


3320 7,558,299 129,115,69434993450 98,301,694


Shareholder equity – lines 3500 to 3640


3500 9,465,260 4,052,55935403520 5,000,000


3600 71,563,855 219,197,36836403620 90,081,674


Retained earnings – lines 3660 to 3849


3660 75,443,058 -27,422,15937003680 23,542,956


3849 71,563,855
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GENERAL INDEX OF FINANCIAL INFORMATION – GIFI


SCHEDULE 125


Form identifier 125


Tax year-end


Year Month Day


Business NumberName of corporation


PACIFIC NORTHERN GAS LTD. 2011-12-1910404 2320 RC0001


Description


Sequence number . . . . . . . 0003 01


Revenue – lines 8000 to 8299


8000 53,890,017 1,232,17280908089 53,890,017


8210 28,214,062 -737,94782348232 1,210,585


8235 485,459 8299 84,294,348


Cost of sales – lines 8300 to 8519


8320 19,434,305 19,434,95785188458 652


8519 34,455,060


Operating expenses – lines 8520 to 9369


8520 95,579 110,98885238522 9,000


8570 -1,908,377 1,183,92686238620 1,644,429


8670 5,162,794 62,87187108690 814,070


8711 303,708 225,73387608712 5,522,221


8810 3,753,110 315,98789108860 4,981,840


8960 218,924 690,18091309060 11,327,763


9180 3,518,314 38,613,59493679200 580,534


9368 58,048,551 9369 26,245,797


Farming revenue – lines 9370 to 9659


9659 0


Farming expenses – lines 9660 to 9899


9898 0


Extraordinary items and taxes – lines 9970 to 9999


9970 26,245,797 616,14999959990 2,086,692


9999 23,542,956
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NET INCOME (LOSS) FOR INCOME TAX PURPOSES SCHEDULE 1


Corporation's name Business Number Tax year end


Year Month Day


PACIFIC NORTHERN GAS LTD. 10404 2320 RC0001 2011-12-19


The purpose of this schedule is to provide a reconciliation between the corporation's net income (loss) as reported on the financial statements and its
net income (loss) for tax purposes. For more information, see the T2 Corporation Income Tax Guide.


Sections, subsections, and paragraphs referred to on this schedule are from the Income Tax Act.


Amount calculated on line 9999 from Schedule 125 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . A23,542,956


Add:


Provision for income taxes – current . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 101 2,086,692
Provision for income taxes – deferred . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 102 616,149
Amortization of tangible assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 104 5,162,794
Amortization of intangible assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 106 -1,908,377
Charitable donations and gifts from Schedule 2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . 112 9,000
Taxable capital gains from Schedule 6 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 113 14,351,215
Non-deductible club dues and fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 120 4,766
Non-deductible meals and entertainment expenses . . . . . . . . . . . . . . . . . . . . . . . . . . 121 56,829
Non-deductible automobile expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 122 3,256
Other reserves on lines 270 and 275 from Schedule 13 . . . . . . . . . . . . . . . . . . . . . . . . 125 4,815,759
Reserves from financial statements – balance at the end of the year . . . . . . . . . . . . . . . . 126 1,698,408


Subtotal of additions 26,896,491 26,896,491


Other additions:


Book loss on joint ventures or partnerships . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 205 252,488


Miscellaneous other additions:


600 290Imputed interest on deferrals 230,295
604


Deferred Charge Receipts 1,033,132
Stock option expense 181,304


294Total 1,214,436 1,214,436
Subtotal of other additions 199 1,697,219 1,697,219


Total additions 500 28,593,71028,593,710


Deduct:


Gain on disposal of assets per financial statements . . . . . . . . . . . . . . . . . . . . . . . . . . 401 28,214,062
Capital cost allowance from Schedule 8 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 403 4,788,634
Cumulative eligible capital deduction from Schedule 10 . . . . . . . . . . . . . . . . . . . . . . . . 405 18,752
Other reserves on line 280 from Schedule 13 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 413 5,248,408
Reserves from financial statements – balance at the beginning of the year . . . . . . . . . . . . . 414 315,759
Contributions to deferred income plans from Schedule 15 . . . . . . . . . . . . . . . . . . . . . . 417 731,861


Subtotal of deductions 39,317,476 39,317,476


Other deductions:


Equity in income from subsidiaries or affiliates . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 306 1,210,585
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Miscellaneous other deductions:


700 390Costs to remove service lines capitalized in f/s 85,560
701 391Amortization of West Fraser Termination Payment 1,632,654
703 Financing expense 54,310


Total 39354,310 54,310
704


957Non-Pension Post Retirement contribution
50,382Fair value adjustment on employee loan


934,388Deferred share unit cash payments
394Total 985,727 985,727


Subtotal of other deductions 499 3,968,836 3,968,836
Total deductions 510 43,286,312 43,286,312


Net income (loss) for income tax purposes – enter on line 300 of the T2 return . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,850,354


T2 SCH 1 E (10)
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SCHEDULE 2


CHARITABLE DONATIONS AND GIFTS


Year Month Day


Name of corporation Business Number Tax year-end


2011-12-19PACIFIC NORTHERN GAS LTD. 10404 2320 RC0001


For use by corporations to claim any of the following:


– charitable donations;


– gifts to Canada, a province, or a territory;


– gifts of certified cultural property;


– gifts of certified ecologically sensitive land; or


– additional deduction for gifts of medicine.


The donations and gifts are eligible for a five-year carryforward.


Use this schedule to show a credit transfer following an amalgamation or the wind-up of a subsidiary as described under subsections 87(1) and 88(1)
of the Income Tax Act.


File one completed copy of this schedule with your T2 Corporation Income Tax Return.


For more information, see the T2 Corporation – Income Tax Guide.


For donations and gifts made after March 22, 2004, subsection 110.1(1.2) of the Income Tax Act provides as follows:


– Where a particular corporation has undergone an acquisition of control, for tax years that end on or after the acquisition of control, no corporation
can claim a deduction for a gift made by the particular corporation to a qualified donee before the acquisition of control


– If a particular corporation makes a gift to a qualified donee pursuant to an arrangement under which both the gift and the acquisition of control is
expected, no corporation can claim a deduction for the gift unless the person acquiring control of the particular corporation is the qualified donee.


Under proposed changes, the eligible amount of a charitable gift is the amount by which the fair market value of the gift exceeds the amount of an
advantage, if any, for the gift.


Under proposed changes, a gift of medicine made after March 18, 2007, to qualifying organizations for activities outside of Canada, may be eligible for
an additional deduction if the gift is an eligible medical gift. This additional deduction is calculated in Part 6.


Part 1 – Charitable donations


Charity/Recipient Amount ($100 or more only)


Vancouver Symphony Orchestra 1,000
Vancouver Mens Choir 2,000
University of BC 500
Nechako Valley Community Services Society 2,300
University of Northern BC 1,000
Ducks Unlimited Canada 600
Northern Health Authority 200
Quesnel & District Palliative Care Association 100
Ducks Unlimited Canada 100
Smithers Community Services Association 500
Kitimat Hospice Palliative Care Association 150
Aluminum City Telethon 150
The Voice of Cerebral Palsy 100
World Vision Canada 100
Canadian Volunteer Fire Services Association 200


Total donations in current tax year


 Total donations of less than $100 eachAdd:


Subtotal


9,000


9,000
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Charitable donations transferred on an amalgamation or the
wind-up of a subsidiary . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Amount applied against taxable income (cannot be 
more than amount K in Part 2) (enter this amount on 
line 311 of the T2 return) . . . . . . . . . . . . . . . . . . . . . . . 


280Charitable donations closing balance . . . . . . . . . . . . . . . . . . . . . 


260


Total charitable donations available . . . . . . . . . . . . . . . . . . . . . . . . . . 


 line 210) plusSubtotal (line 250


Total current-year charitable
donations made (enter this amount
on line 112 of Schedule 1) . . . . . . . 


Deduct: Charitable donations expired after five tax years* . . . . . . . . . 


QuébecFederal


210


250


Add:


240Charitable donations at the beginning of the tax year . . . . . . . . . . . . 


239


A


Charitable donations at the end of the previous tax year . . . . . . . . . . . . . . 


Alberta


Deduct: 


Deduct: Adjustment for an acquisition of control (for donations
made after March 22, 2004) . . . . . . . . . . . . . . . . . . . . . 255


* For the federal and Alberta, the gifts expire after five tax years. For Québec, gifts made in a tax year that ended before March 24, 2006, expire after five
tax years and gifts made in a tax year that ended after March 23, 2006, expire after twenty tax years.


9,000 9,000 9,000


9,0009,0009,000


9,000
9,000 9,0009,000


Amounts carried forward – Charitable donations


AlbertaQuébecFederalYear of origin:


1st prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


2nd prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


3rd prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


4th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


5th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


6th prior year* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


7th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


2010-12-31
2009-12-31
2008-12-31
2007-12-31
2006-12-31
2005-12-31
2004-12-31


8th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


9th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


10th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


11th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


12th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


13th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


2003-12-31
2002-12-31
2002-03-13
2001-12-31
2000-12-31
1999-12-31


14th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


15th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


16th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


17th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


18th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


19th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


20th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


21st prior year* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


1998-12-31
1997-12-31
1996-12-31
1995-12-31
1994-12-31
1993-12-31
1992-12-31
1991-12-31


For the federal and Alberta, the 6th prior year gifts expire in the current year. For Québec, the 6th prior year gifts made in a tax year that ended before
March 24, 2006, expire in the current year and the 21st prior year gifts made in a tax year that ended after March 23, 2006, expire in the current year.


Total (to line A) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


*
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Part 2 – Calculation of the maximum allowable deduction for charitable donations


For credit unions, this amount is before the deduction of payments pursuant to allocations in proportion to borrowing and bonus interest.


K
Maximum allowable deduction for charitable donations (enter amount A from Part 1, amount J, or net income 
for tax purposes, whichever is less) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


J amount I) plusSubtotal (amount B


I by multipliedAmount H


H amounts C, D, and G)addSubtotal (


Amount on line 230 or 235, whichever is less . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . G


Amount E or F, whichever is less . . . . . . . . . . . . . . . . . . . . . . . . . 235


FCapital cost** . . . . . . . . . . . . . . . . . . 


Proceeds of disposition, less
outlays and expenses** . . . . . . . . . . . . E


230


C


The amount of the recapture of capital cost
allowance in respect of charitable gifts . . . . . . . . . . . . . . . . 


227 D
Taxable capital gain in respect of deemed gifts of non-qualifying
securities per subsection 40(1.01) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


225


BNet income for tax purposes* multiplied by 


%


% . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Taxable capital gains arising in respect of gifts of capital property included in Part 1** . . . . . . . . . 


This amount must be prorated by the following calculation: eligible amount of the gift divided by the proceeds of disposition of the gift.


*


**


9,000


6,637,766


6,637,766


25


75


Part 3 – Gifts to Canada, a province, or a territory


380Gifts to Canada, a province, or a territory closing balance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


* Not applicable for gifts made after February 18, 1997, unless a written agreement was made before this date. If no written
  agreement exists, enter the amount on line 210 and complete Part 2.


360Deduct: Amount applied against taxable income (enter this amount on line 312 of the T2 return). . . . . . . . . . . . . . . . . . . . . . . . 


 line 310) plusSubtotal (line 350


310


350


340


339


Total current-year gifts made to Canada, a province, or a territory* . . . . . . . . . . . . . . . 


Gifts to Canada, a province, or a territory transferred on an amalgamation 
or the windup of a subsidiary . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Gifts to Canada, a province, or a territory at the beginning of the tax year . . . . . . . . . . . . . . . 


Deduct: Gifts to Canada, a province, or a territory expired after five tax years . . . . . . . . . . . . 


Gifts to Canada, a province, or a territory at the end of the previous tax year . . . . . . . . . . . . . . . . . 


Add:


Deduct: Adjustment for an acquisition of control (for gifts made after March 22, 2004) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Total gifts to Canada, a province, or a territory available . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


355


Part 4 – Gifts of certified cultural property


480Gifts of certified cultural property closing balance . . . . . . . . . . . . . . 


460
Amount applied against taxable income (enter this
amount on line 313 of the T2 return) . . . . . . . . . . . . . . . . . . . . . 


 line 410) plusSubtotal (line 450


410


450


440


439


Total current-year gifts of certified cultural property . . . . . . . . . 


Gifts of certified cultural property transferred on an
amalgamation or the windup of a subsidiary . . . . . . . . . . . . . 


Gifts of certified cultural property at the beginning of the tax year . . . . . 


Gifts of certified cultural property expired after five
tax years* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Gifts of certified cultural property at the end of the previous tax year . . . . . . . 


Federal Québec Alberta


Adjustment for an acquisition of control (for gifts 
made after March 22, 2004) . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Total gifts of certified cultural property available . . . . . . . . . . . . . . . . . . . 


455


Deduct:


Deduct:


Deduct:


Add:


* For the federal and Alberta, the gifts expire after five tax years. For Québec, gifts made in a tax year that ended before March 24, 2006, expire after five
tax years and gifts made in a tax year that ended after March 23, 2006, expire after twenty tax years.
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Amount carried forward – Gifts of certified cultural property


AlbertaQuébecFederalYear of origin:


1st prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


2nd prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


3rd prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


4th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


5th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


6th prior year* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


2010-12-31
2009-12-31
2008-12-31
2007-12-31
2006-12-31
2005-12-31


7th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


8th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


9th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


10th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


11th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


12th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


2004-12-31
2003-12-31
2002-12-31
2002-03-13
2001-12-31
2000-12-31


13th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


14th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


15th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


16th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


17th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


18th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


1999-12-31
1998-12-31
1997-12-31
1996-12-31
1995-12-31
1994-12-31


19th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


20th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


21st prior year* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


1993-12-31
1992-12-31
1991-12-31


Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


* For the federal and Alberta, the 6th prior year gifts expire in the current year. For Québec, the 6th prior year gifts made in a tax year that ended before
March 24, 2006, expire in the current year and the 21st prior year gifts made in a tax year that ended after March 23, 2006, expire in the current year.


Part 5 – Gifts of certified ecologically sensitive land


580Gifts of certified ecologically sensitive land closing balance . . . . . . . . 


560
Amount applied against taxable income (enter this
amount on line 314 of the T2 return) . . . . . . . . . . . . . . . . . . . . 


510


550


540


539


Total current-year gifts of certified ecologically sensitive land . . . 


Gifts of certified ecologically sensitive land transferred
on an amalgamation or the windup of a subsidiary . . . . . . . . . . . . 


Gifts of certified ecologically sensitive land at the beginning of
the tax year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Gifts of certified ecologically sensitive land expired
after five tax years* . . . . . . . . . . . . . . . . . . . . . . . . . 


Gifts of certified ecologically sensitive land at the end of the previous tax year . 


Federal Québec Alberta


 line 510) plusSubtotal (line 550


Adjustment for an acquisition of control (for gifts 
made after March 22, 2004) . . . . . . . . . . . . . . . . . . . . . . . . . . 


Total gifts of certified ecologically sensitive land available . . . . . . . . . . . . . 


555


Deduct:


Add:


Deduct:


Deduct:


* For the federal and Alberta, the gifts expire after five tax years. For Québec, gifts made in a tax year that ended before March 24, 2006, expire after five
tax years and gifts made in a tax year that ended after March 23, 2006, expire after twenty tax years.


 PNG 2011-12-19.211  2011-12-19  PACIFIC NORTHERN GAS LTD.
 2012-05-09 13:42  10404 2320 RC0001


 CORPORATE TAXPREP / TAXPREP DES SOCIÉTÉS - EP16     VERSION 2011 V2.0  Page 4







Amounts carried forward – Gifts of certified ecologically sensitive land


AlbertaQuébecFederalYear of origin:


1st prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


2nd prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


3rd prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


4th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


5th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


6th prior year* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


2010-12-31
2009-12-31
2008-12-31
2007-12-31
2006-12-31
2005-12-31


7th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


8th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


9th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


10th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


11th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


12th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


2004-12-31
2003-12-31
2002-12-31
2002-03-13
2001-12-31
2000-12-31


13th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


14th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


15th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


16th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


17th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


18th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


1999-12-31
1998-12-31
1997-12-31
1996-12-31
1995-12-31
1994-12-31


19th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


20th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


21st prior year* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


1993-12-31
1992-12-31
1991-12-31


Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


* For the federal and Alberta, the 6th prior year gifts expire in the current year. For Québec, the 6th prior year gifts made in a tax year that ended before
March 24, 2006, expire in the current year and the 21st prior year gifts made in a tax year that ended after March 23, 2006, expire in the current year.
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Part 6 – Additional deduction for gifts of medicine


Additional deduction for gifts of medicine at the end of the previous tax year . . 


Federal Québec Alberta


Deduct: Additional deduction for gifts of medicine expired
after five tax years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 639
Additional deduction for gifts of medicine at the beginning
of the tax year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 640


Add:
650


Additional deduction for gifts of medicine transferred
on an amalgamation or the wind-up of a subsidiary . . . . . . . . . 


Additional deduction for gifts of medicine for the current year:


602Proceeds of disposition . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 1 1


Cost of gifts of medicine . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 601 2 2 2


 line 2) minusSubtotal (line 1 3 3 3


Line 3 multiplied by 4 4 4% . . . . . . . . . . . . . . . . . . . . . . . . 


Eligible amount of gifts 5 5 5600


Federal


A x B


C
( ) = 610


Additional
deduction for gifts
of medicine for
the current year


Québec


A x B( ) =


Additional
deduction for gifts
of medicine for
the current year . . . . . . . . . . . . . . . . . . . . . 


Alberta


A x B( ) =


Additional
deduction for gifts
of medicine for
the current year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


C


C


where:


A is the lesser of line 2 and line 4


B is the eligible amount of gifts (line 600)


C is the proceeds of disposition (line 602)


 line 610)plusSubtotal (line 650 


Deduct: 655Adjustment for an acquisition of control . . . . . . . . . . . . . . 


Total additional deduction for gifts of medicine available . . . . . . . . . . . . . . 


Deduct: Amount applied against taxable income
(enter this amount on line 315 of the T2 return) . . . . . . . . . . 660


680Additional deduction for gifts of medicine closing balance . . . . . . . . . 


50


Amounts carried forward – Additional deduction for gifts of medicine


AlbertaQuébecFederalYear of origin:


1st prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


2nd prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


3rd prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


4th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


5th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


6th prior year* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


2010-12-31
2009-12-31
2008-12-31
2007-12-31
2006-12-31
2005-12-31


* These donations expired in the current year.


Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
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Québec – Gifts of musical instruments


Gifts of musical instruments at the end of the previous tax year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . A


Deduct: Gifts of musical instruments expired after twenty tax years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . B


Gifts of musical instruments at the beginning of the tax year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . C


Add:


Gifts of musical instruments transferred on an amalgamation or the wind-up of a subsidiary . . . . . . . . . . . . . . . . . . . . . . . . D


Total current-year gifts of musical instruments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . E


 line E) plusSubtotal (line D F


Deduct: Adjustment for an acquisition of control . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . G


Total gifts of musical instruments available . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . H


Deduct: Amount applied against taxable income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . I


Gifts of musical instruments closing balance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . J


Amounts carried forward – Gifts of musical instruments


QuébecYear of origin:


1st prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


2nd prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


3rd prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


4th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


5th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


6th prior year* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


2010-12-31
2009-12-31
2008-12-31
2007-12-31
2006-12-31
2005-12-31


7th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


8th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


9th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


10th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


11th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


12th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


2004-12-31
2003-12-31
2002-12-31
2002-03-13
2001-12-31
2000-12-31


13th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


14th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


15th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


16th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


17th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


18th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


1999-12-31
1998-12-31
1997-12-31
1996-12-31
1995-12-31
1994-12-31


19th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


20th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


21st prior year* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


1993-12-31
1992-12-31
1991-12-31


Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


* These gifts expired in the current year.


T2 SCH 2 E (07)
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SCHEDULE 4


CORPORATION LOSS CONTINUITY AND APPLICATION


Name of corporation Business Number Tax year-end
Year Month Day


2011-12-19PACIFIC NORTHERN GAS LTD. 10404 2320 RC0001


Use this form to determine the continuity and use of available losses; to determine a current-year non-capital loss, farm loss, restricted farm loss, or limited
partnership loss; to determine the amount of restricted farm loss and limited partnership loss that can be applied in a year; and to ask for a loss carryback to
previous years.


A corporation can choose whether or not to deduct an available loss from income in a tax year. The corporation can deduct losses in any order. However, for
each type of loss, deduct the oldest loss first.


According to subsection 111(4) of the Income Tax Act, when control has been acquired, no amount of capital loss incurred for a tax year ending (TYE) before
that time is deductible in computing taxable income in a TYE after that time. Also, no amount of capital loss incurred in a TYE after that time is deductible in
computing taxable income of a TYE before that time.


When control has been acquired, subsection 111(5) provides for similar treatment of non-capital and farm losses, except as listed in
paragraphs 111(5)(a) and (b).


For information on these losses, see the T2 Corporation – Income Tax Guide.


File one completed copy of this schedule with the T2 return, or send the schedule by itself to the tax centre where the return is filed.


Parts, sections, subsections, paragraphs, and subparagraphs mentioned in this schedule refer to the Act.


Part 1 – Non-capital losses


Net income (loss) for income tax purposes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Deduct: (increase a loss)


Net capital losses deducted in the year (enter as a positive amount) . . . . . . . . . . . . . . . . . . . . . . 


Taxable dividends deductible under sections 112, 113(1), or subsection 138(6) . . . . . . . . . . . . . . 


Amount of Part VI.1 tax deductible . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Amount deductible as prospector's and grubstaker's shares – Paragraph 110(1)(d.2) . . . . . . . . . . 


Subtotal (if positive, enter "0")


Deduct: (increase a loss)


Section 110.5 or subparagraph 115(1)(a)(vii) – Addition for foreign tax deductions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Subtotal


Determination of current-year non-capital loss


8,850,354


Current-year farm loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Current-year non-capital loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Non-capital loss at the end of the previous tax year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Add: (decrease a loss)


(whichever is less: the net loss from farming or fishing included in the income, or
the non-capital loss before deducting the farm loss. Enter this amount on line 310.)


(if positive, enter "0"; if negative, enter this amount on line 110 as a positive)


Continuity of non-capital losses and request for a carryback


Deduct: Non-capital loss expired* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Non-capital losses at the beginning of the tax year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Non-capital losses transferred on the amalgamation or the wind-up of a subsidiary corporation . 


Current-year non-capital loss (from calculation above) . . . . . . . . . . . . . . . . . . . . . . . . . . 


100


102


105


110


Subtotal


Add:


1,227,664


1,227,664 1,227,664


1,227,664


T2 SCH 4 E (11)


 PNG 2011-12-19.211  2011-12-19  PACIFIC NORTHERN GAS LTD.
 2012-05-09 13:42  10404 2320 RC0001


 CORPORATE TAXPREP / TAXPREP DES SOCIÉTÉS - EP16     VERSION 2011 V2.0  Page 1







Part 1 – Non-capital losses (continued)


Subtotal from page 1 1,227,664


Non-capital losses of previous tax years applied in the current tax year
(enter on line 331 of the T2 return) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Current and previous year non-capital losses applied against current-year taxable dividends
subject to Part IV tax (enter on lines 330 and 335 of Schedule 3, Dividends Received,
Taxable Dividends Paid, and Part IV Tax Calculation, respectively) . . . . . . . . . . . . . . . . . . 


Subsection 111(10) – Adjustments for fuel tax rebate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


130


135


Amount of non-capital losses available to carry back or carry forward to other years


Deduct – Request to carry back non-capital loss to:


First previous tax year to reduce taxable income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Second previous tax year to reduce taxable income . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Third previous tax year to reduce taxable income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


First previous tax year to reduce taxable dividends subject to Part IV tax . . . . . . . . . . . . . . . 


Second previous tax year to reduce taxable dividends subject to Part IV tax . . . . . . . . . . . . . 


Third previous tax year to reduce taxable dividends subject to Part IV tax . . . . . . . . . . . . . . . 


901


902


903


913


912


911


180Closing balance of non-capital losses to be carried forward to future tax years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Other adjustments (includes adjustments for an acquisition of control) . . . . . . . . . . . . . . . . 150


Section 80 – Adjustments for forgiven amounts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 140


Deduct:


20,578


1,207,086


1,207,086


20,57820,578


A non-capital loss expires as follows:*
after 7 tax years if it arose in a tax year ending before March 23, 2004;


after 10 tax years if it arose in a tax year ending after March 22, 2004, and before 2006; and


after 20 tax years if it arose in a tax year ending after 2005.


An allowable business investment loss becomes a net capital loss as follows:


after 7 tax years if it arose in a tax year ending before March 23, 2004; and


after 10 tax years if it arose in a tax year ending after March 22, 2004.


Part 2 – Capital losses


200


205


210


Subtotal


Capital losses at the end of the previous tax year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Capital losses transferred on the amalgamation or the wind-up of a subsidiary corporation . . . . 


Add: Current-year capital loss (from the calculation on Schedule 6) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


ABILs expired as non-capital loss: line 215 divided by the inclusion rate*** 220


Section 80 – Adjustments for forgiven amounts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Other adjustments (includes adjustments for an acquisition of control) . . . . . . . . . . . . . . . . 250


240


Deduct:


Subtotal


Unused non-capital losses that expired in the tax year* . . . . . . . . . . . . . . . . . . . . . . . . . . . . A


Allowable business investment losses (ABIL) that expired as non-capital losses in the tax year** . . . . B


Enter amount from line A or B, whichever is less . . . . . . . . . . . . . . . . . . . . . . . . . . . . 215


% . . . . . . . . . . . . . . . . . . . . . . 


Continuity of capital losses and request for a carryback


50.0000
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Part 2 – Capital losses (continued)


Subtotal from page 2


Deduct: Capital losses from previous tax years applied against the current-year net capital gain (see Note 1) . . . . . . . . . . . . 225


Amount of capital losses available to carry back or carry forward to other years


Deduct – Request to carry back capital loss to (see Note 2):


951


953


952


Capital gain
(100%)


First previous tax year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Second previous tax year . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Third previous tax year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Amount carried back
(100%)


280Capital losses – Closing balance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Note


If there has been an amalgamation or a windup of a subsidiary, do a separate calculation of the ABIL expired as non-capital loss for each predecessor or
subsidiary. Add all these amounts, and enter the total at line 220 above.


To get the net capital losses required to reduce the taxable capital gain included in the net income (loss) for the purpose of current-year tax, enter the
amount from line 225 multiplied by 50% on line 332 of the T2 return.


Note 1


Note 2


On line 225, 951, 952, or 953, whichever applies, enter the actual amount of the loss. When the loss is applied, multiply this amount by the 50% inclusion
rate.


* If the losses were incurred in a tax year ending before March 23, 2004, enter the losses from the 8th previous tax year. If the losses were incurred in a tax
year ending after March 22, 2004, and before 2006, enter the losses from the 11th previous tax year. Enter the losses from the 21st previous tax year if
the losses were incurred in a tax year ending after 2005. Enter the part that was not used in previous years and the current year on line A.


If the losses were incurred in a tax year ending before March 23, 2004, enter the losses from the 8th previous tax year. If the losses were incurred in a tax
year ending after March 22, 2004, enter the losses from the 11th previous tax year. Enter the full amount on line B.


**


This inclusion rate is the rate used to calculate your ABIL referred to at line B. Therefore, use one of the following inclusion rates, whichever applies:


For ABILs incurred in the 1999 and previous tax years, use 0.75.


For ABILs incurred in the 2000 and 2001 tax years, the inclusion rate is equal to amount M on Schedule 6 – Version T2SCH6(01)


For ABILs incurred in the 2002 and later tax years, use 0.50.


***


Part 3 – Farm losses


300


302


Farm losses at the end of the previous tax year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Deduct: Farm loss expired* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Farm losses at the beginning of the tax year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Farm losses transferred on the amalgamation or the windup of a subsidiary corporation . . . . . 


Current-year farm loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


305


310


Continuity of farm losses and request for a carryback


Add:


Subtotal
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Part 3 – Farm losses (continued)


Subtotal from page 3


330


Deduct:


Amount applied against taxable income (enter on line 334 of the T2 return) . . . . . . . . . . . . . 


Amount applied against taxable dividends subject to Part IV tax . . . . . . . . . . . . . . . . . . . . 


Other adjustments (includes adjustments for an acquisition of control) . . . . . . . . . . . . . . . . 


340


335


Amount of farm losses available to carry back or carry forward to other years


Deduct – Request to carry back farm loss to:


921


923


922


First previous tax year to reduce taxable income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


380Farm losses – Closing balance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Section 80 – Adjustments for forgiven amounts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


350


First previous tax year to reduce taxable dividends subject to Part IV tax . . . . . . . . . . . . . . . 931


932


933


Third previous tax year to reduce taxable income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Second previous tax year to reduce taxable income . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Third previous tax year to reduce taxable dividends subject to Part IV tax . . . . . . . . . . . . . . . 


Second previous tax year to reduce taxable dividends subject to Part IV tax . . . . . . . . . . . . . 


* A farm loss expires as follows:


after 10 tax years if it arose in a tax year ending before 2006; and


after 20 tax years if it arose in a tax year ending after 2005.


Part 4 – Restricted farm losses


Total losses for the year from farming business . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 485 C


Minus the deductible farm loss:


$2,500 plus D or E, whichever is less . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


D(amount C above


E


– $2,500) divided by 2 =


Current-year restricted farm loss (amount C minus amount F) (enter this amount on line 410) . . . . . . . . . . . . . . . . . . . . . . . . . . 
F


Current-year restricted farm loss


Continuity of restricted farm losses and request for a carryback


400


402


Restricted farm losses at the end of the previous tax year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Deduct: Restricted farm loss expired* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Restricted farm losses at the beginning of the tax year . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Restricted farm losses transferred on the amalgamation or the wind-up
of a subsidiary corporation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Current-year restricted farm loss (enter on line 233 of Schedule 1) . . . . . . . . . . . . . . . . . . 


405


410


Add:


Subtotal


2,500


6,250


2,5002,500


 PNG 2011-12-19.211  2011-12-19  PACIFIC NORTHERN GAS LTD.
 2012-05-09 13:42  10404 2320 RC0001


 CORPORATE TAXPREP / TAXPREP DES SOCIÉTÉS - EP16     VERSION 2011 V2.0  Page 4







Part 4 – Restricted farm losses (continued)


Subtotal from page 4


430


Deduct:


Amount applied against farming income (enter on line 333 of the T2 return) . . . . . . . . . . . . . 


Other adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


440


Amount of restricted farm losses available to carry back or carry forward to other years


Deduct – Request to carry back restricted farm loss to:


941


943


942


First previous tax year to reduce farming income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


480Restricted farm losses – Closing balance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Section 80 – Adjustments for forgiven amounts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


450


The total losses for the year from all farming businesses are calculated without including scientific research expenses.


Third previous tax year to reduce farming income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Second previous tax year to reduce farming income . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Note


A restricted farm loss expires as follows:


after 10 tax years if it arose in a tax year ending before 2006; and


after 20 tax years if it arose in a tax year ending after 2005.


*


Part 5 – Listed personal property losses


500


502


Listed personal property losses at the end of the previous tax year . . . . . . . . . . . . . . . . . . . . . . . . 


Deduct: Listed personal property loss expired after seven tax years . . . . . . . . . . . . . . . . . . . 


Listed personal property losses at the beginning of the tax year . . . . . . . . . . . . . . . . . . . . . . 


Add: Current-year listed personal property loss (from Schedule 6) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Deduct:


Previous year personal property losses applied in the current tax year against listed
personal property gains (enter on line 655 of Schedule 6) . . . . . . . . . . . . . . . . . . . . . . . . 


Other adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


530


550


Amount of listed personal property losses available to carry back or carry forward to other years


510


Subtotal


Deduct – Request to carry back listed personal property loss to:


961


580Listed personal property losses – Closing balance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


First previous tax year to reduce listed personal property gains . . . . . . . . . . . . . . . . . . . . . . 


962


963Third previous tax year to reduce listed personal property gains . . . . . . . . . . . . . . . . . . . . . 


Second previous tax year to reduce listed personal property gains . . . . . . . . . . . . . . . . . . . . 


Continuity of listed personal property loss and request for a carryback
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Part 7 – Limited partnership losses


Current-year
limited


partnership losses
(column 3 minus 6)


Total of corporation's
share of partnership
investment tax credit,
farming losses, and
resource expenses


Partnership
identifier


Tax year ending
YYYY/MM/DD


Corporation's
share of limited
partnership loss


Corporation's
at-risk amount


1 2 3 4 5 6


600 602 604 606 608 620


7


Column 4 minus
column 5


(if negative, enter "0")


Current-year limited partnership losses


2011-12-31 682,500PACIFIC TRAILS PIPELINE LP 682,5001
2011-12-31 6,085,191MCNAIR CREEK HYDRO LP 6,085,1912
2011-12-31 2,156,000NARROWS INLET LP 2,156,0003


Total
(enter this amount on line 222 of Schedule 1)


Limited partnership
losses that may be
applied in the year


(the lesser of
columns 3 and 6)


Column 4 minus
column 5


(if negative, enter "0")


Partnership
identifier


Tax year ending
YYYY/MM/DD


Limited
partnership losses
at the end of the
previous tax year


Corporation's
at-risk amount


Total of corporation's
share of partnership
investment tax credit,
business or property
losses, and resource


expenses


634 636 650638


43


632


21


630


5 6 7


Limited partnership losses from previous tax years that may be applied in the current year


2011-12-31 197,142PACIFIC TRAILS PIPELINE LP 682,500 682,500 197,1421
2011-12-31MCNAIR CREEK HYDRO LP 6,085,191 6,085,1912
2011-12-31NARROWS INLET LP 2,156,000 2,156,0003


6


Current year limited
partnership losses


closing balance to be carried
forward to future years


(662 + 664 + 670 – 675)


Limited partnership
losses applied


in the current year
(cannot be more than


column 650)


Current-year limited
partnership losses
(from column 620)


Limited partnership
losses transferred on
an amalgamation or


the windup of a
subsidiary


Limited partnership
losses at the end of
the previous tax year


Partnership
identifier


660 662 664 670 675 680


1 2 3 4 5


Continuity of limited partnership losses that can be carried forward to future tax years


197,142197,142PACIFIC TRAILS PIPELINE LP1
MCNAIR CREEK HYDRO LP2
NARROWS INLET LP3


Total
(enter this amount on line 335 of the T2 return)


Note


If you have any current–or previous–year losses, please enter your partnership identifier on line 600, 630, or 660.


197,142


Part 8 – Election under paragraph 88(1.1)(f)


If you are making an election under paragraph 88(1.1)(f), check the box . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 190 Yes


Further to a winding-up of a subsidiary, the portion of a non-capital loss, restricted farm loss, farm loss, or limited partnership loss
from a wholly-owned subsidiary is deemed to be the loss of a parent from its tax year starting after the commencement of the
winding-up.


Note


This election is only applicable for wind-ups under 88(1) that are reported on Schedule 24, First-Time Filer after Incorporation, Amalgamation, or Winding-up
of a Subsidiary into a Parent, and the deemed provision is only for the tax years that start after the commencement of the wind-up.
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Non-Capital Loss Continuity Workchart


Part 6 – Analysis of balance of losses by year of origin


Year
of origin


Balance at
beginning


of year


Loss incurred
in current


year
Adjustments
and transfers


Loss
carried back
Parts I & IV


Taxable
income


Applied to reduce


Part IV
tax


Balance at
end of year


Non-capital losses – losses that can be carried forward over 20 years


Current N/A N/A


N/A N/A


1st preceding taxation year


2010-12-31 405,501 20,578 384,923


N/A N/A


2nd preceding taxation year


2009-12-31 679,056 679,056


N/A N/A


3rd preceding taxation year


2008-12-31 813 813


N/A N/A


4th preceding taxation year


2007-12-31


N/A N/A


5th preceding taxation year


2006-12-31


N/A N/A


6th preceding taxation year


2005-12-31


N/A N/A


7th preceding taxation year


2004-12-31


N/A N/A


8th preceding taxation year


2003-12-31


N/A N/A


9th preceding taxation year


2002-12-31


N/A N/A


10th preceding taxation year


2002-03-13


N/A N/A


11th preceding taxation year


2001-12-31


N/A N/A


12th preceding taxation year


2000-12-31


N/A N/A


13th preceding taxation year


1999-12-31


N/A N/A


14th preceding taxation year


1998-12-31


N/A N/A


15th preceding taxation year


1997-12-31


N/A N/A


16th preceding taxation year


1996-12-31


N/A N/A


17th preceding taxation year


1995-12-31


N/A N/A


18th preceding taxation year


1994-12-31


N/A N/A


19th preceding taxation year


1993-12-31


N/A N/A


20th preceding taxation year


*1992-12-31


Total 1,085,370 20,578 1,064,792
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Non-capital losses – losses that can be carried forward over 10 years


Year
of origin


Balance at
beginning


of year


Loss incurred
in current


year
Adjustments
and transfers


Loss
carried back
Parts I & IV


Taxable
income


Applied to reduce


Part IV
tax


Balance at
end of year


Current N/A N/AN/A N/A N/A N/A


N/A N/A


1st preceding taxation year


2010-12-31


N/A N/A


2nd preceding taxation year


2009-12-31


N/A N/A


3rd preceding taxation year


2008-12-31


N/A N/A


4th preceding taxation year


2007-12-31


N/A N/A


5th preceding taxation year


2006-12-31


N/A N/A


6th preceding taxation year


2005-12-31 16,698 16,698


N/A N/A


7th preceding taxation year


2004-12-31 125,596 125,596


N/A N/A


8th preceding taxation year


2003-12-31


N/A N/A


9th preceding taxation year


2002-12-31


N/A N/A


10th preceding taxation year


*2002-03-13


Total N/A N/A142,294 142,294


* This balance expires this year and will not be available next year.
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SCHEDULE 427


BRITISH COLUMBIA CORPORATION TAX CALCULATION


Year Month Day


Name of corporation Business Number Tax year-end


2011-12-19PACIFIC NORTHERN GAS LTD. 10404 2320 RC0001


Use this schedule if your corporation had a permanent establishment (as defined in section 400 of the federal Income Tax Regulations) in British Columbia
and had taxable income earned in the year in British Columbia.


This schedule is a worksheet only. You do not have to file it with your T2 Corporation Income Tax Return.


Part 1 – Calculation of income subject to British Columbia lower and higher tax rates


Taxable income for British Columbia * . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . A1


Income eligible for British Columbia lower tax rate:


Amount from line 400 of the T2 return ** . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . B1


Amount from line 405 of the T2 return . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . C1


Amount from line 425 of the T2 return . . . x = D1


Amount B1, C1, or D1, whichever is the least . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . E1


For credit unions only:


Amount from line D of Schedule 17, Credit Union Deductions . . . . . . . 


Deduct: amount E1 above . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Excess (if negative, enter "0") F1


 amounts E1 and F1)addTotal ( G1


Amount G1 . . . . . . . . x taxable income for British Columbia * = H1


taxable income for all provinces ***


Income subject to British Columbia higher tax rate (amount A1 minus amount H1) . . . . . . . . . . . . . . . . . . . . . . . . . . . I1


Period before January 1, 2010


If there are days in the tax year in the period mentioned above, calculate the income subject to British Columbia lower and higher tax rates as follows:


Enter amount H1 and/or amount I1 on the applicable line(s) in Part 2.


8,623,634


400,000
500,000


8,623,634
8,623,634


8,623,634


Taxable income for British Columbia * . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . A


Income eligible for British Columbia lower tax rate:


Amount from line 400 of the T2 return . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . B


Amount from line 405 of the T2 return . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . C


Amount from line 425 of the T2 return . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . D


Amount B, C, or D, whichever is the least . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . E


For credit unions only:


Amount from line D of Schedule 17, Credit Union Deductions . . . . . . . 


Deduct: amount E above . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Excess (if negative, enter "0") F


 amount F)plusTotal (amount E G


Amount G . . . . . . . . . x taxable income for British Columbia * = H


taxable income for all provinces ***


Income subject to British Columbia higher tax rate (amount A minus amount H) . . . . . . . . . . . . . . . . . . . . . . . . . . . . I


Period after December 31, 2009


If there are days in the tax year in the period mentioned above, calculate the income subject to British Columbia lower and higher tax rates as follows:


Enter amount H and/or amount I on the applicable line(s) in Part 2.


8,623,634


8,623,634
8,623,634


8,623,634


* If the corporation has a permanent establishment only in British Columbia, enter the taxable income from line 360 of the T2 return. Or, if the corporation
has a permanent establishment in more than one jurisdiction, enter the taxable income allocated to British Columbia from column F in Part 1 of Schedule 5,
Tax Calculation Supplementary – Corporations. If the corporation has income or loss from an international banking center, the taxable income is the amount
allocated to British Columbia from column F in Part 1 of Schedule 5 minus the total amount not required to be included, or plus the total amount not
allowed to be deducted, in computing the corporation's income under section 33.1 of the federal Income Tax Act.


** If the corporation is a member of a partnership, complete Part 1A to calculate income from active business.


*** Includes the territories and the offshore jurisdictions for Nova Scotia and Newfoundland and Labrador.


T2 SCH 427 E (11)
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Part 1A – Calculation of income from active business when there is partnership income


Complete this part only if the amount on line 450 of Schedule 7, Calculation of Aggregate Investment Income and Active Business Income, is positive.


Period before January 1, 2010


If there are days in the tax year in the period mentioned above, calculate the income from active business as follows:


J1Amount RR from Part 5 of Schedule 7 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Deduct partnership income:


K1Amount II from Part 4 of Schedule 7 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


L1 M1 N1 O1


Amounts from
column E


in Part 3 of
Schedule 7


Amounts from
column G in Part 3


of Schedule 7
multiplied by


Column L1 minus
column M1


(if negative, enter "0")


Amounts from column
L1 or M1, whichever is
less (if column L1 is
negative, enter "0")


business limit


400,000
500,000


1
Q1P1Totals


Amount on line 370 from Part 3 of Schedule 7 . . . R1


Amount on line 380 from Part 3 of Schedule 7 . . . S1


 amount S1) plusSubtotal (amount R1 T1


W1


V1


X1


U1Enter amount P1 or amount T1, whichever is less . . . . . . . . . . . . . . . . . 


Specified partnership income (amount Q1 plus amount U1) . . . . . . . . . . . 


Partnership income (amount K1 minus amount V1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Income from active business in this period (amount J1 minus amount W1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Enter the amount from line X1 on line B1 in Part 1.


Part 2 – Calculation of British Columbia tax before credits


British Columbia tax at the lower rate:


Number of days in the tax year


J1=xAmount H1 x %
Number of days in the tax year


before January 1, 2010  . . . 2.5
353


Number of days in the tax year


J2=xAmount H x %
Number of days in the tax year


after December 31, 2009, and before April 1, 2012  . . . 353 2.5
353


Number of days in the tax year


J3=xAmount H x %
Number of days in the tax year


after March 31, 2012  . . . 0
353


JTotal British Columbia tax at the lower rate (total of amounts J1, J2, and J3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
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Part 2 – Calculation of British Columbia tax before credits (continued)


British Columbia tax at the higher rate:


Amount I1 x
Number of days in the tax year


before January 1, 2010


Number of days in the tax year


x % =  . . . K18,623,634
353


11


Amount I x
Number of days in the tax year


after December 31, 2009, and before January 1, 2011


Number of days in the tax year


x % =  . . . K8,623,634
353


10.5


Amount I x
Number of days in the tax year


after December 31, 2010, and before January 1, 2012


Number of days in the tax year


x % =  . . . L8,623,634 353
353


10 862,363


Amount I x
Number of days in the tax year


after December 31, 2011


Number of days in the tax year


x % =  . . . M8,623,634
353


12


NTotal British Columbia tax at the higher rate (total of amounts K1, K, L, and M) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 862,363


OBritish Columbia tax before credits* (amount J plus amount N) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


If the corporation has a permanent establishment in more than one jurisdiction or is claiming a British Columbia tax credit,
enter amount O on line 240 of Schedule 5. Otherwise, enter it on line 760 of the T2 return.


*


862,363
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SCHEDULE 6


SUMMARY OF DISPOSITIONS OF CAPITAL PROPERTY


Year Month Day


Name of corporation Business Number Tax year-end


2011-12-19PACIFIC NORTHERN GAS LTD. 10404 2320 RC0001


For use by corporations that have disposed of capital property or claimed an allowable business investment loss (ABIL), or both, in the tax year.


Use this schedule to make a designation under paragraph 111(4)(e) of the federal Income Tax Act if control of the corporation has been acquired
by a person or a group of persons.


For more information, see the section called "Schedule 6, Summary of Dispositions of Capital Property" in the T2 Corporation – Income Tax Guide.


Designation under paragraph 111(4)(e) of the Income Tax Act
Are any dispositions shown on this schedule related to deemed dispositions designated under paragraph 111(4)(e)?


050 1 Yes 2 No If yes, attach a statement specifying which properties are subject to such a designation.X


Foreign
source


Gain (or loss)
(column 120 minus
cols. 130 and 140)


Outlays
and expenses
(dispositions)


Adjusted
cost base


Proceeds
of


disposition


Date of
acquisition


YYYY/MM/DD


Class of
shares


Name of
corporation


No. of
shares


100 105 106 110 120 130 140 150


Part 1 – Shares


30,204,446 28,578,7591,140,329485,3588250231 LP unitsPacific Trail Pipelines LP1
183,054 123,6716,88352,5005,251 commonPacific Trail Pipelines Management Inc2


Totals


Total adjustment under subsection 112(3) of the Act to all losses identified in Part 1 . . . . . . . . . . . . . . . . . . . . . . 160


Actual gain or loss from the disposition of shares (total of line 150 plus line 160) . . . . . . . . . . . . . . . . . . . . . . . . . . . A


28,702,4301,147,212537,85830,387,500


28,702,430


Foreign
source


Gain (or loss)
(column 220 minus
cols. 230 and 240)


Outlays
and expenses
(dispositions)


Adjusted
cost base


Proceeds
of


disposition


Date of
acquisition


YYYY/MM/DD


200 210 220 230 240 250


Municipal address
1 = Address 1


2 = Address 2


3 = City
4 = Province, Country, Postal Code and


Zip Code or Foreign Postal Code


Part 2 – Real estate (Do not include losses on depreciable property.)


BTotals


Foreign
source


Gain (or loss)
(column 320 minus
cols. 330 and 340)


Outlays
and expenses
(dispositions)


Adjusted
cost base


Proceeds
of


disposition


Date of
acquisition


YYYY/MM/DD


Name of
issuer


Maturity dateFace value


300 305 307 310 320 330 340 350


Part 3 – Bonds


Totals C


Foreign
source


Gain (or loss)
(column 420 minus
cols. 430 and 440)


Outlays
and expenses
(dispositions)


Adjusted
cost base


Proceeds
of


disposition


Date of
acquisition


YYYY/MM/DD


Description


400 410 420 430 440 450


Part 4 – Other properties (Do not include losses on depreciable property.)


Totals DNote:
Other property includes capital debts established as bad debts,
as well as amounts that arise from foreign currency transactions.
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Foreign
source


Gain only
(column 520 minus
cols. 530 and 540)


Outlays
and expenses
(dispositions)


Adjusted
cost base


Proceeds
of


disposition


Date of
acquisition


YYYY/MM/DD


Description


500 510 520 530 540 550


Part 5 – Personal-use property (Do not include listed personal property.)


Totals ENote:
You cannot deduct losses on dispositions of personal-use
property (other than listed personal property) from your income.


Foreign
source


Gain (or loss)
(column 620 minus
cols. 630 and 640)


Outlays
and expenses
(dispositions)


Adjusted
cost base


Proceeds
of


disposition


Date of
acquisition


YYYY/MM/DD


Description


600 610 620 630 640 650


Part 6 – Listed personal property


Totals


 Unapplied listed personal property losses from other yearsSubtract:


Net gains (or losses) F


655


The amount on line 655 is from line 530 in Part 5 of Schedule 4, Corporation Loss Continuity and Application.


Note:
Net listed personal property losses can only be applied against listed personal property gains.


Part 7 – Determining allowable business investment losses


Foreign
source


Loss only
(column 920 minus
cols. 930 and 940)


Outlays
and expenses
(dispositions)


Adjusted
cost base


Proceeds
of


disposition


Date of
acquisition


YYYY/MM/DD


Name of small business corporation


900 910 920 930 940 950


Property qualifying for and resulting in an allowable business investment loss


Shares,
enter 1;


debt,
enter 2


905


Totals G


ABILs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
(enter amount H on line 406 of Schedule 1, Net Income (Loss) for Income Tax Purposes)


Amount G x % = H


Note:
Properties listed in Part 7 should not be included in any other parts of Schedule 6.


50.0000


Part 8 – Determining capital gains or losses


Total of amounts A to F (do not include F if the amount is a loss) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Capital gains dividend received in the year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Add:


875


I


Foreign
source


J


28,702,430


Deduct:
Capital gains reserve closing balance (from Schedule 13) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Capital gains reserve opening balance (from Schedule 13) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Capital gains or losses, excluding ABILs (amount L minus amount M) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


880


885


890


L


K


 amounts I, J, and K)addSubtotal (


M


28,702,430


28,702,430


 PNG 2011-12-19.211  2011-12-19  PACIFIC NORTHERN GAS LTD.
 2012-05-09 13:43  10404 2320 RC0001


 CORPORATE TAXPREP / TAXPREP DES SOCIÉTÉS - EP16     VERSION 2011 V2.0  Page 2







Part 9 – Determining taxable capital gains and total capital losses


Capital gains or losses, excluding ABILs (amount from line 890 above) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . N28,702,430


Gain on donation of a share, debt obligation, or right listed on
a designated stock exchange and other amounts under
paragraph 38(a.1) of the Act


x =%


Deduct the following gains that are included in amount N:


Foreign
source


realized before May 2, 2006 . . . . . . . . . O50.0000


realized after May 1, 2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . P


Foreign
source


x =%


Foreign
sourceGain on donation of ecologically sensitive land


 P) plusSubtotal (O 895


realized before May 2, 2006 . . . . . . . . . Q50.0000


realized after May 1, 2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . R


Foreign
source


 R) plusSubtotal (Q 896


Exempt portion of the gain on the donation of securities arising from the exchange
of a partnership interest under paragraph 38(a.3) . . . . . . . . . . . . . . . . . . . . . . . . . . . R-2


Foreign
source


 amount S) minusTotal capital gains or losses (amount N
Note:
If amount T is a loss, enter it on line 210 of Schedule 4.


Taxable capital gains: If amount T is a gain, enter it on this line and multiply . . . 


(Enter amount U on line 113 of Schedule 1.)


T


U


 line R-2) plus line 896 plusTotal (line 895 S


=%x


28,702,430


14,351,21550.000028,702,430


T2 SCH 6 E (10)
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SCHEDULE 8


CAPITAL COST ALLOWANCE (CCA)


Year Month Day


Name of corporation Business Number Tax year end


2011-12-19PACIFIC NORTHERN GAS LTD. 10404 2320 RC0001


Is the corporation electing under regulation 1101(5q)? 101 1 Yes 2 No


For more information, see the section called "Capital Cost Allowance" in the T2 Corporation Income Tax Guide.


X


Class
number


(See
Note)


Undepreciated
capital cost at
the beginning


of the year
(undepreciated
capital cost at
the end of last


year)


Cost of
acquisitions


during the year
(new property


must be
available
for use)*


Net
adjustments**


Proceeds of
dispositions


during the year
(amount not to


exceed the
capital cost)


50% rule (1/2
of the amount,
if any, by which


the net cost
of acquisitions


exceeds
column 5)***


1 2 3 4 5 6 7


Reduced
undepreciated


capital cost


8


CCA
rate
%


****


9


Recapture of
capital cost
allowance
(line 107 of
Schedule 1)


10


Terminal loss
(line 404 of
Schedule 1)


11


Capital cost
allowance


(for declining
balance method,


column 7
multiplied by
column 8, or a
lower amount)


(line 403 of
Schedule 1)


*****


12


Undepreciated
capital cost
at the end of


the year
(column 6


plus column 7
minus


column 11)


200 201 203 205 207 211 212 213 215 217 220


Description


1. 1 54,903,606 0 54,903,606 4 0 0 2,123,942 52,779,664Pipeline (post '87)


2. 2 12,958,947 0 12,958,947 6 0 0 751,974 12,206,973Pipeline (pre '88)


3. 3 702,833 0 702,833 5 0 0 33,987 668,846Buildings


4. 6 52,569 0 52,569 10 0 0 5,084 47,485Buildings


5. 7 197,143 39,563 0 19,782 216,924 15 0 0 31,469 205,237Compressor equipment (transmiss.) post Feb-05


6. 8 1,003,278 92,791 0 46,396 1,049,673 20 0 0 203,033 893,036Equipment


7. 10 1,245,337 170,137 5,700 82,219 1,327,555 30 0 0 385,173 1,024,601Mobile / Computers


8. 12 14,346 42,863 0 57,209 100 0 0 55,328 1,881Software


9. 13 32,252 0 32,252 NA 0 0 8,912 23,340Leasehold improvemen


10. 17 57,868 0 57,868 8 0 0 4,477 53,391Paving, yards


11. 38 304 0 304 30 0 0 88 216Earthmoving Equipment


12. 45 4,656 0 4,656 45 0 0 2,026 2,630Computer HW


13. 46 102,112 24,706 0 12,353 114,465 30 0 0 33,211 93,607Computer HW network


14. 49 11,270,347 3,653,789 500 1,826,645 13,096,991 8 0 0 1,013,312 13,910,324Transmission pipelines (after 2-22-05)


15. 51 2,029,631 231,788 0 115,894 2,145,525 6 0 0 124,500 2,136,919Pipe Lines Distribution - post March 18, 2007


16. 50 7,395 30,773 0 15,387 22,781 55 0 0 12,118 26,050Computer Equipment - Post March 18, 2007


Totals 84,582,624 4,286,410 6,200 2,118,676 86,744,158 4,788,634 84,074,200
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* Include any property acquired in previous years that has now become available for use. This property would have been previously
excluded from column 3. List separately any acquisitions that are not subject to the 50% rule, see Regulation 1100(2) and (2.2).


*** The net cost of acquisitions is the cost of acquisitions (column 3) plus or minus certain adjustments from column 4. For exceptions
to the 50% rule, see Interpretation Bulletin IT-285, Capital Cost Allowance – General Comments.


***** If the tax year is shorter than 365 days, prorate the CCA claim. Some classes of property do not have to be prorated. See the
T2 Corporation Income Tax Guide for more information.


Include amounts transferred under section 85, or on amalgamation and winding-up of a subsidiary. See the T2 Corporation Income
Tax Guide for other examples of adjustments to include in column 4.


**


Note: Class numbers followed by a letter indicate the basic rate of the class taking into account the additional deduction allowed.
Class 1a: 4% + 6% = 10% (class 1 to 10%), class 1b: 4% + 2% = 6% (class 1 to 6%).


Enter a rate only, if you are using the declining balance method. For any other method (for example the straignt-line method, where
calculations are always based on the cost of acquisitions), enter N/A. Then enter the amount you are claiming in column 11.


****


T2 SCH 8 (11)
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SCHEDULE 9


RELATED AND ASSOCIATED CORPORATIONS


Year Month Day


Name of corporation Business Number Tax year end


2011-12-19PACIFIC NORTHERN GAS LTD. 10404 2320 RC0001


Complete this schedule if the corporation is related to or associated with at least one other corporation.


For more information, see the T2 Corporation Income Tax Guide.


Country
of resi-
dence
(other
than


Canada)


Business number
(see note 1)


Rela-
tion-
ship
code
(see 


note 2)


Number of
common shares


you own


% of
common
shares


you own


Number of
preferred shares


you own


% of
preferred
shares


you own


Book value of
capital stock


Name


100 200 300 400 500 550 600 650 700


. ALTAGAS DEI ACQUISITION INC. NR1 3


. ALTAGAS ENERGY SOLUTIONS INC. 87426 2975 RC00012 3


. ALTAGAS FACILITIES (U.S.) INC. NR3 3


. ALTAGAS GENERAL PARTNER INC. 85730 8605 RC00014 3


. ALTAGAS HOLDINGS INC. 85723 5402 RC00015 3


. ALTAGAS INVESTMENT LTD. 84135 3303 RC00016 3


. ALTAGAS LTD. 13786 4229 RC00037 3


. ALTAGAS MARKETING (U.S.) INC. NR8 3


. ALTAGAS NATURAL GAS STORAGE LTD. 89272 0699 RC00019 3


. ALTAGAS RENEWABLE ENERGY COLORADO LLCNR10 3


. ALTAGAS RENEWABLE ENERGY INC. 89498 9722 RC000111 3


. ALTAGAS RENEWABLE ENERGY MIDWEST INC.NR12 3


. ALTAGAS RENEWABLE ENERGY PACIFIC INC. NR13 3


. ALTAGAS SERVICES (U.S.) INC. NR14 3


. ALTAGAS UTILITIES INC. 10244 5384 RC000115 3


. ALTAGAS UTILITY GROUP INC. 83372 1871 RC000116 3


. ALTAGAS UTILITY HOLDINGS (NS) INC. 85643 2448 RC000117 3


. ALTAGAS UTILITY HOLDINGS (PACIFIC) INC. 84732 2302 RC000118 1


. ALTAGAS UTILITY HOLDINGS INC. 87043 9759 RC000119 3


. BEAR MOUNTAIN WIND POWER CORP. 81637 2148 RC000120 3


. COAST MOUNTAIN HYDRO CORP. 86164 4193 RC000121 3


. HERITAGE GAS LIMITED 86462 7849 RC000122 3


. HIGHWATER POWER CORPORATION 14083 8699 RC000123 3


. INUVIK GAS LTD. 88665 3492 RC000124 3


. MC HYDRO HOLDING CORP. 88348 1400 RC0001 19,420 97.100 98125 2


. NARROWS INLET GP INC. 82635 9713 RC0001 98 98.000 9826 2


. PACIFIC NORTHERN GAS (N.E.) LTD. 10393 1457 RC0002 6,457,918 100.000 9,925,49927 2


. PACIFIC NORTHERN GAS TRANSITION LTD. 86289 1900 RC000128 3


. PNG MARKETING LTD. NR29 3


. TAYLOR PROCESSING INC. 87319 4815 RC000330 3


. UTILITY GROUP FACILITIES INC. 85324 5017 RC000131 3


Note 1: Enter "NR" if the corporation is not registered or does not have a business number.


Note 2: Enter the code number of the relationship that applies from the following order: 1 - Parent  2 - Subsidiary  3 - Associated  4 - Related but not associated


T2 SCH 9 (11)
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SCHEDULE 10


CUMULATIVE ELIGIBLE CAPITAL DEDUCTION


Year Month Day


Name of corporation Business Number Tax year end


2011-12-19PACIFIC NORTHERN GAS LTD. 10404 2320 RC0001


For use by a corporation that has eligible capital property. For more information, see the T2 Corporation Income Tax Guide.


A separate cumulative eligible capital account must be kept for each business.


Part 1 – Calculation of current year deduction and carry-forward


x(add amounts G,H, and I)


Cumulative eligible capital - Balance at the end of the preceding taxation year (if negative, enter “0”)


230


248


F


Deduct:


Cost of eligible capital property acquired
during the taxation year . . . . . . . . . . 


Proceeds of sale (less outlays and expenses not
otherwise deductible) from the disposition of all
eligible capital property during the taxation year . . . . . . . 


200 A


J


Add:
222


Amount transferred on amalgamation or wind-up of subsidiary . . . . . . . . . . . . . . . . . . . . . . . . 224


Other adjustments . . . . . . . . . . . . . . 226


Subtotal (line 222 plus line 226)


Subtotal (add amounts A, D, and E)


B


242 G


The gross amount of a reduction in respect of a forgiven
debt obligation as provided for in subsection 80(7) . . . . . 244 H


Other adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . . 246 I


x


=


=/


/


Non-taxable portion of a non-arm's length
transferor's gain realized on the transfer
of an eligible capital property to the
corporation after December 20, 2002 . . 228 x / = C


amount B minus amount C (if negative, enter "0") D


E


KCumulative eligible capital balance (amount F minus amount J) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


(if amount K is negative, enter "0" at line M and proceed to Part 2)


Cumulative eligible capital for a property no longer owned after ceasing to carry on
that business . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 249


276,979


276,979


43


43


1 2


276,979


250x % =


amount K


 amount from line 249less


Current year deduction . . . . . . . . . . . . . . *7.00 18,752


276,979


276,979


300Cumulative eligible capital – Closing balance (amount K minus amount L) (if negative, enter "0") . . . . . M


You can claim any amount up to the maximum deduction of 7%. The deduction may not exceed the maximum
amount prorated by the number of days in the taxation year divided by 365.


(line 249 plus line 250) (enter this amount at line 405 of Schedule 1) L


*


258,227


18,752 18,752


T2 SCH 10 (04)
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Part 2 – Amount to be included in income arising from disposition


410


Amount from line K (show as positive amount) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


(complete this part only if the amount at line K is negative)


1


Q


P


400


O


Total of cumulative eligible capital (CEC) deductions from income for taxation years
beginning after June 30, 1988 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Total of all amounts which reduced CEC in the current or prior years under
subsection 80(7) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Total of CEC deductions claimed for taxation years
beginning before July 1, 1988 . . . . . . . . . . . . . . . . . . . 


Negative balances in the CEC account that were included
in income for taxation years beginning before July 1, 1988


N


401 2


3402


408 4


Line 3 minus line 4 (if negative, enter "0") . . . . . . . . . . . . . . . 


Total of lines 1, 2 and 5 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Subtotal (line 7 plus line 8)


Line 6 minus line 9 (if negative, enter "0") . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Line N minus line O (if negative, enter "0") . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Line 5


Amount N or amount O, whichever is less . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Amount to be included in income (amount S plus amount T) (enter this amount on line 108 of Schedule 1)


5


6


R


S


T


409


Line P minus line Q (if negative, enter "0") . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
x


x /


/


Amounts included in income under paragraph 14(1)(b), as
that paragraph applied to taxation years ending after June
30, 1988 and before February 28, 2000, to the extent that
it is for an amount described at line 400 . . . . . . . . . . . . . . . . 7


Amounts at line T from Schedule 10 of previous taxation years 
ending after February 27, 2000 . . . . . . . . . . . . . . . . . . . . . . 8


9


=


=Amount R


21


2 3
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SCHEDULE 13


CONTINUITY OF RESERVES


Year Month Day


Name of corporation Business number Tax year end


2011-12-19PACIFIC NORTHERN GAS LTD. 10404 2320 RC0001
For use by corporations to provide a continuity of all reserves claimed which are allowed for tax purposes.


File one completed copy of this schedule with the corporation's T2 Corporation Income Tax Return.


For more information, see the T2 Corporation Income Tax Guide.


Description of property Balance at the
beginning of the 


year 


$


Transfer on an
amalgamation or
the wind-up of
a subsidiary


$


Balance at the
end of the year


$


Add


$


Deduct


$


001 002 003 004


Part 1 – Capital gains reserves 


1


The amount from line 008 plus the amount from line 009 should be entered on line 880 of Schedule 6, Summary of Dispositions of Capital
Property. The amount from line 010 should be entered on line 885 of Schedule 6.


008 009 010


Totals


Reserve for doubtful
debts . . . . . . . . . . . . . . . . . . 


Reserve for undelivered
goods and services
not rendered . . . . . . . . . . . . . 


Reserve for prepaid
rent . . . . . . . . . . . . . . . . . . . 


Reserve for refundable 
containers . . . . . . . . . . . . . . . 


Reserve for unpaid
amounts . . . . . . . . . . . . . . . . 


110


150


130


190


210 215


195


155


135


115 120


220


200


160


140


Part 2 – Other reserves


Balance at the
beginning of


 the year


$


Transfer on an
amalgamation or
the wind-up of
a subsidiary


$


Add


$
Deduct


$
Balance at the
end of the year


$


Description


315,759


4,500,000


248,408


5,000,000


315,759


4,500,000


248,408


5,000,000


Other tax
reserves . . . . . . . . . . . . . . . . 


230 235 240


Enter "X" in the column above if the tax reserve has also been reported on the corporation's financial statements. This 
allows offsetting entries on Schedule 1, resulting in a zero effect on net income for tax purposes.


The amount from line 270 plus the amount from line 275 should be entered on line 125 of Schedule 1, Net Income (Loss) for Income Tax
Purposes, as an addition. The amount from line 280 should be entered on line 413 of Schedule 1 as a deduction.


280275270


Totals 5,248,4084,815,759 4,815,759 5,248,408


T2 SCH 13 E (11)
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Continuity of financial statement reserves (not deductible)


Description Balance at the
beginning of


 the year


Transfer on an
amalgamation or
the wind-up of
a subsidiary


Balance at the
end of the year


Add Deduct


Financial statement reserves (not deductible)


315,759315,759 248,408248,408ALLOWANCE FOR DOUBTFUL ACCOUNTS1


1,450,0001,450,000PROVISION FOR SEVERANCE COSTS2


The total opening balance plus the total transfers should be entered on line 414 of Schedule 1 as a deduction.
The total closing balance should be entered on line 126 of Schedule 1 as an addition.


Reserves from 
Part 2 of Schedule 13


Totals 1,698,408315,759 315,759 1,698,408


 PNG 2011-12-19.211  2011-12-19  PACIFIC NORTHERN GAS LTD.
 2012-05-09 13:43  10404 2320 RC0001


 CORPORATE TAXPREP / TAXPREP DES SOCIÉTÉS - EP16     VERSION 2011 V2.0  Page 1







DEFERRED INCOME PLANS


SCHEDULE 15


Year Month Day


Name of corporation Business Number Tax year end


2011-12-19PACIFIC NORTHERN GAS LTD. 10404 2320 RC0001
Complete the information below if the corporation deducted payments from its income made to a registered pension plan (RPP), a registered
supplementary unemployment benefit plan (RSUBP), a deferred profit sharing plan (DPSP), or an employee profit sharing plan (EPSP).


If the trust that governs an employee profit sharing plan is not resident in Canada, please indicate if the T4PS, Statement of Employees Profit Sharing
Plan Allocations and Payments, Supplementary slip(s) were filed for the last calendar year, and whether they were filed by the trustee or the employer.


Amount
of contribution


$
(see note 2)


Address of EPSP trust T4PS


slip(s)


filed


by:


(see


note


3)


(EPSP


only)


Type of
plan
(see


note 1)


Name of EPSP trust


400 500 600300200100


Registration
number (RPP,
RSUBP, and
DPSP only)


1 1 1,915,787 0490946


Enter amount C on line 417 of Schedule 1


Note 1: You do not need to add to Schedule 1 any payments you made to deferred income
plans. To reconcile such payments, calculate the following amount:


1 – RPP


2 – RSUBP


3 – DPSP


4 – EPSP


Total of all amounts indicated in column 200 of this schedule ............................


Enter the applicable
code number:


Less:


Total of all amounts for deferred income plans deducted in your financial statements


Deductible amount for contributions to deferred income plans
(amount A minus amount B) (if negative, enter "0") .......................................


A


B


C


Note 2:


1 – Trustee


2 – Employer


T4PS slip(s) filed by:Note 3: 


1,915,787


1,183,926


731,861


T2 SCH 15 (06)
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SCHEDULE 19


NON-RESIDENT SHAREHOLDER INFORMATION


Tax year endBusiness NumberName of corporation


Year Month Day


10404 2320 RC0001PACIFIC NORTHERN GAS LTD. 2011-12-19


If a non-resident shareholder owned a share of any class of the corporation's capital stock at any time during the tax year, indicate the class and the percentage
of voting shares that non-resident shareholders owned. If the percentage varied throughout the year, indicate the highest percentage non-residents owned at any
time during that year. Enter the overall percentage of voting shares owned by non-residents at line 300.


Class of shares Percentage owned by
non-residents


200100


.1 1.2006 3/4 CUMULATIVE REDEEMABLE PREFERRED PAR VALUE $25


.2 23.800COMMON SHARES


300 %Overall percentage of voting shares owned by non-residents (can not exceed 100) 26.100


T2 SCH 19 E (09)
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Attached Schedule with Total


Title PARAGRAPH 13(7.4) ELECTION


Explanatory note


Under paragraph 13(7.4) of the Income Tax Act (the "ITA"), Pacific Northern Gas Ltd. elects to reduce the capital cost of depreciable 
property acquired in the 2011 taxation year by the amount of Contributions in Aid of Construction received in 2010 and 2009.


 PNG 2011-12-19.211  2011-12-19  PACIFIC NORTHERN GAS LTD.
 2012-05-09 13:43  10404 2320 RC0001


 CORPORATE TAXPREP / TAXPREP DES SOCIÉTÉS - EP16     VERSION 2011 V2.0  Page 1







Corporate Taxpayer Summary
Corporate information


Corporation's name . . . . . . . . . . . . 


Taxation Year . . . . . . . . . . . . . . . to


Jurisdiction . . . . . . . . . . . . . . . . 


OCBC AB SK MB ON QC NB NS NO PE NL XO YT NT NU


Corporation is associated . . . . . . . . 


Corporation is related . . . . . . . . . . . 


Number of associated corporations . . . 


Type of corporation . . . . . . . . . . . . 


Total amount due (refund) federal
and provincial* . . . . . . . . . . . . . . . 


The amounts displayed on lines "Total amount due (refund) federal and provincial" are all listed in the help. Press F1 to consult the context-sensative help.*


2011-01-01 2011-12-19


PACIFIC NORTHERN GAS LTD.


British Columbia


X


Y


Y


31


Public Corporation


-20,737


Summary of federal information


Part I tax (base amount) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Taxable income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Dividends paid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Calculation of income from an active business carried on in Canada . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Donations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Balance of the low rate income pool at the end of the year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Balance of the general rate income pool at the end of the year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Balance of the low rate income pool at the end of the previous year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Balance of the general rate income pool at the end of the previous year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Dividends paid – Regular . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Dividends paid – Eligible . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


8,850,354


8,623,634


3,276,981


9,000


Part IV . . . . . . . . . . . . . 


Other* . . . . . . . . . . . . . 


Balance due/refund (–)


Credits against part I tax Summary of tax Refunds/credits


Small business deduction . 


M&P deduction . . . . . . . . 


Foreign tax credit . . . . . . 


Investment tax credits . . . . 


Abatement/Other* . . . . . . 


ITC refund . . . . . . . . . . 


Dividends refund . . . . . . 


Other* . . . . . . . . . . . . 


Surtax credit . . . . . . . . . 


Instalments . . . . . . . . . 


Part I . . . . . . . . . . . . . 


* The amounts displayed on lines "Other" are all listed in the Help. Press F1 to consult the context-sensitive help.


Provincial or territorial tax . . 


Part III.1 . . . . . . . . . . . . 


-20,737


1,854,081


2,306,000


1,422,900


862,363


Summary of federal carryforward/carryback information


Carryforward balances


Non-capital losses that can be carried forward over 10 years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 142,294
Non-capital losses that can be carried forward over 20 years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,064,792
Cumulative eligible capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 258,227
Financial statement reserve . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,698,408
Other reserves . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,248,408
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Summary of provincial information – provincial income tax payable


British
Columbia


Saskatchewan Manitoba


% Allocation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Attributed taxable income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Tax payable before deduction* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Deductions and credits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Tax payable or refundable credit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Attributed taxable capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Capital tax payable** . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Instalments and refundable credits . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Balance due/Refund (-) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


For British Columbia, this includes the Logging Tax Payable.


For Manitoba, this includes the Outstanding Balance Excluding Instalments.**


*


100.00
8,623,634


862,363


862,363


Summary – taxable capital


Taxable capital
used to calculate


line 234 of
the T2 return


Taxable capital
used to calculate


line 233 of
the T2 return


Taxable capital
used to calculate


the SR&ED
expenditure limit


for a CCPC
(Schedules 31


and 49)


Taxable capital
used to calculate
the business limit


reduction
(T2, line 415)


Corporate name


Federal


PACIFIC NORTHERN GAS LTD. 90,081,674 90,081,674
ALTAGAS DEI ACQUISITION INC.
ALTAGAS ENERGY SOLUTIONS INC.
ALTAGAS FACILITIES (U.S.) INC.
ALTAGAS GENERAL PARTNER INC.
ALTAGAS HOLDINGS INC.
ALTAGAS INVESTMENT LTD.
ALTAGAS LTD.
ALTAGAS MARKETING (U.S.) INC.
ALTAGAS NATURAL GAS STORAGE LTD.
ALTAGAS RENEWABLE ENERGY COLORADO LLC
ALTAGAS RENEWABLE ENERGY INC.
ALTAGAS RENEWABLE ENERGY MIDWEST INC.
ALTAGAS RENEWABLE ENERGY PACIFIC INC.
ALTAGAS SERVICES (U.S.) INC.
ALTAGAS UTILITIES INC.
ALTAGAS UTILITY GROUP INC.
ALTAGAS UTILITY HOLDINGS (NS) INC.
ALTAGAS UTILITY HOLDINGS (PACIFIC) INC.
ALTAGAS UTILITY HOLDINGS INC.
BEAR MOUNTAIN WIND POWER CORP.
COAST MOUNTAIN HYDRO CORP.
HERITAGE GAS LIMITED
HIGHWATER POWER CORPORATION
INUVIK GAS LTD.
MC HYDRO HOLDING CORP.
NARROWS INLET GP INC. 100 100
PACIFIC NORTHERN GAS (N.E.) LTD. 16,378,882 17,663,024 17,663,024
PACIFIC NORTHERN GAS TRANSITION LTD. 1 1
PNG MARKETING LTD.
TAYLOR PROCESSING INC.
UTILITY GROUP FACILITIES INC.


Total 16,378,882 107,744,799 107,744,799
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Paid-up capital
used to calculate


the tax credit
for investment


(CO-1029.8.36.IN)


Paid-up capital
used to calculate


the Québec
business limit


reduction
(CO-771 and
CO-771.1.3)


Paid-up capital
used to calculate


the exemption
for small and
medium-sized
manufacturing


businesses
(CO-737.18.18)


Paid-up capital
used to calculate


the deduction
relating to


income-averaging
for forest producers


(CO-726.30)


Corporate name Paid-up capital
used to calculate


the 1 million
deduction


(CO-1137.A and
CO-1137.E)


Québec


Total


Specified capital
used to calculate
the expenditure
limit – Ontario
innovation tax


credit
(Schedule 566)


Taxable capital
used to calculate


the capital
deduction – Ontario
capital tax on other


than financial
institutions


(Schedule 515)


Taxable capital
used to calculate


the capital
deduction – Ontario


capital tax on
financial


institutions
(Schedule 514)


Corporate name


Ontario


Total


Net paid up capital
– BC capital


tax on financial
institutions
(FIN 689)


Taxable capital
used to calculate
the Nova Scotia
capital deduction


on large
corporations


(Schedule 343)


Capital used
to calculate the
Newfoundland
and Labrador


capital deduction
on financial
institutions


(Schedule 306)


Corporate name BC paid up capital
– BC capital


tax on financial
institutions
(FIN 689)


Other provinces


Total
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Five-Year Comparative Summary


Current year 1st prior year 2nd prior year 3rd prior year 4th prior year


Federal information (T2)


Taxation year end


Balance due/refund (-)


Net income


Taxable income


Active business income


Dividends paid


Donations


LRIP – end of the year


GRIP – end of the year


LRIP – end of the
previous year


GRIP – end of the
previous year


Dividends paid – Regular


Dividends paid – Eligible


5,759,640
5,368,200
5,759,640


-270,063


2010-12-31


2,979,253
2,882,126
2,979,253


-935,362


2009-12-31


21,795


21,795


-190,000


2008-12-31


-1,865,661


-568,966


2007-12-31


8,623,634
8,850,354


-20,737


2011-12-19


9,000 7,399 6,540 6,038 21,961


Federal taxes


Part I before surtax


Surtax


Part I.3


Part IV


Part I & Surtax


Other*


* The amounts displayed on lines "Other" are all listed in the help. Press F1 to consult the context-sensative help.


Part III.1


966,276 547,6041,422,900


1,422,900 966,276 547,604


Credits against part I tax


Small business deduction


M&P deduction


Foreign tax credit


Political contribution


Investment tax credit


Abatement/other*


* The amounts displayed on lines "Other" are all listed in the help. Press F1 to consult the context-sensative help.


547,6041,073,6401,854,081


Refunds/credits


ITC refund


Dividend refund


Instalments


Other*


Surtax credit


* The amounts displayed on lines "Other" are all listed in the help. Press F1 to consult the context-sensative help.


568,966190,0001,800,0001,800,0002,306,000
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British Columbia


Taxation year end 2011-12-19 2010-12-31 2009-12-31 2008-12-31 2007-12-31


Attributed taxable income


Income tax payable
before deduction*


Capital tax balance
due/refund


Net income tax payable


Taxable capital


Capital tax payable


B.C. general


Income tax deductions
/credits


Instalments and
refundable credits


% Allocation


* This includes the Logging Tax Payable.


317,034


2,882,126


563,661


5,368,200


862,363


862,363


8,623,634


563,661 317,034


100.00 100.00 100.00 100.00
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Federal Tax Instalments
Federal tax instalments


For the taxation year ended


The following is a list of federal instalments payable for the current taxation year. The last column indicates the instalments payable
to Revenue Canada. The instalments are due no later than on the dates indicated, otherwise non-deductible interest will be charged.
A cheque or money order should be made payable to the Receiver General. Payment may be made by cheque or money order payable


to the Receiver General either to an authorized financial institution or filed with the appropriate remittance voucher to the following


address:


Canada Revenue Agency


875 Heron Road


Ottawa ON  K1A 1B1


Note that you may also be able to pay by telephone or Internet banking. For more information, consult the Corporation Instalment Guide.


2012-12-19


Monthly instalment workchart


Date Monthly tax
instalments


Instalments
paid


Cumulative
difference


Instalments
payable


2012-01-19 127,495 127,495
2012-02-19 127,495 127,495
2012-03-19 210,796 210,796
2012-04-19 210,796 210,796
2012-05-19 210,796 210,796
2012-06-19 210,796 210,796
2012-07-19 210,796 210,796
2012-08-19 210,796 210,796
2012-09-19 210,796 210,796
2012-10-19 210,796 210,796
2012-11-19 210,796 210,796
2012-12-19 210,795 210,795


Total


2013-01-19
2013-02-19


2,362,949


196,913
196,913


2,756,775


Quarterly instalment workchart


Date Quarterly tax
instalments


Instalments
paid


Cumulative
difference


Instalments
payable


Total


2012-06-19
2012-09-19
2012-12-19


2012-03-19


2013-03-19


Instalment method


Indicate instalment method chosen [1-3]


If payment of instalments other than quarterly instalments is delayed, indicate the MONTH 
in which you want them to begin (1=January, 2=February, etc.).  


Select this box if you want the instalments to be calculated without taking the applicable threshold into account


1


Combined 1st and 2nd Instalment base method
2
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Quarterly instalments calculation


The corporation must meet requirements 1 to 5 to be eligible for quarterly instalments for a tax year.


Is the corporation a Canadian-controlled private corporation (CCPC)?


Did the corporation claim any deduction under the section 125, during either the current or previous year? 


1 –


2 –


3 – Is the corporation's, or any of its associated corporations', taxable income for the current or previous year  
less than or equal to $500,000?*


4 – Is the corporation and any associated corporations' taxable capital employed in Canada
for the current or previous year less than or equal to $10,000,000?


5 – Does the corporation have a perfect compliance history in the last 12 months? 


If you do not want to use the quarterly instalments option, select this box to go back to monthly instalments.


Yes No


Yes No


Yes No


Yes No


Yes No


*Consult the Help (F1) for information on the changes relating to years subsequent to 2008.


X


X


1 – 1st Instalment base method


1st Instalment base amount (amount N below)


Monthly instalments required


÷ 12 =


Quarterly tax instalments required ÷ 4 =


2,362,949 196,913
196,913


2,362,949


2 – Combined 1st and 2nd instalment base method


2nd Monthly instalment base amount


Indicate: Part I tax


A


B


Total


Each of the first two instalment payments


Total tax from N below


Amount B above x 2


Each of the remaining ten instalment payments


Part VI, VI.1 and XIII.1 tax


Provincial tax, other than Alberta, Québec and Ontario


1/12 of estimated current year credits (M below /12)


10


÷ 12 =


=


=


=


÷


–


–


+


+


=


=


Ontario tax** +


Federal adjustment for amalgamation, winding up or transfer +


Provincial adjustment for amalgamation, winding up or transfer +


Select this box if you want the first 2 payments* to be calculated
without taking the applicable threshold into account?


1,529,937 127,495


127,495
2,362,949


254,990
2,107,959 210,796


210,796


563,661


966,276


2nd Quarterly instalment base amount


Indicate: Part I tax


A


B


Total


The first instalment payment


Total tax from N below


Amount B above


Each of the remaining three instalment payments


Part VI, VI.1 and XIII.1 tax


Provincial tax, other than Alberta, Québec and Ontario


1/4 of estimated current year credits (M below /4)


3


÷ 4 =


=


=


=


÷


–


–


+


+


=


=


Ontario tax** +


Federal adjustment for amalgamation, winding up or transfer +


Provincial adjustment for amalgamation, winding up or transfer +


* It is the first payment if the quarterly instalments are applicable.


** Use this line only to calculate instalments payable with regard to taxation years ending in 2009 and after.


1,529,937 382,485


2,362,949


2,362,949 787,650


563,661


966,276


3 – Estimated tax method


Instalment base amount (amount N below)


Monthly instalments required


÷ 12 =


Quarterly tax instalments required ÷ 4 =
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Instalment base calculation


Taxable income


1st instalment
base method


Estimated
tax method


Calculation of tax payable


Federal part I tax


Refundable tax on a CCPC's investment income


Subtotal A


+ +


= =


Federal tax


Recapture of investment tax credit + +


8,623,634


3,276,981


3,276,981


Deduction


Small business deduction


Investment corporation deduction


Federal tax abatement


Manufacturing and processing profits deduction


Non-business foreign tax credit


Business foreign tax credit


Tax reduction, general and accelerated


Logging tax credit


Investment tax credit per Schedule 31


Qualifying environmental trust tax credit


Subtotal B


+


+


+


+


+


+


+


+


+


+


+


+


+


+


+


+


+


+


= =


862,363


991,718


1,854,081


Total part I tax payable (A minus B) C


Part VI tax


Part VI.1 tax


TotalParts I, VI, VI.1 and  XIII.1 F


D


E1


+


+


+


+


Federal tax summary


Part XIII.1 tax + + E2


= =


1,422,900


1,422,900


Adjustment for short taxation years multiplied by 365 and
divided by the number of days in the year if less than 365


Federal adjustments


Subtotal = =


365 / 365 /x x


Federal adjustment for amalgamation, winding up or transfer


Total federal tax after adjustments = G


+


=


N/A+


353 365
1,471,271


1,471,271


Provincial/territorial tax, other than Alberta, Québec and Ontario H+ +


Ontario tax


Income tax


Capital tax +


Corporate minimum tax paid (credited) +


Total Ontario tax* = + I


Use this section only to calculate instalments payable with regard to taxation
years ending in 2009 and after (for other tax years, see the Ontario Tax
Instalments schedule (Jump Code: ION)):


Total harmonized provincial taxHarmonized provincial tax (H + I) = =


K


 (G + K)Total of tax before refundable credits** = =


J


L


Provincial tax


+


Provincial adjustments


Adjustment for short taxation years multiplied by 365 and
divided by the number of days in the year if less than 365 x 365 / x 365 /


Subtotal = =


Provincial adjustment for amalgamation, winding up or transfer


Total provincial tax after adjustments


+


=


+


=


N/A


Special additional tax on life insurance corporations +


862,363


862,363


353 365
891,678


2,362,949


891,678
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Instalment base calculation (continued)


Investment tax credit refund


Estimated current year credits


Dividend refund


Federal capital gains refund


Provincial and territorial capital gains refund


NRO allowable refund per Schedule 26


Tax withheld at source


Other estimated credits


Total estimated current year credits M


 (L – M)Instalment base amount N


+


+


+


+


+


+


+


+


+


+


+


+


= =


2,362,949


Ontario tax corresponds to the amount before the application of specified Ontario tax credits.


For instalments payable the amount on line G is not added to line L unless it exceeds $3,000. The same rule applies to line K.


*


**
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200
T2 CORPORATION INCOME TAX RETURN


This form serves as a federal, provincial, and territorial corporation income tax return, unless the corporation is located in
Quebec or Alberta. If the corporation is located in one of these provinces, you have to file a separate provincial
corporation return.


Parts, sections, subsections, paragraphs, and subparagraphs mentioned on this return refer to the federal Income Tax Act.
This return may contain changes that had not yet become law at the time of printing.


Send one completed copy of this return, including schedules and the General Index of Financial Information (GIFI), to your
tax centre or tax services office. You have to file the return within six months after the end of the corporation's tax year.


Do not use this area055


For more information see www.cra.gc.ca or Guide T4012, T2 Corporation – Income Tax Guide.


Identification


Business Number (BN) . . . . . . . . . . 001 10404 2320 RC0001


City


2 No1 Yes


To which tax year does this return apply?


Address of head office 
Has this address changed since the last
time we were notified? . . . . . . . . . . . . 


Tax year start Tax year-end


Has there been an acquisition of control
to which subsection 249(4) applies since
the previous tax year? . . . . . . . . . . . . 


If yes, provide the date
control was acquired . . . . . . . . . . . . . 


Mailing address (if different from head office address)


020


Country (other than Canada) Postal code/Zip code


Province, territory, or state


010


060 061
YYYY MM DD


012


011


018017


016015


063


065


1 Yes 2 No


1 Yes 2 No


Is the corporation a professional
corporation that is a member of
a partnership? . . . . . . . . . . . . . . . . 067 1 Yes 2 No


YYYY MM DD


YYYY MM DD


Country (other than Canada)


City


c/o021


022


023


Is this the first year of filing after: 


Incorporation? . . . . . . . . . . . . . . . 


Amalgamation? . . . . . . . . . . . . . . . 


070 1 Yes 2 No


071 1 Yes 2 No


025


027


Province, territory, or state


026
Postal code/Zip code


028


Has there been a wind-up of a
subsidiary under section 88 during the
current tax year? . . . . . . . . . . . . . . 


Location of books and records If yes, complete and attach Schedule 24.


072 1 Yes 2 No


032


031


Is this the final tax year
before amalgamation? . . . . . . . . . . 076 1 Yes 2 No


Country (other than Canada)


City


038


Postal code/Zip code


037


036


Province,territory, or state


035


Is this the final return up to 
dissolution? . . . . . . . . . . . . . . . . . 078 1 Yes 2 No


Is the corporation a resident of Canada?


080 1 Yes 2 No
If no, give the country of residence on line
081 and complete and attach Schedule 97.


2 No1 Yes082


If yes, complete and attach Schedule 91.


081Type of corporation at the end of the tax year040


4


52


1


3


Canadian-controlled 
private corporation (CCPC)


Corporation controlled
by a public corporation


Other corporation
(specify, below)


Other private 
corporation


Public
corporation


Is the non-resident corporation
claiming an exemption under
an income tax treaty? . . . . . . . . . . . 


1


If the corporation is exempt from tax under section 149,
tick one of the following boxes:


Exempt under other paragraphs of section 149


Exempt under paragraph 149(1)(t)


Exempt under paragraph 149(1)(j)


Exempt under paragraph 149(1)(e) or (l)085
If the type of corporation changed during
the tax year, provide the effective
date of the change. 043


YYYY MM DD


2


3


4


Has this address changed since the last


time we were notified? . . . . . . . . . . . 


Has the location of books and records
changed since the last time we were
notified . . . . . . . . . . . . . . . . . . . . . 030 1 Yes 2 No


(If yes, complete lines 011 to 018.)


(If yes, complete lines 021 to 028.)


(If yes, complete lines 031 to 038.)


Is the date on line 061 a deemed tax year-end in accordance with:


066 1 Yes 2 No


If yes, complete lines 030 to 038 and attach Schedule 24.


Corporation's name


002


If an election was made under
section 261, state the functional
currency used . . . . . . . . . . . . . . . . 079


subparagraph 88(2)(a)(iv)? . . . . . . . . 


subsection 249(3.1)? . . . . . . . . . . . 


064 1 Yes 2 No


2011-12-312011-12-20


V6E 4E6


BCVANCOUVER


950-1185 W. GEORGIA STREET


X


X


X


X


X


X


X


950-1185 W. GEORGIA STREET


X


V6E 4E6


BCVANCOUVER


X


X


X


X


2011-12-20


X


X


PACIFIC NORTHERN GAS LTD.


X


Do not use this area


095 096


T2 E (11)
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Attachments
Financial statement information: Use GIFI schedules 100, 125, and 141.
Schedules – Answer the following questions. For each yes response, attach the schedule to the T2 return, unless otherwise instructed.


Yes Schedule


Is the corporation related to any other corporations? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 150 9X


Does the corporation have any non-resident shareholders? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 151 19


Is the corporation an associated CCPC? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 160 23


Is the corporation an associated CCPC that is claiming the expenditure limit? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 161 49


Has the corporation had any transactions, including section 85 transfers, with its shareholders, officers, or employees,
other than transactions in the ordinary course of business? Exclude non-arm's length transactions with non-residents . . . . . . . . . . . . . 162 11


44163
If you answered yes to the above question, and the transaction was between corporations not dealing at arm's length,
were all or substantially all of the assets of the transferor disposed of to the transferee? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


14164Has the corporation paid any royalties, management fees, or other similar payments to residents of Canada? . . . . . . . . . . . . . . . . . . 


X


Is the corporation claiming a deduction for payments to a type of employee benefit plan? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 165 15


Is the corporation claiming a loss or deduction from a tax shelter acquired after August 31, 1989? . . . . . . . . . . . . . . . . . . . . . . . . . 166 T5004


Is the corporation a member of a partnership for which a partnership identification number has been assigned? . . . . . . . . . . . . . . . . . 167 T5013


Was the resident corporation the beneficiary of a non-resident discretionary trust or did it make a contribution to a non-resident
discretionary trust at any time during the tax year? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 168 22


Did the corporation have any foreign affiliates during the year? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 169 25


Has the corporation made any payments to non-residents of Canada under subsections 202(1) and/or 105(1)
of the federal Income Tax Regulations? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 170 29


Has the corporation had any non-arm's length transactions with a non-resident? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 171 T106


173 50
For private corporations: Does the corporation have any shareholders who own 10% or more of the corporation's
common and/or preferred shares? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


X


Is the net income/loss shown on the financial statements different from the net income/loss for income tax purposes? . . . . . . . . . . . . . 201 1


Has the corporation made any charitable donations; gifts to Canada, a province, or a territory;
gifts of cultural or ecological property; or gifts of medicine? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 202 2


Has the corporation received any dividends or paid any taxable dividends for purposes of the dividend refund? . . . . . . . . . . . . . . . . . . 203 3


Is the corporation claiming any type of losses? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 204 4


Is the corporation claiming a provincial or territorial tax credit or does it have a permanent establishment
in more than one jurisdiction? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 205 5


Has the corporation realized any capital gains or incurred any capital losses during the tax year? . . . . . . . . . . . . . . . . . . . . . . . . . . 206 6


Has the corporation made payments to, or received amounts from, a retirement compensation plan arrangement during the year? . . . . . . 172 ______


X


X


i) Is the corporation claiming the small business deduction and reporting income from: a) property (other than dividends deductible on
line 320 of the T2 return), b) a partnership, c) a foreign business, or d) a personal services business; or
ii) does the corporation have aggregate investment income at line 440? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 207 7


Does the corporation have any property that is eligible for capital cost allowance? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 208 8


Does the corporation have any property that is eligible capital property? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 210 10


Does the corporation have any resource-related deductions? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 212 12


Is the corporation claiming deductible reserves? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 213 13


Is the corporation claiming a patronage dividend deduction? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 216 16


Is the corporation a credit union claiming a deduction for allocations in proportion to borrowing or an additional deduction? . . . . . . . . . . . 217 17


Is the corporation an investment corporation or a mutual fund corporation? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 218 18


Is the corporation carrying on business in Canada as a non-resident corporation? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 220 20


Is the corporation claiming any federal or provincial foreign tax credits, or any federal or provincial logging tax credits? . . . . . . . . . . . . . 221 21


Does the corporation have any Canadian manufacturing and processing profits? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 227 27


Is the corporation claiming an investment tax credit? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 231 31


X


X


X


X


232 T661Is the corporation claiming any scientific research and experimental development (SR&ED) expenditures? . . . . . . . . . . . . . . . . . . . . 


Is the total taxable capital employed in Canada of the corporation and its related corporations over $10,000,000? . . . . . . . . . . . . . . . . 233


Is the corporation claiming a surtax credit? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 237 37


Is the corporation subject to gross Part VI tax on capital of financial institutions? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 238 38


Is the corporation claiming a Part I tax credit? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 242 42


Is the corporation subject to Part IV.1 tax on dividends received on taxable preferred shares or Part VI.1 tax on dividends paid? . . . . . . . . 243 43


Is the corporation agreeing to a transfer of the liability for Part VI.1 tax? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 244 45


Is the corporation subject to Part II - Tobacco Manufacturers' surtax? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 249 46


For financial institutions: Is the corporation a member of a related group of financial institutions with one or
more members subject to gross Part VI tax? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 250 39


______


Is the total taxable capital employed in Canada of the corporation and its associated corporations over $10,000,000? . . . . . . . . . . . . . . 234 ______


X


X


T1131253Is the corporation claiming a Canadian film or video production tax credit refund? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Is the corporation claiming a film or video production services tax credit refund? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . T1177254


Is the corporation subject to Part XIII.1 tax? (Show your calculations on a sheet that you identify as Schedule 92.) . . . . . . . . . . . . . . . . 255 92
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Attachments – continued from page 2
Yes Schedule


T1134-B


T1135


T1141


T1142


T1145


T1146


T1174


Did the corporation have any controlled foreign affiliates? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Did the corporation own specified foreign property in the year with a cost amount over $100,000? . . . . . . . . . . . . . . . . . . . . . . . . . 


Did the corporation transfer or loan property to a non-resident trust? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Did the corporation receive a distribution from or was it indebted to a non-resident trust in the year? . . . . . . . . . . . . . . . . . . . . . . . . 


Has the corporation entered into an agreement to allocate assistance for SR&ED carried out in Canada? . . . . . . . . . . . . . . . . . . . . . 


Has the corporation entered into an agreement to transfer qualified expenditures incurred in respect of SR&ED contracts? . . . . . . . . . . 


Has the corporation entered into an agreement with other associated corporations for salary or wages of specified employees for SR&ED?


260


258


259


264


263


262


261


Did the corporation pay taxable dividends (other than capital gains dividends) in the tax year? . . . . . . . . . . . . . . . . . . . . . . . . . . . . 265 55


Has the corporation made an election under subsection 89(11) not to be a CCPC? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 266 T2002


T2002267Has the corporation revoked any previous election made under subsection 89(11)? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Did the corporation (CCPC or deposit insurance corporation (DIC)) pay eligible dividends, or did its
general rate income pool (GRIP) change in the tax year? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 268 53


Did the corporation (other than a CCPC or DIC) pay eligible dividends, or did its low rate income pool (LRIP) change in the tax year? . . . . 269 54


Did the corporation have any foreign affiliates that are not controlled foreign affiliates? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 256 T1134-A


Additional information


Is the corporation inactive? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 280 1 Yes 2 No


Did the corporation use the International Financial Reporting Standards (IFRS) when it prepared its financial statements? . . . . 270 1 Yes 2 No


X


X


What is the corporation's main
revenue-generating business activity? . . . . . 


284Specify the principal product(s) mined, manufactured,
sold, constructed, or services provided, giving the
approximate percentage of the total revenue that each
product or service represents. 288


286 %


%


%285


287


289


Did the corporation immigrate to Canada during the tax year? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 291 1 Yes 2 No


2 No1 Yes292Did the corporation emigrate from Canada during the tax year? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Do you want to be considered as a quarterly instalment remitter if you are eligible? . . . . . . . . . . . . . . . . . . . . . . . . . . . 293 1 Yes 2 No


If the corporation was eligible to remit instalments on a quarterly basis for part of the tax year, provide
the date the corporation ceased to be eligible . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 294


YYYY    MM    DD


If the corporation's major business activity is construction, did you have any subcontractors during the tax year? . . . . . . . . . . 295 1 Yes 2 No


NATURAL GAS 98.000


X


X


Natural Gas Distribution US221210


Taxable income


Net income or (loss) for income tax purposes from Schedule 1, financial statements, or GIFI. . . . . . . . . . . . . . . . . . . . . 300 A-325,650


Deduct: Charitable donations from Schedule 2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 311


Gifts to Canada, a province, or a territory from Schedule 2 . . . . . . . . . . . . . . . . . 312


Cultural gifts from Schedule 2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 313


Ecological gifts from Schedule 2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 314


Taxable dividends deductible under section 112 or 113, or subsection 138(6)
from Schedule 3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 320


Part VI.1 tax deduction* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 325


Non-capital losses of previous tax years from Schedule 4 . . . . . . . . . . . . . . . . . 331


Net capital losses of previous tax years from Schedule 4 . . . . . . . . . . . . . . . . . 332


Restricted farm losses of previous tax years from Schedule 4 . . . . . . . . . . . . . . 333


Farm losses of previous tax years from Schedule 4 . . . . . . . . . . . . . . . . . . . . . 334


Limited partnership losses of previous tax years from Schedule 4 . . . . . . . . . . . . . 335


Taxable capital gains or taxable dividends allocated from
a central credit union . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 340


Prospector's and grubstaker's shares . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 350


B


C


DSection 110.5 additions or subparagraph 115(1)(a)(vii) additions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 355


360Taxable income (amount C plus amount D) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Income exempt under paragraph 149(1)(t) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 370


Taxable income for a corporation with exempt income under paragraph 149(1)(t) (line 360 minus line 370) . . . . . . . . . . . Z


Add:


Subtotal


* This amount is equal to


 amount B) (if negative, enter "0")minusSubtotal (amount A 


Gifts of medicine from Schedule 2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 315


times the Part VI.1 tax payable at line 724 on page 8.3.2
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Small business deduction


A


Canadian-controlled private corporations (CCPCs) throughout the tax year 


Income from active business carried on in Canada from Schedule 7 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 400


B405


Taxable income from line 360 on page 3, minus 10/3 of the amount on line 632* on page 7, minus


because of federal law, is exempt from Part I tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Business limit (see notes 1 and 2 below) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 410 C


1/(0.38 - X**) times the amount on line 636*** on page 7, and minus any amount that,3.77358


Notes:


1.


2.


prorate this amount by the number of days in the tax year divided by 365, and enter the result on line 410.


For associated CCPCs, use Schedule 23 to calculate the amount to be entered on line 410.


For CCPCs that are not associated, enter $ on line 410. However, if the corporation's tax year is less than 51 weeks,500,000


E


Business limit reduction:


Amount C **** D415  . . . . . . . . . . . . . . . . . . . . . . . . . x =


Reduced business limit (amount C minus amount E) (if negative, enter "0") . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 425 F


11,250


x % = . . . . . . . . . . . . . . . . . . . . . . . Amount A, B, C, or F, whichever is the least


Small business deduction


430 G17
Enter amount G on line 1 on page 7.


* Calculate the amount of foreign non-business income tax credit deductible on line 632 without reference to the refundable tax on the
CCPC's investment income (line 604) and without reference to the corporate tax reductions under section 123.4.


Large corporations


*** Calculate the amount of foreign business income tax credit deductible on line 636 without reference to the corporate tax reductions under section 123.4.


****
If the corporation is not associated with any corporations in both the current and previous tax years, the amount to be entered on line 415 is:
(Total taxable capital employed in Canada for the prior year minus $10,000,000) x 0.225%.


If the corporation is not associated with any corporations in the current tax year, but was associated in the previous tax year, the amount to be
entered on line 415 is: (Total taxable capital employed in Canada for the current year minus $10,000,000) x 0.225%.


For corporations associated in the current tax year, see Schedule 23 for the special rules that apply.


General rate reduction percentage for the tax year. It has to be pro-rated.**
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General tax reduction for Canadian-controlled private corporations


Taxable income from line 360 on page 3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Canadian-controlled private corporations throughout the tax year


A


Lesser of amounts V and Y (line Z1) from Part 9 of Schedule 27 . . . . . . . . . . . . . . . . . . . . . . . B


Amount QQ from Part 13 of Schedule 27 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . C


DAmount used to calculate the credit union deduction from Schedule 17 . . . . . . . . . . . . . . . . . . . 


EAmount from line 400, 405, 410, or 425 on page 4, whichever is the least . . . . . . . . . . . . . . . . . . 


FAggregate investment income from line 440 on page 6* . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Total of amounts B to F . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . G


HAmount A minus amount G (if negative, enter "0") . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Amount H x
Number of days in the tax year after


December 31, 2008, and before January 1, 2010


Number of days in the tax year


Ix % =


12
9


Amount H x
Number of days in the tax year after 


December 31, 2009, and before January 1, 2011


Number of days in the tax year


Jx % =


12
10


Amount H x
Number of days in the tax year after


December 31, 2010, and before January 1, 2012


Number of days in the tax year


Kx % =12
12


11.5


Amount H x
Number of days in the tax year after


December 31, 2011


Number of days in the tax year


Lx % =


12
13


General tax reduction for Canadian-controlled private corporations – Total of amounts I to L . . . . . . . . . . . . . . . . . . . . M


Enter amount M on line 638 on page 7.


* Except for a corporation that is, throughout the year, a cooperative corporation (within the meaning assigned by subsection 136(2)) or a credit union.


General tax reduction
Do not complete this area if you are a Canadian-controlled private corporation, an investment corporation, a mortgage investment corporation,
a mutual fund corporation, or any corporation with taxable income that is not subject to the corporation tax rate of 38%.


Taxable income from page 3 (line 360 or amount Z, whichever applies) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . N


Lesser of amounts V and Y (line Z1) from Part 9 of Schedule 27 . . . . . . . . . . . . . . . . . . . . . . . O


Amount QQ from Part 13 of Schedule 27 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . P


QAmount used to calculate the credit union deduction from Schedule 17 . . . . . . . . . . . . . . . . . . . 


Total of amounts O to Q . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . R


Amount N minus amount R (if negative, enter "0") . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . S


Tx
Number of days in the tax year after


December 31, 2008, and before January 1, 2010xAmount S


Number of days in the tax year


% =


12
9


Ux
Number of days in the tax year after


December 31, 2009, and before January 1, 2011xAmount S


Number of days in the tax year


% =


12
10


Vx
Number of days in the tax year after


December 31, 2010, and before January 1, 2012xAmount S


Number of days in the tax year


% =12
12


11.5


Wx
Number of days in the tax year after


December 31, 2011xAmount S


Number of days in the tax year


% =


12
13


XGeneral tax reduction – Total of amounts T to W . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Enter amount X on line 639 on page 7.
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Refundable portion of Part I tax


/x440Aggregate investment income . . . . . . . . %  . . . . . . . . . . . . . . . . 


Canadian-controlled private corporations throughout the tax year


= A3226


%


from Schedule 7


Foreign non-business income tax credit from line 632 on page 7 . . . . . . . . . . . . . . . . . . . . . . . 


Deduct:


Foreign investment income . . . . . . . . . . 445 =


from Schedule 7 B


Amount A minus amount B (if negative, enter "0") . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . C


Taxable income from line 360 on page 3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Deduct:


(if negative, enter "0")


x /9 1 3


Amount from line 400, 405, 410, or 425 on page 4,
whichever is the least . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Foreign non-business
income tax credit
from line 632 on page 7 . . . =


Foreign business income
tax credit from line 636 on
page 7 . . . . . . . . . . . . . =


x /


x


1(0.38 - X*)


25 9


3.77358


= D


Part I tax payable minus investment tax credit refund (line 700 minus line 780 from page 8) . . . . . . . . . . . . . . . . . . . . . . . . E


Refundable portion of Part I tax – Amount C, D, or E, whichever is the least . . . . . . . . . . . . . . . . . . . . . . . . . . . . 450 F


x / %


* General rate reduction percentage for the tax year. It has to be pro-rated.


26 2 3


Refundable dividend tax on hand


Refundable dividend tax on hand at the end of the previous tax year . . . . . . . . . . . . . . . . . 460


Deduct: Dividend refund for the previous tax year . . . . . . . . . . . . . . . . . . . . . . . . . . . . 465


G
Add the total of:


Refundable portion of Part I tax from line 450 above . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Total Part IV tax payable from Schedule 3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Net refundable dividend tax on hand transferred from a predecessor corporation on
amalgamation, or from a wound-up subsidiary corporation . . . . . . . . . . . . . . . . . . . . . . 480


H


Refundable dividend tax on hand at the end of the tax year – Amount G plus amount H . . . . . . . . . . . . . . . . . . . . 485


Dividend refund
Private and subject corporations at the time taxable dividends were paid in the tax year 


Taxable dividends paid in the tax year from line 460 on page 2 of Schedule 3 . . . . . . . . . . . . Ix /1 3


Refundable dividend tax on hand at the end of the tax year from line 485 above . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . J


Dividend refund – Amount I or J, whichever is less (enter this amount on line 784 on page 8) . . . . . . . . . . . . . . . . . . . . . . . 
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Part I tax


550 ABase amount of Part I tax – Taxable income from page 3 (line 360 or amount Z, whichever applies) multiplied by %


Recapture of investment tax credit from Schedule 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 602 B


38


Aggregate investment income from line 440 on page 6 . . . . . . . . . . . . . . . . . . . . . . . . . . . . i


Taxable income from line 360 on page 3 . . . . . . . . . . . . . . . . . . . . 


Deduct:


Amount from line 400, 405, 410, or 425 on page 4, whichever
is the least . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Net amount . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ii


604Refundable tax on CCPC's investment income – C


D lines A to C)addSubtotal (


of whichever is less: amount i or ii . . . . . . . . . . . . / %


Calculation for the refundable tax on the Canadian-controlled private corporation's (CCPC) investment income
(if it was a CCPC throughout the tax year)


6 2 3


Small business deduction from line 430 on page 4 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1


Federal tax abatement . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 608


Manufacturing and processing profits deduction from Schedule 27 . . . . . . . . . . . . . . . . . . 616


Investment corporation deduction . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 620


Taxed capital gains 624


Additional deduction – credit unions from Schedule 17 . . . . . . . . . . . . . . . . . . . . . . . . . 628


Federal foreign non-business income tax credit from Schedule 21 . . . . . . . . . . . . . . . . . . 632


636Federal foreign business income tax credit from Schedule 21 . . . . . . . . . . . . . . . . . . . . . 
638General tax reduction for CCPCs from amount M on page 5 . . . . . . . . . . . . . . . . . . . . . . 


General tax reduction from amount X on page 5 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 639


Federal logging tax credit from Schedule 21 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 640


Federal qualifying environmental trust tax credit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 648


Investment tax credit from Schedule 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 652


E


Part I tax payable – Line D minus line E . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . F


Deduct:


Subtotal


Enter amount F on line 700 on page 8.
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Summary of tax and credits
Federal tax


Part I tax payable from page 7 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 700


Part II surtax payable from Schedule 46 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 708


Part IV tax payable from Schedule 3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Part IV.1 tax payable from Schedule 43 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 716


Part VI tax payable from Schedule 38 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Part VI.1 tax payable from Schedule 43 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 724


Part XIII.1 tax payable from Schedule 92 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Part XIV tax payable from Schedule 20 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 728


712


720


727


Total federal taxAdd provincial or territorial tax:


Part III.1 tax payable from Schedule 55 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 710


Provincial or territorial jurisdiction . . . 750


(if more than one jurisdiction, enter "multiple" and complete Schedule 5)


Net provincial or territorial tax payable (except Quebec and Alberta) . . . . . . . . . . . . . . . . . 760


Provincial tax on large corporations (Nova Scotia Schedule 342) . . . . . . . . . . . . . . . . . . 765


770 ATotal tax payableDeduct other credits:


BC


Investment tax credit refund from Schedule 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 780


Dividend refund from page 6 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 784


Federal capital gains refund from Schedule 18 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 788


Federal qualifying environmental trust tax credit refund . . . . . . . . . . . . . . . . . . . . . . . . 792


796Canadian film or video production tax credit refund (Form T1131) . . . . . . . . . . . . . . . . . . 


Film or video production services tax credit refund (Form T1177) . . . . . . . . . . . . . . . . . . 797


Tax withheld at source . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 800


Total payments on which tax has been withheld . . . . . . . . . 


Provincial and territorial capital gains refund from Schedule 18 . . . . . . . . . . . . . . . . . . . 808


Provincial and territorial refundable tax credits from Schedule 5 . . . . . . . . . . . . . . . . . . . 812


Tax instalments paid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 840


801


Total credits 890 B


 line B)minusBalance (line A 


If the result is negative, you have an overpayment.
If the result is positive, you have a balance unpaid.
Enter the amount on whichever line applies.


Generally, we do not charge or refund a difference
of $2 or less.


Balance unpaid . . . . . . . . . 


Enclosed payment 898


To have the corporation's refund deposited directly into the corporation's bank
account at a financial institution in Canada, or to change banking information you
already gave us, complete the information below:


Start Change information
Branch number


910


918914
Institution number Account number


Refund code 894 Overpayment


Direct deposit request


1


2  No
If the corporation is a Canadian-controlled private corporation throughout the tax year,
does it qualify for the one-month extension of the date the balance of tax is due? . . . . . . . . . . . . . . . . . . . . . . 896 1 Yes X


Certification


I, 950


Last name in block letters First name in block letters


951


Position, office, or rank


954KENNEDY JANET VICE PRESIDENT, FINANCE


am an authorized signing officer of the corporation. I certify that I have examined this return, including accompanying schedules and statements, and that
the information given on this return is, to the best of my knowledge, correct and complete. I also certify that the method of calculating income for this tax
year is consistent with that of the previous tax year except as specifically disclosed in a statement attached to this return.


955 956


Is the contact person the same as the authorized signing officer? If no, complete the information below . . . . . . . . . 957 1 Yes 2 No


958 959


Date (yyyy/mm/dd) Signature of the authorized signing officer of the corporation Telephone number


Telephone numberName in block letters


(604) 691-5684


X


2012-05-15


Language of correspondence – Langue de correspondance
Indicate your language of correspondence by entering 1 for English or 2 for French.
Indiquez votre langue de correspondance en inscrivant 1 pour anglais ou 2 pour français.


990 1


, Personal Information Bank number CRA PPU 047Privacy Act
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GENERAL INDEX OF FINANCIAL INFORMATION – GIFIForm identifier 100


Tax year end


Year Month Day


Business NumberName of corporation


SCHEDULE 100


PACIFIC NORTHERN GAS LTD. 2011-12-3110404 2320 RC0001


Balance sheet information


Account Description GIFI Current year Prior year


Assets


Total current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1599 + 21,012,094 19,730,244
Total tangible capital assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . +2008 261,786,440 261,781,227
Total accumulated amortization of tangible capital assets . . . . . . . . . . . . . . . . –2009 128,696,908 128,510,654
Total intangible capital assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . +2178 1,930,838 1,930,838
Total accumulated amortization of intangible capital assets . . . . . . . . . . . . . . . –2179 397,999 397,999
Total long-term assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . +2589 64,953,786 64,663,712
Assets held in trust . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . +2590*


Total assets (mandatory field) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . =2599 220,588,251 219,197,368


Liabilities


Total current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3139 + 30,266,149 30,814,000
Total long-term liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3450 + 99,415,598 98,301,694
Subordinated debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3460 +*


Amounts held in trust . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3470 +*


Total liabilities (mandatory field) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3499 = 129,681,747 129,115,694


Shareholder equity


Total shareholder equity (mandatory field) . . . . . . . . . . . . . . . . . . . . . . . 3620 + 90,906,504 90,081,674


Total liabilities and shareholder equity . . . . . . . . . . . . . . . . . . . . . . . . . 3640 = 220,588,251 219,197,368


Retained earnings


Retained earnings/deficit – end (mandatory field) . . . . . . . . . . . . . . . . . . . 3849 = 72,388,685 71,563,855


* Generic item


 PNG 2011-12-31.211  2011-12-31  PACIFIC NORTHERN GAS LTD.
 2012-05-15 17:35  10404 2320 RC0001


 CORPORATE TAXPREP / TAXPREP DES SOCIÉTÉS - EP16     VERSION 2011 V2.0







GENERAL INDEX OF FINANCIAL INFORMATION – GIFIForm identifier 125


Tax year end


Year Month Day


Business NumberName of corporation


SCHEDULE 125


PACIFIC NORTHERN GAS LTD. 2011-12-3110404 2320 RC0001


Income statement information


Description GIFI


Operating name . . . . . . . . . . . . 0001


Description of the operation . . . . . 0002


Sequence Number . . . . . . . . . . 0003 01


Account Description GIFI Current year Prior year


Income statement information


Total sales of goods and services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8089 + 3,222,281 53,890,017
Cost of sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8518 – 1,478,516 19,434,957
Gross profit/loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8519 = 1,743,765 34,455,060


Cost of sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8518 + 1,478,516 19,434,957
Total operating expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9367 + 960,020 38,613,594
Total expenses (mandatory field) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9368 = 2,438,536 58,048,551


Total revenue (mandatory field) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8299 + 3,469,859 84,294,348
Total expenses (mandatory field) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9368 – 2,438,536 58,048,551
Net non-farming income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9369 = 1,031,323 26,245,797


Farming income statement information


Total farm revenue (mandatory field) . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9659 +


Total farm expenses (mandatory field) . . . . . . . . . . . . . . . . . . . . . . . . . . . 9898 –


Net farm income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9899 =


Net income/loss before taxes and extraordinary items . . . . . . . . . . . . . . . 9970 = 26,245,7971,031,323


Total other comprehensive income . . . . . . . . . . . . . . . . . . . . . . . . . . . 9998 =


Extraordinary items and income (linked to Schedule 140)


Extraordinary item(s) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9975 –


Legal settlements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9976 –


Unrealized gains/losses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9980 +


Unusual items . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9985 –


Current income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9990 – 6,394 2,086,692
Deferred income tax provision . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9995 – 200,099 616,149
Total – Other comprehensive income . . . . . . . . . . . . . . . . . . . . . . . . . . . 9998 +


Net income/loss after taxes and extraordinary items (mandatory field) . . . . . . 9999 = 824,830 23,542,956
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SCHEDULE 141


NOTES CHECKLIST


Year Month Day


Name of corporation Business Number Tax year-end


2011-12-31PACIFIC NORTHERN GAS LTD. 10404 2320 RC0001


Parts 1, 2, and 3 of this schedule must be completed from the perspective of the person (referred to in these parts as the "accountant")
who prepared or reported on the financial statements.


For more information, see Guide RC4088, General Index of Financial Information (GIFI) and Guide T4012, T2 Corporation – Income Tax Guide.


Complete this schedule and include it with your T2 return along with the other GIFI schedules.


If the person preparing the tax return is not the accountant referred to above, they must still complete Parts 1, 2, 3, and 4, as applicable.


Part 1 – Information on the accountant who prepared or reported on the financial statements


Does the accountant have a professional designation? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 095 1 Yes 2 No


Is the accountant connected* with the corporation? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 Yes 2 No097


* A person connected with a corporation can be: (i) a shareholder of the corporation who owns more than 10% of the common shares; (ii) a director, an
officer, or an employee of the corporation; or (iii) a person not dealing at arm's length with the corporation.


Note: If the accountant does not have a professional designation or is connected to the corporation, you do not have to complete Parts 2 and 3 of this
schedule. However, you do have to complete Part 4, as applicable.


X


X


Part 2 – Type of involvement with the financial statements


Choose the option that represents the highest level of involvement of the accountant:
198


1Completed an auditor's report . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Completed a review engagement report . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2


3Conducted a compilation engagement . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . X


Part 3 – Reservations


Has the accountant expressed a reservation? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 099 1 Yes 2 No


If you selected option "1" or "2" under Type of involvement with the financial statements above, answer the following question:


Part 4 – Other information


If you have a professional designation and are not the accountant associated with the financial statements in Part 1 above, choose one of the following options:


110


Prepared the tax return (financial statements prepared by client) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Prepared the tax return and the financial information contained therein (financial statements have not been prepared) . . . . . . . 


1


2


X


Were notes to the financial statements prepared? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 101 1 Yes 2 No


If yes, complete lines 104 to 107 below:


Are subsequent events mentioned in the notes? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 104 1 Yes 2 No


Is re-evaluation of asset information mentioned in the notes? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 105 1 Yes 2 No


Is contingent liability information mentioned in the notes? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 106 1 Yes 2 No


Is information regarding commitments mentioned in the notes? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 107 1 Yes 2 No


Does the corporation have investments in joint venture(s) or partnership(s)? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 108 1 Yes 2 No


X


X


T2 SCH 141 (11)
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Part 4 – Other information (continued)


Impairment and fair value changes


In any of the following assets, was an amount recognized in net income or other comprehensive income (OCI) as a
result of an impairment loss in the tax year, a reversal of an impairment loss recognized in a previous tax year, or a
change in fair value during the tax year? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 200 1 Yes 2 No


If yes, enter the amount recognized: In net income
Increase (decrease)


In OCI
Increase (decrease)


X


Property, plant, and equipment . . . . . . . . . . . . . . . . . 210 211


Intangible assets . . . . . . . . . . . . . . . . . . . . . . . . . . 215 216


Investment property . . . . . . . . . . . . . . . . . . . . . . . . 220


Biological assets . . . . . . . . . . . . . . . . . . . . . . . . . . 225


Financial instruments . . . . . . . . . . . . . . . . . . . . . . . 230 231


Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 235 236


Financial instruments


Did the corporation derecognize any financial instrument(s) during the tax year? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 250 1 Yes 2 No


255 1 Yes 2 NoDid the corporation apply hedge accounting during the tax year? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


260 1 Yes 2 NoDid the corporation discontinue hedge accounting during the tax year? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


X


X


X


Adjustments to opening equity


Was an amount included in the opening balance of retained earnings or equity, in order to correct an error, to
recognize a change in accounting policy, or to adopt a new accounting standard in the current tax year? . . . . . . . . . . . . . . 265 1 Yes 2 No


If yes, you have to maintain a separate reconciliation.


X
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GENERAL INDEX OF FINANCIAL INFORMATION – GIFI


SCHEDULE 100


Form identifier 100


Tax year-end


Year Month Day


Business NumberName of corporation


PACIFIC NORTHERN GAS LTD. 2011-12-3110404 2320 RC0001


Assets – lines 1000 to 2599


1000 491,399 -248,40810611060 13,167,733


1066 3,429 698,96514001120 893,040


1480 6,005,936 261,786,44019001599 21,012,094


1901 -128,696,908 -128,696,90820092008 261,786,440


2010 1,930,838 1,930,83821782011 -397,999


2179 -397,999 21,602,41722432200 11,954,126


2245 19,164,323 7,726,24124202300 300,301


2421 4,206,378 220,588,25125992589 64,953,786


Liabilities – lines 2600 to 3499


2600 6,676,696 2,315,10826802620 12,864,513


2920 2,800,000 30,266,14931392960 5,609,832


3140 75,402,071 8,472,10433203240 15,541,423


3450 99,415,598 3499 129,681,747


Shareholder equity – lines 3500 to 3640


3500 9,465,260 4,052,55935403520 5,000,000


3600 72,388,685 220,588,25136403620 90,906,504


Retained earnings – lines 3660 to 3849


3660 71,563,855 72,388,68538493680 824,830
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GENERAL INDEX OF FINANCIAL INFORMATION – GIFI


SCHEDULE 125


Form identifier 125


Tax year-end


Year Month Day


Business NumberName of corporation


PACIFIC NORTHERN GAS LTD. 2011-12-3110404 2320 RC0001


Description


Sequence number . . . . . . . 0003 01


Revenue – lines 8000 to 8299


8000 3,222,281 237,81082328089 3,222,281


8235 9,768 8299 3,469,859


Cost of sales – lines 8300 to 8519


8320 1,478,104 1,478,51685188458 412


8519 1,743,765


Operating expenses – lines 8520 to 9369


8520 519 48,85186208570 -82,956


8623 40,247 23,24586908670 181,042


8711 15,488 7,10987608712 136,722


8810 50,355 8,93089108860 85,530


8960 8,275 33,62191309060 262,429


9180 119,121 960,02093679200 21,492


9368 2,438,536 9369 1,031,323


Farming revenue – lines 9370 to 9659


9659 0


Farming expenses – lines 9660 to 9899


9898 0


Extraordinary items and taxes – lines 9970 to 9999


9970 1,031,323 200,09999959990 6,394


9999 824,830
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NET INCOME (LOSS) FOR INCOME TAX PURPOSES SCHEDULE 1


Corporation's name Business Number Tax year end


Year Month Day


PACIFIC NORTHERN GAS LTD. 10404 2320 RC0001 2011-12-31


The purpose of this schedule is to provide a reconciliation between the corporation's net income (loss) as reported on the financial statements and its
net income (loss) for tax purposes. For more information, see the T2 Corporation Income Tax Guide.


Sections, subsections, and paragraphs referred to on this schedule are from the Income Tax Act.


Amount calculated on line 9999 from Schedule 125 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . A824,830


Add:


Provision for income taxes – current . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 101 6,394
Provision for income taxes – deferred . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 102 200,099
Amortization of tangible assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 104 181,042
Amortization of intangible assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 106 -82,956
Income or loss for tax purposes – joint ventures or partnerships . . . . . . . . . . . . . . . . . . . 109 -1,481,360
Other reserves on lines 270 and 275 from Schedule 13 . . . . . . . . . . . . . . . . . . . . . . . . 125 5,248,408
Reserves from financial statements – balance at the end of the year . . . . . . . . . . . . . . . . 126 1,698,408


Subtotal of additions 5,770,035 5,770,035


Other additions:


Miscellaneous other additions:


603 Non-pension post-retirement expenses 19,203
293Total 19,203 19,203


604 Deferred Charge Receipts 926,040


Pension expense in excess of contributions 40,247
294Total 966,287 966,287


Subtotal of other additions 199 985,490 985,490
Total additions 500 6,755,5256,755,525


Deduct:


Capital cost allowance from Schedule 8 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 403 154,474
Cumulative eligible capital deduction from Schedule 10 . . . . . . . . . . . . . . . . . . . . . . . . 405 594
Other reserves on line 280 from Schedule 13 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 413 5,748,408
Reserves from financial statements – balance at the beginning of the year . . . . . . . . . . . . . 414 1,698,408


Subtotal of deductions 7,601,884 7,601,884


Other deductions:


Book income of joint venture or partnership . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 305 9,768
Equity in income from subsidiaries or affiliates . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 306 237,810


Miscellaneous other deductions:


701 391Amortization of West Fraser Termination Payment 54,697
703 Financing expense 1,846


Total 3931,846 1,846
704


394Total


Subtotal of other deductions 499 304,121 304,121
Total deductions 510 7,906,005 7,906,005


Net income (loss) for income tax purposes – enter on line 300 of the T2 return . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -325,650


T2 SCH 1 E (10)
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SCHEDULE 4


CORPORATION LOSS CONTINUITY AND APPLICATION


Name of corporation Business Number Tax year-end
Year Month Day


2011-12-31PACIFIC NORTHERN GAS LTD. 10404 2320 RC0001


Use this form to determine the continuity and use of available losses; to determine a current-year non-capital loss, farm loss, restricted farm loss, or limited
partnership loss; to determine the amount of restricted farm loss and limited partnership loss that can be applied in a year; and to ask for a loss carryback to
previous years.


A corporation can choose whether or not to deduct an available loss from income in a tax year. The corporation can deduct losses in any order. However, for
each type of loss, deduct the oldest loss first.


According to subsection 111(4) of the Income Tax Act, when control has been acquired, no amount of capital loss incurred for a tax year ending (TYE) before
that time is deductible in computing taxable income in a TYE after that time. Also, no amount of capital loss incurred in a TYE after that time is deductible in
computing taxable income of a TYE before that time.


When control has been acquired, subsection 111(5) provides for similar treatment of non-capital and farm losses, except as listed in
paragraphs 111(5)(a) and (b).


For information on these losses, see the T2 Corporation – Income Tax Guide.


File one completed copy of this schedule with the T2 return, or send the schedule by itself to the tax centre where the return is filed.


Parts, sections, subsections, paragraphs, and subparagraphs mentioned in this schedule refer to the Act.


Part 1 – Non-capital losses


Net income (loss) for income tax purposes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Deduct: (increase a loss)


Net capital losses deducted in the year (enter as a positive amount) . . . . . . . . . . . . . . . . . . . . . . 


Taxable dividends deductible under sections 112, 113(1), or subsection 138(6) . . . . . . . . . . . . . . 


Amount of Part VI.1 tax deductible . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Amount deductible as prospector's and grubstaker's shares – Paragraph 110(1)(d.2) . . . . . . . . . . 


Subtotal (if positive, enter "0")


Deduct: (increase a loss)


Section 110.5 or subparagraph 115(1)(a)(vii) – Addition for foreign tax deductions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Subtotal


Determination of current-year non-capital loss


-325,650


-325,650


-325,650


Current-year farm loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Current-year non-capital loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Non-capital loss at the end of the previous tax year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Add: (decrease a loss)


(whichever is less: the net loss from farming or fishing included in the income, or
the non-capital loss before deducting the farm loss. Enter this amount on line 310.)


(if positive, enter "0"; if negative, enter this amount on line 110 as a positive)


Continuity of non-capital losses and request for a carryback


Deduct: Non-capital loss expired* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Non-capital losses at the beginning of the tax year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Non-capital losses transferred on the amalgamation or the wind-up of a subsidiary corporation . 


Current-year non-capital loss (from calculation above) . . . . . . . . . . . . . . . . . . . . . . . . . . 


100


102


105


110


Subtotal


Add:


-325,650


1,207,086


1,207,086


325,650
325,650


1,207,086


325,650


1,532,736


T2 SCH 4 E (11)
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Part 1 – Non-capital losses (continued)


Subtotal from page 1 1,532,736


Non-capital losses of previous tax years applied in the current tax year
(enter on line 331 of the T2 return) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Current and previous year non-capital losses applied against current-year taxable dividends
subject to Part IV tax (enter on lines 330 and 335 of Schedule 3, Dividends Received,
Taxable Dividends Paid, and Part IV Tax Calculation, respectively) . . . . . . . . . . . . . . . . . . 


Subsection 111(10) – Adjustments for fuel tax rebate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


130


135


Amount of non-capital losses available to carry back or carry forward to other years


Deduct – Request to carry back non-capital loss to:


First previous tax year to reduce taxable income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Second previous tax year to reduce taxable income . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Third previous tax year to reduce taxable income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


First previous tax year to reduce taxable dividends subject to Part IV tax . . . . . . . . . . . . . . . 


Second previous tax year to reduce taxable dividends subject to Part IV tax . . . . . . . . . . . . . 


Third previous tax year to reduce taxable dividends subject to Part IV tax . . . . . . . . . . . . . . . 


901


902


903


913


912


911


180Closing balance of non-capital losses to be carried forward to future tax years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Other adjustments (includes adjustments for an acquisition of control) . . . . . . . . . . . . . . . . 150


Section 80 – Adjustments for forgiven amounts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 140


Deduct:


1,532,736


1,532,736


A non-capital loss expires as follows:*
after 7 tax years if it arose in a tax year ending before March 23, 2004;


after 10 tax years if it arose in a tax year ending after March 22, 2004, and before 2006; and


after 20 tax years if it arose in a tax year ending after 2005.


An allowable business investment loss becomes a net capital loss as follows:


after 7 tax years if it arose in a tax year ending before March 23, 2004; and


after 10 tax years if it arose in a tax year ending after March 22, 2004.


Part 2 – Capital losses


200


205


210


Subtotal


Capital losses at the end of the previous tax year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Capital losses transferred on the amalgamation or the wind-up of a subsidiary corporation . . . . 


Add: Current-year capital loss (from the calculation on Schedule 6) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


ABILs expired as non-capital loss: line 215 divided by the inclusion rate*** 220


Section 80 – Adjustments for forgiven amounts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Other adjustments (includes adjustments for an acquisition of control) . . . . . . . . . . . . . . . . 250


240


Deduct:


Subtotal


Unused non-capital losses that expired in the tax year* . . . . . . . . . . . . . . . . . . . . . . . . . . . . A


Allowable business investment losses (ABIL) that expired as non-capital losses in the tax year** . . . . B


Enter amount from line A or B, whichever is less . . . . . . . . . . . . . . . . . . . . . . . . . . . . 215


% . . . . . . . . . . . . . . . . . . . . . . 


Continuity of capital losses and request for a carryback


50.0000
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Part 2 – Capital losses (continued)


Subtotal from page 2


Deduct: Capital losses from previous tax years applied against the current-year net capital gain (see Note 1) . . . . . . . . . . . . 225


Amount of capital losses available to carry back or carry forward to other years


Deduct – Request to carry back capital loss to (see Note 2):


951


953


952


Capital gain
(100%)


First previous tax year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Second previous tax year . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Third previous tax year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Amount carried back
(100%)


280Capital losses – Closing balance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Note


If there has been an amalgamation or a windup of a subsidiary, do a separate calculation of the ABIL expired as non-capital loss for each predecessor or
subsidiary. Add all these amounts, and enter the total at line 220 above.


28,702,430


To get the net capital losses required to reduce the taxable capital gain included in the net income (loss) for the purpose of current-year tax, enter the
amount from line 225 multiplied by 50% on line 332 of the T2 return.


Note 1


Note 2


On line 225, 951, 952, or 953, whichever applies, enter the actual amount of the loss. When the loss is applied, multiply this amount by the 50% inclusion
rate.


* If the losses were incurred in a tax year ending before March 23, 2004, enter the losses from the 8th previous tax year. If the losses were incurred in a tax
year ending after March 22, 2004, and before 2006, enter the losses from the 11th previous tax year. Enter the losses from the 21st previous tax year if
the losses were incurred in a tax year ending after 2005. Enter the part that was not used in previous years and the current year on line A.


If the losses were incurred in a tax year ending before March 23, 2004, enter the losses from the 8th previous tax year. If the losses were incurred in a tax
year ending after March 22, 2004, enter the losses from the 11th previous tax year. Enter the full amount on line B.


**


This inclusion rate is the rate used to calculate your ABIL referred to at line B. Therefore, use one of the following inclusion rates, whichever applies:


For ABILs incurred in the 1999 and previous tax years, use 0.75.


For ABILs incurred in the 2000 and 2001 tax years, the inclusion rate is equal to amount M on Schedule 6 – Version T2SCH6(01)


For ABILs incurred in the 2002 and later tax years, use 0.50.


***


Part 3 – Farm losses


300


302


Farm losses at the end of the previous tax year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Deduct: Farm loss expired* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Farm losses at the beginning of the tax year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Farm losses transferred on the amalgamation or the windup of a subsidiary corporation . . . . . 


Current-year farm loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


305


310


Continuity of farm losses and request for a carryback


Add:


Subtotal
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Part 3 – Farm losses (continued)


Subtotal from page 3


330


Deduct:


Amount applied against taxable income (enter on line 334 of the T2 return) . . . . . . . . . . . . . 


Amount applied against taxable dividends subject to Part IV tax . . . . . . . . . . . . . . . . . . . . 


Other adjustments (includes adjustments for an acquisition of control) . . . . . . . . . . . . . . . . 


340


335


Amount of farm losses available to carry back or carry forward to other years


Deduct – Request to carry back farm loss to:


921


923


922


First previous tax year to reduce taxable income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


380Farm losses – Closing balance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Section 80 – Adjustments for forgiven amounts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


350


First previous tax year to reduce taxable dividends subject to Part IV tax . . . . . . . . . . . . . . . 931


932


933


Third previous tax year to reduce taxable income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Second previous tax year to reduce taxable income . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Third previous tax year to reduce taxable dividends subject to Part IV tax . . . . . . . . . . . . . . . 


Second previous tax year to reduce taxable dividends subject to Part IV tax . . . . . . . . . . . . . 


* A farm loss expires as follows:


after 10 tax years if it arose in a tax year ending before 2006; and


after 20 tax years if it arose in a tax year ending after 2005.


Part 4 – Restricted farm losses


Total losses for the year from farming business . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 485 C


Minus the deductible farm loss:


$2,500 plus D or E, whichever is less . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


D(amount C above


E


– $2,500) divided by 2 =


Current-year restricted farm loss (amount C minus amount F) (enter this amount on line 410) . . . . . . . . . . . . . . . . . . . . . . . . . . 
F


Current-year restricted farm loss


Continuity of restricted farm losses and request for a carryback


400


402


Restricted farm losses at the end of the previous tax year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Deduct: Restricted farm loss expired* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Restricted farm losses at the beginning of the tax year . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Restricted farm losses transferred on the amalgamation or the wind-up
of a subsidiary corporation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Current-year restricted farm loss (enter on line 233 of Schedule 1) . . . . . . . . . . . . . . . . . . 


405


410


Add:


Subtotal


2,500


6,250


2,5002,500
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Part 4 – Restricted farm losses (continued)


Subtotal from page 4


430


Deduct:


Amount applied against farming income (enter on line 333 of the T2 return) . . . . . . . . . . . . . 


Other adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


440


Amount of restricted farm losses available to carry back or carry forward to other years


Deduct – Request to carry back restricted farm loss to:


941


943


942


First previous tax year to reduce farming income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


480Restricted farm losses – Closing balance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Section 80 – Adjustments for forgiven amounts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


450


The total losses for the year from all farming businesses are calculated without including scientific research expenses.


Third previous tax year to reduce farming income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Second previous tax year to reduce farming income . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Note


A restricted farm loss expires as follows:


after 10 tax years if it arose in a tax year ending before 2006; and


after 20 tax years if it arose in a tax year ending after 2005.


*


Part 5 – Listed personal property losses


500


502


Listed personal property losses at the end of the previous tax year . . . . . . . . . . . . . . . . . . . . . . . . 


Deduct: Listed personal property loss expired after seven tax years . . . . . . . . . . . . . . . . . . . 


Listed personal property losses at the beginning of the tax year . . . . . . . . . . . . . . . . . . . . . . 


Add: Current-year listed personal property loss (from Schedule 6) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Deduct:


Previous year personal property losses applied in the current tax year against listed
personal property gains (enter on line 655 of Schedule 6) . . . . . . . . . . . . . . . . . . . . . . . . 


Other adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


530


550


Amount of listed personal property losses available to carry back or carry forward to other years


510


Subtotal


Deduct – Request to carry back listed personal property loss to:


961


580Listed personal property losses – Closing balance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


First previous tax year to reduce listed personal property gains . . . . . . . . . . . . . . . . . . . . . . 


962


963Third previous tax year to reduce listed personal property gains . . . . . . . . . . . . . . . . . . . . . 


Second previous tax year to reduce listed personal property gains . . . . . . . . . . . . . . . . . . . . 


Continuity of listed personal property loss and request for a carryback
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Part 7 – Limited partnership losses


Current-year
limited


partnership losses
(column 3 minus 6)


Total of corporation's
share of partnership
investment tax credit,
farming losses, and
resource expenses


Partnership
identifier


Tax year ending
YYYY/MM/DD


Corporation's
share of limited
partnership loss


Corporation's
at-risk amount


1 2 3 4 5 6


600 602 604 606 608 620


7


Column 4 minus
column 5


(if negative, enter "0")


Current-year limited partnership losses


2011-12-31 6,085,191MCNAIR CREEK HYDRO LP 6,085,1911
2011-12-31 2,156,000456,138NARROWS INLET LP 2,156,0002


Total
(enter this amount on line 222 of Schedule 1)


Limited partnership
losses that may be
applied in the year


(the lesser of
columns 3 and 6)


Column 4 minus
column 5


(if negative, enter "0")


Partnership
identifier


Tax year ending
YYYY/MM/DD


Limited
partnership losses
at the end of the
previous tax year


Corporation's
at-risk amount


Total of corporation's
share of partnership
investment tax credit,
business or property
losses, and resource


expenses


634 636 650638


43


632


21


630


5 6 7


Limited partnership losses from previous tax years that may be applied in the current year


2011-12-31MCNAIR CREEK HYDRO LP1
2011-12-31NARROWS INLET LP2


6


Current year limited
partnership losses


closing balance to be carried
forward to future years


(662 + 664 + 670 – 675)


Limited partnership
losses applied


in the current year
(cannot be more than


column 650)


Current-year limited
partnership losses
(from column 620)


Limited partnership
losses transferred on
an amalgamation or


the windup of a
subsidiary


Limited partnership
losses at the end of
the previous tax year


Partnership
identifier


660 662 664 670 675 680


1 2 3 4 5


Continuity of limited partnership losses that can be carried forward to future tax years


MCNAIR CREEK HYDRO LP1
NARROWS INLET LP2


Total
(enter this amount on line 335 of the T2 return)


Note


If you have any current–or previous–year losses, please enter your partnership identifier on line 600, 630, or 660.


Part 8 – Election under paragraph 88(1.1)(f)


If you are making an election under paragraph 88(1.1)(f), check the box . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 190 Yes


Further to a winding-up of a subsidiary, the portion of a non-capital loss, restricted farm loss, farm loss, or limited partnership loss
from a wholly-owned subsidiary is deemed to be the loss of a parent from its tax year starting after the commencement of the
winding-up.


Note


This election is only applicable for wind-ups under 88(1) that are reported on Schedule 24, First-Time Filer after Incorporation, Amalgamation, or Winding-up
of a Subsidiary into a Parent, and the deemed provision is only for the tax years that start after the commencement of the wind-up.
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Non-Capital Loss Continuity Workchart


Part 6 – Analysis of balance of losses by year of origin


Year
of origin


Balance at
beginning


of year


Loss incurred
in current


year
Adjustments
and transfers


Loss
carried back
Parts I & IV


Taxable
income


Applied to reduce


Part IV
tax


Balance at
end of year


Non-capital losses – losses that can be carried forward over 20 years


Current N/A N/A325,650 325,650


N/A N/A


1st preceding taxation year


2011-12-19


N/A N/A


2nd preceding taxation year


2010-12-31 384,923 384,923


N/A N/A


3rd preceding taxation year


2009-12-31 679,056 679,056


N/A N/A


4th preceding taxation year


2008-12-31 813 813


N/A N/A


5th preceding taxation year


2007-12-31


N/A N/A


6th preceding taxation year


2006-12-31


N/A N/A


7th preceding taxation year


2005-12-31


N/A N/A


8th preceding taxation year


2004-12-31


N/A N/A


9th preceding taxation year


2003-12-31


N/A N/A


10th preceding taxation year


2002-12-31


N/A N/A


11th preceding taxation year


2002-03-13


N/A N/A


12th preceding taxation year


2001-12-31


N/A N/A


13th preceding taxation year


2000-12-31


N/A N/A


14th preceding taxation year


1999-12-31


N/A N/A


15th preceding taxation year


1998-12-31


N/A N/A


16th preceding taxation year


1997-12-31


N/A N/A


17th preceding taxation year


1996-12-31


N/A N/A


18th preceding taxation year


1995-12-31


N/A N/A


19th preceding taxation year


1994-12-31


N/A N/A


20th preceding taxation year


*1993-12-31


Total 1,064,792 1,390,442325,650
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Non-capital losses – losses that can be carried forward over 10 years


Year
of origin


Balance at
beginning


of year


Loss incurred
in current


year
Adjustments
and transfers


Loss
carried back
Parts I & IV


Taxable
income


Applied to reduce


Part IV
tax


Balance at
end of year


Current N/A N/AN/A N/A N/A N/A


N/A N/A


1st preceding taxation year


2011-12-19


N/A N/A


2nd preceding taxation year


2010-12-31


N/A N/A


3rd preceding taxation year


2009-12-31


N/A N/A


4th preceding taxation year


2008-12-31


N/A N/A


5th preceding taxation year


2007-12-31


N/A N/A


6th preceding taxation year


2006-12-31


N/A N/A


7th preceding taxation year


2005-12-31 16,698 16,698


N/A N/A


8th preceding taxation year


2004-12-31 125,596 125,596


N/A N/A


9th preceding taxation year


2003-12-31


N/A N/A


10th preceding taxation year


*2002-12-31


Total N/A N/A142,294 142,294


* This balance expires this year and will not be available next year.
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SCHEDULE 8


CAPITAL COST ALLOWANCE (CCA)


Year Month Day


Name of corporation Business Number Tax year end


2011-12-31PACIFIC NORTHERN GAS LTD. 10404 2320 RC0001


Is the corporation electing under regulation 1101(5q)? 101 1 Yes 2 No


For more information, see the section called "Capital Cost Allowance" in the T2 Corporation Income Tax Guide.


X


Class
number


(See
Note)


Undepreciated
capital cost at
the beginning


of the year
(undepreciated
capital cost at
the end of last


year)


Cost of
acquisitions


during the year
(new property


must be
available
for use)*


Net
adjustments**


Proceeds of
dispositions


during the year
(amount not to


exceed the
capital cost)


50% rule (1/2
of the amount,
if any, by which


the net cost
of acquisitions


exceeds
column 5)***


1 2 3 4 5 6 7


Reduced
undepreciated


capital cost


8


CCA
rate
%


****


9


Recapture of
capital cost
allowance
(line 107 of
Schedule 1)


10


Terminal loss
(line 404 of
Schedule 1)


11


Capital cost
allowance


(for declining
balance method,


column 7
multiplied by
column 8, or a
lower amount)


(line 403 of
Schedule 1)


*****


12


Undepreciated
capital cost
at the end of


the year
(column 6


plus column 7
minus


column 11)


200 201 203 205 207 211 212 213 215 217 220


Description


1. 1 52,779,664 0 52,779,664 4 0 0 69,409 52,710,255Pipeline (post '87)


2. 2 12,206,973 0 12,206,973 6 0 0 24,079 12,182,894Pipeline (pre '88)


3. 3 668,846 0 668,846 5 0 0 1,099 667,747Buildings


4. 6 47,485 0 47,485 10 0 0 156 47,329Buildings


5. 7 205,237 0 205,237 15 0 0 1,012 204,225Compressor equipment (transmiss.) post Feb-05


6. 8 893,036 0 893,036 20 0 0 5,872 887,164Equipment


7. 10 1,024,601 0 1,024,601 30 0 0 10,106 1,014,495Mobile / Computers


8. 12 1,881 0 1,881 100 0 0 62 1,819Software


9. 13 23,340 0 23,340 NA 0 0 303 23,037Leasehold improvemen


10. 17 53,391 0 53,391 8 0 0 140 53,251Paving, yards


11. 38 216 0 216 30 0 0 2 214Earthmoving Equipment


12. 45 2,630 0 2,630 45 0 0 39 2,591Computer HW


13. 46 93,607 0 93,607 30 0 0 923 92,684Computer HW network


14. 49 13,910,324 0 13,910,324 8 0 0 36,586 13,873,738Transmission pipelines (after 2-22-05)


15. 51 2,136,919 0 2,136,919 6 0 0 4,215 2,132,704Pipe Lines Distribution - post March 18, 2007


16. 50 26,050 0 26,050 55 0 0 471 25,579Computer Equipment - Post March 18, 2007


Totals 84,074,200 84,074,200 154,474 83,919,726
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* Include any property acquired in previous years that has now become available for use. This property would have been previously
excluded from column 3. List separately any acquisitions that are not subject to the 50% rule, see Regulation 1100(2) and (2.2).


*** The net cost of acquisitions is the cost of acquisitions (column 3) plus or minus certain adjustments from column 4. For exceptions
to the 50% rule, see Interpretation Bulletin IT-285, Capital Cost Allowance – General Comments.


***** If the tax year is shorter than 365 days, prorate the CCA claim. Some classes of property do not have to be prorated. See the
T2 Corporation Income Tax Guide for more information.


Include amounts transferred under section 85, or on amalgamation and winding-up of a subsidiary. See the T2 Corporation Income
Tax Guide for other examples of adjustments to include in column 4.


**


Note: Class numbers followed by a letter indicate the basic rate of the class taking into account the additional deduction allowed.
Class 1a: 4% + 6% = 10% (class 1 to 10%), class 1b: 4% + 2% = 6% (class 1 to 6%).


Enter a rate only, if you are using the declining balance method. For any other method (for example the straignt-line method, where
calculations are always based on the cost of acquisitions), enter N/A. Then enter the amount you are claiming in column 11.


****


T2 SCH 8 (11)
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SCHEDULE 9


RELATED AND ASSOCIATED CORPORATIONS


Year Month Day


Name of corporation Business Number Tax year end


2011-12-31PACIFIC NORTHERN GAS LTD. 10404 2320 RC0001


Complete this schedule if the corporation is related to or associated with at least one other corporation.


For more information, see the T2 Corporation Income Tax Guide.


Country
of resi-
dence
(other
than


Canada)


Business number
(see note 1)


Rela-
tion-
ship
code
(see 


note 2)


Number of
common shares


you own


% of
common
shares


you own


Number of
preferred shares


you own


% of
preferred
shares


you own


Book value of
capital stock


Name


100 200 300 400 500 550 600 650 700


. ALTAGAS DEI ACQUISITION INC. NR1 3


. ALTAGAS ENERGY SOLUTIONS INC. 87426 2975 RC00012 3


. ALTAGAS FACILITIES (U.S.) INC. NR3 3


. ALTAGAS GENERAL PARTNER INC. 85730 8605 RC00014 3


. ALTAGAS HOLDINGS INC. 85723 5402 RC00015 3


. ALTAGAS INVESTMENT LTD. 84135 3303 RC00016 3


. ALTAGAS LTD. 13786 4229 RC00037 3


. ALTAGAS MARKETING (U.S.) INC. NR8 3


. ALTAGAS NATURAL GAS STORAGE LTD. 89272 0699 RC00019 3


. ALTAGAS RENEWABLE ENERGY COLORADO LLCNR10 3


. ALTAGAS RENEWABLE ENERGY INC. 89498 9722 RC000111 3


. ALTAGAS RENEWABLE ENERGY MIDWEST INC.NR12 3


. ALTAGAS RENEWABLE ENERGY PACIFIC INC. NR13 3


. ALTAGAS SERVICES (U.S.) INC. NR14 3


. ALTAGAS UTILITIES INC. 10244 5384 RC000115 3


. ALTAGAS UTILITY GROUP INC. 83372 1871 RC000116 3


. ALTAGAS UTILITY HOLDINGS (NS) INC. 85643 2448 RC000117 3


. ALTAGAS UTILITY HOLDINGS (PACIFIC) INC. 84732 2302 RC000118 1


. ALTAGAS UTILITY HOLDINGS INC. 87043 9759 RC000119 3


. BEAR MOUNTAIN WIND POWER CORP. 81637 2148 RC000120 3


. COAST MOUNTAIN HYDRO CORP. 86164 4193 RC000121 3


. HERITAGE GAS LIMITED 86462 7849 RC000122 3


. HIGHWATER POWER CORPORATION 14083 8699 RC000123 3


. INUVIK GAS LTD. 88665 3492 RC000124 3


. MC HYDRO HOLDING CORP. 88348 1400 RC0001 19,420 97.100 98125 2


. NARROWS INLET GP INC. 82635 9713 RC0001 98 98.000 9826 2


. PACIFIC NORTHERN GAS (N.E.) LTD. 10393 1457 RC0002 6,457,918 100.000 9,925,49927 2


. PACIFIC NORTHERN GAS TRANSITION LTD. 86289 1900 RC000128 3


. PNG MARKETING LTD. NR29 3


. TAYLOR PROCESSING INC. 87319 4815 RC000330 3


. UTILITY GROUP FACILITIES INC. 85324 5017 RC000131 3


Note 1: Enter "NR" if the corporation is not registered or does not have a business number.


Note 2: Enter the code number of the relationship that applies from the following order: 1 - Parent  2 - Subsidiary  3 - Associated  4 - Related but not associated


T2 SCH 9 (11)
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SCHEDULE 10


CUMULATIVE ELIGIBLE CAPITAL DEDUCTION


Year Month Day


Name of corporation Business Number Tax year end


2011-12-31PACIFIC NORTHERN GAS LTD. 10404 2320 RC0001


For use by a corporation that has eligible capital property. For more information, see the T2 Corporation Income Tax Guide.


A separate cumulative eligible capital account must be kept for each business.


Part 1 – Calculation of current year deduction and carry-forward


x(add amounts G,H, and I)


Cumulative eligible capital - Balance at the end of the preceding taxation year (if negative, enter “0”)


230


248


F


Deduct:


Cost of eligible capital property acquired
during the taxation year . . . . . . . . . . 


Proceeds of sale (less outlays and expenses not
otherwise deductible) from the disposition of all
eligible capital property during the taxation year . . . . . . . 


200 A


J


Add:
222


Amount transferred on amalgamation or wind-up of subsidiary . . . . . . . . . . . . . . . . . . . . . . . . 224


Other adjustments . . . . . . . . . . . . . . 226


Subtotal (line 222 plus line 226)


Subtotal (add amounts A, D, and E)


B


242 G


The gross amount of a reduction in respect of a forgiven
debt obligation as provided for in subsection 80(7) . . . . . 244 H


Other adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . . 246 I


x


=


=/


/


Non-taxable portion of a non-arm's length
transferor's gain realized on the transfer
of an eligible capital property to the
corporation after December 20, 2002 . . 228 x / = C


amount B minus amount C (if negative, enter "0") D


E


KCumulative eligible capital balance (amount F minus amount J) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


(if amount K is negative, enter "0" at line M and proceed to Part 2)


Cumulative eligible capital for a property no longer owned after ceasing to carry on
that business . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 249


258,227


258,227


43


43


1 2


258,227


250x % =


amount K


 amount from line 249less


Current year deduction . . . . . . . . . . . . . . *7.00 594


258,227


258,227


300Cumulative eligible capital – Closing balance (amount K minus amount L) (if negative, enter "0") . . . . . M


You can claim any amount up to the maximum deduction of 7%. The deduction may not exceed the maximum
amount prorated by the number of days in the taxation year divided by 365.


(line 249 plus line 250) (enter this amount at line 405 of Schedule 1) L


*


257,633


594 594


T2 SCH 10 (04)
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Part 2 – Amount to be included in income arising from disposition


410


Amount from line K (show as positive amount) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


(complete this part only if the amount at line K is negative)


1


Q


P


400


O


Total of cumulative eligible capital (CEC) deductions from income for taxation years
beginning after June 30, 1988 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Total of all amounts which reduced CEC in the current or prior years under
subsection 80(7) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Total of CEC deductions claimed for taxation years
beginning before July 1, 1988 . . . . . . . . . . . . . . . . . . . 


Negative balances in the CEC account that were included
in income for taxation years beginning before July 1, 1988


N


401 2


3402


408 4


Line 3 minus line 4 (if negative, enter "0") . . . . . . . . . . . . . . . 


Total of lines 1, 2 and 5 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Subtotal (line 7 plus line 8)


Line 6 minus line 9 (if negative, enter "0") . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Line N minus line O (if negative, enter "0") . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Line 5


Amount N or amount O, whichever is less . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Amount to be included in income (amount S plus amount T) (enter this amount on line 108 of Schedule 1)


5


6


R


S


T


409


Line P minus line Q (if negative, enter "0") . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
x


x /


/


Amounts included in income under paragraph 14(1)(b), as
that paragraph applied to taxation years ending after June
30, 1988 and before February 28, 2000, to the extent that
it is for an amount described at line 400 . . . . . . . . . . . . . . . . 7


Amounts at line T from Schedule 10 of previous taxation years 
ending after February 27, 2000 . . . . . . . . . . . . . . . . . . . . . . 8


9


=


=Amount R


21


2 3
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SCHEDULE 12


RESOURCE-RELATED DEDUCTIONS


Year Month Day


Name of corporation Business Number Tax year-end


PACIFIC NORTHERN GAS LTD. 10404 2320 RC0001 2011-12-31


This schedule is for use by corporations claiming resource-related deductions.


Complete the appropriate parts of this schedule and report the amount you calculate on one of the following lines of Schedule 1:


line 340: Canadian development expenses;


line 341: Canadian exploration expenses;


line 342: Canadian oil and gas property expenses;


line 344: depletion; or


line 345: foreign exploration and development expenses (line 345 includes specified foreign exploration and development 
expenses and foreign resource expenses).


The earned depletion base is defined in Regulation 1205(1), and the mining exploration depletion base is defined in Regulation 1203(2). 
You will find specific rules for claiming an earned depletion allowance in Regulations 1201 and 1202(2) and a mining exploration
depletion allowance in Regulation 1203(1).


Sections, subsections, and paragraphs referred to on this schedule are from the Income Tax Act and the Income Tax Regulations.


For more information, see the T2 Corporation – Income Tax Guide.


Part 1 – Continuity of earned depletion base


Successor expensesRegular expenses


Balance at end of previous tax year
101 126


Add: transferred on amalgamation or wind-up of subsidiary *
105 130


Add: transferred other than on amalgamation or wind-up of subsidiary *
132


Deduct: transferred on sale of resource property to successor
110 135


Amount available **


Deduct: claim for the year per Regulation 1202(2)
140


Deduct: claim for the year per Regulation 1201
115


Closing balance
120 145


* Earned depletion base transferred on amalgamation or wind-up to which subsections 87(1.2) and 88(1.5) apply should be entered in the "Regular expenses"
column if the expenses were regular expenses in the hands of the amalgamating company or the subsidiary being wound up.


** If the amount is negative, enter "0" at lines 115 and 120 and/or lines 140 and 145.


Part 2 – Continuity of mining exploration depletion base


Balance at end of previous tax year
150


Add: transferred on amalgamation or wind-up of subsidiary
155


Add: transferred other than on amalgamation or wind-up of subsidiary
160


Deduct: transferred on disposal of resource property to successor
165


Amount available *


Deduct: claim for the year per Regulation 1203(1)
170


Closing balance
175


* If the amount is negative, enter "0" at lines 170 and 175.


Enter the total of lines 115, 140, and 170 at line 344 of Schedule 1.


T2 SCH 12 E (07)
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Part 3 – Cumulative Canadian exploration expenses


Successor expensesRegular expenses


Balance at end of previous tax year
200 250


Add: current year expenses
205


Add: reclassified Canadian development expenses [subsections 66.1(9) and 66.7(9)]
255


Add: transferred on amalgamation or wind-up of subsidiary *
215 260


210


Add: current year expenses under look-back rules [subsection 66(12.66)]
206


100,000


Add: transferred other than on amalgamation or wind-up of subsidiary *
265


Add: Canadian renewable and conservation expenses
217


Add: other additions
220


1,668,875


Deduct: government assistance and grants


Deduct: other deductions or transfers


225


230 280


Deduct: transferred on disposition of resource property to successor
240 290


Amount available **


current and previous year Canadian exploration expenses renounced
in the year pursuant to a flow-through share agreement


243Deduct:


Deduct: expenses renounced under look-back rules [subsection 66(12.66)]
244


1,768,875


ITC pre-production mining expenditures


299
Closing balance


Deduct: current year claim per subsections 66.1(2) and 66.7(3) ***
245


249


295


1,768,875


* Canadian exploration expenses transferred on amalgamation or wind-up to which subsections 87(1.2) and 88(1.5) apply should be entered in the
"Regular expenses" column if the expenses were regular expenses in the hands of the amalgamating company or the subsidiary being wound up.


If the amount in the "Regular expenses" column is negative, include it as income in the "Other additions" area on page 2 of Schedule 1 and enter "0"
at lines 245 and 249 above. If the amount in the "Successor expenses" column is negative, include it as income in the "Other additions" area on page 2
of Schedule 1 and enter "0" at lines 295 and 299 above.


**


***The maximum deduction is the amount available in the "Regular expenses" column plus the lesser of the amount available in the "Successor expenses"
column and the amount determined pursuant to paragraph 66.7(3)(b), which, in most cases, will be the income attributable to the disposition of
successored properties and the production income from successored properties.


Enter the total of lines 245 and 295 at line 341 of Schedule 1.
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Part 4 – Cumulative Canadian development expenses


Successor expensesRegular expenses


Balance at end of previous tax year
300 350


Add: current year expenses
303


Add: transferred on amalgamation or wind-up of subsidiary *
355


Add: transferred other than on amalgamation or wind-up of subsidiary *
357


305


Add: current year expenses under look-back rules [subsection 66(12.66)]
304


Add: other additions


365
Deduct: reclassified Canadian exploration expenses [subsections 66.1(9) and 66.7(9)]


315


Deduct: government assistance and grants
320


310


Deduct: credit balance in the cumulative Canadian oil and gas property expense pool


Deduct: 325


380330


receivable on disposition of underground oil and gas storage rights or
mining property


Deduct: other deductions or transfers
335 385


Amount available **


Deduct: transferred on disposition of resource property to successor
340 390


343Deduct: current and previous year Canadian development expenses renounced
in the year pursuant to a flow-through share agreement


Deduct: expenses renounced under look-back rules [subsection 66(12.66)]
344


Deduct: current year claim [subsections 66.2(2) and 66.7(4)] ***


Closing balance


345


349


395


399


* Canadian development expenses transferred on amalgamation or wind-up to which subsections 87(1.2) and 88(1.5) apply should be entered in the
"Regular expenses" column if the expenses were regular expenses in the hands of the amalgamating company or the subsidiary being wound up.


(i) When the amount available in the "Successor expenses" column is negative and there is no designation pursuant to subparagraph 66.7(4)(a)(iii),
enter the amount at line 335. However, if a designation pursuant to subparagraph 66.7(4)(a)(iii) has been made, enter the negative amount available
from the "Successor expenses" column at line 440 in Part 5, "Cumulative Canadian oil and gas property expenses." If this results in a negative
amount in the "Regular expenses" column of Part 5, enter the amount at line 330 above. In both instances, enter "0" at lines 395 and 399 above.


(ii) If the amount in the "Regular expenses" column is negative, include it as income in the "Other additions" area on page 2 of Schedule 1 and enter
"0" at lines 345 and 349 above.


**


***The maximum deduction is 30% of the amount available in the "Regular expenses" column, plus the lesser of 30% of the amount available in the
"Successor expenses" column and the amount determined pursuant to paragraph 66.7(4)(b). In most cases, this will be the income attributable to
the production income from successored properties. For a tax year of less than 51 weeks, 30% is prorated based on the number of days in the tax
year divided by 365.


Enter the total of lines 345 and 395 at line 340 of Schedule 1.
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Part 5 – Cumulative Canadian oil and gas property expenses


Balance at end of previous tax year


Regular expenses


400


Successor expenses


450


Add: current year expenses
405


455
Add: transferred on amalgamation or wind-up of subsidiary *


460


410


Add: transferred other than on amalgamation or wind-up of subsidiary *


Add: other additions


470
Deduct: received or receivable on disposition of Canadian oil and gas property


420


Deduct: government assistance and grants
425


415


Deduct: transferred on disposition of resource property to successor
435 485


Deduct: other deductions or transfers
440 490


Amount available **


Deduct: current year claim per subsections 66.4(2) and 66.7(5) ***


Closing balance


445


449


495


499


* Canadian oil and gas property expenses transferred on amalgamation or wind-up to which subsections 87(1.2) and 88(1.5) apply should be entered in the
"Regular expenses" column if the expenses were regular expenses in the hands of the amalgamating company or the subsidiary being wound up.


** (i) When the amount available in the "Successor expenses" column is negative and there is no designation pursuant to subparagraph 66.7(4)(a)(iii),
enter the amount at line 440 and enter "0" at lines 495 and 499. If this results in the amount available in the "Regular expenses" column becoming
negative, enter the negative amount at line 380 in Part 4, "Cumulative Canadian development expenses," and enter "0" at lines 445 and 449. If the
amount available in the "Successor expenses" column of Part 4 becomes negative, enter the amount at line 335 in Part 4.


When a designation pursuant to subparagraph 66.7(4)(a)(iii) has been made, enter the negative amount available from the "Successor expenses" column
at line 380 in Part 4, "Cumulative Canadian development expenses," and enter "0" at lines 495 and 499 above. If the amount available in the "Successor
expenses" column in Part 4 becomes negative, enter the negative amount at line 440. If this results in a negative amount in the "Regular expenses"
column in Part 5, enter the amount at line 330 in Part 4.


(ii) When the amount available in the "Regular expenses" column is negative due to other than (i) above, enter the amount at line 330 in Part 4 and enter
"0" at lines 445 and 449 above.


*** The maximum deduction is 10% of the amount available in the "Regular expenses" column plus the lesser of 10% of the amount available in the
"Successor expenses" column and the amount determined pursuant to paragraph 66.7(5)(b). In most cases, this will be the income attributable
to the production income from successored properties. For a fiscal period of less than 51 weeks, 10% is prorated based on the number of days
in the tax year divided by 365.


Enter the total of lines 445 and 495 at line 342 of Schedule 1.
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Part 6 – Foreign exploration and development expenses


Successor expensesRegular expenses


Foreign exploration and development expenses are those incurred before 2001. If the expenses are specified foreign exploration and development expenses,
complete Part 7.


Balance at end of previous tax year
500 550


Add: transferred on amalgamation or wind-up of subsidiary *
510 555


Add: transferred other than on amalgamation or wind-up of subsidiary *
560


Deduct: other deductions or transfers 515 565


Amount available **


Deduct: current year claim per subsections 66(4) and 66.7(2) ***
520


Closing balance
525 575


570


* Foreign exploration and development expenses transferred on amalgamation or wind-up to which subsections 87(1.2) and 88(1.5) apply should be entered
in the "Regular expenses" column if the expenses were regular expenses in the hands of the amalgamating company or the subsidiary being wound up.


** If the amount in the "Regular expenses" column is negative, include it as income in the "Other additions" area on page 2 of Schedule 1 and enter "0" at
lines 520 and 525 above. If the amount in the "Successor expenses" column is negative, include it as income in the "Other additions" area on page 2
of Schedule 1 and enter "0" at lines 570 and 575 above.


*** The maximum deduction for regular expenses is the lesser of: (a) the amount available in the "Regular expenses" column; and (b) the greater of
foreign-source resource income and 10% of the amount available in the "Regular expenses" column. For successor expenses, the maximum
allowable is the lesser of the amount available and foreign-source resource income attributable to successored properties. Foreign-source resource
income includes income from oil and gas wells or mines outside Canada and proceeds less applicable expenses and reserves on disposition of
foreign resource property. For a fiscal period of less than 51 weeks, 10% is prorated based on the number of days in the tax year divided by 365.


Foreign-source resource income
530 580


Regular expenses Successor expenses
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Part 7 – Specified foreign exploration and development expenses


Specified foreign exploration and development expenses are foreign exploration and development expenses incurred in a tax year beginning before 2001
and that relate to a specific foreign country. The previous year expenses incurred and the current year claim must be sourced to the country to which they
relate. If an expense incurred was for two or more countries, determine a reasonable allocation of the expense to each country and maintain that allocation
consistently in the following years.


Country in which
regular expenses 


were incurred


B
Amount transferred on


amalgamation or
wind-up of subsidiary *


A
Balance at the end of the


previous tax year


601


Regular expenses


600 610


C
Other additions


611


D
Other deductions or


transfers


615


1
F


Current year claim per
subsection 66(4) ***


E
Amount available


(A+B+C-D) **


620


G
Closing balance


(E-F)


625


H
Foreign resource


income ****


630


1
I


Country in which
successor expenses


were incurred


L
Amount transferred other
than on amalgamation or


wind-up or subsidiary


J
Balance at the end of the


previous tax year


651


Successor expenses


650


K
Amount transferred on


amalgamation or
wind-up of subsidiary


655 660


M
Other deductions or


transfers


665


1
N


Amount available
(J+K+L-M) **


O
Current year claim per
subsection 66.7(2) ***


670


P
Closing balance


(N-O)


675


Q
Foreign resource income


680


1
R


* Foreign exploration and development expenses transferred on amalgamation or wind-up to which subsections 87(1.2) and 88(1.5) apply should be
entered in column B if the expenses were regular expenses in the hands of the amalgamating company or the subsidiary being wound up.


** If an amount in column E is negative, include it as income in the "Other additions" area on page 2 of Schedule 1, and enter "0" at lines 620 and 625
above. If an amount in column N is negative, include it as income in the "Other additions" area on page 2 of Schedule 1, and enter "0" at lines 670
and 675 above.


*** (i) The maximum deduction for regular expenses is the lesser of:


a) the total of all amounts available in column E; and
b) the greater of the total of all amounts in column H and 10% of the total of all amounts available in column E (for a fiscal period of less than


51 weeks, 10% is prorated based on the number of days in the tax year divided by 365).


The deduction claimed must be allocated to a particular country according to subsection 66(4.2).


(ii) The maximum deduction for successor expenses is the lesser of:


a) the total of all amounts available in column N; and
b) the total of all amounts in column Q attributable to successored properties [foreign resource income is calculated in accordance with


paragraph 66.7(2)(b)].


The deduction claimed must be allocated to a particular country according to subsection 66.7(2.2).


****The amount in column H is the excess of foreign resource income over the amount claimed under subsections 66.7(2) and 66.7(2.3).
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Part 8 – Cumulative foreign resource expenses
Foreign resource expenses are those that relate to a country other than Canada and that have been incurred in a tax year beginning after 2000. This
expense and its cumulative pool must be determined for each foreign country to which an expense relates. If an expense relates to two or more countries,
determine a reasonable allocation of the expense to each country.


Country in which
regular expenses


were incurred


CC
Amount transferred on 


amalgamation or wind-up
of subsidiary *


AA
Balance at the end of the


previous tax year


701


Regular expenses


700


BB
Current year expenses


705 710


DD
Other additions


711


1
FF


Amount available
(AA+BB+CC+DD-EE) **


GG
Current year claim per
subsection 66.21(4) ***


720


HH
Closing balance


(FF-GG)


725


II
Foreign resource
income (loss) ****


730


EE
Other deductions


or transfers


715


1
JJ


Country in which
successor expenses


were incurred


MM
Amount transferred other
than on amalgamation or


wind-up of subsidiary


KK
Balance at the end of the


previous tax year


751


Successor expenses


750


LL
Amount transferred on


amalgamation or wind-up
of subsidiary


755 760


NN
Other deductions or


transfers


765


1
OO


Amount available
(KK+LL+MM-NN) **


PP
Current year claim per


subsection 66.7(2.3) ***


770


QQ
Closing balance


(OO-PP)


775


RR
Foreign resource


income (loss)


780


1
SS


* Foreign resource expenses transferred on amalgamation or wind-up to which subsections 87(1.2) and 88(1.5) apply should be entered in column CC if
the expenses were regular expenses in the hands of the amalgamating company or the subsidiary being wound up.


** If an amount in column FF is negative, include it as income in the "Other additions" area on page 2 of Schedule 1, and enter "0" at lines 720 and 725
above. If an amount in column OO is negative, include it as income in the "Other additions" area on page 2 of Schedule 1, and enter "0" at lines 770
and 775 above.


*** (i) The maximum deduction for regular expenses is the total of A and B where:


A = the greater of: (i) 10% of the amount available in column FF; and (ii) the least of the following amounts: (a) 30% of the amount available in
column FF; (b) the foreign resource income for the particular country in column II calculated in accordance with subparagraph 66.21(4)(a)(ii);
or (c) the total of all amounts in column II. For a fiscal period of less than 51 weeks, 10% and 30% are prorated based on the number of days
in the tax year divided by 365.


B = the lesser of: (i) the amount in column FF minus the amount A above; and (ii) the global foreign resource limit for the year designated for that
country.


(ii) The maximum deduction for successor expenses is the lesser of:
a) 30% of the amount available in column OO (for a fiscal period of less than 51 weeks, 30% is prorated based on the number of days in the tax


year divided by 365); and
b) the foreign resource income in column RR attributable to successored properties [foreign resource income is calculated in accordance with


paragraph 66.7(2.3)(b)].


****Column II is the excess of foreign resource income over the total of any amount designated under subparagraph 59(1)(b)(ii) and claimed under subsections
66(4), 66.7(2), and 66.7(2.3).


Enter the total of lines 520 and 570 from Part 6, lines I and R from Part 7, and lines JJ and SS from Part 8 at line 345 of Schedule 1.
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Resource Properties Net Book Value (NBV) Reconciliation
Tax return


Tangible oil and gas asset additions – Schedule 8


Canadian oil and gas property expenses – Schedule 12 (Part 5) +


Canadian development expenses – Schedule 12 (Part 4) +


Canadian exploration expenses – Schedule 12 (Part 3) +


Foreign exploration and development expenses – Schedule 12 (Part 6, Part 7 and Part 8) +


Book gain on sale of resource properties +


Crown lease rentals capitalized – deductible +


Crown lease rentals capitalized – non-deductible +


+


+


+


+


Subtotal =


1,768,875


1,768,875


Depreciation, depletion and amortization –


Dry hole costs expensed in the year –


Write down of resource properties to NBV –


Geological and Geophysical costs expensed in the year –


Other Government assistance


COGPE –


CDE –


CEE –


Book loss on sale of resource properties –


Proceeds on sale of oil & gas properties –


Proceeds on sale of mining properties –


–


–


–


–


Net change = 1,768,875


Financial statements


Net book value – end of year


Net book value – beginning of year –


Net change =


Explanation of difference


+


+


+


+


+


+


+


Difference =
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SCHEDULE 13


CONTINUITY OF RESERVES


Year Month Day


Name of corporation Business number Tax year end


2011-12-31PACIFIC NORTHERN GAS LTD. 10404 2320 RC0001
For use by corporations to provide a continuity of all reserves claimed which are allowed for tax purposes.


File one completed copy of this schedule with the corporation's T2 Corporation Income Tax Return.


For more information, see the T2 Corporation Income Tax Guide.


Description of property Balance at the
beginning of the 


year 


$


Transfer on an
amalgamation or
the wind-up of
a subsidiary


$


Balance at the
end of the year


$


Add


$


Deduct


$


001 002 003 004


Part 1 – Capital gains reserves 


1


The amount from line 008 plus the amount from line 009 should be entered on line 880 of Schedule 6, Summary of Dispositions of Capital
Property. The amount from line 010 should be entered on line 885 of Schedule 6.


008 009 010


Totals


Reserve for doubtful
debts . . . . . . . . . . . . . . . . . . 


Reserve for undelivered
goods and services
not rendered . . . . . . . . . . . . . 


Reserve for prepaid
rent . . . . . . . . . . . . . . . . . . . 


Reserve for refundable 
containers . . . . . . . . . . . . . . . 


Reserve for unpaid
amounts . . . . . . . . . . . . . . . . 


110


150


130


190


210 215


195


155


135


115 120


220


200


160


140


Part 2 – Other reserves


Balance at the
beginning of


 the year


$


Transfer on an
amalgamation or
the wind-up of
a subsidiary


$


Add


$
Deduct


$
Balance at the
end of the year


$


Description


248,408


5,000,000


248,408


5,500,000


248,408


5,000,000


248,408


5,500,000


Other tax
reserves . . . . . . . . . . . . . . . . 


230 235 240


Enter "X" in the column above if the tax reserve has also been reported on the corporation's financial statements. This 
allows offsetting entries on Schedule 1, resulting in a zero effect on net income for tax purposes.


The amount from line 270 plus the amount from line 275 should be entered on line 125 of Schedule 1, Net Income (Loss) for Income Tax
Purposes, as an addition. The amount from line 280 should be entered on line 413 of Schedule 1 as a deduction.


280275270


Totals 5,748,4085,248,408 5,248,408 5,748,408


T2 SCH 13 E (11)
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Continuity of financial statement reserves (not deductible)


Description Balance at the
beginning of


 the year


Transfer on an
amalgamation or
the wind-up of
a subsidiary


Balance at the
end of the year


Add Deduct


Financial statement reserves (not deductible)


248,408248,408 248,408248,408ALLOWANCE FOR DOUBTFUL ACCOUNTS1


1,450,0001,450,000 1,450,0001,450,000PROVISION FOR SEVERANCE COSTS2


The total opening balance plus the total transfers should be entered on line 414 of Schedule 1 as a deduction.
The total closing balance should be entered on line 126 of Schedule 1 as an addition.


Reserves from 
Part 2 of Schedule 13


Totals 1,698,4081,698,408 1,698,408 1,698,408
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SCHEDULE 19


NON-RESIDENT SHAREHOLDER INFORMATION


Tax year endBusiness NumberName of corporation


Year Month Day


10404 2320 RC0001PACIFIC NORTHERN GAS LTD. 2011-12-31


If a non-resident shareholder owned a share of any class of the corporation's capital stock at any time during the tax year, indicate the class and the percentage
of voting shares that non-resident shareholders owned. If the percentage varied throughout the year, indicate the highest percentage non-residents owned at any
time during that year. Enter the overall percentage of voting shares owned by non-residents at line 300.


Class of shares Percentage owned by
non-residents


200100


.1 1.2006 3/4 CUMULATIVE REDEEMABLE PREFERRED PAR VALUE $25


300 %Overall percentage of voting shares owned by non-residents (can not exceed 100)


T2 SCH 19 E (09)
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Corporate Taxpayer Summary
Corporate information


Corporation's name . . . . . . . . . . . . 


Taxation Year . . . . . . . . . . . . . . . to


Jurisdiction . . . . . . . . . . . . . . . . 


OCBC AB SK MB ON QC NB NS NO PE NL XO YT NT NU


Corporation is associated . . . . . . . . 


Corporation is related . . . . . . . . . . . 


Number of associated corporations . . . 


Type of corporation . . . . . . . . . . . . 


Total amount due (refund) federal
and provincial* . . . . . . . . . . . . . . . 


The amounts displayed on lines "Total amount due (refund) federal and provincial" are all listed in the help. Press F1 to consult the context-sensative help.*


2011-12-20 2011-12-31


PACIFIC NORTHERN GAS LTD.


British Columbia


X


Y


Y


31


Corporation Controlled by a Public Corporation


Summary of federal information


Part I tax (base amount) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Taxable income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Dividends paid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Calculation of income from an active business carried on in Canada . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Donations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Balance of the low rate income pool at the end of the year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Balance of the general rate income pool at the end of the year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Balance of the low rate income pool at the end of the previous year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Balance of the general rate income pool at the end of the previous year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Dividends paid – Regular . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Dividends paid – Eligible . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


-325,650


Summary of federal carryforward/carryback information


Carryforward balances


Non-capital losses that can be carried forward over 10 years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 142,294
Non-capital losses that can be carried forward over 20 years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,390,442
Cumulative eligible capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 257,633
Financial statement reserve . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,698,408
Other reserves . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,748,408


Summary of resource carryforward


Regular expenses Successor expenses


Cumulative Canadian exploration expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,768,875
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Summary of provincial information – provincial income tax payable


British
Columbia


Saskatchewan Manitoba


% Allocation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Attributed taxable income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Tax payable before deduction* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Deductions and credits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Tax payable or refundable credit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Attributed taxable capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Capital tax payable** . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Instalments and refundable credits . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Balance due/Refund (-) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


For British Columbia, this includes the Logging Tax Payable.


For Manitoba, this includes the Outstanding Balance Excluding Instalments.**


*


100.00


Summary – taxable capital


Taxable capital
used to calculate


line 234 of
the T2 return


Taxable capital
used to calculate


line 233 of
the T2 return


Taxable capital
used to calculate


the SR&ED
expenditure limit


for a CCPC
(Schedules 31


and 49)


Taxable capital
used to calculate
the business limit


reduction
(T2, line 415)


Corporate name


Federal


PACIFIC NORTHERN GAS LTD. 90,906,504 90,906,504
ALTAGAS DEI ACQUISITION INC.
ALTAGAS ENERGY SOLUTIONS INC.
ALTAGAS FACILITIES (U.S.) INC.
ALTAGAS GENERAL PARTNER INC.
ALTAGAS HOLDINGS INC.
ALTAGAS INVESTMENT LTD.
ALTAGAS LTD.
ALTAGAS MARKETING (U.S.) INC.
ALTAGAS NATURAL GAS STORAGE LTD.
ALTAGAS RENEWABLE ENERGY COLORADO LLC
ALTAGAS RENEWABLE ENERGY INC.
ALTAGAS RENEWABLE ENERGY MIDWEST INC.
ALTAGAS RENEWABLE ENERGY PACIFIC INC.
ALTAGAS SERVICES (U.S.) INC.
ALTAGAS UTILITIES INC.
ALTAGAS UTILITY GROUP INC.
ALTAGAS UTILITY HOLDINGS (NS) INC.
ALTAGAS UTILITY HOLDINGS (PACIFIC) INC.
ALTAGAS UTILITY HOLDINGS INC.
BEAR MOUNTAIN WIND POWER CORP.
COAST MOUNTAIN HYDRO CORP.
HERITAGE GAS LIMITED
HIGHWATER POWER CORPORATION
INUVIK GAS LTD.
MC HYDRO HOLDING CORP.
NARROWS INLET GP INC. 100 100 100
PACIFIC NORTHERN GAS (N.E.) LTD. 17,663,024 17,900,834 17,900,834
PACIFIC NORTHERN GAS TRANSITION LTD. 1 1 1
PNG MARKETING LTD.
TAYLOR PROCESSING INC.
UTILITY GROUP FACILITIES INC.


Total 17,663,125 108,807,439 108,807,439
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Paid-up capital
used to calculate


the tax credit
for investment


(CO-1029.8.36.IN)


Paid-up capital
used to calculate


the Québec
business limit


reduction
(CO-771 and
CO-771.1.3)


Paid-up capital
used to calculate


the exemption
for small and
medium-sized
manufacturing


businesses
(CO-737.18.18)


Paid-up capital
used to calculate


the deduction
relating to


income-averaging
for forest producers


(CO-726.30)


Corporate name Paid-up capital
used to calculate


the 1 million
deduction


(CO-1137.A and
CO-1137.E)


Québec


Total


Specified capital
used to calculate
the expenditure
limit – Ontario
innovation tax


credit
(Schedule 566)


Taxable capital
used to calculate


the capital
deduction – Ontario
capital tax on other


than financial
institutions


(Schedule 515)


Taxable capital
used to calculate


the capital
deduction – Ontario


capital tax on
financial


institutions
(Schedule 514)


Corporate name


Ontario


Total


Net paid up capital
– BC capital


tax on financial
institutions
(FIN 689)


Taxable capital
used to calculate
the Nova Scotia
capital deduction


on large
corporations


(Schedule 343)


Capital used
to calculate the
Newfoundland
and Labrador


capital deduction
on financial
institutions


(Schedule 306)


Corporate name BC paid up capital
– BC capital


tax on financial
institutions
(FIN 689)


Other provinces


Total
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Five-Year Comparative Summary


Current year 1st prior year 2nd prior year 3rd prior year 4th prior year


Federal information (T2)


Taxation year end


Balance due/refund (-)


Net income


Taxable income


Active business income


Dividends paid


Donations


LRIP – end of the year


GRIP – end of the year


LRIP – end of the
previous year


GRIP – end of the
previous year


Dividends paid – Regular


Dividends paid – Eligible


8,623,634
8,850,354


-20,737


2011-12-19


5,759,640
5,368,200
5,759,640


-270,063


2010-12-31


2,979,253
2,882,126
2,979,253


-935,362


2009-12-31


21,795


21,795


-190,000


2008-12-31


-325,650


2011-12-31


9,000 7,399 6,540 6,038


Federal taxes


Part I before surtax


Surtax


Part I.3


Part IV


Part I & Surtax


Other*


* The amounts displayed on lines "Other" are all listed in the help. Press F1 to consult the context-sensative help.


Part III.1


1,422,900 966,276 547,604


1,422,900 966,276 547,604


Credits against part I tax


Small business deduction


M&P deduction


Foreign tax credit


Political contribution


Investment tax credit


Abatement/other*


* The amounts displayed on lines "Other" are all listed in the help. Press F1 to consult the context-sensative help.


547,6041,073,6401,854,081


Refunds/credits


ITC refund


Dividend refund


Instalments


Other*


Surtax credit


* The amounts displayed on lines "Other" are all listed in the help. Press F1 to consult the context-sensative help.


190,0001,800,0001,800,0002,306,000
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British Columbia


Taxation year end 2011-12-31 2011-12-19 2010-12-31 2009-12-31 2008-12-31


Attributed taxable income


Income tax payable
before deduction*


Capital tax balance
due/refund


Net income tax payable


Taxable capital


Capital tax payable


B.C. general


Income tax deductions
/credits


Instalments and
refundable credits


% Allocation


* This includes the Logging Tax Payable.


317,034


2,882,126


563,661


5,368,200


862,363


8,623,634


862,363 563,661 317,034


100.00 100.00 100.00 100.00 100.00
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Attached Schedule with Total


Title PARAGRAPH 13(7.4) ELECTION


Explanatory note


Under paragraph 13(7.4) of the Income Tax Act (the "ITA"), Pacific Northern Gas Ltd. elects to reduce the capital cost of depreciable 
property acquired in the 2011 taxation year by the amount of Contributions in Aid of Construction received in 2010 and 2009.
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Pacific Northern Gas Ltd. 
CONSOLIDATED STATEMENTS OF INCOME AND  
COMPREHENSIVE INCOME 
Years ended December 31 
 
 
[$ in thousands]  2011 2010 
 
Revenues: 
 Gas sales and transportation services  71,178 76,323 
 Off system gas sales  9,747 14,988 
 Electricity sales  1,991 1,316 
 Other  1,965 2,537 
  84,881 95,164 


Cost of gas: 
 Gas sales  25,740 29,125 
 Off system gas sales  9,747 14,988 
  35,487 44,113 


  49,394 51,051 


Operating and maintenance  13,762 12,571 
Administrative and general  14,569 9,041 
Depreciation and amortization [note 23]  5,597 8,752 
Municipal and other taxes  4,944 4,765 
  38,872 35,129 


  10,522 15,922 


Finance fees [note 17]  6,961 6,404 
Investment and other income  (167) (3) 


Income from continuing operations before income taxes  3,728 9,521 


Income tax expense [note 10]  407 2,061 


Net income from continuing operations  3,321 7,460 


Net income (loss) from discontinued operations [note 4]  20,871 (382) 


Net income and comprehensive income  24,192 7,078 


Net (income) loss and comprehensive (income) loss attributable 
    to non-controlling interest  (10) 10 


Net income and comprehensive income attributable to shareholders 24,182 7,088 
 
 
The accompanying notes to the consolidated financial statements are an integral part of these financial statements. 
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Pacific Northern Gas Ltd. 
CONSOLIDATED STATEMENTS OF EQUITY 
Years ended December 31 
 
  
[$ in thousands]  2011 2010 
 
Preferred shares  
Balance, beginning and end of year  5,000 5,000 
 
Common shares    
Balance, beginning of year  9,038 8,890 
Employee share options exercised  427 148 


Balance, end of year  9,465 9,038 
 
Contributed surplus 
Balance, beginning of year  4,515 3,699 
Share option expense [note 16]  181 96 
Employee share options exercised [note 15b and 16]  2,286 720 
Share option repurchase [note 16]  (2,929) — 


Balance, end of year  4,053 4,515 
 
Retained earnings 
Balance, beginning of year  75,490 72,847 
Net income attributable to shareholders  24,182 7,088 
Dividends – preferred shares [note 15a]  (337) (337) 
Dividends – common shares [note 15b]  (27,084) (4,108) 


Balance, end of year  72,251 75,490 
 
Total shareholders’ equity, end of year  90,769 94,043 
 
Non-controlling interest 
Balance, beginning of year  274 — 
Contribution from non-controlling interest   44 284 
Distribution to non-controlling interest   (13) — 
Net income (loss) attributable to non-controlling interest  10 (10) 


Balance, end of year  315 274 
 
Total equity, end of year  91,084 94,317 
 
The accompanying notes to the consolidated financial statements are an integral part of these financial statements. 
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Pacific Northern Gas Ltd. 
CONSOLIDATED STATEMENTS OF CASH FLOWS 
Years ended December 31 
 
 
[$ in thousands]  2011 2010 
 
OPERATING ACTIVITIES 
Net income attributable to shareholders  24,182 7,088 
(Income) loss from discontinued operations  (20,871) 382  
  3,311 7,470 
Add (deduct) items not involving cash: 
    Future income taxes [note 10]  806 1,458 
 Depreciation and amortization [note 23]  5,597 8,752 
 Amortization of termination payment deferral [note 5]  (1,687) (143) 
 Share-based compensation [note 16]  912 570 
    Imputed interest on regulatory assets and liabilities  243 202  
Other  88 (61) 
  9,270 18,248 
Changes in operating assets and liabilities [note 23]  1,998 (8,179) 


Net cash provided by operating activities of continuing operations  11,268 10,069 
Net cash (used in) provided by operating activities of discontinued operations (5,192) 342 


Net cash provided by operating activities  6,076 10,411 
 
INVESTING ACTIVITIES 
Additions to plant, property and equipment [note 7]  (9,667) (6,900) 
Additions to intangible assets [note 8]  (69) (22) 
(Increase) decrease in restricted cash      (325) 400 
Other  (100) (231) 
Acquisition, net of cash acquired  — (8,026) 


Net cash used in investing activities of continuing operations   (10,161) (14,779) 
Net cash provided by (used in) investing activities of discontinued operations 29,706 (1,614) 


Net cash provided by (used in) investing activities  19,545 (16,393) 
 
FINANCING ACTIVITIES 
Increase in bank indebtedness  6,424 2,257 
Debt refinancing costs  — (115) 
Issuance of long-term debt [note 12]  10,000 10,000 
Repayment of long-term debt [note 12]  (14,192) (3,046) 
Employee share options exercised [note 16]  2,713 868 
Share option repurchase [note 16]  (2,929) — 
Dividends paid [notes 15a and 15b]  (27,421) (4,445) 
Net contributions from non-controlling interest  31 284 
 
Net cash (used in) provided by financing activities of continuing operations (25,374) 5,803 


(Decrease) increase in cash and cash equivalents from continuing operations (24,267) 1,093 
Increase (decrease) in cash and cash equivalents from discontinued operations 24,514 (1,272) 


Increase (decrease) in cash and cash equivalents  247 (179) 
Cash and cash equivalents, beginning of year  1,301 1,480 


Cash, end of year  1,548 1,301 
 
Supplemental cash flow information [note 23] 
 
The accompanying notes to the consolidated financial statements are an integral part of these financial statements. 
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Pacific Northern Gas Ltd. (the “Company”) is a wholly-owned subsidiary of AltaGas Utility Holdings 
(Pacific) Inc., which in turn is a wholly-owned subsidiary of AltaGas Ltd. [see note 3].  
 
The Company and its wholly-owned subsidiary, Pacific Northern Gas (N.E.) Ltd. (“PNG (N.E.)”), are 
engaged in the transportation and distribution of natural gas in northern British Columbia, Canada. The 
Company and PNG (N.E.) are subject to regulation [see note 1 and note 5] by the British Columbia 
Utilities Commission (the “Commission”) which, among other things, approves rates charged to customers. 
 
The Company operates a transmission and distribution system in the west-central portion of northern 
British Columbia (“Western system”) and PNG (N.E.) operates a distribution system in northeastern 
British Columbia (“Northeast system”). Together, the Company and PNG (N.E.) operate over 3,500 
kilometres of transmission and distribution pipeline and serve a base of more than 39,000 residential, 
commercial and industrial customers. 
 
As part of a business strategy to diversify the Company’s risk profile, grow its asset base and enhance its 
earnings and cash flows, in 2010 the Company entered the renewable power business with the  acquisition 
of a 97.1% interest in the McNair Creek 9.8 megawatt ‘run of river’ hydro-electricity generation facility 
located on British Columbia’s Sunshine Coast. McNair Creek is a non-regulated business and currently 
operates under a long-term supply agreement with BC Hydro.  
 
The Company’s diversification into the renewable power business continued in 2011, with the 
establishment of the Narrows Inlet Limited Partnership in which the Company has a 98% interest. In April 
2011, this limited partnership entered into an arrangement to co-develop the proposed 45 megawatt 
Narrows Inlet run-of-river renewable energy project consisting of five proposed developments situated on 
four creeks that are located within a radius of 5 to 7 km of each other at the northern end of Narrows Inlet, 
which is located approximately 35 km north of the town of Sechelt, British Columbia. The Narrows Inlet 
Project will benefit from coastal precipitation patterns, some storage capacity and close proximity to the 
largest electricity load center in British Columbia. The Narrows Inlet Project was awarded a 30-year 
energy purchase agreement with BC Hydro in the spring of 2010.  
 
On March 2, 2011, the Company completed the sale of its interest in both Pacific Trail Pipelines Limited 
Partnership and its general partner, Pacific Trail Pipelines Management Inc. In accordance with the 
accounting standard for discontinued operations, the results of operations related to those dispositions have 
been excluded from continuing operations and are reported as discontinued operations for all periods 
presented in these financial statements [see note 4]. 
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 
Basis of presentation 
 
These consolidated financial statements have been prepared in accordance with Canadian generally 
accepted accounting principles (“GAAP”) as specified in Part V of the Canadian Institute of Chartered 
Accountants (“CICA”) Handbook [see note 2], including selected accounting treatments that differ from 
those used by entities not subject to rate regulation. The timing of the recognition of certain assets, 
liabilities, revenue and expenses may be different as a result of regulation from what might be anticipated 
using GAAP by entities not subject to rate regulation. These differences are described in this note under 
the headings “Regulation”, “Use of estimates”, “Revenue recognition”, “Inventories of natural gas and 
supplies”, “Regulatory assets and liabilities”, “Plant, property and equipment” and “Financial instruments”, 
and in note 5. 
 
All financial figures are presented in Canadian dollars unless otherwise stated. 
 
Principles of consolidation 
 
These consolidated financial statements include the accounts of the Company, its wholly-owned 
subsidiary, PNG (N.E.), the accounts of McNair Creek Hydro Limited Partnership (“McNair Creek”) and 
Narrows Inlet Limited Partnership (“Narrows Inlet”) and the associated non-controlling interest, as well as 
the Company’s proportionate share of its 50% investment in the assets, liabilities, revenues and expenses of 
both Pacific Trail Pipelines Limited Partnership and Pacific Trail Pipelines Management Inc., until their 
disposal on March 2, 2011, as disclosed in note 4 and presented as discontinued operations. 
 
These consolidated financial statements include the results of operations, cash flows, financial position and 
non-controlling interest of McNair Creek from the date of acquisition, April 19, 2010, and of Narrows Inlet 
from the date of formation, April 13, 2011. 
 
All intercompany transactions and balances are eliminated, including, on a pro-rata basis, those related to 
the entities which have been proportionately consolidated. 
 
Regulation 
 
The regulated activities of the Company and its subsidiary, PNG (N.E.), are subject to the authority of the 
Commission. The Commission administers acts and regulations pursuant to the Utilities Commission Act 
(British Columbia), covering matters such as rates, including rate of return on equity and capital structure, 
construction and operation of facilities, accounting practices, tolls, charges, and contractual agreements 
with customers.   
 
The Company and its subsidiary operate under a cost-of-service regulatory model whereby customer rates 
are set based on revenues that allow for the recovery of forecast costs plus an established rate of return on 
deemed common equity. Under cost-of-service regulation, it is the responsibility of the Company to 
demonstrate to the Commission the prudence of the costs it has incurred. Forecast costs include gas 
commodity and transportation, operation and maintenance, depreciation, property taxes, interest and 
income taxes. The rate base is the average level of investment in all recoverable assets used in gas 
transmission and distribution, and an allowance for working capital.  
 
Applications for changes to rates are made annually and are submitted to the Commission for their review 
and approval. For 2011, the Company’s average approved rate of return on the rate base was 8.25% after 
tax [2010 – 8.16%] , and the average approved rate of return on deemed common equity was 10.09% [2010 
– 10.09%] after tax, based on a weighting of the respective rate bases of the Company and its subsidiary.  
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
Accounting records and practices related to regulated activities are maintained and conform to the 
requirements of the Commission. As noted previously, in order to comply with these requirements, the 
timing of recognition of certain assets, liabilities, revenues and expenses may differ from that which would 
otherwise be required under GAAP for non rate-regulated entities. The financial effects of rate regulation 
relate principally to balances and accounting policies related to: 


• Regulatory assets and liabilities;   


• Plant, property and equipment and related depreciation rates; and 


• Hedges, derivatives and other financial instruments. 
 
Disclosure of the impact of rate regulation on these balances and policies are included in note 5. 
 
Use of estimates 
 
The preparation of financial statements in conformity with GAAP requires management to make estimates 
and assumptions that affect the reported amounts of assets, liabilities, revenues, expenses and disclosure of 
contingent assets and liabilities. Estimates are based on historical experience, current conditions and 
various other assumptions believed to be reasonable under the circumstances, and are subject to review on 
a periodic basis and adjusted as necessary. Significant balances impacted by estimates include revenues, 
which incorporate estimates of customer usage from the last meter reading date to the end of the reporting 
period, accounts receivable, which are recorded net of an estimated allowance for doubtful accounts and 
the purchase price allocation process for business acquisitions. Other significant estimates include 
depreciation of plant, property and equipment, amortization of intangibles, asset retirement obligations and 
employee future benefit plans.  
 
The regulatory environment in which the Company operates also requires that certain estimates be made 
and amounts recorded pending finalization of the regulatory approval process. Accordingly, regulatory 
assets and liabilities also involve significant estimates. As the estimation process is inherently uncertain, 
actual future outcomes could differ from current estimates and assumptions, potentially having material 
effects on future financial statements. 
 
Revenue recognition 
 
The Company’s gas sales and transportation services are subject to rate regulation and accordingly there 
are circumstances where the revenues recognized do not match the amounts billed. Revenue is recognized 
in a manner that is consistent with the underlying rate-setting mechanism as mandated by the Commission. 
Differences between amounts billed and rates approved may result in the recognition of regulatory assets 
and liabilities.  
 
Operating revenues include natural gas sales that are recorded on the basis of regular meter readings and 
estimates of customer usage from the last meter reading date to the end of the reporting period. Operating 
revenues also include transportation services revenues that are recorded as service is provided, as well as 
the sale of gas surplus to the needs of the Company’s sales customers (“off system sales”) that are 
recognized when the gas is delivered.  Other revenues include energy sales from the McNair Creek 
hydroelectric facility which are recognized on the accrual basis at the time electrical energy is delivered.   
 







Pacific Northern Gas Ltd. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
Years ended December 31, 2011 and 2010 
 
 


- 8 - 


1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
Cash and cash equivalents 
 
Cash and cash equivalents include cash and term deposits with original maturities of less than three 
months. 
 
Accounts receivable 
 
Accounts receivable are recorded at amortized cost, net of a provision for doubtful accounts that is based 
on expected collectibility.  
 
Inventories of natural gas and supplies 
 
Inventories of natural gas (“line pack”) are valued at weighted-average cost. The volume of natural gas 
reported as line pack represents the difference between natural gas received on behalf of the transportation 
service customers and natural gas delivered to them. 
 
Inventories of supplies are valued at the lower of cost determined on a first-in, first-out basis and net 
realizable value. 
 
Regulatory assets and liabilities 
 
The Company defers certain charges and credits which the Commission may require or permit to be 
recovered or refunded through future customer rates. These regulatory assets and liabilities are amortized 
over various periods as approved by the Commission, depending on the nature of the charges or credits 
[see note 5]. 
 
Development activities 
 
The costs related to development activities are expensed up until the point in time that commercial viability 
of the underlying venture has been established and the Company has reasonable assurance that these costs 
will be recovered in the future. 
 
Plant, property and equipment 
 
Plant, property and equipment are recorded at cost less contributions in aid of construction. Cost may 
include an allocation of depreciation expense when the Company’s own assets are used in the construction 
of new assets and may include an allowance for funds used during construction calculated at the 
Company’s cost of capital. As directed by the Commission, the cost of depreciable assets retired, together 
with removal costs less salvage, is charged to accumulated depreciation. Gains or losses on disposal are not 
taken into income unless the disposal is outside the normal course of business or involves a major item of 
plant. 
 
The depreciation of assets used in regulated activities is taken on plant in service and is calculated on a 
straight-line basis at the commencement of each fiscal year at Commission-approved rates [see note 7].  
Depreciation of property, plant and equipment used in non-regulated activities, including McNair Creek, is 
recorded when the asset enters productive use and is calculated on a straight-line basis over the asset’s 
estimated useful life. 
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
Intangible assets 
 
Intangible assets mainly include land rights and computer software not directly attributable to the operation 
of plant, property and equipment and are recorded at cost less accumulated amortization. These assets are 
amortized on a straight-line basis at rates approved by the Commission [see note 8].  
 
Impairment of long-lived assets subject to amortization 
 
The Company reviews the valuation of long-lived assets subject to amortization when events or changes in 
circumstances may indicate or cause its carrying value to exceed the total undiscounted cash flows 
expected from its use and eventual disposition. An impairment loss, if any, would be recorded as the excess 
of the carrying value of the asset over its fair value. 
 
Asset retirement obligations 
 
The fair value of asset retirement obligations associated with the retirement of long-lived assets is 
recognized in the period when it can be reasonably determined. The Company’s natural gas transmission 
and distribution long-lived assets are comprised principally of mains, service lines, compressors, and 
measuring and regulating equipment. The fair value of asset retirement obligations, which approximates 
the cost a third party would charge in performing the tasks necessary to retire such assets, is recognized at 
the present value of expected future cash flows and is added to the carrying value of the associated asset 
and depreciated over the asset’s useful life. The liability is accreted over time through periodic charges to 
earnings and is reduced by actual costs of decommissioning and reclamation. 
 
No amount has been recorded for asset retirement obligations relating to the Company’s long-lived assets 
as it is not possible to make a reasonable estimate of the fair value of the liability due to the indeterminate 
timing and scope of the asset retirements. Management expects that all retirement costs associated with the 
regulated assets will be recovered through tolls in future periods. 
 
Income taxes 
 
The Company records future income tax assets and liabilities where temporary differences exist between 
the carrying amounts of assets and liabilities on the balance sheet and their tax bases. Future tax assets and 
liabilities are measured using substantively enacted tax rates expected to apply when the temporary 
differences reverse. The effect on future tax assets and liabilities of a change in tax rates is recognized in 
the period in which the change is substantively enacted.   
 
A regulatory asset or liability is recognized for future taxes on temporary differences not included in 
current customer rates, but for which management expects to recover from or return to customers in future 
rates. 
 
The income tax provision includes current and future income tax portions. The current income tax expense 
represents the estimated income taxes payable or receivable for the current reporting period. Future income 
tax expense is recognized for the change in future income tax assets and liabilities related to non-regulated 
assets and liabilities and the changes in temporary differences on regulated assets and liabilities that are 
recovered through current customer rates as prescribed by the Commission.  
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
Employee future benefit plans 
 
The Company accrues its obligations under employee pension benefit plans and the related costs, net of 
plan assets. The actuarial determination of the accrued benefit obligation for these plans uses the projected 
benefit method prorated on service and management’s best estimate of future salary levels, other cost 
escalations, retirement ages of employees and other actuarial factors. For the purpose of calculating the 
expected return on plan assets, those assets are valued at a market-related value.  
 
Actuarial gains or losses arise from the difference between the actual long-term rate of return on plan assets 
for the period and the expected long-term rate of return on plan assets for the period, or from changes in 
actuarial assumptions used to determine the accrued benefit obligation. The excess of the net unamortized 
cumulative actuarial gain or loss over 10% of the greater of the benefit obligation and the market value of 
the plan asset at the beginning of the year is amortized over the average remaining service period of the 
active employees. Past service costs from plan amendments are amortized on a straight-line basis over the 
average remaining service period of employees active at the date of amendment. The average remaining 
service period of the active employees covered by the pension plan is 13 years.  
 
For the defined contribution plan maintained by the Company, contributions payable by the Company are 
expensed as pension costs in the period to which they relate. 
 
The non-pension post-retirement benefit plans include non-contributory health care and life insurance 
plans. The Company accrues its obligations under employee benefit plans and the related costs, net of plan 
assets. The actuarial determination of the accrued benefit obligation uses the projected benefit method 
prorated on service and management’s best estimate of future salary levels, other cost escalations, 
retirement ages of employees and other actuarial factors. For the purpose of calculating the expected return 
on plan assets, those assets are valued at a market-related value. The market-related value of assets is 
determined as the average of the fair value of plan assets and four projected values.  
 
The current service costs and the benefits paid are expensed and recovered in customer rates. The accrued 
benefit obligation for the non-pension post-retirement benefit plan is included on the balance sheet under 
regulatory and other liabilities, with a corresponding and offsetting regulatory asset for amounts expected 
to be recovered from customers in future rates [see note 5]. 
 
Financial instruments 
 
Financial assets and liabilities 
 
The Company has classified its cash, cash equivalents and derivative financial instruments as held-for-
trading assets and liabilities and has recorded them at their fair value, with gains and losses arising on the 
revaluation at the end of each reporting period included in net income subject to regulatory deferral 
treatment. 
 
Accounts receivable from customers are classified as loans and receivables and are recorded at amortized 
cost.   
 
Bank indebtedness, accounts payable and accrued liabilities, other taxes payable and long-term debt have 
been classified as other financial liabilities. Other financial liabilities are initially presented at their fair 
value, with subsequent measurements at amortized cost. 
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)  
 
Transaction costs directly attributable to the issuance of short-term debt instruments are expensed in the 
period in which the instrument is issued, subject to regulatory deferral treatment, if applicable. Transaction 
costs that are directly attributable to the issuance of a long-term debt instrument are deducted from the 
obligation’s initial carrying amount and are amortized using the effective interest rate method.  
 
Derivative financial instruments 
 
The Company uses derivative and other financial instruments in connection with the management of gas 
supply prices. The Company enters into forward, future, swap, fixed-price and option contracts to manage 
the exposure to the volatility of natural gas prices for sales customers. The prices paid for natural gas are 
based on indices of market prices which vary on a daily or monthly basis. The instruments used make it 
possible to fix, or define, the price of natural gas for delivery to customers. The gains or losses on these 
instruments are included in gas supply costs as these costs are recognized and are recovered through the 
gas supply rate in accordance with the method approved by the Commission. 
 
Embedded derivatives 
 
Derivatives may be embedded in other financial and non-financial instruments (the “host instrument”). 
Embedded derivatives are treated as separate derivatives when: their economic characteristics and risks are 
not clearly and closely related to those of the host instrument; the terms of the embedded derivative are the 
same as those of a stand-alone derivative; and the combined contract is not held-for-trading or designated 
at fair value. These embedded derivatives are measured at fair value with subsequent changes recognized 
in the consolidated statement of income as an element of administrative and general expenses. The 
Company currently has no contracts with embedded derivatives that are required to be separated from the 
host instrument. 
 
Credit risk 
 
The determination of fair value of the Company’s financial assets, including cash, cash equivalents and 
derivative instruments, takes into account the Company’s own credit risk and the credit risk of the 
counterparty. The Company trades only with recognized, credit-worthy third parties and does not enter into 
derivatives to manage its credit risk. The Company’s exposure to credit risk arises from default of the 
counter party with a maximum exposure equal to the carrying amount of these instruments. Derivative 
counterparties and cash transactions are limited to high credit-quality financial institutions. The Company 
has policies that limit the amount of credit exposure to any one financial institution.  
 
Disclosures 
 
Determination of fair value requires the use of observable market data whenever available. For disclosure 
purposes, all financial instruments measured at fair value on the balance sheet must be categorized into one 
of three hierarchy levels based on the transparency of the inputs used to measure the fair values.  The 
classification of a financial instrument in the hierarchy is based upon the lowest level of input that is 
significant to the measurement of fair value of assets and liabilities. 
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)  
 
The three broad levels of inputs within the hierarchy are as follows:  
 
Level 1 Inputs are unadjusted quoted prices of identical instruments in active markets; 
 
Level 2 Inputs other than quoted prices included in Level 1 that are observable for the asset or liability, 


either directly or indirectly; and 
 
Level 3 One or more significant inputs used in a valuation technique are unobservable in determining 


fair values of the instruments. 
 
The disclosures required under this framework are disclosed in note 18. 
 
Share-based compensation 
 
The Company had established share-based compensation plans for eligible directors, officers and 
employees as described in note 16. The compensation expense for share options granted under the 
Company’s share option plan is measured at fair value at the grant date computed using the Black-Scholes 
option pricing model and amortized over the vesting period of the underlying options, with an offsetting 
credit to contributed surplus. Consideration paid by plan participants on the exercise of share options is 
credited to common share capital for an amount up to the $2.50 par value per common share, with any 
excess credited to contributed surplus.  
 
The Company also had a deferred share unit plan for non-employee directors whereby such directors may 
elect to allocate all or a portion of their annual compensation as deferred share units. This plan makes use 
of notional common share units that are valued based on the Company’s common share price on the 
Toronto Stock Exchange and are marked-to-market at the end of each reporting period. Changes in the 
value of the units as a result of fluctuations in the Company’s share price and new issues are recognized in 
administrative and general expenses with the corresponding liability recorded in accounts payable and 
accrued liabilities in the consolidated balance sheet. 
 
Both the share option plan and the deferred share unit plan were wound up in conjunction with the AltaGas 
acquisition [see note 3]. 
 
Comprehensive income 
 
Comprehensive income represents the change in equity of an enterprise during a period from transactions 
and other events arising from non-owner sources, including gains and losses arising on self-sustaining 
foreign operations, gains and losses from changes in fair value of available for sale financial assets and 
changes in fair value of the effective portion of cash flow hedging instruments. For the years ended 
December 31, 2011 and 2010, the Company did not have any transactions or other events arising from non-
owner sources and as such has not recognized any adjustments through other comprehensive income, and 
as of December 31, 2011 and 2010, has no accumulated other comprehensive income. 
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2. CHANGES IN ACCOUNTING POLICIES  
 
Changes applied in 2011 
 
2011 REVENUE REQUIREMENTS APPLICATION CHANGES 
 
Effective January 1, 2011, the Company adopted the following new accounting policies and changes in 
accounting estimates on a prospective basis in accordance with its 2011 revenue requirements applications 
filed with the Commission. These changes in depreciation, capitalization of overheads and accounting for 
non-pension post-retirement benefits were accepted under negotiated settlements reached on April 27, 
2011. The Commission approved the settlements in May 2011.   
 
Depreciation of plant and equipment is recorded on a straight-line basis over the underlying assets’ useful 
lives. Effective January 1, 2011, the Company implemented the recommendations of a recently completed 
depreciation study which resulted in adjustments to the estimated remaining useful lives of plant and 
equipment assets. For 2011, these changes resulted in a net decrease in depreciation expense of 
approximately $2.0 million. 
 
Other changes as reflected in the Company’s 2011 revenue requirements applications include a reduction 
in the pool of overhead costs subject to capitalization as part of the cost of self-constructed plant and 
equipment, and the inclusion in rates of the full actuarially-determined expense for non-pension post-
employment benefit plans. As noted, these changes were adopted on a prospective basis, however, they did 
not impact net earnings due to their inclusion in the 2011 approved rates.  
 
CANADIAN ACCOUNTING STANDARD CHANGES 
 
Financial Instruments – Recognition and Measurement 
 
In June 2009, the CICA provided a clarification to Handbook Section 3855, Financial Instruments – 
Recognition and Measurement, with respect to the embedded prepayment option. The Section has been 
amended to clarify when an embedded prepayment option is separated from its host instrument for 
accounting purposes. The amendment states that if the exercise price of a prepayment option compensates 
the lender for an amount equivalent to the present value of the lost interest for the remaining term of the 
host instrument, the feature is considered closely related to the host contract in which it is embedded. The 
amendment applies to interim and annual financial statements relating to fiscal years beginning on or after 
January 1, 2011. The adoption of the amendments to Section 3855 had no effect on the Company’s 
consolidated financial statements.  
 
Comprehensive Revaluation of Assets and Liabilities 
 
In August 2009, the CICA amended Handbook Section 1625, Comprehensive Revaluation of Assets and 
Liabilities, as a result of issuing Sections 1582, Business Combinations, 1601, Consolidated Financial 
Statements, and 1602, Non-Controlling Interests, in January 2009. The amendments require that when 
push-down accounting is used following the acquisition of an enterprise, the assets and liabilities are to be 
measured at the values used in accounting for the purchase transaction or transactions in accordance with 
Section 1582. The amendments also require that, when a future income tax asset that arose prior to the date 
of a comprehensive revaluation and that was not recognized in the comprehensive revaluation is 
subsequently recognized; the benefit should be recognized in accordance with Section 1582 and Section 
3465, Income Taxes. The amendments apply prospectively to comprehensive revaluations of assets and 
liabilities occurring in fiscal years beginning on or after January 1, 2011. The adoption of the amendments 
to Section 1625 had no effect on the Company’s consolidated financial statements. 
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2. CHANGES IN ACCOUNTING POLICIES (continued) 
 
Multiple Deliverable Revenue Arrangements 
 
In December 2009, the CICA issued EIC-175, Multiple Deliverable Revenue Arrangements, replacing 
EIC-142, Revenue Arrangements with Multiple Deliverables. The changes were made in response to 
changes made to Accounting Standards Codification Topic 605-25, Revenue Recognition – Multiple 
Element Arrangements, under United States (“US”) GAAP, and more closely aligns the accounting 
requirements for multiple-element arrangements under Canadian GAAP and with US GAAP and IFRS. 
EIC-175 addresses how to determine whether an arrangement involving multiple deliverables contains 
more than one accounting unit and, if so, how the consideration specified in the multiple element 
arrangement should be distributed between different accounting units. These recommendations are to be 
applied prospectively to revenue arrangements with multiple deliverables entered into or materially 
modified in the first annual fiscal period beginning on or after January 1, 2011. The adoption of EIC-175 
had no effect on the Company’s consolidated financial statements. 
 
Future accounting pronouncements 
 
NEW ACCOUNTING STANDARDS 
 
The Canadian Accounting Standards Board (“AcSB”) confirmed in February 2008 that International 
Financial Reporting Standards (“IFRS”) will replace Canadian Generally Accepted Accounting Principles 
(“CGAAP”) for publicly accountable enterprises for financial periods beginning on or after January 1, 
2011. 
 
On September 10, 2010, the AcSB amended the introduction to Part I of the CICA Handbook – 
Accounting   to permit, but not to require qualifying entities with rate-regulated activities (“RRA”) to adopt 
IFRS for the first time no later than interim and annual financial statements relating to annual periods 
beginning on or after January 1, 2012, thereby providing a one-year deferral.  
 
The Company is a qualified entity for the deferral period permitted by AcSB, and has elected to use the 
deferral offered by the AcSB given the uncertainty with respect to the application of IFRS to RRA. 
Further, the Company has reassessed the accounting policy choices available and determined that the most 
appropriate decision for the Company’s business activities is the use of United States Generally Accepted 
Accounting Principles (“US GAAP”) effective January 1, 2012.  
 
US GAAP reporting is generally permitted by Canadian securities laws and the Toronto Stock Exchange 
(“TSX”) for companies subject to reporting obligations under United States securities laws (ref. NI 52 107 
Acceptable Accounting Principles and Auditing Standards). The Company has obtained all necessary 
approvals, including the required exemption order from the British Columbia and Ontario Securities 
Commissions issued on August 18, 2011, and the required order from the British Columbia Utilities 
Commission permitting the use of US GAAP for regulatory filings issued on October 7, 2011, without 
being registered with the United States Securities and Exchange Commission. The exemptions granted will 
terminate on January 1, 2015. 
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3. ACQUISITION OF THE COMPANY BY ALTAGAS 
 
On December 20, 2011, AltaGas Utility Holdings (Pacific) Inc., a wholly-owned subsidiary of AltaGas 
Ltd. (“AltaGas”), acquired all of the issued and outstanding common shares of the Company for 
consideration of $36.75 per common share. The acquisition took place pursuant to a statutory plan of 
arrangement under the Business Corporations Act (British Columbia) following approval by the 
Company’s common shareholders at a special meeting held on December 12, 2011. The arrangement was 
approved by the Commission on November 23, 2011, and the Supreme Court of British Columbia on 
December 13, 2011.   
 
 
4. DISCONTINUED OPERATIONS 
 
On March 2, 2011, the Company completed the sale of its 50% joint venture interests in both Pacific Trail 
Pipelines Limited Partnership and Pacific Trail Pipelines Management Inc. (collectively “PTP”). These 
entities were established to develop a proposed 463 kilometre natural gas pipeline in central British 
Columbia, from Summit Lake to Kitimat (“KSL Project”). The Company’s interests in the KSL Project 
were purchased by its partners in the project, Apache Canada Ltd. and EOG Resources Canada Inc. 
 
The sale transaction has two components, the first being a cash payment of $30.4 million that the Company 
received on closing, and the second being a cash payment of $20.0 million to be paid contingent on the 
purchasers making a decision to proceed with construction of a liquefied natural gas (“LNG”) facility in 
Kitimat. The Company has recorded initial sales proceeds of $30.4 million on this transaction, and a 
resulting pre-tax gain of $23.4 million in the consolidated statements of income for 2011, net of $5.2 
million in transaction costs incurred in connection with the sale, including management incentive 
compensation of $4.0 million and professional advisory fees and other related costs of $1.2 million, and 
$0.7 million in project expenses incurred prior to the disposition. The Company recorded a related income 
tax provision of $2.6 million, resulting in net income from discontinued operations of $20.9 million for the 
year ended December 31, 2011.  
 
On March 3, 2011, the Company’s Board of Directors declared a special dividend of $3.00 per common 
share, which represented approximately $11.0 million of the proceeds from the sale of PTP. On May 11, 
2011, the Company’s Board of Directors declared an additional special dividend of $3.00 per common 
share, which represented an additional $11.0 million of the remaining proceeds. 
 
The Company can give no assurances that construction of the Kitimat LNG facility will be completed or 
that the contingent $20.0 million payment will be made. This amount will be recognized in the 
consolidated statements of income when the contingency is resolved. 
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4. DISCONTINUED OPERATIONS (continued) 
 
The gain on disposal and results of operations of discontinued operations are as follows: 


Gain on disposal 
 


[$ in thousands] 2011 


Proceeds from sale 30,388 
Net book value (1,027) 
Transaction costs (5,192) 


Gain on disposal 24,169 
 


Results of operations 
 
[$ in thousands] 2011 2010 


Gain on disposal 24,169 — 
Project expenses (738) (566) 
Income (loss) before income taxes 23,431 (566) 
Income tax (expense) recovery (2,560) 184 
Net income (loss) and comprehensive income (loss)  
  from discontinued operations 20,871 (382) 


 


 
5. FINANCIAL STATEMENT EFFECTS OF RATE REGULATION 
 
Regulatory assets and liabilities 
 
Regulatory assets and liabilities arise as a result of the rate-setting process. In order to recognize the 
economic effects of the actions or expected actions of the regulator, the timing of recognition of certain 
revenues and expenses may differ from that otherwise expected under GAAP for non rate-regulated 
entities. All amounts deferred as regulatory assets and liabilities are subject to future regulatory approval. 
As such, the regulator could alter amounts subject to deferral, at which time the change would be reflected 
in the financial statements. Certain remaining recovery and settlement periods are those expected by 
management and may differ from the actual recovery or settlement periods ultimately approved by the 
regulator. In the absence of rate-regulated accounting, GAAP would not permit the recognition of 
regulatory assets and liabilities and therefore the earnings impact would be recorded in the period in which 
the related event occurs. 
 
Regulatory assets represent future revenues associated with certain costs incurred that will be or are 
expected to be recovered from customers in future periods through the rate setting process. Regulatory 
liabilities represent future reductions or limitations on future increase in revenues associated with amounts 
that will be or are expected to be refunded to customers through the rate-setting process. 
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5. FINANCIAL STATEMENT EFFECTS OF RATE REGULATION (continued) 
 
The following table summarizes the continuity of regulatory assets and liabilities expected to be recovered 
from or refunded to customers in future periods: 
 
Year Ended December 31, 2011 


 [$ in thousands] 
 
 
 


Description 


 
 
 
 
 


Note 


Balance, 
beginning 


of year 


 
 


Net 
(deferral) 


recovery of 
amounts Amortization 


Balance, 
end of year 


Subject to rate regulation and approval for 
recovery in rates 


 


    
Amounts included in rate base 


     
Rate stabilization adjustment mechanism a   1,529  (1,403)  —  126 
Pipeline rehabilitation costs b   1,279  260  (223)  1,316 
Plant gains and losses c   218  1,198  (28)  1,388 
Other d   979  (379)  (4)  596 
   4,005  (324)  (255)  3,426 
Amounts excluded from rate base          
Deactivated assets e   2,834  (2,834)  —  — 
Other f   517  (57)  (473)  (13)
   3,351  (2,891)  (473)  (13)
 9  7,356  (3,215)  (728)  3,413 
Other regulatory assets (liabilities) excluded 
from rate base 


 
        


Gas purchase variance recoverable g   4,498  435  —  4,933 
LNG Partners option fees deferral h 13  (2,500)  (2,103)  1,582  (3,021)
West Fraser termination payment deferral i 13  (5,008)  (133)  1,687  (3,454)
   (3,010)  (1,801)  3,269  (1,542)


Sub-total   4,346  (5,016)  2,541  1,871 


Subject to rate regulation but not yet 
approved for recovery in rates 


 
    


Other regulatory assets excluded from rate base          
Future recovery of income taxes j 9  4,930  354  1,000  6,284 
Future recovery of non-pension post-retirement 


benefits k 
 
9  2,497  —  —  2,497 


   7,427  354  1,000  8,781 


Total net regulatory assets   11,773  (4,662)  3,541  10,652 
 







Pacific Northern Gas Ltd. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
Years ended December 31, 2011 and 2010 
 
 


- 18 - 


5. FINANCIAL STATEMENT EFFECTS OF RATE REGULATION (continued) 
 
Year Ended December 31, 2010 
 
[$ in thousands] 


 
 
 


Description 


 
 
 
 
 


Note 


Balance, 
beginning 


of year 


 
 


Net 
(deferral) 


recovery of 
amounts Amortization 


Balance, 
end of year 


Subject to rate regulation and approval for 
recovery in rates 


 


    
Amounts included in rate base 


     
Rate stabilization adjustment mechanism a   (889)  2,418  —  1,529 
Pipeline rehabilitation costs b   981  483  (185)  1,279 
Plant gains and losses c   245  —  (27)  218 
Other d   834  398  (253)  979 
   1,171  3,299  (465)  4,005 
Amounts excluded from rate base          
Deactivated assets e   3,337  122  (625)  2,834 
Other f   (65)  369  213  517 
   3,272  491  (412)  3,351 
 9  4,443  3,790  (877)  7,356 
Other regulatory assets (liabilities) excluded 
from rate base 


 
        


Gas purchase variance recoverable g   1,165  3,333  —  4,498 
LNG Partners option fees deferral h 13  (2,385)  (214)  99  (2,500)
West Fraser termination payment deferral i 13  —  (5,151)  143  (5,008)
   (1,220)  (2,032)  242  (3,010)


Sub-total   3,223  1,758  (635)  4,346 


Subject to rate regulation but not yet 
approved for recovery in rates 


 
    


Other regulatory assets excluded from rate base          
Future recovery of income taxes j 9  3,546  484  900  4,930 
Future recovery of non-pension post-retirement 


benefits k 
 
9  2,373  124  —  2,497 


   5,919  608  900  7,427 


Total net regulatory assets   9,142  2,366  265  11,773 
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5. FINANCIAL STATEMENT EFFECTS OF RATE REGULATION (continued) 
 
a – Rate stabilization adjustment mechanism 
 
The Company is authorized by the Commission to maintain a rate stabilization adjustment mechanism 
(“RSAM”) regulatory account to mitigate the effect on its earnings of volatility in deliveries to certain 
customers caused principally by volatility in weather and in the cost of natural gas. The RSAM account 
accumulates the margin impact of variations in the actual versus forecast use for residential and small 
commercial customers. Balances in the RSAM account are recovered in customer rates over a three-year 
period based on forecast deliveries. During 2011, approximately $0.5 million before income taxes of the 
December 31, 2010 RSAM balance was recovered in customer rates [2010 – $0.4 million]. 
 
b – Pipeline rehabilitation costs 
 
The cost of carrying out temporary repairs of pipeline breaks, as well as the related undepreciated net book 
value of pipeline assets destroyed as a result of pipeline breaks, are recorded in regulatory accounts for 
future recovery from customers. In addition, the cost of investigative work and repair of pipeline assets at 
risk due to stress, corrosion, cracking or other material defects is deferred for future recovery in customer 
rates. Amounts added to the pipeline rehabilitation cost regulatory account are recovered in customer rates 
over a ten-year period.  
 
c – Plant gains and losses 
 
Gains and losses on the disposal or retirement of capital assets are recorded in this regulatory account. 
Management expects that this regulatory asset will be recovered from customers through future rates. The 
recoverability and amortization of these costs is to be addressed as part of the Company’s 2012 revenue 
requirements application. 
 
d – Other amounts included in rate base 
 
The balance of other amounts included in rate base is comprised of various items, each less than $0.5 
million, that are approved for recovery from customers in future rates and are subject to a regulatory return. 
Items making up this balance include a regulatory account to capture adjustments to benchmark returns on 
equity for inclusion in future customer rates, a regulatory account for the recovery of lost margin from 
certain industrial customers whose actual deliveries varied from deliveries forecast for rate-setting 
purposes, and a regulatory account to recover the difference between actual and forecast property taxes. 
Amounts added to these accounts are recovered in customer rates over varying periods, from one to three 
years.  
 
e – Deactivated assets 
 
Subsequent to the closure of Methanex Corporation’s Kitimat methanol plant in January 2006, the 
Company identified certain plant, property and equipment as no longer required on an ongoing basis to 
provide service to its customers. In 2006, the Commission approved the removal from rate base of 
compressor facilities, pipeline loops and various other fixed assets with a net book value of $5.0 million. 
This amount was transferred to a non-rate-base, interest-bearing regulatory account effective December 31, 
2005, and is being amortized on a straight-line basis over a ten-year period commencing 2006. In the 
negotiated settlement process (“NSP”) of the 2011 revenue requirement application, the Commission 
approved reclassifying these assets back into property, plant and equipment in anticipation of the 
reactivation of these facilities in the near future. 
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5. FINANCIAL STATEMENT EFFECTS OF RATE REGULATION (continued) 
 
f – Other amounts excluded from rate base 
 
The balance of other amounts excluded from rate base is comprised of various items, each less than $0.5 
million, that are approved for recovery from customers in future rates, but are not subject to a regulatory 
return. Items making up this balance include an interest deferral mechanism approved by the Commission 
to mitigate exposure to fluctuations in floating interest rates on short- and long-term debt, and provisions 
for recovery of the net book value of assets no longer in service. Amounts added to these regulatory 
accounts are recovered in customer rates over varying periods, from one to ten years.  
 
g – Gas purchase variance recoverable  
 
Gas purchase variance recoverable amounts arise due to unanticipated commodity cost and demand 
fluctuations between actual natural gas costs and forecast natural gas costs as recovered in rates. As 
directed by the Commission, gas purchase variance amounts are recovered from or refunded to customers 
on a straight-line basis generally over a one year period. This balance also includes the fair value of 
derivative financial instruments used in hedging future gas costs. For 2011, amounts refunded and credited 
to cost of gas was $1.3 million before income taxes [2010 – $2.3 million].  
 
h – LNG Partners option fees deferral 
 
In 2009, Merrill Lynch paid $2.5 million in option and extension fees to the Company to secure excess 
firm pipeline capacity. In 2010, further deposits totaling $2.0 million were paid to the Company and the 
agreement between the Company and Merrill Lynch was assigned and novated by Merrill Lynch to LNG 
Partners, LLC (“LNG Partners”). Pursuant to the Commission approved negotiated settlement agreement 
for the Western system 2009 revenue requirements application, the Company has recorded these amounts 
as an interest bearing, non-rate base regulatory liability to be credited to cost of service in future years. 
Also pursuant to the 2010 negotiated settlement, the Company has drawn down $2.0 million of the LNG 
Partners option fees deferral to offset the full balance of the Western system’s common equity deferral 
account that was set up during 2009 and 2010 following the capital structure and equity risk premium 
application. In 2011, the Company received additional deposits of $2.0 million and drew down $1.6 
million in accordance with the NSP of the 2011 revenue requirement application. 
 
i – West Fraser Timber Co. Ltd. termination payment deferral 
 
On May 31, 2010, West Fraser Timber Co. Ltd. (“West Fraser”) provided the Company with the required 
six months cancellation notice to terminate the transportation service agreement related to its Kitimat B.C. 
linerboard mill. West Fraser continued to pay the monthly demand charge due under the transportation 
agreement until November 30, 2010 and then made a termination payment of just over $5.0 million on 
December 1, 2010. The termination payment is being amortized over a period of 37 months, the remaining 
life of the agreement as agreed upon in the 2011 NSP of the revenue requirement application.  In addition, 
as was the case with the closure of the Methanex plant, lost future revenues from the West Fraser contract 
are expected to be recoverable through standard rate applications to the Commission. If this is the case, the 
Company anticipates limited impact on future earnings.  
 
j – Future recovery of income taxes 
 
This balance represents future income taxes that are not recovered through the current rate-making 
methodology as prescribed by the Commission. This regulatory asset is adjusted to reflect changes in the 
underlying temporary differences and for changes in future income tax rates. Management expects that this 
regulatory asset will be recovered through future rates. 
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5. FINANCIAL STATEMENT EFFECTS OF RATE REGULATION (continued) 
 
k – Future recovery of non-pension post-retirement benefits 
 
This balance represents the non-pension post-retirement liability that is not recovered through the current 
rate-making methodology as prescribed by the Commission. Management expects that this regulatory asset 
will be recovered through future rates. 
 
Financial statement effect of rate regulation 
 
In order to comply with the regulatory requirements of the Commission, the timing of recognition of 
certain revenues and expenses may differ from that which would otherwise be required under GAAP for 
non rate-regulated entities. The following table illustrates the effect of the deferral treatment allowed for 
the items discussed above under rate-regulated accounting as compared to the corresponding treatment 
under GAAP for non rate-regulated entities on income before income taxes for both 2011 and 2010: 
 
Year Ended December 31, 2011  
    Increase 
  Net deferral  (decrease) in  
  (recovery)  income before 
[$ in thousands]  of amounts Amortization income taxes 
 
Rate stabilization adjustment mechanism  1,403 — 1,403 
Pipeline rehabilitation costs  (260) 223 (37) 
Plant gains and losses  — 28 28 
Other amounts included in rate base  379 4 383 
Deactivated assets  2,834 — 2,834 
Other amounts excluded from rate base  (167) 473 306 
Gas purchase variance recoverable  (435) — (435) 
LNG Partners option fees deferral  2,103 (1,582) 521 
West Fraser termination payment deferral  133 (1,687) (1,554) 
Future recovery of income taxes  (354) (1,000) (1,354) 
Future recovery of non-pension post-retirement benefits — — — 


  5,636 (3,541) 2,095 
 
Of the $3.5 million in amortization, the amount related to the West Fraser termination payment deferral of 
$1.7 million is included in revenue and the remaining $1.8 million is included as a credit in depreciation 
and amortization expense. 
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5. FINANCIAL STATEMENT EFFECTS OF RATE REGULATION (continued) 
 
Year Ended December 31, 2010  
    Increase 
  Net deferral  (decrease) in  
  (recovery)  income before 
[$ in thousands]  of amounts Amortization income taxes 
 
Rate stabilization adjustment mechanism  (2,418) — (2,418) 
Pipeline rehabilitation costs  (483) 185 (298) 
Plant gains and losses  — 27 27 
Other amounts included in rate base  (398) 253 (145) 
Deactivated assets  (122) 625 503 
Other amounts excluded from rate base  (369) (213) (582) 
Gas purchase variance recoverable  (3,333) — (3,333) 
LNG Partners option fees deferral  214 (99) 115 
West Fraser termination payment deferral  5,151 (143) 5,008 
Future recovery of income taxes  (484) (900) (1,384) 
Future recovery of non-pension post-retirement benefits (124) — (124) 


  (2,366) (265) (2,631) 
 
Of the $0.3 million amortization, the amount related to the West Fraser termination payment deferral of 
$0.1 million is included in revenue and the remaining $0.2 million amortization is included as a credit in 
depreciation and amortization expense. 
 
Other items affected by rate regulation 
 
Allowance for funds used during construction (“AFUDC”)  
 
AFUDC is included in the cost of plant, property and equipment and is depreciated over future periods as 
part of the total cost of the related asset. AFUDC includes both an interest component and a cost of equity 
component, as approved by the Commission. In the absence of rate regulation, generally accepted 
accounting principles would permit the capitalization of only the interest component. Therefore, the 
recording of the cost of equity component as a capitalized asset and the corresponding earnings recognized 
during the construction phase would not be recognized nor would the subsequent depreciation of the 
capitalized cost of equity component. It is not possible to make a reasonable estimate of the carrying value 
of the cost of equity component of AFUDC included in plant, property and equipment. The Company did 
not capitalize any AFUDC in 2011 or 2010. 
 
Deemed interest capitalization 
 
The Company is permitted to earn or charge a short-term interest return on regulatory assets and liabilities 
excluded from rate base. For 2011, interest was capitalized at 4.44% [2010 – 3.99%] on these amounts. In 
the absence of rate regulation, GAAP would not permit the capitalization of interest on deferrals. 
Therefore, the recording of capitalized interest as a component of regulatory assets or liabilities and the 
corresponding earnings adjustment would not be recognized nor would the subsequent amortization of the 
capitalized interest component. The amortization of capitalized interest resulted in additional amortization 
of $0.2 million in 2011 [2010 – $0.2 million]. 
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5. FINANCIAL STATEMENT EFFECTS OF RATE REGULATION (continued) 
 
Overhead and depreciation capitalization 
 
With the approval of the Commission, the Company capitalizes a percentage of certain operating, 
administrative and general costs into the rate base on an ongoing basis. Such treatment is accorded in 
recognition of the significance of plant, property and equipment constructed by the Company. The 
Company is also authorized to capitalize depreciation on equipment used in the construction of assets. The 
Company is allowed to earn a rate of return on the net book value of such capitalized costs in future years. 
In the absence of rate-regulated accounting, these costs would be charged to the consolidated statement of 
income in the period in which they occurred. In 2011, the Company capitalized $1.0 million of overhead 
costs [2010 – $1.9 million] and $0.2 million of depreciation expense [2010 – $0.3 million] to plant, 
property and equipment. 
 
Gains and losses on disposal of property, plant and equipment 
 
As directed by the Commission, when a fixed asset is retired or otherwise disposed of, the Company does 
not reflect a gain or loss in income. Entities not subject to rate regulation write off the net book value of the 
retired asset and include any resulting gain or loss in current operating results. Since the Company does not 
calculate depreciation expense for individual assets, it cannot identify or quantify gains or losses on the 
retirement of a fixed asset in any given year which would have been recorded had the Company not been 
subject to rate regulation. 
 
Derivative instruments and hedging 
 
To be recorded as a hedging instrument under GAAP for non rate-regulated entities, a derivative 
instrument has to be designated as such and meet certain criteria for effectiveness. If a derivative 
instrument does not meet the designation criterion, the effectiveness criterion or the documentation 
requirements necessary for designation as a hedging instrument, it is recorded at its fair value and any 
resulting realized or unrealized gains and losses are included in income. In the absence of rate regulation, 
the Company would have had to consider whether to adopt hedge accounting as outlined in CICA 
Handbook Section 3865, Hedges, and ensure its documentation and effectiveness testing met the specified 
criteria. Since the accounting for these derivative instruments is determined by rate regulation, the 
Company has chosen not to pursue the required designations, nor to fulfill the documentation and 
effectiveness criteria required to account for these instruments as hedging instruments under GAAP for non 
rate-regulated entities. 
 
 
6. INVENTORIES OF NATURAL GAS AND SUPPLIES 
 
[$ in thousands] 2011 2010 
 
Natural gas (line pack) 822 681 
Materials and supplies 82 83 
  904 764  
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7. PLANT, PROPERTY AND EQUIPMENT 
 
As at December 31, 2011 
 Average   Net 
 Depreciation  Accumulated Book 
[$ in thousands] Rate (%) Cost Depreciation Value 
 
Transmission plant 1.7 198,126 95,896 102,230 
Distribution plant 1.9 104,761 42,365 62,396 
General plant 7.8 23,973 11,971 12,002 
Hydroelectric plant 2.5 19,498 823 18,675 
Processing plant 1.4 1,454 232 1,222 
Hydroelectric development project —  2,235 — 2,235 
Construction in progress —  711 — 711 
 2.2 350,758 151,287 199,471 
Capital supplies inventory —  925 — 925 


 2.2 351,683 151,287 200,396 
  
As at December 31, 2010 
 Average   Net 
 Depreciation  Accumulated Book 
[$ in thousands] Rate (%) Cost Depreciation Value 
 
Transmission plant 2.7 191,476 92,738 98,738 
Distribution plant 2.5 102,346 40,737 61,609 
General plant 4.4 23,282 9,509 13,773 
Hydroelectric plant 2.5 19,471 339 19,132 
Processing plant 1.7 1,466 401 1,065 
Construction in progress —  756 — 756 
 2.9 338,797 143,724 195,073 
Capital supplies inventory —  1,103 — 1,103 


 2.9 339,900 143,724 196,176 
 
The following table provides information on the changes in the balance of plant, property and equipment 
cost: 
 
[$ in thousands] 2011 2010 
 
Cost, beginning of year 338,797 312,994 
Acquisition of McNair Creek — 19,467 
Capital expenditures, net of contributions in aid of construction 10,179 7,104 
Depreciation capitalized 203 321 
Transfer from (to) regulatory asset 2,832 (6) 
Plant retirements (1,253) (1,083) 


Cost, end of year 350,758 338,797 
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7. PLANT, PROPERTY AND EQUIPMENT (continued) 
 
The following table provides information on the changes in the balance of accumulated depreciation for 
plant, property and equipment: 
 
[$ in thousands] 2011 2010 
 


Accumulated depreciation, beginning of year 143,724 135,631 
Depreciation expense 7,374 8,808 
Depreciation capitalized 203 321 
Transfer from (to) regulatory asset 856 (4) 
Plant retirements (870) (1,083) 
Salvage on plant retirements — 51 


Accumulated depreciation, end of year 151,287 143,724 
 
During the year, the Company received contributions in aid of construction of $0.5 million [2010 – $0.7 
million], which have been recorded as a reduction to the cost of distribution plant. 
 
 
8. INTANGIBLE ASSETS 
 
As at December 31, 2011 
 Average   Net 
 Amortization  Accumulated Book 
[$ in thousands] Rate (%) Cost Amortization Value 
 


Land rights – indefinite life — 1,543 81 1,462 
Land rights – finite life 6.7 15 1 14 
Computer software 8.3 916 603 313 


  2,474 685 1,789 
 


As at December 31, 2010 
 Average   Net 
 Amortization  Accumulated Book 
[$ in thousands] Rate (%) Cost Amortization Value 
 


Land rights – indefinite life 0.3 1,512 81 1,431 
Land rights – finite life — 15 — 15 
Computer software 7.2 847 527 320 


  2,374 608 1,766 
  
The following table provides information on the changes in the balance of the cost of intangibles: 
 
[$ in thousands] 2011 2010 
 


Cost, beginning of year 2,374 2,337 
Purchase of intangibles 69 22 
Transfer from regulatory asset 31 — 
Acquisition of McNair Creek — 15 


Cost, end of year 2,474 2,374 
 
Amortization of intangible assets for the year was $0.1 million [2010 – $0.1 million].
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9. REGULATORY AND OTHER ASSETS 
 
[$ in thousands] 2011 2010 
 
Regulatory assets [note 5] 3,413 7,356 
Future recovery of income taxes [note 5] 6,284 4,930 
Future recovery of non-pension post-retirement benefits [notes 5 and 13] 2,497 2,497 
Accrued pension benefit asset [note 14] 3,419 2,473 
Other 796 403 


  16,409 17,659 
 
 
10. INCOME TAXES 
 
[$ in thousands] 2011 2010 
 
Current income taxes (recovery) (399) 603 
Future income taxes 806 1,458 


  407 2,061 
 
Income tax expense varies from the amount that would be expected if current statutory rates were applied 
to income before income taxes for the following reasons: 
 
[Percent]  2011 2010 
 
Combined Canadian federal and provincial statutory  


income tax rates, including surtaxes  26.5 28.5 
Increase (decrease) in income taxes resulting from: 


Regulatory adjustment  (8.6) (4.4) 
Non-taxable income  (7.1) (2.9)  
Other items  0.1 (0.2) 


Effective rate of income taxes  10.9 21.0 
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10. INCOME TAXES (continued) 
 
Future income taxes 
 
Future income tax assets and liabilities are comprised of the following: 
 
[$ in thousands] 2011 2010 
 


Future income tax asset (liability): 
Plant, property and equipment (19,426) (18,672) 
Employee future benefits (1,138) (815) 
Gas purchase variance account (62) 468 
Other regulatory assets and liabilities (608) (1,237) 
Other 449 625 


  (20,785) (19,631) 
 
Comprised of: 
Current future income tax assets 363 468 
Non-current future income tax liabilities (21,148) (20,099) 


  (20,785) (19,631) 
 
 
11. BANK INDEBTEDNESS 
  
Under the Company’s bank operating facility, $25.0 million is available for working capital purposes 
[2010 – $25.0 million] through cash draws in the form of prime-rate advances or bankers’ acceptance and 
the issuance of letters of credit. The bank operating facility has a term of 18 months, expiring May 28, 
2012, and is collateralized by a charge on the Company’s accounts receivable and inventories. Draws on 
the operating facility bear interest at prime rate plus 1% or bankers’ acceptance rates plus 3% [December 
31, 2011 – 4.00% interest rate; December 31, 2010 – 4.00% interest rate] and are subject to a stand-by fee 
of 0.35%.  
 
Utilization of the bank operating facility is summarized below: 
 
[$ in thousands] 2011 2010 
 
Prime-rate advances 11,260 4,836 
Letters of credit 2,634 3,641 


  13,894 8,477 
 
Letters of credit issued under the bank operating facility secure the Company’s obligations under its 
Supplemental Retirement Plan and certain obligations related to McNair Creek. 
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12. LONG-TERM DEBT 
  
[$ in thousands]  2011 2010 
 
Secured Debentures – regulated activities [a] 
5-year Revolver due January 30, 2015, with draws available as prime-rate 
advances or bankers’ acceptances bearing interest at CDOR plus 1.325% 
[December 31, 2011 – 4.354%; December 31, 2010 – 4.371%] and 
subject to a stand-by fee of 0.50%. 20,000 16,000 


RoyNat Debenture due September 15, 2017, bearing interest at a floating 
rate set monthly at the average one-month CDOR [December 31, 2011 – 
3.699%; December 31, 2010 – 3.689%], payable in monthly instalments 
of $0.1 million, beginning on September 15, 2010, with a final instalment 
of $6.6 million at maturity. 13,400 14,600 


2018 Series Debenture, 8.75% due November 15, 2018, payable in 
annual instalments of $0.6 million through to 2013 and $1.0 million in 
each of  the years 2014 to 2017, with a final instalment of $7.0 million at 
maturity. 12,200 12,800 


2025 Series Debenture, 9.30% due July 18, 2025, payable in annual 
instalments of $0.5 million, with a final instalment of $9.5 million at 
maturity. 16,000 16,500 


2027 Series Debenture, 6.90% due December 2, 2027, payable in annual 
instalments of $0.5 million, with a final instalment of $9.5 million at  
maturity. 17,000 17,500 


2011 Series Debenture, 10.75% due December 13, 2011, payable with an 
instalment of $0.8 million in 2010, with a final instalment of $5.0 million 
at maturity.  — 5,000  


 78,600 82,400 
Secured Debentures – non-regulated activities [b] 


2024 CFI Debenture, 7.39% due November 1, 2024, payable in monthly 
blended principal and interest mortgage-style instalments that total to  
$1.1 million annually. 8,775 9,167 
 87,375 91,567  
Less: Debt issue costs (536)  (614) 
 86,839 90,953 
Long-term debt due within one year [c] (3,222) (8,192) 


 83,617 82,761 
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12. LONG-TERM DEBT (continued) 
 
[a] Collateral for the Secured Debentures consists of a specific first mortgage on substantially all of the 


Company’s plant, property and equipment and gas purchase and gas sales contracts, and a first floating 
charge on other property, assets and undertakings.  


 
[b] Collateral for the 2024 CFI Debenture consists of first fixed specific and floating charges and a 


security interest over all the assets and undertakings of McNair Creek and a first security interest over 
all the ownership interests of the Company and its partner in McNair Creek. 


 
[c] Principal repayments of long-term debt during the next five years and thereafter are as follows: 


   
[$ in thousands]   
 


2012 3,222 
2013 3,254 
2014 3,689 
2015 23,726 
2016 3,767 
Thereafter 49,717 


 87,375 
 
 
13. REGULATORY AND OTHER LIABILITIES 
 
[$ in thousands] 2011 2010 
 
LNG Partners option fees deferral [note 5] 3,021 2,500 
West Fraser Timber Co. Ltd. termination payment deferral [note 5] 3,454 5,008 
Accrued non-pension post-retirement benefit liability [note 14] 2,502 2,497 
Derivative financial instruments – non-current [note 18] — 476 
Other 198 411 


  9,175 10,892 
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14. EMPLOYEE FUTURE BENEFIT PLANS 
 
The Company and its subsidiary have a number of funded and unfunded defined benefit plans, as well as 
defined contribution plans, that provide pension, other retirement and post-employment health and life 
insurance benefits for most employees.  
 
Total cash payments for employee future benefits included the following: 
 
[$ in thousands]  2011 2010 
 
Defined benefit plans  2,282 2,312 
Defined contribution plans  27 27 
Non-pension post-retirement plans  563 150 
Non-pension post-retirement benefits paid  214 243 


  3,086 2,732 
 
[a] Defined benefit pension plans 
 
The measurement dates of the funded plans, as well as the effective dates of the most recent actuarial 
valuations and the next required actuarial valuations for the purpose of funding the funded plans are as 
follows: 
 
  2011 2010 
 
Measurement date of the plan assets  
 and accrued benefit obligation September 30, 2011 September 30, 2010 
Effective date of the most recent actuarial  
 valuation report for funding purposes December 31, 2009 December 31, 2009 
Effective date of the next required actuarial  
 valuation report for funding purposes December 31, 2012 December 31, 2012 
 
Benefits earned under the defined benefit plans are principally based on years of service and average 
earnings. Information about the Company’s defined benefit pension plans is as follows: 
  
[$ in thousands]  2011 2010 
 
Accrued benefit obligations: 
Balance, beginning of year  29,275 23,370 
Current service cost  1,104 761 
Employees’ contributions  23 15 
Interest cost  1,554 1,512 
Benefits paid  (1,029) (1,004) 
Actuarial losses  889 4,621 


Balance, as at measurement date  31,816 29,275 
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14. EMPLOYEE FUTURE BENEFIT PLANS (continued) 
 
[$ in thousands]  2011 2010 
 
Plan assets: 
Fair value, beginning of year  21,879 19,316 
Actual (loss) return on plan assets  (486) 1,489  
Employer contributions  2,260 2,063 
Employees’ contributions  23 15 
Benefits paid  (1,029) (1,004)  


Fair value, as at measurement date  22,647 21,879 
 
Funded status: 
Plan deficit  (9,169) (7,396) 
Unamortized net actuarial losses  12,052 9,355 
Unamortized transitional asset  (38) (38) 
Accrued benefit asset, as at measurement date  2,845 1,921 
Employer contributions between measurement date and end of year  574 552 


Accrued benefit asset, end of year [note 9]  3,419 2,473 
 
The following is a summary of the significant actuarial assumptions used in measuring the Company’s 
accrued pension benefit obligations: 
 
[Percent]  2011 2010 
 
Accrued benefit obligation as of December 31,  
with a measurement date of September 30: 
Discount rate  5.10 5.30 
Rate of compensation increase  3.25 3.25 
 
Benefit cost for years ended December 31,  
with a measurement date of September 30: 
Discount rate  5.30 6.50  
Expected long-term rate of return on plan assets  7.00 7.00  
Rate of compensation increase  3.25 3.25  
 
The following table shows the allocation of the pension plan assets at the measurement dates: 
 
[Percent]  2011 2010 
 
Asset category: 
Equity securities 61 62 
Debt securities 35 35 
Other 4 3 


 100 100 
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14. EMPLOYEE FUTURE BENEFIT PLANS (continued) 
 
The Company’s pension plan expense is as follows: 
  
[$ in thousands]  2011 2010 
 
Current service cost  1,104 761  
Interest cost  1,554 1,512  
Expected return on plan assets  (1,688) (1,481)  
Amortization of net actuarial loss  366 47  
Amortization of transitional asset  — 2 
Net defined benefit pension plan expense  1,336 841 
Defined contribution pension plan expense  27 27 


Total pension expense  1,363 868 
 
[b] Non-pension post-retirement benefits 
 
The following is a summary of the significant actuarial assumptions used in measuring the Company’s 
accrued non-pension post-retirement benefit obligations: 
 
[Percent]  2011 2010 
 
Accrued benefit obligation as of December 31,  
with a measurement date of September 30: 
Discount rate  5.10 5.30  
 
Benefit cost for years ended December 31,  
with a measurement date of September 30: 
Discount rate  5.30 6.50 
Expected long-term rate of return on plan assets  3.50 3.50  
 
Information about the Company’s non-pension post-retirement benefit obligation is as follows: 
 
[$ in thousands]  2011 2010 
 
Accrued benefit obligations: 
Balance, beginning of year  6,531 4,930  
Current service cost  224 150 
Interest cost  346 317 
Benefits paid  (214) (243) 
Actuarial (gain) loss  (68) 1,377 


Balance, as at measurement date  6,819 6,531 
 
Plan assets: 
Fair value, beginning of year  1,122 943 
Actual (loss) return on plan assets  (22) 28 
Employer contributions  420 394 
Benefits paid  (214) (243) 


Fair value, as at measurement date  1,306 1,122 
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14. EMPLOYEE FUTURE BENEFIT PLANS (continued) 
 
[$ in thousands]  2011 2010 
 
Funded status: 
Plan deficit  (5,513) (5,409) 
Unamortized net actuarial losses  1,791 1,889 
Unamortized transitional obligation  863 986 
Benefit liability, as at measurement date  (2,859) (2,534) 
Employer contributions between measurement date and end of year  357 37 


Accrued benefit liability, end of year [note 13]  (2,502) (2,497) 
 
The assumed extended health care cost trend used for measurement purpose is 10.0% per annum, grading 
down over 5 years to 5.0% and remaining at that level thereafter. The assumed dental premium trend used 
for measurement purposes is 7.0% per annum for the first 10 years and 6.0% per annum thereafter. 
 
The Company’s non-pension post-retirement benefit expense is as follows: 
  
[$ in thousands]  2011 2010 
 
Current service cost  224 150 
Interest cost  346 317 
Expected return on plan assets  (43) (36) 
Amortization of transitional obligation  123 123  
Amortization of net actuarial loss  95 1  


Non-pension post-retirement benefit plan expense, accrual method  745 555 
 
For 2011, the full amount of the non-pension post-retirement benefit plan expense [2010 - $0.4 million] 
has been recovered in customer rates and is recognized in the Company's administration and general 
expense. The 2010 difference of $0.1 million was recorded as an increase in the future recovery of non-
pension post-retirement benefits asset [see note 9]. 
 
For 2011, the effects of a one percentage point change in assumed health-care cost trend rates would have 
the following effects: 
 
  1% increase 1% decrease 
[$ in thousands]  in rate in rate 
 
Increase (decrease) in accrued benefit obligation  1,029 (810) 
Increase (decrease) in current service and interest costs  109 (82) 
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15. SHARE CAPITAL 
 
[a] Preferred shares 
  
[$ in thousands]  2011 2010 
 
Authorized 
1,400,000 cumulative redeemable junior preferred shares with a par 


value of $10 
 200,000 6.75% cumulative redeemable preferred shares with a par 


value of $25 each 


Issued 
 200,000 6.75% cumulative redeemable preferred shares 5,000 5,000 
 
The 6.75% cumulative redeemable preferred shares are entitled to the payment of fixed cumulative 
preferential cash dividends. These shares are non-voting and are redeemable at the option of the Company 
at $26.00 per share plus any accrued and unpaid dividends at the date of redemption. Dividends of $1.6875 
per preferred share were declared and paid on preferred shares in 2011 [2010 – $1.6875]. 
 
On January 23, 2012, subsequent to the end of the reporting period, the Company announced its intention 
to redeem all of its 6.75% cumulative redeemable preferred shares on February 27, 2012 [see note 25]. 
 
[b] Common shares 
 
[$ in thousands]  2011 2010 
 
Authorized 
 Unlimited Voting common shares with a par value of $2.50 each 


Issued 
 3,786,104 Common shares [2010 – 3,615,144] 9,465 9,038 
 
The Company issued 170,960 common shares in 2011 upon the exercise of employee share options [2010 
– 59,180] [see note 16].  
 
The holders of ordinary shares are entitled to receive dividends as declared by the Company from time to 
time. In 2011, dividends of $7.20 per common share were declared and paid on common shares [2010 – 
$1.14], including $1.20 per common share in regular dividends and $6.00 in special dividends related to 
the gain on sale of the Company’s interest in PTP [see note 4]. 
 
On December 20, 2011, all of the Company’s outstanding common shares were acquired by AltaGas 
Utility Holdings (Pacific) Inc., a wholly-owned subsidiary of AltaGas Ltd. [see note 3]. 
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16. SHARE-BASED COMPENSATION 
 
Share option plan 
 
Under the acquisition agreement with AltaGas [see note 3], there was a condition precedent to the 
completion of the arrangement that all of the Company’s outstanding share options, vested and unvested, 
be exercised, repurchased or terminated.  As at December 19, 2011, the Company accelerated the vesting 
of all outstanding unvested share options and recorded a share-based compensation expense of $0.1 million 
related to this action.  Following this, the Company repurchased all outstanding share options from holders 
for total cash consideration of $2.9 million, representing the spread between $36.75 and the options’ 
exercise price.  The Company’s share option plan was effectively terminated as at this date. 
 
Historically, the Company’s share stock option incentive plan provided for grants of share options to 
certain of its employees. Share options were granted at an exercise price equal to the closing price of the 
common shares on the Toronto Stock Exchange determined as of the trading day immediately preceding 
the date of the option grant. Share options generally vested in five equal stages with the first stage vesting 
on the date of the grant, and the remainder in four equal annual stages commencing on the first anniversary 
of the date of the grant. The maximum term of options awarded was ten years. 
 
The Company made use of the fair-value method of accounting for share-based compensation. The fair 
value of each option grant was estimated on the date of the grant using the Black-Scholes option pricing 
model. The following weighted-average assumptions were used in computing the fair value of share 
options granted for the periods noted: 
 


  2011 2010 
Dividend yield  4.6% 4.9%  
Expected volatility (annualized)  20.0% 20.2%  
Risk-free interest rate  2.8% 3.2%  
Expected life (years)  7.5 7.5  
 
Options granted in 2011 had an individual fair value of $3.08 per option [2010 – $2.66 per option]. The 
Company recognized a share-based compensation expense of $0.2 million related to share options for the 
year ended December 31, 2011 [2010 – $0.1 million]. 
 
A summary of the changes to the Company’s stock option plan during the years ended December 31, 2011 
and 2010 is as follows: 


 2011 2010 
  Weighted-  Weighted- 
  average  average
 Number exercise Number exercise
 of options price [$] of options price [$] 


Outstanding, beginning of year 311,360 16.90 332,240 15.85 
Granted 34,500 26.27 38,300 22.72 
Exercised (170,960) 15.87 (59,180) 14.66  
Forfeited (3,100) 24.67 — — 
Repurchased (171,800) 19.70 — — 


Outstanding, end of year — — 311,360 16.90 


Options exercisable, end of year — — 228,934 16.79 
Weighted-average remaining contractual life 
of outstanding options — 5.6 years  
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16. SHARE-BASED COMPENSATION (continued) 
 
Deferred share unit plan 
 
Under the acquisition agreement with AltaGas [see note 3], there was a condition precedent to the 
completion of the arrangement that all of the outstanding units in the Company’s deferred share unit 
(“DSU”) plan be redeemed.  As at December 19, 2011, the Company redeemed all outstanding deferred 
share units from holders.  The Company’s DSU plan was effectively terminated as at this date. 
 
The Company’s DSU plan for non-employee directors permitted directors to elect to allocate all or a 
portion of their annual compensation as deferred share units. The units vested upon issuance and the 
number of units to be issued was based on the participant’s compensation payable on that date divided by 
the fair market value of a common share of the Company. These units accumulated dividend equivalents in 
the form of additional units based upon the dividends paid on the Company’s common shares. Units were 
redeemable for cash or shares only following termination of service on the Board of Directors. The value 
of the deferred share units when converted to cash was to be equivalent to the market value of the 
Company’s common shares at the time the conversion took place. 
 
DSU is a term used to describe a method of paying an incentive to participants. DSU’s are not securities 
and do not entitle participants to the exercise of voting rights, the receipt of dividends or the exercise of 
any other rights attached to ownership of shares. Shares delivered under the DSU plan to departing 
participants are purchased in the open market by a trustee on behalf of the participant. 
 
Details of the DSU plan are as follows: 
 
Continuity 
[Units]  2011 2010 
 
Outstanding, beginning of year 31,146 24,545 
Issued during year 14,161 6,601 
Redemptions (45,307) — 


Outstanding, end of year — 31,146 
 
Liability  
[$ in thousands]  2011 2010 
 
Balance, beginning of year 934 460 
Expensed 731 474 
Redemptions (1,665) — 


Balance, end of year — 934 
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17. FINANCE FEES 
 
[$ in thousands] 2011 2010 
 
Interest on long-term debt 6,495 6,100 
Interest on short-term debt 223 102 
  6,718 6,202 
Imputed interest on regulatory assets and liabilities 243 202 


  6,961 6,404 
 
 
18. FINANCIAL INSTRUMENTS 
 
Financial instruments by category 
 
The fair value of the Company’s financial instruments, including derivatives, reflects a point in time 
estimate based on information about the instruments as at the balance sheet dates. The estimates involve 
uncertainties and judgment and may not be relevant in predicting future earnings or cash flows. 
 
Non-derivative financial instruments 
 
The Company has designated its non-derivative financial instruments as follows: 
 
[$ in thousands] December 31, 2011  December 31, 2010 
 Carrying Estimated Carrying Estimated 
 value fair value value fair value 
 
Held for trading 
Cash and cash equivalents 1,548 1,548 1,301 1,301 
 


Loans and receivables 
Accounts receivable 19,495 19,495 23,016 23,016 
 


Other financial liabilities 
Bank indebtedness 11,260 11,260 4,836 4,836 
Accounts payable and accrued liabilities 18,824 18,824 18,909 18,909 
Long-term debt, including current portion 86,839 97,823 90,953 100,735 
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18. FINANCIAL INSTRUMENTS (continued) 
 
The fair values of financial instruments included in current assets and current liabilities in the Company’s 
consolidated balance sheets approximate their fair value, reflecting the short-term maturity of these 
instruments. The fair value of the Company’s long-term debt is estimated by reference to quoted market 
prices for similar instruments, taking into account credit risk. 
 
Derivative financial instruments 
 
The Company hedges exposures to fluctuations in natural gas prices through the use of derivative financial 
instruments.  The Company has two hedge lines of credit, each is secured by the pledge of a $20.0 million 
debenture.  One line is with the provider of the Company’s bank operating line and the other is with 
another Canadian bank.  Under either hedge line if the credit exposure of the provider exceeds $20.0 
million, the Company is required to provide cash collateral to the extent of the excess credit exposure.  
 
The facility with the Company’s operating line provider has one financial covenant which requires the 
Company’s debt leverage not to exceed 65 percent.  The second facility has two financial covenants, one 
which requires the Company’s debt leverage not to exceed 65 percent, and the second which requires the 
Company to maintain a minimum interest coverage of 1.5 times using earnings before interest, income 
taxes and expenditures on the KSL Project to a maximum of $10.0 million. Further, if the Company’s 
secured debt rating is less than BBB (low) or the Company has no debt rating, the interest coverage 
requirement is 2.0 times or higher.  
 
These risk management facilities allow the Company to hedge natural gas purchases in accordance with its 
annual gas contracting and gas supply price risk management plan and to enter into interest rate hedging 
transactions. The Company has not entered into any new hedging arrangements since February 2011.  In 
July 2011, the Company withdrew its 2011 price risk management plan from consideration by the 
Commission and ceased its program to hedge natural gas purchases. Existing hedges will expire by 
October 2012.  
 
The following table summarizes the valuation of the Company’s derivative financial instruments related to 
natural gas supply as at December 31: 
 
As at December 31, 2011   Estimated 
   Percent of   net fair value 
  Notional annual gas Delivery  Price receivable 
Financial instrument   quantity purchases period  range (payable) 
  (gigajoules) (%)    (per gigajoule) ($000’s) 
 
Fixed-price contracts  910 000 10.2 Jan 2012 – Mar 2012 $4.16 (1,484) 
Natural gas swap contracts  1 751 500 19.8 Jan 2012 – Oct 2012 $3.93 to $5.56 (3,153) 
Collar contracts  53 500 0.6 Apr 2012 – Oct 2012 $3.80 (floor) - $5.31 (cap) (61) 


 2 715 000 30.6 (4,698) 
 







Pacific Northern Gas Ltd. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
Years ended December 31, 2011 and 2010 
 
 


- 39 - 


18. FINANCIAL INSTRUMENTS (continued) 
 
As at December 31, 2010   Estimated 
   Percent of   net fair value 
  Notional annual gas Delivery  Price receivable 
Financial instrument   quantity purchases period  range (payable) 
  (gigajoules) (%)    (per gigajoule) ($000’s) 
 
Fixed-price contracts  900 000 9.4 Jan 2011 – Mar 2011 $4.23 (678) 
Natural gas swap contracts  3 846 600 40.2 Jan 2011 – Oct 2012 $4.16 to $7.26 (5,453) 
Collar contracts  53 500 0.6 Apr 2012 – Oct 2012 $3.80 (floor) - $5.31 (cap) (8) 


 4 800 100 50.2 (6,139) 
 
The fair values reflect the estimated amounts that the Company would receive or pay at December 31 to 
terminate the fixed-price, swap and collar contracts based on the estimated future net cash flows under the 
terms of each contract.  
 
These estimated fair market values have no impact on earnings due to the regulated nature of the 
Company’s operations. Based on the current regulatory process, any gains or losses arising from utility 
related financial instruments would be treated as part of the cost of gas. 
 
As a result of the recognition of these derivative assets and liabilities, the gas cost variance payable account 
at December 31, 2011 reflects a decrease of $4.7 million [2010 – $6.1 million] in accordance with specific 
regulatory treatment. 
 
Fair value hierarchy 
 
The classification within the fair value hierarchy of the Company’s financial is summarized in the 
following table: 
 
December 31, 2011 


[$ in thousands] Level 1 Level 2 Level 3 Total 
     
Liabilities     
Derivative financial instruments – current  —  4,698  —  4,698 


  
December 31, 2010 


[$ in thousands] Level 1 Level 2 Level 3 Total 
     
Assets     
Derivative financial instruments  —  33  —  33 
     
Liabilities     
Derivative financial instruments – current  —  5,696  —  5,696 
Derivative financial instruments – non-current [note 13]  —  476  —  476 
  —  6,172  —  6,172 


 
The Company uses valuation models to determine the fair value of its derivative instruments. The inputs to 
these models are primarily external observable inputs such as natural gas forward prices. 
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19. RISK MANAGEMENT 
 
Credit risk 
 
The Company is exposed to credit risk in the event that a customer or counterparty to a financial 
instrument fails to meet its contractual obligations and arises mainly from its accounts receivable and 
derivative financial instruments. In accordance with established credit approval practices, the Company 
deals only with recognized high credit quality institutions as counterparties to its derivative instruments 
and physical off system gas sales and does not expect any counterparties to fail to meet its obligations. 
Should the Company incur a financial loss with respect to its regulated operations as a result of the failure 
of counterparty to meet its obligations, the Company would require regulatory approval to recover related 
costs through future rate adjustments. As at December 31, 2011 and 2010, all of the Company’s derivative 
instruments were in a liability position, hence there is minimal exposure to credit risk on these instruments. 
 
The Company’s credit policy requires a review of each customer for creditworthiness and often will 
require residential and commercial customers to pay a customer deposit based on two times the highest 
estimated monthly gas consumption prior to the installation of service. For industrial customers, the 
Company has the right to require securities such as letters of credit should a customer fail to pay its bills. 
No letters of credit or alternate security are currently in place with any individual industrial customer.   
 
The Company establishes an allowance for doubtful accounts that represents its estimate of accounts 
receivable which may not be recoverable. The main components of this allowance are a specific provision 
that relates to individual significant exposures and a general provision for the core market (residential and 
commercial) customers based on past experience. The Company actively reviews the adequacy of its 
allowance for doubtful accounts. 
 
The following table shows the breakdown of accounts receivables by major customer class:  
 
[$ in thousands] 2011 2010 


Core market – residential and commercial 16,532 19,581 
Industrial customers 755 779 
Off-system sales customers 2,784 3,167 
Other 137 338 
 20,208 23,865 
Less: Allowance for doubtful accounts (713) (849) 


 19,495 23,016 
  
The following table sets forth details of the aging of accounts receivables: 
 
[$ in thousands] 2011 2010 


Unbilled revenues 8,118 11,991 
Past due 0 to 30 days (current) 11,261 11,119 
Past due 31 to 90 days 413 303 
Past due over 91 days 416 452 
 20,208 23,865 
Less: Allowance for doubtful accounts (713) (849) 


 19,495 23,016 
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19. RISK MANAGEMENT (continued) 
 
Changes in the allowance for doubtful accounts are as follows: 
 
[$ in thousands] 2011 2010 


Balance, beginning of year 849 2,044 
Provision for doubtful accounts — 265 
Write-off of bad debts, net of recoveries, and other (136) (1,460) 


Balance, end of year 713 849 
 
Liquidity risk 
 
Liquidity risk is the risk that the Company will not be able to meet obligations associated with financial 
liabilities and commitments as they become due. The Company manages liquidity risk through the 
management of its capital structure and financial leverage. It also regularly monitors actual and projected 
cash flows. The Company believes that future cash flows generated from operations and access to 
additional liquidity through capital and banking markets will be adequate to meet its financial obligations 
in the foreseeable future.  
 
As at December 31, 2011, the Company had utilized $13.9 million of its $25.0 million operating line 
facility [see note 11] and $20.0 million of the $35.0 million available under its revolving term facility [see 
note 12]. 
 
The Company maintains regular dialogue with the financial institution that provides these facilities and has 
no reason to believe the facilities will not be renewed upon maturity. See “Market Risk – Interest Rates” 
below for additional information on how this may impact the Company’s future results.  
 
Repayments of financial liabilities 
 
The Company’s financial liabilities as at December 31, 2011 and as at December 31, 2010 include its bank 
indebtedness, accounts payable and accrued liabilities, natural gas derivatives and long-term debt. The 
tables below summarize the Company’s financial liabilities in relevant maturity groupings based on the 
remaining period from the balance sheet dates to the contractual maturity date.  
 
 Expected payments by period, as at December 31, 2011 


[$ in thousands] 
 


Description 
Within 
1 year 


  
2 to 3 
years 


 
 


4 to 5 
years 


More than 
5 years 


Total 
contractual 
cash flows 


 
 


Carrying 
amount 


Non-derivative financial liabilities       
Bank indebtedness  11,260  —  —  —  11,260  11,260 
Accounts payable and accrued 


liabilities  18,824  —  —  —  18,824  18,824 
Long-term debt, including current 


portion  8,958  17,777  35,710  71,972  134,417  86,839 
       
Derivative financial liabilities       
Fixed-price contracts  1,484  —  —  —  1,484  1,484 
Natural gas swap contracts  3,153  —  —  —  3,153  3,153 
Collar contracts  61  —  —  —  61  61 


  43,740  17,777  35,710  71,972  169,199 121,621 
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19. RISK MANAGEMENT (continued) 
 
 
 Expected payments by period, as at December 31, 2010 


[$ in thousands] 
 


Description 
Within 
1 year 


  
2 to 3 
years 


 
 


4 to 5 
years 


More than 
5 years 


Total 
contractual 
cash flows 


 
 


Carrying 
amount 


Non-derivative financial liabilities       
Bank indebtedness  4,836  —  —  —  4,836  4,836 
Accounts payable and accrued 


liabilities  18,909  —  —  —  18,909  18,909 
Long-term debt, including current 


portion  14,502  17,392  32,812  79,682  144,388  90,953 
       
Derivative financial liabilities       
Fixed-price contracts  678  —  —  —  678  678 
Natural gas swap contracts  5,018  435  —  —  5,453  5,453 
Collar contracts  —  8  —  —  8  8 


  43,943  17,835  32,812  79,682  174,272 120,837 
 
Market risk 
 
Market risk is the risk that changes in market prices, including foreign exchange, interest rates and 
commodity prices will affect the fair value of the Company’s financial instruments. The Company is not 
exposed to any foreign exchange risks on its earnings. The Company’s overall market risk has not changed 
significantly from the prior year. 
 
Market risk – commodity prices 
 
The commodity cost of natural gas can be highly volatile. The Company utilizes derivative and other 
financial instruments in connection with the management of gas supply. The Company enters into forward, 
future, swap, fixed-price and option contracts to manage the impact of market fluctuations on assets, 
liabilities or other contractual commitments. Based on the current regulatory process, any gains or losses 
arising from utility related derivative financial instruments are treated as part of the flow through of gas 
supply costs in customer rates. 
 
For illustrative purposes, a one dollar per gigajoule decrease in the underlying forecast price of natural gas 
at December 31, 2011, with all other variables remaining constant, would result in the estimated net fair 
value payable related to natural gas commodity derivatives [see note 18] increasing from $4.7 million to 
$7.4 million and an increase in the gas purchase variance recoverable account.  Conversely, a one dollar 
per gigajoule increase in the underlying forecast price of natural gas would result in the estimated net fair 
value payable decreasing from $4.7 million to a payable of $2.0 million and a decrease in the gas purchase 
variance recoverable account. 
 
At December 31, 2010, a one dollar per gigajoule decrease in the underlying forecast price of natural gas 
would result in the estimated net fair value payable related to natural gas commodity derivatives [see note 
18] increasing from $6.1 million to $10.9 million and an increase in the gas purchase variance recoverable 
account. Conversely, a one dollar per gigajoule increase in the underlying forecast price of natural gas 
would result in the estimated net fair value payable decreasing from $6.1 million to a payable of $1.4 
million and a decrease in the gas purchase variance recoverable account. 
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19. RISK MANAGEMENT (continued) 
 
Market risk – interest rates 
 
While underlying interest rates, such as prime and bankers’ acceptances rates are subject to changes in the 
future, as are interest rate spreads on borrowings by the Company, the Company does not expect these 
changes to have a material impact on its financial results. As directed by the Commission, the Company 
has an interest deferral mechanism that mitigates exposure to fluctuations in floating rates on both short-
term and long-term debt instruments [see note 5]. 
 
 
20. CAPITAL MANAGEMENT 
 
The Company’s capital is summarized as follows:        
 
[$ in thousands] 2011 2010 


Bank indebtedness 11,260 4,836 
Current portion of long-term debt 3,222 8,192 
Long-term debt 83,617 82,761 
 98,099 95,789 
Less: cash and cash equivalents (1,548) (1,301) 
Net debt 96,551 94,488 
Shareholders’ equity 90,769 94,043 


Total capitalization 187,320 188,531 
   
The Company’s overall strategy for managing capital remains unchanged from 2010.  The Company’s 
capital structure objectives are: 


• to maintain the amount of common equity in its capital structure at the level approved by the 
Commission for the purpose of determining rates for the Company’s regulated operations plus 
sufficient equity to support investments in the Company’s non-regulated businesses; and 


• to maintain a credit rating at which the Company has sufficient access to capital and to natural gas 
and other supplies on reasonable terms to be able to provide safe, secure and reliable service to its 
customers, which in turn is critical to the Company’s ongoing prosperity. 


 
All of the Company’s borrowing facilities have covenants customary to these types of facilities that must 
be met at the end of each calendar quarter. The financial terms and conditions of these covenants remain 
unchanged since December 31, 2010. The Company has been in compliance with these covenants each 
quarter since the issuance of the facilities. 
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21. COMMITMENTS AND GUARANTEES 
 
Gas purchase commitments 
 
The Company has long- and short-term natural gas purchase arrangements all of which are transacted at 
market prices and in the normal course of business. The Company’s purchase commitments as at December 
31, 2011 under various gas supply and transportation services contracts expiring through 2017 were as 
follows: 
 
[$ in thousands]    


2012  12,770 
2013  812 
2014  812 
2015  761 
2016  462 
2017  209 


Total  15,826 
 
These obligations are based on market prices that vary with gas commodity indices. The amounts disclosed 
reflect index prices that were in effect as at December 31, 2011. 
 
Pension Plan Funding Obligations 
 
As determined by the actuarial valuation report as at December 31, 2009, the Company is required to make 
an annual funding contribution of $2.0 million to its pension plan in 2012. 
 
Indemnifications 
 
Under the terms of its gas transportation and supply agreements with certain customers, the Company has 
provided an indemnity for all damages, claims or actions arising from any act or accident in connection 
with the installation, presence, maintenance and operations of the Company's plant, property and 
equipment, or in connection with the presence of gas deemed to be in the possession and control of the 
Company, and carries insurance to cover losses in the event of any claims under these provisions. The 
Company has also provided an environmental indemnity to certain secured debenture holders for any 
losses arising from non-compliance by the Company with applicable environmental laws.  
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22. SEGMENTED INFORMATION 
 
The Company operates in two business segments: the transmission and distribution of natural gas and the 
generation and sale of electricity from renewable resources. The renewable energy segment includes the 
operations of McNair Creek, as well as the Narrows Inlet and other renewable development activities.  The 
Company operates in a single geographic segment: Canada. 
 
The segment information does not include the results of business classified as discontinued operations. 
 
Year ended December 31, 2011 


   Gas Transmission Renewable  
[$ in thousands]   and Distribution Energy Consolidated 


Revenues  82,890 1,991 84,881 
Cost of gas   35,487 — 35,487 
  47,403 1,991 49,394 


Operating and maintenance   13,509 253 13,762 
Administrative and general   13,716 224 13,940 
Development costs   — 629 629 
Depreciation and amortization   5,112 485 5,597 
Municipal and other taxes   4,840 104 4,944 
  37,177 1,695 38,872 


  10,226 296 10,522 
Finance fees  6,276 685 6,961 
Investment and other income  (167) — (167) 
Income (loss) before income taxes and 


non-controlling interest  4,117 (389) 3,728 
Income tax expense (recovery)  515 (108) 407 
Net income (loss) and comprehensive income (loss) 3,602 (281) 3,321 
Net income attributable to non-controlling interest — (10) (10) 
Net income (loss) and comprehensive income (loss)  


attributable to shareholders   3,602 (291) 3,311 
 
Other segment information regarding capital expenditures, assets and liabilities is as follows: 
 
As at and for the year ended December 31, 2011 


   Gas Transmission Renewable  
[$ in thousands]   and Distribution Energy Consolidated 


Capital expenditures  7,738 1,929 9,667 
Plant, property & equipment  179,486 20,910 200,396 
Assets  224,009 22,894 246,903 
Liabilities  143,160 12,659 155,819 
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22. SEGMENTED INFORMATION (continued) 


Year ended December 31, 2010 


   Gas Transmission Renewable  
[$ in thousands]   and Distribution Energy Consolidated 


Revenues  93,848 1,316 95,164 
Cost of gas   44,113 — 44,113 
  49,735 1,316 51,051 


Operating and maintenance   12,388 183 12,571 
Administrative and general   7,657 977 8,634 
Development costs   — 407 407 
Depreciation and amortization   8,413 339 8,752 
Municipal and other taxes   4,691 74 4,765 
  33,149 1,980 35,129 


  16,586 (664) 15,922 
Finance fees  5,892 512 6,404 
Investment and other income  (3) — (3) 
Income (loss) before income taxes and 


non-controlling interest  10,697 (1,176) 9,521 
Income tax expense (recovery)  2,384 (323) 2,061 
Net income (loss) and comprehensive income (loss) 8,313 (853) 7,460 
Net loss attributable to non-controlling interest — 10 10 
Net income (loss) and comprehensive income (loss)  


attributable to shareholders   8,313 (843) 7,470 
 
Other segment information regarding capital expenditures, assets and liabilities is as follows: 
 
As at and for the year ended December 31, 2010 


   Gas Transmission Renewable  
[$ in thousands]   and Distribution Energy Consolidated 


Capital expenditures  6,896 4  6,900 
Plant, property & equipment  177,044 19,132 196,176 
Assets  228,116 21,171 249,287 
Liabilities  142,594 12,376 154,970 
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23. SUPPLEMENTAL CASH FLOW INFORMATION 
 
 [$ in thousands] 2011 2010 


Depreciation and amortization: 
Depreciation of property, plant and equipment  7,374 8,808 
Amortization of intangible assets  77 66 
Amortization of deferred assets and liabilities  (1,854) (122) 


Total depreciation and amortization  5,597 8,752 
 
Changes in operating assets and liabilities: 
(Increase) decrease in: 
   Accounts receivable  3,521 (1,268) 
   Gas purchase variance recoverable  (1,895) — 
   Income taxes recoverable  1,305 (1,305) 
   Inventories of supplies and natural gas  (140) 315 
   Prepaid expenses  (10) (115) 
Increase (decrease) in: 
   Accounts payable and accrued liabilities  (1,153) (3,523) 
   Gas purchase variance payable  — (1,332) 
   Income taxes payable   (2,109) (1,041) 
   Other taxes payable   31 (157) 
Changes in regulatory assets and liabilities   3,378 1,718 
Contributions to defined benefit plans in excess of expense   (930) (1,471) 


Attributable to operating activities    1,998 (8,179) 
 
Interest and tax payments: 
Income taxes paid, net of refunds received  397 2,594 
Interest paid  6,372 6,176 
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24. COMPARATIVE FIGURES 
 
Certain of the prior year’s comparative figures have been reclassified to conform to the financial 
presentation adopted in the current year. 
 
 
25. SUBSEQUENT EVENTS 
 
Redemption of Cumulative Redeemable Preferred Shares 
 
On January 23, 2012, the Company announced its intention to redeem all issued and outstanding 6.75% 
cumulative redeemable preferred shares [see note 15(a)]. The redemption is to take place on February 27, 
2012, in accordance with the share conditions attached to these preferred shares. The redemption price to 
be paid for each preferred share will be $26.26425, consisting of the $25.00 par value, a $1.00 premium, 
and $0.26425 in accrued and unpaid dividends up to but not including February 27, 2012. As there are 
200,000 preferred shares outstanding, the aggregate redemption price will be approximately $5.3 million.  
 
Effective the redemption date, it is expected that the preferred shares will cease trading and be delisted 
from the TSX. In conjunction with the recent acquisition of all of the Company’s common shares by 
AltaGas [see note 3], the Company will cease to be a publicly-traded entity upon completion of this 
transaction. 
 
Investment in Narrows Inlet Project 
 
On February 16, 2012, the Company made the decision to cap its investment in the Narrows Inlet Project at 
the amount incurred for development costs as at that date of approximately $2.5 million. Under the terms 
of the Narrow Inlet Project development agreement, the other investors in the project have the right to 
acquire the Company’s interest at the aggregate cost less tax benefits realized, plus a 10% per annum 
return.  If this option is not exercised, the Company will retain a Participation Interest in the Narrows Inlet 
Project based on a predetermined formula and maintain this ownership interest.  The Company has 
commenced the process of evaluating its alternatives for this investment.  
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GENERAL INSTRUCTIONS 
 
 
1. One copy of this report must be filed with the British Columbia Utilities 


Commission, 6th Floor, 900 Howe St., P.O. Box 250, Vancouver, B.C. V6Z 2N3 
the fourth month following the end of the company’s financial year. 


 
2. In addition to filing this form, the utility shall also file with the Commission: 
 
 a) A copy of its Corporate Income Tax filing when available; 
 
 b) Immediately upon publication, copies of its latest Annual Report prepared 


for distribution to stockholders, bondholders, or other security holders. 
 
3. Where differences exist between balances in accounts shown herein as 


compared with the aforementioned report, a statement of reconciliation is to be 
completed per page 35. 


 
4. Trial Balance of actual results according to the Uniform System of Accounts. 
 
5. Major normalization adjustments only should be applied. 
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DECLARATION 
 
 
I, Janet P. Kennedy, of North Vancouver, BC do hereby declare: 


 


 1. That I am Vice President, Regulatory Affairs & Gas Supply of Pacific 


Northern Gas Ltd. with head office at:  #950 - 1185 West Georgia Street, 


Vancouver, BC, V6E 4E6. 


 


 2. That I have examined the content of this report and the information set out 


herein is complete and accurate, to the best of my knowledge, information 


and belief. 


 


   


   


  _______________________ 


  Janet P. Kennedy 


 


Any questions concerning this report should be addressed to: 
 


J.P. Kennedy 
Vice President, Regulatory Affairs & Gas Supply 
#950 - 1185 West Georgia Street 
Vancouver, BC, V6E 4E6 
Telephone:  604-691-5680 
E-mail:  jkennedy@png.ca 
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DIRECTORS AND OFFICERS as at December 31, 2011 
 
 
Report below the name, title and business address of each director and officer. 
_________________________________________________________________________ 


NAME BUSINESS ADDRESS OFFICE HELD 


_________________________________________________________________________ 


 


D.G. Unruh c/o Pacific Northern Gas Ltd. Director 


  #950 – 1185 W. Georgia Street 


  Vancouver, B.C.  V6E 4E6 


 


R.G. Dyce #950 - 1185 W. Georgia Street Director and  


    Vancouver, B.C.  V6E 4E6 President  


 


G.B. Weeres #950 – 1185 W. Georgia Street Vice President 


  Vancouver, B.C.  V6E 4E6  


 


J. P. Kennedy #950 – 1185 W. Georgia Street Vice President, 


Vancouver, B.C.  V6E 4E6 Finance 


   


K.R.Teitge #950 – 1185 W. Georgia St. Treasurer 


  Vancouver BC  V6E 4E6  


 


C.P. Donohue #950 – 1185 W. Georgia Street Director, Regulatory 


    Vancouver, B.C.  V6E 4E6 Affairs & Gas Supply 


     and Assistant Secretary 


     


K. Stark Anderson #950 – 1185 W. Georgia Street Secretary 


  Vancouver, B.C.  V6E 4E6 
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SECURITY HOLDERS AND VOTING POWERS 
 
 
1. Give the names and addresses of the 10 security holders of the utility who, at the 


date of the latest closing of transfer books or compilation of lists of stocks or 
shareholders of the utility, prior to the end of the year, had the highest voting 
powers in the utility, and state the number of votes which each would have had 
the right to cast as of that date if a meeting were then in order.  If any such 
holder held in trust, give in footnote the know particulars of the trust (whether 
voting trust, etc.), duration of trust and principal holders of beneficiary interests in 
the trust.  Arrange the names of the security holders in order of voting power, 
commencing with the highest.  Show in column (a) the titles of officers and 
directors included in such a list of 10 security holders. 


 
    Voting Securities 
             Number of Votes as at December 31, 2011 
 


Name and Address  


of Security Holder Total Votes Common Preferred Other 


(a) (b) (c) (d) (e) 
 


Pacific Northern Gas Ltd. 


#950-1185 West Georgia St. 


Vancouver, BC V6E 4E6  6,457,918 6,457,918 - - 
 


 
2. Give also the voting powers resulting from ownership of securities of the utility of 


each officer and director not included in the list of 10 largest security holders.   


  


 None 
 
3. If any security other than common/ordinary shares/stock carries voting rights, 


explain the circumstances whereby such security became vested with voting 
rights.   


  


 None 
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4. Furnish particulars concerning any options, warrants or rights outstanding at the 


end of the year for others to purchase securities of the utility or any securities or 
other assets owned by the utility including prices, expiration dates and other 
material information relating to the exercise of the options, warrants or rights.  
Specify the amount of such securities or assets so entitled to be purchased by 
any officer, director, associated company, or any of the 10 largest security 
holders.  This instruction is inapplicable to the convertible securities or to any 
securities substantially all of which are outstanding in the hands of the general 
public where the options, warrants or rights were issued on a pro rata basis. 


  


 None 
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CONTROL OVER UTILITY 
 
 
If any corporation, business trust, or similar organization or combination of such 
organizations jointly held control over the utility at end of year, state name of 
controlling corporation or organization, manner in which control was held and extent 
of control.  If control was in a holding company organization, show the chain of 
ownership or control to the main parent company or organization.  If control was 
held by a trustee(s), state name of trustee(s), name of beneficiary or beneficiaries 
for whom trust was maintained, and purpose of the trust. 
 
 


The Fort St. John / Dawson Creek Division is a wholly owned division of 


Pacific Northern Gas (N.E.) Ltd.   


 


The parent company of Pacific Northern Gas (N.E.) Ltd. is Pacific Northern 


Gas Ltd. 
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CORPORATIONS CONTROLLED BY UTILITY 


 
1. Report below the names of all corporations, business trusts and similar 


organizations, controlled directly or indirectly by utility at any time during the 
year.  If control ceased prior to end of year, give particulars in a footnote. 


 
2. If control was by other means than a direct holding of voting rights, state in a 


footnote the manner in which control was held, naming any intermediaries 
involved. 


 
3. If control was held jointly with one or more other interests, state the fact in a 


footnote and name other interest. 
 
 


Name of Company Kind of  Percent Voting Footnote 


Controlled Business Stock Owned Reference 


 


None 


 


Definitions 


1. Direct control is that which is exercised without interposition of an intermediary. 
 


2. Indirect control is that which is exercised by the interposition of an 
intermediary which exercises direct control. 


 


3. Joint control is that in which neither interest can effectively control or direct 
action without the consent of the other, as where the voting control is equally 
divided between two holders, or each party holds a veto power over the other. 
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IMPORTANT CHANGES DURING THE YEAR 
 
 
Furnish particulars, including effective dates, concerning the matters indicated 
below: 
 
1. Changes or additions to franchise rights. 
 


 None 
 
2. Acquisition or disposal of ownership in other companies; consolidation, merger 


or reorganization with other companies. 
 
3. Acquisition or disposal of an operating unit or system. 
 


 None 
 
4. Important leaseholds. 
 


 None 
 
5. Important extension or reduction in transmission or distribution system. 
 


 None 
 
6. Estimated annual effect and nature of important wage scale changes during the 


year. 
 


 The union contract rates increased by 3.25% in 2011 over prior year. 
 
7. Important legal proceeding pending, in progress, or concluded during the year. 
 


 None 
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COMPARATIVE BALANCE SHEET - ASSETS


FOR THE YEARS ENDED DECEMBER 31


BCUC 2011 2010
Account


ASSETS


Plant:
100 Gas plant in service 78,210                 75,008                  
105 Accumulated depreciation (28,610)                (27,382)                 
115 Gas plant under construction 341                      277                       
118 Capital Supplies Inventory 80                        141                       


Total Plant 50,022                 48,045


Current Assets:
120 Investment in subsidiary -                       -                        
121 Other investments -                       -                        
130 Cash -                       -                        
131 Special deposit -                       -                        
140 Accounts receivable - Trade 6,681                   8,253                    
141 Conversion loans -                       -                        
141 Accounts receivable - Other -                       -                        
142 Accounts receivable - Inter company 5,779                   4,235                    
145 Bad Debts (455)                     (524)                      
150 Inventory - Materials & supplies 8                          10                         
152 Stored Gas -                       -                        
153 Inventory - Line pack gas 2                          (304)                      
160 Prepaid expenses 105                      113                       
162 Other Current Assets -                       -                        


Total Current Assets 12,120 11,783


Deferred Charges:
170 Unamortized debt discount & expense 258                      322                       
171 Plant losses -                       -                        
179 Deferred Charges 147                      345                       


Total Deferred Charges 405                      667                       


Other Assets:
182 Future recovery of income taxes 2,986                   2,710                    
182 Non Pension Post Retirement Benefit 434                      459                       
182 Accrued pension benefit asset 730                      501                       


Total Other Assets 4,150                   3,670                    


TOTAL ASSETS 66,698               64,164                 


   $000's
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COMPARATIVE BALANCE SHEET - EQUITY AND LIABILITIES


FOR THE YEARS ENDED DECEMBER 31


BCUC 2010 2009
Account


SHAREHOLDERS' EQUITY


Capital Stock & Surplus:
200 Preferred stock -                       -                        
205 Common stock 8,295                   8,295                    
210 Contributed surplus -                       -                        
212 Retained earnings 8,954                   7,460                    


Total Capital Stock & Surplus 17,249 15,756


LIABILITIES


211 Contribution & grants 8,428                   8,499                    
220 Long term debt 20,680                 21,628                  
250 Loans & notes payable 4,583                   4,261                    
251 Accounts payable - other 3,085                   2,701                    
252 Accounts payable - Affiliated Companies 5,821                   5,992                    
253 Dividends payable -                       -                        
254 Customers' security deposits 1,279                   1,296                    
255 Customers' advances for construction -                       -                        
256 Taxes accrued 1,513                   203                       
257 Interest payable & accrued 6                          2                           
259 Other Accrued Liabilities 468                      459                       
276 Deferred Income Taxes -                       -                        
280 Future Income Taxes 3,585                   3,299                    
285 Derivative Financial Instruments -                       -                        
292 Reserves for injuries and damages -                       69                         


TOTAL LIABILITIES 49,449                 48,409


TOTAL EQUITY AND LIABILITIES $66,698 $64,164


     $000's
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STATEMENT OF NET INCOME & RETAINED EARNINGS


FOR THE YEARS ENDED DECEMBER 31


BCUC
Account 2010 2009


Operating Revenue:
300 Sales (520-523) 26,640                 26,484                  
300 Miscellaneous (560-579) 86                        402                       


Total Operating Revenue 26,726                 26,886                  


Operating Expenses:
301 Cost of Sales (623 & 629) 14,323                 15,814                  
301 Operating (664-689) 4,599                   4,037                    
301 Administrative & General (700-729) 1,652                   1,340                    
302 Maintenance (864-885) 470                      239                       
303 Depreciation 1,380                   1,517                    
304 Amortization 318                      43                         
305 Municipal & Other Taxes 1,125                   1,052                    
306 Income Taxes 159                      198                       


Total Operating Expenses 24,026                 24,240                  


314 Investment and Other Income 39                        1                           


Total Investment & Other Income 39                        1                           


Income Deductions:
317 Loss on Foreign Exchange -                       -                        
320 Interest on Long Term Debt 1,038                   913                       
321 Amortization of Debt Discount, -                       -                        


    Premium & Expense 63                        63                         
323 Other Interest Expense 144                      62                         
324 AFUDC and Imputed Interest on Deferral 1                          117                       
329 Other Income Deductions -                       -                        


Total Income Deductions 1,246                   1,155                    


Net Income Before Extraordinary item 1,494                   1,493                    
332 Extraordinary Item -                       -                        


Net Income 1,494                 1,493                   


212 Restated Balance Beginning of Year 7,460                   5,967                    
350 Balance Transferred from Net Income 1,494                   1,493                    
357 Dividends Declared -                        


Retained Earnings End of Year 8,954                 7,460                   


     $000's
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Designation of Principal amount to Total Discount Balance Debits during Credits during Balance
Long term debt which expense relates and Expense From- To- Beg. Of year Year year (Amortization) Adjustments end of year


5 Year Revolver (2015) 11,000                         464                 2/2/2010 2/2/2015 68                 -               (11)                        -                        57                 
2017 Roynat 2,274                           17                   7/25/2007 9/15/2017 244               -               (51)                        -                        193               
2018 Debenture -                              -                 11/15/1993 11/15/2018 9                   -               (1)                          -                        8                   


322               -               (63)                        -                        258               


Amortization Period


Unamortized Debt Discount and Expense (Accounts 170 and 270)


 Explain any debits and credits OTHER THAN amortization to Account 321


(000's)
For the Year Ended December 31, 2011
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(000's)


BCUC Balance Future Gross Actual Future Amorti- Balance
Particulars A/C 2010 Income Taxes 2010 Additions Income Taxes zation 2011


Rate base items
RSAM (179) 312               111                  423                 45                -              469                 
Plant Gains and Losses (171) (238)              -                   (238)                30                -              (207)                
Investigative Digs (179) -                -                   -                 -              -              -                  
IFRS / US GAAP (179) 59                 24                    83                   51                -              133                 
Sub-total Gross Rate Base deferrals 133               135                  268                 126              -                   -              394                 
Related Future Income Taxes (FIT) (135)                (25)                   (0)                (161)                
Rate Base deferrals, net of FIT 133               126              (25)                   (0)                234               


Average rate base for the year 183               


Interest bearing deferrals
BCUC Fees (179) 3                   1                      4                     (8)                4                  (8)                    
Short Term Interest Rate (179) 1                   1                      2                     (8)                2                  (7)                    
Long Term Interest Rate (179) (91)                (37)                   (128)                (99)              (131)            (95)                  
Consolidated Gas Tariff Transition (179) -                 (54)              -              (54)                  
2011 Depreciation Adjustment (179) -                 (48)              -              (48)                  
Property tax variance (179) 17                 7                      25                   10                24                11                   
DC Industrial Deliveries (179) 11                 5                      16                   3                  15                4                     
BCUC Hearing costs & CAP/ROE (179) 32                 13                    44                   (2)                45                (3)                    
Common Equity (179) 277               113                  390                 10                400              -                  
Old Revolving Debt Issue Costs (179) 29                 (0)                     29                   1                  30                (0)                    
Reserve for Damages (179) (69)                -                   (69)                 (2)                (71)              -                  
GCVA (179) (373)              (171)                 (543)                497              -              (46)                  


 Sub-total gross interest bearing deferrals (162)              (68)                   (230)                300              -                   317              (248)                
Related Future Income Taxes (FIT) 68                   (47)                   (105)            126                 
Interest Bearing deferrals, net of FIT (162)              300              (47)                   212              (122)              


Total gross deferrals (excl. debt issue) 38                   426              -                   317              147                 
 Future Income Taxes on deferrals (excl. 
debt issue (67)                 -              (73)                   (105)            (35)                  


 Total deferrals, net of FIT (excl. debt 
issue) (29)                 426              (73)                   212              112                 


Debt Issue Costs (170) 322               322               -            -                  63                258               


UNAMORTIZED DEFERRED CHARGES AND AMORTIZATION
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GAS PLANT IN SERVICE


BCUC 2010 2011 2011 2011 Ending 
Description A/C Balance Additions Retirements Transfers Balance


 
Land (460) 11                           -                     -                       -                   11                              
Land Rights (461) 81                           -                     -                       -                   81                              
Comp. Structures (462) 465                         -                     -                       -                   465                            
Meas/ & Reg. Equip (463) 146                         -                     -                       -                   146                            
Mains (465) 6,464                      22                      -                       -                   6,486                         
Compressor Equipment (466) -                          -                     -                       -                   -                             
Meas. & Reg. Equipment (467) 4,517                      277                    -                       -                   4,794                         
Communication Structures & Equip. (468) 130                         -                     -                       -                   130                            
Other (469) 18                           -                     -                       -                   18                              
Total Transmission 11,833               299               -                 -               12,132                  


Land (470) 37                           -                     -                       -                   37                              
Land Rights (471) 222                         -                     -                       -                   222                            
Struct./Improvements (472) 1,558                      130                    -                       -                   1,688                         
Services (473) 17,922                    891                    (47)                       -                   18,765                       
House Reg. Installations (474) 4,885                      105                    -                       -                   4,990                         
Mains (475) 28,804                    1,360                 (52)                       -                   30,112                       
Compressor Equipment (476) -                          -                     -                       -                   -                             
Meas. & Reg. Equipments (477) 1,456                      42                      -                       -                   1,498                         
Meters (478) 1,980                      183                    (176)                     -                   1,987                         
Other Dist. Equipments (479) 20                           -                     -                       -                   20                              
Total Distribution 56,883               2,711            (276)               -               59,317                  


Land (480) 77                           -                     -                       -                   77                              
Land Rights (481) 1                             -                     -                       -                   1                                
Struc/Improvements (482) 1,294                      67                      -                       -                   1,361                         
Office Furnitre/Equipement (483) 295                         2                        -                       -                   296                            
Transport Equipment (484) 1,131                      204                    (39)                       36                    1,332                         
Heavy Work Equipment (485) 1,105                      109                    -                       -                   1,215                         
Tools/Work Equipment (486) 1,236                      24                      -                       -                   1,260                         
Computer Equipment (487) 898                         3                        -                       -                   901                            
Communication Structures & Equip. (488) 319                         -                     -                       -                   319                            
Undistributed Plant Additions (496) -                          -                     -                       -                   -                             
Total General 6,355                 409               (39)                 36                6,761                    


  
Other (498) -                          -                     -                       -                   -                             
Total unclassified plant -                     -                -                 -               -                        


Total Capital 75,071               3,419            (314)               36                78,210                  


WIP 126                    215               341                       


(000's)
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CONTINUITY OF ACCUMULATED DEPRECIATION


AS AT DECEMBER 31, 2011


 
BCUC 2010 2011 2011 2011 2011 Ending 


Description A/C Balance Provision Retirements Recoveries Transfers Balance


Franchises & Consents (401) -                       -                    -                -               -               -                      
Other Intangible Plant (402) -                       -                    -                -               -               -                      
Manufacturing Equipment (433) -                       -                    -                -               -               -                      
Gas Holders - Manufacturing (434) -                       -                    -                -               -               -                      
Structures & Improvements (442) -                       -                    -                -               -               -                      
Gas Holders - Storage (443) -                       -                    -                -               -               -                      


Total Processing Plant -                       -                  -              -              -               -                    


Land Rights (461) (59)                       -                    -                -               -               (59)                      
Comp. Struc. (462) (171)                     (16)                    -                -               -               (187)                    
Meas/Reg Struct. (463) (48)                       (5)                      -                -               -               (53)                      
Mains (465) (3,784)                  (58)                    -                -               -               (3,842)                 
Compressor Equip. (466) -                       -                    -                -               -               -                      
Meas. & Reg. Equip. (467) (1,655)                  (153)                  -                -               -               (1,808)                 
Communication Structures & Equip. (468) (105)                     (10)                    -                -               -               (115)                    
Other (469) (4)                         (0)                      -                -               -               (5)                        


       
Total Transmission (5,826)                  (242.652)         -              -              -               (6,068)               


Land Rights (471) (22)                       (19)                    -                -               -               (41)                      
Struct./Improvements (472) (348)                     (141)                  -                -               -               (489)                    
Services (473) (4,087)                  (327)                  22                 -               -               (4,392)                 
House Reg. Instal. (474) (2,014)                  (183)                  -                -               -               (2,197)                 
Mains (475) (9,942)                  (227)                  43                 -               -               (10,126)               
Compressor Equipment (476) -                       (80)                    -                -               -               (80)                      
Meas. & Reg. Equip. (477) (927)                     (70)                    -                -               -               (996)                    
Meters (478) (442)                     (60)                    176               -               -               (326)                    
Other Dist. Equip. (479) (7)                         (1)                      -                -               -               (8)                        


 
Total Distribution (17,788)                (1,108)             241             -              -               (18,655)             


Land Rights (481) (0)                         -                    -                -               -               (0)                        
Struct./Improvements (482) (705)                     (43)                    -                -               -               (749)                    
Office Furniture/Equipment (483) (246)                     (11)                    -                -               -               (257)                    
Transport Equipment (484) (833)                     (42)                    39                 -               (4)                 (841)                    
Heavy Work Equipment (485) (237)                     (85)                    -                -               -               (321)                    
Tools/Work Equipment (486) (649)                     (44)                    -                -               -               (693)                    
Computer Equipment (487) (698)                     (51)                    -                -               -               (749)                    
Communication Structures & Equip. (488) (225)                     (52)                    -                -               -               (277)                    
Other Plant (489) -                       -                    -                -               -               -                      
Unclasified Plant (496) -                       -                    -                -               -               -                      
Undistributed - Overhead (498) -                       -                    -                -               -               -                      


Total General (3,593)                  (328)                39               -              (4)                (3,886)               


Total (27,207)                (1,678)             280             -              (4)                (28,610)             


Amortization of CIAC 258                       
-                        


Depreciation capitalized 41                         


Depreciation expense (1,380)                   


($ 000's)
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Balance
Description of Project 2011


PROJECTS NOT SUBJECT TO AFUDC


Pipe -$        


Fittings 0


Transmission Materials 0


Projects Under Construction 0


Total -          


WIP - Carryforward Projects 341         


TOTAL WORK IN PROGRESS 341$      


($ 000's)


GAS PLANT UNDER CONSTRUCTION (115)


For the year ended December 31, 2011







Pacific Northern Gas (N.E.) Ltd. - Fort St. John / Dawson Creek Division
2011 Annual Report to the British Columbia Utilities Commission
Page 17


Gas Sold Revenue Customers
Account and Description TJ's ($ 000's) Year End


Sales (520-523)
Residential 1,603          13,799             15,303    
Commercial 1,454          10,273             2,453      
Small Industrial 189             1,107               13           
Total Sales 3,245          25,179             


Transportation 1,001          1,461               38           


Miscellaneous (560-579) 86                    


Total 4,246         26,726           


For the year ended December 31, 2011


Gas Operating Revenues per Financial Statements







Pacific Northern Gas (N.E.) Ltd. - Fort St. John / Dawson Creek Division
2011 Annual Report to the British Columbia Utilities Commission
Page 18


Account and Description 2011 2010


 623-629  Gas Supply 14,323             15,814            


 660  Supervision 2                      1                     
 664  Communications 8                      8                     
 665  Pipelines 160                  183                 
 665  Company Use Gas 330                  383                 
 667  Regulating stations 151                  82                   


         Total Transmission - Operation 651                  656                 


 670  Supervision 454                  336                 
 671  Load dispatching -                   -                  
 673  Removing & resetting meters 364                  282                 
 674  Service on customer premises 41                    36                   
 675  Mains and services 400                  364                 
 677 Regulating stations 11                    14                   


         Total Distribution - Operation 1,270               1,031              


 684  Communications 2                      1                     
 685  General systems operations 763                  684                 
 686  Safety 30                    34                   
 687  Training 92                    98                   
 688  Other general operations 440                  427                 
 689  Transferred to capital (25)                   (255)                


        Total General - Operation 1,302               990                 


 700  Sales supervision 9                      16                   
 702  Demonstration and selling 9                      2                     


         Total Distribution - Sales 18                    18                   


 711  Customer contracts 218                  189                 
 712  Meter reading 247                  233                 
 713  Customer billing 821                  709                 
 714  Credit and collections 73                    92                   
 718  Uncollectible accounts -                   119                 


         Total Customer Accounting 1,359               1,342              


($ 000's)
For the year ended December 31, 2011


Gas Operating Expenses
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Account and Description 2011 2010


 721  Administration 868                  751                 
 722  Special Services 65                    71                   
 723  Insurance 94                    124                 
 724  Reserve for Damages -                   -                  
 725  Employee Benefits 599                  456                 
 728  Fiscal and corporate expense 182                  186                 
 729  Transferred to capital (155)                 (247)                


         Total Admin & General - Operation 1,652               1,340              


 864  Communicaitons 0                      0                     
 865  Pipe lines 34                    9                     
 866  Compressors 139                  3                     
 867  Regulating stations 50                    50                   


         Total Transmission - Maintenance 223                  62                   


 872  Structures -                   0                     
 875  Mains and services 154                  135                 
 877  Regulating stations 1                      1                     
 878  Meters 92                    40                   


         Total Distribution - Maintenance 247                  176                 


TOTAL GAS OPERATING EXPENSES 6,721               5,616              


Summary
Operation Expense 4,599               4,037              
Admin & General Expense 1,652               1,340              
Maintenance Expense 470                  239                 


6,721               5,616              


($ 000's)


Gas Operating Expenses


For the year ended December 31, 2011
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Cost of Construction
Undistributed Overheads Overheads Undistributed Overheads Total Overheads to which Overheads % Overheads


Type of Overhead Beginning of Year for Year End of Year Cleared to Construction were Charged to Construction


Operations (1) 0 25                    0 25                                 2.6%


Administrative (2) 0 155                  0 155                               2.6%


Capitalized Depreciation 0 41                    0 41                                 32.0%


Other charges (3) 0 (2)                     0 (2)                                  100.0%


Total -$                               219$               -$                              219$                             2,705$                    8.1%


Breakdown:
Transmission 465 - Mains 3                                   


467 - Measuring & Regulating Equipment 6                                   
Distribution


472 - Structures & Improvements 14                                 
473 - Services 112                               
474 - House Regulator Installations 26                                 
475 - Mains 57                                 
477 - Regulating Equipment 0                                   
478 - Meters 0                                   


219$                             
Capitalization Procedure:
(1)  The pooled field operations costs were charged at a 2.60% capitalization rate on average in 2011.


(2)  The total administrative costs including employee benefits were subject to an 2.60% capitalization rate on average in 2011.


(3)  Other charges, which are charged 100% to construction, include warehouse costs, rentals, and other minor costs that service multiple projects.


Distribution:
The total overhead amount of $218,606 is charged out to each project at year end.  The calculation takes into account the accumulated labour
costs per project as a percentage of the total labour costs incurred in all projects.  This factor is applied to the total overheads and the respective
portion is then charged to each individual project.


For the year ended December 31, 2011


Construction Overheads


($ 000's)
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Item TJ of Gas Measured


Gas Received


Natural Gas Received 4,376                        


Total Receipts 4,376                        


Gas Delivered


Sales to ultimate customers 3,245                        
Transportation customers 1,001                        


4,246                        


Gas used by utility 14                             


Total Deliveries 4,260                        


Losses and Unaccounted for Gas


Known lost gas 4                               
-                            


Unaccounted for gas 112                           


Total Deliveries, Losses and
Unaccounted for Gas 4,376                        


For the year ended December 31, 2011


Gas Account
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2011 Pipeline Kilometers Total
Plastic Steel Plastic Steel Km's


Service Lines


Current 284.40     2.83         145.86     112.94     546.03     
Previous 275.67     3.35         141.16     113.31     533.49     
2011 Net Changes 8.72        (0.52)      4.70       (0.38)      12.53       


Distribution Mains


Current 1,029.96  364.37     562.46     168.79     2,125.58  
Previous 1,025.98  364.56     558.32     168.95     2,117.81  
2011 Net Changes 3.98        (0.19)      4.13       (0.16)      7.77        


Transmission Mains


Current -           153.70     -           65.01       218.71     
Previous -           153.70     -           65.01       218.71     
2011 Net Changes -          -         -         -          -          


Fort St. John DC/TR


For the year ended December 31, 2011


Pipeline Mileage
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Total Sales Residential 
Community Population Revenue ($ 000's) Revenue ($ 000's)


Fort St. John 35,925            17,455$                8,847$                 
Dawson Creek 57,895            9,121$                  4,952$                 


Year End Year End Year End
TJ Customers TJ Customers TJ Customers


1,603              15,303            1,454             2,453    1,189               51                       


Residential Commercial Industrial (incl. Transport)


For the year ended December 31, 2011


Sale of Gas by Communities at Tariff Rates
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SERVICE INTERRUPTIONS AND PROPERTY DAMAGE 
 
 
Report below any important interruptions of service due to failure of utility’s 
transmission facilities or failure of utility’s gas supply.  State for each case the action 
taken to maintain service, the duration of interruption, the restrictions imposed, and 
the number of classes of customers affected. 
 
State particulars of any important property damage sustained during the year, 
including information as to cause, personal injuries, or loss of life to employees or 
others, approximate cost of repairs, and length of time damaged facilities were out 
of service. 
 


None 







Pacific Northern Gas (N.E.) Ltd. – Fort St. John / Dawson Creek Division 


2011 Annual Report to the British Columbia Utilities Commission 


Page 25 


 
 


SYSTEM MAP 
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CASH WORKING CAPITAL


Line Lag/(Lead) Working 
No. Particulars Days Capital


1 Revenue 57.7


2 Expense -37.1


3 Operating working capital 20.6 22,735 1,281


4 Adjustments:


5    Customer deposits 0


6    Equal Billing Plan adjustment (1,606)


8    Provincial sales tax 54


9    Goods and services tax 257


10 Cash working capital required (14)


($000's)
For the year ended December 31, 2011
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Utility Income 1,494        


Deduct:
Other Interest Income (39)            


(39)            


Add:
Interest on Long Term Debt 1,038        
AFUDC and Imputed Interest on Deferral 1               
Amort of Debt Expenses 63             
Other Interest Expense 144           
Income Tax Account 159           


1,405        


Adjusted Earnings 2,860        


Deduct:
Income tax calculated on Adjusted Earnings 302           
Future Income Tax on Deferrals (105)          


EARNED RETURN 2,663      


Earned Return


in $000's
For the year ended December 31, 2011
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Line Actual
No. 2011


1 Calculation of Taxable Income
2 Earned return before income taxes 2,860        
3 Interest (1,199)       
4 Permanent differences 10             
5 Timing differences (153)          
6
7 Taxable income 1,518      
8
9 Calculation of Income Tax Expense
10 Income taxes payable 402           
11 Part I.3 tax -            
12 Deferred income tax (100)          
13
14 Income tax expense 302         
15
16 Particulars of Timing Differences
17 A.  Tax Effects Subject To Flowthrough
18   Depreciation 1,380        
19   Amortization 318           
20   Capital cost allowance (1,851)       
21   Overheads capitalized -            
22   Other -            
23 .
24 (153)        
25 B.  Tax Effects Subject To Deferral
26   Deferred charges -            
27
28 Timing differences (153)        
29
30 Tax rate 26.50%


(000'S)


INCOME TAXES


SCHEDULE 3
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2010 2011 Mean


Gas Plant in Service 75,071         78,210        76,641                  
Accumulated Depreciation (27,207)       (28,610)      (27,908)                
Depreciated Value of Plant 47,864         49,601        48,732                  


Other Rate Base Items
Contributions for construction (8,463)                  
Deferred income taxes (503)                     
Reserve for Damages -                       
Unamortized deferred charges 183                       
Cash working capital (14)                       
Other working capital 70                         


(8,727)                  


Utility rate base 40,005                  


Earned Return 2,663                    


Earned Return as Percentage of Utility Rate Base 6.66%


Utility Rate Base and Rate of Return


$000's
For the Year Ended December 31, 2012
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Line Actual
No. 2011


1 Short Term Debt 2,323          
2   proportion 5.81%
3   rate of return 4.14%
4   return component 0.24%
5
6 Long term debt 21,180        
7   proportion 52.94%
8   rate of return 5.20%
9   return component 2.76%
10
11 Preferred shares -              
12   proportion 0.00%
13   rate of return 0.00%
14   return component 0.0%
15
16 Common equity 16,502        
17   proportion 41.25%
18   rate of return 8.87%
19   return component 3.66%
20
21 Total capitalization 40,005       
22
23 Return on rate base 6.66%
24
25 Utility rate base 40,005       


SCHEDULE 5
(000's)


RETURN ON CAPITAL
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Degree Day Information Fort St. John Dawson Creek


Actual Degree Days 5,631.8              5,496.5              


Normal Degree Days 5,719.5              5,586.9              


Difference


% Change Difference / Normal -1.53% -1.62%


Temperature Normalization Factor


For the year ended December 31, 2011
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GENERAL INSTRUCTIONS 
 
 
1. One copy of this report must be filed with the British Columbia Utilities 


Commission, 6th Floor, 900 Howe St., P.O. Box 250, Vancouver, B.C. V6Z 2N3 
the fourth month following the end of the company’s financial year. 


 
2. In addition to filing this form, the utility shall also file with the Commission: 
 
 a) A copy of its Corporate Income Tax filing when available; 
 
 b) Immediately upon publication, copies of its latest Annual Report prepared 


for distribution to stockholders, bondholders, or other security holders. 
 
3. Where differences exist between balances in accounts shown herein as 


compared with the aforementioned report, a statement of reconciliation is to be 
completed per page 35. 


 
4. Trial Balance of actual results according to the Uniform System of Accounts. 
 
5. Major normalization adjustments only should be applied. 
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DECLARATION 
 
 
I, Janet P. Kennedy, of North Vancouver, BC do hereby declare: 


 


 1. That I am Vice President, Regulatory Affairs & Gas Supply of Pacific 


Northern Gas Ltd. with head office at:  #950 - 1185 West Georgia Street, 


Vancouver, BC, V6E 4E6. 


 


 2. That I have examined the content of this report and the information set out 


herein is complete and accurate, to the best of my knowledge, information 


and belief. 


 


   


   


  _______________________ 


  Janet P. Kennedy 


 


Any questions concerning this report should be addressed to: 
 


J.P. Kennedy 
Vice President, Regulatory Affairs & Gas Supply 
#950 - 1185 West Georgia Street 
Vancouver, BC, V6E 4E6 
Telephone:  604-691-5680 
E-mail:  jkennedy@png.ca 
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DIRECTORS AND OFFICERS as at December 31, 2011 
 
 
Report below the name, title and business address of each director and officer. 
_________________________________________________________________________ 


NAME BUSINESS ADDRESS OFFICE HELD 


_________________________________________________________________________ 


 


D.G. Unruh c/o Pacific Northern Gas Ltd. Director 


  #950 – 1185 W. Georgia Street 


  Vancouver, B.C.  V6E 4E6 


 


R.G. Dyce #950 - 1185 W. Georgia Street Director and  


    Vancouver, B.C.  V6E 4E6 President  


 


G.B. Weeres #950 – 1185 W. Georgia Street Vice President 


  Vancouver, B.C.  V6E 4E6  


 


J. P. Kennedy #950 – 1185 W. Georgia Street Vice President, 


Vancouver, B.C.  V6E 4E6 Finance 


   


K.R.Teitge #950 – 1185 W. Georgia St. Treasurer 


  Vancouver BC  V6E 4E6  


 


C.P. Donohue #950 – 1185 W. Georgia Street Director, Regulatory 


    Vancouver, B.C.  V6E 4E6 Affairs & Gas Supply 


     and Assistant Secretary 


     


K. Stark Anderson #950 – 1185 W. Georgia Street Secretary 


  Vancouver, B.C.  V6E 4E6 
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SECURITY HOLDERS AND VOTING POWERS 
 
 
1. Give the names and addresses of the 10 security holders of the utility who, at the 


date of the latest closing of transfer books or compilation of lists of stocks or 
shareholders of the utility, prior to the end of the year, had the highest voting 
powers in the utility, and state the number of votes which each would have had 
the right to cast as of that date if a meeting were then in order.  If any such 
holder held in trust, give in footnote the know particulars of the trust (whether 
voting trust, etc.), duration of trust and principal holders of beneficiary interests in 
the trust.  Arrange the names of the security holders in order of voting power, 
commencing with the highest.  Show in column (a) the titles of officers and 
directors included in such a list of 10 security holders. 


 
    Voting Securities 
             Number of Votes as at December 31, 2011 
 


Name and Address  


of Security Holder Total Votes Common Preferred Other 


(a) (b) (c) (d) (e) 
 


Pacific Northern Gas Ltd. 


#950-1185 West Georgia St. 


Vancouver, BC V6E 4E6  6,457,918 6,457,918 - - 
 


 
2. Give also the voting powers resulting from ownership of securities of the utility of 


each officer and director not included in the list of 10 largest security holders.   


  


 None 
 
3. If any security other than common/ordinary shares/stock carries voting rights, 


explain the circumstances whereby such security became vested with voting 
rights.   


  


 None 
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4. Furnish particulars concerning any options, warrants or rights outstanding at the 


end of the year for others to purchase securities of the utility or any securities or 
other assets owned by the utility including prices, expiration dates and other 
material information relating to the exercise of the options, warrants or rights.  
Specify the amount of such securities or assets so entitled to be purchased by 
any officer, director, associated company, or any of the 10 largest security 
holders.  This instruction is inapplicable to the convertible securities or to any 
securities substantially all of which are outstanding in the hands of the general 
public where the options, warrants or rights were issued on a pro rata basis. 


  


 None 
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CONTROL OVER UTILITY 
 
 
If any corporation, business trust, or similar organization or combination of such 
organizations jointly held control over the utility at end of year, state name of 
controlling corporation or organization, manner in which control was held and extent 
of control.  If control was in a holding company organization, show the chain of 
ownership or control to the main parent company or organization.  If control was 
held by a trustee(s), state name of trustee(s), name of beneficiary or beneficiaries 
for whom trust was maintained, and purpose of the trust. 
 
 


The Tumbler Ridge Division is a wholly owned division of Pacific Northern 


Gas (N.E.) Ltd.   


 


The parent company of Pacific Northern Gas (N.E.) Ltd. is Pacific Northern 


Gas Ltd. 
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CORPORATIONS CONTROLLED BY UTILITY 


 
1. Report below the names of all corporations, business trusts and similar 


organizations, controlled directly or indirectly by utility at any time during the 
year.  If control ceased prior to end of year, give particulars in a footnote. 


 
2. If control was by other means than a direct holding of voting rights, state in a 


footnote the manner in which control was held, naming any intermediaries 
involved. 


 
3. If control was held jointly with one or more other interests, state the fact in a 


footnote and name other interest. 
 
 


Name of Company Kind of  Percent Voting Footnote 


Controlled Business Stock Owned Reference 


 


None 


 


Definitions 


1. Direct control is that which is exercised without interposition of an intermediary. 
 


2. Indirect control is that which is exercised by the interposition of an 
intermediary which exercises direct control. 


 


3. Joint control is that in which neither interest can effectively control or direct 
action without the consent of the other, as where the voting control is equally 
divided between two holders, or each party holds a veto power over the other. 
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IMPORTANT CHANGES DURING THE YEAR 
 
 
Furnish particulars, including effective dates, concerning the matters indicated 
below: 
 
1. Changes or additions to franchise rights. 
 


 None 
 
2. Acquisition or disposal of ownership in other companies; consolidation, merger 


or reorganization with other companies. 
 
3. Acquisition or disposal of an operating unit or system. 
 


 None 
 
4. Important leaseholds. 
 


 None 
 
5. Important extension or reduction in transmission or distribution system. 
 


 None 
 
6. Estimated annual effect and nature of important wage scale changes during the 


year. 
 


 The union contract rates increased by 3.25% in 2011 over prior year. 
 
7. Important legal proceeding pending, in progress, or concluded during the year. 
 


 None 
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COMPARATIVE BALANCE SHEET - ASSETS


BCUC 2011 2010
Account


ASSETS


Plant:


100 Gas plant in service 9,121 8,956
105 Accumulated depreciation (5,400) (5,503)
115 Gas plant under construction 70


Total Plant 3,721 3,524


Current Assets:


120 Investment in subsidiary
121 Other investments
130 Cash
131 Special deposit
140 Accounts receivable - Trade 323 439
141 Conversion loans
141 Accounts receivable - Other
142 Accounts receivable - Inter company
145 Bad Debts (10) (9)
150 Inventory - Materials & supplies
152 Stored Gas
153 Inventory - Line pack gas
160 Prepaid expenses 9 9
162 Other Current Assets 8


Total Current Assets 323 446


Other Assets


170 Unamortized debt discount & expense 4 5
171 Plant losses
179 Deferred Charges (65) (142)
182 Non Pension Post Retirement Benefits 55 40


Total Other Assets (914) (1,012)


TOTAL ASSETS 3,129 2,958


$000's
As at December 31
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COMPARATIVE BALANCE SHEET - EQUITY AND LIABILITIES


BCUC
Account 2011 2010


SHAREHOLDERS' EQUITY


Capital Stock & Surplus:


200 Preferred stock
205 Common stock 230 230
210 Contributed surplus
212 Retained earnings 421 393


Total Capital Stock & Surplus 651 623


LIABILITIES


211 Contribution & grants 1,145 1,119
220 Long term debt 922 946
250 Loans & notes payable
251 Accounts payable - other 120 147
252 Accounts payable - Affiliated Companies 656 403
253 Dividends payable
254 Customers' security deposits 66 60
255 Customers' advances for construction
256 Taxes accrued 61
257 Interest payable & accrued 0 0
259 Other Accrued Liabilities 23 50
276 Deferred income taxes
280 Future Income Taxes (515) (546)
292 Reserves for injuries & damages 155


TOTAL LIABILITIES 2,478 2,335


TOTAL EQUITY AND LIABILITIES 3,129 2,958


$000's
As at December 31
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STATEMENT OF NET INCOME & RETAINED EARNINGS


BCUC
Account 2011 2010


NET INCOME


Operating Revenue:
300 Sales (520-523) 1,392 1,630
300 Miscellaneous (560-579) (1) (7)


Total Operating Revenue 1,390 1,622


Operating Expenses:
301 Cost of Sales (623 - 629) 251 353
301 Operating (664-689) 735 620
301 Administrative & General (700-729) 175 126
302 Maintenance (864-885) 118 196
303 Depreciation 143 123
304 Amortization (168) (38)
305 Municipal & Other Taxes 78 80
306 Income Taxes (51) 18


Total Operating Expenses 1,281 1,478


314 Investment and Other Income


Total Investment & Other Income


Income Deductions:
317 Loss on Foreign Exchange
320 Interest on Long Term Debt 67 64
321 Amortization of Debt Discount,


    Premium & Expense 1 (1)
323 Other Interest Expense 1.795 (0)
324 AFUDC and Imputed Interest on Deferral 10.896 19
329 Other Income Deductions


Total Income Deductions 81 83


Net Income Before Extraordinary item 28 62
332 Extraordinary Item


Net Income 28 62


212 Restated Balance Beginning of Year 393 331
350 Balance Transferred from Net Income 28 62
357 Dividends Declared


Retained Earnings End of Year 421 393


$000's
For the Years Ended December 31
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Designation of Principal amount to Total Discount Balance Debits during Credits during Balance
Long term debt which expense relates and Expense From- To- Beg. Of year Year year(Amortization) Adjustments end of year


5 Year Revolver (2015) 736                             5                    2/2/2010 2/2/2015 2                   (1)                         1                   
2018 Debenture 801                             13                  11/15/1993 11/15/2018 3                   (0)                         3                   


5                  -              (1)                       -                     4                 


Amortization Period


Unamortized Debt Discount and Expense (Accounts 170 and 270)


(000's)
For the year ended December 31, 2011
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UNAMORTIZED DEFERRED CHARGES AND AMORTIZATION


(000's)


A C T U A L S


BCUC Net of Tax Balance Future Gross Balance Future Amorti- Balance
Particulars A/C 2010 Income Tax 2010 Additions Income Tax zation 2011


Rate base items
Studies (172) 3                             0                 3                      -           0 3
Plant Gains and Losses (171) (15)                         -             (15)                  3               0 (13)
RSAM (179) 90                           36               127                  (36)           0 91
IFRS (179) 3                             1                 4                      2               0 6
Sub-total Gross rate base deferrals 81                           37               119                  (31)           0 88
Related Future Income Taxes (FIT) (37)                  9 0 (29)
Rate Base deferrals, net of FIT 81                  (31)         9                0        60             


Average rate base for the year 71


Interest bearing deferrals
BCUC Fees (179) 0                             0                 0                      (3)             2         (4)               
GCVA (179) (192)                       (73)             (265)                150           -      (116)           
Short term Interest (179) 2                             1                 3                      0               3         0                 
Long term Interest (179) (1)                          (0)             (1)                  (3)           (1) (3)             
Consolidated Gas Tariff Transition (179) -                  (4)             -      (4)               
2011 Depreciation Adjustment (179) -                  (8)             -      (8)
Industrial Customer Deliveries (179) (1)                           (2)               (3)                    (16)           (2) (17)
BCUC Hearing & CAP/ROE (179) 1                             0                 2                      (0)             2 (0)
Property Tax (179) (1)                           (0)               (2)                    (2)             (2) (2)
Common Equity (179) (8)                           (3)               (11)                  (0)             (11) (0)
Old Revolving Debt Issue Costs (179) 1                             0                 1                      0               1 0
Reserve for Damages (179) (155)                       -             (155)                (4)             (158) 0
Cost of Service (179) (0)                           (1)               (1)                    -           (1) 0


 Sub-total gross interest bearing deferrals (353)                       (78)             (431)                110           -             (168)    (153)           
Related Future Income Taxes (FIT) 78                    (25) 3 50
Interest Bearing deferrals, net of FIT (353)                110           (25) (165) (103)


Total gross deferrals (excl. debt issue) (312)                80             -             (168)    (65)             
 Future Income Taxes on deferrals (excl. debt issue 40                    -           (16)             3         22               


 Total deferrals, net of FIT (excl. debt issue) (272)                80             (16) (165) (43)


Debt/equity issue costs (170) 5 5 0 0 1 4               
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GAS PLANT IN SERVICE


As At December 31, 2011


 BCUC 2010 2011 2011 2011 Ending
Description A/C Balance Additions Retirements Transfer Balance


Land (410)   3                          3                         
Land Rights (411)   0                          0                         
Structures & Improvements (412)   34                        34                       
Measuring & Reg. Structures (413)   75                        75                       
Measuring & Reg. Equip (417)   30                        30                       
Purification Equipment (418)   3,484                   198                  (210)                   3,472                   
Total Gathering Plant 3,627                   198                  (210)                   -                  3,615                   


Land (460)   -                      
Land Rights (461)   -                       -                      
Comp. Structures (462)   -                       -                      
Meas/ & Reg. Equip (463)   -                       -                      
Mains (465)   1,716                   25                    1,741                   
Compressor Equipment (466)   4                          4                         
Meas. & Reg. Equipment (467)   105                      -                   105                     
Communication Structures & Equip. (468)   -                       -                      
Other (469)   -                       -                      
Total Transmission 1,825                   25                    -                     -                  1,850                   


Land (470)   -                       -                   -                      
Land Rights (471)   2                          -                   2                         
Struct./Improvements (472)   237                      29                    267                     
Services (473)   597                      54                    (6)                       646                     
House Reg. Installations (474)   265                      3                      -                     269                     
Mains (475)   984                      70                    -                     1,055                   
Compressor Equipment (476)   -                       -                   -                     -                      
Meas. & Reg. Equipments (477)   321                      -                   -                     321                     
Meters (478)   253                      38                    (56)                     235                     
Other Dist. Equipments (479)   -                       -                      
Total Distribution 2,661                   195                  (62)                     -                  2,793                   


Land (480)   23                        23                       
Land Rights (481)   -                       -                      
Struc/Improvements (482)   402                      402                     
Office Furniture/Equipement (483)   38                        38                       
Transport Equipment (484)   45                        45                       
Heavy Work Equipment (485)   88                        13                    100                     
Tools/Work Equipment (486)   95                        15                    110                     
Computer Equipment (487)   26                        26                       
Communication Structures & Equip. (488)   117                      117                     
Undistributed Plant Additions (496)   -                       -                      
Total General 835                      28                    -                     -                  862                     


Total Capital 8,947                   445                  (272)                   -                  9,121                   


WIP-per G/L 70                        (70)                   -                      


(000's)
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ACCUMULATED DEPRECIATION


AS AT DECEMBER 31, 2011


 
BCUC 2010  2011 2011 2011 2011  Ending


Description A/C Balance Provision Retirements Recoveries Transfers Balance


Structures & Improvements (412)   (12)                     (2)                     -                  -               -               (13)                     
Measuring & Regulating Struct. Imp. (413)   (52)                     (4)                     -                  -               -               (56)                     
Measuring & Reg. Equip (417)   (9)                       (1)                     (10)                     
Purification Equipment (418)   (2,570)                (41)                   210                 -               -                (2,401)                


Total Gathering Plant (2,642)                (48)                   210                 -               -               (2,480)                


Land Rights (461)   -                     -                  -               -               -                     
Comp. Struc. (462)   -                     -                  -               -               -                     
Meas/Reg Struct. (463)   -                     -                  -               -               -                     
Mains (465)   (914)                   (24)                   -                  -               -               (939)                   
Compressor Equipment (466)   (2)                       (0)                     -                  -               -               (2)                       
Meas. & Reg. Equipment (467)   (31)                     (5)                     -                  -               -               (36)                     
Communications (468)   -                   -                  -               -               -                     
Other (469)   -                   -                  -               -               -                     


Total Transmission (947)                   (30)                   -                  -               -               (977)                   


Land Rights (471)   -                     -                     
Struct./Improvements (472)   (36)                     (8)                     -                  (45)                     
Services (473)   (238)                   (12)                   3                     (247)                   
House Reg. Instal. (474)   (193)                   (7)                     -                  (200)                   
Mains (475)   (465)                   (16)                    -                  (480)                   
Compressor equipment (476)   -                     -                   -                  -                     
Meas. & Reg. Equipment (477)   (167)                   (27)                   -                  (195)                   
Meters (478)   (165)                   (12)                   56                   (121)                   
Other Dist. Equipment (479)   -                     -                     


Total Distribution (1,264)                (83)                   59                   -               -               (1,288)                


Land Rights (481)   -                     -                     
Struct./Improvements (482)   (362)                   (7)                     -                  (369)                   
Office Furniture/Equipment (483)   (17)                     (7)                     -                  -               (24)                     
Transport Equipment (484)   (20)                     (4)                     -                  -               (24)                     
Heavy Work Equipment (485)   (33)                     (7)                     -                  -               (40)                     
Tools/Work Equipment (486)   (53)                     (3)                     -                  -               (56)                     
Computer Equipment (487)   (26)                     -                   -               (26)                     
Communication Equipment (488)   (115)                   (1)                     -                  -               (116)                   
Other (489)   -                     -                     
Unclassified plant (496)   -                     -                     


Total General (626)                   (30)                   -                  -               -               (656)                   


Total (5,479)              (190)             269              -           -             (5,400)            
 


Amortization of CIAC 47                    


Depreciation capitalized 0                      


Depreciation expense (143)                 


(000's)
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($ 000's)


Balance
Description of Project 2011


PROJECTS NOT SUBJECT TO AFUDC


Pipe -$        


Fittings -          


Transmission Materials -          


Projects Under Construction -          


Total -          


WIP - Carryforward Projects -          


TOTAL WORK IN PROGRESS -$       


GAS PLANT UNDER CONSTRUCTION (115)
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Gas Sold Revenue Customers
Account and Description TJ's ($ 000's) Year End


Sales (520-523)
Residential 96                  680                1,092             
Commercial 75                  410                104                
Industrial -                 -                 0
Transportation 869                302                1                    
Total 1,040             1,392           1,197            


Miscellaneous (560-579) (1)                   


Total 1,390           


For the year ended December 31, 2011


Gas Operating Revenues per Financial Statements
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Account and Description 2011 2010


 623 - 629  Gas Purchases 251                353                


 621  Processing Plant 364                302                
 621  Processing Plant Gas 30                  54                  


394                356                


 660  Supervision 20                  -                 
 664  Communications 0                    -                 
 665  Pipelines 14                  7                    
 666  Compressors -                 -                 
 667  Regulating stations 17                  3                    


         Total Transmission - Operation 50 10


 670  Supervision 13                  13                  
 673  Removing & resetting meters 31                  13                  
 674  Service on customer premises 2                    1                    
 675  Mains and services 6                    25                  
 677 Regulating stations -                 -                 


         Total Distribution - Operation 51 51


 684  Communications 0 0
 685  General systems operations 60                  57                  
 686  Safety 0                    3                    
 687  Training 4                    15                  
 688  Other general operations 66                  34                  
 689  Transferred to capital (3)                   (6)                   


        Total General - Operation 127 102


 700  Sales supervision 0 0
 701  Advertising 0 0
 702  Demo & selling 0 0


        Total Genaral - Sales 0 0


 711  Customer contracts 15                  13                  
 712  Meter reading 17                  10                  
 713  Customer billing 72                  67                  
 714  Credit and collections 5                    6                    
 718  Uncollectible accounts 3                    4                    


         Total Customer Accounting 111 101


For the year ended December 31


Gas Operating Expenses


($ 000's)
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Account and Description 2011 2010


 721  Administration 62                  51                  
 722  Special Services 3                    6                    
 723  Insurance 10                  10                  
 725  Employee Benefits 89                  50                  
 728  Fiscal and corporate expense 17                  14                  
 729  Transferred to capital (6)                   (6)                   


         Total Admin & General - Operation 175 126


 821 Processing 112                168                


         Total Processing - Maintenance 112                168                


 864 Communications -                 -                 
 865 Pipelines -                 0                    
 867 Regulating Equipment 3                    1                    


         Total Transmission - Maintenance 3 2


 872  Structures -                 -                 
 875  Mains and services 2                    26                  
 877  Regulating stations -                 -                 
 878  Meters 1                    -                 
 879  Other 0 0


         Total Distribution - Maintenance 3 26


 884  Communications -                 -                 
 885  General -                 -                 


         Total General - Maintenance 0 0


TOTAL GAS OPERATING EXPENSES 1,028 942


Summary
Operation Expense 735 620
Admin & General Expense 175 126
Maintenance Expense 118                196                


1,028 942


($ 000's)


Gas Operating Expenses


For the year ended December 31
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Undistributed Overheads Overheads Undistributed Overheads Total Overheads to which Overheads % Overheads
Type of Overhead Beginning of Year for Year End of Year Cleared to Construction were Charged to Construction


Operations (1) 0 3                       0 3                                    0.9%


Administrative (2) 0 6                       0 6                                    0.9%


Capitalized Depreciation 0 0                       0 0                                    0.3%


Other charges (3) 0 20                     0 20                                  100.0%


Total -$                               29$                  -$                               29$                               226$                        13.0%


Breakdown:
Gathering Plant 19                                  
Distribution 10                                  


29$                               


Capitalization Procedure:
(1)  The pooled field operations costs were charged at a 0.90% capitalization rate on average in 2011.
(2)  The total administrative costs including employee benefits were subject to an 0.90% capitalization rate on average in 2011.
(3)  Other charges, which are charged 100% to construction, include warehouse costs, rentals, and other minor costs that service multiple projects.


Distribution:
The total overhead amount of $29,297.78 is charged out to each project at year end.  The calculation takes into account the accumulated labour
costs per project as a percentage of the total labour costs incurred in all projects.  This factor is applied to the total overheads and the respective
portion is then charged to each individual project.


For the year ended December 31, 2011


Construction Overheads


($ 000's)
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Item TJ of Gas Measured


Gas Received


Natural Gas Received 1,079                        


Total Receipts 1,079                      


Gas Delivered


Sales to ultimate customers 171                           
Transportation volume 869                           


1,040                        


Gas used by utility 45                             


Total Deliveries 1,084                        


Losses and Unaccounted for Gas


Known lost gas 0                               


Unaccounted for gas (5)                              
(5)                              


Total Deliveries, Losses and
Unaccounted for Gas 1,079                      


For the year ended December 31, 2011


Gas Account
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2011 Pipeline Kilometers Total
Plastic Steel Plastic Steel Km's


Service Lines


Current 284.40            2.83                145.86            112.94            546.03            
Previous 275.67            3.35                141.16            113.31            533.49            
2011 Net Changes 8.72               (0.52)            4.70              (0.38)             12.53            


Distribution Mains


Current 1,029.96        364.37            562.46            168.79            2,125.58        
Previous 1,025.98        364.56            558.32            168.95            2,117.81        
2011 Net Changes 3.98               (0.19)            4.13              (0.16)             7.77              


Transmission Mains


Current -                 153.70            -                 65.01              218.71            
Previous -                 153.70            -                 65.01              218.71            
2011 Net Changes -                -               -               -                -               


Fort St. John DC/TR


Pipeline Mileage


For the year ended December 31, 2011
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Total Sales Residential 
Revenue Revenue


Community Population ($ 000's) ($ 000's)


Tumbler Ridge 2,436            1,392$           680$              


Year End Year End Year End
TJ Customers TJ Customers TJ Customers


96                   1,092              75                   104               869                 1                   


Residential Commercial (including Transport)


For the year ended December 31, 2011


Sale of Gas by Communities at Tariff Rates


Industrial
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SERVICE INTERRUPTIONS AND PROPERTY DAMAGE 
 
 
Report below any important interruptions of service due to failure of utility’s 
transmission facilities or failure of utility’s gas supply.  State for each case the action 
taken to maintain service, the duration of interruption, the restrictions imposed, and 
the number of classes of customers affected. 
 
State particulars of any important property damage sustained during the year, 
including information as to cause, personal injuries, or loss of life to employees or 
others, approximate cost of repairs, and length of time damaged facilities were out 
of service. 
 


None 
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Cash Working Capital


($000's)


Line Lag/(Lead) Working 
No. Particulars Days Capital


1 Revenue 56.0 $0


2 Expense (22.8) $0


3 Operating working capital 33 1151 105


4 Adjustments:


5    Customer deposits


6    Equal Billing Plan adjustment (63)


8     PST, ICEF Levy & Carbon Tax 1


9    Goods and services tax 17


10 Cash working capital required 59


For the year ended December 31, 2011
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Utility Income 28                  


Deduct:
Amortization difference -                 


-                 


Add:
AFUDC and Imputed Interest on Deferral 11                  
Interest on Long Term Debt 67                  
Interest on Short Term Debt 2                    
Amort of Debt Expense 1                    
Future Income Tax on Deferrals 0
Income Tax Account (51)                 


30                  


Adjusted Earnings 58                  


Deduct:
Income tax calculated on Adjusted Earnings 87                  
Future Income Tax on Deferrals (3)                   


EARNED RETURN 142               


($000's)
For the year ended December 31, 2011


Earned Return
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Line Actual
No. 2011


1 Calculation of Taxable Income
2 Earned return before income taxes 58                  
3 Interest (93)                 
4 Permanent differences 2                    
5 Timing differences (141)               
6
7 Taxable income (174)              
8
9 Calculation of Income Tax Expense
10 Income taxes payable (46)                 
11 Part I.3 tax -                 
12 Deferred income tax (41)                 
13
14 Income tax expense (87)                
15
16 Particulars of Timing Differences
17 A.  Tax Effects Subject To Flowthrough
18   Depreciation 143                
19   Amortization (168)               
20   Capital cost allowance (116)               
21   Overheads capitalized -                 
22   Other -                 
23 .
24 (141)              
25 B.  Tax Effects Subject To Deferral
26   Deferred charges -                 
27
28 Timing differences (141)              
29
30 Tax rate 26.50%


(000's)


INCOME TAXES


SCHEDULE 3
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2010 2011 Mean


Gas Plant in Service 8,947          9,121       9,034           
Accumulated Depreciation (5,479)         (5,400)      (5,439)          
Depreciated Value of Plant 3,468        3,721     3,595           


Other Rate Base Items


Contributions for construction (1,132)          
Deferred income taxes (394)             
Reserve for Damages -               
Unamortized deferred charges 71                
Cash working capital 59                
Other working capital -               


Utility rate base 2,198           


Earned Return 142              


Earned Return as Percentage of Utility Rate Base 6.45%


For the Year Ended December 31, 2011


Utility Rate Base and Rate of Return


($000's)
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Line Actual
No. 2011


1 Short Term Debt 618                
2   proportion 28.09%
3   rate of return 3.89%
4   return component 1.09%
5
6 Long term debt 943                
7   proportion 42.91%
8   rate of return 7.30%
9   return component 3.13%
10
11 Common equity 637                
13   proportion 29.00%
14   rate of return 8.19%
15   return component 2.23%
16
17 Total capitalization 2,198            
18
19 Return on rate base 6.45%
20
21 Utility rate base 2,198            


SCHEDULE 5
(000's)


RETURN ON CAPITAL
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Degree Day Information


Actual Degree Days 5,129.5   


Normal Degree Days 5,150.1   


Difference


% Change Difference / Normal -0.40%


Temperature Normalization Factor


For the year ended December 31, 2011







200
T2 CORPORATION INCOME TAX RETURN


This form serves as a federal, provincial, and territorial corporation income tax return, unless the corporation is located in
Quebec or Alberta. If the corporation is located in one of these provinces, you have to file a separate provincial
corporation return.


Parts, sections, subsections, paragraphs, and subparagraphs mentioned on this return refer to the federal Income Tax Act.
This return may contain changes that had not yet become law at the time of printing.


Send one completed copy of this return, including schedules and the General Index of Financial Information (GIFI), to your
tax centre or tax services office. You have to file the return within six months after the end of the corporation's tax year.


Do not use this area055


For more information see www.cra.gc.ca or Guide T4012, T2 Corporation – Income Tax Guide.


Identification


Business Number (BN) . . . . . . . . . . 001 10393 1457 RC0002


City


2 No1 Yes


To which tax year does this return apply?


Address of head office 
Has this address changed since the last
time we were notified? . . . . . . . . . . . . 


Tax year start Tax year-end


Has there been an acquisition of control
to which subsection 249(4) applies since
the previous tax year? . . . . . . . . . . . . 


If yes, provide the date
control was acquired . . . . . . . . . . . . . 


Mailing address (if different from head office address)


020


Country (other than Canada) Postal code/Zip code


Province, territory, or state


010


060 061
YYYY MM DD


012


011


018017


016015


063


065


1 Yes 2 No


1 Yes 2 No


Is the corporation a professional
corporation that is a member of
a partnership? . . . . . . . . . . . . . . . . 067 1 Yes 2 No


YYYY MM DD


YYYY MM DD


Country (other than Canada)


City


c/o021


022


023


Is this the first year of filing after: 


Incorporation? . . . . . . . . . . . . . . . 


Amalgamation? . . . . . . . . . . . . . . . 


070 1 Yes 2 No


071 1 Yes 2 No


025


027


Province, territory, or state


026
Postal code/Zip code


028


Has there been a wind-up of a
subsidiary under section 88 during the
current tax year? . . . . . . . . . . . . . . 


Location of books and records If yes, complete and attach Schedule 24.


072 1 Yes 2 No


032


031


Is this the final tax year
before amalgamation? . . . . . . . . . . 076 1 Yes 2 No


Country (other than Canada)


City


038


Postal code/Zip code


037


036


Province,territory, or state


035


Is this the final return up to 
dissolution? . . . . . . . . . . . . . . . . . 078 1 Yes 2 No


Is the corporation a resident of Canada?


080 1 Yes 2 No
If no, give the country of residence on line
081 and complete and attach Schedule 97.


2 No1 Yes082


If yes, complete and attach Schedule 91.


081Type of corporation at the end of the tax year040


4


52


1


3


Canadian-controlled 
private corporation (CCPC)


Corporation controlled
by a public corporation


Other corporation
(specify, below)


Other private 
corporation


Public
corporation


Is the non-resident corporation
claiming an exemption under
an income tax treaty? . . . . . . . . . . . 


1


If the corporation is exempt from tax under section 149,
tick one of the following boxes:


Exempt under other paragraphs of section 149


Exempt under paragraph 149(1)(t)


Exempt under paragraph 149(1)(j)


Exempt under paragraph 149(1)(e) or (l)085
If the type of corporation changed during
the tax year, provide the effective
date of the change. 043


YYYY MM DD


2


3


4


Has this address changed since the last


time we were notified? . . . . . . . . . . . 


Has the location of books and records
changed since the last time we were
notified . . . . . . . . . . . . . . . . . . . . . 030 1 Yes 2 No


(If yes, complete lines 011 to 018.)


(If yes, complete lines 021 to 028.)


(If yes, complete lines 031 to 038.)


Is the date on line 061 a deemed tax year-end in accordance with:


066 1 Yes 2 No


If yes, complete lines 030 to 038 and attach Schedule 24.


Corporation's name


002


If an election was made under
section 261, state the functional
currency used . . . . . . . . . . . . . . . . 079


subparagraph 88(2)(a)(iv)? . . . . . . . . 


subsection 249(3.1)? . . . . . . . . . . . 


064 1 Yes 2 No


2011-12-192011-01-01


2011-12-20


V6E 4E6


BCVANCOUVER


SUITE 950, 1185 W. GEORGIA ST


X


X


X


X


X


X


X


SUITE 950, 1185 W. GEORGIA ST


X


V6E 4E6


BCVANCOUVER


X


X


X


X


X


X


PACIFIC NORTHERN GAS (N.E.) LTD.


X


Do not use this area


095 096


T2 E (11)


 NE 2011-12-19.211  2011-12-19  PACIFIC NORTHERN GAS (N.E.) LTD.
 2012-05-09 13:16  10393 1457 RC0002


 CORPORATE TAXPREP / TAXPREP DES SOCIÉTÉS - EP16     VERSION 2011 V2.0  Page 1







Attachments
Financial statement information: Use GIFI schedules 100, 125, and 141.
Schedules – Answer the following questions. For each yes response, attach the schedule to the T2 return, unless otherwise instructed.


Yes Schedule


Is the corporation related to any other corporations? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 150 9X


Does the corporation have any non-resident shareholders? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 151 19


Is the corporation an associated CCPC? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 160 23


Is the corporation an associated CCPC that is claiming the expenditure limit? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 161 49


Has the corporation had any transactions, including section 85 transfers, with its shareholders, officers, or employees,
other than transactions in the ordinary course of business? Exclude non-arm's length transactions with non-residents . . . . . . . . . . . . . 162 11


44163
If you answered yes to the above question, and the transaction was between corporations not dealing at arm's length,
were all or substantially all of the assets of the transferor disposed of to the transferee? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


14164Has the corporation paid any royalties, management fees, or other similar payments to residents of Canada? . . . . . . . . . . . . . . . . . . X


Is the corporation claiming a deduction for payments to a type of employee benefit plan? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 165 15


Is the corporation claiming a loss or deduction from a tax shelter acquired after August 31, 1989? . . . . . . . . . . . . . . . . . . . . . . . . . 166 T5004


Is the corporation a member of a partnership for which a partnership identification number has been assigned? . . . . . . . . . . . . . . . . . 167 T5013


Was the resident corporation the beneficiary of a non-resident discretionary trust or did it make a contribution to a non-resident
discretionary trust at any time during the tax year? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 168 22


Did the corporation have any foreign affiliates during the year? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 169 25


Has the corporation made any payments to non-residents of Canada under subsections 202(1) and/or 105(1)
of the federal Income Tax Regulations? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 170 29


Has the corporation had any non-arm's length transactions with a non-resident? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 171 T106


173 50
For private corporations: Does the corporation have any shareholders who own 10% or more of the corporation's
common and/or preferred shares? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


X


Is the net income/loss shown on the financial statements different from the net income/loss for income tax purposes? . . . . . . . . . . . . . 201 1


Has the corporation made any charitable donations; gifts to Canada, a province, or a territory;
gifts of cultural or ecological property; or gifts of medicine? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 202 2


Has the corporation received any dividends or paid any taxable dividends for purposes of the dividend refund? . . . . . . . . . . . . . . . . . . 203 3


Is the corporation claiming any type of losses? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 204 4


Is the corporation claiming a provincial or territorial tax credit or does it have a permanent establishment
in more than one jurisdiction? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 205 5


Has the corporation realized any capital gains or incurred any capital losses during the tax year? . . . . . . . . . . . . . . . . . . . . . . . . . . 206 6


Has the corporation made payments to, or received amounts from, a retirement compensation plan arrangement during the year? . . . . . . 172 ______


X


X


i) Is the corporation claiming the small business deduction and reporting income from: a) property (other than dividends deductible on
line 320 of the T2 return), b) a partnership, c) a foreign business, or d) a personal services business; or
ii) does the corporation have aggregate investment income at line 440? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 207 7


Does the corporation have any property that is eligible for capital cost allowance? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 208 8


Does the corporation have any property that is eligible capital property? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 210 10


Does the corporation have any resource-related deductions? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 212 12


Is the corporation claiming deductible reserves? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 213 13


Is the corporation claiming a patronage dividend deduction? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 216 16


Is the corporation a credit union claiming a deduction for allocations in proportion to borrowing or an additional deduction? . . . . . . . . . . . 217 17


Is the corporation an investment corporation or a mutual fund corporation? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 218 18


Is the corporation carrying on business in Canada as a non-resident corporation? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 220 20


Is the corporation claiming any federal or provincial foreign tax credits, or any federal or provincial logging tax credits? . . . . . . . . . . . . . 221 21


Does the corporation have any Canadian manufacturing and processing profits? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 227 27


Is the corporation claiming an investment tax credit? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 231 31


X


X


X


232 T661Is the corporation claiming any scientific research and experimental development (SR&ED) expenditures? . . . . . . . . . . . . . . . . . . . . 


Is the total taxable capital employed in Canada of the corporation and its related corporations over $10,000,000? . . . . . . . . . . . . . . . . 233


Is the corporation claiming a surtax credit? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 237 37


Is the corporation subject to gross Part VI tax on capital of financial institutions? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 238 38


Is the corporation claiming a Part I tax credit? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 242 42


Is the corporation subject to Part IV.1 tax on dividends received on taxable preferred shares or Part VI.1 tax on dividends paid? . . . . . . . . 243 43


Is the corporation agreeing to a transfer of the liability for Part VI.1 tax? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 244 45


Is the corporation subject to Part II - Tobacco Manufacturers' surtax? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 249 46


For financial institutions: Is the corporation a member of a related group of financial institutions with one or
more members subject to gross Part VI tax? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 250 39


______


Is the total taxable capital employed in Canada of the corporation and its associated corporations over $10,000,000? . . . . . . . . . . . . . . 234 ______


X


X


T1131253Is the corporation claiming a Canadian film or video production tax credit refund? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Is the corporation claiming a film or video production services tax credit refund? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . T1177254


Is the corporation subject to Part XIII.1 tax? (Show your calculations on a sheet that you identify as Schedule 92.) . . . . . . . . . . . . . . . . 255 92
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Attachments – continued from page 2
Yes Schedule


T1134-B


T1135


T1141


T1142


T1145


T1146


T1174


Did the corporation have any controlled foreign affiliates? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Did the corporation own specified foreign property in the year with a cost amount over $100,000? . . . . . . . . . . . . . . . . . . . . . . . . . 


Did the corporation transfer or loan property to a non-resident trust? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Did the corporation receive a distribution from or was it indebted to a non-resident trust in the year? . . . . . . . . . . . . . . . . . . . . . . . . 


Has the corporation entered into an agreement to allocate assistance for SR&ED carried out in Canada? . . . . . . . . . . . . . . . . . . . . . 


Has the corporation entered into an agreement to transfer qualified expenditures incurred in respect of SR&ED contracts? . . . . . . . . . . 


Has the corporation entered into an agreement with other associated corporations for salary or wages of specified employees for SR&ED?


260


258


259


264


263


262


261


Did the corporation pay taxable dividends (other than capital gains dividends) in the tax year? . . . . . . . . . . . . . . . . . . . . . . . . . . . . 265 55


Has the corporation made an election under subsection 89(11) not to be a CCPC? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 266 T2002


T2002267Has the corporation revoked any previous election made under subsection 89(11)? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Did the corporation (CCPC or deposit insurance corporation (DIC)) pay eligible dividends, or did its
general rate income pool (GRIP) change in the tax year? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 268 53


Did the corporation (other than a CCPC or DIC) pay eligible dividends, or did its low rate income pool (LRIP) change in the tax year? . . . . 269 54


Did the corporation have any foreign affiliates that are not controlled foreign affiliates? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 256 T1134-A


Additional information


Is the corporation inactive? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 280 1 Yes 2 No


Did the corporation use the International Financial Reporting Standards (IFRS) when it prepared its financial statements? . . . . 270 1 Yes 2 No


X


X


What is the corporation's main
revenue-generating business activity? . . . . . 


284Specify the principal product(s) mined, manufactured,
sold, constructed, or services provided, giving the
approximate percentage of the total revenue that each
product or service represents. 288


286 %


%


%285


287


289


Did the corporation immigrate to Canada during the tax year? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 291 1 Yes 2 No


2 No1 Yes292Did the corporation emigrate from Canada during the tax year? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Do you want to be considered as a quarterly instalment remitter if you are eligible? . . . . . . . . . . . . . . . . . . . . . . . . . . . 293 1 Yes 2 No


If the corporation was eligible to remit instalments on a quarterly basis for part of the tax year, provide
the date the corporation ceased to be eligible . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 294


YYYY    MM    DD


If the corporation's major business activity is construction, did you have any subcontractors during the tax year? . . . . . . . . . . 295 1 Yes 2 No


NATURAL GAS 100.000


X


X


Natural Gas Distribution US221210


Taxable income


Net income or (loss) for income tax purposes from Schedule 1, financial statements, or GIFI. . . . . . . . . . . . . . . . . . . . . 300 A330,937


Deduct: Charitable donations from Schedule 2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 311


Gifts to Canada, a province, or a territory from Schedule 2 . . . . . . . . . . . . . . . . . 312


2,000


Cultural gifts from Schedule 2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 313


Ecological gifts from Schedule 2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 314


Taxable dividends deductible under section 112 or 113, or subsection 138(6)
from Schedule 3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 320


Part VI.1 tax deduction* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 325


Non-capital losses of previous tax years from Schedule 4 . . . . . . . . . . . . . . . . . 331


Net capital losses of previous tax years from Schedule 4 . . . . . . . . . . . . . . . . . 332


Restricted farm losses of previous tax years from Schedule 4 . . . . . . . . . . . . . . 333


Farm losses of previous tax years from Schedule 4 . . . . . . . . . . . . . . . . . . . . . 334


Limited partnership losses of previous tax years from Schedule 4 . . . . . . . . . . . . . 335


Taxable capital gains or taxable dividends allocated from
a central credit union . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 340


Prospector's and grubstaker's shares . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 350


B


C


DSection 110.5 additions or subparagraph 115(1)(a)(vii) additions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 355


360Taxable income (amount C plus amount D) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Income exempt under paragraph 149(1)(t) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 370


Taxable income for a corporation with exempt income under paragraph 149(1)(t) (line 360 minus line 370) . . . . . . . . . . . Z


Add:


Subtotal


* This amount is equal to


 amount B) (if negative, enter "0")minusSubtotal (amount A 


Gifts of medicine from Schedule 2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 315


times the Part VI.1 tax payable at line 724 on page 8.


2,000 2,000
328,937


328,937


328,937
3.2
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Small business deduction


A


Canadian-controlled private corporations (CCPCs) throughout the tax year 


Income from active business carried on in Canada from Schedule 7 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 400


B405


Taxable income from line 360 on page 3, minus 10/3 of the amount on line 632* on page 7, minus


because of federal law, is exempt from Part I tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Business limit (see notes 1 and 2 below) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 410 C


1/(0.38 - X**) times the amount on line 636*** on page 7, and minus any amount that,3.77358


Notes:


1.


2.


prorate this amount by the number of days in the tax year divided by 365, and enter the result on line 410.


For associated CCPCs, use Schedule 23 to calculate the amount to be entered on line 410.


For CCPCs that are not associated, enter $ on line 410. However, if the corporation's tax year is less than 51 weeks,500,000


E


Business limit reduction:


Amount C **** D415  . . . . . . . . . . . . . . . . . . . . . . . . . x =


Reduced business limit (amount C minus amount E) (if negative, enter "0") . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 425 F


11,250


x % = . . . . . . . . . . . . . . . . . . . . . . . Amount A, B, C, or F, whichever is the least


Small business deduction


430 G17
Enter amount G on line 1 on page 7.


* Calculate the amount of foreign non-business income tax credit deductible on line 632 without reference to the refundable tax on the
CCPC's investment income (line 604) and without reference to the corporate tax reductions under section 123.4.


Large corporations


*** Calculate the amount of foreign business income tax credit deductible on line 636 without reference to the corporate tax reductions under section 123.4.


****
If the corporation is not associated with any corporations in both the current and previous tax years, the amount to be entered on line 415 is:
(Total taxable capital employed in Canada for the prior year minus $10,000,000) x 0.225%.


If the corporation is not associated with any corporations in the current tax year, but was associated in the previous tax year, the amount to be
entered on line 415 is: (Total taxable capital employed in Canada for the current year minus $10,000,000) x 0.225%.


For corporations associated in the current tax year, see Schedule 23 for the special rules that apply.


General rate reduction percentage for the tax year. It has to be pro-rated.**
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General tax reduction for Canadian-controlled private corporations


Taxable income from line 360 on page 3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Canadian-controlled private corporations throughout the tax year


A


Lesser of amounts V and Y (line Z1) from Part 9 of Schedule 27 . . . . . . . . . . . . . . . . . . . . . . . B


Amount QQ from Part 13 of Schedule 27 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . C


DAmount used to calculate the credit union deduction from Schedule 17 . . . . . . . . . . . . . . . . . . . 


EAmount from line 400, 405, 410, or 425 on page 4, whichever is the least . . . . . . . . . . . . . . . . . . 


FAggregate investment income from line 440 on page 6* . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Total of amounts B to F . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . G


HAmount A minus amount G (if negative, enter "0") . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Amount H x
Number of days in the tax year after


December 31, 2008, and before January 1, 2010


Number of days in the tax year


Ix % =


353
9


Amount H x
Number of days in the tax year after 


December 31, 2009, and before January 1, 2011


Number of days in the tax year


Jx % =


353
10


Amount H x
Number of days in the tax year after


December 31, 2010, and before January 1, 2012


Number of days in the tax year


Kx % =353
353


11.5


Amount H x
Number of days in the tax year after


December 31, 2011


Number of days in the tax year


Lx % =


353
13


General tax reduction for Canadian-controlled private corporations – Total of amounts I to L . . . . . . . . . . . . . . . . . . . . M


Enter amount M on line 638 on page 7.


* Except for a corporation that is, throughout the year, a cooperative corporation (within the meaning assigned by subsection 136(2)) or a credit union.


General tax reduction
Do not complete this area if you are a Canadian-controlled private corporation, an investment corporation, a mortgage investment corporation,
a mutual fund corporation, or any corporation with taxable income that is not subject to the corporation tax rate of 38%.


Taxable income from page 3 (line 360 or amount Z, whichever applies) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . N328,937
Lesser of amounts V and Y (line Z1) from Part 9 of Schedule 27 . . . . . . . . . . . . . . . . . . . . . . . O


Amount QQ from Part 13 of Schedule 27 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . P


QAmount used to calculate the credit union deduction from Schedule 17 . . . . . . . . . . . . . . . . . . . 


Total of amounts O to Q . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . R


Amount N minus amount R (if negative, enter "0") . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . S328,937


Tx
Number of days in the tax year after


December 31, 2008, and before January 1, 2010xAmount S


Number of days in the tax year


% =328,937
353


9


Ux
Number of days in the tax year after


December 31, 2009, and before January 1, 2011xAmount S


Number of days in the tax year


% =328,937
353


10


Vx
Number of days in the tax year after


December 31, 2010, and before January 1, 2012xAmount S


Number of days in the tax year


% = 37,828353328,937
353


11.5


Wx
Number of days in the tax year after


December 31, 2011xAmount S


Number of days in the tax year


% =328,937
353


13


XGeneral tax reduction – Total of amounts T to W . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Enter amount X on line 639 on page 7.


37,828
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Refundable portion of Part I tax


/x440Aggregate investment income . . . . . . . . %  . . . . . . . . . . . . . . . . 


Canadian-controlled private corporations throughout the tax year


= A3226


%


from Schedule 7


Foreign non-business income tax credit from line 632 on page 7 . . . . . . . . . . . . . . . . . . . . . . . 


Deduct:


Foreign investment income . . . . . . . . . . 445 =


from Schedule 7 B


Amount A minus amount B (if negative, enter "0") . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . C


Taxable income from line 360 on page 3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Deduct:


(if negative, enter "0")


x /9 1 3


Amount from line 400, 405, 410, or 425 on page 4,
whichever is the least . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Foreign non-business
income tax credit
from line 632 on page 7 . . . =


Foreign business income
tax credit from line 636 on
page 7 . . . . . . . . . . . . . =


x /


x


1(0.38 - X*)


25 9


3.77358


= D


Part I tax payable minus investment tax credit refund (line 700 minus line 780 from page 8) . . . . . . . . . . . . . . . . . . . . . . . . E


Refundable portion of Part I tax – Amount C, D, or E, whichever is the least . . . . . . . . . . . . . . . . . . . . . . . . . . . . 450 F


x / %


* General rate reduction percentage for the tax year. It has to be pro-rated.


26 2 3


Refundable dividend tax on hand


Refundable dividend tax on hand at the end of the previous tax year . . . . . . . . . . . . . . . . . 460


Deduct: Dividend refund for the previous tax year . . . . . . . . . . . . . . . . . . . . . . . . . . . . 465


G
Add the total of:


Refundable portion of Part I tax from line 450 above . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Total Part IV tax payable from Schedule 3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Net refundable dividend tax on hand transferred from a predecessor corporation on
amalgamation, or from a wound-up subsidiary corporation . . . . . . . . . . . . . . . . . . . . . . 480


H


Refundable dividend tax on hand at the end of the tax year – Amount G plus amount H . . . . . . . . . . . . . . . . . . . . 485


Dividend refund
Private and subject corporations at the time taxable dividends were paid in the tax year 


Taxable dividends paid in the tax year from line 460 on page 2 of Schedule 3 . . . . . . . . . . . . Ix /1 3


Refundable dividend tax on hand at the end of the tax year from line 485 above . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . J


Dividend refund – Amount I or J, whichever is less (enter this amount on line 784 on page 8) . . . . . . . . . . . . . . . . . . . . . . . 
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Part I tax


550 ABase amount of Part I tax – Taxable income from page 3 (line 360 or amount Z, whichever applies) multiplied by %


Recapture of investment tax credit from Schedule 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 602 B


124,99638


Aggregate investment income from line 440 on page 6 . . . . . . . . . . . . . . . . . . . . . . . . . . . . i


Taxable income from line 360 on page 3 . . . . . . . . . . . . . . . . . . . . 


Deduct:


Amount from line 400, 405, 410, or 425 on page 4, whichever
is the least . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Net amount . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ii


604Refundable tax on CCPC's investment income – C


D lines A to C)addSubtotal (


of whichever is less: amount i or ii . . . . . . . . . . . . / %


Calculation for the refundable tax on the Canadian-controlled private corporation's (CCPC) investment income
(if it was a CCPC throughout the tax year)


124,996


6 2 3


Small business deduction from line 430 on page 4 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1


Federal tax abatement . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 608


Manufacturing and processing profits deduction from Schedule 27 . . . . . . . . . . . . . . . . . . 616


Investment corporation deduction . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 620


Taxed capital gains 624


Additional deduction – credit unions from Schedule 17 . . . . . . . . . . . . . . . . . . . . . . . . . 628


Federal foreign non-business income tax credit from Schedule 21 . . . . . . . . . . . . . . . . . . 632


636Federal foreign business income tax credit from Schedule 21 . . . . . . . . . . . . . . . . . . . . . 
638General tax reduction for CCPCs from amount M on page 5 . . . . . . . . . . . . . . . . . . . . . . 


General tax reduction from amount X on page 5 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 639


Federal logging tax credit from Schedule 21 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 640


Federal qualifying environmental trust tax credit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 648


Investment tax credit from Schedule 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 652


E


Part I tax payable – Line D minus line E . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . F


Deduct:


Subtotal


Enter amount F on line 700 on page 8.


32,894


37,828


70,722 70,722


54,274
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Summary of tax and credits
Federal tax


Part I tax payable from page 7 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 700 54,274
Part II surtax payable from Schedule 46 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 708


Part IV tax payable from Schedule 3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Part IV.1 tax payable from Schedule 43 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 716


Part VI tax payable from Schedule 38 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Part VI.1 tax payable from Schedule 43 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 724


Part XIII.1 tax payable from Schedule 92 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Part XIV tax payable from Schedule 20 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 728


712


720


727


Total federal taxAdd provincial or territorial tax:


Part III.1 tax payable from Schedule 55 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 710


54,274


Provincial or territorial jurisdiction . . . 750


(if more than one jurisdiction, enter "multiple" and complete Schedule 5)


Net provincial or territorial tax payable (except Quebec and Alberta) . . . . . . . . . . . . . . . . . 760


Provincial tax on large corporations (Nova Scotia Schedule 342) . . . . . . . . . . . . . . . . . . 765


770 ATotal tax payableDeduct other credits:


BC


32,894


32,894 32,894
87,168


Investment tax credit refund from Schedule 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 780


Dividend refund from page 6 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 784


Federal capital gains refund from Schedule 18 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 788


Federal qualifying environmental trust tax credit refund . . . . . . . . . . . . . . . . . . . . . . . . 792


796Canadian film or video production tax credit refund (Form T1131) . . . . . . . . . . . . . . . . . . 


Film or video production services tax credit refund (Form T1177) . . . . . . . . . . . . . . . . . . 797


Tax withheld at source . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 800


Total payments on which tax has been withheld . . . . . . . . . 


Provincial and territorial capital gains refund from Schedule 18 . . . . . . . . . . . . . . . . . . . 808


Provincial and territorial refundable tax credits from Schedule 5 . . . . . . . . . . . . . . . . . . . 812


Tax instalments paid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 840


801


Total credits 890 B


164,000
164,000 164,000


 line B)minusBalance (line A 


If the result is negative, you have an overpayment.
If the result is positive, you have a balance unpaid.
Enter the amount on whichever line applies.


Generally, we do not charge or refund a difference
of $2 or less.


Balance unpaid . . . . . . . . . 


Enclosed payment 898


To have the corporation's refund deposited directly into the corporation's bank
account at a financial institution in Canada, or to change banking information you
already gave us, complete the information below:


Start Change information
Branch number


910


918914
Institution number Account number


Refund code 894 Overpayment


Direct deposit request


-76,8322 76,832


2  No
If the corporation is a Canadian-controlled private corporation throughout the tax year,
does it qualify for the one-month extension of the date the balance of tax is due? . . . . . . . . . . . . . . . . . . . . . . 896 1 Yes X


Certification


I, 950


Last name in block letters First name in block letters


951


Position, office, or rank


954KENNEDY JANET VICE PRESIDENT, FINANCE


am an authorized signing officer of the corporation. I certify that I have examined this return, including accompanying schedules and statements, and that
the information given on this return is, to the best of my knowledge, correct and complete. I also certify that the method of calculating income for this tax
year is consistent with that of the previous tax year except as specifically disclosed in a statement attached to this return.


955 956


Is the contact person the same as the authorized signing officer? If no, complete the information below . . . . . . . . . 957 1 Yes 2 No


958 959


Date (yyyy/mm/dd) Signature of the authorized signing officer of the corporation Telephone number


Telephone numberName in block letters


(604) 691-5684


X


2012-05-09


Language of correspondence – Langue de correspondance
Indicate your language of correspondence by entering 1 for English or 2 for French.
Indiquez votre langue de correspondance en inscrivant 1 pour anglais ou 2 pour français.


990 1


, Personal Information Bank number CRA PPU 047Privacy Act
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Schedule of Instalment Remittances


Name of corporation contact


Telephone number


Janet Kennedy
(604) 691-5684


Effective
interest date


Description (instalment remittance,
split payment, assessed credit)


Amount of
credit


164,000Instalments


Total instalments credited to the taxation year per T9 B


Total amount of instalments claimed (carry the result to line 840 of the T2 Return) A


164,000


164,000


Transfer


Account number
Taxation
year end Amount


Effective
interest date Description


To:


From:


To:


From:


To:


From:


To:


From:


To:


From:
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GENERAL INDEX OF FINANCIAL INFORMATION – GIFIForm identifier 100


Tax year end


Year Month Day


Business NumberName of corporation


SCHEDULE 100


PACIFIC NORTHERN GAS (N.E.) LTD. 2011-12-1910393 1457 RC0002


Balance sheet information


Account Description GIFI Current year Prior year


Assets


Total current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1599 + 5,604,779 9,232,121
Total tangible capital assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . +2008 69,073,460 66,033,239
Total accumulated amortization of tangible capital assets . . . . . . . . . . . . . . . . –2009 25,094,141 24,328,961
Total intangible capital assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . +2178 528,312 528,312
Total accumulated amortization of intangible capital assets . . . . . . . . . . . . . . . –2179 286,163 282,123
Total long-term assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . +2589 2,929,546 3,273,058
Assets held in trust . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . +2590*


Total assets (mandatory field) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . =2599 52,755,793 54,455,646


Liabilities


Total current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3139 + 10,629,538 12,359,081
Total long-term liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3450 + 24,463,231 25,717,683
Subordinated debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3460 +*


Amounts held in trust . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3470 +*


Total liabilities (mandatory field) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3499 = 35,092,769 38,076,764


Shareholder equity


Total shareholder equity (mandatory field) . . . . . . . . . . . . . . . . . . . . . . . 3620 + 17,663,024 16,378,882


Total liabilities and shareholder equity . . . . . . . . . . . . . . . . . . . . . . . . . 3640 = 52,755,793 54,455,646


Retained earnings


Retained earnings/deficit – end (mandatory field) . . . . . . . . . . . . . . . . . . . 3849 = 9,137,878 7,853,736


* Generic item
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GENERAL INDEX OF FINANCIAL INFORMATION – GIFIForm identifier 125


Tax year end


Year Month Day


Business NumberName of corporation


SCHEDULE 125


PACIFIC NORTHERN GAS (N.E.) LTD. 2011-12-1910393 1457 RC0002


Income statement information


Description GIFI


Operating name . . . . . . . . . . . . 0001


Description of the operation . . . . . 0002


Sequence Number . . . . . . . . . . 0003 01


Account Description GIFI Current year Prior year


Income statement information


Total sales of goods and services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8089 + 26,770,329 28,508,708
Cost of sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8518 – 13,932,691 16,168,436
Gross profit/loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8519 = 12,837,638 12,340,272


Cost of sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8518 + 13,932,691 16,168,436
Total operating expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9367 + 11,569,946 10,570,621
Total expenses (mandatory field) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9368 = 25,502,637 26,739,057


Total revenue (mandatory field) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8299 + 26,809,665 28,509,459
Total expenses (mandatory field) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9368 – 25,502,637 26,739,057
Net non-farming income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9369 = 1,307,028 1,770,402


Farming income statement information


Total farm revenue (mandatory field) . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9659 +


Total farm expenses (mandatory field) . . . . . . . . . . . . . . . . . . . . . . . . . . . 9898 –


Net farm income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9899 =


Net income/loss before taxes and extraordinary items . . . . . . . . . . . . . . . 9970 = 1,770,4021,307,028


Total other comprehensive income . . . . . . . . . . . . . . . . . . . . . . . . . . . 9998 =


Extraordinary items and income (linked to Schedule 140)


Extraordinary item(s) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9975 –


Legal settlements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9976 –


Unrealized gains/losses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9980 +


Unusual items . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9985 –


Current income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9990 – 30,600 -616,968
Deferred income tax provision . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9995 – -7,714 832,828
Total – Other comprehensive income . . . . . . . . . . . . . . . . . . . . . . . . . . . 9998 +


Net income/loss after taxes and extraordinary items (mandatory field) . . . . . . 9999 = 1,284,142 1,554,542
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SCHEDULE 141


NOTES CHECKLIST


Year Month Day


Name of corporation Business Number Tax year-end


2011-12-19PACIFIC NORTHERN GAS (N.E.) LTD. 10393 1457 RC0002


Parts 1, 2, and 3 of this schedule must be completed from the perspective of the person (referred to in these parts as the "accountant")
who prepared or reported on the financial statements.


For more information, see Guide RC4088, General Index of Financial Information (GIFI) and Guide T4012, T2 Corporation – Income Tax Guide.


Complete this schedule and include it with your T2 return along with the other GIFI schedules.


If the person preparing the tax return is not the accountant referred to above, they must still complete Parts 1, 2, 3, and 4, as applicable.


Part 1 – Information on the accountant who prepared or reported on the financial statements


Does the accountant have a professional designation? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 095 1 Yes 2 No


Is the accountant connected* with the corporation? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 Yes 2 No097


* A person connected with a corporation can be: (i) a shareholder of the corporation who owns more than 10% of the common shares; (ii) a director, an
officer, or an employee of the corporation; or (iii) a person not dealing at arm's length with the corporation.


Note: If the accountant does not have a professional designation or is connected to the corporation, you do not have to complete Parts 2 and 3 of this
schedule. However, you do have to complete Part 4, as applicable.


X


X


Part 2 – Type of involvement with the financial statements


Choose the option that represents the highest level of involvement of the accountant:
198


1Completed an auditor's report . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Completed a review engagement report . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2


3Conducted a compilation engagement . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . X


Part 3 – Reservations


Has the accountant expressed a reservation? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 099 1 Yes 2 No


If you selected option "1" or "2" under Type of involvement with the financial statements above, answer the following question:


Part 4 – Other information


If you have a professional designation and are not the accountant associated with the financial statements in Part 1 above, choose one of the following options:


110


Prepared the tax return (financial statements prepared by client) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Prepared the tax return and the financial information contained therein (financial statements have not been prepared) . . . . . . . 


1


2


X


Were notes to the financial statements prepared? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 101 1 Yes 2 No


If yes, complete lines 104 to 107 below:


Are subsequent events mentioned in the notes? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 104 1 Yes 2 No


Is re-evaluation of asset information mentioned in the notes? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 105 1 Yes 2 No


Is contingent liability information mentioned in the notes? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 106 1 Yes 2 No


Is information regarding commitments mentioned in the notes? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 107 1 Yes 2 No


Does the corporation have investments in joint venture(s) or partnership(s)? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 108 1 Yes 2 No


X


X


T2 SCH 141 (11)
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Part 4 – Other information (continued)


Impairment and fair value changes


In any of the following assets, was an amount recognized in net income or other comprehensive income (OCI) as a
result of an impairment loss in the tax year, a reversal of an impairment loss recognized in a previous tax year, or a
change in fair value during the tax year? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 200 1 Yes 2 No


If yes, enter the amount recognized: In net income
Increase (decrease)


In OCI
Increase (decrease)


X


Property, plant, and equipment . . . . . . . . . . . . . . . . . 210 211


Intangible assets . . . . . . . . . . . . . . . . . . . . . . . . . . 215 216


Investment property . . . . . . . . . . . . . . . . . . . . . . . . 220


Biological assets . . . . . . . . . . . . . . . . . . . . . . . . . . 225


Financial instruments . . . . . . . . . . . . . . . . . . . . . . . 230 231


Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 235 236


Financial instruments


Did the corporation derecognize any financial instrument(s) during the tax year? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 250 1 Yes 2 No


255 1 Yes 2 NoDid the corporation apply hedge accounting during the tax year? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


260 1 Yes 2 NoDid the corporation discontinue hedge accounting during the tax year? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


X


X


X


Adjustments to opening equity


Was an amount included in the opening balance of retained earnings or equity, in order to correct an error, to
recognize a change in accounting policy, or to adopt a new accounting standard in the current tax year? . . . . . . . . . . . . . . 265 1 Yes 2 No


If yes, you have to maintain a separate reconciliation.


X
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GENERAL INDEX OF FINANCIAL INFORMATION – GIFI


SCHEDULE 100


Form identifier 100


Tax year-end


Year Month Day


Business NumberName of corporation


PACIFIC NORTHERN GAS (N.E.) LTD. 2011-12-1910393 1457 RC0002


Assets – lines 1000 to 2599


1060 5,782,655 139,86910661061 -464,920


1120 -9,666 5,604,77915991480 156,841


1900 69,073,460 69,073,46020081901 -25,094,141


2009 -25,094,141 -286,16320112010 528,312


2178 528,312 851,75824202179 -286,163


2421 2,077,788 52,755,79325992589 2,929,546


Liabilities – lines 2600 to 3499


2600 4,562,825 6,21226292620 3,677,352


2680 1,056,103 92,25029202780 -109,817


2960 1,344,613 -74,86532203139 10,629,538


3240 3,027,929 24,463,23134503260 21,510,167


3499 35,092,769


Shareholder equity – lines 3500 to 3640


3500 8,525,146 17,663,02436203600 9,137,878


3640 52,755,793


Retained earnings – lines 3660 to 3849


3660 7,853,736 9,137,87838493680 1,284,142
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GENERAL INDEX OF FINANCIAL INFORMATION – GIFI


SCHEDULE 125


Form identifier 125


Tax year-end


Year Month Day


Business NumberName of corporation


PACIFIC NORTHERN GAS (N.E.) LTD. 2011-12-1910393 1457 RC0002


Description


Sequence number . . . . . . . 0003 01


Revenue – lines 8000 to 8299


8000 26,770,329 39,33680908089 26,770,329


8299 26,809,665


Cost of sales – lines 8300 to 8519


8320 13,932,425 13,932,69185188458 266


8519 12,837,638


Operating expenses – lines 8520 to 9369


8520 15,278 22,64985238522 1,700


8570 214,425 433,20086208590 2,903


8623 233,172 101,20386908670 1,471,513


8710 53,468 1,071,93887128711 102,580


8760 69,282 2,981,35288608810 248,617


8910 2,225 2,046,06290608960 463,070


9130 563,362 308,97592009180 1,162,972


9367 11,569,946 1,307,02893699368 25,502,637


Farming revenue – lines 9370 to 9659


9659 0


Farming expenses – lines 9660 to 9899


9898 0


Extraordinary items and taxes – lines 9970 to 9999


9970 1,307,028 -7,71499959990 30,600


9999 1,284,142
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NET INCOME (LOSS) FOR INCOME TAX PURPOSES SCHEDULE 1


Corporation's name Business Number Tax year end


Year Month Day


PACIFIC NORTHERN GAS (N.E.) LTD. 10393 1457 RC0002 2011-12-19


The purpose of this schedule is to provide a reconciliation between the corporation's net income (loss) as reported on the financial statements and its
net income (loss) for tax purposes. For more information, see the T2 Corporation Income Tax Guide.


Sections, subsections, and paragraphs referred to on this schedule are from the Income Tax Act.


Amount calculated on line 9999 from Schedule 125 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . A1,284,142


Add:


Provision for income taxes – current . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 101 30,600
Provision for income taxes – deferred . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 102 -7,714
Amortization of tangible assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 104 1,471,513
Amortization of intangible assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 106 214,425
Charitable donations and gifts from Schedule 2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . 112 1,700
Non-deductible meals and entertainment expenses . . . . . . . . . . . . . . . . . . . . . . . . . . 121 11,601
Other reserves on lines 270 and 275 from Schedule 13 . . . . . . . . . . . . . . . . . . . . . . . . 125 533,157
Reserves from financial statements – balance at the end of the year . . . . . . . . . . . . . . . . 126 464,920


Subtotal of additions 2,720,202 2,720,202


Other additions:


Miscellaneous other additions:


600 290Imputed interest on deferrals 12,351
604


294Total


Subtotal of other additions 199 12,351 12,351
Total additions 500 2,732,5532,732,553


Deduct:


Capital cost allowance from Schedule 8 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 403 1,902,240
Cumulative eligible capital deduction from Schedule 10 . . . . . . . . . . . . . . . . . . . . . . . . 405 524
Other reserves on line 280 from Schedule 13 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 413 464,920
Reserves from financial statements – balance at the beginning of the year . . . . . . . . . . . . . 414 756,979
Contributions to deferred income plans from Schedule 15 . . . . . . . . . . . . . . . . . . . . . . 417 262,456


Subtotal of deductions 3,387,119 3,387,119


Other deductions:


Miscellaneous other deductions:


701 391Financing expense 110,454
703 Deferred charge expenditures 102,695


Total 393102,695 102,695
704 72,652Costs to remove service lines capitalized in f/s


12,838Non-pension post-retirement contributions


394Total 85,490 85,490
Subtotal of other deductions 499 298,639 298,639


Total deductions 510 3,685,758 3,685,758
Net income (loss) for income tax purposes – enter on line 300 of the T2 return . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 330,937


T2 SCH 1 E (10)
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SCHEDULE 2


CHARITABLE DONATIONS AND GIFTS


Year Month Day


Name of corporation Business Number Tax year-end


2011-12-19PACIFIC NORTHERN GAS (N.E.) LTD. 10393 1457 RC0002


For use by corporations to claim any of the following:


– charitable donations;


– gifts to Canada, a province, or a territory;


– gifts of certified cultural property;


– gifts of certified ecologically sensitive land; or


– additional deduction for gifts of medicine.


The donations and gifts are eligible for a five-year carryforward.


Use this schedule to show a credit transfer following an amalgamation or the wind-up of a subsidiary as described under subsections 87(1) and 88(1)
of the Income Tax Act.


File one completed copy of this schedule with your T2 Corporation Income Tax Return.


For more information, see the T2 Corporation – Income Tax Guide.


For donations and gifts made after March 22, 2004, subsection 110.1(1.2) of the Income Tax Act provides as follows:


– Where a particular corporation has undergone an acquisition of control, for tax years that end on or after the acquisition of control, no corporation
can claim a deduction for a gift made by the particular corporation to a qualified donee before the acquisition of control


– If a particular corporation makes a gift to a qualified donee pursuant to an arrangement under which both the gift and the acquisition of control is
expected, no corporation can claim a deduction for the gift unless the person acquiring control of the particular corporation is the qualified donee.


Under proposed changes, the eligible amount of a charitable gift is the amount by which the fair market value of the gift exceeds the amount of an
advantage, if any, for the gift.


Under proposed changes, a gift of medicine made after March 18, 2007, to qualifying organizations for activities outside of Canada, may be eligible for
an additional deduction if the gift is an eligible medical gift. This additional deduction is calculated in Part 6.


Part 1 – Charitable donations


Charity/Recipient Amount ($100 or more only)


Heart & Stroke Foundation 250
Heart & Stroke Foundation 250
North Peace Community Resources Society 500
Amyotrophic Lateral Sclerosis Society of Alberta 300
Fort St. John Hospital Foundation 400


Total donations in current tax year


 Total donations of less than $100 eachAdd:


Subtotal


1,700


1,700


Charitable donations transferred on an amalgamation or the
wind-up of a subsidiary . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Amount applied against taxable income (cannot be 
more than amount K in Part 2) (enter this amount on 
line 311 of the T2 return) . . . . . . . . . . . . . . . . . . . . . . . 


280Charitable donations closing balance . . . . . . . . . . . . . . . . . . . . . 


260


Total charitable donations available . . . . . . . . . . . . . . . . . . . . . . . . . . 


 line 210) plusSubtotal (line 250


Total current-year charitable
donations made (enter this amount
on line 112 of Schedule 1) . . . . . . . 


Deduct: Charitable donations expired after five tax years* . . . . . . . . . 


QuébecFederal


210


250


Add:


240Charitable donations at the beginning of the tax year . . . . . . . . . . . . 


239


A


Charitable donations at the end of the previous tax year . . . . . . . . . . . . . . 


Alberta


Deduct: 


Deduct: Adjustment for an acquisition of control (for donations
made after March 22, 2004) . . . . . . . . . . . . . . . . . . . . . 255


* For the federal and Alberta, the gifts expire after five tax years. For Québec, gifts made in a tax year that ended before March 24, 2006, expire after five
tax years and gifts made in a tax year that ended after March 23, 2006, expire after twenty tax years.


2,000 2,000 2,000


2,0002,0002,000


300


300


1,700
1,700 1,700


300300


300300


1,700
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Amounts carried forward – Charitable donations


AlbertaQuébecFederalYear of origin:


1st prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


2nd prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


3rd prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


4th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


5th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


6th prior year* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


7th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


2010-12-31 300 300 300
2009-12-31
2008-12-31
2007-12-31
2006-12-31
2005-12-31
2004-12-31


8th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


9th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


10th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


11th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


12th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


13th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


2003-12-31
2002-12-31
2002-03-13
2001-12-31
2000-12-31
1999-12-31


14th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


15th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


16th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


17th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


18th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


19th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


20th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


21st prior year* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


1999-06-30
1998-12-31
1997-12-31
1996-12-31
1995-12-31
1994-12-31
1993-12-31
1992-12-31


For the federal and Alberta, the 6th prior year gifts expire in the current year. For Québec, the 6th prior year gifts made in a tax year that ended before
March 24, 2006, expire in the current year and the 21st prior year gifts made in a tax year that ended after March 23, 2006, expire in the current year.


Total (to line A) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


*


300300300


Part 2 – Calculation of the maximum allowable deduction for charitable donations


For credit unions, this amount is before the deduction of payments pursuant to allocations in proportion to borrowing and bonus interest.


K
Maximum allowable deduction for charitable donations (enter amount A from Part 1, amount J, or net income 
for tax purposes, whichever is less) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


J amount I) plusSubtotal (amount B


I by multipliedAmount H


H amounts C, D, and G)addSubtotal (


Amount on line 230 or 235, whichever is less . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . G


Amount E or F, whichever is less . . . . . . . . . . . . . . . . . . . . . . . . . 235


FCapital cost** . . . . . . . . . . . . . . . . . . 


Proceeds of disposition, less
outlays and expenses** . . . . . . . . . . . . E


230


C


The amount of the recapture of capital cost
allowance in respect of charitable gifts . . . . . . . . . . . . . . . . 


227 D
Taxable capital gain in respect of deemed gifts of non-qualifying
securities per subsection 40(1.01) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


225


BNet income for tax purposes* multiplied by 


%


% . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Taxable capital gains arising in respect of gifts of capital property included in Part 1** . . . . . . . . . 


This amount must be prorated by the following calculation: eligible amount of the gift divided by the proceeds of disposition of the gift.


*


**


2,000


248,203


248,203


25


75
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Part 3 – Gifts to Canada, a province, or a territory


380Gifts to Canada, a province, or a territory closing balance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


* Not applicable for gifts made after February 18, 1997, unless a written agreement was made before this date. If no written
  agreement exists, enter the amount on line 210 and complete Part 2.


360Deduct: Amount applied against taxable income (enter this amount on line 312 of the T2 return). . . . . . . . . . . . . . . . . . . . . . . . 


 line 310) plusSubtotal (line 350


310


350


340


339


Total current-year gifts made to Canada, a province, or a territory* . . . . . . . . . . . . . . . 


Gifts to Canada, a province, or a territory transferred on an amalgamation 
or the windup of a subsidiary . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Gifts to Canada, a province, or a territory at the beginning of the tax year . . . . . . . . . . . . . . . 


Deduct: Gifts to Canada, a province, or a territory expired after five tax years . . . . . . . . . . . . 


Gifts to Canada, a province, or a territory at the end of the previous tax year . . . . . . . . . . . . . . . . . 


Add:


Deduct: Adjustment for an acquisition of control (for gifts made after March 22, 2004) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Total gifts to Canada, a province, or a territory available . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


355


Part 4 – Gifts of certified cultural property


480Gifts of certified cultural property closing balance . . . . . . . . . . . . . . 


460
Amount applied against taxable income (enter this
amount on line 313 of the T2 return) . . . . . . . . . . . . . . . . . . . . . 


 line 410) plusSubtotal (line 450


410


450


440


439


Total current-year gifts of certified cultural property . . . . . . . . . 


Gifts of certified cultural property transferred on an
amalgamation or the windup of a subsidiary . . . . . . . . . . . . . 


Gifts of certified cultural property at the beginning of the tax year . . . . . 


Gifts of certified cultural property expired after five
tax years* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Gifts of certified cultural property at the end of the previous tax year . . . . . . . 


Federal Québec Alberta


Adjustment for an acquisition of control (for gifts 
made after March 22, 2004) . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Total gifts of certified cultural property available . . . . . . . . . . . . . . . . . . . 


455


Deduct:


Deduct:


Deduct:


Add:


* For the federal and Alberta, the gifts expire after five tax years. For Québec, gifts made in a tax year that ended before March 24, 2006, expire after five
tax years and gifts made in a tax year that ended after March 23, 2006, expire after twenty tax years.


Amount carried forward – Gifts of certified cultural property


AlbertaQuébecFederalYear of origin:


1st prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


2nd prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


3rd prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


4th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


5th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


6th prior year* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


2010-12-31
2009-12-31
2008-12-31
2007-12-31
2006-12-31
2005-12-31


7th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


8th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


9th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


10th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


11th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


12th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


2004-12-31
2003-12-31
2002-12-31
2002-03-13
2001-12-31
2000-12-31


13th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


14th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


15th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


16th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


17th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


18th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


1999-12-31
1999-06-30
1998-12-31
1997-12-31
1996-12-31
1995-12-31


19th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


20th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


21st prior year* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


1994-12-31
1993-12-31
1992-12-31


Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


* For the federal and Alberta, the 6th prior year gifts expire in the current year. For Québec, the 6th prior year gifts made in a tax year that ended before
March 24, 2006, expire in the current year and the 21st prior year gifts made in a tax year that ended after March 23, 2006, expire in the current year.
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Part 5 – Gifts of certified ecologically sensitive land


580Gifts of certified ecologically sensitive land closing balance . . . . . . . . 


560
Amount applied against taxable income (enter this
amount on line 314 of the T2 return) . . . . . . . . . . . . . . . . . . . . 


510


550


540


539


Total current-year gifts of certified ecologically sensitive land . . . 


Gifts of certified ecologically sensitive land transferred
on an amalgamation or the windup of a subsidiary . . . . . . . . . . . . 


Gifts of certified ecologically sensitive land at the beginning of
the tax year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Gifts of certified ecologically sensitive land expired
after five tax years* . . . . . . . . . . . . . . . . . . . . . . . . . 


Gifts of certified ecologically sensitive land at the end of the previous tax year . 


Federal Québec Alberta


 line 510) plusSubtotal (line 550


Adjustment for an acquisition of control (for gifts 
made after March 22, 2004) . . . . . . . . . . . . . . . . . . . . . . . . . . 


Total gifts of certified ecologically sensitive land available . . . . . . . . . . . . . 


555


Deduct:


Add:


Deduct:


Deduct:


* For the federal and Alberta, the gifts expire after five tax years. For Québec, gifts made in a tax year that ended before March 24, 2006, expire after five
tax years and gifts made in a tax year that ended after March 23, 2006, expire after twenty tax years.


Amounts carried forward – Gifts of certified ecologically sensitive land


AlbertaQuébecFederalYear of origin:


1st prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


2nd prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


3rd prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


4th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


5th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


6th prior year* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


2010-12-31
2009-12-31
2008-12-31
2007-12-31
2006-12-31
2005-12-31


7th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


8th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


9th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


10th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


11th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


12th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


2004-12-31
2003-12-31
2002-12-31
2002-03-13
2001-12-31
2000-12-31


13th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


14th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


15th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


16th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


17th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


18th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


1999-12-31
1999-06-30
1998-12-31
1997-12-31
1996-12-31
1995-12-31


19th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


20th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


21st prior year* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


1994-12-31
1993-12-31
1992-12-31


Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


* For the federal and Alberta, the 6th prior year gifts expire in the current year. For Québec, the 6th prior year gifts made in a tax year that ended before
March 24, 2006, expire in the current year and the 21st prior year gifts made in a tax year that ended after March 23, 2006, expire in the current year.
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Part 6 – Additional deduction for gifts of medicine


Additional deduction for gifts of medicine at the end of the previous tax year . . 


Federal Québec Alberta


Deduct: Additional deduction for gifts of medicine expired
after five tax years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 639
Additional deduction for gifts of medicine at the beginning
of the tax year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 640


Add:
650


Additional deduction for gifts of medicine transferred
on an amalgamation or the wind-up of a subsidiary . . . . . . . . . 


Additional deduction for gifts of medicine for the current year:


602Proceeds of disposition . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 1 1


Cost of gifts of medicine . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 601 2 2 2


 line 2) minusSubtotal (line 1 3 3 3


Line 3 multiplied by 4 4 4% . . . . . . . . . . . . . . . . . . . . . . . . 


Eligible amount of gifts 5 5 5600


Federal


A x B


C
( ) = 610


Additional
deduction for gifts
of medicine for
the current year


Québec


A x B( ) =


Additional
deduction for gifts
of medicine for
the current year . . . . . . . . . . . . . . . . . . . . . 


Alberta


A x B( ) =


Additional
deduction for gifts
of medicine for
the current year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


C


C


where:


A is the lesser of line 2 and line 4


B is the eligible amount of gifts (line 600)


C is the proceeds of disposition (line 602)


 line 610)plusSubtotal (line 650 


Deduct: 655Adjustment for an acquisition of control . . . . . . . . . . . . . . 


Total additional deduction for gifts of medicine available . . . . . . . . . . . . . . 


Deduct: Amount applied against taxable income
(enter this amount on line 315 of the T2 return) . . . . . . . . . . 660


680Additional deduction for gifts of medicine closing balance . . . . . . . . . 


50


Amounts carried forward – Additional deduction for gifts of medicine


AlbertaQuébecFederalYear of origin:


1st prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


2nd prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


3rd prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


4th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


5th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


6th prior year* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


2010-12-31
2009-12-31
2008-12-31
2007-12-31
2006-12-31
2005-12-31


* These donations expired in the current year.


Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
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Québec – Gifts of musical instruments


Gifts of musical instruments at the end of the previous tax year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . A


Deduct: Gifts of musical instruments expired after twenty tax years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . B


Gifts of musical instruments at the beginning of the tax year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . C


Add:


Gifts of musical instruments transferred on an amalgamation or the wind-up of a subsidiary . . . . . . . . . . . . . . . . . . . . . . . . D


Total current-year gifts of musical instruments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . E


 line E) plusSubtotal (line D F


Deduct: Adjustment for an acquisition of control . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . G


Total gifts of musical instruments available . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . H


Deduct: Amount applied against taxable income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . I


Gifts of musical instruments closing balance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . J


Amounts carried forward – Gifts of musical instruments


QuébecYear of origin:


1st prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


2nd prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


3rd prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


4th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


5th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


6th prior year* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


2010-12-31
2009-12-31
2008-12-31
2007-12-31
2006-12-31
2005-12-31


7th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


8th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


9th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


10th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


11th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


12th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


2004-12-31
2003-12-31
2002-12-31
2002-03-13
2001-12-31
2000-12-31


13th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


14th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


15th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


16th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


17th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


18th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


1999-12-31
1999-06-30
1998-12-31
1997-12-31
1996-12-31
1995-12-31


19th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


20th prior year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


21st prior year* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


1994-12-31
1993-12-31
1992-12-31


Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


* These gifts expired in the current year.


T2 SCH 2 E (07)
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SCHEDULE 427


BRITISH COLUMBIA CORPORATION TAX CALCULATION


Year Month Day


Name of corporation Business Number Tax year-end


2011-12-19PACIFIC NORTHERN GAS (N.E.) LTD. 10393 1457 RC0002


Use this schedule if your corporation had a permanent establishment (as defined in section 400 of the federal Income Tax Regulations) in British Columbia
and had taxable income earned in the year in British Columbia.


This schedule is a worksheet only. You do not have to file it with your T2 Corporation Income Tax Return.


Part 1 – Calculation of income subject to British Columbia lower and higher tax rates


Taxable income for British Columbia * . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . A1


Income eligible for British Columbia lower tax rate:


Amount from line 400 of the T2 return ** . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . B1


Amount from line 405 of the T2 return . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . C1


Amount from line 425 of the T2 return . . . x = D1


Amount B1, C1, or D1, whichever is the least . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . E1


For credit unions only:


Amount from line D of Schedule 17, Credit Union Deductions . . . . . . . 


Deduct: amount E1 above . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Excess (if negative, enter "0") F1


 amounts E1 and F1)addTotal ( G1


Amount G1 . . . . . . . . x taxable income for British Columbia * = H1


taxable income for all provinces ***


Income subject to British Columbia higher tax rate (amount A1 minus amount H1) . . . . . . . . . . . . . . . . . . . . . . . . . . . I1


Period before January 1, 2010


If there are days in the tax year in the period mentioned above, calculate the income subject to British Columbia lower and higher tax rates as follows:


Enter amount H1 and/or amount I1 on the applicable line(s) in Part 2.


328,937


400,000
500,000


328,937
328,937


328,937


Taxable income for British Columbia * . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . A


Income eligible for British Columbia lower tax rate:


Amount from line 400 of the T2 return . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . B


Amount from line 405 of the T2 return . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . C


Amount from line 425 of the T2 return . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . D


Amount B, C, or D, whichever is the least . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . E


For credit unions only:


Amount from line D of Schedule 17, Credit Union Deductions . . . . . . . 


Deduct: amount E above . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Excess (if negative, enter "0") F


 amount F)plusTotal (amount E G


Amount G . . . . . . . . . x taxable income for British Columbia * = H


taxable income for all provinces ***


Income subject to British Columbia higher tax rate (amount A minus amount H) . . . . . . . . . . . . . . . . . . . . . . . . . . . . I


Period after December 31, 2009


If there are days in the tax year in the period mentioned above, calculate the income subject to British Columbia lower and higher tax rates as follows:


Enter amount H and/or amount I on the applicable line(s) in Part 2.


328,937


328,937
328,937


328,937


* If the corporation has a permanent establishment only in British Columbia, enter the taxable income from line 360 of the T2 return. Or, if the corporation
has a permanent establishment in more than one jurisdiction, enter the taxable income allocated to British Columbia from column F in Part 1 of Schedule 5,
Tax Calculation Supplementary – Corporations. If the corporation has income or loss from an international banking center, the taxable income is the amount
allocated to British Columbia from column F in Part 1 of Schedule 5 minus the total amount not required to be included, or plus the total amount not
allowed to be deducted, in computing the corporation's income under section 33.1 of the federal Income Tax Act.


** If the corporation is a member of a partnership, complete Part 1A to calculate income from active business.


*** Includes the territories and the offshore jurisdictions for Nova Scotia and Newfoundland and Labrador.


T2 SCH 427 E (11)
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Part 1A – Calculation of income from active business when there is partnership income


Complete this part only if the amount on line 450 of Schedule 7, Calculation of Aggregate Investment Income and Active Business Income, is positive.


Period before January 1, 2010


If there are days in the tax year in the period mentioned above, calculate the income from active business as follows:


J1Amount RR from Part 5 of Schedule 7 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Deduct partnership income:


K1Amount II from Part 4 of Schedule 7 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


L1 M1 N1 O1


Amounts from
column E


in Part 3 of
Schedule 7


Amounts from
column G in Part 3


of Schedule 7
multiplied by


Column L1 minus
column M1


(if negative, enter "0")


Amounts from column
L1 or M1, whichever is
less (if column L1 is
negative, enter "0")


business limit


400,000
500,000


1
Q1P1Totals


Amount on line 370 from Part 3 of Schedule 7 . . . R1


Amount on line 380 from Part 3 of Schedule 7 . . . S1


 amount S1) plusSubtotal (amount R1 T1


W1


V1


X1


U1Enter amount P1 or amount T1, whichever is less . . . . . . . . . . . . . . . . . 


Specified partnership income (amount Q1 plus amount U1) . . . . . . . . . . . 


Partnership income (amount K1 minus amount V1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Income from active business in this period (amount J1 minus amount W1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Enter the amount from line X1 on line B1 in Part 1.


Part 2 – Calculation of British Columbia tax before credits


British Columbia tax at the lower rate:


Number of days in the tax year


J1=xAmount H1 x %
Number of days in the tax year


before January 1, 2010  . . . 2.5
353


Number of days in the tax year


J2=xAmount H x %
Number of days in the tax year


after December 31, 2009, and before April 1, 2012  . . . 353 2.5
353


Number of days in the tax year


J3=xAmount H x %
Number of days in the tax year


after March 31, 2012  . . . 0
353


JTotal British Columbia tax at the lower rate (total of amounts J1, J2, and J3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
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Part 2 – Calculation of British Columbia tax before credits (continued)


British Columbia tax at the higher rate:


Amount I1 x
Number of days in the tax year


before January 1, 2010


Number of days in the tax year


x % =  . . . K1328,937
353


11


Amount I x
Number of days in the tax year


after December 31, 2009, and before January 1, 2011


Number of days in the tax year


x % =  . . . K328,937
353


10.5


Amount I x
Number of days in the tax year


after December 31, 2010, and before January 1, 2012


Number of days in the tax year


x % =  . . . L328,937 353
353


10 32,894


Amount I x
Number of days in the tax year


after December 31, 2011


Number of days in the tax year


x % =  . . . M328,937
353


12


NTotal British Columbia tax at the higher rate (total of amounts K1, K, L, and M) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 32,894


OBritish Columbia tax before credits* (amount J plus amount N) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


If the corporation has a permanent establishment in more than one jurisdiction or is claiming a British Columbia tax credit,
enter amount O on line 240 of Schedule 5. Otherwise, enter it on line 760 of the T2 return.


*


32,894
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SCHEDULE 8


CAPITAL COST ALLOWANCE (CCA)


Year Month Day


Name of corporation Business Number Tax year end


2011-12-19PACIFIC NORTHERN GAS (N.E.) LTD. 10393 1457 RC0002


Is the corporation electing under regulation 1101(5q)? 101 1 Yes 2 No


For more information, see the section called "Capital Cost Allowance" in the T2 Corporation Income Tax Guide.


X


Class
number


(See
Note)


Undepreciated
capital cost at
the beginning


of the year
(undepreciated
capital cost at
the end of last


year)


Cost of
acquisitions


during the year
(new property


must be
available
for use)*


Net
adjustments**


Proceeds of
dispositions


during the year
(amount not to


exceed the
capital cost)


50% rule (1/2
of the amount,
if any, by which


the net cost
of acquisitions


exceeds
column 5)***


1 2 3 4 5 6 7


Reduced
undepreciated


capital cost


8


CCA
rate
%


****


9


Recapture of
capital cost
allowance
(line 107 of
Schedule 1)


10


Terminal loss
(line 404 of
Schedule 1)


11


Capital cost
allowance


(for declining
balance method,


column 7
multiplied by
column 8, or a
lower amount)


(line 403 of
Schedule 1)


*****


12


Undepreciated
capital cost
at the end of


the year
(column 6


plus column 7
minus


column 11)


200 201 203 205 207 211 212 213 215 217 220


Description


1. 1 19,819,418 0 19,819,418 4 0 0 766,713 19,052,705Pipelines - Distribution pre March 19, 2007


2. 51 9,300,472 2,796,606 0 1,398,303 10,698,775 6 0 0 620,823 11,476,255Pipelines - Distribution post March 19, 2007


3. 2 676,078 0 676,078 6 0 0 39,231 636,847Pipelines


4. 6 35,052 0 35,052 10 0 0 3,390 31,662Fencing


5. 8 405,729 40,726 0 20,363 426,092 20 0 0 82,416 364,039Equipment


6. 10 581,856 326,359 4,790 160,785 742,640 30 0 0 215,467 687,958Automotive


7. 17 264,890 0 264,890 8 0 0 20,494 244,396Landscaping, paving


8. 38 89 0 89 30 0 0 26 63Earthmoving Equipment


9. 45 192 0 192 45 0 0 83 109Computer HW


10. 46 18,381 0 18,381 30 0 0 5,333 13,048Network Equipment


11. 49 1,744,146 322,769 0 161,385 1,905,530 8 0 0 147,430 1,919,485Transmission pipe (>Feb 22-05)


12. 50 71 2,995 0 1,498 1,568 55 0 0 834 2,232Computer HW post March 19, 2007


Totals 32,846,374 3,489,455 4,790 1,742,334 34,588,705 1,902,240 34,428,799
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* Include any property acquired in previous years that has now become available for use. This property would have been previously
excluded from column 3. List separately any acquisitions that are not subject to the 50% rule, see Regulation 1100(2) and (2.2).


*** The net cost of acquisitions is the cost of acquisitions (column 3) plus or minus certain adjustments from column 4. For exceptions
to the 50% rule, see Interpretation Bulletin IT-285, Capital Cost Allowance – General Comments.


***** If the tax year is shorter than 365 days, prorate the CCA claim. Some classes of property do not have to be prorated. See the
T2 Corporation Income Tax Guide for more information.


Include amounts transferred under section 85, or on amalgamation and winding-up of a subsidiary. See the T2 Corporation Income
Tax Guide for other examples of adjustments to include in column 4.


**


Note: Class numbers followed by a letter indicate the basic rate of the class taking into account the additional deduction allowed.
Class 1a: 4% + 6% = 10% (class 1 to 10%), class 1b: 4% + 2% = 6% (class 1 to 6%).


Enter a rate only, if you are using the declining balance method. For any other method (for example the straignt-line method, where
calculations are always based on the cost of acquisitions), enter N/A. Then enter the amount you are claiming in column 11.


****


T2 SCH 8 (11)
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SCHEDULE 9


RELATED AND ASSOCIATED CORPORATIONS


Year Month Day


Name of corporation Business Number Tax year end


2011-12-19PACIFIC NORTHERN GAS (N.E.) LTD. 10393 1457 RC0002


Complete this schedule if the corporation is related to or associated with at least one other corporation.


For more information, see the T2 Corporation Income Tax Guide.


Country
of resi-
dence
(other
than


Canada)


Business number
(see note 1)


Rela-
tion-
ship
code
(see 


note 2)


Number of
common shares


you own


% of
common
shares


you own


Number of
preferred shares


you own


% of
preferred
shares


you own


Book value of
capital stock


Name


100 200 300 400 500 550 600 650 700


. ALTAGAS DEI ACQUISITION INC. NR1 3


. ALTAGAS ENERGY SOLUTIONS INC. 87426 2975 RC00012 3


. ALTAGAS FACILITIES (U.S.) INC. NR3 3


. ALTAGAS GENERAL PARTNER INC. 85730 8605 RC00014 3


. ALTAGAS HOLDINGS INC. 85723 5402 RC00015 3


. ALTAGAS INVESTMENT LTD. 84135 3303 RC00016 3


. ALTAGAS LTD. 13786 4229 RC00037 3


. ALTAGAS MARKETING (U.S.) INC. NR8 3


. ALTAGAS NATURAL GAS STORAGE LTD. 89272 0699 RC00019 3


. ALTAGAS RENEWABLE ENERGY COLORADO LLCNR10 3


. ALTAGAS RENEWABLE ENERGY INC. 89498 9722 RC000111 3


. ALTAGAS RENEWABLE ENERGY MIDWEST INC.NR12 3


. ALTAGAS RENEWABLE ENERGY PACIFIC INC. NR13 3


. ALTAGAS SERVICES (U.S.) INC. NR14 3


. ALTAGAS UTILITIES INC. 10244 5384 RC000115 3


. ALTAGAS UTILITY GROUP INC. 83372 1871 RC000116 3


. ALTAGAS UTILITY HOLDINGS (NS) INC. 85643 2448 RC000117 3


. ALTAGAS UTILITY HOLDINGS (PACIFIC) INC. 84732 2302 RC000118 3


. ALTAGAS UTILITY HOLDINGS INC. 87043 9759 RC000119 3


. BEAR MOUNTAIN WIND POWER CORP. 81637 2148 RC000120 3


. COAST MOUNTAIN HYDRO CORP. 86164 4193 RC000121 3


. HERITAGE GAS LIMITED 86462 7849 RC000122 3


. HIGHWATER POWER CORPORATION 14083 8699 RC000123 3


. INUVIK GAS LTD. 88665 3492 RC000124 3


. MC HYDRO HOLDING CORP. 88348 1400 RC000125 3


. NARROWS INLET GP INC. 82635 9713 RC000126 3


. PACIFIC NORTHERN GAS LTD. 10404 2320 RC000127 1


. PACIFIC NORTHERN GAS TRANSITION LTD. 86289 1900 RC000128 3


. PNG MARKETING LTD. NR29 3


. TAYLOR PROCESSING INC. 87319 4815 RC000330 3


. UTILITY GROUP FACILITIES INC. 85324 5017 RC000131 3


Note 1: Enter "NR" if the corporation is not registered or does not have a business number.


Note 2: Enter the code number of the relationship that applies from the following order: 1 - Parent  2 - Subsidiary  3 - Associated  4 - Related but not associated


T2 SCH 9 (11)
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SCHEDULE 10


CUMULATIVE ELIGIBLE CAPITAL DEDUCTION


Year Month Day


Name of corporation Business Number Tax year end


2011-12-19PACIFIC NORTHERN GAS (N.E.) LTD. 10393 1457 RC0002


For use by a corporation that has eligible capital property. For more information, see the T2 Corporation Income Tax Guide.


A separate cumulative eligible capital account must be kept for each business.


Part 1 – Calculation of current year deduction and carry-forward


x(add amounts G,H, and I)


Cumulative eligible capital - Balance at the end of the preceding taxation year (if negative, enter “0”)


230


248


F


Deduct:


Cost of eligible capital property acquired
during the taxation year . . . . . . . . . . 


Proceeds of sale (less outlays and expenses not
otherwise deductible) from the disposition of all
eligible capital property during the taxation year . . . . . . . 


200 A


J


Add:
222


Amount transferred on amalgamation or wind-up of subsidiary . . . . . . . . . . . . . . . . . . . . . . . . 224


Other adjustments . . . . . . . . . . . . . . 226


Subtotal (line 222 plus line 226)


Subtotal (add amounts A, D, and E)


B


242 G


The gross amount of a reduction in respect of a forgiven
debt obligation as provided for in subsection 80(7) . . . . . 244 H


Other adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . . 246 I


x


=


=/


/


Non-taxable portion of a non-arm's length
transferor's gain realized on the transfer
of an eligible capital property to the
corporation after December 20, 2002 . . 228 x / = C


amount B minus amount C (if negative, enter "0") D


E


KCumulative eligible capital balance (amount F minus amount J) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


(if amount K is negative, enter "0" at line M and proceed to Part 2)


Cumulative eligible capital for a property no longer owned after ceasing to carry on
that business . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 249


7,743


7,743


43


43


1 2


7,743


250x % =


amount K


 amount from line 249less


Current year deduction . . . . . . . . . . . . . . *7.00 524


7,743


7,743


300Cumulative eligible capital – Closing balance (amount K minus amount L) (if negative, enter "0") . . . . . M


You can claim any amount up to the maximum deduction of 7%. The deduction may not exceed the maximum
amount prorated by the number of days in the taxation year divided by 365.


(line 249 plus line 250) (enter this amount at line 405 of Schedule 1) L


*


7,219


524 524


T2 SCH 10 (04)
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Part 2 – Amount to be included in income arising from disposition


410


Amount from line K (show as positive amount) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


(complete this part only if the amount at line K is negative)


1


Q


P


400


O


Total of cumulative eligible capital (CEC) deductions from income for taxation years
beginning after June 30, 1988 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Total of all amounts which reduced CEC in the current or prior years under
subsection 80(7) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Total of CEC deductions claimed for taxation years
beginning before July 1, 1988 . . . . . . . . . . . . . . . . . . . 


Negative balances in the CEC account that were included
in income for taxation years beginning before July 1, 1988


N


401 2


3402


408 4


Line 3 minus line 4 (if negative, enter "0") . . . . . . . . . . . . . . . 


Total of lines 1, 2 and 5 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Subtotal (line 7 plus line 8)


Line 6 minus line 9 (if negative, enter "0") . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Line N minus line O (if negative, enter "0") . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Line 5


Amount N or amount O, whichever is less . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Amount to be included in income (amount S plus amount T) (enter this amount on line 108 of Schedule 1)


5


6


R


S


T


409


Line P minus line Q (if negative, enter "0") . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
x


x /


/


Amounts included in income under paragraph 14(1)(b), as
that paragraph applied to taxation years ending after June
30, 1988 and before February 28, 2000, to the extent that
it is for an amount described at line 400 . . . . . . . . . . . . . . . . 7


Amounts at line T from Schedule 10 of previous taxation years 
ending after February 27, 2000 . . . . . . . . . . . . . . . . . . . . . . 8


9


=


=Amount R


21


2 3
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SCHEDULE 13


CONTINUITY OF RESERVES


Year Month Day


Name of corporation Business number Tax year end


2011-12-19PACIFIC NORTHERN GAS (N.E.) LTD. 10393 1457 RC0002
For use by corporations to provide a continuity of all reserves claimed which are allowed for tax purposes.


File one completed copy of this schedule with the corporation's T2 Corporation Income Tax Return.


For more information, see the T2 Corporation Income Tax Guide.


Description of property Balance at the
beginning of the 


year 


$


Transfer on an
amalgamation or
the wind-up of
a subsidiary


$


Balance at the
end of the year


$


Add


$


Deduct


$


001 002 003 004


Part 1 – Capital gains reserves 


1


The amount from line 008 plus the amount from line 009 should be entered on line 880 of Schedule 6, Summary of Dispositions of Capital
Property. The amount from line 010 should be entered on line 885 of Schedule 6.


008 009 010


Totals


Reserve for doubtful
debts . . . . . . . . . . . . . . . . . . 


Reserve for undelivered
goods and services
not rendered . . . . . . . . . . . . . 


Reserve for prepaid
rent . . . . . . . . . . . . . . . . . . . 


Reserve for refundable 
containers . . . . . . . . . . . . . . . 


Reserve for unpaid
amounts . . . . . . . . . . . . . . . . 


110


150


130


190


210 215


195


155


135


115 120


220


200


160


140


Part 2 – Other reserves


Balance at the
beginning of


 the year


$


Transfer on an
amalgamation or
the wind-up of
a subsidiary


$


Add


$
Deduct


$
Balance at the
end of the year


$


Description


533,157 464,920 533,157 464,920


Other tax
reserves . . . . . . . . . . . . . . . . 


230 235 240


Enter "X" in the column above if the tax reserve has also been reported on the corporation's financial statements. This 
allows offsetting entries on Schedule 1, resulting in a zero effect on net income for tax purposes.


The amount from line 270 plus the amount from line 275 should be entered on line 125 of Schedule 1, Net Income (Loss) for Income Tax
Purposes, as an addition. The amount from line 280 should be entered on line 413 of Schedule 1 as a deduction.


280275270


Totals 464,920533,157 533,157 464,920


T2 SCH 13 E (11)
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Continuity of financial statement reserves (not deductible)


Description Balance at the
beginning of


 the year


Transfer on an
amalgamation or
the wind-up of
a subsidiary


Balance at the
end of the year


Add Deduct


Financial statement reserves (not deductible)


223,822223,822INJURIES AND DAMAGES #259-051


533,157533,157 464,920464,920ALLOWANCE FOR DOUBTFUL ACCOUNTS2


The total opening balance plus the total transfers should be entered on line 414 of Schedule 1 as a deduction.
The total closing balance should be entered on line 126 of Schedule 1 as an addition.


Reserves from 
Part 2 of Schedule 13


Totals 464,920756,979 756,979 464,920
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MISCELLANEOUS PAYMENTS TO RESIDENTS


SCHEDULE 14


Year Month Day


Name of corporation Business Number Tax year end


2011-12-19PACIFIC NORTHERN GAS (N.E.) LTD. 10393 1457 RC0002


This schedule must be completed by all corporations who made the following payments to residents of Canada:
royalties for which the corporation has not filed a T5 slip; research and development fees; management fees; technical
assistance fees; and similar payments.


Please enter the name and address of the recipient and the amount of the payment in the applicable column. If several payments
of the same type (i.e., management fees) were made to the same person, enter the total amount paid. If similar types of
payments have been made, but do not fit into any of the categories, enter these amounts in the column entitled "Similar payments".


RoyaltiesName of recipient


100


Address of recipient


200 300


Research and
development 


fees


400


Management
fees


Technical
assistance


fees


Similar
payments


500 600 700


PACIFIC NORTHERN GAS LTD. 950-1185 West Georgia St


Vancouver
BC
V6E 4E6


1 2,262,549


T2 SCH 14 (99)
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DEFERRED INCOME PLANS


SCHEDULE 15


Year Month Day


Name of corporation Business Number Tax year end


2011-12-19PACIFIC NORTHERN GAS (N.E.) LTD. 10393 1457 RC0002
Complete the information below if the corporation deducted payments from its income made to a registered pension plan (RPP), a registered
supplementary unemployment benefit plan (RSUBP), a deferred profit sharing plan (DPSP), or an employee profit sharing plan (EPSP).


If the trust that governs an employee profit sharing plan is not resident in Canada, please indicate if the T4PS, Statement of Employees Profit Sharing
Plan Allocations and Payments, Supplementary slip(s) were filed for the last calendar year, and whether they were filed by the trustee or the employer.


Amount
of contribution


$
(see note 2)


Address of EPSP trust T4PS


slip(s)


filed


by:


(see


note


3)


(EPSP


only)


Type of
plan
(see


note 1)


Name of EPSP trust


400 500 600300200100


Registration
number (RPP,
RSUBP, and
DPSP only)


1 1 495,628 0490946


Enter amount C on line 417 of Schedule 1


Note 1: You do not need to add to Schedule 1 any payments you made to deferred income
plans. To reconcile such payments, calculate the following amount:


1 – RPP


2 – RSUBP


3 – DPSP


4 – EPSP


Total of all amounts indicated in column 200 of this schedule ............................


Enter the applicable
code number:


Less:


Total of all amounts for deferred income plans deducted in your financial statements


Deductible amount for contributions to deferred income plans
(amount A minus amount B) (if negative, enter "0") .......................................


A


B


C


Note 2:


1 – Trustee


2 – Employer


T4PS slip(s) filed by:Note 3: 


495,628


233,172


262,456


T2 SCH 15 (06)
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Attached Schedule with Total


Title PARAGRAPH 13(7.4) ELECTION


Explanatory note


Under paragraph 13(7.4) of the Income Tax Act (the "ITA"), Pacific Northern Gas (N.E.) Ltd. elects to reduce the capital cost of depreciable
property acquired in the 2011 taxation year by the amount of Contributions in Aid of Construction received in 2010 and 2009.
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Corporate Taxpayer Summary
Corporate information


Corporation's name . . . . . . . . . . . . 


Taxation Year . . . . . . . . . . . . . . . to


Jurisdiction . . . . . . . . . . . . . . . . 


OCBC AB SK MB ON QC NB NS NO PE NL XO YT NT NU


Corporation is associated . . . . . . . . 


Corporation is related . . . . . . . . . . . 


Number of associated corporations . . . 


Type of corporation . . . . . . . . . . . . 


Total amount due (refund) federal
and provincial* . . . . . . . . . . . . . . . 


The amounts displayed on lines "Total amount due (refund) federal and provincial" are all listed in the help. Press F1 to consult the context-sensative help.*


2011-01-01 2011-12-19


PACIFIC NORTHERN GAS (N.E.) LTD.


British Columbia


X


Y


Y


31


Corporation Controlled by a Public Corporation


-76,832


Summary of federal information


Part I tax (base amount) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Taxable income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Dividends paid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Calculation of income from an active business carried on in Canada . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Donations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Balance of the low rate income pool at the end of the year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Balance of the general rate income pool at the end of the year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Balance of the low rate income pool at the end of the previous year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Balance of the general rate income pool at the end of the previous year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Dividends paid – Regular . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Dividends paid – Eligible . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


330,937


328,937


330,937


124,996


1,700


Part IV . . . . . . . . . . . . . 


Other* . . . . . . . . . . . . . 


Balance due/refund (–)


Credits against part I tax Summary of tax Refunds/credits


Small business deduction . 


M&P deduction . . . . . . . . 


Foreign tax credit . . . . . . 


Investment tax credits . . . . 


Abatement/Other* . . . . . . 


ITC refund . . . . . . . . . . 


Dividends refund . . . . . . 


Other* . . . . . . . . . . . . 


Surtax credit . . . . . . . . . 


Instalments . . . . . . . . . 


Part I . . . . . . . . . . . . . 


* The amounts displayed on lines "Other" are all listed in the Help. Press F1 to consult the context-sensitive help.


Provincial or territorial tax . . 


Part III.1 . . . . . . . . . . . . 


-76,832


70,722


164,000


54,274


32,894


Summary of federal carryforward/carryback information


Carryforward balances


Cumulative eligible capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,219
Financial statement reserve . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 464,920
Other reserves . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 464,920
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Summary of provincial information – provincial income tax payable


British
Columbia


Saskatchewan Manitoba


% Allocation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Attributed taxable income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Tax payable before deduction* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Deductions and credits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Tax payable or refundable credit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Attributed taxable capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Capital tax payable** . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Instalments and refundable credits . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Balance due/Refund (-) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


For British Columbia, this includes the Logging Tax Payable.


For Manitoba, this includes the Outstanding Balance Excluding Instalments.**


*


100.00
328,937


32,894


32,894


Summary – taxable capital


Taxable capital
used to calculate


line 234 of
the T2 return


Taxable capital
used to calculate


line 233 of
the T2 return


Taxable capital
used to calculate


the SR&ED
expenditure limit


for a CCPC
(Schedules 31


and 49)


Taxable capital
used to calculate
the business limit


reduction
(T2, line 415)


Corporate name


Federal


PACIFIC NORTHERN GAS (N.E.) LTD. 17,663,024 17,663,024
ALTAGAS DEI ACQUISITION INC.
ALTAGAS ENERGY SOLUTIONS INC.
ALTAGAS FACILITIES (U.S.) INC.
ALTAGAS GENERAL PARTNER INC.
ALTAGAS HOLDINGS INC.
ALTAGAS INVESTMENT LTD.
ALTAGAS LTD.
ALTAGAS MARKETING (U.S.) INC.
ALTAGAS NATURAL GAS STORAGE LTD.
ALTAGAS RENEWABLE ENERGY COLORADO LLC
ALTAGAS RENEWABLE ENERGY INC.
ALTAGAS RENEWABLE ENERGY MIDWEST INC.
ALTAGAS RENEWABLE ENERGY PACIFIC INC.
ALTAGAS SERVICES (U.S.) INC.
ALTAGAS UTILITIES INC.
ALTAGAS UTILITY GROUP INC.
ALTAGAS UTILITY HOLDINGS (NS) INC.
ALTAGAS UTILITY HOLDINGS (PACIFIC) INC.
ALTAGAS UTILITY HOLDINGS INC.
BEAR MOUNTAIN WIND POWER CORP.
COAST MOUNTAIN HYDRO CORP.
HERITAGE GAS LIMITED
HIGHWATER POWER CORPORATION
INUVIK GAS LTD.
MC HYDRO HOLDING CORP.
NARROWS INLET GP INC. 100 100
PACIFIC NORTHERN GAS LTD. 135,662,554 90,081,674 90,081,674
PACIFIC NORTHERN GAS TRANSITION LTD. 1 1
PNG MARKETING LTD.
TAYLOR PROCESSING INC.
UTILITY GROUP FACILITIES INC.


Total 135,662,554 107,744,799 107,744,799
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Paid-up capital
used to calculate


the tax credit
for investment


(CO-1029.8.36.IN)


Paid-up capital
used to calculate


the Québec
business limit


reduction
(CO-771 and
CO-771.1.3)


Paid-up capital
used to calculate


the exemption
for small and
medium-sized
manufacturing


businesses
(CO-737.18.18)


Paid-up capital
used to calculate


the deduction
relating to


income-averaging
for forest producers


(CO-726.30)


Corporate name Paid-up capital
used to calculate


the 1 million
deduction


(CO-1137.A and
CO-1137.E)


Québec


Total


Specified capital
used to calculate
the expenditure
limit – Ontario
innovation tax


credit
(Schedule 566)


Taxable capital
used to calculate


the capital
deduction – Ontario
capital tax on other


than financial
institutions


(Schedule 515)


Taxable capital
used to calculate


the capital
deduction – Ontario


capital tax on
financial


institutions
(Schedule 514)


Corporate name


Ontario


Total


Net paid up capital
– BC capital


tax on financial
institutions
(FIN 689)


Taxable capital
used to calculate
the Nova Scotia
capital deduction


on large
corporations


(Schedule 343)


Capital used
to calculate the
Newfoundland
and Labrador


capital deduction
on financial
institutions


(Schedule 306)


Corporate name BC paid up capital
– BC capital


tax on financial
institutions
(FIN 689)


Other provinces


Total
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Five-Year Comparative Summary


Current year 1st prior year 2nd prior year 3rd prior year 4th prior year


Federal information (T2)


Taxation year end


Balance due/refund (-)


Net income


Taxable income


Active business income


Dividends paid


Donations


LRIP – end of the year


GRIP – end of the year


LRIP – end of the
previous year


GRIP – end of the
previous year


Dividends paid – Regular


Dividends paid – Eligible


-2,096,262


-328,000


2010-12-31


1,576,207
1,575,707
1,576,207


-27,288


2009-12-31


2,441,556
2,439,135
2,441,556


16,064


2008-12-31


-56,362


-713,944


2007-12-31


330,937
328,937
330,937


-76,832


2011-12-19


1,700 300 500 1,361 1,060


Federal taxes


Part I before surtax


Surtax


Part I.3


Part IV


Part I & Surtax


Other*


* The amounts displayed on lines "Other" are all listed in the help. Press F1 to consult the context-sensative help.


Part III.1


299,384 475,63154,274


54,274 299,384 475,631


Credits against part I tax


Small business deduction


M&P deduction


Foreign tax credit


Political contribution


Investment tax credit


Abatement/other*


* The amounts displayed on lines "Other" are all listed in the help. Press F1 to consult the context-sensative help.


451,240299,38570,722


Refunds/credits


ITC refund


Dividend refund


Instalments


Other*


Surtax credit


* The amounts displayed on lines "Other" are all listed in the help. Press F1 to consult the context-sensative help.


713,944740,000500,000328,000164,000
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British Columbia


Taxation year end 2011-12-19 2010-12-31 2009-12-31 2008-12-31 2007-12-31


Attributed taxable income


Income tax payable
before deduction*


Capital tax balance
due/refund


Net income tax payable


Taxable capital


Capital tax payable


B.C. general


Income tax deductions
/credits


Instalments and
refundable credits


% Allocation


* This includes the Logging Tax Payable.


280,433


2,439,135


173,328


1,575,707


32,894


32,894


328,937


173,328 280,433


100.00 100.00 100.00 100.00
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Federal Tax Instalments
Federal tax instalments


For the taxation year ended


The following is a list of federal instalments payable for the current taxation year. The last column indicates the instalments payable
to Revenue Canada. The instalments are due no later than on the dates indicated, otherwise non-deductible interest will be charged.
A cheque or money order should be made payable to the Receiver General. Payment may be made by cheque or money order payable


to the Receiver General either to an authorized financial institution or filed with the appropriate remittance voucher to the following


address:


Canada Revenue Agency


875 Heron Road


Ottawa ON  K1A 1B1


Note that you may also be able to pay by telephone or Internet banking. For more information, consult the Corporation Instalment Guide.


2012-12-19


Monthly instalment workchart


Date Monthly tax
instalments


Instalments
paid


Cumulative
difference


Instalments
payable


2012-01-19
2012-02-19
2012-03-19 9,014 9,014
2012-04-19 9,014 9,014
2012-05-19 9,014 9,014
2012-06-19 9,014 9,014
2012-07-19 9,014 9,014
2012-08-19 9,014 9,014
2012-09-19 9,014 9,014
2012-10-19 9,014 9,014
2012-11-19 9,014 9,014
2012-12-19 9,005 9,005


Total


2013-01-19
2013-02-19


90,131


7,511
7,511


105,153


Quarterly instalment workchart


Date Quarterly tax
instalments


Instalments
paid


Cumulative
difference


Instalments
payable


Total


2012-06-19
2012-09-19
2012-12-19


2012-03-19


2013-03-19


Instalment method


Indicate instalment method chosen [1-3]


If payment of instalments other than quarterly instalments is delayed, indicate the MONTH 
in which you want them to begin (1=January, 2=February, etc.).  


Select this box if you want the instalments to be calculated without taking the applicable threshold into account


1


Combined 1st and 2nd Instalment base method
2
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Quarterly instalments calculation


The corporation must meet requirements 1 to 5 to be eligible for quarterly instalments for a tax year.


Is the corporation a Canadian-controlled private corporation (CCPC)?


Did the corporation claim any deduction under the section 125, during either the current or previous year? 


1 –


2 –


3 – Is the corporation's, or any of its associated corporations', taxable income for the current or previous year  
less than or equal to $500,000?*


4 – Is the corporation and any associated corporations' taxable capital employed in Canada
for the current or previous year less than or equal to $10,000,000?


5 – Does the corporation have a perfect compliance history in the last 12 months? 


If you do not want to use the quarterly instalments option, select this box to go back to monthly instalments.


Yes No


Yes No


Yes No


Yes No


Yes No


*Consult the Help (F1) for information on the changes relating to years subsequent to 2008.


X


X


1 – 1st Instalment base method


1st Instalment base amount (amount N below)


Monthly instalments required


÷ 12 =


Quarterly tax instalments required ÷ 4 =


90,131 7,511
7,511


90,131


2 – Combined 1st and 2nd instalment base method


2nd Monthly instalment base amount


Indicate: Part I tax


A


B


Total


Each of the first two instalment payments


Total tax from N below


Amount B above x 2


Each of the remaining ten instalment payments


Part VI, VI.1 and XIII.1 tax


Provincial tax, other than Alberta, Québec and Ontario


1/12 of estimated current year credits (M below /12)


10


÷ 12 =


=


=


=


÷


–


–


+


+


=


=


Ontario tax** +


Federal adjustment for amalgamation, winding up or transfer +


Provincial adjustment for amalgamation, winding up or transfer +


Select this box if you want the first 2 payments* to be calculated
without taking the applicable threshold into account?


90,131


90,131 9,014
9,014


2nd Quarterly instalment base amount


Indicate: Part I tax


A


B


Total


The first instalment payment


Total tax from N below


Amount B above


Each of the remaining three instalment payments


Part VI, VI.1 and XIII.1 tax


Provincial tax, other than Alberta, Québec and Ontario


1/4 of estimated current year credits (M below /4)


3


÷ 4 =


=


=


=


÷


–


–


+


+


=


=


Ontario tax** +


Federal adjustment for amalgamation, winding up or transfer +


Provincial adjustment for amalgamation, winding up or transfer +


* It is the first payment if the quarterly instalments are applicable.


** Use this line only to calculate instalments payable with regard to taxation years ending in 2009 and after.


90,131


90,131 30,044


3 – Estimated tax method


Instalment base amount (amount N below)


Monthly instalments required


÷ 12 =


Quarterly tax instalments required ÷ 4 =
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Instalment base calculation


Taxable income


1st instalment
base method


Estimated
tax method


Calculation of tax payable


Federal part I tax


Refundable tax on a CCPC's investment income


Subtotal A


+ +


= =


Federal tax


Recapture of investment tax credit + +


328,937


124,996


124,996


Deduction


Small business deduction


Investment corporation deduction


Federal tax abatement


Manufacturing and processing profits deduction


Non-business foreign tax credit


Business foreign tax credit


Tax reduction, general and accelerated


Logging tax credit


Investment tax credit per Schedule 31


Qualifying environmental trust tax credit


Subtotal B


+


+


+


+


+


+


+


+


+


+


+


+


+


+


+


+


+


+


= =


32,894


37,828


70,722


Total part I tax payable (A minus B) C


Part VI tax


Part VI.1 tax


TotalParts I, VI, VI.1 and  XIII.1 F


D


E1


+


+


+


+


Federal tax summary


Part XIII.1 tax + + E2


= =


54,274


54,274


Adjustment for short taxation years multiplied by 365 and
divided by the number of days in the year if less than 365


Federal adjustments


Subtotal = =


365 / 365 /x x


Federal adjustment for amalgamation, winding up or transfer


Total federal tax after adjustments = G


+


=


N/A+


353 365
56,119


56,119


Provincial/territorial tax, other than Alberta, Québec and Ontario H+ +


Ontario tax


Income tax


Capital tax +


Corporate minimum tax paid (credited) +


Total Ontario tax* = + I


Use this section only to calculate instalments payable with regard to taxation
years ending in 2009 and after (for other tax years, see the Ontario Tax
Instalments schedule (Jump Code: ION)):


Total harmonized provincial taxHarmonized provincial tax (H + I) = =


K


 (G + K)Total of tax before refundable credits** = =


J


L


Provincial tax


+


Provincial adjustments


Adjustment for short taxation years multiplied by 365 and
divided by the number of days in the year if less than 365 x 365 / x 365 /


Subtotal = =


Provincial adjustment for amalgamation, winding up or transfer


Total provincial tax after adjustments


+


=


+


=


N/A


Special additional tax on life insurance corporations +


32,894


32,894


353 365
34,012


90,131


34,012
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Instalment base calculation (continued)


Investment tax credit refund


Estimated current year credits


Dividend refund


Federal capital gains refund


Provincial and territorial capital gains refund


NRO allowable refund per Schedule 26


Tax withheld at source


Other estimated credits


Total estimated current year credits M


 (L – M)Instalment base amount N


+


+


+


+


+


+


+


+


+


+


+


+


= =


90,131


Ontario tax corresponds to the amount before the application of specified Ontario tax credits.


For instalments payable the amount on line G is not added to line L unless it exceeds $3,000. The same rule applies to line K.


*


**
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200
T2 CORPORATION INCOME TAX RETURN


This form serves as a federal, provincial, and territorial corporation income tax return, unless the corporation is located in
Quebec or Alberta. If the corporation is located in one of these provinces, you have to file a separate provincial
corporation return.


Parts, sections, subsections, paragraphs, and subparagraphs mentioned on this return refer to the federal Income Tax Act.
This return may contain changes that had not yet become law at the time of printing.


Send one completed copy of this return, including schedules and the General Index of Financial Information (GIFI), to your
tax centre or tax services office. You have to file the return within six months after the end of the corporation's tax year.


Do not use this area055


For more information see www.cra.gc.ca or Guide T4012, T2 Corporation – Income Tax Guide.


Identification


Business Number (BN) . . . . . . . . . . 001 10393 1457 RC0002


City


2 No1 Yes


To which tax year does this return apply?


Address of head office 
Has this address changed since the last
time we were notified? . . . . . . . . . . . . 


Tax year start Tax year-end


Has there been an acquisition of control
to which subsection 249(4) applies since
the previous tax year? . . . . . . . . . . . . 


If yes, provide the date
control was acquired . . . . . . . . . . . . . 


Mailing address (if different from head office address)


020


Country (other than Canada) Postal code/Zip code


Province, territory, or state


010


060 061
YYYY MM DD


012


011


018017


016015


063


065


1 Yes 2 No


1 Yes 2 No


Is the corporation a professional
corporation that is a member of
a partnership? . . . . . . . . . . . . . . . . 067 1 Yes 2 No


YYYY MM DD


YYYY MM DD


Country (other than Canada)


City


c/o021


022


023


Is this the first year of filing after: 


Incorporation? . . . . . . . . . . . . . . . 


Amalgamation? . . . . . . . . . . . . . . . 


070 1 Yes 2 No


071 1 Yes 2 No


025


027


Province, territory, or state


026
Postal code/Zip code


028


Has there been a wind-up of a
subsidiary under section 88 during the
current tax year? . . . . . . . . . . . . . . 


Location of books and records If yes, complete and attach Schedule 24.


072 1 Yes 2 No


032


031


Is this the final tax year
before amalgamation? . . . . . . . . . . 076 1 Yes 2 No


Country (other than Canada)


City


038


Postal code/Zip code


037


036


Province,territory, or state


035


Is this the final return up to 
dissolution? . . . . . . . . . . . . . . . . . 078 1 Yes 2 No


Is the corporation a resident of Canada?


080 1 Yes 2 No
If no, give the country of residence on line
081 and complete and attach Schedule 97.


2 No1 Yes082


If yes, complete and attach Schedule 91.


081Type of corporation at the end of the tax year040


4


52


1


3


Canadian-controlled 
private corporation (CCPC)


Corporation controlled
by a public corporation


Other corporation
(specify, below)


Other private 
corporation


Public
corporation


Is the non-resident corporation
claiming an exemption under
an income tax treaty? . . . . . . . . . . . 


1


If the corporation is exempt from tax under section 149,
tick one of the following boxes:


Exempt under other paragraphs of section 149


Exempt under paragraph 149(1)(t)


Exempt under paragraph 149(1)(j)


Exempt under paragraph 149(1)(e) or (l)085
If the type of corporation changed during
the tax year, provide the effective
date of the change. 043


YYYY MM DD


2


3


4


Has this address changed since the last


time we were notified? . . . . . . . . . . . 


Has the location of books and records
changed since the last time we were
notified . . . . . . . . . . . . . . . . . . . . . 030 1 Yes 2 No


(If yes, complete lines 011 to 018.)


(If yes, complete lines 021 to 028.)


(If yes, complete lines 031 to 038.)


Is the date on line 061 a deemed tax year-end in accordance with:


066 1 Yes 2 No


If yes, complete lines 030 to 038 and attach Schedule 24.


Corporation's name


002


If an election was made under
section 261, state the functional
currency used . . . . . . . . . . . . . . . . 079


subparagraph 88(2)(a)(iv)? . . . . . . . . 


subsection 249(3.1)? . . . . . . . . . . . 


064 1 Yes 2 No


2011-12-312011-12-20


V6E 4E6


BCVANCOUVER


SUITE 950, 1185 W. GEORGIA ST


X


X


X


X


X


X


X


SUITE 950, 1185 W. GEORGIA ST


X


V6E 4E6


BCVANCOUVER


X


X


X


X


X


X


PACIFIC NORTHERN GAS (N.E.) LTD.


X


Do not use this area


095 096


T2 E (11)
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Attachments
Financial statement information: Use GIFI schedules 100, 125, and 141.
Schedules – Answer the following questions. For each yes response, attach the schedule to the T2 return, unless otherwise instructed.


Yes Schedule


Is the corporation related to any other corporations? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 150 9X


Does the corporation have any non-resident shareholders? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 151 19


Is the corporation an associated CCPC? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 160 23


Is the corporation an associated CCPC that is claiming the expenditure limit? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 161 49


Has the corporation had any transactions, including section 85 transfers, with its shareholders, officers, or employees,
other than transactions in the ordinary course of business? Exclude non-arm's length transactions with non-residents . . . . . . . . . . . . . 162 11


44163
If you answered yes to the above question, and the transaction was between corporations not dealing at arm's length,
were all or substantially all of the assets of the transferor disposed of to the transferee? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


14164Has the corporation paid any royalties, management fees, or other similar payments to residents of Canada? . . . . . . . . . . . . . . . . . . X


Is the corporation claiming a deduction for payments to a type of employee benefit plan? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 165 15


Is the corporation claiming a loss or deduction from a tax shelter acquired after August 31, 1989? . . . . . . . . . . . . . . . . . . . . . . . . . 166 T5004


Is the corporation a member of a partnership for which a partnership identification number has been assigned? . . . . . . . . . . . . . . . . . 167 T5013


Was the resident corporation the beneficiary of a non-resident discretionary trust or did it make a contribution to a non-resident
discretionary trust at any time during the tax year? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 168 22


Did the corporation have any foreign affiliates during the year? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 169 25


Has the corporation made any payments to non-residents of Canada under subsections 202(1) and/or 105(1)
of the federal Income Tax Regulations? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 170 29


Has the corporation had any non-arm's length transactions with a non-resident? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 171 T106


173 50
For private corporations: Does the corporation have any shareholders who own 10% or more of the corporation's
common and/or preferred shares? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Is the net income/loss shown on the financial statements different from the net income/loss for income tax purposes? . . . . . . . . . . . . . 201 1


Has the corporation made any charitable donations; gifts to Canada, a province, or a territory;
gifts of cultural or ecological property; or gifts of medicine? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 202 2


Has the corporation received any dividends or paid any taxable dividends for purposes of the dividend refund? . . . . . . . . . . . . . . . . . . 203 3


Is the corporation claiming any type of losses? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 204 4


Is the corporation claiming a provincial or territorial tax credit or does it have a permanent establishment
in more than one jurisdiction? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 205 5


Has the corporation realized any capital gains or incurred any capital losses during the tax year? . . . . . . . . . . . . . . . . . . . . . . . . . . 206 6


Has the corporation made payments to, or received amounts from, a retirement compensation plan arrangement during the year? . . . . . . 172 ______


X


i) Is the corporation claiming the small business deduction and reporting income from: a) property (other than dividends deductible on
line 320 of the T2 return), b) a partnership, c) a foreign business, or d) a personal services business; or
ii) does the corporation have aggregate investment income at line 440? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 207 7


Does the corporation have any property that is eligible for capital cost allowance? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 208 8


Does the corporation have any property that is eligible capital property? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 210 10


Does the corporation have any resource-related deductions? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 212 12


Is the corporation claiming deductible reserves? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 213 13


Is the corporation claiming a patronage dividend deduction? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 216 16


Is the corporation a credit union claiming a deduction for allocations in proportion to borrowing or an additional deduction? . . . . . . . . . . . 217 17


Is the corporation an investment corporation or a mutual fund corporation? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 218 18


Is the corporation carrying on business in Canada as a non-resident corporation? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 220 20


Is the corporation claiming any federal or provincial foreign tax credits, or any federal or provincial logging tax credits? . . . . . . . . . . . . . 221 21


Does the corporation have any Canadian manufacturing and processing profits? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 227 27


Is the corporation claiming an investment tax credit? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 231 31


X


X


X


232 T661Is the corporation claiming any scientific research and experimental development (SR&ED) expenditures? . . . . . . . . . . . . . . . . . . . . 


Is the total taxable capital employed in Canada of the corporation and its related corporations over $10,000,000? . . . . . . . . . . . . . . . . 233


Is the corporation claiming a surtax credit? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 237 37


Is the corporation subject to gross Part VI tax on capital of financial institutions? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 238 38


Is the corporation claiming a Part I tax credit? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 242 42


Is the corporation subject to Part IV.1 tax on dividends received on taxable preferred shares or Part VI.1 tax on dividends paid? . . . . . . . . 243 43


Is the corporation agreeing to a transfer of the liability for Part VI.1 tax? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 244 45


Is the corporation subject to Part II - Tobacco Manufacturers' surtax? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 249 46


For financial institutions: Is the corporation a member of a related group of financial institutions with one or
more members subject to gross Part VI tax? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 250 39


______


Is the total taxable capital employed in Canada of the corporation and its associated corporations over $10,000,000? . . . . . . . . . . . . . . 234 ______


X


X


T1131253Is the corporation claiming a Canadian film or video production tax credit refund? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Is the corporation claiming a film or video production services tax credit refund? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . T1177254


Is the corporation subject to Part XIII.1 tax? (Show your calculations on a sheet that you identify as Schedule 92.) . . . . . . . . . . . . . . . . 255 92
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Attachments – continued from page 2
Yes Schedule


T1134-B


T1135


T1141


T1142


T1145


T1146


T1174


Did the corporation have any controlled foreign affiliates? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Did the corporation own specified foreign property in the year with a cost amount over $100,000? . . . . . . . . . . . . . . . . . . . . . . . . . 


Did the corporation transfer or loan property to a non-resident trust? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Did the corporation receive a distribution from or was it indebted to a non-resident trust in the year? . . . . . . . . . . . . . . . . . . . . . . . . 


Has the corporation entered into an agreement to allocate assistance for SR&ED carried out in Canada? . . . . . . . . . . . . . . . . . . . . . 


Has the corporation entered into an agreement to transfer qualified expenditures incurred in respect of SR&ED contracts? . . . . . . . . . . 


Has the corporation entered into an agreement with other associated corporations for salary or wages of specified employees for SR&ED?


260


258


259


264


263


262


261


Did the corporation pay taxable dividends (other than capital gains dividends) in the tax year? . . . . . . . . . . . . . . . . . . . . . . . . . . . . 265 55


Has the corporation made an election under subsection 89(11) not to be a CCPC? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 266 T2002


T2002267Has the corporation revoked any previous election made under subsection 89(11)? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Did the corporation (CCPC or deposit insurance corporation (DIC)) pay eligible dividends, or did its
general rate income pool (GRIP) change in the tax year? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 268 53


Did the corporation (other than a CCPC or DIC) pay eligible dividends, or did its low rate income pool (LRIP) change in the tax year? . . . . 269 54


Did the corporation have any foreign affiliates that are not controlled foreign affiliates? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 256 T1134-A


Additional information


Is the corporation inactive? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 280 1 Yes 2 No


Did the corporation use the International Financial Reporting Standards (IFRS) when it prepared its financial statements? . . . . 270 1 Yes 2 No


X


X


What is the corporation's main
revenue-generating business activity? . . . . . 


284Specify the principal product(s) mined, manufactured,
sold, constructed, or services provided, giving the
approximate percentage of the total revenue that each
product or service represents. 288


286 %


%


%285


287


289


Did the corporation immigrate to Canada during the tax year? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 291 1 Yes 2 No


2 No1 Yes292Did the corporation emigrate from Canada during the tax year? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Do you want to be considered as a quarterly instalment remitter if you are eligible? . . . . . . . . . . . . . . . . . . . . . . . . . . . 293 1 Yes 2 No


If the corporation was eligible to remit instalments on a quarterly basis for part of the tax year, provide
the date the corporation ceased to be eligible . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 294


YYYY    MM    DD


If the corporation's major business activity is construction, did you have any subcontractors during the tax year? . . . . . . . . . . 295 1 Yes 2 No


NATURAL GAS 100.000


X


X


Natural Gas Distribution US221210


Taxable income


Net income or (loss) for income tax purposes from Schedule 1, financial statements, or GIFI. . . . . . . . . . . . . . . . . . . . . 300 A159,794


Deduct: Charitable donations from Schedule 2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 311


Gifts to Canada, a province, or a territory from Schedule 2 . . . . . . . . . . . . . . . . . 312


Cultural gifts from Schedule 2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 313


Ecological gifts from Schedule 2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 314


Taxable dividends deductible under section 112 or 113, or subsection 138(6)
from Schedule 3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 320


Part VI.1 tax deduction* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 325


Non-capital losses of previous tax years from Schedule 4 . . . . . . . . . . . . . . . . . 331


Net capital losses of previous tax years from Schedule 4 . . . . . . . . . . . . . . . . . 332


Restricted farm losses of previous tax years from Schedule 4 . . . . . . . . . . . . . . 333


Farm losses of previous tax years from Schedule 4 . . . . . . . . . . . . . . . . . . . . . 334


Limited partnership losses of previous tax years from Schedule 4 . . . . . . . . . . . . . 335


Taxable capital gains or taxable dividends allocated from
a central credit union . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 340


Prospector's and grubstaker's shares . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 350


B


C


DSection 110.5 additions or subparagraph 115(1)(a)(vii) additions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 355


360Taxable income (amount C plus amount D) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Income exempt under paragraph 149(1)(t) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 370


Taxable income for a corporation with exempt income under paragraph 149(1)(t) (line 360 minus line 370) . . . . . . . . . . . Z


Add:


Subtotal


* This amount is equal to


 amount B) (if negative, enter "0")minusSubtotal (amount A 


Gifts of medicine from Schedule 2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 315


times the Part VI.1 tax payable at line 724 on page 8.


159,794


159,794


159,794
3.2
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Small business deduction


A


Canadian-controlled private corporations (CCPCs) throughout the tax year 


Income from active business carried on in Canada from Schedule 7 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 400


B405


Taxable income from line 360 on page 3, minus 10/3 of the amount on line 632* on page 7, minus


because of federal law, is exempt from Part I tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Business limit (see notes 1 and 2 below) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 410 C


1/(0.38 - X**) times the amount on line 636*** on page 7, and minus any amount that,3.77358


Notes:


1.


2.


prorate this amount by the number of days in the tax year divided by 365, and enter the result on line 410.


For associated CCPCs, use Schedule 23 to calculate the amount to be entered on line 410.


For CCPCs that are not associated, enter $ on line 410. However, if the corporation's tax year is less than 51 weeks,500,000


E


Business limit reduction:


Amount C **** D415  . . . . . . . . . . . . . . . . . . . . . . . . . x =


Reduced business limit (amount C minus amount E) (if negative, enter "0") . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 425 F


11,250


x % = . . . . . . . . . . . . . . . . . . . . . . . Amount A, B, C, or F, whichever is the least


Small business deduction


430 G17
Enter amount G on line 1 on page 7.


* Calculate the amount of foreign non-business income tax credit deductible on line 632 without reference to the refundable tax on the
CCPC's investment income (line 604) and without reference to the corporate tax reductions under section 123.4.


Large corporations


*** Calculate the amount of foreign business income tax credit deductible on line 636 without reference to the corporate tax reductions under section 123.4.


****
If the corporation is not associated with any corporations in both the current and previous tax years, the amount to be entered on line 415 is:
(Total taxable capital employed in Canada for the prior year minus $10,000,000) x 0.225%.


If the corporation is not associated with any corporations in the current tax year, but was associated in the previous tax year, the amount to be
entered on line 415 is: (Total taxable capital employed in Canada for the current year minus $10,000,000) x 0.225%.


For corporations associated in the current tax year, see Schedule 23 for the special rules that apply.


General rate reduction percentage for the tax year. It has to be pro-rated.**
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General tax reduction for Canadian-controlled private corporations


Taxable income from line 360 on page 3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Canadian-controlled private corporations throughout the tax year


A


Lesser of amounts V and Y (line Z1) from Part 9 of Schedule 27 . . . . . . . . . . . . . . . . . . . . . . . B


Amount QQ from Part 13 of Schedule 27 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . C


DAmount used to calculate the credit union deduction from Schedule 17 . . . . . . . . . . . . . . . . . . . 


EAmount from line 400, 405, 410, or 425 on page 4, whichever is the least . . . . . . . . . . . . . . . . . . 


FAggregate investment income from line 440 on page 6* . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Total of amounts B to F . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . G


HAmount A minus amount G (if negative, enter "0") . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Amount H x
Number of days in the tax year after


December 31, 2008, and before January 1, 2010


Number of days in the tax year


Ix % =


12
9


Amount H x
Number of days in the tax year after 


December 31, 2009, and before January 1, 2011


Number of days in the tax year


Jx % =


12
10


Amount H x
Number of days in the tax year after


December 31, 2010, and before January 1, 2012


Number of days in the tax year


Kx % =12
12


11.5


Amount H x
Number of days in the tax year after


December 31, 2011


Number of days in the tax year


Lx % =


12
13


General tax reduction for Canadian-controlled private corporations – Total of amounts I to L . . . . . . . . . . . . . . . . . . . . M


Enter amount M on line 638 on page 7.


* Except for a corporation that is, throughout the year, a cooperative corporation (within the meaning assigned by subsection 136(2)) or a credit union.


General tax reduction
Do not complete this area if you are a Canadian-controlled private corporation, an investment corporation, a mortgage investment corporation,
a mutual fund corporation, or any corporation with taxable income that is not subject to the corporation tax rate of 38%.


Taxable income from page 3 (line 360 or amount Z, whichever applies) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . N159,794
Lesser of amounts V and Y (line Z1) from Part 9 of Schedule 27 . . . . . . . . . . . . . . . . . . . . . . . O


Amount QQ from Part 13 of Schedule 27 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . P


QAmount used to calculate the credit union deduction from Schedule 17 . . . . . . . . . . . . . . . . . . . 


Total of amounts O to Q . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . R


Amount N minus amount R (if negative, enter "0") . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . S159,794


Tx
Number of days in the tax year after


December 31, 2008, and before January 1, 2010xAmount S


Number of days in the tax year


% =159,794
12


9


Ux
Number of days in the tax year after


December 31, 2009, and before January 1, 2011xAmount S


Number of days in the tax year


% =159,794
12


10


Vx
Number of days in the tax year after


December 31, 2010, and before January 1, 2012xAmount S


Number of days in the tax year


% = 18,37612159,794
12


11.5


Wx
Number of days in the tax year after


December 31, 2011xAmount S


Number of days in the tax year


% =159,794
12


13


XGeneral tax reduction – Total of amounts T to W . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Enter amount X on line 639 on page 7.


18,376
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Refundable portion of Part I tax


/x440Aggregate investment income . . . . . . . . %  . . . . . . . . . . . . . . . . 


Canadian-controlled private corporations throughout the tax year


= A3226


%


from Schedule 7


Foreign non-business income tax credit from line 632 on page 7 . . . . . . . . . . . . . . . . . . . . . . . 


Deduct:


Foreign investment income . . . . . . . . . . 445 =


from Schedule 7 B


Amount A minus amount B (if negative, enter "0") . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . C


Taxable income from line 360 on page 3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Deduct:


(if negative, enter "0")


x /9 1 3


Amount from line 400, 405, 410, or 425 on page 4,
whichever is the least . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Foreign non-business
income tax credit
from line 632 on page 7 . . . =


Foreign business income
tax credit from line 636 on
page 7 . . . . . . . . . . . . . =


x /


x


1(0.38 - X*)


25 9


3.77358


= D


Part I tax payable minus investment tax credit refund (line 700 minus line 780 from page 8) . . . . . . . . . . . . . . . . . . . . . . . . E


Refundable portion of Part I tax – Amount C, D, or E, whichever is the least . . . . . . . . . . . . . . . . . . . . . . . . . . . . 450 F


x / %


* General rate reduction percentage for the tax year. It has to be pro-rated.


26 2 3


Refundable dividend tax on hand


Refundable dividend tax on hand at the end of the previous tax year . . . . . . . . . . . . . . . . . 460


Deduct: Dividend refund for the previous tax year . . . . . . . . . . . . . . . . . . . . . . . . . . . . 465


G
Add the total of:


Refundable portion of Part I tax from line 450 above . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Total Part IV tax payable from Schedule 3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Net refundable dividend tax on hand transferred from a predecessor corporation on
amalgamation, or from a wound-up subsidiary corporation . . . . . . . . . . . . . . . . . . . . . . 480


H


Refundable dividend tax on hand at the end of the tax year – Amount G plus amount H . . . . . . . . . . . . . . . . . . . . 485


Dividend refund
Private and subject corporations at the time taxable dividends were paid in the tax year 


Taxable dividends paid in the tax year from line 460 on page 2 of Schedule 3 . . . . . . . . . . . . Ix /1 3


Refundable dividend tax on hand at the end of the tax year from line 485 above . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . J


Dividend refund – Amount I or J, whichever is less (enter this amount on line 784 on page 8) . . . . . . . . . . . . . . . . . . . . . . . 
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Part I tax


550 ABase amount of Part I tax – Taxable income from page 3 (line 360 or amount Z, whichever applies) multiplied by %


Recapture of investment tax credit from Schedule 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 602 B


60,72238


Aggregate investment income from line 440 on page 6 . . . . . . . . . . . . . . . . . . . . . . . . . . . . i


Taxable income from line 360 on page 3 . . . . . . . . . . . . . . . . . . . . 


Deduct:


Amount from line 400, 405, 410, or 425 on page 4, whichever
is the least . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Net amount . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ii


604Refundable tax on CCPC's investment income – C


D lines A to C)addSubtotal (


of whichever is less: amount i or ii . . . . . . . . . . . . / %


Calculation for the refundable tax on the Canadian-controlled private corporation's (CCPC) investment income
(if it was a CCPC throughout the tax year)


60,722


6 2 3


Small business deduction from line 430 on page 4 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1


Federal tax abatement . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 608


Manufacturing and processing profits deduction from Schedule 27 . . . . . . . . . . . . . . . . . . 616


Investment corporation deduction . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 620


Taxed capital gains 624


Additional deduction – credit unions from Schedule 17 . . . . . . . . . . . . . . . . . . . . . . . . . 628


Federal foreign non-business income tax credit from Schedule 21 . . . . . . . . . . . . . . . . . . 632


636Federal foreign business income tax credit from Schedule 21 . . . . . . . . . . . . . . . . . . . . . 
638General tax reduction for CCPCs from amount M on page 5 . . . . . . . . . . . . . . . . . . . . . . 


General tax reduction from amount X on page 5 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 639


Federal logging tax credit from Schedule 21 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 640


Federal qualifying environmental trust tax credit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 648


Investment tax credit from Schedule 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 652


E


Part I tax payable – Line D minus line E . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . F


Deduct:


Subtotal


Enter amount F on line 700 on page 8.


15,979


18,376


34,355 34,355


26,367
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Summary of tax and credits
Federal tax


Part I tax payable from page 7 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 700 26,367
Part II surtax payable from Schedule 46 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 708


Part IV tax payable from Schedule 3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Part IV.1 tax payable from Schedule 43 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 716


Part VI tax payable from Schedule 38 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Part VI.1 tax payable from Schedule 43 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 724


Part XIII.1 tax payable from Schedule 92 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Part XIV tax payable from Schedule 20 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 728


712


720


727


Total federal taxAdd provincial or territorial tax:


Part III.1 tax payable from Schedule 55 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 710


26,367


Provincial or territorial jurisdiction . . . 750


(if more than one jurisdiction, enter "multiple" and complete Schedule 5)


Net provincial or territorial tax payable (except Quebec and Alberta) . . . . . . . . . . . . . . . . . 760


Provincial tax on large corporations (Nova Scotia Schedule 342) . . . . . . . . . . . . . . . . . . 765


770 ATotal tax payableDeduct other credits:


BC


15,979


15,979 15,979
42,346


Investment tax credit refund from Schedule 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 780


Dividend refund from page 6 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 784


Federal capital gains refund from Schedule 18 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 788


Federal qualifying environmental trust tax credit refund . . . . . . . . . . . . . . . . . . . . . . . . 792


796Canadian film or video production tax credit refund (Form T1131) . . . . . . . . . . . . . . . . . . 


Film or video production services tax credit refund (Form T1177) . . . . . . . . . . . . . . . . . . 797


Tax withheld at source . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 800


Total payments on which tax has been withheld . . . . . . . . . 


Provincial and territorial capital gains refund from Schedule 18 . . . . . . . . . . . . . . . . . . . 808


Provincial and territorial refundable tax credits from Schedule 5 . . . . . . . . . . . . . . . . . . . 812


Tax instalments paid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 840


801


Total credits 890 B


76,832
76,832 76,832


 line B)minusBalance (line A 


If the result is negative, you have an overpayment.
If the result is positive, you have a balance unpaid.
Enter the amount on whichever line applies.


Generally, we do not charge or refund a difference
of $2 or less.


Balance unpaid . . . . . . . . . 


Enclosed payment 898


To have the corporation's refund deposited directly into the corporation's bank
account at a financial institution in Canada, or to change banking information you
already gave us, complete the information below:


Start Change information
Branch number


910


918914
Institution number Account number


Refund code 894 Overpayment


Direct deposit request


-34,4861 34,486


2  No
If the corporation is a Canadian-controlled private corporation throughout the tax year,
does it qualify for the one-month extension of the date the balance of tax is due? . . . . . . . . . . . . . . . . . . . . . . 896 1 Yes X


Certification


I, 950


Last name in block letters First name in block letters


951


Position, office, or rank


954KENNEDY JANET VICE PRESIDENT, FINANCE


am an authorized signing officer of the corporation. I certify that I have examined this return, including accompanying schedules and statements, and that
the information given on this return is, to the best of my knowledge, correct and complete. I also certify that the method of calculating income for this tax
year is consistent with that of the previous tax year except as specifically disclosed in a statement attached to this return.


955 956


Is the contact person the same as the authorized signing officer? If no, complete the information below . . . . . . . . . 957 1 Yes 2 No


958 959


Date (yyyy/mm/dd) Signature of the authorized signing officer of the corporation Telephone number


Telephone numberName in block letters


(604) 691-5684


X


2012-05-15


Language of correspondence – Langue de correspondance
Indicate your language of correspondence by entering 1 for English or 2 for French.
Indiquez votre langue de correspondance en inscrivant 1 pour anglais ou 2 pour français.


990 1


, Personal Information Bank number CRA PPU 047Privacy Act
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Schedule of Instalment Remittances


Name of corporation contact


Telephone number


Janet Kennedy
(604) 691-5684


Effective
interest date


Description (instalment remittance,
split payment, assessed credit)


Amount of
credit


76,832Refund for tax year 2011-01-01 to 2011-12-19


Total instalments credited to the taxation year per T9 B


Total amount of instalments claimed (carry the result to line 840 of the T2 Return) A


76,832


76,832


Transfer


Account number
Taxation
year end Amount


Effective
interest date Description


To:


From:


To:


From:


To:


From:


To:


From:


To:


From:
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GENERAL INDEX OF FINANCIAL INFORMATION – GIFIForm identifier 100


Tax year end


Year Month Day


Business NumberName of corporation


SCHEDULE 100


PACIFIC NORTHERN GAS (N.E.) LTD. 2011-12-3110393 1457 RC0002


Balance sheet information


Account Description GIFI Current year Prior year


Assets


Total current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1599 + 6,698,804 5,604,779
Total tangible capital assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . +2008 69,073,460 69,073,460
Total accumulated amortization of tangible capital assets . . . . . . . . . . . . . . . . –2009 25,145,544 25,094,141
Total intangible capital assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . +2178 528,312 528,312
Total accumulated amortization of intangible capital assets . . . . . . . . . . . . . . . –2179 286,163 286,163
Total long-term assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . +2589 3,049,807 2,929,546
Assets held in trust . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . +2590*


Total assets (mandatory field) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . =2599 53,918,676 52,755,793


Liabilities


Total current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3139 + 11,538,378 10,629,538
Total long-term liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3450 + 24,479,464 24,463,231
Subordinated debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3460 +*


Amounts held in trust . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3470 +*


Total liabilities (mandatory field) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3499 = 36,017,842 35,092,769


Shareholder equity


Total shareholder equity (mandatory field) . . . . . . . . . . . . . . . . . . . . . . . 3620 + 17,900,834 17,663,024


Total liabilities and shareholder equity . . . . . . . . . . . . . . . . . . . . . . . . . 3640 = 53,918,676 52,755,793


Retained earnings


Retained earnings/deficit – end (mandatory field) . . . . . . . . . . . . . . . . . . . 3849 = 9,375,688 9,137,878


* Generic item
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GENERAL INDEX OF FINANCIAL INFORMATION – GIFIForm identifier 125


Tax year end


Year Month Day


Business NumberName of corporation


SCHEDULE 125


PACIFIC NORTHERN GAS (N.E.) LTD. 2011-12-3110393 1457 RC0002


Income statement information


Description GIFI


Operating name . . . . . . . . . . . . 0001


Description of the operation . . . . . 0002


Sequence Number . . . . . . . . . . 0003 01


Account Description GIFI Current year Prior year


Income statement information


Total sales of goods and services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8089 + 1,346,115 26,770,329
Cost of sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8518 – 642,421 13,932,691
Gross profit/loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8519 = 703,694 12,837,638


Cost of sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8518 + 642,421 13,932,691
Total operating expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9367 + 381,497 11,569,946
Total expenses (mandatory field) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9368 = 1,023,918 25,502,637


Total revenue (mandatory field) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8299 + 1,346,115 26,809,665
Total expenses (mandatory field) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9368 – 1,023,918 25,502,637
Net non-farming income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9369 = 322,197 1,307,028


Farming income statement information


Total farm revenue (mandatory field) . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9659 +


Total farm expenses (mandatory field) . . . . . . . . . . . . . . . . . . . . . . . . . . . 9898 –


Net farm income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9899 =


Net income/loss before taxes and extraordinary items . . . . . . . . . . . . . . . 9970 = 1,307,028322,197


Total other comprehensive income . . . . . . . . . . . . . . . . . . . . . . . . . . . 9998 =


Extraordinary items and income (linked to Schedule 140)


Extraordinary item(s) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9975 –


Legal settlements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9976 –


Unrealized gains/losses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9980 +


Unusual items . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9985 –


Current income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9990 – 42,198 30,600
Deferred income tax provision . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9995 – 42,189 -7,714
Total – Other comprehensive income . . . . . . . . . . . . . . . . . . . . . . . . . . . 9998 +


Net income/loss after taxes and extraordinary items (mandatory field) . . . . . . 9999 = 237,810 1,284,142
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SCHEDULE 141


NOTES CHECKLIST


Year Month Day


Name of corporation Business Number Tax year-end


2011-12-31PACIFIC NORTHERN GAS (N.E.) LTD. 10393 1457 RC0002


Parts 1, 2, and 3 of this schedule must be completed from the perspective of the person (referred to in these parts as the "accountant")
who prepared or reported on the financial statements.


For more information, see Guide RC4088, General Index of Financial Information (GIFI) and Guide T4012, T2 Corporation – Income Tax Guide.


Complete this schedule and include it with your T2 return along with the other GIFI schedules.


If the person preparing the tax return is not the accountant referred to above, they must still complete Parts 1, 2, 3, and 4, as applicable.


Part 1 – Information on the accountant who prepared or reported on the financial statements


Does the accountant have a professional designation? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 095 1 Yes 2 No


Is the accountant connected* with the corporation? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 Yes 2 No097


* A person connected with a corporation can be: (i) a shareholder of the corporation who owns more than 10% of the common shares; (ii) a director, an
officer, or an employee of the corporation; or (iii) a person not dealing at arm's length with the corporation.


Note: If the accountant does not have a professional designation or is connected to the corporation, you do not have to complete Parts 2 and 3 of this
schedule. However, you do have to complete Part 4, as applicable.


X


X


Part 2 – Type of involvement with the financial statements


Choose the option that represents the highest level of involvement of the accountant:
198


1Completed an auditor's report . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Completed a review engagement report . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2


3Conducted a compilation engagement . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . X


Part 3 – Reservations


Has the accountant expressed a reservation? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 099 1 Yes 2 No


If you selected option "1" or "2" under Type of involvement with the financial statements above, answer the following question:


Part 4 – Other information


If you have a professional designation and are not the accountant associated with the financial statements in Part 1 above, choose one of the following options:


110


Prepared the tax return (financial statements prepared by client) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Prepared the tax return and the financial information contained therein (financial statements have not been prepared) . . . . . . . 


1


2


X


Were notes to the financial statements prepared? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 101 1 Yes 2 No


If yes, complete lines 104 to 107 below:


Are subsequent events mentioned in the notes? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 104 1 Yes 2 No


Is re-evaluation of asset information mentioned in the notes? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 105 1 Yes 2 No


Is contingent liability information mentioned in the notes? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 106 1 Yes 2 No


Is information regarding commitments mentioned in the notes? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 107 1 Yes 2 No


Does the corporation have investments in joint venture(s) or partnership(s)? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 108 1 Yes 2 No


X


X


T2 SCH 141 (11)
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Part 4 – Other information (continued)


Impairment and fair value changes


In any of the following assets, was an amount recognized in net income or other comprehensive income (OCI) as a
result of an impairment loss in the tax year, a reversal of an impairment loss recognized in a previous tax year, or a
change in fair value during the tax year? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 200 1 Yes 2 No


If yes, enter the amount recognized: In net income
Increase (decrease)


In OCI
Increase (decrease)


X


Property, plant, and equipment . . . . . . . . . . . . . . . . . 210 211


Intangible assets . . . . . . . . . . . . . . . . . . . . . . . . . . 215 216


Investment property . . . . . . . . . . . . . . . . . . . . . . . . 220


Biological assets . . . . . . . . . . . . . . . . . . . . . . . . . . 225


Financial instruments . . . . . . . . . . . . . . . . . . . . . . . 230 231


Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 235 236


Financial instruments


Did the corporation derecognize any financial instrument(s) during the tax year? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 250 1 Yes 2 No


255 1 Yes 2 NoDid the corporation apply hedge accounting during the tax year? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


260 1 Yes 2 NoDid the corporation discontinue hedge accounting during the tax year? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


X


X


X


Adjustments to opening equity


Was an amount included in the opening balance of retained earnings or equity, in order to correct an error, to
recognize a change in accounting policy, or to adopt a new accounting standard in the current tax year? . . . . . . . . . . . . . . 265 1 Yes 2 No


If yes, you have to maintain a separate reconciliation.


X
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GENERAL INDEX OF FINANCIAL INFORMATION – GIFI


SCHEDULE 100


Form identifier 100


Tax year-end


Year Month Day


Business NumberName of corporation


PACIFIC NORTHERN GAS (N.E.) LTD. 2011-12-3110393 1457 RC0002


Assets – lines 1000 to 2599


1060 7,003,765 34,64410661061 -464,920


1120 10,941 6,698,80415991480 114,374


1900 69,073,460 69,073,46020081901 -25,145,544


2009 -25,145,544 -286,16320112010 528,312


2178 528,312 972,01924202179 -286,163


2421 2,077,788 53,918,67625992589 3,049,807


Liabilities – lines 2600 to 3499


2600 4,582,931 6,21226292620 3,746,523


2680 1,066,884 92,25029202780 698,965


2960 1,344,613 -100,82132203139 11,538,378


3240 3,070,118 24,479,46434503260 21,510,167


3499 36,017,842


Shareholder equity – lines 3500 to 3640


3500 8,525,146 17,900,83436203600 9,375,688


3640 53,918,676


Retained earnings – lines 3660 to 3849


3660 9,137,878 9,375,68838493680 237,810
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GENERAL INDEX OF FINANCIAL INFORMATION – GIFI


SCHEDULE 125


Form identifier 125


Tax year-end


Year Month Day


Business NumberName of corporation


PACIFIC NORTHERN GAS (N.E.) LTD. 2011-12-3110393 1457 RC0002


Description


Sequence number . . . . . . . 0003 01


Revenue – lines 8000 to 8299


8000 1,346,115 1,346,11582998089 1,346,115


Cost of sales – lines 8300 to 8519


8320 642,421 703,69485198518 642,421


Operating expenses – lines 8520 to 9369


8590 97 7,92786238620 13,571


8670 51,403 1,65587118690 2,670


8712 32,869 7,79288108760 2,378


8860 106,269 66,76090608960 14,596


9130 24,224 9,48892009180 39,798


9367 381,497 322,19793699368 1,023,918


Farming revenue – lines 9370 to 9659


9659 0


Farming expenses – lines 9660 to 9899


9898 0


Extraordinary items and taxes – lines 9970 to 9999


9970 322,197 42,18999959990 42,198


9999 237,810
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NET INCOME (LOSS) FOR INCOME TAX PURPOSES SCHEDULE 1


Corporation's name Business Number Tax year end


Year Month Day


PACIFIC NORTHERN GAS (N.E.) LTD. 10393 1457 RC0002 2011-12-31


The purpose of this schedule is to provide a reconciliation between the corporation's net income (loss) as reported on the financial statements and its
net income (loss) for tax purposes. For more information, see the T2 Corporation Income Tax Guide.


Sections, subsections, and paragraphs referred to on this schedule are from the Income Tax Act.


Amount calculated on line 9999 from Schedule 125 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . A237,810


Add:


Provision for income taxes – current . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 101 42,198
Provision for income taxes – deferred . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 102 42,189
Amortization of tangible assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 104 51,403
Other reserves on lines 270 and 275 from Schedule 13 . . . . . . . . . . . . . . . . . . . . . . . . 125 464,920
Reserves from financial statements – balance at the end of the year . . . . . . . . . . . . . . . . 126 464,920


Subtotal of additions 1,065,630 1,065,630


Other additions:


Miscellaneous other additions:


603 Pension expense in excess of contributions 7,927
293Total 7,927 7,927


604 Post-retirement expense in excess of contributions 5,339
294Total 5,339 5,339


Subtotal of other additions 199 13,266 13,266
Total additions 500 1,078,8961,078,896


Deduct:


Capital cost allowance from Schedule 8 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 403 64,097
Cumulative eligible capital deduction from Schedule 10 . . . . . . . . . . . . . . . . . . . . . . . . 405 17
Other reserves on line 280 from Schedule 13 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 413 464,920
Reserves from financial statements – balance at the beginning of the year . . . . . . . . . . . . . 414 464,920


Subtotal of deductions 993,954 993,954


Other deductions:


Miscellaneous other deductions:


701 391Financing expense 3,755
703 Deferred charge expenditures 159,203


Total 393159,203 159,203
704


394Total


Subtotal of other deductions 499 162,958 162,958
Total deductions 510 1,156,912 1,156,912


Net income (loss) for income tax purposes – enter on line 300 of the T2 return . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 159,794


T2 SCH 1 E (10)
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SCHEDULE 427


BRITISH COLUMBIA CORPORATION TAX CALCULATION


Year Month Day


Name of corporation Business Number Tax year-end


2011-12-31PACIFIC NORTHERN GAS (N.E.) LTD. 10393 1457 RC0002


Use this schedule if your corporation had a permanent establishment (as defined in section 400 of the federal Income Tax Regulations) in British Columbia
and had taxable income earned in the year in British Columbia.


This schedule is a worksheet only. You do not have to file it with your T2 Corporation Income Tax Return.


Part 1 – Calculation of income subject to British Columbia lower and higher tax rates


Taxable income for British Columbia * . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . A1


Income eligible for British Columbia lower tax rate:


Amount from line 400 of the T2 return ** . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . B1


Amount from line 405 of the T2 return . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . C1


Amount from line 425 of the T2 return . . . x = D1


Amount B1, C1, or D1, whichever is the least . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . E1


For credit unions only:


Amount from line D of Schedule 17, Credit Union Deductions . . . . . . . 


Deduct: amount E1 above . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Excess (if negative, enter "0") F1


 amounts E1 and F1)addTotal ( G1


Amount G1 . . . . . . . . x taxable income for British Columbia * = H1


taxable income for all provinces ***


Income subject to British Columbia higher tax rate (amount A1 minus amount H1) . . . . . . . . . . . . . . . . . . . . . . . . . . . I1


Period before January 1, 2010


If there are days in the tax year in the period mentioned above, calculate the income subject to British Columbia lower and higher tax rates as follows:


Enter amount H1 and/or amount I1 on the applicable line(s) in Part 2.


159,794


400,000
500,000


159,794
159,794


159,794


Taxable income for British Columbia * . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . A


Income eligible for British Columbia lower tax rate:


Amount from line 400 of the T2 return . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . B


Amount from line 405 of the T2 return . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . C


Amount from line 425 of the T2 return . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . D


Amount B, C, or D, whichever is the least . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . E


For credit unions only:


Amount from line D of Schedule 17, Credit Union Deductions . . . . . . . 


Deduct: amount E above . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Excess (if negative, enter "0") F


 amount F)plusTotal (amount E G


Amount G . . . . . . . . . x taxable income for British Columbia * = H


taxable income for all provinces ***


Income subject to British Columbia higher tax rate (amount A minus amount H) . . . . . . . . . . . . . . . . . . . . . . . . . . . . I


Period after December 31, 2009


If there are days in the tax year in the period mentioned above, calculate the income subject to British Columbia lower and higher tax rates as follows:


Enter amount H and/or amount I on the applicable line(s) in Part 2.


159,794


159,794
159,794


159,794


* If the corporation has a permanent establishment only in British Columbia, enter the taxable income from line 360 of the T2 return. Or, if the corporation
has a permanent establishment in more than one jurisdiction, enter the taxable income allocated to British Columbia from column F in Part 1 of Schedule 5,
Tax Calculation Supplementary – Corporations. If the corporation has income or loss from an international banking center, the taxable income is the amount
allocated to British Columbia from column F in Part 1 of Schedule 5 minus the total amount not required to be included, or plus the total amount not
allowed to be deducted, in computing the corporation's income under section 33.1 of the federal Income Tax Act.


** If the corporation is a member of a partnership, complete Part 1A to calculate income from active business.


*** Includes the territories and the offshore jurisdictions for Nova Scotia and Newfoundland and Labrador.


T2 SCH 427 E (11)
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Part 1A – Calculation of income from active business when there is partnership income


Complete this part only if the amount on line 450 of Schedule 7, Calculation of Aggregate Investment Income and Active Business Income, is positive.


Period before January 1, 2010


If there are days in the tax year in the period mentioned above, calculate the income from active business as follows:


J1Amount RR from Part 5 of Schedule 7 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Deduct partnership income:


K1Amount II from Part 4 of Schedule 7 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


L1 M1 N1 O1


Amounts from
column E


in Part 3 of
Schedule 7


Amounts from
column G in Part 3


of Schedule 7
multiplied by


Column L1 minus
column M1


(if negative, enter "0")


Amounts from column
L1 or M1, whichever is
less (if column L1 is
negative, enter "0")


business limit


400,000
500,000


1
Q1P1Totals


Amount on line 370 from Part 3 of Schedule 7 . . . R1


Amount on line 380 from Part 3 of Schedule 7 . . . S1


 amount S1) plusSubtotal (amount R1 T1


W1


V1


X1


U1Enter amount P1 or amount T1, whichever is less . . . . . . . . . . . . . . . . . 


Specified partnership income (amount Q1 plus amount U1) . . . . . . . . . . . 


Partnership income (amount K1 minus amount V1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Income from active business in this period (amount J1 minus amount W1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Enter the amount from line X1 on line B1 in Part 1.


Part 2 – Calculation of British Columbia tax before credits


British Columbia tax at the lower rate:


Number of days in the tax year


J1=xAmount H1 x %
Number of days in the tax year


before January 1, 2010  . . . 2.5
12


Number of days in the tax year


J2=xAmount H x %
Number of days in the tax year


after December 31, 2009, and before April 1, 2012  . . . 12 2.5
12


Number of days in the tax year


J3=xAmount H x %
Number of days in the tax year


after March 31, 2012  . . . 0
12


JTotal British Columbia tax at the lower rate (total of amounts J1, J2, and J3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
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Part 2 – Calculation of British Columbia tax before credits (continued)


British Columbia tax at the higher rate:


Amount I1 x
Number of days in the tax year


before January 1, 2010


Number of days in the tax year


x % =  . . . K1159,794
12


11


Amount I x
Number of days in the tax year


after December 31, 2009, and before January 1, 2011


Number of days in the tax year


x % =  . . . K159,794
12


10.5


Amount I x
Number of days in the tax year


after December 31, 2010, and before January 1, 2012


Number of days in the tax year


x % =  . . . L159,794 12
12


10 15,979


Amount I x
Number of days in the tax year


after December 31, 2011


Number of days in the tax year


x % =  . . . M159,794
12


12


NTotal British Columbia tax at the higher rate (total of amounts K1, K, L, and M) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15,979


OBritish Columbia tax before credits* (amount J plus amount N) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


If the corporation has a permanent establishment in more than one jurisdiction or is claiming a British Columbia tax credit,
enter amount O on line 240 of Schedule 5. Otherwise, enter it on line 760 of the T2 return.


*


15,979
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SCHEDULE 8


CAPITAL COST ALLOWANCE (CCA)


Year Month Day


Name of corporation Business Number Tax year end


2011-12-31PACIFIC NORTHERN GAS (N.E.) LTD. 10393 1457 RC0002


Is the corporation electing under regulation 1101(5q)? 101 1 Yes 2 No


For more information, see the section called "Capital Cost Allowance" in the T2 Corporation Income Tax Guide.


X


Class
number


(See
Note)


Undepreciated
capital cost at
the beginning


of the year
(undepreciated
capital cost at
the end of last


year)


Cost of
acquisitions


during the year
(new property


must be
available
for use)*


Net
adjustments**


Proceeds of
dispositions


during the year
(amount not to


exceed the
capital cost)


50% rule (1/2
of the amount,
if any, by which


the net cost
of acquisitions


exceeds
column 5)***


1 2 3 4 5 6 7


Reduced
undepreciated


capital cost


8


CCA
rate
%


****


9


Recapture of
capital cost
allowance
(line 107 of
Schedule 1)


10


Terminal loss
(line 404 of
Schedule 1)


11


Capital cost
allowance


(for declining
balance method,


column 7
multiplied by
column 8, or a
lower amount)


(line 403 of
Schedule 1)


*****


12


Undepreciated
capital cost
at the end of


the year
(column 6


plus column 7
minus


column 11)


200 201 203 205 207 211 212 213 215 217 220


Description


1. 1 19,052,705 0 19,052,705 4 0 0 25,056 19,027,649Pipelines - Distribution pre March 19, 2007


2. 51 11,476,255 0 11,476,255 6 0 0 22,638 11,453,617Pipelines - Distribution post March 19, 2007


3. 2 636,847 0 636,847 6 0 0 1,256 635,591Pipelines


4. 6 31,662 0 31,662 10 0 0 104 31,558Fencing


5. 8 364,039 0 364,039 20 0 0 2,394 361,645Equipment


6. 10 687,958 0 687,958 30 0 0 6,785 681,173Automotive


7. 17 244,396 0 244,396 8 0 0 643 243,753Landscaping, paving


8. 38 63 0 63 30 0 0 1 62Earthmoving Equipment


9. 45 109 0 109 45 0 0 2 107Computer HW


10. 46 13,048 0 13,048 30 0 0 129 12,919Network Equipment


11. 49 1,919,485 0 1,919,485 8 0 0 5,049 1,914,436Transmission pipe (>Feb 22-05)


12. 50 2,232 0 2,232 55 0 0 40 2,192Computer HW post March 19, 2007


Totals 34,428,799 34,428,799 64,097 34,364,702
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* Include any property acquired in previous years that has now become available for use. This property would have been previously
excluded from column 3. List separately any acquisitions that are not subject to the 50% rule, see Regulation 1100(2) and (2.2).


*** The net cost of acquisitions is the cost of acquisitions (column 3) plus or minus certain adjustments from column 4. For exceptions
to the 50% rule, see Interpretation Bulletin IT-285, Capital Cost Allowance – General Comments.


***** If the tax year is shorter than 365 days, prorate the CCA claim. Some classes of property do not have to be prorated. See the
T2 Corporation Income Tax Guide for more information.


Include amounts transferred under section 85, or on amalgamation and winding-up of a subsidiary. See the T2 Corporation Income
Tax Guide for other examples of adjustments to include in column 4.


**


Note: Class numbers followed by a letter indicate the basic rate of the class taking into account the additional deduction allowed.
Class 1a: 4% + 6% = 10% (class 1 to 10%), class 1b: 4% + 2% = 6% (class 1 to 6%).


Enter a rate only, if you are using the declining balance method. For any other method (for example the straignt-line method, where
calculations are always based on the cost of acquisitions), enter N/A. Then enter the amount you are claiming in column 11.


****


T2 SCH 8 (11)
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SCHEDULE 9


RELATED AND ASSOCIATED CORPORATIONS


Year Month Day


Name of corporation Business Number Tax year end


2011-12-31PACIFIC NORTHERN GAS (N.E.) LTD. 10393 1457 RC0002


Complete this schedule if the corporation is related to or associated with at least one other corporation.


For more information, see the T2 Corporation Income Tax Guide.


Country
of resi-
dence
(other
than


Canada)


Business number
(see note 1)


Rela-
tion-
ship
code
(see 


note 2)


Number of
common shares


you own


% of
common
shares


you own


Number of
preferred shares


you own


% of
preferred
shares


you own


Book value of
capital stock


Name


100 200 300 400 500 550 600 650 700


. ALTAGAS DEI ACQUISITION INC. NR1 3


. ALTAGAS ENERGY SOLUTIONS INC. 87426 2975 RC00012 3


. ALTAGAS FACILITIES (U.S.) INC. NR3 3


. ALTAGAS GENERAL PARTNER INC. 85730 8605 RC00014 3


. ALTAGAS HOLDINGS INC. 85723 5402 RC00015 3


. ALTAGAS INVESTMENT LTD. 84135 3303 RC00016 3


. ALTAGAS LTD. 13786 4229 RC00037 3


. ALTAGAS MARKETING (U.S.) INC. NR8 3


. ALTAGAS NATURAL GAS STORAGE LTD. 89272 0699 RC00019 3


. ALTAGAS RENEWABLE ENERGY COLORADO LLCNR10 3


. ALTAGAS RENEWABLE ENERGY INC. 89498 9722 RC000111 3


. ALTAGAS RENEWABLE ENERGY MIDWEST INC.NR12 3


. ALTAGAS RENEWABLE ENERGY PACIFIC INC. NR13 3


. ALTAGAS SERVICE (U.S.) INC. NR14 3


. ALTAGAS UTILITIES INC. 10244 5384 RC000115 3


. ALTAGAS UTILITY GROUP INC. 83372 1871 RC000116 3


. ALTAGAS UTILITY HOLDINGS (NS) INC. 85643 2448 RC000117 3


. ALTAGAS UTILITY HOLDINGS (PACIFIC) INC. 84732 2302 RC000118 3


. ALTAGAS UTILITY HOLDINGS INC. 87043 9759 RC000119 3


. BEAR MOUNTAIN WIND POWER CORP. 81637 2148 RC000120 3


. COAST MOUNTAIN HYDRO CORP. 86164 4193 RC000121 3


. HERITAGE GAS LIMITED 86462 7849 RC000122 3


. HIGHWATER POWER CORPORATION 14083 8699 RC000123 3


. INUVIK GAS LTD. 88665 3492 RC000124 3


. MC HYDRO HOLDING CORP. 88348 1400 RC000125 3


. NARROWS INLET GP INC. 82635 9713 RC000126 3


. PACIFIC NORTHERN GAS LTD. 10404 2320 RC000127 1


. PACIFIC NORTHERN GAS TRANSITION LTD. 86289 1900 RC000128 3


. PNG MARKETING LTD. NR29 3


. TAYLOR PROCESSING INC. 87319 4815 RC000330 3


. UTILITY GROUP FACILITIES INC. 85324 5017 RC000131 3


Note 1: Enter "NR" if the corporation is not registered or does not have a business number.


Note 2: Enter the code number of the relationship that applies from the following order: 1 - Parent  2 - Subsidiary  3 - Associated  4 - Related but not associated


T2 SCH 9 (11)
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SCHEDULE 10


CUMULATIVE ELIGIBLE CAPITAL DEDUCTION


Year Month Day


Name of corporation Business Number Tax year end


2011-12-31PACIFIC NORTHERN GAS (N.E.) LTD. 10393 1457 RC0002


For use by a corporation that has eligible capital property. For more information, see the T2 Corporation Income Tax Guide.


A separate cumulative eligible capital account must be kept for each business.


Part 1 – Calculation of current year deduction and carry-forward


x(add amounts G,H, and I)


Cumulative eligible capital - Balance at the end of the preceding taxation year (if negative, enter “0”)


230


248


F


Deduct:


Cost of eligible capital property acquired
during the taxation year . . . . . . . . . . 


Proceeds of sale (less outlays and expenses not
otherwise deductible) from the disposition of all
eligible capital property during the taxation year . . . . . . . 


200 A


J


Add:
222


Amount transferred on amalgamation or wind-up of subsidiary . . . . . . . . . . . . . . . . . . . . . . . . 224


Other adjustments . . . . . . . . . . . . . . 226


Subtotal (line 222 plus line 226)


Subtotal (add amounts A, D, and E)


B


242 G


The gross amount of a reduction in respect of a forgiven
debt obligation as provided for in subsection 80(7) . . . . . 244 H


Other adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . . 246 I


x


=


=/


/


Non-taxable portion of a non-arm's length
transferor's gain realized on the transfer
of an eligible capital property to the
corporation after December 20, 2002 . . 228 x / = C


amount B minus amount C (if negative, enter "0") D


E


KCumulative eligible capital balance (amount F minus amount J) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


(if amount K is negative, enter "0" at line M and proceed to Part 2)


Cumulative eligible capital for a property no longer owned after ceasing to carry on
that business . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 249


7,219


7,219


43


43


1 2


7,219


250x % =


amount K


 amount from line 249less


Current year deduction . . . . . . . . . . . . . . *7.00 17


7,219


7,219


300Cumulative eligible capital – Closing balance (amount K minus amount L) (if negative, enter "0") . . . . . M


You can claim any amount up to the maximum deduction of 7%. The deduction may not exceed the maximum
amount prorated by the number of days in the taxation year divided by 365.


(line 249 plus line 250) (enter this amount at line 405 of Schedule 1) L


*


7,202


17 17


T2 SCH 10 (04)


 NE 2011-12-31.211  2011-12-31  PACIFIC NORTHERN GAS (N.E.) LTD.
 2012-05-15 10:11  10393 1457 RC0002


 CORPORATE TAXPREP / TAXPREP DES SOCIÉTÉS - EP16     VERSION 2011 V2.0  Page 1







Part 2 – Amount to be included in income arising from disposition


410


Amount from line K (show as positive amount) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


(complete this part only if the amount at line K is negative)


1


Q


P


400


O


Total of cumulative eligible capital (CEC) deductions from income for taxation years
beginning after June 30, 1988 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Total of all amounts which reduced CEC in the current or prior years under
subsection 80(7) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Total of CEC deductions claimed for taxation years
beginning before July 1, 1988 . . . . . . . . . . . . . . . . . . . 


Negative balances in the CEC account that were included
in income for taxation years beginning before July 1, 1988


N


401 2


3402


408 4


Line 3 minus line 4 (if negative, enter "0") . . . . . . . . . . . . . . . 


Total of lines 1, 2 and 5 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Subtotal (line 7 plus line 8)


Line 6 minus line 9 (if negative, enter "0") . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Line N minus line O (if negative, enter "0") . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Line 5


Amount N or amount O, whichever is less . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Amount to be included in income (amount S plus amount T) (enter this amount on line 108 of Schedule 1)


5


6


R


S


T


409


Line P minus line Q (if negative, enter "0") . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
x


x /


/


Amounts included in income under paragraph 14(1)(b), as
that paragraph applied to taxation years ending after June
30, 1988 and before February 28, 2000, to the extent that
it is for an amount described at line 400 . . . . . . . . . . . . . . . . 7


Amounts at line T from Schedule 10 of previous taxation years 
ending after February 27, 2000 . . . . . . . . . . . . . . . . . . . . . . 8


9


=


=Amount R


21


2 3
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SCHEDULE 13


CONTINUITY OF RESERVES


Year Month Day


Name of corporation Business number Tax year end


2011-12-31PACIFIC NORTHERN GAS (N.E.) LTD. 10393 1457 RC0002
For use by corporations to provide a continuity of all reserves claimed which are allowed for tax purposes.


File one completed copy of this schedule with the corporation's T2 Corporation Income Tax Return.


For more information, see the T2 Corporation Income Tax Guide.


Description of property Balance at the
beginning of the 


year 


$


Transfer on an
amalgamation or
the wind-up of
a subsidiary


$


Balance at the
end of the year


$


Add


$


Deduct


$


001 002 003 004


Part 1 – Capital gains reserves 


1


The amount from line 008 plus the amount from line 009 should be entered on line 880 of Schedule 6, Summary of Dispositions of Capital
Property. The amount from line 010 should be entered on line 885 of Schedule 6.


008 009 010


Totals


Reserve for doubtful
debts . . . . . . . . . . . . . . . . . . 


Reserve for undelivered
goods and services
not rendered . . . . . . . . . . . . . 


Reserve for prepaid
rent . . . . . . . . . . . . . . . . . . . 


Reserve for refundable 
containers . . . . . . . . . . . . . . . 


Reserve for unpaid
amounts . . . . . . . . . . . . . . . . 


110


150


130


190


210 215


195


155


135


115 120


220


200


160


140


Part 2 – Other reserves


Balance at the
beginning of


 the year


$


Transfer on an
amalgamation or
the wind-up of
a subsidiary


$


Add


$
Deduct


$
Balance at the
end of the year


$


Description


464,920 464,920 464,920 464,920


Other tax
reserves . . . . . . . . . . . . . . . . 


230 235 240


Enter "X" in the column above if the tax reserve has also been reported on the corporation's financial statements. This 
allows offsetting entries on Schedule 1, resulting in a zero effect on net income for tax purposes.


The amount from line 270 plus the amount from line 275 should be entered on line 125 of Schedule 1, Net Income (Loss) for Income Tax
Purposes, as an addition. The amount from line 280 should be entered on line 413 of Schedule 1 as a deduction.


280275270


Totals 464,920464,920 464,920 464,920


T2 SCH 13 E (11)
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Continuity of financial statement reserves (not deductible)


Description Balance at the
beginning of


 the year


Transfer on an
amalgamation or
the wind-up of
a subsidiary


Balance at the
end of the year


Add Deduct


Financial statement reserves (not deductible)


464,920464,920 464,920464,920ALLOWANCE FOR DOUBTFUL ACCOUNTS1


The total opening balance plus the total transfers should be entered on line 414 of Schedule 1 as a deduction.
The total closing balance should be entered on line 126 of Schedule 1 as an addition.


Reserves from 
Part 2 of Schedule 13


Totals 464,920464,920 464,920 464,920
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MISCELLANEOUS PAYMENTS TO RESIDENTS


SCHEDULE 14


Year Month Day


Name of corporation Business Number Tax year end


2011-12-31PACIFIC NORTHERN GAS (N.E.) LTD. 10393 1457 RC0002


This schedule must be completed by all corporations who made the following payments to residents of Canada:
royalties for which the corporation has not filed a T5 slip; research and development fees; management fees; technical
assistance fees; and similar payments.


Please enter the name and address of the recipient and the amount of the payment in the applicable column. If several payments
of the same type (i.e., management fees) were made to the same person, enter the total amount paid. If similar types of
payments have been made, but do not fit into any of the categories, enter these amounts in the column entitled "Similar payments".


RoyaltiesName of recipient


100


Address of recipient


200 300


Research and
development 


fees


400


Management
fees


Technical
assistance


fees


Similar
payments


500 600 700


PACIFIC NORTHERN GAS LTD. 950-1185 West Georgia St


Vancouver
BC
V6E 4E6


1 75,418


T2 SCH 14 (99)
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Attached Schedule with Total


Title PARAGRAPH 13(7.4) ELECTION


Explanatory note


Under paragraph 13(7.4) of the Income Tax Act (the "ITA"), Pacific Northern Gas (N.E.) Ltd. elects to reduce the capital cost of depreciable
property acquired in the 2011 taxation year by the amount of Contributions in Aid of Construction received in 2010 and 2009.


 NE 2011-12-31.211  2011-12-31  PACIFIC NORTHERN GAS (N.E.) LTD.
 2012-05-15 10:11  10393 1457 RC0002


 CORPORATE TAXPREP / TAXPREP DES SOCIÉTÉS - EP16     VERSION 2011 V2.0  Page 1







Corporate Taxpayer Summary
Corporate information


Corporation's name . . . . . . . . . . . . 


Taxation Year . . . . . . . . . . . . . . . to


Jurisdiction . . . . . . . . . . . . . . . . 


OCBC AB SK MB ON QC NB NS NO PE NL XO YT NT NU


Corporation is associated . . . . . . . . 


Corporation is related . . . . . . . . . . . 


Number of associated corporations . . . 


Type of corporation . . . . . . . . . . . . 


Total amount due (refund) federal
and provincial* . . . . . . . . . . . . . . . 


The amounts displayed on lines "Total amount due (refund) federal and provincial" are all listed in the help. Press F1 to consult the context-sensative help.*


2011-12-20 2011-12-31


PACIFIC NORTHERN GAS (N.E.) LTD.


British Columbia


X


Y


Y


31


Corporation Controlled by a Public Corporation


-34,486


Summary of federal information


Part I tax (base amount) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Taxable income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Dividends paid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Calculation of income from an active business carried on in Canada . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Donations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Balance of the low rate income pool at the end of the year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Balance of the general rate income pool at the end of the year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Balance of the low rate income pool at the end of the previous year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Balance of the general rate income pool at the end of the previous year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Dividends paid – Regular . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Dividends paid – Eligible . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


159,794


159,794


159,794


60,722


Part IV . . . . . . . . . . . . . 


Other* . . . . . . . . . . . . . 


Balance due/refund (–)


Credits against part I tax Summary of tax Refunds/credits


Small business deduction . 


M&P deduction . . . . . . . . 


Foreign tax credit . . . . . . 


Investment tax credits . . . . 


Abatement/Other* . . . . . . 


ITC refund . . . . . . . . . . 


Dividends refund . . . . . . 


Other* . . . . . . . . . . . . 


Surtax credit . . . . . . . . . 


Instalments . . . . . . . . . 


Part I . . . . . . . . . . . . . 


* The amounts displayed on lines "Other" are all listed in the Help. Press F1 to consult the context-sensitive help.


Provincial or territorial tax . . 


Part III.1 . . . . . . . . . . . . 


-34,486


34,355


76,832


26,367


15,979


Summary of federal carryforward/carryback information


Carryforward balances


Cumulative eligible capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,202
Financial statement reserve . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 464,920
Other reserves . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 464,920
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Summary of provincial information – provincial income tax payable


British
Columbia


Saskatchewan Manitoba


% Allocation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Attributed taxable income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Tax payable before deduction* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Deductions and credits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Tax payable or refundable credit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Attributed taxable capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Capital tax payable** . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Instalments and refundable credits . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


Balance due/Refund (-) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 


For British Columbia, this includes the Logging Tax Payable.


For Manitoba, this includes the Outstanding Balance Excluding Instalments.**


*


100.00
159,794


15,979


15,979


Summary – taxable capital


Taxable capital
used to calculate


line 234 of
the T2 return


Taxable capital
used to calculate


line 233 of
the T2 return


Taxable capital
used to calculate


the SR&ED
expenditure limit


for a CCPC
(Schedules 31


and 49)


Taxable capital
used to calculate
the business limit


reduction
(T2, line 415)


Corporate name


Federal


PACIFIC NORTHERN GAS (N.E.) LTD. 17,900,834 17,900,834
ALTAGAS DEI ACQUISITION INC.
ALTAGAS ENERGY SOLUTIONS INC.
ALTAGAS FACILITIES (U.S.) INC.
ALTAGAS GENERAL PARTNER INC.
ALTAGAS HOLDINGS INC.
ALTAGAS INVESTMENT LTD.
ALTAGAS LTD.
ALTAGAS MARKETING (U.S.) INC.
ALTAGAS NATURAL GAS STORAGE LTD.
ALTAGAS RENEWABLE ENERGY COLORADO LLC
ALTAGAS RENEWABLE ENERGY INC.
ALTAGAS RENEWABLE ENERGY MIDWEST INC.
ALTAGAS RENEWABLE ENERGY PACIFIC INC.
ALTAGAS SERVICE (U.S.) INC.
ALTAGAS UTILITIES INC.
ALTAGAS UTILITY GROUP INC.
ALTAGAS UTILITY HOLDINGS (NS) INC.
ALTAGAS UTILITY HOLDINGS (PACIFIC) INC.
ALTAGAS UTILITY HOLDINGS INC.
BEAR MOUNTAIN WIND POWER CORP.
COAST MOUNTAIN HYDRO CORP.
HERITAGE GAS LIMITED
HIGHWATER POWER CORPORATION
INUVIK GAS LTD.
MC HYDRO HOLDING CORP.
NARROWS INLET GP INC. 100 100 100
PACIFIC NORTHERN GAS LTD. 90,081,674 90,906,504 90,906,504
PACIFIC NORTHERN GAS TRANSITION LTD. 1 1 1
PNG MARKETING LTD.
TAYLOR PROCESSING INC.
UTILITY GROUP FACILITIES INC.


Total 90,081,775 108,807,439 108,807,439
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Paid-up capital
used to calculate


the tax credit
for investment


(CO-1029.8.36.IN)


Paid-up capital
used to calculate


the Québec
business limit


reduction
(CO-771 and
CO-771.1.3)


Paid-up capital
used to calculate


the exemption
for small and
medium-sized
manufacturing


businesses
(CO-737.18.18)


Paid-up capital
used to calculate


the deduction
relating to


income-averaging
for forest producers


(CO-726.30)


Corporate name Paid-up capital
used to calculate


the 1 million
deduction


(CO-1137.A and
CO-1137.E)


Québec


Total


Specified capital
used to calculate
the expenditure
limit – Ontario
innovation tax


credit
(Schedule 566)


Taxable capital
used to calculate


the capital
deduction – Ontario
capital tax on other


than financial
institutions


(Schedule 515)


Taxable capital
used to calculate


the capital
deduction – Ontario


capital tax on
financial


institutions
(Schedule 514)


Corporate name


Ontario


Total


Net paid up capital
– BC capital


tax on financial
institutions
(FIN 689)


Taxable capital
used to calculate
the Nova Scotia
capital deduction


on large
corporations


(Schedule 343)


Capital used
to calculate the
Newfoundland
and Labrador


capital deduction
on financial
institutions


(Schedule 306)


Corporate name BC paid up capital
– BC capital


tax on financial
institutions
(FIN 689)


Other provinces


Total
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Five-Year Comparative Summary


Current year 1st prior year 2nd prior year 3rd prior year 4th prior year


Federal information (T2)


Taxation year end


Balance due/refund (-)


Net income


Taxable income


Active business income


Dividends paid


Donations


LRIP – end of the year


GRIP – end of the year


LRIP – end of the
previous year


GRIP – end of the
previous year


Dividends paid – Regular


Dividends paid – Eligible


330,937
328,937
330,937


-76,832


2011-12-19


-2,096,262


-328,000


2010-12-31


1,576,207
1,575,707
1,576,207


-27,288


2009-12-31


2,441,556
2,439,135
2,441,556


16,064


2008-12-31


159,794
159,794
159,794


-34,486


2011-12-31


1,700 300 500 1,361


Federal taxes


Part I before surtax


Surtax


Part I.3


Part IV


Part I & Surtax


Other*


* The amounts displayed on lines "Other" are all listed in the help. Press F1 to consult the context-sensative help.


Part III.1


54,274 299,384 475,63126,367


26,367 54,274 299,384 475,631


Credits against part I tax


Small business deduction


M&P deduction


Foreign tax credit


Political contribution


Investment tax credit


Abatement/other*


* The amounts displayed on lines "Other" are all listed in the help. Press F1 to consult the context-sensative help.


451,240299,38570,72234,355


Refunds/credits


ITC refund


Dividend refund


Instalments


Other*


Surtax credit


* The amounts displayed on lines "Other" are all listed in the help. Press F1 to consult the context-sensative help.


740,000500,000328,000164,00076,832
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British Columbia


Taxation year end 2011-12-31 2011-12-19 2010-12-31 2009-12-31 2008-12-31


Attributed taxable income


Income tax payable
before deduction*


Capital tax balance
due/refund


Net income tax payable


Taxable capital


Capital tax payable


B.C. general


Income tax deductions
/credits


Instalments and
refundable credits


% Allocation


* This includes the Logging Tax Payable.


280,433


2,439,135


173,328


1,575,707


32,894


328,937


15,979


15,979


159,794


32,894 173,328 280,433


100.00 100.00 100.00 100.00 100.00
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Federal Tax Instalments
Federal tax instalments


For the taxation year ended


The following is a list of federal instalments payable for the current taxation year. The last column indicates the instalments payable
to Revenue Canada. The instalments are due no later than on the dates indicated, otherwise non-deductible interest will be charged.
A cheque or money order should be made payable to the Receiver General. Payment may be made by cheque or money order payable


to the Receiver General either to an authorized financial institution or filed with the appropriate remittance voucher to the following


address:


Canada Revenue Agency


875 Heron Road


Ottawa ON  K1A 1B1


Note that you may also be able to pay by telephone or Internet banking. For more information, consult the Corporation Instalment Guide.


2012-12-31


Monthly instalment workchart


Date Monthly tax
instalments


Instalments
paid


Cumulative
difference


Instalments
payable


2012-01-31 7,511 7,511
2012-02-29 7,511 7,511
2012-03-31 127,301 127,301
2012-04-30 127,301 127,301
2012-05-31 127,301 127,301
2012-06-30 127,301 127,301
2012-07-31 127,301 127,301
2012-08-31 127,301 127,301
2012-09-30 127,301 127,301
2012-10-31 127,301 127,301
2012-11-30 127,301 127,301
2012-12-31 127,293 127,293


Total


2013-01-31
2013-02-28


1,288,024


107,336
107,336


1,502,696


Quarterly instalment workchart


Date Quarterly tax
instalments


Instalments
paid


Cumulative
difference


Instalments
payable


Total


2012-06-30
2012-09-30
2012-12-31


2012-03-31


2013-03-31


Instalment method


Indicate instalment method chosen [1-3]


If payment of instalments other than quarterly instalments is delayed, indicate the MONTH 
in which you want them to begin (1=January, 2=February, etc.).  


Select this box if you want the instalments to be calculated without taking the applicable threshold into account


1


Combined 1st and 2nd Instalment base method
2
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Quarterly instalments calculation


The corporation must meet requirements 1 to 5 to be eligible for quarterly instalments for a tax year.


Is the corporation a Canadian-controlled private corporation (CCPC)?


Did the corporation claim any deduction under the section 125, during either the current or previous year? 


1 –


2 –


3 – Is the corporation's, or any of its associated corporations', taxable income for the current or previous year  
less than or equal to $500,000?*


4 – Is the corporation and any associated corporations' taxable capital employed in Canada
for the current or previous year less than or equal to $10,000,000?


5 – Does the corporation have a perfect compliance history in the last 12 months? 


If you do not want to use the quarterly instalments option, select this box to go back to monthly instalments.


Yes No


Yes No


Yes No


Yes No


Yes No


*Consult the Help (F1) for information on the changes relating to years subsequent to 2008.


X


X


1 – 1st Instalment base method


1st Instalment base amount (amount N below)


Monthly instalments required


÷ 12 =


Quarterly tax instalments required ÷ 4 =


1,288,024 107,336
107,336


1,288,024


2 – Combined 1st and 2nd instalment base method


2nd Monthly instalment base amount


Indicate: Part I tax


A


B


Total


Each of the first two instalment payments


Total tax from N below


Amount B above x 2


Each of the remaining ten instalment payments


Part VI, VI.1 and XIII.1 tax


Provincial tax, other than Alberta, Québec and Ontario


1/12 of estimated current year credits (M below /12)


10


÷ 12 =


=


=


=


÷


–


–


+


+


=


=


Ontario tax** +


Federal adjustment for amalgamation, winding up or transfer +


Provincial adjustment for amalgamation, winding up or transfer +


Select this box if you want the first 2 payments* to be calculated
without taking the applicable threshold into account?


90,131 7,511


7,511
1,288,024


15,022
1,273,002 127,301


127,301


34,012


56,119


2nd Quarterly instalment base amount


Indicate: Part I tax


A


B


Total


The first instalment payment


Total tax from N below


Amount B above


Each of the remaining three instalment payments


Part VI, VI.1 and XIII.1 tax


Provincial tax, other than Alberta, Québec and Ontario


1/4 of estimated current year credits (M below /4)


3


÷ 4 =


=


=


=


÷


–


–


+


+


=


=


Ontario tax** +


Federal adjustment for amalgamation, winding up or transfer +


Provincial adjustment for amalgamation, winding up or transfer +


* It is the first payment if the quarterly instalments are applicable.


** Use this line only to calculate instalments payable with regard to taxation years ending in 2009 and after.


90,131 22,533


1,288,024


1,288,024 429,342


34,012


56,119


3 – Estimated tax method


Instalment base amount (amount N below)


Monthly instalments required


÷ 12 =


Quarterly tax instalments required ÷ 4 =
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Instalment base calculation


Taxable income


1st instalment
base method


Estimated
tax method


Calculation of tax payable


Federal part I tax


Refundable tax on a CCPC's investment income


Subtotal A


+ +


= =


Federal tax


Recapture of investment tax credit + +


159,794


60,722


60,722


Deduction


Small business deduction


Investment corporation deduction


Federal tax abatement


Manufacturing and processing profits deduction


Non-business foreign tax credit


Business foreign tax credit


Tax reduction, general and accelerated


Logging tax credit


Investment tax credit per Schedule 31


Qualifying environmental trust tax credit


Subtotal B


+


+


+


+


+


+


+


+


+


+


+


+


+


+


+


+


+


+


= =


15,979


18,376


34,355


Total part I tax payable (A minus B) C


Part VI tax


Part VI.1 tax


TotalParts I, VI, VI.1 and  XIII.1 F


D


E1


+


+


+


+


Federal tax summary


Part XIII.1 tax + + E2


= =


26,367


26,367


Adjustment for short taxation years multiplied by 365 and
divided by the number of days in the year if less than 365


Federal adjustments


Subtotal = =


365 / 365 /x x


Federal adjustment for amalgamation, winding up or transfer


Total federal tax after adjustments = G


+


=


N/A+


12 365
801,996


801,996


Provincial/territorial tax, other than Alberta, Québec and Ontario H+ +


Ontario tax


Income tax


Capital tax +


Corporate minimum tax paid (credited) +


Total Ontario tax* = + I


Use this section only to calculate instalments payable with regard to taxation
years ending in 2009 and after (for other tax years, see the Ontario Tax
Instalments schedule (Jump Code: ION)):


Total harmonized provincial taxHarmonized provincial tax (H + I) = =


K


 (G + K)Total of tax before refundable credits** = =


J


L


Provincial tax


+


Provincial adjustments


Adjustment for short taxation years multiplied by 365 and
divided by the number of days in the year if less than 365 x 365 / x 365 /


Subtotal = =


Provincial adjustment for amalgamation, winding up or transfer


Total provincial tax after adjustments


+


=


+


=


N/A


Special additional tax on life insurance corporations +


15,979


15,979


12 365
486,028


1,288,024


486,028
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Instalment base calculation (continued)


Investment tax credit refund


Estimated current year credits


Dividend refund


Federal capital gains refund


Provincial and territorial capital gains refund


NRO allowable refund per Schedule 26


Tax withheld at source


Other estimated credits


Total estimated current year credits M


 (L – M)Instalment base amount N


+


+


+


+


+


+


+


+


+


+


+


+


= =


1,288,024


Ontario tax corresponds to the amount before the application of specified Ontario tax credits.


For instalments payable the amount on line G is not added to line L unless it exceeds $3,000. The same rule applies to line K.


*


**
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Pacific Northern Gas Ltd. 
CONSOLIDATED STATEMENTS OF INCOME AND  
COMPREHENSIVE INCOME 
Years ended December 31 
 
 
[$ in thousands]  2011 2010 
 
Revenues: 
 Gas sales and transportation services  71,178 76,323 
 Off system gas sales  9,747 14,988 
 Electricity sales  1,991 1,316 
 Other  1,965 2,537 
  84,881 95,164 


Cost of gas: 
 Gas sales  25,740 29,125 
 Off system gas sales  9,747 14,988 
  35,487 44,113 


  49,394 51,051 


Operating and maintenance  13,762 12,571 
Administrative and general  14,569 9,041 
Depreciation and amortization [note 23]  5,597 8,752 
Municipal and other taxes  4,944 4,765 
  38,872 35,129 


  10,522 15,922 


Finance fees [note 17]  6,961 6,404 
Investment and other income  (167) (3) 


Income from continuing operations before income taxes  3,728 9,521 


Income tax expense [note 10]  407 2,061 


Net income from continuing operations  3,321 7,460 


Net income (loss) from discontinued operations [note 4]  20,871 (382) 


Net income and comprehensive income  24,192 7,078 


Net (income) loss and comprehensive (income) loss attributable 
    to non-controlling interest  (10) 10 


Net income and comprehensive income attributable to shareholders 24,182 7,088 
 
 
The accompanying notes to the consolidated financial statements are an integral part of these financial statements. 
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Pacific Northern Gas Ltd. 
CONSOLIDATED STATEMENTS OF EQUITY 
Years ended December 31 
 
  
[$ in thousands]  2011 2010 
 
Preferred shares  
Balance, beginning and end of year  5,000 5,000 
 
Common shares    
Balance, beginning of year  9,038 8,890 
Employee share options exercised  427 148 


Balance, end of year  9,465 9,038 
 
Contributed surplus 
Balance, beginning of year  4,515 3,699 
Share option expense [note 16]  181 96 
Employee share options exercised [note 15b and 16]  2,286 720 
Share option repurchase [note 16]  (2,929) — 


Balance, end of year  4,053 4,515 
 
Retained earnings 
Balance, beginning of year  75,490 72,847 
Net income attributable to shareholders  24,182 7,088 
Dividends – preferred shares [note 15a]  (337) (337) 
Dividends – common shares [note 15b]  (27,084) (4,108) 


Balance, end of year  72,251 75,490 
 
Total shareholders’ equity, end of year  90,769 94,043 
 
Non-controlling interest 
Balance, beginning of year  274 — 
Contribution from non-controlling interest   44 284 
Distribution to non-controlling interest   (13) — 
Net income (loss) attributable to non-controlling interest  10 (10) 


Balance, end of year  315 274 
 
Total equity, end of year  91,084 94,317 
 
The accompanying notes to the consolidated financial statements are an integral part of these financial statements. 
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Pacific Northern Gas Ltd. 
CONSOLIDATED STATEMENTS OF CASH FLOWS 
Years ended December 31 
 
 
[$ in thousands]  2011 2010 
 
OPERATING ACTIVITIES 
Net income attributable to shareholders  24,182 7,088 
(Income) loss from discontinued operations  (20,871) 382  
  3,311 7,470 
Add (deduct) items not involving cash: 
    Future income taxes [note 10]  806 1,458 
 Depreciation and amortization [note 23]  5,597 8,752 
 Amortization of termination payment deferral [note 5]  (1,687) (143) 
 Share-based compensation [note 16]  912 570 
    Imputed interest on regulatory assets and liabilities  243 202  
Other  88 (61) 
  9,270 18,248 
Changes in operating assets and liabilities [note 23]  1,998 (8,179) 


Net cash provided by operating activities of continuing operations  11,268 10,069 
Net cash (used in) provided by operating activities of discontinued operations (5,192) 342 


Net cash provided by operating activities  6,076 10,411 
 
INVESTING ACTIVITIES 
Additions to plant, property and equipment [note 7]  (9,667) (6,900) 
Additions to intangible assets [note 8]  (69) (22) 
(Increase) decrease in restricted cash      (325) 400 
Other  (100) (231) 
Acquisition, net of cash acquired  — (8,026) 


Net cash used in investing activities of continuing operations   (10,161) (14,779) 
Net cash provided by (used in) investing activities of discontinued operations 29,706 (1,614) 


Net cash provided by (used in) investing activities  19,545 (16,393) 
 
FINANCING ACTIVITIES 
Increase in bank indebtedness  6,424 2,257 
Debt refinancing costs  — (115) 
Issuance of long-term debt [note 12]  10,000 10,000 
Repayment of long-term debt [note 12]  (14,192) (3,046) 
Employee share options exercised [note 16]  2,713 868 
Share option repurchase [note 16]  (2,929) — 
Dividends paid [notes 15a and 15b]  (27,421) (4,445) 
Net contributions from non-controlling interest  31 284 
 
Net cash (used in) provided by financing activities of continuing operations (25,374) 5,803 


(Decrease) increase in cash and cash equivalents from continuing operations (24,267) 1,093 
Increase (decrease) in cash and cash equivalents from discontinued operations 24,514 (1,272) 


Increase (decrease) in cash and cash equivalents  247 (179) 
Cash and cash equivalents, beginning of year  1,301 1,480 


Cash, end of year  1,548 1,301 
 
Supplemental cash flow information [note 23] 
 
The accompanying notes to the consolidated financial statements are an integral part of these financial statements. 
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Pacific Northern Gas Ltd. (the “Company”) is a wholly-owned subsidiary of AltaGas Utility Holdings 
(Pacific) Inc., which in turn is a wholly-owned subsidiary of AltaGas Ltd. [see note 3].  
 
The Company and its wholly-owned subsidiary, Pacific Northern Gas (N.E.) Ltd. (“PNG (N.E.)”), are 
engaged in the transportation and distribution of natural gas in northern British Columbia, Canada. The 
Company and PNG (N.E.) are subject to regulation [see note 1 and note 5] by the British Columbia 
Utilities Commission (the “Commission”) which, among other things, approves rates charged to customers. 
 
The Company operates a transmission and distribution system in the west-central portion of northern 
British Columbia (“Western system”) and PNG (N.E.) operates a distribution system in northeastern 
British Columbia (“Northeast system”). Together, the Company and PNG (N.E.) operate over 3,500 
kilometres of transmission and distribution pipeline and serve a base of more than 39,000 residential, 
commercial and industrial customers. 
 
As part of a business strategy to diversify the Company’s risk profile, grow its asset base and enhance its 
earnings and cash flows, in 2010 the Company entered the renewable power business with the  acquisition 
of a 97.1% interest in the McNair Creek 9.8 megawatt ‘run of river’ hydro-electricity generation facility 
located on British Columbia’s Sunshine Coast. McNair Creek is a non-regulated business and currently 
operates under a long-term supply agreement with BC Hydro.  
 
The Company’s diversification into the renewable power business continued in 2011, with the 
establishment of the Narrows Inlet Limited Partnership in which the Company has a 98% interest. In April 
2011, this limited partnership entered into an arrangement to co-develop the proposed 45 megawatt 
Narrows Inlet run-of-river renewable energy project consisting of five proposed developments situated on 
four creeks that are located within a radius of 5 to 7 km of each other at the northern end of Narrows Inlet, 
which is located approximately 35 km north of the town of Sechelt, British Columbia. The Narrows Inlet 
Project will benefit from coastal precipitation patterns, some storage capacity and close proximity to the 
largest electricity load center in British Columbia. The Narrows Inlet Project was awarded a 30-year 
energy purchase agreement with BC Hydro in the spring of 2010.  
 
On March 2, 2011, the Company completed the sale of its interest in both Pacific Trail Pipelines Limited 
Partnership and its general partner, Pacific Trail Pipelines Management Inc. In accordance with the 
accounting standard for discontinued operations, the results of operations related to those dispositions have 
been excluded from continuing operations and are reported as discontinued operations for all periods 
presented in these financial statements [see note 4]. 
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 
Basis of presentation 
 
These consolidated financial statements have been prepared in accordance with Canadian generally 
accepted accounting principles (“GAAP”) as specified in Part V of the Canadian Institute of Chartered 
Accountants (“CICA”) Handbook [see note 2], including selected accounting treatments that differ from 
those used by entities not subject to rate regulation. The timing of the recognition of certain assets, 
liabilities, revenue and expenses may be different as a result of regulation from what might be anticipated 
using GAAP by entities not subject to rate regulation. These differences are described in this note under 
the headings “Regulation”, “Use of estimates”, “Revenue recognition”, “Inventories of natural gas and 
supplies”, “Regulatory assets and liabilities”, “Plant, property and equipment” and “Financial instruments”, 
and in note 5. 
 
All financial figures are presented in Canadian dollars unless otherwise stated. 
 
Principles of consolidation 
 
These consolidated financial statements include the accounts of the Company, its wholly-owned 
subsidiary, PNG (N.E.), the accounts of McNair Creek Hydro Limited Partnership (“McNair Creek”) and 
Narrows Inlet Limited Partnership (“Narrows Inlet”) and the associated non-controlling interest, as well as 
the Company’s proportionate share of its 50% investment in the assets, liabilities, revenues and expenses of 
both Pacific Trail Pipelines Limited Partnership and Pacific Trail Pipelines Management Inc., until their 
disposal on March 2, 2011, as disclosed in note 4 and presented as discontinued operations. 
 
These consolidated financial statements include the results of operations, cash flows, financial position and 
non-controlling interest of McNair Creek from the date of acquisition, April 19, 2010, and of Narrows Inlet 
from the date of formation, April 13, 2011. 
 
All intercompany transactions and balances are eliminated, including, on a pro-rata basis, those related to 
the entities which have been proportionately consolidated. 
 
Regulation 
 
The regulated activities of the Company and its subsidiary, PNG (N.E.), are subject to the authority of the 
Commission. The Commission administers acts and regulations pursuant to the Utilities Commission Act 
(British Columbia), covering matters such as rates, including rate of return on equity and capital structure, 
construction and operation of facilities, accounting practices, tolls, charges, and contractual agreements 
with customers.   
 
The Company and its subsidiary operate under a cost-of-service regulatory model whereby customer rates 
are set based on revenues that allow for the recovery of forecast costs plus an established rate of return on 
deemed common equity. Under cost-of-service regulation, it is the responsibility of the Company to 
demonstrate to the Commission the prudence of the costs it has incurred. Forecast costs include gas 
commodity and transportation, operation and maintenance, depreciation, property taxes, interest and 
income taxes. The rate base is the average level of investment in all recoverable assets used in gas 
transmission and distribution, and an allowance for working capital.  
 
Applications for changes to rates are made annually and are submitted to the Commission for their review 
and approval. For 2011, the Company’s average approved rate of return on the rate base was 8.25% after 
tax [2010 – 8.16%] , and the average approved rate of return on deemed common equity was 10.09% [2010 
– 10.09%] after tax, based on a weighting of the respective rate bases of the Company and its subsidiary.  
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
Accounting records and practices related to regulated activities are maintained and conform to the 
requirements of the Commission. As noted previously, in order to comply with these requirements, the 
timing of recognition of certain assets, liabilities, revenues and expenses may differ from that which would 
otherwise be required under GAAP for non rate-regulated entities. The financial effects of rate regulation 
relate principally to balances and accounting policies related to: 


• Regulatory assets and liabilities;   


• Plant, property and equipment and related depreciation rates; and 


• Hedges, derivatives and other financial instruments. 
 
Disclosure of the impact of rate regulation on these balances and policies are included in note 5. 
 
Use of estimates 
 
The preparation of financial statements in conformity with GAAP requires management to make estimates 
and assumptions that affect the reported amounts of assets, liabilities, revenues, expenses and disclosure of 
contingent assets and liabilities. Estimates are based on historical experience, current conditions and 
various other assumptions believed to be reasonable under the circumstances, and are subject to review on 
a periodic basis and adjusted as necessary. Significant balances impacted by estimates include revenues, 
which incorporate estimates of customer usage from the last meter reading date to the end of the reporting 
period, accounts receivable, which are recorded net of an estimated allowance for doubtful accounts and 
the purchase price allocation process for business acquisitions. Other significant estimates include 
depreciation of plant, property and equipment, amortization of intangibles, asset retirement obligations and 
employee future benefit plans.  
 
The regulatory environment in which the Company operates also requires that certain estimates be made 
and amounts recorded pending finalization of the regulatory approval process. Accordingly, regulatory 
assets and liabilities also involve significant estimates. As the estimation process is inherently uncertain, 
actual future outcomes could differ from current estimates and assumptions, potentially having material 
effects on future financial statements. 
 
Revenue recognition 
 
The Company’s gas sales and transportation services are subject to rate regulation and accordingly there 
are circumstances where the revenues recognized do not match the amounts billed. Revenue is recognized 
in a manner that is consistent with the underlying rate-setting mechanism as mandated by the Commission. 
Differences between amounts billed and rates approved may result in the recognition of regulatory assets 
and liabilities.  
 
Operating revenues include natural gas sales that are recorded on the basis of regular meter readings and 
estimates of customer usage from the last meter reading date to the end of the reporting period. Operating 
revenues also include transportation services revenues that are recorded as service is provided, as well as 
the sale of gas surplus to the needs of the Company’s sales customers (“off system sales”) that are 
recognized when the gas is delivered.  Other revenues include energy sales from the McNair Creek 
hydroelectric facility which are recognized on the accrual basis at the time electrical energy is delivered.   
 







Pacific Northern Gas Ltd. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
Years ended December 31, 2011 and 2010 
 
 


- 8 - 


1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
Cash and cash equivalents 
 
Cash and cash equivalents include cash and term deposits with original maturities of less than three 
months. 
 
Accounts receivable 
 
Accounts receivable are recorded at amortized cost, net of a provision for doubtful accounts that is based 
on expected collectibility.  
 
Inventories of natural gas and supplies 
 
Inventories of natural gas (“line pack”) are valued at weighted-average cost. The volume of natural gas 
reported as line pack represents the difference between natural gas received on behalf of the transportation 
service customers and natural gas delivered to them. 
 
Inventories of supplies are valued at the lower of cost determined on a first-in, first-out basis and net 
realizable value. 
 
Regulatory assets and liabilities 
 
The Company defers certain charges and credits which the Commission may require or permit to be 
recovered or refunded through future customer rates. These regulatory assets and liabilities are amortized 
over various periods as approved by the Commission, depending on the nature of the charges or credits 
[see note 5]. 
 
Development activities 
 
The costs related to development activities are expensed up until the point in time that commercial viability 
of the underlying venture has been established and the Company has reasonable assurance that these costs 
will be recovered in the future. 
 
Plant, property and equipment 
 
Plant, property and equipment are recorded at cost less contributions in aid of construction. Cost may 
include an allocation of depreciation expense when the Company’s own assets are used in the construction 
of new assets and may include an allowance for funds used during construction calculated at the 
Company’s cost of capital. As directed by the Commission, the cost of depreciable assets retired, together 
with removal costs less salvage, is charged to accumulated depreciation. Gains or losses on disposal are not 
taken into income unless the disposal is outside the normal course of business or involves a major item of 
plant. 
 
The depreciation of assets used in regulated activities is taken on plant in service and is calculated on a 
straight-line basis at the commencement of each fiscal year at Commission-approved rates [see note 7].  
Depreciation of property, plant and equipment used in non-regulated activities, including McNair Creek, is 
recorded when the asset enters productive use and is calculated on a straight-line basis over the asset’s 
estimated useful life. 
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
Intangible assets 
 
Intangible assets mainly include land rights and computer software not directly attributable to the operation 
of plant, property and equipment and are recorded at cost less accumulated amortization. These assets are 
amortized on a straight-line basis at rates approved by the Commission [see note 8].  
 
Impairment of long-lived assets subject to amortization 
 
The Company reviews the valuation of long-lived assets subject to amortization when events or changes in 
circumstances may indicate or cause its carrying value to exceed the total undiscounted cash flows 
expected from its use and eventual disposition. An impairment loss, if any, would be recorded as the excess 
of the carrying value of the asset over its fair value. 
 
Asset retirement obligations 
 
The fair value of asset retirement obligations associated with the retirement of long-lived assets is 
recognized in the period when it can be reasonably determined. The Company’s natural gas transmission 
and distribution long-lived assets are comprised principally of mains, service lines, compressors, and 
measuring and regulating equipment. The fair value of asset retirement obligations, which approximates 
the cost a third party would charge in performing the tasks necessary to retire such assets, is recognized at 
the present value of expected future cash flows and is added to the carrying value of the associated asset 
and depreciated over the asset’s useful life. The liability is accreted over time through periodic charges to 
earnings and is reduced by actual costs of decommissioning and reclamation. 
 
No amount has been recorded for asset retirement obligations relating to the Company’s long-lived assets 
as it is not possible to make a reasonable estimate of the fair value of the liability due to the indeterminate 
timing and scope of the asset retirements. Management expects that all retirement costs associated with the 
regulated assets will be recovered through tolls in future periods. 
 
Income taxes 
 
The Company records future income tax assets and liabilities where temporary differences exist between 
the carrying amounts of assets and liabilities on the balance sheet and their tax bases. Future tax assets and 
liabilities are measured using substantively enacted tax rates expected to apply when the temporary 
differences reverse. The effect on future tax assets and liabilities of a change in tax rates is recognized in 
the period in which the change is substantively enacted.   
 
A regulatory asset or liability is recognized for future taxes on temporary differences not included in 
current customer rates, but for which management expects to recover from or return to customers in future 
rates. 
 
The income tax provision includes current and future income tax portions. The current income tax expense 
represents the estimated income taxes payable or receivable for the current reporting period. Future income 
tax expense is recognized for the change in future income tax assets and liabilities related to non-regulated 
assets and liabilities and the changes in temporary differences on regulated assets and liabilities that are 
recovered through current customer rates as prescribed by the Commission.  
 







Pacific Northern Gas Ltd. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
Years ended December 31, 2011 and 2010 
 
 


- 10 - 


1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
Employee future benefit plans 
 
The Company accrues its obligations under employee pension benefit plans and the related costs, net of 
plan assets. The actuarial determination of the accrued benefit obligation for these plans uses the projected 
benefit method prorated on service and management’s best estimate of future salary levels, other cost 
escalations, retirement ages of employees and other actuarial factors. For the purpose of calculating the 
expected return on plan assets, those assets are valued at a market-related value.  
 
Actuarial gains or losses arise from the difference between the actual long-term rate of return on plan assets 
for the period and the expected long-term rate of return on plan assets for the period, or from changes in 
actuarial assumptions used to determine the accrued benefit obligation. The excess of the net unamortized 
cumulative actuarial gain or loss over 10% of the greater of the benefit obligation and the market value of 
the plan asset at the beginning of the year is amortized over the average remaining service period of the 
active employees. Past service costs from plan amendments are amortized on a straight-line basis over the 
average remaining service period of employees active at the date of amendment. The average remaining 
service period of the active employees covered by the pension plan is 13 years.  
 
For the defined contribution plan maintained by the Company, contributions payable by the Company are 
expensed as pension costs in the period to which they relate. 
 
The non-pension post-retirement benefit plans include non-contributory health care and life insurance 
plans. The Company accrues its obligations under employee benefit plans and the related costs, net of plan 
assets. The actuarial determination of the accrued benefit obligation uses the projected benefit method 
prorated on service and management’s best estimate of future salary levels, other cost escalations, 
retirement ages of employees and other actuarial factors. For the purpose of calculating the expected return 
on plan assets, those assets are valued at a market-related value. The market-related value of assets is 
determined as the average of the fair value of plan assets and four projected values.  
 
The current service costs and the benefits paid are expensed and recovered in customer rates. The accrued 
benefit obligation for the non-pension post-retirement benefit plan is included on the balance sheet under 
regulatory and other liabilities, with a corresponding and offsetting regulatory asset for amounts expected 
to be recovered from customers in future rates [see note 5]. 
 
Financial instruments 
 
Financial assets and liabilities 
 
The Company has classified its cash, cash equivalents and derivative financial instruments as held-for-
trading assets and liabilities and has recorded them at their fair value, with gains and losses arising on the 
revaluation at the end of each reporting period included in net income subject to regulatory deferral 
treatment. 
 
Accounts receivable from customers are classified as loans and receivables and are recorded at amortized 
cost.   
 
Bank indebtedness, accounts payable and accrued liabilities, other taxes payable and long-term debt have 
been classified as other financial liabilities. Other financial liabilities are initially presented at their fair 
value, with subsequent measurements at amortized cost. 
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)  
 
Transaction costs directly attributable to the issuance of short-term debt instruments are expensed in the 
period in which the instrument is issued, subject to regulatory deferral treatment, if applicable. Transaction 
costs that are directly attributable to the issuance of a long-term debt instrument are deducted from the 
obligation’s initial carrying amount and are amortized using the effective interest rate method.  
 
Derivative financial instruments 
 
The Company uses derivative and other financial instruments in connection with the management of gas 
supply prices. The Company enters into forward, future, swap, fixed-price and option contracts to manage 
the exposure to the volatility of natural gas prices for sales customers. The prices paid for natural gas are 
based on indices of market prices which vary on a daily or monthly basis. The instruments used make it 
possible to fix, or define, the price of natural gas for delivery to customers. The gains or losses on these 
instruments are included in gas supply costs as these costs are recognized and are recovered through the 
gas supply rate in accordance with the method approved by the Commission. 
 
Embedded derivatives 
 
Derivatives may be embedded in other financial and non-financial instruments (the “host instrument”). 
Embedded derivatives are treated as separate derivatives when: their economic characteristics and risks are 
not clearly and closely related to those of the host instrument; the terms of the embedded derivative are the 
same as those of a stand-alone derivative; and the combined contract is not held-for-trading or designated 
at fair value. These embedded derivatives are measured at fair value with subsequent changes recognized 
in the consolidated statement of income as an element of administrative and general expenses. The 
Company currently has no contracts with embedded derivatives that are required to be separated from the 
host instrument. 
 
Credit risk 
 
The determination of fair value of the Company’s financial assets, including cash, cash equivalents and 
derivative instruments, takes into account the Company’s own credit risk and the credit risk of the 
counterparty. The Company trades only with recognized, credit-worthy third parties and does not enter into 
derivatives to manage its credit risk. The Company’s exposure to credit risk arises from default of the 
counter party with a maximum exposure equal to the carrying amount of these instruments. Derivative 
counterparties and cash transactions are limited to high credit-quality financial institutions. The Company 
has policies that limit the amount of credit exposure to any one financial institution.  
 
Disclosures 
 
Determination of fair value requires the use of observable market data whenever available. For disclosure 
purposes, all financial instruments measured at fair value on the balance sheet must be categorized into one 
of three hierarchy levels based on the transparency of the inputs used to measure the fair values.  The 
classification of a financial instrument in the hierarchy is based upon the lowest level of input that is 
significant to the measurement of fair value of assets and liabilities. 
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)  
 
The three broad levels of inputs within the hierarchy are as follows:  
 
Level 1 Inputs are unadjusted quoted prices of identical instruments in active markets; 
 
Level 2 Inputs other than quoted prices included in Level 1 that are observable for the asset or liability, 


either directly or indirectly; and 
 
Level 3 One or more significant inputs used in a valuation technique are unobservable in determining 


fair values of the instruments. 
 
The disclosures required under this framework are disclosed in note 18. 
 
Share-based compensation 
 
The Company had established share-based compensation plans for eligible directors, officers and 
employees as described in note 16. The compensation expense for share options granted under the 
Company’s share option plan is measured at fair value at the grant date computed using the Black-Scholes 
option pricing model and amortized over the vesting period of the underlying options, with an offsetting 
credit to contributed surplus. Consideration paid by plan participants on the exercise of share options is 
credited to common share capital for an amount up to the $2.50 par value per common share, with any 
excess credited to contributed surplus.  
 
The Company also had a deferred share unit plan for non-employee directors whereby such directors may 
elect to allocate all or a portion of their annual compensation as deferred share units. This plan makes use 
of notional common share units that are valued based on the Company’s common share price on the 
Toronto Stock Exchange and are marked-to-market at the end of each reporting period. Changes in the 
value of the units as a result of fluctuations in the Company’s share price and new issues are recognized in 
administrative and general expenses with the corresponding liability recorded in accounts payable and 
accrued liabilities in the consolidated balance sheet. 
 
Both the share option plan and the deferred share unit plan were wound up in conjunction with the AltaGas 
acquisition [see note 3]. 
 
Comprehensive income 
 
Comprehensive income represents the change in equity of an enterprise during a period from transactions 
and other events arising from non-owner sources, including gains and losses arising on self-sustaining 
foreign operations, gains and losses from changes in fair value of available for sale financial assets and 
changes in fair value of the effective portion of cash flow hedging instruments. For the years ended 
December 31, 2011 and 2010, the Company did not have any transactions or other events arising from non-
owner sources and as such has not recognized any adjustments through other comprehensive income, and 
as of December 31, 2011 and 2010, has no accumulated other comprehensive income. 
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2. CHANGES IN ACCOUNTING POLICIES  
 
Changes applied in 2011 
 
2011 REVENUE REQUIREMENTS APPLICATION CHANGES 
 
Effective January 1, 2011, the Company adopted the following new accounting policies and changes in 
accounting estimates on a prospective basis in accordance with its 2011 revenue requirements applications 
filed with the Commission. These changes in depreciation, capitalization of overheads and accounting for 
non-pension post-retirement benefits were accepted under negotiated settlements reached on April 27, 
2011. The Commission approved the settlements in May 2011.   
 
Depreciation of plant and equipment is recorded on a straight-line basis over the underlying assets’ useful 
lives. Effective January 1, 2011, the Company implemented the recommendations of a recently completed 
depreciation study which resulted in adjustments to the estimated remaining useful lives of plant and 
equipment assets. For 2011, these changes resulted in a net decrease in depreciation expense of 
approximately $2.0 million. 
 
Other changes as reflected in the Company’s 2011 revenue requirements applications include a reduction 
in the pool of overhead costs subject to capitalization as part of the cost of self-constructed plant and 
equipment, and the inclusion in rates of the full actuarially-determined expense for non-pension post-
employment benefit plans. As noted, these changes were adopted on a prospective basis, however, they did 
not impact net earnings due to their inclusion in the 2011 approved rates.  
 
CANADIAN ACCOUNTING STANDARD CHANGES 
 
Financial Instruments – Recognition and Measurement 
 
In June 2009, the CICA provided a clarification to Handbook Section 3855, Financial Instruments – 
Recognition and Measurement, with respect to the embedded prepayment option. The Section has been 
amended to clarify when an embedded prepayment option is separated from its host instrument for 
accounting purposes. The amendment states that if the exercise price of a prepayment option compensates 
the lender for an amount equivalent to the present value of the lost interest for the remaining term of the 
host instrument, the feature is considered closely related to the host contract in which it is embedded. The 
amendment applies to interim and annual financial statements relating to fiscal years beginning on or after 
January 1, 2011. The adoption of the amendments to Section 3855 had no effect on the Company’s 
consolidated financial statements.  
 
Comprehensive Revaluation of Assets and Liabilities 
 
In August 2009, the CICA amended Handbook Section 1625, Comprehensive Revaluation of Assets and 
Liabilities, as a result of issuing Sections 1582, Business Combinations, 1601, Consolidated Financial 
Statements, and 1602, Non-Controlling Interests, in January 2009. The amendments require that when 
push-down accounting is used following the acquisition of an enterprise, the assets and liabilities are to be 
measured at the values used in accounting for the purchase transaction or transactions in accordance with 
Section 1582. The amendments also require that, when a future income tax asset that arose prior to the date 
of a comprehensive revaluation and that was not recognized in the comprehensive revaluation is 
subsequently recognized; the benefit should be recognized in accordance with Section 1582 and Section 
3465, Income Taxes. The amendments apply prospectively to comprehensive revaluations of assets and 
liabilities occurring in fiscal years beginning on or after January 1, 2011. The adoption of the amendments 
to Section 1625 had no effect on the Company’s consolidated financial statements. 
 







Pacific Northern Gas Ltd. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
Years ended December 31, 2011 and 2010 
 
 


- 14 - 


2. CHANGES IN ACCOUNTING POLICIES (continued) 
 
Multiple Deliverable Revenue Arrangements 
 
In December 2009, the CICA issued EIC-175, Multiple Deliverable Revenue Arrangements, replacing 
EIC-142, Revenue Arrangements with Multiple Deliverables. The changes were made in response to 
changes made to Accounting Standards Codification Topic 605-25, Revenue Recognition – Multiple 
Element Arrangements, under United States (“US”) GAAP, and more closely aligns the accounting 
requirements for multiple-element arrangements under Canadian GAAP and with US GAAP and IFRS. 
EIC-175 addresses how to determine whether an arrangement involving multiple deliverables contains 
more than one accounting unit and, if so, how the consideration specified in the multiple element 
arrangement should be distributed between different accounting units. These recommendations are to be 
applied prospectively to revenue arrangements with multiple deliverables entered into or materially 
modified in the first annual fiscal period beginning on or after January 1, 2011. The adoption of EIC-175 
had no effect on the Company’s consolidated financial statements. 
 
Future accounting pronouncements 
 
NEW ACCOUNTING STANDARDS 
 
The Canadian Accounting Standards Board (“AcSB”) confirmed in February 2008 that International 
Financial Reporting Standards (“IFRS”) will replace Canadian Generally Accepted Accounting Principles 
(“CGAAP”) for publicly accountable enterprises for financial periods beginning on or after January 1, 
2011. 
 
On September 10, 2010, the AcSB amended the introduction to Part I of the CICA Handbook – 
Accounting   to permit, but not to require qualifying entities with rate-regulated activities (“RRA”) to adopt 
IFRS for the first time no later than interim and annual financial statements relating to annual periods 
beginning on or after January 1, 2012, thereby providing a one-year deferral.  
 
The Company is a qualified entity for the deferral period permitted by AcSB, and has elected to use the 
deferral offered by the AcSB given the uncertainty with respect to the application of IFRS to RRA. 
Further, the Company has reassessed the accounting policy choices available and determined that the most 
appropriate decision for the Company’s business activities is the use of United States Generally Accepted 
Accounting Principles (“US GAAP”) effective January 1, 2012.  
 
US GAAP reporting is generally permitted by Canadian securities laws and the Toronto Stock Exchange 
(“TSX”) for companies subject to reporting obligations under United States securities laws (ref. NI 52 107 
Acceptable Accounting Principles and Auditing Standards). The Company has obtained all necessary 
approvals, including the required exemption order from the British Columbia and Ontario Securities 
Commissions issued on August 18, 2011, and the required order from the British Columbia Utilities 
Commission permitting the use of US GAAP for regulatory filings issued on October 7, 2011, without 
being registered with the United States Securities and Exchange Commission. The exemptions granted will 
terminate on January 1, 2015. 
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3. ACQUISITION OF THE COMPANY BY ALTAGAS 
 
On December 20, 2011, AltaGas Utility Holdings (Pacific) Inc., a wholly-owned subsidiary of AltaGas 
Ltd. (“AltaGas”), acquired all of the issued and outstanding common shares of the Company for 
consideration of $36.75 per common share. The acquisition took place pursuant to a statutory plan of 
arrangement under the Business Corporations Act (British Columbia) following approval by the 
Company’s common shareholders at a special meeting held on December 12, 2011. The arrangement was 
approved by the Commission on November 23, 2011, and the Supreme Court of British Columbia on 
December 13, 2011.   
 
 
4. DISCONTINUED OPERATIONS 
 
On March 2, 2011, the Company completed the sale of its 50% joint venture interests in both Pacific Trail 
Pipelines Limited Partnership and Pacific Trail Pipelines Management Inc. (collectively “PTP”). These 
entities were established to develop a proposed 463 kilometre natural gas pipeline in central British 
Columbia, from Summit Lake to Kitimat (“KSL Project”). The Company’s interests in the KSL Project 
were purchased by its partners in the project, Apache Canada Ltd. and EOG Resources Canada Inc. 
 
The sale transaction has two components, the first being a cash payment of $30.4 million that the Company 
received on closing, and the second being a cash payment of $20.0 million to be paid contingent on the 
purchasers making a decision to proceed with construction of a liquefied natural gas (“LNG”) facility in 
Kitimat. The Company has recorded initial sales proceeds of $30.4 million on this transaction, and a 
resulting pre-tax gain of $23.4 million in the consolidated statements of income for 2011, net of $5.2 
million in transaction costs incurred in connection with the sale, including management incentive 
compensation of $4.0 million and professional advisory fees and other related costs of $1.2 million, and 
$0.7 million in project expenses incurred prior to the disposition. The Company recorded a related income 
tax provision of $2.6 million, resulting in net income from discontinued operations of $20.9 million for the 
year ended December 31, 2011.  
 
On March 3, 2011, the Company’s Board of Directors declared a special dividend of $3.00 per common 
share, which represented approximately $11.0 million of the proceeds from the sale of PTP. On May 11, 
2011, the Company’s Board of Directors declared an additional special dividend of $3.00 per common 
share, which represented an additional $11.0 million of the remaining proceeds. 
 
The Company can give no assurances that construction of the Kitimat LNG facility will be completed or 
that the contingent $20.0 million payment will be made. This amount will be recognized in the 
consolidated statements of income when the contingency is resolved. 
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4. DISCONTINUED OPERATIONS (continued) 
 
The gain on disposal and results of operations of discontinued operations are as follows: 


Gain on disposal 
 


[$ in thousands] 2011 


Proceeds from sale 30,388 
Net book value (1,027) 
Transaction costs (5,192) 


Gain on disposal 24,169 
 


Results of operations 
 
[$ in thousands] 2011 2010 


Gain on disposal 24,169 — 
Project expenses (738) (566) 
Income (loss) before income taxes 23,431 (566) 
Income tax (expense) recovery (2,560) 184 
Net income (loss) and comprehensive income (loss)  
  from discontinued operations 20,871 (382) 


 


 
5. FINANCIAL STATEMENT EFFECTS OF RATE REGULATION 
 
Regulatory assets and liabilities 
 
Regulatory assets and liabilities arise as a result of the rate-setting process. In order to recognize the 
economic effects of the actions or expected actions of the regulator, the timing of recognition of certain 
revenues and expenses may differ from that otherwise expected under GAAP for non rate-regulated 
entities. All amounts deferred as regulatory assets and liabilities are subject to future regulatory approval. 
As such, the regulator could alter amounts subject to deferral, at which time the change would be reflected 
in the financial statements. Certain remaining recovery and settlement periods are those expected by 
management and may differ from the actual recovery or settlement periods ultimately approved by the 
regulator. In the absence of rate-regulated accounting, GAAP would not permit the recognition of 
regulatory assets and liabilities and therefore the earnings impact would be recorded in the period in which 
the related event occurs. 
 
Regulatory assets represent future revenues associated with certain costs incurred that will be or are 
expected to be recovered from customers in future periods through the rate setting process. Regulatory 
liabilities represent future reductions or limitations on future increase in revenues associated with amounts 
that will be or are expected to be refunded to customers through the rate-setting process. 
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5. FINANCIAL STATEMENT EFFECTS OF RATE REGULATION (continued) 
 
The following table summarizes the continuity of regulatory assets and liabilities expected to be recovered 
from or refunded to customers in future periods: 
 
Year Ended December 31, 2011 


 [$ in thousands] 
 
 
 


Description 


 
 
 
 
 


Note 


Balance, 
beginning 


of year 


 
 


Net 
(deferral) 


recovery of 
amounts Amortization 


Balance, 
end of year 


Subject to rate regulation and approval for 
recovery in rates 


 


    
Amounts included in rate base 


     
Rate stabilization adjustment mechanism a   1,529  (1,403)  —  126 
Pipeline rehabilitation costs b   1,279  260  (223)  1,316 
Plant gains and losses c   218  1,198  (28)  1,388 
Other d   979  (379)  (4)  596 
   4,005  (324)  (255)  3,426 
Amounts excluded from rate base          
Deactivated assets e   2,834  (2,834)  —  — 
Other f   517  (57)  (473)  (13)
   3,351  (2,891)  (473)  (13)
 9  7,356  (3,215)  (728)  3,413 
Other regulatory assets (liabilities) excluded 
from rate base 


 
        


Gas purchase variance recoverable g   4,498  435  —  4,933 
LNG Partners option fees deferral h 13  (2,500)  (2,103)  1,582  (3,021)
West Fraser termination payment deferral i 13  (5,008)  (133)  1,687  (3,454)
   (3,010)  (1,801)  3,269  (1,542)


Sub-total   4,346  (5,016)  2,541  1,871 


Subject to rate regulation but not yet 
approved for recovery in rates 


 
    


Other regulatory assets excluded from rate base          
Future recovery of income taxes j 9  4,930  354  1,000  6,284 
Future recovery of non-pension post-retirement 


benefits k 
 
9  2,497  —  —  2,497 


   7,427  354  1,000  8,781 


Total net regulatory assets   11,773  (4,662)  3,541  10,652 
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5. FINANCIAL STATEMENT EFFECTS OF RATE REGULATION (continued) 
 
Year Ended December 31, 2010 
 
[$ in thousands] 


 
 
 


Description 


 
 
 
 
 


Note 


Balance, 
beginning 


of year 


 
 


Net 
(deferral) 


recovery of 
amounts Amortization 


Balance, 
end of year 


Subject to rate regulation and approval for 
recovery in rates 


 


    
Amounts included in rate base 


     
Rate stabilization adjustment mechanism a   (889)  2,418  —  1,529 
Pipeline rehabilitation costs b   981  483  (185)  1,279 
Plant gains and losses c   245  —  (27)  218 
Other d   834  398  (253)  979 
   1,171  3,299  (465)  4,005 
Amounts excluded from rate base          
Deactivated assets e   3,337  122  (625)  2,834 
Other f   (65)  369  213  517 
   3,272  491  (412)  3,351 
 9  4,443  3,790  (877)  7,356 
Other regulatory assets (liabilities) excluded 
from rate base 


 
        


Gas purchase variance recoverable g   1,165  3,333  —  4,498 
LNG Partners option fees deferral h 13  (2,385)  (214)  99  (2,500)
West Fraser termination payment deferral i 13  —  (5,151)  143  (5,008)
   (1,220)  (2,032)  242  (3,010)


Sub-total   3,223  1,758  (635)  4,346 


Subject to rate regulation but not yet 
approved for recovery in rates 


 
    


Other regulatory assets excluded from rate base          
Future recovery of income taxes j 9  3,546  484  900  4,930 
Future recovery of non-pension post-retirement 


benefits k 
 
9  2,373  124  —  2,497 


   5,919  608  900  7,427 


Total net regulatory assets   9,142  2,366  265  11,773 
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5. FINANCIAL STATEMENT EFFECTS OF RATE REGULATION (continued) 
 
a – Rate stabilization adjustment mechanism 
 
The Company is authorized by the Commission to maintain a rate stabilization adjustment mechanism 
(“RSAM”) regulatory account to mitigate the effect on its earnings of volatility in deliveries to certain 
customers caused principally by volatility in weather and in the cost of natural gas. The RSAM account 
accumulates the margin impact of variations in the actual versus forecast use for residential and small 
commercial customers. Balances in the RSAM account are recovered in customer rates over a three-year 
period based on forecast deliveries. During 2011, approximately $0.5 million before income taxes of the 
December 31, 2010 RSAM balance was recovered in customer rates [2010 – $0.4 million]. 
 
b – Pipeline rehabilitation costs 
 
The cost of carrying out temporary repairs of pipeline breaks, as well as the related undepreciated net book 
value of pipeline assets destroyed as a result of pipeline breaks, are recorded in regulatory accounts for 
future recovery from customers. In addition, the cost of investigative work and repair of pipeline assets at 
risk due to stress, corrosion, cracking or other material defects is deferred for future recovery in customer 
rates. Amounts added to the pipeline rehabilitation cost regulatory account are recovered in customer rates 
over a ten-year period.  
 
c – Plant gains and losses 
 
Gains and losses on the disposal or retirement of capital assets are recorded in this regulatory account. 
Management expects that this regulatory asset will be recovered from customers through future rates. The 
recoverability and amortization of these costs is to be addressed as part of the Company’s 2012 revenue 
requirements application. 
 
d – Other amounts included in rate base 
 
The balance of other amounts included in rate base is comprised of various items, each less than $0.5 
million, that are approved for recovery from customers in future rates and are subject to a regulatory return. 
Items making up this balance include a regulatory account to capture adjustments to benchmark returns on 
equity for inclusion in future customer rates, a regulatory account for the recovery of lost margin from 
certain industrial customers whose actual deliveries varied from deliveries forecast for rate-setting 
purposes, and a regulatory account to recover the difference between actual and forecast property taxes. 
Amounts added to these accounts are recovered in customer rates over varying periods, from one to three 
years.  
 
e – Deactivated assets 
 
Subsequent to the closure of Methanex Corporation’s Kitimat methanol plant in January 2006, the 
Company identified certain plant, property and equipment as no longer required on an ongoing basis to 
provide service to its customers. In 2006, the Commission approved the removal from rate base of 
compressor facilities, pipeline loops and various other fixed assets with a net book value of $5.0 million. 
This amount was transferred to a non-rate-base, interest-bearing regulatory account effective December 31, 
2005, and is being amortized on a straight-line basis over a ten-year period commencing 2006. In the 
negotiated settlement process (“NSP”) of the 2011 revenue requirement application, the Commission 
approved reclassifying these assets back into property, plant and equipment in anticipation of the 
reactivation of these facilities in the near future. 
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5. FINANCIAL STATEMENT EFFECTS OF RATE REGULATION (continued) 
 
f – Other amounts excluded from rate base 
 
The balance of other amounts excluded from rate base is comprised of various items, each less than $0.5 
million, that are approved for recovery from customers in future rates, but are not subject to a regulatory 
return. Items making up this balance include an interest deferral mechanism approved by the Commission 
to mitigate exposure to fluctuations in floating interest rates on short- and long-term debt, and provisions 
for recovery of the net book value of assets no longer in service. Amounts added to these regulatory 
accounts are recovered in customer rates over varying periods, from one to ten years.  
 
g – Gas purchase variance recoverable  
 
Gas purchase variance recoverable amounts arise due to unanticipated commodity cost and demand 
fluctuations between actual natural gas costs and forecast natural gas costs as recovered in rates. As 
directed by the Commission, gas purchase variance amounts are recovered from or refunded to customers 
on a straight-line basis generally over a one year period. This balance also includes the fair value of 
derivative financial instruments used in hedging future gas costs. For 2011, amounts refunded and credited 
to cost of gas was $1.3 million before income taxes [2010 – $2.3 million].  
 
h – LNG Partners option fees deferral 
 
In 2009, Merrill Lynch paid $2.5 million in option and extension fees to the Company to secure excess 
firm pipeline capacity. In 2010, further deposits totaling $2.0 million were paid to the Company and the 
agreement between the Company and Merrill Lynch was assigned and novated by Merrill Lynch to LNG 
Partners, LLC (“LNG Partners”). Pursuant to the Commission approved negotiated settlement agreement 
for the Western system 2009 revenue requirements application, the Company has recorded these amounts 
as an interest bearing, non-rate base regulatory liability to be credited to cost of service in future years. 
Also pursuant to the 2010 negotiated settlement, the Company has drawn down $2.0 million of the LNG 
Partners option fees deferral to offset the full balance of the Western system’s common equity deferral 
account that was set up during 2009 and 2010 following the capital structure and equity risk premium 
application. In 2011, the Company received additional deposits of $2.0 million and drew down $1.6 
million in accordance with the NSP of the 2011 revenue requirement application. 
 
i – West Fraser Timber Co. Ltd. termination payment deferral 
 
On May 31, 2010, West Fraser Timber Co. Ltd. (“West Fraser”) provided the Company with the required 
six months cancellation notice to terminate the transportation service agreement related to its Kitimat B.C. 
linerboard mill. West Fraser continued to pay the monthly demand charge due under the transportation 
agreement until November 30, 2010 and then made a termination payment of just over $5.0 million on 
December 1, 2010. The termination payment is being amortized over a period of 37 months, the remaining 
life of the agreement as agreed upon in the 2011 NSP of the revenue requirement application.  In addition, 
as was the case with the closure of the Methanex plant, lost future revenues from the West Fraser contract 
are expected to be recoverable through standard rate applications to the Commission. If this is the case, the 
Company anticipates limited impact on future earnings.  
 
j – Future recovery of income taxes 
 
This balance represents future income taxes that are not recovered through the current rate-making 
methodology as prescribed by the Commission. This regulatory asset is adjusted to reflect changes in the 
underlying temporary differences and for changes in future income tax rates. Management expects that this 
regulatory asset will be recovered through future rates. 
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5. FINANCIAL STATEMENT EFFECTS OF RATE REGULATION (continued) 
 
k – Future recovery of non-pension post-retirement benefits 
 
This balance represents the non-pension post-retirement liability that is not recovered through the current 
rate-making methodology as prescribed by the Commission. Management expects that this regulatory asset 
will be recovered through future rates. 
 
Financial statement effect of rate regulation 
 
In order to comply with the regulatory requirements of the Commission, the timing of recognition of 
certain revenues and expenses may differ from that which would otherwise be required under GAAP for 
non rate-regulated entities. The following table illustrates the effect of the deferral treatment allowed for 
the items discussed above under rate-regulated accounting as compared to the corresponding treatment 
under GAAP for non rate-regulated entities on income before income taxes for both 2011 and 2010: 
 
Year Ended December 31, 2011  
    Increase 
  Net deferral  (decrease) in  
  (recovery)  income before 
[$ in thousands]  of amounts Amortization income taxes 
 
Rate stabilization adjustment mechanism  1,403 — 1,403 
Pipeline rehabilitation costs  (260) 223 (37) 
Plant gains and losses  — 28 28 
Other amounts included in rate base  379 4 383 
Deactivated assets  2,834 — 2,834 
Other amounts excluded from rate base  (167) 473 306 
Gas purchase variance recoverable  (435) — (435) 
LNG Partners option fees deferral  2,103 (1,582) 521 
West Fraser termination payment deferral  133 (1,687) (1,554) 
Future recovery of income taxes  (354) (1,000) (1,354) 
Future recovery of non-pension post-retirement benefits — — — 


  5,636 (3,541) 2,095 
 
Of the $3.5 million in amortization, the amount related to the West Fraser termination payment deferral of 
$1.7 million is included in revenue and the remaining $1.8 million is included as a credit in depreciation 
and amortization expense. 
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5. FINANCIAL STATEMENT EFFECTS OF RATE REGULATION (continued) 
 
Year Ended December 31, 2010  
    Increase 
  Net deferral  (decrease) in  
  (recovery)  income before 
[$ in thousands]  of amounts Amortization income taxes 
 
Rate stabilization adjustment mechanism  (2,418) — (2,418) 
Pipeline rehabilitation costs  (483) 185 (298) 
Plant gains and losses  — 27 27 
Other amounts included in rate base  (398) 253 (145) 
Deactivated assets  (122) 625 503 
Other amounts excluded from rate base  (369) (213) (582) 
Gas purchase variance recoverable  (3,333) — (3,333) 
LNG Partners option fees deferral  214 (99) 115 
West Fraser termination payment deferral  5,151 (143) 5,008 
Future recovery of income taxes  (484) (900) (1,384) 
Future recovery of non-pension post-retirement benefits (124) — (124) 


  (2,366) (265) (2,631) 
 
Of the $0.3 million amortization, the amount related to the West Fraser termination payment deferral of 
$0.1 million is included in revenue and the remaining $0.2 million amortization is included as a credit in 
depreciation and amortization expense. 
 
Other items affected by rate regulation 
 
Allowance for funds used during construction (“AFUDC”)  
 
AFUDC is included in the cost of plant, property and equipment and is depreciated over future periods as 
part of the total cost of the related asset. AFUDC includes both an interest component and a cost of equity 
component, as approved by the Commission. In the absence of rate regulation, generally accepted 
accounting principles would permit the capitalization of only the interest component. Therefore, the 
recording of the cost of equity component as a capitalized asset and the corresponding earnings recognized 
during the construction phase would not be recognized nor would the subsequent depreciation of the 
capitalized cost of equity component. It is not possible to make a reasonable estimate of the carrying value 
of the cost of equity component of AFUDC included in plant, property and equipment. The Company did 
not capitalize any AFUDC in 2011 or 2010. 
 
Deemed interest capitalization 
 
The Company is permitted to earn or charge a short-term interest return on regulatory assets and liabilities 
excluded from rate base. For 2011, interest was capitalized at 4.44% [2010 – 3.99%] on these amounts. In 
the absence of rate regulation, GAAP would not permit the capitalization of interest on deferrals. 
Therefore, the recording of capitalized interest as a component of regulatory assets or liabilities and the 
corresponding earnings adjustment would not be recognized nor would the subsequent amortization of the 
capitalized interest component. The amortization of capitalized interest resulted in additional amortization 
of $0.2 million in 2011 [2010 – $0.2 million]. 
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5. FINANCIAL STATEMENT EFFECTS OF RATE REGULATION (continued) 
 
Overhead and depreciation capitalization 
 
With the approval of the Commission, the Company capitalizes a percentage of certain operating, 
administrative and general costs into the rate base on an ongoing basis. Such treatment is accorded in 
recognition of the significance of plant, property and equipment constructed by the Company. The 
Company is also authorized to capitalize depreciation on equipment used in the construction of assets. The 
Company is allowed to earn a rate of return on the net book value of such capitalized costs in future years. 
In the absence of rate-regulated accounting, these costs would be charged to the consolidated statement of 
income in the period in which they occurred. In 2011, the Company capitalized $1.0 million of overhead 
costs [2010 – $1.9 million] and $0.2 million of depreciation expense [2010 – $0.3 million] to plant, 
property and equipment. 
 
Gains and losses on disposal of property, plant and equipment 
 
As directed by the Commission, when a fixed asset is retired or otherwise disposed of, the Company does 
not reflect a gain or loss in income. Entities not subject to rate regulation write off the net book value of the 
retired asset and include any resulting gain or loss in current operating results. Since the Company does not 
calculate depreciation expense for individual assets, it cannot identify or quantify gains or losses on the 
retirement of a fixed asset in any given year which would have been recorded had the Company not been 
subject to rate regulation. 
 
Derivative instruments and hedging 
 
To be recorded as a hedging instrument under GAAP for non rate-regulated entities, a derivative 
instrument has to be designated as such and meet certain criteria for effectiveness. If a derivative 
instrument does not meet the designation criterion, the effectiveness criterion or the documentation 
requirements necessary for designation as a hedging instrument, it is recorded at its fair value and any 
resulting realized or unrealized gains and losses are included in income. In the absence of rate regulation, 
the Company would have had to consider whether to adopt hedge accounting as outlined in CICA 
Handbook Section 3865, Hedges, and ensure its documentation and effectiveness testing met the specified 
criteria. Since the accounting for these derivative instruments is determined by rate regulation, the 
Company has chosen not to pursue the required designations, nor to fulfill the documentation and 
effectiveness criteria required to account for these instruments as hedging instruments under GAAP for non 
rate-regulated entities. 
 
 
6. INVENTORIES OF NATURAL GAS AND SUPPLIES 
 
[$ in thousands] 2011 2010 
 
Natural gas (line pack) 822 681 
Materials and supplies 82 83 
  904 764  
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7. PLANT, PROPERTY AND EQUIPMENT 
 
As at December 31, 2011 
 Average   Net 
 Depreciation  Accumulated Book 
[$ in thousands] Rate (%) Cost Depreciation Value 
 
Transmission plant 1.7 198,126 95,896 102,230 
Distribution plant 1.9 104,761 42,365 62,396 
General plant 7.8 23,973 11,971 12,002 
Hydroelectric plant 2.5 19,498 823 18,675 
Processing plant 1.4 1,454 232 1,222 
Hydroelectric development project —  2,235 — 2,235 
Construction in progress —  711 — 711 
 2.2 350,758 151,287 199,471 
Capital supplies inventory —  925 — 925 


 2.2 351,683 151,287 200,396 
  
As at December 31, 2010 
 Average   Net 
 Depreciation  Accumulated Book 
[$ in thousands] Rate (%) Cost Depreciation Value 
 
Transmission plant 2.7 191,476 92,738 98,738 
Distribution plant 2.5 102,346 40,737 61,609 
General plant 4.4 23,282 9,509 13,773 
Hydroelectric plant 2.5 19,471 339 19,132 
Processing plant 1.7 1,466 401 1,065 
Construction in progress —  756 — 756 
 2.9 338,797 143,724 195,073 
Capital supplies inventory —  1,103 — 1,103 


 2.9 339,900 143,724 196,176 
 
The following table provides information on the changes in the balance of plant, property and equipment 
cost: 
 
[$ in thousands] 2011 2010 
 
Cost, beginning of year 338,797 312,994 
Acquisition of McNair Creek — 19,467 
Capital expenditures, net of contributions in aid of construction 10,179 7,104 
Depreciation capitalized 203 321 
Transfer from (to) regulatory asset 2,832 (6) 
Plant retirements (1,253) (1,083) 


Cost, end of year 350,758 338,797 
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7. PLANT, PROPERTY AND EQUIPMENT (continued) 
 
The following table provides information on the changes in the balance of accumulated depreciation for 
plant, property and equipment: 
 
[$ in thousands] 2011 2010 
 


Accumulated depreciation, beginning of year 143,724 135,631 
Depreciation expense 7,374 8,808 
Depreciation capitalized 203 321 
Transfer from (to) regulatory asset 856 (4) 
Plant retirements (870) (1,083) 
Salvage on plant retirements — 51 


Accumulated depreciation, end of year 151,287 143,724 
 
During the year, the Company received contributions in aid of construction of $0.5 million [2010 – $0.7 
million], which have been recorded as a reduction to the cost of distribution plant. 
 
 
8. INTANGIBLE ASSETS 
 
As at December 31, 2011 
 Average   Net 
 Amortization  Accumulated Book 
[$ in thousands] Rate (%) Cost Amortization Value 
 


Land rights – indefinite life — 1,543 81 1,462 
Land rights – finite life 6.7 15 1 14 
Computer software 8.3 916 603 313 


  2,474 685 1,789 
 


As at December 31, 2010 
 Average   Net 
 Amortization  Accumulated Book 
[$ in thousands] Rate (%) Cost Amortization Value 
 


Land rights – indefinite life 0.3 1,512 81 1,431 
Land rights – finite life — 15 — 15 
Computer software 7.2 847 527 320 


  2,374 608 1,766 
  
The following table provides information on the changes in the balance of the cost of intangibles: 
 
[$ in thousands] 2011 2010 
 


Cost, beginning of year 2,374 2,337 
Purchase of intangibles 69 22 
Transfer from regulatory asset 31 — 
Acquisition of McNair Creek — 15 


Cost, end of year 2,474 2,374 
 
Amortization of intangible assets for the year was $0.1 million [2010 – $0.1 million].
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9. REGULATORY AND OTHER ASSETS 
 
[$ in thousands] 2011 2010 
 
Regulatory assets [note 5] 3,413 7,356 
Future recovery of income taxes [note 5] 6,284 4,930 
Future recovery of non-pension post-retirement benefits [notes 5 and 13] 2,497 2,497 
Accrued pension benefit asset [note 14] 3,419 2,473 
Other 796 403 


  16,409 17,659 
 
 
10. INCOME TAXES 
 
[$ in thousands] 2011 2010 
 
Current income taxes (recovery) (399) 603 
Future income taxes 806 1,458 


  407 2,061 
 
Income tax expense varies from the amount that would be expected if current statutory rates were applied 
to income before income taxes for the following reasons: 
 
[Percent]  2011 2010 
 
Combined Canadian federal and provincial statutory  


income tax rates, including surtaxes  26.5 28.5 
Increase (decrease) in income taxes resulting from: 


Regulatory adjustment  (8.6) (4.4) 
Non-taxable income  (7.1) (2.9)  
Other items  0.1 (0.2) 


Effective rate of income taxes  10.9 21.0 
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10. INCOME TAXES (continued) 
 
Future income taxes 
 
Future income tax assets and liabilities are comprised of the following: 
 
[$ in thousands] 2011 2010 
 


Future income tax asset (liability): 
Plant, property and equipment (19,426) (18,672) 
Employee future benefits (1,138) (815) 
Gas purchase variance account (62) 468 
Other regulatory assets and liabilities (608) (1,237) 
Other 449 625 


  (20,785) (19,631) 
 
Comprised of: 
Current future income tax assets 363 468 
Non-current future income tax liabilities (21,148) (20,099) 


  (20,785) (19,631) 
 
 
11. BANK INDEBTEDNESS 
  
Under the Company’s bank operating facility, $25.0 million is available for working capital purposes 
[2010 – $25.0 million] through cash draws in the form of prime-rate advances or bankers’ acceptance and 
the issuance of letters of credit. The bank operating facility has a term of 18 months, expiring May 28, 
2012, and is collateralized by a charge on the Company’s accounts receivable and inventories. Draws on 
the operating facility bear interest at prime rate plus 1% or bankers’ acceptance rates plus 3% [December 
31, 2011 – 4.00% interest rate; December 31, 2010 – 4.00% interest rate] and are subject to a stand-by fee 
of 0.35%.  
 
Utilization of the bank operating facility is summarized below: 
 
[$ in thousands] 2011 2010 
 
Prime-rate advances 11,260 4,836 
Letters of credit 2,634 3,641 


  13,894 8,477 
 
Letters of credit issued under the bank operating facility secure the Company’s obligations under its 
Supplemental Retirement Plan and certain obligations related to McNair Creek. 
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12. LONG-TERM DEBT 
  
[$ in thousands]  2011 2010 
 
Secured Debentures – regulated activities [a] 
5-year Revolver due January 30, 2015, with draws available as prime-rate 
advances or bankers’ acceptances bearing interest at CDOR plus 1.325% 
[December 31, 2011 – 4.354%; December 31, 2010 – 4.371%] and 
subject to a stand-by fee of 0.50%. 20,000 16,000 


RoyNat Debenture due September 15, 2017, bearing interest at a floating 
rate set monthly at the average one-month CDOR [December 31, 2011 – 
3.699%; December 31, 2010 – 3.689%], payable in monthly instalments 
of $0.1 million, beginning on September 15, 2010, with a final instalment 
of $6.6 million at maturity. 13,400 14,600 


2018 Series Debenture, 8.75% due November 15, 2018, payable in 
annual instalments of $0.6 million through to 2013 and $1.0 million in 
each of  the years 2014 to 2017, with a final instalment of $7.0 million at 
maturity. 12,200 12,800 


2025 Series Debenture, 9.30% due July 18, 2025, payable in annual 
instalments of $0.5 million, with a final instalment of $9.5 million at 
maturity. 16,000 16,500 


2027 Series Debenture, 6.90% due December 2, 2027, payable in annual 
instalments of $0.5 million, with a final instalment of $9.5 million at  
maturity. 17,000 17,500 


2011 Series Debenture, 10.75% due December 13, 2011, payable with an 
instalment of $0.8 million in 2010, with a final instalment of $5.0 million 
at maturity.  — 5,000  


 78,600 82,400 
Secured Debentures – non-regulated activities [b] 


2024 CFI Debenture, 7.39% due November 1, 2024, payable in monthly 
blended principal and interest mortgage-style instalments that total to  
$1.1 million annually. 8,775 9,167 
 87,375 91,567  
Less: Debt issue costs (536)  (614) 
 86,839 90,953 
Long-term debt due within one year [c] (3,222) (8,192) 


 83,617 82,761 
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12. LONG-TERM DEBT (continued) 
 
[a] Collateral for the Secured Debentures consists of a specific first mortgage on substantially all of the 


Company’s plant, property and equipment and gas purchase and gas sales contracts, and a first floating 
charge on other property, assets and undertakings.  


 
[b] Collateral for the 2024 CFI Debenture consists of first fixed specific and floating charges and a 


security interest over all the assets and undertakings of McNair Creek and a first security interest over 
all the ownership interests of the Company and its partner in McNair Creek. 


 
[c] Principal repayments of long-term debt during the next five years and thereafter are as follows: 


   
[$ in thousands]   
 


2012 3,222 
2013 3,254 
2014 3,689 
2015 23,726 
2016 3,767 
Thereafter 49,717 


 87,375 
 
 
13. REGULATORY AND OTHER LIABILITIES 
 
[$ in thousands] 2011 2010 
 
LNG Partners option fees deferral [note 5] 3,021 2,500 
West Fraser Timber Co. Ltd. termination payment deferral [note 5] 3,454 5,008 
Accrued non-pension post-retirement benefit liability [note 14] 2,502 2,497 
Derivative financial instruments – non-current [note 18] — 476 
Other 198 411 


  9,175 10,892 
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14. EMPLOYEE FUTURE BENEFIT PLANS 
 
The Company and its subsidiary have a number of funded and unfunded defined benefit plans, as well as 
defined contribution plans, that provide pension, other retirement and post-employment health and life 
insurance benefits for most employees.  
 
Total cash payments for employee future benefits included the following: 
 
[$ in thousands]  2011 2010 
 
Defined benefit plans  2,282 2,312 
Defined contribution plans  27 27 
Non-pension post-retirement plans  563 150 
Non-pension post-retirement benefits paid  214 243 


  3,086 2,732 
 
[a] Defined benefit pension plans 
 
The measurement dates of the funded plans, as well as the effective dates of the most recent actuarial 
valuations and the next required actuarial valuations for the purpose of funding the funded plans are as 
follows: 
 
  2011 2010 
 
Measurement date of the plan assets  
 and accrued benefit obligation September 30, 2011 September 30, 2010 
Effective date of the most recent actuarial  
 valuation report for funding purposes December 31, 2009 December 31, 2009 
Effective date of the next required actuarial  
 valuation report for funding purposes December 31, 2012 December 31, 2012 
 
Benefits earned under the defined benefit plans are principally based on years of service and average 
earnings. Information about the Company’s defined benefit pension plans is as follows: 
  
[$ in thousands]  2011 2010 
 
Accrued benefit obligations: 
Balance, beginning of year  29,275 23,370 
Current service cost  1,104 761 
Employees’ contributions  23 15 
Interest cost  1,554 1,512 
Benefits paid  (1,029) (1,004) 
Actuarial losses  889 4,621 


Balance, as at measurement date  31,816 29,275 
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14. EMPLOYEE FUTURE BENEFIT PLANS (continued) 
 
[$ in thousands]  2011 2010 
 
Plan assets: 
Fair value, beginning of year  21,879 19,316 
Actual (loss) return on plan assets  (486) 1,489  
Employer contributions  2,260 2,063 
Employees’ contributions  23 15 
Benefits paid  (1,029) (1,004)  


Fair value, as at measurement date  22,647 21,879 
 
Funded status: 
Plan deficit  (9,169) (7,396) 
Unamortized net actuarial losses  12,052 9,355 
Unamortized transitional asset  (38) (38) 
Accrued benefit asset, as at measurement date  2,845 1,921 
Employer contributions between measurement date and end of year  574 552 


Accrued benefit asset, end of year [note 9]  3,419 2,473 
 
The following is a summary of the significant actuarial assumptions used in measuring the Company’s 
accrued pension benefit obligations: 
 
[Percent]  2011 2010 
 
Accrued benefit obligation as of December 31,  
with a measurement date of September 30: 
Discount rate  5.10 5.30 
Rate of compensation increase  3.25 3.25 
 
Benefit cost for years ended December 31,  
with a measurement date of September 30: 
Discount rate  5.30 6.50  
Expected long-term rate of return on plan assets  7.00 7.00  
Rate of compensation increase  3.25 3.25  
 
The following table shows the allocation of the pension plan assets at the measurement dates: 
 
[Percent]  2011 2010 
 
Asset category: 
Equity securities 61 62 
Debt securities 35 35 
Other 4 3 


 100 100 
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14. EMPLOYEE FUTURE BENEFIT PLANS (continued) 
 
The Company’s pension plan expense is as follows: 
  
[$ in thousands]  2011 2010 
 
Current service cost  1,104 761  
Interest cost  1,554 1,512  
Expected return on plan assets  (1,688) (1,481)  
Amortization of net actuarial loss  366 47  
Amortization of transitional asset  — 2 
Net defined benefit pension plan expense  1,336 841 
Defined contribution pension plan expense  27 27 


Total pension expense  1,363 868 
 
[b] Non-pension post-retirement benefits 
 
The following is a summary of the significant actuarial assumptions used in measuring the Company’s 
accrued non-pension post-retirement benefit obligations: 
 
[Percent]  2011 2010 
 
Accrued benefit obligation as of December 31,  
with a measurement date of September 30: 
Discount rate  5.10 5.30  
 
Benefit cost for years ended December 31,  
with a measurement date of September 30: 
Discount rate  5.30 6.50 
Expected long-term rate of return on plan assets  3.50 3.50  
 
Information about the Company’s non-pension post-retirement benefit obligation is as follows: 
 
[$ in thousands]  2011 2010 
 
Accrued benefit obligations: 
Balance, beginning of year  6,531 4,930  
Current service cost  224 150 
Interest cost  346 317 
Benefits paid  (214) (243) 
Actuarial (gain) loss  (68) 1,377 


Balance, as at measurement date  6,819 6,531 
 
Plan assets: 
Fair value, beginning of year  1,122 943 
Actual (loss) return on plan assets  (22) 28 
Employer contributions  420 394 
Benefits paid  (214) (243) 


Fair value, as at measurement date  1,306 1,122 
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14. EMPLOYEE FUTURE BENEFIT PLANS (continued) 
 
[$ in thousands]  2011 2010 
 
Funded status: 
Plan deficit  (5,513) (5,409) 
Unamortized net actuarial losses  1,791 1,889 
Unamortized transitional obligation  863 986 
Benefit liability, as at measurement date  (2,859) (2,534) 
Employer contributions between measurement date and end of year  357 37 


Accrued benefit liability, end of year [note 13]  (2,502) (2,497) 
 
The assumed extended health care cost trend used for measurement purpose is 10.0% per annum, grading 
down over 5 years to 5.0% and remaining at that level thereafter. The assumed dental premium trend used 
for measurement purposes is 7.0% per annum for the first 10 years and 6.0% per annum thereafter. 
 
The Company’s non-pension post-retirement benefit expense is as follows: 
  
[$ in thousands]  2011 2010 
 
Current service cost  224 150 
Interest cost  346 317 
Expected return on plan assets  (43) (36) 
Amortization of transitional obligation  123 123  
Amortization of net actuarial loss  95 1  


Non-pension post-retirement benefit plan expense, accrual method  745 555 
 
For 2011, the full amount of the non-pension post-retirement benefit plan expense [2010 - $0.4 million] 
has been recovered in customer rates and is recognized in the Company's administration and general 
expense. The 2010 difference of $0.1 million was recorded as an increase in the future recovery of non-
pension post-retirement benefits asset [see note 9]. 
 
For 2011, the effects of a one percentage point change in assumed health-care cost trend rates would have 
the following effects: 
 
  1% increase 1% decrease 
[$ in thousands]  in rate in rate 
 
Increase (decrease) in accrued benefit obligation  1,029 (810) 
Increase (decrease) in current service and interest costs  109 (82) 
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15. SHARE CAPITAL 
 
[a] Preferred shares 
  
[$ in thousands]  2011 2010 
 
Authorized 
1,400,000 cumulative redeemable junior preferred shares with a par 


value of $10 
 200,000 6.75% cumulative redeemable preferred shares with a par 


value of $25 each 


Issued 
 200,000 6.75% cumulative redeemable preferred shares 5,000 5,000 
 
The 6.75% cumulative redeemable preferred shares are entitled to the payment of fixed cumulative 
preferential cash dividends. These shares are non-voting and are redeemable at the option of the Company 
at $26.00 per share plus any accrued and unpaid dividends at the date of redemption. Dividends of $1.6875 
per preferred share were declared and paid on preferred shares in 2011 [2010 – $1.6875]. 
 
On January 23, 2012, subsequent to the end of the reporting period, the Company announced its intention 
to redeem all of its 6.75% cumulative redeemable preferred shares on February 27, 2012 [see note 25]. 
 
[b] Common shares 
 
[$ in thousands]  2011 2010 
 
Authorized 
 Unlimited Voting common shares with a par value of $2.50 each 


Issued 
 3,786,104 Common shares [2010 – 3,615,144] 9,465 9,038 
 
The Company issued 170,960 common shares in 2011 upon the exercise of employee share options [2010 
– 59,180] [see note 16].  
 
The holders of ordinary shares are entitled to receive dividends as declared by the Company from time to 
time. In 2011, dividends of $7.20 per common share were declared and paid on common shares [2010 – 
$1.14], including $1.20 per common share in regular dividends and $6.00 in special dividends related to 
the gain on sale of the Company’s interest in PTP [see note 4]. 
 
On December 20, 2011, all of the Company’s outstanding common shares were acquired by AltaGas 
Utility Holdings (Pacific) Inc., a wholly-owned subsidiary of AltaGas Ltd. [see note 3]. 
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16. SHARE-BASED COMPENSATION 
 
Share option plan 
 
Under the acquisition agreement with AltaGas [see note 3], there was a condition precedent to the 
completion of the arrangement that all of the Company’s outstanding share options, vested and unvested, 
be exercised, repurchased or terminated.  As at December 19, 2011, the Company accelerated the vesting 
of all outstanding unvested share options and recorded a share-based compensation expense of $0.1 million 
related to this action.  Following this, the Company repurchased all outstanding share options from holders 
for total cash consideration of $2.9 million, representing the spread between $36.75 and the options’ 
exercise price.  The Company’s share option plan was effectively terminated as at this date. 
 
Historically, the Company’s share stock option incentive plan provided for grants of share options to 
certain of its employees. Share options were granted at an exercise price equal to the closing price of the 
common shares on the Toronto Stock Exchange determined as of the trading day immediately preceding 
the date of the option grant. Share options generally vested in five equal stages with the first stage vesting 
on the date of the grant, and the remainder in four equal annual stages commencing on the first anniversary 
of the date of the grant. The maximum term of options awarded was ten years. 
 
The Company made use of the fair-value method of accounting for share-based compensation. The fair 
value of each option grant was estimated on the date of the grant using the Black-Scholes option pricing 
model. The following weighted-average assumptions were used in computing the fair value of share 
options granted for the periods noted: 
 


  2011 2010 
Dividend yield  4.6% 4.9%  
Expected volatility (annualized)  20.0% 20.2%  
Risk-free interest rate  2.8% 3.2%  
Expected life (years)  7.5 7.5  
 
Options granted in 2011 had an individual fair value of $3.08 per option [2010 – $2.66 per option]. The 
Company recognized a share-based compensation expense of $0.2 million related to share options for the 
year ended December 31, 2011 [2010 – $0.1 million]. 
 
A summary of the changes to the Company’s stock option plan during the years ended December 31, 2011 
and 2010 is as follows: 


 2011 2010 
  Weighted-  Weighted- 
  average  average
 Number exercise Number exercise
 of options price [$] of options price [$] 


Outstanding, beginning of year 311,360 16.90 332,240 15.85 
Granted 34,500 26.27 38,300 22.72 
Exercised (170,960) 15.87 (59,180) 14.66  
Forfeited (3,100) 24.67 — — 
Repurchased (171,800) 19.70 — — 


Outstanding, end of year — — 311,360 16.90 


Options exercisable, end of year — — 228,934 16.79 
Weighted-average remaining contractual life 
of outstanding options — 5.6 years  
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16. SHARE-BASED COMPENSATION (continued) 
 
Deferred share unit plan 
 
Under the acquisition agreement with AltaGas [see note 3], there was a condition precedent to the 
completion of the arrangement that all of the outstanding units in the Company’s deferred share unit 
(“DSU”) plan be redeemed.  As at December 19, 2011, the Company redeemed all outstanding deferred 
share units from holders.  The Company’s DSU plan was effectively terminated as at this date. 
 
The Company’s DSU plan for non-employee directors permitted directors to elect to allocate all or a 
portion of their annual compensation as deferred share units. The units vested upon issuance and the 
number of units to be issued was based on the participant’s compensation payable on that date divided by 
the fair market value of a common share of the Company. These units accumulated dividend equivalents in 
the form of additional units based upon the dividends paid on the Company’s common shares. Units were 
redeemable for cash or shares only following termination of service on the Board of Directors. The value 
of the deferred share units when converted to cash was to be equivalent to the market value of the 
Company’s common shares at the time the conversion took place. 
 
DSU is a term used to describe a method of paying an incentive to participants. DSU’s are not securities 
and do not entitle participants to the exercise of voting rights, the receipt of dividends or the exercise of 
any other rights attached to ownership of shares. Shares delivered under the DSU plan to departing 
participants are purchased in the open market by a trustee on behalf of the participant. 
 
Details of the DSU plan are as follows: 
 
Continuity 
[Units]  2011 2010 
 
Outstanding, beginning of year 31,146 24,545 
Issued during year 14,161 6,601 
Redemptions (45,307) — 


Outstanding, end of year — 31,146 
 
Liability  
[$ in thousands]  2011 2010 
 
Balance, beginning of year 934 460 
Expensed 731 474 
Redemptions (1,665) — 


Balance, end of year — 934 
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17. FINANCE FEES 
 
[$ in thousands] 2011 2010 
 
Interest on long-term debt 6,495 6,100 
Interest on short-term debt 223 102 
  6,718 6,202 
Imputed interest on regulatory assets and liabilities 243 202 


  6,961 6,404 
 
 
18. FINANCIAL INSTRUMENTS 
 
Financial instruments by category 
 
The fair value of the Company’s financial instruments, including derivatives, reflects a point in time 
estimate based on information about the instruments as at the balance sheet dates. The estimates involve 
uncertainties and judgment and may not be relevant in predicting future earnings or cash flows. 
 
Non-derivative financial instruments 
 
The Company has designated its non-derivative financial instruments as follows: 
 
[$ in thousands] December 31, 2011  December 31, 2010 
 Carrying Estimated Carrying Estimated 
 value fair value value fair value 
 
Held for trading 
Cash and cash equivalents 1,548 1,548 1,301 1,301 
 


Loans and receivables 
Accounts receivable 19,495 19,495 23,016 23,016 
 


Other financial liabilities 
Bank indebtedness 11,260 11,260 4,836 4,836 
Accounts payable and accrued liabilities 18,824 18,824 18,909 18,909 
Long-term debt, including current portion 86,839 97,823 90,953 100,735 
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18. FINANCIAL INSTRUMENTS (continued) 
 
The fair values of financial instruments included in current assets and current liabilities in the Company’s 
consolidated balance sheets approximate their fair value, reflecting the short-term maturity of these 
instruments. The fair value of the Company’s long-term debt is estimated by reference to quoted market 
prices for similar instruments, taking into account credit risk. 
 
Derivative financial instruments 
 
The Company hedges exposures to fluctuations in natural gas prices through the use of derivative financial 
instruments.  The Company has two hedge lines of credit, each is secured by the pledge of a $20.0 million 
debenture.  One line is with the provider of the Company’s bank operating line and the other is with 
another Canadian bank.  Under either hedge line if the credit exposure of the provider exceeds $20.0 
million, the Company is required to provide cash collateral to the extent of the excess credit exposure.  
 
The facility with the Company’s operating line provider has one financial covenant which requires the 
Company’s debt leverage not to exceed 65 percent.  The second facility has two financial covenants, one 
which requires the Company’s debt leverage not to exceed 65 percent, and the second which requires the 
Company to maintain a minimum interest coverage of 1.5 times using earnings before interest, income 
taxes and expenditures on the KSL Project to a maximum of $10.0 million. Further, if the Company’s 
secured debt rating is less than BBB (low) or the Company has no debt rating, the interest coverage 
requirement is 2.0 times or higher.  
 
These risk management facilities allow the Company to hedge natural gas purchases in accordance with its 
annual gas contracting and gas supply price risk management plan and to enter into interest rate hedging 
transactions. The Company has not entered into any new hedging arrangements since February 2011.  In 
July 2011, the Company withdrew its 2011 price risk management plan from consideration by the 
Commission and ceased its program to hedge natural gas purchases. Existing hedges will expire by 
October 2012.  
 
The following table summarizes the valuation of the Company’s derivative financial instruments related to 
natural gas supply as at December 31: 
 
As at December 31, 2011   Estimated 
   Percent of   net fair value 
  Notional annual gas Delivery  Price receivable 
Financial instrument   quantity purchases period  range (payable) 
  (gigajoules) (%)    (per gigajoule) ($000’s) 
 
Fixed-price contracts  910 000 10.2 Jan 2012 – Mar 2012 $4.16 (1,484) 
Natural gas swap contracts  1 751 500 19.8 Jan 2012 – Oct 2012 $3.93 to $5.56 (3,153) 
Collar contracts  53 500 0.6 Apr 2012 – Oct 2012 $3.80 (floor) - $5.31 (cap) (61) 


 2 715 000 30.6 (4,698) 
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18. FINANCIAL INSTRUMENTS (continued) 
 
As at December 31, 2010   Estimated 
   Percent of   net fair value 
  Notional annual gas Delivery  Price receivable 
Financial instrument   quantity purchases period  range (payable) 
  (gigajoules) (%)    (per gigajoule) ($000’s) 
 
Fixed-price contracts  900 000 9.4 Jan 2011 – Mar 2011 $4.23 (678) 
Natural gas swap contracts  3 846 600 40.2 Jan 2011 – Oct 2012 $4.16 to $7.26 (5,453) 
Collar contracts  53 500 0.6 Apr 2012 – Oct 2012 $3.80 (floor) - $5.31 (cap) (8) 


 4 800 100 50.2 (6,139) 
 
The fair values reflect the estimated amounts that the Company would receive or pay at December 31 to 
terminate the fixed-price, swap and collar contracts based on the estimated future net cash flows under the 
terms of each contract.  
 
These estimated fair market values have no impact on earnings due to the regulated nature of the 
Company’s operations. Based on the current regulatory process, any gains or losses arising from utility 
related financial instruments would be treated as part of the cost of gas. 
 
As a result of the recognition of these derivative assets and liabilities, the gas cost variance payable account 
at December 31, 2011 reflects a decrease of $4.7 million [2010 – $6.1 million] in accordance with specific 
regulatory treatment. 
 
Fair value hierarchy 
 
The classification within the fair value hierarchy of the Company’s financial is summarized in the 
following table: 
 
December 31, 2011 


[$ in thousands] Level 1 Level 2 Level 3 Total 
     
Liabilities     
Derivative financial instruments – current  —  4,698  —  4,698 


  
December 31, 2010 


[$ in thousands] Level 1 Level 2 Level 3 Total 
     
Assets     
Derivative financial instruments  —  33  —  33 
     
Liabilities     
Derivative financial instruments – current  —  5,696  —  5,696 
Derivative financial instruments – non-current [note 13]  —  476  —  476 
  —  6,172  —  6,172 


 
The Company uses valuation models to determine the fair value of its derivative instruments. The inputs to 
these models are primarily external observable inputs such as natural gas forward prices. 
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19. RISK MANAGEMENT 
 
Credit risk 
 
The Company is exposed to credit risk in the event that a customer or counterparty to a financial 
instrument fails to meet its contractual obligations and arises mainly from its accounts receivable and 
derivative financial instruments. In accordance with established credit approval practices, the Company 
deals only with recognized high credit quality institutions as counterparties to its derivative instruments 
and physical off system gas sales and does not expect any counterparties to fail to meet its obligations. 
Should the Company incur a financial loss with respect to its regulated operations as a result of the failure 
of counterparty to meet its obligations, the Company would require regulatory approval to recover related 
costs through future rate adjustments. As at December 31, 2011 and 2010, all of the Company’s derivative 
instruments were in a liability position, hence there is minimal exposure to credit risk on these instruments. 
 
The Company’s credit policy requires a review of each customer for creditworthiness and often will 
require residential and commercial customers to pay a customer deposit based on two times the highest 
estimated monthly gas consumption prior to the installation of service. For industrial customers, the 
Company has the right to require securities such as letters of credit should a customer fail to pay its bills. 
No letters of credit or alternate security are currently in place with any individual industrial customer.   
 
The Company establishes an allowance for doubtful accounts that represents its estimate of accounts 
receivable which may not be recoverable. The main components of this allowance are a specific provision 
that relates to individual significant exposures and a general provision for the core market (residential and 
commercial) customers based on past experience. The Company actively reviews the adequacy of its 
allowance for doubtful accounts. 
 
The following table shows the breakdown of accounts receivables by major customer class:  
 
[$ in thousands] 2011 2010 


Core market – residential and commercial 16,532 19,581 
Industrial customers 755 779 
Off-system sales customers 2,784 3,167 
Other 137 338 
 20,208 23,865 
Less: Allowance for doubtful accounts (713) (849) 


 19,495 23,016 
  
The following table sets forth details of the aging of accounts receivables: 
 
[$ in thousands] 2011 2010 


Unbilled revenues 8,118 11,991 
Past due 0 to 30 days (current) 11,261 11,119 
Past due 31 to 90 days 413 303 
Past due over 91 days 416 452 
 20,208 23,865 
Less: Allowance for doubtful accounts (713) (849) 


 19,495 23,016 
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19. RISK MANAGEMENT (continued) 
 
Changes in the allowance for doubtful accounts are as follows: 
 
[$ in thousands] 2011 2010 


Balance, beginning of year 849 2,044 
Provision for doubtful accounts — 265 
Write-off of bad debts, net of recoveries, and other (136) (1,460) 


Balance, end of year 713 849 
 
Liquidity risk 
 
Liquidity risk is the risk that the Company will not be able to meet obligations associated with financial 
liabilities and commitments as they become due. The Company manages liquidity risk through the 
management of its capital structure and financial leverage. It also regularly monitors actual and projected 
cash flows. The Company believes that future cash flows generated from operations and access to 
additional liquidity through capital and banking markets will be adequate to meet its financial obligations 
in the foreseeable future.  
 
As at December 31, 2011, the Company had utilized $13.9 million of its $25.0 million operating line 
facility [see note 11] and $20.0 million of the $35.0 million available under its revolving term facility [see 
note 12]. 
 
The Company maintains regular dialogue with the financial institution that provides these facilities and has 
no reason to believe the facilities will not be renewed upon maturity. See “Market Risk – Interest Rates” 
below for additional information on how this may impact the Company’s future results.  
 
Repayments of financial liabilities 
 
The Company’s financial liabilities as at December 31, 2011 and as at December 31, 2010 include its bank 
indebtedness, accounts payable and accrued liabilities, natural gas derivatives and long-term debt. The 
tables below summarize the Company’s financial liabilities in relevant maturity groupings based on the 
remaining period from the balance sheet dates to the contractual maturity date.  
 
 Expected payments by period, as at December 31, 2011 


[$ in thousands] 
 


Description 
Within 
1 year 


  
2 to 3 
years 


 
 


4 to 5 
years 


More than 
5 years 


Total 
contractual 
cash flows 


 
 


Carrying 
amount 


Non-derivative financial liabilities       
Bank indebtedness  11,260  —  —  —  11,260  11,260 
Accounts payable and accrued 


liabilities  18,824  —  —  —  18,824  18,824 
Long-term debt, including current 


portion  8,958  17,777  35,710  71,972  134,417  86,839 
       
Derivative financial liabilities       
Fixed-price contracts  1,484  —  —  —  1,484  1,484 
Natural gas swap contracts  3,153  —  —  —  3,153  3,153 
Collar contracts  61  —  —  —  61  61 


  43,740  17,777  35,710  71,972  169,199 121,621 
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19. RISK MANAGEMENT (continued) 
 
 
 Expected payments by period, as at December 31, 2010 


[$ in thousands] 
 


Description 
Within 
1 year 


  
2 to 3 
years 


 
 


4 to 5 
years 


More than 
5 years 


Total 
contractual 
cash flows 


 
 


Carrying 
amount 


Non-derivative financial liabilities       
Bank indebtedness  4,836  —  —  —  4,836  4,836 
Accounts payable and accrued 


liabilities  18,909  —  —  —  18,909  18,909 
Long-term debt, including current 


portion  14,502  17,392  32,812  79,682  144,388  90,953 
       
Derivative financial liabilities       
Fixed-price contracts  678  —  —  —  678  678 
Natural gas swap contracts  5,018  435  —  —  5,453  5,453 
Collar contracts  —  8  —  —  8  8 


  43,943  17,835  32,812  79,682  174,272 120,837 
 
Market risk 
 
Market risk is the risk that changes in market prices, including foreign exchange, interest rates and 
commodity prices will affect the fair value of the Company’s financial instruments. The Company is not 
exposed to any foreign exchange risks on its earnings. The Company’s overall market risk has not changed 
significantly from the prior year. 
 
Market risk – commodity prices 
 
The commodity cost of natural gas can be highly volatile. The Company utilizes derivative and other 
financial instruments in connection with the management of gas supply. The Company enters into forward, 
future, swap, fixed-price and option contracts to manage the impact of market fluctuations on assets, 
liabilities or other contractual commitments. Based on the current regulatory process, any gains or losses 
arising from utility related derivative financial instruments are treated as part of the flow through of gas 
supply costs in customer rates. 
 
For illustrative purposes, a one dollar per gigajoule decrease in the underlying forecast price of natural gas 
at December 31, 2011, with all other variables remaining constant, would result in the estimated net fair 
value payable related to natural gas commodity derivatives [see note 18] increasing from $4.7 million to 
$7.4 million and an increase in the gas purchase variance recoverable account.  Conversely, a one dollar 
per gigajoule increase in the underlying forecast price of natural gas would result in the estimated net fair 
value payable decreasing from $4.7 million to a payable of $2.0 million and a decrease in the gas purchase 
variance recoverable account. 
 
At December 31, 2010, a one dollar per gigajoule decrease in the underlying forecast price of natural gas 
would result in the estimated net fair value payable related to natural gas commodity derivatives [see note 
18] increasing from $6.1 million to $10.9 million and an increase in the gas purchase variance recoverable 
account. Conversely, a one dollar per gigajoule increase in the underlying forecast price of natural gas 
would result in the estimated net fair value payable decreasing from $6.1 million to a payable of $1.4 
million and a decrease in the gas purchase variance recoverable account. 
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19. RISK MANAGEMENT (continued) 
 
Market risk – interest rates 
 
While underlying interest rates, such as prime and bankers’ acceptances rates are subject to changes in the 
future, as are interest rate spreads on borrowings by the Company, the Company does not expect these 
changes to have a material impact on its financial results. As directed by the Commission, the Company 
has an interest deferral mechanism that mitigates exposure to fluctuations in floating rates on both short-
term and long-term debt instruments [see note 5]. 
 
 
20. CAPITAL MANAGEMENT 
 
The Company’s capital is summarized as follows:        
 
[$ in thousands] 2011 2010 


Bank indebtedness 11,260 4,836 
Current portion of long-term debt 3,222 8,192 
Long-term debt 83,617 82,761 
 98,099 95,789 
Less: cash and cash equivalents (1,548) (1,301) 
Net debt 96,551 94,488 
Shareholders’ equity 90,769 94,043 


Total capitalization 187,320 188,531 
   
The Company’s overall strategy for managing capital remains unchanged from 2010.  The Company’s 
capital structure objectives are: 


• to maintain the amount of common equity in its capital structure at the level approved by the 
Commission for the purpose of determining rates for the Company’s regulated operations plus 
sufficient equity to support investments in the Company’s non-regulated businesses; and 


• to maintain a credit rating at which the Company has sufficient access to capital and to natural gas 
and other supplies on reasonable terms to be able to provide safe, secure and reliable service to its 
customers, which in turn is critical to the Company’s ongoing prosperity. 


 
All of the Company’s borrowing facilities have covenants customary to these types of facilities that must 
be met at the end of each calendar quarter. The financial terms and conditions of these covenants remain 
unchanged since December 31, 2010. The Company has been in compliance with these covenants each 
quarter since the issuance of the facilities. 
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21. COMMITMENTS AND GUARANTEES 
 
Gas purchase commitments 
 
The Company has long- and short-term natural gas purchase arrangements all of which are transacted at 
market prices and in the normal course of business. The Company’s purchase commitments as at December 
31, 2011 under various gas supply and transportation services contracts expiring through 2017 were as 
follows: 
 
[$ in thousands]    


2012  12,770 
2013  812 
2014  812 
2015  761 
2016  462 
2017  209 


Total  15,826 
 
These obligations are based on market prices that vary with gas commodity indices. The amounts disclosed 
reflect index prices that were in effect as at December 31, 2011. 
 
Pension Plan Funding Obligations 
 
As determined by the actuarial valuation report as at December 31, 2009, the Company is required to make 
an annual funding contribution of $2.0 million to its pension plan in 2012. 
 
Indemnifications 
 
Under the terms of its gas transportation and supply agreements with certain customers, the Company has 
provided an indemnity for all damages, claims or actions arising from any act or accident in connection 
with the installation, presence, maintenance and operations of the Company's plant, property and 
equipment, or in connection with the presence of gas deemed to be in the possession and control of the 
Company, and carries insurance to cover losses in the event of any claims under these provisions. The 
Company has also provided an environmental indemnity to certain secured debenture holders for any 
losses arising from non-compliance by the Company with applicable environmental laws.  
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22. SEGMENTED INFORMATION 
 
The Company operates in two business segments: the transmission and distribution of natural gas and the 
generation and sale of electricity from renewable resources. The renewable energy segment includes the 
operations of McNair Creek, as well as the Narrows Inlet and other renewable development activities.  The 
Company operates in a single geographic segment: Canada. 
 
The segment information does not include the results of business classified as discontinued operations. 
 
Year ended December 31, 2011 


   Gas Transmission Renewable  
[$ in thousands]   and Distribution Energy Consolidated 


Revenues  82,890 1,991 84,881 
Cost of gas   35,487 — 35,487 
  47,403 1,991 49,394 


Operating and maintenance   13,509 253 13,762 
Administrative and general   13,716 224 13,940 
Development costs   — 629 629 
Depreciation and amortization   5,112 485 5,597 
Municipal and other taxes   4,840 104 4,944 
  37,177 1,695 38,872 


  10,226 296 10,522 
Finance fees  6,276 685 6,961 
Investment and other income  (167) — (167) 
Income (loss) before income taxes and 


non-controlling interest  4,117 (389) 3,728 
Income tax expense (recovery)  515 (108) 407 
Net income (loss) and comprehensive income (loss) 3,602 (281) 3,321 
Net income attributable to non-controlling interest — (10) (10) 
Net income (loss) and comprehensive income (loss)  


attributable to shareholders   3,602 (291) 3,311 
 
Other segment information regarding capital expenditures, assets and liabilities is as follows: 
 
As at and for the year ended December 31, 2011 


   Gas Transmission Renewable  
[$ in thousands]   and Distribution Energy Consolidated 


Capital expenditures  7,738 1,929 9,667 
Plant, property & equipment  179,486 20,910 200,396 
Assets  224,009 22,894 246,903 
Liabilities  143,160 12,659 155,819 
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22. SEGMENTED INFORMATION (continued) 


Year ended December 31, 2010 


   Gas Transmission Renewable  
[$ in thousands]   and Distribution Energy Consolidated 


Revenues  93,848 1,316 95,164 
Cost of gas   44,113 — 44,113 
  49,735 1,316 51,051 


Operating and maintenance   12,388 183 12,571 
Administrative and general   7,657 977 8,634 
Development costs   — 407 407 
Depreciation and amortization   8,413 339 8,752 
Municipal and other taxes   4,691 74 4,765 
  33,149 1,980 35,129 


  16,586 (664) 15,922 
Finance fees  5,892 512 6,404 
Investment and other income  (3) — (3) 
Income (loss) before income taxes and 


non-controlling interest  10,697 (1,176) 9,521 
Income tax expense (recovery)  2,384 (323) 2,061 
Net income (loss) and comprehensive income (loss) 8,313 (853) 7,460 
Net loss attributable to non-controlling interest — 10 10 
Net income (loss) and comprehensive income (loss)  


attributable to shareholders   8,313 (843) 7,470 
 
Other segment information regarding capital expenditures, assets and liabilities is as follows: 
 
As at and for the year ended December 31, 2010 


   Gas Transmission Renewable  
[$ in thousands]   and Distribution Energy Consolidated 


Capital expenditures  6,896 4  6,900 
Plant, property & equipment  177,044 19,132 196,176 
Assets  228,116 21,171 249,287 
Liabilities  142,594 12,376 154,970 
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23. SUPPLEMENTAL CASH FLOW INFORMATION 
 
 [$ in thousands] 2011 2010 


Depreciation and amortization: 
Depreciation of property, plant and equipment  7,374 8,808 
Amortization of intangible assets  77 66 
Amortization of deferred assets and liabilities  (1,854) (122) 


Total depreciation and amortization  5,597 8,752 
 
Changes in operating assets and liabilities: 
(Increase) decrease in: 
   Accounts receivable  3,521 (1,268) 
   Gas purchase variance recoverable  (1,895) — 
   Income taxes recoverable  1,305 (1,305) 
   Inventories of supplies and natural gas  (140) 315 
   Prepaid expenses  (10) (115) 
Increase (decrease) in: 
   Accounts payable and accrued liabilities  (1,153) (3,523) 
   Gas purchase variance payable  — (1,332) 
   Income taxes payable   (2,109) (1,041) 
   Other taxes payable   31 (157) 
Changes in regulatory assets and liabilities   3,378 1,718 
Contributions to defined benefit plans in excess of expense   (930) (1,471) 


Attributable to operating activities    1,998 (8,179) 
 
Interest and tax payments: 
Income taxes paid, net of refunds received  397 2,594 
Interest paid  6,372 6,176 
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24. COMPARATIVE FIGURES 
 
Certain of the prior year’s comparative figures have been reclassified to conform to the financial 
presentation adopted in the current year. 
 
 
25. SUBSEQUENT EVENTS 
 
Redemption of Cumulative Redeemable Preferred Shares 
 
On January 23, 2012, the Company announced its intention to redeem all issued and outstanding 6.75% 
cumulative redeemable preferred shares [see note 15(a)]. The redemption is to take place on February 27, 
2012, in accordance with the share conditions attached to these preferred shares. The redemption price to 
be paid for each preferred share will be $26.26425, consisting of the $25.00 par value, a $1.00 premium, 
and $0.26425 in accrued and unpaid dividends up to but not including February 27, 2012. As there are 
200,000 preferred shares outstanding, the aggregate redemption price will be approximately $5.3 million.  
 
Effective the redemption date, it is expected that the preferred shares will cease trading and be delisted 
from the TSX. In conjunction with the recent acquisition of all of the Company’s common shares by 
AltaGas [see note 3], the Company will cease to be a publicly-traded entity upon completion of this 
transaction. 
 
Investment in Narrows Inlet Project 
 
On February 16, 2012, the Company made the decision to cap its investment in the Narrows Inlet Project at 
the amount incurred for development costs as at that date of approximately $2.5 million. Under the terms 
of the Narrow Inlet Project development agreement, the other investors in the project have the right to 
acquire the Company’s interest at the aggregate cost less tax benefits realized, plus a 10% per annum 
return.  If this option is not exercised, the Company will retain a Participation Interest in the Narrows Inlet 
Project based on a predetermined formula and maintain this ownership interest.  The Company has 
commenced the process of evaluating its alternatives for this investment.  
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Pacific Northern Gas Ltd.
2012 BCUC Generic Cost of Capital Proceeding
Historical (2002‐2011) Regulatory Financial Information by Year ‐ PNG West


8.a. Capital Structure Components


(amounts in $000's unless otherwise noted) 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011


Actuals


Common equity 69,607             63,264             65,353           68,311           71,380           72,905           74,809           76,921           70,321             68,999           


Preferred equity 5,000                5,000                5,000              5,000              5,000              5,000              5,000              5,000               5,000                5,000              


Long term debt 74,420             85,360             69,452           63,239           60,679           57,909           57,966           60,501           53,790             53,321           


Short term debt (8,517)              (18,289)            (6,332)            (3,044)            (6,147)            (4,463)            (7,296)            (13,225)          (1,443)              1,790              


Total 140,510           135,335           133,473         133,506         130,912         131,351         130,479         129,197         127,668           129,110         


(i) Rate Base


Opening 141,858           137,021           135,010         144,513         131,010         131,610         130,629         130,013         129,827           129,693         


Closing 139,088           133,995           131,936         132,498         130,814         131,092         130,329         128,381         125,509           128,517         


Mid‐year 140,510           135,335           133,473         133,506         130,912         131,351         130,479         129,197         127,668           129,110         


(iii) Income Statement


Revenue (incl. cost of gas) 63,086             67,305             63,900           69,591           68,525           61,444           62,092           57,272           50,735             47,364           


Operations and maintenance 11,195             9,361                8,247              7,671              7,080              7,989              8,019              8,166               8,406                8,878              


Depreciation and amortization 8,045                6,991                7,192              7,420              7,123              6,987              7,347              6,630               6,641                4,301              


Earnings before interest and taxes 15,903             16,759             15,333           15,669           14,518           11,657           11,835           12,365           12,074             7,001              


Interest 6,209                6,955                5,850              5,420              4,886              5,233              4,762              4,215               4,395                4,485              


Current income tax 5,035                4,355                3,948              4,022              3,632              1,573              1,478              1,770               1,593                (441)                


Future income tax, if applicable ‐                     ‐                     ‐                  ‐                  ‐                  ‐                  ‐                  ‐                    ‐                     319                 


Total income taxes and Net income 9,501                9,735                9,101              9,897              9,281              6,073              6,722              7,743               7,329                2,686              


Annual return on equity (mid‐year) ($) 4,466                5,380                5,153              5,875              5,649              4,500              5,244              5,973               5,736                2,808              


Annual return on equity (mid‐year) (%) 6.42% 8.50% 7.88% 8.60% 7.91% 6.17% 7.01% 7.77% 8.16% 4.07%


Actual return on invested capital ($) 10,867             12,251             11,354           11,647           10,886           10,084           10,357           10,562           10,481             7,647              


Actual return on invested capital (%) 7.73% 9.05% 8.51% 8.72% 8.32% 7.68% 7.94% 8.18% 8.21% 5.92%


Deemed ‐ Test Year


Common equity 49,314             48,972             48,776           68,060           52,484           52,651           53,175           52,541           58,503             58,864           


Preferred equity 5,000                5,000                5,000              5,000              5,000              5,000              5,000              5,000               5,000                5,000              


Long term debt 73,188             85,371             74,246           63,239           69,179           61,361           68,065           66,148           59,633             60,003           


Short term debt 9,481                (3,306)              7,466              (2,849)            4,547              12,616           6,697              7,664               6,871                6,942              


Total 136,983           136,037           135,488         133,450         131,210         131,628         132,937         131,353         130,007           130,809         


 Approved (test year) mid‐year rate base 136,983           136,037           135,488         133,450         131,210         131,628         132,937         131,353         130,007           130,809         


Allowed return on equity ($) 4,874                4,980                4,780              5,860              4,960              4,748              4,929              4,792               5,938                5,975              


Allowed return on equity (%) 9.88% 10.17% 9.80% 8.61% 9.45% 9.02% 9.27% 9.12% 10.15% 10.15%


Approved (test year) return on invested capital ($) 12,020             12,238             11,973           11,637           11,434           11,024           11,287           10,243           11,223             11,324           


Approved (test year) return on invested capital (%) 8.77% 9.00% 8.84% 8.72% 8.71% 8.38% 8.49% 7.80% 8.63% 8.66%







Pacific Northern Gas Ltd.
2012 BCUC Generic Cost of Capital Proceeding
Historical (2002‐2011) Regulatory Financial Information by Year ‐ PNG‐West


8.b. Deferral and Reserve Accounts


(amounts in $000's unless otherwise noted) 2002 2002 2002 2003 2003 2003 2004 2004 2004 2005 2005 2005 2006 2006 2006 2007 2007 2007 2008 2008 2008 2009 2009 2009 2010 2010 2010 2011 2011 2011


Delivery revenues 42,215        39,661        38,423        38,233        31,230        27,449        28,223        29,222        35,251        31,981       
Total revenues 61,514        65,879        62,293        67,966        61,079      52,729      53,474      49,201        48,209        43,146     


Net of Tax (i) avg % of (i) avg % of Net of Tax (i) avg % of (i) avg % of Net of Tax (i) avg % of (i) avg % of Net of Tax (i) avg % of (i) avg % of Net of Tax (i) avg % of (i) avg % of Net of Tax (i) avg % of (i) avg % of Net of Tax (i) avg % of (i) avg % of Net of Tax (i) avg % of (i) avg % of Gross (i) avg % of (i) avg % of Gross (i) avg % of (i) avg % of


Deferrals and Reserves 2002 delivery rev total rev 2003 delivery rev total rev 2004 delivery rev total rev 2005 delivery rev total rev 2006 delivery rev total rev 2007 delivery rev total rev 2008 delivery rev total rev 2009 delivery rev total rev 2010 delivery rev total rev 2011 delivery rev total rev


Cost of Gas


GCVA (3,092)          n/a ‐5.0% (2,870)          n/a ‐4.4% (2,181)          n/a ‐3.5% (1,484)          n/a ‐2.2% (1,752)        n/a ‐2.9% (224)           n/a ‐0.4% 355             n/a 0.7% (55)                n/a ‐0.1% (833)             n/a ‐1.7% 397             n/a 0.9%


Margin Related


RSAM ‐                0.0% 0.0% 754               1.9% 1.1% 1,381           3.6% 2.2% 1,515           4.0% 2.2% 2,078         6.7% 3.4% 1,250         4.6% 2.4% 256             0.9% 0.5% (659)             ‐2.3% ‐1.3% 979               2.8% 2.0% (433)           ‐1.4% ‐1.0%


Industrial Customer Deliveries 114               0.3% 0.2% 1,116           2.8% 1.7% 579               1.5% 0.9% 683              1.8% 1.0% 238             0.8% 0.4% (311)           ‐1.1% ‐0.6% 223             0.8% 0.4% 150               0.5% 0.3% (28)                ‐0.1% ‐0.1% (43)              ‐0.1% ‐0.1%


West Fraser Termination Payment ‐                0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐               0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% 0.0% 0.0% (5,009)          ‐14.2% ‐10.4% (3,455)        ‐10.8% ‐8.0%


Methanex Termination Payment ‐                0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐               0.0% 0.0% (12,161)      ‐38.9% ‐19.9% (8,079)        ‐29.4% ‐15.3% (3,781)        ‐13.4% ‐7.1% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐              0.0% 0.0%


LNG Partners Option Payment ‐                0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐               0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% (1,702)          ‐5.8% ‐3.5% (2,500)          ‐7.1% ‐5.2% (3,021)        ‐9.4% ‐7.0%


Common Equity ‐                0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐               0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% 807               2.8% 1.6% ‐                0.0% 0.0% ‐              0.0% 0.0%


Cost of Service ‐                0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐               0.0% 0.0% ‐              0.0% 0.0% 34               0.1% 0.1% ‐              0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐              0.0% 0.0%


Plant Related


Line Break 250               0.6% 0.4% 707               1.8% 1.1% 809               2.1% 1.3% 739              1.9% 1.1% 647             2.1% 1.1% 784             2.9% 1.5% 669             2.4% 1.3% 557               1.9% 1.1% 764               2.2% 1.6% 591             1.8% 1.4%


Plant Gains and Losses 30                 0.1% 0.0% 36                 0.1% 0.1% 33                 0.1% 0.1% 29                0.1% 0.0% 25               0.1% 0.0% 21               0.1% 0.0% 17               0.1% 0.0% 245               0.8% 0.5% 1,298           3.7% 2.7% 1,608         5.0% 3.7%


SCC/Investigative Digs/Studies 342               0.8% 0.6% 355               0.9% 0.5% 251               0.7% 0.4% 562              1.5% 0.8% 162             0.5% 0.3% 118             0.4% 0.2% 106             0.4% 0.2% 160               0.5% 0.3% 515               1.5% 1.1% 724             2.3% 1.7%


Pipeline Inspection 0.0% 0.0% (63)                ‐0.2% ‐0.1% (99)                ‐0.3% ‐0.2% (69)               ‐0.2% ‐0.1% (56)              ‐0.2% ‐0.1% (44)              ‐0.2% ‐0.1% (74)              ‐0.3% ‐0.1% (165)             ‐0.6% ‐0.3% 255               0.7% 0.5% 63               0.2% 0.1%


Deactivated Facilities ‐                0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% 5,050           13.2% 7.4% 4,667         14.9% 7.6% 4,253         15.5% 8.1% 3,824         13.5% 7.2% 3,337           11.4% 6.8% ‐                0.0% 0.0% ‐              0.0% 0.0%


Propane Air Plant ‐                0.0% 0.0% ‐                0.0% 0.0% 792               2.1% 1.3% 412              1.1% 0.6% 376             1.2% 0.6% 336             1.2% 0.6% 288             1.0% 0.5% 243               0.8% 0.5% 268               0.8% 0.6% 222             0.7% 0.5%


System Development  ‐ FIS and CIS 242               0.6% 0.4% 147               0.4% 0.2% 67                 0.2% 0.1% 0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐              0.0% 0.0%


Depreciation Adjustment ‐                0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% (637)             ‐1.7% ‐0.9% (434)           ‐1.4% ‐0.7% ‐              0.0% 0.0% ‐              0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% (48)              ‐0.2% ‐0.1%


O&M related


BCUC Fees (24)                ‐0.1% 0.0% (11)                0.0% 0.0% 21                 0.1% 0.0% (5)                 0.0% 0.0% (16)              ‐0.1% 0.0% (14)              ‐0.1% 0.0% (15)              ‐0.1% 0.0% (10)                0.0% 0.0% 2                   0.0% 0.0% (24)              ‐0.1% ‐0.1%


BCUC Proceedings 3                   0.0% 0.0% (30)                ‐0.1% 0.0% 14                 0.0% 0.0% 414              1.1% 0.6% 190             0.6% 0.3% (9)                0.0% 0.0% (20)              ‐0.1% 0.0% (3)                  0.0% 0.0% 8                   0.0% 0.0% 21               0.1% 0.0%


Resource Plans /rate design 12                 0.0% 0.0% 9                   0.0% 0.0% 11                 0.0% 0.0% 19                0.0% 0.0% 8                 0.0% 0.0% 0.0% 0.0% 8                 0.0% 0.0% 1                   0.0% 0.0% ‐                0.0% 0.0% ‐              0.0% 0.0%


CAP/ROE Hearing ‐                0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐               0.0% 0.0% 0.0% 0.0% 0.0% 0.0% ‐              0.0% 0.0% 22                 0.1% 0.0% 89                 0.3% 0.2% ‐              0.0% 0.0%


IFRS/US GAAP ‐                0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐               0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% 11               0.0% 0.0% 35                 0.1% 0.1% 290               0.8% 0.6% 453             1.4% 1.0%


Bill 198 Compliance 0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐               0.0% 0.0% 54               0.2% 0.1% 66               0.2% 0.1% 79               0.3% 0.1% 40                 0.1% 0.1% ‐                0.0% 0.0% ‐              0.0% 0.0%


Appliance grants/heat insurance programs 21                 0.0% 0.0% 14                 0.0% 0.0% 7                   0.0% 0.0% 3                  0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐              0.0% 0.0%


Other


Property Tax Variance (66)                ‐0.2% ‐0.1% 7                   0.0% 0.0% 201               0.5% 0.3% 104              0.3% 0.2% (69)              ‐0.2% ‐0.1% 18               0.1% 0.0% (112)           ‐0.4% ‐0.2% (37)                ‐0.1% ‐0.1% (49)                ‐0.1% ‐0.1% (17)              ‐0.1% 0.0%


Short term interest 148               0.4% 0.2% 62                 0.2% 0.1% (35)                ‐0.1% ‐0.1% (39)               ‐0.1% ‐0.1% 77               0.2% 0.1% (7)                0.0% 0.0% (61)              ‐0.2% ‐0.1% (9)                  0.0% 0.0% 34                 0.1% 0.1% (1)                0.0% 0.0%


Long term interest ‐                0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐               0.0% 0.0% 14               0.0% 0.0% 18               0.1% 0.0% (92)              ‐0.3% ‐0.2% (82)                ‐0.3% ‐0.2% (82)                ‐0.2% ‐0.2% (72)              ‐0.2% ‐0.2%


Old Revolving Debt Issue Costs ‐                0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐               0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% ‐                0.0% 0.0% 86                 0.2% 0.2% ‐              0.0% 0.0%


Carbon/Income tax/capital taxes (1)                  0.0% 0.0% ‐                0.0% 0.0% 47                 0.1% 0.1% 31                0.1% 0.0% 16               0.1% 0.0% ‐              0.0% 0.0% (4)                0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐              0.0% 0.0%


Debt Issue Costs 895               2.1% 1.5% 837               2.1% 1.3% 568               1.5% 0.9% 477              1.2% 0.7% 398             1.3% 0.7% 528             1.9% 1.0% 465             1.6% 0.9% 451               1.5% 0.9% 448               1.3% 0.9% 398             1.2% 0.9%







Pacific Northern Gas Ltd.
2012 BCUC Generic Cost of Capital Proceeding
Historical (2002‐2011) Regulatory Financial Information by Year ‐ PNG (N.E.) ‐ Fort St John / Dawson Creek


8.a. Capital Structure Components


(amounts in $000's unless otherwise noted) 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011


Actuals


Common equity 9,902                10,546             10,975           11,358           11,115           11,625           12,407           13,625           15,009             16,502           


Preferred equity 36                      30                      26                   20                   9                     ‐                  ‐                  ‐                    ‐                     ‐                  


Long term debt 14,437             14,452             17,188           15,537           13,814           15,146           19,951           19,883           21,654             21,180           


Short term debt 3,131                2,013                1,569              3,631              5,937              5,054              375                 2,852               1,484                2,323              


Total 27,506             27,041             29,758           30,546           30,875           31,825           32,733           36,360           38,147             40,005           


(i) Rate Base


Opening 27,249             26,755             28,744           30,548           30,361           31,250           31,283           33,702           36,774             39,137           


Closing 27,764             27,327             30,015           31,242           31,387           32,397           34,182           37,263           39,520             40,874           


Mid‐year 27,506             27,041             29,758           30,546           30,875           31,825           32,733           36,360           38,147             40,005           


(iii) Income Statement


Revenue (incl. cost of gas) 25,432             32,212             29,301           33,460           38,696           35,443           38,024           32,174           26,592             26,726           


Operations and maintenance 2,822                3,049                3,914              3,565              3,561              3,797              4,245              4,382               4,276                5,069              


Depreciation and amortization 1,355                1,283                1,244              1,133              1,022              1,011              1,147              1,396               1,560                1,697              


Earnings before interest and taxes 2,487                2,576                2,166              2,489              2,945              2,572              2,988              2,330               2,845                2,860              


Interest 1,315                1,275                1,488              1,427              1,375              1,357              1,506              827                  1,007                1,199              


Current income tax 505                   465                   234                 282                 364                 216                 277                 289                  353                   302                 


Future income tax, if applicable ‐                     ‐                     ‐                  ‐                  ‐                  ‐                  ‐                  ‐                    ‐                     (105)                


Total income taxes and Net income 1,170                1,230                690                 1,059              1,570              1,216              1,741              1,503               1,838                1,766              


Annual return on equity (mid‐year) ($) 665                   765                   456                 777                 1,206              1,000              1,205              1,214               1,485                1,464              


Annual return on equity (mid‐year) (%) 6.72% 7.25% 4.15% 6.84% 10.85% 8.60% 9.71% 8.91% 9.89% 8.87%


Actual return on invested capital ($) 1,982                2,111                1,932              2,207              2,581              2,356              2,711              2,041               2,492                2,558              


Actual return on invested capital (%) 7.21% 7.81% 6.49% 7.23% 8.36% 7.40% 8.28% 5.61% 6.53% 6.39%


Deemed ‐ Test Year


Common equity 9,432                10,166             10,987           11,039           10,834           11,508           12,054           13,089           15,449             16,424           


Preferred equity 40                      32                      24                   20                   16                   ‐                  ‐                  ‐                    ‐                     ‐                  


Long term debt 14,143             13,449             17,204           15,537           17,739           17,565           19,951           19,883           21,097             22,696           


Short term debt 2,666                4,572                2,306              4,067              1,506              2,893              1,478              3,387               2,076                1,940              


Total 26,281             28,219             30,521           30,663           30,095           31,966           33,483           36,359           38,622             41,060           


 Approved (test year) mid‐year rate base 26,281             28,219             30,521           30,663           30,095           31,966           33,483           36,359           38,622             41,060           


Allowed return on equity ($) 908                   998                   1,049              1,040              997                 1,009              1,087              1,161               1,529                1,626              


Allowed return on equity (%) 9.63% 9.82% 9.55% 9.42% 9.20% 8.77% 9.02% 8.87% 9.90% 9.90%


Approved (test year) return on invested capital ($) 2,333                1,920                2,585              2,475              2,407              2,416              2,636              2,032               2,534                2,892              


Approved (test year) return on invested capital (%) 8.88% 6.80% 8.47% 8.07% 8.00% 7.56% 7.87% 5.59% 6.56% 7.04%







Pacific Northern Gas Ltd.
2012 BCUC Generic Cost of Capital Proceeding
Historical (2002‐2011) Regulatory Financial Information by Year ‐ PNG (N.E.) ‐ Fort St John / Dawson Creek


8.b. Deferral and Reserve Accounts


(amounts in $000's unless otherwise noted) 2002 2002 2002 2003 2003 2003 2004 2004 2004 2005 2005 2005 2006 2006 2006 2007 2007 2007 2008 2008 2008 2009 2009 2009 2010 2010 2010 2011 2011 2011


Delivery revenues 7,693           8,082           8,833           8,789           9,327           9,295           10,389        10,148        10,670        12,316       
Total revenues 25,200        32,041        29,132        33,272        38,503      35,261      37,846      31,926        26,484        26,640     


Net of Tax (i) avg % of (i) avg % of Net of Tax (i) avg % of (i) avg % of Net of Tax (i) avg % of (i) avg % of Net of Tax (i) avg % of (i) avg % of Net of Tax (i) avg % of (i) avg % of Net of Tax (i) avg % of (i) avg % of Net of Tax (i) avg % of (i) avg % of Net of Tax (i) avg % of (i) avg % of Gross (i) avg % of (i) avg % of Gross (i) avg % of (i) avg % of


Deferrals and Reserves 2002 delivery rev total rev 2003 delivery rev total rev 2004 delivery rev total rev 2005 delivery rev total rev 2006 delivery rev total rev 2007 delivery rev total rev 2008 delivery rev total rev 2009 delivery rev total rev 2010 delivery rev total rev 2011 delivery rev total rev


Cost of Gas


GCVA 307               n/a 1.2% (492)             n/a ‐1.5% (13)                n/a 0.0% 697              n/a 2.1% (1,088)        n/a ‐2.8% (554)           n/a ‐1.6% (1,493)        n/a ‐3.9% (1,749)          n/a ‐5.5% (543)             n/a ‐2.1% (46)              n/a ‐0.2%


Margin Related


RSAM 30                 0.4% 0.1% 84                 1.0% 0.3% 308               3.5% 1.1% 676              7.7% 2.0% 789             8.5% 2.0% 590             6.3% 1.7% 440             4.2% 1.2% 62                 0.6% 0.2% 423               4.0% 1.6% 469             3.8% 1.8%


Industrial Customer Deliveries 7                   0.1% 0.0% (18)                ‐0.2% ‐0.1% 23                 0.3% 0.1% 18                0.2% 0.1% 26               0.3% 0.1% 18               0.2% 0.1% 8                 0.1% 0.0% 15                 0.1% 0.0% 16                 0.1% 0.1% 4                 0.0% 0.0%


Common equity ‐                0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐               0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% 67                 0.7% 0.2% 390               3.7% 1.5% ‐              0.0% 0.0%


Consolidated Gas Tariff Transition ‐                0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐               0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% (54)              ‐0.4% ‐0.2%


Plant Related


Line Break ‐                0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐               0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐              0.0% 0.0%


Plant Gains and Losses ‐                0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐               0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% ‐                0.0% 0.0% (238)             ‐2.2% ‐0.9% (207)           ‐1.7% ‐0.8%


Investigative Digs/Studies 13                 0.2% 0.1% 7                   0.1% 0.0% 7                   0.1% 0.0% ‐               0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐              0.0% 0.0%


Pipeline Inspection ‐                0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐               0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐              0.0% 0.0%


Contribution to WEI Taylor 169               2.2% 0.7% 141               1.7% 0.4% 113               1.3% 0.4% 85                1.0% 0.3% 282             3.0% 0.7% 28               0.3% 0.1% ‐              0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐              0.0% 0.0%


 Depreciation Adjustment ‐                0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐               0.0% 0.0% (556)           ‐6.0% ‐1.4% (285)           ‐3.1% ‐0.8% ‐              0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% (48)              ‐0.4% ‐0.2%


Systems development ‐ CIS 71                 0.9% 0.3% 45                 0.6% 0.1% 23                 0.3% 0.1% ‐               0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐              0.0% 0.0%


O&M Related


BCUC Fees (4)                  ‐0.1% 0.0% (4)                  0.0% 0.0% 1                   0.0% 0.0% ‐               0.0% 0.0% (10)              ‐0.1% 0.0% (6)                ‐0.1% 0.0% (6)                ‐0.1% 0.0% (10)                ‐0.1% 0.0% 4                   0.0% 0.0% (8)                ‐0.1% 0.0%


BCUC Hearing ‐ CAP/ROE Hearing 0.0% 0.0% (5)                  ‐0.1% 0.0% 11                 0.1% 0.0% (5)                 ‐0.1% 0.0% 14               0.2% 0.0% (3)                0.0% 0.0% (8)                ‐0.1% 0.0% 8                   0.1% 0.0% 44                 0.4% 0.2% (3)                0.0% 0.0%


Resource Plans ‐                0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% 1                  0.0% 0.0% 1                 0.0% 0.0% ‐              0.0% 0.0% 13               0.1% 0.0% 13                 0.1% 0.0% ‐                0.0% 0.0% ‐              0.0% 0.0%


IFRS/US GAAP ‐                0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐               0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% 3                 0.0% 0.0% 10                 0.1% 0.0% 83                 0.8% 0.3% 133             1.1% 0.5%


Bill 198 Compliance ‐                0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐               0.0% 0.0% 13               0.1% 0.0% 13               0.1% 0.0% 17               0.2% 0.0% 9                   0.1% 0.0% ‐                0.0% 0.0% ‐              0.0% 0.0%


Other


Property Tax Variance 24                 0.3% 0.1% 18                 0.2% 0.1% 23                 0.3% 0.1% (22)               ‐0.3% ‐0.1% 19               0.2% 0.0% (2)                0.0% 0.0% 24               0.2% 0.1% 8                   0.1% 0.0% 25                 0.2% 0.1% 11               0.1% 0.0%


Short term interest (15)                ‐0.2% ‐0.1% (58)                ‐0.7% ‐0.2% (219)             ‐2.5% ‐0.8% (277)             ‐3.2% ‐0.8% (207)           ‐2.2% ‐0.5% (26)              ‐0.3% ‐0.1% (43)              ‐0.4% ‐0.1% (13)                ‐0.1% 0.0% 2                   0.0% 0.0% (7)                ‐0.1% 0.0%


Long term interest ‐                0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐               0.0% 0.0% 34               0.4% 0.1% 33               0.4% 0.1% (124)           ‐1.2% ‐0.3% (109)             ‐1.1% ‐0.3% (128)             ‐1.2% ‐0.5% (95)              ‐0.8% ‐0.4%


Old Revolving Debt Issue Costs ‐                0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐               0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% ‐                0.0% 0.0% 29                 0.3% 0.1% ‐              0.0% 0.0%


Reserve for Damages (69)                ‐0.9% ‐0.3% (69)                ‐0.9% ‐0.2% (69)                ‐0.8% ‐0.2% (69)               ‐0.8% ‐0.2% (69)              ‐0.7% ‐0.2% (69)              ‐0.7% ‐0.2% (69)              ‐0.7% ‐0.2% (69)                ‐0.7% ‐0.2% (69)                ‐0.6% ‐0.3% ‐              0.0% 0.0%


Carbon Tax/Income Tax (1)                  0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐               0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% (3)                0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐              0.0% 0.0%


Debt Issue Costs ‐                0.0% 0.0% 68                 0.8% 0.2% 181               2.0% 0.6% 134              1.5% 0.4% 248             2.7% 0.6% 529             5.7% 1.5% 433             4.2% 1.1% 363               3.6% 1.1% 322               3.0% 1.2% 258             2.1% 1.0%







Pacific Northern Gas Ltd.
2012 BCUC Generic Cost of Capital Proceeding
Historical (2002‐2011) Regulatory Financial Information by Year ‐ PNG (N.E.) ‐ Tumbler Ridge


8.a. Capital Structure Components


(amounts in $000's unless otherwise noted) 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011


Actuals


Common equity 408                   403                   392                 886                 830                 530                 530                 568                  592                   637                 


Preferred equity ‐                     ‐                     ‐                  ‐                  ‐                  ‐                  ‐                  ‐                    ‐                     ‐                  


Long term debt 575                   1,138                678                 654                 629                 676                 781                 757                  948                   943                 


Short term debt 150                   (459)                  45                   (524)                (221)                205                 90                   198                  243                   618                 


Total 1,133                1,082                1,115              1,016              1,238              1,411              1,401              1,523               1,783                2,198              


(i) Rate Base


Opening 1,240                1,180                1,163              1,070              1,191              1,375              1,351              1,474               1,648                2,071              


Closing 1,026                983                   1,015              959                 1,286              1,446              1,453              1,572               1,918                2,324              


Mid‐year 1,133                1,082                1,115              1,016              1,238              1,411              1,401              1,523               1,783                2,198              


(iii) Income Statement


Revenue (incl. cost of gas) 1,449                1,945                1,881              2,052              2,270              1,985              2,082              1,807               1,637                1,391              


Operations and maintenance 561                   546                   666                 561                 644                 694                 746                 862                  816                   853                 


Depreciation and amortization 104                   142                   148                 158                 180                 36                   25                   79                     85                      (25)                  


Earnings before interest and taxes 28                      286                   66                   257                 240                 79                   128                 21                     162                   58                   


Interest 60                      88                      62                   63                   46                   65                   68                   60                     73                      93                   


Current income tax 17                      101                   33                   92                   96                   (15)                  (3)                    (20)                    16                      (87)                  


Future income tax, if applicable ‐                     ‐                     ‐                  ‐                  ‐                  ‐                  ‐                  ‐                    ‐                     3                     


Total income taxes and Net income (31)                     199                   4                     215                 194                 15                   61                   (39)                    90                      (35)                  


Annual return on equity (mid‐year) ($) (48)                     98                      (29)                  123                 98                   30                   64                   (19)                    74                      49                   


Annual return on equity (mid‐year) (%) ‐11.74% 24.22% ‐7.30% 13.84% 11.82% 5.62% 12.02% ‐3.27% 12.42% 7.69%


Actual return on invested capital ($) 12                      185                   33                   165                 145                 94                   131                 41                     147                   142                 


Actual return on invested capital (%) 1.06% 17.10% 2.96% 16.24% 11.71% 6.66% 9.35% 2.69% 8.24% 6.46%


Deemed ‐ Test Year


Common equity 425                   420                   376                 385                 415                 489                 527                 564                  683                   910                 


Preferred equity ‐                     ‐                     ‐                  ‐                  ‐                  ‐                  ‐                  ‐                    ‐                     1,261              


Long term debt 575                   977                   678                 653                 704                 755                 781                 757                  933                   104                 


Short term debt 180                   (230)                  (10)                  31                   33                   115                 156                 244                  91                     


Total 1,180                1,167                1,044              1,069              1,152              1,359              1,464              1,565               1,707                2,275              


 Approved (test year) mid‐year rate base 1,180                1,167                1,044              1,069              1,152              1,359              1,464              1,565               1,707                2,275              


Allowed return on equity ($) 42                      42                      37                   37                   39                   44                   49                   51                     69                      92                   


Allowed return on equity (%) 9.88% 10.07% 9.80% 9.68% 9.45% 9.02% 9.27% 9.12% 10.15% 10.15%


Approved (test year) return on invested capital ($) 103                   121                   97                   97                   102                 111                 120                 113                  136                   180                 


Approved (test year) return on invested capital (%) 8.73% 10.37% 9.29% 9.07% 8.85% 8.17% 8.20% 7.22% 7.97% 7.91%







Pacific Northern Gas Ltd.
2012 BCUC Generic Cost of Capital Proceeding
Historical (2002‐2011) Regulatory Financial Information by Year ‐ PNG (N.E.) ‐ Tumbler Ridge


8.b. Deferral and Reserve Accounts


(amounts in $000's unless otherwise noted) 2002 2002 2002 2003 2003 2003 2004 2004 2004 2005 2005 2005 2006 2006 2006 2007 2007 2007 2008 2008 2008 2009 2009 2009 2010 2010 2010 2011 2011 2011


Delivery revenues 838              1,094           1,035           1,123           1,220           1,040           1,088           1,152           1,277           1,140          
Total revenues 1,437           1,932           1,870           2,043           2,259         1,973         1,996         1,794           1,630           1,392        


Net of Tax (i) avg % of (i) avg % of Net of Tax (i) avg % of (i) avg % of Net of Tax (i) avg % of (i) avg % of Net of Tax (i) avg % of (i) avg % of Net of Tax (i) avg % of (i) avg % of Net of Tax (i) avg % of (i) avg % of Net of Tax (i) avg % of (i) avg % of Net of Tax (i) avg % of (i) avg % of Gross (i) avg % of (i) avg % of Gross (i) avg % of (i) avg % of


Deferrals and Reserves 2002 delivery rev total rev 2003 delivery rev total rev 2004 delivery rev total rev 2005 delivery rev total rev 2006 delivery rev total rev 2007 delivery rev total rev 2008 delivery rev total rev 2009 delivery rev total rev 2010 delivery rev total rev 2011 delivery rev total rev


Cost of Gas


GCVA 106               n/a 7.4% 84                 n/a 4.3% (38)                n/a ‐2.0% (94)               n/a ‐4.6% (276)           n/a ‐12.2% (261)           n/a ‐13.2% (167)           n/a ‐8.4% (251)             n/a ‐14.0% (265)             n/a ‐16.3% (116)           n/a ‐8.3%


Margin Related


RSAM 0.0% 0.0% 24                 2.2% 1.2% 99                 9.6% 5.3% 120              10.7% 5.9% 70               5.7% 3.1% 13               1.3% 0.7% (12)              ‐1.1% ‐0.6% (9)                  ‐0.8% ‐0.5% 127               9.9% 7.8% 91               8.0% 6.5%


Industrial Customer Deliveries ‐                0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐               0.0% 0.0% ‐              0.0% 0.0% (11)              ‐1.1% ‐0.6% (41)              ‐3.8% ‐2.1% (25)                ‐2.2% ‐1.4% (3)                  ‐0.2% ‐0.2% (17)              ‐1.5% ‐1.2%


Common equity ‐                0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐               0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% 3                   0.3% 0.2% (11)                ‐0.9% ‐0.7% ‐              0.0% 0.0%


Consolidated Gas Tariff Transition ‐                0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐               0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% (4)                ‐0.4% ‐0.3%


Cost of Service ‐                ‐                ‐                ‐               ‐              (34)              (36)              (18)                (1)                  ‐             


Plant Related


Line Break ‐                0.0% 0.0% 42                 3.8% 2.2% 37                 3.6% 2.0% 33                2.9% 1.6% ‐              0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐              0.0% 0.0%


Plant Gains and Losses ‐                0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐               0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% ‐                0.0% 0.0% (15)                ‐1.2% ‐0.9% (13)              ‐1.1% ‐0.9%


Investigative Digs/Sutdies 3                   0.4% 0.2% 3                   0.3% 0.2% 3                   0.3% 0.2% 3                  0.3% 0.1% 3                 0.2% 0.1% 3                 0.3% 0.2% 3                 0.3% 0.2% 3                   0.3% 0.2% 3                   0.2% 0.2% 3                 0.3% 0.2%


Pipeline Inspection ‐                0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐               0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐              0.0% 0.0%


Depreciation Adjustment ‐                0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐               0.0% 0.0% (152)           ‐12.5% ‐6.7% (78)              ‐7.5% ‐4.0% 2                 0.2% 0.1% ‐                0.0% 0.0% ‐                0.0% 0.0% (8)                ‐0.7% ‐0.6%


Systems development ‐ CIS 5                   0.6% 0.3% 4                   0.4% 0.2% 2                   0.2% 0.1% ‐               0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐              0.0% 0.0%


Tumbler Ridge Plant Upset ‐                0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% 114              10.2% 5.6% ‐              0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐              0.0% 0.0%


O&M Related


BCUC Fees 1                   0.1% 0.1% (1)                  ‐0.1% ‐0.1% ‐                0.0% 0.0% 0.0% 0.0% (2)                ‐0.2% ‐0.1% 0.0% 0.0% ‐              0.0% 0.0% 3                   0.3% 0.2% ‐                0.0% 0.0% (4)                ‐0.4% ‐0.3%


BCUC Hearing ‐CAP/ROE Hearing ‐                0.0% 0.0% (3)                  ‐0.3% ‐0.2% ‐                0.0% 0.0% ‐               0.0% 0.0% (1)                ‐0.1% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% ‐                0.0% 0.0% 2                   0.2% 0.1% ‐              0.0% 0.0%


Resource Plan ‐                0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐               0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% 1                 0.1% 0.1% 1                   0.1% 0.1% ‐                0.0% 0.0% ‐              0.0% 0.0%


IFRS/US GAAP ‐                0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐               0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% 1                   0.1% 0.1% 4                   0.3% 0.2% 6                 0.5% 0.4%


Bill 198 Compliance ‐                0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐               0.0% 0.0% 1                 0.1% 0.0% 1                 0.1% 0.1% 1                 0.1% 0.1% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐              0.0% 0.0%


Other


Property Tax Variance 3                   0.4% 0.2% (4)                  ‐0.4% ‐0.2% 1                   0.1% 0.1% (2)                 ‐0.2% ‐0.1% 17               1.4% 0.8% 0.0% 0.0% 2                 0.2% 0.1% (1)                  ‐0.1% ‐0.1% (2)                  ‐0.2% ‐0.1% (2)                ‐0.2% ‐0.1%


Short term interest ‐                0.0% 0.0% 8                   0.7% 0.4% 5                   0.5% 0.3% 2                  0.2% 0.1% 1                 0.1% 0.0% 1                 0.1% 0.1% ‐              0.0% 0.0% 1                   0.1% 0.1% 3                   0.2% 0.2% ‐              0.0% 0.0%


Long term interest ‐                0.0% 0.0% ‐                0.0% 0.0% ‐                0.0% 0.0% ‐               0.0% 0.0% ‐              0.0% 0.0% ‐              0.0% 0.0% (1)                ‐0.1% ‐0.1% (1)                  ‐0.1% ‐0.1% (1)                  ‐0.1% ‐0.1% (3)                ‐0.3% ‐0.2%


Reserve for Damages (155)             ‐18.5% ‐10.8% (155)             ‐14.2% ‐8.0% (155)             ‐15.0% ‐8.3% (155)             ‐13.8% ‐7.6% (155)           ‐12.7% ‐6.9% (155)           ‐14.9% ‐7.9% (155)           ‐14.2% ‐7.8% (155)             ‐13.5% ‐8.6% (155)             ‐12.1% ‐9.5% ‐              0.0% 0.0%


Debt Issue Costs 11                 1.3% 0.8% 10                 0.9% 0.5% 5                   0.5% 0.3% 4                  0.4% 0.2% 4                 0.3% 0.2% 6                 0.6% 0.3% 4                 0.4% 0.2% 4                   0.3% 0.2% 5                   0.4% 0.3% 4                 0.4% 0.3%
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Change of Control Events and Price to Book Value Ratios 


Since 2000 Pacific Northern Gas Ltd. and its subsidiaries (“PNG”) have experienced three change-of-


control events.   


(i) The first was the acquisition by Duke Energy Corporation of Westcoast Energy Inc., PNG’s then 


corporate parent, announced September 20, 2001. 


Price-to-book ratios:  WEI – 1.85 


   PNG – 0.39 


Supporting calculations: 


(I) WEI ratio = 43.79 ÷ 23.61 where 


Duke offer – $43.79/share from: 


USD 27.90 (cash and shares) offer converted at a CDN/USD exchange rate of 


1.5694 mid-market at close on September 20, 2001  


WEI book – $23.61/share from: 


$2,900 million book common equity ÷ 122.8 million WEI common shares 


outstanding where book common equity and common shares outstanding are 


from WEI June 30, 2001 financial statements  


(II) PNG ratio = 8.00 ÷ 20.44 where 


$8.00/share is the closing price for PNG shares traded on the TSX on September 21, 


2001 and $20.44/share is from: 


$72.513 million book common equity ÷ 3.548 million PNG common shares 


outstanding where book common equity and common shares outstanding are 


from PNG June 30, 2001 financial statements 


 


(ii) The second change-of-control event was the acquisition of PNG common shares held by Duke 


Energy Corporation by Tricor Pacific Capital, Inc. announced October 9, 2003. 


Price-to-book ratio range: 0.67 to 0.94 
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Supporting calculations: 


(I) Low end of range = 13.00 ÷ 19.46 where 


 


$13.00/share is the price paid by Tricor to acquire PNG shares from Duke and 


$19.46/share is from: 


 


$69.719 million book common equity ÷ 3.583 million PNG common shares 


outstanding where book common equity and common shares outstanding are 


from PNG Sept. 30, 2003 financial statements 


 


(II) High end of range = 18.26 ÷ 19.46 where 


 


$18.26/share is the closing price for PNG shares traded on the TSX on October 10, 2003 


and $19.46/share is as derived in (I) above. 


 


(iii) The third change-of-control of PNG was the acquisition of all of PNG’s common shares by 


AltaGas Ltd. announced on October 31, 2011. 


Price to book ratio: 1.55 


Supporting calculations: 


1.55 = 36.75 ÷ 23.66 where 


$36.75/share is the price paid by AltaGas to acquire all issued and outstanding PNG 


common shares and $23.66/share is from: 


 


$89.593 million book common equity ÷ 3.786 million PNG common shares 


outstanding where book common equity and common shares outstanding are 


from PNG Sept. 30, 2011 financial statements 
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Interpretation of Price to Book Value Ratios 


PNG believes that the price to book ratio of the acquisition by Duke Energy of PNG’s then corporate 


parent, Westcoast Energy, does not provide any useful data for this proceeding.  This is evidenced by the 


fact that PNG’s market to book ratio was less than 22% of the price to book ratio for the acquisition of 


its corporate parent.   


PNG does not believe that the Tricor Pacific Capital acquisition of Duke’s interests in PNG was a 


transaction that was intended to be captured by the description of the required information for this 


proceeding, however for greater certainty, PNG has provided the data.  In particular, while Duke 


controlled PNG prior to the sale to Tricor, that control did not pass along to Tricor with its purchase as all 


non-voting PNG common shares were converted to voting shares concurrent with the transaction.  


Further, there were many unique circumstances surrounding the transaction that make interpretation of 


the price to book ratios very difficult.  These circumstances include the Enron collapse and Tricor’s plans 


to apply to have PNG convert to an income trust structure. 


With respect to the AltaGas acquisition, the price to book ratio must be analyzed in the context that the 


book value of PNG does not include the future value of the contingent $20 million payment to be 


received by PNG in respect of the sale of its interest in Pacific Trail Pipelines Limited Partnership (“PTP”) 


once the Kitimat LNG project makes its final investment decision, nor would it reflect any benefit of the 


operating and maintenance agreement that PNG negotiated in respect of the PTP pipeline.  Adding the 


after-tax value of the contingent payment alone to PNG’s book value would change the price to book 


ratio to 1.30. 
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2002: 
 
Stock-Based Compensation 
Effective January 1, 2002, the Company adopted the new recommendations of the CICA Handbook 
section 3870, Stock-Based Compensation and Other Stock-Based Payments.  This section establishes 
standards for the recognition, measurement and disclosure of stock-based compensation and other 
stock-based payments made in exchange for goods and services. It requires that all stock-based awards 
made to non-employees be measured and recognized using a fair value based method.  The standard 
encourages the use of a fair value based method for all awards granted to employees, but only requires 
application of specified accounting methods to direct awards of stock, stock appreciation rights, and 
awards that call for settlement in cash or other assets.  If an alternative other than the fair value based 
method is used, pro-forma fair valued based information must be disclosed.  The Company does not 
have any plans which result in the direct award of stock, stock appreciation rights and awards that call 
for settlement in cash or other assets and will continue to use the intrinsic value based method to 
account for stock-based compensation transactions with employees. 
 
 
2003: 
 
No significant changes in accounting policies. 
 
 
2004: 
 
Accounting for Asset Retirement Obligations 
Effective January 1, 2004 the Company adopted, the recommendations in Section 3110 of the CICA 
Handbook, “Asset Retirement Obligations” (“ARO”).  The new standard requires companies to recognize 
the fair value of a liability for an asset retirement obligation in the period in which it is incurred if a 
reasonable estimate of the fair value can be determined.  The associated asset retirement cost is 
capitalized as part of the carrying amount of the related long-lived asset.  The liability is accreted over 
the estimated useful life of the asset. 
 
The Company’s natural gas transmission and distribution long-lived assets are comprised principally of 
mains, service lines, compressors, and measuring and regulating equipment.  Actual costs incurred for 
retirement and site restoration are charged to accumulated depreciation in accordance with regulatory 
treatment.  The Company does not have a material legal retirement obligation for natural gas 
transmission and distribution long-lived assets and as a result adoption of these recommendations did 
not have a material impact on the financial statements of the Company.  
 
Impairment of long-lived assets 
Effective January 1, 2004 the Company adopted the new recommendations in Section 3063 of the CICA 
Handbook, “Impairment of Long-Lived Assets”.  The section establishes the recognition, measurement 
and reporting standards with respect to the impairment of long-lived assets held for use.  Pursuant to 
the recommendations, a loss of value should be recognized when the carrying amount of a long-lived 
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asset is not recoverable and exceeds its fair value.  The adoption of these recommendations did not 
have a material impact on the financial statements of the Company. 
 
Hedging relationships 
Effective January 1, 2004 the Company adopted the new Accounting Guideline 13, “Hedging 
Relationships”, which specifies the circumstances in which hedge accounting is appropriate, including 
specific requirements relating to the identification, documentation, designation and measurement of 
the effectiveness of hedges.  The guideline also identifies situation where hedge accounting is to be 
discontinued.   
 
Generally Accepted Accounting Principles 
Effective January 1, 2004, the Company adopted the new recommendations in Section 1100 of the CICA 
Handbook, “Generally Accepted Accounting Principles”.  This Section establishes standards for financial 
reporting in accordance with Generally Accepted Accounting Principles (“GAAP”).  It describes what 
constitutes GAAP and its sources and states that non-rate regulated entities should apply every primary 
source of GAAP that deals with the accounting and reporting in financial statements of transactions or 
events encountered by them.  Where applicable, it also requires rate-regulated entities to disclose how 
the accounting policies adopted by them differ from the primary sources of GAAP.  The adoption of 
these recommendations did not have any impact on the financial statement presentation or net income. 
 
Non-pension post-retirement benefits 
Effective January 1, 2004, the Company changed the method of expensing non-pension post-retirement 
benefits on a prospective basis. Prior to that date, only benefits paid were expensed.  Beginning in 2004, 
and with the approval of the Commission, both the current service cost and the benefits paid are 
expensed.   
 
 
2005: 
 
Disclosure by Entities Subject to Rate Regulation 
Effective December 31, 2005, the Company adopted the new Accounting Guideline AcG-19, Disclosure 
by Entities subject to Rate Regulation, which applies to years ending on or after December 31, 2005.  
AcG-19 provides guidance about certain aspects of the disclosure and presentation of information of 
entities providing services or products for which customer rates are established or approved by a 
regulator.  The objective is to ensure that financial statement users are better informed about the 
existence, nature and effects of all forms of rate regulation.  If rate regulation has an impact on the 
accounting treatment of a transaction, the entity should make mention of it and provide additional 
information about the impact on its financial statements. 
 
 
2006: 
 
No significant changes in accounting policies. 
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2007: 
 
Comprehensive Income, Financial Instruments – Recognition and Measurement, Financial Instruments 
– Disclosure and Presentation and Hedges 
On January 1, 2007, the Company retroactively adopted the recommendations in the following sections 
of the Canadian Institute of Chartered Accountants Handbook (“CICA Handbook”) – Section 1530, 
Comprehensive Income, Section 3855, Financial Instruments – Recognition and Measurement, Section 
3861, Financial Instruments – Disclosure and Presentation, and Section 3865 – Hedges. 
 
These new sections of the CICA Handbook contain comprehensive standards for the recognition, 
measurement, presentation and disclosure for financial instruments, describe when and how hedge 
accounting may be applied, and introduce a new measurement of results – comprehensive income.  The 
adoption of these recommendations did not have any material impact on net income. The new 
accounting standards have been applied to the carrying amounts of assets and liabilities as at January 1, 
2007, with a corresponding adjustment to retained earnings as of that date.   
 
 
2008: 
 
Financial instruments – disclosures and presentation 
In December 2006, the CICA issued Sections 3862 of the CICA Handbook, “Financial Instruments – 
Disclosures” and Section 3863 of the Handbook, “Financial Instruments - Presentation, which applies to 
fiscal years beginning on or after October 1, 2007.  These two sections require additional disclosures and 
compliance with presentation standards for financial instruments to enable users to enhance their 
understanding and evaluate the significance and the nature and extent of risks associated with them.   
 
Capital Disclosures 
In December 2006, the CICA issued Section 1535 of the CICA Handbook, “Capital Disclosures” which 
applies to fiscal years beginning on or after October 1, 2007.  This Section establishes standards for 
disclosing information about an entity’s capital and how it is managed.   
 
Inventories 
In June 2007, the CICA issued Section 3031 of the CICA Handbook, “Inventories” which replaces Section 
3030 and is effective for fiscal years beginning on or after January 1, 2008.  This Section provides more 
guidance on the measurement of inventory and requires enhanced disclosure.  The adoption of this 
standard did not have an impact on the carrying value of inventory or net income. 
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2009: 
 
Accounting for Rate-Regulated Operations 
In December 2007, the Canadian Institute of Chartered Accountants (“CICA”) issued the following new 
guidance in accounting for rate-regulated operations which applies to fiscal years beginning on or after 
January 1, 2009: 
 


 the removal of the temporary exemption in CICA Handbook Section 1100, Generally Accepted 
Accounting Principles, providing relief to entities subject to rate regulation from the requirement to 
apply the Section to the recognition and measurement of assets and liabilities arising from rate 
regulation; 


 


 the amendment to Handbook Section 3465, Income Taxes, to remove the exemption for entities 
subject to rate regulation so they are required to recognize future income tax liabilities and assets as 
well as a regulatory asset or liability for the amount of future income taxes expected to be 
recovered or refunded to customers in future rates; and 


 


 minor amendments to Accounting Guideline AcG-19, Disclosures by Entities Subject to Rate 
Regulation, to reflect the above changes. 


 
On January 1, 2009, the Company adopted these new standards retrospectively without restating prior 
years’ figures with the following results: 
 
 With the removal of the temporary exemption in CICA Handbook Section 1100 for rate-regulated 


entities, the Company must now apply Handbook Section 1100 to the recognition of assets and 
liabilities arising from rate regulation. Certain assets and liabilities arising from rate regulation 
continue to have specific guidance under a primary source of Canadian GAAP that applies only to 
the particular circumstances described therein, including those arising under Handbook Section 
1600, Consolidated Financial Statements, Handbook Section 3061, Property, Plant and Equipment, 
Handbook Section 3465, Income Taxes, and Handbook Section 3475, Disposal of Long-Lived Assets 
and Discontinued Operations. 
 
There is no specific guidance provided under primary sources of Canadian GAAP regarding the 
recognition of regulatory assets and liabilities. In accordance with Handbook Section 1100, the 
Company has consulted other sources including pronouncements issued by accounting standard 
setting bodies in other jurisdictions. As there is no definitive guidance on this matter under current 
IFRS, the Company has consulted US GAAP and has determined that the continued recognition of its 
regulatory assets and liabilities under Canadian GAAP is consistent with US Financial Accounting 
Standards Board Accounting Standard Codification 980: Regulated Operations. 
 
As a result of this change, the Company recognized, on a prospective basis, $2.2 million of post-
retirement benefits liabilities composed of non-contributory healthcare and life insurance plans and 
a corresponding and offsetting regulatory asset for the same amount for non-pension post-
retirement benefits expected to be included in future rates and recovered from customers. 
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Previously, the Company followed a cash basis method of accounting for its non-pension post-
retirement benefits as directed by the Commission. 
 
Other than the adjustment for post-retirement benefits, there was no material effect on the 
Company’s consolidated financial statements as at January 1, 2009 due to the removal of the 
temporary exemption in Handbook Section 1100. 


 
 As a result of applying CICA Handbook Section 3465, Income Taxes, the Company now recognizes 


future income tax assets and liabilities on all temporary differences and to the extent that such 
future taxes are expected to be recovered or returned to customers in future rates, the Company 
recognizes a corresponding and offsetting regulatory asset or liability.  Prior to January 1, 2009, as 
prescribed by the Commission, the Company accounted for taxes on the taxes payable method and 
certain deferral accounts on a net of realized tax basis.  This resulted in the following: recognition of 
$16.1 million in future income tax liabilities; reduction of $12.7 million to deferred income tax 
liabilities; recognition of a $4.4 million regulatory asset; net reduction of $1.8 million to regulated 
assets and liabilities previously accounted for on a net of realized tax basis; an adjustment increasing 
plant, property and equipment by $1.3 million; and an adjustment increasing opening retained 
earnings by $0.5 million. 


 
Goodwill and Intangible Assets 
On January 1, 2009, the Company adopted the CICA Handbook Section 3064, Goodwill and Intangible 
Assets, which replaced Section 3062, Goodwill and Other Intangible Assets, and Section 3450, Research 
and Development Costs. The new standard is aligned with IFRS and provides more comprehensive 
guidance on the recognition, measurement, presentation and disclosure of goodwill and intangible 
assets in accordance with the definition of an asset and the criteria for asset recognition, in particular 
for internally generated intangible assets.  
 
This change in accounting standard has been adopted retrospectively and resulted in the reclassification 
of $1.8 million related to land rights and computer software previously included in plant, property and 
equipment to intangible assets on the balance sheet at December 31, 2008.  
 
Fair Value of Financial Assets and Liabilities 
Credit Risk 
On January 20, 2009, the CICA published Emerging Issues Committee (“EIC”) Abstract 173, Credit Risk 
and the Fair Value of Financial Assets and Liabilities. The EIC abstract states that an entity’s own credit 
risk and the credit risk of the counterparty should be taken into account in determining the fair value of 
financial assets and liabilities, including derivative instruments. This recommendation is to be applied 
retrospectively without restatement of prior periods to all financial assets and liabilities measured at fair 
value in interim and annual financial statements ending on or after the date of issuance of the abstract. 
The Company has adopted this standard and determined that it had no material impact on the 
Company’s consolidated financial statements. 
 
Disclosures 
In June 2009, amendments to CICA Handbook Section 3862, Financial Instruments – Disclosures, were 
issued that included additional disclosure requirements about the fair value measurement of financial 







Pacific Northern Gas Ltd.  
2012 BCUC Generic Cost of Capital Proceeding 
Significant Changes in Accounting Policies in the Last 10 Years                                            Page 6 of 9 


 
 
instruments and enhanced liquidity risk disclosures. The amendments are effective for annual financial 
statements relating to fiscal years ending after September 30, 2009. These amendments only impact the 
Company’s disclosures and are reflected in notes 19 and 20. 
 
Section 3862 now requires that all financial instruments measured at fair value on the balance sheet be 
categorized into one of three hierarchy levels, described below, for disclosure purposes. Each level is 
based on the transparency of the inputs used to measure the fair values of assets and liabilities: 
 
Level 1 Inputs are unadjusted quoted prices of identical instruments in active markets; 
 
Level 2 Inputs other than quoted prices included in Level 1 that are observable for the asset or 


liability, either directly or indirectly; and 
 
Level 3 One or more significant inputs used in a valuation technique are unobservable in determining 


fair values of the instruments. 
 
Determination of fair value and the resulting hierarchy requires the use of observable market data 
whenever available. The classification of a financial instrument in the hierarchy is based upon the lowest 
level of input that is significant to the measurement of fair value. 
 
 
2010: 
 
Business combinations, consolidated financial statements and non-controlling interests 
Effective January 1, 2010, the Company early adopted the pronouncements of CICA Handbook Section 
1582, Business Combinations, Section 1601, Consolidated Financial Statements, and Section 1602, Non-
Controlling Interests.  
 
Section 1582 was introduced to replace Section 1581, Business Combinations, and provides the 
Canadian equivalent to International Financial Reporting Standard IFRS 3 (revised), Business 
Combinations. Section 1582 specifies a number of changes, including: an expanded definition of a 
business, a requirement to measure all business acquisitions at fair value, a requirement to measure 
non-controlling interests at fair value, and a requirement to recognize acquisition related costs as 
expenditures in the period incurred.  
 
Section 1601 and Section 1602 were introduced together to replace Section 1600, Consolidated 
Financial Statements, and provide the Canadian equivalent to the corresponding provisions of 
International Accounting Standard IAS 27 (revised), Consolidated and Separate Financial Statements. 
Section 1601 establishes standards for the preparation of consolidated financial statements and Section 
1602 specifies that non-controlling interests be treated as a separate component of equity, instead of a 
liability or other item outside of equity. 
 
The early adoption of these standards by the Company resulted in additional disclosure related to a 
business acquisition that closed on April 19, 2010 and the expensing of the related acquisition costs 
incurred of $0.5 million, rather than their inclusion as part of the cost of the business acquisition. 
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2011: 
 
2011 REVENUE REQUIREMENTS APPLICATION CHANGES 
Effective January 1, 2011, the Company adopted the following new accounting policies and changes in 
accounting estimates on a prospective basis in accordance with its 2011 revenue requirements 
applications filed with the Commission.  These changes in depreciation, capitalization of overheads and 
accounting for non-pension post-retirement benefits were accepted under negotiated settlements 
reached on April 27, 2011.  The Commission approved the negotiated settlement agreements on May 
20, 2011.   
 
Depreciation of plant and equipment is recorded on a straight-line basis over the underlying assets’ 
useful lives.  Effective January 1, 2011, the Company implemented the recommendations contained in 
its 2010 depreciation study which resulted in adjustments to the estimated remaining useful lives of 
plant and equipment assets.  For 2011, these changes are expected to result in a net decrease in 
depreciation expense of approximately $2 million. 
 
Other changes reflected in the Company’s 2011 revenue requirements applications included a reduction 
in the pool of overhead costs subject to capitalization as part of the cost of plant and equipment and the 
inclusion of the full actuarially-determined expense for non-pension post-employment benefit plans.  All 
of these changes were adopted on a prospective basis and are not expected to impact net earnings due 
to their inclusion in the 2011 revenue requirements applications. 
 
Financial Instruments – Recognition and Measurement 
In June 2009, the CICA provided a clarification to Handbook Section 3855, Financial Instruments – 
Recognition and Measurement, with respect to the embedded prepayment option. The Section has 
been amended to clarify when an embedded prepayment option is separated from its host instrument 
for accounting purposes. The amendment states that if the exercise price of a prepayment option 
compensates the lender for an amount equivalent to the present value of the lost interest for the 
remaining term of the host instrument, the feature is considered closely related to the host contract in 
which it is embedded. The amendment applies to interim and annual financial statements relating to 
fiscal years beginning on or after January 1, 2011. The adoption of the amendments to Section 3855 had 
no effect on the Company’s consolidated financial statements.  
 
Comprehensive Revaluation of Assets and Liabilities 
In August 2009, the CICA amended Handbook Section 1625, Comprehensive Revaluation of Assets and 
Liabilities, as a result of issuing Sections 1582, Business Combinations, 1601, Consolidated Financial 
Statements, and 1602, Non-Controlling Interests, in January 2009. The amendments require that when 
push-down accounting is used following the acquisition of an enterprise, the assets and liabilities are to 
be measured at the values used in accounting for the purchase transaction or transactions in accordance 
with Section 1582. The amendments also require that, when a future income tax asset that arose prior 
to the date of a comprehensive revaluation and that was not recognized in the comprehensive 
revaluation is subsequently recognized; the benefit should be recognized in accordance with Section 
1582 and Section 3465, Income Taxes. The amendments apply prospectively to comprehensive 
revaluations of assets and liabilities occurring in fiscal years beginning on or after January 1, 2011. The 







Pacific Northern Gas Ltd.  
2012 BCUC Generic Cost of Capital Proceeding 
Significant Changes in Accounting Policies in the Last 10 Years                                            Page 8 of 9 


 
 
adoption of the amendments to Section 1625 had no effect on the Company’s consolidated financial 
statements. 
 
Multiple Deliverable Revenue Arrangements 
In December 2009, the CICA issued EIC-175, Multiple Deliverable Revenue Arrangements, replacing EIC-
142, Revenue Arrangements with Multiple Deliverables. The changes were made in response to changes 
made to Accounting Standards Codification Topic 605-25, Revenue Recognition – Multiple Element 
Arrangements, under US GAAP, and more closely aligns the accounting requirements for multiple-
element arrangements under Canadian GAAP with US GAAP and IFRS. EIC-175 addresses how to 
determine whether an arrangement involving multiple deliverables contains more than one accounting 
unit and, if so, how the consideration specified in the multiple element arrangement should be 
distributed between different accounting units. These recommendations are to be applied prospectively 
to revenue arrangements with multiple deliverables entered into or materially modified in the first 
annual fiscal period beginning on or after January 1, 2011.  The adoption of EIC-175 had no effect on the 
Company’s consolidated financial statements. 
 
 
2012: 
 
2012 REVENUE REQUIREMENTS APPLICATION CHANGES 
In the 2011 NSP Settlement, the Company obtained approval to transfer the undepreciated value of 
assets that were retired but not fully depreciated (i.e. recoverable from customers) or over depreciated 
(i.e. to be credited to customers) from accumulated depreciation to the  deferral account extraordinary 
plant losses.  The Company is seeking to amortize this deferral account over 10 years. 
 
The Company is also seeking to implement the Transfer Pricing Policy in 2012. 
 
Adoption of US GAAP 
The Accounting Standards Board (AcSB) confirmed in February 2008 that International Financial 
Reporting Standards (IFRS) was to replace Canadian Generally Accepted Accounting Principles (Canadian 
GAAP) for publicly accountable enterprises for financial periods beginning on or after January 1, 2011. 
 
On September 10, 2010, the AcSB amended the introduction to Part I of the CICA Handbook Accounting 
to permit, but not to require qualifying entities with Rate Regulated Activities (RRA) to adopt IFRS for 
the first time no later than interim and annual financial statements relating to annual periods beginning 
on or after January 1, 2012, thereby providing a one year deferral. The Canadian Securities 
Administrators provide for a similar one year deferral pursuant to National Instrument 52 107   
Acceptable Accounting Principles and Auditing Standards (NI 52 107). 
 
The Company is a qualified entity for the deferral period permitted by AcSB and NI 52 107, and has 
elected to use the deferral offered by the AcSB and NI 52 107 given the uncertainty with respect to the 
application of IFRS to the RRA. In 2011, The Company reassessed the accounting policy choices available 
and determined that the most appropriate decision for Pacific Northern Gas' business activities is the 
use of US GAAP effective January 1, 2012. 
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Pursuant to NI 52 107, US GAAP reporting is generally permitted by Canadian securities laws for 
companies subject to reporting obligations under US securities laws. The Company has obtained all 
necessary approvals, including the required exemption order from the British Columbia and Ontario 
Securities Commissions issued on August 18, 2011, and the required order from the British Columbia 
Utilities Commission permitting the use of US GAAP for regulatory filings issued on October 7, 2011, 
without being registered with the United States Securities and Exchange Commission. The exemptions 
granted will terminate on January 1, 2015. 
 
For annual reporting purposes, the transition date to US GAAP is January 1, 2011, which is the 
commencement of the 2011 comparative period to the Company’s 2012 financial statements.  
 
In addition, US GAAP requires certain disclosures of financial information, significant to the Company, 
that are in addition to the required disclosure under US GAAP.  
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