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About this report: The Union Gas Limited and Centra Gas Ontario Inc. 1995 Annual Report
consists of a President’s Report highlighting the achievements of both companies. and separate
Financial Reports for each company, enclosed in the back cover pockel, This design reflects the

working relationship of Union and Centra which operate under shared services arrangements,

yet remain separate legal entities.
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CORPFORATE PROFILES wND HIGHLTEHETS

Union Gas Limited and Centra Gas Ontario Inc. are two major Ontario natural gas utilities
which provide energy delivery and related services to a combined total of approximately
965,000 residential, commercial and industrial customers in over 385 communities in the
province. Union Gas serves an area in southwestern Ontario from Windsor to just west of
Toronto and also provides gas storage and transportation services for other utilities and
energy companies in central Canada and the northeast U.S. Centra Gas serves northern
Ontario from the Manitoba border to the North Bay/Muskoka area, and eastern Ontario from
Port Hope to Cornwall, Together Centra and Union employ about 3,400 men and women.
Combined revenues for 1995 were $1.9 billion and combined net income was $124 million.
Total throughput for the two companies in 1995 was 33 billion cubic metres. In 1995, assets

totalled $3.6 billion.

Centra and Union are wholly-owned subsidiaries of Westcoast Energy Inc. of Vancouver, B.C.,
and operate under a shared services arrangement featuring a common senior management
group and combined administrative functions. The companies are nevertheless separate legal

entities with separate boards of directors. The

N 5 vanr St Decniber a7 1995 1994 companies’ utility operations are regulated

under the Energy Board Act and the Energy
Financial (mitions,
Act (Ontario).

Total revenue $1,325.5 $1,402.9
‘(-";‘1
"= Net income S  90.1 3 86.2
Earnings applicable to 7]
... common shares $ 758 S 71.8 «
= Capital expenditures $ 2509 S 270.6 i %Egé
™ Total assets $2,829.0 $2.729.0 O
m— o Financial mitions)
Operating Total revenue S 538.2 5 611.9
= _ Income from continuing
Volume of gas (10°'m*) < operations $ 32.6 $ 294
Distribution volume 8 757 8 203 - Earnings applicable to
Transportation volume 19 659 16 753 common shares S 324 0 & 267
Total throughput 28 416 25 040 - Capital expenditures $§ 832 § 819
Customers at year-end 728,471 706,707 @) Total assets W””$ 819.7 $ 903.06
Degree day deficiency 3,991 4,050 - =i .
Operating
Gas distribution
~ volume (10°m?) 4 57§ 4 145
Customers at year-end 236,585 226,137

Degree day deficiency 5,279 5,191
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olli(;n PERFORMANCE YEAR 1995 was the first full year that Union Gas and Centra
Gas Ontario operated together under Shared Services arrangements, with
many of our management and administrative functions and
positions combined to create significant efficiencies and cosl
savings for customers. I am pleased to report that this year of A
organizational change and operational innovation was also a ‘ ég
\ \ \

vear of extremely strong performance for both companies. bl

(% millions)

Earnings, throughput, and the number of customers served

all grew significantly.

UNION GAS

) TOTAL REVENUE
Combined net income for the two companies was §123.7 million in

1995. Union's net income was $90.1 million, up 4.5 percent over 1994,

while Centra’s net income grew 19.6 percent to $33.6 million. Both companies
delivered more gas to customers than ever before, with total throughput reaching
almost 33 000 million cubic metres (10°m*). At Union, throughput grew more than
13 percent to 28 400 10°m*, mainly as a result of higher usc by large industrial
customers and greater demand by storage and transportation customers. Centra’s
throughput grew more than 10 percent to 4 576 10°m?, primarily due to increased
usage by industrial and cogeneration customers as well as colder weather in

Centra’s service area.

The total number of customers served by Union and Centra grew to
965,000, Union added 21.800 new customers for a total of 728,000
and Centra added 10,400 for a total of 237,000, Approximately
55 percent of these new customers switched to natural gas
from other fuels, confirming the continuing competitive

position of our product in the energy marketplace.

($ millions)

CENTRA GAS
TOTAL REVENUE



Both companies continued to invest significant capital in expanding and upgrading
facilities in order to provide excellent service to a growing number of customers.
Union invested more than $250 million, and Centra more than $83 million, in order
to respond to business opportunities created by increased customer demand for
natural gas products and services. In the past five vears, the two companies have
invested a combined total of almost $1.6 billion in Ontario. Capital expenditures for
1996 are expected to total approximately $345 million for the two companies. This
represents a significant commitment to the communities we serve, and illustrates our
confidence in future growth opportunities for natural gas products and related

energy services.,

oﬁnvmc Our DisTRIBUTION CUSTOMERS During the year we continued to grow our
business by strengthening our abilities to deliver the kinds ol high-value products
and services customers require. Natural gas service was extended to more than 30
previously unserved communities including Wingham, Blyth, Brussels, Port

Total
Franks, Markdale and Flesherton in southwestern Ontario; and Harty, Val Rita o= BI%3

8293
and Kakabeka Falls in northern Ontario. This aggressive pace ol service
expansions will continue in 1996, and plans are currently underway to bring
the economic and environmental benefits of natural gas to 18 communities ﬂ ” fdrst hew
or resale
in northern and eastern Ontario, and five in southwestern Ontario.
Contract-
Commercial
A new $7 million customer-focussed service centre was opened in & Industrial
Brantford to serve the needs of customers and communities in that Regular rate-
| 680 Commercial
. . - strial
area. The service centre site features a preserved wetland and a e

rehahilitated native woodland and grassland to be used as an | 882 Résidendi

T-service

Other gas

environmental resource for the community,

UNION GAS
GAS DISTRIBUTION YOLUME

{millions of cubic met



Total
Total 4576

In the merchandise sales arca, company and dealer sales

I-service
of appliances such as furnaces, fireplaces and barbecues
were strong, increasing by approximately 10 percent over
lust year at Union and 5 percent at Centra. Our EnerSmart
Industrial

program, which offers customers choice in a variety of
energv-efficient products and services, continued to grow.
In 1995 over 50 percent of Union’s furnace sales were of the

Commercial

high-efficiency type.

Residentia
During 1995 Union and Centra were both able to reduce their

customers’ natural gas rates, as a result of lower natural gas

supply costs. For Centra’s residential customers, rates decreased by

CENTRA GAS

GAS DISTRIBUTION VOLUME 5 percent in January and an additional 4.5 percent in October,

(nullhons of cubic metres)

Union’'s residential customers saw a reduction of just over
6 percent in October. As a result, it costs less today for natural gas than

it did in 1983.

Our commitment to providing excellent customer service was strengthened
through a new training program. A new training centre was opened at Canadore
College’s North Bay Campus to provide technical training for Centra’s northern
service and operations personnel as well as for dealers and installers. Training
is delivered by college staff utilizing programs developed at the Union Gas

Education Centre in Chatham.

We believe that future success in an increasingly market-driven energy business
will depend on our ability to offer customers value and choice in energy products
and scrvices. To do this effectively, we have begun to shape our distribution

organization along two main business lines. One will focus on providing efficient



and reliable energy delivery. The other will entail the retailing of energy
“solutions” - products and services such as gas commodity sales, equipment sales
and service, energy management, vehicle fuel, rentals, and financing. This new
organization will enable us to optimize our performance in an increasingly

competitive energy market.

°r-.Rvn\'u OUR STORAGE AND TRANSPORTATION CUSTOMERS [Union’s transmission and
storage system in southwestern Ontario is strategically located near the major
markets of central Canada and between the growing markets of the U.S. mid-west
and northeast. The system has pipeline interconnections to most Canadian and U.S.
supply basins and includes Canada’s largest natural gas storage facility, with a
working capacity of over 3.5 billion cubic metres. The system therefore operates as
a kev service hub in the North American natural gas delivery system. In 1995, the
storage and transportation business continued to develop market opportunitics to
meet the growing needs of its Canadian and U.S, customers for storage,

transportation and other related transactional services.

An innovative new service was created in partnership with the Alberta

Energy Company Ltd. (AECO). North America’s first Hub-to-Hub service
offers “secamless™ deliveries of natural gas between the AECO C HUB . é
storage facility in Alberta and the Union Gas service hub at the Dawn
storage facility ncar Sarnia. Customers may deliver gas

($ millions)

to one hub location and receive it simultaneously

CENTRA GAS
CAPITAL EXPENDITURES

at the other. The new service helps to eliminate
pipeline capacity problems. During 1995 more
than 565 million cubic metres were contracted

between Union and AECO.

($ millions)

UNION GAS
CAPITAL EXPENDITURES
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In late 1995, the new Bluewater Pipeline, linking Union’s facilities with those of the
Consumers’ Power Co. of Michigan, was completed at a total cost of $5 million
(U.S.). Constructed co-operatively by Union’s affiliate, St. Clair Pipelines Ltd., and
CMS Gas Transmission and Storage Co. of Michigan, the new international pipeline
increases natural gas supply, storage and transportation options for customers on

both sides of the border.

Maintaining the operating integrity of the trransmission system is an ongoing
priority. In 1995 a number of replacements were carried out including a §5 million
3.6-kilometre section south of Cambridge, and two 1.6-kilometre sections north of
Hamilton at a total cost of $5 million. The replacements enhanced pipeline

operation at higher pressures in areas of increased population density.

@AJ()R INDUSTRIAL MARKETS Large volume industrial users account for 70 percent
of in-franchise deliveries at Centra and over 60 percent at Union Gas. Both
companies use a segmented approach for focussing on special customer needs in
this market, striving to meet individual requirements for energy elficient
technologies, emissions reduction, cost savings and substitution of gas for other
fuels. A number of initiatives to provide value-added customer service in these

areas were completed or underway in 1995,

A new $13 million pipeline expansion provided for increased natural gas deliveries
to Stelco’s Lake Erie Business Unit at Nanticoke, Ontario. The additional gas load of
88 10°m* per year replaces purchased coke in Stelco’s blast furnaces, reducing the

steelmaker's energy costs and atmospheric emissions.

Two new cogeneration facilities began operations in Windsor. The 35 megawatt

Ford of Canada cogeneration facility, constructed and managed by Union Gas, and



West Windsor Power's 102 megawatt plant added

($ millions)

a total of 212 10°m* of yearly incremental gas load.

During 1995. work commenced on transmission and UNION GAS

TOTAL ASSETS &
compressor facilities to provide the 110 megawatt
A \
9 92 94 95

Northland Power Inc. cogeneration plant at Iroquois Falls, Ontario, with

(% millions)

approximately 183 10°m® of gas load per vear. Work is also currently
underway on facilities to serve the 110 megawatt Kingston CoGen plant west
CENTRA GAS

of Kingston, Ontario, which will add an annual load of 189 10°m?, beginning TOTAL ASSETS

in late 1996.

oN\’lRUNMIENTAL CoMMITMENT Centra and Union both recognize the link between a
healthy environment and sustained economic growth, and therefore are committed
to achieving and demonstrating sound environmental performance and leadership.
Initiatives taken during 1995 to strengthen our environmental management
commitment included the submission of our Greenhouse Gas Emissions Reduction
Plan in support of the federal Voluntary Climate Change Program, and the
development of a comprehensive environmental training program in co-operation

with other Westcoast companies.

The companies are committed to encouraging their customers 1o use natural gas in
the most efficient way possible. To meet this commitment. specific initiatives are
in place for 1996 and plans are being developed for 1997 under demand side

management (DSM) programs.

OOOKING AHEAD We look forward to continued strong performance in 1996,
In our distribution business, growth will be driven by an aggressive program of

community expansion projects, fuel substitution and new housing. Industrial




markets are expected to strengthen along with

($ millions) the North American economy. In our storage and

transportation business we expect increased

CENTRA GAS demand for energy delivery and service options from
EARNINGS APPLICABLE
TO COMMON SHARES Canadian and U.S. customers. In all markets we will

strive to achieve customer satisfaction and market
share growth by offering value-added products and services in a

highly focussed and segmented approach,

The coming years will also present considerable challenges to adapt

($ millions)

to change. While the North American natural gas industry is robust,

the energy marketplace is undergeoing a transformation driven by
UNION GAS
EARNINGS APPLICABLE customer demands for choice and value, the emergence of strong
TO COMMON SHARES
competition for the provision of energy services and a corresponding

shift away from traditional forms of regulation. In order to take advantage ol the
opportunities presented by this changing business environment, we have designed
strategies Lo meet our customer needs by focussing on specific lines of business

where we will operate in a framework of more competition and, eventually,

less regulation,

A number of other factors will influence our future success. The employees of
Centra and Union will play a most important part in achieving our customer
satisfaction goals in this era of rapid change. Employees, who interact with
customers on a daily basis, truly know their needs. The knowledge. innovation and
flexibility that employees bring will give us the ability to compete and perform in

an increasingly market-driven business environment.

Information technologies, which have changed the way cnergy is marketed and

delivered, will be critical tools to enable us to create operational efficiencies,



help us to determine specific customer needs, and facilitate the delivery of specific

energy solutions.

As part of the Westcoast Energy group of companies, Centra and Union also have the
competitive advantage of participating in all aspects of the natural gas industry,
including those related to electricity production. As part of a national corporate
presence with more than 1.3 million customers, we also benefit from the strategic
advantages of a shared vision, maximized resources and knowledge, and the

efficiencies of scope and scale.

In the past year we have achieved tremendous success in a context of significant
organizational change and ongoing marketplace evolution. | wish 1o sincerely thank all
of the employees who have worked hard to transform business strategies into success
stories. Your efforts have benefitted both our customers and our shareholders. I look
forward to working together to successfully meet the challenges of change which the

coming year will continue to bring.

/:/')

John Bergsma,
President and Chief Executive Officer
April 10, 1996
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MANAGEMENT'S DISCcUSSION AND ANALYSIS

The following discussion and analysis has been prepared by management and is a review of
the operating results, financial condition and outlook for the Company. This discussion
should be read in conjunction with the financial statements and the accompanying notes.

The Company changed its year-end from March 31 to December 31, effective December 31,
1995. Accordingly, the financial statements have been presented for the twelve months
ended December 31, 1995, with comparative information for the twelve months ended
December 31, 1994, All references relate to December fiscal years unless otherwise stated.

OPERATING RESULTS

Rate Regulation

Utility earnings are regulated by the Ontario Energy Board (OEB) on the basis of a return
on rate base for a future test year period. A rate application process leads to the
implementation of new rates which are intended to provide a utility with the opportunity to
earn an allowable rate of return. The allowable rate of return is established by determining
the weighted average cost of the individual compaonents of the capital structure.

The use of a future test year period in the rate making process is intended to eliminate the
time lag between changes in future costs and estimated revenue levels, and the
implementation of appropriate rate adjustments. The actual rate of return achieved by the
Company may vary from the rate allowed by the OEB as a result of the Company’s ability to
generate forecasted revenues, weather, levels of cost inflation, interest rates, timing of
permitted rate increases and general economic conditions.

In July 1995, the OEB issued a decision approving rates for the Company for the fiscal
vears ending March 31, 1995 and 1996. The OEB approved a rate of return on a deemed
29% common equity component of rate base of 11.75% for both fiscal years.

For the 1996 calendar vear, the Company will continue with the rates last approved by the
OEB. A rate application has been filed with the OEB for rate changes effective January 1, 1997.

Earnings
For the Years Ended December 31 (min'!im:.t:;_ N _ : _f_ 19@ - _:_1994
Gas distribution margin S 409.4 $ 392.0
Transportation and storage revenue 148.8 144.4
Other revenue 95.8 817
Expenses
Operating and maintenance 211.9 206.5
Depreciation and amortization 104.5 96.2
Property and capital taxes 33.4 31.7
Interest expense 136.2 124.9
Income taxes 77.9 72.6 pA
Net income _ $ 90.1 s 86.2 Z
Earnings applicable to common shares § 75.8 $§ 71.8 &

G
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Net income for the year ended December 31, 1995 was $90.1 million compared to $80.2
million for the year ended December 31, 1994. After deducting preference share dividends,
earnings applicable to common shares were $75.8 million compared to §71.8 million in
1994. Factors contributing to the increase in earnings included higher distribution volumes,
increases in demand for storage, transportation and other services, and growth in the
Company’'s rate base. These increases were partially offset by the impact of warmer
weather, which resulted in a decrease in earnings of $1.7 million compared to last year.

Shared Services

During 1995, the Company and Centra Gas Ontario Inc., a commonly controlled company,
continued with the implementation of the shared services plan which was previously
approved by the OEB. Under the plan, certain administrative departments were combined
to provide services to both companies, resulting in operating efficiencies and reductions in
the tatal cost of service for the benefit of both companies’ customers.

The amortization of one-time restructuring costs related to the implementation of shared
services was included in operating and maintenance expense. These costs will be recovered
in rates over a three year period, which commenced in 1995. The expenses of the combined
departments were allocated to each company using a cost driver approach which is
designed to allocate expenses based on underlying activity levels or causal relationships.

Distribution Volumes

Total distribution volumes, including T-service, increased by 5.6% to 8 757 million cubic
metres (10°m?) in 1995, compared to 8 293 10°m? in 1994. Distribution volumes to the
residential and regular rate commercial and industrial customers increased by 59 10°m? or
1.7%. The increase was due primarily to the net addition of 22,000 customers, partially
offset by the impact of warmer weather in 1995 compared to 1994. The weather in 1995
approximated normal temperatures on average, while the weather in 1994 was 1.4% colder
than normal.

Total volumes delivered to contract and T-service customers increased by 405 10°m* or 8.5%
due primarily to higher consumption levels by some large industrial customers. Compared
to last year, T-service volumes increased by 1 023 10°m? while contract gas sales volumes
decreased by 618 10°m? The decrease in contract volumes and a corresponding increase in
T-service volumes was due primarily to customers converting to T-service from other direct
purchase arrangements. The change from gas sales to T-service does not impact the gas
distribution margin.

Gas Distribution Margin

The Company has changed its income statement presentation to disclose the margin related
to gas distribution throughput. The gas distribution margin represents the margin earned on
all distribution volumes, including gas sales and T-service. Previously, T-service revenue

was included in transportation and storage revenue.

The gas distribution margin was $409.4 million in 1995, which represented an increase of
$17.4 million or 4.4% compared to last year. The increase in the gas distribution margin was
due primarily to higher industrial volumes and growth related to the net addition of 22,000
customers, partially offset by the impact of warmer weather.



Transportation and Storage Revenue

Revenue from the transportation and storage of gas was $148.8 million in 1995 compared
to $144.4 million in 1994. The increase in revenue was due primarily to an increase in
demand for long-term transportation and storage services by other utilities and shippers,
and higher rates.

The transportation and storage customers are primarily Canadian transmission and
distribution companies. Approximately 90% of the Company’s annual transportation and
storage revenue is generated by fixed demand charges under contracts with remaining
terms of up to 20 vears and having an average outstanding term of 11 years.

Other Revenue

Other revenue was $95.8 million, which represented an increase of $14.1 million or 17.3%
over last year. Factors contributing to the growth in other revenue included an increase in
equipment rental revenue due to increases in rental units and rates, higher service work
activity, the gain on sale of certain storage rights, and an increase in preferred dividend
income due to higher interest rates.

Operating Expenses

The operating and maintenance expense of $211.9 million in 1995 increased by $5.4 million
or 2.6% compared to last year. The increase reflected higher costs related to growth in the
customer base, inflation and amortization of one-time shared services costs, partially offset
by savings related to shared services.

Depreciation and amortization expense was $104.5 million compared to $96.2 million in
1994. The increase reflected the growth in the depreciable asset base.

Interest Expense

The net interest expense was $136.2 million in 1995 compared to $124.9 million in 1994.
Short-term debt interest expense decreased by $1.6 million due to reduced borrowing
levels, partially offset by higher short-term interest rates. Long-term debt interest expense
increased by $13.7 million as a result of higher average borrowings. Interest capitalized
increased by $0.8 million due to an increase in construction work in process.

FiINANCIAL CONDITION

Operations

The cash provided by operations was $290.8 million, compared to $178.8 million in 1994.
The increase was due primarily to a lower value of gas in storage related to reduced
volumes and a decrease in the average cost of gas, and other changes in working capital
requirements.

Investment Activities

The Company invested $250.9 million in property, plant and equipment during the year
compared to $270.6 million in 1994. Of the total 1995 investment, 27% was spent on
transmission and storage projects, 435% on distribution projects and 28% on general plant
and equipment including rental equipment, and information technologies and

1995

Gas
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systems. These investments were necessary to meet the growth in customer demand for
services. Capital expenditures are expected to be approximately $240 million in 1994,

The Company’s average rate base in 1995 was $2.04 billion, compared to $1.89 billion
in 1994.

Liquidity and Capital Resources
The Company plans to meet future cash requirements through funds generated
from operations, short and long-term debt, and common equity investment by the

Company's parent.

The Company has bank lines of credit of $550 million that enable it to borrow directly from
banks, issue bankers’ acceptances and support a commercial paper program. Virtually all of
the short-term cash requirements are funded through issuing commercial paper at rates
generally below prime. The short-term borrowing levels fluctuate significantly during the
year due to the funding of construction activities, the timing of long-term debt issues and
the seasonality of the utility business. The peak borrowings for the year reached $367
million in January.

The Company has entered into interest rate swap agreements expiring in 1996 and 1997
which effectively fix the borrowing cost of $75.0 million of short-term borrowings at
10.859%. These borrowings are treated as long-term debrt for purposes of the OEB approved
utility capital structure.

In November 1995, the Company issued $125 million aggregate amount of 8.65%
debentures, maturing November 10, 2025. The proceeds from these debentures were used
to reduce commercial paper obligations incurred to fund working capital requirements and
capital expenditures.

Common equity is issued periodically to the Company's parent in order to maintain a 29%
common equity component of rate base as approved by the OEB. The Company issued
common shares totalling $45.0 million in 1995 and $3.0 million in 1994,

The Company's capital instruments are rated as follows:

Canadian Bond Dominion Bond
Rating Service Rating Service
C()mmercizrp;_l[;’? - A-1 ) R-1 (I.m;)-
N L-)L’-l;nlures R o A (Low) o . A 7
Prefejrencc_-_sllures o __ . - P-2 77 ) 7 ) Pfd - 2_. )

The Company expects to maintain these ratings in 1996, thereby having continued access to
the short-term and long-term capital markets in Canada. The Company does not plan to

issue either debentures or preference shares in 1996.

Gas Supply

The gas supply portfolio includes long-term firm gas supply contracts with pricing
mechanisms that reflect monthly variations in the price of gas, rather than fixed prices.
These contracts are indexed to either the New York Mercantile Exchange (NYMEX) natural



gas futures contracts or the Canadian Gas Price Reporter Alberta border average monthly
price. Long-term firm gas supply contracts represent approximately 33% of the Company’s
total forecast gas supply including buy/sell volumes. Approximately 93% of the Company's
forecast long-term firm gas supply from January through October 1996 is subject to indexed
prices. Most of these contracts are subject to price redetermination as of November 1, 1996.

The Company has implemented a risk management strategy to manage the price volatility of
its long-term firm gas supply. Hedges are used to fix gas prices with respect to the
underlying physical gas supply contracts and include the use of natural gas swaps and
purchase price collars. During the year ended December 31, 1995, the Company hedged the
purchase price applicable to 46% of its indexed firm service gas supply. At December 31,
1995, the Company had entered into natural gas swap contracts to effectively fix the
purchase price for approximately 216 10°m? or 15% of the indexed gas supply from January
to October 1996.

The Company has completed negotiations for all of the long-term firm gas supply contracts
with a November 1, 1995 price redetermination, with the exception of the contract with
TransCanada Gas Services Inc. (formerly Western Gas Marketing Limited). The contract with
TransCanada Gas Servics Inc. (TGSI) represents approximately 28% of the Company’s long-
term firm gas supply on an annual basis. The contract with TGSI allows for binding
arbitration if the parties cannot agree on pricing terms. Since a negotiated price was not
achieved, the companies have initiated an arbitration process. The arbitration hearing will
begin in late April, with a decision expected in June, 1996.

Gas costs are included in customer rates based on forecasts approved by the OEB. The
difference berween the OEB approved price and the actual cost of gas purchased, including
the impact of both the indexed purchase prices and any hedging activities, is deferred for
disposition as approved by the OEB.

OUuUTLOOK

Operating Results

The natural gas industry in North America continues to experience considerable growth.
Natural gas is abundant, readily accessible through vast distribution systems and has
significant environmental advantages compared to other fossil fuels. Natural gas also has
competitive pricing advantages in most markets today.

The North American energy marketplace is evolving in a way that is pointing to more
customer choice, stiffer competition for energy services and less regulation. While the
changing marketplace will provide challenges, it will also provide significant opportunities

for expanding traditional services and marketing new services to a large customer base.

The Company is well positioned to take advantage of future market growth. The Company
is a full service supplier of energy services, ranging from traditional storage, transmission
and local distribution, to value added products and services targeting individual customer
needs. The Company is also strategically located. Approximately 45% of natural gas from
western Canada delivered to Ontario and Quebec markets is transported on the Company’s
system. Many of the major pipelines from both the United States and Canada can access the
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Company's transmission system at either the western or eastern ends. This enables the
Company to be an integral part of the pipeline infrastructure of North America, with access
to traditional and emerging markets.

The Company is expecting continued growth in the residential and commercial market
share through conversion activity, new housing and community expansion programs.
Industrial volumes are expected to increase in all market sectors as the North American
economy continues to strengthen. Continued growth in transportation and storage services
is also anticipated as customers seck greater choices in energy delivery and service options.

The Company expects to achieve market share growth by offering value added products
and services in a highly focused and segmented approach. The Company has devised
business strategies and started organizational changes that focus activities on major

lines of business.

Business Risk

The Company’s earnings are impacted by business risks inherent in the natural gas industry
and energy marketplace. The earnings level is impacted by general economic conditions.
the Company’s ability to generate forecasted revenues, interest rates, levels of cost inflation
and the OEB’s decisions with respect to rates. The rates allowed by the OEB are based on
forecasts assuming normal weather conditions. Since a large portion of the gas distribured
to the higher margin residential and commercial market is used for space heating,
differences from normal weather have a significant effect on the consumption of gas.
Economic conditions and the price of competitive energy sources impact sales to the
industrial customers. Many of these customers have the ability to switch to an alternative
fuel. Competition for energy services in the North American energy marketplace as well as
economic conditions impact the transportation and storage business.

Environmental Management Program

The Company is committed to conducting its business in an environmentally responsible
manner using the principles of sustainable development, by promoting the wise and
efficient use of energy and by seeking ways to reduce the environmental impacts of its
business. The Company continues to strengthen its environmental management program
through a comprehensive audit program and additional environmental training for
employees. As well, active participation in environmental research, development and
technology transfer is important as a means to identify the most cost effective way of
managing environmental issues to support the Company's business plans and operations.



MANAGEMENT RESPONSIBILETY FoR
FIiNANCTAL REPORTING

Management is responsible for the integrity and objectivity of the information contained in
this annual report and for the consistency between the financial statements and other
financial and operating data contained elsewhere in the report. The accompanying financial
statements have been prepared by management in accordance with accounting principles
generally accepted in Canada. Their preparation necessarily involves the use of estimates
and careful judgement, particularly in those circumstances where transactions affecting a
current period are dependent upon future events. The accompanying financial statements
have been prepared using policies and procedures established by management and reflect
fairly the Company’s financial position, results of operations and changes in financial
position, within reasonable limits of materiality and within the framework of the accounting
policies outlined therein.

Management has established and maintains a system of internal controls which

is designed to provide reasonable assurance that assets are safeguarded from loss or
unauthorized use and that financial information is reliable and accurate. The system of
internal controls is periodically reviewed by an independent internal audit function to

ensure its effective operation.

Price Waterhouse was appointed by the shareholders to conduct an independent
examination of the financial statements in accordance with generally accepted auditing
standards, which includes such tests and other procedures as they deem necessary to arrive
at an opinion on the fairness of the financial statements. The Auditors’ Report outlines the
scope of their examination and their opinion.

The Board of Directors is responsible for ensuring that management fulfills its
responsibility for reporting and for final approval of the financial statements. An Audit
Committee of non-management Directors is appointed by the Board to review the financial
statements in detail and to report to the Directors prior to such statements being approved
for publication. The Audit Committee meets regularly with management, the internal
auditors and the external auditors to discuss their evaluation of internal accounting
controls, audit results and the quality of financial reporting. The internal and external
auditors have free access to the Audit Committee to discuss the results of their audir.

February 16, 1996

) Qmé Wit/

M. F. Bermon J. P. Woodruff
Senior Vice-President Controller
Finance and Regulatory Affairs
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AUDITORS® REPORT

To the Shareholders of Union Gas Limited:

We have audited the balance sheets of Union Gas Limited as at December 31, 1995 and
1994 and the statements of income, retained earnings and changes in financial position for
the years then ended. 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 in accordance with generally accepted auditing standards. Those
standards require that we plan and perform an audit to obtain reasonable assurance
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. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial
statement presentation.

In our opinion, these financial statements present fairly, in all material respects, the
financial position of the Company as at December 31, 1995 and 1994 and the results of its
operations and the changes in its financial position for the years then ended in accordance
with generally accepted accounting principles.

Price Waterhouse
Chartered Accountants
Toronto, Ontario
February 16, 1996



STATEMENTS OF INCOME

For the Years_lv‘néigd])ecernber 31 (millions ) 7 - 1995 1994
Gas sales $1,047.2 $1,160.3
Cost of gas - 671.5 784.8
Gas sales margin 375.7 3755
Transportation service 33.7 16.5
Gas distribution margin - 409.4 392.0
Transportation and storage revenue 148.8 144.4
Other revenue B . 95.8 81.7
B 654.0 6181
Expénses

Operating and maintenance 211.9 206.5

Depreciation and amortization (note 4) 104.5 96.2

Property and capital taxes 33.4 31.7

| - e 349.8 334.4
E)Ee;ating income . __304.2 ﬁj?’ ]
Interest exbense ol

Long-term debt 120.5 106.8

Short-term debt 19.5 21:1

Interest capitalized (3.8) (3.0)
I _ S 136.2 1249
Income before income taxes 168.0 158.8
Income taxes (note 11) B - 77.9 72.6
Net income 90.1 86.2
Preference share dividend requirement 14.3 14.4
Earnings applicable to common shares $ 75.8 § e
(See accompanying notes)

STATEMENTS OF RETAINED EARNINGS

ET",,”";};“}E‘ Ended December 31 (millions) _ 1995 1994
Retained earnings, beginning of year : $ 2127 $ 186.0
Net income 90.1 806.2
Dividends

Preference shares ‘ 14.3 14.4

Common shares 47.6 44.8
Other - ) 0.3 0.3
Eetainézaarnihgs, end of _ygr{ N $  240.6 $ 2127

(See accompanying notes)
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BALANCE

SHEETS

As at December 31 (millions) D 71995 __—1994
Assets
Current assets
Accounts receivable S 243.5 $ 1539
Inventories (note 3) 144.5 242.3
~ Income taxes el . - 58.5
- -  388.0 4547
Property, pla-nt and equipment (note 4) 2,244.1 2,100.3
Other assets (;1@) B . —77 __82_1__ 7@
Investments (note 12) = I ! 107.8 1076
$ 2,829.0 $2,729.0
Liabilities and Shareholders’ Equity
Current liabilities
Short-term borrowings (note 6) $ 280.7 $ 383.6
Accounts payable and accrued charges 176.9 176.0
R - 457.6 559.6
Long-te_rm debt (note 7) — 12%5 1,149.6
Deferred income taxes . - = 323.0 ~ 3005
Shareholders’ equity
Share capital (note 8) 550.3 506.6
Retained earnings 240.6 212.7
- . s = 790.9 7193
$ 2,829.0 $ 2,729.0

Commitments and Contingencies (note 13)

(See accompanying notes)

Approved by the Board

4

Director

=

Director



STATEMENTS oF CHANGES IN FINANCIAL POSITLON
[-E'_rbe Years Ended December 31 (millions) —19_9-577_ ___1?94
Operating Activities
Net income $ 90.1 § 86.2
Charges not affecting cash:
Depreciation and amortization 107.1 98.6
Deferred income taxes 8.1 . 51
205.3 189.9
Non-cash working capital changes
Accounts receivable (82.6) 32.4
Gas inventories 99.9 (51.6)
‘Accounts payable and other 68.2 . Bl
B B - 290.8 178.8
Investing Activities
Additions to property, plant and equipment (250.9) (270.6)
Additions to other assets and investments - (33.6) (14.2)
= P, o  (284.5)  (284.8)
Financing Activities
Long-term debt
Issued 125.0 275.0
Retired (10.2) (9.2)
Preference shares redeemed and purchased
for cancellation (1.3) (1.4)
Common shares issued 45.0 3.0
Dividends i - (61.9) (59.2)
B - [ 96.6 208.2
Decrease in short-term borrowings 102.9 102.2
Short-term borrowings, beginning of year - 383.6 485.8
Short-term borrowings, end of vear s $ 280.7 $ 383.06

(See accompanying notes)
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NOTES 170 FINANCIAL STATEMENTS

o SIGNIFICANT ACCOUNTING POLICIES

These financial statements have been prepared in accordance with accounting principles
generally accepted in Canada. A summary of significant accounting policies follows:

Regulation

The utility operations are subject to regulation under the Ontario Energy Board Act and the
Energy Act (Ontario). Rate schedules are approved periodically by the Ontario Energy
Board (OEB) and are designed to permit a fair and reasonable return on the utility
investment after recovering the utility cost of service. Realization of the allowed rate of
return is subject to actual operating conditions experienced during the vear.

Inventories

Supplies of natural gas are costed into inventory at prices approved by the OEB in the
determination of customer sales rates. The difference between the OEB approved price and
the actual cost of the gas purchased is deferred for disposition as approved by the OEB.

The Company’s gas supply portfolio includes contracts with pricing mechanisms that reflect
monthly variations in the price of gas, rather than fixed prices. The actual cost of gas
purchased includes the impact of any hedging activities related to these contracts. The
hedges are used to fix gas prices with respect to the underlying physical gas supply
contracts and include the use of natural gas swaps and purchase price collars.

Inventories of merchandise, stores and spare equipment are valued at the lower of average
cost and replacement cost.

Property, Plant and Equipment and Depreciation

Property, plant and equipment is carried at cost which includes all direct costs, an
allocation of overhead incurred and interest capitalized during construction. The cost of
property, plant and equipment is reduced by contributions and grants in aid of construction
received from customers and governmental bodies in support of specific transmission and
distribution facilities. The original cost of depreciable units retired, together with the net
cost of removal less salvage, is charged to accumulated depreciation.

Depreciation is provided on the straight-line basis at various rates based on the average
service life of each class of property, ranging from 4 to 60 years, determined by periodic
reviews and as approved by the OEB.

Income Taxes

The Company uses the tax allocation method to account for income taxes. Income tax
expense is the amount that would be payable if the timing of statutory tax deductions did
not differ from those recorded for accounting purposes. This method recognizes the
deferral of income taxes to future years when amounts deductible for income tax purposes

will be less than those recorded in the accounts.

Gas




Gas Sales Revenue and Cost of Gas Sold
Gas sales revenue is recorded on the basis of regular meter readings and estimates of
customer usage from the last meter reading date to the end of the month.

In the matching of gas sales revenue and cost of gas sold, volumetric differences arise
from the measurement process. The Company includes in the cost of gas sold an
estimated amount of these volumetric differences based upon the methodology recognized
by the OEB in the determination of customer sales rates. Annual fluctuations from the
estimated level are deferred and amortized over a period of three years. The cost of gas
sold includes both the estimated level of volumetric differences and the amortization of
annual fluctuations.

Pension Plans

Pension expense includes the actuarial costs of pension benefits for employee services for
the year and the amortization of the cost of past service benefits and experience gains and
losses. Past service benefits and experience gains and losses are amortized on a straight-
line basis over the expected average remaining service life of pension plan members.

The Company also provides post-employment extended health care and life insurance
benefits for all retired employees. The cost of these benefits are recorded during the year
in which they become payable.

YEAR-END CHANGE

The Company changed its year-end from March 31 to December 31, effective December 31,
1995. Accordingly, the financial statements have been presented for the twelve months
ended December 31, 1995, with comparative information for the twelve months ended
December 31, 1994. All references herein relate to December fiscal years unless otherwise
stated.

INVENTORIES

(millions) o e 1995 1994
Gas in storage $ 92.9 $ 201.7
Merchandise, stores and spare equipment 37.3 35.2
Other _ 7 14.3 5.4

$ 144.5 $ 2423

Other includes short-term loans of gas to other utilities and suppliers, and line pack gas.
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o PROPERTY, PLANT AND EQUIPMENT

(miltions) 1995 1994
Cost
Storage S  416.1 $  407.0
Transmission 867.8 814.3
Distribution 1,199.2 1,091.0
_ General B B - 476.1 421.3
- - 2,959.2 72,733.6
Accumulated depreciation
Storage 74.0 64.7
Transmission 188.4 169.2
Distribution 340.5 309.7
General e - 172.2 89.7
N B ) 715.1 633.3
Net book value § 2,244.1 $2,100.3

Depreciation rates provided during the year ended December 31, 1995 resulted in a
composite rate of 4.02% (1994 - 3.96%). In 1995, $2.6 million (1994 - $2.4 million) of
depreciation was allocated to operating and maintenance expense rather than to

depreciation and amortizalion expense shown on the Statements of Income.

Property, plant and equipment includes assets that were not subject to depreciation totalling
$105.5 million (1994 - $156.3 million). These assets include land, base pressure gas in
storage reservoirs and assets under construction. Property, plant and equipment also
includes rental equipment at a cost of $303.3 million (1994 - $275.0 million) and related
accumulated depreciation of $§64.8 million (1994 - $58.8 million). Rental revenue totalled
$45.2 million (1994 - $41.2 million).

Capital expenditures during 1996 are expected to be approximately $240 million.

OTHER ASSETS

f:iﬁflli(atrs'} - el = 0 1995 - 19947
Merchandise sales contracts S 103.8 § 765
Less: current portion 43.7 36.7
T - i 60.1 39.8

_D_c:fcrred charges - - __29.0 26.6
S  89.1 $  66.4

The merchandise sales contracts are due over periods of up to 120 months and include
finance charges. The amounts due may be paid in full at any time at the option of the

customer. The current portion is included in accounts receivable.



o SHORT-TERM BORROWINGS

The Company has entered into interest rate swap agreements expiring in 1996 and

1997 which effectively fix the borrowing cost of $75.0 million of short-term borrowings
at 10.859%.

o LONG-TERM DEBT

(millions) S 1995 : 1994
Sinking fund debentures
13.375% 1980 Series, due March 31, 2000 S 42,0 $ 435
17.5% 1981 Series, due November 30, 1996 75 9.1
14.25% 1982 Series, due November 1, 2002 12.9 14.2
13.0% 1983 Second Series, due June 30, 2003 18.2 20.0
11.55% 1988 Series II, due October 15, 2010 93.0 97.0
Other long-term debt
10.625% 1986 Series debentures, due December 15, 2005 * 75.0 75.0
10.5% 1988 Series debentures, due May 31, 1998 50.0 50.0
10.625% 1989 Series debentures, due July 11, 2011 125.0 125.0
11.5% 1990 Series debentures, due August 28, 2015 150.0 150.0
8.8% 1992 Series debentures, due January 20, 1997 50.0 30.0
9.7% 1992 Series Il debentures, due November 6, 2017 125.0 125.0
8.75% 1993 Series debentures, due August 3, 2018 125.0 125.0
7.90% 1994 Series debentures, due February 24, 2014 150.0 150.0
9.75% 1994 Series II debentures, due December 13, 2004 125.0 125.0
8.65% 1995 Series debentures, due November 10, 2025 125.0 -
1,273.6 1,158.8
Less: current portion - 16.1 9.2
$1,257.5 $1,149.6

.

The 10.625% 1986 Series debentures are retractable at the option of the holder on December 15 each year at
par plus accrued interest. Prior 1o each retraction date, the Company may at its option increase the interest rate
for a period of one year effective from the retraction date. Unless further notice is given by the Company, the

interest rate reverts to 10.625% thereafter.

The weighted average cost of long-term debt for the year ended December 31, 1995 was
10.25% (1994 - 10.43%).

Principal repayment requirements on long-term debt during the next five years ending

December 31 are as follows:

(millions)
1996 - $ 16.1
1997 - $§ 58.6
1998 - $ 58.6
1999 - § 806
2000 - $ 43.1
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o SHARE CAPITAL

a

. Details of share capital

(dollar amounts in millions)

Authorized

Preference shares

Class A - 202,072 shares
(1994 - 203,072)

Class B - unlimited shares

Class C - unlimited shares

Common shares -

unlimited shares

Issued

57,272 Series A, 5.5%
(1994 - 57,272)
90,000 Series B, 6%
(1994 - 90,000)
54,800 Series C, 5%
(1994 - 55,800)

980,000 Series 3, 7%
(1994 - 1,040,000)
3,000,000 Series 7, 8.65%
(1994 - 3,000,000)

350 Series 8, 7%

(1994 - 350)

2,000,000 Series 9, 6.74%
(1994 - 2,000,000)

Nil

Common shares - 37,684,590

(1994 - 35,552,938)

1995 1994

$§ 29 & .29
45 45
2.7 2.8
19.6 20.8
75.0 75.0
35.0 35.0
50.0 50.0
189.7 1910
360.6 315.6
T §5503  $ 5066

Series A and C
Series B

The Class A Preference Shares are cumulative and redeemable as follows:

— at $ 50.50 per share
—at $ 55.00 per share

Through the operation of a purchase fund the Company is obligated to offer to
purchase $170,000 of Series A and $140,000 of Series C shares annually at the lowest

price obtainable but not exceeding $50 per share. The Company may purchase shares

for cancellation at a price not exceeding the then current redemption price. During the

year ended December 31, 1995, the Company did not purchase any Series A shares.

In the prior year, the Company purchased and cancelled 100 Series A shares with an

aggregate value of $5,000. During the year ended December 31, 1995, the Company

purchased and cancelled 1,000 (1994 - 3,000) Series C shares with an aggregate value

of $50,000 (1994 - $150,000).



The Class B Preference Shares, Series 3 are cumulative and redeemable. The Company
may redeem these shares at $20 per share. The Company may purchase shares for
cancellation at the lowest price obtainable but not exceeding the then current redemption
price. Through the operation of a mandatory sinking fund 60,000 of these shares are
redeemed on September 1 of each year at $20 per share.

The Class B Preference Shares, Series 7 are cumulative, redeemable and retractable. On
and after January 1, 1996 the Company may redeem all or part of the outstanding shares
at $25 per share. The holders have the option to require the Company to redeem all or
part of the outstanding shares for $25 each on January 1, 1996. All or any of these shares
may be converted by the holder into an additional series of Class B Preference Shares, if
created by the Company, during the period beginning on January 1, 1996 and ending six
months thereafter. On January 1, 1996 the Company redeemed all of the Class B Preference
Shares, Series 7 at $25 per share for a total amount of $75.0 million.

The Class B Preference Shares, Series 8 are cumulative and redeemable. After March 31,
1997 the Company may redeem all or part of the outstanding shares at $100,000 per
share. On and after March 31, 1997, the rate at which dividends accrue will be subject

to negotiation between the Company and the holders of the shares. Failing such
dividend rate renegotiation, the rate and length of time the rate will be applied will be
subject to a competitive bid by existing and potential holders of the shares at the time
of the rate redetermination. The period to which the new rate would apply is a minimum
of three months.

The Class B Preference Shares, Series 9 are cumulative, redeemable and retractable. On
and after January 31, 1998 the Company may redeem all or part of the outstanding shares
at $25 per share. The holders have the option to require the Company to redeem all or
part of the outstanding shares for $25 each on January 31, 1998. All or any of these shares
may be converted by the holder into an additional series of Class B Preference Shares, if
created by the Company, during the period beginning on January 31, 1998 and ending six
months thereafter.

¢. During the year ended December 31, 1995, the Company issued 2,131,652 (1994 - 141,110)
common shares for total cash consideration of $45.0 million (1994 - $3.0 million).

NATURAL GAS SwAP CONTRACTS

The purchase price applicable to approximately 93% (1994 - 77%) of the Company’s
forecast long-term gas supply from January through October 1996 is indexed to either the
New York Mercantile Exchange Natural Gas Futures contracts or the Canadian Gas Price
Reporter Alberta border average monthly price. At December 31, 1995, the purchase price
applicable to 216 10°m® or 15% (1994 - 551 10°m® or 37%) of this indexed supply has been
effectively fixed through the use of natural gas swap contracts. These contracts have a fair
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value of $0.8 million receivable (1994 - $10.1 million payable) at December 31

, 1995: The

fair value reflects the estimated amount that the Company would receive or pay to

terminate the contracts at December 31, 1995, based on the estimated future net cash flows

under the terms of each contract.

EMPLOYEE PENSION PLANS

The pension expense for the year ended December 31, 1995 amounted to $4.8 million

(1994 - $5.2 million). As at December 31, 1995, the market related value of the

pension

fund assets was estimated to be $244.3 million (1994 - $217.0 million) and the actuarial

present value of accrued pension benefits was estimated to be $231.8 million
(1994 - $216.5 million).

INcoME TAXES

The provision for income taxes consists of the following:

(meﬁs{ o - B S —

Current $ 69.8

Deferred - - o . - i3
$ 77.9

1995

1994
$ 67.5

5:1
§ 72.6

A reconciliation of income tax expense to the amount that would be obtained by

applying the combined Federal and Ontario statutory tax rates to income before income

taxes follows:

(millions) = = . 1995 -
Combined statutory federal and

provincial income tax rate $ 74.7 44.5% § 70.4
Dividend income (2.8) 1.7 (2:2)
Large corporations tax 52 3.1 X
Other 0.8 0.5 0.5

$ 77.9  46.4% $ 726

Effective income tax rate

1994

44.3%
(1.4)
25
0.3
45.7%

RELATED PARTY TRANSACTIONS

a. The Company's investments include $105.5 million of Westcoast Energy Inc.

(Westcoast) First Preferred Shares which are carried at cost. The Company may redeem all

or part of the outstanding shares after January 1, 1995, Westcoast has the option to

redeem all or part of the preferred shares at any time, with mandatory redemption on

October 31, 1997. The Company is a wholly-owned subsidiary of Westcoast.



Cumulative dividends accrue at a rate equal to the lesser of 9.5% and 70% of the average
prime rate of Westcoast’'s principal banker for the dividend period. During the year
ended December 31, 1995, the Company received dividends from Westcoast totalling
$6.4 million (1994 - $5.0 million).

b.The Company and Centra Gas Ontario Inc. (Centra), an affiliated company,received
approval from the OEB in August 1994 to proceed with a shared services plan. Under the
plan, certain administrative departments were combined in 1995 to provide services to
both companies, resulting in operating efficiencies and reductions in the total cost of
service for the benefit of the companies’ customers. During the year, the Company charged
Centra $4.0 million (1994 - nil) to recover net expenses incurred on behalf of Centra.

¢. The Company purchases natural gas at prevailing market prices and under normal
trade terms from related companies. During the year ended December 31, 1995, these
purchases totalled $24.2 million (1994 - $38.2 million). The Company also provides
storage and transportation services to related companies under normal trade terms.
During the year, this revenue totalled $10.9 million (1994 - $10.0 million). In addition,
the Company provided administrative and other services to a related company

totalling $2.7 million (1994 - $3.1 million), which were recovered at cost.

Q.

d. At December 31, 1995, the Company had intercompany receivable balances of
$13.5 million (1994 - $4.2 million) and intercompany payable balances of $1.2 million

(1994 - $1.9 million).

@ COMMITMENTS AND CONTINGENCIES

The Company, in the course of its operations, is subject to environmental and other claims,
lawsuits and contingencies. Accruals are made in instances where it is probable that
liabilities will be incurred and where such liabilities can be reasonably estimated. Although
it is possible that liabilities may be incurred in instances for which no accruals have been
made, the Company has no reason to believe that the ultimate outcome of these martters
would have a significant impact on its financial position.
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0 CONTINUITY OF REPORTED RESULTS

A summary of financial results for the nine months ended December 31, 1995 is provided
for continuity with results disclosed as at March 31, 1995.

Statement of Income

For the Nine Months Ended December 31, 1995 (millions)

Gas sales - $ 612.4
Cost of gas . 381.6
Gas sales margin o . - 230.8
Transportation service - 26.3
Gas distribution margin-_-_ : 257.1
Transportation and storage revenue 112.0
Other revenue - B I I 68.2
- P e N 437.3
E)-cpensr:s“ ' a -
Operating and maintenance 160.9
Depreciation and amortization 81.0
Property and capital taxes I R
S - - ~266.8
Operating income o B mr 170.5
Interest expense o 7 '
Long-term debt 91.1
Short-term debt 13.3
Interest capitalized - I (2.8)
B " 7 e 1016
Income before income taxes 68.9
Income taxes S - ) My el 34.9
Net income 34.0
Preference share dividend requirement - I - 9.9
Eamings_; appli-t;‘able to common shares $ 24.1
Statement of Retained Earnings
Furmbs Ended December 31, 1995 fmih'l-';;; - B - -
f{‘etaincd-éarnings,.beginning of period § 252.6
Net income 34.0
Dividends
Preference shares 9.9
Common shares 36.0
Other - e 1 T S 0.1
Ret;i‘aie'arnings, end of period $ 240.6




Statement of Changes in Financial Position

For the Nine Montbs Ended December 31, 1995 (millions)

Operating Activities

Net income $ 34.0
Charges not affecting cash:
Depreciation and amortization 83.1
_I)ffﬁeirrcid‘ income taxes B - (10.2)
it TR 1069
Non-cash working capital changes
Accounts receivable (28.8)
Gas inventories (6.3)
Accounts payable and other 12.2
' ] 840
Investing Activities
Additions to property, plant and equipment (199.6)
Additions to other assets and investments (38.7)
(238.3)
aancing Activities BE B o
Long-term debt
Issued 125.0
Retired (8.7)
Preference shares redeemed and purchased
for cancellation (1.3)
Common shares issued 25.0
Dividends B - (45.9)
. 94.1
Increase in short-term borrowings - 60.2
Short-term borrowings, beginning of period 220.5
Short-term borrnwings,icnd of period R . $ 280.7

COMPARATIVE AMOUNTS

Certain of the 1994 amounts have been reclassified to conform with the presentation

adopted in 1995.
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STATEMENT 0F GCORPORATE GOVERNANGCE PRACTICES

On May 2, 1995, the Toronto Stock Exchange (“TSE”) enacted a new by-law requiring companies
listed on the TSE to annually disclose the corporate governance practices of their boards of
directors for fiscal years ending on or after June 30, 1995. A similar rule was adopted by the
Montreal Stock Exchange. This disclosure statement is to refer to the guidelines set out

in the “Report of the Toronto Stock Exchange Committee on Corporate Governance in Canada”
(the “TSE Guidelines”). The TSE Guidelines set out the principal responsibilities of a board of
directors and the corporate governance principles to be followed by them.

In October of 1995, the Company established a Corporate Governance Committee (the
“Committee”) composed of four directors, a majority of whom are considered to be outside

and unrelated to management. Through this Committee, the Board of Directors of the Company
(the “Board”) will develop sound corporate governance practices to enhance shareholder value.

Board of Directors

The Board has the responsibility for supervising the management of the business and the
affairs of the Company. The management of the Company is responsible for the day to day
operations of the business. The Board has considered and does consider the principal risks to
the Company and receives reports of the Company’s assessment and management of those risks.
The Board through management has put structures in place in the Company to allow effective
communication with the Company’s stakeholders and the public. The Board also periodically
reviews the compensation of directors in light of risks and responsibilities.

Composition of the Board

The Board is composed of nine directors. Of the directors, John Bergsma, as President and
Chief Executive Officer, is a full-time officer of the Company, and four directors are full-time
officers of the Company's parent, Westcoast Energy Inc. (“Westcoast”). Westcoast owns 100% of
the voting common shares of the Company and is therefore considered a significant shareholder,
None of the Westcoast directors are actively involved in the day-to-day management of the
Company. The TSE Guidelines provide that a director related to a significant shareholder should
not be considered a related director of the subsidiary corporation. The TSE has indicated that an
outside director is a director who is not an officer or employee of the Company or of any of its
subsidiaries. The remaining three directors are not officers or employees of the Company or its
subsidiaries and do not have interests in or relationships with the Company or its parent (other
than interests and relationships which may arise from shareholdings) which could materially
interfere, or could reasonably be perceived to materially interfere with such directors’ ability to
act with a view to the best interests of the Company. The Board has therefore concluded that a
majority of the directors of the Company are outside and unrelated, as those terms are defined
by the TSE.

Committees of the Board
The Board has established and adopted terms of reference for each of the Executive, Audit,
Human Resources, Corporate Governance and Independent Committees.

The Executive Committee is composed of three directors, a majority of whom are unrelated
directors. The committee is established to act as the reviewing body for urgent matters which
cannot await the next Board meeting and to perform such functions and exercise such powers

specifically delegated to the committee by the Board.



The Audit Committee is composed of three outside and unrelated directors. This committee

is broadly responsible for ensuring that the Company’'s management has designed and
implemented an effective system of internal financial controls, for reviewing and reporting on
the integrity of the consolidated financial statements of the Company, for ensuring compliance
with regulatory and statutory requirements as they relate to financial statements, taxation matters
and the disclosure of material facts and for reviewing the appropriateness and effectiveness of
the Company’s policies and business practices which impact on the financial integrity of the
Company, including those relating to internal auditing, insurance, accounting, information
services and systems and financial controls, management reporting and risk management.

The Human Resources Committee is composed of three directors, a majority of whom are
unrelated. This commirttee is generally responsible for recommending to the Board human
resources and compensation policies and guidelines for application to the Company and for
implementing and overseeing human resources and compensation policies approved by the Board.

The Corporate Governance Committee is composed of four directors, a majority of whom are
outside and unrelated directors. This committee’s prime responsibility is for developing and
monitoring the Company’s overall approach to corporate governance issues and for
administering a corporate governance system which is effective in the discharge of the
Company’s obligations to its shareholders.

The Independent Committee is made up of three directors who are outside and unrelated
directors. The mandate of the Independent Committee is to approve affiliate transactions and to
monitor the Company’s compliance with its written Undertakings to the Lieutenant Governor in
Council for the Province of Ontario.

Chairman

Michael Phelps, the Chief Executive Officer of Westcoast which is the significant shareholder of
the Company, is the Chairman of the Board of the Company. As such, while being responsible on
behalf of the Board for the recruitment of the other directors and the assessment of performance,
he reviews with the Board on-going assessment matters, the appointment and monitoring of
senior management, and succession issues.

Shareholder Feedback and Concerns
The Company provides annual and quarterly reports to its preference shareholders and responds
to enquiries from those shareholders on a timely basis.

Decisions Requiring Board Approval

The Board operates by secking the advice of and delegating powers, duties and responsibilities
to committees of the Board, by delegating certain of its authorities to management and by
reserving certain powers to itself.

Expectations of Management
The Board reviews the Company’s strategic plan with management at least annually. Members of
the management team report to the Board on a regular basis to review the Company’s financial

1995

and operational results and the Company's progress in fulfilling its strategic goals and objectives.
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Year Ended December 31 (millions) | Year Ended March 31 (millions)

Operating Results 1995 1994 | 1995 1994
Operating revenues $ 1,325.5 $1,402.9 | $1362.6  $14294
Operating expenses 1,021.3 _ L1192 1,089.6 1:135.5
Income bcforef- interest and income taxes 304.2 283.7 [ 273.0 293.9
Net interest expense ' 136.2 1249 | 1298  115.1 _
Income taxes - - 779 72.6 j 64.1 80.5
Net income - 9.1 = 862 | 791 98.3
Preference share dividend requirement " 14.4 14.4 14.5
Earnings applicable to common shares $  75.8 $ 718 | $ 647 $ 838
%nce Sl‘L&'t R As at December 31 (millions) ' ] As at March 31 f:m'.'!ic_ms)
Assets T
Current assets * . $ 388.0 $ 4547 | § 403.2 $ 3459
Property, plant and equipment . 2,959.2 2,733.6 2,776.9 2,530.5
Less accumulated depreciation 715.1 633.3 649.5 570.4
- - N 22441 21003 | 21274 1,960.1
Other assets * o 89.1 66.4 244 19.1
Investments . 107.8 107.6 1076 1072
Total i - $2,829.0  $2729.0 $ 2,662.6 $2,432.3
Capitalization
Current liabilities - _§ 457.6 $ 5596 % 4078 0§ 372.6
Long-term debt 7 12575 11496 11481 10323
Deferred income taxes __ . 7 —_ 323.0 - 3005 | _3_27_6 2806.0
Shareholders’ equity . B ' ' :

Preference shares 189.7 191.0 190.9 192.2

Common equity . ~ 601.2 5283 5882 549.2
- - - 790.9 7193 | 779.1 7414
Total $ 2,829.0 $2,729.0 $2,662.6 $24323

Cash Flow Data

Year Ended December 31 (millions) Year Ended March 31 (millions)

Cash from operations $  205.3 $ 189.9 $ 2155 § 2269
Capital expenditures $ 250.9 $ 2706 $ 267.6 § 214.3
Common share dividends declared $ 47.6 $§ 448 § 455 $ 438

* The amounts receivable on merchandise sales contracts due after one year were reclassified from accounts receivable to other
assets for the years ended December 31, 1995 and 1994.



1993 1992 1991 1990 1989 1988

$1,290.0 $ 1,289.3 " $1,218.6 $1,216.3 $ 1,241.0 $1,288.7
1,031.5 1,058.4 1,020.3 1,025.2 1,060.4 1,099.7

238.5 230.9 198.3 191.1 180.6 189.0

111.8 108.2 100.5 91.0 78.0 74.7

65.6 54.9 40.1 38.2 43.0 56.7

81.1 67.8 57.7 61.9 596 576

15.2 7 13.4 11.2 9.7 99 11.4

S 65.9 $ 54.4 $ 465 $ 522 @ $ 497  § 462

$  303.0 $ 267.3 $  280.6 $ 2555 $ 189.4 $ 2399
 2360.4 BEEL T 1,921.8  1,688.9 14911 1,258.7
524.2 484.0 425.2 385.4 341.7 302.2

1,836.2 1,689.7  1,496.6 11,3035 11494 956.5

o 31.4  3dd 46.0 44.0 521 74.8
. 1071 1074 1069 1058 105.8 105.5
§ 22777 $ 2,098.8 $ 1,930.1 $ 1,708.8 $1,496.7  $1,376.7

$ 5483 $  420.2 $  286.2 $  307.0 $ 2689 § 3753
7665 749.1 805.2 679.5 572.2 489.2
B 267.7 253.1 265.9 2368 2173 208.3
194.7 197.0 170.9 120.3 122.7 125.2

5005 479.4 4019 365.2 3156 281.7
6952 676.4 5728 4855 4383 406.9
__ 227117 $ 2,098.8 $1,930.1 $ 1,708.8 $ 1,496.7 $1,376.7
$ 197.1 s 159.8 $ 1741  § 154.3 $ 1318  § 1463

$ 2287 S 268.6 $ 2613 $ 213.9 $ 2355 $ 108.8

$  44.6 $  42.8 $  42.7 $  40.7 $ 368 $ 346
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OPERATING STATISTICS
Year Ended December 31 Year Ended March 31
1995 1994 1995 1994
Distribution Business
Customers (end of year)
Residential 656,036 634,740 639,248 613,425
Commercial 67,261 65,856 66,686 64,952
Industrial 5,166 6,104 6,090 6,265
Other utilities 8 7 8 8
Total 728,471 706,707 | 712,032 684,650
Distribution volume (10°m?)*
Residential 1 947 1 882 1. 765 1 950
Commercial 1 444 1 4066 1 354 1 525
Industrial 2 498 3 109 2 990 3 410
Other utilities 294 285 29 289
Total gas sales volume _ 6183 6 742 6 382 7 174
T-service 2574 1 551 1 760 1 194
Total distribution volume 8 757 8 293 8 142 8 308
Average gas use per customer (m*)**
Residential 3025 3 006 2 822 3 252
Commercial 21 839 22 665 20 797 24 044
Degree day deficiency (celsius)*** 3991 4 050 . 3 682 4226
Storage and Transmission Operation (10‘m’)
Gas delivered for other utilities under
transportation and storage contracts 19 659 16 753 16 820 16 729
Contracted peak storage capacity 1559 1 553 1553 1785
Contracted peak daily transportation capacity 90 89 39 85
Gas into storage 3 569 3 872 3 876 3 673
Gas out of storage 4 623 3 545 3 596 3 794
Maximum day send out
From storage 50 54 50 54
From total system 136 131 136 131
Gas Supply (10°m?)
Source ‘
Firm supplies 2278 2 992 ‘ 2 956 2 096
Direct purchase 3174 3 358 3528 3 597
Ontario suppliers 182 188 205 172
Petrosar - = - 20
Other supplies 54 506 320 550
Total o 5 688 7 044 7 009 7 035
System Facilities
Kilometres of pipelines
Gathering and storage 164 165 165 165
Transmission 3223 3 188 3 199 3 183
Distribution 19 518 19 010 19 199 18722
- Total - e 22 905 22 363 22 563 22 070
o Compressor stations (kilowatts) 271 505 271 505 271 505 273 445
o Working storage capacity (10°m?*) 3 544 3 534 3516 3 568
> Number of employees at year end 2,630 2,600 2,630 2,585

Uni

* 10°m?® (million cubic metres)

* m' (cubic metres)



1993 1992 1991 1990 1989 1988
587,348 564,809 546,359 530,337 510,854 492 973
63,065 61,557 60,858 59,144 56,895 54,697
6,133 6,166 6,298 6,347 6,237 5,930
8 9 7 7 6 5
656,554 632,541 613,522 595,835 573,992 553,605
1 818 1 655 1 606 1 658 1574 1493
1423 1332 1 370 1 422 1 363 1315
3 873 3 763 3721 3 976 3 826 3 991
273 259 256 268 264 250

7 387 7 009 6 953 7 324 7 027 7 049
844 792 982 910 998 593

8 231 7 801 7 685 8 234 8 025 7 642
3163 2 989 2 990 3191 3 146 3 088
23 159 21 994 23 091 24 852 24 732 24 857
4 082 3 637 3595 3 859 3 795 3 725
14 984 13 382 8 993 7 714 6 663 6 605
1 661 1379 1 385 1379 1 401 1 079
84 83 72 65 60 54

3 555 2 907 3 181 3 467 3 161 3 045

3 551 3515 2 934 3 138 3 090 3 266
42 44 37 42 36 37

118 113 100 90 90 88

2 485 2 206 3 200 3 636 3 791 4 659

4 601 4156 3 205 2 B2T 2 183 1 442
158 135 129 155 153 160
259 271 273 262 287 265

65 63 275 959 699 359

7 568 6 831 7 082 7 839 7 113 6 885
177 256 279 282 288 290

3 166 3 185 3 140 3 108 3 047 3 047
18 086 i 17 733 17 332 16 889 16 393 16 027
21 429 21 174 20 751 20 279 19 728 19 364
273 070 245 205 242 880 159 831 159 441 112 564
3 497 3 307 3 291 3 161 2 968 2 842
2,532 2,474 2,443 2,397 2,313 2278

*** Normal degree day deficiency is 3 994 (365 day year) 4 018 (366 day year)
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MANAGEMENT’ S DISCUSSION AND ANALYSIS

The following discussion and analysis has been prepared by management and is a
review of the operating results, financial condition and outlook for the Company.
This discussion should be read in conjunction with the financial statements and the

accompanying notes.

OPERATING RESULTS

Rate Regulation

Utility earnings are regulated by the Ontario Energy Board (OEB) on the basis of a
return on rate base for a future test year period. A rate application process leads to the
implementation of new rates which are intended to provide a utility with the
opportunity to earn an allowable rate of return. The allowable rate of return is
established by determining the weighted average cost of the individual components of

the capital structure.

The use of a future test year period in the rate making process is intended to eliminate
the time lag between changes in future costs and estimated revenue levels, and the
implementation of appropriate rate adjustments. The actual rate of return achieved by
the Company may vary from the rate allowed by the OEB as a result of the Company’s
ability to generate forecasted revenues, weather, levels of cost inflation, interest rates,

timing of permitted rate increases and general economic conditions.

In June 1994, the Company filed an application with the OEB to set new rates for 1995.
After a public hearing, an interim decision regarding the Company’s 1995 rates was
released in March 1995. The OEB approved a rate of return on common equity of
12.125% on a deemed 36% equity component of rate base. In June 1995, the OEB

released its final decision in which it confirmed the interim rates.

For the 1996 year, the Company will continue with rates last approved by the OEB.

A rate application has been filed with the OEB for rate changes effective January 1, 1997.

Earnings
For the Years I:’_n({id December 31 (millions) 1995 1994 R 1993
Gas distribution margin $172.8 $ 158.2 $ 152.3
Other revenue 27.0 24.8 21.5
Investment income 3.0 3.5 4.1
Expenses

Operating and maintenance 74 ¥ | 65.6 64.5

Depreciation and amortization 29.6 28.1 24.7

Property and capital taxes 9.9 9.7 9.2
Interest expense 43.9 41.0 36.9
Income taxes ) ~15.7 12.7 B 11.7
Income from continuing operations 32.6 20 .4 30.7
Income from discontinued operations 1.0 (1.3) 1.2
Net income $ 33.6 $ 28.1 $ 31.9
Earnings applicable to common shares $ 32.4 $ 26.7 $ 305
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The income from continuing operations was $32.6 million in 1995, $29.4 million in 1994
and $30.7 million in 1993. Income from the discontinued cogeneration operations
amounted to $1.0 million in 1995 compared to a loss of §1.3 million in 1994 and income of
$1.2 million in 1993. After deducting preference share dividends, earnings applicable to

common shares were $32.4 million in 1995, $26.7 million in 1994 and $30.5 million in 1993,

Factors contributing to the increase in 1995 earnings compared to 1994 included higher
industrial volumes, colder weather, growth in the Company’s rate base and higher
earnings from the cogeneration operations. The colder weather in 1995 contributed to

an increase in earnings of $2.1 million compared to 1994.

The decrease in earnings in 1994 compared to 1993 was due primarily to warmer
weather, a reduction in the OEB approved rate of return on common equity and a
decrease in earnings from the Company’s cogeneration facility. The warmer weather in

1994 contributed to a decrease in earnings of $3.8 million compared to 1993.

Discontinued Operations

On June 15, 1995, the Company, in accordance with its undertakings to the OEB,
transferred the Fort Frances cogeneration facility to Westcoast Power Inc., a subsidiary
of Westcoast Energy Inc. The Company's net assets related to the cogeneration
operations were sold at fair market value and resulted in the recording of contributed

surplus of $6.1 million.

The results of the discontinued cogeneration operations have been disclosed separately
for the current and prior years. Certain statistical information has also been restated to

reflect the transfer of the cogeneration operations.

Shared Services

During 1995, the Company and Union Gas Limited, a commonly controlled company,
continued with the implementation of the shared services plan which was previously
approved by the OEB. Under the plan, certain administrative departments were
combined to provide services to both companies, resulting in operating efficiencies and

reductions in the total cost of service for the benefit of both companies’ customers.

The amortization of one-time restructuring costs related to the implementation of
shared services was included in operating and maintenance expense. These costs will
be recovered in rates over a three year period. which commenced in 1995, The
expenses of the combined departments were allocated to each company using a cost
driver approach which is designed to allocate expenses based on underlying activity

levels or causal relationships.



Distribution Volumes

Total distribution volumes, including transportation volumes, increased by 10.4% to

4 576 million cubic metres (10°m?®) in 1995, compared to 4 145 10°m? in 1994. Distribution
volumes to the residential and commercial customers increased by 32 10°m?. This
increase was due primarily to the addition of 10,400 customers and the impact of colder
weather, partially offset by a decrease in the weather normalized use per customer for
residential customers. The weather was 0.5% colder than normal in 1995 and 1.2%
warmer than normal in 1994. The total volumes delivered to industrial and

T-service customers increased by 399 10°m® due primarily to higher consumption levels

by customers in the pulp and paper and cogeneration sectors.

Total distribution volumes increased from 3 964 10°m? in 1993 to 4 145 10°m? in 1994.
The increase reflected customer growth, a higher weather normalized use per customer
in the commercial sector and an increase in industrial volumes related to higher
consumption by customers in the ferrous metals and cogeneration sectors. These
increases were partially offset by the effect of warmer weather and a decrease in the
weather normalized use per customer for residential customers. The weather was 2.2%

colder than normal in 1993,

Gas Distribution Margin

The Company has changed its income statement presentation to disclose the margin
related to gas distribution throughput. The gas distribution margin represents the margin
earned on all distribution volumes, including gas sales and transportation (T-service)

volumes. Previously, T-service revenue was included in other revenue.

The gas distribution margin was $172.8 million in 1995 compared to $158.2 million in
1994. This increase was due primarily to an increase in the delivery component of
rates, higher industrial volumes, growth related to the addition of 10,400 customers angl

colder weather.

The gas distribution margin in 1994 increased by $5.9 million compared to the 1993
margin of $152.3 million. The increase was due to customer growth and increased

industrial demand, partially offset by the impact of warmer weather.

Other Revenue

Other revenue consists primarily of equipment rental revenue, finance contract revenue
and administration fees. Other revenue was $27.0 million in 1995 compared with $24.8
million in 1994. The increase in other revenue was primarily due to higher rental
revenue arising from an increase in the number of rental units of furnaces, appliances’

and commercial water heaters.
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Other revenue increased from $21.3 million in 1993 to $24.8 million in 1994. The
increase reflected higher equipment rental revenue resulting from increases in rental
units and rates, and the introduction of the heating protection plan.

Operating Expenses

The operating and maintenance expense was $71.1 million in 1995 compared to $65.0
million in 1994. The increase reflected higher costs related to growth in the customer
base, inflation and amortization of one-time shared services costs, partially offset by
savings related to shared services. The increase of $1.1 million in 1994 compared to the

1993 expense of $64.5 million was due primarily to customer growth and inflation.

The depreciation and amortization expense was $29.6 million in 1995 compared to
$28.1 million in 1994 and $24.7 million in 1993. The increase was due to a higher
investment in property, plant and equipment required to serve the Company’s

expanding customer base.

Investment Income
Investment income was $3.0 million in 1995 compared to $3.5 million in 1994 and $4.1
million in 1993. The decrease in the investment income was due to the repayment and

redemption of debt by commonly controlled companies.

Interest Expense

Interest expense was $43.9 million in 1995 compared to $41.0 million in 1994. The
increase was due primarily to higher average short-term and long-term debt levels
which were required to finance the Company’s continuing investment in property, plant
and equipment.

Interest expense in 1994 increased by $4.1 million compared to the 1993 expense of
$36.9 million. The increase was due to a higher long-term debt level and an increase in

short-term interest rates in 1994,

FiNaANcCIAL CONDITION

Operations

Funds provided by continuing operations in 1995 were $90.5 million compared to $48.9
million in 1994. The increase was primarily due to a decrease in the value of gas in
storage related to reduced volumes and a lower cost of gas, and other changes in
working capital requirements. The funds provided by continuing operations decreased
by $2.8 million in 1994 compared to the 1993 amount of $51.7 million. This decrease
was due primarily to a higher cost of gas and additional volumes of gas in storage in
1994 compared to 1993.



Investment Activities

Capital expenditures totalled $83.2 million in 1995, $81.9 million in 1994 and $82.6
million in 1993. Of the total 1995 investment, 75% was spent on distribution projects
and rental equipment and 25% on general plant and equipment including information
technologies and systems. The capital expenditures reflected the continuing growth in
new business, system betterment and other expenditures necessary to meet the growth
in customer demand for services. Capital expenditures are expected to be

approximately $105 million in 1996,

The average rate base was $675.3 million in 1995 compared to $620.8 million in 1994
and $557.4 million in 1993.

Liquidity and Capital Resources

The Company plans to meet future cash requirements through funds generated from
operations, short and long-term debt, and common equity investment by the Company’s
parent. The Company has operating credit facilities totalling $100.0 million with a

Canadian chartered bank.

In August 1995, the Company issued $100 million aggregate amount of 8.85% senior
debentures, maturing September 1, 2005, The proceeds of these debentures were used
to repay short-term indebtedness incurred to finance capital expenditures and for other
corporate purposes. During 1995, there were long-term debt repayments of $55.4
million. In addition, the Ontario Hydro loan of $46.9 million was assumed by Westcoast

Power Inc. as part of the transfer of the cogeneration facility.

The Company did not issue long-term debt in 1994. Long-term debt repayments in 1994
totalled $11.0 million.

The Company’s capital instruments are rated by Canadian Bond Rating Service at
B++(High) for the senior debentures and P-3(High) for the preferred shares. Dominion
Bond Rating Service has rated the senior debentures and preferred shares at A and Pfd-2

respectively. The Company expects to maintain these ratings in 1996.

Gas Supply

The gas supply portfolio includes firm service gas supply contracts with pricing
mechanisms that reflect monthly variations in the price of gas, rather than fixed prices.
These contracts are indexed to either the New York Mercantile Exchange (NYMEX)
natural gas futures contracts or the Canadian Gas Price Reporter Alberta border average
monthly price. Firm service gas supply contracts represent approximately 19% of the
Company's total forecast gas supply including buy/sell volumes. Approximately 80% of
the Company’s forecast firm service gas supply from January through October 1996 is
subject to indexed prices. Most of these contracts are subject to price redetermination

as of November 1, 1996.
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The Company has implemented a risk management strategy to manage the price
volatility of its firm service gas supply. Hedges are used to fix gas prices with respect
to the underlying physical gas supply contracts and include the use of natural gas
swaps and purchase price collars. During the year ended December 31, 1995, the
Company hedged the purchase price applicable to 50% of its indexed firm service gas
supply. At December 31, 1995, the Company had entered into natural gas swap
contracts to effectively fix the purchase price for approximately 112 10°m® or 30% of the

indexed gas supply from January through October 1996.

Gas costs are included in customer rates based on forecasts approved by the OEB. The
difference between the OEB approved reference prices and the actual cost of gas
purchased, including the impact of both the indexed purchase prices and any hedging

activities, is deferred for disposition as approved by the OEB.

OUTLOOK

Operating Results

The natural gas industry in North America continues to experience considerable
growth. Natural gas is abundant, readily accessible through vast distribution systems
and has significant environmental advantages compared to other fossil fuels. Natural

gas also has competitive pricing advantages in most markets today,

The North American energy marketplace is evolving in a way that is pointing to more
customer choice, stiffer competition for energy services and less regulation. While the
changing marketplace will provide challenges, it will also provide significant

opportunities for expanding traditional services and marketing new services to a large

customer base.

The Company is expecting continued growth in the residential and commercial market
share through conversion activity, new housing and community expansion programs.
Industrial volumes are expected to increase in the cogeneration, forestry, and pulp and
paper sectors. This growth is related to additional cogeneration facilities, export
demand for resource based products, and economic growth as the economy continues

to strengthen.

The Company will also achieve market share growth by offering value added products
and services in a highly focused and segmented approach. The Company has devised
business strategies and started organizational changes that focus activities on major

lines of business.

Business Risk

The Company’s earnings are impacted by business risks inherent in the natural gas
industry and energy marketplace. The earnings level is impacted by general economic
conditions, the Company’s ability to generate forecasted revenues, interest rates, levels

of cost inflation and the OEB’s decisions with respect to rates. The rates allowed by the



OEB are based on forecasts assuming normal weather conditions. Since a large portion
of the gas distributed to the higher margin residential and commercial market is used for
space heating, differences from normal weather have a significant effect on the
consumption of gas. Economic conditions and the price of competitive energy sources
impact sales to the industrial customers. Many of these customers have the ability to

switch to an alternative fuel.

Environmental Management Program

The Company is committed to conducting its business in an environmentally
responsible manner using the principles of sustainable development, by promoting the
wise and efficient use of energy and by seeking ways to reduce the environmental
impacts of its business. The Company continues to strengthen its environmental
management program through a comprehensive audit program and additional
environmental training for employees. As well, active participation in environmental
research, development and technology transfer is important as a means to identify the
most cost effective way of managing environmental issues to support the Company’s
business plans and operations.
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MANAGEMENT RESPONSIBLLITY FoER
FINANCIAL REPORTING

Management is responsible for the integrity and objectivity of the information contained in
this annual report and for the consistency between the financial statements and other
financial and operating data contained elsewhere in the report. The accompanying financial
statements have been prepared by management in accordance with accounting principles
generally accepted in Canada. Their preparation necessarily involves the use of estimates
and careful judgement, particularly in those circumstances where transactions affecting a
current period are dependent upon future events. The accompanying financial statements
have been prepared using policies and procedures established by management and reflect
fairly the Company’s financial position, results of operations and changes in financial
position, within reasonable limits of materiality and within the framework of the accounting
policies outlined therein.

Management has established and maintains a system of internal controls which is designed
to provide reasonable assurance that assets are safeguarded from loss or unauthorized use
and that financial information is reliable and accurate. The system of internal controls is
periodically reviewed by an independent internal audit function to ensure its effective operation.

Ernst & Young was appointed by the shareholders to conduct an independent examination
of the financial statements in accordance with generally accepted auditing standards, which
includes such tests and other procedures as they deem necessary to arrive at an opinion on
the fairness of the financial statements. The Auditors’ Report outlines the scope of their
examination and their opinion.

The Board of Directors is responsible for ensuring that management fulfills its responsibility
for reporting and for final approval of the financial statements. An Audit Committee of non-
management Directors is appointed by the Board to review the financial statements in detail
and to report to the Directors prior to such statements being approved for publication. The
Audit Committee meets regularly with management, the internal auditors and the external
auditors to discuss their evaluation of internal accounting controls, audit results and the
quality of financial reporting. The internal and external auditors have free access to the
Audit Committee to discuss the results of their audit.

February 2, 1996

I o Q,Wé u

M. F. Bermon J. P. Woodruff
Senior Vice-President Controller
Finance and Regulatory Affairs



Aupi1tTtors" REPORT

To the Shareholders of Centra Gas Ontario Inc.

We have audited the balance sheets of Centra Gas Ontario Inc. as at December 31, 1995 and
1994 and the statements of income, retained earnings and changes in financial position for
the years then ended. 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 in accordance with generally accepted auditing standards. Those
standards require that we plan and perform an audit to obtain reasonable assurance
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. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial
statement presentation,

In our opinien, these financial statements present fairly; in all material respects, the
financial position of the Company as at December 31, 1995 and 1994 and the results of its
operations and the changes in its financial position for the years then ended in accordance
with generally accepted accounting principles.

&Jfﬁ-———g

Chartered Accountants
Toronto, Canada
February 2, 1996
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STATEMENTS OF

[N

COME

For the Years Ended December 31 (millions ) 1995 1994
Gas sales (note 13) $ 494.8 $581.3
Cost of gas (note 13) 338.4 428.9
Gas sales margin 156.4 152.4
Transportation revenue (note 13) 16.4 5.8
Gas distribution margin 172.8 158.2
Other revenue 27.0 24.8
199.8 183.0
Expenses
Operating and maintenance (note 13) 71.1 65.0
Depreciation and amortization 29.6 28.1
Property and capital taxes 9.9 9.7
110.6 103.4
Operating income 89.2 79.6
Investment income (notes 3 and 13) - 3.0 3.5
N 92.2 83.1
Interest expense
Long-term debt 41.8 40.6
Short-term debt 2.4 0.8
Interest capitalized (0.3) (0.4)
43.9 41.0
Income before income taxes 48.3 42.1
Income taxes (note 10) B 15.7 12:7
Income from continuing operations 32.6 29.4
Income (loss) from discontinued operations (note 2) 1.0 (1.3)
Net income ) 33.6 28.1
Preference share dividend requirement 1.2 1.4
Earnings applic;ibié to common shares - i $ 324 § 26.7
(See accompanying notes)
STATEMENTS 0OF RETAINED EARNINGS
For the Years E-nded December 31 (millions) L 1995 1994
Retained earnings, beginning of year $139.3 $ 132.7
Net income 33.6 28.1
Dividends
First preferred shares 0.2 0.2
Second preferred shares - series A 1.0 1.2
Common shares 43.8 201
Retained earnings, end of year $:127.9 $ 139.3

(See accompanying notes)



BALANCE SHEETS

As at December 31 (millions) 1995 1994
Assets (note 2)
Current assets
Accounts receivable $ 78.5 $ 819
Inventory of gas in storage and supplies 25.2 64.4
Current portion of investments (note 3) 1.5 3.7
Other . - 0:2
105.2 150.2
Investments (note 3) 40.8 37.9
Property, plant and equipment (note 4) 661.8 1 699.3
Other assets (note 5) E 119__ 16.2.
$ 819.7 $ 903.6
Liabilities and Shareholders’ Equity (note 2)
Current liabilities
Bank indebtedness (note 6) $ 54.2 $ 84.4
Accounts payable and accrued charges 78.4 101.3
Income and other taxes payable 8.2 -
Long-term debt due within one year (note 7) 8.6 55.4
= 149.4 241.1
Long-term debt (note 7) ke Y 406.9 3624
Deferred income taxes = 30.4
Shareholders’ equity
Capital stock (note 8) 129.4 130.4
Contributed surplus (note 2) 6.1 -
Retained earnings (note 9) 127.9 139.3
263.4 2697
$ 819.7 $ 903.6

(See accompanying notes)

On behalf of the Board:

Director

NGl

Director
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STATEMENTS OF CHANGES
FiINANCIAL POSITION

For the Years Ended December 31 (millions)

Operating Activities
Net income from continuing operations
Charges not affecting cash:
Depreciation
Amortization
Operating cash flow from continuing operations
Change in non-cash working capital
related to continuing operations

Cash provided by continuing activities
Change in operating activity of
discontinued operations

Financing Activities
Issue of long-term debt
Repayment of long-term debt
Redemption of preference shares
Dividends paid

Investing Activities
Additions to property, plant and equipment
Investments
Finance contracts
Deferred costs and other
Proceeds from transfer of cogeneration
operations (note 2)
Investing activities of discontinued operations
Increase (decrease) in bank indebtedness
Bank indebtedness at beginning of year

Bank indebtedness at end of year

N

1995

$ 32.6

29.6
3.5
65.7

24.8
90.5

10.6
101.1

100.0

(55.4)
(1.0)

(45.0)
(1.4)

(83.2)
3.7

(4.4)

(3.8)

=

1994

29.4

28.1
1.0
585

(9.6}_
48.9

(3.0)
45.3

(11.00

€1.5)
21.5)
(34.0)

(81.9)
5.7
(2.3)

(1.0)

(See accompanying notes)



NGTES T FINANCTAL STATEMENTS

o SIGNIFICANT ACCOUNTING POLICIES

These financial statements have been prepared in accordance with generally accepted
accounting principles. A summary of significant accounting policies follows:

Regulation

The utility operations are subject to regulation by the Ontario Energy Board (*OEB”) which
exercises its statutory authority over such matters as rate of return, construction and
operation of natural gas facilities, accounting practices and rates of the Company.

Inventory of Gas in Storage and Supplies

Gas in storage is carried at cost at prices as approved by the OEB which includes
transportation and storage. Supplies are carried at the lowest of average cost, replacement
cost and net realizable value.

Investments
Long-term investments are recorded at cost net of any estimated permanent impairment
in value.

Property, Plant and Equipment

Property, plant and equipment are carried at cost which includes direct costs, overhead
attributable to construction and interest capitalized during construction. The cost of
property, plant and equipment is reduced by contributions and grants in aid of
construction received from governmental bodies in support of specific transmission and
distribution facilities.

The original cost of utility property retired is removed from plant accounts and charged to
accumulated depreciation, which is credited with the salvage proceeds less removal costs.
Under this method, no profit or loss is recognized on ordinary retirements of depreciable property.

Depreciation of utility property, plant and equipment is calculated on a straight-line
method based on the original cost, which includes site restoration costs. Average annual
depreciation rates are 2.4% for gas distribution, 7.6% for rental equipment, 7.5% for general
and other plant, 2.8% for gas storage, and 2.1% for capital leases. The application of such
rates is equivalent to a composite rate of approximately 3.91% (4.03% in 1994).

1995
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Other Assets

Goodwill is included in other assets and is not amortized. The goodwill represents the
excess of acquisition costs over the underlying value of net assets at date of purchase in
respect of companies amalgamated January 1, 1968, Management has reviewed the
valuation of the goodwill. The determination as to whether there has been an impairment
in the goodwill is made by comparing the carrying value of the goodwill to the projected
undiscounted net cash flow generated by the related activity.

Discounts, premiums and expenses related to long-term debt are deferred in the vear
incurred and amortized against income over the term of the applicable issue.

The Company defers, in the year incurred, certain expenses which the regulatory
authorities require or permit to be recovered from future revenues. Such charges are being
amortized over various time periods.

Income Taxes

Rates and revenues for utility operations, established for regulatory purposes, include
recovery of only such income taxes as are currently payable or are recoverable through the
rates charged to customers. Accordingly, the Company provides for income taxes on this
basis and does not provide for income taxes deferred to future years as a result of timing
differences between accounting income and taxable income, principally in respect of

depreciation and amortization.

Pension Plans

Pension costs and obligations are determined annually by independent actuaries using
management’s best estimate assumptions and the projected benefit method prorated on
services. Adjustments arising from plan amendments, changes in assumptions and
experience gains or losses are amortized on a straight-line basis over the expected average
remaining service life of the employee group.

Natural Gas Swap and Other Contracts

The Company’s gas supply portfolio includes contracts with pricing mechanisms that reflect
monthly variations in the price of gas, rather than fixed prices. The actual cost of gas
includes the impact of any hedging activities related to these contracts. The hedges are
used to fix gas prices with respect to the underlying physical gas supply contracts and
include the use of natural gas swaps and purchase price collars. The difference between the
OEB approved reference prices and the actual cost of gas is deferred for disposition as
approved by the OEB.



o DISCONTINUED OPERATIONS

On June 15, 1995, the Company, in accordance with its undertakings to the OEB,
transferred the Fort Frances cogeneration facility to Westcoast Power Inc. (*"WPI"), a
commonly controlled company. The Company’s net assets related to the cogeneration
operations were sold at fair market value of $18.7 million and resulted in the recording of
contributed surplus of §6.1 million. Cash retained by the Company with respect to the
cogeneration operations was $7.3 million. All contractual agreements and obligations
related to the cogeneration facility have been assigned to and assumed by WPI.

The proceeds from the transfer of the cogeneration net assets consisted of preference
shares of WPI of $44.0 million, net of a note to WPI from the Company of $25.3 million.
Subsequent to the transaction, the preference shares were redeemed and the note was repaid.

Details of the discontinued cogeneration operations for the period January 1, 1995 to June
15, 1995 and for the year ended December 31, 1994 are as follows:

(millions) } 1995 - 1994
Operating revenue $20.4 $ 38.5
Operating costs 17.5 372
Oper.ating inc:);ﬁeﬂ 7 I 2.9 1.5
Financial expenses 0.8 2.0
Income (loss) before income taxes - 21 (0D
Income taxes
Current 2.9 25
Deferred - . I & %) N ¢ )
1.1 0.6
Earnings (loss) from discontinued Upcralidn_s_ $ 1.0 3 (1.3)

The consolidated balance sheet included the following amounts applicable to the
discontinued cogeneration operations as at December 31, 1994,

(millions)

Current assets $21:5
Property, plant and equipment (cost $113.8 million) 89.3
Other assets 4.6

115.4
Current liabilities (14.49)
Long-term debt - 4.0% Ontario Hydro loan (46.9)
Other liabilities (4.9
Deferred income taxes (30.4)
Net assets $ 18.8

1995



o INVESTMENTS

(millions)

10.6%-14.0% Centra Gas Manitoba Inc. debentures (i) (note 7)
Demand note from a commonly controlled company (ii)

Deduct current portion of investments
Centra Gas Manitoba Inc. debentures

Demand note from a commonly controlled company

13.9%-19.9% finance contracts due 1996 to 2005,
net of current portion included in accounts
receivable of $3.2 million ($2.5 million in 1994)

1995

$ 23.1

1.5

15
21.6
19.2

5408

0

1994

§ 24.0
2.2
26.8

1.5
2.2

A7
25.1
14.8

$ 37.9

(i) Annual interest of $2.8 million ($3.0 million in 1994) is included in investment income.

Interest receivable of $0.8 million ($0.9 million at December 31, 1994) is included in

accounts receivable,

(ii) The subordinated demand note from a commonly controlled company, bearing interest

at 7.6% per annum, was repaid during 1995. Interest of $0.2 million (80.5 million in

1994) is included in investment income.

o PROPERTY, PLANT AND EQUIPMENT
(millions)

Cost
Gas distribution
Rental equipment
General and other plant
Gas storage
Capital leases
Cogeneration facility

Accumulated Depreciation
Gas distribution
Rental equipment
General and other plant
Gas storage
Capital leases
Cogeneration facility

1995

Eétj;nok value

1995

$ 653.6
129.1
58.7
25.8
7.2

874.4

156.8
22.8
22.4

6.3
4.3

. 212.6
$ 661.8

1994

—
—
"

~ ~ - oW

1o | =
= | =
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|

5

G

Centra

&)



Gas distribution plant is net of contributions in aid of construction of $70.7 million ($70.3

million at December 31, 1994). General and other plant is net of contributions toward
leasehold improvements of $4.9 million (84.9 million at December 31, 1994).

Capital lease obligations of $2.8 million ($2.6 million at December 31, 1994) are included in

accounts payable.

OTHER ASSETS

(millions) Do B 1995 1994_
Goodwill S 8.8 $ 8.8
Cogeneration commissioning costs — 4.0
Rate hearing 0.1 1.8
Long-term debt discount and issue costs (i) 3.8 2.6
Preliminary survey and engineering 0.6 0.2
Premium on long-term debt, net of
accumulated amortization of $1.7 million
($1.3 million in 1994) (i) (1.4) (1.8)
$11.9 $16.2
(i) These costs are amortized over the term of the applicable issue.
BANK INDEBTEDNESS
The Company has operating credit facilities totalling $100.0 million with a Canadian
chartered bank. These operating credirt facilities are subject to annual review.
LONG-TERM DEBT
(millions) - B 777: 1799757 1 992
Sinking fund senior debentures
14.0% debentures due November 29, 2002 S 16.0 $ 17.3
13.5% debentures due November 14, 2003 16.5 17.8
13.5% debentures due November 14, 2008 16.0 16.0
10.625% debentures due July 14, 2006 54.0 57.0
10.75% debentures due July 31, 2009 63.0 66.0
Other
12.9% senior debentures, due November 20, 1995 - 45.0
9.7% senior debentures, due December 9, 2002 75.0 75.0
8.63% senior debentures, due October 19, 2018 75.0 75.0
8.85% senior debentures, due September 1, 2005 100.0 =
4.0% Ontario Hydro loan — 46.9
8.1% term loan - - 1.8
415.5 417.8
Less: Current portion 8.6 55.4
$ 406.9 $ 362.4

1995
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Of the §415.5 million of debt, $23.1 million represents financing arranged by the Company

for Centra Gas Manitoba Inc., a commonly controlled company (note 3). The Ontario Hydro

loan, which relates to the discontinued operation, has been assumed by WPI (note 2).

Long-term debt maturities and sinking fund requirements during the next five years ending

December 31 are as follows:

1996-
1997~
1998-
1999 -
2000-

CAPITAL STOCK
(millions of dollars)

Authorized:
First preferred shares issuable in series
Second preferred shares issuable in series
Junior preferred shares issuable in series

Common shares

Issued and outstanding:

First preferred shares
57,140 $2.60 cumulative, first series
without par value (60,340 in 1994)
15,665 $2.70 cumulative, second series
without par value (16,565 in 1994)

Second preferred shares
527,075 7.85% cumulative, series A
without par value (559,375 in 1994)

14,283,376 Common shares without par value

(14,283,376 in 1994)

$
5

(millions)

8.0
8.6

$12.6

$
$

9.6
9.6

1995

477,113 shs.
3,177,775 shs.
2,400,000 shs.

31,044,885 shs.

0.8

151

16.8

112.6
$ 129.4

1994

481,213 shs.
3,210,075 shs.
2,400,000 shs.

31,044,885 shs.

0.8

14.0

17.8

112:6
$130.4

First preferred shares, first and second series, (redeemable at the Company’s option at

$50.50 per share) do not presently have voting rights. Under the terms of the issue, the

Company is obliged to offer to purchase 3,200 first series shares and 900 second series

shares per annum at a price not in excess of $50.00 per share.

Second preferred shares, series A, (redeemable at the Company’s option at $25.00 per share)

do not presently have voting rights. Under the terms of the issue, the Company is obliged to

offer to purchase 56,000 shares per annum at a price not in excess of $25.00 per share.



The following shares were redeemed for cash approximating their carrying value and

cancelled during the year:

First preferred shares, first series
First preferred shares, second series
Second preferred shares, series A

DIVIDEND RESTRICTIONS

The indentures and agreements relating to the Company’s long-term debt obligations

900
32,300

_1994

3,200
900
50,700

contain covenants limiting the payment of dividends. The Company is in compliance with

all such covenants.

INcOME TAXES

A reconciliation between the statutory and the effective rate of income taxes is provided

as follows:

(millions of dollars) B I 1995 1994
Income before income taxes from
continuing operations $ 48.3 $ 42.1
Combined federal and Ontario provincial
statutory tax rate 43.5% 43.5%
Computed income taxes S 21.0 $ 18.3
Increases (decreases) in income taxes resulting from:
Deferred charges and other items claimed for
tax purposes in the year incurred (6.6) (6.0)
Capital cost allowance deducted for
income tax purposes in excess of depreciation (0.5) 0.3
Large corporation tax 1.6 1.4
Other 0.2 (1.5)
Actujiincome rax éxpcnse o - -_$ 15.7 —S 12.7—
Effective tax rate 32.5% 30.2%

Deferred income taxes relating to utility operations which have not been provided and are
not vet recovered in revenues amounted to $7.1 million in 1995 (§7.0 million in 1994) and

$117.5 million in total to December 31, 1995 ($110.4 million to December 31, 1994).
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0 PENSION PLANS

The Company has non-contributory defined benefit plans covering substantially all
employees. Normal retirement benefits under these plans are related to employees’
remuneration and years of service.

Actuarial valuations of the union plans and the salaried plan were performed at January 1,
1995 and January 1, 1994 respectively. The market related value of the pension fund assets
and the actuarial present value of accrued pension benefits extrapolated to December 31,
1995 and December 31, 1994 are set out below:

(Ini-&@qu_d_oﬂars) e I i o __199; = 1_99;47
Market related value of pension fund assets $37.5 $ 38.4
Actuarial present value of accrued pension benefits $ 40.8 $ 38.0

NATURAL GAsS SwAP CONTRACTS

The purchase price applicable to 80% of the Company's 1996 forecast firm service gas
supply from January through October 1996 is indexed to either the New York Mercantile
Exchange Natural Gas Futures contracts or the Canadian Gas Price Reporter Alberta border
average monthly price. At December 31, 1995, the purchase price applicable to 112 10°m?
or 30% of this indexed supply (47% at December 31, 1994) has been effectively fixed
through the use of natural gas swap contracts. These contracts have a fair value of $1.3
million receivable at December 31, 1995 ($5.6 million payable at December 31, 1994). The
fair value reflects the estimated amount that the Company would receive or pay to
terminate the contracts at December 31, 1995, based on the estimated future net cash
flows under the terms of each contract.

RELATED PARTY TRANSACTIONS

The Company and Union Gas Limited (“Union”), a commonly controlled company,
received approval from the OEB in August 1994 to proceed with a shared services plan.
Under the plan, certain administrative departments were combined in 1995 to provide
services to both companies, resulting in operating efficiencies and reductions in the total
cost of service for the benefit of the companies’ customers. During the year, the Company
was charged $4.0 million (1994 - nil) by Union to recover expenses incurred by Union on
its behalf. These charges were included in operating and maintenance expenses.

Transportation and purchases of natural gas of §12.2 million ($15.5 million in 1994) from
commonly controlled companies are included in the cost of gas. These purchases were
made under the same terms as purchases from unrelated parties.

Charges to the Company for administrative and general services provided by the parent,
Westcoast Energy Inc. (“Westcoast™) and commonly controlled companies, are $0.3 million
($0.9 million in 1994). These charges were included in operating and administration expenses.



Sales of natural gas of $0.5 million (nil for 1994) to a commonly controlled company are

included in gas sales revenue. Transportation of natural gas of $1.2 million (nil for 1994) to

commonly controlled companies are included in transportation revenue.

The Company provides administrative, management and engineering services to certain
commonly controlled companies. The cost of these services amounted to $0.4 million
($0.6 million in 1994). The Company also earns income on its investments in commonly
controlled companies (note 3).

All related party transactions occur in the normal course of operations and reflect fair
market values. The recovery of the net cost of related party transactions in the Company’s
cost of service is subject to the rate regulation process of the OEB.

Accounts receivable from commonly controlled companies of $1.5 million ($1.1 million at
December 31, 1994) are included in accounts receivable. Accounts payable to Westcoast
and commonly controlled companies of $6.4 million ($3.7 million at December 31, 1994)
are included in accounts payable.

COMPARATIVE AMOUNTS

Certain of the 1994 amounts have been reclassified to conform with the presentation
adopted in 1995.

1995
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STATEMENT O0F CORPORATE GOVERNANCE PRACTICES

On May 2, 1995, the Toronto Stock Exchange (“TSE”) enacted a new by-law requiring
companies listed on the TSE to annually disclose the corporate governance practices of their
boards of directors for fiscal years ending on or after June 30, 1995, A similar rule was
adopted by the Montreal Stock Exchange. This disclosure statement is to refer to the
guidelines set out in the “Report of the Toronto Stock Exchange Committee on Corporate
Governance in Canada” (the “TSE Guidelines”). The TSE Guidelines set out the principal
responsibilities of a board of directors and the corporate governance principles to be
followed by them.

In October of 1995, the Company established a Corporate Governance Committee

(the “Committee”) composed of three directors, a majority of whom are considered to be
outside and unrelated to management. Through this Committee, the Board of Directors of the
Company (the “Board”) will develop sound corporate governance practices to enhance
shareholder value.

Board of Directors

The Board has the responsibility for supervising the management of the business and the
affairs of the Company. The management of the Company is responsible for the day to day
operations of the business. The Board has considered and does consider the principal risks
to the Company and receives reports of the Company’s assessment and management of
those risks. The Board through management has put structures in place in the Company to
allow effective communication with the Company’s stakeholders and the public. The Board

also periodically reviews the compensation of directors in light of risks and responsibilities.

Composition of the Board

The Board is composed of six directors. Of the directors, John Bergsma, President and Chief
Executive Officer, is a full-time officer of the Company, and Michael Phelps, Ken Rekrutiak
and Wayne Bingham are full-time officers of the Company’s parent, Westcoast Energy Inc.
(“Westcoast”). Westcoast owns 100% of the voting common shares of the Company and is
therefore considered a significant shareholder. Mr. Bingham, who is the Vice President,
Finance and Treasurer of Westcoast. also holds office as Treasurer of the Company. Neither
Mr. Phelps, Mr. Rekrutiak nor Mr. Bingham are actively involved in the day-to-day
management of the Company. The TSE Guidelines provide that a director related to a
significant shareholder should not be considered a related director of the subsidiary
corporation. The TSE has indicated that an outside director is a director who is not an officer
or employee of the Company or of any of its subsidiaries. The remaining two directors are
not officers or employees of the Company, do not have interests in or relationships with the
Company or its parent (other than interests and relationships which may arise from
shareholdings) which could materially interfere, or could reasonably be perceived to
materially interfere with such directors’ ability to act with a view to the best interests of the
Company. The Company does not have any subsidiaries. The Board has therefore concluded
that a majority of the directors of the Company are outside and unrelated, as those terms are
defined by the TSE.



Committees of the Board
The Board has established and adopted terms of reference for each of the Audit, Corporate
Governance and Independent Committees.

The Audit Committee is composed of three unrelated directors. A majority of the committee is
composed of outside directors. This committee is broadly responsible for ensuring that the
Company’s management has designed and implemented an effective system of internal financial
controls, for reviewing and reporting on the integrity of the consolidated financial statements
of the Company, for ensuring compliance with regulatory and statutory requirements as they
relate to financial statements, taxation matters and the disclosure of material facts and for
reviewing the appropriateness and effectiveness of the Company’s policies and business
practices which impact on the financial integrity of the Company, including those relating to
internal auditing, insurance, accounting, information services and systems and financial
controls, management reporting and risk management.

The Corporate Governance Committee is composed of three directors, a majority of whom are
unrelated and are outside directors. This committee's prime responsibility is for developing and
monitoring the Company’s overall approach to corporate governance issues and for
administering a corporate governance system which is effective in the discharge of the
Company's obligations to its shareholders.

The Independent Committee is made up of two directors who are outside and unrelated
directors. The mandate of the Independent Committee is to approve affiliate transactions and
to monitor the Company’s compliance with its written Undertakings to the Lieutenant Governor
in Council for the Province of Ontario.

Chairman

Michael Phelps, the Chief Executive Officer of Westcoast which is the significant shareholder of
the Company, is the Chairman of the Board of the Company. As such, while being responsible
on behalf of the Board for the recruitment of the other directors and the assessment of
performance, he reviews with the Board on-going assessment matters, the appointment and

monitoring of senior management, and succession issues.

Shareholder Feedback and Concerns
The Company provides annual and quarterly reports to its preference shareholders and
responds to enquiries from those shareholders on a timely basis.

Decisions Requiring Board Approval
The Board operates by seeking the advice of and delegating powers, duties and responsibilities
to committees of the Board, by delegating certain of its authorities to management and by

reserving certain powers to itself.

Expectations of Management

The Board reviews the Company’'s strategic plan with management at least annually.
Members of the management team report to the Board on a regular basis to review the
Company’s financial and operational results and the Company’s progress in fulfilling its
strategic goals and objectives.
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FryaNegrar AND QPMERATING STATISTICS
(miltions of dollars) i 1995 1994 1993 1992 1991
Operatlng Results F(u rbr. Year Ended December H
Operating revenues ~ $538.2 $611.9  $547.1  $521.2 §483.6
" Operating expenses 449.0 _5323 4719  440.6 422.4
Income before m[erest dﬂd mc‘ome taxes - 89.2 7906 75, 2 806 612
Net interest expense 40.9 37.5 328 310  29.0
Income taxes 157 127 117 17.5 87
Income from Lontmumg opemtlons 32.6 29 4 —SW B ?l_ ?3 5
Income (loss) from discontinued opemnog 46 03 1.2 @ 5) 05
Net income 33.6 28 2 31% 316 24.0
Preference share dividend requirement 1.2 1.4 1.4 1.6 1.7
Earnings applicable to common shares  $ 32.4 § 267 § 305 § 300 § 223
Balance Sheet As at December 31
Assets = F_ . . . 2w
Current assets $ 105.2 $150.2 $ 139.8 $123.5 $120.1
Investments 40.8 37.9 39.4 45.7 56.2
Property, plant and equipment 661.8 699.3 652.7 602.1 569.9
Other assets ‘ 19 16.2 16.5 14.6 17.9
Total NN, $ 8197 $903.6  $8484  $7859  $764.1
Capitalization
Current liabilities $ 149.4 § 241.1 $133.0 $ 130.8 $171.8
Long-term debt 406.9 362.4 417.8 361.6 307.0
Deferred income taxes - 30.4 33.0 37.8 34.9
Shareholders’ equity 263.4 269.7 264.6 255.7 250.4
Total . ~ $819.7 $903.6 $8484  $7859  §764.1
Cash Flow Data ror the Year Ended December 31
Cash from operations $101.1 § 453 $ 567 $ 802 $ 73.0
Captial expenditures $ 83.2 $ 81.9 $ 82.6 $ S58.6 § 454
Operating Statistics
Volumes (10°m?)
Residential 655 624 607 572 532
Commercial 497 490 516 488 476
Industrial 2029 2 302 2 251 2127 2 054
Transportation service 1395 723 590 709 672
T 4576 4145 3 964 3 896 3 734
Customers at year-end
Residential 211,801 202,082 190,788 178.566 168,301
= Commercial 24,361 23,607 23,111 22,189 21,366
- Industrial 384 412 398 410 405
- Transportation service 39 36 12 15 14
- n ] . 236,585 226,137 214,309 201,180 190,086
Kilometres of pipeline 7,785 7,495 7,271 7,027 6,869
* Certain information has been restated to reflect the tranfer of the cogenerdalion aperations,
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