Northern Pipeline
Agency

Performance Report

For the period ending
31 March 2007

The Honorable Gary Lunn, P.C.,M.P.
Minister responsible for the
Northern Pipeline Agency






Table of Contents

Section I: CommiSSIONET'S MESSAZE ....veeevreeeiieeriieeiieeeieeeeieeesaeeerreeeaeeesreeeenes 1
Section II: AZENCY CONLEXE .uvivieiiieiieiesieeiesteeeeie et e e s sae s e ete e eeesseeseeseeseesesseeneas 3
2.1 AZENCY OVEIVIEW ...voviiniieieiiiieieieeeeteieeseseeseseseessesesessesesasensnes 3
2.1.1 Mandate and MiSSION .......cccueerierieeniienieiieenie e 3
2.1.2 Strategic OULCOME ........eevviereeereieeiieiieeieereeniee e eeee e 4
2.2 Societal CONtEXt .....cccuerriiiiiiiiieieeiie et 5
2.2.1 External FaACtOrs ........ccceeviieriieiieieeieeeecee e 5
2.3 CRAlIENEES ...ecuvveeeeviieeiie ettt e e eae e e e snaee e 5
Section III:  Performance DIiSCUSSION .......c..covcuiiiiiiriiiiiiiiieiieeiteee e 6
3.1 Outcome Performance .........cc.ccoceevevienenieneenenicncccsceeeene 6
3.2 Financial Performance ...........ccccoooeriiiiiiniiiniiiieniceceee e 6
3. 2.1 OVEIVIEW ettt sttt st 6
Resources Used — Table .........cccoceveirinincnnnnceeee, 7
3.2.2 Fixed and Variable COStS .........ccceevvvievieniieeiienieeieeieenes 7
3.2.3 COSt RECOVETY .ooiouiiiiiieiiiiie ettt 7
Cost Recovery - Table 2 .......cccocveieirieieinieeeeceeeeeen 8
Appendix A: Financial Tables .........ccccoociioiiiriiiiiieiiecieeeee e 9
Table 1: Summary of Voted Appropriations ..........c.cceeeveeeeveeennnen. 9
Table 2: Comparison of Total Planned Spending to

Actual Spending ........ccoceeeeeireineeneee e 10

Table 3: Historical Comparison of Total Planned Spending to
Actual SPending .........ccceceeveerieinieieneereeeee s 11
Table 4: Non-respendable Revenues .............cocceveeieviienieenieennnnne 11
Table 5: External Charging.........cccceveevevieneeiieneeieseeeese e 12
Appendix B: OrganiZation ..........cceeeeveeeiieeeiiieeiieeeiieeeieeesveeeieeesreeeseseesseeesaseeennseas 14
Figure 3: Organization Chart ............cccocevieviriinininineeeeeeeeeeee 14
Appendix C: HiStory/Chronology .........cccueeeuieriieiiieniieeieeieeeie ettt 15
Figure 1: The Alaska Natural Gas Transportation System ............. 17
Figure 2: The Foothills Prebuild .........ccccoooiiiiiiiiiieiiiee, 17
Appendix D: Auditor’s Report and Financial Statements ...........cccceeevvenennieneenennne. 18
Appendix E:  Other Information ...........cccceeviiiriiieiiiieeceeee e 31
A. Contacts for Further Information ...........ccccceevevieviececeincinenne. 31
B. Legislation and Associated Regulations Administered Acts .....31

C. Socio-Economic and Environmental Terms and Conditions
(1980-T981) oottt 31






Section I: Commissioner's Message

It is my pleasure to present the Performance Report for the Northern Pipeline Agency

(NPA).

The NPA was created by the Northern Pipeline Act (the Act) in 1978 to oversee the
planning and construction by Foothills Pipe Lines Ltd. (Foothills) of the Canadian
portion of the Alaska Highway Gas Pipeline Project (pipeline), also referred to as the
Alaska Natural Gas Transportation System. The pipeline was certificated in 1978 and is
intended to transport Alaskan and possibly northern Canadian natural gas to southern
markets in Canada and the United States.

The portion of the pipeline south of Caroline, Alberta (Phase I), was constructed in the
early 1980's and presently transports Canadian gas sourced primarily from south of the 60™
parallel. Unfavourable economic conditions led to indefinite delays in the completion of
the northern portion of the pipeline (Phase II), and consequently, the Agency's activities in
the 1990's were limited to overseeing the expansion of the southern portion of the pipeline.

Recently, perception of a growing North American market for natural gas, combined with
concerns about limitations on supply from traditional sources, and strong natural gas prices
has resulted in renewed interest in the pipeline as an option for bringing northern gas to
market. In response, the Agency has taken measures to address the commitments of the
Government of Canada that are embodied in the Act and legislative changes that have
occurred since the pipeline was certificated.

Cassie J. Doyle
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Management Representation Statement

I submit for tabling in Parliament, the 2007 Departmental Performance Report (DPR) for
Northern Pipeline Agency.

This document has been prepared based on the reporting principles contained in the
Treasury Board of Canada Secretariat’s Guide for the preparation of 2006-2007
Departmental Performance Reports:

o it adheres to the specific reporting requirements;

e ituses an approved Program Activity Architecture;

e it presents consistent, comprehensive, balanced and accurate information;

o it provides a basis of accountability for the results pursued or achieved with the
resources and authorities entrusted to it; and

e it reports finances based on approved numbers from the Estimates and the Public
Accounts of Canada.

Name: Cassie J. Doyle
Title: Commissioner
Date: September 26, 2007
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Section II: Agency Context

2.1 Agency Overview
2.1.1 Mandate and Mission

In 1977, following extensive regulatory hearings in both countries, the governments of
Canada and the United States executed an Agreement on Principles Applicable to a
Northern Natural Gas Pipeline. This agreement provided a framework for the
construction and operation of the Alaska Highway Gas Pipeline Project.

In 1978, Parliament enacted the Northern Pipeline Act to:
o give effect to the agreement; and

o establish the NPA to oversee the planning and construction of the Canadian
portion of the project by Foothills.

Implementing legislation was also passed by the United States in the form of the Alaska
Natural Gas Transportation Act.

Prior to the commencement of construction of any particular section of the pipeline,
Foothills is required to obtain a series of specific approvals from the Agency pursuant to
the Act and the terms and conditions specified under the Act. These approvals relate to
socio-economic and environmental factors, routing issues, technical design, and other
matters such as demonstration of financing. Approval authority rests with the Agency's
Commissioner and Designated Officer, the latter being a member of the National Energy
Board (NEB). In some cases, approval from the Board is also necessary.

The Agency also monitors the actual construction by Foothills for compliance with its
various undertakings and for sound environmental and engineering practices.

2.1.2 Strategic Outcome
The Agency has one strategic outcome as listed below. The Agency will cease to exist
one year after the date on which leave to open the last section or part of the pipeline is

given by the NEB. The operation of the pipeline is regulated by the Board pursuant to
the National Energy Board Act.

Agency Context



Strategic Outcome:

Facilitate the planning and construction of the Canadian portion of the Alaska
Highway Gas Pipeline Project while maximizing social and economic benefits and
minimizing adverse social and environmental effects.

Key Partners:

Agency demands were primarily managed through an arrangement that the Agency has
with Natural Resources Canada (NRCan) for financial and administrative services.
Agency staff have worked closely with federal departments to develop strategies for
environmental and socio economic assessments. The Yukon Territorial Government
monitored the easement agreement as discussed in Section 3.2. The Agency also worked
closely with other federal departments, primarily NRCan and Justice Canada, on issues
relating to Alaska pipeline development.

Key Targets and Overall Results:

The objectives of the Act, establishing the Agency and certifying the pipeline, are to:

e carry out and give effect to the 1977 agreement between Canada and the United States
underpinning the project;

e carry out, through the Agency, federal responsibilities in relation to the pipeline;

o facilitate the efficient and expeditious planning and construction of the pipeline;

e facilitate consultation and co-ordination with the governments of the provinces and
territories traversed by the pipeline;

e maximize the social and economic benefits of the pipeline while minimizing any
adverse social and environmental impacts; and

e advance national economic and energy interests and to maximize related industrial
benefits by ensuring the highest possible degree of Canadian participation.

As discussed in Section III, during this reporting period, Agency staff focused on the
development of socio-economic assessment strategies, in anticipation of a filing by
Foothills in the fall of 2005. Actual implementation of these plans depends upon details of
the Foothills filing.

Program, resources and results linkages:

The Agency examined key environmental, socio-economic and First Nations concerns to
ensure it would be able to effectively regulate a Foothills project. The Agency had no
active programs or initiatives related to the strategic outcome during the reporting period.
The Agency engaged a skeletal staff (3 to 5 persons) to ensure preparedness in the event
of a decision to continue with the pipeline.

Management Practices:

The Agency relies on the management practices implemented by NRCan,
(www.nrcan.gc.ca) as well as administrative arrangements to maximize efficiencies in
respect of financial management and reporting requirements.

Northern Pipeline Agency




2.2 Societal Context

2.2.1 External Factors

Perception of a growing North American market for natural gas, combined with concerns
about limitations on supply from traditional sources, and strong natural gas prices, has
resulted in strong interest in the pipeline as an option for bringing northern gas to market.
Before the construction of the pipeline can begin, the NPA is responsible for ensuring that
the regulatory system in Canada is in a state of readiness to respond to any request from
Foothills Pipe Lines Ltd. to resuscitate the pipeline project. Before taking any decision to
proceed with construction under the NPA, Foothills Pipe Lines Ltd. will need to resolve a
number of commercial issues, and will need to conclude an agreement with the State of
Alaska with respect to transportation rights in Alaska. As well, the ongoing process under
the Alaska Gasline Inducement Act will significantly influence the decision on whether to
proceed with a project under the Northern Pipeline Act.

23 Challenges

During 2006-2007, the primary challenge for the Agency continued to be ensuring a state of
readiness in an environment of uncertainty. In the absence of Foothills initiating an action or
formal request of the Agency, responses to questions as to how Phase II of the pipeline
would be regulated after a 20-year hiatus were largely speculative. The difficulty in
addressing these was compounded during the reporting period by the need to utilize the
limited resources of the Agency to maintain and increase awareness of obligations under the
Act.

The longer-term challenge for the Agency is to be in a position to regulate pipeline
construction effectively if industry decides to proceed with Phase II of the pipeline.
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Section III: Performance

In light of the low-level of activity in the Agency, there are no specific RPP commitments
or parliamentary committee recommendations to be implemented.

On December 12, 2003, responsibility for the Agency was transferred from the Minister
for Foreign Affairs and International Trade to the Minister of Natural Resources Canada.
The Deputy Minister of Natural Resources Canada was appointed Commissioner.

3.1 Output Performance

In working toward realization of its strategic outcome, the Agency's principal task for
2006-2007 fiscal year was to maintain preparedness to respond to regulatory filings by
Foothills and to make sure that the Act is properly administered. With the renewed interest
in northern pipelines the Agency was called on to provide information in the event that the
balance of the pipeline (Phase II) proceeded, including an examination of the commitments
of the Government of Canada that are embodied in the Act and legislative changes that
have occurred since the pipeline was certificated.

The agreements that are currently in place with NRCan and other government departments
continued to facilitate efficiencies in the administration of the Act. An easement agreement
exists among the Yukon Territory Government and the Agency to facilitate the collection of
an easement fee related to land access rights on Indian Reserves and Crown land granted to
Foothills for the pipeline. The Agency collected the annual fee of $30,400 on behalf of
Indian and Northern Affairs Committee (INAC) and redistributed an appropriate share to
the Yukon Territory Government. These transactions are excluded from the calculations of
recoverable costs mentioned in Section 3.2 Financial Performance.

3.2 Financial Performance
3.2.1 Overview

In 2006-2007, the Agency had spending authority of $946,000. The spending authority
was established in anticipation of a significant increase in the work of the Agency to
support a high level of planning activity of the pipeline. All costs incurred are fully
recovered from Foothills through a cost recovery mechanism. The company is in the
process of resolving its commercial issues and has requested that the NPA clarify
regulatory framework so that it may proceed quickly once commercial issues have been
clarified. Foothills Pipe Lines Ltd. has not yet formally indicated its intention to act on its
existing certificates, and the Agency’s expenditures fell far short of expectations.
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Resources Used — Table 1

Northern Pipeline Agency
Planned Spending $946,000
Total Authorities $941,254
2006-2007 Actual $390,864

Each year, the Agency's operating budget includes contingencies to mitigate any
requirement to return to Parliament for increased funding in the event activity occurs
related to either the existing portion of the pipeline, or construction of the balance of the
pipeline. Agency operating expenditures are kept to a minimum unless Foothills
initiates some action or formal request of the Agency, in which case operating
expenditures may increase proportionately. As reported in the 2006-2007 RPP, an
allotment was obtained for the second half of 2006-2007 to retain additional staff in
response to an anticipated increase in activity by Foothills. This increase in activity did
not occur and as a result these funds were not required and were not fully released.

3.2.2 Fixed and Variable Costs

The Agency's operating budget is comprised of fixed and variable cost elements.
Fixed costs relate to salaries for the NPA staff, the administration of the Leasehold
Agreement by INAC and the office accommodations and area for information archives
managed by Public Works and Government Services Canada.

As a consequence of the changes in the fixed cost portion, the variable costs of the
Agency which relate to costs of service provided by NRCan increased slightly.
NRCan’s cost of technical advice and administrative services can vary substantially
depending upon the timing and magnitude of Foothills' activities.

3.2.3 Cost Recovery

Agency expenditures related to the administration of the Act are fully recoverable,
including those costs related to services provided by other government departments and
NRCan.

In accordance with Section 29(1) of the Act, the Agency recovers 100% of its costs
based on the NEB's Cost Recovery Regulations. Cost recovery is based on an estimate
and adjusted in future years upon completion of an audit of the actual costs. Foothills
is responsible for full cost recovery based on quarterly billings from NRCan on behalf
of the Agency. Details of cost recovery and the respective adjustments can be found in
Table 2.
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Cost Recovery - Table 2

Historical Comparison of NPA Cost Recovery
($ thousands)

2004 2005 2006 2007 2008
Estimated recoverable costs'” 707 1,357 1,048 436 266
Actual recoverable costs® (415) (596) (445) - -
Adjustment in future year 292 761 603 - -
Estimated recoverable costs 707 1,357 1,048 436 266
Adjustment for prior year (59) (382) (291) (760)  (603)
Total cost recovery® 648 975 757 (324)  (337)

(1) a. Cost recovery — Table 2 is calculated on a calendar year basis.
b. Estimated recoverable costs are determined in accordance with section 6 of the National Energy Board Cost Recovery

Regulations.

(2) Based on information available as of 10 August 2007. The Northern Pipeline Act stipulates that an audit be
performed annually by the Auditor General of Canada. Information is not available until the completion of the audits for
the corresponding calendar year.

(3) Figures for 2007 and 2008 represent amounts that will not be recovered from Foothills Pipe Lines Ltd. Future
expenses will be credited against these amounts before future invoices are made.
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Appendix A: Financial Tables

A: Financial Tables

The following list and financial tables represent an overview of the Northern Pipeline
Agency's 2006-2007 financial performance.

Table 1 - Summary of Voted Appropriations
Table 2 - Comparison of Total Planned Spending to Actual Spending
Table 3 - Historical Comparison of Total Planned Spending to Actual Spending
Table 4 - Non-respendable Revenues
Table 5 - External Charging
Table 1

Summary of Voted Appropriations

Financial Requirements by Authority

($ thousands)
2006 — 2007
Main Planned Total Actual

Vote Northern Pipeline Agency Estimates Spending Authorities Spending
35 Operating Expenditures 870 870 932 382
S Contribution to Employee

Benefit Plans 76 76 9 9

Total NPA 946 946 941 391
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Table 2

Comparison of Total Planned Spending to Actual Spending

Agency Planned versus Actual Spending
($ thousands)

2006 — 2007

Main Planned Total Actual
Northern Pipeline Agency Estimates  Spending  Authorities Spending

FTEs 4.0 4.0 4.0 2.0
Operating 946 946 941 391
Capital - - - -

Voted Grants and Contributions - - - -

Total Gross Expenditures 946 946 941 391

Less: Respendable Revenues - - - -

Total Net Expenditures 946 946 941 391

Other Revenues & Expenditures - - - -

Non Respendable Revenues'') (946) (970) (965) (595)
Cost of Services Received
Without Charge - 24 24 53
Net Cost of Program - - - 151

(1) Of the $595K actual non respendable revenue, $27K does not represent revenue to the NPA. It is an amount collected from
Foothills Pipelines Ltd. and remitted directly to the Government of Canada by the Agency.
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Table 3

Historical Comparison of Total Planned Spending to Actual Spending

Agency Planned Spending versus Actual Spending
($ thousands)
2006-2007
Actual Actual Main Planned Total
2004-2005 2005-2006  Estimates  Spending Authorities Actual
Northern Pipeline 496 627 946 946 941 391
Agency
Total 496 627 946 946 941 391
Table 4
Non-Respendable Revenues
Non-Respendable Revenues
($ thousands)
2006-2007
Actual Actual Planned Total
2004-2005 2005-2006 Revenues Authorities Actual
Northern Pipeline 598 951 970 965 595
Agency
Unplanned - - - - -
Total Non-Respendable
Revenues 598 951 970 965 595
Total Revenues'” 598 951 970 965 595

(1) Refer to Note 1 on page 10.
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Table 5

DPR 2007 - External Charging Information for NPA

Regulation of

) The NPA regulates the planning and construction
construction of the

of the Canadian portion of the Alaska Highway

Alaskg Hi.ghway Gas Pipeline.
Gas Pipeline
Fee Type Regulatory
Fee Setting The NPA external charging is in accordance with
Authority (e.g. section 29 of the Northern Pipeline Act and
Legislative, section 24.1 of the National Energy Board Act and
Regulatory) the National Energy Board Cost Recovery

Regulations.
Date Last
Modified® See section B below for fees amended in fiscal November 6, 2002

year 2003-04.
2006-2007
Forecast Revenue

Regulatory 970.0
($000)
Actual Revenue

Regulatory 595.0
($000)
Estimated Full Regulatory
Cost

a) NPA costs to provide service = $ 391.0 444.0
($000)
b) Services received without charge = $53.0

Service Standard | The construction of Phase II of the Alaska
Highway Gas Pipeline has been put on hold due to
adverse market conditions. The NPA has shrunk
to a skeleton organization but in a state of
readiness in the event Phase II of the pipeline
project is reactivated. There are no formally
developed measurable service standards at this

time.
Performance Please refer to notes regarding service
Results standards.

(1) Refer to Note 1 on page 10.
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Planning Years

Fiscal Year 2007-08
2008-09
2009-10
Forecast Revenue |Sub-Total (2007-08) 72.5
Sub-Total (2008-09) 290.0
(5000) Sub-Total (2009-10) 290.0
Total 652.5
Estimated Full Sub-Total (2007-08) 72.5
Cost Sub-Total (2008-09) 290.0
Sub-Total (2009-10) 290.0
($000) Total 652.5

B: Date Last Modified

The NPA cost recovery is determined in accordance with section 24.1 of the National
Energy Board Act. Although amendments were made to the NEB Cost Recovery
Regulations on November 6, 2002, they do not affect the calculation of the NPA cost
recovery charges.

C: Other Information:

1) Cost Recovery and Revenue Accrual:

In accordance with Section 29 of the Northern Pipeline Act and with the National Energy
Board Cost Recovery Regulations, the Agency is required to recover all its annual
operating costs from the companies holding certificates of public convenience and
necessity issued by the Agency. Currently, Foothills Pipe Lines Ltd. is the sole holder of
such certificates. The NPA corresponds with Foothills regularly on the level of and
expected activities of the Agency including its operating costs.

Program appropriation for each planning year is presented on a fiscal year basis while
cost recovery charges, according to the regulations, are calculated on a calendar year
basis and billed quarterly. In addition, forecast revenue figures are presented on an
accrual basis. As a result, the program appropriation and the forecast revenue amounts do
not reconcile although the NPA recovers 100% of its operating costs.

2) Dispute Management:

Due to the current level of activities, a dispute management policy, a pre-requisite for the
implementation of the External Charging Policy, has not been developed. However,
frequent consultation with Foothills on changes to activities and the associated costs
precludes disputes affecting cost recovery. A dispute management policy will be
developed to support increased operational requirements.

Financial Tables 13



Appendix B: Organization

The NPA has been designated as a department for the purposes of the Financial
Administration Act. The Agency reports to Parliament through the Minister of NRCan who
is responsible for the management and direction of the Agency. The Agency has two senior
officers, namely a Commissioner and an Assistant Commissioner and Comptroller. The
Commissioner of the Agency, currently the Deputy Minister for NRCan, is appointed by
the Governor in Council.

Given the continued low level of Agency activity, arrangements are in place whereby the
Agency relies largely on NRCan for administrative and technical assistance. This
assistance is provided on a cost-recoverable basis. In addition, NRCan also provides policy
advice to the Agency.

To further assist the Minister responsible for the Agency in carrying out the Agency's
mandate, there is provision for two federally appointed advisory councils. The Councils
consist of Aboriginal, business and other interested parties representing communities in
northern British Columbia and the Yukon Territory. Membership in these Councils has
lapsed over the years in view of the dormant state of Phase II of this project.

As a separate employer, the Agency conforms closely with the principles of personnel
administration that apply in the Public Service of Canada and has developed various
systems to implement policy appropriate to the Agency's operating requirements.

Figure 3 provides a schematic of the reporting relationships of the key officers of
the Agency.

Figure 3: Organization Chart

( )
Minister
g J
4 I A
Commissioner
& J
1
1 1
[ Administrator } [ Asst. Commissioner and Comptroller }
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Appendix C: History/Chronology

The Agency's activities are dictated by the timing and pace of the construction of the
pipeline. The following provides a brief description and chronology of the pipeline.

The project is the largest proposed pipeline in North America, encompassing approximately
7 700 kilometres (4,800 miles) of large-diameter mainline pipe, about 42 percent of which
would be located in Canada. The route for the project in Canada and the United Sates is
depicted in Figure 1. Once in full operation, the pipeline would be capable of initially
transporting 68 million cubic meters (2.4 billion cubic feet) per day of Alaskan gas, and the
system could be expanded to transport additional volumes subject to regulatory approval.
The system, as designed, could also accommodate the receipt and onward delivery of 34
million cubic meters (1.2 billion cubic feet) per day of northern Canadian gas via a
connecting pipeline from the Mackenzie Delta/Beaufort Sea region.

As far back as 1977, the concept of prebuilding the southern portions of the pipeline was
identified as a benefit of the project, providing Canadian natural gas producers with
additional export opportunities and supplying U.S. consumers with much-needed gas. This
prebuild, which constituted Phase I of the pipeline, included a western leg to transport
Canadian gas to markets in California and the Pacific northwest and an eastern leg to serve
primarily the U.S. midwest market. At the same time it was contemplated that Phase II of
the pipeline, consisting of the northern portions and the remaining sections to be
constructed in southern Canada and the lower 48 regions, would follow in the near term.

The construction of the prebuild went ahead as planned and Canadian gas started flowing
through the system for export in the 1981-1982 time frame. The Agency's activity level
reached its peak during the construction of the prebuild, with a corresponding staff
complement of over 100 employees.

In 1982, at about the same time the prebuild was completed, adverse market conditions led
the sponsors of the pipeline to put a hold on Phase II. The adverse market conditions were a

result of:

e adecline in demand for natural gas due to economic recession and energy
conservation measures;

e anincrease in U.S. supply in response to higher wellhead prices; and

e escalating forecast costs of construction due to inflation and rising interest
rates.

History/ Chronology 15



It was originally anticipated that the completion of the project would be delayed by only
about two years, however, Phase II of the pipeline remains on hold to this day. In response,
the Agency shrank to a skeleton organization in the mid-1980's. Arrangements

are in place whereby the Agency relies largely on NRCan for administrative,

technical assistance and policy advice.

There have been five expansions completed since 1988, all of which were designed to either
increase system capacity or enhance system reliability. The most significant of these
expansion projects involved (i) the addition of two new compressor stations on the eastern
leg in Alberta and of an additional compressor station and a further compressor unit in
Saskatchewan, (ii) the completion of the western leg mainline in southeastern British
Columbia, and (ii1) a further expansion of the eastern leg in 1998.

The flow capacity of the prebuild continues to approach the 102 million cubic meters
(3.6 billion cubic feet) per day rate provided for in the underlying agreement between
Canada and the U.S. The fifth and latest expansion of the prebuild, which came into
service in 1998, raised its capacity to about 94 million cubic meters (3.3 billion cubic
feet) per day.

On behalf of the Government of Canada, the Agency coordinates implementation of the
agreement reached with the United States in 1980 respecting the procurement of certain
designated items such as compressors and large-diameter line pipe, valves, and fittings for
the construction of the pipeline. This agreement provides that both Canadian and American
suppliers be afforded the opportunity to bid on a generally competitive basis. Canada
suspended implementation of the agreement for the latest Foothills expansion due to the
lack of U.S. reciprocity.

16 Northern Pipeline Agency
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Statement of Management Responsibility

‘The management of the Northern Pipeline Agency (the Agency) is responsible for the

preparation of all information included in its financial statements. The accompanying
statements have been prepared in accordance with Treasury Board accounting policies
and year-end instructions issued by the Office of the Comptroller General, which are
consistent with Canadian generally accepted accounting principles (GAAP) for the
public sector. Management of the Agency is responsible for the integrity and objectivity
of the information in these financial statements. Some of the information in the financial
statements is based on management’s best estimates and judgments. Management

"has determined such amounts on a reasonable basis in order to ensure that the

financial information is presented fairly in all material respects. The financial statements
also include certain expenditures supplied by government central agencies Whlch are
based on estimates.

Management maintains internal financial and management systems and practices which
are designed to provide reasonable assurance that reliable financial and non-financial
information is available on a timely basis, and that assets are acquired economically,
used to further the Agency’s aims, and protected from loss or unauthorized use. The
Agency's management recognizes its responsibility for conducting the Agency's affairs
in accordance with the requirements of applicable laws of Canada using sound
business principles, and for maintaining standards of conduct that are appropriate to the
public interest. .

Management of the Agency maintains a system of internal controls and approved
policies, practices and procedures that are designed to provide reasonable assurance
that the operations are in compliance with applicable laws and conform to a high
standard of business conduct. Management also seeks to ensure the objectivity and
integrity of data in its financial statements and that, regulations, policies, standards and
managerial authorities are understood throughout the Agency. The Agency relies on
Natural Resources Canada to provide administrative support for its operations.

The Auditor General of Canada annually provides an independent, objective audit, in

accordance with Canadian generally accepted auditing standards, and expresses an
opinion on the financial statements of the Agency.

BNSEN iz e

Cassi “ Philip Jenning€  ©
Comn |3$| n r o Acting Assistant Commissioner and

Comptroller

Ottawa, Canada
August 10, 2007

Northern Pipeline Agency



Auditor General of Canada
Vérificatrice générale du Canada

AUDITOR'S REPORT

To the Minister of Natural Resources

| have audited the statement of financial position of the Northern Pipeline Agency as at
March 31, 2007 and the statements of operations, equity of Canada and cash flow for
the year then ended. These financial statements are the responsibility of the Agency’s
management. My responsibility is to express an opinion on these financial statements
based on my audit.

| conducted my audit in accordance with Canadian generally accepted auditing
standards. Those standards require that | 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 statements presentation.

In my opinion, these financial statements present fairly, in all material respects, the
financial position of the Agency as at March 31, 2007 and the results of its operations
and its cash flows for the year then ended in accordance with Canadian generally

. accepted accounting principles.

Further, in my opinion, the transactions of the Agency that have come to my notice
during my audit of the financial statements have, in all significant respects, been in
accordance with the Financial Administration Act and regulations, the Northern Pipeline
Act and regulations, the National Energy Board Cost Recovery Regulations and the by-
laws of the Agency.

M

Crystal Pace, CA
Principal
for the Auditor General of Canada

Ottawa, Canada
August 10, 2007

240 rue Sparks Street, Ottawa, Ontario KIA O0GE6

Auditor’s Report and Financial Statements 19




Northern Pipeline Agency
Statement of Financial Position

As at March 31

2007 2006
ASSETS
Financial assets . _
Due from Consolidated Revenue Fund $991,541 $1,075,899
Accounts receivable and advances (Note 7) 82,394 74,375
1,073,935 1,150,274
Non-financial assets
Tangible capital assets (Note 6) . 11,963 17,032
TOTAL ASSETS $1,085,898 $1,167,306
LIABILITIES _
Accounts payable and accrued liabilities (Note 7) $7,449 $157,981
Deferred revenue (Note 4) 1,078,449 1,009,325
TOTAL LIABILITIES 1,085,898 1,167,306
Equity of Canada - -
" TOTAL LIABILITIES AND EQUITY OF CANADA $1,085,898 $1,167,306

Contractual obligations (Note 8)

Apbroved by:

Lo
Commiséior]gr Q U

* "Philip Jen%; ;

Acting Assistant Commissioner

and Comptroller

The accompanying notes form an integral part of the financial statements.
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Northern Pipeline Agency
Statement of Operations
For the Year Ended March 31

2007 2006
REVENUE _
Regulatory revenue  $381,286 $635,486
OPERATING EXPENSES
Professional and special services . $248,134 $247 949
Salaries and employee benefits 68,285 270,036
Rentals _ 43,422 42 496
Transportation and communication 11,317 60,228
Amortization and acquisition of equipment 5,069 6,276
Information 2,899 1,795
Utilities, materials and supplies 1,396 4,059
_ Repairs and maintenance - 692
Other ' 764 1,955
TOTAL RECOVERABLE EXPENSES 381,286 635,486
NON-RECOVERABLE SERVICES PROVIDED
WITHOUT CHARGE (Note 7) . : 52,963 66,627
NET COST OF OPERATIONS $52,983 $66,627
Statement of Equity of Canada

For the Year Ended March 31
2007 2006
Equity of Canada, beginning of the year - -
Net cost of operations (52,963) (66,627)
Change in due from Consolidated Revenue Fund (84,358) 544 699
Non-recoverable services received without charge 52,963 66,627
Net cash provided by (to) Government 84,358 (544,699)
Equity of Canada, end of the year - -

-The acocmpanv}ing notes form an integral part of the financial statements.
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Northern Pipeline Agency

Statement of Cash Flow

For the Year Ended March 31

2007 2006
Operating Activities
Net cost of operations _ $52,963 $66,627
Adjustment for non-cash items
Services received without charge (52,963) (66,627)
Amortization of tangible capital assets (5,069) (5,069).
(5,069) (5,069)
Variations in the Statement of Financial Position
Increase (decrease) in accounts receivable and advances 8,019 (255,047)
Decrease in accounts payable and accrued liabilities 150,532 23,214
(Increase) in deferred revenue (69,124) (307,797)
Cash used (provided) by operating activities 84,358 (544,699)

Financing Activities

Net cash provided (by) to Government of Canada

The accompanying notes form an integral part of the financial statements.

$ (84,358) $ 544,699
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‘Northern Pipeline Agency

Notes to the Financial Statements
~ Year ended 31 March 2007

1. Authority, Objectives and Operationé
In 1978, Parliament enacted the Northern Pipeline Act to:

« give effect to an Agreement on Principles Applicable to a Northern Natural
Gas Pipeline (the Agreement) between the Governments of Canada and the
United States of America;

o establish the Northern Pipeline Agency (the Agency) to oversee the plannmg
and construction of the Canadian portion of the project.

The Agency is designated as a department and named under Schedule 1.1 of the
Financial Administration Act, reporting to Parliament through the Minister of
Natural Resources.

The objectives of the Agency are to:

1) carry out and give effect to the Agreement of September 20, 1977 between
Canada and the UnitedStates underpinning the project;

2) carry out, through the Agency, federal respon5|b|I|t|es in relation to the
pipeline;

3) facilitate the efficient and expeditious planning and construction of the
pipeline, taking into account local and regional interests; '

4) facilitate consultation and coordination with the governments of the provinces
and the territories traversed by the pipeline;

5) maximize the social and economic benefits of the pipeline while minimizing
any adverse social and environmental effects; and

6) advance national economic and energy interests and to maximize related
industrial benefits by ensuring the highest possible degree of Canadian
participation. .

in 1982, the sponsors of the Pipeline announced that the target date for
completion had been set back until further notice and all parties scaled down
their activities. Work continues to prepare the Agency to meet commitments set
out in the Northemn Pipeline Act should Foothills Pipe Lines Ltd. decide to
proceed with the second stage of the Alaskan Natural Gas Transportation
System. _ :
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Northern Pipeline Agency

Notes to the Financial Statements
Year ended 31 March 2007

In accordance with Section 29 of the Northern Pipeline Act and with the National
Energy Board Cost Recovery Regulations, the Agency is required to recover all
of its annual operating costs from the companies holding certificates of public
convenience and necessity issued by the Agency. Currently, Foothills is the sole
holder of such certificates. The Government of Canada provides funds for
working capital through an annual Parliamentary appropriation.

2. Significant Accounting Policies

These financial statements have been prepared in accordance with Treasury
Board accounting policies and year-end instructions issued by the Office of the
Comptroller General, which are consistent with Canadian generally accepted
accounting principles for the public sector.

a) Parliamentary appropriations:

The Agency is financed by the Government of Canada through Parliamentary
appropriations. Appropriations provided to the Agency do not parallel financial
reporting according to generally accepted accounting principles since
appropriations are primarily based on cash flow requirements. Consequently,
items recognized in the statement of operations and the statement of financial
position are not necessarily the same as those provided through appropriations
from Parliament. Note 3 provides a high-level reconciliation between the bases
of reporting.

b) Net cash provided by (to) Government:

The Agency operates within the Consolidated Revenue Fund (CRF), which is
administered by the Receiver General for Canada. All cash received by the
Agency is deposited to the CRF and all cash disbursements made by the Agency
are paid from the CRF. The net cash provided by (to) the Government is the
difference between all cash receipts and all cash disbursements including
transactions between the Agency and departments of the federal government.

c)' Due from the Consolidated Revenue Fund:
Due from the Consolidated Revenue Fund (CRF) represents the amount of cash

that the Agency is entitled to draw from the Consolidated Revenue Fund without
further appropriations, in order to discharge its liabilities.
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Northern Pipeiihé Agency

Notes to the Financial Statements
Year ended 31 March 2007

d) Revenue/Deferred revenue:

Revenues from regulatory fees recovered from Foothills are recognized in the
accounts based on the services provided in the year.

- Revenues that have been received but not yet earned are recorded as deferred
revenues. Deferred revenues represent the accumulation of excess billings over
the actual expenses for the last two fiscal years.

e) Expenses:

Expenses are recorded on the accrual basis.

Vacation pay and compensatory leave are expehsed as the benefits accrue to
- employees under their respective terms of employment.

Services received without charge from other government departments are
recorded as operating expenses at their estimated cost.

f) Accounts receivable:

Receivables are stated at amounts expected to be uitimately realized. A
provision is made for receivables where recovery is considered uncertain.

g) - Employee future benefits:

Future benefits for employees, including pension benefits, seconded to the
Agency are funded by the employee’s home-base department. Estimated costs
. are included in the employee benefits charged to the Agency.

h) Tangible capital assets:

All tangible capital assets and leasehold improvements having an initial cost of
$1,000 or more are recorded at their acquisition cost. Tangible capital assets
owned by the Agency are valued at cost, net of accumulated amortization.
Amortization is calculated using the straight-line method, over the estimated
useful life of the assets as follows:

Office furniture and equipment 10 years
Informatics hardware 4 years
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Northern Pipeline Agency

Notes to the Financial Statements
Year ended 31 March 2007

i) Measurement uncertainty:

The preparation of these financial statements in accordance with Treasury Board
accounting policies and year-end instructions issued by the Office of the
Comptroller General, which are consistent with Canadian generally accepted
accounting principles for the public sector, requires management to make
estimates and assumptions that affect the reported amounts of assets, liabilities,
revenues and expenses reported on the financial statements. At the time of
preparation of these statements, management believes the estimates and
assumptions to be reasonable. Deferred revenue, salaries and employee
benefits are the most significant items where estimates are used. Actual
amounts could differ significantly from those estimated. These estimates are
reviewed annually and as adjustments become necessary, they are recognized
in the financial statements in the year in which they become known.

3. Parliamentary Appropriations

The Government of Canada funds the expenses of the Agency through
Parliamentary appropriations. Items recognized in the statement of operations
and the statement of financial position in one year may be funded through
Parliamentary appropriations in prior, current or future years. Accordingly, the
Agency has different net results of operations for the year on a government
funding basis than on an accrual accounting basis. The differences are
reconciled as follows:

a) Reconciliation of net cost of operations to current year appropriations

used:
2007 2006
Net cost of operations $52,963 $66,627
Adjustments for items affecting net cost of
operations but not affecting appropriations:
Add (Less): .
Services received without charge . (62,963) (66,627)
Amortization of tangible capital assets (5,069) (5,069)
Revenue not available for spending 381,286 635,486
Vacation pay and compensatory leave ' - 1,026
Other 14,647 (4,000)
390,864 627,443
Current year appropriations used $390,864 $627,443
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Northern Pipeline Agency

Notes to the Financial Statements
Year ended 31 March 2007

b) Appropriations provided and used:

2007 2006
Vote 35 - Program expenditures $932,600 $1,252,000
Statutory amounts 8,654 29,025
Lapsed appropriations __(550,390)  (653,582)
Current year appropriations used $390,864  $627,443

¢) Reconciliation of net cash provided to Government to Parliamentary
appropriations used: -

| 2007 2006
I Net cash provided by (to) Government $84,358 $(544,699)
Revenue not available for spending - 381,286 635,486
Change in net position in the Consolidated
Revenue Fund:; _
Variation in accounts receivable & advances (8,019) 255,047
Variation in accounts payable & accrued liabilities (150,532) (23,214)
Variation in deferred revenue / other liabilities 69,124 307,797
Other . 14,647 (2,974)
Current year appropriations used $390,864 $627,443

4. Deferred Revenue

Deferred revenue, calculated on a fiscal year basis, 1ncludes the billing
adjustments. .

January to December

2006 2005

Actual Expenses:

One quarter of prior fiscal year's expenses © $158,871 $119,913

Three quarters of current fiscal year’s -

expenses - 285,964 476,614

' 444,835 596,527 .

Less provisional billings (1,048,250)  (1,357,000)
Billing Adjustment $(603415) $(760473)
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Northern Pipeline Agency

Notes to the Financial Statements
Year ended 31 March 2007

The billing adjustments, calculated on a calendar year basis, represent the
difference between the provisional billings and the actual recoverable operating
costs, in accordance with Section 19 of the National Energy Board Cost
Recovery Regulations. The recoverable operating costs for the calendar year
are calculated using three quarters of the current fiscal year and one quarter of
the previous fiscal year's operating costs. The billing adjustments of $603,415
for 2006 and $760,473 for 2005 will be applied to the provisional billings of 2008
and 2007 respectively and used in the calculation of the 2007 and 2006 deferred
revenue respectively.

2007 - 2006
Three quarters of prior fiscal year's billing adjustment $ 570,355 $ 218,491
Current fiscal year billing adjustment 603,415 760,473
Last quarter billing of current fiscal year - 189,232
One quarter of current fiscal year's expenses (95,321) (158,871)

Deferred Revenue ' $1,078,449 $1,009,325

5. Easement Fee

In 1983, the Government of Canada, pursuant to Subsection 37(3) of the
Northem Pipeline Act, granted Foothills Pipe Lines Ltd. a twenty-five year
easement upon and under lands in the Yukon Territory. For the right of
easement, Foothills Pipe Lines Ltd. is to pay the Agency an annual amount of .
$30,400; of this annual amount, $2,806 (2006 - $2,806) is collected on behalf of
and forwarded directly to the Government of the Yukon Territory. The balance of
$27,594 (2006 - $27,594) was remitted to the Government of Canada by the
Agency. This fee is not accounted for in these financial statements.

6. Tangible Capital Assets

| There were no acquisitions or disposals of tangible capital assets in 2007.

Cost Accumulated  Net book Net book

Amortization  value 2007  value 2006

'l Office furniture and equipment $7,627 $1,915  $5612 $6,364
! Informatics hardware 17,266 10,915 6,351 10,668
Total $24793 $12.830 $11.963 $17,032
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Northern Pipeline Agency

Notes to the Financial State.ments
Year ended 31 March 2007

Amortization expense for the year ended March 31, 2007 is $5,069 (2006 -
$5,069) ' '

7. Related Party Transactions

The Agency is related as a result of common ownership to all Government of
Canada departments, agencies and Crown corporations. The Agency enters into
transactions with these entities in the normal course of business and on normal
trade terms applicable to all individuals and enterprises except that certain
services, as defined previously, are provided without charge.

a) Services provided without charge:

These services without charge have been recognized in the Agency’s Statement
of Operations as follows:

2007 2006
Audit services provided by the Office of the '
Auditor General of Canada $45522 $60,895
Management services provided by Natural- _
Resources Canada _ $7.441 $5,732
Total $52,963  $66,627

b) Receivables and payables outstanding at year-end with related parties:

_ 2007 2006
Accounts receivable with other government '
departments and agencies $81,994 $73,975
Accounts payable to other government
departments and agencies ' - $134,513

8. Contractual Obligations

The nature of the Agency's activities can result in some large multi-year contracts
and obligations whereby the Agency will be obligated to make future payments
when the services/goods are received. Significant contractual obligations that
can be reasonably estimated are summarized as follows:
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Northern Pipeline Agency

Notes to the Financial Statements
Year ended 31 March 2007

2008 2009 Total

Operating leases

9. Comparative Figures

$17,756 $11,314 $29,070

Comparative figures have been reclassified to conform to the current year's

presentation. .
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Appendix E: Other Information

A. Contacts for Further Information

Northern Pipeline Agency
580 Booth Street,

Ottawa, Ontario K1A 0E9
Telephone:  (613) 992-9612
Fax: (613) 9951913

B. Legislation and Associated Regulations Administered Acts
Northern Pipeline Act RSC 1977-78, c. 20,s.1

National Energy Board Cost Recovery Regulations SOR/91-7

C. Socio-Economic and Environmental Terms and Conditions (1980-1981)

Northern Pipeline Socio-Economic and Environmental Terms and Conditions for the
Province of Alberta (Order NP-MO-1-80 dated 12 June 1980)

Northern Pipeline Socio-Economic and Environmental Terms and Conditions for
Southern British Columbia (Order NP-MO-2-80 dated 12 June 1980)

Northern Pipeline Socio-Economic and Environmental Terms and Conditions for the
Swift River Portion of the Pipeline in the Province of British Columbia (Order NP-MO-
11-80 dated 29 August 1980)

Northern Pipeline Socio-Economic and Environmental Terms and Conditions for
Northern British Columbia (Order NP-MO-12-80 dated 29 August 1980)

Northern Pipeline Socio-Economic and Environmental Terms and Conditions for the
Province of Saskatchewan (Order NP-MO-13-80 dated 29 August 1980)

Listing of Statutory and Departmental Reports

2007 Annual Report
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