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October 7, 2008

Mr. David Mitchell, CA
Alberta Utilities Commission
10055 — 106 St, ToFloor
Edmonton, AB T5J 2Y5

Dear Sir:
Re: International Financial Reporting Standards (IFRS) Request for Information

AltaGas Utilities Inc. (AUI or the Company) is p&sal to provide comments in response to the
Alberta Utilities Commission’s (AUC) letter datec@ember 25, 2008 regarding IFRS and its
possible impact on future regulatory applicationd eeporting. The above noted letter requested
the following information:

(a) a list of areas regarded as priorities for the Ald@eal with in the order that they should
be dealt with;

(b) a summary of the differences between IFRS and Gam&JAAP for each area; and

(c) options available to the AUC for each area.

AUI has identified several potential differencesveen the accounting policies and practices
currently used by the Company for regulatory rapgrpurposes (i.e., Canadian GAAP) and the
financial reporting requirements of IFRS. Diffeces in reporting requirements that remain
upon transition to IFRS will require AUI to desigmd implement accounting practices and
information systems to record and report accouniifigrmation for both regulatory and IFRS
purposes. Some differences may be short term tempdifferences that can be easily tracked
and reconciled outside the general ledger usinglsiispreadsheets, while other differences may
be more complex; that compound year after year,imgathem difficult to track outside of the
general ledger. The more complex compounding rdiffees are more time-sensitive as they
may require changes to information systems anduatitw practices that take time to develop
and implement. Time-sensitive differences havenbgeen higher ranking in the listing AUI
has identified as priorities for the AUC to analyrel assess.

The following listing of prioritized issues is nobmprehensive and does not identify every
circumstance in which IFRS and regulatory reportififer. The listing only includes those

items that AUl views are sufficiently significant &his time to warrant consideration by the
AUC.



1. Property Plant and Equipment
a. Depreciation

IFRS requires capital assets to be depreciatecdatn@onent level. Each part of an asset
with a cost that is significant in relation to ttweal cost of the item must be depreciated
separately. Depreciation is to be charged usimgiinod which reflects the way in which
the asset’s future economic benefits are to bewned by the entity. Depreciation of an
asset is to begin when it is available for use.

For regulatory purposes, depreciation rates aréiegpfo capital asset pools established
in accordance with the Uniform Classification ofcéants. Further componentization of

these capital asset pools may be required unde®.IFBepreciation is calculated on a

straight line basis and applied to group or maspgmnty assets. The depreciation rates
utilized are developed using the equal life metlaod survivor curves to determine

service life and probable remaining life. This aygzh may not be acceptable under
IFRS because individual assets within capital agsets may continue to be depreciated
even after they are fully amortized since capisdeds are only retired upon physical
disposition and not necessarily at the end of tesiimated service lives. Net additions
to property, plant and equipment are not deprettiatil the year after they are brought

into service, which does not appear to be acceptatdier IFRS.

b. Retirement of Assets

IFRS requires assets that are no longer utilizedetsemoved from the balance sheet.
Both the asset and accumulated depreciation doe wiminated and any gain or loss is
to be recognized through the income statement.

For regulatory purposes, assets are retired upgsiqat disposal. Any gains or losses
upon disposal of an asset are recorded againsimataied depreciation. This is a
peculiarity of the group depreciation method whicesumes that although disposition of
individual assets may vyield proceeds greater thamess than their respective book
values, the ultimate gross proceeds from a grougsséts will not differ materially from

the aggregate book value thereof, and accordimgbggnition of those individual gains
or losses should be deferred and effectively neited

c. Capitalization of Costs
i. General and Administration Expenses

IFRS allows costs that are directly attributablebtinging the asset to the
location and condition necessary for it to be cépab operating in the manner
intended by management to be capitalized. Direatigbutable costs include
costs of employee benefits arising directly frora ttonstruction or acquisition
of an item of property, plant and equipment, butndt include administration
and other general overhead costs.



For regulatory purposes, AUI capitalizes as ovatha&aertain portion of the
wages and benefits of employees that are involvedhe supervision of
engineering, construction, land, and inspectionviiels that may not be
considered directly attributable for IFRS purposésaddition, AUI capitalizes
35% of a number of administration and general egpenmpacted by varying
levels of capital expenditure that may not be abersd directly attributable for
IFRS purposes.

Borrowing Costs

IFRS requires borrowing costs that are directlyilaitable to the acquisition,
production and construction of a qualifying assebé¢ capitalized as part of the
cost of the asset. A qualifying asset is define@m asset that necessarily takes
a substantial period of time to get ready forntended use or sale. The amount
of borrowing costs that are eligible for capitatiaa is determined by applying

a capitalization rate to the average amount of mctated net capital
expenditures incurred for qualifying assets dutimg relevant reporting period.
The capitalization rate applied under IFRS is tieggivted average of borrowing
costs applicable to the borrowings of the entitgt thre outstanding during the
period.

For regulatory purposes, AUI capitalizes an allogeafor funds used during
construction (AFUDC) calculated at mid-year costcoinstruction work-in-

progress multiplied by the regulatory weighted ager cost of capital, which
includes both an equity and debt component. Atistauction work-in-progress
may not meet the criteria of a qualifying assetliRS purposes. In addition,
the capitalization rate applied to capital expame$ under IFRS is different
than that applied in the computation of AFUDC.

iii. Depreciation

IFRS allows the capitalization of depreciation @seis that are used to produce
other assets. For regulatory purposes, depregiatioall property, plant and
equipment is expensed in the current period.

d. Future Removal and Site Restoration Costs

IFRS requires an asset retirement obligation prowigo be recognized when certain
conditions are met. The amount of the provisiothéspresent value of the expenditures
expected to be required to settle the obligatidine discount rate used in the present
value calculation is a pre-tax rate that refleaisrant market assessments of the time
value of money and the risks specific to the ligpil The calculated obligation amount is
charged to property, plant and equipment and degeet with the underlying assets.
Accretion expense is recognized over time in otdeunwind the discounting of the
obligation provision and the obligation provisiareduced as actual future removal and
site restoration costs are incurred.



For regulatory purposes, the depreciation ratdsigieca provision for future removal and
site restoration costs. Accumulated depreciatiold amortization includes the
accumulated effect of the future removal and séstaration costs included in the
depreciation rates. On retirement of deprecialsigei®, accumulated depreciation is
charged with the cost of the retired unit, disp@sal site restoration costs less salvage.

2. Regulatory Assets & Liabilities

IFRS does not specifically address the recognitibassets and liabilities resulting from rate
regulation such as revenue deficiency accrualdefetred charges.

For regulatory purposes, AUI accrues a revenueigefty accrual equivalent to the difference
between the sales revenue expected to be recendt its proposed general tariff application
and the sales revenues recorded at current regalapooved rates. When the regulator issues a
decision respecting the general tariff applicatidb) finalizes its accrual based on the approved
revenue requirement and the revenue charged antuapproved rates. When directed by the
regulator, AUl defers certain costs or revenueassets or liabilities on the balance sheet and
records them as expenses or revenues in the eastadgment as they collect or refund amounts
through future customer rates. IFRS may not petimit recognition of these assets and
liabilities.

3. Income Taxes

IFRS requires taxes to be accounted for usingidiiodity method. Under this method, deferred
tax is recognized on temporary differences betwhercarrying amount of assets and liabilities
in the financial statements and the correspondirRgoises. Deferred tax is calculated at the tax
rates that are expected to apply in the period wheriability is settled or the asset is realized.

For regulatory purposes, income taxes are providedising the taxes payable method where
provision is made only for those income taxes aulyepayable. No deferred or future tax is
recorded on the temporary differences betweenitia@dial reporting and tax basis of assets and
liabilities. The taxes payable or flow through huat is not allowed under IFRS.

4. Other Post Employment Benefits

IFRS requires other post employment benefits tatmounted for using the accrual method,
whereby the cost of the benefits is actuariallyedeatned using the projected benefit method.

For regulatory purposes, only the funded portiomthier post retirement benefits is recognized
as a current period expense, which is not allowetbulFRS.



Treatment options for IFRS:

The AUC has three readily apparent options in dgakith the transition to IFRS. One option is

to not adopt any of the IFRS accounting treatm#vasdiffer from current regulatory accounting

treatments. If this approach is taken, utilitied weed to develop and implement accounting
practices and information systems that are capatttendling dual reporting and incur ongoing

staffing and administrative costs to maintain twtsf accounting records. The AUC will need

to consider whether it will require audited spe@alpose financial statements for regulatory
filings and to what extent it will require reconations between audited IFRS financial

statements and regulatory financial statementsaudfited special purpose financial statements
are required, the utilities will require a set @arglards for these financial statements to be
audited against. Utilities will be faced with tleballenge of explaining differences between
IFRS and regulatory financial results to investstakeholders and consumers.

Another option is to fully adopt the IFRS standafalsregulatory purposes. If this approach is
taken, utilities would avoid the cost of maintampitwo sets of accounting records and a separate
audit of special purpose financial statements. eéi@w, there would be implications for the
determination of rate base, operating expense,edigtion and resulting rates charged to
customers. Changes in depreciation methods aasd, thie amount of overheads and other costs
capitalized, the treatment of capital asset retmisy and changes in the recognition and
measurement of future removal and site restoratmsts would all impact rate base, rate of
return, and rates charged to customers. If rade [sasignificantly reduced, methods will have to
be explored to compensate utilities’ shareholdarsugh adjustments to the rate of return.
There are also significant transition issues thatilds need to be considered. The AUC would
need to determine how and to what extent utilithesuld be able to recover accumulated
differences between the flow through method andilitg method for income taxes upon
transition. Similarly, the AUC would need to deteéme how and to what extent utilities would
be able to recover accumulated differences betweercash method and accrual method for
other post employment benefits upon transition.

The third option is for AUC to partially adopt IFRS$andards for regulatory purposes where
differences currently exist. One approach woulddoearmonize with IFRS only in areas where

there are currently more complex compounding diffiees, such as property, plant and

equipment, that would otherwise require utilitiesdievelop and maintain costly dual reporting

systems. Other areas, such as regulatory defao@bunts, income taxes and other post
employment benefits that are relatively easy tametde could be left unchanged. As these

items are easier to reconcile, the need for spgciglose financial statements may be reduced,
and there would be no need to rule on how and tat wktent utilities would be able to recover

transitional differences associated with changecpvery methods for income taxes and other
post employment benefits.

AUI appreciates the opportunity to provide the fmie@g comments and looks forward to
participating in any working groups that may beeeped in the future to examine these issues
in further detail.



If you have any questions, please contact me at0)(7830-6724 or via email at
mstock@agutl.com

Regards,
<Original Sgned By>
Mike Stock

Manager, Assurance & Financial Reporting
AltaGas Utilities Inc.



