FORM 51-102F4
BUSINESS ACQUISITION REPORT

ITEM 1 IDENTITY OF COMPANY
1.1 Name and Address of Company

Fortis Inc. ("Fortis" or the "Corporation")
Suite 1201, 139 Water Street
St. John's, Newfoundland and Labrador A1B 3T2

1.2 Executive Officer

The following senior officer of Fortis is knowledgeable about the significant
acquisition and this report:

Barry V. Perry
Vice President, Finance and Chief Financial Officer
(709) 737-2800

ITEM 2 DETAILS OF ACQUISITION
2.1 Nature of Business Acquired

Terasen Inc. ("Terasen™) is a holding company headquartered in VVancouver, British
Columbia with subsidiaries carrying on the business of natural gas distribution in British
Columbia. The natural gas distribution business of Terasen is one of the largest in Canada. With
more than 900,000 customers in 125 communities, Terasen's subsidiaries provide service to over
95% of gas users in British Columbia in a service area extending from Vancouver to the Fraser
Valley, the interior of British Columbia, the area along the Sunshine Coast, as well as Whistler,
Squamish and Vancouver Island. Prior to the closing of the Acquisition, Terasen divested itself of
the petroleum transportation operations that were formerly part of its business, leaving only the
natural gas distribution business operated by Terasen Gas (as defined below) (the "Pre-Closing
Reorganization™).

The natural gas distribution business of Terasen is carried on by Terasen Gas Inc.
("TGI"), Terasen Gas (Vancouver Island) Inc. ("TGVI") and Terasen Gas (Whistler) Inc.
("TGWI"). Terasen also owns a 30% interest in CustomerWorks Limited Partnership ("CWP").
CWP is a non-regulated shared services business operated in partnership with Enbridge Inc.
("Enbridge") that provides customer service contact, meter reading, billing, support and credit and
collection services primarily to Terasen Gas (as defined below) and Enbridge Gas Distribution Inc.
("Enbridge Gas"). CWP outsources these services to a company owned and operated by
Accenture Inc. ("Accenture™). In this Business Acquisition Report ("BAR™), TGI, TGVI, TGWI
and CWP are collectively referred to as "Terasen Gas".



A detailed description of the business of Terasen is set out in Schedule A hereto.

2.2 Date of Acquisition
May 17, 2007.
2.3 Consideration

On May 17, 2007, Fortis completed the acquisition (the "Acquisition™) of all of the
issued and outstanding shares of Terasen, formerly a wholly owned subsidiary of Kinder Morgan,
Inc. ("Kinder Morgan™), for aggregate consideration of $3.7 billion, consisting of approximately
$1.24 billion of cash (the "Cash Purchase Price™) and the assumption of approximately
$2.46 billion of consolidated indebtedness of Terasen.

Fortis financed a significant portion of the Cash Purchase Price for the Acquisition
through the public offering of 44,275,000 subscription receipts (the "Subscription Receipts™) for
gross proceeds of $1,151,150,000, which was completed on March 15, 2007. Upon the closing of
the Acquisition on May 17, 2007, the Subscription Receipts were automatically exchanged into
common shares ("Common Shares™) of Fortis and the holders of Subscription Receipts received,
without payment of additional consideration, one Common Share for each Subscription Receipt
plus an amount equal to $0.21 per Subscription Receipt, representing the equivalent of the
second-quarter dividend declared on the Common Shares by Fortis. Fortis financed the remainder
of the Cash Purchase Price for the Acquisition by drawing approximately $125 million from its
existing credit facilities.

2.4 Effect on Financial Position

Fortis does not have any current plans for material changes in its business affairs or
the affairs of Terasen which may have a significant effect on the results of operations and financial
position of Fortis.

25 Prior VValuations
Not applicable.
2.6 Parties to Transaction

The Acquisition was not a transaction with an informed person, associate or
affiliate of Fortis (as such terms are defined in National Instrument 51-102 — Continuous
Disclosure Obligations).

2.7 Date of Report

June 13, 2007.



ITEM3 FINANCIAL STATEMENTS

The following financial statements and Management's Discussion and Analysis are
included as schedules to this BAR:

Schedule B

Audited consolidated financial statements of Terasen as at December 31, 2006 and
December 31, 2005, together with the Auditors' Report to the Shareholder

Schedule C

Unaudited interim consolidated financial statements of Terasen for the three
months ended March 31, 2007

Schedule D

Unaudited pro forma consolidated financial statements of Fortis as at March 31,
2007 and for the three months ended March 31, 2007 and the year ended
December 31, 2006

Schedule E

Management's Discussion and Analysis of Terasen for the year ended December 31,
2006

Schedule F
Interim Management's Discussion and Analysis of Terasen for the three months

ended March 31, 2007

DATED this 13" day of June, 2007.

by (Signed) Barry V. Perry

Barry V. Perry
Vice President, Finance
and Chief Financial Officer




SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

The BAR contains forward-looking statements which reflect management's
expectations regarding the future growth, results of operations, performance, and business
prospects and opportunities of Fortis Inc. Wherever possible, words such as "anticipate™, "believe",
"expect”, "intend" and similar expressions have been used to identify these forward-looking
statements. These statements reflect management's current beliefs and are based on information
currently available to management. Forward-looking statements involve significant risk,
uncertainties and assumptions. A number of factors could cause actual results, performance or
achievements to differ materially from the results discussed or implied in the forward-looking
statements. These factors should be considered carefully and prospective investors should not
place undue reliance on the forward-looking statements. Although the forward-looking statements
contained in the BAR are based upon what management believes to be reasonable assumptions, the
Corporation cannot assure prospective purchasers that actual results will be consistent with these
forward-looking statements. These forward-looking statements are made as of the date of the BAR,
and the Corporation assumes no obligation to update or revise them to reflect new events or
circumstances.



SCHEDULE A

THE ACQUIRED BUSINESSES

Terasen Inc.

Terasen is a holding company headquartered in Vancouver, British Columbia operating the business of natural gas distribution.
Terasen was incorporated on August 15, 1985 under the Company Act (British Columbia), a predecessor to the Business Corporations
Act (British Columbia). On April 25, 2003, its name was changed from BC Gas Inc. to Terasen Inc. Terasen has approximately 20
employees principally involved with finance, tax and legal matters. For further information on Terasen, reference is made to the audited
consolidated financial statements of Terasen for the years ended December 31, 2006 and 2005 and related Management Discussion and
Analysis of financial condition and results of operations, and the unaudited consolidated financial statements of Terasen for the three
months ended March 31, 2007 and March 31, 2006 and related Management Discussion and Analysis of financial condition and results
of operations, which are included in this BAR.

As part of the Pre-Closing Reorganization, Terasen Inc. was required to divest its petroleum transportation assets. In connection
with this divestiture, on February 16, 2007 Terasen Inc. amalgamated with Terasen Pipelines (Trans Mountain) Inc., formerly a wholly
owned subsidiary of Terasen Inc., and 0731297 BC Ltd., a holding company that was formerly the direct parent of Terasen Inc., with the
amalgamated corporation continuing under the name "Terasen Inc.". It is the amalgamated corporation that is represented in the Terasen
Inc. unaudited interim consolidated financial statements as at March 31, 2007 and for the three months ended March 31, 2007 and 2006.
Post-amalgamation, Terasen Inc. continues to own the gas distribution business operated by Terasen Gas.

As a result of this amalgamation, the Terasen Inc. consolidated financial statements as at December 31, 2006 and for the years
ended December 31, 2006 and 2005 do not reflect the same entity as, and are not directly comparable with, the unaudited interim
consolidated financial statements as at March 31, 2007 and for the three months ended March 31, 2007 and 2006 that relate to the
amalgamated corporation. The effect of the amalgamation is described in greater detail in note 1 of the Terasen Inc. unaudited interim
consolidated financial statements on page C-6 of Schedule C hereto, and in note 2[0] to the Fortis pro forma financial statements on page
D-9 of Schedule D hereto.

The chart below sets out the material subsidiaries of Terasen following the closing of the Acquisition.

100%

Terasen Inc.

100% 100% 100% 30%
(indirect)

Terasen Gas Terasen Gas CustomerWorks

Terasen Gas Inc. (Vancouver Island) (Whistler) Inc. Limited Partnership

("TGIM® Inc. ("TGVI™)®@ CTGWI™)® ('cwpy®

@ Terasen Gas Inc. provides gas distribution services to approximately 735,000 residential and 82,000 commercial and industrial
customers in a service area extending from Vancouver to the Fraser Valley and the interior of British Columbia.
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@ Terasen Gas (Vancouver Island) Inc. owns a combined distribution and transmission system and serves approximately 88,000
residential, commercial and industrial customers along the Sunshine Coast and in various communities on VVancouver Island,
including Victoria and surrounding areas.

@ Terasen Gas (Whistler) Inc. owns and operates the propane distribution system in the Whistler area of British Columbia and
provides service to approximately 2,400 residential and commercial customers.

@ CustomerWorks Limited Partnership is a non-regulated shared services business operated in partnership with Enbridge Inc. that
provides customer service contact, meter reading, billing, credit, support and collection services primarily to the natural gas
distribution operations of Terasen and Enbridge Gas Inc.

Terasen Gas Service Territory

Terasen Gas is one of the largest natural gas distribution businesses in Canada. With more than 900,000 customers in 125
communities, Terasen Gas provides service to over 95% of gas users in British Columbia. Its service area extends from Vancouver to the
Fraser Valley, the interior of British Columbia, the area along the Sunshine Coast, as well as Whistler, Squamish and VVancouver Island.

Terasen Gas Inc.

TGI provides service to more than 100 communities in British Columbia with a service territory that has an estimated
population of approximately 4,000,000. As at December 31, 2006, TGI and its subsidiaries transported and distributed natural gas to
approximately 735,000 residential and 82,000 commercial and industrial customers, representing approximately 87% of the natural gas
users in British Columbia. TGI's service area extends from Vancouver to the Fraser Valley and the interior of British Columbia. The
transmission and distribution business is carried on under statutes and franchises or operating agreements granting the right to operate in
the municipalities or areas served. TGl is regulated by the British Columbia Utilities Commission (the "BCUC"). The average rate base
of TGI approved by the BCUC for 2007 is approximately $2,474 million.

TGI provides natural gas distribution services to residential, small commercial and industrial heating customers predominantly
on a non-contractual basis, whereby the customers are charged based on general services provided. Larger commercial and industrial
customers are normally provided with services on a contractual basis.

As of December 31, 2006, 18,700 commercial and industrial customers had arranged for some or all of their own gas supply
and used TGI's transportation services for delivery. Notwithstanding shifts over time between utility supply and direct purchases, TGl's
earnings remain unaffected since TGI's margins remain substantially the same whether or not customers choose to buy natural gas from
TGI or arrange their own supply. Customers arranging for their own supply in fact reduce the credit risk to TGI. See "— Unbundling"
below.

Of TGI's industrial customers, approximately 150 are on interruptible service. The majority of these customers are capable of
switching to alternative fuels. Of the various industries that comprise TGl's industrial market, the pulp and paper and wood products
industries combined comprise approximately 47% of total consumption. All other industries individually represent less than 10% of total
consumption.

Gas Purchase Agreements

In order to acquire supply resources that ensure reliable natural gas deliveries to its customers, TGI purchases supply from a
select list of producers, aggregators and marketers by adhering to strict standards of counterparty creditworthiness and contract
execution/management procedures. TGI contracts for approximately 140 petajoules ("PJ") of baseload and seasonal supply, of which
95 PJ is delivered off the Spectra Energy Gas Transmission system (the "Spectra Pipeline System™), and 25 PJ is comprised of
Alberta-sourced supply transported into British Columbia via the Alberta and British Columbia systems of TransCanada Pipelines
Limited ("TransCanada™). The remaining 20 PJ of baseload and seasonal supply is sourced at Sumas, British Columbia. The majority of
supply contracts in the current portfolio are one year in length or less, with the exception of one long-term contract expiring in October
2009. In order to recover its costs, TGI obtains approval, in advance of gas flow, from the BCUC for proposed supply agreements.
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Peak Shaving Arrangements

TGI incorporates peak shaving and gas storage facilities into its portfolio to: (i) manage the load factor of baseload supply
contracts throughout the year; (ii) eliminate the risk of supply shortages during a peak throughput day; (iii) reduce the cost of gas during
winter months; (iv) balance daily supply and demand on the distribution system; and (v) supplement its baseload supply sources at times
when the demand for natural gas is greatest. TGI's peak shaving and storage assets and contracts for 2007 include up to 30 PJ in storage
capacity at various locations throughout British Columbia, Alberta and the Pacific Northwest United States. These facilities can deliver
a maximum daily rate of approximately 585 terajoules (""TJ") on a combined basis.

Unbundling

Over the past several years, TGI, the BCUC and a number of interested parties have laid the groundwork for the introduction of
natural gas commodity unbundling. As of November 1, 2004, commercial customers of TGl became eligible to sign up to buy their
natural gas commodity supply directly from third-party suppliers. TGI continues to provide delivery of the natural gas. Approximately
79,000 commercial customers are eligible to participate in commaodity unbundling.

On August 14, 2006, the BCUC released a decision to open a portion of British Columbia's residential natural gas market to
competition, allowing homeowners to sign long-term fixed-price contracts for natural gas with companies other than TGI. The BCUC
decision was released in response to a proposal from TGl filed with the BCUC on April 18, 2006 and following several weeks of public
hearings and submissions from TGI, natural gas marketers and stakeholders. Effective May 2007, as a result of the BCUC decision,
independent marketing companies, known as gas marketers, are allowed to offer long-term, fixed-price contracts for natural gas for a
period of time ranging from one year to five years. TGI continues to deliver the gas to the final consumer, charge for delivery and
provide all billing and other services to all customers.

The choice of natural gas suppliers is only available to TGI's residential customers in the Lower Mainland and the interior of
British Columbia. It is not available on VVancouver Island, the Sunshine Coast, Powell River or Whistler. The opening of a portion of
British Columbia's residential natural gas market to competition does not affect TGI's earnings since TGI's margins remain substantially
the same whether or not customers choose to buy natural gas from TGI or arrange their own supply.

Transmission Services

TGI serves Greater Vancouver and the Fraser Valley through a transmission and distribution system that connects to the
Spectra Pipeline System near Huntingdon, British Columbia. This transmission system also supplies gas to TGVI for delivery to the
Sunshine Coast, Vancouver Island and Squamish, British Columbia. In addition, TGl is connected at Huntingdon to Northwest Pipeline
to facilitate gas movement both north and south.

In the interior of British Columbia, TGI serves municipalities with numerous connections to the Spectra Pipeline System.
Communities in the East Kootenay region of British Columbia are served through connections with the British Columbia system of
TransCanada. TGl is connected to TransCanada's British Columbia system through TGI's Southern Crossing Pipeline between Yahk and
Oliver. TGI also operates a propane distribution system in Revelstoke, British Columbia.

In addition, TGI provides high-pressure transmission services to customers, such as TGVI, which moves natural gas from the
Spectra Pipeline System or the TransCanada system across TGI's system to customers' own facilities. Transportation tolls on the Spectra
Pipeline System and the TransCanada system are regulated by the National Energy Board. TGI pays both fixed and variable charges for
use of the pipelines, which are recovered through rates paid by TGI's customers.

Properties
As of December 31, 2006, TGI owned approximately 2,400 kilometers of natural gas transmission pipelines and approximately

36,400 kilometers of natural gas distribution pipelines. In addition to the pipelines, TGl owns properties and equipment utilized for
service shops, warehouses, metering and regulating stations, as well as its main operations center in Surrey, British Columbia.
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Title to Properties

TGI's pipelines are constructed for the most part under highways and streets pursuant to permits or orders from the appropriate
authorities, franchise or operating agreements entered into with municipalities and rights-of-way held directly or jointly with British
Columbia Hydro & Power Authority ("BC Hydro"). Compressor stations and major regulator stations are located on freehold land,
rights-of-way owned by TGI or properties shared with BC Hydro.

Franchise and Operating Agreements

TGI currently holds franchise or operating agreements with most of the incorporated municipalities in which it distributes gas
in the Greater Vancouver and Fraser Valley service areas, other than Richmond, British Columbia, and with most of the incorporated
municipalities in which it distributes gas in the interior of British Columbia. TGI has the right to serve all end users within its franchise
area pursuant to these operating agreements. The terms of the operating agreements range from 10 years to 21 years, where fixed, and
otherwise will only end upon agreement by both parties to terminate the agreement.

Historically, approximately one quarter of the franchise agreements relating to the interior of British Columbia contained a
provision enabling the municipality to purchase the distribution system at the end of the term of the agreement. Some of these
agreements have expired and TGI has negotiated or is currently negotiating renewals and extensions of others whereby TGI enters into
an arrangement whereby the relevant municipality leases TGI's gas distribution assets within the municipality's boundaries for a term of
35 years for an initial cash payment paid by the municipality to TGI. TGI, in turn, enters into a 17-year operating lease with the
municipality whereby TGI operates the gas distribution assets and has the option to terminate the lease of the assets to the municipality
at the end of the 17-year term in exchange for a payment to the municipality equal to the unamortized portion of prepaid rent initially
paid by the municipality. As at December 31, 2006, TGI had entered into such arrangements having a total value of approximately
$153 million.

Capital Program

The 2007 revenue requirements approved by the BCUC for TGI include annual capital expenditures of $129.7 million. Capital
expenditures relating to customer growth represent approximately 22% of the annual capital budget forecast, while the remaining
amount relates to capital betterments, replacements and life extensions.

Operations

As part of its multi-year Performance-Based Rate ("PBR") agreement, TGl is required to meet several service quality targets.
These target measures include indicators such as emergency response time, speed of answering calls, system integrity, customer
satisfaction, meter exchange appointment activity, number of customer complaints to the BCUC and number of prior period
adjustments. TGI's operations meet or exceed these target measures.

Environment

In order to minimize impacts from its operations, TGl has developed an Environmental Management System based on a
framework, purposes and objectives so as to be compliant with the International Standard 1SO 14001. TGI's operations meet or exceed
legislative standards and environmental protection requirements.

TGl is an active participant in Canada's Voluntary Climate Change Challenge and Registry ("VCR") and its successor, the
Canadian GHG Challenge Registry. For seven consecutive years, TGI has received gold-level reporting status in recognition of its
efforts to manage and reduce greenhouse gas emissions. TGl received the VCR Leadership Award in 2001 and 2003, the only company
in its sector to have received this award twice. The VCR ranking acknowledges TGI's efforts to develop specific measures and
voluntarily set reduction targets.

Employees
As at March 31, 2007, TGI had approximately 1,100 full-time equivalent employees. Its organized employees are represented

by the Canadian Office and Professional Employees Union ("COPEU") and the International Brotherhood of Electrical Workers
("IBEW"). The collective agreement with IBEW expires on March 31, 2011. The collective agreement with COPEU expired on

A-4



March 31, 2007. TGl and COPEU have recently reached a new tentative five-year agreement, subject to ratification by the union
membership in June 2007.

Tax Assessment

TGl has received a Notice of Assessment dated July 31, 2006 from the British Columbia Social Service Tax authority (the "BC
Tax Authority™) for the payment of $37.1 million of additional provincial sales tax and interest on the Southern Crossing Pipeline which
was completed in 2000 (the "Assessment™). In October 2006, TGl made a payment of $10 million pending its appeal of the Assessment
as a good faith payment to forestall an order from the BC Tax Authority to provide full payment or security. On October 26, 2006, TGI
filed an objection to the Assessment with the BC Tax Authority. The BCUC has allowed TGI regulatory deferral account treatment of
the $10 million payment pending resolution of TGI's objection to the Assessment. On March 26, 2007, the British Columbia Minister of
Small Business and Revenue and Minister Responsible for Regulatory Reform (the "Minister") issued a decision reducing the amount of
the Assessment to $7 million including interest. The Social Service Tax Act (British Columbia) allows for a further appeal to the courts
that must be commenced within 90 days of the Minister's decision. TGl is reviewing its options with respect to the appeal process.

Terasen Gas (Vancouver Island) Inc.

TGVI owns and operates the natural gas transmission pipeline from the Greater VVancouver area across the Georgia Strait to
Vancouver Island and the distribution system on Vancouver Island and along the Sunshine Coast of British Columbia. TGVI is
supported by the Vancouver Island Natural Gas Pipeline Agreement ("VINGPA"), as discussed in more detail below.

TGVI and its predecessor companies have been operating for almost 15 years. Its combined system consists of approximately
615 kilometers of natural gas transmission pipelines and 3,250 kilometers of distribution mains. The combined system has a designed
throughput capacity of 144 million cubic feet per day (155 TJ per day). TGVI serves approximately 88,000 residential, commercial and
industrial customers along the Sunshine Coast and in various communities on Vancouver Island including Victoria and surrounding
areas. TGVI's largest customers are the Vancouver Island Gas Joint Venture, representing seven large pulp and paper mills on
Vancouver Island and the Sunshine Coast, and BC Hydro's contracted gas-fired electricity cogeneration facility at Elk Falls, VVancouver
Island. During 2006, TGVI delivered approximately 27.7 PJ of gas through its system. The average rate base of TGVI approved by the
BCUC for 2007 is approximately $482 million.

TGVI's natural gas supply is transported through TGl's pipeline system. All natural gas flows to TGVI are from this single
source on the mainland and are dependent on the use of two undersea high-pressure transmission pipes.

Vancouver Island Natural Gas Pipeline Agreement

The transmission line to Vancouver Island and the distribution systems on VVancouver Island that are currently owned by TGVI
were originally constructed between 1989 and 1991 with financial support, which included repayable contributions of an aggregate of
$75 million, provided by the provincial and federal governments (the "Repayable Contributions™). In December 1995, the financial
support arrangements with the governments were restructured under several agreements, including VINGPA which was entered into
between the predecessors of Terasen and TGVI and the Province of British Columbia (the "Province").

Under VINGPA, which runs through to December 31, 2011, the Province has agreed to provide TGV with financial support in
the form of gas royalties on deemed volumes of natural gas transported through the Vancouver Island pipeline from 1996 through 2011,
which decreases the cost of purchased gas by approximately 40%. The royalty payment recognized in 2006 was approximately
$36.3 million.

In turn, under VINGPA, Terasen is required to provide financial support of up to $120 million over the period from 1996 to
2011 to finance the principal amount of the revenue deficiencies incurred by TGVI. Annual revenue deficiencies are calculated as the
difference between the approved cost of service and revenue actually received. This funding can be by way of subscription for Class A
Instruments (redeemable preferred shares of TGVI) or Class B Instruments (promissory notes issued by TGVI) (*Class B Instruments"),
as determined by the BCUC.

Prior to 2003, rates charged by TGVI to its customers were insufficient to recover the cost of service of TGVI in aggregate,
meaning that revenues from the sale and transportation of natural gas resulted in an annual revenue deficiency. Terasen and TGVI's
former shareholder funded these annual revenue deficiencies in accordance with VINGPA. The aggregate of the annual revenue
deficiencies was funded with Class B Instruments bearing interest at a rate of 275 basis points over the applicable five-year Canada bond
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rate. The accumulated revenue deficiency resulting from overall revenues being below the cost of service has been recorded in a
Revenue Deficiency Deferral Account ("RDDA"). Since 2003, the aggregate annual revenues have exceeded the full cost of service and
therefore TGV has been in a revenue surplus position. The revenue surplus is used, in part, to pay down the RDDA balance as well as to
pay the interest on the Class B Instruments described above. The BCUC has been directed to include in the cost of service an amount to
amortize the RDDA balance over the shortest period reasonably possible, having regard to competitive energy sources and the
desirability of rates. As at December 31, 2006, TGVI had issued and outstanding approximately $48.7 million of Class B Instruments.

As part of the December 1995 restructuring discussed above and concurrently with the entering into of VINGPA, the
predecessor to TGVI entered into the Pacific Coast Energy Pipeline Agreement (the "PCEPA") with the Government of Canada and the
Province, which set out the mechanism for the repayment of the $75 million Repayable Contributions owed to the federal and provincial
governments. The PCEPA provides for scheduled repayments but also contemplates earlier non-scheduled prepayments in certain
circumstances. Repayments on the $75 million Repayable Contributions go towards increasing the rate base on a dollar-for-dollar basis.

Vancouver Island Gas Joint Venture Transportation Agreement

TGVI provides gas transportation service to the seven pulp and paper mills under the long-term Vancouver Island Gas Joint
Venture Transportation Service Agreement that was amended effective January 1, 2005 to extend it beyond the original renewal period
by two years to December 31, 2012. The maximum daily volume of firm transportation service under the agreement was 20 TJ per day
for 2005. In 2006, the maximum daily volume changed to 12.5 TJ per day and was subsequently reduced to 9.1 TJ per day on April 1,
2007 for the remainder of the renewal period. The committed volume can be reduced to 8 TJ on 12 months' notice at any time.

Contractual Arrangements

TGVI has entered into a firm transportation agreement with BC Hydro to serve BC Hydro's gas supply needs at a gas-fired
cogeneration plant at Elk Falls, Vancouver Island. The agreement, for 45 TJ per day, expires on December 31, 2007. BC Hydro has an
option to extend the agreement for one year. BC Hydro has indicated that it is considering changing the Elk Falls facility from a baseload
facility to a dispatchable facility, which will change the transportation agreement from firm to interruptible. Accordingly, there is no
certainty with respect to the terms under which the firm transportation agreement with BC Hydro may be extended beyond 2007. Failure
to extend the agreement will result in a reduction in TGVI's transportation revenues of approximately $13 million, which would be
expected to be recovered through increased rates approved by the BCUC.

On February 16, 2005, the BCUC approved the construction by TGVI of a $100 million liquid natural gas storage facility,
subject to several conditions including the execution of a long-term Transportation Service Agreement with BC Hydro backed by the
capacity demand requirements of the Duke Point generation project. On June 17, 2005, BC Hydro announced its intention to abandon
the Duke Point generation project on Vancouver Island as a result of a continuing appeal process. As a result, the expected construction
timeline for TGVI's proposed storage facility has been delayed and, pending re-evaluation, will require BCUC approval prior to
proceeding.

Gas Purchase Agreements

In order to acquire effective supply resources that ensure reliable natural gas deliveries to its customers, TGVI purchases supply
from a select list of producers, aggregators and marketers by adhering to strict standards of counterparty credit worthiness and contract
execution/management procedures. TGVI contracted for approximately 38 TJ per day of seasonal supply to meet load during the months
from November 2006 to March 2007. TGVI further contracted 9.5 TJ per day of seasonal supply to meet the higher loads during the
winter months from December 2006 to February 2007. Fifteen TJ per day of supply is contracted to meet the load requirement during
summer from April 2007 to October 2007. The supply contracts in the current portfolio are for one season in length, i.e., either
November to March for winter supply or April to October for summer supply.

TGVI Liquefied Natural Gas Facility

On June 5, 2007, TGVI filed an application with the BCUC seeking approval to construct and operate a natural gas storage
facility on Vancouver Island, British Columbia, estimated to cost between $175 million and $200 million. The proposed storage facility
will help Terasen Gas meet current and future gas demands, both on Vancouver Island and across the Lower Mainland of British
Columbia by storing liquefied natural gas. The natural gas storage facility, if approved by the BCUC, is expected to come into service by
late 2011.
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Capital Program

TGVI's capital projects for the upcoming years are primarily associated with the expansion of the distribution system and the
addition of new customers. The capital expenditures are expected to increase the rate base and expand the customer base. The 2007
revenue requirements approved by the BCUC for TGVI include capital expenditures of $53.7 million, which include $20.8 million for
the Whistler pipeline. The capital expenditures relating to customer growth on Vancouver Island represent approximately 9.1% of the
capital budget for 2007, while the remaining amount relates to system expansion, capital betterments, replacements and life extensions.

On June 28, 2006, TGVI and TGWI received final approval from the BCUC to extend natural gas service to Whistler. Under
the proposed arrangements, TGVI will extend its transmission system to serve TGWI by the construction of a 50-kilometer pipeline
lateral from Squamish to Whistler. It is expected that the pipeline will cost $42.8 million and TGVI's contribution to the pipeline costs,
including system conversion, will be approximately $20.8 million. TGW!I will pay the remainder of the costs of the pipeline.

Employees

As at March 31, 2007, TGVI had approximately 105 full-time equivalent employees. Its organized employees are represented
by COPEU and IBEW under the TGI Collective Agreements. See "Terasen Gas Inc. — Employees" above.

Terasen Gas (Whistler) Inc.

TGWI has owned and operated the propane distribution system at Whistler since 1987. TGW!I provides service to
approximately 2,400 residential and commercial customers in the Whistler area of British Columbia. TGWI owns and operates two
propane storage and vaporization plants and approximately 130 kilometers of distribution pipelines serving customers in the Whistler
area. The propane distribution system in Whistler has grown far beyond original expectations and beyond the size and scale of other
similar propane distribution systems in British Columbia and Canada. Today, with annual deliveries exceeding 750,000 gigajoules,
TGWI's propane system is unique in terms of the size of the customer base it serves and the scale of the facilities required by its
continued operations. The average rate base of TGW!I for 2006 was approximately $17.0 million.

On June 28, 2006, TGVI and TGWI received final approval from the BCUC to extend natural gas service to Whistler. Under
the proposed arrangements, TGVI will extend its transmission system to serve TGW!I by the construction of a 50-kilometer pipeline
lateral from Squamish to Whistler and TGWI will convert its current piped propane system to natural gas. The pipeline, which is
scheduled for completion in 2008 and will be co-ordinated with the current Sea-to-Sky Highway upgrade project, will allow TGWI to
better service future demand. It is expected that the pipeline will cost $42.8 million and TGWI's contribution to the pipeline costs,
including system conversion, will be approximately $22.0 million. TGVI will pay the remainder of the cost of the pipeline. Customer,
management and operations services are provided to TGWI by TGI.

Non-Regulated — CustomerWorks Limited Partnership

CWHP is a partnership between Terasen and Enbridge that provides shared customer services primarily to the companies'
respective regulated operations, Terasen Gas and Enbridge Gas. Enbridge owns a 70% interest in CWP and Terasen owns a 30% interest.

The provision of services by CWP is governed by a customer service agreement dated January 1, 2002, as amended
(the "Customer Service Agreement™). The Customer Service Agreement was initially entered into between BC Gas Utility Ltd.
(the predecessor of TGI) and CWP and was subsequently amended, among other things, to provide for the outsourcing of the services by
CWP to Accenture Business Services for Utilities Inc., a company indirectly owned and operated by Accenture, and to extend the
provision of services to TGVI and TGWI. The Customer Service Agreement was entered into for a five-year term, renewable for
additional one-year terms.

The services provided under the Customer Service Agreement include customer contact, meter reading, billing, support, and
credit and collection services. The Customer Service Agreement has been approved by the BCUC. The rates under the Customer Service
Agreement have both a fixed and service volume based component, include minimum service standards and penalties and are based on
market prices. In providing these services, CWP uses a customer information services system under a licence from Enbridge
Commercial Services, a subsidiary of Enbridge. During 2006, TGI paid approximately $44.6 million to CWP under the Customer
Service Agreement.
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Regulation

The Terasen Gas natural gas distribution system operates wholly within British Columbia. Gas utilities which operate wholly
within British Columbia are subject to the regulatory jurisdiction of the BCUC which derives its powers from the Utilities Commission
Act (British Columbia). In addition to approving the rate base and new financings of gas utilities, the BCUC also approves the rates
charged to customers. These rates are designed to recover the utilities' costs of providing service and allow the opportunity to meet
financial commitments and earn a reasonable and fair ROE. The BCUC has jurisdiction to regulate and approve the terms and conditions
under which gas utilities provide service.

As part of the establishment of the rates that a gas utility charges its customers, the BCUC establishes a rate base, approves a
capital structure with which to finance such rate base, and is responsible for setting a reasonable and fair rate of return on the debt and
equity in the approved capital structure. Rate base is the aggregate of the depreciated cost of property, plant and equipment that is used or
useful in serving the public, certain deferral accounts and a reasonable allowance for working capital. The fair rate of return is
established by determining the cost of individual components of the capital structure, including return on equity ("ROE"), and weighting
such costs to determine an aggregate rate of return on rate base. The rates that are established and the terms and conditions of service are
contained in a schedule of published and public tariffs. Before any tariff can be put into effect, it must be filed with the BCUC. The
BCUC has jurisdiction to approve or refuse any amendment submitted for filing and to determine the rates which should be charged by
a utility for its services. The BCUC is required to have due regard, among other things, to fixing rates that are not unjust or unreasonable.
In fixing rates the BCUC must determine that such rates reflect a fair and reasonable charge for service of the nature and quality
furnished by the utility to its customers and that such rates are sufficient to yield the utility fair and reasonable compensation for its
services and a fair and reasonable rate of return on its rate base.

The BCUC uses a future test year in the establishment of rates for a utility. Pursuant to this method, the BCUC forecasts the
volume of gas that will be sold and transported, together with all of the costs of the utility (including the rate of return) that the utility will
incur in the test year. Rates are fixed to permit the utility to collect all of its costs (including the rate of return) if the forecast sales and
transportation volumes are achieved. The forecast sales volumes assume normal weather. Certain costs are fixed and will be incurred
regardless of the actual volume of gas sold. Accordingly, if the actual volumes of gas sales are less than those forecast in the test year, the
utility might not recover all of the fixed costs. Interest expense, taxes other than income taxes, depreciation and amortization, certain
operations and maintenance costs, the portion of the cost of gas that is fixed, such as demand charges or reservation fees, and the fixed
portion of transportation costs have the effect of being virtually fixed costs.

In addition to application for approval of interim and annual rate changes, the gas utilities may apply from time to time to the
BCUC for rate changes to give effect to the changes in costs beyond the control of the utilities.

The table below summarizes regulatory information pertaining to decisions made by the BCUC with respect to TGl and TGVI.

Requlated Values
2007 2006 2005 2004 2003

TGI

RALE DASE (BIM) ...vevircreieetete ettt ettt b bbbttt bt e st b et e b ere s 2,474 2,447 2,406 2,310 2,281
Deemed common equity component of total capital Structure (%) ........cccovevveiveisneininenenns 35 35 33 33 33
ANOWED ROE (%0)...vcviveviriicteisietee ettt sttt sttt b ettt a et b et bt et et s e st e e b b s 837 880 9.03 915 942
TGVI

RALE DASE (BIM) ..veeeicteiie ettt ettt ettt bR r e b ne s 482 467 453 441 437
Deemed common equity component of total capital Structure (%) .......cccccevevevevieviesnsie e 40 40 35 35 35
ATIOWED ROE (90)...ecvvveveriieienisieieesiste st et sesee e et saese et s sessese e sesessssesessnsesessssesesensasenes 9.07 950 953 965 992
@ As approved by the BCUC

Terasen Gas Inc.

TGI's allowed ROE is determined annually based on a formula that applies a risk premium to a forecast of long-term
Government of Canada Bond yields. On June 30, 2005, TGI applied to the BCUC to increase the deemed equity components from 33%
to 38%. The application also requested an increase in allowed ROEs from the levels that result from the then-current formula, which
would have yielded 8.29% for TGI in 2006. The BCUC rendered its decision on the application on March 2, 2006, to be effective as of
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January 1, 2006. The generic ROE formula for a benchmark utility in British Columbia was changed such that it will be reset annually
from a forecast of 30-year Canada Bonds plus a 3.90% risk premium when the forecast yield on 30-year Government of Canada Bonds
is 5.25%. The risk premium is adjusted annually by 75% of the difference between 5.25% and the forecast yield on 30-year Government
of Canada Bonds. For 2007, the forecast 30-year Canada Bond yield is 4.22% resulting in an ROE for TGI of 8.37%. The deemed equity
component of TGI's capital structure for 2007 is 35%.

Two mechanisms to mitigate unanticipated changes in costs and sales volumes, such as changes caused by weather, have been
implemented specifically for TGI. The first relates to the recovery of all gas costs through deferral accounts which capture all variances
(overages and shortfalls) from forecasts. Balances are either refunded to or recovered from customers as determined by the BCUC. The
deferral accounts are called the Commodity Cost Reconciliation Account ("CCRA") and the Midstream Cost Reconciliation Account
("MCRA"). The second mechanism, called the Revenue Stabilization Adjustment Mechanism ("RSAM"), seeks to stabilize delivery
revenues from residential and commercial customers through a deferral account that captures variances in the forecast-versus-actual
customer use throughout the year. In February 2001, the BCUC issued guidelines for quarterly calculations to be prepared to determine
whether customer rate adjustments are needed to reflect prevailing market prices for natural gas and to ensure that rate stabilization
account balances are recovered on a timely basis. The balance in the RSAM account at December 31, 2006 was approximately
$36 million and the BCUC has approved $11.5 million of this balance to be recovered in 2007 through a rate rider.

The RSAM and CCRA/MCRA accounts reduce TGI's earnings exposure to risks associated with volatility of gas costs and
consumer demand. Variances in demand by large volume, industrial transportation customers are not covered by these deferral accounts
as their usage is more predictable and less likely to be significantly affected by weather.

The net balances of the RSAM and CCRA/MCRA accounts increased to a receivable of approximately $142.8 million as at
December 31, 2006 from a payable of approximately $9.0 million as at December 31, 2005. In order to ensure that the balances in the
CCRA/MCRA accounts are recovered on a timely basis, TGI prepares and files quarterly calculations with the BCUC to determine
whether customer rate adjustments are needed to reflect prevailing market prices for natural gas costs.

TGl also has in place deferral accounts to absorb short-term and long-term interest rate fluctuations. The interest rate deferral
accounts which were in place during 2006 effectively fixed the interest expense on short-term funds attributable to TGI's regulated assets
at 4.00% during 2006. The effective fixed short-term interest rate for 2007 has been set at 4.75%. Any variations from these rates
throughout the year are recorded in deferral accounts and are subsequently either refunded to or recovered from customers as determined
by the BCUC.

In 2003, TGI received BCUC approval of a Negotiated Settlement of a 2004-2007 PBR Plan (the "TGI Settlement™). The TGl
Settlement, which took effect January 1, 2004, establishes a process for determining TGI's delivery charges and incentive mechanisms
for improved operating efficiencies. The four-year agreement includes incentives for TGI to operate more efficiently through sharing of
the benefits of cost reductions among TGI and its customers. It includes ten service quality indicators designed to ensure TGI provides
appropriate service levels and sets out the requirements for an annual review process which will provide a forum for discussion between
TGI and interested parties regarding TGI's current performance and future activities. In January 2007, TGl made application to the
BCUC to extend the TGI Settlement to 2009, which was approved by the BCUC on March 23, 2007.

Operation and maintenance costs and base capital expenditures are subject to an incentive formula which permits recovery of
increasing costs due to customer growth and inflation. Operating costs are subject to an adjustment factor based on 50% of inflation
during the first two years and 66% of inflation during the last two years. Base capital expenditure amounts are a function of customer
numbers and projected customer additions. During the annual review process, non-controllable expenses and extraordinary capital
expenditures can be added to or subtracted from revenue requirements under the terms of the TGI Settlement.

The TGI Settlement provides for a 50/50 customer/shareholder sharing mechanism of earnings above or below the allowed
ROE. When TGI's earned ROE is greater than 150 basis points above or below the allowed ROE for two consecutive years, the PBR
mechanism may be reviewed. The following table sets out the allowed ROE, the earned ROE (before sharing) and the customer share
under the sharing mechanism.

TGI Earned ROEs and Shared Earnings through PBR

2006 2005 2004
ATTOWEA ROE (0)...c.veve ettt st sttt st et be st e besteebe e s e et e te st e sbesneenenrs 8.80 9.03 9.15
o T Tl (O] () IS 10.47 10.78 9.34
Customer share (Pre-taxX)(BM) .o.eceieieiieeiie e e e 10.7 10.5 1.1
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Terasen Gas (Vancouver Island) Inc.

Pursuant to BCUC orders from 2003 onwards, TGVI's rates have been set so as to fully recover its cost of service plus an
amount for the timely amortization of the RDDA in accordance with the government directives. To permit recovery of the outstanding
balance in the RDDA, TGVI's rates for residential and commercial customers are set at levels in excess of TGVI's cost of service, but are
effectively capped at a comparable price of competitive alternative fuels. TGVI renewed its regulatory settlement in late 2005 for a
two-year period, effective January 1, 2006. It provides for a continuation of the operation and maintenance cost incentive arrangements
previously in place. The allowed ROE for TGVI was 9.50% for 2006 compared to 9.53% in 2005. TGVI's ROE for 2007 has been set at
9.07% and TGVI's deemed equity component of its capital structure for 2007 is 40%.

TGVI's approved rate design methodology provides, in effect, that to the extent that cost of service inputs change over time,
TGVI's rates will reflect a variable RDDA amortization. The rates generally are set to be equivalent to 90% of comparable electricity
price. The RDDA amortization was approximately $12.4 million in 2005 and approximately $6.7 million in 2006. The RDDA has been
amortized from approximately $87.9 million as at December 31, 2002 to approximately $42.0 million as at December 31, 2006.

In November 2005, TGVI received BCUC approval of a Negotiated Settlement (the "TGV1 Settlement") of 2006-2007 revenue
requirements. The two-year TGVI Settlement, which took effect as of January 1, 2006, establishes a process for determining TGVI's
delivery charges and offers incentive mechanisms for improved operating efficiencies. TGVI is permitted to retain 100% of earnings
from savings of controllable operating and maintenance expenses from forecast and TGV will not be provided any relief from increased
controllable operating and maintenance expenses. The operating and maintenance expense forecast is based on actual 2005 costs,
adjusted for changes outside of management's control, expected savings from operational synergies with TGI, 66% of inflation and
customer growth. TGVI has managed actual operating and maintenance expenses close to forecast. In January 2007, TGVI made an
application to the BCUC to extend the TGVI Settlement to 2009, which was approved by the BCUC on March 22, 2007.

Competition

Natural gas has maintained a competitive advantage in terms of pricing when compared with alternative sources of energy in
British Columbia, despite the significant increase in natural gas commaodity prices since 1999. Regulated electricity prices in British
Columbia are currently set based on the historical average production costs which are lower than the market price of electricity. Current
regulated electricity prices are only marginally higher than comparable, market-based natural gas prices. A further sustained increase in
natural gas commaodity prices could cause natural gas in British Columbia to be priced at or above electricity, thereby decreasing the use
of natural gas by customers.

Hedging

Derivative instruments are used to hedge exposure to fluctuations in natural gas prices and interest rates. The majority of the
natural gas supply contracts have floating, rather than fixed, prices. Natural gas price swap contracts are used to fix the effective
purchase price. Any differences between the effective cost of natural gas purchased and the price of natural gas included in rates are
recorded in deferral accounts (MCRA and CCRA) and, subject to BCUC approval, passed through to customers in future rates.

TGI's short-term borrowings and variable rate long-term debt are exposed to interest rate risk which TGl manages through the
use of interest rate derivatives. Any resulting gains or losses are recorded in interest rate deferral accounts and, subject to BCUC
approval, passed through to consumers in future rates.

Financing Arrangements
Debentures

Terasen has issued and outstanding two series of unsecured medium term note debentures ("Terasen MTN Debentures™), which
are governed by a Trust Indenture dated November 21, 2001 between Terasen (as successor to BC Gas Inc.) and CIBC Mellon
Trust Company (the "2001 Indenture™), as amended and supplemented by a First Series Supplement dated November 22, 2001 (the
"First Supplement™). The aggregate principal amount of debentures that may be issued under the 2001 Indenture is unlimited, subject to
the restrictions set forth therein. As at March 31, 2007, Terasen had issued and outstanding $200 million principal amount of 6.30%
Series1 MTN Debentures due December 1, 2008 and $125 million principal amount of 5.56% Series3 MTN Debentures due
September 15, 2014. The First Supplement includes a positive covenant of Terasen that, so long as any MTN Debentures remain
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outstanding, it shall not create, assume, issue or otherwise incur or become liable for any Funded Indebtedness unless immediately
thereafter the Funded Indebtedness of Terasen and its subsidiaries will not be in excess of 75% of Total Consolidated Capitalization.
Funded Indebtedness means indebtedness that matures more than 18 months after such indebtedness was incurred, except for
non-recourse debt to finance specific assets or subordinated debt. Total Consolidated Capitalization means the sum of: (a) the principal
amount of consolidated Funded Indebtedness of Terasen and its subsidiaries; (b) the total capital of Terasen; (c) the principal amount of
all subordinated debt of Terasen; (d) the sum of consolidated contributed or capital surplus and retained earnings of Terasen; and
(e) provision for future income taxes of Terasen.

On April 19, 2000, Terasen issued $125 million of 8.0% unsecured capital securities (the "Capital Securities") with a term to
maturity of 40 years. The Capital Securities were issued under the terms of a Trust Indenture dated April 19, 2000 between Terasen
(as successor to BC Gas Inc.) and CIBC Mellon Trust Company (the "2000 Indenture"). Terasen may elect to defer payments on the
Capital Securities for extension periods not exceeding 10 consecutive semi-annual periods. Terasen may settle such deferred payments
in either cash or common shares and has the option to settle principal at maturity through the issuance of common shares at 90% of their
market price. The 2000 Indenture provides that if Terasen defers any interest payment on the Capital Securities, it is not permitted to pay
dividends on, or purchase or redeem, its common shares for so long as such interest payments are deferred. The Capital Securities are
exchangeable at the option of the holder on or after April 19, 2010 for common shares of Terasen at a price equal to the greater of $1 per
share and 90% of the market price. Terasen may, at its option, redeem the Capital Securities in whole at a redemption price which, if the
Capital Securities are redeemed prior to April 19, 2010, is equal to the greater of Canada Yield Price (as defined in the 2000 Indenture)
and 100% of the principal amount of the Capital Securities, together in each case with accrued and unpaid interest, or if the Capital
Securities are redeemed on or after April 19, 2010, at a price that is equal to 100% of the principal amount outstanding plus any accrued
and unpaid interest.

TGI has issued and outstanding unsecured debentures and medium-term note debentures which are governed by a
Trust Indenture dated November 1, 1977 between TGl (as successor to Inland Natural Gas Co. Ltd.) and CIBC Mellon Trust Company
(as successor to National Trust Company, Limited), as amended and supplemented (the "1977 Indenture™). The aggregate principal
amount of debentures that may be issued under the 1977 Indenture is unlimited, subject to the restrictions set forth therein. As at
March 31, 2007, TGI had issued and outstanding $59.9 million principal amount of 10.75% debentures, Series E due June 8, 2009, and
an aggregate of $1,008 million of medium-term note debentures with fixed rates of interest ranging from 5.55% to 6.95% or with
floating interest rates, and maturities of not less than one year. The Fourth Supplemental Indenture dated June 1, 1989 and the Tenth
Supplemental Indenture dated November 15, 1993 contain certain restrictions on the ability of TGI to issue any debt securities with
maturities of more than 18 months, unless certain financial tests are met and subject to certain exceptions.

TGI also has issued and outstanding Series A and Series B Purchase Money Mortgages (the "Purchase Money Mortgages"),
which are secured equally and rateably by a first fixed and specific mortgage and charge on TGI's gas distribution system in the Lower
Mainland of British Columbia that was acquired by TGI from BC Hydro. The Purchase Money Mortgages are governed by a
Trust Indenture dated December 3, 1990 between TGI (as successor to B.C. Gas Inc.), Inland Energy Corp. and CIBC Mellon
Trust Company (as successor to National Trust Company), as amended and supplemented (the "1990 Indenture™). The aggregate
principal amount of Purchase Money Mortgages that may be issued under the 1990 Indenture is limited to $425 million. As at
March 31, 2007, TGI had issued and outstanding $74.9 million aggregate principal amount of 11.80% Series A Purchase Money
Mortgages due September 30, 2015 and $200 million aggregate principal amount of 10.30% Series B Purchase Money Mortgages due
September 30, 2016.

Credit Facilities

On May 5, 2006, Terasen entered into a Credit Agreement with The Toronto-Dominion Bank, as administrative agent, and the
institutions named therein, as lenders (the "Terasen Credit Agreement"). The Terasen Credit Agreement provides a committed
$450 million revolving credit facility which matures on May 5, 2009. The interest rate payable on advances under the credit facility
varies based on the type of advance. The credit facility can be used for Terasen's general corporate purposes. The Terasen Credit
Agreement contains customary representations and warranties and positive and negative covenants, including a requirement that
Terasen maintain a total debt-to-capitalization ratio not higher than 0.75:1 and an interest coverage ratio not less than 1.25:1. The
Terasen Credit Agreement contains customary events of default.

On June 21, 2006, TGI entered into a Credit Agreement with Canadian Imperial Bank of Commerce, as administrative agent,

lead arranger and sole bookrunner, The Bank of Nova Scotia, as syndication agent and the other lenders identified therein (the "TGI
Credit Agreement™). The TGI Credit Agreement provides a committed $500 million revolving credit facility. The interest rate payable
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on accommodations under the TGI Credit Agreement varies based on the type of accommodation. The facility can be used for
refinancing indebtedness of TGI and for general corporate purposes, including as back-up for TGI's commercial paper program. The TGl
Credit Agreement is extendible annually for an additional 365 days at the option of the lenders and matures on June 21, 2009. The TGl
Credit Agreement contains customary representations and warranties and positive and negative covenants, including a requirement that
TGI maintain a total debt-to-capitalization ratio not higher than 0.75:1. The TGI Credit Agreement contains customary events of default.

On January 13, 2006, TGVI entered into a Credit Agreement with Royal Bank of Canada, as administrative agent, RBC Capital
Markets, as lead arranger and bookrunner, National Bank Financial, as syndication agent, and The Bank of Nova Scotia, as
documentation agent, and the other lenders identified therein (the "TGVI Credit Agreement™). The TGVI Credit Agreement provides for
a five-year unsecured, committed, revolving credit facility of $350 million. A portion of the facility was used to refinance TGVI's term
facility of $209.5 million. While the borrowings under this facility are short-term bankers' acceptances, the underlying credit facility on
which the advances are provided is committed through to January 2011 and the borrowings are primarily to support the longer-term rate
base assets of TGVI. The facility can be used for refinancing indebtedness of TGVI and for general corporate purposes, including for
capital expenditures. The TGVI Credit Agreement contains customary representations and warranties and positive and negative
covenants, including a requirement that TGVI maintain a ratio of institutional indebtedness-to-total capitalization not higher than 0.70:1
and a ratio of earnings-to-interest expense of at least 2.0:1. The TGVI Credit Agreement contains customary events of default, including
a cross default under VINGPA and certain other agreements.

Concurrently with the TGVI Credit Agreement, TGVI also entered into a $20 million, seven-year unsecured, committed,
non-revolving credit facility with Royal Bank of Canada which is to be used only for purposes of funding up to 65% of each repayment
of the Repayable Contributions under the PCEPA. The terms of this facility are substantially similar to those contained in the TGVI
Credit Agreement. This facility ranks junior to repayment of the Class B Instruments held by Terasen. See "— Terasen Gas (Vancouver
Island) Inc. — Vancouver Island Natural Gas Pipeline Agreement" above.

The following summary outlines the total credit facilities of Terasen, TGl and TGVI as at March 31, 2007.

(in millions of dollars) Terasen® TGl TGVI Total
Total credit faCilities .......oovcvveriee s 450 500 370 1,320
Credit facilities utilized BOrTOWINGS........cevveierirr e (76) (137) (304) (517)
Letters of credit OUtStANAING ....c..ovviiviiriice e _(75) _(43) _— (118)
Credit facilities available ... 299 320 66 685
@ On June 1, 2007, the Terasen Inc. operating credit facilities were decreased from $450 million to $130 million.

Acquisition Agreement
Indemnities Relating to the Acquisition

Under the agreement dated February 26, 2007 between Fortis, 3211953 Nova Scotia Company (*3211953") and Kinder
Morgan providing for the Acquisition (the "Acquisition Agreement"), KM Canada Holdings ULC, as the assignee of the rights and
obligations of 3211953 as vendor (the "Vendor") has agreed, subject to certain limits, to indemnify and save harmless Fortis and its
affiliates, and Fortis has agreed, subject to certain limits, to indemnify and save harmless the Vendor and its affiliates in respect of all
losses sustained or incurred by the other resulting from (i) certain misrepresentations or breaches of warranty relating to title to the
shares of Terasen and Terasen Gas, organization, corporate status, authority to enter into the Acquisition Agreement, and no breach of
constating documents or any laws (the "Title Warranties™), (ii) any breach of the covenants or obligations to be performed following the
closing of the Acquisition contained in the Acquisition Agreement, (iii) the Pre-Closing Reorganization and the operations of the
petroleum transportation business of Terasen, in the case of indemnification by the Vendor, and (iv) in the case of indemnification by
Fortis, the operations of the Terasen and Terasen Gas businesses (provided that the facts giving rise to the losses do not constitute a
breach of the representations and warranties of the Vendor). The indemnities provided by the Vendor or Fortis, as the case may be, with
respect to breaches of covenants and obligations to be performed following the closing of the Acquisition are limited in that claims may
only be made when (i) the losses suffered exceed $500,000 in each instance or (ii) the aggregate of all such losses exceeds 2.5% of the
Cash Purchase Price and, in the latter case, only to the extent of such excess. The maximum amount that can be claimed by Fortis under
the indemnity provisions of the Acquisition Agreement is limited to 10% of the Cash Purchase Price with respect to claims for any
breach of the covenants or obligations of the Vendor following the closing of the Acquisition, and 100% of the Cash Purchase Price with
respect to claims for breaches of the Title Warranties. The maximum amount that can be claimed by the Vendor under the indemnity
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provisions of the Acquisition Agreement is limited to 10% of the Cash Purchase Price with respect to claims for any breach of the
covenants or obligations of Fortis following the closing of the Acquisition contained in the Acquisition Agreement and 100% of the
Cash Purchase Price with respect to claims for breaches of the Title Warranties. Claims sustained or incurred by Fortis as a result of the
Pre-Closing Reorganization and the operations of the petroleum transportation business of Terasen, and by the Vendor in respect of the
operations of the Terasen and Terasen Gas businesses, are not subject to any minimum or maximum limits.

The obligations of the Vendor under the Acquisition Agreement, including in respect of indemnification, are irrevocably and
unconditionally guaranteed by Kinder Morgan.

Risk Factors
The following is a summary of the significant business risks relating to the operations of Terasen Gas.
Regulation

The regulated operations of Terasen Gas are subject to the normal uncertainties faced by regulated companies. These
uncertainties include regulatory approval of customer rates which permit a reasonable opportunity to recover on a timely basis the
estimated costs of providing services, including a fair rate of return on rate base. Upgrades of existing facilities and the addition of new
facilities require the approval of the BCUC. There is no assurance that capital projects perceived as required by the management of
Terasen Gas will be approved or that conditions to such approval will not be imposed. Capital cost overruns relative to approvals granted
might not be recoverable. The ability of Terasen Gas to recover the actual costs of providing services and to earn the approved rates of
return depends on achieving the forecasts established in the rate-setting process. Fair regulatory treatment by the BCUC that allows
Terasen Gas the opportunity to earn a risk-adjusted ROE comparable to that available on alternative, similar investments is essential for
maintaining service quality, as well as for ongoing capital attraction and growth.

The ROEs of Terasen Gas are determined annually by a formula based upon a forecast of long-term interest rates. The ability of
Terasen Gas to earn the approved ROEs depends on the accuracy of the forecast for the test year. Actual required ROEs may differ from
approved ROEs based on forecast long-term interest rates.

Rate applications that establish revenue requirements may be subject to negotiated settlement procedures. Failing a negotiated
settlement, rate applications may be pursued through public hearing processes. There can be no assurance that the rate orders issued will
permit Terasen Gas to recover all costs actually incurred and to earn the allowed ROE. A failure to obtain acceptable rate orders may
adversely affect the business carried on by Terasen Gas, the undertaking or timing of proposed expansion projects, the issue and sale of
securities, ratings assigned by rating agencies, and other matters which may, in turn, negatively impact Terasen Gas' results of operations
or financial position, as well as those of the Corporation.

The TGI Settlement includes incentive mechanisms that provide TGI with an opportunity to earn ROES in excess of the allowed
ROEs determined by the BCUC. While the BCUC has approved an extension of the TGI Settlement to 2009, there is no certainty as to
whether the TGI Settlement will be extended beyond 2009, whether and how the terms may be modified, or what the terms of an
extended, or new, settlement might be.

Traditionally, British Columbia's regulatory framework was generally based on traditional cost of service methodologies for
designing and setting rates. Since 1996, however, incentive-based regulation has been used in the rate setting process. Although Fortis
considers the regulatory frameworks in British Columbia to be fair and balanced, uncertainties do exist.

Forecasting Accuracy

Through the forecasting process, it is intended that any changes in cost of service, regardless of whether they are caused by
inflation or by level of business activity, would be reflected in new rates approved for that fiscal year based on the anticipated
distribution volume. However, as rates are established in advance, based on anticipated distribution volume by class of customer,
forecasting accuracy is a risk. Forecasts are also made for the future cost of capital, including the yield rate for long-term Canada Bonds
used in the determination of the allowed ROE.
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Asset Maintenance

The asset base for Terasen Gas requires maintenance, improvement and expansion. The utility could experience service
disruptions and increased costs if it is unable to maintain and replace its assets. The failure to carry out capital expenditure programs
could have a material adverse effect on Terasen Gas. Large capital projects can proceed only with the approval of the BCUC. If actual
costs exceed the costs forecast in obtaining the approval, it is uncertain as to whether any cost overruns will be approved and recovered.

Operational Risks

The business of Terasen Gas is exposed to various operational risks, such as pipeline leaks, accidental damage to or fatigue
cracks in mains and service lines, corrosion in pipes, pipeline or equipment failure, other issues that can lead to outages and leaks, and
any other accidents involving natural gas, which could result in significant operational and environmental liability. The facilities of
Terasen Gas are also exposed to the effects of severe weather conditions and other acts of nature. In addition, many of these facilities are
located in remote areas, which makes access for repair of damage due to weather conditions and other acts of nature difficult. Terasen
Gas operates facilities in a terrain with a risk of loss or damage from earthquakes, forest fires, floods, washouts, landslides, avalanches
and similar acts of nature. Terasen Gas has insurance which provides coverage for business interruption, liability and property damage,
although the coverage offered by this insurance is limited. In the event of a large uninsured loss caused by severe weather conditions or
other natural disasters, application will be made to the BCUC for the recovery of these costs through higher rates to offset any loss.
However, there can be no assurance that the BCUC would approve any such application. Losses resulting from any operational accidents
or failures or natural disasters could substantially exceed insurance coverage and actual recovery from increased rates approved by the
BCUC. Furthermore, Terasen Gas could be subject to claims from its customers for damages caused by the failure to transmit or
distribute gas to them in accordance with its contractual obligations. Thus, any major damage to Terasen Gas' facilities could result in
lost revenues, repair costs and customer claims that are substantial in amount, which amount could have a material adverse effect on
Terasen Gas.

Natural Gas Prices

Prior to 2000, natural gas consistently had a substantial competitive advantage when compared with alternative sources of
energy in British Columbia. However, with the increasing price of natural gas, the price of electricity is now only marginally higher than
the comparable price for natural gas for residential customers in British Columbia. There is no assurance that natural gas will continue to
maintain a competitive price advantage in the future.

If natural gas pricing becomes uncompetitive with electricity pricing, Terasen Gas' ability to add new customers could be
impaired, and existing customers could reduce their consumption of natural gas or eliminate its usage altogether as furnaces, water
heaters and other appliances are replaced. This may result in higher rates and, in an extreme case, could ultimately lead to an inability to
fully recover Terasen Gas' cost of service in rates charged to customers.

The ability of Terasen Gas to add new customers and sales volumes could also be affected by lower prices of other competitive
energy sources as some commercial and industrial customers have the ability to switch to an alternative fuel.

Terasen Gas employs a number of tools to reduce its exposure to natural gas price volatility. These include purchasing gas for
storage and adopting hedging strategies to reduce price volatility and ensure, to the extent possible, that natural gas commodity costs
remain competitive with electricity rates. Activities related to the hedging of gas prices are currently approved by the BCUC and gains or
losses effectively accrue entirely to customers. Future BCUC determinations could materially impact the ability of Terasen Gas to
recover the future cost of the natural gas it delivers to its customers.

Weather and Seasonality

Weather during the year has a significant impact on distribution volume as a major portion of the gas distributed by Terasen Gas
is ultimately used for space heating. Because of natural gas consumption patterns, the natural gas distribution operations of Terasen Gas
normally generate quarterly earnings that vary by season and may not be a representative indicator of annual earnings. Typically, higher
net earnings are experienced in the first and fourth quarters, but are offset by net losses in the second and third quarters. See "The
Acquired Business — Regulation”.
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Risks Related to Terasen Gas (Vancouver Island) Inc.

TGVI is a franchise under development in the price-competitive service area of Vancouver Island, with a customer base and
revenue that is insufficient to meet its current cost of service and to recover revenue deficiencies from prior years. Recovery of the
accumulated deficit puts gas at a cost disadvantage relative to electricity.

To assist with competitive rates during franchise development, VINGPA provides royalty revenues from the provincial
government which currently cover approximately 20% of the current cost of service. These revenues are due to expire at the end of 2011,
after which TGVI's customers will be required to absorb the full commodity cost of gas and the recovery of any remaining accumulated
deficit. When VINGPA expires in 2011, the $75 million non-interest-bearing senior government debt which is currently treated as a
government contribution against rate base will become repayable. As this debt is repaid, the cost of the higher rate base will increase the
cost of service and customer rates making gas less competitive with electricity on VVancouver Island.

Industrial load accounts for more than 65% of the system's throughput for which approximately two-thirds is contracted on a
year-to-year basis with no long-term commitment. A loss of industrial customers will increase the cost of service to be recovered from
residential and commercial customers which may impact the competitiveness of rates.

While the BCUC has approved a rate-setting mechanism for TGV whereby customer rates are set at levels in excess of TGVI's
cost of service to recover amortization of the RDDA, the amount of recovery is limited by the price of competitive alternative fuels.
Significant RDDA amortization was recovered in both 2005 and 2006. However, RDDA recovery is sensitive to the relative pricing of
natural gas and electricity in TGVI's service area, as well as to margin generated under TGVI's firm transportation agreements discussed
below. There is no certainty that TGV will be able to charge rates that will be sufficient to fully recover the RDDA prior to the expiry of
the provincial royalty payments at the end of 2011. Failure by TGVI to recover the RDDA by 2011 may result in an increase in the cost
of service.

Government Permits

The acquisition, ownership and operation of gas businesses and assets require numerous permits, approvals and certificates
from federal, provincial and local government agencies. Terasen Gas may not be able to obtain or maintain all required regulatory
approvals. If there is a delay in obtaining any required regulatory approval or if Terasen Gas fails to maintain or obtain any required
approval or fails to comply with any applicable law or regulation, or condition of approval, the operation of its assets and its distribution
of gas could be prevented or become subject to additional costs, any of which could have a material adverse effect on Terasen Gas.

Impact of Changes in Economic Conditions

New customer additions at Terasen Gas are typically a result of population growth and new housing starts, which are affected
by the state of the British Columbia economy. Terasen Gas is also affected by changes in trends in housing starts from single-family
dwellings to multi-family dwellings, for which natural gas has a lower penetration rate. While new housing starts have increased in
British Columbia in 2006, growth of new multi-family housing starts continues to significantly outpace that of new single-family
housing starts. In addition, more efficient building construction and consistent customer conservation efforts place downward pressure
on annual average consumption of natural gas. Prevailing economic conditions also impact sales and transportation service to
large-volume commercial and industrial customers.

Natural Gas Supply

Terasen Gas is dependent on a limited selection of pipeline and storage providers, particularly in the Vancouver, Fraser Valley
and Vancouver Island service areas where the majority of Terasen Gas' natural gas distribution customers are located. As a result,
regional market prices have been higher from time to time than prices elsewhere in North America as a result of insufficient seasonal and
peak storage and pipeline capacity to serve the increasing demand for natural gas in British Columbia.

In addition, Terasen Gas is critically dependent on a single-source transmission pipeline. In the event of a prolonged service

disruption on the Spectra Pipeline System, Terasen Gas' residential customers could experience outages, thereby affecting revenues and
incurring costs to safely relight customers.
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Access to Capital and Credit Ratings

In order to meet the capital investment and debt repayment requirements of its business, Terasen Gas must have reliable access to
sufficient and cost-effective capital. The ability to arrange sufficient and cost-effective financing is subject to numerous factors,
including the regulatory environment in British Columbia, the results of operations and financial position of Terasen Gas, conditions in
the capital and bank credit markets, the ratings assigned by rating agencies and general economic conditions. There can be no assurance
that sufficient capital will be available on acceptable terms to fund such capital expenditures and to repay existing debt.

An inability to maintain an investment-grade credit rating could materially adversely impact Terasen Gas' access to debt
financing. In addition, a downgrade of Terasen Gas below investment grade by any of the major credit rating agencies could trigger
margin calls and other cash requirements under Terasen Gas' gas purchase and commodity derivative contracts.

Interest Rates

Terasen Gas is exposed to the interest rate risks associated with floating rate debt. Terasen Gas has hedging programs in place
to reduce its interest rate risks. The allowed ROEs for TGl and TGVI are determined by formulae that result in lower allowed ROEs if
long-term Canada Bond yields decline.

Counterparty Credit Risk

Terasen Gas is exposed to credit risk in the event of non-performance by counterparties to derivative instruments. Terasen Gas
is also exposed to significant credit risk on physical off-system sales.

Potential Undisclosed Liabilities Associated with the Acquisition

In connection with the Acquisition, there may be liabilities that the Corporation failed to discover or was unable to quantify in
its due diligence which it conducted prior to the completion of the Acquisition and the Corporation may not be indemnified for some or
all of these liabilities. The discovery or quantification of any material liabilities could have a material adverse effect on the Corporation's
business, financial condition or future prospects. In addition, the Acquisition Agreement limits the amount for which the Corporation is
indemnified. See "Acquisition Agreement — Indemnities Relating to the Acquisition".

Labour Relations

The organized employees of TGl and TGVI are members of labour unions which have entered into collective bargaining
agreements with TGI. The provisions of such collective bargaining agreements affect the flexibility and efficiency of the business
carried on by TGI, TGVI and TGWI (which depends on TGl for its customer, management and operation services). TGI considers its
relationships with its labour unions to be satisfactory, but there can be no assurance that current relations will continue in future
negotiations or that the terms under the present collective bargaining agreements will be renewed. The inability to maintain, or to renew
the collective bargaining agreements on acceptable terms, could result in increased labour costs or service interruptions arising from
labour disputes for TGI that are not provided for in approved orders, which could have an adverse effect on the results of operations, cash
flow and net income of Terasen Gas.

Underinsured and Uninsured Losses

Fortis and Terasen Gas maintain at all times insurance coverage in respect of potential liabilities and the accidental loss of value
of certain of their assets from risks, in amounts, with such insurers, as is considered appropriate, taking into account all relevant factors
including the practices of owners of similar assets and operations. It is anticipated that such insurance coverage will be maintained.
However, not all risks are covered by insurance and no assurance can be given that insurance will be consistently available or will be
consistently available on economically feasible terms or that the amounts of insurance will be sufficient to cover losses or claims that
may occur involving the assets or operations of Fortis or Terasen Gas.

Environmental Matters
Terasen Gas is subject to numerous laws, regulations and guidelines governing the management, transportation and disposal of

hazardous substances and other waste materials and otherwise relating to the protection of the environment and health and safety.
Potential environmental damage and costs could arise due to a severe weather event, natural disaster or a major equipment failure.
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However, there can be no assurance that such costs will be recoverable and, if substantial, unrecovered costs may have a material effect
on the business, results of operations and prospects of Terasen Gas.

Terasen Gas is exposed to environmental risks that property owners in British Columbia generally face. These risks include the
responsibility of any property owner for the site remediation of any properties determined to be contaminated, whether or not such
contamination was actually caused by the owner. Most of Terasen Gas' distribution and transmission facilities have been in place for
many years with no apparent adverse environmental impact. However, as facilities are upgraded and as new facilities are added,
environmental assessments and regulatory approvals will be required in the ordinary course.

Applicable environmental and safety laws make owners, operators and persons in charge of management and control of
facilities subject to prosecution or administrative action for breaches of environmental and safety laws, including the failure to obtain
certificates of approval for the discharge of contaminants causing an adverse effect. Terasen Gas has not been notified of any such
regulatory action in regard to its operation or occupation of its facilities. However, it is not possible to predict with absolute certainty the
position that a regulatory authority will take regarding matters of non-compliance with environmental and safety laws. Changes in
environmental, health and safety regulations could also lead to significant increases in costs to Terasen Gas.

First Nations' Lands

Terasen Gas provides service to customers on First Nations reserves in British Columbia and maintains gas distribution
facilities on lands that are subject to land claims by various First Nations. A treaty negotiation process involving various First Nations
and the Government of British Columbia is underway in British Columbia but the basis upon which settlements might be reached in
Terasen Gas' service area is not clear. Furthermore, not all First Nations are participating in the process. To date, the policy of the
Government of British Columbia has been to endeavour to structure settlements without prejudicing existing rights held by third parties
such as Terasen Gas. However, there can be no certainty that the settlement process will not adversely affect the business of Terasen Gas.

Results of Operations and Financing Risks

Management of the Corporation believes, based on its expectations as to the Corporation's future performance, that the cash
flow from its operations and funds available to it under its credit facilities will be adequate to enable the Corporation to finance its
operations, execute its business strategy and maintain an adequate level of liquidity. However, expected revenue and the costs of planned
capital expenditures are only estimates. Moreover, actual cash flows from operations are dependent on regulatory, market and other
conditions that are beyond the control of the Corporation. As such, no assurance can be given that management's expectations as to
future performance will be realized. In addition, management's expectations as to the Corporation's future performance reflect the
current state of its information about Terasen Gas and its operations and there can be no assurance that such information is correct and
complete in all material respects.

Management of Expanding Operations

As a result of the Acquisition, significant demands will be placed on the Corporation's managerial, operational and financial
personnel and systems. No assurance can be given that the Corporation's systems, procedures and controls will be adequate to support
the expansion of the Corporation's operations resulting from the Acquisition. The Corporation's future operating results will be affected
by the ability of its officers and key employees to manage changing business conditions and to implement and improve its operational
and financial controls and reporting systems.
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(PRICEWATERHOUSECOOPERS LOGO)

PricewaterhouseCoopers LLP
Chartered Accountants
PricewaterhouseCoopers Place
250 Howe Street, Suite 700
Vancouver, British Columbia
Canada V6C 3S7

Telephone +1 604 806 7000
Facsimile +1 604 806 7806

AUDITORS' REPORT TO THE SHAREHOLDER

We have audited the consolidated statements of financial position of Terasen Inc. as at December 31, 2006 and the consolidated
statements of earnings, retained earnings and cash flows for the year 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 audit.

We conducted our audit in accordance with Canadian 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 consolidated financial statements present fairly, in all material respects, the financial position of the Company
as at December 31, 2006 and the results of its operations and its cash flows for the year then ended in accordance with Canadian
generally accepted accounting principles.

The consolidated financial statements of the Company as at December 31, 2005 and for the year then ended were audited by other
auditors who expressed an opinion without reservation on those statements in their report dated February 3, 2006, except as to note 19(b)
which is as of March 2, 2006 and note 19(c) which is as of March 31, 2006.

(Signed) PricewaterhouseCoopers LLP
Chartered Accountants

Vancouver, Canada

March 29, 2007

PricewaterhouseCoopers refers to the Canadian firm of PricewaterhouseCoopers LLP and the other member firms of PricewaterhouseCoopers International Limited, each of which is a separate
and independent legal entity.
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TERASEN INC.

CONSOLIDATED STATEMENTS OF EARNINGS

Years ended December 31

2006

2005

In millions of
Canadian dollars

Revenues
NatUral gas iStTIOULION ........c.c.ciii ittt sttt st ettt ss st ebere st be s ssetennanas $ 1,7411 $ 1,678.0
PetroleUM traNSPOITALION ... ...cviieieiie ettt et e st st e beeseese e e e e e besee st e nteanenreaneenee e enrn 242.4 227.8
(01 1= g 1o LY (1SRRI 44.2 46.7
2,027.7 1,952.5
Expenses
COSE OF NATUIAL GAS ...ttt bbbt b et e e e e b e b bt e b e bt e R b e e et e beebesbe s et ebe e e enee e 1,117.9 1,063.7
Cost of revenues from Other ACHIVITIES ..........eiiiiiiie e et 27.1 28.9
OpPeration aNd MAINTENANCE. .........evieierireieisteeete sttt ere st eer et e et sbes e abesbe s e asesbeseabesbeseabeseeseabesbensaseseeneanes 292.4 320.7
Depreciation and @MOITIZALION ...........oieiieieiie ettt sttt e st e e etesbe e ebeabe e ereabeneereas 145.2 142.6
0T 0 LC YA T 0 01 1= g - DTSSR 74.5 71.9
1,657.1 1,627.8
(@) 0T = Lo N g Tolo 4= RS 370.6 324.7
FINANCING COSES (NOTE 13) . ..uiitiieiiiiteiieieet sttt b et b ettt b e ekt b etk b et ekt b e e et e abe e et e abe e b 179.5 191.4
Earnings before share of earnings of equity investments, discontinued operations and income taxes ............ 191.1 133.3
Equity earnings from Clean Energy net of disposition costs (N0te 3(D)) .....cccveerieiriiieie e — 2.5
Share of earniNgs OF EXPreSS SYSIEIM ...t bbb b e 24.5 21.9
Earnings before income taxes and discontinued OPErations ...........c.ccoeviireieieneine e 215.6 157.7
INCOME AXES (NOLE 14)...uiueiiiieiieiiitiieiet ettt bbb bbbt n bt s ek b e st bt e st et b n et b e e 68.4 51.6
Earnings before disCONtiNUEd OPEIAtiONS...........ccviiiiiiiii et et 147.2 106.1
Loss from discontinued operations, net of income taxes (NOte 3(A)) ..vvvvveverrerereeeeieere e (17.5) (4.9
NET EARNINGS ... .ottt sttt sttt et be et e b e e besb et e b e et et ebeebe e ebeabe e eteabeneereas $ 1297 $ 1012

The accompanying notes are an integral part of these consolidated financial statements.
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TERASEN INC.

CONSOLIDATED STATEMENTS OF RETAINED EARNINGS

Years ended
December 31
2006 2005
In millions of
Canadian dollars

Retained earnings, DEGINNING OF YEAI ..o et b e te s be s beete e e eseeseesteseenrens $ 425.0 $ 418.9
N F= = U a0 SRS 129.7 _ 101.2

554.7  520.1
Dividends 0N COMMON SNAIES ........oiueiuiiieeieieiee st sie et reesee e seesbesteaseereeseeseeseessestesbesteaseaseeseebesbeseeeteaneeseensenseneessens — 95.1
Retained earnings, BN OF YBAI .......cvii ittt b ettt b et et b et bbb bt et nr s $ 5547 $ 425.0

The accompanying notes are an integral part of these consolidated financial statements.
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TERASEN INC.

CONSOLIDATED STATEMENTS OF FINANCIAL POSITION

As at December 31
2006 2005
In millions of
Canadian dollars

Assets
Current assets
Cash and ShOrt-TEIM INVESTMENTS ...ttt bbbttt $ 112$ 794
ACCOUNTS FECEIVADIE ...t r et r e r et r e r e nn s 336.5 468.1
Inventories of gas in Storage and SUPPIIES. ......cvciii i e 189.5 205.7
PrEPAIT EXPENSES ...ttt ettt ettt ettt b et b et bbb bt bt e s b b e bR R R R R bR R R R Rt R bbbt et 12.6 141
Current portion of rate stabilization aCCOUNES (NOTE B).........ccvivirieiririeiririe e 1345 28.4
Current assets held fOr SAle (NOLE 3(8)) +..veverrerreirrieie ettt ettt se e bbb be b e e e enee e — 54.8
684.3 850.5
Property, plant and eqUIPMENT (NOTE 5).....cuviiieiiiieirieeise bbbttt b s 4,194.7  3,907.9
LONG-TEIM INVESIMENT .. .eeeieeeiee ettt e e e et te st e e reeseese e e e besteebesseaseesee s eneesaeseesteaneareeneeneeneens 260.9 238.3
GOOUWITT ... R bRt n et 76.4 76.4
Rate stabilization aCCOUNES (NOLE B) .......c.viviiieiriiieiiitee sttt bbbt 48.3 48.3
OENEE BSSEES (MO 7)....eviteii et sttt sttt sttt ettt b et b et b e bbbt btk s bt e bt e bt e bt e b e st e bt e b et e bt e b et et s b et et b st 113.2 98.6
Long-lived assets held fOr Sale (NOTE () ... . urverererieieie ettt bbb e bbbt e e e — 109.9

$ 53778 $ 5,329.9
Liabilities and shareholder's equity
Current liabilities

RS 1o (=T 1 41 10 (=L PR $ 556.0% 6810
Accounts payable and accrued HabilitieS ............coiviiiiiiiiice e 523.8 433.8
Income and Other taXes PAYANIE .......c.veiiieie e e e 29.3 30.8
Current portion of rate stabilization aCCOUNES (NOTE B).........eoviirieiiiriiireriese e — 47.9
Current portion of long-term debt (NOTE 8) .......coiiiiiii e 285.9 398.2
DUE 0 PArENT COMPANY ....veviiiiiiiie ittt b bbb bbbt e e e se s b e b b et et esbe e 8.9 0.4
Current liabilities held for Sale (NOLE 3(8)) ...verveererrierie ettt e — 24.5
1,4039 1,616.6
(o TaTo B (T gyl (=] o] B (L (IR ) OO SPRSRPTP 2,1176  2,012.9
Other long-term liabilities and deferred credits (NOLE 9)......ccvvivieiieiecee e s 198.4 182.3
FULUre INCOME tAXES (NOTE 14).....eiveiieieeieetieierie et ste e te et e e st et ae s te e e ese e e e e teseestesaeeseeneenteseesnenreeneanaeseensn 76.5 88.7
Long-term liabilities held for Sale (NOLE 3(2)) .. . uverveeririiiitiriee it — 13.7
3,796.4 _ 3914.2

Shareholder's equity
CommON SNAIES (NOTE 10) ....c.eiveeerirreietistee ettt bbb bbbt bbb bbb bbbt bt 904.9 904.9
Contributed SUMPIUS (NOTE 11) ...c.viieieiieiiieieeiesi ettt b bbbttt bt 172.7 137.5
RELAINEU AIMINGS. ...tt vttt ettt ettt ettt st e s e bt s e e b et e s b s e s e b e e es e e b b e st e b e st e s e et e st en e e be st ensanen 554.7 425.0
Cumulative currency translation adjUSIMENT...........coviiriiiiiieireei e 0.1 (0.7)
1,632.4  1,466.7
Less cost of common shares held by Terasen Pipelines (Trans Mountain) INC ........cccocvvvvvvivnesiesieesieresenes 51.0 51.0
15814 _ 14157
$ 5377.8 $ 5329.9

The accompanying notes are an integral part of these consolidated financial statements.
Approved by the Board:
(Signed) JAMES M. STANFORD (Signed) R.L. (RANDY) JESPERSEN

Director Director
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TERASEN INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

In millions of
Canadian dollars

2006 2005
Cash flows provided by (used for)
Operating activities
Earnings before disCONtiNUEd OPEIALIONS ..........ccviviiiiiieieieie ettt e be s be b e resaeere e e enee s $ 1472 $ 106.1
Adjustments for non-cash items
Depreciation and amOrtiZAtION .........c.civiieieiiie et sre st e et e et e renrenre e ena e enren 145.2 142.6
Equity earnings from ClEaN ENEIGY .......ccuoiiiiiiiiiieere bbbt — (2.5)
Share of earnings from long-term investments, in excess of cash distributions.............c.ccoeeviniininiiiencen (22.6) (19.4)
FULUTE TNMCOIME TAXES ...ttt bbb bbb Rt bbb bbb bbbttt (22.7) 29
(@ ] 1 3T OSSOSO SRS 18.8 18.7
265.9 248.4
Decrease in rate StabiliZation ACCOUNES .......c.vciiieiiiieice ettt sttt bbb e 7.9 10.1
Changes iN WOTKING CAPITALL.........cviiieiieice sttt sttt be st e tesbe e e besbeseetesbenenteas 61.8 (68.3)
335.6 190.2
Investing activities
Property, plant and BQUIPIMENT ........oiiiie ettt b bbbttt b ettt b et (377.1)  (214.7)
Proceeds on sale of Clean ENergy (NOLE 3(1)).....cvoireiriieiie sttt — 43.0
Disposal of discontinued operations, net of Cash diSPOSEM .........ccccvreiiireiiiiree e 114.6 (30.9)
Proceeds on sale of natural gas distribution assets (NOE 9) .......coiiiiiiiiiiiee e e — 7.2
Other assets and AEFEITEU CTEAILS ........uiviiriici ettt bbb st te st e tesbe e etesbesenreas (13.5) (11.2)
(276.0) _ (206.6)
Financing activities
(Decrease) iNCrease in ShOIE-tEIM NOLES ......c.viiieiie ettt bbbt nb s (125.0) 433.0
INncrease iN TONG-tEIM ABDT ...t 419.7 601.5
Reduction of 10NG-TErM AeDE ..o bbbt (431.0) (884.9)
AdVances from Parent COMPANY .........oerveiiirreirterteestessesess st ss et s bbb e bt s b e e bt s b e s e bt s b e b e b e b e st e be b st b e r st aes 8.5 0.4
Issue of common shares, net of iSSUE COSES (NOTE 10)......cuiiiiiiiiiieeieiee ettt et — 20.9
Dividends 0N COMMON SNAIES ........couiitiiuietieieeieie ettt sttt se bttt sb et e bt s e e e beseesbesbeebeebe e e enbenbeabesbesbeabeeneeneees — (95.1)
(127.8) 75.8
Net (decrease) INCIEASE 1N CASN ......c.iiiiiiiirietee sttt b bbbt nn et (68.2) 59.4
(O T T L= o L a1 g o o /=T SRS 79.4 20.0
CaSh At BNO OF YEAI.......cuiiiictiicece ettt ettt te e b et e te st e e ebe st e e etesbe e etesbe st etesbe e etesbe e etesresnateas $ 112 $ 794
Supplemental cash flow information
INTEreSt PAIA 1N THE YA ... .cuiitiiciiite ettt b et b e bbbttt b e et e ab e e et abe et $ 1820 $ 1876
INCOME taxXes PAIA 1N TNE YA ........ciiiiiitiieiece ettt bt et r e et b e et e ar e e b anennene s 42.0 48.4
Non-cash transactions
Mark to market on certain gas derivatives deferred in rate-stabilization accounts ...........c..ccocecvvvriireinienennnns 161.9 21.2
Government loan capitalized in property, plant and eqQUIPMENE...........ccoveriiiereiine e 3.7 —
Property, plant and equipment purchases included in accounts payable and accrued liabilities..........c..cccvenenee. 49.3 —

Cash is defined as cash or bank indebtedness.

The accompanying notes are an integral part of these consolidated financial statements.
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TERASEN INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Tabular amounts in millions of Canadian dollars, except where stated otherwise)
YEARS ENDED DECEMBER 31, 2006 AND 2005

Terasen Inc. ("Terasen" or the "Company") provides energy transportation and utility asset management services. Terasen operated in three primary business
segments which were separately managed to assess operational performance.

(a) Natural gas distribution operations involve the transmission and distribution of natural gas and propane for residential, commercial, institutional, and industrial
customers in British Columbia. The operations are conducted through Terasen Gas Inc. ("Terasen Gas"), serving the Lower Mainland and interior of British Columbia,
Terasen Gas (Vancouver Island) Inc. ("TGVI"), serving Vancouver Island and the Sunshine Coast, Terasen Gas (Whistler) Inc., and Terasen Gas (Squamish) Inc.

(b) Petroleum transportation operations are carried out through Terasen Pipelines (Trans Mountain) Inc. (“Trans Mountain"), which owns and operates a common
carrier pipeline system for crude and refined petroleum products transported from Edmonton, Alberta to Vancouver, British Columbia and Washington State, Terasen
Pipelines (Corridor) Inc. ("Corridor"), which owns a pipeline in northern Alberta transporting diluted bitumen, and the one-third owned entities Express Pipeline LP and
Express US Holdings LP ("the Express System"). The Express System transports crude oil from Hardisty, Alberta, through the Rocky Mountain region of the United States
and on to Wood River, Illinois.

(c) Water and utility services operations includes providing water and wastewater treatment services, water distribution and wastewater collection, meter reading,
meter fleet management and installation services as well as product sales related to the water, sewer and irrigation markets. These operations are provided through Terasen
Waterworks (Supply) Inc., Terasen Utility Services Inc., Terasen Utility Services (U.S.) Inc. (collectively "Terasen Water and Utility Services™), and the Company's 50%
interest in Fairbanks Sewer and Water Inc. ("FSW"). These operations were reclassified to Discontinued Operations at December 31, 2005 and were sold during 2006 as
described in Note 3(a).

(d) Other activities include international consulting activities, the Company's 30% interest in CustomerWorks LP ("CWLP"), corporate financing costs and
administration charges, and the Company's 40% interest in Clean Energy Fuels Corp. ("Clean Energy"), which was proportionately consolidated until the first quarter of
2005 and was then equity-accounted for until the investment was sold on October 31, 2005 (Note 3(b)).

The Company operates in Canada and the United States, but at the present time the United States operations are not of sufficient size to be reportable as either
operating or geographic segments.

On November 30, 2005, all of the shares of the Company were acquired by Kinder Morgan, Inc. ("KMI") pursuant to a Combination Agreement dated as of
August 1, 2005. The Company's shareholders were able to elect, for each Terasen share held, either (i) $35.75 in cash, (ii) 0.3331 shares of KMI common stock, or (iii)
$23.25 in cash plus 0.1165 shares of KMI common stock. In the aggregate, approximately 12.5 million shares of KMI common stock was issued together with cash
payments of approximately $2.49 billion to Terasen security holders. The Company charged to earnings after-tax costs of $42.9 million in 2005 associated with the
transaction, mainly from pre-tax investment banking costs of $14.7 million, severance and employee-related costs of $14.4 million, share option costs of $3.6 million as
described in Note 11, and the write-off of approximately $15.3 million of income tax expense related to restricted tax loss carry-forwards. There were no such costs
charged in 2006.

1. SIGNIFICANT ACCOUNTING POLICIES

The preparation of these consolidated financial statements in conformity with Canadian generally accepted accounting principles (GAAP) requires
management to make estimates and assumptions that affect the reported amounts of assets, liabilities, revenues and expenses in the financial statements, as well as the
disclosure of contingent assets and liabilities. Actual results could differ from those estimates.

In the opinion of management, these consolidated financial statements have been properly prepared within reasonable limits of materiality and reflect the
following summary of significant accounting policies.

(a) BASIS OF PRESENTATION

The consolidated financial statements include the accounts of the Company, its subsidiaries, and its proportionate share of the accounts of jointly-controlled
entities. Investments in entities which are not subsidiaries or joint ventures, but over which the Company exercises significant influence, are accounted for using the equity
method.

Certain of the prior year comparative figures have been reclassified to conform with the current year's presentation.
(b) FOREIGN CURRENCY TRANSLATION

The Company's US-based petroleum transportation operations are integrated and are translated into Canadian dollars using the temporal method. Under this
method, monetary assets and liabilities denominated in foreign currencies are translated at exchange rates in effect at the balance sheet date, with the exception of certain
long-term debt in the Express System, which is considered to be a hedge of U.S. dollar denominated revenues in the Express System. Non-monetary assets and liabilities
denominated in foreign currencies are translated at exchange rates in effect on the dates the assets were acquired or liabilities assumed. Revenues and expenses are
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translated at the average rates of exchange prevailing during the month the transactions occurred. Under this method, exchange gains and losses on translation are reflected
in income when incurred.

The Company translates its self-sustaining US dollar denominated water and utility service businesses' and Clean Energy's financial statements into Canadian
dollars using the current rate method of foreign currency translation. Under this method, assets and liabilities are translated at the rate of exchange in effect at the balance
sheet date, revenue and expense items are translated at average rates of exchange for the period, and the exchange gains and losses arising on the translation of the financial
statements are recorded in the cumulative currency translation adjustment account in Shareholders' equity.

(c) REGULATION

The natural gas distribution companies are subject to the regulation of the British Columbia Utilities Commission (“'the BCUC"), an independent regulatory
authority. Both Terasen Gas and TGVI have multi-year agreements that will expire at the end of 2007. These multi-year agreements are cost-of-service based agreements
with allowed rates of return on approved rate base set by the BCUC. On March 2, 2006 a decision was issued by the BCUC approving changes to Terasen Gas' and TGVI's
deemed equity components from 33% to 35% and from 35% to 40%, respectively, with effect from January 1, 2006. The same decision also modified the previously
existing generic return on equity ("ROE") reset formula resulting in an increase in allowed ROE's from the levels that would have resulted from the old formula. The
changes increased the allowed ROE for 2006 from 8.29% to 8.80% for Terasen Gas and from 8.79% to 9.50% for TGVI. For 2007, the allowed ROE for Terasen Gas is
8.37% and for TGVI is 9.07%.

The allowed rates of return are based on a notional debt-equity ratio of 65% debt and 35% equity for Terasen Gas and 60% debt and 40% equity for TGVI. The
entities have annual review processes for rate approvals, and the allowed rates of return are reset annually unless directed differently by the BCUC.

The Trans Mountain and Express System operations are governed by contractual arrangements with shippers and are regulated in Canada by the National
Energy Board and, in the United States, tariff matters are regulated by the Federal Energy Regulatory Commission. Both of these regulatory authorities are independent
bodies. Trans Mountain has entered into a new agreement with shippers which will expire at the end of 2010. The Express System has firm service agreements that extend
until 2015.

Corridor's operations are governed by contractual arrangements with shippers and are subject to regulation by the Alberta Energy and Utilities Board (“the
AEUB"), an independent regulatory authority. Corridor's rates are cost-of-service based and determined using formulas embedded in agreements with shippers.

FSW is regulated by the Regulatory Commission of Alaska, an independent regulatory authority. FSW has a cost-of-service based agreement with allowed
rates of return set by the Regulatory Commission. Until our sale, FSW was operating on an interim rate basis.

Over 95% of the Company's operations are subject to rate regulation by independent regulatory agencies. These regulatory authorities exercise statutory
authority over such matters as rates of return, construction and operation of facilities, accounting practices, rates and tolls, and contractual agreements with customers.

In order to recognize the economic effects of regulation, the timing of recognition of certain revenues and expenses in these operations may differ from that
otherwise expected under generally accepted accounting principles for non-regulated businesses.

Regulatory assets represent amounts that are expected to be recovered from customers in future periods through rates. Regulatory liabilities represent amounts
that are expected to be refunded to customers in future periods through rates. In the absence of rate regulation, GAAP would not permit the recognition of regulatory assets
or liabilities and the earnings impact would be recorded in the period the expenses are incurred or revenues are earned. Long-term regulatory assets are recorded in other
assets whereas current regulatory assets are recorded in accounts receivable. Regulatory liabilities are recorded in other long-term liabilities and deferred credits.

The impacts of rate regulation on the Company's operations for the twelve months ending December 31, 2006 and as at December 31, 2006 are described in
these Significant Accounting Policies, and in Note 5 "Property, Plant and Equipment”, Note 6 "Rate Stabilization Accounts", Note 7 "Other Assets", Note 9 "Other
Long-Term Liabilities and Deferred Credits"”, Note 12 "Employee Benefit Plans", Note 13 "Financing Costs", and Note 14 "“Income Taxes".

(d) INVENTORIES

Inventories of gas in storage are valued at weighted-average cost. The cost of gas in storage is recovered from customers in future rates. Supplies and other
inventories are valued at the lower of cost and net realizable value.

(e) LONG-TERM INVESTMENTS

Investments in entities, when the Company exercises significant influence on their activities, are accounted for under the equity method and are presented in
long-term investments in the consolidated balance sheets. Other long-term investments where we do not have significant influence are carried at cost and are presented in
other assets in the consolidated balance sheets.

When the carrying value exceeds the fair value and the decline in fair value is other than temporary, long-term investments are written-down to their fair value.
(f) PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment are recorded at cost less accumulated depreciation and unamortized contributions in aid of construction. Cost includes all direct
expenditures for system expansions, betterments and replacements, an allocation of overhead costs and an allowance for funds used during construction. When allowed by
the regulators, regulated operations capitalize an allowance for equity funds used during construction at approved rates.
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Depreciation of regulated assets is recorded on a straight-line basis over their useful lives. Depreciation rates for regulated assets are approved by the respective
regulator, and for non-regulated assets require the use of management estimates of the useful lives of assets. Depreciation of non-regulated equipment is recorded using the
declining balance method.

The cost of regulated depreciable property retired, together with removal costs less salvage, is charged to accumulated depreciation, as is any gain or loss
incurred on disposal.

(9) IMPAIRMENT OF LONG-LIVED ASSETS

Long-lived assets are reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount of an asset may not be
recoverable. Recoverability of assets is measured by a comparison of the carrying amount of an asset to estimated undiscounted future cash flows expected to be generated
by the asset. If the carrying amount of an asset exceeds its estimated future cash flows, an impairment charge is recognized by the amount by which the carrying amount of
the asset exceeds the fair value of the asset.

(h) ASSET RETIREMENT OBLIGATIONS

The Company recognizes the fair value of a future asset retirement obligation as a liability in the period in which it incurs a legal obligation associated with the
retirement of tangible long-lived assets that results from the acquisition, construction, development, and/or normal use of the assets. The Company concurrently recognizes
a corresponding increase in the carrying amount of the related long-lived asset that is depreciated over the remaining life of the asset. The fair value of the asset retirement
obligation is estimated using the expected cash flow approach that reflects a range of possible outcomes discounted at a credit-adjusted risk-free interest rate. Subsequent
to the initial measurement, the asset retirement obligation is adjusted at the end of each period to reflect the passage of time and changes in the estimated future cash flows
underlying the obligation.

Changes in the obligation due to the passage of time are recognized in income as an operating expense using the interest method. Changes in the obligation due
to changes in estimated cash flows are recognized as an adjustment of the carrying amount of the related long-lived asset that is depreciated over the remaining life of the
asset.

As the fair value of future removal and site restoration costs for the Company's natural gas distribution and petroleum transportation systems are not currently
determinable, the Company has not recognized an asset retirement obligation as at December 31, 2006 and 2005. For regulated operations there is a reasonable expectation
that asset retirement costs would be recoverable through future rates or tolls.

(i) RATE STABILIZATION ACCOUNTS

TGVI maintains a BCUC approved Revenue Deficiency Deferral Account ("RDDA") to accumulate unrecovered costs of providing service to customers or to
drawdown such costs where earnings exceed an allowed return as set by the BCUC. The RDDA has accumulated the allowed earnings in excess of achieved earnings prior
to 2003 and is to be recovered through future rates. During the years ended December 31, 2006 and 2005, the RDDA has decreased as achieved earnings have exceeded the
allowed return.

Terasen Gas is authorized by the BCUC to maintain rate stabilization accounts which mitigate the effect on its earnings of unpredictable and uncontrollable
factors, namely volume volatility caused principally by weather and natural gas cost volatility. The Revenue Stabilization Adjustment Mechanism ("RSAM") accumulates
the margin impact of variations in the actual versus forecast volume use for residential and commercial customers.

The Commaodity Cost Reconciliation Account ("CCRA") and the Midstream Cost Reconciliation Account ("MCRA") accumulate differences between actual
natural gas costs and forecast natural gas costs as recovered in base rates. The two accounts segregate costs that are allocable to all sales customers (MCRA) and all
residential customers and certain commercial and industrial customers for whom Terasen Gas acquires gas supply (CCRA). TGVI has a Gas Cost Variance Account
("GCVA") which mitigates the effect on its earnings of natural gas cost volatility. The GCVA is recoverable in rates from customers in TGVI's service areas in future
periods.

All rate stabilization account balances for both TGV and Terasen Gas are amortized and recovered through rates as approved by the BCUC.
(j) DEFERRED CHARGES

The Company defers certain costs which the regulatory authorities or contractual arrangements require or permit to be recovered through future rates or tolls.
Deferred charges are amortized over various periods as approved by the regulator and depending on the nature of the costs.

Deferred charges include long-term debt issue costs which are amortized over the term of the related debt.

Deferred charges not subject to regulation relate to projects which are expected to benefit future periods and will be capitalized on completion, expensed on
project abandonment, or amortized over their useful lives.

(k) GOODWILL

Goodwill represents the excess of an investment over the fair value of the net assets acquired. Goodwill is not amortized and is tested annually for impairment
by comparing the book value with the fair value of the goodwill of the reporting unit to which the goodwill is attributable. Any deficiency in the book value compared to
the fair value will be recognized as an impairment loss.
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(I) REVENUE RECOGNITION
The Company recognizes revenues when products have been delivered or services have been performed.

The natural gas distribution utilities record revenues from natural gas sales on the basis of regular meter readings and estimates of customer usage since the last
meter reading date to the end of the year and are adjusted for the RSAM and other BCUC approved orders.

For the petroleum transportation operations, revenues are recorded when products are delivered and adjusted according to terms prescribed by toll settlements
with the shippers and approved by the respective regulator.

For the water and utility services operations revenues are recorded when services have been performed or products have been delivered.
(m) DERIVATIVE FINANCIAL INSTRUMENTS

The Company utilizes derivatives and other financial instruments to manage its exposure to changes in foreign currency exchange, interest rates and energy
commodity prices.

A derivative must be designated and effective to be accounted for as a hedge. The Company designates each derivative instrument as a hedge of specific assets
or liabilities on the balance sheet, specific firm commitments or anticipated transactions. The Company also assesses, both at inception and on an ongoing basis, whether
the derivative instruments that are used in each hedging transaction are highly effective in offsetting changes in fair values or cash flows of the hedged items. Derivatives
accounted for as a hedge are not recognized in the consolidated financial statements at December 31, 2006 and 2005.

Derivative financial instruments not designated as effective as a hedge are recorded at fair value at the balance sheet date. The carrying amount of these
derivatives, which comprise unrealized gains and losses, are included in accounts receivable in the case of contracts in a gain position and accounts payable and accrued
liabilities in the case of contracts in a loss position. The offsetting gain/loss is recorded in the rate stabilization accounts, as realized gains/losses are passed on to customers
when realized.

The Company formally documents all relationships between hedging instruments and hedged items, as well as its risk management objective and strategy for
undertaking various hedge transactions.

As approved by the regulator, derivatives are used to manage natural gas commaodity price risk in the natural gas distribution operations. The majority of natural
gas supply contracts have floating, rather than fixed prices. The Company uses natural gas price swap contracts to fix the effective purchase price. Any differences between
the effective cost of natural gas purchased and the price of natural gas included in rates are recorded in deferral accounts (CCRA and MCRA), and subject to regulatory
approval, are passed through in future rates to customers.

Foreign currency risk in natural gas distribution operations relates mainly to purchases and sales of natural gas denominated in U.S. dollars, and is thereby
managed through regulatory deferral accounts.

The Company's short-term borrowings and variable rate long-term debt are exposed to interest rate risk. The Company manages interest rate risk through the
use of interest rate derivatives with payments and receipts under interest rate swap contracts being recognized as adjustments to financing costs.

The Company's earnings from the U.S. portion of Trans Mountain's crude oil pipeline system and the Company's investment in the Express System are subject
to foreign currency risk. The Company manages some of these foreign currency exposures through the use of foreign currency derivatives.

Unless otherwise approved by regulation, if a derivative instrument is terminated or ceases to be effective prior to maturity, the gain or loss at that date is
deferred and recognized in income concurrently with the hedged item. Any subsequent changes in the value of the derivative instrument are reflected in income.

Non-hedge derivatives not subject to regulation are marked to market at the balance sheet date with fluctuations in value charged to earnings.
(n) POST-EMPLOYMENT BENEFIT PLANS

The Company sponsors a number of employee benefits plans. These plans include both defined benefit and defined contribution pension plans, and various
other post-retirement benefit plans.

The cost of pensions and other post-retirement benefits earned by employees is actuarially determined as the employee provides service, except when the
regulator requires costs to be expensed as paid. The Company uses the projected benefit method based on years of service and management's best estimates of expected
returns on plan assets, salary escalation, retirement age of employees, mortality and expected future health-care costs. The discount rate used to value liabilities is based on
AA Corporate bond yields. The Company accrues the cost of defined benefit pensions and post- employment benefits as the employee provides services, except when the
regulator requires costs to be expensed as paid.

The expected return on plan assets is based on management's estimate of the long-term expected rate of return on plan assets and a market-related value of plan
assets. The market-related value of assets as of December 31, 2006 is calculated as the average of the market value of invested assets at December 31, 2006 and two
actuarially determined extrapolated market values of invested assets at December 31, 2006. The two extrapolated market values are calculated by using the market value
of invested assets at December 31, 2004 rolled forward to December 31, 2006 using 2005 and 2006 net contributions and assumed investment returns, and the market
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value of invested assets at December 31, 2005 rolled forward to December 31, 2006 using 2006 net contributions and assumed investment returns. These three amounts are
then averaged to determine the market-related value of plan assets used in calculating net benefit expense.

Adjustments, in excess of 10% of the greater of the accrued benefit obligation and plan asset fair value, that result from plan amendments, changes in
assumptions and experience gains and losses, are amortized over the expected average remaining service life of the employee group covered by the plan. Experience will
often deviate from the actuarial assumptions resulting in actuarial gains and losses.

Defined contribution plan costs are expensed by the Company as contributions are payable.
(o) INCOME TAXES

The Company's regulated gas and petroleum operations account for and recover income tax expense in rates as prescribed by their respective regulators. This
includes accounting for income taxes by the taxes payable method and accounting for certain deferral and rate stabilization accounts on a net of realized tax basis.
Therefore, future income taxes related to temporary differences are not recorded.

The taxes payable method is followed as there is a reasonable expectation that all future income taxes will be recovered in rates when they become payable.

The Company's non-regulated operations follow the asset and liability method of accounting for income taxes. Future income tax assets and liabilities are
determined based on temporary differences between the tax bases of assets and liabilities and their carrying values for accounting purposes. Future income tax assets and
liabilities are measured at the tax rate that is expected to apply when the temporary differences reverse.

(p) STOCK-BASED COMPENSATION

Prior to November 30, 2005, the Company had a Share Option Plan whereby officers, directors and certain key employees may be granted options to purchase
common shares. The Company uses the fair value based method for valuing stock options granted on or after January 1, 2003. Under the fair value based method,
compensation cost is measured at the fair value at the date of grant and is expensed over the award's vesting period.

Prior to January 1, 2003, the Company used the settlement method of accounting for stock options, whereby any consideration paid by employees on the
exercise of stock options was credited to common shares and no compensation expense was recognized.

The Company's Share Option Plan was discontinued on November 30, 2005 as a result of the acquisition of the Company by KMI.

The Company issued Deferred Share Units ("DSU's") to senior management and Board members under long-term compensation programs and also as an
optional form of compensation to Board members. The DSU's were marked-to-market at the end of each quarter and gains or losses were recognized in earnings. The
DSU's notionally earned dividends that were reinvested as additional DSU's when dividends were paid, and were paid out in cash only on retirement or termination of the
individual receiving them. The DSU's were paid out in cash upon the acquisition of the Company by KMI on November 30, 2005.

(@) VARIABLE INTEREST ENTITIES

Effective January 1, 2005, the Company adopted the Canadian Institute of Chartered Accountants (CICA) Handbook Accounting Guideline 15 "Consolidation
of Variable Interest Entities”. The Company has performed a review of the entities with whom it conducts business and determined that under the definitions in the
Guideline the Company's investment in Express US Holdings LP, part of the Express System, is deemed to be a variable interest entity. As the Company has not been
identified as the primary beneficiary of Express US Holdings LP, the Company continues to account for its investment in the Express System on an equity basis. The
Company's future exposure to loss regarding its investment is represented by the carrying value of the investment.
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2. SEGMENT DISCLOSURES

2006

REVENUES. ... bbb s
Cost of natural gas........cccccovreeee
Cost of revenues from other activities .
Operation and maintenance..............

Depreciation and amortization ..
ProPerty @GN0 OtNET TAXES ......c.viviieteiiiirieiet ettt bbbttt ettt

(@] o= =L 4T T T o] o 1= TSRSt
LT LA Tod [ o 0 ) £ TSP
Share of (earnings) of Express System
Income taxes (recovery) on earnings .................
Net earnings (loss) before discontinued OPEratioNS ...........c.cveueueuiirniniiietcee s
Loss from discONtinUEd OPEIALIONS ..........c.vvviiieiiiieieieirieri et
Net earnings (10SS).......cccceeverererunne

Total assets ........
Goodwill................
CaPITAl EXPENUITUIES ...ttt bbbttt bbbttt bbbttt

2005

REVENUES.......oiiiti s
Cost of natural gas....
Cost of revenues from other activities .
Operation and maintenance..............

Depreciation and amortization ..
PrOPErty @GN0 OB TAXES ..ottt et b ettt bbb bbbt b bbbt et

OPEIALING INCOIME .....viviiiieetesei ettt b et b bbbt bbb st b ettt bbb bbbt b et e e bbb
Financing costs
Share of (earnings) Of EXPreSS SYSIEM ......iviviueiiiiisieieeiisiseste et s et sa s ssesesenesessssssesesens
INCOME taXxeS (FTECOVEIY) ON BAMINGS ...vvuvveveeerereiseereseresesessesesesesesessesesesesessssesesesesessssesesesessssssesesesesssessssesesesens
(Earnings) from Clean Energy net of disposition costs
Net earnings (loss) before discontinued operations......
Loss from discontinued operations ......................
Net earnings (loss)....
Total assets ........
Goodwill................
CaPITAl EXPENUITUIES ...ttt b bbb b bttt bbbt b e es

Natural gas Petroleum Other
distribution transportation _activities Total
$ 17411 3 2424 $ 442 $ 20277
1,117.9 — — 1,117.9
— — 27.1 27.1
197.5 83.8 111 292.4
102.1 37.6 55 145.2
49.4 25.1 — 74.5
1,466.9 146.5 43.7 1,657.1
274.2 95.9 0.5 370.6
123.3 26.8 29.4 179.5
— (24.5) — (24.5)
55.4 17.4 (4.4) 68.4
95.5 76.2 (24.5) 147.2
— — (17.5) (17.5)
95.5 76.2 (42.0) 129.7
3,698.5 1,639.4 39.9 5,377.8
76.4 — — 76.4
147.4 229.4 0.3 377.1
Natural gas Petroleum Other
distribution transportation _activities Total
$ 16780 $ 2278 $ 467 $ 19525
1,063.7 — — 1,063.7
— — 28.9 28.9
195.8 82.3 42.6 320.7
96.7 37.6 8.3 142.6
47.4 24.6 (0.1) 71.9
1,403.6 1445 79.7 1,627.8
274.4 83.3 (33.0) 324.7
129.2 317 30.5 1914
— (21.9) — (21.9)
54.4 9.0 (11.8) 51.6
— — (2.5) (2.5)
90.8 64.5 (49.2) 106.1
— — (4.9) (4.9
90.8 64.5 (54.1) 101.2
3,663.6 1,404.2 262.1 5,329.9
76.4 — — 76.4
176.3 37.4 1.0 214.7

The segmented disclosures in these consolidated financial statements report the water and utility services business as discontinued operations. Terasen's 30%

share of CWLP is included in other activities.

3. DISCONTINUED OPERATIONS AND DISPOSITIONS

(a) In January 2006, the Company entered into an agreement to sell Terasen Water and Utility Services, including the Company's 50% equity interest in FSW, to a
consortium of external third parties and Terasen Water and Utility Services senior management. The sale does not include the Company's interest in CWLP. The sale was

completed on May 19, 2006.

The Company has classified, at December 31, 2005, the assets and liabilities of the entities being sold as assets and liabilities held for sale. The revenue and expense
items for 2005 and 2006 have been classified as loss from discontinued operations. The 2005 pre-tax income includes a charge to earnings of $7.2 related to currency

translation losses arising on the Company's investment in self-sustaining foreign operations.

(b) On October 31, 2005, the Company sold its 40.38% ownership in Clean Energy for proceeds of approximately U.S. $35.9 million. The sale, together with equity
earnings of Clean Energy for the nine months ended September 30, 2005, resulted in a gain of $2.5 million, including the recognition of all unrealized gas forward contract
gains of Clean Energy in 2005 totaling $10.9 million and the recognition of currency translation losses previously included in shareholders' equity totaling $8.4 million.

4. INVESTMENTS IN JOINTLY-CONTROLLED ENTITIES

As at December 31, 2006, the Company has a 30% interest in CWLP for which it uses the proportionate consolidation method of accounting. The Company's
proportionate interest in the assets and liabilities of FSW are excluded from the table below as they are classified as assets and liabilities held for sale at December 31,
2005. The Company's proportionate interest in FSW at December 31, 2005 includes $52.8 million of assets and $16.0 million of liabilities, all of which are classified as

held for sale.
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The Company's proportionate share of assets, liabilities, revenues, expenses, and cash flows related to this entity proportionately consolidated is summarized as

follows:
2006 2005
CUITEIE BSSELS. ... cveveeracsereseeeeeses e eee s s ee e es e b st s s b e bR s h e b b0 088 E 8 E s E R E bRt E bbbttt $ 99 $ 102
Long-term assets (including property, plant and equipment and
GOOUWIIT .ttt b b e bbb s £ 0 bbb £ b b EeH 1 £ £ SRS heh e84 £ e E e b E e E e A £ E b E e h £ E bR h R £ R e b bR R et R b bRttt b bt 29.6 35.6
Current liabilities... 27.6 39.4
REVENUES........coviiiiii s 43.0 435
Expenses (including financing costs and income tax). . 35.8 36.4
Net earnings from continuing operations.................. . 7.2 7.1
Earnings from discontinued operations... — 1.7
Cash flows from operating activities.... 0.6 13.9
Cash flows from investing activities . (0.9) 0.1)
Cash FIOWS FrOm fINANCING BCTIVITIES. ........cu ittt b bbb £ b bbb £ b b e b e b e E e b e b e bR b e b b e b e b e e bbb e b et bbb et et e e — —
5. PROPERTY, PLANT AND EQUIPMENT
2006
Weighted average Accumulated  Net book
depreciation rate Cost depreciation Value
Natural gas diStribUTION SYSIEIMS ........c.cueiiirieieieirisiriete ettt se st sse e s senesasssesesenenens 2.37% $ 32329 % 679.8 $ 2,553.1
Petroleum pipeline systems 2.53% 1,597.2 363.6 1,233.6
Plant, buildings and EQUIPMENT ............ciiuiieiiiiiiit e 8.29% 466.5 209.8 256.7
Land and 1800 FIGNES ......c.cviiiiiii bbb 0.04% 154.1 2.8 151.3
$ 54507 $ 12560 $ 41947
2005
Weighted average Accumulated  Net book
depreciation rate Cost depreciation Value
Natural gas distriDULION SYSIEIMS ......c.c.cuiiiiiiiiiicieieieirieirie ettt 2.31% $ 3,099 $ 596.7 $ 2,497.2
Petroleum PIPeling SYSIBMS ........ucuiuiiiririeice ettt bbb 2.59% 1,329.5 329.7 999.8
Plant, buildings and EQUIPMENT ..ottt 9.13% 427.4 167.0 260.4
Land and 1and FIGNES .......cviiiieeiieic bbbt 0.15% 153.2 2.7 150.5

$ 50040 $ 1091 $ 39079

As allowed by the regulators, during the year ended December 31, 2006, the Company capitalized an allowance for equity funds during construction at
approved rates of $1.2 million (2005 — $1.0 million) and approved capitalized overhead of $32.0 million (2005 — $31.1 million), with offsetting inclusions in earnings.

6. RATE STABILIZATION ACCOUNTS

2006 2005
Current Assets
$ 73 $ 1238
11.3 13.0
81.3 —
255 —
9.1 2.6
1345 28.4
RDDA ..o oottt ettt ettt e bbb s Attt ebeAe Attt ebebeA e et ebet et eAe st tetebeAeAs bt ebebeAeA e et ebebeA e At bbb et eAe et bt etebeAeAs b et ebebeAese s et ebebeb e et et ebebete s 23.6 22.4
24.7 25.9
48.3 48.3
— (21.3)
— (26.6)
— (47.9)

$ 1828 $ 288

The current portion of the rate stabilization accounts represents the amounts expected to be recovered or refunded in rates over the next year. Actual
recoveries/(refunds) will vary depending on actual natural gas consumption and recovery amounts approved by the BCUC. Rate stabilization accounts are presented net of
tax, where applicable.

The RSAM account is anticipated to be recovered in rates over three years. Recovery of the RSAM balance is dependent upon annually approved rates and
actual gas consumption volumes. The MCRA and CCRA accounts are anticipated to be fully recovered or paid within the next fiscal year. The RDDA has accumulated the
allowed earnings in excess of achieved earnings prior to 2003 and is to be recovered through future rates. During the years ended December 31, 2006 and 2005, the RDDA
has decreased as achieved earnings have exceeded the allowed return.
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In the absence of rate regulation, the costs in the rate stabilization accounts above would have been expensed as incurred which would have resulted in
decreased margin of $240.6 million (2005 — increased $31.0 million), increased natural gas distribution revenues of $4.3 million (2005 — $0.1 million) decreased
income taxes expense of $75.9 million (2005 — increased $15.4 million) and increased net income of $6.4 million (2005 — 15.5 million) related to the RDDA.

7. OTHER ASSETS

2006 2005
Deferred charges
Subject to rate regulation and approval for recovery in rates
Income taxes recoverable 0N POSt-eMPIOYMENT DENETITS .......cviiiiiieieiirc et e ettt e e et en e e e s nsnnenn $ 131 $ 106
Long-term debt issue costs 8.7 9.5
Commercial commOdity UNDUNGIING COSES ......viveuiriiirieieieiisis ettt sttt e e se et e s e s e s e s e be s e s e e ne et s e s e s e e e s es et e e e s nsnsnsennnnns 25 3.2
Replacement transportation agreement 2.2 3.2
Other items included approved for recovery in rates 9.6 12.2
Subject to rate regulation but not yet approved for recovery in rates
Deferred development costs for capital projects 25.3 19.5
Southern Crossing Pipeline PST Reassessment 10.0 —
Corporate capital tax deferrals ...........cccoeovvenniiniciinnnnns 7.6 75
Other items subject to rate regulation DUL NOt YEL APPIOVET ..........cueuiiiiieieieiite ettt b bbbt b bbbttt eb b 0.2 17
Included in non-regulated entities
[T aTo R (=T T Lot oL T U= o0 )£ TP 11 1.0
Other items included iN NON-TEGUIATEA BNEILIES ........cviiveieieiiiisiete et ettt e e et e s e s e s e ne e et e s e s e e se b e s e s e s e e e s e s et e e e e nsetesenennns 2.5 2.7
82.8 711
PENSION ASSEES (INOE L12) .....vviiiiiectcieieietee sttt h et b bt h bbb b0 £ E bbb 4 bbbt b bbbt bbbttt nr e 175 13.8
Investments 17 2.2
LONG-TEIM FECEIVADIES ...ttt b bbb bbb £ £ b e b e h a8 £ £ e b e bR R £ H£ 48 b e b b £ £ £ b b e b e b e s e £ e £ e b e b e b e R e £ e e e b b e b e b e et b bbb e n e e n e 11.2 115
$ 1132 $ 986

Amortization of these deferred charges in rates for the year ended December 31, 2006 totalled $4.9 million (2005 — $11.3 million).

The deferral account for income taxes on post-employment benefits relates to income tax amounts on post employment benefit expense. The BCUC allows
post-employment benefits to be collected from customers through rates calculated on the accrual basis, rather than a cash paid basis, which produces timing differences for
income tax purposes. Since Terasen Gas accounts for income taxes using the taxes payable basis of accounting, the tax effect of this timing difference is included in other
assets, and will be reduced as cash payments for post-employment benefits exceed required accruals and amounts collected from customers in rates.

Long-term debt issue costs are amortized over the terms of the related debt, whose maturity dates are provided in Note 8 "Long-Term Debt".

The commercial commodity unbundling costs deferred are costs incurred to develop a third-party marketer alternative for commercial customers to purchase
natural gas from suppliers other than Terasen Gas. The BCUC has approved the recovery of these costs in rates over a five-year period, of which three years remain at
December 31, 2006.

The deferral account for the replacement transportation agreement relates to amounts that Terasen Gas is allowed to recover from customers in rates in order to
cover any shortfall in revenues relative to a minimum amount approved by the BCUC on the Company's Southern Crossing Pipeline. The deferral account is being
amortized and recovered in rates over a five-year period, of which three years remain at December 31, 2006.

Deferred development costs for capital projects include costs for projects under development that are expected to be added to regulated rate-base in future
periods. These costs include approximately $22.3 million (2005 — $16.2 million) for Trans Mountain Expansion (“TMX") costs and $3.0 million (2005 — $3.3 million)
for capital projects that are currently in progress by the natural gas distribution operations.

The deferral account for the Southern Crossing Pipeline PST reassessment relates to a payment made in regards to an assessment of additional provincial sales
tax on the Southern Crossing Pipeline (see Note 17). The Company made a payment of $10 million pending resolution of the appeal as a good faith payment in order to
forestall an order from the Province of British Columbia (“the Province") to provide full payment or security. Depending on the success of the appeal, the Company will
either be refunded this payment from the Province or alternatively expects to recover the costs from customers in future rates.

The deferral for corporate capital tax relates to tax payments that were made to the Province related to assessments for corporate capital tax for TGVI and
Terasen Gas. In November 2006, the Supreme Court of BC decided in favour of the Company in respect of some of the significant issues under appeal. The Province
appealed the decision but withdrew its appeal subsequent to year end. Amounts will be refunded to customers in future rates.

On October 6, 2005, the BCUC issued a decision that denied recovery of approximately $5.4 million of costs that Terasen Gas incurred to develop the Inland
Pacific Connector pipeline project that is planned to bring new gas transmission capacity to the Lower Mainland of British Columbia when economic conditions make the
project viable. Terasen Gas recorded an after-tax provision of $3.7 millio n at December 31, 2005. The Company still intends to proceed with the project when market
conditions are supportive and intends to keep all existing permits and land right approvals in place that have already been granted. The Company will again seek to recover
such costs in the future when it proceeds with the project.

Deferred charges for rate regulated entities that have been aggregated in the table above and in the table in "Other Long-term Liabilities and Deferred Credits"
in Note 9 relate to more than 50 deferral accounts, none of which exceed $2.0 million individually. All of these accounts have been approved by regulators in prior annual
rate approvals or orders and are being amortized over various periods depending on the nature of the costs.
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In the absence of rate regulation, the deferred charges in the above table would have been expensed, except for the costs related to deferred development costs
for capital projects, the Inland Pacific Connector development costs and the investment balances. This would have resulted in increased income taxes of $2.5 million
(2005 — $2.2 million), decreased financing costs of $0.7 million (2005 — increased $0.3 million), increased operation and maintenance costs of $6.3 million
(2005 — decreased $12.0 million) and increased property and other taxes of $0.1 million (2005 — decreased $0.2 million).

8. LONG-TERM DEBT

2006 2005
Terasen Inc.
(a) Medium Term Note Debentures:
6.309% Series 1, due DECEMDET 1, 2008 .........cceiiiiiitrieieiirieietetet ettt sttt e bt esese e sesbebeses e sesEebebeb e e e £ e b b eb e b e et e b b e b e b e st e b e b e b e b e e b e e st e b e b e s et ne et benene $ 200.0 $ 200.0
4.85% Series 2, UE MaY 8, 2008...........cueueueuiiirieteiestiniei ettt sttt sttt b s st e st b b e b s £ e bbb e s e e b £ e b e R R eR £ e e R b e R R £ e R b bRttt b et b e — 100.0
5.56% Series 3, due SEPtemMDEr 15, 2014.........c.ccuiiiiiiiiiie bbb 125.0 125.0
(b) 8% Capital Securities, due APFl 19, 2040 ........cccooiiiieeierieisieee ettt se st s s e se s e e e s et et e ses e s seetesesesese st et et et e e e e es et e R e e e et et erere e e 125.0 125.0
450.0 550.0
Terasen Gas Inc.
(c) Purchase Money Mortgages:
11.80% Series A, due SEPLeMDEr 30, 2015........cuoueeiriirieteieiee ettt ettt a e s e st se et e te s es e st et ek e R e R et e bR e b e Rt et bR e ettt bR et ettt s r e e s 74.9 74.9
10.30% Series B, due SEPtEMDET 30, 2016 ........oveveueueriirieieieiee sttt ete et ee e st se et et e s es e st et e beses et e e b s e b e R et et et e b ettt et Rt ettt s r e e e 200.0 200.0
(d) Debentures and Medium Term Note Debentures:
9.75% Series D, due DECEMDEE 17, 2006 ........c.ceriruiurueueuirieirtettietetetseste e sesesessetesese e st saebeses e st ss et ebeb e e s e e bebebeb e st absb e b e b e st e b e b e b e b e et se st ebesese s aeebabebane — 20.0
10.75% Series E, AU JUNE B, 2009 .........cueueueuiirieieteieieirietetet sttt ettt eb st e b es s e e st e b e b s s e 1 £ a8 e b b E et E bbb b £ e b e b b st b e e b bt s bbb n b 59.9 59.9
6.209 SErieS 9, AUE JUNE 2, 2008........c.cuiiiieeteutiiiieeteiet ettt ettt e b sttt s b s s e st e R b s es £ n £ e b e b e b e h £ e £ e b b e bR e £ R bbb e bbb bRttt bRttt r e 188.0 188.0
6.95% Series 11, due September 21, 2029...........cccviiiiiiiii b 150.0 150.0
6.50% Series 13, dUE OCLODET 16, 2007 ........ueiueuerieriririeiseietetetees et ts st et b ettt bbbt eh bbb bbb bbbt bbbt 100.0 100.0
6.15% SErieS 16, AUE JUIY 31, 2006 ......cvovvveveeereriirieteiesesesesteteseseeessssssesesesessesesesesesessssesesessssssesesesessssnsesesesesesssesesenssensasesesesessssnsesesessnsssesasesen — 100.0
6.50% Series 18, due May 1, 2034........ 150.0 150.0
5.90% Series 19, due February 26, 203 150.0 150.0
Floating Rate Series 20, interest rate of 4.25% (2005 —
3.36%0) AUE OCLODET 24, 2007 ......viieiiieeieieteieiitsteeteteee ettt ses et tese bt et e e e et e s eaeseses s s e a8 o8 e st eb e b s b e e s e s b e s eb e s e b bt s e s e s st e b e bbb s st esebesebenna 150.0 150.0
5.55% Series 21, due SEPLEMDET 25, 2036.........ccouiiitrieieirieirteteieere et te ettt besese e st e b e be s e s e et s e s b ebeb e e e £ b b e b e R e et e b b e b b e Rt £ b b e b e b et et e bR et et benene 120.0 —
Obligations under capital leases, at 5.62% (2005 — 6.0790) ........ccrururiririiiiiiiriceier bbb 7.2 8.8
1,350.0 1,351.6

Terasen Gas (Vancouver Island) Inc.

(e) Syndicated credit facility at short-term floating rates,

weighted average interest rate of 4.88% (2005 — 3.88%) which

LT VLR XTI O (N o | (0 1 PSR 299.7 209.5

(f) Government repayable loan due 2007 (Note 17) 3.8 —
3035 209.5
Terasen Pipelines (Corridor) Inc.
(9) Debentures:
4.24% Series A, dUE FEDIUANY 2, 20L0.......c.couiriieeteieieirieieteietert ettt e e et eses e se bt ebes e se e b ebeb e st £ e e e e b e b e s eR £ aE e b e b e b e b et eE e b ke b e b e et b et ebese st et neebebenene 150.0 150.0
5.033% Series B, AUE FEDIUAIY 2, 2015........ccuiueieieiiiiteietetiteirt ettt et bbb e e s bbb e s £ s£ s e e b e b e b e £ e £ e b b e b e b e ne e b b e b e b e R e e b e b e b e b e e s s e st e b e b e s et seebebenene 150.0 150.0
300.0 300.0
TOTAL TONG-TEIM AEDL ...ttt bbb bbb e h b b s £ £ E b b st £ 0 b b h e R e e E bbb e e £ b bbbttt e b bt et bbb 2,403.5 2411.1
Less: current POrtion OF IONG-TEIMN GEDT ..........oueueiiii ettt bbbt b bbbt b bbbt e bbbt e e nnenas 285.9 398.2

$ 21176 $ 20129

(a) TERASEN INC. MEDIUM TERM NOTE DEBENTURES:
The Company's Medium Term Note Debentures are unsecured obligations but are subject to the restrictions of the Trust Indenture dated November 21, 2001.
(b) TERASEN INC. CAPITAL SECURITIES:

On April 19, 2000, the Company issued $125.0 million of 8.0% Capital Securities with a term to maturity of 40 years for gross proceeds of $123.7 million. The
Company may elect to defer payments on these securities and settle such deferred payments in either cash or common shares, and has the option to settle principal at
maturity through the issuance of common shares. The securities are exchangeable at the option of the holder on or after April 19, 2010 for common shares of the Company
at 90% of the market price, subject to the right of the Company to redeem the securities for cash.

(c) TERASEN GAS INC. PURCHASE MONEY MORTGAGES:

The Series A and Series B Purchase Money Mortgages are secured equally and rateably by a first fixed and specific mortgage and charge on Terasen Gas'
Coastal Division assets, and are subject to the restrictions of the Trust Indenture dated December 3, 1990. The aggregate principal amount of Purchase Money Mortgages
that may be issued under the Trust Indenture is limited to $425 million.

(d) TERASEN GAS INC. DEBENTURES AND MEDIUM TERM NOTE DEBENTURES:

Terasen Gas' debentures are unsecured obligations but are subject to the restrictions of the Trust Indenture dated November 1, 1977, as amended and
supplemented.
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(e) TERASEN GAS (VANCOUVER ISLAND) INC. BANK SYNDICATE:

On January 13, 2006, TGVI entered into a five-year $350 million unsecured committed revolving credit facility with a syndicate of banks. TGVI issued
bankers' acceptances under this facility to completely refinance TGVI's former term facility. The bankers' acceptances have terms not to exceed 180 days at the end of
which time they are replaced by new bankers' acceptances. The facility can also be utilized to finance working capital requirements and for general corporate purposes. The
terms and conditions are similar to those of the previous facility and common for such term credit facilities. Concurrently with executing this facility, TGVI entered into a
$20 million seven-year unsecured committed non-revolving credit facility with one bank. This facility will be utilized for purposes of refinancing any annual prepayments
that TGVI may be required to make on non-interest bearing government contributions. The terms and conditions are primarily the same as the aforementioned TGVI
facility except this facility ranks junior to repayment of TGVI's Class B subordinated debt, which is held by its parent, the Company. While the bankers' acceptances are
short term, the underlying credit facility on which the bankers' acceptances are committed is open through January 2011. Accordingly, under the $350 million credit
facility, borrowings outstanding at December 31, 2006 of $269 million have been classified as long-term debt and an estimated $27.0 million as current maturities.
Borrowings outstanding against the $20 million credit facility at December 31, 2006 were $3.7 million.

(f) TERASEN PIPELINES (CORRIDOR) INC. DEBENTURES PAPER:

On February 1, 2005, Corridor issued $150 million Series A Debentures and $150 million Series B Debentures. The debentures are unsecured and subject to
restrictions of the Trust Indenture. The proceeds were used to repay a portion of Corridor's outstanding commercial paper.

Concurrent with the debenture issuance, Corridor entered into an operating credit facility which has annual renewal provisions. The credit facility is unsecured
and will backstop Corridor's commercial paper issuance.

The Company's Series 1 and Series 3 Medium Term Note Debentures and Capital Securities, Terasen Gas' Series B Purchase Money Mortgages, Series E
Debentures, and Series 11, Series 13, Series 18, Series 19 and Series 21 Medium Term Note Debentures, and Corridor Series A and Series B Debentures are redeemable
in whole or in part at the option of the Company at a price equal to the greater of the Canada Yield Price, as defined in the applicable Trust Indenture, and the principal
amount of the debt to be redeemed, plus accrued and unpaid interest to the date specified for redemption. The Canada Yield Price is calculated as an amount that provides
a yield slightly above the yield on an equivalent maturity Government of Canada bond.

Required principal repayments over the next five years are as follows:

9. OTHER LONG-TERM LIABILITIES AND DEFERRED CREDITS

2006 2005
Pension and other post-employment benefit liabilities (NOTE 12) .....cccviivieieueiiririeeeisi sttt e ne s s s nenene $ 652 $ 535
Deferred gains on sale of natural gas distribution assets............. 54.8 59.2
DIETEITEA PAYMENT ...ttt b et st h b h b b e s bbb £ 4 £ b bbb E b e s eE bbb b e et bbb bbbttt bbbttt 38.3 36.0

Deferred credits
Subject to rate regulation and approved for refund in rates
EArnings SNariNg IMECNANISIM ......ciiiuiiiiiiirieieie ettt bbbt b bbbt st b b e b e b e £ e £ e e e b e b e R e R £ A £ e b e b e b e b2 e 4 £ b b e b e R e e £ £ b e b e b e Rttt b e b e b e se et et et ebeb et s 12.6 8.8

SCP Net Mitigation Revenue....... 3.8 0.8
Large Corporation Tax Elimination. 31 —
Deferred INTEIESE IMECNANISI ...ttt bbb b s bbb b e b b h R b bbb £ e E bbb £ bbbt bbb bt et bbbt 0.4 24
Other items included approved fOr rEPAYMENT IN FAIES .......c.c ittt ettt ettt h et b bbbt e bbbt bbb bbbt b b b e 7.7 6.0
Other deferred credits in entities subject to rate regulation.. 0.5 17
Other deferred CreOitS/IADIIITIES. .........c.iuiiii bbb bbb bbbt b ettt 12.0 13.9

$ 1984 $ 1823

The deferred gains on sale of natural gas distribution assets occurred upon the sale and leaseback of pipeline assets to certain municipalities in 2001, 2002, 2004
and 2005. The pre-tax gains of $70.5 million on combined cash proceeds of $141.1 million are being amortized over the 17-year terms of the operating leases that
commenced at the time of the sale transactions. These operating lease commitments are included in the table in Note 17.

The deferred payment resulted from the Company's acquisition of TGV effective January 1, 2002. The deferred payment has a face value of $52.0 million but
was discounted at January 1, 2002 to a present value of $28.2 million. The payment is due on December 31, 2011 or sooner if TGV realizes revenues from transportation
revenue contracts to serve power-generating plants which may be constructed in TGVI's service area. If any part of the deferred payment is paid prior to
December 31, 2011, the difference between the payment and the carrying value of the debt will be treated as contingent consideration for the acquisition of TGVI and will
be added to the cost of the purchase at that time.

The Earnings Sharing Mechanism is a mechanism agreed to in Terasen Gas' multi-year agreement to share, on a 50/50 basis, amounts earned by Terasen Gas on
its regulated activities that exceed or are less than amounts allowed by the BCUC in the cost-of-service allowed return calculations. These amounts are shared on an
after-tax basis, and are returned to customers in rates.
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The SCP Net Mitigation Revenue is revenue that is received from third parties for the use of the SCP transportation capacity that has not been utilized by the
firm transportation agreement customers. This account is used to record differences between actual revenues from SCP mitigation and what has been approved in the
current revenue requirement. Amounts are being amortized to income over 5 years.

The large corporation tax elimination costs resulted from the British Columbia government eliminating the tax on large corporations in 2006. The BCUC
allows large corporation tax to be recovered from customers through rates. These costs were collected from customers through rates in 2006 and now are owed back to
customers in future rates upon the elimination of the large corporation tax. The costs will be returned to customers in rates over a three-year period beginning
January 1, 2007.

Terasen Gas has a deferred interest mechanism which has been approved by the BCUC which requires that variances due to differences in long-term
borrowings and long-term and short-term interest rates from those that have been approved in rates be returned to customers in future rates. The impact of this mechanism
was to decrease financing costs for the year ended December 31, 2006 by $0.6 million (2005 — increase by $2.0 million) from what otherwise would be reported. The
balance of the deferred interest account is being amortized on a straight-line basis over three years.

Other deferred credits/liabilities include amounts resulting from the Company's acquisition of TGVI effective January 1, 2002.

Amortization of deferred credits in entities that are subject to rate regulation in rates for the year ended December 31, 2006 totalled $4.1 million
(2005 — $4.5 million).

In the absence of rate regulation, the other long-term liabilities and deferred credits in the above table would have been expensed, aside for the pension and
other post-employment benefit liabilities and the deferred payment. This would have resu Ited in decreased operation and maintenance costs of $1.0 million
(2005 — $1.6 million), increased financing costs of $2.0 million (2005 — $0.1 million) and decreased property and other taxes of $3.1 million (2005 — nil).

10. SHARE CAPITAL
AUTHORIZED SHARE CAPITAL

The Company is authorized to issue 750,000,000 common shares, 100,000,000 first preference shares and 100,000,000 second preference shares, all without
par value.

COMMON SHARES

Changes in the issued and outstanding common shares are as follows:

2006 2005
Number Amount Number Amount
Outstanding, BEGINNING OF YEAI .......c.cuiiiiieieeere ettt s et 115,643,162 $ 904.9 114,355,665 $ 883.4
Issued under:
SHAE OPLION PIAN ...ttt bbbt bbb bRt e bbbt bbbt — — 1,283,146 21.3
Employee Share PUICAse PIAN .........o.cuiiiiiicieee ettt bbbttt — — 4,351 0.2
115,643,162 $  904.9 115,643,162 $ 904.9
Less common shares held Dy Trans MOUNTAIN............cceiiiiiic s 9,184,188 9,184,188
OULSTANAING, BN OF YK ......vcviiiiiseetei bt bbb bbb bbbt b bbb bbb 106,458,974 106,458,974

As at December 31, 2006, Trans Mountain owned 7.9% (2005 — 7.9%) of the common shares of Terasen Inc. The cost of these shares is shown as a deduction
from shareholder's equity.

All of the shares outstanding at December 31, 2006 are owned by KMI.
11. SHARE OPTION PLAN AND STOCK-BASED COMPENSATION
SHARE OPTION PLAN

The Company had a Share Option Plan whereby officers and certain key employees could be granted options to purchase a maximum of 12,600,000 unissued
common shares with terms up to ten years. There were two categories of options which were issued under the Share Option Plan, Regular Share Options and Performance
Based Share Options. The option exercise price was the closing sale price of the common shares on the Toronto Stock Exchange on the trading day prior to the date the
option was granted. The Share Option Plan was discontinued on November 30, 2005 as a result of the acquisition of the Company by KMI.

REGULAR SHARE OPTIONS

Since 2000, the Company had granted options with eight-year terms which were exercisable on a cumulative basis and vested at one-third per year on the
anniversary of the option grant date. Prior to 2000, the Company granted options with ten-year terms which were exercisable on a cumulative basis at 20% per year.
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REGULAR SHARE OPTIONS OUTSTANDING

Weighted-

Shares under average
option exercise price

OULStANAING, JANUAIY 1, 2005.......c0ciiiireeiteieteieteieisies ettt ettt s st teseb et et se e sesesebese st st e e s e a8 et e s e b s e bt s e e s e s b e s e b et e s st s e bbb et s bt s s e s s etens 565,868 $ 1553
Options granted during the year ... 5,000 29.45
Options eXercised ........ocoevreeeerererenieeenes (287,165) 15.15
Options forfeited, cancelled and expired ... (82,991) 11.59
Options purchased by KMI and cancelled......... (200,712) 18.12

Outstanding & exercisable, December 31, 2005 .................... . — $ —

Outstanding & exercisable, end of year DECEMBEr 31, 2006 .........cceieeriririereeirisireeteeseeseseeresesesesessesesesesessssesesessssssssesesesessssesesesssssssseseses — $ —

PERFORMANCE BASED SHARE OPTIONS

The Company had granted performance based share options with eight-year terms. The options vested at one-third per year on the anniversary of the option
grant dates, subject to the market price of the Company's common shares reaching 125% of the option's exercise price for at least 10 out of 15 consecutive trading days
within four years of the option grant date. If the market price requirement was not attained within four years of grant date, the participant was still eligible to exercise
two-thirds of the granted options if the common share price reached 125% of the option's exercise price for at least 10 out of 15 consecutive trading days during the
subsequent four years.

PERFORMANCE BASED SHARE OPTIONS OUTSTANDING

Weighted-

Shares under average
option exercise price

OUutStaNdiNg, JANUANY 1, 2005 .........c.cueiiiirieieieieir ettt sttt s st se bt bese st e b e b eb et e b e e b e b e e s e e e ee e b e R a8 £ £ e e e b e b e R 2R S aE e b b e R e R e e e e b ek e b e b et bbb et e et et bbb s 2,339,619 $ 19.28
Options granted during the year ... . 850,200 29.45
Options eXErciSed ........ocovvvveveerinrrineeienes (995,981) 16.96
Options forfeited, cancelled and expired ... (262,574) 17.09
Options purchased by KMI and cancelled......... (1,931,264) 25.12

Outstanding & exercisable, December 31, 2005 .................... — $ —

Outstanding & exercisable, end of year December 31, 2006 . — $ —

STOCK-BASED COMPENSATION

In 2005, 855,200 stock options were granted at an average exercise price of $29.45 under the Company's Share Option Plan. The Company has applied the fair
value based method of accounting for stock options granted after January 1, 2003. Reported earnings for 2005 include a compensation charge of $2.0 million representing
the fair value of options granted in 2003, 2004 and 2005 amortized over their respective vesting periods, with a corresponding increase to contributed surplus. Just prior to
the acquisition of the Company by KMI, any outstanding but not yet exercisable options became immediately exercisable and an additional pre-tax charge of $3.6 million
was recorded to recognize the accelerated vesting of the remaining options. The options were then purchased by KMI and subsequently cancelled.

A Black-Scholes model was used to calculate stock option fair values. The weighted average fair value of options granted in 2005 was $4.33. Significant
assumptions in valuing the options were as follows:

2005
Regular  Performance
Options Based
INEETEST FALE ... bbb bbb bbb bbb 3.6% 3.7%
Expected volatility.. 16.5% 16.5%
EXPECIEA 1O ...t bbbt bbb bbb £ R h R E SR Eeh R £ £ E bR R £ R E bR R b bRttt b bt nan 5 years 6 years

12. EMPLOYEE BENEFIT PLANS

The Company is a sponsor of pension plans for eligible employees. The plans include registered defined benefit pension plans, supplemental unfunded
arrangements, which provide pension benefits in excess of statutory limits, and defined contributory plans. The Company also provides post-employment benefits other
than pensions for retired employees. The following is a summary of each type of plan:

DEFINED BENEFIT PLANS

Retirement benefits under the defined benefit plans are based on employees' years of credited service and remuneration. Company contributions to the plan are
based upon independent actuarial valuations. The most recent actuarial valuations of the defined benefit pension plans for funding purposes were at December 31, 2004
and December 31, 2005 and the date of the next required valuations are December 31, 2007 and December 31, 2008. The expected weighted average remaining service life
of employees covered by the defined benefit pension plans is 10.8 years (2005 — 11.8 years).

B-18



DEFINED CONTRIBUTION PLAN

Effective in 2000 for Terasen Gas and 2003 for petroleum transportation operations, all new non-union employees become members of defined contribution
pension plans. Company contributions to the plan are based upon employee age and pensionable earnings for employees of the natural gas distribution operations and
pensionable earnings for employees of the petroleum transportation operation.

SUPPLEMENTAL PLANS

Certain employees are eligible to receive supplemental benefits under both the defined benefit and defined contribution plans. The supplemental plans provide
pension benefits in excess of statutory limits. The supplemental plans are unfunded and are secured by letters of credit.

OTHER POST-EMPLOYMENT BENEFITS

The Company provides retired employees with other post-employment benefits that include, depending on circumstances, supplemental health, dental and life
insurance coverage. Post-employment benefits are unfunded and annual expense is recorded on an accrual basis based on independent actuarial determinations,
considering among other factors, health care cost escalation. The most recent actuarial valuations were completed as at December 31, 2005 and the date of the next
required valuation is December 31, 2008. The expected weighted average remaining service life of employees covered by these benefit plans is 9.9 years (2005 —
9.9 years).

The Company measures its accrued benefit obligations and the fair value of plan assets for accounting purposes as at December 31 each year. The financial
positions of the employee defined benefit pension plans and other benefit plans are presented in aggregate in the tables below:

Pension benefit Other benefit
plans plans
2006 2005 2006 2005

Plan assets
Fair value, DEgiNNINgG OF YEAI.......c.ciiiii bbb $ 2985 $ 2745 $ — 3 —
Company contributions........ 7.9 6.9 1.9 16
Contributions by members ... 3.4 33 — —
ACEUAL FEEUIN ON PIAN BSSELS ...ttt b bbb e b bbbt E e bbbt bbbt b bt s 41.9 28.6 — —
BENETIES PAIA ...ttt bbbt bbb £ bbb R b b E A b bR £ e bbbt et bbb (17.8) (14.3) (1.8) (1.5)
Other.....ccvveceinn 0.8 (0.5) (0.1) (0.1)
FaIr VAIUE, BN OF YT ...ttt bbb bbb bbb b bbbt b bbbt n e 334.7 298.5 — —
Accrued benefit obligation
Balance, DEGINNING OF YEAT ........ccviiiiiciciie ettt e et s bR e s e sesa et e s s e e e s s erene s 344.4 298.0 81.9 67.3
SEIVICE COSL ...ttt bbbt bbb bbb 28 b bbb bbbttt b ettt 9.0 8.5 1.8 14
Interest cost......... 17.2 17.9 4.1 41
Benefit payments.............. (17.8) (14.3) 1.7 (1.5)
Contributions by members............ 34 3.3 — —
Plan amendments and curtailments. — 0.9 — —
Past service cost................. — 0.3 — 0.4
Special termination benefits. 0.4 — — —
Actuarial 10SS.........coeueueuene 13.4 2.8 3.6 —
Change in discount rate . — 27.0 — 10.2
Balance, end of year ...... 370.0 344.4 89.7 81.9
Plan deficiency ......ccccoeeeivivvirsseccines (35.3) (45.9) (89.7) (81.9)
Unamortized transitional (benefit) obligation (20.4) (23.8) 3.1 4.7
Unamortized actuarial 10SS...........c.cccevveunnnne 50.3 62.7 40.0 39.7
Unamortized past service costs..... 6.6 7.4 (2.3) (2.6)
Accrued benefit @SSEt (HADTITY) . ....v.evvrieeiiei e $ 1.2 04 $ (489) $ (40.1)
Represented by

PENSION BSSELS ......vueveieieetietete ittt ettt bttt b bbb bbb e s s bbb e bbb £ £ e e bbb e b b e b b £ £t AR e bbb bbb bt bbb bbbt s e $ 175 $ 138 $ — 3 —

ACCIUE DENETIE TADTIILY .....c.cuiiieecee bbbttt bbb (16.3) (13.4) (48.9) (40.1)

$ 1.2 04 $ (48.9) $ (40.1)

The net accrued benefit liability is included in other long-term liabilities and deferred credits (Note 9) and the pension asset is included in other assets (Note 7).
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Included in the accrued benefit obligation and fair value of the plan assets at year-end are the following amounts in respect of plans with accrued benefit

obligations in excess of fair value of assets:

Pension benefit Other benefit
plans plans
2006 2005 2006 2005

Accrued benefit obligations:

L0 0T =T ] F U3 SRS $ 394 $ 359 $ 897 $ 819

L0 o o] - T SRS 275.8 258.0 — —

315.2 293.9 89.7 81.9
FaUr VAIUE OF PIAN BSSELS ......cuveiiiiiii et bbbttt bbbt 278.9 246.2 — —
FUNAE STALUS AETICHE. ...ttt bbbt bbbttt b b $ (363) $ (47.7) $ (89.7) $ (819)
The accrued benefit obligations for unfunded pension benefit plans are secured by letters of credit.
The net benefit plan expense is as follows:
Pension benefit Other benefit
plans plans
2006 2005 2006 2005

CUITENE SEIVICE COSE.....tieieireietetetete it esesetetete bt st e tsesebebebeb b b st e e s et e b ebe b b e b £ £ es e s b e b e b e b £ e b £ et e b e b eb e b ek e bt s es e s b et et e bbb s s st eee $ 92 $ 87 $ 19 $ 16
Interest cost on projected benefit obligations 17.2 17.9 41 4.1
ACEURIL FEEUIN ON PIAN BSSELS ...ttt b et bbbt bbbttt bbbt bbbttt (41.9) (28.6) — —
N TR T (U T T L T VTS 13.4 29.8 3.6 9.0
Past service CoStS.........ccovvrrirenees — 0.3 — —
Impact of curtailment/settlement — 0.9 — —
Net benefit plan (income) expense before adjUStMENTS .............ciiiiiii e (2.1) 29.0 9.6 14.7
Adjustments to recognize the long-term nature of employee future benefit

costs:

Difference between actual and expected return 0N PIan @SSELS.........ccuiurririirieireiei e 18.3 9.2 — —

Difference between actual and recognized actuarial losses in year.... (5.9) (26.8) (0.4) (6.4)

Difference between actual and recognized past service costs in year 0.7 0.4 0.2) 0.3)

Special termination benefits (0bligations) ..........cccccovveciiiinnnenes 0.4 0.7) — —

Amortization of transitional (benefit) obligation (3.9 (3.4) 1.6 1.6

Other . — — — —
Net benefit plan expense . o 8 80 ¢ 77 $ 106 $ 96
Defined CONLribULION PIAN EXPENSE. ... ciiiirieieieririsiseete et ee et s et se e se et se e e s e s esesese e ssesesesene e e ateses e e e snsesesenanesenes R 21 ¢ 1.6

$ 101 4 9.3

BENEFIT PLAN ASSETS

The weighted-average asset allocation by asset category of the Company's funded defined benefit pension plans is as follows:

Pension benefit

plans
2006 2005
ELQUITY SBCUTITIES ..vvevirivietieeiitsie ettt es ettt se st et e e e e e e e b e sese e se et e s es e e e s e s e R e se e e s £ e R e Re s e s e R e R e R e e ae b s e R e R e e s e s s e R e Rese e e e b e s e R e s e se et e s et e e ne et esetnneenenn 58% 57%
LR DCCTo T ToT0] o TCIET-T ot 1TSS 36% 38%
OTNBE ASSEES......veveieteeteteetee st et et et et ettt et et e et e st et e e et e e ebe st ebebebessese st essesessebess et et asesseseesessebenseb e s ebeeseseaseRe et oA et eR e b e Rt ebeeseRe s eRe At et et eR et eRe et ers et eneebentebe s ere st erenrenenrn 6% _ 5%
TOTAL BSSELS ...t _100% _100%

The investment policy for benefit plan assets is to optimize the risk-return using a portfolio of various asset classes. The Company's primary investment
objectives are to secure registered pension plans, and maximize investment returns in a cost-effective manner while not compromising the security of the respective plans.
The pension plans utilize external investment managers to manage the investment policy. Assets in the plan are held in trust by independent third parties.

The pension plans do not directly hold any shares of the Company.
SIGNIFICANT ASSUMPTIONS

The discount rate assumption used in determining pension and post-retirement benefit obligations and net benefit expense reflects the market yields, as of the
measurement date, on high-quality debt instruments. The expected rate of return on plan assets assumption is reviewed annually by management, in conjunction with
actuaries. The assumption is based on the expected returns for the various asset classes, weighted by the portfolio allocation.
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The weighted average significant actuarial assumptions used to determine the accrued benefit obligation and the benefit plan expense are as follows:

Pension benefit Other benefit
plans plans
2006 2005 2006 2005

Accrued benefit obligation

Discount rate at December 31, based 0n AA COrporate BONAS ...........cceiiririreiiiireeeee st senens 5.00% 5.00% 5.00% 5.00%
Rate of compensation increase for five years and 3.41% thereafter............ociiiiriiiiiecr e 3.84% 3.50% — —
Net benefit plan expense

Discount rate at January 1, based on AA COrpOrate DONGS ........ccccuiuririeiiririneeei et 5.00% 6.00%  5.00% 6.00%
EXpected rate Of FELUIM ON PIAN @SSELS..........cueuiiiiiieteieii sttt b et b bbbt b bbbt s et b e 7.25% 7.50% — —

The assumed health-care cost trend rates for other post-employment benefit plans are as follows:

2006 2005
Extended health benefits
INitial NEAITI CAIE COSEIMBNG FALE ... ..iviviiteeiitce ettt ettt sttt ae et se et eae et e e et et e se s e b e s et e b eseebeseesese et eseebes s et e b ebe s ese s ebe s ebe b esesbesssbessereneerin 10% 9.0%
Annual rate of decline in trend rate 1.0% 1.0%
Ultimate health care cost trend rate.................. 5.0% 5.0%
Year that the rate reaches the ultimate trend rate.... . 2011 2008
Medical Services Plan Benefits PremMiUm trENG FALE .........coveiieieiieiieiiei et se sttt s s st e se et e e e te b et e saesess e st st ene et essebe s ebeseaseneesensesesseneee 4.0% 4.0%

A one percentage-point change in assumed health-care cost trend rates would have the following effects:

One percentage- One percentage-

2006 point increase point decrease
Effect on the total of the service cost and interest cost components
OF the DENETIt PIAN EXPENSE ..o bbbt $ 08 $ (0.7)

Effect on accrued benefit obligation 10.4 9.3)
CASH FLOWS
Total cash contributions for employee benefit plans consist of:

Employee benefit

plans
2006 2005
FUNGEA PIANS. ...ttt bbb b8 h bbb £ 28 E b e b £ b £ £ 218 SR b2 b e b e b £ £ £ AR b e b e bbb £ £ e A h R b b e bbb bbb bbbt n e $ 56 $ 53
Beneficiaries of unfunded plans . 4.2 3.2
Defined contribution plans........ . 2.0 1.6
L0t OSSPSR $ 118 $ 101

The contributions for 2007 are anticipated to be approximately the same as 2006 for both the defined pension benefit plans and other benefit plans.

IMPACT OF RATE REGULATION
As required by the regulator, Terasen Gas is required under its approved cost of service model to defer the amounts of pension benefit expense that exceed or

are less than the amounts approved by the regulator to be recovered in rates each year. During the year ended December 31, 2006, the Company has deferred pension
expense of $2.7 million that was in excess of the amount approved by the regulator to be refunded in rates in 2007.

13. FINANCING COSTS

2006 2005
Interest and eXPENSE ON TONG-LEIM GEDL ........c.cuiiiiiii bbbt h bbbttt bbbttt bbbt $ 1729 $ 1783
Interest on short-term debt . 111 15.0
INEEIESE CAPITATIZEM. .. ...ttt b et b bbb e bbb s £ £ £ b e b b e £ £ £ e b e b2 R 282 £ £ e b e b e R e R £ A £ e E b e b e E e e A £ b b e b e b e e b b e b e b e R et bt e b e ke b ne e b aban (4.5) (1.9)

$ 1795 $ 1914

Included in interest expense on long-term debt for the year ended December 31, 2006, is $Nil (2005 — $10.9 million) of redemption premium paid on the
redemption of Trans Mountain Debentures during the year.

As allowed by the regulators, during the year ended December 31, 2006, the Company capitalized interest for borrowing requirements for construction of assets
that have not been included in rate base of $4.5 million (2005 — $1.9 million).
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14. INCOME TAXES

PROVISION FOR INCOME TAXES

2006 2005

CUITENE INCOME TAXES ...t veverereieteterestesessesesesesesessesesesesesessesesesesessssesesesesessasesesesesessssasesesessssasesesesessssnsesesesessssasesesesessssnsesesesessssnsesesesesensnsesesesesssnsesesesnsssnes $ 673 $ 487
FFUTUT INCOMIE TAXES. .. vveririritetesereeetesetesesasessesstesesesesseseseseseseseesesesese e easeseseses e s eseEeses e sese e s e s e R e e e s e s e R e se e s e s e b e R e e s e e e e A e R eR e e e e s e b e R e e e e e s e b e se e s ne et et ene e e ee 1.1 2.9
$ 684 $ 516

VARIATION IN EFFECTIVE INCOME TAX RATE

Consolidated income taxes vary from the amount that would be computed by applying the Canadian and United States Federal, British Columbia and Alberta
combined statutory income tax rate of 33.66% (2005 — 33.77%) to earnings before income taxes as shown in the following table:

2006 2005

EArNings DETOIE INCOME TAXES ......c.euiiiieieteiiisiet ettt bbbt bbb £ bbb b e b b s £ e e b bR s b e e bbb bbb bbbt bbbt $ 2156 $ 1577
COoMDINEd StALULONY INCOIME TAX FALE ......vevevesieiieeetestee ettt sttt bbb bt E b b E e E bbb s s E e b bR e bbbt e bbb bttt b bt 33.66% 33.77%
ComDINed INCOME tAXES AL STATULOIY FALE ......c.eirieteteieeeieit ettt sttt bbbt b b bttt b st R s e b bRt e s b bbbt et b bbbt bbbt n e $ 726 $ 533

(Decrease) increase in income taxes resulting from:

Capital cost allowance and other deductions claimed for income tax

purposes over amounts recorded fOr aCCOUNTING PUIPOSES .....c.v.viverereriiireesereeseseseesesesesesessssesesesessssesesesesessssesesesessssssesesesesssssesesessssssssesesenes (17.5) (10.0)

Large Corporations Tax in excess of (surtax credit) surtax.. . 1.2) 6.1

Non-deductible expenses and non-taxable income............ 2.4 9.6

Equity income not subject to taX.........c.cccceererenne (6.3) 4.7

Provincial income tax applicable to prior years.. 15.2 —

Other, NEL ... 3.2 (2.7)
Actual consolidated income taxes. . 68.4 $ 516
EFFECTIVE INCOME TAX FALE. ...ttt bbb bbb bbb e £ bbb 8 £ £ 0 b e b h 8 E1 e b bRt b £ e b e bbbt e bbb bttt et bt e 31.73% 32.72%

FUTURE INCOME TAXES

The net future income tax liability of the Company of $76.5 million (2005 — $88.7 million) relates primarily to the tax effect of temporary differences on
non-regulated property, plant and equipment balances and tax benefits repayable to shippers in future periods.

As a result of the Company accounting for income taxes following the taxes payable method for its natural gas distribution and petroleum transportation
regulated operations, the Company has not recognized net future income tax liabilities amounting to $291.2 million at December 31, 2006 (2005 — $301.8 million) and
has not recognized a future income tax recovery of $10.6 million for the year ended December 31, 2006 (2005 — expense of $23.1 million), all of which were calculated
using the asset and liability method.

15. FINANCIAL INSTRUMENTS
FAIR VALUE ESTIMATES

The carrying values of cash and short-term investments, accounts receivable, short-term notes and accounts payable and accrued liabilities approximate their
fair values due to the relatively short period to maturity of the instruments.

The fair value of the Company's investment in the Express System is estimated to be $500 million.

The fair value of the Company's long-term debt, calculated by discounting the future cash flow of each debt issue at the estimated yield to maturity for the same
or similar issues at December 31, 2006, or by using available quoted market prices, is estimated at $2,622.3 million (2005 — $2,673.4 million). The majority of the
Company's long-term debt relates to regulated operations which enables the Company to recover the existing financing charges through rates or tolls.

Fair value estimates are made at a specific point in time, based on relevant market information and information about the financial instrument. These estimates
cannot be determined with precision as they are subjective in nature and involve uncertainties and matters of judgment.
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DERIVATIVE INSTRUMENTS

The Company uses derivative instruments to hedge its exposures to fluctuations in natural gas prices and interest rates.

December 31

2006 2005
Number of  Termto
swapsand  maturity  Carrying Carrying
Asset (Liability) options (years) Value Fair Value  Value Fair Value
(in millions)
Interest Rate Swaps
TEIASEN INC ..ottt bbbttt 2 2-8 $— $1.3 $— $ 36
L] 3 1 — 0.9 — (1.6)
TGVI.. 2 2 — 0.3) — (0.6)
COTTIAOT .ttt bbb bbbttt 2 3-9 — (1.0 — 0.3
Natural Gas Commaodity Swaps and Options
TG AN TGV oo 250 Upto3 (139.0) (139.5) 212 105.6

The natural gas derivatives fair value reflects only the value of the natural gas derivatives and not the offsetting change in value of the underlying future
purchases of natural gas. These fair values reflect the estimated amounts the Company would receive or pay to terminate the contracts at the stated dates.

Included in the carrying value of the natural gas derivatives is $139.7 million of unrealized fair value losses associated with derivative instruments which were
deemed to be ineffective at December 31, 2006, and $0.7 million of derivative instruments which did not qualify for hedge accounting that are in a liability position.

Clean Energy, an entity in which the Company held an interest, had historically purchased gas forward contract positions to offset future commodity supply
contracts. Since these contracts were not specifically designated as hedges, these positions were marked-to-market at each balance sheet date and gains or losses were
reported in the statement of earnings as cost of revenues from other activities. During the year ended December 31, 2005, the Company included in earnings an amount of
$10.9 million net of tax and estimated selling expenses pertaining to the Company's proportionate share of Clean Energy's gas forward contracts.

The derivatives entered into by Terasen Gas and TGVI relate to regulated operations and any resulting gains or losses are recorded in rate stabilization
accounts, subject to regulatory approval, and passed through to customers in future rates.

The Company is exposed to credit risk in the event of non-performance by counterparties to derivative instruments. Because it deals with high credit quality
institutions in accordance with established credit approval practices, the Company does not expect any counterparties to fail to meet their obligations.

16. RELATED PARTY TRANSACTIONS

The Company estimates that its parent company, Kinder Morgan Inc., provided corporate management services totaling approximately $10.4 million (2005 —
nil) for the year ended December 31, 2006.

17. COMMITMENTS & CONTINGENCIES

The Company's subsidiaries and proportionately consolidated entities have entered into operating leases for certain building space and natural gas distribution
assets. In addition, Terasen Gas and TGVI have entered into gas purchase contracts which represent future purchase obligations.

The following table sets forth the Company's operating lease and gas purchase obligations due in the years indicated:

Operating Purchase
leases obligations __Total
$ 210 $ 5112 $ 5322

21.1 229 440

19.5 27.7 47.2

18.3 — 18.3

18.6 — 18.6

L0 T o I - (=T TSROSOt 116.9 — 116.9

$ 2154 $ 5618 $ 777.2

Gas purchase contract commitments are based on market prices that vary with gas commodity indices. The amounts disclosed reflect index prices that were in
effect at December 31, 2006.

In prior years, TGVI received non-interest bearing, repayable loans from the Federal and Provincial governments of $50 million and $25 million respectively,
in connection with the construction and operation of the Vancouver Island natural gas pipeline. As approved by the BCUC, these loans have been recorded as a
government grant and have reduced the amounts reported for property, plant and equipment. The government loans are repayable in any fiscal year after 2002 and prior to
2012 under certain circumstances and subject to the ability of TGVI to obtain non-government subordinated debt financing on reasonable commercial terms. In 2006, all
of the repayment criteria were met when TGV obtained additional financing through a new credit agreement (Note 8(e)) which resulted in a repayment on the government
loans of $6.2 million. In addition, since the conditions continue to be met (an annual test) TGVI is expected to make a repayment on the loans in 2007 of approximately
$3.7 million. As the loans are repaid and replaced with non-governmental loans, property, plant and equipment and long-term debt will increase in accordance with the

B-23



approved capital structure, as will the rate base used in determining rates. The amounts are not included in the obligations in the table above as the amounts and timing of
repayments is dependent upon the approved RDDA recovery each year and the ability to replace the loans with non-government subordinated debt financing on reasonable
commercial terms.

Terasen Gas received a Notice of Assessment dated July 31, 2006 from the British Columbia Social Service Tax authority for $37.1 million of additional
provincial sales tax and interest on the Southern Crossing Pipeline, which was completed in 2000. This has not been provided for as Terasen Gas will appeal this
assessment since management believes that this assessment is without merit and will not have a material adverse impact on our business, financial position, results of
operations or cash flows. In October 2006, Terasen Gas made a payment of $10 million pending resolution of the appeal as a good faith payment in order to forestall an
order from the Province to provide full payment or security. The payment has been recorded as a long term receivable and a request for regulatory deferral account
treatment has been made. This payment does not reflect Management's belief as to the ultimate sustainability of the assessment. Subsequent to year end a decision was
issued with respect to the appeal filed by Terasen Gas see note 19.

A number of claims and lawsuits seeking damages and other relief are pending against the Company. Management is of the opinion, based upon information
presently available, that it is unlikely that any liability, to the extent not provided for through insurance or otherwise, would be material in relation to the Company's
consolidated financial statements.

18. GUARANTEES

The Company has, for a fee, arranged for the issuance of a letter of credit in the amount of US$15.3 million on behalf of co-investors in the Express System to
fund the Debt Service Reserve Account required under the Express System's trust indenture. The letter of credit is subject to annual renewal. If the letter of credit is drawn
upon, the Company will have recourse to the co-investors, major Canadian pension funds.

The Company has letters of credit outstanding at December 31, 2006 totaling $117.9 million to support its operations and capital projects, including
$61.5 million for its unfunded supplemental pension benefit plans and $17.8 million for the letter of credit referred to above on behalf of co-investors in the Express
System.

19. SUBSEQUENT EVENT

On January 23, 2007, Corridor increased its credit facility from $225 million to $375 million and extended this facility and the associated $20 million demand
facility, as permitted under these facilities, for an additional 364 days.

On February 16 2007, the Company completed a reorganization, where it was amalgamated with its direct parent (0731297 BC Ltd.). The Company continues
to be the parent company of the entities specified in the notes to the accounts.

On February 26, 2007, KMI, the Company's parent announced that it entered into a definitive agreement with Fortis, Inc. to sell Terasen Inc. and its principal
natural gas distribution assets, including its subsidiaries Terasen Gas and TGV as well as other activities including Terasen Energy Services. The sale does not include the
petroleum transportation subsidiaries nor investments under the Kinder Morgan Canada name. The purchase price of approximately $3.7 billion includes the assumption
of approximately $2.4 billion of debt. The transaction is expected to close in mid-2007 subject to the fulfillment of customary closing conditions and required regulatory
approvals.

On March 5, 2007, KMI, the Company's parent company announced that it entered into an agreement to sell the shares of the Corridor Pipeline System to Inter
Pipeline Fund for approximately $760 million including debt. The transaction is subject to certain closing conditions and regulatory approvals, as well as a right of first
refusal and is expected to close in mid-2007.

On March 26, 2007, the Minister of Small Business and Revenue and Minister Responsible for Regulatory Reform issued a decision in respect of the
Company's appeal of an assessment of British Columbia Social Service Tax in the amount of $37.1 million. The Minister has reduced the assessment to $7.0 million
including interest. The Social Service Tax Act provides for a further appeal to the courts that must be commenced within 90 days of the Minister's decision. The Company
is reviewing its options with respect to the appeal process.
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CONSOLIDATED STATEMENTS OF EARNINGS AND COMPREHENSIVE EARNINGS

(Unaudited)
Three months ended March 31
2007 2006
(Restated Note 1)
In millions of
Canadian dollars

Revenues
Natural gas diStriDULION..........c.cciiiiiiiie ettt r et en bbb bane $ 6302 $ 682.0
Petroleum tranSPOITALION ..........iiiiiiiie e 39.8 38.2
(@1 1= g 1o LAY TSSOSO 8.9 12.1
__ 6789 _ 7323

Expenses
LOT0 T oLl 4 (U] = o SRS 435.3 482.2
Cost of revenues from Other aCtIVITIES .........coeveiiiii e e 6.8 7.2
Operation and MAINTENANCE. .........cuiiieiitiriere ettt ettt sttt b 65.6 63.0
Depreciation and @amMOFtIZAtION ...........coveiiiriiiiiiei e 31.6 32.6
Property and Other tAXES. ........cii i b s 19.3 18.1
__558.6 603.1
OPEIAtING INCOME......iitiiiiiitit ettt bbbt bbb bbbt bt et b 120.3 129.2
FINANCING COSES .ttt ettt ettt sttt s bttt et s ettt n b et en e beneenes 73.7 75.7

Earnings before share of equity investments, goodwill impairment,

discontinued operations and INCOME tAXES .......c.cververererrrereeeeeeee e s ese e e e e e eee e sresee e 46.6 53.5
Share of earnings from EXPress SYSIEM.......cc.ciiiiiiriiiiriesie e 55 5.2
Impairment in carrying value of goodWill (NOLE 4) ........coviiiiiiiiiie e (441.9) —
(Loss) earnings before income taxes and discontinued OPErations ............ccoeevvereeneneeneneeneens (389.8) 58.7
INCOIMIE TAXES ... ettt h bbbttt h e bt e e bt e e bt et e eab e e h s e ebe e ebe ekt e bt e st e e seesbeenbeenbeenneannas 9.9 16.0
(Loss) earnings before discontinued OPEratioNnS.........cco.eiviireiiiirieinereise s (399.7) 42.7
Gain from discontinued operations, net 0f INCOME tAXES .........ccveririreririeneire e 3.3 34
Net (loss) earnings and comprehensive (10SS) BarNINGS..........ccoviirrierenie i $ (396.4) $ 46.1
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CONSOLIDATED STATEMENTS OF (DEFICIT) RETAINED EARNINGS

(Unaudited)

(Deficit) retained earnings, beginning of PEriod ...........ccvoieieii i

Adjustment to deficit (note 2) ................

Net (10SS) arnings ......ccccceverveerereeenenas

(Deficit) retained earnings, end of period

C-3

Three months ended
March 31

2007 2006

(Restated
Note 1)
In millions of Canadian dollars

$ (669.0) $ 105
355

$ (6335) $ 105
(396.4) 46.1

$ (1.0299)  $ 56.6



CONSOLIDATED STATEMENTS OF FINANCIAL POSITION

(Unaudited)
In millions of Canadian dollars
As at
March 31, December 31,
2007 2006
(Restated Note 1)
Assets
Current assets
Cash and ShOr-TEIM INVESTMENTS ..........ccuiuiveriiiiie sttt se e bbbttt e ss s s bbbt benas $ 26.4 $ 112
ACCOUNTS TECRIVADIE ...ttt bbbttt b ettt s abe st e ans 394.4 336.5
Inventories of gas in Storage and SUPPIIES......coeiieieiieieise s 79.7 189.5
] O 1T Iy oL T=T PSS 8.6 12.6
Current portion of rate stabilization aCCOUNES ..........ccviiiiiiiiec e 35.2 134.5
Current asSetS NEIA FOr SAIE .......cuiiiiiiice et sbe e sre e re s eas 2.1 —
546.4 684.3
Property, plant and BQUIPIMENT ........oiiiiiie bbbt 3,623.6 4,377.2
LONG-TEIM INVESTMENT. ..ottt bbbttt b e 524.5 480.5
€010 T 11T || OO 1,072.1 1,589.7
Rate StabiliZation ACCOUNTS........ciiieiiieicesie ettt sttt 32.2 48.3
(@1 1=] g T £SO PPRPRTPRRPN 87.6 102.2
Long-lived assets Neld fOr SAIE...........cuciiiieiese et 1,012.1 —
$ 6,8985 $ 7,282.2
Liabilities and shareholder's equity
Current liabilities
SNOTE-LEIIN MOTES......e.ivtvc vttt ettt ettt ettt e e b bbb e bbb e b e b e e s e st sttt et beb et et e b e s e s en s bt ebebatas $ 2130 $ 556.0
Accounts payable and accrued HabilitieS ..........ccoeoviiiiiiiii s 395.6 618.3
Income and Other taxXes PAYADIE .........cviiiice et seere 60.4 16.4
Current portion of rate stabilization ACCOUNES ........c..civiirieiieneie e 1.8 —
Current portion of 1oNg-term debt..........ccvii i 287.6 285.9
(DT (Ol oL 1= o o] 4] o=V A 12.6 8.9
Current [iabilities Reld FOr SAIE ..o e 415.1 —
1,386.1 1,485.5
I aTo B (=T 4 0 [ o) OSSR RSSR 1,819.0 2,1215
SUDOIAINALEA AEDL ..o e e e e e e st e e ebb e e s bbeeebee e sbaeesbeeesbeeenbee et 2,491.3 2,491.3
Other long-term liabilities and deferred Credits ..........covereiiiieiiec e 214.3 207.4
FULUIE INCOME TAXES ...ttt ste ettt sttt sttt sttt st be s b e st et s b e s e e be e e b et st ebesbe st be s b e st ebenbeneane 197.3 223.6
Long-term liabilitieS held FOr SAIE........coviiiiiicie e e e 325.9 —
6,433.9 6,529.3
Shareholder's equity
(00T 1014 To] TS 1= T =TT SO 1,475.3 1,402.7
PrEferTea SNAIES.......ec ettt e b e st e e et e e be et e e bt e s teesteesteesbeenresaneenes 51.0 —
CONTIDULEA SUIPIUS......cveeeiiet et ettt bbb bbb n et 19.2 19.2
[ o] | RSOOSR (1,029.9) (669.0)
515.6 752.9
Less cost of preferred shares held by Trans Mountains Holdings Ltd. (51.0) —
464.6 752.9

$ 6.8985 $ 7,282.2
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CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
Three months ended March 31
2007 2006
(Restated Note 1)
In millions of
Canadian dollars
Cash flows provided by (used for)
Operating activities
NEL (I0SS) BAIMINGS ...veviviiiiiiietetete ettt ettt ettt e e bbb bbbt et e b e et ss bbbt ebebeb e b e b e e s st et ebabnas $ (396.4) $ 461
Adjustments for non-cash items
Depreciation and @mMOFtIZAtION ..........cviviiiiieiiie sttt sa e b e ens 31.6 37.0
Share of earnings from long term investments, in excess of cash
TISEIIDULIONS ...ttt bbbt bbbt bt (5.5) (5.2)
FULUTE TNMCOIME TAXES ...ttt ettt bttt bbbttt b bbbt et b et bt (0.9) .7
Impairment in carrying value of gOOAWIll ..o 4419 —
L ] 1 1 OSSPSR SSR 5.1 0.4
75.8 76.6
Decrease in rate stabilization ACCOUNTS .........cciiiiiiiii it e 114 38.1
Changes in non-cash Working Capital ...........coceieiiiiieiiieice e 95.4 74.7
182.6 189.4
Investing activities
Property, plant and @QUIPIMENT .........viii it e e et sre s neereeneeneennenes (99.2) (33.0)
Disposal of diSCONtINUEd OPEIALIONS .........ciiviiiiirieiiiriese bbb 30.6 (7.5)
(@] T g TS £ SRS 154 0.3
(53.2) (40.2)
Financing activities
DeCrease iN SNOME-tEIM NOTES..........cviiieieirieeesi ettt n et (118.0) (241.0)
Increase in current portion of [0NG-term debt ..o 0.3 317.0
Reduction of 10Ng-termM AeDL........cv i 0.2) (210.0)
AGVANCES 10 KMottt bbbt b sttt sttt n bt ns 3.7 0.9
(114.2) (133.1)
NEL INCIEASE TN CASN ...ttt sttt resteaneenee e enees 15.2 16.1
Cash at beginning OF PEIIOU .........ciiiiii bbb 11.2 79.4
Cash at €N OF PEIIOA ......ouiiieiiee bbbttt e bbb bbb e e $ 264 $ 0955
Supplemental cash flow information
Interest Paid iN the PO ......c..ociiiiiiec e e b et sbe e e e erae e enes $ 448 $ 454
Income taxes Paid iN the PEIIOG ........cecveieiirece e e sn e 2.2 19.2
Non-cash transactions
Mark to market on certain gas derivatives deferred in rate
StADITIZALION ON BCCOUNES ....c.viiiitiieiisiee bbb bbbttt $ (105.8) $ 540
Accounts payable and accrued liabilities settled by issuance of
] 11 (TSR PTRTURURURURURRRN 72.6 —
Property, plant and equipment purchases included in accounts
payable and accrued laDIITIES ..o (6.3) —
Reclassification of current portion of repayable government loans
from capital assets to current portion of a long term debt...........cccovvviviieincnc s, — 45

Cash is defined as cash or bank indebtedness.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
In millions of Canadian dollars

1. AMALGAMATION AND RESTATEMENT OF PRIOR PERIODS

On February 16, 2007, Terasen Inc. was amalgamated with Terasen Pipelines (Trans Mountain) Inc. and 0731297 BC Ltd. under the name “Terasen Inc."
which is the Company represented in these statements. 0731297 BC Ltd was the direct parent of Terasen Inc prior to the amalgamation and acquired the shares of Terasen
as part of the Kinder Morgan Inc. ("KMI") acquisition of Terasen on November 30, 2005. The effect of this amalgamation is that the consolidated statements of earnings
and comprehensive earnings, statements of (deficit) retained earnings, statements of financial position, and statements of cash flows have been restated to show the effects
of the push down of the purchase accounting as if 0731297 BC Ltd had been the reporting company since November 30, 2005.

The Terasen acquisition has been accounted for as a purchase business combination with 0731297 BC Ltd as the accounting acquirer. The purchase of Terasen
at November 30, 2005 was funded by a combination of the issuance of common shares and the issuance of debt.

Purchase Cost

SNAIES OF KIMITESSUBT ...ttt ettt ettt e bt sttt st e s et e s e e b e s e ebe s ese s ebe s et e b e s e b ess e s e e a4 enseb e s s et et ese s e s e e s ese e s es s et es s ek e s ebe s esesseaeesesaebes s et essebessene s ereseres 1,338.7
Debt issued . 2,491.3
QLI LT (o o 0L (PRSPPI 18.5

$ 38485

In accordance with the purchase method of accounting, the purchase cost was allocated to the underlying assets acquired and liabilities assumed based
primarily upon their estimated fair values at the date of acquisition. The estimated fair values were based on a combination of independent appraisals and internal
estimates. The excess of purchase cost over the net identifiable tangible and intangible assets acquired represents goodwill. The goodwill is not deductible for tax purposes.
The purchase cost and purchase price allocation are summarized in the following table:

Purchase Price Allocation

Current assets.........ceevverrenns 788.5
Property plant and equipment 4,244.1
Investment in EXpress ............... 455.5
Rate stabilization — long term.. . 51.5
Other assets.......c.coovervevenninens . 93.2
Goodwill........ . 2,271.6
Current liabilities.................... (1,581.7)
Long term debt and debentures. (2,060.6)
Long term liabilities . . (163.1)
FULUPE TNMCOMIE TBXES.. ...ttt bbbttt b2 bR b8 hE bbb £ b s h bbb E b £t h bbb bbbt st h bbbttt b bbbt (250.5)

$ 3,848.5

C-6



The following table presents the December 31, 2006 balance sheet previously presented and adjusts for the push down of purchase accounting and other items
on the purchase of Terasen to present an adjusted balance sheet after the amalgamation discussed above.

Note

As
presented

Cash and Short termM INVESTMENTS. ........cviiiiiiieieii bbbt $ 11.2

Accounts receivable ..o 336.5

Inventories of gas in storage and supplies .. 189.5

Prepaid eXPenses ........cveeeenennisiseienenns 12.6

Current portion of rate Stabilization ACCOUNTS ..........cooiiiiiiiireiire e 134.5

684.3
Property plant and EQUIPIMENT ..........cioiieieiiiie ettt bbbttt $ 41947 [a]
Long term investments............ 260.9 [b]
GoodWill ... 76.4 [c]

Rate stabilization accounts. 48.3

ONEE @SSELS ... ..t 1034

$ 5,368.0

SO EBIM NOTES......e et bbbttt bbbt $ 556.0
Accounts payable and accrued liabilities 523.8 [d]
Income and other taxes payable ........... 29.3 [e]

Current portion of 10Ng term debt ... e 285.9

DUE 0 PArENT COMPANY.....c.eveeiiiisieirieeetes ettt stttk b e b sttt b bbb bbbt b bbbt e bbb e enenan 8.9

$ 1,403.9

LLONG BTN NOTES ...ttt bbb s bbbt h bbb bbbt bt $ 2107.8
Subordinated debt........covveeieiiiiicreeeens — [
Other long term liabilities and deferred credits . 198.4 [g]
FULUTE INCOME TAXES. .. vvevereieieteteieese st e e s st es e a et e se e e et et e ses e e ss et e s se e e s e s et e e e s e s et ene e e nsnansenene e s 76.5 [h]

$ 3,786.6
COMIMON SNATES ...ttt bbbt bbb bbbttt bbbttt r e $ 904.9 [i]
Contributed surplus .. 172.7 Ti]
Retained earnings ...........ccocoeveevrnncenennnnne 554.7 [i]

Cumulative currency transaction adjustment............ccccoereeienennne 0.1
Less cost of common shares held by Trans Mountain Holdings Ltd ..........cccccoviieeniiinsecninneeen (51.0) [i]

1,581.4

$ 5,368.0

(d)
®
®
()
(h)

Represents the net unamortized incremental fair value assigned to the property plant and equipment.

Represents the increase in fair value assigned to the Investment in Express.

Adjustments due As

to Amalgamation  adjusted
— $ 11.2
— 336.5
— 189.5
— 12.6
— 134.5
$ 684.3
182.5 $ 43772
219.6 480.5
1,513.3 1,589.7
— 48.3
1.2) 102.2
1,914. $ 72822
— $ 556.0
94.5 618.3
(12.9) 16.4
— 285.9
— 8.9
81.6 $ 14855
13.7 $ 21215
2,491.3 2,491.3
9.0 207.4
147.1 223.6
2,742.7 $ 6,529.3
497.8 $ 14027
(153.5) 19.2
(1,223.7) (669.0)
(0.1) —
51.0 —
828.5 752.9
1,914.2 $ 72822

Represents any excess between considerations paid and fair values assigned to the various assets and liabilities. Goodwill has been reduced by an impairment charge

of $762.3 million taken during the fourth quarter of 2006.

Represents interest payable on the subordinated debt assumed as part of the acquisition and acquisition costs payable.

Represents the tax benefit of certain deductions related to the push down accounting and the income tax effect of certain deductions from income.

Represents the subordinated debt assumed as part of the transaction.
Represents the fair value adjustment related to the non-regulated pension and other post employment benefit liabilities.

Represents future income tax liabilities arising on the purchase accounting.

All of the amalgamation adjustments in equity represent the re-setting of the equity accounts as if the equity of Terasen Inc on November 30, 2005 was eliminated as

part of the acquisition. The adjustments were made as if 0731297 BC Ltd was the parent Company since November 30, 2005.
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March, 31, 2006

continuing Adjustments due to As
operations amalgamation adjusted
In millions of Canadian dollars
Revenues Note
Natural gas diStrDULION ........c.iururiiiriiii bbb $ 682.0 — $ 682.0
Petroleum transportation. 38.2 — 38.2
Oher ACHIVILIES ... 12.1 — 12.1
732.3 — 732.3
Expenses
COSt OF NALUIAI GAS......eeeeeiiieiei bbb 482.2 — 482.2
Cost of revenues from other activities. 7.2 — 7.2
Operation and maintenance............... 63.7 [a] 0.7) 63.0
Depreciation and amortization... 31.9 [b] 0.7 32.6
Property and OtNET TAXES.......c.ceriiiirieieririi ettt 18.1 — 18.1
603.1 — 603.1
129.2
OPEIatiNG INCOIME ...ttt bbbttt — 129.2
FINANCING COSIS....vviviriiieieieiiresiisie e tee ettt e et st e sttt e et s et e se e ne s sesene e nneean 40.8 [c] 34.9 75.7
Earnings before share of equity investments, goodwill impairment,
discontinued operations and INCOME TAXES .........cvurrririirieeriieieierin et 88.4 (34.9) 53.5
Share of earnings from EXpress System ..........cccccevvvrneinnnen. 5.2 — 5.2
Earnings (loss) before income taxes and discontinued operations. 93.6 (34.9) 58.7
INCOMIE TAXES ... vttt ettt bbbt b bbb £ bbbkttt b et s bbb 27.5 [d] (11.5) 16.0
Earnings (loss) before discontinued OPErations.............coeueeeeeirinrieiceriessesecee e 66.1 (23.4) 42.7
Gain (loss) from discontinued operations, net of income taxes . (1.8) [e] 5.2 34
NET EAININGS (I0SS) 1..vvevevereririeieieieri ittt se et es e e et sese e e e sseseseraseneneesas 64.3 $ (18.2) $ 461

(a) Represents the reversal of a write-off which is eliminated when KMI acquired Terasen.

(b) Represents the amortization of the fair value increments assigned to the property, plant and equipment.

(c) Represents the amortization of the fair value assigned to long term debt and the interest expense on the subordinated debt.
(d) Represents mainly the tax benefit associated with the interest expense recorded on the subordinated debt.

(e) Represents the reversal of the loss on disposal of the Terasen Water and Utility Services segment which for purchase accounting is eliminated when KMI acquired
Terasen.

2. BASIS OF PRESENTATION

The accounting policies and methods of application used in the preparation of these interim consolidated financial statements are consistent with the accounting
policies used in the Company's year-end audited consolidated financial statements of December 31, 2006 except for those described below under "new accounting
policies" and as described in Note 1. These consolidated financial statements do not include all disclosures required for annual financial statements, and therefore these
statements should be read in conjunction with the consolidated financial statements for the year ended December 31, 2006.

Certain comparative figures have been restated to conform with the current period presentation, as stated above in Note 1.
The interim statements and notes presented for this interim period have been prepared by Management.

On February 26, 2007, KMI, the Company's parent announced that it entered into a definitive agreement with Fortis Inc. to sell Terasen Inc. and its principal
natural gas distribution assets, including its subsidiaries Terasen Gas and Terasen Gas (Vancouver Island) Inc. as well as other activities including Terasen Energy
Services. The sale does not include the petroleum transportation subsidiaries nor investments under the Kinder Morgan Canada name. The purchase price of approximately
$3.7 billion includes the assumption of approximately $2.4 billion of debt. The transaction closed on May 17, 2007.

On March 5, 2007, KMI, the Company's parent company announced that it entered into an agreement to sell the shares of the Corridor Pipeline System to Inter
Pipeline Fund for approximately $760 million including debt. The transaction is subject to certain closing conditions and regulatory approvals, as well as a right of first
refusal and is expected to close in mid-2007. Certain comparative figures have been restated to reflect the income from Corridor as discontinued.

New Accounting Policies

Effective January 1, 2007, the Company adopted the following new accounting standards issued by the Canadian Institute of Chartered Accountants ("CICA").
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a) Section 3855, Financial Instruments — Recognition and Measurement, prescribes the criteria for recognition and presentation of financial instruments on the
balance sheet and the measurement of financial instruments according to prescribed classifications. These sections also address how financial instruments are measured
subsequent to initial recognition and how the gains and losses are recognized.

The Company is required to designate its financial instruments into one of the following five categories: held for trading; available for sale; held to maturity;
loans and receivables; and other financial liabilities. All financial instruments are to be initially measured at fair value. Financial instruments classified as held for trading
or available for sale are subsequently measured at fair value with any change in fair value recorded in net earnings and other comprehensive income, respectively. All other
financial instruments are subsequently measured at amortized cost.

All derivative financial instruments are recorded on the balance sheet at fair value. Mark-to-market adjustments on these instruments are included in net
earnings, unless the instruments are designated as part of a cash flow hedge relationship then the effective portion of changes in fair value are recorded in other
comprehensive income. Any change in fair value relating to the ineffective portion is recorded immediately in net earnings. In accordance with the standard's transitional
provisions, the Company recognizes as separate assets and liabilities only embedded derivatives acquired or substantively modified on or after January 1, 2003.

The Company has designated its financial instruments as follows:

®  Accounts receivable and long-term investment are classified as "Loans and Receivables”. These financial assets are recorded at values that
approximate their amortized cost using the effective interest method.

e  Short-term notes, accounts payable and accrued liabilities, long-term debt, subordinated debt and related issue costs are classified as "Other
Financial Liabilities ". These financial liabilities are recorded at values that approximate their amortized cost using the effective interest method.

As a result of adopting Section 3855, deferred financing costs of $9.4 million as at March 31, 2007 (2006 — $9.8 million), relating to long-term debt, have been
reclassified from other assets to long- term debt on the balance sheet. These costs will be taken into earnings using the effective interest method over the life of the related
debt. Prior to January 1, 2007, deferred financing costs were amortized using the straight-line method of amortization. As allowed by the standard a one-time adjustment
of $1.7 million has been made to retained earnings to reflect the difference between the straight-line method and the effective interest method of amortization prior to
January 1, 2007.

b) Section 1530, Comprehensive Income, requires the presentation of a statement of comprehensive income and provides guidance for the reporting and display of
other comprehensive income. Comprehensive income represents the change in equity of an enterprise during a period from transactions and other events arising from
non-owner sources including gains and losses arising on translation of self-sustaining foreign operations, gains and losses from changes in fair value of available for sale
financial assets and changes in fair value of the effective portion of cash flow hedging instruments. The Company has not recognized any adjustments through other
comprehensive income for the three months ended March 31, 2007.

c) Section 3865, Hedges specifies the criteria under which hedge accounting may be applied, how hedge accounting should be performed under permitted hedging
strategies and the required disclosures. The majority of the Company's cash flow hedges are for the purchase of natural gas. Given that the Company is subject to rate
regulation, the ineffective portion of changes in the fair value of these hedges are deferred as an asset or liability until they are settled, offset by an asset or liability on
behalf of ratepayers. Upon settlement, the recognized gain or loss is recorded as a regulatory asset or liability and is collected from or refunded to ratepayers in subsequent
periods. The company recognized an additional liability of $1.1 million to counterparties for unrealized losses related to gas purchase hedges at January 1, 2007 and an
amount recoverable from ratepayers of $1.1 million. Amounts recoverable from ratepayers are recorded in rate stabilization accounts.

The Company utilized fair value hedges to hedge the value of debt instruments. Fair value hedges for rate regulated businesses are recorded in Other assets with
the offset to Other long- term liabilities and deferred credits while the non-regulated fair value hedges are recorded in Other assets and Long term debt. The adoption of this
new standard on January 1, 2007 increased Other assets by $0.9, increased Long term debt by $0.1 and increased Other long-term liabilities and deferred credits by $0.8.

Under the Canadian standard prior to January 1, 2007, certain equity investees of the Company have designated future U.S. dollar revenues as a hedge of the
foreign currency risk associated with U.S. dollar debt. The investees defer the exchange gains and losses on the U.S. dollar long-term-debt and recognize an adjustment to
the related revenues at the time the revenue is earned. These arrangements do not qualify for hedge accounting under the new Canadian standard. Accordingly, the
Company has recorded a one time adjustment of $38.6 million to the value of its investment offset by an increase of $4.8 million of future income taxes for a net
adjustment to retained earnings of $33.8 million.



3. SEGMENT DISCLOSURES

Three months ended March 31

Natural gas Petroleum Other

distribution transportation _activities Total
2007 (in millions of dollars)
REVENUES. ...ttt bbb b bbb bbb E e e bt bbbt b b bt h ekttt b e b et $ 630.2 $ 398 $ 89 $ 678.9
Earnings (loss) before discontinued operations. 54.8 (427.2) (27.3) (399.7)
Net earnings (10SS) .......coccevrvrrnririeicicerinns 54.8 (423.9) (27.3) (396.4)
TOMAI ASSELS ...ttt ettt ettt ettt et st e bt e b e h e b e R e bR e bbb e eaeRe et Rt et e R e b e s e b e et st re et erereres 4,133.9 2,686.9 71.7 6,898.5
GOOUWIIL ... bbb bbbt 751.2 320.9 — 1,072.1

Natural gas Petroleum Other

distribution transportation _activities Total
2006 (restated) (in millions of dollars)
REVEIUES. ...t bbb bbb bbbt b e $ 6820 $ 382 $ 121 $ 732.3
Earnings (loss) before discontinued operations . 55.3 15.2 (27.8) 42.7
INEE BAIMINGS (J0SS) ...tttk b bbbt e bbbt b bbbt b bbbt st ens 55.3 18.6 (27.8) 46.1
TOTAL BSSELS ...tttk b bbb bbb bbb b bR bbbt b b bR et b e 4,950.9 2,655.0 280.7 7,886.6
GOOUWI I ... 1,482.2 762.8 — 2,245.0

4. IMPAIRMENT IN CARRYING VALUE OF GOODWILL

On April 18, 2007, it was announced Kinder Morgan Energy Partners would acquire the Trans Mountain pipeline system from Terasen. Subsequently, on
April 30, 2007 the assets were transferred to Kinder Morgan Energy Partners. This transaction caused the Company to consider the fair value of the Trans Mountain
pipeline system, which is currently in the Petroleum Segment, in determining whether goodwill related to these assets was impaired. Accordingly, based on the Company's
consideration of the transaction value and supporting third-party information obtained regarding the fair values of the Trans Mountain pipeline system assets, a goodwill
impairment charge of $441.9 million was recorded in the current quarter.

5. SEASONAL OPERATIONS
Due to the seasonal nature of the Company's natural gas distribution operations quarterly earnings statements are not indicative of earnings on an annual basis.
6. RELATED PARTY TRANSACTIONS

The Company estimates that its parent company, KMI, provided management services totalling approximately $2.5 million (2006 — $2.0 million) for the three months
ended March 31, 2007.

7. EMPLOYEE BENEFIT PLANS

The Company and its subsidiaries have defined benefit pension plans and defined contribution pension plans for employees. The Company also provides
post-employment benefits other than pensions for retired employees. Additional information about these benefit plans can be found in the Company's 2006 Annual Report.
The Company's estimated contributions to defined benefit pension plans for 2007 are anticipated to be $9.9 million (2006 actual $11.8 million).

Costs recognized in the periods are presented in the following table:

Pension Other benefit
benefit plans plans
Three months ended March 31 2007 2006 2007 2006
(in millions of dollars)
CUITENTE SEIVICE COSL.....vuvuirieeieecieeeses et es e s e s st $ 29 $ 24 $ 06 $ 05
Interest cost on projected benefit obligations 4.6 4.3 11 1.0
Expected return on plan assets..................... (5.8) (5.2) — —
Net actuarial losses................. — — — —
Plan amendments..........ccoveiiieicciiee s — (0.1) — —
Net benefit plan expense before adjustments of employee benefit costs: 1.7 1.4 1.7 15
Difference between actual and expected return 0N PIAN @SSELS.........ucururiiriririeiei ettt 0.1 0.1 — —
Difference between actual and recognized actuarial gains (losses)

TN TN WBAK ...ttt bbb b b e b bR E R R AR b E R £ R b bRt R b bRttt b bR e e n b n e 0.9 11 0.8 0.8
Difference between actual and recognized past service 0.2 0.2 0.1) 0.1)
Amortization of transitional obligation (benefit)....... (0.8) (0.8) 0.4 0.4

Net benefit plan expense $ 21 $ 20 $ 28 $ 2:6
Defined CONLrIDULION PIAN BXPENSE. ......ciiiieirierereiisteieteseseseseeteteesesessetesesesesesseseseseseseeseses e e e sesesese e e ssesetese e sssebesesesenessesesesenesen $ — $ 07
TOLAl PENSION EXPEINSE ......vvviriiieiei ettt b bbb bbb bbbt bttt bbbttt $ 21 $ 27
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8. COMMITMENTS AND CONTINGENCIES

On March 26, 2007, the Minister of Small Business and Revenue and Minister Responsible for Regulatory Reform issued a decision in respect of the
Company's appeal of an assessment of British Columbia Social Service Tax in the amount of $37.1 million. The Minister has reduced the assessment to $7.0 million

including interest. The Social Service Tax Act provides for a further appeal to the courts that must be commenced within 90 days of the Minister's decision. The Company
is reviewing its options with respect to the appeal process.
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SCHEDULE D

PRO FORMA CONSOLIDATED
FINANCIAL STATEMENTS

FORTIS INC.
(Unaudited)

As at March 31, 2007 and for the three months ended
March 31, 2007 and the year ended December 31, 2006

(see attached)
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UNAUDITED PRO FORMA CONSOLIDATED FINANCIAL STATEMENTS

The following unaudited pro forma consolidated financial statements give effect to the acquisition (the "Acquisition") of
Terasen Inc. ("Terasen™) under the purchase method of accounting. The unaudited pro forma consolidated balance sheet gives effect to
the Acquisition as if it had occurred on March 31, 2007. The unaudited pro forma consolidated statements of earnings for the three
months ended March 31, 2007 and for the year ended December 31, 2006 give effect to the Acquisition as if it was completed on
January 1, 2006.

These unaudited pro forma consolidated financial statements are presented for illustrative purposes only. The pro forma
adjustments are based upon available information and certain assumptions that are believed to be reasonable in the circumstances, as
described in the notes to the unaudited pro forma consolidated financial statements.

Terasen is a holding company headquartered in VVancouver, British Columbia, with subsidiaries carrying on the business of
natural gas distribution in British Columbia. As part of a reorganization of its business prior to the closing of the Acquisition, Terasen
Inc. was required to divest its petroleum transportation assets. In connection with this divestiture, on February 16, 2007 Terasen Inc.
amalgamated with Terasen Pipelines (Trans Mountain) Inc., formerly a wholly owned subsidiary of Terasen Inc., and 0731297 BC Ltd.,
a holding company that was formerly the direct parent of Terasen Inc., with the amalgamated corporation continuing under the name
"Terasen Inc.". It is the amalgamated corporation that is represented in the Terasen Inc. unaudited interim consolidated financial
statements as at March 31, 2007 and for the three months ended March 31, 2007 and 2006. Post-amalgamation, Terasen Inc. continues to
own the gas distribution business operated by its subsidiaries.

As a result of this amalgamation, the Terasen Inc. consolidated financial statements as at December 31, 2006 and for the years
ended December 31, 2006 and 2005 do not reflect the same entity as, and are not directly comparable with, the unaudited interim
consolidated financial statements as at March 31, 2007 and for the three months ended March 31, 2007 and 2006 that relate to the
amalgamated corporation. The effect of the amalgamation is described in greater detail in note 1 of the Terasen Inc. unaudited interim
consolidated financial statements on page C-6 of Schedule C to the BAR, and in note 2[0] to these pro forma financial statements.

These unaudited pro forma consolidated financial statements are based on Terasen's financial statements as at and for the three
months ended March 31, 2007 and for the year ended December 31, 2006. The financial position and results of the petroleum
transportation operations have been excluded from the unaudited pro forma consolidated balance sheet and statements of earnings,
respectively, by way of pro forma adjustments. Refer to Notes 2[b] and 2[d].

The pro forma information presented, including allocation of purchase price, is based on preliminary estimates of fair values of
assets acquired and liabilities assumed, available information and assumptions and may be revised as additional information becomes
available. The actual adjustments to the consolidated financial statements upon the closing of the Acquisition will depend on a number of
factors, including additional information available and the net assets on the closing date of the Acquisition. Therefore, the actual
adjustments will differ from the pro forma adjustments, and the differences may be material. For example, the final purchase price
allocation is dependent on, among other things, the finalization of asset and liability valuations. A final determination of these fair values
will reflect consideration of a final valuation prepared by independent third-party appraisers. This final valuation will be based on the
actual net tangible and intangible assets and liabilities that exist as of the closing date of the Acquisition. Any final adjustment may
change the allocation of purchase price, which could affect the fair value assigned to the assets and liabilities and could result in a change
to the unaudited pro forma consolidated financial statements, including a change to goodwill.
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Fortis Inc.

PRO FORMA CONSOLIDATED BALANCE SHEET
As at March 31, 2007
(Unaudited)
($ millions)

Pro forma
Pro forma consolidated
Fortis Inc. Terasen Inc. adjustments balance sheet
Note
ASSETS
Current assets
Cash and cash equivalents 43.2 26.4 2[n] 193.2 71.2
2[n] (191.6)
Accounts receivable 268.6 394.4 2[b] (16.1) 646.9
Income taxes receivable. 11.0 — — 11.0
Prepaid expenses..... 16.7 8.6 2[b] (1.5) 23.8
Regulatory assets..... 41.1 35.2 — 76.3
Gas inventories, materials and supplies 321 79.7 2[b] (3.4) 108.4
Current assets held for sale — 2.1 2[b] (2.1) —
412.7 546.4 (21.5) 937.6
Corporate income tax deposit .. 5.9 — — 5.9
Deferred charges and other assets... 171.6 87.6 2[b] (20.6) 235.6
2[e] (3.0
Regulatory assets 132.2 32.2 — 164.4
Future income taxes 9.3 — 2[f] 8.4 36.8
2[g] 16.7
2[n] 2.4
Utility capital assets 3,629.6 3,623.6 2[b] (858.9) 6,394.3
Income producing properties 468.5 — — 468.5
INVEStMENLS ......vvvvvriririins 25 524.5 2[b] (524.5) 25
Intangibles, net of amortization 8.8 — — 8.8
GOOAWill...ovveoorererreeenne 658.3 1,072.1 2[b] (189.7) 1,540.7
Long-lived assets held for sale. — 1,012.1 2[b] (1,012.1) —
5,499.4 6,898.5 2,602.8 9,795.1
LIABILITIES - - —(26028) -
Current liabilities
Short-term borrowings 54.2 213.0 _ 267.2
Accounts payable and accrued charges ... 336.2 408.2 2[b] (24.9) 729.5
2[l 10.0
Dividends payable 249 — r — 24.9
Income taxes payable — 60.4 2[b] (13.3) 49.1
N 2[e] 2.0
Regulatory liabilities 13.1 1.8 _ 14.9
Current instalments of long-term debt and capital lease obligations 76.1 287.6 — 363.7
Subscription Receipt iISSUE ...........ovevrereererirernenns 1,151.2 — 2[q] (1,151.2) —
Restricted cash — Subscription Receipt issue. (1,151.2) — 2[a] 1,151.2 —
Future income taxes.... 95 — — 95
Current liabilities held _ 415.1 2[b] (415.1) —
514.0 1,386.1 (441.3) 1,458.8
Deferred credits and other liabilities... 79.7 2143 2[b] (7.6) 286.4
Regulatory liabilities 336.3 — — 336.3
Future income taxes 495 197.3 2[b (211.8) 35.0
Long-term debt and capital lease obligations 2,517.2 1,819.0 2|[f] 24.0 4,360.2
Subordinated debt ..........cccccvvirinine — 2,491.3 2[b (2,491.3) —
Long-term liabilities held for sale — 325.9 2[b (325.9) —
Non-controlling interest... 127.8 — —_ 127.8
Preference shares . 3195 — — 3195
3,944.0 6,433.9 (3.453.9) 6,924.0
SHAREHOLDERS' EQUITY
COMIMON SNATES ...ttt 980.1 1,475.3 2[g 1,151.2 2,100.2
2[g (31.1)
2[K (1,475.3)
PrETEIENCE SNATES™.........vvvvvevsieesisiessi e sesss st 1225 — 2[n 200.0 318.1
2[n 4.9
Contributed surplus 5.2 19.2 2[k (19.2) 5.2
Equity portion of convertible debentures 7.0 — —_ 7.0
Accumulated other comprehensive loss . (63.3) — — (63.3)
Retained earnings 503.9 (1,029.9) 2[K] 1,029.9 503.9
1,555.4 464.6 851.1 2,871.1
5,499.4 6,898.5 (2,602.8) 9,795.1
@ Terasen Inc. preference shares are net of $51.0 million of shares held by its wholly owned subsidiary Trans Mountains Holdings Ltd.

See accompanying notes



Fortis Inc.

PRO FORMA CONSOLIDATED STATEMENT OF EARNINGS
For the year ended December 31, 2006
(Unaudited)
($ millions, except for per share amounts)

Pro forma
consolidated
Terasen Pro forma statement of
Fortis Inc. Inc. adjustments __earnings
Note
OPErating FBVENUES ......e.veiiiteieieiteietestesieteste e testeseetesteseetesbeseesesseseetesseseesessessasens 1,462.0 2,027.7 2[d] (242.4) 3,245.4
2[o] (1.9
EQUITY INCOME.....iiiiiie ettt s re e e e 9.7 24.5 2[d] _(24.5) 9.7
14717 2,052.2 (268.8) 3,255.1
Expenses
ENErgy SUPPIY COSES ...vviriiieiieiicic ettt 5405 1,117.9 — 1,658.4
(@] 1= =11 ] o OSSO URPRPRRPN 398.6 394.0 2[d] (108.9) 675.7
2[0] (8.0
YA 3gTo] 4 12 €[] o IS 1775 145.2 2[d] (37.7) 282.9
2[0] __(2.2)
11166 1,657.1 (156.7) 2,617.0
OPErating INCOME......eiicieiie ettt se e saeste s e ere e e eneeneens 355.1 395.1 (112.1) 638.1
FINGNCE CNAIGES. ....ccviieiitiiee et 168.3 179.5 2[d] (26.8) 456.0
2[m]  (5.3)
2[0] 140.3
Impairment in carrying value of goodwill ...........cccoeveii v — — 2[0] 762.3 762.3
Gain on sale of income producing PrOPEItY ........cveververerereseseseseseeeereeseeseeseens (2.1) — — (2.1)
166.2 179.5 870.5 1,216.2
Earnings (10ss) before corporate taxes........cccocvvveieieeieeiieie s see e 188.9 215.6 (982.6) (578.1)
COMPOTALE TAXES ....veviieiieiiee ettt sttt sttt r e ar e nnas 32.5 68.4 2[d] (17.3) 26.3
2[i] 1.9
2[o] _(59.2)
Earnings (loss) before non-controlling interest..........ccococvevvienenincncene 156.4 147.2 (908.0) (604.4)
NON-CONIOIIING INEEIEST.....cuiiiieiceccee e 7.6 — — 7.6
Earnings (loss) before discontinued Operations............cc.ccoevveienenicieseniecesienenns 148.8 147.2 (908.0) (612.0)
Loss from discontinued operations, net of corporate taxes.........ccoovvvvvevrvrvseernne — 17.5 2[0] _(17.5) —
NEL €ArNINGS (I0SS) ....viiviiieieiciiicie et re e e e e e 148.8 129.7 (890.5) (612.0)
Preference share dividends ...........cccoeiiiiiiieniie e 1.6 — 2[n] 9.8 114
Net earnings (loss) applicable to common Shares..........cccccevevevievieivsiesieerenens 147.2 129.7 (900.3) (623.4)
Weighted average common shares outstanding (number, in millions) ........... 103.6 2[g] _44.3 147.9
Earnings (loss) per common share
BASIC 1.ttt ettt bbbttt $ 1.42 $  (4.21)
[ ] 0] T OSSPSR $ 1.37 $  (4.21)

See accompanying notes
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Fortis Inc.

PRO FORMA CONSOLIDATED STATEMENT OF EARNINGS

For the three months ended March 31, 2007
(Unaudited)
($ millions, except for per share amounts)

Terasen
Fortis Inc. Inc.
OPErating FEVENUES ......c.veiiitiieteite ettt ettt eb et sb et eb et snennene s 483.0 678.9
EQUILY INCOME ...ttt et — 5.5
483.0 6844
Expenses
ENErgY SUPPIY COSES ...ttt 214.7 435.3
(@] 1= =11 ] 3 To OSSPSR PRTPSPRSRPN 1154 91.7
AMOTIZATION ...ttt bbbt e e 54.1 31.6
384.2 558.6
OPErating INCOME......cciiiiiiieiite ettt eere s 98.8 125.8
FINANCE ChaIQeS. ... e veiviie ettt e ne e 47.6 73.7
Impairment in carrying value of goodwill .............ccocooiiiiiinii — 4419
476 5156
Earnings (10ss) before corporate taxes........ccocvvvvvrivieeeerene e e eeesiese e 51.2  (389.8)
COPOTALE TAXES ...ttt ettt ettt s bbb e st e e nbe e ebe e see s e e saeesneenneenee 6.9 9.9
Earnings (loss) before non-controlling interest ..o 44.3  (399.7)
NON-CONIOIIING INTEIEST.....cuiiiiiicecece e 1.3 —
Earnings (loss) before discontinued Operations...........ccc.ccoeevveienenieieseniecesienens 43.0 (399.7)
Gain from discontinued operations, net of corporate taxes.........cccoevvivvevsvrinrnannns — (3.3)
NEL €AIrNINGS (I0SS) ....viiviiieiriciei et s re e e eseeseens 43.0 (396.4)
Preference share diVidends ...........cocveviieeiine i 1.5 —
Net earnings (loss) applicable to coOmmon Shares..........cccccevcevevievievinsiesieeneiens 415 (396.4)
Weighted average common shares outstanding (number, in millions) ........... 109.4
Earnings per common share
BSIC 1.ttt bbbttt sttt bt e $ 0.38
DIULEA .ttt e $ 035

See accompanying notes
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Note

2[d]
2[d]

2[d]
2[d]

2[d]
2[m]
2[d]

2[d]
2[i]

2[d]
2[n]

2[g]

Pro forma
consolidated
Proforma  statement of
adjustments earnings
(39.8) 1,122.1
(5.5) —
(45.3) 1,122.1
— 650.0
(20.5) 186.6
(5.7) 80.0
(26.2) 916.6
(19.1) 205.5
(0.9) 119.1
(1.3)
(441.9) —
(444.1) 119.1
425.0 86.4
(3.6) 13.7
0.5
428.1 72.7
— 1.3
428.1 714
3.3 —
424.8 714
25 4.0
422.3 67.4
44.3 153.7
$ 0.44
$ 0.43



FORTIS INC.

NOTES TO PRO FORMA CONSOLIDATED
FINANCIAL STATEMENTS
(Unaudited)

1. BASIS OF PRESENTATION

The accompanying unaudited pro forma consolidated financial statements give effect to the acquisition (the "Acquisition™) of all of the issued and outstanding shares in
Terasen Inc. ("Terasen") as described in the Business Acquisition Report dated June 13, 2007 (the "BAR"). The accompanying unaudited pro forma consolidated
financial statements have been prepared by management of Fortis Inc. (“Fortis" or the "Corporation™) and are derived from the unaudited and audited consolidated
financial statements of Fortis as at and for the three months ended March 31, 2007 and for the year ended December 31, 2006, respectively; and the unaudited and
audited financial statements of Terasen as at and for the three months ended March 31, 2007 and for the year ended December 31, 2006, respectively.

As part of a reorganization of its business prior to the closing of the Acquisition, Terasen Inc. was required to divest its petroleum transportation assets. In connection
with this divestiture, on February 16, 2007 Terasen Inc. amalgamated with Terasen Pipelines (Trans Mountain) Inc., formerly a wholly owned subsidiary of Terasen
Inc., and 0731297 BC Ltd., a holding company that was formerly the direct parent of Terasen Inc., with the amalgamated corporation continuing under the name
"Terasen Inc.". It is the amalgamated corporation that is represented in the Terasen Inc. unaudited interim consolidated financial statements as at March 31, 2007 and
for the three months ended March 31, 2007 and 2006. Post-amalgamation, Terasen Inc. continues to own the gas distribution business operated by its subsidiaries.

As a result of this amalgamation, the Terasen Inc. consolidated financial statements as at December 31, 2006 and for the years ended December 31, 2006 and 2005 do
not reflect the same entity as, and are not directly comparable with, the unaudited interim consolidated financial statements as at March 31, 2007 and for the three
months ended March 31, 2007 and 2006 that relate to the amalgamated corporation. The effect of the amalgamation is described in greater detail in note 1 of the
Terasen Inc. unaudited interim consolidated financial statements on page C-6 of Schedule C to the BAR, and in note 2[0] to these pro forma financial statements.

The accounting policies used in the preparation of these unaudited pro forma consolidated financial statements are those disclosed in the Corporation's audited financial
statements. Management has determined that no adjustments to Terasen's financial statements are required to comply with the accounting policies used by Fortis in the
preparation of its consolidated financial statements. Certain accounting policies followed by Terasen are different from that of Fortis due to rate regulation associated
with a gas utility imposed by the British Columbia Utilities Commission ("BCUC").

As is standard with similar transactions in regulated utilities, the purchase price is primarily based upon the regulated assets at the point of closing. Based on the
purchase price calculation, as detailed in the acquisition agreement dated February 26, 2007, the estimated net purchase price of Terasen is $1,295.0 million (refer to
Note 2[a]).

The unaudited pro forma consolidated balance sheet and unaudited pro forma consolidated statements of earnings reflect the acquisition effected on March 31, 2007
and January 1, 2006, respectively. The unaudited pro forma consolidated financial statements are not necessarily indicative of the results that actually would have been
achieved if the transactions reflected therein had been completed on the dates indicated or the results which may be obtained in the future. For instance, the actual
purchase price allocation will reflect the fair value, at the purchase date, of the assets acquired and liabilities assumed based upon the acquirer's evaluation of such assets
and liabilities following the closing of the transaction and, accordingly, the final purchase price allocation, as it relates principally to intangible assets, may differ
significantly from the preliminary allocation reflected herein.

These unaudited pro forma consolidated financial statements should be read in conjunction with the description of the transaction described in the BAR; the audited and
unaudited financial statements of Terasen, including the notes thereto, included in the BAR; and the audited and unaudited consolidated financial statements of Fortis
including the notes thereto.

The underlying assumptions for the pro forma adjustments provide a reasonable basis for presenting the significant financial effect directly attributable to the
Acquisition. These pro forma adjustments are tentative and are based on available financial information and certain estimates and assumptions. The actual adjustments
to the consolidated financial statements will depend on a number of factors. Therefore, we believe that the actual adjustments will differ from the pro forma adjustments,
and the differences may be material.

2. PRO FORMA ASSUMPTIONS AND ADJUSTMENTS
[a] These pro forma consolidated financial statements give effect to the completion of the Acquisition, as if it had occurred on March 31, 2007 in respect of the pro
forma consolidated balance sheet, and on January 1, 2006 in respect of the pro forma consolidated statements of earnings for the year ended December 31, 2006 and for

the three-month period ended March 31, 2007. The Acquisition has been reflected in the pro forma consolidated financial statements using the purchase method.

Estimated Net Purchase Price

($ millions)
Unadjusted PUrChaSse PriCe .......ccoveveueiririririeee e 1,801.0
Estimated acquisition costs (Note 2[h])................. 20.0
Estimated net purchase price, before assumed debt .. 1,821.0
Assumed short-term notes of Terasen (Note 2[f]). (76.0)
Assumed long-term debt of Terasen (Note 2[f]) ... (450.0)
Estimated Net PUrChase PriCe ........cccevirireerrieeerisisieee e reenens 1,295.0
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Estimated Net Funding Requirements

Estimated net purchase Price ........c.ccceoeevrrrecenenrnneieeens

Assumed short-term notes of Terasen (Note 2[f]).

Assumed long-term debt of Terasen (Note 2[f]) ................
Common share issuance costs (Note 2[g]) ....cevevrvrerereennnns
Estimated net funding requirements ..........c.ccceceevrvrreereennns

Assumed Financing Structure

Assumed short-term notes of Terasen (Note 2[f])..............

Assumed long-term debt of Terasen (Note 2[f]) ...
Common share issuance (Note 2[q]) ..............

Incremental long-term capital (Note 2[N])........ccccovveerenns

[b] Petroleum Transportation segment net assets and allocation of estimated net purchase price

($ millions)
1,295.0
76.0
450.0
47.8
1,868.8

($ millions)
76.0

450.0
1,151.2
191.6
1,868.8

The estimated net purchase price has been allocated to the fair values of Terasen's net assets and liabilities at March 31, 2007, excluding the net assets and liabilities of
the petroleum transportation segment which are not being acquired, in accordance with the purchase method, as follows:

Assets acquired:

Cash and Cash EQUIVAIENTS..........c.ceiiiieieie ettt bbbttt
Accounts receivable ........

Prepaid expenses ......

Regulatory assets..........cccocvevrvrvrrreerennnns
Gas inventories, materials and supplies ..
Current assets held for sale...................
Current assets ........c.ccceveevreennnn
Deferred charges and other assets.
Regulatory assets........c.cocoeeeeenne.
Future income taxes..
Utility capital assets..
INVESTMENTS ...ttt b b b se et et n et n e r e b
Long-lived assets held fOr SAIE ...........o.ceiiiiicce e

Liabilities assumed:

SHOIT-LEIM DOITOWINGS ..ttt a et se et s s ene e e s sene s
Accounts payable and aCCrued ChaIgES.........cvcueveiriiririeieeririrse e ees
Income taxes payable ...........cccccoevnnne
Regulatory liabilities ...........occceiiniicicecce
Current instalments of long-term debt and capital lease obligations.
Current liabilities held for sale..
Current liabilities ...........ccccovnnne
Deferred credits and other liabilities
Future inCOMe taxes..........ccoeveeerrererierennnnne
Long-term debt and capital lease obligations
Subordinated debt (i) ....oovvvveereriririeiieeeenn
Long-term liabilities held fOr SAIE ... enens

Net (liabilities) assets at fair value, as at March 31, 2007 ........ccccovrrriiiinnnreiee s
Net PUFChaSse PriCe......cccoiiiiricieiriirriee e
GOOAWIll ...
Goodwill previously recorded by Terasen..
Goodwill adjustment...........cccoceveeninenne

($ millions)

Fair Value
Petroleum and Other
Terasen Inc. Transportation Adjustments Net Total
Note
26.4 — — 26.4
394.4 (16.1) — 378.3
8.6 (1.5) — 7.1
35.2 — — 35.2
79.7 (3.4) — 76.3
2.1 (2.1) — —
546.4 (23.1) — 523.3
87.6 (20.6) 2[e] (3.0) 64.0
32.2 — — 32.2
— — 2[f] 8.4 8.4
3,623.6 (858.9) — 2,764.7
524.5 (524.5) — —
1,012.1 (1,012.1) — —
5,826.4 (2,439.2) 5.4 3,392.6
213.0 — — 213.0
408.2 (24.9) 2[1] 10.0 393.3
60.4 (13.3) 2[e] 2.0 49.1
1.8 — — 1.8
287.6 — — 287.6
415.1 (415.1) — —
1,386.1 (453.3) 12.0 944.8
214.3 (7.6) — 206.7
197.3 (211.8) — (14.5)
1,819.0 — 2[f] 24.0 1,843.0
2,491.3 (2,491.3) — —
325.9 (325.9) — —
6,433.9 (3,489.9) 36.0 2,980.0
(607.5) 1,050.7 (30.6) 412.6
1,295.0
882.4
1,072.1
—(189.7)

(i) Subsequent to March 31, 2007 the subordinated debt balance of $2,491.3 million was partially repaid. The remaining amount was converted to preferred shares which

have been subsequently acquired by the Corporation as part of the Acquisition.

Terasen's natural gas distribution business is regulated under traditional cost of service. The determination of revenues and earnings is based on regulated rates
of return that are applied to historic values and does not change with a change of ownership. Therefore, for the regulated business, no fair market value adjustments are
recorded as part of the purchase price on individual assets and liabilities, including intangibles, to be acquired, because all of the economic benefits and obligations
associated with them beyond regulated rates of return accrue to the customers. The book value of the assets and liabilities of the regulated business to be acquired has been

assigned as fair value for the purchase price allocation.
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[c] Goodwill

The excess of the purchase price, including estimated fees and expenses related to the Acquisition, over the preliminary fair value of net assets acquired from Terasen,
is classified as goodwill on the accompanying pro forma consolidated balance sheet.

[d] Results of Petroleum Transportation segment

The acquisition of Terasen does not include the petroleum transportation segment and, as such, the results of this segment for the year ended December 31, 2006 and for
the three months ended March 31, 2007 have been excluded, as follows:

($ millions)
Year ended Three months
December 31, ended
2006 March 31, 2007
OPEIALING FEVENUES .....uceeetteteaereetsisie et se sttt sttt sttt se bbbt eb e bt 242.4 39.8
EQUILY INCOME ...ttt 245 5.5
266.9 45.3
Expenses
OPEIALING ..ttt bbbttt bbbt 108.9 20.5
Amortization..... 37.7 5.7
Finance charges ... 26.8 0.9
COPPOTALE TAXES ...ttt ettt sttt sttt ettt sa e e st bt nes 17.3 3.6
190. 30.7
Other Items
Impairment in carrying value of goodwill — 441.9
Gain from discontinued operations, net of corporate taxes — (3.3)
— 438.6

[e] Fair value adjustments

An adjustment of $3.0 million to reduce investments in international consulting operations to their estimated fair value has been recorded under the deferred charges
and other assets line item. An adjustment of $2.0 million to income taxes payable has also been recorded relating to potential tax exposures.

[f] Assumed debt
Terasen has long-term debt outstanding of $450.0 million, in various series with due dates ranging from 2008 to 2040. The rates range from 5.56% to 8.0%, resulting in
the fair market value of the debt exceeding book value by $24.0 million, ($15.6 million, net of future income taxes of $8.4 million), calculated as at March 31, 2007. No
adjustments were made to the carrying value of the debt securities of Terasen Gas Inc. and Terasen Gas (Vancouver Island) Inc. This is due to the rate-regulated nature
of their businesses in which recovery in rates of the costs related to these debt securities is subject to the regulation of the BCUC.

Terasen also has short-term notes of $76.0 million that are being assumed. The remaining short-term notes balance of $137.0 million relates to the BCUC regulated
business.

[g] Common share issuance
To finance a significant portion of the Acquisition, the Corporation will issue one common share for each subscription receipt sold, resulting in approximately
44.3 million common shares being issued for gross proceeds of $1,151.2 million, or net proceeds after common share issuance costs of $1,120.1 million ($47.8 million
common share issuance costs less $16.7 million of future income taxes). The Subscription Receipts were sold at a price of $26.00 per share during the three months
ended March 31, 2007.

[h] Acquisition costs

It is assumed that Acquisition costs will approximate $20.0 million, and will form part of the investment cost base. These primarily relate to investment banking and
legal fees.

[i] Corporate taxes

Corporate taxes applicable to the pro forma adjustments are tax effected at Fortis' average tax rates of 35.0% and 35.0% for the year ended December 31, 2006 and the
three months ended March 31, 2007, respectively.

[il Earnings per common share

The calculation of the pro forma earnings per common share for the year ended December 31, 2006, and for the three months ended March 31, 2007, considers the
issuance of 44.3 million common shares as if the issuance had taken place as at January 1, 2006.

[K] Terasen historical shareholder's equity balances

The historical common shares, contributed surplus and retained earnings balances of Terasen have been eliminated.

D-8



[I] Transition costs

Estimated known restructuring costs of $10.0 million are related to an after-tax estimate of expenses associated with a transition plan. The assessment of and actions
under this plan will be completed as soon as possible.

[m] Amortization of fair value debt adjustment
The fair value debt adjustment will be amortized over the term of the related debt. Refer to Note 2[f].
[n] Incremental long-term capital

To finance a portion of the Acquisition, the Corporation plans to issue approximately 8.0 million preference shares at a price of $25.00 per share for total gross proceeds
of $200.0 million. Preference share issuance costs of $6.8 million are expected to be incurred which will create a future income tax asset of $2.4 million. The dividend
yield is estimated at 4.9% per share. The net cash proceeds of $193.2 million will be used to fund the remaining portion of the assumed financing structure, currently
estimated at $191.6 million. Prior to finalizing the preference share issue, the Corporation will use its existing credit facilities to fund, on an interim basis, the remaining
portion of the purchase consideration.

[o] Terasen Inc.

The Terasen Inc. consolidated statement of earnings for the year ended December 31, 2006 has been adjusted for the effects of the push down of the purchase
accounting, due to an amalgamation of certain Terasen entities. Refer to Note 1 "Amalgamation and Restatement of Prior Periods" on page C-6 of the unaudited interim
consolidated financial statements of Terasen for the three months ended March 31, 2007 included in Schedule C of the BAR for further details relating to the nature of
the amalgamation.

The following table presents the consolidated statement of earnings for the year ended December 31, 2006 as previously presented with the adjustments that resulted
from the push down of purchase accounting and other items on the purchase of Terasen Inc. related to the businesses acquired by Fortis to present an adjusted statement
of earnings after the amalgamation.

($ millions)
Year Ended December 31,2006
Adjustments due to

Amalgamation

As Presented Adjusted
Revenues
OPEratiNg FEVENUES .......ecveueriirieieteteseresisieteie e bsiebe e s et se b st sese s e sbebenenn 2,027.7 (i) (1.9) 2,025.8
EQUILY INCOME ...ttt bbb 24.5 — 245
2,052.2 (1.9) _2,050.3
Expenses
ENErgy SUPPIY COSES ....veuiiirieieieiiri ettt s 1,117.9 — 11179
Operating ............... . 394.0 (i) (8.0) 386.0
Amortization 145.2 (i) (2.1) 143.1
1,657.1 (10.1) _1,647.0
OPErating INCOIME .......ccuiiiriririeeerere et 395.1 8.2 403.3
Finance charges . 179.5 (iii) 140.3 319.8
Impairment in carrying value of goodwill ..............ccocoiniiniiiiieecie — (iv) 762.3 762.3
179.5 902.6 1,082.1
Earnings (loss) before COrporate taxes .........ocouvvvreeierereriseeesnenesessseeenens 215.6 (894.4) (678.8)
Corporate taxes . 68.4 v) (59.2) 9.2
Earnings (loss) before discontinued operations.........c..c.cocoeeevrvrresseiennnes 147.2 (835.2) (688.0)
Loss from discontinued operations, net of corporate taxes.........ccoeuvvvverevnene. 17.5 (vi) (17.5) —
NEt €arnNiNGS (10SS).......c.ceuiuririiitieitieieieir e 129.7 (817.7) (688.0)

(i) Represents the reversal of a write-off which occurred when Kinder Morgan, Inc. ("Kinder Morgan™) acquired Terasen.

(if) Represents the amortization of fair value increments assigned to property, plant and equipment.

(iii) Represents the amortization of fair value increments assigned to long-term debt and the interest on the subordinated debt.
(iv) Animpairment in carrying value of goodwill of $762.3 million was taken during the fourth quarter of 2006.

(v) Represents mainly the tax benefits associated with the interest expense recorded on the subordinated debt.

(vi) Represents the reversal of the loss on the Terasen Water and Utility Services segment which, for purchase accounting, was eliminated
when Kinder Morgan acquired Terasen.
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This discussion should be read in conjunction with the consolidated financial statements of the Company and related notes for the
years ended December 31, 2006 and 2005. In this MD&A, we, us, our, the Company and Terasen mean Terasen Inc., its subsidiaries,
joint ventures and investments in significantly influenced companies. Terasen Gas refers to Terasen Gas Inc., TGVI refers to Terasen
Gas (Vancouver Island) Inc., Trans Mountain refers to Terasen Pipelines (Trans Mountain) Inc., Corridor refers to Terasen Pipelines
(Corridor) Inc., Terasen Pipelines refers to Terasen Pipelines Inc., Express refers to the Express and Platte Pipeline Systems; and Water
and Utility Services refers to Terasen Waterworks (Supply) Inc., Terasen Utility Services Inc. and Terasen’s 50% interest in Fairbanks
Sewer and Water Inc. KMI refers to Kinder Morgan, Inc.

The financial data included in this discussion has been prepared in accordance with Canadian generally accepted accounting
principles (GAAP), and all dollar amounts are in Canadian dollars unless otherwise stated.

About Terasen

On November 30, 2005, all of the shares of the Company were acquired by Kinder Morgan, Inc. (“KMI”), through a subsidiary, pursuant
to a Combination Agreement dated as of August 1, 2005. On May 29, 2006, KMI management and some investment partners announced
a proposal to take KMI private. This was approved by KMI shareholders on December 19, 2006, and is expected to close in the second
quarter of 2007, subject to outstanding approvals from one state regulatory utility commission.

On February 26, 2007, Kinder Morgan, Inc. announced that it entered into a definitive agreement with Fortis, Inc. to sell Terasen Inc.
and its principal natural gas distribution assets, including its subsidiaries Terasen Gas and TGVI as well as other activities including
Terasen Energy Services. The sale does not include the petroleum transportation subsidiaries nor investments under the Kinder Morgan
Canada name. The purchase price of $3.7 billion includes the assumption of approximately $2.4 billion of debt. The transaction is
expected to close in mid-2007 subject to the fulfillment of customary closing conditions and required regulatory approvals.

On March 5, 2007, Kinder Morgan, Inc. announced that it entered into an agreement to sell the shares of the Corridor Pipeline System to
Inter Pipeline Fund for approximately $760 million including debt. The transaction is subject to certain closing conditions and
regulatory approvals, as well as a right of first refusal and is expected to close in mid-2007.

The effects of the above two transactions will have Terasen’s holdings be primarily in natural gas distribution assets. All petroleum
transportation assets, liabilities, revenues and expenses will be sold after these transactions.

Natural Gas Distribution

Terasen’s natural gas distribution operations consist primarily of Terasen Gas and TGVI in addition to several small related utility
operations. Terasen Gas is the largest distributor of natural gas in British Columbia, serving more than 815,000 residential, commercial
and industrial customers in more than 100 communities. Major areas served by Terasen Gas are Greater VVancouver, the Fraser Valley
and the Thompson, Okanagan, Kootenay and North Central Interior regions of the province. TGVI serves approximately 87,000
residential, commercial and industrial customers on Vancouver Island and the Sunshine Coast area and Terasen Gas (Whistler) serves
approximately 2,400 residential and commercial customers in the Whistler region. Terasen Gas and TGVI provide transmission and
distribution services to their customers, and obtain natural gas supplies on behalf of residential and commercial customers. Gas supplies
are sourced primarily from northeastern British Columbia and, through the Company’s Southern Crossing Pipeline, from Alberta.

Petroleum Transportation

Terasen’s petroleum transportation operations are the Trans Mountain, Corridor, Express and Platte pipelines. These operations are
conducted under the Kinder Morgan Canada name. Trans Mountain transports crude oil and refined products from Edmonton, Alberta to
Burnaby, British Columbia and also delivers Canadian crude oil to several refineries in Washington State. Trans Mountain also owns the
Westridge Marine Terminal, which is located at tidewater in the Port of Vancouver, and a jet fuel pipeline connecting to Vancouver
International Airport. Corridor owns a dual pipeline system which transports diluted bitumen and diluent between the Muskeg River
mine near Fort McMurray and the Shell upgrader north of Edmonton, Alberta. Corridor commenced commercial operations in

May 2003. Terasen also owns a one-third interest in the Express Pipeline and the Platte Pipeline which transports crude oil from
Hardisty, Alberta to the Rocky Mountain region of the United States and on to Wood River, Illinois.
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Other Activities

In addition to Terasen’s core businesses of Natural Gas Distribution and Petroleum Transportation, Terasen owns interests in several
smaller businesses including a 30% interest in CustomerWorks LP. CustomerWorks provides billing and customer care services to
utilities, municipalities and retail energy companies. CustomerWorks has outsourced the provision of its customer care services to an
entity owned and operated by Accenture Inc.

In January 2006, Terasen entered into a Purchase and Sale Agreement to dispose of its interest in its water and utility services operations
for proceeds of approximately $132 million. The disposition was completed on May 19, 2006 with the proceeds from the sale being used
to reduce debt. The disposition gave rise to a $17.5 million loss which has been fully recorded.

Results of Operations

Net Earnings

Years ended
December 31

2006 2005
(in millions of
dollars)
Natural gas distribution
TBIASEN GAS....eeteeteitteitee it e et e eteete et e e teesteesbeebeesaessaesheesbeesbeeabeeaseaaseebsesbeesbeesbeesee st sesbaesbeenbesnseeaeesaeeabeenbeenbeenbenteenraen $ 684 $ 653
B 1LY SO SO 27.1 25.5
955 90.8
Petroleum transportation
TTANS IMIOUNTAIN ...ttt sttt sttt et s bt be e b et e Ee e be e e Eeeb et e b s b e st e be s b e st e be st e st ebe st et e b st ene et bens 36.8 25.4
L0701 ¢ To o] SO SOURSOORSRR 13.3 13.6
8 (TSI V] (=] 1 OSSR 26.1 25.5
76.2 64.5
DiISCONTINUET OPEIALIONS. ...ttt b bbbkt b kbbb et b bbb bbbttt e bt et nn e (17.5) (4.9)
(@13 T= g Tod 1V 1= TSSO OO O SRS (24.5) (49.2)
N L= AT 0T a0 OO SU R ROUSTT U $ 1297 $ 101.2

Net earnings for 2006 increased by $28.5 million compared to 2005. The significant items that impacted net earnings in 2006
compared to the previous year were as follows:

Certain items

($ millions)

2005 unusual one time items primarily KMI tranSaction COSES.........oiuiiiiiriiiriiieiee e et sreeneens $ 440
2005 premium on Trans Mountain debt redemMPLION...........cviveieriie et sresre e eree e e neenrens 7.3
2006 loss on sale of Terasen Water & ULHHLY SEIVICES........cuiiiiiiiieineiete ettt (17.5)
2006 provision for retroactive tax amending legislation in the
PrOVINCE OF QUEDEC..... ettt bt h et b e bbb e Rt e b e Rt e a b e e b e e b e e b e Rt eE e e Reem b e neeebenbeebe et e e neeneennennas (15.2)
2006 earnings from Petroleum transportation, primarily increased
L] ]34TSRSO 4.4
23.0

In 2005, there were a number of one-time charges including the transaction costs associated with the acquisition of Terasen by KMI of
$42.9 million, disallowed costs of $3.6 million incurred in connection with the Inland Pacific Connector project, a $2.5 million gain
associated with the sale and hedge gains of the Company’s investment in Clean Energy, and a charge to earnings of $7.3 million that was
incurred in connection with the premium that was paid to redeem the Trans Mountain Series C debentures.

On May 19, 2006, Terasen completed the sale of its water and utility services business. Total proceeds of $132 million were used to

reduce debt. The sale resulted in an accounting loss of $12.9 million and the business incurred an operating loss of $4.1 million prior to
the sale.
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In 2006, a provision of $15.2 million was set up relating to a reassessment from Revenue Quebec for the 2004 and 2005 taxation years.
These reassessments were made pursuant to new, retroactive legislation passed in Quebec in June 2006 for the express purpose of
challenging certain inter-provincial Canadian tax structures.

The water and utility services business operations earnings have been reclassified to discontinued operations for 2006, 2005 and 2004.

Selected Annual Information

Years ended December 31

2006 2005 2004
(in millions of dollars)

TOLAI TEVENUES 1 ...t $ 2,027.7 $ 1,9525 $ 1,798.1
Net income before discontinued operations .. 147.2 106.1 146.5
NELINCOME ..ottt ee et sttt seen e 129.7 101.2 149.8
(@0 T 4o a0 FAVATo (=T a T L3y o= o S — 95.1 86.4
TOtal @SSELS (FESTAE) L .......ovoeieeeeeeeee ettt 5377.8 5329.9 49818
LONG-TEIM I 12 ...t 21176 20129 22916
Current portion of [0Ng-term debt...........ccoiiiiiii e 285.9 398.2 416.7

- Total revenues in 2004 and 2005 has been restated to reflect the reclassification of the water and utility services business as discontinued operations. Net income

before discontinued operations and long-term debt for 2004 has been restated for the reclassification of the Company’s capital securities from equity to long-term
debt, and the reclassification of the respective financing costs and income taxes. Total assets for 2005 and 2004 has been restated to reflect the reclassification of
amounts between other assets and other long-term liabilities and deferred credits.

Terasen is a wholly-owned subsidiary of KMI and accordingly earnings per share information is not disclosed.

Excluding current portion of long-term debt.

Growth in total revenues has been caused mainly by higher natural gas commodity prices, particularly in 2005, which are flowed through
in customer rates. Net income, when adjusted for the KMI transaction costs and Trans Mountain Series C redemption costs in 2005, has
grown since 2004 mainly as a result of strong and steady earnings growth in petroleum transportation. The Express System expansion in
April 2005 and throughput growth on the Trans Mountain system have been the main contributors to earnings growth. The increase in
total assets from 2004 to 2005 reflected both capital expenditures and growth in natural gas inventories and accounts receivable as a
result of higher natural gas commodity prices. Increase in assets in 2006 was partially offset by the disposition of the water and utility
services business segment.

Results by Business Segment

Natural Gas Distribution

Years ended
December 31

2006 2005
(in millions of dollars)
Natural gas diStrIDULION FTEVENUES...........ccviicieiecie sttt st st e te b e teeaeere et et e seesrenre e $ 1,741.1 $ 1,678.0
Natural gas diStribDULION NEE BAMINGS .....cviveieiieieise ettt sb et st be e e e sbesbetesbe e ereabeseeresbe e 95.5 90.8

Revenues from natural gas distribution increased in 2006 compared to 2005 mainly as a result of higher market prices for natural gas,
which are flowed through in customer rates. Cost of natural gas increased by a corresponding amount.

Earnings from natural gas distribution increased from $90.8 million in 2005 to $95.5 million in 2006 mainly due to strong operating
performance in both Terasen Gas and TGVI and a higher debt to equity component in rate base, offset by a lower allowed return on
equity in both Terasen Gas and TGVI and a provision made for retroactive tax legislation as discussed in further detail below.
TERASEN GAS

Earnings from Terasen Gas increased slightly from $65.3 million to $68.4 million. $11.5 million of costs related to a reassessment from

Revenue Quebec for the 2004 and 2005 taxation years were expensed in 2006. These reassessments were made pursuant to new,
retroactive legislation passed in Quebec in June 2006 for the express purpose of challenging certain inter-provincial Canadian tax
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structures. This was offset by strong operating performance, including higher transportation revenue and rate base growth and lower debt
financing costs due to a higher equity thickness allowed by the British Columbia Utilities Commission (“BCUC”).

Terasen Gas net customer additions during 2006 were 10,289, down from 12,613 customer additions in 2005. Though 2006 was another
strong year for housing starts in British Columbia, adverse winter conditions slowed construction activities in the latter part of the year.
In addition, the growth in multi-family housing also impacted net additions as natural gas use is less prevalent in this type of dwelling.
Terasen Gas industrial sales and transportation volumes decreased by 501 terajoules and 1,662 terajoules, respectively, from the
previous year. The decrease in the industrial sales volumes is due to customers switching to commercial and transport sales. The 1,662
terajoules decrease in transportation volumes is due to the permanent shutdown of the Domtar Pulp facility half way through 2006 (500
TJ), an employee strike in 2006 at a greenhouse in the Fraser Valley (150 TJ), the closure of a sawmill in the interior (150TJ) and the
remaining decrease is attributed to a general decrease in usage from the forestry industry in response to the housing slowdown in the US
and fuel switching to wood in the greenhouse sector. Terasen Gas earns approximately the same margin regardless of whether a
customer contracts for sales or transportation service.

Regulation

Terasen Gas’ rates are based on estimates of several items, such as natural gas sales volumes, cost of natural gas, and interest rates. In
order to manage the risks associated with some of these estimates, a number of regulatory deferral accounts are in place.

Two mechanisms to ameliorate unanticipated changes in sales volumes, such as changes caused by weather, have been implemented
specifically for Terasen Gas. The first, originally called the Gas Cost Reconciliation Account (GCRA), relates to the recovery of all gas
costs through a deferral account which captures all variances (overages and shortfalls) from forecasts. Balances are either refunded to or
recovered from customers via an application with the BCUC. Creation of the GCRA was approved by the BCUC in October 1993.
Effective April 2004, the GCRA was split into two new deferral accounts called the Commodity Cost Reconciliation Account
(CCRA) and the Midstream Cost Reconciliation Account (MCRA). The CCRA and MCRA were created to support commodity
unbundling and the refund /recovery mechanism works the same as that used for the GCRA. The second mechanism seeks to stabilize
revenues from residential and commercial customers through a deferral account that captures variances in the forecast versus actual
customer use throughout the year. This mechanism is called the Revenue Stabilization Adjustment Mechanism (RSAM).

The RSAM and CCRA/MCRA accounts reduce Terasen Gas’ earnings exposure to related risks by deferring any variances between
projected and actual gas consumption and gas costs, and refunding or recovering those variances in rates in subsequent periods.
Variances in usage by large volume, industrial transportation and sales customers are not covered by these deferral accounts as their
usage is more predictable and less likely to be significantly affected by weather.

In 2006, the net balances of the RSAM and CCRA/MCRA accounts increased to a receivable of $142.8 million from a payable of
$9.0 million in 2005. In order to ensure that the balances in the CCRA/MCRA account are recovered on a timely basis, Terasen Gas
prepares and files quarterly calculations with the BCUC to determine whether customer rate adjustments are needed to reflect prevailing
market prices for natural gas costs. In addition, ineffective hedges, which are out of the money at December 31, 2006, accounts for
$156.0 million of the change. Customer rate adjustments ignore the temporal effect of derivative valuation adjustments on the balance
sheet and instead reflect the forward forecast of gas costs over the recovery period.

Short-term and long-term interest rate deferral accounts are also in place to absorb interest rate fluctuations. The interest rate deferral
accounts which were in place during 2006 effectively fixed the interest expense on short-term funds attributable to Terasen Gas’
regulated assets at 4.00% during both 2005 and 2006. The effective fixed short-term interest rate for 2007 has been set at 4.75%. Any
variations from this rate throughout the year are recorded in deferral accounts.

Allowed Return on Equity (ROE) and Capital Structure

Terasen Gas’ allowed ROE is determined annually based on a formula that applies a risk premium to a forecast of long-term Government
of Canada bond yields. For 2006, the application of the ROE formula set Terasen Gas’ allowed ROE at 8.80%, down from 9.03% in
2005. Terasen Gas and TGV applied to the BCUC in June 2005 to increase their deemed equity components from 33% to 38% and from
35% to 40%, respectively. The same application also requested an increase in the allowed ROE from the levels that would have resulted
from the historic formula, which would have been 8.29% for Terasen Gas and 8.79% for TGVI in 2006.

The BCUC rendered its decision on the application on March 2, 2006, to be effective as of January 1, 2006. The generic ROE formula
for a benchmark utility in British Columbia was changed such that it will be reset annually off a forecast of 30 Year Canada Bonds plus
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a 3.90% risk premium when the forecast yield on 30 Year Canada Bond is 5.25%. The risk premium is adjusted annually by 75% of the
difference between 5.25% and the forecast yield on 30 Year Canada Bonds. The changes increased the allowed ROE from 8.29% to
8.80% for Terasen Gas and from 8.79% to 9.50% for TGVI in 2006. The decision also resulted in increases in the deemed equity
components of Terasen Gas and TGVI to 35% and 40%, respectively. For 2007, the allowed ROE was set at 8.37% for Terasen Gas.

2004-2007 Performance Based Rate Plan (PBR)

In July 2003, Terasen Gas received BCUC approval of a negotiated settlement for a 2004-2007 PBR. The PBR Settlement establishes a
process for determining Terasen Gas’ delivery charges and incentive mechanisms for improved operating efficiencies. The four-year
agreement includes incentives for Terasen Gas to operate more efficiently through the sharing of the benefits between Terasen Gas and
its customers. The PBR Settlement includes ten service quality measures designed to ensure Terasen Gas maintains service levels. It also
sets out the requirements for an annual review process which will provide a forum for discussion between Terasen Gas and interested
parties regarding its current performance and future activities.

Operation and maintenance costs and base capital expenditures are subject to an incentive formula reflecting increasing costs due to
customer growth and inflation, less an adjustment factor based on 50 percent of inflation during the first two years of the PBR and
66 percent of inflation during the last two years. Base capital expenditure amounts are a function of customer numbers and projected
customer additions. The PBR Settlement provides for a 50/50 sharing mechanism of earnings above or below the allowed return on
equity beginning in 2004.

In January 2007, Terasen Gas Inc. applied for an extension of the 2004-2007 PBR settlement agreement. After an extensive stakeholder
consultation process, Terasen Gas Inc. filed an application for approval of a two-year extension to the current 2004-2007 Multi-Year
Performance Based Rate Plan. The application requested approval to extend the existing settlement term for 2008-2009. On March 23,
2007, the BCUC approved the application as filed.

Amalgamation of Terasen Gas (Squamish) Inc.

On November 2, 2006, the government of British Columbia approved the amalgamation of Terasen Gas (Squamish) Inc. (“TGS”) with
Terasen Gas Inc. Effective January 1, 2007, natural gas rates charged to TGS customers were aligned with the Terasen Gas Inc. rates.
Integration of TGS into Terasen Gas Inc. resulted in changes to regulatory oversight. The BCUC will now have sole authority over the
amalgamated company, whereas TGS was regulated through contractual agreements with the province and the BCUC.

Unbundling

Over the past several years, Terasen Gas Inc., the BCUC and a number of interested parties have laid the groundwork for the introduction
of natural gas commodity unbundling. On November 1, 2004, commercial customers of Terasen Gas Inc. became eligible to sign up to
buy their natural gas commodity supply directly from third-party suppliers. Terasen Gas Inc. continues to provide delivery of the natural
gas. Approximately 79,000 commercial customers are eligible to participate in commodity unbundling. By December 31, 2006,
18,700 customers elected to participate in this program.

During 2006, the BCUC approved offering commodity supply choice to residential customers. The BCUC agreed to open a portion of
the province’s residential natural gas market to competition, allowing homeowners to sign long-term fixed price contracts for natural gas
with companies other than Terasen Gas Inc. starting in May 2007. Consumers can choose to remain with Terasen Gas Inc. or sign with a
marketer, in which case they will begin receiving gas at the marketer’s rate starting in November 2007. Terasen Gas Inc. will continue to
provide delivery service to unbundled customers and delivery margins are not expected to be impacted by migration of residential
customers to alternative commodity suppliers.

Municipal Leasing Transactions

The Company has a leasing arrangement that allows Terasen Gas to continue to operate the gas distribution assets by effectively selling
the assets to the municipality and leasing them back for a 17 year period. After 17 years, Terasen Gas has an option to repurchase the
assets at depreciated value. At December 31, 2006, Terasen Gas had entered into transactions involving a total value of $153 million. In
addition the municipalities participating in the leasing transactions have the right each year to acquire any new asset additions within
their boundaries at cost, subject to the same repurchase option at the end of the initial 17 year lease term.
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TGVI

Earnings from TGVI remained steady, increasing slightly from $25.5 million in 2005 to $27.1 million in 2006. The increase was
primarily due to an increase in equity thickness allowed by the BCUC in 2006.

TGVI net customer additions during 2006 were 4,080, down slightly from 4,354, customer additions in 2005. Customer additions
decreased slightly in 2006 due to increased service costs that TGVI began charging in 2006 as per the BCUC.

Regulation

TGVI is also regulated by the BCUC. In 1995, an agreement was entered into between TGVI, the Province of British Columbia (the
Province) and the Government of Canada, which included a Special Direction that was issued to the BCUC. The agreement, which
expires no sooner than December, 2011, includes the following terms:

» TGVI receives, for the benefit of its customers, an annual payment until 2011 from the Province based on the wellhead price of
natural gas in B.C. This payment amounted to $36.3 million in 2006, down from $46.7 million in 2005.

» The accumulated revenue deficiency resulting from overall revenues being below the cost of service prior to 2003 had been recorded
in a Revenue Deficiency Deferral Account (RDDA). When Terasen acquired TGVI, the amount of the RDDA was $85 million, for
which Terasen paid a price of $61 million. The accumulated RDDA recorded on Terasen’s consolidated financial statements totaled
$30.9 million as at December 31, 2006, corresponding to a balance for TGV regulatory purposes of $41.4 million. The balance on
Terasen’s consolidated financial statements is down $4.3 million from December 31, 2005. Terasen is committed to fund these
revenue deficiencies by purchasing preferred shares or subordinated debt issued by TGVI. The BCUC was directed to set rates
beginning in 2003 that amortize the RDDA balance over the shortest period reasonably possible, having regard for TGVI’s
competitive position relative to alternative energy sources and the desirability of reasonable rates. The earnings impact of the RDDA
discount is discussed under Results — Natural Gas Distribution.

» Any variances in the achieved ROE in a particular year from the allowed ROE (other than variances resulting from operation and
maintenance costs) are deferred and recorded in the RDDA. The RDDA accumulated by TGVI is funded by the Company. Recovery
of the deficiency through rates charged to customers is dependent upon regulatory approval and must be balanced against
maintaining the competitiveness of TGVI’s service relative to alternative energy sources. As a result, most risks associated with
TGVI’s annual financial results (other than operating costs) are, subject to BCUC approval, transferred to customers through the
RDDA. The Company began recovery of the deficiency in 2003.

TGVI renewed its regulatory settlement in late 2005 for a two-year period effective January 1, 2006. It provides for a continuation of the
operation and maintenance cost incentive arrangements previously in place. The allowed ROE for TGVI was 9.50% for 2006, compared
t0 9.53% in 2005. Due to a decline in the forecast benchmark 30-year Canada Bond, TGVI’s ROE for 2007 has been set at 9.07% and
TGVI’s deemed equity component of its capital structure for 2007 is 40%.

To ensure prompt recovery of the RDDA, the BCUC has approved a rate-setting mechanism for TGV whereby customer rates are set at
levels in excess of TGVI’s cost of service, but effectively capped by the price of competitive alternative fuels (electricity or heating oil).
This has resulted in significant RDDA amortization in both 2005 and 2006. However, RDDA recovery is sensitive to the relative pricing
of natural gas and electricity in TGVI’s service area, as well as to margin generated under TGVI’s firm transportation agreements
discussed below. There is no certainty that TGV will be able to charge rates that will be sufficient to fully recover the RDDA prior to the
expiry of the Provincial royalty payments at the end of 2011.

TGVI has applied for an extension of its settlement agreement which expires at the end of 2007. After an extensive stakeholder
consultation process, TGVI filed an application for approval of a two-year extension to the current 2006-2007 Negotiated Settlement
Agreement. The BCUC has determined that the application will be reviewed through a written public process throughout
February/March, with a decision expected in April 2007.

Contractual Arrangements
During 2005, TGVI’s firm transportation agreements with the Vancouver Island Gas Joint Venture were renewed. The new agreements

extend until 2012, and the committed volume under the contracts were set at 12.5 TJ per day for 2006 to April 1, 2007 and 9.1 TJ from
April 2007 to 2012, inclusive, down from 20 TJ per day in 2005.
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TGVI has also entered into a firm transportation agreement with BC Hydro to serve BC Hydro’s gas supply needs to a gas-fired
cogeneration plant at Elk Falls, B.C. The agreement, for 45 TJ per day, expires on December 31, 2007. BC Hydro has an option to extend
the agreement for one year. BC Hydro has indicated that it is considering changing the Elk Falls facility from a baseload facility to a
dispatchable facility. Accordingly, there is no certainty that the firm transportation agreement with BC Hydro will be extended beyond
2007.

On February 16, 2005, the BCUC approved TGV I’s proposed liquefied natural gas (LNG) storage facility, subject to several conditions
including the execution of a long-term Transportation Service Agreement (TSA) with BC Hydro backed by the capacity demand
requirements of the Duke Point Power project. On June 17, 2005, BC Hydro announced its intention to abandon the Duke Point Power
project on Vancouver Island as a result of a continuing appeal process. As a result, the expected construction timeline for TGVI’s
proposed storage facility has been delayed and, pending re-evaluation, will require BCUC approval prior to proceeding.

Petroleum Transportation

Years ended
December 31

2006 2005
(in millions of
dollars)
Petroleum tranSPOIAtiON FBVENUES.........c.vciiveieteiteeete st et ste st e et st te st et e te st e e te st e e e be st eseebe st eseebe st ebe st eseate st e e eteseeseatesens $ 2424 $ 2278
Petroleum tranSpOrtation NEL BAIMINGS. .. ...t ieiierieeite ettt ettt bbbt b et b et et b et bbb nn s 76.2 64.5

Revenues from petroleum transportation increased by $14.6 million in 2006 compared to 2005 as a result of higher revenues on both the
Corridor system and the Trans Mountain System. Corridor revenues were higher in 2006 due to an increase in the Annual Revenue
Requirement while the Trans Mountain revenues increased as a result of an increase in throughput on both the Canadian and US
mainlines.

Earnings from petroleum transportation increased from $64.5 million in 2005 to $76.2 million in 2006 mainly as a result of higher
revenue on the Trans Mountain system higher earnings from the Express System due to a full year impact on earnings of the Express
Expansion project, partially offset by a lower return on equity on Corridor. Earnings in 2005 were also impacted by a $7.3 million
after-tax charge to earnings associated with the redemption of the Trans Mountain Series C Debentures.

TRANSPORTATION VOLUMES

Years ended
December 31

2006 2005

(barrels per day)
Trans Mountain Canadian MAINTINE ...........ooiiiii e e et s s b s s be s s st essbe s s sbessabesssbessrbessbessnbesans 229,300 220,900
Trans MouNtain U.S. MAINTINE ........oiiiiiiie ettt st s st e s st e e s et e s st e e sbbe s sabessabesssbessabesssbesssbesanbessnbesans 93,000 74,600
0] TSI (<] 1 TSSOSO P USSR 231,200 213,000

Actual throughput on the Corridor Pipeline does not impact earnings as all of Corridor’s capacity is contracted through ship-or-pay arrangements.

Throughput in the first quarter of 2005 on the Trans Mountain system was impacted by the decline in production from the Alberta
oilsands resulting from temporary production outages, as well as turnarounds at refineries connected to the Trans Mountain pipeline.
These issues affected throughput on both the Canadian and U.S. mainlines. VVolumes returned to more normal levels for the remainder of
2005.

Throughput on the Express System increased in 2006 as a result of the completion of the Express expansion project in April 2005.
TRANS MOUNTAIN

Earnings from Trans Mountain were up from $25.4 million in 2005 to $36.8 million in 2006 mainly as a result of the costs of the Trans
Mountain Series C Debenture redemption in 2005 and reduced throughput on the Trans Mountain system in the first quarter of 2005.
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Regulation

The National Energy Board (NEB) regulates the Canadian portion of Trans Mountain’s crude oil and refined products pipeline system.
The NEB authorizes pipeline construction and establishes tolls and conditions of service.

In November 2000, Trans Mountain and shipper representatives reached a negotiated agreement to determine Trans Mountain’s tolls for
the period 2001-2005. This Incentive Toll Settlement (ITS) was approved by the NEB on March 22, 2001 to take effect as of January 1,
2001.

The 2001-2005 ITS establishes base tolls, within a band of approximately 179,000 to 201,000 bpd, on Trans Mountain’s Canadian
mainline for the term of the settlement. Base tolls are set using a throughput level of approximately 189,000 bpd. Any revenue shortfalls
arising from annual throughput levels below 179,000 bpd are recovered from the shippers. Incremental revenues arising from annual
throughput above 201,000 bpd are shared equally between Trans Mountain and the shippers. The base tolls do not escalate with inflation
unless Canadian inflation rates increase above 3.5%. Trans Mountain keeps all of the benefits achieved through productivity initiatives
and operating efficiencies.

In November 2004, Trans Mountain entered into negotiations with the Canadian Association of Petroleum Producers (“CAPP”) and
principal shippers for a new Incentive Toll Settlement to be effective for the period starting January 1, 2006 and ending December 31,
2010 (the “2006 ITS™). In January 2006, Trans Mountain reached agreement in principle reduced to a memorandum of understanding for
the 2006 ITS. A final agreement was reached with CAPP in October 2006 and NEB approval was received in November 2006. The 2006
ITS provides the commercial support for the much needed first phase of expansion of the Trans Mountain pipeline system, which will
increase capacity to 300,000 barrels per day (“bpd”). The project includes the Trans Mountain pump station expansion that will increase
pipeline capacity from the current 225,000 bpd to 260,000 bpd by April 2007, and the Anchor Loop expansion, which will add an
additional 40,000 bpd of new capacity to the west coast of British Columbia and Washington state by late 2008. These projects represent
approximately C$638 million in capital investments and reflect a commitment by Kinder Morgan Canada to progressively expand
pipeline capacity from Alberta to serve markets in Canada, the United States and offshore.

The toll charged for the U.S. portion of Trans Mountain’s pipeline in Washington State falls under the jurisdiction of the Federal Energy
Regulatory Commission (FERC). Regulation by FERC is on a complaint basis. There were no complaints in 2006.

Trans Mountain Pump Station Expansion Project

On Nov. 10, 2005, Kinder Morgan Canada received approval from the National Energy Board (NEB) to increase the capacity of the
Trans Mountain pipeline system from 225,000 bpd to 260,000 bpd. The $195 million expansion is designed to add 35,000 bpd of heavy
crude oil capacity by building new and upgrading existing pump stations along the pipeline system between Edmonton, Alberta, and
Burnaby, British Columbia. Construction began in the summer of 2006 and the expansion is expected to be in service in April 2007.

Trans Mountain Anchor Loop Project

Kinder Morgan Canada filed a comprehensive environmental report with the Canadian Environmental Assessment Agency on Nov. 15,
2005, and filed a complete NEB application for the Anchor Loop project on February 17, 2006. The $443 million project involves
looping a 158-kilometre section of the existing Trans Mountain pipeline system between Hinton, Alberta, and Jackman, British
Columbia, and the addition of three new pump stations. With construction of the Anchor Loop, the Trans Mountain system’s capacity
will increase from 260,000 bpd to 300,000 bpd by the end of 2008. The public hearing of the application was held the week of August 8,
2006. On October 26, 2006, the NEB released its favorable decision on the application and construction is expected to begin in
mid-2007.

Based on management’s expectations for petroleum transportation demand to the West Coast of British Columbia and shipper feedback,
Kinder Morgan Canada has decided not to seek long-term contracts with shippers for the Pump Station Expansion Project or the Anchor
Loop Project. As a result, there is no certainty that shipments on the Trans Mountain system will be sufficient to adequately recover the
entire capital costs of the Pump Station and Anchor Loop expansions. However, the provisions of the 2006-2010 ITS will mitigate Trans
Mountain’s financial exposure to throughput shortfalls during that timeframe.

On May 2, 2006, Kinder Morgan Canada announced the start of a binding open season for the second major stage of its West Coast

expansion of the Trans Mountain pipeline system. Known as TMX-2, this proposed project would add 100,000 bpd of incremental
capacity to the Trans Mountain pipeline system, bringing the pipeline’s total capacity to approximately 400,000 bpd. The TMX-2 open
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season began on May 2, 2006, and closed on July 17, 2006 without full subscription for the expanded pipeline. Discussions with
shippers are ongoing and we remain confident that shippers will ultimately support the expansion. TMX-2 is part of a multi-staged
expansion designed to link growing western Canadian oil production with West Coast and offshore markets. The project consists of two
pipeline loops: (i) 252 kilometers of 36-inch diameter pipe in Alberta between Edmonton and Edson, and (ii) 243 kilometers of 30- and
36-inch diameter pipe in British Columbia between Rearguard and Darfield, north of Kamloops. The proposed loops will generally
follow the existing 24-inch diameter Trans Mountain pipeline. New pump stations and storage tank facilities will also be required for the
TMX-2 project.

CORRIDOR

Earnings from the Corridor system were $13.3 million in 2006, down from $13.6 million in 2005 as a result of a lower allowed return on
equity caused by lower long Canada bond yields in 2006 compared to 2005. The Firm Service Agreement (FSA) between Corridor and
its shippers sets pipeline tolls based on conventional cost of service mechanisms. The FSA is a 25-year agreement, with return on equity
linked to prevailing long Canada bond yields. Shell Canada Limited, Chevron Canada Limited and Western Oil Sands L.P. have entered
into a long-term ship-or-pay contract with Corridor for 60%, 20% and 20%, respectively, of the available capacity on the Corridor
Pipeline.

Corridor Pipeline Expansion

We have initiated engineering, environmental, consultation and procurement activities on the proposed Corridor pipeline expansion
project, as authorized and supported by shipper resolutions and the underlying firm service agreement. The proposed $1.8 billion
expansion includes building a new 42-inch diameter diluent/bitumen (“dilbit™) pipeline, a new 20-inch diameter products pipeline,
tankage and upgrading existing pump stations along the existing pipeline system from the Muskeg River Mine north of Fort McMurray
to the Edmonton region. The Corridor pipeline expansion would add an initial 180,000 bpd of dilbit capacity to accommodate the new
bitumen production from the Muskeg River Mine. An expansion of the Corridor pipeline system has been completed in 2006 increasing
the dilbit capacity to 278,000 bpd by upgrading existing pump station facilities. By 2009, the dilbit capacity of the Corridor system is
expected to be approximately 460,000 bpd. An application for the Corridor pipeline expansion project was filed with the Alberta Energy
Utilities Board and Alberta Environment on December 22, 2005, and approval was received in August 2006. Construction of the
Corridor pipeline expansion began in November 2006 as the shippers have received definitive approval of their Muskeg River Mine
expansion.

As described on page 2, Kinder Morgan, Inc. entered into an agreement to sell the shares of the Corridor Pipeline System to Inter
Pipeline Fund for approximately $760 million including debt on March 5, 2007. The transaction is subject to certain closing conditions
and regulatory approvals, as well as a right of first refusal and is expected to close in mid-2007.

EXPRESS SYSTEM

Earnings from the Express System were $26.1 million in 2006, up from $25.5 million in 2005. The Express System had a capacity
expansion in April 2005 which resulted in additional throughput on the Express System in 2005.

Express has 84% of its 280,000 bpd post-expansion total capacity contracted. These contracts expire in 2007, 2012, 2014 and 2015 in
amounts of 1%, 40%, 11% and 32% of total capacity, respectively. These contracts provide for committed tolls for transportation on the
Express System, which can be increased each year by up to 2%. The remaining capacity is made available to shippers as uncommitted
capacity.

Other Activities
Years ended
December 31
2006 2005
(in millions of
dollars)
(@] {0 LT = Yo LAY TR £=AVZ=1 11U LT $ 442 $ 46.7
OtNer ACHIVITIES NET (I0SS) ....vviterietiiteeetert et b bbb bbb bbbt bbbt et b et (24.5) (49.2)
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Revenues from other activities declined from $46.7 million in 2005 to $44.2 million in 2006 as a result of lower revenues in our
international operations as contracts are winding down and lower revenues from CustomerWorks due to lower negotiated fees in service
contracts.

The loss from other activities decreased from $49.2 million in 2005 down to $24.5 million in 2006 primarily as a result of $34.4 million
of costs incurred in connection with the acquisition of the Company by KMI in 2005, offset by a gain of $2.6 million on the sale of Clean
Energy in 2005 and a $3.6 million provision made for retroactive tax legislation from a reassessment from Revenue Quebec.

Discontinued Operations

The disposition of the water and utility services operations was completed on May 19, 2006 and resulted in a total loss of $17.5 million
in 2006, compared to a loss of $4.9 million in 2005. The 2005 loss was mainly due to the expiry of tax loss carryforwards associated with
the KMI acquisition and the recognition of a currency translation loss resulting from the pending sale of the business, somewhat offset
by strong operating performance in the business.

Summary of Quarterly Results

For the three months ended
Mar-31 Jun-30 Sep-30 Dec-31 Total

($ millions)

2006

REVENUES (FESTAEA) L.......voeoveeeeeeeee sttt $ 7505 $ 367.3 $ 2883 $ 621.6 $ 2,027.7
Net income before discontinued OPErations...........ccocvvvveieeieercre s 69.5 6.1 6.6 65.0 147.2
[N T=1 T 4ot L= S 64.3 (1.6) 25 64.5 129.7
2005

REVENUES (FESTAEA) L.......voviveeeveee ettt ettt $ 6275 $ 3543 $ 2826 $ 688.1 $ 1,952.5
Net income before discontinued OPerations...........ccceeeerereienenenieeee e 66.9 27.1 0.9 11.2 106.1
NEE INCOIME ..ttt bbbt bbb bbbt b et e b et b e b e 66.3 29.5 4.0 14 101.2

t Revenues for 2005 and 2006 have been restated to reflect the reclassification of the water and utility services business as a discontinued operation, and to reclassify

certain revenues from Clean Energy to equity accounting.

Because of natural gas consumption patterns, the natural gas distribution operations of Terasen Gas normally generate higher net
earnings in the first and fourth quarters, which are offset by net losses in the second and third quarters. The Company’s water and utility
services business, which has been reclassified as a discontinued operations, typically experiences stronger second and third quarter
results, offset by weaker first and fourth quarter results, based on the level of construction and general economic activity. Earnings from
Terasen’s petroleum pipeline operations are not subject to material fluctuations due to seasonality. As a result of the fluctuations in
Terasen Gas, interim earnings statements are not indicative of earnings on an annual basis.

Revenues in 2006 were generally higher than in 2005 on a quarterly and annual basis as a result of higher natural gas commodity prices
in 2006, except for the fourth quarter of 2006 when prices were lower than the fourth quarter of 2005.

March 2006/2005 — Earnings decreased by $2.0 million due to the loss of $5.0 million on the sale of the water and utility operation,
offset by higher petroleum transportation throughput on Trans Mountain and Express. Trans Mountain was negatively impacted in the
first quarter of 2005 by the decline in production from the Alberta oilsands and maintenance turnarounds at refineries connected to the
Trans Mountain pipeline. The Express system also contributed higher earnings as the expansion Project was completed in April 2005.

June 2006/2005 — Earnings decreased by $31.1 million due to a provision of $14.5 million made for retroactive tax amending
legislation that was introduced in a provincial legislature, an incremental loss of $7.7 million recorded on the sale of water and utility
services operations during the quarter, the loss of earnings from Clean Energy operations which was disposed on October 2005, higher
operating expenses due to higher management fees, and lower revenues in petroleum transportation from a combination of lower tolls
and lower throughput due to refinery turnarounds.

September 2006/2005 — Earnings declined by $1.5 million over the prior year’s third quarter due to an incremental loss of $4.1 million
recorded on disposal of the water and utility services business partially offset by lower costs in 2006 due to 2005 one time transaction
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costs of $4.1 million on the sale of Clean Energy and $4.0 million of transaction costs associated with the Kinder Morgan acquisition
incurred in 2005.

December 2006/2005 — Earnings increased by $63.1 million mainly due to higher earnings from operating companies due to a higher
equity component in the gas distribution utilities, the impact of the new Incentive Toll settlement between Trans Mountain and its
shippers approved in November 2006, as well as a result of one-time costs incurred in 2005 including transactions costs incurred in the
acquisition of the Company by KMI of $38.9 million, and a charge to earnings associated with the redemption of the Trans Mountain
Series C Debentures of $7.3 million.

Liquidity and Capital Resources

Consolidated Cash Flow

Years ended
December 31
2006 2005
(in millions of dollars)

Cash flow provided by (used for):

OPEIALING ACHIVITIES .....vvivevetitiritiiie ettt ettt bbbt r e e s bbb bbb et et e b e b e s e e e s bbb e bbb ebebere e e e e n s $ 3356 $ 190.2
INVESTING BCTIVITIES ....ecveteeeet et r b et b e et b e et b e e b e R et e e b e et e e re e eb e an e ene s (276.0)  (206.6)
FINANCING ACHVITIES .....evieeteeet ettt b bbbt ne et b bt et eer e (127.8) 76.5
Net (deCrease) INCrEASE IN CASN .......viiiiuiiiiieei sttt ettt et e bt s e ss et s et te e et e te e s e re e ntene s $ (682) $ 594

CASH FLow FROM OPERATING ACTIVITIES

Cash flow from operating activities increased from $190.2 million in 2005 to $335.6 million in 2006 due to a number of factors. Net
earnings from continuing operations were $41.1 million higher in 2006 as a result of items outlined on page 3. The net recovery of rate
stabilization accounts in 2006 was $7.9 million compared with $10.1 million in 2005, mainly due to higher rate stabilization account
receivable balances at the beginning of 2005. In addition, changes in working capital were a source of $61.8 million in 2006 compared to
a use of $68.3 million in 2005, mainly as a result of the impact of lower year end gas prices on the value of natural gas inventory and
accounts receivable. Higher tax payments in 2006 were a use of cash of $25.6 million.

INVESTING ACTIVITIES

Capital expenditures totaled $377.1 million in 2006 compared with $214.7 million in 2005. The increase in the capital expenditures is
also due to the construction of the first phase of the expansion of the Trans Mountain system West Coast pipeline expansion (“TMX")
and the expansion of the Corridor pipeline started in the fourth quarter of 2006. The capital additions are offset by the proceeds from the
sale of the water and utility services business.

FINANCING ACTIVITIES

On January 13, 2006, TGVI entered into a five-year $350 million unsecured committed revolving credit facility with a syndicate of
banks. TGVI issued bankers’ acceptances under this facility to completely refinance TGVI’s former term facility and intercompany
advances from Terasen. The bankers’ acceptances have terms not to exceed 180 days at the end of which time they are replaced by new
bankers’ acceptances. The facility can also be utilized to finance working capital requirements and for general corporate purposes. The
terms and conditions are similar to those of the previous facility and common for such term credit facilities.

Concurrently with executing this facility, TGVI entered into a $20 million seven-year unsecured committed non-revolving credit facility
with one bank. This facility will be utilized for purposes of refinancing any annual prepayments that TGVI may be required to make on
non-interest bearing government contributions. The terms and conditions are primarily the same as the aforementioned TGVI facility
except this facility ranks junior to repayment of TGVI’s Class B subordinated debt, which is held by its parent company, Terasen. At
December 31, 2006, TGV had outstanding bankers’ acceptances under the $350 million credit facility with an average term of less than
three months. While the bankers’ acceptances are short term, the underlying credit facility on which the bankers’ acceptances are
committed is open through January 2011. Accordingly, under the $350 million credit facility, borrowings outstanding at December 31,
2006 of $269.0 million have been classified as long-term debt and an estimated $27.0 million as current maturities in our accompanying
Consolidated Balance Sheet at a weighted-average interest rate of 4.41%. Borrowings outstanding against the $20 million credit facility
at December 31, 2006 were $3.7 million at a weighted-average interest rate of 4.32%.
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On January 31, 2006, Terasen Pipelines (Corridor) Inc.’s $225 million senior unsecured revolving credit facility and the associated
$20 million non-revolving demand facility were extended under the same terms for an additional 364 days as permitted under the terms
of the facilities.

On May 8, 2006, Terasen Inc.’s $100 million of 4.85%, Series 2 Medium Term Notes matured and Terasen Inc. paid the holders of the
notes, utilizing a combination of incremental short-term borrowing and proceeds from the sale of the water and utility services business
as previously discussed under “Discontinued Operations.”

On May 9, 2006, Terasen Inc. entered into a $450 million three-year revolving credit facility. This facility replaces three bi-lateral
facilities aggregating $450 million and includes terms and conditions similar to the facilities it replaced.

On June 21, 2006, Terasen Gas Inc. entered into a $500 million three-year revolving credit facility, extendible annually for an additional
364 days at the option of the lenders. This facility replaces five bilateral facilities aggregating $500 million and includes terms and
conditions similar to the facilities it replaced.

On June 30, 2006, TGVI made a $6.2 million payment on its government loans, of which approximately $3.7 million was refinanced
through borrowings under its $20 million non-revolving credit facility and the remaining amount funded with cash on hand.

On July 31, 2006, Terasen Gas Inc.’s $100 million 6.15% medium term note debentures matured, and the note holders were paid
utilizing a combination of cash on hand and incremental short-term borrowing.

On September 25, 2006, Terasen Gas Inc. issued $120 million of 5.55% medium term note debentures, due September 25, 2036. Of the
$119.4 million net proceeds from this issuance after underwriting discounts and commissions, $100 million was used to repay
short-term commercial paper debt that was primarily incurred to pay Terasen Gas Inc.’s $100 million 6.15% medium term note
debentures that matured on July 31, 2006. The remaining proceeds were used to repay Terasen Gas Inc.’s $20 million 9.75% notes,
which matured on December 17, 2006.

On January 23, 2007, Terasen Pipelines (Corridor) Inc. increased its credit facility from $225 million to $375 million and extended this
facility and the associated $20 million demand facility, as permitted under these facilities, for an additional 364 days.

As at December 31, 2006, the Company and its subsidiaries had lines of credit in place totaling $1,175 million to finance cash
requirements. These lines enable the respective companies to borrow directly from their bankers, issue bankers’ acceptances and support
commercial paper issuance. Bank lines of $501 million were unutilized at the end of 2006. Virtually all short-term cash needs are funded
through commercial paper and bankers’ acceptances in the Canadian market at rates generally below bank prime. Terasen does not have,
nor does it expect to have, any defaults or arrears.

No dividends on common shares were declared during 2006 compared to $95.1 million in 2005.
Financial Position
The following table outlines the significant changes in the consolidated balance sheets as at December 31, 2006 compared to

December 31, 2005, other than changes arising from the reclassification of the water and utility services business as a discontinued
operation.

Increase

(Decrease)
Balance Sheet Item ($ millions) Explanation
Cash and short-term investments............... $ (68.2) Decrease is a result of significant cash flow in late 2005 that was
used to repay short-term notes in 2006.
Accounts receivable..........cccocveviviivinnnnn, (131.6) Decrease mainly a result of the impact of lower gas prices on

accounts receivable for Terasen Gas and TGVI. Additionally, the

decline is caused by some ineffective hedges in 2005 which were in

the money at the end of 2005 but not in the money at the end of 2006.
Short-term NOtES......ccveveireereeie (125.0) The decrease in short term notes is due to a number of factors.

First, the short term borrowings were reduced due to the paying down

of short term debt with the proceeds from the sale of the water and
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utility services business and cash from 2005 as discussed above. This
is offset with an increase in the borrowings related to the Corridor
and TMX expansions in 2006.

Accounts payable and accrued liabilities ... 90.0 Increased mainly as a result of the impact of gas commaodity contracts
in Terasen Gas and TGVI which were ineffective hedges at year end.
The contracts were substantially ‘out of the money’ at year end due
to lower gas commaodity prices. These amounts will be recoverable from
customers in future periods. Additionally, there was an increase in
accounts payable in the Pipelines businesses due to the capital
expansions on TMX and Corridor.

Working Capital

Terasen’s working capital requirements fluctuate seasonally based on natural gas consumption. Given the regulated nature of its
business, Terasen is able to maintain negative working capital balances. Terasen maintains adequate committed credit facilities to meet
its working capital requirements. On an annual basis, Terasen generates sufficient cash flow to meet its working capital requirements.

Dividend Restrictions

As part of its approval of the acquisition of Terasen by KMI, the BCUC imposed a number of conditions intended to ring-fence Terasen
Gas and TGVI from Terasen. These restrictions included a prohibition on the payment of dividends unless Terasen Gas or TGVI has in
place at least as much common equity as that deemed by the BCUC for rate-making purposes. As a result of this and the decision issued
by the BCUC on March 2, 2006 Terasen Gas and TGVI must maintain a percentage of common equity to total capital that is at least as
much as that determined by the BCUC from time to time for ratemaking purposes.

Corridor’s credit agreement restricts its ability to issue dividends subject to certain debt-to-total capital requirements. Cash distributions
from Express are subject to limitations in the Express financing agreements and decisions made by the Express Board of Directors,
which Terasen does not control.

In 2006, none of these restrictions constrained the distribution of subsidiary earnings not otherwise needed for reinvestment.

Credit Ratings

Securities issued by Terasen, Terasen Gas and Corridor are rated by DBRS Inc. (DBRS) and Moody’s Investors Service Inc. (Moody’s).
The ratings assigned to securities issued by the Terasen group of companies are reviewed by these agencies on an ongoing basis.

The table below summarizes the ratings assigned to the Company’s various securities. The DBRS rating for Terasen is as of February 26,
2007, for Terasen Gas it is as of March 16, 2007 and for Corridor it is as of March 5, 2007. The Moody’s ratings for Terasen and Terasen
Gas are as of March 8, 2007 and for Corridor it is as of November 14, 2006.

CREDIT RATINGS DBRS MOODY’S
Terasen Inc.
(@00 0T 1T (o T= LN o 1 S R-2 (High)
LT W =T I o aTo e (=T o <] o S BBB (High) Baa2
(@8 1011 =T ot U 1TSS BBBy Baa3
Terasen Gas Inc.
COMIMETCIAI PAPET .ttt b b bbbt b e bbb bbbt b bt bt b et s bt b s e bt ans R-1 (Low)
SECUIE 10NG-TEIM AEDT ... .ottt et b et b e bt e e et e sb b e b bt sbesbe et e e e et e A A2
UNSECUred 10NG-TEIM AEDT...... o bbbttt b et st sbe bbbt st e et e st e e nas A A3
Terasen Pipelines (Corridor) Inc.
(@00 0101 T (o T= I oL (RS R-1 (Low)
UNSECUred 10NG-tEIM AEDT.... ..o et e e e e et s et e nbe s nenreeneenee e enen A A2

Trans Mountain’s ratings were withdrawn by DBRS in late 2005 following the redemption of Trans Mountain’s Series C Debentures.
Trans Mountain no longer has indebtedness to third parties.
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In conjunction with the announced sale of Terasen, DBRS changed Terasen’s rating from under review with negative implication to
under review with developing implications on February 26, 2007, and Moody’s changed it’s review of Terasen from under review for
possible downgrade to under review for possible upgrade on March 8, 2007.

A number of ratings actions were taken on Terasen in December 2005 following the acquisition of Terasen by KMI to make the ratings
consistent with those of KMI. Moody’s downgraded the ratings on Terasen’s unsecured long-term debt and capital securities by two
gradations each (from A3 to Baa2 in the case of unsecured long-term debt). DBRS downgraded Terasen’s ratings on unsecured
long-term debt and capital securities by one gradation each (from A (Low) to BBB (High) in the case of unsecured long-term debt).
DBRS also downgraded Terasen’s commercial paper rating from R-1 (Low) to R-2 (High). As a result, it is no longer economic for
Terasen to issue commercial paper in the Canadian market, and Terasen is issuing Bankers’ Acceptances under its committed credit
facilities to fund its short-term borrowing requirements.

Also in December 2005, Moody’s downgraded Terasen Gas’ long-term debt ratings by one gradation. However, Moody’s noted that this
downgrade was unrelated to the KMI acquisition, and was a result of Terasen Gas’ weak financial profile compared to its peers.

After reassessing its relationship with Standard & Poor’s Ratings Services, a division of the McGraw-Hill Companies (Canada)
Corporation (S&P), Terasen decided early in 2004 to discontinue the engagement of S&P to provide credit ratings on the debt of Terasen
and Terasen Gas. Terasen believes the credit ratings issued by Moody’s and DBRS will be sufficient to service the requirements of
creditors and maintain the Company’s access to capital. S&P continues to provide an unsolicited rating on Terasen’s outstanding debt
based on publicly available information. As of January 5, 2007, Terasen’s unsecured long-term debt was rated BB— by S&P.

There is a provision in Terasen’s $450 million credit facilities that a downgrade of Terasen’s unsecured long-term debt rating below
BBB (low) or Baa3 by DBRS or Moody’s, respectively, would shorten the remaining term of Terasen’s credit facility to ten months. In
addition, a downgrade of Terasen Gas below investment grade by any of the major credit rating agencies could trigger margin calls and
other cash requirements under Terasen Gas’ gas purchase and commodity derivative contracts.

Projected Capital Expenditures

Terasen has estimated total 2007 consolidated capital expenditures of $1,232.4 million. Major capital expenditures in 2007 include
construction on the Corridor Pipeline Expansion ($676.3 million), construction on the Trans Mountain Anchor Loop Project
($182.4 million) and construction on the Trans Mountain Pump Station Expansion project ($94.2 million). The estimated capital
additions include expenditures for companies where there are plans subsequent to year end to dispose of the subsidiaries.

The Company expects to finance capital expenditures in 2007 with a combination of proceeds from shareholder advances, short-term
borrowings and internally generated funds. The Company does not expect to pay common dividends to its shareholder in 2007, instead
retaining its earnings for reinvestment in growth opportunities.

Off-Balance Sheet Arrangements

In 2000, Terasen Gas entered into a leasing arrangement with a syndicate of Canadian banks and the BCG Coastal Facilities Trust, a
special-purpose entity, to finance new building facilities in the Greater Vancouver area. The Coastal Facilities synthetic lease agreement
had been accounted for as an off-balance sheet item. As at December 31, 2004, the value of the Coastal Facilities leasing agreement was
approximately $49.4 million. Lease payments of approximately $4.5 million were made by Terasen Gas in 2004.

In 2004, Terasen Gas applied to the BCUC for and received approval to unwind the synthetic lease and include the Coastal Facilities
assets in rate base. On January 4, 2005, Terasen Gas paid approximately $49.4 million to BCG Coastal Facilities Trust to unwind the
synthetic lease. The Coastal Facilities assets have been included in the Terasen Gas rate base commencing January 2005.

Other than the Coastal Facilities lease, which has been refinanced, there are no other material off-balance sheet agreements.
Transactions with Related Parties

The Company estimates that its parent company, Kinder Morgan Inc., provided corporate management services totaling approximately
$1.9 million for the three-months ended December 31, 2006. Year to date corporate management service fees were $10.4 million.
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Changes in Accounting Policies
Variable Interest Entities

In January 2005, the Company adopted the CICA Handbook Accounting Guideline 15 “Consolidation of Variable Interest Entities”. The
Company has performed a review of the entities with whom it conducts business and determined that under the definitions in the
Guideline the Company’s investment in Express US Holdings LP, part of the Express System (the “Express System™), is deemed to be a
variable interest entity. As the Company has not been identified as the primary beneficiary of Express US Holdings LP, the Company
continues to account for its investment in the Express System on an equity basis. The Company’s future exposure to loss regarding its
investment is represented by the carrying value of the investment.

Rate Regulated Entities

The Canadian Institute of Chartered Accountants (“CICA”) undertook a project to review and change how rate regulated enterprises
recognize and measure regulated assets and liabilities. The results of this project could have introduced significant volatility into the
earnings of such businesses, which may have included the elimination of regulatory deferral accounts. The project could also have
required rate regulated enterprises to include future income taxes payable on their balance sheets. The CICA withdrew this project in
2006 in favour of the adoption of International Accounting Standards (“IAS”). Currently, there is no standard for rate regulated
enterprises under IAS.

Financial Instruments, Hedges and Comprehensive Income

In 2005, the Canadian Institute of Chartered Accountants issued three new accounting standards: Comprehensive Income, Financial
Instruments — Recognition and Measurement and Hedges. These standards were intended to harmonize Canadian GAAP with US
GAAP and with International Financial Reporting Standards. These accounting standards will be effective for Terasen on January 1,
2007.

Comprehensive Income

The new comprehensive income standard provides guidance for the reporting and presentation of other comprehensive income.
Comprehensive income represents the change in equity of an enterprise during a period from transactions and other events arising from
non-owner sources. Examples of some items that would be included in other comprehensive income are changes in the fair value of
available for sale assets and the effective portion of the change in fair value cash flow hedging instruments. As of January 1, 2007, the
Company does not expect any material adjustments through comprehensive income for 2007.

Financial Instruments

The new financial instruments standards require that all financial assets and liabilities be classified into categories based on their
attributes. The categories determined for each of the financial assets and liabilities will determine their measurement, either at fair value
or amortized cost, and how gains or losses are recognized. The standards also require all derivatives, and derivatives that are embedded
in non-derivative contracts, to be recognized in the financial statements and measured at fair value.

Based on the Company’s preliminary review, Terasen expects to classify its financial assets and liabilities into categories that will result
in measurements that are based on amortized cost, which we do not expect to be materially different than carrying values of these items.
Under the new standards, deferred financing costs are no longer recognized as deferred assets and the Company is expected to recognize
unamortized deferred financing costs as an offset to its debt balances. These costs are required to be amortized using the effective
interest method versus the straight line method used prior to 2007. The change in amortization methodology is not expected to have a
material impact on the Company’s earnings. The Company is in the process of finalizing its assessment of contracts for embedded
derivatives to determine if any exist.

Hedges
The Company has a number of different types of hedging arrangements. The Company had applied hedge accounting to substantially all

of its derivatives under Canadian GAAP at December 31, 2006. The existing Canadian standard does not require the recognition of
derivative instruments on the consolidated statement of financial position at fair value unless the derivative instrument does not qualify
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for hedge accounting. Non-qualifying derivatives are adjusted to fair value through earnings each period unless rate regulated
accounting is applied in which case the amounts are deferred as allowed.

Certain gas purchase contracts of the Company are considered derivatives under the new Canadian standard but are not considered
derivatives under the current Canadian standard and, accordingly, are not recorded in the Company’s financial statements at
December 31, 2006.

Under the new Canadian standard, all derivative instruments are recognized on the consolidated statements of financial position at their
fair value at each period end. Changes in the fair value of derivatives are recorded to earnings in the period of change, except where such
derivatives are entered into on behalf of regulated customers, in which case the change in fair value is recorded in a regulatory deferral
account. The company expected to book an one time adjustment for these items that will be limited to the balance sheet.

Under the existing Canadian standard, certain equity investees of the Company have designated future U.S. dollar revenues as a hedge of
the foreign currency risk associated with U.S. dollar debt. The investees defer the exchange gains and losses on the U.S. dollar long-term
debt and recognize an adjustment to the related revenues at the time the revenue is earned. These arrangements do not qualify for hedge
accounting under the new Canadian standard. Accordingly, the Company will record an one time adjustment to its equity earnings in the
investees to reflect the amounts as if the investees had translated the long-term debt at the period end exchange rates and recognized the
resulting foreign exchange gains or losses in the period incurred.

Disclosure Controls and Internal Controls over Financial Reporting

The Company has established disclosure controls and procedures to ensure that information disclosed in this MD&A and the related
financial statements was properly recorded, processed, summarized and reported to the Board and Audit Committee. The Company’s
chief executive officer (“CEQ”) and chief financial officer (“CFQO”) have evaluated and are satisfied with the design and operating
effectiveness of these disclosure controls and procedures for the period ending December 31, 2006.

The CEO and CFO acknowledge responsibility for the design of internal controls over financial reporting (“ICFR”), and confirm that
there were no changes in these controls that occurred during the year ended December 31, 2006 which materially affected, or are
reasonably likely to materially affect, the Company’s ICFR.

Financial Instruments
Fair Value Estimates

The fair value of the Company’s long-term debt, calculated by discounting the future cash flow of each debt issue at the estimated yield
to maturity for the same or similar issues at December 31, 2006, or by using available quoted market prices, is estimated at
$2,622.3 million. The majority of the Company’s long-term debt relates to regulated operations which enables the Company to recover
the existing financing charges through rates or tolls.

Fair value estimates are made at a specific point in time, based on relevant market information and information about the financial
instrument. These estimates cannot be determined with precision as they are subjective in nature and involve uncertainties and matters of
judgment.

Derivative Instruments

The Company uses derivative instruments to hedge its exposures to fluctuations in natural gas prices and interest rates. As approved by
the regulator, derivatives are used to manage natural gas price risk in the natural gas distribution operations. The majority of the natural
gas supply contracts have floating, rather than fixed prices. The Company uses natural gas price swap contracts to fix the effective
purchase price. Any differences between the effective cost of natural gas purchased and the price of natural gas included in rates are
recorded in a deferral account (MCRA and CCRA), and subject to regulatory approval, are passed through in future rates to customers.

The Company’s short-term borrowings and variable rate long-term debt are exposed to interest rate risk. The Company manages interest

rate risk through the use of interest rate derivatives. Foreign currency risk in natural gas distribution operations relates mainly to
purchases and sales of natural gas denominated in U.S. dollars, and is thereby managed through regulatory deferral accounts.
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The Company’s earnings from the U.S. portion of Trans Mountain’s crude oil pipeline system and the Company’s investment in the
Express System are subject to foreign currency risk. The Company’s earnings are also subject to translation risk associated with certain
Express System assets and liabilities.

December 31, 2006 December 31, 2005
Number Term to
of swaps  maturity Carrying Fair Carrying Fair
Asset (Liability) and options _ (years) Value Value Value Value
(in millions)
Interest Rate Swaps *
TEIASEN INC..vvieeieeiecceeteec ettt 2 2-8 $— $ 1.3 $ — $ 36
LI 1 E O ORUTRRSUPRP 3 1 — (0.9) — (1.6)
TGV e s 2 2 — (0.3) — (0.6)
COITIAON ..t 2 3-9 — (1.0) — 0.3
Natural Gas Commodity Swaps and Options
Terasen Gas and TGVI Z.......c.oovveevevoeveneereeesseeen s, 250 Up to 3 (139.0) (139.5) 21.2 105.6

The interest rate derivatives entered into by Terasen Inc. resulted in lower interest expense of $1.4 million in 2006, compared with a $4.8 million interest expense
reduction in 2005. The derivatives entered into by TGI and TGVI relate to regulated operations and any resulting gains or losses are recorded in deferral accounts,
subject to regulatory approval, and passed through to customers in future rates. The gains and losses associated with derivatives entered into by Corridor are similarly
passed through to shippers in future rates.

The natural gas derivatives fair value reflects only the value of the natural gas derivatives and not the offsetting change in value of the underlying future purchases of
natural gas. These fair values reflect the estimated amounts the Company would receive or pay to terminate the contracts at the stated dates. Included in the carrying
value of the natural gas derivatives is $139.7 million of unrealized fair value losses associated with derivative instruments which were deemed to be ineffective at
December 31, 2006. The gains and losses associated with natural gas derivatives are recorded in deferral accounts, subject to regulatory approval, and passed through
to customers in future rates.

Outstanding Share Data

February 28, 2007

Common shares issued and oUtStANING ........cccoverereninieiieeeee e 115,643,162
Less: Common shares held by Terasen Pipelines (Trans Mountain) Inc....... 9,184,188

106,458,974
8.0% capital securities issued and outstanding...........ccccecevvvveiveincieresennenns $ 125,000,000

Terasen is an indirect wholly-owned subsidiary of Kinder Morgan, Inc. At December 31, 2006 all of the common shares of the Company
are owned by Kinder Morgan, Inc.

The 8.0% capital securities are exchangeable on or after April 19, 2010 for common shares of the Company at 90% of the market price,
subject to the right of the Company to redeem the securities for cash. A maximum of 125,000,000 common shares could be issued if this
right was exercised.

Forward Looking Statement

Certain information in this Management’s Discussion and Analysis constitutes forward-looking statements. Whenever possible, words
such as “anticipate”, “expect”, “project”, “believe”, “estimate”, “forecast” and similar expressions have been used to identify these
forward looking statements. Examples of such forward-looking statements, include, but are not limited to, statements relating to pending
and proposed projects or possible acquisitions, the proposed disposition by KMI of Terasen Inc. and its principal natural gas distribution
assets and the proposed disposition of the Corridor Pipeline System. Such statements are subject to certain risks, uncertainties and
assumptions pertaining to operating performance, regulatory parameters, economic conditions and, in the case of pending and proposed
projects, risks relating to design and construction, regulatory processes, obtaining financing and performance of other parties, including
partners, contractors and suppliers and in the case of possible acquisitions, obtaining financing, acquiring assets or companies at an
appropriate price and the ability to effect synergies in a timely and cost-effective manner and in the case of proposed dispositions, the
obtaining of all required approvals including regulatory approvals and the fulfilment of other conditions precedent to closing. Although
the Company believes that these statements are based on reasonable assumptions, a number of factors could cause actual results,
performance or achievements to differ materially from the results discussed or implied in these forward-looking statements and these
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forward-looking statements are expressly qualified in their entirety by this cautionary statement. The Company disclaims any
obligations to update or revise any forward-looking statements to reflect new events or circumstances.

Additional Information

Additional information relating to Terasen Inc. is available on SEDAR at www.sedar.com.
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The following discussion of the financial condition and the results of operations of Terasen Inc. (Terasen or the Company) should be
read in conjunction with the Company’s December 31, 2006 annual audited consolidated financial statements and related notes
together with Management’s Discussion and Analysis and the unaudited interim consolidated financial statements and related notes for
the periods ended March 31, 2007.

In this MD&A, we, us, our, the Company and Terasen mean Terasen Inc., its subsidiaries, joint ventures and investments in significantly
influenced companies. Terasen Gas refers to Terasen Gas Inc., TGVI refers to Terasen Gas (Vancouver Island) Inc., Trans Mountain
refers to Terasen Pipelines (Trans Mountain) Inc., Corridor refers to Terasen Pipelines (Corridor) Inc., Terasen Pipelines refers to
Terasen Pipelines Inc., Express refers to the Express and Platte Pipeline Systems; and Water and Ultility Services refers to Terasen
Waterworks (Supply) Inc., Terasen Utility Services Inc. and Terasen’s 50% interest in Fairbanks Sewer and Water Inc. KMI or the
parent refers to Kinder Morgan, Inc.

The financial data included in the discussion provided in this report has been prepared in accordance with Canadian generally accepted
accounting principles, and all dollar amounts are in Canadian dollars.

FIRST QUARTER 2007 FINANCIAL RESULTS

Amounts have been restated to reflect the application of pushdown accounting applied to Terasen in the first quarter of 2007. See Note 1
of the 2007 first quarter financial statements.

Result of Operations

Three months ended

March 31
NET EARNINGS 2007 2006
(in millions of dollars)
NAtUFal §aS ISTIDULION.........c.cuiuiiiiiiiee sttt ettt bbbt s e e s bbbt bbb et e e e s n s $ 548 $ 553
PEtroleUM tranSPOITALION .....c..ouiiiiietiite et bbbt bbbt s bt e st st b ne et b e e (427.2) 15.2
DiSCONtINUEH OPEFALIONS 1 ........cvovieecievecee sttt et s st en st s s en s sensen 3.3 34
(01 T=] g o LY LTS TSOTRTTSOURTSOTRTSPR (27.3) (27.8)
INBE BAITIHNGS ...cvcvveee ittt ettt ettt ettt ettt et et e et e b et e b et et et eb et e b et e ss et ese et et ebe s ebeseee et et ese et ebe e tebessebere e st etessatese s $ (3964) $ 46.1

! On March 5, 2007, a definitive agreement was made with InterPipeline Fund to acquire the Terasen Pipelines Corridor system. The sale is subject to certain

conditions and third party consents and is expected to close in the second quarter of 2007. The Corridor Pipeline has been classified as assets and liabilities held for
sale and as discontinued operations.

In the first quarter of 2007, Terasen reported a loss of $396.4 million, compared with net earnings of $46.1 million in the corresponding
period of 2006. The loss is mainly due to a one time charge of $441.9 related to the impairment of goodwill within the petroleum
transportation business.

Results by Business Segment

Natural Gas Distribution

Three months ended

March 31
2007 2006
(in millions of dollars)
Natural gas diStrIDULION FEVENUES. ..........cciiieciie ettt s b e st teeae s et e e see st e besaeere e e eneees $ 630.2 $ 682.0
Natural gas diStriDULION NEE BAMINGS .....eveieieiieiiee ettt ettt sttt b et st b et ste b neene 54.8 55.3

In the first quarter of 2007, revenues from natural gas distribution decreased by $51.8 million to $630.2 million, compared with
$682.0 million in the same quarter of 2006. Cost of natural gas also decreased on a year-over-year basis, down $46.9 million over the
corresponding quarter of 2006. Lower revenues and cost of natural gas reflected mainly the lower commodity cost of gas charged to
customers due to decreases in market prices. Decreased revenues also reflect the lower allowed return on equity described below and a
higher revenue deficiency for TGVI, partially offset by customer growth in Terasen Gas and TGVI. Changes in consumption levels and
changes in the commodity cost of natural gas do not materially impact earnings as a result of regulatory deferral accounts.
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As noted in the Company’s annual 2006 Management’s Discussion and Analysis, the allowed Return on Equity (“ROE”) for 2007 for
Terasen Gas has been set at 8.37% (8.80% in 2006) and at 9.07% for TGVI (9.50% in 2006). The deemed equity components for Terasen
Gas and TGVI are set at 35% and 40% respectively, unchanged from 2006.

For the three months ended March 31, 2007, Terasen Gas and TGVI net customer additions were 2,235 and 922 respectively, bringing
the total number of utility customers to 907,934 at March 31, 2007. The net increase of 3,157 customers is higher than the 2,843 net new
customers reported in the same quarter of 2006. Favorable economic conditions and housing activity in British Columbia continue to
drive customer growth in the region.

Although the customer impacts above result in higher earnings for both Terasen Gas and TGV, overall earnings for the gas distribution
segment have decreased to $54.8 million compared to $55.3 million in the first quarter of 2006 mainly due a lower rate base in Terasen
Gas and lower allowed ROE in both Terasen Gas and TGVI.

Petroleum Transportation

Three months ended

March 31
2007 2006
(in millions of dollars)
Petroleum tranSPOrtation FEVENUES...........ciueieiteieeeeieeiesie st estesteste s e sseesee e esbeseesbestesaeeteeseesseseessessestestestesaeeseeseenseses $ 398 §$ 382
Petroleum transportation Net (I0SS) BAIMINGS........civiiieiieiieiieie e st se e ste s e e e ste st st e s e s aeerae e eseesresbesbesaeereeneeneeses (427.2) 15.2
Three months ended
March 31
Transportation volumes 2007 2006
(barrels per day)
Trans Mountain Canadian MaINTINE ..........coiiiiiiii et s be e s beesbeeabeetaesbeesbeesbeebeenees 220,150 246,500
Trans Mountain U.S. MaINTINE .........ooiiiiie ettt s e ste e st e e saee e s bt e e sbe e e st beesareesabeesaeeesabeesneeesrrens 92,270 92,700
Ly 0] (TSI Y (<] 1 PSSP P PSPPI 213,520 215,700

Actual throughput on the Corridor Pipeline does not impact earnings as all of Corridor’s capacity is contracted through ship-or-pay arrangements.

In the first quarter of 2007, revenues from petroleum transportation increased to $39.8 million from $38.2 million in the same quarter of
2006. The increase in the quarter is due to an increase in the allowance for funds used during construction which was somewhat offset by
a decrease in the Trans Mountain Canadian mainline volumes.

Earnings from petroleum transportation decreased by $442.4 million in the first quarter of 2007 from $15.2 million in the corresponding
period of 2006. The decrease in net earnings is due to a goodwill impairment charge of $441.9 million taken in the current quarter. In
addition, there was a slight increase in revenues during the quarter that was offset by higher operating and administrative costs and an
increase in income taxes.

Other activities

Three months ended

March 31
2007 2006
(in millions of dollars)
OFNEE ACHIVITIES TEVENUES........eeveeeeeeeeeeeeete et et e st et e st et ete et e sesesaseseease et e aetaseeseesteseeaseareaaeareaseenteseeaseseeareatesneaneereenreres $ 89 3§ 121
(@1 TV (o AV AL oI T=] B [0 27.3 27.8

During the first quarter of 2007, revenues from other activities decreased by $3.2 million on a year-over-year basis as a result of the loss
of a couple of major customer contracts in CustomerWorks LP. The loss from other activities decreased from $27.8 million in the first
quarter of 2006 to $27.3 million in the first quarter of 2007 primarily due to a decrease in the loss in our corporate activities due to lower
administrative expenses, lower interest expense, and lower taxes. This was offset by lower earnings from CustomerWorks LP due to
renegotiations with its outsourcer as a result of losing a couple of major customer contracts.
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Discontinued Operations

Discontinued operations for the first quarter of 2007 and the first quarter of 2006 of $3.3 million and $3.4 million, respectively, comprise
of the earnings from the Corridor Pipeline system which has been sold to Inter Pipeline Fund. This transaction is expected to close
mid-2007.

QUARTERLY FINANCIAL INFORMATION

2007 2006 2005

Mar. * Dec.* Sept. * June’ Mar. * Dec. ° Sept. 2 June ?
REVENUES ..ottt e $ 6789 $ 599.0 $ 2682 $ 350.6 $ 732.3 $ 666.6 $ 265.3 $ 337.1
Net (loss) earnings before discontinued operations........... (399.7)  (721.7) (18.8) (2.8) 42.7 8.1 (2.5) 23.6
Net (10SS) BAMMINGS ......erveeriirieiiieeerieeeere s (396.4) (718.4) (15.6) 0.6 46.1 14 4.0 29.5

! Amounts have been restated to reflect the application of pushdown accounting applied to Terasen in the first quarter of 2007 following the amalgamation. See Note 1

of the 2007 Q1 financial statements for further details.

2 These amounts reflect the historical earnings of Terasen prior to the acquisition of Terasen by KMI.

June 2006/2005 — Earnings are lower in 2006 compared to 2005 due the interest on the subordinated debt included in the 2006 results.
The subordinated debt was not outstanding during 2005. Pushdown accounting was applied in the first quarter of 2007 with restatement
of periods up to November 30, 2005. For more information, see note 1 to the consolidated financial statements.

September 2006/2005 — Earnings are lower in 2006 compared to 2005 due the interest on the subordinated debt included in the 2006
results. The subordinated debt was not outstanding during 2005. Pushdown accounting was applied in the first quarter of 2007 with
restatement of periods up to November 30, 2005. For more information, see note 1 to the consolidated financial statements.

December 2006/2005 — Earnings in 2006 are lower than 2005 due to the goodwill impairment charge of $762.3 million taking during
the fourth quarter of 2006. Additionally, earnings in 2006 are lower than 2005 due to interest on the subordinated debt which was
outstanding in 2006 for the full year in 2006 compared to one month in 2005. Pushdown accounting was applied in the first quarter of
2007 with restatement of periods up to November 30, 2005. For more information, see note 1 to the consolidated financial statements.

March 2007/2006 — Earnings decreased by $442.5 million due to a goodwill impairment charge of $441.9 million in the first quarter of
2007. In addition, earnings declined due to slightly higher operating and administrative costs.

SEASONALITY

Because of natural gas consumption patterns, the natural gas distribution operations of Terasen Gas normally generate higher net
earnings in the first and fourth quarters, which are offset by net losses in the second and third quarters. Earnings from Terasen’s
petroleum pipeline operations are not subject to material fluctuations due to seasonality. As a result of the gas distribution segment,
interim earnings statements are not indicative of earnings on an annual basis.

LIQUIDITY AND CAPITAL RESOURCES

Terasen expects to generate sufficient cash from operations to meet its working capital needs and to maintain its financial capacity and

flexibility. The Company’s liquidity and capacity to access capital markets to maintain operations and fund growth remain substantially
unchanged since December 31, 2006.
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CONSOLIDATED CASH FLOW

Three months ended
March 31
2007 2006
(in millions of dollars)

Cash flow provided by (used for):

OPEIAING ACHIVITIES . vevviviitiieie sttt ettt r et et e e et e st e be s b et e be st e b ebe st eseebe st e e ebe st eseatesbesearenbeneans $ 1826 $ 1894
INVESTING BCTIVITIES ...ttt ettt et b bbbt bbbt e ekt b e et e e b e et e eb e e et e abe et (53.2) (40.2)
FINANCING ACTIVITIES ...ttt bbb bbb bbb etk b ettt et bt (114.2) _ (133.1)
INEE INCTBASE 1N CASN ...ttt bbbttt b bbb bR Rt et b bbbttt et er s $ 152 $ 161

CASH FLOW FROM OPERATING ACTIVITIES

Cash from operations refers to cash generated before the impact of working capital and rate-stabilization deferral account changes. Cash
from operations for the three months ended March 31, 2007 was $75.8 million, compared to $76.6 million in the corresponding period of
2006. Cash flow from operating activities, which includes the impact of changes in working capital and deferral accounts, was
$182.6 million in the first quarter of 2007 as compared with $189.4 million in the corresponding quarter of 2006.

Between December 31, 2006 and March 31, 2007, accounts payable and accrued liabilities and inventories of gas in storage and supplies
have declined as a result of the typical seasonal increase in natural gas consumption and the use of inventories in storage during the
period. Due to these decreases in non-cash working capital accounts and rate stabilization accounts, cash flow generated from operating
activities has increased compared to 2006.

INVESTING ACTIVITIES
Capital expenditures totaled $99.2 million in the three months ended March 31, 2007 compared with $33.0 million in the corresponding
period in 2006. The increase in capital expenditures was primarily attributable to the Trans Mountain Pump Station Expansion Project

which was completed and put into service on April 1, 2007.

There have been no material changes to Terasen’s planned capital expenditures from those reported in the Company’s Annual 2006
Management’s Discussion and Analysis.

FINANCING ACTIVITIES

On January 23, 2007, Terasen Pipelines (Corridor) Inc. increased its credit facility from $225 million to $375 million and extended this
facility and the associated $20 million demand facility, as permitted under these facilities, for an additional 364 days. At March 31, 2007,
$16.9 million was outstanding under the $20 million demand facility at a weighted-average rate of 6.00%.

No dividends were declared in the first three months of 2007 and 2006.

FINANCIAL POSITION

The following table outlines the significant changes in the consolidated balance sheets as at March 31, 2007 compared to December 31,
2006, other than assets and liabilities held for sale.

Increase
(Decrease)
Balance Sheet Item ($ millions) Explanation
SHOI-tErM NOTES ... (343.0) Decrease is due to the classification of short term debt for Corridor
being classified as current liabilities held for resale. In addition,
borrowings on the Terasen Gas facility are lower due to seasonality
requirements.
Long-term debt (including current portion) ................. (300.8) The decrease is mainly due to long term debt associated with Corridor
being classified as long term liabilities held for sale.
Accounts payable and accrued liabilities ..................... (222.7) Decrease is mainly due to both lower gas purchases and the

classification of Corridor accounts payable and accrued liabilities
in current liabilities held for sale.
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Rate stabilization accounts (including current and (115.4) The decrease in the net asset position of rate stabilization accounts is mainly
1ONG TEIM) e due to the fair value mark to market for the gas derivatives being lower than
at December 31, 2006.

Inventories of gas in storage and supplies........c........... (109.8) Decrease is mainly due to drawdown of gas in storage during the
winter months.
Income and other taxes payable ... 44.0 Increase is mainly due to the quarterly provision for income taxes.

WORKING CAPITAL

Terasen’s working capital requirements fluctuate seasonally based on natural gas consumption. Given the regulated nature of its
business, Terasen is able to maintain negative working capital balances. Terasen maintains adequate committed credit facilities to meet
its working capital requirements. On an annual basis, Terasen generates sufficient cash flow to meet its working capital requirements.

LETTERS OF CREDIT

$118.3 million of letters of credit were outstanding at March 31, 2007 primarily related to unfunded pension plans and guarantees to
third parties for power purchases and on half of co-investors in the Express System to fund the Debt Service Account.

CREDIT RATINGS

There have been no changes to the Company’s credit ratings from those reported in the annual 2006 Management’s Discussion and
Analysis.

SUBSEQUENT EVENTS
On April 30, 2007, the assets of Trans Mountain were sold to Kinder Morgan Energy Partners Inc for cash proceeds of $549 US million.

On February 26, 2007, KMI, the Company’s parent announced that it entered into a definitive agreement with Fortis Inc. to sell Terasen
Inc. and its principal natural gas distribution assets, including its subsidiaries Terasen Gas and TGV as well as other activities including
Terasen Energy Services. The sale does not include the petroleum transportation subsidiaries nor investments under the Kinder Morgan
Canada name. The purchase price of approximately $3.7 billion includes the assumption of approximately $2.4 billion of debt. The
transaction closed on May 17, 2007.

INTERNAL CONTROLS OVER FINANCIAL REPORTING

During the quarter ended March 31, 2007, there were no changes in the Company’s internal controls over financial reporting that
materially affected, or would be reasonably likely to materially affect such controls.

CHANGES IN ACCOUNTING POLICY
New Accounting Policies

Effective January 1, 2007, the Company adopted the following new accounting standards issued by the Canadian Institute of Chartered
Accountants (“CICA”).

a) Section 3855, Financial Instruments — Recognition and Measurement, prescribes the criteria for recognition and presentation of
financial instruments on the balance sheet and the measurement of financial instruments according to prescribed classifications. These
sections also address how financial instruments are measured subsequent to initial recognition and how the gains and losses are
recognized.

The Company is required to designate its financial instruments into one of the following five categories: held for trading; available for
sale; held to maturity; loans and receivables; and other financial liabilities. All financial instruments are to be initially measured at fair
value. Financial instruments classified as held for trading or available for sale are subsequently measured at fair value with any change in
fair value recorded in net earnings and other comprehensive income, respectively. All other financial instruments are subsequently
measured at amortized cost.
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All derivative financial instruments are recorded on the balance sheet at fair value. Mark-to-market adjustments on these instruments are
included in net earnings, unless the instruments are designated as part of a cash flow hedge relationship then the effective portion of
changes in fair value are recorded in other comprehensive income. Any change in fair value relating to the ineffective portion is recorded
immediately in net earnings. In accordance with the standard’s transitional provisions, the Company recognizes as separate assets and
liabilities only embedded derivatives acquired or substantively modified on or after January 1, 2003.

The Company has designated its financial instruments as follows:

» Accounts receivable and long-term investment are classified as “Loans and Receivables”. These financial assets are recorded at
values that approximate their amortized cost using the effective interest method.

» Short-term notes, accounts payable and accrued liabilities, long-term debt, subordinated debt and related issue costs are classified as
“Other Financial Liabilities “. These financial liabilities are recorded at values that approximate their amortized cost using the
effective interest method.

As a result of adopting Section 3855, deferred financing costs of $9.4 million as at March 31, 2007 (2006 — $9.8 million), relating to
long-term debt, have been reclassified from other assets to long-term debt on the balance sheet. These costs will be taken into earnings
using the effective interest method over the life of the related debt. Prior to January 1, 2007, deferred financing costs were amortized
using the straight-line method of amortization. As allowed by the standard a one-time adjustment of $1.7 million has been made to
retained earnings to reflect the difference between the straight-line method and the effective interest method of amortization prior to
January 1, 2007.

b) Section 1530, Comprehensive Income, requires the presentation of a statement of comprehensive income and provides guidance for
the reporting and display of other comprehensive income. Comprehensive income represents the change in equity of an enterprise during
a period from transactions and other events arising from non-owner sources including gains and losses arising on translation of
self-sustaining foreign operations, gains and losses from changes in fair value of available for sale financial assets and changes in fair
value of the effective portion of cash flow hedging instruments. The Company has not recognized any adjustments through other
comprehensive income for the three months ended March 31, 2007.

c) Section 3865, Hedges, specifies the criteria under which hedge accounting may be applied, how hedge accounting should be
performed under permitted hedging strategies and the required disclosures. The majority of the Company’s cash flow hedges are for the
purchase of natural gas. Given that the Company is subject to rate regulation, the ineffective portion of changes in the fair value of these
hedges are deferred as an asset or liability until they are settled, offset by an asset or liability on behalf of ratepayers. Upon settlement,
the recognized gain or loss is recorded as a regulatory asset or liability and is collected from or refunded to ratepayers in subsequent
periods. The company recognized an additional liability of $1.1 million to counterparties for unrealized losses related to gas purchase
hedges at January 1, 2007 and an amount recoverable from ratepayers of $1.1 million. Amounts recoverable from ratepayers are
recorded in rate stabilization accounts.

The Company utilized fair value hedges to hedge the value of debt instruments. Fair value hedges for rate regulated businesses are
recorded in Other assets with the offset to Other long-term liabilities and deferred credits while the non-regulated fair value hedges are
recorded as in Other assets and Long term debt. The adoption of this new standard on January 1, 2007 increased Other assets by $0.9,
increased Long term debt by $0.1 and increased Other long-term liabilities and deferred credits by $0.8.

Under the Canadian standard prior to January 1, 2007, certain equity investees of the Company have designated future U.S. dollar
revenues as a hedge of the foreign currency risk associated with U.S. dollar debt. The investees defer the exchange gains and losses on
the U.S. dollar long-term-debt and recognize an adjustment to the related revenues at the time the revenue is earned. These arrangements
do not qualify for hedge accounting under the new Canadian standard. Accordingly, the Company has recorded a one time adjustment of
$38.6 million to the value of its investment offset by an increase of $4.8 million of future income taxes for a net adjustment to retained
earnings of $33.8 million.

TRANSACTIONS WITH RELATED PARTIES

The Company estimates that its parent company, Kinder Morgan Inc., provided corporate management services it receives totaling
approximately $2.5 million for the three-months ended March 31, 2007.
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FINANCIAL AND OTHER INSTRUMENTS

The Company hedges its exposure to fluctuations in natural gas prices and interest rates through the use of derivative instruments. The
table below indicates the valuation of the derivative instruments as at March 31, 2007. For more information on Terasen’s derivative
please refer to Terasen’s 2006 Annual Management’s Discussion and Analysis.

March 31, 2007 December 31, 2006
Term to
Number maturity  Carrying Fair Carrying Fair
Asset (Liability) of swaps _ (years) Value Value Value Value
(in millions)
Interest Rate Swaps
Terasen INC.....ccovvvvvvveveverererenenns 2 2-8 % $ (1) $ — 3 1.3
Terasen Gas '........coooovveerenrinns 3 1 — (0.7) — (0.9)
LAY/ I 2 2 — (0.2) — (0.3)
Corridor .o, 2 3-8 (1.6) — (1.0
Natural Gas Commodity Swaps
Terasen Gas and TGVI ™2 .......... 274 Upto3 (33.9) (33.9) (139.0)  (139.5)

The derivatives entered into by Terasen Gas and TGVI relate to regulated operations and any resulting gains or losses are, subject to regulatory approval, passed
through to customers in future rates. The derivatives entered into by Corridor are done so on behalf of its shippers and any gains are losses are passed through directly
to its shippers.

The natural gas derivatives fair value reflects only the value of the natural gas derivatives and not the offsetting change in value of the underlying future purchases of
natural gas. These fair values reflect the estimated amounts the Company would receive or pay to terminate the contracts at the stated dates.

REGULATION

EXTENSION OF TGI AND TGVI SETTLEMENT AGREEMENTS

In January 2007, Terasen Gas Inc. applied for an extension of the 2004-2007 PBR settlement agreement. After an extensive stakeholder
consultation process, Terasen Gas Inc. filed an application for approval of a two-year extension to the current 2004-2007 Multi-Year
Performance Based Rate Plan. The application requested approval to extend the existing settlement term for 2008-2009. On March 22,
2007, the BCUC approved the application as filed.

TGVI had also applied for an extension of its settlement agreement which expires at the end of 2007. After an extensive stakeholder
consultation process, TGVI filed an application for approval of a two-year extension to the current 2006-2007 Negotiated Settlement
Agreement. On March 22, 2007, the BCUC approved the application as filed.

BUSINESS DEVELOPMENT

The following is an update on Terasen’s business development activities during the first quarter of 2007. More information on the
Company’s business development activities is provided in Terasen’s 2006 annual Management’s Discussion and Analysis.

TERASEN GAS (WHISTLER) (“TGW?”)

TGW is converting its piped propane system to natural gas. The project will require TGVI to extend its transmission system to Whistler
by the construction of a 50 kilometer pipeline lateral from Squamish to Whistler. TGVI and TGW have received approval from the
BCUC for construction of the pipeline lateral and conversion of the propane system. Construction will commence in 2007 and natural
gas service is expected to be in place by late 2008 or early 2009.

CORRIDOR EXPANSION

Kinder Morgan Canada has been working with Shell and their partners in the Athabasca Qil Sands Project toward expanding the
Corridor Pipeline from 155,000 bpd to 300,000 bpd for 2009 with 90,000 bpd increments every two years thereafter.

The project is currently under construction and involves the building of a new larger pipeline and will expand the system initially by
110,000 bpd. The cost of this expansion is approximately $1.8 billion and is expected be available for service by late 2009.

F-8



T™MX

In the first quarter of 2007, Trans Mountain completed the construction and commissioning of the Pump Station Expansion that added
35,000 bpd of capacity. The added capacity was brought on-line April 1, 2007.

The next phase of the Trans Mountain expansion will be the construction of the Anchor Loop between Hinton, Alberta and Rearguard,
British Columbia adding 40,000 bpd of capacity in 2009. The Anchor Loop project has all necessary regulatory approvals and work will
commence during the second quarter of 2007.

Commercial work continues on the development of TMX-2, the next stage of expansion of the existing Trans Mountain system between
Edmonton, Alberta and Burnaby, British Columbia.

RISK ASSESSMENT

The risk profile of Terasen remains substantially unchanged from the profile outlined in Terasen’s 2006 Annual Management’s
Discussion and Analysis.

FORWARD LOOKING STATEMENT

Certain information in this Management’s Discussion and Analysis constitutes forward-looking statements. Whenever possible, words
such as “anticipate”, “expect”, “project”, “believe”, “estimate”, “forecast” and similar expressions have been used to identify these
forward looking statements. Examples of such forward-looking statements, include, but are not limited to, statements relating to pending
and proposed projects or possible acquisitions, the proposed disposition by KMI of Terasen Inc. and its principal natural gas distribution
assets and the proposed disposition of the Corridor Pipeline System. Such statements are subject to certain risks, uncertainties and
assumptions pertaining to operating performance, regulatory parameters, economic conditions and, in the case of pending and proposed
projects, risks relating to design and construction, regulatory processes, obtaining financing and performance of other parties, including
partners, contractors and suppliers and in the case of possible acquisitions, obtaining financing, acquiring assets or companies at an
appropriate price and the ability to effect synergies in a timely and cost-effective manner and in the case of proposed dispositions, the
obtaining of all required approvals including regulatory approvals and the fulfilment of other conditions precedent to closing. Although
the Company believes that these statements are based on reasonable assumptions, a number of factors could cause actual results,
performance or achievements to differ materially from the results discussed or implied in these forward-looking statements and these
forward-looking statements are expressly qualified in their entirety by this cautionary statement. The Company disclaims any
obligations to update or revise any forward-looking statements to reflect new events or circumstances.

ADDITIONAL INFORMATION

Additional information relating to Terasen is available on SEDAR at www.sedar.com.
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