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Octaber 8, 1999
PRIVATE AND CONFIDENTIAL

My, Rack Marods
General Manager
Gazifere

71, rue Jean-Proulx
Hull, Guebee
87192

Dear Mr. Maois:

Re:  Intercompany Transter Priciag Methudology

The purpose of this leter i 1o summarize our findings with respect 10 the Gansfer pricing
‘methodology used by Enbridge Consumers Gas ("ECG") for the provision of scrvices 10 5
competitive affiflate, Enbridge Services Inc. ('ESI”), and o comment an the appropriatencss uf

pplyng these tansfer prices 1o another regulated afflizic company, Gazifere.

OIECT

PE

We have beea asked by management of ECG o review with them the proposed detexwination of
charges (or selected shused services 0 b provided by ECG to Gazifere._In the course of this
Zeview, we relied upon a description by managemen of the services to be provided and its
representation that the services were consistent with those provided by it 0 ESI, fusthermore, we.
tebed op management's cxpeciarion hat the level of benefit to Gazifers is substantally the same
s that derived by FS{ from hose serviees. In the absence of definitive guide ines from the
Quobee Regie de UFiiergie (“the Regie”), we have apylied principies adopied by the Ontario
Energy Board for interaffiliate services, The procedures followed with rospect to services from
ECG 1o ES) are described in dre fallowing sectious of this lettr.

BACKGROUND

ot & Young was engaged by FCG 10 provide assistance in the development of reasonshle
transfer ptices to price transactians betwees ECG and it affiliate FSI following the
secsganizanton of thase businesses. Consistent with the Ontario Energy Board Affiate
Relationships Code for Gas Utilties, the imtenl was for these affliaie ransactions to (ke place at
“Cat mrarket value" as if the fwo enifies were wngelated and were able 10 nogotiate prices for
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Scrvices taking the eelevaat facts and ciccumstances ino account. Fmst & Youny's invalvement
o the project cansisted ol the following

1) Fanstianal Analysis and Value Assessment

The purpose of this step was 1o gein an understanding of the scope and nature of businews
serviccs provided by ECG. This canbled Ernst & Young to scach for comparable cnarket-bused
services (sce step 3 below) A functional analysis vwas preparcd for each business service by
macagement of TCG. This analysis incladed a detailed description of the sarvice provided.
identification o the siills and qualifications required. informarion concering the key factors
“ehich influence the cost of an activity (i.¢ . “eost drivers"). and an assessment of the “value” of
b secvice to ST, We reviewd the fametional anslysis and conducted interviews to further our
undessianding of the catwe of services provided

2 Review of the Roasonablensss of Fully Loaded Costs

Maigement of ECG was respansible for the dererination and calculation of full loaded cosis.
Our mandate vias to revie the fully leaded costs for reasonableness only.  Therefore, we
evicwed the fully loaded costs for cach busincss service in order 1 assess whether:

4 the iypes of indirest casts (ic. compocste overhead. information tecknlogy,
b tesaurees, office fscilities and corporetc casts) allocaied 10 the business
service were reasonable. ind:

iy the basis for aliocation fbased 07 a “sast dnver '}
service appeaced 1o be & reasonable approach.

adiroet costs L the business

We did not independently audic or verify the amounts included in the fully louded cost
caleulations.

31 Search for Comparable Data

A scarch for cuurent masket data ws conducted for each business serviee provaded by FCG 1ha
putpose of the seatch was to obtain data elating @ eomparable secvice traosactions from cxternal
third picties, a5 well a5 operating margio InformAtion.

) Selection of Methandology and Recommended Trunsfer Price

Hased upon the princeples applied and anslysis of mformation cbisined from the above three
steps, we selected a reasonable methodologs nd uansfec price for cach busincss service incluled
1 che seape ofthe project {please see next sectiony.

he services which cequired transter prices were io the mature of general busincss sdmimsation
o oion techmelugy seeviccs 10 be provided ny GO zo FSL The primacy sategorizs af
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- Finance: inchuding taxarion. payroll nd customer hilling services.

« Human resources munagement and support: including employce. services,
compensation and benefits, taiving. and Ishour negotiations.

- Rish Management: meluliny nisk wssessmes
taadling

msurunce maintenance and clsims

« Corporate adminisiration and support.  inciuduy feri ouanag
sccaris, environmental ailais and oilice facilities suppor

Rl o purate

o Legat: wohuding conteast administrarion and gencral operational issues.
+ Internat Audit; including comphance. operational and environmenal aucits.
- Reprographics: including docurent desie, bindery and printing services.

« Informution Services: inclading deskiops. mainframe. servers and. professional

TRANSFER PRICING METIIODOLOGY.

A varicty of eansfer pricing mechods were used to record Uansactions bevcen ECG and HSI in
Combormity with the ann’s length standapd generally used 0 evaluase the fairess of sclaicd party
pricing. “Lhe prapysed imtereompans transactions wers categarized an a basis consistent with the
franster prcing gaidelincs [ollawed by the Organisation for Econemic Co-operation and
Develaponent

In partieutac. for romsactons whke a comparable wacket prce s avalable, ths st grice o1
the service should egual the mackut price. The iwarket comparable may have hecn & waisaction
price .., compacibie unit price or ~CLP") or it may have becn  matksup on £05t (i &, “cost
7 The mark-up that was applicd. f aay. was deterouinod by refercnce (v die valug added by
such services snd with reference to morket-based comparables using acuepted transfer pricing
apaivsis,  Basch oo our analysis, che mack-ups that were applied were differcntiated among
Various catcgories of ctiviies cather shan using a single markeup for all wansuctioms
Recommended mark-aps ranged lram 5% 1 15%  For al other transactiens betwen ECG and
ESI, we recommmnded that 2 cost sbaring aczangement b used
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CONCLUSION

Within fhe canext of the progect seape deserived sbove, we understarnd thak @ st or the
Saane, or similar, scrvices to be provided by LCG to ESI willalso be pucchased by Gazifere. Jtis
als0 our understanding that the transter prices 0 bs charged to Gasifere for these service are
consistent with those 1o be used for ESI. ased an o review and understanding uf the sorviews.
‘and associsted cost nformatian,she Tevommended tanfer prices are eeasonable and. in our
viewe, satisfy the requirements < the Ontario Knergy Board Afliare Retutianships Code jor Gas
Liitities. Assuming that the Regie scsopts the coteria used by the Ontari linesgy Boscd in
ssessing affliate cansfer pricung (see Atachment 1. the application of these transfee prices to
1:0s Gagifere atfliate 3 easanable in < apinion. A summary of the recommended transter
ices for the sersices provitd by ECG 1o Garifere s inclided 1h Ateachment 2 o this beter

Vours truly,

Eoit £ o
St T
e
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Attschment 1: Excerpt from Ontario Energy Board Affiiate Reletionships Code for Gas

Udlivies

2.3 Trausfer Priciog

231

232

213

Where a utlity pravides s service, esouree o product 1o an affliate, the wilty shall
cnsuce tha the sale price is o bess than the fair market value of the service, tesource of
produet.

In pucehasing s scrvice, resource or product, fron an afflate, a utility shall pay o more
than the fair arket value. For the purpose of purchasing a service, tesourse of product
2 valid tenderiog process shll be evidence of fair market value,

Where & fae market value is not availsble [or any producl, fesource o service,  uility
stall chacge no less than a cost-bsed price, und shail pay na more than a sost-based
price. A cast-based price shall eflectthe costs of produsing he sorvice of produt,
Including s retum on invested capital. The retum componest shall he the higher of the
wilit’s approved rate of tetem of the bank prirne fale.

A wiity shall sel assets to on affliate 3t & price 0o (e than the et book value of the
asset
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Corporate Services T
» Range 7% Cost 1 $110hr

“NOTE:

The HR ser e incld o e cps af e ECGESL mansec i pecis
ol st services such s Negeuistons. | nienized Joh Evaluatios, Occupations Healdh
Servces, Emplopment Equity And Training & Deveiopmeas Thes pateulac ecsces o nat
peing prosited e Gamere ntead anHR Consulng seuie 1 bein o Sisce he HR.
Consling srvice s o ncufed i o0 proge cope, Ens & Young s 1 condavied

e for the pumse afdoeanueliag the fuctions of the KR sorsulting serices 1
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Ju—
ks consient with e s 0 e he aroion echnology prufssions erces
coss e FSL

bl market informaluon e have b eve, feviowed e

ot o 1R comsulmg erices o saistied s e pprch




