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Dear Mr. Gorman,
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Under date of March 12, 2009, Enbridge Gas New Brunswick Limited Partnership (“EGNB™)
submitted to the New Brunswick Energy and Utilities Board (“Board”) its regulatory financial

results for the fiscal year ended December 31, 2008.

In accordance with the terms and conditions outlined in your letter dated March 3, 2009 to us, we

have conducted the following:

1. An examination of EGNB’s compliance with the Gas Distribution Act, 1999 and with
subsequent Board orders in preparation of their 2008 regulatory financial results;
2. Identification of expenses that should be further reviewed by the Board;

w

Review of affiliate transactions for reasonableness and accuracy; and

4. Review of the expense related to the Firm Services Agreement between EGNB and

Maritimes and Northeast Pipeline.

Our audit opinion has been prepared and is attached to this document. In addition, we have
included a report providing further details and observations made during the course of our work
and specifically on the areas outlined as requested in your scope of work.

If you have any questions on this information, please feel free to contact me at your convenience.

Yours truly,

m P. Logan, ©.A.
g\Har{ner

Encl.
Sairnt John Partners i
John H Teed Andrew B Logarn "R
Petor L. Logan James K. Whittaker

%@

Fredericton Partners
Brian J. Saunders Ralph B Gorman
David H.Bradley Jaohn H. Landry
T Smith Jelf E. Sainders



AUDITOR'S REPORT

To the New Brunswick Energy and Utilities Board

We have audited Enbridge Gas New Brunswick’s compliance with the Gas Distributors Act,
1999, and with subsequent New Brunswick Energy and Utilities Board orders, for the
preparation of their regulatory financial results as at December 31, 2008 submitted to the New
Brunswick Energy and Utilities Board on March 12, 2009. Compliance with the criteria
established by the Act and Board orders is the responsibility of the management of Enbridge Gas
New Brunswick. Our responsibility is to express an opinion on this compliance 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 Enbridge Gas New Brunswick has complied with the criteria established by the
provisions of the Act and Board orders referred to above. Such an audit includes examining, on
a test basis, evidence supporting compliance, evaluating the overall compliance with these
criteria, and where applicable, assessing the accounting principles used and significant estimates
made by management.

In our opinion, as at December 31, 2008, Enbridge Gas New Brunswick is in compliance, in all
material respects, with the Gas Distributors Act, 1999 and with subsequent New Brunswick
Energy and Ultilities Board orders.

The 2007 regulatory financial results were subject to a review engagement.

L St (L

Saint John, NB
May 1, 2009
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EXAMINATION OF THE REGULATORY FINANCIAL RESULTS
of

ENBRIDGE GAS NEW BRUNSWICK

(For the year ended December 31, 2008)
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INTRODUCTION

On February 13, 2009, the New Brunswick Energy and Utility Board (“Board™) issued
their decision regarding the review of the 2007 regulatory financial results and natural gas
sales as submitted by Enbridge Gas New Brunswick (“EGNB”). The decision was the
culmination of a lengthy process including a public hearing conducted in December 2008.
Part of the deliberations centered on the availability of certain information including the
financial statements of the EGNB Limited Partnership. The Public Intervener contended
that the regulatory financial statements were not subject to audit, but the Limited
Partnership statements were and that they should be submitted as part of the process.
EGNB argued that these financial statements were confidential and were not available to
the public. They contended that the review of the regulatory financial results performed
by Teed Saunders Doyle & Co. provided an appropriate level of assurance that the

information was correct.
Accordingly, as part of the decision (page 8), the Board ordered EGNB to:

“...now file annually, as part of its review, audited regulatory financial

statements or, in the alternative, the audited statements of the limited

partnership”

The Board later varied the order on March 3, 2009 and replaced the original order with

the following:

“The Board orders that EGNB now file annually, as part of its review, the
audited financial statements of the limited partnership, or in the alternative
that its regulatory financial results be audited. ...... Should EGNB elect to
have its regulatory financial results audited, the Board will direct that for
the 2008 fiscal vear Teed Saunders Dovie conduct this audit and that the

audit comply with section 5815 of the CICA Assurance handbook.”
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In late February 2009, EGNB wrote to the Board and indicated they would be using the
alternative provided in the order and that they would be filing their regulatory financial
results in March. On March 3, the Board issued an engagement letter requesting that we
carry out the section 5815 audit along with 3 other mandates. The scope of work as

requested by the Board can be found in Appendix I attached to this report.

In a letter dated March 12, 2009, EGNB filed with the Board their regulatory financial
results for the year ended December 31, 2008. Our examination and additional

procedures were performed on this information.

_TEED
SAUNDERS
DOYLE & CO.




—

oo N N L R W

L L - T S R O S O R I o R L R O e e S L
- & ®© ® W & O B DN RS D % aaREOn a5

AUDIT RESULTS AND OBSERVATIONS

Overview

As ordered by the Board, our examination was conducted in accordance with Section
5815 of the CICA Assurance Handbook which provides guidance on preparing audit
reports on compliance with agreements and regulations. The audit was conducted in
accordance with Canadian generally accepted auditing standards. Those standards
require that the audit be planned and performed to obtain reasonable assurance whether
the entity complied with criteria established by provisions of an agreement, statute or

regulation. Such an audit includes:

e examining, on a test basis, evidence supporting compliance;
o evaluating the overall compliance; and
¢ assessing, where applicable, the accounting principles used and significant

estimates made by the management of the entity.

We examined the underlying transactions reported in the financial results and scrutinized
such supporting data as we considered necessary in the circumstances. We obtained audit
evidence, supporting information and explanations directly from EGNB to ensure
consistent application of Board rulings and the applicable regulations. We obtained
written confirmation from EGNB for management’s representations made to us during

the course of our engagement.

We have read the audited financial statements of Enbridge Gas New Brunswick Limited
Partnership for the year ended December 31, 2008. We have reviewed the files prepared
by the external auditors in support of their opinion on those financial statements. We

note that an unqualified audit opinion was issued on these financial statements

Details of our specific audit procedures can be found in Appendix IL
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Results

During the course of our examination, there were four errors identified in the information

as submitted. These errors are not material, either individually, or taken as a whole, and

therefore did not negatively impact our final audit conclusion. The errors identified were

as follows:

1.

During our verification of the opening balances for 2008 as compared to the final
approved balances from 2007, we noted several discrepancies. It was explained
to us that the regulatory information for 2008 was prepared from an earlier draft
of the 2007 information (as opposed to the final approved information). EGNB
has indicated that the figures will be corrected prior to the finalization of the 2008
results.

A calculation error was noted in the amortization of deferred carrying costs (Note
2 to the regulatory financial results). This error resulted in the amortization
charge being understated by $15,000. EGNB has also indicated that this will be
corrected prior to finalization.

During our review of the working capital component of the rate base, we noted
that EGNB had attempted to include a working cash allowance in the calculation.
This provision, however, only considered the revenue collection lag and gave no
effect to the lead for accounts payable. Due to time constraints, it was impractical
to complete a full lead~lag study. EGNB indicated that the working cash
allowance component will be removed and the methodology used in 2007 be
utilized prior to finalization of the results.

During our review of the affiliate transactions, we noted a large variance year
over year for charges from Enbridge Gas Distribution Inc. for distribution and
maintenance services (See Note 12 to the regulatory financial results). Upon
review by EGNB, it was discovered that certain costs were incorrectly omitted
from the 2008 summary in the amount of $411,000. This omission does not affect

the balance sheet or income statement as Note 12 is provided for information
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purposes only. EGNB has indicated that this information will be corrected prior
to finalization.
In conclusion, based on the procedures performed and the resulting audit evidence
obtained, we are able to issue a clean audit opinion. We have concluded that the 2008
regulatory financial results have been prepared, in all material respects, in accordance

with the Gas Distributor’s Act, 1999 and with subsequent Board orders issued on such

matters.

Other Findings

During the course of our examination, several matters arose for which we provide
additional commentary. These observations were made during the performance of our

audit but did not negatively impact our overall audit opinion.

Working Capital Alowance included in Rate Base

Included in our 2007 report to the Board was a discussion regarding short-term interest
expense and the inclusion of a working capital allowance in the rate base. We indicated
that EGNB was to review the methodology for determining an appropriate amount for
working capital and consequently the appropriate amount for short-term interest expense
for rate regulation purposes. We noted during our testing of the 2008 rate base that
EGNB attempted to update their methodology but in the end reverted to the same process
used in 2007. While the process is not incorrect, it is not the most accurate or generally
accepted methodology. Based on general regulatory practice, a properly calculated
working capital allowance should include a lead~lag analysis which estimates the average
working cash allowance required to finance working capital. Including this allowance in
rate base and applying the appropriate weighted cost of capital accurately reflects the

utilities cost of financing operations. We therefore recommend that EGNB undertake
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a lead~lag study to determine the appropriate amount of average working cash

allowance to include in rate base.

Compliance with Regulation 99-62.2(b) and (c)

Regulation 99-62 is referred to as the Gas Distribution Uniform Accounting Regulation
and directs gas distributors to implement a standard uniform system of accounts
(“USoA”). The USoA contained in Regulation 99-62 is an extensive chart of accounts
meant to provide sufficient detail and consistent recording of transactions by gas
distributors. Use of the USoA promotes comparability among similar companies and
facilitates benchmarking and other financial analysis. During our review of compliance
with this regulation, we noted that EGNB’s current chart of accounts does not utilize the
numbering scheme set out in 99-62. The regulation' does permit this but requires that the
distributor’s accounts be cross referenced with the USoA numbering scheme. We
reviewed this deficiency with EGNB representatives and note that the cross-referencing
mapping project is in progress with an expected completion date in 2009. We will point
out, however, that the accounts used by EGNB are, in all material respects, similar in

description and in the recording of transactions, as described in 99-62.

Application of 2 Year Rule for Depreciation

In its March 24, 2005 decision, the Board ordered that assets acquired during the year
shall have one-half of the applicable depreciation rate applied’. During our review of
accumulated amortization by asset class and the corresponding amortization expense, we

noted several classes where this order was not followed. These accounts included:

e Sub-account 482405 — Leasehold Improvements

e Sub-account 488005 — Communications Equipment

' See Appendix to Regulation 99-62, Part I, Section 3 - Records
? New Brunswick Board of Commissioners of Public Utilities, March 24, 2005 Decision on EGNB’s Dec
31, 2002 and 2003 Financial Results, page 15, point | (b)

6
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o Sub-account 430B05 — Computer Hardware
e Sub-account 491005 — Computer Software

¢ Sub-account 475DOM - Distribution Mains

Sub-account 475DOM captures the capitalized overhead and maintenance (O&M) costs.
Additions for 2008 totaled $22.2 million. Additions to the remaining capital asset
accounts were $472,108. EGNB calculated amortization on a monthly basis as the costs
were added to the asset accounts instead of applying one-half of the appropriate rates for
the total annual additions as set out in the Board order. While the estimated discrepancy
is immaterial, it does contravene the Board’s order. We also note that the Board’s
original decision did not distinguish between physical assets (e.g. — computer hardware)
and intangible assets (e.g. — capitalized O&M costs) in terms of applying the one-half
rule. EGNB has interpreted this to only include physical assets and not O&M costs that

have been capitalized. Further clarification by the Board may be warranted.

ABC Fee and Bad Debt Expense

EGNB provides an agent billing and collection (“ABC”) service for certain gas marketers
and charges what is termed an ABC fee. This arrangement was reviewed by the Board in
their decision of June 23, 2000 (page 40-42). The Board noted that EGNB was charging
a “risk” premium as they were assuming collection responsibility for both the delivery
charge and the product charge. We note for 2008 that EGNB has recorded a bad debt
expense in the amount of $679,000 (2007 - $242,000) of which 60%, or $407,400 (2007 -
$145,200), is estimated for the actual supply of gas. Revenues recorded from this service
were $105,200 (2007 - $84,500). We discussed these results with EGNB representatives
and noted the apparent need to increase revenues. We also note that signed contracts for
this service with the marketers apparently do not exist as EGNB was unable to provide us
with copies. We recommend that EGNB revise their current rate schedule for the
ABC service to account for their bad debt experience. We also note that any

changes to the rate schedule must be pre-approved by the Board. We further
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