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Inter Pipeline is one of Canada’s leading energy
infrastructure businesses and we rank among the
top 100 companies listed on the Toronto Stock
Exchange. We are in the business of transporting,
processing and storing petroleum and
petrochemical products. Every day we handle
the equivalent of 1.8 million barrels of energy
commodities through operations in Canada and
Western Europe.

Our petroleum pipeline systems in Canada span
6,300 kilometres in length and transport over
1 million barrels per day. Our NGL extraction
facilities have the capacity to process 6.2 billion
cubic feet of natural gas per day and we are the
largest supplier of feedstocks to the Canadian
petrochemical industry. In Europe, we are the 4th
largest independent bulk liquid storage business
with a total capacity of 19 million barrels.

Inter Pipeline has a long history of delivering strong returns

In 2012, our unit price established an all-time high and

to our investors. Our performance has been driven by

we increased our monthly cash distributions by 5.7% to

the successful execution of Inter Pipeline’s long-term

$1.11 per unit on an annualized basis. That represents

strategies and the application of strong business practices

our 9th consecutive distribution increase. During the year

in managing our physical operations, our balance sheet

we paid a record $285 million in cash payments to our

and our human resources.

unitholders while maintaining a conservative payout ratio
of only 68%.

In 2012, we generated a stellar 32% total return. That
compares favourably to the 32% and 25% average annual

In terms of unit price appreciation and cash distribution

returns we generated over the past 5 years and 10 years

growth, few publicly traded businesses in Canada can

respectively. We are proud of the fact that Inter Pipeline has

match Inter Pipeline’s sustained performance.

been able to deliver exceptional returns over an extended
period of time, despite challenging conditions in the
global economy.
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Delivering on our promises

We said we would
deliver strong and predictable
financial results

2

INTER PIPELINE FUND

“

”

Our cash flow has increased every year for more than a decade.

As our business has grown, so have our financial

EBITDA BY CONTRACT TYPE

results. In 2012, Inter Pipeline set new records with
respect to EBITDA and funds from operations. Our

~10%

cash flow has increased every year for more than

22%

a decade.

~30%

41%

When pursuing new investment opportunities or

~60%

37%

entering into new commercial contracts, we are always
mindful of the quality of future cash flow streams and
inherent risks to our business. Our goal is to deliver

2012

stable and predictable financial results by managing

Projected 2015
Fee Based

Inter Pipeline’s exposure to commodity price volatility,

Cost of Service

variable throughput patterns and counterparty

Commodity Based

risks. Over time, our cash flow profile has become
increasingly stable through the addition of major cost
of service contracts in our oil sands transportation
business. We expect that trend to continue.

FUNDS FROM OPERATIONS ($ MM)

The long-term stability of our business is further
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enhanced by maintaining a well-capitalized balance
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sheet and investment grade credit ratings. This
discipline allows Inter Pipeline to have excellent access
to competitively priced debt and equity capital to meet
our long-term funding requirements.
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community and capital markets.
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Delivering on our promises

We said we would
profitably grow
our business

“

In 2012 we continued to grow
our business while laying the
foundation for future investments.

4

INTER PIPELINE FUND

”

CUMULATIVE GROWTH CAPITAL ($ MM)

ENTERPRISE VALUE ($ MM)
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Organic growth capital
Acquisition capital

One of Inter Pipeline’s core strategies is to grow through

In 2012 we continued to grow our business while laying

the acquisition and organic development of long-life energy

the foundation for future investments. Early in the year,

infrastructure assets. Over the past decade, we have

we successfully closed a $459 million acquisition of a

clearly met this important strategic objective.

large petroleum storage business in Europe. In July, we
announced a major $2.2 billion integrated development

The numbers are impressive. We have invested over

plan on our Cold Lake and Polaris pipeline systems. That

$5.4 billion in acquisitions and major organic growth

plan involves the addition of over 1.2 million barrels per day

projects over the past 10 years. These investments

of additional capacity, the majority of which has already

have increased cash flow from around $54 million to

been secured under long-term shipping arrangements.

$423 million. During this period, Inter Pipeline’s enterprise
value has grown from $700 million to $9.6 billion today.

Inter Pipeline does not make capital investments for the
sake of growth. We carefully screen each new investment
opportunity to ensure accretion to cash flow and strong
strategic fit.

2012 Annual Report
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Delivering on our promises

We said we would
ensure sAfe and
reliable operations

6

INTER PIPELINE FUND

“

Through hard work and commitment, we have earned the highly-valued
reputation of being a prudent and responsible operator.

”

Inter Pipeline operates a vast network of pipelines, NGL

while protecting the environment. We also follow detailed

extraction facilities and bulk liquid storage terminals.

inspection, repair and preventative maintenance programs

Ensuring the safe and reliable operation of our assets is a

to ensure our assets are reliable and available to meet the

complex and demanding task. Based on our performance,

needs of our customers.

Inter Pipeline’s operating groups are doing an excellent job.
In 2012, we installed a new advanced leak detection
Inter Pipeline’s environmental, health and safety record in

system on several of our pipeline systems to enhance

2012 was among the best we have achieved in our history.

continuous monitoring capabilities. We also significantly

Our performance with respect to lost time incidents, audit

advanced our pipeline inspection and repair programs, our

findings, vehicle accidents and product releases was

water crossing management programs and emergency

exemplary. Through hard work and commitment, we have

preparedness and response programs.

earned the highly-valued reputation of being a prudent and
responsible operator.

At Inter Pipeline, we understand that leading technology,
well-trained employees and formal operating protocols must

Our formal operating framework focuses on establishing

all work in tandem to create safe and reliable operations.

the best possible predictive and preventative measures
to ensure the safety of our employees and the public

2012 Annual Report
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Delivering on our promises

We said we would
make a difference
in people’s lives

Teacher at Art Smith Aviation Academy,
Cold Lake, Alberta
8

INTER PIPELINE FUND

“

”

Our support for community wellness programs is far reaching.

Inter Pipeline recognizes the value of maintaining strong

Our support for community wellness programs is far

relationships with our stakeholders. That means not only

reaching. During the past year, Inter Pipeline supported

our business partners and the investment community,

a number of community outreach programs including

but also local municipalities, landowners, indigenous

Inn from the Cold, the JUNO House Foundation, the

peoples and government agencies. Another important

Between Friends Club, the Mustard Seed Foundation,

stakeholder group is our own employees.

the Horizon Housing Society, the Louise Dean Center
and the United Way. We also supported the Bow Valley

Our community investment programs remain focused

Habitat Development initiative and the procurement of

on providing educational assistance to local youths

new fire response equipment for the Elk Point

and helping those who are in need in our society. In

Fire Department.

2012, Inter Pipeline continued its practice of providing
educational assistance to post-secondary students

At Inter Pipeline, our employees show high levels

under our Discovery Awards program. We also provided

of volunteerism and community participation. That

funding for educational facilities at the Art Smith Aviation

is entirely consistent with our core values as an

School, the construction of new kitchen facilities at the

organization. In return, Inter Pipeline is committed

Children’s Village school through the Woods Home

to providing our employees with a progressive work

Foundation and support of the Brown Bagging program

environment and a corporate culture that promotes the

to provide nutritious lunches to students who might

values of teamwork, integrity, a positive attitude and

otherwise go without.

being recognized for a job well-done.

Josh Cassidy,
Inter Pipeline sponsored
Paralympian

Amanda Collinson,
Inter Pipeline employee
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Financial and
operating highlights
								
						

2012

2011

Volume (thousands of barrels per day)
Pipeline volume					
   Conventional oil pipelines			
175.5
170.0
   Oil sands transportation*			
812.6
786.2
Total pipeline			
988.1
956.2
 NGL extraction volumes
  Ethane*			
  Propane-plus*			
Total extraction			

% Change

3%
3%
3%

72.6
35.0
107.6

73.2
33.8
107.0

-1%
4%
1%

90

97

-7%

 Revenue			
 EBITDA			
 Funds from operations			
 Net income			

1,187.0
572.7
422.6
307.2

1,151.6
524.2
394.2
247.9

3%
9%
7%
24%

Cash distributions			
Cash distributions (per unit)			
Payout ratio before
   sustaining capital (%)			

285.2
1.0550

251.7
0.9675

13%
9%

67.5

63.9

6%

Total assets			
Partners’ equity			
 Market capitalization			
Total enterprise value			

5,590.2
1,659.5
6,466.2
9,593.8

4,768.1
1,419.8
4,921.2
7,593.3

17%
17%
31%
26%

Capacity utilization (%)
Bulk liquid storage			
($ millions, except where noted)

* Empress V NGL production and Cold Lake volumes reported on 100% basis.
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FIVE YEAR
GROWTH SUMMARY
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A Message
from the Chief
Executive Officer
I am very pleased to present Inter Pipeline’s annual report
for 2012. Over the past 12 months, we continued to
successfully grow our business while generating record
financial and operating results. We also advanced several
important commercial projects which will set the foundation
for our capital investment programs in the years ahead. It
truly has been an outstanding year at Inter Pipeline.

David Fesyk

President and Chief
Executive Officer

Delivering on Our Promises has been selected as the
theme for our 2012 annual report. I believe this simple
statement accurately describes Inter Pipeline’s approach to
doing business and is one of the most fundamental reasons
for our success. For over a decade we have followed a
clear business strategy to build one of the largest and most
successful energy infrastructure businesses in Canada.
Along the way, Inter Pipeline has generated outstanding
financial results and we have rewarded our investors with
steady increases in cash distributions.
Inter Pipeline is not a flashy organization. That’s not our
style. Despite becoming one of the top 100 publicly
traded companies in Canada, we continue to manage
our business in a focused, diligent and perhaps even
understated manner. Our corporate culture is built
on working hard, acting with integrity, promoting
entrepreneurialism and delivering on our promises.
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“

Our corporate culture is built on working hard, acting with integrity,
promoting entrepreneurialism and delivering on our promises.

”

Capturing Oil Sands Growth Opportunities

pipeline system. We are also encouraged by the high

A key strategic focus at Inter Pipeline continues to be

degree of interest shown by potential new shippers on

the organic development of our oil sands transportation

Inter Pipeline’s oil sands systems to make use of surplus

assets. In 2012, we signed important new commercial

capacity. It is our intention to maintain our position as

agreements which will underpin major capital investments

Canada’s largest oil sands gathering business.

over the next 3–4 years.

Getting Things Done

In July, Inter Pipeline announced that we are proceeding

In addition to capturing new oil sands growth opportunities,

with a $2.2 billion integrated expansion program on

Inter Pipeline had an outstanding year advancing major

our Cold Lake and Polaris pipeline systems. Under a

construction projects. For example, a $90 million

proposed long-term arrangement with Cenovus Energy

connection of the Polaris pipeline system to Imperial Oil’s

and ConocoPhillips, we will provide 500,000 barrels per

Kearl oil sands project was completed on schedule and

day of bitumen blend capacity and 350,000 barrels per

under budget. We also made strong progress on the

day of diluent capacity for three major oil sands projects.

construction of a $90 million pump station expansion

This represents our largest organic development project to

project on the Cold Lake mainline and a $15 million lateral

date, involving the construction of roughly 840 kilometres

to connect the Polaris system to the Sunrise oil sands

of pipeline and 7 new pump stations. As individual phases

project operated by Husky Energy. Both of these projects

enter commercial service, we will begin receiving fixed

are expected to enter commercial service by mid 2013.

annual payments under stable ship-or-pay contracts.
Within Inter Pipeline’s other business segments, we added
The positioning of our oil sands transportation business

new product blending and gathering facilities to our

was further strengthened in December with an

conventional oil pipeline systems, we advanced a major

announcement that Inter Pipeline has entered into a 5-year

sulphur removal project at the Cochrane NGL extraction

ship-or-pay agreement with Suncor Energy for an initial

plant and new condensate storage tanks were constructed

10,000 barrels per day of diluent capacity on the Polaris

at our Immingham terminal in the United Kingdom.

2012 Annual Report
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“

In 2012, Inter Pipeline set records with respect to EBITDA at $573 million and
funds from operations at $423 million.

”

Despite the high degree of new construction activity

In 2012, Inter Pipeline set records with respect to EBITDA

occurring across the organization, we met all major cost,

at $573 million and funds from operations at $423 million.

schedule and safety objectives.

Our strong financial performance resulted in a low payout
ratio of only 68% before sustaining capital and 75% after

Again in 2012, Inter Pipeline’s operations group responded

sustaining capital. Surplus cash flow was used, in part, to

to the critical challenge of ensuring the safety, integrity

fund Inter Pipeline’s capital expenditure programs.

and reliability of our expanding network of assets. We are
particularly proud of our achievements given the fact that

During the year, we raised over $200 million in new equity

Inter Pipeline now operates roughly 6,300 kilometres of

proceeds under Inter Pipeline’s distribution reinvestment

pipeline, over 19 million barrels of product storage and we

programs. We also raised $400 million in debt capital

process in excess of 2.6 billion cubic feet of natural gas

through the issuance of 10 year notes at a very attractive

per day at our NGL extraction facilities.

interest rate of 3.8%. Our balance sheet remains strong,
supported by investment grade corporate credit ratings.

I would also like to acknowledge the hard work and
dedication of our employees in Denmark, the

The growth and profitability of our business continues

United Kingdom and Canada that helped ensure the

to be reflected in the price of Inter Pipeline’s Class A

successful integration of Inter Pipeline’s latest acquisition.

limited partnership units. In late 2012, our unit price

In January, we closed the $459 million purchase of a large

reached an all-time high of $24.39 on the Toronto Stock

bulk liquid storage business in Denmark with nearly

Exchange. Strong unit price appreciation, coupled with

11 million barrels of capacity for petroleum products.

steady monthly distribution payments, resulted in a 32%

From operational, compliance and reporting perspectives,

total return to our investors. Inter Pipeline’s impressive

our integration efforts have gone extremely well.

performance in 2012 supplements the strong returns we
have been able to generate over an extended period.

Rewarding Our Investors

Our annual total returns have averaged 37% and 32%

By following a disciplined growth model and a

respectively over the past 3 year and 5 year periods. That

comprehensive strategic plan, Inter Pipeline has built a

places us among the top performing issuers in Canadian

highly profitable business with a strong portfolio of energy

public equity markets.

infrastructure assets. Our financial performance continues
to strengthen and our public investors continue to benefit
from a growing unit price and increasing cash distributions.
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Also in 2012, we were pleased to announce another

For over a decade we have promoted the theme, both

increase in monthly cash distributions paid to our

internally and externally, of delivering on our promises.

investors. In November, Inter Pipeline announced a 5.7%

We said we would provide superior long-term returns to

increase in monthly distributions to $0.0925 per unit, or

our investors and deliver strong and predictable financial

$1.11 per unit on an annualized basis. This represents

results. We said we would profitably grow our business

Inter Pipeline’s 9th consecutive distribution increase.

while ensuring safe and reliable operations. We also said
we would make a difference in people’s lives through

A Year to Remember

support in the communities where we operate and by

Having served as President and CEO for over 15 years,

creating a strong, positive corporate culture.

I am hard pressed to recall an instance where our
organization accomplished more in a single year. Our

I genuinely believe we have delivered on our promises.

business development, operations, corporate finance

That’s the strength of our word.

and support groups all made significant contributions to
Inter Pipeline’s many successes in 2012.
Looking forward, we are well positioned to extend

In closing, I would like to sincerely thank all of
Inter Pipeline’s employees, directors and investors
for your continuing support of our business.

Inter Pipeline’s record of profitable growth. We have a
large inventory of projects under active development,
representing capital investments of over $2.5 billion. As
these projects come on stream over the next 4 years,
our cash flow will increase significantly and become
even more stable. Our business is well capitalized and
we continue to have excellent access to debt and equity
markets to fund our future capital requirements.

David Fesyk
President and Chief Executive Officer
January 4, 2013
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Management’s
Discussion and analysis
Performance vs. Objectives
1. Prudently manage our balance sheet
7,000
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At the end of 2012, Inter Pipeline’s balance sheet remained in excellent
shape and we are well positioned to fund our planned organic capital
expenditures in the years ahead. In May, we successfully issued
$400 million in medium-term notes through a new public debt offering.
This offering was met with strong investor demand and was priced at a
very attactive interest rate. Throughout the year, Inter Pipeline raised over
$200 million in new equity capital through its distribution reinvestment
programs. Equity proceeds, and undistributed cash flow, have helped
Inter Pipeline maintain prudent levels of leverage while remaining
comfortably compliant with all lending covenants. Also in 2012, Inter
Pipeline extended the maturity of its existing $2.3 billion in bank credit
facilities. Inter Pipeline’s investment grade credit ratings continue to reflect
our strong, stable cash flow profile and increasing exposure to long-term
cost of service contracts.

MARKET CAPITALIZATION
($ MM)
2. Execute organic growth projects across all
business segments
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CASH DISTRIBUTIONS
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In 2012, Inter Pipeline announced its largest organic growth initiative to
date. Inter Pipeline intends to expand and integrate its Cold Lake and
Polaris pipeline systems under a $2.2 billion investment program over
the next 3 years. This project involves the installation of 840 kilometres
of new pipeline segments and 7 new pump stations in support of new oil
sands production from the FCCL Partnership, a business venture between
Cenovus Energy and ConocoPhillips. Our conventional oil pipelines
segment is also benefitting from strong production activity in Alberta and
Saskatchewan. Several new battery connections, facility enhancements
and product blending installations were completed in 2012. In the NGL
extraction and bulk liquid storage business segments, a series of organic
growth projects were executed to enhance operational efficiencies and
improve the quality of the products that we produce.

3. Acquire complementary infrastructure businesses
In 2012, Inter Pipeline successfully closed a $459 million acquisition of four oil
storage terminals in Denmark. This acquisition adds nearly 11 million barrels of
storage to Inter Pipeline’s bulk liquid storage operations, roughly doubling our
storage capacity in Western Europe. Inter Pipeline is currently the 4th largest
independent provider of petroleum and petrochemical storage services in
Europe. During the year, Inter Pipeline also screened and evaluated 19 potential
acquisitions in North America and Europe ranging in size from $10 million to
$3 billion. We continue to follow a highly disciplined acquisition framework,
as is evidenced by Inter Pipeline’s track record of making highly accretive
investments with the strong potential for follow-on organic investments.

1.25

1.055

1.00
0.9675
0.9050
0.8450
0.84

4. Ensure safe, reliable and compliant operations
0.75

Inter Pipeline is committed to protecting the health and safety of our stakeholders
and minimizing the impact of our activities on the environment. We focus on
best practices that employ industry-leading protocols and technology. In 2012,
our environmental, health and safety record was among the best in our history.
We experienced a single lost time incident in our global operations, and we
have recorded over 7 years without a lost time incident in our Canadian pipeline
operations. Our operating groups also achieved excellent results with respect
to audit findings, vehicle accidents and product releases. Our asset integrity
programs were significantly advanced in 2012, including the completion of 20
planned in-line inspection runs on our pipeline systems and the completion of
regularly-scheduled tank inspections.
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CASH DISTRIBUTIONS
($/UNIT)
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5. Provide investors with attractive, long-term returns
Inter Pipeline generated an impressive 32% total return to investors in 2012,
including unit price appreciation and cash distributions paid. That compares
favourably to the 32% and 25% average annual returns we have generated
over the past 5 year and 10 year periods respectively. Our historical returns
in recent years place Inter Pipeline among the best performing equities on
the Toronto Stock Exchange. Our performance in 2012 was underpinned by
record cash flow and operating results. In late 2012, Inter Pipeline announced
an increase to its monthly cash distribution rate from $0.0875 to $0.0925 per
unit, or $1.11 per unit on an annualized basis. This represents Inter Pipeline’s
9th consecutive distribution increase. With growing distributions and steady
unit price appreciation, Inter Pipeline continues to provide investors with strong
and stable long-term returns.
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Forward-Looking Information
The following Management’s Discussion and Analysis (MD&A) highlights Inter Pipeline Fund’s (Inter Pipeline)
significant business results and statistics for the three month period and year ended December 31, 2012, to provide
Inter Pipeline’s unitholders and potential investors with information about Inter Pipeline and its subsidiaries, including
management’s assessment of Inter Pipeline’s and its subsidiaries’ future plans and operations. This information may not
be appropriate for other purposes. This MD&A contains certain forward-looking statements or information (collectively
referred to as “forward-looking statements”) within the meaning of applicable securities legislation. Forward-looking
statements often contain terms such as “may”, “will”, “should”, “anticipate”, “expect”, “continue”, “estimate”, “believe”,
“project”, “forecast”, “plan”, “intend”, “target” and similar words suggesting future outcomes or statements regarding an
outlook. Any statements herein that are not statements of historical fact may be deemed to be forward-looking statements.
Forward-looking statements in this MD&A include, but are not limited to statements regarding: 1) Inter Pipeline’s beliefs
that it is well positioned to maintain its current level of distributions to its unitholders through 2012 and beyond; 2) the
maintenance of Inter Pipeline’s distribution level combined with the tax treatment of distributions to its unitholders effective
in 2011 should result in a favourable after-tax treatment for Inter Pipeline’s taxable unitholders; 3) Inter Pipeline being
well positioned to operate and grow in the future; 4) cash flow projections; 5) timing for completion of various projects,
including the Polaris diluent pipeline project for the new pipeline connection to the Sunrise oil sands project (Sunrise
project), the expansion and integration of the Cold Lake and Polaris pipeline systems to provide transportation service to
the Narrows Lake, Christina Lake and Foster Creek oil sands projects and Cochrane liquid sweetening project; 6) timing
and cost schedules of Polaris and Cold Lake capital projects, forward EBITDA estimates, and the expectation that binding
Transportation Service Agreements will be executed in respect of these projects; and, 7) capital forecasts.
Readers are cautioned not to place undue reliance on forward-looking statements, as such statements are not guarantees
of future performance. Inter Pipeline in no manner represents that actual results, levels of activity and achievements will
be the same in whole or in part as those set out in the forward-looking statements herein. Such information, although
considered reasonable by Pipeline Management Inc. (General Partner), the general partner of Inter Pipeline at the time
of preparation, may later prove to be incorrect and actual results may differ materially from those anticipated in the
forward-looking statements. By their nature, forward-looking statements involve a variety of assumptions and are subject to
various known and unknown risks, uncertainties and other factors, which are beyond Inter Pipeline’s control, including, but
not limited to: risks and assumptions associated with operations, such as Inter Pipeline’s ability to successfully implement
its strategic initiatives and achieve expected benefits, including the further development of its oil sands pipeline systems;
assumptions concerning operational reliability; the availability and price of labour and construction materials; the status,
credit risk and continued existence of customers having contracts with Inter Pipeline and its affiliates; availability of energy
commodities; volatility of and assumptions regarding prices of energy commodities; competitive factors, pricing pressures
and supply and demand in the natural gas and oil transportation, ethane transportation and natural gas liquids (NGL)
extraction and storage industries; assumptions based upon Inter Pipeline’s current guidance; fluctuations in currency and
interest rates; inflation; the ability to access sufficient capital from internal and external sources; risks and uncertainties
associated with Inter Pipeline’s ability to maintain its current level of cash distributions to its unitholders; risks inherent in
Inter Pipeline’s Canadian and foreign operations; risks of war, hostilities, civil insurrection, instability and political and
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economic conditions in or affecting countries in which Inter Pipeline and its affiliates operate; severe weather conditions;
terrorist threats; risks associated with technology; Inter Pipeline’s ability to generate sufficient cash flow from operations to
meet its current and future obligations; Inter Pipeline’s ability to access external sources of debt and equity capital; general
economic and business conditions; the potential delays of and costs of overruns on construction projects, including, but
not limited to Inter Pipeline’s current oil sands projects and future expansions of Inter Pipeline’s oil sands pipeline systems;
risks associated with the failure to finalize formal agreements with counterparties in circumstances where letters of intent or
similar agreements have been executed and announced by Inter Pipeline; Inter Pipeline’s ability to make capital investments
and the amounts of capital investments; changes in laws and regulations, including environmental, regulatory and taxation
laws, and the interpretation of such changes to laws and regulations; the risks associated with existing and potential future
lawsuits and regulatory actions against Inter Pipeline and its affiliates; increases in maintenance, operating or financing
costs; availability of adequate levels of insurance; difficulty in obtaining necessary regulatory approvals and maintenance
of support of such approvals; and such other risks and uncertainties described from time to time in Inter Pipeline’s reports
and filings with the Canadian securities authorities. The impact of any one assumption, risk, uncertainty or other factor on
a particular forward-looking statement is not determinable with certainty, as these are interdependent and Inter Pipeline’s
future course of action depends on management’s assessment of all information available at the relevant time.
Readers are cautioned that the foregoing list of important factors is not exhaustive. See also the section
entitled RISK FACTORS for further risk factors. The forward-looking statements contained in this MD&A are made
as of the date of this document and, except to the extent expressly required by applicable securities laws and
regulations, Inter Pipeline assumes no obligation to update or revise forward-looking statements made herein or
otherwise, whether as a result of new information, future events, or otherwise. The forward-looking statements
contained in this document and all subsequent forward-looking statements, whether written or oral, attributable
to Inter Pipeline or persons acting on Inter Pipeline’s behalf are expressly qualified in their entirety by these
cautionary statements.
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For the three month period and year ended December 31, 2012
The MD&A provides a detailed explanation of Inter Pipeline’s operating results for the three month period and year ended
December 31, 2012, as compared to the three month period and year ended December 31, 2011. The MD&A should be
read in conjunction with the unaudited condensed interim consolidated financial statements (interim financial statements)
and MD&A for the quarterly periods ended March 31, June 30 and September 30, 2012, the MD&A and audited consolidated
financial statements for the year ended December 31, 2011, the audited consolidated financial statements for the year
ended December 31, 2012, the Annual Information Form and other information filed by Inter Pipeline at www.sedar.com.
Financial information presented in this MD&A is based on information in Inter Pipeline’s consolidated financial statements
prepared in accordance with International Financial Reporting Standards (IFRS) as issued by the International Accounting
Standards Board.
This MD&A reports certain financial measures that are not recognized by Canadian generally accepted accounting principles
(GAAP), as outlined in the CICA Handbook Part 1, and used by management to evaluate the performance of Inter Pipeline
and its business segments. Since certain non-GAAP and additional GAAP financial measures may not have a standardized
meaning, securities regulations require that non-GAAP and additional GAAP financial measures are clearly defined, qualified
and reconciled with their nearest GAAP measure. See the NON-GAAP AND ADDITIONAL GAAP FINANCIAL MEASURES
section for further information on the definition, calculation and reconciliation of non-GAAP and additional GAAP financial
measures. All amounts are in Canadian dollars unless specified otherwise.
Management determines whether information presented in this MD&A is material based on whether it believes a reasonable
investor’s decision to buy, sell or hold securities in Inter Pipeline would likely be influenced or changed if the information
was omitted or misstated.
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2012 HIGHLIGHTS
•

Funds from operations* (FFO) increased to a record $423 million, up $28 million or 7% over 2011 levels

•

Low annual payout ratio before sustaining capital* of 68%

•

Generated record net income of $307 million

•

Total distributions to unitholders surpassed $2 billion since inception, including $285 million declared in 2012

•

Throughput volumes on oil sands and conventional oil pipeline systems averaged a record 988,100 barrels per day
(b/d), 31,900 b/d higher than 2011

•

Oil sands transportation segment achieved record throughput of 812,600 b/d

•

Annual throughput volumes averaged 175,500 b/d on Inter Pipeline’s conventional oil pipeline systems, an increase of
5,500 b/d over 2011

•

Announced $2.2 billion integrated oil sands development program for Cold Lake and Polaris pipeline systems

•

Polaris pipeline system entered commercial service for the Kearl oil sands project, which is expected to generate
approximately $36 million of EBITDA* annually

•

Issued $400 million in senior medium-term notes (MTN) at attractive interest rates

•

Completed $459 million acquisition of four petroleum storage terminals in Denmark, more than doubling European
storage capacity to 19 million barrels

FOURTH QUARTER HIGHLIGHTS
•

Fourth quarter FFO* increased to $101 million, a gain of $11 million or 12% over fourth quarter 2011 levels

•

Low quarterly payout ratio before sustaining capital* of 73%

•

Announced 5.7% distribution increase to annual rate of $1.11 per unit, Inter Pipeline’s ninth consecutive
distribution increase

•

Combined oil sands and conventional volume levels set a new quarterly record of 1,014,900 b/d

•

Announced 5-year agreement to transport diluent for Suncor Energy

•

Distributions to unitholders were $73 million or $0.2675 per unit

*

Please refer to the NON-GAAP AND ADDITIONAL GAAP FINANCIAL MEASURES section
2012 Management's Discussion and Analysis

21

PERFORMANCE OVERVIEW
Three Months Ended December 31
2012

(millions, except per unit and % amounts)

Revenues
Oil sands transportation
NGL extraction
Conventional oil pipelines
Bulk liquid storage

Years Ended December 31
2012

2011

2011

2010

$

84.1
133.5
62.0
38.8

$

71.3
129.1
46.3
26.5

$

300.3
499.9
231.2
155.6

$

284.8
584.6
177.8
104.4

$

144.5
594.3
157.4
100.9

$

318.4

$

273.2

$ 1,187.0

$

1,151.6

$

997.1

$

46.2
38.7
38.7
20.0
(42.7)

$

39.5
44.1
33.5
9.4
(36.4)

$

172.8
194.6
153.4
80.2
(178.4)

$

165.7
202.5
133.2
37.2
(144.4)

$

73.8
176.9
113.0
39.8
(71.1)

 	

$

100.9

$

90.1

$

422.6

$

394.2

$

332.4

Per unit (1)
Net income
Per unit – basic and diluted
 	
Distributions (5)
Per unit (5)
Units outstanding (basic)
Weighted average
End of period
Capital expenditures
Growth (1)
Sustaining (1)

$
$
$

0.37
57.3
0.21

$
$
$

0.35
45.8
0.17

$
$
$

1.57
307.2
1.14

$
$
$

1.52
247.9
0.95

$
$
$

1.29
236.0
0.92

$
$

73.4
0.2675

$
$

65.1
0.2475

$
$

285.2
1.0550

$
$

251.7
0.9675

$
$

232.6
0.9050

 	
 	
Funds from operations (1)(2)(3)(4)
Oil sands transportation
NGL extraction (4)
Conventional oil pipelines
Bulk liquid storage (2)(3)
Corporate costs

 	
Payout ratio before sustaining capital (1)
Payout ratio after sustaining capital (1)

273.9
275.2

269.9
275.2

262.7
264.2

259.9
264.2

256.9
258.0

$

125.7
15.6

$

34.2
7.2

$

339.5
40.1

$

132.6
19.4

$

322.9
16.7

$

141.3

$

41.4

$

379.6

$

152.0

$

339.6

72.8%
86.0%

67.5%
74.6%

72.3%
78.5%

63.9%
70.0%
67.2%		 73.7%

 	
 			 As at December 31
2012

(millions, except per unit and % amounts)

Total assets
Total debt (6)
Total partners’ equity
Enterprise value (1)
Total debt to total capitalization (1)
Total recourse debt to capitalization (1)

$
$
$
$

5,590.2
3,127.6
1,659.5
9,593.8
65.3%
47.0%

2011

$
$
$
$

2010

4,768.1
$ 4,715.6
2,672.1
$ 2,801.2
1,419.8
$ 1,328.0
7,593.3
$ 6,651.2
65.3%		 67.8%
38.9%		 41.0%

(1) Please refer to the NON-GAAP AND ADDITIONAL GAAP FINANCIAL MEASURES section.
(2) In the second quarter of 2010, FFO (1) in the bulk liquid storage business increased by $5.8 million due to cash proceeds received for customer storage
fees paid in advance.
(3) In the third quarter of 2010, FFO (1) in the bulk liquid storage business decreased $4.1 million due to a special defined benefit pension plan contribution.
(4) In the third quarter of 2011, FFO (1) increased in the NGL extraction business by $20.5 million due to a one time pricing adjustment relating to propane-plus
sales at the Cochrane NGL extraction facility from 2007 to 2011.
(5) Distributions are calculated based on the number of units outstanding at each record date.
(6) Total debt reported in the December 31, 2012 consolidated financial statements of $3,112.0 million, includes long-term debt, short-term debt and
commercial paper of $3,127.6 million less discounts and debt transaction costs of $15.6 million.
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Year Ended December 31, 2012
Inter Pipeline generated record financial results in 2012 as FFO* increased 7.2% or $28.4 million from $394.2 million in
2011 to $422.6 million in 2012. The increase in FFO* was largely driven by the January 2012 acquisition of a bulk liquid
storage business in Denmark, increased throughput volumes and tolls in the conventional oil pipelines business, and
commencement of commercial service of the Polaris pipeline system. Inter Pipeline’s NGL extraction business also had a
strong 2012 despite a decrease in FFO* from 2011, which was due to a $20.5 million one time positive pricing adjustment
in 2011. Corporate costs increased in 2012 due to higher income taxes, management fees, employee costs and financing
charges as Inter Pipeline continues to grow its business. Inter Pipeline’s payout ratio before sustaining capital* of only
67.5% reflects strong financial results from all four business segments.
Net income increased 23.9% or $59.3 million from $247.9 million in 2011 to a record $307.2 million in 2012. In addition
to the strong operating results discussed above, net income benefited from a favourable mark-to-market adjustment of its
derivative financial instruments at December 31, 2012.
Total distributions to unitholders increased 13.3% or $33.5 million from $251.7 million in 2011 to $285.2 million in 2012,
largely due to increases in monthly distributions of $0.0075 per unit in December 2011 and $0.005 per unit in December
2012. This resulted in a new annualized distribution of $1.11 per unit effective December, 2012. Strong unitholder
participation in Inter Pipeline’s distribution reinvestment plan, which increased the overall number of units outstanding, also
contributed to the higher level of overall distributions paid.
Total debt increased $455.5 million from $2,672.1 million at December 31, 2011 to $3,127.6 million at
December 31, 2012. The increase was primarily driven by the $459 million acquisition of Inter Terminals in Denmark
which was primarily funded through an existing revolving credit facility. Inter Pipeline’s $379.6 million capital program in
2012 also contributed to a higher debt balance, which resulted in a total recourse debt to capitalization* ratio of 47.0% at
December 31, 2012 compared to 38.9% at December 31, 2011. Adjusting for non-recourse debt of $1,654.0 million held
within Inter Pipeline’s Corridor corporate entity, Inter Pipeline’s total debt to total capitalization ratio* at December 31, 2012
is consistent with December 31, 2011 at 65.3%.

Three Months Ended December 31, 2012
Inter Pipeline also generated strong financial results in the fourth quarter as FFO* increased 12.0% from $90.1 million in
2011 to $100.9 million in 2012. These strong quarterly results were primarily the result of the acquisition of Inter Terminals,
increased throughput volumes and tolls in the conventional oil pipelines business, and commencement of commercial
service of the Polaris pipeline system. The strong overall results were somewhat offset by lower FFO* in the NGL extraction
business primarily due to lower frac-spread pricing, as well as an increase in corporate costs for the same reasons discussed
above. Inter Pipeline’s payout ratio before sustaining capital* in the fourth quarter of 2012 was very positive at 72.8%.
Net income increased 25.1% from $45.8 million in the fourth quarter of 2011 to $57.3 million in the fourth quarter of 2012,
for substantially the same reasons mentioned above.
For the three months ended December 31, 2012, total distributions to unitholders increased 12.7% from $65.1 million in
the fourth quarter of 2011 to $73.4 million in 2012, for the same reasons mentioned above.
Inter Pipeline’s consolidated debt increased only $14.0 million to $3,127.6 million at December 31, 2012, from
$3,113.6 million at September 30, 2012, while $141.3 million was spent on capital projects.

*

Please refer to the NON-GAAP AND ADDITIONAL GAAP FINANCIAL MEASURES section
2012 Management's Discussion and Analysis
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OUTLOOK
In 2012, Inter Pipeline made key advancements in its long-term development strategy that will accelerate our growth plans,
and enhance the predictability and sustainability of cash flows over the next number of years.
Inter Pipeline’s long-term business strategy is to acquire and develop long-life, high-quality energy infrastructure assets
that generate stable and predictable cash flows. Supported by four well-established business segments, Inter Pipeline has
a large energy infrastructure asset base that provides stable cash flows and offers large-scale development opportunities.
In 2012, we announced major organic growth projects that will support our long-term objective of providing stable and
growing returns to unitholders.
Over the next few years, the majority of Inter Pipeline’s capital expenditures will be directed towards the oil sands transportation
business segment where demand for new transportation infrastructure is significant and growing. Development of Alberta’s
oil sands deposits is key to meeting global energy demand in the coming years. Oil sands producers have recognized the
significance of these reserves and continue to develop large scale projects that will require additional pipeline infrastructure
to strategic market hubs.
As a result, demand for diluent and diluted bitumen transportation services continue to grow. To meet these needs,
Inter Pipeline is embarking upon a multi-billion dollar capital expenditure program that will significantly expand diluent and
diluted bitumen transportation capabilities between major market hubs in Edmonton and Hardisty, Alberta, and the Cold
Lake and Athabasca oil sands regions. Inter Pipeline has announced or commenced preliminary work on up to $3 billion
of organic growth projects.
In 2012, Inter Pipeline announced a $2.2 billion integrated oil sands development program that will expand and
integrate the Cold Lake and Polaris pipeline systems, and connect both systems to new production sites in the Cold Lake
region. This represents the largest capital investment program in Inter Pipeline’s history. Anchoring these developments
is an arrangement to provide bitumen blend and diluent transportation services to the Foster Creek, Christina Lake and
Narrows Lake projects jointly owned by ConocoPhillips and Cenovus Energy (FCCL). For 2013, Inter Pipeline has a planned
growth capital expenditure budget of $1.45 billion, the majority of which will be directed towards the Cold Lake and Polaris
system expansions.
Inter Pipeline has executed a backstopping agreement for approximately $225 million to support initial engineering, design
and early construction work for this capital program. Binding transportation service agreements for these projects are
expected to be finalized in the first quarter of 2013. These agreements are being structured as cost-of-service contracts
that will not be subject to commodity price movements or throughput volumes. This will ensure that Inter Pipeline receives
stable and highly predictable cash flow over the duration of the agreements. Inter Pipeline also has additional backstopping
for up to $250 million with respect to other oil sands related projects.
The Cold Lake development plans consist of multiple new projects that will total approximately $1.3 billion
(Inter Pipeline’s 85% share – $1.1 billion). New pipelines, ranging from 20 to 42 inches in diameter, will be constructed
to twin the south leg of the Cold Lake mainline from La Corey to Hardisty, to twin the existing pipeline from the
Foster Creek facility to La Corey, and to extend the Cold Lake pipeline system north to Narrows Lake. A total of approximately
400 kilometres (km) of new pipeline will be constructed. In addition, existing facilities will be expanded and new facility
connections will be constructed to tie-in the FCCL oil sands projects. When completed, the Cold Lake pipeline system’s
mainline throughput capacity will increase by 550,000 b/d to approximately 1.2 million b/d. The Cold Lake pipeline system’s
throughput capacity can be further increased to approximately 1.9 million b/d through the installation of additional pumping
facilities and associated infrastructure.
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The expansions to the Polaris pipeline system are expected to cost approximately $1.1 billion. A total of approximately
340 km of new pipeline will be constructed, including 50 km of 24-inch diameter pipeline that will connect diluent
receipt points in the Edmonton area to Inter Pipeline’s Lamont pump station. Further, an additional 290 km of 30-inch
diameter pipeline will be constructed to connect the Lamont pump station to the Christina Lake project. Approximately
100 km of new pipeline ranging from 12 to 16 inches in diameter will also be installed as part of the Narrows Lake and
Foster Creek connections. Upon completion, the Polaris pipeline system will have approximately 820,000 b/d of diluent
delivery capacity to the Athabasca and Cold Lake oil sands regions. With the installation of additional pumping stations and
related infrastructure, the Polaris system can be further expanded to an ultimate capacity of 1.2 million b/d.
The projects related to the Foster Creek and Christina Lake facilities for diluent and diluted bitumen transportation are
expected to enter commercial service in phases commencing in mid 2014. Those related to the Narrows Lake project are
anticipated to be operational in mid 2017.
In late 2012, Inter Pipeline announced an agreement to provide diluent transportation service to Suncor Energy. Under a
five year contract, Inter Pipeline will provide 10,000 b/d of diluent transportation service to Suncor at a delivery site on the
Polaris system where Suncor will take delivery of diluent for redistribution. Capital expenditures of approximately $10 million
will be required to construct a meter station and interconnection. The contract will generate EBITDA of approximately
$10 million per year over the life of the contract.
These agreements are indicative of the potential of Inter Pipeline’s oil sands transportation infrastructure to generate material
increases in throughput volumes and cash flow. When current expansions are complete, over 400,000 b/d of spare
transportation capacity will be available on the Polaris and Cold Lake systems. Inter Pipeline continues to aggressively
pursue further diluent and diluted bitumen transportation opportunities to utilize this available capacity. Integration of the
Polaris and Cold Lake pipeline systems over a central core area of the oil sands region leaves Inter Pipeline well positioned
to capture additional transportation business for both diluent and bitumen blend.
In the conventional oil pipelines segment, Inter Pipeline’s centrally located gathering systems continue to benefit from new
drilling and completion technologies. Most volume growth to date has originated from the Viking and Pekisko formations
that underlie Inter Pipeline’s conventional pipeline systems; however, drilling activity is now growing in other production
zones including the Glauconite and Sunburst zones, which also underlie Inter Pipeline’s conventional pipeline systems. If
proven successful, these additional play developments may geographically extend the reach of new drilling and completion
technologies even further, which should continue to benefit volumes on Inter Pipeline’s conventional systems.
Inter Pipeline’s NGL extraction segment remains well positioned to continue its track record of strong cash flows. Throughput
levels and frac-spread prices remain at very profitable levels. In 2013, Inter Pipeline plans to complete construction of a
liquid sweetening unit which will reduce sulphur levels in propane-plus streams. This project will ensure continued access
to premium-priced markets for propane-plus products.
Inter Pipeline expects to spend approximately $20 million on organic growth capital projects in the bulk liquid
storage segment in 2013. Approximately $10 million will be incurred on tank refurbishments, equipment upgrade
projects and new fuel additive facilities at the Simon Storage terminals in the United Kingdom and Germany. In Denmark,
approximately $10 million will be incurred to acquire an additional fuel oil storage tank at the Ensted terminal and on new
blending equipment.
Inter Pipeline maintains investment grade credit ratings that provide support for Inter Pipeline’s strategy of acquiring and
developing long-life, high quality energy infrastructure assets. Standard & Poor’s (S&P) and DBRS Limited (DBRS) have
assigned Inter Pipeline credit ratings of BBB+ and BBB (high), respectively, each with a stable trend. Inter Pipeline (Corridor)
Inc. (Corridor) has been assigned investment grade credit ratings of A (stable outlook) from S&P and DBRS and A2 (stable
outlook) from Moody’s Investors Service (Moody’s).
Considering the above factors, Inter Pipeline enters 2013 well positioned to maintain its long-term record of providing
strong investment returns. Inter Pipeline’s healthy balance sheet, large portfolio of development opportunities, operational
expertise and strong project management skills leave us poised to continue our disciplined growth pattern, which should
ultimately provide long-term value to our unitholders.
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RESULTS OF OPERATIONS
Oil Sands Transportation Business Segment
 	

Three Months Ended December 31

Years Ended December 31

2012

2011

% change

2012

2011

% change

Cold Lake (100% basis)
Corridor

529.4
308.8

470.2
299.2

12.6
3.2

494.4
318.2

490.4
295.8

0.8
7.6

 	

838.2

769.4

8.9

812.6

786.2

3.4

18.0
20.4
17.0

5.4
4.1
4.3

Volumes (000s b/d)

(millions)

Revenue (1)
Operating expenses (1)
Funds from operations (1)(2)
Capital expenditures (1)
Growth (2)
Sustaining (2)

$
$
$

84.1
27.1
46.2

$
$
$

71.3
22.5
39.5

$

105.7
0.3

$

 	

$

106.0

$

$
$
$

300.3
84.1
172.8

$
$
$

284.8
80.8
165.7

22.5
0.5

		
$
261.7
		 2.4

$

102.8
1.2

23.0

		
$
264.1

$

104.0

(2)

(1) Cold Lake pipeline system’s revenue, operating expenses, FFO
and capital expenditures are recorded on the basis of Inter Pipeline’s 85%
ownership interest.
(2) Please refer to the NON-GAAP AND ADDITIONAL GAAP FINANCIAL MEASURES section.

The oil sands transportation business segment is comprised of the Cold Lake, Corridor and Polaris pipeline systems that
transport petroleum products and provide related blending and handling services in northern Alberta.
The Cold Lake pipeline system is a bitumen blend and diluent pipeline system that transports diluted bitumen from the
Cold Lake oil sands area of Alberta to delivery points in the Hardisty and Edmonton areas. Inter Pipeline owns an
85% interest in the Cold Lake pipeline system and operates the system pursuant to a long-term Transportation Services
Agreement (Cold Lake TSA) with the Cold Lake founding shippers. The shippers have committed to utilizing these
pipelines and paying for such usage over the term of the Cold Lake TSA which extends indefinitely subject to certain
provisions in the agreement. The Cold Lake TSA provides for a structured return on capital invested, including a defined
capital fee that is applied to volumes transported through the pipelines and facilities that comprise the Cold Lake pipeline
system, and the recovery of substantially all operating costs. Ship-or-pay provisions resulting in minimum annual toll
revenues from the Cold Lake pipeline system were in effect until December 31, 2011. However, because the Cold Lake
founding shippers have advanced their projects to the point where both the current and forecast production is in excess
of the prior take-or-pay thresholds, it is not anticipated that the expiry of such provisions will have a material impact on
Inter Pipeline’s financial results. Inter Pipeline anticipates continued volume growth on the Cold Lake Pipeline system
which is consistent with the shipper’s long-term published forecasts. In addition to the Cold Lake TSA, there are additional
agreements between Cold Lake LP and the founding and third party shippers that provide for a return on capital invested
and recovery of associated operating costs.
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The Corridor pipeline system is comprised of a bitumen blend pipeline, a diluent delivery pipeline, a feedstock pipeline
and two products pipelines. It transports diluted bitumen produced from the Muskeg River and Jackpine Mines near
Fort McMurray, Alberta to the Scotford upgrader located northeast of Edmonton, Alberta as well as feedstock and
upgraded products from the Scotford upgrader to pipeline terminals in Edmonton, Alberta. Corridor is the sole transporter
of diluted bitumen produced by the Athabasca Oil Sands Project. The Corridor pipeline system is operated pursuant
to a long-term Firm Service Agreement (Corridor FSA). The Corridor FSA utilizes a rate base cost-of-service approach
to establish a revenue requirement which provides for recovery of debt financing costs, all operating costs, rate base
depreciation and taxes in addition to providing a return on equity. As a result of this cost-of-service approach, Corridor’s
FFO* are not impacted by throughput volumes or commodity price fluctuations. The main drivers of any potential variation
in Corridor’s FFO* are changes to the long-term Government of Canada (GOC) bond rate, upon which the annual return
on equity is determined, and changes to Corridor’s rate base. The initial term of the Corridor FSA is 25 years, extending
through 2028 with options for further extensions.
The Polaris pipeline system utilizes an existing 12-inch diameter pipeline that was idled as a result of the completed
Corridor expansion project in 2011. Following the successful commissioning of the Polaris pipeline system, approximately
$100 million of capital was removed from Corridor’s rate base. The Polaris pipeline system currently provides diluent
transportation service from a diluent receipt point in the area north east of Edmonton to the Kearl oil sands project and is
expected to begin diluent transportation service for the Sunrise oil sands project in the second half of 2013. Commercial
service of the Polaris pipeline system began on August 15, 2012. The Polaris pipeline system currently generates revenue
under a 25-year diluent transportation agreement with Imperial Oil Resource Ventures Limited utilizing a cost-of-service
approach providing for a return on capital invested and recovery of all operating costs. Throughput volumes or commodity
price fluctuations will not impact Polaris’ FFO* as a result of this cost-of-service approach.
See the Description of the Business section of the Annual Information Form for further information about the oil sands
transportation business.
Volumes
The oil sands transportation business transported average volumes of 838,200 b/d in the fourth quarter of 2012, an
increase of 68,800 b/d over fourth quarter 2011 volumes. In the full year of 2012, 812,600 b/d were shipped, which is
26,400 b/d higher than 2011.
Average volumes transported on the Cold Lake pipeline system increased 59,200 b/d or 12.6% to 529,400 b/d during the
fourth quarter and 4,000 b/d to 494,400 b/d for the year, compared to the same periods in 2011. Volumes fluctuate on the
Cold Lake pipeline system largely due to the timing of steam injection cycles associated with the production processes of
certain shippers. Inter Pipeline anticipates long-term volume growth on the Cold Lake pipeline system, which is consistent
with shippers’ published forecasts.
Average volumes transported on the Corridor pipeline system increased 9,600 b/d to 308,800 b/d in the fourth quarter
and 22,400 b/d to 318,200 b/d in 2012, compared to the same periods in 2011. Volume increases result from higher
production levels from Athabasca Oil Sands Project’s Jackpine mine.
During 2012, no diluent volumes were transported on the Polaris pipeline system to the Kearl oil sands project.

*

Please refer to the NON-GAAP AND ADDITIONAL GAAP FINANCIAL MEASURES section
2012 Management's Discussion and Analysis
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Revenue
Revenue for the three months and year ended December 31, 2012, in the oil sands transportation business increased
$12.8 million to $84.1 million and $15.5 million to $300.3 million, respectively, compared to the same periods in 2011.
Cold Lake pipeline system revenue increased $3.8 million in the fourth quarter and $3.4 million in the full year of 2012,
compared to the same periods in 2011. The increase in revenue in both periods presented is primarily due to higher
volumes transported on the Cold Lake pipeline system and higher operating cost recoveries in 2012 versus 2011.
In the three months and year ended December 31, 2012, Corridor pipeline system revenues decreased $2.9 million and
$5.6 million, respectively, compared to the same periods in 2011. The decrease in revenue is primarily due to a reduction in
the Corridor rate base due to the transfer of the 12-inch diameter pipeline to the Polaris pipeline system, a reduced return
on equity due to a lower benchmark long-term GOC bond rate, and lower recoverable operating costs. The long-term
GOC benchmark bond interest rate decreased approximately 39 basis points in the fourth quarter and 86 basis points in
2012, compared to the same periods in 2011. An increase in rate base debt financing costs and related revenue for the
three months and year ended December 31, 2012 partially offset the decreases in revenue, compared to the same periods
in 2011.
Revenue generated from the Polaris pipeline system was $11.9 million in the fourth quarter and $17.7 million in 2012. The
Polaris pipeline system began generating revenue in the third quarter of 2012, consisting of capital fee revenue, operating
cost recoveries and the reimbursement of certain construction related expenditures.
Operating Expenses
In the oil sands transportation business segment, operating expenses typically have a limited impact on Inter Pipeline’s
cash flow. On the Cold Lake pipeline system, substantially all operating expenditures are recovered from the shippers; on
the Corridor and Polaris pipeline systems there is full recovery of operating expenditures. In the fourth quarter and full year
of 2012, operating expenses in the oil sands transportation business of $27.1 million and $84.1 million were $4.6 million
and $3.3 million higher, respectively, compared to the same periods in 2011.
In 2012, Cold Lake pipeline system’s operating expenses increased $3.8 million in the fourth quarter and $2.5 million for the
full year, compared to the same periods in 2011. The increase in both periods is primarily due to higher general operating
costs, employee costs and property taxes. Incremental right-of-way maintenance costs were also incurred in the full year
ended 2012. Power costs in the fourth quarter of 2012 were higher than in the fourth quarter of 2011, largely due to
increased consumption associated with the increase in volumes and higher power prices. For the full year of 2012, power
costs were lower than 2011 primarily due to a decrease in power prices.
Operating expenses decreased $1.5 million and $2.4 million on the Corridor pipeline system for the three months and year
ended December 31, 2012, respectively, compared to the same periods in 2011. The decrease in both periods is primarily
due to lower operating costs associated with the transfer of the 12-inch pipeline to the Polaris pipeline system, as well as
lower integrity costs.
Operating expenses on the Polaris pipeline system were $2.3 million in the fourth quarter and $3.2 million for the year
ended December 31, 2012, primarily relating to employee and routine operating costs as well as certain construction
related expenditures. There were no such expenses in 2011.
Capital Expenditures
In 2012, the Cold Lake pipeline system incurred total growth capital expenditures* of $169.1 million. Of this amount,
$34.0 million relates to the west leg expansion project, for a total of $38.3 million ($45.0 million – 100%) spent to date.
Bitumen blend capacity on the west leg mainline will be increased from approximately 535,000 b/d to 650,000 b/d by
expanding existing pump stations and the addition of two new pump stations. The west leg expansion project is expected
to cost $90.0 million (100%), with an in service date of mid 2013.

*
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Growth capital expenditures* incurred in 2012 on Cold Lake pipeline’s recently announced $1.3 billion (Inter Pipeline’s
85% share – $1.1 billion) development plan were $56.8 million, for a total of $59.8 million spent to date. These expenditures
include initial engineering, design and procurement of long lead items. New pipelines, ranging from 20 to 42 inches in
diameter, will be constructed to twin the south leg of the Cold Lake mainline from La Corey to Hardisty, to twin the existing
pipeline from the Foster Creek facility to La Corey, and to extend the Cold Lake pipeline system north to connect the
Narrows Lake project. A total of approximately 400 km of new pipeline will be constructed. In addition, existing facilities
will be expanded and new facility connections will be constructed to tie-in the production sites. When completed, the
Cold Lake pipeline system’s mainline throughput capacity will increase by 550,000 b/d to approximately 1.2 million b/d.
The projects related to the Foster Creek facilities are expected to be completed and in service by 2015. Those related to
the Narrows Lake project are anticipated to be completed for mid 2017.
The remaining Cold Lake pipeline growth capital expenditures* of $78.3 million relate to other projects that are under
development.
The Corridor pipeline system incurred total growth capital expenditures* of $7.5 million in 2012, which primarily related to
purchases of emergency response equipment.
Total growth capital expenditures* on the Polaris pipeline system in 2012, were $85.1 million. Facility and pipeline
construction activities as well as line fill and wet commissioning activities relating to the connection of the Kearl oil sands
project were completed during the third quarter of 2012, while facility and pipeline construction activities continued on
the Sunrise oil sands project. Growth capital expenditures* on these projects were $25.7 million in 2012 for a total of
$100.7 million spent to date. The Polaris pipeline system currently is in a position to provide diluent transportation services
for the Kearl oil sands project when required and will be ready to provide diluent transportation service for the Sunrise oil
sands project in the second half of 2013. Total estimated capital expenditures to connect the Polaris pipeline to the Kearl
and Sunrise projects, and diluent receipt points in the Edmonton area is $105 million.
The Polaris pipeline system also incurred $43.5 million in growth capital expenditures* in 2012, on its recently announced
$1.1 billion development plan. These expenditures relate to initial engineering, design and procurement of long lead items.
A total of approximately 440 km of new pipeline will be constructed, including a new 50 km 24-inch diameter pipeline tying
diluent receipt points in the Edmonton area to Inter Pipeline’s Lamont pump station, and a new 290 km 30-inch diameter
pipeline to connect the Lamont station to the Christina Lake production site. Approximately 100 km of new pipeline ranging
from 12 to 16 inches in diameter will also be installed as part of the Narrows Lake and Foster Creek connections. Upon
completion, the Polaris pipeline system will have approximately 820,000 b/d of diluent delivery capacity to the Athabasca
and Cold Lake oil sands regions. With the installation of additional pumping stations and related infrastructure, the Polaris
pipeline system can be further expanded to an ultimate capacity of approximately 1.2 million b/d. The projects related to
the Foster Creek and Christina Lake facilities are expected to be complete and in service by mid 2014. Those related to the
Narrows Lake project are anticipated to be completed for mid 2017.
The remaining growth capital expenditures* of $15.9 million on the Polaris pipeline system in 2012 were spent on various
other development initiatives.

*
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NGL Extraction Business Segment
		

Three Months Ended December 31

				
2012				
2011
(mmcf/d)		
(000s b/d)		
(mmcf/d)		
(000s b/d)
			
Propane-				
PropaneFacility
Throughput
Ethane
plus
Total
Throughput
Ethane
plus

Total

Cochrane
Empress V (100% basis)
Empress II

1,646
905
–

49.0
23.9
–

22.3
10.7
–

71.3
34.6
–

1,705
607
–

53.8
15.2
–

23.2
7.0
–

77.0
22.2
–

 	

2,551

72.9

33.0

105.9

2,312

69.0

30.2

99.2

		

Years ended December 31

				
2012				
2011
(mmcf/d)		
(000s b/d)		
(mmcf/d)		
(000s b/d)
			
Propane-				
PropaneFacility
Throughput
Ethane
plus
Total
Throughput
Ethane
plus

Cochrane
Empress V (100% basis)
Empress II

1,761
798
92

51.9
18.9
1.8

24.8
9.1
1.1

76.7
28.0
2.9

1,640
883
75

50.7
21.2
1.3

23.1
10.0
0.7

73.8
31.2
2.0

2,651

72.6

35.0

107.6

2,598

73.2

33.8

107.0

 	

Three Months Ended December 31
2012

(millions)

Revenue (1)(2)
Shrinkage gas (1)
Operating expenses (1)
Funds from operations (1)(2)(3)
Capital expenditures (1)
Growth (3)
Sustaining (3)
 	

Total

2011

% change

3.4
4.9
30.6
(12.2)

$
$
$
$

133.5
64.7
30.3
38.7

$
$
$
$

129.1
61.7
23.2
44.1

$

11.5
3.2

$

$

14.7

$

Years Ended December 31
2012

$
$
$
$

2011

% change

(14.5)
(25.7)
(4.8)
(3.9)

499.9
206.5
98.9
194.6

$
$
$
$

584.6
278.1
103.9
202.5

3.5
1.4

		
$
29.5
		 7.0

$

7.8
5.7

4.9

		
$
36.5

$

13.5

(3)

(1) Revenue, shrinkage gas, operating expenses, FFO and capital expenditures for the Empress V NGL extraction facility are recorded based on Inter
Pipeline’s 50% ownership.
(2) In the third quarter of 2011, FFO (3) increased in the NGL extraction business by $20.5 million due to a one time pricing adjustment relating to propane-plus
sales at the Cochrane NGL extraction facility from 2007 to 2011.
(3) Please refer to the NON-GAAP AND ADDITIONAL GAAP FINANCIAL MEASURES section.

Inter Pipeline’s NGL extraction business consists of a 100% ownership interest in the Cochrane and Empress II extraction
facilities and a 50% ownership interest in the Empress V extraction facility. The Empress and Cochrane facilities are located
on the eastern and western legs, respectively, of the TransCanada Alberta pipeline system near export points from Alberta.
NGL extraction facilities recover propane, butane and pentanes-plus (“propane-plus” collectively) and ethane from natural
gas streams.
This business has three types of sales contracts with three primary counterparties: Dow Chemical, NOVA Chemicals and
Plains Midstream. Contract types include cost-of-service, fee-based or commodity-based arrangements.
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Payments under cost-of-service contracts include a fixed capital charge and provision for recovery of shrinkage gas and all
operating costs. This form of contract provides the most stable cash flow of the three contract types, as there is minimal
volume risk and no commodity price exposure. This type of contract also provides a structured return on new capital
invested using a rate base approach.
Fee-based contracts generate a fixed fee for each barrel of NGL produced, and recovery of shrinkage gas and operating
costs. Fee-based contracts are exposed to volume risk but have no commodity price exposure.
Commodity-based contracts provide for a sharing of profit from the sale of NGL products between the NGL extraction
business and purchaser. The profit share calculation includes revenue from the sale of NGL products less costs to bring
the NGL product to market, including extraction, shrinkage gas, fractionation and marketing costs. Commodity-based
contracts are exposed to commodity price, currency and volume risks.
See the Description of the Business section of the Annual Information Form for further information about the
NGL extraction business.
Volumes
Inter Pipeline’s three NGL extraction facilities processed average natural gas throughput volumes of 2,551 million cubic feet
per day (mmcf/d) and 2,651 mmcf/d during the quarter and year ended December 31, 2012, respectively.
At the Cochrane facility, average throughput volumes decreased 59 mmcf/d during the fourth quarter and increased
121 mmcf/d for the full year of 2012, compared to the same periods in 2011. Throughput volumes at the Cochrane facility
fluctuate in accordance with demand for Canadian natural gas in the US west-coast region.
At the Empress facilities average throughput volumes increased 298 mmcf/d for the fourth quarter of 2012 versus the
fourth quarter of 2011, and decreased 68 mmcf/d for the full year of 2012, compared to 2011. Throughput volumes at
the Empress facilities fluctuate in accordance with natural gas exports from Alberta’s eastern border and are also largely
dependent on successfully attracting border gas flows to the extraction facilities. Throughput volumes in 2012 were also
impacted by a 29 day unplanned maintenance outage at the Empress V facility in September and October.
Revenue
Revenue increased $4.4 million to $133.5 million for the fourth quarter and decreased $84.7 million to $499.9 million for
2012, compared to the same periods in 2011. The increase in revenue in the fourth quarter of 2012 is primarily driven
by increased ethane production at Empress V, which was partially offset by lower propane-plus and ethane pricing. The
decrease in revenue for the full year of 2012 was primarily driven by lower propane-plus and ethane pricing, which was
largely offset on a FFO* perspective by the decrease in shrinkage gas expense as discussed below. In 2011, revenue was
also favourably impacted by a one time pricing adjustment of $20.5 million relating to propane-plus volumes sold from 2007
to 2011 at the Cochrane extraction facility.

*

Please refer to the NON-GAAP AND ADDITIONAL GAAP FINANCIAL MEASURES section
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Frac-spread

		
		
Three Months Ended December 31
2012

(dollars)
USD/USG (1)

2011

CAD/USG (1)

USD/USG (1)

CAD/USG (1)

Market frac-spread

$

0.855

$

0.848

$

1.308

$

1.339

Realized frac-spread

$

0.911

$

0.903

$

0.991

$

1.015

		

Years Ended December 31
2012

(dollars)
USD/USG (1)

2011

CAD/USG (1)

USD/USG (1)

CAD/USG (1)

Market frac-spread

$

1.014

$

1.013

$

1.264

$

1.250

Realized frac-spread

$

0.995

$

0.994

$

1.005

$

0.994

(1) The differential between USD/USG and CAD/USG frac-spreads is due to fluctuations in exchange rates between US and Canadian dollars.

Market frac-spread is defined as the difference between the weighted average propane-plus price at Mont Belvieu,
Texas and the monthly index price of AECO natural gas purchased for shrinkage calculated in US dollars per US gallon
(USD/USG). This price is converted to Canadian dollars per US gallon (CAD/USG) based on the average monthly
Bank of Canada CAD/USD noon rate. Realized frac-spread is defined in a similar manner and is calculated on a weighted
average basis using market frac-spread for unhedged production and fixed-price frac-spread prices for the remaining
hedged production. Propane-plus market price differentials, natural gas transportation and extraction premium costs
have not been significant historically, and therefore are not included in the calculation of realized frac-spread. See the
RISK MANAGEMENT AND FINANCIAL INSTRUMENTS section for further discussion of frac-spread hedges.
Realized frac-spreads decreased from $0.99 USD/USG to $0.91 USD/USG and from $1.01 USD/USG to $1.00 USD/USG
for the three months and year ended December 31, 2012, respectively, compared to the same periods in 2011. Market
frac-spread for the twelve months ended December 31, 2012, was above the 5-year and 15-year simple average market
frac-spread of $0.91 USD/USG and $0.50 USD/USG, respectively, calculated at December 31, 2012.
Shrinkage
Shrinkage gas represents natural gas bought by Inter Pipeline to replace the heat content of liquids extracted from natural
gas processed at the extraction facilities. The price for shrinkage gas is based on a combination of daily and monthly
index AECO natural gas prices. Shrinkage gas expense increased $3.0 million in the fourth quarter of 2012, compared to
the same period in 2011, due to the increase in ethane volumes at Empress V. Lower AECO natural gas prices reduced
shrinkage gas expense in the fourth quarter of 2012 and was the driver for the $71.6 million decrease in shrinkage gas
expense for the full year of 2012 compared to the full year of 2011. The weighted average monthly AECO price* decreased
from $3.29 per gigajoule (GJ) to $2.89/GJ or 12.2% and from $3.48/GJ to $2.28/GJ or 34.5%, for the three months and
year ended December 31, 2012, respectively, compared to the same periods in 2011.
Operating Expenses
Operating expenses increased $7.1 million in the fourth quarter of 2012, compared to the same period in 2011. The
increase is primarily due to higher operating and maintenance costs, associated with several one time events including a
gas turbine exchange and overhaul, and a CO2 plant Freon replacement at the Cochrane facility, as well as higher fuel and
power costs. Average Alberta pool prices increased from $76.07/MWh in the fourth quarter of 2011 to $78.70/MWh in the
fourth quarter of 2012. For 2012, operating expenses decreased $5.0 million as a result of lower fuel and power costs,
which were partially offset by higher operating and maintenance costs. In 2012, average Alberta pool prices decreased
15.6% from $76.21/MWh in 2011 to $64.31/MWh.

*
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Weighted average price calculated from one-month spot prices at AECO as reported in the Canadian Gas Price Reporter.
Inter Pipeline Fund

Capital Expenditures
In 2012, the NGL extraction business incurred growth capital expenditures* of $29.5 million, of which $26.7 million relates
to a liquid sweetening project at the Cochrane facility. The remaining costs relate to various projects at the Cochrane and
Empress facilities. Sustaining capital expenditures of $7.0 million were incurred in 2012, primarily relating to the replacement
of various processing equipment components and other projects at the Cochrane facility.

Conventional Oil Pipelines Business Segment
 	

Three Months Ended December 31

Years Ended December 31

2012

2011

% change

2012

2011

% change

Bow River
Central Alberta
Mid-Saskatchewan

103.3
28.6
44.8

109.3
24.6
41.8

(5.5)
16.3
7.2

106.8
27.6
41.1

107.7
26.0
36.3

(0.8)
6.2
13.2

 	

176.7

175.7

0.6

175.5

170.0

3.2

Volumes (000s b/d)

 	
(millions)

Revenue

$

62.0

$

46.3

33.9

$

231.2

$

177.8

30.0

Midstream product purchases

$

10.2

$

–

100.0

$

31.9

$

–

100.0

Operating expenses

$

13.1

$

14.0

(6.4)

$

47.1

$

46.0

2.4

$

38.7

$

33.5

15.5

$

153.4

$

133.2

15.2

$

2.98

$

2.68

11.2

$

2.91

$

2.68

8.6

$

2.6
0.2

$

3.0
0.2

		
$
32.6
		 2.1

$

4.9
1.8

$

2.8

$

3.2

		
$
34.7

$

6.7

Funds from

operations (1)

Revenue per barrel

(2)

Capital expenditures
Growth (1)
Sustaining (1)

(1) Please refer to the NON-GAAP AND ADDITIONAL GAAP FINANCIAL MEASURES section.
(2) Revenue per barrel represents total revenue of the conventional oil pipelines business segment less midstream marketing revenue divided by
actual volumes.

The conventional oil pipelines business includes the Bow River, Central Alberta and Mid-Saskatchewan pipeline
systems located in Alberta and Saskatchewan. The majority of petroleum volumes transported on these conventional
gathering systems are under short-term contracts with fixed tolling arrangements and no specific volume commitments.
On April 1, 2012, Inter Pipeline internalized midstream marketing activities.
See the Description of the Business section of the Annual Information Form for further information about the conventional
oil pipelines business.
Volumes
In 2012, conventional oil pipelines volumes averaged 176,700 b/d in the fourth quarter and 175,500 b/d in the year,
an increase of 1,000 b/d and 5,500 b/d, respectively, compared to the same periods in 2011. Average volumes on the
Mid-Saskatchewan pipeline increased 3,000 b/d or 7.2% in the fourth quarter of 2012 and 4,800 b/d or 13.2% in the
year of 2012, compared to the same periods in 2011, as the growth in horizontal drilling activity continued in the Viking
light oil play. Increased drilling activity and stronger truck terminal throughput resulted in higher average volumes on the
Central Alberta pipeline of 4,000 b/d or 16.3% in the fourth quarter and 1,600 b/d or 6.2% in the year of 2012, compared
to the same periods in 2011. Volumes on the Bow River pipeline declined 6,000 b/d or 5.5% and 900 b/d or 0.8% in the
fourth quarter and year of 2012, compared to the same periods in 2011. The decrease in volumes is primarily due to lower
trucked volumes to the system and natural production declines, as well as a downstream pipeline outage that impacted
the fourth quarter of 2012.

*

Please refer to the NON-GAAP AND ADDITIONAL GAAP FINANCIAL MEASURES section
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Revenue
Revenues for the three and twelve months ended December 31, 2012, in the conventional oil pipelines business increased
$15.7 million and $53.4 million, respectively, compared to the same periods in 2011. The increase in revenue is primarily
due to higher revenues from midstream marketing activities, which were previously recorded net of product purchases and
trucking costs, until the internalization of these activities in April, 2012. Increased tariffs and higher transportation volumes
discussed previously also resulted in higher revenues.
Midstream Product Purchases
Inter Pipeline’s product purchases for the midstream marketing activities were $10.2 million and $31.9 million for the
three months and year ended December 31, 2012, respectively. These costs were previously recorded against revenue as
discussed above.
Operating Expenses
Operating expenses decreased $0.9 million in the fourth quarter of 2012, compared to the same period in 2011, due to
a decrease in long-term environmental liabilities, partially offset by higher routine operating and trucking costs for Inter
Pipeline’s midstream marketing activities. For the year of 2012, operating costs increased $1.1 million from 2011 due
to higher fuel and power, employee and trucking costs, partially offset by lower leak repair and remediation costs and a
decrease in long-term environmental liabilities.
Capital Expenditures
In 2012, $32.6 million was incurred for growth capital expenditures* in the conventional oil pipelines business, of which
$24.0 million was expended on line fill for the midstream marketing business. The remainder primarily related to facility
upgrades and third party connections on the Mid-Saskatchewan pipeline system.

Bulk Liquid Storage Business Segment
 	

Three Months Ended December 31

 	

Utilization

Years Ended December 31

2012

2011

% change

2012

2011

% change

88.3%

94.9%

(7.0)

90.0%

97.0%

(7.2)

(millions)

$

38.8

$

26.5

46.4

$

155.6

$

104.4

49.0

$

16.0

$

14.2

12.7

$

63.1

$

54.6

15.6

$

20.0

$

9.4

112.8

$

80.2

$

37.2

115.6

Capital expenditures
Growth (1)
Sustaining (1)

$

5.9
9.7

$

5.2
4.4

		
$
15.7
		24.0

$

17.1
8.5

 	

$

15.6

$

9.6

		
$
39.7

$

25.6

Revenue
Operating expenses
Funds from

operations (1)

(1) Please refer to the NON-GAAP AND ADDITIONAL GAAP FINANCIAL MEASURES section.

*
34

Please refer to the NON-GAAP AND ADDITIONAL GAAP FINANCIAL MEASURES section
Inter Pipeline Fund

Inter Pipeline operates a bulk liquid storage business through two wholly owned subsidiaries, Simon Storage Limited
(Simon Storage) and Inter Terminals Denmark A/S (Inter Terminals). Simon Storage owns and operates six bulk liquid
storage terminals located in the United Kingdom (UK) and Ireland, and two inland terminals located on the Rhine River
in Germany, with a combined liquid storage capacity of approximately 8.1 million barrels. Inter Terminals owns and
operates four coastal bulk liquid storage terminals located in Denmark, with a combined storage capacity of approximately
10.8 million barrels. Business activities consist primarily of storage and handling services contracted through a combination
of fixed storage rental and capacity reservation fees and variable throughput fees. The business supports a wide range
of activities, including refinery support, inland product distribution and raw material storage for regional manufacturing
facilities and has a well diversified customer base, with key customers including Phillips 66, JP Morgan, Statoil, Mabanaft,
Greenergy and Harvest Energy. Simon Storage also offers a range of ancillary services to its customers.
See the Description of the Business section of the Annual Information Form for further information about the bulk liquid
storage business.
Utilization
Despite the uncertain European economic environment, demand for bulk liquid storage has remained relatively strong
with tank utilization averaging 88.3% and 90.0% for the fourth quarter and full year of 2012, respectively. Utilization rates
averaged 89.7% and 91.4% at Simon Storage and averaged 87.2% and 88.9% at Inter Terminals, in the fourth quarter
and full year 2012, respectively. Utilization rates were negatively impacted by the absence of strong contango in certain
petroleum product futures markets. Demand for storage has fluctuated historically as a result of market conditions within
industry sectors, and is typically addressed through product and customer diversification.
Revenue
Revenue in the bulk liquid storage business increased 46.4% or $12.3 million to $38.8 million and 49.0% or $51.2 million
to $155.6 million, in the fourth quarter and full year of 2012, respectively, compared to the same periods in 2011. The
increases were mostly due to the acquisition of Inter Terminals in January 2012, contributing revenue of $12.7 million in
the fourth quarter and $55.8 million in 2012. Revenue from Simon Storage increased $0.1 million in the fourth quarter and
decreased $3.3 million in the year ended 2012, compared to the same periods in 2011. The reduction in revenue from
Simon Storage in 2012 is primarily due to a planned decrease in the ancillary service business. Foreign currency translation
adjustments also reduced revenues by $0.5 million in the fourth quarter and $1.3 million in 2012, compared to the same
periods in 2011. The average Euro/CAD exchange rate in the fourth quarter and 2012 decreased from 1.38 in 2011 to
1.29 in 2012. The average Pound Sterling/CAD exchange rate decreased from 1.61 in the fourth quarter of 2011 to
1.59 in the fourth quarter of 2012 and decreased from 1.59 to 1.58 for the year ended 2011 to 2012.
Operating Expenses
Operating expenses increased $1.8 million and $8.5 million in the fourth quarter and full year of 2012, respectively,
compared to the same periods in 2011. The increase in both periods is due to the acquisition of Inter Terminals in
January 2012, which increased operating expenses $2.9 million in the fourth quarter and $13.0 million in the full year of
2012. Simon Storage’s operating expenses decreased $0.8 million in the fourth quarter and $3.9 million in the year ended
December 31, 2012, compared to the same periods in 2011. The decrease in both periods is primarily due to lower
ancillary service costs. Foreign currency translation adjustments reduced operating costs $0.3 million in the fourth quarter
and $0.6 million in the year ended 2012, compared to the same periods in 2011.

2012 Management's Discussion and Analysis

35

Capital Expenditures
In 2012, growth capital expenditures* in the bulk liquid storage business were $15.7 million, including the replacement
of tanks at Immingham comprising 38,000 barrels for the storage of gas condensate supported by a 10 year storage
contract. Growth capital also included the demolition and construction of three tanks comprising 151,000 barrels, and
the refurbishment of a fourth tank pursuant to a new five year contract at Immingham. Sustaining capital expenditures in
2012 were $24.0 million, primarily relating to environmental performance enhancement initiatives and other improvement
projects to terminal infrastructure and safety facilities at Inter Terminals.
Acquisition of Inter Terminals
On January 11, 2012, Inter Pipeline completed the acquisition of four petroleum storage terminals in Denmark, referred to
collectively as Inter Terminals, from a subsidiary of DONG Energy A/S. The acquisition was valued at $459.1 million plus
closing adjustments and the assumption of surplus cash, for a total cash consideration of approximately $509.7 million,
and was funded from Inter Pipeline’s revolving credit facility. The acquisition has more than doubled Inter Pipeline’s total bulk
liquid storage capacity in Western Europe, adding scale and diversification to European storage operations.
Operating results for Inter Terminals have been included in the consolidated financial statements since January 11, 2012.
Inter Terminals contributed $12.7 million and $3.2 million to revenue and net income, respectively, for the three months
ended December 31, 2012. Inter Terminals contributed $55.8 million and $15.3 million to revenue and net income,
respectively, from the date of acquisition to December 31, 2012.
As a result of this transaction, an acquisition fee of $4.6 million was paid during the first quarter of 2012 to the
General Partner, pursuant to the terms of the Limited Partnership Agreement (LPA). Acquisition related costs of
$0.2 million (2011 – $3.2 million) have been expensed and included in general and administrative expenses in the
consolidated statements of net income.
The acquisition was accounted for using the acquisition method as at the closing date of January 11, 2012. Determinations
of fair value often require management to make assumptions and estimates about future events. Changes in any of the
assumptions or estimates used in determining the fair value of acquired assets and liabilities, including closing adjustments,
could impact the carrying amounts assigned. The allocation of the consideration transferred was as follows:
Cash
Non-cash working capital
Property, plant and equipment
Goodwill
Intangible assets
Decommissioning obligation
Deferred income tax liability

		
$
48.3
		15.5
		342.2
		110.9
		20.3
		(18.4)
		 (9.1)

 	

		
$
509.7

Other Expenses
 	

Three Months Ended December 31
2012

(millions)

Depreciation and amortization
Financing charges
Provision for income taxes
General and administrative
Acquisition fee to General Partner
Management and incentive fees to General Partner
Unrealized change in fair value of derivative financial instruments
Loss on disposal of assets

*
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$

30.8
24.5
16.2
19.4
–
3.4
5.2
0.2

2012

2011

$

Please refer to the NON-GAAP AND ADDITIONAL GAAP FINANCIAL MEASURES section
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Years Ended December 31

25.4
20.7
15.3
17.9
–
2.4
10.0
–

$

123.1
97.6
89.3
64.0
4.6
13.8
(44.4)
0.2

2011

$

99.7
80.2
80.3
54.8
–
10.6
14.5
–

Depreciation and Amortization
For the three and twelve months ended December 31, 2012, depreciation and amortization of tangible and intangible
assets increased $5.4 million and $23.4 million, respectively, primarily due to the acquisition of Inter Terminals.
Financing Charges
 	

Three Months Ended December 31
2012

(millions)

Interest on credit facilities
Interest on loan payable to General Partner
Interest on Corridor Debentures
Interest on MTN Series 1, 2 and 3

$

Total interest
Capitalized interest
Amortization of transaction costs on long-term debt,
short-term debt and commercial paper
Accretion of provisions and pension plan financing charges
Total financing charges

$

7.9
4.8
2.6
9.7

Years Ended December 31
2012

2011

$

6.4
5.8
2.6
5.9

$

33.8
22.1
10.2
32.7

2011

$

28.6
23.1
10.1
17.9

25.0
(1.3)

20.7
(0.6)

98.8
(5.7)

79.7
(1.3)

0.7
0.1

0.4
0.2

3.0
1.5

1.2
0.6

24.5

$

20.7

$

97.6

$

80.2

In the three and twelve months ended December 31, 2012, total financing charges increased $3.8 million and $17.4 million,
respectively, compared to the same periods in 2011. The increase in financing charges was primarily due to the acquisition
of Inter Terminals in January 2012, which was primarily funded utilizing Inter Pipeline’s credit facility.
Interest on MTNs increased in the three and twelve months ended December 31, 2012, by $3.8 million and $14.8 million,
respectively, due to the timing of issuances of the MTN Series 1, 2 and 3.
Interest on credit facilities increased $1.5 million in the fourth quarter of 2012 and $5.2 million in 2012, compared to the
same periods in 2011. Interest expense primarily increased due to higher fees on the unutilized portion of the revolving
facilities and higher debt levels. Average short-term interest rates were 1 basis point higher in the fourth quarter and
1 basis point lower in the full year of 2012, compared to the same periods in 2011. The weighted average credit facility
debt outstanding increased by $98.1 million from $1,500.3 million in the fourth quarter of 2011 to $1,598.4 million in the
fourth quarter of 2012 and $17.5 million from $1,711.6 million in 2011 to $1,729.1 million in 2012.
Interest on the loan payable to the General Partner decreased $1.0 million for the three months and year ended 2012, as
Inter Pipeline repaid a $91.2 million tranche of the loan on October 29, 2012.
Capitalized interest for the three and twelve months ended December 31, 2012 increased by $0.7 million and $4.4 million,
respectively, compared to the same periods in 2011. This increase primarily relates to capitalized interest attributed to the
expansion of the Polaris and Cold Lake pipeline systems and a liquid sweetening project at the Cochrane NGL extraction
facility.
Amortization of transaction costs on long-term debt, short-term debt and commercial paper increased $0.3 million in
the fourth quarter and $1.8 million in 2012, due to new issuances, compared to the same periods in 2011. Accretion of
decommissioning and environmental provisions decreased $0.1 million and increased $0.9 million for the three and twelve
months ended December 31, 2012, respectively, compared to same periods in 2011. The increase in the full year of 2012
is primarily due to an increase in decommissioning provisions relating to the acquisition of Inter Terminals.
See the LIQUIDITY AND CAPITAL RESOURCES section for further information about Inter Pipeline’s debt facilities and
interest rate swaps.
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Income Taxes
Consolidated income tax expense increased $0.9 million from $15.3 million in the fourth quarter of 2011 to $16.2 million in
the fourth quarter of 2012, and increased $9.0 million from $80.3 million in 2011 to $89.3 million in 2012. The increase in
income tax expense in both periods is primarily due to higher consolidated income before taxes.
General and Administrative
 	

Three Months Ended December 31
2012

(millions)

Years Ended December 31
2012

2011

2011

Canada
Europe

$

16.3
3.1

$

15.3
2.6

$

53.0
11.0

$

45.1
9.7

 	

$

19.4

$

17.9

$

64.0

$

54.8

Canadian general and administrative expenses increased $1.0 million and $7.9 million for the three months and full year
of 2012, respectively, primarily due to higher employee costs, compared to the same periods in 2011. Employee costs
increased due to: 1) the addition of new employees required to manage Inter Pipeline’s business growth; 2) an increase in
long-term incentive plan costs resulting from an increase in the market value of Inter Pipeline’s Class A limited partnership
units (Class A units); and, 3) regular compensation increases to existing employees.
European general and administrative costs increased $0.5 million in the fourth quarter and $1.3 million in 2012, primarily
due to the 2012 acquisition of Inter Terminals, compared to the same periods in 2011.
Fees to General Partner
The General Partner earned management fees from Inter Pipeline of $2.8 million in the fourth quarter (fourth quarter 2011
– $2.4 million) for a total of $12.0 million for the year ended 2012 (year ended December 31, 2011 – $10.6 million). This
fee is equivalent to 2% of “Operating Cash,” as defined in the LPA. In the fourth quarter of 2012, an incentive fee to the
General Partner of $0.6 million was also accrued for a total of $1.8 million in 2012, as annualized Distributable Cash for
2012 is in excess of $1.01 per unit annually (three and twelve months ended December 31, 2011 – $nil). Acquisition fees
of $4.6 million related to the acquisition of Inter Terminals were also paid to the General Partner in the first quarter of 2012.
See the TRANSACTIONS WITH RELATED PARTIES section for additional information on fees to the General Partner.
Unrealized Change in Fair Value of Derivative Financial Instruments
In the fourth quarter and year of 2012, Inter Pipeline’s mark-to-market valuation of derivative financial instruments resulted
in a decrease to net income of $5.2 million and an increase to net income of $44.4 million, respectively.
In the fourth quarter of 2012, net income decreased by the mark-to-market adjustment on NGL swaps for price and volume
changes between October and December of 2012 by $6.3 million and foreign currency swaps by $0.9 million. Net income
was favourably impacted by mark-to-market adjustments for natural gas and electricity price swaps by $1.9 million and
$0.1 million, respectively, for price and volume changes between October and December 2012.
The mark-to-market adjustment for NGL, natural gas and foreign currency swaps increased net income for the year of
2012, by $29.9 million, $8.8 million and $5.7 million, respectively, for price and volume changes between January and
December of 2012.
See the RISK MANAGEMENT AND FINANCIAL INSTRUMENTS section for additional information on Inter Pipeline’s risk
management initiatives.
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Inter Pipeline Fund

SUMMARY OF QUARTERLY RESULTS
2012

2011
(millions, except per unit
and % amounts)

First
Quarter

Second
Quarter

Third
Quarter

Fourth
Quarter

$

72.8 $
159.9
43.7
26.6

67.7 $
137.4
42.1
26.1

73.0 $
158.2
45.7
25.2

71.3
129.1
46.3
26.5

$

70.6
136.7
51.2
38.7

$

303.0 $

273.3 $

302.1 $

273.2

$

297.2

Funds from operations (1)
Oil sands transportation
$
NGL extraction (2)
Conventional oil pipelines
Bulk liquid storage
Corporate costs

43.1 $
53.0
32.6
10.5
(38.9)

41.3 $
42.8
31.5
8.3
(32.0)

41.8 $
62.6
35.6
9.0
(37.1)

$

100.3 $

91.9 $

111.9 $

$

0.39 $

0.35 $

0.43 $

0.35

Net income
Per unit – basic & diluted

$
$

64.5 $
0.25 $

61.0 $
0.24 $

76.6 $
0.29 $

45.8 $
0.17 $

Distributions (3)
Per unit (3)

$
$

62.0 $
0.2400 $

62.1 $
0.2400 $

62.5 $
0.2400 $

Revenue
Oil sands transportation
NGL extraction
Conventional oil pipelines
Bulk liquid storage

Per

unit (1)

Units outstanding (basic)
Weighted average
End of period
Capital expenditures
Growth (1)
Sustaining (1)

Payout ratio before
sustaining capital (1)
Payout ratio after sustaining
capital (1)
Total debt (4)
Total partners’ equity
Enterprise value (1)

258.3
258.5

258.8
259.1

259.9
261.2

First
Quarter

Second
Quarter

Third
Quarter

$

68.1 $
106.3
58.8
42.4

77.5
123.4
59.2
35.7

$

84.1
133.5
62.0
38.8

$

275.6 $

295.8 $

318.4

39.5 $
44.1
33.5
9.4
(36.4)

41.3 $
57.0
40.5
19.3
(50.1)

41.2 $
48.5
35.3
23.3
(41.0)

44.1 $
50.4
38.9
17.6
(44.6)

46.2
38.7
38.7
20.0
(42.7)

90.1 $

108.0

$

107.3 $

106.4 $

100.9

$

0.41

$

0.40 $

79.6 $
0.30 $

104.4 $
0.39 $

0.39

Fourth
Quarter

$

0.37

65.9 $
0.24 $

57.3
0.21

65.1 $
69.9 $
70.6 $
71.3 $
73.4
0.2475 $ 0.2625 $ 0.2625 $ 0.2625 $ 0.2675

265.7
267.2

262.7
264.2

268.6
270.0

271.3
272.7

273.9
275.2

$

40.8 $
2.8

27.8 $
4.4

29.8 $
5.0

34.2
7.2

$

39.6
6.3

$

66.8 $
7.0

107.4 $
11.2

125.7
15.6

$

43.6 $

32.2 $

34.8 $

41.4

$

45.9 $

73.8 $

118.6 $

141.3

61.8%

67.6%

55.8%

72.3%

64.7%

65.8%

67.0%

72.8%

63.6%

71.0%

58.5%

78.5%

68.7%

70.4%

75.0%

86.0%

$ 2,762.4 $ 2,738.2 $ 2,719.1 $ 2,672.1 $ 3,145.8 $ 3,082.7 $ 3,113.6 $ 3,127.6
$ 1,339.8 $ 1,346.7 $ 1,404.4 $ 1,419.8 $ 1,493.7 $ 1,559.4 $ 1,594.8 $ 1,659.5
$ 7,178.1 $ 6,847.2 $ 6,901.1 $ 7,593.3 $ 8,374.5 $ 8,268.8 $ 8,973.1 $ 9,593.8

Total debt to total
capitalization (1)

67.3%

67.0%

65.9%

65.3%

67.8%

66.4%

66.1%

65.3%

Total recourse debt to
capitalization (1)

42.0%

41.5%

40.1%

38.9%

48.2%

46.1%

47.6%

47.0%

(1) Please refer to the NON-GAAP AND ADDITIONAL GAAP FINANCIAL MEASURES section.
(2) In the third quarter of 2011, FFO (1) increased in the NGL extraction business by $20.5 million due to a one time pricing adjustment relating to propane-plus
sales at the Cochrane NGL extraction plant from 2007 to 2011.
(3) Distributions are calculated based on the number of units outstanding at each record date.
(4) Total debt includes long-term debt, short-term debt and commercial paper before discounts and debt transaction costs.
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LIQUIDITY AND CAPITAL RESOURCES
Inter Pipeline’s capital management objectives are aligned with its commercial growth strategies and long-term outlook for
the business. The primary objectives are to maintain:
(i) stable distributions to unitholders over economic and industry cycles;
(ii) a flexible capital structure which optimizes the cost of capital within an acceptable level of risk; and
(iii) an investment grade credit rating.
Management may make adjustments to the capital structure for changes in economic conditions or the risk characteristics
of the underlying assets. To maintain or modify the capital structure, Inter Pipeline may adjust the level of distributions to
unitholders, issue new Class A units or new debt, renegotiate new debt terms or repay existing debt.
Inter Pipeline maintains flexibility in its capital structure to fund organic growth capital and acquisitions through market and
industry cycles. Funding requirements are projected to ensure appropriate sources of financing are available to meet future
financial obligations and capital expenditure programs. Inter Pipeline generally relies on committed credit facilities and cash
flow from its operations to fund capital requirements. At December 31, 2012, Inter Pipeline had access to committed credit
facilities totaling $2.3 billion, of which $686.0 million remains unutilized, and demand facilities totaling $45 million of which
$44.8 million remains unutilized. Certain facilities are available to specific subsidiaries of Inter Pipeline.
In addition to committed credit facilities, Inter Pipeline issues equity capital from time to time to ensure its balance sheet
remains well prepared for expected growth. Approximately $208.8 million of equity was issued through the distribution
reinvestment plan during the year ended December 2012.
Taking market trends into consideration, Inter Pipeline regularly forecasts its operational activities and expected FFO* to
ensure that sufficient funding is available for future capital programs and distributions to unitholders.
Inter Pipeline utilizes derivative financial instruments to minimize exposure to fluctuating commodity prices, foreign exchange
and interest rates. Inter Pipeline’s risk management policy defines and specifies the controls and responsibilities to manage
market exposure to changing commodity prices (crude oil, natural gas, NGL and power) and changes within financial
markets relating to interest rates and foreign exchange exposure. Further details of the risk management program are
discussed in the RISK MANAGEMENT AND FINANCIAL INSTRUMENTS section.
In November 2012, Inter Pipeline filed a short form base shelf prospectus with Canadian regulatory authorities. Under
provisions detailed in the short form base shelf prospectus, Inter Pipeline may offer and issue, from time to time: (i) Class
A units; (ii) debt securities and (iii) subscription receipts (collectively, the “Securities”) of up to $3.0 billion aggregate initial
offering price of Securities during the 25 month period that the short form base shelf prospectus is valid. Securities may be
offered separately or together, in amounts, at prices and on terms to be determined based on market conditions at the time
of sale and set forth in one or more prospectus supplements. This short form base shelf prospectus replaces the previous
one filed on November 30, 2010. In 2011, Inter Pipeline issued $325 million MTN Series 1 and $200 million MTN Series 2.
On May 28, 2012 Inter Pipeline issued $400 million of MTN Series 3 due May 30, 2022, in the Canadian public debt market.
The MTN Series 3 were issued under Inter Pipeline’s short form base shelf prospectus dated November 30, 2010, a related
prospectus supplement dated January 19, 2011 and a related pricing supplement dated May 23, 2012. Net proceeds from
the offering were used to repay a portion of the amount drawn under Inter Pipeline’s revolving credit facility.

*
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Please refer to the NON-GAAP AND ADDITIONAL GAAP FINANCIAL MEASURES section
Inter Pipeline Fund

Capital Structure
		
(millions, except % amounts)

Recourse

Credit facilities available
Corridor syndicated facility
$
Inter Pipeline syndicated facility		

–
750.0

$

770.0

$

1,550.0
–

$

$

1,575.0

1,550.0
750.0

2011

$

2,300.0
45.0

1,550.0
25.0

Total debt outstanding
Recourse
   Inter Pipeline syndicated facility
   Loan payable to General Partner
   MTN Series 1, 2 and 3
Non-recourse
   Corridor syndicated facility
  Corridor debentures
Total debt (1)(2)
Total partners’ equity

$

2,345.0

$

2,345.0

$

260.0
288.6
925.0

$

–
379.8
525.0

$

Total debt to total capitalization (3)
(3)

1,550.0
750.0
2,300.0
45.0

1,354.0
300.0
3,127.6
1,659.5

Total capitalization (3)

Total recourse debt to capitalization

2012

Non-recourse

 	
750.0
Demand facilities (1)		20.0
 	

December 31

4,787.1

1,467.3
300.0
2,672.1
1,419.8
$

4,091.9

65.3%

65.3%

47.0%

38.9%

(1) At December 31, 2012, outstanding Corridor letters of credit were approximately $0.2 million were not included in the total debt outstanding in the
table above.
(2) Total debt reported in the December 31, 2012 consolidated financial statements of $3,112.0 million, includes long-term debt, short-term debt and
commercial paper outstanding of $3,127.6 million less discounts and debt transaction costs of $15.6 million.
(3) Please refer to the NON-GAAP AND ADDITIONAL GAAP FINANCIAL MEASURES section.

Inter Pipeline’s capital under management includes financial debt and partners’ equity. Capital availability is monitored
through a number of measures, including total recourse debt to capitalization* and recourse debt to EBITDA*. Capital
management objectives are to provide access to capital at a reasonable cost while maintaining an investment grade
long-term corporate credit rating and ensuring compliance with all debt covenants. Management’s long-term objectives are
to remain well below its maximum permitted ratio of 65% recourse debt to capitalization* and maximum senior recourse
debt to EBITDA* ratio of 4.25. In 2013, Inter Pipeline’s permitted recourse debt to EBITDA* ratio is expected to temporarily
increase to accommodate the financing of the oil sands transportation expansion projects. Recourse debt is attributed
directly to Inter Pipeline and used in the calculation of its financial covenants. Inter Pipeline’s recourse debt to capitalization*
ratio was 47.0% at December 31, 2012. Adjusting for the impact of non-recourse debt of $1,654.0 million, Inter Pipeline’s
consolidated debt to total capitalization* ratio at December 31, 2012 was 65.3%.
At December 31, 2012, approximately $1,764.0 million or 56.4% of Inter Pipeline’s total consolidated debt was exposed
to variable interest rates. Of this amount $1,504.0 million or 85.3% relates to Corridor debt outstanding and is directly
recoverable through the terms of the Corridor FSA. When deemed appropriate, Inter Pipeline enters into interest rate swap
agreements to manage its interest rate risk exposure. In 2007, Inter Pipeline acquired an interest rate swap agreement to
manage fixed interest rate exposure on Corridor’s Series B debentures.

*

Please refer to the NON-GAAP AND ADDITIONAL GAAP FINANCIAL MEASURES section
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December 31

2012

Maturity Date

Corridor debentures
– Fixed to floating rate swap
Series B – February 2, 2015

2011

Fixed Rate		
Per Annum		
(excluding
Notional
applicable
Balance
margin)
(millions)

5.033%

$

Fixed Rate
Per Annum
(excluding
applicable
margin)

150.0

5.033%

Notional
Balance
(millions)

$

150.0

The following earnings coverage ratios are calculated on a consolidated basis for the twelve month periods ended
December 31, 2012 and 2011.
		
		

Twelve Months Ended
December 31
2012

2011

		
		 4.8

5.0

(times)

Interest coverage (1) (2)

(1) Please refer to the NON-GAAP AND ADDITIONAL GAAP FINANCIAL MEASURES section.
(2) Net income plus income taxes and borrowing costs, divided by the sum of borrowing costs, capitalized borrowing costs and any retirement of obligations.

The following investment grade, long-term corporate credit ratings or senior unsecured debt ratings are maintained by
Inter Pipeline and by Corridor.
Inter Pipeline Fund
S&P
DBRS
Inter Pipeline (Corridor) Inc.
S&P					
DBRS					
Moody’s					

42

Inter Pipeline Fund

Credit Rating

Trend/Outlook

BBB+
BBB (high)

Stable
Stable

A
A
A2

Stable
Stable
Stable

Contractual Obligations, Commitments and Guarantees
The following table summarizes Inter Pipeline’s expected capital spending profile and future contractual obligations at
December 31, 2012. Management intends to finance short-term commitments either through existing or renegotiated
credit facilities and cash flow from operations. Longer term commitments will be funded through Inter Pipeline’s capital
management policies as discussed earlier in the LIQUIDITY AND CAPITAL RESOURCES section.
(millions)

Less Than
One Year

Total

One To
Five Years

After
Five Years

Capital expenditure projects (1)
Oil sands transportation
$
NGL extraction		
Conventional oil pipelines		
Bulk liquid storage		

1,386.2
$
31.7 		
10.4 		
20.3 		

1,386.2
$
31.7 		
10.4 		
20.3 		

–
$
– 		
– 		
– 		

–
–
–
–

Growth capital (2)		
Sustaining capital (2)		

1,448.6 		
40.5 		

1,448.6 		
40.5 		

– 		
– 		

–
–

 	

1,489.1

1,489.1

–

–

Total debt (3)		
1,354.0 		
1,354.0 		
– 		
Corridor syndicated facility (4)		
Inter Pipeline syndicated facility		
260.0 		
– 		
260.0 		
Loan to General Partner		
288.6 		
– 		
288.6 		
Corridor debentures		
300.0 		
– 		
150.0 		
MTN Series 1, 2, 3		
925.0 		
– 		
– 		
 		
Other obligations		
Derivative financial instruments		
Operating leases		
Purchase obligations		
Long-term portion of incentive plan		
Working capital deficit (2)		
 	

$

3,127.6 		

1,354.0 		

8.3 		
227.1 		
135.6 		
7.2 		
94.0 		
5,088.9

$

8.3 		
8.8 		
15.9 		
– 		
94.0
2,970.1

$

698.6 		
– 		
45.0 		
26.1 		
7.2 		
– 		
776.9 $

–
–
–
150.0
925.0
1,075.0
–
173.3
93.6
–
–
1,341.9

(1) Capital expenditures classified as “less than one year” represent expected spending for 2013.
(2) Please refer to the NON-GAAP AND ADDITIONAL GAAP FINANCIAL MEASURES section.
(3) At December 31, 2012, outstanding Corridor letters of credit of approximately $0.2 million were not included in the total $3,127.6 million of debt
outstanding in the table above.
(4) Principal obligations are related to commercial paper. This amount is fully supported and management expects that it will continue to be supported by
Corridor’s fully committed syndicated credit facility that has no repayment requirements until December 2016.

Inter Pipeline plans to invest approximately $1,450 million in organic growth capital* projects in 2013 which includes the
remaining capital costs for the $105 million Polaris oil sands diluent transportation project, the $90 million (100%) Cold Lake
west leg capacity project and the $53 million liquid sweetening project at the Cochrane NGL extraction facility. In addition,
capital costs also include costs relating to engineering, design and early construction work to expand and integrate
the Cold Lake and Polaris pipeline systems to provide transportation service to the Narrows Lake, Christina Lake and
Foster Creek oil sands projects, of which approximately $225 million has been backstopped by FCCL. Inter Pipeline also
has additional backstopping agreements for up to $250 million with respect to other oil sands related projects.
Inter Pipeline’s bulk liquid storage business will incur additional sustaining capital expenditures* in the foreseeable future to
comply with UK’s storage and containment regulations, see the RISK FACTORS section for further information regarding
to Post Buncefield Regulation.

*

Please refer to the NON-GAAP AND ADDITIONAL GAAP FINANCIAL MEASURES section
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Inter Pipeline’s debt outstanding at December 31, 2012, matures at various dates up to February 2021. Corridor’s
Series B debentures mature on February 2, 2015, and Corridor’s Series C debentures mature on February 3, 2020.
On December 15, 2011, Corridor entered into a $1.55 billion senior unsecured syndicated revolving credit facility with
an initial maturity date of December 15, 2015. On December 15, 2012, the initial maturity date was extended to
December 15, 2016. On December 5, 2011, Inter Pipeline entered into a $750 million senior unsecured syndicated
revolving credit facility with an initial maturity date of December 5, 2016. On December 5, 2012, the initial maturity date
was extended to December 5, 2017 and Inter Pipeline entered into a new $20 million demand operating facility replacing
the previous one entered into on December 5, 2011. Inter Pipeline’s and Corridor’s credit facilities can be extended beyond
their initial maturity date under certain circumstances. Inter Pipeline’s loan payable to the General Partner of $288.6 million
matures on October 28, 2014. On October 29, 2012, Inter Pipeline repaid a $91.2 million tranche of the loan to the General
Partner. Inter Pipeline’s MTN Series 1, 2 and 3 mature on February 2, 2021, July 30, 2018 and May 30, 2022, respectively.
The following future obligations resulting from normal course of operations will be primarily funded from FFO* in the
respective periods that they become due or may be funded through debt:
(i)

Derivative financial instruments are utilized to manage market risk exposure to changes in commodity
prices, foreign currencies and interest rates in future periods. This future obligation is an estimate of the fair
value of the liability on an undiscounted basis for financially net settled derivative contracts outstanding at
December 31, 2012, based upon the various contractual maturity dates.

(ii)

Operating leases and purchase obligations represent minimum payment obligations associated with leases and
normal operating agreements for periods up to 2090.

(iii) Working capital deficiencies* arise primarily from capital expenditures outstanding in accounts payable at the end
of a period, and fluctuate with changes in commodity prices.
(iv) Inter Pipeline has obligations of $23.4 million under its employee long-term incentive plan, of which $16.2 million
is included in the working capital deficit*.
(v)

*
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Present value of estimated expenditures expected to be incurred on decommissioning of active pipeline systems,
NGL extraction plants and leased bulk liquid storage sites and remediation of known environmental liabilities is
$59.9 million at December 31, 2012. Due to the uncertainty of timing for payment of these obligations, they were
excluded from the table above.

Please refer to the NON-GAAP AND ADDITIONAL GAAP FINANCIAL MEASURES section
Inter Pipeline Fund

DISTRIBUTIONS TO UNITHOLDERS
 	

Three Months Ended December 31
2012

(millions)

Cash provided by operating activities
Less net change in non-cash operating working capital
Less sustaining capital expenditures (1)

$

121.6
(20.7)
(15.6)

$

85.3
(11.9)

Cash available for distribution (1)
Change in discretionary reserves (1)

Years Ended December 31
2012

2011

126.9
(36.8)
(7.2)

$

375.3
47.3
(40.1)

2011

$

382.5
(97.3)

82.9
(17.8)

460.5
(66.3)
(19.4)
374.8
(123.1)

Distributions

$

73.4

$

65.1

$

285.2

$

251.7

Distributions per unit (2)

$

0.2675

$

0.2475

$

1.0550

$

0.9675

72.8%
86.0%

Payout ratio before sustaining capital (1)
Payout ratio after sustaining capital (1)

67.5%
74.6%

72.3%
78.5%

63.9%
67.2%

Growth capital expenditures (1)
Sustaining capital expenditures (1)

$

125.7
15.6

$

34.2
7.2

$

339.5
40.1

$

132.6
19.4

 	

$

141.3

$

41.4

$

379.6

$

152.0

(1) Please refer to the NON-GAAP AND ADDITIONAL GAAP FINANCIAL MEASURES section.
(2) Distributions are calculated based on the number of units outstanding at each record date.

It is the goal of the General Partner to provide unitholders with stable distributions over time. As a result, not all cash
available for distribution* is distributed to unitholders. Rather, a portion of cash available for distribution* is reserved and
reinvested in the business to effectively manage its capital structure, and in particular, debt levels. The General Partner
makes its distribution decisions based on the underlying assumptions in each year’s annual operating and capital budget
and long-term forecast, consistent with its policy to provide unitholders with stable distributions.
Cash available for distribution* is a non-GAAP financial measure that the General Partner uses in managing Inter Pipeline’s
business and in assessing future cash requirements that impact the determination of future distributions to unitholders.
Inter Pipeline defines cash available for distribution* as cash provided by operating activities less net changes in non-cash
working capital and sustaining capital expenditures. The impact of net change in non-cash working capital is excluded in
the calculation of “Cash available for distribution*” primarily to compensate for the seasonality of working capital throughout
the year. Certain Inter Pipeline revenue contracts dictate an exchange of cash that differs, on a monthly basis, from the
recognition of revenue. Within a 12-month calendar year, there is minimal variation between revenue recognized and cash
exchanged. Inter Pipeline therefore excludes the net change in non-cash working capital in its calculation of cash available
for distribution* to mitigate the quarterly impact this difference has on cash available for distribution*. The intent is to not
skew the results of Inter Pipeline in any quarter for exchanges of cash, but to focus the results on cash that is generated
in any reporting period.
In addition, in determining actual distributions, Inter Pipeline applies a discretionary reserve* to cash available for distribution*,
which is designed to ensure stability of distributions over economic and industry cycles and to enable Inter Pipeline to
absorb the impact of material one-time events. Therefore, not all cash available for distribution* is necessarily distributed
to unitholders. The reconciliation is prepared using reasonable and supportable assumptions, reflecting Inter Pipeline’s
planned course of action in light of management and the board of directors’ judgment regarding the most probable
set of economic conditions. Investors should be aware that actual results may vary, possibly materially, from such
forward-looking adjustments.
The discretionary reserve* increased approximately $11.9 million in the fourth quarter of 2012 and $97.3 million in 2012
due primarily to the strong operating results of Inter Pipeline’s business segments. Inter Pipeline will continue to manage
the discretionary reserve* and future distributions in accordance with its policy of attempting to manage the stability of
distributions through industry and economic cycles.

*

Please refer to the NON-GAAP AND ADDITIONAL GAAP FINANCIAL MEASURES section
2012 Management's Discussion and Analysis
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The tables below show Inter Pipeline’s distributions declared relative to cash provided by operating activities and net income
for the periods indicated. See the OUTLOOK section of this report and RISK FACTORS section for further information
regarding the sustainability of distributions.
Three Months Ended December 31
2012

(millions)

Years Ended December 31
2012

2011

2011

2009 (1)

2010

Cash provided by operating
activities
Distributions

$

121.6
(73.4)

$

126.9
(65.1)

$

375.3
(285.2)

$

460.5
$
349.6
$
281.8
(251.7)		(232.6)		(202.4)

Excess

$

48.2

$

61.8

$

90.1

$

208.8

$

117.0

$

79.4

 	
Three Months Ended December 31
2012

(millions)

Years Ended December 31
2012

2011

2011

Net income
Distributions

$

57.3
(73.4)

$

45.8
(65.1)

$

307.2
(285.2)

$

(Shortfall) excess

$

(16.1)

$

(19.3)

$

22.0

$

2009 (1)

2010

247.9
$
236.0
$
157.7
(251.7)		(232.6)		(202.4)
(3.8)

$

3.4

$

(44.7)

(1) IFRS adoption is effective as of January 1, 2011 and restated for 2010 as required for comparative purposes, therefore the 2009 annual information is
presented on a Canadian GAAP basis.

Distributions in all periods are less than cash provided by operating activities. Distributions were also less than net income for
the years ended 2012 and 2010. Net income includes certain non-cash expenses such as depreciation and amortization,
deferred income taxes and unrealized changes in the fair value of derivative financial instruments, therefore distributions
may exceed net income.
The overall distributions of Inter Pipeline are governed by the LPA, specifically section 5.2, which specifies the terms for
Inter Pipeline to make distributions. Distributable Cash is defined to generally mean cash from operating, investing and
financing activities, less certain items, including any cash withheld as a reserve that the General Partner determines to be
necessary or appropriate for the proper management of Inter Pipeline and its assets. As a result of the General Partner’s
discretion to establish reserves under the LPA, distributions to unitholders are always equal to Distributable Cash.

OUTSTANDING UNIT DATA
Inter Pipeline’s outstanding units at December 31, 2012 are as follows:
(millions)

Class A

Units outstanding				

274.9		

Class B

0.3		

Total

275.2

At February 19, 2013, Inter Pipeline had 276.5 million Class A units and 0.3 million Class B units for a total of 276.8 million
units outstanding.
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RISK MANAGEMENT AND FINANCIAL INSTRUMENTS
Market Risk Management
Inter Pipeline utilizes derivative financial instruments to manage liquidity and market risk exposure to changes in commodity
prices, foreign currencies and interest rates. Risk management policies are intended to minimize the volatility of Inter
Pipeline’s exposure to commodity price, foreign exchange and interest rate risk to assist with stabilizing FFO*. Inter Pipeline
endeavours to accomplish this primarily through the use of derivative financial instruments. Inter Pipeline prohibits the use
of derivative financial instruments for speculative purposes. All hedging policies are authorized and approved by the board
of directors through Inter Pipeline’s risk management policy.
Inter Pipeline enters into the following types of derivative financial instruments: commodity price swap agreements, foreign
currency exchange contracts, power price hedges and heat rate and interest rate swap agreements. The mark-to-market
or fair value of these financial instruments is recorded as an asset or liability and any change in the fair value recognized
as an unrealized change in fair value of these derivative financial instruments in the calculation of net income. When the
financial instrument matures, any realized gain or loss is recorded in net income.
In the following sections, sensitivity analyses are presented to provide an indication of the amount that an isolated
change in one variable may have on net income and are based on derivative financial instruments and long-term debt,
short-term debt and commercial paper outstanding at December 31, 2012. The analyses are hypothetical and should not
be considered to be predictive of future performance. Changes in fair value generally cannot be extrapolated based on one
variable because the relationship with other variables may not be linear. In reality, changes in one variable may magnify or
counteract the impact of another variable which may result in a significantly different conclusion.
NGL Extraction Business
Frac-spread Risk Management
Inter Pipeline is exposed to frac-spread risk which is the difference between the weighted average propane-plus price at
Mont Belvieu, Texas and the monthly index price of AECO natural gas purchased for shrinkage calculated in USD/USG.
Derivative financial instruments are utilized to manage frac-spread risk. Inter Pipeline transacts with third party counterparties
to sell a notional portion of its NGL products and purchase related notional quantities of natural gas at fixed prices.
NGL price swap agreements are transacted in US currency, therefore Inter Pipeline also enters into foreign exchange
contracts to sell US dollars to convert notional US dollar amounts in the NGL swaps to Canadian dollars.
The following table presents the proportion of future propane-plus volumes hedged under contracts outstanding and the
average net price of the frac-spread hedges at December 31, 2012. The CAD/USG average prices would approximate the
following USD/USG prices based on the average USD/CAD forward curve at December 31, 2012.
		

		

% Forecast
Propane-plus
Volumes Hedged

41%

January to December 2013				

*

December 31, 2012
Average Price
(USD/USG)

$

0.97

Average Price
(CAD/USG)

$

0.97

Please refer to the NON-GAAP AND ADDITIONAL GAAP FINANCIAL MEASURES section
2012 Management's Discussion and Analysis
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Based on propane-plus volume hedges outstanding at December 31, 2012, the following table illustrates how a
10% change in NGL and AECO natural gas commodity prices and foreign exchange rates in isolation could individually
impact the mark-to-market valuation of Inter Pipeline’s derivative financial instruments and consequently after-tax income
assuming rates associated with each of the other components and all other variables remain constant:
		
		
		
(millions)		

NGL(2)
		
$
AECO natural gas				
Foreign exchange				
Frac-spread risk management

		$

Fair Value
of Derivative
Financial
Instruments

Change in
Net Income		
Based on		
10% Increase		
in Prices/Rates (1)

16.2
$
(6.8)		
(1.5)		

Change in
Net Income
Based on
10% Decrease
in Prices/Rates (1)

(5.4)
$
1.3		
(6.6)		

5.4
(1.3)
6.6

7.9

(1) Negative amounts represent a liability increase or asset decrease.
(2) Assumes that a commodity price change will impact all propane, normal butane, isobutane and pentanes-plus products linearly.

Power Price Risk Management
Inter Pipeline uses derivative financial instruments to manage power price risk in its NGL extraction and conventional oil
pipelines business segments. When deemed appropriate, Inter Pipeline enters into financial heat rate swap and power
price swap contracts to manage power price risk exposure in these businesses. As at December 31, 2012, there are no
heat rate price swap agreements outstanding.
During the year ended December 31, 2012, Inter Pipeline entered into an electricity price swap agreement in the conventional
oil pipelines business. At December 31, 2012, a 10% change in Alberta power pool commodity prices in isolation with all
other variables held constant could potentially change the mark-to-market valuation of Inter Pipeline’s derivative financial
instruments used to manage power price risk and consequently after-tax income by approximately $0.1 million.
Bulk Liquid Storage Business
Foreign Exchange Risk Management
Inter Pipeline is exposed to currency risk resulting from the translation of assets and liabilities of its European bulk liquid
storage operations and transactional currency exposures arising from purchases in currencies other than Inter Pipeline’s
functional currency, the Canadian dollar. Transactional foreign currency risk exposures have not been significant historically,
therefore are generally not hedged; however, Inter Pipeline may decide to hedge this risk in the future.
Inter Pipeline entered into a forward foreign exchange agreement on February 1, 2012, as a result of cash assumed on
the acquisition of Inter Terminals, to sell EUR 36.4 million at a rate of 1.3165 CAD per EUR. The agreement was settled on
June 25, 2012, which resulted in a realized gain of $0.9 million.
Corporate
Interest Rate Risk Management
Inter Pipeline’s exposure to interest rate risk primarily relates to its long-term debt obligations and fair valuation of its
floating-to-fixed interest rate swap agreements. Inter Pipeline manages its interest rate risk by balancing its exposure to
fixed and variable rates while minimizing interest costs. When deemed appropriate, Inter Pipeline enters into interest rate
swap agreements to manage its interest rate price risk exposure.
Based on the variable rate obligations outstanding at December 31, 2012, a 1% change in interest rates at this date could
affect interest expense on credit facilities by approximately $16.1 million, assuming all other variables remain constant.
Of these amounts, $13.5 million for the year ended December 31, 2012 relates to the $1.55 billion unsecured revolving
credit facility and are recoverable through the terms of the Corridor FSA, therefore the after-tax income impact would be
$1.9 million.
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Realized and Unrealized Gains (Losses) on Derivative Instruments – Fair Value Through Profit or Loss
Derivative financial instruments designated as “fair value through profit or loss” are recorded on the consolidated balance
sheet at fair value. Any gain or loss upon settlement of these contracts is recorded as a realized gain or loss in net income.
Prior to settlement, any change in the fair value of these instruments is recognized in net income as an unrealized change
in fair value of derivative financial instruments.
The fair values of derivative financial instruments are calculated by Inter Pipeline using a discounted cash flow methodology
with reference to actively quoted forward prices and/or published price quotations in an observable market and market
valuations provided by counterparties. Forward prices for NGL swaps are less transparent because they are less actively
traded. These forward prices are assessed based on available market information for the time frames for which there are
derivative financial instruments in place. Fair values are discounted using a risk-free rate plus a credit premium that takes
into account the credit quality of the instrument.
(Losses) gains on derivative financial instruments recognized in the calculation of net income are as follows:
 	

Three Months Ended December 31
2012

(millions)

Realized gain (loss) on derivative
financial instruments
Revenues
  NGL swaps
   Foreign exchange swaps (frac-spread hedges)
 	

$

5.1
0.3

Years Ended December 31
2012

2011

$

	  5.4

(10.4)
–

$

12.4
0.2

2011

$

(35.5)
4.7

(10.4)

12.6

(30.8)

Shrinkage gas expense
   Natural gas swaps

(2.5)

(4.7)

(14.9)

(13.8)

  	

(2.5)

(4.7)

(14.9)

(13.8)

Operating expenses
   Electricity price swaps
   Heat rate swaps

–
–

0.3
1.3

–
–

1.2
5.0

	  –

1.6

–

6.2

1.2

0.7

4.8

2.8

1.2

0.7

4.8

2.8

–

–

0.9

–

	  –

–

0.9

–

4.1

(12.8)

3.4

(35.6)

Unrealized change in fair value of derivative
financial instruments		
NGL swaps
Natural gas swaps
Foreign exchange swaps (frac-spread hedges)
Electricity price swaps
Heat rate swaps
Interest rate swaps
Transitional transfers (1)

(6.3)
1.9
(0.9)
0.1
–
–
–

(5.1)
(8.7)
5.2
(0.3)
(1.4)
0.5
(0.2)

29.9
8.8
5.7
–
–
–
–

3.1
(4.7)
(11.7)
(0.3)
(2.0)
1.9
(0.8)

Unrealized change in fair value of derivative financial instruments

(5.2)

(10.0)

44.4

(14.5)

 	
Financing charges
   Interest rate swaps

General and administrative
   Foreign exchange swaps
Net realized gain (loss) on derivative financial instruments

Total (loss) gain on derivative financial instruments

$

(1.1)

$

(22.8)

$

47.8

$

(50.1)

(1) Transfer of gains and losses on derivatives previously designated as cash flow hedges from accumulated other comprehensive income.
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Credit Risk
Inter Pipeline’s credit risk exposure relates primarily to customers and financial counterparties holding cash and derivative
financial instruments, with a maximum exposure equal to the carrying amount of these instruments. Credit risk is managed
through credit approval and monitoring procedures. The creditworthiness assessment takes into account available
qualitative and quantitative information about the counterparty including, but not limited to, business performance, financial
status and external credit ratings. Depending on the outcome of each assessment, guarantees or some other credit
enhancement may be requested as security. Inter Pipeline attempts to mitigate its exposure by entering into contracts with
customers that may permit netting or entitle Inter Pipeline to lien or take product in kind and/or allow for termination of the
contract on the occurrence of certain events of default. Each business segment monitors outstanding accounts receivable
on an ongoing basis.
Concentrations of credit risk associated with accounts receivable relate to a limited number of principal customers in the
oil sands transportation and NGL extraction business segments, the majority of which are affiliated with investment grade
corporations in the energy and chemical industry sectors. At December 31, 2012, accounts receivable associated with
these two business segments were $97.6 million or 66.6% of total accounts receivable outstanding. Inter Pipeline believes
the credit risk associated with the remainder of accounts receivable is minimized due to diversity across business units
and customers.
With respect to credit risk arising from cash and cash equivalents, deposits and derivative financial instruments, Inter Pipeline
believes the risk of non-performance of counterparties is minimal as cash, deposits and derivative financial instruments
outstanding are predominantly held with major financial institutions or investment grade corporations.
Inter Pipeline actively monitors the risk of non-performance of its customers and financial counterparties. At
December 31, 2012, accounts receivable outstanding meeting the definition of past due and impaired is immaterial.

TRANSACTIONS WITH RELATED PARTIES
No revenue was earned from related parties in the three month period and year ended December 31, 2012 or 2011.
Upon acquisition of the General Partner in 2002, Pipeline Assets Corp. (PAC), the sole shareholder of the General Partner,
assumed the obligations of the former general partner of Inter Pipeline under a support agreement. The support agreement
obligates the affiliates controlled by PAC to provide certain personnel and services if requested by the General Partner, to
fulfill its obligations to administer and operate Inter Pipeline’s business. Such services are incurred in the normal course of
operations and amounts paid for such services are at cost for the services provided. No amounts have been paid under
the terms of the support agreement since PAC acquired its interests in the General Partner.
The General Partner’s 0.1% interest in Inter Pipeline, represented by Class B units, is controlled by PAC. The General
Partner is a wholly owned subsidiary of PAC, a corporation controlled solely by the Chairman of the Board of the General
Partner. Certain officers and directors of the General Partner have non-voting shares in PAC that entitle them to dividends.
Officers and directors of the General Partner received a cumulative total of $0.4 million in dividends in the fourth quarter of
2012 (fourth quarter of 2011 – $0.3 million) totaling $2.0 million in 2012 (2011 – $1.1 million), from PAC pursuant to their
ownership of non-voting shares.
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Under the LPA, the General Partner is entitled to recover all direct and indirect expenses, including general and administrative
expenses, incurred on behalf of Inter Pipeline or in the performance of its duties as General Partner of Inter Pipeline. The
General Partner also receives an annual base fee equal to 2% of Inter Pipeline’s annual “Operating Cash” as defined in the
LPA. In addition, as an incentive to the General Partner to enhance the profitability of Inter Pipeline and the distributions
declared in respect of Inter Pipeline’s units, the General Partner is entitled to earn an annual incentive fee calculated
as a percentage of available Distributable Cash (as defined in the LPA). The percentage of available Distributable Cash
payable to the General Partner as an incentive fee will be 15% of available Distributable Cash in excess of $1.01 per unit
annually but less than or equal to $1.10 per unit annually, 25% of available Distributable Cash in excess of $1.10 per unit
annually but less than or equal to $1.19 per unit annually and 35% of available Distributable Cash in excess of $1.19 per
unit annually. The incentive fee is paid at the time of distribution of Distributable Cash for the last calendar month of each
year. In addition, the General Partner is entitled to be paid an acquisition fee equal to 1.0% of the purchase price of any
New Assets (as defined in the LPA) acquired by Inter Pipeline, and a disposition fee equal to 0.5% of the sale price of any
assets sold by Inter Pipeline. See the Other Expenses section of RESULTS OF OPERATIONS for details of fees paid to
the General Partner during the period.
In 2004, Inter Pipeline entered into a loan agreement with the General Partner for $379.8 million. At the same time, the
General Partner had received $379.8 million by way of a Private Placement note issuance to a combination of American
and Canadian institutional investors and immediately loaned the funds to Inter Pipeline. At December 31, 2012, interest
payable to the General Partner on the loan was $3.2 million (December 31, 2011 – $4.1 million). This loan to Inter Pipeline
from the General Partner has the identical repayment terms and commitments as the notes payable by the General Partner
to the institutional note holders, except for an interest rate increase of 0.05% over the rates payable on the notes issued
by the General Partner. Inter Pipeline has guaranteed the notes issued by the General Partner to the note holders. The
guarantee may be exercised in the event of a default by the General Partner pursuant to the terms of the Note Purchase
Agreement and is equal to the amount of principal outstanding at the time of default, including a premium of 50 bps over
the implied yield to maturity, accrued interest and, if applicable, swap breakage costs. On October 29, 2012, Inter Pipeline
repaid the first tranche of the loan from the General Partner which amounted to $91.2 million.
Amounts due to/from the General Partner and its affiliates related to services are non-interest bearing and have
no fixed repayment terms with the exception of the loan agreement with the General Partner as noted above.
At December 31, 2012, there were amounts owed to the General Partner by Inter Pipeline of $2.7 million
(December 31, 2011 – $0.9 million).

CONTROLS AND PROCEDURES
Disclosure controls and procedures (DC&P) are designed to provide reasonable assurance that all relevant information is
gathered and reported to senior management, including the President and Chief Executive Officer and the Chief Financial
Officer, on a timely basis so that appropriate decisions can be made regarding public disclosure.
Internal controls over financial reporting (ICFR) are a process designed to provide reasonable assurance regarding the
reliability of financial reporting and compliance with GAAP in Inter Pipeline’s consolidated financial statements.
Inter Pipeline has disclosed in this MD&A any change in Inter Pipeline’s ICFR that occurred during the period beginning on
January 1, 2012 and ended on December 31, 2012 that has materially affected, or is reasonably likely to materially affect,
Inter Pipeline’s ICFR.
Management has limited the scope of their design of DC&P and ICFR to exclude controls, policies and procedures of the
recently acquired Inter Terminals, the results of which are consolidated in Inter Pipeline’s interim financial statements at
March 31, June 30 and September 30, 2012 and the audited consolidated financial statements at December 31, 2012.
In January 2012, Inter Pipeline acquired Inter Terminals. Where possible, Inter Terminals has adopted Inter Pipeline’s DC&P
and ICFR. For business processes unique to Inter Terminals, management is committed to completing DC&P and ICFR
before the end of the first quarter of the 2013 fiscal year.
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At December 31, 2012, Inter Pipeline’s management, including the President and Chief Executive Officer and the Chief
Financial Officer, conducted an evaluation of the effectiveness of Inter Pipeline’s disclosure controls and procedures and
internal control over financial reporting as defined under National Instrument 52-109 Certification of Disclosure in Issuers’
Annual and Interim Filings. Based on that evaluation, the President and Chief Executive Officer and Chief Financial Officer
concluded that the design and operation of Inter Pipeline’s disclosure controls and procedures and internal control over
financial reporting excluding Inter Terminals were effective as of December 31, 2012.

CRITICAL ACCOUNTING ESTIMATES
The preparation of the annual consolidated financial statements in accordance with IFRS requires management to make
judgments, estimates and assumptions that affect the application of accounting policies and the reported amounts of
assets, liabilities, income and expenses. By their nature, these estimates are subject to measurement uncertainty and
the effect on the financial statements of changes in such estimates in future years could be material. Information about
critical judgments, estimates and assumptions in applying accounting policies for these areas is included in the relevant
sections of the notes to the financial statements. Estimates and underlying assumptions are reviewed on an ongoing
basis. Revisions to accounting estimates are recognized in the period in which the estimates are revised and in any future
periods affected. Readers should refer to note 2 Summary of Significant Accounting Policies of the December 31, 2012
consolidated financial statements for a list of Inter Pipeline’s significant accounting policies.

Financial Instruments
Inter Pipeline utilizes derivative financial instruments to manage its exposure to market risk relating to commodity prices,
foreign exchange and interest rates. Inter Pipeline also reviews all significant agreements acquired, substantially modified
or entered into for embedded derivatives.
Inter Pipeline has classified its financial instruments as follows: certain components of prepaid expenses and other deposits
are classified as held-for-trading and measured at carrying value, which approximates fair value due to the short-term nature
of these instruments. Cash and cash equivalents and the majority of accounts receivable are classified as cash, loans and
receivables. Cash distributions payable, the majority of accounts payable and accrued liabilities, certain components of
deferred revenue, and long-term and short-term debt and commercial paper are classified as other financial liabilities.
Derivative financial instruments and the related current and long-term payable/receivable are classified as fair value through
profit or loss (FVTPL).
All derivative financial instruments are measured at fair value. Estimates of the fair value of derivative contracts
outstanding at the end of each financial reporting period are recognized on the consolidated balance sheet and any
unrealized changes in these estimates are recognized in the consolidated statements of net income. These amounts are
estimates of the fair value at a point in time and the final amount will be determined on the date or interim dates that the
derivative contract is settled.
The fair values of derivative financial instruments are based on an approximation of the amounts that would have been
paid to or received from counterparties to settle the instruments outstanding. The fair values of derivative financial
instruments are calculated by Inter Pipeline using a discounted cash flow methodology with reference to actively quoted
forward prices and/or published price quotations in an observable market and market valuations provided by counterparties.
Forward prices for NGL swaps are less transparent because they are less actively traded. These forward prices
are assessed based on available market information for the time frames for which there are derivative financial instruments
in place. These fair values are discounted using a risk-free rate plus a credit premium that takes into account the credit
quality of the instrument. By their nature, these estimates are subject to measurement uncertainty and the effect on the
financial statements of changes in these estimates could be material. These estimates may not necessarily be indicative
of the amounts that could be realized or settled in a current market transaction and differences could be significant.
A significant change in commodity prices, foreign exchange rates or interest rate assumptions underlying mark-to-market
valuations of derivative financial instruments would change the fair value of derivative financial instruments reported in the
consolidated balance sheets and unrealized change in fair value of derivative financial instruments in the consolidated
statements of net income.
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Corridor utilizes interest rate derivatives to manage its interest rate risk. Gains or losses arising on the interest rate swap
contracts are either payable to or recoverable from the shippers, respectively; therefore the long-term portion of the
unrealized gain or loss has been recorded as a long-term liability or asset. The current portion is included in accounts
receivable or accounts payable and accrued liabilities. Inter Pipeline has chosen to designate the long-term receivable or
payable as FVTPL as it represents unrealized gains or losses on interest rate swaps that are also classified as FVTPL.
For further discussion on Inter Pipeline’s derivative financial instruments, see the RISK MANAGEMENT AND FINANCIAL
RESULTS section.

Intangible Assets
Inter Pipeline’s intangible assets are amortized using an amortization method and term based on estimates of the useful
lives of these assets. The carrying values of Inter Pipeline’s intangible assets are periodically reviewed for impairment or
whenever events or changes in circumstances indicate that their carrying amounts may not be recoverable. This review
requires an estimate of future cash flows to be derived from the utilization of these assets based on assumptions about
future events which may be subject to change depending on future economic or technical developments. A significant
change in these assumptions or unanticipated future events could require a provision for impairment in the future which
would be recorded as a charge against net income.
The Cold Lake TSA intangible asset is the estimated value, using a discounted cash flow analysis, of the shipping
agreement entered into with the Cold Lake founding shippers on the Cold Lake pipeline system as valued on January 2,
2003. Although the ship-or-pay portion of the Cold Lake TSA expired on December 31, 2011, the term of the Cold Lake
TSA extends until the Cold Lake LP gives notice that it forecasts it will earn less than $1.0 million of capital fees in the year.
The Cold Lake founding shippers may contract with a third party to transport their dedicated petroleum after giving the
Cold Lake LP notice of at least 20 months prior to the effective date and meeting certain conditions. The Cold Lake LP has
the right to match any new service offer from a third party. This intangible asset is being amortized on a straight-line basis
over 30 years. The remaining amortization period of the Cold Lake TSA is approximately 19 years.
The NGL extraction business’ intangible assets consist of customer contracts for the sales of ethane and propane-plus
and a patented operational process utilized in one of the extraction facilities. Contracts include fee-based contracts,
cost-of-service contracts and commodity-based arrangements. The value of these contracts, calculated assuming
anticipated renewals, is estimated to be realized over an average period of 30 years since the date of acquisition on
July 28, 2004, which is the period over which amortization is being charged using the straight-line method. Should the
useful life or the likelihood of the renewal of the customer contracts change, the amortization of the remaining balance
would change accordingly. The average remaining period of the customer contracts is approximately 22 years. The patent
is being amortized on a straight-line basis over the 14 year life of the patent and has a remaining amortization period of
approximately six years.
Within the bulk liquid storage business segment, Simon Storage’s intangible assets consist of a customer contract for the
storage and handling of bulk liquid products and tradename. These assets are being amortized over 30 years. Should
the likelihood of the renewal of the customer contract or estimated life of the tradename change, the amortization of the
remaining balance would change accordingly. The remaining amortization period of the customer contract and tradename
is approximately 23 years. Inter Terminals’ intangible assets, also within the bulk liquid storage business segment, consist
of customer contracts with agreed guaranteed payments for storage revenue and minimum throughput volumes. These
assets are being amortized over the remaining lives of the contracts on a contract-by-contract basis, the majority of which
ranged from eight months to 30 months at the date of acquisition. At December 31, 2012 some of the contracts are fully
amortized, while the remaining amortization period of those contracts not yet fully amortized is six to 18 months.
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Business Combinations
Business acquisitions are accounted for using the acquisition method of accounting at the date control of a business is
obtained. The cost of an acquisition is measured as the aggregate of the fair values of the assets given or equity instruments
issued, net of liabilities incurred or assumed. Costs directly associated with the acquisition are expensed. The consideration
transferred of an acquired business is allocated to the identifiable assets acquired and liabilities assumed at their estimated
fair values on the acquisition date. The excess of the consideration transferred over the amount allocated to net assets is
recorded as goodwill. All available information is used to estimate fair values. External consultants are typically engaged to
assist in the fair value determination of identifiable intangible assets and other significant assets or liabilities. The preliminary
allocation of consideration transferred may be adjusted, as necessary, up to one year after the acquisition closing date due
to additional information regarding asset valuation and liabilities assumed.
The allocation process of the consideration transferred involves uncertainty as management is required to make assumptions
and apply judgment to estimates of the fair value of the acquired assets and liabilities, including highest and best use of
assets. Quoted market prices and widely accepted valuation techniques, including discounted cash flows and market
multiple analyses are used to estimate the fair market value of the assets and liabilities and depreciated replacement costs
is used for the valuation of tangible assets. These estimates include assumptions on inputs within the discounted cash flow
calculations related to forecasted revenues, cash flows and contract renewals, asset lives, industry economic factors and
business strategies.
In certain circumstances Inter Pipeline may also be required to consider the differences between the acquisition of a
business and the purchase of assets depending on the terms of an acquisition contract. Certain judgments can be made
in this determination which could impact the valuation and recognition of assets acquired and liabilities assumed. When
an asset acquisition occurs the identifiable assets acquired and liabilities assumed are allocated based on the cost of the
acquisition and no goodwill or gain on a bargain purchase is recognized.

Goodwill
Inter Pipeline has goodwill in four of its cash generating units (CGU’s): the Corridor and Polaris pipeline systems in the
oil sands transportation business and Simon Storage and Inter Terminals in the bulk liquid storage business. Assets are
grouped in CGU’s which are the lowest levels for which there are separately identifiable cash inflows. Goodwill represents
the excess of the consideration transferred over the fair value of the net identifiable assets of the Corridor, Polaris, Simon
Storage and Inter Terminals CGU’s. After initial recognition, goodwill is carried at cost less any write downs for impairment.
Each fiscal year and as economic events dictate, management reviews the valuation of goodwill, taking into consideration
any events or circumstances which might have impaired the value. Inter Pipeline assesses the recoverable amount of the
goodwill for impairment on a fair value less costs to sell basis by discounting projected future cash flows generated by
these assets at a weighted average cost of capital that reflects the relative risk of the asset. If it is determined that the
recoverable amount of the future cash flows is less than the carrying amount of the assets at the time of assessment, an
impairment loss would be determined by deducting the fair value less costs to sell on a discounted cash flow basis from
the carrying amount. The recoverable amount of the underlying assets and liabilities were assessed and it was determined
that there was no impairment of goodwill in 2012. Projected future cash flows used in the goodwill assessment represented
management’s best estimate of the future operating performance of these businesses at the current time. A significant
change in these assumptions or unanticipated future events could require a provision for impairment in the future which
would be recorded as a reduction of the carrying value of goodwill with a charge against net income.

Property, Plant and Equipment
Calculation of the net book value of property, plant and equipment requires estimates of the useful life of the assets, residual
value at the end of the asset’s useful life, method of depreciation and whether impairment in value has occurred. A change
in any of the estimates would result in a change in the amount of depreciation and a charge to net income recorded in a
period with a similar change in the carrying value of the asset on the consolidated balance sheet.
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Property, plant and equipment in the oil sands transportation business consist of pipelines and related facilities. Depreciation
of capital costs is calculated on a straight-line basis over the estimated service life of the assets, which is 80 years. The
cost of pipelines and facilities includes all expenditures directly attributable to bringing the pipeline to the location and
condition necessary for its intended use, including costs incurred for system construction, expansion and betterments until
the assets are available for use. Pipeline system costs also include an allocation of directly attributable overhead costs and
capitalized borrowing costs. Capitalization of borrowing costs ceases when the related property, plant and equipment is
substantially complete and ready for its intended productive use.
Pipeline line fill and tank working inventory for the Cold Lake and Corridor pipeline systems represent petroleum based
product purchased for the purpose of charging the pipeline system and partially filling the petroleum product storage tanks
with an appropriate volume of petroleum products to enable a commercial operation of the facilities and pipeline. Pipeline
line fill for the Polaris pipeline system is owned by the shippers directly. The cost of line fill includes all direct expenditures
for acquiring the petroleum based products. These product volumes will be recovered upon the ultimate retirement and
decommissioning of the pipeline system under the terms of the agreement. Cold Lake line fill is carried at cost and Corridor
line fill is carried at cost less accumulated depreciation. Proceeds from the sale of Cold Lake line fill will be fully available to
Inter Pipeline, whereas proceeds from the sale of Corridor’s line fill will be used to fund the cost of any decommissioning
obligations and to the extent Corridor’s decommissioning obligations exceed the value of the line fill, Inter Pipeline will be
obligated to fund the excess. To the extent the value of the line fill exceeds the decommissioning obligation; the excess
funds will be refunded to the Corridor shippers. Depreciation of Corridor line fill is calculated on the same basis as the
related property, plant and equipment.
Property, plant and equipment of the NGL extraction business are comprised primarily of three extraction plants and
associated equipment. Expenditures on plant expansions, major repairs and maintenance, or betterments are capitalized,
while routine maintenance and repair costs are expensed as incurred. Depreciation of the extraction plants and additions
thereto is charged once the assets are ready for their intended use, and is calculated on a straight-line basis over the
30 year estimated useful life of the assets.
Expenditures on conventional oil pipelines system expansions and betterments are capitalized. Maintenance and repair
costs are expensed as incurred. Pipeline integrity verification and repair costs are also expensed as incurred. Depreciation
of pipeline facilities and equipment commences when the pipelines are available for use. Depreciation of the capital costs
is calculated on a straight-line basis over the estimated 80 year service life of the Bow River pipeline system assets and
30 year service life of the Central Alberta and Mid-Saskatchewan pipeline system assets. These estimates are connected
to the estimated remaining life of the crude oil reserves expected to be gathered and shipped on these pipeline systems.
Pipeline line fill and tank working inventory for the conventional oil pipelines system represents petroleum based product
purchased for the purpose of charging the pipeline system and partially filling the petroleum product storage tanks with an
appropriate volume of petroleum products to enable a commercial operation of the facilities and pipeline. The cost of line
fill includes all direct expenditures for acquiring the petroleum based products. These product volumes will be recovered
upon the ultimate retirement and decommissioning of the pipeline system and are carried at cost.
The bulk liquid storage business’ property, plant and equipment consist of storage facilities and associated equipment.
Expenditures on expansion and betterments are capitalized, while maintenance and repair costs are expensed as incurred.
Depreciation of the property, plant and equipment is calculated on a straight-line basis over the estimated service life of the
assets, the majority of which ranges from four to 70 years.

Provisions
A provision is recognized when it is determined that an obligation has arisen as a result of a past event, the obligation
can be reliably estimated and it is probable that an outflow of economic benefits will be required to settle the obligation.
Inter Pipeline’s provisions represent legal or constructive obligations associated with decommissioning tangible long-lived
assets at the end of their useful lives and loss contingencies, including environmental remediation costs arising from claims,
assessments, litigation, fines and penalties, and other sources.
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Decommissioning obligations and environmental liabilities are calculated based on current price estimates using current
technologies in accordance with current legal or constructive requirements and are adjusted for inflation to when the
decommissioning or remediation activity is anticipated. Where a range of estimates exists, the possible outcomes
are weighted to determine a probable settlement value or the midpoint is used where all outcomes are equally likely.
Inter Pipeline’s decommissioning obligations are expected to occur when the assets are no longer economically viable. The
economic lives of these assets are estimated based on future expectations involving the supply of petroleum, chemical and
other products and demand for certain services and therefore the timing of decommissioning may change significantly in
the future. Actual costs and cash outflows may differ from these estimates due to changes in laws or regulations, timing
of projects, costs and technology. As a result, there could be material adjustments to the provisions established. If the
effect of the time value of money is material, provisions are discounted to their present value using a pre-tax risk-free rate.
The provision will accrete to its full value over time through charges to income, or until Inter Pipeline settles the obligation.
Recoveries from third parties which are virtually certain to be realized are recorded separately and are not offset against
the related provision.
On initial recognition of a decommissioning obligation, an amount equal to the estimated present value of the obligation
is capitalized as part of the cost of the related long-lived asset and depreciated over the asset’s estimated useful life. Any
subsequent changes to the decommissioning cost estimate or discount rate will result in a similar adjustment to the cost
of the related long-lived asset.
NGL extraction and the bulk liquid storage businesses consist mainly of three NGL extraction plants and twelve leased
bulk liquid storage facilities, respectively. Inter Pipeline’s decommissioning obligation represents the present value of the
expected cost to be incurred upon the termination of operations and closure of the NGL extraction facilities and leased bulk
liquid storage sites. The estimated costs for decommissioning obligations include such activities as dismantling, demolition
and disposal of the facilities and equipment, as well as remediation and restoration of the plant sites. Decommissioning
obligations for the NGL extraction and bulk liquid storage business assets are being accreted over a period of 40 years
at rates of 3.9% and 2.9% to 4.15% per annum, respectively, based on their respective estimated discounted values at
December 31, 2012 of $6.8 million and $29.9 million, respectively.
Property, plant and equipment related to the conventional oil pipelines and oil sands transportation businesses consist
primarily of underground pipelines and above ground equipment and facilities. The potential cost of future decommissioning
activities is a function of several factors, including regulatory requirements at the time of pipeline abandonment, the size
of the pipeline and the pipeline’s location. Decommissioning requirements can vary considerably, ranging from purging
product from the pipeline, refilling with inert gas and capping all open ends to removal of the pipeline and reclamation of
the right-of-way. Under current regulations, the estimated cost for the decommissioning obligation include: purging product
from the pipeline, refilling with inert gas and capping all open ends; and removal of surface facilities and reclamation of the
surface facility sites. Decommissioning obligations for the conventional oil pipelines and oil sands transportation business
assets are being accreted over a period of 40 to 290 years at a rate of 3.9% per annum, based on an estimated discounted
value at December 31, 2012 of $5.2 million.
Inter Pipeline’s environmental remediation obligation relates to a number of projects which have been identified that
Inter Pipeline is obligated to remediate in future periods. Based on management’s current knowledge of regulations,
technology and current plans to remediate these sites, an estimated discounted liability of $18.0 million has been recognized
at December 31, 2012. Environmental obligations for the conventional oil pipelines and bulk liquid storage businesses are
being accreted over a period of five to ten years at rates of 2.2% to 3.45% and 1.75% to 3.15% per annum, respectively.
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Obligations Relating To Employee Pension Plans
Inter Pipeline provides retirement benefits for its UK, Ireland and German employees under three separate defined benefit
pension plans. These plans provide benefits based primarily on a combination of years of service and an estimate of final
pensionable salary. Inter Pipeline’s policy is to fund the amount of benefit as required by governing legislation. Independent
actuaries perform the required calculations to determine the pension expense in accordance with GAAP. The most recent
actuarial valuations of the UK and Ireland plans were carried out in 2010 and updated in 2012, and an actuarial valuation
of the German plan was completed in 2011 and updated in 2012.
The cost of pension benefits earned by certain employees in the UK, Ireland and Germany covered by the defined benefit
pension plans is actuarially determined using the projected unit credit method. The determination of benefit expense
requires assumptions such as the expected return on assets available to fund pension obligations, the discount rate
used to measure obligations, expected mortality and the expected rate of future compensation. There is measurement
uncertainty inherent in the actuarial valuation process because the determination of the cost and obligations associated
with employee future benefits requires the use of various assumptions. Actual results will differ from results which are
estimated based on assumptions.
Plan assets are measured at fair value for the purpose of determining the expected return on plan assets. Adjustments for
plan amendments are expensed over the vesting period of the employee benefits. Actuarial gains and losses arise from
changes in assumptions and differences between assumptions and the actual experience of the pension plans. Actuarial
gains and losses are recognized in full in the period in which they occur in other comprehensive income. Past service costs
are recognized as an expense on a straight-line basis over the average period until the benefits become vested. If the
benefits have already vested, immediately following the introduction of, or changes to, a pension plan, past service costs
are recognized immediately.

Long-Term Incentive Plan and Unit Incentive Options
Under Inter Pipeline’s long-term incentive plan (LTIP) awards are paid in cash, therefore a fair value basis of accounting is
used whereby changes in the liability are recorded in each period based on the number of awards outstanding and current
market price of Inter Pipeline’s units plus an amount equivalent to cash distributions declared to date. The expense is
recognized over the vesting periods of the respective awards. Compensation expense and the long-term incentive liability
are adjusted to reflect the use of actual historical forfeiture rates as well as estimated future forfeiture rates. The marketbased value of the award approximates the intrinsic value as the awards have no exercise price.

Income Taxes
Current Income Taxes
The limited partners and the General Partner are subject to tax on their proportionate interests of taxable income allocated
by Inter Pipeline.
Certain of Inter Pipeline’s subsidiaries are taxable corporations in Canada, the UK, Germany, Ireland and Denmark.
Current income tax assets and liabilities for the current and prior periods are measured at the amount expected to be
recovered from or paid to taxation authorities. The tax rates and laws used to compute the amount are those that are
enacted or substantively enacted, by the reporting date, in countries where Inter Pipeline and its subsidiaries operate and
generate taxable income. The actual amount of income tax expense is final only when the tax return is filed and accepted
by relevant tax authorities, which occurs subsequent to the issuance of the annual financial statements.
Management periodically evaluates positions taken in Inter Pipeline’s entity tax returns with respect to situations in which
applicable tax regulations are subject to interpretation. Provisions are established if appropriate.
Current income tax relating to items recognized directly in partners’ equity is recognized in equity and not the
income statement.
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Deferred Income Taxes
Inter Pipeline uses the liability method where deferred income taxes are recognized based on temporary differences
between the carrying amounts of assets and liabilities recorded for financial reporting purposes and their tax bases.
Deferred tax assets are recognized to the extent that it is probable that taxable profit will be available against which the
deductible temporary differences and carried forward tax losses can be utilized. Assessing the recoverability of deferred
taxes requires management to make significant estimates related to expectations of future taxable income. Estimates of
future taxable income are based on forecast funds from operations and the application of existing tax laws.
The carrying amount of deferred tax assets is reviewed each reporting date and reduced to the extent that it is no longer
probable that sufficient taxable profit will be available to allow all or part of the deferred tax asset to be utilized. Unrecognized
deferred tax assets are reassessed at each reporting date and are recognized to the extent that it has become probable
that future taxable profits will allow the deferred tax asset to be recovered.
Deferred tax assets and liabilities are measured using the tax rates that have been enacted or substantially enacted at the
reporting date. The tax rates are those that are expected to apply in the year the asset is to be realized or the liability is
to be settled. Future changes in tax laws affecting existing tax rates could limit the ability of the Partnership to obtain tax
deductions in future periods.
Deferred tax relating to items recognized outside net income is recognized outside net income. Deferred tax items are
recognized in correlation to the underlying transaction either in comprehensive income or directly in partners’ equity.
Deferred tax assets and liabilities have been offset if a legally enforceable right exists to offset current income tax
assets against current income tax liabilities and the deferred taxes are related to the same taxable entity and the same
taxation authority.

Change in Estimate
In 2011, the NGL extraction business recorded additional revenues, as a result of a price adjustment relating to
propane-plus sales at the Cochrane NGL extraction plant from 2007 to 2011. The impact of this change was an increase
in revenues in 2011 of $20.5 million.

FUTURE ACCOUNTING PRONOUNCEMENTS
Certain new standards, interpretations and amendments to existing standards were issued by the IASB that are mandatory
for accounting periods beginning on or after January 1, 2013 or later periods with early adoption permitted. The standards
impacted are as follows:
IFRS 9 Financial Instruments (IFRS 9)
IFRS 9 replaces IAS 39 Financial Instruments: Recognition and Measurement and shall be applied to annual periods
beginning on or after January 1, 2015 with early adoption permitted. IFRS 9 establishes principles for the financial reporting
of financial assets and financial liabilities that will present relevant and useful information to users of financial statements for
their assessment of the amounts, timing and uncertainty of an entity’s future cash flows. Inter Pipeline is currently assessing
the impact of IFRS 9, however the extent of the impact has not yet been determined.
IFRS 10 Consolidated Financial Statements (IFRS 10)
IFRS 10 replaces IAS 27 Consolidated and Separate Financial Statements and SIC-12 Consolidation-Special Purpose
Entities and shall be applied to annual periods beginning on or after January 1, 2013. IFRS 10 establishes a single control
model based on power, exposure to variable returns and the ability to exercise power to affect the amount of returns.
Management has evaluated Inter Pipeline’s investment in Cold Lake and determined that under IFRS 10, Inter Pipeline
controls the relevant activities of this investment. Control was obtained on January 2, 2003 with the acquisition of 70%
ownership of Cold Lake. As a result, Inter Pipeline will consolidate 100% of Cold Lake under IFRS 10, compared to
proportionate consolidation of 85% of Cold Lake under IAS 31 Interests in Joint Ventures (IAS 31). A non-controlling interest
will be recorded to represent the 15% equity investment in Cold Lake that is not attributable to Inter Pipeline.
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IFRS 11 Joint Arrangements (IFRS 11)
IFRS 11 replaces IAS 31 and SIC-13 Jointly Controlled Entities-Non-Monetary Contributions by Venturers and shall be
applied to annual periods beginning on or after January 1, 2013. IFRS 11 will apply to interests in joint arrangements
where there is joint control. The concept of control identified in IFRS 10 above may result in an entity being included in the
consolidated financial statements of the parent, where previously IAS 31 was applied. IFRS 11 requires joint arrangements
to be classified as either joint operations or joint ventures. The structure of the joint arrangement is no longer the most
significant factor when classifying the joint arrangement as either a joint operation or joint venture. In addition, the option
to account for joint ventures using proportionate consolidation has been removed and equity accounting is required.
Venturers would transition the accounting for joint ventures from the proportionate consolidation method to the equity
method by aggregating the carrying values of the proportionately consolidated assets and liabilities into a single item.
Management performed a review of all arrangements and, with the exception of its investment in Cold Lake which will be
accounted in accordance with IFRS 10, determined that the adoption of this standard will not have a material impact on
its financial statements.
IFRS 12 Disclosure of Interests in Other Entities (IFRS 12)
IFRS 12 shall be applied to annual periods beginning on or after January 1, 2013. The standard provides disclosure
requirements for a reporting entity’s interests held in other entities including: subsidiaries, joint arrangements, associates,
or unconsolidated structured entities. The standard’s disclosure requirements help identify the net income or loss and
cash flows available to the reporting entity and determine the value of a current or future investment in the reporting entity.
The adoption of IFRS 12 is expected to increase the current level of Inter Pipeline’s disclosure of interests in other entities.
IFRS 13 Fair Value Measurement (IFRS 13)
IFRS 13 shall be applied to annual periods beginning on or after January 1, 2013. The standard defines fair value and
provides, in a single IFRS, a framework for measuring fair value when it is required or permitted within IFRS standards. The
standard also provides consistent disclosure requirements about fair value measurements. Inter Pipeline does not expect
implementation of this standard to have a significant impact on its financial statements.
IAS 19 Employee Benefits (Revised) (IAS 19)
The IASB has issued numerous amendments to IAS 19. These range from fundamental changes such as removing the
corridor mechanism, which is consistent with Inter Pipeline’s current accounting policy and the concept of expected returns
on plan assets. The amended standard will impact the net benefit expense as the expected return on plan assets will be
calculated using the same interest rate as applied for the purpose of discounting the benefit obligation. The amendment
becomes effective for annual periods beginning on or after 1 January 2013. The adoption of IAS 19 amendments will not
have a significant impact on the consolidated financial statements.

RISK FACTORS
Any of the risks summarized in the following sections may require Inter Pipeline to invest additional capital, pursue
alternative business plans, or could have a material adverse effect on the future business, financial condition and/or results
of operations of Inter Pipeline and its future ability to make cash distributions to Class A unitholders. Readers are cautioned
that this summary of risks may not be exhaustive, as there may be risks that are unknown and other risks that may pose
unexpected consequences. Further, many of the risks are beyond Inter Pipeline’s control and, in spite of Inter Pipeline’s
active management of its risk exposure, there is no guarantee that risk management activities will successfully mitigate
such exposure.
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Risks Associated with the Pipelines – The Oil Sands Transportation
and Conventional Oil Pipelines Businesses
Throughput Risks
Demand Risks
Over the long-term, Inter Pipeline’s business will depend, in part, on the level of demand for petroleum in the geographic
areas in which deliveries are made by the pipelines and the ability and willingness of shippers having access or rights to
utilize the pipelines to supply such demand. Inter Pipeline cannot predict the impact of future economic conditions, fuel
conservation measures, alternative fuel requirements, government regulation (including those resulting from the ratification
of greenhouse gas legislation, including the initiatives discussed below) or technological advances in fuel economy and
energy generation devices, all of which could reduce the demand for petroleum.
Supply Risks
Future throughput on the pipelines and replacement of petroleum reserves in the pipelines’ service areas are dependent
upon the success of producers operating in those areas in exploiting their existing reserve bases and exploring for and
developing additional reserves. Reserve bases necessary to maintain long-term supply cannot be assured, and petroleum
price declines, without corresponding reductions in costs of production, may reduce or eliminate the profitability of
production and therefore the supply of petroleum for the pipelines. While reserve additions and increased recovery rates
historically have tended to offset natural declines in petroleum production in the areas serviced by the pipelines, reserve
additions in recent years have not been sufficient to offset natural declines in produced volumes in certain service areas,
which reduces the likelihood that reserve additions and increased recovery rates will offset natural declines in petroleum
production in the future. Sustained low petroleum prices could lead to a decline in drilling or mining activity and production
levels or the shutting-in or abandonment of wells or oil sands operations. Drilling and mining activity, production levels and
shut-in or abandonment decisions may also be affected by the availability of capital to producers for drilling, allocation by
producers of available capital to produce oil as compared to natural gas, current or projected petroleum price volatility,
overall supply and demand expectations and light crude oil to heavy crude oil price differentials. The pipelines are dependent
on producers’ continuing petroleum exploration and development activity and on technological improvements leading to
increased recovery rates in order to offset natural declines in petroleum production in the areas serviced by the pipelines.
Absent the continuation of such activities and improvements, the volumes of petroleum transported on the pipelines will
decline over time as reserves are depleted.
The Cold Lake pipeline system services the Cold Lake oil sands region of Alberta and the Corridor and Polaris pipeline
systems service the Athabasca oil sands region of Alberta. Both areas contain substantial oil sands deposits. Bitumen
is produced in the Athabasca region using an open-pit mine operation. In addition, in-situ recovery techniques such as
cyclic steam stimulation or “CSS” and steam-assisted gravity drainage or “SAGD” are utilized in both the Cold Lake and
Athabasca regions. These techniques require higher levels of capital investment and, as a result, bitumen production in
these areas is more sensitive to lower producer netback prices than crude oil production in the conventional oil pipeline
business segment. Producer net-back prices are affected by several factors including bitumen prices, natural gas and
diluent costs, light crude oil to heavy crude oil price differentials and government royalties. Natural gas is required to either
heat water or generate steam in order to extract bitumen from the oil sands deposits. As well, the viscosity of bitumen
requires diluent, a light petroleum product, to be blended with the bitumen to allow it to be transported through the pipeline.
High natural gas prices or a shortage of diluent supply may increase the overall costs of producing bitumen, which may
reduce production and/or delay development of new production in the Cold Lake and Athabasca oil sands regions.
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Competition and Contracts
Except in the cases of the Cold Lake, Corridor and Polaris pipeline systems, Inter Pipeline’s transportation revenues have
been and will continue to be derived primarily from contracts or arrangements of 30 days duration or less with producers in
the geographic areas served by its pipelines. While Inter Pipeline attempts to renew contracts on the same or similar terms
and conditions, there can be no assurance that such contracts will continue to be renewed or, if renewed, will be renewed
upon terms favourable to Inter Pipeline. Inter Pipeline’s supply contracts with producers in the areas serviced by the
conventional oil pipelines business are based on market-based toll structures negotiated from time to time with individual
producers, rather than the cost-of-service recovery or fixed rate of return structures applicable to certain other pipelines.
The conventional oil pipelines business is, and will continue to be, subject to market competitive factors.
The pipelines are subject to competition for volumes transported by rail, trucking or by other pipelines near the areas
serviced by the pipelines. Competing pipelines could be constructed in areas serviced by the pipelines. Rail has emerged
as a transportation option as producers seek to access higher value markets due to capacity constraints on certain third
party pipelines. There can be no assurance that competition from rail, trucking and/or other pipelines will not result in a
reduction in throughput on the pipelines.
The Cold Lake pipeline system is operated pursuant to long-term contracts with shippers (including the Cold Lake pipeline
system’s founding shippers) who have committed to utilizing the Cold Lake pipeline system and who pay for such usage
over the term of the contract. Pursuant to the Cold Lake TSA, take-or-pay provisions resulting in minimum annual toll
revenues from the Cold Lake pipeline system were in effect until the end of 2011. As of January 1, 2012, the capital fee paid
by the Cold Lake pipeline system’s founding shippers pursuant to the Cold Lake TSA is no longer subject to a minimum
take or pay threshold. Although volumes that are shipped by the Cold Lake pipeline system’s founding shippers from the
reserves dedication area while under the Cold Lake TSA are generally committed to the Cold Lake pipeline system, the
Cold Lake founding shippers may utilize alternative transportation methods after 2011 (if certain minimum volume levels are
maintained) subject to the Cold Lake LP’s right to match the alternative proposal. Consequently, there is no assurance that
the level of volumes or revenues received from the Cold Lake founding shippers will be sustained.
The Corridor pipeline system is operated pursuant to a long-term ship-or-pay contract with the Corridor shippers, who
are contractually obligated to utilize the Corridor pipeline system for the transportation of all bitumen and diluent used or
produced from the Athabasca oil sands project. The initial term of the agreement is 25 years, extending through 2028
with options for further extensions. However, there is no assurance that the Corridor shippers will be able to perform their
obligations under the contract with Inter Pipeline, or that revenues received from the Corridor shippers following the expiry
of the term of the contract will be sustained.
The Polaris pipeline system will be operated pursuant to long-term ship-or-pay contracts with various counterparties, who
are contractually obligated to utilize the Polaris pipeline system. However, there is no assurance that these counterparties
will be able to perform their obligations under the contracts with Inter Pipeline, or that revenues received from the
counterparties following the expiry of the term of each contract will be sustained.
Corridor, Cold Lake LP and Inter Pipeline Polaris Inc. can supplement revenues by marketing excess capacity on the
Corridor, Cold Lake and Polaris pipeline systems, respectively, to third parties, but there can be no assurance that there
will be successful in doing so.
Operational Factors
The pipelines are connected to various third party mainline systems such as the Enbridge system, Express pipeline,
the Trans Mountain pipeline, and the Plains Milk River system, as well as refineries in the Edmonton area. Operational
disruptions or apportionment on third party systems or refineries may prevent the full utilization of the pipelines. The
pipelines are reliant on electrical power for their operations. A failure or disruption within the local or regional electrical power
supply or distribution or transmission systems could significantly affect ongoing pipeline operations.
In the event of a major pipeline or facility incident resulting in the release of large quantities of product, dependent on the
location, there could be a significant impact to the revenues and continuing operation of the impacted pipeline.
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Rights-of-Way and Access
Successful development of the pipelines through construction of new pipelines or extensions to existing pipelines
depends in part on securing leases, easements, rights-of-way, permits and/or licenses from landowners or governmental
authorities allowing access for such purposes. In general, the process of securing rights-of-way or similar access is
becoming more complex, particularly in more densely populated and other sensitive areas. The Cold Lake, Corridor,
Polaris and Central Alberta pipeline systems have portions of their operations in the Edmonton area, with the Cold Lake
pipeline system also having operations in the Hardisty area and within the Cold Lake air weapons range. Although pipelines
have been constructed in these areas in recent years, these are three of the more difficult areas in which to secure pipeline
rights-of-way in the Province of Alberta.
Regulatory Factors
The pipelines are subject to intra-provincial and multi-jurisdictional regulation, including regulation by the Energy Resources
Conservation Board in Alberta, and the Ministry of Energy and Resources in Saskatchewan. As a result, Inter Pipeline’s
operations may be affected by changes implemented by such regulatory authorities or in the legislation governing
such authorities.
The Bow River, Central Alberta, Cold Lake, Corridor and Polaris pipeline systems are wholly within the boundaries of the
Province of Alberta and are primarily subject to regulation under the Pipeline Act (Alberta) and Pipeline Regulation (Alberta),
and by the Energy Resources Conservation Board. The Mid-Saskatchewan pipeline system is wholly within the boundaries
of the Province of Saskatchewan and is subject to regulation under the Pipelines Act (Saskatchewan) and the Pipelines
Regulation (Saskatchewan) and by the Ministry of Energy and Resources in Saskatchewan. None of the pipelines is subject
to regulation by the National Energy Board (NEB).
Oil pipelines in Alberta may be subject to rate regulation pursuant to the Public Utilities Act (Alberta). In Saskatchewan,
oil pipelines may similarly be subject to rate regulation under the Pipelines Act (Saskatchewan).
Legislation in the Province of Alberta exists to ensure that shippers and producers have fair and reasonable opportunities
to produce, transport, process, and market their reserves. Under the Oil and Gas Conservation Act (Alberta), the
Energy Resources Conservation Board may, on application and with the approval of the Lieutenant Governor in Council,
declare the proprietor of a pipeline to be a common carrier of oil or natural gas such that the proprietor must not discriminate
among shippers and producers who seek access to the pipeline. Upon application, the Alberta Utilities Commission may
set tolls which it determines to be just and reasonable with respect to the common carrier order. Transportation service on
the pipelines has been made available on an open access, non-discriminatory basis and the pipelines’ tolls have not been
set or restricted by any regulatory agency. Should an order for access or for the setting of tolls be made, it could result in
a toll reduction and decreased revenue for Inter Pipeline.

Risks Associated with the NGL Extraction Business
Natural Gas Availability and Composition
The volumes of natural gas processed by the NGL extraction business depend on the throughput of the Foothills Pipeline
and TransCanada Alberta systems from which the NGL extraction facilities source their natural gas supply. Without reserve
additions or other new sources of gas supply, throughputs will decline over time as reserves are depleted in the areas
these pipeline systems service. Natural gas producers in these service areas may not be successful in exploring for and
developing additional reserves or commodity prices may not remain at a level that encourages gas producers to explore
for and develop additional reserves or to produce existing marginally economic reserves. Also, to continue to have the right
to reprocess natural gas for the purpose of NGL extraction from gas being transported on the natural gas transmission
systems, Inter Pipeline will be required to continue to negotiate extraction agreements with the various natural gas shippers
and there is no assurance that Inter Pipeline will be able to renew contracts related to the NGL extraction business to
extract NGL on terms favourable to Inter Pipeline or at all.
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The production of NGL from the NGL extraction facilities is largely dependent on the quantity and composition of the NGL
within the natural gas streams that supply the NGL extraction business. The quantity and composition of NGL may vary
over time. Also, marketable natural gas on the Foothills Pipeline and TransCanada Alberta systems contains contaminants
such as carbon dioxide and various sulphur compounds that are concentrated in the NGL products through the extraction
process. Increased content of these contaminants in the natural gas supply may require incurring additional capital and
operating costs at the NGL extraction facilities. Other factors, such as an increased level of NGL recovery conducted at
field processing plants upstream of or in parallel to the NGL extraction facilities (including the Harmattan Co-stream Project
described below), increased intra-Alberta consumption of natural gas or processing completed at any new extraction
plants constructed upstream of or in parallel to the NGL extraction facilities, or changes in the quantity and composition
of the natural gas produced from the reservoirs that supply the NGL extraction facilities, could have a materially negative
effect on NGL production from the NGL extraction business.
Operational Factors
The NGL extraction facilities are connected to various third party systems, including the TransCanada Alberta System,
Foothills Pipeline System, Kerrobert Pipeline, Co-Ed Pipeline and the Alberta Ethane Gathering System. Operational
disruptions or apportionment on those third party systems and/or disruptions at the other facilities in the Empress area
may prevent the full utilization of the NGL extraction facilities.
The NGL extraction facilities are reliant on electrical power for their operations. A failure or disruption within the local or
regional electrical power supply or distribution or transmission systems could significantly affect ongoing NGL extraction
operations.
In the event of a major facility incident, such as a fire or major equipment damage, there could be a significant impact to
the revenues and continuing operation of the impacted NGL extraction facility.
Competition
The NGL extraction facilities are subject to natural gas markets and, as such, are subject to competition for gas supply from
all natural gas markets served by the TransCanada Alberta System or the Foothills Pipeline System. The NGL extraction
facilities are subject to competition from other extraction plants that are in the general vicinity of the NGL extraction facilities
or that may be constructed upstream of or in parallel to the NGL extraction facilities, including the Harmattan Co-Stream
Project, described below. The NGL extraction facilities are also subject to competition from field processing facilities that
extract NGL from the natural gas streams before injection into the TransCanada Alberta System or the Foothills Pipeline
System. The NGL produced at the NGL extraction facilities or derivatives produced at downstream customer facilities must
compete with similar products from other facilities on a local, regional or continental scale.
On December 7, 2010, the Energy Resources Conservation Board approved the application concerning AltaGas Ltd.’s
Harmattan Co-stream Project. The Harmattan Co-stream Project, which became operational in late 2012, consists of
modifications to the Harmattan facility and a new bypass pipeline around the Cochrane plant for the purpose of extracting
NGL from up to 490 mmcf/d of natural gas on the Foothills Pipeline and TransCanada Alberta systems directly upstream of
and in parallel to the Cochrane plant. This project may cause a significant reduction in volumes available for processing at
the Cochrane plant. The Harmattan Co-Stream Project competes directly with the Cochrane plant for the right to reprocess
gas volumes on the Foothills Pipeline and TransCanada Alberta systems.
To the extent that (i) other gas market participants are willing to pay for gas supply, (ii) existing or newly constructed
extraction or field processing plants are successful in securing natural gas supply currently processed at the NGL extraction
facilities or are successful in removing significant amounts of NGL from the gas supply upstream of the NGL extraction
facilities or (iii) products derived from the production at the NGL extraction facilities cannot be priced competitively,
Inter Pipeline will be adversely affected.
Similarly, there is no assurance that new sources of natural gas supply that may be developed in frontier areas such as
Alaska and the Mackenzie Delta in the Northwest Territories will be transported via the natural gas transmission systems
connected to the NGL extraction facilities or that new extraction plants will not be constructed upstream of or in parallel to
the NGL extraction facilities to process that natural gas.

2012 Management's Discussion and Analysis

63

Commodity Price; Frac-spread
At the Cochrane plant, Inter Pipeline is exposed to frac-spread risk or the relative price differential between the
propane-plus produced and the natural gas used to replace the heat content removed during extraction of the NGL
from the natural gas stream. The level of profit obtained from this portion of the NGL extraction business will increase or
decrease as the difference between the price of the applicable NGL and the price of natural gas varies.
Extraction Premiums
Further influencing the profitability of the NGL extraction business is the cost of natural gas feedstock in excess of
the market price of natural gas. Currently, extraction premiums are paid to export shippers in exchange for the ability
to reprocess their natural gas for the purpose of NGL extraction. Historically, these premiums have been moderate
relative to the selling price of NGL, but it is possible that they could increase, which would adversely affect the NGL
extraction business.
Reliance on Dow Chemical, NOVA Chemicals and Plains Midstream
Dow Chemical, NOVA Chemicals and Plains Midstream are the principal customers of the NGL extraction business and
represent the majority of the revenue from the NGL extraction business. Plains Midstream also operates the Empress II
plant and the Empress V plant. If, for any reason, any of the aforementioned parties were unable to perform their obligations
under the various agreements with Inter Pipeline, the financial results of the NGL extraction business or the operations of
the Empress II plant and the Empress V plant could be negatively impacted.
Regulatory Factors
The Alberta Energy and Utilities Board (EUB) concluded its Inquiry into NGL Extraction Matters (Inquiry) related to the
common natural gas streams transported by the pipeline transmission systems in Alberta. Of significance to Inter Pipeline
is the review of business and regulatory practices relating to the acquisition of NGL extraction rights from the common
stream, public interest criteria used to determine the need and timing of NGL processing capacity additions and the
potential for NGL content dilution of the common stream caused by increases in non-conventional gas production. Currently,
straddle plants in Alberta are not commercially regulated and all such facilities operate under similar proprietary commercial
arrangements known as the “NGL Extraction Convention”. The EUB’s recommendations and conclusions from the Inquiry
were released on February 4, 2009. The EUB recommended that the current extraction convention be replaced by a receipt
point contracting extraction convention, specifically, the NEXT model as then proposed by Nova Gas Transmission Ltd.
Subsequent to the conclusion of the Inquiry, a jurisdictional application submitted by TransCanada Pipelines Limited (TCPL)
was approved by the NEB which determined that the TransCanada Alberta system is to be regulated by the NEB. It is not
yet known how federal jurisdiction of the TransCanada Alberta system will impact recommendations from the provincial
regulator. This recommendation, if implemented, will require changes to contracting counterparties and commercial
arrangements, and potentially business process changes to Inter Pipeline’s NGL extraction business segment. There is a
risk that a change in convention, if implemented, could adversely affect the NGL extraction business. Inter Pipeline is active
in the federal regulatory process involving the NEXT application.
TCPL has also submitted to the NEB a toll restructuring application for their Alberta and Mainline systems, and an application
for the implementation of the NEXT model. Further revisions to TCPL’s rate design and/or service offerings could affect
TCPL’s competitiveness in relation to other pipelines. These factors could result in additional costs or reduced gas volumes
available for reprocessing at Inter Pipeline’s NGL extraction facilities.
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Risks Associated with the Bulk Liquid Storage Business
Demand for Bulk Liquid Storage
The Simon Storage business is primarily involved in the storage and handling of liquids for regional petroleum refining and
petrochemical businesses. The products stored and handled at these storage terminals are generally either feedstock for
petrochemical plants and refineries or are products produced from those facilities. As a result, a sustained slowdown in
either the petroleum refining, biofuels or petrochemical sectors serviced by the Simon Storage business could adversely
affect the bulk liquid storage business.
The Inter Terminals business is primarily involved in the storage and handling of liquids for the petroleum refining and trading
business. Therefore, a sustained slowdown in the petroleum sector could adversely affect the Inter Terminals business.
Sustained periods of backwardation in the oil products markets served by Inter Terminals could also adversely affect the
Inter Terminals business.
Simon Storage’s Immingham terminals are highly integrated with two local refineries, the Phillips66 Humber refinery and
the Total Lindsey refinery. The closure of one or both refineries, or amalgamation under ownership by a single party, could
significantly reduce revenue from the Simon Storage business. Inter Terminal’s AOT terminal handles all fuel oil exports
from a Statoil refinery. Any closure of this refinery could significantly reduce revenue from the Inter Terminals business.
Furthermore, if this Statoil refinery were to subsequently be converted into a competing storage facility, revenues from the
Inter Terminals business could be significantly reduced.
Customs and Excise Warehouses
Inter Terminals operates approved customs warehouses and Simon Storage operates approved excise warehouses,
thereby permitting their respective customers to store products on a duty-suspended basis. Failure to comply with legal
and regulatory requirements governing the operation of such warehouses could lead to liability for customs and excise
duties, value added tax and penalties, including the withdrawal of the related authorizations which in turn could result in a
reduction in commercial activity at the facilities.
Post Buncefield Regulation
Following the Buncefield oil terminal incident in December 2005, the UK’s regulatory authorities have been in the process of
formulating policies which require additional integrity systems and controls on gasoline tanks and associated infrastructure.
A report issued in December 2009 by the Process Safety Leadership Group details all of the required improvements
and also contains a list of other hydrocarbon and petrochemical products to which these improvements are likely to be
extended in future years.
The UK’s regulatory authorities issued a Containment Policy on February 20, 2008 which will require substantially enhanced
tank and bund facilities both for new build tankage and for existing facilities at the Simon Storage terminals in the UK.
The policy currently applies to storage of fuels and is being implemented. Although the policy states a 10 to 20 year
timeline for improvements to be effected, the regulatory authorities have since declared a desired timeline for retrospective
improvements of between two and five years for sites categorized by the regulator as higher risk, including the Seal Sands
storage terminal. As a consequence, sustaining capital expenditures are likely to increase in the foreseeable future, although
the timing of such increases is presently uncertain. However, based upon the policy as currently applied by the regulatory
authorities, Simon Storage has estimated that it will incur between $5 million and $7 million on containment costs over the
next eight years. The amount of such costs will depend in part on the acceptability to the regulatory authorities of innovative
solutions which are being considered by Simon Storage.
Activity restrictions
Inter Terminals operates under environmental permits issued by the Danish Environmental Protection Agency. In connection
with the sale of the terminals to Inter Pipeline, the Danish Environmental Protection Agency issued reassessments which
included limits on activity levels based on historical activity at the terminals. These limits include measures such as the
number of ships calling at a terminal or the volume of product handled by a terminal. Inter Terminals has applied for revised
or new environmental permits that support the theoretical maximum activity level for each terminal. Failure to secure these
new or revised permits could restrict the growth of the Inter Terminals business.
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Operational Factors
In the event of a major facility incident resulting in a major fire or the release of large quantities of product, the location of
the bulk liquid storage facilities adjacent to water courses and large bodies of water could significantly impact the revenues
and continuing operation of the bulk liquid storage business.
Defined Benefit Pension Plan
A defined benefit pension plan exists for certain employees of Simon Storage’s UK and Irish business. The plan holds
interests in various securities invested in equities, fixed income instruments and real estate. Fluctuations in the value of the
plan’s assets and the factors which are applied to calculate the plan’s liabilities could result in a requirement for additional
cash to be contributed by Inter Pipeline.
Competition
The bulk liquid storage business faces competition from other independent bulk liquid terminals which operate in several
of the regions serviced by Inter Pipeline’s terminals. Certain of the bulk liquid storage business’ customers also have the
option to store products at their own storage facilities or to adopt alternative logistics solutions. As a result, customers
could elect in the future to make alternative arrangements for the storage and handling of their products resulting in a
decline in the bulk liquid storage business’ revenue.
Land Lease Renewals
Certain storage terminals and associated infrastructure are located on lands leased or licensed from third parties that
must be renewed from time to time. Failure to renew the leases or licenses on terms acceptable to Inter Pipeline could
significantly reduce the operations of the bulk liquid storage business.
Foreign Exchange Risk
The bulk liquid storage business’ earnings and cash flows are subject to foreign exchange rate variability, primarily arising
from the denomination of such earnings and cash flows in British Pounds, Euros, Danish Kroner and US dollars.

Risks Common to the Oil Sands Transportation, NGL Extraction,
Conventional Oil Pipelines and Bulk Liquid Storage Businesses
Execution Risk
Inter Pipeline’s ability to successfully execute the development of its growth projects may be influenced by capital
constraints, third party opposition, changes in customer support over time, delays in or changes to government and
regulatory approvals, cost escalations, construction delays, shortages and in-service delays. Inter Pipeline’s growth plans
may strain its resources and may be subject to high cost pressures in the North American and European energy sectors.
Early stage project risks include right-of-way procurement, special interest group opposition, Crown consultation, and
environmental and regulatory permitting. Cost escalations may impact project economics. Construction delays due to slow
delivery of materials, contractor non-performance, weather conditions and shortages may impact project development.
Labour shortages, inexperience and productivity issues may also affect the successful completion of projects.
Reputational Risk
Reputational risk is the potential for negative impacts that could result from the deterioration of Inter Pipeline’s reputation
with key stakeholders. The potential for harming Inter Pipeline’s reputation exists in every business decision and all risks
can have an impact on reputation, which in turn can negatively impact Inter Pipeline’s business and the value of Class A
units. Reputational risk cannot be managed in isolation from other forms of risk. Credit, market, operational, insurance,
liquidity and regulatory and legal risks must all be managed effectively to safeguard Inter Pipeline’s reputation. Negative
impacts from a compromised reputation could include reductions in cash flow and customer base, and decreases in the
value of Class A units.
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Inter Pipeline’s reputation as a reliable and responsible energy services provider with consistent financial performance and
long-term financial stability is one of its most valuable assets. Key to effectively building and maintaining Inter Pipeline’s
reputation is fostering a culture that promotes integrity and ethical conduct. Ultimate responsibility for Inter Pipeline’s
reputation lies with the executive team that examines reputational risk and issues as part of all business decisions.
Nonetheless, every employee of the General Partner and other representatives of Inter Pipeline have a responsibility
to contribute in a positive way to Inter Pipeline’s reputation. This means ensuring compliance with applicable policies,
legislation and regulations, that ethical practices are followed at all times, and that interactions with our stakeholders are
positive. Reputational risk is most effectively managed when every individual works continuously to protect and enhance
Inter Pipeline’s reputation.
Federal Government Tax Fairness Plan
On October 31, 2006, the Government of Canada announced the Tax Fairness Plan which resulted in Inter Pipeline
becoming taxable in 2011 at an effective income tax rate of 26.5% applied against taxable income, resulting in cash
available for distribution being reduced by an amount approximating the new income tax payable. As a result of the
adoption of the Tax Fairness Plan, Inter Pipeline may, from time to time, evaluate its organizational and capital structure
and its subsidiaries to ensure that they remain appropriate and efficient for its business. Such evaluation and review may
result in a recommendation that Inter Pipeline convert to another structure, such as a corporation. In the event that such a
recommendation were to be made, approved and implemented, Inter Pipeline’s partnership structure would be reorganized
and holders of Class A units would become securityholders of one or more new public entities. Such a reorganization
could result in the winding-up of Inter Pipeline contemporaneous with, or following, such reorganization and could include
transfers of certain inter-entity receivables owing by certain subsidiaries of Inter Pipeline to one or more new public entities.
Such a reorganization would be subject to approval of the Class A unitholders and to such other approvals as may be
required, including regulatory, stock exchange and court approvals. In connection with any such reorganization, Inter
Pipeline’s current distribution policies would be replaced by the dividend or distribution policy, if any, of the successor entity,
which may result in a decrease or increase in the cash distributed by such entity compared with the current distributions
of Inter Pipeline.
Royalty Regimes
Inter Pipeline’s pipeline and NGL extraction businesses may be impacted by changes to the oil and gas royalty regime in
effect in Alberta. Future royalty regime modifications could have adverse impacts on production of oil and gas volumes.
Such changes may directly or indirectly impact Inter Pipeline in a materially different manner and/or in a manner that is more
adverse to Inter Pipeline than the current royalty regime and regulatory framework.
Operational Factors
Inter Pipeline’s operations are subject to the customary hazards of the petroleum transportation, storage, marketing and
processing business. Inter Pipeline’s operations could be interrupted by failures of pipelines (including pipeline leaks),
power infrastructure, equipment, and information systems, the performance of equipment at levels below those originally
intended (whether due to misuse, unexpected degradation, design errors, or construction or manufacturing defects),
failure to maintain an adequate inventory of supplies or spare parts, operator error, labour disputes, disputes with owners
of interconnected facilities and carriers, and catastrophic events such as natural disasters, fires, explosions, chemical
releases, fractures, or other events beyond the General Partner’s control, including acts of terrorists, eco-terrorists and
saboteurs, and other third party damage to Inter Pipeline’s assets. Operational errors could cause a process safety incident
that additionally results in reputational damage to the business. The occurrence or continuance of any of these events
could increase the cost of operating facilities and/or reduce their processing, throughput or storage capacity. A casualty
occurrence might result in the loss of equipment or life, as well as injury and property damage. Inter Pipeline carries
insurance with respect to some, but not all, casualty occurrences and disruptions. However, such coverage may not be
sufficient to compensate for all casualty occurrences.
Insurance of Inter Pipeline’s operations is susceptible to appetite for risk within the insurance market. Either general market
conditions or a poor claims record could result in significantly increased premiums or the impossibility of obtaining coverage
for certain risks.
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Inter Pipeline has extensive integrity management programs in all of its business segments. While Inter Pipeline believes its
programs are consistent with industry practice, increasingly strict operational regulations or new data on the condition of
Inter Pipeline’s assets could result in repair or upgrading activities that are more extensive and costly than in the past. Such
developments could contribute to higher operating costs for Inter Pipeline or the termination of operations on the affected
portion of Inter Pipeline’s assets.
A significant operating cost for Inter Pipeline is electrical power. Deregulation of the Alberta electrical power market
has contributed to increased volatility in electrical power prices. Factors such as a shortage of electrical power supply or
high natural gas prices could contribute to higher electrical power prices, which may result in higher operating costs for
Inter Pipeline.
Regulatory Intervention and Changes in Legislation
Although fees charged to customers of the pipelines and the NGL extraction business have not been set or restricted by
any regulatory agency, an application to the Alberta or Saskatchewan regulators for the setting of fees could result in a
reduction of fees and revenue for Inter Pipeline.
Income tax laws relating to the oil and natural gas industry or Inter Pipeline, environmental and applicable operating
legislation, and the legislation and regulatory framework governing the oil and natural gas industry may be changed in a
manner which adversely affects Inter Pipeline.
Decommissioning, Abandonment and Reclamation Costs
Inter Pipeline is responsible for compliance with all laws, regulations and relevant agreements regarding the abandonment
of its assets at the end of their economic lives and all associated costs, which costs may be substantial. Abandonment
costs are a function of regulatory requirements at the time of abandonment, and the characteristics (such as diameter,
length and location) of the pipeline or the size and complexity of the NGL extraction or storage facility.
Abandonment requirements can vary considerably. For example, in the context of the pipelines, requirements can range
from simply emptying the pipeline and capping all open ends, to the removal of the pipeline and reclamation of the related
right-of-way. With respect to pipelines, the costs of abandonment have been limited primarily to the costs associated with
the removal of petroleum from the lines, the removal of any associated surface facilities and surface reclamation of the
disturbed site. However, future requirements are expected to be more stringent.
Abandonment and reclamation costs for the NGL extraction facilities are regulated by the Energy Resources Conservation
Board pursuant to Directive 001 and Directive 024. The NGL extraction facilities are included in the Energy Resources
Conservation Board’s Large Facilities Liability and Reclamation Regulations and have defined reclamation requirements
and financial tests to ensure that end of life costs can be funded. However, future requirements may be more stringent.
In the future, the General Partner may determine it prudent to establish and fund one or more reclamation trusts to address
anticipated abandonment costs. The payment of the costs of abandonment of the pipelines, the NGL extraction facilities, or
the assets of the bulk liquid storage business, or the establishment of reserves for that purpose, would reduce Distributable
Cash, and the timing of additions to, and distributions from, such reserves or trusts may result in the realization of taxable
income by unitholders in a year prior to that in which funds resulting therefrom are distributed. See The Partnership
Agreement – Cash Reserves in the 2012 Annual Information Form.
Environmental Costs and Liabilities
Inter Pipeline’s operations are subject to the laws and regulations of the European Union, Germany, Ireland, the UK, Denmark,
Alberta, Saskatchewan and the Canadian federal government relating to environmental protection and operational safety.
Inter Pipeline believes it is in material compliance with all required environmental permits and reporting requirements.
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In order to continuously improve environmental performance and address regulatory requirements, Inter Pipeline
routinely reviews systems and processes critical to protecting the environment, including integrity programs, leak
detection systems, air monitoring systems, and maintenance standards. Improvement opportunities are implemented
as deemed appropriate, with costs budgeted during Inter Pipeline’s normal budget cycle in accordance with applicable
accounting practices. Operation of certain of the pipelines, bulk liquid storage business assets and NGL extraction facilities
has spanned several decades. While the remediation of releases or contamination during such period may have met
then-current environmental standards, such remediation may not meet current or future environmental standards and
historical contamination may exist for which Inter Pipeline may be liable. Inter Pipeline has completed internal environmental
reviews that have selectively attempted to identify locations of historical contamination and several locations have been
remediated. As these reviews have not included all assets, all locations of historical contamination may not be currently
identified. The remaining identified, but unremediated, sites will be addressed in a prioritized manner, utilizing industry
practices, with some locations being subject to multi-year restoration plans.
It is possible that other developments, such as increasingly strict environmental and safety laws, regulations and
enforcement policies thereunder, and claims for damages to property or persons resulting from Inter Pipeline’s operations
and previously undetected locations of historical contamination, could result in substantial costs and liabilities for
Inter Pipeline. If, at any time, regulatory authorities deem any one of the NGL extraction facilities, oil sands transportation,
conventional oil pipelines or bulk liquid storage business assets unsafe or not in compliance with applicable laws, they
may order it shut down. Inter Pipeline could be adversely affected if it was not able to recover such resulting costs through
insurance or other means.
While Inter Pipeline maintains insurance in respect of damage caused by seepage or pollution in amounts it considers
prudent and in accordance with industry standards, certain provisions of such insurance may limit the availability thereof
in respect of certain occurrences unless such seepage or pollution is both sudden and unexpected, and discovered and
reported within fixed time periods. If Inter Pipeline is unaware of a problem or is unable to locate the problem within the
relevant time period, insurance coverage may not be available.
Greenhouse Gas Regulations
Inter Pipeline’s facilities and other operations and activities emit greenhouse gases (GHG) and require Inter Pipeline to
comply with greenhouse gas emissions legislation in Alberta. Alberta facilities emitting more than 100,000 tonnes of GHGs
a year are subject to compliance with the Climate Change and Emissions Management Act (CCEMA) which requires a
reduction in emissions intensity over a period of years. The CCEMA and the associated Specified Gas Emitters Regulation
require certain facilities to reduce their emissions intensity to 88% of their baseline for 2008 and subsequent years, with
their baseline being established by the average of the ratio of the total annual emissions to production for the years 2003 to
2005. The Cochrane plant is the only asset of Inter Pipeline that is subject to provincial GHG regulations. Regulated emitters
can meet their emissions intensity targets by contributing to the Climate Change and Emissions Management Fund or by
purchasing emissions credits.
The Copenhagen Summit on Climate Change (COP) in 2009 resulted in the Copenhagen Accord, which expresses the
intention for global and national emissions to decline as soon as possible. Under the Copenhagen Accord, Canada has
announced a commitment to reduce GHG emissions by 17% of the base year 2005 by 2020. The Government of Canada
has also announced its intention to regulate GHG emissions in compliance with the Copenhagen Accord. Inter Pipeline
may be required to comply with the regulatory scheme for GHG emissions ultimately adopted by the federal government,
which is expected to be modified to ensure consistency with the regulatory scheme for GHG emissions to be adopted by
the United States. The future implementation or modification of GHG regulations, whether to meet the limits regulated by
the Copenhagen Accord or as otherwise determined, could have an adverse effect on Inter Pipeline’s business, financial
condition, results of operations and prospects.
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The adoption of legislation or other regulatory initiatives designed to reduce GHG and air pollutants from oil and gas
producers, refiners and petrochemical producers and electric generators in the geographic areas served by the pipelines,
NGL extraction facilities and bulk liquid storage business could result in, among other things, increased operating and
capital expenditures for those operators. This may make certain production of petroleum and gas by those producers
uneconomic, resulting in reduced or delayed production, or reduced scope in planned new development or expansion
projects. The operation of certain refineries and petrochemical plants may also become uneconomic. In addition, the
adoption of new regulations concerning climate change and the reduction of GHG emissions and other air pollutants or
other related federal or provincial legislation, including the Specified Gas Emitters Regulation, may also result in higher
operating and capital costs for the pipelines and NGL extraction facilities. Given the evolving nature of the debate related to
climate change and the control of GHG and resulting requirements, it is not possible to predict the impact on Inter Pipeline
and its operations and financial condition.
Dependence on Key Personnel
The success of Inter Pipeline is largely dependent on the skills and expertise of key personnel who manage Inter Pipeline’s
business. The continued success of Inter Pipeline will be dependent upon its ability to hire and retain such personnel.
Inter Pipeline does not have any “key man” insurance.
International Operations
A portion of Inter Pipeline’s operations are conducted in the UK, Germany, Ireland, and Denmark. Operations outside of
Canada are subject to various risks, including: currency exchange rate fluctuations; foreign economic conditions; credit
conditions; trade barriers; exchange controls; national and regional labour strikes; political risks and risks of increases in
duties; taxes and changes in tax laws; and changes in laws and policies governing operations of foreign-based companies.
Possible Failure to Realize Anticipated Benefits of Acquisitions
Inter Pipeline has completed a number of acquisitions and, as part of its business plan, anticipates making additional
acquisitions in the future. Achieving the benefits of completed and future acquisitions depends in part on successfully
consolidating functions and integrating operations, procedures and personnel in a timely and efficient manner, as well as
Inter Pipeline’s ability to realize the anticipated growth opportunities and synergies from combining the acquired businesses
and operations with those of Inter Pipeline. The integration of acquired businesses requires the dedication of substantial
management effort, time and resources, which may divert management’s focus, and resources from other strategic
opportunities and from operational matters. The integration process may also result in the loss of key employees and the
disruption of ongoing business, customer and employee relationships that may adversely affect Inter Pipeline’s ability to
achieve the anticipated benefits of past and future acquisitions. Acquisitions may expose Inter Pipeline to additional risks,
including entry into markets or businesses in which Inter Pipeline has little or no direct prior experience, increased credit
risks through the assumption of additional debt, costs and contingent liabilities and exposure to liabilities of the acquired
business or assets.
Capital Maintenance Levels
Inter Pipeline maintains and periodically replaces portions of its assets to sustain facility performance, provide a high
level of asset integrity and ensure reliable operations. The funds associated with these efforts may be in the form of
sustaining capital or maintenance expenses. Maintenance expenses are a subset of “operating expenses” and are not
reported separately.
Inter Pipeline typically maintains its assets with reasonable levels of sustaining capital and maintenance expenditures.
However, both sustaining capital and maintenance expenditures may vary considerably from current and forecast amounts
as a result of a number of factors, including high equipment failure rates, more stringent government regulations and any
additional efforts deemed necessary by Inter Pipeline to improve the reliability of its assets. An increase in capital and/or
maintenance expenditures could result in significant additional costs to Inter Pipeline.
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Possible Downgrade of Investment Grade Credit Rating
Inter Pipeline and its unsecured MTNs have investment grade credit ratings of BBB+ and BBB (high), by S&P and
DBRS, respectively. Corridor and its senior unsecured debentures have been assigned investment grade credit ratings of
A, A2 and A by DBRS, Moody’s and S&P, respectively. Should these credit ratings fall below investment grade, Inter
Pipeline or Corridor may have to provide security, pay additional interest or pay in advance for goods and services. The
perceived creditworthiness of Inter Pipeline and changes in its credit ratings may also affect the value of Inter Pipeline’s
Class A units. There is no assurance that any credit rating assigned to Inter Pipeline or Corridor will remain in effect for any
given period of time or that any rating will not be lowered or withdrawn entirely by the relevant rating agency. A lowering or
withdrawal of such rating may have an adverse effect on the market value of Inter Pipeline’s Class A units.
Credit Risk
Inter Pipeline is subject to credit risk arising out of its operations. A majority of Inter Pipeline’s accounts receivable are
with customers in the oil and gas industry and are subject to normal industry credit risk. Credit risk is managed through
credit approval and monitoring procedures. The credit worthiness assessment takes into account available qualitative and
quantitative information about the counterparty, including, but not limited to, financial status and external credit ratings.
Depending on the outcome of each assessment, guarantees or some other credit enhancement may be requested
as security. Inter Pipeline attempts to mitigate its exposure by entering into contracts with customers that may entitle
Inter Pipeline to lien or take product in kind and/or allow for termination of the contract on the occurrence of certain events
of default. Historically, Inter Pipeline has collected its accounts receivable in full.
Liquidity Risk
Liquidity risk is the risk that Inter Pipeline will not be able to meet its financial obligations. To manage this risk, Inter Pipeline
forecasts its cash requirements to determine whether sufficient funds will be available. Inter Pipeline’s primary sources of
liquidity and capital resources are funds generated from operations and draws under committed credit facilities and the
issuance of commercial paper as well as MTNs. Inter Pipeline maintains a current shelf prospectus with Canadian securities
regulators, which enables, subject to market conditions, ready access to Canadian public capital markets. Corridor’s
commercial paper is rated R-1 (low) by DBRS. If Corridor’s commercial paper rating falls below this level, Corridor may not
be able to issue commercial paper and be required to use higher cost financing to fund its financial obligations.
Refinancing Risk
Inter Pipeline’s credit facilities, MTNs and the General Partner loan each have a maturity date, on which date, absent
replacement, extension or renewal, the indebtedness under the respective loan agreement becomes repayable in its
entirety. To the extent any of the loan agreements are not replaced or extended on or before their respective maturity dates
or are not replaced, extended or renewed for the same or similar amounts or on the same or similar terms, Inter Pipeline’s
ability to fund ongoing operations and pay distributions could be impaired.
Litigation or Arbitration
Inter Pipeline is not a party to any material litigation or arbitral matters. However, if any legitimate cause of action or arbitral
matter arose which was successfully prosecuted against Inter Pipeline, Inter Pipeline’s operations or results of operations
could be adversely affected.
Aboriginal Land Claims
Aboriginal peoples have claimed aboriginal title and rights to a substantial portion of the lands in western Canada. Such
claims, if successful, could have a significant adverse effect on Inter Pipeline’s Canadian operations.
Crown Duty to Consult First Nations
The federal and provincial governments in Canada have a duty to consult and, where appropriate, accommodate
aboriginal people where the interests of the aboriginal peoples may be affected by a Crown action or decision. Accordingly,
the Crown’s duty may result in regulatory approvals being delayed or not being obtained in relation to Inter Pipeline’s
Canadian operations.
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Weather Conditions
Weather conditions can affect the demand for and price of natural gas and NGL. As a result, changes in weather patterns can
affect throughput, as well as Inter Pipeline’s NGL extraction and storage activities. For instance, colder winter temperatures
generally increase demand for natural gas and NGL used for heating which tends to result in increased throughput volumes
at facilities and higher prices in the extraction and storage businesses. In its storage facilities and NGL extraction business,
Inter Pipeline attempts to position itself to be able to handle increased volumes of throughput and storage at its facilities to
meet changes in seasonal demand; however, at any given time, facility and storage capacity is finite.
Weather conditions may influence Inter Pipeline’s ability to complete capital projects or facility turnarounds on time,
potentially resulting in delays and increasing costs of such capital projects and turnarounds. Weather may also affect the
operations and projects of Inter Pipeline’s customers or shippers, thereby influencing the supply of products.
With respect to construction activities, in areas where construction can be conducted in non-winter months, Inter Pipeline
attempts to schedule its construction timetables so as to minimize delays due to cold winter weather. While availability
of trades and supplies does not always make this possible, Inter Pipeline has been relatively successful in minimizing
construction delays due to weather issues.
Labour Relations
Inter Pipeline may from time to time have labour unions. Unionized labour disruptions could restrict the ability of
Inter Pipeline to carry out its business and therefore affect Inter Pipeline’s financial results.

Risks Inherent in the Nature of the Partnership
Fluctuating Distributions; Cash Distributions Are Not Guaranteed
Distributions of Distributable Cash by Inter Pipeline will fluctuate and the amount thereof is not guaranteed. The actual
amount of cash distributions to Class A unitholders will depend upon numerous factors, including operating cash flow,
cash reserves established by the General Partner, general and administrative costs, capital expenditures, dispositions,
principal repayments and debt service costs. The General Partner has broad discretion in, among other things, establishing,
maintaining and decreasing cash reserves, and its decisions regarding reserves and other matters could have a significant
impact on the amount of Distributable Cash. The amount of cash distributed may be less than or greater than the amount
of income allocated to limited partners for tax purposes.
Nature of the Class A Units
Securities such as Class A units are often associated with investments that provide for returns arising from the flow through
of income tax deductions associated with partnership activities and a distribution of Distributable Cash. Inter Pipeline is not
expected to allocate any tax deductions.
The Class A units do not have a guaranteed rate of return and represent a fractional interest in Inter Pipeline. The prices at
which the Class A units will trade cannot be predicted. The annual yield on the Class A units as compared to annual yield
on other financial instruments may also influence the price of Class A units in the public trading markets.
One of the factors that may influence the market price of the Class A units is the level of prevailing interest rates relative to
the yield achieved by Class A unitholders based on annual distributions on the Class A units. Accordingly, an increase in
market interest rates may lead purchasers of Class A units to expect a higher effective yield, which could adversely affect
the market price of the Class A units. In addition, the market price for the Class A units may be affected by changes in
general market or economic conditions, legislative changes, fluctuations in the markets for equity securities, interest rates
and numerous other factors beyond the control of Inter Pipeline.
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Responsibility of the General Partner
The General Partner must exercise good faith and integrity in administering the assets and affairs of Inter Pipeline. However,
the LPA contains various provisions that have the effect of restricting the fiduciary duties that might otherwise be owed by
the General Partner to Inter Pipeline and the limited partners, and waiving or consenting to conduct by the General Partner
that might otherwise raise issues as to compliance with fiduciary duties. Unlike the strict duty of a trustee who must act
solely in the best interests of his beneficiary, the LPA permits the General Partner to consider the interests of all parties to a
conflict of interest, including the interests of the General Partner and of PAC as the sole shareholder of the General Partner.
The LPA also provides that, in certain circumstances, the General Partner will act in its sole discretion, in good faith or
pursuant to some other specified standard.
Conflicts of Interest
Certain conflicts of interest could arise as a result of the General Partner’s relationship with PAC and its affiliates, on the one
hand, and Inter Pipeline on the other. Such conflicts may include, among others, the following situations: (i) the General
Partner’s determination of the amount and timing of any capital expenditures, borrowings and reserves; (ii) the issuance
of additional Class A units; (iii) payments to affiliates of the General Partner for any services rendered to or on behalf of
Inter Pipeline; (iv) agreements and transactions with affiliates of the General Partner as producers and shippers utilizing
the pipelines; (v) the General Partner’s determination of which direct and indirect costs are reimbursable by Inter Pipeline;
(vi) the enforcement by the General Partner of obligations owed by the General Partner or its affiliates to Inter Pipeline; and
(vii) the decision to retain separate counsel, accountants or others to perform services for or on behalf of Inter Pipeline.
Such conflicts of interest may also arise in the conduct of business by affiliates of the General Partner, either currently or in
the future, which may be in competition with the business conducted by Inter Pipeline. The General Partner’s affiliates are
not restricted by the LPA from pursuing their own business interests.
Inherent Tax Liability
The assets held directly or indirectly by Inter Pipeline generally have a cost base for applicable income tax purposes that
is significantly below the estimated fair market value of such assets and may be significantly below the fair market value of
such assets at the time of any disposition thereof in the future. As a result, any disposition of such assets by Inter Pipeline,
or a partnership in which Inter Pipeline is itself a partner, may, depending on the particular circumstances of the disposition
and the particular circumstances of Inter Pipeline at the time of such disposition, result in the recapture of previously
deducted capital cost allowance and the realization of capital gains by Inter Pipeline which amounts, after income tax paid
by Inter Pipeline, would be allocated among the Partners for tax purposes. Income or loss for tax purposes, which includes
recapture, is allocated to Partners based on the proportion of cash distributions received by the Partner in the fiscal year.
Capital Resources
Future expansions of the pipelines, the NGL extraction facilities and other capital expenditures will be financed out
of cash generated from operating activities, sales of additional Class A units and borrowings. There can be no assurance
that sufficient capital will be available on acceptable terms to Inter Pipeline to fund expansion or other required
capital expenditures.
Inter Pipeline’s ability to refinance its indebtedness under its credit facilities, MTNs, and the General Partner loan will depend
upon its future operating performance and cash flow, which are subject to prevailing economic and credit conditions,
prevailing interest rate levels and financial, competitive, business and other factors, many of which are beyond its control.
In addition, there can be no assurance that future borrowings or equity financing will be available to Inter Pipeline or
available on acceptable terms, in an amount sufficient to fund Inter Pipeline’s needs.
Leverage
Borrowings made by the General Partner on behalf of Inter Pipeline (including, for clarity, various subsidiaries
thereof) introduce leverage into Inter Pipeline’s business which increases the level of financial risk in the operations of
Inter Pipeline and, to the extent interest rates are not fixed, increases the sensitivity of distributions by Inter Pipeline to
interest rate variations.
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Debt Restrictive Covenants
The credit facilities, MTNs and the General Partner loan described in the LIQUIDITY AND CAPITAL RESOURCES section
contain numerous restrictive covenants that limit the discretion of Inter Pipeline’s management with respect to certain
business matters. These loan agreements may contain covenants that place restrictions on, among other things, the
ability of Inter Pipeline to create liens or other encumbrances, to pay distributions or make certain other payments, loans
and guarantees, and to sell or otherwise dispose of assets and merge or consolidate with another entity. In addition, the
loan agreements contain various financial covenants that require Inter Pipeline to meet certain financial ratios and financial
condition tests. A failure to comply with these obligations could result in a default which, if not cured or waived, could
result in a reduction or termination of distributions by Inter Pipeline and permit acceleration of the relevant indebtedness.
In addition, in some circumstances, it may become necessary to restrict or terminate distributions by Inter Pipeline in order
to avoid a default of such obligations.
Issues of Additional Class A Units; Dilution
Inter Pipeline may issue additional Class A units in the future to finance certain of Inter Pipeline’s capital expenditures,
including acquisitions. The LPA permits Inter Pipeline to issue an unlimited number of additional Class A units without
the need for approval from Class A unitholders. The Class A unitholders, other than the General Partner and its affiliates,
have no pre-emptive rights in connection with such additional issues. The General Partner has discretion in connection
with the price and the terms of issue of additional Class A units. Any issuance of Class A units may have a dilutive effect
to existing unitholders.
Limited Voting Rights, Management and Control; Difficulty in Removing General Partner
Class A unitholders generally do not have voting rights in relation to matters involving Inter Pipeline or the General Partner,
including with respect to the election of directors of the General Partner. The General Partner manages and controls the
activities of Inter Pipeline. Class A unitholders have no right to elect the General Partner on an annual or other ongoing
basis and, except in limited circumstances, the General Partner may not be removed by the limited partners. Directors of
the General Partner are elected by PAC, the sole shareholder of the General Partner, which is a corporation controlled by
John F. Driscoll.
Limited Liability
A limited partner may lose the protection of limited liability if such limited partner takes part in the control of the
business of Inter Pipeline or does not comply with legislation governing limited partnerships in force in provinces where the
Class A units are offered for sale or where Inter Pipeline carries on business.
General Partner Indemnity
While the General Partner has agreed to indemnify the limited partners in circumstances described in the LPA, the
General Partner may not have sufficient assets to honour such indemnification.
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NON-GAAP AND ADDITIONAL GAAP FINANCIAL MEASURES
Certain non-GAAP financial measures referred to in this MD&A, namely “adjusted working capital deficiency”,
“cash available for distribution”, “discretionary reserve”, “enterprise value”, “interest coverage”, “payout ratio after
sustaining capital”, “payout ratio before sustaining capital”, “growth capital expenditures”, “sustaining capital expenditures”
and “total debt to total capitalization” are not measures recognized by GAAP. Certain additional GAAP financial measures
presented in the consolidated financial statements and referred to in this MD&A, namely “EBITDA”, “funds from operations”,
“funds from operations per unit”, and “total recourse debt to capitalization” are not measures recognized by GAAP. These
non-GAAP and additional GAAP financial measures do not have standardized meanings prescribed by GAAP and therefore
may not be comparable to similar measures presented by other entities. Investors are cautioned that non-GAAP and
additional GAAP financial measures should not be construed as alternatives to other measures of financial performance
calculated in accordance with GAAP.

Non-GAAP Financial Measures
The following non-GAAP financial measures are provided to assist investors with their evaluation of Inter Pipeline, including
their assessment of its ability to generate cash and fund monthly distributions. Management considers these non-GAAP
financial measures to be important indicators in assessing its performance.
Adjusted working capital deficiency is calculated by subtracting current liabilities from current assets including cash and
excluding the fair value of derivative financial instruments and current portion of long-term debt.
December 31
2012

(millions)

2011

Current assets
Cash and cash equivalents
Accounts receivable
Prepaid expenses and other deposits
Current liabilities
Distributions payable
Accounts payable and accrued liabilities
Current income taxes payable
Deferred revenue

		
		
$
63.9
$
50.0
146.5
109.1
30.1
10.9
		
		
(25.5)
(23.1)
(294.2)
(162.5)
(8.7)
(49.8)
(6.1)
(4.6)

Adjusted working capital deficiency

$

(94.0)

$

(70.0)

Cash available for distribution includes cash provided by operating activities less net changes in non-cash working
capital and sustaining capital expenditures. This measure is used by the investment community to calculate the annualized
yield of the units.
Discretionary reserve is calculated as cash available for distribution less actual distributions declared. This measure is
used by the investment community to determine the amount of cash reserved and reinvested in the business.
Enterprise value is calculated by multiplying the period-end closing unit price by the total number of units outstanding
and adding total debt (excluding discounts and debt transaction costs). This measure, in combination with other
measures, is used by the investment community to assess the overall market value of the business. Enterprise value is
calculated as follows:
  	

December 31
2012

(millions, except per unit amounts)

Closing unit price
Total closing number of Class A and B units outstanding

$

23.50
275.2

Market capitalization
Total debt

 	 6,466.2
3,127.6

Enterprise value

$

9,593.8

2011

$

18.63
264.2
4,921.2
2,672.1

$

7,593.3
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Growth capital expenditures are generally defined as expenditures which incrementally increase cash flow or earnings
potential of assets, expand the capacity of current operations or significantly extend the life of existing assets. This measure
is used by the investment community to assess the extent of discretionary capital spending.
Sustaining capital expenditures are generally defined as expenditures which support and/or maintain the current
capacity, cash flow or earnings potential of existing assets without the associated benefits characteristic of growth capital
expenditures. This measure is used by the investment community to assess the extent of non-discretionary capital spending.

		
		
Three Months Ended December 31
Growth

(millions)

Sustaining

Oil sands transportation
NGL extraction
Conventional oil pipelines
Bulk liquid storage
Corporate

$

105.7
$
11.5 		
2.6 		
5.9 		
– 		

  	

$

125.7

$

0.3
$
3.2 		
0.2 		
9.7 		
2.2 		
15.6

$

		
Growth

(millions)

2012

2011

Total

Total

106.0
14.7
2.8
15.6
2.2

$

23.0
4.9
3.2
9.6
0.7

141.3

$

41.4

Years Ended December 31

Sustaining

2012

2011

Total

Total

Oil sands transportation
NGL extraction
Conventional oil pipelines
Bulk liquid storage
Corporate

$

261.7
$
29.5 		
32.6
15.7
–

2.4
$
7.0 		
2.1
24.0 		
4.6

264.1
36.5
34.7
39.7
4.6

$

104.0
13.5
6.7
25.6
2.2

  	

$

339.5

40.1

379.6

$

152.0

$

$

Interest coverage is calculated as net income plus income taxes and borrowing costs divided by the sum of borrowing
costs, capitalized borrowing costs and any retirement of obligations. This measure is used by the investment community
to determine the ease with which borrowing cost are satisfied.
Payout ratio after sustaining capital is calculated by expressing distributions declared for the period as a percentage of
cash available for distribution after deducting sustaining capital expenditures for the period. This measure, in combination
with other measures, is used by the investment community to assess the sustainability of the current distributions.
Payout ratio before sustaining capital is calculated by expressing distributions declared for the period as a percentage
of cash available for distribution before deducting sustaining capital. This measure, in combination with other measures, is
used by the investment community to assess the sustainability of the current distributions.
Total debt to total capitalization is calculated by dividing the sum of total debt including demand facilities and excluding
discounts and debt transaction costs by total capitalization. Total capitalization includes the sum of total debt (as above)
and partners’ equity. This measure in combination with other measures, are used by the investment community to assess
the financial strength of the entity.
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Additional GAAP Financial Measures
The following additional GAAP financial measures are provided to assist investors with their evaluation of Inter Pipeline,
including their assessment of its ability to generate cash and fund monthly distributions. Management considers these
additional GAAP financial measures to be important indicators in assessing its performance.
EBITDA and funds from operations are reconciled from the components of net income as noted below. Funds from
operations are expressed before changes in non-cash working capital. Funds from operations per unit are calculated on
a weighted average basis using basic units outstanding during the period. These measures, together with other measures,
are used by the investment community to assess the source and sustainability of distributions.
 	

Three Months Ended December 31
2012

(millions)

Net income
Depreciation and amortization
Loss on disposal of assets
Non-cash expense
Unrealized change in fair value of derivative
  financial instruments
Deferred income tax expense
Proceeds from long-term leasehold inducements

$

Funds from operations
Total interest less capitalized interest
Current income tax expense
EBITDA

$

57.3
30.8
0.2
2.1

Years Ended December 31
2012

2011

$

45.8
25.4
–
2.9

$

307.2
123.1
0.2
4.2

2011

$

247.9
99.7
–
1.9

5.2
5.3
–

10.0
6.0
–

(44.4)
32.3
–

14.5
28.7
1.5

100.9
23.6
10.9

90.1
20.1
9.3

422.6
93.1
57.0

394.2
78.4
51.6

135.4

$

119.5

$

572.7

$

524.2

Total recourse debt to capitalization is calculated by dividing the sum of debt facilities outstanding with recourse to Inter
Pipeline (excluding discounts and debt transaction costs) by total capitalization excluding outstanding debt facilities with
no recourse to Inter Pipeline. This measure in combination with other measures, are used by the investment community to
assess the financial strength of the entity.

ELIGIBLE INVESTORS
Pursuant to Inter Pipeline’s LPA dated October 9, 1997, as amended, all unitholders are required to be residents of Canada.
A copy of the limited partnership agreement can be found at www.interpipelinefund.com. If a unitholder is a non-resident
of Canada (Non-Eligible unitholder), he will not be considered to be a member of the partnership effective the date the
Class A units were acquired. Inter Pipeline requires all Non-Eligible unitholders to dispose of their Class A units in accordance
with the limited partnership agreement.
In most cases, a unitholder with an address outside of Canada will be a Non-Eligible unitholder.

ADDITIONAL INFORMATION
Additional information relating to Inter Pipeline, including Inter Pipeline’s Annual Information Form, is available on
SEDAR at www.sedar.com. Inter Pipeline’s Statement of Corporate Governance is included in Inter Pipeline’s
Annual Information Form.
The MD&A has been reviewed and approved by the Audit Committee and the Board of Directors of the General Partner.
Dated at Calgary, Alberta this 21st day of February, 2013.
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Management’s responsibility for
financial reporting
The management of Pipeline Management Inc. (the “General Partner”), the General Partner of Inter Pipeline Fund (“Inter
Pipeline”), is responsible for the presentation and preparation of the accompanying consolidated financial statements of
Inter Pipeline.
The consolidated financial statements have been prepared by the General Partner in accordance with International
Financial Reporting Standards and, where necessary, include amounts based on the best estimates and judgments of the
management of the General Partner.
The management of the General Partner recognizes the importance of Inter Pipeline maintaining the highest possible
standards in the preparation and dissemination of statements presenting its financial condition. If alternative accounting
methods exist, management has chosen those policies it deems the most appropriate in the circumstances. In discharging
its responsibilities for the integrity and reliability of the financial statements, management of the General Partner has
developed and maintains a system of accounting and reporting supported by internal controls designed to ensure that
transactions are properly authorized and recorded, assets are safeguarded against unauthorized use or disposition, and
liabilities are recognized.
In accordance with the Limited Partnership Agreement, Ernst & Young LLP, an independent firm of chartered accountants,
was appointed by the General Partner to audit Inter Pipeline’s financial statements and provide an independent audit
opinion. To provide their opinion on the accompanying consolidated financial statements, Ernst & Young LLP review Inter
Pipeline’s system of internal controls and conduct their work to the extent they consider appropriate.
The Audit Committee, comprised entirely of independent directors, is appointed by the Board of Directors of the General
Partner. The Audit Committee meets quarterly to review Inter Pipeline’s interim consolidated financial statements and
Management’s Discussion and Analysis and recommends their approval to the Board of Directors. As well, the Audit
Committee meets annually to review Inter Pipeline’s annual consolidated financial statements and Management’s Discussion
and Analysis and recommends their approval to the Board of Directors. The Board of Directors of the General Partner
approves Inter Pipeline’s interim and annual consolidated financial statements and the accompanying Management’s
Discussion and Analysis.
Pipeline Management Inc., as General Partner of Inter Pipeline Fund

David W. Fesyk						
President and Chief Executive Officer				
February 21, 2013
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William A. van Yzerloo
Chief Financial Officer					

Independent auditors’ report
To the Partners of Inter Pipeline Fund
We have audited the accompanying consolidated financial statements of Inter Pipeline Fund, which comprise the
consolidated balance sheets as at December 31, 2012 and 2011, and the consolidated statements of changes in partners’
equity, net income, comprehensive income and cash flows for the years ended December 31, 2012 and 2011, and a
summary of significant accounting policies and other explanatory information.
Management’s responsibility for the consolidated financial statements
Management of Pipeline Management Inc. on behalf of Inter Pipeline Fund is responsible for the preparation and fair
presentation of these consolidated financial statements in accordance with International Financial Reporting Standards,
and for such internal control as management determines is necessary to enable the preparation of consolidated financial
statements that are free from material misstatement, whether due to fraud or error.
Auditors’ responsibility
Our responsibility is to express an opinion on these consolidated financial statements based on our audits. We conducted
our audits in accordance with Canadian generally accepted auditing standards. Those standards require that we comply
with ethical requirements and plan and perform the audit to obtain reasonable assurance about whether the consolidated
financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated
financial statements. The procedures selected depend on the auditors’ judgment, including the assessment of the
risks of material misstatement of the consolidated financial statements, whether due to fraud or error. In making those
risk assessments, the auditors consider internal control relevant to the entity’s preparation and fair presentation of the
consolidated financial statements in order to design audit procedures that are appropriate in the circumstances, but not for
the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit also includes evaluating
the appropriateness of accounting policies used and the reasonableness of accounting estimates made by management,
as well as evaluating the overall presentation of the consolidated financial statements.
We believe that the audit evidence we have obtained in our audits is sufficient and appropriate to provide a basis for our
audit opinion.
Opinion
In our opinion, the consolidated financial statements present fairly, in all material respects, the financial position of Inter
Pipeline Fund as at December 31, 2012 and 2011, and its financial performance and its cash flows for the years ended
December 31, 2012 and 2011 in accordance with International Financial Reporting Standards.

Calgary, Canada
February 21, 2013

Chartered Accountants
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Consolidated Balance Sheets
 	

As at December 31
2012

(thousands of Canadian dollars)

ASSETS
Current Assets
Cash and cash equivalents (note 21)
Accounts receivable
Derivative financial instruments (note 17)
Prepaid expenses and other deposits
Total Current Assets

$

Non-Current Assets
Derivative financial instruments (note 17)
Property, plant and equipment (note 6)
Goodwill and intangible assets (note 7)

2011

63,902
146,545
20,816
30,059
261,322

$

4,865
4,714,627
609,384

Total Assets
LIABILITIES AND PARTNERS’ EQUITY
Current Liabilities
Distributions payable (note 8)
Accounts payable and accrued liabilities (note 14)
Current income taxes payable (note 12)
Derivative financial instruments (note 17)
Deferred revenue
Current portion of long-term debt (note 9)
Commercial paper (note 9)

50,021
109,145
5,167
10,917
175,250
9,772
4,081,036
502,009

$ 5,590,198

$

4,768,067

$

$

23,114
162,499
49,753
25,746
4,583
90,989
1,464,369

25,452
294,240
8,685
8,336
6,074
–
1,351,132

Total Current Liabilities

1,693,919

1,821,053

Non-Current Liabilities
Long-term debt (note 9)
Long-term payable
Derivative financial instruments (note 17)
Provisions (note 10)
Employee benefits (note 11)
Long-term deferred revenue and other liabilities
Deferred income taxes (note 12)

1,760,902
4,865
–
59,941
9,631
16,958
384,531

1,102,288
9,772
11,035
37,018
6,989
17,652
342,474

Total Liabilities

3,930,747

3,348,281

Commitments (notes 6 and 15)
Partners’ Equity
Partners’ equity (note 13)
Total reserves (note 13)

1,682,955
(23,504)

1,452,066
(32,280)

Total Partners’ Equity

1,659,451

1,419,786

$

Total Liabilities and Partners’ Equity
See accompanying notes to the consolidated financial statements.

On behalf of the Board of Pipeline Management Inc., as General Partner of the Partnership:

John F. Driscoll
Director
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William D. Robertson
Director

5,590,198

$

4,768,067

Consolidated Statements of
Changes in Partners’ Equity
(thousands of Canadian dollars)

Class A
Limited
Liability
Partnership
Units

Class B
Unlimited
Liability		 Total
Partnership
Reserves
Partners’
Units
(note 13)
Equity

Balance, January 1, 2012
$
Net income for the year		
Other comprehensive income		

1,450,617
$
306,846		
–		

1,449
$
307		
–		

(32,280)
$ 1,419,786
–
307,153
8,776		
8,776

 		1,757,463		
Distributions declared (note 8)		 (284,946)		
Issuance of Partnership units (note 13)
Issued under Premium Distribution™ and
   Distribution Reinvestment Plan		
208,757		

1,756		 (23,504)
(285)		
–

Balance, December 31, 2012

1,681

$

Balance, January 1, 2011
$
Net income for the year		
Other comprehensive income		

1,681,274

$

1,359,377
$
247,684		
–		

210		
$

1,358
$
248		
–		

1,735,715
(285,231)

–

208,967

(23,504)

$ 1,659,451

(32,686)
$ 1,328,049
–		
247,932
406		
406

 		1,607,061		
Distributions declared (note 8)		 (251,497)		
Issuance of Partnership units (note 13)
Issued under Premium Distribution™ and
  
Distribution Reinvestment Plan		 95,053		

1,606		 (32,280)		1,576,387
(252)		
–		 (251,749)

Balance, December 31, 2011

1,449

$

1,450,617

$

95		
$

–		
(32,280)

$

95,148

1,419,786

See accompanying notes to the consolidated financial statements.
™ Denotes trademark of Canaccord Capital Corporation.
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Consolidated Statements of
Net Income
 	

Twelve Months Ended December 31
2012

(thousands of Canadian dollars)

REVENUES
Operating revenues

$ 1,187,023

2011

$

1,151,567

EXPENSES
Shrinkage gas
Midstream product purchases
Operating (note 20)
Depreciation and amortization
Financing charges (note 19)
General and administrative (note 20)
Unrealized change in fair value of derivative financial instruments (note 17)
Acquisition fee to General Partner (notes 4 and 14)
Management and incentive fees to General Partner (note 14)
Loss on disposal of assets

206,525
31,905
293,150
123,132
97,618
64,046
(44,363)
4,591
13,832
179

278,114
–
285,272
99,716
80,216
54,824
14,539
–
10,641
23

 	

790,615

823,345

INCOME BEFORE INCOME TAXES		396,408

328,222

Provision for income taxes (note 12)
Current
Deferred

57,002
32,253

51,590
28,700

 	

89,255

80,290

NET INCOME

$

307,153

$

247,932

Net income per Partnership unit (note 13)
Basic and diluted

$

1.14

$

0.95

See accompanying notes to the consolidated financial statements.
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Consolidated Statements of
Comprehensive Income
 	

Twelve Months Ended December 31
2012

(thousands of Canadian dollars)

NET INCOME

$

OTHER COMPREHENSIVE INCOME (note 13)
Unrealized gain on translating financial statements of foreign operations
Actuarial loss on defined benefit pension plan (note 11)
Transfer of losses on derivatives previously designated
   as cash flow hedges to net income (note 17)
Income tax relating to defined benefit pension reserve (note 12)

$

10,486
(1,925)

 	
COMPREHENSIVE INCOME

307,153

2011

$

247,932

4,472
(6,167)

–
215

809
1,292

8,776

406

315,929

$

248,338

See accompanying notes to the consolidated financial statements.
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Consolidated Statements
of Cash Flows
 	

Twelve Months Ended December 31
2012

(thousands of Canadian dollars)

OPERATING ACTIVITIES
Net income
Items not involving cash:
Depreciation and amortization
Loss on disposal of assets
Non-cash expense
Unrealized change in fair value of derivative financial instruments
Deferred income tax expense
Proceeds from long-term lease inducements

$

307,153

2011

$

247,932

123,132
179
4,236
(44,363)
32,253
–

99,716
23
1,826
14,539
28,700
1,480

Funds from operations
Net change in non-cash operating working capital (note 21)

422,590
(47,338)

394,216
66,288

Cash provided by operating activities

375,252

460,504

INVESTING ACTIVITIES
Expenditures on property, plant and equipment
Proceeds on sale of assets
Acquisition of Inter Terminals (note 4)
Assumption of cash on acquisition of Inter Terminals (note 4)
Net change in non-cash investing working capital (note 21)

(378,010)
356
(509,713)
48,293
100,489

(152,003)
474
–
–
7,710

Cash used in investing activities

(738,585)

(143,819)

FINANCING ACTIVITIES
Cash distributions (note 8)
Increase (decrease) in debt
Transaction costs on debt
Net change in non-cash financing working capital (note 21)

(76,264)
455,402
(1,924)
412

(156,601)
(129,169)
(6,078)
2,470

Cash provided by (used in) financing activities

377,626

(289,378)

(412)

Effect of foreign currency translation on foreign currency denominated cash

207

13,881
50,021

Increase in cash and cash equivalents
Cash and cash equivalents, beginning of year

27,514
22,507

Cash and cash equivalents, end of year

$

63,902

$

50,021

Cash taxes paid

$

98,100

$

2,643

Cash interest paid

$

97,416

$

70,337

See accompanying notes to the consolidated financial statements.
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Notes to Consolidated
Financial Statements
December 31, 2012
(tabular amounts in thousands of Canadian dollars, except as otherwise indicated)

STRUCTURE OF THE PARTNERSHIP
Inter Pipeline Fund (Inter Pipeline) was formed as a limited partnership under the laws of Alberta pursuant to a
Limited Partnership Agreement (LPA) dated October 9, 1997. Inter Pipeline’s Class A limited liability partnership units
(Class A units) are listed on the Toronto Stock Exchange and are classified as partners’ equity in the consolidated
balance sheets. Pursuant to the LPA, Pipeline Management Inc. (the General Partner) is required to maintain a minimum
0.1% interest in Inter Pipeline. Inter Pipeline is dependent on the General Partner for administration and management
of all matters relating to the operation of Inter Pipeline. Inter Pipeline is comprised of four industry operating segments
located in two geographic segments: oil sands transportation business, NGL extraction business and conventional oil
pipelines business all operate in Canada, while the bulk liquid storage business operates in Europe, as discussed below
in the segment reporting policy. The head office, principal address and records office of Inter Pipeline are located in
Calgary, Alberta, Canada.
Under the LPA, the General Partner is entitled to recover all direct and indirect expenses, including general and administrative
expenses, incurred on behalf of Inter Pipeline. The General Partner also receives an annual base fee equal to 2% of
Inter Pipeline’s annual “Operating Cash” as defined in the LPA. In addition, the General Partner is entitled to earn an
annual incentive fee of 15% of Inter Pipeline’s annual distributable cash, as defined in the LPA (LPA Distributable Cash),
in excess of $1.01 per unit annually but less than or equal to $1.10 per unit annually, 25% of available Distributable Cash
in excess of $1.10 per unit annually but less than or equal to $1.19 per unit annually, and 35% of available Distributable
Cash in excess of $1.19 per unit annually; an acquisition fee of 1.0% of the purchase price of any assets acquired by
Inter Pipeline (excluding the pipeline assets originally acquired); and a disposition fee of 0.5% of the sale price of any assets
sold by Inter Pipeline.
Inter Pipeline currently makes monthly distributions to holders of the Class A units and Class B unlimited liability partnership
units (Class B units) (collectively Partnership units) as discussed in note 8.
The General Partner holds a 0.1% partnership interest in Inter Pipeline represented by Class B units. Public investors
hold the remaining 99.9% partnership interest as limited partners represented by Class A units. The General Partner’s
0.1% partnership interest is controlled by Pipeline Assets Corp. (PAC).
The General Partner is a wholly owned subsidiary of PAC, a corporation controlled solely by the Chairman of the Board of
the General Partner. Certain officers and directors of the General Partner have non-voting shares in PAC that entitle them
to dividends.
These audited consolidated annual financial statements were authorized for issue by the Board of Directors of the General
Partner on February 21, 2013.
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1. STATEMENT OF COMPLIANCE AND BASIS OF PREPARATION
These consolidated financial statements have been prepared in accordance with International Financial Reporting Standards
(IFRS) as issued by the International Accounting Standards Board (IASB). The accounting policies that follow have been
consistently applied to all years presented.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
a)

Measurement Basis

The financial statements are prepared on a going concern basis, under the historical cost convention except for derivative
financial assets and liabilities and long-term receivable/long-term payable that have been measured at fair value through
profit or loss (FVTPL) and long-term incentive plan (LTIP) awards that have been measured at fair value.
The preparation of financial statements in accordance with IFRS requires the use of certain critical accounting estimates.
It also requires management to exercise judgment in applying Inter Pipeline’s significant accounting policies. The areas
involving a higher degree of judgment or complexity, or areas where assumptions and estimates are significant to the
financial statements are disclosed in note 2(c).

b)

Basis of Consolidation

These consolidated financial statements include the accounts of Inter Pipeline and its subsidiaries. The financial statements
of the subsidiaries are prepared for the same reporting period as Inter Pipeline, using consistent accounting policies.
Business Combinations
Business acquisitions are accounted for using the acquisition method of accounting at the date control of a business
is obtained. The cost of an acquisition is measured as the aggregate of the fair values of the assets given or equity
instruments issued, net of liabilities incurred or assumed, and is allocated to the fair value of the acquiree’s identifiable net
assets acquired, including intangible assets. Goodwill is recognized when the cost of the acquisition exceeds the fair value
of the identifiable net assets acquired. Costs directly associated with the acquisition are expensed.
Subsidiaries
Subsidiaries are fully consolidated from the date of acquisition, being the date on which Inter Pipeline obtained control, and
continue to be consolidated until the date that such control ceases. Intercompany balances, transactions, and unrealized
gains and losses from intercompany transactions, are eliminated on consolidation.
Interest in Joint Venture
Inter Pipeline has an indirect 85% interest in the Cold Lake Pipeline Limited Partnership (Cold Lake LP) and an 85% interest
in its general partner, Cold Lake Pipeline Ltd. (collectively Cold Lake). The results of Cold Lake are consolidated in a manner
that reflects Inter Pipeline’s 85% ownership interest in the individual income, expenses, assets, liabilities and cash flows of
Cold Lake on a line by line basis in the consolidated results.
Interest in Jointly Controlled Assets
Inter Pipeline has a 50% interest in the Empress V NGL extraction facility which is accounted for as a jointly controlled
asset. All strategic financial and operating decisions must be jointly agreed by all parties to the joint arrangement and all
parties have direct exclusive rights to their joint interest share of the Empress V assets and the economic benefit generated
from them. Accordingly, the results of Empress V are consolidated in a manner that reflects Inter Pipeline’s proportionate
50% interest in the individual income, expenses, assets, liabilities and cash flows of Empress V on a line by line basis in the
consolidated results.
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c)

Critical Accounting Estimates and Judgments

The preparation of the annual consolidated financial statements in accordance with IFRS requires management to make
judgments, estimates and assumptions that affect the application of accounting policies and the reported amounts of
assets, liabilities, income and expenses. Estimates and underlying assumptions are reviewed on an ongoing basis and
are based on management’s experience and other factors, including expectations about future events that are believed
to be reasonable under the circumstances. Revisions to accounting estimates are recognized in the period in which the
estimates are revised and in any future periods affected.
The amounts recorded for derivative financial instruments; long-term payable/long-term receivable; business combinations;
non-financial asset impairment; depreciation and amortization; provisions; and deferred income taxes are based on
estimates. By their nature, these estimates are subject to measurement uncertainty and the effect on the financial statements
of changes in such estimates in future years could be material. The following discusses the most significant accounting
judgments and estimates that Inter Pipeline has made in the preparation of these consolidated financial statements.
Derivative Financial Instruments and Long-Term Payable/Long-Term Receivable
Inter Pipeline utilizes derivative financial instruments to manage its exposure to market risk relating to commodity prices,
foreign exchange and interest rates. All derivative financial instruments and the long-term payable/long-term receivable are
measured at fair value.
The fair values of derivative financial instruments and the long-term payable/long-term receivable are based on an
approximation of the amounts that would have been paid to or received from counterparties to settle the instruments
outstanding. The fair values of derivative financial instruments and the long-term payable/long-term receivable are
calculated by Inter Pipeline using a discounted cash flow methodology with reference to actively quoted forward prices
and/or published price quotations in an observable market and market valuations provided by counterparties. Forward
prices for NGL swaps are less transparent because they are less actively traded. These forward prices are assessed
based on available market information for the time frame for which there are derivative financial instruments in place.
These fair values are discounted using a risk-free rate plus a credit premium that takes into account the credit quality of
the instrument. By their nature, these estimates are subject to measurement uncertainty and the effect on the financial
statements of changes in these estimates could be material. These estimates may not necessarily be indicative of the
amounts that could be realized or settled in a current market transaction and differences could be significant. A significant
change in commodity prices, foreign exchange rates or interest rate assumptions underlying mark-to-market valuations
of derivative financial instruments and the long-term payable/long-term receivable would change the fair value reported in
the consolidated balance sheets and unrealized change in fair value of derivative financial instruments in the consolidated
statements of net income.
Business Combinations
The consideration transferred of an acquired business is allocated to the identifiable assets acquired and liabilities assumed
at their estimated fair values on the acquisition date. The excess of the consideration transferred over the amount allocated
to net assets is recorded as goodwill. All available information is used to estimate fair values. External consultants are
typically engaged to assist in the fair value determination of identifiable intangible assets and other significant assets or
liabilities. The preliminary allocation of consideration transferred may be adjusted, as necessary, up to one year after the
acquisition closing date due to additional information impacting asset valuation and liabilities assumed.
The allocation process of the consideration transferred involves uncertainty as management is required to make assumptions
and apply judgment to estimates of the fair value of the acquired assets and liabilities, including highest and best use of
assets. Quoted market prices and widely accepted valuation techniques, including discounted cash flows and market
multiple analyses are used to estimate the fair market value of the assets and liabilities and depreciated replacement costs
is used for the valuation of tangible assets. These estimates include assumptions on inputs within the discounted cash
flow calculations related to forecasted revenues, cash flows, contract renewals, asset lives, industry economic factors and
business strategies.
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In certain circumstances Inter Pipeline may also be required to consider the differences between the acquisition of a
business and the purchase of assets depending on the terms of an acquisition contract. Certain judgments can be made
in this determination which could impact the valuation and recognition of assets acquired and liabilities assumed. When
an asset acquisition occurs the identifiable assets acquired and liabilities assumed are allocated based on the cost of the
acquisition and no goodwill or gain on a bargain purchase is recognized.
Goodwill Impairment
For the purposes of Inter Pipeline’s goodwill impairment testing, fair value is estimated using a discounted cash flow
methodology. This method estimates fair value less costs to sell using a discounted ten year forecasted cash flow with a
terminal value, based on Inter Pipeline’s assessment of the long-term outlook for each business. Cash flows are estimated
from several sources including internal budgets and long-term contractual transportation agreements with shippers.
Observable market data is used to develop discount rates for each business, which approximate the discount rate from a
market participant’s perspective.
The determination of the magnitude of impairment involves the use of estimates, assumptions and judgments on highly
uncertain matters particularly with respect to determining fair value less costs to sell. Such estimates, assumptions and
judgments include, but are not limited to, the choice of discount rates that reflect appropriate asset-specific risks, timing
of revenue and customer turnover, inflation factors for projected operating and maintenance capital expenditures and
commodity prices.
Impairment indicators include a significant decline in an asset’s market value, significant adverse changes in the technological,
market, economic or legal environment in which the assets are operated, evidence of obsolescence or physical damage
of an asset, significant changes in the planned use of an asset, or ongoing under-performance of an asset. Application of
these factors to the facts and circumstances of a particular asset requires a significant amount of judgment.
Depreciation and Amortization
Calculation of the net book value of property, plant and equipment and intangible assets requires Inter Pipeline to make
estimates of the useful life of the assets, residual value at the end of the asset’s useful life, method of depreciation and
amortization and whether impairment in value has occurred. Residual values of the assets, estimated useful lives and
depreciation and amortization methodology are reviewed annually with prospective application of any changes, if deemed
appropriate. Changes to estimates and specifically those related to pipeline assets, which could be significant, could be
caused by a variety of factors, including changes to the physical life of the assets as well as the estimated remaining life of
crude oil reserves expected to be gathered and shipped on these pipeline systems. A change in any of the estimates would
result in a change in the amount of depreciation and, as a result, a charge to net income recorded in the period in which the
change occurs, with a similar change in the carrying value of the asset on the consolidated balance sheets.
Provisions
Inter Pipeline is required to apply a number of assumptions in estimating provisions recorded for decommissioning and
environmental remediation associated with Inter Pipeline’s sites. Liabilities are calculated based on current price estimates
using current technologies in accordance with current legal or constructive requirements. Liabilities are adjusted for inflation
to reflect the timing of when the decommissioning or remediation activity is anticipated. Where a range of estimates exists,
the possible outcomes are weighted to determine a probable settlement value or the midpoint is used where all outcomes
are equally likely. Inter Pipeline’s decommissioning obligations are expected to occur when the assets are no longer
economically viable. The economic lives of these assets are estimated based on future expectations involving the supply of
petroleum, chemical and other products and demand for certain services and therefore the timing of decommissioning may
change significantly in the future. Actual costs and cash outflows may differ from these estimates due to changes in laws
or regulations, timing of projects, costs and technology. As a result, there could be material adjustments to the provisions
established. If the effect of the time value of money is material, provisions are discounted to their present value using a
pre-tax risk-free rate.
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NGL Extraction Business and Bulk Liquid Storage Business
NGL extraction and the bulk liquid storage businesses consist mainly of three NGL extraction facilities and twelve leased
bulk liquid storage facilities, respectively. Inter Pipeline’s decommissioning obligation represents the present value of the
expected cost to be incurred upon the termination of operations and closure of the NGL extraction facilities and leased bulk
liquid storage sites. The estimated costs for decommissioning obligations include such activities as dismantling, demolition
and disposal of the facilities and equipment, as well as remediation and restoration of the facility sites.
Conventional Oil Pipelines Business and Oil Sands Transportation Business
Property, plant and equipment related to the conventional oil pipelines and oil sands transportation businesses consist
primarily of underground pipelines and above ground equipment and facilities. The potential cost of future decommissioning
activities is a function of several factors, including regulatory requirements at the time of pipeline abandonment, the size
of the pipeline and the pipeline’s location. Decommissioning requirements can vary considerably, ranging from purging
product from the pipeline, refilling with inert gas and capping all open ends to removal of the pipeline and reclamation of
the right-of-way. Under current regulations, the estimated cost for the decommissioning obligation include: purging product
from the pipeline, refilling with inert gas and capping all open ends and removal of surface facilities and reclamation of the
surface facility sites.
Deferred Income Taxes
Deferred tax assets are recognized to the extent that it is probable that taxable profit will be available against which the
deductible temporary differences and carried forward tax losses can be utilized. Assessing the recoverability of deferred
taxes requires management to make significant estimates related to expectations of future taxable income. Estimates of
future taxable income are based on forecasted funds from operations and the application of existing tax laws.
The carrying amount of deferred tax assets is reviewed each reporting date and reduced to the extent that it is no longer
probable that sufficient taxable profit will be available to allow all or part of the deferred tax asset to be utilized. Unrecognized
deferred tax assets are reassessed at each reporting date and are recognized to the extent that it has become probable
that future taxable profits will allow the deferred tax asset to be recovered.
Deferred income taxes contain uncertainties because of the assumptions made about when deferred tax assets are likely
to reverse, and a judgment as to whether or not there will be sufficient taxable profits available to offset the tax assets when
they do reverse. This requires assumptions regarding future profitability and is therefore inherently uncertain.
Change in Estimate
In 2011, the NGL extraction business recorded additional revenues, as a result of a price adjustment relating to propaneplus sales at the Cochrane NGL extraction facility from 2007 to 2011. The impact of this change was an increase in
revenues in 2011 of $20.5 million.

d)

Segment Reporting

Inter Pipeline determines its reportable segments based on the nature of its operations and geographic location, which is
consistent with how the business is managed and results reported to the chief operating decision maker. Each operating
segment also uses a measure of profit and loss that represents income before income taxes. Operating segment assets
and liabilities are measured on the same basis as consolidated assets and liabilities.
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Industry Segments
The oil sands transportation business consists of three pipeline systems that transport petroleum products and provide
related blending and handling services in northern Alberta and includes a new diluent system, which entered commercial
service in the third quarter of 2012. The Corridor, Cold Lake and Polaris pipeline systems operate under long-term contracts
with a limited number of customers. The NGL extraction business consists of processing natural gas to extract natural gas
liquids (NGLs) including ethane and a mixture of propane, butane and pentanes plus (collectively known as propane-plus).
The conventional oil pipelines business primarily involves the transportation, storage and processing of hydrocarbons.
On April 1, 2012, Inter Pipeline internalized the midstream marketing blending and handling services within its conventional
oil pipelines business segment, which were previously provided by a third party. The bulk liquid storage business involves
the primary storage and handling of bulk liquid products through the operation of eight bulk liquid storage terminals located
in the UK, Germany, and Ireland, referred to collectively as Simon Storage, and four bulk liquid storage terminals located
in Denmark, referred to collectively as Inter Terminals.
Geographic Segments
Inter Pipeline has two geographic segments, Canada and Europe. The bulk liquid storage business is located in Europe,
while all other operating segments are located in Canada.

e)

Revenue Recognition

Oil Sands Transportation Business
Capital fee revenue on the Cold Lake pipeline system is recognized based on volumes transported and services provided to
each shipper. In addition, an operating fee equivalent to substantially all of the Cold Lake L.P.’s operating costs is recovered
from the Cold Lake shippers.
Revenue on the Corridor pipeline system is recognized as services are provided in accordance with terms prescribed by
the Firm Service Agreement (FSA) with the shippers. Under the terms of the FSA, revenues are determined by an agreed
upon annual revenue requirement formula which allows for the recovery of prescribed expenditures and costs associated
with the operation of the Corridor pipeline system, including debt financing costs, all operating costs, Rate Base (as defined
in the FSA) depreciation and taxes, as well as a rate of return on the equity component of the Rate Base determined with
reference to a spread over a long-term bond yield reported by the Bank of Canada.
The Polaris pipeline system recognizes capital fee revenue based on available capacity to each shipper. In addition, an
operating fee equivalent to all of the pipeline’s operating costs is recovered from the Polaris pipeline system’s shippers.
NGL Extraction Business
Revenue for the NGL extraction facilities is recognized when the earnings process is complete. This is as the service is
provided or when products are shipped to the customer in accordance with the terms of the sales contract, title or risk of
loss has been transferred and pricing is either fixed or determinable. Revenue recognition is based on three methodologies:
according to the terms of the profit share agreements which include an annualized adjustment; fee based revenue which is
recognized when volumes are produced; and cost of service revenue, which is predominantly based on a fixed monthly fee.
Conventional Oil Pipelines Business
Revenues associated with the transportation, storage and processing of hydrocarbons on the conventional oil pipelines
gathering systems, namely trunk line tariffs and gathering tariffs are recognized as the services are provided. The majority of
volumes are transported on the conventional oil pipelines gathering systems under short-term contracts with a fixed tolling
arrangement and no volume commitment made by the shipper.
As a result of internalizing the midstream marketing services, volumes purchased by Inter Pipeline to be used in the
blending process, that are then resold at a pre-arranged agreed-upon differential, are recognized on a net basis. Sales
of additional volumes created through the blending process are recognized on a gross basis with corresponding product
purchases of blend components. Revenue is recognized when title is transferred.
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Bulk Liquid Storage Business
Revenues are derived from the storage and handling of bulk liquid products and provision of complementary services and
are recognized as the services are provided. Revenue is measured at the fair value of the consideration received, excluding
discounts, rebates and sales taxes or duties. Revenue received in advance is recognized over the duration of the contract
to which it applies.
Deferred Revenue
Deferred revenue represents cash received in excess of revenues recognized.

f)

Cash and Cash Equivalents

Cash and cash equivalents consist of bank accounts and overnight deposits with original maturities of three months or less.

g)

Long-Term Receivable and Long-Term Payable

Inter Pipeline (Corridor) Inc. (Corridor) utilizes an interest rate derivative to manage a portion of its interest rate risk. Gains
or losses arising on the interest rate swap contract are payable to, or recoverable from, the Corridor shippers, respectively;
therefore the long-term portion of the unrealized gain or loss has been recorded as a long-term asset or liability. The
current portion is included in accounts receivable or accounts payable and accrued liabilities. Inter Pipeline has chosen to
designate the long-term receivable/payable as FVTPL as it represents unrealized gains or losses on interest rate swaps
that are classified as FVTPL (note 2p).

h)

Property, Plant and Equipment

The calculation of depreciation for property, plant and equipment includes assumptions related to useful lives and residual
values. The assumptions are based on management’s experience with similar assets and corporate policies.
Oil Sands Transportation Business
Property, plant and equipment in the oil sands transportation business consist of pipelines and related facilities. Depreciation
of capital costs is calculated on a straight-line basis over the estimated service life of the assets, which is 80 years. The
cost of pipelines and facilities includes all expenditures directly attributable to bringing the pipeline to the location and
condition necessary for its intended use, including costs incurred for system construction, expansion and betterments until
the assets are available for use. Pipeline system costs also include an allocation of directly attributable overhead costs and
capitalized borrowing costs. Capitalization of borrowing costs ceases when the related property, plant and equipment is
substantially complete and ready for its intended productive use.
Pipeline line fill and tank working inventory for the Cold Lake and Corridor pipeline systems represent petroleum based
product purchased for the purpose of charging the pipeline system and partially filling the petroleum product storage tanks
with an appropriate volume of petroleum products to enable commercial operation of the facilities and pipeline. Pipeline
line fill for the Polaris pipeline system is owned by the shippers directly. The cost of line fill includes all direct expenditures
for acquiring the petroleum based products. These product volumes will be recovered upon the ultimate retirement and
decommissioning of the pipeline system under the terms of the agreement. Cold Lake line fill is carried at cost and Corridor
line fill is carried at cost less accumulated depreciation. Proceeds from the sale of Cold Lake line fill will be fully available to
Inter Pipeline, whereas proceeds from the sale of Corridor’s line fill will be used to fund the cost of any decommissioning
obligations and to the extent Corridor’s decommissioning obligations exceed the value of the line fill, Inter Pipeline will be
obligated to fund the excess. To the extent the value of the line fill exceeds the decommissioning obligation; the excess
funds will be refunded to the Corridor shippers. Depreciation of Corridor line fill is calculated on the same basis as the
related property, plant and equipment.
NGL Extraction Facilities and Equipment
Property, plant and equipment of the NGL extraction business are comprised primarily of three extraction facilities and
associated equipment. Expenditures on facility expansions, major repairs and maintenance, or betterments are capitalized,
while routine maintenance and repair costs are expensed as incurred. Depreciation of the extraction facilities and additions
thereto is charged once the assets are ready for their intended use, and is calculated on a straight-line basis over the
30 year estimated useful life of the assets.
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Conventional Oil Pipelines Business
Expenditures on conventional oil pipelines system expansions and betterments are capitalized. Maintenance and repair
costs are expensed as incurred. Pipeline integrity verification and repair costs are also expensed as incurred. Depreciation
of pipeline facilities and equipment commences when the pipelines are available for use. Depreciation of the capital costs
is calculated on a straight-line basis over the estimated 80 year service life of the Bow River pipeline system assets and
30 year service life of the Central Alberta and Mid-Saskatchewan pipeline system assets. These estimates are connected
to the estimated remaining life of the crude oil reserves expected to be gathered and shipped on these pipeline systems.
Pipeline line fill and tank working inventory for the conventional oil pipelines system represents petroleum based product
purchased for the purpose of charging the pipeline system and partially filling the petroleum product storage tanks with an
appropriate volume of petroleum products to enable commercial operation of the facilities and pipeline. The cost of line fill
includes all direct expenditures for acquiring the petroleum based products. These product volumes will be recovered upon
the ultimate retirement and decommissioning of the pipeline system and are carried at cost.
Storage Facilities and Equipment
The bulk liquid storage business’ property, plant and equipment consist of storage facilities and associated equipment.
Expenditures on expansion and betterments are capitalized, while maintenance and repair costs are expensed as incurred.
Depreciation of the property, plant and equipment is calculated on a straight-line basis over the estimated service life of the
assets, the majority of which ranges from four to 70 years.

i)

Goodwill and Intangible Assets

Goodwill
Inter Pipeline has goodwill in four of its cash generating units (CGU’s): the Corridor and Polaris pipeline systems in the
oil sands transportation business and Simon Storage and Inter Terminals in the bulk liquid storage business. Assets are
grouped in CGU’s which are the lowest levels for which there are separately identifiable cash inflows. Goodwill represents
the excess of the consideration transferred over the fair value of the net identifiable assets of the Corridor, Polaris, Simon
Storage and Inter Terminals CGU’s. After initial recognition, goodwill is carried at cost less any write downs for impairment.
During each fiscal year and as economic events dictate, management conducts an impairment test taking into consideration
any events or circumstances which might have impaired the recoverable amount. If the carrying amount of the individual
CGU exceeds its recoverable amount, an impairment loss is recognized to the extent that the carrying amount of the
goodwill exceeds its recoverable amount, determined on a fair value less costs to sell discounted cash flow basis.
Where goodwill forms part of a CGU and part of the operation within that unit is disposed of, the goodwill associated with
the operation disposed of is included in the carrying amount of the operation when determining the gain or loss on disposal
of the operation. Goodwill disposed of in this circumstance is measured based on the relative values of the operation
disposed of and the portion of the CGU retained.
Intangible Assets
Inter Pipeline’s intangible assets are amortized using an amortization method and term based on estimates of the useful
lives of these assets.
Cold Lake Transportation Services Agreement
The Cold Lake Transportation Services Agreement (TSA) intangible asset is the estimated value, using a discounted cash
flow analysis, of the shipping agreement entered into with the Cold Lake founding shippers on the Cold Lake pipeline
system as valued on January 2, 2003. Although the ship-or-pay portion of the TSA expired on December 31, 2011, the
term of the TSA extends until the Cold Lake LP gives notice that it forecasts it will earn less than $1.0 million of capital
fees in the year. The Cold Lake founding shippers may contract with a third party to transport their dedicated petroleum
after giving the Cold Lake LP notice of at least 20 months prior to the effective date and meeting certain conditions. The
Cold Lake LP has the right to match any new service offer from a third party. This intangible asset is being amortized on a
straight-line basis over 30 years. The remaining amortization period of the TSA is approximately 19 years.
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Customer Contracts, Relationships and Tradename
The NGL extraction business’ intangible assets consist of customer contracts for the sales of ethane and propane-plus.
Contracts include fee-based contracts, cost-of-service contracts and commodity-based arrangements. The value of these
contracts, calculated assuming anticipated renewals, is estimated to be realized over an average period of 30 years since
the date of acquisition of July 28, 2004, which is the period over which amortization is being charged using the straightline method. Should the useful life or the likelihood of the renewal of the customer contracts change, the amortization of
the remaining balance would change accordingly. The average remaining amortization period of the customer contracts is
approximately 22 years.
Within the bulk liquid storage business segment, Simon Storage’s intangible assets consist of a customer contract for the
storage and handling of bulk liquid products and tradename. These assets are being amortized over 30 years. Should
the likelihood of the renewal of the customer contract or estimated life of the tradename change, the amortization of the
remaining balance would change accordingly. The remaining amortization period of the customer contract and tradename
is approximately 23 years. Inter Terminals’ intangible assets, also within the bulk liquid storage business segment, consist
of customer contracts with agreed guaranteed payments for storage revenue and minimum throughput volumes. These
assets are being amortized over the remaining lives of the contracts on a contract-by-contract basis, the majority of which
ranged from eight months to 30 months at the date of acquisition. At December 31, 2012, some of the contracts are fully
amortized, while the remaining amortization period of those contracts not yet fully amortized is six to 18 months.
Patent
A patented operational process utilized in one of the NGL extraction facilities is being amortized on a straight-line basis
over 14 years from the acquisition of the NGL extraction business on July 28, 2004. The remaining amortization period of
the patent is approximately six years.

j)

Borrowing Costs

Borrowing costs directly attributable to the acquisition, construction or production of a qualifying asset that takes a
substantial period of time to get ready for its intended use are capitalized as part of the cost of the related assets,
until such time as the assets are substantially ready for their intended productive use. All other borrowing costs are
expensed in the period in which they are incurred. Borrowing costs include interest and other costs incurred in connection
with the borrowing of funds. Borrowing costs are amortized over the estimated service life of the assets to which the
borrowings relate.

k)

Provisions

A provision is recognized when it is determined that an obligation has arisen as a result of a past event, the obligation
can be reliably estimated and it is probable that an outflow of economic benefits will be required to settle the obligation.
Inter Pipeline’s provisions represent legal or constructive obligations associated with decommissioning tangible long-lived
assets at the end of their useful lives and loss contingencies, including environmental remediation costs arising from claims,
assessments, litigation, fines and penalties, and other sources.
On initial recognition of a decommissioning obligation, an amount equal to the estimated present value of the obligation
is capitalized as part of the cost of the related long-lived asset and depreciated over the asset’s estimated useful life. Any
subsequent changes to the decommissioning cost estimate or discount rate will result in a similar adjustment to the cost
of the related long-lived asset. The provision will accrete to its full value over time through charges to income, or until Inter
Pipeline settles the obligation. Recoveries from third parties which are virtually certain to be realized are recorded separately
and are not offset against the related provision.
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l)

Employee Benefits

Long-term Incentive Plan
Under Inter Pipeline’s LTIP awards are paid in cash, therefore a fair value basis of accounting is used whereby changes
in the liability are recorded in each period based on the number of awards outstanding and the current market price of
Inter Pipeline’s units plus an amount equivalent to cash distributions declared to date. The expense is recognized over the
vesting periods of the respective awards. Compensation expense and the long-term incentive liability are adjusted to reflect
the use of actual historical forfeiture rates as well as estimated future forfeiture rates. The market-based value of the award
approximates the intrinsic value as the awards have no exercise price.
Pension Plans
The cost of pension benefits earned by certain employees in the UK, Ireland and Germany covered by the defined benefit
pension plans is actuarially determined using the projected unit credit method. Plan assets are measured at fair value for
the purpose of determining the expected return on plan assets. Adjustments for plan amendments are expensed over the
vesting period of the employee benefits. Actuarial gains and losses arise from changes in assumptions and differences
between assumptions and the actual experience of the pension plans. Actuarial gains and losses are recognized in full in
the period in which they occur in other comprehensive income (OCI). Past service costs are recognized as an expense
on a straight-line basis over the average period until the benefits become vested. If the benefits have already vested,
immediately following the introduction of, or changes to, a pension plan, past service costs are recognized immediately.

m)

Income Taxes

Current Income Taxes
The limited partners and the General Partner are subject to tax on their proportionate interests of taxable income allocated
by Inter Pipeline.
Certain of Inter Pipeline’s subsidiaries are taxable corporations in Canada, the UK, Germany, Ireland and Denmark.
Current income tax assets and liabilities for the current and prior periods are measured at the amount expected to be
recovered from or paid to taxation authorities. The tax rates and laws used to compute the amount are those that are
enacted or substantively enacted, at the reporting date, in countries where Inter Pipeline and its subsidiaries operate and
generate taxable income. The actual amount of income tax expense is final only when the tax return is filed and accepted
by relevant tax authorities, which occurs subsequent to the issuance of the annual consolidated financial statements.
Management periodically evaluates positions taken in Inter Pipeline’s entity tax returns with respect to situations in which
applicable tax regulations are subject to interpretation. Provisions are established if appropriate.
Current income tax relating to items recognized directly in partners’ equity is recognized in equity and not the statements
of net income.
Deferred Income Taxes
Inter Pipeline uses the liability method where deferred income taxes are recognized based on temporary differences
between the carrying amounts of assets and liabilities recorded for financial reporting purposes and their tax bases.
Deferred tax assets and liabilities are measured using the tax rates that have been enacted or substantially enacted at the
reporting date. The tax rates are those that are expected to apply in the year the asset is to be realized or the liability is
to be settled. Future changes in tax laws affecting existing tax rates could limit the ability of the partnership to obtain tax
deductions in future periods.
Deferred tax relating to items recognized outside net income is recognized outside net income. Deferred tax items are
recognized in correlation to the underlying transaction either in comprehensive income or directly in partners’ equity.
Deferred tax assets and liabilities have been offset if a legally enforceable right exists to offset current income tax
assets against current income tax liabilities and the deferred taxes are related to the same taxable entity and the same
taxation authority.
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n)

Foreign Currency Translation

Foreign Currency Transactions
Items included in the financial statements of each of Inter Pipeline’s subsidiaries are measured using the functional currency
of that subsidiary being the currency of the primary economic environment in which that subsidiary operates. Transactions
that are in a currency other than the functional currency of the subsidiary are translated at exchange rates in effect at
the date of the transaction. Monetary assets and liabilities denominated in a foreign currency at the reporting date are
retranslated to the functional currency at the exchange rate in effect at the reporting date with the resulting exchange gains
or losses recognized in the statements of net income.
Foreign Operations
The results of all of Inter Pipeline’s subsidiaries that have a functional currency other than the Canadian dollar are translated
into Canadian dollars as follows:
a.

All assets and liabilities, including goodwill and other fair value adjustments arising on business combinations, at
foreign exchange rates at the end of the applicable reporting period; and

b.

All income and expenses at monthly average exchange rates over the reporting periods.

The resulting translation gains and losses are included in OCI as foreign currency translation adjustments.
Currently only Inter Pipeline Europe Limited (IPEL) and its respective subsidiaries have functional currencies that differ from
the Canadian dollar. Neither IPEL nor any of its subsidiaries operate in hyperinflationary economies. IPEL comprises all of
the operations in the bulk liquid storage business.

o)

Asset Impairment

Non-Financial Assets
Property, plant and equipment and intangible assets with definite lives are tested for impairment when events or changes
in circumstances indicate that the carrying amount may not be recoverable. Goodwill and intangible assets with indefinite
lives are tested at least annually for impairment regardless of whether indicators of impairment exist.
For the purpose of measuring recoverable amounts, assets are grouped in CGU’s, which are the lowest levels for which
there are separately identifiable cash inflows. The recoverable amount is the higher of a CGU’s fair value less costs to sell
and value in use. In assessing value in use, the estimated future cash flows are discounted to their present value using
a pre-tax discount rate that reflects current market assessments of the time value of money and the risks specific to the
asset. In determining fair value less costs to sell, the best evidence of fair value is the value obtained from recent market
transactions or the value stated in a binding sale agreement. If no such transactions can be identified, an appropriate
valuation model is used. These calculations are corroborated by valuation multiples or other available fair value indicators.
Inter Pipeline calculates the fair value less costs to sell using a projected cash flow model applying a fair value less
costs to sell discounted cash flow methodology. After-tax cash flows are discounted using a weighted average cost of
capital discount rate that reflects the relative risk of the asset. Projected future cash flows used in the goodwill impairment
assessment represent management’s best estimate of the future operating performance of these businesses at the current
time. A significant change in these assumptions or unanticipated future events could require a provision for impairment
in the future which would be recorded as a reduction of the carrying value of goodwill with a charge against net income.
An impairment test is performed by comparing a CGU’s carrying amount to its recoverable amount. An impairment loss is
recognized to the extent a CGU’s carrying amount exceeds its recoverable amount.
Goodwill acquired through a business combination is allocated to each CGU, or group of CGUs, that are expected to
benefit from the business combination. A group of CGU’s represents the lowest level within the entity at which goodwill is
monitored for internal management purposes, which may not be higher than an operating segment.
An impairment loss is recognized in the period it occurs. The impairment loss is allocated first to reduce the carrying
amount of any goodwill allocated to the CGU and then on a pro-rata basis to reduce the carrying amount of other assets
in the CGU with an offset to net income. Impairment losses, other than goodwill impairment, are subsequently evaluated
for potential reversal when events or circumstances warrant such consideration.
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Financial Assets
Financial assets carried at amortized cost are assessed by Inter Pipeline at each reporting date to determine whether
objective evidence of impairment exists. Significant assets are tested for impairment individually then assessed collectively
in a group of assets with similar credit risk characteristics. A financial asset is considered to be impaired if one or more
events have occurred that would impact the estimated future cash flows of that asset. If evidence of impairment exists, an
entity recognizes an impairment loss, the difference between the amortized cost of the financial asset and the present value
of the estimated future cash flows, discounted using the instrument’s original effective interest rate. The carrying amount
of the asset is then reduced by this amount with an offsetting entry to net income. Impairment losses on financial assets
carried at amortized cost may be reversed in subsequent periods if the amount of the loss decreases and the decrease
can be objectively related to an event occurring after the impairment was recognized.

p)

Financial Instruments

Inter Pipeline utilizes derivative financial instruments to manage its exposure to market risks relating to commodity prices,
foreign exchange and interest rates. Inter Pipeline has a risk management policy that defines and specifies the controls
and responsibilities associated with those activities managing market exposure to changing commodity prices (crude oil,
natural gas, NGL’s and power) as well as changes within the financial market relating to interest rates and foreign exchange
exposure for Inter Pipeline. Inter Pipeline’s risk management policy prohibits the use of derivative financial instruments for
speculative purposes.
Financial Instruments – Recognition and Measurement
Financial assets and financial liabilities at FVTPL include financial assets and financial liabilities “held-for-trading” or
designated as FVTPL on initial recognition. Financial assets or financial liabilities are classified as “held-for-trading” if they
are acquired for the purpose of selling in the near term. Financial assets or financial liabilities are designated as FVTPL if
Inter Pipeline manages such investments and makes purchases and sales decisions based on their fair value in accordance
with Inter Pipeline’s documented risk management policy, or if such designation eliminates or significantly reduces a
measurement or recognition inconsistency. Financial assets and financial liabilities FVTPL are measured at fair value with
changes in those fair values recognized in net income. Financial assets “available-for-sale” are measured at fair value, with
changes in those fair values recognized in OCI. Financial assets “held-to-maturity”, “cash, loans and receivables” and
“other financial liabilities” are measured at amortized cost using the effective interest method of amortization. Investments
in equity instruments classified as “available-for-sale” that do not have a quoted market price in an active market are
measured at fair value.
Inter Pipeline has classified its financial instruments as follows: certain components of prepaid expenses and other deposits
are classified as “held-for-trading” and measured at carrying value, which approximates fair value due to the short-term
nature of these instruments. Cash and cash equivalents and the majority of accounts receivable are classified as “cash, loans
and receivables”. Cash distributions payable, the majority of accounts payable and accrued liabilities, certain components
of deferred revenue, and long-term debt, short-term debt and commercial paper are classified as “other financial liabilities”.
Derivative financial instruments and the related current and long-term receivable/long-term payable are classified as FVTPL.
Determination of the fair value of financial assets and liabilities requires the use of valuation techniques that involve many
estimates, assumptions and judgments including the timing and magnitude of cash flows, discount rates and reference
prices. Estimates of the fair value of derivative contracts outstanding at the end of each financial reporting period are
recognized on the consolidated balance sheets and any unrealized changes in these estimates are recognized in the
consolidated statements of net income. These amounts are estimates of the fair value at a point in time and the final
amount will be determined on the date or interim dates that the derivative contract is settled.
Inter Pipeline capitalizes debt transaction costs, premiums and discounts within long-term debt, short-term debt and
commercial paper.
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Financial Instruments – Fair Value Hierarchy
Financial instruments recorded at fair value in the consolidated balance sheets are categorized based on the fair value
hierarchy of inputs. The three levels of the fair value hierarchy are described as follows:
Level 1 inputs involve limited use of judgments as fair value inputs are based on unadjusted quoted prices in active markets
for identical assets and liabilities. Inter Pipeline does not use level 1 inputs for any of its fair value measurements.
Level 2 inputs require slightly more judgment than level 1 but still involve observable and corroborated, either directly
or indirectly, market factors. Inter Pipeline’s level 2 inputs include quoted market prices for commodities, foreign
exchange, interest rates and credit risk premiums. Financial instruments in this category include non-exchange traded
derivatives such as over-the-counter commodity forwards, interest rate swaps, and fixed rate debt. Inter Pipeline obtains
information from sources including independent price publications, third party pricing services, market exchanges and
investment dealer quotes. Inter Pipeline uses level 2 inputs for all of its derivative financial instruments and fixed rate debt
fair value measurements.
Level 3 inputs require the most significant judgments and consist primarily of unobservable or non-market based inputs.
Level 3 inputs include longer term transactions, transactions in less active markets or transactions at locations for which
pricing information is not available. In these instances, internally developed methodologies are used to determine fair value
which primarily includes extrapolation of observable future prices to similar locations, similar instruments or later time
periods. Level 3 inputs may include items based on pricing services or broker quotes, but the inputs are not observable
and cannot be verified. Inter Pipeline does not use level 3 inputs for any of its fair value measurements.

q)

Financial Guarantees

Financial guarantees are issued contracts that require a payment to be made to reimburse the holder for a loss it incurs
because a specified debtor fails to make a payment when due in accordance with the terms of a debt instrument. Financial
guarantees are initially recognized as a liability at their fair value and subsequently measured at the higher of the unamortized
balance of the related fees received and the amount expected to settle at the balance sheet date.

r)

Reserves

Foreign Currency Translation Reserve
The foreign currency translation reserve includes exchange differences arising from the translation of the financial statements
of foreign operations.
Defined Benefit Pension Reserve
The defined benefit pension reserve includes actuarial gains and losses on defined benefit pension obligations.

s)

Leases

The determination of whether an arrangement is, or contains a lease is based on the substance of the arrangement at
the inception date, whether fulfillment of the arrangement is dependent on the use of a specific asset or the arrangement
conveys a right to use an asset. Leases which transfer substantially all the risks and benefits of ownership to Inter Pipeline
are classified as finance leases. The leased asset is recognized at the lower of the fair value of the leased property or the
present value of the minimum lease payments. Finance lease assets are depreciated over the shorter of the estimated
useful life of the asset and the lease term. Other leases are classified as operating leases and payments are amortized on
a straight-line basis over the lease term.
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3. FUTURE ACCOUNTING PRONOUNCEMENTS
Certain new standards, interpretations and amendments to existing standards were issued by the IASB that are mandatory
for accounting periods beginning on or after January 1, 2013 or later periods with early adoption permitted. The standards
impacted are as follows:
IFRS 9 Financial Instruments (IFRS 9)
IFRS 9 replaces IAS 39 Financial Instruments: Recognition and Measurement and shall be applied to annual periods
beginning on or after January 1, 2015 with early adoption permitted. IFRS 9 establishes principles for the financial reporting
of financial assets and financial liabilities that will present relevant and useful information to users of financial statements for
their assessment of the amounts, timing and uncertainty of an entity’s future cash flows. Inter Pipeline is currently assessing
the impact of IFRS 9; however the extent of the impact has not yet been determined.
IFRS 10 Consolidated Financial Statements (IFRS 10)
IFRS 10 replaces IAS 27 Consolidated and Separate Financial Statements and SIC-12 Consolidation-Special Purpose
Entities and shall be applied to annual periods beginning on or after January 1, 2013. IFRS 10 establishes a single control
model based on power, exposure to variable returns and the ability to exercise power to affect the amount of returns.
Management has evaluated Inter Pipeline’s investment in Cold Lake and determined that under IFRS 10, Inter Pipeline
controls the relevant activities of this investment. Control was obtained on January 2, 2003 with the acquisition of 70%
ownership of Cold Lake. As a result, Inter Pipeline will consolidate 100% of Cold Lake under IFRS 10, compared to
proportionate consolidation of 85% of Cold Lake under IAS 31 Interests in Joint Ventures (IAS 31). A non-controlling
interest will be recorded to represent the 15% equity investment in Cold Lake that is not attributable to Inter Pipeline.
IFRS 11 Joint Arrangements (IFRS 11)
IFRS 11 replaces IAS 31 and SIC-13 Jointly Controlled Entities-Non-Monetary Contributions by Venturers and shall be
applied to annual periods beginning on or after January 1, 2013. IFRS 11 will apply to interests in joint arrangements
where there is joint control. The concept of control identified in IFRS 10 above may result in an entity being included in the
consolidated financial statements of the parent, where previously IAS 31 was applied. IFRS 11 requires joint arrangements
to be classified as either joint operations or joint ventures. The structure of the joint arrangement is no longer the most
significant factor when classifying the joint arrangement as either a joint operation or joint venture. In addition, the option
to account for joint ventures using proportionate consolidation has been removed and equity accounting is required.
Venturers would transition the accounting for joint ventures from the proportionate consolidation method to the equity
method by aggregating the carrying values of the proportionately consolidated assets and liabilities into a single item.
Management performed a review of all arrangements and, with the exception of its investment in Cold Lake which will be
accounted in accordance with IFRS 10, determined that the adoption of this standard will not have a material impact on
its consolidated financial statements.
IFRS 12 Disclosure of Interests in Other Entities (IFRS 12)
IFRS 12 shall be applied to annual periods beginning on or after January 1, 2013. The standard provides disclosure
requirements for a reporting entity’s interests held in other entities including: subsidiaries, joint arrangements, associates,
or unconsolidated structured entities. The standard’s disclosure requirements help identify the net income or loss and cash
flows available to the reporting entity and determine the value of a current or future investment in the reporting entity. The
adoption of IFRS 12 is expected to increase the current level of Inter Pipeline’s disclosure of interests in other entities.
IFRS 13 Fair Value Measurement (IFRS 13)
IFRS 13 shall be applied to annual periods beginning on or after January 1, 2013. The standard defines fair value and
provides, in a single IFRS, a framework for measuring fair value when it is required or permitted within IFRS standards. The
standard also provides consistent disclosure requirements about fair value measurements. Inter Pipeline does not expect
implementation of this standard to have a significant impact on its consolidated financial statements.
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IAS 19 Employee Benefits (Revised) (IAS 19)
The IASB has issued numerous amendments to IAS 19. These range from fundamental changes such as removing the
corridor mechanism, which is consistent with Inter Pipeline’s current accounting policy and the concept of expected returns
on plan assets. The amended standard will impact the net benefit expense as the expected return on plan assets will be
calculated using the same interest rate as applied for the purpose of discounting the benefit obligation. The amendment
becomes effective for annual periods beginning on or after 1 January 2013. The adoption of IAS 19 amendments will not
have a significant impact on the consolidated financial statements.

4. ACQUISITION OF INTER TERMINALS
On January 11, 2012, Inter Pipeline completed the acquisition, and thereby obtained control, of Inter Terminals from
a subsidiary of DONG Energy A/S, through the purchase of 100% of its share capital. The acquisition was valued at
$459.1 million plus closing adjustments and the assumption of surplus cash, for a total cash consideration of $509.7 million
and was funded from Inter Pipeline’s credit facility. The acquisition has more than doubled Inter Pipeline’s total bulk liquid
storage capacity in Western Europe, adding scale and diversification to European storage operations.
Operating results for Inter Terminals have been included in the consolidated financial statements since January 11, 2012.
Inter Terminals contributed $55.8 million and $15.3 million to revenue and net income, respectively from the date of
acquisition to December 31, 2012. If the acquisition had taken place on January 1, 2012, as opposed to January 11, 2012,
the impact on revenue and net income would have been immaterial.
As a result of this transaction, an acquisition fee of $4.6 million was paid to the General Partner, pursuant to the terms of
the LPA. Acquisition related costs of $0.2 million (2011 – $3.2 million) have been expensed and included in general and
administrative expenses in the consolidated statements of net income.
The acquisition was accounted for using the acquisition method at the closing date of January 11, 2012. Determinations
of fair value often require management to make assumptions and estimates about future events. Changes in any of the
assumptions or estimates used in determining the fair value of acquired assets and liabilities, including closing adjustments,
could impact the carrying amounts assigned. The allocation of the consideration transferred was as follows:
Cash
		
$
48,293
Non-cash working capital (note 21)
		
15,513
		
342,159
Property, plant and equipment (note 6)
Goodwill (note 7)				 110,870
		
20,281
Intangible assets (note 7)
		
(18,360)
Decommissioning obligation (note 10)
		
(9,043)
Deferred income tax liability (note 12)
 	

		
$
509,713

Goodwill of $110.9 million relates to the fair value of strategic synergies, expansion options at the existing terminals, value
of the assembled workforce, renewal of customer contracts, and other intangible assets, which do not require separate
recognition. Tax deductible goodwill of $196.1 million arising on this acquisition is different than goodwill recognized for
accounting purposes as a result of specific Danish tax laws.
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5. SEGMENT REPORTING
Inter Pipeline operates its business under the following principal business segments:
December 31, 2012
				
Canada		
Europe
								
Total
		
Oil Sands
NGL Conventional		
Total
Bulk Liquid
Canadian
		 Transportation
Extraction Oil Pipelines		
Canadian
Storage and European
		Business
Business
Business
Corporate
Operations
Business
Operations

Revenues			 $ 300,274 $ 499,934 $ 231,251
Expenses						
Shrinkage gas		–
Midstream product purchases		
–
Operating		84,105
Depreciation and amortization		42,228
Financing charges		
36,979
General and administrative		
6,068
Unrealized change in fair value of
   derivative financial instruments		
–
Acquisition fee to General Partner		
–
Management and incentive fees to
  
General Partner		–
(Gain) loss on disposal of assets		
(23)

$

–

$1,031,459 $ 155,564

$1,187,023

206,525
–
98,854
26,737
241
–

–
31,905
47,119
10,009
607
–

–
–
–
2,651
59,279
47,017

206,525
31,905
230,078
81,625
97,106
53,085

–
–
63,072
41,507
512
10,961

206,525
31,905
293,150
123,132
97,618
64,046

(44,388)
–

25
–

–
4,591

(44,363)
4,591

–
–

(44,363)
4,591

–
522

–
(76)

13,832
(8)

13,832
415

–
(236)

13,832
179

Total expenses		169,357

288,491

89,589

127,362

674,799

115,816

790,615

Income (loss) before income taxes		130,917
Provision for (recovery of) income taxes		
21,782

211,443
–

141,662
–

(127,362)
70,485

356,660
92,267

39,748
(3,012)

396,408
89,255

42,760

$ 307,153

Net income (loss)

		$ 109,135 $ 211,443 $ 141,662

Items not involving cash:			
Depreciation and amortization*		
Non-cash expense (recovery)		
Unrealized change in fair value of
     derivative financial instruments		
Deferred income tax expense (recovery)		
Funds from (used in) operations

$ (197,847) $ 264,393 $

42,205
241

27,259
270

9,933
1,753

2,643
2,056

82,040
4,320

41,271
(84)

123,311
4,236

–
21,239

(44,388)
–

25
–

–
14,793

(44,363)
36,032

–
(3,779)

(44,363)
32,253

$ (178,355) $ 342,422 $

80,168

$ 422,590

$

39,705

$ 379,594

$ 172,820 $ 194,584 $ 153,373

Property, plant and equipment additions		 $ 264,085 $

36,504 $

34,737

4,563

$ 339,889 $

							 As at December 31, 2012

Property, plant and equipment –
net book value			 $ 3,149,459 $ 406,313 $ 473,192

$

9,251

$4,038,215 $ 676,412

$4,714,627

Goodwill and intangible assets –
net book value			$ 218,239 $ 210,396 $

–

$

–

$ 428,635 $ 180,749

$ 609,384

51,811

$

389

$ 203,494 $

62,693

$ 266,187

Total assets			 $ 3,433,651 $ 702,050 $ 525,003

$

9,640

$4,670,344 $ 919,854

$5,590,198

Other assets			$

*

100

Includes (gain) loss on disposal of assets
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65,953 $

85,341 $

December 31, 2011
			
Canada				Europe
								
Total
		
Oil Sands
NGL Conventional		
Total
Bulk Liquid
Canadian
		 Transportation
Extraction Oil Pipelines		
Canadian
Storage and European
		Business
Business
Business
Corporate
Operations
Business
Operations

Revenues			 $ 284,829 $ 584,534 $ 177,788
Expenses						
Shrinkage gas		–
Operating		80,740
Depreciation and amortization		
41,959
Financing charges		
32,561
General and administrative		
5,814
Unrealized change in fair value of
    derivative financial instruments		
–
Management fee to General Partner		
–
Loss (gain) on disposal of assets		
304

$

–

$1,047,151 $ 104,416

$1,151,567

278,114
103,919
26,365
243
–

–
45,985
9,437
563
–

–
–
2,351
47,162
39,318

278,114
230,644
80,112
80,529
45,132

–
54,628
19,604
(313)
9,692

278,114
285,272
99,716
80,216
54,824

15,370
–
(12)

(384)
–
(15)

(447)
10,641
(8)

14,539
10,641
269

–
–
(246)

14,539
10,641
23

Total expenses		161,378

423,999

55,586

99,017

739,980

83,365

823,345

Income (loss) before income taxes		123,451
Provision for (recovery of) income taxes		
19,043

160,535
–

122,202
–

(99,017)
61,900

307,171
80,943

21,051
(653)

328,222
80,290

21,704

$ 247,932

Net income (loss)

		$ 104,408 $ 160,535 $ 122,202

$ (160,917) $ 226,228 $

Items not involving cash:					
Depreciation and amortization*		
42,263
26,353
9,422
Non-cash expense (recovery)		
224
238
1,952
Unrealized change in fair value of
    derivative financial instruments		
–
15,370
(384)
Deferred income tax expense (recovery)		
18,824
–
–
Proceeds from long-term lease inducements		
–
–
–

2,343
831

80,381
3,245

19,358
(1,419)

99,739
1,826

(447)
12,322
1,480

14,539
31,146
1,480

–
(2,446)
–

14,539
28,700
1,480

Funds from (used in) operations		$ 165,719 $ 202,496 $ 133,192

$ (144,388) $ 357,019 $

37,197

$ 394,216

Property, plant and equipment additions		 $ 103,964 $

$

25,564

$ 152,003

13,584 $

6,721

2,170

$ 126,439 $

							

Property, plant and equipment –
net book value			 $ 2,924,367 $ 386,931 $ 448,463

$

7,339

Goodwill and intangible assets –
net book value			$ 221,465 $ 220,606 $

–

$

50,003

Total assets			$ 3,190,399 $ 672,396 $ 498,466

Other assets			$

*

44,567 $

64,859 $

As at December 31, 2011

$3,767,100 $ 313,936

$4,081,036

–

$ 442,071 $

59,938

$ 502,009

$

321

$ 159,750 $

25,272

$ 185,022

$

7,660

$4,368,921 $ 399,146

$4,768,067

Includes loss (gain) on disposal of assets
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6. PROPERTY, PLANT AND EQUIPMENT
Pipelines, 		
Facilities and
Pipeline
Equipment
Line Fill

Construction
Work in
Progress

Total

Cost
Balance, January 1, 2011
$
Additions/transfers from construction*		
Disposals/completed construction*		
Foreign currency translation adjustment		

2,754,086
$
1,730,633		
(821)		
5,411		

74,033
$ 1,895,152
$ 4,723,271
174,105		
150,940		 2,055,678
–		 (1,904,889)		 (1,905,710)
–		
(180)		
5,231

Balance, December 31, 2011		

4,489,309		

248,138		

Acquisition of Inter Terminals (note 4)		 340,881		
Additions/transfers from construction*		
170,172		
Disposals/completed construction*		
(8,625)		
Foreign currency translation adjustment		
11,474		
Balance, December 31, 2012

$ 5,003,211

$

141,023		

4,878,470

–		
1,278		 342,159
23,858		
362,267		
556,297
–		
(169,103)		
(177,728)
–		
275		
11,749
271,996

$

335,740

$ 5,610,947

Accumulated Depreciation		
Balance, January 1, 2011
$
705,758
$
5,759
$
–
$
711,517
Depreciation		 82,719		
2,880		
–		 85,599
Disposals		
(193)		–		–		
(193)
Foreign currency translation adjustment		
511		
–		
–		
511
Balance, December 31, 2011		

788,795		

8,639		

–		

797,434

Depreciation		 93,924		
3,359		
–		 97,283
Disposals		
(430)		–		–		
(430)
Foreign currency translation adjustment		
2,033		
–		
–		
2,033
Balance, December 31, 2012

$

884,322

$

11,998

$

–

$

896,320

4,081,036

Net Book Value			
At December 31, 2011

$

3,700,514

$

239,499

$

141,023

$

At December 31, 2012

$ 4,118,889

$

259,998

$

335,740

$ 4,714,627

*

The majority of property, plant and equipment additions are related to constructed assets and are initially recorded as construction work in progress before
being transferred to pipelines, facilities and equipment or pipeline line fill when the related asset is available for use.

At December 31, 2012, Inter Pipeline expects to spend approximately $1,489.1 million in 2013 on property, plant
and equipment.
The amount of borrowing costs capitalized during the year ended December 31, 2012, was $5.7 million
(December 31, 2011 – $1.3 million). The weighted average rate used to determine the amount of borrowing costs eligible
for capitalization was 4.62% (December 31, 2011 – 2.64%).
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7. GOODWILL AND INTANGIBLE ASSETS
Intangible Assets
Customer
Contracts and			
Relationships
Patent
Tradename

		
Goodwill

Cost
		
Balance, January 1, 2011
$ 210,436
$ 385,442
$
Foreign currency translation
adjustment		
714		
79		

8,727

$

–		

4,002

$

73		

Total
Intangible
Assets

Total Goodwill
and Intangible
Assets

398,171

$

608,607

152		

866

Balance, December 31, 2011		211,150		385,521		 8,727		 4,075		398,323		609,473
110,870		 20,281		
Acquisition of Inter Terminals (note 4)
Foreign currency translation
  adjustment		
2,057		
296		
Balance, December 31, 2012

$ 324,077

$ 406,098

$

–		
–
8,727

–		 20,281		131,151
99		

$

4,174

395		

$ 418,999

2,452

$ 743,076

Accumulated Amortization				
Balance, January 1, 2011
$
–
$
88,616
$
4,000
$
700
$
93,316
$
93,316
Amortization		
–		 13,357		
623		
137		 14,117		 14,117
Foreign currency translation
  
adjustment		 –		19		 –		12		31		31
Balance, December 31, 2011		

–		

Amortization		
Foreign currency translation
  
adjustment		

–		 25,089		
–		

Balance, December 31, 2012

–

$

101,992		

4,623		
624		

355		

$ 127,436

$

–		
5,247

849		

107,464		

107,464

136		 25,849		 25,849
24		

379		

379

$

1,009

$ 133,692

$ 133,692

$

Net Book Value			
At December 31, 2011

$

211,150

At December 31, 2012

$ 324,077

$

283,529

$

4,104

$

3,226

$

290,859

$ 278,662

$

3,480

$

3,165

$ 285,307

502,009

$ 609,384

The carrying amounts of goodwill allocated to the Corridor and Polaris pipeline systems in the oil sands transportation
business are $52.6 million and $104.3 million, respectively, in 2012 and 2011. The Polaris CGU was tested separately
from Corridor in 2012 as a result of the commencement of Polaris’ operations. Goodwill was originally assigned to the
Corridor and Polaris CGUs, respectively, upon original acquisition. The carrying amounts of goodwill allocated to the
Simon Storage and Inter Terminals bulk liquid storage business CGU’s are $55.3 million and $111.9 million, respectively
(December 31, 2011 – $54.2 million and $nil, respectively).
Corridor and Polaris pipeline systems
In arriving at fair value less costs to sell, after-tax discount rates of 2.9% and 5.0% were applied to after-tax cash flows
from the Corridor and Polaris pipeline systems, respectively. Cash flow projections are based on long-term contractual
transportation agreements with shippers. These cash flows are then aggregated with a ‘terminal value’. The terminal value
represents the value of cash flows beyond the tenth year, incorporating a declining growth rate of 2% for Corridor and
no growth rate for Polaris. The key assumption to which the calculation of fair value less costs to sell for the Corridor and
Polaris pipeline systems are most sensitive is the discount rate used to present value cash flow projections.
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Simon Storage and Inter Terminals bulk liquid storage operations
Goodwill relating to the bulk liquid storage business has been assessed, applying an after-tax discount rate of
6.6% and 6.5% to after-tax cash flows of Simon Storage and Inter Terminals, respectively. Valuations are based on cash
flow projections that incorporate best estimates of revenue, operating and maintenance expenditures, administrative
expenses and capital expenditures over the life of tank assets. These cash flow projections are then aggregated with a
‘terminal value’, representing the value of cash flows beyond the tenth year incorporating an annual growth rate of 2.5% for
Simon Storage and an annual growth rate of 2.2% for Inter Terminals. The calculation of fair value less costs to sell is most
sensitive to assumptions about revenue and discount rates.
The key assumptions used by Inter Pipeline in calculating fair value less costs to sell are as follows:
Discount Rates
Discount rates represent the current market assessment of the risks specific to each CGU, taking into consideration
the time value of money and individual risks of the underlying assets that have not been incorporated in the cash flow
forecasts. The discount rate or weighted average cost of capital (WACC) is based on the specific circumstances of each
CGU. The WACC calculation takes into account appropriate debt and equity weightings. The cost of equity is derived from
the expected risk-free rate of return plus an appropriate equity risk premium and the after-tax cost of debt is based on
expected borrowing rates for each CGU. Segment-specific risks are also considered and are evaluated annually based on
publicly available market data.
Revenues
Revenues in the Corridor and Polaris CGU’s are based on long-term contractual transportation agreements with shippers.
Revenues in the Simon Storage and Inter Terminals CGU’s are based on management’s best estimates, taking into
consideration existing contracts, timing of contract renewals, as well as relevant market factors such as contango and
backwardation in the oil products markets served by Inter Terminals. The market in which Inter Terminals operates was
impacted by backwardation in 2012 and sustained periods of backwardation could adversely affect the Inter Terminals
CGU. While management’s cash flow estimates factored in a period of backwardation, recoverable amounts calculated
were still significantly above carrying amounts.
Management believes, at December 31, 2012, that there are no reasonably possible changes in any of the key assumptions
that would lead to the recoverable amounts being below the carrying amounts.

8. DISTRIBUTIONS
Section 5.2 of the LPA specifies the terms for Inter Pipeline to make distributions of LPA Distributable Cash on a monthly
basis, provided that Inter Pipeline has cash available for such payment (thereby excluding any cash withheld as a reserve).
LPA Distributable Cash is defined to generally mean cash from operating, investing and financing activities, less certain
items, including any cash withheld as a reserve that the General Partner determines to be necessary or appropriate for the
proper management of Inter Pipeline and its assets. As a result of the General Partner’s discretion to establish reserves
under the LPA, cash distributed to unitholders is always equal to LPA Distributable Cash.
For the year ended December 31, 2012, Inter Pipeline declared distributions totaling $285.2 million, or $1.055 per unit, of
which $209.0 million was settled with the issuance of units under the Premium DistributionTM and Distribution Reinvestment
Plan (Plan) (2011 – $251.7 million, $0.9675 per unit and $95.1 million, respectively). As at December 31, 2012, distributions
of $25.5 million were payable on 274.9 million outstanding Class A units and 0.3 million outstanding Class B units
at $0.0925 per unit (December 31, 2011 – $23.1 million payable on 263.9 million outstanding Class A units and
0.3 million outstanding Class B units at $0.0875 per unit).

TM

Denotes trademark of Canaccord Capital Corporation
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On January 3, 2013, Inter Pipeline declared distributions of $0.0925 per unit. The distributions were paid on
February 15, 2013, to all unitholders of record on January 22, 2013. The total declared distributions were approximately
$25.5 million. On February 6, 2013, Inter Pipeline declared distributions of $0.0925 per unit. The distributions will be paid
on or about March 15, 2013, to all unitholders of record on February 25, 2013. The total estimated declared distributions
are approximately $25.6 million.

9. LONG-TERM DEBT, SHORT-TERM DEBT AND COMMERCIAL PAPER
December 31
2012

 	
 	

$1,550 million Unsecured Revolving Credit Facility (a)
$750 million Unsecured Revolving Credit Facility (b)
Loan payable to General Partner (c)
Corridor Debentures (d)
Senior Unsecured Medium-Term Notes (e)
Long-term debt, short-term debt and commercial paper
(excluding transaction costs and discounts)
Less: Current portion of long-term debt and commercial paper*
 	
Transaction costs, net of accumulated amortization
Discount, net of accumulated amortization
Add: Current portion of transaction costs and discounts
Long-term debt
Current portion of long-term debt including transaction costs and discounts
Commercial paper including transactions costs and discounts* (a)

$

1,467,300
–
379,800
300,000
525,000

3,127,598
(1,353,950)
1,773,648
(13,461)
(2,103)
2,818

2,672,100
(1,558,452)
1,113,648
(12,447)
(2,007)
3,094

1,760,902
–
1,351,132

1,102,288
90,989
1,464,369

$ 3,112,034

 	
*

$ 1,353,950
260,000
288,648
300,000
925,000

December 31
2011

$

2,657,646

Commercial paper issued by Corridor is fully supported and management expects that it will continue to be supported by the Unsecured Revolving Credit
Facility that has no repayment requirements until December 2016.

(a) On December 15, 2011, Corridor entered into a new restated $1,550 million Unsecured Revolving Credit Facility
and a $25 million demand operating facility, which replaced the $2,142 million Unsecured Revolving Credit Facility
and $40 million demand operating facility. The Unsecured Revolving Credit Facility had an initial maturity date of
December 15, 2015. On December 15, 2012, Corridor extended the maturity date of the $1,550 million Unsecured
Revolving Credit Facility to December 15, 2016, which can be extended again under certain conditions. No amounts
were outstanding on the demand facility at December 31, 2012 (2011 – $nil), with the exception of letters of credit
valued at $0.2 million (2011 – $0.2 million).
Fees on amounts borrowed at floating rates based on bankers’ acceptances are 100 basis points, while fees on
unborrowed amounts are 40 basis points. If Corridor’s credit rating changes, the fees on floating rate amounts could
increase by up to 75 basis points or reduce by up to 15 basis points, while fees on undrawn amounts could increase
by up to 30 basis points and decrease by up to 6 basis points. The effective rate of interest incurred in 2012 was
1.32% (2011 – 1.40%) for the $1,550 million Unsecured Revolving Credit Facility and $2,142 million Unsecured
Revolving Credit Facility combined. Fees on amounts borrowed under the demand facility match the $1,550 million
Unsecured Revolving Credit Facility while undrawn amounts are not charged standby fees.
(b) On December 5, 2011, Inter Pipeline entered into a new restated $750 million Unsecured Revolving Credit Facility,
which replaced the previous $750 million Unsecured Revolving Credit Facility. On December 5, 2012, Inter Pipeline
extended the maturity date of the $750 million Unsecured Revolving Credit Facility to December 5, 2017, which can
be extended again under certain conditions.
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Fees on amounts borrowed at floating rates based on bankers’ acceptances are 120 basis points, while fees on
unborrowed amounts are 24 basis points. If Inter Pipeline’s credit rating changes, fees on floating rate amounts could
increase by up to 105 basis points or be reduced by up to 35 basis points, while fees on undrawn amounts could
increase by up to 21 basis points and decrease by up to 7 basis points. The effective combined interest rate for both
the new and old $750 million Unsecured Revolving Credit Facility incurred in 2012 was 2.47% (2011 – 2.64%).
On December 5, 2012, Inter Pipeline also entered into a new $20 million demand facility. Fees on amounts borrowed
under the facility are based on prime plus 20 basis points, while unborrowed amounts are not charged standby fees.
No amounts were drawn on this facility at December 31, 2012.
(c) On October 28, 2004, Inter Pipeline borrowed $379.8 million from the General Partner with the following terms:
•

$91.2 million due October 28, 2012, 5.85%, which was repaid on October 29, 2012; and

•

$288.6 million due October 28, 2014, 6.15%.

On this date, the General Partner had received $379.8 million by way of a Private Placement note issuance and
immediately loaned the funds to Inter Pipeline.
This loan to Inter Pipeline from the General Partner has the identical repayment terms and commitments as the notes
payable by the General Partner to the institutional note holders, except for an interest rate increase of 5 basis points
over the rates payable on the notes issued by the General Partner. There are no scheduled repayments of the principal
amounts of the notes payable to the General Partner prior to maturity. A prepayment may be made at any time, in
which case the General Partner would generally be required to pay a premium of 50 basis points over the implied yield
to maturity and, if applicable, swap breakage costs of the counterparty.
Inter Pipeline has guaranteed the notes issued by the General Partner to the note holders. The guarantee may be
exercised in the event of default by the General Partner pursuant to the terms of the Note Purchase Agreement and
is equal to the amount of principal outstanding at the time of default, including a premium of 50 basis points over the
implied yield to maturity, accrued interest and, if applicable, swap breakage costs.
(d) The $150 million 5.033% Series B debentures due February 2, 2015 and the $150 million 4.897% Series C debentures
due February 3, 2020 (Corridor Debentures) are unsecured obligations subject to the terms and conditions of a
trust indenture dated February 1, 2005 and a supplemental indenture dated February 2, 2010. Interest is payable
semi-annually in equal installments in arrears on February 2 and August 2 of each year, except for 2020 in which case
interest is payable on the $150 million 4.897% Series C debentures on February 3, 2020 for interest accrued for the
period from and including August 2, 2019 to and including February 2, 2020. Corridor uses a derivative instrument
to exchange its fixed rate of interest to floating rates of interest on the $150 million 5.033% Series B debentures
(note 18). This results in an average effective interest rate that is different from the stated interest rate on the
$150 million 5.033% Series B debentures of 1.85% (2011 – 1.83%).
The Corridor Debentures are redeemable in whole, or in part, at the option of Corridor at a price equal to the principal
amount to be redeemed, plus accrued and unpaid interest including a premium above the implied yield to maturity.
(e) In November 2012, Inter Pipeline filed a short form base shelf prospectus with Canadian regulatory authorities. Under
provisions detailed in the short form base shelf prospectus, Inter Pipeline may offer and issue, from time to time:
(i) Class A units; (ii) debt securities and (iii) subscription receipts (collectively, the “Securities”) of up to $3.0 billion
aggregate initial offering price of Securities during the 25 month period that the short form base shelf prospectus is
valid. Securities may be offered separately or together, in amounts, at prices and on terms to be determined based on
market conditions at the time of sale and set forth in one or more prospectus supplements. This short form base shelf
prospectus replaces the previous one filed on November 30, 2010.
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The Senior Unsecured Medium-Term Notes are comprised of the following:
i)

On February 2, 2011, Inter Pipeline issued $325 million of 4.967% Unsecured Medium-Term Notes, Series 1
(MTN Series 1) due February 2, 2021, in the Canadian public debt market. The MTN Series 1 were issued under
Inter Pipeline’s short form base shelf prospectus dated November 30, 2010, a related prospectus supplement
dated January 19, 2011, and a related pricing supplement dated January 28, 2011. The MTN Series 1 bear
interest at the rate of 4.967% per annum, payable semi-annually. Proceeds from the offering were used to pay
down a portion of the amount drawn under Inter Pipeline’s $750 million Unsecured Revolving Credit Facility.

ii)

On July 29, 2011, Inter Pipeline issued $200 million of 3.839% Unsecured Medium-Term Notes, Series 2
(MTN Series 2) due July 30, 2018, in the Canadian public debt market. The MTN Series 2 were issued under
the same short form base shelf prospectus and related prospectus supplement as the MTN Series 1 and a
related pricing supplement dated July 26, 2011. The MTN Series 2 bear interest at a rate of 3.839% per annum,
payable semi-annually in equal instalments in arrears on July 30 and January 30 of each year, except for the first
interest payment on January 30, 2012, which was calculated from and including July 29, 2011, to and excluding
January 30, 2012. Proceeds from the offering were used to repay a portion of the amount drawn under
Inter Pipeline’s $750 million Unsecured Revolving Credit Facility.

iii)

On May 28, 2012, Inter Pipeline issued $400 million of 3.776% Senior Unsecured Medium-Term Notes, Series
3 (MTN Series 3) due May 30, 2022, in the Canadian public debt market. The MTN Series 3 were issued under
the same short form base shelf prospectus and related prospectus supplement as the MTN Series 1 and the
MTN Series 2 and a related pricing supplement dated May 23, 2012. The MTN Series 3 bear interest at the rate
of 3.776% per annum, payable semi-annually in equal instalments in arrears on May 30 and November 30 of
each year, except for the first interest payment on November 30, 2012, which was calculated from and including
May 28, 2012, and excluding November 30, 2012. Proceeds from the offering were used to pay down a portion
of the amount drawn under Inter Pipeline’s $750 million Unsecured Revolving Credit Facility.

10. PROVISIONS
The following table shows the movement in the long-term liability for provisions:
Decommissioning
Obligations

Environmental
Liabilities

Total

Balance, January 1, 2011
$
20,121
$
14,604
$
34,725
Revisions to estimated amount of liabilities		
(805)		
918		
113
Obligations discharged		
–		
738		
738
Accretion expense		843		495		
1,338
Foreign currency adjustments		
115		
(11)		
104
Balance, December 31, 2011

20,274

Revisions to estimated amount of liabilities		
Acquisition of Inter Terminals (note 4)
Obligations discharged		
Accretion expense		
Foreign currency adjustments		
Balance, December 31, 2012

$

16,744		

1,609		
18,360		
–		
1,319		
340		
41,902

$

37,018

811		
2,420
–		18,360
(20)		
(20)
502		
1,821
2		
342

18,039

$

59,941
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The following estimates of expected economic life and inflation rates were used to calculate the undiscounted amount of
estimated expenditures expected to be incurred on decommissioning of active pipeline systems, NGL extraction facilities
and leased bulk liquid storage sites and remediation of known environmental liabilities. The long-term risk-free rates were
used to discount the future cash flows for decommissioning obligations and the 5 to 10 year risk-free rates were used to
discount the future cash flows for environmental liabilities:
Expected		Long-Term
Economic		 Risk-Free
Life (years)*
Inflation Rate
Discount Rate

Oil sands transportation business
NGL extraction business
Conventional oil pipelines business
Bulk liquid storage business
*
**

80 to 500 **
40
40 to 500**
40

2.0%
2.0%
2.0%
1.7% to 2.4%

3.9%
3.9%
3.9%
2.9% to 4.15%

5 to 10 Year
Risk-Free
Discount Rate

n/a
n/a
2.2% to 3.45%
1.75% to 3.15%

Environmental liabilities are being accreted over 5 to 10 years.
The expected economic life of the oil sands and Bow River pipeline systems is 80 to 500 years. The mid-point value of 290 years is used in the
decommissioning obligation assessment.

At December 31, 2012, $2.0 million is included in accounts payable and accrued liabilities for the current portion of these
obligations (December 31, 2011 – $1.7 million).

11. EMPLOYEE BENEFITS
December 31
2012

 	
 	

December 31
2011

Pension liability
Long-term incentive plan liability

$

2,396
7,235

$

758
6,231

Employee benefits

$

9,631

$

6,989

a)

Long-Term Incentive Plan

Effective January 1, 2006, Inter Pipeline implemented an LTIP for its employees, officers, and directors of the
General Partner. The LTIP is governed by a Deferred Unit Rights Plan (DURP) document that defines how awards
made under the DURP will be determined and administered. A Deferred Unit Right (DUR), as granted under the DURP, is
valued based on Inter Pipeline’s Class A unit price plus credit for cash distributions paid to unitholders during the period
the DURs are held. Unless otherwise provided in an individual grant agreement, the DUR will vest one-third on each of
the successive anniversary dates from the date of grant. The life of DURs granted is three years. Upon exercise of a DUR,
the amount owing will be paid out in cash net of applicable withholding taxes. At December 31, 2012, the current portion
of the liability included in accounts payable and accrued liabilities was $16.2 million (December 31, 2011 – $12.7 million).
At December 31, 2012, 620,018 DURs are exercisable. Inter Pipeline’s closing Class A unit price at December 31, 2012,
was $23.50.
The total intrinsic value of DURs vested and not exercised as at December 31, 2012, was $15.5 million
(December 31, 2011 – $13.2 million).
The weighted average remaining contractual life of the outstanding DURs as at December 31, 2012, was 1.5 years.
For the year ended December 31, 2012, operating expenses included $5.5 million and general and administrative expenses
included $18.3 million related to DURs (2011 – $4.6 million and $14.5 million, respectively).

108

Inter Pipeline Fund

The following table summarizes the status of Inter Pipeline’s DURs for the years ended December 31, 2012 and 2011:
Number

Balance, January 1, 2011
Granted
Exercised
Forfeitures

		
1,797,820
		
731,437
		
(1,048,691)
		
(109,887)

Balance, December 31, 2011

		
1,370,679

Granted
Exercised
Forfeitures

		
682,476
		
(723,922)
		
(34,748)

Balance, December 31, 2012				 1,294,485

b)

Pension Liability

Inter Pipeline acquired Simon Storage on October 4, 2005 and Simon Tanklager-Gesellschaft MBH on January 1, 2006.
At the time of acquisitions, the fair values of the pension plan liabilities were recognized on Inter Pipeline’s consolidated
balance sheet and there were no unrecognized gains or losses.
UK
Inter Pipeline operates a defined benefit funded pension plan, the Simon Storage Pension Fund (Fund), providing benefits
for its employees based primarily on years of service and final pensionable salary. The Fund is administered by a corporate
trustee and its assets are independent of Inter Pipeline’s finances. The most recent actuarial valuation of the Fund was
carried out as at April 6, 2010. Professionally qualified actuaries performed the actuarial valuation and then adjusted and
updated the results to the reporting date, with the obligation measured using the projected unit method. The Fund was
closed to new entrants from September 30, 2010. At the same time, a change was made to the Fund’s rules, which
restricts the level of future increases in pensionable salaries to the lower of price inflation and 5.0% each year. This change
came into effect on April 6, 2011. The next valuation date for funding purposes is April 6, 2013.
Ireland
Inter Pipeline operates a defined benefit funded pension plan, the Irish Bulk Liquid Storage Limited Retirement and Death
Benefits Scheme (Scheme) which provides benefits for its employees based on years of service and final pensionable
salary. The Scheme is administered by a corporate trustee and its assets are independent of Inter Pipeline’s finances. The
most recent actuarial valuation of the Scheme was carried out as at September 1, 2010. Professionally qualified actuaries
performed the actuarial valuation and then adjusted and updated the results to the reporting date, with the obligation
measured using the projected unit method. With effect from September 1, 2010, the Scheme was closed to future benefit
accrual. The next valuation date for funding purposes is September 1, 2013.
Germany
The German benefit plans included in Inter Pipeline’s financial reporting relate to defined benefit retirement pensions, longservice awards and partial early retirement arrangements. The German arrangements are unfunded and therefore have
no assets. The most recent actuarial valuation of the long-term employee and post-retirement benefits under local tax
and accounting rules was carried out as at December 31, 2011, by professionally qualified actuaries. For Inter Pipeline’s
financial reporting purposes the defined benefit obligations are calculated on a triennial basis by independent actuaries
using the projected unit credit method, with approximate updates in interim years.
The expected rate of return on assets for the financial year ending December 31, 2012, was 5.4% and 1.9% for the UK and
Irish pension plans, respectively (December 31, 2011 – 5.3% and 1.9% for the UK and Irish plans, respectively). This rate is
derived by taking the weighted average of the long-term expected rate of return on each of the asset classes that the plan
was invested in at the start of the financial year, less an allowance for investment management expenses.
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The pension plans’ assets are not Inter Pipeline’s assets and therefore are not included in the consolidated balance sheets.
Assets are shown at market value using the bid price. The actual distribution of the respective pension plan assets as of
December 31 is as follows:
Pension Plan Assets
by Asset Category

2012

2011

2012

2011

Equity securities
Debt securities
Real estate
Deferred annuity contract

47%
40%
13%
–

45%
41%
14%
–

–
–
–
100%

–
–
–
100%

100%

100%

100%

100%

UK

Total

Ireland

The significant actuarial assumptions adopted in measuring Inter Pipeline’s accrued benefit obligations are as follows:
Weighted Average
Assumptions for Expense

2012

2011

2012

2011

2012

2011

Discount rate
Rate of price inflation
Compensation increase
Rate of pension payment increase

4.4%
3.1%
3.0%
3.0%

4.8%
3.2%
3.1%
3.1%

3.6%
2.0%
n/a
2.8%

5.1%		
2.0%		
n/a		
2.8%		

3.2%		
2.0%		
n/a		
1.5%		

4.2%
2.0%
n/a
1.5%

UK

Ireland

Germany

The following tables set forth the respective pension plans’ funded status and amount included in the accrued liability on
Inter Pipeline’s consolidated balance sheets.
December 31, 2012

 	
Change in Accrued
Benefit Obligation

Accrued benefit obligation,
beginning of year
Current and past
service cost
Employee contributions
Interest cost
Benefits paid
Actuarial loss (gain)
Foreign currency
adjustments
Accrued benefit
obligation, end of year

$ 70,202 $
1,699
692
3,378
(2,229)
4,758

Ireland 	

690 $
5
–
35
(5)
109

1,846

4

$ 80,346 $

838 $

Germany 	

Total 	

UK

1,115 $ 72,007

$ 60,890

Inter Pipeline Fund

Ireland 	

$

910 $

Germany 	

Total

1,273 $ 63,073

7
–
45
(77)
14

1,711
692
3,458
(2,311)
4,881

1,792
776
3,378
(1,907)
3,883

5
–
48
(279)
–

6
–
62
(189)
(37)

1,803
776
3,488
(2,375)
3,846

1

1,851

1,390

6

–

1,396

1,105 $ 82,289

$ 70,202

1,115

$ 72,007
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UK

December 31, 2011

$

690 $

December 31, 2012

 	
Change in Pension
Plan Assets

Fair value of pension
plan assets,
beginning of year
Expected return on
pension plan assets
Actuarial gain (loss)
Employer contributions
Employee contributions
Benefits paid
Foreign currency adjustments
Fair value of pension plan
plan assets, end of year

UK

Ireland 	

Germany 	

$ 70,218 $

1,031 $

3,742
2,956
1,639
692
(2,229)
1,830

20
–
–
–
(5)
(1)

$ 78,848 $

1,045 $

Total 	

UK

– $ 71,249

$ 66,325

–
–
77
–
(77)
–

3,762
2,956
1,716
692
(2,311)
1,829

– $ 79,893

Ireland 	

$

Total

–

$ 67,561

–
–
189
–
(189)
–

4,346
(2,321)
2,046
776
(2,375)
1,216

–

$ 71,249

1,236 $

4,314
(2,311)
1,808
776
(1,907)
1,213
$ 70,218

Germany 	

32
(10)
49
–
(279)
3
$

1,031 $

December 31, 2012

 	

Pension (liability) asset

December 31, 2011

$

(1,498) $

207 $

(1,105) $

December 31, 2011

(2,396) $

16

$

341 $

(1,115) $

(758)

The actual return on the Fund’s assets over the year was $6.7 million (2011 – $2.0 million).
The present value of defined benefit obligations, fair value of plan assets and associated experience adjustments for the
defined benefit pension plans are shown for the current year and preceding four years as follows:
2012

 	

2011

2010

2009

2008

Defined benefit obligation
Plan assets

$ (82,289)
79,893

$

(72,007)
71,249

$

(63,073)
67,561

$

(71,261)
62,389

$

(59,516)
57,161

(Deficit) surplus

$

$

(758)

$

4,488

$

(8,872)

$

(2,355)

Experience adjustments on plan assets
Experience adjustments on plan liabilities

(2,396)
(4%)
–

3%
(3%)
7%
21%
–		
(6%)		–		 –
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12. INCOME TAXES
In the bulk liquid storage business, the 2012 results recognize recent tax legislative changes which have impacted deferred
income taxes. In the UK, tax legislation has been passed which reduced the effective income tax rate from 25% to 24%,
effective April 1, 2012, and from 24% to 23%, effective April 1, 2013 (2011 – 27% to 26%, effective April 1, 2011, and
from 26% to 25%, effective April 1, 2012). The effect of recognizing these changes in UK income tax rates is a $3.5 million
(2011 – $3.7 million) reduction in deferred income tax liabilities.
The major components of income tax expense for the years ended December 31, 2012 and 2011 are as follows:
December 31
2012

 	

Current income tax:
Current income tax charge
Adjustments in respect of current income tax of the previous year

		
$
57,880
$
51,590
(878)
–
57,002

Current income tax
Deferred income tax:
Relating to the origination and reversal of temporary differences
Adjustments in respect of deferred income tax of the previous year
Adjustments to deferred tax attributable to changes in tax rates and laws

51,590

		
35,184
32,390
571
–
(3,502)
(3,690)
32,253

Deferred income tax
Provision for income taxes

December 31
2011

$

89,255

28,700
$

80,290

Deferred income taxes recognized directly in OCI are as follows: 		
December 31
2012

 	

Deferred income tax recovery on defined pension benefit reserve

$

(215)

December 31
2011

$

(1,292)

The provision for income taxes is summarized by jurisdiction as follows:		
December 31
2012

 	

December 31
2011

Current income taxes
Canada
Europe

		
$
56,235
$
49,797
767
1,793

 	
Deferred income taxes
Canada
Europe

57,002
51,590
		
36,032
31,146
(3,779)
(2,446)
32,253

 	
$
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89,255

28,700
$

80,290

The components of income before income taxes are summarized below:
December 31
2012

 	

December 31
2011

Canada
Europe

$

356,660
39,748

$

307,171
21,051

 	

$

396,408

$

328,222

Income tax expense varies from amounts computed by applying the Canadian federal and provincial statutory income tax
rates to income before income taxes as shown in the following table:
December 31
2012

 	

$

Income before income taxes per consolidated financial statements
Tax rate
 	

396,408
25.0%
99,102

December 31
2011

$

(6,466)
(3,502)
121

Deductible intercompany interest expense
Impact of rate reductions
Other
$

Provision for income taxes

89,255

328,222
26.5%
86,979
(3,774)
(3,690)
775

$

80,290

The tax rates used in the reconciliation above are the combined federal and provincial tax rates payable by Inter Pipeline in
Canada. These tax rates decreased to 25.0% in 2012 from 26.5% in 2011, due to previously enacted tax rate deductions.
On October 30, 2007, the Government of Canada announced reductions to the federal general rate that was enacted into
law in December 2007. This legislation reduced the federal general rate from 16.5% to 15.0% effective January 1, 2012.
Deferred income taxes relate to the following temporary differences:

		
Consolidated
Consolidated Balance Sheets
Statements of Net Income
 	

December 31
2012

(398,576)
88,563
(85,941)
366
444
12,594
(1,981)

December 31
2011

December 31
2012

Property, plant and equipment
Non-capital losses
Intangible assets
Employee benefits
Working capital
Provisions
Derivative financial instruments

$

Deferred income tax expense

		
		
$
(32,253)

Net deferred tax liability

$

(384,531)

$

$

(337,166)
79,136
(101,474)
(23)
698
7,228
9,127

$

(32,521)
8,912
1,315
(112)
367
895
(11,109)

December 31
2011

$

(51,160)
14,437
5,064
97
(397)
114
3,145
(28,700)

(342,474)

Reconciliation of deferred income tax liabilities net:
2012

 	

2011

Balance, January 1
Tax expense recognized in net income
Tax recovery recognized in OCI
Acquisition of Inter Terminals (note 4)
Revaluation of foreign deferred income tax liabilities and other

$

(342,474)
(32,253)
215
(9,043)
(976)

$

(314,468)
(28,700)
1,292
–
(598)

Balance, December 31

$

(384,531)

$

(342,474)
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Deferred income tax assets and liabilities are recognized for temporary differences between the carrying amount of the
consolidated balance sheet items and their corresponding tax values as well as for the benefit of losses available to be
carried forward to future tax years that are likely to be realized. The amount of unrecognized losses related to Europe at
December 31, 2012, are $2.1 million (December 31, 2011 – $2.1 million).

13. PARTNERS’ EQUITY
Units Issued, Fully Paid and Outstanding
Authorized
Unlimited number of Class A limited liability units, with voting rights and no par value.
Unlimited number of Class B unlimited liability units, with voting rights and no par value.
Each unit is subject to the transfer restrictions within the LPA. All unitholders receive distributions on their units in accordance
with the LPA. As a result of the General Partner’s discretion to establish reserves under the LPA, distributions to unitholders
are always equal to LPA Distributable Cash. In the event of the dissolution of Inter Pipeline, any of Inter Pipeline’s remaining
assets, after giving effect to any asset sales and payment of debts and liabilities upon dissolution, will be distributed to
unitholders. In accordance with the LPA, Inter Pipeline is required to be dissolved on December 31, 2037 and in certain
other instances in accordance with the LPA.
Issued, Fully Paid and Outstanding
Class A Units

Class B Units

Total

Balance, January 1, 2011
Issued under Premium Distribution™ and Distribution
Reinvestment Plan (a)

257,785,596

258,291

258,043,887

6,106,849

6,122

6,112,971

Balance, December 31, 2011

263,892,445

264,413

264,156,858

10,987,873

11,009

10,998,882

274,880,318

275,422

275,155,740

Issued under Premium Distribution™ and Distribution
Reinvestment Plan (a)
Balance, December 31, 2012
a)

In July 2011, Inter Pipeline reintroduced the Premium Distribution™ component of the Plan. Under the Distribution
Reinvestment component of the Plan, eligible unitholders may reinvest their cash distributions to purchase additional
Class A units issued from treasury at a 5% discount to the weighted average trading price of Inter Pipeline units. Under
the Premium Distribution™ component of the Plan, eligible unitholders may elect to exchange these additional units
for cash payment equal to 102% of the regular cash distribution on the applicable distribution payment date.

Calculation of Net Income per Partnership Unit
Partnership units share equally on a pro rata basis in the allocation of net income. The number of diluted units outstanding
is calculated using the Treasury Stock method based on the weighted average number of units outstanding for the period
as follows:
December 31
2012

 	
 	

Net income attributable to unitholders – Basic and diluted

$

Weighted average units outstanding – Basic
Effect of Premium Distribution™ and Distribution Reinvestment Plan

269,897,073
696,346

259,937,522
412,870

Weighted average units outstanding – Diluted

270,593,419

260,350,392

Net income per Partnership unit – Basic and diluted

$

™ Denotes trademark of Canaccord Capital Corporation.
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307,153

December 31
2011

1.14

$

$

247,932

0.95

Reserves
Reserves are summarized as follows:
Foreign
Currency
Translation
Reserve

Hedging
Reserve

Defined
Benefit
Pension
Reserve

Total
Reserves

Balance, January 1, 2011
$
Other comprehensive income (loss)		

(809) $
809		

(28,395) $
4,472		

(3,482)
$
(4,875)		

(32,686)
406

Balance, December 31, 2011		

–		

(23,923)		

(8,357)		

(32,280)

Other comprehensive income (loss)		

–		

10,486		

(1,710)		

8,776

Balance, December 31, 2012

–

 		
$

$

(13,437)

$

(10,067)

$

(23,504)

14. RELATED PARTY TRANSACTIONS
Inter Pipeline wholly owns a number of subsidiaries located in Canada, England, Germany, Ireland and Denmark and an
85% interest in two joint ventures located in Canada (2011 – 100% interests in Canada, England, Germany and Ireland and
an 85% interest in two joint ventures located in Canada).
No revenue was earned from related parties for the years ended December 31, 2012 and 2011.
In 2002, Inter Pipeline entered into a support agreement that enables Inter Pipeline to request PAC, the shareholder of the
General Partner, and its affiliates to provide certain personnel and services to the General Partner to fulfill its obligations
to administer and operate Inter Pipeline’s business. Such services are incurred in the normal course of operations and
amounts paid for such services are at cost for the services provided. No amounts were paid in 2012 and 2011 under the
support agreement.
Amounts due from/to the General Partner and its affiliates related to their services are non-interest bearing and have no
fixed repayment terms, with the exception of the loan payable to the General Partner (note 9). At December 31, 2012,
accounts payable includes $2.7 million owing to the General Partner by Inter Pipeline (December 31, 2011 – $0.9 million).
Management fees of $12.0 million were earned by the General Partner in the year ended December 31, 2012
(2011 – $10.6 million). Incentive fees of $1.8 million were accrued to the General Partner as Inter Pipeline’s annual
Distributable Cash for 2012 was in excess of $1.01 per unit annually (2011 – $nil). Acquisition fees of $4.6 million
and disposition fees of $nil were earned by the General Partner in the year ended December 31, 2012 (2011 – $nil and
$nil respectively).
In 2004, Inter Pipeline entered into a loan agreement with the General Partner for $379.8 million. At December 31, 2012,
accounts payable includes interest payable to the General Partner on the loan of $3.2 million (December 31, 2011 –
$4.1 million). The General Partner has earned $0.2 million from Inter Pipeline in interest income during the year
(2011 – $0.2 million) on a net basis, after paying interest expense to the ultimate note holders. On October 29, 2012,
Inter Pipeline repaid $91.2 million to the General Partner (note 9).
In 2012, certain of the officers and directors of the General Partner received a total of $2.0 million in dividends from PAC
pursuant to their non-voting shares (2011 – $1.1 million).

2012 Notes to Consolidated Financial Statements

115

Key Management Personnel
Total compensation of the Board of Directors and top three paid executives consisted of the following:
December 31
2012

 	
 	

December 31
2011

Short-term employee benefits*
Unit-based payments**

$

4,971
9,882

$

4,340
8,294

Total compensation***

$

14,853

$

12,634

* Short-term employee benefits consist of base salary, annual earned bonuses and employer contributions for non-monetary benefits.
* * Unit-based payments consist of the compensation expense recognized for DURs outstanding at the period end and DURs exercised by key management
personnel during the period (see note 11(a) for a discussion of the DURP).
* * * Post employment benefits, other long-term benefits and termination benefits are not applicable for Inter Pipeline’s key management personnel in the year ended
December 31, 2012 and 2011.

15. COMMITMENTS AND CONTINGENCIES
On June 15, 2007, Inter Pipeline entered into an agreement with the Corridor shippers to guarantee the payment
and performance of all obligations, other than repayment of borrowed amounts or similar financial obligations, of Corridor,
the General Partner, or the operator (if the operator is not Inter Pipeline) in favour of the shippers under the FSA and
other related agreements. The guarantee may be exercised in the event that Corridor, the General Partner or the operator
(if the operator is not Inter Pipeline) fails to pay or perform such obligations for any reason.
As a result of the sale of Lewis Tankers Limited in November 2009, Inter Pipeline provided third party guarantees for
minimum payments under commercial vehicle lease agreements that expire between July 2010 and December 2013. The
guarantees may be exercised if the purchaser fails to fulfill its payment obligations. At December 31, 2012, the guaranteed
lease obligations are approximately $0.2 million.
Inter Pipeline has committed to purchase obligations totaling approximately $135.6 million at December 31, 2012
(refer to note 6 for committed property, plant and equipment expenditures). Inter Pipeline is also committed to investing
capital in the bulk liquid storage business to comply with the UK’s post Buncefield regulations. Potential solutions are being
evaluated and expenditures are estimated to be in the range of $5.0 million to $7.0 million over the next eight years.

Minimum Lease Payments
Inter Pipeline has entered into lease agreements for office space, storage, property, plant and equipment and land for
periods ranging from 2013 to 2090. Certain leases contain extension and renewal options. The future minimum annual
lease payments for these lease commitments are:
Less than one year
One to five years
After five years

		
$
8,842
		
44,955
		
173,306

 	

		
$
227,103
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16. CAPITAL DISCLOSURES
Financial objectives are aligned with Inter Pipeline’s commercial strategies and its long-term outlook for the business. Inter
Pipeline’s capital management objectives are to maintain (i) stable cash distributions to unitholders over economic and
industry cycles; (ii) a flexible capital structure which optimizes the cost of capital within an acceptable level of risk; and (iii)
an investment grade credit rating. Management manages the capital structure and makes adjustments based on changes
in economic conditions and the risk characteristics of the underlying assets. In order to maintain or modify the capital
structure, Inter Pipeline may adjust the level of cash distributions paid to unitholders, issue new Class A units or new debt,
renegotiate new debt terms or repay existing debt.
Inter Pipeline maintains flexibility in its capital structure to fund growth capital and acquisition programs throughout market
and industry cycles. Inter Pipeline projects its funding requirements to ensure appropriate sources of financing are available
to meet future financial obligations and capital programs. Inter Pipeline generally relies on committed credit facilities and
funds from operations to finance ongoing capital requirements. At December 31, 2012, Inter Pipeline had access to
committed credit facilities totaling $2,300.0 million, of which $686.0 million remains unutilized. Inter Pipeline also had
access to unutilized demand facilities of $44.8 million. Certain unutilized amounts under these facilities are available to
specific subsidiaries of Inter Pipeline.
Taking future market trends into consideration, Inter Pipeline regularly forecasts its operational requirements and expected
funds from operations to ensure that sufficient funding is available for future sustaining capital programs and distributions
to unitholders.
Capital under management includes long-term and short-term debt and commercial paper (excluding discounts and
transaction costs) and partners’ equity. Capital is monitored through a number of measures, including total recourse debt
to capitalization* and recourse debt to EBITDA**. Capital management objectives are to provide access to capital at a
reasonable cost while maintaining an investment grade long-term corporate credit rating and ensuring compliance with all
financial debt covenants.
Management’s long-term objectives are to remain well below its maximum permitted ratio of 65% recourse debt to
capitalization* and maximum senior recourse debt to EBITDA** rate of 4.25 stipulated in the terms of Inter Pipeline’s
credit agreements. In 2013, Inter Pipeline’s permitted recourse debt to EBITDA** is expected to temporarily increase to
accommodate the financing of the oil sands transportation expansion projects. The recourse debt to capitalization* and
senior recourse debt to EBITDA** measures below are similar to the coverage ratio terms contained in Inter Pipeline’s credit
agreements. EBITDA** calculated below includes all net income associated with non-recourse subsidiaries, while the credit
agreements only include distributed earnings.
 	
 	

Long-term debt, short-term debt and commercial paper
Recourse debt
Non-recourse debt
 	
Partners’ equity

December 31
2012

$ 1,473,648
1,653,950

December 31
2011

$

3,127,598
1,659,451

904,800
1,767,300
2,672,100
1,419,786

Total capitalization

$ 4,787,049

$

4,091,886

Capitalization (excluding non-recourse debt)

$ 3,133,099

$

2,324,586

Recourse debt to capitalization*

*
**

47.0%

38.9%

Recourse debt to capitalization is an additional GAAP measure and is calculated by dividing the sum of debt facilities outstanding with recourse to Inter
Pipeline (excluding discounts and debt transaction costs) by total capitalization excluding outstanding debt facilities with no recourse to Inter Pipeline.
EBITDA is an additional GAAP measure whose nearest GAAP measure is net income. Additional GAAP measures do not have a standardized meaning
prescribed by GAAP and therefore may not be comparable to similar measures presented by other entities.
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December 31
2012

 	
 	

December 31
2011

Net income
Add:
Depreciation and amortization
Loss on disposal of assets
Financing charges
Non-cash (recovery) expense
Unrealized change in fair value of derivative financial instruments
Provision for income taxes
Proceeds from long-term lease inducements

$ 307,153
$
247,932
		
123,132
99,716
179
23
97,618
80,216
(234)
26
(44,363)
14,539
89,255
80,290
–
1,480

EBITDA*

$

2.6

Recourse debt to EBITDA*
*

572,740

$

524,222
1.7

EBITDA is an additional GAAP measure whose nearest GAAP measure is net income. Additional GAAP measures do not have a standardized meaning
prescribed by GAAP and therefore may not be comparable to similar measures presented by other entities.

Inter Pipeline was compliant with all covenants throughout each of the years presented.

17. FINANCIAL INSTRUMENTS
Classification of Financial Assets and Financial Liabilities
The carrying value of Inter Pipeline’s financial assets and liabilities recorded at December 31, 2012, are classified as follows:
				
		
Cash,
Other
		
Loans and
Financial
FVTPL
Receivables
Liabilities

Assets**
Cash and cash equivalents
$
–
$
63,902
$
Accounts receivable		
–		136,119		
Prepaid expenses and
  
other deposits		
–		 8,077		
Derivative financial instruments***		 25,681		
–		

Carrying Value
of Financial
Asset or
Liability

Non
Financial
Asset or
Liability*

Carrying Value
of Asset or
Liability

–
$
63,902
$
–
$
63,902
–		136,119		 10,426		146,545
–		 8,077		 21,982		 30,059
–		 25,681		
–		 25,681

Liabilities								
Distributions payable		
–		
–		 25,452		 25,452		
–		 25,452
Accounts payable and
  
accrued liabilities		 4,570		
–		257,702		262,272		 31,968		294,240
Derivative financial instruments***		 8,336		
–		
–		 8,336		
–		 8,336
Deferred revenue and other liabilities		
–		
–		
12		
12		
23,020		
23,032
Long-term debt, short-term debt and
–		
–		
3,127,598		
3,127,598		
–		
3,127,598
  commercial paper (note 9)****		
Long-term payable		 4,865		
–		
–		 4,865		
–		 4,865
*
**
***
****

Not all components of assets and liabilities meet the definition of a financial asset or liability.
Inter Pipeline does not have any assets that meet the definition of “available-for-sale” or “held-to-maturity.”
Financial instruments at FVTPL are recorded at fair value using a discounted cash flow methodology.
Carrying values include the current portion of long-term debt and commercial paper and exclude discounts and transaction costs with the respective
accumulated amortization.
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a)

Fair Value of Financial Instruments

The fair value of long-term debt and derivative financial instruments are discussed in the following paragraphs. The
long-term portion of unrealized gains arising from the interest rate swap contracts payable to the shippers is designated as
FVTPL and is carried at fair value. The carrying value of all other financial assets and liabilities approximate their fair value
due to the relatively short-term maturity.
Due to the short-term maturity of instruments under long-term variable rate revolving credit facilities, it is assumed that the
carrying amounts of these financial instruments approximate their fair values. At December 31, 2012, the carrying values
of fixed rate debt compared to fair values are as follows:
 	

Carrying Value*

Fair Value

Loan payable to General Partner

$

288,648

$

308,971

Corridor Debentures

$

300,000

$

329,178

Senior Unsecured Medium-Term Notes

$

925,000

$

986,776

*

Carrying value excludes transaction costs, discount and accumulated amortization.

The estimated fair value of the fixed rate debt has been determined based on available market information and appropriate
valuation methods, including the use of discounted future cash flows using current rates for similar financial instruments
subject to similar risks and maturities. The actual amounts realized may differ from these estimates.
The fair values of derivative financial instruments are calculated by Inter Pipeline using a discounted cash flow methodology
with reference to actively quoted forward prices and/or published price quotations in an observable market and market
valuations provided by counterparties. Forward prices for NGL swaps are less transparent because they are less actively
traded. These forward prices are assessed based on available market information for the time frame for which there are
derivative instruments in place. These fair values are discounted using a risk-free rate plus a credit premium that takes into
account the credit quality of the instrument.
The fair values of derivatives and other financial instruments used for risk management activities are recorded in the
consolidated balance sheets as follows:
 	
 	

December 31
2012

December 31
2011

Current asset
Non-current asset
Current liability
Non-current liability

$

20,816
4,865
(8,336)
–

$

5,167
9,772
(25,746)
(11,035)

 	

$

17,345

$

(21,842)
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Derivative financial instruments carried at fair value are as follows:
December 31
2012

 	
 	

Frac-spread risk management
NGL swaps
Natural gas swaps
Foreign exchange swaps

December 31
2011

		
$
16,246
$
(13,691)
(6,776)
(15,573)
(1,535)
(7,189)
7,935

 	
Interest rate risk management
Interest rate swaps

(36,453)

		
9,435
14,611
9,435

 	
Power price risk management
Electricity price swap

14,611

		
(25)
(25)

 	
$

 	

17,345

–
–

$

(21,842)

Net Gains or Losses
Realized and Unrealized Gain (Loss) on Derivative Instruments – Fair Value Through Profit or Loss
Realized gains (losses) represent actual settlements under derivative contracts during the period. The realized gains (losses)
on derivative financial instruments recognized in net income were:
December 31
2012

 	
 	

Revenues
NGL swaps
Foreign exchange swaps (frac-spread)

		
$
12,444
$
(35,465)
146
4,737
12,590

 	
Shrinkage gas expense
Natural gas swaps

(30,728)

		
(14,894)
(13,817)
(14,894)

 	
Operating expenses
Electricity price swap
Heat rate swaps

(13,817)

		
–
1,164
–
5,010
–

 	
Financing charges
Interest rate swaps

6,174

		
4,788
2,760
4,788

 	
General and administrative
Foreign exchange swap

2,760

		
943
943

 	
Net realized gain (loss) on derivative financial instruments
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$

3,427

–
–

$

(35,611)

The unrealized change in fair value related to derivative financial instruments recognized in net income was:
December 31
2012

 	
 	

Frac-spread risk management
NGL swaps
Natural gas swaps
Foreign exchange swaps

December 31
2011

		
$
29,937
$
3,071
8,797
(4,661)
5,654
(11,708)
44,388

 	
Interest rate risk management
Interest rate swaps

(13,298)

		
–
1,918
–

 	
Power price risk management
Electricity price swaps
Heat rate swaps

1,918

		
(25)
(279)
–
(2,071)
(25)

 	
Transfer of gains and losses on derivatives previously designated as
cash flow hedges from accumulated other comprehensive income
Unrealized change in fair value of derivative financial instruments

(2,350)

–
$

44,363

(809)
$

(14,539)

Realized and Unrealized Gain (Loss) on Other Classes of Financial Instruments
Inter Pipeline had no significant gains (losses) or impairment losses on other classes of financial instruments.

18. RISK MANAGEMENT
Inter Pipeline is exposed to a number of inherent financial risks arising in the normal course of operations which
include market price risk related to commodity prices, foreign currency exchange rates and interest rates; credit risk;
and liquidity risk.

a)

Market Risk

Market risk is the risk or uncertainty that the fair value of financial instruments, future cash flows and net earnings of
Inter Pipeline will fluctuate due to movements in market rates. Inter Pipeline utilizes derivative financial instruments to
manage its exposure to market risks relating to commodity prices, foreign exchange and interest rates. Inter Pipeline has a
risk management policy in place that defines and specifies the controls and responsibilities associated with those activities
managing market exposure to changing commodity prices (crude oil, natural gas, NGLs and power) as well as changes
within financial markets relating to interest rates and foreign exchange exposure for Inter Pipeline. Inter Pipeline’s risk
management policy prohibits the use of derivative financial instruments for speculative purposes.
In the following sections, sensitivity analyses are presented to provide an indication of the amount that an isolated change
in one variable may have on net income and are based on derivative financial instruments and long-term debt, shortterm debt and commercial paper outstanding at December 31, 2012. The analyses are hypothetical and should not be
considered to be predictive of future performance. Changes in fair value generally cannot be extrapolated based on one
variable because the relationship with other variables may not be linear. In reality, changes in one variable may magnify or
counteract the impact of another variable which may result in a significantly different conclusion.
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Frac-Spread Risk Management
Inter Pipeline is exposed to frac-spread risk which is the relative price differential between the sale of NGL produced and
the purchase of shrinkage gas used to replace the heat content removed during the extraction of the NGL from the natural
gas stream. Derivative financial instruments are utilized to manage frac-spread risk. Inter Pipeline transacts with third party
counterparties to sell a notional portion of its NGL products and purchase related notional quantities of natural gas at fixed
prices. NGL price swap agreements are transacted in US currency therefore Inter Pipeline also enters into foreign exchange
contracts to sell US dollars to convert notional US dollar amounts in the NGL swaps.
Contracts outstanding at December 31, 2012, represented approximately 41% of forecast propane-plus volumes at
the Cochrane extraction facility for the period January 1, 2013 to December 31, 2013 at average frac-spread prices of
approximately $0.97 CAD/US gallon. These average prices approximated $0.97 USD/US gallon, based on the average
USD/CAD forward curve as at December 31, 2012.
The following table illustrates how a 10% change in NGL and AECO natural gas commodity prices and foreign exchange
rates in isolation could individually impact the mark-to-market valuation of Inter Pipeline’s derivative financial instruments
used to manage frac-spread risk and consequently after-tax income assuming rates associated with each of the other
components and all other variables remain constant:
Fair Value of
Derivative
Financial
Instruments

NGL*
$
AECO natural gas		
Foreign exchange		
Frac-spread risk management

$

Change in Net
Income Based
on 10%
Increase in
Prices/Rates**

16,246
$
(6,776)		
(1,535)		

Change in Net
Income Based
on 10%
Decrease in
Prices/Rates**

(5,410)
$
1,317		
(6,637)		

5,410
(1,317)
6,637

7,935

* Assumes that a commodity price change will impact all propane, normal butane, isobutane and pentanes-plus products linearly.
* * Negative amounts represent a liability increase or asset decrease.

Interest Rate Risk Management
Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate as a result of a
change in market interest rates. Inter Pipeline manages its interest rate risk by balancing its exposure to fixed and variable
rates while minimizing interest costs. When deemed appropriate, Inter Pipeline enters into interest rate swap agreements
to manage its interest rate price risk exposure.
In 2007, Inter Pipeline assumed fixed-to-floating interest rate swap agreements with a Canadian chartered bank to
manage its interest rate cash flow exposure on $300.0 million of Corridor’s 5 and 10 year fixed rate debentures.
On February 2, 2010, the $150 million 4.240% Series A debentures matured and Corridor issued $150 million of
4.897% Series C debentures due February 3, 2020. A swap agreement was not entered into for the Series C debentures.
At December 31, 2012, Inter Pipeline manages its interest rate cash flow exposure with the remaining fixed-to-floating
interest rate swap on the $150 million 5.033% Series B Corridor debentures.
Inter Pipeline’s exposure to interest rate risk primarily relates to its long-term debt obligations and fair valuation of
floating-to-fixed interest rate swap agreements. Since fixed rate long-term debt is carried at amortized cost rather than
at fair value, the carrying value of this debt is not subject to interest rate risk. Since the fair value gains and losses on the
fixed-to-floating interest rate swap agreements are offset by the long-term receivable or long-term payable, there is no
interest rate risk on these agreements.
Based on the variable rate debt obligations outstanding at December 31, 2012, a 1% change in interest rates at this
date could affect interest expense on credit facilities by approximately $16.1 million, assuming all other variables remain
constant. Of these amounts, $13.5 million for the year ended December 31, 2012, relates to the $1.55 billion Unsecured
Revolving Credit Facility (note 9) and is recoverable through the terms of Corridor’s FSA, therefore the after-tax income
impact would be $1.9 million.
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Power Price Risk Management
Inter Pipeline uses derivative financial instruments to manage power price risk in its conventional oil pipelines and NGL
extraction business segments. Inter Pipeline enters into financial heat rate swap contracts to manage electricity price
risk exposure in the NGL extraction business. Inter Pipeline also enters into financial power swap contracts to manage
electricity price risk exposure in the conventional oil pipelines business. As at December 31, 2012, there are no heat rate
price swap agreements outstanding.
During the year ended December 31, 2012, Inter Pipeline entered into an electricity price swap agreement in the conventional
oil pipelines business. At December 31, 2012, a 10% change in Alberta power pool commodity prices in isolation with all
other variables held constant could potentially change the mark-to-market valuation of Inter Pipeline’s derivative financial
instruments used to manage power price risk, and consequently after-tax income, by approximately $0.1 million.
Foreign Exchange Risk Management
Inter Pipeline is exposed to currency risk resulting from the translation of assets and liabilities of its European bulk liquid
storage operations and transactional currency exposures arising from purchases in currencies other than Inter Pipeline’s
functional currency, the Canadian dollar. Transactional foreign currency risk exposures have not been significant historically,
therefore are generally not hedged; however, Inter Pipeline may decide to hedge this risk in the future.
Inter Pipeline entered into a forward foreign exchange agreement on February 1, 2012, as a result of cash assumed on
the acquisition of Inter Terminals, to sell EUR 36.4 million at a rate of 1.3165 CAD per EUR. The agreement was settled on
June 25, 2012, which resulted in a realized gain of $0.9 million.

b)

Credit Risk

Credit exposure on financial instruments arises from a counterparty’s inability or unwillingness to fulfill its obligations to
Inter Pipeline. Inter Pipeline’s credit risk exposure relates primarily to customers (accounts receivable) and financial
counterparties holding cash and derivative financial instruments. Inter Pipeline’s exposure to credit risk arises from default
of a customer or counterparty’s obligations, with a maximum exposure equal to the carrying amount of these instruments.
Credit risk is managed through credit approval and monitoring procedures.
With respect to credit risk arising from cash, deposits and derivative financial instruments, Inter Pipeline believes the risks
of non-performance of counterparties are minimal as cash, deposits and derivative financial instruments outstanding are
predominantly held with major financial institutions or investment grade corporations.
At December 31, 2012, Inter Pipeline considers that the risk of non-performance of its customers is minimal based on
Inter Pipeline’s credit approval, ongoing monitoring procedures and historical experience. The creditworthiness assessment
takes into account available qualitative and quantitative information about the counterparty including, but not limited to,
financial status and external credit ratings. Depending on the outcome of each assessment, guarantees or some other
form of credit enhancement may be requested as security. Inter Pipeline attempts to mitigate its exposure by entering into
contracts with customers that may permit netting or entitle Inter Pipeline to lien or take product in kind and/or allow for
termination of the contract on the occurrence of certain events of default. Each business segment monitors outstanding
accounts receivable on an ongoing basis.
At December 31, 2012, accounts receivable outstanding meeting the definition of past due and impaired are immaterial.
Concentrations of credit risk associated with accounts receivable relate to a limited number of principal customers in the
oil sands transportation and NGL extraction business segments, the majority of which are affiliated with investment grade
corporations in the energy and chemical industry sectors. At December 31, 2012, accounts receivable associated with
these two business segments were $97.6 million or 66.6% of total accounts receivable outstanding. Inter Pipeline believes
the credit risk associated with the remainder of accounts receivable is minimized due to diversity across business units
and customers.
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c)

Liquidity Risk

Liquidity risk is the risk that suitable sources are not available to fund business operations, commercial strategies or
meet financial obligations (refer to note 16 for capital disclosures and note 15 for commitments and contingencies). The
table below summarizes the contractual maturity profile of Inter Pipeline’s financial liabilities at December 31, 2012, on an
undiscounted basis:
 	
Total

Less Than
One Year

One to Five
Years

After Five
Years

Distributions payable
$
25,452
$
25,452
$
–
$
–
Accounts payable and accrued liabilities		
294,240		
294,240		
–		
–
Deferred revenue and other liabilities		
23,032		
6,074		
11,490		
5,468
Derivative financial instruments*		
8,391		
8,391		
–		
–
Long-term debt, short-term debt and commercial paper**		 3,127,598		 1,353,950		
698,648		 1,075,000
Long-term payable*		
5,185		
–		
5,185		
–
$
*

**

3,483,898

$

1,688,107

$

715,323

$

1,080,468

Derivative financial instruments are shown on a net basis. Derivative financial instruments and the long-term payable represent an estimate of the fair value
liability on an undiscounted basis for financially net settled derivative contracts outstanding at December 31, 2012, based upon contractual maturity dates.
Fair values of derivative financial instruments and the long-term payable reported on the balance sheets are shown on a discounted basis.
Commercial paper issued by Corridor is fully supported and management expects that it will continue to be supported by the Unsecured Revolving Credit
Facility that has no repayment requirements until December 2016.

19. FINANCING CHARGES
December 31
2012

 	

Interest expense on credit facilities
Interest on loan payable to General Partner
Interest on Corridor Debentures
Interest on Senior Unsecured Medium-Term Notes

$

$

98,819
(5,671)
2,953
1,517

Total interest
Capitalized interest
Amortization of transaction costs on long-term debt, short-term debt and commercial paper
Accretion of provisions and pension plan financing charges
Financing charges

33,821
22,136
10,148
32,714

December 31
2011

$

97,618

28,577
23,084
10,084
17,928
79,673
(1,256)
1,180
619

$

80,216

20. EXPENSES BY NATURE
December 31
2012

 	
 	

December 31
2011

Fuel and power
External services
Employee costs
Property taxes
Materials and supplies
Transportation and storage
Other

$

95,979
57,875
86,991
23,104
21,782
55,807
15,658

$

107,263
52,523
68,287
22,057
19,200
49,717
21,049

Total expenses by nature

$

357,196

$

340,096

Allocated to:
Operating
General and administrative

		
293,150
285,272
64,046
54,824

 	

$
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357,196

$

340,096

21. SUPPLEMENTAL CASH FLOW INFORMATION
Changes in Non-Cash Working Capital
 	
 	

December 31
2012

December 31
2011

Accounts receivable
Prepaid expense and other deposits
Distributions payable
Accounts payable and accrued liabilities
Deferred revenue
Current income taxes payable
Working capital acquired (note 4)
Impact of foreign exchange rate differences and other

$

(37,400)
(19,142)
2,338
132,010
1,491
(41,068)
15,513
(179)

$

20,356
2,201
2,470
3,997
(1,756)
48,989
–
211

Changes in non-cash working capital

$

53,563

$

76,468

Operating
Investing
Financing

$

(47,338)
100,489
412

$

66,288
7,710
2,470

Changes in non-cash working capital

$

53,563

$

76,468

These changes relate to the following activities:			

Cash and Cash Equivalents
 	
 	

December 31
2012

December 31
2011

Cash on hand and at banks
Short-term deposits

$

52,527
11,375

$

37,879
12,142

 	

$

63,902

$

50,021

22. MAJOR CUSTOMERS
In 2012, Plains Midstream, one of the principal customers of the NGL extraction business, accounted for 25%
(2011 – Dow Chemical Canada and BP Canada accounted for 47%) of Inter Pipeline’s consolidated revenue. Inter Pipeline
believes the financial risk associated with this customer is minimal.
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23. JOINT ARRANGEMENTS
85% Interest in Cold Lake
Summarized information on the results of operations and financial position relating to Inter Pipeline’s 85% interest in
Cold Lake are:
December 31
2012

 	
 	

December 31
2011

Revenues
Expenses
Provision for income taxes

$

108,278
(58,190)
(225)

$

104,896
(55,910)
(219)

Proportionate share of net income

$

49,863

$

48,767

December 31
2012

 	
 	

December 31
2011

Current assets
Non-current assets
Current liabilities
Non-current liabilities

$

37,252
653,494
(5,230)
(347)

$

24,974
490,401
(7,278)
(283)

Proportionate share of net assets

$

685,169

$

507,814

At December 31, 2012, there were $959.4 million of commitments to purchase property, plant and equipment and
$55.2 million of purchase obligations related to Inter Pipeline’s interest in the Cold Lake entity. Cold Lake’s commitments
and purchase obligations are included in total commitments and contingencies disclosed in notes 6 and 15.

50% Interest in Empress V Extraction Facility
Summarized information on the results of operations and financial position relating to Inter Pipeline’s 50% interest in the
Empress V extraction facility are:
December 31
2012

 	
 	

December 31
2011

Revenues
Expenses

$

85,145
(74,540)

$

110,031
(101,216)

Proportionate share of net income

$

10,605

$

8,815

 	
December 31
2012

 	
 	

December 31
2011

Current assets
Non-current assets
Current liabilities
Non-current liabilities

$

90,079
100,422
(17,038)
(726)

$

11,085
104,392
(7,847)
(655)

Proportionate share of net assets

$

172,737

$

106,975

At December 31, 2012, there were no commitments to purchase property, plant and equipment and no purchase obligations
related to Inter Pipeline’s interest in the jointly controlled Empress V extraction facility asset.
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Five year historical summary
2012

Revenues
Oil sands transportation
NGL extraction
Conventional oil pipelines
Bulk liquid storage

2009 (1)

2010

2008 (1)

300.3
499.9
231.2
155.6

$

284.8
584.6
177.8
104.4

$

144.5
594.3
157.4
100.9

$

130.6
529.1
148.9
116.0

$

146.0
794.3
148.0
136.3

$ 1,187.0

$

1,151.6

$

997.1

$

924.6

$

1,224.6

$

172.8
194.6
153.4
80.2
(178.4)

$

165.7
202.5
133.2
37.2
(144.4)

$

73.8
176.9
113.0
39.8
(71.1)

$

73.9
133.1
110.8
51.3
(65.0)

$

69.8
134.0
106.5
41.6
(71.4)

$

422.6

$

394.2

$

332.4

$

304.1

$

280.5

$

1.57

$

1.52

$

1.29

$

1.28

$

1.26

Net income
Per unit – Basic and diluted

$
$

307.2
1.14

$
$

247.9
0.95

$
$

236.0
0.92

$
$

157.7
0.66

$
$

249.7
1.12

Cash distributions
Per unit

$
$

285.2
1.0550

$
$

251.7
0.9675

$
$

232.6
0.9050

$
$

202.4
0.8450

$
$

186.6
0.8400

 	
Funds from operations
Oil sands transportation
NGL extraction
Conventional oil pipelines
Bulk liquid storage
Corporate costs
 	
Per unit

$

2011

Units outstanding (basic)
Weighted average
End of period

269.9
275.2

259.9
264.2

256.9
258.0

238.1
254.6

222.0
223.1

Capital expenditures
Growth
Sustaining

$

339.5
40.1

$

132.6
19.4

$

322.9
16.7

$

573.4
18.0

$

601.7
13.4

 	

$

379.6

$

152.0

$

339.6

$

591.4

$

615.1

(1) IFRS adoption is effective as of January 1, 2011 and restated for 2010 as required for comparative purposes. Therefore, the 2009 and 2008 information
is presented on a Canadian GAAP basis.
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Board of directors
John F. Driscoll
Director and the Chairman
of the Board
Toronto, Ontario
Age: 71

Nicholas O.
Brigstocke
Director
Midhurst, West Sussex,
United Kingdom
Age: 70

Lorne E. Brown (1)
Director, Chair of the
EH&S Committee,
Member of the Audit
Committee
Oro Valley, Arizona
Age: 70

Jeffery E. Errico
Director
Calgary, Alberta
Age: 62

David W. Fesyk
Director, President and
Chief Executive Officer
Calgary, Alberta
Age: 50

128

Inter Pipeline Fund

Mr. Driscoll has been Chairman of the General partner since 2002. He is the
founder and Chairman of Sentry Investments. He also founded and has been
Chairman of NCE Resources Group since 1984, and Chairman and founder
of Petrofund Energy Trust from 1988 to 2006. During his career, Mr. Driscoll
was responsible for raising over $14 billion of capital in the Canadian equity
markets. Mr. Driscoll received his Bachelor of Science degree from the Boston
College Business School and attended the New York Institute of Finance for
advanced business studies. He is a member of the CFA Institute and also
attained the professional manager designation with the Canadian Institute
of Management.

Mr. Brigstocke had a distinguished international career in the investment
sector, including tenure at the brokerage firm of de Zoete and Bevan, which
was later acquired by Barclays. He was appointed Chairman of Barclays de
Zoete Wedd’s corporate broking business, which was acquired by Credit
Suisse First Boston. Mr. Brigstocke served as Chairman of Credit Suisse
First Boston UK equity capital markets until 2001, following which he acted
as a Senior Consultant with Bridgewell Corporate Finance Ltd. until 2004.
Mr. Brigstocke currently serves as a non-executive director for a number of
private and publicly traded companies.

Mr. Brown has over 35 years of experience in the areas of energy
transportation, refining, marketing and business development. Mr. Brown
served as Vice President, Raw Material Supply at CHS Inc. until his retirement
from that position in 2007. His tenure at CHS Inc. included oversight of
commodity trading related to refinery feedstock requirements and the supply
and marketing of product streams, transportation agreements for raw material
supply on pipelines, development of key customer relationships and longrange strategic plans.

Mr. Errico is a Professional Engineer with a Bachelor of Applied Science Degree
in Chemical Engineering from the University of British Columbia. During his
career, he served as the senior operations executive for several small oil and
gas E&P companies, including Erskine Resources Ltd. and Deminex Canada
Ltd. Most recently Mr. Errico was President & CEO of Petrofund Energy
Trust where he led its growth from 450 to over 42,000 boe/d of production.
Currently, Mr. Errico is the Chairman of Insignia Energy Ltd., and also sits on
the Boards of Crew Energy Inc., and Long Run Exploration Ltd.

Mr. Fesyk has served as President and CEO of the General Partner since its
inception. Previous to that he was employed by various affiliates of Koch
Industries, Inc. During his tenure at Koch, he held several senior executive
positions including Vice President, Transportation, Koch Petroleum Canada,
LP, President, Koch Canada Ltd., and President and CEO, Koch Pipelines
Canada Ltd. Mr. Fesyk holds a Bachelor of Science degree from Arizona State
University and a Master of Business Administration degree from the University
of Calgary.

Duane E. Keinick (1)
Director, Chair of
the Compensation
Committee, Member
of the Governance and
EH&S Committees

Mr. Keinick had a distinguished career at Canadian Imperial Bank of
Commerce, spanning 39 years. Mr. Keinick joined the oil and gas group in
1982 as Vice President, later advancing to Senior Vice President. In 1998, Mr.
Keinick was appointed as Senior Vice President and Managing Director of
CIBC World Markets Inc. where he advised on major oil and gas transactions
before retiring in 2005. Mr. Keinick holds a Bachelor of Arts degree from the
University of Calgary.

Calgary, Alberta
Age: 66

William D.
Robertson (1)
Lead Independent
Director, Chair of the Audit
Committee, Member of the
Compensation and
Governance Committees

Mr. Robertson is a Fellow Chartered Accountant and was formerly the lead
oil and gas specialist at Price Waterhouse and PriceWaterhouseCoopers in
Calgary. After enjoying a 36 year career with the firm, Mr. Robertson retired
from practice in 2002. Prior to this, he served on the CIM Petroleum Society
Standing Committee on Reserve Definitions, as well as a number of other
committees overseeing the practice of accounting in Alberta. Mr. Robertson
graduated with a Bachelor of Commerce degree from the University of Alberta.

Calgary, Alberta
Age: 68

Brant Sangster (1)
Director, Member of
the Audit and EH&S
Committees
Calgary, Alberta
Age: 66

Richard Shaw (1)
Director, Chair of the
Governance Committee,
Member of the
Compensation Committee
Calgary, Alberta
Age: 67

Mr. Sangster is an accomplished executive within the Canadian oil and gas
industry. During his 40 year career, Mr. Sangster held senior positions with
PetroCanada and Imperial Oil Limited in the areas of refining operations,
natural gas liquids, petroleum marketing, strategic planning and corporate
development. Prior to retirement, he held the position of Senior Vice President,
Oil Sands at PetroCanada. Mr. Sangster sits on the boards of Canadian Oil
Sands Ltd., Titanium Corporation, and Harvest Operations Corp.

Mr. Shaw was a senior partner in the Business Law Group of McCarthy
Tetrault LLP until his retirement from the firm in December 2010. Mr. Shaw
has served as a director on the national board of the Institute of Corporate
Directors and as the chair of its Calgary Chapter. Through his professional
corporation, he continues to provide legal advisory services. Mr. Shaw is a
lecturer in the Director Education and MBA programs at the Haskayne School
of Business and presently serves as chair of the Board of Governors of Mount
Royal University. In the past, he has served as a Governor and Acting Vice
Chair of the Glenbow Museum. He is also a director of Enmax Corporation
and serves on the Alberta Securities Commission.

1

Independent Director
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Definitions
EBITDA (Earnings before interest, taxes, depreciation and amortization)
Net income plus depreciation and amortization, financing charges, non-cash expenses, gains or losses
on disposition of assets, unrealized change in fair value of derivative financial instruments, acquisition and
divestiture fees and income taxes.

Abbreviations
bbls	 Barrels

$ MM	  Millions of dollars

bcf	  Billion cubic feet

mmcf	 Million cubic feet

bcf/d	  Billion cubic feet per day

mmcf/d	  Million cubic feet per day

b/d	  Barrel(s) per day

MW	 Megawatt

GJ	 Gigajoule

MWh	  Megawatt hour

km	 Kilometre
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