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WHY INVEST  
IN ValENEr?
a Company built on solid foundations 
—
Solid and stable distributions from 
Gaz Métro
— 
additional distributions of $20 million 
from Gaz Métro over a three-year period 
starting in 2011 fiscal year
— 
Expected annualized dividend of $1.00 
per share staring in 2011 fiscal year
— 
attractive dividend reinvestment plan 
— 
Option granted to Valener by Gaz Métro 
for 24.5% interest in Seigneurie de 
Beaupré wind power project
—
Very suitable structure for raising  
funds on financial markets
— 

access to credit facility of $75 million  
and capital markets to pursue future 
growth opportunities
— 
15-year administration and management 
support agreement between Gaz Métro 
and Valener
— 
Proportional representation on Board  
of Directors of Gaz Métro inc.

va lener inc. he a d office 1717 du h av re , Montré a l , Québec h2K 2 X3 phone: 514 59 8 - 6220 or no ch a rge 1 8 8 8 59 8 - 622 0 w w w.va lener .coM
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NE W  horizoNs
The birth of a new company is filled with promise. it gives free rein to imagination, new ways of doing 
business. Above all, it allows for a complete range of possibilities, so that value and energy — Valener’s 
very essence — remain at the forefront. The playing field can never be too big.



NE W  horizoNs



ENErGY WhErEVEr
 iT is FOUND

opportunities for growth can reside anywhere from a wind farm to other types of energy projects  
in Quebec or abroad. The possibilities are endless: wind here; rivers and sun there: elsewhere, natural 
resources. our flagship, Gaz Métro, has diversified its activities, and Valener wants to continue along 
the same path. our experts already have their eyes wide open.



ENErGY WhErEVEr
 iT is FOUND



hUMAN  RESOURCES
Under a 15-year administration and management support agreement, Valener is managed by  
an experienced dedicated team of Gaz Métro professionals. The Board of Directors is composed  
of individuals who are already very familiar with the energy market. There are no neophytes on  
board—as soon as it was set up, it started looking for opportunities.



hUMAN  RESOURCES



SOLID
FOUNDATIONS



To plan for the future, or look far ahead, our feet need to be firmly planted in the present. starting  
out with an investment interest of approximately 29% in Gaz Métro puts us in an advantageous 
position. historically, Gaz Métro has provided its Partners with solid and stable distributions, year 
after year. its assets have grown by 62% since the turn of the century, placing the bar high for other 
investments that will be just as solid.



12  VALENER

Ga z 
MétRO
VaLENER’S 
JEWEL
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Valener’s mission is  
to ensure sound 
management of its 
investment in Gaz Métro, 
to participate in the  
full development of  
the latter and to consider 
opportunities for  
growth and value creation 
for its shareholders.
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Valener owns an economic interest of approximately 29% in Gaz Métro 
Limited  Partnership  (Gaz  Métro).  Gaz  Métro  inc.  (GMi)  owns  the 
remaining 71%. 

With  over  $3.6  billion  of  assets,  Gaz  Métro  is  Quebec’s  leading 
natural gas distributor. Operating in this regulated industry for over 
50 years, Gaz Métro has become the trusted energy provider to some 
182,000  customers  in  Quebec  and  138,000  customers  in  Vermont, 
while developing the skills and expertise needed to diversify beyond 
natural gas. Gaz Métro’s prudent growth strategy has been marked 
by the successful entry into electricity distribution in Vermont and the 
development of wind power projects in Quebec.

SOLID anD STaBLE OPTIMIZED DISTRIBUTIOnS

Gaz Métro intends to continue to distribute virtually all its net income 
to  its  Partners.  Moreover,  as  part  of  the  reorganization,  Valener 
will  receive  additional  distributions  from  Gaz  Métro  of  $20  million 
over  three years starting fiscal  year 2011, which should provide an 
annualized dividend of $1.00 per share.

MORE  
INVEStMENtS

on october 7, 2010, as part of a $100 million private placement, 
Valener subscribed for some 1.7 million units of Gaz Métro worth 
$29 million, representing its proportionate share of Gaz Métro’s 
outstanding units. GMi also subscribed for its proportionate share 
of those units. Valener’s first public issue was enthusiastically 
welcomed by investors. More than 2.3 million common shares 
were issued at a price of $17.30 per share for gross proceeds of 
approximately $41 million.

37,277,965
common shares issued and outstanding

$20,000,000
of additional distributions from Gaz Métro  

spread over three years

$1.00
annualized dividend per share starting  

in 2011 fiscal year

FINaNCIaL 
pROFILE
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OTHER
InVESTMEnTS

pUBLIC 
100%

49%*
(DIRECTLY  

OR InDIRECTLY)

50%51%*

(DIRECTLY  
OR InDIRECTLY)

VaLENER
INC.

(LIMITED PaRTnER)

SEIgnEURIE
WInD POWER

PROJECT

EnTITY  
TO BE 

DETERMInED

gaZ MéTRO
LIMITED

PaRTnERSHIP

 gaZ MéTRO InC.
(gEnERaL 
PaRTnER)

71%

 nOVERCO InC.
100%

29%

CORpORatE  
StRUCtURE

*  Reflects ownership alternatives according to the option granted by Gaz Métro to Valener.
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BOARD  
OF DIRECTORS

Pierre Monahan, Nicolle  
Forget and Réal Sureau were 
members of the Independent 
Committee specifically created 
by the Board of Directors of  
GMi. (the general partner  
of Gaz Métro) to evaluate the 
alternatives available to 
Gaz Métro and their impact 
on the public investor in light 
of the changes made by the 
Government of Canada to the 
tax rules for income trusts 
and limited partnerships listed 
on a stock exchange. With its 
knowledge of the energy sector, 
this experienced team, which, 
as of just recently, includes 
François Gervais, oversees the 
activities of the new company.

Under a 15-year administration 
and management support 
agreement, Valener is managed 
by an experienced dedicated 
team of Gaz Métro professionals. 
It also has access to Gaz Métro’s 
team for investor relations.

 

NICOLLE FORGEt

A graduate of the Université du 
Québec à Montréal, the École 
des hautes études commerciales 
de Montréal and the Université 
de Montréal, Ms. Forget is a 
member of the Québec Bar. 
She was a member of a number 
of administrative tribunals and 
boards of directors, including 
the boards of Hydro‑Québec 
and the Economic Council 
of Canada. She is a member 
of the boards of directors of 
The Jean Coutu Group (PJC) Inc., 
Gaz  Métro inc. and the Collège 
des administrateurs de sociétés.

FRaNÇOIS GERVaIS

Mr. Gervais is a corporate 
director and financial advisor. 
He was an investment banker 
at RBC Capital Markets from 
2003 to 2008 and at CIBC World 
Markets from 1977 to 2003. 
During a career in corporate 
finance that has spanned more 
than 30 years, Mr. Gervais has 
been involved in numerous share 
and bond issues and merger 
and acquisition transactions 
for companies in a variety of 
industries. He holds a Bachelor 
of Business Administration from 
Université Laval and an MBA 
from the Harvard Business 
School. He also holds the CA  
and ICD.D. designations. He was 
also a director of Nurun Inc. 
from 2003 to 2008. Mr. Gervais is 
also a director of Gaz Métro inc.

pIERRE MONaHaN

Mr. Monahan has been a 
corporate director and business 
management consultant since 
January 2008. Previously, he 
was President of Bowater 
Canadian Forest Products Inc. 
and Executive Vice President, 
Building Products at Bowater Inc. 
until his departure in 2007. 
Mr. Monahan received his 
bachelor’s degree in commerce 
from the École des hautes 
études commerciales de 
Montréal in 1968. Over the 
course of his career, he has 
held a number of management 
positions in the forestry 
industry. He has also occupied 
financial management positions 
in major corporations, including 
Vice President, Finance and 
Treasury, and Executive Vice 
President, Business Expansion, 
with Tembec Inc.; Vice President 
and CFO of Domtar Inc. and 
President and CEO of a spin‑off 
company, Alliance Forest 
Products inc. Mr. Monahan 
has sat on the boards of 
directors of the Forest Products 
Association of Canada; the Pulp 
and Paper Research Institute 
of Canada and/or Paprican; 
the Forintek Canada Wood 
Products Research Institute and 
the FERIC Forestry Research 
Institute, and has served as 
chairman of the board in each of 
these organizations. He is also a 
member of the board of directors 
of AXA Insurance (Canada) as 

well as chairman of its audit 
committee and a member of its 
investment committee. In 2004, 
Mr. Monahan was awarded an 
honorary doctorate in forestry 
science from Université Laval, 
Québec, and in 2006 he received 
the Pulp and Paper Excellence 
Award (PCPP) from the Quebec 
Forest Industry Council. On 
August 9, 2010, Mr. Monahan was 
appointed a director of Fortress 
Paper Ltd. He is also a director 
of Gaz Métro inc.

RéaL SUREaU

Mr. Sureau is a chartered 
accountant. Over the course 
of his career, positions held by 
Mr. Sureau have included Vice 
President, Finance with Forex 
and the Canam Manac Group. 
He was also President of the 
Ordre des comptables agréés 
du Québec in 1995–1996 and 
Vice President of the Patented 
Medicine Prices Review Board 
from 1995 to 2005. He is a 
director of Desjardins Financial 
Security Life Assurance 
Company and the Société de 
services financiers Fonds 
FMOQ inc. and its subsidiaries. 
Since November 2004, he 
has been a member of the 
Employment Insurance Board 
of Referees. He is a member of 
the Disciplinary Council of the 
Ordre des comptables agréés 
du Québec. He is also a director 
of Gaz Métro inc. as well as 
chairman of its audit committee.

EXpERIENCED 
LEaDERS
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DIRECtION:  
GROWtH

Valener can also seize growth opportunities on its own, provided it 
respects its non-compete obligations towards Gaz Métro in connec-
tion with some of Gaz Métro’s activities, i.e. gas activities in Quebec, 
natural gas transportation or distribution in the State of Vermont as 
well as the production, transmission or distribution of electricity in 
that State. 

Valener will initially benefit from Gaz Métro’s growth opportunities 
through its approximate 29% investment interest in the latter. 
Valener’s growth strategy is directly linked to Gaz Métro’s strategic 
plan. As part of the corporate reorganization, Gaz Métro granted 
Valener an option to acquire a 24.5% interest in the Seigneurie de 
Beaupré wind power project, another growth area for Valener.

FAVOURABLE  
WINDS

Since receiving a decree from the Government of Quebec, Gaz Métro 
Éole (Éole), a wholly-owned subsidiary of Gaz Métro, and its 
partner, Boralex, are proceeding with the development of the 
Seigneurie de Beaupré wind power project in accordance with the 
planned timetable. The specific steps to carry out the projects are 
applying for construction permits, signing final agreements with 
Enercon Canada (turbine and maintenance services supplier), 
signing a final agreement for the civil engineering work and arran-
ging financing. The private lands of the Séminaire de Québec, where 
the consortium’s projects will be located, gives them a distinct 
advantage.  The site is not close to any urban or residential centres, 
thereby making the visual and noise impacts almost non-existent 
for the neighbouring communities. These installations, for a total 
installed capacity of 272 megawatts, should be commissioned 
around December 2013. 

In addition, the Seigneurie de Beaupré wind power project can 
include the development, construction and operation of other wind 
projects developed on the private lands of the Séminaire de Québec.  
In this respect, on November 18, 2010, Éole and its equal partner, 
Boralex, acquired the rights to another wind project for installed 
capacity of 69 megawatts. With Hydro-Québec’s consent, Kruger, 
assigned the electricity supply contract that it had signed with 
Hydro-Québec to Éole-Boralex. This new wind farm will be deve-
loped by the consortium on the private lands of the Séminaire 
de Québec. The commissioning of this project is scheduled for 

around December 2014. However, the new project is subject to 
getting the required authorizations, including from the Ministère 
du Dévelopment durable, de l’Environnement et des Parcs of the 
Government of Quebec.

DeVeLOPMeNT
As announced, Valener introduced a Dividend Reinvestment Plan 
under which its shareholders may choose to reinvest all or part of 
their cash dividends in additional common shares of Valener. The 
Board of Directors of Valener approved an initial 2% discount to the 
price of new shares issued under this plan.

24.5%
interest in Seigneurie de Beaupré wind power project  

related to exercise of the option

272
megawatts of installed capacity

69
megawatts of possible additional installed capacity  

with a third wind farm project



WHY INVEST  
IN ValENEr?
a Company built on solid foundations 
—
Solid and stable distributions from 
Gaz Métro
— 
additional distributions of $20 million 
from Gaz Métro over a three-year period 
starting in 2011 fiscal year
— 
Expected annualized dividend of $1.00 
per share staring in 2011 fiscal year
— 
attractive dividend reinvestment plan 
— 
Option granted to Valener by Gaz Métro 
for 24.5% interest in Seigneurie de 
Beaupré wind power project
—
Very suitable structure for raising  
funds on financial markets
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access to credit facility of $75 million  
and capital markets to pursue future 
growth opportunities
— 
15-year administration and management 
support agreement between Gaz Métro 
and Valener
— 
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of Directors of Gaz Métro inc.
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4  RepoRt to ShaReholdeRS

the incorporation of Valener in 2010 was an important step in the life 
of Gaz Métro and its long relationship with public investors. 

the  creation  of  Valener  was  carefully  thought  out  and  planned.  
It  represents  the meaningful culmination of a corporate reorgan-
ization process that responds to the new tax rules introduced by the 
Canadian government four years ago. the reorganization, which was 
duly authorized by the unitholders of Gaz Métro at a special meeting 
last September, led to the launch of Valener on September 30, 2010. 

each publicly-owned unit of Gaz Métro was exchanged for one share 
of Valener, which became a partner of Gaz Métro, like Gaz Métro inc. 
(GMi), which is owned by Noverco. even though the investing public’s 
interest is indirect, it still owns approximately 29% of Gaz Métro. 

Gaz Métro  is now a private  limited partnership and  is  therefore no 
longer  listed on any stock exchange. Valener has  taken  its place!  
It is now a public company that will pay dividends to its shareholders. 

An enthusiAstic reception,  
An enviAble finAnciAl situAtion

on october 7, as part of a $100 million private placement, Valener 
subscribed for some 1.7 million units of Gaz Métro worth $29 million, 
representing  its proportionate  share of Gaz Métro’s outstanding 
units. GMi also subscribed for its proportionate share of those units.

Valener’s  first public offering was enthusiastically welcomed by 
investors. More than 2.3 million common shares were issued at a price 
of $17.30 per share for gross proceeds of approximately $41 million. 

Valener  enjoys  an  enviable  financial  situation.  It  will  receive 
approximately  29%  of  Gaz  Métro’s  distributions,  which  will  be 
increased by $20 million spread over three fiscal years pursuant to 
the agreement executed with GMi as part of  the reorganization.  It 
currently has no debt and it has a $75 million revolving credit facility. 

Direction: growth

Valener  is  therefore  fully equipped  to  fulfill  its mission, which  is 
“to ensure  the sound management of  its  investment  in Gaz Métro, 
to participate  in  the  full development of  the  latter and  to consider 
opportunities for growth and value creation for its shareholders.” 

In collaboration with  its partner, Boralex, Gaz Métro Éole  (Éole), a 
wholly-owned subsidiary of Gaz Métro,  is a stakeholder  in a  large 
wind power production project on  the Seigneurie de Beaupré  land 
owned by the Séminaire de Québec.

this  project  is  not  near  any  urban  or  residential  area,  which 
minimizes  the  visual  and  noise  impacts  on  the  community.  the 
environmental imprint is virtually non-existent. the project has also 
obtained all  the government permits required  for  its construction. 
a 20-year electricity  sales contract has also been executed with 
hydro-Québec. these  installations,  for  total  installed capacity of 
272 megawatts, should be commissioned around december 2013. 

as an investor in Gaz Métro, Valener will benefit from the development 
of this project. and that is not all because, as part of the corporate 
reorganization, Valener received an option from Gaz Métro to acquire 
a 24.5%  interest  in  the Seigneurie de Beaupré wind power project. 
Valener can exercise  this option until december 29, 2010, solely  in 
whole.  It has  the cash and financing sources needed  to undertake 
this project. 

the other good news is that this superb project is enhanced by a new 
possibility arising out of a recent acquisition on November 18, 2010. 

Éole and Boralex,  its equal partner, acquired  the rights  to another 
wind  project  for  installed  capacity  of  69  megawatts,  thereby 
becoming  the new holders of an electricity sales contract hydro-
Québec  had  previously  entered  into  with  Kruger,  the  developer. 
this enables  the Éole-Boralex consortium  to develop,  construct 
and  operate  another  wind  power  site  on  the  private  land  of  the 
Séminaire de Québec. the consortium’s projects would  therefore 
involve  installed  capacity  of  341  megawatts.  Based  on  present 
projections, this additional capacity could be commissioned around 

Dear 
ShareholDerS:
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december 2014. however, the new project is subject to getting 
the required authorizations, including from the Ministère du 
développement durable, de l’environnement et des parcs of the 
Government of Quebec.

foreseeAble DiviDenDs 

as Gaz Métro intends to continue to distribute virtually all of its net 
income, but excluding non-recurring items, to Valener and GMi, its 
partners, Valener expects to pay an annualized dividend of $1.00 
per share starting with its 2011 fi scal year for the three fi scal years 
covered by the $20 million increase. Starting in 2014, Valener’s 
possible participation in the Seigneurie de Beaupré wind power 
project and the resulting cash fl ows should have a positive impact on 
Valener’s ability to sustain this level of dividends. 

A proMising future 

the birth of a new company is full of promise. and the industry 
in which Valener operates offers just as much promise. the new 
company will have to take its fi rst steps alongside Gaz Métro, which 
will support it in its various projects. at the same time, it can 
implement its own expansion and acquisition strategies. It will 
therefore also keep its eyes open for new prospects and innovative 
niches, and will gradually develop its own business strategy and 
market identity. Valener is undeniably well positioned to undertake 
other initiatives that are compatible with the risk profi le to which 
Gaz Métro’s investors are accustomed. 

outlooK for the investMent

Gaz Métro intends to capitalize on the brand image of natural gas 
to increase its market share and design new applications sought by 
customers that want to reduce their environmental fi ngerprint. 

the timing could not be better! Natural gas is competitive in all 
market segments and in relation to all other energy sources. 

Increased North american production is pushing prices down. the 
current price of the natural gas Gaz Métro supplies to its customers 
is 50% lower than two years ago—its lowest level in eight years! 

Result? over the past two years, Gaz Métro has regained large 
industrial customers who used heavy fuel oil and have now switched 
back to natural gas. everyone is benefi tting because natural gas has 
the advantage of being the cleanest fossil fuel. this displacement of 
fuel oil by natural gas at large Quebec customers’ facilities reduced 
greenhouse gases (GhG) by nearly 500,000 tonnes of Co2–eq. Blue 
energy is therefore a real asset for helping Quebec achieve its 
ambitious GhG reduction objectives. 

Gaz Métro is keenly interested in the transportation market, 
specifi cally for freight. In heavy transportation, natural gas is a real 
alternative to diesel. a vehicle that runs on natural gas produces 
25% less GhG than a vehicle running on diesel or other fuels, 
and signifi cantly reduces the contaminants responsible for urban 
smog. In this regard, Gaz Métro transportation Solutions (transport 
Solutions), a subsidiary of Gaz Métro, recently signed an initial 
contract with transport Robert, of Boucherville, to supply part of its 
truck fl eet. transport Solutions will build three liquefi ed natural gas 
refuelling stations on transport Robert land along the Quebec City-
toronto corridor.

as you can see, natural gas defi nitely has the wind in its sails. Valener 
and Gaz Métro will make sure you benefi t from this!

pieRRe monahan
Chairman of the Board
Valener Inc. 

November 18, 2010

Sophie bRoChu
president and Chief executive offi cer 
of Gaz Métro inc. acting in its capacity 
as general partner of Gaz Métro, 
acting as manager of Valener Inc.

Sophie bRoChupieRRe monahan
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ManageMent’S  
DiScuSSion  

anD analySiS
the Management Discussion & analysis 

presents the orga nization of  
the company in a formal manner  

and the results obtained in the last  
fiscal year. it also contains information  

on management, in particular,  
financial management, and on the 
company’s perspectives and risks.  

it is advisable to read this in parallel  
with the Financial Statements that follow 

so as to obtain a com plete picture of  
the situation of the company.

Valener inc. anD gaZ MÉtro liMiteD PartnerShiP 
 7 —— cautionary note regarding forward-looking statements
 7 —— Disclosure controls and procedures and  

internal controls over financial reporting
Valener inc. 
 8 —— A. overview of the company and strategy 
 10 —— b. Annual financial performance summary 
 10 —— c. cash and capital Management 
 11 —— D. risk factors of the company 
 12 —— e. financial instruments 
 12 —— f. significant Accounting estimates 
 13 —— g. Additional information 
 14 —— h. future Accounting changes 
 14 —— i. subsequent events 

gaZ MÉtro liMiteD PartnerShiP
 15 —— J. overview of the partnership and strategy 
 18 —— K. Annual financial performance summary 
 21 —— l. segment results 
 33 —— M. consolidated financial position 
 34 —— n. cash and capital Management 
 42 —— o. risk factors of the partnership 
 47 —— p. recent Accounting changes 
 48 —— Q. financial instruments
 50 —— r. significant Accounting estimates 
 50 —— s. Additional information 
 51 —— t. international financial reporting standards (ifrs) 
 54 —— u. Quarterly results 
 55 —— v. subsequent events 
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biomethane through the Gaz Métro-Qda system, (ix) developing the 
Gaz Métro-Qda system with respect to shale gas, (x) developments 
regarding the Rabaska limited par tnership project, (xi) the 
consequences of applying the IFRS (defined hereafter), (xii) and 
the liquidity position and financing capability of the Company and 
Gaz Métro. Such forward-looking statements reflect the current 
opinions of the management of the manager and are based on 
information currently available to the management of the manager.

Forward-looking statements involve known and unknown risks 
and uncertainties and other factors outside the control of the 
management of the manager. a number of factors could cause the 
actual results of the Company and/or Gaz Métro to differ significantly 
from current expectations, as described in the forward-looking 
statements, including but not limited to the general nature of 
the aforementioned, and as described in the Risk Factors of the 
Company and Risk Factors of the partnership sections of this 
Md&a and in Valener and Gaz Métro disclosure filings. although the 
forward-looking statements contained herein are based on what the 
management of the manager believes to be reasonable assumptions, 
the management of the manager cannot assure investors that actual 
results will be consistent with these forward-looking statements. 
assumptions underlying the forward-looking statements contained 
in this Md&a include, among other things, assumptions to the 
effect that no unforeseen changes in the legislative and regulatory 
framework of energy markets in Quebec and in the New england 
states will occur, that no significant event occurring outside the 
ordinary course of business, such as a natural disaster or other 
calamity, will occur, that Gaz Métro can continue to distribute 
substantially all of its net income (excluding non-recurring items), 
that the Seigneurie option will be exercised, and that the Seigneurie 
project will be completed on time and within the defined parameters, 
in addition to the other assumptions described in this Md&a. these 
forward-looking statements are made as of the date of this Md&a, 
and the management of the manager assumes no obligation to 
update or revise them to reflect new events or circumstances, except 
as required under applicable securities laws. these statements do 
not reflect the potential impact of any unusual item or any business 
combination or other transaction that may be announced or that may 
occur after the date hereof. Readers are cautioned to not place undue 
reliance on these forward-looking statements.

Disclosure controls AnD proceDures AnD 
internAl controls over finAnciAl reporting

the president and Chief executive officer and the executive Vice-
president, Corporate affairs and Chief Financial officer of GMi, in 
its capacity as General partner of Gaz Métro, acting as manager of 
Valener, are responsible for establishing and maintaining disclosure 
controls and procedures. the Company’s disclosure controls and 
procedures have been designed to provide reasonable assurance 
that the information required to be disclosed by the Company is 
recorded, processed, summarized and reported within the time 
periods specified under Canadian securities laws and that the 
controls and procedures are designed to ensure that this information 
is gathered and communicated to the management of the manager, 
including the president and Chief executive officer and the executive 
Vice-president, Corporate affairs and Chief Financial officer of GMi, 
in its capacity as General partner of Gaz Métro, acting as manager 
of Valener, to allow for timely decisions regarding disclosures. Based 
on its evaluation in accordance with NI 52-109, the management of 
the manager has concluded that at the end of the fiscal period ended 

 ValeneR inC. and  
 Gaz métRo limited paRtneRShip 

Valener Inc. (Valener or the Company) owns an approximate 
29% interest in Gaz Métro limited partnership (Gaz Métro or the 
partnership), whose core business is natural gas distribution in 
Quebec (Gaz Métro-Qda), and an option to directly or indirectly 
acquire a 49% interest in Gaz Métro’s direct or indirect interest in the 
wind power projects located on Seigneurie de Beaupré land, subject 
to obtaining all the required consents. the Company recognizes 
its investment using the equity method and therefore does not 
consolidate Gaz Métro’s results. to help the Company’s shareholders 
better understand the results of its operations, audited financial 
statements are presented for both Valener and Gaz Métro. this 
Management’s discussion and analysis (Md&a) reports on the 
significant developments that have affected the financial performance 
of the Company and Gaz Métro for the fiscal period ended September 
30, 2010. this Md&a should be read in conjunction with the audited 
financial statements of Valener and the audited consolidated financial 
statements of Gaz Métro for the period ended September 30, 2010. 
these financial statements have been prepared in accordance 
with Canadian generally accepted accounting principles (Gaap). 
the currency of presentation of the financial statements is the 
Canadian dollar, and all amounts in this report are in millions of 
Canadian dollars, unless otherwise indicated. “Gaz Métro” and 
“the partnership” refer to the consolidated activities, whereas 
“Gaz Métro-Qda” refers specifically to Gaz Métro’s natural gas 
distribution activity in Quebec.

cAutionArY note regArDing  
forwArD-looKing stAteMents

to help investors better understand the future outlook of 
the Company and Gaz Métro and thereby make more informed 
investment decisions, certain statements in this Md&a may be 
forward-looking, in particular statements that describe actions, 
activities, events, results or developments that the Company and/or 
Gaz Métro expects or anticipates will or may occur in the future as 
well as other statements that are not historical facts. Such forward-
looking information reflects the intentions, plans, expectations 
and opinions of the management of Gaz Métro inc. (GMi), in its 
capacity as General partner of Gaz Métro, acting as manager of 
Valener (the management of the manager) regarding the future 
growth, operating results, performance and business prospects and 
opportunities of the Company and/or Gaz Métro. Forward-looking 
statements are often identified by words and expressions such as 
“plans,” “expects” or “does not expect,” “is expected,” “budgeted,” 
“scheduled,” “estimated,” “forecasts,” “intends,” “anticipates” or 
“does not anticipate,” “believes,” or variations of such words and 
expressions. they are also identified by statements to the effect that 
certain actions, events or results “may,” “could,” “would,” “might” 
or “will” be taken, occur, be achieved, and similar expressions as 
they relate to the Company and/or Gaz Métro. the forward-looking 
statements in this Md&a include, among other things, statements on 
(i) the general development of the business, (ii) growth or profitability 
outlooks, (iii) certain decisions made by regulatory agencies, (iv) the 
competitive landscape, (v) the supply of electricity to Green Mountain 
power Corporation (GMp), (vi) the future commissioning of the wind 
power projects in which Gaz Métro is involved directly or indirectly 
and in which Valener will be involved should the Seigneurie option, 
as described hereafter, be exercised (vii) the development of natural 
gas for the transport industry, (viii) the potential distribution of 
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 ValeneR inC. 

a.
oVeRVieW  

of the Company  
and StRateGy

plAn of ArrAngeMent

on June 22, 2010, on the recommendation of its Independent 
Committee, the Board of directors of Gaz Métro inc. (GMi), in its 
capacity as General partner of Gaz Métro, approved a reorganization 
that would transform the public ownership structure of Gaz Métro 
into a new dividend-paying publicly listed company, Valener.

the reorganization (the reorganization or arrangement) was 
completed under a plan of arrangement under Section 192 of the 
Canada Business Corporations act (CBCa) and approved by the 
unitholders of Gaz Métro on September 14, 2010 and by the Superior 
Court of Quebec on September 21, 2010. the effective date of this 
arrangement was September 30, 2010. 

the arrangement involved the exchange, on a one-for-one basis, of 
all publicly held units of Gaz Métro, which collectively represented 
an approximate 29% economic interest in Gaz Métro, for common 
shares of Valener. after the exchange, Valener became a limited 
partner of Gaz Métro, like GMi and Gaz Métro plus Inc., which have 
maintained their respective interests in Gaz Métro. the public 
unitholders of Gaz Métro have retained their proportionate economic 
interest in Gaz Métro, indirectly through Valener, and will benefit, 
through Valener, from an increase in Gaz Métro distributions 
otherwise payable to Valener in an aggregate amount of $20.0 million 
over a three-year period (approximately $6.7 million per fiscal year). 
the plan of arrangement is also comprised of agreements and 
commitments described in section g) additional information.

In addition to its interest in Gaz Métro, Valener will have the ability 
to pursue, for its own benefit, certain development and acquisition 
strategies, in particular under an option granted by Gaz Métro to 
directly or indirectly acquire 49% of Gaz Métro’s direct or indirect 
interest in the wind power projects located on the Seigneurie de 
Beaupré land, subject to obtaining all required consents. Valener 
may exercise the Seigneurie option, as defined below, in whole but 
not in part, at any time and from time to time for a period of 90 days 
from September 30, 2010. 

When Valener was incorporated on June 15, 2010, GMi purchased 
ten common shares of Valener in exchange for a cash consideration 
of $10. on September 30, 2010 (arrangement date), under the 
arrangement, Valener acquired all Gaz Métro units held by the public 
in exchange for the common shares it had issued on a one-for-one 
basis. to do so, Valener issued 34,933,663 common shares at a 
per share price of $16.87, which was the fair value of Gaz Métro’s 
units on September 30, 2010 according to the quoted price on the 
toronto Stock exchange (tSX) on that date, for a total amount of 
$589.3 million. on the same date, Valener bought back the ten 
common shares held by GMi at their fair value, i.e., $10.

September 30, 2010, the disclosure controls and procedures are 
adequately designed, effective, and ensure that required financial 
disclosures are complete and reliable.

the president and Chief executive officer and the executive Vice-
president, Corporate affairs and Chief Financial officer of GMi, in 
its capacity as General partner of Gaz Métro, acting as manager 
of Valener, are also responsible for establishing and maintaining 
adequate internal controls over financial reporting in order to 
provide reasonable assurance that the financial information is 
reliable and that the financial statements have been prepared, for 
reporting purposes, in accordance with Gaap. the president and 
Chief executive officer and the executive Vice-president, Corporate 
affairs and Chief Financial officer of GMi, in its capacity as General 
partner of Gaz Métro, acting as manager of Valener, supervised the 
evaluation of the design and effectiveness of the Company’s internal 
controls over financial reporting using the criteria set out in the 
integrated internal control framework issued by the Committee of 
Sponsoring organizations of the treadway Commission “CoSo.” 
Relying on this evaluation, they concluded that the Company’s 
internal controls over financial reporting are adequately designed 
and effective as at September 30, 2010.

the president and Chief executive officer and the executive Vice-
president, Corporate affairs and Chief Financial officer of GMi, in 
its capacity as General partner of Gaz Métro, acting as manager 
of Valener, have also evaluated whether, during the year ended 
September 30, 2010, the Company made changes to internal controls 
over financial reporting that would have a significant impact or 
that would be reasonably likely to have a significant impact on 
the Company’s internal controls over financial reporting. during 
the fiscal year ended September 30, 2010, Valener used financial 
reporting software that was implemented during the year. Where 
necessary, the Company amended the design, documentation and 
evaluation of the internal control processes and procedures related 
to the new system in order to add and complete the existing financial 
reporting controls.
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approximately $1.6 million. upon exercising the Seigneurie option, 
Valener will be required to directly or indirectly assume its pro rata 
portion of the guarantees that GMi has granted up to the closing 
date of the purchase of the Seigneurie project interest, the amount 
of which was approximately $2.1 million as at September 30, 2010. 
Valener will have to provide additional guarantees at a later time. 
however, it is expected that, once the entity that owns the Seigneurie 
project has implemented project financing, these guarantees will be 
assumed by that entity.

non-gAAp finAnciAl MeAsures

the financial information has been prepared in accordance with 
Canadian generally accepted accounting principles (Gaap). In the 
opinion of the management of the manager, certain indicators 
provide readers with information they consider useful for analyzing 
its financial performance. however, certain financial measures 
are not standardized in accordance with Gaap and should not be 
considered in isolation or as substitutes for other performance 
measures that are in accordance with Gaap. the results obtained 
might not be comparable with similar indicators used by other 
issuers and should therefore only be considered as complementary 
information.

NoN-Gaap FINaNCIal MeaSuReS

Return on average  
shareholders’ equity

Return on average shareholders’ 
equity equals net income divided 
by average shareholders’ equity. 

Free cash flow Free cash flow represents 
the cash flows from operating 
activities less net acquisitions  
of interests in entities subject  
to significant influence. 

perforMAnce inDicAtors

the Company has developed indicators for measuring its performance 
against objectives set at the start of the fiscal period.

In addition to the Gaz Métro performance indicators set out in section 
j) overview of the partnership and strategy of this Md&a, Valener 
uses the following financial indicators:

Net income and net income  
per share

the Company uses net  
income and net income per share 
to evaluate its profitability 

Return on average  
shareholders’ equity

Return on average shareholders’ 
equity is used to measure the 
Company’s return on equity

Free cash flow Free cash flow is used to  
measure the Company’s financial 
capacity to pay dividends  
and honour obligations

strAtegY

“the mission of Valener is to ensure the sound management of its 
investment in Gaz Métro, to participate in the full development of the 
latter and to consider opportunities for growth and value creation for 
its shareholders.” Such opportunities must create value and have 
a risk profile deemed relatively similar to the Company’s current 
profile, all in accordance with the Non-Competition agreement 
described in section g) additional information.

winD power proJects

In July 2009, Gaz Métro and Boralex Inc. (Boralex), its equal share 
partner, obtained from the Government of Quebec, environmental 
decrees authorizing two wind power projects with a total installed 
capacity of 272 megawatts (Seigneurie project). having successfully 
passed the key environmental approval stage, the consortium is 
proceeding with the work needed to commission the Seigneurie 
project, scheduled for around december 2013, and is staying the 
course with the key planning stages to complete the Seigneurie 
project, in particular applying for construction permits, signing the 
final agreements with enercon Canada Inc. (enercon), the supplier of 
turbines and maintenance services, signing a final agreement for the 
civil engineering work, and implementing financing. discussions are 
now underway with enercon to finalize the turbine supply contract, 
and signing is currently expected in autumn 2010. Being located 
on the private lands of the Seigneurie de Beaupré, the projects 
will have distinct advantages. the site is far from any urban or 
residential centres so there will be virtually no visual and noise 
impacts of the Seigneurie project for the surrounding communities. 
about $800 million in investments by the consortium, of which 
Gaz Métro makes up 50%, and of Valener should the Seigneurie 
option described below be exercised, have been anticipated to build 
access roads and install wind turbines during fiscal years 2011, 2012 
and 2013. this timetable will give Gaz Métro and Boralex, as well as 
Valener should the Seigneurie option described below be exercised, 
the latitude to establish, at a time deemed suitable, the financing 
terms and conditions needed to complete these wind power projects. 
the investments required for these two projects will be financed by 
the entity that owns these projects, through both debt and equity 
financing, according to industry practice (usually about 75% debt and 
25% equity). 

In addition to these two wind farms, the Seigneurie project could 
include the development, construction and operation of other wind 
projects developed on the private lands of the Seigneurie de Beaupré. 
In this respect, on November 18, 2010, Gaz Métro and Boralex acquired 
a new wind power project with an installed capacity of 69 megawatts, 
as described in section v) subsequent events of Gaz Métro.

on September 30, 2010, Valener, Gaz Métro, GMi, Noverco Inc., 
GMi’s shareholder, and Gaz Métro Éole inc. (Éole), a wholly owned 
subsidiary of Gaz Métro, entered into an agreement under which 
Valener was granted an irrevocable and exclusive option to acquire, 
within the 90 subsequent days, directly or indirectly, a 49% interest in 
Gaz Métro’s direct or indirect interest in the Seigneurie project (the 
Seigneurie option). the purchase price for the interest in this project 
is equal to its fair market value, which, according to Gaz Métro, Éole 
and Valener, is 49% of all the expenses incurred by Gaz Métro and 
Éole in respect of the Seigneurie project up to the closing date of 
the purchase of the Seigneurie project interest. the fair market 
value of this Seigneurie project interest as of September 30, 2010 is 
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C. 
CaSh and  
Capital  

manaGement
this section discusses the Company’s financial position, cash flows 
and liquidity.

2010 highlights

• acquisition of an approximate 29% interest in Gaz Métro 
following approval of a plan of arrangement and implementation 
of the arrangement; and

• acquisition of the Seigneurie option, allowing the Company to 
directly or indirectly acquire a 49% interest in Gaz Métro’s direct 
or indirect interest in the Seigneurie project. 

creDit fAcilitY 

the Company has a $75.0 million credit facility secured by Valener’s 
units in Gaz Métro and bearing interest at floating rates based on 
bankers’ acceptance rates or the prime rate, adjusted according to 
the terms of this facility and expiring in 2015. under the terms of this 
credit facility, the Company must comply with restrictive covenants 
requiring it to satisfy certain financial ratios or conditions at all 
times. as at September 30, 2010, Valener was in compliance with all 
of the conditions of its credit facility.

net cAsh neeDs 

the Company expects that it will need approximately $45.0 million 
in cash for fiscal 2011 to finance capital contributions to Gaz Métro, 
its entity subject to significant influence, and, should the Seigneurie 
option be exercised, to the Seigneurie project (in particular to cover 
the development costs of the wind power projects). 

the available sources of financing are:
• cash flows related to operating activities;
•  the committed credit facility in an authorized amount of 

$75.0 million, which was implemented on September 30, 2010; 
and

• if necessary, new debt or equity financings, refer to section 
i) subsequent events.

Valener manages its capital to ensure that its shareholders earn a 
stable and foreseeable return and to create wealth for them over 
time. Since the reorganization of September 30, 2010, Valener 
considers the nature of its assets and its anticipated cash needs in its 
approach to managing its capital structure.

as at September 30, 2010, Valener was carrying no debt.

b. 
annual finanCial 

peRfoRmanCe  
SummaRy

for the perioD enDeD septeMber 30
(in Millions of DollArs, unless otherwise inDicAteD)   2010

net loss      (0 2)

net loss per share (in dollars)     (0 01)

total assets     631 3

the net loss consists of a $0.2 million capital tax expense after 
income taxes. Since the reorganization of Gaz Métro was carried out 
on the last day of fiscal 2010, no share in Gaz Métro’s net income was 
recorded as at September 30, 2010. 

investMent in An entitY subJect  
to significAnt influence

the Company owns an interest of approximately 29% in Gaz Métro 
and is a limited partner thereof.

the acquisition of an interest in Gaz Métro’s equity constitutes an 
investment in an entity subject to significant influence, which has been 
accounted for using the equity method since the arrangement date of 
September 30, 2010. the investment was initially recorded at cost as 
at September 30, 2010, and adjustments will subsequently be made 
to reflect the Company’s share in the net income (or net loss) of the 
entity subject to significant influence and the share of distributions it 
will receive from this entity subject to significant influence. 

the cost of the investment in Gaz Métro limited partnership reflects 
(i) Valener’s share in the fair value of Gaz Métro units on September 
30, 2010 according to the quoted price on the tSX on that date and (ii) 
the consideration of the future income tax liability related to rate-
regulated activities.

the total cost of the Company’s investment in Gaz Métro was 
allocated to the identifiable net assets acquired based on the fair 
value of this investment in Gaz Métro, determined by an independent 
valuation and using the equity method. the preliminary allocation 
of the amount by which the cost of the investment in Gaz Métro 
exceeded the value assigned to this investment was $360.1 million 
as at September 30, 2010. this excess amount consisted of 
intangible assets (mainly a trademark) and goodwill in an amount of 
$318.9 million and the consideration of the future income tax liability 
related to rate-regulated activities in an amount of $41.2 million. 
this excess amount was included in the initial cost of the investment. 
the purchase price allocation of this investment is preliminary and 
subject to change once the valuation of the identifiable net assets are 
finalized and other purchase price adjustments are made.
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risK of Dilution in gAz Métro

an equity issuance by Gaz Métro that is not fully subscribed by 
Valener, at its pro rata share pursuant to its pre-emptive right set 
out in the Gaz Métro limited partnership agreement (the limited 
partnership agreement), would be dilutive to its equity ownership 
in Gaz Métro. Should Valener not have access to capital or should 
capital not be available on terms it deems sufficiently attractive at 
the relevant time, Valener may not be able to subscribe, in part or 
in full, to its pro rata share pursuant to its pre-emptive right under 
the limited partnership agreement and therefore be diluted on its 
proportionate share of the consolidated income of Gaz Métro.

AbilitY to MAnAge growth

Valener’s risk profile may change over time should Valener pursue 
growth opportunities in activities with a risk profile different from 
those currently pursued by Gaz Métro, within the limits of the 
Non-Competition agreement described in section g) additional 
information. these potential changes to Valener’s risk profile may 
impact Valener’s results as well as the availability of financing for 
Valener going forward.

In addition, Gaz Métro, either directly or through GMi, its General 
par tner, provides to Valener a cer tain administration and 
management support services solely in respect of Valener’s interest 
in Gaz Métro and related public company matters, its financing needs, 
its indirect interest in the Seigneurie project should the Seigneurie 
option be exercised and, in certain circumstances, certain additional 
services, as described in section g) additional information. however, 
Gaz Métro will have no obligation to provide any services beyond the 
services described above contemplated under the administration 
agreement, the First additional Services agreement relating to the 
debt of Valener and, upon the exercise of the Seigneurie option, the 
Second additional Services agreement with respect to the Seigneurie 
project. Valener may need to appoint its own management team and 
hire employees and/or other consultants to support any development 
activities at its cost, unless otherwise agreed to between Valener and 
Gaz Métro.

seigneurie proJect funDing AnD perforMAnce

upon the exercise of the Seigneurie option, Valener will become 
directly subject to the risks related to the development of the 
Seigneurie project which Gaz Métro is also currently subject to. If 
any such risks were to materialize, the Seigneurie project could 
not be successfully completed or could be delayed or the financial 
performance of the Seigneurie project could be negatively impacted. 
Furthermore, should Valener be unable to fund its pro rata share 
of the development of the Seigneurie project on a timely basis 
and on satisfactory terms, Valener’s proportionate interest in the 
Seigneurie project may be diluted. the above risks could result 
in Valener receiving lesser cash distributions than anticipated or 
none at all from the Seigneurie project, and could adversely impact 
Valener’s results and Valener’s ability to maintain its projected 
dividend payout.

shAres outstAnDing

as at September 30, 2010, Valener had 34,933,663 issued and out-
standing common shares totalling $589.3 million.

DiviDenDs pAiD per shAre

the Company did not pay dividends to its shareholders in fiscal 
2010. on November 18, 2010, Valener declared a dividend of $0.25 
per share, payable on January 17, 2011 to shareholders of record on 
december 30, 2010. this dividend considers that Valener shall receive, 
from Gaz Métro, during fiscal 2011, distributions of $6.7 million in 
addition to those that would otherwise be payable to it, given the 
reorganization of Gaz Métro described in section a) overview of the 
company and strategy.

the Company plans to subsequently pay two other quarterly dividends 
of $0.25 per share during the third and fourth quarters of fiscal 2011.

d. 
RiSK faCtoRS  

of the  
Company

the following risk factors relate specifically to the Company. For 
information about risk factors associated with Gaz Métro’s activities, 
refer to section o) risk factors of the partnership in this Md&a.

uncertAintY of DiviDenD pAYMents

there is uncertainty surrounding the future dividend payments by 
Valener and the level of such payments as Valener’s dividend policy 
and the funds available for the payment of dividends from time to 
time will be dependent upon, among other things, on (i) distributions 
received by Valener from Gaz Métro, (ii) operating cash flows 
generated by Valener, (iii) funds required for principal or interest 
repayments under debt of Valener outstanding from time to time, to 
develop the Seigneurie project or for general Company purposes and 
(iv) the satisfaction of solvency tests imposed by the CBCa for the 
declaration and payment of dividends.

DepenDence on gAz Métro AnD  
MinoritY interest

as long as Valener’s interest in Gaz Métro will remain its sole or 
most significant investment, Valener’s results will be dependent on 
Gaz Métro’s profitability, which goes hand in hand with Gaz Métro’s 
ability to invest in the development of its various networks and with 
the rates of return on deemed common equity authorized by the 
various regulatory bodies. In addition, Valener’s economic interest 
in Gaz Métro currently represents approximately 29% resulting 
in Valener not controlling the strategic direction and initiatives of 
Gaz Métro.
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f. 
SiGnifiCant  
aCCountinG  
eStimateS

the preparation of the Company’s f inancial statements in 
accordance with Gaap requires the management of the manager 
to make assumptions and exercise judgement in making estimates. 
those estimates, which are based on past experience and 
present conditions, might differ significantly from actual results.  
the significant accounting estimates are described below.

incoMe tAXes

the Company uses the liability method to recognize income taxes. 
under this method, future income tax assets and liabilities are 
determined based on differences between the carrying amount 
and the tax bases of the assets and liabilities. they are measured 
by using enacted or substantively enacted tax rates and laws at the 
date of the financial statements for the years in which the temporary 
differences are expected to reverse. Future income tax assets are 
recognized when it is more likely than not they will be realized.

this method requires significant judgment in determining whether or 
not the Company’s future tax assets are “more likely than not” to be 
recovered from future taxable income and therefore whether they can 
be recognized in the Company’s financial statements. It also requires 
judgment in determining the expected timing when tax assets will be 
realized and tax liabilities settled and in determining the enacted or 
substantially enacted tax rates that will apply at that time.

regulAtion

as at September 30, 2010, Valener’s primary asset is an interest in 
Gaz Métro, the core business of which is the distribution of natural 
gas by pipeline in Quebec, which is an activity regulated by the Régie 
de l’énergie (the Régie). 

also, through subsidiaries, joint ventures and companies subject 
to significant influence, Gaz Métro is active in other activities that 
are regulated by other agencies. Vermont Gas Systems Inc. and 
Green Mountain power Corporation are regulated by the Vermont 
public Service Board; portland Natural Gas transmission System 
is regulated by the Federal energy Regulatory Commission; and 
trans Québec & Maritimes pipeline Inc. and Champion pipe line 
Corporation limited fall under the jurisdiction of the National 
energy Board.

In exercising their authority, these regulatory agencies render 
decisions on, among other things, system development, rate-setting, 
and the use of certain underlying accounting policies that differ 
from those applied by non-regulated enterprises. Consequently, 
the value of the interest and the share in Gaz Métro’s net income 
(net loss) would be different if Gaz Métro were not engaged in rate-
regulated activities.

AbilitY to obtAin ADDitionAl finAncing

the level of the indebtedness of Valener from time to time could 
impair Valener’s ability to obtain additional financing on a timely 
basis and on satisfactory terms to take advantage of business 
opportunities that may arise.

e. 
finanCial  

inStRumentS
the Company’s balance sheet contains financial instruments. 
the Company’s financial liabilities include accounts payable and 
accrued liabilities. the classifications and quantitative recognition 
information for the Company’s financial instruments are presented 
in Notes 3 and 11 to the Company’s financial statements.

In using financial instruments, the Company is exposed to the 
following risks: 

(i) lIQuIdIty RISK
 to meet its financial needs, the Company relies essentially on 

the cash flows generated by Gaz Métro’s operations. liquidity 
risk is the risk that the Company would be unable to pay its 
financial commitments as they become due. the Company 
manages liquidity risk by forecasting its cash flows in order 
to determine its financing needs and by ensuring that it has 
sufficient cash and credit facilities to fulfill needs and to meet 
its financial obligations as they become due. the credit facility 
and access to capital markets allow it to meet these needs. 
however, any significant reduction in the ability of the Company 
to access capital markets by reason of, for example, a significant 
deterioration in economic conditions, the general condition of 
financial markets, or a negative financial market perception of 
Valener’s financial position or outlook, could have a negative 
impact on Valener’s activities, financial position or net income. 

(ii) RISKS oF INteReSt Rate FluCtuatIoN
 as at September 30, 2010, Valener was not exposed to interest 

rate risk as it was not carrying any long-term debt or floating 
rate instrument. Valener will be exposed to interest rate risk on 
its credit facility that bears interest at floating rates. 

fAir vAlue of finAnciAl instruMents

as at September 30, 2010 the Company only has financial liabilities 
not held for trading, which are measured at amortized cost. however, 
their carrying amounts approximate their fair value.
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of the Non-Competition agreement, “Restricted activities” refers to 
(i) regulated or non-regulated gas-related activities in the province 
of Quebec of any nature whatsoever, including, without limitations, 
the transportation, distribution and storage of natural gas, the 
transportation and gathering of shale gas, geothermal activities and 
natural gas for transportation, (ii) the transportation or distribution 
of natural gas in the State of Vermont, and (iii) the generation, 
transmission or distribution of electricity in the State of Vermont. 

C.  FIRSt addItIoNal SeRVICeS aGReeMeNt RelatING  
to the deBt oF ValeNeR

on September 30, 2010, Gaz Métro and Valener entered into a 
15-year services agreement under which Gaz Métro, either directly 
or through GMi, its General partner, provides to Valener additional 
services related to its financings, both debt and equity, and to the 
administration of these financings. Valener shall reimburse to 
Gaz Métro an amount equal to all operating and other expenses 
incurred by Gaz Métro in providing the additional services under the 
First additional Services agreement relating to the debt of Valener.

as at September 30, 2010, the Company had not recognized any 
expense related to this First additional Services agreement relating 
to the debt of Valener.

d.  aGReeMeNt FoR the optIoN to aCQuIRe 49%  
oF Gaz MÉtRo’S 50% dIReCt oR INdIReCt INteReSt  
IN the SeIGNeuRIe pRoJeCt

on September 30, 2010, Valener, Gaz Métro, Éole, GMi and 
Noverco Inc., GMi’s shareholder, entered into an agreement under 
which Valener was granted an irrevocable and exclusive option to 
acquire, within the 90 subsequent days, directly or indirectly, a 49% 
interest in Gaz Métro’s direct or indirect interest in the Seigneurie 
project. the purchase price for the interest in this project is equal 
to its fair market value, which, according to Gaz Métro, Éole and 
Valener is 49% of all the expenses incurred by Gaz Métro and Éole 
in respect of the Seigneurie project up to the closing date of the 
purchase of the Seigneurie project interest. the fair market value 
of this Seigneurie project interest as of September 30, 2010 is 
approximately $1.6 million. upon exercising the Seigneurie option, 
Valener will be required to directly or indirectly assume its pro rata 
portion of the guarantees that GMi has granted up to the closing 
date of the purchase of the Seigneurie project interest, which was 
approximately $2.1 million as at September 30, 2010.

e.  SeCoNd addItIoNal SeRVICeS aGReeMeNt WIth 
ReSpeCt to the SeIGNeuRIe pRoJeCt

on September 30, 2010, Gaz Métro and Valener entered into a 15-year 
services agreement that will come into force upon the exercise of 
the Seigneurie option. pursuant to this agreement, Gaz Métro, either 
directly or through GMi, its General partner, will provide to Valener 
certain additional services solely related to Valener’s interest in the 
Seigneurie project. Valener shall reimburse to Gaz Métro an amount 
equal to all operating and other expenses incurred by Gaz Métro 
in providing the additional services under the Second additional 
Services agreement with respect to the Seigneurie project.

as at September 30, 2010, the Company had not recognized any 
expense related to this Second additional Services agreement with 
respect to the Seigneurie project.

G. 
additional  

infoRmation
relAteD pArtY trAnsActions

all related party transactions are carried out in the normal course 
of operations and, unless otherwise indicated, are measured at 
the exchange amount, which is the amount of the consideration 
established and agreed upon by the related parties.

a. adMINIStRatIoN aGReeMeNt
Because Valener does not have employees, on September 30, 2010, 
Gaz Métro and Valener entered into a 15-year administration and 
management support agreement (the administration agreement) 
pursuant to which, inter alia, (i) Gaz Métro, either directly or 
through GMi, its General partner, will provide to Valener certain 
administration and management support services solely in respect 
of Valener’s interest in Gaz Métro and related public company 
matters and, in certain circumstances, certain additional services, 
and (ii) Gaz Métro will reimburse Valener for certain expenses, 
subject to certain limitations. 

under the terms of this agreement, Valener shall reimburse 
Gaz Métro for all operating and other expenses incurred in providing 
the services, and Gaz Métro shall reimburse Valener for all general 
administrative expenses (including public company costs) that 
it incurs starting from october 1, 2010, subject to a maximum 
aggregate amount of (i) $1.75 million per fiscal year for the first five 
years and (ii) $1.0 million per fiscal year for the subsequent ten-year 
period or until the termination of the administration agreement. 
these amounts are subject to annual indexing in accordance with 
the consumer price index and any fee increases implemented by the 
regulatory authorities or the tSX from time to time, which are out of 
Valener’s control. 

as at September 30, 2010, the Company had not recognized 
any expenses or expense reimbursements related to this 
administration agreement.

B. NoN-CoMpetItIoN aGReeMeNt
on September 30, 2010, Gaz Métro and Valener entered into a 
Non-Competition agreement setting out the parameters within 
which Valener may pursue its own development projects and 
acquisition strategies. 

under the provisions of the Non-Competition agreement and subject 
to certain conditions, Valener may not, in any manner whatsoever, 
directly or indirectly, and will cause its affiliates not to carry on, 
engage in, or be concerned with or interested in an entity engaged in 
“Restricted activities” or advise, invest, lend money to, guarantee the 
debts or obligations of, or permit its name or any part of its name to 
be used or employed by any person engaged in or concerned with or 
interested in an entity engaged in “Restricted activities,” without the 
prior written consent of GMi’s Board of directors. For the purposes 
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For more information about Gaz Métro’s IFRS transition project, 
refer to section t) international financial reporting standards (ifrs) 
in this Md&a.

i. 
SubSeQuent eVentS

dIVIdeNd ReINVeStMeNt plaN
on october 1, 2010, the Company implemented a div idend 
Reinvestment plan (dRIp) under which shareholders of Valener 
may elect to have all or part of their cash dividends automatically 
reinvested in additional common shares of Valener. the Valener 
shares thus purchased may, at Valener’s option, be either newly 
issued from treasury or acquired on the open market. If the Valener 
shares to be purchased under the dRIp are newly issued from 
treasury, the price of these shares will be the weighted average price 
of Valener’s shares on the tSX for the five trading days immediately 
preceding the dividend payment date on Valener shares (weighted 
average price) and may include, at Valener’s option, a discount of up to 
5%. If the shares are purchased on the open market through the tSX, 
the transfer agent will purchase the shares in question within ten 
business days of the dividend payment date. the unused portion of the 
cash dividends paid on the shares held under the dRIp, if applicable, 
and attributable to the participants will be used to purchase newly 
issued shares from the Company at the weighted average price.

Brokerage and administrative fees will not be charged to shareholders 
for purchases or withdrawals of Valener shares under the dRIp, and 
all dRIp administrative costs will be assumed by Valener.

Valener’s Board of directors has approved the initial application of 
a 2% discount on the prices of newly issued shares under the dRIp. 

aCQuISItIoN oF addItIoNal Gaz MÉtRo uNItS
on october 7, 2010, the Company subscribed, in proportion to its 
current interest in Gaz Métro, for 1,707,010 Gaz Métro units for a 
total cash consideration of approximately $29 million, drawing 
this amount on its credit facility. Valener and GMi, who injected 
the capital, exercised their pre-emptive rights under the limited 
partnership agreement such that they both maintained their pro rata 
economic interests in Gaz Métro of approximately 71% for GMi and 
29% for Valener.

ShaRe ISSuaNCe
on November 2, 2010, the Company issued 2,344,302 common 
shares at a per-share price of $17.30 for a total cash consideration 
of approximately $38.3 million, net of the related issuance costs. the 
net proceeds were used to repay the full amount drawn on the credit 
facility and were also allocated to general Company purposes.

deClaRatIoN oF dIVIdeNdS
on November 18, 2010, Valener’s Board of directors declared a 
quarterly dividend of $0.25 per common share for the quarter ending 
december 31, 2010, payable on January 17, 2011 to shareholders of 
record at the close of business on december 30, 2010 and, under 
the dRIp, approved a 2% discount of the weighted average price, as 
defined in the dRIp.

h. 
futuRe aCCountinG  

ChanGeS
internAtionAl finAnciAl reporting 
stAnDArDs (ifrs)

In February 2008, the accounting Standards Board (acSB) announced 
that publicly accountable enterprises will be required to adopt IFRS, 
which have been included in the Canadian Institute of Chartered 
accountants’ handbook (handbook) under part I – International 
Financial Reporting Standards since January 2010, for interim and 
annual financial statements for fiscal periods beginning on or after 
January 1, 2011.

Currently under Gaap, Gaz Métro is applying certain accounting 
policies specific to rate-regulated activities that allow regulatory 
assets and liabilities to be recognized and presented as deferred 
charges and credits in Gaz Métro’s consolidated financial statements. 
Because Valener accounts for its investment using the equity method, 
the value of its interest in Gaz Métro would be different if Gaz Métro did 
not carry on rate-regulated activities. In July 2009, the International 
accounting Standards Board (IaSB) issued an exposure draft 
clarifying the application of some of these rate-regulation accounting 
policies under IFRS and at the time was planning to publish the final 
standard, which would apply to fiscal periods beginning on or after 
January 1, 2011, in June 2010. In fiscal 2010, the IaSB technical staff 
and the IaSB held several meetings during which they discussed 
the results of the additional research and detailed analyses carried 
out. the IaSB members had mixed opinions as to the relevance of 
developing a standard on this matter. Following these presentations, 
no decision has been made on the technical matters, but the IaSB 
agreed to include, in its agenda for the next public consultation to be 
held by June 30, 2011, a request for comments on the form that the 
project on rate-regulated activities might take. 

Subsequent to these international developments, in october 2010 
the acSB amended the Introduction to part I of the handbook. under 
the amendment, qualifying entities with rate-regulated activities 
are now permitted to continue applying current Canadian Gaap, 
included in the handbook under part V – pre-changeover accounting 
Standards, for an additional one-year period, as opposed to the 
additional two-year period initially suggested in a July 2010 exposure 
draft. Valener plans to avail itself of this deferral period and to adopt 
IFRS starting with its fiscal year beginning october 1, 2012, namely, 
fiscal 2013, and to present restated information in compliance with 
IFRS for fiscal 2012. 

the Company is actively participating in the discussions, monitoring 
Canadian and international developments in standards on this 
matter, and updating, as necessary, its IFRS transition project. Given 
the uncertainty surrounding the IaSB’s draft standard on rate-
regulated activities, it is currently impossible to quantify how the 
future transition to IFRS will impact Valener’s financial statements 
and the notes thereto. Considering these current differences 
between Gaap and IFRS, the impacts may be material. additional 
information will be disclosed during the course of the project.
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 GAZ MÉTRO LIMITED PARTNERSHIP 

J. 
OVERVIEW OF  

THE PARTNERSHIP  
AND STRATEGY

during fiscal 2009, gaz Métro reviewed its mission, vision and values 
and adapted them to today’s reality:

“gaz Métro’s main mission is to distribute natural gas in Quebec. 
the enterprise also provides other energy services, including the 
distribution of natural gas and electricity in Vermont, and invests 
with business partners in energy projects that will generate growth.

gaz Métro aims to be an avant-garde enterprise in the energy field. 
in carrying out this mission, gaz Métro relies on the values of res-
ponsibility, performance and respect.

as a responsible enterprise, gaz Métro particularly intends to 
respond to the needs of present generations without compromising 
the ability of future generations to respond to theirs.

as a performing enterprise, gaz Métro cultivates excellence and 
endeavours to achieve the best results for itself and for its busi-
ness partners.

as a respectful enterprise, gaz Métro fully considers the interests 
and expectations of its customers, its investors, its employees 
and communities.

committed to sustainable development, gaz Métro thinks energy in 
an overall perspective to better supply its services at the local level.”

the Partnership continues to believe that the success of businesses 
of tomorrow, as is the case today, will depend on their ability to strike 
a balance between the interests and expectations of their customers, 
investors and employees, all while respecting the community and 
ensuring sustainable development. 

gaz Métro’s financial objective continues to be to provide its partners 
with a stable and sound return accompanied by growth in value 
over the years. While achieving this objective depends largely on 
the performance of gaz Métro-Qda, it also depends on gaz Métro’s 
ability to develop its other activities profitably while maintaining 
relatively the same overall business risk profile.

From a business perspective, the Partnership intends to continue 
to grow its clientele and provide customers with high-quality energy 
services at the lowest possible cost, achieving this through policies 
and programs aimed at motivating employees and business partners.

From a regulatory perspective, virtually all of the Partnership’s 
activities are regulated. consequently, its profitability goes hand in 
hand with its ability to invest in the development of its networks and 
with the authorized rates of return on deemed equity granted by the 
regulatory agencies. it is therefore important for the Partnership to 

remain apprised of additional investment opportunities in its various 
networks and to ensure that the authorized rates of return on deemed 
equity are fair and reasonable.

1.	 ENERGY	DISTRIBUTION	SEGMENT

the energy distribution segment consists of natural gas distribution 
activities in Quebec and Vermont as well as the electricity distribution 
activities of green Mountain Power corporation (gMP) in Vermont. 
this segment fits perfectly into gaz Métro’s mission of being an 
avant-garde enterprise in the energy field. 

this segment’s activities are subject to rate regulation by regulatory 
agencies in Quebec and Vermont. Rates for natural gas and electricity 
distribution are established primarily using a cost-of-service 
method, which allows the company to fix its revenues each year so 
as to recover the costs it expects to incur to serve its customers and 
earn a reasonable base return on deemed equity allocated to this 
activity. the expected costs of serving customers include projected 
operating expenses, including amortization and income taxes. 

a reasonable base return on deemed equity is obtained by multiplying 
the rate of return approved by regulators by the average rate base 
and by the percentage of deemed equity. the rate base reflects all 
investments in property, plant and equipment and intangible assets 
less accumulated amortization, reserves for future removal and site 
restoration costs, and deferred charges and credits, plus a working 
capital allocation. 

1.1	 NATURAL	GAS	DISTRIBUTION	ACTIVITIES
natural gas distr ibution activities are facing their share of 
significant challenges. greater market volatility of energy prices, 
including natural gas prices, has contributed to an increase in 
energy conservation initiatives. such initiatives, while desired and 
encouraged by the Partnership, have reduced average per customer 
energy consumption for space and water heating.

the Partnership remains confident that its medium and long-term 
outlook is positive, particularly in Quebec, where acceptance of 
“the right energy in the right place” and the favourable competitive 
position of natural gas should help increase market shares for 
natural gas in the future.

gaz MétRo-Qda
gaz Métro’s core business is gaz Métro-Qda, which delivers 
approximately 97% of the natural gas consumed in Quebec. this 
distribution activity is regulated by the Régie de l’énergie (Régie), 
which sets transportation, load-balancing and distribution rates 
each year and sets the supply and compression rates each month. 
as part of the annual rate-setting process, the Régie also sets a rate 
of return on deemed equity. the Régie also oversees the operating 
and development activities of the natural gas distribution systems. 
in addition to the base return, an incentive return may be added in 
order to improve financial performance. the incentive return stems 
from a performance incentive mechanism that was implemented 
in october 2000, subsequently amended and due to expire in 
september 2012.

VeRMont gas systeMs, inc. (Vgs) 
Vgs, a wholly owned subsidiary of northern new england energy 
corporation (nneec), which is a wholly owned subsidiary of 
gaz Métro, is the sole gas distributor in Vermont, usa. it is regulated 
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by the Vermont Public service Board (VPsB). Vgs’s base rates are 
approved annually by the VPsB, and natural gas prices are adjusted 
each quarter using the current rate adjustment mechanism. 

1.2	 ELECTRICITY	DISTRIBUTION	ACTIVITIES
gMP, a wholly owned subsidiary of nneec, like Vgs, is the second 
largest electricity distributor in Vermont and covers a territory 
encompassing approximately one-quarter of that state’s population. 
although it generates part of the electricity it distributes, most is 
purchased from various producers. its supply portfolio consists of a 
variety of generation sources, the main ones being hydroelectricity 
and nuclear power.

gMP, like Vgs, is regulated by the VPsB. electricity rates are approved 
annually by the VPsB. However, a quarterly adjustment mechanism 
is in place to ensure that additional costs or savings resulting from 
the supply and transmission of electricity are collected from or 
returned to customers.

gMP owns a significant interest in Vermont transco llc (transco) and 
Vermont electric Power company, inc. (Velco). transco is a company 
engaged primarily in planning, building, operating and maintaining a 
reliable electricity transmission system in Vermont. transco owns 
a high-voltage electricity transmission system enabling it to offer 
an electricity transmission service to over 20 electricity distributors 
in Vermont and two in new Hampshire. it also supplies electricity 
to new england through iso-new england, which manages power 
generation and transmission operations in that region. transco is 
regulated by the Federal energy Regulatory commission (FeRc) 
when it comes to rate-setting, the conditions for transmission 
contracts, and financing. Velco owns and operates a transmission 
line used to transmit electricity purchased by the new england 
electricity distributors from Hydro-Québec. Velco also acts as 
manager of transco, conferring on it the power to manage, at its 
discretion, transco’s day-to-day operations.

2.	 NATURAL	GAS	TRANSPORTATION	SEGMENT

gaz Métro owns significant financial interests in three natural gas 
transportation enterprises, namely, trans Québec & Maritimes 
Pipeline inc. (tQM), champion Pipe line corporation limited.
(champion) and Portland natural gas transmission system (Pngts).

TQM
the Partnership owns a 50.0% interest in tQM, which operates a gas 
pipeline in Quebec that connects upstream with that of transcanada 
Pipelines (tcPl) and downstream with that of Pngts and the 
gaz Métro-Qda network. in canada, transportation activities are 
regulated by the national energy Board (neB).

CHAMPION
champion, a wholly owned subsidiary of gaz Métro, operates two 
pipelines that cross the ontario border and supply gaz Métro-Qda’s 
distribution network in northwest Quebec. champion’s activities are 
regulated by the neB with respect to revenue determination, tolls, 
construction and operations. 

PNGTS
gaz Métro also owns a 38.3% indirect interest in the Pngts pipeline, 
which starts at the Quebec border and extends to the suburbs of 
Boston. in the united states, transportation activities are regulated 
by the FeRc.

3.	 NATURAL	GAS	STORAGE	SEGMENT

gaz Métro owns an interest in the intragaz group (intragaz), whose 
main activity is underground natural gas storage. this activity 
falls within gaz Métro’s overall mission, as natural gas storage is 
an integral part of its supply chain. the respective ownership 
interests of gaz Métro and gdF suez, the other co-owner of 
intragaz group, range from 40% to 60% depending on the entities 
that make up intragaz.

intragaz operates the only two underground natural gas storage 
facilities in Quebec in gaz Métro-Qda’s service area, which is also 
intragaz’s only customer. its rates are approved by the Régie on the 
basis of avoided costs.

4.	 ENERGY	SERVICES	AND	OTHER	SEGMENT

through its subsidiaries, joint ventures and companies subject to 
significant influence, the Partnership sells goods and services in the 
areas of energy and water, wastewater, and fibre optic systems.

4.1	 ENERGY	SERVICES
energy services are non-regulated activities and consist of energy 
and technology services; the sale, leasing and maintenance of natural 
gas appliances; the leasing and sale of water heaters; and district 
heating and air conditioning.

4.2	 WATER	SECTOR
gaz Métro’s activities in this sector include providing diagnostic 
services (aqua data inc.) and, until summer 2009, rehabilitation 
services (aqua-Rehab group inc.) for municipal water and wastewater 
systems under multiyear contracts. in august 2009, gaz Métro sold 
all its shares in aqua-Rehab group inc. (aqua-Rehab), as these 
activities were no longer consistent with the Partnership’s core 
mission of being an avant-garde enterprise in the energy field.

4.3	 FIBRE	OPTIC	SECTOR
gaz Métro owns a 49.8% interest in Mto telecom inc. (Mto), which 
operates a high bandwidth fibre optic network that mainly serves the 
Montreal, toronto and ottawa regions. 

5.	 CORPORATE	AFFAIRS	AND	OTHER	SEGMENT

5.1	 WIND	POWER	PROJECTS
in July 2009, gaz Métro and Boralex inc. (Boralex), its equal partner, 
obtained an environmental decree issued by the government of 
Quebec, on the recommendation of the provincial ministry of natural 
resources (ministère des Ressources naturelles et de la Faune), 
authorizing two wind power projects with a total installed capacity 
of 272 megawatts. Both wind farms will be operational towards 
december 2013 on the lands located in the seigneurie de Beaupré, 
which is the property of séminaire de Québec. 

5.2	 LIQUEFIED	NATURAL	GAS	TERMINAL	PROJECT
the Partnership has committed to the Rabaska project with enbridge 
inc. and gdF suez for the implementation of a liquefied natural 
gas (lng) terminal in lévis. Rabaska’s partners, including the 
Partnership, originally contemplated concluding final lng supply 
agreements with gazprom Marketing & trading usa, inc. (gMt usa), 
oao gazprom’s u.s. subsidiary (gazprom) for lng to supply all of 
the terminal’s regasification capacity towards the end of 2008. this 
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non-gaaP Financial MeasuRes

adjusted net income net income adjusted for the future  
income taxes related to gaz Métro’s 
subsidiaries and joint ventures formed  
as limited partnerships whose activities  
do not meet the definition of  
“rate-regulated enterprises” within the 
meaning of the canadian institute of 
chartered accountants’ (cica) Handbook

adjusted net income 
per unit

adjusted net income, as defined  
above, divided by the average number  
of units outstanding

Maintenance caPeX the lesser of:
•  purchases of property, plant and 

equipment during the fiscal year  
for a particular segment, regardless  
of the nature of such purchases and

•  the amortization expense for  
that same segment

development caPeX it is the excess of property, plant  
and equipment purchases over the 
maintenance caPeX for each segment

standardized 
distributable cash (1)

cash flows related to operating  
activities less purchases of property,  
plant and equipment

distributable cash the amount of cash flows from operating 
activities and development caPeX,  
net of: 
•  purchases of property, plant and 

equipment and
•  changes in deferred charges  

and credits and developments  
of information technology

investments  
in development 
activities

the sum: 
•  of investments in development  

caPeX and
•  investments made to acquire  

new businesses or increase an 
ownership interest

net of:
•  amounts received on the  

discontinuation of operations or the 
reduction in an ownership interest

(1)	This	MD&A	complies	 in	all	material	respects	with	 the	recommendations	 in	 the	CICA	
publication,	 Standardized	 Distributable	 Cash	 in	 Income	 Trusts	 and	 Other	 Flow-
through	Entities	-	Guidance	on	Preparation	and	Disclosure.

schedule has been pushed back, as external factors and uncertain-
ties in the financial and commodity markets have slowed discussions 
among the project partners and gazprom. 

5.3	 POTENTIAL	ACQUISITIONS
the Partnership stays apprised of potential opportunities that may 
arise but remains consistent with the approach of considering only 
those projects that are in line with its mission, that would create 
value, that have a risk profile similar to gaz Métro’s current profile 
and, in the case of development projects, that include long-term 
agreements with solid counterparties. 

6.	 PERFORMANCE	INDICATORS

gaz Métro’s core business is natural gas distribution in Quebec 
(gaz Métro-Qda), which involves more than 1,300 employees and all 
the related challenges. in the pursuit of excellence with suppliers, 
partners and customers, gaz Métro-Qda has developed an indicators 
system that it uses to measure organizational, operational and 
financial performance against the objectives set at the start of the 
fiscal year.

Here are some of the key indicators used by gaz Métro-Qda:
• profitability of activities;
• customer satisfaction;
• customer development;
• respect of operating budgets;
• safe management of systems and network;
• employee mobilization;
• workplace health and safety; and
• environmental management (iso 14001).

7.	 NON-GAAP	FINANCIAL	MEASURES

the financial information has been prepared in accordance with 
canadian generally accepted accounting principles (gaaP). in 
management’s opinion, certain indicators provide readers with 
information they consider useful for analyzing gaz Métro’s financial 
per formance. However, cer tain f inancial measures are not 
standardized in accordance with gaaP and should not be considered 
in isolation or as substitutes for other performance measures that 
are in accordance with gaaP. the results obtained might not be 
comparable with similar indicators used by other issuers and should 
therefore only be considered as complementary information.
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lower price of natural gas; a decline in natural gas deliveries 
by Vgs due to warmer temperatures than last year; and an 
unfavourable impact on gMP’s revenues for fiscal 2010 due to 
its rate adjustment mechanism, which presents an amount to 
be returned to customers due to cost savings compared to its 
rate case partly offset by a 4.84% increase in electricity rates;

• a $6.7 million favourable impact recorded in fiscal 2009 and 
related to a rate adjustment for tQM for fiscal years 2007 
and 2008, partly offset by a $2.9 million favourable impact of 
an interim rate adjustment for fiscal 2009 for tQM that was 
approved by the neB in the first quarter of fiscal 2010; and

• an $8.7 million decrease in revenues from the energy services 
and other segment, mainly due to the $15.2 million in revenues 
generated by aqua-Rehab until all its issued and outstanding 
shares were sold, in august 2009, by gaz Métro, partly offset 
by a $2.3 million favourable settlement arising from a dispute 
involving Hydrosolution, l.P. (Hydrosolution) recognized in the 
third quarter of fiscal 2010 and by the signing and execution of a 
large contract for Mto that generated $2.3 million in revenue.

gaz Métro-Qda recognized $40.7 million in overearnings for 
fiscal 2010 compared to $22.0 million in fiscal 2009. considering 
the anticipated productivity gains in the 2011 rate case, $13.7 million 
of the fiscal 2010 overearnings was attributed to customers as 
residual repayment of the advance granted to gaz Métro-Qda by 
its customers in the 2010 rate case. this repayment of the advance 
explains, among other things, the increase in the portion of the 
year’s overearnings returnable to customers having contributed to 
a decline in gaz Métro-Qda’s revenues. if gaz Métro-Qda had not 
had to return this amount to customers, it would have recognized an 
additional net income of 25% of the $13.7 million. the $27.0 million 
residual balance of 2010 overearnings was shared with customers 
and contributed $6.7 million to net income in fiscal 2010, compared to 
$5.4 million in fiscal 2009.

it is important to note that the natural gas purchased by gaz Métro-
Qda is billed to customers at cost, practically cancelling out the 
impact on gross margin and net income.

natural gas deliveries (normalized in Quebec for normal temperature 
and wind velocity) in fiscal 2010 stood at 5,671 million cubic metres 
(106m3), up 5.4% from fiscal 2009. the increase is entirely due to 
greater consumption observed by gaz Métro-Qda, particularly in the 
refinery and petrochemical sector, to the fact that a major customer 
in the metallurgy industry resumed core operations, to higher 
short-term interruptible service sales, and to relatively favourable 
economic growth in recent months.

cONSOLIDATED NORMALIZED NATuRAL GAS DELIVERIES 
(IN	MILLIONS	OF	CUBIC	METRES)

K. 
ANNuAL FINANcIAL 

PERFORMANcE  
SuMMARY

1.	 HIGHLIGHTS

FOR	THE	FISCAL	YEARS	ENDED	SEPTEMBER	30
(IN	MILLIONS	OF	DOLLARS,		
UNLESS	OTHERWISE	INDICATED)	 2010 2009	 2008

Revenues	 2,020.4	 2,249.2	 2,171.9

Gross	margin	 760.0	 791.3	 710.0

Net	income	 178.7	 158.5	 154.4

Adjusted	net	income	(1)	 152.6	 159.6	 153.3

Net	income	per	unit		
(in	dollars)	 1.48	 1.32	 1.28

Adjusted	net	income	per	unit		
(in	dollars)	(1)	 1.27	 1.32	 1.27

Distributions	paid	per	unit		
(in	dollars)	 1.55	 1.24	 1.24

Distributable	cash	(1)	 137.0	 249.6	 78.0

Total	assets	 3,666.6	 3,306.8	 3,286.5

Total	debt	 1,858.6	 1,769.8	 1,820.5

Debt/total	capitalization	ratio	 66.6%	 65.1%	 65.9%
(1)	 These	measures	are	financial	measures	that	are	not	defined	under	GAAP.	For	more	

information,	see	the	Non-GAAP	financial	measures	section	of	this	report.

2.	 REVENUES

consolidated revenues for the year ended september 30, 2010 totalled 
$2,020.4 million, down $228.8 million or 10.2% from $2,249.2 million 
the previous fiscal year. the decrease was mainly due to:
• a $134.0 million decrease in gaz Métro-Qda’s revenues, the 

main reason being lower supply and compression revenues 
resulting from an 11.0% decrease in the average supply rate 
combined with a 5.1% decline in supply volume, as a greater 
proportion of customers called on third parties rather than 
gaz Métro-Qda’s supply service to purchase natural gas. an 
18.6% reduction in the average load-balancing rate authorized 
by the Régie and a higher portion of overearnings returnable 
to customers for fiscal 2010 also contributed to the decrease in 
gaz Métro-Qda’s revenues, as explained below. this decrease 
was partly offset by higher distribution revenues, which 
benefitted from a 3.3% increase in distribution rates granted 
by the Régie, and by higher transportation revenues, which 
increased as a result of the higher average rates resulting from 
the tcPl rate increase in effect since January 1, 2010;

• an unfavourable foreign exchange impact of $60.9 million from 
translating, into canadian dollars, the revenues from Vgs and 
gMP, which are earned in u.s. dollars;

• a $22.4 million decrease in revenues from energy distribution 
in Vermont, excluding the foreign exchange rate impact, mainly 
due to an overall reduction in Vgs’s rates resulting from a 
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3.2	 NET	INCOME	AND	ADJUSTED	NET	INCOME
net income for fiscal 2010 totalled $178.7 million, up $20.2 million or 
12.7% from the previous fiscal year. excluding the favourable non-
monetary impact of $26.1 million in fiscal 2010 and the unfavourable 
non-monetary impact of $1.1 million in fiscal 2009 (both related to 
future income taxes), net income for fiscal 2010 would have been 
down $7.0 million to total $152.6 million.

this $7.0 million year-over-year decrease in adjusted net income 
was due to: 
• a $6.7 million favourable impact recorded in fiscal 2009 and 

related to a rate adjustment for tQM for fiscal years 2007 and 
2008, partly offset by a $2.9 million favourable impact of an 
interim rate adjustment for fiscal 2009 for tQM recognized in 
gaz Métro’s fiscal 2010; 

• a $5.4 million increase in expenses related to the reorganization, 
as described in the Reorganization of the Partnership and the 
Future income tax impacts heading of this section; and

• a $2.2 million decrease in the net income earned by gaz Métro-Qda, 
resulting from several items originating in its 2010 rate case;

partly offset by:
• a favourable $2.3 million impact resulting from the settlement 

of a dispute involving Hydrosolution during fiscal 2010 and the 
$1.6 million writedown of the aqua-Rehab goodwill recorded 
in 2009, partly mitigated by an amount of $2.0 million recorded 
in March 2009 representing the final third of the gain on the 
sale of 50% of the units of climatisation et chauffage urbains 
de Montréal, s.e.c. (ccuM) to dalkia canada inc. (dalkia) in 
February 2006; 

• a $2.0 million recovery for Pngts of income taxes paid to the 
state of new Hampshire for the years 2004 to 2008 following 
harmonization among certain u.s. states of the taxable income 
allocation method; and

• a $1.0 million increase in the net income earned by its 
u.s. subsidiaries, excluding the $2.8 million impact of the 
depreciation of the u.s. dollar against the canadian dollar.

the net income of gaz Métro-Qda, which is heavily influenced by the 
rate of return on deemed equity authorized by the Régie, represented 
close to 76% of gaz Métro’s adjusted net income in fiscal 2010,  
a comparable proportion to that of fiscal 2009 (74%). 

3.	 NET	INCOME	AND	NET	INCOME	PER	UNIT

3.1	 	REORGANIZATION	OF	THE	PARTNERSHIP	AND		
THE	FUTURE	INCOME	TAX	IMPACTS

on June 22, 2010, on the recommendation of its independent 
committee, the Board of directors of gaz Métro inc. (gMi), in 
its capacity as general Partner of the Partnership, approved a 
reorganization (the reorganization) that would transform the public 
ownership structure of gaz Métro into a new dividend-paying publicly 
listed company, Valener inc. (Valener).

the reorganization was completed under a plan of arrangement under 
section 192 of the canada Business corporations act (the arrange-
ment) and approved by gaz Métro’s unitholders on september 14, 2010 
and by the superior court of Quebec on september 21, 2010. the 
effective date of this arrangement was september 30, 2010.

the reorganization involved the exchange, on a one-for-one basis, of 
all publicly held units of gaz Métro, which collectively represented an 
approximate 29% economic interest in gaz Métro, for common shares 
of Valener. after the exchange, Valener became a limited partner of 
gaz Métro, like gMi and gaz Métro Plus inc., which have maintained 
their respective interests in gaz Métro. the public unitholders of 
gaz Métro have retained their proportionate economic interest in 
gaz Métro, indirectly through Valener, and will benefit, through 
Valener, from an increase in gaz Métro distributions otherwise 
payable to Valener in an aggregate amount of $20.0 million over a 
three-year period (approximately $6.7 million per fiscal year).

in addition to its interest in gaz Métro, Valener will have the ability 
to pursue, for its own benefit, certain development and acquisition 
strategies, in particular under an option granted by gaz Métro to 
acquire 49% of gaz Métro’s 50% indirect interest in the wind power 
projects located on the seigneurie de Beaupré land, subject to 
obtaining all required consents. Valener may exercise the seigneurie 
option, in whole but not in part, at any time and from time to time for 
a period of 90 days from september 30, 2010.

as a result of this arrangement, the Partnership is no longer con-
sidered a specified investment Flow-through (siFt) entity for the 
purposes of the income tax act, since its units are no longer listed 
on a stock exchange. therefore, gaz Métro and its subsidiaries 
and joint ventures formed as limited partnerships are no longer 
required to adhere to eic-167, Future income tax liabilities − income 
trusts and other specified investment Flow-throughs published 
on october 1, 2007 in the cica Handbook (Handbook), requiring the  
recognition of future income tax assets and liabilities.

consequently, the $103.3 million future income tax liability related 
to limited partnerships with rate-regulated activities, recorded by 
gaz Métro as at June 30, 2010, was reversed on september 30, 2010, 
and the corresponding deferred charges account was reduced by an 
equivalent offsetting amount. 

in addition, the $27.5 million future income tax liability recorded by 
gaz Métro as at June 30, 2010, related to limited partnerships without 
rate-regulated activities, was also reversed as at september 30, 2010, 
and an equivalent offsetting future income tax recovery was recorded. 

given that an amount of $1.4 million had been recorded as an 
unfavourable adjustment to future income taxes during the first nine 
months of fiscal 2010, a net favourable non-monetary impact related 
to future income taxes of $26.1 million was recorded in fiscal 2010.
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DISTRIbuTIONS PAID PER uNIT 
(IN	DOLLARS)

(a)	 	Includes	a	distribution	of	$0.31	per	unit	paid	on	September	30,	2010		
instead	of	on	October	1,	2010,	as	part	of	the	reorganization.

5.	 CURRENT	MARKET	SITUATION	

according to economist data, the last recession ended in sum-
mer 2009. to date, the return to growth has not driven up the 
price of natural gas, as there has been significant growth in the 
supply of natural gas in the united states due to rapid growth in  
the exploitation of shale gas. this has more-than-offset the impact of 
renewed demand in the post-recession economy.

in fiscal 2010, the quantities of natural gas available in continental 
north america have remained at high levels. the continent has an 
abundant supply of natural gas due to growth in shale gas production 
in the united states. at the end of the fiscal year, natural gas storage 
levels were above the five-year average (2005 to 2009), as published 
on the u.s. energy information administration website, but slightly 
below the record levels of 2009. unlike our neighbours to the south, 
natural gas production in canada is down, and the development of 
shale gas in canada is less advanced. since the classic resources 
are now relatively more costly to develop, the lower price for natural 
gas has caused canadian producers to scale back activities. 

during fiscal 2010, the average natural gas price at the alberta border 
was $4.00/gigajoule. the price for the same period of 2009 was $4.61/
gigajoule. this is good news for gaz Métro-Qda and its customers. 
natural gas has a competitive advantage in all of gaz Métro-Qda’s 
markets, particularly the commercial and industrial markets. this 
drop in the average natural gas price also explains much of the 
increase in natural gas deliveries by gaz Métro-Qda in the industrial 
market in fiscal 2010, which grew 8.7% from fiscal 2009.

despite successive increases to the Bank of canada discount rate, 
long-term interest rates (30-year canada bonds) declined in the 
second half of fiscal 2010 after having risen slightly in the first half 
of the fiscal year. gaz Métro-Qda did not need new financing or 
debt refinancing in fiscal 2010 since the bonds that were to mature 
in november 2009 had been refinanced in June 2009. the next 
maturity of first mortgage bonds of gaz Métro-Qda is in april 2013. 
However, the drop in interest rates on long-term canada bonds has 
had an impact on the authorized rate of return on deemed common 
equity of gaz Métro-Qda, since this rate of return is derived from an 
automatic adjustment formula based on interest rate forecasts on 
30-year canada bonds. Based on the Régie’s decision under the 2011 
rate case, the authorized base rate of return is 9.09% for fiscal 2011 
compared to 9.20% for fiscal 2010. 

3.3	 	NET	INCOME	PER	UNIT	AND		
ADJUSTED	NET	INCOME	PER	UNIT

For fiscal 2010, net income per unit was $1.48, up $0.16 from last 
fiscal year. adjusted net income per unit, which excludes the non-
monetary adjustments related to future income taxes for 2010 and 
2009, as previously explained, was $1.27 in 2010, down $0.05 from 
$1.32 in 2009.

NET INcOME AND ADJuSTED NET INcOME PER uNIT 
(IN	DOLLARS)

 NET INcOME

 ADJuSTED NET INcOME

4.	 LIQUIDITY

4.1	 DEBT/TOTAL	CAPITALIZATION	RATIO
the debt/total capitalization ratio was 66.6% as at september 30, 2010, 
up 1.5% from 65.1% at the same date last year. on october 7, 2010, 
the Partnership issued units for net proceeds of approximately 
$100 million, as described in section v) subsequent events. if the units 
had been issued on september 30, 2010, the debt/total capitalization 
ratio would have been 63.0%. 

cONSOLIDATED TOTAL DEbT 
(IN	MILLIONS	OF	DOLLARS)

4.2	 DISTRIBUTIONS	PAID	PER	UNIT
the Partnership paid $1.55 per unit to its Partners in fiscal 2010 
compared to $1.24 per unit in fiscal 2009. the difference is explained 
by the fact that, on June 22, 2010, gaz Métro declared, through its 
general Partner, gMi, a distribution of $0.31 per unit payable on 
september 30, 2010 to Partners of record on september 15, 2010, 
as part of the reorganization explained in the Reorganization of the 
Partnership and the Future income tax impacts heading of section 
k) annual financial performance summary of this Md&a. ordinarily, 
if not for the context of the reorganization, this distribution would 
have been paid on october 1, 2010.
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NET INcOME 
(IN	MILLIONS	OF	DOLLARS)

 ENERGY DISTRIbuTION  NATuRAL GAS

 GAZ MÉTRO-QDA  STORAGE

 ENERGY DISTRIbuTION  ENERGY SERVIcES

 VGS AND GMP  AND OTHER

 NATuRAL GAS TRANSPORTATION

1.	 ENERGY	DISTRIBUTION	SEGMENT

1.1	 GAZ	MéTRO-QDA

YEARS	ENDED	SEPTEMBER	30
(IN	MILLIONS	OF	DOLLARS)	 2010 2009	 CHANGE

Revenues 1,540 3  1,674 3	 	 (1340)

Gross	margin 544 5  548 6	 	 (4 1)

Net	income	 115 9  118 1	 	 (2 2)

ReVenues
gaz Métro-Qda’s revenues totalled $1,540.3 million during fiscal 
2010, down $134.0 million from last year. 

the table below shows the cumulative results of fiscal 2010, in terms 
of revenue and volume changes, compared with fiscal 2009.

	 VOLUME	 VOLUME	 REVENUE		
	 CHANGE	 CHANGE	 CHANGE
FISCAL	2010		 (106M3)	 (%)	 (MILLIONS	OF	$)

Distribution:
	 Residential	and	commercial	 97	 	 3 6	 	 7 4
	 Industrial	 210	 	 8 7	 	 7 8

	 Total	distribution	 307	 	 	 	 15 2

Supply	and	compression	 (157)	 	 (5 1)	 	 (138 4)
Transportation	 (135)	 	 (2 7)	 	 28 2
Load-balancing	 288	 	 5 7	 	 (21 3)
Other	revenues	 	 	 	 	 (17 7)

Total	 	 	 	 	 (134 0)

since gaz Métro-Qda’s revenues are divided into five service 
categories, namely, distribution, supply, compression, transportation, 
and load-balancing, the Régie authorizes a specific rate for each 
service and each category of customer. it should be noted that 
revenue from the annual green Fund duty has been included in the 
distribution service category since october 1, 2009, whereas it had 
previously been presented separately.

L. 
SEGMENT RESuLTS

NET	INCOME	-	HIGHLIGHTS

FOR	THE	YEARS	ENDED	SEPTEMBER	30
(IN	MILLIONS	OF	DOLLARS)	 2010 2009	 CHANGE

ENERGY	DISTRIBUTION
Gaz	Métro-QDA	 115.9	 118.1	 (2.2)
VGS	and	GMP	 19.7 22.4	 (2.7)
Financing	costs	of	investments		

in	this	segment	(1)	 (4.0)	 (4.9)	 0.9

	 	 131.6	 135.6	 (4.0)

NATURAL	GAS		
TRANSPORTATION

TQM,	PNGTS	and	Champion	 20.7 22.8	 (2.1)
Financing	costs	of	investments		

in	this	segment	(1)	 (3.9) (4.4)	 0.5

	 	 16.8 18.4	 (1.6)

NATURAL	GAS	STORAGE	 	 	
Intragaz	 7.1 6.6	 0.5
Financing	costs	of	investments		

in	this	segment	(1)	 (1.7) (2.0)	 0.3
Non-monetary	impact	related		

to	future	income	taxes	(2)	 25.1	 (0.7)	 25.8

	 	 30.5 3.9	 26.6

ENERGY	SERVICES		
AND	OTHER	 	 	

Energy,	water	and	fibre	optic	 8.4 6.7	 1.7
Financing	costs	of	investments		

in	this	segment	(1)	 (1.6) (2.0)	 0.4
Non-monetary	impact	related		

to	future	income	taxes	(2)	 2.7	 (1.0)	 3.7

	 	 9.5 3.7	 5.8

CORPORATE	AFFAIRS		
AND	OTHER	 	 	

Corporate	affairs	and	other	 (8.0) (3.7)	 (4.3)
Non-monetary	impact	related		

to	future	income	taxes	(2)	 (1.7) 0.6	 (2.3)

	 	 (9.7) (3.1)	 (6.6)

CONSOLIDATED	NET	INCOME 178.7 158.5	 20.2

CONSOLIDATED	ADJUSTED		
NET	INCOME 152.6 159.6	 (7.0)

(1)	 Financial	expenses	incurred	by	the	Partnership	to	finance	investments	in	the	subsidi-
aries,	joint	ventures,	and	companies	subject	to	significant	influence	of	each	segment.

(2)	 Adjustment	to	future	income	taxes	that	the	Partnership	will	no	longer	have	to	assume	
in	periods	 after	September	30,	2010	and	 related	 to	Gaz	Métro’s	subsidiaries	and	
joint	ventures	 formed	as	 limited	partnerships	 that	do	not	qualify	as	rate-regulated	
enterprises	as	defined	 in	 the	Handbook	as	a	result	of	 the	reorganization	explained	
under	 the	Reorganization	of	 the	Partnership	and	 the	Future	 Income	Tax	 Impacts	
heading	of	section	k) annual financial performance summary.
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received in november 2009. as mentioned above, the costs related 
to this duty, which are part of gaz Métro-Qda’s operating and 
maintenance expenses, have been included in distribution rates since 
october 1, 2009. the amounts thus collected from customers cover 
payments made by gaz Métro-Qda to settle this duty. as such, the 
distribution revenues related to the annual green Fund duty have no 
impact on net income. 

the sale of supply is the sale of the natural gas commodity to 
gaz Métro-Qda customers who subscribe to this service. it has no 
impact on gross margin since gaz Métro-Qda is not authorized to 
generate any profits from the sales of natural gas. a change in the 
average selling price of natural gas therefore has no impact on 
gross margin. Revenues from compression, transportation and load-
balancing activities generate very low margins.

consequently, distribution revenues are the main source of gross 
margin, since there are very few direct costs associated with these 
revenues. the previously presented changes in distribution revenues 
therefore have a direct impact on gross margin.

noRMalized deliVeRies

NORMALIZED NATuRAL GAS DELIVERIES
(IN	MILLIONS	OF	CUBIC	METRES)	

 2009 1. INDuSTRIAL 3. RESIDENTIAL

 2010 2. cOMMERcIAL 4. TOTAL VOLuME

gaz Métro-Qda’s normalized natural gas deliveries totalled 
5,437 million cubic metres in fiscal 2010, up 6.0% from 5,130 million 
cubic metres last fiscal year. 

the 8.7% increase in normalized deliveries in the industrial market 
for fiscal 2010 was partly due to:
• greater consumption, particularly in the refinery and petro-

chemical sector;
• a resumption in the core operations of a major customer in the 

metallurgy industry; 
• higher short-term interruptible service sales; and
• relatively favourable economic growth in recent months.

in the commercial market, normalized deliveries were up 5.3% 
from fiscal 2009, mainly due to relatively favourable economic 
growth and to the maturation of new sales. this increase was 
slightly mitigated by energy conservation measures undertaken by 
gaz Métro-Qda’s customers.

in the residential market, normalized deliveries were down 2.7% from 
fiscal 2009, also due to energy conservation measures undertaken by 
gaz Métro-Qda’s customers, partly offset by the maturation of new sales.

the revenue decrease for gaz Métro-Qda’s activities was primarily 
due to:
• a $138.4 million decrease in supply and compression revenues, 

mainly due to an 11.0% decrease in the average supply rate 
combined with a 5.1% decline in supply volume, as a greater 
proportion of customers called on third parties rather than 
gaz Métro-Qda’s supply service to purchase natural gas; 

• a $21.3 million decrease in load-balancing revenues resulting 
from an 18.6% decrease in the average load-balancing rate 
authorized by the Régie, despite a 5.7% increase in volume; and

• a $17.7 million decrease in other revenues, mainly due to a 
$17.4 million increase in the portion of overearnings returnable 
to customers in fiscal 2010 versus fiscal 2009, as an amount of 
$13.7 million of the overearnings realized in 2010 was attributed 
to customers as a residual repayment of the advance granted to 
gaz Métro-Qda by its customers in the 2010 rate case. that rate 
case was anticipating a productivity loss of $19.0 million, the 
first such loss since the incentive mechanism was implemented 
in october 2000. the productivity loss was fully reflected in the 
2010 rates but had to be fully returned to customers from future 
overearnings or productivity gains. this expected productivity 
loss in the 2010 rate case did not materialize in fiscal 2010, as 
explained subsequently under the overearnings heading. in fact, 
given the anticipated productivity gains in the 2011 rate case, 
$13.7 million of the fiscal 2010 overearnings were attributed to 
customers as a residual repayment of the advance granted to 
gaz Métro-Qda by its customers in the 2010 rate case;

partly offset by:
• a $28.2 million increase in transportation revenues resulting 

from a year-over-year increase in average rates that stems 
from the neB decision to authorize a 37.7% rate increase to 
tcPl ($1.19 to $1.64/gigajoule) that has been in effect since 
January 1, 2010. However, this increase was partly mitigated 
by a 2.7% decrease in transportation volume, essentially due to 
the fact that a greater proportion of customers called on third 
parties rather than gaz Métro-Qda for this service;

• a $7.8 million increase in distribution revenues in the industrial 
market, mainly due to higher volumes and average selling 
prices for short-term interruptible service sales resulting from 
an advantageous competitive position; and

• a $7.4 million increase in distribution revenues in the residential 
and commercial markets, caused by a 4.4% increase in the 
distribution rates authorized by the Régie combined with a 3.6% 
increase in volume.

the revenue changes presented above take the impac t 
of normalization into account. gaz Métro-Qda benefits from a 
revenue normalization mechanism for its natural gas distribution 
and load-balancing revenues, based on normal temperature and 
normal wind velocity. it normalizes natural gas deliveries (based on 
temperature and wind velocity) and then reflects that adjustment in 
its revenues using rate stabilization accounts. as a result, an amount 
of $36.3 million to be recovered from customers was recorded in the 
rate stabilization accounts during fiscal 2010 due to warmer-than-
normal temperatures, partly offset by stronger-than-normal wind 
velocity. during fiscal 2009, an amount of $1.5 million to be recovered 
from customers had been recorded.

the distribution revenues include the annual green Fund duty 
amounts. the government of Quebec set december 14, 2007 as the 
date that the Regulation respecting the annual duty payable to the 
green Fund came into force. in accordance with this Regulation, 
gaz Métro-Qda’s annual duty totalled $40.2 million for fiscal 2010 
($42.6 million for fiscal 2009) in accordance with the payment notice 
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of information technology and the level of deferred charges and 
credits, particularly those associated with the cost of energy resulting 
from a decline in the supply price.

AuTHORIZED bASE RATE OF RETuRN  
ON DEEMED cOMMON EQuITY 

(IN	%)

the authorized base rate of return on deemed common equity for 
fiscal 2010 was 9.20%, up 0.44% from the rate authorized in 2009. 
as authorized by the Régie in its decision on the 2010 rate case, this 
authorized base rate of return included an adjustment to account for 
the impact of the financial crisis, which explains most of the increase 
from 2009. 

since gaz Métro-Qda had anticipated a productivity loss in its 2010 
rate case, the authorized rate of return for 2010 did not include an 
anticipated productivity gain and stood at 9.20%, or the same level 
as the base rate of return. However, for the reasons explained above, 
the authorized rate of return rose 0.26% compared to 2009. 

REALIZED AND AuTHORIZED RATE OF RETuRN 
ON DEEMED cOMMON EQuITY 

(IN	%)

 REALIZED RETuRN

 AuTHORIZED RETuRN, INcLuDING ANTIcIPATED PRODucTIVITY GAINS

(a)	Subject	to	the	Régies’s	approval

the realized rate of return on deemed common equity for fiscal 2010 
was 10.32%, up 0.43% from the rate realized in 2009. this increase was 
due mainly to the increase in the authorized rate of return explained 
above and the overearnings realized in fiscal 2010, as explained below.

oVeReaRnings

gaz Métro-Qda recognized $40.7 million in overearnings for fiscal 2010 
compared to $22.0 million in fiscal 2009. given the anticipated 
productivity gains in the 2011 rate case, an amount of $13.7 million of 
these fiscal 2010 overearnings was attributed to customers as residual 
repayment of the advance granted to gaz Métro-Qda by its customers 
in the 2010 rate case, as previously explained. if gaz Métro-Qda had 

CUSTOMERS
YEARS	ENDED	SEPTEMBER	30	 2010 2009 CHANGE

Number	of	customers	 182,258  179,370	 	 1 6%	

New	contracts	signed	(1)	 7,745  6,196	 	 25%

Market	penetration	rate		
(new	residential		
construction	market		
in	the	Montreal	area)	(1)	 30% 25%	(3)	 	 5%

Satisfaction	rate		
of	new	customers	(2)	 91% 92%	 (1%)

(1)	 The	greater	number	of	new	contracts	signed	and	the	higher	market	penetration	rate	
reflect	 the	slight	 improvement	 in	 the	economy	and	the	competitive	price	of	natural	
gas.	In	fiscal	2010,	Gaz	Métro-QDA	therefore	achieved	certain	goals	set	at	the	start	of		
the	year	for	its	customer	development	performance	indicators.

(2)	 Gaz	Métro-QDA	reached	the	goal	set	for	this	performance	indicator	in	2010.
(3)	 During	 fiscal	 2009,	 the	 penetration	 rate	 presented	 was	 19%.	 This	 rate	 has	 been	

restated	to	reflect	a	new	calculation	method	used	since	fiscal	2010.

net incoMe 
gaz Métro-Qda’s net income totalled $115.9 million for fiscal 2010, 
down $2.2 million from $118.1 million in fiscal 2009. the year-over-
year decrease in net income was mainly due to: 
• a decrease in the income taxes and capital tax included in the 

rates charged to customers and subsequently assumed by the 
Partners of gaz Métro;

• a decrease in the average rate base, as explained below; and
• the non-recurring impact, in 2009, of a $0.8 million favourable 

adjustment in overearnings for the year ended september 30, 2008 
pursuant to the Régie’s decision in the 2008 annual report;

partly offset by:
• an increase in the authorized rate of return on deemed common 

equity for the fiscal year, as explained below;
• a $1.3 million increase in gaz Métro-Qda’s share of overearnings, 

as explained below; and
• lower financial expenses, mainly due to the change in capitalized 

interest on deferred charges and credits.

gaz Métro-Qda’s net income level for fiscal 2010 helped it to reach 
the goals for two of its performance indicators, specifically, respect 
of operating budgets and profitability of activities.

RetuRn on deeMed eQuity

the authorized return on deemed equity, including anticipated 
productivity gains, is obtained by multiplying the authorized rate 
of return by the average rate base for the fiscal year and by the 
percentage of deemed equity.

 AVERAGE RATE bASE EVOLuTION
(IN	MILLIONS	OF	DOLLARS)

the average rate base in fiscal 2010 was down $28.0 million compared 
to fiscal 2009. this drop was mainly due to a decrease in developments 
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not had to return this amount to customers, it would have recognized 
an additional net income of 25% of the $13.7 million. the $27.0 million 
residual balance of 2010 overearnings contributed $6.7 million to net 
income in fiscal 2010 compared to $5.4 million in fiscal 2009.

the difference between the overearnings in 2010 and what had been 
anticipated in the rate case stems mainly from:
• an increase in deliveries in commercial and industrial markets, 

especially for interruptible short-term service sales, combined 

with an increase in optimization transactions related to storage 
contracts and a reduction in the cost of load-balancing and 
transportation tools. short-term interruptible service sales 
increased as a result of higher sales volumes and a higher 
average selling price given the highly favourable position of 
natural gas versus heavy fuel oil; 

• lower amortization of property, plant and equipment, due 
mainly to a lower-than-projected investment level; and

• lower-than-projected operating and maintenance expenses.

RegulatoRy MatteRs
suMMaRy oF tHe RegulatoRy FRaMeWoRk FoR gaz MétRo-Qda

	
YEARS	ENDED	SEPTEMBER	30	 	 	 	 2010  2009	 	 2008

Rate	case	period	 	 	 	  2009-10-01 2008-10-01	 2007-10-01
	 	 	 	 	 	 	to 2010-09-30  	to	2009-09-30	 	 to	2008-09-30

Authorized	rate	of	return	on	common	equity	(1)	 	 	 	 	 	 9 20%   8 94%	 	 	 9 52%

Capital	structure	(Debt;	Equity)	 	 	 	 	 	 	 54%; 46%	(2)	 	 	 	 54%;	46%	(2)	 	 54%;	46%	(2)

Average	rate	base	in	rate	case		
(in	millions	of	dollars)	 	 	 	 	 	 	 	 $1,782	 	 	 	 $1,818	 	 	 	 $1,813

(1)	 Including	anticipated	productivity	gains.	
(2)	 Deemed	equity	is	divided	as	follows:	7.5%	preferred	equity	and	38.5%	common	equity.

RegulatoRy Filings

FIScAL 2009

2009 annual report gaz Métro-Qda’s annual report for the year ended september 30, 2009 was filed with the Régie on december 21, 
2009 and the Régie rendered its final decision on september 24, 2010. this decision had no impact on gaz Métro-
Qda’s net income for fiscal 2009.

FIScAL 2010

2010 rate case on december 17, 2009, the Régie rendered its final decision on the 2010 rate case, denying gaz Métro-Qda’s 
request to establish a fair and reasonable rate of return for the 2010 rate year using a methodology based on the 
after-tax weighted average cost of capital (atWacc). the Régie ruled that the automatic adjustment formula, 
under normal financial circumstances, has produced valid results in the past. However, given the financial 
crisis prevailing at the time of the decision, the Régie has suspended application of the automatic adjustment 
formula for fiscal 2010 and set the authorized base rate of return at 9.20%. under its rate case, gaz Métro-Qda 
anticipated a productivity loss of $19.0 million in 2010, the first such loss since the incentive mechanism was 
implemented in october 2000. the productivity loss was fully reflected in the 2010 rates, but, as set out in the 
regulatory framework, will have to be fully returned to customers from future overearnings or productivity gains.

as the final decision had not been rendered on october 1, 2009, the first day of fiscal 2010, the Régie approved 
interim rates on september 30, 2009. the difference between the interim rates and the rates approved by the 
Régie for the period from october 1 to december 31, 2009 was recorded in a deferred charges account, which 
will be amortized during fiscal 2011 such that it will be recovered through rates.

lng – natural gas for 
transportation

on March 31, 2010, gaz Métro-Qda filed an application with the Régie requesting approval of a method for 
calculating costs billed for use of gaz Métro-Qda’s natural gas liquefaction, storage and re-gasification plant 
(lsR plant) as part of the lng activity. on May 14, 2010, the Régie rendered its decision, indicating that the 
gaz Métro-Qda application was outside its jurisdiction. since the Régie has jurisdiction over gaz Métro-Qda’s 
regulated activities, it must ensure that the customers of regulated services pay a fair rate and that the costs 
incurred to sell lng will be in fact charged to this non-regulated activity. the Régie has therefore asked 
gaz Métro-Qda to indicate the projected and actual volumes and costs associated with the sale of lng in the 
rate cases and annual report reviews such that the Régie can approve these costs at that time. gaz Métro 
therefore presented, in its 2011 rate case, a method for determining the costs associated with the sale of lng. 
on november 4, 2010, the Régie rendered a decision and gaz Métro-Qda is evaluating the impact of this decision. 
this project is described in greater detail in heading 5 – corporate affairs and other segment.



2010 ManageMent’s discussion and analysis 25

lng tanks on april 9, 2010, gaz Métro-Qda filed an application with the Régie seeking authorization to invest $6.4 million in 
the lsR plant to upgrade both lng tanks to ensure their integrity. the upgrade is required pursuant to an neB 
decision in January 2009, authorizing amendments requested by tcPl and allowing an expanded range in natural 
gas components. on June 3, 2010, the Régie authorized gaz Métro-Qda to proceed with the project as proposed.

saP computer system on May 5, 2010, gaz Métro-Qda filed, with the Régie, an application to invest $25.3 million to modernize its 
computer system used for processing commercial and residential customer billing. the investment, which will 
run from september 2010 to February 2012, will provide gaz Métro-Qda with greater information technology 
flexibility such that it can adapt to evolving customer needs. on June 15, 2010, the Régie rendered a decision 
authorizing gaz Métro-Qda to carry out the project.

natural gas receipt tariff – 
shale gas

on May 26, 2010, gaz Métro-Qda filed an application with the Régie in order to obtain the approval for a new 
natural gas receipt tariff. the potential use of gaz Métro-Qda’s existing infrastructures to meet the natural gas 
distribution needs of producers provides a unique development opportunity for gaz Métro-Qda. the purpose 
of the new receipt tariff is to recover the costs of the new investments required to expand gaz Métro-Qda’s 
gas network to accommodate this activity and to share some current distribution costs. this application was 
subject to a hearing that had been held in november 2010. this project is described in greater detail in heading 
5 – corporate affairs and other segment.

incentive mechanism gaz Métro-Qda’s incentive mechanism, in force from october 1, 2007 to september 30, 2012, stipulates that, 
once the 2010 rate case has been filed, an evaluation in view of its potential renewal before its expiry has to be 
performed. in May 2009 and following an opening motion filed in March 2009, the Régie rendered a decision to 
approve the creation of a working group to evaluate the incentive mechanism.

in august 2009, gaz Métro-Qda filed an incentive mechanism evaluation table. the evaluation phase, which 
ran until the end of december 2009, resulted in an evaluation report on the incentive mechanism, which was 
filed with the Régie on January 7, 2010. on august 25, 2010, the Régie authorized the holding of 15 negotiation 
sessions with the recognized intervenors in the file. the working group will begin the negotiation sessions in 
december 2010 and continue them until spring 2011.

REGuLATORY OuTLOOK

2011 rate case in spring 2010, gaz Métro-Qda filed, with the Régie, its complete 2011 rate application. unlike in fiscal 2010, 
gaz Métro-Qda was able to show a slight anticipated productivity gain for fiscal 2011. this application, if 
accepted, will reduce gaz Métro-Qda’s overall rates by 5.87%, including distribution rates by 4.66%. the rate 
of return for the 2011 rate year is 9.14%; it was established using the automatic adjustment formula based on 
interest rate forecasts on 30-year canada bonds from the august issue of consensus Forecast. the average rate 
base for fiscal 2011 is $1,773 million.

the hearings on the 2011 rate case were held in september 2010. on september 30, 2010, the Régie approved 
interim rates as well as the financial derivatives program, and on november 4, 2010, rendered its decision on the 
overall rate case. in response to requests made by the Régie in this decision, including the granting of a 9.09% 
rate of return, the rate case will be updated and the impact on rates will only be known at that time.

the 2010 rate case was presented during an economic crisis, which had led gaz Métro-Qda to present 
a productivity loss, meaning that the revenue requirement was higher than the revenue cap calculated 
according to the terms and conditions of the agreement in effect. the incentive mechanism in effect 
stipulates that the anticipated productivity loss for 2010 is to be reimbursed before gaz Métro-Qda can 
benefit from new productivity gains or overearnings. thus the productivity gain anticipated for 2011 would 
first go toward offsetting part of this productivity loss, which totalled $20.4 million, including interest, as at 
september 30, 2010. 

this change of situation in 2011 is mainly due to short-term interruptible service sales in 2010, which were 
much higher than anticipated. natural gas is in a favourable competitive position in comparison with fuel oil, 
since the average prices for natural gas at the alberta border are the lowest they have been in several years. 
this can be explained largely by low demand due to the economy, combined with continued high levels of supply 
in north america. 

gaz Métro-Qda filed its improved asset management approach based on a risk management process that relies 
on technical diagnostics of its network. the implementation of a proactive approach will help to better manage 
safety, reliability and efficiency of the network and the impact of aging infrastructures. the 2011 rate case also 
provides for investments, potentially up to $10.0 million, to start implementing corrective measures as of next year.
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outlook
through its rates, gaz Métro-Qda recovers the income taxes and 
capital tax that will ultimately be paid by its Partners. the annual 
reductions in the corporate tax rate announced on october 30, 2007 by 
the Minister of Finance, effective January 1, 2008, reduced the amount 
recovered from customers and, consequently, gaz Métro-Qda’s net 
income. the negative impact on gaz Métro’s net income for fiscal 2011 
is estimated at $2.2 million.

in addition, on May 24, 2007 the Minister of Revenue announced 
annual reductions to the capital tax rate. the negative impact on 
gaz Métro’s net income for fiscal 2011 is estimated at $2.1 million.

For next year and future years, gaz Métro plans on pursuing the 
profitable development of gaz Métro-Qda by achieving greater 
market penetration in the commercial and residential markets while 
carefully controlling costs and ensuring that its system remains 
safe, reliable and sustainable. 

enViRonMent
gaz Métro places a high degree of importance on environmental 
matters. under its environmental policy, gaz Métro has committed 
to showing leadership, rigour and determination in pursuing its 
environmental actions in its Quebec gas distribution operations and 
with its customers and the general public in a context of sustainable 
development. gaz Métro-Qda has also committed to undertaking 
actions in three areas: (i) prevention of pollution and protection of 
the environment, (ii) promotion of energy efficiency and reduction of 
pollution, and (iii) collaboration with and consultation of interested 
parties. it also maintains an environmental management system, 
with iso 14001 registration since 2000.

in addition, the activities and facilities of gaz Métro-Qda must 
comply with extensive environmental laws and regulations. For 
more information, refer to the environmental Protection section of 
gaz Métro’s annual information Form.

during fiscal years 2010 and 2009, environmental protection 
requirements had no significant financial or operational impacts 
on (i) property, plant and equipment expenditures, (ii) gaz Métro’s 
consolidated net income, and (iii) gaz Métro-Qda’s competitive 
position, expect for the obligation to pay the green Fund duty, which 
affected competitive position, as previously described under the 
gaz Métro-Qda heading of c) segment results. 

in management’s opinion, the environmental protection requirements 
will not have any significant financial or operational impacts during 
fiscal 2011. if such were the case, gaz Métro-Qda would seek to 
recover these costs in the rates of future fiscal years. 

1.2	 VGS	AND	GMP

YEARS	ENDED	SEPTEMBER	30	 	 	
(IN	MILLIONS	OF	DOLLARS)	 2010 2009	 CHANGE

Revenues	 358 1  441 4	 	 (83 3)

Gross	margin	 114 8  133 8	 	 (19 0)

Share	in	earnings	of		
companies	subject	to		
significant	influence	 17 2  18 1	 	 (0 9)

Net	income		 15 7  17 5	 	 (1 8)

ReVenues
Fiscal 2010 revenues stood at $358.1 mill ion compared to 
$441.4 million for fiscal 2009, down $83.3 million due to:
• an unfavourable foreign exchange impact resulting from the 

depreciation of the u.s. dollar against the canadian dollar, 
which reduced the revenues from Vgs and gMP by $60.9 million;

• an overall decrease in Vgs’s rates for an amount of $19.7 million, 
resulting mainly from a lower natural gas price compared to the 
previous fiscal year;

• a $12.0 million decrease in gMP’s revenues resulting from the 
rate adjustment mechanism showing an amount to be returned 
to customers, as there were cost savings compared to the rate 
case, whereas an amount to be recovered from customers had 
been recognized last year; and

• a decrease of $7.8 million in Vgs’s natural gas deliveries, 
primarily in the residential and commercial markets due to 
warmer temperatures than last year; 

partly offset by:
• a $13.9 million increase in gMP’s revenues resulting from a 

4.84% increase in electricity rates since october 1, 2009.

deliVeRies 
VGS – since Vgs does not have a temperature normalization 
mechanism and because its customers are highly concentrated in the 
space heating market, its profitability is influenced by temperature 
changes. natural gas deliveries by Vgs in fiscal 2010 were 5.6% 
lower than deliveries last year, totalling 234 million cubic metres.

VGS 
NATuRAL GAS DELIVERIES 

(IN	MILLIONS	OF	CUBIC	METRES)

GMP – the electricity distributed by gMP is almost entirely used 
for lighting and generating purposes. as a result, demand is much 
less sensitive to changes in temperature. Rather, it is affected by 
economic turmoil and customer efforts to conserve energy. gMP’s 
electricity deliveries totalled 1,901 gigawatthours in fiscal 2010, up 
0.8% from last year.

GMP
ELEcTRIcITY DELIVERIES

(IN	GIGAWATTHOURS)
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net incoMe
net income from Vgs and gMP totalled $15.7 million for fiscal 
2010, down $1.8 million (10.3%) from fiscal 2009. the main factors 
underlying this decrease were the reduction in revenues and in the 
share in earnings of companies subject to significant influence, 
excluding the foreign exchange impact, as previously explained, as 
well as:
• a depreciation of the u.s. dollar against the canadian dollar, 

which reduced net income from Vgs and gMP by $2.8 million; and
• a $1.9 million decrease in Vgs’s gross margin, caused mainly 

by lower deliveries due to warmer temperatures, as previously 
explained; 

offset by:
• a $1.7 million decrease in operating expenses, mainly due to a 

greater allocation of resources to capitalizable projects; and 
• $1.1 million in revenues arising mainly from a gain realized on 

the sale of an investment owned by gMP.

the decrease in the authorized rate of return on common equity of 
gMP combined with the increase in its rate base, as noted in the 
summary of the Regulatory Framework for Vgs and gMP heading 
below, net of the effect of income taxes, had a negligible effect on 
gMP’s net income for fiscal 2010 versus fiscal 2009. as for Vgs, its 
2010 rate case was relatively similar to that of 2009, resulting in a 
negligible effect on its net income. 

gMP earned $14.3 million in net income before financing costs during 
fiscal 2010 compared to $15.7 million last year.

according to current regulatory mechanisms, the sale of the natural 
gas commodity and electricity to the customers of Vgs and gMP has 
a negligible impact on their gross margins and therefore changes in 
the average selling price of the natural gas commodity or electricity 
has a negligible impact on their gross margins.

sHaRe in eaRnings oF coMPanies suBJect  
to signiFicant inFluence
the share in earnings of companies subject to significant influence is 
gaz Métro’s share, through gMP, in the earnings of transco and Velco. 

through gMP, gaz Métro invested an additional $12.6 million in 
transco, i.e., its maximum permissible amount on december 29, 
2009 ($8.8 million in december 2008). despite this contribution, its 
ownership interest nevertheless fell from 34.1% to 32.2%, given that 
certain partners in transco, other than gMP, invested to a greater 
extent, thereby raising their level of ownership in the company. under 
the agreement between the partners, transmission work that meets 
a specific need of one utility must be financed by the company that 
benefits from the work. 

gaz Métro’s share in earnings of companies subject to significant 
influence totalled $17.2 million for fiscal 2010 versus $18.1 million 
for fiscal 2009. this decrease was entirely due to a depreciation of 
the u.s. dollar against the canadian dollar, as the sustained growth 
in transco’s net income and the additional amounts invested by 
gaz Métro during fiscal years 2010 and 2009, through gMP, enabled the 
Partnership to generate an additional return compared to last year.

RegulatoRy MatteRs
suMMaRy oF tHe RegulatoRy FRaMeWoRk FoR Vgs and gMP

 2010 2009	 2008
	  	  	  

	 VGS GMP	 VGS	 GMP	 VGS	 GMP

Rate	case	period	 2009-10-01 2009-10-01	 2008-10-01	 2009-01-01	 2007-10-01	 2008-01-01	
		 to 2010-09-30 to 2010-09-30	 to	2009-09-30	 to	2009-09-30	 to	2008-09-30	 to	2008-12-31

Authorized	rate	of	return		
on	common	equity	 	 	 10 25%	 9 69%	 10 50%	 9 81%	 10 50%	 10 21%

Capital	structure	(Debt;	Equity)	 45%; 55%	 49 9%; 50 1%	 45%;	55%	 48 6%;	51 4%	 45%;	55%	 47 8%;	52 2%

Average	rate	base	in	rate	case		
(in	millions	of	US$)	 	 	 $98	 $330	 $98	 $309	 $93	 $276

RegulatoRy Filing

FIScAL 2010

VGS
adjustment of  
base rates 

in november 2009, Vgs filed a base rate adjustment application with the VPsB. the annual adjustment reflected, among 
other things, a 10.25% rate of return and a 0.4% rate decrease. the VPsB approved this application on december 21, 
2009, and the new base rates have been in effect since January 23, 2010.

GMP
2010 rate case

in July 2009, gMP filed a rate case covering the period from october 1, 2009 to september 30, 2010. in august 2009, the 
VPsB approved this rate case, which included a rate of return of 9.69% and a 4.84% rate increase.

GMP
alternative  
Regulation Plan

negotiations between gMP and the Vermont department of Public service (dPs) to renew and amend gMP’s alternative 
Regulation Plan for three years (from 2011 to 2013) ended in december 2009. on december 10, 2009, gMP filed its new 
plan with the VPsB with the support of the dPs. the main difference between the new plan and the current plan is 
the inclusion of a comparative formula that will have an impact on the allowable annual increase in costs other than 
electricity supply costs and on the authorized return on common equity. under the proposed comparative formula, 
if gMP compares advantageously with an electric utility benchmark group, gMP will have increased versatility with 
respect to annual costs other than allowable electricity supply costs and an opportunity to increase the authorized 
return on common equity. on april 16, 2010, the VPsB approved all key aspects of the plan but ruled that the possibility of 
increasing the authorized return on common equity provided under the new plan will only come into effect as of fiscal 2012.
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outlook
gMP

in november 2009, gMP and most other Vermont electricity 
distributors received a preliminary grant of us$69.0 million, as 
part of u.s. federal government stimulation measures, to finance 
and implement a state-wide smart electricity distribution system. 
the governor, the Vermont congressional delegation and the 
Vermont regulatory authorities gave unreserved support to the grant 
application. on april 19, 2010, the agreement confirming the grant 
made by the u.s. federal government department of energy was 
signed by gMP and the other Vermont electricity distributors. gMP’s 
share in the grant is us$19.0 million, which equals the us$19.0 million 
investment by gMP, for a total investment of us$38.0 million. the 
three-year project consists of, among other activities, replacing the 
current customer information system, purchasing and installing 
94,500 smart meters for customers, and participating in dynamic 
rates pilots with other electricity distributors in Vermont. gMP and 
the other Vermont electricity distributors began implementation of 
this major project. gMP’s management considers that the success 
of this project could both transform gMP’s customer relationships 
and the way gMP manages operations, by incorporating advanced 
technology into its operations.

gMP has made ongoing progress with respect to its long-term 
energy plan in Vermont, showing a very favourable carbon footprint 
and maintaining reliable energy resources and stable rates. to serve 
its customers, gMP has long-term supply contracts at prices that 
allow it to sell at some of the lowest rates in new england. contracts 
with Hydro-Québec and entergy nuclear Vermont yankee, llc 
(entergy), which operates the Vermont yankee nuclear power plant, 
represent over two thirds of both gMP and the state of Vermont’s 
total electricity consumption and allow for an electricity portfolio 
with virtually no greenhouse gas emissions (gHg). However, these 
contracts will end in fiscal years 2016 and 2012, respectively. gMP’s 
long-term energy plan calls for reduced dependence on Vermont 
yankee over time, as the company now receives between 35% and 
45% of its supply from this one nuclear power plant. the regulatory 
authorities, political entities, and other government stakeholders 
remain supportive of gMP’s energy plan. gMP pursued its initiatives 
to renegotiate supply contracts with Hydro-Québec and entergy and 
continues to explore alternative solutions with other suppliers.

in august 2010, gMP and 19 other state of Vermont utilities signed a 
long-term power purchase and sale agreement with Hydro-Québec 
energy services (u.s.) inc. (HQus), a Hydro-Québec subsidiary, for 
the purchase of a portion of 218 to 225 megawatts of energy and a 
portion of the environmental attributes, starting on november 1, 
2012 and ending in 2038. the environmental attributes must meet 
a requirement specifying a hydropower content of at least 90%. 
HQus markets electricity from Hydro-Québec’s generating fleet, 
whose output is 98% hydroelectric. the contract lays a foundation 
that will guarantee gMP continued access to a reliable supply of 
power from Hydro-Québec facilities, which will enable it to maintain 
its favourable carbon footprint. on august 17, 2010, the parties 
filed an application with the VPsB for approval of the power and 
environmental attributes purchase project related to HQus, which is 
undergoing regulatory review. 

in May 2010, gMP filed a petition with the VPsB seeking approval 
for the construction and operation of a 63 megawatt wind 
generation facility in lowell, Vermont, which could supply up to 
6.5% of forecasted power supply requirements as early as 2013 if 
built to its maximum potential. gMP is currently the only electric 
utility that owns and operates a commercial-scale wind generation 
farm, through its 6 megawatt searsburg facility in Vermont, which 
commenced operations in 1997. if approved and constructed, this 
project would be Vermont’s largest wind generation facility and 
would make gMP the largest wind generation producer in Vermont. 
the regulatory review process for this project is currently underway.

in fiscal 2011, gMP plans to inject over us$18.0 million into one of 
its companies subject to significant influence, transco. these funds, 
intended to finance capital investments in electricity transmission 
activities, will enhance the segment’s future profitability. 

FIScAL 2011 - REGuLATORY OuTLOOK

VGS
2011 rate case

in november 2010, Vgs plans to file its 2011 rate case with the VPsB. given current market conditions, Vgs anticipates 
a slight reduction in its rates. the VPsB ruling is expected in december 2010, and the new rates will take effect in 
January 2011. 

GMP 
2011 rate case

on July 30, 2010, gMP filed a rate adjustment application for the period of october 1, 2010 to september 30, 2011 under 
the new regulatory plan. this application included a rate of return on common equity of 9.45% and a rate increase of 
approximately 3.11%, which came into effect on october 1, 2010. in an order dated october 5, 2010, the VPsB authorized 
the application subject to certain conditions. Final confirmation regarding the attainment of these conditions is expected 
in 2011.
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$2.9 million was recognized, through rates billed, during the months 
of november and december 2009, i.e., during gaz Métro’s 2010 fiscal 
year. due in part to the fact that there were no objections raised with 
respect to tQM’s application, filed on May 6, 2010, to have its final 
rates approved for 2009, on June 22, 2010 the neB approved final 
rates for 2009 based on the rates approved earlier on an interim basis.

SHARE	IN	EARNINGS	OF	COMPANIES	SUBJECT		
TO	SIGNIFICANT	INFLUENCE
For this segment, gaz Métro’s share in earnings of companies subject 
to significant influence is its share in the income before income taxes 
of Pngts. it was $4.8 million for fiscal 2010, down $0.2 million from 
last fiscal year. this decrease was due to:
• a $3.5 million decrease in short-term sales and interruptible 

service sales; and
• a depreciation of the u.s. dollar against the canadian dollar, 

which reduced net income from Pngts by $0.7 million;
partly offset by:
• a $2.6 million decrease in income taxes, due mainly to 

a $2.0 million recovery of income taxes paid to the state of 
new Hampshire for the years 2004 to 2008, recognized in the 
first quarter of fiscal 2010 following harmonization of the taxable 
income allocation method among certain u.s. states; and

• lower financial expenses due to lower interest rates and a 
reduction in costs associated with its rate case, for an amount of 
$1.0 million.

NET	INCOME
net income from the natural gas transportation segment totalled 
$16.8 million in fiscal 2010, down $1.6 million from fiscal 2009. this 
decrease was due to:
• lower revenues; and
• a decrease in the share in the income before income taxes of 

Pngts, as previously mentioned; 
offset by:
• a $1.5 million decrease in tQM’s operating expenses, due in 

part to lower costs for the head office, which was relocated in 
autumn 2009; and

• a $1.6 million decrease in financial expenses, a reflection of lower 
interest rates and particularly to the fact that, in august 2009, 
tQM had repaid series H unsecured bonds in an amount of 
$100.0 million (gaz Métro portion: $50.0 million) bearing interest 
at an annual rate of 6.50% and issued series k unsecured bonds 
in an amount of $75.0 million (gaz Métro portion: $37.5 million) 
bearing interest at an annual rate of 4.05%.

2.	 NATURAL	GAS	TRANSPORTATION	SEGMENT

YEARS	ENDED	SEPTEMBER	30	 	 	
(IN	MILLIONS	OF	DOLLARS)	 2010 2009	 CHANGE

Revenues	 46 0  50 7	 	 (4 7)

Gross	margin	 46 0  50 7	 	 (4 7)

Share	in	earnings	of		
companies	subject	to		
significant	influence	 4 8  5 0	 	 (0 2)

Net	income		 16 8  18 4	 	 (1 6)

REVENUES
natural gas transportation revenues, which are also equal to the 
gross margin for this segment, decreased $4.7 million or 9.3% in 
fiscal 2010, reaching $46.0 million. this decrease, which stems 
mainly from tQM, was due to the fact that, during fiscal 2009, 
tQM had recognized a $6.7 million favourable impact of a rate 
adjustment for fiscal years 2007 and 2008 that the neB had approved 
in March 2009, as well as interest income of $0.8 million related to 
this decision. this rate adjustment came from the neB’s approval of 
an increase in tQM’s rate of return based on an atWacc of 6.4% to 
better reflect tQM’s economic reality and business risk. 

tQM recorded its revenues and net income for fiscal 2010 on the 
basis of neB decision RH-1-2008 (6.4% atWacc), as approved by 
the neB in december 2009 as part of the rate case on 2010 interim 
rates. these interim rates were set at the same level as those for 
2009, since they were supported by the 2009 rate base and by the 
amortization of deferred charges and credits of fiscal 2008. during 
gaz Métro’s fiscal 2010, tQM reduced its revenues by $2.0 million 
(or the equivalent of $1.0 million for gaz Métro’s share) and, as an 
offsetting entry, increased a deferred credits account to reflect 
the rate base estimated for 2010, down from that of 2009, and the 
amortization of deferred charges and credits of fiscal 2009.

this year-over-year revenue decrease was partly offset by a favour-
able interim rate adjustment of $2.9 million for fiscal 2009 that was 
recognized during the first quarter of fiscal 2010. on october 29, 
2009, the neB approved the interim rate application filed by tQM 
in september 2009 that sought an increase in its rate of return 
equal to an atWacc of 6.4%. these interim rates for fiscal 2009 
came into effect on november 1, 2009 and a favourable impact of 

REGULATORY	MATTERS
suMMaRy oF tQM’s RegulatoRy FRaMeWoRk 

	 	 	 	 2010		 	 2009		 	 2008	

Rate	case	period	 	 	 2010-01-01	 2009-01-01	 2008-01-01	
	 	 	 to 2010-12-31	 to	2009-12-31	 to	2008-12-31

Authorized	rate	of	return	on	common	equity	 	 	 	 	 (3)	 	 	 (2)	 	 11.86%	(1)

Capital	structure	(Debt;	Equity)	 	 	 	 	 	 	 (3)	 	 	 (2)	 	 70%;	30%

Average	rate	base	in	rate	case	
(in	millions	of	dollars)	 	 	 	 	 	 	 (3)	 	 	 $433	 	 $453

(1)	 After	the	NEB	decision	of	March	19,	2009,	resulting	in	an	ATWACC	of	6.4%.
(2)	 Final	rates	based	on	the	ATWACC	formula	of	6.4%,	as	approved	by	the	NEB	on	June	22,	2010.
(3)	 Interim	rates	based	on	 the	ATWACC	formula	of	6.4%,	final	rates	subject	 to	 the	NEB’s	approval	of	 the	multiyear	agreement	signed	between	TQM	and	the	 interested	parties,		

as	described	below.
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RegulatoRy Filings

FIScAL 2010

TQM 
Return on common  
equity and 2010 rate 
adjustment application

in october 2009, the neB rendered a decision stating that the formula used since 1994 to establish the return 
on common equity of pipeline companies would cease to be in effect. cost of capital will now be determined by 
negotiations between pipeline companies and their shippers or by the neB if a pipeline company files a cost of 
capital application. 

this decision, although not unanimous, came at a good time for tQM, which received favourable decisions from 
the neB in autumn 2009. after winning its case for its interim rates for fiscal 2009, as previously explained, tQM 
submitted an interim rate adjustment application with the neB on december 8, 2009 for fiscal 2010, the objective 
of which was also to obtain a rate of return equivalent to an atWacc of 6.4%. the neB rendered a favourable 
decision on december 24, 2009; the interim rates of tQM, adjusted upward to reflect this decision, took effect on 
January 1, 2010. in July 2010, tQM signed a multiyear rate agreement with its interested parties for 2010, 2011 
and 2012. this agreement would make its 2010 rates final if approved by the neB. under the agreement, annual 
rates are calculated using a formula that includes a fixed component and a component of costs that are entirely 
recoverable from or returnable to customers. the fixed component includes the operating and maintenance 
costs, the return on common equity, and amortization. in august 2010, tQM filed an application with the neB 
seeking approval of this negotiated agreement. an neB decision on the final rates is expected in autumn 2010. in 
addition, in fiscal 2010, tQM attained a capital structure that consisted of 40% common equity.

PNGTS 
Rate cases

Pngts filed a rate case with its regulatory agency (FeRc) on april 1, 2008 to have its rates increased. the 
hearings ended in July 2009. certain administrative procedures took place in autumn 2009 but a final decision 
from the FeRc is expected only in autumn 2010. in addition to this pending rate case, Pngts submitted a new 
rate case with the FeRc on May 12, 2010. the application includes the change in the Pngts pipeline capacity to 
168,000 dth/day, as approved by the FeRc.

OUTLOOK
tQM
tQM plans to continue working with its interested parties to make 
its 2010 rates final and implement a multiyear rate agreement 
retroactive to January 1, 2010. 

Pngts
the loss of two major customers in recent years with whom Pngts 
had long-term contracts, coupled with difficulties in concluding the 
same type of contracts with other customers to replace the lost 
volumes, have undermined the results expected from this investment. 
Pngts’ main challenge is therefore to remain vigilant and active in 
the market such that it can seize business opportunities that would 
allow it to maximize the capacity of its transmission system.

3.	 NATURAL	GAS	STORAGE	SEGMENT

YEARS	ENDED	SEPTEMBER	30
(IN	MILLIONS	OF	DOLLARS)	 2010 2009	 CHANGE

Revenues	 13 8  13 2	 	 0 6

Gross	margin	 13 8  13 2	 	 0 6

Net	income	 30 5  3 9	 	 26 6

Adjusted	net	income	 5 4  4 6	 	 0 8

REVENUES
natural gas storage revenues, which are also equal to the segment’s 
gross margin, rose $0.6 million to total $13.8 million in fiscal 2010. 
these revenues, while reflecting a slight indexing of rates, were at a 
level similar to those of fiscal 2009, since all storage capacity is sold 
and the rates charged for use of the st-Flavien and Pointe-du-lac 
storage sites were indexed and approved by the Régie. 

NET	INCOME	AND	ADJUSTED	NET	INCOME
For fiscal 2010, net income totalled $30.5 million, up $26.6 million, and 
adjusted net income totalled $5.4 million, up $0.8 million from last 
year. the year-over-year increase in net income was mainly due to:
• a $25.1 million net favourable adjustment of the future 

income tax expense for fiscal 2010 compared to a $0.7 million 
unfavourable adjustment for fiscal 2009. this difference was 
mainly due to the reversal of a future income tax liability related 
to a joint venture owned by gaz Métro formed as a limited 
partnership whose activities do not meet the definition of “rate-
regulated enterprise” within the meaning of the Handbook, 
as described in the Reorganization of the Partnership and 
the Future income tax impacts heading of section k)  annual 
financial performance summary; and

• lower financial expenses resulting from lower interest rates.

the increase in adjusted net income for fiscal 2010 (which excludes 
the previously discussed effects of non-monetary adjustments 
related to future income taxes) was attributable to the above-
listed items.

OUTLOOK
the contract for the use of the Pointe-du-lac storage site expires 
in april 2011. intragaz is in the process of renewing this contract, 
subject to the Régie’s approval.
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with the receipt of the balance of the established selling price by 
the enterprise that had sold the units to dalkia; and

• a $1.3 million increase in the administrative expenses of 
gaz Métro Plus due to the costs incurred for the technical 
services revitalization plan implemented in fiscal 2010, the 
purpose being to improve the profitability of heating system 
maintenance and tune-up services as well as natural gas 
appliance protection plans in the residential, commercial and 
institutional markets.

adjusted net income for 2010 totalled $6.8 million compared to 
adjusted net income of $4.7 million, for an increase of $2.1 million. 
this increase, which excludes the impact of non-monetar y 
adjustments related to future income taxes, was due to the above-
stated items.

OUTLOOK
gaz Métro Plus group intends to position itself in the market as a 
multi-energy and multi-segment integrator. it will therefore deploy an 
integrated offering of energy products and services in the residential, 
commercial, institutional, and industrial market segments through 
all its subsidiaries and business partners (contractors, suppliers 
and specialized businesses). this offering will take the form of 
comprehensive management of customers’ energy needs, from the 
sale and initial design of systems through to their implementation, 
post-installation services and remote management, whatever the 
energy source.

5.	 CORPORATE	AFFAIRS	AND	OTHER	SEGMENT

YEARS	ENDED	SEPTEMBER	30
(IN	MILLIONS	OF	DOLLARS)	 2010 2009	 CHANGE

Revenues	 (21 9)	 	 (23 2)	 	 1 3

Gross	margin	 (1 0)	 	 (0 3)	 	 (0 7)

Net	loss		 (9 7)	 	 (3 1)	 	 (6 6)

Adjusted	net	loss	 (8 0)	 	 (3 7)	 	 (4 3)

For fiscal 2010, the $9.7 million net loss in the corporate affairs 
and other segment rose by $6.6 million compared to the previous 
fiscal year. this segment’s gross margin reflects the elimination of 
intersegment revenues and direct costs. the net loss for the segment 
reflects, among other items, the development expenditures of 
various projects and corporate expenses and revenues not allocated 
to the Partnership’s other segments.

the $6.6 million year-over-year increase in net loss was mainly due 
to a $5.4 million increase in expenses related to the reorganization, 
as described in the Reorganization of the Partnership and the 
Future income tax impacts heading of section k) annual financial 
performance summary.

adjusted net loss for 2010 totalled $8.0 mill ion compared 
to an adjusted net loss of $3.7 million in 2009, for an increase 
of $4.3 million. this increase in adjusted net loss, which excludes the 
impact of non-monetary adjustments related to future income taxes, 
was due to the above-stated items.

4.	 ENERGY	SERVICES	AND	OTHER	SEGMENT

YEARS	ENDED	SEPTEMBER	30
(IN	MILLIONS	OF	DOLLARS)	 2010 2009	 CHANGE

Revenues	 84 1  92 8	 	 (8 7)

Gross	margin	 41 9  45 2	 	 (3 3)

Net	income		 9 5  3 7	 	 5 8

Adjusted	net	income		 6 8  4 7	 	 2 1

REVENUES	
Revenues from the energy services and other segment totalled 
$84.1 million, down $8.7 million or 9.4% from last year. this decrease 
was mainly due to:
• a decrease of $15.2 million in the revenues from aqua-Rehab, 

as all of its issued and outstanding shares were sold on 
august 11, 2009; and

• a $1.1 million decrease in revenues from ccuM, resulting from 
a 10% decline in the natural gas and fuel oil price indexes used 
to set its rates and from the unfavourable impact of warmer 
temperatures on sales in fiscal 2010 versus fiscal 2009; 

partly offset by:
• a $2.3 million favourable settlement arising from a dispute 

involving Hydrosolution, recognized in the third quarter of 
fiscal 2010;

• the signing of a large contract for Mto, which generated 
$2.3 million in revenues;

• a $1.1 million increase from higher water heater rental rates 
and sales volume at Hydrosolution;

• a $1.2 million increase in the revenues of servitech energy 
limited Partnership (servitech) stemming from greater demand 
for its turnkey services in heating, air conditioning and plumbing 
for the industrial, institutional and commercial markets; and 

• a $0.6 million rise in the revenues of gaz Métro Plus limited 
Partnership (gaz Métro Plus) stemming from higher revenues 
of gas water heater rentals and protection plans covering 
equipment failure or breakdown.

NET	INCOME	AND	ADJUSTED	NET	INCOME
net income for the segment stood at $9.5 million, an increase of 
$5.8 million. in addition to the above-listed points, this year-over-year 
increase in net income was due to:
• a $2.7 million favourable impact of the reversal of the future 

income tax liability related to gaz Métro activities that do not 
meet the definition of “rate-regulated enterprises” within the 
meaning of the Handbook, as described under the Reorganization 
of the Partnership and the Future income tax impacts heading 
of section k) annual financial performance summary, whereas 
a $1.0 million unfavourable non-monetary impact related to 
future income taxes had been recognized in fiscal 2009;

• a $1.6 million writedown of aqua-Rehab’s goodwill recognized 
in fiscal 2009; 

• improved profitability of Hydrosolution, which had a $0.7 million 
favourable impact on this segment’s net income due to higher 
revenues, as previously explained; and 

• the sale of all the shares of teldig systems inc. on november 16, 
2009, which generated a gain of $0.8 million;

mitigated by:
• an amount of $2.0 million recognized in March 2009 as the final 

third of the gain realized and deferred upon the sale of 50% of 
ccuM’s units to dalkia in February 2006. this posting coincided 
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OUTLOOK
overall, gaz Métro will continue to expand by seeking investment 
opportunities in the energy sector that will improve its profitability 
while maintaining a similar risk profile.

Wind PoWeR
gaz Métro and its equal share partner, Boralex, obtained, in 
July 2009, from the government of Quebec, environmental decrees 
authorizing two wind power projects with a total installed capacity of 
272 megawatts (seigneurie Project). Having successfully passed the 
key environmental approval stage, the consortium is proceeding with 
the work needed to commission the seigneurie Project, scheduled 
for around december 2013, and is staying the course with the key 
planning stages to complete the seigneurie Project, in particular 
applying for construction permits, signing the final agreements 
with enercon canada inc. (enercon), the supplier of turbines and 
maintenance services, signing a final agreement for the civil 
engineering work, and implementing financing. discussions are now 
underway with enercon to finalize the turbine supply contract, and 
signing is currently expected in autumn 2010. Being located on the 
private lands of the seigneurie de Beaupré, the projects will have 
distinct advantages. the site is far from any urban or residential 
centres so there will be virtually no visual and noise impacts of 
the seigneurie Project for the surrounding communities. about 
$800 million in investments by the consortium, of which gaz Métro 
makes up 50%, have been anticipated to build access roads and 
install wind turbines during fiscal years 2011, 2012 and 2013. this 
timetable will give gaz Métro and Boralex the latitude to establish, at 
a time deemed suitable, the financing terms and conditions needed 
to complete these wind power projects. the investments required 
for these two projects will be financed by the entity that owns 
these projects, through both debt and equity financing, according to 
industry practice (usually about 75% debt and 25% equity). 

in addition to these two wind farms, the seigneurie Project could 
include the development, construction and operation of other wind 
projects developed on the private lands of the seigneurie de Beaupré. 
in this respect, on november 18, 2010, gaz Métro and its equal 
partner, Boralex, acquired the rights on a new wind power project 
with an installed capacity of 69 megawatts. With Hydro-Québec’s 
consent, kruger inc. (kruger) assigned the electricity supply contract 
that it had signed with Hydro-Québec to the consortium made up of 
gaz Métro and Boralex. this new wind farm will be developed by 
the consortium on the private lands of the seigneurie de Beaupré.  
the commissioning of this project is scheduled for december 2014. 
the project remains subject to the required authorizations, including 
that of the Ministère du dévelopment durable, de l’environnement et 
des Parcs (MddeP). 

Valener, a par tner of gaz Métro since september 30, 2010, 
has obtained an option under the previously described plan of 
arrangement. the option allows Valener to acquire, directly or 
indirectly, a 49% interest in gaz Métro’s direct or indirect interest in 
the seigneurie Project under the terms and conditions of the option 
agreement. the option may be exercised in its entirety only, at any 
time during a 90-day period after september 30, 2010. 

natuRal gas FoR tHe tRansPoRtation industRy
gaz Métro has decided to begin developing natural gas for the 
transportation industry, freight transportation in particular. the 
most promising market is that of heavy transport, for which natural 
gas, either compressed or liquefied, is a real alternative to diesel 
fuel. Road transportation is responsible for 40% of gHg emissions 

in Quebec, a high proportion of which comes from trucks. Vehicles 
that use natural gas can reduce gHg emissions by approximately 
25% when compared to diesel and other petroleum fuels, while at 
the same time significantly reducing the release of air contaminants 
that create urban smog. gaz Métro transportation solutions, l.P., 
(transport solutions), an indirect subsidiary of gaz Métro created for 
this market, signed an agreement with transport Robert 1973 ltée in 
summer 2010. the agreement contains certain conditions and covers 
lng fuelling of trucks. to this end, transport solutions will have to 
install the facilities needed to supply trucks from three refuelling 
stations. to date, the parties intend to have the facilities in place 
by the end of spring 2011. since gaz Métro already has liquefaction 
equipment at the lsR plant, the investments associated with this 
agreement will be limited to the refuelling stations and tanks for the 
transportation of lng and to modifications to the plant’s loading dock. 

BioMetHanation 
gaz Métro also believes that waste reclamation is a promising way 
to meet Quebec’s energy requirements while helping to reduce 
gHg emissions. the Partnership is therefore very receptive to the 
government of Quebec’s biomethanation program, which aims 
to divert organic waste from landfills for reclamation purposes. 
gaz Métro intends to play a key role in promoting the economic 
viability of such initiatives, specifically by providing access to its 
distribution network for the delivery of biomethane. gaz Métro 
wishes to be a catalyst in the short-term development of this program 
and is now working with various partners to define the technical and 
economic conditions for injecting this new natural gas supply source 
into its network, while continuing to ensure safe and reliable service.

sHale gas
gaz Métro-Qda filed an application with the Régie on May 26, 2010 
to have the rate principles applicable to shale gas producers 
authorized, as previously explained in the Regulatory Matters 
heading for gaz Métro-Qda in this section. the regulatory process is 
taking its normal course. Public hearings before the Régie had been 
held on november 2010, and a ruling from the Régie is expected no 
later than January 2011. gaz Métro-Qda is currently in discussions 
with certain natural gas producers active in the saint lawrence 
Valley to have natural gas that would be extracted from wells to be 
delivered to consumer markets. gaz Métro-Qda has entered into 
an agreement with a producer to carry out a study and the planning 
of a project in the lotbinière region. this phase covers preliminary 
engineering, regulatory approvals, detailed cost estimates and 
measures regarding the signing of the easement options required to 
install the gaz Métro-Qda network to st-édouard and leclercville. 
gaz Métro-Qda has also signed an agreement with producer 
Questerre energy corporation to build a projected link between 
st-édouard and st-Flavien. gaz Métro-Qda is now preparing to file 
applications for the approval of this project and is working on the 
detailed engineering.

RaBaska
as for the Rabaska project, the schedule has been pushed back, as 
external factors and uncertainties in the financial and commodity 
markets have slowed discussions between the project partners and 
gazprom. However, gaz Métro does not foresee the signing of final 
agreements in the short term. to date, Rabaska limited Partnership 
(Rabaska) has exercised all of its land acquisition options for a value 
of $8.3 million and has completed acquisition of all the required lots.
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M. 
cONSOLIDATED FINANcIAL  

POSITION
the table below compares the main consolidated balance sheet amounts as at september 30, 2010 with those of september 30, 2009. 

	 SEPTEMBER	30	 SEPTEMBER	30	
BALANCE	SHEET	ITEM	  	 INCREASE
(IN	MILLIONS	OF	DOLLARS)	 2010	 2009	(1)

	 (DECREASE)	 EXPLANATION

Trade	and	other	receivables	 165 5  112 3	 	 53 2	 	 	Increase	due	in	part	to	the	fact	that	Gaz	Métro-QDA	assigned	fewer	
receivables	to	a	securitization	trust	and	to	an	$11.1	million	amount	
receivable	related	to	the	Series	A	First	Mortgage	Bonds	 issued	by	
GMP,	partly	mitigated	by	lower	natural	gas	prices	

Inventories	 157 4  189 2	 	 (31 8)	 	 	Decrease	mainly	due	to	the	application	of	Handbook	Section	1100

Property,	plant		 2,407 5	 	 2,209 0	 	 198 5	 	 Increase	due	 to	 the	reclassification	of	 the	 future	costs	of	retiring		
and	equipment	   	 	 	 	 	property,	 plant	 and	 equipment	 arising	 from	 the	 application	

of	 Handbook	 Section	 1100,	 mitigated	 by	 the	 depreciation	 of	 the	
U.S.	dollar	versus	the	Canadian	dollar

Investments	and	other	 212 5  195 0	 	 17 5	 	 	Increase	primarily	 related	 to	additional	 investments	 in	Transco,	
mitigated	by	the	depreciation	of	the	U.S.	dollar	versus	the	Canadian	
dollar

Deferred	charges		 237 0	 	 383 7	 	 (146 7)	 	 Decrease	mainly	related	to	several	adjustments	resulting	from	the		
and	credits	   	 	 	 	 	application	of	Handbook	Section	1100

Intangible	assets	 39 3  9 8	 	 29 5	 	 	Increase	attributable	 to	 the	reclassification	of	charges	related	 to	
development	of	 information	technology	following	the	application	of	
Handbook	Section	1100

Goodwill	 111 0  114 2	 	 (3 2)	 	 	Decrease	related	to	 the	depreciation	of	 the	U.S.	dollar	versus	the	
Canadian	dollar

Other	long-term	assets	 20 7  –	 	 20 7	 	 	Increase	arising	from	the	application	of	Handbook	Section	1100	

Bank	loans	 41 0  47 7	 	 (6 7)	 	 	Decrease	attributable	to	a	longer-term	financing	position

Accounts	payable	and		 234 6	 	 240 5	 	 (5 9)	 	 Decrease	 due	 to	 a	 depreciation	 of	 the	 U.S.	 dollar	 versus	 the		
accrued	liabilities	   	 	 	 	 	Canadian	dollar

Long-term	debt,	including		 1,817 6	 	 1,730 7	 	 86 9	 	 Increase	due	 in	part	 to	Gaz	Métro-QDA’s	payment	of	distributions		
current	portion	(2)	   	 	 	 	 	on	September	30,	2010	rather	 than	October	1,	2010,	repayment	of	

the	securitization	 trust	and	 the	unfavourable	 impact	of	warmer	
temperatures	on	the	Partnership’s	cash	level

Future	income	taxes	 121 0  129 9	 	 (8 9)	 	 	Decrease	in	the	future	income	tax	liability	following	the	reversal	of	
the	future	income	tax	liability	of	Gaz	Métro	and	its	subsidiaries	and	
joint	ventures	 formed	as	 limited	partnerships	resulting	 from	the	
reorganization	of	Gaz	Métro’s	public	ownership	structure,	offset	by	
an	increase	in	the	future	income	tax	liability	arising	from	the	change	
in	temporary	differences	in	U.S.	companies	

Net	liability	related	to		 165 5	 	 97 2	 	 68 3	 	 Increase	 attributable	 to	 the	 unfavourable	 impact	 of	 the	 decline		
derivative	financial		 	 	 	 	 	 	 in	 the	 forward	price	of	natural	gas	on	 the	 fair	 value	of	 financial		
instruments,	including		 	 	 	 	 	 	 instruments,	 mitigated	 by	 the	 settlement	 of	 derivatives	 on		
current	portion	   	 	 	 	 	natural	gas

Other	long-term	liabilities	 98 2  71 5	 	 26 7	 	 	Increase	arising	from	the	application	of	Handbook	Section	1100

Accumulated	other		 (50 1)	 	 (41 2)	 	 (8 9)	 	 Decrease	 attributable	 to	 a	 lower	 value	 of	 investments	 in	 U.S.		
comprehensive	income		   	 	 	 	 	companies	as	a	result	of	the	depreciation	of	the	U.S.	dollar	versus	

the	Canadian	dollar
(1)	 Figures	from	the	year	ended	September	30,	2009	have	been	modified	to	reflect	certain	reclassifications	made	to	the	consolidated	balance	sheet.
(2)	 Deferred	financing	costs	have	been	reclassified	and	applied	against	long-term	debt	since	the	application	of	Handbook	Section	1100	on	October	1,	2009.
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N. 
cASH AND cAPITAL  

MANAGEMENT
this section discusses the Partnership’s financial position, cash flows and liquidity.

1.	 2010	HIGHLIGHTS

• $39.9 million invested in development activities during the year;
• debt/total capitalization ratio of 66.6%; and
• credit ratings of gaz Métro maintained.

2.	 CASH	FLOW	SUMMARY

FOR	THE	YEARS	ENDED	SEPTEMBER	30	
(IN	MILLIONS	OF	DOLLARS)	 	 	 	 	 	 	 2010 2009	(1)

Cash	flows	related	to	operating	activities	before	change		
in	non-cash	working	capital	items	 	 	 	 	 	 	 	 	 	 	 	 	 $392 0  $4420

Change	in	non-cash	working	capital	items	 	 	 	 	 	 	 	 	 	 	 (49 1) 	 571	

CASH	FLOWS	RELATED	TO	OPERATING	ACTIVITIES		 	 	 	 	 	 	  	A 342 9 	 4991	
Purchases	of	property,	plant	and	equipment	 	 	 	 	 	 	 	 	 	B (144 1) 	 (1519)	

STANDARDIZED	DISTRIBUTABLE	CASH	(2)	 	 	 	 	 	 	 	 	 	C 198 8 	 3472	
Gaz	Métro’s	adjustments
	 Changes	in	deferred	charges	and	credits	and		

	 development	of	information	technology	(3)	 	 	 	 	 	 	 	 	 	D (89 0) 	 (1296)	
	 Development	CAPEX	(2)	 	 	 	 	 	 	 	 	 	 	 	B 27 2 	 320	

DISTRIBUTABLE	CASH	(2)	 	 	 	 	 	 	 	 	 	 	 	D 137 0 	 2496	
DISTRIBUTIONS	TO	PARTNERS	 	 	 	 	 	 	 	 	 	  	E (186 7) 	 (1494)	
INVESTMENTS	IN	DEVELOPMENT	ACTIVITIES (2)	 	 	 	 	 	 	 	 	 	F (39 9) 	 (338)	

(FINANCING	NEEDS)	SURPLUS	CASH	          	 	 (89 6) 	 664	

FINANCING	ACTIVITIES
	 Unit	issue	 	 	 	 	 	 	 	 	 	 	 	G – 	 –	
	 Other	financing	activities	 	 	 	 	 	 	 	 	 	 	 	G 89 5 	 (467)	

	 	 	 	 	 	 	 	 	 	 	 	 	G 89 5 	 (467)	

Impact	of	exchange	rate	fluctuations	on	cash	and	cash	equivalents		 	 	 	 	 	 	 	 (1 3) 	 (01)	

Net	(decrease)	increase	in	cash	and	cash	equivalents	 	 	 	 	 	 	 	 	 	 $   (1 4)  $			196	
(1)	 	Figures	from	the	year	ended	September	30,	2009	have	been	modified	to	reflect	certain	reclassifications	made	to	the	consolidated	balance	sheet.
(2)	 These	measures	are	Non-GAAP	financial	measures.	For	more	details,	refer	to	the	Non-GAAP	financial	measures	heading	in	section	j) overview of the partnership and strategy.	
(3)	 Development	of	information	technology	has	been	included	in	Purchases	of	intangible	assets	in	the	consolidated	cash	flows	statement	since	October	1,	2009.
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A.	 	CASH	FLOWS	RELATED		
TO	OPERATING	ACTIVITIES

cash flows related to operating activities generated $342.9 million in 
fiscal 2010, down $156.2 million from the previous year. this decrease 
was in part due to:
• a $106.2 million unfavourable change in non-cash working 

capital items, as presented in note 20 to the consolidated 
financial statements, explained in part by (i) a higher level of 
receivables due to the fact that gaz Métro-Qda has assigned 
fewer receivables to the securitization trust and (ii) the impact 
on receivables, inventories and accounts payable and accrued 
liabilities from the less substantial decrease in the price of 
natural gas during fiscal 2010 compared to fiscal 2009;

• the non-cash effect of a $35.6 million amount receivable from 
customers included in the rate stabilization accounts, compared 
to an amount receivable from customers of $13.2 million for the 
previous fiscal year due to (i) the fact that temperatures were 
warmer in fiscal 2010 than they were in fiscal 2009 and (ii) lower 
inventory variances than in 2009. it is important to remember 
that gaz Métro-Qda normalizes unforeseeable temperature-
related effects of natural gas consumption over a five-year 
period such that they are returned or recovered through rates;

• a $16.5 million decrease in future income taxes resulting 
from the reversal of the future tax liability of gaz Métro’s 
limited partnerships, subsidiaries and joint ventures, after the 
reorganization of the Partnership, offset by higher temporary 
differences in u.s. companies;

• a $14.4 million decrease in the amortization of deferred charges 
and credits, financing costs and intangible assets due in part to 
the amortization of deferred credits related to the overearnings 
to be returned to customers and to the green Fund duty from 
previous fiscal years; and

• a $2.4 million decline in distributions received from companies 
subject to significant influence, reflecting lower results from 
one of gaz Métro’s companies subject to significant influence.

B.	 	PURCHASES	OF	PROPERTY,		
PLANT	AND	EQUIPMENT

Purchases of property, plant and equipment during fiscal 2010 
amounted to $144.1 million, down $7.8 million from the previous 
fiscal year. this decrease essentially comes from the unfavourable 
impact of the u.s. dollar versus the canadian dollar on purchases of 
property, plant and equipment.

the investments are mostly attributable to the extensions and 
improvements made to the natural gas distribution system in Quebec 
and the Vgs and gMP distribution systems in Vermont, as gaz Métro 
takes great care to invest prudently and responsibly in its various 
regulated activities in order to serve its customers properly and 
maintain its capacity to generate income.

to clearly identify the potential for generating cash flows from 
operating activities in the future, it is necessary to differentiate 
between maintenance caPeX and development caPeX. the table 
below shows maintenance caPeX and development caPeX for fiscal 
years 2010 and 2009, by business segment.

	 	 	 	 	 	 ENERGY	 CORPORATE
	 	 	 ENERGY	 NATURAL	GAS	 NATURAL	GAS	 SERVICES	 AFFAIRS
(IN	MILLIONS	OF	DOLLARS)	 	 	 DISTRIBUTION	 TRANSPORTATION	 STORAGE	 AND	OTHER	 AND	OTHER		 TOTAL

2010
Purchases	of	property,	plant	and	equipment	 	 	 $125 1  $  1 9  $1 8  $12 5  $2 8  $144 1
Amortization	of	property,	plant	and	equipment	 	 	 106 8	 	 12 1	 	 2 0	 	 6 4 	 –  127 3

MAiNTENANCE CAPEX (1)	 	 	 	 	 $106 8  $  1 9  $1 8  $  6 4  $   –  $ 116 9

DEVEloPMENT CAPEX	(1)	 	 	 	 	 $  18 3  $     –  $   –  $  6 1  $ 2 8  $  27 2

2009
Purchases	of	property,	plant	and	equipment	 	 	 $	138 8	 	 $		2 4	 	 $	1 1	 	 $		8 7	 	 $	0 9	 	 $	151 9
Amortization	of	property,	plant	and	equipment	 	 	 109 7	 	 12 1	 	 2 1	 	 6 7	 	 –	 	 130 6

MAINTENANCE	CAPEX	(1)	 	 	 	 	 $	109 7	 	 $		2 4	 	 $	1 1	 	 $		6 7	 	 $			–	 	 $	119 9

DEVELOPMENT	CAPEX	(1)	 	 	 	 	 $	 29 1	 	 $					–	 	 $			–	 	 $		2 0	 	 $	0 9	 	 $		32 0
(1)	 These	measures	are	non-GAAP	financial	measures.	For	more	details,	refer	to	the	Non-GAAP	financial	measures	heading	in	section	j) overview of the partnership and strategy.
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Maintenance caPeX 
Maintenance caPeX corresponds to amounts that the Partnership 
invests in property, plant and equipment to maintain its income-
generation capacity, regardless of the nature of the investment 
(maintenance or development of the system). it is a financial concept 
that, in gaz Métro’s case, should not be associated with the concept 
of an investment in system maintenance, which represents the 
amounts invested to ensure the facilities are reliable and safe.

an investment level that is less than the amortization expense for a 
particular year could, depending on the context, be interpreted as 
being insufficient for maintaining the Partnership’s, or a particular 
segment’s, capacity to generate income. 

the transportation and storage segments did not invest enough 
during fiscal 2010 to offset the decline in the net value of property, 
plant and equipment related to the amortization expense in contrast 
with the other segments, which show sufficient investment levels to 
maintain their capacity to generate income.

deVeloPMent caPeX 
development caPeX corresponds to the portion of investments 
in property, plant and equipment associated with the increase in 
the potential for generating cash flows from operating activities in  
the future. 

development caPeX invested in fiscal 2010 was mainly concentrated 
in the energy distribution segment, which continues to connect new 
customers, and in the energy services and other segment.

C.	 STANDARDIZED	DISTRIBUTABLE	CASH
standardized distributable cash totalled $198.8 million in fiscal 2010 
versus $347.2 million the previous fiscal year, down $148.4 million, as 
previously explained in sections a - cash flows related to operating 
activities and B - Purchases of property, plant and equipment.

While the computation of standardized distributable cash is standard 
and comparable for all enterprises, in management’s opinion, it 
is not the most accurate reflection of the Partnership’s economic 
reality because it does not take into account certain factors that are 
specific to its operations. 

D.	 DISTRIBUTABLE	CASH
distributable cash indicates whether the Partnership has generated 
sufficient funds from operating activities during the fiscal year to 
finance distributions paid to Partners. 

distributable cash stood at $137.0 million for fiscal 2010, down 
$112.6 million from the previous fiscal year. this decrease in distribut-
able cash was mainly due to:
• a decrease in cash flows from operating activities, as previously 

explained; 
partly offset by:
• a decrease in purchases of property, plant and equipment, as 

previously explained; and
• a decrease in the investment in deferred charges and credits and 

development of information technology of $89.0 million during 
fiscal 2010 compared to $129.6 million during the previous year, 
as explained later in the changes in deferred charges and 
credits and development of information technology section of 
this report.

distributable cash per unit was $1.14 versus $2.07 during fiscal 
2009. unlike in fiscal 2009, the Partnership had to use outside 
financing, through credit facilities, to pay distributions to Partners. 
it is important to point out, however, that in addition to the quarterly 
distributions paid in each quarter of fiscal 2010, gaz Métro paid 
a distribution on september 30, 2010 that would ordinarily have 
been payable on october 1, 2010, i.e. in fiscal 2011. this distribution 
would not have been paid to Partners during fiscal 2010 if not 
for the reorganization explained under the Reorganization of the 
Partnership and the Future income tax impacts heading of section 
k) annual financial performance summary.

Volatility oF distRiButaBle casH
gaz Métro-Qda benefits from rate stabil ization regulator y 
mechanisms to account for the impacts of variances in temperature, 
wind, inventories, and the cost of energy. these mechanisms 
eliminate the impact of these factors on the Partnership’s financial 
results through the recognition of deferred charges and credits. 
However, it is important to emphasize that these mechanisms do 
not shelter gaz Métro from the impacts that possible variations in 
consumption or cost could have on cash flows.

the level of distributable cash during a year is subject to volatility, 
which is likely to be greater in the following circumstances:
• if the average temperature during heating periods departs 

significantly from the norm (30-year average), thereby creating 
significant fluctuations in energy consumption by gaz Métro’s 
customers who use natural gas for space heating. For example, 
with respect to the temperature and wind normalization 
mechanism, a year that is much warmer than normal and/or 
with weaker-than-normal winds could result in a significant 
decrease in cash flows related to operating activities for that 
fiscal year, although these differences would be recovered from 
customers through rates in subsequent fiscal years;

• if natural gas prices vary significantly, thereby generating large 
differences in the amounts to be invested in working capital (to 
maintain inventories and other items); and

• if large differences between energy costs billed to customers 
and those actually incurred by the Partnership arise during a 
particular fiscal year and therefore have to be recovered from or 
returned to customers through rates in a subsequent fiscal year.

the Partnership therefore has to:
• remain vigilant in establishing appropriate distribution levels, 

so as to not unduly pass on this volatility; and
• make sure that it always has adequate unused credit facilities to 

respond to all these possible situations.

cHange in deFeRRed cHaRges and cRedits and 
deVeloPMent oF inFoRMation tecHnology
deferred charges and credits related to the cost of energy represent 
the net billing differences between the energy costs recoverable 
from or returnable to gaz Métro-Qda’s customers through rates 
over a period not exceeding 12 months. these deferred charges 
related to the cost of energy, recoverable from gaz Métro-Qda’s 
customers in fiscal 2010, increased by $97.7 million compared to 
$71.5 million during the previous fiscal year.
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	 	 	 NORMALIZATION	 INCREASE	 REDUCTION	OF	 AMORTIZATION	 	
DEFERRED	CHARGES	AND	CREDITS	AND		 	 AT	THE		 OF	RATE		 (DECREASE)	IN	 CHARGES		 OF	DEFERRED	 	 	AT	THE
DEVELOPMENTS	OF	INFORMATION	TECHNOLOGY	(2)	 	 BEGINNING		 STABILIZATION	 DEFERRED	CHARGES	 RELATED	TO	 CHARGES	 NON-CASH	 END
(IN	MILLIONS	OF	DOLLARS)	 	 2009-10-01	 ACCOUNTS	 AND	CREDITS	 COST	OF	ENERGY	 AND	CREDITS	 ADJUSTMENTS	 2010-09-30

Rate	stabilization	accounts	 	 	 $   63 3 	 $35 6 	 $      – 	 $       – 	 $ (14 9) 	 $         – 	 $  84 0
Charges	related	to	the	cost	of	energy	 	 	 4 9 	 – 	 97 7 	 (83 8) 	 – 	 18 6 	 37 4
Charges	related	to	financial	instruments	 96 5 	 – 	 – 	 –	 	 – 	 68 1 (1)	 164 6
Grants	paid	 	 	 106 3 	 – 	 21 7 	 – 	 (19 4) 	 (0 1) 	 108 5
Charges	related	to	GEEP	 	 	 4 2 	 – 	 3 6 	 – 	 (2 7) 	 – 	 5 1
Duty	-	Green	Fund	 	 	 8 1 	 – 	 (6 3) 	 – 	 (3 8) 	 – 	 (2 0)
Customers’	share	in	overearnings	 	 	 (29 4) 	 – 	 (35 5) 	 – 	 14 5 	 (1 7) 	 (52 1)
Site	decontamination	costs		

in	the	United	States	 	 	 13 3 	 – 	 0 3 	 – 	 (0 7) 	 (0 5) 	 12 4
Future	costs	of	retiring	property,		

plant	and	equipment	 	 	 – 	 – 	 (0 6) 	 – 	 – 	 (183 1) (2)	 (183 7)
Charges	related	to	pension	plan	funding	 42 8 	 – 	 – 	 – 	 – 	 (9 2) 	 33 6
Allowance	for	vacation	 	 	 – 	 – 	 – 	 – 	 – 	 8 0 	 8 0
Development	of	information	technology		 38 3 	 – 	 – 	 – 	 – 	 (38 3) (3)	 –
Financing	costs	 	 	 8 6 	 – 	 – 	 – 	 – 	 (8 6) 	 –
Other	 	 	 26 8 	 – 	 4 3 	 –  	 (7 7) 	 (2 2) 	 21 2

	 	 	 	 $383 7 	 $35 6 	 $85 2 	 $(83 8) 	 $(34 7) 	 $(149 0) 	 $237 0
(1)	 Non-cash	change	in	the	fair	value	of	financial	instruments	related	to	regulated	activities.
(2)	 Non-cash	change	in	future	costs	of	retiring	property,	plant	and	equipment	related	to	the	application	of	Handbook	Section	1100.
(3)	 Development	of	 information	 technology	 is	presented	under	 the	 Intangible	assets	 item	of	 the	Partnership’s	consolidated	balance	sheet	since	October	1,	2009,	 following	 the	

application	of	Section	1100.

the net funds invested in deferred charges and credits during fiscal 
2010, excluding the charges related to the cost of energy, decreased 
by $12.5 million compared to an increase of $58.1 million during fiscal 
2009. this decrease in invested funds can be explained, in part, by:
• the fact that, in fiscal 2010, gaz Métro-Qda collected $6.3 million 

from customers, net of the amounts paid in duties to the green 
Fund, $13.6 million more than in fiscal 2009, when gaz Métro-
Qda had paid $7.3 million in duties to the green Fund, net of the 
amounts collected from customers. this situation reflects the 
difference between the amount billed to customers and the duty 
paid to the green Fund during a same period;

• funding expenses for gaz Métro’s pension plans that were 
$24.9 million lower than in 2009 due to the application of 
Handbook section 1100 as of october 1, 2009;

• a $17.0 million increase in the customers’ share in overearnings, 
as gaz Métro-Qda was able to refund customers for the advance 
they had granted in the 2010 rate case; and

• the impact of changes arising from the application of Handbook 
section 1100 with respect to deferred financing costs for an 
amount of $2.2 million and with respect to development of 
information technology for an amount of $3.9 million.

E.	 DISTRIBUTIONS	PAID	TO	PARTNERS
gaz Métro paid $1.55 per unit in fiscal 2010 compared to $1.24 per 
unit during fiscal 2009. this difference is due to the fact that, on 
June 22, 2010, gaz Métro declared, through its general Partner, 
gMi, a distribution of $0.31 per unit payable on september 30, 2010 
to Partners of record on september 15, 2010, as part of the 
reorganization explained in the Reorganization of the Partnership 
and the Future income tax impacts heading of section k)  annual 
financial  performance  summary. ordinarily, if not for the context 
of the reorganization, this distribution would have been payable on 
october 1, 2010.

considering the distributions of $1.55 per unit paid during fiscal 
2010, gaz Métro kept with its practice of distributing virtually all of 
its income, since, as at september 30, 2010, the Partnership had 
distributed 100.0% of the adjusted net income it has earned since 
becoming public in 1993.

For the year ended september 30, 2010, gaz Métro’s taxable 
income, allocated to its Partners, was 3.45% and 3.40% less than 
distributions for federal and Quebec purposes, respectively. it was 
4.57% and 4.45% less than distributions for federal and Quebec 
purposes during the previous fiscal year.

the Partnership expects to distribute substantially all of its net 
income (excluding non-recurring items) in fiscal 2011. 

DISTRIbuTIONS PAID PER uNIT
(IN	DOLLARS)

(a)	 	Includes	a	distribution	of	$0.31	per	unit	paid	on	September	30,	2010		
instead	of	on	October	1,	2010	as	part	of	the	reorganization.
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F.	 INVESTMENTS	IN	DEVELOPMENT	ACTIVITIES
investments in gaz Métro’s development activities consist of the 
amounts invested in property, plant and equipment or to acquire 
businesses in order to increase the potential for generating cash 
flows from operating activities in the future, as previously explained. 

INVESTMENTS	IN	DEVELOPMENT	ACTIVITIES
(IN	MILLIONS	OF	DOLLARS)	 	 2010 2009

Development	CAPEX	 	 	 $27 2  $32 0
Increase	in	interest	in	a	company		

subject	to	significant	influence		
and	other	 	 	 12 7 	 9 2

Sale	of	a	subsidiary	 	 	 – 	 (7 4)

Total	 	  $39 9  $33 8

gaz Métro’s investments in development activities for fiscal 2010 
amounted to $39.9 million, up $6.1 million from fiscal 2009. the 
increase was mainly due to:
• the difference between gMP’s $12.6 million investment in 

transco on december 29, 2009 and that of $8.8 million on 
december 30, 2008. as previously explained, the funds invested 
in transco will be used to finance capital investments in 
electricity transmission activities and are intended to improve 
the Partnership’s profitability in the future; and

• the sale of all the issued and outstanding shares of aqua-Rehab 
in fiscal 2009 for a total cash consideration of $7.4 million, net of 
related expenses;

partly mitigated by:
• a decrease in development caPeX in the energy distribution 

segment.

G.	 FINANCING	ACTIVITIES
unit issue 
gaz Métro did not issue new units on the market in fiscal 2010. 
the gaz Métro unit option Plan for named senior executives was 
abolished on december 31, 2008, so gaz Métro did not issue any new 
units during fiscal years 2009 and 2010 under this plan. the options 
held by named senior executives when the plan was abolished were 
cancelled without monetary or other compensation. 

in order to bring its capital structure back in line with its historical 
level, on october 7, 2010, the Partnership issued units by way of 
private placement, as described in section v)  subsequent  events. 
Remember that the Partnership’s capital structure had deviated 
from its historical levels since the acquisition of gMP in 2007, which 
had been financed entirely by debt.

otHeR Financing actiVities
Financing activities resulted in $89.5 million in net issuances for 
fiscal 2010 and were essentially due to:
• a net increase in term loans of $214.8 million; and
• the partial receipt of $19.6 million (us$19.0 million) in new 

gMP first mortgage bonds in a total amount of $30.6 million 
(us$29.8 million) (i);

partly mitigated by:
• a repayment of the gaz Métro-Qda’s series H First Mortgage 

Bonds in the amount of $100.0 million that matured in 
november 2009; and

• tQM’s financing activities for fiscal 2010 (ii).

(i) this last issuance of gMP first mortgage bonds on March 25, 
2010 was obtained under a financing program available in the 
united states that allows the bondholders to benefit from cer-
tain tax exemptions on interest income. series a, in an amount 
of us$24.8 million, of which us$14.0 million was received on 
september 30, 2010, bears interest at annual rates ranging 
from 2.6% to 5.0% and matures in tranches on april 1 of each 
year beginning in 2011. the last maturity date for series a 
is april 1, 2035. the funds not received from the issuance of 
series a are held in trust and may be used by gMP to finance a 
list of specified projects. if the funds are not used by gMP in the 
18 months following the issuance date, the bonds may lose the 
status entitling the bondholders to the tax exemption. series B 
in an amount of us$5.0 million, for which gMP received all the 
funds, bears interest at an annual rate of 6.0% and matures 
on april 1, 2035. the funds were used to repay a portion of the 
term loans.

(ii) on July 28, 2010, tQM issued series l unsecured bonds in an 
amount of $100.0 million (gaz Métro portion: $50.0 million) 
bearing interest at an annual rate of 4.25% and maturing 
on september 15, 2017. the funds were kept in trust until 
repayment of the series i unsecured bonds in the amount of 
$100.0 million (gaz Métro portion: $50.0 million) that matured 
on september 22, 2010. the series J unsecured bonds in the 
amount of $75.0 million (gaz Métro portion: $37.5 million), 
which also matured on september 22, 2010, were repaid from 
available cash and the term credit facility.

the net effect of surplus cash and financing activities for fiscal 2010 
resulted in a decrease in cash and cash equivalents of $1.4 million, 
whereas during fiscal 2009, cash and cash equivalents had increased 
by $19.6 million.

3.	 CAPITAL	STRUCTURE	AND	DEBT	RATIO

(IN	MILLIONS	OF	DOLLARS,		
UNLESS	OTHERWISE	INDICATED)	 	 2010 2009

Bank	loans	 	 	 $      41 0  $					47 7
Current	portion	of	long-term	debt	 	 	 68 1 	 218 5
Long-term	debt	 	 	 1,749 5 	 1,512 2
Deferred	financing	costs	(1)	 	 	 – 	 (8 6)

Total	debt	 	 	 1,858 6 	 1,769 8
Partners’	equity	 	 	 932 6 	 949 6

Total	capitalization	 	 	 $2,791 2  $2,719 4
Debt/total	capitalization	ratio		 	 	 66 6% 65 1%
(1)	 Deferred	financing	costs	have	been	reclassified	and	applied	against	 long-term	debt	

since	the	application	of	Handbook	Section	1100	on	October	1,	2009.

debt grew by $88.8 mill ion compared to last year to total 
$1,858.6 million and reflects the cash position previously explained 
in section g - financing activities.
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Partners’ equity totalled $932.6 million in 2010, down $17.0 million 
mainly due to:
• distributions paid to Partners that exceeded net income 

by $8.0 mill ion, mainly due to the distr ibution paid on 
september 30, 2010 instead of on october 1, 2010 as part of 
the reorganization and to the favourable adjustment to future 
income taxes related to gaz Métro’s subsidiaries and joint 
ventures formed as limited partnerships that do not qualify as 
rate-regulated enterprises as defined in the Handbook; and

• an unfavourable $8.8 million adjustment to Partners’ equity 
related to the revaluation of investments in subsidiaries and the 
company subject to significant influence held in u.s. currency.

as at september 30, 2010, consolidated Partners’ equity comprised 
120,452,214 units issued in the amount of $1,011.9 million.

the debt/total capitalization ratio was 66.6% as at september 30, 2010, 
up from the ratio of september 30, 2009 (65.1%).

IMPACTS	OF	EXCHANGE	RATE	FLUCTUATIONS		
ON	THE	CAPITAL	STRUCTURE
the Partnership, which owns investments in u.s. companies, is 
exposed to the risk of a devaluation of the u.s. dollar in relation to the 
canadian dollar, since it has to revalue the assets and liabilities (net 
assets) of its two subsidiaries and the company subject to significant 
influence at the end of each period and record any changes in 
Partners’ equity.

in fiscal 2010, the Partnership decreased the value of its u.s. dollar 
net assets by $8.8 million due to a depreciation of the u.s. dollar 
versus the canadian dollar.

the value of the Partnership’s u.s. dollar net assets exposed to 
exchange risk stood at $270.0 million (us$260.9 million) as at 
september 30, 2010 compared with $259.1 million (us$242.0 million) 
as at september 30, 2009.

the following end-of-period exchange rates were used to translate 
u.s.-dollar-denominated assets and liabilities into canadian dollars 
for the years ended:

 Sept. 30, 2010 sept. 30, 2009 decrease
u.s. dollaR $1.0290  $1.0707 3.9%

the following average exchange rates were used to translate u.s.-
dollar-denominated revenues and expenses into canadian dollars 
for the years ended:

 Sept. 30, 2010 sept. 30, 2009 decrease
u.s. dollaR $1.0446  $1.2176 14.2%

UNUSED	CREDIT	FACILITIES
as at september 30, 2010, the Partnership had term credit facilities 
totalling $547.6 million and various operating credit lines totalling 
$144.3 million, which could be used to finance current operations. as at 
september 30, 2010, outstanding letters of credit and borrowings under 
these facilities were $16.1 million and $395.0 million, respectively, 
compared to $12.1 million and $187.0 million, respectively, on the 
same date in 2009.

RESTRICTIVE	COVENANTS
the various long-term debt trust deeds stipulate that gaz Métro 
will not issue any new long-term debt if such debt were to increase 
its long-term debt to total capitalization ratio to more than 65% and 
reduce its long-term debt interest coverage ratio to less than 1.5, in 
both cases on a non-consolidated financial statements basis. the 
trust deeds also stipulate that gaz Métro will not make a distribution 
to its Partners if, taking this distribution into account, long-term debt 
were to exceed 75% of the Partnership’s total capitalization on a non-
consolidated financial statements basis.

the table below shows the long-term debt/total capitalization ratio 
and the interest coverage on long-term debt ratio, both based 
on gaz Métro’s non-consolidated financial statements as at 
september 30, 2010 and 2009.

	
	 	 2010 2009

Long-term	debt/total		
capitalization	ratio	 58 4% 54 0%

Long-term	debt	interest		
coverage	ratio		 2 97 times 3 11	times

gaz Métro and gMi, its general Partner, have jointly and severally 
undertaken, pursuant to trust deeds, to ensure that gaz Métro’s 
interests in non-regulated energy-related activities and non-
energy-related activities do not exceed 10% of gaz Métro’s total 
non-consolidated assets, and not more than 5% in the case of 
non-energy-related activities. as at september 30, 2010 and 2009, 
interests owned by gaz Métro in non-regulated energy-related 
activities and non-energy-related activities, respectively accounted 
for 2.8% and 3.0% of its total non-consolidated assets. of these 
investments, non-energy-related activities accounted for 0.6% of 
total non-consolidated assets as at september 30, 2010 and 0.7% as 
at september 30, 2009.

as at september 30, 2010 and 2009, gMi as well as gaz Métro and 
its subsidiaries and joint ventures were in compliance with all of 
the covenants of the various long-term debt trust deeds and all 
the requirements of their credit facilities. subject to the usual 
restrictions in the credit facilities of the Partnership’s subsidiaries, 
joint ventures and companies subject to significant influence, there 
are no legal or practical restrictions on the ability of the subsidiaries, 
joint ventures and companies subject to significant influence to 
transfer funds to gaz Métro. 

INTERNAL	POLICY	FOR	THE	FIXING		
OF	INTEREST	RATES
the Partnership’s internal policy is to fix the interest rate on 
approximately 75% of its debt, leaving the balance of debt at floating 
rates. as at september 30, 2010, 81.8% of the long-term debt was at 
fixed rates compared to 93.6% on the same date in 2009. gaz Métro 
has taken advantage of the lower long-term interest rates prevailing 
in recent years to fix its long-term financing cost. the Partnership 
had the opportunity to reduce this percentage, as certain fixed-rate 
bonds of gaz Métro and a joint venture that matured during fiscal 
2010 were able to be repaid using floating-rate term loans.
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CREDIT	AND	STABILITY	RATINGS
the standard & Poor’s (s&P) and dBRs limited (dBRs) credit 
ratings were maintained by those rating agencies, as shown in the 
following table:

	
	 	 2010 2009

First	mortgage	bonds		
(S&P/DBRS)	(1)	 A/A	 A/A

Commercial	paper		
(S&P/DBRS)	(1)	 A-1(low)/R-1(low)	 A-1(low)/R-1(low)

Stability	of	distributions		
(S&P/DBRS)		 –	 SR-2/STA-2(middle)

(1)	 Through	its	General	Partner,	GMi

during fiscal 2010, dBRs confirmed the credit ratings of gMi, and 
s&P confirmed the credit ratings of gaz Métro and gMi. all of the 
credit ratings show a stable outlook.

during fiscal 2010, s&P stopped issuing canadian stability ratings as 
there were fewer income trusts due to the siFt tax reform. 

s&P and dBRs have confirmed that the previously described 
reorganization does not affect the credit ratings of gaz Métro and gMi. 
Because gaz Métro’s public ownership structure was reorganized 
into a new corporation, gaz Métro units are no longer listed on the 
stock exchange, and therefore dBRs discontinued gaz Métro’s 
stability rating on october 1, 2010.

FINANCING	OUTLOOK
during fiscal 2011, the Partnership expects to require funds to finance:
(i) investments in working capital;
(ii) investments in property, plant and equipment that could 

approximate $170.0 million for fiscal 2011;
(iii) investment opportunities; 
(iv) capital contributions needed for gaz Métro and its subsidiaries, 

joint ventures and companies subject to significant influence, 
particularly the equipment investments needed for the wind 
energy projects; 

(v) all or a portion of the $68.1 million long-term debt coming due; and
(vi) distributions to Partners.

the available sources of financing are:
• cash flows related to operating activities;
• available credit facilities; and
• if necessary, new long-term financings and a unit issue.

as gaz Métro’s practice is to distribute virtually all of its adjusted 
net income, it has to turn to capital markets and its Partners to raise 
financing for major investment projects that are not part of routine 
operations. the Partnership usually meets its needs for gaz Métro-
Qda by issuing debt or units to Partners in order to maintain an 
average capital structure, as authorized by the Régie, of 54% debt and 

46% equity. on a consolidated basis, the Partnership has brought its 
capital structure, since units were issued on october 7, 2010, back to 
a level more comparable to that which it had historically maintained 
before the acquisition of gMP in 2007. 

the Partnership also believes that it will be able to refinance the 
current portion of long-term debt totalling $68.1 million, as it has 
never experienced a significant reduction in its ability to access 
capital markets, including the recent period of economic instability. 
this situation specific to gaz Métro reflects:
• its capital management approach, which reflects the capital 

structures stipulated by the various regulatory agencies and 
complies with the restrictive covenants in the credit facilities 
and in the trust deeds governing its long-term debt;

• its internal policy to fix the interest rates on about 75% of its 
debt, which reduces its exposure to interest rate fluctuation;

• the fact that gaz Métro’s and gMi’s credit ratings continue to be 
solid with a stable outlook; and

• the fact that the Partnership has kept with its practice of 
distributing virtually all of its adjusted net income.

4.	 OFF-BALANCE	SHEET	ARRANGEMENTS

SECURITIZATION	PROGRAM
on september 30, 2010, the Partnership reached a new claims 
purchase agreement (called the “securitization agreement”) to 
replace the agreement with similar conditions that expired on that 
date. under the new agreement, which expires on september 30, 
2013, gaz Métro can assign claims to a securitization trust, with 
limited recourse, on a monthly basis. the securitization trust has 
no recourse against the other assets of the Partnership in the event 
debtors fail to pay amounts owing when they become due. 

this agreement provides the Partnership with an additional source 
of financing. no asset or liability with respect to the management of 
the claims has been recorded, however the Partnership retains the 
responsibility for the management administration and collection of 
the claims sold. as at september 30, 2010, the amount of the claims 
derecognized, net of the subordinated interests retained by gaz Métro, 
amounted to $1.0 million ($35.0 million as at september 30, 2009), 
the maximum authorized amount having been negotiated with 
the securitization trust being $85.0 million ($85.0 million as at 
september 30, 2009). should the Partnership decide not to use this 
source of financing or to terminate the agreement, its working capital 
requirements would increase.

COMMITMENTS	AND	GUARANTEES

suPPly contRacts
in the normal course of business, the Partnership signed energy 
supply contracts and natural gas transportation and storage 
contracts for periods up to 2038. the costs relating to these contracts 
will be recovered from customers in the corresponding periods.
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as at september 30, 2010, the schedule of firm and irrevocable commitments related to the different types of supply was as follows:

	 	 	 	 	 	 	 SUBSEQUENT	
	 	 2011	 2012	 2013	 2014	 2015	 YEARS	 TOTAL

ENERGY	SUPPLY
In	millions	of	gigajoules	 	 	 50 7	 	 10 0	 	 5 3	 	 1 6	 	 1 6	 	 –	 	 69 2
In	millions	of	megawatthours	 	 	 1 9	 	 1 7	 	 1 5	 	 2 2	 	 2 1	 	 27 4	 	 36 8

TRANSPORTATION	AND	STORAGE
In	millions	of	gigajoules	 	 	 696 8	 	 253 2	 	 147 1	 	 142 3	 	 137 3	 	 445 1	 	 1,821 8

guaRantees
in July 2009, gaz Métro and its equal partner, Boralex, obtained 
an environmental decree from the government of Quebec 
authorizing two wind power projects with a total installed capacity 
of 272 megawatts. in connection with these wind power projects, 
two electricity supply contracts expiring on december 1, 2033 
were signed by Hydro-Québec distribution, Boralex and gaz Métro 
éole inc. (éole), a wholly owned subsidiary of gaz Métro, on 
June 25, 2008. the Régie subsequently approved these two contracts 
on october 17, 2008. under these supply contracts, during fiscal 2010, 
gMi gave Hydro-Québec transénergie two guarantees totalling 
approximately $1.3 million, in addition to the two other guarantees 
totalling approximately $1.6 million granted in fiscal 2009. gMi will 
have to provide additional guarantees to Hydro-Québec transénergie 
at a later time based on the progress of the work associated with 
the contracts. these guarantees will remain in effect until final 
acceptance of the connection by Hydro-Québec transénergie, 
scheduled towards the end of the first quarter of fiscal 2014.  
it is expected that, once the entity that owns the two projects has 
implemented project financing for the two projects, these guarantees 
will be assumed by that entity.

under these same supply contracts, two other guarantees totalling 
approximately $1.4 million were granted to Hydro-Québec distribution 
in fiscal 2008. gMi will have to provide additional guarantees to 
Hydro-Québec distribution at a later time based on the terms and 

conditions of the supply contracts. these guarantees will remain 
in effect until éole and Boralex have shown that they have met the 
obligations arising from the supply contracts. it is expected that once 
the entity that owns the two projects has implemented the project 
financing for the two projects, these guarantees will be assumed by 
that entity.

gaz Métro, through its general Partner, gMi, issued letters of credit 
for $15.0 million to guarantee a portion of the employee future 
benefits of gaz Métro-Qda. if the letters of credit are not renewed, 
alternative solutions will have to be considered to guarantee 
gaz Métro’s commitments vis à vis these employee future benefits. 

in the normal course of operations, the Partnership and gMi, as 
general Partner, may provide bid bonds and performance bonds. 
the Partnership and gMi may also provide such guarantees on 
behalf of gaz Métro’s subsidiaries and joint ventures. generally, 
the Partnership and gMi would only be liable for the amount of the 
bid bonds if they or gaz Métro’s subsidiaries or joint ventures did 
not carry out the work once the tender was awarded. in the case of 
performance bonds, the Partnership and gMi would also be liable 
for the guaranteed amounts if they or gaz Métro’s subsidiaries 
or joint ventures failed to perform their commitments. as at 
september 30, 2010, the guarantees provided by the Partnership 
and gMi totalled $5.5 million. the Partnership and gMi consider 
that they and the subsidiaries and joint ventures of gaz Métro are in 

gMP’s electricity supply agreements include a joint agreement 
signed by gMP and other electricity distributors in Vermont with 
Hydro-Québec. this supply contract contains a joint and several 
liability clause among the various electricity distributors. if some 
of the partners to the contract were unable to fulfill their volume 
commitment, gMP and the other partners to the contract would be 
responsible for purchasing the defaulting partner’s electricity quantity. 
gMP estimates that if all the other partners to the contract failed to 

deBts and leases
as at september 30, 2010, the schedule of debts and leases was as follows:

	 	 	 	 	 	 	 SUBSEQUENT
(IN	MILLIONS	OF	DOLLARS)	 	 2011	 2012	 2013	 2014	 2015	 YEARS	 TOTAL

Bank	loans	 	 	 41 0	 	 –	 	 –	 	 –	 	 –	 	 –	 	 41 0
First	mortgage	bonds	 	 	 0 6	 	 7 4	 	 157 4	 	 7 4	 	 7 4	 	 1,069 5	 	 1,249 7
Unsecured	bonds	 	 	 –	 	 –	 	 –	 	 37 5	 	 –	 	 50 0	 	 87 5
Capital	leases	 	 	 0 5	 	 0 4	 	 0 4	 	 –	 	 –	 	 2 5	 	 3 8
Term	loans	and	other	 	 	 67 0	 	 7 0	 	 249 4	 	 2 5	 	 22 9	 	 3 4	 	 352 2
Unsecured	senior	notes	 	 	 -	 	 -	 	 -	 	 10 3	 	 -	 	 123 5	 	 133 8

	 	 	 	 109 1	 	 14 8	 	 407 2	 	 57 7	 	 30 3	 	 1,248 9	 	 1,868 0
Operating	leases	 	 	 1 7	 	 1 5	 	 1 2	 	 0 8	 	 0 7	 	 0 6	 	 6 5

Total	 	 	 110 8	 	 16 3	 	 408 4	 	 58 5	 	 31 0	 	 1,249 5	 	 1,874 5

purchase their contractual volumes, between september 30, 2010 
and the end of the contract, its total obligation would have been 
approximately $446.6 million (us$434.0 million). given the nature 
of this guarantee, the Partnership is unable to estimate the potential 
amount it could be required to pay and therefore did not recognize 
any amount on the consolidated balance sheet in respect of this 
guarantee.
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compliance with all of these guarantees and that their total obligation 
under these guarantees would not have a significant impact on the 
Partnership’s consolidated net income or its financial position. 
the Partnership did not recognize any amount on the consolidated 
balance sheet in respect of these guarantees.

the Partnership and some of its subsidiaries and joint ventures 
have agreed to provide certain collateral, pursuant to certain 
derivative financial instrument contracts that define the natural gas 
or electricity price, the interest rates or the exchange rate, if the 
fair value of said instruments becomes negative for gaz Métro and 
exceeds a certain pre-determined threshold. the Partnership did not 
recognize any amount on the consolidated balance sheet in respect of 
these guarantees.

O. 
RISK FAcTORS  

OF THE  
PARTNERSHIP

this section describes the principal risks that could have a significant 
impact on the activities, financial position and consolidated net 
income of gaz Métro. other risks not presently known to gaz Métro or 
that it currently believes to be immaterial, may also adversely affect 
its activities. gaz Métro has developed and applied risk identification, 
assessment and management practices to reduce the nature and 
scope of risks as much as possible. in this section, gaz Métro 
refers to the consolidated activities of the Partnership, whereas 
gaz Métro-Qda refers specifically to natural gas distribution activity  
in Quebec. 

REGULATORY	RISK

decisions rendered by regulatory agencies, and in particular those 
rendered by the Régie and the neB, in canada, and by the VPsB 
and the FeRc, in the united states with respect, among other 
things, to (i) natural gas distribution, transportation and storage 
rates, (ii) electricity distribution and transmission rates, and (iii) the 
authorized rate of return on deemed equity related to such activities, 
could have a significant impact on gaz Métro’s financial results and 
could have a negative impact on the value of investments in some 
subsidiaries or joint ventures of gaz Métro subject to such decisions. 
approximately 96% of gaz Métro’s consolidated revenues for fiscal 
2010 were generated by regulated activities and were therefore 
subject to such decisions. 

Rates are established by these regulatory agencies, usually on an 
annual basis, based on projections provided by gaz Métro-Qda and the 
affected subsidiaries and joint ventures of gaz Métro. any discrepancy 
between projections and actual data, particularly with regard to 
deliveries for a given fiscal year, could, depending on its nature, have 
a positive or negative impact on gaz Métro’s consolidated net income 
for that particular fiscal year. in addition, if one or more decisions 
from a regulatory agency determining rates actually or potentially had 
a material negative impact on gaz Métro’s consolidated net income 
and financial position, this could ultimately have a negative impact on 

the credit ratings of gMi and gaz Métro or on those of the subsidiaries 
or joint ventures of gaz Métro, as applicable.

investment projects of more than $1.5 million in the energy 
distribution segment in Quebec are subject to approval by the Régie. 
in the event that the actual costs of completing these projects exceed 
the approved investment amounts, excess amounts may not be 
recoverable in distribution rates, which could have a negative impact 
on gaz Métro’s consolidated net income for that particular fiscal year.

the rate of return authorized by the Régie on Partners’ equity 
allocated to the distribution of natural gas in Quebec is determined 
in accordance with an automatic adjustment formula based, among 
other things, on the expected interest rate of long-term (30-year 
average) government of canada bonds. any downward change in this 
expected interest rate could have a negative impact on gaz Métro’s 
consolidated net income for that particular fiscal year.

Furthermore, if economic or energy conditions, among other things, 
become such that a performance incentive mechanism or any 
other methodology used to establish rates or components thereof 
is no longer appropriate, this could also have a negative impact 
on gaz Métro’s consolidated net income. gaz Métro is therefore 
very vigilant with respect to regulatory risk, and attaches great 
importance to maintaining good relations with the various regulatory 
agencies and intervenors recognized by such bodies.

in February 2008, the accounting standards Board (acsB) announced 
that publicly-accountable enterprises will have to adopt international 
Financial Reporting standards (iFRs), included in Part i of the 
Handbook, for interim and annual financial statements for fiscal 
periods beginning on or after January 1, 2011. 

gaz Métro and some of its subsidiaries and joint ventures currently 
use accounting policies specific to rate-regulated activities, which 
allow accounting for regulatory assets and liabilities, which are 
presented by gaz Métro as deferred charges and credits in its 
consolidated financial statements. contrary to gaaP, the concept 
of rate-regulated activities does not exist under current iFRs. in 
2009, the iasB published an exposure draft that would allow the 
recognition of regulatory assets and liabilities under iFRs. However, 
no decision has been made by the iasB yet, as the draft iFRs 
standard on rate-regulated activities has been the subject of many 
discussions over the last few months.

in october 2010, in response to developments in iFRs, the acsB 
amended Part i of the Handbook to allow qualifying entities with 
rate-regulated activities to continue applying gaaP, included in Part 
V of the Handbook, for an additional one-year period, but without any 
requirement to do so. gaz Métro intends to avail itself of this deferral 
period and adopt iFRs starting in its 2013 fiscal year while presenting 
restated iFRs-conforming information for fiscal 2012. if gaz Métro 
was not planning to avail itself of this one-year deferral period, 
gaz Métro would have to adopt iFRs starting in its 2012 fiscal year and 
present restated iFRs-conforming information for its 2011 fiscal year.

given the uncertainty surrounding the draft iFRs standard on rate-
regulated activities, gaz Métro is presently unable to determine if 
regulatory assets and liabilities may continue to be recognized in its 
consolidated financial statements under iFRs. the failure to issue a 
standard allowing the recognition of regulatory assets and liabilities 
under iFRs or any delay in its potential issuance could have a significant 
impact on the consolidated financial statements of gaz Métro.
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When the price of no. 2 fuel oil is substantially higher than that of 
natural gas as a commodity, the competitiveness of natural gas is 
generally favourable in the residential and commercial markets. 

natural gas competitiveness in the industrial market may be subject 
to large fluctuations, since it is closely linked to fluctuations in the 
price of natural gas compared with heavy fuel oil. Most customers 
in this market can use more than one energy source to cover their 
energy needs. the low distribution rate charged to these customers, 
on a volume basis, has a positive impact on the competitive situation 
of natural gas, but the impact of natural gas commodity price 
fluctuations is more significant for customers in this market than 
for residential or commercial customers because of the large 
volumes they consume. Furthermore, gaz Métro-Qda has a specific 
distribution rate based on the price of heavy fuel oil for periods that 
may last a few days to almost a year.

should the price of natural gas become substantially less competi-
tive in relation to the price of electricity or other energy sources, 
gaz Métro-Qda’s ability to attract new customers could be affected, 
and existing customers could reduce their consumption or discon-
tinue their use of natural gas. this could create an upward pressure 
on distribution rates which could affect gaz Métro-Qda’s ability to 
compete with other energy sources.

any legislative amendment resulting in a substantial increase of 
gaz Métro’s operating costs could also create an upward pressure on 
distribution rates. such upward pressure on distribution rates could 
affect gaz Métro-Qda’s ability to compete with other energy sources.

in addition, natural gas competitiveness is also subject to 
transportation rates since natural gas mostly originates from 
Western canada and gaz Métro-Qda’s customers must bear the cost 
of transportation. any significant increase in transportation rates 
could affect gaz Métro’s ability to compete with other energy sources 
or Vgs’s ability to compete with petroleum products.

Furthermore, since the implementation on december 14, 2007 of the 
Regulation respecting the annual duty payable to the green Fund in 
Quebec, gaz Métro-Qda, like other fuel oil distributors, must pay the 
government an annual duty on volumes of natural gas distributed. 
since the amount of this duty is billed to gaz Métro-Qda’s customers 
in distribution rates, the obligation to pay it has a negative impact on 
the competitiveness of natural gas compared to electricity, which is 
not subject to such a duty, but a positive impact compared to fuel oil, 
which is subject to a generally higher duty.

in VeRMont, u.s.a.
in Vermont, natural gas generally enjoys a substantial competitive 
advantage when compared with other energy sources in the 
residential, commercial and industrial air and water heating 
markets. However, any significant increase in transportation rates 
could mitigate this competitive advantage over petroleum products. 
electricity is almost exclusively used for lighting and as a motive 
force and is therefore not a significant source of actual competition.

COST	OF	ENERGY
in the energy distribution segment in Quebec, gaz Métro-Qda’s 
customers are exposed to the risk of fluctuation in natural gas 
commodity prices since gaz Métro-Qda is required to sell the 
gas at cost. gaz Métro-Qda uses natural gas-related derivative 
financial instruments to manage its customers’ exposure to 
volatility and peaks in natural gas prices. all natural gas price 

Finally, gaz Métro, its subsidiaries and joint ventures may have to 
modify certain aspects of the regulatory framework already approved 
by the relevant regulatory agencies to comply with iFRs standards, in 
order to limit their impact on gaz Métro’s consolidated net income by, 
among other things, adjusting proposed rates.

RISKS	RELATED	TO	ECONOMIC	CONDITIONS

ECONOMY	
the activities of gaz Métro, its subsidiaries and joint ventures are 
affected by general economic conditions. Poor economic conditions 
usually have a negative impact on the activities of the industrial 
and commercial customers of gaz Métro-Qda and of gaz Métro’s 
subsidiaries and joint ventures and therefore on the demand for 
natural gas or electricity and related services.

However, in the energy distribution segment in Quebec, the risk of 
such a reduction in demand is mitigated since a large number of such 
customers are required to sign a contract for the supply of natural gas 
to their facilities, and a large number of them guarantee payment of a 
substantial portion of the distribution service regardless of whether 
they consume the gas or not. For a number of years, gaz Métro-Qda 
has also been pursuing its efforts to increase natural gas market 
share in the residential market where margins are higher, thereby 
partially reducing its vulnerability to the industrial and commercial 
markets. the increase in the number of customers in the residential 
market, which is closely related to the number of new housing starts 
and the price of natural gas is, however, also subject to general 
economic conditions.

in fiscal 2010, the energy distribution segment in Quebec generated 
76.0% of gaz Métro’s consolidated adjusted net income. in this 
context, a significant and prolonged economic downturn in Quebec 
resulting in (i) a significant reduction in natural gas demand not 
protected by contractual payment guarantees or (ii) a greater inability 
of customers to pay amounts owing, at a time when it could be difficult 
to significantly reduce expenses related to the distribution of natural 
gas, would create upward pressure on distribution rates which could 
affect gaz Métro-Qda’s ability to compete with other energy sources.

COMPETITION
in tHe eneRgy distRiBution segMent in QueBec
in the energy distribution segment in Quebec, natural gas competes 
with other available energy sources such as fuel oil and electricity. 
gaz Métro-Qda’s ability to achieve sound financial results thus 
depends, among other things, on the competitiveness of natural gas 
in relation to other available energy sources.

electricity has the largest residential market share in the province 
because the price in that market is low. considering the position of 
electricity in Quebec, in spite of successive increases in electricity 
rates since 2004, natural gas must continuously face strong 
competition from electricity in the residential market, a situation 
largely due to fluctuations in the price of natural gas as a commodity, 
which must be sold to gaz Métro-Qda’s customers at cost. However, 
the use of more efficient equipment reduces the cost differential 
between these two energy sources. 

in the commercial market, the competitiveness of natural gas is 
generally favourable compared to electricity. 
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fluctuations, including gains and losses on these derivative financial 
instruments, are accounted for in the deferred charges and credits 
accounts so that they can be reflected in future rates as authorized 
by the Régie.

in the energy distribution segment in Vermont, Vgs and gMP also 
use derivative financial instruments related to natural gas and 
electricity, respectively, to manage their customers’ exposure to 
price volatility for these types of energy. Vgs and gMP also benefit 
from a regulatory adjustment mechanism that minimizes the risks 
associated with price fluctuations for these types of energy.

LOSS	OF	MAJOR	CUSTOMERS
in the energy distribution segment in Quebec, approximately 2,500 
industrial customers consumed a little less than 48.0% of the volume 
of gas delivered by gaz Métro-Qda in fiscal 2010, which corresponds 
to a little less than 31.0% of its total revenues. natural gas deliveries 
to these customers have depended, and continue to depend, on 
their ability to continue doing business in spite of difficult economic 
conditions, and on the competitiveness of natural gas with regard to 
other sources of energy. a significant reduction in the demand for 
natural gas from such customers could have a negative impact on 
gaz Métro’s financial position or consolidated net income. However, 
since a large number of these customers are required to sign a 
contract for the supply of natural gas to their facilities, and a large 
number of them guarantee payment of a substantial portion of the 
distribution service regardless of whether they consume the gas or 
not, and even provide a security deposit in some cases, the resulting 
risk from any such reduction in demand is mitigated. Furthermore, 
a regulatory provision allows the effects of major bad debts for one 
fiscal year to be deferred so as to be included in the rates for a future 
fiscal year. additionally, while the negative impacts on gaz Métro’s 
consolidated net income can be the object of a distribution rate 
adjustment for the following fiscal year, such upward pressure on 
distribution rates could affect gaz Métro-Qda’s ability to compete 
with other energy sources.

gaz Métro’s subsidiaries and joint ventures active in the natural gas 
transportation segment depend on a limited number of customers. 
the failure of one of these customers to perform its obligations 
could have a negative impact on gaz Métro’s financial position or 
consolidated net income.

OPERATIONAL	RISKS

VOLUME	RISK
in the energy distribution segment in Quebec, increasing natural 
gas deliveries is challenging as the industrial market has reached a 
certain maturity. in addition, deliveries are affected by the increased 
adoption of high-efficiency equipment and other technologies and 
energy efficiency initiatives from customers, which put downward 
pressure on consumption. any stagnation or decline in natural 
gas deliveries could create an upward pressure on distribution 
rates, which could affect gaz Métro-Qda’s ability to compete with 
other energy sources. For a number of years, gaz Métro-Qda has 
been pursuing its efforts to increase natural gas market share 
in the residential market, where margins are higher, thereby 
partially reducing its vulnerability to the industrial and commercial 
markets. the increase in the number of customers in the residential 
market, which is closely related to the number of new housing 
starts and the price of natural gas is, however, subject to general  
economic conditions. 

ENERGY	SUPPLY
gaz Métro-Qda and Vgs depend on various suppliers, carriers 
and storage operators for their natural gas supply, which comes 
primarily from Western canada. the failure of one of these parties 
to deliver natural gas or provide related services, as well as a major 
disruption in the supply chain with no possible recourse to alternative 
supply sources, could have a negative impact on gaz Métro-Qda and 
its ability, or Vgs’s ability, to distribute natural gas to its customers.

to meet its energy needs, gMP depends on various electricity 
supply contracts. there is no guarantee that those contracts will 
be renewed upon expiry or on favourable terms and conditions. if 
those contracts were not renewed upon expiry, and if gMP were 
unable to have access to alternative energy sources, its ability to 
meet customer demand might be impeded, and this could have 
a negative impact on gaz Métro’s consolidated net income. even 
though the electricity supply contracts will remain in effect for a few 
years, discussions are already underway to ensure access to various 
reliable supply sources at a good price.

CONTINUITY	OF	ACTIVITIES	
the energy distribution and transportation systems operated by 
gaz Métro-Qda and gaz Métro’s subsidiaries and joint ventures 
require continuing maintenance, improvements and replacements. 
these distribution and transportation systems are subject to various 
operational risks, such as accidental pipeline damage, fracturing 
and corrosion, equipment or computer system breakdown or failure, 
fires, natural disasters, power failures, acts of war or terrorism 
and other similar occurrences. distribution and transportation 
system leaks are inherent to gaz Métro’s activities and those of its 
subsidiaries and joint ventures, as applicable.

gaz Métro, its subsidiaries and joint ventures could also be affected 
by public health problems, including pandemics. 

any of these occurrences could result in service interruptions 
affecting customers and operating results, thereby having a negative 
impact on gaz Métro’s consolidated net income. they could also 
have an impact on the environment or on the health and safety of 
employees, business partners, customers and the community and 
have a negative impact on gaz Métro’s reputation and goodwill. 
delays experienced by gaz Métro-Qda or a third party in the 
execution of work on gaz Métro’s distribution system in Quebec could 
also have a negative impact on gaz Métro’s reputation and goodwill. 

Moreover, the proposed intensification of infrastructure work 
conducted by municipalities and governments in Quebec could 
increase the risks of accidental damages to gaz Métro-Qda’s 
pipelines by third parties.

gaz Métro and its subsidiaries and joint ventures have adopted 
reasonable measures to minimize such risks. in the energy 
distribution segment in Quebec, gaz Métro-Qda has implemented 
an asset management program in order to improve and replace 
aging pipelines. in addition, gaz Métro and its subsidiaries and 
joint ventures have very strict policies in place that they follow 
rigorously to safeguard assets and data (including, namely, a 
maintenance and surveillance program). they also encourage their 
contractors to adopt industry best practices to minimize the risk of 
incidents. gaz Métro and its subsidiaries and joint ventures have also 
implemented an emergency measures management system that 
applies to natural or technological events or events resulting from 
human intervention as well as situations such as pandemics.
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greenhouse gas emissions. in this context, the government of Quebec 
adopted a law on June 18, 2009 providing for the establishment of 
greenhouse gas reduction targets based on 1990 emission levels. 
gaz Métro and its subsidiaries and joint ventures operating in Quebec 
could be affected by these regulations. However, since the main 
details with regard to greenhouse gas emission restrictions and the 
mechanisms for complying with reduction targets have not yet been 
defined, the impact of said regulations on the activities, competitive 
position, financial position or consolidated net income of gaz Métro 
remains uncertain. nonetheless, natural gas being a fossil fuel, 
environmental group initiatives with respect to greenhouse gas 
emissions could have a negative impact on gaz Métro’s reputation 
and goodwill.

HUMAN	RESOURCES
gaz Métro and its subsidiaries and joint ventures employ both union 
and non-union personnel. if gaz Métro-Qda or one of gaz Métro’s 
subsidiaries or joint ventures was not in a position to negotiate the 
renewal of collective agreements upon expiry, this could result 
in labour disputes or work stoppages, which in turn could have a 
negative impact on their activities. gaz Métro and its subsidiaries and 
joint ventures maintain good relations with their various unions and 
union representatives.

the key to the success of gaz Métro, its subsidiaries and joint 
ventures lies par tly in the specialized skills and knowledge 
required for operating and maintaining natural gas and electricity 
distribution systems. such skills and knowledge are currently 
available; however, to protect themselves against the risk of future 
shortages in such specialized job positions, due primarily to the 
increasing rate of planned retirements, gaz Métro-Qda and some 
of gaz Métro’s subsidiaries and joint ventures offer competitive 
compensation programs as well as the training needed to maintain 
skills. gaz Métro-Qda and some of gaz Métro’s subsidiaries and 
joint ventures have also developed a succession plan to ensure the 
transfer of skills as their employees retire.

BUSINESS	PARTNERS
gaz Métro-Qda or the subsidiaries or joint ventures of gaz Métro, as 
applicable, enter into joint venture contracts with various partners 
for certain projects. the success of these projects rests largely on 
the satisfactory performance of obligations by gaz Métro or such 
subsidiaries or joint ventures, on one hand, and by the partners, on 
the other. the failure of one of the partners to perform its obligations 
could impose additional financial and performance obligations on 
gaz Métro-Qda or on gaz Métro’s subsidiaries or joint ventures, as 
applicable, which could result in higher costs for such projects or 
have a negative impact on their reputation and goodwill.

RISKS	RELATED	TO	THE	DEVELOPMENT		
OF	NEW	PROJECTS

SEIGNEURIE	PROJECT
With respect to the seigneurie Project, éole successfully completed 
several preliminary stages.

the completion of the seigneurie Project is conditional upon the 
execution of final agreements with the suppliers of turbines and 
civil engineering services. the required financing also needs to be 
secured. in addition, delays and cost over-runs could occur in the 
construction of the seigneurie Project. 

they also carry insurance coverage with reputable insurers for 
amounts that are considered sufficient given the nature and scope 
of their activities. However, significant uninsured claims or claims 
exceeding policy limits so carried could have a negative impact on 
gaz Métro’s consolidated net income.

in addition, during the useful life of the gas pipelines forming their 
systems, gaz Métro and its subsidiaries and joint ventures have 
to make provisions for their asset retirement costs. When a legal 
obligation exists, gaz Métro and its subsidiaries and joint ventures 
account for the fair value of an asset retirement obligation as a 
liability in the period in which the obligation is incurred, provided that 
a reasonable estimate of the fair value can be made. 

since, in most cases, it is impossible to determine the precise 
scope of the legal obligations of gaz Métro-Qda and of tQM with 
respect to asset retirement, or when they would have to incur the 
cost of meeting those obligations, gaz Métro is unable to determine 
precisely whether the liability actually recorded to meet those 
obligations is adequate. nevertheless, the applicable regulatory 
framework should allow gaz Métro-Qda and tQM to recover asset 
retirement costs in the rates of future fiscal years.

ENVIRONMENT,	HEALTH	AND	SAFETY
the activities and facilities of gaz Métro, its subsidiaries and joint 
ventures are subject to extensive environmental laws and regulations 
that govern, among other things, emission of contaminants, 
transportation and storage of hazardous material, waste disposal, 
and decontamination of contaminated sites. to continue their 
operations, gaz Métro and some of its subsidiaries and joint ventures 
must maintain in effect a number of environmental authorizations 
or other permits issued by relevant authorities. any breach of these 
obligations could result in fines or other sanctions.

gaz Métro and its subsidiaries and joint ventures place a high 
degree of importance on environmental matters and on the health 
and safety of their employees, business partners, customers 
and the community. consequently, gaz Métro-Qda and some 
of gaz Métro’s subsidiaries and joint ventures maintain Health 
and safety departments. in the energy distribution segment in 
Quebec, gaz Métro-Qda also implemented an environmental 
management system (subject to an annual external audit), registered 
since 2000 under the iso 14001 international standard, which is 
recognized for its strict requirements that provide for rigorous 
environmental management of the registered company’s activities. 
this environmental management system is designed to ensure that 
gaz Métro’s activities are in continuous compliance with applicable 
environmental regulations. to this end, the system specifically 
monitors the environmental impact of gaz Métro-Qda’s activities and 
provides a procedure for dealing with environmental emergencies.

canada ratif ied the kyoto Protocol, which sets out specific 
greenhouse gas reduction objectives for developed countries for 
the period 2008-2012. in this context, the government of canada 
developed a regulatory framework mandating the reduction of 
greenhouse gas emissions to 2006 levels for certain emitters. the 
federal government has not yet adopted any reduction-related 
regulations to implement the plan. in addition, the government 
of Quebec adhered to the Western Regional climate initiative, 
which includes some u.s. states and canadian provinces (ontario, 
Manitoba and British columbia). this agreement is designed to 
promote cooperation between these governments for the purpose 
of identifying, evaluating and implementing ways of reducing 
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should any of these conditions not be satisfied in accordance with the 
seigneurie Project schedule or should the seigneurie Project not be 
commissioned at the expected date, the partners could be held liable 
for penalties or the counterparty might be entitled to terminate the 
contracts. additional costs and penalties could have a negative impact 
on gaz Métro’s consolidated net income. in addition, the value of 
gaz Métro’s investment in éole could be significantly impaired, which 
could have a negative impact on gaz Métro’s consolidated net income. 

on the other hand, should Valener exercise its option under the 
seigneurie option agreement signed as part of the reorganization, 
the investment required from gaz Métro in éole will be reduced in 
proportion to Valener’s percentage holding in the seigneurie Project.

OTHER	PROJECTS
new projects undertaken by third parties in activities associated with 
gaz Métro’s business segments could give rise to initiatives from 
lobby groups, which could have a negative impact on gaz Métro’s 
reputation and goodwill.

MARKET	RISKS

EMPLOYEE	FUTURE	BENEFITS
gaz Métro-Qda and some of gaz Métro’s subsidiaries offer their 
employees defined contribution and defined benefit pension plans 
as well as other postretirement benefits. the financial information 
shown in the annual consolidated financial statements for fiscal 2010 
with respect to defined benefit pension plans and other postretirement 
benefits was determined using actuarial estimates based on 
demographic and financial assumptions, including, in particular, the 
expected rate of return on plan assets, anticipated cash flow discount 
rate, future trends in wage levels and supplemental health care and 
life insurance coverage costs and employee retirement age. Funding 
of defined benefit pension plans and other postretirement benefits is 
based on these same actuarial assumptions and in compliance with 
applicable laws and regulations.

While gaz Métro and the subsidiaries believe that these assumptions 
are reasonable, differences between actual results and market chan-
ges that affect these assumptions could create significant changes in 
the contributions payable and the accrued benefit liability for defined 
benefit pension plans as well as other postretirement benefits.

currently, in the energy distribution segment in Quebec, by virtue 
of special regulatory treatment, gaz Métro expenses the costs of 
defined benefit pension plans and other postretirement benefit plans 
of gaz Métro-Qda’s employees when they are disbursed and recovers 
them in distribution rates. a change in contributions payable could 
result in a certain volatility, even an increase, in operating expenses 
shown in consolidated financial statements. However, in view of such 
regulatory treatment, gaz Métro’s consolidated net income would 
not be significantly impacted by this change since distribution rates 
would vary in the same proportion as operating expenses. on the 
other hand, this could create an upward pressure on distribution 
rates which could affect gaz Métro-Qda’s ability to compete with 
other energy sources. a regulation adopted by the government of 
Quebec under the supplemental Pension Plans act provides an 
opportunity to spread the additional required contributions over a 
number of years, thereby lessening the impact on gaz Métro-Qda’s 
distribution rates.

EXCHANGE	RATE	FLUCTUATIONS
Part of gaz Métro’s consolidated net income from the distribution 
and transportation segments is earned in u.s. dollars. gaz Métro’s 
operating results are therefore affected by fluctuation of the u.s. 
dollar in relation to the canadian dollar. any significant depreciation 
of the u.s. dollar in relation to the canadian dollar has a negative 
impact on gaz Métro’s consolidated net income.

INTEREST	RATE	FLUCTUATIONS
gaz Métro and its subsidiaries and joint ventures are exposed to 
the risk of interest rate fluctuations. gaz Métro manages such risk 
mainly through an interest-rate-fixing policy allowing it to maintain a 
significant portion of its long-term debt at a fixed rate.

However, gaz Métro and its subsidiaries and joint ventures are 
exposed to the risk of interest rates on their floating-rate bank 
borrowings and the floating-rate portion of their long-term debt. 
some of gaz Métro’s subsidiaries and joint ventures use interest rate 
swaps to fix interest rates on a portion of floating-rate borrowings. 
in the energy distribution segment in Quebec, by virtue of special 
regulatory treatment, the financial impact of differences between 
actual interest rates and those used for determining distribution 
rates during a given fiscal year are accounted for in the distribution 
rates for a future fiscal year.

LIQUIDITY	AND	FINANCING	RISKS

to satisfy their financial needs, gaz Métro-Qda and gaz Métro’s 
subsidiaries and joint ventures rely, among other things, on cash 
generated by their activities. liquidity risk is the risk that gaz Métro-
Qda and gaz Métro’s subsidiaries and joint ventures would be unable 
to meet their financial obligations as they become due. gaz Métro-
Qda and gaz Métro’s subsidiaries and joint ventures manage 
liquidity risk by forecasting their cash flows in order to determine 
their financing needs, and by ensuring that they have sufficient 
cash and credit facilities to fulfill their needs and to meet their 
financial obligations as they become due. therefore, a combination of 
committed and demand credit facilities as well as access to capital 
markets by gaz Métro or some of its subsidiaries and joint ventures, 
directly or through gMi or Valener, to serve this goal. However, 
any significant reduction in the ability of gaz Métro or some of its 
subsidiaries or joint ventures or the ability of gMi or Valener to access 
capital markets by reason of, for example, significant deterioration in 
economic conditions, the general condition of financial markets, a 
negative financial market perception of their financial position or 
outlook, or a significant downgrade of their credit ratings, could 
have a negative impact on gaz Métro’s activities, financial position or 
consolidated net income. 

INVESTMENT	RISKS

FINANCING	OF	SUBSIDIARIES	AND	JOINT	VENTURES
gaz Métro provides its subsidiaries and joint ventures with a portion 
of the capital needed for their development. should gaz Métro dis-
continue this financing, and its subsidiaries or joint ventures not have 
alternative financing, this could have a negative impact on the value of 
investments in these entities and, therefore, on gaz Métro’s results.

VALUE	OF	INVESTMENTS
the value of certain investments in subsidiaries and joint ventures 
could deteriorate if they are unable to generate sufficient earnings to 
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the offsetting deferred charges account were reversed on 
september 30, 2010. For further details, please refer to the 
Reorganization and the Future income tax impacts heading of 
k) annual financial performance summary; 

• with respect to pension plans, an additional employee future 
benefits asset of $17.8 million, a $1.1 million reduction to the 
employee future benefits liability and, with respect to other 
postretirement benefits, an additional employee benefits 
liability of $39.9 million and, as an offsetting entry, a deferred 
charges account equal to this $21.0 million change;

• a reduction to the deferred charges account and the employee 
future benefits liability of Vgs and gMP in an amount of 
$30.7 million corresponding to the unamortized balances;

• a vacation payable liability of $6.5 million and an equivalent 
offsetting deferred charges account;

• intangible assets related to development of information 
technology of $38.3 million that were previously recognized as 
deferred charges;

• a $28.3 million reduction to inventory value and, as an offsetting 
entry, an equivalent reduction to a deferred charges account;

• an $8.6 million reduction in the value of long-term debt related 
to transaction costs and, as an offsetting entry, a reduction to 
the deferred charges account;

• a reduction to derivative financial instruments presented as 
long-term assets and liabilities of $4.6 million and $69.3 million, 
respectively, and an equivalent offsetting increase to derivative 
financial instruments presented as current assets and current 
liabilities; and

• a $176.1 million increase in the value of property, plant and 
equipment related to the future costs of retiring property, plant 
and equipment and, as an offsetting entry, an increase in the 
deferred credits account.

these accounting changes did not have any impact on the 
Partnership’s net income. additional information on these impacts 
is presented in note 4 to the Partnership’s consolidated financial 
statements as at september 30, 2010.

FINANCIAL	INSTRUMENTS	-	DISCLOSURES
in June 2009, the cica amended Handbook section 3862, Financial 
instruments – disclosures. these amendments aimed to reconcile 
the financial instrument disclosure requirements in the cica 
Handbook with those in iFRs as much as possible. they apply to 
annual financial statements for years ending after september 30, 2009 
and require additional disclosure based on a three-level hierarchy 
that reflects the significance of inputs used in measuring fair value. 
the fair values of assets and liabilities categorized in level 1 are 
determined using quoted prices in active markets for identical assets 
and liabilities. the fair values of assets and liabilities categorized in 
level 2 are determined using valuations based on data other than 
the quoted prices included in level 1 and that are observable for the 
assets and liabilities, either directly or indirectly. the fair values of 
assets and liabilities categorized in level 3 are determined using 
data that is unobservable yet significant to the overall fair value 
measurement. accordingly, the Partnership adopted these new 
disclosure requirements during the current fiscal year, and they did 
not impact the Partnership’s consolidated net income. the impact of 
these changes is presented in note 26 to gaz Métro’s consolidated 
financial statements as at september 30, 2010.

justify the amounts invested. Persistent difficult economic conditions 
or an unfavourable competitive situation may force gaz Métro to 
write down certain investments, which could have a negative impact 
on gaz Métro’s consolidated net income.

CREDIT	RISK	

counterparty credit risk represents the risk that a counterparty to a 
derivative financial instrument entered into with gaz Métro-Qda or 
one of gaz Métro’s subsidiaries or joint ventures does not perform its 
obligations pursuant to the agreements entered into with it, and that 
such situation results in a financial loss for gaz Métro or one of its 
subsidiaries or joint ventures, which could have a negative impact on 
gaz Métro’s consolidated net income. this risk is mitigated by using 
credit risk management techniques that provide for an assessment 
of a counterparty’s creditworthiness and monitoring of its evolution, 
entering into agreements with several counterparties, setting risk 
limits, monitoring risk related to such limits, establishing credit 
support agreements, and obtaining financial guarantees where 
warranted. gaz Métro closely monitors and manages counterparty 
credit risk concentration.

customer credit risk represents the risk that a customer of 
gaz Métro-Qda or one of gaz Métro’s subsidiaries or joint ventures 
fails to pay the amount it owes, resulting in a financial loss for 
gaz Métro-Qda and a subsidiary or joint venture of gaz Métro, 
which could create, in the energy distribution segment in Quebec, 
an upward pressure on distribution rates, which could affect 
gaz Métro-Qda’s ability to compete with other energy sources. this 
risk is mitigated through various means, including security deposits 
from customers, as authorized by regulatory agencies.

P. 
REcENT AccOuNTING 

cHANGES
1.	 ACCOUNTING	CHANGES

RATE-REGULATED	ACTIVITIES	
in december 2007, the cica eliminated the temporary exemption in 
Handbook section 1100, generally accepted accounting Principles, 
which permitted assets and liabilities arising from rate regulation 
to be recognized and measured on a basis other than in accordance 
with primary sources of gaaP. additionally, Handbook section 3465, 
income taxes, was amended to require the recognition of future 
income tax assets and liabilities related to rate-regulated enterprises. 
these accounting changes apply prospectively to interim and 
annual financial statements for fiscal periods beginning on or after 
January 1, 2009, without restatement of prior periods. accordingly, 
the Partnership adopted these changes as of october 1, 2009. 

adopting this amendment to Handbook section 1100 resulted in the 
following items being recognized as at october 1, 2009:
• an additional future income tax liability of $118.3 million 

related mainly to property, plant and equipment and an 
equivalent offsetting deferred charges account. as a result 
of the reorganization, this future income tax liability and 
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applied simultaneously with sections 1601 and 1602 if adopted by 
gaz Métro for a fiscal year beginning before october 1, 2011.

Q. 
FINANcIAL  

INSTRuMENTS
a significant portion of the Partnership’s consolidated balance 
sheet is composed of financial instruments. the Partnership’s 
financial assets include cash and cash equivalents, trade and other 
receivables, grants receivable, the surrender value of life insurance 
policies, asset-backed commercial paper investments and derivative 
financial instruments with a positive fair value that do not qualify as 
hedging items. the Partnership’s financial liabilities include bank 
overdraft, bank loans, accounts payable and accrued liabilities, 
derivative financial instruments with a negative fair value that do 
not qualify as hedging items and long-term debt. the Partnership’s 
financial instrument classification and the quantitative information on 
their recognition are presented in notes 3 and 26 to the Partnership’s 
consolidated financial statements.

DERIVATIVE	FINANCIAL	INSTRUMENTS		
AND	HEDGING

the Partnership uses derivative financial instruments to reduce or 
eliminate the risks inherent in certain transactions and identifiable 
balances that arise in the normal course of operations. these 
inherent risks and identifiable balances arise from fluctuations in 
natural gas and electricity prices and in interest rates and foreign 
exchange rates. the Partnership’s intention in using derivative 
financial instruments is to ensure that unfavourable fluctuations 
in cash flows from these transactions and balances are offset by 
changes in the cash flows from the derivative financial instruments. 
the Partnership does not hold or issue any derivative financial 
instruments for speculative purposes.

since the prices paid by the Partnership for its natural gas 
commodity are based on indices and therefore vary, the Partnership 
uses energy-related derivative financial instruments to manage its 
exposure to the volatility of natural gas prices, such as fixed-price 
swaps, maximum payout swaps, collars and three-way collars. the 
tools used make it possible to fix or contain prices in accordance 
with temporal, volumetric and financial limits approved by the Régie 
in connection with gaz Métro-Qda’s activities, or by management 
in the case of Vgs. gMP uses fixed-price swaps to manage its risk 
relating to the 9701 agreement with Hydro-Québec, under which 
Hydro-Québec may purchase certain quantities of electricity at a 
specified price. energy derivative financial instruments are classified 
as held for trading and, accordingly, are not designated as hedging 
instruments eligible for hedge accounting.

in the case of entities in the energy distribution segment, changes 
in the fair value of derivative financial instruments that are not 
designated in a hedging relationship are recognized in a deferred 
charges account as required by the Régie and the VPsB, since they 
are reimbursed or recovered through energy supply rates.

2.	 FUTURE	ACCOUNTING	CHANGES

INTERNATIONAL	FINANCIAL	REPORTING	
STANDARDS	(IFRS)
in February 2008, the acsB announced that publicly accountable 
enterprises will be required to adopt iFRs, which have been included 
in the Handbook under Part i – international Financial Reporting 
standards since January 2010, for interim and annual financial 
statements for fiscal periods beginning on or after January 1, 2011. 
in october 2010, in reaction to iFRs developments, the acsB 
amended Part i of the Handbook to permit but not require qualifying 
entities with rate-regulated activities to continue applying the gaaP 
currently in effect in canada, included in the Handbook under Part 
V – Pre-changeover accounting standards, for an additional year. 
Because gaz Métro plans to avail itself of this deferral period, it will 
adopt iFRs as of fiscal 2013 while presenting restated information 
in compliance with these new standards for fiscal 2012. iFRs will 
require additional financial statement disclosures and, while iFRs 
use a conceptual framework similar to gaaP currently in effect in 
canada, enterprises will have to take the differences in accounting 
principles into account. For more information, refer to section 
t) international financial reporting standards (ifrs).

Based on the current project status, it is impossible to quantify how 
the future transition to iFRs will impact gaz Métro’s consolidated 
financial statements and the notes thereto as well as the rate-setting 
process. considering these current differences between gaaP and 
iFRs, the impacts may be material. additional information will be 
disclosed during the course of the project.

CONSOLIDATED	FINANCIAL	STATEMENTS	AND		
NON-CONTROLLING	INTERESTS	
in Januar y 2009, the acsB issued Handbook section 1601, 
consolidated Financial statements, and Handbook section 1602, 
non-controlling interests, which replace section 1600, consolidated 
Financial statements. section 1601 establishes standards for the 
preparation of consolidated financial statements. section 1602 
establishes standards for accounting for a non-controlling interest 
in a subsidiary subsequent to a business combination in the con-
solidated financial statements of a parent company. section 1602 
is the equivalent of the corresponding provisions of international 
accounting standard (ias) 27, consolidated and separate Financial 
statements. these sections apply to the interim and annual consoli-
dated financial statements for fiscal periods beginning on or after 
January 1, 2011. accordingly, gaz Métro is assessing any impacts 
of applying these new standards on its consolidated financial state-
ments and plans to adopt them as of october 1, 2011.

these sections, as well as Handbook section 1582, Business 
combinations, must be applied simultaneously if adopted by 
gaz Métro for a fiscal year beginning before october 1, 2011.

BUSINESS	COMBINATIONS
in January 2009, the acsB also issued Handbook section 1582, 
which replaces Handbook section 1581, Business combinations. 
this standard is meant to be the canadian equivalent of iFRs 3, 
Business combinations. this section applies prospectively to 
business combinations with an acquisition date falling in a fiscal 
period beginning on or after January 1, 2011. gaz Métro plans to 
apply this section to business combinations with an acquisition date 
falling after september 30, 2011, although it is currently assessing 
the impact that applying these new standards will have on its 
consolidated financial statements. Handbook section 1582 must be 
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occurred, forcing the Partnership to settle the financial instrument 
liability balance prior to maturity. However, most of these counter-
parties have a high credit rating at least equal to that of gaz Métro, 
which significantly reduces this risk. no changes have been made to 
the methods used to manage credit risk related to counterparties 
for derivative financial instruments since september 30, 2009. the 
Partnership is therefore continuing to carefully monitor and manage 
the credit risk relating to these counterparties.

FAIR	VALUE	OF	FINANCIAL	INSTRUMENTS

all of the financial instruments reported on the Partnership’s 
consolidated balance sheet as at september 30, 2010 reflect the 
financial market situation at that date since they are accounted for 
at fair value, except for loans and receivables and financial liabilities 
not held for trading, which are measured at amortized cost. However, 
the carrying amount of the latter items are equivalent to fair value, 
except in the case of long-term debt.

Fair value is a subjective measure that requires various measure-
ment techniques and assumptions. the fair value of derivative 
financial instruments generally reflects the estimated amounts the 
Partnership would receive on settlement of favourable contracts 
or would be obliged to pay to terminate unfavourable contracts 
on the balance sheet date. this fair value for derivative financial 
instruments is estimated by the Partnership using spot rates or 
forward rates or prices at the close of markets on the balance sheet 
date. in the absence of such information for a given instrument, the 
Partnership uses the forward rate or price for a similar instrument.

the Partnership also uses forwards to manage its exchange risk 
exposure with respect to a significant portion of canadian dollar 
natural gas purchases for Vgs and interest rate swaps to fix the 
interest rate on certain floating rate loans of Vgs. these derivative 
financial instruments are not designated as hedging instruments 
eligible for hedge accounting. accordingly, changes in the fair value of 
these held-for-trading derivative financial instruments are recognized 
in a deferred charges account under a regulatory mechanism.

one of the Partnership’s joint ventures uses interest rate swaps 
to fix interest rates on a portion of its floating rate loans. this joint 
venture uses cash flow hedge accounting. the effective portion of 
changes in the fair value of a financial instrument designated as a 
hedge is recognized in other comprehensive income, and gains and 
losses related to the ineffective portion are immediately recognized 
in income. amounts charged to accumulated other comprehensive 
income are reclassified in income in the periods during which 
the changes in cash flow of the hedged item impact income. 
Hedge accounting is discontinued prospectively when a derivative 
instrument ceases to satisfy the conditions for hedge accounting, 
if it is sold or liquidated, or if the Partnership terminates the hedge 
designation. if the hedged item ceases to exist, the unrealized gains 
or losses recognized in other comprehensive income relating to this 
item are immediately reclassified in income.

in using financial instruments, gaz Métro is exposed to market risks 
but especially to credit and liquidity risks. as at september 30, 2010, 
the credit risk relating to counterparties of derivative instruments is 
virtually non-existent, as the Partnership is in a liability position with 
substantially all of its counterparties. the Partnership may there-
fore be exposed to liquidity risk if an event resulting in cancellation 

the fair value calculation of options is based on the Black-scholes pricing model recognized by the financial markets. the following table 
presents the main assumptions underlying the fair value calculation of the derivative financial instruments. 

	 	 	 	 VALUATION	 RISK-FREE	 PRICE	 FORWARD	 MATURITY	
	 	 	 	 MODEL	 INTEREST	RATE	 VOLATITY	 PRICE	 DATE

Swaps	 (a)	 2.04%	 N/A	 N/A	 2011–2015
Forwards	 (a)	 1.43%	 N/A	 N/A	 2011–2012
Instruments	related	to	natural	gas:
	 Fixed-price	swaps	 (a)	 1.63%	 N/A	 $3.38/GJ	–	$4.88/GJ	 2011–2013
	 Maximum	payout	swaps	 Black-Scholes	 1.63%	 21%	–	37%	 $3.38/GJ	–	$4.88/GJ	 2011–2013
	 Collars	 Black-Scholes	 1.71%	 21%	–	37%	 $3.38/GJ	–	$4.53/GJ	 2011–2014
	 Three-way	collars	 Black-Scholes	 1.71%	 21%	–	37%	 $3.38/GJ	–	$4.53/GJ	 2011–2014
Instruments	related	to	electricity:
	 9701	Agreement	 Black-Scholes	 1.08%	 14%	–	17%	 US$55.75/MWh	–	US$65.12/MWh	 2016
	 Fixes-price	swaps	 (a)	 0.32%	 N/A	 US$41.38/MWh	–	US$55.75/MWh	 2011–2012

(a)	The	fair	value	of	the	swaps,	forwards	and	fixed-price	swaps	is	calculated	using	discounted	cash	flows	on	the	basis	of	the	assumptions	shown	in	this	table.

since substantially all of the Partnership’s financial instruments relate to rate-regulated activities, any change in the fair value affects the 
deferred charges or deferred credit accounts pursuant to a regulatory mechanism. Financial instruments that do not relate to regulated 
activities are recognized using hedge accounting, as previously described. 
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R. 
SIGNIFIcANT  
AccOuNTING  
ESTIMATES

the preparation of the Partnership’s consolidated financial statements 
in accordance with gaaP requires management to make assumptions 
and exercise judgement in making estimates. those estimates, which 
are based on past experience and present conditions, might differ 
significantly from actual results. the significant accounting estimates 
are described below.

REGULATION

through subsidiaries, joint ventures and companies subject to 
significant influence, gaz Métro conducts activities that are subject to 
rate regulation by other agencies. in exercising their authority, these 
regulatory agencies render decisions on, among other things, system 
development, rate-setting and the use of certain underlying accounting 
policies that differ from those applied by non-regulated enterprises. 

accounting estimates are sometimes required because the regulatory 
frameworks in which the Partnership’s regulated public utilities 
carry out their activities often require that amounts be recorded at an 
estimated value until they are definitively established in accordance 
with regulatory decisions or other regulatory processes.

the definitive amounts approved by the regulatory agencies for treat-
ment as regulatory assets and liabilities may sometimes differ from 
the initial expectations. any adjustment to the initial estimates is pre-
sented in income for the period during which it is confirmed. the nature 
of the Partnership’s regulatory assets and liabilities is described in 
note 5 to the Partnership’s consolidated financial statements.

AMORTIZATION	OF	PROPERTY,		
PLANT	AND	EQUIPMENT

amortization is an estimate based mainly on the useful life of 
the assets. that estimate is based on actual facts and historical 
information and takes into account the anticipated useful life of the 
assets. Because of the magnitude of this class of the Partnership’s 
assets, changes in amortization rates may have a significant impact 
on amortization expense.

in connection with the process for establishing the rates for the 
Partnership’s regulated public utilities, appropriate amortization 
rates are approved by the regulatory agencies. the periods and the 
amortization rates used are reviewed regularly to ensure they remain 
appropriate. From time to time, third parties perform studies on the 
amortization of the property of regulated public utilities and, based 
on the results of those studies, the impact of any amortization or 
under-amortization attributable to a difference between actual and 
forecasted information is normally reflected in future amortization 
rates and expense. the corresponding amounts are either returned 
to or recovered from customers through rates charged.

GOODWILL	VALUATION

goodwill is the excess of the purchase price over the net values 
assigned to assets acquired and liabilities assumed when a business 
is acquired. goodwill, which is not amortized, is tested for impairment 
annually or more frequently if events or changes in circumstances 
indicate that goodwill might not be recoverable.

on april 1, the Partnership tested its goodwill to determine if there is 
a possible impairment based on current information and valuations 
of the fair market value of the reporting units being tested. the fair 
market value is based on, among other things, the net present value 
of the expected cash flows based on management’s assumptions 
about the future profitability of the reporting units. subsequent to 
these impairment tests, no writedown was recorded in fiscal 2010, 
whereas a $1.6 million writedown of aqua-Rehab’s goodwill was 
recorded in the third quarter of fiscal 2009.

S. 
ADDITIONAL  

INFORMATION
RELATED	PARTY	TRANSACTIONS

in the normal course of operations, the Partnership incurred 
gas storage costs of $22.9 million in 2010 ($22.0 million in 2009) 
with intragaz, one of its joint ventures held in partnership with 
another co-owner, gdF suez. the Partnership’s share in intragaz’s 
revenues, which is eliminated upon consolidation, was $13.8 million 
in 2010 ($13.2 million in 2009). these transactions were authorized 
by the Régie, and the amounts paid were determined under contracts 
signed by the parties and in which the services rendered were valued 
at the exchange amount.

as at september 30, 2010 and 2009, transactions with gMi and 
companies owned by its ultimate shareholders represented an 
amount of $1.2 million in trade and other receivables on the 
consolidated balance sheet. under the Partnership agreement, 
gaz Métro pays $50,000 in annual management fees to gMi.

LITIGATION

the Partnership is cited in claims and lawsuits in the normal course 
of operations, including environmental claims and lawsuits. in 
management’s opinion, these claims and lawsuits are, for the most 
part, covered by appropriate insurance coverage, and the outcome of 
these claims and lawsuits is not expected to have a significant impact 
on the Partnership’s income or financial position.

Vgs and gMP, subsidiaries of nneec, jointly with other companies, 
have been cited as being potentially responsible for polluting land 
on which a manufactured gas plant that ceased operations in 1966 
was located. in 1999, a settlement protocol was signed by the u.s. 
environmental Protection agency (ePa) and the enterprises involved. 
it included an action plan to restore the site and a cost sharing 
method. this action plan was approved by the VPsB in 2001 and 
has generally proven effective, except for a small portion of the 
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contaminated area, for which the ePa is currently approving a new 
action plan. the VPsB has agreed that the costs incurred to date 
by Vgs and gMP can be recovered in rates over a period of 10 to 
20 years. if future outlays exceed the provisions already recorded, 
new requests to recover such amounts in rates will be submitted to 
the VPsB. in management’s opinion, the costs that might arise from 
this settlement protocol would not be significant for the Partnership.

T. 
INTERNATIONAL 

FINANcIAL  
REPORTING STANDARDS  

(IFRS)
in February 2008, the acsB announced that publicly-accountable 
enterprises will be required to adopt iFRs, which have been included 
in the Handbook under Part i – international Financial Reporting 
standards since January 2010, for interim and annual financial 
statements for fiscal periods beginning on or after January 1, 2011.

as a result of the reorganization explained under the Reorganization 
of the Partnership and the Future income tax impacts heading of 
section k) annual financial performance summary, since september 
30, 2010, gaz Métro is no longer considered a publicly accountable 
enterprise; rather, it meets the definition of a private enterprise as 
defined in the Preface to the Handbook. according to the Preface, 
private enterprises may choose to apply the accounting standards set 
out in Part i or Part ii – accounting standards for Private enterprises, 
of the Handbook. gaz Métro has chosen to apply the accounting 
standards set out in Part i of the Handbook.

currently under gaaP, gaz Métro and certain subsidiaries, joint 
ventures, and companies subject to significant influence are applying 
accounting policies specific to rate-regulated activities that allow 
regulatory assets and liabilities to be recognized and presented 
as deferred charges and credits in the consolidated financial 
statements. in July 2009, the iasB issued an exposure draft clarifying 

the application of some of these accounting policies under iFRs and 
at the time was planning to publish the final standard, which would 
apply to fiscal periods beginning on or after January 1 2011, in 
June 2010. in fiscal 2010, the iasB technical staff and the iasB held 
several meetings during which they discussed the results of the 
additional research and detailed analyses carried out. the iasB 
members had mixed opinions as to the relevance of developing a 
standard on this matter. Following these presentations, no decision 
has been made on the technical matters, but the iasB agreed to 
include in its agenda, for the next public consultation to be held by 
June 30, 2011, a request for comments on the form that the project on 
rate-regulated activities might take. 

subsequent to these international developments, in october 2010 the 
acsB amended the introduction to Part i of the Handbook. under the 
amendment, qualifying entities with rate-regulated activities are now 
permitted to continue applying current canadian gaaP, included in 
the Handbook under Part V – Pre-changeover accounting standards, 
for an additional one-year period, as opposed to the additional 
two-year period initially suggested in a July 2010 exposure draft. 
gaz Métro plans to avail itself of this deferral period and to adopt 
iFRs starting with its fiscal year beginning october 1, 2012, namely, 
fiscal 2013, and to present restated information in compliance with 
iFRs for fiscal 2012. 

the Partnership is actively participating in discussions, monitoring 
canadian and international developments in standards in this matter, 
and updating, as necessary, its iFRs transition project. 

IFRS	TRANSITION	PROJECT

the Partnership has created a formal governance structure for 
the project. Presentations are given regularly to the Management 
committee and to the audit committee of gMi, in its capacity as 
general Partner of gaz Métro, and progress reports are made to 
gMi’s Board of directors.

the transition project involves four steps: initial assessment, 
detailed assessment, design and implementation. the schedule for 
the various project steps was revised in fiscal 2010 to reflect the 
one-year deferral for the iFRs transition, as previously explained. 
the following table presents the activities, timeframe and status of 
each step.
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STEPS ACTiViTiES TiMEFRAME AND STATuS

STEP 1

initial assessment
• identify and analyze the main differences 

between gaaP and iFRs.
• introductory iFRs training to all employees  

of the Partnership’s accounting department to 
inform them about the project.

• communicate the Partnership’s action plan  
to accounting staff so they are aware of the role 
they will be playing in the project.

• this step was completed during fiscal 2009.
• to date, the Partnership has determined  

that the main accounting differences that  
have consider able potential to have a major 
impact are those related to the accounting 
policies specific to rate-regulated activities; 
inventories; property, plant and equipment;  
asset retirement obligations; employee future 
benefits; income taxes; and those related  
to iFRs 1, First-time adoption of international 
Financial Reporting standards.

STEP 2 
detailed assessment

• set up internal, multidisciplinary working groups 
that take part in assessing the impacts of iFRs on:

 –  the recognition and presentation of  
financial information;

 –  information systems and internal processes;
 –  business;
 –  employees; and
 –  other.
• Hold meetings with the internal working groups, 

including training workshops and discussions.
• assess the quantitative impact on the  

consoli dated financial statements and related 
notes, as well as on rates.

• choose accounting policies and exemptions 
provided in iFRs 1 at the transition date,  
i.e., october 1, 2011 in accordance with the 
revised schedule.

• Prepare draft consolidated iFRs financial 
statements and the related notes.

• this step began in fiscal 2009.
• certain choices related to accounting policies 

and exemptions provided by the iFRs 1  
were made in fiscal 2010, as described in  
greater detail under the significant accounting 
impacts heading.

• as at september 30, 2010, various iFRs 
standards and interpretations are still  
being analyzed. 

• as at september 30, 2010, preparation of  
draft consolidated iFRs financial statements  
and the related notes is still ongoing. 

• according to the revised schedule, the activities 
for this step should be completed during  
the 2011 and 2012 fiscal years.

STEP 3 
design

• Review information systems and internal pro-
cesses to be affected by the differences identified 
in the analyses performed in the above steps.

• Prepare the opening balance sheet at the 
transition date, i.e., october 1, 2011 in accordance 
with the revised schedule.

• this step began in fiscal 2009.
• according to the revised schedule, this step  

is expected to be carried out and completed in 
the 2011 and 2012 fiscal years.

STEP 4 
implementation

• implement changes to information systems and 
internal processes. 

• Perform parallel testing on comparative figures.

• this step began in fiscal 2010.
• according to the revised schedule, this step is 

expected to be carried out and completed during 
the 2011 and 2012 fiscal years.

COMMUNICATION	PLAN	WITH	THE	RéGIE

during fiscal 2009, the Régie authorized gaz Métro-Qda to open 
an iFRs file and hold information sessions in order to present, to 
the Régie and intervenors, the changes arising from the transition 
to iFRs and the use of certain accounting policies and how they 
might affect gaz Métro-Qda’s rates. during fiscal 2010, gaz Métro-
Qda held three information sessions with intervenors and the 
Régie. these sessions focused on recent developments in the draft 
standard on rate-regulated activities, on the main differences 
between gaaP and iFRs identified to date with respect to property, 
plant and equipment, on the potential impacts of restating financial 
statements for the comparative year, on asset-retirement obligations 
and employee future benefits, and on the potential impacts of these 
items on gaz Métro-Qda’s rates.

on July 19, 2010, gaz Métro-Qda filed, with the Régie, requests to 
modify accounting policies in order to align certain regulatory treat-
ments used to establish rates with iFRs as of fiscal 2012. these 
accounting policy modifications applied to property, plant and equip-
ment, amortization of intangible assets, employee future benefits 
and accrued vacation. the accounting policy modifications included 
in this filing were pre-approved by the audit committee of gMi, in 
its capacity as gaz Métro’s general Partner. these applications had 
been developed on the assumption that a standard applicable to 
rate-regulated activities, allowing for the recognition of regulatory 
assets and liabilities, would be issued by the iasB in a timely fashion 
for gaz Métro’s conversion to iFRs. 

in view of the July 2010 developments with respect to the iasB and 
acsB, on July 30, 2010, gaz Métro-Qda proposed that the Régie 
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suspend the iFRs file until no later than december 2010, when the 
acsB is expected to issue a final decision on the deferral of the 
initial application of iFRs by qualifying entities with rate-regulated 
activities. given the amendment to the introduction of Part i of the 
Handbook made by the acsB in october 2010 and given the recent 
developments at the iasB, the Régie agreed to close gaz Métro-Qda’s 
iFRs file on november 3, 2010, as requested by the Partnership in 
october 2010. 

in the coming months, the Partnership will closely monitor the 
iasB developments on the draft standard applicable to rate-
regulated activities and establish a strategy for maintaining its 
current regulatory assets and liabilities. it is important to note 
that gaz Métro-Qda’s objective for fixing its rates is, as much 
as possible, to adopt regulatory treatments founded on accepted 
accounting principles, namely the iFRs, effective october 1, 2012, 
while minimizing rate impacts. in the event that the iasB abandons 
the project on rate-regulated activities, gaz Métro-Qda is currently 
examining the different regulatory treatments used for fixing its 
rates in order to identify those that could be harmonized with iFRs in 
their current form. Following this exercise, gaz Métro-Qda expects 
to open a new iFRs file with the Régie and to submit new applications 
to modify accounting policies. 

SIGNIFICANT	ACCOUNTING	IMPACTS

gaz Métro is currently assessing the impact of iFRs application on 
gaz Métro-Qda’s rates and on the consolidated financial statements. 
gaz Métro expects that the adoption of iFRs could result in accounting 
policy changes other than those presented below. at this time, the 
Partnership cannot say which accounting policy changes will be 
required or what impacts the changes will have upon the transition 
to iFRs. However, it does expect the following accounting policy 
changes to be made upon iFRs transition. 

PROPERTY,	PLANT	AND	EQUIPMENT	
in May 2010, the iasB issued improvements to iFRs, which added an 
exemption to iFRs 1. the new exemption permits a first-time adopter 
to use the net carrying amount of property, plant and equipment 
and intangible assets that are used in rate-regulated activities, 
determined under previous accounting standards, such as deemed 
cost at the iFRs transition date. gaz Métro-Qda plans to use this 
exemption in preparing its opening balance sheet under iFRs.

although the basic principles guiding the recognition of property, 
plant and equipment under iFRs are similar to gaaP, there are 
some differences in terms of application. For example, under ias 
16, Property, Plant and equipment, certain amounts previously 
capitalized under gaaP will be excluded from the valuation of an 
item of property, plant or equipment upon initial recognition and 
thereafter. More specifically, gaz Métro-Qda expects that changes 
will be made to the accounting policies used for general expenses or 
other expenses eligible for capitalization.

ias 16 also requires the amount initially recognized as property, 
plant and equipment to be allocated among the main components 
of the property, plant and equipment and depreciated separately 

for each component. Based on its analyses, gaz Métro-Qda does 
not expect the adoption of this method to significantly impact the 
amortization expense. 

PROVISIONS	AND	CONTINGENT	LIABILITIES
under ias 37, Provisions, contingent liabilities and contingent 
assets, a provision must be recognized when there is a present 
obligation that arises from a transaction or a past event, when it is 
probable that an outflow of resources will be required to settle the 
obligation and when a reliable estimate of the obligation amount can 
be made. there are differences between iFRs and gaaP in terms 
of recognition criteria whereby certain liabilities will meet the iFRs 
recognition criteria but are not recognized under gaaP. gaz Métro is 
continuing to examine the matter but cannot conclusively quantify the 
impact of adopting ias 37.

EMPLOYEE	FUTURE	BENEFITS	
under ias 19, employee Benefits, the costs related to postemployment 
benefits must be actuarially determined based on the projected 
benefit method prorated on eligible years of service. gaz Métro-
Qda currently uses a regulatory treatment, for the recognition of its 
postemployment benefits, under which it recognizes these costs in 
income as the amounts are disbursed. 

also, under ias 19, actuarial differences may be recognized in three 
ways. they can be recognized directly in other comprehensive 
income and they can be recognized in net income or using the 
corridor approach, as explained in note 3 to the Partnership’s 
consolidated financial statements as at september 30, 2010. 
However, according to an exposure draft titled defined Benefits 
Plans – Proposed amendments to ias 19, issued on april 29, 2010, 
the iasB is proposing that the corridor approach and the net income 
method be withdrawn, leaving no other option but to recognize 
actuarial differences in other comprehensive income. according to 
information provided by the iasB, it is expected that the project will 
be finalized by the first quarter of the 2011 calendar year and the 
proposed standard would apply to fiscal years beginning on or after 
January 1, 2013. under gaaP, the Partnership currently recognizes 
its actuarial differences using the corridor approach. depending 
on future developments in the proposed amendments to ias 19, the 
Partnership may be forced to change its current accounting policy 
and recognize actuarial differences in other comprehensive income.

Moreover, gaz Métro currently maintains a number of unamortized 
balances with respect to its various postemployment benefit plans. 
these balances are composed of unamortized balances related to 
the unamortized past service cost, unamortized net actuarial losses 
as well as the unamortized transitional obligation or asset. given the 
expected accounting policy choices and the different requirements 
under ias 19, these unamortized balances may have to be recorded 
as an increase to the accrued benefit liability on the iFRs transition 
date and as an offsetting decrease in retained earnings.

given the uncertainty surrounding the draft standard applicable to 
rate-regulated activities and the ongoing analysis of the different 
regulatory treatments of gaz Métro-Qda, the Partnership is not in 
a position to estimate how adoption of ias 19 will impact gaz Métro-
Qda’s rates and the consolidated financial statements.
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u. 
QuARTERLY  

RESuLTS

	 	 	 	 	 	 	 	 FISCAL	
UNAUDITED	 	 	 	 	 	 	 	
(IN	MILLIONS	OF	DOLLARS,	UNLESS	OTHERWISE	INDICATED)	 	 	 	 1st 2nd 3rd 4th 2010

Revenues	 	 	 	 	 	 	 $603 0  $738 9  $367 8  $310 7  $2,020 4
Gross	margin	 	 	 	 	 	 	 $ 222 6  $260 2  $ 152 7  $ 124 5  $   760 0
Net	income	(loss)		 	 	 	 	 	 	 $  78 1  $ 103 9  $    7 1  $ (10 4)  $   178 7
Adjusted	net	income	(loss)	(1)	 	 	 	 	 	 	 $  79 1  $ 104 0  $    7 4  $ (37 9)  $   152 6
Basic	and	diluted	net	income	(loss)	per	unit	(in	dollars)		 	 	 	 $  0 65  $  0 86  $  0 06  $ (0 09)  $      1 48
Basic	and	diluted	adjusted	net	income	(loss)	per	unit	(1)	(in	dollars)	 	 	 $  0 66  $  0 86  $  0 06  $ (0 31)  $      1 27
Distributions	paid	per	unit	(in	dollars)	 	 	 	 	 	 	 $  0 31  $  0 31  $  0 31  $  0 62  $      1 55
Partners’	equity	per	unit	(in	dollars)	 	 	 	 	 	 	 $  8 19  $  8 68  $  8 52  $  7 74  $      7 74
Market	prices	on	the	TSX	(in	dollars):

	 High	 	 	 	 	 	 	 $ 16 61  $ 17 17  $ 16 40  $ 17 24(2)	 	 $    17 24
	 Low	 	 	 	 	 	 	 $ 15 46  $ 15 80  $ 15 25  $ 15 91(2)	 	 $    15 25
	 Close	 	 	 	 	 	 	 $ 16 40  $ 16 22  $ 16 10  $ 16 87(2)	 	 $    16 87
Weighted	average	number	of	outstanding	units	(in	millions)	 	 	 120 5 	 120 5 	 120 5 	 120 5 	 120 5

	 	 	 	 	 	 	 	 FISCAL	
UNAUDITED	 	 	 	 	 	 	 	
(IN	MILLIONS	OF	DOLLARS,	UNLESS	OTHERWISE	INDICATED)	 	 	 	 1st	 2nd	 3rd	 4th	 2009	

Revenues	 	 	 	 	 	 	 $	715 8	 	 $	854 7	 	 $388 3	 	 $290 4	 	 $	2,249 2
Gross	margin	 	 	 	 	 	 	 $	226 7	 	 $	284 1	 	 $	161 3	 	 $	119 2	 	 $				791 3
Net	income	(loss)		 	 	 	 	 	 	 $		70 5	 	 $	119 0	 	 $				5 3	 	 $	(36 3)	 	 $				158 5
Adjusted	net	income	(loss)	(1)	 	 	 	 	 	 	 $	 	71 2	 	 $	119 6	 	 $				5 5	 	 $	(36 7)	 	 $				159 6
Basic	and	diluted	net	income	(loss)	per	unit	(in	dollars)		 	 	 	 $	 	0 59	 	 $		0 98	 	 $		0 05	 	 $	(0 30)	 	 $						1 32
Basic	and	diluted	adjusted	net	income	(loss)	per	unit	(1)	(in	dollars)	 	 	 $	 	0 59	 	 $		0 99	 	 $		0 05	 	 $	 (0 31)	 	 $						1 32
Distributions	paid	per	unit	(in	dollars)	 	 	 	 	 	 	 $	 	0 31	 	 $	 	0 31	 	 $		0 31	 	 $		0 31	 	 $						1 24
Partners’	equity	per	unit	(in	dollars)	 	 	 	 	 	 	 $	 	8 37	 	 $	 	9 13	 	 $		8 67	 	 $		7 88	 	 $						7 88
Market	prices	on	the	TSX	(in	dollars):

	 High	 	 	 	 	 	 	 $	14 77	 	 $	15 46	 	 $	15 18	 	 $	16 19	 	 $				16 19
	 Low	 	 	 	 	 	 	 $	10 63	 	 $	12 69	 	 $	13 70	 	 $	14 73	 	 $				10 63
	 Close	 	 	 	 	 	 	 $	13 15	 	 $	14 26	 	 $	14 91	 	 $	15 81	 	 $				15 81
Weighted	average	number	of	outstanding	units	(in	millions)	 	 	 120 5	 	 120 5	 	 120 5	 	 120 5	 	 120 5
(1)	 Excluding	a	$27.5	million	favourable	non-monetary	adjustment	related	to	 future	 income	taxes	 in	 the	 fourth	quarter,	a	$0.3	million	unfavourable	non-monetary	adjustment	 in	

the	third	quarter,	a	$0.1	million	unfavourable	non-monetary	adjustment	 in	 the	second	quarter,	and	a	$1.0	million	unfavourable	non-monetary	adjustment	 in	 the	first	quarter	
of	fiscal	2010,	related	to	the	activities	of	subsidiaries	and	joint	ventures,	as	previously	explained,	compared	to	a	$0.4	million	favourable	non-monetary	adjustment	in	the	fourth	
quarter,	a	$0.2	million	unfavourable	non-monetary	adjustment	in	the	third	quarter,	a	$0.6	million	unfavourable	non-monetary	adjustment	in	the	second	quarter,	and	a	$0.7	million	
unfavourable	non-monetary	adjustment	in	the	first	quarter	of	fiscal	2009.

(2)	 Further	 to	 the	reorganization	explained	under	the	Reorganization	of	 the	Partnership	and	the	Future	 Income	Tax	 Impacts	heading	 in	section	k) annual financial performance 
summary,	Gaz	Métro’s	securities	are	no	longer	listed	on	the	TSX	as	at	September	30,	2010.
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net income
(in millions of dollars)

quarters

 2010  ytd 2010

 2009  ytd 2009

net income per unit
(in dollars)

quarters

 2010  ytd 2010

 2009  ytd 2009

summary of 2010 fourth quarter results

given the seasonal nature of its operations and the normally low 
demand for energy during the summer months, gaz Métro has 
historically incurred a loss during the fourth quarter of its fiscal year.

the net loss recorded in the fourth quarter of fiscal 2010 stood at 
$10.4 million, down $25.9 million from the net loss of $36.3 million in 
2009. net loss per unit was $0.09 in the fourth quarter of fiscal 2010 
compared to $0.30 in 2009, for a decrease of $0.21 per unit.

this $25.9 million year-over-year decline in net loss was mainly due to:
• the favourable impact of the reversal of the future income tax 

liability related to non-regulated activities of $27.5 million due 
to the change in corporate structure compared to a favourable 
non-monetary adjustment related to future income taxes of 
$0.4 million that had been recorded in the same period in fiscal 
2009; and

• gMP’s improved profitability of $2.4 million, mainly due to 
warmer temperatures in the summer months and lower 
operating expenses resulting from more construction in 
progress and therefore greater capitalization of expenses;

partly offset by:
• the $4.4 million increase in reorganization expenses; 
• gaz Métro-Qda’s net loss of $1.1 million, which is due to higher 

operating expenses partly offset by lower amortization and 
financial expenses and to an increase in the share of 2010 
overearnings attributed to Partners; and

• the depreciation of the u.s. dollar against the canadian dollar, 
which reduced net income from Vgs, gMP and Pngts by 
$0.3 million.

V. 
suBsequent  

eVents
on october 7, 2010, the Partnership issued, by way of private 
placement, 5,885,816 new units at a per-unit price of $16.99 for net 
proceeds of approximately $100 million. gMi and Valener, who injected 
the capital, exercised their pre-emptive rights under the limited 
partnership agreement of gaz Métro, thereby maintaining their pro 
rata economic interests in gaz Métro of approximately 71% for gMi 
and 29% for Valener. Following the issue, there were 126,338,030 
units outstanding. Had the units been issued on september 30, 2010, 
the debt/total capitalization ratio would have been 63.0%.

on november 18, 2010, gaz Métro and its equal partner, Boralex, 
acquired the rights on a new wind power project with an installed 
capacity of 69 megawatts. With Hydro-Québec’s consent, Kruger 
assigned the electricity supply contract that it had signed with 
Hydro-Québec to the consortium made up of gaz Métro and Boralex. 
this new wind farm will be developed by the consortium on the 
private lands of the seigneurie de Beaupré. the commissioning of 
this project is scheduled for december 2014. the project remains 
subject to the necessary authorizations, including that of the MddeP. 
When the assignment took effect, gaz Métro provided Hydro-Québec 
with its portion of the guarantees required at this stage through 
a $0.3 million guarantee from gMi. additional guarantees will be 
required at a later date in accordance with the schedule set out in the 
electricity supply contract.

this Md&a has been prepared as of november 18, 2010. additional information about Valener, including its audited financial statements 
for the year ended september 30, 2010 and eventually its 2010 annual information Form, can be found on sedaR at www.sedar.com and on 
Valener internet site at www.valener.com/investisseurs.
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THE MANAGER’S 
MANAGEMENT REPORT
REGARdING	ThE	FINANCIAL	STATEmENTS	OF	

VALENER	INC.

The fi nancial statements of Valener  Inc. and all of  the  information  in  this report are  the responsibility of  the 
management of Gaz Métro  inc.  (GMi),  in  its capacity as General Partner of Gaz Métro Limited Partnership 
(Gaz Métro), acting as manager of Valener Inc. (the management of the manager). It is the responsibility of the 
management of the manager to select the appropriate accounting policies and to exercise its best judgement 
in determining reasonable and fair estimates based on Canadian generally accepted accounting principles and 
decisions by bodies  that govern  the various activities of Valener  Inc. Financial  information  found elsewhere 
in  this  report  is consistent with  that  found  in  the fi nancial statements. This  information and  the fi nancial 
statements are published with the approval of the Board of Directors of Valener Inc.

The management of  the manager maintains accounting and  internal control systems  that are designed  to 
provide reasonable assurance that the accounting records are reliable and the assets are safeguarded.

The Board of Directors assumes  its responsibilities  for  the fi nancial statements primarily  through the Audit 
Committee, made up solely of outside directors. The Audit Committee has reviewed all of the information in this 
report as well as the annual fi nancial statements and has recommended they be approved by the Board. The 
Audit Committee also examines on a continuous basis the quarterly fi nancial results and the results of the work 
performed by the internal auditors of GMi, in its capacity as General Partner of Gaz Métro, acting as manager of 
Valener Inc., and the work performed by the external independent auditors on the accounting methods and the 
system of internal controls. The Audit Committee also recommends to the Board the choice of external auditors. 
The external and internal auditors are free to communicate with the Audit Committee.

The  following fi nancial statements of Valener  Inc. have been audited by Raymond Chabot Grant Thornton 
LLP, Chartered Accountants,  in accordance with Canadian generally accepted auditing standards. Their audit 
included the tests and other procedures they deemed necessary under the circumstances. Their independent 
opinion on the fi nancial statements is presented hereinafter.

SOPHIE	BROCHUSOPHIE	BROCHU
President and Chief Executive Offi cer 
Gaz Métro inc., in its capacity as 
general manager of Gaz Métro, 
acting as manager of Valener Inc.

Montreal, Canada
November 18, 2010

PIERRE	DESPARS,	CA
Executive Vice-President, Executive Vice-President, 
Corporate Affairs and 
Chief Financial Offi cer Gaz Métro inc., 
in its capacity as general manager 
of Gaz Métro, acting as manager 
of Valener Inc.
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AUDITORS’ REPORT
TO	ThE	ShAREhOLdERS	OF	

VALENER	INC.

We have audited the balance sheet of Valener Inc. (the Company) as at September 30, 2010 and the statements 
of income and comprehensive income, shareholders’ equity and cash fl ows for the 108-day period then ended. 
The fi nancial statements are the responsibility of the management of Gaz Métro inc., in its capacity as General 
Partner of Gaz Métro Limited Partnership, acting as manager of Valener Inc. (the management of the manager). 
Our responsibility is to express an opinion on these fi nancial statements based on our audit.

We conducted our audit in accordance with Canadian generally accepted auditing standards. Those standards 
require that we plan and perform an audit to obtain reasonable assurance whether the fi nancial statements are 
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts 
and disclosures  in  the fi nancial statements. An audit also  includes assessing the accounting principles used 
and signifi cant estimates made by the management of the manager, as well as evaluating the overall fi nancial 
statement presentation.

In our opinion, these fi nancial statements present fairly,  in all material respects,  the fi nancial position of the 
Company as at September 30, 2010 and the results of its operations and its cash fl ows for the 108-day period 
then ended in accordance with Canadian generally accepted accounting principles.

1 Chartered	accountant	auditor	permit	No.	20154

Montreal, Canada, November 18, 2010

1
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INCOME AND  
COMPREHENSIVE INCOME

108-dAy	PERIOd	ENdEd	SEPTEmBER	30,	2010
(IN	ThOuSANdS	OF	dOLLARS	ANd	ThOuSANdS	OF	ShARES)	 	 	 	 	 	 2010

General	and	administrative	expenses			 	 	 	 	 	 	 	 	 	 $	 280

LOSS	BEFORE	FuTuRE	INCOmE	TAxES		 	 	 	 	 	 	 	 	 (280)	
Future	income	taxes	(recovered)	(Note	8)	 	 	 	 	 	 	 	 	 	 (81)	

NET	LOSS	ANd	COmPREhENSIVE	INCOmE	 	 	 	 	 	 	 	 	 $	(199)	

BASIC	ANd	dILuTEd	NET	LOSS	PER	ShARE	(in	dollars)		 	 	 	 	 	 	 $(0 01)	

BASIC	ANd	dILuTEd	wEIGhTEd	AVERAGE	NumBER	OF	ShARES	OuTSTANdING	 	 	 	 34,934

SHAREHOLDERS’ EQUITY 

108-dAy	PERIOd	ENdEd	SEPTEmBER	30,	2010	 	 	 	 ShARE	 	 ShAREhOLdERS’
(IN	ThOuSANdS	OF	dOLLARS)	 	 	 	 CAPITAL	 dEFICIT	 EquITy

	
Opening	balance	(Note	2)	 	 	 	 	 	 	 $													–	 	 $						–	 	 $												–	
Share	issuance	following	the	plan		

of	arrangement	(Note	2)	 	 	 	 	 	 	 589,331	 	 –	 	 589,331	
Net	loss		 	 	 	 	 	 	 –	 	 (199)	 	 (199)	

Balance	as	at	September	30,	2010	 	 	 	 	 	 	 $589,331	 	 $(199)	 	 $589,132	

The	accompanying	notes	to	the	financial	statements	are	an	integral	part	of	these	statements.
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BALANCE SHEET

AS	AT	SEPTEmBER	30,	2010
(IN	ThOuSANdS	OF	dOLLARS)	 	 	 	 	 	 2010

ASSETS	 	 	 	 	
Interest	in	Gaz	métro	Limited	Partnership	(Note	5)	 	 	 	 	 	 	 	 	 $630,559	
Other	long-term	assets	 	 	 	 	 	 	 	 	 	 	 767	

	 	 	 	 	 	 	 	 	 	 	 	 $631,326	

LIABILITIES	 	 	 	 	
CuRRENT	LIABILITIES	 	 	 	 	
Accounts	payable	and	accrued	liabilities	 	 	 	 	 	 	 	 	 $					1,047	
Future	income	taxes	(Note	8)	 	 	 	 	 	 	 	 	 	 	 1,317	

	 	 	 	 	 	 	 	 	 	 	 	 2,364	

FuTuRE	INCOmE	TAxES	(Note	8)	 	 	 	 	 	 	 	 	 	 	 39,830	

	 	 	 	 	 	 	 	 	 	 	 	 42,194	

ShAREhOLdERS’	EquITy	 	 	 	 	
ShARE	CAPITAL	(Note	7)		 	 	 	 	 	 	 	 	 	 	 589,331	
dEFICIT	 	 	 	 	 	 	 	 	 	 	 (199)	

	 	 	 	 	 	 	 	 	 	 	 	 589,132	

	 	 	 	 	 	 	 	 	 	 	 	 $631,326	

Subsequent	events	(Note	13)

CASH FLOWS

108-dAy	PERIOd	ENdEd	SEPTEmBER	30,	2010
(IN	ThOuSANdS	OF	dOLLARS)	 	 	 	 	 	 2010

OPERATING	ACTIVITIES	 	 	 	
Net	loss	 	 	 	 	 	 	 	 	 	 	 $(199)	
Non-cash	items:	 	 	 	

Future	income	taxes	 	 	 	 	 	 	 	 	 	 	 (81)	

	 	 	 	 	 	 	 	 	 	 	 	 (280)	
Change	in	non-cash	working	capital	items		 	 	 	 	 	 	 	 	 280	

CASh	FLOwS	RELATEd	TO	OPERATING	ACTIVITIES		 	 	 	 	 	 	 	 –	
	 	 	 	
NET	INCREASE	IN	CASh	ANd	CASh	EquIVALENTS	 	 	 	 	 	 	 	 	 –	
CASh	ANd	CASh	EquIVALENTS,	BEGINNING	OF	PERIOd	 	 	 	 	 	 	 –	

CASh	ANd	CASh	EquIVALENTS,	ENd	OF	PERIOd		 	 	 	 	 	 	 	 	 $						–	

The	accompanying	notes	to	the	fi	nancial	statements	are	an	integral	part	of	these	statements.

Director
RéAL	SuREAu,	FCARéAL	SuREAu,	FCA
Director

On behalf of the Board of Directors,

PIERRE	mONAhAN
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NOTES TO THE  
FINANCIAL STATEMENTS

(ALL	TABuLAR	AmOuNTS	ARE	IN	ThOuSANdS	OF	dOLLARS)

NOTE 1. NATURE OF OPERATIONS

Valener Inc. (Valener or the Company), whose head office is located at 1717 du Havre, Montreal, Quebec, Canada 
H2K 2X3, is incorporated under the Canada Business Corporations Act. Valener’s common shares are listed and 
traded on the Toronto Stock Exchange (TSX) under the “VNR” trading symbol.

The Company owns a 29.0% interest in Gaz Métro Limited Partnership (Gaz Métro), whose core business is the 
distribution of natural gas in Quebec (Gaz Métro-QDA).

NOTE 2. PLAN OF ARRANGEMENT

On June 22, 2010, on the recommendation of its Independent Committee, the Board of Directors of Gaz Métro  inc. 
(GMi), in its capacity as General Partner of Gaz Métro, approved a reorganization that would transform the public 
ownership structure of Gaz Métro into a new dividend-paying publicly listed company, Valener.

The reorganization was completed under a plan of arrangement under Section 192 of  the Canada Business 
Corporations Act (the arrangement) and approved by Gaz Métro’s unitholders on September 14, 2010 and by the 
Superior Court of Quebec on September 21, 2010. The effective date of this arrangement was September 30, 2010.

The arrangement involved the exchange, on a one-for-one basis, of all publicly held units of Gaz Métro, which 
collectively represented an approximate 29% economic interest  in Gaz Métro, for common shares of Valener. 
After  the exchange, Valener became a  limited partner of Gaz Métro,  like GMi and Gaz Métro Plus  Inc., which 
have maintained their respective interests in Gaz Métro. The public unitholders of Gaz Métro have retained their 
proportionate economic interest in Gaz Métro, indirectly through Valener, and will benefit, through Valener, from 
an increase in Gaz Métro distributions otherwise payable to Valener in an aggregate amount of $20,000,000 over 
a three-year period (approximately $6,700,000 per fiscal year). The plan of arrangement is also comprised of 
agreements and commitments as described in Note 9.

In addition  to  its  interest  in Gaz Métro, Valener will have  the ability  to pursue,  for  its own benefit, certain 
development and acquisition strategies,  in particular under an option granted by Gaz Métro  to directly or 
indirectly acquire 49% of Gaz Métro’s direct or  indirect  interest  in  the wind power projects  located on  the 
Seigneurie de Beaupré  land, subject  to obtaining all required consents. Valener may exercise the Seigneurie 
Option, as defined below, in whole but not in part, at any time and from time to time for a period of 90 days from 
September 30, 2010.

When Valener was incorporated on June 15, 2010, GMi purchased ten common shares of Valener in exchange for a 
cash consideration of $10. On September 30, 2010 (arrangement date), under the arrangement, Valener acquired 
all Gaz Métro units held by the public in exchange for the common shares it had issued on a one-for-one basis. 
To do so, Valener issued 34,933,663 common shares at a per share price of $16.87, which was the fair value of 
Gaz Métro’s units on September 30, 2010 according to the quoted price on the TSX on that date, for a total amount 
of $589,331,000. On the same date, Valener bought back the ten common shares held by GMi at their fair value, 
i.e., $10.

NOTE 3. SIGNIFICANT ACCOUNTING POLICIES

FINANCIAL	STATEmENT	PRESENTATION
The financial statements of Valener are prepared in accordance with Canadian generally accepted accounting 
principles (GAAP).

uSE	OF	ESTImATES
In preparing the financial statements, the management of GMi, in its capacity as General Partner of Gaz Métro, 
acting as manager of Valener (the management of the manager) must make estimates and assumptions that 
have an impact on the assets and liabilities shown in the balance sheet, the contingent liabilities noted as at the 
date of the financial statements, and the revenues and expenses presented in the statement of income for the 
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fiscal year. Actual results may differ from these estimates. Financial statement items requiring greater use of 
estimates  include valuations of  long-term assets,  fair value determinations of assets and  liabilities acquired 
through business combinations, and income taxes.

CASh	ANd	CASh	EquIVALENTS
Cash and cash equivalents consist of cash and highly liquid investments with an initial maturity of three months 
or less from the acquisition date.

INVESTmENTS
The Company accounts for its investment in its entity subject to significant influence using the equity method. 
Under this method, the investment is  initially recorded at cost, and then adjustments are made to reflect the 
Company’s share in the net income (or net loss) of the entity subject to significant influence, which is recorded 
in income. 

When  the share  in  the net  loss of  the entity subject  to significant  influence exceeds  its carrying value,  the 
investment’s carrying value is reduced to nil. The Company then stops accounting for its share of the loss that 
exceeds the carrying value, except to the extent that the Company has an obligation or is otherwise committed to 
providing additional financial support to the entity subject to significant influence.

The management of  the manager periodically examines  the Company’s  investment  in  its entity subject  to 
significant  influence, and whenever  its  fair value has declined below  its carrying amount and the decline  is 
considered other than temporary, the carrying amount is written down to fair value and the loss is recorded 
in income.

INTEREST	IN	GAz	méTRO	LImITEd	PARTNERShIP
As at September 30, 2010, Valener’s primary asset is a 29.0% interest in Gaz Métro, the core business of which 
is the distribution of natural gas by pipeline in Quebec, which is an activity regulated by the Régie de l’énergie 
(the Régie). 

Also,  through subsidiaries,  joint ventures and companies subject  to significant  influence, Gaz Métro  is active 
in other activities  that are  regulated by other agencies. Vermont Gas Systems and Green Mountain Power 
Corporation are regulated by  the Vermont Public Service Board; Portland Natural Gas Transmission System 
is  regulated by  the Federal Energy Regulatory Commission; Trans Québec & Maritimes Pipeline  Inc. and 
Champion Pipe Line Corporation Limited fall under the jurisdiction of the National Energy Board.

In exercising  their authority,  these  regulatory agencies  render decisions on, among other  things, system 
development, rate-setting, and the use of certain underlying accounting policies that differ from those applied 
by non-regulated enterprises.

Since Gaz Métro  is an entity  that mainly operates  in  industries where  the  rates are  regulated by  various 
regulatory agencies,  the accounting policies adopted by Gaz Métro may differ  from  those normally used 
by entities whose activities are not rate-regulated. Consequently,  the value of  the  interest and  the share  in 
Gaz Métro’s net income (net loss) would be different if Gaz Métro were not engaged in rate-regulated activities. 

The Company  is unable  to make a  reasonable estimate of  the monetary  impact of  these  rate-regulation 
practices on the value of its investment in its entity subject to significant influence.

FOREIGN	CuRRENCy	TRANSLATION
The assets and liabilities of  the  interest  in Gaz Métro that are related to  foreign activities are translated  into 
Canadian dollars at the rate of exchange prevailing on the balance sheet date. The resulting gains and losses are 
presented in accumulated other comprehensive income.

INCOmE	TAxES
Valener is taxable on all its income as determined by enacted or substantively enacted tax laws.

The Company uses the liability method to recognize income taxes. Under this method, future income tax assets 
and liabilities are determined based on differences between the carrying amount and the tax bases of the assets 
and liabilities. They are measured by using enacted or substantively enacted tax rates and laws at the date of the 
financial statements for the years in which the temporary differences are expected to reverse. Future income 
tax assets are recognized when it is more likely than not they will be realized.

Note	3.	Significant	accounting	policies	(cont’d)	
uSE	OF	ESTImATES	(CONT’d)



VALENER INC.: NOTES TO THE FINANCIAL STATEMENTS  63

BuSINESS	COmBINATIONS
In January 2009,  the Accounting Standards Board  (AcSB)  issued Section 1582 of  the Canadian  Institute of 
Chartered Accountants’ Handbook  (Handbook), which  replaced Section 1581 of  the Handbook, Business 
Combinations. This  standard  is meant  to be  the Canadian equivalent of  international  financial  reporting 
standard 3, Business Combinations. This section applies prospectively  to business combinations with an 
acquisition date falling in a fiscal period beginning on or after January 1, 2011. Early application is permitted. 

Under  the new recommendations, business acquisitions must be measured at  the  fair value of  the acquired 
business,  including  the  fair  value measurement of  items such as non-controlling  interests and contingent 
payments.  In addition, business acquisition costs and acquisition-created restructuring costs are expensed 
rather  than  capitalized.  The  Company  has  decided  to  early  adopt  this  new  Section  as  of  June  15,  2010. 
Consequently, the cost of the investment in Gaz Métro, as described in Note 5 of the financial statements, was 
accounted for in accordance with Handbook Section 1582 requirements. 

FINANCIAL	INSTRumENTS
A financial  instrument  is a contract  that gives rise  to a financial asset  for one party  to  the contract and to a 
financial liability or equity instrument for another party. Financial instruments are recognized on the balance 
sheet when the Company becomes party to the contractual obligations of the instrument.

Financial assets and liabilities are initially recorded at their fair value, and subsequent measurements are made 
based on their classification, which are described below. Classification is based on the objectives set when the 
financial instruments were bought or issued, on their characteristics, and on the designation given by the Company.

The Company classifies financial instruments as follows:
•  Cash and cash equivalents are designated as assets or  liabilities held  for  trading and are measured at 

fair value. The gains and  losses resulting  from remeasurements of held-for-trading assets or  liabilities 
at  the end of each fiscal period are recorded  in  the statement of  income.  Investment  income on assets 
and liabilities designated as held for trading is included in other revenues and expenses in the statement 
of income. Net gains and net losses on assets and liabilities classified as held for trading are recorded in 
the statement of income as a loss or gain on financial instruments. These net gains and net losses do not 
include investment income.

•  Accounts payable and accrued liabilities and long-term debt are classified as financial liabilities not held 
for trading. They are recognized at amortized cost in accordance with the effective interest rate method, 
which, upon initial recognition, equals fair value.

The three levels of the fair value hierarchy are as follows:
•  Level 1 — This category includes assets and liabilities measured at fair value on the basis of unadjusted 

prices applied to identical assets and liabilities in active and accessible markets at the measurement date. 
An active market for an asset or liability means a market where operations occur at sufficient frequency 
and volumes to provide a constant flow of information on prices.

•  Level 2 — This category  includes measurements based on directly or  indirectly observable data other 
than  the quoted prices  included  in Level 1. Financial  instruments  in  this category are measured using 
models or other standard valuation techniques in the industry, techniques that are derived from observable 
market data. These valuation techniques use data such as quoted prices in the forward market, time value, 
volatility factors and prices quoted by brokers that can be observed or corroborated on the market for the 
entire term of the derivative financial instrument.

•  Level 3 — This category includes measurements based on data that is less observable or unavailable or 
for which the observable data does not largely substantiate the fair value of the financial instruments. In 
general, Level 3 valuations relate to long-term operations that are transacted in less active markets or in 
places where it is impossible to obtain information on the price, or for which no price quoted by brokers is 
sufficiently enforceable to justify a Level 2 classification.

The fair value hierarchy requires the use of observable market data each time that such data exists. A financial 
instrument is classified according to the lowest level from which significant data was used in measuring its 
fair value.

COmPREhENSIVE	INCOmE
Comprehensive  income  is  the change  in equity or net assets of an enterprise during a period caused by 
factors from non-shareholder sources and comprises Valener’s net income and other comprehensive income. 
Other comprehensive  income comprises  the  revenues, expenses, gains and  losses  that are  recognized  in 
comprehensive income but excluded from net income and includes Gaz Metro’s share of other comprehensive 
income, net of  income  taxes  in all cases. The components of comprehensive  income are presented  in  the 
statement of comprehensive income.
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TRANSACTION	COSTS
Transaction costs related  to held-for-trading financial assets are expensed as  incurred. Transaction costs 
related to financial instruments not classified as held for trading are added to the carrying value of the asset or 
subtracted from the carrying value of the underlying liability, and they are then recognized over the expected life 
of the financial instrument using the effective interest rate method.

NET	INCOmE	PER	ShARE
Basic net income per common share is calculated by dividing the net income available to common shareholders 
by the weighted average number of shares outstanding during the fiscal year.

NOTE 4. FUTURE ACCOUNTING CHANGES

AdOPTION	OF	INTERNATIONAL	FINANCIAL	REPORTING	STANdARdS	(IFRS)
In February 2008,  the AcSB announced that publicly accountable enterprises will be required to adopt  IFRS, 
which have been  included  in  the Handbook under Part  I –  International Financial Reporting Standards since 
January 2010, for interim and annual financial statements for fiscal periods beginning on or after January 1, 2011. 
IFRS will require additional financial statement disclosures, and while IFRS use a conceptual framework similar 
to GAAP, enterprises will have to take the differences in accounting principles into account.

Currently under GAAP, Gaz Métro  is applying certain accounting policies specific  to rate-regulated activities 
that allow regulatory assets and liabilities to be recognized and presented as deferred charges and credits in 
Gaz Métro’s consolidated financial statements. Because Valener accounts  for  its  investment using the equity 
method, the value of  its  interest  in Gaz Métro would be different  if Gaz Métro did not carry on rate-regulated 
activities. In July 2009, the International Accounting Standards Board (IASB) issued an exposure draft clarifying 
the application of some of these rate-regulation accounting policies under IFRS and at the time was planning to 
publish the final standard, which would apply to fiscal periods beginning on or after January 1, 2011, in June 2010. 
In fiscal 2010,  the  IASB technical staff and the  IASB held several meetings during which  they discussed the 
results of the additional research and detailed analyses carried out. The IASB members had mixed opinions as to 
the relevance of developing a standard on this matter. Following these presentations, no decision has been made 
on the technical matters, but the IASB agreed to include, in its agenda for the next public consultation to be held 
by June 30, 2011, a request for comments on the form that the project on rate-regulated activities might take. 

In October 2010, the AcSB amended the Introduction to Part I of the Handbook. Under the amendment, qualifying 
entities with rate-regulated activities are now permitted to continue applying current Canadian GAAP, included 
in the Handbook under Part V − Pre-changeover Accounting Standards,  for an additional one-year period, as 
opposed to the additional two-year period initially suggested in a July 2010 exposure draft. The Company plans 
to avail  itself of this deferral period and to adopt  IFRS starting with  its fiscal year beginning October 1, 2012, 
namely, fiscal 2013, and to present restated information in compliance with IFRS for fiscal 2012.

The Company is actively participating in the discussions, monitoring Canadian and international developments 
in standards on  this matter, and updating, as necessary,  its  IFRS  transition project. Given  the uncertainty 
surrounding the  IASB’s draft exposure on rate-regulated activities,  it  is currently  impossible to quantify how 
the  future  transition  to  IFRS will  impact Valener’s financial statements and  the notes  thereto. Considering 
these current differences between GAAP and IFRS, the impacts may be material. Additional information will be 
disclosed during the course of the project.

Note	3.	Significant	accounting	policies	(cont’d)	
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NOTE 5. INVESTMENT IN AN ENTITY SUBjECT TO SIGNIFICANT INFLUENCE

	 	 	 	 	
	 	 	 	 	 INTEREST	 2010

Interest	in	Gaz	métro	Limited	Partnership		 	 	 	 	 	 	 29 0	%	 $630,559

The  acquisition  of  an  interest  in  Gaz  Métro’s  equity  constitutes  an  investment  in  an  entity  subject  to 
significant  influence, which has been accounted  for using  the equity method since  the arrangement date of 
September 30, 2010. 

The cost of  the  investment  in Gaz Métro Limited Partnership reflects  (i) Valener’s share  in  the  fair value of 
Gaz Métro units on September 30, 2010 according  to  the quoted price on  the TSX on  that date and  (ii)  the 
consideration of the future income tax liability related to rate-regulated activities.

The total cost of the Company’s investment in Gaz Métro was allocated to the identifiable net assets acquired 
based on  the  fair value of  this  investment  in Gaz Métro, determined by an  independent valuation and using 
the equity method. The preliminary allocation of the amount by which the cost of the investment in Gaz Métro 
exceeded  the value assigned  to  this  investment was $360,078,000 as at September 30, 2010. This excess 
amount consisted of intangible assets (mainly a trademark) and goodwill in an amount of $318,850,000 and the 
counterparty of the future income tax liability related to rate-regulated activities in an amount of $41,228,000. 
This excess amount was  included  in  the  initial cost of  the  investment. The purchase price allocation of  this 
investment is preliminary and subject to change once the valuation of the identifiable net assets are finalized and 
other purchase price adjustments are made.

Since  the acquisition of  the  interest  in Gaz Métro was carried out on  the  last day of fiscal 2010, no share  in 
Gaz Métro’s net income was recorded as at September 30, 2010.

NOTE 6. LONG-TERM DEBT

	 	 	 	mAxImum	AuThORIzEd
	 	 	 	 AmOuNT		 mATuRITy	 2010

Credit	facility		 	 	 	 	 	 	 $75,000	 	 2015	 	 $													–	

The credit facility is secured by Valener’s units in Gaz Métro. It bears interest at floating rates based on bankers’ 
acceptance rates or the prime rate, adjusted according to the terms of this facility.

Under the terms of this credit facility, the Company must comply with restrictive covenants requiring it to satisfy 
certain financial ratios or conditions at all times. As at September 30, 2010, Valener was in compliance with all 
of the conditions of its credit facility.

As of September 30, 2010,  the costs of  implementing the credit  facility of $767,000 were presented as Other 
long-term assets in the Company’s balance sheet.

NOTE 7. SHARE CAPITAL

AuThORIzEd
Unlimited number of common shares without par value.

ISSuEd	ANd	PAId

	 	 	 	 	 	 	
	 	 	 	 	 	 2010

34,933,663	common	shares	 	 	 	 	 	 	 	 	 	 	 $	589,331
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NOTE 8. INCOME TAxES

RECONCILIATION	OF	INCOmE	TAx	RATES
The income tax expense shows an effective tax rate that differs from the rate computed under Canadian income tax 
legislation. This difference between the statutory tax rate and the effective tax rate is explained in the table below: 

	 	 	 	 	 	 	
	 	 	 	 	 	 2010

Loss	before	income	taxes		 	 	 	 	 	 	 	 	 	 	 $					(280)	
Combined	statutory	tax	rate	 	 	 	 	 	 	 	 	 	 	 29 9%

Income	taxes	(recovered)	at	statutory	rate	 	 	 	 	 	 	 	 	 (84)	
Increase	attributable	to	the	following:		 	 	
	 Net	impact	of	non-taxable	and	other	items	 	 	 	 	 	 	 	 	 3	

Income	taxes	(recovered)	 	 	 	 	 	 	 	 	 	 	 $							(81)	

	 	 	 	
Effective	income	tax	rate	 	 	 	 	 	 	 	 	 	 	 28 9%

FuTuRE	INCOmE	TAx	COmPONENTS

	 	 	 	 	 	 	
	 	 	 	 	 	 2010

Future	income	tax	assets:	 	 	 	 	
Non-deductible	allowances	related	to	the	non-rate-regulated	activities	of	Gaz	métro	 	 	 $			1,158	

Future	income	tax	liabilities:		
Variances	attributable	to	the	rate-regulated	activities	of	Gaz	métro	 	 	 	 	 (32,292)	 	
Variances	attributable	to	the	non-rate-regulated	activities	of	Gaz	métro		 	 	 	 	 (10,013)	

	 	 	 	 	 	 	 	 	 	 	 	 (42,305)	

Net	future	income	tax	liabilities	 	 	 	 	 	 	 	 	 	 	 $(41,147)	

PRESENTATION	OF	FuTuRE	INCOmE	TAxES

	 	 	 	 	 	 	
	 	 	 	 	 	 2010

Future	income	tax	liabilities:		 	 	 	 	
Current	 	 	 	 	 	 	 	 	 	 	 $		(1,317)	 	
Long-term	 	 	 	 	 	 	 	 	 	 	 (39,830)	

	 	 	 	 	 	 	 	 	 	 	 	 $(41,147)	

Valener uses the liability method to recognize the income taxes arising from its interest in Gaz Métro related 
to rate-regulated activities. The counterparty of these future income tax liabilities is reflected in its interest in 
Gaz Métro.
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NOTE 9. RELATED PARTY TRANSACTIONS

All  related party  transactions are carried out  in  the normal course of operations and, unless otherwise 
indicated, are measured at  the exchange amount, which  is  the amount of  the consideration established and 
agreed upon by the related parties.

A.	 AdmINISTRATION	AGREEmENT
Because Valener does not have employees, on September 30, 2010, Gaz Métro and Valener entered  into a 
15-year administration and management support agreement  (the Administration Agreement) pursuant  to 
which, inter alia, (i) Gaz Métro, either directly or through GMi, its General Partner, will provide to Valener certain 
administration and management support services solely  in  respect of Valener’s  interest  in Gaz Métro and 
related public company matters and,  in certain circumstances, certain additional services, and (ii) Gaz Métro 
will reimburse Valener for certain expenses, subject to certain limitations. 

Under the terms of  this agreement, Valener shall reimburse Gaz Métro  for all operating and other expenses 
incurred  in providing  the services, and Gaz Métro shall  reimburse Valener  for all general administrative 
expenses (including public company costs) that it incurs starting from October 1, 2010, subject to a maximum 
aggregate amount of (i) $1,750,000 per fiscal year for the first five years and (ii) $1,000,000 per fiscal year for 
the subsequent ten-year period, or until the termination of the Administration Agreement. These amounts are 
subject to annual indexing in accordance with the consumer price index and any fee increases implemented by 
the regulatory authorities or the TSX from time to time, which are out of Valener’s control.

As at September 30, 2010, the Company had not recognized any expenses or expense reimbursements related 
to this Administration Agreement.

B.	 FIRST	AddITIONAL	SERVICES	AGREEmENT	RELATING	TO	ThE	dEBT	OF	VALENER
On September 30,  2010, Gaz Métro and Valener entered  into a 15-year services agreement under which 
Gaz Métro, either directly or through GMi, its General Partner, provides to Valener certain additional services 
related  to  its financings, both debt and equity, and  to  the administration of  these financings. Valener shall 
reimburse to Gaz Métro an amount equal to all operating and other expenses incurred by Gaz Métro in providing 
the additional services under the First Additional Services Agreement relating to the Debt of Valener.

As at September 30, 2010, the Company had not recognized any expense related to this First Additional Services 
Agreement relating to the Debt of Valener.

C.	 	AGREEmENT	FOR	ThE	OPTION	TO	ACquIRE	49%	OF	GAz	méTRO’S	50%	dIRECT		
OR	INdIRECT	INTEREST	IN	ThE	SEIGNEuRIE	PROjECT	(SEIGNEuRIE	OPTION)

On September 30, 2010, Valener, Gaz Métro, GMi, Noverco  Inc., GMi’s shareholder, and Gaz Métro Éole  inc. 
(Éole), a wholly owned subsidiary of Gaz Métro, entered  into an agreement under which Valener was granted 
an  irrevocable and exclusive option  to acquire, within  the 90 subsequent days, directly or  indirectly, a 49% 
interest in Gaz Métro’s direct or indirect interest in the Seigneurie Project. The purchase price for the interest 
in this project is equal to its fair market value, which, according to Gaz Métro, Éole and Valener,  is 49% of all 
the expenses  incurred by Gaz Métro and Éole  in respect of  the Seigneurie Project up  to  the closing date of 
the purchase of  the Seigneurie Project  interest. The  fair market value of  this Seigneurie Project  interest as 
of September 30, 2010  is approximately $1,600,000. Upon exercising  the Seigneurie Option, Valener will be 
required  to directly or  indirectly assume  its pro rata portion of  the guarantees  that GMi has granted up  to 
the closing date of the purchase of the Seigneurie Project interest, which was approximately $2,100,000 as at 
September 30, 2010.

d.	 	SECONd	AddITIONAL	SERVICES	AGREEmENT	wITh	RESPECT		
TO	ThE	SEIGNEuRIE	PROjECT

On September 30, 2010, Gaz Métro and Valener entered into a 15-year services agreement that will come into 
force upon  the exercise of  the Seigneurie Option. Pursuant  to  this agreement, Gaz Métro, either directly or 
through GMi, its General Partner, will provide to Valener certain additional services solely related to Valener’s 
interest in the Seigneurie Project. Valener shall reimburse to Gaz Métro an amount equal to all operating and 
other expenses incurred by Gaz Métro in providing the additional services under the Second Additional Services 
Agreement with respect to the Seigneurie Project.

As at September 30, 2010,  the Company had not  recognized any expense related  to  this Second Additional 
Services Agreement with respect to the Seigneurie Project. 
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NOTE 10. CAPITAL MANAGEMENT

Valener manages its capital to ensure that its shareholders earn a stable and foreseeable return and to create 
wealth  for  them over  time. Valener considers  the nature of  its assets and  its anticipated cash needs  in  its 
approach to managing its capital structure.

Valener’s capital management activities include the issuance of new debt; the issuance of new shares directly 
on  the market or via  the Dividend Reinvestment Plan  (implemented on October 1, 2010 as described  in Note 
13); making the necessary investments to maintain its interest percentage in Gaz Métro and in the Seigneurie 
Project should the Seigneurie Option be exercised; receiving distributions from its entity subject to significant 
influence; paying dividends to shareholders; using cash flows from operating activities and other changes  in 
cash and cash equivalents.

Valener considers  its capital structure  to be comprised of shareholders’ equity and  long-term debt. As at 
September 30, 2010, Valener’s capital structure was made up solely of $589,132,000 in shareholders’ equity. 

NOTE 11. FINANCIAL INSTRUMENTS

The classification, carrying amount and fair value of the financial instruments are as follows:

	 	 	 	 	 	 	
	 	 	 	 	 	 2010
	 	 	 	 	 CARRyING	 FAIR	
	 	 	 	 	 AmOuNT	 VALuE

FINANCIAL	LIABILITIES	NOT	hELd	FOR	TRAdING	
Accounts	payable	and	accrued	liabilities	 	 	 	 	 	 	 $1,047	 	 $1,047

The fair value amounts presented in these financial statements represent the consideration estimated by the 
Company that would be agreed upon in an arm’s length transaction by willing and knowledgeable parties. These 
estimates were determined at a specific date and could be amended during future periods as a result of market 
conditions or other factors. 

The fair value of the financial instruments approximates their carrying amount given the short period to maturity 
or because  the  terms and conditions of  the receivables are comparable  to market  rates and conditions  for 
similar items.

NOTE 12. FINANCIAL INSTRUMENT RISk MANAGEMENT

OVERVIEw	OF	RISk	mANAGEmENT
Valener  is exposed to the risk related to  its  investment  in  its entity subject  to significant  influence and to the 
risks related to the activities of this entity subject to significant influence. Valener is exposed to liquidity risk.  
The existing strategies, policies and controls are designed to ensure that the risks assumed by Valener and other 
related risks comply with regulatory requirements and with Valener’s objectives and its risk tolerance. Risks are 
managed within limits approved by its Board of Directors and applied by the management of the manager.

LIquIdITy	RISk
Liquidity risk  is  the risk  that Valener would be unable  to pay  its financial commitments as they become due. 
Valener manages  liquidity  risk by  forecasting cash flows  in order  to determine  its financing needs and by 
ensuring that it has sufficient cash and credit facilities to fulfill needs and to meet its financial obligations as 
they become due. The credit facility and access to capital markets allow it to meet these needs. However, any 
significant reduction in the ability of Valener to access capital markets by reason of, for example, a significant 
deterioration in economic conditions, the general condition of financial markets, or a negative financial market 
perception of Valener’s financial position or outlook, could have a negative  impact on Valener’s activities, 
financial position or net income.
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NOTE 13. SUBSEQUENT EVENTS

dIVIdENd	REINVESTmENT	PLAN
On October 1, 2010, the Company implemented a Dividend Reinvestment Plan (DRIP) under which shareholders 
of Valener may elect to have all or part of their cash dividends automatically reinvested in additional common 
shares of Valener. The Valener shares  thus purchased may, at Valener’s option, be either newly  issued  from 
treasury or acquired on the open market. If the Valener shares to be purchased under the DRIP are newly issued 
from treasury, the price of these shares will be the weighted average price of Valener’s shares on the TSX for the 
five trading days immediately preceding the dividend payment date on Valener shares (weighted average price) 
and may include, at Valener’s option, a discount of up to 5%. If the shares are purchased on the open market 
through the TSX, the transfer agent will purchase the shares in question within ten business days of the dividend 
payment date. The unused portion of the cash dividends paid on the shares held under the DRIP, if applicable, 
and attributable  to  the participants will be used  to purchase newly  issued shares  from the Company at  the 
weighted average price. 

Brokerage and administrative fees will not be charged to shareholders for purchases or withdrawals of Valener 
shares under the DRIP, and all DRIP administrative costs will be assumed by Valener.

Valener’s Board of Directors has approved the initial application of a 2% discount on the prices of newly issued 
shares under the DRIP.

ACquISITION	OF	AddITIONAL	GAz	méTRO	uNITS
On  October  7,  2010,  the  Company  subscribed,  in  proportion  to  its  current  interest  in  Gaz  Métro,  for 
1,707,010 Gaz Métro units for a total cash consideration of approximately $29,002,000, drawing this amount on 
its credit facility.

ShARE	ISSuANCE
On November 2, 2010, the Company issued 2,344,302 common shares at a per-share price of $17.30 for a total 
cash consideration of approximately $38,300,000, net of the related issuance costs. The net proceeds were used 
to repay the full amount drawn on the credit facility and were also allocated to general Company purposes.

dECLARATION	OF	dIVIdENdS
On November 18, 2010, Valener’s Board of Directors declared a quarterly dividend of $0.25 per common share 
for the quarter ending December 31, 2010, payable on January 17, 2011 to shareholders of record at the close of 
business on December 30, 2010 and, under the DRIP, approved a 2% discount of the weighted average price, as 
defined in the DRIP.
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MaNaGEMENt’S rEPort
on the consolidated financial statements 

of gaz métro limited partnership

the consolidated fi nancial statements of Gaz Métro Limited Partnership and all of  the  information  in  this 
report are the responsibility of the management of Gaz Métro inc., acting in its capacity as General Partner of 
Gaz Métro Limited Partnership. it is management’s responsibility to select the appropriate accounting policies 
and to exercise its best judgement in determining reasonable and fair estimates based on Canadian generally 
accepted accounting principles and decisions by bodies  that govern  the various regulated activities of  the 
Partnership. Financial information found elsewhere in this report is consistent with the consolidated fi nancial 
statements. this information and the consolidated fi nancial statements are published with the approval of the 
Board of directors of Gaz Métro inc.

Management maintains accounting and  internal control systems  that are designed  to provide  reasonable 
assurance that accounting records are reliable and assets are safeguarded.

the Board of directors of Gaz Métro inc. assumes its responsibilities for the consolidated fi nancial statements 
primarily  through  the  audit  Committee,  made  up  solely  of  outside  directors.  the  audit  Committee  has 
reviewed all of the information in this report as well as the annual consolidated fi nancial statements and has 
recommended they be approved by the Board. the audit Committee also examines on a continuous basis the 
quarterly fi nancial results and the results of  internal and external  independent audits of accounting methods 
and the system of internal controls. the audit Committee also recommends to the Board the choice of external 
auditors. the external and internal auditors are free to communicate with the audit Committee.

the  following consolidated  financial  statements of Gaz Métro Limited Partnership have been audited by 
raymond Chabot Grant thornton LLP, Chartered accountants, in accordance with Canadian generally accepted 
auditing standards. their audit  included  the  tests and other procedures  they deemed necessary under  the 
circumstances. their independent opinion on the consolidated fi nancial statements is presented hereinafter.

SoPHIE BroCHUSoPHIE BroCHU
President and Chief 
executive offi cer 
Gaz Métro inc.

Montreal (Canada)
november 18, 2010

PIErrE DESParS, Ca
executive Vice President, executive Vice President, 
Corporate affairs and 
Chief Financial offi cer
Gaz Métro inc.
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aUDItorS’ rEPort
to the partners of gaz métro limited partnership

We have audited the consolidated balance sheets of Gaz Métro Limited Partnership as at september 30, 2010 
and 2009 and the consolidated statements of income, comprehensive income, Partners’ equity and cash fl ows 
for the years then ended. these consolidated fi nancial statements are the responsibility of the management of 
Gaz Métro inc., acting in its capacity as General Partner of the Partnership. our responsibility is to express an 
opinion on these consolidated fi nancial statements based on our audits.

We conducted our audits in accordance with Canadian generally accepted auditing standards. those standards 
require that we plan and perform an audit to obtain reasonable assurance whether the consolidated fi nancial 
statements are free of material misstatement. an audit includes examining, on a test basis, evidence supporting 
the amounts and disclosures  in  the consolidated fi nancial statements. an audit also  includes assessing  the 
accounting principles used and signifi cant estimates made by management, as well as evaluating the overall 
consolidated fi nancial statement presentation.

in our opinion,  these consolidated fi nancial statements present  fairly,  in all material  respects,  the fi nancial 
position of the Partnership as at september 30, 2010 and 2009 and the results of its operations and its cash fl ows 
for the years then ended in accordance with Canadian generally accepted accounting principles.

Montreal (Canada), november 17, 2010

1 chartered accountant auditor permit no. 20154

1
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CoNSoLIDatED INCoME

Years ended september 30
(in thousands of dollars and in thousands of shares)     2010 2009

revenues         $2,020,437	 	 $2,249,216
direct costs         1,260,439	  1,457,945

gross margin         759,998	  791,271

expenses    
operating and maintenance         333,458	  332,343
amortization (notes 9, 11, 13, 14 and 17)         174,515	  192,545
interest on long-term debt (note 16(j))         106,394	  113,331
financial expenses and other         3,466	  4,289

          617,833	  642,508

income before share in earnings of companies  
subject to significant influence and income taxes     142,165	  148,763

share in earnings of companies subject to significant influence     22,001	  23,366

income before income taxes         164,166	  172,129
income taxes (recovered) (note 22)         (14,517)	  13,677

net income         $				178,683	 	 $   158,452

basic and diluted net income per unit (in dollars)     $											1 48	 	 $          1 32

basic and diluted weighted average number of units outstanding   120,452	  120,452

CoNSoLIDatED  
CoMPrEHENSIVE INCoME

     2010 2009

net income         $178,683	 	 $158,452
other comprehensive income     
unrealized exchange losses on translation of financial statements  

of self-sustaining foreign operations and other       (8,907)  (1,514)

comprehensive income          $ 169,776	 	 $156,938

the accompanying notes to the consolidated financial statements are an integral part of these statements.
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CoNSoLIDatED PartNErS’ EQUItY

     accumulated 
     other 
Years ended september 30, 2010 and 2009     comprehensive partners’ 
(in thousands of dollars)   capital deficit income equitY

balance as at september 30, 2008     $ 1,011,905  $(30,223)  $(39,707)  $ 941,975
net income     –  158,452  –  158,452
unrealized exchange losses on translation  

of financial statements of self-sustaining  
foreign operations and other      –  –  (1,514)  (1,514)

distributions to partners     –  (149,361)  –  (149,361)

balance as at september 30, 2009     1,011,905	  (21,132)	  (41,221)	  949,552
net income     – 	  178,683	  – 	  178,683
unrealized exchange losses on translation  

of financial statements of self-sustaining  
foreign operations and other     – 	  – 	  (8,907)	  (8,907)

distributions to partners     – 	  (186,701)	  – 	  (186,701)

balance as at september 30, 2010     $1,011,905	 	 $(29,150)	 	 $(50,128)	 	 $932,627

the accompanying notes to the consolidated financial statements are an integral part of these statements.
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CoNSoLIDatED BaLaNCE SHEEtS

as at september 30
(in thousands of dollars)     2010	 2009

assets
current assets
cash and cash equivalents         $							51,102	 	 $      48,994
trade and other receivables (notes 7 and 27)       165,479	  112,291
income taxes receivable         8,947	  1,838
inventories (notes 4 and 8)         157,384	  189,245
prepaid expenses         7,609	  7,650
derivative fi nancial instruments (notes 4 and 26)       1,021	  –

          391,542	  360,018

propertY, plant and equipment (notes 4 and 9)       2,407,532	  2,209,016

other items
investments and other (note 10)         212,529	  195,013
deferred charges (notes 4 and 11)         484,000	  413,024
intangible assets (notes 4 and 13)         39,335	  9,845
goodwill (note 14)         111,006	  114,214
derivative fi nancial instruments (notes 4 and 26)       13	  5,634
other long-term assets (note 4)         20,690	  –

          867,573	  737,730

          $3,666,647	 	 $3,306,764

liabilities
current liabilities
bank overdraft         $									8,180	 	 $        4,630
bank loans (note 15)         41,023	  47,722
accounts payable and accrued liabilities (note 4)       234,574	  240,525
derivative fi nancial instruments (notes 4 and 26)       107,506	  –
current portion of long-term debt (notes 4 and 16)       68,057	  218,542

          459,340	  511,419

long-term debt (notes 4 and 16)         1,749,506	  1,512,174
deferred credits (notes 4 and 17)         246,972	  29,355
future income taxes (notes 4 and 22)         120,995	  129,931
derivative financial instruments (notes 4 and 26)      59,048	  102,813
other long-term liabilities (notes 4 and 18)       98,159	  71,520

          2,734,020	  2,357,212

partners’ equitY 
capital (note 19)         1,011,905	  1,011,905

deficit         (29,150)  (21,132)
accumulated other comprehensive income        (50,128)	  (41,221)

          (79,278)	  (62,353)

          932,627	  949,552

          $3,666,647	 	 $3,306,764

subsequent events (note 30)

the accompanying notes to the consolidated fi nancial statements are an integral part of these statements.

on behalf of the Board of directors of Gaz Métro inc. in its capacity as General Partner,on behalf of the Board of directors of Gaz Métro inc. in its capacity as General Partner,on behalf of the Board of directors of Gaz Métro inc. in its capacity as General Partner,

SoPHIE BroCHU
director

réaL SUrEaU, FCaréaL SUrEaU, FCa
director

on behalf of the Board of directors of Gaz Métro inc. in its capacity as General Partner,on behalf of the Board of directors of Gaz Métro inc. in its capacity as General Partner,

SoPHIE BroCHU
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CoNSoLIDatED CaSH FLoWS

Years ended sePteMber 30
(in thousands oF doLLars)     2010	 2009

oPeratinG aCtivities    
net income         $178,683	 	 $158,452
distributions received from companies subject to significant influence   11,847	  14,255
non-cash items:     

amortization of property, plant and equipment (note 9)     127,315	  130,571 
amortization of deferred charges and credits,  
 financing costs and intangible assets (notes 11, 13, 16(i) and 17)     48,486	  62,845 
reduction in deferred charges related to the cost of energy     83,751	  86,843 
rate stabilization accounts          (35,622)	  (13,241) 
share in earnings of companies subject to significant influence     (22,001)	  (23,366) 
Gain on sale of investment (note 12(a))         – 	  (1,991) 
Writedown of goodwill (note 14)         – 	  1,572 
Future income taxes         (7,153)	  9,329 
other         6,740	  16,734

          392,046	  442,003
Change in non-cash working capital items (note 20a))       (49,110)	  57,059

Cash FLoWs reLated to oPeratinG aCtivities       342,936	  499,062

investinG aCtivities    
Purchases of property, plant and equipment       (144,143)	  (151,852)
Changes in deferred charges and credits       (85,248)	  (129,567)
Purchases of intangible assets (note 13)         (3,729)	  –
sale of a subsidiary and an interest in a company subject to significant  

influence (note 6)         – 	  7,428
increase in interest in a company subject to significant influence and other    (12,713)	  (9,174)

Cash FLoWs reLated to investinG aCtivities        (245,833)	  (283,165)

FinanCinG aCtivities    
Change in bank loans         (5,995)	  (6,943)
increase in term loans          907,994	  36,683
repayment of term loans         (693,232)	  (243,389)
issues of other long-term debts         69,142	  317,660
repayments of other long-term debts         (188,479)	  (150,850)
distributions to Partners         (186,701)	  (149,361)

Cash FLoWs reLated to FinanCinG aCtivities       (97,271)	  (196,200)

iMPaCt oF exChanGe rate FLuCtuations  
on Cash and Cash equivaLents        (1,274)	  (73)

net (deCrease) inCrease in Cash and Cash equivaLents     (1,442)	  19,624

Cash and Cash equivaLents, beGinninG oF Year     44,364	  24,740

Cash and Cash equivaLents, end oF Year (1)       $		42,922	 	 $  44,364
(1) Cash and cash equivalents at end of year consist of $39,150 in cash, $11,952 in short-term investments, and $8,180 in a bank overdraft. as at 

september 30, 2009, these amounts were, respectively, $37,652, $11,342 and $4,630. 

the accompanying notes to the consolidated financial statements are an integral part of these statements.
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NotES to tHE CoNSoLIDatED  
FINaNCIaL StatEMENtS

(all tabular amounts are in thousands of dollars)

NotE 1. NatUrE oF oPEratIoNS

Gaz Métro Limited Partnership  (the Partnership or Gaz Métro)  is a company whose core business  is  the 
distribution of natural gas  in Quebec  (Gaz Métro-Qda). Gaz Métro  is also,  indirectly,  the sole shareholder of 
Vermont Gas systems  inc.  (VGs),  the sole gas distributor  in Vermont  (U.s.a.), and of Green Mountain Power 
Corporation (GMP), the second largest electricity distributor in Vermont. in addition, through its subsidiaries, 
joint ventures and companies subject  to significant  influence, Gaz Métro  is active  in other, mostly regulated 
activities relating to the transportation and storage of natural gas as well as energy and other services.

NotE 2. PLaN oF arraNGEMENt

on June 22, 2010, on the recommendation of its independent Committee, the Board of directors of Gaz Métro inc. 
(GMi),  in  its capacity as General Partner of  the Partnership, approved a reorganization  (the reorganization) 
that would transform the public ownership structure of Gaz Métro  into a new dividend-paying publicly  listed 
company, Valener inc. (Valener).

the reorganization was completed under a plan of arrangement under section 192 of  the Canada Business 
Corporations act (the arrangement) and approved by Gaz Métro’s unitholders on september 14, 2010 and by the 
superior Court of Quebec on september 21, 2010. this effective date of this arrangement was september 30, 2010.

the arrangement involved the exchange, on a one-for-one basis, of all publicly held units of Gaz Métro, which 
collectively represented an approximate 29% economic interest  in Gaz Métro, for common shares of Valener. 
after  the exchange, Valener became a  limited partner of Gaz Métro,  like GMi and Gaz Métro Plus  inc., which 
have maintained their respective interests in Gaz Métro. the public unitholders of Gaz Métro have retained their 
proportionate economic interest in Gaz Métro, indirectly through Valener, and will benefit, through Valener, from 
an increase in Gaz Métro distributions otherwise payable to Valener in an aggregate amount of $20,000,000 over 
a three-year period (approximately $6,700,000 per fiscal year).

in addition  to  its  interest  in Gaz Métro, Valener will have  the ability  to pursue,  for  its own benefit, certain 
development and acquisition strategies,  in particular an option granted by Gaz Métro  to acquire 49% of 
Gaz Métro’s 50% indirect interest in the wind power projects located on the seigneurie de Beaupré land, subject 
to obtaining all the required consents. Valener may exercise the seigneurie option, in whole but not in part, at 
any time and from time to time for a period of 90 days from september 30, 2010.

as a result of this arrangement, the Partnership is no longer considered a specified investment Flow-through 
(siFt) entity for the purposes of the income tax act, since its units are no longer listed on a stock exchange. 
therefore, Gaz Métro and  its subsidiaries and  joint ventures  formed as  limited partnerships are no  longer 
required to adhere to eiC-167, Future  income tax Liabilities –  income trusts and other specified  investment 
Flow-throughs published on october 1, 2007  in  the Canadian  institute of Chartered accountants’ handbook 
(handbook), requiring the recognition of future income tax assets and liabilities.

Consequently,  the  future  income  tax  liability  of  $103,257,000  related  to  limited  partnerships  with  rate-
regulated activities, recorded by Gaz Métro as at June 30, 2010, was reversed on september 30, 2010, and the 
corresponding deferred charges account was reduced by an equivalent offsetting amount. 

Furthermore, the future income tax liability of $27,500,000 recorded by Gaz Métro as at June 30, 2010 related 
to  limited partnerships without  rate-regulated activities was also reversed on september 30, 2010, and an 
equivalent offsetting future income tax recovery was recorded.
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NotE 3. SIGNIFICaNt aCCoUNtING PoLICIES

financial statement presentation
the consolidated financial  statements of Gaz Métro are prepared  in accordance with Canadian generally 
accepted accounting principles (GaaP).

principles of consolidation
the  consolidated  financial  statements  of  the  Partnership  include  the  accounts  of  Gaz  Métro  and  all  its 
subsidiaries. all intercompany transactions and balances have been eliminated. the Partnership’s investments 
in jointly controlled enterprises (joint ventures) are accounted for under the proportionate consolidation method.

use of estimates
in preparing the consolidated financial statements, the Partnership’s management has to make estimates and 
assumptions  that have an  impact on  the assets and  liabilities shown  in  the consolidated balance sheet,  the 
contingent liabilities noted as at the date of the consolidated financial statements and the revenues and expenses 
presented in the consolidated statement of income for the year. actual results may differ from these estimates. 
Consolidated financial statement items requiring greater use of management estimates include the liabilities 
and costs arising from employee pension plans and other postretirement benefits, key economic assumptions 
used in determining the allowance for doubtful accounts, the useful life of assets for amortization purposes, the 
measurement of future cash flows expected to be generated by assets, estimated unbilled deliveries for revenue 
recognition purposes, the fair value determination of assets and liabilities in business combinations, the effects 
of rate regulation on regulatory assets and liabilities, the future cost of retiring property, plant and equipment, 
goodwill for impairment testing purposes, provisions for income taxes, the determination of future income tax 
assets and liabilities, and the fair value determination of financial instruments.

regulation
Gaz Métro’s core business is the distribution of natural gas by pipeline in Quebec, an activity that is regulated by 
the régie de l’énergie (the régie).

also,  through subsidiaries,  joint ventures and companies subject  to significant  influence,  it  is active  in other 
activities that are regulated by other agencies. trans Québec & Maritimes Pipeline  inc.  (tQM) and Champion 
Pipe Line Corporation Limited (Champion) are regulated by the national energy Board (neB). Portland natural 
Gas transmission system (PnGts) is regulated by the Federal energy regulatory Commission (FerC), and VGs 
and GMP are regulated by the Vermont Public service Board (VPsB).

in exercising  their authority,  these  regulatory agencies  render decisions on, among other  things, system 
development, rate-setting and the use of certain underlying accounting policies that differ from those applied by 
non-regulated enterprises. 

the effect of rate regulation on some of the Partnership’s accounting policies is also presented in notes 4 and 5. 

cash and cash equivalents
Cash and cash equivalents consist of cash and highly liquid investments with an initial maturity of three months 
or less from the acquisition date.

assignment of claims
the Partnership’s claims securitization program meets sale-of-assets criteria and is therefore not recognized 
on  the balance sheet. the excess of claims assigned over  the amounts  received  in cash  is  the amount of 
subordinated interests retained by the Partnership, which is accounted for under trade and other receivables 
in the balance sheet. the fair value of these subordinated interests approximates the carrying amount since the 
claims sold will be recovered over a short period of time. 

inventories
inventories consist mainly of natural gas used by Gaz Métro-Qda and VGs.  inventories are measured at 
the  lower of  cost and net  realizable  value. Cost  is determined using  the weighted average cost method.  
Gaz Métro-Qda and VGs are not authorized  to profit  from the sale of natural gas. as such,  the difference 
between the supply rates approved by the régie and the VPsB and the actual cost of supplying natural gas is 
recognized as an adjustment to direct costs with an offsetting deferred charge or credit in accordance with the 
regulatory mechanism.

supply and other inventories are also recognized at the lower of cost and net realizable value. Cost is determined 
using the weighted average cost method.
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propertY, plant and equipment
Property, plant and equipment consists mainly of assets used in regulated activities and are recorded at cost 
less accumulated amortization. Cost includes direct costs and general expenses as well as a return on funds 
used for certain construction projects that includes both an interest and an equity component, as accepted by 
the various regulatory agencies. When property, plant and equipment related to the system is retired, the gains 
and losses on disposal are charged to accumulated amortization. this method therefore has no impact on the 
Partnership’s net income.

amortization  is mainly calculated using  the straight-line method based on  the estimated  remaining  lives 
of  the existing assets. the amortization  rates used are periodically  reviewed and approved by  the various 
regulatory agencies and reflect the recovery of the unamortized cost of the existing property, estimates of future 
retirement costs in certain cases, and the gain and loss upon disposal of property already retired. the offset for 
the amortization expense related to the estimated future retirement cost is added to deferred credits whereas 
actual retirement costs are applied against them.

the amortization of property, plant and equipment is calculated using the following average amortization rates:

     average amortization rate

storage            2 72% 

transportation            3 17% 

distribution            3 05% 

general plant            7 50% 

production            3 07% 

government grants            3 50%

retirement obligations for propertY, plant and equipment 
the Partnership records the fair value of the obligation to retire property, plant and equipment, when a legal 
obligation exists, as a liability in the period in which it is incurred, provided that a reasonable estimate of fair 
value can be made. the obligation is initially measured at fair value using the expected present value technique 
and is subsequently adjusted to reflect any change resulting from the passage of time and any change in the 
timing of payment or in the amount of the initial estimate. 

in most cases, however, it is impossible to determine the precise scope of the legal obligations of Gaz Métro-Qda 
and of tQM or when they would have to incur the cost of meeting such obligations. Consequently, a reasonable 
estimate of the fair value of the related liability cannot be made without undue effort. estimates of the future 
retirement costs of certain property, plant and equipment are presented as deferred credits. in management’s 
view, it is reasonable to expect that the costs of retiring property, plant and equipment used for the regulated 
activities of Gaz Métro-Qda and tQM would be recovered from rates in future fiscal years.

investments and other
investments and other consist primarily of  interests  in companies subject  to significant  influence and other 
investments. the Partnership accounts for its interests in companies subject to significant influence using the 
equity method. 

When the share in the net loss of a company subject to significant influence exceeds its carrying amount, the 
carrying amount of this investment is reduced to nil and the Partnership stops accounting for its share of the 
loss  that exceeds  the carrying amount, except  insofar as  the Partnership has an obligation or  is otherwise 
committed to providing additional financial support to the company subject to significant influence.

Management periodically examines its investment in its company subject to significant influence, and whenever 
its  fair  value has declined below  its carrying amount and  the decline  is considered other  than  temporary,  
the carrying amount is written down to fair value and the loss is recorded in income.

all investments in companies subject to significant influence are entities with rate-regulated activities.

other investments are recorded at fair value. 
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deferred charges and credits
deferred charges and credits consist essentially of amounts paid or received  that will be recovered  from or 
returned to customers through future rates in accordance with regulatory treatment. these deferred charges 
and credits are amortized in rates over various periods depending on their nature.

other deferred charges consist of numerous items of lesser monetary value and are amortized on a straight-line 
basis over a weighted average period of two years.

intangible assets
intangible assets consist mainly of charges related to the development of information technology, in particular 
the costs  incurred by  the Partnership  to develop computer systems and  the cost of software and  licences 
obtained for internal use. Maintenance and training expenses are recognized in income when incurred under the 
operating and maintenance item. refer to note 4 for more details.

intangible assets also include customer lists acquired upon the acquisition of interests in subsidiaries and the 
corresponding share for joint ventures and are recorded at cost, less accumulated amortization.

amortization is calculated using the straight-line method over the following estimated useful lives:

      period

development of information technology         5 and 10 years

customer lists           25 years

goodwill
Goodwill  is  the excess of  the purchase price over  the net values assigned  to assets acquired and  liabilities 
assumed when a business is acquired. Goodwill, which is not amortized, is tested for impairment annually or 
more frequently if events or changes in circumstances indicate that goodwill might not be recoverable. this test, 
which  is carried out  in two steps, first compares the carrying amount and the fair value of the Partnership’s 
reporting units. the fair value of a reporting unit  is calculated based on the discounted cash flow method or 
using external valuations.  if  the carrying amount of a reporting unit exceeds  its  fair value,  the Partnership 
moves on to the second step, which consists of comparing the fair value of the goodwill of the reporting unit 
to its carrying amount and recognizing a loss equal to this excess amount in income. the fair value of goodwill 
corresponds to the excess of the fair value of the reporting unit over the total of the amounts assigned to the 
underlying assets and liabilities. 

the Partnership tests its goodwill for impairment on april 1st of each year. 

impairment of long-term assets
the Partnership’s  long-term assets  that are  tested  for  impairment  include property, plant and equipment, 
deferred charges and intangible assets with finite useful lives. these assets are tested for impairment if events 
or changes in circumstances indicate their carrying amount might not be recoverable. the recoverability test 
consists of comparing the amount of net undiscounted future cash flows that are directly associated with the 
use and future disposal of the asset with its carrying amount. if the carrying amount of the asset exceeds the 
net undiscounted future cash flows, the amount of the impairment, namely the difference between the asset’s 
carrying amount and  its  fair value,  is  recognized  in  the consolidated statement of  income. the  fair value  is 
determined using valuation techniques such as market price, if available, or based on the total discounted future 
cash flows that will likely result from the use and future retirement of the asset.

development activities
the costs related to development activities are capitalized when Gaz Métro has reasonable assurance that these 
costs will be recovered in the future.

foreign currencY translation
Foreign currency monetary assets and liabilities of Canadian enterprises are translated into Canadian dollars 
at the rate of exchange prevailing on the balance sheet date; other assets and liabilities are translated at the 
rate of exchange prevailing on the transaction date. Foreign currency revenues and expenses are translated 
into Canadian dollars at the average rate prevailing during the fiscal year, except revenues and expenses related 
to non-monetary assets and  liabilities, which are  translated at  the rates prevailing on  the  transaction date. 
exchange gains and losses arising from translation are carried to income for the current fiscal year.

note 3. significant accounting policies (cont’d) 
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the assets and  liabilities of  foreign companies subject  to significant  influence and  foreign subsidiaries  that 
are considered self-sustaining are translated  into Canadian dollars at  the rate of exchange prevailing on the 
balance sheet date. revenues and expenses are translated at the average rate prevailing during the fiscal year.  
the resulting gains and losses are presented in accumulated other comprehensive income.

revenue recognition
the Partnership’s revenues are generated mostly from regulated activities and, to a lesser extent, from non-
regulated activities.

revenues from regulated activities come mainly from natural gas and electricity distribution and transportation 
activities  in Canada and  the United states. these revenues are  recognized  in accordance with underlying 
agreements approved by the various regulatory agencies. More specifically, revenues from energy distribution 
are recognized once delivery has occurred, based on meter readings and other methods of estimating customer 
consumption. differences between recognized revenues and billed revenues give rise to regulatory assets and 
liabilities that are presented as deferred charges and deferred credits.

revenues  from non-regulated activities come mainly  from services, consulting and equipment sales. these 
revenues are recognized when earned, that is, when the following conditions have been met:
•  services have been rendered or products delivered to customers;
•  persuasive evidence of an arrangement exists;
•  amounts are fixed or determinable; and
•  collection is reasonably assured.

revenues from non-regulated activities also come from rental income, which is recognized on a straight-line 
basis over the term of the lease.

government assistance
Government assistance is recognized when it is more likely than not that it will be realized and is recorded using the 
cost reduction method. Under this method, government assistance is applied against the related expense or asset.

income taxes
Gaz Métro and  its subsidiaries and  joint ventures  formed as  limited partnerships do not present  income tax 
expense, since, under existing tax legislation, it is the Partners who are taxable.

subsidiaries and  joint ventures  formed as corporations use  the  liability method  to recognize  income taxes. 
Under this method, future income tax assets and liabilities are determined according to differences between the 
carrying amounts and the tax bases of assets and liabilities. they are measured using enacted or substantively 
enacted tax rates and laws at the consolidated financial statement date for the years in which the temporary 
differences are expected to reverse. in all cases, future income tax assets are recognized only if it is more likely 
than not that they will be realized.

emploYee future benefits
the Partnership offers virtually all of its employees defined benefit and defined contribution pension plans as 
well as other postretirement benefit plans, including supplemental health care and life insurance coverage.

the Partnership actuarially determines  the cost of defined benefit plans and other postretirement benefit 
plans using the projected benefit method prorated on eligible years of service. these actuarial calculations are 
based on management’s best estimates concerning (i) the expected return on plan assets, (ii) future changes 
in salary levels and the costs of supplemental health care and life insurance coverage, and (iii) the retirement 
age of employees. Pension plan assets are measured at fair value, which is based on the market values on the 
measurement date. the fair value method is used to calculate the expected return on plan assets that is used to 
determine the accrued benefit cost. 

net actuarial gains and losses that exceed 10% of the higher of the amount of the accrued benefit obligation and the 
fair value of the assets at the beginning of the period are amortized over the expected remaining service life of the 
employee groups, which on average is 11 years for employees covered by defined benefit pension plans and other 
postretirement benefit plans. net actuarial gains and losses that are less than the 10% corridor are not amortized.

the past service cost arising from changes made to  the plans are deferred and amortized on a straight-line 
basis over the expected remaining service life of the employee groups at the date of the changes.

transitional assets and  liabilities are amortized on a straight-line basis over a period equal  to  the expected 
remaining service life of the employee groups that shall receive benefits under the plans.
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Gaz Métro-Qda applies regulatory treatment to account for defined benefit pension plans and other postretire-
ment benefit plans. 

GMP uses a  regulatory  treatment arising  from  the acquisition of  the company  to account  for a portion of 
unamortized actuarial losses, the unamortized past service cost and the unamortized transitional obligation.

the cost of defined contribution pension plans is recognized when services are rendered by the Partnership’s 
employees, which generally corresponds to the time when the contributions are paid.

financial instruments
a financial  instrument  is a contract  that gives rise  to a financial asset  for one party  to  the contract and to a 
financial liability or equity instrument for another party. financial instruments are recognized on the balance 
sheet when the Partnership becomes party to the contractual obligations of the instrument.

financial  instruments are measured at  fair  value upon  initial  recognition. subsequent measurements of 
financial instruments and the accounting for fair value changes depend on their classification.

the classification of  the Partnership’s financial  instruments  in  the various categories  is presented  in  the 
following table:

cateGories financiaL instruMents

financial assets and  
  liabilities held for trading

cash and cash equivalents
Grants receivable (a)

surrender value of life insurance policies (a)

investments in asset-backed commercial paper (a)

derivative financial instruments that do not qualify as hedging items

Loans and receivables trade and other receivables

financial liabilities  
  not held for trading

Bank overdraft
Bank loans
accounts payable and accrued liabilities
Long-term debt

(a) these financial instruments are presented under investments and other on the consolidated balance sheet.

assets and  liabilities held  for  trading are recognized at  fair  value on  the balance sheet. Gains and  losses 
arising from changes in fair value are recognized  in  income for the period  in which they arise, except for the 
consideration for derivative financial instruments related to rate-regulated activities, which is recognized as an 
adjustment to deferred charges.

Loans and receivables and financial liabilities not held for trading are measured at amortized cost in accordance 
with the effective interest rate method, which, upon initial recognition, equals fair value.

the Partnership has categorized  its financial assets and  liabilities measured at  fair value  into a  three-level 
hierarchy that is based on the observable nature of the data used to measure the fair value. the three levels of 
the fair value hierarchy are as follows:
•  Level 1 – this category  includes assets and liabilities measured at  fair value on the basis of unadjusted 

prices applied to identical assets and liabilities in active and accessible markets at the measurement date. 
an active market for an asset or liability means a market where operations occur at sufficient frequency 
and volumes to provide a constant flow of information on prices.

•  Level 2 – this category includes measurements based on directly or indirectly observable data other than 
the quoted prices included in Level 1. financial instruments in this category are measured using models 
or other standard valuation  techniques  in  the  industry,  techniques  that are derived  from observable 
market data. these valuation techniques use data such as quoted prices in the forward market, time value, 
volatility factors and prices quoted by brokers that can be observed or corroborated on the market for the 
entire term of the derivative financial instrument. 

•  Level 3 – this category  includes measurements based on data that  is  less observable or unavailable or 
for which the observable data does not largely substantiate the fair value of the financial instruments. in 
general, Level 3 valuations relate to long-term operations that are transacted in less active markets or in 
places where it is impossible to obtain information on the price, or for which no price quoted by brokers is 
sufficiently enforceable to justify a Level 2 classification.

note 3. significant accounting policies (cont’d)  
employee future benefits (cont’d)
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derivative financial instruments
the Partnership uses derivative financial  instruments  to  reduce or eliminate  the risks  inherent  in certain 
transactions and  identifiable balances  that arise  in  the normal course of operations. these  inherent  risks 
and identifiable balances arise from fluctuations in natural gas and electricity prices and in interest rates and 
foreign exchange rates. the Partnership’s intention in using derivative financial instruments is to ensure that 
unfavourable fluctuations  in cash flows from these transactions and balances are offset by changes  in cash 
flows from the derivative financial instruments. the Partnership does not hold or issue any derivative financial 
instruments for speculative purposes.

the Partnership uses energy derivative financial instruments to manage its exposure to the volatility of natural 
gas prices such as fixed-price swaps, maximum payout swaps, collars and three-way collars. the prices paid 
are based on indices and are therefore variable. the tools make it possible to fix or contain prices in accordance 
with  temporal,  volumetric and financial  limits approved by  the régie  in connection with Gaz Métro-Qda’s 
activities, or by management in the case of VGs. GMP uses fixed-price swaps to manage its risk related to the 
option in the 9701 agreement with hydro-Québec, under which hydro-Québec may purchase certain quantities 
of electricity at a specified price. energy derivative financial instruments are classified as held for trading and, 
accordingly, are not designated as hedging instruments eligible for hedge accounting.

in the case of energy distribution utilities, changes in the fair value of derivative financial instruments related 
to  the cost of energy  that are not designated  in a hedging relationship, excluding embedded derivatives, are 
recognized as an adjustment  to deferred charges, as  required by  the régie and  the VPsB, since  they are 
returned or recovered through energy supply rates.

the Partnership also uses forwards to manage its exchange risk exposure with respect to a significant portion 
of Canadian dollar natural gas purchases for VGs and interest rate swaps to fix the interest rate on a portion of 
the floating rate borrowings of VGs. these derivative financial instruments are not designated as instruments 
eligible  for hedge accounting. therefore,  the changes  in  the  fair  value of  these held-for-trading derivative 
financial instruments are recorded as an adjustment to deferred charges, as required by the VPsB. 

hedging relationships
designation as a hedge is only permitted, if, at the inception and throughout the term of the hedge, it is expected 
that changes in fair value of the derivative financial instruments will offset all changes in the fair value of the 
hedged item attributable to the hedged risk. 

one of the Partnership’s joint ventures uses interest rate swaps to fix interest rates on a portion of its floating 
rate loans. this joint venture applies cash flow hedge accounting.

the Partnership formally documents all relationships between hedging instruments and hedged items as well 
as the risk management objectives and strategy behind its hedging activities. this process involves matching 
all derivative financial instruments with cash flows related to a specific liability. the Partnership also formally 
documents and measures, at  the  inception of  the hedge and continuously  thereafter, whether  the derivative 
financial instruments used as a hedge are effective to offset changes in the fair value or the cash flows of the 
hedged items.

the effective portion of changes in the fair value of a financial instrument designated as a hedge is recognized 
in other comprehensive  income, and gains and  losses  related  to  the  ineffective portion are  immediately 
recognized in income. amounts charged to accumulated other comprehensive income are reclassified in income 
in the periods during which the changes in cash flow of the hedged item impact income. hedge accounting is 
discontinued prospectively when a derivative instrument ceases to satisfy the conditions for hedge accounting, if 
it is sold or liquidated, or if the Partnership terminates the hedge designation. if the hedged item ceases to exist, 
the unrealized gains or losses recognized in other comprehensive income relating to this item are immediately 
reclassified in income.

embedded derivatives
an embedded derivative  that  is not closely related  to  the host contract must be separated and classified as 
a financial  instrument held  for  trading.  it should  therefore be accounted  for at  fair value by recognizing  the 
changes in fair value in the consolidated statement of income. the transaction costs related to the embedded 
derivative must also be recognized in the consolidated statement of income. as at september 30, 2010 and 2009, 
the Partnership did not have any hybrid instrument with an embedded derivative required to be separated from 
the host contract.
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comprehensive income
Comprehensive income is the change in equity or net assets of an enterprise during a period caused by factors 
from non-owner sources and comprises  the Partnership’s net  income and other comprehensive  income. 
other  comprehensive  income  comprises  the  revenues,  expenses,  gains  and  losses  that  are  recognized 
in comprehensive  income but excluded  from net  income and  includes exchange gains and  losses on  the 
translation of net investments in self-sustaining foreign operations and changes in the fair value of derivative 
financial  instruments designated as cash flow hedges, net of  income taxes  in all cases. the components of 
comprehensive income are presented in the consolidated statement of comprehensive income.

transaction costs
transaction costs related to held-for-trading financial instruments are expensed as incurred. transaction costs 
related to financial instruments not classified as held for trading are recognized as a balance sheet adjustment 
to the cost of the underlying financial instrument upon recognition and are amortized using the effective interest 
rate method.

unit option plan
Up to december 31, 2008, Gaz Métro was offering a unit option plan to named senior executives. the Partnership 
was accounting for awards of options using the fair value method, whereby the compensation cost is measured 
on the award date at fair value and is expensed over the option vesting period.

net income per unit and diluted net income per unit
net income per unit is calculated on the basis of the weighted average number of units outstanding. diluted net 
income per unit  is calculated using the treasury stock method to determine the dilutive effect of unit options 
outstanding.

NotE 4. aCCoUNtING CHaNGES

a. rate-regulated activities 
in december 2007, the Canadian institute of Chartered accountants (CiCa) eliminated the temporary exemption 
in handbook section 1100, Generally accepted accounting Principles, which permitted assets and  liabilities 
arising from rate regulation to be recognized and measured on a basis other than in accordance with primary 
sources of GaaP. additionally, handbook section 3465, income taxes, was amended to require the recognition of 
future income tax assets and liabilities related to rate-regulated enterprises. these accounting changes apply 
prospectively to interim and annual financial statements for fiscal periods beginning on or after January 1, 2009, 
without restatement of prior periods. accordingly, the Partnership adopted these changes as of october 1, 2009. 

inventories
Before applying  the amendments  to handbook section 1100,  the Partnership had accounted  for natural gas 
inventories related to Gaz Métro-Qda at a price equal to the supply rate approved by the régie. in accordance 
with the amendments, the Partnership must measure inventories at the lower of cost and net realizable value. 
Cost is determined using the weighted average cost method. the difference between the supply rates approved 
by the régie and the actual cost of supplying natural gas is accounted for as an adjustment to direct costs with 
an offsetting deferred charge or credit account due to the regulatory mechanism for Gaz Métro-Qda described 
in note 5. as at october 1, 2009, the Partnership reduced the value of its natural gas inventories by $28,300,000 
and recognized an equivalent offsetting deferred charges account. the adoption of this accounting change had 
no impact on the Partnership’s net income.

income taxes
in accordance with the amendment to handbook section 3465, effective october 1, 2009, the Partnership was 
required  to recognize  future  income tax assets and  liabilities rather  than using the taxes payable method to 
account for the income taxes related to its rate-regulated activities. this amendment to section 3465 applied to 
Gaz Métro given that it was a public limited partnership and qualified as a siFt within the Minister of Finance’s 
tax Fairness Plan  tabled on october 31, 2006. therefore, as at october 1, 2009,  the Partnership recognized 
an additional  future  income tax  liability by $118,326,000 related essentially  to property, plant and equipment 
and an equivalent offsetting deferred charges account corresponding  to  the amount of  future  income taxes 
to be returned to or recovered from customers  in rates, since  it  is a rate-regulated entity. as a result of  the 
reorganization of Gaz Métro described in note 2, on september 30, 2010, the Partnership reversed the future 
income tax liability by $103,257,000 as well as the related deferred charges by the same amount, recognized for 
the first nine months of fiscal 2010. 

note 3. significant accounting policies (cont’d) 



Gaz Métro LiMited PartnershiP: notes to the ConsoLidated FinanCiaL stateMents  85

emploYee future benefits
Before  the  amendments  to  handbook  section  1100  took  effect  on  october  1,  2009,  the  Partnership  was 
recognizing,  in  income,  the costs of pension benefits and other postretirement benefits of Gaz Métro-Qda, 
VGs and GMP in accordance with regulatory treatments. in accordance with this amendment, the Partnership 
actuarially determines the cost of defined benefit plans and other postretirement benefits using the projected 
benefit method prorated on eligible years of service. 

as at october 1, 2009,  the Partnership recognized an additional asset of $17,800,000 for the employee future 
benefits of Gaz Métro-Qda in respect of defined pension plans and reduced the employee future benefits liability 
by $1,100,000. an additional employee future benefits liability of $39,900,000 in respect of other postretirement 
benefits was recognized on october 1, 2009. the assets and  liabilities are recorded under other  long-term 
assets and other long-term liabilities. as an offsetting entry to these changes, a deferred charges account in the 
amount of $21,000,000 was recognized on october 1, 2009 due to Gaz Métro-Qda’s regulatory mechanism, as 
described in note 5. this accounting change had no impact on the Partnership’s net income.

Furthermore, before adopting the amended standard, VGs and GMP were recognizing, in deferred charges, all 
of the unamortized balances of their pension plans and other postretirement benefits, i.e., the unamortized net 
actuarial losses, the unamortized past service cost and the unamortized transitional obligation. these deferred 
charges consisted of an amount resulting  from a regulatory  treatment applied to account  for  the retirement 
costs and other postretirement benefits and an amount resulting from the acquisition of GMP. after adopting the 
standard amended on october 1, 2009, VGs and GMP reduced their deferred charges and their liabilities related 
to employee future benefits by the amount of the unamortized balances resulting from the regulatory treatment 
applied  to account  for retirement costs and other postretirement benefits,  i.e., $30,714,000. this accounting 
change had no impact on the Partnership’s net income. refer to note 5 for more details. 

allowance for vacation
in accordance with the amendment to handbook section 1100, the Partnership must use accrual accounting to 
recognize vacation payable, rather than the cash basis, which is consistent with recovering costs through the 
rates of Gaz Métro-Qda. after adopting this accounting change, on october 1, 2009, the Partnership recognized a 
$6,450,000 vacation payable liability (recorded under accounts payable and accrued liabilities) and an equivalent 
offsetting deferred charges account. this accounting change had no impact on the Partnership’s net income.

transaction costs
Before october 1, 2009, transaction costs of long-term debt related to rate-regulated activities were presented 
as deferred charges and were amortized on a straight-line basis in accordance with regulatory requirements. 
as a result of the amendment to handbook section 1100, the Partnership must apply the transaction costs of 
long-term debt related  to regulated activities against  long-term debt and amortize  them using  the effective 
interest rate method. as at october 1, 2009, the Partnership reduced its debt by $8,602,000 and the deferred 
charges account  related  to financing by  the same amount. this accounting change had no  impact on  the 
Partnership’s net income.

deferred charges related to the development  
of information technologY
Before october 1, 2009, the Partnership used to present capitalized costs for the development of  information 
technology as deferred charges. in accordance with the amendment to handbook section 1100, the Partnership 
must present costs  for  the development of  information  technology as  intangible assets. therefore, as at 
october 1, 2009,  the Partnership  increased  its  intangible assets by $38,255,000 and  reduced  the  related 
deferred charges account by an equivalent offsetting amount. this accounting change had no  impact on the 
Partnership’s net income.

derivative financial instruments
Before october 1, 2009,  the Partnership used  to recognize all derivative financial  instruments  in  long-term 
assets and  liabilities. as a  result of  the amendment  to handbook section 1100, as at october 1, 2009,  the 
Partnership reduced derivative financial instruments presented as long-term assets and long-term liabilities by 
amounts of $4,578,000 and $69,270,000, respectively, and, as an offsetting entry, it increased derivative financial 
instruments presented as current assets and current liabilities by an equivalent amount.
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future costs of retiring propertY, plant and equipment
Before october 1, 2009,  the Partnership used to recognize a provision  for estimated  future retirement costs 
as an adjustment to the accumulated amortization of property, plant and equipment. this provision had been 
established over  the  years using amounts collected  from customers by estimating  the  future  retirement 
cost  included  in  the amortization rate of certain property, plant and equipment. once property, plant and 
equipment was retired, the actual retirement costs were charged to accumulated amortization. as a result of 
the amendment  to handbook section 1100,  the Partnership must present  the provision  for estimated  future 
retirement costs and the actual retirement costs as deferred credits. as at october 1, 2009,  the Partnership 
therefore  reduced  the  accumulated  amortization  of  property,  plant  and  equipment  by  $176,053,000  and 
recognized an equivalent offsetting deferred credits account. the adoption of this new accounting change had no 
impact on the Partnership’s net income.

b. financial instruments - disclosures
in  June  2009,  the  CiCa  amended  handbook  section  3862,  Financial  instruments  -  disclosures.  these 
amendments aimed to reconcile the financial instrument disclosure requirements in the handbook with those 
of international Financial reporting standards (iFrs) as much as possible. these amendments apply to annual 
financial statements  for years ending after september 30, 2009 and require additional disclosure based on 
a  three-level hierarchy that reflects  the significance of  inputs used  in measuring  fair value. the Partnership 
adopted these new disclosure requirements during the current fiscal year.

future accounting changes

c. international financial reporting standards (ifrs) 
in February 2008,  the accounting standards Board  (acsB) announced that publicly accountable enterprises 
will be required to adopt iFrs, which have been included in the handbook under Part i - international Financial 
reporting  standards  since  January  2010,  for  interim  and  annual  financial  statements  for  fiscal  periods 
beginning on or after January 1, 2011.  iFrs will require additional financial statement disclosures, and while 
iFrs use a conceptual framework similar to GaaP, enterprises will have to take the differences in accounting 
principles into account.

as a  result  of  the  reorganization explained  in note 2,  as of september 30,  2010, Gaz Métro  is no  longer 
considered a publicly accountable enterprise; rather, it meets the definition of a private enterprise as defined in 
the Preface to the handbook. according to the Preface, private enterprises may choose to apply the accounting 
standards set out in Part i or Part ii – accounting standards for Private enterprises, of the handbook. Gaz Métro 
has chosen to apply the accounting standards set out in Part i of the handbook.

Currently under GaaP, Gaz Métro and certain subsidiaries, joint ventures, and companies subject to significant 
influence are applying accounting policies specific  to rate-regulated activities  that allow regulatory assets 
and  liabilities  to be recognized and presented as deferred charges and credits  in  the consolidated financial 
statements.  in July 2009,  the  international accounting standards Board  (iasB)  issued an exposure draft 
clarifying  the application of some of  these accounting policies under  iFrs and at  the  time was planning  to 
publish the final standard, which would apply to fiscal periods beginning on or after January 1, 2011, in June 2010.  
in fiscal 2010,  the  iasB technical staff and the  iasB held several meetings during which they discussed the 
results of the additional research and detailed analyses carried out. the iasB members had mixed opinions as to 
the relevance of developing a standard on this matter. Following these presentations, no decision has been made 
on the technical matters, but the iasB agreed to include in its agenda, for the next public consultation to be held 
by June 30, 2011, a request for comments on the form that the project on rate-regulated activities might take. 

in october 2010, the acsB amended the introduction to Part i of the handbook. Under the amendment, qualifying 
entities with rate-regulated activities are now permitted to continue applying current Canadian GaaP, included 
in the handbook under Part V − Pre-changeover accounting standards,  for an additional one-year period, as 
opposed to  the additional  two-year period  initially suggested  in a July 2010 exposure draft. Gaz Métro plans 
to avail  itself of this deferral period and to adopt  iFrs starting with  its fiscal year beginning october 1, 2012, 
namely, fiscal 2013, and to present restated information in compliance with iFrs for fiscal 2012. 

the Partnership is actively participating in discussions, monitoring Canadian and international developments 
in standards  in  this matter, and updating, as necessary,  its  iFrs  transition project. Given  the uncertainty 
surrounding the  iasB’s draft exposure on rate-regulated activities,  it  is currently  impossible to quantify how 
the future transition to iFrs will impact Gaz Métro’s consolidated financial statements and the notes thereto. 
Considering  these current differences between GaaP and  iFrs,  the  impacts may be material. additional 
information will be disclosed during the course of the project.

note 4. accounting changes (cont’d) 
a. rate-regulated activities (cont’d)
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d.  consolidated financial statements and non-controlling interests 
in January 2009, the acsB issued handbook section 1601, Consolidated Financial statements, and handbook 
section 1602, non-controlling  interests, which  replace section 1600, Consolidated Financial statements. 
section 1601 establishes standards  for  the preparation of consolidated financial statements. section 1602 
establishes standards  for accounting  for a non-controlling  interest  in a subsidiary subsequent  to a business 
combination in the consolidated financial statements of a parent company. section 1602 is the equivalent of the 
corresponding provisions of  international accounting standard  (ias) 27, Consolidated and separate Financial 
statements. these sections apply to the interim and annual consolidated financial statements for fiscal periods 
beginning on or after January 1, 2011. accordingly, Gaz Métro is assessing any impacts of applying these new 
standards on its consolidated financial statements and plans to adopt them as of october 1, 2011.

these sections, as well as handbook section 1582, Business Combinations, must be applied simultaneously if 
adopted by Gaz Métro for a fiscal year beginning before october 1, 2011.

e. business combinations
in January 2009, the acsB also issued handbook section 1582, which replaces handbook section 1581, Business 
Combinations. this standard  is meant  to be  the Canadian equivalent of  iFrs 3, Business Combinations. 
this section applies prospectively  to business combinations with an acquisition date  falling  in a fiscal period 
beginning on or after January 1, 2011. Gaz Métro plans to apply this section to business combinations with an 
acquisition date falling after september 30, 2011, although it is currently assessing the impact that applying these 
new standards will have on its consolidated financial statements. section 1582 must be applied simultaneously 
with sections 1601 and 1602 if adopted by Gaz Métro for a fiscal year beginning before october 1, 2011.

NotE 5. ratE rEGULatIoN

approval of rates
the Partnership operates  in various regulated  industries where  the cost of energy and providing services 
are recovered  in the rates charged to customers. the following  information presents the Partnership’s main 
regulated enterprises and how the regulations affect their accounting treatment.

regulated establishments in quebec
QUeBeC distriBUtion aCtiVitY
the activities of Gaz Métro-Qda are regulated by the act respecting the régie de l’énergie. rates are established 
primarily using a cost-of-service method, which allows Gaz Métro-Qda to fix  its revenues each year so as to 
recover  the costs  it expects  to  incur  to serve  its customers and earn a reasonable base return on deemed 
Partners’ equity allocated to this activity. in addition, an incentive return can be earned for improving financial 
performance. the incentive return stems from a performance incentive mechanism that was implemented in 
october 2000, subsequently amended and due to expire in september 2012.

For regulatory purposes, cost-of-service includes deemed income and capital taxes. the deemed income and 
other  taxes are computed as though Gaz Métro was a  taxable Canadian corporation, notwithstanding the tax 
status and the tax rate of the Partners.

the régie has established  that  the rate of  return on  the rate base  is  to be fixed using a “deemed” capital 
structure, in which deemed Partners’ equity is in the order of 46.0%, including 38.5% that is compensated as if it 
were common shares and 7.5% as if it were preferred shares.

the authorized base rates of return are determined using formulas approved by the régie. For the year ended 
september 30,  2010,  they were 9.20% on Partners’ deemed common share equity and 5.21% on deemed 
preferred share equity compared to 8.76% and 5.25% respectively, for the preceding year. no incentive return 
on Partners’ deemed common share equity was authorized  for fiscal 2010, as Gaz Métro was expecting a 
productivity loss in its 2010 rate case, compared to an incentive return of 0.18% for fiscal 2009.

With respect to the supply service, meaning the supply of natural gas, the act respecting the régie de l’énergie 
states that the distributor shall sell natural gas at its actual supply cost. the natural gas supply rate is adjusted 
monthly using the rate adjustment mechanism in place.
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regulated establishments elsewhere in canada
tQM and ChaMPion
the main activity of tQM, in which Gaz Métro owns a 50.0% interest, and of Champion, which is wholly owned 
by Gaz Métro, is the transportation of natural gas. these activities are regulated by the neB, an independent 
federal agency that regulates the  international and  interprovincial aspects of  the petroleum, natural gas and 
electricity industries with respect to revenue determination, tolls, construction and operations.

this agency approves the tolls based on the annual cost of service, which  includes,  in particular, a specified 
annual return on equity as well as operating expenses,  taxes and amortization. a toll schedule based on the 
estimated cost of service is applied for the current year, and the difference between the estimated and actual 
cost of service is included in the tolls for the following year.

tQM’s  interim authorized rate of return  is based on an after-tax weighted average cost of capital  (atWaCC) 
of 6.4% for its years ending december 31, 2010 and 2009. in october 2009, the neB agreed to modify its usual 
formula and adopted a new methodology for establishing the return on capital to let tQM decide on the optimal 
capital structure that would better reflect its economic reality and business risks. tQM plans to continue these 
initiatives with the interested parties and the neB to obtain final rates for fiscal 2010. tQM achieved a capital 
structure consisting of 40% of common equity in the last quarter of fiscal 2010.

Champion uses  the rate of  return on equity based on  the rate-of-return  formula approved by  the neB and 
adopted during hearing rh-2-94 on the cost of capital of a number of pipeline companies. Champion’s deemed 
equity ratio is set at 46%. Champion’s authorized rate of return was 9.20% for its year ended september 30, 2010 
compared to 8.76% for its previous fiscal year.

regulated establishments in the united states
VGs and GMP
VGs and GMP,  two  indirectly wholly owned subsidiaries of Gaz Métro, are regulated by  the VPsB. rates  for 
their activities are established using a cost-of-service method, which enables them to fix their revenues so as 
to recover the costs they expect to incur to serve their clientele and earn a reasonable base return on deemed 
shareholders’ equity. deemed shareholders’ equity was 55.0% of the rate base for fiscal years 2010 and 2009 for 
VGs and 50.1% and 51.4% in fiscal years 2010 and 2009, respectively, for GMP. the authorized base rate of return 
on common equity, which is set by the VPsB, has been 10.25% since January 1, 2010 for VGs compared to 10.50% 
in fiscal 2009. Where GMP is concerned, this rate has been at 9.69% since october 1, 2009 compared to 10.21% 
from october 1 to december 31, 2008 and 9.81% from January 1 to september 30, 2009. 

the base rates for VGs and GMP are approved annually by the VPsB, whereas natural gas and electricity prices 
are adjusted quarterly using the rate adjustment mechanisms in place.

PnGts
PnGts, in which Gaz Métro owns a 38.3% indirect interest, operates a gas pipeline in the northeastern United 
states. it is subject to rate regulation by the FerC for the transportation of natural gas in accordance with the 
natural Gas act.

the objective of the FerC regulations is to ensure the recovery in rates of costs PnGts expects to incur to serve 
its clientele and a reasonable base return on Partners’ equity. PnGts filed rate cases with its regulatory agency 
on april 1, 2008 and on May 12, 2010 to have its rates increased. the hearings on the rate case filed in 2008 were 
completed in July 2009, and the FerC is expected to hand down a final decision in autumn 2010. 

note 5. rate regulation (cont’d) 
approval of rates (cont’d)
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iMPaCt oF rate reGuLation on ConsoLidated FinanCiaL stateMents
to reflect current or expected regulatory agency measures, the accounting policies adopted by the Partnership 
may differ from the policies that would normally be adopted by a non-regulated enterprise. set out below is a 
description of these differences and their impacts on the consolidated financial statements. 

ProPerty, PLant and eQuiPMent and aMortization
Without  the accounting  treatment applicable  to  rate-regulated entities,  the capitalized  return-on-equity 
component  for certain construction projects,  the corresponding  income and the subsequent amortization of 
these items would not be recognized.

the Partnership  is unable  to make a reasonable estimate of  the monetary  impact of  these rate-regulated 
practices on  the value of property, plant and equipment, amortization expense or other components of  the 
consolidated financial statements.

realized gains and  losses on  the disposal of  retired properties are, as prescribed by current  regulations, 
recorded mainly as adjustments  to  the accumulated amortization related  to property, plant and equipment 
instead of being included directly in income. refer to note 9 for more details.

investMents and other
Without the accounting treatment applicable to rate-regulated entities, the value of the Partnership’s interests 
in companies subject to significant influence with rate-regulated activities would have been different given the 
regulatory treatments used by these companies. 

the Partnership  is unable  to make a reasonable estimate of  the monetary  impact of  these rate-regulation 
practices on the value of the interests in companies subject to significant influence and on the share in earnings 
of companies subject to significant influence presented in the consolidated financial statements.

Business aCQuisition
With respect  to  the acquisition of a rate-regulated enterprise,  the Partnership uses  the carrying amount of 
assets acquired and liabilities assumed in the purchase price allocation and attributes the full amount of the 
excess purchase price  to goodwill. under regulated accounting, assets  included  in  the rate base generate a 
return through cash flows. since these future cash flows are regulated, the fair value of the assets is equal to 
their cost. Without the accounting treatment applicable to rate-regulated entities, the purchase price allocation 
would have been different, as  the Partnership would have remeasured the assets and  liabilities at  their  fair 
value. the Partnership cannot reasonably determine the monetary impact of these rate-regulation practices on 
the purchase price allocation or on the value of intangible assets or other accounts.

reGuLatorY assets and LiabiLities
regulatory assets represent the disbursed amounts that rate-regulated entities expect to recover from their 
customers  in future years through the rate-setting process, as approved by the various regulatory agencies. 
regulatory  liabilities  represent amounts received  that  the rate-regulated entities expect  to  return  to  their 
customers in future years through the rate-setting process.

regulatory assets and  liabilities would not be accounted  for  in  this manner  if  the rates were not regulated. 
they arise from amounts that were not considered in the initial annual rate application or from the amounts of 
differences between the actual revenues and costs versus the estimates made in the annual application. 

in accordance with current regulations, interest generally accrues on the regulatory asset and liability account 
balances and is recovered or returned through rates charged to customers in the future.
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regulatory assets are reported in the balance sheet under deferred charges (note 11) and regulatory liabilities 
are reported under  the accounts payable and accrued  liabilities and deferred credits  items  (note 17). the 
following table presents the net carrying amount of the regulatory assets and liabilities as at september 30,  2010 
and 2009:

    Years   
    of expected  
    recoverY  
    or settlement 2010	 2009

regulatorY assets (liabilities)         
rate stabilization account related to temperature and wind velocity (b) 2011–2016  $				72,975	 	 $  49,983 

rate stabilization account related to inventory variances (b)   2011–2012  $				10,993	 	 $  13,268 

charges related to the cost of energy (net of deferred credits) (a), (c)   2011  $				37,365	 	 $     4,912 

grants paid (d)       2011–2020  $		108,456	 	 $106,297 

charges related to financial instruments (net of deferred credits) (e)  2011–2015  $		164,632	 	 $   96,471 

charges related to the global energy efficiency plan (geep) (f)   2011–2012  $							5,124	 	 $     4,171 

charges related to funding pension plans and  
other postretirement benefits (a), (g)      indeterminable  $				33,650	 	 $  42,728 

credits (charges) related to the green fund duty (h)     2011–2016  $						(1,967)	 	 $     8,129 

customers’ share of overearnings (i)       2011–2012  $			(52,144)	 	 $ (29,355) 

reserve related to the energy efficiency fund (i)    indeterminable  $				(11,932)	 	 $ (18,673) 

financing costs (a), (j)       –  $													– 	 $    8,602 

site decontamination costs in the u.s. (k)     2011–2030  $				12,397	 	 $  13,326 

allowance for vacation (a), (l)       2011  $							7,956	 	 $           – 

future costs of retiring property, plant and equipment (a), (m)  indeterminable  $	(183,706)	 	 $           – 

(a)   as a result of  the adoption of amended handbook section 1100, certain accounting policies used by  the 
Partnership were changed as of october 1, 2009. refer to note 4 for more details.

(b)   to alleviate the unpredictable and uncontrollable impacts of certain events on Gaz Métro-Qda’s activities, 
the régie has authorized Gaz Métro-Qda to use various rate stabilization accounts. the unpredictable 
impacts  for which the régie authorizes stabilization accounts mainly  include the  impact of  temperature 
changes and wind  velocity  changes on  revenues and  the  impact on  income of natural gas  inventory 
variances recorded during the fiscal year. the annual variations are amortized so as to be recovered or 
returned through rates starting in the second subsequent year over periods of five years for temperature 
and wind and over one year for inventory variances.

    With  respect  to  temperature and wind  variances, net amounts of $36,273,000 and $1,484,000  to be 
recovered from customers were recorded in the rate stabilization accounts during fiscal years 2010 and 
2009, respectively, due to warmer-than-normal temperatures partly offset by stronger-than-normal wind 
velocity. the amortization expense for the stabilization account related to temperature and wind velocity 
was $13,281,000 in 2010 and $13,430,000 in 2009. 

   adjustments for inventory variances totalling $(650,000) in 2010 and $11,758,000 in 2009 have been deferred 
to fiscal years 2012 and 2011, respectively,  instead of being recognized  immediately  in  the consolidated 
statement of income under direct costs. the amortization expense for the rate stabilization account related 
to inventory variances was $1,625,000 during fiscal 2010 compared to revenue of $81,000 for fiscal 2009.

   Without the accounting treatment applicable to rate-regulated entities, the results for fiscal years 2010 and 
2009 would have been affected through the use of a different rate-setting approach, the impacts of which 
are not reasonably determinable.

(c)   the impact of rate regulation on the accounting treatment of these assets is described under the inventories 
heading in note 3. the charges (credits) related to the cost of energy consist of offsets related to inventory 
revaluations and other adjustments to the cost of energy delivered that are needed to eliminate the impacts 
from the sale of energy on  income, as prescribed by  the régie and the VPsB. these amounts are  then 
returned  to or recovered  from customers  in  the  form of rate adjustments over a period of 12 months. 
Without  the regulatory  treatment applicable  to  this situation, a customer account receivable or account 
payable would have been recorded in the balance sheet in place of the deferred charges or credits because 

note 5. rate regulation (cont’d) 
regulatorY assets and liabilities (cont’d)
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these energy costs are, by law, fully borne by customers who must ultimately pay for the costs incurred. in 
substance, these accounts only represent differences in billings to customers that are corrected within a 
period of 12 months.

(d)   Grants paid consist mainly of amounts paid to Gaz Métro-Qda customers to convert their equipment so 
they can sign a service contract with Gaz Métro-Qda. these amounts are deferred and then amortized 
over the periods covered by the contracts (generally five years) or longer (ten years) when the customers in 
question do not have the flexibility to switch to an alternative energy source without making a substantial 
investment. if regulatory treatment had not been applied, grants paid would have been recognized in the 
consolidated statement of  income when  incurred.  in  light of  these differences, an additional charge of 
$2,843,000 in 2010 and $2,279,000 in 2009 would have been recorded and included in the rate application.

(e)   the charges related to financial instruments represent the net impacts of remeasurements of the derivative 
financial  instruments of companies  in  the energy distribution segment. these financial  instruments 
mature over five years. since october 1, 2006, derivative financial  instruments must be presented in the 
balance sheet and remeasured at  their  fair  value. Without  the regulatory  treatment applicable  to  this 
situation, the offset of these revaluations, which is presently  included in the deferred charges accounts, 
would be recorded directly in the consolidated statement of income. if regulatory treatment had not been 
applied, the Partnership would have modified its hedge strategies such that the changes in the fair value of 
the financial instruments related to businesses in this segment, which were $68,161,000 and $63,541,000 
during fiscal years 2010 and 2009, respectively, would not affect income. the impacts on the Partnership’s 
income are therefore not reasonably determinable. 

(f)   the GeeP aims to develop energy efficiency programs in which Gaz Métro-Qda customers may participate 
provided that certain criteria are met. Gaz Métro-Qda is therefore committed to making disbursements 
to develop programs and pay grants  to participating customers. the deferred charges related  to  the 
GeeP consist mainly of the differences between the actual net disbursements and those projected at the 
beginning of the year in Gaz Métro-Qda’s rate case. 

   the deferred charges related to the GeeP also include amounts related to the GeeP performance incentive, 
which  is primarily aimed at encouraging Gaz Métro-Qda  to promote and encourage energy efficiency 
among  its customers.  it  therefore constitutes an  incentive return  for  the shareholder. once an annual 
volume reduction goal has been achieved, Gaz Métro  recognizes an amount of  revenue equal  to  this 
incentive and an equivalent offsetting amount in a deferred charges account.

   these amounts are deferred and then fully amortized  in  the second fiscal year after  the year  they were 
incurred. if not for the application of regulatory treatments, the cost variances would have been recognized 
in income when incurred and the incentive would have been accounted for as revenue once it had effectively 
been  received  from customers. accordingly, no subsequent amortization expense would have been 
recorded for these charges. Without this regulatory treatment, net income would have been $953,000 lower 
in 2010 and $1,088,000 higher in 2009.

 (g)   deferred charges  related  to  the  funding of pension plans and other postretirement benefits consist 
of  variances between  the regulatory  treatments used by Gaz Métro-Qda and  the standards defined  in 
handbook section 3461, employee Future Benefits and of an amount resulting from the acquisition of GMP.

   according to the regulatory treatments, Gaz Métro-Qda recovers the costs of its defined benefit pension 
plans and its postretirement benefit plans through rates when these amounts are disbursed. the deferred 
charges therefore consist of the cumulative differences between the costs recorded in income under the 
regulatory treatments and the actuarially determined costs using the projected benefit method prorated 
on eligible years of service under handbook section 3461. these deferred charges that have existed since 
october 1, 2009, as described in note 4, amounted to $24,174,000 as at september 30, 2010. in substance, 
these charges represent the costs that Gaz Métro-Qda expects to be able to recover through future rates. 
they are not subject  to a return on  invested capital or  to specific amortization. Without  this regulatory 
treatment, the costs recorded in income would have been $2,719,000 and $7,664,000 higher, respectively, 
for fiscal years 2010 and 2009. however, these costs would have been included in the rate application, such 
that they could be recovered from customers, thereby eliminating the impact on income.

   according to a regulatory treatment, GMP recognizes, as a deferred charge, a portion of the unamortized 
balances of its defined benefit pension plans and its other postretirement benefit plan, i.e., the unamortized 
net actuarial losses, the unamortized past service cost and the unamortized transitional obligation. these 
deferred charges, resulting from the acquisition of GMP, totalled $9,476,000 and $12,014,000, respectively 
as at september 30, 2010 and 2009. Without  this regulatory  treatment, deferred charges resulting  from 



92  Gaz Métro LiMited PartnershiP: notes to the ConsoLidated FinanCiaL stateMents

the acquisition of GMP would have had an  impact on  the purchase price allocation of  the subsidiary.  
the Partnership  is not able  to make a  reasonable estimate of  the  impacts of  these practices on  the 
purchase price allocation.

   as at september 30, 2009, according to a regulatory treatment, VGs and GMP were recognizing, in deferred 
charges, all of  the unamortized balances of  their pension plans and other postretirement benefits,  i.e., 
the unamortized net actuarial losses, the unamortized past service cost and the unamortized transitional 
obligation. these deferred charges totalled $30,714,000 as at september 30, 2009 and were reversed on 
october 1, 2009, as described in note 4.

(h)   since october 1, 2007, the Partnership has been subject to the annual Green Fund duty for Gaz Métro-Qda. 
the deferred charges related to the Green Fund duty consist of the difference between the duty amount paid 
to the government and the amount billed to customers and comprise two components. the first, recorded 
in  the first quarter of  the fiscal year,  is related to  the  late  implementation of  the new applicable annual 
rates. a net credit of $782,000 was recorded in this account for fiscal 2010 and will be fully amortized during 
fiscal 2011 (a net debit of $3,652,000 in 2009, fully amortized in 2010) such that it can be recovered in rates. 
the second component  is related  to volumes and stems from the difference between volumes actually 
delivered and projected volumes and the difference between the actual duty and the projected duty used 
to set the rate. a net credit of $5,482,000 was recorded in this account in 2010 (a net debit of $3,642,000 in 
2009) and will be amortized, over a period of five years, such that it can be recovered in rates as of fiscal 
2012 (this item for fiscal 2009 will be amortized as of fiscal 2011). the amortization expense for these two 
accounts is $3,832,000 in 2010 ($13,271,000 in 2009).

   if regulatory treatment had not been applied, these differences would have been included in income when 
incurred, and no subsequent amortization expense for these changes would have been recorded.

(i)   the customers’ share of overearnings consists of amounts  related  to Gaz Métro-Qda, VGs and GMP. 
the performance  incentive mechanism relating  to Gaz Métro-Qda  is explained  in  the  information on 
the  incentive return of Gaz Métro-Qda heading of  this note. Under that mechanism, the régie requires 
overearnings attributable to customers to be returned to them, primarily in the form of rate reductions, in 
the year following its approval. Part of the customers’ share in overearnings is also transferred to a fund 
for energy efficiency projects. these funds will be used in accordance with the plans submitted to the régie. 
there is no projected date for the use of these funds. as for VGs and GMP, the overearnings attributable to 
customers is returned to them in the form of a rate reduction over 12 months after the overearnings are 
approved by the VPsB. these liabilities are recorded in the fiscal years in which they arise.

(j)   the financing costs of $8,602,000 as at september 30, 2009 consisted of the transaction costs of the long-
term debt. Before the amendments to handbook section 1100 described in note 4 were being applied, these 
costs were amortized on a straight-line basis in accordance with regulatory requirements. the financing 
costs were reclassified and applied against  long-term debt as at october 1, 2009. the impact of using a 
different expensing method was negligible in fiscal 2009.

(k)   site decontamination costs in the U.s. consist of costs incurred of $5,468,000 as at september 30, 2010 and 
of $5,775,000 as at september 30, 2009 and of estimated future costs of $7,469,000 as at september 30, 
2010 and of $7,551,000 as at september 30, 2009, costs which will eventually be paid by VGs and GMP to 
decontaminate land formerly occupied by a manufactured gas plant that ceased operations in 1966. VGs 
and GMP, together with other enterprises, were held potentially liable for pollution on this site. the costs 
incurred and estimated future costs  for VGs and GMP have been deferred and are amortized over 10 to 
20 years. as an offsetting entry to the regulatory asset, a liability of $7,469,000 as at september 30, 2010 
($7,551,000 as at september 30, 2009) has been recognized  to reflect estimated  future disbursements.  
as approved by the VPsB, the costs are amortized so as to be recovered from future rates without a return 
on  invested capital. Without  the regulatory  treatment, past costs would have been recorded  in  income 
when incurred. Moreover, the offsetting entry of the provision for future costs would have been recognized 
in income instead of a regulatory asset.

(l)   according  to  the  regulatory  treatments, Gaz Métro-Qda  recognizes  the cost of  vacation granted  to 
employees in income when such costs are disbursed, in accordance with the method of recovering costs 
through rates. these deferred charges therefore consist of the cumulative differences between the costs 
recorded  in  income under  the regulatory  treatment and  the costs determined under  the accrual basis 
of accounting. refer  to note 4  for more details.  in substance,  these charges represent  the costs  that 
Gaz Métro-Qda expects  to be able  to recover  through future rates. they are not subject  to a return on 
invested capital or to specific amortization. Without this regulatory treatment, the costs recorded in income 

note 5. rate regulation (cont’d)
regulatorY assets and liabilities (cont’d)
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under the accrual basis of accounting would not have been substantially different from the costs recorded 
under the disbursements method.

(m)   Under a regulatory treatment, the amortization rates used by the Partnership to calculate the amortization 
expense of certain property, plant and equipment  takes  into consideration,  in certain  instances,  the 
estimated future retirement cost. the estimated cost of retiring property, plant and equipment, which is 
compiled using amortization rates, is added to deferred credits while actual retirement costs are applied 
against deferred credits. refer to note 4 for more details. Without this regulatory treatment, income for 
fiscal years 2010 and 2009 would have been affected by the use of a different rate-setting approach, the 
impacts of which are not reasonably determinable.

risks and uncertainties
the risks and uncertainties related to the above-described regulatory assets and liabilities are monitored and 
periodically assessed. if the Partnership deemed that certain amounts would not likely be recovered or returned 
through future rate adjustments, following interventions by the régie or the VPsB, the value of the underlying 
asset or liability would be adjusted accordingly.

information on the incentive return of gaz métro-qda
the incentive return of Gaz Métro-Qda was $10,700,000 in 2010 compared to $11,180,000 in 2009. this incentive 
return for the current year is comprised of:
•  Gaz Métro’s $6,700,000 share in the overearnings of $40,663,000 in excess of the return authorized by the 

régie; and 
•  the $4,000,000 performance incentive related to achieving the GeeP. 

in accordance with the sharing arrangement established in decision d-2007-47 with respect to the performance 
incentive mechanism, Gaz Métro included all of these incentive return components in its income for fiscal 2010. 
this incentive return is subject to the final approval of the régie based on its review of the regulatory report to 
be submitted in december 2010. the $33,963,000 overearnings balance was included in deferred credits and 
will be returned to customers in the form of a rate reduction in fiscal 2012. no contribution was applied to the 
energy efficiency Fund in 2010.

NotE 6.  SaLE oF a SUBSIDIarY aND oF aN INtErESt IN a CoMPaNY SUBjECt 
to SIGNIFICaNt INFLUENCE

on november 16, 2009,  the effective  transaction date, Gaz Métro sold all of  its shares  in teldig systems inc. 
(teldig) for a total consideration of $1,310,000 including repayment of the loan granted to teldig. the transaction 
generated a $780,000 gain. the interest in this company subject to significant influence was previously included 
in the energy services and other segment.

on august 11, 2009, Gaz Métro concluded the sale of all the issued and outstanding shares of aqua-rehab inc. 
(aqua-rehab) for a total cash consideration of $7,428,000, net of related costs. the transaction took effect on 
June 1, 2009. this subsidiary had previously been included in the energy services and other segment.

the sold assets and liabilities of aqua-rehab are as follows:

       
      2009

current assets           $9,825
long-term assets (including goodwill of $683)         6,589

            16,414

  
current liabilities           6,094
long-term liabilities           2,750

            8,844

  
net value of assets sold           7,570
net consideration           7,428

loss on sale           $   142



94  Gaz Métro LiMited PartnershiP: notes to the ConsoLidated FinanCiaL stateMents

NotE 7. traDE aND otHEr rECEIVaBLES

       
     2010	 2009

trade accounts receivable          $139,441	 	 $101,728
related companies         3,624	 	 2,653
other (1)         22,414	 	 7,910

	 	 	 	 	 	 	 	 	 	 $165,479	 	 $112,291
(1) includes an $11,100,000 amount receivable related to series a first mortgage bonds issued by gmp in 2010.

assignment of claims
on september 30, 2010, the Partnership reached a new claims purchase agreement (called the “securitization 
agreement”)  to  replace  the agreement with similar  conditions  that expired on  that date. Under  the new 
agreement, which expires on september 30, 2013, Gaz Métro can assign claims to a securitization trust, with 
limited recourse, on a monthly basis. the securitization trust has no recourse against the other assets of the 
Partnership in the event debtors fail to pay amounts owing when they become due. 

Gaz Métro retained responsibility for the management, administration and collection of the claims sold. no asset 
or liability with respect to the management of the claims has been recorded, given that the monetary benefits 
that the Partnership derives in this regard are almost equal to the value of the services provided. 

the Partnership accounts for this revolving sales agreement as a sale since control of the transferred claims 
was relinquished. the excess of claims assigned over cash amounts received  is  the amount of subordinated 
interests retained by the Partnership that are recorded and included on the consolidated balance sheet under 
trade and other receivables. the fair value of these subordinated interests approximates the carrying amount 
since the claims sold will be recovered over a short period of time.

as at september 30, 2010, the amount of the claims derecognized, net of the subordinated interests retained 
by  the Partnership, amounted  to $1,000,000  ($35,000,000 as at september 30, 2009). the maximum amount 
negotiated with the securitization trust is $85,000,000 ($85,000,000 as at september 30, 2009).

the expense recorded as a sale of claims was $315,000 in 2010 and $837,000 in 2009. these expenses include 
interest, program costs and the expenses relating to unused availability.

no net cash consideration received or paid relating to the assignments and sales of claims has been presented 
as a change in trade and other receivables in the consolidated cash flows statement in 2010 and in 2009.

NotE 8. INVENtorIES

     
     2010	 2009

natural gas         $145,361	 	 $170,615
supply and other         12,023	  18,630

          $157,384	 	 $189,245

no impairment or value recovery was recognized in respect of  inventories during fiscal years 2010 and 2009.  
as a result of the amendments to handbook section 1100, as described in note 4, the Partnership modified some 
of its accounting policies.
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NotE 9. ProPErtY, PLaNt aND EQUIPMENt

       	 	 	 	 	 	 2010
	 	 	 	 AccumulAted	 construction	
	 	 	 cost	 	AmortizAtion	(a)	 in	progress	 totAl	(b)	(c)

storage     $				158,893	 	 $					40,583	 	 $			1,967	 	 $			120,277
transportation      766,680	  527,818	  542	  239,404
distribution     2,737,520	  963,267	  27,352	  1,801,605
general plant     392,910	  117,237	  3,146	  278,819
production     59,986	  7,393	  – 	  52,593

      4,115,989	  1,656,298	  33,007	  2,492,698
government grants     (452,964)	  (367,798)	  – 	  (85,166)

      $3,663,025	 	 $1,288,500	 	 $33,007	 	 $2,407,532

       
        2009
    accumulated construction 
   cost  amortization (a) in progress total (b) (c)

storage     $    166,020  $      40,198  $      341  $    126,163 
transportation      765,007  507,508  573  258,072 
distribution     2,703,941  1,074,705  28,114  1,657,350 
general plant     329,581  123,064  7,458  213,975 
production     69,506  15,008  –  54,498 

      4,034,055  1,760,483  36,486  2,310,058 
government grants     (452,964)  (351,922)  –  (101,042) 

      $ 3,581,091  $ 1,408,561  $36,486  $ 2,209,016 

amortization expense was $127,315,000 in 2010 and $130,571,000 in 2009. during fiscal 2010, the Partnership 
realized losses on the disposal of property, plant and equipment totalling $5,979,000, compared to $4,644,000 in 
2009, and applied them against accumulated amortization.

(a)   as at september 30, 2009, accumulated amortization  included an amount of $176,053,000 related to  the 
cost of retiring property, plant and equipment of Gaz Métro-Qda, GMP and VGs. since october 1, 2009, the 
Partnership has adopted the amendments to handbook section 1100 described in note 4.

(b)   the net carrying amount of property, plant and equipment not subject to amortization, excluding construc-
tion in progress, as at september 30, 2010 and 2009 was $68,995,000 and $72,584,000, respectively, and is 
primarily the cost of cushion gas in storage facilities and lands.

(c)   through  its  interests  in subsidiaries and  joint ventures,  the Partnership owns appliances  that  it  leases 
under operating  leases. the cost and accumulated amortization of  these  leased appliances  totalled 
$68,431,000 and $25,343,000,  respectively,  as at september 30,  2010 compared  to $64,718,000 and 
$21,848,000 as at september 30, 2009. the revenues item in the consolidated statement of income includes 
revenues generated from these operating leases of $17,331,000 and $16,097,000 for fiscal years 2010 and 
2009, respectively.
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NotE 10. INVEStMENtS aND otHEr

       
    interest 2010	 2009

interest in companies subject to significant influence       
 pngts (a)       38.3%  $	 	82,191	 	 $ 80,660
 vermont transco llc (34.1% in 2009) (c)     32.2%  102,196	  87,799
 vermont electric power company, inc.     29.2%  7,702	  7,830
 other         3,284	  2,656

          195,373	  178,945
      
surrender value of life insurance policies (b)       12,054	  10,017
grants receivable in two equal payments up to 2012       1,989	  2,973
other         3,113	  3,078

          $212,529	 	 $195,013

(a)   the  investment  in PnGts has been pledged as security  for senior notes  in  the amount of $172,896,000 
(Us$168,023,000) of this company.

(b)   these are life insurance policies on the lives of active and retired officers of GMP and VGs.

(c)   during the fiscal year, through GMP, the Partnership invested an additional $12,604,000 ($8,768,000 in 2009) 
in Vermont transco LLC  (transco), one of  its companies subject  to significant  influence. nevertheless, 
the total  interest decreased from 34.1% to 32.2% (36.9% to 34.1% in 2009) given that certain partners of 
transco, other than GMP, made larger investments, thereby increasing their interest in the company. Under 
the agreement between the partners, transmission work that meets a specific need of one utility must be 
financed by the company that benefits from the work. 

NotE 11. DEFErrED CHarGES

  
     2010	 2009
    
rate stabilization account related to temperature and wind velocity (b)   $			72,975	 	 $  49,983
rate stabilization account related to inventory variances (b)     10,993	  13,268
charges related to the cost of energy (a)        39,891	  4,912
grants paid (b)          108,456	  106,297
charges related to financial instruments (note 26)       165,666	  96,471
charges related to geep (b)         5,124	  4,171
charges related to funding pension plans and other postretirement benefit plans  33,650	  42,728
charges related to the green fund duty (b), (note 17)       – 	  8,129
financing costs (a), (c)         – 	  8,602
development of information technology (a), (b)       – 	  38,255
site decontamination costs in the united states (b)       12,397	  13,326
allowance for vacation (a)         7,956	  –
other (b)         26,892	  26,882

          $484,000	 	 $413,024

(a)   as a result of the amendments to handbook section 1100, the Partnership modified some of its accounting 
policies. refer to note 4 for more details.

(b)   the amortization of deferred charges was $48,051,000  in 2010 and $67,849,000  in 2009. amortization  in 
2009 had included the amortization of development of information technology of $11,694,000 (note 4).

(c)   Financing costs were reclassified and applied against long-term debt as at october 1, 2009.
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NotE 12. INtErEStS IN joINt VENtUrES

  
     2010	 2009

       
tqm         50 0	%	 50 0 %
tqm services inc.         50 0	%	 50 0 %
rabaska limited partnership (rabaska)       33 3	%	 33 3 %
cdh solutions & operations inc. (cdh) (a)       50 0	%	 50 0 %
mto telecom inc. (1)         49 8	%	 49 8 %
intragaz group         40 0	to	60 0	%	 40 0 to 60 0 %
hydrosolution, l.p.         51 0	%	 51 0 %
(1) 48.8% of this company’s participating shares.       

the share of the joint ventures’ items included in the consolidated financial statements is as follows:

  
     2010	 2009

income       
revenues         $		91,398	  $  89,859
expenses         58,908	  61,227

net income         $		32,490	  $ 28,632 

balance sheet       
current assets         $		21,065	  $ 23,800
long-term assets         380,062	  382,643
current liabilities         (47,233)	  (37,762)
long-term liabilities         (134,565)	  (170,268)

net assets         $219,329	  $198,413 

cash flows related to:       
operating activities         $		55,429	  $  49,295
investing activities         (13,906)	  (9,331)
financing activities         (42,934)	  (40,821)

decrease in cash and cash equivalents        $				(1,411)	  $     (857) 

(a)   on February 14, 2006, the Partnership transferred the units it was holding in Climatisation et Chauffage 
Urbains de Montréal,  s.e.c.  (CCUM)  into a newly  formed  joint  venture, Cdh,  jointly  controlled by  the 
Partnership and a new partner,  for cash. since that date, Gaz Métro has therefore been exercising  joint 
control over CCUM’s activities and using the proportionate consolidation method to account for its interest.

   
   this transaction generated a $6,098,000 gain on the transfer for the Partnership, the full amount of which 

was deferred and recognized  in deferred credits on  the balance sheet. this gain was not recognized  in 
income when the units were transferred because the cash consideration remained  in  the newly  formed 
joint  venture. the gain has been deferred and  taken  into  income on a pro  rata basis as  the net cash 
consideration for the transfer is received by the Partnership. the last third of the remainder of the gain on 
this sale, i.e., an amount of $1,991,000, was included in income in 2009.
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NotE 13. INtaNGIBLE aSSEtS

       
   2010	 	 	 2009
   net   net 
  AccumulAted	 cArrying  accumulated carrYing 
 cost	 AmortizAtion	 Amount cost amortization amount

development of  
information technology (a) $	88,239  $58,377  $29,862  $         –  $        –  $        –

customer lists 12,442  2,969  9,473  12,213  2,368  9,845

  $100,681  $ 61,346  $39,335  $12,213  $2,368  $9,845

(a) before the amendments to handbook section 1100 took effect on october 1, 2009, the partnership had presented the charges related to 
development of information technology in deferred charges. refer to note 4 for more details.

Capitalized intangible assets totalled $3,729,000 in 2010 whereas no intangible asset was capitalized in 2009. of 
this amount, $1,166,000 relates to assets acquired and $2,563,000 relates to internally generated assets in 2010 
(nil in 2009). amortization expense was $12,494,000 in 2010 and $559,000 in 2009. 

NotE 14. GooDWILL

       	 	 	 	 	 	 2010
	 	 	 	 nAturAl	 energy
	 	 	 energy	 gAs		 services
	 	 	 distribution	 trAnsportAtion	 	And	other	 totAl

balance, beginning of year      $82,363	 	 $7,596	 	 $24,255	 	 $	114,214
translation adjustment related 	

to self-sustaining foreign operations    (3,208)	  – 	  – 	  (3,208)

balance, end of year     $	79,155	 	 $7,596	 	 $24,255	 	 $ 111,006

       	 	 	 	 	 	 2009
    natural energY
   energY gas  services
   distribution transportation  and other total

balance, beginning of year   $ 81,864 $7,596 $ 26,510 $ 115,970
translation adjustment related   

to self-sustaining foreign operations    499  –  –  499
writedown     –  –  (1,572)  (a) (1,572)
sale of a subsidiary (note 6)     –  –  (683)  (683)

balance, end of year     $ 82,363  $7,596  $ 24,255  $ 114,214

(a) writedown of goodwill related to aqua-rehab.
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NotE 15. BaNk LoaNS

  maximum
  authorized interest
  amounts  rate (d) maturitY 2010	 2009

gaz métro (a) (0 50% in 2009)   $100,000  1 25% 2011  $26,000	 	 $27,700

gmp (a), (b)    513  –  2011  – 	  –

vgs	(a), (c) (1.20% in 2009)   39,102  1 21% 2011  15,023	  20,022

other   4,666  –   2011  – 	  –

    $144,281      $41,023	 	 $47,722

(a)    the loans are unsecured.

(b)   the maximum authorized amount under the short-term credit facilities of GMP is Us$499,000.

(c)   the maximum authorized amount under  the short-term credit  facilities of VGs  is Us$38,000,000. as at 
september 30, 2010, the balance was Us$14,600,000 (Us$18,700,000 as at september 30, 2009).

    an interest rate swap covering an average borrowing of $8,137,000 (Us$7,908,000) fixes the rate at 0.86% until 
october 1, 2010. on august 24, 2010, VGs concluded an interest rate swap covering an average borrowing of 
$7,966,000 (Us$7,742,000) fixing the rate at 0.49% for the period of october 1, 2010 to october 1, 2011.

(d)   the short-term credit facilities bear interest at variable rates based on bankers’ acceptance rates, prime 
rates or LiBor, adjusted according to the credit facility terms.

Under the terms of the various short-term credit facilities, the Partnership and some of its subsidiaries and joint 
ventures must comply with restrictive covenants requiring it to satisfy certain financial ratios or conditions at all 
times. as at september 30, 2010, the Partnership and its subsidiaries and joint ventures were in compliance with 
all of the conditions of their short-term credit facilities.
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NotE 16. LoNG-tErM DEBt

   interest  
   rate maturitY  2010	 2009

gaz métro
first mortgage bonds (a), (b)         
 series d     10 45% 2017  $125,000	 	 $125,000
 series e     9 00% 2025  100,000	  100,000
 series f     7 20% 2028  50,000	  50,000
 series h     6 95% 2010  – 	  100,000
 series i     7 05% 2031  125,000	  125,000
 series i     6 30% 2034  125,000	  125,000
 series j     5 45% 2021  150,000	  150,000
 series j     5 70% 2036  150,000	  150,000
 series l     5 40% 2013  150,000	  150,000
 series l     4 93% 2019  100,000	  100,000

          1,075,000	  1,175,000
term loan
(0.26% in 2009) (a), (c), (h)     0 85% 2013  240,993	  39,609
other (4 .35% in 2009)     1 54% 2013  1,250	  807

          1,317,243	  1,215,416

nneec         
unsecured senior notes          
series a (us$50,000)     5 93% 2017  51,450	  53,535
series b (us$50,000)     6 12% 2022  51,450	  53,535

          102,900	  107,070

vgs         
unsecured senior notes (d)         
series 7.62% (us$10,000)     7.62% 2028  10,290	  10,707
series 6.44% (us$10,000)     6.44% 2036  10,290	  10,707
series 7.00% (us$10,000)     7.00% 2014  10,290	  10,707

          30,870	  32,121

gmp          
first mortgage bonds (e)         
series 6.04% (us$42,000)     6 04% 2018  43,218	  44,969
series 6.70% (us$15,000)     6 70% 2019  15,435	 		 16,061
series 9.64% (us$9,000)     9 64% 2020  9,261	  9,636
series 8.65% (us$13,000)     8 65% 2022  13,377	  13,919
series 6.53% (us$30,000)     6 53% 2036  30,870	  32,121
series 6.17% (us$16,000)     6 17% 2038  16,464	  17,131
series 5.98% (us$15,000)     5 98% 2019  15,435	  16,061
series 2010a (us$24,765)     2 60%  2011  25,483	  –
      to 5 00% to 2035 
series 2010b (us$5,000)     6 00% 2035  5,145	  –

          174,688	  149,898

unsecured term loan (us$17,300 in 2010     
and us$14,000 in 2009), (0.60% in 2009), (e), (h)    0 61%  2011  17,802	  14,990

other (us$2,472 in 2010 and us$2,723 in 2009)     2019  2,544	  2,915

          195,034	  167,803
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   interest  
   rate maturitY  2010	 2009

tqm         
unsecured bonds (f)         
series i      7 05% 2010  –  50,000
series j      3 91% 2010  –  37,500
series k     4 05% 2014  37,500  37,500
series l     4 25% 2017  50,000	  –

          87,500	  125,000
unsecured term loan (0.79% in 2009) (f), (h)   1 18% 2011  34,700	  17,000

          122,200	  142,000

other         
term loans and other     3 81% 2011 

(4.74% in 2009) (g), (h)       to 2017  58,699	  66,306

          1,826,946	  1,730,716
financing costs,  

net of amortization (i)         9,383  –

          1,817,563  1,730,716
current portion         68,057  218,542

          $1,749,506  $1,512,174

capital repaYments
Capital  repayments  required over  the next  five  years  to meet maturities and sinking  fund  requirements, 
excluding redemptions before maturity at the Partnership’s option, are:

2011: $68,057,000    2012: $14,790,000    2013: $407,119,000    2014: $57,747,000    2015: $30,319,000

(a)   the first mortgage bonds and the authorized $400,000,000 term loan are secured under trust deeds which 
contain a hypothec on the universality of present and future movable and immovable property of Gaz Métro 
situated  in the province of Quebec. the creditors are also covered by a first  immovable hypothec on the 
Partnership’s present and future pipelines and gas system.

   the various long-term debt trust deeds stipulate that Gaz Métro will not issue any new long-term debt if 
such debt were to  increase  its  long-term debt  to  total capitalization ratio  to more than 65% and reduce 
its long-term debt interest coverage ratio to less than 1.5,  in both cases on a non-consolidated financial 
statements basis. the trust deeds also provide that Gaz Métro will not make a distribution to its Partners 
if,  taking  the distribution  into account,  long-term debt would exceed 75% of  the Partnership’s  total 
capitalization on a non-consolidated financial statements basis.

   Gaz Métro and GMi,  its General Partner, have  jointly and severally undertaken, pursuant  to  trust deeds, 
to ensure that Gaz Métro’s  interests  in non-regulated energy-related activities and non-energy-related 
activities do not exceed 10% of Gaz Métro’s total non-consolidated assets, and not more than 5% in the case 
of non-energy-related activities. as at september 30, 2010 and 2009, interests owned by Gaz Métro in non-
regulated energy-related activities and non-energy-related activities, respectively, accounted for 2.8% and 
3.0% of its total non-consolidated assets. of these investments, non-energy-related activities accounted 
for 0.6% of total non-consolidated assets as at september 30, 2010 and 0.7% as at september 30, 2009.

(b)   on november 2, 2009, the Partnership repaid, through GMi, its 6.95% series h First Mortgage Bonds that 
had matured, in an amount of $100,000,000, using term loans.

   on June 18, 2009, the Partnership issued, through GMi, $100,000,000 in series L First Mortgage Bonds. the 
proceeds were used to prepay the unpaid balance of the bridge loan obtained by the Partnership as part of 
the acquisition of GMP, which would have matured on october 9, 2009, and for general business purposes. 

   on october 14, 2008, the Partnership issued, through GMi, $150,000,000 in series L First Mortgage Bonds. 
it used  the proceeds  to repay  the 6.05% series h First Mortgage Bonds  in  the amount of $100,000,000 
which matured on november 10, 2008 and a portion of the borrowings incurred under the revolving credit 
facility as well as for general business purposes.
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   Gaz Métro first mortgage bonds are redeemable at Gaz Métro’s option through GMi, at par value or a value 
reflecting market conditions, whichever is higher.

(c)   on  december  21,  2004,  the  Partnership,  through  its  General  Partner,  signed  a  credit  agreement 
authorizing a term loan of $400,000,000 maturing on december 21, 2012. a portion of this term loan is in 
U.s. dollars, i.e., $63,077,000 (Us$61,300,000) as at september 30, 2010 and $24,626,000 (Us$23,000,000) 
as at september 30, 2009.

(d)   on February 3, 2009, VGs issued unsecured senior notes for an amount of $10,707,000 (Us$10,000,000) in 
order to repay short-term bank loans. 

   VGs has an early  repayment clause  for an amount of $1,000,000 per year starting  in 2019  for  its debt 
maturing in 2028.

(e)   on March 25, 2010, GMP  issued first mortgage bonds  in  the amount of Us$29,765,000. series a,  in an 
amount of Us$24,765,000, of which Us$13,978,000 was received on september 30, 2010, bears interest at 
annual rates ranging from 2.6% to 5.0% and matures in tranches of variable amounts on april 1 of each year 
beginning in 2011. the funds not yet received are held in trust and may be used by GMP to finance a list of 
specified projects. the Us$5,000,000 for the series B was received by GMP.

   on april 16, 2009, GMP  issued $16,060,000  (Us$15,000,000)  in first mortgage bonds  in order  to repay a 
portion of its short-term debt.

   substantially all of GMP’s assets are subject to the lien in the deed of trust under which the first mortgage 
bonds were issued. it must set up a sinking fund of Us$6,000,000 annually and another one of Us$500,000 
is required as of 2012. the first mortgage bonds include restrictions on the payment of dividends by GMP. 
Under the most restrictive of these covenants, about Us$14,148,000 in retained earnings were unrestricted 
as at september 30, 2010 compared to Us$15,838,000 as at september 30, 2009.

   the maximum authorized amount under GMP’s unsecured term loan was Us$30,000,000.

(f)   on July 28, 2010, tQM issued 4.25% series L unsecured bonds in the amount of $100,000,000 (Gaz Métro’s 
portion:  $50,000,000)  maturing  on  september  15,  2017.  the  funds  were  used  to  repay  the  series  i 
unsecured bonds  in  the amount of $100,000,000  (Gaz Métro’s portion: $50,000,000)  that matured on 
september 22, 2010. the series J unsecured bonds  in  the amount of $75,000,000  (Gaz Métro’s portion: 
$37,500,000), which also matured on september 22, 2010, were repaid from available cash and the term 
credit facility.

   on august 24, 2009, tQM  issued series K unsecured bonds  in  the amount of $75,000,000  (Gaz Métro’s 
portion: $37,500,000). the proceeds were used to repay series h unsecured bonds that matured on the 
same date.

   tQM’s  term loan, originally obtained  for  the extension of  its gas pipeline system,  is unsecured and may 
be extended annually by one year. the Partnership’s  interest  in  the authorized amount of  this  loan was 
$42,750,000 as at september 30, 2010 and 2009.

(g)   Gaz Métro’s other subsidiaries and joint ventures can borrow up to $74,993,000 under term credit facilities, 
secured by first ranking hypothecs and other forms of credit. swaps concluded by a joint venture to fix the 
interest rate of a floating rate debt have a par value of $19,125,000 as at september 30, 2010 compared to 
$20,528,000 as at september 30, 2009 and mature on various dates until July 2015.

(h)   the term loans bear interest at fixed and floating rates based on bankers’ acceptance rates, prime rates 
and LiBor, adjusted according to the terms of the credit agreements.

(i)   interest  on  long-term  debt  totalling  $106,394,000  and  $113,331,000  for  fiscal  years  2010  and  2009, 
respectively, included the amortization of financing costs of $1,286,000 and $2,443,000 for fiscal years 2010 
and 2009, respectively.

as at september 30, 2010 and 2009, GMi as well as Gaz Métro,  its subsidiaries and  joint  ventures were  in 
compliance with all of the requirements of the trust deeds and term loan agreements governing long-term debt.

note 16. long-term debt (cont’d)
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NotE 17. DEFErrED CrEDItS

       
     2010	 2009
    

credits related to the cost of energy (a)        $ 				2,526	 	 $          -
credits related to financial instruments        1,034	  -
credits related to the green fund duty (a)       1,967	  -
customers’ share of overearnings (a)          52,144	  29,355
future costs of retiring property, plant and equipment (note 4)     183,706	  -
other (a)         5,595	  -

          $246,972	 	 $29,355

(a) the amortization of deferred credits totalled $13,345,000 in 2010 and $8,006,000 in 2009.

NotE 18. otHEr LoNG-tErM LIaBILItIES

       
     2010	 2009
  

employee future benefit liabilities          $		68,454	 	 $47,681
site decontamination costs in the u.s. (note 4)       7,469	  7,551
other         22,236	  16,288

          $			98,159	 	 $71,520

NotE 19. PartNErS’ EQUItY

authorized
Unlimited number of units; each ranks equally with any other unit and confers  the same rights, privileges  
and obligations.

issued and paid

       
     2010	 2009
  

number of units as at september 30 (in thousands of units)     120,452	  120,452

as at september 30, 2010 and 2009, consolidated Partners’ equity  included 120,452,214 units  issued  in  the 
amount of $1,011,905,000.

unit option plan
on december 31, 2008, Gaz Métro abolished its Unit option Plan without any monetary compensation or other 
form of compensation for named senior executives. as at that date, there were 61,565 options outstanding at a 
weighted average exercise price of $16.72. of this total, 35,417 options could have been exercised before the plan 
was abolished at a weighted average exercise price of $17.11.

Gaz Métro had not issued any new units under the Unit option Plan during fiscal 2009. 
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NotE 20. CaSH FLoWS

       
a. change in non-cash working capital items:     2010	 2009

trade and other receivables         $(45,640)	 	 $  13,448
inventories         8,948	  44,359
prepaid expenses         (79)	  848
accounts payable and accrued liabilities       (6,458)	  (15,092)
income taxes         (5,881)	  13,496

          $	(49,110)	 	 $  57,059

       
b. other information:     2010	 2009

interest received         $	 13,808	 	 $  11,403
interest paid         $109,147	 	 $108,286
income taxes paid (received)         $				2,271	 	 $   (8,795)

NotE 21. EMPLoYEE FUtUrE BENEFItS

the Partnership maintains defined benefit and defined contribution pension plans  that cover  virtually all 
of  its employees. For defined contribution pension plans, employer contributions are based on employee 
contributions. the cost recorded for defined contribution pension plans and other plans totalled $1,281,000 in 
2010 and $1,231,000 in 2009.

For their part, the defined benefit plans are funded plans, which ensures that employees will receive pension 
benefits determined according to length of service and salaries during their highest earning years.

the effective dates of  the most recent actuarial valuations and  the next mandatory actuarial valuations  for 
purposes of funding the funded plans are as follows:
 

    date of most  date of 
    recent actuarial  mandatorY actuarial 
    valuation  valuation

gaz métro-qda   december 31, 2009 december 31, 2010

gaz métro plus limited partnership  december 31, 2009 december 31, 2010

tqm  december 31, 2009 december 31, 2010

vgs  january 1, 2010 january 1, 2011

gmp  january 1, 2010 january 1, 2011

ccum  december 31, 2009 december 31, 2010

the Partnership also provides other postretirement benefits,  including supplemental health care and  life 
insurance, for virtually all of its employees, their spouses and qualified dependants. these benefits, however, 
are not funded, except in the case of GMP.

the  following  tables describe  the Partnership’s employee  future benefits-related obligations and costs as 
well as the impact of the unrecorded amounts for Gaz Métro-Qda. the measurement date used is June 30 for 
Gaz Métro-Qda and Gaz Métro Plus Limited Partnership and september 30 for tQM, VGs, GMP and CCUM.



Gaz Métro LiMited PartnershiP: notes to the ConsoLidated FinanCiaL stateMents  105

components of the accrued benefit asset (liabilitY) 
the following table presents components of the accrued benefit asset (liability) as at september 30, 2010 and 
2009 in accordance with the standards defined in handbook section 3461, employee Future Benefits, as well as 
a reconciliation of recognized assets (liabilities) in the consolidated balance sheet.

       
   2010	 2009	 2010	 2009
     other other
   pension pension post-retirement post-retirement
   plAns  plans benefits benefits

accrued benefit obligation        
balance, beginning of Year     $429,527	 	 $457,633  $	 79,540	 	 $78,529
current service cost     11,101	  14,337  2,052	  2,653
interest cost     27,879	  26,861  5,075	  4,873
employee contributions     2,603	  2,492  242	  243
other contributions and employee transfers   1,450	  1,019  – 	  –
benefits paid     (20,732)	  (21,998)  (3,046)	  (3,382)
actuarial losses (gains)     75,610	  (47,225)  12,032	  (3,081)
plan settlement     – 	  (1,844)  – 	  –
impact of exchange rate fluctuations     (3,140)	  (1,748)  (877)	  (295)

balance at measurement date     524,298	  429,527  95,018	  79,540

plan assets at fair value        
balance, beginning of Year     344,303	  390,180  13,472	  12,981
actual return on plan assets     31,063	  (42,037)  1,219	  595
employer contributions     16,372	  16,669  2,679	  2,999
employee contributions     2,603	  2,492  242	  243
other contributions and employee transfers   1,450	  1,019  – 	  –
benefits paid     (20,732)	  (21,998)  (3,046)	  (3,382)
plan settlement     – 	  (2,045)  – 	  –
impact of exchange rate fluctuations     (1,993)	  23  (536)	  36

balance at measurement date     373,066	  344,303  14,030	  13,472

deficiencY of assets over obligations   (151,232)	  (85,224)  (80,988)	  (66,068)
unamortized past service cost     10,488	  12,634  – 	  –
unamortized net actuarial losses     167,606	  106,263  22,240	  10,789
unamortized transitional obligation (asset)   (23,252)	  (29,014)  5,539	  7,386

accrued benefit asset (liabilitY) 
at measurement date     3,610	  4,659  (53,209)	  (47,893)

employer contributions between measurement  
date and year-end     7,665	  2,407  452	  452

accrued benefit asset (liabilitY), end of Year 11,275	  7,066  (52,757)	   (47,441)
unrecognized asset (liability) of gaz métro-qda (1)   – 	  (18,933)  – 	  39,933
asset recognized in deferred charges (1)    – 	  (26,246)  – 	  (4,468)

asset (liabilitY) recognized in the consolidated 
balance sheet, end of Year     $			11,275	 	 $  (38,113)  $(52,757)	 	 $(11,976)

presented	as	follows:	        
other long-term assets     $		20,650	  $           –  $												–	  $          –
accounts payable and accrued liabilities  

and other long-term liabilities     (9,375)	  (38,113)  (52,757)	  (11,976)

      $			11,275	 	 $ (38,113)  $(52,757)	 	 $(11,976)
(1) for additional details on the impact of applying the handbook section 1100 amendments, refer to notes 4 and 5.
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the following table shows the allocation of the plan assets at the measurement date:

       
     2010	 2009

asset categories          
fixed income securities         40 3%	 40 5% 
equity securities         59 7%  59 5% 

          100 0%  100 0% 

components of the accrued benefit cost 
the following table presents components of the accrued benefit cost for the years ended september 30, 2010 
and 2009  in accordance with the standards defined  in handbook section 3461, employee Future Benefits, as 
well as a reconciliation of recognized and unrecognized costs (revenues)  in income resulting from regulatory 
treatments. refer to notes 4 and 5 for more details on the regulatory treatments. 

       
   2010	 2009	 2010	 2009
     other other
   pension  pension  post-retirement post-retirement
   plAns  plans benefits benefits

 

current service cost     $	11,101	 	 $14,337  $2,052	 	 $2,653 
interest cost     27,879	  26,861  5,075	  4,873 
actual return on plan assets     (31,063)	  42,037  (1,219)	  (595) 
actuarial losses (gains)     75,610	  (47,225)  12,032	  (3,081) 
plan settlement loss     – 	  201   – – 

cost before adjustments to recognize  
the long-term nature of employee future benefits   83,527	  36,211  17,940	  3,850 

difference between expected return and  
actual return on plan assets for the period   7,385	  (69,175)  176	  (552) 

difference between actuarial losses recognized  
for the period and actual actuarial losses on  
accrued benefit obligation for the period   (69,574)	  51,794  (11,660)	  4,081 

difference between amortization of past service costs  
for the period and plan amendments for the period  2,306	  2,330   – (250) 

amortization of transitional (asset) obligation    (5,762)	  (5,760)  2,188	 	 2,234 

accrued benefit cost     $17,882	 	 $15,400  $8,644	 	 $9,363 

representing:          
unrecognized (revenue) cost of gaz métro-qda   $	(2,795)	 	 $  1,308  $ 5,514	 	 $6,356 
recognized cost     20,677	  14,092  3,130	  3,007 

      $17,882	 	 $15,400  $8,644	 	 $9,363 

the unrecognized cost (revenue) of Gaz Métro-Qda is equivalent to the difference between the cost recognized 
in  income under  the regulatory  treatments and  the actuarially determined cost using  the projected benefit 
method prorated on eligible years of service for Gaz Métro-Qda. as of october 1, 2009, this unrecognized cost is 
recognized as a deferred charge. refer to notes 4 and 5 for more details.

Gaz Métro-Qda’s recognized cost for accrued pension plan benefits was $14,821,000 in 2010 and $9,853,000 in 
2009 and, for other postretirement benefits, $1,699,000 in 2010 and $1,606,000 in 2009.

note 21. employee future benefits (cont’d)
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main actuarial assumptions

       
   2010	 2009	 2010	 2009
     other other
   pension  pension  post-retirement post-retirement
   plAns  plans benefits benefits

accrued benefit obligation recognized  
at the measurement date             
discount rate     5 50%	 6 75% 5 50%  6 75%  

 rate of compensation increase     2 00%  2 50% 2 00%  2 50%  
            
benefit cost for the 12-month period  

ended at the measurement date           
 discount rate     6 75%	 5 50% 6 75%  5 50%  
 expected long-term rate of return on plan assets   6 75%  6 75% 8 00%  8 00%  
 rate of compensation increase     2 50%  3 50% 2 50%  3 50%  

the assumed rate of  increase  in healthcare costs used to project costs  for fiscal 2010 was 6.10%. this rate 
declines gradually until it reaches 3.00% in 2023 and remains at that level thereafter. a 1% change in assumed 
healthcare cost trend rates would have the following effects:         
 

     1% 1% 
     increase decrease

sensitivitY analYsis of  
other post-retirement benefits           
impact on current service and interest cost       $  1,052  $     (836) 

 impact on accrued benefit obligation        $13,579  $(10,895) 

cash paYments
the  Partnership  must  ensure  that  its  defined  benefit  pension  plans  are  adequately  funded  by  making 
contributions  to  these  plans  in  accordance  with  the  actuarial  valuations  that  are  based  on  long-term 
assumptions on the expected return on plan assets, future changes in salary and retirement age, as required 
by  the  regulatory agencies governing pension plans. total  cash payments  in  respect of employee  future 
benefits  totalled $25,406,000  in 2010 and $19,516,000  in 2009. these amounts consisted of  the Partnership’s 
contributions to its defined benefit pension plans and its defined contribution pension plans and of amounts paid 
in other postretirement and other benefits.               
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NotE 22. INCoME taxES

geographic breakdown

       
     2010	 2009

income before income taxes     
 canada         $134,143	 	 $137,722 
 united states          30,023	  34,407 

          $164,166	 	 $172,129 

current income taxes     
 canada         $							638	 	 $       176 
 united states         (8,041)	  4,526 

          $			(7,403)	 	 $    4,702 

future income taxes     
 canada         $(25,688)	 	 $    1,485 
 united states         18,574	  7,490 

          $				(7,114)	 	 $    8,975 

total income taxes (recovered)     
 canada         $(25,050)	 	 $    1,661 
 united states         10,533	  12,016 

          $	(14,517)	 	 $  13,677 

reconciliation of income tax rates     
the income tax expense shows an effective tax rate that differs from the rate computed under Canadian income 
tax legislation. this difference between the tax rate under tax legislation and the effective tax rate is explained in 
the table below:         

       
     2010	 2009

income before income taxes         $164,166	 	 $172,129 
income from rate-regulated limited partnerships (1)       118,670	  123,675 
income from non-rate-regulated limited partnerships (1)     11,831	  – 

          33,665	  48,454 
combined statutory tax rate         30 2%  30 9% 

income taxes at statutory rate         10,167	  14,972 
increase (decrease) attributable to the following:
 higher tax rate in the united states         3,362	  3,267 
 reduction of tax rate on future income tax balances     (26,107)	  – 
 net impact of non-taxable and other items       (1,939)	  (4,562) 

income taxes (recovered)         $	(14,517)	 	 $  13,677 

effective income tax rate (2)         (43 1)%  28 2% 
(1) after the plan of arrangement was completed on september 30, 2010, gaz métro and its subsidiaries and joint ventures formed as limited 

partnerships did not recognize income taxes, since, under current income tax legislation, it is the partners who are taxable. refer to note 2 for 
more details.

(2) excluding the portion of income from various limited partnerships, as the related income taxes are accounted for and assumed by their 
partners.
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future income tax components

       
     2010	 2009

future income tax assets:    
non-deductible allowances:    
 canadian companies         $								314	 	 $       894
 u.s. companies         29,813	  31,182

          30,127	  32,076

future income tax liabilities:    
difference between accounting and tax amortization on property,  

plant and equipment and others:    
  canadian companies         411	  -
  canadian limited partnerships         -	  26,107
  u.s. companies         150,711	  135,900

          151,122	  162,007

    
net future income tax liabilities         $120,995	 	 $129,931

in  computing  the  taxable  income attributable  to  the Partners,  the Partnership has claimed capital  cost 
allowances and certain other deductions relating to deferred charges that reduce the income allocation to the 
Partners, thereby deferring to future years income taxes otherwise payable by them.

as mentioned in note 4, Gaz Métro and its subsidiaries and joint ventures formed as limited partnerships do 
not show income tax expenses, since, under existing tax legislation,  it  is the Partners who are taxable.  if  the 
Partnership had recognized future income taxes relating to the activities of the group’s limited partnerships, 
and had calculated them using the liability method in handbook section 3465, the future tax liability balance 
would have been $143,161,000 as at september 30, 2010 and $117,668,000 as at september 30, 2009. the 
increase during the year ended september 30, 2010 was mainly due to the recognition of a future income tax 
liability relating to an  increase  in  the future  income tax  liability pertaining to rate-regulated activities, which 
would have resulted in a $31,843,000 increase in liabilities. this increase in the future tax liability was partly 
mitigated by the net reversal of temporary differences, which would have resulted in a $4,387,000 decrease in 
the future income tax liability.

NotE 23. SEGMENt INForMatIoN

the business segments presented below reflect how management has divided and organized the Partnership’s 
various activities for purposes of operational decision-making and performance assessment.

the Partnership has the four following reportable segments:
•  enerGY distriBUtion: delivers natural gas and electricity to users;
•  natUraL Gas transPortation: transports natural gas, generally from the producers to the distributors;
•  natUraL Gas storaGe: stores natural gas; and
•  enerGY serViCes and other: non-regulated activities related to energy and technology services; the 

sale, leasing, and maintenance of gas appliances; large-building heating and air conditioning; fibre optics; 
the leasing and sale of electric water heaters; diagnostic and, until august 2009, rehabilitation services for 
water and wastewater systems.

the accounting policies for these segments are the same as those described in note 3.

intersegment sales and transfers are carried out in the normal course of operations and are measured at the 
exchange amount. 

	



110  Gaz Métro LiMited PartnershiP: notes to the ConsoLidated FinanCiaL stateMents

         	 	 	 	 	 	 	 	 2010
	 	 	 	 	 	 	 	 	 	 	

	 	 	 	 	 	 energy	 corporAte
	 	 energy	 	 nAturAl	gAs	 nAturAl	gAs	 services	 AffAirs	
	 	 distribution	 	 trAnsportAtion	 storAge	 And	other	 And	other	 totAl

	 gAz	métro-QdA	 vgs	And	gmp	 totAl

customer revenues $1,537,338	 	 $358,153	 	 $1,895,491	 	 $			45,415	 	 $										21	 	 $		79,510	 	 $												– 	 	 $2,020,437	 	
intersegment revenues 3,007	  – 	  3,007	  549	  13,758	  4,610	  (21,924)	  – 	 	

total revenues 1,540,345	  358,153	  1,898,498	  45,964	  13,779	  84,120	  (21,924)	  2,020,437	
direct costs 995,864	  243,310	  1,239,174	  – 	  – 	  42,224	  (20,959)  1,260,439	

gross margin 544,481	  114,843	  659,324	  45,964	  13,779	  41,896	  (965)	  759,998	
operating and  

maintenance expenses 231,259	  58,181	  289,440	  8,609	  2,988	  23,420	  9,001	  333,458	

ebita (a) 313,222	  56,662	  369,884	  37,355	  10,791	  18,476	  (9,966)	  426,540	
amortization 128,638	 	 24,568	  153,206	  12,090	  2,129	  7,090	  – 	  174,515	
interest and  

financial expenses 68,652	 	 23,541	  92,193	  10,935	  3,266	  3,513	  (47)	  109,860	
share in earnings of  

companies subject  
to significant influence – 	  (17,214)	  (17,214)	  (4,782)	  – 	  (5)	   – 	 (22,001)	

income taxes (recovered) – 	 	 10,139	  10,139	  2,288	  (25,088)	  (1,664)	  (192)	 	 (14,517)	

net income (loss)  $				115,932	 	 $		15,628	 	 $				131,560	 	 $			16,824	 	 $		30,484	 	 $				9,542	 	 $			(9,727)	 	 $				178,683	

assets $2,320,728	 	 $835,319	 	 $3,156,047	 	 $306,060	 	 $	116,112	 	 $127,274	 	 $(38,846)	 	 $3,666,647	

additions to: property
     plant and equipment $					83,685	 	 $			41,396	 	 $				125,081	 	 $					1,936	 	 $				1,869	 	 $		12,489	 	 $				2,768	 	 $				144,143	
 deferred charges 78,141	  8,801	  86,942	  – 	  – 	  (1,694)	   – 	 85,248	

  $				161,826	 	 $			50,197	 	 $ 			212,023	 	 $					1,936	 	 $				1,869	 	 $		10,795	 	 $				2,768	 	 $				229,391

         
          2009
	 	 	 	 	 	 	 	 	 	 	

      energY corporate
  energY  natural gas natural gas services affairs 
  distribution  transportation storage and other and other total

 gaz métro-qda vgs and gmp total

customer revenues $ 1,671,003  $441,346  $ 2,112,349  $    49,749  $            –  $   87,118  $            –  $ 2,249,216 
intersegment revenues 3,333  –  3,333  921  13,183  5,718  (23,155)  –

total revenues 1,674,336  441,346  2,115,682  50,670  13,183  92,836  (23,155)  2,249,216 
direct costs 1,125,684  307,555  1,433,239  –  –  47,581  (22,875)  1,457,945 

gross margin 548,652  133,791  682,443  50,670  13,183  45,255  (280)  791,271 
operating and  

maintenance expenses 217,528  69,104  286,632  10,099  2,513  27,509  5,590  332,343 

ebita (a) 331,124  64,687  395,811  40,571  10,670  17,746  (5,870)  458,928 
amortization 141,552  27,904  169,456  12,074  2,075  8,940  –  192,545 
interest and  

financial expenses 71,457  25,363  96,820  13,094  3,914  3,792  –  117,620 
share in earnings of  

companies subject  
to significant influence –  (18,131)  (18,131)  (5,048)  –  (187)  –  (23,366) 

income taxes (recovered) –  12,141  12,141  2,046  739  1,463  (2,712)  13,677 

net income (loss)  $     118,115  $   17,410  $    135,525  $   18,405  $    3,942  $    3,738  $   (3,158)  $    158,452 

assets $ 1,994,380  $764,622  $2,759,002  $  311,151  $116,432  $125,626  $   (5,447)  $ 3,306,764  

additions to: property
     plant and equipment $      88,432  $   50,415  $    138,847  $     2,353  $    1,097  $    8,672  $       883  $    151,852 
 deferred charges 93,213  34,810  128,023  678  –  866  –  129,567 

  $    181,645  $  85,225  $   266,870  $     3,031  $    1,097  $    9,538   $       883  $    281,419 

(a) ebita is not a measurement defined by gaap. the partnership defines it as income or loss before amortization, interest and financial expenses, share in earnings of companies 
subject to significant influence, and income taxes.

note 23. segment information (cont’d)
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geographic information
         

	 	 	 	 	 	 	
	 	 	 	 2010	 	 2009
	 	

     
    property,  propertY,
    plAnt	And  plant and
   customer	 eQuipment customer equipment 
   revenues	(a) And	goodwill revenues (a)  and goodwill

canada     $	1,662,284	 	 $	2,017,935	 	 $1,807,870  $	1,856,845
united states      358,153	  500,603	  441,346  466,385 

total     $2,020,437	 	 $2,518,538	 	 $2,249,216  $2,323,230 

(a) customer revenues are presented by country, according to the country of origin of the goods or services.

NotE 24. rELatED PartY traNSaCtIoNS

in the normal course of operations, the Partnership incurred gas storage costs of $22,929,000 and $21,971,000 
during  the years ended september 30, 2010 and 2009 with  intragaz Limited Partnership  (intragaz), a  joint 
venture of Gaz Métro owned jointly with an ultimate shareholder. the Partnership’s share in intragaz’s revenues, 
which is eliminated upon consolidation, was $13,758,000 in 2010 and $13,183,000 in 2009. these transactions 
were authorized by the régie, and the amounts paid were determined under the contracts signed by the parties 
and in which the services rendered were valued at the exchange amount.

as at september 30, 2010 and 2009, transactions with GMi and companies owned by its ultimate shareholders, 
represented an amount of $1,206,000  in trade and other  receivables. Under  the Partnership agreement, 
Gaz Métro pays $50,000 in annual management fees to GMi.

NotE 25. CaPItaL MaNaGEMENt

the Partnership manages  its capital  to ensure that  its Partners earn a stable and foreseeable return and to 
create wealth for them over time. since Gaz Métro’s policy is to distribute substantially all of its income, it must 
use financial markets to finance major, long-term investment projects.

the Partnership’s capital management activities include the issuance of new debt and units, debt repayments, 
distributions to Partners, and the use of cash flows from operating activities as well as the other changes in 
cash and cash equivalents.

the Partnership considers that its capital structure is composed of Partners’ equity, bank loans, the current 
portion of long-term debt, and long-term debt, net of financing costs. as at september 30, 2010 and 2009, the 
Partnership’s consolidated capital structure was as follows: 
  

       
     2010	 2009
     

bank loans         $ 					41,023	 	 $     47,722 
current portion of long-term debt         68,057	  218,542 
long-term debt (a)         1,749,506	  1,512,174 
financing costs, net of amortization (a)        -	  (8,602) 

total debt         1,858,586	  1,769,836 
partners’ equity         932,627	  949,552 

total capitalization         $2,791,213	 	 $2,719,388 

debt/total capitalization ratio        	 66 6%	 65 1%

(a) deferred financing costs have been reclassified and applied against long-term debt following the application of handbook section 1100 since 
october 1, 2009.

the  Partnership  manages  capital  with  a  focus  on  achieving  the  above-mentioned  objectives  while  also 
complying with  the capital structure requirements of  the various regulatory agencies and  the credit  facility 
and trust deed covenants of the long-term debt. the Partnership’s management monitors capital management 
using the debt/total capitalization ratio and the long-term debt  interest coverage ratio. these ratios are also 
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used by the regulatory agencies with which the Partnership must comply. Management has also established 
an internal objective to fix the interest rate at approximately 75% of its long-term debt and leave the balance at 
floating rates. as at september 30, 2010, 81.8% of the long-term debt was at fixed rates compared to 93.6% as 
at september 30, 2009.

the Partnership’s various long-term debt trust deeds include restrictive covenants, as described in note 16.

as at september 30, 2010 and 2009, the long-term debt/total capitalization ratios under the terms of the trust 
deeds and term loan agreements based on Gaz Métro’s non-consolidated financial statements were 58.4% and 
54.0%, respectively. in order to bring its capital structure back in line with its historical level, on october 7, 2010, 
the Partnership issued units by way of private placement, as described in note 30.

as at september 30, 2010 and 2009,  the  long-term debt  interest coverage ratios based on Gaz Métro’s non-
consolidated financial statements were 2.97 times and 3.11 times, respectively. 

each of the Partnership’s regulated public utility enterprises has its own capital structure which corresponds 
with  the capital  structure  reflected  in customer  rates as authorized by  the  various  regulatory agencies. 
Gaz Métro-Qda, the Partnership’s most significant source of revenue and net income, is required to maintain the 
capital structure authorized by the régie of 54% debt and 46% equity. the other subsidiaries and joint ventures, 
which are governed by regulatory agencies other  than  the régie, are required  to maintain a similar capital 
structure. as at september 30, 2010, the Partnership, its subsidiaries and joint ventures were in compliance with 
all of the externally imposed covenants.

NotE 26. FINaNCIaL INStrUMENtS

the classification, carrying amount, and fair value of non-derivative financial instruments are as follows:

       	 	 	 	 2010	 	 2009
   carrYing fair carrYing fair
   amount value amount value

financial assets held for trading          
cash and cash equivalents (level 1)     $						51,102	 	 $						51,102	 	 $     48,994  $     48,994
grants receivable (level 2)     $								1,989	 	 $								1,989	 	 $       2,973  $       2,973
surrender value of life 

insurance policies (level 2)     $						12,054	 	 $					12,054	 	 $     10,017  $     10,017
asset-backed commercial 

paper investments (level 2)      $								1,954	 	 $								1,954	 	 $        2,169  $        2,169

loans and receivables          
trade and other receivables     $			165,479	 	 $			165,479	 	 $   112,291  $   112,291

financial liabilities not held for trading          
bank overdraft     $								8,180	 	 $								8,180	 	 $       4,630  $       4,630
bank loans     $						41,023	 	 $						41,023	 	 $     47,722  $      47,722
accounts payable and accrued liabilities   $			234,574	 	 $			234,574	 	 $  240,525  $   240,525
long-term debt (a)     $1,826,946	 	 $2,115,045	 	 $1,730,716  $1,936,372

(a) long-term debt before financing costs, net of amortization.

the  fair  value amounts presented  in  these consolidated financial statements  represent  the consideration 
estimated  by  the  Partnership  that  would  be  agreed  upon  in  an  arm’s  length  transaction  by  willing  and 
knowledgeable parties. these estimates were determined at a specific date and could be amended during future 
periods as a result of market conditions or other factors. Fair value is determined using quoted market prices in 
the most advantageous active market for that instrument to which the Partnership has immediate access. in the 
presence of an active market, fair value is determined using prevailing market prices. in the absence of an active 
market, the Partnership establishes fair value using internal or external valuation models, in particular option 
pricing models and discounted cash flow analysis.

note 25. capital management (cont’d)
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fair value of financial instruments other than long-term debt and 
derivative financial instruments
Financial  instruments other  than  long-term debt are financial  instruments whose  fair  value approximates 
the carrying amount given the short period to maturity or because the terms and conditions of the loans and 
borrowings or receivables are comparable to market rates and conditions for similar items.

fair value of long-term debt
the fair value of the long-term debt,  including current portions,  is calculated using market prices at the end 
of  the year  for  the same or similar  instruments, when available, or, when such  information  is not available, 
using discounted cash flows at interest rates which Gaz Métro, its subsidiaries and its joint ventures could have 
obtained as at the balance sheet date for borrowings with similar terms, conditions and maturity dates.

       	 	 	 	 2010	 	 2009
   cArrying fAir carrYing fair
   Amount vAlue amount value

long-term debt (a)        
gaz métro     $1,317,243	 	 $1,555,138	 	 $1,215,416  $1,388,306
nneec     102,900	  114,418	  107,070  112,470
vgs     30,870	  35,692	  32,121  35,933
gmp     195,034	  225,979	  167,803  186,577
tqm     122,200	  124,673	  142,000  145,400
other      58,699	  59,145	  66,306  67,686

      $1,826,946	 	 $2,115,045	 	 $1,730,716  $1,936,372

(a) long-term debt before financing costs, net of amortization.

fair value of derivative financial instruments
the  fair value of derivative financial  instruments generally reflects  the estimated amounts  the Partnership 
would receive on settlement of  favourable contracts or would be required  to pay  to  terminate unfavourable 
contracts at  the balance sheet date. this  fair value of  the derivative financial  instruments  is estimated using 
spot rates or forward rates or prices at the close of markets on the balance sheet date. in the absence of such 
information for a given instrument, the Partnership uses the forward rate or price for a similar instrument.

the  fair value of swaps,  forwards and fixed-price swaps  is calculated using discounted cash flows. the  fair 
value calculation of options  is based on  the Black-scholes pricing model  recognized by financial markets.  
a risk premium is added to the risk-free interest rate in estimating fair value to reflect the credit risk of both the 
Partnership and each counterparty.
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the following table presents the main assumptions underlying the fair value calculation of derivative finan-
cial instruments. 

 valuation risk-free price  forward  
 model interest rate volatitY price 

swaps (a) 204% n/a n/a
forwards (a) 143% n/a n/a
instruments related to natural gas:
 fixed-price swaps (a) 163% n/a $3.38/gj – $4.88/gj  
 maximum payout swaps black-scholes 163% 21% – 37% $3.38/gj – $4.88/gj
 collars black-scholes 171% 21% – 37% $3.38/gj – $4.53/gj
 three-way collars black-scholes 171% 21% – 37% $3.38/gj – $4.53/gj
instruments related to electricity:
 9701 agreement black-scholes 108% 14% – 17% us$55.75/mwh – us$65.12/mwh
 fixes-price swaps (a) 032% n/a us$41.38/mwh – us$55.75/mwh

(a) the fair value of the swaps, forwards and fixed-price swaps is calculated using discounted cash flows on the basis of the assumptions shown  
in this table.

the par values, fair values and maturities of the various categories of derivative financial instruments are as follows:
 

       
      2010
	 	 	 	 	 bAlAnce	sheet
	 	 	 	 pAr	vAlue	 fAir	vAlue	 mAturity
     

swaps (a)       $ 27,091	 	 $								(903)	  2011-2015

forwards (b)       $36,801	 	 $									544	  2011-2012

derivative financial instruments related to natural gas (c):      
 (in thousands of gigajoules)      
 fixed-price swaps       23,185	 	 $		(24,735)	  2011-2013
 maximum payout swaps       27,978	  (63,228)	  2011-2013
 collars       5,358	  (3,579)	  2011-2014
 three-way collars       37,375	  (63,370)	  2011-2014
derivative financial instruments related to electricity (c):      
 (in megawatthours)      
 fixed-price swaps       176,200	  (3,638)	  2011-2012
 9701 agreement (d)       262,500	  (6,611)	  2016

          (165,161)	  

total         $(165,520)	  

portion presented as:      
 current assets         $						1,021	  
 long-term assets         13	  
 current liabilities         (107,506)	  
 long-term liabilities         (59,048)	  

total         $(165,520)	  

note 26. financial instruments (cont’d) 
fair value of derivative financial instruments (cont’d)
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      2009
     balance sheet
    par value fair value maturitY
     

swaps (a)       $28,995  $         (761)  2010–2011

forwards (b)       $42,388  $    3,243  2010–2011

derivative financial instruments related to natural gas (c):      
(in thousands of gigajoules)      
fixed-price swaps       7,755  $    (3,575)  2010–2012
maximum payout swaps       34,915  (47,704)  2010–2012
collars       1,810  (362)  2010–2011
three-way collars       36,750  (32,859)  2010–2012
derivative financial instruments related to electricity (c):      
(in megawatthours)      
fixed-price swaps       241,200  (2,273)  2010–2012
9701 agreement (d)       315,000  (12,888)  2016

          (99,661)  

total         $   (97,179)  

portion presented as long-term assets        $       5,634  
portion presented as long-term liabilities       (102,813)  

total         $   (97,179)  

(a)   these derivative financial instruments, which are sensitive to interest rates, fix interest rates on certain 
floating rate debts and borrowings  (notes 15(c) and 16(g)). one of  the Partnership’s  joint ventures has 
designated swaps with a par value of $19,125,000 ($20,528,000 in 2009) as a cash flow hedge. these swaps, 
with a fair value of $(888,000) as at september 30, 2010 and $(708,000) as at september 30, 2009, mature on 
various dates up to July 2015. the effective portion of the changes in fair value of these swaps designated 
as a hedge, amounting to $119,000 as at september 30, 2010 and $462,000 in 2009, has been recognized in 
other comprehensive income.

(b)   these instruments, which are sensitive to exchange rates, allow the Partnership to manage a significant 
portion of its Canadian dollar natural gas purchases for VGs.

(c)   Maturity of energy derivative financial instruments:

     2015 and 
 2011 2012 2013 2014 thereafter total

fair value $(107,002)   $(43,145)   $(12,252)   $(1,426)   $(1,336)   $(165,161)

(d)   the 9701 agreement between GMP and hydro-Québec, which expires  in 2016, grants hydro-Québec an 
option to purchase a certain amount of electricity at a predetermined price.

as at september 30, 2010, the Partnership is not planning to cancel any derivative financial instruments before 
the maturity date.

fair value hierarchY
the Partnership has allocated  its derivative financial  instruments measured at  fair value  into a  three-level 
hierarchy that is based on the observable nature of the data used to measure the fair value: 

   level 1 level 2 level 3 total

financial	assets	        
derivative financial instruments     $             –  $    1,034  $             –  $    1,034

financial	liabilities	        
derivative financial instruments     $             –  $166,554  $             –  $166,554
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NotE 27. FINaNCIaL INStruMENt rISk MaNaGEMENt

overvieW oF risk ManaGeMent
the Partnership  is exposed to market risk, credit risk and liquidity risk. the existing strategies, policies and 
controls are designed  to ensure  that  the risks assumed by Gaz Métro and other  related risks comply with 
regulatory requirements, the Partnership’s objectives and its risk tolerance. risks are managed within limits 
approved by GMi’s Board of directors and applied by senior management.

Market risk
there are several classes of market risk. Changes in risk factors such as exchange rates,  interest rates and 
natural gas and electricity prices impact the fair value of financial assets and liabilities.

exChanGe risk
a portion of Gaz Métro’s net income from the energy distribution and natural Gas transportation segments is 
in u.s. dollars. Gaz Métro’s operating results are therefore affected by fluctuations of the u.s. dollar in relation 
to the Canadian dollar. For the year ended september 30, 2010, the impact of a 5% appreciation or depreciation 
of  the u.s. dollar  in relation  to  the Canadian dollar on the Partnership’s net  income and comprehensive net 
income would have been negligible. vGs also uses  forwards  to manage a significant portion of  its Canadian 
dollar natural gas purchases. this item has not been included in the sensitivity analysis because any change in 
fair value is recognized in a deferred charges account, as required by the vPsB.

interest rate risk
Gaz Métro is exposed to the risk of fluctuations in interest rates. the Partnership essentially manages this risk 
through an internal policy to fix interest rates, allowing it to maintain a significant portion of its long-term debt 
at a fixed rate.

however, the Partnership is exposed to interest rate risk on its bank loans and the portion of the long-term debt 
at floating rates. one of the Partnership’s subsidiaries and one of its joint ventures use interest rate swaps to 
fix interest rates on a portion of floating rate loans. since Gaz Métro is rate regulated, a significant portion of 
changes resulting from fluctuations in floating interest rates are recognized as deferred charges and included 
in future rates (refer to note 5). assuming a 100 basis-point increase in floating interest rates, Gaz Métro’s net 
income would have decreased by approximately $2,600,000 as at september 30, 2010. this impact from floating-
rate long-term debt and bank loans does not include the impact of the debt related to rate-regulated activities. 

enerGY Cost risk
the Partnership uses natural gas and electricity-related derivative financial instruments to manage customers’ 
exposure  to natural gas and electricity price volatility. Furthermore, all energy price fluctuations,  including 
gains and losses on derivative financial instruments, are recorded as deferred charges to be included in future 
rates under the provisions of the act respecting the régie and the vPsB. in Quebec, natural gas must be sold to 
customers at cost. in vermont, vGs and GMP benefit from a rate adjustment mechanism that minimizes the risk 
of fluctuations in natural gas and electricity prices.
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credit risk
Credit risk represents the risk that a customer, with whom the Partnership or one of  its subsidiaries or  joint 
ventures carries out energy sale operations, or a counterparty to a derivative financial instrument, is unable to 
fulfill its obligations resulting in a financial loss for the Partnership. the Partnership’s maximum counterparty 
risk exposure is the carrying amount of derivative financial instruments shown in the Partnership’s assets.

the aging of the Partnership’s consolidated trade accounts receivable is presented below:

       
     2010	 2009

less than 30 days         $124,682	 	 $ 87,205
30 to 60 days          5,824	  5,797
61 to 90 days         2,059	  2,430
over 90 days         11,742	  11,158

          144,307	  106,590
less: allowance for doubtful accounts         (4,866)	  (4,862)

          $139,441	 	 $101,728

trade accounts receivable credit concentration is limited given the diversity and number of customers. Credit 
risk relating  to  trade accounts receivable  is mitigated  through various means,  including obtaining security 
deposits from customers in circumstances permitted by the regulatory agencies. as at september 30, 2010, the 
Partnership had security deposits  from customers amounting to $36,624,000 compared to $35,270,000 as at 
september 30, 2009.

there is, however, a credit concentration risk related to the counterparties of derivative financial instruments, 
since they are all  in  the same  industry, namely, financial services. this risk  is mitigated by using credit risk 
management  techniques  designed  to  assess  and  track  a  counterparty’s  creditworthiness,  entering  into 
agreements with several counterparties, setting risk limits, monitoring risk related to such limits, establishing 
credit support agreements, and obtaining financial guarantees where warranted. the Partnership’s treasury 
department closely monitors and manages  the credit  concentration  risk  related  to  the counterparties of 
derivative financial instruments.

as at september 30, 2010, most of the Partnership’s counterparties have a high credit rating that is at least 
equivalent to that of Gaz Métro, and all are major companies that meet the Partnership’s credit assess-
ment criteria.

liquiditY risk
Liquidity risk is the risk that the Partnership would be unable to pay its financial commitments as they become 
due. the Partnership manages  liquidity risk by  forecasting  its cash flows  in order  to determine  its financing 
needs, and by ensuring that it has sufficient cash and credit facilities to fulfill its needs and to meet its financial 
obligations as they become due. a combination of committed and demand credit facilities and access to capital 
markets, directly through Gaz Métro or some of its subsidiaries and joint ventures or through GMi or Valener 
allow it to satisfy these financing requirements. however, any significant reduction in the ability of Gaz Métro 
or some of its subsidiaries or joint ventures or the ability of GMi or Valener to access capital markets by reason 
of,  for example, significant deterioration  in economic conditions,  the general condition of financial markets,  
a negative financial market perception of their financial position or outlook, or a significant downgrade of their 
credit ratings, could have a negative impact on Gaz Métro’s activities, financial position or net income. 
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the following table presents required capital and interest instalments of non-derivative financial liabilities as at september 30, 2010. the 
contractual maturities of the derivative financial instruments are presented in note 26.
       

       subsequent 
  2011 2012 2013 2014 2015 Years total

bank loans   41,023  -  -  -  -  -  41,023
first mortgage bonds   638  7,362  157,383  7,404  7,424  1,069,477  1,249,688
unsecured bonds   –  –  –  37,500  –  50,000  87,500
capital leases   495  375  380  –  –  2,544  3,794
term loans and other   66,924  7,053  249,356  2,553  22,895  3,413  352,194
unsecured senior notes   –  –  –  10,290  –  123,480  133,770

    109,080  14,790  407,119  57,747  30,319  1,248,914  1,867,969
interest   96,207  94,923  94,099  84,989  82,669  825,391  1,278,278

total   205,287  109,713  501,218  142,736  112,988  2,074,305  3,146,247

interest  is presented based on contractual maturities and  the  rate  in effect as at september 30, 2010. since borrowings could  vary 
considerably based on the Partnership’s cyclical needs, interest on future borrowings has not been considered.

NotE 28. CoMMItMENtS aND GUaraNtEES

supplY contracts
in the normal course of business, the Partnership signed energy supply contracts and natural gas transportation and storage contracts for 
periods up to 2038. the costs relating to these contracts will be recovered from customers in the corresponding periods.

as at september 30, 2010, the schedule of firm and irrevocable commitments related to the different types of supply was as follows:
       

       subsequent 
  2011 2012 2013 2014 2015 Years total

energY supplY       
in thousands of gigajoules   50,720  9,986  5,343  1,573  1,573  –  69,195
in thousands of megawatthours   1,888  1,737  1,506  2,177  2,137  27,309  36,754

transportation and storage       
in thousands of gigajoules   696,839  253,193  147,105  142,304  137,294  445,079  1,821,814

GMP’s electricity supply contracts include a joint contract signed by GMP and other electricity distributors in Vermont with hydro-Québec. 
this supply contract contains a joint and several liability clause among the various electricity distributors.  if some of the partners to the 
contract were unable to fulfill their volume commitment, GMP and the other partners to the contract would be responsible for purchasing 
the defaulting partner’s electricity quantity. GMP estimates that if all the other partners to the contract failed to purchase their contractual 
volumes, between september 30, 2010 and  the end of  the contract,  its  total obligation would have been approximately $446,586,000 
(Us$434,000,000). Given the nature of this guarantee, the Partnership is unable to estimate the potential amount it could be required to pay 
and therefore did not recognize any amount on the consolidated balance sheet in respect of this guarantee.

note 27. financial instrument risk management (cont’d)
liquiditY risk (cont’d)
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leases
the Partnership and  its subsidiaries are committed under operating leases for the rental of  the offices used 
in the normal course of their operations. Minimum annual lease payments under these leases for the next five 
years are as follows: 

 
 2011 2012 2013 2014 2015 total

leases $1,701  $1,468  $1,185  $843  $733  $5,930

guarantees
in July 2009, Gaz Métro and Boralex inc. (Boralex), its equal partner, obtained an environmental decree from the 
Government of Quebec authorizing two wind power projects with a total  installed capacity of 272 megawatts. 
in connection with these wind power projects,  two electricity supply contracts expiring on december 1, 2033 
were signed by hydro-Québec distribution, Boralex and Gaz Métro éole inc. (éole), a wholly owned subsidiary of 
Gaz Métro, on June 25, 2008. the régie subsequently approved these two contracts on october 17, 2008. Under 
these supply contracts, during fiscal 2010, GMi gave hydro-Québec transénergie  two guarantees  totalling 
approximately $1,300,000, in addition to the two other guarantees totalling approximately $1,600,000 granted in 
fiscal 2009. GMi will have to provide additional guarantees to hydro-Québec transénergie at a later time based 
on the progress of  the work associated with  the contracts. these guarantees will remain  in effect until final 
acceptance of the connection by hydro-Québec transénergie, scheduled towards the end of the first quarter of 
fiscal 2014. it is expected that, once the entity that owns the two projects has implemented the project financing 
for the two projects, these guarantees will be assumed by this entity.

Under  these same supply contracts,  two other guarantees  totalling approximately $1,400,000 were granted 
to hydro-Québec distribution  in fiscal 2008. GMi will have to provide additional guarantees to hydro-Québec 
distribution at a later time based on the terms and conditions of the supply contracts. these guarantees will 
remain in effect until éole and Boralex have shown that they have met the obligations arising from the supply 
contracts. it is expected that, once the entity that owns the two projects has implemented the project financing 
for the two projects, these guarantees will be assumed by this entity.

Gaz Métro, through its General Partner, GMi, issued letters of credit for $14,977,000 to guarantee a portion of 
the employee future benefits of Gaz Métro-Qda. if the letters of credit are not renewed, alternative solutions will 
have to be considered to guarantee Gaz Métro’s commitments vis à vis these employee future benefits. 

in the normal course of operations, the Partnership and GMi, as General Partner, may provide bid bonds and 
performance bonds. the Partnership and GMi may also provide such guarantees on behalf of Gaz Métro’s 
subsidiaries and joint ventures. Generally, the Partnership and GMi would only be liable for the amount of the 
bid bonds if they or Gaz Métro’s subsidiaries or joint ventures did not carry out the work once the tender was 
awarded. in the case of performance bonds, the Partnership and GMi would also be liable for the guaranteed 
amounts  if  they or Gaz Métro’s subsidiaries or  joint  ventures  failed  to perform  their commitments. as at 
september 30, 2010, the guarantees provided by the Partnership and GMi totalled $5,464,000. the Partnership 
and GMi consider that they and the subsidiaries and joint ventures of Gaz Métro are in compliance with all of 
these guarantees and that  their  total obligation under  these guarantees would not have a significant  impact 
on the Partnership’s consolidated net  income or  its financial position. the Partnership did not recognize any 
amount on the consolidated balance sheet in respect of these guarantees.

the Partnership and some of  its subsidiaries and  joint  ventures have agreed  to provide certain collateral, 
pursuant to certain derivative financial instrument contracts that define the natural gas or electricity price, the 
interest rates or the exchange rate, if the fair value of the said instruments becomes negative for Gaz Métro and 
exceeds a certain pre-determined threshold. the Partnership did not recognize any amount on the consolidated 
balance sheet in respect of these guarantees.
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NotE 29. CoNtINGENCIES

litigation
(a)   the Partnership  is cited  in claims and  lawsuits  in  the normal course of  its operations,  including  for 

environmental matters.  in management’s opinion,  these claims and  lawsuits are,  for  the most part, 
covered by appropriate insurance coverage, and the outcome of these claims and lawsuits is not expected 
to have a significant impact on the Partnership’s net income or financial position.

(b)   VGs and GMP, subsidiaries of nneeC,  jointly with other companies, have been cited as being potentially 
responsible  for polluting  land on which a manufactured gas plant  that ceased operations  in 1966 was 
located.  in 1999, a settlement protocol was signed by  the U.s. environmental Protection agency  (ePa) 
and the enterprises involved. it included an action plan to restore the site and a cost sharing method. this 
action plan was approved by the VPsB in 2001 and has generally proven effective, except for a small portion 
of the contaminated area, for which the ePa is currently approving a new action plan. the VPsB has agreed 
that the costs incurred to date by VGs and GMP can be recovered in rates over a period of 10 to 20 years. 
if future outlays exceed the provisions already recorded, new requests to recover such amounts in rates 
will be submitted to the VPsB. in management’s opinion, the costs that might arise from this settlement 
protocol would not be significant for the Partnership.

NotE 30. SUBSEQUENt EVENtS

on october 7, 2010, the Partnership issued, by way of private placement, 5,885,816 new units at a per-unit price 
of $16.99  for net proceeds of approximately $100,000,000. Following the  issue,  there were 126,338,030 units 
outstanding. had the units been  issued on september 30, 2010,  the debt/total capitalization ratio would have 
been 63.0%.

on november 18, 2010, Gaz Métro and  its equal partner, Boralex, acquired  the rights on a new wind power 
project with an  installed capacity of 69 megawatts. With hydro-Québec’s consent, Kruger  inc. assigned  the 
electricity supply contract  that  it had signed with hydro-Québec  to  the consortium made up of Gaz Métro 
and Boralex. this new wind  farm will be developed by  the consortium on the private  lands of seigneurie de 
Beaupré. the commissioning of  this project  is scheduled for december 2014. the project remains subject  to 
the necessary authorizations,  including that of  the Ministère du développement durable, de  l’environnement 
et des Parcs (MddeP). When the assignment took effect, Gaz Métro provided hydro-Québec with its portion of 
the guarantees required at this stage through a guarantee of $345,000 from GMi. additional guarantees will be 
required at a later date in accordance with the schedule set out in the electricity supply contract.

NotE 31. CoMParatIVE FIGUrES

Certain prior year comparative figures have been reclassified to conform to the current year’s presentation
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five-Year review — consolidated operating data (1)

 
Years ended september 30,    2010 2009 2008 2007 2006

normalized natural gas volume (106m3) (2) (6)

distribution
industrial
 firm service       1,858   1,777   2,266   2,920   2,248 
 interruptible service       840   712   823   660   868 
commercial       2,307   2,200   2,265   2,202   1,873 
residential       666   689   695   712   728 

total (106m3)       5,671   5,378   6,049   6,494   5,717 

total (bcf)        200    190    214    229    202 

natural gas deliveries (106m3) 
distribution
total (106m3)       5,449   5 380   5,973   6,376   5,509 
total (bcf)       192   190   211   225   194 
trAnsportAtion	(3) (4)

total (106m3)       5,327   5,883   6,840   7,051   6,420 
total (bcf)        188    208    241    249    227 

electricitY distribution (gigawatthours) (5)

residential       573   573   578    251    – 
commercial and industrial - small       692   694   714    333    – 
commercial and industrial - large       636   618   680    320    – 

total         1,901    1,885    1,972     904     – 

customers (distribution) (5)

industrial       2,609   2,613   2,562   2,547   2,394 
commercial       70,091   69,241   68,430   66,854   51,246 
residential       247,810   243,848   239,379   234,779   152,263 

total        320,510    315,702    310,371    304,180    205,903 

sYstem data
length of pipelines (in km)
distribution	of	nAturAl	gAs
 canada       10,288   10,225   10,148   10,012   9,903 
 united states       1,187   1,160   1,160  (7) 1,051   1,051 

 total       11,475   11,385   11,308   11,063   10,954 

trAnsportAtion		of	nAturAl	gAs	(4)

 canada       670  670   670   670   670 
 united states       489   489   489   489   489 

 total       1,159   1,159   1,159   1,159   1,159 

length of lines (overhead and underground) (in km)
electricity	distribution	(5)

 united states       6,600   6,600   6,365    6,321    – 
gross property, plant and equipment (in millions of dollars)     3,696   3,618   3,529   3,393   3,035 
net property, plant and equipment (in millions of dollars)     2,408   2,209   2,195   2,156   1,924 
additions to property, plant, equipment  

and deferred charges (in millions of dollars)      229    281    315    234    191 

number of emploYees (4)

distribution
gaz métro-qda       1,318   1,311   1,305   1,287   1,346 
vgs       116   117   119   111   118 
gmp (5)       200   203   192   194   – 

        1,634   1,631   1,616   1,592   1,464 

trAnsportAtion       –   –   4   4   4 

storAge       23   22   21   26   28 

energy	services	And	other       354   393   514   425   361 

(1) unaudited data.
(2) normalized volumes based on normal temperature and wind velocities for natural gas distribution in quebec (gaz métro-qda).
(3) includes volumes transported and delivered by tqm to the distribution sector and pngts.
(4) data not adjusted for gaz métro’s percentage interest in the subsidiaries, joint ventures and companies subject to significant influence.
(5) acquisition of gmp on april 12, 2007.
(6) the market distribution method was modified since 2007.
(7) this data was adjusted as the result of updated relevant information.
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ten-Year review – consolidated financial information

Years ended september 30 
(in thousands of dollars)   	 2010	 2009 2008 2007 2006 2005 2004 2003 2002 2001

summarY of results
revenues (1)        $2,020,437		 	 $ 2,249,216   $  2,171,919   $ 1,957,469   $2,003,766   $ 1,808,201   $ 1,782,934   $ 1,756,537   $ 1,607,700   $ 2,069,977 
direct costs        	1,260,439		   1,457,945    1,461,948    1,333,851    1,427,455    1,245,049    1,227,975    1,187,712    1,051,828    1,532,916 

gross margin        	759,998		   791,271    709,971    623,618    576,311    563,152    554,959    568,825    555,872    537,061 
operations and maintenance (1) (2)       	333,458		   332,343    283,750    220,664    206,855    187,896    183,380    184,087    176,669    167,500 

operating income before amortization      	426,540		   458,928    426,221    402,954    369,456    375,256    371,579    384,738    379,203    369,561 
amortization        	174,515		   192,545    171,184    155,375    137,729    133,058    128,583    131,899    135,211    127,111 

operating income        	252,025		   266,383    255,037    247,579    231,727    242,198    242,996    252,839    243,992    242,450 
financial expenses and other       	109,860		   117,620    115,251    107,734    94,732    91,304    89,737    89,997    89,412    101,286 

income before share in earnings of companies subject to significant  
influence and income taxes       	142,165		   148,763    139,786    139,845    136,995    150,894    153,259    162,842    154,580    141,164 

share in earnings of companies subject to significant influence   	22,001		   23,366    25,925    15,474    22,106    12,362    14,744    –    –    – 

income before income taxes       	164,166		   172,129    165,711    155,319    159,101    163,256    168,003    162,842    154,580    141,164 
income taxes        (14,517)	   13,677    11,272    32,478    11,894    8,811    7,626    9,515    –     – 

net income 		         $				178,683		 	 $   158,452   $    154,439   $    122,841   $    147,207   $    154,445   $    160,377   $    153,327   $    154,580   $     141,164 

cash flows	(1)  
operating activities (including working capital)     $				342,936		 	 $    499,062   $    365,754   $    393,675   $    309,426   $    319,447   $    340,901   $    298,933   $    298,836   $    323,018 
investing activities        (245,833)	  (283,165)  (362,318)  (457,464)  (176,319)  (335,677)  (222,132)  (260,974)  (111,332)  (257,893)
financing activities:  
 distributions to partners       (186,701)	  (149,361)  (149,356)  (148,430)  (156,283)  (157,749)  (154,327)  (148,036)  (141,400)  (140,295)
 other financing activities       89,430		  (46,839)  140,367   212,046   32,970   189,356   32,587   109,199   (39,172)  74,797 
impact of exchange rate fluctuations on cash and cash equivalents (3)   (1,274)	  (73)  660   (1,301)   –    –    –    –    –    – 

net increase (decrease) in cash and cash equivalents    $							(1,442)	 	 $      19,624   $       (4,893)  $       (1,474)  $         9,794   $      15,377   $       (2,971)  $          (878)   $        6,932   $          (373)

  
per unit data	  
net income per unit (in dollars)       $											1 48		 	 $          1 32   $           1 28  $          1 02   $          1 25   $           1 33   $          1 40   $           1 39   $           1 40   $          1 28 
distributions paid per unit (in dollars)       $											1 55		 	 $          1 24   $           1 24   $          1 24   $          1 33   $           1 36   $          1 36   $           1 34   $           1 28   $          1 27 
partners’ equity per unit (in dollars)       $											7 74	 		 $          7 88   $           7 82   $          7 65   $          7 87   $           7 99   $          7 73   $           7 69   $           7 45   $          7 35 
basic weighted average number of outstanding units (in thousands)   120,452		  120,452   120,451   120,433   117,507   116,496   114,477   110,475   110,469   110,469 
number of outstanding units as at september 30 (in thousands)    120,452		  120,452   120,451   120,435   117,509   117,505   114,482   113,927   110,469   110,469 
  
financial structure	 	
bank borrowings        $							41,023		 	 $      47,722   $      54,451   $      38,925   $      37,134   $      29,848   $      28,543   $      30,805   $      29,906   $      38,441 
long term debt maturing within one year     68,057		  218,542   152,664   9,446   80,964   28,015   46,167   16,738   44,351   3,099 
long-term debt        1,749,506		  1,512,174   1,622,138   1,646,034   1,314,855   1,353,733   1,162,743   1,271,884   1,196,760   1,267,225 
deferred financing costs       	–		  (8,602)   (8,767)   (9,604)   (9,577)   (7,181)   (6,952)   (15,107)   (7,604)   (9,932) 

total debt        1,858,586		  1,769,836   1,820,486   1,684,801   1,423,376   1,404,415   1,230,501   1,304,320   1,263,413   1,298,833 
partners’ equity        932,627		  949,552   941,975   921,892   924,588   938,442   884,944   876,004   822,655   811,845 

total capitalization         $	2,791,213	 		 $ 2,719,388   $ 2,762,461   $2,606,693   $2,347,964   $2,342,857   $ 2,115,445   $ 2,180,324   $2,086,068   $ 2,110,678 

  
debt/total capitalization ratio		 	 	 	   66 6	% 65 1 % 65 9 % 64 6 % 60 6 % 59 9 % 58 2 % 59 8 % 60 6 % 61 5 %
  
interest coverage on long-term debt 	

over a period of 12 months (times)	 	 	   	2 5		   2 5    2 5    2 5    2 8    2 9    3 0    2 9    2 8    2 5 
  
total assets	(1)           $3,666,647		 	 $3,306,764   $3,286,478   $3,146,339   $ 2,783,197   $ 2,880,094   $2,360,987   $2,430,898   $  2,337,157   $ 2,349,696 

  
financial information related to	determination of rate of return		

of gaz métro-qda bY the régie de l’énergie (4)   

rate base (5)        $	1,779,427	 		 $1,806,845   $ 1,770,429   $ 1,764,928   $ 1,733,902   $ 1,673,214   $1,666,268   $ 1,566,707   $1,545,557   $1,545,839 
deemed common equity (5)       38 50	% 38 50 % 38 50 % 38 50 % 38 50 % 38 50 % 38 50 % 38 50 % 38 50 % 38 50 %
authorized rate of return on deemed common equity     9 20	% 8 94 % 9 52 % 9 57 % 9 33 % 11 64 % 10 96 % 10 34 % 9 69 % 10 38 %
deemed prefered equity (5)       7 50	% 7 50 % 7 50 % 7 50 % 7 50 % 7 50 % 7 50 % 7 50 % 7 50 % 7 17 %
authorized rate of return on deemed prefered equity (1)     5 21	% 5 25 % 5 38 % 5 37 % 5 17 % 4 98 % 5 14 % 4 63 % 5 11 % 5 60 %
deemed tax expense         $						36,806		 	 $						41,652   $      45,637   $      47,053   $      45,122   $      49,030   $       51,413   $      58,482   $      61,787   $      60,350 
(1) certain comparative figures for the preceding years have been reclassified to conform to the financial statement presentation adopted for fiscal year 2010. 
(2) includes development activities. 
(3) the impact of exchange rate fluctuations on cash and cash equivalents is presented separately in 2009 and 2010.
 comparative amounts of 2008 and 2007 were therefore restated to reflect the new presentation.
(4) unaudited data.
(5) calculated on a monthly average based on capitalization that differs from the financial structure as recorded in the balance sheet of gaz métro-qda
 due to the inclusion of short-term financing, securization of trade receivables and other items.
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Years ended september 30 
(in thousands of dollars)   	 2010	 2009 2008 2007 2006 2005 2004 2003 2002 2001

summarY of results
revenues (1)        $2,020,437		 	 $ 2,249,216   $  2,171,919   $ 1,957,469   $2,003,766   $ 1,808,201   $ 1,782,934   $ 1,756,537   $ 1,607,700   $ 2,069,977 
direct costs        	1,260,439		   1,457,945    1,461,948    1,333,851    1,427,455    1,245,049    1,227,975    1,187,712    1,051,828    1,532,916 

gross margin        	759,998		   791,271    709,971    623,618    576,311    563,152    554,959    568,825    555,872    537,061 
operations and maintenance (1) (2)       	333,458		   332,343    283,750    220,664    206,855    187,896    183,380    184,087    176,669    167,500 

operating income before amortization      	426,540		   458,928    426,221    402,954    369,456    375,256    371,579    384,738    379,203    369,561 
amortization        	174,515		   192,545    171,184    155,375    137,729    133,058    128,583    131,899    135,211    127,111 

operating income        	252,025		   266,383    255,037    247,579    231,727    242,198    242,996    252,839    243,992    242,450 
financial expenses and other       	109,860		   117,620    115,251    107,734    94,732    91,304    89,737    89,997    89,412    101,286 

income before share in earnings of companies subject to significant  
influence and income taxes       	142,165		   148,763    139,786    139,845    136,995    150,894    153,259    162,842    154,580    141,164 

share in earnings of companies subject to significant influence   	22,001		   23,366    25,925    15,474    22,106    12,362    14,744    –    –    – 

income before income taxes       	164,166		   172,129    165,711    155,319    159,101    163,256    168,003    162,842    154,580    141,164 
income taxes        (14,517)	   13,677    11,272    32,478    11,894    8,811    7,626    9,515    –     – 

net income 		         $				178,683		 	 $   158,452   $    154,439   $    122,841   $    147,207   $    154,445   $    160,377   $    153,327   $    154,580   $     141,164 

cash flows	(1)  
operating activities (including working capital)     $				342,936		 	 $    499,062   $    365,754   $    393,675   $    309,426   $    319,447   $    340,901   $    298,933   $    298,836   $    323,018 
investing activities        (245,833)	  (283,165)  (362,318)  (457,464)  (176,319)  (335,677)  (222,132)  (260,974)  (111,332)  (257,893)
financing activities:  
 distributions to partners       (186,701)	  (149,361)  (149,356)  (148,430)  (156,283)  (157,749)  (154,327)  (148,036)  (141,400)  (140,295)
 other financing activities       89,430		  (46,839)  140,367   212,046   32,970   189,356   32,587   109,199   (39,172)  74,797 
impact of exchange rate fluctuations on cash and cash equivalents (3)   (1,274)	  (73)  660   (1,301)   –    –    –    –    –    – 

net increase (decrease) in cash and cash equivalents    $							(1,442)	 	 $      19,624   $       (4,893)  $       (1,474)  $         9,794   $      15,377   $       (2,971)  $          (878)   $        6,932   $          (373)

  
per unit data	  
net income per unit (in dollars)       $											1 48		 	 $          1 32   $           1 28  $          1 02   $          1 25   $           1 33   $          1 40   $           1 39   $           1 40   $          1 28 
distributions paid per unit (in dollars)       $											1 55		 	 $          1 24   $           1 24   $          1 24   $          1 33   $           1 36   $          1 36   $           1 34   $           1 28   $          1 27 
partners’ equity per unit (in dollars)       $											7 74	 		 $          7 88   $           7 82   $          7 65   $          7 87   $           7 99   $          7 73   $           7 69   $           7 45   $          7 35 
basic weighted average number of outstanding units (in thousands)   120,452		  120,452   120,451   120,433   117,507   116,496   114,477   110,475   110,469   110,469 
number of outstanding units as at september 30 (in thousands)    120,452		  120,452   120,451   120,435   117,509   117,505   114,482   113,927   110,469   110,469 
  
financial structure	 	
bank borrowings        $							41,023		 	 $      47,722   $      54,451   $      38,925   $      37,134   $      29,848   $      28,543   $      30,805   $      29,906   $      38,441 
long term debt maturing within one year     68,057		  218,542   152,664   9,446   80,964   28,015   46,167   16,738   44,351   3,099 
long-term debt        1,749,506		  1,512,174   1,622,138   1,646,034   1,314,855   1,353,733   1,162,743   1,271,884   1,196,760   1,267,225 
deferred financing costs       	–		  (8,602)   (8,767)   (9,604)   (9,577)   (7,181)   (6,952)   (15,107)   (7,604)   (9,932) 

total debt        1,858,586		  1,769,836   1,820,486   1,684,801   1,423,376   1,404,415   1,230,501   1,304,320   1,263,413   1,298,833 
partners’ equity        932,627		  949,552   941,975   921,892   924,588   938,442   884,944   876,004   822,655   811,845 

total capitalization         $	2,791,213	 		 $ 2,719,388   $ 2,762,461   $2,606,693   $2,347,964   $2,342,857   $ 2,115,445   $ 2,180,324   $2,086,068   $ 2,110,678 

  
debt/total capitalization ratio		 	 	 	   66 6	% 65 1 % 65 9 % 64 6 % 60 6 % 59 9 % 58 2 % 59 8 % 60 6 % 61 5 %
  
interest coverage on long-term debt 	

over a period of 12 months (times)	 	 	   	2 5		   2 5    2 5    2 5    2 8    2 9    3 0    2 9    2 8    2 5 
  
total assets	(1)           $3,666,647		 	 $3,306,764   $3,286,478   $3,146,339   $ 2,783,197   $ 2,880,094   $2,360,987   $2,430,898   $  2,337,157   $ 2,349,696 

  
financial information related to	determination of rate of return		

of gaz métro-qda bY the régie de l’énergie (4)   

rate base (5)        $	1,779,427	 		 $1,806,845   $ 1,770,429   $ 1,764,928   $ 1,733,902   $ 1,673,214   $1,666,268   $ 1,566,707   $1,545,557   $1,545,839 
deemed common equity (5)       38 50	% 38 50 % 38 50 % 38 50 % 38 50 % 38 50 % 38 50 % 38 50 % 38 50 % 38 50 %
authorized rate of return on deemed common equity     9 20	% 8 94 % 9 52 % 9 57 % 9 33 % 11 64 % 10 96 % 10 34 % 9 69 % 10 38 %
deemed prefered equity (5)       7 50	% 7 50 % 7 50 % 7 50 % 7 50 % 7 50 % 7 50 % 7 50 % 7 50 % 7 17 %
authorized rate of return on deemed prefered equity (1)     5 21	% 5 25 % 5 38 % 5 37 % 5 17 % 4 98 % 5 14 % 4 63 % 5 11 % 5 60 %
deemed tax expense         $						36,806		 	 $						41,652   $      45,637   $      47,053   $      45,122   $      49,030   $       51,413   $      58,482   $      61,787   $      60,350 
(1) certain comparative figures for the preceding years have been reclassified to conform to the financial statement presentation adopted for fiscal year 2010. 
(2) includes development activities. 
(3) the impact of exchange rate fluctuations on cash and cash equivalents is presented separately in 2009 and 2010.
 comparative amounts of 2008 and 2007 were therefore restated to reflect the new presentation.
(4) unaudited data.
(5) calculated on a monthly average based on capitalization that differs from the financial structure as recorded in the balance sheet of gaz métro-qda
 due to the inclusion of short-term financing, securization of trade receivables and other items.
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BOARD OF DIRECTORS

NICOLLE FORGET
Corporate DireCtor

FRANÇOIS GERVAIS
Corporate DireCtor anD  
FinanCial aDvisor

PIERRE MONAHAN
Corporate DireCtor anD Business 
ManageMent Consultant

RÉAL SUREAU
Corporate DireCtor

DIRECTORS OF  
VALENER AND
ExECUTIVE OFFICERS  
OF GAz MÉTRO INC.

ExECUTIVE OFFICERS OF GAz MÉTRO INC.

SOPHIE BROCHU
presiDent anD  
ChieF exeCutive oFFiCer

PIERRE DESPARS 
exeCutive viCe presiDent,  
Corporate aFFairs anD,  
ChieF FinanCial oFFiCer

PATRICK CABANA
viCe presiDent,  
gas supply, proCureMent  
anD regulatory aFFairs

MARTIN IMBLEAU
viCe presiDent, operations  
anD Major projeCts

GUYLAINE LEHOUx
viCe presiDent, growth

SERGE RÉGNIER
viCe presiDent, eMployees  
anD Culture 

on september 30, 2010, gaz Métro and valener 
entered into a 15-year administration and 
management support agreement pursuant to 
which, inter alia, (i) gaz Métro, either directly 
or through gMi, its general partner, provides to 
valener certain administration and management 
support services solely in respect of valener’s 
interest in gaz Métro and related public 
company matters and, in certain circumstances, 
may provide certain additional services, and 
(ii) gaz Métro reimburses valener for certain 
expenses, subject to certain limitations.
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BOARD OF  
DIRECTORS
NICOLLE FORGET
Corporate DireCtor
a graduate of the université du Québec à 
Montréal, the école des hautes études 
commerciales de Montréal and the université de 
Montréal, Ms. Forget is a member of the Québec 
Bar. she was a member of a number of 
administrative tribunals and boards of directors, 
including the boards of hydro-Québec and the 
economic Council of Canada. she is a member of 
the boards of directors of the jean Coutu group 
(pjC) inc., gaz Métro inc. and the Collège des 
administrateurs de sociétés.
DireCtor sinCe : june 15, 2010

nuMBer oF shares helD : 6,500

FRANÇOIS GERVAIS
Corporate DireCtor anD  
FinanCial aDvisor
Mr. gervais is a corporate director and financial 
advisor. he was an investment banker at rBC 
Capital Markets from 2003 to 2008 and at CiBC 
world Markets from 1977 to 2003. During a career 
in corporate finance that has spanned more than 
30 years, Mr. gervais has been involved in 
numerous share and bond issues and merger and 
acquisition transactions for companies in a variety 
of industries. he holds a Bachelor of Business 
administration from université laval and an MBa 
from the harvard Business school. he also holds 
the Ca and iCD.D. designations. he was also a 
director of nurun inc. from 2003 to 2008. 
Mr. gervais is also a director of gaz Métro inc.
DireCtor sinCe : septeMBer 10, 2010

nuMBer oF shares helD : 7,000

PIERRE MONAHAN
Corporate DireCtor anD  
Business ManageMent Consultant
Mr. Monahan has been a corporate director and 
business management consultant since 
january 2008. previously, he was president of 
Bowater Canadian Forest products inc. and 
executive vice president, Building products at 
Bowater inc. until his departure in 2007. Mr. 
Monahan received his bachelor’s degree in 
commerce from the école des hautes études 
commerciales de Montréal in 1968. over the 
course of his career, he has held a number of 
management positions in the forestry industry. he 
has also occupied financial management positions 
in major corporations, including vice president, 
Finance and treasury, and executive vice 
president, Business expansion, with tembec inc.; 
vice president and CFo of Domtar inc. and 
president and Ceo of a spin-off company, alliance 
Forest products inc. Mr. Monahan has sat on the 
boards of directors of the Forest products 
association of Canada; the pulp and paper 
research institute of Canada and/or paprican; the 
Forintek Canada wood products research 
institute and the FeriC Forestry research 
institute, and has served as chairman of the board 
in each of these organizations. he is also a 
member of the board of directors of axa 
insurance (Canada) as well as chairman of its 
audit committee and a member of its investment 
committee. in 2004, Mr. Monahan was awarded an 
honorary doctorate in forestry science from 
université laval, Québec, and in 2006 he received 
the pulp and paper excellence award (pCpp) from 
the Quebec Forest industry Council. on 
august 9, 2010, Mr. Monahan was appointed a 
director of Fortress paper ltd. he is also a 
director of gaz Métro inc.
DireCtor sinCe : june 15, 2010

nuMBer oF shares helD : 800

RÉAL SUREAU
Corporate DireCtor
Mr. sureau is a chartered accountant. over the 
course of his career, positions held by Mr. sureau 
have included vice president, Finance with Forex 
and the Canam Manac group. he was also 
president of the ordre des comptables agréés du 
Québec in 1995-1996 and vice president of the 
patented Medicine prices review Board from 1995 
to 2005. he is a director of Desjardins Financial 
security life assurance Company and the société 
de services financiers Fonds FMoQ inc. and its 
subsidiaries. since november 2004, he has been a 
member of the employment insurance Board of 
referees. he is a member of the Disciplinary 
Council of the ordre des comptables agréés du 
Québec. he is also a director of gaz Métro inc. as 
well as chairman of its audit committee.
DireCtor sinCe : june 15, 2010

nuMBer oF shares helD : 8,000
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ExECUTIVE OFFICERS OF 
GAz MÉTRO INC.
SOPHIE BROCHU
presiDent anD  
ChieF exeCutive oFFiCer
Ms. Brochu has been active in the energy industry 
for more than 20 years. she began her career in 
1987 as a financial analyst for soQuip (société 
québécoise d’initiatives pétrolières). she was 
named assistant to the president in 1990 and 
vice president, Business Development in 1992. 
in 1997, she joined gaz Métro, the principal 
distributor of natural gas in Québec, as vice 
president, Business Development. in 2000,  
she was given the additional responsibility of 
overseeing the company’s gas supplies. she 
subsequently took charge of the company’s  
sales, marketing and customer service activities. 
in 2005, Ms. Brochu was appointed executive  
vice president, assuming responsibility for all 
natural gas distribution activities in Québec.  
since February 2007, she has held the position  
of president and Chief executive officer of 
gaz Métro. Ms. Brochu graduated in economics 
from université laval, in Québec City, where she 
specialized in the energy sector. she sits on the 
Board of Directors of gaz Métro inc. as well as  
on the boards of Bell Canada and BCe. she also 
chairs the Board of Directors of the Montreal 
Museum of archeology and history (pointe-à-
Callière). Ms. Brochu is co-president of the 
Centraide of greater Montreal campaign for 2010 
and is also involved in “80, ruelle de l’avenir”,  
a project aimed at encouraging students in the 
Centre-sud and hochelaga-Maisonneuve 
neighbourhoods of Montréal to remain in school.

PATRICK CABANA
viCe presiDent, gas supply, 
proCureMent anD  
regulatory aFFairs
patrick Cabana was appointed vice president at 
gaz Métro in june 2006. since joining gaz Métro  
in March 2002, he has occupied different positions 
with different responsibilities from Corporate 
Control to gas supply, regulatory affairs and 
other fields. Mr. Cabana worked from 1990 to 1997 
with a major auditing firm, then in the hockey 
equipment industry from 1997 until 2002, when he 
joined gaz Métro. Mr. Cabana holds a MBa from 
université de sherbrooke and is a member of the 
“ordre des Comptables agréés du Québec”.

PIERRE DESPARS
exeCutive viCe presiDent,  
Corporate aFFairs anD  
ChieF FinanCial oFFiCer
since February 2010, pierre Despars is responsible 
for all financing, corporate and legal activities of 
the company. he is also responsible for us 
development of the gas and electric distribution 
sector. Mr. Despars began his career in 1985  
as an auditor with KpMg. in 1989, he joined 
Quebecor printing, where he was Controller and 
Director, accounting. he joined gaz Métro in 1991, 
serving in different positions in regulatory 
affairs, accounting and Finance. Mr. Despars 
participates to the meetings of the Board of 
Directors, of the audit Committee and of the 
pension Fund Committee of gaz Métro inc. he is  
a member of the Board of Directors of some  
of gaz Métro’s subsidiaries. Mr. Despars holds  
a MBa from Concordia university, is a Fellow of 
the “ordre des Comptables en management 
accrédités du Québec” and is a Member of the 
“ordre des Comptables agréés du Québec”.

MARTIN IMBLEAU
viCe presiDent, operations  
anD Major projeCts
Martin imbleau was appointed vice president, 
operations and Major projects in February 2008. 
since joining gaz Métro in 1996, Mr. imbleau has 
occupied the positions of legal Counsel; Director, 
Business Development; and vice president, 
Business Development, gas supply and transport. 
he has also been responsible for a 272 Mw wind 
power project from its outset. Mr. imbleau began 
his professional career as an advisor to many 
projects and missions related to international 
human rights law. he has published several 
works and articles on human rights.

GUYLAINE LEHOUx
viCe presiDent, growth 
guylaine lehoux has occupied the position of 
vice president, growth, since november 2008, 
following her tenure as vice president, Marketing 
and public affairs, which began in november 2005. 
Ms. lehoux is responsible for developing and 
maintaining close relations with all the organiza-
tion’s external publics, in particular, the principal 
governmental energy agencies, which means she 
has to manage a large variety of projects, ranging 
from the Company’s marketing orientations to its 
position on sustainable development. she is also 
responsible for gaz Métro’s marketing strategies 
as well as the global energy efficiency plan. 
Ms. lehoux is a member of the Boards of Directors 
of the “agence de l’efficacité énergétique du 
Québec”, the projet 80 community body and the 
“Fondation du Csss jeanne-Mance”. she also 
chairs the Board of Directors of the natural gas 
technologies Centre and actively participates  
in many other organizations, including the 
“association québécoise du gaz naturel”.  
she is also a member of several professional 
 associations. given her expertise, key marketing 
and communications players regularly invite  
her to be a guest speaker or to sit on competition 
judging panels. Ms. lehoux holds a  
Master’s Degree in Computer science from  
université de Montréal.

SERGE RÉGNIER
viCe presiDent, eMployees  
anD Culture
serge régnier has been vice president, 
employees and Culture, since February 2007, 
after serving as vice president, human 
resources, Quality and internal Communications 
from 2001. he joined gaz Métro in 1998 as 
Director, human resources and advisory 
services, to which role was added responsibility 
for corporate security and total compensation  
and benefits. Mr. régnier’s professional career 
began with human resources management 
positions at Culinar, Dry products group in 1984. 
he then became Director, personnel and 
industrial relations at agropur, Fine Cheese 
Division, and then Director, labour relations, 
following which he was Director, personnel and 
industrial relations at natrel inc. Mr. régnier 
holds a Ba from université de sherbrooke and  
he is a member of the “ordre des conseillers en 
resources humaines et en relations industrielles 
agréés du Québec”.
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CoMMon shares
the Valener Inc. common shares are listed  
and posted for trading on the toronto stock 
Exchange under the symbol « VNR » since 
october 1, 2010.

DiviDenDs
Valener’s dividend policy is to pay out a high 
proportion of its available cash in the form of 
quarterly dividends to its shareholders.

Quarterly dividends are payable on or about 
the 15th day of the month following the end of a 
calendar quarter, i.e. the 15th of January, April, 
July and october, to shareholders of record at 
the close of business on the last business day 
of December, March, June and september, or as 
otherwise determined by the Board of Directors 
of Valener. 

the Board of Directors of Valener has declared 
a quarterly dividend of $0.25 per common share, 
payable January 17, 2011 to shareholders of record 
at the close of business on December 30, 2010. 
this dividend is an eligible dividend for Canadian 
tax purposes.

DiviDenD reinvestMent plan
Valener has implemented a Dividend  
Reinvestment Plan (“the Plan”) pursuant  
to which its shareholders may elect  
to have all or part of their cash dividends 
reinvested in additional common shares  
of Valener. subject to limited exceptions,  
only residents of Canada may participate  
in the Plan.

the Plan helps shareholders increase their 
investment in common shares of Valener  
by offering both convenience and attractive  
cost savings:
•  Dividends are reinvested automatically 
•  share price discount up to 5% 
•   No brokerage commissions and  

no administration fee 
•  Plan is administered for shareholders 

As approved by the Board of Directors for 
the dividend payable on January 17, 2011, the 
reinvestment of dividends in additional common 
shares will be accomplished by having Valener 
issue new common shares at a 2% discount to 
the weighted average of the trading prices of the 
common shares for the five-day trading period 
preceding the dividend payment date. 

the enrollment process is different depending 
on whether the person enrolling in the Plan is a 
registered or a beneficial shareholder. A person is 
a registered shareholder if his/her name appears 
on the physical certificate representing his/her 
shares. Eligible registered shareholders may 
enroll in the Plan by contacting the transfer agent, 
CIBC Mellon trust Company, and completing the 
necessary enrollment form. 

A beneficial shareholder is a person whose shares 
are held on his/her behalf by a securities broker, 
dealer, bank, trust company or other financial 
institution. Eligible beneficial shareholders who 
desire to enroll in the Plan may only do so by 
contacting their intermediary who holds shares  
on their behalf. 

the full text of the Plan is available in the 
“Investors” section of Valener’s Web site at  
www.valener.com.

DireCt Deposit serviCe
Registered shareholders may request that  
their dividends be deposited directly into a 
Canadian bank account. this rapid, reliable  
and convenient service is offered by most  
banks and other financial institutions. to take 
advantage of this direct deposit service, contact 
the transfer agent, CIBC Mellon trust Company,  
at 1-800-387-0825.

proCeDure For CoMplaints 
aBout the aCCounting, internal 
aCCounting Controls or the auDit
Any person wanting to lodge a complaint about  
the accounting, internal accounting controls  
or the audit of Valener should communicate  
with the Chief Internal Auditor, Internal Audit,  
of Gaz Métro inc., acting in its capacity as general 
partner of Gaz Métro Limited Partnership, 
which acts as manager of Valener by one of the 
following manners:

By mail: 
Valener Inc. 
1717 du havre
Montréal, Québec h2K 2x3
By telephone: 
1-855-598-6300
By e-mail: 
plaintes@valener.com 
the Chairman of the Audit Committee will  be  
promptly informed of each complaint.

heaD oFFiCe
Valener Inc.
1717 du havre
Montréal, Québec
h2K 2x3
telephone: 514-598-6220 or  
toll-free 1-888-598-6220 
Web site: www.valener.com

registrar anD  
transFer agent
CIBC Mellon trust Company
telephone: 1-800-387-0825 
E-mail: inquiries@cibcmellon.com

auDitors
Raymond Chabot Grant thornton LLP

investor relations
telephone: 514-598-3039
fax: 514-521-8168
E-mail: investors@valener.com

Quarterly reports, annual reports and press 
releases are accessible through the “Investors” 
and “Pess room” sections of Valener’s Web site: 
www.valener.com

Ce document est également  
disponible en français.

SHAREHOLDER 
INFORMATION
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