








“ Inter Pipeline intends to “ Inter Pipeline intends to 
maintain its current structure maintain its current structure 
as a limited partnership and as a limited partnership and 
continue to position itself continue to position itself 
as a long term, yield as a long term, yield 
oriented investment.”oriented investment.”

Northern Lights
northern lights, also known as aurora borealis, are created from colliding 
electrically-charged particles from the sun that enter the earth’s atmosphere. 
the lights are seen above the magnetic poles of the northern and southern hemispheres. 
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Growing Oil Sands Exposure

Inter Pipeline has emerged as a major player in the 

Canadian oil sands transportation arena. In 2009, we 

shipped over 580,000 b/d of oil sands products, or roughly 

30% of Canada’s total production from this prolific reserve 

base. At present we are nearing completion of a major  

$1.8 billion capacity expansion project on the Corridor 

pipeline system. We are also advancing a new diluent 

supply project for the Kearl oil sands development owned 

by Imperial Oil and ExxonMobil. Upon completion, these 

projects will significantly increase Inter Pipeline’s cash 

flow and enhance the long term sustainability of our 

cash distributions. In fact, over the next three years, we 

anticipate that the contribution from our oil sands business 

segment will exceed 50% of Inter Pipeline’s total cash flow.

Strong Access to Capital

Inter Pipeline continues to have access to competitively 

priced sources of new capital to meet our internal and 

growth-related funding requirements. Our balance sheet 

is strong and we have significant capacity available on 

existing bank credit facilities. Our cost of equity capital  

has improved significantly over the past year and is now 

much lower than the average of our industry peers.  

These factors, coupled with a low payout ratio, position 

Inter Pipeline extremely well to compete for new 

acquisitions and greenfield development opportunities.

Sustainable Cash Distributions 

Facing pressures from the financial crisis and the impending 

SIFT tax, many income trusts have been forced to cut their 

cash distributions to investors. Inter Pipeline has been 

a clear exception to this trend. In fact, in late 2009 we 

announced a 7% increase to our monthly cash distributions. 

This decision is a clear indication of our confidence in Inter 

Pipeline’s long term performance and the sustainability of 

our distributions. Our business fundamentals are strong, 

we continue to maintain a low payout ratio and we are 

advancing several major organic development projects that 

will provide material new sources of long term cash flow.

A Long-Term, Yield-Oriented Investment

Inter Pipeline’s board of directors recently made an 

important decision to remain structured as a publicly 

traded Canadian limited partnership. This decision was 

based on a detailed analysis of potential costs and benefits 

of maintaining Inter Pipeline’s current structure versus 

alternatives such as a corporation. The board concluded 

that changing our structure would introduce significant new 

costs and would likely not result in an improvement in the 

valuation of Inter Pipeline’s Class A units. The board further 

considered that, as a Canadian limited partnership, Inter 

Pipeline can convert to a corporation at any time without 

triggering a taxable event for our unitholders and we are 

well within the permitted growth guidelines established by 

the government when SIFT tax legislation was put in place. 

Accordingly, Inter Pipeline intends to maintain its current 

structure and continue to position itself as a long term, yield 

oriented investment.

Positioned for the Future
Our Future Has Never Looked Brighter

Melvin Hawryluk,  
Supervisor of the  
Cold Lake Pipeline at  
Inter Pipeline’s facilities, 
Bonnyville, Alberta

Shawn Madro, 
Maintenance Technician, 
summer student, at 
Inter Pipeline’s NGL 
extraction facility
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		  2009	 2008	 % Change

Volume (thousands of barrels per day)

Pipeline volumes

	Conventional oil pipelines		  169.2	 198.4	 (15)

	O il sands transportation*		  582.6	 555.0	 5

Total pipeline		  751.8	 753.4	 0

NGL extraction volumes*

	E thane		  69.6	 76.2	 (9)

	P ropane-plus		  39.3	 45.7	 (14)

Total extraction		  108.9	 121.9	 (11)

Capacity utilization (%)

	 Bulk liquid storage		  96.4	 95.5	 1

($ millions, except where noted)

Revenue 		  924.6	 1,224.6	 (24)

EBITDA		  331.8	 343.4	 (3)

Funds from operations		  294.2	 280.5	 5

Net income		  157.7	 249.7	 (37)

Cash distributions 		  202.4	 186.6	 8

Cash distributions (per unit) 		  0.845	 0.84	 1

Payout ratio before sustaining capital (%)		  68.8	 66.5	 3

Total assets		  4,472.7	 4,125.7	 8

Partners’ equity		  1,320.1	 1,130.2	 17

Market capitalization 		  2,752.7	 1,572.6	 75

Total enterprise value		  5,372.4	 3,921.8	 37

* �Empress V NGL production and Cold Lake volumes reported on a 100% basis.

Financial and Operating Highlights
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Total Assets

Enterprise Value

Funds from Operations

Pipeline Volumes

115%

101%

92%

53%

Growth in 
total assets

Growth in 
enterprise value

Growth in funds 
from operations

Growth in 
pipeline volumes

(Thousand barrels per day)

($ Millions)

($ Millions)

($ Millions)

Five year 
cumulative 
total return  

Inter Pipeline vs. S&P/TSX Composite Index

Inter Pipeline Fund S&P/TSX Composite Index

Five Year Growth Summary
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President’s Letter
I am pleased to present Inter Pipeline’s annual report for 2009.  

Our financial, commercial and operating results clearly rank  

among the strongest I can recall in my 12-year tenure as  

Inter Pipeline’s President and CEO.  

D
uring the year, we successfully advanced several 

high profile construction projects, continued our 

track record of solid financial performance and 

positioned the business for long term profitable 

growth. Collectively, these accomplishments resulted in the 

creation of exceptional unitholder value in 2009.

As you are aware, the past 18 months have been 

characterized by unprecedented volatility in global markets. 

I am extremely proud of Inter Pipeline’s performance during 

this highly challenging period. In many ways, the financial 

crisis and related economic impacts have highlighted  

Inter Pipeline’s core strengths. We’ve created a strong 

portfolio of large scale, long life energy infrastructure 

assets. Our cash flow is primarily supported by high quality 

contracts involving only indirect exposure to commodity 

price fluctuations. We conservatively manage our balance 

sheet and maintain an investment grade credit rating. These 

are great attributes for a business during turbulent times.

Inter Pipeline has emerged from the global financial  

crisis sooner and stronger than the vast majority of 

our industry peers. To a large extent, this is due to the 

successful implementation of Inter Pipeline’s long term 

business strategy.

In the energy infrastructure business, successful results 

are rarely proven over the short term. The planning and 

development of large scale capital investments unfold over 

multi-year time horizons, not weeks or months. Through 

strategic acquisitions and the development of organic 

growth projects, Inter Pipeline has expanded and diversified 

its lines of business. In doing so, our enterprise value has 

grown from roughly $500 million in 2002 to over $5 billion 

today. Our track record of disciplined growth has also 

provided access to broader and more competitively priced 

pools of capital. Over time, we have introduced more stable 

sources of cash flow and new assets with excellent long 

term development potential.

Inter Pipeline is well positioned to succeed in today’s 

environment and in the long term. In 2009 we advanced 

several key strategic initiatives to strengthen and grow  

our business.

For example, we completed physical construction of new 

pipeline and station facilities related to Inter Pipeline’s 

major capacity expansion project on the Corridor system. 

This multi-year, 165,000 barrel per day expansion project 

remains on schedule and under budget. We also executed 

a major new transportation service agreement to deliver 

an initial 60,000 barrels per day of diluent products to the 

Kearl oil sands development owned by Imperial Oil and 

ExxonMobil. On the Bow River system, we are nearing 

completion of a capacity expansion project to allow 

shipment of 30,000 barrels per day of segregated oil 

products from the oil storage hub at Hardisty, Alberta. In 

Europe, we added over 300,000 barrels of new storage 

capacity at the Immingham terminal in the United Kingdom.

Combined, these new infrastructure projects involve capital 

investments of about $2 billion. When in service, they 

will contribute over $200 million in incremental cash flow 

annually. That represents roughly 60% of Inter Pipeline’s 

total cash flow last year. 2009 has been a remarkable year 

for advancing high profile organic development projects 

that will secure new sources of sustainable cash flow well 

into the future.

No account of Inter Pipeline’s highlights for 2009 would be 

complete without specific mention of our strong financial 

performance. Last year we generated record funds from 

operations of $294 million on revenues of $925 million. We 
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also maintained a conservative payout ratio of only 73%, 

even after funding all of our sustaining capital requirements. 

Surplus cash flow and the proceeds of a successful $173 

million equity offering in June were used to reduce bank 

indebtedness and strengthen our balance sheet. Based 

on Inter Pipeline’s continuing strong performance and 

our highly positive outlook for the business, our board 

of directors approved a 7% increase in monthly cash 

distributions paid to investors, effective in January 2010.

Our solid financial performance and the successful 

execution of key organic development projects did not  

go unnoticed in the public equity market. Throughout  

2009, our unit price steadily increased, reaching a  

52-week and all-time high in late December. Strong unit 

price appreciation, coupled with the value of monthly  

cash distributions, resulted in a total return of 65% 

to investors. We significantly outperformed all of our 

infrastructure peers in 2009.

As with most publicly-traded businesses, our news 

releases and other forms of disclosure tend to focus on 

financial measures and commercial activities. However, 

that certainly does not diminish in any way the excellent 

level of performance achieved within Inter Pipeline’s various 

operating groups in 2009. For example, we achieved 

zero lost time incidents in our Canadian and European 

operations. We extended our impressive compliance record 

with zero regulatory enforcement notices and an excellent 

record under all government audits of our operations. 

We are proud of the fact that Inter Pipeline experienced 

no major product loss events across our vast network of 

pipelines which today transports over 750,000 barrels per 

day of petroleum products.

Inter Pipeline has established a strong reputation as a 

prudent, cost effective operator of large scale infrastructure 

assets. Going forward, our goal is to capture additional 

opportunities for efficiency gains while maintaining  

industry-leading safety, reliability and asset integrity 

performance. Inter Pipeline fully recognizes that strong 

environmental stewardship and enhancing value in the 

communities where we operate are critical to our long  

term success.

In reviewing the pages of this report, I hope you come to 

share my view that 2009 has been an exceptional year at 

Inter Pipeline. I believe there is ample evidence of a well-

executed long term business strategy that has allowed us 

to grow and strengthen our business, even during turbulent 

times. We are well positioned within our industry today, and 

key projects currently under development will only enhance 

our long term cash flow profile in the years to come. For 

Inter Pipeline’s investors, that equates to stable, sustainable 

cash distributions and a solid long term investment.

In closing, I would like to thank Inter Pipeline’s board of 

directors and all of our employees for your hard work and 

commitment over the past year. Through your efforts we 

accomplished a tremendous amount and our future is 

brighter than ever. It truly is our time to shine.

(signed) “David W. Fesyk”

David Fesyk,  
President and Chief Executive Officer 
January 4, 2010

 david fesyk  
PRESIDENT AND CHIEF EXECUTIVE OFFICER

“Inter Pipeline is well  
positioned to succeed in  
today’s environment and  

in the long term.”
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Forward-Looking Information

This annual report contains certain forward-looking statements or information (collectively referred to as “forward-

looking statements”) within the meaning of applicable securities legislation. Forward-looking statements often contain 

terms such as “may”, “will”, “should”, “anticipate”, “expect”, “continue”, “estimate”, “believe”, “project”, and similar 

words suggesting future outcomes or statements regarding an outlook. Any statements herein that are not statements 

of historical fact may be deemed to be forward-looking statements. Forward-looking statements in this annual report 

include, but are not limited to: 1) statements regarding Inter Pipeline’s beliefs that it is well positioned to maintain its 

recently announced increase in the level of cash distributions to its unitholders through 2011 and beyond; 2) that the 

maintenance of Inter Pipeline’s cash distribution level combined with the tax treatment of distributions to its unitholders 

effective in 2011 should result in a favourable after tax treatment for Inter Pipeline’s taxable unitholders; and, 3) it is also 

well positioned to operate and grow in the future and the cash flow projections, timing and completion of its Corridor 

and Bow River pipeline system expansion projects, new diluent pipeline project for the Kearl oil sands development, 

Cochrane desulphurization facility and other capital forecasts. 

Readers are cautioned not to place undue reliance on forward-looking statements, as there can be no assurance that 

the expectations, plans or intentions upon which they are based will occur. Inter Pipeline in no manner represents that 

actual results achieved will be the same in whole or in part as those set out in the forward-looking statements herein. 

Such information, although considered reasonable by Pipeline Management Inc., the general partner of Inter Pipeline 

(General Partner) at the time of preparation, may later prove to be incorrect and actual results may differ materially from 

those anticipated in the forward-looking statements. By their nature, forward-looking statements are subject to various 

risks, uncertainties and other factors, which are beyond Inter Pipeline’s control, including, but not limited to: 

•	 �Risks associated with operations, such as Inter Pipeline’s ability to successfully implement its strategic initiatives 

and achieve expected benefits; 

•	 �The status, credit risk and continued existence of customers having contracts with Inter Pipeline and its 

subsidiaries; 

•	 Availability of energy commodities; 

•	 Volatility of and assumptions regarding prices of energy commodities; 

•	 �Competitive factors, pricing pressures and supply and demand in the natural gas and oil transportation, ethane 

transportation and natural gas liquids (NGL) extraction and storage industries; 

•	 Assumptions based upon Inter Pipeline’s current guidance; 

•	 Fluctuations in currency and interest rates; 

•	 The ability to access sufficient capital from internal and external sources; 

•	 Product supply and demand; 

•	 Risks inherent in Inter Pipeline’s Canadian and foreign operations; 

•	 �Risks of war, hostilities, civil insurrection and instability affecting countries in which Inter Pipeline and its subsidiaries 

operate; 

•	 Severe weather conditions; 

•	 Terrorist threats; 

•	 Risks associated with technology; 



15 2 0 0 9  /  A n n u a l  R e p o r t 

•	 Inter Pipeline’s ability to generate sufficient cash flow from operations to meet its current and future obligations; 

•	 �Inter Pipeline’s ability to access external sources of debt and equity capital; 

•	 �General economic and business conditions; 

•	 �Potential delays and costs of overruns on construction projects, including, but not limited to the Corridor and other 

pipeline system projects noted above; 

•	 Inter Pipeline’s ability to make capital investments and amount of capital investments; 

•	 �Changes in laws and regulations, including environmental, regulatory and taxation laws, and the interpretation of 

such changes to laws and regulations; 

•	 �The risks associated with existing and potential future lawsuits and regulatory actions against Inter Pipeline and  

its subsidiaries; 

•	 Increases in maintenance, operating or financing costs; 

•	 Availability of adequate levels of insurance; 

•	 Political and economic conditions in the countries in which Inter Pipeline and its subsidiaries operate; 

•	 Difficulty in obtaining necessary regulatory approvals; and 

•	 �Such other risks and uncertainties described from time to time in Inter Pipeline’s reports and filings with the Canadian 

securities authorities. 

Readers are cautioned that the foregoing list of important factors is not exhaustive. See also the section entitled 

RISK FACTORS included in the Management’s Discussion and Analysis (MD&A). The forward-looking statements 

contained in this Annual Report are made as of the date of this document, and, except to the extent expressly 

required by applicable securities laws and regulations, Inter Pipeline assumes no obligation to update or  

revise forward-looking statements made herein or otherwise, whether as a result of new information, future 

events, or otherwise. The forward-looking statements contained in this document are expressly qualified by this  

cautionary note.
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Management’s Discussion and Analysis
Measuring Performance vs. Objectives

1
Prudently  
manage our  
balance sheet

During 2009, Inter Pipeline 

strengthened its balance 

sheet by successfully raising 

over $260 million in new 

equity. This helped ensure 

that our debt levels remained 

low and manageable 

during the global financial 

crisis. At year end, Inter 

Pipeline’s total recourse debt 

represented only 36% of 

our capitalization. Our credit 

facilities are attractively 

priced and supported by 

well diversified syndicates 

of lenders. Inter Pipeline has 

sufficient capital available 

to finance current growth 

projects under development 

without the need for new 

equity capital.
Since 2002, Inter Pipeline 

has completed over $2.5 

billion in acquisitions. 

Over the past year, we 

evaluated and actively 

pursued several new 

acquisition opportunities in 

North America and abroad. 

Required transaction 

values, however, did not 

meet Inter Pipeline’s return 

expectations. Going forward, 

we will continue to focus on 

acquisition opportunities that 

are accretive to cash flow, 

present strong opportunities 

for organic growth and 

are complementary to our 

portfolio of long-life energy 

infrastructure assets.

In 2009, Inter Pipeline made 
strong progress advancing 
key strategies to expand 
and enhance our existing 
assets. Highlighting the 
year was completion of 
the construction phase of 
the $1.8 billion Corridor 
capacity expansion project, 
on time and under budget. 
Construction activities also 
included the installation 
of new ethane recovery 
facilities at Inter Pipeline’s 
Empress V extraction plant, 
the addition of over 300,000 
barrels of storage capacity 
in Europe and the expansion 
of delivery capacity on 
the Cold Lake pipeline 
system under a multi-year 
development program.

2
Acquire 
complementary 
infrastructure 
businesses

3
Execute organic 
growth projects 
across all business 
segments

(%)

Payout Ratio 
Before Sustaining Capital

($ Millions)

Market 
Capitalization

($ Millions)

Cash 
Distributions
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Inter Pipeline produced 

extremely strong financial 

results in 2009, including 

revenues of $925 million and 

EBITDA of $332 million. Our 

funds from operations grew 

to $294 million, representing 

an increase of 5% compared 

to results in 2008. Inter 

Pipeline’s cash distribution 

payments to unitholders 

totalled $202 million which 

was only 69% of cash flow 

available for distribution prior 

to internal sustaining capital 

requirements. We also 

announced a 7% increase 

in cash distributions. Inter 

Pipeline’s strong financial 

performance, coupled 

with excellent progress on 

strategic growth projects, 

ultimately resulted in a 

significant increase in the 

market value of our Class A 

units. We generated a 65% 

total return to investors and 

significantly outperformed 

our industry peers.

In 2009, Inter Pipeline’s 

environmental, health 

and safety results were 

among our strongest ever. 

We recorded zero lost-

time incidents across all 

operating divisions, and 

achieved a significant 

reduction in safety related 

incidents. Similarly, we 

maintained an exceptional 

compliance record with 

zero regulatory enforcement 

notices and a clean record 

on all government audits 

of our operations. Inter 

Pipeline also extended its 

track record of strong asset 

reliability with no major 

product loss events within 

our pipeline operations.

4
Capture additional 
investment 
opportunities 
involving energy 
infrastructure

5
Ensure safe, reliable 
and compliant 
operations

6
Provide investors 
with attractive, 
long term returns

($/Unit)

Cash 
Distributions

Two major new pipeline 

initiatives were announced 

in 2009 which will set the 

stage for profitable growth 

in the years to come. In May 

we announced that Inter 

Pipeline has been successful 

in its bid to provide diluent 

transportation service to 

the Kearl oil sands project 

owned by Imperial Oil and 

ExxonMobil. We will initially 

provide 60,000 b/d of diluent 

to the Kearl project under 

long term contract with 

upside to increase deliveries 

to 120,000 b/d. Also during 

the year, Inter Pipeline 

announced an expansion 

project on the Bow River 

system to provide 30,000 

b/d of segregated oil delivery 

capacity.
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For the Fourth Quarter and Year Ended December 31, 2009 
The following MD&A provides a detailed explanation of Inter Pipeline’s operating results for the three month period 

and year ended December 31, 2009 as compared to the three month period and year ended December 31, 2008. The 

MD&A should be read in conjunction with the unaudited interim consolidated financial statements and MD&A of Inter 

Pipeline for the quarterly periods ended March 31, June 30 and September 30, 2009, the audited consolidated financial 

statements for the year ended December 31, 2009, the Annual Information Form and other information filed by Inter 

Pipeline at www.sedar.com. 

Financial information presented in this MD&A, with the exception of non-GAAP financial measures, is based on information 

in Inter Pipeline’s consolidated financial statements. These financial statements have been prepared in accordance with 

Canadian generally accepted accounting principles (GAAP). This MD&A reports certain non-GAAP financial measures 

that are used by management to evaluate the performance of Inter Pipeline and its business segments. Since certain 

non-GAAP financial measures may not have a standardized meaning, securities regulations require that non-GAAP 

financial measures are clearly defined, qualified and reconciled with their nearest GAAP measure. See the NON-GAAP 

FINANCIAL MEASURES section for further information on the definition, calculation and reconciliation of non-GAAP 

financial measures. All amounts are in Canadian dollars unless specified otherwise. 

Management considers whether information presented in this MD&A is material based on whether it believes a reasonable 

investor’s decision to buy, sell or hold securities in Inter Pipeline would likely be influenced or changed if the information 

was omitted or misstated. 

	 19	 2009 Highlights

	 19	 Fourth Quarter Highlights

	 19	 Subsequent Event

	 20	 Performance Overview

	 22	 Outlook

	 25	 Results of Operations

	 38	 Summary of Quarterly Results

	 39	 Liquidity and Capital Resources

	 44	 Cash Distributions to Unitholders

	 45	 Outstanding Unit Data

	 46	 Risk Management and Financial Instruments

	 50	 Transactions with Related Parties

	 51	 Controls and Procedures

	 51	 Critical Accounting Estimates

	 56	 Changes in Accounting Policies

	 60	 Risk Factors

	 74	 Non-GAAP Financial Measures

	 76	 Eligible Investors

	 76	 Additional Information

Management’s Discussion and Analysis



 2 0 0 9  /  M A N A G E M ENT   ’ S  D I S C U S S I O N  A N D  A N A LY S I S 19

2009 Highlights 
•	 Funds from operations* increased to a record $294 million, up $14 million or 5% from 2008

•	 Low annual payout ratio before sustaining capital* of 69% 

•	 �Cash distributions to unitholders totalled $202 million or $0.845 per unit, up from $187 million distributed in 2008

•	 �Generated net income of $158 million, including a $65 million negative adjustment related to an unrealized change 
in the fair value of derivative financial instruments

•	 �Throughput volumes on Inter Pipeline’s oil sands and conventional oil pipeline systems averaged 751,800 barrels 
per day (b/d) 

•	 �Corridor pipeline system expansion project is mechanically complete; construction phase completed on schedule 
and under budget

•	 Entered into a 25-year, 60,000 b/d ship-or-pay diluent transportation contract for the Kearl oil sands project

•	 Successfully raised over $260 million in equity capital in 2009

•	 �Maintained investment grade credit ratings; DBRS and Standard & Poor’s increased trend outlooks on  
Inter Pipeline debt 

•	 Conservative year end recourse debt to capitalization ratio* of only 36%

Fourth Quarter Highlights 
•	 Funds from operations* increased $26 million or approximately 50% to $78 million 

•	 Payout ratio before sustaining capital* of 70% for the quarter

•	 Cash distributions to unitholders were $54 million or $0.215 per unit during the quarter

•	 Generated net income of $23 million for the quarter

•	 Increased monthly distributions by 7.1% to $0.075 per unit

•	 �Completed construction on the Bow River oil segregation project; new facilities were in commercial service 
January 2010  

•	 Inter Pipeline’s oil sands and conventional oil pipeline systems transported 755,500 b/d in the quarter

Subsequent Event
•	 Inter Pipeline (Corridor) Inc. successfully closed a $150 million debenture offering 

* Please refer to the NON-GAAP FINANCIAL MEASURES section
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Performance Overview
	T hree Months Ended	
	 December 31	 Years Ended December 31

(millions, except per unit and % amounts)	 2009	 2008	 2009	 2008	 2007

Revenues
  Oil sands transportation	 $	 34.1 	 $	 35.1 	 $	 130.6 	 $	 146.0 	 $	 109.0 
 N GL extraction	  160.5 	  149.8 	  529.1 	  794.3 	  756.7 
  Conventional oil pipelines 	  34.3 	  39.4 	  148.9 	  148.0 	  122.8 
  Bulk liquid storage	  28.2 	  35.5 	  116.0 	  136.3 	  156.5 

	 $	 257.1 	 $	 259.8 	 $	 924.6 	 $	 1,224.6 	 $ 	 1,145.0 

Funds from operations (1)	 	 			 
  Oil sands transportation	 $	 19.4 	 $	 17.3 	 $	 73.9 	 $	 69.8 	 $	 58.7 
 N GL extraction	  40.8 	  13.1 	  133.1 	  134.0 	  145.7 
  Conventional oil pipelines 	  23.1 	  26.3 	  110.8 	  106.5 	  86.5 
  Bulk liquid storage	  10.4 	  11.3 	  41.4 	  41.6 	  44.0 
  Corporate costs	  (15.5)	  (15.9)	  (65.0)	  (71.4) 	 (88.0)

	 $	 78.2 	 $	 52.1 	 $	 294.2 	 $	 280.5 	 $	 246.9 

Per unit (1)	 $	 0.31 	 $	 0.23 	 $	 1.24 	 $	 1.26 	 $	 1.21 
Net income	 $	 23.1 	 $	 102.5 	 $	 157.7 	 $	 249.7 	 $	 (80.0)
 P er unit – basic and diluted	 $	 0.08 	 $	 0.46 	 $	 0.66 	 $	 1.12 	 $	 (0.39)
Cash distributions (1)	 $	 54.5 	 $	 46.8 	 $	 202.4 	 $	 186.6 	 $	 171.7 
 P er unit (2)	 $	 0.215 	 $	 0.210 	 $	 0.845 	 $	 0.840 	 $	 0.840 
Units outstanding (basic)	 	 				  
  Weighted average	 252.8	 222.8	 238.1	 222.0	 203.4
 E nd of period (2)	 254.6	 223.1	 254.6	 223.1	 220.9
Capital expenditures	 	 			 
  Growth (1)	 $	 53.5 	 $	 101.0 	 $	 573.4 	 $	 601.7 	 $	 363.9 
  Sustaining (1)	  7.4 	  5.2 	  18.0 	  13.4 	  12.2 

	 $	 60.9 	 $	 106.2 	 $	 591.4 	 $	 615.1 	 $	 376.1 

Payout ratio before sustaining capital (1)	 69.6%	 89.7%	 68.8%	 66.5%	 69.5%
Payout ratio after sustaining capital (1)	 76.9%	 99.7%	 73.3%	 69.9%	 73.2%

As at December 31

	 	 	 2009	 2008	 2007

Total assets	 		  		  $	 4,472.7 	 $	 4,125.7 	 $	 3,549.8 
Total debt (3)	 		  		  $	 2,619.7 	 $	 2,349.2 	 $	 1,887.8 
Total partners’ equity	 		  		  $	 1,320.1 	 $	 1,130.2 	 $	 1,064.2
Enterprise value (1)	 		  		  $	 5,372.4 	 $	 3,921.8 	 $	 3,984.0 
Total debt to total capitalization (1)	 	 	 66.5%	 67.5%	 64.0%
Total recourse debt to capitalization (1)	 	 	 35.7%	 41.6%	 44.3%

(1) Please refer to the NON-GAAP FINANCIAL MEASURES section of this MD&A.
(2) Cash distributions are calculated based on the number of units outstanding at each record date.
(3) �Total debt includes long-term debt totalling $2,610.9 million before discounts and debt transaction costs of $8.8 million reported in the 

December 31, 2009 consolidated financial statements. 
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Year Ended December 31, 2009

Inter Pipeline generated record financial results in 2009, with the oil sands transportation and conventional oil 

pipelines businesses leading the growth in funds from operations. Funds from operations were $294.2 million in 2009,  

approximately $13.7 million or 4.9% higher than $280.5 million generated in 2008. The NGL extraction business’s 

financial results were consistent with 2008 as propane-plus frac-spreads rebounded in 2009 to rates realized in early 

2008. Business results for the bulk liquid storage business were consistent with 2008 as facility utilization rates remained 

strong. Funds from operations from Inter Pipeline’s four diversified business segments, combined with lower corporate 

costs, resulted in a positive payout ratio before sustaining capital of 68.8% for 2009. 

Net income of $157.7 million for 2009 was $92.0 million lower than the $249.7 million earned in 2008. In 2008, net 

income benefited from a $74.4 million unrealized gain on the mark-to-market value of derivative financial instruments 

outstanding at December 31, 2008 compared to a $65.2 million unrealized loss at December 31, 2009. This variance 

was partially offset by a $24.0 million favourable variance due to changes in provincial SIFT tax rates legislated in March 

2009 and a net $17.8 million gain recognized on the disposition of Inter Pipeline’s Valley pipeline system and other assets 

in 2009.

Total cash distributions to unitholders in 2009 increased $15.8 million or 8.5% to $202.4 million compared to  

$186.6 million distributed in 2008. This increase in cash distributions is primarily the result of a higher overall number of 

Class A units outstanding during 2009. The majority of new units were issued pursuant to a new distribution reinvestment 

plan adopted in May 2009 and a successful $173 million public equity offering in June 2009. In October 2009,  

Inter Pipeline announced a monthly cash distribution increase of $0.005 per unit to $0.075 per unit for distributions 

declared in December 2009 and beyond. This rate increase will result in an annualized cash distribution increase of  

$0.06 per unit to $0.90 per unit.

Total debt increased $270.5 million from $2,349.2 million to $2,619.7 million at December 31, 2009 while  

Inter Pipeline spent approximately $591.4 million on capital projects. Undistributed funds from operations, net 

proceeds of $246.0 million from the public equity offering and a new distribution reinvestment plan were utilized to 

reduce indebtedness on Inter Pipeline’s $750 million revolving credit facility. Inter Pipeline lowered its recourse debt 

to capitalization ratio from 41.6% at December 31, 2008 to 35.7% at December 31, 2009. Adjusting for the inclusion 

of non-recourse debt of $1,886.3 million held within the Corridor corporate entity, Inter Pipeline’s total debt to total 

capitalization ratio at December 31, 2009 was 66.5%.

Three Months Ended December 31, 2009

Inter Pipeline also generated strong financial results in the fourth quarter of 2009 driven by significantly higher  

frac-spreads in the NGL extraction business compared to the same period in 2008. Consolidated funds from operations 

for the quarter of $78.2 million were $26.1 million or 50.1% higher than the $52.1 million generated in 2008 which 

resulted in an attractive payout ratio before sustaining capital of 69.6%. Operating results in the oil sands transportation 

business were also higher primarily due to an increase in volumes transported on the Cold Lake pipeline system. Lower 

operating results in the conventional oil pipelines and bulk liquid storage businesses were partially offset by a reduction 

in corporate costs. 

Net income of $23.1 million in the fourth quarter of 2009 was $79.4 million lower than the $102.5 million earned in the 

same period in 2008. In 2008, net income benefited from a favourable $54.9 million unrealized gain as a result of the 

mark-to-market value of derivative financial instruments outstanding at December 31, 2008, compared to a $24.7 million 

unrealized loss in the fourth quarter of 2009.
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Total cash distributed to unitholders in the fourth quarter of 2009 increased $7.7 million or 16.5% to $54.5 million 

compared to $46.8 million distributed in 2008. As discussed in the annual results above, this is primarily due to additional 

Class A units outstanding. 

Inter Pipeline’s total debt increased $8.9 million to $2,619.7 million during the quarter while Inter Pipeline spent 

approximately $60.9 million on capital projects. 

Outlook 
In 2009, Inter Pipeline successfully continued to execute its long term strategy of developing long-life, high quality 

energy infrastructure assets that will provide sustained and predictable cash flows into the future. Implementation of this 

strategy in 2009 resulted in $2 billion worth of organic growth projects being advanced. The centre of growth activity 

for 2009 continued to be the $1.8 billion Corridor pipeline capacity expansion project. When in service, this project will 

substantially increase consolidated funds from operations and become a key element in allowing Inter Pipeline to maintain 

its current cash distributions through 2011, the year Inter Pipeline becomes fully taxable. In 2010, Inter Pipeline’s capital 

spending will be lower as the Corridor expansion project transitions from the construction to commissioning phase. The 

total proposed growth capital budget for 2010 is $274 million, down from the $591 million spent in 2009. Projected 2010 

sustaining capital expenditures are approximately $18 million. 

The Corridor expansion project, after four years of steady progress, is expected to be completed in 2010. Approximately 

$210 million is expected to be incurred in 2010. Line fill, interest during construction and remaining tank costs account 

for the majority of these expenditures. Inter Pipeline bears no capital cost overrun exposure on these cost components 

as they will be added to the Corridor rate base at their actual cost. Upon completion of this $1.8 billion expansion, 

bitumen blend transport capacity on the Corridor system is expected to increase from 300,000 b/d to 465,000 b/d. 

This additional capacity will accommodate shipment of increased oil sands production from the Athabasca Oil Sands 

Project, a joint venture between Shell Canada Energy, Chevron Canada Limited and Marathon Oil Canada Corporation. 

Inter Pipeline will receive stable and predictable cash flows from this expanded pipeline system, utilizing the same  

cost-of-service contractual arrangements used on the original Corridor pipeline system. The expansion is expected to 

be in service late in 2010, with incremental revenue commencing no later than January 1, 2011.

In 2009, Inter Pipeline announced the signing of a 25-year agreement to transport diluent with Imperial Oil Resources 

Ventures Limited (or “Imperial” a jointly owned venture between Imperial Oil Limited and ExxonMobil Canada) for their 

Kearl oil sands mining project located northeast of Fort McMurray. Approximately $135 million will be invested over 

the next three years to connect an existing 12-inch pipeline, currently utilized by Corridor, to the Kearl project and to 

a diluent receipt point in the Edmonton area. In 2010, approximately $28 million will be spent on the project. Diluent 

deliveries are expected to begin late in 2012, generating initial incremental EBITDA of approximately $40 million per 

year. Imperial’s initial volume commitment of 60,000 b/d will utilize roughly half the potential capacity of this line, with 

an option to increase its capacity commitment. Consistent with a strategy of developing infrastructure assets through 

organic growth, Inter Pipeline will pursue further volume additions to utilize the remaining capacity on this system from 

either the Kearl project or other interested parties. 

Also announced in 2009 was a major reconfiguration of Inter Pipeline’s Bow River pipeline system. The Bow River 

segregation project enables shipment of a distinct segregated crude oil stream from the oil storage and marketing hub 

at Hardisty, Alberta to refining customers in Montana. The project includes construction of 128 kilometres of new pipeline 

and facility modifications. Inter Pipeline has received firm shipping commitments to transport 30,000 b/d of segregated 

crude oil from Hardisty under a seven year ship-or-pay contract with revenue commencing January 1, 2010 that is not 

subject to commodity price or volume risk. In December 2009, construction of the new pipeline and associated facilities 
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was completed on schedule. The project is expected to enter into full service in the first quarter of 2010, generating an 

estimated $16.5 million in incremental EBITDA per year. 

In the bulk liquid storage business, Inter Pipeline plans to spend approximately $12 million in 2010 on organic growth 

projects. This amount will be spent on various tank life extensions and tank conversions enabling the storage of new 

products under new contracts. Sustaining capital of $7 million in the bulk liquid storage business is planned for 2010 as 

part of the ongoing regular program of capital maintenance and to ensure that tankage facilities comply with new UK 

safety and environmental regulations. 

Organic growth capital expenditures planned for Inter Pipeline’s NGL extraction business segment will focus on addressing 

NGL stream quality issues. Inter Pipeline is developing plans, at the request of BP Canada pursuant to its contract 

with Inter Pipeline, to construct facilities at Cochrane to remove sulphur compounds from propane-plus production. 

Over the next three years, an estimated $50 million of growth capital is planned to be spent on the project. Improving 

product quality is expected to ensure continuing access to premium-priced markets for propane-plus extracted at the  

Cochrane facility.

From a business environment perspective, Inter Pipeline continues to be in a strong position relative to uncertainty 

caused by the recent economic recession. A significant portion of cash flow is generated under long term contracts 

that are not commodity price or volume sensitive. For example, in the oil sands transportation business segment, 

contracts are generally cost-of-service in nature and have limited exposure to volume fluctuations and no direct 

exposure to commodity prices. Similarly, our bulk liquid storage and a majority of our conventional oil pipelines and  

NGL extraction business are fee-based in nature with no direct exposure to commodity prices. Cash flow underpinned by  

cost-of-service contracts is expected to become more predominant in future years due to the Corridor expansion project 

and other similarly contracted organic growth projects underway. With regard to market-based dynamics that could 

impact cash flows, certain oil blending activities on our conventional oil pipelines are exposed to commodity prices as 

well as propane-plus sales at the Cochrane NGL extraction facility have direct exposure to commodity prices through 

the propane-plus frac-spread. 

In 2009, propane-plus frac-spreads climbed steadily through the year from $0.33 USD/USG in the fourth quarter of 2008 

to $0.80 USD/USG in the same period in 2009. Due to the magnitude of the increase, frac-spreads contributed positively 

to financial results in 2009. Inter Pipeline’s diversified revenue streams ensure that while beneficial commodity prices 

strongly help overall financial performance through high frac-spreads, the direct impact of weaker commodity prices is 

limited primarily to one revenue stream in the NGL extraction business segment. Indirectly, low commodity prices could 

over time, result in lower volumes moving through our fee-based businesses, primarily the conventional oil pipelines and 

bulk liquid storage business segments. Regardless of commodity price levels, we expect Inter Pipeline’s business units 

to exhibit solid performance in 2010 due to the stable and predictable nature of commercial arrangements underpinning 

Inter Pipeline’s energy infrastructure assets. 

In 2007, the federal government’s Tax Fairness Plan became law. As a result, publicly-traded flow-through entities such 

as income trusts and limited partnerships will be subject to taxation commencing January 1, 2011. There is currently 

much speculation in the investment community and media regarding potential changes to corporate structure and the 

sustainability of current cash distributions paid by such entities when they become taxable. 

In order to evaluate the implications of the Tax Fairness Plan on Inter Pipeline, the governance committee and the 

remaining independent directors of Inter Pipeline’s board of directors engaged in a formal process to consider if an 

alternative business structure, such as converting to a corporation, would be beneficial. In evaluating alternative 

structures, consideration was given to possible impacts on Inter Pipeline including the level of income taxes to be 

paid, corporate conversion costs, counterparty consent issues and sustainability of distributions. The review of these 
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impacts by the governance committee and the other independent directors did not reveal any material tangible benefit to  

Inter Pipeline’s unitholders should it change its existing business structure. As a result, Inter Pipeline’s board of directors 

has determined that Inter Pipeline will remain structured as a publicly traded limited partnership into the foreseeable 

future. The board of directors will continue to monitor future events which could affect this decision.

Since the Tax Fairness Plan was enacted, Inter Pipeline has stated that it is well positioned to maintain its current level of 

cash distributions to unitholders despite becoming fully taxable in 2011. This outlook remains unchanged. Furthermore, 

in the fourth quarter of 2009, Inter Pipeline announced a 7.1% increase to its monthly distributions to $0.075 per unit. 

Strong fundamentals within each of Inter Pipeline’s four business segments support the increase, as do expected cash 

flows from organic growth projects currently underway. Total EBITDA contributions from these projects are expected to 

be approximately $200 million per year once in service.

The change to a taxable entity will also lead to a more favourable tax treatment of Inter Pipeline’s distributions in the 

hands of a taxable investor. In 2011, these distributions will be treated for tax purposes substantially similar to dividends 

from Canadian public corporations. This dividend treatment, when combined with Inter Pipeline’s intent to maintain 

stable cash distributions through 2011 and beyond, should result in a taxable Canadian investor receiving a favourable 

after tax return from owning Inter Pipeline units.

Inter Pipeline’s credit position is also very strong, anchored by a banking syndicate that is well diversified with 16 major 

lending institutions participating. Central to Inter Pipeline’s credit capacity are two fully committed credit facilities that 

are used to operate and grow the business. With approximately $950 million in unutilized credit capacity and terms 

extending into 2012, these committed credit facilities provide Inter Pipeline with a solid financial base to support and 

grow the business. 

Both Standard & Poor’s (S&P) and DBRS Limited (DBRS) have assigned an investment grade, long-term corporate 

credit rating of BBB to Inter Pipeline. Inter Pipeline’s 100% owned subsidiary, Inter Pipeline (Corridor) Inc. (“Corridor”),  

has been assigned investment grade credit ratings of A (low), A3 and A- from DBRS, Moody’s Investor Services  

(Moody’s) and S&P, respectively. In 2009, DBRS issued a revised outlook on both Corridor and Inter Pipeline, increasing 

the trend outlook from stable to positive. S&P also increased the outlook on Corridor from stable to positive. Continued 

success advancing growth projects, recent infusions of equity capital and strong financial results supported these 

positive upgrades.

From a strategic perspective, Inter Pipeline plans to continue its strategy of developing long life infrastructure assets that 

generate sustainable and predictable cash flows. This strategy has created a stable platform that enabled Inter Pipeline 

to weather the current period of economic downturn and uncertainty, while continuing to generate attractive growth 

opportunities. Inter Pipeline may also opportunistically pursue acquisitions that fit well strategically, are accretive to cash 

flow and support Inter Pipeline’s investment grade credit rating. 
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Results of Operations

Oil Sands Transportation Business Segment

	T hree Months Ended December 31	 Years Ended December 31

Volumes (000s b/d)	 2009 	 2008	 % change	 2009	 2008	 % change 

Cold Lake (100% basis)	 378.4 	 353.9 	 6.9 	 370.0 	 347.4 	 6.5 
Corridor	 216.5 	 209.6 	 3.3 	 212.6 	 207.6 	 2.4 

	 594.9 	 563.5 	 5.6 	 582.6 	 555.0 	 5.0 

(millions)

Revenue (1)	 $	 34.1 	 $	 35.1 	 	 (2.8)	 $	 130.6 	 $	 146.0 	 	 (10.5)

Operating expenses (1)	 $	 12.7 	 $	 13.4 	 	 (5.2)	 $	 47.9 	 $	 54.9 	 	 (12.8)

Funds from operations (1) (2)	 $	 19.4 	 $	 17.3 	 	 12.1 	 $	 73.9 	 $	 69.8 	 	 5.9 

Capital expenditures (1)

  Growth (2)	 $	 21.5 	 $	 81.1 	 	 	 $	 476.4 	 $	 550.4 	
  Sustaining (2)	 	 0.2 	 	 – 			   	 0.8 	 	 0.4 	

	 $	 21.7 	 $	 81.1 	 	 	 $	 477.2 	 $	 550.8 	

(1) �Cold Lake pipeline system’s revenue, operating expenses, funds from operations and capital expenditures are recorded on the basis of Inter 
Pipeline’s 85% ownership interest.

(2) Please refer to the NON-GAAP FINANCIAL MEASURES section.

The oil sands transportation business segment is comprised of three pipeline systems that transport petroleum products 

and provide related blending and handling services in northern Alberta. The three pipeline systems include the Cold 

Lake and Corridor pipeline systems, and a new recently announced diluent pipeline system currently in the early stages  

of development. 

The Cold Lake pipeline system is a bitumen blend and diluent pipeline system that transports diluted bitumen from 

the Cold Lake oil sands area of Alberta to delivery points in the Hardisty and Edmonton areas. Inter Pipeline owns 

an 85% interest in the Cold Lake pipeline system and operates the system pursuant to a long term Transportation 

Services Agreement (Cold Lake TSA) with the Cold Lake founding shippers. The shippers have committed to utilizing 

these pipelines over the term of the agreement. The Cold Lake TSA provides: (i) a defined capital fee tied to volume 

transported through the pipelines and facilities that comprise the Cold Lake pipeline system and (ii) for the recovery 

of substantially all operating costs. The founding shippers’ annual minimum ship-or-pay commitment under the terms 

of the Cold Lake TSA is $27.8 million to the end of December 2011 based on Inter Pipeline’s 85% ownership interest  

($32.7 million – 100% basis). Capital fees under this commitment are collected in excess of actual volumes shipped 

until certain ship-or-pay thresholds are achieved by each shipper. The terms of the Cold Lake TSA extend beyond 2011, 

however the founding shippers have the option to utilize alternative transportation sources (if certain minimum volume 

levels are maintained) subject to Cold Lake Pipeline Limited Partnership’s (Cold Lake LP) right to match the alternative 

proposal. In addition to the Cold Lake TSA, there are additional agreements with the founding and third party shippers 

that result in additional returns on capital invested and recovery of associated operating costs. 

The Corridor pipeline system is comprised of a bitumen blend and diluent pipeline system. It transports diluted bitumen 

from the Muskeg River mine near Fort McMurray, Alberta to the Scotford upgrader located northeast of Edmonton, 

Alberta. Corridor is the sole transporter of diluted bitumen produced by the Athabasca Oil Sands Project. The Corridor 
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pipeline system is operated pursuant to a long-term Firm Service Agreement (Corridor FSA). The Corridor FSA utilizes 

a rate base cost-of-service approach to establish a revenue requirement which provides for recovery of debt financing 

costs, all operating costs, rate base depreciation and taxes in addition to providing a return on equity. As a result of this 

cost-of-service approach, Corridor’s funds from operations are not impacted by throughput volumes or commodity price 

fluctuations. The main drivers of any potential variation in Corridor’s funds from operations are changes to long-term 

Government of Canada bond rates, upon which the annual return on equity is determined, and changes to the Corridor 

rate base. The initial term of the agreement is 25 years, extending through 2028 with options for further extensions. This 

system is currently being expanded and is expected to generate additional revenues under the existing Corridor FSA no 

later than January 1, 2011.

In May 2009, Inter Pipeline announced the signing of a long term agreement with Imperial to provide diluent transportation 

service to the Kearl oil sands mining and extraction project from a diluent receipt point in the Edmonton area. Under 

the terms of this agreement, diluent transportation will be provided on an existing 12-inch diameter pipeline that is 

currently in service on the Corridor pipeline system. This pipeline will be idled from service upon commencement of the 

Corridor expansion project. The new diluent pipeline system is expected to be ready for service late in 2012. Total costs 

to connect the existing pipeline to the Kearl oil sands development and diluent receipt points in the Edmonton area are 

currently estimated to be $135 million.

See the Description of the Business section of the Annual Information Form for further information about the oil sands 

transportation business.

Volumes 

Average volume transported on the Cold Lake pipeline system increased 24,500 b/d or 6.9% in the fourth quarter and 

22,600 b/d or 6.5% overall in 2009. Volumes on this system fluctuate largely due to the timing of steam injection cycles 

associated with each of the shipper’s production processes. Going forward, Inter Pipeline expects to see incremental 

volume growth on the system as supported by the shippers’ long term published forecasts. 

Average volume transported on the Corridor pipeline system increased 6,900 b/d in the fourth quarter and 5,000 b/d 

overall in 2009. Inter Pipeline expects to see incremental volume growth on the expanded pipeline system when it 

commences operations.

Revenue 

Oil sands transportation revenue was approximately $1.0 million lower in the fourth quarter and approximately  

$15.4 million lower overall in 2009. These decreases in revenue were primarily driven by lower debt financing cost 

recoveries in Corridor as a result of lower interest rates, in addition to lower operating cost recoveries. 

Cold Lake revenue was approximately $0.9 million higher in the fourth quarter and $1.1 million annually in 2009 compared 

to the same periods in 2008. The growth in revenue was primarily attributable to increases in capital fee and other 

transportation revenue due to an increase in volumes shipped. Operating cost recovery revenue was lower in both 

periods primarily due to lower power costs. 

Corridor’s revenue was approximately $1.9 million lower in the fourth quarter and $16.5 million annually in 2009.  

Compared to the same periods in 2008, average short term interest rates declined more than 235 basis points in the 

quarter and approximately 265 basis points over the year which resulted in the majority of the decline in debt financing 

costs and related revenue recovery. In both the fourth quarter and year ended December 31, 2009, operating cost 

recoveries were lower due to a decline in power and other operating expenditures compared to 2008. 
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Operating Expenses 

Operating costs have a limited impact on Inter Pipeline’s cash flow as almost all expenditures are recovered from shippers 

on both Cold Lake and Corridor pipeline systems. Operating expenditures incurred by the oil sands transportation 

businesses declined $0.7 million in the fourth quarter of 2009 for a total of $7.0 million for the year largely driven by lower 

power costs.

Power costs of $16.5 million were approximately $7.8 million lower than in 2008, largely due to lower average Alberta 

power pool prices. The impact of lower prices was partially offset by increases in power consumption due to higher 

throughput volumes particularly on the Cold Lake pipeline system. In 2009, average published power prices decreased 

46.8% from $89.95/MWh in 2008 to $47.81/MWh. The trend was similar in the fourth quarter, as average published 

power prices decreased from $95.16/MWh in 2008 to $46.27/MWh in 2009 contributing $1.6 million to the decrease in 

operating expenses.

Other operating expenditures in the oil sands transportation business increased approximately $0.9 million in both 

the fourth quarter and year ended December 31, 2009. In the fourth quarter, Cold Lake’s operating expenses were 

approximately $0.9 million higher primarily due to an upgrade of monitoring equipment which was partially offset 

by lower spending on right-of-way projects in 2009. Annually, Cold Lake’s operating expenses were approximately  

$0.6 million higher due to increases in property taxes and employee compensation, which were also partially offset by 

lower spending on right-of-way projects. Corridor’s operating expenses in both periods were relatively consistent with 

expenditures in 2008.

Capital Expenditures 

In 2009, approximately $461.3 million of growth capital was spent on the Corridor pipeline expansion project for a total 

of $1,593.8 million to date. The project is mechanically complete and all facilities have been dry commissioned. Corridor 

is now focusing on plans for the addition of line fill and wet commissioning in 2010. 

Total cost for the expansion project is estimated to be $1.8 billion, which remains unchanged from its original forecast. 

The project is comprised of two distinct cost components. The first is a pipeline and facility construction component 

wherein Inter Pipeline was exposed to potential cost overruns. Inter Pipeline estimated that these costs are under 

budget by approximately $98 million. The second cost component includes items such as storage tanks, interest during 

construction, line fill requirements and certain contingency cost factors. Inter Pipeline has no price risk exposure for 

these components as they will be added to the rate base at their actual cost. 

On the Cold Lake pipeline system, approximately $11.2 million was spent during 2009 on the quarter-point pump station 

expansion on the south leg of the Cold Lake pipeline system. The project is substantially complete at an estimated cost 

to Inter Pipeline of $55 million. Two new quarter-point pump stations were commissioned in the first quarter of 2009 and 

are available to transport additional volumes from the Cold Lake shippers. Modifications were also made to two existing 

pump stations. This project increased the capacity of the Cold Lake pipeline system from 460,000 b/d to approximately 

560,000 b/d. 

Preliminary engineering for a new diluent pipeline project began in 2009 and land was acquired for a new initiating pump 

station, for a total spend of $2.4 million to date on the project. Commencing in late 2012, Inter Pipeline will provide 

diluent transportation services to the Kearl oil sands development utilizing a 12-inch pipeline that will be idled once the 

Corridor expansion project is in service. After the 12-inch pipeline is removed from current service, its capital base will 

be deducted from Corridor’s rate base. Total costs to connect the existing pipeline to the Kearl oil sands development 

and diluent receipt points in the Edmonton area are currently estimated to be $135 million. 
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NGL Extraction Business Segment 
	 	 						T      hree Months Ended December 31

				    2009				    2008

	 mmcf/d		  (000s b/d)		  mmcf/d		  (000s b/d)	

	 	 	P ropane-				P    ropane-	
	T hroughput	 Ethane	 plus	T otal	T hroughput	E thane	 plus	T otal

Cochrane	  2,173 	  52.0 	  29.6 	  81.6 	  1,631 	  47.2 	  25.2 	  72.4 
Empress V 
  (100% basis)	  786 	  15.8 	  9.1 	  24.9 	  915 	  9.6 	  10.4 	  20.0 
Empress II	  26 	  0.5 	  0.3 	  0.8 	  847 	  15.6 	  9.7 	  25.3 

	  2,985 	  68.3 	  39.0 	  107.3 	  3,393 	  72.4 	  45.3 	  117.7 

	 	 						      Years Ended December 31

	 	 		  2009				    2008

	 mmcf/d		  (000s b/d)		  mmcf/d		  (000s b/d)	

	 	 	P ropane-				P    ropane-	
	T hroughput	 Ethane	 plus	T otal	T hroughput	E thane	 plus	T otal

Cochrane	  1,881 	  50.5 	  27.6 	  78.1 	  1,712 	  48.6 	  26.7 	  75.3 
Empress V 
  (100% basis)	  466 	  9.4 	  5.5 	  14.9 	  893 	  12.3 	  10.4 	  22.7 
Empress II	  526 	  9.7 	  6.2 	  15.9 	  735 	  15.3 	  8.6 	  23.9 

	  2,873 	  69.6 	  39.3 	  108.9 	  3,340 	  76.2 	  45.7 	  121.9

	T hree Months Ended December 31	 Years Ended December 31

(millions)	 2009 	 2008	 % Change	 2009	 2008	 % Change 

Revenue (1)	  $	 160.5 	  $	 149.8 	 	  7.1 	  $	 529.1 	  $	 794.3 	 	  (33.4)

Shrinkage gas (1)	  $	 87.9 	  $	 98.3 	 	  (10.6)	  $	 288.0 	  $	 498.2 	 	  (42.2)

Operating expenses (1)	  $	 31.8 	  $	 38.3 	 	  (17.0)	  $	 108.2 	  $	 162.0 	 	  (33.2)

Funds from operations (1) (2)	  $	 40.8 	  $	 13.1 	 	  211.5 	  $	 133.1 	  $	 134.0 	 	  (0.7)

Capital expenditures (1)

  Growth (2)	  $	 0.3 	  $	 6.5 	 	 	  $	 8.8 	  $	 13.6 	
  Sustaining (2)	 	  2.4 	 	  0.2 			   	  5.1 	 	 1.4 	

	  $	 2.7 	  $	 6.7 	 	 	  $	 13.9 	  $	 15.0 	

(1) �Revenue, shrinkage gas, operating expenses, funds from operations and capital expenditures for the Empress V NGL extraction facility are 
recorded based on Inter Pipeline’s 50% ownership. 

(2) Please refer to the NON-GAAP FINANCIAL MEASURES section.

Inter Pipeline’s NGL extraction business consists of a 100% ownership interest in the Cochrane and Empress II extraction 

facilities and a 50% ownership interest in the Empress V extraction facility. The Empress and Cochrane facilities are 

located on the eastern and western legs, respectively of the TransCanada Alberta pipeline system near export points 

from Alberta. NGL extraction facilities recover propane, butane and pentanes-plus (“propane-plus” collectively) and 

ethane from natural gas streams. 
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This business has three types of sales contracts with three primary counterparties: Dow Chemical, NOVA Chemicals and 

BP Canada. Contract types include cost-of-service, fee-based or commodity-based arrangements and have an overall 

average remaining term of approximately 9 years. 

Payments under cost-of-service contracts include a fixed capital charge and provision for recovery of shrinkage gas 

and all operating costs. This form of contract provides the most stable cash flow of the three contract types, as there is 

minimal volume risk and no commodity price exposure. This type of contract also provides a structured return on new 

capital invested using a rate base approach.

Fee-based contracts generate a fixed fee for each barrel of NGL produced and recovery of shrinkage gas and operating 

costs. Fee-based contracts are exposed to volume risk but have no commodity price exposure.

Commodity-based contracts provide for a sharing of profit from the sale of NGL products between the NGL extraction 

business and purchaser. The profit share calculation includes revenue from the sale of NGL products less costs to bring 

the NGL product to market, including extraction, shrinkage gas, fractionation and marketing costs. Commodity-based 

contracts are exposed to commodity price, currency and volume risks.

See the Description of the Business section of the Annual Information Form for further information about the NGL 

extraction business.

Volumes

Inter Pipeline’s NGL extraction plants processed an average of 2,985 mmcf/d and 2,873 mmcf/d of natural gas during 

the three months and year ended December 31, 2009, respectively. This is approximately 408 mmcf/d and 467 mmcf/d 

lower than the quarter and annual comparative periods in 2008 respectively, due to lower volumes of eastbound natural 

gas exports being available for processing at the Empress facilities. Throughput volumes have returned to the Empress 

V facility since completion of an ethane recovery improvement project in June 2009. Although throughput volumes 

at Empress V were 129 mmcf/d lower in the fourth quarter of 2009 compared to 2008, ethane recovery rates were 

approximately 6,200 b/d higher as a result of the efficiency project. Commissioning and testing activities have not 

been fully completed due to lower than anticipated flows at the plant; however, indications are that incremental ethane 

production will meet design targets of 7,000 b/d. Lower throughput volumes at the Empress II facility have not significantly 

impacted operating results due to the cost-of-service processing arrangements related to this facility.

Volumes through the Cochrane facility increased 542 mmcf/d and 169 mmcf/d in the fourth quarter and year ended 

December 31, 2009 respectively, primarily due to higher US west-coast demand for natural gas. 

Revenue

Revenue was approximately $265.2 million or 33.4% lower in 2009 primarily due to declines in natural gas, propane-plus 

and other commodity prices, partially offset by an increase in Cochrane’s production volumes. Declines in commodity 

prices impacted revenue in two ways: (i) lower propane-plus prices lowered the revenue portion of the frac-spread 

margin and (ii) lower natural gas prices lowered “flow through” cost recoveries for shrinkage, fuel and power related to 

cost-of-service and fee-based contracts. Commodity prices for propane-plus and natural gas purchased for shrinkage 

were both comparatively lower in 2009 which resulted in both lower revenue and shrinkage costs, however, the resulting 

frac-spread margin realized was only $0.037 USD/USG or 5.4% lower than in 2008. Similarly, while revenue declined 

33.4% from 2008 to 2009, funds from operations increased $7.1 million or 5.3% (excluding a one time charge of  

$8.0 million discussed in the Operating Expenses section on page 31). 
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In the fourth quarter of 2009, revenue was approximately $10.7 million higher than in 2008 due to an increase in 

production at the Cochrane facility, an increase in ethane production at the Empress V facility and higher propane-plus 

prices. Higher revenue was partially offset by the impact of lower natural gas prices on shrinkage cost recoveries in the 

cost-of-service and fee-based arrangements.

Frac-spread 
	 	 						T      hree Months Ended December 31

(actual dollars)		  2009		  2008

	 USD/USG	 CDN/USG	 USD/USG	 CDN/USG

Market frac-spread	  $  0.840 	  $  0.887 	  $  0.322 	  $  0.386 
Realized frac-spread	  $  0.799 	  $  0.844 	  $  0.334 	  $  0.403 

	 	 						      Years Ended December 31

(actual dollars)		  2009		  2008

	 USD/USG	 CDN/USG	 USD/USG	 CDN/USG

Market frac-spread	  $  0.608 	  $  0.677 	  $  0.810 	  $  0.839 
Realized frac-spread	  $  0.649 	  $  0.729 	  $  0.686 	  $  0.714 

The differential between USD/USG and CDN/USG frac-spreads is due to fluctuations in exchange rates between US and Canadian dollars 
throughout 2009.

Market frac-spread is defined as the difference between the weighted average propane-plus price at Mont Belvieu, 

Texas and the monthly index price of AECO natural gas purchased for shrinkage calculated in USD/USG. This price is 

converted to Canadian dollars per US gallon (CDN/USG) based on the average monthly Bank of Canada CDN/USD noon 

rate. Realized frac-spread is defined in a similar manner and is calculated on a weighted average basis using market 

frac-spread for unhedged production and fixed-priced hedge frac-spread prices for the remaining hedged production. 

Propane-plus market price differentials, natural gas transportation and extraction premium costs have not been significant 

historically, therefore are not included in the calculation of realized frac-spread. See the RISK MANAGEMENT AND 

FINANCIAL INSTRUMENTS section for further discussion of frac-spread hedges. 

Realized frac-spreads increased steadily throughout 2009 from $0.33 USD/USG in the fourth quarter of 2008 to  

$0.80 USD/USG in the same period in 2009. The annual average realized frac-spread of $0.65 USD/USG is only down 

slightly from the $0.69 USD/USG realized in 2008. In the latter part of 2008, frac-spreads declined from near record highs 

to longer-term historical levels. Frac-spreads in both the three and twelve month periods ended December 31, 2009 

were well above the 15-year simple average market frac-spread of $0.34 USD/USG. 
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Shrinkage

Shrinkage gas represents natural gas bought by Inter Pipeline to replace the heat content of liquids extracted from 

natural gas processed at the Cochrane and Empress V facilities. The price for shrinkage gas is based on a combination 

of daily and monthly index AECO natural gas prices. In 2009, shrinkage gas expense decreased approximately $10.4 

million in the fourth quarter and $210.2 million for the year as a result of a decline in AECO natural gas prices. The 

weighted average monthly AECO price 1 was $4.01/GJ in the fourth quarter of 2009, which was approximately 37.6% 

lower than the weighted average price 1 of $6.43/GJ in the same period in 2008. The weighted average monthly AECO 

price1 for the year decreased 49.3% from $7.71/GJ in 2008 to $3.91/GJ in 2009.

Operating Expenses

Operating expenses were approximately $6.5 million lower in the fourth quarter and $53.8 million lower for the year when 

compared to the same periods in 2008. The decline in operating expense in both periods is primarily due to lower natural 

gas and power prices partially offset by a one time $8.0 million expenditure discussed below. Fuel and power costs 

decreased approximately $14.4 million in the fourth quarter and $57.8 million for the year as a result of declines in average 

Alberta power pool prices and AECO natural gas prices in 2009. Comparatively, operating expenses were approximately 

$4.0 million higher in 2008 due to major pressure vessel maintenance completed at the Empress II facility.

Over the past few years, an industry-wide issue involving increasing levels of sulphur within natural gas flowing through 

Alberta’s large export pipelines has emerged. Consequently, this has created a general increase in the sulphur content in 

propane-plus produced by certain Alberta NGL extraction facilities. For Inter Pipeline, increased sulphur levels primarily 

impact propane-plus production at the Cochrane NGL extraction facility. 

Inter Pipeline and BP, its propane-plus profit sharing partner at the Cochrane facility, have investigated methods to reduce 

the sulphur content in the propane-plus product stream to ensure continuing access to premium-priced propane-plus 

markets. During the fourth quarter of 2009, a one time $8.0 million expense was recorded representing Inter Pipeline’s 

share of certain BP downstream costs pursuant to an obligation to maintain propane-plus product specifications until a 

long term solution is implemented. As a long-term solution, Inter Pipeline, with the commercial support of BP, intends to 

construct a $50 million desulphurization facility at the Cochrane facility which should be operational in 2012. 

Capital Expenditures 

In 2009, the majority of growth expenditures related to construction of an ethane recovery improvement project at 

Empress V that was completed and in service in June 2009. Sustaining capital of $5.1 million was spent at the Cochrane 

facility for the replacement of several components of processing equipment pursuant to regulatory requirements and 

preventative maintenance. 

(1) 		 Weighted average price calculated from one-month spot prices at AECO as reported in the Canadian Gas Price Reporter.
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Conventional Oil Pipelines Business Segment

	T hree Months Ended December 31	 Years Ended December 31

Volumes (000s b/d)	 2009 	 2008	 % Change	 2009	 2008	 % Change 

Bow River 	 103.9	 124.3	 (16.4)	 112.6	 129.3	 (12.9) 
Central Alberta/
  Mid-Saskatchewan/
    Valley (1)	 56.7	 68.0	 (16.6)	 56.6	 69.1 	 (18.1)

	 160.6	 192.3	 (16.5)	 169.2	 198.4	 (14.7)

(millions)

Revenue	 $	 34.3 	 $	 39.4	 	 (12.9)	 $	 148.9 	 $	 148.0 	 	 0.6

Operating expenses	 $	 11.2 	 $	 12.8	 	 (12.5)	 $	 38.9	 $	 42.4 	 	 (8.3)

Funds from operations (2)	 $	 23.1 	 $	 26.3	 	 (12.2) 	 $	 110.8	 $	 106.5 	 	 4.0 

Revenue per barrel (3)	 $	 2.33 	 $	 2.23	 	 4.5 	 $	 2.41 	 $	 2.04 	 	 18.1 

Capital expenditures
  Growth (2)	 $	 21.8	 $	 1.4 	 	 	 $	 53.3 	 $	 2.9	
  Sustaining (2)	 	 1.4	 	 1.7 	 	 	 	 5.2 	 	 5.4 	

	 $	 23.2	 $	 3.1 	 	 	 $	 58.5 	 $	 8.3 	

(1) Valley pipeline system was sold in April 2009.
(2) Please refer to the NON-GAAP FINANCIAL MEASURES section.
(3) Revenue per barrel represents total revenue of the conventional oil pipelines business segment divided by actual volumes.

The conventional oil pipelines business includes the Bow River, Central Alberta and Mid-Saskatchewan pipeline systems 

located in Alberta and Saskatchewan. The Valley pipeline system formed part of the conventional oil pipelines business 

until its sale earlier in 2009. The majority of petroleum volumes transported on these conventional gathering systems 

are under short-term contracts with fixed tolling arrangements and no specific volume commitments. Inter Pipeline 

also has an agreement with Nexen Marketing which includes fees for crude oil storage and a profit sharing component 

on marketing services provided by Nexen utilizing Inter Pipeline’s facilities. In July 2009, Inter Pipeline signed a new 

agreement with Nexen extending existing arrangements for an additional three years with improved terms. 

See the Description of the Business section of the Annual Information Form for further information about the conventional 

oil pipelines business. 

Sale of Valley Pipeline System

Effective April 2009, Inter Pipeline sold the Valley pipeline system assets for consideration of $28.3 million. The Valley 

pipeline system was a non-core asset with average throughput volumes of approximately 2,700 b/d or 1.4% of the total 

conventional oil pipeline volumes in 2008.
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Volumes

Conventional oil pipeline volumes were approximately 31,700 b/d lower in the fourth quarter and 29,200 b/d lower overall 

in 2009 compared to the same periods in 2008. Volumes declined approximately 20,400 b/d on the Bow River pipeline 

system in the fourth quarter and 16,700 b/d in the full year primarily due to reduced volumes transported south as a 

result of planned maintenance at a US refinery, and construction activities related to the Bow River segregation project. 

As discussed below, recent trends in heavy crude oil pricing relationships and natural production declines also impacted 

Bow River volumes. 

Volumes on the Central Alberta pipeline were approximately 10,000 b/d lower in the fourth quarter and 10,700 b/d lower 

overall in 2009. This was primarily a result of various producers transferring crude oil volumes away from truck terminal 

facilities located on the Central Alberta pipeline to other facilities in order to capitalize on a narrowing of heavy crude 

oil pricing differentials. These unusual pricing conditions started late in 2008 impacting volumes on the Central Alberta 

system during 2009. Some of these volumes returned in the latter half of 2009, however overall volumes on Central 

Alberta are expected to remain at this lower level going into 2010. The remaining reduction in annual volumes was mostly 

due to the sale of the Valley pipeline system and natural production declines in areas serviced by these pipelines.

Revenue 

Overall, conventional oil pipeline revenues were approximately $0.9 million higher than in 2008. Revenues were impacted 

by lower volumes, however were mostly offset by increases in mainline tolls, marketing revenue and other tariff related 

revenue. Mainline toll increases implemented effective January 1 and July 1, 2009 each averaged approximately 6%. 

Mainline toll increases averaging 6% were also implemented effective January 1, 2010. 

Fourth quarter revenues were approximately $5.1 million or 12.9% lower primarily as a result of lower volumes and lower 

marketing revenue. Revenue declined due to lower volumes, however were partially offset by mainline toll increases and 

other related revenue. Crude oil pricing trends in the latter half of 2009 also resulted in lower marketing revenue. 

Operating Expenses

Operating expenses were approximately $3.5 million lower in 2009. Higher employee compensation costs were more 

than offset by lower expenditures on power, pipeline integrity inspection costs and remediation accruals when compared 

to 2008. Employee compensation costs were higher due to annual salary increases and revaluation of the deferred unit 

rights plan. Remediation project accruals in 2009 were comparatively lower than in 2008, and accruals for remediation 

projects related to the Valley pipeline were reversed upon sale of the pipeline system.

In the fourth quarter of 2009, operating expenses were lower by approximately $1.6 million compared to the same period 

in 2008 primarily due to lower expenditures on tank maintenance, pipeline integrity and power. 

Capital Expenditures 

Growth capital expenditures in 2009 related to engineering and construction of the Bow River pipeline crude oil stream 

segregation project announced in April 2009. This project involved the construction of 128 kilometres of new pipeline 

and related facility modifications resulting in dedicated transmission services from Hardisty, Alberta to Milk River, Alberta. 

Project construction has been successfully completed and new facilities were operational as of January 2010.
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Bulk Liquid Storage Business Segment

	T hree Months Ended December 31	 Years Ended December 31

	 2009 	 2008	 % Change	 2009	 2008	 % Change 

Utilization	 96.0%	 97.2%	 (1.2)	 96.4%	 95.5%	 0.9

(millions)

Revenue	 $	 28.2 	 $	 35.5	 	 (20.6)	 $	 116.0 	 $	 136.3	 	 (14.9)

Operating expenses	 $	 15.1 	 $	 19.5	 	 (22.6)	 $	 64.9	 $	 80.4	 	 (19.3)

Funds from operations (1)	 $	 10.4 	 $	 11.3	 	 (8.0) 	 $	 41.4 	 $	 41.6	 	 (0.5)

Capital expenditures
  Growth (1)	 $	 9.9	 $	 12.0 	 	 	 $	 34.9 	 $	 34.8	
  Sustaining (1)	 	 3.4	 	 3.3 			   	 6.9	 	 6.2	

	 $	 13.3	 $	 15.3 	 	 	 $	 41.8 	 $	 41.0	

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

Inter Pipeline, through its wholly owned subsidiary Simon Storage Limited (Simon Storage), owns eight deep-water bulk 

liquid storage terminals in the UK, Germany and Ireland with capacity of approximately 8.0 million barrels of storage. 

Business activities consist primarily of storage and handling services contracted through a combination of fixed storage 

rental fees and variable throughput fees. The business supports a wide range of activities, including refinery support, 

inland product distribution and raw material storage for regional manufacturing facilities and has a well diversified 

customer base, with key customers including ConocoPhillips, Greenergy, Mabanaft and BASF. Simon Storage also 

offers a range of ancillary services to its customers through its engineering, training and facilities management divisions. 

In November 2009, the ancillary bulk liquid trucking business was sold as part of a portfolio reshaping towards higher 

margin storage and handling. 

See the Description of the Business section of the Annual Information Form for further information about the bulk liquid 

storage business.

Utilization

In spite of recent negative trends in the European economic environment, tank utilization declined only 1.2% in the fourth 

quarter of 2009 compared to 2008. Simon Storage’s Seal Sands and German terminals’ utilization declined slightly due 

to reduced demand from the chemical sector. Historically, demand for storage fluctuates due to market conditions within 

industry sectors and Simon Storage manages these fluctuations through customer and product diversification. Overall in 

2009, utilization rates increased from 95.5% in 2008 to 96.4% in 2009 as demand for bulk liquid product storage in the 

other terminals continued to remain strong. 

Revenue

Annual revenue in 2009 was approximately $20.3 million lower than in 2008. Foreign currency translation adjustments and 

revenue related to ancillary business activity declined $10.2 million and $11.0 million respectively (see related declines in 

operating expenses below). Average foreign currency exchange rates went from 1.96 UK pound sterling (GBP) to CDN 

in 2008 to 1.78 GBP to CDN in 2009. Storage and handling revenue increased approximately $0.9 million overall in 2009. 

Incremental income generated from new tankage constructed at the Immingham, UK terminal was partially offset by 

lower handling and other service fees as a result of lower throughput volumes when compared to 2008. 
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In the fourth quarter of 2009, revenue was approximately $7.3 million lower than in 2008. Foreign currency translation 

adjustments and revenue related to ancillary business activity declined approximately $2.8 million and $3.8 million, 

respectively. Storage and handling revenue was approximately $0.8 million lower in the quarter compared to 2008. 

Lower handling, heating and other service fees declined due to lower throughput volumes which were partially offset by 

a marginal increase in storage rental fees. 

Operating Expenses

Operating expenses were also lower by approximately $4.4 million in the fourth quarter and $15.5 million for the 

year compared to the same periods in 2008. Foreign currency translation adjustments contributed $6.1 million  

(Q4 2009 – $1.6 million) and decreased activity in the ancillary businesses contributed $9.8 million (Q4 2009 – $3.4 million) 

to the reduction in operating expenses. In 2009, operating expenses in the storage and handling business were relatively 

consistent with the same period in 2008. In the fourth quarter, operating expenses were approximately $0.6 million lower 

than in 2009 primarily due to a tax levy reassessment recorded in 2008.

Capital Expenditures

Inter Pipeline spent approximately $7.7 million of the $34.9 million of growth capital expenditures on construction of 

eight new tanks adding 318,000 barrels of storage at its Immingham terminals in response to growing local demand for 

bulk liquid storage and handling facilities. In addition, approximately $6.6 million of growth capital was spent advancing 

the conversion of two tanks comprising 79,000 barrels of tankage, to support a new ten year contract with Total UK 

Limited to store molten sulphur at the Immingham terminal. Other growth capital projects include a number of tank 

replacement, tank life extension and tank modification projects at Immingham and other terminals.

In 2009, Inter Pipeline spent approximately $2.3 million for a total of approximately $3.9 million to date on compliance 

projects related to the UK regulatory authority’s containment regulations introduced in February 2008. 

Other Expenses
		T  hree Months Ended		  Years Ended
		  December 31		  December 31

(millions)	 2009	 2008	 2009	 2008

Depreciation and amortization	  $	 28.7 	  $	 23.3 	  $	 102.2 	  $	 92.1 
Loss (gain) on disposition of assets	  0.1 	  (0.6)	  (17.8)	  0.9 
Financing charges	  8.5 	  13.7 	  36.9 	  60.2 
General and administrative	  10.9 	  7.9 	  41.4 	  35.2 
Unrealized change in fair value of derivative  
  financial instruments	  24.7 	  (54.9)	  65.2 	  (74.4)
Fees to General Partner	  1.8 	  1.4 	  7.0 	  7.1 
Income tax expense (recovery) 	 0.5	  (16.0)	  (15.9)	  15.9 

Depreciation and Amortization

Depreciation and amortization of tangible and intangible assets in 2009 was higher than the same periods in 2008 

as a result of Inter Pipeline’s 2008 and 2009 capital expenditure programs for assets now in service. Amortization of 

intangible assets also includes a $5.9 million charge related to customer contracts that either expired or were terminated 

in the bulk liquid storage business.

Gain/Loss on Sale of Assets

Inter Pipeline recognized a net gain of $17.8 million on the sales of the Valley pipeline system, bulk liquid trucking 

operations and disposal of other non core assets. 
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Financing Charges  
		T  hree Months Ended		  Years Ended
		  December 31		  December 31

(millions)	 2009	 2008	 2009	 2008

Interest on credit facilities	  $	 5.0 	  $	 13.9 	  $	 23.3 	  $	 58.7 
Interest on loan payable to General Partner		   6.0 	 	  6.0 	 	  24.0 	 	  24.0 
Interest on debentures		   0.8 	 	  2.5 	 	  3.9 	  	 12.0 

Total financing charges		  11.8 	 	  22.4 	  	 51.2 	  	 94.7 
Capitalized interest		  (3.3)	 	  (8.7)	 	  (14.4)	 	  (34.6)
Amortization of transaction costs on long-term debt		  – 	 	 –	 	  0.1 	 	  0.1 

	  $	 8.5 	  $	 13.7 	  $	 36.9 	  $	 60.2

Average short term interest rates were substantially lower in both three and twelve month periods in 2009 compared to 

2008. The weighted average interest rate on Inter Pipeline’s credit facilities declined approximately 260 basis points from 

3.8% in 2008 to approximately 1.2% in 2009. Inter Pipeline’s weighted average credit facility debt outstanding increased 

approximately $289.1 million to $1,770.3 million in 2009 compared to $1,481.2 million in the same period in 2008 due to 

additional financing of expenditures for the Corridor expansion project. A portion of interest expense attributable to the 

Corridor pipeline expansion has been capitalized along with other related capital expenditures. 

In the fourth quarter of 2009, average short term interest rates also decreased substantially compared to 2008. The 

weighted average interest rate on Inter Pipeline’s credit facilities declined approximately 240 basis points from 3.3% in the 

fourth quarter of 2008 to approximately 0.9% in 2009. Inter Pipeline’s weighted average credit facility debt outstanding 

increased approximately $311.3 million to $1,950.9 million in the fourth quarter of 2009 compared to $1,639.6 million in 

the same period in 2008 also due to financing expenditures on the Corridor expansion project.

Interest expense on the loan payable to the General Partner was consistent in both periods due to the fixed rate of 

interest on the loan and no change in principal balance during the period. In 2008, the fixed rate of interest on this 

loan increased by 25 basis points to the end of 2009 due to amendments made for the Corridor expansion. In 2010, 

this premium will no longer be applied and rates will return to fixed rates of 5.85% and 6.15% respectively on the  

$91.2 million and $288.6 million notes outstanding.

Debenture interest expense decreased approximately $1.7 million in the fourth quarter for a total decrease of $8.1 million 

for the year due to lower short term interest rates. While interest rates on these debentures are fixed, Inter Pipeline has 

interest rate swap agreements in place that exchange the fixed rates for variable rates. 

See the LIQUIDITY AND CAPITAL RESOURCES section for further information about Inter Pipeline’s debt facilities and 

interest rate swaps.

General and Administrative 
		T  hree Months Ended		  Years Ended
		  December 31		  December 31

(millions)	 2009	 2008	 2009	 2008

Canada	  $	 8.4	  $	  4.1	  $	  32.7	 $	 24.0
Europe		  2.5 		  3.8		   8.7		   11.2

	  $	 10.9	  $	 7.9	  $	 41.4 	  $	 35.2
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In Canada, general and administrative expenses increased $4.3 million in the fourth quarter and $8.7 million in 2009 

due to increases in employee compensation and other administrative costs. The increase in employee compensation 

primarily results from the revaluation of Inter Pipeline’s long term deferred unit rights program. 

In Europe, general and administrative expenses were down approximately $1.3 million in the fourth quarter for a 

total of $2.5 million in 2009 as a result of foreign currency translation adjustments and lower expenditures in 2009 

when compared to 2008. Expenditures on professional fees were higher in 2008 as management assessed additional  

business opportunities. 

Unrealized Change in Fair Value of Derivative Financial Instruments 

Mark-to-market valuation of Inter Pipeline’s commodity-based derivative financial instruments contributed to most of 

the unfavourable $24.7 million change in the fourth quarter and unfavourable $65.2 million change in 2009. Changes in 

NGL forward prices between December 2009 and 2008, combined with changes in volumes of NGLs under purchase 

and sale swap contracts during the period, resulted in an unfavourable $102.7 million change in the mark-to-market 

value of contracts recognized in 2009. The change in forward prices of natural gas hedges and foreign currency swaps 

between December 2009 and 2008 resulted in a favourable $39.2 million change in the mark-to-market value during the 

same period.

Similarly, changes in NGL forward prices between September and December 2009, combined with changes in volumes 

under purchase and sale swap contracts, resulted in a $32.7 million unfavourable change in the mark-to-market value 

of contracts. A favourable $7.9 million change in the mark-to-market value of natural gas hedges and foreign currency 

swaps in the fourth quarter of 2009 partially offset the impact of changes in NGL forward prices.

See the RISK MANAGEMENT AND FINANCIAL INSTRUMENTS section for additional information on Inter Pipeline’s 

risk management initiatives.

Fees to General Partner

In the fourth quarter of 2009, Inter Pipeline paid fees to the General Partner of $1.8 million (Q4 2008 – $1.4 million) for 

a total of $7.0 million (2008 – $7.1 million) in 2009. Management fees of $6.9 million were paid to the General Partner 

in 2009 which is equivalent to 2% of “Operating Cash,” as defined in the Limited Partnership Agreement (Partnership 

Agreement). A divestiture fee of $0.1 million (2008 – $nil) was paid in the second quarter of 2009 related to the sale of 

the Valley pipeline system. 

Income Taxes 

Consolidated income tax expense for the year ended December 31, 2009 decreased $31.8 million from an income 

tax expense of $15.9 million in 2008 to a net recovery of $15.9 million in 2009. On March 4, 2009, the Government of 

Canada substantively enacted legislation that repealed the “provincial SIFT tax factor” and replaced it with a “provincial 

SIFT tax rate.” Inter Pipeline calculated the “provincial SIFT tax rate” based on the general provincial corporate income 

tax rate for each province where it has a permanent establishment. For Inter Pipeline, this legislation reduced the 

provincial income tax rate for non-corporate entities from 13.0% to approximately 10.0% effective January 1, 2011 

onward. This also reduced Inter Pipeline’s estimated effective tax rate to 26.5% and 25.0% effective January 1, 2011 and  

January 1, 2012 respectively. As a result of this rate reduction, future income tax liabilities of non-corporate entities 

were reduced by $24.0 million. The remainder of the variance results from changes in temporary differences relating to  

non-taxable Canadian partnership income.
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Summary of Quarterly Results
	 	 		  2008				    2009

(millions, except per unit	 First	  Second 	  Third	  Fourth	  First	  Second 	  Third	  Fourth
and % amounts)	 Quarter	  Quarter 	  Quarter	  Quarter	  Quarter	  Quarter	 Quarter	  Quarter

Revenue
Oil sands
  transportation	  $	 37.3 	  $	 38.5 	  $	 35.2 	  $	 35.1 	  $	 33.6 	  $	 30.6 	  $	 32.2 	  $	 34.1 
NGL extraction (1)	 	  214.7 	 	  198.4 	 	  231.4 	 	  149.8 	 	  143.2 		   98.1 		   127.3 	  	 160.5 
Conventional oil pipelines 	  33.9 	  	 35.4 	  	 39.3 	 	  39.4 	 	  38.7 		   39.8 		   36.1 		   34.3 
Bulk liquid storage	 	  32.1 	 	  33.8 	 	  34.9 	 	  35.5 	 	  30.1 		   28.8 		   28.9 	  	 28.2 
	  $	 318.0 	  $	 306.1 	  $	 340.8 	  $	 259.8 	  $	 245.6 	  $	 197.3 	  $	 224.5 	  $	 257.1 

Funds from operations (2)

Oil sands
  transportation	  $	 18.5 	  $	 19.0 	  $	 15.1 	  $	 17.3 	  $	 18.0 	  $	 17.9 	  $	 18.6 	  $	 19.4 
NGL extraction (1)	 	  43.2 	  	 29.9 	 	  47.8 	 	  13.1 	 	  26.2 		   25.2 		   40.9 		   40.8 
Conventional oil  
  pipelines 	 	  24.4 	  	 25.6 	 	  30.1 	 	  26.3 	 	  28.5 		   31.8 		   27.3 		   23.1 
Bulk liquid storage		   9.3 		   10.1 		   10.9 		   11.3 	 	  10.5 		   9.9 		   10.6 		   10.4 
Corporate costs	 	  (19.6)	 	  (17.7)	 	  (18.2)	 	  (15.9)	 	  (17.1)		   (16.3)		   (16.1)		   (15.5)
	  $	 75.8 	  $	 66.9 	  $	 85.7 	  $	 52.1 	  $	 66.1 	  $	 68.5 	  $	 81.3 	  $	 78.2 
  Per unit (2)	  $	 0.34 	  $	 0.30 	  $	 0.39 	  $	 0.23 	  $	 0.30 	  $	 0.30 	  $	 0.33 	  $	 0.31 

Net income	  $	 60.1 	  $	 10.3 	  $	 76.8 	  $	 102.5 	  $	 43.4 	  $	 39.3 	  $	 51.9 	  $	 23.1 
 P er unit – 
    basic & diluted	  $	 0.27 	  $	 0.05 	  $	 0.34 	  $	 0.46 	  $	 0.19 	  $	 0.18 	  $	 0.21 	  $	 0.08 

Cash distributions (3)	  $	 46.5 	  $	 46.6 	  $	 46.7 	  $	 46.8 	  $	 46.9 	  $	 48.6 	  $	 52.4 	  $	 54.5 
 P er unit (3)	  $	 0.210 	  $	 0.210 	  $	 0.210 	  $	 0.210 	  $	 0.210 	  $	 0.210 	  $	 0.210 	  $	 0.215 

Units outstanding (basic)								      
  Weighted average		   221.2 		   221.8 		   222.3 		   222.8 	 	  223.4 		   227.0 		   248.7 	  	 252.8 
  End of period	 	  221.6 	 	  222.1 	 	  222.5 	 	  223.1 	 	  223.7 		   246.5 		   250.8 	  	 254.6 

Capital expenditures								      
  Growth (2) 	  $	 230.5 	  $	 118.7 	  $	 151.6 	  $	 101.0 	  $	 57.0 	  $	 46.0 	  $	 417.0 	  $	 53.5 
  Sustaining (2)	 	  1.6 	 	  3.1 	 	  3.5 	 	  5.2 	 	  2.9 		   3.6 		   4.0 		   7.4 
	  $	 232.1 	  $	 121.8 	  $	 155.1 	  $	 106.2 	  $	 59.9 	  $	 49.6 	  $	 421.0 	  $	 60.9 

Payout ratio before 
  sustaining capital (2)	 	 61.3%	 	 69.7%	 	 54.5%	 	 89.7%	 	 71.0%		  71.0%		  64.4%		  69.6%

Payout ratio after
  sustaining capital (2)	 	 62.6%	 	 73.1%	 	 56.9%	 	 99.7%	 	 74.3%		  75.0%		  67.7%		  76.9%

Total debt (4)	  $	 2,035.7 	  $	 2,146.3 	  $	 2,264.8 	  $	 2,349.2 	  $	 2,406.5 	  $	 2,246.0 	  $	 2,610.8 	  $	 2,619.7 
Total partners’ equity	  $	 1,098.9 	  $	 1,064.9 	  $	 1,075.7 	  $	 1,130.2 	  $	 1,130.5 	  $	 1,315.5 	  $	 1,319.3 	  $	 1,320.1 
Enterprise value (2)	  $	 4,151.7 	  $	 4,374.2 	  $	 4,376.7 	  $	 3,921.8 	  $	 4,064.0 	  $	 4,392.9 	  $	 5,038.2 	  $	 5,372.4 

Total recourse debt 
  to capitalization (2)	 	 41.8%	 	 42.7%	 	 42.6%	 	 41.6%	 	 42.2%		  32.3%		  35.2%		  35.7%

Total debt to total 
  capitalization (2)	 	 64.9%	 	 66.8%	 	 67.8%	 	 67.5%	 	 68.0%		  63.1%		  66.4%		  66.5%

(1) �Significant changes in propane-plus commodity prices and foreign exchange rates resulted in lower revenue and funds from operations in 
the fourth quarter of 2008 through to the second quarter of 2009. See the NGL Extraction section in RESULTS OF OPERATIONS section for 
further discussion.

(2) Please refer to the NON-GAAP FINANCIAL MEASURES section of this MD&A. 
(3) Cash distributions are calculated based on the number of units outstanding at each record date.
(4) Total debt includes long-term debt, short-term borrowings on demand loans before discounts and debt transaction costs. 
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Liquidity and Capital Resources
Inter Pipeline’s capital management objectives are aligned with its commercial growth strategies and long-term outlook 

for the business. The primary objectives are to maintain: 

(i)	 stable cash distributions to unitholders over economic and industry cycles; 

(ii)	 a flexible capital structure which optimizes the cost of capital within an acceptable level of risk; and, 

(iii)	 an investment grade credit rating. 

Management may make adjustments to the capital structure for changes in economic conditions or the risk  

characteristics of the underlying assets. To maintain or modify the capital structure, Inter Pipeline may adjust the level 

of cash distributions paid to unitholders, issue new partnership units or new debt, renegotiate new debt terms or repay 

existing debt.

Inter Pipeline maintains flexibility in its capital structure to fund organic growth capital and acquisition programs 

throughout market and industry cycles. Funding requirements are projected to ensure appropriate sources of financing 

are available to meet future financial obligations and capital programs. Inter Pipeline generally relies on committed credit 

facilities and cash flow from operations to fund capital requirements. At December 31, 2009, Inter Pipeline had access 

to committed credit facilities totaling $2.9 billion, of which approximately $950 million remains unutilized. Inter Pipeline 

also had access to unutilized demand facilities of approximately $60 million.

Inter Pipeline also ensures a base of equity capital is available for some of its recently announced growth capital 

projects. In 2009, Inter Pipeline raised in excess of $292 million through equity transactions and proceeds from the sale 

of the Valley pipeline which have been temporarily used to reduce indebtedness under its credit facilities. Proceeds of  

$172.7 million ($164.6 million net) were raised in a successful equity offering in June 2009 and approximately  

$94.6 million of equity was issued through the new distribution reinvestment plan in the first eight months since 

implementation in May 2009. Inter Pipeline received proceeds of $28.3 million on the sale of the Valley pipeline system 

in April 2009.

Taking future market trends into consideration, Inter Pipeline regularly forecasts its operational requirements and 

expected funds from operations to ensure that sufficient funding is available for future sustaining capital programs and 

distributions to unitholders. 

Inter Pipeline utilizes derivative financial instruments to minimize exposure to fluctuating commodity prices, 

foreign exchange and interest rates. Inter Pipeline’s risk management policy defines and specifies the controls and  

responsibilities to manage market exposure to changing commodity prices (crude oil, natural gas, NGL and power) and 

changes within financial markets relating to interest rates and foreign exchange exposure. Further details of the risk 

management program are discussed in the RISK MANAGEMENT AND FINANCIAL INSTRUMENTS section. 
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Capital Structure
			    	 December 31 
(millions, except % amounts)	R ecourse	N on-recourse	  2009	 2008 

Credit facilities available
Corridor syndicated facility	  $	 488.0 	  $	 1,654.0 	  $	 2,142.0 	  $	 2,142.0 
Inter Pipeline syndicated facility	 	  750.0 	 	  – 	 	  750.0 	 	  750.0 

	 	 1,238.0 	 	  1,654.0 	 	  2,892.0 		   2,892.0 
Demand facilities (1)	 	  20.0 	 	  40.0 	 	  60.0 	 	  86.8 

	  $	 1,258.0 	  $	 1,694.0 	  $	 2,952.0 	  $	 2,978.8 

Total debt outstanding
 R ecourse
    Corridor syndicated facility					      $	 123.6 	  $	 –
    Inter Pipeline syndicated facility					     	  230.0 	 	  425.0 
  L  oan payable to General Partner					     	  379.8 	 	  379.8 
 N on-recourse
    Corridor syndicated facility					     	  1,586.3 	 	  1,236.5 
    Corridor debentures					     	  300.0 		   300.0 
    Demand loan facilities					     	  – 	 	  7.9 

Total debt (1) (2)					     	 2,619.7 	 	  2,349.2 
Total partners’ equity					     	  1,320.1 		   1,130.2 

Total capitalization (3)					      $	 3,939.8 	  $	 3,479.4 

Total debt to total capitalization (3)					     	 66.5%	 	 67.5%
Total recourse debt to capitalization (3)					     	 35.7%	 	 41.6%

(1) �At December 31, 2009, outstanding Corridor letters of credit were approximately $0.3 million which are not included in the demand loan 
facilities or total debt outstanding in the table above. 

(2) In 2009, total debt includes long-term debt of $2,610.9 million including discounts and debt transaction costs of $8.8 million. 
(3) Please refer to the NON-GAAP FINANCIAL MEASURES section of this MD&A.

Inter Pipeline’s capital under management includes financial debt and partners’ equity. Capital availability is monitored 

through a number of measures, including total recourse debt to capitalization and recourse debt to EBITDA. Capital 

management objectives are to provide access to capital at a reasonable cost while maintaining an investment grade 

long-term corporate credit rating and ensure compliance with all debt covenants. Financial covenants on Inter Pipeline’s 

credit facilities are based on the amount of recourse debt outstanding. Management’s objectives are to remain well 

below its maximum target ratio of 65% recourse debt to capitalization and maximum recourse debt to EBITDA rate 

of 4.25. Recourse debt is attributed directly to Inter Pipeline and used in the calculation of its financial covenants. 

Inter Pipeline’s recourse debt to capitalization ratio was a favourable 35.7% at December 31, 2009. Adjusting for 

the impact of non-recourse debt of $1,886.3 million, Inter Pipeline’s consolidated debt to total capitalization ratio at  

December 31, 2009 was 66.5%. 
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At December 31, 2009, approximately $2,197.9 million or 83.9% of Inter Pipeline’s total consolidated debt was exposed 

to variable interest rates, however the debt financing costs related to $2,009.9 million of Corridor credit facilities and 

debentures outstanding are directly recoverable through the terms of the Corridor FSA. Therefore, Inter Pipeline’s direct 

interest rate risk associated with variable rate debt is only attributable to $188.0 million or 7.2% of total outstanding 

debt. When deemed appropriate, Inter Pipeline enters into interest rate swap agreements to manage its interest rate risk 

exposure. In 2001, Inter Pipeline entered into two fixed interest rate swap agreements to manage a portion of its variable 

interest rate risk exposure. In 2007, Inter Pipeline acquired two variable interest rate swap agreements to manage fixed 

interest rate exposure on Corridor’s 5 and 10 year debentures. The interest rate swap associated with Corridor’s 5 year 

debentures was terminated when the underlying debenture matured on February 2, 2010. On the same day, Corridor 

issued $150.0 million of 4.897% fixed rate series C senior, unsecured debentures that mature February 3, 2020.

	 	 December 31 
	 2009	 2008

	 Fixed Rate	  	 Fixed Rate	  
	P er Annum	  	P er Annum	  
	 (excluding	  Notional	 (excluding	  Notional 
	 applicable	  Balance	 applicable	 Balance 
Maturity Date	 margin)	  (millions) 	 margin)	  (millions) 

Corridor debentures – Fixed to floating rate swap
  Series A – February 2, 2010	 	 4.240%	  $	 150.0 	 	 4.240%	  $	 150.0 
  Series B – February 2, 2015	 	 5.033%	  	 150.0 	 	 5.033%	  	 150.0 

	 		   $	 300.0 	 	 	  $	 300.0 

Inter Pipeline syndicated facility  
    – Floating to fixed rate swap
  December 30, 2011 (1)	 	 6.300%	  $	 27.0 	 	 6.300%	  $	 28.0 
  December 31, 2011	 	 6.310%	  	 15.0 	 	 6.310%	  	 15.0 

	 		   $	 42.0 	 	 	  $	 43.0 

(1) The notional principal balance of the $27.0 million interest rate swap is reduced by $1.0 million each year for the term of the arrangement.

Inter Pipeline has maintained its investment grade, long-term corporate credit rating of BBB with S&P since 2003. DBRS 

assigned Inter Pipeline an investment grade, long-term corporate credit rating of BBB coinciding with its acquisition of 

Corridor in 2007. Corridor’s series A and B debentures have been assigned investment grade credit ratings of A (low),  

A3 and A- from DBRS, Moody’s and S&P, respectively. During the third quarter of 2009, DBRS issued a revised 

outlook on both Corridor and Inter Pipeline, increasing the trend outlook from stable to positive. S&P also increased 

the outlook on Corridor from stable to positive in August 2009. Factors contributing to this positive change included 

a recent issuance of equity, continued success on the Corridor expansion project and the accretive organic projects  

recently announced. 



  I n t e r  p i p e l i n e  F U N D 42

Contractual Obligations, Commitments and Guarantees

The following table summarizes Inter Pipeline’s commitment profile and future contractual obligations at December 

31, 2009. Management intends to finance these commitments through existing credit facilities and cash flow from 

operations. Longer term commitments will be funded through Inter Pipeline’s capital management polices as discussed 

in the previous section.

	  	  Less Than 	  	   
(millions)	  Total	 One Year	 1 to 5 Years	  After 5 Years 

Capital expenditure projects
  Oil sands transportation	  $	 347.6 	  $	 243.0 	  $	 104.6 	  $	 – 
  NGL extraction	  52.0 	  14.0 	  38.0 	  – 
  Conventional oil pipelines	  5.0 	  5.0 	  – 	  – 
  Bulk liquid storage	  12.0 	  12.0 	  – 	  – 

Growth capital (1)	  416.6 	  274.0 	  142.6 	  - 
Sustaining capital (1)	  18.0 	  18.0 	  – 	  – 

	  434.6 	  292.0 	  142.6 	  – 

Total debt (2)					   
  Corridor syndicated facility	  1,709.9 	  123.6 	  1,586.3 	  – 
  Inter Pipeline syndicated facility	  230.0 	  – 	  230.0 	  – 
  Loan to General Partner	  379.8 	  – 	  379.8 	  – 
  Corridor debentures	  300.0 	  150.0 	  – 	  150.0 

	  2,619.7 	  273.6 	  2,196.1 	  150.0 

Other obligations					   
  Derivative financial instruments	  21.1 	  16.8 	  4.3 	  – 
  Operating leases	  83.1 	  6.6 	  25.0 	  51.5 
  Purchase obligations	  22.6 	  4.2 	  10.7 	  7.7 
  Long term portion of incentive plan	  5.1 	  – 	  5.1 	  – 
  Working capital deficit (1)	  10.1 	  10.1 	  – 	  – 

	  $	 3,196.3 	  $	 603.3 	  $	 2,383.8 	  $	 209.2

(1) Please refer to the NON-GAAP FINANCIAL MEASURES section of this MD&A.
(2) �Outstanding Corridor letters of credit of approximately $0.3 million are not included in the total $2,619.7 million of debt outstanding in the 

table above. 

Inter Pipeline plans to invest approximately $416.6 million in organic growth capital projects over the 2010 to 2012 

period which includes the Corridor pipeline expansion project and recently announced $135 million oil sands diluent 

transportation project and $50 million desulphurization project at the Cochrane NGL facility. Details of these new capital 

programs are discussed in further detail in the OUTLOOK section. Inter Pipeline is also committed to investing capital 

in the bulk liquid storage business to comply with the UK’s post Buncefield regulations. Potential solutions are being 

evaluated and the amount and timing of expenditures have not been determined. Funding of significant capital projects 

is managed as discussed in the capital structure section. 
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At December 31, 2009, Inter Pipeline’s debt maturities ranged from February 2010 to February 2015. Corridor’s 

series A debentures matured February 2, 2010 and Corridor’s series B debentures will mature in February 2015. On  

February 2, 2010, Corridor issued $150.0 million of series C senior, unsecured debentures maturing February 3, 2020. 

Amounts drawn on tranches A and B of Corridor’s syndicated facility will mature in 2012. Amounts drawn on tranches C 

and D of this facility will mature on the earliest of August 14, 2012 and the commencement or suspension true-up date of 

the Corridor expansion project. Inter Pipeline’s loan payable to the General Partner and Inter Pipeline syndicated facility 

mature in periods between 2012 and 2014. 

Other future obligations in the normal course of operations would be primarily funded from operations in the respective 

periods that they become due or if related to significant capital projects, may be funded through long-term debt.

(i)	� Derivative financial instruments are utilized to manage market risk exposure to changes in commodity 

prices, foreign currencies and interest rates in future periods. This future obligation is an estimate of the 

fair value liability on an undiscounted basis for financially net settled derivative contracts outstanding at  

December 31, 2009, based upon the various contractual maturity dates. 

(ii)	� Operating leases and purchase obligations represent minimum payment obligations associated with leases and 

normal operating agreements for periods up to 2038.

(iii)	� Working capital deficiencies arise primarily from timing of cash flows, additional capital or other expenditures 

outstanding in accounts payable at the end of a period. In 2009, the working capital deficiency declined from 

$74.3 million in 2008 to $10.1 million in 2009, primarily a result of lower working capital associated with capital 

projects in process at year end and the impact of higher NGL commodity prices and lower AECO natural gas 

and power prices.

(iv)	 �Inter Pipeline has obligations of $14.7 million under its employee incentive plan, of which $9.6 million is included 

in the working capital deficit. 

(v)	 �Undiscounted asset retirement obligations of $55.2 million at December 31, 2009 represent an estimate of 

future obligations for the retirement of NGL extraction and bulk liquid storage assets. Similarly, long term 

environmental liabilities of $12.3 million represents an estimate of projects that Inter Pipeline is obligated to 

remediate in the future. Defined benefit pension obligations of $11.1 million represent the unfunded portion of 

the plans at December 31, 2009. Since there is no specified timing for payment of these obligations, they were 

excluded in the table on page 42.

On June 15, 2007, pursuant to the Corridor FSA, Inter Pipeline entered into a guarantee in favour of the Corridor 

shippers for the payment and performance of all obligations of Corridor, the General Partner or the operator (if the 

operator was not Inter Pipeline). This guarantee does not include those obligations for repayment of borrowed money 

or similar financial obligations incurred by these entities (except for funding certain cost overruns). The guarantee may 

be exercised in the event that Corridor, the General Partner or the operator (if the operator was not Inter Pipeline) fails 

to pay or perform such obligations for any reason. 
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Cash Distributions to Unitholders
			T  hree Months Ended		  Years Ended
		  December 31		  December 31

(millions, except per unit and % amounts)	 2009	 2008	 2009	 2008

Cash provided by operating activities	  $	 85.2 	  $	 66.3 	  $	 281.8 	  $	 321.1 
 N et change in non-cash working capital	  (7.0)	  (14.2)	  12.4 	  (40.6)
 L ess sustaining capital expenditures (1)	  (7.4)	  (5.2)	  (18.0)	  (13.4)
Cash available for distribution (1)	  70.8 	  46.9 	  276.2 	  267.1 
  Change in discretionary reserves	  (16.3)	  (0.1)	  (73.8)	  (80.5)
Cash distributions	  $	 54.5 	  $	 46.8 	  $	 202.4 	  $	 186.6 
Cash distributions per unit (2)	  $	 0.215 	  $	 0.210 	  $	 0.845 	  $	 0.840 

Payout ratio before sustaining capital (1)	 69.6%	 89.7%	 68.8%	 66.5%
Payout ratio after sustaining capital (1)	 76.9%	 99.7%	 73.3%	 69.9%

Capital expenditures
  Growth (1)	  $	 53.5 	  $	 101.0 	  $	 573.4 	  $	 601.7 
  Sustaining (1)	  7.4 	  5.2 	  18.0 	  13.4 
	  $	 60.9 	  $	 106.2 	  $	 591.4 	  $	 615.1

(1) Please refer to the NON-GAAP FINANCIAL MEASURES section of this MD&A.
(2) Cash distributions are calculated based on the number of units outstanding at each record date.

It is the policy of the General Partner to provide unitholders with stable cash distributions over time. As a result, not all 

cash available for distribution is distributed to unitholders. Rather, a portion of cash available for distribution is reserved 

and reinvested in the business to effectively manage its capital structure, and in particular, debt levels. The General 

Partner makes its cash distribution decisions based on the underlying assumptions in each year’s annual operating and 

capital budget and long-term forecast, consistent with its policy to provide unitholders with stable cash distributions.

“Cash available for distribution” is a non-GAAP financial measure that the General Partner uses in managing  

Inter Pipeline’s business and in assessing future cash requirements that impact the determination of future distributions 

to unitholders. Inter Pipeline defines cash available for distribution as cash provided by operating activities less net 

changes in non-cash working capital and sustaining capital expenditures. The impact of net change in non-cash working 

capital is excluded in the calculation of “Cash available for distribution” primarily to compensate for the seasonality of 

working capital throughout the year. Certain Inter Pipeline revenue contracts dictate an exchange of cash that differs, on 

a monthly basis, from the recognition of revenue. Within a 12 month calendar year, there is minimal variation between 

revenue recognized and cash exchanged. Inter Pipeline therefore excludes the net change in non-cash working capital 

in its calculation of cash available for distribution to mitigate the quarterly impact this difference has on cash available 

for distribution. The intent is to not skew the results of Inter Pipeline in any quarter for exchanges of cash, but to focus 

the results on cash that is generated in any reporting period. 

In addition, in determining actual cash distributions, Inter Pipeline applies a discretionary reserve to cash available for 

distribution, which is designed to ensure stability of distributions over economic and industry cycles and to enable Inter 

Pipeline to absorb the impact of material one-time events. Therefore, not all cash available for distribution is necessarily 

distributed to unitholders. The reconciliation is prepared using reasonable and supportable assumptions, reflecting Inter 

Pipeline’s planned courses of action in light of management and the board of directors’ judgment regarding the most 

probable set of economic conditions. Investors should be aware that actual results may vary, possibly materially, from 

such forward-looking adjustments. 
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The discretionary reserve increased approximately $73.8 million in 2009 (Q4 2009 – $16.3 million) due primarily to the 

strong operating results of Inter Pipeline’s business segments. Inter Pipeline will continue to manage the discretionary 

reserve and future cash distributions in accordance with its policy of attempting to manage the stability of distributions 

through industry and economic cycles. 

The tables below show Inter Pipeline’s cash distributions paid relative to cash provided by operating activities and net 

income (loss) for the periods indicated. See the OUTLOOK section of this report and RISK FACTORS section for further 

information regarding the sustainability of cash distributions.

	T hree Months Ended December 31	 Years Ended December 31
(millions)	 2009	 2008	 2009	 2008	 2007	 2006

Cash provided by operating 
  activities	  $	 85.2 	  $	 66.3 	  $	 281.8 	  $	 321.1 	  $	 234.1 	  $	 201.6
Cash distributions	  	 (54.5)	 	  (46.8)	  	 (202.4)	 	  (186.6)	 	  (171.7)	 	 (160.8)
Excess	  $	 30.7 	  $	 19.5 	  $	 79.4 	  $	 134.5 	  $	 62.4 	  $	 40.8 

	T hree Months Ended December 31	 Years Ended December 31
(millions)	 2009	 2008	 2009	 2008	 2007	 2006

Net income (loss)	  $	 23.1 	  $	 102.5 	  $	 157.7 	  $	 249.7 	  $	 (80.0)	  $	 130.6
Cash distributions	  (54.5)	  (46.8)	  (202.4)	  (186.6)	  (171.7)	  (160.8)
Excess (shortfall)	  $	 (31.4)	  $	 55.7 	  $	 (44.7)	  $	 63.1 	  $	 (251.7)	  $	 (30.2)

Cash distributions in all periods are less than cash provided by operating activities and in 2008, were less than net 

income. Net income (loss) includes certain non-cash expenses such as depreciation, future income taxes and unrealized 

changes in the fair value of derivative financial instruments therefore cash distributions may exceed net income. 

The overall cash distributions of Inter Pipeline are governed by the Partnership Agreement, specifically section 5.2 

of the Partnership Agreement, that requires Inter Pipeline to make distributions of cash as defined in the Partnership 

Agreement (Distributable Cash) on a monthly basis, provided that Inter Pipeline has cash available for such payment 

(thereby excluding any cash withheld as a reserve). Distributable Cash is defined to generally mean cash from operating, 

investing and financing activities, less certain items, including any cash withheld as a reserve that the General Partner 

determines to be necessary or appropriate for the proper management of Inter Pipeline and its assets. As a result of the 

General Partner’s discretion to establish reserves under the Partnership Agreement, cash distributed to unitholders is 

always equal to Distributable Cash. 

Outstanding Unit Data
Inter Pipeline’s outstanding units at December 31, 2009 are as follows: 

(millions)	 Class A	 Class B	T otal

Units outstanding	 254.3 	  0.3 	  254.6

Inter Pipeline has 31,500 units reserved for issuance upon the exercise of vested Unit Incentive Options as at December 

31, 2009. At February 16, 2010 Inter Pipeline had 255.8 million Class A units and 0.3 million Class B units for a total of 

256.1 million units outstanding.
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Risk Management and Financial Instruments

Market Risk Management

Inter Pipeline utilizes derivative financial instruments to manage liquidity and market risk exposure to changes in 

commodity prices, foreign currencies and interest rates. Risk management policies are intended to minimize the volatility 

of Inter Pipeline’s exposure to commodity price, foreign exchange and interest rate risk to assist with stabilizing funds 

from operations. Inter Pipeline endeavours to accomplish this primarily through the use of derivative financial instruments. 

Inter Pipeline’s policy prohibits the use of derivative financial instruments for speculative purposes. All hedging policies 

are authorized and approved by the board of directors through Inter Pipeline’s risk management policy. 

Inter Pipeline has the following types of derivative financial instruments: commodity price swap agreements, foreign 

currency exchange contracts, power price hedges, heat rate and interest rate swap agreements. The mark-to-market or 

fair value of these financial instruments is recorded as an asset or liability and any change in the fair value recognized 

as an unrealized change in fair value of these derivative financial instruments in the calculation of net income. When the 

financial instrument matures, any realized gain or loss is recorded in net income.

In the following sections, sensitivity analyses are presented to provide an indication of the amount that an isolated 

change in one variable may have on earnings1. Changes in fair value generally cannot be extrapolated based on one 

variable because the relationship with other variables may not be linear. In reality, changes in one variable may magnify 

or counteract the impact of another variable which may result in a significantly different conclusion. The sensitivity 

analyses in the following sections are based on the value of derivative financial instruments and long-term debt 

outstanding at December 31, 2009. The analyses are hypothetical and should not be considered to be predictive of 

future performance. 

NGL Extraction Business

Frac-spread Risk Management

Inter Pipeline is exposed to frac-spread risk which is the difference between the weighted average propane-plus 

price at Mont Belvieu, Texas and the monthly index price of AECO natural gas purchased for shrinkage calculated in  

USD/USG. Derivative financial instruments are utilized to manage frac-spread risk. Inter Pipeline transacts with third 

party counterparties to sell a notional portion of its NGL products and related notional quantities of natural gas at fixed 

prices. NGL price swap agreements are transacted in US currency therefore Inter Pipeline also enters into foreign 

exchange contracts to sell US dollars to convert notional US dollar amounts in the NGL swaps. 

The following table presents the proportion of future propane-plus volumes hedged under contracts outstanding 

and the average net price of the frac-spread hedges at December 31, 2009 and February 16, 2010. The CDN/USG 

average prices would approximate the following USD/USG prices based on the average USD/CDN forward curve at  

December 31, 2009 and February 16, 2010, respectively.

	 February 16, 2010	 December 31, 2009

	 %  Forecast 	 	 	 % Forecast
	P ropane-			P   ropane-
	 plus	 Average	 Average	 plus	 Average	 Average
	 Volumes	 Price	 Price	 Volumes	 Price	 Price
	 Hedged	 (CDN/USG)	 (USD/USG)	 Hedged	 (CDN/USG)	 (USD/USG)

January to December 2010	 	 45%	  $	 0.72   	  $	 0.69   	 	 42%	  $	 0.72 	  $	 0.68 
January to December 2011	 	 22%	  $	 0.74   	  $	 0.71   	 	 11%	  $	 0.70 	  $	 0.66

(1) �Some of the sensitivity analyses presented on pages 47 and 48 present the effect of reasonably possible changes in risk variables on essentially a  
pre-tax basis since prior to 2011, Inter Pipeline is only taxable on corporations within its organizational structure. Therefore the analyses in 
some of the sections on pages 47 and 48 assume nil income tax impact.
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Based on propane-plus volume hedges outstanding at December 31, 2009, the following table illustrates how a 10% 

change in NGL and AECO natural gas commodity prices or foreign exchange rates in isolation could individually impact 

the mark-to-market valuation of Inter Pipeline’s derivative financial instruments and consequently after-tax income 

assuming rates associated with each of the other components and all other variables remain constant:

		  Change in	 Change in
		N  et Income	N et Income
	 	 Based on 10%	 Based on 10%
	 Fair Value of Derivative	 Increase in	 Decrease in
	 Financial Instruments	P rices/Rates (1)	P rices/Rates (1)

NGL (2)	  $	 (9.3)	  $	 (13.9)	  $	 13.9
AECO natural gas	 	  (6.0)	 	  4.9	 	 (4.9)
Foreign exchange		   (0.8)		   (13.1)		  13.1

Frac-spread risk management	  $	 (16.1)

(1) Negative amounts represent a liability increase or asset decrease. Changes related to 2011 contracts are net of tax of 26.5%.
(2) Assumes that a commodity price change will impact all propane, normal butane, isobutane and pentanes-plus products linearly.

Power Price Risk Management

Inter Pipeline uses derivative financial instruments to manage power price risk in its NGL extraction and conventional 

oil pipelines business segments. In 2009, Inter Pipeline entered into financial heat rate swap and electricity price swap 

contracts to manage electricity price risk exposure in these businesses. 

Based on heat rate swaps outstanding in the NGL extraction business at December 31, 2009, a 10% change in 

Alberta power pool commodity prices in isolation with all other variables held constant, could potentially change the  

mark-to-market valuation of Inter Pipeline’s derivative financial instruments used to manage power price risk and 

consequently pre-tax income by approximately $0.5 million. A 10% change in AECO natural gas prices in isolation with 

all other variables held constant, could potentially change the mark-to-market valuation of Inter Pipeline’s derivative 

financial instruments used to manage power price risk and consequently pre-tax income by approximately $0.5 million.

Based on electricity price swap agreements outstanding in the conventional oil pipelines business at  

December 31, 2009, a 10% change in Alberta power pool commodity prices in isolation with all other variables held 

constant, could potentially change the mark-to-market valuation of Inter Pipeline’s derivative financial instruments used 

to manage power price risk and consequently pre-tax income by approximately $0.2 million. 

Bulk Liquid Storage Business

Foreign Exchange Risk Management

Inter Pipeline is exposed to currency risk resulting from the translation of assets and liabilities of its European bulk liquid 

storage operations and transactional currency exposures arising from purchases in currencies other than Inter Pipeline’s 

functional currency, the Canadian dollar. Transactional foreign currency risk exposures have not been significant 

historically, therefore are generally not hedged; however, Inter Pipeline may decide to hedge this risk in the future.
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Corporate

Interest Rate Risk Management

Inter Pipeline’s exposure to interest rate risk primarily relates to its long-term debt obligations and fair valuation of its 

floating-to-fixed interest rate swap agreements. Inter Pipeline manages its interest rate risk by balancing its exposure to 

fixed and variable rates while minimizing interest costs. When deemed appropriate, Inter Pipeline enters into interest rate 

swap agreements to manage its interest rate price risk exposure. 

Based on the variable rate obligations outstanding at December 31, 2009, a 1% change in interest rates at this date 

could affect interest expense on credit facilities and consequently pre-tax income by approximately $19.4 million for the 

year ended December 31, 2009, assuming all other variables remain constant. Of this amount, $17.1 million relates to 

the $2.1 billion Corridor credit facility and is also recoverable in pre-tax income through the terms of the Corridor FSA. 

A 1% change in interest rates at December 31, 2009 could also affect the mark-to-market valuation of Inter Pipeline’s 

derivative financial instruments used to manage interest rate risk and consequently after-tax income by approximately 

$0.6 million, assuming all other variables remain constant. 

Realized and Unrealized Gain (Loss) on Derivative Instruments – Held-for-Trading 

Derivative financial instruments designated as “held-for-trading” are recorded on the consolidated balance sheet at fair 

value. Any gain or loss upon settlement of these contracts is recorded as a realized gain or loss in net income. Prior to 

settlement, any change in the fair value of these instruments is recognized in net income as an unrealized change in fair 

value of derivative financial instruments. 

The fair values of derivative financial instruments are calculated by Inter Pipeline using a discounted cash flow 

methodology with reference to actively quoted forward prices and/or published price quotations in an observable market 

and market valuations provided by counterparties. Forward prices for NGL swaps are less transparent because they are 

less actively traded. Forward prices are assessed based on available market information for the time frames for which 

there are derivative financial instruments in place. Fair values are discounted using a risk-free rate plus a credit premium 

that takes into account the credit quality of the instrument.
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Gains (losses) on derivative financial instruments recognized in the calculation of net income are as follows: 

			T  hree Months Ended		  Years Ended
		  December 31		  December 31

(millions)	 2009	 2008	 2009	 2008

Realized gain (loss) on derivative financial instruments
 R evenues
  N  GL swaps	  $	 6.5 	  $	 5.2 	  $	 54.9 	  $	 (23.4)
    Foreign exchange swaps (frac-spread hedges)	 	  (1.0)	 	  (2.2)	 	  (13.9)	  	 1.6 

	 	  5.5 	 	  3.0 	 	  41.0 	 	  (21.8)

  Shrinkage gas expense
  N  atural gas swaps	 	  (7.3)	 	  (2.1)	 	  (30.1)	 	  0.3 

  Operating expenses
  E  lectricity price swaps	 	  – 	 	  0.2 	 	  – 	 	  0.8 
    Heat rate swaps	 	  0.4 	 	  1.0 	 	  1.7 	 	  1.1 

	 	  0.4 	 	  1.2 	 	  1.7 	 	  1.9 
  Financing charges
    Interest rate swaps	 	  2.1 	 	  0.7 	  	 7.6 	 	  0.8 

Total realized gain (loss) on derivative financial instruments	 	  0.7 	 	  2.8 	  	 20.2 	 	  (18.8)

Unrealized gain (loss) on derivative financial instruments
 N GL swaps	 	  (32.7)	 	  82.4 	 	  (102.7)	 	  119.6 
 N atural gas swaps	 	  5.5 	 	  (4.6)	 	  11.5 	 	  (9.6)
  Foreign exchange swaps (frac-spread hedges)	 	  2.4 	 	  (21.3)	 	  27.7 	 	  (34.9)

 E lectricity price swaps	 	  – 	 	  (0.1)	 	  – 	 	  (0.5)
  Heat rate swaps	 	  (0.4)	 	  0.5 	 	  (2.8)	 	  2.8 
  Interest rate swaps	 	  0.7 	 	  (1.9)	  	 1.9 	 	  (2.7)
 T ransitional transfers (1)	 	  (0.2)	 	  (0.1)	 	  (0.8)	 	  (0.3)

Total unrealized (loss) gain on derivative financial instruments	 	  (24.7)	  	 54.9 	 	  (65.2)	 	  74.4 

Total (loss) gain on derivative financial instruments	  $	 (24.0)	  $	 57.7 	  $	 (45.0)	  $	 55.6

(1) Transfer of gains and losses on derivatives previously designated as cash flow hedges from accumulated other comprehensive income.

Credit Risk Management

Inter Pipeline’s credit risk exposure relates primarily to customers and financial counterparties holding cash and 

derivative financial instruments, with a maximum exposure equal to the carrying amount of these instruments. Credit risk 

is managed through credit approval and monitoring procedures. The credit worthiness assessment takes into account 

available qualitative and quantitative information about the counterparty including, but not limited to, financial status and 

external credit ratings. Depending on the outcome of each assessment, guarantees or some other credit enhancement 

may be requested as security. Inter Pipeline attempts to mitigate its exposure by entering into contracts with customers 

that may permit netting or entitle Inter Pipeline to lien or take product in kind and/or allow for termination of the contract 

on the occurrence of certain events of default. Each business segment monitors outstanding accounts receivable on an 

ongoing basis.

Concentrations of credit risk associated with accounts receivable relate to a limited number of principal customers 

in the oil sands transportation and NGL extraction business segments, the majority of which are investment grade 

corporations in the energy and chemical industry sectors. At December 31, 2009, accounts receivable associated with 
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these two business segments were $88.0 million or 72% of total accounts receivable outstanding. Inter Pipeline believes 

the credit risk associated with the remainder of accounts receivable is minimized due to diversity across business units 

and customers. 

With respect to credit risk arising from cash, deposits and derivative financial instruments, Inter Pipeline believes the risks 

of non-performance of counterparties are minimal as cash, deposits and derivative financial instruments outstanding are 

predominantly held with major financial institutions or investment grade corporations. 

In the current market environment, Inter Pipeline is actively monitoring the risk of non-performance of its customers and 

financial counterparties. At December 31, 2009, accounts receivable outstanding meeting the definition of past due and 

impaired are immaterial. 

Transactions with Related Parties
No revenue was earned from related parties in the three month periods or years ended December 31, 2009 or 2008.

Upon acquisition of the General Partner in 2002, Pipeline Assets Corp. (PAC), the sole shareholder of the General 

Partner, assumed the obligations of the former general partner of Inter Pipeline under a support agreement. The support 

agreement obligates the affiliates controlled by PAC to provide certain personnel and services if requested by the 

General Partner, to fulfill its obligations to administer and operate Inter Pipeline’s business. Such services are incurred in 

the normal course of operations and amounts paid for such services are at cost for the services provided. No amounts 

have been paid under the terms of the support agreement since PAC acquired its interests in the General Partner. 

The General Partner’s 0.1% interest in Inter Pipeline, represented by Class B units, is controlled by PAC. The General 

Partner is a wholly owned subsidiary of PAC, a corporation controlled solely by the Chairman of the Board of the 

General Partner. Certain officers and directors of the General Partner have non-voting shares in PAC that entitle them 

to dividends. The entitlement to retain these shares of PAC and to receive dividends is tied, in part, to the continuing 

employment or service as a director or officer of the General Partner. Officers and directors of the General Partner 

received no dividends in the fourth quarter of 2009 or 2008, however received a cumulative total of $0.8 million  

(2008 – $0.9 million) in dividends in 2009 from PAC pursuant to their ownership of non-voting shares. 

Under the Partnership Agreement, the General Partner is entitled to recover all direct and indirect expenses, including 

general and administrative expenses, incurred on behalf of Inter Pipeline. The General Partner also receives an annual 

base fee equal to 2% of Inter Pipeline’s annual “Operating Cash” as defined in the Partnership Agreement. In addition, 

the General Partner is entitled to earn an annual incentive fee of between 15% and 35% of Inter Pipeline’s annual 

Distributable Cash as defined in the Partnership Agreement in excess of $1.01 per unit to $1.19 per unit respectively; 

an acquisition fee of 1.0% of the purchase price of any assets acquired by Inter Pipeline (excluding the pipeline assets 

originally acquired); and a disposition fee of 0.5% of the sale price of any assets sold by Inter Pipeline. See the Other 

Expenses section of RESULTS OF OPERATIONS for details of fees paid to the General Partner during the period.

In 2004, Inter Pipeline entered into a loan agreement with the General Partner for $379.8 million. At the same time, the 

General Partner had received $379.8 million by way of a Private Placement note issuance to a combination of American 

and Canadian institutional investors and immediately loaned the funds to Inter Pipeline. At December 31, 2009, interest 

payable to the General Partner on the loan was $4.3 million (December 31, 2008 – $4.3 million). This loan to Inter Pipeline 

from the General Partner has the identical repayment terms and commitments as the notes payable by the General 

Partner to the institutional note holders, except for an interest rate increase of 0.05% over the rates payable on the notes 
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issued by the General Partner. In 2007, due to amendments made for the Corridor expansion project, interest rates were 

increased by 25 basis points until the end of 2009. Inter Pipeline has guaranteed the notes issued by the General Partner 

to the note holders. The guarantee may be exercised in the event of default by the General Partner pursuant to the terms 

of the Note Purchase Agreement and is equal to the amount of principal outstanding at the time of default, including a 

premium of 50 basis points over the implied yield to maturity, accrued interest and, if applicable, swap breakage costs. 

Amounts due to/from the General Partner and its affiliates related to services are non-interest bearing and have 

no fixed repayment terms with the exception of the loan agreement with the General Partner as noted above. At  

December 31, 2009, there were amounts owed to the General Partner by Inter Pipeline of $0.5 million  

(December 31, 2008 – $0.5 million).

Controls and Procedures
Disclosure controls and procedures are designed to provide reasonable assurance that all relevant information is gathered 

and reported to senior management, including the President and Chief Executive Officer and the Chief Financial Officer, 

on a timely basis so that appropriate decisions can be made regarding public disclosure.

Internal controls over financial reporting are a process designed to provide reasonable assurance regarding the reliability 

of financial reporting and compliance with Canadian GAAP in Inter Pipeline’s consolidated financial statements.

Management has made no material changes to the design of Inter Pipeline’s internal control over financial reporting 

during the fourth quarter of 2009.

At December 31, 2009, Inter Pipeline’s management, including the President and Chief Executive Officer and the Chief 

Financial Officer, conducted an evaluation of the effectiveness of Inter Pipeline’s disclosure controls and procedures 

and internal control over financial reporting as defined under National Instrument 52-109 Certification of Disclosure 

in Issuers’ Annual and Interim Filings. Based on that evaluation, the President and Chief Executive Officer and Chief 

Financial Officer concluded that the design and operation of Inter Pipeline’s disclosure controls and procedures and 

internal control over financial reporting were effective as of December 31, 2009.

Critical Accounting Estimates
The preparation of Inter Pipeline’s consolidated financial statements requires management to make critical and complex 

judgments, estimates and assumptions about future events, when applying GAAP, that have a significant impact on the 

financial results reported. These judgments, estimates, and assumptions are subject to change as future events occur or 

new information becomes available. Readers should also refer to note 1 Summary of Significant Accounting Policies of 

the December 31, 2009 consolidated financial statements for a list of Inter Pipeline’s significant accounting policies. 

Financial Instruments

Inter Pipeline utilizes derivative financial instruments to manage its exposure to market risk relating to commodity 

prices, foreign exchange and interest rates. Inter Pipeline also reviews all significant agreements acquired, substantially 

modified or entered into for embedded derivatives. All derivative financial instruments are classified as “held-for-trading” 

and measured at fair value. Estimates of the fair value of derivative contracts outstanding at the end of each financial 

reporting period are recognized on the consolidated balance sheet and any unrealized changes in these estimates are 

recognized in the consolidated statements of net income. These amounts are estimates of the fair value at a point in time 

and the final amount will be determined on the date or interim dates that the derivative contract is settled. 
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The fair values of derivative financial instruments are based on an approximation of the amounts that would have been 

paid to or received from counterparties to settle the instruments outstanding. The fair values are calculated using a 

discounted cash flow methodology with reference to actively quoted forward prices, internal valuation models, and 

market valuations provided by counterparties. Forward prices for NGL swaps are less transparent because they are 

less actively traded. Forward prices are assessed based on available market information for the time frames for which 

there are derivative financial instruments in place. However, these estimates may not necessarily be indicative of 

the amounts that could be realized or settled in a current market transaction and differences could be significant. A 

significant change in commodity prices, foreign exchange rates or interest rate assumptions underlying mark-to-market 

valuations of derivative financial instruments would change the fair value of derivative financial instruments reported in 

the consolidated balance sheet and unrealized change in fair value of derivative financial instruments in the consolidated 

statement of net income. 

Financial assets “loans and receivables” and “other financial liabilities” are measured at amortized cost using the effective 

interest rate method of amortization.

Corridor utilizes interest rate derivatives to manage its interest rate risk. Gains or losses arising on the interest rate swap 

contracts are either payable to or recoverable from the shippers; therefore any unrealized portion has been recorded as 

receivable or payable. Inter Pipeline has chosen to designate the long-term receivable or payable as “held-for-trading” 

as it represents unrealized gains or losses on interest rate swaps that are also classified as “held-for-trading”.

For further discussion on Inter Pipeline’s derivative financial instruments, see the RISK MANAGEMENT AND FINANCIAL 

RESULTS section.

Intangible Assets

Inter Pipeline’s intangible assets are amortized using an amortization method and term based on estimates of the useful 

lives of these assets. The carrying values of Inter Pipeline’s intangible assets are periodically reviewed for impairment or 

whenever events or changes in circumstances indicate that their carrying amounts may not be recoverable. This review 

requires an estimate of future cash flows to be derived from the utilization of these assets based on assumptions about 

future events which may be subject to change depending on future economic or technical developments. A significant 

change in these assumptions or unanticipated future events could require a provision for impairment in the future which 

would be recorded as a charge against net income. 

The Cold Lake TSA intangible asset is the estimated value, using a discounted cash flow analysis, of the shipping 

agreement entered into with the Cold Lake founding shippers on the Cold Lake pipeline system as valued on  

January 2, 2003. Although the ship-or-pay portion of the Cold Lake TSA expires on December 31, 2011, the term of the 

Cold Lake TSA extends until the Cold Lake LP gives notice that it forecasts it will earn less than $1.0 million of capital 

fees in the year. After December 31, 2011, the Cold Lake founding shippers may contract with a third party to transport 

their dedicated petroleum after giving the Cold Lake LP notice of at least 20 months prior to the effective date and 

meeting certain conditions. The Cold Lake LP has the right to match any new service offer from a third party. Therefore, 

this intangible asset is being amortized on a straight-line basis over the estimated service life of 30 years similar to 

the property, plant and equipment to which the Cold Lake TSA relates. Should the useful life of the Cold Lake pipeline 

system assets change or the terms of the Cold Lake TSA change, the amortization of the remaining balance would 

change accordingly.

The NGL extraction business intangible asset represents the estimated value of customer contracts and a patented 

operational process as at July 28, 2004 when the NGL extraction business was acquired. Although the contracts expire 

over a period ranging from five years to 20 years as at the date of acquisition, this intangible asset is being amortized 
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over the estimated 30 year useful life of the extraction facilities as management believes it is likely the contracts will be 

renewed into the future. The patent is being amortized on a straight-line basis over the 14 year life of the patent. Should 

the useful life of the extraction facilities change or the likelihood of the renewal of the customer contracts change, the 

amortization of the remaining balance would change accordingly.

The bulk liquid storage business intangible asset represents the estimated value of a customer contract, customer 

relationships and trade name as at October 4, 2005 when the bulk liquid storage business was first acquired. These 

intangible assets are being amortized over estimated useful lives ranging from three to 30 years. Although the customer 

storage contract is 20 years, the asset is being amortized over 30 years as management believes it is likely the contract 

will be renewed into the future. Should the useful life of the bulk liquid storage facilities change, the likelihood of the 

renewal of the customer contract or estimated life of the customer relationships or trade name change, the amortization 

of the remaining balance would change accordingly. In 2009, Inter Pipeline amortized the remaining carrying value of 

intangible assets related to customer contracts either terminated or expired in 2009. Intangible assets were reduced by 

approximately $5.9 million through a charge to depreciation. 

Goodwill

Goodwill created upon the acquisition of Simon Storage, Tanklager-Gesellschaft mbH and Corridor represents the excess 

of the purchase price over the fair value of the net identifiable assets of operations acquired. Goodwill is carried at initial 

cost less any write-down for impairment. If the carrying value of any of the reporting units exceeds its fair value, an 

impairment loss would be recognized to the extent that the carrying amount of the goodwill exceeds its fair value. Each 

fiscal year and as economic events dictate, management reviews the valuation of goodwill, taking into consideration 

any events or circumstances which might have impaired the value. Inter Pipeline assesses the fair value of the goodwill 

amount for impairment by discounting projected future cash flows generated by these assets at a weighted average 

cost of capital that reflects the relative risk of the asset. If it is determined that the fair value of the future cash flows is 

less than the carrying value of the assets at the time of assessment, an impairment amount would be determined by 

deducting the fair value of the cash flows from the carrying values and reducing the carrying value of goodwill. The fair 

value of the underlying assets and liabilities was assessed under the standard and it was determined that there was no 

impairment of goodwill in 2009. Projected future cash flows used in the goodwill assessment represented management’s 

best estimate of the future operating performance of these businesses at the current time. A significant change in 

these assumptions or unanticipated future events could require a provision for impairment in the future which would be 

recorded as a reduction of the carrying value of goodwill with a charge against net income.

Property, Plant and Equipment

Calculation of the net book value of property, plant and equipment requires estimates of the useful life of the assets, 

residual value at the end of the asset’s useful life, method of depreciation and whether impairment in value has occurred. 

A change in any of the estimates would result in a change in the amount of depreciation and a charge to net income 

recorded in a period with a similar change in the carrying value of the asset on the consolidated balance sheet.

The majority of the Cold Lake pipeline system and the NGL extraction business assets are being depreciated on a 

straight-line basis over the estimated 30 year service life of the assets. Although management believes the asset life 

could exceed 30 years as is typical with these types of assets, management considers 30 years to be a conservative 

time period.

The assets of the Corridor pipeline system are being depreciated on a straight-line basis over the estimated 40 year 

service life of the assets. All expenditures directly related to construction of the Corridor expansion project are being 
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capitalized as a component of property, plant and equipment, including overhead costs, capitalized interest and 

amortization of debt transaction costs. Capitalization of interest, financing costs and operating costs will cease when 

the expansion project is substantially complete and ready for its intended productive use. 

Pipeline line fill and tank working inventory for the Cold Lake and Corridor pipeline systems represent petroleum based 

product purchased for the purpose of charging the pipeline system and partially filling the petroleum product storage 

tanks with an appropriate volume of petroleum products to enable the commercial operation of the facilities and pipeline. 

These product volumes will be recovered upon the ultimate retirement and decommissioning of the pipeline system. 

Proceeds from the sale of Corridor’s line fill will be used to fund the cost of any asset retirement obligation. To the 

extent the cost of asset retirement obligations exceed the value of the line fill, Corridor will be obligated to fund the 

excess. To the extent the value of the line fill exceeds the asset retirement obligation, the excess funds will be payable to  

the shippers.

The majority of the conventional oil pipeline assets are being depreciated on a straight-line basis over an estimated 

30 year service life of the assets, which represents the estimated remaining life of crude oil reserves expected to be 

gathered and shipped on these pipeline systems. 

The majority of the bulk liquid storage business assets are being depreciated on a straight-line basis over the estimated 

service life of the assets, which ranges from 25 to 30 years. Although the asset life could exceed 30 years as is typical 

with these types of assets, management considers 30 years to be a conservative time period. 

Asset Retirement Obligation

Asset retirement obligations are legal obligations associated with the retirement of tangible long-lived assets. Retirement 

of a long-lived asset may be by sale, abandonment, recycling or disposal in some manner other than a temporary 

removal from service.

An asset retirement obligation is recognized at fair value in the period incurred if a reasonable estimate of fair value can 

be made. The liability accretes to its full value over time through charges to net income or until the obligation is settled. 

An amount equal to the estimated fair value of the asset retirement obligation is capitalized as a component of cost 

of the related long-lived asset and depreciated over the asset’s estimated useful life. An asset retirement obligation is 

calculated based on an estimate of expenditures to be incurred to retire the asset at the end of its useful life. An inflation 

factor is utilized to project the cost of the asset retirement at the end of its useful life, which is then discounted back to 

its present value utilizing a credit-adjusted risk-free rate. A change in any of the underlying estimates for the retirement 

cost, inflation or discount factors would result in a change in the carrying values of the asset retirement obligation and 

related property, plant and equipment along with a residual charge to net income.

NGL extraction and bulk liquid storage business assets include three extraction plants and eight bulk liquid storage 

facilities, respectively. Inter Pipeline’s asset retirement obligation related to the NGL extraction facilities and leased bulk 

liquid storage sites represents the net present value of the expected cost to be incurred upon termination of operations 

and closure of these facilities. Asset retirement obligations for the NGL extraction and bulk liquid storage business 

assets are being accreted over time at rates of 6.2% and 7.8% per annum, respectively, based on their respective 

estimated undiscounted future values of $34.2 million and $21.0 million. 

Conventional oil pipelines and oil sands transportation business assets primarily consist of underground pipelines and 

above ground equipment and facilities. No significant amount has been recorded for asset retirement obligations relating 

to these assets as a reasonable estimate of fair value of the liability is not determinable due to the indeterminate timing 

and scope of the asset retirements. As timing and scope for retirement of these assets becomes determinable, the fair 
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value of the liability and cost of retirement will be recorded at that time. Costs associated with future site restoration of 

the pipeline assets will be recorded as operating expense. Potential cost of future site restorations will be dependent 

upon several factors, including regulatory requirements at the time of abandonment, size and location of the pipeline. 

Abandonment requirements can vary considerably, ranging from purging the contents of the pipeline to complete removal 

of the pipeline and reclamation of the right-of-way. 

Environmental Liabilities

A number of projects have been identified that Inter Pipeline is obligated to remediate in future periods. Based on 

management’s current knowledge of regulations, technology and current plans to remediate these sites, an estimated 

undiscounted liability of $12.3 million has been recognized at December 31, 2009. The actual cash outlay to complete 

these remediation projects could take place over a time period in excess of 20 years. 

Obligations Relating to Employee Pension Plans

Inter Pipeline provides retirement benefits for its UK, Ireland and German employees under three separate defined 

benefit plans. These plans provide benefits based primarily on a combination of years of service and an estimate of 

final pensionable salary. Inter Pipeline’s policy is to fund the amount of benefit as required by governing legislation. 

Independent actuaries perform the required calculations to determine pension expense in accordance with GAAP. 

Statistical and other factors are used to anticipate future events to calculate the related plan expense and liabilities. 

Actuarial assumptions used may differ from actual results due to changing market and economic conditions, higher 

or lower withdrawal rates or longer or shorter life spans of participants. These differences may affect the net pension 

expense and liability recorded. The most recent actuarial valuations of the UK and Ireland plans were carried out in 

2007. The 2007 valuations were updated in 2009 and an actuarial valuation of the German plan completed in 2009. The 

obligations were measured using a projected benefit method.

Unit Incentive Options

Under Inter Pipeline’s unit incentive option plan, options to purchase Class A units may be granted to directors, officers, 

employees, and consultants of the General Partner. Options issued are accounted for in accordance with the fair value 

method of accounting for unit-based compensation. As such the fair value of each unit is determined as at the date of 

grant using a binomial pricing model and is then amortized as an expense over the vesting period. 

Income Taxes

While Inter Pipeline will be subject to additional tax under new legislation, the estimated effective tax rate on temporary 

difference reversals after 2011 may change in future periods. As the legislation is new, future technical interpretations 

of the legislation could occur and could materially affect management’s estimate of a future income tax liability. The 

amount and timing of reversals of temporary differences will also depend on Inter Pipeline’s future operating results, 

acquisitions and dispositions of assets and liabilities and cash distribution policy. A significant change in any of the 

preceding assumptions could materially affect Inter Pipeline’s estimate of the future tax liability. Inter Pipeline assesses 

these assumptions on a regular basis.
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Changes in Accounting Policies
Future

International Financial Reporting Standards (IFRS) 

All Canadian publicly accountable enterprises will be required to adopt IFRS for interim and annual reporting periods 

for fiscal years beginning on or after January 1, 2011. Inter Pipeline commenced its IFRS conversion project in 2008 

and established a project team to successfully manage the transition to IFRS within the required timeframe. The project 

team consists of a steering committee, project and functional team leaders that include management from finance, 

investor relations, tax, compliance and information technology, among others. Quarterly updates are provided to the 

audit committee.

Cross functional teams have been established to focus on assessing IFRS accounting policy options, generate 

appropriate recommendations and identify the related implications throughout the assessment process. The project 

plan has been designed with some flexibility to be able to adapt to standard changes as new accounting developments 

are made by the Canadian Accounting Standards Board and International Accounting Standards Board (IASB) to ensure 

full compliance on adoption of IFRS. 

The two key elements of the project plan are: financial statement compliance with IFRS and the related business 

impact. Financial statement compliance with IFRS consists of four phases as discussed in the table below. The 

related business impact element of the project will ensure that teams consider, on a timely basis, the implication of 

any prospective change in accounting standards on other areas of the business. This includes, but is not limited to, 

information system infrastructure and processes, business agreements and financing arrangements, key metrics and the  

control environment.

Financial Statement Compliance with IFRS Milestones / Deadlines

Initial impact assessment phase

• �Initial identification of the major differences between 
current Canadian GAAP and IFRS standards and 
assessment of the impact of these differences 
into high, medium and low categories in terms of 
the complexity of implementation and prospective 
timelines.

Completed

Research and planning phase

• �Research specific differences between the standards, 
long-term and transitional options available and 
prospective changes to the IFRS standards prior to 
2011. Identify potential implications on accounting 
policies and processes, business management, 
information systems, control environment and 
educational requirements. Develop a formal plan and 
timeline to meet project objectives. 

Research primarily completed subject to monitoring 
updates as IFRS standards change

Solution development phase

• �Quantify and evaluate transitional and long-term 
options available and select the most appropriate 
policies.

Financial statements to be compliant with IFRS by the 
commencement of planning for the 2011 fiscal year 
(expected by Q3 2010)

Implementation phase

• �Integrate solutions into the underlying financial 
processes and systems.
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The project is progressing according to plan. The initial impact assessment, research and planning phases are largely 

complete based on current IFRS standards. Many of the differences identified between IFRS and GAAP are not expected 

to have a material impact on Inter Pipeline’s reported results and financial position; however Inter Pipeline has not yet 

determined the full accounting effects of adopting IFRS as some accounting policy alternatives and implementation 

decisions are still being evaluated. 

A summary of IFRS standards expected to have an impact on Inter Pipeline’s financial reporting is discussed in the 

following sections. This summary is not intended to be an exhaustive list of all actual or potential differences between 

IFRS and Canadian GAAP that will result from transition to IFRS. It should also be noted that the International Accounting 

Standards Board (IASB) has significant ongoing projects that could affect the ultimate differences between GAAP and 

IFRS and the impact on Inter Pipeline’s consolidated financial statements on transition and in future. The project team 

will continue to monitor changes to existing IFRS standards through to the IFRS convergence date. 

Exposure Draft - Joint Arrangements 

Exposure Draft 9 – “Joint Arrangements” (ED 9) is expected to become an IFRS standard in the first quarter of 2010 

replacing IAS 31 Interests in Joint Ventures. ED 9 sets out the basis of accounting required for arrangements whereby 

assets, operations or entities are under joint control. The exposure draft currently proposes that entities account for 

interests in jointly controlled entities using the equity method of accounting and proposes elimination of the option to 

proportionately consolidate these entities.

Currently, Inter Pipeline uses the proportionate consolidation method to account for its 85% interest in the Cold Lake 

LP and 50% interest in the assets of the Empress V facility. Under proportionate consolidation, an entity recognizes a 

proportionate share of the results of operations, financial position and cash flows on a line by line basis in the respective 

financial statements. Although consolidated net income and partners’ equity would be the same under both accounting 

methods, reported assets, liabilities, operating results and cash flows reported under an equity method of accounting 

would be significantly different. The equity method of accounting requires all individual asset and liability line items, 

such as cash and cash equivalents, accounts receivable, property, plant and equipment, accounts payable and accrued 

liabilities to be netted as an “investment” in one line on the statement of financial position. Similarly, revenues and 

expenses would be combined in one line on the statement of net income. The statement of cash flows would reflect only 

cash distributions received and contributions made by Inter Pipeline rather than funds from operations. As a result, there 

would be a difference between consolidated cash provided by operating activities and funds from operations reported 

when there is a difference between Inter Pipeline’s reported share of the net income and cash distributions received in 

a period. 

Under the proposed ED 9, Cold Lake LP would be considered a jointly controlled entity, therefore would be required to 

be accounted for under the equity method of accounting versus proportionate consolidation. Empress V assets would 

be considered jointly controlled assets, therefore would continue to be accounted for under an accounting method 

similar to proportionate consolidation. As this is an exposure draft, the full extent of the impact of applying ED 9 cannot 

be made at this time, pending further certainty as to the final standard on accounting for joint arrangements.

Property, Plant and Equipment

IAS 16 – “Property, plant and equipment” contains the same basic principles of accounting as GAAP, however differences 

in application exist. For example, capitalization of directly attributable costs in accordance with IFRS may include 

additional costs or exclude certain costs previously recognized under GAAP, such as the mandatory capitalization of 

directly attributable borrowing costs as required by IAS 23 – “Borrowing costs.” IFRS also provides specific guidance on 

capitalizing items such as spare parts, inspection costs and major overhauls. IAS 16 requires an entity to allocate items 

of property, plant and equipment into significant components and depreciate each component separately. This method 
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of componentizing property, plant and equipment may result in an increase in the number of component parts recorded 

and change in the calculation of depreciation expense. 

The major difference between IFRS and GAAP is an option under IAS 16 to choose either a cost or fair value model to 

value each class of property, plant and equipment. In addition, IFRS 1 – “First time adoption of IFRS” (IFRS 1) allows an 

entity to measure an item of property, plant and equipment at fair value on the IFRS transition date and use this value as 

deemed cost in future periods. Pursuant to current GAAP requirements, Inter Pipeline uses an historical cost model to 

value property, plant and equipment. Inter Pipeline intends to continue with a cost valuation model for its more significant 

assets on transition to IFRS as management considers cost to be a more consistent measure of value given the nature 

of its assets. 

Provisions, Contingent Liabilities and Contingent Assets

IAS 37 – “Provisions, contingent liabilities and contingent assets” (IAS 37) requires a provision to be recognized when: 

(i) there is a present obligation (legal or constructive) as a result of a past transaction or event; (ii) it is probable that an 

outflow of resources will be required to settle the obligation; and (iii) a reliable estimate can be made of the obligation. 

Based on the guidance, IAS 37 is more specific in its requirement to record provisions including provisions for asset 

retirement and abandonment obligations. Inter Pipeline has not historically recorded an asset retirement obligation 

associated with its conventional oil pipelines and oil sands transportation business assets as the timing of settlement 

and magnitude of the future obligation is not determinable. The impact of IAS 37 on Inter Pipeline has not been fully 

determined at this time and is pending further review.

Asset Impairment

GAAP generally uses a two-step approach to impairment testing: first comparing asset carrying values with undiscounted 

future cash flows to determine whether impairment exists; and then measuring any impairment by comparing asset 

carrying values with fair values. IAS 36 – “Impairment of Assets” uses a one-step approach for both testing for and 

measurement of impairment, with asset carrying values compared directly with the higher of fair value less costs to 

sell and value in use (which uses discounted future cast flows). This may potentially result in more write downs where 

carrying values of assets were previously supported under GAAP on an undiscounted cash flow basis, but could not be 

supported on a discounted cash flow basis. The extent of any write downs may be partially offset by the requirement 

under IAS 36 to reverse any previous impairment losses where circumstances have changed such that the impairments 

have been reduced. GAAP prohibits reversal of impairment losses.

Income Taxes

IAS 12 – “Income Taxes” (IAS 12) prescribes that an entity account for the tax consequences of transactions and other 

events in the same way that it accounts for the transactions and other events themselves. Therefore, where transactions 

and other events are recognized in earnings, the recognition of deferred tax assets or liabilities which arise from those 

transactions should also be recorded in earnings. For transactions that are recognized outside of the statement of 

earnings, either in other comprehensive income or directly in equity, any related tax effects should also be recognized 

outside of the statement of earnings.

The most significant impact of IAS 12 on Inter Pipeline will be derived from accounting policy decisions made under 

other IFRS standards. Therefore, the impact on Inter Pipeline of accounting for the tax consequences of transactions 

and other events under IFRS versus GAAP cannot be fully determined at this time and is pending further review.

Business Combinations

In January 2009, the Canadian Institute of Chartered Accountants (CICA) issued a new accounting standard, section 

1582 “Business Combinations”, which prospectively establishes principles and requirements of the acquisition method 
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for business combinations and related disclosures that will be effective for Inter Pipeline’s 2011 reporting. These 

recommendations are effective for business combinations occurring after January 1, 2011, although early adoption  

is permitted.

Consolidated Financial Statements

In January 2009, the CICA issued a new accounting standard, section 1601 “Consolidated Financial Statements”, which 

establishes standards for the preparation of consolidated financial statements that will be effective for Inter Pipeline’s 

2011 reporting. The adoption of these recommendations is not expected to have a material impact on Inter Pipeline.

2009 

Goodwill and Intangible Assets 

In February 2008, the CICA issued handbook section 3064 – Goodwill and Intangible Assets and amended  

Section 1000 – Financial Statement Concepts to clarify the criteria for the recognition of assets, intangible 

assets and internally developed intangible assets. Items that no longer meet the definition of an asset are 

no longer recognized as assets. Section 3064 establishes standards for the recognition, measurement, 

presentation and disclosure of goodwill and intangible assets. Standards concerning goodwill and research and 

development costs are unchanged from the standards included in the previous Section 3062. The standards are 

applicable on a retrospective basis with restatement to financial statements relating to fiscal years beginning 

on or after October 1, 2008. The adoption of this standard in 2009 had no impact on Inter Pipeline’s consolidated  

financial statements. 

Credit Risk and the Fair Value of Financial Assets and Financial Liabilities

In January 2009, the Emerging Issues Committee (EIC) issued a new abstract EIC-173 Credit Risk and the Fair Value 

of Financial Assets and Financial Liabilities. The EIC concluded that an entity’s own credit risk and the credit risk of 

the counterparty should be taken into account in determining the fair value of financial assets and liabilities, including 

derivative financial instruments. Inter Pipeline had previously incorporated the credit risk of counterparties in fair  

value calculations.

Financial Instrument Disclosures

During 2009, CICA Handbook section 3862 “Financial Instruments – Disclosures” was amended to include enhanced 

disclosures about inputs to fair value measurement, including their classification within a hierarchy that prioritizes the 

inputs to fair value measurement. The three levels of the fair value hierarchy are as follows:

Level 1 –  Unadjusted quoted prices in active markets for identical assets or liabilities;

Level 2 – �Inputs other than quoted prices in active markets that are observable for the asset or liability either directly or 

indirectly; and

Level 3 –	Inputs that are not based on observable market data.

The amendments to HB 3862 also clarify and enhance liquidity risk disclosures for financial and derivative financial 

liabilities and strengthen the relationship between qualitative and quantitative disclosures about liquidity risk. HB 3862 

was adopted by Inter Pipeline in the financial statements for the year ended December 31, 2009. The amendments are 

to be applied prospectively, and comparative information was not required in the first year of adoption.
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Risk Factors
Any of the foregoing risks discussed in the following sections may require Inter Pipeline to invest additional capital 

or could have a material adverse effect on the future business, financial condition and/or results of operations of  

Inter Pipeline and its future ability to make cash distributions to unitholders.

Risks Associated with the Pipelines – the Oil Sands Transportation and Conventional Oil Pipelines 
Businesses

Throughput Risks

Demand Risks

Over the long term, Inter Pipeline’s business will depend, in part, on the level of demand for petroleum in the geographic 

areas in which deliveries are made by the pipelines and the ability and willingness of shippers having access or rights 

to utilize the pipelines to supply such demand. Inter Pipeline cannot predict the impact of future economic conditions, 

fuel conservation measures, alternative fuel requirements, government regulation (including those resulting from the 

ratification of greenhouse gas legislation, including the initiatives discussed below) or technological advances in fuel 

economy and energy generation devices, all of which could reduce the demand for petroleum.

Supply Risks

Future throughput on the pipelines and replacement of petroleum reserves in their service areas are dependent upon the 

success of producers operating in those areas in exploiting their existing reserve bases and exploring for and developing 

additional reserves. Reserve bases necessary to maintain long-term supply cannot be assured and petroleum price 

declines, without compensating reductions in costs of production, may reduce or eliminate the profitability of production 

and the supply of petroleum for the pipelines. While reserve additions and increased recovery rates historically have 

tended to offset natural declines in petroleum production in the areas serviced by the pipelines, reserve additions in 

recent years have not been sufficient to offset natural declines in produced volumes in certain service areas which 

reduces the likelihood that reserve additions and increased recovery rates will offset natural declines in petroleum 

production in the future. Sustained low petroleum prices could lead to a decline in drilling activity and production levels 

or the shutting-in or abandonment of wells. Drilling activity, production levels and shut in or abandonment decisions may 

also be affected by the availability of capital to producers for drilling, allocation by producers of available capital to drill 

for oil as compared to natural gas, current or projected petroleum price volatility, overall supply and demand expectations 

and light crude oil to heavy crude oil price differentials. The pipelines are dependent on producers’ continuing petroleum 

exploration and development activity and on technological improvements leading to increased recovery rates in order to 

offset natural declines in petroleum production in the areas serviced by the pipelines. Absent the continuation of such 

activities and improvements, the volumes of petroleum transported on the pipelines will decline over time as reserves 

are depleted.

The Cold Lake pipeline system and the Corridor pipeline system service the Cold Lake and Athabasca oil sands regions 

of Alberta, respectively. Both areas contain substantial oil sands deposits. Bitumen is produced in the Athabasca region 

using an open-pit mine operation. In addition, in-situ recovery techniques such as cyclical steam stimulation or “CSS” and 

steam-assisted gravity drainage or “SAGD” are utilized in both the Cold Lake and Athabasca regions. These techniques 

require higher levels of capital investment and, as a result, bitumen production in these areas is more sensitive to lower 

producer netback prices than crude oil production in the conventional oil pipeline business segment. Producer netback 

prices are affected by several factors including bitumen prices, natural gas and diluent costs and light crude oil to heavy 

crude oil price differentials. Natural gas is required to either heat water or generate steam in order to extract bitumen 
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from the oil sands deposits. As well, the viscosity of bitumen requires diluent or a light crude oil product to be blended 

with the bitumen to allow it to be transported through the pipeline. High natural gas prices or a shortage of diluent supply 

may increase the overall costs of producing bitumen, which may reduce production and/or delay development of new 

production in the Cold Lake and Athabasca oil sands regions. 

Competition and Contracts

Except in the cases of the Cold Lake pipeline and the Corridor pipeline system, Inter Pipeline’s transportation revenues 

have been and will continue to be derived primarily from contracts or arrangements of 30 days duration or less with 

producers in the geographic areas served by its pipelines. There can be no assurance that such contracts will continue 

to be renewed or, if renewed, will be renewed upon favourable terms to Inter Pipeline. Inter Pipeline’s supply contracts 

with producers in the areas served by the conventional oil pipelines business are based on market-based toll structures 

negotiated from time to time with individual producers, rather than the cost-of-service recovery or fixed rate of return 

structures applicable to certain other pipelines. The conventional oil pipelines business is, and will continue to be, 

subject to market competitive factors.

The pipelines are subject to competition for volumes transported by trucking or by other pipelines near the areas 

serviced by the pipelines. Competing pipelines could be constructed in areas serviced by the pipelines. There can 

be no assurance that competition from trucking and/or other pipelines will not result in a reduction in throughput on  

the pipelines. 

The Cold Lake pipeline system is operated pursuant to long term contracts with shippers who have committed to 

utilizing the Cold Lake pipeline system and who pay for such usage over the term of the contract. The minimum annual 

toll revenues from the Cold Lake pipeline system are derived from the ship-or-pay provisions of the Cold Lake TSA, 

which arrangements continue until the end of 2011. Although volumes that are shipped by the Cold Lake Founders 

from the reserves dedication area while under the Cold Lake TSA are generally committed to the Cold Lake pipeline, 

the Cold Lake Founders may utilize alternative transportation methods after 2011 (if certain minimum volume levels are 

maintained) subject to the Cold Lake LP’s right to match the alternative proposal. Consequently, there is no assurance 

that the level of volumes or revenues received from the Cold Lake Founders following the end of the ship-or-pay period 

will be sustained. 

The Corridor pipeline system is operated pursuant to a long-term ship-or-pay contract with the Corridor shippers, who 

are contractually obligated to utilize the Corridor pipeline system for the transportation of all bitumen and diluent used 

or produced from the Athabasca oil sands project. The initial term of the agreement is 25 years, extending through 2028 

with options for further extensions. However, there is no assurance that the Corridor shippers will be able to perform their 

obligations under the contract with Inter Pipeline, or the level of volumes or revenues received from the Corridor shippers 

following the expiry of the term of the contract will be sustained.

Both Corridor and Cold Lake LP can supplement revenues by marketing excess capacity on the Corridor pipeline 

system and the Cold Lake pipeline, respectively, to third parties, but there can be no assurance that Inter Pipeline will 

be successful in doing so.

Operational Factors

The pipelines are connected to various third party mainline systems such as the Enbridge system, Express pipeline and 

the Trans Mountain pipeline, as well as refineries in the Edmonton area. Operational disruptions or apportionment on 

those third party systems or refineries may prevent the full utilization of the pipelines.
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Rights-of-Way and Access

Successful development of the pipelines through construction of new pipelines or extensions to existing pipelines 

depends in part on securing leases, easements, rights-of-way, permits or licenses from landowners or governmental 

authorities allowing access for such purposes. In general, the process of securing rights-of-way or similar access is 

becoming more complex, particularly in more densely populated and other sensitive areas. The Cold Lake, Corridor 

and Central Alberta pipeline systems operate in the Edmonton area, with the Cold Lake pipeline system also having 

operations in the Hardisty area and within the Cold Lake air weapons range. Although pipelines have been constructed 

in these areas in recent years, these are three of the more difficult areas in which to secure pipeline rights-of-way in the 

Province of Alberta. 

Multi-Jurisdictional Regulation

The pipelines are subject to intra-provincial and multi-jurisdictional regulation, including regulation by the Energy 

Resources Conservation Board in Alberta, and Energy and Resources in Saskatchewan. As a result, Inter Pipeline’s 

operations may be affected by changes directed by such regulatory authorities.

The Bow River, Central Alberta, Cold Lake and Corridor pipeline systems are wholly within the boundaries of the Province 

of Alberta and are primarily subject to regulation under the Pipeline Act (Alberta) and Pipeline Regulation (Alberta), and 

by the Energy Resources Conservation Board. The Mid Saskatchewan pipeline system is wholly within the boundaries 

of the Province of Saskatchewan and is subject to regulation under the Pipelines Act (Saskatchewan) and the Pipelines 

Regulation (Saskatchewan) and by Saskatchewan Energy and Resources. None of the pipelines are subject to regulation 

by the National Energy Board (NEB).

Oil pipelines in Alberta may be subject to rate regulation pursuant to the Public Utilities Act (Alberta). In Saskatchewan, 

oil pipelines may similarly be subject to rate regulation under the Pipe Lines Act (Saskatchewan). 

Legislation in the Province of Alberta exists to ensure that shippers and producers have fair and reasonable opportunities 

to produce, transport, process and market their reserves. Under the Oil and Gas Conservation Act (Alberta), the Energy 

Resources Conservation Board may, on application and with the approval of the Lieutenant Governor in Council, declare 

the proprietor of a pipeline to be a common carrier of oil such that the proprietor must not discriminate among shippers 

and producers who seek access to the pipeline. The common carrier declaration can also provide a provision to set tolls, 

which it determines to be just and reasonable. Transportation service on the pipelines has been made available on an 

open access, non-discriminatory basis and the pipelines’ tolls have not been set or restricted by any regulatory agency. 

Should an application for access or for the setting of tolls be made, it could result in a toll reduction and decreased 

revenue for Inter Pipeline. The Alberta Public Utilities Board (predecessor of the Alberta Utilities Commission and the 

Energy Resources Conservation Board) has determined that the applicable legislation provides it with jurisdiction to 

override transportation contracts. 

Risks Associated with the NGL Extraction Business

Natural Gas Availability and Composition

The volumes of natural gas processed by the NGL extraction business depend on the throughput of the Foothills and 

TransCanada Alberta systems from which the NGL extraction facilities source their natural gas supply. Without reserve 

additions or other new sources of gas supply, throughputs will decline over time as reserves are depleted in the areas 

these pipeline systems service. Natural gas producers in these service areas also may not be successful in exploring 

for and developing additional reserves or commodity prices may not remain at a level that encourages gas producers to 
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explore for and develop additional reserves or to produce existing marginally economic reserves. In addition, the pipeline 

systems that service the NGL extraction business may also face competition from other existing or proposed natural 

gas transmission systems that are not, or will not be, connected to the NGL extraction facilities, resulting in natural gas 

being unavailable for processing. Also, to continue to have the right to reprocess natural gas for the purpose of NGL 

extraction from gas being transported on the natural gas transmission systems, Inter Pipeline will be required to continue 

to negotiate extraction agreements with the various natural gas shippers and there is no assurance that Inter Pipeline will 

be able to renew contracts of the NGL extraction business to extract NGL on economic terms or at all.

The production of NGL from the NGL extraction facilities is largely dependent on the quantity and composition of the 

NGL within the natural gas streams that supply the NGL extraction business. The quantity and composition of NGL may 

vary over time. For instance, the production of coal bed methane, a dry gas source that contains virtually no recoverable 

NGL, is forecasted to increase above the current level. Increased volumes of lean gas on the Foothills and TransCanada 

Alberta systems will reduce the composition of NGL in the gas streams available for processing at the NGL extraction 

facilities. Also, marketable natural gas on the Foothills and TransCanada Alberta systems contains contaminants such 

as carbon dioxide and various sulphur compounds that are concentrated in the NGL products through the extraction 

process. Increased content of these contaminants in the natural gas supply may require incurring additional capital and 

operating costs at the NGL extraction facilities. Other factors, such as an increased level of NGL recovery conducted at 

field processing plants upstream of the NGL extraction facilities, increased intra-Alberta consumption of natural gas or 

processing completed at any new extraction plants constructed upstream of the NGL extraction facilities, or changes in 

the quantity and composition of the natural gas produced from the reservoirs that supply the NGL extraction facilities, 

could have a materially negative effect on NGL production from the NGL extraction business.

Operational Factors

The NGL extraction facilities are connected to various third party trunk line systems, including the TransCanada Alberta 

System, Foothills System, Kerrobert Pipeline, Co-Ed Pipeline and the Alberta Ethane Gathering System. Operational 

disruptions or apportionment on those third party systems and/or disruptions at the other facilities in the Empress area 

may prevent the full utilization of the NGL extraction facilities.

Competition

The NGL extraction facilities are natural gas markets and, as such, are subject to competition for gas supply from all 

natural gas markets served by the TransCanada Alberta System or the Foothills System. The NGL extraction facilities 

are subject to competition from other extraction plants that are in the general vicinity of the NGL extraction facilities 

or that may be constructed “upstream” of the NGL extraction facilities. The NGL extraction facilities are also subject 

to competition from field processing facilities that extract NGL from the natural gas streams before injection into the 

TransCanada Alberta System or the Foothills System. The NGL produced at the NGL extraction facilities or derivatives 

produced at downstream customer facilities must compete with similar products from other facilities on a local, regional 

or continental scale.

To the extent that other gas market participants are willing to pay for gas supply, existing or newly constructed extraction 

or field processing plants are successful in securing natural gas supply currently processed at the NGL extraction 

facilities or are successful in removing significant amounts of NGL from the gas supply “upstream” of the NGL extraction 

facilities or products derived from the production at the NGL extraction facilities cannot be priced competitively,  

Inter Pipeline will be adversely affected.
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Similarly, there is no assurance that new sources of natural gas supply that may be developed in frontier areas such as 

Alaska and the Mackenzie Delta in the Northwest Territories will be transported via the natural gas transmission systems 

straddled by the NGL extraction facilities or that new extraction plants will not be constructed “upstream” of the NGL 

extraction facilities to process that natural gas.

On April 23, 2009, AltaGas Income Trust (AltaGas) resubmitted its application concerning the Harmattan Co-stream 

Project on behalf of Taylor Processing Inc., a wholly owned subsidiary of AltaGas, to the Energy Resources Conservation 

Board. The Harmattan Co-stream Project consists of proposed modifications to the Harmattan facility and the proposed 

construction of a bypass pipeline around the Cochrane plant for the purpose of extracting NGL from up to 490 mmcf/d of 

natural gas on the Foothills and TransCanada Alberta systems directly upstream of the Cochrane plant. This would result 

in a subsequent reduction in volumes available for processing at the Cochrane plant. Should the AltaGas application be 

successful, the Harmattan facility would compete directly with the Cochrane plant for the right to reprocess gas volumes 

on the Foothills and TransCanada Alberta systems.

Commodity Price; Frac-spread

At the Cochrane plant, Inter Pipeline is exposed to frac-spread risk or the relative price differential between the  

propane-plus produced and the natural gas used to replace the heat content removed during extraction of the NGL 

from the natural gas stream. The level of profit obtained from this portion of the NGL extraction business will increase or 

decrease as the difference between the price of the applicable NGL and the price of natural gas varies.

Extraction Premiums

Further influencing the profitability of the NGL extraction business is the cost of natural gas feedstock in excess of the 

market price of natural gas. Extraction premiums are paid to gas suppliers in exchange for the ability to reprocess their 

natural gas for the purpose of NGL extraction. Historically, these premiums have been moderate, but it is possible that 

they could increase, which would adversely affect the NGL extraction business. 

Reliance on Dow Chemical, NOVA Chemicals and BP Canada

Dow Chemical, NOVA Chemicals and BP Canada are the principal customers of the NGL extraction business and 

represent the vast majority of the revenue from the NGL extraction business. BP Canada also operates the Empress II 

plant and the Empress V plant. If, for any reason, these parties were unable to perform their obligations under the various 

agreements with Inter Pipeline, the financial results of the NGL extraction business or the operations of the Empress II 

plant and the Empress V plant could be negatively impacted.

Regulatory Factors 

The Alberta Energy and Utilities Board (EUB) concluded its Inquiry into NGL Extraction Matters (Inquiry) from the common 

natural gas streams transported by the pipeline transmission systems in Alberta. Of significance to Inter Pipeline is the 

review of business and regulatory practices relating to the acquisition of NGL extraction rights from the common stream, 

public interest criteria used to determine the need and timing of NGL processing capacity additions and the potential for 

NGL content dilution of the common stream caused by increases in non-conventional gas production. Currently, straddle 

plants in Alberta are not commercially regulated and all such facilities operate under similar proprietary commercial 

arrangements known as the “NGL Extraction Convention”. Recommendations and conclusions by the EUB on the 

Inquiry were released on February 4, 2009. The EUB recommended that the current extraction convention be replaced 

with a receipt point contracting extraction convention, specifically the NEXT model proposed by Nova Gas Transmission 

Ltd. (NGTL) within three years. This recommendation, if implemented, will require changes to commercial arrangements, 
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and potentially business process changes to Inter Pipeline’s extraction business segment. There is a risk that a change 

in convention, if implemented, could adversely affect the NGL extraction business. At this time, further consultation 

is required with NGTL and other stakeholders before NEXT could be implemented. Subsequent to the conclusion of 

the Inquiry, a jurisdictional application submitted by TransCanada Pipelines Limited (TCPL) was approved by the NEB 

which determined that the TransCanada Alberta system shall be regulated by the NEB. It is not yet known how federal 

jurisdiction for the NGTL system will impact recommendations from the provincial regulator. 

TCPL has submitted a revised rate design for the Foothills and TransCanada Alberta systems to the NEB. Further revisions 

to the new proposed rate design and/or TCPL service offerings could result in additional costs to straddle plants. In 

addition, TCPL has experienced increased costs for service offerings, including tolling impacts, for the TransCanada 

Alberta system and TCPL mainline which could affect TCPL’s competitiveness in relation to other pipelines capable of 

providing transportation service from the Western Canadian Sedimentary Basin. These factors could result in additional 

costs or reduced gas volumes available for reprocessing at Inter Pipeline’s extraction facilities. 

Risks Associated with the Bulk Liquid Storage Business

Demand for Bulk Liquid Storage

Inter Pipeline’s bulk liquid storage business is primarily involved in the storage and handling of liquids for regional 

petroleum refining and petrochemical businesses. The products stored and handled at these storage terminals are 

generally either feedstock for petrochemical plants and refineries or are products produced from those facilities. As a 

result, a sustained slowdown in either the petroleum refining, biofuels or petrochemical sectors serviced by the bulk 

liquid storage business could adversely affect the bulk liquid storage business.

The Immingham storage terminals, Inter Pipeline’s largest European terminals, are highly integrated with two local 

refineries, the ConocoPhillips Humber refinery and the Total Lindsey refinery. The closure of one or both refineries would 

significantly reduce revenue from the bulk liquid storage business.

Post Buncefield Regulation

Following the Buncefield oil terminal incident in December 2005, the UK’s regulatory authorities have been in the process 

of formulating policies which require additional high integrity systems and controls on gasoline tanks and associated 

infrastructure. A report issued in December 2009 by the Process Safety Leadership Group details all of the required 

improvements and also contains a list of other hydrocarbon and petrochemical products that these improvements might 

apply to in future years. The report requires that sites have to conduct a gap analysis during the first half of 2010 and to 

have agreed on an improvement plan with the regulator by the end of September 2010.

The UK’s regulatory authorities issued a Containment Policy on February 20, 2008 which will require substantially 

enhanced tank and bund facilities both for new build tankage and for existing facilities at the Simon Storage terminals 

in the UK. Phase one of the policy applies to storage of fuels and is being implemented. A second phase applies to 

other hazardous substances and may be implemented in 2010. Although the policy states a 10 to 20 year timescale 

for improvements to be effected, the regulatory authorities have since declared a desired timescale for retrospective 

improvements of between two and five years for sites categorized by the Regulator as higher risk. This includes the  

Seal Sands storage terminal. As a consequence, the requirement for sustaining capital expenditures is likely to increase 

in the foreseeable future, although the timing of such increases is presently uncertain. Potential solutions are being 

examined in order to mitigate the increase in sustaining capital expenditure costs and opportunities are being sought to 

recover costs via increased contract pricing. 
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Defined Benefit Pension Plan

A defined benefit pension plan exists for certain employees of the bulk liquid storage business. The plan holds interests 

in various securities and assets including equities, fixed income instruments and real estate. As a result of the recent 

economic climate, the liabilities of the plan exceed the plan’s assets, and additional cash contributions may therefore 

be required by Inter Pipeline.

Competition

The bulk liquid storage business faces competition from other independent bulk liquid terminals which operate in several 

of the regions serviced by Inter Pipeline’s terminals. Certain of the bulk liquid storage business’ customers also have 

the option to store products at their own storage facilities. As a result, customers could elect in the future to make 

alternative arrangements for the storage and handling of their products resulting in a decline in the bulk liquid storage  

business’s revenue.

Land Lease Renewals

Several key storage terminals are located on lands leased from third parties that must be renewed from time to time. 

Failure to renew the leases on terms acceptable to Inter Pipeline could significantly reduce the operations of the bulk 

liquid storage business.

Risks Common to the Oil Sands Transportation, NGL Extraction, Conventional Oil Pipelines and 
Bulk Storage Businesses

Federal Government Tax Fairness Plan

On October 31, 2006, the Government of Canada announced the “Tax Fairness Plan” which, upon implementation, 

would negatively impact most flow-through entities in Canada, including Inter Pipeline. The related tax rules received 

royal assent and became law on June 22, 2007. The implementation of the “Tax Fairness Plan” will result in Inter 

Pipeline becoming taxable in 2011 at an effective income tax rate of 26.5% applied against taxable income, resulting 

in cash available for distribution being reduced by an amount approximating the new income tax payable. The impact 

on cash distributions will not be known until the time the relationship between cash available for distribution and actual 

Distributable Cash paid is known. The Government of Canada has also proposed a limit on the growth of flow-through 

entities tied to the market capitalization of such entities. The proposal provides that a flow-through entity can only 

issue new equity in an amount equivalent to the market value of such entity’s equity on October 31, 2006. Therefore, 

Inter Pipeline has $1,559 million of new equity available to grow its business in 2010. Inter Pipeline continues to assess 

alternatives in order to remain competitive in light of these proposed amendments to the tax legislation. 

New Alberta Royalty Regime

On January 1, 2009, the Government of Alberta modified the manner in which royalties are charged on oil and gas 

producing properties in Alberta. In addition to this, and in response to the drop in oil prices experienced during the 

second half of 2008, the Government of Alberta announced on November 19, 2008, the introduction of a five year 

program of transitional royalty rates with the intent of promoting new drilling. The royalty regime does not directly impact 

Inter Pipeline as it has no producing properties. However, it may indirectly impact Inter Pipeline’s results should the 

producers and shippers operating in areas serviced by Inter Pipeline decide to take actions, such as reduced capital 

programs or curtailment of volumes shipped, as a result of the revised royalty regime. This potential impact is tempered 

substantially by the cost-of-service contracts that are in place in Inter Pipeline’s oil sands transportation business 

segment; however, Inter Pipeline cannot provide any assurance that the royalty regime will be modified in future or other 
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transitional programs introduced. Subsequent to the implementation of the royalty regime, the Government of Alberta 

announced that it would conduct an Investment Competitiveness Study (Study). The Study, scheduled to be released 

in early 2010, is to include an assessment of the regulatory framework to identify potential impacts on investment 

competitiveness such as impacts on costs and resource recovery and to identify key enablers and barriers for future 

natural gas and conventional oil development in Alberta. The results of the Study could result in additional changes 

to the royalty regime or other programs or provincial regulations. Such changes may directly or indirectly impact Inter 

Pipeline in a materially different manner and/or in a manner that is more adverse to Inter Pipeline than the current royalty 

regime and regulatory framework.

Operational Factors

Inter Pipeline’s operations are subject to the customary hazards of the petroleum transportation, storage, marketing and 

processing business. Inter Pipeline’s operations could be interrupted by failures of pipeline, pumps, information systems 

or processes, and equipment, failure to maintain an adequate inventory of supplies or spare parts, operator error, 

labour disputes, disputes with owners of interconnected facilities and carriers, and catastrophic events such as natural 

disasters, fires, explosions, chemical releases, fractures, or other events beyond the General Partner’s control, including 

acts of terrorists, eco-terrorists and saboteurs, and other third party damage to Inter Pipeline’s assets. Operational errors 

could cause a process safety incident that additionally results in reputational damage to the business. The occurrence 

or continuance of any of these events could increase the cost of operating facilities and/or reduce their processing, 

throughput or storage capacity. A casualty occurrence might result in the loss of equipment or life, as well as injury 

and property damage. Inter Pipeline carries insurance with respect to some, but not all, casualty occurrences and 

disruptions. However, such coverage may not be sufficient to compensate for all casualty occurrences. 

Insurance of Inter Pipeline’s operations is susceptible to appetite for risk within the insurance market and either general 

market conditions or a poor claims record could result in significantly increased premiums or it becoming impossible to 

obtain cover for certain risks. 

Inter Pipeline has extensive integrity management programs in all of its business segments. While Inter Pipeline believes 

its programs are consistent with industry practice, increasingly strict operational regulations or new data on the condition 

of Inter Pipeline’s assets could result in repair or upgrading activities that are more extensive and costly than in the past. 

Such developments could contribute to higher operating costs for Inter Pipeline or the termination of operations on the 

affected portion of Inter Pipeline’s assets.

A significant operating cost for Inter Pipeline is electrical power. Deregulation of the Alberta electrical power market has 

contributed to increased volatility in electrical power prices. Factors such as a shortage of electrical power supply or 

high natural gas prices could contribute to higher electrical power prices, which may result in higher operating costs for 

Inter Pipeline.

Regulatory Intervention and Changes in Legislation

Although fees charged to customers of the pipelines and the NGL extraction business have not been set or restricted by 

any regulatory agency, an application to the Alberta or Saskatchewan regulators for the setting of fees could result in a 

reduction of fees and revenue for Inter Pipeline.

Income tax laws relating to the oil and natural gas industry or Inter Pipeline, environmental and applicable operating 

legislation, and legislation and regulatory framework governing the oil and natural gas industry, including rights to NGL 

and their extraction, may be changed in a manner which adversely affects Inter Pipeline.
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Abandonment Costs

Inter Pipeline is responsible for compliance with all laws, regulations and relevant agreements regarding the abandonment 

of assets at the end of their economic lives and costs which may be substantial. Assets include pipelines (including, 

indirectly, its proportionate share of costs relating to the Cold Lake LP), assets in the bulk liquid storage business and 

NGL extraction facilities. Abandonment costs are a function of regulatory requirements at the time of abandonment, 

the characteristics (such as diameter, length and location) of the pipeline or the size and complexity of the extraction or 

storage facility.

Abandonment requirements can vary considerably. For example, in the context of the pipelines, requirements can range 

from simply emptying the pipeline and capping all open ends, to the removal of the pipeline and reclamation of the related 

right-of-way. With respect to pipelines, the costs of abandonment have been limited primarily to the costs associated 

with the removal of petroleum from the lines, the removal of any associated surface facilities and surface reclamation 

of the disturbed site. However, future requirements are expected to be more stringent and may include requirements to 

verify the reclamation of the entire pipeline right-of-way, in addition to the locations of former surface facilities. 

Abandonment and reclamation costs for the NGL extraction facilities are regulated by the Energy Resources Conservation 

Board pursuant to Directive 001 and Directive 024. The NGL extraction facilities are included in the Energy Resources 

Conservation Board’s Large Facilities Liability and Reclamation regulations and have defined reclamation requirements 

and financial tests to ensure that end of life costs can be funded. However, future requirements may be more stringent.

The General Partner may, in the future, determine it prudent to establish and fund one or more reclamation trusts to 

address anticipated abandonment costs. The payment of the costs of abandonment of the pipelines, the NGL extraction 

facilities or the assets of the bulk liquid storage business, or the establishment of reserves for that purpose, would 

reduce Distributable Cash, and the timing of additions to, and distributions from, such reserves or trusts may result in 

the realization of taxable income by unitholders in a year prior to that in which funds resulting therefrom are distributed. 

See The Partnership Agreement – Cash Reserves in the 2009 Annual Information Form.

Environmental Costs and Liabilities

Inter Pipeline’s operations are subject to the laws and regulations of the European Union, Germany, Ireland, the UK and 

Canada, Alberta and Saskatchewan relating to environmental protection and operational safety. Operation of certain 

of the pipelines, bulk liquid storage business assets and NGL extraction facilities has spanned several decades. While 

the remediation of releases or contamination during such period may have met then-current environmental standards, 

such remediation may not meet current or future environmental standards and historical contamination may exist for 

which Inter Pipeline may be liable. Inter Pipeline has completed internal environmental reviews that have selectively 

attempted to identify locations of historical contamination and several locations have been remediated. As these reviews 

have not included all assets, all locations of historical contamination may not be identified. The remaining identified, 

but unremediated sites will be addressed in a prioritized manner, utilizing industry practices, with some locations being 

subject to multi-year restoration plans. 

It is possible that other developments, such as increasingly strict environmental and safety laws, regulations and 

enforcement policies thereunder, and claims for damages to property or persons resulting from Inter Pipeline’s operations 

and previously undetected locations of historical contamination, could result in substantial costs and liabilities for  

Inter Pipeline. If, at any time, regulatory authorities deem any one of the NGL extraction facilities, oil sands transportation, 

conventional oil pipelines or bulk liquid storage business assets unsafe, they may order it shut down. Inter Pipeline could 

be adversely affected if it was not able to recover such resulting costs through insurance or another means.
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While Inter Pipeline maintains insurance in respect of damage caused by seepage or pollution in amounts it considers 

prudent and in accordance with industry standards, certain provisions of such insurance may limit the availability thereof 

in respect of certain occurrences unless they are both sudden and unexpected, and discovered and reported within fixed 

time periods. If Inter Pipeline is unaware of a problem or is unable to locate the problem within the relevant time period, 

insurance coverage may not be available. 

Greenhouse Gas Regulations

In 1994, the United Nations’ Framework Convention on Climate Change came into force, which three years later led to the 

Kyoto Protocol. The Kyoto Protocol requires nations to reduce their emissions of carbon dioxide and other greenhouse 

gases (GHG). The Government of Canada, among other nations, ratified and signed the Kyoto Protocol. Despite this, 

the Government of Canada has indicated that the Kyoto Protocol targets are unachievable by Canada, but that the 

environmental impact of GHG emissions will nevertheless be regulated. The Copenhagen Summit on Climate Change 

(COP) in 2009 resulted in the Copenhagen Accord, which expresses the intention for global and national emissions to 

decline as soon as possible. Under the Copenhagen Accord, Canada has announced a commitment to reduce GHG 

emissions by 17% of the base year 2005 by 2020. The federal regulations required to achieve this commitment are not 

known at this time. 

The Alberta government has introduced regulations to reduce GHG emissions intensity1. A provincial regulation entitled 

Specified Gas Emitters became effective as of July 2007. The federal government has not yet issued its related regulation. 

These two levels of government have indicated that they intend to harmonize their plans so that, when federal regulations 

are enforced, the Alberta regulations will either cede to or mirror the proposed federal regulations.

The Alberta government’s Specified Gas Emitters regulation subjects large GHG emitters (meaning, facilities having 

direct emissions in excess of 100 kilotonnes per annum in 2003 or any subsequent year) to reduce GHG emissions 

intensity by 12% or to pay a penalty of $15 per tonne. The base period against which emissions reductions are measured 

is 2003 to 2005 pursuant to the Alberta regulation. 

The federal program is currently under review and it is anticipated to be more stringent in both reduction levels and 

costs of compliance. In addition the federal government has announced that the Canadian GHG emission reduction 

regulations will attempt to harmonize with new requirements in the United States. 

The Cochrane plant is the only asset of Inter Pipeline that is subject to provincial GHG regulations.

The proposed federal regulations also suggest that other air pollutant emissions will be regulated by the year 2015. 

At this time, sufficient detail necessary to evaluate Inter Pipeline’s potential related compliance cost in this regard  

is unavailable. 

The adoption of legislation or other regulatory initiatives designed to reduce GHG and air pollutants from oil and gas 

producers, refiners and petrochemical producers and electric generators in the geographic areas served by the pipelines, 

NGL extraction facilities and bulk liquid storage business could result in, among other things, increased operating and 

capital expenditures for those operators. This may make certain production of petroleum and gas by those producers 

uneconomic, resulting in reduced or delayed production, or reduced scope in planned new development or expansion 

projects. The operation of certain refineries and petrochemical plants may also become uneconomic. In addition, the 

adoption of new regulations concerning climate change and the reduction of GHG emissions and other air pollutants or 

other related federal or provincial legislation, including the Specified Gas Emitters regulation, may also result in higher 

operating and capital costs for the pipelines and NGL extraction facilities. 

(1)� �“Emissions intensity” measures the ratio of GHG emissions to production. Use of “intensity” in GHG regulations allows emitters whose 
throughput is growing to increase net emissions without penalty; and ensures that emitters with declining throughput must reduce emissions 
at rates that exceed the throughput decline rate.
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Dependence on Key Personnel

The success of Inter Pipeline will be largely dependent on the skills and expertise of key personnel to manage Inter 

Pipeline’s business. The continued success of Inter Pipeline will be dependent upon its ability to hire and retain such 

personnel. Inter Pipeline does not have any “key man” insurance, other than for two executive directors of the bulk liquid 

storage business resident in the UK.

International Operations

A portion of Inter Pipeline’s operations are conducted in the UK, Germany, and Ireland. Operations outside of Canada are 

subject to various risks, including: currency exchange rate fluctuations; foreign economic conditions; credit conditions; 

trade barriers; exchange controls; national and regional labour strikes; political risks and risks of increases in duties; 

taxes and changes in tax laws; and changes in laws and policies governing operations of foreign-based companies. 

Possible Failure to Realize Anticipated Benefits of Acquisitions 

Inter Pipeline has completed a number of acquisitions, including the acquisition of the Corridor pipeline system in 2007, 

and, as part of its business plan, anticipates making additional acquisitions in the future. Achieving the benefits of 

completed and future acquisitions depends in part on successfully consolidating functions and integrating operations, 

procedures and personnel in a timely and efficient manner, as well as Inter Pipeline’s ability to realize the anticipated 

growth opportunities and synergies from combining the acquired businesses and operations with those of Inter Pipeline. 

The integration of acquired businesses requires the dedication of substantial management effort, time and resources, 

which may divert management’s focus, and resources from other strategic opportunities and from operational matters. 

The integration process may also result in the loss of key employees and the disruption of ongoing business, customer 

and employee relationships that may adversely affect Inter Pipeline’s ability to achieve the anticipated benefits of past and 

future acquisitions. Acquisitions may expose Inter Pipeline to additional risks, including entry into markets or businesses 

in which Inter Pipeline has little or no direct prior experience, increased credit risks through the assumption of additional 

debt, costs and contingent liabilities and exposure to liabilities of the acquired business or assets. 

Capital Maintenance Levels

Inter Pipeline maintains and periodically replaces portions of its assets to sustain facility performance, provide a high 

level of asset integrity and ensure reliable operations. The funds associated with these efforts may be in the form of 

sustaining capital or maintenance expenses. Maintenance expenses are a subset of “operating expenses” and are not 

reported separately.

Inter Pipeline typically maintains its assets at reasonable levels of sustaining capital and maintenance expenditures. 

However, both sustaining capital and maintenance expenditures may vary considerably from current and forecast 

amounts as a result of a number of factors, including high equipment failure rates, more stringent government regulations 

and any additional efforts deemed necessary by Inter Pipeline to improve the reliability of its assets. An increase in 

capital and/or maintenance expenditures could result in significant additional costs to Inter Pipeline.

Possible Downgrade of Investment Grade Credit Rating

Inter Pipeline’s long-term corporate credit rating is currently confirmed by S&P and DBRS to be investment grade BBB. 

Corridor’s series A and B debentures have been assigned an investment grade long term corporate credit rating of  

A (low), A3 and A- by DBRS, Moody’s and S&P, respectively. Should these ratings fall below investment grade then  

Inter Pipeline or Corridor may have to provide security, pay additional interest or pay in advance for goods  

and services.
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Litigation 

Inter Pipeline is not a party to any material litigation. However, there can be no assurance that, if any legitimate cause 

of action arose which was successfully prosecuted against Inter Pipeline that Inter Pipeline’s operations or results of 

operations would not be adversely affected.

Risks Inherent in the Nature of the Inter Pipeline Partnership

Fluctuating Distributions; Cash Distributions Are Not Guaranteed

Distributions of Distributable Cash by Inter Pipeline will fluctuate and the amount thereof is not guaranteed. The 

actual amount of cash distributions to Class A unitholders will depend upon numerous factors, including operating 

cash flow, cash reserves established by the General Partner, general and administrative costs, capital expenditures, 

dispositions, principal repayments and debt service costs. The General Partner has broad discretion in, among other 

things, establishing, maintaining and decreasing cash reserves, and its decisions regarding reserves and other matters 

could have a significant impact on the amount of Distributable Cash. The amount of cash distributed may be less than 

or greater than the amount of income allocated to limited partners for tax purposes. 

Nature of the Class A Units

Securities such as Class A units are often associated with investments that provide for returns arising from the flow 

through of income tax deductions associated with partnership activities and a distribution of distributable cash. Inter 

Pipeline is not expected to allocate any tax deductions.

The Class A units do not have a guaranteed rate of return and represent a fractional interest in Inter Pipeline. The prices 

at which the Class A units will trade cannot be predicted. The annual yield on the Class A units as compared to annual 

yield on other financial instruments may also influence the price of Class A units in the public trading markets. 

One of the factors that may influence the market price of the Class A units is the level of prevailing interest rates relative 

to the yield achieved by Class A unitholders based on annual distributions on the Class A units. Accordingly, an increase 

in market interest rates may lead purchasers of Class A units to expect a higher effective yield, which could adversely 

affect the market price of the Class A units. In addition, the market price for the Class A units may be affected by 

changes in general market or economic conditions, legislative changes, fluctuations in the markets for equity securities, 

interest rates and numerous other factors beyond the control of Inter Pipeline.

Responsibility of the General Partner

The General Partner must exercise good faith and integrity in administering the assets and affairs of Inter Pipeline. 

However, the Partnership Agreement contains various provisions that have the effect of restricting the fiduciary duties 

that might otherwise be owed by the General Partner to Inter Pipeline and the limited partners, and waiving or consenting 

to conduct by the General Partner that might otherwise raise issues as to compliance with fiduciary duties. Unlike the 

strict duty of a trustee who must act solely in the best interests of his beneficiary, the Partnership Agreement permits 

the General Partner to consider the interests of all parties to a conflict of interest, including the interests of the General 

Partner and of PAC as the sole shareholder of the General Partner. The Partnership Agreement also provides that, 

in certain circumstances, the General Partner will act in its sole discretion, in good faith or pursuant to some other  

specified standard.
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Conflicts of Interest

Certain conflicts of interest could arise as a result of the General Partner’s relationship with PAC and its affiliates, on 

the one hand, and Inter Pipeline on the other. Such conflicts may include, among others, the following situations: (i) the 

General Partner’s determination of the amount and timing of any capital expenditures, borrowings and reserves; (ii) the 

issuance of additional Class A units; (iii) payments to affiliates of the General Partner for any services rendered to or on 

behalf of Inter Pipeline; (iv) agreements and transactions with affiliates of the General Partner as producers and shippers 

utilizing the pipelines; (v) the General Partner’s determination of which direct and indirect costs are reimbursable by  

Inter Pipeline; (vi) the enforcement by the General Partner of obligations owed by the General Partner or its affiliates to 

Inter Pipeline; and (vii) the decision to retain separate counsel, accountants or others to perform services for or on behalf 

of Inter Pipeline.

Such conflicts of interest may also arise in the conduct of business by affiliates of the General Partner, either currently or 

in the future, which may be in competition with the business conducted by Inter Pipeline. The General Partner’s affiliates 

are not restricted by the Partnership Agreement from pursuing their own business interests. 

Inherent Tax Liability

The assets held directly or indirectly by Inter Pipeline generally have a cost base for applicable income tax purposes 

that is significantly below the estimated fair market value of such assets and may be significantly below the fair market 

value of such assets at the time of any disposition thereof in the future. As a result, any disposition of such assets by  

Inter Pipeline, or a partnership in which Inter Pipeline is itself a partner, may, depending on the particular circumstances 

of the disposition and the particular circumstances of Inter Pipeline at the time of such disposition, result in the recapture 

of previously deducted capital cost allowance and the realization of capital gains by Inter Pipeline which amounts 

would be allocated among the Partners for tax purposes. Income or loss for tax purposes, which includes recapture, is 

allocated to Partners based on the proportion of cash distributions received by the Partner in the fiscal year. 

Capital Resources

Future expansions of the pipelines, the NGL extraction facilities and other capital expenditures will be financed out of 

cash generated from operating activities, sales of additional Class A units and borrowings. There can be no assurance 

that sufficient capital will be available on acceptable terms to Inter Pipeline to fund expansion or other required  

capital expenditures.

Inter Pipeline’s ability to refinance its indebtedness under its credit facilities and the General Partner loan will depend 

upon its future operating performance and cash flow, which are subject to prevailing economic and credit conditions, 

prevailing interest rate levels and financial, competitive, business and other factors, many of which are beyond its 

control. In addition, there can be no assurance that future borrowings or equity financing will be available to Inter Pipeline 

or available on acceptable terms, in an amount sufficient to fund Inter Pipeline’s needs. 

Leverage

Borrowings made by the General Partner on behalf of Inter Pipeline introduce leverage into Inter Pipeline’s business 

which increases the level of financial risk in the operations of Inter Pipeline and, to the extent interest rates are not fixed, 

increases the sensitivity of distributions by Inter Pipeline to interest rate variations.
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Debt Restrictive Covenants

The credit facilities described in the LIQUIDITY AND CAPITAL RESOURCES section and the General Partner loan 

contain numerous restrictive covenants that limit the discretion of Inter Pipeline’s management with respect to certain 

business matters. These covenants place restrictions on, among other things, the ability of Inter Pipeline to create 

liens or other encumbrances, to pay distributions or make certain other payments, loans and guarantees, and to sell or 

otherwise dispose of assets and merge or consolidate with another entity. In addition, the credit facilities and General 

Partner loan contain financial covenants that require Inter Pipeline to meet certain financial ratios and financial condition 

tests. A failure to comply with the obligations under these agreements could result in a default which, if not cured or 

waived, could result in a reduction or termination of distributions by Inter Pipeline and permit acceleration of the relevant 

indebtedness. In addition, in some circumstances, it may become necessary to restrict or terminate distributions by  

Inter Pipeline in order to avoid a default of such obligations.

Issues of Additional Class A Units; Dilution

Inter Pipeline may issue additional Class A units in the future to finance certain of Inter Pipeline’s capital expenditures, 

including acquisitions. The Partnership Agreement permits Inter Pipeline to issue an unlimited number of additional 

Class A units without the need for approval from Class A unitholders. The Class A unitholders, other than the General 

Partner and its affiliates, have no pre-emptive rights in connection with such additional issues. The General Partner has 

discretion in connection with the price and the terms of issue of additional Class A units. Any issuance of Class A units 

may have a dilutive effect to existing unitholders.

Limited Voting Rights, Management and Control; Difficulty in Removing General Partner

Class A unitholders generally do not have voting rights in relation to matters involving Inter Pipeline or the General 

Partner, including with respect to the election of directors of the General Partner. The General Partner manages and 

controls the activities of Inter Pipeline. Class A unitholders have no right to elect the General Partner on an annual 

or other ongoing basis and, except in limited circumstances, the General Partner may not be removed by the limited 

partners. Directors of the General Partner are elected by PAC, the sole shareholder of the General Partner, which is a 

corporation controlled by John F. Driscoll.

Limited Liability

A limited partner may lose the protection of limited liability if such limited partner takes part in the control of the business 

of Inter Pipeline or does not comply with legislation governing limited partnerships in force in provinces where the  

Class A units are offered for sale or where Inter Pipeline carries on business.

General Partner Indemnity

While the General Partner has agreed to indemnify the limited partners in circumstances described in the Partnership 

Agreement, the General Partner may not have sufficient assets to honour such indemnification.
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Non-GAAP Financial Measures
Certain financial measures referred to in this MD&A, namely “adjusted working capital deficiency”, “cash available for 

distribution”, “EBITDA”, “enterprise value”, “funds from operations”, “funds from operations per unit”, “payout ratio 

after sustaining capital”, “payout ratio before sustaining capital”, “growth capital expenditures”, “sustaining capital 

expenditures”, “total debt to total capitalization” and “total recourse debt to capitalization” are not measures recognized 

by GAAP. These non-GAAP financial measures do not have standardized meanings prescribed by GAAP and therefore 

may not be comparable to similar measures presented by other entities. Investors are cautioned that these non-GAAP 

financial measures should not be construed as alternatives to other measures of financial performance calculated in 

accordance with GAAP.

The following non-GAAP financial measures are provided to assist investors with their evaluation of Inter Pipeline, 

including their assessment of its ability to generate cash and fund monthly distributions. Management considers these 

non-GAAP financial measures to be important indicators in assessing its performance.

Adjusted working capital deficiency is calculated by subtracting current liabilities from current assets including 

cash and excluding the fair value of derivative financial instruments, short-term borrowings and current portion of  

long-term debt.

	 December 31
(millions)	 2009	  2008

Current assets
  Cash and cash equivalents	  $	 18.2 	  $	 13.6
  Accounts receivable	  122.1 	  124.1
 P repaid expenses and other deposits	  17.9 	  10.7
Current liabilities
  Cash distributions payable	  (19.1)	  (15.6)
  Accounts payable and accrued liabilities	  (136.9)	  (200.9)
  Deferred revenue	 (12.3)	  (6.2)

Adjusted working capital deficiency	  $	 (10.1)	  $	 (74.3)

Cash available for distribution includes cash provided by operating activities less net changes in non-cash working 

capital and sustaining capital expenditures. This measure is used by the investment community to calculate the 

annualized yield of the units. 
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EBITDA and funds from operations are reconciled from the components of net income as noted below. Funds from 

operations are expressed before changes in non-cash working capital. Funds from operations per unit are calculated 

on a weighted average basis using basic units outstanding during the period. These measures, together with other 

measures, are used by the investment community to assess the source and sustainability of cash distributions.

			T  hree Months Ended		  Years Ended
		  December 31		  December 31

(millions)	 2009	 2008	 2009	 2008

Net income	 $	 23.1 	 $	 102.5 	 $	 157.7 	 $	 249.7 
  Depreciation and amortization	  28.7 	  23.3 	  102.2 	  92.1 
  (Gain) loss on disposal of assets	 0.1 	  (0.6)	  (17.8)	  0.9 
 N on-cash expenses	  0.9 	  (1.9)	  3.6 	  (0.9)
  Unrealized change in fair value 
    of derivative financial instruments	  24.7 	  (54.9)	  65.2 	  (74.4)
  Future income tax expense	  0.7 	  (16.3)	  (16.7)	  13.1 

Funds from operations	  78.2 	  52.1 	  294.2 	  280.5 
  Financing charges	  8.5 	  13.7 	  36.9 	  60.2 
  Divestiture fee to General Partner	  –   	  –   	  0.1 	  –
  Current income tax expense	  (0.1)	  0.3 	  0.6 	  2.7 

EBITDA	 $	 86.6 	 $	 66.1 	 $	 331.8 	 $	 343.4

Enterprise value is calculated by multiplying the period-end closing unit price by the total number of units outstanding 

and adding total debt (excluding discounts and debt transaction costs). This measure, in combination with other 

measures, is used by the investment community to assess the overall market value of the business. Enterprise value is 

calculated as follows:

	 December 31
(millions, except per unit amounts)	 2009	  2008

Closing unit price	 $	 10.81 	 $	 7.05 
Total closing number of Class A and B units outstanding	 	 254.6 	  	 223.1 

Market capitalization	  	 2,752.7 	 	  1,572.6 
Total debt	 	  2,619.7 	 	  2,349.2 

Enterprise value	 $	 5,372.4 	 $	 3,921.8

Growth capital expenditures are generally defined as expenditures which incrementally increase cash flow or earnings 

potential of assets, expand the capacity of current operations or significantly extend the life of existing assets. This 

measure is used by the investment community to assess the extent of discretionary capital spending.

Sustaining capital expenditures are generally defined as expenditures which support and/or maintain the current 

capacity, cash flow or earnings potential of existing assets without the associated benefits characteristic of growth 

capital expenditures. This measure is used by the investment community to assess the extent of non-discretionary 

capital spending.
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	T hree Months Ended December 31

			   2009	 2008

(millions)	 Growth	 Sustaining	T otal	T otal

Oil sands transportation	  $	 21.5 	  $	 0.2 	  $	 21.7 	  $	 81.1 
NGL extraction	 0.3	 2.4	 2.7	 6.7
Conventional oil pipelines	 21.8	 1.4	 23.2	 3.1
Bulk liquid storage	 9.9	 3.4	 13.3	 15.3

	  $	 53.5 	  $	 7.4 	  $	 60.9 	  $	 106.2 

	 Years Ended December 31

			   2009	 2008

(millions)	 Growth	 Sustaining	T otal	T otal

Oil sands transportation	  $	 476.4 	  $	 0.8 	  $	 477.2 	  $	 550.8 
NGL extraction	 8.8	 5.1	 13.9	 15.0
Conventional oil pipelines	 53.3	 5.2	 58.5	 8.3
Bulk liquid storage	 34.9	 6.9	 41.8	 41.0

	  $	 573.4 	  $	 18.0 	  $	 591.4 	  $	 615.1 

Payout ratio after sustaining capital is calculated by expressing cash distributions declared for the period as a 

percentage of cash available for distribution after deducting sustaining capital expenditures for the period. This measure, 

in combination with other measures, is used by the investment community to assess the sustainability of the current 

cash distributions. 

Payout ratio before sustaining capital is calculated by expressing cash distributions paid for the period as a percentage 

of cash available for distribution before deducting sustaining capital. This measure, in combination with other measures, 

is used by the investment community to assess the sustainability of the current cash distributions. 

Total debt to total capitalization is calculated by dividing the sum of total debt, including short term borrowings and 

demand facilities and excluding discounts and debt transaction costs, by total capitalization. Total capitalization includes 

the sum of total debt (as above) and partners’ equity. Similarly, total recourse debt to capitalization is calculated by 

dividing the sum of debt facilities outstanding with recourse to Inter Pipeline (excluding discounts and debt transaction 

costs) by total capitalization excluding outstanding debt facilities with no recourse to Inter Pipeline. These measures, in 

combination with other measures, are used by the investment community to assess the financial strength of the entity.

Eligible Investors
Only persons who are residents of Canada, or if partnerships, are Canadian partnerships, in each case for purpose of 

the Income Tax Act (Canada) are entitled to purchase and own Class A units of Inter Pipeline.

Additional Information
Additional information relating to Inter Pipeline, including Inter Pipeline’s Annual Information Form, is available on 

SEDAR at www.sedar.com. Inter Pipeline’s Statement of Corporate Governance is included in Inter Pipeline’s Annual  

Information Form.

The MD&A has been reviewed and approved by the Audit Committee and the Board of Directors of the General Partner. 

Dated at Calgary, Alberta this 18th day of February, 2010.
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Management’s Responsibility for
Financial Reporting

The management of Pipeline Management Inc. (the “General Partner”), the General Partner of Inter Pipeline Fund (“Inter 

Pipeline”), is responsible for the presentation and preparation of the accompanying consolidated financial statements 

of Inter Pipeline.

The consolidated financial statements have been prepared by the General Partner in accordance with Canadian generally 

accepted accounting principles and, where necessary, include amounts based on the best estimates and judgments of 

the management of the General Partner.

The management of the General Partner recognizes the importance of Inter Pipeline maintaining the highest possible 

standards in the preparation and dissemination of statements presenting its financial condition. If alternative accounting 

methods exist, management has chosen those policies it deems the most appropriate in the circumstances. In discharging 

its responsibilities for the integrity and reliability of the financial statements, management of the General Partner has 

developed and maintains a system of accounting and reporting supported by internal controls designed to ensure that 

transactions are properly authorized and recorded, assets are safeguarded against unauthorized use or disposition, and 

liabilities are recognized. 

In accordance with the Partnership Agreement, Ernst & Young LLP, an independent firm of chartered accountants, 

was appointed by the General Partner to audit Inter Pipeline’s financial statements and provide an independent audit 

opinion. To provide their opinion on the accompanying consolidated financial statements, Ernst & Young LLP review Inter 

Pipeline’s system of internal controls and conduct their work to the extent they consider appropriate. 

The Audit Committee, comprised entirely of independent directors, is appointed by the Board of Directors of the General 

Partner. The Audit Committee meets quarterly to review Inter Pipeline’s interim consolidated financial statements and 

Management’s Discussion and Analysis and recommends their approval to the Board of Directors. As well, the Audit 

Committee meets annually to review Inter Pipeline’s annual consolidated financial statements and Management’s 

Discussion and Analysis and recommends their approval to the Board of Directors. The Board of Directors of the 

General Partner approves Inter Pipeline’s interim and annual consolidated financial statements and the accompanying 

Management’s Discussion and Analysis. 

Pipeline Management Inc., as General Partner of Inter Pipeline Fund

(signed) “David W. Fesyk”	 (signed) “William A. van Yzerloo”

David W. Fesyk	 William A. van Yzerloo
President and Chief Executive Officer	 Chief Financial Officer

February 16, 2010 
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Auditors’ Report

To the Partners of Inter Pipeline Fund

We have audited the consolidated balance sheets of Inter Pipeline Fund (the “Partnership”) as at December 31, 2009 

and 2008 and the consolidated statements of partner’s equity, accumulated other comprehensive loss, net income, 

comprehensive income and cash flows for the years then ended. These financial statements are the responsibility of 

management of Pipeline Management Inc. on behalf of the Partnership. Our responsibility is to express an opinion on 

these financial statements based on our audits.

We conducted our audit in accordance with Canadian generally accepted auditing standards. Those standards require 

that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of material 

misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the 

financial statements. An audit also includes assessing the accounting principles used and significant estimates made by 

management, as well as evaluating the overall financial statement presentation.

In our opinion, these financial statements present fairly, in all material respects, the financial position of the Partnership 

as at December 31, 2009 and 2008 and the results of its operations and its cash flows for the years then ended in 

accordance with Canadian generally accepted accounting principles.

(Signed) “Ernst & Young LLP”

Ernst & Young LLP

Chartered Accountants
Calgary, Alberta

February 16, 2010 
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Consolidated Balance Sheets
	 As at	 As at
	 December 31	 December 31
(thousands of dollars)	 2009	 2008

ASSETS

Current Assets	 	 	
  Cash and cash equivalents (note 22)	  $	 18,208 	  $	 13,566 
  Accounts receivable 	 	  122,122 	 	  124,131 
  Fair value of derivative financial instruments (note 20a)	 	  3,738 	 	  82,940 
 P repaid expenses and other deposits	 	  17,927 	 	  10,728 

Total Current Assets	 	  161,995 	 	  231,365 

Fair value of derivative financial instruments (note 20a)	 	  9,239 	 	  39,160 
Intangible assets (note 4)	 	  319,603 	 	  341,687 
Property, plant and equipment (note 5)	 	  3,765,930 	 	  3,292,873 
Goodwill (note 6)	 	  215,947 	 	  220,582 

Total Assets	  $	 4,472,714 	  $	 4,125,667 

liabilities and partners’ equity	 	 	

Current Liabilities	
  Short-term borrowings (note 8)	  $	 –  	  $	 7,896 
  Cash distributions payable (note 7)	 	  19,098 	 	  15,614 
  Accounts payable and accrued liabilities (note 17)	 	  136,909 	 	  200,904 
  Fair value of derivative financial instruments (note 20a)	 	  16,655 		   38,818 
  Deferred revenue 	 	  12,351 	 	  6,219 
  Current portion of long-term debt (note 8)	 	  123,600 		   –   

Total Current Liabilities	 	  308,613 	 	  269,451 
	 	 	
Long-term debt (note 8)	 	  2,487,315 	 	  2,329,799 
Long-term payable	 	  9,212 	 	  18,159 
Fair value of derivative financial instruments (note 20a)	 	  4,081 		   12,912 
Asset retirement obligation (note 9)	 	  5,036 	 	  6,336 
Environmental liabilities (note 10)	 	  12,299 	 	  12,721 
Pension liabilities (note 11)	 	  1,934 	 	  2,457 
Long-term incentive plan (note 14)	 	  5,127 	 	  1,353 
Future income taxes (note 12)	 	  318,996 	 	  342,320 

Total Liabilities	 	  3,152,613 	 	  2,995,508 

Commitments (notes 13, 18 and 21)

Partners’ Equity
 P artners’ equity (note 13)	 	  1,373,951 	 	  1,161,547 
  Accumulated other comprehensive loss 	 	  (53,850)		   (31,388)

Total Partners’ Equity	 	  1,320,101 	 	  1,130,159 

Total Liabilities and Partners’ Equity	  $	 4,472,714 	  $	 4,125,667

See accompanying notes to consolidated financial statements.

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

(signed) “John F. Driscoll”	 (signed) “William D. Robertson”

Director	 Director
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Consolidated Statements of 
Partners’ Equity

	 Year Ended December 31
(thousands of dollars)		   	 	  	 	 2009		  2008

		   Class A	  	  Class B
		   Limited	  	  Unlimited
		L  iability		L  iability
		P  artnership		P  artnership
	  	 Units	  	 Units	 	  Total 	  	T otal

Balance, beginning of period	 $	 1,160,386 	 $	 1,161 	 $	 1,161,547 	 $	 1,082,485 
Net income for the period	 	  157,523 	 	  157 	 	  157,680 	 	  249,734 
Cash distributions declared (note 7)	 	  (202,197)	 	  (202)	 	  (202,399)	 	  (186,570)
Issuance of Partnership units (note 13)					   
 E quity issuances, net of issue costs and				  
    future income taxes	 	  165,719 	 	  165 	 	  165,884 	 	  (105)
  Issued under Premium Distribution™,  				  
    Distribution Reinvestment and Optional				  
    Unit Purchase Plan	 	  88,117 	 	  88 	 	  88,205 	 	  13,916 
  Issued under Unit Incentive Option Plan		   3,031 		   3 	 	  3,034 	 	  2,086 
Unit incentive options		   – 		   –   	 	  –   		   1 

Balance, end of period	 $	 1,372,579 	 $	 1,372 	 $	 1,373,951 	 $	 1,161,547

Consolidated Statements  
of Accumulated Other  
Comprehensive Loss
	 Year Ended December 31
(thousands of dollars)	 2009	  2008

Balance, beginning of period	 $	 (31,388)	 $	 (18,294)
Other comprehensive loss	 	 (22,462)	 	  (13,094)

Balance, end of period	 $	 (53,850)	 $	 (31,388)

See accompanying notes to consolidated financial statements.

TM Denotes trademark of Canaccord Capital Corporation.
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Consolidated Statements  
of Net Income
	 Year Ended December 31
(thousands of dollars)	 2009	  2008

Revenues
  Operating revenue	 $	  924,550 	  $	 1,224,587 

expenses
  Shrinkage gas	  	 287,957 	 	  498,170 
  Operating 	  	 259,818 	 	  339,660 
  Depreciation and amortization (note 15)	 	  102,229 	 	  92,130 
  (Gain) loss on disposal of assets (note 5)	 	  (17,837)	 	  857 
  Financing charges (note 16)	 	  36,931 	 	  60,219 
  General and administrative 	 	  41,437 	 	  35,165 
  Unrealized change in fair value of derivative 
    financial instruments (note 20c)	 	  65,230 	 	  (74,383)
  Management fee to General Partner (note 17)	 	  6,993 	 	  7,144 

	 	  782,758 	 	  958,962 

income before income taxes	 	 141,792	 	 265,625

(Recovery of) provision for income taxes (note 12) 
  Current	 	  791	 	  2,801 
  Future	 	  (16,679) 	 	  13,090 

	 	  (15,888)	 	  15,891 

net income	 $	 157,680	 $	 249,734

Net income per Partnership unit (note 13) 
  Basic and diluted	 $	  0.66	 $	  1.12

See accompanying notes to consolidated financial statements.
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Consolidated Statements  
of Comprehensive Income
	 Year Ended December 31
(thousands of dollars)	 2009	  2008

net income	 $	  157,680	  $	  249,734 

other comprehensive loss
Unrealized loss on translating financial statements 
  of self-sustaining foreign operations 	 	 (23,270)	 	 (13,442)
Transfer of losses on derivatives previously designated
  as cash flow hedges to net income (note 20c)	 	 808	 	 348

	 	 (22,462)	 	 (13,094)

comprehensive income	 $	 135,218	 $	 236,640

See accompanying notes to consolidated financial statements.
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Consolidated Statements  
of Cash Flows
	 Year Ended December 31
(thousands of dollars)	 2009	  2008

operating activities
Net income 	  $	 157,680 	  $	 249,734 
Depreciation and amortization 	 	  102,229 	 		  92,130 
(Gain) loss on disposal of assets 	 	  (17,837)	 		  857 
Amortization of transaction costs on long-term debt (note 16)	 	  64 	 		  84 
Unit incentive options	 	  –   	 		  1 
Non-cash operating and general and administrative expense	 	  3,472 	 		  (1,042)
Unrealized change in fair value of derivative financial instruments 	 	  65,230 	 		  (74,383)
Future income tax (recovery) expense 	 	  (16,679)	 		  13,090 

Funds from operations	 	  294,159 	 		  280,471 
Net change in non-cash working capital (note 22)	 	  (12,374)	 		  40,671 

Cash provided by operating activities	 	  281,785 	 		  321,142 

investing activities
Expenditures on property, plant and equipment	 	  (589,904)	 		  (620,591)
Proceeds on sale of assets (note 5)	 	  31,251 	 		  118 
Net change in non-cash investing working capital (note 22)	 	  (45,481)	 		  6,538 

Cash used in investing activities	 	  (604,134)	 		  (613,935)

financing activities
Cash distributions declared 	 	  (202,399)	 		  (186,570)
Increase in long-term debt and short-term borrowings	 	  271,377 	 		  464,234 
Issuance of Partnership units, net of issue costs	 	  255,864 	 		  15,863 
Net change in non-cash financing working capital (note 22)	 	  3,484 	 		  132 

Cash provided by financing activities	 	  328,326 	 		  293,659 

Effect of foreign currency translation on foreign currency 
  denominated cash	 	  (1,335) 	 		  (118)
 
Increase in cash and cash equivalents	 	 4,642	 		 748
Cash and cash equivalents, beginning of period	 	 13,566	 		 12,818

Cash and cash equivalents, end of period	 $	  18,208	 $	  13,566 

See accompanying notes to consolidated financial statements.
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Structure of the Partnership
Inter Pipeline Fund (Inter Pipeline) was formed as a limited partnership under the laws of Alberta pursuant to a Limited 

Partnership Agreement (LPA) dated October 9, 1997. Pursuant to the LPA, Pipeline Management Inc. (the General 

Partner) is required to maintain a minimum 0.1% interest in Inter Pipeline. Inter Pipeline is dependent on the General 

Partner for administration and management of all matters relating to the operation of Inter Pipeline. Inter Pipeline is 

comprised of four industry operating segments located in two geographic segments: oil sands transportation business, 

NGL extraction business, conventional oil pipelines business, and bulk liquid storage business, as discussed below in 

the segment reporting policy. 

Under the LPA, the General Partner is entitled to recover all direct and indirect expenses, including general and 

administrative expenses, incurred on behalf of Inter Pipeline. The General Partner also receives an annual base fee equal 

to 2% of Inter Pipeline’s annual “Operating Cash” as defined in the LPA. In addition, the General Partner is entitled to 

earn an annual incentive fee of between 15% and 35% of Inter Pipeline’s annual Distributable Cash as defined in the 

LPA (LPA Distributable Cash) in excess of $1.01 per unit to $1.19 per unit respectively; an acquisition fee of 1.0% of 

the purchase price of any assets acquired by Inter Pipeline (excluding the pipeline assets originally acquired); and a 

disposition fee of 0.5% of the sale price of any assets sold by Inter Pipeline. 

Inter Pipeline currently makes monthly cash distributions to holders of the Class A limited liability partnership units (Class 

A units) and Class B unlimited liability partnership units (Class B units) (collectively Partnership units) as discussed in 

note 7. 

The General Partner holds a 0.1% partnership interest in Inter Pipeline represented by Class B units. Public investors 

hold the remaining 99.9% partnership interest as limited partners represented by Class A units. The General Partner’s 

0.1% partnership interest is controlled by Pipeline Assets Corp. (PAC).

The General Partner is a wholly-owned subsidiary of PAC, a corporation controlled solely by the Chairman of the Board 

of the General Partner. Certain officers and directors of the General Partner have non-voting shares in PAC that entitle 

them to dividends. 

1.  Summary of Significant Accounting Policies
The consolidated financial statements, which have been prepared in accordance with Canadian generally accepted 

accounting principles (GAAP), have in management’s opinion been properly prepared within reasonable limits of 

materiality and the framework of the significant accounting principles described below. Amounts are stated in Canadian 

dollars unless otherwise indicated. 

The consolidated financial statements include the accounts of Inter Pipeline and its subsidiaries. Inter Pipeline’s investment 

in the Cold Lake Pipeline Limited Partnership (Cold Lake L.P.) and its general partner, Cold Lake Pipeline Ltd., are 

accounted for using the proportionate consolidation method whereby Inter Pipeline’s 85% proportionate share of assets, 

liabilities, revenues and expenses are included in the accounts, and are presented within the oil sands transportation 

segment (note 3). Inter Pipeline’s 50% interest in the Empress V NGL extraction plant is proportionately consolidated 

within the NGL extraction business segment. Inter Pipeline’s interests in all other subsidiaries are accounted for using 

the consolidation method.

Notes to Consolidated  
Financial Statements
December 31, 2009 (tabular amounts in thousands of dollars, except as otherwise indicated)
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a)  Segment Reporting

Inter Pipeline determines its reportable segments based on the nature of its operations and geographic location, which 

is consistent with how the business is managed.

Industry Segments

The oil sands transportation business consists of two pipeline systems that transport petroleum products and provide 

related blending and handling services in northern Alberta and a new diluent system currently in the early stages of 

development. The Cold Lake and Corridor pipeline systems operate under long-term contracts with a limited number of 

customers. The NGL extraction business consists of processing natural gas to extract natural gas liquids (NGLs) including 

ethane and a mixture of propane, butane and pentanes plus (collectively known as propane-plus). The conventional 

oil pipelines business primarily involves the transportation, storage and processing of hydrocarbons. The bulk liquid 

storage business activity comprises primarily storage and handling of bulk liquid products through the operation of eight 

deep water bulk liquid storage terminals located in the United Kingdom, Germany and Ireland; complementary services 

are provided through its engineering, training and facilities management divisions in the United Kingdom. 

Geographic Segments

Inter Pipeline has two geographic segments, Canada and Europe. The bulk liquid storage business is located in the 

United Kingdom, Germany and Ireland, while all other operating segments are in Canada.

b)  Revenue Recognition

Oil Sands Transportation Business

Capital fee revenue on the Cold Lake pipeline system is recognized based on volumes transported and services provided 

to each shipper with an adjustment, if necessary, to reflect each shipper’s minimum “ship-or-pay” revenue commitment. 

In addition, an operating fee equivalent to substantially all of the Cold Lake L.P.’s operating costs is recovered from  

the shippers. 

Revenue on the Corridor pipeline system is recognized as services are provided in accordance with terms prescribed 

by the Firm Service Agreement (FSA) with the shippers. Under the terms of the FSA, revenues are determined by an 

agreed upon annual revenue requirement formula which allows for the recovery of prescribed expenditures and costs 

associated with the operation of the Corridor pipeline system, as well as a rate of return on the Rate Base (as defined in 

the FSA) determined with reference to a spread over a long-term bond yield reported by the Bank of Canada. 

NGL Extraction Business

Revenue is recognized when the earnings process is complete. This is as the service is provided or when products are 

shipped to the customer in accordance with the terms of the sales contract, title or risk of loss has been transferred, and 

pricing is either fixed or determinable. 

Conventional Oil Pipelines Business

Revenues associated with the transportation, storage and processing of hydrocarbons on the conventional oil pipeline 

gathering systems are recognized as the services are provided. 
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Bulk Liquid Storage Business

Revenues derived from the storage and handling of bulk liquid products and provision of complementary services are 

recognized as the services are provided. 

Deferred Revenue

Deferred revenue represents cash received in excess of revenues recognized. Similarly, a portion of accounts receivable 

includes unbilled amounts where revenues recognized exceed the amounts billed to date.

c)  Cash and Cash Equivalents

Cash and cash equivalents consist of bank accounts, overnight deposits and guaranteed investment certificates.

d)  Long-Term Receivable and Long-Term Payable

Inter Pipeline (Corridor) Inc. (Corridor) utilizes interest rate derivatives to manage its interest rate risk. Gains or losses 

arising on the interest rate swap contracts are payable to, or recoverable from, the shippers, respectively, therefore the 

long-term portion of the unrealized gain or loss has been recorded as a long-term liability or asset. The current portion 

is included in accounts receivable or accounts payable and accrued liabilities.

e)  Intangible Assets

Transportation Services Agreement

The Cold Lake Transportation Services Agreement (TSA) is amortized on a straight-line basis over the estimated service 

life of 30 years of the Cold Lake L.P.’s pipeline facilities and equipment to which the TSA relates. 

Customer Contracts, Relationships and Tradename

The NGL extraction business’ intangible assets consist of customer contracts for the sales of ethane and propane-plus. 

Contracts include fee-based contracts, cost-of-service contracts and commodity-based arrangements. The value of 

these contracts, calculated assuming anticipated renewals, is estimated to be realized over an average period of 30 

years since the date of acquisition on July 28, 2004, which is the period over which amortization is being charged using 

the straight-line method.

The bulk liquid storage business’ intangible assets are primarily a customer contract for the storage and handling of 

bulk liquid products, customer relationships and tradename. The life of the contract is 20 years. These assets are being 

amortized over three to 30 years.

Patent

A patented operational process utilized in one of the extraction facilities is being amortized on a straight-line basis over 

14 years from the acquisition of the NGL extraction business on July 28, 2004.

Intangible assets are tested for impairment when events or changes in circumstances indicate that the carrying value 

may not be recoverable. 
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f)  Property, Plant and Equipment

Oil Sands Transportation Business

Property, plant and equipment in the oil sands transportation business consist of pipelines and related facilities. 

Depreciation of capital costs is calculated on a straight-line basis over the estimated service life of the assets, which 

is 30 years for Cold Lake and 40 years for Corridor. The cost of pipelines and facilities includes all direct expenditures 

for system construction, expansion, and betterments and operating costs incurred prior to the in-service date. Corridor 

pipeline system costs include an allocation of overhead costs, capitalized interest, and amortization of transaction costs 

on debt. Capitalization of interest, financing costs and operating costs ceases when the property, plant and equipment 

is substantially complete and ready for its intended productive use. 

Pipeline line fill and tank working inventory for the Cold Lake and Corridor pipeline systems represent petroleum based 

product purchased for the purpose of charging the pipeline system and partially filling the petroleum product storage 

tanks with appropriate volume of petroleum products to enable commercial operation of the facilities and pipeline. The 

cost of line fill includes all direct expenditures for acquiring the petroleum based products. Cold Lake line fill is carried at 

cost. Corridor line fill is carried at cost less accumulated depreciation. Depreciation is calculated on the same basis as 

the related property, plant and equipment. 

These product volumes will be recovered upon the ultimate retirement and decommissioning of the pipeline system. 

Proceeds from the sale of Corridor’s line fill will be used to fund the cost of any asset retirement obligations. To the 

extent the asset retirement obligations exceed the value of the line fill, Inter Pipeline will be obligated to fund the excess. 

To the extent the value of the line fill exceeds the asset retirement obligation, the excess funds will be refunded to  

the shippers.

NGL Extraction Plants and Equipment

Property, plant and equipment of the NGL extraction business are comprised primarily of three extraction plants and 

associated equipment. Expenditures on plant expansions or betterments are capitalized, while maintenance and repair 

costs are expensed as incurred. Depreciation of the extraction plants and additions thereto is charged once the assets 

are placed in commercial operation, and is calculated on a straight-line basis over the 30 year estimated useful life of 

the assets.

Conventional Oil Pipelines Business

Expenditures on conventional oil pipeline system expansions and betterments are capitalized. Maintenance and repair 

costs, as well as pipeline integrity verification and repair costs, are expensed as incurred. Depreciation of pipeline facilities 

and equipment commences when the pipelines are placed in commercial operation. Depreciation of the capital costs is 

calculated on a straight-line basis over the estimated 30 year service life of the assets, which is also connected to the 

estimated remaining life of the crude oil reserves expected to be gathered and shipped on these pipeline systems. 

Storage Facilities and Equipment

The bulk liquid storage business’ property, plant and equipment consists of storage facilities and associated equipment. 

Expenditures on expansion and betterments are capitalized, while maintenance and repair costs are expensed as 

incurred. Depreciation of the property, plant and equipment is calculated on a straight-line basis over the estimated 

service life of the assets, the majority of which ranges from 25 to 30 years.
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g)  Goodwill

Goodwill represents the excess of the purchase price over the fair value of the net identifiable assets of the bulk liquid 

storage and Corridor reporting units. Goodwill is carried at initial cost less write down for impairment. If the carrying value 

of either the bulk liquid storage or the Corridor reporting units exceeds its fair value, an impairment loss is recognized 

to the extent that the carrying amount of the goodwill exceeds its fair value determined on a discounted cash flow 

basis. During each fiscal year and as economic events dictate, management conducts an impairment test, taking into 

consideration any events or circumstances which might have impaired the fair value.

h)  Asset Retirement Obligations

Asset retirement obligations represent legal obligations associated with the retirement of tangible long-lived assets 

that result from the acquisition, construction or development and/or the normal operations of long-lived assets. The 

retirement of a long-lived asset is its other than temporary removal from service, including its sale, abandonment, 

recycling or disposal in some manner but not its temporary idling.

The fair value of a liability for an asset retirement obligation is recognized in the period in which it is incurred if a 

reasonable estimate of fair value can be made. The liability accretes to its full value over time through charges to income, 

or until Inter Pipeline settles the obligation. In addition, the asset retirement cost, equal to the estimated fair value of the 

asset retirement obligation, is capitalized as part of the cost of the related long-lived asset, and depreciated over the 

asset’s estimated useful life. 

NGL Extraction Business and Bulk Liquid Storage Business

NGL extraction and the bulk liquid storage businesses consist mainly of three NGL extraction plants and eight bulk liquid 

storage facilities, respectively. Inter Pipeline’s asset retirement obligation represents the present value of the expected 

cost to be incurred upon the termination of operations and closure of the NGL extraction facilities and leased bulk liquid 

storage sites. The estimated costs for asset retirement obligations include such activities as dismantling, demolition and 

disposal of the facilities and equipment, as well as remediation and restoration of the plant sites. 

Conventional Oil Pipelines Business and Oil Sands Transportation Business

The property, plant and equipment of the conventional oil pipelines and oil sands transportation businesses consist 

primarily of underground pipelines and above ground equipment and facilities. No significant amount has been recorded 

for asset retirement obligations relating to these assets as it is not possible to reasonably estimate the fair value of the 

liability due to the indeterminate timing and scope of the asset retirements. As the timing and scope of retirements 

become determinable for certain or all assets, the fair value of the liability and the cost of retirement will be recorded. 

Pipeline operations will be charged with any costs associated with the future site restoration of the pipeline assets. The 

potential costs of future site restoration will be a function of several factors, including regulatory requirements at the time 

of abandonment, the size of the pipeline and the pipeline’s location. Abandonment requirements can vary considerably, 

ranging from emptying the pipeline to removal of the pipeline and reclamation of the right-of-way. 

i)  Environmental Liabilities

Undiscounted liabilities for loss contingencies, including environmental remediation costs, arising from claims, 

assessments, litigation, fines and penalties, and other sources are recorded when it is probable that a liability has 

been incurred and the amount of the assessment and/or remediation cost can be reasonably estimated. Recoveries 

from third parties which are likely to be realized are separately recorded and are not offset against the related  

environmental liability.
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j)  Pension Liabilities

The cost of pension benefits earned by certain employees in the United Kingdom, Ireland and Germany covered by 

the defined benefit pension plans is actuarially determined using the projected benefit method prorated on services 

and management’s best estimate of expected plan investment performance, final pensionable salary, terminations, and 

retirement ages of plan members. Plan assets are valued at fair value for the purpose of determining the expected return 

on plan assets. Adjustments for plan amendments are expensed over the expected average remaining service life of the 

employee group. Actuarial gains and losses arise from changes in assumptions and differences between assumptions 

and the actual experience of the pension plans. The excess of accumulated actuarial gains and losses over 10% of the 

greater of the benefit obligation and the fair value of plan assets is also charged to operations over the expected average 

remaining service life of the employee group. 

k)  Long-Term Incentive Plan and Unit Incentive Options

Unit incentive plan expense for Inter Pipeline’s Unit Incentive Option Plan (Option Plan) is calculated using the fair value 

method, whereby the value of each of the unit incentive options (options) is determined on the date of grant using a 

binomial option pricing model, and that value is amortized over the vesting period of the options as a charge to net 

income, with a corresponding increase recorded in partners’ equity. The consideration paid to Inter Pipeline upon the 

exercise of options is recorded as an increase in partners’ equity to reflect the units issued. 

Under Inter Pipeline’s long-term incentive plan (LTIP) awards are paid in cash, therefore a mark-to-market basis of 

accounting is used whereby changes in the liability are recorded in each period based on the number of awards 

outstanding and current market price of Inter Pipeline’s units plus an amount equivalent to cash distributions declared 

to date. The expense is recognized over the vesting periods of the respective awards.

l)  Income Taxes

Current Income Taxes

The limited partners and the General Partner are subject to tax on their proportionate interests of the taxable income 

allocated by Inter Pipeline. 

Certain of Inter Pipeline’s subsidiaries are taxable corporations in Canada, the United Kingdom, Germany and Ireland.

Future Income Taxes

Under the liability method, future tax assets and liabilities are determined based on differences between the accounting 

and tax bases of assets and liabilities measured using the substantively enacted tax rates and laws that will be in effect 

when the differences are expected to reverse. The effect of future changes in income tax rates will be recognized in net 

income in the period in which the change occurs.

m)  Foreign Currency Translation

Inter Pipeline accounts for the consolidated operations of the bulk liquid storage business as self-sustaining operations. 

Therefore, the accounts are translated using the current rate method, whereby assets and liabilities are translated at 

period-end exchange rates, while revenues and expenses are translated using average rates over the period. Translation 

gains and losses relating to these self-sustaining operations are included as a component of other comprehensive 

income (OCI).
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n)  Measurement Uncertainty

The amounts recorded for fair value of derivative financial instruments, intangible assets, goodwill, property, plant and 

equipment, long-term payable, asset retirement obligations, environmental liabilities, pension liabilities, unit-based 

compensation, future income taxes and depreciation and amortization are based on estimates. By their nature, these 

estimates are subject to measurement uncertainty and the effect on the financial statements of changes in such estimates 

in future years could be material.

o)  Financial Instruments

Inter Pipeline utilizes derivative financial instruments to manage its exposure to market risks relating to commodity prices, 

foreign exchange and interest rates. Inter Pipeline has a risk management policy in place that defines and specifies the 

controls and responsibilities associated with those activities managing market exposure to changing commodity prices 

(crude oil, natural gas, NGLs, and power) as well as changes within the financial market relating to interest rates and 

foreign exchange exposure for Inter Pipeline. Inter Pipeline’s policy prohibits the use of derivative financial instruments 

for speculative purposes.

Financial Instruments – Recognition and Measurement 

Financial assets and financial liabilities “held-for-trading” are measured at fair value with changes in those fair values 

recognized in net income. Financial assets “available-for-sale” are measured at fair value, with changes in those fair 

values recognized in OCI. Financial assets “held-to-maturity”, “loans and receivables” and “other financial liabilities” 

are measured at amortized cost using the effective interest method of amortization. Investments in equity instruments 

classified as “available-for-sale” that do not have a quoted market price in an active market are measured at cost. 

Inter Pipeline has classified its financial instruments as follows. Cash and cash equivalents and certain components 

of prepaid expenses and other deposits are designated as “held-for-trading” and measured at carrying value, which 

approximates fair value due to the short-term nature of these instruments. The majority of accounts receivable are 

designated as “loans and receivables”. Short-term borrowings, cash distributions payable, the majority of accounts 

payable and accrued liabilities, certain components of deferred revenue, and long-term debt are designated as “other 

liabilities”. Derivative financial instruments and the long-term payable are classified as “held-for-trading”. Inter Pipeline 

has chosen to designate the long-term payable as “held-for-trading” as it represents unrealized gains or losses on 

interest rate swaps that are also classified as “held-for-trading” (note 1d). 

Inter Pipeline has adopted a policy of capitalizing long-term debt transaction costs, premiums and discounts within 

long-term debt. 

Inter Pipeline reviews all significant agreements acquired, substantially modified, or entered into for embedded 

derivatives.

p)  Comprehensive Income and Partners’ Equity

Comprehensive income reported by Inter Pipeline consists of net income and OCI. OCI comprises revenues, expenses, 

gains and losses that, in accordance with GAAP, are recognized in comprehensive income, but excluded from net 

income. The cumulative changes in OCI are included in accumulated other comprehensive loss. 

For Inter Pipeline, OCI is comprised of changes in the cumulative foreign currency translation balance and the transfer 

of unrealized losses on derivatives previously designated as cash flow hedges to net income.
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2.  Changes in Accounting Policies
On January 1, 2009, Inter Pipeline adopted the following Canadian Institute of Chartered Accountants (CICA)  

Handbook Sections:

a)  Goodwill and Intangible Assets

The CICA issued accounting standard Section 3064 “Goodwill and intangible assets”, replacing accounting standard 

Section 3062 “Goodwill and other intangible assets” and accounting standard Section 3450 “Research and development 

costs”. Section 3064 revises the requirements for the recognition, measurement, presentation and disclosure of intangible 

assets. Standards concerning goodwill and research and development costs are unchanged from the standards included 

in the previous Section 3062. Various changes have been made to other sections of the CICA Handbook for consistency 

purposes. The adoption of Section 3064 did not impact Inter Pipeline’s consolidated financial statements.

b)  Credit Risk and the Fair Value of Financial Assets and Financial Liabilities

On January 20, 2009, the Emerging Issues Committee (EIC) issued a new abstract EIC-173 “Credit risk and the fair value 

of financial assets and financial liabilities”. The EIC concluded that an entity’s own credit risk and the credit risk of the 

counterparty should be taken into account in determining the fair value of the financial assets and financial liabilities, 

including derivative instruments. Inter Pipeline had previously incorporated the credit risk of counterparties in fair  

value calculations.

c)  Financial Instruments – Disclosures

In June 2009, CICA Handbook section 3862 “Financial Instruments – Disclosures” was amended to include enhanced 

disclosures about inputs to fair value measurement, including their classification within a hierarchy that prioritizes the 

inputs to fair value measurement. The three levels of the fair value hierarchy are as follows:

Level 1 – �Unadjusted quoted prices in active markets for identical assets or liabilities;

Level 2 – �Inputs other than quoted prices in active markets that are observable for the asset or liability either directly or 

indirectly; and

Level 3 – Inputs that are not based on observable market data.

The amendments also clarify and enhance liquidity risk disclosures for financial and derivative financial liabilities 

and strengthen the relationship between qualitative and quantitative disclosures about liquidity risk. Comparative 

information is not required in the first year of adoption. See notes 20 and 21 for Inter Pipeline’s required financial  

instrument disclosure. 
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d)  Future Accounting Changes

International Financial Reporting Standards

All Canadian publicly accountable enterprises will be required to adopt International Financial Reporting Standards 

(IFRS) for interim and annual reporting periods for fiscal years beginning on or after January 1, 2011. Accordingly, 

the transition from GAAP to IFRS will be applicable to Inter Pipeline’s reporting for the first quarter of 2011, for which 

the current and comparative 2010 information will be prepared under IFRS. Inter Pipeline expects the transition to 

IFRS to impact accounting, financial reporting, internal control over financial reporting, taxes, information systems and 

processes. Inter Pipeline is currently assessing the impact of the transition to IFRS in the above areas and has deployed 

additional trained resources and project management practices to ensure the timely conversion to IFRS.

Business Combinations

In January 2009, the CICA issued a new accounting standard, section 1582 “Business Combinations”, which prospectively 

establishes principles and requirements of the acquisition method for business combinations and related disclosures 

that will be effective for Inter Pipeline’s 2011 reporting. These recommendations are effective for business combinations 

occurring after January 1, 2011, although early adoption is permitted.

Consolidated Financial Statements

In January 2009, the CICA issued a new accounting standard, section 1601 “Consolidated Financial Statements”, which 

establishes standards for the preparation of consolidated financial statements that will be effective for Inter Pipeline’s 

2011 reporting. The adoption of these recommendations is not expected to have a material impact on Inter Pipeline.
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3.  Segment Reporting
Inter Pipeline operates its business under the following principal business segments: 

2009

	 Canada	E urope

					     		T  otal
							       Canadian
					T     otal	 Bulk	 and
	 Oil Sands	N GL	 Conventional		  Canadian	L iquid	E uropean
	T ransportation	E xtraction	 Oil Pipelines	 Corporate	 Operations	 Storage	 Operations

Revenues	 $	 130,594 	  $	 529,050 	  $	 148,882 	  $	 – 	  $	 808,526 	 $	 116,024 	  $	 924,550 

Expenses
  Shrinkage gas		   – 	  	 287,957 		   – 		   – 	  	 287,957 		   – 		   287,957 
  Operating		   47,912 		   108,152 		   38,865 		   – 		   194,929 		   64,889 		   259,818 
  Depreciation and amortization		   37,923 		   25,127 	  	 17,331 		   – 	  	 80,381 		   21,848 		   102,229 
 L oss (gain) on disposal of assets		   6 		   (14)	  	 (20,905)		   – 		   (20,913)		   3,076 		  (17,837)
  Financing charges		   5,764 		   – 		   – 		   31,024 		   36,788 		   143 		   36,931 
  General and administrative		   3,408 		   – 		   – 	  	 29,295 		   32,703 		   8,734 		  41,437 
  Unrealized change in fair value of 
    derivative financial instruments		   – 		   66,287 	  	 43 	  	 (1,100)		   65,230 		   – 		   65,230 
  Management fee to 
    General Partner		   – 		   – 		   – 	  	 6,993 	  	 6,993 		   – 		   6,993 

Total expenses	 	  95,013 		   487,509 		   35,334 		   66,212 		   684,068 		   98,690 		   782,758 

Income (loss) before income taxes		 35,581 		   41,541 		   113,548 		   (66,212)		   124,458 		   17,334 		   141,792 
Provision for (recovery of) 
  income taxes 		  3,369 		   – 		   – 		   (19,695)		   (16,326)		   438 		   (15,888)

Net income (loss)	  $	 32,212 	  $	 41,541 	  $	 113,548 	  $	 (46,517)	  $	 140,784 	  $	 16,896 	  $	 157,680 

Expenditures on property, plant
  and equipment	  $	 477,240 	  $	 13,909 	  $	 58,459 	  $	 – 	  $	 549,608 	  $	 41,810 	  $	 591,418 

Total assets	  $	2,863,230 	  $	 710,692 	  $	 486,864 	  $	 – 	  $	4,060,786 	  $	 411,928 	  $	4,472,714 

Goodwill	  $	 156,938 	  $	 – 	  $	 – 	  $	 – 	  $	 156,938 	  $	 59,009 	  $	 215,947
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2008

	 Canada	E urope

					     		T  otal
							       Canadian
					T     otal	 Bulk	 and
	 Oil Sands	N GL	 Conventional		  Canadian	L iquid	E uropean
	T ransportation	E xtraction	 Oil Pipelines	 Corporate	 Operations	 Storage	 Operations

Revenues	 $	 146,035 	  $	 794,289 	  $	 147,969 	  $	 – 	  $	1,088,293 	 $	 136,294 	  $	1,224,587 

Expenses
  Shrinkage gas	 	  – 	  	 498,170 	 	  – 	 	  – 	  	 498,170 	 	  – 	 	  498,170 
  Operating	 	  54,879 	 	  162,034 	 	  42,381 	 	  – 	 	  259,294 	 	  80,366 	 	  339,660 
  Depreciation and amortization	 	  35,570 	 	  25,044 	  	 17,326 	 	  – 	  	 77,940 	 	  14,190 	 	  92,130 
  (Gain) loss on disposal of assets	 	  – 	 	  (11)	  	 (51)	 	  – 	 	  (62)	 	  919 	 	 857
  Financing charges	 	  18,008 	 	  – 	 	  – 	 	  42,430 	 	  60,438 	 	  (219)	 	 60,219 
  General and administrative	 	  3,364 	 	  – 	 	  – 	  	 20,654 	 	  24,018 	 	  11,147 	 	 35,165 
  Unrealized change in fair value of 
    derivative financial instruments	 	  – 	 	  (77,881) 	  	 (9) 	  	 3,507	 	  (74,383)	 	  – 	 	  (74,383) 
  Management fee to  
    General Partner	 	  – 	 	  – 	 	  – 	  	 7,144 	  	 7,144 	 	  – 	 	  7,144 

Total expenses	 	  111,821 	 	  607,356 	 	  59,647 	 	  73,735 	 	  852,559 	 	  106,403 	 	  958,962 

Income (loss) before income taxes		 34,214 	 	  186,933 	 	  88,322 	 	  (73,735)	 	  235,734 	 	  29,891 	 	  265,625 
Provision for income taxes 	 	 3,438 	 	  – 	 	  – 	 	  7,552	 	  10,990	 	  4,901 	 	  15,891

Net income (loss)	  $	 30,776 	  $	 186,933 	  $	 88,322 	  $	 (81,287)	  $	 224,744 	  $	 24,990 	  $	 249,734 

Expenditures on property, plant
  and equipment	  $	 550,777 	  $	 14,931 	  $	 8,410 	  $	 – 	  $	 574,118 	  $	 41,043 	  $	 615,161 

Total assets	  $	2,434,737 	  $	 813,025 	  $	 453,133 	  $	 – 	  $	3,700,895 	  $	 424,772 	  $	4,125,667 

Goodwill	  $	 156,938 	  $	 – 	  $	 – 	  $	 – 	  $	 156,938 	  $	 63,644 	  $	 220,582

4.  Intangible Assets
	  		  2009	 2008

	  	 Accumulated
	  	 Depreciation &	N et	N et
	  Cost	 Amortization	 Book Value	 Book Value

Oil sands transportation business				  
  Transportation Services Agreement	  $	 93,548 	  $	 (22,570)	  $	 70,978 	  $	 74,204 

NGL extraction business				  
  Customer contracts	 	  287,611 	 	  (51,935)	 	  235,676 	 	  245,263 
  Patent	 	  8,727 	 	  (3,376)	 	  5,351 	 	  5,974 

	 	  296,338 	 	  (55,311)	 	  241,027 	 	  251,237 

Bulk liquid storage business				  
  Customer contracts and relationships	 	  4,669 	 	  (818)	 	  3,851 	 	  12,130 
  Tradename	 	  4,365 	 	  (618)	 	  3,747 	 	  4,116 

	 	  9,034 	 	  (1,436)	 	  7,598 	 	  16,246 

	  $	 398,920 	  $	 (79,317)	  $	 319,603 	  $	 341,687
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5.  Property, Plant and Equuipment
	  		  2009	 2008

	  	 Accumulated
	  	 Depreciation &	N et	N et
	  Cost	 Amortization	 Book Value	 Book Value

Oil sands transportation business				  
  Facilities and equipment	  $	1,052,336 	  $	(135,570)	  $	 916,766 	  $	 895,192 
  Construction work in progress (a)	  1,600,193 	  – 	  1,600,193 	  1,177,428 
  Pipeline line fill	  74,033 	  (4,509)	  69,524 	  71,299 

	  2,726,562 	  (140,079)	  2,586,483 	  2,143,919 

NGL extraction business				  
  Facilities and equipment	  463,028 	  (76,628)	  386,400 	  364,761 
  Construction work in progress	  5,638 	  – 	  5,638 	  29,665 
  Spare parts	  4,595 	  – 	  4,595 	  4,416 

	  473,261 	  (76,628)	  396,633 	  398,842 

Conventional oil pipelines business				  
  Facilities and equipment (b)	  784,840 	  (379,992)	  404,848 	  423,520 
  Construction work in progress	  57,150 	  – 	  57,150 	  4,763 

	  841,990 	  (379,992)	  461,998 	  428,283 

Bulk liquid storage business				  
  Facilities and equipment (c)	  343,451 	  (43,769)	  299,682 	  308,769 
  Construction work in progress	  21,134 	  – 	  21,134 	  13,060 

	  364,585 	  (43,769)	  320,816 	  321,829 

	  $	4,406,398 	  $	(640,468)	  $	3,765,930 	  $	3,292,873

(a) �Construction work in progress includes $14.4 million in interest capitalized during the year ended December 31, 2009 

(2008 – $34.6 million).

(b) �On April 7, 2009, Inter Pipeline completed the sale of the Valley pipeline system (Valley pipeline) for proceeds of  

$28.3 million, including closing adjustments of $0.3 million. The Valley pipeline was part of its conventional oil 

pipeline business. The Valley pipeline’s carrying value as of the date of closing was $7.4 million. For the year ended  

December 31, 2009, gain (loss) on disposal of assets includes a $20.9 million gain on the sale of the Valley pipeline. 

Net income includes $0.2 million related to the Valley pipeline’s operations (2008 – $1.2 million). 

(c) �In November 2009, Lewis Tankers Limited (Lewis), an ancillary bulk liquid trucking business in the bulk liquid storage 

business, was sold. The carrying value of Lewis on closing was $2.1 million. For the year ended December 31, 2009, 

gain (loss) on disposal of assets includes a $1.6 million loss on the sale of Lewis. Net income includes $0.3 million 

related to Lewis’s operations (2008 – loss of $0.1 million).
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6.  Goodwill
The changes in the carrying value of goodwill are as follows:

	  2009 	  2008 

Balance, beginning of year 	 $	 220,582 	 $	 222,796 
  Finalization of Corridor purchase price allocation 	 	  – 	 	  (463)
  Foreign currency translation adjustments	  	 (4,635)	  	 (1,751)

Balance, end of year	 $	 215,947 	 $	 220,582

7.  Cash Distributions
Section 5.2 of the LPA requires that Inter Pipeline make distributions of LPA Distributable Cash on a monthly basis, 

provided that Inter Pipeline has cash available for such payment (thereby excluding any cash withheld as a reserve). 

LPA Distributable Cash is defined to generally mean cash from operating, investing and financing activities, less certain 

items, including any cash withheld as a reserve that the General Partner determines to be necessary or appropriate 

for the proper management of Inter Pipeline and its assets. As a result of the General Partner’s discretion to establish 

reserves under the LPA, cash distributed to unitholders is always equal to LPA Distributable Cash.

For the year ended December 31, 2009, Inter Pipeline declared cash distributions totaling $202.4 million  

(2008 – $186.6 million). Of this amount, $88.1 million represents distributions to unitholders who elected to 

participate in the Premium DistributionTM and Distribution Reinvestment Plans (2008 – $13.9 million) (note 13). As at  

December 31, 2009 distributions of $19.1 million were payable on 254.3 million outstanding Class A units and 0.3 million 

outstanding Class B units at $0.075 per unit (December 31, 2008 – $15.6 million payable to 222.8 million outstanding  

Class A units and 0.2 million outstanding Class B units at $0.07 per unit). Of this amount, $13.3 million represents 

distributions payable to unitholders who elected to participate in the Premium DistributionTM and Distribution Reinvestment 

Plans (December 31, 2008 – $1.2 million).

8.  Long-Term Debt and Short-Term Borrowings
		   2009 		   2008 

$2,142 million Unsecured Revolving Credit Facility (a)	 $	 1,709,900 	 $	 1,236,500 
$750 million Unsecured Revolving Credit Facility (b)	 	  230,000 	  	 425,000 
Loan Payable to General Partner (c)	 	  379,800 	  	 379,800 
Corridor Debentures (d)	 	  300,000 	  	 300,000 

Long-term debt (excluding transaction costs and discounts)	 	  2,619,700 	 	  2,341,300 
Less: Current portion of long-term debt (a)(iv)	 	  123,600 		   – 

	 	  2,496,100 	 	  2,341,300 
 T ransaction costs 	 	  (13,137)	 	  (13,065)
  Accumulated amortization of transaction costs	 	  5,479 		   3,900 
  Discount, net of accumulated amortization	 	  (1,127)	 	  (2,336)

Long-term debt	 	  2,487,315 	 	  2,329,799 
Current portion of long-term debt (a)(iv)	 	  123,600 		   – 
Facility agreement (e)	 	  – 	 	  7,896 

Long-term debt and short-term borrowings	 $	 2,610,915 	 $	 2,337,695

TM 	 Denotes trademark of Canaccord Capital Corporation.



 2 0 0 9  /  N O TE  S  T O  C O N S O L I D A TE  D  F I N A N C I A L  S T A TE  M ENT   S 97

(a)	 �On August 16, 2007, Corridor entered into an unsecured $2,142 million syndicated revolving credit facility  

and a $40 million demand operating facility. No amounts were outstanding on the demand facility at December 31, 

2009 or 2008 with the exception of letters of credit valued at $0.3 million. 

The credit facility is comprised of the following tranches:

i) 	 $190 million non-recourse tranche expiring on August 14, 2012.

ii) 	 $1,464 million non-recourse tranche expiring on August 14, 2012.

iii)	 �$292 million recourse to Inter Pipeline, this tranche expires on the earlier of August 14, 2012 and the Corridor 
first expansion commencement date or the suspension true-up date.

iv)	 �$196 million recourse to Inter Pipeline, this tranche expires on the earlier of August 14, 2012, the Corridor first 
expansion commencement date or the suspension true-up date. 

The credit and operating facilities incur fees on amounts borrowed at floating rates based on bankers’ acceptances 

plus 45 to 65 basis points. Unborrowed amounts are charged standby fees of 10 to 15 basis points. If Corridor’s 

credit rating changes, the fees on floating rate amounts could increase by up to 55 basis points or reduce by up 

to 10 basis points, while fees on undrawn amounts could increase by up to 12 basis points and decrease by up to  

2.5 basis points. The effective rate of interest incurred in 2009 was 0.98% (2008 – 3.63%).

(b) 	The $750 million Unsecured Revolving Credit Facility has a maturity date of September 29, 2012.

Fees on amounts borrowed at floating rates based on bankers’ acceptances are 60 basis points, while fees on 

unborrowed amounts are 12.5 basis points. If Inter Pipeline’s credit rating changes, fees on floating rate amounts 

could increase by up to 35 basis points or be reduced by up to 22.5 basis points, while fees on undrawn amounts 

could increase by up to 15 basis points and decrease by up to 2.5 basis points. The effective interest rate incurred 

in 2009 was 1.99% (2008 – 4.19%).

Effective May 1, 2006, Inter Pipeline established a $20 million demand facility with a Canadian chartered bank for 

cash management purposes. Effective February 13, 2009, fees on amounts borrowed under the facility are based 

on a prime rate plus 75 basis points, while unborrowed amounts are charged standby fees of 20 basis points. 

Previously, amounts borrowed under this facility bore interest at the same applicable rates as the $750 million 

Unsecured Revolving Credit Facility, with no fees payable on undrawn amounts. No amounts were drawn on this 

facility at December 31, 2009 or 2008.

(c)	 On October 28, 2004, Inter Pipeline borrowed $379.8 million from the General Partner with the following terms:

•	 $91.2 million due October 28, 2012, 5.85%; and 

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

On this date, the General Partner had received $379.8 million by way of a Private Placement note issuance to a 

combination of American and Canadian institutional investors and immediately loaned the funds to Inter Pipeline. 

This loan to Inter Pipeline from the General Partner has the identical repayment terms and commitments as the 

notes payable by the General Partner to the institutional note holders, except for an interest rate increase of 5 basis 

points over the rates payable on the notes issued by the General Partner. There are no scheduled repayments of the 

principal amounts of the notes payable to the General Partner prior to maturity. A prepayment may be made at any 

time, in which case the General Partner would generally be required to pay a premium of 50 basis points over the 

implied yield to maturity and, if applicable, swap breakage costs of the counterparty. 
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Inter Pipeline has guaranteed the notes issued by the General Partner to the note holders. The guarantee may be 

exercised in the event of default by the General Partner pursuant to the terms of the Note Purchase Agreement and 

is equal to the amount of principal outstanding at the time of default, including a premium of 50 basis points over the 

implied yield to maturity, accrued interest and, if applicable, swap breakage costs.

In 2007, due to amendments made for the Corridor expansion, interest costs increased by 25 basis points until the 

end of 2009.

(d)	 �The $150 million 4.240% Series A Debentures due February 2, 2010 and $150 million 5.033% Series B Debentures 

due February 2, 2015 (Corridor Debentures) are unsecured obligations subject to the terms and conditions of a trust 

indenture dated February 1, 2005. Interest is payable semi-annually in equal installments in arrears on February 2 

and August 2 of each year. Corridor uses derivative instruments to exchange its fixed rate of interest to floating rates 

of interest (note 21). This results in average effective interest rates that are different from the stated interest rates. The 

effective interest rate on the Corridor Debentures for 2009 was 1.30% (December 31, 2008 – 4.00%). 

The Corridor Debentures are redeemable in whole, or in part, at the option of Corridor at a price equal to the principal 

amount to be redeemed, plus accrued and unpaid interest including a premium above the implied yield to maturity. 

Subsequent to December 31, 2009, on February 2, 2010, the $150 million 4.240% Series A Debentures matured. 

On February 2, 2010, Corridor issued $150 million of 4.897% Series C Debentures due February 3, 2020. Corridor 

Series C Debentures are unsecured obligations subject to the terms and conditions of a trust indenture dated  

February 1, 2005 and a supplemental indenture dated February 2, 2010. Interest is payable semi-annually in equal 

installments in arrears on February 2 and August 2 of each year.

(e)	 �In July 2008, the bulk liquid storage business entered into an overdraft facility for £15 million. Amounts borrowed 

under this facility bore interest at the lender’s prescribed lending rate, as adjusted from time to time. The effective 

rate of interest for 2009 was 1.67% (2008 – 3.23%). No fees were payable on undrawn amounts. In July 2009, the 

facility agreement was repaid and cancelled. 

(f)	 �At December 31, 2009 Cold Lake L.P. had issued letters of credit valued at $2.5 million based on Inter Pipeline’s 85% 

proportionate interest. The Cold Lake L.P. letters of credit have been cash collateralized with cash held in the form of 

guaranteed investment certificates (note 22). 

9.  Asset Retirement Obligations
The total undiscounted amount of estimated expenditures expected to be incurred on closure of active plants is  

$55.2 million, which was calculated using an inflation rate of 2.0% (NGL extraction business only) and an expected 

life of 40 years. A credit-adjusted risk-free rate of 6.2% was used to discount the estimated future cash flows for the 

retirement of the NGL extraction business assets, while a credit-adjusted risk-free rate of 7.8% was used to discount the 

estimated future cash flows for the retirement of the bulk liquid storage business assets. The majority of obligations are 

not expected to occur for many years and will be funded from Inter Pipeline’s resources at that time.

The following table shows the movement in the long-term liability for asset retirement obligations:

		   2009 		   2008 

Balance, beginning of year	  $	 6,336 	  $	 13,519 
 R evision to estimated amount of liabilities	 	  (1,552) 	 	 (6,854)
  Obligations discharged with disposed properties	 	  – 	 	  (1,040)
  Accretion expense	 	  325 	 	  790 
  Foreign currency adjustments	 	  (73)	 	  (79)
Balance, end of year	  $	 5,036 	  $	 6,336
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There were no long-term liabilities settled during the years ended December 31, 2009 and 2008.

At December 31, 2009, $0.4 million is included in accounts payable and accrued liabilities for the current portion of 

asset retirement obligations related to the retirement of property, plant and equipment in the conventional oil pipelines 

business (December 31, 2008 – $1.2 million). During the year ended December 31, 2009, $0.4 million was discharged 

with the sale of the Valley pipeline (note 5).

10.  Environmental Liabilities
		   2009 		   2008 

Balance, beginning of year	  $	 12,721 	  $	 10,923 
 R evisions to estimated amount of liabilities and other	 	  111 	 	 1,170
  Foreign currency translation adjustments	 	  (533)	 	  628
Balance, end of year	  $	 12,299 	  $	 12,721

11.  Pension Liabilities
Inter Pipeline acquired Simon Storage on October 4, 2005 and Simon Tanklager-Gesellschaft MBH on January 1, 2006. 

At the time of acquisitions, the fair values of the pension plan liabilities were recognized on Inter Pipeline’s balance sheet 

and there were no unrecognized gains or losses. 

United Kingdom

Inter Pipeline operates a defined benefit funded pension plan, the Simon Storage Pension Fund (Fund), providing 

benefits for its employees based primarily on years of service and final pensionable salary. The Fund is administered 

by a corporate trustee and its assets are independent of Inter Pipeline’s finances. The most recent actuarial valuation 

of the Fund was carried out as at April 6, 2007. Professionally qualified actuaries performed the actuarial valuation and 

then adjusted and updated the results to the accounting date, with the obligation measured using the projected benefit 

method. At December 31, 2009, the expected remaining service life for the United Kingdom is 13 years. 

Ireland

Inter Pipeline operates a defined benefit funded pension plan, the Irish Bulk Liquid Storage Limited Retirement and Death 

Benefits Scheme (Scheme) which provides benefits for its employees based on years of service and final pensionable 

salary. The Scheme is administered by a corporate trustee and its assets are independent of Inter Pipeline’s finances. 

The most recent actuarial valuation of the Scheme was carried out as at September 1, 2007. Professionally qualified 

actuaries performed the actuarial valuation and then adjusted and updated the results to the accounting date, with the 

obligation measured using the projected benefit method. At December 31, 2009, the expected remaining service life for 

Ireland is 15 years. 

Germany

The German benefit plans included in Inter Pipeline’s financial reporting relate to defined benefit retirement pensions, 

long-service awards and partial early retirement arrangements. The German arrangements are unfunded and therefore 

have no assets. The most recent actuarial valuation of the long-term employee and post-retirement benefits under local 

tax and accounting rules was carried out as at December 31, 2009 by professionally qualified actuaries. The results 

of the valuation were adjusted for Inter Pipeline’s financial reporting purposes, with the obligation measured using the 

projected benefit method. At December 31, 2009, the expected remaining service life for Germany is 12 years. 
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All plans will have valuations updated in 2010. 

The actual distribution of the respective pension plan assets at market value as of December 31 is as follows. Assets 

are shown at mid market value:

Pension Plan Assets	 United Kingdom 	 Ireland	 Germany
by Asset Category	  2009 	  2008 	  2009 	  2008 	  2009 	  2008 

Equity securities	 51%	 40%	  – 	  – 	  – 	  – 
Debt securities	 39%	 41%	  – 	  – 	  – 	  – 
Real estate	 10%	 13%	  – 	  – 	  – 	  – 
Cash	  – 	 6%	  – 	  – 	  – 	  – 
Deferred annuity contract	  – 	 –	 100%	 100%	  – 	  – 

Total	 100%	 100%	 100%	 100%	  – 	  –

The following tables set forth the respective pension plans’ funded status and amount included in the accrued liability 

on Inter Pipeline’s balance sheets at December 31. 

	  2009	 2008 

Change in Accrued	  United				    United			    
Benefit Obligation	  Kingdom	 Ireland	 Germany	 Total	 Kingdom	 Ireland	 Germany	 Total 

Accrued benefit 
  obligation, 
  beginning 
  of year	  $  56,476 	  $  1,253 	  $  1,787 	  $  59,516 	  $  66,861 	  $  1,146 	  $  1,480 	  $  69,487 
Current and past 
  service cost	  1,933 	  56 	  11 	  2,000 	  2,778 	  55 	  11 	  2,844 
Employee 
  contributions	  801 	  7 	  – 	  808 	  871 	  6 	  – 	  877 
Interest cost	  3,552 	  65 	  67 	  3,684 	  3,874 	  73 	  66 	  4,013 
Benefits paid	  (2,336)	  (27)	  (203)	  (2,566)	  (1,536)	  (197)	  (73)	  (1,806)
Actuarial loss (gain)	  14,264 	  111 	  95 	  14,470 	  (10,809)	  (53)	  (2)	  (10,864)
Curtailment gain	  – 	  – 	  – 	  – 	  (190)	  – 	  – 	  (190)
Foreign currency
  adjustments	  (3,992)	  (167)	  (224)	  (4,383)	  (5,373)	  223 	  305 	  (4,845)

Accrued benefit
  obligation, 
  end of year	  $  70,698 	  $  1,298 	  $  1,533 	  $  73,529 	  $  56,476 	  $  1,253 	  $  1,787 	  $  59,516
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	  2009	 2008 

Change in Pension	  United				    United			    
Plan Assets	  Kingdom	 Ireland	 Germany	 Total	 Kingdom	 Ireland	 Germany	 Total 

Fair value of pension
  plan assets, 
  beginning of year	 $	 55,607 	 $	 1,554 	 $	 – 	 $	 57,161 	 $	 67,645 	 $	 1,313 	 $	 – 	 $	 68,958 
Actual return 
  on pension 
  plan assets	 	 7,941 		  57 	  	 – 	  	 7,998 	  	 (8,978)	 	  56 	  	 – 	 	  (8,922)
Employer 
  contributions	 	 2,361 	  	 102 		   203 	  	 2,666 	  	 2,894 	 	  108 	 	  73 	 	  3,075 
Employee 
  contributions	 	 801 	  	 6 		   – 	  	 807 	  	 871 	  	 6 	 	  – 	 	  877 
Benefits paid	 	 (2,336)	  	 (27)		   (203)	  	 (2,566)	 	  (1,536)	 	  (197)	 	  (73)	 	  (1,806)
Foreign currency 
  adjustments	 	 (3,475)	  	 (202)		   – 	  	 (3,677)	 	  (5,289)	 	  268 	 	  – 	  	 (5,021)

Fair value of pension
  plan assets, 
  end of year	 $	 60,899 	 $	 1,490 	 $	 – 	 $	 62,389 	 $	 55,607 	 $	 1,554 	 $	 – 	 $	 57,161

	  2009	 2008 

Reconciliation of	  							        
Funded Status to	  							        
Accrued Benefit	  United				    United			    
Liability	  Kingdom	 Ireland	 Germany	 Total	 Kingdom	 Ireland	 Germany	 Total 

Funded status –
  (Deficit) excess 
  at end of year	 $	 (9,799)	 $	 192 	 $	(1,533)	 $	(11,140)	 $	 (870)	 $	 301 	 $	(1,787)	 $	 (2,356)
Unamortized 
  past service cost	 	 94 		  – 		   – 	  	 94 	 	  114 	  	 – 	 	  – 	  	 114 
Unamortized net 
  actuarial loss (gain)	 	 9,931 		  (319)		   (15)		   9,597 	 	  449 	 	  (444)	 	  (108)	 	  (103)
Foreign currency
  adjustments	 	 (499)		  13 		   1 	  	 (485)	  	 (49)	 	  (51)	 	  (12)	 	  (112)

Accrued benefit 
  liability	 $	 (273)	 $	 (114)	 $	(1,547)	 $	 (1,934)	 $	 (356)	 $	 (194)	 $	(1,907)	 $	 (2,457) 

Unamortized net actuarial gains or losses are recognized, to the extent that they exceed 10% of the greater of the 

accrued benefit obligation and the fair value of pension plan assets, over the average remaining service period of active 

members. 

For the year ended December 31, 2009, net income included $2.4 million in net pension expense (December 31, 2008 –  

$2.3 million). 
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12.  Income Taxes
On March 4, 2009, the Government of Canada substantively enacted legislation that repealed the “provincial SIFT tax 

factor” and replaced it with the “provincial SIFT tax rate.” The “provincial SIFT tax rate” is calculated based on the general 

provincial corporate income tax rate for each province in which Inter Pipeline has a permanent establishment. For Inter 

Pipeline, this legislation reduced the provincial income tax rate for noncorporate entities from 13.0% to approximately 

10.0% effective January 1, 2011 onwards, which reduced Inter Pipeline’s estimated effective tax rate to 26.5% and 

25.0% effective January 1, 2011 and January 1, 2012 respectively. As a result of this rate reduction, future income tax 

liabilities of non-corporate entities were reduced by $24.0 million in the first quarter of 2009.

The components of income before income taxes are summarized below:

		   2009 		   2008 

Canada	  $	 124,458 	  $	 235,734 
Europe 	 	  17,334 		   29,891 

	  $	 141,792 	  $	 265,625

Income tax expense varies from amounts computed by applying the Canadian federal and provincial statutory income 

tax rates to income before incomes taxes as shown in the following table:

		   2009 		   2008 

Income before income taxes per financial statements	  $	 141,792 	  $	 265,625 
Less: non taxable Canadian partnership income	 	  (112,291)	 	  (222,843)

Adjusted income before taxes	 	  29,501 	 	  42,782 
Tax rate	 	 29.0%	 	 29.5%

	 	  8,555 	 	  12,621 
  Future income taxes on temporary differences related 
    to non-taxable Canadian partnership income	 	  4,913 	 	  6,287 
  Impact of changes in tax rates	 	  (23,958)	 	  – 
  Deductible intercompany interest expense	 	  (3,850)	 	  (4,068)
  Difference in Canadian and foreign tax rates	 	  (173)	 	  (390)
  Other	 	  (1,375)	 	  1,441 

Tax (recovery) expense	  $	 (15,888)	  $	 15,891

The provision for income taxes is summarized as follows:

		   2009 		   2008 

Current
  Canada	  $	 152 	  $	 160 
 E urope 	 	  639 	 	  2,641 

	 	  791 		   2,801 

Future
  Canada	 	  (16,478)		   10,830 
 E urope 	 	  (201)	 	  2,260 

	 	  (16,679)		   13,090 

	  $	 (15,888)	  $	 15,891 
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Future income tax assets and liabilities are recognized for temporary differences between the carrying amount of the 

consolidated balance sheet items and their corresponding tax values as well as for the benefit of losses available to be 

carried forward to future tax years that are likely to be realized. The amount of unrecognized losses related to Europe 

at December 31, 2009 is approximately $ 2.2 million (December 31, 2008 – $2.3 million). The amount of non-capital 

losses at December 31, 2009, is approximately $146.3 million (December 31, 2008 – $58.0 million). If not utilized, these  

non-capital losses expire in various amounts between 2025 and 2028.

The tax effects of deductible temporary differences that give rise to future tax amounts are as follows:

		   2009 		   2008 

Difference between book values and tax values of:
 P roperty, plant and equipment	  $	 251,286 	  $	 236,638 
 N on-capital losses	 	  (36,565)	 	  (14,497)
  Intangible assets	 	  106,299 	 	  121,234 
  Working capital	 	  2,213 	 	  3,342 
  Asset retirement obligations	 	  (3,154)	 	  (3,879)
  Fair value of derivative financial instruments	 	  (1,083)	 	  (518)

	  $	 318,996 	  $	 342,320 

Current income taxes payable of $0.1 million (2008 – $0.8 million) are included in accounts payable.

13.  Partners’ Equity
Units Issued and Outstanding

Authorized

Unlimited number of Class A limited liability units

Unlimited number of Class B unlimited liability units

Issued and Outstanding 
	  Class A Units 	  Class B Units 	  Total 

Balance as at December 31, 2007	  220,659,122 	  221,017 	  220,880,139 
Issued under Distribution Reinvestment and Optional Unit 
  Purchase Plan (a)	  1,620,274 	  1,634 	  1,621,908 
Issued under Unit Incentive Option Plan (note 14)	  561,735 	  596 	  562,331 

Balance as at December 31, 2008	  222,841,131 	  223,247 	  223,064,378 
Issuance of units (b)	  20,930,000 	  20,952 	  20,950,952 
Issued under Premium Distribution™,  Distribution 
  Reinvestment and Optional Unit Purchase Plan (a)	  10,007,113 	  10,027 	  10,017,140 
Issued under Unit Incentive Option Plan 	  615,000 	  660 	  615,660 

Balance as at December 31, 2009	  254,393,244 	  254,886 	  254,648,130

TM 	 Denotes trademark of Canaccord Capital Corporation.
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(a)	 �On May 7, 2009, Inter Pipeline Fund adopted a Premium Distribution™ and Distribution Reinvestment Plan (Plan), 

commencing with May 2009 cash distributions. The Plan replaces Inter Pipeline’s previous Distribution Reinvestment 

Plan, and the Optional Unit Purchase component under the previous plan has been discontinued. Similar to the 

previous plan, under the Distribution Reinvestment component of the Plan, eligible unitholders may reinvest their 

cash distributions to purchase additional units issued from treasury at a 5% discount to the weighted-average 

trading price of Inter Pipeline units. Under the Premium Distribution™ component of the Plan, eligible unitholders 

may elect to exchange these additional units for a cash payment equal to 102% of the regular cash distribution 

on the applicable distribution payment date. As at December 31, 2009, Inter Pipeline was committed to issuing  

1.3 million Class A units to unitholders who elected to participate under the Plan. These units were issued on  

January 15, 2010.

(b)	 �On June 18, 2009, Inter Pipeline issued 20.9 million Class A units at $8.25 per Class A unit. Proceeds of  

$164.6 million, net of issuance costs, were applied to reduce outstanding debt. To maintain the required 0.1% 

interest in Inter Pipeline, the General Partner acquired 20,952 Class B units at a price of $8.25 per Class B unit.

Calculation of Net Income per Partnership Unit

Partnership units share equally on a pro rata basis in the allocation of net income. The number of diluted units outstanding 

is calculated using the Treasury Stock method based on the weighted-average number of units outstanding for the year 

as follows:

		   2009 		   2008 

Net income attributable to unitholders – Basic and diluted	  $	 157,680 	  $	 249,734 

	 	 		
Weighted-average units outstanding – Basic	 	  238,056,555 	 	  222,037,643 
Effect of Premium Distribution™ and Distribution Reinvestment Plan	 	  612,811 		   – 
Effect of Unit Incentive Option Plan	 	  131,140 	 	  251,237 

Weighted-average units outstanding – Diluted	 	  238,800,506 		   222,288,880 

Net income per Partnership unit – Basic and diluted	  $	 0.66 	  $	 1.12 

14.  Long-Term Incentive Plan and Unit Incentive Options
In 2003, the Board of Directors of the General Partner established an Option Plan whereby 7.3 million Class A units have 

been reserved for issuance under the Option Plan. Options to purchase Class A units are granted to directors, officers, 

employees and consultants of the General Partner. The exercise price of the options is equal to the current market price 

at the date of grant, subject to an incentive reduction. The options have a five-year term with one-third of the options 

vesting immediately on the date of grant and one-third on each of the first and second anniversary dates thereafter. 

The Option Plan provides for an incentive reduction in the exercise price of the options by the amount by which Inter 

Pipeline’s total return per unit in each calendar year exceeds a prescribed threshold return for such calendar year. The 

threshold return is determined annually and is equal to 350 basis points over the 10-year Government of Canada bond 

rate multiplied by the closing price of the units on the Toronto Stock Exchange (TSX) at the beginning of the year. The 

total return is the sum of the difference between the closing price of the units on the TSX at the end of the year or on 

the date of exercise, and the exercise price on the grant date, plus the cumulative dollar amount of distributions per unit 

declared during the year.

TM 	 Denotes trademark of Canaccord Capital Corporation
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Effective January 1, 2006, Inter Pipeline implemented an LTIP for its employees, officers, and directors of the General 

Partner. The LTIP is governed by a Deferred Unit Rights Plan (DURP) document that defines how awards made under 

the DURP will be determined and administered. A Deferred Unit Right (DUR), as granted under the DURP, is valued 

based on Inter Pipeline’s unit price plus credit for cash distributions paid to unitholders during the period the DURs are 

held. Unless otherwise provided in an individual grant agreement, the DUR will vest one-third on each of the successive 

anniversary dates from the date of grant. Upon exercise of a DUR, the amount owing will be paid out in cash net of 

applicable withholding taxes. At December 31, 2009, the current portion of the liability included in accounts payable 

and accrued liabilities is $9.6 million, and the long-term portion is $5.1 million (December 31, 2008 – $8.7 million and  

$1.4 million respectively). At December 31, 2009, 759,637 DURs are exercisable.

The following table summarizes the status of Inter Pipeline’s Option Plan and DURs as at December 31, 2009 and 2008 

changes during the years there ended: 

		  Unit Options		  DURs 

			   Weighted-	  
		  Weighted-	 Average	  
		  Average	 Adjusted	  
		E  xercise	E xercise	  
	 Number	 Price*	 Price**	 Number 

Balance outstanding, December 31, 2007	  	1,353,236 	  $	 8.23 	  $	 5.99 	  	1,029,929 
Granted	 	  – 	  $	 –   	  $	 –   	 	  723,829 
Exercised	 	  (561,735)	  $	 7.11 	  $	 3.78 	 	  (207,759)

Forfeited and cancelled	 	  (43,001)	  $	 9.51 	  $	 8.41 	 	  (63,394)

Balance outstanding, December 31, 2008	 	  748,500 	  $	 9.00 	  $	 7.52 	  	1,482,605 

Granted	 	  – 	  $	 – 	  $	 –	 	 1,214,336 
Exercised	 	  (615,000)	  $	 8.68 	  $	 2.83 	 	  (877,086)

Forfeited and cancelled	 	  (102,000)	  $	 10.45 	  $	 5.70 	 	  (67,111)

Balance outstanding, December 31, 2009		   31,500 	  $	 10.48 	  $	 5.75 		  1,752,744

 * The weighted-average exercise price based on the exercise price on the date of grant.
** �The weighted-average exercise price adjusted for the incentive reduction to December 31, 2009. 

For the year ended December 31, 2009, capital expenditures included $0.2 million, operating expenses included  

$4.5 million and general administrative expenses included $10.4 million related to DURs (2008 – nil, $1.3 million and  

$2.8 million, respectively). 

The following table summarizes information about unit options outstanding at December 31, 2009:

	 Options Outstanding and Exercisable

	 	  Weighted-	
		   Average	  Weighted-
	N umber of 	  Remaining	  Average Exercise
Adjusted exercise price	 Options 	  Contractual Life	  Price*

$5.75 	 31,500 	  0.6 years 	 $  5.75

* �The weighted-average exercise prices shown for options outstanding and exercisable at the end of the year are adjusted for the incentive 
reduction.

There have not been any unit option grants since 2005, and the remaining balance outstanding expires in July 2010.  

No expense was recorded in the year ended December 31, 2009 (2008 – nominal). 
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15.  Depreciation and Amortization
		   2009 		   2008 

Depreciation of facilities and equipment	  $	 80,065 	  $	 75,465 
Depreciation of Corridor linefill	 	  1,774 	 	  1,774 
Amortization of intangible assets	 	  14,148 	 	  14,101 
Accretion of asset retirement obligation	 	  325 	 	  790 
Impairment of intangible assets	 	  5,917 	 	  – 

Total depreciation and amortization	  $	 102,229 	  $	 92,130

During the year ended December 31, 2009, Inter Pipeline recorded an impairment of intangible assets of $5.9 million 

related to customer contracts either terminated or expired in the bulk liquid storage business segment. The remaining 

net book value of intangible assets associated with these specific contracts was written off during 2009.

16.  Financing Charges
		   2009 		   2008 

Interest expense on credit facilities	  $	 23,288 	  $	 58,699 
Interest on Loan Payable to General Partner	 	  24,034 	 	  24,034 
Interest on Corridor Debentures	 	  3,903 		   11,991 

	 	  51,225 	 	  94,724 
Capitalized interest (note 5a)	 	  (14,358)	 	  (34,589)
Amortization of transaction costs on long-term debt 	 	  64 	 	  84 

Total financing charges	  $	 36,931 	  $	 60,219 

During 2009, Inter Pipeline incurred $23.3 million of interest expense on credit facilities (2008 – $58.7 million), including 

$18.4 million in respect of interest costs on drawn amounts (2008 – $55.2 million), $2.4 million in cash settlements on 

interest rate swaps (2008 – $1.1 million), and $2.5 million in respect of fees on undrawn amounts (2008 – $2.4 million).

17.  Related Party Translations
No revenue was earned from related parties for the years ended December 31, 2009 and 2008.

In 2002, Inter Pipeline entered into a support agreement that enables Inter Pipeline to request PAC, the shareholder of the 

General Partner, and its affiliates to provide certain personnel and services to the General Partner to fulfill its obligations 

to administer and operate Inter Pipeline’s business. Such services are incurred in the normal course of operations and 

amounts paid for such services are at cost for the services provided. No amounts were paid in 2009 and 2008 under the 

support agreement.

Amounts due from/to the General Partner and its affiliates related to their services are non-interest bearing 

and have no fixed repayment terms, with the exception of the loan payable to the General Partner (note 8). At  

December 31, 2009, accounts payable includes $0.5 million owing to the General Partner by Inter Pipeline  

(December 31, 2008 – $0.5 million).

Management fees of $7.0 million, including disposition fees of $0.1 million, were earned by the General Partner in 

the year ended December 31, 2009 (2008 – $7.1 million and nil, respectively). No acquisition fees were earned by the 

General Partner in 2009 and 2008.
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In 2004, Inter Pipeline entered into a loan agreement with the General Partner for $379.8 million (note 8). At  

December 31, 2009, accounts payable includes interest payable to the General Partner on the loan of $4.3 million 

(December 31, 2008 – $4.3 million). The General Partner has earned $0.2 million from Inter Pipeline in interest income 

during the year (2008 – $0.2 million) on a net basis, after paying interest expense to the ultimate note holders. 

In 2009, certain of the officers and directors of the General Partner received a total of $0.8 million in dividends from PAC 

pursuant to their non-voting shares (2008 – $0.9 million).

All transactions and balances with related parties are established and agreed to by the various parties and approximate 

the exchange amount.

18.  Commitments
On June 15, 2007, Inter Pipeline entered into an agreement with the shippers to guarantee the payment and performance 

of all obligations, other than repayment of borrowed amounts or similar financial obligations, of Corridor, the General 

Partner, or the operator (if the operator was not Inter Pipeline) in favour of the shippers under the FSA and other related 

agreements. The guarantee may be exercised in the event that Corridor, the General Partner or the operator (if the 

operator was not Inter Pipeline) fails to pay or perform such obligations for any reason.

As a result of the sale of Lewis (note 5), Inter Pipeline provided third-party guarantees for minimum payments under 

commercial vehicle lease agreements that expire between July 2010 and December 2013. The guarantees may be 

exercised if the purchaser fails to fulfill its payment obligations. At December 31, 2009, the guaranteed lease obligations 

are approximately $1.4 million.

Inter Pipeline has committed to additional expenditures on property, plant and equipment and purchase obligations 

totaling approximately $434.6 million and $22.6 million, respectively, at December 31, 2009. 

Inter Pipeline is also committed to investing capital in the bulk liquid storage business to comply with the United Kingdom’s 

post Buncefield regulations. Potential solutions are being evaluated and the amount and timing of expenditures have 

not been determined. 

Minimum Lease Payments

Inter Pipeline has entered into lease agreements for office space, storage, property and equipment to 2038. The future 

minimum annual lease payments for these lease commitments are:

2010	 	 	  $	 6,552 
2011	 	 	 	  6,351 
2012	 	 	 	  6,144 
2013	 	 	 	  6,210 
2014	 	 	 	  6,271 
Thereafter	 	 	 	  51,549 

	 	 	  $	 83,077
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19.  Capital Disclosures
Financial objectives are aligned with Inter Pipeline’s commercial strategies and its long-term outlook for the business. 

Inter Pipeline’s capital management objectives are to maintain (i) stable cash distributions to unitholders over economic 

and industry cycles; (ii) a flexible capital structure which optimizes the cost of capital within an acceptable level of risk; 

and (iii) an investment grade credit rating. Management manages the capital structure and makes adjustments based on 

changes in economic conditions and the risk characteristics of the underlying assets. In order to maintain or modify the 

capital structure, Inter Pipeline may adjust the level of cash distributions paid to unitholders, issue new partnership units 

or new debt, renegotiate new debt terms or repay existing debt.

Inter Pipeline maintains flexibility in its capital structure to fund growth capital and acquisition programs throughout 

market and industry cycles. Inter Pipeline projects its funding requirements to ensure appropriate sources of financing 

are available to meet future financial obligations and capital programs. Inter Pipeline generally relies on committed credit 

facilities and cash flow from operations to finance capital requirements. At December 31, 2009, Inter Pipeline had access 

to committed credit facilities totaling $2,892.0 million, of which $952.1 million remains unutilized. Inter Pipeline also had 

access to unutilized demand facilities of $59.8 million.

Taking future market trends into consideration, Inter Pipeline regularly forecasts its operational requirements and 

expected funds from operations to ensure that sufficient funding is available for future sustaining capital programs and 

distributions to unitholders.

Capital under management includes long-term debt and short-term borrowings (excluding discounts and transaction 

costs) and partners’ equity. Capital is monitored through a number of measures, including total recourse debt to 

capitalization and recourse debt to EBITDA*. Capital management objectives are to provide access to capital at a 

reasonable cost while maintaining an investment grade long-term corporate credit rating and ensuring compliance with 

all financial debt covenants.

Management’s objectives are to remain well below its maximum target ratio of 65% recourse debt to capitalization and 

maximum senior recourse debt to EBITDA rate of 4.25 stipulated in the terms of Inter Pipeline’s credit facilities. The 

recourse debt to capitalization and senior recourse debt to EBITDA measures below are substantially the same as the 

coverage ratio terms contained in Inter Pipeline’s credit facilities.

		   2009 		   2008 

Long-term debt (excluding transaction costs and discounts, per note 8)				  
 R ecourse debt	 $	 733,400 	  $	 804,800  
 N on-recourse debt	 	  1,886,300 	 	  1,536,500 

	 	  2,619,700 	 	  2,341,300 
Short-term borrowings – non-recourse (note 8)	 	  – 	 	  7,896 
Partners’ equity	 	  1,320,101 	 	  1,130,159 

Total capitalization	 $	 3,939,801 	  $	3,479,355 

Capitalization (excluding non-recourse debt)	 $	 2,053,501 	  $	1,934,959 

Recourse debt to capitalization 	 	 35.7%	 	 41.6%

* �EBITDA is a non-GAAP measure whose nearest GAAP measure is net income. Non-GAAP measures do not have a standardized meaning 
prescribed by GAAP and therefore may not be comparable to similar measures presented by other entities. 
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	 	  2009 	 	  2008 

Net income	 $	 157,680 	  $	 249,734 
Add:	 		  	
  Depreciation and amortization	 	  102,229 	 	  92,130 
  (Gain) loss on disposal of assets	 	  (17,837)	 	  857 
  Financing charges	 	  36,931 	 	  60,219 
 N on-cash operating and general and administrative expense	 	  3,472 	 	  (1,042)
  Unrealized change in fair value of derivative financial instruments	 	  65,230 	 	  (74,383)
  (Recovery of) provision for income taxes	 	  (15,888)	 	  15,891 

EBITDA*	 $	 331,817 	  $	 343,406 

Recourse debt to EBITDA*	 	  2.2 	 	  2.3

* �EBITDA is a non-GAAP measure whose nearest GAAP measure is net income. Non-GAAP measures do not have a standardized meaning 
prescribed by GAAP and therefore may not be comparable to similar measures presented by other entities. 

Inter Pipeline was compliant with all covenants throughout the period. 

20.  Financial Instruments
Classification of Financial Assets and Financial Liabilities

The carrying value of Inter Pipeline’s financial assets and liabilities recorded at December 31, 2009 are classified  

as follows:

	   	 	   	 Carrying		   
	   	 	   	 Value	 Non	 Carrying 
	   	 	  Other 	 of Financial	 Financial	 Value 
	  Held For 	 Loans and	  Financial 	 Asset or	 Asset or	 of Asset or 
	  Trading 	 Receivables	  Liabilities 	 Liability	 Liability*	 Liability 

Assets**
  Cash and cash equivalents	  $	 18,208 	  $	 – 	  $	 – 	  $	 18,208 	  $	 – 	  $	 18,208 
  Accounts receivable	  – 	  110,213 	  – 	  110,213 	  11,909 	  122,122 
 P repaid expenses and 
    other deposits	  9,095 	  – 	  – 	  9,095 	  8,832 	  17,927 
  Derivative financial 
    instruments*** 	  12,977 	  – 	  – 	  12,977 	  – 	  12,977 

Liabilities
  Cash distributions payable	  – 	  – 	  19,098 	  19,098 	  – 	  19,098 
  Accounts payable and 
    accrued liabilities	  2,991 	  – 	  120,525 	  123,516 	  13,393 	  136,909 
  Derivative financial 
    instruments***	  20,736 	  – 	  – 	  20,736 	  – 	  20,736 
  Deferred revenue	  – 	  – 	  133 	  133 	  12,218 	  12,351 
  Long-term debt (note 8)****	  – 	  – 	  2,619,700 	  2,619,700 	  – 	  2,619,700 
 L ong-term payable	  9,212 	  – 	  – 	  9,212 	  – 	  9,212

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

amortization.
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a) Fair Value of Financial Instruments

The fair value of long-term debt and derivative financial instruments are discussed in the following paragraphs. The  

long-term payable is carried at fair value and represents the unrealized change in fair value of interest rate swaps that are 

recoverable from the Corridor shippers. The carrying value of all other financial assets and liabilities approximate their 

fair value due to the relatively short-term maturity. 

Due to the short-term maturity of instruments under long-term variable rate revolving credit facilities, it is assumed that 

the carrying amounts of these financial instruments approximate their fair values. At December 31, 2009, the carrying 

values of fixed rate debt compared to fair values are as follows: 

	 Carrying Value* 	 Fair Value 

Loan Payable to General Partner 	  $	 379,800 	  $	 410,590 

Corridor Debentures	  $	 300,000 	  $	 311,602

* Carrying values exclude transaction costs, discount and accumulated amortization. 

The estimated fair value of the fixed rate debt has been determined based on available market information and appropriate 

valuation methods, including the use of discounted future cash flows using current rates for similar financial instruments 

subject to similar risks and maturities. The actual amounts realized may differ from these estimates. 

The fair values of derivative financial instruments are calculated by Inter Pipeline using a discounted cash flow methodology 

with reference to actively quoted forward prices and/or published price quotations in an observable market and market 

valuations provided by counterparties. Forward prices for NGL swaps are less transparent because they are less actively 

traded. These forward prices are assessed based on available market information for the time frames for which there are 

derivative financial instruments in place. These fair values are discounted using a risk free rate plus a credit premium that 

takes into account the credit quality of the instrument. 

The fair values of derivative financial instruments used for risk management activities are recorded in the consolidated 

balance sheets as follows:

		   2009 		   2008 

Current asset	  $	 3,738 	  $	 82,940 
Long-term asset	 	  9,239 	 	  39,160 
Current liability	 	  (16,655)		   (38,818)
Long-term liability	 	  (4,081)	  	 (12,912)

	  $	 (7,759)	  $	 70,370
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Derivative financial instruments carried at fair value are as follows: 

		   2009 		   2008 

Frac-spread risk management
 N GL swaps	  $	 (9,313)	  $	 93,396 
 N atural gas swaps	 	  (5,975)	 	  (17,470)
  Foreign exchange swaps	 	  (854)	 	  (28,533)

	 	  (16,142)	 	  47,393 

Interest rate risk management	 	
  Interest rate swaps	 	  8,385 	 	  20,185 

	 	  8,385 	 	  20,185

Power price risk management

 E lectricity price swaps	 	  (43)		   – 
  Heat rate swaps	 	  41 	 	  2,792 

	 	  (2)	 	  2,792 

	  $	 (7,759)	  $	 70,370 

b) Fair Value Hierarchy

Financial instruments recorded at fair value in the consolidated balance sheets are categorized based on the fair value 

hierarchy of inputs. The three levels of the fair value hierarchy are described as follows:

Level 1 inputs involve limited use of judgments as fair value inputs are based on unadjusted quoted prices in active markets 

for identical assets and liabilities. Inter Pipeline does not use level 1 inputs for any of its fair value measurements.

Level 2 inputs require slightly more judgment than level 1 but still involve observable or corroborated, either directly or 

indirectly, market factors. Inter Pipeline’s level 2 inputs include quoted market prices for commodities, foreign exchange, 

interest rates and credit risk premiums. Financial instruments in this category include non-exchange traded derivatives 

such as over-the-counter physical forwards, interest rate swaps, and fixed rate debt. Inter Pipeline obtains information 

from sources including independent price publications, third-party pricing services, market exchanges and investment 

dealer quotes. Inter Pipeline uses level 2 inputs for all of its derivative financial instrument and fixed rate debt fair  

value measurements.

Level 3 inputs require the most significant judgments and consist primarily of unobservable or non-market based inputs. 

Level 3 inputs include longer-term transactions, transactions in less active markets or transactions at locations for which 

pricing information is not available. In these instances, internally developed methodologies are used to determine fair 

value which primarily includes extrapolation of observable future prices to similar locations, similar instruments or later 

time periods. Level 3 inputs may include items based on pricing services or broker quotes, but the inputs into the prices 

are not observable and cannot be verified. 



  I n t e r  p i p e l i n e  F U N D 112

c) Net Gains or Losses

Realized and Unrealized Gain (Loss) on Derivative Instruments – Held-for-Trading

Realized gains (losses) represent actual settlements under derivative contracts during the period. The realized gains 

(losses) on derivative financial instruments recognized in income were: 

		   2009 		   2008 

Revenues
 N GL swaps	  $	 54,842 	  $	 (23,421)
  Foreign exchange swaps (frac-spread)	 	  (13,897)	 	  1,629 

	 	  40,945 	 	  (21,792)

Shrinkage gas expense
 N atural gas swaps	 	  (30,071)		   282 

	 	  (30,071)		   282 

Operating expenses
 E lectricity price swaps	 	  – 	 	  790 
  Heat rate swaps	 	  1,658 		   1,120

	 	  1,658 		   1,910 

Financing charges
  Interest rate swaps	 	  7,627 		   800 

	 	  7,627 		   800 

Net realized gain (loss) on derivative financial instruments 	  $	 20,159 	  $	 (18,800)

Realized gains (losses) represent actual settlements under derivative contracts during the period.

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

		   2009 		   2008 

Frac-spread risk management
 N GL swaps	  $	 (102,710)	  $	 119,614 
 N atural gas swaps	 	  11,495 	 	  (9,634)
  Foreign exchange swaps 	 	  27,679 	 	  (34,891)

	 	  (63,536)	 	  75,089 

Interest rate risk management
  Interest rate swaps	 	  1,908 	 	  (2,699)

	 	  1,908 	 	  (2,699)

Power price risk management
 E lectricity price swaps	 	  (43) 	 	  (451)
  Heat rate swaps	 	  (2,751)	 	  2,792 

	 	  (2,794)	 	  2,341 

Transfer of gains and losses on derivatives previously designated as 
  cash flow hedges from accumulated other comprehensive income	 	  (808)	 	  (348)

Unrealized change in fair value of derivative financial instruments	  $	 (65,230)	  $	 74,383
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The following table presents a reconciliation of the change in the fair market value of derivative financial instruments 

used for risk management activities during 2009: 

		   Fair Market 		  Total Unrealized 
	 	  Value 	 	  Loss 

Fair value of derivative financial instruments, beginning of period	  $	 70,370 	  $	 – 
  Changes in fair values of contracts in place at beginning of period and 
    contracts entered into during period attributable to market price and 
    other market changes *	 	  (57,970)	 	  (54,268)
  Fair value of contracts realized during period *	 	  (20,159)	 	  (10,154)
  Changes in values attributable to other comprehensive income		  – 		   (808)

Fair value of derivative financial instruments, end of period	  $	 (7,759)	  $	 (65,230)

* �Gains or losses arising on the Corridor interest rate swaps are recoverable from the shippers. Therefore, the changes in fair value have been 
recorded as an asset or liability and are excluded from the total unrealized loss shown here (note 1(d)).

Unrealized changes in fair value are attributable to market price and other market changes that impact contracts in place 

at the beginning of the year that settled during the period, new contracts entered into during the period and contracts 

outstanding at the end of the period.

Realized and Unrealized Gain (Loss) on Other Classes of Financial Instruments

Inter Pipeline had no significant gains (losses) or impairment losses on other classes of financial instruments. 

21.  Risk Management
Inter Pipeline is exposed to a number of inherent financial risks arising in the normal course of operations which include 

market price risk related to commodity prices, foreign currency exchange rates and interest rates, credit risk and  

liquidity risk. 

a)  Market Risk

Market risk is the risk or uncertainty that the fair value of financial instruments, future cash flows and net earnings of Inter 

Pipeline will fluctuate due to movements in market rates. Inter Pipeline utilizes derivative financial instruments to manage 

its exposure to market risks relating to commodity prices, foreign exchange and interest rates. Inter Pipeline has a risk 

management policy in place that defines and specifies the controls and responsibilities associated with those activities 

managing market exposure to changing commodity prices (crude oil, natural gas, NGLs and power) as well as changes 

within financial markets relating to interest rates and foreign exchange exposure for Inter Pipeline. Inter Pipeline’s risk 

management policy prohibits the use of derivative financial instruments for speculative purposes.

In the following sections, sensitivity analyses are presented to provide an indication of the amount that an isolated 

change in one variable may have on pre-tax earnings, with the exception of interest rate and frac-spread sensitivity 

analyses, which are presented net of tax. Prior to 2011, Inter Pipeline is only taxable on entities within its corporate 

structure that are corporations, therefore the analyses in the sections below (except Interest Rate Risk Management 

and Frac-spread Risk Management) assume nil income tax impact. In the following sections, sensitivity analyses are 

presented based on derivative financial instruments and long-term debt outstanding at December 31, 2009. The analyses 

are hypothetical and should not be considered to be predictive of future performance. Changes in fair value generally 

cannot be extrapolated based on one variable because the relationship with other variables may not be linear. In reality, 

changes in one variable may magnify or counteract the impact of another variable which may result in a significantly 

different conclusion. 
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Frac-Spread Risk Management

Inter Pipeline is exposed to frac-spread risk which is the relative price differential between the sale of NGL produced 

and the purchase of shrinkage gas used to replace the heat content removed during the extraction of the NGL from the 

natural gas stream. Derivative financial instruments are utilized to manage frac-spread risk. Inter Pipeline transacts with 

third party counterparties to sell a notional portion of its NGL products and purchase related notional quantities of natural 

gas at fixed prices. NGL price swap agreements are transacted in US currency therefore Inter Pipeline also enters into 

foreign exchange contracts to sell US dollars to convert notional US dollar amounts in the NGL swaps. 

Contracts outstanding at December 31, 2009, represented approximately 42% of forecast volumes at the Cochrane 

extraction plant for the period January to December 2010 at average net prices of approximately $0.72 Cdn/US 

gallon and 11% of forecast volumes for the period January to December 2011 at average net prices of approximately  

$0.70 Cdn/US gallon. These average prices approximated $0.68 US/US gallon and $0.66 US/US gallon, respectively, 

based on the average US$/Cdn$ forward curve as at December 31, 2009.

The following table illustrates how a 10% change in NGL and AECO natural gas commodity prices and foreign exchange 

rates in isolation could individually impact the mark-to-market valuation of Inter Pipeline’s derivative financial instruments 

used to manage frac-spread risk and consequently after-tax income assuming rates associated with each of the other 

components and all other variables remain constant:

		  Change in Net	 Change in Net 
	 Fair Value of	 Income Based	 Income Based 
	 Derivative	 on 10%	 on 10%
	 Financal	 Increase in	 Decrease in
	 Instruments	 Prices/Rates**	 Prices/Rates** 

NGL*	 $	 (9,313)	  $	 (13,922)	  $	 13,922 
AECO natural gas	  	 (5,975)	 	  4,906 	 	  (4,906)
Foreign exchange	 	  (854)	 	  (13,074)	 	  13,074 

Frac-spread risk management	 $	 (16,142)

*	 Assumes that a commodity price change will impact all propane, normal butane, isobutane and pentanes plus products linearly.
**	Negative amounts represent a liability increase or asset decrease. Changes related to 2011 contracts are net of tax of 26.5%.

Interest Rate Risk Management

Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate as a result of 

a change in market interest rates. Inter Pipeline manages its interest rate risk by balancing its exposure to fixed and 

variable rates while minimizing interest costs. When deemed appropriate, Inter Pipeline enters into interest rate swap 

agreements to manage its interest rate price risk exposure. 

In 2001, Inter Pipeline entered into a series of floating-to-fixed interest rate swap agreements maturing in  

December 2011 with a Canadian chartered bank to manage the interest rate risk exposure on its unsecured revolving 

credit facility. Fixed rates range from 6.30% to 6.31%. At December 31, 2009, the swap agreements have a total notional 

value of $42.0 million (2008 – $43.0 million). The notional principal balance of one of these swap agreements is reduced 

by $1.0 million per year for the term of the agreement.

In 2007, Inter Pipeline assumed fixed-to-floating interest rate swap agreements with a Canadian chartered bank 

to manage its interest rate cash flow exposure on the entire $300.0 million balance of its 5 and 10 year fixed rate  

Corridor debentures.
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Inter Pipeline’s exposure to interest rate risk primarily relates to its long-term debt obligations and fair valuation of 

floating-to-fixed interest rate swap agreements. Since fixed rate long-term debt is carried at amortized cost rather than 

at fair value, the carrying value of this debt is not subject to interest rate risk. Since the fair value gains and losses on the 

fixed-to-floating interest rate swap agreements are offset by the long-term receivable or long-term payable, there is no 

interest rate risk on these agreements.

Based on the variable rate debt obligations outstanding at December 31, 2009, a 1% change in interest rates at this 

date could affect interest expense on credit facilities and consequently pre-tax income by approximately $19.4 million, 

assuming all other variables remain constant. Of this amount, $17.1 million relate to the $2.1 billion Unsecured Revolving 

Credit Facility (note 8) and are recoverable through the terms of the Corridor FSA. A 1% change in interest rates at 

December 31, 2009 could affect the mark-to-market valuation of Inter Pipeline’s derivative financial instruments used to 

manage interest rate risk and consequently after-tax income by approximately $0.6 million, assuming all other variables 

remain constant. 

Power Price Risk Management

Inter Pipeline uses derivative financial instruments to manage power price risk in its conventional oil pipelines and 

NGL extraction business segments. Inter Pipeline enters into financial heat rate swap contracts to manage electricity 

price risk exposure in the NGL extraction business. Contracts outstanding at December 31, 2009 were for a notional 

quantity of 12.0 MW of electric power per hour for the period January 1, 2010 to December 31, 2010 at a price equal to  

$8.75 GJs/MWh multiplied by the AECO monthly index price. Inter Pipeline also enters into financial power swap 

contracts to manage electricity price exposure in the conventional oil pipeline business. A contract outstanding at 

December 31, 2009 was for a notional quantity of 4.0 MW of electric power per hour for the period January 1, 2010 to 

December 31, 2010 at a price equal to $49.00/MWh. A 10% change in Alberta power pool commodity prices in isolation 

with all other variables held constant, could potentially change the mark-to-market valuation of Inter Pipeline’s derivative 

financial instruments used to manage power price risk and consequently pre-tax income by approximately $0.7 million. 

A 10% change in AECO natural gas prices in isolation with all other variables held constant, could potentially change 

the mark-to-market valuation of Inter Pipeline’s derivative financial instruments used to manage power price risk and 

consequently pre-tax income by approximately $0.5 million.

Foreign Exchange Risk Management

Inter Pipeline is exposed to currency risk resulting from the translation of assets and liabilities of its European bulk liquid 

storage operations and transactional currency exposures arising from purchases in currencies other than Inter Pipeline’s 

functional currency, the Canadian dollar. Transactional foreign currency risk exposures have not been significant 

historically, therefore are generally not hedged; however, Inter Pipeline may decide to hedge this risk in the future.

b) Credit Risk 

Credit exposure on financial instruments arises from a counter-party’s inability or unwillingness to fulfill its obligations 

to Inter Pipeline. Inter Pipeline’s credit risk exposure relates primarily to customers (accounts receivable) and financial 

counterparties holding cash and derivative financial instruments. Inter Pipeline’s exposure to credit risk arises from 

default of a customer or counterparty’s obligations, with a maximum exposure equal to the carrying amount of these 

instruments. Credit risk is managed through credit approval and monitoring procedures.
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With respect to credit risk arising from cash, deposits and derivative financial instruments, Inter Pipeline believes the risks 

of non-performance of counterparties are minimal as cash, deposits and derivative financial instruments outstanding are 

predominantly held with major financial institutions or investment grade corporations. 

At December 31, 2009, Inter Pipeline considers that the risk of non-performance of its customers is minimal based on 

Inter Pipeline’s credit approval and ongoing monitoring procedures and historical experience. The creditworthiness 

assessment takes into account available qualitative and quantitative information about the counterparty including, but 

not limited to, financial status and external credit ratings. Depending on the outcome of each assessment, guarantees 

or some other credit enhancement may be requested as security. Inter Pipeline attempts to mitigate its exposure by 

entering into contracts with customers that may permit netting or entitle Inter Pipeline to lien or take product in kind  

and / or allow for termination of the contract on the occurrence of certain events of default. Each business segment 

monitors outstanding accounts receivable on an ongoing basis. 

At December 31, 2009, accounts receivable outstanding meeting the definition of past due and impaired  

are immaterial. 

Concentrations of credit risk associated with accounts receivable relate to a limited number of principal customers 

in the oil sands transportation and NGL extraction business segments, the majority of which are investment grade 

corporations in the energy and chemical industry sectors. At December 31, 2009, accounts receivable associated with 

these two business segments were $88.0 million or 72% of total accounts receivable outstanding. Inter Pipeline believes 

the credit risk associated with the remainder of accounts receivable is minimized due to diversity across business units 

and customers. 

c) Liquidity Risk 

Liquidity risk is the risk that suitable sources are not available to fund business operations, commercial strategies 

or meet financial obligations. The table below summarizes the contractual maturity profile of Inter Pipeline’s financial 

liabilities at December 31, 2009, on an undiscounted basis:

		L  ess Than 
	 Total	 One Year	 1 to 5 Years	 After 5 Years 

Cash distributions payable	  $	 19,098 	  $	 19,098 	  $	 – 	  $	 – 
Accounts payable and accrued liabilities	  123,516 	  123,516 	  – 	  – 
Deferred revenue	  133 	  133 	  – 	  – 
Derivative financial instruments*	  21,092 	  16,844 	  4,248 	  – 
Long-term debt	  2,619,700 	  273,600 	  2,196,100 	  150,000 
Long-term payable*	  9,977 	  – 	  9,762 	  215 

	  $	 2,793,516 	  $	 433,191 	  $	 2,210,110 	  $	 150,215

* �Derivative financial instruments are shown on a net basis. The long-term payable and derivative financial instruments represent an estimate of 
the fair value liability on an undiscounted basis for financially net settled derivative contracts outstanding at December 31, 2009, based upon 
contractual maturity dates. Fair values of the long-term payable and derivative financial instruments reported on the balance sheets are shown 
on a discounted basis.

Inter Pipeline projects its funding requirements to ensure appropriate sources of finances are available to meet future 

financial obligations. Financial liabilities may be funded through cash from operations or through other capital strategies 

as discussed in note 19 – Capital Disclosures. At December 31, 2009, Inter Pipeline had access to unutilized credit and 

demand facilities of approximately $1,011.9 million to fund a portion of the foreseeable obligations noted in the table 

above, with certain amounts of those unutilized facilities available to specific subsidiaries of Inter Pipeline which are 

included in these consolidated financial statements.
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22.  Supplemental Cash Flow Information

Restricted Cash

At December 31, 2009, cash and cash equivalents includes a restricted cash balance of $2.5 million in the  

form of guaranteed investment certificates held by Cold Lake L.P. as collateral for its issued letters of credit  

(December 31, 2008 – $2.5 million). 

Changes in Non-Cash Working Capital
		   2009 		   2008 

Accounts receivable	  $	 2,009 	  $	 32,659 
Prepaid expense and other deposits	 	  (7,199)	 	  4,804 
Cash distributions payable	 	  3,484 	 	  132 
Accounts payable and accrued liabilities	 	  (59,233)	 	  11,758 
Deferred revenue	 	  6,132 	 	  (2,962)
Impact of foreign exchange rate differences and other	 	  436 	 	  950 

Changes in non-cash working capital	  $	 (54,371)	  $	 47,341

These changes relate to the following activities:
  Operating 	  $	 (12,374)	  $	 40,671 
  Investing	 	  (45,481)	 	  6,538 
  Financing	 	  3,484 	 	  132 

Changes in non-cash working capital	  $	 (54,371)	  $	 47,341 

Other Cash Flow Information
		   2009 		   2008 

Cash taxes paid	  $	 1,475 	  $	 2,541 

Cash interest paid	  $	 53,144 	  $	 95,209 

23.  Major Customers
In 2009, Dow Chemical Canada and BP Canada, two of the principal customers of the NGL extraction business, 

accounted for 48% (2008 – Dow Chemical Canada and BP Canada accounted for 55%) of Inter Pipeline’s consolidated 

revenue. Inter Pipeline believes the financial risk associated with these customers is minimal.
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24.  Interests in Joint Ventures
85% Interest in Cold Lake 

Summarized information on the results of operations, financial position and cash flows relating to Inter Pipeline’s 85% 

interest in Cold Lake L.P. and Cold Lake Pipeline Ltd. are:

		   2009 		   2008 

Revenues	  $	 67,565 	  $	 66,474 
Expenses	 	  (44,199) 	 	  (45,159)
Provision for income taxes	 	  (151)	 	  (134)

 P roportionate share of net income	  $	 23,315 	  $	 21,181 

 P roportionate share of funds from operations	  $	 43,091 	  $	 38,633 

Cash provided by operating activities	  $	 45,904 	  $	 38,861 
Cash used in investing activities	 	  (20,473)	 	  (39,349)

 P roportionate share of increase (decrease) in cash and cash equivalents	  $	 25,431 	  $	 (488)

Current assets	  $	 33,147 	  $	 27,854 
Long-term assets	 	  458,168 	 	  464,914 
Current liabilities	 	  (3,394)		   (2,880)

 P roportionate share of net assets	  $	 487,921 	  $	 489,888

50% Interest in Empress V Extraction Plant

Summarized information on the results of operations, financial position and cash flows relating to Inter Pipeline’s  

50% interest in the Empress V extraction plant are:

		   2009 		   2008 

Revenues	  $	 53,234 	  $	 126,540 
Expenses	 	  (53,720)	 	  (122,907)

 P roportionate share of net income	  $	 (486)	  $	 3,633 

 P roportionate share of funds from operations	  $	 3,327 	  $	 6,990 

Cash provided by operating activities	  $	 4,688 	  $	 5,915 
Cash used in investing activities	 	  (11,447)		   (10,098)

 P roportionate share of decrease in cash and cash equivalents	  $	 (6,759)	  $	 (4,183)

Current assets	  $	 10,681 	  $	 14,981 
Long-term assets	 	  112,300 		   110,019 
Current liabilities	 	  (9,219)	 	  (15,856)
Long-term liabilities	 	  (409)	 	  (408)

 P roportionate share of net assets	  $	 113,353 	  $	 108,736

25.  Comparative Figures
The comparative consolidated financial statements have been reclassified from statements previously presented to 

conform to the presentation of the current year consolidated financial statements.
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	 		  	 2009 	  	 2008 	  	 2007 	  	 2006 	  	 2005

Revenues
  Oil sands transportation	 		   $	 130.6 	  $	 146.0 	  $	 109.0 	  $	 58.8 	  $	 62.7
 N GL extraction	 		  	  529.1 	 	  794.3 	 	  756.7 	 	  691.8 	 	  724.0
  Conventional oil pipelines	 		  	  148.9 	 	  148.0 	 	  122.8 	 	  116.7 	 	  109.9
  Bulk liquid storage	 		  	  116.0 	 	  136.3 	 	  156.5 	 	  143.7 	 	  30.4

	 		   $	 924.6 	  $	1,224.6 	  $	1,145.0 	  $	1,011.0 	  $	 927.0

Funds from operations	
  Oil sands transportation	 		   $	 73.9 	  $	 69.8 	  $	 58.7 	  $	 37.5 	  $	 45.0
 N GL extraction	 		  	  133.1 	 	  134.0 	 	  145.7 	 	  111.3 	 	  75.8
  Conventional oil pipelines	 		  	  110.8 	 	  106.5 	 	  86.5 	 	  81.1 	 	  79.1
  Bulk liquid storage	 		  	  41.4 	 	  41.6 	 	  44.0 	 	  38.4 	 	  9.2
  Corporate costs	 		  	  (65.0)	 	  (71.4)	 	  (88.0)	 	  (62.9)	 	  (56.1)

	 		   $	 294.2 	  $	 280.5 	  $	 246.9 	  $	 205.4 	  $	 153.0

 P er unit	 		   $	 1.24 	  $	 1.26 	  $	 1.21 	  $	 1.03 	  $	 0.84

Net income (loss)	 		   $	 157.7 	  $	 249.7 	  $	 (80.0)	  $	 130.6 	  $	 89.3
 P er unit – basic and diluted	 		   $	 0.66 	  $	 1.12 	  $	 (0.39)	  $	 0.65 	  $	 0.48

Cash distributions	 		   $	 202.4 	  $	 186.6 	  $	 171.7 	  $	 160.8 	  $	 137.7
 P er unit	 		   $	 0.845 	  $	 0.840 	  $	 0.840 	  $	 0.800 	  $	 0.753

Units outstanding (basic)
  Weighted average	 		  	  238.1 	 	  222.0 	 	  203.4 	 	  199.6 	 	  182.7
 E nd of period	 		  	  254.6 	 	  223.1 	 	  220.9 	 	  201.7 	 	  184.6

Capital expenditures
  Growth*	 		   $	 573.4 	  $	 601.7 	  $	 363.9 	  $	 52.0 	  $	 15.5
  Sustaining*	 		   $	 18.0 	  $	 13.4 	  $	 12.2 	  $	 13.6 	  $	 6.8

	 		   $	 591.4 	  $	 615.1 	  $	 376.1 	  $	 65.6 	  $	 22.3

*Refer to the non-GAAP Financial Measures section of the MD&A.

Five Year Historical Summary 
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Board of Directors

John F. Driscoll

Director and the  
Chairman of the Board

Toronto, Ontario	
Age: 68

Lorne E. Brown(1)

Director, Member  
of the Audit and  
EH&S Committee	

Oro Valley, Arizona	
Age: 67

Nicholas O.Brigstocke

Director	

Midhurst, West Sussex, 
United Kingdom	
Age: 67

(1) Independent Director

Mr. Driscoll is the founder 
and President of JF 
Driscoll Investment Corp., 
a company specializing in 
investment management 
and related advisory 
and consulting services. 
During the last 20 years, 
issuers of which  
Mr. Driscoll was 
Chairman or Chief 
Executive Officer have 
invested, or managed  
the investment of, more 
than $12.4 billion.  
Mr. Driscoll received 
his Bachelor of Science 
degree from the Boston 
College Business School 
and attended the New 
York Institute of Finance 
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studies. He is a member 
of the CFA Institute 
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professional manager 
designation with the 
Canadian Institute of 
Management.

Mr. Brigstocke has 
had a distinguished 
international career in 
the investment sector, 
including tenure at the 
brokerage firm of de 
Zoete and Bevan, which 
was later acquired 
by Barclays. He was 
appointed Chairman 
of Barclays de Zoete 
Wedd’s, which was 
acquired by Credit 
Suisse First Boston. 
Mr. Brigstocke served 
as Chairman of Credit 
Suisse First Boston UK 
equity capital markets 
until 2001, following 
which he acted as a 
Senior Consultant with 
Bridgewell Corporate 
Finance Ltd. until 2004. 
Mr. Brigstocke currently 
serves as a non-executive 
director for a number 
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Mr. Brown has over  
35 years of experience 
in the areas of energy 
transportation, refining, 
marketing and  
business development.  
Mr. Brown served as  
Vice President,  
Raw Material Supply 
at CHS Inc. until his 
retirement from that 
position in 2007. His 
tenure at CHS Inc. 
included commodity 
trading related to  
refinery feedstock 
requirements and the 
supply and marketing 
of product streams, 
transportation 
agreements for raw 
material supply on 
pipelines, development 
of key customer 
relationships and  
long-range strategic 
plans.

Jeffery E. Errico
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Calgary, Alberta	
Age: 59

Mr. Errico is a 
Professional Engineer 
with a Bachelor of 
Applied Science Degree 
in Chemical Engineering 
from the University 
of British Columbia. 
Currently, Mr. Errico is 
the Executive Chairman 
of Insignia Energy Inc. 
During his career,  
Mr. Errico gained 
extensive experience in 
the area of economic 
evaluations, reservoir and 
operations engineering, 
having served as a senior 
executive for several oil 
and gas companies.  
Mr. Errico has over 30 
years experience in the  
oil and gas industry.
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Richard Shaw(1)

Independent Director, 
Chair of the Governance 
Committee, Member 
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Committee

Calgary,	Alberta
Age:	63

Mr. Shaw is a senior 
partner in the Business 
law Group of McCarthy 
tétreault. He has 
extensive experience 
with respect to corporate 
governance practices in 
Canada, having served as 
a director on the national 
board of the Institute of 
Corporate Directors and 
the chair of its Calgary 
Chapter. Mr. Shaw’s 
legal practice broadly 
includes the stewardship 
of matters related to 
corporate governance, 
corporate fi nance, 
mergers and acquisitions 
and securities law. 
He is a lecturer in the 
Director education and 
MBA programs at the 
Haskayne School of 
Business and presently 
serves as a Governor at 
Mount royal College 
and Glenbow Museum.

David W. Fesyk

Director, President and 
Chief Executive Offi cer

Calgary,	Alberta
Age:	47

Duane E. Keinick(1)

Director, Chair of 
the Compensation 
Committee, Member 
of the Governance 
Committee

Calgary,	Alberta
Age:	63

Brant Sangster(1)

Member of the Audit 
and EH&S Committees

Calgary,	Alberta
Age:	62

Mr. Fesyk has served 
as president and CeO 
of the General partner 
since its inception. 
previous to that he 
was employed by 
various affi liates of 
Koch	Industries,	Inc.	
During his tenure at 
Koch,	he	held	several	
senior executive 
positions including 
Vice	President,	
Transportation,	Koch	
petroleum Canada, 
LP,	President,	Koch	
Canada ltd., and 
president and CeO, 
Koch	Pipelines	
Canada ltd. Mr. Fesyk 
holds a Bachelor 
of Science degree 
from Arizona State 
University and a 
Master of Business 
Administration degree 
from the University 
of Calgary.

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

Mr. Sangster is an 

accomplished executive 

within the Canadian oil and 

gas	industry.	During	his	40	

year career, 

Mr. Sangster held 

senior positions with 

petro-Canada and Imperial 

Oil limited in the areas of 
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gas liquids, petroleum 
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planning and corporate 

development. prior to 

retirement, he held the 
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president, Oil Sands 

at petroCanada. 

Mr. Sangster is also the 

former chairman of the 

Canadian petroleum 

products Institute.
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Calgary,	Alberta
Age:	65
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the fi rm, Mr. robertson 
retired from practice 
in 2002. prior to this, 
he served on the CIM 
petroleum Society 
Standing Committee 
on reserve Defi nitions, 
as well as a number 
of other committees 
overseeing the practice 
of accounting in Alberta. 
Mr. robertson graduated 
with a Bachelor of 
Commerce degree from 
the University of Alberta.
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Definitions

Abbreviations

EBITDA (Earnings before interest, taxes, depreciation and amortization) 

Net income plus depreciation and amortization,  

financing charges, non-cash expenses, gains or losses  

on disposition of assets, unrealized change in fair value  

of derivative financial instruments, acquisition and  

divestiture fees and income taxes. 

bbls	 Barrels

bcf	 Billion cubic feet

bcf/d	 Billion cubic feet per day

b/d	 Barrel(s) per day

GJ	 Gigajoule

km	 Kilometre

mmcf	 Million cubic feet

mmcf/d	 Million cubic feet per day

MW	 Megawatt

MWh	 Megawatt hour
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