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On April 1, 2004 AltaGas will celebrate

10 years Of extraordinary gTOLUtI’.’. WHAT BEGAN AS A NATURAL GAS CONSULTING

SERVICES COMPANY IN 1994 HAS GROWN THROUGH A SERIES OF ASSET ACQUISITIONS AND INTERNAL EXPANSION INTO
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TEN YEARS OF GROWTH




We grew this Company from the ground up.

Ten yaars does not seem like a long time until you loek b i you nave come. in 1994 AltaGas

had 20 people and two short term service contra

ot Our assets ot the end of that year amounied to only §3.5

’
miffion bul we had @ small interest in an extraction plent and 2 small pipeline which signaled where we were

ol

going. Over the decade that followed we steadily, deliberately ballt an infrastructure of high quality assets and

people focused on the energy industry. We now have nearly $1 billion in assets, our people number over 500

strong and in 2003 we generated our 10th consecutive year of record consoliddated netincome. How did we

do it? Guite simply by sticking 1o o well defined and dig

infined strateqy of pursuing growth only where we can

ok -./{
add value. This discipline has paid off. Gur business is solid, like our Tuture. And we beliave we have many

4

tin the past 10 years.

opportunities to repeat what we have accomplishe

199

FIELD GATHERING AND PROCESSING  EXTRACTION TRANSMISSION NATURAL GAS DISTRIBUTION POWER SERVICES

TEN YEARS OF ASSET GROWTH



Qur business is divided into three key operating segments
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iiversary i ai The past 10 years have been an exceptionally rewarding
journey for our Company and our shareholders. We
have grown exponentially, taking our equity from a
07 modest $37,000 in 1994 to almost $1 billion in assets
, _ today. More significantly, our asset base is formidably

[PasT S arsses and cugperne . .
: strong, with enough inherent long-term value to

exceptional vantage poinr

fraom ok

vich to reftect o ¢

jup vision for the future. generate cash flow for decades to come.

A ' As the proverb says, a journey of a
thousand miles begins with the first step. AltaGas’
strength stems from the fact that at the very start of our
journey, at our first step, we had a clear vision of
creating a lasting and sustainable company. Year by

year, and step by step we sought to ensure that every step had strategic value to support our vision and help
us reach our destination. As a result a great company has emerged.

1694 - THE EIRST STEPR

We took our first step in 1994, The original AltaGas team of 20 people came together in
April of that year. Drawn from the ranks of Alberta & Southern Gas Co. Ltd., our team brought a wealth of
knowledge and experience in all aspects of the North American natural gas business. We shared a vision: to
use our collective expertise to build a major independent Canadian natural gas midstream company. We
would focus on providing a full range of natural gas services to enable our customers to move gas from the
Western Canada Sedimentary Basin (WCSB) to markets throughout North America.

We also envisioned that our new company would combine utility-style operational
strengths and reliability of income with the culture of an entrepreneurial organization that would be fully
ready to seize opportunities. At the time, the midstream business was in its infancy in Canada. We knew we
would need to be pioneers, entrepreneurs and risk takers to achieve our vision and we also knew we would
need discipline and financial acuity.

When we entered the midstream marketplace, the only other players were subsidiaries of
the large natural gas transmission companies. I suspect our competitors didn’t take us too seriously at the
time. As a start-up, we did not have the same level of financial backing to participate in multi-million dollar
transactions for the large fixed gas plants and transmission lines that our competitors were acquiring. We
decided to start small with acquisitions in the $1 million to $10 million range and to grow from there.
Interestingly, we are still here while many of our competitors have disappeared.



Initially, we had only two short term service contracts and as the founding Chairman and
Chief Executive Officer, my goal was to move quickly to diversify our revenue base, extend our cash flow
horizon and fill the revenue gap when these contracts expired.

We did move quickly. In July 1994, we began to build our infrastructure business,
acquiring a five percent interest in our first extraction plant and building a 12 kilometre gathering line. We
ended 1994 with $3.5 million in midstream assets, financed by friends and associates who supported a private
placement of 1.6 million common shares for $1 million. While these were some of the toughest dollars we
ever had to raise because our midstream vision was a new concept, I want to say we owe a profound debt of
gratitude to the individuals who believed in the
AltaGas vision and joined us on our journey.

1965 . ON QUR WAY

In 1995, our path was already
leading us to some exciting new opportunities. We
invested $7 million in four natural gas field gathering
and processing facilities that added 18.5 Mmcf/d in
capacity. For the first time we operated one of our

1994» OQUR VISION:

facilities. In the process, we crystallized our strategy i
of acquiring under-utilized field gathering and BUILD A MAJOR

processing facilities in areas of the WCSB \.Nlth good CANADIAN MIDSTREAM
prospects for future gas exploration and

development and then using our expertise and capital . INFRASTRUCTURE

resgu.rces. to increase uti.li%ation through a COMPANY. WE BEGAN

combination of new well tie-ins and equipment " e
BY PROVIDING

our services business in 1995 by offering natural gas CONSULTI}\IG Sé‘R'Vl'C”E

maodification to optimize throughput. We broadened

management services for the gas moving through our
facilities. As a result, by the end of 1995 AltaGas’
services business included marketing, gas
transportation management, facility operations and
gas portfolio management services. All this activity
signaled our transition from a natural gas consulting
services company to a midstream operating
company. AltaGas was well on its way.

1696 - DEFINING

THE

TREAM SUSINESS

MDD AN B LS
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In 1996, we significantly increased
both the Company’s asset base and its operating
capabilities through a number of strategic
acquisitions in Alberta and Saskatchewan. One
transaction worth close to $26 million more than

doubled our assets while extending our operating ; ' "ACQUIRING

PROCESS

Assets:
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s : foothold into northern Alberta. We spent a total of $37
NTHE WCSB T million that year and by year end, AltaGas had 12 processing
' , \ facilities connected to 1,250 kilometers of gathering lines. We

Y

had moved from being contract operators to hiring our own
field personnel who operated 70 percent of our total gathering
and processing capacity, which had grown to 246 Mmcf/d.
Our technical expertise had become important to our
customers, who relied on us to efficiently connect their wells
and construct compression or processing facilities to increase
throughput from existing producer fields.

1997 - MAKING PROGRESS

In 1997, both our geographic diversity and
the size of our asset base allowed us to focus on growing our
existing areas and facilities. Another 53 Mmc{/d in processing
capacity was acquired and we committed to an expansion that
would increase our extraction capacity by 125 percent to 79
Mmcf/d by mid-1999. We applied our tecam’s considerable
operational and technical expertise to optimize and expand
our facilities, We also concentrated on increasing our cost
effectiveness by redeploying our growing inventory of facilities
equipment. By year end, our inventory of assets had grown to
17 gathering and processing facilities connected to 1,412
kilometers of gathering lines. Qur services business was
continuing to grow but was now generating only 20 to 30
percent of cash flow.

1998 ~ THE VISION 15 REALITY
This was a spectacular year of growth for
AltaGas. We invested in our existing assets and continued our
aggressive acquisition program. By the end of the year, we had 47 natural gas field gathering and processing
facilities capable of processing 494 Mmcf/d of natural gas. These facilities connected 769 wells through 3,410
kilometers of AltaGas gathering lines. We had interests in two natural gas liquids (NGLs) and ethane
extraction plants with a combined net processing capacity of 155 Mmcf/d and NGLs production capability
of 1,560 Bbls/d. Our gas services group had also expanded to provide customers with marketing,
transportation brokerage, gas portfolio management and third party contract well operating services.
The most significant event that year was our diversification into natural gas distribution.
In June, we almost doubled our asset base when we acquired the Alberta gas distribution business of
Centra Gas Alberta Inc. (Centra) for $108 million. This acquisition brought us 55,200 residential, rural
and industrial customers in more than 90 communities throughout Alberta, added 140 people to our ranks
and contributed a solid operational structure and a utility business to our base.



After five years of acquiring
primarily field gathering and processing assets that
have shorter term income streams, the Centra
acquisition added balance by providing a source of
strong, long term, regulated cost of service income
and cash flow, These transactions confirmed that the
strategy we had set down in 1994 was working and
that our growth would continue. They also signaled
a change for AltaGas. We had become a major
Company employing a staff of 240 with $327 million
in natural gas midstream assets. In 1998, AltaGas
was ranked among the top 20 natural gas processors
in Canada. In my message to shareholders in that
year’s annual report, I reflected on our initial vision
of becoming a major Canadian midstream company.
The vision had become a reality.

By the end of 1998, we had
conducted seven private placements of equity with
the majority lead by First Energy Capital Corp.
Pricing of our shares had risen from $0.60 in 1994
to $8.75 for the special warrants issued in 1998. In
addition, we had access to bank credit facilities of
$180 million. In combination with our growing
cash flow, our financial position was strong.

1999 - STAYING THE COURSE

In 1999, we further positioned
AleaGas to take advantage of the opportunities we
could see ahead. In July, we listed on the Alberta
Stock Exchange. We also were able to attract a major
investor in Enbridge Inc., which provided additional capital for our acquisition program.

During that year, the midstream industry continued to evolve. We stayed the course with
our strategy, applying the operating principles and acquisition criteria established over our first six years to
expand and diversify our midstream asset base, Our distribution business grew with commencement of
deliveries of natural gas to the Town of Inuvik, the first natural gas distribution system north of the Arctic
Circle. We continued to invest in smaller, under-utilized facilities but as we increased the utilization of those
facilities, we also expanded them and created facility complexes. The facility complexes effectively become
the large multi-million dollar gas plants that we had been unable to pursue just six years earlier. Also in
1999, transmission pipelines represented a new growth opportunity for us and a further link in our
midstream value chain.

This was our first year without Don McMorland who died in November 1998. A mentor
to many people at Alberta & Southern Gas Co. Ltd. and a Director of AltaGas since January 1995, Don’s
wisdom, foresight and business acumen had been a great help to me.
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2000 - ADAPTING T CHANGE

We took advantage of the high asset price environment in 2000 to focus on optimizing
existing operations and adapting our business practices to the constantly changing natural gas market place.
In January 2000, we listed on the Toronto Stock Exchange. Higher commaodity prices gave us an opportunity
to refine our contracting practices to optimize our invested capital. Producers were now willing to pay us to
do their well tie-ins, underpin plant expansions, provide throughput commitments and pay higher processing
fees. We developed a system for tracking our more than 500 gathering and processing and well operating
agreements, creating a database of significant contractual terms such as renewal, renegotiation and producer
commitment provisions and requisite notices for fee escalations. This new approach to our contractual
relationships shifted us to 2 more customer focused business model.

2007 - EXPFANDING HORIZONS

In 2001, we invested $204 million in
midstream assets of which some 42 percent was directed at
acquisition and expansion of natural gas gathering and
processing assets. We significantly expanded our extraction
component with approximately $30 million allocated to two
extraction plant projects.

However, our most significant move was
the strategic transition beyond the world of natural gas and
into the diversified energy services business with our purchase
of a 50 percent interest in the Sundance B Power Purchase
Arrangement (PPA) under which we acquired the rights to 353
megawatts (MW) of power for $111.9 million. Operationally,
AlraGas had the right kind of people and systems to manage
electrical power in much the same way as we manage our
natural gas business. Strategically, power added a 19 year cash
flow stream to our portfolio. Moreover, with the move into
power, our world became a little bigger as we started to see
ourselves as a supplier of integrated energy services. Combining
operational excellence with new strategic opportunities began
to broaden our view of the future. We also paid our first
dividend to our shareholders in 2001, a clear indication of the
strong financial foundation we had built.

POOZ - REAL NG NEW

Our Company had another exceptional
year in 2002. We established more formalized management
practices including meeting quarterly to evaluate and set
strategies, tactics and initiatives to manage growth and
achieve key performance indicators. We delivered record net
income of $29.4 million with outstanding power results and
strong performance in our natural gas and NGLs businesses.
And we locked in growth for 2003.




2002» SIGNI/ICAN

DELIBERATELY.

For a company like AltaGas,
which looks for opportunities to acquire assets that e
diversify and enhance our ability to generate long NN o ‘ZQNF N
term cash flow, the conditions in 2002 presented . : ;
many opportunities to add assets that provided
a balance of long term and shorter term fee for

9 mzlllon

service and cost of service based income cash flow
generation capability.

In December, we significantly
expanded our transmission component with the
acquisition of the Suffield transmission pipelines and
added seven gathering and processing facilities with
the Wabasca acquisition. We completed
construction of the Joffre ethane extraction plant
and started an expansion at the Empress EnCana
extraction plant. We also embarked on an
opportunity to extend our geographic footprint by
participating in Heritage Gas Limited, a company
building a natural gas distribution system in Nova
Scotia. These investments — totaling $163 million -
enhanced our assets in three distinct areas of
AltaGas’ operations and promised to significantly
and positively impact cash flow and earnings in
2003 and beyond.

2063 - BUILDING THE
FOUNDATION FOR T3
NEXT 10 YEARS

This year was not only a great
year for AltaGas, it was also our best year yet. With
income of $38.3 million we delivered our 10th consecutive year of record consolidated net income. We now
have the critical mass to generate year over year growth in earnings, cash flow, return on equity and
investment with minimal additional investment of capital. That being said, we continued to make selected
investments and forge partnerships in 2003 that will provide AltaGas growth in the future. We expanded our
power portfolio by 100 MW with the signing of the Genesee energy contract. In our field gathering and
processing component, acquisitions, construction and expansion projects increased capacity and throughput
also for the 10th consecutive year. We started distributing gas through the Heritage Gas Limited system in
Nova Scotia late in the year and we purchased 19.2 percent of the Taylor NGL Limited Partnership.

Over our first 10 years, AltaGas has become increasingly focused on striking a balance
between maintaining operational excellence and moving forward with an aggressive acquisition strategy. We
are able to take risks and capitalize on opportunities with the knowledge that we have a solid base of assets
generating predictable income.
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In 2003, we embedded this balance into our organizational structure. We were fortunate in
attracting Gary Holden as President and Chief Operating Officer to our already strong and committed team.
Gary brings to AltaGas extensive energy-industry experience, both in the power and oil and gas markets, I will
continue to identify and carry out the longer term vision for AltaGas, including our acquisition program. Qur
corporate groups, led by Patricia Newson, Dennis Dawson and Kent Stout, are accountable for accurate
reporting and reliable control systems and for ensuring AltaGas has effective and competitive information
technology, human resources, legal and stakeholder relations practices. Gary is in charge of all of the operating
groups. The people within our operations groups are accountable for optimizing the investment in our assets
and achieving best-in-class results. This organizational structure will allow us to continue to pursue our growth
strategy which has proven so successful and to pursue operational excellence.

3
When we celebrate AltaGas’® 10th anniversary on April 1, 2004, we will be celebrating a
10 year track record of accomplishment that is the foundation for building an even stronger future.

FUT

A o GE Y

So, as I look back on our record over the past 10 years, we implemented our vision,
strategy and plan and have exceeded our goals. More importantly to me we have kept our promises to our
investors and partners, We have:

FIIZE PUAVEINS ]

PO BRI OppOYETIETY:

This message is not just about looking back but also about looking ahead to the next stages
of AltaGas’ growth. Today, AltaGas is an asset-rich company with a great track record, a proven strategy and
a vast array of opportunities. We are fortunate to be in a business where our prospects look very bright. We have
numerous opportunities in field gathering and processing, power, extraction and transmission. Our size brings
inherent advantages with reduced capital, operational and administrative costs. Qur diverse asset base means we
are not dependent on any one project or business and it enables us to grow through internal development. Our
strong balance sheet allows us to be ruthlessly disciplined in pursuing premium, high-return assets.

We have the vision, strategies and goals in place for the next 10 years. Our future success
will come from a combination of operational excellence, organic growth and acquisitions. Acquisitions we
make will be prudent ones. Acquisitions are a legitimate way of adding long term value as long as there are
next steps in the process, such as cost reductions, integrating with existing businesses and creating new
opportunities. I believe we have the right balance from our business mix and the right risk profile. From time
to time we may make subtle shifts in our strategy to capture opportunities as we adapt to our ever-changing
environment. Qur quarterly leadership team meetings refine the plans to reach our goals.
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On February
18, 2004 AltaGas announced
that a Special Committee of
Independent Directors was
undertaking a review of whether
to reorganize the business of
AltaGas into an income trust.
On March 10, 2004 AltaGas
announced that the Special

Committee recommended and

the Board of Directors approved

the proposal and the reorganization. The reorganization will be accomplished by way of a plan of arrangement
under the Canada Business Corporation Act (the “Plan of Arrangement”). The Plan of Arrangement will be
subject to the approval of the holders of AltaGas’ Common Shares, Participating Shares and Options, voting at a
special meeting to be held on April 29, 2004. In addition to securityholder approval, the Plan of Arrangement will
be subject to receipt of regulatory and court approvals.

As our history demonstrates, at AltaGas we create value by investing in and being
operationally excellent managers of energy infrastructure based assets. Reorganization of our business will not
change that. The proposed reorganization is the foundation of a plan to enhance securityholder value and for
continued prudent growth, Cash flow generated by the business of AltaGas will be distributed to AltaGas
sucurityholders as the holders of the units of the Trust. The Trust will retain sufficient cash flow to fund
maintenance capital and capital committed in the Natural Gas Distribution segment. The current business and
operations of AltaGas will be unaffected by the proposed reorganization.

I have dreams for AltaGas. Some of those dreams are financial, such as doubling AltaGas’
asset base over the next four years, continuing to improve the return on those assets and on the capital our
shareholder’s have provided to the Company. Some of those dreams are about our people. I want AltaGas to
continue to strengthen the team and to provide every employee a work environment where they can grow and
develop. I want AltaGas to provide a safe and environmentally sound workplace for all of our employees.
Finally, I want AltaGas to continue to make a positive difference to our employees, customers, communities
and shareholders.

[ am proud of AltaGas and of our employees whose dedication, innovation and hard work
are part of every success our Company has realized. On behalf of our employees and the Board we thank you
for your confidence as we continue our efforts to build shareholder value in the next decade and beyond.

David W. Cornhill,

Fibe Boord
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PRESIDENT aNDy CHIEF OF

On joining AltaGas in April 2003, I was immediately Owes the past deeade
struck by the depth, quality and underlying strength of
the Company. AltaGas is one of Canada’s fastest
growing companies and has repeatedly delivered value a
for its shareholders. I was personally attracted to the
strong foundation of the Company and its potential for
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continued growth. David Cornhill has demonstrated capable of delivesing
thoughtful leadership over the past decade in putting ’ ) .
together this family of assets and people and it is a pdiie and growty
pleasure to join this talented team as President and Chief over the fong rorm.
Operating Officer. )

2003 was a milestone year for
AltaGas’ operations group. After 10 years of operating
history in the Alberta oil and gas market and more
recently the power market, AltaGas has matured. We
have accumulated enough experience and success that the Company can consider itself an industry leader in
many areas. However, the Company’s entrepreneurial spirit dictates that it never accepts it has reached every
goal. For the entrepreneurial minded, there is always one more question to answer and one more challenge to
meet because you always want to do better. As with any company that has experienced rapid expansion and
delivered to shareholders the exceptional growth in earnings and share value that AltaGas has, there were
several issues and operational challenges ready to be addressed. Rapid growth inherently breeds the need for
rapid change. When I came on board, the staff and management team were taking on the challenge.

The past year was the right time for the operations side of the business to regroup and
focus on the attributes that will position the Company for excellence for many years to come. We have put
particular emphasis on our customers because we recognize that we cannot grow and prosper without strong
customer relationships. That is AltaGas’ story for 2003 - paving the way for operational excellence. As we
enter 2004, I can confidently say we are ready to move forward.

For most energy industry participants, 2003 will be remembered as the year in which the
Western Canada Sedimentary Basin set records in both wells drilled and tie-ins. The general upward trend for
commodity prices indicates that investment in production will be strong for some time to come. At AltaGas,
this level of activity has had a positive impact on our 2003 results as natural gas production declines in our
field gathering and processing component were offset by volume additions for the year. Furthermore, strong
power prices and expansion in our generated volumes have made our power business a major contributor to
the Company’s bottom line. We expect that our operating margins from power will continue to be solid as
high gas prices fuel strong power prices and our coal driven cost base remains in check. Moreover, strong
contributions from our extraction and transmission components and our Natural Gas Distribution segment
have made 2003 a success story across our entire portfolio.
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AltaGas’ financial strength is reliant upon its operational diversity. The key to managing the
Company’s risk is to generate reliable cash flow through a carefully constructed series of contracts in diverse
market segments. However, that diversity also brings with it operational challenges that the Company must
expertly manage. In 2003, we defined the formula for meeting those challenges and in 2004 we will be living by
that formula.

Our formula for operational success is rooted in bringing sophisticated approaches that are
easily executed. During 2003, we invested a great deal of time and effort in strengthening the foundations
necessary to continue to efficiently manage rapid growth. Qur ambition to improve growth in earnings per
share has not diminished. To accomplish this we recognized that we must improve operationally in order to
grow at the rate to which our shareholders have become accustomed. To that end, we have focused on the
processes and controls that will allow us to minimize costs, accelerate decision making and ultimately improve
operating margins, including:
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In short, we recognized that if the AltaGas of the future is to be ‘best in class’, we needed
to bring a critical eye to all of our fundamental business processes. 2004 will be the year in which we deliver
the systems and procedures to become best in class.

With nearly $1 billion in assets, it was clear to us that operational excellence must begin by
maximizing the value of AltaGas’ current assct base. With over 80 major asset locations and over 200 customer
relationships in the Gathering and Processing segment alone, the challenges are large, particularly since most
of those relationships are through complex long term contracts. In 2003, we worked to fully understand each
of our assets. We also delegated responsibility and relationship
management to people at each location in an effort to achieve
excellence at each site. All of us at AltaGas share the knowledge
that we are not merely a large collection of diverse assets, but
rather a large collection of teams that specialize in managing
these assets and the unique needs of each customer. This will
be the key to growing our Company and to keeping our finger
on the pulse of each of the investments we have made over our
10 years of operation.

We recognize that with growth comes the
requirement to be excellent at integrating new assets, servicing
new customers and addressing new challenges. On the one
hand, we have pushed towards standardization and
simplification. On the other hand, we are adaptive and
flexible. Our business model represents the intersection of
these two principles. In our model, we report, communicate,




make decisions and solve problems with standards
and repeatable processes. At the same time, we are
building systems and procedures that allow for the
adoption of distinct contractual relationships that
often come along with new acquisitions. One
example of this principle in action is our new
information technology project in our production

accounting area. Another is the launching of new
preventive maintenance practices. Such initiatives
will be the key to our ability to grow without fear of
degrading quality of service. Qur plans to increase
our asset base have already begun with the recent
additions of the Rainbow Lake and Mica Pouce Coupe field gathering and processing facilities.

On another front, our retail gas distribution efforts continue to thrive, Qur Alberta-based
gas utility business, AltaGas Utilities, continues to exhibit steady growth and dependable earnings. We shine in
the areas of gas delivery realiability and workplace safety. In our Heritage Gas business in Nova Scotia, we are
progressively building the business with our partners. As one of the last regions in Canada without natural gas
distribution, we expect very rapid growth in this area as Nova Scotians convert to clean burning natural gas.

We are also strengthening our ability to manage risk. With our growth in the power and
natural gas areas in 2003, we have shown our skill at bringing a low risk approach to volatile markets. We
continue to refine the art of producing repeatable earnings through hedging, physical arbitrage deals, fixed
margin transactions and tight controls. We remain committed to our long term strategy of keeping our
positions closed and margins protected. Optimizing our commodity positions means locking in predictable
margins as opposed to hoping for high commodity prices. We prefer to pursue margin growth through
expanding our profit opportunities. For example, there are parts of the value chain where we can provide
more services, such as delivering greater volumes of wholesale gas to end users, which we will continue to
evaluate in 2004. These are the principles that we believe are consistent with maintaining the risk profile of
a provider of midstream services — cash flow that is steady, dependable and well managed. These risk
management skills require constant attention to detail and the ability to deal with changing conditions in real
time. AltaGas’ results in 2003 reflect the tremendous capability the Company already has in this area.

We have also chosen to put more energy into developing new codes of practice in the areas
of safety and the environment. We have made a Company wide declaration that investing in a safe
environment will take top priority in our field operations. We have improved our safety monitoring practices,
upgraded our operating procedures and implemented an employee safety certification program in the latter
part of the year. These steps combined are a great example of putting into action our most important
corporate value - to be stewards of the environment and to view safety as not just important but absolutely
critical. Our focus on safety and the environment is paying off. Our incidence of safety and environmental
exceptions in 2003 was markedly better than the previous year and we expect continued improvement over
the course of the coming year.
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We recognize more than ever that a service organization like AltaGas is dependent upon
the quality of its people. Our employees now number over 500 and the importance of team work and
communication is critical to our ongoing success. We are working hard at developing meaningful career paths
and personal recognition for our employees. The market place for employees continues to be competitive and
we recognize that opportunities for our people are everywhere, We are concentrating on providing a vibrant
work environment that offers individuals an opportunity to learn and grow. Ensuring AltaGas is a great place
to work is essential to fulfilling our ambitions, Keeping our people both enthused about the Company’s future
and satisfied with their own futures is another critical element in our formula for success. AltaGas has always
had smart, talented people. The Company’s results speak for themselves. As we work together to address each
operational challenge, I am continually rewarded by the positive attitude and genuine drive of the employees
to make AltaGas one of the great companies in Canada’s energy sector.

OQur 10 year history of growth demonstrates both our ambition and our skills to execure.
Broadly speaking, it is not very difficult to develop the capability and reputation for operational excellence.
It simply requires dedication, enthusiasm and a Company wide drive. 2003 represented the phase whereby
we generated the road map for operational excellence and began the journey. 2004 will be known as the year
we make it to our destination of operational excellence. Along the way, we look forward to making AltaGas
an even stronger player in the Canadian energy scene.
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A portfolio of infrastructure based assets

AltaCGas is an infrastructure based company and our gosdd is 1o be one of the largest infrastructure comp

1%

Hes in

Canada's energy sector, We proactively seek opportunities to bulld value through

cauisitions and expansions in

the natural gas, natural gas liquids and oower bus

sses,  Our staff uses their indepth industry knowledge to

7

link our portfolic o ors 1o inere

50 thelr eperating effidency and utilization. We operate a significant portion

of our natural gas assets, which gives us control o Jeverage the assets, the energy relationships and the

O

arbitrage opportunities that can enhance our profitabifity.
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The following discussion and analysis provides a
comparison of AltaGas’ performance and financial position
in 2003 to 2002 including discussion on the Corporation’s
affairs up to March 4, 2004. This discussion and analysis
should be read in conjunction with the consolidated
financial statements and accompanying notes.

CONSOLE

2578 Prospective data, comments and analysis
are also provided wherever appropriate to assist existing
and new investors to see the business from a corporate

management viewpoint. Such disclosure is subject to

reasonable constraints of maintaining the confidentiality of

certain information which, if published would probably

have an adverse impact on the competitive position of the
Corporation. The results or events predicted in this
prospective information may differ from actual results or
events. Factors which could cause actual results or events to
differ materially include among other things the ability of
AltaGas to successfully implement its strategic initiatives
and whether such strategic initiatives will yield the expected
benefits, the availability and price of energy commodities,
regulatory decisions, competitive factors in the gathering

and processing, extraction, transmission, power and natural

gas distribution sectors and the prevailing economic

conditions in North America.

AltaGas files through the SEDAR system
an Annual Information Form that provides further insight
into the Corporation’s businesses and associated risks.

CONSOLIDATED RESULTS

VIE O )

Net income

Net income per share® $

Gk il G GO

2003 was an exceptional year for AltaGas with net income up 30 percent when compared
to 2002, earnings per share higher by 20 percent at $0.84 per share, return on equity at 10.9 percent and debt
as a percentage of total capitalization down to 52.2 percent.

AltaGas’ 2003 record results continued a trend achieved throughout the Corporation’s 10
year history, predicated on its operational effectiveness, the impact of its business development during the
year and late in the previous year and a favorable business environment.
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. A, ; Spe s 2005
Revenue 708.9
Cost of sales 489.0
Net revenue™ 219.9
EBITDAY 121.9
Net income® 38.3
Net income per share $ 0.84 8 g
Funds generated from operations'! 90.2 70.8
Total assets 919.3 B9
Long term liabilities 468.9 +31.2
Shareholders’ equity 363.3 1386
Cash dividends 17.3 11,9

IhICS Bl wirinie seduiet L

v, S disenssive that

{ ti 2003 RO
Return on average equity'"! 10.9
Debt as a percent of total capitalization® 522 353

s the vy i

Neon-GAAP Financial Measures
The Company provides certain non-GAAP financial measures in tables of consolidated financial information
in this Management’s Discussion and Analysis. These measures do not have any standardized meaning
prescribed by Canadian generally accepted accounting principles and may not be comparable to similar
measures presented by other companies. All of the measures have been calculated in accordance with previous
disclosures by the Corporation.

The purpose of these financial measures and their reconciliation to GAAP financial measures
for their first use in the discussion, is shown below. All amounts are in millions of dollars unless otherwise noted.

EBITDA
e e e R 11 SO . R
Non-GAAP financial measure $ 121.9 $ § 39
Add (deduct): Income taxes (23.2) {92
Interest expense (22.1)
Amortization (38.3)
Net Income (GAAP financial measure) $ 38.3 k3 $ a9z

EBITDA is provided to assist in determining the ability of AltaGas to generate cash from its operations.
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Funds Generated From Opevetions

2003 A
" Non-GAAP financial measure - s 02 k4 5G.2
Add (deduct): Decrease in deferred revenue and other - {1 0.1
Net change in non-cash working capital 6.3 5.6 4.9
Cash from operations (GAAP financial measure) 3 96.5 75.3 $ 454

Funds generated from operations is provided to assist in determining the ability of AltaGas to generate cash
after interest and taxes from operations without regard to changes in the Corporation’s working capital in
the year,

Net Revenus
2003 2000

Non-GAAP financial measure $ 140.2 % 99,4 41
Add: Cost of goods sold 6.5 6.5 308
Revenue (GAAP Financial measure) $ 156.7 3 106 +8

This reconciliation shows the difference between revenue and net revenue amounts in the table for Financial
and Operating Results for the Gathering and Processing segment. Net revenue is provided in the extraction
component and the Natural Gas Distribution and Energy Services segments as net revenue better reflects
performance than does revenue, as changes in the market price of natural gas and power purchased for resale
affect both revenue and the cost of goods sold.

Revenue increased 44 percent for the year ended December 31, 2003 compared to the year
ended December 31, 2002 due to the higher prices received for natural gas and power sold in the Natural Gas
Distribution and Energy Services segments, increased volumes processed through the Corporation’s gathering
and processing facilities and higher power volumes sold in the Energy Services segment. Volume increases
resulted from the Corporation’s activities in the field gathering and processing component including the
acquisition of seven natural gas gathering and processing systems in northeastern Alberta (Wabasca) in late
2002 and the expansion of the Empress EnCana facility completed in September 2003, the acquisition of two
natural gas pipelines (Suffield) in December 2002, the
commissioning of the Joffre ethane extraction facility in
late 2002, and the addition of 100 MW of power capacity
associated with the Genesee energy contract in the Energy
Services segment in April 2003.

Net revenue, increased 29 percent for the
year ended December 31, 2003 when compared to 2002.

Volumes processed in the field gathering
and processing component rose to 520 Mmecf/d in 2003
from 492 Mmcf/d in 2002. The increase stems in large part
from the Wabasca facilities acquisition in December 2002.
Extraction production increased for 2003 to 6,560 Bbls/d
from 3,399 Bbls/d due to the commissioning of the Joffre
ethane extraction plant, also in December 2002 and due to
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increased ethane production resulting from COMSOL
modifications made at the Encana ethane
extraction plant in Jate 2003. Transmission
volumes rose to 348 Mmcf/d in 2003 from 70
Mmcf/d in 2002 due to the Suffield acquisition
late in 2002. The volume of power sold rose to
373 MW in 2003 from 353 MW in 2002 due to
the addition on April 1, 2003 of volumes from the s

Genesee energy contract. Prices AltaGas realized

on average per MW hour sold in 2003 were
$47.03, up from the $41.27 realized per MWh
sold in 2002.

Natural Gas Distribution SHAREHDA
volumes at AltaGas Utilities Inc. {AUI) increased
slightly year over year due to higher

transportation volumes and an increase in AUDs
customer base offset by warmer average weather 208 B
in 2003 versus 2002 and reduced customer usage '

associated with technological improvements,
Heritage Gas Limited (Heritage Gas), a Nova
Scotia company of which AltaGas owns 24.9

percent, accepted, on June 2, 2003, the natural
gas distribution franchise to service six counties in

Nova Scotia for a period of 25 years. Late in the
year, Heritage Gas acquired and constructed
natural gas distribution facilities and took steps to
be an operating natural gas distribution utility.
Heritage Gas activated its natural gas distribution
system on December 20, 2003 and served its first customer on December 23, 2003. In its first four years of
development, Heritage Gas expects to bring natural gas access to approximately 8,000 residential and
business customers in Nova Scotia.

AltaGas’ EBITDA increased 29 percent for the year ended December 31, 2003 compared
to 2002, While net revenues were up 29 percent, increased operating costs in the Gathering and Processing
segment and higher general and administrative costs partially eroded the gains. Operating costs were up year
over year due to the inclusion of operating costs associated with the Suffield and Wabasca acquisitions, the
Joffre ethane extraction facility operations and increases in repairs and maintenance and property tax.
General and administrative costs increased year over year to support the Corporation’s growth and to ensure
that the organizational capability is in place to facilitate the effective integration of future business
opportunities. Amortization expense was up 13 percent, the increase due to Gathering and Processing
segment acquisitions and commissioning of the Joffre facility.



Net income increased 30 percent for the year ended December 31, 2003 compared to the
same period of 2002. After tax net gains from the sale of investments included in December 31, 2002 were $0.6
million. Higher comparative interest expense and income taxes partially eroded the favorable results in EBITDA.

While interest rates were favourable year over year, interest expense was higher due to
increased average debt outstanding compared to 2002, largely resulting from the debt financing required for
the late 2002 Wabasca and Suffield acquisitions.

Income tax expense for the year ended December 31, 2003 increased from the same period
in 2002 for a number of reasons, including higher net income before taxes, the effect of changes in federal
income taxation of resource income and Large Corporations Tax, the impact on future income taxes resulting
from the adoption of asset retirement obligation accounting and changes in the mix of the Corporation’s
income stream period over period and the associated tax rates attracted.

Higher income in the year accounted for 60 percent of the total increase in income tax
expense for 2003 versus the prior year. A further 20 percent related to regulatory changes wherein the
resource allowance deduction and the Large Corporations Tax are being phased out through 2007. The
impacts of adopting the asset retirement obligation accounting accounted for seven percent of the difference.
The remainder of the increase related to the different businesses of the Corporation attracting different tax
treatment, timing and rates.

The resource allowance deduction provided oil and gas industry participants a credit in
calculating taxable income in place of non-deductible royalties paid on hydrocarbon production. Since 1997
AltaGas has benefited from the resource allowance deduction on its field gathering and processing business,
a significant portion of its income, but pays no material royalties. Under the legislative changes announced in
June 2003, resource allowance is replaced by the deductibility of provincial or crown royalties and a
reduction in the tax rates applicable to resource income.

The federal income tax legislation changes also phase out Large Corporations Tax (LCT)
by 2007. AltaGas has credited Large Corporations Tax payable against the federal surtax amounts otherwise
payable. Based on anticipated future income levels and timing of reversal of temporary differences going
forward, the effect on AltaGas was an increase in the Corporation’s future income tax liability and a charge
to future income tax expense.

Under asset retirement obligation accounting, AltaGas recorded an asset and a liability on
its balance sheet, as well as adjusted accumulated depreciation to include salvage values in the depreciation
calculation. The latter change increased the differential between the Corporation’s accounting and tax
balance sheets, increasing the estimated future income tax liability and resulted in an increase in income tax
expense in the current year.

The income of the Company is subject to a variety of tax rates and rate reductions currently
and in the future. The consolidated income tax rate varies from quarter to quarter depending on the mix and
the anticipated timing of the income stream being subject to taxation. In the fourth quarter of 2002 AltaGas
recorded favorable one time adjustments to tax expense related to the full year impact of this anticipated
timing on income from the power component.

Earnings for 2004 are expected to increase in the Gathering and Processing segment.
Drilling activity in the majority of the Corporation’s catchment areas is expected to remain strong given
the favorable commodity pricing environment. In addition, the pursuit of exploitation opportunities in
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existing businesses and processes are expected
to increase processed volumes in the Gathering
and Processing segment, when compared to
2003. In the Natural Gas Distribution segment,
new revenues from the Corporation’s 24.9

120.6
4481

3559
4.3
106.1

5216
1294
156.7

ENERGY SERVICES
NATURAL GAS

percent interest in Heritage Gas will contribute DISTRIBUTION

, . GATHERING AND
to improved performance when comparing PROCESSING
2004 to 2003. GATHERING,

RESULYS QF OF

ATV NS BY

AltaGas reports consolidated financial and
operating results on the basis of three business
segments: Gathering and Processing, Energy
Services and Natural Gas Distribution.

Operating income performance
in the Gathering and Processing and Energy
Services segments in 2003 showed significant
improvement when compared to 2002, while the
Natural Gas Distribution segment reported
consistent performance over the same period. Key

PROCESSING AND
ENERGY SERVICES

ENERGY SERVICES
NATURAL GAS

 DISTRIBUTION

GATHERING AND
PROCESSING
GATHERING,
PROCESSING AND

. . ENERGY SERVICES
drivers for the business results of each segment are

discussed at the component level in the information
that follows. This information should be read in

conjunction with Note 17 to the Consolidated
Financial Statements ~ Segmented Information.

B o, ¢ otherwise 2003

Gathering and Processing 42.1 49
Energy Services 32.8 37
Natural Gas Distribution 8.7 8.8 -1

Y Prinr poriods bai

Gathering and Pracassing
The Gathering and Processing segment includes the field gathering and processing, extraction, and transmission
components. Assets include more than 6,000 kilometers of gathering lines, 67 field processing facilities,
interests in three extraction facilities and six transmission pipelines. AltaGas is one of the top 10 Canadian
processors of natural gas and one of the top four largest Canadian midstream companies in terms of natural
gas field processing capacity. Assets in this segment are long life and are used to provide service to a
geographically diverse customer base under arrangements which include a significant portion of cost of service,
fixed fee and recovery of operating cost contracts. Commodity price exposure is minimal and revenues are a
function of volumes processed or transported. Future opportunities derive from the ongoing requirement that
all natural gas must be processed to meet downstream pipeline specifications en route to the end user.
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AltaGas’ investments in companies engaged directly in activities in the gathering and
processing business or ancillary services is also included in this segment under “QOther”. The Corporation
reports component results to the level of operating income, defined as gross revenue less cost of sales,
operating and general and administrative costs, and amortization.

Rasults’

Fand Operating

n8 ERes Sthenwise not e+ e 2003
Revenue 156.7
Net revenue 140.2
Operating income 42.1

QL

Operating Statistivs

e L..2003 *
Field gathering and processing
Processing capacity (Mmcf/d)™" 861 542 2
Processed throughput (gross Mmcf/d)?* 523 332 (23
Processed throughput (gross average annual Mmcf/d) 520 492 ¢
Capacity utilization (percent)’ 61 62 133
Average working interest (percent)”’ 90 8% 2
Extraction
Inlet capacity (Mmcf/d)™ 349 349 -
Production (Bbls/d)*® 6,560 3,399 93
Transmission volumes (Mmcf/d)® 403 106 286

The field gathering and processing component’s extensive gathering infrastructure and
ability to quickly redeploy assets due to the mobile nature of its plants, positions AltaGas to offer producers
quick access to markets for their natural gas. The increase in the field gathering and processing component’s
operating income for 2003 when compared with 2002 was the net result of higher gross average annual
throughput and improved cost recovery at some facilities offset by higher operating and general and
administrative costs in other areas. Volume increases are the net result of the late December 2002 acquisition
of the seven Wabasca facilities, expansion at AltaGas’ Namaka facility and well tie-in activity at various
operating areas, offset by declines at the Central Border operating area. Volume changes at the Corporation’s
gathering and processing facilities are dependent on producer drilling activity and success in its particular
catchment areas. The Corporation assesses activity in each area as part of its capital investment process and
relies on the mobile nature of its processing assets to match throughput and capacity.

Operating cost increases were a result of an aggressive preventative maintenance program
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started in 2003 as part of the Corporation’s
operational excellence initiative. The program,
which will be a focus over the next four years, will
standardize the operating condition of AltaGas’
processing assets to achieve the highest
availability possible and increase predictability in
operating and financial results.

In the extraction component,
ownership interests in three extraction facilities
drive the results. AltaGas’ average net extraction

production volumes were 93 percent higher for
the year compared to 2002 due mainly to the

start up of the Joffre ethane extraction plant at
the end of 2002. That plant, with its first full
year of operation in 2003, is owned 50 percent
each by AltaGas and Taylor NGL Limited -
Partnership (Taylor). Taylor is the operator of
the plant. AltaGas’ share of inlet processing
capacity at Joffre is 125 Mmcf/d of natural gas
with ethane and NGLs production capacity of
5,200 Bbls/d. The ethane production from the

plant is sold to NOVA Chemicals under a long

term cost of service type contract. AltaGas sells
its net share of NGLs under a one year evergreen

marketing agreement.

Transmission volumes for the
fourth quarter increased 280 percent in 2003
compared to 2002 due to the acquisition of the
Suffield transmission pipelines in December 2002 which increased AltaGas’ transmission capacity by 400
Mmcf/d. These pipelines transport natural gas produced in the Suffield area of southeastern Alberta to the
TransCanada transmission Canadian mainline at Burstall, Saskatchewan. The system is regulated by the
National Energy Board and rates on the system are provided for on a market-based tolling methodology. The
majority of the Suffield system capacity is contracted by EnCana Corporation through transport or pay volume
commitments expiring in 2022, renewable for one year periods after that.

The other component reports results for AltaGas’ investments in industry service companies,
which the Corporation makes when it considers it to be prudent and if there is an opportunity to enhance
AltaGas® existing business activities. On April 23, 2003 the Corporation acquired 19.2 percent of the
outstanding limited partnership units of Taylor and to prescrve its ownership interest invested in further units
in October of 2003 under a public offering by Taylor. AltaGas’ total investment in Taylor is $18.1 million.

Net additions to capital assets in the Gathering and Processing segment were
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$33.3 million during the full year 2003, down from $159.8 million in 2002. In 2003, $24.1 million was
invested in acquisitions and expansions, including approximately $17.0 million for the Rainbow Lake and
Mica Pouce Coupe gathering and processing facilities, $2.9 million in modifications at the Empress EnCana
extraction plant and $4.2 million for field gathering and processing expansions. The balance of $9.2 million
was spent to maintain throughput at existing field gathering and processing, extraction and transmission
facilities and pipelines. In 2002, $118.1 million was invested in the Suffield and Wabasca acquisitions,
$22.8 million at the Joffre extraction facility and $7.6 million in expansions of field gathering and
processing facilities. In addition, $11.3 million was spent to maintain throughput at existing field gathering
and processing, extraction and transmission facilities and pipelines.

On December 18, 2003 AltaGas announced its intention to acquire interests in two natural
gas processing systems, Rainbow Lake and Mica Pouce Coupe for approximately $17.0 million. The Rainbow
Lake gathering and processing systemn acquisition closed on December 23, 2003 and included a 100 percent
interest in a 40 Mmcf/d sour natural gas processing facility and 130 kilometres of gathering pipelines located
near the town of Rainbow Lake in northwestern Alberta. The facility is supported by extensive land dedications
in an area with strong producer activity, The Mica Pouce Coupe acquisition, which closed on January 30, 2004,
is a 40.8 percent interest in a 43 Mmcf/d sweet gas processing facility and approximately 70 kilometres of
gathering pipeline located along the Alberta/British Columbia border near the town of Dawson Creek.

Energy Services

The Energy Services segment is comprised of the power
services, gas services and oil and gas production
components. The financial results of the power services

component account for approximately 95 percent of the
overall segment financial results and as such the
commentary in this section will be restricted to the
contributions from power services. AltaGas supplies 453
MW of power to markets through power purchase based
arrangements which include a 50 percent ownership interest
in the Sundance B power purchase arrangement and the
Genesee energy contract. AltaGas’ 453 MW of power
represents approximately four percent of Alberta’s power
capacity at December 31, 2003. Power purchase

arrangements were established in 1999 under Alberta’s
program of power industry deregulation. Alberta is

currently the only province providing this opportunity.
Power purchase arrangements, which in form resemble
contracts, were created to separate ownership of the physical
power generation assets from ownership of their output.
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) Hio ; RS < 1 - A,
Revenue 521.6
Net revenue 49.6
Operating income 32.8

fandheeol guidance i g

Operating statistics

2003
Volume of power sold {thousands of MWh) 3,266 2,
Average price received on the sale of power ($/MWh)"" 47.03 !
Average Alberta Power Pool price ($/MWh)!" 62.98 13,85 44

Volume of power sold increased 22 percent in 2003 compared to 2002 due to the inclusion
of 100 MW of power associated with the Genesee energy contract AltaGas entered into on April 1, 2003. The
energy contract required no capital by AltaGas but instead requires the Corporation to pay a competitively
priced fix monthly capacity charge for the power capacity.

AltaGas does not engage in
speculative trading of power but reduces its
exposure to power price volatility by using a
balanced portfolio of contracts to lock in power
margins. The average price AltaGas received from

power sales during 2003 was $47.03 per MWh
compared to $41.27 per MWh for 2002. The
increase in the average price AltaGas received
from power sales in 2003 is due to the impact of
higher market prices in 2003. Average Alberta
Power Pool prices were $62.98 and $43.85 per
MWh for 2003 and 2002 respectively.

In this segment, the Corporation
also reports the results of the oil and gas

3,266

production component and the gas services

component. AltaGas is not in the business of

exploration and development of natural gas
reserves. However, associated with certain of its
facility acquisitions, AltaGas has accumulated a

47.03

portfolio of oil and natural gas reserves that it 4127
continues to hold and produce.

Matural Gas Distribution

The Natural Gas Distribution segment includes
AltaGas Utilities Inc. (AUI), AltaGas’ one-third
interest in Inuvik Gas Ltd. (Inuvik Gas) and a 24.9

percent interest in Heritage Gas Limited (Heritage

Gas). AltaGas Utilities operates as a provincially




regulated natural gas distribution utility in its areas of service in the Province of Alberta, Inuvik Gas distributes
gas to the Town of Inuvik in the Northwest Territories and Heritage Gas has the distribution franchise to
deliver natural gas to six counties in Nova Scotia.

T

Financial and Gperating Results'”

5o s otherwine i} 2003 2002 75 Change
Revenue 129.4 943 37
Net revenue 30.5 289 6

Operating income 8.7 5.8 -4

Tz thie mmpacts of the

Operating Statistics™

e Change

Volume of natural gas distributed
Sales (Bcf)
Transportation (Bcf)
Number of customers®

Degree day variance (percent)®

Higher natural gas prices in 2003

resulted in revenue increases in 2003 compared to 2002 in
the Natural Gas Distribution segment. AUI generates the
majority of Narural Gas Distribution net revenues. Net
revenue for 2003 increased compared to 2002 due to higher
cost of service and increased transportation volumes. These
increases were partially offset by warmer weather during
2003. AUD’s net revenue is unaffected by changes in the cost
of natural gas as the actual cost is permitted, subject to
approval by the Alberta Energy and Utilities Board (AEUB),

to be passed through to the distribution customers.
Higher operating and administrative
expenses in this segment in 2003 were related to increases

in the cost of insurance and routine operating and
maintenance activities.

9089 919.3 AUI and Heritage Gas are provincially
. regulated as to natural gas rates and terms and conditions
of service. Customer rates are based on anticipated sales as
well as the revenue required to recover estimated costs of
service and an allowed return on rate base. Rate base
generally consists of the aggregate of the utility’s approved
investment in plant, property and equipment in service less

accumulated depreciation plus an allowance for working

capital. Return on rate base is comprised of regulatory

allowed financing costs and return on common equity.
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The natural gas distribution business is highly seasonal with the majority of natural gas
deliveries occurring during the winter heating season. Gas sales during the winter typically account for
approximately two-thirds of annual Natural Gas Distribution segment net revenue, resulting in strong first
and fourth quarter results and second and third quarters that show either small profits or losses.

Net additions to capital assets in the Natural Gas Distribution segment were $16.8 million
during the year ended December 31, 2003 compared to $3.7 million for the same period in 2002. Of the
additions in 2003, $4.3 million were related to costs associated with AUI’s routine system betterment projects,
new business development and construction of a pipeline in the Rainbow Lake area of Northern Alberta and
$2.3 million were for AltaGas’ share of costs related to obtaining the franchise, acquiring pipeline and other
assets for Heritage Gas. Included in 2003 net additions is an amount of $10.2 million related to the retirement
of prior years’ capital contributions in aid of construction. There is an equal and offsetting amount charged to
accumulated amortization. Net additions in 2002 of $3.7 million were related to costs associated with AUI’s
routine system betterment projects and new business development.

Liguidity

Funds generated from operations increased to $90.2 million from $70.8 million on the strength of the
improvement in AltaGas’ operations and improved accounts receivable collection in the field gathering and
processing component during the year through focus on the accuracy and completeness in the Corporation’s
invoicing processes for the component. In 2003 the Company utilized $44.2 million of the cash generated to
acquire and expand facilities, down from $158.8 million in 2002 due to the timing and availability of
investment opportunities between the periods and to opportunities not requiring significant capital. AltaGas
invested $18.6 million in industry related companies, substantially all of which was for the Taylor units.
Dividend payments increased in 2003 to $17.3 million from $11.9 million in 2002. The increase in funds
generated from operations resulted in debt repayment of $22.6 million in 2003.

AltaGas had a working capital surplus of $9.1 million at December 31, 2003 compared to’
working capital deficit of $27.2 million at December 31, 2002. The change in working capital was primarily
due to the repayment of AitaGas’ $50.0 million non-revolving bridge credit facility with a Canadian chartered
bank during the second quarter of 2003.

AltaGas reduces financing costs and minimizes the effect of future interest rate movements
on its cash flows through the use of interest rate swaps. The total amount of debt with variable interest rates
that was fixed through interest rate swaps at December 31, 2003 was $180.0 million. At December 31, 2003
interest rates had been fixed on approximately 71 percent of the Corporation’s total debt, including the swaps
and AltaGas® $100.0 million of medium term notes.

AltaGas’ obligations for the next five years and for periods thereafter are illustrated in the
table below:

Contractual Obligatians'™

(% miliiong) - Towd L Aftur 3 v

Long term debt 396.9 - -
Operating leases 9.4 2.3 -
Total contractual obligations 406.3 2.3 -
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Cenital Resources

AltaGas believes that its access to debt and equity
2044 markets, unutilized bank credit facilities and cash
generated from operations will provide the Corporation
with sufficient capital resources and liquidity to fund
existing operations, dividends, and acquisition and
expansion opportunities in 2004. A description of the
Corporation’s credit facilities can be found in Notes 7 and
8 to the Consolidated Financial Statements.

The use of debt or equity funding is
determined on the basis of capital structure. AltaGas’ capital
structure is determined by considering the norms and risks

associated with each of its business components and
segments. The Corporation funds all subsidiary borrowings.
AltaGas’ long-term goal has been to maintain debt at
approximately 50 to 55 percent of total capital, which reflects
the stability of AltaGas’ earnings from its diversified portfolio
of assets. AltaGas® credit facility agreements and the
Corporation’s trust indenture allow for a debt to total
capitalization ratio of 65 percent.

GIf Belance Sheet Arrangements

The Corporation is not party to any contractual

arrangement to which an unconsolidated entity may have

any obligation under certain guarantee contracts, a retained

or contingent interest in assets transferred to an

unconsolidated entity or similar arrangement that serves as

credit, liquidity or market risk support to that entity for
such assets. The Corporation has no obligation under derivative instruments, nor under a material variable
interest in an unconsolidated entity that provides financing, liquidity, market risk or credit risk support to the
registrant, or engages in leasing, hedging or research and development services with the registrant.

Ralated Partie
On April 23,2003 AltaGas acquired a 19.2 percent interest in Taylor NGL Limited Partnership for $9.4 million
and in October 2003 invested a further $8.7 million to acquire additional limited partnership units to maintain

its ownership interest, Taylor’s business is the ownership and operatorship of facilities in the midstream sector
of the Western Canadian natural gas industry including the Joffre ethane extraction plant in which AltaGas has
a 50 percent interest. There were no other material transactions with related parties during the year.

PFroposed Transactions

On February 18, 2004 AltaGas announced that a Special Committee of Independent Directors was
undertaking a review of whether to reorganize the business of AltaGas into an income trust. On March 10,
2004 AltaGas announced that its Board of Directors has approved a proposal to reorganize the business of
AltaGas into an income trust to be called AltaGas Income Trust (the “Trust”).
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The reorganization will be accomplished by way of a plan of arrangement under the
Canada Business Corporation Act (the “Plan of Arrangement”). The Plan of Arrangement will be subject to
the approval of the holders of AltaGas’ Common Shares, Participating Shares and Options, voting at a special
meeting to be held on April 29, 2004. In addition to securityholder approval, the Plan of Arrangement will
be subject to receipt of regulatory and court approvals.

The proposed reorganization is the foundation of a plan to enhance sucurityholder value
and for continued prudent growth. Cash flow generated by the business of AltaGas will be distributed to
AltaGas securityholders as the holders of the units (“Units”) of the Trust. The Trust will retain sufficient cash
flow to fund maintenance capital and capital committed in the Natural Gas Distribution segment. The current
business and operations of AltaGas will be unaffected by the proposed reorganization.

Changes in Accounting Policy

AltaGas early adopted the new Canadian Institute of Chartered Accountants standard for accounting for asset
retirement obligations. Under the new standard, the Corporation recognizes asset retirement obligations in
the period in which they are incurred if a reasonable estimate of a fair value can be determined. The associated
asset retirement costs are capitalized as part of the carrying amount of the long-lived asset. The liability is
accreted over the estimated time period until settlement of the obligation and the asset is amortized over the
estimated useful life of the asset.

Historically, AltaGas excluded salvage values in the determination of an asset's depreciable
value, the intent being to provide for future estimated reclamation costs. The Corporation adjusted its
accumulated amortization accounts for the impact of including salvage values in the determination of its
annual amortization expense concurrently with the changes to account for asset retirement obligations.

The effect of these changes in accounting policy was recorded retroactively with
restaternent of prior periods. The impacts are disclosed in Note 2 to the Consolidated Financial Statements.

Critical Avcounting Estima
AltaGas® major use of estimates in accounting relates to amortization and depreciation of capital assets, asset
impairment assessment and with the adoption of asset retirement obligation (ARQ) accounting in 2003 ARO
estimates and salvage values.

AltaGas’ accounting policy has been to record amortization of capital assets on the basis
of original cost and estimated useful lives without regard to salvage values. Salvage value estimates were,
however, reviewed annually and compared to estimated future site removal and site restoration costs to
determine if there was a need to record a liability in the financial statements for any excess of such costs over
expected recoveries from salvage. ’

In 2003, concurrent with the adoption of asset retirement obligation accounting,
management reviewed salvage value estimates and determined that they are consistent with prior periods. Asset
retirement costs are under continual assessment by AltaGas’ Environment and Safety committee and reviewed
annually with management. These asset retirement costs and salvage value estimates formed the basis for the
restatement of prior periods’ information incorporating salvage values into retroactive calculation of
amortization expense and asset retirement costs into the asset retirement obligation asset and liability accounts.

With respect to impairment assessment, management has made fair value determinations
related to goodwill, estimating future cash flows as well as appropriate discount rates. The estimates have been
applied consistently with prior periods. Management has determined no impairment is currently required.
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el fnstruments

AltaGas enters into financial derivative contracts such as swaps and collars to manage exposure to fluctuations
in commodity prices and interest rates, particularly in the power component and related to corporate debt.
These contracts are designed as hedges and gains and losses relating to such contracts are deferred and
recognized in the same period and financial statement category as the corresponding hedged transaction.

The most significant impact of these contracts on 2003 business was to provide earnings
predictability in the power component. With Alberta Power Poo! monthly average spot-prices ranging in the
year from $43.63 per MWh to $89.80 per MWh, through the use of financial hedges, AltaGas moderated the
impact of this volatility on the portion of its portfolio deemed optimal by management.

g Share Data

AltaGas’ common and preferred shares outstanding at December 31, 2003 were 45,716,844 up from
45,237,092 at December 31, 2002, The change during the year was related to the issue of shares for cash on
the exercise of options.

¥ 51

Sensitivity Anal
The following table illustrates the anticipated effects of economic and operational changes on AltaGas’ 2004
net income,

Baglor

Field gathéring and processing volumes at existing facilities Five Mmcf/d

$
Field gathering and processing operating margin per mcf One cent $ 0.026
Power prices $1 per Mwh $ 0.008
Natural gas prices $0.50/mcf $ 0.003
Natural gas liquids fractionation spread $1 per Bbl $ 0.006
Interest rates 25 basis points $ 0.006
Degree days Ten percent $ 0.017

$ 0.008

Revenue 17%.0
Net revenue 61.0
Net income 12.0

Change in allowed ROE" One percent

.

DISCUSSION

Dperationst

Revenue for the three months ended December 31, 2003 increased 19 percent compared to
the three months ended December 31, 2002. The increases in revenue are primarily due to the higher prices
received for natural gas and power sold in the Natural Gas Distribution and Energy Services segments.
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Net revenue increased 25 percent for the fourth quarter of 2003 when compared to the
same quarter of 2002, In the extraction component and the Natural Gas Distribution and Energy Services
segments, net revenue better reflects performance than revenue, as changes in the market price of natural gas
and power affect both revenue and the cost of goods sold.

Average field gathering and processing throughput volumes decreased by two percent in
the fourth quarter of 2003 compared to the fourth quarter of 2002. Increases from the acquisition of the
Wabasca field gathering and processing facilities were offset by declines at AltaGas” Central Border operating
area and the reduced throughput associated with the disposition of non-core processing assets. Increased well
tie-in activity was partially offset by natural production declines and the impact of normal down time for
repairs and maintenance on facilities, With the Rainbow Lake gathering and processing facilities acquisition
completed at the end of the fourth quarter, the Mica Pouce Coupe acquisition completed in the first quarter
of 2004 and certain exploitation opportunities the Corporation is currently pursuing, processed volumes are
expected to rise.

In the extraction component, average production was higher for three months ended
December 31, 2003 compared to the same period of 2002 due to the start up of the Joffre ethane extraction
plant in December 2002 as well as increased volumes resulting from modifications made at the Empress
EnCana extraction facility to increase ethane production capability.

Transmission volumes increased during the three months ended December 31, 2003
compared to three months ended December 31, 2002 primarily due to the acquisition of the Suffield
transmission pipelines in December 2002 which increased AltaGas’ transmission capacity by 400 Mmcf/d.

Revenue in the Energy Services segment increased 14 percent in the fourth quarter of 2003
when compared to the same period of 2002. The increases were driven by higher natural gas prices received
in the gas services component and higher power prices received in the power services component in
combination with the higher power sales volumes associated with the Genesee energy contract,

Energy Services segment net revenue was down $1.4 million in the fourth quarter of 2003
compared to the same quarter of 2002 due to lower produced volumes in the oil and gas production component
due to declines, and lower marketed volumes in the gas services component based on lower contracted
volumes. Power services net revenue for the fourth quarter of 2003 is $0.1 million higher than fourth quarter
2002. The impact of increased volumes from Genesee power sales were offset by higher transmission and
interconnection charges related to the Sundance B PPA as well as Alberta Electrical Services Administrator Rate
Rider C charges in fourth quarter 2003 instead of Rate Rider C credits as in fourth quarter 2002.

Higher natural gas prices in 2003 resulted in revenue increases in 2003 compared to 2002
in the Natural Gas Distribution segment. Net revenue for the fourth quarter of 2003 increased compared to
the same period of 2002 due to an increase in the number of customers and increases in the cost of service.
These increases were partially offset by warmer weather in 2003. AUI generates the majority of Natural Gas
Distribution net revenue. AUPs net revenue is unaffected by changes in the cost of gas as the actual cost is
permitted, subject to approval by the Alberta Energy and Utilities Board, to be passed through to the
distribution customers. Heritage Gas delivered its first gas to customers in late December 2003 with only a
very small contribution to earnings in the quarter.

Favorable operating results from all segments were partially offset by increased interest
costs in the fourth quarter of 2003 versus the same quarter in the prior year and by increased income taxes
due to higher income associated with AltaGas’ growth and to the impact of regulatory changes related to the
Large Corporations Tax,
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AltaGas’ interest expense for the year ended December 31, 2003 increased 22 percent from
the same period in 2002. The increase in interest expense in 2003 is primarily due to higher average debt
balances during the year. The higher debt levels were primarily attributable to the debt of $118.1 million
incurred to fund the Wabasca field gathering and processing facilities and Suffield transmission pipelines
acquisitions on December 19, 2002, offset by debt repayments from operating cash flows over the year.

Federal income tax legislation changes announced in June 2003 phase out Large
Corporations Tax (LCT) by 2007. In the past, AltaGas has credited Large Corporations Tax payable against
the federal surtax amounts otherwise payable. In assessing anticipated future income levels and timing of
reversal of temporary differences going forward, an increase in AltaGas future income tax liability was
required and a charge to future income tax expense was made in the fourth quarter of 2003. The impact of
the change amounted to a charge to net income in the quarter of $1.2 million or $0.03 per share.

AltaGas paid a quarterly dividend of $0.11 per fully paid common share and participating
share in the capiral stock of the Corporation on December 31, 2003. Dividends of $0.38 per share were paid
during the year ended December 31, 2003 compared to dividends of $0.28 per share paid during the year
ended December 31, 2002. This increase in dividends is reflective of the strength and sustainability of
AlraGas’ earnings.

SUMMARY GF EiGHT MOST R

NTLY CO

ED CONSOLIDATED

SR L3030 Q203 Q1es 8
533 512 544

9.3 6.8 10.2

Net income

Earnings per share

Basic $026 $020 $0.15 $0.23 5 .25 3 a0
Diluted $026 $020 $0.15 $0.22 $ Q.23 541 $ 0.20
Dividends per share $011 $011 $0.08 $0.08 $ 008§ 00K $ 006

Identifiable trends in AltaGas’ business across the past eight quarters reflect the
Corporation’s growth, a favorable business environment, and seasonality in the business. The first and last
quarters each year are AltaGas® most profitable on the basis of the contribution from the Natural Gas
Distribution segment which, as a distributor of natural gas for heating purposes, reports higher earnings in
colder periods than in warmer periods.

First quarter of 2002 results were driven by increases in volumes processed at gathering
and processing facilities, higher average processing fees, the addition of power sales to the Corporation’s
portfolio and by an increased customer base in the Natural Gas Distribution segment. Offsetting these
increases were weaker gas prices and margins which affected the performance of gas services and oil and gas
production components of the business. AltaGas also reported a $2.4 million before tax gain on the sale of
investments in the first quarter of 2002. The Corporation, as a 50 percent owner, invested in the construction
of the Joffre ethane extraction facility throughout 2002, and participated in modifications to the Empress
EnCana extraction facility in which the Corporation has a ten percent joint venture interest. The
modifications at the Empress facility were completed in third quarter 2003 increasing ethane recovery
capability by 1,200 Bbls/d.
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Second quarter 2002 net income was lower in comparison to the first quarter of 2002 due
to the expected reduced contribution from the Natural Gas Distribution segment, however compared to prior
years, AltaGas’ strong record of increases in net income and earnings per share continued based on power
sales combined with favorable results from higher average processing fees received in the Gathering and
Processing segment. The Corporation also closed a public offering of 6,325,000 common shares raising net
proceeds of $56.6 million which were applied to debt, reducing the Corporation’s debt to total capitalization
ratio to 49 percent at the close of the quarter.

In the third quarter of 2002 AltaGas’ approach to managing fluctuations in the price of
power by locking in margins through forward sales improved financial results. Increased extraction production
driven by stronger business fundamentals allowing the Corporation to utilize more of its available extraction
capacity also had a positive impact on results. The Gathering and Processing segment continued to maintain
throughput at levels processed in prior periods even though producer activity slowed generally due to continued
uncertainty over the strength of near term oil and gas prices. The Board of Directors increased the
Corporation’s quarterly dividend to $0.08 per share from the $0.06 paid for the previous four quarters.

The fourth quarter ended December 31, 2002 was the strongest quarter experienced to that
date for the Corporation. The quarter compared favorably to the prior years on the basis of the addition of
power sales and due to a higher seasonal contribution from the Natural Gas Distribution segment. The
Suffield pipelines and Wabasca field gathering and processing facilities were acquired and construction of the
Joffre ethane extraction plant was commissioned late in the quarter.

In the first quarter of 2003 net income of $10.2 million set a new first quarter high for the
Corporation. The projects and acquisitions undertaken in the fourth quarter of 2002 were the main drivers of
the stronger performance, along with an improved business environment in all business segments. The Wabasca
facilities acquisition increased throughput in the field gathering and processing component as did sharply
increased tie-in activity as a record 85 wells were tied-in during the first quarter. The Joffre ethane extraction
plant provided volume increases in the extraction component and the transmission component volumes were
up from the Suffield pipelines acquisition. Unplanned outages in the power services component, combined with
higher than expected transmission costs due to changes in process at the Transmission Authority, partially
offset the gains made in the other segments. AltaGas commenced selling power on April 1, 2003 from the
Genesee energy contract which provides for 100 MW of power capacity from the Genesee power plant.

Second quarter 2003 net income was $6.8 million, 39 percent higher than the same quarter
of 2002, a result of stronger contributions from the transmission, power and extraction components. Increases
in the transmission component related to the Suffield pipelines acquisition at the end of 2002. In the power
component, increases in net revenue were driven by higher average prices received on power sales and by the
increased volumes sold related to the Genesee energy contract. Extraction component performance was better
than the same quarter in the prior year as a result of the commissioning of the Joffre ethane extraction plant
at the end of 2002. Improved operating income was offset by higher interest expense due to higher debt levels
in second quarter 2003 when compared to the same quarter the prior year, and as a result of a charge to income
for legislative changes to the taxation of resource income.

Power, extraction and transmission were again the key contributors to a 63 percent
increase in net income in third quarter 2003 when compared to the third quarter of 2002, the business drivers
being the same as for the increases in each of the previous two quarters of 2003 compared to the prior periods.

In the third quarter of 2003 the Corporation paid a quarterly dividend of $0.11 per share,
up from $0.08 per share in the second quarter of 2003 on the basis of the increased strength and sustainability
of AltaGas’ earnings. Late in the quarter modifications were completed to the Empress EnCana extraction
facility, increasing AltaGas’ net production capability by an estimated 1,400 Bbls/d.

Fourth quarter 2003 results are discussed in detail in an earlier section of this Management’s
Discussion and Analysis.
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AltaGas believes that good corporate governance improves corporate performance and benefits all
shareholders. AltaGas is committed to the highest standards of corporate governance. AltaGas’ Board is
comprised of eight Directors, seven of whom are independent. The following is a summary of AltaGas’
Corporate Governance Practices. A more detailed description of the Corporation’s practices can be found in
the Corporation’s Information Circular filed on the SEDAR system.

Mandate of the Board

The Board of Directors of AltaGas exercises overall responsibility for the management and supervision of the
affairs of the Corporation. This includes the appointment of the Chief Executive Officer and senior officers,
approval of their compensation and monitoring of the Chief Executive Officer’s performance.

The Board also reviews and adopts an annual strategic plan. Key objectives, as well as
quantifiable operational and financial targets, and systems for the identification, monitoring and mitigation
of principal business risks are incorporated into the annual strategy review.

The Board ensures that a process is established that adequately provides for succession
planning, including the appointing, training and monitoring of senior management.

The Board also annually reviews a communications policy in relation to shareholders,
employees, financial analysts, the media and other stakeholders. The policy contains procedures and practical
guidelines for the consistent, transparent, regular and timely public disclosure of material and non-material
information about AltaGas.

Board Composition

The Board is currently composed of eight Directors, seven of whom are unrelated to the Corporation under
the existing TSX Guidelines. Mr. David Cornhill, AltaGas’ Chairman and Chief Executive Officer, is the only
Board member who is also a member of the Corporation’s management.

Baoard Caommitiess

The Board has four standing committees: Governance; Audit; Environment and Safety; and Human Resources
and Compensation. The Governance, Audit and Human Resources and Compensation committees are
comprised solely of non-management, unrelated directors (under the existing TSX Guidelines). The
Environment and Safety Committee is comprised of a majority of non-management, unrelated directors.
AltaGas’ Chairman and Chief Executive Officer serves on the Environment and Safety Committee. Each of
the committees has a Board-approved mandate which prescribes its composition and responsibilities as well
as administrative duties.



Governances Committiee

The Governance Committee is responsible for identifying individuals qualified to become Board members,
and recommending to the Board proposed nominees for election to the Board and Board compensation., The
Committee is also responsible for reviewing, reporting and providing recommendations for improvement to
the Board with respect to all aspects of corporate governance. The Governance Committee, on a periodic
basis, assesses the effectiveness of the Board as a whole, the committees of the Board and the contributions
of individual members. As well, the committee is responsible for the orientation and education of new Board
members and continuing development of existing Board members.

Agdit Commit

The Audit Committee reviews, reports and provides recommendations to the Board on the annual and interim
financial statements and on the integrity of the financial reporting of the Corporation; the adequacy of the
Corporation’s processes for identifying and managing financial risk; the adequacy of its internal control
system; the appointment, terms of engagement, provision of non-audit services and proposed fees of the
independent auditor. The Audit Committee meets regularly in-camera with the external auditor. The Audit
Committee’s mandate requires that the committee meet regularly with the external auditor without
management present.

Environmant and Satety Caommittes

The Environment and Safety Committee is responsible for reviewing, reporting and making
recommendations to the Board on the Corporation’s policies and procedures with respect to environment,
occupational health and safety.

Human Besources and Compensation Committes

The Human Resources and Compensation Committee reviews, reports and provides recommendations to the
Board on the compensation of the Chief Executive Officer and the appointment and compensation of senior
corporate officers, succession plans, the compensation policy for all other employees and the approval of all
grants of stock options.
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Management recognizes that it is responsible for the preparation of the consolidated financial statements and is
satisfied that these statements have been prepared using Canadian generally accepted accounting principles and
are within reasonable limits of materiality. Further, management is satisfied that the financial information
contained in this annual report is consistent with that presented in the consolidated financial statements. The
Company’s internal controls and systems are designed to provide reasonable assurance that its assets are
safeguarded and to facilitate the preparation of relevant, reliable and timely information.

External auditors have been engaged by the Company to examine the consolidated
financial statements. The Audit Committee of the Board of Directors has reviewed these statements with the
external auditors and management and has reported its findings to the Board. The Board of Directors, on
the recommendation of the Audit Committee, has approved the consolidated financial statements contained
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David W. Cornhill Patricia M. Newson

in this report.
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¢ the Sharehoiders of AlteCas Services Inc.

We have audited the consolidated balance sheets of AltaGas Services Inc. as at December 31, 2003 and 2002
and the consolidated statements of income and retained earnings and cash flows for the years then ended.
These financial statements are the responsibility of the Company’s management. Qur responsibility is to
express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with Canadian generally accepted auditing
standards. Those standards require that we plan and perform an audit to obtain reasonable assurance whether
the financial statements are free from 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 consolidated financial statements present fairly, in all material
respects, the financial position of the Company as at December 31, 2003 and 2002 and the results of its
operations and its cash flows for the years then ended in accordance with Canadian generally accepted
accounting principles.

We,?wyws

Chartered Accountants
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N1 2003
ASBETS
Current assets
Accounts receivable $ 88,463 5 83,994
Inventory 1,879 3770
Other 5,806 3,180
96,148 107,946
Capital assets (note 3) 677,911 553,369
Energy services arrangements and contracts (note 4) 101,035
Goodwill {note 5) 18,860
Future income taxes (note 12) 208
Investments and other assets (notes 6 and 15) 25,098
$ 919,260 i
LIARILS AREMOLDERS €
Current liabilities
Accounts payable and accrued liabilities $ 74,726 $
Short-term debt (note 7) 4,493
Other 7,857
87,076
Long-term debt (note 8) 392,358
Asset retirement obligations (note 2) 13,962
Future income taxes (note 12) 62,537
468,857
Shareholders’ equity
Share capital {note 10) 268,040
Retained earnings 95,287
363,327
$ 919,260 8

Commitments (notes 4, 7, 8, 9 and 11)
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2003
REVENUE
Operating $ 708,046 & 492,031
Other 838 625
708,884 492,656
ES
Cost of sales 489,027 322782
Operating and administrative 97,991 73010
Amortization
Capital assets 32,317 27
Energy services arrangements and contracts 5,995 60026
625,330 131,604
Operating income 83,554 61,052
Interest expense (notes 7, 8 and 9)
Short-term debt 1,406 2,389
.. Longtermdebt 20666 13
Income before income taxes 61,482
Income taxes {note 12) 23,159
Net income 38,323
Retained earnings, beginning of year 74,256
~ Dividends _ ‘ (17,292) ‘
Retained earnings, end of year $ 95,287 3
Net income per share (note 10)
Basic $ 0.84 8 870
Diluted $ 0.84 $ (.68



CONSQUIDATED STATEMENTS OF TASH FLOWS

for the yegrs ent

2003

i3 chous
Cash from operations
Net income $ 38,323 $ 29442
Items not involving cash:
Amortization 38,312 35,812
Accretion of asset retirement obligations 920 831
Future income taxes 12,572 7240
Gain on sale of assets and investments (371) 47
Equity (income} loss (719)
Funds generated from operations 90,176
Decrease in deferred revenue and other -
Net change in non-cash working capital (note 13) 6,292
Investing activities
Acquisition of capital assets (44,245)
Disposition of capital assets 1,370
Acquisition of energy services arrangements and contracts (25)
Acquisition of investments and other assets (18,612)
Disposition of investments and other assers 1,331
(60,181)
Financing activities
Increase (decrease) in operating loans and long-term debt (22,647)
Dividends (17,292)
Net proceeds from issuance of common shares (note 10) 3,652
(36,287)

Change in cash
Cash, beginning of year

Cash, end of year o

CFY
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. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIESY

These consolidated financial statements are prepared in accordance with Canadian generally accepted
accounting principles. Significant accounting policies are summarized below:

Basis of Presentation

These consolidated financial statements include the accounts of AltaGas Services Inc. {AltaGas or the
Company) and all of its wholly-owned subsidiaries, and its proportionate interests in the ASTC Power
Partnership, Heritage Gas Limited and Inuvik Gas Ltd.

The Company’s subsidiary, AltaGas Utilities Inc. is engaged in the distribution and sale of
natural gas in various communities located within the Province of Alberta and is regulated by the Alberta
Energy and Utilities Board (AEUB). These regulations cover such matters as tariffs, rates, construction,
operations, financing and accounting, AltaGas Utilities Inc.’s accounting policies conform to generally accepted
accounting principles in the utility industry and reflect the policies established from time to time by the AEUB.

The Company has entered into joint venture arrangements, and accordingly the accounts
reflect only the Company’s proportionate interest in these activities.

Inventory
Materials and supplies are valued at the lower of average cost and replacement cost. Natural gas inventories
are valued at the lower of cost or market.

Assats and Amortization

Capital
Capital assets are recorded at cost, except for regulated natural gas distribution assets which are recorded at
cost plus an allowance, at rates authorized by the regulatory authorities in Alberta and Nova Scotia, for interest
during construction. Contributions in aid of construction of natural gas distribution assets are deducted from
the cost of acquiring property, plant, and equipment, with subsequent amortization calculated on the net cost.
Interest incurred to finance long term construction projects is capitalized during the construction period.

The Company has changed its accounting policy with respect to amortization in its non-
regulated business retroactively with restatement of prior periods. Effective January 1, 2003, AltaGas adopted
the new recommendation of the Canadian Institute of Chartered Accountants with respect to asset retirement
obligations. The corporation now calculates amortization based on original cost, net of salvage value, except
for regulated natural gas distribution assets, where amortization is calculated on a straight-line basis at rates
approved by the AEUB:

Gathering and Processing

Gathering and processing assets 15 - 40 years
Other assets 1 -3 years
Natural Gas Distribution

Natural gas distribution assets 2 - 3 percent
Other assets 7 percent

AltaGas follows the full cost method of accounting for oil and gas exploration and
development activities. Capitalized costs are accumulated in a single cost centre and amortized to income over
the production life of proved reserves.
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Evergy Servizes Arrangements and Contrac
Energy services arrangements and contracts are recorded at cost and amortized on a straight-line basis over
their term. The Sundance B Power Purchase Arrangement (PPA) has a twenty year term.

The Sundance B PPA is the right to the committed generating capacity of two regulated
Alberta generating units and required a capital outlay. The Company is obligated to make payments to the
owners of the underlying generating units over the remaining term of the PPA to December 31, 2020. Such
amounts are recorded as cost of sales as incurred. Revenue from the sale of the committed electricity is
recorded when delivered.

The Genesee energy contract is the right to generating capacity at a regulated Alberta
generating unit for a three year period which required no capital outlay but includes monthly capacity
charges, which amounts are recorded as cost of sales. Revenue from the sale of the committed electricity is
recorded when delivered.

Goodwiil

Goodwill represents the excess purchase price of the Suffield natural gas pipeline system which is in excess of
the fair value of the net assets acquired. Goodwill is tested at least annually for impairment by comparing the
fair value of the associated reporting unit with its book value.

Long-term Investments

Investments in companies in which AltaGas has the ability to exercise significant influence are accounted for
by the equity method. Other long term investments are recorded at cost. Any other than temporary
impairment in value of an investment is charged against income when determined.

Dorivativ s ieuments
AltaGas enters into financial derivative contracts such as swaps and collars to manage exposure to
fluctuations in commodity prices and interest rates. These contracts are designated as hedges and gains and
losses relating to such contracts are deferred and recognized in the same period and financial statement
category as the corresponding hedged transaction. If financial derivative contracts cease to be effective as
hedges, any cumulative gains or losses arising prior to such time continue to be deferred over the period of
the original hedged transaction. Changes in the fair value of the derivative contracts arising subsequent to
where they are no longer effective as hedges are recognized as adjustments to income.

AltaGas also enters into commodity derivative contracts which require the future delivery of

commodities at fixed prices. These contracts are not recognized in the financial statements until they are settled.

Revenue Recognition
Revenue for gathering and processing services is recorded as the services are rendered. Energy marketing
revenue is recognized at the time the product is delivered.

Steck Based Compensation Plan

The Company follows the intrinsic value method of accounting for stock based compensation plans whereby
no compensation expense is recognized for stock options granted to employees or directors unless the market
value of the stock exceeds the options exercise price at the date of grant. Consideration paid by employees or
directors on the exercise of stock options is credited to share capital. Options are issued at current market
value, consequently no compensation expense is recorded.
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Effective January 1, 2002 the Company prospectively adopted the new recommendation of
the Canadian Institute of Chartered Accountants with respect to stock based compensation. This new
recommendation requires pro forma disclosure of the effect of fair value accounting for stock options where
the fair value method is not applied.

; and Retirement Benafits

Pension
The cost of defined benefit pension and other retirement benefits is actuarially determined using the projected
benefit method prorated on service and management’s best estimate of expected plan investment performance,
salary escalation, retirement ages of employees and expected health care costs. For purposes of calculating the
expected return on plan assets, those assets are valued at fair value. The net actuarial gain or loss in excess of
10 percent of the greater of the accrued benefit obligation and the fair value of plan assets is amortized over
the average remaining service life of the active employees. Transitional obligations are being amortized over
the remaining service life of active employees.

fncome Taxes
Except for rate-regulated natural gas distribution subsidiaries, income taxes are calculated using the liability
method of tax accounting. Under this method, future income tax assets and liabilities are determined based
on differences between the financial reporting and tax bases of assets and liabilities and are measured using
the substantively enacted tax rates and laws that are anticipated to be in effect in the periods in which the
differences are expected to be settled or realized.

Natural gas distribution income taxes are provided using the taxes payable method approved
by the AEUB. In accordance with an AEUB decision, provision is made only for those income taxes currently
payable and no future tax is recorded on the timing differences between accounting income and taxable income.

Par Share information

Basic net income per share is calculated on the basis of the weighted average number of common and
preferred participating shares outstanding during the year. Diluted net income per share is calculated as if
the proceeds obtained upon exercise of options were used to purchase common shares at the average market
price during the year.

Estimates

The preparation of financial statements in conformity with Canadian generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities, and the reported amounts of revenue and expenses during the period. By their nature, these estimates
are subject to measurement uncertainty and may impact the financial statements of future periods.

PN ACCOUNRTING POLICY

Effective January 1, 2003, AltaGas adopted the new Canadian Institute of Chartered Accountants standard
for accounting for asset retirement obligations. Under the new standard, the corporation recognizes asset
retirement obligations in the period in which they are incurred if a reasonable estimate of a fair value can be
determined. The associated asset retirement costs are capitalized as part of the carrying amount of the long-
lived asset. The liability is increased due to the passage of time, with an offsetting charge to accretion expense
in the income statement, over the estimated time period until settlement of the obligation and the asset is
depreciated over the estimated useful life of the asset. Concurrently with the adoption of this standard, the
Company adjusted its accumulated amortization accounts for the impact of including salvage values in the
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determination of its annual amortization expense. Historically, the Company excluded salvage values in the
determination of an asset's amortizable value, effectively offsetting furure estimated reclamation costs.

During 2003, AltaGas undertook to identify assets impacted by the new standard in each
of its business segments.

In the Gathering and Processing and Energy Services segments, certain facilities must be
dismantled and the sites reclaimed to meet provisions of the Alberta Environmental Protection and Enhancement
Act and regulations. The asset retirement liabilities are recognized when the obligations are measurable.

In the Natural Gas Distribution segment, AltaGas identified that assets have an
indeterminate life and thus a future retirement obligation is not determinable.

The effect of this change in accounting policy was recorded retroactively with restatement
of all prior periods. The effect of the adoption is presented below as increases (decreases) in the affected
categories of the Consolidated Balance Sheet, Consolidated Statements of Income and Retained Earnings.

e et e L2003 e
Consolidated Balance Sheet

Capital Assets $ 9,680
Accumulated amortization (8,245)

Asset retirement obligations 13,962
Previously recognized future site restoration costs {(797)

Future income taxes 1,681

Opening retained earnings 2,280

Consolidated Statement of Income

Operating and administrative 3 920 $ §31
Amortization (2,132) (1LA8T
Income taxes 419 400

A reconciliation between the opening and closing asset retirement obligation balances is
provided below:

December 31, 2001 b 9855
New obligations in the period 1979
Accretion KT
_Other

December 31, 2002 L2 3

New obligations in the period 127
Accretion 920
Other ‘ (10)
December 31, 2003 $ 13,962

AltaGas estimates the undiscounted amount of cash flow required to sertle the asset
retirement obligations is $45.0 million (2002 - $44.8 million). The asset retirement obligations have been
recorded in the financial statements at estimated values discounted at rates between 8.0 percent and
8.5 percent and are expected to be incurred between 2010 and 2040. The majority of the costs are expected
to be incurred between 2025 and 2035. No assets have been legally restricted for settlement of the liability.
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2003
Accumulated Net Book

o Cost  Amortization Value Coont
Gathering and Processing
Gathering and

processing assets $ 621,719 $ 88,609 § 533,110 S S87.N83 5 $ 323,207
Qther assets 7,550 1,480 6,070 8,061 6,008
Energy Services
Energy services assets 28,008 7,847 20,161 23,930 3824 20,126
Other assets 2,515 1,101 1,414 2,059 1173 886
Natural Gas Distribution
Natural gas

distribution assets 157,062 54,606 102,456 3 38,623
Other assets 25,515 10,815 14,700 24,335 & VST

$ 842,369 § 164,458 § 677,911 $ 789744 & 58 663,369

Interest capitalized on long term capital construction in projects for the year ended
December 31, 2003 was $156 thousand (2002 - $746 thousand).

At December 31, 2003, the Company had approximately $13.4 million (2002 -~ $24.2
million) related to projects under construction that were not subject to amortization.

4. ENZRGY SERVICES ARRANGEMENTS AND CONTRACTS

Cost $ 113,367 S 133,342
Accumulated amortization 12,332 6,312
Net book value $ 101,035 § 107,036

AltaGas owns the Sundance B PPA through its 50 percent interest in the ASTC Power
Partnership (ASTC). ASTC is committed to purchase all of the power from the 706 megawartt capacity
generating units. The investment in the PPA and its revenue and expenses thereunder are recorded on a
proportionate basis.

3. GOODWILL

‘ 2003 2607
Carrying value $ 18,860 5 18860

On December 19, 2002 AltaGas acquired all of the shares of Encana Suffield Pipeline Inc.,
comprising of two nartural gas transmission pipelines at Suffield, Alberta, and purchased seven natural gas
gathering and processing systems in northeastern Alberta for a total of $118.1 million. This acquisition 1s
accounted for as a business combination. The purchase price of the business was allocated to che individual
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assets and liabilities acquired based on their estimated fair value, with the exception of future income taxes
which were recorded on an undiscounted basis. The excess of the recorded value of the future income tax
liability over its fair value was offset through the recognition of goodwill. The results of operations were
included in the consolidated statement of income and retained earnings from the date of acquisition.

Net Assets Acquired

Capital assets $
Working capital
Goodwill
Future income taxes

§
Purchase Price
Cash $ 1
Transaction costs

b
6. INYVESTMENTS AND OTHER ASSETS
Common shares of public companies $ 825 $ 1,877
Common shares of private companies 841 434
Equity accounted investments in units of public partnerships 17,925
Equity accounted investments in common shares of private companies 654 298
Advances (note 15) 2,335 2,239
Other ) 2,518 2,580

$ 25,098 $

At December 31, 2003 the quoted market value of the common shares and units of public
entities was approximately $22.1 million (2002 - $1.5 million). The fair market value of investments in
private companies is not reasonably determinable.

Advances at December 31, 2003 consist of a $2.3 million demand loan bearing interest at prime
plus 3.5 percent. At December 31, 2003 the Company had no intention of demanding repayment of the loan.

On April 23, 2003, AltaGas acquired 19.2 percent of the outstanding units of Taylor NGL
Limited Partnership (“Taylor”) for $9.4 million. On October 17, 2003 AltaGas purchased an additional
1,592,250 limited partnership units of Taylor for $8.7 million, preserving AltaGas’ 19.2 percent ownership
of Taylor. The investment is accounted for by the equity method. The excess of AltaGas’ interest in the
underlying net book value of the assets over the purchase price of $4.7 million is being amortized over the
economic life of the assets and is treated as an adjustment to AltaGas’ equity income.
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FTOOSHORY TURM DEBT

At December 31, 2003 the Company had a $50.0 million demand operating credit facility with a
Canadian chartered bank. Draws on the facility bear interest at the lender’s prime rate or at the bankers’
acceptance rate plus a stamping fee. At December 31, 2003 the Company had drawn debt of $4.4 million
and letters of credit of $14.6 million (2002 - $0.6 million and $8.8 million respectively) were outstanding
against the demand operating credit facility.

At December 31, 2003 the Company had a $75.0 million 364 day extendible revolving
term letter of credit facility with a Canadian chartered bank which was established on June 30, 2003. The
facility which has a maturity date of June 28, 2004 can be extended for a further 364 days from the current
maturity date. AltaGas may borrow up to $25.0 million by way of prime borrowings or bankers’ acceptances
on the letter of credit facility. Borrowings on the facility bear fees and interest at market rates. At December
31, 2003 the Company had drawn debt of $0.1 million and letters of credit of $11.9 million outstanding
against the extendible revolving term letter of credit facility.

On June 30, 2003 the Company repaid and cancelled a $50.0 million non-revolving bridge
credit facility with a syndicate of Canadian chartered banks. The facility was fully drawn on December 31, 2002.

On December 11, 2003 the Company’s $10.1 million extendible letter of credit facility
with a chartered bank expired and was not renewed. The facility was fully drawn on December 31, 2002.

The prime lending rate at December 31, 2003 was 4.50 percent (2002 ~ 4.50 percent). The
average rate on the Company’s outstanding bankers’ acceptances at December 31, 2003 was 4.00 percent
(2002 - 4.09 percent).

. LONG TERM DEAY
e B . . 2003 o BOE
Operating loans $ 292,358 $ 2689473
Medium term notes 100,000 100,008
$ 392,358 § 388,243

Operating Loans

At December 31, 2003, the Company had a $300.0 million (2002 - $270.0 million) extendible revolving term
credit facility with a syndicate of Canadian chartered banks. Draws on the facility bear interest at the lender’s
prime rate or at the bankers’ acceptance rate plus a stamping fee. On March 5, 2003 the facility was increased
by $30.0 million and a Canadian financial institution was added to the syndicate. Effective October 12, 2003
the facility was extended for an additional 364 days. The facility can be extended for an additional 364 days
on October 10, 2004 or can be converted by the Company on that date to a two year term loan. The term
loan is repayable over the two year period or at the end of the two year term, depending on the bond rating
category of the long term unsecured senior indebtedness of the Company.

Medium Term Notes

On January 10, 2003 the Company filed a short form shelf prospectus to renew its medium term note
program initiated on September 27, 2000. On October 4, 2000 the Company issued $100.0 million of
7.28 percent medium term notes pursuant to the program. Interest is payable semi-annvally and the principal
is due on October 4, 2005. Medium term notes may be issued in an aggregate principal amount of up to
$250.0 million at prices and terms determined at the time of issue.
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FINANCIAL INSTRUNMENTS &ND FINANDIAL RISK MANACEMENT

In the course of its normal operations the Company issues short and long term debt, and purchases and sells
natural gas and power commodities. These activities result in exposures to fluctuations in interest rates and
commodity prices. The Company uses financial derivative instruments that result in cash settlements to
manage the price or cash flow risk that results from these activities. The Company does not make use of
derivative instruments for speculative purposes.

The fair values of financial derivatives have been estimated using year-end market rates.
These fair values approximate the amount that the Company would receive or pay if the instruments were
closed out at these dates.

ity Price Risk Muanage

Commodin
a) Natural gas prices
The Company used swap agreements to fix the price received on certain natural gas sales in 2002. No such
contracts were outstanding at December 31, 2003.

At December 31, 2002, the Company had the following contracts outstanding:

Notional
Fixed Price Period Volume Fair Value
e e e e . per Mef) (months) (Mmcfiday)  (thousands)
Swaps
2002 R X i} 1.9 %

b) Power prices
Under power purchase arrangements AltaGas has an obligation to buy power at agreed terms and prices to
December 31, 2020. The Company sells the power to the Power Pool of Alberta at spot prices and uses swaps
and collars to fix the prices over time on a portion of the volumes. AltaGas’ strategy is to lock in margins to
provide predictable earnings. At December 31, 2003 the Company has no intention to terminate any contracts
prior to maturity.

At December 31 the Company had the following contracts outstanding;:

Notional
Fixed Price Period Volume (MWhj Fair Value
(per MWh) {months) Sales Purchases (thousands)
Derivative instruments
2003
Swaps and collars $41.50 ro $52.00 1210 1S 2,531,176 - $ (17,834)
Swap $56.43 168 - 368,064 (3,394)
2002
Swaps and collars S43.20 1o Sed 3,556,563 - § {29260

- 394416

Swap
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interest Rate Risk Management
To hedge against the effect of future interest movements, the Company enters into interest rate swap
agreements to fix a portion of its bankers’ acceptances issued under credit facilities. The Company has no
intention of terminating any swap agreements prior to maturity.

At December 31 the Company had the following contracts outstanding:

Weighted
Period Principal Average Fair Value
S o . (months) ... (thousands) = [nterestRate (thousands)
2003 3to 60 $ 180,00 421% $ (1,576)
2002 Puora 8 S 70,000 G5 § 11,248

Credit Risk on Financial Instrumants
Credit risk results from the possibility that a counterparty to a derivative in which the Company has an
unrealized gain fails to perform according to the terms of the contract.

Credit exposure is minimized by entering into transactions with credit worthy
counterparties in accordance with established credit policies and practices. At December 31, 2003 AltaGas
did not have a significant concentration of credit risk with any single counterparty to financial contracts.

Authorized:
- an unlimited number of common shares without nominal or par value.
- an unlimited number of preferred shares without nominal or par value.

Common Shares Issued:

Number of
Shares Amount
December 31, 2001 3 116,082
Issued for cash on exercise of options 1,863
Issued for cash pursuant to public placement 3,822
Issued for compensation 79
Less issue costs, net of tax (15260
December 31, 2002 37,092 £ 173526
Issued for cash on exercise of options 471,752 3,652
Issued for compensation 8,000 98
December 31, 2003 36,716,844 $ 179,076
Preferred Participating Shares Issued:
Number of
Shargs ‘ ) A_mqunt ‘
December 31,2003 and 2002 . 9000,000 $ 88,964
Total shares issued 45,716,844 $ 268,040




On September 30, 1999 the Company closed a private placement of 9,000,000 non-voting,
preferred participating shares at $10.00 per share for gross proceeds of $90.0 million. These shares are convertible
at the holder’s option into common shares, one for one, any time prior to September 30, 2004. After that date,
and no later than September 30, 2009, AltaGas may either redeem the participating shares or convert them to
common shares. These shares share rateably with common shares in any dividend declared on or before
September 30, 2002 and to a maximum of $1.00 per share per year thereafter. On conversion or redemption, or
in the event of a liquidation, dissolution or winding-up of the Company, the participating shareholders are entitled
to $10.00 per share and their share of the cumulative retained net income of AltaGas since September 30, 1999
with the annual earnings included per participating share being limited to $1.00 following September 30, 2002.

AltaGas implemented a Normal Course Issuer Bid through the facilities of The Toronto Stock
Exchange on December 1, 2000, and renewed the bid in December 2001 and again on December 2, 2002 for an
additional 12 months. From April 25, 2001 through December 31, 2003 no shares were purchased. The Normal
Course Issuer Bid was not renewed.

On June 7, 2002 AltaGas closed a public offering for 6,325,000 common shares ar $9.30
per share. Proceeds net of share issue costs were $56.4 million.

The Company has an employee stock option plan under which both employees and
directors are eligible to receive grants, At December 31, 2003, 3,800,000 common shares are reserved for
issuance under the plan. To December 31, 2003 options granted under the plan generally had a term of
10 years to expiry and vested no longer than over a four year period. Currently, outstanding options are
exercisable at various dates to the year 2013. Options outstanding under the plan have a weighted average
exercise price of $8.74 and a weighted average remaining contractual life of 7.21 years.

~_ Number of Oprions Exercise Price Expiry Date
196,849 $8.75 - $10.00 2004
73,250 $7.00 - $10.00 2009
99,375 $4.80-86.25 2010
523,000 $5.10-$7.25 2011
233,750 $6.50-$9.75 2012
vvvvv 380,138 $9.55 - $15.05 2013
1,506,362
2003 VISR
Weighred
Number Average
. of Options Exercise Price
Stock options outstanding,
beginning of year 1,670,676  $ 7.66 1,896,914
Granted 400,638 11.76 262000
Exercised (471,752) 7.74
Cancelled (93,2000 747
 Stock options outstanding, end of year 1,506,362 $ 8.74

Exercisable at year end 622,974 $ 7.78
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Based on the number and fair value of options granted during 2003 and 2002, the effect
on net income of following the fair value method of accounting instead of the intrinsic value method for stock
options would not be significant and there would be no effect on net income per share.

The average basic number of shares outstanding for the year ended December 31, 2003
was 45.5 million (2002 - 42.3 million) and the diluted number of shares outstanding for the year ended
December 31, 2003 was 45.9 million (2002 - 42.6 million). During the years presented, outstanding stock
options are the only dilutive instrument.

T, COMMITMENTS

Future minimum lease payments under operating leases for office space, office equipment, and automotive
equipment are estimated as follows:

2004 ' $ 2,357
2005 2,365
2006 2,410
2007 2,287
2008 ‘ _ -

$ 9,419

Under the terms of a 1997 long-term gas supply contract AltaGas is committed to supply
natural gas for prices ranging from $1.93/Mcf in 2003 to $2.15/Mcf by contract expiry in 2009. AltaGas
contracted with several producers to provide the volumes for the term of the 10 year contract. One of those
producers defaulted in 1999 on its obligation under its gas supply contract, resulting in the delivery
commitment for 2,845 Mmcf/d reverting to the Company. AltaGas owns natural gas reserves as a hedge
against the obligation under this reverted supply contract. The natural gas produced from these reserves is in
excess of the commitment under the reverted contract.

In addition to the production from its own reserves, in 1999 the Company acquired a right
to purchase natural gas from specific reserves for $0.05/Mmcf for the life of the reserves. The production from
these reserves was 1,512 Mmcf/d in 2003 (2002 - 1,857 Mmcf/d) and also serves as a hedge against the
commitment under the reverted contract.

AltaGas was a successful bidder for 100 MW of power capacity in the Alberta
government’s third phase of the Market Achievement Plan auction. As a result, the Company entered into
an energy contract (“Genesee Energy Contract™) with the Balancing Pool Administrator for the right and
obligation to purchase power from 100 MW of power capacity at the EPCOR Generation Inc. operated
Genesee power plant for a three year term commencing April 1, 2003. The Company has an obligation to
pay a competitively priced fixed monthly capacity charge for the power capacity under this power purchase
arrangement.
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The income tax provision differs from the amounts which would be obtained by applying the combined
Canadian base federal and provincial income tax rate to income before income taxes. These differences result
from the following items:

2003 3002
Income before income taxes $ 61,482 $ 0 42,904
Statutory income tax rate (percent) 40.75 42,12
Computed income tax provision $ 25,054 £ 1807
Increase (decrease) in income taxes resulting from:
Resource allowance (2,351)
Manufacturing and processing credit (426)
Large corporations tax 1,179
Permanent differences between accounting and ‘
tax bases of assets and liabilities (358) 264
Rate reductions applied to future income tax liabilities (628) 6
B Other v 689
Income tax provision
Current 10,587
Future 12,572
$ 23,159 $
Effective income tax rate (percent) 37.67

The tax effects of the significant components of temporary differences that give rise to
future income tax assets and liabilities as at December 31, 2003 are as follows:

2003 22
Assets Liabilities Assirs Ligt
Capital assets $ - $ 40,189 5 - §
Net operating losses unused
for tax purposes 208 (6,002) 208
Deferred debt charges - 85 -
Share issue costs - (511) -
Partnerships - 28,426 -
Other - 350
$ 208 $ 62,537 $ 208 5

Future income tax expense and future income tax assets and liabilities have not been

recognized for the Company’s rate-regulated natural gas distribution subsidiary. Unrecognized future income
tax expense for the year ended December 31, 2003 was $156 thousand (2002 — $451 thousand). The
unrecognized future income tax liability at December 31, 2003 was $6.5 million (2002 - $6.7 million).
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13. CHANGE 1N NON-CASH WORKING CAFITAL
Accounts receivable $ 10,533 $ 34850
Inventory 1,891 609
Other current assets (626) 6,704
Accounts payable and accrued liabilities (2,439) 35,822
Other current liabilities 460 5,282
Other S -
' 9,819 1154
Less decrease (increase) in capital costs payable (3,527) {4065}
Net change in non-cash working capital from operations $ 6,292 b 6,088

The following cash payments have been included in the determination of earnings:

........... 2003 pAIRS

Interest paid $ 22,065
Income taxes paid $ 9,113

Y

Wy

TA. PENSION PLANS AND RETIREMENT BEMNEFITS

Substantially all full-time employees of the Company’s narural gas distribution subsidiary, AltaGas Utilities
Inc., are members of one of two defined benefit non-contributory pension plans. AltaGas Utilities Inc. also
has plans that provide other post-retirement benefits such as life insurance and health care.

2003
Pension " Other Benefit
Plans Plans
Accrued benefit obligation
Balance, beginning of year 3 9,300 $ 814 %
Experience loss (gain) 1,133 115
Current service cost 668 40
Interest cost 684 59
Benefics paid 129) ®)
Balance, end of year 11,656 1,020
Plan assets
Fair value, beginning of year 8,241 -
Actual return on plan assets 871 -
Employer contributions 809 -
_Bencfits and expenses paid  (12%) -
Fair value, end of year 9,792 -
Funding deficit (1,864) (1,020)
Unamortized transitional obligation 467 361
Unamortized past service costs 171 -
Unamortized experience loss (gain) 1,491 247

Accrued benefit asset (liability) $ 265 $ (412) %
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Included in the accrued benefit obligation and fair value of plan assets at year end are the
following in respect of plans that are not fully funded:

2003 2000
Pension Other Benefit
‘ ‘ o v Plans Plans ‘
Accrued benefit obligation $ 11,656 § 1,020 $
Fair value of plan asset e 9,792 -
Funding deficit § (L,8e4) $  (1,020) $

Significant actuarial assumptions used as at December 31
Discount rate (percent) 6.25 6.25 65.90 700
Expected long-term rate of return

on plan assets (percent) 6.75 n/a 7.4 w/in
Rate of compensation increase (percent) 5.00 5.00 5.00 $.00
Average remaining service life

of active employees (years) 13-15 16 HS 16

Net benefit plan expense for the year

Current service cost and expenses $ 668 $ 40 $ fand ) 33
Interest cost 684 59 633 53
Expected return on plan assets (639) - 1571 -
Amortization of transitional obligation 81 30 81 30
Amortization of experience losses 2 3 27 »
3 796 $ 132 % 96D b 116

TE.ORELATED PARTY YTHANSAUTIONS

During 2003 AltaGas purchased maintenance services totaling $137 thousand (2002 ~ $80 thousand) from
an equity accounted investee. These transactions have been recorded at their exchange amounts. At
December 31, 2003 $2.3 million (2002 - $2.3 million) was owed to AltaGas by this investee.

AlraGas has contracted with a significant shareholder to purchase a fixed volume of power
for a fixed price. During 2003 the Company purchased 26,280 MWh (2002 - 26,280 MWh) of power for
$1.8 million (2002 - $1.8 million).

AltaGas loaned $30.5 million to Taylor NGL Limited Partnership in August 2003. This
amount was fully repaid by October 17, 2003, Market rates were used to calculate interest on this loan.
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1. JOINT VENTURES
The Company’s proportionate interest in its joint venture arrangements is summarized as follows:

2003 Toul

Proportionate share of operating income

Revenue $ 162,649 3
Expenses 117,030
$ 45,619 $

Proportionate share of net assets

Current assets $ 17,027 £ 226
Capital assets 53,076 <4
Energy services arrangements and contracts 98,666 104,438
Investments and other assets 114 638
Current liabilities (18,156) (21.768)
$ 150,727 $ 153,542
Proportionate share of change in cash
Operating activities $ 354,961 § 4876
Investing activities (5,140) 124767

Financing activities (49,821) 125,949

$ -

o
{

TFLOSEOGMENTED INFORMATION

AlraGas is a midstream energy company with a portfolio of assets and services used to move energy from the
source to the end-user. The Company has three reportable segments:
Gathering and Processing - natural gas gathering and processing, natural gas transmission,
and ethane and natural gas liquids extraction.

Energy Services — power services, gas services and oil and natural gas production.

Natural Gas Distribution — natural gas distribution to end users and related services.

Gathering and Energy Natural Gas Intersegment
December 31, 2003 Processing Services Distribution Elimination Total
Revenue $ 156,711 $ 521,590 $ 129,434 $ (98,851) $ 708,884
Cost of sales (16,504) (472,075) (98,866) 98,418 (489,027)
Operating and
administrative expenses (74,598) {8,189) (15,637) 433 (97,991)
 Amortization @3S 8S13) (624 - (38312)
Operating income $ 42,054 % 32,813 § 8687 § - § 83554
Net additions to capital assets $§ 33,316 $ 2,514 § 16,796 $§ 52,626
Segment assets $ 614,401 $ 165,759 $ 139,100 $ 919,260
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Revenue
Cost of sales
Operating and
administrative expenses
Amortization

Operating income

Net additions to capital assets £ 164,990

G014 863

ES

Segment assets

T8, SUBESEQUE

On February 18, 2004 AltaGas announced that a Special Committee of Independent Directors was undertaking
a review regarding the reorganization of the business of AltaGas into an income trust. On March 10, 2004
AltaGas announced that its Board of Directors has approved a proposal to reorganize the business of AltaGas
into an income trust to be called AltaGas Income Trust (the “Trust”).

The reorganization will be accomplished by way of a plan of arrangement under the
Canada Business Corporation Act (the “Plan of Arrangement”). The Plan of Arrangement will be subject to
the approval of the holders of AltaGas® Common Shares, Participating Shares and Options, voting at a special
meeting to be held on April 29, 2004. In addition to securityholder approval, the Plan of Arrangement will
be subject to receipt of regulatory and court approvals.

The proposed reorganization is the foundation of a plan to enhance sucurityholder value
and for continued prudent growth. Cash flow generated by the business of AltaGas will be distributed to
AltaGas securityholders as the holders of the units (“Units”) of the Trust. The Trust will retain sufficient cash
flow to fund maintenance capital and capital committed in the Natural Gas Distribution segment. The current
business and operations of AltaGas will be unaffected by the proposed reorganization.

1. COMPARATIVE FIGURES

Certain comparative figures have been reclassified to conform to the current financial statement presentation.
Prior periods have been restated for the impacts of the adoption of the CICA Handbook Section on
accounting for asset retirement obligations.
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(§ miliiens exvept per sharg 2003 PRIEN i eh
OPERATIONS
Revenue
Gathering, Processing and Energy Services - 481
Gathering and Processing 156.7
Energy Services 521.6 -
Natural Gas Distribution 129.4
Intersegment elimination (98.8)
Cost of sales 489.0
Net revenue'” 219.9
Operating and administrative o 98.0
EBITDAY 121.9
Amortization 38.3
Interest expense 22.1
Income taxes 232
Net income 383
Net income per basic share $ 0.84 § 050
Net income per diluted share $ 0.84 $ 056
EBITDA per basic share $ 2.68 $ 183
EBITDA per diluted share $ 266 5 ¢ 183
Dividend per share $ 0.38 $ § 0.8
FUNDS G RATED FROM QPERATIOMEH
From continuing operations 90.2 RS
Per basic share $ 198 $ 147 %
Per diluted share $ 1.97 $ 1.6 %
SHARE DATA (millions)
Shares outstanding at year end 45.7 452 8.3
Shares outstanding for the year
Basic 45.5 42.3 3%.2
Diluted 45.9 424 383
ASSETS
Current assets 96.2 1088
Capirtal assets 677.9 6624
Goodwill 18.9 18.9
Future income taxes 0.2 0.2 5.2
Energy services arrangements and contracts 101.0 ] 2.2
Investments and other assets ‘ ‘ 25.1 77
919.3 il
L LITIES AND 8 OLDERS EQUITY
Current liabilities 87.1 1331
Operating loans 392.4 3689
Deferred revenue and other 14.0 129
Future and deferred income taxes 62.5 4% 4
Shareholders’ equity 363.3 ERERS

919.3 G046
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EAR REVIEW &4

2003
RATIOS {percent:
Return on average equity 10.9 w8 7.3
Return on average invested capital 111 9.3 8.7
Debt as a percentage of total capitalization 52.2 33.3 383
OQPERATING RESULTE
Gathering and Processing
Field gathering and processing
Processing capacity (gross Mmcf/d) " 861 K42 768
Processed throughput (gross Mmcf/d) 523 532 498
Processed throughput (gross average annual Mmcf/d) 520 292 489
Capacity utilization (percent) " 61 62 63
Average working interest (percent) " 90 RE% B
Extraction
Inlet capacity (Mmcf/d) 349 349 219
Production (Bbls/d) 6,560 3399 2,618
Transmission volumes (Mmcf/d) ¢ 403 106 47
Energy Services
Volume of power sold {thousands of MWh) © 3,266 2,560 -
Average price received on the sale of power ($MWh) 47.03 ; -
Average Alberta Power Pool price ($/MWh) ¥ 62.98 -
Natural Gas Distribution "
Volume of natural gas distributed
Sales (Bcf) 14 14 L3
Transportation (Bcf) 10 b b
Number of customers ! 59,543 85,499
Degree day variance (percent) 6.9 7.8
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QUARTERLY R

FINANCIAL SUMMARY

($ millions except per share amounts) Q1 Q2 Q3 Q4 Annual
2003
Revenue
Gathering and Processing
Field gathering and processing 243 24.0 25.7 27.8 101.8
Extraction 8.3 5.7 5.9 7.4 27.3
Transmission 6.2 6.4 - 6.7 6.7 26.0
Other 0.8 0.8 0.8 1.2 3.6
Intercomponent elimination (0.1) (0.5) (0.9) (0.5) (2.0)
Energy Services 152.6 124.0 117.0 128.0 521.6
Natural Gas Distribution 58.3 23.5 12.9 347 129.4
Intersegment elimination (47.0) (15.3) (10.2) (26.3) (98.8)
203.4 168.6 157.9 179.0 708.9
Net revenue'”
Gathering and Processing
Field gathering and processing 243 24.0 25.7 27.8 101.8
Extraction 2.9 2.3 2.1 3.5 10.8
Transmission 6.2 6.4 6.7 6.7 26.0
Other 0.8 0.8 0.8 1.2 3.6
Intercomponent elimination (0.1) (0.5) (0.9) (0.5) (2.0)
Energy Services 9.8 12.5 14.1 13.2 49.6
Natural Gas Distribution 10.6 5.8 4.9 9.2 30.5
Intersegment elimination (0.1) (0.1) (0.1) (0.1} (0.4)
54.4 51.2 53.3 61.0 219.9
Operating income
Gathering and Processing 9.6 9.0 10.1 13.4 42.1
Energy Services 6.1 8.3 9.6 8.8 32.8
Natural Gas Distribution 5.2 0.3 (0.5) 37 8.7
20.9 17.6 19.2 25.9 83.6
Net income 10.2 6.8 2.3 12.0 38.3
Per basic share 0.23 0.15 0.20 $ 0.26 $ 0.84
Per diluted share 0.22 0.15 0.20 $ 0.26 $ 0.84
EBITDAY 30.7 27.4 29.1 347 121.9
Per basic share 0.68 0.60 0.64 $ 0.76 $ 2.68
Per diluted share 0.67 0.60 0.63 $ 0.75 $ 2.66
Funds generated from operations™! 21.% 20.5 21.1 26.7 90.2
Per basic share 0.48 0.45 0.46 $ 0.58 $ 1.98
Per dituted share 0.48 0.45 0.46 $ 0.58 $ 1.97
Net additions to capital assets 7.5 4.9 6.5 33.7 52.6
Gathering and Processing 5.3 3.3 3.0 21.7 33.3
Energy Services 0.8 0.2 0.5 1.0 2.5
Natural Gas Distribution 1.4 1.4 3.0 11.0 16.8
Segment assets 918.7 881.6 910.0 919.3 919.3
Gathering and Processing 596.2 584.7 622.0 614.4 614.4
Energy Services 176.7 171.7 162.0 165.8 165.8
Natural Gas Distribution 145.8 125.2 126.0 139.1 139.1
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2002
Revenue
Gathering and Processing
Field gathering and processing
Extraction
Transmission
Other
Intercomponent elimination
Energy Services
Natural Gas Distribution
Intersegment elimination

8

Net revenue'”

Gathering and Processing
Field gathering and processing
Extraction
Transmission
Other
Intercomponent elimination
Energy Services
Natural Gas Distribution
Intersegment elimination

v

(O]

Operating income
Gathering and Processing
Energy Services

Natural Gas Distribution

Net income
Per basic share
Per diluted share
EBITDA™
Per basic share
Per diluted share
Funds generated from operations”
Per basic share
Per diluted share

)
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Net additions to capital assets
Gathering and Processing
Energy Services
Natural Gas Distribution

Segment assets
Gathering and Processing
Energy Services
Natural Gas Distribution
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R
Q1 Q2 Q3 Q4 Annual
2003
Gathering and Processing
Field gathering and processing
Processing capacity (gross Mmcf/d) " 847 838 833 861 861
Processed throughput {(gross Mmcf/d) 535 510 514 523 523
Capacity utilization (percent) ¥ 63 61 62 61 61
Average working interest (percent) ! 88 88 88 90 90
Extraction
* Inlet capacity (Mmcf/d) ! 349 349 349 349 349
Production (Bbls/d) 6,416 6,195 5,440 8,182 6,560
Transmission volumes {Mmcf/d) @@ 319 321 347 403 403
Energy Services
Volume of power sold (thousands of MWh) 660 861 872 873 3,266
Average price received on the
sale of power ($/MWh) @ 46.07 46.55 48.28 46.97 47.03
Average Alberta Power Pool prices ($/MWh) 83.85 50.88 62,39 54.78 62.98
Natural Gas Distribution
Volume of natural gas distributed
Sales (Bcf) 5.9 2.1 1.3 4.5 13.8
Transportation (Bcf) 1.9 2.2 2.6 3.0° 9.7
Number of customers (¥ 58,700 58,671 58,941 59,543 59,543
Degree day variance (percent) ¥ 9.2 15.4 (5.9) 34 6.9
2007
Gathering and Processing
Field gathering and processing
Processing capacity (gross Mmef/d) ! THE 8T 87 842 842
Processed throughput (gross Mmcf/d) 2 () 482 473 479 332 S22
Capacity utilization {percent) (V' © 3 &2 62 43 63
Average working interest (percent) ! 33 89 87 £8 83
Extraction
Inlet capacity (Mmcf/d) ¥ 219 219 2449 349 349
Production (Bbls/d) * 3,248 2R06 30487 3802 3,389
Transmission volumes (Mmcf/d) @ 48 48 75 106 106
Energy Services
Volume of power sold {thousands of MWh) 654 G4 674 672 2,669
Average price received on the
sale of power ($/MWh) 3438 421 42.51 45,43 41,27
Average Alberta Power Pool prices ($/MWh) @ 3533 43 3475 GhA4l 43.85
Natural Gas Distribution ©!
Volume of natural gas distributed
Sales (Bcf) A 4.3 4.2
Transportation (Bcf) 08 20 R
Number of customers V! STHOD 5x480 §3 499
Degree day variance (percent) ¥ 27 (7.4 78




CORPORATE INFORMATION

DIVIDENDS

On January 11, 2001 the Corporation declared its first quarterly cash dividend per fully paid common share
and participating share in the capital stock of the Company, which was paid on March 31, 2001. No
dividends were paid on any shares of AltaGas from the date of its incorporation to the end of December 2000.

Dividend levels are reviewed periodically by the Board of Directors and given consideration
to AltaGas’ growth-related initiatives, financial position, financing requirements, cash flow and other relevant

factors. The following table summarizes the dividends paid by AltaGas in 2003, 2002 and 2001.

2003 AR PALLES

First quarter $ 0.08 § 0.06 .03
Second quarter 0.08 45.06 ¢.03
Third quarter 0.11 (.08 ¢.06
Fourth quarter 0.11 13,08 0o
3 0.38 % .28 18

EARNINGS COVERAGE RATIO

The following table sets forth AltaGas Services Inc.’s earnings coverage ratio which is provided in connection
with its continuous offering of medium term notes. The financial ratio has been calculated based on Canadian

generally accepted accounting principles.

2003 20607
Earnings coverage on short and long term debt : 3.8X 3.4X
DEFINITIONS
Bbls/d barrels per day
Bef billion cubic feet
Mmcfld million cubic feet per day
MW megawatt
Net revenue gross revenue less the costs of the purchase of natural gas for resale,
and the costs to purchase power under the power purchase based arrangements
Degree day The cumulative extent to which the daily mean temperature falls below 18 degrees

Celsius. Normal degree days are based on a 20 year rolling average. The 10 percent is

relative to the 20 year rolling average



CORVORATE INFORMATION

DIRECTORS AND OQFFICERS

DIRECTORS

John B, Breen TV
Managing Partner
MWI & Partners
Toronto, Ontario
David w. Cornhifl ¥

Chairman and Chief Executive Officer
AltaGas Services Inc.
Bonnie 0. DuPaont
Group Vice President,
Corporate Resources of
Enbridge Inc.

Calgary, Alberta

Denis O Fonteyne
Natural Gas Industry Consultant
Calgary, Alberta

Daryt . Glibert

President and Chief Executive Officer
Gilbert Laustsen Jung Associates Ltd.
Calgary, Alberta

Myron F. Kanik
President
Kanik and Associates Ltd,
Calgary, Alberta

Steghen 4. 4. Letwin &

Group Vice President Gas Strategy
& Corporate Development
Enbridge Inc.

Calgary, Alberta

David F. Mackie ¥
Energy Industry Consultant and Investor
Houston, Texas

David W. Cornhill
Chairman of the Board and
Chief Executive Officer

Caeonis A Dawson
Vice President, General Counsel and
Corporate Secretary

Gary R. Holden

President and Chief Operating Officer

Kim 8, HMubiek

Corporate Controller

Denise M. Kitagawa
Divisional Vice President Extraction and
Transmission

Garry M. Malin
Vice President
Regulatory and Northern Development

John W, A McDonald

Vice President

Patricia M, Newson
Senior Vice President Finance and
Chief Financial Officer

Marilyn A, Pf

Treasurer

Kent &, Stout
Vice President
Corporate Resources

bMarshal L. Thompson
Segment Vice President
Gathering and Processing

~
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CORPORATE INFORMATION

EXECUTIVE TEAM

David W, Cornhill

Chairman of the Board and Chief Executive Officer co-founded
AltaGas in 1994, Mr. Cornhill is focused on the strategic
direction and growth of the Company, customer and investor
relations, and performance for shareholders.

Dennis A, Dawsaon

AltaGas’ Vice President, General Counsel and Corporate
Secretary and member of the AltaGas team since 1997
M, Dawson is responsible for the areas of legal and regulatory.

Gary R Holden

President and Chief Operating Officer joined AltaGas on
April 1, 2003. Mr. Holden provides leadership and direction to
the operational groups of AltaGas, including field gathering
and processing, transmission, extraction, energy services and
natural gas distribution, and is responsible for operational
excellence and reliable and responsive service to customers.

Pavricie M. Newson

Senior Vice President Finance and Chief Financial Officer, joined
the Company in 1996. Ms. Newson is responsible for the areas
of corporate development, finance, treasury and investor
relations, financial reporting and planning, controllership and
accounting, and information technology.

Kent E. Stout

AltaGas' Vice President Corporate Resources, joined the
Company in 1998, Mr. Stout is responsible for the areas of
human resources, office services, community relations and
corporate communications.

HEAD OFFEICE ANNUAL M TG

Suite 1700 A special meeting of the shareholders
355 — 4th Avenue SW. of AltaGas Services Inc. will be held on
Calgary, Alberta Thursday April 29, 2004 at 3:00 p.m.
Canada T2P 0J1 at the Metropolitan Centre

Tel: (403) 691-7575 333 - 4th Avenue 5.W., Calgary, Alberta.

Fax: (403) 691-7576
Learn more about AltaGas on our

website at www.altagas.ca
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