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The Company

Toronto Hydro
Corporation (THC) is a
holding company with the
following subsidiaries:
Toronto Hydro-Electric
System Limited, which
distributes electricity and
engages in Conservation
and Demand
Management activities;
and Toronto Hydro
Energy Services Inc.,
which provides street
lighting services. THC's
sole shareholder is the
City of Toronto (rated
AA).

Recent Actions
November 25, 2013
Commercial Paper Rating
Assigned; Short-Term
Rating Discontinued

Rating Update

. ____________________________________________________________
DBRS has confirmed the ratings of Toronto Hydro Corporation (THC or the Company), as listed above. The rating
confirmation reflects THC’s low business risk profile and reasonable financial risk profile. However, THC faces
financial challenges due to its aging infrastructure replacement program that could pressure its balance sheet. DBRS
views leverage rising above the regulatory capital structure as high for the current rating category and could
potentially trigger a negative rating action.

THC’s business risk profile is supported by a reasonable regulatory environment in Ontario and stable earnings from
regulated business accounting for virtually all of the Company’s earnings and cash flow. The regulatory framework
for distribution utilities in Ontario is shifting from the current third-generation incentive regulatory mechanism (IRM)
to the renewed regulatory framework. Under Ontario Energy Board’s (OEB) renewed regulatory framework, the
Company’s electricity distribution business (LDC) is expected to file under custom incentive regulation (CIR) in Q3
2014 for rates effective 2015 to 2019. DBRS views CIR as well-suited to distributors such as THC with large, broad,
multi-year capital investments that require certainty of funding in advance, as capex decisions will be driven by pre-
approval from the OEB. Given that CIR is new and the forecasting period is five years (compared to three years
under the earlier framework), THC’s cash flow could be affected if the LDC is unable to recover large unforeseen
discrepancies between forecasts and actual capex and operating expenses in a timely manner. The current rating is
based on DBRS’s expectation that the implementation of the renewed regulatory framework in Ontario will not have
a material impact on the credit profile of THC.

THC’s financial metrics are currently commensurate with an “A” rating range. However, financial metrics could
weaken and may not be commensurate with the current ratings, as significant capital expenditure is needed to replace
the Company’s aging infrastructure (approximately $400 million approved by OEB for 2014), resulting in higher
free cash flow deficits. In recent years, THC has funded these deficits with a combination of asset sales and debt,
maintaining leverage close to the regulatory capital structure (60% debt to 40% equity). DBRS is concerned that the
rising leverage could pressure Company’s balance sheet as cash balances have been depleted, and going forward it
will likely depend entirely on debt due to its limited access to equity markets. DBRS will monitor regulatory
developments subsequent to the Company’s CIR filings in Q3 2014 and OEB approval expected in Q2 2015, with a
view to a potential negative rating action should leverage exceed the regulatory capital structure.

Rating Considerations

. ____________________________________________________________
Strengths

(1) Reasonable regulatory environment

(2) Strong franchise area

(3) Reasonable financial profile

Challenges

(1) Balance sheet pressure due to high capex
(2) Earnings sensitive to volume

(3) Limited access to equity markets

Financial Information

Toronto Hydro Corporation For the year ended December 31

(CA$ millions where applicable) 2013 2012 2011 2010 2009
EBIT gross interest coverage 2.50 244 2.16 2.10 173
Total debt in capital structure (1) 57.6% 57.2% 59.7% 58.5% 55.4%
Cash flow/Total debt 18.6% 16.3% 19.5% 17.9% 18.3%
(Cash flow-dividends)/Capex (times) 0.62 0.63 0.58 0.58 0.79
Net income before non-recurring items 112 105 93 61 43
Cash flow from operations 301 239 287 253 222

(1) Including operating leases. (2) 2011 to 2013 financials based on USGAAP.

1 Corporates: Energy
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Rating Considerations

. ____________________________________________________________
Strengths

(1) Reasonable regulatory environment. THC is predominantly a regulated electric distribution company that
operates in a reasonable regulatory environment. The Company’s regulated business model provides a high
degree of stability to earnings and cash flow over the long term.

(2) Strong franchise area. THC is one of the largest municipally owned local distribution companies (LDCs)
in Canada, serving a customer base of approximately 730,000 customers. Almost all of THC’s electricity
throughput is distributed to residential and general service customers, who account for 90% of the LDC’s
revenue (approximately 18% of the market in the Province of Ontario (rated AA (low)). Demand from these
customers is relatively stable year over year, as they are less sensitive to economic cycles. Toronto is now the
fourth-largest metropolitan area, by population, in North America.

(3) Reasonable financial profile. The Company’s key credit metrics remain reasonable for its rating category.
The confirmation incorporates DBRS’s expectations that the Company remains committed to maintaining its
debt-to-capital ratio in line with the LDC’s regulatory 60% debt-to-40% equity structure, and that in the event
that debt leverage rises above the regulated capital structure, the Company will take necessary measures to
restore its structure to the 60% debt level in a timely manner.

Challenges

(1) Balance sheet pressure due to high capex. Significant capital expenditure is needed to replace the
Company’s aging infrastructure (approximately $400 million approved by OEB for 2014; $413 million spent
in 2013), resulting in higher free cash flow deficits. In recent years, THC funded free cash flow deficits with a
combination of proceeds from asset sales and debt, maintaining leverage close to the regulatory deemed capital
structure (60% debt to 40% equity). However, as the Company’s cash balances have been depleted, going
forward it will need to depend entirely on debt to fund its cash flow deficits. DBRS is concerned that this might
affect the Company’s financial flexibility and its ability to maintain leverage in line with the LDC’s deemed
capital structure.

(2) Earnings sensitive to volume. Earnings and cash flow for electricity distribution companies are partially
dependent on the volume of electricity sold, given that rates typically include a variable charge component.
Seasonality, economic cyclicality and weather variability have a direct impact on the volume of electricity sold
and, therefore, on revenue earned from electricity sales.

(3) Limited access to equity markets. THC’s ownership structure (100% owned by the City of Toronto (the
City; rated AA)) limits its ability to access the equity markets. As a result, THC’s cash flow deficits are being
financed largely through debt.
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Earnings and Outlook

For the year ended December 31

(CAS$ millions where applicable) 2013 2012 2011 2010 2009
Net Sales 578 577 587 549 504
EBITDA 323 332 325 326 295
EBIT 179 191 174 157 132
Gross interest expense 72 78 81 75 7
Earning before taxes 113 117 98 86 62
Net income before non-recurring items 112 105 93 61 43
Reported net income 121 86 96 66 42
Return on equity 9.5% 9.4% 8.7% 6.0% 4.3%
Rate base 2,298 2,298 2,298 2,141 2,035

(1) 2011 to 2013 financials based on USGAAP.

2013 Summary

e THC’s earnings are supported by a reasonable regulatory environment and a strong franchise area with a
diversified customer base.

o Net earnings before recurring items were higher due to lower operating costs resulting from cost reductions
and staff restructuring in 2012, as well as lower financial charges.

o Reported net income was higher in 2013 due to: (1) OEB’s January 2014 disposition of the smart meter
deferral account balances, permitting the recovery of return on assets since 2008 and providing for a one-
time, non-recurring gain of $21 million in 2013, offset by higher operating expenses due to storm costs of
$10.2 million; and (2) lower net income in 2012, resulting from a non-recurring restructuring charge of $27.8
million related to cost-reduction initiatives. DBRS has adjusted net sales and earnings to reflect these non-
recurring items.

Electricity Throughputs (million kWh) % 2013 2012 2011 2010 2009 2008 2007 2006

Residential 21% 5073 5174 5204 5209 5037 5216 5332  53%2
General service 0% 17027 17206 17,148 17318 16855 17415 17837 17583
Large users 10% 2326 2182 2355 2219 2462 2508 2591 2592
Total (million KWh) 1000 24426 24562 24708 24746 24354 25130 25760 25527
Growth in electricity throughputs (0.6%) (0.6%) (0.2%) 16% (31%) (24%) 09% (3.2%)
Customers % 2013 2012 2011 2010 2009 2008 2007 2006
Residential 89% 648380 637910 629049 620501 611,357 605509 601,515 599,080
General service 11% 81137 80699 80222 7983% 78840 78589 78349 78978
Large users 0% 51 52 52 50 47 47 49 49
Total 100%  729568° 718661 709323 700387 690244 684145 679913 678107
Growth in customer hase 15% 13% 13% 15% 09% 06% 03%  02%

As of December 31, 2013

2014 Outlook
e 2014 is the final year the LDC will use a third-generation IRM (2012-2014). Under the IRM, the Company’s
earnings and ROE could be negatively affected if it is unable to meet the efficiency targets.
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Financial Profile and Outlook

For the year ended December 31

(CA$ millions where applicable) 2013 2012 2011 2010 2009
Net income before non-recurring items 112 105 93 61 43
Depreciation & amortization 173 142 151 169 163
Deferred income taxes and other 16 (7) 43 22 16
Cash flow from operations 301 239 287 253 222
Dividends paid (43) (48) (33) (25) (25)
Capital expenditures (413) (302) (437) (391) (249)
Free cash flow (bef. working cap. changes) (156) (111 (183) (163) (53)
Changes in non-cash work. cap. items (45) 4 59 27 (31)
Changes in regulatory assets & liabilities (20) 11 (66) (16) (59)
Net Free Cash Flow (220) (103) (192) (151) (142)
Acquisitions & long-terminvestments 0 0 0 0 0
Short-terminvestments 0 34 (34 50 0
Proceeds on asset sales 2 3 5 9 1
Net equity change 0 0 0 0 0
Net debt change 147 2 54 198 3
Other (5 9 (10) 13 9
Change in cash (77) (78) (176) 119 (129)
Total debt 1,618 1,470 1,470 1,410 1,211
Cash and cash equivalents 0 7 154 330 211
Total debt in capital structure (1) 57.6% 57.2% 59.7% 58.5% 55.4%
Cash flow/Total debt 18.6% 16.3% 19.5% 17.9% 18.3%
EBIT gross interest coverage (times) 2.50 2.44 2.16 2.10 173
Dividend payout ratio 38.4% 45.6% 35.5% 40.8% 59.2%

(1) Including operating leases. (2) 2011 to 2013 financials based on USGAAP.

2013 Summary

e THC’s financial profile and key credit metrics remained reasonable for the assigned rating category.

o Capex has been steadily rising due to the replacement of aging electricity infrastructure, resulting in free cash
flow deficits. Capital expenditures for the Copeland project were $43.5 million for 2013 (Total of $60.5
million spent on the project). The deficit in 2013 was financed with debt and cash on hand.

o Dividends are paid as per policy adopted by the City, that THC will pay the greater of $25 million per year
(in segments throughout the year) or, if applicable, 50% of its consolidated net income for the year.

2014 Outlook

o In December 2013, the OEB approved a settlement agreement which correlates to the approval of capital
expenditures amounting to $398.8 million for 2014.

o In February 2014, THC commenced tunneling for the Copeland Station project. The total capital expenditure
required for the project is expected to be approximately $195 million.

e DBRS expects the Company to manage its balance sheet prudently, so that it continues to maintain its
leverage in line with the LDC’s deemed capital structure. Should leverage rise above the deemed capital
structure (over 60%) or if key credit metrics weaken significantly, THC’s financial profile could deteriorate
to a level that is no longer commensurate with the current A (high) rating.

e It remains to be seen whether THC’s dividend policy will be flexible should capex increase significantly,
potentially weakening its financial profile.
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Long-Term Debt Maturities and Bank Lines

(CAS$ millions) Amount  Drawn/CPs/LOCs Available Expiry

Cash & Cash Equivalents - - - -

Revolving Credit Facility 600.0 150.0 450.0 Oct 10, 2018

Prudential Facility 75.0 50.1 249 Demand

Working Capital Facility 20.0 19.1 0.9 Demand
Total 475.9

As at December 31, 2013

e On September 6, 2013, Toronto Hydro extended its $600 million committed credit facility by an additional
year, to now mature in October 2018. As at December 31, 2013, $150 million was drawn under this facility.

e On December 17, 2013, Toronto Hydro launched a Commercial Paper program (DBRS rated R-1 (low)) for
$400 million backstopped by its credit facility.

o The Company’s liquidity profile remained strong and sufficient to cover all near- to medium-term obligations,
with approximately $477 million of available funds.

e THC also has a $75 million Prudential Facility and $20 million Working Capital Facility.

Debentures
(CA$ millions) Maturity Outstanding
Series 2 - 5.15% Nov 14, 2017 250.0
Series 3 - 4.49% Nov 12, 2019 250.0
Series 6 - 5.54% May 21, 2040 200.0
Series 7 - 3.54% Nov 18, 2021 300.0
Series 8-2.91% Apr 10, 2023 250.0
Series 9 - 3.96% Apr9, 2063 200.0
Total debentures 1,450.0
Less: Current portion of debentures (0.7)
Long-term portion of debentures 1,449.3

As at December 31, 2013

Debentures Maturities

(CA$ millions) 2014 2015 2016 2017 2018+ Total
Amount - - - 250.0 1200.0 1450.0
% of Total 0.0% 0.0% 0.0% 17.2% 82.8% 100.0%

As at December 31, 2013

o Debt maturities are reasonably staggered and THC continues to have good access to debt capital markets.
The Company has access to a base shelf prospectus filed on December 10, 2012, for the issuance of up to
$1.5 billion (approximately, $1.05 billion available as at December 31, 2013), active for 25 months following
this prospectus date.

e On April 9, 2013, THC issued $250 million of 2.91% senior unsecured debentures due April 10, 2023 (Series
8), and $200 million of 3.96% senior unsecured debentures due April 9, 2063 (Series 9). Net proceeds from
the issuances were used to repay THC’s Series 1 and Series 5 debentures, which matured on May 7, 2013,
and May 6, 2013, respectively.
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Corporate Structure

Toronto Hydro Corporation

Sr. Unsecured Debentures & MTNs - $1,450.0 million
(A (high))

Commercial Paper (R-1 (low))

Toronto Hydro Electric System
Limited
(THESL or LDC)
Regulated electric distribution

Toronto Hydro Energy Services
(TH Energy)

Street lighting services

e THC is a holding company with the following two subsidiaries operating exclusively in the Toronto area:

— Toronto Hydro Electric System Limited, one of the largest municipal distribution utilities in Canada, is
responsible for regulated electricity distribution (99% of revenue).

— Toronto Hydro Energy Services Inc., which has a contractual relationship with the City, owns and operates
street lighting services (1% of revenue).

o Most of the energy produced in Ontario is generated by Ontario Power Generation Inc. (rated A (low)), then
transmitted to THC’s networks by Hydro One Inc. (rated A (high)). From there, THC distributes the power
to its customers via overhead and underground lines.

e The Company currently employs approximately 1,540 people, has a peak load of approximately 5,000
megawatts and distributes electricity to approximately 730,000 customers (approximately 18% of the market
in the Province of Ontario (rated AA (low)).

Regulation

e THC operates under a reasonable regulatory environment regulated by the OEB (refer to Page 8), whose
mandate is to approve and set rates for the distribution and transmission of electricity, as set out by the
Electricity Act, 1998.

e The LDC operates with a deemed capital structure of 60% debt (divided into 56% long-term and 4% short-
term) and 40% equity, and an allowed ROE of 9.58%.

o For rate setting, the Company currently operates under the third-generation IRM framework for the 2012-
2014 rate years.

e For 2015 and onward, THC is expected to operate under a CIR, which is a hybrid between cost of service
(COS) and IRM (minimum five-year term). The rate setting for the term is based on distributor’s forecasts
and OEB’s IR analysis, using productivity benchmarking.

o CIR is suited to distributors with large, broad, multi-year investment needs over a five-year period or more
and distributors who require certainty of funding several years in advance.

o CIR requires THC to provide five-year histories and five-year forecasts, with emphasis on how the plan will
vary from one application type to another. Benchmarking will likely include a combination of service quality,
financial performance, asset management and Conservation and Demand Management (CDM) inflation
factors. “Off-ramps” of +/- 300 basis points will be allowed and additional funding is available to compensate
for unforeseen events costing over $1 million.

¢ In January 2014, the OEB approved the disposition of balances in its smart meter deferral account related to
installations in 2008, 2009 and 2010. The two new rate riders approved are effective May 1, 2014.

o In 2015, the LDC will be allowed to seek recovery for capital spent in 2012 and 2013 that has not yet been
approved by the OEB in the current ICM decision, due to the standard operation of the regulatory model.
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Toronto Hydro

Assessment of Regulatory Environment
Corporation I —

Criteria Score Analysis
Report Date:
May 13, 2014 (1) Deemed Equity Excellent The OEB allows LDC to have a deemed equity of
40%, which has been consistent historically.
Good
Satisfactory
Below Average
Poor
(2) Allowed ROE Excellent The OEB’s allowed return on equity (ROE) for the
LDC has been 9.58% in the past few years.
Good
Satisfactory
Below Average
Poor
(3) Energy Cost Recovery | Excellent No power price risk, as the Company is allowed to
pass through the entire cost of purchased power used
Good by its customers.
Satisfactory
Below Average
Poor
(4) Capital Cost Recovery | Excellent Major capital costs are pre-approved by the
Good OEB and added to rate base after project completion.
Satisfactory

Below Average

Poor
(5) COS vs. IRM Excellent LDC is regulated under an incentive rate mechanism
(IRM), with three years in between the COS rebasing
Good year.
Satisfactory

Below Average

Poor
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Criteria Score Analysis
(6) Political Interference Excellent After years of a relatively stable political and
regulatory environment, the utility sector in Ontario
Good could face growing challenges. As generation costs
Satisfactory potentially rise above and ultimately test the political
ceiling (10% increase of the total bill annually), it may
Below Average | 1 difficult for the utilities to pass costs onto the
Poor ratepayers.
(7) Retail Rate Excellent Retail rates in Ontario are at the mid-range of rates in
other Canadian provinces. Toronto Hydro’s rates
Good range between 11.2 cents/kWh to 13.5 cent/kWh on
Satisfactory peak rates from May 2014. The economic
environment in Ontario is stable (real GDP grew by
Below Average 2.3% in 2013).
Poor
(8) Stranded Cost Recovery| Excellent Toronto Hydro has a limited history of stranded costs.
Most prudently incurred or budgeted capital
Good expenditures are approved by the OEB. DBRS notes
Satisfactory that there can be some regulatory lag in the approval

Below Average

of capital expenditures under the renewed regulatory
framework.

Poor
(9) Rate Freeze Excellent From 2002 to 2005, due to rising rates during Ontario’s
experimental utility deregulation phase, a distribution
Good rate freeze was imposed province-wide. There have
Satisfactory been no subsequent province-wide rate freezes.

Below Average

Poor
(10) Market Structure Excellent Electricity distribution in Ontario is largely regulated
(Deregulation) and the structure provides for stability and low risk
Good associated with purchased energy costs and
Satisfactory counterparty risk.

Below Average

Poor
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Toronto Hydro Balance Sheet

Corporation (CA$ millions) Dec.31 Dec.31 Dec.31 Dec.31 Dec.31 Dec.31

Report Date: Assets . 2013 2012 2011 Liabi I.ities & Equity 2013 2012 2011

May 13, 2014 Cash & equivalents 0 77 154 Bankindebtedness 169 0 0
Accounts receivable 203 175 183 Accounts payable 457 383 412
Inventories 9 8 7 Current portion L.T.D. 0 470 0
Unbilled revenue 327 278 262 Customer advanced deposits 37 40 40
Prepaid expenses & other 17 15 51 Deferred revenue 21 20 13

Other current liab. 13 24 17
Total Current Assets 555 552 657 Total Current Liab. 696 938 483
Net fixed assets 2,664 2,527 2,399 Long-termdebt 1,449 1,000 1,470
Future income taxassets 158 194 202 Deferred income taxes 175 193 200
Goodwill & intangibles 171 134 113 Provisions 237 249 241
Regulatory assets 234 120 143 Regulatory liabilities 5 4 3
Investments & others 14 12 12 Other L.T. liab. 16 16 27
Shareholders' equity 1,219 1,140 1,102
Total Assets 3,798 3,539 3,528 Total Liab. & SE 3,798 3,539 3,528
For the year ended December 31

Liquidity & Capital Ratios 2013 2012 2011 2010 2009
Current ratio 0.80 0.59 1.36 1.26 2.02
Total debt in capital structure 57.0% 56.3% 57.1% 57.6% 54.8%
Total debt in capital structure (1) 57.6% 57.2% 59.7% 58.5% 55.4%
Cash flow/Total debt 18.6% 16.3% 19.5% 17.9% 18.3%
Cash flow/Total debt (1) 18.2% 15.7% 17.6% 17.3% 17.9%
(Cash flow-dividends)/Capex (times) 0.62 0.63 0.58 0.58 0.79
Dividend payout ratio 38.4% 45.6% 35.5% 40.8% 59.2%
Cowerage Ratios (times)
EBIT gross interest coverage 250 244 2.16 2.10 1.73
EBITDA gross interest coverage 4.50 4.25 4.03 437 3.86
Fixed-charges coverage 2.53 2.46 2.16 210 177
EBIT gross interest coverage (1) 251 246 224 213 1.76
Profitability Ratios
EBITDA margin 55.9% 57.5% 55.3% 59.4% 58.6%
EBIT margin 31.0% 33.0% 29.6% 28.5% 26.3%
Profit margin 19.4% 18.2% 15.9% 11.1% 8.4%
Return on equity 9.5% 9.4% 8.7% 6.0% 4.3%
Return on capital 5.9% 6.0% 5.6% 4.5% 4.1%
(1) Including operating leases. (2) 2011 to 2013 financials based on USGAAP.
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Rating

Debt Rating Rating Action Trend
Issuer Rating A (high) Confirmed Stable
Senior Unsecured Debentures & MTNs A (high) Confirmed Stable
Commercial Paper R-1 (low) Confirmed Stable

Rating History

Current 2013 2012 2011 2009-2010
Issuer Rating A (high) A (high) NR NR NR
Senior Unsecured Debentures & MTNs A (high) A (high) A (high) A (high) A (high)
Commercial Paper R-1 (low) R-1 (low) NR NR NR

Rating History of Toronto Hydro Corporation

AA (high)

AA

AA (low)

A (high)
A \ / /
A (low)

BBB(high) T T T T T T T T T T T T T 1
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Note:
All figures are in Canadian dollars unless otherwise noted.
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