‘ Ontario Energy Commission de I'Energie ' ‘ n
Board de I’Ontario ]

oo T4
Ontario

‘RP-2001-0041

NOTICE OF APPLICATION

LEAVE TO LEASE ELECTRICITY DISTRIBUTION ASSETS
LOCATED WITHIN THE CITY OF PORT COLBORNE

An Applicatioh has been filed on August 20, 2001 with the Ontario Energy Board (the
“Board”) by The Corporation of the City of Port Colborne (the "Municipality”), Port
- Colborne Hydro Inc. (“Porf Colborne Hydro™), Canadién Niagara Po'wervlnc. (“CNPI")
and Canadian Niagara Power Company Limited. (“CNP”) seeking an order of the Board
granting leave for Port Colborne Hydro to lease to CNPI the electric distribution assets
of Port Colborne Hydro, located within the City of Port Colborne, under the terms and
conditions of a Lease Agreement for ten (10) years. The Application also seeks related
orders from the Board.

Copies of the Application are available for inspection at the Board’s offices, at the head
_ office of CNPI/CNP, and at the offices of the Municipality at the addresses indicated

below.

"If you wish to partibipate in this' proceeding yo,u must make a written submission to the
Board Secrefary Withih 14 calendar days of the pubiication of this Notice. Information

~ on how to participate may be obtained by calling the Board's Customer Service Centre

toll-free at 1-877-632-2727, by email at Boardsec@oeb.gov.on.ca or from the frequently

asked questions (FAQ) section of the Board's Web site at www.oeb.gov.on.ca. A copy |

. of your submission must also be sent to the Municipality/Port Colborne Hydro and to

CNPI/CNP. - |




Ontario Energy Board
2300 Yonge Street

26" Floor

Toronto, ON M4P 1E4

Attn: Paul B. Pudge
Board Secretary

Toll free:  1-888-632-6273
Fax: 416-440-7656

Canadian Niagara Power Inc./
Canadian Niagara Power Company
Limited .

1130 Bertie Street

- P.O.Box 1218 _

Fort Erie, ON L2A 5Y2

Attn: Timothy B. Curtis
Vice-President Finance and
Chief Financial Officer

Tel: 905-871-0330
Fax: 905-871-8676

-2-

The Corporation of the City of Port
Colborne / Port Colborne Hydro Inc.
66 Charlotte Street

Port Colborne, ON L3K 3C8

Attn: L.C. Hunt
Director - Port Colborne Hydro Inc.

Tel:- (905) 835-0051
Fax: (905) 835-2969

DATED AT Toronto October 2, 2001

ONTARIO ENERGY BOARD

Petér

4 O'Dell

Assiétant Board Secretary



APPLICATION FOR CANADIAN NIAGARA POWER INC. TO
ACQUIRE A LEASEHOLD INTEREST IN
PORT COLBORNE HYDRO INC.
RP-2001-0041

RESPONSE TO NOVEMBER 27,2001
BOARD STAFF INTERROGATORY

DATE: DECEMBER 12, 2001

DESCRIPTION
Response to Novembér 27, 2001 Board Staff Interrogatory .

Port Colborne Hydro-Electric Commission Financial Report
(Unaudited) dated February 29, 2000 (re: Question 1)

Excel workbook (re: Question 2)

::0DMA\PCDOCS\CCT\275703\1



Application for Canadian Niagara Power Inc. to
Acqmre a Leasehold Interest in Port Colborne Hydro Inc.
RP-2001-0041 B
Response to November 27, 2001 Board Staff Interrogatory
Date: December 11, 2001

Question 1:

With reference to section 1.3.4, provide the stub year financial results for Port Colborne
Hydro-Electric Commission for the period January 1 to February 29, 2000.

Response:

Accompanylng this response is a copy of the unaudited financial statements of the Port
Colborne Hydro-Electric Commission for the months of January and February, 2000. (See

.Tab 2). The financial statements were reviewed by Grant Thornton LLP, Chartered
Accountants. A copy of the Grant Thornton LLP Review Engagement Report, dated April
7, 2000, accompanies the financial statements.

~

Question 2:

With reference to section 1.3.5, the pro forma provided for CNPI based on
December 31, 2000 financial statements for the first year of the lease. The pro formas
indicate several adjustments in the first year of the lease to account for differences in tax
status (as of December 31, 2000) of CNPI and Port Colborne Hydro, the need to rebuild
the working capital and other factors. Also, most of the distribution assets, and the
associated depreciation, will remain with Port Colborne Hydro. As a result, the projection *
is for a net loss for CNPI for the first year of the lease of $148,000. Please provide pro-
formas for years 2 through 5 of the lease for CNPI (assuming that costs related to the start-

up of the lease have been covered in previous years).

Response:

An Excel workbook containi.ng the following pro forma statements for CNPI, for years 2002
to 2006, accompanies this response (see Tab 3).

. Forecast Income Statements , '
e Forecast Statement of Changes in Financial Position
. Forecast Balance Sheet :

Page 1 of 2



" Application for Canadian Niagara Power Inc. to
Acquire a Leasehold Interest in Port Colborne Hydro Inc.
. RP-2001-0041
'Response to November 27, 2001 Board Staff Interrogatory
Date: December 5, 2001

Question 3:

With reference to sections 3.1.1 and 3.1.2, provide information on Canadian Niagara
Power Company Limited's generation capacity and market share in Ontario.

Response:
Section 3.1.1

The generation operating capacity of Canadian Niagara Power Company Limited (“CNP”),
in the Province of Ontario, is 74.6 MW at its Rankine Generating Station located at Niagara
Falls. This capacity will remain unchanged after-the completion of this transaction. About
40% of the generating capacity of CNP is currently being used to supply the 14,800
customers of Canadian Niagara Power Inc. (“CNPI") in Fort Erie. The remaining capacity
is currently being exported, although occasmnally sales are made to Ontario Power
Generation Inc. This generation capacnty is not subject to or affected by the lease
transaction.

The Port Colborne operations of CNPI will derive the majority of its revenue from its
distribution assets. There are no generation assets in Port Colborne owned by Port
Colborne Hydro Inc, CNP or CNPI nor do any such assets form part of the lease
transaction. Port Colborne Hydro Inc. will not own any share or have any rightto any share

of CNP’s generatlon capacity. E

Section 3.1.2°
The generation market share of CNP, in the Province of Ontario, is less than 0.3% of the

total Ontario market and 3.3% of the market share in the Niagara Region. This generation
market share will remain unchanged after the completion of this transaction.

::ODMA\PCDOCS\CCT\274289\1
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Grant Thornton %

Port Colborne Hydro-Electrlc

Commission
February 29, 2000
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Financial Report
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Chartered Accountants
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Grant Thorntén %

Port Colborne Hydro-Electric

Commission
February 29, 2000
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Grant Thornton LLP | B | | R . 9
Cana Mo ot | Grant Thornton &

Grant Thomton Intemational

Review Engagement Report

To the Commissioners, Members of Council, Inhabitants and
Ratepayers of the Corporation of the City of Port Colborne

. ‘We have reviewed the balance sheet of the Port Colbome Hydro-Electnc Commission as at
February 29, 2000 and the statements of operations and equity and cash flow for the two months then
ended. Our review was made in accordance with generally accepted standards for review
engagements and accordingly consisted primarily of enquiry, analytical procedures and discussion
related to information supplied to us by management.

A review does not constltute an audit and consequently we do not express an audit opinion on these
financial statements.

Based on our review nothing has come to our attention that causes us to believe that these financial

statements are not, in all matenal respects, in accordance with generally accepted accounting
principles.

4

Port Colborne, Ontario . ' Chartered Accountants
April 7, 2000 ' o :

P. 0. Box 336

" Suite B

92 Charlotte Street
Port Colborne
Ontario

L3K swW1

Tel: {905) 834-3651

Fax: (905) 834-5095

N



s}

Port Colborne Hydro-Electric Commission

Statement of Operations and Equity Year ended

(Unaudited) _ Dec 31

for the two months ended February 29 2000 1999
. Service revenue :

Residential $ 1,053,989 $ 5,346,802

General 1,787,876 8,554,170

Large user 57,857

Street lighting 33,735 134,508

Sentinel lighting ____395

2,875,995 14,093,337

Service revenue adjustment __(274.302) _(41,536)

| | 2,601,693 14,051,801
Cost of power Lo o N

Power purchased - Ontario Hydro 2,385,078 12,071,156
Gross margin on service revenue 216,615 1,980,645
Other operating revenue _31.537 241,443

— 248,152 — 2,222,088
Operating and maintenance expense _ _ '
Distribution 32,484 486,277 -
. Utilization : ' 1,015
_ 32,484 487.292
Billing and collection 39,709 353,535
General administration expense 66,798 385,425
Depreciation 93,210 554,617
' . 199,717 1,293,577
Income before financial expense ‘15,951 441,219
Financial expense _

Interest 10,735 73.867
Net income $ 5,216 $ 367,352
Equity

Beginning of period $ 8,208,833 $ 7,841,481

" Net income 5.216 367,352

End of period $ 8,214,049 $ 8,208,833

The accompanying notes are an integral‘part of this financial statement

Grant Thornton %



Port Colborne Hydro-Electric Commission

Statement of Cash Flow

Year Ended

(Unaudited) o " Dec 31
for the two months ended February 29 2000 1999
Cash provided from (used for)
Operations
Net income $ 5,216 $ 367,352
Depreciation and amottization 100,573 ' 628,400
Gain on sale of equipment . (20,500)
105,789 975,252
Changes in
- Accounts receivable (313,494) 48,674
* Inventories 22,619 37,100
Prepaid expenses , 4,130 .3,935
Accounts payable and accruals (99,406) 63,059
_ (280362) - _ 1,128,020
Financing _
Reduction in long term debt _ : _ (59,000)
Increase (decrease) in customers’ deposits 20 (12,169)
Capital contributions . 20,654 59,086
20674 (12,083
Investing
Purchase of - DU
Land and land rights (802) :
Equipment (233,780) (432,520)
Vehicle (124,883)
Proceeds from sale of assets 20,500
(234.582) (536,903)
Cash provided (dsed) ' (494,270) | 579,034
- Cash »
Beginning of period 1,322,235 743,201
End of period $ 827,965 $ 1,322,235

The accompanying notes are an integral part of this financial statement

Grant Thornton &



Port Colborne Hydro-Electric Co_mmission

Balance Sheet
(Unaudited) Dec 31
February29 2000 1999
‘Assets
Current
Cash | $ 827,965 $ 1,322,235
Accourits receivable 1,986,101 1,672,606
inventories 563,301 585,920
Prepaid expenses 20,152 24,282
, 3,397,519 3,605,043
Land, buildings and equipment (note 2) 8,867,474 ' ___8.733,466
| $12,264993  $ 12,338,509
' Liabilities
Current o
Accounts payable and accruals $ 1,240,957 $ 1,340,363
- Long term debt payable within oné year ' 65,000 65,000
Current portion of customers’ deposits . . 20,000 20,000
| 1,325,957 1,425,363
Long term debt (note 3) 547,000 547,000
Customers’ deposits 212,440 212,420
Vested sick leave (note 4) 21,130 ' 21,130
. 2,106,527 2.205.913
Equity
Utility equity _ . 8,214,049 8,208,833
Equity accumulated through contributed capital 1.944.417 1,923,763
10,158,466 10,132,596
$12,264993  $ 12,338,509

Contingency (note 6)

The accompanying notes are an integrat part of this financial statement

Grant Thornton %
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Port Colborne Hydro-Electric Commission

Notes to the Financial Statements
(Unaudited)
February 29, 2000

1. Summary of Significant Accounting Policies

Inventories |

Inventories are valued at the lower of cost and net realizable value.
Depreciation and 'A_mortization

Rates of depreciation and amortization applied to write-off the cost of land, buildings and
equvpment over their estimated lives on the straight-line method, are as follows:

Land rights - ' : 2%

Buildings 1.67%

Equipment 3.33%-20% -

Vehicles 12.5%-25%
Contributed Capital

Capital contributed by customers or developers towards the acquisition of assets is recorded as

equity accumulated through contributed capital. The commission does not record amortization
of contnbuted capltal

2. Land, Buildings and Equipment

Dec 31
2000 1999

Accumulated .~ Net Net
Cost Depreciation = Book Value Book Value
Land and land rights $ 98302 $ 22642 § 75660 $ 75070
Buildings ' 515,650 255,528 260,122 262,374
Equipment 14,513,847 6,221,795 8,292,052 8,149,195
Vehicles 891,540 651,900 239,640 246,827
- $ 16,019,339 $ 7,151,865 $ 8,867,474 $ 8,733,466
4

Grant Thornton %



I\

Port Colborne Hydro-Electric Commission

Notes to the Financial Statements
(Unaudited)
February 29, 2000

3 Long Term Debt o Dec 31

2000 1999
Municipal debentures $ 612,000 $ 612,000
Long term debt payable within one year 65,000 65,000

$ 547,000 $ 547,000

The debenture bears interest at 10.25% and matures in 2006. Principal amounts payable on the

. long term debt within each of the next five years are as follows:

2000 $ 65,000
2001 ‘ 72,000
2002 ' 75,000
- 2003 _ : : _ 85,000
2004 95,000

4. Liability for Vested Sick Leave Benefits

Under the revised sick leave benefit plan, all accumulated vested benefits are to.be paid to |
eligible employees. Eamed sick time and its dollar value have been frozen and transferred to a

~ separate account. The accumulation of vesting privileges has been terminated.

This liability has been fully provided for in the financial statements.

5. Pension Plans

The commission makes contnbutlons to the Ontario Mumclpal Employees Retlrement Fund

(OMERS), which is a multi-employer plan, on behalf of its staff. The plan is a defined benefit

plan which specifies the amount of the retirement benefit to. be received by the employee based

on the Iength of service and rates of pay.

Effective August 1, 1998, OMERS provided a temporary contribution holiday, with no employer
or employee pension contributions required until December 31, 2001, as long as there is
sufficient plan surplus. There will be a review of the OMERS plan surplus each year to
determine whether the contribution holiday will continue. As a result, no amount was contributed
to OMERS for 2000 (1999 $ Nil) for current service.

Grant Thornton® | 5
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Port Colborne Hydro-Electric Commission

Notes to the Financial Statements
(Unaudited)
February 29, 2000

6. Contingency

A class action suit claiming $ 500 million in restitutionary payments plus interest was served on
Toronto Hydro on November 18, 2000. The action was initiated against Toronto Hydro Electric
Commission as the representative of the Defendant Class consisting of all municipal electric
utilities in Ontario which have charged late payment charges on overdue utility bills at any time
after Aprit 1, 1981. . .

The claim is that late payment penalties result in municipal electric utilities receiving interest at
effective rates in excess of 60% per year, which is illegal under Section 347(1)(b) of the Criminal
Code. :

The Municipal Electric Association is undertaking the defense of this class action. At this timeit -
is not possible to quantify the effect, if any, on the financial statements of the Commission.
During the period in question the Commission charged $ 858,700 in late payment charges on
overdue utility bills. :

7. Industry Restructuring

The Ontario Govemnment enacted the Energy Competition Act, 2000 to introduce competition to
the Ontario electricity market by the year 2000. Under the terms of this legislation, the Ontario
Energy Board (the “OEB") will regulate industry participants by issuing licences for the right to
generate, transrit, distribute or retail electricity. These licences will require compliance with
establishing market rules and codes. :

Pursuant to this legislation, the Municipality of the City of Port Colborne, as owners of the
Commission, must enact a by-law by November 7, 2000 to authorize the incorporation of one or
more companies created for the purpose of continuing the current distributing and retailing
activities of the Commission. This by-law will also authorize the transfer of assets and liabilities
of the Commission to the applicable, newly created corporations. :

8. Subsequent Event

The Commission was incorporated on March 1, 2000 and the City of Port Colborne was in the
process of negotiating a $ 2.5 million bank loan on behalf of the new corporation.

Grant Thornton 5 } | : 6
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Canadian Niagara Power Inc.
Forecast Income Statements

Years 2003-2006
Forecast Forecast Forecast Forecast
2003 2004 12005 2006
Revenue - 41249 42,168 42,800 43,442
less purchased power © (26,840) (27,108) (27,379) (27,653)

14,409 15,060 15,421 15,789

Operating Expenses

Wheeling 0 0 0 0
Transmission 317 321 326 331
Distribution 2,326 2,361 2,397 2,433
General 4,776 4,800 4,824 4,848
Municipal and other taxes 553 559 565 570
_ 7,973 8,042 8,111 8,182
. Depreciation and amortization | . 2,392 2,512 2,632 2,752
Operating Income - 4045 4,506 4,678 4,855
Other income
Interest on investments 0 0 0 0
Services ' 1,035 1,086 1,141 1,198
Gain (loss) on FX, disposals 0 0 0 0

1035 1.086 1,341 71.198.

Other income deductions

Lease expense ' ’ 1,740 1,740 1,740 1,740
Loan interest expense 1,600 1,600 1,600 1,600
Less allowance for funds v _

used during construction 24 . 24 24 24
' 3,316 3,316 3316 3,316
Earnings before income taxes 1,764 2,277 2,503 2,737
Provision for Income Taxes :

Current _ : 706 911 1,001 1,095
Deferred 0 0 0 0

706 911 1,001 1,095

Net Income ’ 1,058 1,366 1,502 1,642




Canadian Niagara Power Inc.

Forecast Statement of Changes in Financial Position

‘Current Operations
Years 2003-2006

Operating activities
Net income for the year

Add non-cash items
Depreciation

~ Amortization
Change in working capital
Deferred pension costs
Deferred income taxes

Cash from operations

Financing activities

Equity contributions

Additions to long-term debt
Contributions in aid of construction
Dividends paid

Investing activities

Net additions to utility plant -
Investments in affiliates

Additions of other assets

Change in short term borrowing'

Short term borrowing, beginning

Short term borrowing, end

»

Forecast Forecast Forecast Forecast

2003 2004 2005 2006
1058 1,386 1502 1,642
2392 2512 2632 2752

0 0 o 0
64)  (104)  (144)  (184)
0 0 0 0
0 0 0 0
2328 2408 2488 2568
3386 3,774 3,990 4210
0 0 0 0
0 0 0 0
0 0 0 0
0 (1,000)  (1,000)  (1,000)

0 (1000) __(1,000) (1,000) -
(3688)  (3,202) (2,585) (2,958)
0 0 0 0
0 0 0 0

(3,688) _ (3,202) _ (2,585) _ (2.958)
(302) - (428) 405 252
(1,369)  (1,671)  (2,099)  (1,694)

(1,671)  (2,009)  (1,694)  (1,442)
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Cahadian Niagara Power Inc.
Forecast Balance Sheet
Current Operations

Years 2003-2006

Fixed assets
less accumulated depreciation
Total Fixed Assets

Cash and investments
Accounts receivable
Inventory

Other current assets
Total Current Assets -

- Investments

Deferred Pension
Other assets _
Other Long-term Assets

Total Assets

Common stock
Retained earnings

" Total Shareholder's Equity

Accounts péyable
Income taxes payable
Short term borrowing
Total Current Liabilities
Long-term Debt

Other Long-term Liabllities

Total Shareholder's Equity and Liabilities

Forecast Forecast Forecast Forecast

2003 2004 2005 2006
73,056 76,258 78,843 81,801
(23,325) " (25,733) (28,221) (30,789)
49,731 50,525 50,622 51,012
0 0 o - 0
2,809 2,809 . 2,809 2,809
900 '900 900 900
0 0 . 0 0
3,700 3,709 3,709 3,700
0 0 ) )
1,860 1,850 1,860 1,860
50 50 50 50-
1910 1,910 1,910 1,910
55,350 56,144 56,241 56,631
21,400 21,400 21,400 21,400
2058 3,324 3826 4,468
24,358 24,724 25,226 25,868
1,000 1,000 1,000 1,000
500 500 - 500 500 -
1,671 2,099 1,694 1,442
"3171 3,599 3,194 2,942
24821 24,821 24,821 24,821
3,000 3,000 3,000 3,000
55,350 56,144 56,241 56,631
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Re:

Port Colborne Hydro Inc., the Co
Power Inc., and Canadian Nia
. Board (“OEB™) for an Order:

1.

th

Canadian Niagara Power Company Limited. (“CNP”)
statements -as at and for the years ending December 31, 2000 and December 31, 1999 (required
pursuant to section 1.3.4 of the OEB’s MAADs Guidelines) be treated as confidential pursuant to

Poart Colborme Hydro inc. The Corporation of the

1

Canadian Niagara Power Inc. Candian Niagara Power
¢/o The City of Port Colbome City of Port Colborne - 1130 Bertie Street Company Limited
66 Charlotte Street " 66 Charlotte Street P.0.Box 1218 1130 Bertie Street
Port Colborne, Ontario Port Colbome, Ontario Fort Erie, Ontario P.O. Box 1218
L3K 3C8 L3IK 3C8 L2A 5Y2 Fort Erie, Ontario
L2A 5Y2

)

© August 17, 2001
DELIVERED

Ontario Energy Board
26™ Floor

PO Box 2319

2300 Yonge Street
Toronto, Ontario
M4P 1E4

Attention: Paul Pudge, Board Secretary

. Hydro Inc. Distribution System

' ’%? ABol- :004\

CE@—ZOD\—0447—-

Application for 'Ontario Energy Board Order ~ Lease of Port Colborne

tporation of the City of Port Colborne, Canadian Niagara
gara Power Company Limited_-hereby apply to the Ontario Energy

Granting leave, pursuant to section 86(1) of the Ontario Energy Board Act, 1998, to the
 lease of the Port Colborne Hydro Inc. electricity distribution system to Canadian Niagara

Power Inc. in accordance with a Lease
" Agreement, executed on July 19, 2001, amon
Corporation of the City of Port Colbomn

Agreement and Master Implementation

g Port Colborne Hydro Inc. (as Lessor), the
e (as Sharecholder of the Lessor), Canadian

Niagara Power Inc. (as Lessee), and Canadian Niaga_i"a-Power Company Limited (as

Guarantor of the Lessee);

Amending the Transitional Distribution Licence ED-1999-0160 of Canadian Niagara
Power Inc. effective on the date of the approval of the Lease Agreement and Master
Implementation Agreement, by including the current service area of Port Colborne Hydro
Inc. in the amended Canadian Niagara Power Inc. service area; and

Approving the acquisition by Canadian Niagara Power Inc., as an affiliate of a generator
(Canadian Niagara Power Company Limited), of a leasehold interest in a distribution
system in Ontario, pursuant to section 81 of the Ontario Energy Board Act, 1998.

The undersigned consent to the disposition of these proceedings by the OEB without a hearing in
¢ event that the OEB' determines that no person other than the applicants will be materially
affected by the outcome of these proceedings, which the undersigned submit is the case.

requests that its audited financial



’2"0 “Rule 13 of the OEB Rules of Practice and Procedure, and the OEB’s Phase I Guidelines for the

Treatment of Filings Made in Confidence, effective March 19, 2001. Should this matter be dealt
with by way of an oral hearing (although the parties submit that an oral hearing is not necessary),
CNP requests that those parts of the hearing dealing with these statements be held in the absence
of the public in, accordance with Rule 47. Accompanying this letter is a cover letter of Canadian
Niagara Power Company Limited in respect of the confidentiality request. CNP submits that this
information is subject to confidentiality as it falls within those items set out in Appendix 1 of the
" OEB’s Confidentiality Guidelines, which the OEB has “...previously assessed or #reated as
confidential, and which may be treated as confidential in future Proceedings.” More particularly,
CNP submits that these statements constitute “...financial...information, supplied in confidence
implicitly or explicitly, where the disclosure could reasonably be expected to...prejudice
~ significantly the competitive position...of a Pperson...”, pursuant to paragraph 17(1)(a) of the
Freedom of Information and Protection of Privacy Act, R.S.0. 1990, c. F-31 (see Item 5 of
Appendix 1). An abridged version of the CNP financial statements accompanies the cover letter
and the Application as Attachment 1.3.4. '

The attached application adheres to the Filing Requirements for Mergers, Acquisitions,
Amalgamations and Divestitures in the Ontario Electricity Transmission and Distribution Sector.
We would be pleased to assist the OEB in any way in its review of this application. In that
regard, we would be pleased to provide any additional information, if required, or meet, or have
our advisors meet, with OEB staff in order to expedite the OEB’s review.

. ~ /
Mayqr VanaBac_l_awey
The Corporation of the City of Port
Colborne

7 L

Timothy B. Curtis , ,
Vice-President Finance and CFO
Canadian Niagara Power Inc.

Timothy B. Curtis '
Vice-President Finance and CFO

Canadian Niagara Power Company Limited

cc. J. Mark Rodger, Borden Ladner Gervais LLP
Patrick Monahan, Davies Ward Phillips & Vineberg LLP

::ODMA\PCDOCS\CCT\240332\1 » 2
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: PART I: ' GENERAL MINIMUM FILING REQUIREMENTS
11 ldentification of the Parties
1141 Applicant

2|

‘| Name of Applicant
Port Colborne Hydro Inc.

File No: (OEB Use Only)

Address of Head Office

cl/o The City of Part Colborne
. | 66 Charlotte Street

{ Port Colborne, Ontario
L3K 3C8

Telephone Number
905) 835-2900

Facsimile Number
{905) 835-2969

E-mail Address

Name of Individual to Contact

J. Mark Rodger
Partner

' Borden Ladner Gervais LLP
Suite 4100, 40 King Street West -
Toronto, Ontario

M5H 3Y4

1 Telephone Number

(416) 367-6190

Facsimile Number
(416) 361-7088

E-mail Address
mrodger@blgcanada.com

1.1.2 - Other Parties to the Transaction -

| Name of Other Party
The Corporation of the City of Port Colborne

OEB Use Only

Address of Head Office

66 Charlotte Street
Port Colborne, Ontario
L3K 3C8

: Telephone Number

(905) 835-2900

Facsimile Number
(905) 835-2969

E-mail Address

Name of Individual to Contact

J. Mark Rodger
Partner

Borden Ladner Gervais LLP
Suite 4100, 40 King Street West
Toronto, Ontario

M5H 3Y4

Telephone Number
416) 367-6190

Facsimile Number
(416) 361-7088

E-mait Address

mrodger@blgcanada.com
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Name of Other Party
Canadian Niagara Power Inc.

OEB Use Only

Address of Head Office

1130 Bertie Street
P.0O.Box 1218
Fort Erie, Ontario

L2A 5Y2

Telephone Number

1_(905) 871-0330

Facsimile Number
(905) 871-8676

E-mail Address

Name of Individual to Contact

Timothy B. Curtis

| Vice President Finance and Chief Financial Officer

Telephone Number
{905) 994-3632

| Facsimile Number
] (905) 994-2203

~

E-mail Address

Tim.Curtis@cnpower.com

Name of Other Party OEB Use Only
Canadian Niagara Power Company Limited

Address of Head Office ‘ Telebhone Number
, 1.(905) 871-0330
4130 Bertie Street Facsimile Number
P.O. Box 1218 (905) 871-8676 -
Fort Erie, Ontario

L2A 5Y2 '

E-mail Address

Name of Individual to Contact

Timothy B. Curtis
Vice President Finance and Chief Finar_icial Officer

Telephone Number
(905) 994-3632

Facsimile Number
(905) 994-2203 -

E-mail Address

Tim.Curtis@cnpower.com
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Attach a list ‘of the officers, directors and shareholders of each of the parties to the proposed transaction.

Port Colborne Hydro Inc. (“PC Hydro”)

Directors: Ross Tuck
Evan Weaver
Mayor Vance Badawey 7
Len Hunt
Gary Bruno

Shareholdérs: The Corporation of the City of Port Colborne is' the sole shareholder

The Corporation of the City of Port C_o.lbovrne (the “City")

Officers: Janet Beckett, City Clerk

Council: Mayor Vance Badawey
Jack Roy ‘
Bill Steele

Frank DiBartolomeo
Yvon Doucet

Bea Kenny

Gary Bruno

Ron Bodner -
Barbara Butters

Canadian Niagara Power Inc..(“CNPI")

Directors: Mardon J. Erbland
Dennis G. Gleason
James A. Lea
. Timothy B. Curtis

| Officers: . Mardon J. Erbland, President & CEO

Timothy B. Curtis, Vice President, Finance & CFO
William J. Daley, Vice President, Human Resouujces
- Frederick J. O'Brien; Vice President, Operations

Shareholders: Canadian Niagara Power Company Limited is the sote shareholder

Canadian Niagara Power Company Limited (“CNP”) -

Directors: Gilbert S..Bennett '
' H. Stanley Marshall

Albert J. Budney

Karl W. Smith

William E. Davis

Richard Drouin

Officers: Richard Drouin, Chairman of the Board
Mardon J. Erbland, President & CEQ
Timothy B. Curtis, Vice President, Finance & CFO
William J. Daley, Vice President, Corporate Development
‘Frederick J. O'Brien, Vice President, Operations
Ronald W. McCabe, Corporate Secretary

Shareholders: Bﬁjggré Mohawk Holdings Inc. holds 50% and Fortis Inc. holds 50%

Attach a corporate chart describing the relationship between eabh of the parties to the proposed transaction a
each of their respective affiliates. .

nd

Corborate charts describing the relationship between each of the pérties to the proposed

| transaction and each of their respective affiliates are provided as Attachment 1.1.4.
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Description of the Businesses of the Each of the Parties

1.21

Attach a description of the business of each of the parties to the proposed transaction, including each of their
affiliates engaged in, or providing goods or services to anyone engaged in, the generation, transmission,
distribution or retailing of electricity (“Electricity Sector Affiliates”).

" I*Néwfoundiand-based company, are equal shareholders of CNP. CNP is licensed as an

The following is a deScription of each of the parties to the proposed transaction, and their
affiliates. -

L4 .
Port Colborne Hydro Inc./City of Port Colborne — On January 31, 2000 the City passed |
a transfer by-law that transferred the employees, assets, jiabilities, rights and obligations of
the Port Colborne Hydro Electric Commission (“Port Colborne HEC") to PC Hydro, effective
March 1, 2000. PC Hydro was incorporated under the Ontario Business Corporations Act |
(“OBCA") in accordance with section 142 of the Electricity Act, 1998, as the corporate
successor to the Port Colborne HEC. The City is the sole shareholder of PC Hydro. A

copy of the transfer by-law is provided in Attachment 1.2.1. By virtue of this transfer by-

taw, PC Hydro owns, operates and manages the assets associated with the distribution of |
electrical power and energy within the geographic territory of the City of Port Colborne,
specified in Transitional Distribution Licence ED-1999-0069, which is provided in
Attachment 1.2.1. PC Hydro owns property rights for the purposes of operating and
maintaining the distribution facilities.

Canadian Niagara Power Inc. / Canadian Niagara Power Company Limited — Canadian
Niagara Power Company Limited (“CNP") was founded in 1892 for the purpose of building
a generating plant at Niagara Falls. CNP began generating electricity from its Rankine
Generating Station in 1905. In 1907, CNP began serving customers in Fort Erie using a

transmission line that it constructed petween Niagara Falls and Fort Erie. CNP is a
minority investor in two other regulated electric distribution utilities: Rideau St. Lawrence

Holdings Inc. (“Rideau St. Lawrence”), and Westario Power Holdings Inc. (“Westario™).

CNP owns and operates a hydroelectric generating piant and is the sole sharehoider of |
Canadian Niagara Power Inc. (“CNPT"). - In addition, CNP is engaged in providing energy
procurement services as a broker and consuitant and. is engaged in selling energy in the |-
United States (“US") wholesale electricity market. With the exception of the wholesale
electricity sales, all of CNP's business is conducted in Ontario. Niagara Mohawk Holdings
Inc., a utility holding company headquartered in Syracuse, New York, and Fortis Inc., @ |:

electricity generator by the OEB (OEB Generation. Licence EG-1999-0387). It is also |
licensed by the OEB as a retailer of gas (OEB Gas Marketer Licence GM-2000-0034) and |:
electricity (OEB Electricity Retailer Licence ER-2000-0030), and as a wholesaler of
electricity (OEB Electricity Wholesale Licence EW-2000-0247). CNP is licensed by the US |
Federal Energy Regulatory Commission (Docket ER99-1 875) to sell electricity at
market-based rates in the US. ltis a member of the New York independent System
Operator and is in the process of registering to transact business with the Ontario IMO.
CNP holds two permits from the National Energy Board (“NEB") for the import/export of
electricity between Canada and the US. NEB Permit EPE-149 grants permission to export
and re-import up to 50 MWs after wheeling in New York and EPE-84 (Amending Order AO-

1-EPE-84) grants permission to export up to 300 MW.

CNP! was incorporated under the OBCA on February 17, 1999. CNPI is a wholly owned
subsidiary of CNP. On March 31, 1999 the transmission and distribution businesses of
CNP were transferred to CNPI to comply with the Energy Competition Act, 1998. The head
office of CNP! is located in Fort Erie, Ontario. CNPI distributes electricity to approximately
15,000 customers in the Town of Fort Erie pursuant to Transitional Distribution Licence ED-
1999-0160, a copy of which is provided in Attachment 1.2.1. It is also a Licensed
Transmitter with an OEB Transmitter Licence ET-1999-0501. CNPI holds permits from the
NEB authorizing it to own and operate international electric transmission lines between

Canada and the US (EP-1 37.)




1.2.2

Attach a description of the geographic territory served by each of the parties to the proposed transaction,
including each of their Electricity Sector Affiliates, if applicable.

Port Colborne Hydro Inc. — PC Hydro serves the geographical territory of the City of Port
Colborne. This is evidenced in Transitional Distribution Licence ED-1999-0069. A map
illustrating the geographic territory served by PC Hydro is provided as Attachment 1.2.2.-

Canadian Niagara Power Inc./Canadian Niagara Power Company Limited — CNP!
serves the geographic territory of the Town of Fort Erie. This is evidenced in Transitional
Distribution Licence EB-1999-0160. A map illustrating the geographic territory served by
CNPI, Westario and Rideau St. Lawrence is provided as Attachment 1.2.2. The attached
map outlines (heavy highlight) the territories served by CNPI directly as well as by Westario
and Rideau St. Lawrence, in which CNP has a 10% ownership interest.

1.23

Attach a description of the customers, including the number of customers in each class, served by each of the
parties to the proposed transaction.

Port Colborne Hydro Inc.

(Port Colborne) Number (1999)
Residential Customers 7,875

General Service Customers 1,138

Standby Customers 2

Total: 9,015

PC Hydro serves approximately 9,000 residential, commercial and industrial customers in
the City of Port Colborne. The City of Port Colborne has a population of approximately
18,000. PC Hydro uses two customer classes for the purpose of rates and billings:
Residential and General Service. As of 1999, the General Service Customer Class 18
includes 1069 customers with a demand less than 50 kW and 69 customers with a demand |
greater than or equal to 50 kW. , %

Canadian Niagara Power Inc.

(Fort Erie) Number (1999)
Residential Customers 13,222

General Service Customers 1,457

Total: 14,679

CNPI serves approximately 14,700 residential, commercial, and industrial customers in the
Town of Fort Erie. The Town of Fort Erie has a population of approximately 27,000. CNPi
currently uses only two customer classes for the purpose of rates and billing: Residential
and General Service. The Residential class includes both residential customers and a 5
sub-class termed “seasonal”. There are currently 12,008 residential customers and 1,214 [&i%
seasonal customers being served by CNPl. The General Service class includes all :
commercial and industrial businesses. There are currently 1,336 customers with a load
less than or equal to 50 kW and 121 customers with a load greater than 50 kW.

1.24

Provide a description of the proposed geographic service area of each of the parties after completion of the
proposed transaction.

The proposed transaction will not change the PC Hydro geographic service area. [:
However, CNPI's Transitional Distribution Licence would be amended by expanding the
geographic service area to include PC ‘Hydro's service area. A map illustrating the
respective service areas after completion of the proposed transaction is provided in [&
Attachment 1.2.4.
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1.3

Description of the Proposed Transaction

1.3.1

Indicate the nature of the application/notification: Check
Box

Amalgamation of a distributor with another corporation (s. 85)

Sale, lease or other disposal of all or part of a transmission or distribution system (s. 86(1)) X

Acquisition of shares of a transmitter or distributor (s. 86(2))

Acquisition/construction of a generation facility by a transmitter or distributor (s. 80). If yes, complete
Part 11l

Acquisition/construction of a transmission or distribution system by a generator (s. 81). If yes, X
complete Part ill
Amendment to conditions of licence as a result of the proposed transaction. If yes, complete Part IV X

1.3.2

Attach a detailed description of the proposed transaction.

' Colborne area. Under the Agreements, CNPI has agreed to pay PC Hydro over a ten year

On July 19, 2001 PC Hydro as Lessor, the City of Port Colborne as the Shareholder of the
Lessor, CNPI as Lessee and CNP as Lessee Guarantor executed the Lease Agreement
and the Master Impiementation Agreement (collectively the “Agreements”) to lease PC
Hydro's distribution system to CNPI for the purposes of distributing electricity in the Port

lease term, subject to certain adjustments at closing, monthly lease payments of
approximately $127,350 per month. In exchange, CNPI will receive all revenues from the
distribution system pursuant to the terms of the Agreements. CNPI has an option to
purchase the distribution system of PC Hydro at the end of the lease term for the purchase
price of $6,900,000.

CNPI has committed to provide a level of service to local customers that is no less than the
level of service provided to CNPV's current customers. Moreover, CNPI has agreed to -
adopt the rates approved by the OEB with respect to an application filed on November 30,
2000 by PC Hydro for approval of its proposed distribution rates. .

in addition, CNPI has agreed to enter into ancillary agreements with the City of Port
Colborne with respect to street lighting services, access to municipal property, and utility
pole access.

CNPI will operate and manage the distribution system and will pay for all operating costs
incurred in operating, managing, repairing, maintaining and replacing the lease assets and
lease properties during the lease term. All replacement assets which are characterized as
operating expenses will become the property of PC Hydro and be part of the leased assets.

New assets which require a capital investment by CNPI, including assets which expand the
existing PC Hydro distribution system and major assets which replace existing PC Hydro
assets, will become the property of CNPI and will not be part of the leased assets. If CNPI
does not exercise its option to purchase the PC Hydro distribution system at the end of the
lease term, PC Hydro will purchase these assets from CNPI.

CNPI and PC Hydro have obtained an advanced tax ruling from the Ministry of Finance
indicating that this transaction does not result in any tax liabilities under s.94(1) of the
Electricity Act, 1998.

1.3.3

Attach the details of the consideration (e.g. cash, assets, shares) to be given and received by each of the parties
to the proposed transaction.

PC Hydro has agreed to lease its distribution system to CNPI in consideration for the lease
payments of approximately $127,350 per month subject to certain adjustments at closing.
In exchange, CNPI would receive all revenues from the distribution business. CNPI will
also have an option to purchase the distribution business of PC Hydro at the end of the ten
year term for the purchase price of $6,900,000.
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1.34

Attach the financial statements (including balance sheet, income statement, and sources and uses of funds) of
the parties to the proposed transaction for 2 complete years prior to the proposed transaction.

Copies of the audited financial statements for PC Hydro for the years ending December 31,
2000 and December 31, 1999 are provided in Attachment 1.3.4.

Copies of the audited financial statements for CNPI for the years ending December 31, ©
1999 and December 31, 2000 are provided in Attachment 1.3.4. :

CNP requests that its audited financial statements for the years ending December 31, 2000~
and December 31, 1999, be treated as confidential as requested in the cover letter to this
Application and in a separate letter from CNP which accompanies this Application. A copy
of CNP’s audited financial statements has been enclosed with the separate letter, in
keeping with the OEB’s Guidelines for the Treatment of Filings made in Confidence.
Copies of the abridged versions of CNP’s audited financial statements are included in the
Fortis Inc. 2000 annual financial statements provided as Attachment 1.3.4. (see Note 19 in
the Notes to the Fortis Inc. 2000 financial statements). CNP notes that as Fortis Inc. has a
50% interest in CNP, the abridged 2000 financial statements present CNP-related financial
information in @ manner consistent with such interest. This point is noted in the "Summary
of Accounting Policies” in the notes to the Fortis Inc. 2000 financial statements.

1.3.5

Attach the pro forma financial statements of each of the parties reflecting completion of the proposed transaction.

The pro forma financial statement for PC Hydro is provided as Attachment 1.3.5.

The pro forma financial statement for CNPI is provided as Attachment 1.3.5.

1.4

Other Information

1.4.1

Provide copies of all annual reports, proxy circulars, prospectuses or other information filed with securities
commissions or similar authorities or sent to shareholders for each of the parties to the proposed transaction and
their affiliates within the past 2 years.

To date, none of the parties or their affiliates has publicly filed annual reports, proxy
circulars, prospectuses or other information with securities commissions or similar
authorities or sent such information to shareholders.

1.4.2

Attach copies of all legal documents (or the most recent drafts, if not yet executed) to be used to implement the
proposed transaction.

Copies of the Master Implementation Agreement and the Lease Agreement, executed on
July 18, 2001 by PC Hydro as Lessor, the City of Port Colborne as Shareholder of the
Lessor, CNPI as Lessee and CNP as the Lessee Guarantor, are provided in Attachment
1.4.2.

1.4.3

Attach confirmation that the parties to the proposed transaction are in compliance with all licence and code
requirements, and will continue to be in compliance after completion of the proposed transaction.

As noted in paragraph 1.2.1 above, PC Hydro and CNPI have Transitional Distribution
Licences effective April 1, 1999. To the best of their knowledge, all parties are currently in
compliance with all licence and code requirements. It is expected that following the
completion of this transaction, PC Hydro and CNPI will be fully compliant with all licences
and codes.

144

Explain whether the proposed transaction will result in a change of controf of any of the parties. If yes, please
complete Part |1,

There will be no change in the control of any of the parties as a result of this transaction.
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PARTIl:  ADDITIONAL FILING REQUIREMENTS

21

Facilitate Competition

2141

Attach a short description of the impact, if any, of the proposed transaction on competition. If there will be no
impact on competition, please state the reasons.

There will be no impact on competition. This transaction is consistent with the policy
direction set out by the Provincial Government in the White Paper, the Energy Competition
Act, 1998, and statements made by the Minister of Energy, Science and Technology in the
legislature, to encourage municipalities to consolidate their electric utilities in order to
create a more efficient and competitive electric industry. While this transaction does not
represent a consolidation of ownership of distribution utilities, the operation of the PC Hydro |
distribution system by CNPI will further the creation of greater efficiencies in the electricity |
distribution sector.

The competitive electricity market being introduced in Ontario will allow customers to
choose their competitive retail supplier of electricity. As a distributor of electricity, PC
Hydro's rates are regulated by the OEB, and the distribution sector is not competitive. As
the only “retailing” carried on by distributors will be pursuant to section 29 of the Electricity
Act, 1998, the lease of PC Hydro's distribution system by CNPI will have no direct impact
on a customer's access to competitive electricity provision, nor will the fact that CNP is an
owner of generation assets and a retailer of electricity interfere with customer choice. This
situation is no different from that of other utilities with affiliates that are energy service
providers. CNPI's operation of PC Hydro’s distribution system may indirectly facilitate a
customer's access to competitive electricity supply, since retail suppliers will be more likely
to offer their product and services to customers in utilities with larger customer bases, and
retail suppliers in the Port Colborne and Fort Erie service areas will only have to deal with a |
_single distributor for the competitive supply of electricity to a larger customer base.

Non-Discriminatory Access to Transmission and Distribution Systems

2.241

Provide confirmation that the proposed transaction will have no impact on access to the transmission or
distribution system of the parties.

The transaction will have no negative impact on the access to the transmission or
distribution systems of the parties.

23

Protect interests of Consumers

2.31

Provide details of the costs and benefits of the proposed transaction to the consumers of the parties to the
proposed transaction.

The lease of PC Hydro's distribution system to CNPI will ensure the continued safe and
reliable supply of energy to its customers. PC Hydro and the City of Port Colborne utilized
a competitive Request for Proposal process and determined that the CNP proposal
represents fair market value for the distribution system. PC Hydro and the City of Port
Colborne are confident that the transactions contemplated under the Lease Agreement and
Master implementation Agreement will result in continued reliable supply of eiectricity to its
customers at a high service level. CNPI and CNP have extensive electricity distribution
expertise and have a demonstrated record of safe and reliable energy practices.

The transaction will not result in a rate increase for PC Hydro's customers (see section
2.3.6 below). With respect to employee job security, CNPI has agreed to offer employment
to PC Hydro's employees and has negotiated and reached agreements with local unions.
CNPI is committed to the Port Colborne area, and will contribute the sum of at least
$10,000.00 per year for the term of the lease to local economic development and
community facilities and event sponsorship programs.
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2.3.2

Describe the steps, including details of any capital expenditure plans, that will be taken to ensure that operational

safety and system integrity are maintained after completion of the proposed transaction.

CNPI will plan and execute projects on the Port Colborne distribution systems that are
designed to ensure system integrity, reduce losses, lessen exposure from aging facilities,
and maintain regulatory compliance. Upon completion of the proposed transaction, CNPI
will evaluate the existing capital and maintenance plans of the previous PC Hydro®
management and those identified during CNPI's due diligence inspections, as a means of}
developing a five year plan and budget to ensure the operational safety and system:|;
integrity of the Port Colborne operation. Examples of areas covered in the five year plan
include:

¢ customer driven upgrades and expansion requirements,

¢ system driven capital rebuild and expansion requirements,
e preventive maintenance inspections and refurbishments,
s vegetation management requirements,

* health and safety requirements,

e environmental requirements, and

e property, fleet and tool requirements.

Accordingly, the distribution system covered under the proposed transaction would be
incorporated into the distribution planning processes of CNPI.

2.3.3

Provide details, including any capital expenditure pians, of how quality and reliability of service will be maintained . [
after completion of the proposed transaction. )

The Master Implementation Agreement [at section 8.1(f)] commits CNPI to provide a level
of service to the Port Colborne service area that is comparable in the aggregate for each
customer class to that provided by CNPI to its customers in the Fort Erie service area. It
further requires CNPI to maintain a customer service office in the City of Port Colborne
during the term of the lease and to liaise with City officials. To this end, CNP! intends to
maintain a service center located in Port Colborne. Certain facilities, vehicles and tools will
continue to be utilized to meet the needs of Port Colborne customers. In addition,
resources are available from CNPI's Fort Erie operation to be used in place of or to
supplement the Port Colborne resources. As the existing facilities have been assessed to
be adequate to service the area under normal operating conditions, it is anticipated that
extensive capital expenditures for tools, vehicles and property will not be required. CNPI
will re-evaluate this assumption after completion of the proposed transaction and then
routinely on a yearly basis, particularly in the areas of manpower, vehicles and tools. The
functions of providing new service connections, underground locates, meeting customer
appointments, and providing emergency and general dispatch response, will be performed
from both Port Colborne and Fort Erie. Telephone accessibility and responses to written
enquiries will follow the same process of being provided from both Port Colborne and Fort
Erie. Reliability indicators will be monitored and analyzed as primary performance
indicators of the system’s health. Corrective action will be taken as required. These
indicators will be tracked separately from the Fort Erie indicators.

234

Indicate whether the parties to the proposed transaction intend to undertake a rate harmonization process after
the proposed transaction is completed.

The Master Implementation Agreement [at section 8.3(b)] commits CNP! to adopt the rates
resulting from PC Hydro’s November 2000 application to the OEB. Accordingly, the parties
do not currently intend to undertake a rate harmonization process.




2.3.5

If rate harmonization is planned, please confirm that such rate harmonization will conform with the rate
harmonization process contained in the Distribution Rate Handbook.

As CNPI will initially adopt PC Hydro'’s existing rate structure, this question is not
applicable.

2.3.6

Describe the changes, if any, in rate levels that parties to the proposed transaction are planning.

PC Hydro is in the process of establishing its unbundled and market-adjusted electricity
distribution rates using the Rate Unbundling Design model designed by the OEB and the
guidelines set out in the OEB’s Electricity Distribution Rate Handbook and Ontario Energy
Board Decision with Reasons (RP-2000-0069) of September 29, 2000 in determining the
rate structure. This Rate Application is currently pending before the OEB. The Master
Implementation Agreement [at Subsection 8.3(b)] provides that, “Lessee shall assume the
Rates established or to be established by any Rate Order in response to Lessor’s Rate
Application.” The Master Implementation Agreement also provides that the Lessee shall
make all subsequent Rate Applications and applications for adjustments to the rates (such
as for Z factor/transition cost items) that may be required by the OEB during the Term of
the Lease; obtain or prepare the cost of service study that- may be required for Second
Generation PBR; and “...respond generally to all notices and directives of the OEB in
connection with future Rate Applications during the Lease Term.” There will be no changes |
in rate levels as a result of this transaction.

2.3.7

Describe how the proposed change, if any, in rates has been communicated to affected ratepayers.

As there will be no change in the rates as a result of this proposed transaction, this
guestion is not applicable.

2.4

Promote Economic Efficiency

2441

Identify and quantify any costs, efficiencies and/or economies of scale that may result from the proposed. -
transaction. '

Efficiencies and economies of scale may be realized over time in the administrative
functions such as management, customer service, finance, human resources and health
and safety. As the service territories of Fort Erie and Port Colborne are adjacent, some
economies of scale and efficiencies may also be realized in metering and electrical
services.

2.5

Financial Viability

251

Provide a valuation of any assets or shares that will be transferred in the proposed transaction. Provide details
on how this value was determined, including any assumptions made about future rate levels.

PC Hydro received a number of competitive offers for the acquisition of PC Hydro from its
Request for Proposals process, and is therefore confident that the payment terms set out in
the Lease Agreement and Master Implementation Agreement represent fair and reasonable
value for the distribution system being leased.

2.5.2

Provide details of the financing of the proposed transaction.

Under the Lease Agreement and Master Implementation Agreement, CNPI will receive all
revenues from the PC Hydro distribution system. CNP! anticipates financing this transaction
from its own cash flow which should be sufficient to make the monthly lease payments of
approximately $127,350. As lessee guarantor, CNP would be able to service the annual
lease commitment of approximately $1,500,000 should CNPI require additional funding, as
CNP has a net annual income of over $9,000,000.

10
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2.5.3

Outline the interest coverage ratios and cashfiow to debt ratios of the parties to the proposed transaction prior to
and after completion of the proposed transaction.

For the year 2000, the interest coverage ratio for CNP1 is as follows: EBITDA is $3,572,000;
Interest and Lease Expense is $1,345,000; and interest Coverage Ratio is 2.7. The cash
flow to debt ratio for CNPI is as follows: EBITDA is $3,572,000; Debt is $10,000,000; and
Cash Flow to Debt Ratio is 0.4.

The following are the Pro Forma ratios for CNPI. The interest coverage ratio for CNPI is, as
follows: EBITDA is $4,643,000; Interest and Lease Expense is $2,873,000; and Interest
Coverage Ratio is 1.6. The cash flow to debt ratio for CNP!I is as foliows: EBITDA is
$4,643,000; Debt is $10,000,000; and Cash Flow to Debt Ratio is 0.5.

254

Provide the most recent individual or joint public health and safety audits or environmental audits of the facilities of
the parties to the proposed transaction. If public health and safety audits, or environmental audits have not been
conducted, provide details of how the potential liability associated with the continued operation of assets has been
determined. Provide details of how the parties propose to deal with any potential liabilities.

Environmental and safety assessments of PC Hydro’s distribution system were undertaken
by CNPI as part of its due diligence process. CNPI is satisfied that any potential liability is
not onerous. PC Hydro has owned, operated and occupied its facilities and lands in
substantial compliance with applicable environmental laws and authorizations. The parties
agreed that CNP! would bear the cost and liability of addressing certain environmental or
occupational health and safety matters with respect to the PC Hydro distribution system.
CNPI has extensive insurance coverage provided as part of the Fortis Group of Companies
insurance policies.

2.6

Facilitate Energy Efficiency and Use of Environmentally Benign Energy Sources

2.6.1

Provide the details of environmental policies and programs established by each of the parties to the proposed
transaction and indicate changes to these poiicies, if any, that would arise as a result of the proposed transaction.

CNPI has an Environmental Management System (“EMS”) in place which is consistent with |
ISO 14001 standards for environmental management systems. The EMS lays out CNP!'s |:
environmental policies and control procedures. In additon CNPI, through CNP’s |
membership in the Canadian Electricity Association (“CEA"), participates in the CEA’s |
Environmental Commitment and Responsibility Program (“ECR Program”). It is CNPI's |
intention to incorporate the Port Colborne operation into its EMS and to make the Port |:
Colborne operation a part of its commitment to the ECR Program. :

During CNPI's due diligence efforts leading to the proposed transaction, it conducted Phase |
| and Phase Il environmental site assessments of the PC Hydro distribution system (facilities |,
and properties). It is CNPI's intention to incorporate the results of these assessments into
its environmental plans for the PC Hydro operation.

26.2

Provide the details of any energy efficiency policies and programs of each of the parties to the proposed
transaction and indicate changes to these programs, if any, that would arise as a result of the proposed
transaction.

CNPI will incorporate the PC Hydro distribution system operation into its corporate programs |:
in these areas and include any programs in future corporate business plans. At this stage
there are no programs that will be changed as a result of this transaction. However, the
management and board of PC Hydro and CNPI will examine energy efficiency policies and
programs.

1




DX

2.7

Other

271

Provide details of any public consultation process engaged.in by the parties to the proposed transaction, and the
details of any communication plans for public disclosure of the proposed transaction.

| on January 19, 2001 a press conference was held at the City of Port Colborne to

‘| On January.22, 2001 the City of Port Colborne, at.a City Council Meeting, reviewed the

As noted herein, the parties issued joint media releases at various key milestones during
the negotiations. Responses to the proposed transaction have been:positive.

“announce a significant and historic decision respecting hydro services in the City of Port
Colborne.” PC Hydro and CNPI issued a joint press release outlining the terms of the
Letter of Intent and their commitment to negotiate a lease agreement. A copy of a Letter
dated January 18, 2001 from the Office of the Mayor and the Joint Press Release are
provided as Attachment 2.7.1.

Letter of Intent and the proposal to lease PC Hydro’s distribution-system to CNPI.
Representatives from CNPI attended the meeting and provided a briefing on their
expectations. Copies of the City Council Minutes and the Mayor's Report dated January
22, 2001 are provided as Attachment 2.7:1.

On February 27, 2001 PC Hydro and CNPI held a public information session on the
proposed transaction which was advertised in local papers. Copies of the public notices
are provided as Attachment 2.7.1. J. Mark Rodgers, counsel for PC Hydro, gave a
presentation to the attendees that provided an overview of the restructuring of Ontario’s
energy sector in general, and of this proposed transaction.

On July 10, 2001, the City of Port Colborne, at a City Council Meeting, enacted a by-law to
authorize PC Hydro and the City of Port Colborne to execute a Lease Agreement and "
Master Implementation Agreement. A copy of By-Law No. 4094/89/01 and the City
Council Minutes are provided as Attachment 2.7.1.

On July 16, 2001 at a City Council Meeting, an announcement was made that PC Hydro
Inc. would be signing a lease agreement with CNP1 on July 19, 2001. A copy of the
Mayor’s Report is provided as Attachment 2.7.1.

On July 20, 2001, the City of Port Colborne issued a joint press release announcing that
PC Hydro, the City of Port Colborne, CNPI and CNP had signed a Lease Agreement and
Master Implementation Agreement to lease PC Hydro's distribution system to CNPI. A
copy of the Joint Press Release dated July 20, 2001.is provided as Attachment 2.7.1.

On July 30, 2001 at a City Council Meeting, an update on the lease agreement was made
as well as an update on the OEB application. A copy of the Mayor’s Report is provided as
Attachment 2.7.1.

Throughout the negotiation of the Lease Agreement and Master implementation
Agreement the media has reported positive local support for the proposed lease
agreement. Copies of local media reports are provided as Attachment 2.7.1.

The Parties also note that potential Intervenors will have an opportunity to express their
concerns to the OEB in response to the notice that will be published pursuant to the OEB’s
directions in this regard.

12



5D

272

Please list all suits, actions, investigations, inquiries or proceedings by any government body, or other legal or
administrative proceeding, except proceedings before the Board, that have been instituted or threatened
_against each of the parties to the proposed transaction or any of their respective affiliates.

PC Hydro is not aware of any suits, actions, inquiries or proceedings by any government
body, or other legal or administrative proceeding, except for proceedings before the OEB, -
that have been instituted or threatened against it except for the following:

e Aclass action claiming $500 million in restitutionary payments plus interest was
served on the Toronto Hydro-Electric Commission on November 18, 1998. The
action was initiated against the Toronto Hydro-Electric Commission as the
representative of the Defendant Class consisting of all municipal electric utilities in
Ontario, which have charged late payment charges on overdue utility bilis at any
time after April 1, 1981. The claim is based on the premise that iate payment
penalties result in the municipal electric utilities receiving interest at effective rates
in excess of 60% per year, which is illegal under section 347(1)(b) of the Criminal
Code. PC Hydro is a member of the Defendant Class. The Municipal Electric
Association is undertaking the defence of this action. At this time, it is not
possible to quantify the effect, if any, on the financial statements of each the
parties.

CNP and CNPI are not aware of any suits, actions, inquiries or proceedings by any
government body, or other legal or administrative proceeding, except for proceedings
before the Ontario Energy Board that have been instituted or threatened against them.

2.7.3

Please provide the Board with any other information that is relevant to the application.

N/A.

13



PART Ill: ACQUISITIONS BETWEEN ELECTRICITY TRANSMITTERS AND

DISTRIBUTORS AND ELECTRICITY GENERATORS

If the transaction requires a notice under sections 80 or 81 of the Act, please complete and submit
the following information.

3.141

Describe the generation-capacity, within the Province of Ontario, of the parties to the proposed transaction, including
each of their respective Energy Sector Affiliates, prior to and after the compietion of the proposed transaction.

Neither PC Hydro nor the City of Port Colborne, has any generation capacity. CNPI does not
have any generation capacity.

CNP, the sole shareholder of CNP!, owns and operates a hydroelectric generating plant in
Niagara Falls, Ontario. CNP is licensed as an electricity generator by the OEB (Generator
Licence EG-1999-0387). The generation capacity of CNP will not change as a result of this
transaction.

Describe the generation market share, within the Province of Ontario, of the parties to the proposed transaction,
including each of their respective Energy Sector Affiliates, prior to and affer completion of the proposed transaction.

The City of Port Colborne, PC Hydro and CNPI do not have any generation capacity and will
not gain any generation capacity as a result of this transaction. This transaction will not result
in a change in CNP's generation market share.

Describe what gains in efficiency would resuit from the proposed transaction.

This question is not applicable.

14
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PART IV: AMENDMENTS TO LICENCE

If any of the parties to the proposed transaction is requesting an amendment to its licence as a result
of the proposed transaction, please complete and submit the following information.

4141

If the proposed fransaction will require an amendment to the description of the licensed territory contained in
Schedule ! to the licence of any party to the transaction, please provide a detailed description of the requested ..
change.

The Master Implementation Agreement [section 6.1] requires CNPI to make an application
pursuant to section 60 of the OEB Act to amend its Transitional Distribution Licence ED-1999-
0160 (Fort Erie area) to include the distribution area set out in PC Hydro’s Transitional
Distribution Licence ED-1999-0069 (Port Colborne area). As a result of discussions with OEB
staff, the parties understand that this requirement may be addressed through this MAADs
filing process. A map illustrating the respective service areas after completion of the proposed
transaction has been referred to in paragraph 1.2.4 and accompanies this application as
Attachment 1.2.4.

If any of the parties will not be in compliance with all applicable codes and rules after completion of the proposed
transaction, please explain the reasons for such non-compliance. (Note: any appiication for an exemption from a
provision of a rule or code is subject to a separate application process.)

The parties expect to be in compliance with all applicable codes and ruies after completion of
the proposed transaction.

::ODMA\PCDOCS\CCT\235126\10

15




YD -2 Doy

Jo5- &7/~ 8676

Ontario Energy Commission de I'Energie

Board de I'Ontario

P.O. Box 2319 C.P.2319 .

2300 Yonge Street 2300, rue Yonge

26th. Floor 26e étage

Toronto ON M4P 1E4 - Toronto ON M4P 1E4 N
Telephone: (416) 481-1967 Téléphone; (416) 481-1967 Ontario

Facsimile: (416) 440-7656 Télécopieur: (416) 440-7656

57

August 22, 2001 BY FAX ONLY
Mr. Ross Tuck, Chair | Mr. Timothy B. Curtis
Port Colborne Hydro Inc. Vice-President Finance and CFO
c/o The City of Port Colborne Canadian Niagara Power Inc.
66 Charlotte Street 1130 Bertie Street
Port Colborne, Ontario P.O.Box 1218
L3K 3C8 Fort Erie, Ontario
- L2A 5Y2
Dear Sirs:

Re: Lease of the Port Colborne Hydro Inc. to Canadian Niagara Power Inc., request
for new Licence of Canadian Niagara Power Inc. and approving the acquisition
by Canadian Niagara Power Company Limited.

This will acknowledge receipt on Aug 20, 2001 of the Application filed by the Canadian
Niagara Power Inc., Canadian Niagara Power Company, Port Colborne Hydro Inc. The
Corporation of the City of Port Colborne.

- The Board'has assigned file number RP-2001-0041 (EB-2001 -0492) to this matter. Please
refer to this number in all future correspondence to the Board on this Application.

Yours truly,

y %

Peter H. O'Dell
Assistant Board Secretary
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August 17, 2001

Ontario Energy Board
26™ Floor

P.O. Box 2319

2300 Yonge Street
Toronto, ON M4P 1E4

Attention:  Paul Pudge, Board Secretary

Canadian Niagara Power Company Limited

Confidential Treatment of Financial Statements

We are writing further to the letter dated of equal date hereof in respect of an application
(the "Application") being made pursuant to provisions of the Ontario Energy Board Act, 1998 conceming
the proposed lease of Port Colborne Hydro Inc.'s electricity distribution system to Canadian Niagara
Power Inc.

In accordance with Rule 13 of the Rules of Practice and Procedure (the "Rules") and Part
3 of the Guidelines for the Treatment of Filings made in Confidence - Phase I (the "Guidelines") of the
Ontario Energy Board (the "OEB"), we request that the enclosed 1999 and 2000 financial statements of
Canadian Niagara Power Company Limited ("CNP") required by section 1.3.4 of the Application be held
in confidence by the OEB. In accordance with Rule 47 of the Rules, should the subject matter of the
Application be dealt with by way of an oral hearing, we request that those parts of the hearing dealing with
the enclosed financial statements be held in the absence of the public.

The enclosed financial statements of CNP come within the ambit of the exceptions listed
in section 17(1) of the Freedom of Information and Protection of Privacy Act (the "FIPPA") and
therefore correspond with Item Number 5 in Appendix 1 to the Guidelines, which appendix lists those
records which the OEB has previously assessed or maintained as confidential. The financial statements fall
within section 17(1) of the FIPPA on the basis that they constitute detailed financial information supplied
in confidence which, if disclosed, could reasonably be expected to prejudice significantly the competitive
position of CNP's unregulated and competitive operations. CNP is a private company and, as such, the
enclosed financial statements are not currently available on the public record. Previous filings of CNP's
financial statements made with the OEB have been made in confidence on the same basis.

Doc #: 963924.2

Canadian Niagara Power Company Limited
1130 Bertie Street » P.O. Box 1218 « Fort Erie, Ontario + L2A 5Y2
Telephone: (905) 871-0330
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By

We have included in a separate envelope the financial statements of CNP for which we are
requesting confidential weatment. We have also included herewith and with the schedules to the
Application an abridged version of the financial statements as included in the Forts Inc. 2000 annual
financial statements which we propose be placed on the public record (see note 19 in the notes to the Forus
Inc. financial staternents). The difference berween the two sets of financial statements is that the abridged
version aggregates and presents in summary format the detailed financial information included in the full
versions. As well. given that Fortis Inc. has a 50% interest in CNP, the abridged financial statements
provide financial informaton presented in a manner consistent with such interest. This point is noted in the
"Summary of Accounting Policies” in the notes to the Fortis Inc. financial statements. As discussed above,
disclosure of the detailed financial information would adversely affect the competitive position of CNP's
unregulated and competitive operations. The information provided in the abridged version is in sufficient
detail to demonstrate CNP's ability to service the annual lease commitment of its wholly-owned subsidiary,
Canadian Niagara Power Inc., in CNP's role as guarantor under the proposed transaction, as discussed
in section 2.5.2 of the Application.

We would be pleased to assist the OEB in any way in its consideration of this request for
confidential treatment. Please do not hesitate to contact us if you have any questions or require anything
further.

Yours very truly,

Yo

Timothy B. Curtis

Doc #: 9639242
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MAAD Application — Canadian Niagara Power Inc. and Port Colborne Hydro Inc.

Filing Requirement 1.1.4

Corporate Chart showing the relationship between CNPI and CNP.

July 27, 2001 Canadian Niagara Power
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Charerea Accountants Grant Thornton @

Management Consultants
Canadian Member Firm of
Grant Thormnton intemational

Auditors’ Report

To the shareholder

We have audited the balance sheet of Port Colbormne Hydro Inc. as at December 31, 2000 and the
statements of eamnings, retained eamings and cash fiows for the ten months then ended. These
financial statements are the responsibility of the utility's management. Our responsibility is to express
an opinion on these financial statements based on our audit

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

In our opinion, these financial statements present fairly, in all material respects, the financial position of
Port Colborne Hydro Inc. as at December 31, 2000 and the results of its operations for the ten months
then ended in accordance with the generally accepted accounting principles.

A AU AL

Port Colborne, Ontario : Chartered Accountants
June 15, 2001

"P. 0. Box 336
Suite B
92 Charlotte Street
Port Colborne
Ontario
L3K 5W1
Teil: {905) 834-3651
Fax: (905) 834-5095
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Port Colborne Hydro Inc.

Balance Sheet
December 31, 2000

Assets

Current
Cash
Accounts receivable
Inventories
Prepaid expenses’

Land, buildings and equipment (Note 3)

$ 990,132
1,979,162
549,507
25.309

3,544,110

— 8,610,295

$ 12,154,405

Liabilities

Current

Payables and accruals _ $ 1,439,971
Vested sick leave payable (Note 4) 21,130
Current portion of customers’ deposits 20,000
Current portion of iong term debt 72,000
1,553,101
Customers’ deposits 214,065
Liability for future benefits (Note 5) 495,362
Note payable (Note 7) 4,725,070

Long term debt (Note 6)

Sharehoider’'s Equity
Capital stock (Note 8)
Retained eamings

475,000

7,462,598

4,234,195

457,612

4.691.807

$ 12,154,405
R ——

Contingency (Note 6)

On behalf ofthe Boa
iy ¢

"

./
/ See accompanying notes to the financial statements

. Grant Thornton & 3
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Port Colborne Hydro Inc.

Notes to the Financial Statements
December 31, 2000

1. Incorporation

The.Ontario government enacted the Energy Competition Act, 1998 to introduce competition to
the Ontario electricity market by the year 2000. Under the terms of this, the Ontario Energy
Board (the “OEB") will regulate industry participants by issuing licenses for the right to generate,
transmit, distribute or retail electricity. These licenses will require compliance with established
market rules and codes.

Pursuant to this legislation, the municipality of the City of Port Colborne, as owners of the former
Port Colborne Hydro-Electric Commission, incorporated one company, created for the purpose
of continuing the distributing and retailing activities of the former commission. Port Colbome
Hydro Inc. issued 1,000 common shares to the City of Port Colborme upon incorporation on
March 1, 2000 for the net assets of the former Port Colbome Hydro-Electric Commission.

Active operations commenced on March 1, 2000.

A City of Port Colbome transfer by-law authorized the transfer of substantially all the assets and
liabilities of the former commission to the newly created corporation. In this regard, net assets of
$ 8,959,265 were transferred to Port Colborme Hydro Inc. on March 1, 2000. In consideration for
the transfer of the net assets, the corporation issued a promissory note payable to the City of
Port Colborne and 1,000 common shares.

Net assets transferred to the corporation, at the assigned values, are as follows:

Cash $ . 127,965
Other current assets 2,569,554

Land buildings and equipment,

net of accumulated depreciation 8,853,874
Current liabilities (1,325,947)
Other liabilities (780,570)
9,444 866
Liability for future benefits (485.611)
Net assets $ 8,959,265
——

Consideration issued by the corporation was as follows:

Note payable . $ 4,725,070

1,000 common shares 4,234,195
*l_h

$ 8,959,265
*

Grant Thornton ® 5
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Port Colborne Hydro Inc.

Notes to the Financial Statements
December 31, 2000

3. Land, buildings and equipment

Accumulated Net

Cost Depreciation Book Vaiue

Land and land rights $ 84,702 $ 23694 $ 61,008
Buildings 515,650 266,791 248,859
Equipment : 14,789,220 6,692,498 8,096,722
Vehicles 846,907 643,201 203,706

$ 16,236,479 '$ 7,626,184 $ 8,610,295

4. Liability for vested sick leave benefits

Under the revised sick leave benefit plan, all accumulated vested benefits are to be paid to
eligible empioyees. Eamed sick time and its doliar value have been frozen and transferred to a
separate account. The accumulation of vesting privileges has been terminated.

This liability has been fully provided for in the financial statements.

5. Liability for future benefits

Port Colborne Hydro Inc. pays certain benefits of its retired employees. Effective March 1, 2000,
Port Colbome Hydro Inc. adopted The Canadian Institute of Chartered Accountants new
accounting standards for future benefits. Port Colbome Hydro Inc. recognizes these post-
retirement costs in the period in which the employees rendered the services. The accrued
benefit liability at January 1, 2000 of $ 485,611 and the expense for the year then ended
December 31, 2000, was determined by actuarial valuation using a discount rate of 6%,

Information about Port Colbomne Hydro Inc.’s defined benefit plan is as follows:

- Accrued benefit liability recognized in the balance sheet at January 1, 2000 $ 485611
Expense for the period January 1, 2000 to December 31, 2000 . 37,274
Benefits paid for the period (27,523)
Projected accrued benefit obligation at December 31, 2000 $ 495,362

T ——

This liability has been retroactively adjusted through the net assets transferred from the City of
Port Colborne (Note 1).

Grant Thornton .7
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Port Colborne Hydro Inc.

Notes to the Financial Statements
December 31, 2000

7. Note payable

The note is due to the City of Port Colborne. Interest has been set at a rate of 7.25% and should
accrue from the date of opening of the Ontario electricity market as announced by the Ministry of
Energy, Science and Technology. There are no set repayment terms for principal. The_City of
Port Colborne has the option to convert some or all of the principal into common shares of the

company.

8. Capital stock

Authorized:

The company is authorized to issue an unlimited number of common shares and an uniimited
number of preference shares.

Issued:

1,100 common shares $ 4,234,195

During the year the company issued 1,000 common shares for the net assets of Port Colbome
Hydro Inc. (Note 1) and 100 common shares at the date of incorporation.

9, Suppleméntal cash flow information

Change in non-cash operating working capital

Decrease in accounts receivable 3 6,940
Decrease in inventories 13,794
Increase in prepaid expenses (5,157)

Increase in payables and accruals 199,014

$ 214591

The company paid interest of $ 59,416 during the ten months ended December 31, 2000.
The company received interest of $ 43,151 during the ten months ended December 31, 2000.

. 10.  Pension agreements

The corporation makes contributions to the Ontario Municipal Employees Retirement Fund
(OMERS), which is a multi-employer plan, on behalf of its staff. The planis a defined benefit
plan, which specifies the amount of the retirement benefit to be received by the employee based
on the length of service and rates of pay.

Effective August 1, 1998, OMERS provided a temporary contribution holiday, with no employer
or employee pension contributions required until December 31, 2002, as long as there is
sufficient plan surpius. There will be a review of the OMERS plan surplus each year to
determine whether the contribution holiday will continue. As a result, no amount was contributed
to OMERS for 2000 (1999 $ Nil) for current service.

Grant Thornton @ 9



Port Colborne Hydro Inc.

Notes to the Financial Statements
December 31, 2000

13. Industry restructuring (continued)

The Ontario Energy Board Act, 1998 (Ontario) (“OEBA") conferred on the Ontario Energy Board
(*OEB’) increased powers and responsibilities to regulate the electricity industry. These powers
and responsibilities include the power to approve or fix rates for the transmission and distribution
of electricity, the power to provide continued rate protection for rural and remote electricity
consumers, and the responsibility for ensuring that distribution companies fulfit abligations to
connect and service customers. The OEB may also prescribe license requirements and
conditions to electricity distributors, which may include among other things, specified accounting
records, regulatory accounting principles, separation of accounts for distinct businesses and
filing and process requirements for rate setting purposes.

Prior to the EA and OEBA, the former Ontario Hydro exercised regulatory control over the
electricity distribution sector through its powers under the Power Corporation Act. However, with
the implementation of the EA and OEBA, the Power Corporation Act was repealed and the
powers previously held by Ontario Hydro over electricity distribution sector were passed to the
OEB.

14. Subsequent event
On January 16, 2001 the City of Port Colbome signed a letter of intent with Canadian Niagara

Power to lease the electricity distribution business for a ten year period for $ 14,500,000. The
lease is subject to the approval of the OEB.

Grant Thornton ® 11
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Port Colborne Hydro-Electric Commission

Statement of Operations and Equity

1998

for the year ended December 31 1999
Service revenue
Residential $ 5,346,802 $ 5,194,147
General 8,554,170 8,544,779
Large user 57,857 21,046
Street lighting 134,508 134,361
' 14,093,337 13,894,333
Service revenue adjustment (41,536) 38,898
14,051,801 13,933,231
Cost of power
Power purchased - Ontario Hydro 12,071,156 11,966,726
Gross margin on service revenue 1,980,645 1,966,505

Other operating revenue

Operating and maintenance expense
Distribution
Utilization -

Billing and collection
General administration expense
Depreciation

Income before financial expense

Financial expense

241,443

195,045

2:222.088 — 2,161,550
486,277 427,083
1,015 1,016
487292 428,099
353,535 362,361
385,425 345,293
554,617 537,780
1,293,577 1,245,434
441,219 488,017

Interest 73.867 83,001
Net income $ 367,352 $ 405,016
Equity

Beginning of year $ 7,841,481 $ 7,436,465

Net income 367,352 405,016

End of year $ 8,208,833 $ 7,841.4.81

The accompanying notes are an-integral part of this financial statement

Grant Thornton €



Port Colborne Hydro-Electric Commission

Statement of Cash Fiow

for the year ended December 31 1999 1998
Cash provided from (used for)
Operations
Netincome $ 367,352 $ 405,016
Depreciation and amortization 628,400 598,843
Gain on sale of equipment (20,500)
975,252 1,008,859
Changes in
Accounts receivable 48,674 25,356
Inventories 37,100 161,416
Prepaid expenses 3,935 3,782
Accounts payable and accruals 63,059 121,126
1,128,020 1,315,539
Financing
Reduction in long term debt (59,000) (53,000)
Decrease in customers’ deposits (12,169) (41,871)
Capital contributions - 59.086 153362
(12.083) 58,491
Investing
Purchase of
Land and land rights (1,031)
Building additions (7,409)
Equipment (432,520) (711,904)
Vehicle (124,883)
Proceeds from sale of assets 20,500
(536.903) (720,344)
Cash provided 579,034 653,686
Cash »
Beginning of year 743.201 89,515
End of year $ 1,322,235 $ 743,201

The accompanying notes are an integral part of this financial statement

Grant Thornton 8
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Port Colborne Hydro-Electric Commission

Balance Sheet

December 31 1999 1998
Assets
Current
Cash $ 1,322,235 $ 743,201
Accounts receivable 1,672,606 1,721,280
inventories 585,920 623,020
Prepaid expenses 24.282 28218
3,605,043 3,115,718
Land, buildings and equipment (note 2) 8,733,466 8,804,462
$12,338509  $ 11,920,181
Liabilities
Current
Accounts payable and accruals $ 1,340,363 $ 1,277,304
Long term debt payable within one year 65,000 58,000
Current portion of customers’ deposits 20,000 20,000
1,425,363 1,356,304
Long term debt (note 3) 547,000 612,000
Customers’ deposits 212,420 224,589
Vested sick leave (note 4) 21,130 21,130
2,205,913 2,214,023
Equity
Utility equity 8,208,833 7,841,481
Equity accumulated through contributed capital 1,823,763 1,864,677
10,132,596 9.706.158
$ 12,338,509 $ 11,920,181

Contingency (note 6)

The accompanying notes are an integral part of this financial statement

Grant Thornton @
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Port Colborne Hydro-Electric Commission

Notes to the Financial Statements
December 31, 1999

3. Long Term Debt 1999 998
Municipal debentures . ' $ 612,000 $ 671,000
Long term debt payable within one year 65,000 59.000

$ 547,000 $ 612,000

The debenture bears interest at 10.25% and matures in 2008. Principal amounts payable on the
long termn debt within each of the next five years are as follows:

2000 $ 65,000
2001 72,000
2002 75,000
2003 85,000
2004 95,000

4. Liability for Vested Sick Leave Benefits

Under the revised sick leave benefit pian, all accumulated vested benefits are to be paid to
-eligible employees. Eamed sick time and its dollar value have been frozen and transferred to a
separate account. The accumulation of vesting privileges has been terminated.

This liability has been fully provided for in the financial statements.

5. Pension Plans

The commission makes contributions to the Ontario Municipal Employees Retirement Fund
(OMERS), which is a muti-employer pian, on behalf of its staff. The plan is a defined benefit
plan which specifies the amount of the retirement benefit to be received by the empioyee based
on the length of service and rates of pay. '

Efiective August 1, 1998, OMERS provided a temporary contribution holiday, with no employer
or empioyee pension contributions required until December 31, 2001, as iong as there is
sufficient plan surplus. There will be a review of the OMERS plan surplus each yearto
determine whether the contribution holiday will continue. As a result, no amount was contributed
to OMERS for 1999 (1998 $ 20,618) for current service.

Grant Thornton 8 ' , ' 5



Port Colborne Hydro-Electric Commission

Notes to the Financial Statements

December 31, 1999

1. Summary of Significant Accounting Policies

inventories

In\)entories are valued at the lower of cost and net realizable value.

Depreciation and Amortization

Rates of depreciation and amortization applied to write-off the cost of land, buildings and

equipment over their estimated lives on the straight-line method, are as follows:

Land rights

Buildings

Equipment

Vehicles

Contributed Capital

1.67%
3.33%-20%
12.5%-25%

Capital contributed by customers or developérs- towards the acquisition of assets is recorded as
equity accumulated through contributed capital. The commission does not record amortization

of contributed capital.

2. Land, Buildings and Equipment

Land and land rights
Buildings
Equipment

Vehicles

Grant Thomton®

Co
$ 97,500
515,650
14,280,069
891,540

$ 15,784,759

1999
Accumulated Net

Depreciation Book Value
$ 22430 $ 75,070
- 253,276 262,374
6,130,874 8,149,195
644,713 246,827

$ 7,051,293 § 8,733,466

1998

Net
Book Value

$ 76319
275,889
8,258,083

194,171

$ 8,804,462




Port Colborne Hydro-Electric Commission

Notes to the Financial Statements
December 31, 1999

6. Contingency

A class action suit claiming $ 500 million in restitutionary payments plus interest was served on
Toronto Hydro on November 18, 1999. The action was initiated against Toronto Hydro Electric
Commission as the representative of the Defendant Class consisting of all municipal electric
utilities in Ontario which have charged late payment charges on overdue utility bills at any time
after April 1, 1981.

The claim is that late payment penalties resulf in municipal electric utilities receiving interest at
effective rates in excess of 60% per year, which is illegal under Section 347(1)(b) of the Criminal
Code.

The Municipal Electric Association is undertaking the defense of this class action. At this time it
is not possible to quantify the effect, if any, on the financial staternents of the Commission.
During the period in question the Commission charged $ 858,700 in late payment charges on
overdue utility bills.

7. Industry Restructuring

The Ontario Government enacted the Energy Competition Act, 1999 to introduce competition to
the Ontario electricity market by the year 2000. Under the terms of this legislation, the Ontario
Energy Board (the “OEB") will regulate industry participants by issuing licences for the right to
generate, transmit, distribute or retail electricity. These licences will require compliance with
establishing market rules and codes.

Pursuant to this legisiation, the Municipality of the City of Port Colborne, as owners of the
Commission, must enact a by-law by November 7, 2000 to authorize the incorporation of one or
more companies created for the purpose of continuing the current distributing and retailing
activities of the Commission. This by-law will aiso authorize the transfer of assets and liabilities
of the Commission to the applicable, newly created corporations.

8. Subsequent Event
Subsequent to December 31, 1999 the Commission was incorporated and the City of Port

Colbome was in the process of negotiating a $ 2.5 million bank loan on behalf of the new
corporation. :

Grant Thomton
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Auditors’ Report

To the Commissioners, Members of Council, Inhabitants and
Ratepayers of the Corporation of the City of Port Colbome

We have audited the balance sheet of the Port Colborne Hydro-Electric Commission as at
December 31, 1999 and the statements of operations and equity and cash flow for the year then
ended. These financial statements are the responsibility of the utility's management. Our
responsibility is to express an opinion on these financial statements based on our audit.

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

In our opinion, these financial statements present fairly, in all material respects, the financial position of
the Port Colbone Hydro-Electric Commission as at December 31, 1999 and the resuits of its
operations for the year then ended in accordance with the accounting principles prescribed for Ontario
Hydro-Electric Commissions applied on a basis consistent with that of the preceding year.

2 A AL

Port Colborme, Ontario Chartered Accountants
February 10, 2000

P.0.Box 336

Suite B -

92 Chariotte Street
Port Colbome
Ontario

L3K 5wW1

Tel: (905) 834-3651
Fax: (905) 834-5095
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As at December 31, 2000

Lol

Asserts

Current assets

Cash

Accounts receivabie

Materals and suppities. at average cost
Prapaid expenses

Ltility plants (note 2)
Future income taxes
Accrued pension benefit asset (note 3)

Liabilities

~Current liabilities

Accounts pavable and accrued liabilities
Income taxes pavable

Due to parent (note 5)

Note pavable to parent (note 5)

iFuture income taxes

Accrued other retirement benefit liability (note 3)
Contributions in aid of construction '

Shareholder’s Equity

Capital stock (note 4)
Retained earnings

Approved by the Board of Directors
- / -
- /C—//—/
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atement of Eamings and Retained Earmings

bgf‘madian Niagara Power Inc.

For the vear ended December 31, 2000

2000 1999
S S
Operating revenue 21.065.063 14.709.370
Expenses
Operating 5.828.088 3471343
Purchased power - 11.185.664 8.131.312
Other taxes 240.803 146.839
Amornization 2.091.267 1.179.9C2
19.345.822 12.649.41
Operating earnings 1,719.241 760.434
Other income (expense)
Interest income 22242 109,491
Interest expense (1. 745,566) (1,289.398)
Other (157.249 (17.238)

Earnings before income taxes 338.668 363.309
Provision for income taxes
Current 139,815 478.835
Future 86.208 (227.486)
226.023 231.349
Earnings for the year 112,645 311.960
Retained earnings — Beginning of year 311.960 -
Retained earnings — End of year 424 603 311.960

PRICEWATERHOUSE(COPERS

(1,197.145)




Canadian Niagara Power Inc.
Statement of Cash Flows
For the vear cnded December 31. 2000

03

Cash flows from (used in)

Operating activities

Eamings for the vear

Items not affecting cash
Amoriizaton
Furture income taxes
Loss on sale of capital assets
Accrued pension benefit
Accrued post retirement benefit

Change in non-cash working capital
Accounts receivable ’
Materials and supplies
Prepaid expenses
Accounts pavable and accrued liabilities
Income taxes payvable
Due to parent

Investing activities

Additions to utility plants

Proceads on sale of capital assets :
Increase in contributions in aid of construction

Increase (decrease) in cash during the year
Cash - Beginning of year

Cash — End of the year

Supplemental cash flow information

Cash paid during the vear for

Interest
[ncome taxes

PRICEVVATERHOUSE(COPERS

2000 1999
S S
112.643 211.960
2.001.26" 1.179.902
324,083 (227.486)
122,134 .
(20.630) (130.000)
(107.343) -
2.742.006 1.114.376
(593,653) 312,074
(17.462) 104,425
(32.316) (20,426)
(1,034,814) 1,580,520
(494,746) 571,966
4.374.182 4,283,974
2.180.991 6.832.533
4923007 7.946.909
(6.207.675) (6.828.763)
76.831 -
90.606 129.445
(6.040.218) (6.699.318)
(1,116.221) 1.247.591
1.247 391 .
21370 1,247 391
1.363.109 1.289.398%
403792 -



Canadian Niagara Power Inc.
Notes to Financial Statements
December 31, 2000

1  Summary of significant accounting policies
Incorporation

The Corporation. 2 wholiy owned subsidiary of Canadian Niagara Power Company. Limited. was :ncorporated
on February 17. 1999 to comply with the Electricity Act. 1998 (Ontario) (“the Act™). The Act recuires that the
electric power transmission and distribution businesses: previously carried out by the parent company. be
carried out in a separate legal entity. Effective March 31. 1999. the Corporation purchasad the eiectric power
rransmission and distribution assets of its parent company and commenced operations.

Ctility plants

Utility plants are stated at cost. Amortization is provided over the estimated useful lives of the utility piants
using the straight-line method at a composite rate of 3.5% (1999 - 3.3%).

Contributions in aid of construction represent property, plant and equipment contributed by customers. These
accounts are being reduced annually by an amount equal to the charge for amortization provided on the
contributed portior of the assets involved.

" Translation of foreign currencies

Assets and liabilities denominated in foreign currencies are translated into Canadian doilars at the exchange
rate prevailing on the balance sheet date. Gains and losses on translation are included in the statement of
earnings. Revenues and expenses denominated in foreign currencies are translated into Canadian dollars at the
exchange rate prevailing on the transaction date.

Employee benefit plans

The Corporation accrues its obligations under emplovee benefit plans. The cost of pension benefits and other
retirement benefits earned by employees is actuarially determined using the projected benefit method pro-rated
on service and management s best estimate of discount rates, salary escalation. retirement ages of emplovees
and expected health care costs. Pension plan assets are valued at fair value. The excess of any cumulative net
actuarial gain (loss) over 10% of the greater of the benefit obligation and the fair value of plan assets is
amortized over the average remaining service period of active employvees.

Income taxes

The Corporation foilows the asset and liability method of accounting for income taxes. Under inis method
Future income :ax assets and liabilities are recognized for temporary differences between the tax and accountng
bases of assets and liabilities. Furure tax assets and liabiliues are measured using enacted rates expected 1@

apply 10 :axable income in the vearsin which temporary differences are expected 10 be recoversd or settied.

(1
PRICEWATERHOUSE(COPERS



Canadian N1agara Power Lnc.
Notes to Financial Statements (_05
December 31,2000

[

Use of estimates

The preparation of financial statements in conformity with Canadian generally accepted accouating principies
requires management to make estimates and assumptions that affect the reported amounts of assets ané
liabilities and disclosure of contingent amounts of assets and liabilities at the date of the financial statements
and the reported amounts of revenues and expenses during the reporting period. Actual results may vary trom
the current estimates. These estimates are reviewed periodically and. as adjustments become necessary. they
are reported in earmings in the period in which they become known. ) ’

Fair value of financial instruments

Short-term financial instruments are valued at their carrving amounts which are reasonable estimates for fair
values due to the relatively short period to maturity of the instruments. This approach applies to cash, accounts
receivable, accounts payable and accrued liabilities, income taxes payable, and due to related party. The
carrving value of the note payable to parent is a reasonable estimate for fair value due to the floating interest
rate attached to it. =

Utility plants

2000 1999

S S

Utility plants _ 59,971,772 54,098.986
Less: Accumulated amortization 16.389.829 14.414.466
43.581.943 30.684.320

(2

PRICEWATERHOUSE(COPERS [
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Canadian Niagara Power Inc.
N otes to Financial Statements
December 31. 2000

(9]

Employvee future benefits

The Corporation is a paricipatng employer with its parent Canadian Niagara Power Company. Limited i 2
derined beneflt pension plan and a defined beneflt plan providing other retirement benetits.

Information about the Corporation’s defined benefit plans as at December 31. 2000 is as follows:

Pension benefit plan Other retirement plan

2000 1999 2000 1999
) S ) S
Accrued benefit asset (liability)
Accrued benefit obligation (8.725,923) (8,448.277) (1,735.800) (2,012,100}
Fair value of plan assets 11.058.722 11.109.434 - -
Funded status — plan surplus (deficit) 2.332.799 2.661.167 (1.735.800) (2.012.100)
Accrued benefit asset (liability) 1.855.722 1.819.042 (1.904.757) (2.012.100)
Significant assumptions used
Discount rate 6.75% 6% 7% 6%
Expected long-term rate of return on plan ‘
assets 8% 8%
Rate of compensation increase 5% 49 5% +%
Average remaining service period of active
emplovees (vears) 21 24 19 19
Other information .
Net benefit expense for the vear (13,133) 150,000 2453 -
Benefits paid : 893,000 962.350 106.049 -
Contributions - - 106.049 -

4 Capital stock

The authorized and issued shares consist of 21,400.000 (1999 — 11.400,000) common shares without par value.
During the vear. 10.000.000 common shares were issued for proceeds of $10.000.000.

PRICE\VATERHOUSE(COPERS [
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Canadian Niagara Power Inc.

Financial Statements
December 31, 2000
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PricewaterhouseCoopers LLP
Chartered Accountants

20 King Strest West

Main Floor

Hamilton Onwano

Canada L3P 4W*<

Teiephone —i : 30 =7 7000
Facsimiie =1 Q¢35 777 7060

Januarv 19. 2001

Auditors’ Report

To the Shareboider of
Canadian Niagara Power Inc.

We have audited the balance sheet of Canadian Niagara Power Inc. as at December 31. 2000 and the
statements of earnings and retained earnings and cash flows for the vear then ended. These financial
staternents are the responsibility of the Corporation’s management. Our responsibility is to express an
opinion on these financial statements based on our audit.

We conducted our audit in accordance with Canadian generally accepted auditing standards. Those
standards require that we plan and perform an audit 1o obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit includes examining. on a test bass,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. '

In our opinion. these financial statements present fairly, in all material respects, the financial position

of the company as at December 31, 2000 and the results of its operations and its cash flows for the vear
then ended in accordance with Canadian generally accepted accounting principles.

Chartered Accountants

Hamilton. Onrano

Prcew derhouseCvopers reters to the Canadian fimm of PncewaterhouseCoopers LLP and other members o¢ the weridwide
Prcew aterhouseCoopens vrganiaation



Canadian NiagaraPower Inc.

1999 Financial Statements
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Canadian Niagara Power Inc.

Financial Statements
December 31, 1999
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PricewaterhouseCoopers LLP
Chartered Accountants

21 King Street West

Main Floor

Hamilton Ontario

Canada L8P 4W?7

Telephone =1 (903) 777 7000
Facsimile =1 (903) 777 7060

January 21, 2000

Auditors’ Report

To the Shareholder of
Canadian Niagara Power Inc.

We have audited the balance sheet of Canadian Niagara Power Inc. as at December 31, 1999 and the
statements of earnings and retained earnings and cash flows for the period then ended. These financial
statements are the responsibility of the Corporation’s management. Our responsibility is to express an
opinion on these financial statements based on our audit.

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

In our opinion. these financial statements present fairly, in all material respects, the financial position

of the company as at December 31, 1999 and the results of its operations and its cash flows for the
period then ended in accordance with Canadian generally accepted accounting principles.

W{f?

Chartered Accountants

Hamilton. Ontario

PricewaterhouseCoopers reters to the Canadian firm ol PricewaterhouseCoopers LLP and other members o1’ the woridwide
PricewaterhouseCoapers organization.



Canadian Niagara Power Inc.

Balance Sheet
As at December 31, 1999

TR

Assets

Current assets

Cash

Accounts receivable

Materials and supplies. at average cost
Prepaid expenses

Utility plants (note 2)
Future income taxes
Accrued pension benefit asset (note 3)

Liabilities

Current liabilities

Accounts payable and accrued liabilities
Income taxes payable

Due to related party (note 5)

Note payable to parent (note 5)

Accrued other retirement benefit liability (note 3)

Contributions in aid of construction

Shareholder’s Equity

Capital stock (note 4)
Retained earnings

Approved by the Board of Directors

Director

PRICEWATERHOUSE(COPERS

1999

1.247.591
2217413
887.508
62.670

4,415,182
59,684,520
227,486
1.819.042

46.146.230

2,284,688
571,966
3.940.916
6,797,570
24,820,811
2,012,100
803.789

11,400.000

11.711.960
46.146.230

Director




Canadian Niagara Power Inc.

Statement of Earnings and Retained Earnings
For the period ended December 31, 1999

Operating revenue
Expenses

Operating

Purchased power

QOther taxes
Amortization

Operating earnings
Other income (expense)
Interest income

Interest expense
Other

Earnings before income taxes
Provision for income taxes

Current
Future

Earnings for the period

Retained earnings — Beginning of period

Retained earnings — End of period

PRICEWATERHOUSE(COPERS

1999
S

14.709.870

3471345
8151312

146.839
1.179.902

12.949.416

1,760.454

109,491
(1,289,398)
(17.238)

(1.197.145)

563309 -

478,835

(227.486)

251.349

311.960

311.960




Canadian Niagara Power Inc.

Statement of Cash Flows
For the period ended December 31, 1999

Cash flows from (used in)

Operating activities

Earnings for the period

Items not affecting cash
Amortization
Future income taxes
Accrued pension benefit

Change in non-cash working capital
Decrease in accounts receivable
Decrease in materials and supplies
Increase in prepaid expenses

Increase in accounts payable and accrued liabilities

Increase in income taxes payable
Increase in due to related party

Investing activities
Additions to utility plants
Increase in contributions in aid of construction

Increase in cash during the period
Cash - nginning of period

Cash — End of the period
Supplemental cash flow information
Cash paid during the vear for:

Interest
Income taxes

PRICEWATERHOUSE(COPERS

1999

311,960

1,179.902
(227.486)
(150.000)

1.114.376

312,074
104,425
(20,426)
1,580,520
571,966
4,283,974

6,832,533
7.946.909

(6,828,763)
129.445

(6.699.318)
1,247,591

1.247.591

1,289.398



Canadian Niagara Power Inc.
quNO[es to Financial Statements
December 31,1999

1

Summary of significant accounting policies

Incorporation

The Corporation, a wholly owned subsidiary of Canadian Niagara Power Company. Limited. was incorporated
on February 17, 1999 to comply with the Electriciry Act. 1998 (Ontario) (“the Act™). The Act requires that the
electric power transmission and distribution businesses. previously carried out by the parent company, be
carried out in a separate legal entity. Effective March 31, 1999, the Corporation purchased the electric power
transmission and distribution assets of its parent company and commenced operations.

Utility plants

Utility plants are stated at cost. Amortization is provided over the estimated useful lives of the utility plants
using the straight-line method at a composite rate of:

Composite rate 3.3%

Contributions in aid of construction represent property, plant and equipment contributed by customers. These
accounts are being reduced annually by an amount equal to the charge for amortization provided on the
contributed portion of the assets involved. '

Translation of foreign currencies

Assets and liabilities denominated in foreign currencies are translated into Canadian dollars at the exchange
rate prevailing on the balance sheet date. Gains and losses on translation are included in the statement of
earnings. Revenues and expenses denominated in foreign currencies are translated into Canadian dollars at the
exchange rate prevailing on the transaction date.

Employee benefit plans

The Corporation accrues its obligations under employee benefit plans. The cost of pension benefits and other
retirement benefits eamed by employees is actuarially determined using the projected benefit method pro-rated
on service and management’s best estimate of discount rates, salary escalation. retirement ages of employees
and expected health care costs. Pension pian assets are valued at fair value. The excess of any cumulative net
actuarial gain (loss) over 10% of the greater of the benefit obligation and the fair value of plan assets is
amortized over the average remaining service period of active employees.

Income taxes
The Corporation follows the asset and liability method of accounting for income taxes. Under this method
future income tax assets and liabilities are recognized for temporary differences between the tax and accounting

bases of assets and liabilities. Future tax assets and liabilities are measured using enacted rates expected 10
apply to taxable income in the vears in which temporary differences are expected to be recovered or settled.

(n

PRICEWATERHOUSE(COPERS



Canadian Niagara Power Inc. _
Notes to Financial Statements %
December 31, 1999

Use of estimates

The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent amounts of assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results may vary trom the current
estimates. These estimates are reviewed periodically and, as adjustments become necessary. they are reported
in earnings in the period in which they become known.

2 Utility plants

1999

S

Utility plants ' 54,098,986
Less: Accumulated amortization 14.414,466

39.684.520

3 Employee future benefits

The Corporation is a participating employer with its parent Canadian Niagara Power Company, Limited in a
defined benefit pension plan and a defined benefit plan providing other retirement benefits.

Information about the Corporation’s defined benefit plans as at December 31, 1999 is as follows:

Pension Other

benefit retirement

plan plan

1999 1999

S S

Accrued benefit asset (liability)

Accrued benefit obligation (8.448.277) (2.012,100)

Fair value of plan assets 11.109.444 -
Funded status — plan surplus (deficit) 19.557.721 (2.012.100)
Accrued benefit asset (liability) 1.819.042 (2.012.100)
(2)

PRICEWATERHOUSE(QOPERS



Canadian Niagara Power Inc.

>( Notes to Financial Statements
December 31, 1999

Significant assumptions used

Discount rate

Expected long-term rate of return on plan assets

Rate of compensation increase

Average remaining service period of active employees

Other information

Net benefit expense for the year
Benefits paid

Contributions

4 Capital stock

Pension
benefit
plan
1999

S

6%
8%
4%
24 years

150.000
962.350

The authorized and issued shares consist of 11,400,000 common shares without par value.

(¥ [}

Related party transactions

During the year, the Corporation entered into the following transactions with its parent company,

Canadian Niagara Power Company, Limited:

Revenues
Administrative service fees

Reimbursement of expenses

Expenses
Purchase of electric power

Management fees
Rent
Payroll charges

Interest on note pavable

PRICEWATERHOUSE(COPERS

Other
retirement
plan

1999

S

6%

19 vears

1999

360.000

82.177

1

(9¥)
tJ

8.151.

225,000

648.585

127.017

1.289.398
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Canadian Niagara Power Inc.

Notes to Financial Statements q%

December 31, 1999

PRICEAATERHOUSE(QOPERS

These transactions are in the normal course of operations and are measured ar the exchange amount. which is
the amount of consideration established and agreed to by the related parties.

On March 31. 1999, the Corporation purchased the net assets of the electric power transmission and
distribution businesses of its parent company for consideration of $36,220.811. In exchange. the Corporation
issued a note payable in the amount of 524,820,811 and capital stock in the amount of 31 1.400.000. This
transaction was measured at the carrying amount of the net assets previously recorded in the accounts of the
parent which was §36.220.811.

At the end of the vear, the balances due to the Corporation’s parent company are summarized as follows:

1999

S

Due to parent ) 3.940.916
Note payable to parent 24.820.811

The amount due to parent is subject to normal trade credit terms.

The note payable to parent bears interest at the Toronto-Dominion bankers™ acceptance rate plus 1% and is
payable on demand. The note payable is not anticipated to be repaid in the current vear and has therefore been
classified as long-term.

Fair value of financial instruments

Short-term financial instruments are valued at their carrying amounts which are reasonable estimates for fair
values due to the relatively short period to maturity of the instruments. This approach applies to cash, accounts
receivable, accounts payable and accrued liabilities, income taxes payable, and due to related party.

The carrying value of the note payable to parent is a reasonable estimate for fair value due to the floating
interest rate attached to it. '

Year 2000 Issue

The Year 2000 Issue arises because many computerized systems use two digits rather than four to identify a
vear. Date-sensitive systems may recognize the vear 2000 as 1900 or some other date. resulting in errérs when
information using vear 2000 dates is processed. In addition. similar problems may arise in some systems which
use certain dates in 1999 to represent something other than a date. Although the change in date has occurred. it
is not possible to conclude that all aspects of the Year 2000 Issue that may affect the Corporation. including
those related to customers, suppliers. or other third parties. have been fully resolved.

(4)



