EB-2010-0023

IN THE MATTER OF the Ontario Energy Board Act 1998, S.0.1998,
c.15, (Schedule B);, (the Act)

AND IN THE MATTER OF section 99 of the Act;

AND IN THE MATTER OF an application by Hydro One Networks Inc.
for authority to expropriate interest in certain lands for the purpose of
constructing and operating a new 500 kilovolt double circuit
transmission line known as the Bruce to Milton Transmission
Reinforcement Project.

RESPONSES TO

BOARD’S REQUEST FOR SUBMISSIONS ON QUESTIONS RAISED IN
REVISED PROCEDURAL ORDER NO. 3

BY
INTERVENORS GROUP REPRESENTED BY

FALLIS FALLIS & McMILLAN
(‘THESE INTERVENORS’)

PREAMBLE:

1. The Board and the Applicant appear to have presumed, in these proceedings, that the Board
has the sole and exclusive legislative authority under s. 99 of the Ontario Energy Board Act, |
1998, (‘OEB Act’), to approve an application to expropriate certain lands made by qualified
person, as applicant, which has obtained from the Board an order granting leave to construct,

~expand or reinforce an electricity transmission line under ss. 92 and 96 of the OEB Act.
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2. These Intervenors made a motion to the Board on July 14", 2010, submitting that the Board
does NOT have any such legislative competence to approve such an application to
expropriate lands under section 99 of the OFEB Act; that the Legislature never intended to
give the Board that legislative authority under the OEB Act; and that sole purpose for s. 99
of the OEB Act, as so enacted by the Legislature, was limited to empowering a person,
(which had previously obtained an Order under s. 96 of that Act on an application under S.
92 of the Acf), with an Order of “AUTHORITY” under S. 99(5) of the OFB Act to be
qualified, as authorized in law, to expropriate certain lands, here the lands associated with
the s. 96 Order of the Board granting such leave to Hydro One to construct and reinforce a

500 KV transmission line.

3. In order to allow these Intervenors to fully answer the 3 questions posed by the Board to all
Intervenors in this proceeding, in Amended Procedural Order No. 3, we request that the
Board first reflect upon the following submissions to in order to give context and parameters

to the Response of these Intervenors.

4. Hydro One Inc. (the “Company™) is a share capital corporation, incorporated under the
Business Corporations Act, and 100% of its issued and outstanding shares are held and
owned by the Government of Ontario, which nominates and appoints all of the Directors of
the Company. ( See extracts of 2009 Annual Report of the Company attached at Schedule
‘A’ hereto and the statement of its auditors, KPMG LLP therein).

5. Hydro One Networks Inc. is described by its auditors, Ernst & Young LLP, as being a wholly
owned subsidiary of Hydro One Inc. The latest 2007 audited Distribution Business Financial
Statements of Hydro One Networks Inc. available to these Intervenors, ( found in Board File
EB-2009-0096, Exhibit A-9-1, extracts of which are attached at Schedule ‘B’ hereto),

disclose that it was incorporated on March 9, 1999 under the Business Corporations Act.
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6. Based upon the above observations these Intervenors have concluded that the beneficial
ownership equities that exist in Hydro One Networks Inc., must lie with the Government
of Ontario, which owns 100% of the outstanding and issued shares of Hydro One Inc. which
wholly owns all of the issued and outstanding shares issued by its subsidiary corporation,
Hydro One Networks Inc. These Intervenors invite the Board to make a similar conclusion

in its written Decision in this proceedings.

7. The Minister of Energy and Infrastructure is charged with responsibility of the administration
of the Electricity Act, 1998 under S. 2 thereof, and in Parts IV and IX.1 of that Act the
Legislature has provided statutory provisions in respect to Hydro One Inc. including
additional objects and specific provisions in respect to the ownership and use of transmission

corridor lands in which Hydro One has acquired fee simple title thereto.

8. Under the Ministry of Energy and Infrastructure Act, R.8.0. 1990, Chap. 23, as amended,
the Minister of Energy and Infrastructure, (the “Minister”), has the legislative authority to
make recommendations and decisions to cause the acquisition of corridor lands for the
infrastructure establishment of electrical transmission lines throughout Ontario. In that
regard, and to initiate such infrastructure projects, the Minister has the legislative authority
to request the Minister of Government Services, under the Ministry of Government Services
Act, R.S.0.1990, Chap. 25, as amended , to take and expropriate land or any interest therein
on behalf of the Government or the Ministry of Energy and Infrastructure, specifically under

the provisions of S. 8 of the Ministry of Energy and Infrastructure Act.
9. The relevant sections of the Ministry of Energy and Infrastructure Act states as follows:

Definitions:

i, In this Act

“Government” means the Government of Ontario and any ministry or agency
thereof and the Crown in right of Ontario and any agency thereof, (“government’)
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“Government related agency” means,

(a) the Office of the Assembly and the offices of persons appointed on the
address of the Assembly,

(b) the corporation of any municipality in Ontario,

Acquisition of property, for use of Government

8.(1) The Minister may acquire by purchase, lease or otherwise, and hold property,

including any Interest therein, for the use or purposes of Government and he or she
may dispose of all or any part of such property or any interest therein by sale, lease
or otherwise, when no longer required for the use or purposes of Government.
R.S.0. 1990, c. M.25, 5. 8 (1).

For Use of Government Related Agency

(2)

The Minister, if requested by a Government related agency, may acquire by
purchase, lease or otherwise, and hold property, including any interest therein, for
the use or purposes of the Government related agency, and, if requested by such
agency, he or she may dispose of all or any part of such property or any interest
therein by sale, lease or otherwise, when no longer required for the use or purposes
of the Government related agency. R.5.0. 1990, c. M.25, 5. 8 (2).

Expropriation

3)

Subject to the Expropriations Act, the Minister, for and in the name of the Crown,
may, without consent of the owner thereof, enter upon, take and expropriate any
land or interest therein that he or she considers necessary for the use or purposes of
the Government. R.S.0. 1990, ¢. M.25,s. 8 (3)

Expropriation by Minister on behalf of Government or Government Related Agency

Q)]

Subject to the Expropriations Act and this Act, but despite the fact that the
Government or any Government related agency has, under any other special or
general Act, anthority, without the consent of the owner, to enter upon, take and
expropriate land or any interest therein, the Minister, upon the request of the
Government or Government related agency or as he or she may be directed by the
Lieutenant Governor in Council, may, for and in the name of the Crown and without
the consent of the owner thereof, enter upon, take and expropriate land or any
interest therein on behalf of the Government or Government related agency under
this Act. R.S.0. 1990, c. M.25, s. 8 (4).

Disposal of Real Property

&)

Any disposal by the Minister or by the Ontario Realty Corporation of real property,
or any interest therein, by way of grant, sale, lease or otherwise, is subject to the



Response Submissions 5

10.

11.

approval of the Licutenant Governor in Council. R.5.0. 1990, c. M.25, s. 8 (5);
1999, ¢.9,s. 139 (1).

Application of subs. (5) to leases and easements

(6) Subsection (5) does not apply to a grant of a lease for a term of less than twenty-one
years or to a grant of an easement. R.S.0. 1990, c. M.25, s. 8 (6).

Definition
(7 In this section,
“Ontario Realty Corporation” means the Ontario Realty Corporation continued by

subsection 2 (2} of the Capital Investment Plan Act, 1993. 1999, ¢. 9, 5. 139 (2).

Property vesied in Crown

9.(1) Except as otherwise provided in any other Act or by the Lieutenant Governor in
Council, all public works and all property, or any interest therein, belonging to the
Government shall vest in the Crown. R.S.0. 1990, ¢. M.25,5. 9 (1).

(‘emphasis added’)

The Minister Government Services has the legislative authority to expropriate lands for, and
on behalf of, the Minister for a 500 KV Electrical Transmission Line, and the Minister need

only apply to the Board for an Order for Ieave to construct, expand or reinforce such

undertaking pursuant to S. 92 and 96 of the OEB Act.

Armed with the authority of an Order issued by the Board under s. 96 of the OEB Act the
Minister of Government Services, on behalf of the Minister, is NOT required to apply to the
Board for ‘AUTHORITY” to expropriate such lands for a 500 KV Electrical Transmission
lands as the Legislature has already given to the Minister of Government Services the
legislative power, on behalf of the Minister, to expropriate such certain lands under S. 8 of

the Ministry of Government Services Act and has specifically provided in S. 8(3) thereof that

such expropriation is subject to the Expropriations Act.
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12.

13.

14.

These Intervenors submit that the Legislature has clearly intended throughout all of its
legislation that all Government expropriations of any land to be acquired compulsorily from
any land owner, or the holder of any interest whatsoever therein, be conducted and carried
out by the Minister of Government Services for any Minister of any branch of the

Government and any Government Related Agency, subject fo the Expropriations Act.

These Intervenors suggest that it would now seem very illogical that the Legislature would
in 1968 introduce a fully comprehensive scheme for dealing with expropriations, causing
injurious affection and developing hearings procedures therein to inquire of the fairness,
soundness, reasonable necessity of the expropriation undertaking, and to develop
compensation procedures for damages that may outflow any approved expropriation or
approved injurious affection so caused, and then 30 years later, by the OEB Act, 1998 the
Legislature would unilaterally remove one category of takings, (namely for works involving
electricity distribution or transmission lines, an interconnection or station, or a hydro carbon
line), otherwise available to all Ontarions, from the benefit of the procedures and remedies
otherwise set out in the Fxpropriations Act, and to the specific detriment of those owners
of land effected by such category of taking, (here over 400 properties in a linear corridor of

180 KM running from Bruce GSS to Milton TS).

Every municipality in Ontario has a right to apply for an Order to construct an electrical
distribution or transmission line under the authority of the Municipal Act, 2001 under S. 6(1)
of that Act. Additionally, if granted an Order by the Board under S. 96 of the OEB Act every
municipality in Ontario is a ‘Government Related Agency’ within the meaning of the
Ministry of Government Services Act , and, as such, has a right under S. 8 (2) of that Acf to
request the Minister of Government Services to acquire such land for such municipality, and
the Minister of Government Services has the power to acquire the same for such
municipality. Again S. 8(4) provides that such expropriation is subject to the Expropriations
Act. As any municipality that may receive leave of the Board under S. 96 of the OEB Act to

construct, expand or reinforce a transmission line, is already “authorized” in law to
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I5.

16.

17.

i8.

expropriate lands no application to the Board would be required under S. 99 of the OEB Act

as every municipality already has the “authority” to expropriate lands.

S. 9(1) of the City of Toronto Act, 2006, S.0. 2006 chap. 11, S. 9(1) thereof provides that

the power of the City to acquire land includes the power to expropriate land in accordance

with the Expropriations Act. ( See Motion, Book of Authorities - Fallis Group Tab 7. p.1)

The City of Toronto could just as easily be an Applicant for a S. 96 Order granting leave to
construct an electrical distribution or transmission line, and if granted such approval could
enter into a contract with Toronto Hydro for its erection and construction, and could
otherwise qualify with the provisions of the Electricity Act, 1998. In short the expropriation
of land by the City of Toronto could take place to compulsorily acquire such lands, but the
Legislature has clearly enacted that such expropriation must take place ‘in accordance with
the Expropriations Act’. As the City is already ‘authorized’ to expropriate lands no
application to the Board would be required under S. 99 of the OEB Act as that City already

has the “authority” to expropriate lands.

The Legislature has therefore enacted that every expropriation of land by the Government

of Ontario, and every Government Related Agency of the Province of Ontario, if carried out

under the authority of the Ministry of Government Services Act, shall be subject to _the

Expropriations Act.

The Supreme Court of Canada has determined in Toronto Area Transit Operating Authority
v. Dell Holdings Ltd. {19971 1. S.C.R. 32, (see Book of Authorities of these Intervenors
previously filed in the Motion herein - Tab # 6), that a remedial statute should not

interpreted, in the event of an ambiguity, to deprive a person of common law rights unless

that is the plain provision of the statute.
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19, Section 100 of the OEB ACT is the only section in that Acf that makes any specific reference

to the Expropriations Act at all. It states as follows:

Determination of compensation

100. Ifcompensation for damages is provided for in this Part and is not agreed upon, the
procedures set out in clauses 26 (a) and (b) of the Expropriations Act apply to the
determination ofthe compensation, and the compensation shall be determined under
section 27 of that Act or by the Ontario Municipal Board. 1998, c. 15, Sched. B, s.

100.

20.  These Intervenors submit that as S. 100 applies enly to Part VI of the OFEB Act, S. 100
applies only to those specific sections within Part VI that deal with compensation. The only
specific sections within Part VI of the OFEB Act, (other than S. 100), that deal with

compensation and/or damages are respectively Ss. 98, 102 and 103 which state as follows:

Right to enter land

98. (1) The following persons may enter on land at the intended location of any part of a
proposed work and may make such surveys and examinations as are necessary for
fixing the site of the work:

1. Any person who has leave under this Part or a predecessor of this
Part to construct the work.

2. Any person who is exempted under section 95 from the
requirement to obtain leave to construct the work.

3. Where the proposed work is the expansion or reinforcement of a
transmission or distribution systermn, any person who is required by
the Board, pursuant to a condition of the person’s licence, to
expand or reinforce the transmission or distribution system.

4. The officers, employees and agents of a person described in
paragraph 1, 2 or 3. 2006, c. 33, Sched. X, s. 2 (1).

Interim order

(1.1)  The Board may, upon application, issue an interim order authorizing a person and
the officers, employees and agents of that person to enter on land at the intended
location of any part of a proposed work and to make such surveys and examinations
as are necessary for fixing the site of the work and as are specified in the order if,
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{a) the person has applied for leave under section 90 or 92 and has
complied with section 94;

(b)  the person has applied to the Board for an exemption under section
95; or

(¢)  the Board has commenced a proceeding to determine whether to
require the person, pursuant to a condition of the person’s licence,
to expand or reinforce a transmission or distribution system. 2006,
¢. 33, Sched. X, 5. 2 (2).

Damages

2) Any damages resulting from an entry onto land carried out under subsection (1) or
pursuant to an order under subsection (1.1) shall be determined by agreement or,
failing agreement, in the manner set out in section 100. 2006, c. 33, Sched. X, 5. 2

(3).

Right to compensation for damages

102.  Any person who has acquired land for a work under this Part by agreement with the
owner of the land shall pay to the owner due compensation for any damages
resulting from the exercise of the person’s rights under the agreement and, if the
compensation is not agreed upon, it shall be determined in the manner set out in
section 100. 1998, ¢. 15, Sched. B, s. 102.

Entry upon land

103(1) Any person may at any time enter upon land, without the consent of the owner of
the land, for the purpose of inspecting, altering, maintaining, repairing, renewing,
disconnecting, replacing or removing a work or part of a work where leave for the
construction, expansion or reinforcement of the work or the making of an
interconnection was granted under this Part or a predecessor of this Part. 1998, c.
15, Sched. B, s. 103 (1).

Compensation

2) Compensation for anv damages resulting from the exercise of a right under
subsection (1), if not agreed upon by the person and the owner of the land, shall be
determined in the manner set out in section 100, 1998, c. 15, Sched. B, s. 103 (2).

21.  These Intervenors submit that S. 98 of the OEB Act relates only to Hydro One’s early right
of entry which was approved by Order of the Board in EB-2000-0051, and such entries have
already taken place. S. 100 of the OEB Act has application to S. 98 with respect to providing
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22.

23.

24.

a mechanism for resolving damages that Iydro One and any landowner may not otherwise
agree upon, arising from pre-acquisition permitted entry on an owners lands, and the
Legislature has therein directed that unresolved damage compensation issues be determined
under Ss. 26 and 27 of the Expropriations Act or the OMB for damages caused during early
entry by Hydro One. S. 98 of the OEB Act has absolutely nothing to do with the

expropriation of land.

These Intervenors submit that S. 102 of the OEB ACT relates only to land acquired by Hydro
One by an ‘agreement’ with an owner of land, ( not acquired by ‘expropriation’), in the
event that the issue of compensation for damages from the exercise of Hydro One’s Right
so acquired under the ‘agreement ’, is not agreed upon. In that event the provisions of S. 100,
apply, as the Legislature has therein directed that compensation be determined under Ss. 26

and 27 of the Expropriations Act or by the OMB. Sec. 102 section has absolutely nothing to

do with the expropriation of land

These Intervenors submit that S. 103 (1) of the OEB ACT relates only to post land-interest
acquisition sttuations by Hydro One where Hydro One requires subsequent entry upon
previously acquired interest in lands of an Owner thereof for the purpose of inspecting,
altering, maintaining, repairing, renewing, disconnecting, replacing or removing a work or
part of a work where leave for the construction, expansion or reinforcement of the work or
the making of an interconnection was granted under Part VI or a predecessor of Part VI. 8.

103(1) of the OEB Act has absolutely nothing to do with the expropriation of land.

These Intervenors submit that S. 103(2)of the OEB ACT references “compensation” for
damages incurred by an owner of land caused her by Hydro One by e subsequent entry upon
previously acquired interest in lands of an Owner thereof as permitted under S. 103(1) of the

OEB Act, which exercise by Hydro One of such rights of entry are post land interest
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25.

26.

27.

acquisition situations. S. 103(2) of the OEB Act, similar to S. 103(1) thereof, has absolutely

nothing to do with the expropriation of land.

These Intervenors therefore submit that when the Legislature enacted S. 100 of the OLB Act
in 1988, it did so to ensure that prospect damages from entry related issues, (incurred both
before land interest acqlifisition and after land interest acquisition), would have a summary
resolution remedy in the event of disagreement. Damages incurred under S. 98, S.102 and
S. 103 situations related to entry by Hydro One, as above mentioned would therefore have
a remedial compensation resolution mechanism for compensation determination in Ss. 26
and 27 of the Expropriations Act, or by the OMB, if the parties , (here Hydro One and aland

owner) were otherwise unable to so agree thereon.

These Intervenors submit that S. 99 of the OEB Act makes absolutely no provision for a
determination of compensation for damages whatsoever that may be suffered by land
owners or the owners of any interest in land, whether expropriated by Hydro One, or for
damages suffered to any owner of any interest in land caused by lawful injurious affection,
and that the Legislature made no such provision, fully contemplating that the Expropriations
Act fully governed and applied in situations where land is expropriated or injurious affection

is caused by a statutory authority. ( see S. 2(1) & (2) of the Expropriations Act ).

These Intervenors therefore submit that 8. 100 of the OEB Act has absolutely no application
to any of the considerations of the Board on the application made by Hydro One under S. 99
of the QEB Act which is before the Board in these proceedings, and that S. 100 of that Act
therefor canmot be utilized by the Board or Hydro One to justify a previously stated position
that its promulgation serves to confirm that the Legislature intended that the Board has
legislative competence to approve the expropriations as sought by the Applicant herein,

Hydro One.
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[

28.

29.

30.

RESPONSE SUBMISSIONS TO DIRECT BOARD QUESTIONS:

WHAT SIGNIFICANCE, IF ANY, DO THESE DIFFERENT DEFINITIONS
(‘EXPROPRIATING AUTHQRITY’ & ‘STATUTORY AUTHORITY’ as defined under

the Expropriations Act ). HAVE IN THE CONTEXT OF THE PROCEEDING

CURRENTLY BEFORE THE BOARD?

These Intervenors submit that Hydro One has made an application ‘fo the Board for
‘authority’ to expropriate land for a work’ under S. 99(1) of the OEB ACT, and that the
Board, under S. 99(5) thercof, ‘may make an order ‘authorizing'the applicant to expropriate
the land’ if the Board is of the opinion that the expropriation of the land is in the public

interest.

These Intervenors submit that the OFEB 4er is NOT a remedial statute, as it provides no
guidance, rules, or procedures for the Board, for expropriation, or compensation in respect
to expropriations, nor does it provide for regulations thereunder for such guidance, rules, or

procedures for or before the Board.

The Board has been granted statutory powers by the Legislature, and therefore has legislative
competence, to determine if Hydro One ought to be granted ‘quthority’, (in the sense of a-
right, and a power under the authority of statute, S. 99(5) of the ), by way of a Board Order
to thereby empower Hydro One with authority by statute to thereafter commence proceedings
to expropriate lands, which Hydro One does not otherwise currently have, unlike the

Minister.
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31.  These Intervenors submit that if, after holding a hearing and determining that the
expropriation of land is in the public interest, the Board makes an Order authorizing Hydro
One, as Applicant in this proceeding, to expropriate the land, that Hydro One will then be so
empowered , both as an ‘expropriating authority’ and as a ‘statutory authority’, as so defined
under the Expropriations Act, and that Hydro One may then make an application under that

Act to expropriate lands and cause injurious affection.

32.  These Intervenors submit that the Legislature did NOT provide the Board with any legislative
competence to ‘approve’ the expropriation of certain lands és sought by Hydro One, as the
Legislature had previously passed the Expropriations Actin 1968, which is in much the same
form now as it was then, and that the Legislature enacted specifically , in 8. 2(1) in 1968, and
later in 2002, (four years after the OEB Act was enacted in 1998), the Legislature enacted S.2

(2) thereof, which sections now state as follows:

Application of Act

2(1)  Despite any general or special act, where land is expropriated or injurious
affection is caused by a statutory authority, this Act applies; - (enacted in
1998).

References in other Acts

2(2)  The provisions of any general or special Act providing procedures with
respect (o the expropriation of land or the compensation payable for land
expropriated or for injurious affection that refer to another Act, shall be
deemed to refer to this Act and not to the other Act. - (enacted in 2002).

(Emphasis Added)

33.  These Intervenors submit that these enactments by the Legislature, in 1968 and 2002, fully
trump the arguments of Hydro One that there are two separate expropriation schemes in

Ontario, one expropriation scheme for everyone else in Ontario under the Expropriation Act,
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34.

35.

36.

and another separate expropriation scheme under S. 99 of the OEB Act for hydrocarbon and

electricity works first requiring Board leave under Ss. 92 and 96 of the OEB Act.

As the Government of Ontario owns all of the outstanding shares of Hydro One Inc. which
describes Hydro One Networks Inc. in its 2009 audited financial statement as being a wholly
owned subsidiary of Hydro One Inc., Hydro One Networks Inc. is therefor controlled by the

Government of Ontario, being the Crown. 8. 3 of the Expropriations Act states as follows:

Crown bound by Act

3. This Act binds the Crown.

These Intervenors submit that the Crown is bound by the provisions of S. 2(1) and (2) of the
Expropriations Act, and that, as the Government of Ontario is the Crown and is the owner
of all of the issued and outstanding shares of Hydro One Inc., (whose 2009 audited Financial
Statements reveal that Hydro One Networks Inc. is a wholly owned subsidiary thereof),
Hydro One Networks Inc. is thereby estopped, in law, as is the Crown, from denying that the

Expropriations Act does apply to the intended expropriation by Hydro One Networks Inc.

These Intervenors submit that the Board has no legislative competence under the OEB Act
to authorize Hydro One to cause injurious affection to the residual lands of owners not
otherwise the subject of an intended fee or easement expropriation taking. The OEB Act
provides no such legislative authority to the Board, makes no mention of, nor define the
words ¢ statutory authority’, ‘injurious affection’, or ‘expropriating authority’, nor does it
define the meaning of the words 7and’, or‘owner’ or ‘expropriate’; and it makes no

provision whatsoever for compensation for any expropriation of an interest in land from an

unwilling owner thereof.
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37.

38.

39.

40.

These Intervenors submit that if this Board does not empower Hydro One with ‘authority’
to expropriate land as is otherwise sought by Hydro One, but rather chooses to ‘approve’ the
expropriation itself, (which these Intervenors submit is beyond the legislative competence
of the Board so to do), these Intervenors submit that the Board would effectively put Hydro
One ina ‘Merchant of Venice’ situation whereby Hydro One would appear to get its ‘pound’
of expropriation but that it cannot have one ‘drop’ of injurious affection, as the Board has
absolutely no legislative competence to cause Hydro One to cause injurious affection to

lands adjacent to the proposed lands intended by Hydro One for expropriation.

Absent the existence of legislative competence of the Board to authorize Hydro One, to cause
injurious affection to the residual lands, and the interest therein of any owner, located

abutting any proposed lands intended for expropriation, such owner(s) would be at liberty
to seek to enjoin Hydro One, in a Court of Law, from causing such injurious affection in
advance of the taking, and to seek further full compensation damages in a Court of Law, in

respect to any financial injury suffered as a consequence thereof.

The Expropriations Act gives rights to both an ‘expropriating authority’ and to a ‘staiutory
authority’, as well as to the owners of all interests in land in a compulsory taking, and is a

complete remedial 4cf which was enacted by the Legislature in 1968 as a complete code,

and which Acf the Supreme Court of Canada has determined in_Toronfo Area Transit

Operating Authority v. Dell Holdings Ltd. to be a remedial Act which must be given a broad

and liberal interpretation consistent with its purpose. Substance, not form, is the governing
factor. In the event of an ambiguity a remedial statute should not be interpreted to deprive

one of the common law rights unless that is the plain provision of the statute.

These Intervenors submit that the Board must first ask itself whether or not the OFEB Act,

which is a regulatory Act for hydrocarbon and electrical undertakings etc., is also, in fact,
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a remedial Act, enacted for the benefit of owners in respect of forced takings from owners

of an interest in land.

These Intervenors submit that the Board must also ask itself to determine and outline the
legal harm that would be suffered by landowners if, in fact, the go-forward expropriation
process should take place under the Expropriations Act, rather than under the OEB Act ,
should the power of the Board be limited, by legislative competence, only to making an

Order empowering Hydro One to expropriate lands, as being in the public interest.

IF THE BOARD AUTHORIZES THE PROPOSED EXPROPRIATIONS, WILL
HYDRO ONE BECOME AN EXPROPRIATING AUTHORITY, ORASTATUTORY
AUTHORITY ?

The OEB Act does not utilize or contain the words, ‘expropriating authority’ or ‘statutory
authority’. Those are defined words utilized only in the context and meaning of the
Expropriations Act in respect of which 4ct this Board does not appear to engage or recognize
as having exclusive jurisdiction over all matters of the expropriation of land from owners

otherwise unwilling to sell such land interests.

These Intervenors submit that this question, as raised by the Board assumes or presumes
that the Board has legislative competence to ‘authorize’, (in the sense of ‘approve of’*), the

proposed expropriations.

These Intervenors state that if the Board authorizes the proposed expropriations it will be

acting beyond its legislative competence as the Board’s power is limited only to the request
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45.

46.

47.

made by Hydro One, namely, making and Order to grant ‘Authority’ to Hydro One to

expropriate.

If the Board accedes to the specific request of Hydro One and makes an Order clothing or
empowering Hydro One with the right to expropriate the land it will thereby have made
Hydro One both an ‘expropriating authority’ and a ‘statutory authority’ within the meaning
of the Expropriations Act, enabling Hydro One to have the full benefits of that Act and
affording every owner of every interest in the land of the right to benefit from the remedial
provisions of that Act, including: an inquiry hearing. (hearings of necessity), and a right to
compensation entitlement for the interest in lands that are the subject of the expropriation,
and compensation for damages suffered to the residual abutting lands of those owners that
may be the subject of a compensation damage entitlement occasioned by injurious affection

lawfully caused by Hydro One as a “statutory authority .

These Intervenors submit that if the Board purports to authorize the proposed expropriations
under the current S. 99 application of Hydro One, Hydro One will NOT become an
‘expropriating authority’ nor a ‘statutory authority’ as the Expropriations Act has not been
engaged by the Board in that S. 99 proceeding , as those two types of stated authorities are
NOT within the contemplation of the wording of the OEB Act, and are of no relevance to the

consideration of the hearing contemplated thereunder.

These Intervenors submit that failing an Order being made by the Board empowering Hydro
One with “Authority” to expropriate the lands, Hydro One will not be an ‘expropriating
authority’ nor a ‘statutory authority’ as defined under the Expropriations Act, and will NOT
be able to lawfully expropriate the lands or cause injurious affection to the residual lands of

the owners thereof.
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C.

48.

41.

IS THIS AN ISSUE THE BOARD WILL NEED TO ADDRESS IN ITS FINAL
DECISION IN THIS CASE ?

These Intervenors submit that the issues raised by the Board in Amended Procedural Order
No.3, and on the Motion heard on June 14", 2010, need to be addressed in advance of both
the settlement of the Issues List, which hearing thereon has been already heard by this Board,
and certainly before a final decision is rendered in this case, as the legislative competence
of the Board has been called into question as to whether or not the Board presently has any
legislative authority under S. 99 of the QEB Act to unilaterally issuc a Certificate of Approval
for the expropriation of land sought to be expropriated by Hydro One, ona S. 99 application

specifically made by Hydro One to obtain ‘guthorify’ to expropriate land for a work.

These Intervenors submit that, as land owners, from whom Hydro One seeks to lawfully to
confiscate and condemn their lands for the intended work of Hydro One, and which seeks to
cause injurious affection to them, they have the right to know sooner, rather than later,
exactly what beneficial rights and remedies that these Intervenors are lawfully entitled to
receive under the Expropriations Act, and which rights and remedies are otherwise available
to all Ontario landowners, and if not fully available to them, to fully understand the reasons
of this Board as to why they are been singled out to be denied the fullness of such rights and
benefits under the Expropriations Act which the Legislature has appeared to have enacted

for their very protection and advantage, since 1968, over 41 years ago.
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ALL OF WHICH IS RESPECTFULLY SUBMITTED.

Dated at Durham, ON, this 28" day of July, 2010.

Peter T. Fallis

Solicitor for the INTERVENORS GROUP
REPRESENTED BY FALLIS FALLIS &
MceMILLAN

ZAA COMMERCTALUO COMTAYLORCO - OEB Exprop\Response to Questions No. 2.wpd
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MANAGCEMENT'S REPORT

Management’s Report

The Consolidzted Financial Stetements, Management's Disoussios and Analysis ("MD&A") 2od relsted financif mformation
presenited in this Ammusl Reporthave been prepared by the Wﬂﬁttﬂ%@dﬁm@m fine. ({“Hhyeire Oine™ or the “Compsmy )
Managemst is responsible for the: imtegrity, consistency and relibility of 28 sud imfermation presented. The Consolideted
Financiat Stztements have beer prepanad iin accordznce with acoounting prindiples generally acosphed in Canadz and
applicable securities legisation. The MID8/A has been prepared in scooniance with Nationa| instremnent 51-102, Part 5.

The preparation of the Consolidsted Finende! Statements end infommetion in the MDEA involves the vse of estimates and
assumgtions based on managemest's judgemant, partiauzdy when transadions affecting e owment accoumting period
cannot be finslized with cerainty aretl futurme periods. Estivmates and assunmptions ane based on histonic experience,
current conditions and various other assumptions believed to be ressongthle in fhe dimemstznees, with oiticall analysis

of the significant accounting polizias follvwed by e Conmgpany s dmﬁn@d iim Nt 2 to the Consclidated Finandcial
Statements. The preparation of tie Consolidated Finsmdis) Statements and the MDSA indudes informestion reganding the
estimated impact of future everis and transadiions. The MDBA alko indludes information regading sources of louidity
and capital resources, operating trends, ridks and wnosrtzimties. Akl resudis in the future may differ maetenally o

the present assessment of this isformation because futture everts and dirnwmsEnces may nat accur as expected. The
Consclidated Financisl Stetements aind MD&A have heamn properdy seepammd within ressonasbie limits of matensziity and in
light of information up to February 11, 2010

in meeting its resporsibility for the: refishillity of finmnda infommeation, nansgement mentzing and relies on a comprehensive
systemn of internal control and intesmal audit, The system of interal contirol indludes @ writien conporate conduct policy;
implementation of a risk management framewor; effetive ssgregation of duties and delegstion of awthorities, and sound
and consernvative acoownting policies that awe regulady reviewed. This stuchune iis designed to provide reasomalole sssurante
that assets are safeguarded and ot raliable infonmestion is avaifdble on = Gmely hass. in addition imemal and disdosue
oontrobs have been dotumentsd, evalusted, tested and identfied consistant with Nationed Instrment 52- 109 (Gill 198,

An intemal 2ud? function independently evaluates fhe effecivenes of these imtemal comtrols omn an ongging basis and
reporis its findings to management amnd the Auwdit #nd Finamne Committee of the Hydo One Boand of Directors.

The Consolidated Financial Statemeants have been examined by KFMG P, indapendent extmmeal zuditons appointed by
the Hydro Gne Board of Divectors. Tihe extemal auditon” responsibillity is 1o express their opinion omn whether the
Consolidated Financial Statements are fEly presented in scoordanos with acooamting prindples generslly accepted in
Canada. The Auditors’ Report, which appears on page 37, outlines the scope of their examination and dheir opirion.

The Hydro One Board of Directars, throwgh its Audit and Finance Commiittes, is responsibie for enswring thatt managemet
fulfills & responsibilities for finantial reporting znd intemnal comtrols. The Audit and Finsnce Committes of Hydn One met
periodically with msnagement, the intenmal audittinrs znd the extemal auditons to satisfy tsaif that cadh growp had propedy
discharged its respective responsibility and to review the Consolideted Finandial Statemans before reopmmending
approval by the Board of Directars. The external auditors had direct and fill acoess to the Audit and Finsnce Commitise,
with and without the presence of management, to discuss their audit 2nd their findings as to the inegrity of the finandt
reporting and the effectiveness of the system of internal control.

The Company's President and Chief Exeqitive Officer and Senior Wice President and Chief Rnandal Officer have certified
Hydro Gre’s annual Consolidated Finanial Statements amd anmuizt MO&A fled under jprowincial seowities legisiation,
related disclosure controls and procedures and the design and effecivensss of relatred intemall controls over financial
reporiing pursuant to National bnstrument 52-5109.

On behalf of Hydro One Inc’s marnsgemsnt:

Laura Formusa Sandy Struthers

President and Chief Executive Oficer Senicr Yice-President and Chief Financis! Gficer
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AUDITORS” REPORT

Auditors’ Report

To the Sharcholder of Hydro One Inc.

We have audited the consofidatad belence sheets of Hydio Ome ng. @ihe Company) s at Decemiver 37, 2009 and
December 31, 2008, and the consaliduted statements of operations and comprehensive income, retzned eamings,
accumulated other comprehensive income, and cash Rows for the yeers then ended. These fimsncial sitatements are the
responsibility of the Company's mansgement. Our respomsiility is to express zn opimion on these finantal stztements
based on owr audit

We: conducted our audits in scondance with Canedian generally accapted auditing stzmdads. Those standards reguine
that we pian and perfoms: 2 sudi o obin eeeensdble sssurence whether the finamcisl stetoments e free of materiz
misstatement. An audit includes examining, on 3 test basis, evidence supporting the amounts and disdiosures in the
financial statements. An audit s indhudes aseessing the accouming prindiples wed and significant estimates made by
management, 25 well as evallumting the overalll Timandial sitemert mresemiion.

In our opinion, these cosnsolidated finencial statements present faidy, in alll maters respeds, the finandal posiion of the
Company a5 at Decersher 31, 2009 amd Decensoer 31, 2008 and the esdis of its aperaticns and its cash Fows for the y=ars

then ended in accordance with Cansdizn gememsily acoepted scooumting prindiples.

Kfms 47
et -

Toronto, Canada
Febmary 11, 2010
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CONSDLIDATED FruanCIAl STATEMENTS

Consolidated Statements of Operations and
Comprehensive Income

Yourr ended Devember 31 {Cianaefion dilfars im milllions, ewcpi per dhane aroumis) 2009 2008
Bovenaes
Trasnenmission (o 15 1.147 1232
Distribution Mo 15) 3534 33
Cther &3 Loy
4744 4597
Cosis
Purchased power [ote 15) 2,326 2581
Cperation, maintenanoes and administbalion e 15) 1.857 %5
Depreciation and amortization e 5 337 543
3920 34655
payments in lien of corporate income iaxes 824 03
Financing charges fote 4 308 292
Income hefare provision for paymenis in lon of corporate intomee s 516 &1%
Provision for payments in fieu of eorporate inconmes Ges (otes 5 znd 15) 46 113
Net income 470 498
Other comprehensive loss - ()]
Comprehensive income 470 el
Basic and fully diluted muinisru-mm&m (Cenreimm dicllims) it 140 4528 4,797
Consolidated Statements of Retained Earnings
Your endied Decerbber 51 (Cinnadlizrn dolffors: im auilfioms) 2009 2008
Retained l:armngs," J:amy b ] 1497 1,258
Change s accounting pobicy for the: recogniion of Rt inommme tas sssets and lizbfities e 2) 12 -
Net income Py /i) 498
Dividends pNate 12} {138 259
Retained carnings, December 31 1,791 1,497

See sooompanying noes o Consolidsted Fimendisl Ssements
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COMsOIImATED FInanaear, STarrsiwes

Consolidated Statements of Accumulated Other
Comprehensive Income

Yeeer emded Deverdber 51 {Cimnadium dallars i milllions) 2002 i
Accomudated other eoraprehensive income, Janaary 1 s 5]
Otther comprelhensive foss - ]
Accumulated other pomprehensive inceme, December 3 {1y {13
Consolidated Balance Sheets
DPecember 31 (Conadion dbliars in milliors) 2009 2008
Assets
Current assets:
Cash - 16
Accownts receivalble fnet of allowanre for doubiful sconwmts — 525 milion; 2008 — £23 million) Mo 157 843 754
Regulatory assets fate B 72 &4
Materials and supplies 21 19
Future income tax assels (Notes 2 and 25 2 prd
Other 16 18
873
Fixed assets fNotes 2 sndi
Fixed assels in sersica 18407 17,334
Eess accumulated depirecistion 6315 6478
11592 10516
Constroction in prugress 1.256 9”2
Future use land, copmponenis and spares 150 132
12,998 11.260
Other long-term assets:
Deferved pension asset (N 123 4124 £4%
Regulatony assets e 2 awd B) 3.033 g
Goodwl 133 133
Intangilde sesets et of sonumulizted smontizzticn) e 2 s 7) 218 182
Futire income bax st (Nates 2 am 5 18 -
Gther 13 i3
1839 1,045
Total assets 15810 13,878

Soe accompanying notns to-Cansdidme Finemio Stetemmems,
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CONSOLIRATED FIMANCIAL STATEACENTS

Consolidated Balance Sheets iontioved

December 31 (Canadian dollars in millioms} 2009 0B
Liabikit
Cuerent Fabilities
Bank indebledness 25 -
Accounts payahle and aconed dharges ows 132nd 15 800 793
Regulatory lizhilities Noes 2 andep 100 43
Accrued intersst 74 &4
Shork-term notes payzble 55 -
Long-term debt payalole within one yemar (Noe ) &00 400
1.655 1,300
Long-term: debt fiow= 9 6,281 5733
Cither fong-femn lizbilites:
Employee future benefits otherthan pensiom (Nt 12 940 08
Regulatory Babilities poes 2amds) 504 564
Future income tax liabdities e 2 amd %) 693 -
Ervirormental Eabilities foowe 13 303 237
Long-term accounts payeble and other babilies 146 12
2456 1721
“Total Habilities 10,392 8,754
Contingencies and commitments (Hotes 17 and 12)
Sharcholdex’s cqoity o 19
Prefened shares {suthosized: unlimited; sued: 12 520,000) 323 323
Common shares (authorized: unlimited:, sowed: 100,000 3n4 3314
Retained earnings 1791 1497
Accumulzted other comprehensive income {1y fuey
Total shareholder’s equity 5418 5024
Total liabilities and sharcholders equity 15810 13,878

See avoompanying notes to Comsolidiated Fmani Statmmesnts.

On behalf of the Boawd of Directors:
/
James Armett

Chair

Wialber Wy
Cltwity, At samd! Fimamos Commitiiee
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COoONSOLIDATED FINANCIAL STATEMENTS

Consolidated Statements of Cash Flows

Year ended December 31 {Canadian dolllars in millivns) 2009 2008
Operating activities
Net inconme 410 478
Ermdronmental expendiures &y 4
Adjustrments for non-cash itms:
Depreciation and amodtization (Exdluding remoel omsts) 487 502
Revemue differencs defenmsl aocouant - 73
Requistony falilfty refumd actmant 24} 30
Srart reters - {18} 1
External revene vamznos aoooumt 12 -
Revenue recovery aotowrnt [4 {25
Other requiatory asset amd Hability accounts (13} 6
Future income txes 16 -
Amgrtization of delt costs - 2
930 977
Changes in non-cash: ballances related to operstioms (e 16) 38) 125
Net cash from operating activitices 892 1,052
Financing activities
Longterm debt issued 1,150 1,650
Longrtermn debt retired {200} {540
Short-term notes payahbie 5 -~
Dividends paid {188} 259
Other 2 3
Net cash from financing activitics 519 2
Investing activities
Capital expenditures
Fixed asseis {1,473 {1,185
Intangible assets 93} &9
{1,568} (1,284)
Other assels 13 [
Net cash nsed in investing activities (1,553} (1.278)
Net change in cash and exsh equivalenis a2 b
Cash and cash equivalests, Jamuamy 1 16 Lyl
Cash and cash equivalenis, December 37 o= 16) 28) 16

See soccoapanying notes te-Camsolideed Financizi Satements.

~ 41~

Hydre One Annual Repori 2009



MoreEs T CoNSOLMATED Frmamorie, STATEMEWTS

Notes to Consolidated Financial Statements

1. DESCRIPTION OF THE BUSINESS

Hydro One lnc. fHydme Gne o the Comysany) was inconporated an Decamiber 1, 1998, under the Business Conporations Aot
{Onitric) and is whofly ovaned oy the Provinees of Ontario fthe Province). The prindpal busitesses of Hydmo Ome are the
transmission and distrioution of eleciicity o customens within Ontaio. These bustresses are reguizted by the OB,

2. SIGNIFICANT ACCOUNTING POLICIES

Basis of Consolidation

The Consolidated Finpncial Statements indude the sooounts of the Compaimy amd it whaly-omned subsidiaries:

J|[Hyciro One Netwarks Inc. fHydme One Networks), fydio One Remate Communities inc. (Hydo Orne Remnate Cosmmunities),
Hydro One Brarmpton Networks . (Hydino Ome Brampto), Hydio One Teleamm lnc., Hydeo One Defiveny Servioes inc.
l#10DS}, Hydro Ons Lake Brie Link Management fnc. $HOLELME) and Hydro One Lake Ere Link Company Inc. HOLELCo).

+ODS was dissolved on August 23, 2008 Effective Decemiber 13, 2007, wpon aspprovat of the resohution to apply for the
|dissoiuﬁm of HODS, its imterests i HOLELME and HOLUHE Co were distriibuted fo Hydro One

Basis of Accounting

The Consolidated Finandial Statements are prepared im acnonkans: with: accmuming peivdiples generdiy acoepied in
Canada (Canadian GAAP).

Bate-Sctting

The rates of the Comparny’s electricity Fransmission and Distibution Businesses anre subject to regudation by the Ontario
Enengy Board {OFB}

Transmission

Om Aesgust 16, 2007, the OFB issuswf its dedision iin respect of Hydo One Networks" 2007 and 2008 tramsmmission mte
application. The dedsion, which wes effective Jameary 1, 2007, appnoved =i apersting and capits) expemditures for 2007
and 208, However, the dedsion resulted in a redidticn in the approved retunn on equity fom 2.88% to 8.35%. The OFEB
also approved final amounts and disgasition teatments for ceviin regulstony lzbiites nduding the revenue difference
defenst accourt (RDDA), the cardngs shaning medhanizen [E5M) and export and wheeling foes, as well zs the transmission
market ready regulztory asset

As part of a joint proceeding imaohdng alll transmittens in Ontaiio, on Odtober 17, 2007, the CEB spproved Unifonm
Transmission Rates (UTRs) for implemnentation an Nowemdber 1, 2007, ﬁﬂmmug}hmﬂmamﬁmra‘ﬂ 2008 The mew rates fuly
reflect the approved changes to owr revene requiremasmt znd change de G

On May 30, 2008, Hydro One Networls subimitted 2n application to the OFB to adjust UTRs effedtive Jamwany 1, 2009, On
August 28, 2008, the OEB approved the application alowing Hydro One Netwarks to moover revenues consistamt with the
OEB-approved 2008 revenue wmmmmmmwmmdmmm@mm
ESM and the RDDA at the end of 2008.

To achieve the necessary funding in supgpart of reguired infrestroches, Hydo One Netwodks Sled 2 transmission rte
application for 2009 and 2010 rates in Septemiber 2008, The application sought OFB approval for revenue requirement
of approximately $1,233 million ard $1,341 millicn, basad om 2 retum on egquity of 8.53% and 9.35% for 2009 and 2010,
respectively. On May 28, 2009, the OEB izsued its decision in respact of this application. The decsion, which was, effective
July 1, 2009, resulted in 2 reduced revemue reguirement of $1, 180 milliom and $1, 240 milfiom in 2008 and 2010, respectively,
primarily due to a lower spproved returm on equity. The OFB dedision disalowsd developrment capital expenditures of
$180 million for 2010, but agreed to recunsider the projects if addiions evidente wes prosded. On Septenmber 4, 2009,
Hydro Onz Networls filed the additionsl evidente on two projects amaumiing to apgpmasimeiely 5160 mitkicn in capitsl
expendiures. The OB approved fhe supplemental evidence for inchusion in Hydmo One Networks” 2000 rates. This resulted
in a revised revenue requirement of $1,257 millian for 2010, on the basis of an uodated return on equrty of 8 39% for 2018,

- 4‘2 -
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Norks 70 Comsoonnsren Finamoral STaTEmmmms

Managernent's best estimate of the tot=f estimsted futue expendiures to comyply with ROB regullstions is 2ot $3230 million.
These expenditures will be inqurad over the period from 2010 o 2025, As = resullt of its most recent oot estimate to comyphy

with Emdronment Canada’s PCB regullations amd Emvimomenant Canads imspestztions thareof, the Company has inoressed i
December 31, 2009 environrnental falkility by approsimestely $30 million compared to Septermoer 30, 2009.

LAR

As a result of 2009 dhanges to prodinds) regulbstions goverming End contzminestion mitigztiomn and dhanges in acceptzble
regulated comtamination threshelds, ze well a= other factons, the Company redewed its lisbility for contaminated LAR. As a
result of this review, the Company recomded = 40 million inorezse im its redkted fability, 2 compared to September 30,
2009. The Company's best estimate of the totm future expemditures to complete its LAR progmm is about $62 mifion. As
part of its review, the Company extended the temm of its jplammad progrmm for distrituion properties from 2013 to 2000 and
for transmission propertes from 20555 1o 2000,

Asbestos—Containing Materiols

As a result of regulatory changes, Hydro One expeds to incur futue expenditures to identify, remowe and dispose of
asbestos-conizining materials istalied in some of its facliies. The Cormpamy plans to underzke sddiiional shdies, wwing
the assistance of external expents as required), to estimaste the inoementzl expenditees sssodiated with remaoving swdh
materials prior to fadlity demolition. Tis infemation will dlow the Company fo reesonably estimsate and necord amy
obligation it may have 1o incur sudk expenditures The Commpamy alsn antisistes that such futue expenditures vill be
recoverable in fubwre elecinaly rates.

14.. SHARE CAPITAL

Common and Preferred Shares

On March 31, 2000, the Compamy issued to the Province 12,920,000 5.5% camulstive prefenmed shares with a redemgption
value of $25 00 per share, and 99,990 common shares, bringing the total number of cutstending comman shares to
100,000. The Company i authorized to issue an unlimited number of prefermed and common shares.

The prefemed shares are entiled o an anmul oumylEtive dyidend of $18 million, which is payaible on a quartedy basis.
The prefered shares are redesmable at the option of the Province at 2 price of $25 per share, representing the stated
value, plus any acoed and unpaid dividends if the Province sefls 2 nembber of the common shares whidh & owns to the
public such that the Provinee's hinldings are rediuced to fess than B0% of the commaon shares of the Comparny. Hydo One
may elect, without, condition, to pay sl or part of his redenmption prace by issuing adiditiona] comman shares to e
Province. If the Province does not exercise its redemgtion right, the Company would have the ahiity to adjust the dvidend
on the preferred shares to prodece 3 yield that s 00590% less than the then-cument dividend madeet yield for similady rated
preferred shares. The prefermed shares do not camy voting rights, exceypt in Bmitad drumstznces, zmd would rank fin prigly
over the commorn shaves wpon fopidastion. '

Dividend
@mmn&ﬁdm&amdaﬂae&atﬂnesdedku&?mdﬂm“wﬁu%&mﬂmfmmdammnmmmndedby
maragement based on resulis of cperations, finands condition, c2sh requirements and other relevant fectons sudh as
industry praciice and shareholder expedtations.

In 2009, prefered dividends in the amoumt of $18 million (2008 — $18 miffion) and comemon dividends i the amouwnt of
£170 million 2008 — $24% million} were dedared.

Earnings per Share

Eamings per share is calculated as net income during the year, after cumulative prefermad dividends, diided by the
weighted average number of comman shares outsizanding during the year

~ b -
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Frvie—Viar Suramary OF Finamcran ann OrErpaTeme STATISTIES

Five-Year Summary of Financial and Operating Statistics

Year ended December 31 {Gunadion dollazs in millions) 2009 i | 2007 Gk 2006
Statement of operations data:
Revennmes
- Transrmission 1,147 1,212 1242 1,245 1.310
' Distibution 3534 3334 3387 3273 3,085
Other 63 51 3 77 2%
4744 4597 A 555 4505 4416
Costs
Purchased power 2,326 2,181 2,240 2221 FARY
_ Operation, maintenance and administration 1,057 S k) B0 792
. Depredation and amortization 537 518 521 515 487
3.5920 3454 3756 3616 3470
Regulatory recovery’ - - - — n
Income before financing charges and provision for
i payments in licu of corporate income taxes 824 0z} Bo 729 1,006
Finanding charges s R 295 295 A%
Income hefore provision for paymenis in Kea
of coxporate income tares 516 &11 604 &34 481
Provisicn for payments in lieu of comporate income taxes 45 113 205 179 198
Net income 470 498 99 455 433
Bagic and fully diluted carnings per
coxomon shave (Conndion dofizrs) 4528 4797 3209 4366 4,652
Drecrmiber 31 {Conadion diflars in scllinm}
Balance sheet daia
Assets
Transmission 2113 7By 7,773 6,950 6313
Distribution 6,531 5873 5407 5161 4893
; Other 141 128 078 99 92
- Total assets 15,810 13878 12,786 12210 11,798
) Liabilities
¢ Currert liabifittes finduding cunsert porgion
‘ of long-term debit) 1,655 1,300 1,452 1,794 1,341
Long-terrn debt 5281 5,733 5063 4,848 2,443
Other long-term lizbifities 2456 1.72% 1,385 1347 1,298
@, Sharchalder’s cquity .
Share capital 3,637 3637 3637 34637 34637
Retaired earmings 1,791 1497 1,258 1,184 1079
Accumulated other comprehensive incomes {19) L] (i) - -
Total Labilitics and sharchslder’s equity 15,310 13878 12,786 12210 11,798

* As a result of tha o=t Mmmm&mmmhmwwmyﬁlwﬂmmmm%m"ﬁmmfwmﬂamdl'mg,u:i?ﬁih@mmdbnm.,muz:‘!am;mmm

recovery of amownts previmusly delayeding the Elecricity Priving, Comnesemnion e Sy A, 2002, vl oo resepullatory diefenrell acomant
alances soughit by Hydne Ome i its Mag 31, 2004 submizsiom. Comsequently, 3 aite-time el reoweny of $21 milfiom was oo

Hydre One Annual Report 2009
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Frwg-VEs®r SUnMARY @F FIss araz, s OQreRanrmes STamsrics

Five-Year Summary of Financial and Operating Statistics s

Other financial data
Capital expenditures
Transmission 7a T4 560 402 349
Distribution 643 S0 5939 47 338
Other 5 10 i) & 4
Total capital expendinures 1566 1284 1,091 &
Ratios
Met asset coverage am fomg-tenm debf 1.79 1.84 1.87 152 193
Earmings coverage wefic® 215 263 267 247 249
Operating statisties
Transmission
Units transmitted (TR }* 1392 1487 1522 1511 1570
Ontario 20-mimste systen peask demand (M) 20477 2% WAP A6 N9
Onitario 80-minuste sysham pek cemamd (W) 22 330 2095 75,737 27 005 26,1660
Total wransrission lnes (buoit-tilmmdes) 28924 294039 2BIIS 28,5600 ZB5AF
Distribution
Urits distributed to Hydno One customess {TH}4 289 ng 02 0 297
Units distributed thugugh Hytiro One lines (T8RS 435 447 457 247 458
Totsl distribution lires: {rimuit-lmetres} 123.528 123,260 122933 122460 122118
Custorners 1333920 135745 131714 12933% 1273768
Total regniar employres 5A27 5,032 4,602 4295 4,189

2The net asset coversge erung e deb i s ol 25 bl ssssrs mins sl ietbfitiars echuaing linmg-term dlefiot fincuding cunet porfon)
The camings coversge ratis has boen eaitolbted 25 the aum ol mest lincene, fivemding cherges and mrosdibion for paymens in bz of conporsts fncmmme
taees dividad by the s of framing chages, capitlized interest amd aumylbptive prefemed diidends.

* System-related statistics indizda prelimimany figures for Deremher,
5 Gainies distriburted thaousgh Higdno Oine fines represent tutall disrilbuion system mguioments and incudk efecsicty disibated o comsumens who ]
punchased power direciliy froom tthe IES0.
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HYDRO ONE NETWORKS INC.
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HYDRO ONE NETWORKS INC.
DISTRIBUTION BUSINESS
AUDITORS” REPORT

To the Directors of Hydo One Nettwaidks line.

Wehwemﬂrﬁﬁe&hmﬂmdﬁmmﬁmmmm&hmdmmmm&mm
December 31, 2007 and Decemdber 31, 2006 amd the Statcments af Oyperations, @nd Cesh Flows of the Pt
Busimness for the years then endad. These Tzl statemenis e e K@Wﬂy of the % DBl @fﬁm
Distribution Business. Qur respomsifity is to cxpress an opinion on these framcial sttomeants beved on owr sudits.

We conducted owr andits in srcordance wih Caredam geaersllly acompted auditng stradads. Those stamdards
require that we plan 2md perfonm am audt to oiain reasombike sesurmmee wiedhr fhe fmnck stotomenis ae fee of
material misstatement. Ap sudit Includes comining, on = test e, evildone suppoting the amonms
Mmh%ﬁm@mmmmmwmmmmmmmmm
sigpificant estimates mads by mansgement, 2 welll as cvaming the oversll fnamni] sttomen presomnmiion.

In o opinion, fhese finamcial staements present Gidy, in all metoial regpects, the francial position of the
Distritnsiion Business of Hydio One Netwodks fne. 23 st Decomber 31, 2007 snd 2006 and the resufts of its
operations and its cash Fows for the years them emded, fin acoordme with Cansdian pemersily acoopted accounting
principles. These financial stutemmenis e soldy for the information and wse of the Directws of Hydro Onc
Networks Inc. for filing with the Omtzrio Bnerpy Boend, These Gmameinl staesments ae not nfended o be and
should pot be msed by anyone offwer than the specifiod mears or for amy ofbes pumposs.

The Distritrtion Business bas mo separste legal sitaies or exdsteme (See Noe T).

Toronto, Canada
April 23, 2008



HYDRO ONE NETWORKS INC.
DISTRIBUTION BUSINESS
STATEMENTS OF OPERATIONS

Yewr emdad December 31 (Cameedizm doilirs i miilioms) i 2 2006
Reveauss
Energy sales 2,536 2,740
Rurral rate profection (Nose 13) 125 25
Other 44 41
3005 2906
Cosis
Pmdmaadpmm@%&e I3) 1,964 1,954
i ,.‘ il Ma‘&mmmm @kﬁfﬂ-ﬂ) SIB 436
memmmdm«:mmk@ 254 249
2720 2619
Income before fimancing charges asd provisies Ser payssenis
in Scn of covrporate income taxes 284 287
Finencing charges (Notes 4 amd 13) B260 115
Imcome hefore provision for payseesis i Ben of corperate incsore zmes [ §72
Provision for paymenis in licu of conponstie income texes (Notes 3 amd [3) 77 46
Net income 87 126
Other compechensive income i -
Comprehensive Income 3 126

See acommpariying woies 1 finci st



HYDRO ONE NETWORKS INC.

" DISTRIBUTION BUSINESS
BALANCE SHEETS
Devermber 31 (Comaubion dnliars in milllions) 2887 2686
Assels
Cioremtt Bswets
Acoumis receivabie (et of sllfoweance for doulifisl acoests — B8 mllbon;

2006 - $16 mliom) (Noe 13 57 385
Regulstory assets (Mute 7) 3 >4
Materials and supplics 23 23
Other 8 4

G50 b
Fixed assets (Nowe 6)
Fixed assets in service 6098 3,367
Less: accumulated deprociation 2,305 2329
3,793 3538
158 87
3943 3,625
85 151
T3 73
1 1
159 225
4782 4,356




HYDRO ONE NETWORKS INC.

DISTRIBUTION BUSINESS
BALANCE SHEETS (coutinmed)
Devemiver 31 (Comadion doliars in sl 2997 26
LiabiTits
C Fiabiliti
Inter-company demand facility (e 13) 158 68
Accounts payable and scored changes (N 13) #3% 304
Accroed mderest it ] 21
Long-torm debt payablc withiin ane year (Wotes 8, 9 amd 13) 224 jiltad
B34 SB%
Long-termn debt (Nodes 8, 9 amd 13) 1864 1,981
Other long-term Liabilities
Exployes future benefits other tham pomnsion (edte 20) 475 444
Environmental Fabilitics (Nt 77 34 37
Reguladory liabilities (Mot 7) 48 3
Long-—tenin accouts payable and secned dimees 4 5
551 491
Total liabilities 3259 3.060
Contingencies and commitmoemts (Noter 9, 15 and 16)
Excess of assets over labilies 1,523 1,456
"Toial Esbilifies and excess of asnels ever Eabilliies 4,782 4,356

Betl Summemers



HYDRO ONE NETWORKS INC.
DISTRIBUTION BUSENESS
STATEMENTS OF CASH FLOWS

Fewr evded Sherewler 3 {Cmmndiom dollons in miliom) 2097 2096
s it
Nt Epomme &7 126
Adjusiments fir nom-cash Bervs:
Degreciation aad smortization (mct of removal costs) 226 219
Retail seitlements variance accoumis 4 &
Othor regulatory assets and Fabillifies soomumts 24 {8)
377 343
- Changes in non-cash balanees relhiied o aperations @ 74) &3 {137)
Net cash from operating artivities inid 206
Yavesting activitics
Capital expenditores AT {393)
Other assets 2 i
Net cash used in investing activiics {473y (392)
Financs
Change in aflocated long-term dat 2 167
Payments to Hydro One Inc. to finmoe dividends 57y 47
Net cash from (used in) financie activities £53) &0
Net change in inter-company demand Eaclidy (30) {126)
Inter-company demand facility, Jemary 1 {68) 33
Inter-company demand faciliiy, Decewmber 31 {158} (6%)
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HYDRO ONE NETWORKS INC.
DISTRIBUTION BUSINESS
NOTES TO FINANCIAL STATEMENTS

1.

DESCRIPTION OF THE DISTRIBUTEON BUSINESS

Hydro One Inc. (Hydro One) was incorporated on December 1, 1998, emder $he Baviness Corporations Act
(Ontaric) and is wholly owned by the Provimee of Ostario {ihe Provinee). The primcipal iesinesses of Hydro
One are the transmission snd disributfion of ceciricity tv crstomoers willtin Qotadoe., These businemses ae
regulated by the Ontarie Encrzy Bosrd (OFR).

Hy&u(heNeMkshu@Mw@mNﬂmhm%Cmmm}mmmﬂMmM& 1959 ondier the

amporations Aot (Onteio) and is  whellly ewned sy of Hydo One. Tihe Company owns znd
mm%smmmmmmwmmm
Distribution Business) operates o kow-volinge olecticsl disiiution metwank tht distributies electricity fem the
transmission systom, or directlly from enemtons, to cnstomers witdhin Ok, Distritmion cstommnorns il
smmall kocal distribrution comypaniies smd e indsinl costomens i konds of less fham 5 MW.

SIGNIFICANT ACCOUNTING POLICIES
Banis of Avcounting

The financial statements have been prepaed in aoordence wilth acommmiing principles gensrally accepted m
Canada (Canadian GAAP). The fimmeisl ststements have boon prepured for the specific we of the OEB.
Consolidated financial statements off Piydro One for the yoar ended Decemiber 31, 2007 have been prepurod amd
are publicly available.

These financial stztemends beve been prepared on & carve-out baesis to provide the frenckal posiion, resulis of
WW-MWWMWMMMSMMWMMWSM
DMMBWM&MWWW%’%MMWW&W NFHTESETITG

o L pwmammwgmmm@mmm&mwfmwm
ofMWmMaMﬁmmwmmmwmmMmmﬂym
fidentical to the fnenciall positicn and reselts of operstions i would heve remlted bad the Distriluiion
Business histosically operstied on 2 stznd-alome basds.

The financial siatesnents heve beem constracted primrily thromnskh specific ientification of asscis, Hubiliies
(mmm;mmmm@mmmmmmmmmmwsmgmm
dﬂﬂ is a‘llmaied based on the mspective bomowing eqeircments of the Compeny”s transmissio
distrifiion insinesses AMMMW$MMMMMMMMmM
Destrifiition Business om 2 flly allocsted cost besks, consisost with OFB-apmoved  fodiapemden
meﬁmmmmmmwm@mmmmm
reposted in the Staternents of Operations as fhowk the Dismbnibon Busness wes A Sopars tox paying estity.
Certain other amoumts presented in these foancial staements ropresont aliccations swhject to review and
approval by the OEB.

Rateseiting
The rates of the Distribution Business are swifject to regution by dhe OFB., Cumnest distriadon raes are hassd

. on a cost of servioe rate regnlaiion model, wiidh slso incdudes 2 tapeted reton on deemed comumon equity. On

April 12, 2006, the OFB snmounced its dociision roganding e Compamy”™s most recemt rate spplication. On the
basis of the writtea evidoe sulmittied, the QBB approved the roquested inoresse fn fhe revense requiement
based on a reduction in the mpproved rate of e, from a tmpsted 9.38% to 9.00%, effective May 1, 2006.




HYDRO ONE NETWORKS INC.
DISTRIBUTION BUSINESS
NOTES TO FINANCITAL STATEMENTS (continwed)

Estimatod firtere coviromment:l expenditmres fr cacdh of the ﬁwwﬂﬁmqmmmmm, 2067 aund mm
toial theveafier are as follows: 2008 - $7 millikmn; 2008 - $7 million; 20160 - 36 mdlfion; 2011 - $4 million; 2HEZ -
$4 million and thereafier - $28 milifon.

affecting s cost esthmates @ well a5 the eavirommen:! q:mﬂlﬁ[t&mm off the wariows properties. The aciva cost of

investigation or remediation moay dfiffer foem oot eximates.

- 12. HYDRO ONE NETWORKS” SHARE CAFITAL

Hydro One Netwrorks i anthosized to wne an amilimmiod momiber of prefmed shaes amd common sivres.

13. RELATED PARTY TRANSACTIONS
The Provimce and Succesvor Conpomicons of Omicsio Iiydne

The Proviace, OEFC, IES(, Ontanio Power Aunthority (OPA) aod Ontaiio Power Generation Ine. {OPG) me
related parties of Hydro Omne Netwodes” Distidbetion Buesness. In additon, the OFR is related to the Company
bym:eofﬂsstamsmmmm&wm Corporssion, aslfhoush # a sclif-finmcing and sel-sfficiont
regulatory ospamization, ot ca indepemdent regulation for Ontaio’s enagy soctor, inclading Hydro
MSWMMWMEWMMWMMMMMW
as Tollows:

$123 million (2006 - $1:25 mmillfom) el to s progrmm,

In 2607, ﬂnnmﬂmmmmmﬁmmﬂmmmmmmmmfm,%?mﬂﬂhm@@% $1.916 miliion)
minissered cloctrictty maket sond $27 milios (2006 - $38 milliom) from OPG.

Undier thhe Gtz Finerpy Board Act, 1998, the ORIB s rexquimed o recwer alll of s ames operoimg costs fom
g5 and electdichty distributons and] electicity tramsmiiters. Tn 2007, the Distibotion Basiness fnommed 35 mmilfien
{2006 - $4 million)} in OEB fess.

WMMWWWWMWSWWMMM
services include ficdd and emgineering, MY
corporations were less tham $1 mﬁmhmmmcﬂmfmmm

Consistent with the OPA mandts, the OPA. is responsible for some of fhe Comypsmy”s Comservaion Demeand
Management (CDM) programs. The funding iechedes program costs, imcentives snd msmspemnend
bosarses. In 2067, the Company recdived $3 miliom (2006 — $mil) fiem fhe GPA in espect of dhe CDM pograms
and had a nct acoounts receivable of $3 milion (2006 — Sail).

The provision fior peyments in lies of conporatis inome: tawes wes peid or payable by the Company to the OEFC.
Swhsiskaries of Hydro Ome Inc,

mMMWMOmmmHMMWWWMMWWW.
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HYDRO ONE NETWORKS INC.
DISTRIBUTION BUSINESS
NOTES TO FINANCIAL STATEMENTS (comtimmed)

WMMWMMWMWWMmMWMMWd
e : g services smch as

of services fo Hydro One amd its subsidiaies and operation, maeinenance and adosinistvdion oosis imcinde $3
oo (2006 - mmﬂmmmﬂmpmﬂma@fmmﬁmﬂg@m@mmﬂmm

e Company”s debt, inchuding the portion sl to the Distriuion Besines, i due to Hydo One. Fammncing

' charpes inchede interest expense om this ddbt im the amowt of $122 million (2006 - $127 milion). s addition,
bakances payable or reocivaibie under tive finter-compamy domend Ecility are due & or fiom Hydo Ome. Firancing
chamges of the Distribrion Business indode inforest expense on this Scility in fhe smoont of $4 million (2006 - $2
pniliscm).

The amovsts dne to amd fiom rdbted paties &5 & wwell of the trmssctions refared to shove are as fDillows:

Dinvember 31 {Camaouiors dpliznss im vuillioes) 2087 2606
Acoopns receivaiie 3 2
Acoounts payabic snd scoued dhmpes {181) {181)

Incladed in acoows payable ad aconsed charges are amoumts owing to the IESO in respect of power purchases of
$179 million (2006 - $175 milliom).

14 STATEMENTS OF CASH FLOWS

Year ended Dovember 31 (Camadizen dtolians i miliizms) 2087 2006
Acoounts receivable decresse (increnss) 14 (4%
Materials and supplics fnaezse &y iy
Ciber cozrent assots {fncreass) deorenses @ 3
Accounts payable and apcrued charges inrees: (deoreass) 37 {50)
Accraed interest derrease - @)
Employee fisiore benefits offer dhee pension inoess 31 48
Long-term accomms payabile and sconed chieges (decresse) fnremes {y 2
Other {9 3
63 (137)

13, CONTINGENCIES

The Compenyy is 2 wiolly owsed sdbsiffery of Hydo One. As sach, the assets of the Commpeny”s Disidation
Business are availeble for the sstisfaction of the debis, comifmgent Hibiliides smd commmigmenits of the Compemy amd
Hdno One.,

s, COMMITMENTS
The Company mud Eydro One hve momeoms commigments. These commitments have not heen specifically

aﬂmmimmmwl@mﬁmmm.ﬁm ., the et et of e Mistrilion Business o avaible o sy
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