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Reliable. Productive. Sustainable.

Every hour of every day, Hydro One works
to ensure Ontario has a safe, reliable and
cost-effective electricity system. It takes
time to build a system like ours. We make
prudent and logical investments and we
build our system to last.
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Capital Expenditures Total Assets Net Income
{Canadian dollors in millions) December 31, 2010 (Canadion dotiars in millions)
(Conadian dollors in millions)
1,556 1,570 391
1A ass 28 a0
1,091 399
a3
O Transmission  ODistribution’ W Other

Year ended December 31 | Canadian doflars in miflions) 2010 2009 $ Change % Change
Revenues ' 5,124 4,744 380 8
Purchosed power 2474 2,326 148 o)
Operdfing costs 1,661 [,594 &7 4
Net income 591 470 121 26
Net cash from operations 1,164 892 272 30
Averoge Ontario 60-minute peak demand MW} 21,572 20,798 774 4
Distribution — units distributed o customers (TWh)! 29.1 289 0.2 !

} Systern related statistics include prefiminary figures for December.
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LETTER FROM
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Hydm One'’s core mandate is the safe, relioble and cost
effective ransmissior and distribution of eleciricity to Ontario
homes and businesses. In carrying out that mandate, Hydro
One hos @ second mandate o operale as a commercial
enlerprise.

The Board of Directers is responsible for overseeing the
monagement of the business and offairs of Hydro One and,
as such, for overseeing the implementation of both mandates.
In doing so, the Board has a general fiduciary responsibility
and duly of care to act in he best interest of Hydro Ore.
The Board has o more specific responsibility to act pursuant
to the terms of our existing Memorandum of Agreement with
the Province of Ontario - respecting mandate, govemance,
responsibilifies, performance expectations and executive
compensation.

| believe the Board performed very well in 2010 in
accordance with such oversight responsibilities.

Qur electricity system continued to perform reliably, sofely
and effectively this past year, at a fime of investing heavily
to maintain and upgrade aging infrastructure and o
accommodate the various demands of the Green Energy Act
and of the Province's Long-Term Energy Plan to encourage
renewable enengy generation.

These investments have had significant rate ramifications. The
Board is very aware of, and sensitive to, the impact of rate
increases on our customers, and we will continue o seek
productivity improvements o mitigate the costs of hese heavy
investments.

Al the same time, we delivered increased value b our
shareholder. We maintained our longrterm "A” credit rating,
which enabled us to continue to borrow on advantageous
terms, thus mifigating the costs of our work plan.

A major oversight tool for the Board is the Corporate
Scorecard, which measures management's performance in
accordance with and against the approved Strategic Plan
and annudl Business Plan. | am plecsed to report that, for
2010, the goals of he Corporate Scorecard were met on
bolance. While monagement compensation was frozen
pursuant to the Restraint Act, oppropriate shorterm incentive
compensation was paid o management in occordance with
our existing plan as permitted by the Restraint Act

The Board approved a significant senior management
reorganization, which we believe will enhance the
performance of the organization. We also gpproved the
creation of @ new pension-invesiment function and the
creation of a new position of Chief Invesiment and Pension
Officer, which should improve performance of the pension
fund over the longer term.

['want to thank ol our employees, and my colleagues on the
Board of Directors, for their commiment to Hydro One and its
various stakeholders.

James Arnett
Chair of the Board of Direciors
Hydro One Inc.
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It is critical (h:

2010 was a year of solid progress on many fronts. We
are confident in our ability to achieve our longerterm
mission and vision, which will enable us to continue serving
our custorners safely, reliably and costeffeciively

We are investing in Ontario’s energy future. Qur focus is

on prudently maintaining and exponding our distribution

and ransmission systems while moving o adopt the
technologies that will improve our value to our customers and
our shareholder. It is critical that we maintain an effective
balance between our customers’ needs and the urgent need
to sustain our crifical ransmission and distribution assets and
connect new sources of renewable energy

We know that meeting the expectations of the people of
Ontario is a demanding task as our sector goes through a
dynamic period of growth and change. We are listening to
our customers and renewing our elechicily system Io enable
dean and renewahble scurces of electricity. As we moke
prudent and efficient investments in Ontario’s elecricity grid,

I am confident that Hydro One will confinue to deliver on our
promise of value in many different ways in the years chead.

We will continue Io operate o safe and reliable systern and
look for increased efficiencies while building the system of
tomorrow. Our customers deserve value for the price of he

- services they pay for and we remain committed to providing
that value and 1o improving our customers’ salisfaction

with: Hydro One. We will also continue to improve the
sustainchility of cur operations and enhance our customers’
ability to manage their energy costs and efficiency.

As always, our focus must be on the safety of our employees.
Our Joumey to Zero program will enable us o fulfill our
commitment to our co-workers and their families to be sofe in
our work. We must be relentless in our pursuit of this goal.

I'd like 1o thank the employees of Hydre One for their
dedication and hard work s the indusiry confinues to
change and transform. Together, we are indusiry leaders in
developing the Smart Grid, we are facilitators in connecting
renewable energy and we are a financially responsible
Company providing value to our customers and the Province
of Ontario.

Lavra Formusa
President and CEQ, Hydro One Inc.
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Improvernents to system reliability
Improving the reliability of Ontaric's elechicity system means knowing

when and where o make upgrades and repairs. By using anclylical

information like ouloge occumences and inspection results, we ensure that $1.57 bi“.ion

the most important upgrades are done first. - .
invested in

imprCJVlng our

facilitate the connection of new generation and improve service to our SyStem {

In 2010, we invested $1.57 billion in copital expendilures 1o improve
system relichility and pedformance, address an aging power system,

cusfomers.

Longrterm initiatives like the 5004V transmission line unbundling
project from Cherrywood T3 to Claireville TS provide operational
and maintenance flexibility.

Work on the Bruce to Millon Transmission Reinforcement Project moved
ahead on schedule with lower construction underway on segments of
the line where approvals have been obtained and land rights have been
acquired. The project is expected fo be in service by late 2012 and
will deliver approximately 3,200 MW of new, renewobile and nuclear
power from the Huron-Grey-Bruce area.

Smart meter, smart grid 1 3 mi“ion
a

Ontario’s electricity grid is geffing smarter. We completed the installation

of rore than 1.3 million smart meters of which more than 1.1 million Smart mete rs

are enabled to support Time-ofUse pricing. This is one of the langest

deployments of smart meters undertaken by any utility in North America. inStBU.Ed across

We converted more than 553,000 customers to Time-of-Use pricing,

exceeding the Ontario Energy Board's monthly cumulative the province

Time-oflse target.
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INVESTING IN INFRASTRUCTURE

HYDRO ONE CONTINUES TO MAINTAIN
AND EXPAND OUR DISTRIBUTION AND
TRANSMISSION SYSTEMS WHILE ENSURING
THE RELIABI F F FI v FF’

On the cutting edge of innovation

Innovation is playing a key role in the future of Ontario’s electricity
system. Hydro One has partnered with Ryerson University to establish the
Cenfre for Urban Energy, which will research innovative and practical
solutions to urban energy issues. This parneship will help Hydro One
identify solutions for infegrating new technologies and develop the future
leaders of the energy sector.

Hydro One has olso partnered with the University of Western Ontario
and the University of Waterloo to promote the development of innovative
electrical engineering sclutions fo connect clean and renewable energy.
These parierships also indude funding student scholarships and owards.

We are there when our customers need us

In 2010, high winds, snow, forest fires and omadoes caused

numerous outages across e Province. But custormers can count on

our highlytrained stoff to respond rapidly and communities can depend
on our mobile response efforts, which see crews from unaffected creas
amiving to help get the power back on quickly. For examgle, when
Chapleau lost power due to a forest fire, Hydro One crews rravelled
from across Ontario to rebuild |5 single and twin pole stuctures as soon

as the fire was under control.
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Strong financial performance

Totol revenues for 2010 were $5, | 24 million, on increase of

$380 million from 2009. Transmission revenues of $ 1,307 million
and distribution revenues of $3,754 million reflected various rate
increases in support of necessary work program requirements and the
impact of higher temperatures experienced this summer.

We also maintained an “A” credit rafing, which means the Company
is able to access the longterm debt markets ot a reasonable cost. This
is erifical to completing our work programs costeffectively. During the

year, we successtully issued $1.5 billion of debt financing through our
MediumTerm Note Program.
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VALUING EVERY DOLIAR

Cost-cutting measures

As Ontario’s largest eleciricity fransmission and distibution company,
Hydro One rmust find ways to balance sustainment of assets and
affordability of electricity. Employees across the Company are helping
o find ways to reduce costs and improve productivity.

Some areas which Hydro One has improved productivity and provided

value to customers include:

* $34 million in savings in 2010 by moving o standardized planning
and reporfing.

» Auomaoted meter reading associaled with smart meters is expected
to reduce costs by toking meter reads and detecting meter issues
remotely rather than dispatching staff.

PROVIDING VALUE TO OUR CUSTOMERS MEANS ENSURING
EVERY DOLLAR SPENT IS A DOLLAR SPENT WISELY. =YD

IS FINDING WAYS TO INCREASE PRODUCTIVITY AND BF
UNTABLE TG ALL CNTARIANS

Measuring productivity

In 2009, we infroduced two rigorous new performance melrics: Cost per
Asset Value for transmission and Cost per Line length for distribution. We
met both targets in 2010 with o fransmission unit cost of 4.6 per cent per
ransmission asset and o disribution unit cost of $6,600 per kilometre

of line. We will continue to measure and benchmark productivity every
year, with the godl of placing in the top quartile when measured against
comparable North American utilities.

Connecting renewable energy
Connecting solar, wind, hydro-electric and biomass generation o the

electricity grid dllows the Provinee to replace coal generation wih wG connemd

dean power. Hydro One plays an importont role in the connection

of renewable energy projects under the FeedHn Tariff {FIT] and Micro 2'397 micmm

Feedn Toriff {microfiT) programs. in 2010, we connected 2,397
microFT projects. In addition, since 2003, we have connected more projects to our

than 2,000 megawailts of renewable generction and more than

4,500 megawatts of natural gas generation. That's encugh o power System In 2010‘
42,000 homes for @ year.
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PROMOTING CONSERVATION

AS PARTNERS IN POWERFUL COMMUNITIES ACROSS
ONTARIO, HYDRO ONE PROMOTES SUSTAINABLE
DECISION MAKING. BY MAKING GREENER CHOICES,
OUR EMPLOYEES AND OUR CUSTOMERS ARE
REDUCING THEIR IMPACT ON THE ENVIRONMENT

Making Greener Choices

Greener Choices, a grassroots employee-un environmental group in R.l.as. Of

the Company, was established in 2008 to reduce greenhouse gases

produced by Hydro One. It focuses on three areas, fleet, facilifies and 2 595 tonn‘s
]

employees. In 2010, refrofits were conducted o the Central Maintenance

System facility that reduced energy consumption by 280,000 kwh
through lighting upgrades. Greener Choiees is also taking aim at Of C02 preventEd
Hydro One's fleet, getting hykrids on the road and retiring vehicles that by Gree ner

are no longer needed. Through these efforts and others, the Greener

Choices program prevented the release of 2,595 tonnes of CO,, into the i initiati
atmosphere in 2010. That's like taking more than 500 cars off the mad. ChOIceS 'nltiatlves'

Sustainability Company of the Year

The Canadian Eleciricity Association named Hydro One the Sustainability
Company of the Year. This honour is in recognition of our ongoing

efforts o reduce environmental impacts in all aspects of our operations,
including fleet and facilities, through our conservation and demand
management programs and through our support for biodiversity projects

in local communities.
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PROMOTING CONSERVATION

Hydro One received the Canadian Eledtricity Association annual
Environmental Commitment Award for our Biodiversity Initiative for the
Bruce to Milton Transmission Reinforcement Project. This project will
create and enhance natural habitats in the communities uched by the
poject. We are working on this in pariership with First Netions and
Mélis communities and communitly-based agencies and stakeholders.

Customer conservation and demand

management programs Our customers

Hydre One is helping to build a conservation cullure within Ontario and

our customers are leading the way. By refiring inefficient fridges and he LPEd reduce
freezers and making energy refrofits to their homes, 1.5 million cuslomers d d f

have helped save 500 million kwh o electricity since 2005, That's €man or

enough fo power approximately 42,000 homes for a year, resulting in

reductions in greenhouse gas emissions savings of more than 86,000 EI'ECtnClty by

tonnes of CO,, soo miluon
kWh.

Journey to Zero

Achieving an injuryfree workplace starts with each and every employee.
That's why the Joumey to Zero program was launched in 2009, aimed
at identifying opportunities to improve Hydro One's health and safety
performance. In 2010, we had a frequency of 2 8 medical attentions
and 0.05 lostime injuries per 200,000 hours worked. This exceeded
our target of 3.6 medical atfentions and 0.23 lostime injuries per
200,000 hours worked.
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Loura Formusa
President and Chief
Executive Officer,
Hydro One Inc.

Joe Agostino
Genemal Counsel

John Fraser Peter Gregg

Senior Vice-President, Executive VicePresident,
Internal Audit and Operations

Chief Risk Officer

Carmine Marcello Sandy Struthers
Executive Vice-President, Executive Vice-President
Srategy and Chief Financial Officer
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MANAGE

We prepare cur finandial statements in Canadian dollars in accordance with accounting principles generally accepted in Canada.
The following discussion is based upon cur Consdlidated Financial Siatements for the years ended December 31, 2010 and 2009,

EXECUTIVE SUMMARY

We are wholly owned by the Province of Ontaric {the Provincs), and our Transmission and Distribution Businesses are requlated by
the Ontario Energy Board [OEB). Our mission and vision have been refined 1o recagnize the unique role we play in the economy
of the province and as a provider of critical infrastruciure 1o ofl our customers. We will be an innovative and trusted company
delivering electricity safely, reliably and efficiently lo create value for our customers. \We operate as a commercial enterprise with
an independent Board of Direciors. Our sirategic plan is driven by our values: health and safety, slewardship, excellence and
inncvation. Safety is of utmost importance 1o us because we work in an environment that can be hazardous. We take our
respensibility as stewards of eriical provincial assets seriously. We demonsirate sound siewardship by managing our assels in

a manner that is commercial and transparent and values our customers. We sirive for excellence by being Irained, prepared

and equipped Ie deliver high-quality service. We value innovation because it allows us 1o increase our productivity and develop
enhanced methods to meet the needs of our cusiomers. In 2010, we continued o focus on our core businesses, substantially
maintained and improved our performance in various key areas of the Company, and made important contributions o the rebuilding
of Ontario’ core infrastruciure while preparing to meet the requirements of the Green Energy Act [GEA).

We manage our business using the following govemance siuciure:

Core Business . Key Capability to Results and
and Strategy Performance Deliver Results Outlook

Drivers

Core Business and Strategy

Our comporate strategy is based on our mission and vision and our values. Our siralegic goals, which are discussed on page 4,
encornpass the core values that drive our business. Our stralegy louches every part of our core business: health and safety; our
customers; innovation; the reliability and efficiency of our systems; the environment; our worlorce; shareholder value: and productivily.

Key Performance Drivers

We have identified performance drivers critical 1o achieving our sirategic goals. Each driver is specific to measuring our success in
achieving a specific goal. We establish specific performance targets against each driver every year aimed at achieving our strategic
goals over time. For exarnple, we caleulate lostime injury frequencies and medical attentions 1o measure our progress loward an
injury-free workplace and the duralion and frequency of unplanned interuplions to measure the success of our initiatives 1o increase
the reliability of cur transmission and distribution systems. Reduced carbon emissions demonstrate cur commiment 1o protecting the
environment. These and other key performance drivers are included in our discussion of our performance measures beginning on

page 5.

Capability to Deliver Results

We continued to use @ balanced scorecard approach and set 18 stretch kargets for 2010 as we sirive fo manage our key
performance drivers and deliver resulls each and every year. This year we met or exceeded 14 of 18 targets, representing an
improvement over last year when we met or exceeded 8 of 13 streich targets. We are on target to enable clean and renewable
energy in Ontario with the implementation of our Bruce 1o Milion Project that will create Ontaric’s new clean energy coridor.

HYDRO ONE ANNUAL REPORT 2010
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MANAGEMENT'S DISCUSSION AND ANALYSIS

We coninue o pricrilize safety in the workplace, adding a new performance measure this year. We exceeded our target for logt-
time injuries by 78% and exceeded our new target for medical attenfions by 22%. We are focused on bakancing customer needs in
the changing electricity sector and achieved an averall satistaction score of 89% for both our ransmission and distibution cLsiomers.
The results of our efforts are fully discussed in the seclion Performance Measures and Targets, beginning on page 5. Our capability
to deliver resulls in each of our sirategic areas is limited by risks inherent in the regukatory environment, our business, cur workforce
and the economic environment. These risks, as well as our sirategies to miigate them, are discussed beginning on page 25.

Results and Outlook

During 2010, cur financial fundamentals remained sirong, with current year net income of $591 million. Our OFB-approved
revenue requirements for our Transmission and Distribution Businesses for 2010 were $1,257 million and $1, 146 million,
respectively. The approved rales support our werk prograrms required to sustain our critical infrasiruciure and invest in a susiainable
electricity system that supports renewable and cleaner generation. We mainiained *A” category credit rafings and successfully
issued $1,500 mitlion in debt financing, while repaying $600 miflion of debt maturing in the year. A full discussion of our resulls of
operations and financing activities can be found beginning on pages 14 and 18, respectively.

In 2010, we invested more than $1.5 billion in capital expendilures io improve system reliability and performance, address an
aging power system, facililale new generation and improve service to customers. Our estimated future capilal expenditures for 2011
and 2012 have decreased marginally from those previously disclosed as a result of various lebers received from the Minister of
Energy, the introduction of a Long-Term Energy Plan (ITEP) and an OEB policy to further competition for transmission development.
Sirilarly, we eliminated requirements for Green Transmission projecs for new lines from our budgeted expenditures and refined our
requirements o support distributed generation. The impacts were partially offset by requirements associated with our existing grid.
We contfinue to focus on addressing aging infrostnucture, including critical stations that serve indusiry and major custormer load areas.
Qur fulure capital expenditures are more fully discussed beginning on page 21.

OVERVIEW

Transmission

Substantially all of Ontario’s electricity transmission systern is owned and operated by cur Company. Our ransmission system forms
an inkegrated transmission grid that is monitored, controlled and managed centrally from our Oniarie Grid Control Centre. Cur
system operates over relatively long distances and links major sources of generation to Iransmission stations and larger area load
centres. In 2010, we earned total transmission revenues of $1,307 million primarily by transmitting approximately 142 TWh of
electricity, direclly or indirectly, 1o substantially all consumers of electricity in Ontario. Our ransmission system is one of the largest
in North America, and is linked o five adjoining jurisdictions through 26 interconnections. Through these interconnections, we

can accommodate impors of about 4,600 MW and exports of approximately 6,000 MW of electricity. In terms of assets, our
Transmission Business is our largest business segment, representing approximalely 57% of our total assets.

Total Assets

December 31, 2010 (CAD S millions} 2010 Distribution Revenues

5609

B Transmission O Distribution M Other Residential  [1General Service
M Embedded Distributors  BlLarge User
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MANAGEMENT'S DISCUSSION AND ANALYSIS

Distribution

Cur distribution systler is the kargest in Onitaric and spans roughly 75% of the province. We serve approximately 1.3 million rural
and urban customers, local distibution companies (LDCs] connected to the distibution system, and 412 large user customers, We
alse operate small, regulated generation and distibution systems in a number of remote communities acrass Northern Oniario that
are not connected to Onlario’s electricity grid. We eared tolal distribution revenues in 2010 of $3,754 million. As illusirated in
the accompanying char, abour half of our distribution revenues are eamed from our residential customers. In terms of assets, our
Distribution Business represents approximately 40% of our total assets.

Other

Our other business segment contributed revenues of $63 million in 2010 and has assets of about $609 million, which constitute
3% of our total assels. This segment primarily represents the cperations of our wholly owned subsidiary, Hydro One Telecom Inc.
{Hydro One Telecom), which markets fibreoplic capacily 1o telecommunications canrers and commercial customers with broadband
network requirements, including o dedicated optical network providing secure, high-capacity connedivily across numeraus health
care locations in Onfario.

Our Strategy
Cur corporate sirategy is based on our mission and vision and our values. Our mission and vision is 1o be an innovative and trusted
company delivering eleciricily safely, reliably and efficiently 1o create value for our customers. Our values represent our core beliefs:

Health and safety: Nothing is more important than the health and safety of our employees and those who work on our property,
as well as maintaining o safe environment for the public.

Excellence: \We achieve excellence through continuous training, ensuring we are prepared and equipped to deliver high-quality
service.

Stewardship: We invest in our assets and people to build a safe, environmentally sustainable electricity network in a commercial
rmanner.

Innovation: We innovale through new processes, people and technology 1o allow us 1o find better ways i meet the needs of
our customers.

We have eight strategic objectives that do not stand alone and are inextricably linked with one another. They drive the fulfillment of
our mission and vision.

Creating an injury-free workplace and maintaining public safety. Health and safety must be integrated into all that we do.
We must confinue ko create a passion for preventing injury. We will sirengthen our already sirong safely culture through our Jourmey 1o
Zero inifiative and achieve worldclass resulis. We will continue to reinforce that nothing is more important than the health and safety

of our employees.

Satisfying our customers. VWe will meet cur commitments, make customers our focus in our planning, communicate effectively,
coordinate across lines of business, and maximize oppertunities to improve our corporate image.

Continuous innovation. Innovation is critical 1o achieving our mission and vision and represents ane of cur core values. Over the
next two decades, we will install innovative solutions that improve the reliability and efficiency of the transmission and distibution
syslems and provide our customers with more copability to manage their power costs,

Building and maintaining reliable, cost-effective power delivery systems. Our iransmission sirategy is to provide o robust
and reliable provincial grid that accommodates Ontorio’s emerging generation profile, manages an aging asset base and mests
demand requirements through prudent expansion and effective maintenance. Our distribution strategy is focused on incorporating
smart grid technology, providing reliable service over a diverse geography, supporting the connection of renewable generation,
seeking efficiencies through productivity initialives and remaining open to opportunities to rationalize the distibution sector.

HYBRO ONE ANMNUAL REPOR! 2010
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MANAGEMENT'S DISCUSSION AMND ANALYSIS
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Protecting and sustaining the environment. Consisient with our value of stewardship, Hydro One plays a central role in
reducing Ontarie’s carbon footprint through the delivery of clean and renewable energy and through measures that allow our
cuslomers 1o manage and reduce their energy use.

Employee engagement. \We believe our pimary sirength is the capability of cur people. In order 1o sustain this advankige,

we must address the issues of labour demographics, diversity, development of critical core compelencies, and skill and knowledge
refention. Our labour siralegy will enable us o make significant gains in the areas of labour flexibility, productivity improverment
and cost reduction.

Maintenance of a commercial culture that increases value for our shareholder. We are commitied 1o keeping rates
as low as possible for our customers, and delivering income and dividends 1o cur shareholder. This is possible through our focus on
reducing costs, managing our assels effectively and increasing productivity.

Productivity improvement and cost-effectiveness. To achieve our mission and vision, we must constantly sirive for
productivity through efficiency and effective management of costs. Productivity is key to meeling our other sirategic objedives and, in
particular, to achieving value for our customers and our shareholder

W recognize the pivotdl role innovation will play in building a smart elecricity grid that supports a clean environment for Orario.
We are commitied o becoming the indusiry leader in putting innovative solutions to work for the wellbeing of the Onlario economy
and ils residents.

Performance Measures and Targets

We measure and target our performance by using a balanced scorecard approach. Key performance drivers are closely monitored
throughout the year 1o ensure that we achieve our siralegic objectives. In 2010, we met or exceeded 14 of 18 siretch fargess.
Crerall, we are making progress towards achieving our strategic goals.

Creating an injury-free workplace and maintaining public safety

The potentially hazardous nature of our business requires a continueus focus on safety. Our people underpin everything we do, and
as a resul, safety is paramount. Our efforts lo achieve an injury-free workplace are measured by our lostime injury frequency and
our newly added reportable medical atientions frequency. Overall, we exceeded our challenging 2010 target of 0.23 losHime
injuries per 200,000 hours worked, which is alse o considerable improvement over our 2009 resulls. We also exceeded our 2010
target of 3.6 medical atentions per 200,000 hours worked. Medical atleniions are incidents reported 1o the Workplace Safety and
Insurance Board that are more serious than basic first aid. While we monitor both of these measures to ideniify possible situations
that may increase the risk of injury, medical attentions are considered a leading indicator. These injuries range from physical strains
o those caused by elecirical conlads. We conlinuously emphasize the improvement of safely performance and sirive 1o achieve
zero lostiime injuries by ensuring that all staff are appropriately trained and equipped for the hazards they may face. This involves
continued coaching and mentoring, and building on our leaming and experience.

Al the end of 2009, we launched our Journey to Zero initialive aimed at identifying key opportunities for improvement in our health
and safety system in order lo achieve worldclass health and safety performance. During 2010 we formed o steering commitiee for
this initiattive, held workshops to prioritize the opporiunities identified ot the end of last year and developed an aciion plon o address
the top areas for improvement. In Celober 2010, we were pleased 1o be informed by the Workplace Safety and Insurance Board
that we had passed our Workwell audit, a comprehensive independent review of all aspecis of our workplace health and safety
program including policies, standards, training, records, performance and employee representation.

We conlinue to promote public safety and the safe use of eleciricity through public service announcements and education programs
in schools to teach children how to siay safe. We also conlinue to work with law enforcement agencies 1o combat copper theft,
which endangers our employees and the public.

HYDRO ONE ANNUAL REPORT 2010



MANAGEMENT'S DISCUSSION AND ANALYSIS

Satisfying our customers

Customer satisfaction is vilal to our success. This is measured by a combination of independent surveys and transactional measures
conducted for each of our cusiomer segments. In 2010, the overall satisfaction level for both our distribution and ransmission
cusiomers exceeded our largets. For our Distribution Business, overall cusiomer satisfaclion survey resulls of 89% exceeded our
larget of 81%. While we achieved consistent resulls compared o the prior year within our large distribulion cusiomer and residential
and small business cusiomer segmenis, we significantly increased customer satisfaction among distribution-connecied generators,
Satisfaction in this group was impacted by addressing concerns from last year's surveys, clarifying processes and enhancing
communications with customers. Connection application volumes are increasing and we remain focused on managing customer
expectations.

For cur ransmission cusiomers, we experienced slightly lower results for our LDC cusiomers than planned and are assessing the resulls
1o improve processes next year. However, our overall transmission customer survey resuls were offset by a significant improvement

in our ransmissiomconnected generalor cusiomer satisfaction as a result of addressing concerns noted in kst year's surveys. We
coniinue fo sirive for customer service excellence. We conlinue 1o make our customers a high prioity, and implement targeted
sirategies designed to meet the unique needs of each customer segment and address their concems through a range of inifictives ko
improve cusiomer satisfaction levels.

Continuous innovation

We are commilied to identifying and providing innovaiive solutions that will improve the reliability and efficiency of elearicity delivery
and provide our cusiomers with more capability to manage their power consumption. Among our conlinuous innovalion initiatives

in 2010, smart meters remained a priorily. We have more than 1,314,000 smart meters installed 1o date, of which approximately
1,140,000 meters are enabled to support lime-ofuse billing. This represents a significant step forward in supporting the Smart Grid
initiative. We fell short of our target of 1,170,000 meters enabled to support timeofuse billing due 1o challenges encountered
related to the communications network needed to address the diverse needs of the geography across the province. We conlinue fo
anticipate that cur OEB commitments will be met in 2011,

A new measure for conlinuous innovalion this year monitors green grid initiatives, which are an integral part of the GEA. These
inifiatives include esiablishing a communications network in the Greater Owen Sound area Io lest business applications for a smart
electricily grid, developing a business case for further deployment of the communications network o the province, and developing
uiility solutions for the current challenges around installing and operating large numbers of distibuted generation on our disiribution
syslern. We successfully achieved oll 12 milesiones related 1o these initiatives.

Building and maintaining reliable, cost-effective power delivery systems

As slewards of the province’s eleciricity grid, we aim 1o mainkain and build irust in our operations. In 2010, we confinued our focus
on this sirategic priorily by investing in the key assels of the eleciricity delivery sysiem and by operaling the exisiing sysiem for our
cuslomers in a safe, reliable and efficient fashion . In addition, our aim is 1o meet the growing demand for renewable generation. The
reliability of our ransmission and distibution systems is measured by the duration of unplanned customer interrupiions throughout the
year and our ransmission system is furlher measured by the frequency of unplanned customer interuptions. In 2010, our ransmission
system met our refiability largets for both frequency ond duration of interruplicns. The transmission frequency of cusiomer unplanned
interruptions met the large! for the year. The transmission duration of unplanned cusiomer inlerruptions was 9.1 minules, significantly
exceeding the target of 16.0 minules, and significantly improved from 19.7 minutes in 2009,

Due 1o a number of challenges experienced in the last quarter of the year, the reliability of our distribution system was impacted

in lerms of duralion of interruptions. Two severe winter siorms affecied the reliability of our distribution sysiem. The durafion of
inlerrupticns for our distribution cusiomers was 7.1 hours, or 0.2 hours higher than target and 0.1 hours higher than last year. We
are conscious that residential customers and businesses of all sizes require reliable service, and consequently, we will coniinue o
sirive lo improve the reliability of both our transmission and distribution systems.
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Protecting and sustaining the environment

As stewards of significant eleciricity assels, we have implemented a number of environmental initiatives aimed at instiling
environmental awareness and action within our coporale culture. In 2010, we assessed wo key melrics relaled 1o the Bruce 1o
Milion Project and greenhouse gas reductions. We met our milesione targets related 1o the Bruce to Milion Project, which will create
Ontario’s new clean energy comidor Successful completion of the Bruce to Milton Project will increase Iransmission capability to
deliver 1,700 MW of renewable genertion identified in the areq, as well as about 1,500 MW of power from the refurbished

units at the Bruce Power Facility. On December 16, 2009, we received condilional Environmental Assessment approval for the
projedt. Preparation of this environmental assessment involved three years of technical and environmental field work, and extensive
consuliation with land owners, inferesi groups, elected officials and First Nations and Méfis communities. This vear, we were
recognized by the CEA, receiving an Environmental Commitment Award for our extensive Biodiversity Iniialive related 1o the Bruce to
Milton Project. This initiafive goes beyond cur raditional approach io biodiversity, using innovalive ways of mitigating the effects of
woodlot clearing. Our Biodiversily Initiative will develop and support a number of siewardship and biodiversity opportunities such as
replanting grasslands, removal of invasive species and resioring forests in the communities affecied by the Bruce 1o Milion Project. We
are funding 23 locallydesigned biodiversity projedts located on public lands within the four watersheds the Bruce to Milion Project
crosses. These projects will help to ensure environmental sustainability and will mainkain and enhance the natural habitat. This initiative
is being undentaken in collaboration with First Nations and Mélis communities and communitybased siakeholders and agencies.

We take our responsibility to reduce our carbon footprint very sericusly. We did not meet our overall greenhouse gas reduction target
as a result of not being able 1o verify our specific target o reduce sulphur hexafluoride emissions. However, we did exceed the target
for the reduclion of greenhouse gas emissions from other programs. In 2010, we removed approximately 2,595 metric tonnes of
greenhouse gases from the environment, exceeding our target of 1,250 melric tonnes from these other initiatives that were aimed at
improved deliveries of biodiesel fuel at Hydro One Remotes, better efficiency of fleet uiilization, including our Tire Smart Program,

the purchase of fuelefficient and hybrid vehicles and green iniliatives at our facilities. Our continued commitment to the pecple

of Onlaric has been recognized again this year by Comorate Knights Inc., an independent company focused on promoting and
reinforcing sustainable development in Canada. We were named cne of the top five Corporate Cilizens in Canada, cur third topten
ranking in three years.

We have a publicly available environmental policy and are commitied 1o proteciing the environment for curent and future
generalions. Adhering to this policy, we have many initiatives within our Company aimed at fulfiling our commitment to protect

the environment, some of which are linked 16 o specific performance measure. All of our environmenial iniliatives are part of an
intemal program called Greener Choices. Greener Choices was created 1o help our Company become more energy-efficient and 1o
reduce the emissions and environmenial impacts of our fleet and our facilities. Our inifictives fall under four calegories: helping our
employees o be more aware of what they can do 1o reduce their environmental impacls; crealing a culture of conservation within
our Company; making our facililies more energyefficient; and reducing the emissions of our fleet of vehicles.

Skill development and knowledge retention

Given the refirement profile of our employees, we are in a period of significant demographic change. This change is laking place
across the elechricily sector and we have taken a leadership role lo address the transition. We have embarked on an aggressive
workforce renewal program that will lead to a diverse, fully engaged workforce. In addition to our partnership with four community
colleges, we sirengthened our association with various Canadian universilies as part of a comprehensive siralegy 1o meet our siaffing
needs well inlo the fulure. We also helped to establish the Ryerson University Centre for Urban Energy (the Centre). Qur goal to
atiract and retain fulure sector leaders involves demonsirating that Hydro One is an employer of choice. In addition, we aim to
facilitate refention and mentoring by focusing on employee engagement. We measure employee engagement across all lines of
business using a confidential employee engagement survey. The grand mean score in 2010 was 3.70 out of 5, an improvement
from the 2009 score of 3.63, but slightly lower than the 2010 target of 3.73. Detailed results of the 2010 survey will be used 1o
actively address lowerperformance areas and effeciively implement targeted sirategies designed to increase engagement levels.

Maintenance of a commercial culture that increases value for our shareholder

In 2010, we conlinued our commilment to meintain strong financial fundamentals. Our targets included net income and our
credit ralings, which were both achieved. Net income for the year exceeded target mainly as a result of the higher lemperatures
experienced during the summer combined with effective cost management. A discussion of cur financial resulls can be found on
page 14 and of cur liquidity and capital rescurces on page 18.
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Cur financial perormance and the business environment in which we operate are laken inio consideralion in setiing both our short
termn and longrerm credit raiings. During 2010, our long-term and shortierm debt credit rafings remained unchanged. Credit ratings
are provided by DBRS limiled, Moady's Investors Service Inc. and Standard & Poor’s Raling Services Inc. (S&P). Mainkaining credit
ralings in the *A” category allows us to continue to access the longrerm debi markels. We have been able lo successfully secure
sufficient and costeffective debt financing. Our current credit ratings facilitate ongoing access to debt markels at o reasonable cos!
to fund the infrasiructure requirements of our system.

Productivity improvement and cost-effectiveness

In 2010, we remained focused on workplace preductivity and iis contribution as an enabler of our work programs. For our
Transmission Business, productivily is measured using the cost per asset value, which is caleulated as capital and mainienance
program expendilures as a perceniage of Iransmission assets. For our Distribution Business, the caleulation is normalized for

line length due 1o the rural nature of ocur service tenitory. The largets for both measures were to achieve lopquartile resulls when
benchmarked against comparable North American utiliies. Transmission and distibution produciivity results for the year were both
on target.

Twe addiional corporate measures were implemented this year. The Collaborative Planning Index measures the effectiveness of
workflow between key lines of business as a result of improved integration and rearmwork. The other new measure assesses the
savings derived from our enlitywide information system replacement and improvement project, placed in service in 2009, In 2010,
we slighly exceeded our Collaborative Planning Index larget of 85%, a measure based on the average of three metrics relaled

o the release of work, planning and order filling. We have alse exceeded our target savings of $28 million related 1o the entity-
wide information systern replacement and improvement profect, with actual savings of approximately $34 million. We will continue
to build on the success of cur new entitywide information systern 1o increase the cost effectiveness of work program planning,
processing and execulion to achieve reductions in our labour unit costs.

REGULATION

Our eleciricity Transmission and Distribution Businesses are licensed and regulated by the OEB. The OEB sefs rates following

oral or wiitlen public hearings. Our Iransmission revenues primarily include our Iransmission kariff, which is based on the unforn
province wide Iransmission rates approved by the OFB for all iransmitiers across Onitario. Our distribution revenues primarily include
our disiribution iariff, which is also based on OEBapproved rales, and the recovery of the cost of purchased power wsed by our
customers. Consequently, our Distribution Business does not have commadily price risk. Transmission and distribution rariff rates are
set based on an approved revenue requirement that provides for cost recovery and includes a return on deemed common equity.

In addition, the OEB approves rate riders 1o allow for the recovery or dispasition of specific requlatory assets and liabilities over a
specified timeframe.

Electricity Rates

Under the cument market siruclure, lowvolume and designated consumers pay electricity rates established through the Regulated
Price Plan {RPP) and whalesale electricity consumers pay a blend of regulated, contract and wholesale spot market prices. The OFB
sets prices for RPP customers based on a tweortiered electicily pricing structure with seasonal consumption thresholds. Unexpected
shortfalls or overpayments asseciated with the RPP are temporarily financed by the Ontario Power Authority (OPA). Prices are
reviewed every six months and may change based on an updated OEB forecast and any accumulaied differences between the
amount that cusiomers peid for electricity and the amount paid 1o generators in the previous period. Effective May 1, 2010, we
starled migraling our customers o lime-ofuse {TOU) rates and have a plan in place 1o Iransilion the majority of our RPP customers 1o
TOU rates in 2011, On Seplember 16, 2010, we filed an application with the OEB for an exemption from mandated time-ofuse
pricing, affecting approximately 150,000 customers kocaled in very rural and sparsely populated portions of our service lerrilory that
are currently out of reach of our smart meter lelecommunications infrastructure. In early 2011, the OEB approved our request for an
extension unil the end of 2012.
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As announced in its 2010 fall economic update, the Province introduced the Onrario Clean Energy Bensfit Act, 2010, which

is designed to assist Onlario electricity consumers through the transition lo a cleaner elecrricily system. Under this Act, eligible
residential, farm and small business consumers receive financial assisiance in the amount of a 10% credit with respect lo the tokal
cost of elecricity on their bills, induding tox. This assistance is being provided to eligible customers for a fivevear period, beginning
January 1, 2011 In January 2011, our Company issued ils first bills to customers with this credit applied to their elecrricily costs.

Customers that are not eligible for the RPP and wholesale customers pay the market price for eleciricity, adjusted for the difference
between market prices and prices paid o generators under the Flecrricity Act, 1998. The Independent Elecricity System Operator
IESO) is responsible for overseeing and operating the wholesale market as well as ensuring the reliability of the integrated power
system.

Green Enerqy Act and Long-Term Energy Plan

In addition 1o the oversight role of the OEB, and the markermonitoring and coordination role of he SO, the OPA was created
through the Electricity Restructuring Act, 2004 1o ensure the longrlem supply of electicity, facilitate load mariagement and
conservation, and assist with the stability of rates for RFP customers, among other roles. As part of its mandate, and consistent with
the Province’s direction regarding supply mix, the OPA developed the Integrated Power System Plan [IPSP}, which was submitied

for OEB review and approval in August 2007 On Seplember 17, 2008, the Province directed the OPA 1o review a portion of its
proposed IPSP focusing on renewable energy and conservation as well as to underiake an enhanced process of consuliation with
First Nations and Métis communities. As a result of the Minister of Energy and Infrastruciure’s direclive, the OEB adjourned its review
of the IPSP on Cclober 2, 2008.

On May 14, 2009, the GEA was passed in the Ontario legislature. On September 21, 2009, to support the GEA and help
bring renewable energy lo the grid our Company received a letter from the then Minister of Energy and Infrastructure requesting us
to immediately proceed with the planning and implementation of 20 major transmission projects. On May 7, 2010, the Minister
of Energy and Infrastructure requested our Company 1o focus on those frems that are essential to the safe and reliable operation of
our exising assefs or projects already under development and approved by the OEB, or are aritical 1o the connection of renewable
generation projects that have been identified by the OPA as part of the govemment's green energy agenda. As a result, we
decided to suspend our work on the 20 major Iransmission projecis. On August 26, 2010, the OFB released its new policy on the
Framework for Transmission Project Development Plans. This policy sets aut a framewerk for new Iransmission investment in Ontario
by introducing competition for transmission development through an open bid process.

An omendment to the deemed licence conditions of the Ontario Energy Board Act, 1998, as set aut in the GEA, requires that
distributors provide priority connection access for qualified renewable energy generation facilifies and prepare plans for approval
by the OEB that identify expansion or reinforcement of the disiribution system required 1o accommodate the connection of renewable
energy generation faciliies.

The OPA continues io procure new, cleaner and renewable generation in Onlario. On Oclober 1, 2009, the OPA launched the
Feed-In-Taritf [FIT) Program in accordance with the directive issued by the Minister of Energy and Infrastructure to the OPA. The
program is designed lo procure energy from a wide range of renewable energy sources, including wind, solar, pholovoliaic,
bicenengy and waterpower up lo 50 MW,

On November 23, 2010, the Ministry of Energy released Ontaric’s LTEP which sels out the Province's expected electricily needs
until 2030 and supports the continued procurement of new, cleaner generation. The [TEP addresses seven key areas: demand,
supply, conservation, transmission, Aboriginal communities, capital invesiments and electricity prices. In conjunction with the release
of its LTEP, the Province released a draft Supply Mix Directive for consuliation. The draft Supply Mix Directive oullines the goals to be
achieved through a new detailed longterm plan and directs the OPA 1o prepare an IPSP 1o meet those godls, as set out in the LTEP
The comment period for the draft Supply Mix Directive expired on January 7, 2011 Itis anticipated that a Supply Mix Directive will
be formally issued to the OPA and will form the basis for a new IPSP The OPA is anticipated to release an updated IPSP to the OFB
in 2011 for ils review and approval.

The draft Supply Mix Directive io the OPA identifies five pricrity iransmission projects over seven years. On December 22,2010, we
received a letter from the Minister of Energy updating the September 21, 2009 letter from the Minisier of Energy and Infrastructure,
and requesting us o immediately proceed with the necessary planning and development work to advance three of the projects in an
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expedited timeframe, in combined consultation with the OPA and [ESO. In addition, we were asked lo develop a plan to prioritize
the costeffective upgrades to cur systems lo safely and reliably accommedate additional renewable energy for small generation
projects {see Future Capital Expenditures).

The GEA confinues to provide the framework for renewable energy projects and increased conservalion. A number of regulations
and programs required to fully implement the legisiation were inroduced in the katter part of 2009,

Transmission and Distribution System Codes

In 2009, the OFB underiock a review of its codes, rules and quidelines in support of the GEA. On Odober 20, 2009, the OEB
finalized amendmenis to the Transmission Systern Code [TSC), and adopted a *hybrid” approach to cost responsibility between
ransitiers and generators for “enabler facilities”. Enabler facilities are lines or siolions that connect wo or more renewable
generation facilities to the ransmission grid. The hybrid option sees the inifial pooling of the costs of enabler lines by the transmitier,
with generators paying their proata share, based on generator capacily, when ready lo connect. To be eligible for this cost
treatment, enabler facilifies must meet certain detailed requirements outlined in the TSC.

The amendrments to the Distibution Systern Code (DSC), finalized on Oclober 21, 2009, revised the OEB's approach to assigning
cost responsibility between a distibuter and a generator for the connection of renewable energy generation facilites. The OEB
defined three types of distibution assels associated with the conneclion of renewable enerqy generation: connection assels,
expansion assets, and renewable enabling improvements. For generators that are cannecling directly 1o a disiributor's system,
conneclion assel cosls will continue to be borne by generators, while distribuiors will be required 1o fund all expansion cosls
identified in a plan, other generatorrequested expansion costs up o a cap of $90,000/MW per project (with the generator
paying the rest], and all renewable enabling improvernents.

On June 230, 2010, Hydro One Netwarks Inc. {Hydro One Networks), in respect of our Distribution Business, filed an application
with the OEB requesling an exermplion from certain cost responsibility rules contained in the DSC for distibuted generation projects
under the Renewable Energy Standard Offer Program [RESOP). The application sought to deal with unanficipated costs that arose as
a result of the connection of certain renewable generation facilities for generators. These generators applied to connect 1o our syster
prior to armendments made 1o the code on Odober 21, 2009. Under the rules in force at the fime, all costs of connection were
assigned lo generalors and we requested an exemplion from those nules to ollow for recovery of the unforeseen expenditures from
ralepayers, On December 20, 2010, the OB released ils decision approving deferral accounis o capture the expenditures to be
brought forward for review and approval at the next costobservice application.

Conservation and Demand Management

In 2009, the OPA continued to be responsible for coordinating the delivery and funding of conservation and demnand managerent
[CDM) pragrams. This coordination furthered initiatives undertaken by individual IDCs, including the distribution businesses of our
subsidiaries Hydro One Netweorks and Hydre One Brampion Networks Inc. {Hydre One Brampion), as a result of OEB program
requirements assaciated wilh the third phase Market Adjusted Rate of Return MARR). Our CDM programs funded through the OPA

in 2010 amounted to appraximately $31 million, compared 1o $ 16 million in 2009. The Onmario Energy Board Act, 1998, as
armended by the GEA, provides direciion 1o the OEB io take steps to establish CDM targets to be met by LDCs and other licensees.
The Minister of Energy and Infrastuciure’s March 31, 2010 direciive set a province-wide LDC CDM target for Oniario’s LDCs. The
two key CDM targets for LDCs over the fouryear period beginning January 1, 2011 are to reduce 1,330 MW of provincial surmmer
peak demand and 6,000 GWh of curmulative energy savings, collectively.

On June 22, 2010, the OEB provided nofice under the Ontario Energy Board Act, 1998 of the creation of a propased CDM

Code for electricity disributors. The new code proposes specific CDM targets for ali LDCs as directed by the Minister of Energy

and Infrastructure earlier this year. The proposed allocation of the overall targets 1o our Company are a 256 MW reduction of
provincial peak demand and a 1,208 GWh reduction of electricity consumption, representing, respectively, 19.2% and 20.1% of
the total target savings established for all IDCs. The CDM Code also set out the conditions and iles that IDCs are required to follow
if they choose to use OFB-approved CDM programs to meet their CDM targets. On Novernber 1, 2010, Hydro One Networks’
Distribution Business filed its CDM strategy and CDM Program application with the OB in accordance with the requirements of the
CDM Code. An oral hearing for the review and appreval of our CDM application and funding of cur CDM programs has been
scheduled 1o start in March 2011.
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The Energy Conservation Responsibility Act, 2006 furthers the broad objectives of CDM by providing the framewaork for the
installation of smart meters in all homes and small businesses in Ontario by December 31, 2010. These meters are expected

to be capable of measuring and reperting usage over predetermined periods, being read remotely, and, when combined with
communications systems, will be capable of providing customers with access to information about their consumption. In 2007,

the Province appointed the IESO as the interim smart mefer entity that will oversee the collection and management of data. LDCs,
including cur disiribution businesses, are accountable for the deployment of smart meler infrastructure and relaled technology for
communications fo meet minimum requirements as defined in regulations, as well as the implementation of time-ofuse rates. In
2010, we continued our focus on building an advanced distribution solution and launched our smart grid initiative 1o leverage the
infrastructure from our smart meler invesiment which is required to connect and manage large volumes of distributed generation on
our distribution system {see Fulure Capital Expenditures).

Renewed Regulatory Framework

On Oclober 27, 2010, the OEB announced its plan to develop a renewed regulatory framework for electricity given the significant
role network investment will have in the elecrricity seclor in the future. The renewed regulatory framewaork will be developed through
three policy iniliafives. First, the OEB will reexamine its approach 1o network invesiment planning by transmitters and disributors,
including considering ways to encourage distributors and transmitiers to plan their invesiments with the total bill impact in mind.
Second, it will review its rate miligation policy by examining allemative approaches and rate treaiments that might smooth the impact
of rate or bill increases on consumers. Third, it will review its current rate-making policies 1o ensure that they continue to facilikre the
costeftective and efficient implementation of OEBapproved plans.

Transmission Rates

Hydro One Networks

The IESO facilitates payments to us based on the Ontario Uniform Transmission Rates {UTRs] approved by the OEB for all transmitiers
across Ontario.

On August 16, 2007, the OFB issued its decision in respect of our 2007 and 2008 transmission rate application. As part of that
decision the OB approved the dispasition of export and wheeling fees liability and the transmission marketready regulatory asset,
which was fadored inle rtes and refunded 1o customers over the fouryear period ending December 31, 2010.

On May 30, 2008, we submitied an application 1o the OEB to adjust UTRs for our Transmission Business, effective January 1, 2009.
On August 28, 2008, the OEB approved our application reflecting the 2008 OFB-approved revenue requirerent given the ful
repayment ko cusiorers of the Earnings Sharing Mechanism and Revenue Difference Deferral Account as at December 31, 2008.
This resulled in an average increase of approximately 9% in our revenue requirement allocation from UTRs and an approximate 1%
increase on an average cuslomer’s total bill.

To achieve the necessary funding in support of aging critical infrastructure and investments, we submitled a Iransmission rate
application for 2009 and 2010 rates in Seplember 2008. The application scught OFB approval for revenue requirements of
approximately $1,233 million and $1,341 million based on an ROE of 8.53% and 9.35% for 2009 and 2010, respectively.
On May 28, 2009, the OFB issued its decision, effeclive July 1, 2009, which resulted in a reduced revenue requirement of
$1,180 million and $1,240 million in 2009 and 2010, respectively, primarly due 1o a lower approved ROE of 8.01% and
8.16%. The decisicn also required the establishment of new variance accounts to track the difference between the forecasted and
actual external revenues for export services, secondary land use and net maintenance services, primarily provided to generators. In
its decision, the OB disallowed development capital expenditures of $180 million in 2010, but agreed o reconsider the projects
it additional evidence was provided. On September 4, 2009, we filed supplemental evidence regarding two of the development
capital projects amounting fo approximately $ 160 million. On December 16, 2009, the OEB approved our supplemental
submission increasing the approved 2010 revenue requirement to $1,257 million on the basis of an updated 2010 ROE of 8.39%
These decisions resulted in an increase in transmission laniff rates of approximately 2% and 9% for 2009 and 2010, respectively,
representing a less than 1% increase on an average customer’s total bill in each year.

On December 11, 2009, the OEB issued its final report on the costof-capital review, which concluded that the fomularbased
retum on equity [ROE] needed to be reset and refined. On January 5, 2010, we filed a motion with the OFB 1o review aspects of
its decision on our 2010 transmission rates, including an increase of the ROE used in caleulating the 2010 revenue requirement o

HYDRO ONE ANNUAL REPORY 2010



MANAGEMENT'S DISCUSSION AND ANALYSIS

?.75% from 8.39%, based on the new CEB-approved formula. On April 5, 2010, the OEB issued its decision, denying Hydro Cne
Network's motion to vary the ROE used to calculate the revenue requirement for 2010 transmission rates. As a result of the decision,
the 2010 revenue requirement remained at $1,257 million on the basis of an ROE of 8.39%.

Cn May 19, 2010 we submitled an application for 2011 and 2012 transmission rates in continued support of cur aging criical
infrastructure and the supply mix objectives for generation, including offcoal iniliatives and inifiation of investments in support of the
GEA. This application sought the approval of revenue requirements of appresimately $ 1,446 million for 2011 and $1,547 million
for 2012, which represents an esimated increase in rales of 15.7% and 9 8%, respeciively, or 1 2% and 0.7% on an average
customer’s monthly bill. The application was filed using the new OFB-appraved formula for ROE and 1eok into consideration the
OFB statt repert on the regulaiory trealment of infrastructure investment in connection wilh rateregulated activities (RRA} of Ontario
distributors and transmitters, issued in January 2009,

On Decerber 23, 2010, the OB issued its decision effective January 1, 2011, which resulted in a revenue requirement of
$1,346 million for 2011 and $1,658 million for 2012, refledting transmission rate changes of approximately 7% in 2011 and
26% in 2012. The 2011 revenue requirement was lower than requested primarily due to a lower prescribed ROE resuliing from

a lower forecasted cost of debt, the denial of our request o recover the cost of capital of the consiruction workinprogress for

Bruce to Milton and an operation, maintenance and administration envelope reduction. Cur 2012 revenue requirement was also
impacted by the above noted faclors, but was higher than originally submitted due to the OB directing cur Company to adopt

IFRS accounting for indirect overheads capitalized, resulling in approximately a $200 miflion increase in 2012. Our Company was
required to establish a variance account to capiure any difference in the revenue requirement impact atiributed io adopting IFRS
capitalization accounting in 2012.

On January 17, 2011, the Power Workers Union submitted an appeal of the decision 1o the Onlario Superior Court of Justice
(Bivisional Court) asserting that the OEB failed 1o permit our Company to recover proposed prudently incurred operation,
maintenance and administration costs and therefore, that a legal error was made. The appeal is not anticipated 1o affect the
callection of the new 2011 transmission rates during the proceeding.

Distribution Rates

As a distributor, we are responsible for delivering eleciricity and billing cur customers for our approved distribution rates, purchased
power costs and other approved regulatory charges. Substantially all of cur purchased power costs and other approved regulatory
charges are settled through the IESO, which facililates payments to other parties such as generalors, the Oniario Electricity Financial
Corporation {OEFC) and the IESC iiself.

In 2006, the OEB iniliated a process io establish an Incentive Regulation Mechanism (IRM; for the years 2007 10 2010. The

process included a formulaic appreach to establishing 2007 rates with a rate rebasing approach fo be siaggered across all Oniario
distibutors between 2008 and 2010,

Hydro One Networks

On December 18, 2008, the OEB issued a decision approving substantially all of the work program expenditures submitied in
our 2008 costofservice distribuiion rate application. The decision was effective May 1, 2008 with an implereniation date of
February 1, 2009, and approved the establishment of the Revenue Recovery Account or Rider 4 to record the revenue differential
between existing distribution rates and new rates from May 1, 2008. The Rider 4 is being recovered over a 27-month period,
commencing February 1, 2009 and ending April 30, 2011, As part of its decision, the OEB also approved cerlain excess
funclionality expenditures for smart meters and the confinuance of the 93 cenis per month per metered cusiomer. In a past
proceeding, the OEB approved for recovery our expenditures incurred related to minimum funciionality for advanced metering
infrastruciure. As a resull, the difference between revenue recorded on this basis and aclual recoveries received under existing
rate adders are reflected as the camying value of the regulatory asset account.

Inlate 2008, we filed an incenlive regulation application for 2009 rates, which was updated in January 2009 o reflect the
impact of the 2008 distribulion rale decision. The application was filed on the basis of the OEB's third-generation IRM process,
which adjusts rates by considering inflation, productivity largets, significant events outside the conirol of management and a capital
adjustment mechanism ko recover costs for new incremenial capital coming in service beyond a prescribed threshold. On
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May 13, 2009, the OEB released its decision approving the basic RM increase and a charge of $1.65 per month per metered
custorner for smart meters. The revised rales were approved effective May 1, 2009 with an implementation date of june 1, 2009,
and resulled in an increase of less than 1 3% on an averge customner’s Iotal bill

On July 13, 2009, we filed a costofservice application with the OFB for 2010 and 2011 disiribution rates reflecting our plan

to invest in our network assets to meet objeciives regarding public and employee safely; regulatory and legislative compliance;
maintenance of system security and reliability of sysiem growth requirements; and invesiments required by the GEA. The application
sought OEB approval of revenue requirerents of approximately $ 1,150 million and $ 1,264 million based on an ROE of 8.11%
and 9.09% for 2010 and 2011, respecively. The resulling distibution tarff rale increase was approximately 10% and 13% in
2010 and 2011, respectively, or approximalely 3% and 4% on an average customer’s total bill.

Our application included the Green Energy Plan (GEP) for our Distribution Business, filed in response o the GEA, which directed
the OEB 1o require Iransmitiers and disiributors to file plans that would lead to the expansion of their systerns ke facilitate renewable
energy. Our plans identified the expansion and reinforcement of the distribution system required to accommodate the connection

of renewable energy generation facilities and oullined the development and implementation of the smart grid in our distribution
system. Our GEP reflected changes to the Onrario Energy Boord Act, 1998, as amended by the GEA and stipulated in Oniario
Regulation 330/09. The amendments provided a new mechanism for rate protection, whereby some or all of the OEBapproved
costs incurred by a distributor to make an eligible investment for the purpose of connecling or enabling the connection of renewable
energy generation lo its disiribution systern may be recovered from all provincial ratepayers, rather than solely from ratepayers of the
disiibutor making the invesiment.

On April @, 2010, the OEB released its decision approving revenue requirements of $1,146 million for 2010 and $1 ,236 million
for 2011 1o support the necessary work programs, the implementalion of the GEA and the insiallalion of smart meters. The 2010
and 2011 revenue requirements were lower than originally requested, reflecling reductions in operation, mainkenance and
adminisiration expenses, capital expenditures and working capilal requirements. As part of its decision, the OFB also approved
certain distributionrelated deferral account balances sought by cur Company in cur application, including retail setlement variance
accounts, the remainder of o regulatory asset recovery accoun, relail cast variance accounts and smart meters. The OFB orderad
that the approved balances be aggregated inlo a single regulatory account (Rider 8] 1o be recovered over an 18meonth period from
May 1, 2010 1o Decernber 31, 2011 Funher, the OFB requested the establishment of deferral accounts to track the difference
between the revenue recorded on the basis of our GEP expendiures incurred and actual recoveries received under the approved
funding adder or rider

The 2010 distibution rates were implemented on May 1, 2010, reflecting a rate increase of approximately 9. 3%, or approximately
3% on an average customer’s tofal bill. Our 2011 revenue requirement was adjusted to reflect the OFB's decision to decrease
OMBA by $40 million and was adjusied to reflect a $44 million capital program reduction. On November 15, 2010, the OFB
issued its cost of capilal parameter updates for rates effective January 1, 2011 The new ROE value for 2011 is 9.66%. Applhying
this lower ROE produces a revised revenue requirement of $1,218 million. The approved 2011 revenue requirerent resulls in an
average distribution rate increase of approximalely 8.7% for 2011, or 3.0% on an average cusiomer’s lotal bill.

Hydro One Brampton

On November 7, 2008, our subsidiary Hydre One Brampion filed an applicalion for 2009 rates on the basis of the OER's second-
generation IRM palicy, which incorporates an OEBapproved formula that considers inflation and efficiency targets. On March 13,
2009, the OEB released its decision and revised rates, including an amount of $1.00 per month per metered cusiomer for smart
melers, were approved for implementation effective May 1, 2009. Overall, the impact on an average customer’s total bill was
marginal.

On November &, 2009, an apglication for 2010 distribution rates was filed on the basis of the OFB’s second-generation IRM
process. On April 13, 2010, the OEB released its decision regarding this rate application approving our submission on the basis of
the OEB's costofeapital and second-generation IRM policies. The revised rales were implemented on May 1, 2010 and resulied in
a reduction of approximately 8.3%, or 2.2% on an average customer’s total bill in the year.
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On June 30, 2010, we submitled a 2011 costofservice application, which was subsequently adjusied on September 2, 2010 Io
reflect the Canadian Accounting Standards Board's decision 1o allow the deferral of the adapiion of Infemational Financial Reporting
Standards (IFRS) implementation for rate-requlated entities 1o January 1, 2012. The updated submission was filed on November 8,
2010 and requested a revenue requirement of approximately $63 million. The oral hearing concluded on December 7, 2010 and
we expecl a dedision in the first quarter of 201 1.

Hydro One Remote Communities Inc.

Cn August 29, 2008, we filed 0 2009 costofservice rate application proposing on increase of about $10 million over the 2006
approved revenue requirement as o resull of increased fuel casts. On April 30, 2009, the OB issued a decision regarding this rate
application approving dll work program expenditures and the proposed rate increase of 4.4% effective May 1, 2009, resulting in o
4.4% increase lo an average residential customer’s total bill.

On November 4, 2009, we filed an application for 2010 rates under the OEB's third-generation IRM, which sought approval of an
increase to basic rates for the disiibution and generation of eleciricity effective May 1, 2010. The increase reflected the standard
inflationary adjusiments incorporated in the third-generation IRM applications. On Apiil 14, 2010, the OFB issued a decision
regarding this rate application under the OEB's thirdgeneration IRM policies. The revised rates were approved for implementation
on May 1, 2010 and reflect an increase of approximately 0.4%, the overall impact of which on an average cusiomer’s lotal bill is
marginal.

On Getober 15, 2010, an application for 2011 distibution rates was filed on the basis of the OB’ third-generation IRM seeking
approval for an increase of approximately 0.4% to basic rates for the distibution and generation of elechicity effective Mary 1,
2011. We expect to updale our requesied rate increase when the OEB issues its inflation and productivity factors for IRM filers in the
first quarter of 2011

RESULTS OF OPERATIONS

Ravenues

Year ended December 31 {Canadion dollors in milfions) 2010 2009 $ Change % Change

Transmission 1,307 1,147 160 14

Disiribution 3,754 3,534 220 o)

Other 63 63 - -
5,124 4,744 380 8

Average annual Ontario 60-minute peak demand (M) 1 21,572 20,758 774 4

Distribution — units distributed 1o customers | TWA! 29.1 28.9 0.2 1

! Systenmekded statistics include piefiminary figues for December.

Transmission

Transmission revenues predominantly consist of our Iransmission tariff, which is based on the monthly peak demand for eleciricity
across our highwvallage netwerk. The iariff is designed to recover revenues necessary fo suppon a Iransmission system with sufficient
capacity lo accommadate the maximurn expecled demand. Demand is primarily influenced by weather and economic condiiions.
Transmission revenues dlso include export revenue associated with ransmilling excess generation 1o surounding markets and
ancillary revenues which are primarily atiibuable to mainlenance services provided Io generaiors and secondary use of our land
rightsofway.

Our transmission revenues were higher by $160 million, or 14%, compared 1o 2009, The OEB rendered its decision on our 2009
and 2010 wansmission rate application on May 28, 2009, The decision followed extensive oral and writen reviews of our evidence
submitied for the necessary funding in support of syslem requirements. The resulting tariff increases approved effective July 1, 2009
and January 1, 2010 suppert our inservice capital investments in respect of the Province's supply mix policy, including the phasecut
of coakired generation and addressing aging infrastructure. These increases resulted in higher revenues of $119 million. We also
experienced higher revenues of $12 million associated with cerlain OEB-upproved deferral accounts as a result of the decision.
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Also contributing to increased revenue was the higher average monthly peak demand experienced during te year. The average
annual Onlario &Ominute peak demand and the overall related load were 774 MW and 9,282 MW higher than last year,
respectively, resulling in higher revenues of $37 million. Weather was generally milder aver the winter months and unseasonably
hot during the summer months, compared to the prior year. Cur sysiem performed well under these exreme conditions.

Transmission tariff revenue increases were partially offset by lower ancillary revenues of approximately $8 million due io the impact
of the May 28, 2009 CEB decision. Consistent with this decision, ancillary revenues received in excess of OEBapproved levels are
recarded in a regulatory liability account and are not recognized as revenue.

Distribution

Distribution revenues include our distibution tariff and amounis lo recover the cost of purchased power used by cur cusiomers.
Accordingly, disiribution revenues are influenced by the amount of electricity we distribute, the cost of purchased power and our
distribution tariff rates. Distribution revenues also include a minor amount of ancillary distiibution services revenues, such as fees
relaled to the use of our poles by the telecommunications and cable television industries, and miscellaneous charges such as those
for lale paymenis.

Disiribution revenues increased by $220 million, or 6%, compared to 2009, including an increase in the recovery of higher
purchased power costs of $148 million, as described below in the section *Purchased Power”

Increases in revenue reflect two OEB decisions on the distribution tarff rates of our subsidiary, Hydro One Networks. On May 13,
2009, the OEB approved new ariff rates under the third-generation IRM effective May 1, 2009. On April ©, 2010, the OFB
approved new tariff rates following our costofservice application effective May 1, 2010. Both decisions followed exiensive written
and oral reviews of the evidence we submilied for the mainienance and invesiment requirements of the distribution sysiem, including
those ko support renewable distribuied generation. The combined impact of these decisions was an $872 million increase. These
tariff rate increases support the maintenance and investment requirements of our distribution system and enable the sofe and reliable
delivery of eledrricity io our customers throughout Ontario. We also experienced higher revenues of $7 million associated with
certain OEB-approved deferral accounts for the year.

Distribution revenue increases were partially offset by lower energy consumption, resulting primarily from the milder wedther in the
first quanter of the yeor, partially offset by unseasonably hot weather during the summer months, which reduced our distribution
revenues by $3 million compared 1o last year. In addition, revenues associated with the recovery of a distibutionrekated regulaiory
account ceased effective April 30, 2010, resuliing in a revenue reduction of $16 million compared to kast year.

We also experienced higher ancillary revenues of approximately $2 million compared 1o the prior year.

Purchased Power

Purchased power costs incurred by our Distribution Business represent the cost of electricity delivered to customers within our
dishibution service territory and comprise the wholesale commodity cost of energy, the Independent Electricity System Operator’s
IESO) wholesale market service charges, and transmission charges levied by the IESO. The commodity cost of energy for certain
low~olure and designated customers is based on the OEB's Regulated Price Plan {RPP), which consisls of a wortiered pricing
structure with threshold amounts and a separate pricing siructure for RPP customers on fime-ofuse billing, both adjusted twice annually.
The vast majority of RFP customers are anicipated 1o be on time-ofuse billing by the end of June 2011 Customers that are not
eligible for the RPP pay the market price for electricity, adjusted for the difference between market prices and the prices paid 1o
generators under the Elecrricity Restucuring Ads, 2004. A summary of the RPP for the reporting pericd is provided below:.
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Summary of RPP

Tier Threshold (kwh,/monthi Tier Rates [cents/KWh)
Effective Date Residentiol  NonResidential First Tier Second Tier
MNovernber 1, 2008 1,000 750 56 65
May 1, 2009 600 750 57 6.6
Novernber 1, 2009 1,000 750 58 6.7
May 1, 2010 600 750 &5 7.5
Novernber 1, 2010 1,000 750 &4 74
RPP Time-of-Use Rates [cents,/ kWh)
Effective Date On Peak Mid Peak Off Peak
May 1, 2010 39 8.0 53
November 1, 2010 Q.G 8.1 5.1

Purchased power costs increased in 2010 by $148 million, or 6%, to $2,474 million for the year compared 1o 2009, The increase
in our purchased power cosis was primarily due lo the impact of changes in the OER's RPP rate for residential and other eligible
customers of $84 million, higher ransmission charges of $33 million due 1o the OEB's transmission rate decisions effective July 1,
2009 and January 1, 2010, higher purchased power costs for customers that are not eligible for the RPP of $33 million and higher
demand for elecricity of $13 million. The effect of these increases was partially offset by lower wholesale market service charges
levied by the IESO of $15 million.

Operation, Maintanance and Administration

Our operation, mainterkance and administration costs consist of labour, malerial, equipment and purchased services which support
the operation and maintenance of the transmission and distibution systemns. Also included in these costs are property taxes and
paymenis in lieu thereot on our transmission and distribution lines, stations and buildings.

Operation, maintenance and administration costs for each of our three business segments were as follows:

Year ended December 31 {Canadion doflars in millions) 2010 2009 $ Change % Change
Transmission 416 438 (22) (5}
Distribution 602 564 38 7
Other 60 55 5 9

1,078 1,057 21 2
Transmission

Operation, maintenance and administration expendilures incumed to suskain our highwoltage transmission stations, lines and rights
ofway decreased by $22 million, or 5%, in 2010 compared 1o last year. Within cur work programs, we conlinued to invest

in the safe and reliable operation of our transmission system that spans Cntario. We substantially completed our work program
requirements while focusing on productivity. Effective delivery of our maintenance program, particularly on power equipment,
enabled us lo reallocate resources fo the timely delivery of our expanded capital programs. Given favourable weather conditions
in the first half of the year, together with productivity improvements resuliing from the implementation of our entiywide information
system, we were able lo effedively execute our work programs. As a resull, we experienced lower planned line maintenance
expendilures, lower expenditures in cur forestry programs and lower requirements for engineering support. Our expenditures in
support of our transmission system have also decreased by $8 million, primarily reflecting the redirection of resources and the
elimination of copital tax by the Canada Revenue Agency (CRA effective July 1, 2010, partially offset by o onetime contribution
of $27 million to the pension plan during the last quarter of this year.
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Distribution

Operation, maintenance and adminisiration expenditures required o maintain our lowoliage distibution systern increased by

$38 million, or 7%, compared to last year. Our work program expenditures increased by $11 million primarily as a result of
favourable weather allowing us 1o deliver a larger forestry program in a costeffective manner. Additionally, we experienced
increased requirements within our customer care and engineering support programs, as well as within cur smart meter program

due 1o ongoing operational costs for installed meters. These expenditures were partially offset by lower expenditures within our lines
maintenance program, including storm restoration, inspection and tesiing of pole transformers and field meter readings as installed
smart mefers begin to reach the required level of relioble communication. Our expenditures in support of our distibution system were
higher by $27 million, reflecting a onedime contribution to the pension plan of $21 million during the kast quarter of this year as
well as the redirection of resources, portially offset by the efimination of capital tax by the CRA effective July 1, 2010

Depreciation and Amortization

Depreciation and amertization expense reflect a net increase of $46 million, or 9%, 1o $583 million in 2010 compared 1o kast year.
This was mainly atiribuiable 1o increased depreciation and amertization expense of $45 million from new assets coming into service,
consistent with our ongeing capilal wark program. A further increase of $7 million was the result of increased fixed assel removals
associated with cur capital projects. Amorlization of regulatory and other assets decreased by $6 million due 16 the completion of
the armortization of a distibution requlatory account during the second quarter of this year, partially offset by increased amortization
of our environmental regulalory asset related to higher expendinres necessary o comply with Environment Canada’s requlations on
the removal of polychlorinated biphenyls.

Financing Charges

Financing charges increased by $34 million, or 11%, to $342 million for 2010 compared to last year. Financing charges increased
by $40 million mainly due 1o an increased average level of debt, panially offset by a lower average effective interest rate. lower
capitalized interest of $4 million also contribuled to higher financing charges this year. Although we had higher levels of construction
in progress, we capitalized less interest due 1o lower OEBapproved interest capitalization rales. These increases were partially offset
by changes in interest income and other ancillary amounts which reduced overall financing charges by $10 million.

Provision for Payments in Lieu of Corporate Income Taxes

We make payments in lieu of coporale income taxes {PlLs) 1o the OEFC in accordance with the Elecrricity Act, 1998 and on the
same basis as if we were subject to federal and provincial corporate taxes. In providing for payments in lieu of corporate income
taxes, the liability method is used. The change in fulure taxes relating to both the unregukated and regulated businesses, in respect
of temporary differences that are not considered for the ralemaking process, results in a future tax provision that is charged to the
income staternent. The change in fulure taxes relating to temporary differences of the requlated business that are considered for the
rate-making process resulls in a regulatory asset or regulkatory liability,

The provision for payments in lieu of corporate income taxes increased by $10 million, or 22%, 1o $56 million compared 1o 2009.
The increase was primarily due to higher pretax income in the year, partially offset by higher net lemporary differences related 1o
certain regulatory accounts and a reduction in the statutory rate from 33 0% 10 31.0%.

Net Income

Net incorme of $591 million was higher by $121 million, or 26%, compared to 2009 results. Revenues were affected by the
CEBapproved rate decisions that support investments in respect of supply mix policies, including the phase-out of coaldired
generalion, necessary maintenance and invesiment requirements of our syskems, and invesiments to address aging infrastruciure.
These invesiments in our fransmission and disiribulion systems are reflecied in the increase of approximately $1.1 billion in our fixed
assels from the prior year. Revenues were also affecied by a higher average monthly peak demand due 1o hotter than average
weather during the summer months, partially offset by milder weather during the winter months. These impacts were partially offset by
a onetime contribution to our pensien plan, which was enabled by our effeclive cost management over operaling costs in the year.
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Quarterly Results of Operations

The following rable sets forth unaudited quarterly information for each of the eight quarters from March 31, 2009 through December
31, 2010. This information is derived from our unawdited interim Consclidated Financial Statements, which, in the opinion of
management, have been prepared on o basis consistent with the audited annual Consolidated Financial Statements and which
include the normal recuring adjusiments necessary for fair presentation of our financial position and resulls of operations for those
periods. These operating resulls are not necessarily indicative of results for any future period and should nat be relied upon to predict
our future performance.

{Canadion doflars in millions) 2010 2009

Quorter ended Dec. 31 Sep.30 Jun. 30 Mar 31 Dec 31 Sep 30 Jun. 30 Mar 31
Tokal revenues' 1,280 1,360 1,165 1,319 1,207 1,144 1,090 1,303
Net income! 29 218 105 169 111 100 82 177
Net income 1o common shareholder! 94 214 100 165 106 o) 77 173

! lhe demand for elechicity generlly follws ot weatherelated wniations, and thereloie ow ekchicityrekied revenues and profit, all other things being
equal, would terd to be higher in the fitst and thid quanters than in the second and fouth quarers.

LIQUIDITY AND CAPITAL RESOURCES

Our primary sources of liquidity and capital resources are funds generated from operations, debt capital market borowings
and bank financing. These resources will be used to sotisfy our capital resource requirements, which continue to include capital
expenditures, senvicing and repayment of our debt, payments related 1o cur outsourcing arangements, investing activities and

dividends.

Summary of Sources and Uses of Cash

Yeor ended December 31 {Canadian dollars in millions) 2010 20009
Operating activiies 1,164 892
Financing activities

longterm debt issued 1,500 1,150

Longterm debt retired {600} {400}

Shortterm notes payable {55) 55

Dividends paid {28} {188}
Investing activities

Capital expenditures {1,570} {1,566)

longterm investrments! {250 -
Other financing and investing activities 37 15
Net change in cash and cash equivalents 198 (42}

! Represents $250 million of Poviree of Ontaio Floxating Reter Notes.

Operating Activities

Net cash from operating activiies increased by $272 million to $1,164 million compared to last year. This increase primarily
reflects higher nef income and changes to accounts payable balances due to increases such as our purchased power costs related
io the demand for elecrricily, liming of prepayments from customers and increased Kkixes payable related to the implementation of the
HST. Changes in accounts receivable balances and in certain regulatory accounts also impacted net cash from operations.

Financing Activities

Shorttem liquidity is provided through funds from operations, our Commercial Paper Program under which we are authorized to
issue up lo $1,000 million in shortterm notes with a term 1o maturity of less than 365 days, our revolving credit facility and through
our holdings of Frovince of Ontario Floating Rate Noles.
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At December 31, 2010, we had no shortterm notes autstanding. The Commercial Paper Program is supporied by a 1oial of
$1,500 million in liquidity facilities comprised of a $1,250 million committed revolving credit facility with o syndicate of banks

and the holding of $250 million of Province of Ontario Floating Rale Notes. The shortterm liquidity under this program together
with anlicipated levels of funds fram operations should be sufficient 1o fund our normal operating requirements. During the second
quarier, we increased the amount of our $500 million revolving credit facility, entered inte in the first quarter, to $1,250 million and
we extended the term of the facility 1o June 2013, Also in the second quarter, we cancelled the $750 million revolving credit facility
which would have matured in August 2010.

At Decernber 31, 2010, we had $7,775 million in longterm debt cutstanding, including the current portion. Our notes and
debentures mature between 2011 and 2046, Longterm financing is provided by our access o the debt markets, primanly through
our MediurTerm Note IMTN Pragram. On July 27, 2009, we filed a base shelf prospectus to renew cur MIN Program for another
25 months. The maximum authorized principat amount of mediumiem notes issuable under this program uniil August 2011 is
$3,000 million, of which $1,250 million was remaining and available as ot December 31, 2010.

Rating
Rating Agency Shortterm Debt Long-term Debt
DBRS limited R-1 [middle) A thigh}
Moody's Invesiors Service Inc. Prime-1 Aa3
S&P Al At

We have the cusiomary covenants nomally associated with longterm debt. Among other things, our long-erm debt covenants
lirnit our permissible debt as a percentage of our total capitalization, limit cur ability to sell assets and impose a negative pledge
provision, subject lo customary exceptions. The credit agreemenls related 1o our credit facilities have no material adverse change
clauses that could gger default. However, the credit agreements require that we provide nofice lo the lenders of any material
adverse change within three business days of the occurrence. The agreements also provide limitations that debt cannot exceed
75% of 1otal capitalization and that debt issued by our subsidiaries cannot exceed 10% of the lotal book value of our assets. We
are in compliance with all of these covenanis and limitations as of December 31, 2010

In 2010, we successfully issued $1,500 million in cosreffective longrlem debt under our MTN Program, consisting of $ 1,000 million
in the first quarter and $500 million in the third quarter. We repaid $600 million in maturing long-term debt, including $400 millien
in the second quarter and $200 million in the fournth quarter. In 2009, we issued $1,150 million in longterm debt under our MTN
Pragram and repaid $400 million in maturing longterm debt. During 2010, we reduced our shorttler noles by $55 million, all in
the first quarter. In 2009, we increased our shorHerm nates by $55 million.

Common dividends are declared at the sole discretion of our Board of Direciors, and are recornmended by management based
on resuls of operations and mainkaining the deemed regulatory capital structure. Financial condifion, cash rquirements and other
relevant factors such as indusiry practice and shareholder expeciations are also taken inte consideration. Common dividends
peraining to the quanerly financial resulls are generally declared and paid in the immediately following quarter.

In 2010, we paid dividends 1o the Province in the amount of $28 million, consisting of $10 million in common dividends and

$18 million in preferred dividends. In the comparative period, we paid common dividends of $170 million and preferred dividends
of $18 million. In 2010, cash dividends per common share were $100 compared to $1,700 per common share in 2009. Cash
dividends per preferred share were $1.375 in each of 2010 and 2009.

Our objectives with respect to our capital sucture are to maintain effeclive access to capital on a long-term basis at reasonable
rates, and o deliver appropriate financial retums. In order to ensure ongoing effective access o capital, we larget ke mainkain an
“A" category longerm credit rating.
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Investing Activities
Cash used for investing activities, primarily representing capital expenditures to enhance and reinforce our ransmission and
disiribution infrastructure in the public interast, was as follows:

Year ended December 3 1 {Canadian doflars in millions) 2010 2009 3 Change % Change

Transmission 236 318 18 2

Distribution 629 643 {14) (2)

Other 5 5 - -
1,570 1,566 4

Transmission

Transmission capital expendilures increased by $18 million in 2010 1o $936 million, compared 1o 2009 Expenditures to expand
and reinforce our ransmission syslem were $524 million, representing an increase of $7 million over kast year. These expendilures
primarily consist of those on interarea network and local area supply developrent projects. We completed a number of muliyear
projects and put them in service and other projects are beginning 1o progress. We continued o invest in a number of inlerarea
network upgrade projects lo suppart the Provinee's supply mix objeciives for generation. We also continued 1o make investmenis

in our local area supply projects 1o address growing loads. These expenditures were partially offset by a reduction in expenditures
associated with load customer conneclion projects as well as local area supply and inlerarea network projects that were subsiantially
completed this year

Inter-area network upgrades with significant expenditures included the Bruce to Millon Transmission Reinforcement Project to connect
refurbished nuclear and new wind generalion sources in the HuronGreyBruce area, and the Northeast Transmission Reinforcement
Project, which will increase the North-South interface transfer capability lo access available northem generation. The Northeast
Transmission Reinforcement Project is comprised of work 1o install static var compensators {SVYCs) at Porcupine and Kirkland Lake
Transformer Siations. In addition, we are insialling SYCs at Nanticoke and Detwsiler Transformer Skations, which in the short term
will suppert increased generation from the Bruce Nuclear facility and in the longer term, will enhance the transfer capability berween
Southwestem Ontario and the Greater Toronio Area [GTA). The insiallation of SVCs represents new technology to our system and
we successfully put one of them in service af the end of the year. These invesiments were pariially offset by kower expendilures
associated with the installation of capacitor banks in Southwestern Cntario, which is substantially complete. This equipment provides
inkerim profection lo the Bruce Nuclear facility and expands ransmission capacily in Southwestern Oniario. In addition, we incurred
lower expenditures associated with the Cherrywoed Transformer Stalion to Claireville Transformer Station Connection Project,

which will enable greater transfer capability across the GTA to accommodale power flows resulling from the new Hydre-Québec
interconnection. This work was subsiantially completed in the fourth quarter of the year

local area supply projects with expendilures in the period include our Woodstock Area Transmission Reinforcement Project, which
will increase capacity o ensure supply reliability in the Woodstock area, and our Switchyard Reconsiruction Project af our Burlington
Transformer Station, which will increase the load supply capacity 1o ensure reliability of supply to cusiomers in the area. The GTA
West Transmission Reinforcerment Project, which has increased capacily to ensure supply reliabilily in the area, as well as the
Hurontario Swikching Station to Jirm Yarrow Municipal Transformer Skation connection, which has increased ransmission capacity

in the Western Brampton area 1o dllow for future load growth, were both substaniially completed in the first quarter of this year,
coniribuling o the reduction in expenditures compared 1o the prior year. The final completion of our Niagara Reinforcement Project
continues lo be delayed by the aberiginal land dispule in the Caledonia area. Discussions related fo the Niagara Reinforcement
Project conlinue between the aboriginal peoples involved and various government eniilies and we expect to complete this projed!
when site access becomes avaikable.

Expendilures 1o sustain our existing Iransmission sysiem were $ 309 million, representing an increase of $25 million compared to
2009. This increase was primarily due o increased requirements related o the refurbishment and replacement of end-ofife lines
and siations and to higher largeted replacemenis of aging components, specifically within our breaker insiallalion program. Ve

also experienced increased expenditures within our pratection and conirel equipment program compared fo the prior year. These
increases were partially offset by lower expenditures within our Spare Transformer Purchase and Hub Replacement Programs.
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Cur other transmission capital expenditures were $103 million, representing a decrease of $14 million compared 1o the prior

year. This reduction from the prior year was due 1o expenditures in 2009 on our investment in an enlitywide information system
replacement and improvement project which replaced endof-life systems and improved productivity, the second phase of which was
completed during the third quarter of last year. Further impacling the period are expenditures incurred to enhance information security
at our Ontaric Grid Control Centre, which were lower compared to the prior year as we completed o number of enhancements

to meet North American Eleciric Reliability Comporation requirements in 2009. Partially offsetting these reduclions were higher
expenditures in 2010 relaled to the sirtegic purchase of power transformers in order to ensure transmission reliability through
availability of critical long delivery lead time items.

Distribution

Distribution capitol expenditures decreased by $14 million o $629 million in 2010, compared 1o the prior year. Capital
expenditures 1o expand and reinforce our distribution network were $304 million, representing a reduction of $20 million compared
to last year. We experienced reductions relating to expenditures on planned line development projects and demand line work for
new connects and upgrades mainly due to a reallocation of resources to sustaining line work for line relocations. The reduction was
dlso due 1o the substantial completion of smart meter installations across the province at the end of kast year. During the year, these
lower expenditures related fo instollations were partially offset by expendilures on the sman meter netwaork infrastructure and the
developrent and intkegration of the systers required for timeofuse billing, including meter reading capability and integration to the
[ESC meter data repository. Smart meter insiallations continued throughout the vear as our total cumulative number of installations
exceeded 1,314,000 as af December 31, 2010, thus nearing the program’s total target. We currently have over 1,140,000
meters enabled to support lime-ofuse billing and continue our efforts to migrate our customers o lime-ofuse pricing; over 553,000
of our customers are now consuring power based on lime-ofuse pricing. Cur program is one of the largest wtility smart meter
deployments in North America. These reducions were partially offset by the initiation of cur Smart Grid Program which will enhance
our operafions and support distributed generation.

Expendilures 1o sustain our distribution system were $275 million, an increase of $28 million from 2009 This increase was primarily
a result of higher requirements for transport and work equipment and the reallocation of resources from planned line development
projects to demand line work for line relocations in support of municipal road widening projects which are partially funded by the
municipaliies. These increases were parnially offser by reduced expenditures as a result of fewer storms in 2010.

Cur other distribution capital expenditures were $50 million, representing a reduction of $22 million from 2009 This reduction
primarily reflects our higher prior period investments in cur entity-wide information systern replacement and improvement projed.

Future Capital Expenditures
Cur capital expendilures in 2011 are budgeled at approximately

$1.8 billion. The 2011 capital budgets for cur Transmission and Distribution Future Capital Expenditures
Businesses are about $ 1,050 millicn and $750 million, respectively. (CAD § millions}

Capital expenditures, as shown in the accompanying chart, are expected o

be approximately $1.9 billion in 2012 and approximately $1.8 billion in 2,000

2013, These expendilures reflect the sustainmen! requirements of our

aging infrostruciure, budgeted al approximately $550 million in 2011, L&00—

3700 million in 2012 and $700 million in 2013. Development projects, .

. . TN . 1,200 —

including smart grid, interarea network upgrades that reflect supply mix

policies to phase out coal generation, local area supply requirements and 500 —

requirements to enable distributed generalion, are budgeted at approximately

$950 million in 2011, $950 million in 2012 and $850 millicn in 400~

2013. These development investments also reflect customer demand work,

distribuled generation connedions and the rollout of smart grid. Other capital 0=

expenditures amount to appraximately $300 million in 2011, $250 million [J Transmission
in 2012 and $250 million in 2013 These expenditures include the Distribution

replacement of our customer billing system to address end-ofife requirerents
and to further productivity redlization from our enfitywide SAP plafform.
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Transmission

Transmission system capital expendilures are anticipated to be significant over the pericd 2011 10 2013, amounting lo about

$3.2 billion, including program expenditures to manage the replacement and refurbishrment of our aging ransmission infrastructure to
ensure a continued reliable supply of energy o customers throughout the province. The invesiment plan includes targeted component
replacements of air blast circuit breakers, switchgear, autotransformers and wood pole strudiures to maintain the performance of
assets. Also, the reconstruction of transformer stalions is planned for the Burlinglon TS 115 kV, leaside, Heam and Manby siations to
ensure future reliability. These suskaining investments are necessary to ensure that we will continue 1o meet all regulatory, compliance,
safety and environment obijectives.

Interarea network projects, required lo accommaodate new generation related lo supply mix policies, include our Bruce o Milion
Transmission Reinforcement Project to connect nuclear generation and new wind generation in the Huron-Grey-Bruce area. This
project is anlicipated to be in service in 2012, We are also inskalling station equipment, including SVCs in Southwestern Ontario,
lo increase transmission capacity. This equipment will miligate congestion and enhance the transfer capability between Northern
Cntaric and Southern Cntario and the ransmission system north of Sudbury encabling new hydroelectric generation.

The budgeted capital expendilures do not include any amounts associated with new lines projects articulated in the Seplember

21, 2009 lefter to us from the then Minister of Energy and Infrastructure. We suspended work on those projects after the Minister
of Energy and Infrastructure requesied our Company 1o focus on those items that are essential 1o the safe and reliable operation of
our existing assets or projects already under development and approved by the OEB, or are critical to the conneclion of renewable
generation projects that have been ideniified by the OPA as part of the governmenl's green energy agenda. In addhion, in August
2010, the OEB inroduced competilion for transmission expansion projects. As a resull, we did not include in cur budgeled capital
expenditures any projects that could meet the definifion of expansion under the OEB's competitive framework.

On December 22, 2010, we received o letter from the Minister of Energy requesting us lo proceed with the necessary planning and
development work lo advance specified Iransmission projects and upgrades to the system that will safely and reliably accommaodate
additional renewable energy from small generation projects. According to the LTER, we are expecting to receive direction lo camy out
the three specified projects. These Iransmission projects, which are identified in the LTEP, include:

*  Southwestern Onlario Series Compensation
*  Reconductoring Samia to london circuits
»  New transmission line wes! of London

While our current budget does not include the eslimated capilal expenditures associated with these projeds and upgrades o the
system, they could be up to approximately $1 billion over a period 1o the inservice dales of these projecs.

The actual liming and expendiures of many development projects are uncertain as they are dependent upen various approvals
including OEB leavetoconsirul approvals and environmental assessment approvals; negetiations with customers, neighbouring
vlilities and other siakeholders; and consultations with First Nations and Métis communities, as well as the timing and level of
generator contributions for enabling facilities under recent amendments 1o the TSC. We will not underiake large capital expenditures
without a recsonable expectation of recovering them in our rates, including those recenlly requested by the Minisiry of Energy.

Distribution

Capital expenditures for the period 2011 10 2013 are estimated 1o be approximately $2.3 billion, including capital expendires
to suppor! the suskainment of our capilal infrastructure. Our core work will continue to focus on the performance of our aging
distribution asset base in order lo improve system reliability. There is a continuation of invesiments to replace end-oflife equipment
and components, implement smart grid and focus on wood pole replacements and submarine cables to address deteriorating assets.
In addition, we will conlinue to address the demand for new load connections, rouble calls, slorm restoration and system capability
reinforcement.

Cur Disiribution susiainment work program has been reduced consistent with the decision on our distribution application for the 2010
and 2011 rate years and as a result our work program will include in it a gradual increase in our intended Wood Pole Replacement
Program lo address the aging poles and deterioration.
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Dishibution development expendilures over the period are primarily related 1o customer demand work such as conneclions and
upgrades, smart grid, distributed generation connections, including stalion upgrades, proteciion and contral, new lines and some
conlestable work for which we receive capital contributions. During the 2011 and 2012 peried we are managing a significant
number of projeds throughout the provinee to address load growth and the stress on our system components.

Distributed generation expenditures are based on cur estimate of the number of anficipated conneciions, taking inte account the
most recent data available from the CPA. Allhough distributed generation demaned is expecled to increase over the planning peried,
connection work is contestable and therefore the volure of wark could fluctuae.

The Cormpany’s current billing system is near end of life, and coslly o maintain and operate. The repkicerment of this system is
anlicipated lo commence in 2011 and be completed by 2014,

Summary of Contractual Obligations and Other Commaercial Commitments
The following table presents a summary of cur debt and other major contraciual obligations under Canadian GAAP, as well as other
rhc;'or commercial commitments:

December 31 2010 {Canodian doflors in millions) Total 201 2012/2013 201472015  Afer 2015
Contractual Obligations [due by yeor):

longterm debt - principal repayments 7,775 500 1,200 1,000 5,075
longterm debt — inlerest payments 6,569 405 732 614 4,848
Inergi P (Inergi) cutsourcing agreement! 569 143 274 152 -
Operating lease commitments 53 5 14 9 25
Environmental and asset refirement obligations? 391 23 &0 73 235
Total Contractual Obligations® 15,387 1076 2,280 1,848 10,183
Other Commercial Commitments (by year of expiry):

Bank line? 1,250 - 1,250 -

letters of credirt 114 114 - -

Guaranteest 326 326 - - -
Pension® 307 145 162 - -
Total Other Commercial Commitments 1,007 585 1,412 -

" On May 1, 2010, the Company extended the Master Services Agieement with Inengi for & furthen theeyoar period. The teim of he agieenent, which would
hewve expired on Febiuary 29, 2012, has been extended © tebiuary 28, 2015, Under the extended agieement, Inegi will provide business processing and
informtion technology outsurcing servies, as well as core system suppot iekited pimaily o SAP inplemertation and opfimization. 1he anounts dischosed
inclide an estmeed anmud irflotion adjustment in the wnge of 1.8% 1 3 0%,

? W 1ecoid a liobility for the estimated fuluie expendituies csscioted with the phaseout and destiucion of PCBuontaminuted inskating il fron elecical
equipment and for the ossessment and rlemediotion of coraminaed londs as well as asset iefiement obligotions for the 1emoval of ashestuscontaminated
nteial fom ow focilities ond the decommissioning ond removdl of ou switching station koaated of Onkaiio Powen Generdtion's Abitibi Canyon Geneating
Station. the expenditiie patienn eflects our plonned work progiam fa the period.

* As o backstop © ou commencial papen progiom, we have o $ 1,250 willion revolving standby credit fc.x;i!ify with & syndicate of banks which ratues in
June 2013

* We cunently hove bank leffers of ciedit of $113 milion autskanding rekiting to etiement compernsdion anongements [RCAs), The other $1 million included in
Jettens of wredit pertains to operdting letiers of cedit. On November 1, 2010, we incieused ou lefter of cedit ilaed to RCAs to appioxirctely $1 13 million
from $10/ million. We have olso provided prodential support to the 1150 on behalf of o subsidiaries os rexjuited by the ESO's Market Rules, using porental
guaartess of up 1o o maximum of $325 nilion and on beholf of twea distibutows wing guaankes of up o o arxinum of $660 thousand. Adthough no lefters
of credt ae requied for prudential suppoit, we would have 1o resume providing bank kefters of credit if our aedit 1ofirgy deteriooted to below the
"Ao” wategory.

* Comtibuions 1o the pension fund ore mode one month in aneas. Comibutions kar 201 1 are bused on on actuaial voluation filed in Septenber 2010 and
sffetive December 31, 2009, Ou onnuol pension contitbutions for 2011 and 2012 will depend on futue investment etuins, changes in benefits o adtuoiial
assuinptions, Bused on cunent kidos, we estimake out minimum pension cortibufions to be appraxinctely $ 145 miian in 201 | ond $149 million in 2012
based on the level of pensionable i ngs. Conhibutions for 2013 will be bused on on oduaiiol valudtion effedive Desember 31, 2012,

& In addifion, the Company has entered i vaiiaus agreenients fo puchase goods or seivices in suppoit of ou woark programs that are enforceable and legally
bindirg. Nore of these agieernents o considersd individually material, and the mojority do not exkend beyond Decemben 31, 2011
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The amounts in the above tble under long-lerm debt — principal repayments are not charged to our resulls of operations, but are
reflected on our Balance Sheet and Statement of Cash Flows. Interest associated with this debt is recorded under financing charges
on cur Staterment of Operations or in our capital programs. Payments in respect of operating leases and our outsourcing agreement
with Inergi are recorded under opemlion, maintenance and administration costs on our Statement of Operations or within our capital
expendilures. Expenditures resulting from cur environmental programs and asset refirement obligations are not charged o our results
of operations, but are reflected on our Balance Sheet and Staterment of Cash Flows.

RELATED PARTY TRANSACTYIONS

Related party transactions primarily consist of our ransmission revenues received from, and our power purchases payments made 1o,
the IESO, which is a related party by virlue of its status as an agency of our shareholder, the Province. The yearoveryear changes
related 1o these amounts are described more fully in our discussion of our ransmission revenues and purchased power costs. Cther
significant related party Iransactions include our dividends which are paid 1o the Province and our payments in lieu of corporate
incorne taxes which are paid or payable 1o the OEFC. In January 2010, we purchased $250 million of Province of Ontario Floating
Rate Notes, maturing on November 19, 2014, as o form of alternate liquidity to supplerment our bank credit facilities.

CONSIDERATIONS OF CURRENT ECONOMIC CONDITIONS

Effect of Load on Revenue

The load is expected 1o decline in 2011 due 1o the impact of CDM and Embedded Generation, partially offset by load growth
associated with economic growth in all seclors of the Ontario economy. Overall load growth due 1o the econormy alene is forecasted
lo be approximately 1.0%, with the industial secior slightly cutperforming residential and commercial sectors. The load impact of
CDM and Embedded Generation is expected 1o have a substantial negative impact on load growth of approximately 2.0% and
0.3%, respectively. On the whole, load is expecied 1o decline by about 1.3%. A reduction in load, beyond cur load forecast

included in our approved revenue requirement, would negatively impact our financial results.

Effect of Interest Rates

Changes in interes! rates will impact the caleulation of our revenue requirements filed with the OEB. The first component impacted by
inlerest rates is the refum on equity. The OEBapproved adjusiment formula for caleulating retum on equity will increase or decrease
by 50% of the change between the current long Canada Bond Forecast and the riskfree rate established at 4.25% and 50% of
the change in the spread in 30~year "A’rated Canadian utility bonds over the 30vear benchmark Govemment of Canada bend
yield established at 1.415%. We eslimate that a 1% decrease in the forecasted longrterm Government of Canada bond yield or
the *A"rated Canadian ulility spread used in the current CEB formula for determining our rate of retum on equily would reduce
our Transmission Business’ resulls of operations by approsximately $16 million and our Distibution Business’ resulls of operations by
approximately $10 million. The second component of revenue requirement that would be impacied by interest rates is the retum on
debt. The difference between actual interest rates on new debt issuances and those approved for return by the OFB would impact
our results of operations.

Input Costs and Commodity Pricing

In support of cur angoing work programs, we are required 1o procure materials, supplies and services. To manage our tolal costs,
we regularly establish security of supply, sirategic material and services contraats, blanket orders, vendor alliances and manage o
stock of commenly used items. Such arrangements are for a defined period of lime and are monilored. Where advantageous, we
develop longterm contraciual relationships with suppliers to oplimize the cast of goods and services and lo ensure the avaikability
and timely supply of critical itlems. As a result of our strategic sourcing praclices, we do not foresee any adverse impacls on our
business from current economic conditions in respedt of adequacy and timing of supply and credit risk of our counterparties. Further,
we have been able 1o realize significant savings through our strategic sourcing iniliatives.
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Debt Financing

Cash generated from operations, afier the payment of expecied dividends, will not be sufficient io fund capital expenditures or

meet debt malurity repayrents and other liquidity requirements [see Risk Management and Risk Factors ~ Risk Assaciated with
Amanging Debt Financing). We rely on debt financing through our MTN Program and Commercial Paper Program. Cur Commercial
Paper Program is supported by a total of $1,500 million in liquidity facilities as of Decerber 31, 2010, which is comprised of

a $1,250 million syndicated bank line of credit and the holding of $250 million of Province of Onlario Floating Rate Notes. In
2010, we continued issuing suffidient costeffective debt financing through the MTN Program and Commercial Paper Program in

the Canadian capital markets and we arranged sufficient available liquidity. Economic conditions confinue 1o improve from the
credit crisis of laie 2008,

Pension

During 2010, the deferred pension asset reported on cur Balance Sheet increased by $36 million to $460 million. We contiibuted
$143 million into our pension plan in 2010 and made an addiional payment of $48 million in December. We incurred

$154 million in net periodic pension benefit cost. On an accounting basis, the 2009 unfunded benefit obligation of $230 million
increased by $67 million to $287 million. The plan experienced posilive returms of about § 96% in the year. However, the plan
was also impacted by an increase in the accrued benefit obligation, primarily as a resull of @ decrease in the discount rate used
for accounting purpaoses {see Critical Accounting Eslimates — Employee Future Benefits).

RISK MANAGEMENT AND RISK FACTORS
We have an enterprise risk managerment program that aims at bolancing business risks and relums. An enterprisewide approach
enables requlalory, sirategic, operational and finandal risks to be managed and dligned with cur simiegic business chiedtives.

While our philosaphy is that risk management is the responsibility of all employees, the Audit and Finance Commitiee of our Board
of Direciors annually reviews our Company's risk lolerances, our risk profile and the siatus of our internal control framework. Our
President and Chiet Executive Officer has ulimate accountability for risk management. Our leadership Team, comprised of direct
reporis 1o the President and Chief Executive Officer, provides senior management oversight of risk in our Company. Cur Chief Risk
Officer is responsible for the ongeing monitoring and reviewing of owr risk profile and practices, and our Executive Vice-President
and Chief Financial Cficer is responsible for ensuring that the risk management program is an inlegral part of our business stralegy,
planning and objective setting. Each of our subsidiaries, as well as key specialist funclions and field services, are required 1o
complete a formal risk assessment and io develop a risk mitigation straleqy:

The Audit and Finance Committee, the President and Chief Executive Cfficer, and the Executive Vice-President and Chief Financial
Cficer are supporied by our Chief Risk Officer. This support includes coordinating risk policies and programs, esiablishing risk
tolerances, preparing risk assessments and profiles and assisiing line and funcional managers in fuffilling their responsibilities. Our
internal audit staft is responsible for performing independent reviews of the effectiveness of risk management policies, processes
and syslems.

Ownership by the Province

The Province owns all of our ouisianding shares. Accordingly, the Province has the power io detemine the compoasition of our Board
of Direciors and appoint the Chair, and influence our major business and corporale decisions. We and the Province have entered
into a memorandum of agreement relating io certain aspects of the governance of our Company. Pursuant Io such agreement,

in Seplember 2008 the Province made a declaration removing certain powers from our Company's direciors pertaining o the
off-shoring of jobs under the ouissurcing arangement with Inergi LP. In 2009, the Province required Hydro One, among other
agencies, to adhere lo ceriain accouniability measures regarding consulling contracis and employes ravel, meal and hospitclity
expenses. The Province may require us to adhere to further accountability measures or may make similar declarations in the fulure,
some of which may have a material adverse effect on our business. Hydro One's credit ratings may change with the credit ratings
of the Provinee, io the extent the credit raling agencies link the wo ralings by virtue of Hydre One’s ownership by the Province.

Conflicis of interest may arise between us and the Provinee as a resull of the obligation of the Province 1o act in the best inlerests
of the residenis of Oniario in a brood range of matters, including the regulation of Oniario’s electriciy industry and ervironmental
matters, any future sale o other ransaction by the Province with respect lo its ownership interest in our Company, the Province's
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ownership of Ontario Power Generation Inc. {OPG), and the deteminalion of the amount of dividend or proxy tax payments. We
may not be able to resolve any patential conflict with the Province on temns salisfactory to us, which could have a material adverse
effect on our business.

Regulatory Risk

We are subject 1o requlalory risks, including the approval by the OEB of rates for our transmission and distribution businesses that
permit a reasonable opportunity lo recover the estimated cosis of providing safe and reliable service on a timely basis and eam the
approved rales of retum.

The OEB approves our iransmission and distibution rates based on projected electricity load and consumption levels. If actual load
or consumption falls below projecied levels, our rate of retum for either, or both, of these businesses could be materially adversely
affected. Also, our curent revenue requirements for these businesses are based on cost assumptions that may not materialize. There is
no assurance that the OB would allow rate increases sufficient to offset unfavourable financial impacts from unanticipated changes
in eleciicity dermand or in our costs.

Cur load could also be negatively affected by successful CDM programs. The recently proposed LTEP directs the OFA lo achieve
interirm CDM targets of 4,550 MW of provincial summer peak demand and 13 TWh of cumulative energy savings by the end of
201 5. The Minister of Energy and Infrastructure’s March 31, 2010 directive set a provincewide IDC CDM rarget of 1,330 MW
and 6,000 GWh for the period 2011-2014. Our targets have been set at 214 MW and 1,1 30 GWh for the period 2011-2014.
These expectations are factored inlo our revenue requirements for OEB approval, to ensure that the targeted CDM accomplishments
do not resull in deteriorated revenues. There is a risk that our revenues would be reduced if these targets are exceeded . In Seplember
2010, the Conservation and Demand Management Code for Eleciricity Distribulors was esiablished and sets out the obligations and
requiremnents that licensed distributors must comply with in relation to the CDM torgets set out in their licenses. This code also sets out
the conditions and rules that licensed distributors are required 1o follow if they choose to use OEBapproved CDM programs to meet
their CDM targeis. The implementation of this code could further deteriorate revenues without appropriate compensation. The OEB
has recognized the need to compensate utilities for such lost revenue, but the approach, level and timing of any such compensation
mechanism is vet to be determined. We are dlso subject to risk of revenue loss from other factors, such as economic trends and
weather.

In response to the LTEP, we expect o make investmenis in the coming years io connect new renewable generating siations. There
is the possibility that we could incur unexpected capital expenditures to maintain or improve our assets, particdlarly given that new
technology Is required 1o support renewable generalion and unforeseen technical issues may be identified through implementation
of projects. The risk exists that the OER may not allow full recovery of such investments in the fulure. To the extent possible, we aim
lo mitigate this risk by ensuring prudent expenditures, seeking from the regulaior clear policy direction on cost responsibility, and
preapproval of the need for capilal expenditures.

While we expect all of our expenditures to be fully recoverable ofter OEB review, any future regulatory decision to disallow or limit
the recovery of such costs would lead to potential asset impairment and charges to our results of operations, which could have o
material adverse effect on our Company.

Risk Associated with Arranging Debt Financing

We expect o borrow o repay our existing indebledness and fund a portion of capital expenditures. We have substantial amounts
of existing debt which mature between 2011 and 2014, including $500 million matuing in 2011 and $400 million maluring

in 2012. We plan to incur capital expenditures of approximately $1.8 billion in 2011 and capital expenditures are expected to
increase to approximately $ 1.9 billion in 2012, Cash generated from operations, after the payment of expected dividends, will
not be sufficient to fund the repayment of our existing indebledness and capital expenditures. Our ability to amange sufficient and
costeffective debt financing could be materially adversely affected by numeraus factors, including the regulatory envirenment in
Cntario, our results of operations and financial position, market conditions, the ratings assigned o our debi securities by credit rating
agencies and general economic conditions. Any failure or inability on our part to borow substantial amounts of debt on satisfactory
terms could impair our ability o repary maturing debt, fund capital expendilures and meet other obligations and requirements and,
as a result, could have a material adverse effect on our Company.
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Risk Associated with Transmission Projects

The amount of power that can flow through cur transmission netwarks is constrained due lo the physical charactenistics of ransmission
lines and operating limitations. Within Onlario, new and expected generation facility connections, including those renewable energy
generation faciliies connecting as a result of the FIT program stemming from the GEA, and load growth have increased such that
parts of our Iransmission and distribution systerns are operating at or near capacity. These constrainis or bottlenecks limit the ability

of aur netwark to reliably transmit power from new and exisling generation sources {including expanded interconnections with
neighbowing uiilities) o load centres or meet cusiomers’ increasing loads. As a result, investments have been inifialed lo increase
transmission capacily and enable the reliable delivery of power from existing and future generation sources to Onlario consumers.

In many cases, these invesiments are confingen! upon one or more of the following approvals and/er processes: environmental
approvalls); receipt of OFB approvals, which can include exproprialion; and appropriate consuliation processes, and where
appropriate, accommodalion with First Nations and Métis who may potentially be affected by a project. Cbiaining these approvals
and carrying out these processes may also be impacted by public oppesition 1o the propesed site of transmission invesiments; thus
there is a risk tha necessary approvals may not be obtained in a timely fashion or at all. This will adversely offect ransmission
reliability and/or our service quality, both of which could have a malerial adverse effect on our Cormpany.

With the intreduction on August 26, 2010 of the OER's competitive ransmission project development planning process, all inlerested
transmitters will be required to submit a bid to the OEB for ideniified enabler facilities and network enhancement projects. Historically,
we would have been awarded such projects through our rates and Section 92, leave to Consiruct, applications. The facilitation

of competitive fransmission could impact our future work program and our ability to expand our curent transmission footprint. In
addition, bid costs are only recoverable by the successfl proponent.

Asset Condition

We continually moniter the condition of our assets and maintain, refurbish or replace them lo maintain equipment performance and
provide reliable service quality. Our capital and maintenance programs have been increasing to maintain the performance of cur
aging asset base. Execution of these plans is panially dependent on external factors, including the fact that opportunities lo remove
equipment from service to accommodate construction and maintenance are becoming increasingly limited due ks customer and
generator priorities. lead fimes for material and equipment have also increased substantially due to increased demand and limited
vendor capability.

Adjustments to accommodate these external dependencies have been made in our planning process. However, if we are unable to
carry cut these phans in a timely and oplimal manner, equipment performance will degrade which may compromise the refiability of
the provincial grid, our ability to deliver sufficient eleciricity and /or customer supply security and increase the costs of operaling and
rainkaining these assets. This could have a material adverse effect on our Company.

Work Force Demographic Risk

By the end of 2010, approximately 18% of our employees were eligible for refirement and by 2012 there may be about 22%
eligible to retire. Accordingly, our success will be fied o our ability to atiract and retain sufficient qualified stoff o replace those
retiing. This will be challenging as we expect the skilled labour market for our indusiry to be highly competitive in the future. In
addilion, many of cur employees possess experience and skills that will also be highly sought afier by other arganizations both
inside and outside the electricity sector. We have already lost a consideroble number of management siaff, both those in executive
positions and thase who are logical successors for executive pasilions. Moreover, we must alse continue o advance our training and
apprenticeship programs and succession plans to ensure that our future operational staffing needs will be met. If we are unable 1o
altract and retain qualified personnel, it could have a material adverse effect on our business.

Environmental Risk

Cur heglth, safety and environmental management system is designed to ensure hazards and risks are ideniified and assessed,
and controls are implemented 1o mitigate significant risks. This system includes a standing commitiee of our Board of Dirediors that
has governance over environmental matters. Given the lermilory that our system encompasses and the amount of equipment that we
own, we cannot quarantee, however, that all such risks will be identified and miligated without significant cost and expense to cur
Cormpany. The following are some of the areas that may have a significant impact on our operations.
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We are subject o extensive Canadian federal, provincial and municipal environmental regulation. Failure to comply could subject
us to fines and other penaliies. In addition, the presence or release of hazardous or other harmful substances could lead to chaims by
third pariies and/or governmenial orders requiring us 1o take specific actions such as investigating, controlling and remediating the
effects of these subsiances. We are currently undertaking a voluntary land assessment and remediation [LAR) program covering most
of our siations and service centres. This program involves the systematic identification of any contamination at or from these facilities,
and, where necessary, the development of remediation plans for our Company and adjacent private properiies. Any contamination
of our properties could limit cur ability to sell these assess in the furure.

We record a liability for our best estimate of the present value of the future expenditures required to comply with Envirenment
Canada'’s polychlorinated biphenyl (PCB] regulations and for the present value of the future expenditures to complete our LAR
program. The future expenditures required to discharge our PCB obligation are expecied to be incurred over the period ending
2025 while our LAR expenditures are expected 1o be incurred over the pericd ending 2020. Actual future environmenial
expendilures may vary materially from the estimates wsed in the calculation of the environmental liabilities on our balance sheet.
We do not have insurance coverage for these environmental expenditures.

As a result of regulatory changes, we expect to incur future expenditures 1o identify, remove and dispose of asbesioscontaining
materials installed in some of our facilities. With the assistance of an extemal expert, we completed a study to esiimate the

expenditures associaled with removing such materials from our facilities. We used this information to record an asset refirement
obligation at December 31, 2010.

There is also risk associated with oblaining govemmental approvals, permits, or renewals of existing approvals and perrits related
lo consiructing or operating facilities. This may require environmental assessment or result in the imposition of conditions, or both,
which could result in delays and cost increases.

We anticipate that all of our future environmental expenditures will continue 1o be recoverable in futre electricity rates. However,
any future regulaiory decision 1o disallow or limit the recovery of such costs could have o material adverse effect on our Cormpany.

Scientists and public health experts have been studying the possibility that exposure o electric and magnetic fields emanating from
power lines and other electric sources may cause health problems. If it were to be concluded that electric and magnefic fields present
a health risk, or govemments decide to implement exposure limits, we could face litigation, be required to take costly mitigation
measures such as relocating some of cur facilifies or experience difficullies in locating and building new facilifies. Any of these could
have a material adverse effect on our Company.

Risk of Natural and Other Unexpected Occurrences

Cur facilities are exposed 1o the effects of severe weather conditions, natural disasters, manmade evenis includi ng cyber and
physical temorist type attacks and, potentially, catasrophic events, such as a major accident or incident at a facility of @ third party
{such as a generating plant) o which our transmission or distribution assets are connected. Although construcied, operated and
maintained to industry standards, our facilities may not withstand occutrences of this type in all circumsiances. We do not have
insurance for damage to our transmission and distribution wires, poles and towers located outside our ransmission and distribution
siations resulting from these events. Losses from lost revenues and repair costs could be substantial, especially for many of our
facilities that are located in remote areas. We could also be subject to claims for damages caused by our failure 1o transmit or
distribute electricity. Our risk is partly mitigated because our ransmission system is designed and operated to withstand the loss of
any major element and possesses inherent redundancy that provides allemnate means to deliver large amounts of power. In the event
of a large uninsured loss we would apply to the OFB for recovery of such loss; however, there can be no assurance that the OEB
would approve any such applications, in whole or in part, which could have a malerial adverse effect on our net income.

Risk Associated with Information Technolagy Infrastructure

Our ability to operate effectively in the Oniario elecricity market is in part dependent upon us developing, maintaining and
managing complex information technology systems which are employed to operate our transmission and distribution facilities,
financial and billing systems, and business systems. Cur increasing reliance on information systems and expanding data netvorks
increases our exposure lo information securily threats. Although security and system disaster recovery controls are in place, system
failures or security breaches could have a material adverse effect on our Company;,
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Pension Plan Risk

We have a defined benefit regisiered pension plan for the majority of our employees. Coniributions 1o the pension plan are
established by actuarial valuations which are filed with the Financial Services Commission of Oniario on a triennial basis. The most
recently filed valuation was prepared as at December 31, 2009 and was filed in Sepiember 2010, Cur Company coniributed
$145 million to its pension plan in respect of 2010 ko satisfy minimum funding requirements. A one-ime addilional payment of
$48 million was made in December 2010. Coniributions beyond 2010 will depend on invesiment retums, changes in benefits and
actuarial assumptions, and may include additional voluntary contributions from time to time. Nevertheless, future coniributions are
expected lo be significant. A determination by the OEB that some of our pension expenditures are not recoverable from cusiomers
could have a material adverse effect an our Company, and this risk may be exacerbated as the quanium of required pension
contibutions increase.

Market and Credit Risk

Market risk refers primarily 1o the risk of loss that resulls from changes in commodity prices, foreign exchange rates and inlerest

rates. We do not have commadity risk. We do have foreign exchange risk as we enter inio agreements lo purchase materials and
equipment associated with our capilal programs and projects that are setiled in foreign currencies. This foreign exchange risk is not
material. We could in the fulure decide I issue foreign curmrency denominated debt which we would anticipate hedging back to
Canadian dellars, consistent with our Company's risk management palicy. We are expased to fluctuations in interest rates as our
regulated rate of retum is derived using a formulaic approach, which is in part based on the forecast for long-term Government

of Canada bond yields. We esimate that a 1% decrease in the forecasted longterm Govemment of Canada bond yield used in
delermining our rate of retumn would reduce our Transmission Business’ ne! income by approximaltely $16 million and our Distribution
Business’ net income by approximately $10 million. Our net income is adversely impacled by rising interest rates as our maturing kong-
term debit is refinanced at market rates. We pericdically utilize interest rate swap agreements 1o miligate elements of interest rate risk.

Financial assets create a risk that a counterparty will fail to discharge an obligation, causing a financial loss. Derivative financial
instruments result in exposure to credit risk, since there is a risk of counterparty defaull. We monitor and minimize credit risk through
various techniques, including dedling with highlyraled counterparties, limiting tolal exposure levels with individual counterparties,
and by entering into masler agreements which enable nef settlement and by monitoring the financial condition of counterpariies. We
do not trade in any energy dervalives. We do, however, have interest rate swap contracts autstanding from fime 1o time. Currently,
there are no significant concentrations of credit risk with respect o any class of financial assets. We are required 1o procure
electricily on behalf of competitive rekailers and embedded LDCs for resale 1o their cusiomers. The resulling concentrations of credit
risk are mitigated through the use of various securily arrangements, including letters of credit, which are incorporated into our service
agreements with these retailers in accordance with the OEB's Retail Settlerments Code. The failure 1o propery manage these risks
could have a material adverse effect on our Company,

Labour Relations Risk

The substantial maijerity of cur employees are represented by either the Power Workers’ Union [PWU) or the Society of Energy
Professionals {Seciety). Over the past several years, significant effort has been expended Io increase our flexibility 1o conduct
operations in a more costefficient manner. Although we have achieved improved flexibility in our colleciive agreements, including
a reduction in pension benefils for Society siaff similar o a previous reduction affecting managemeni siaff, we may not be able

lo achieve further improvement. The existing collective agreement with the PWU will expire on March 31, 2011 and the exisling
Saciety collective agreement will expire on March 31, 2013. We face financial risks related 1o our ability 1o negofiate collective
agreements consistent with our rate orders. In addition, in the event of a labour dispute, we coud face operational risk related Io
continued compliance with aur licence requirements of providing service to customers. Any of these could have a material adverse
effect on our Company.

Risk from Transfer of Assets Lacated on Indian Lands

The transfer orders by which we acquired certain of Ontario Hydro's businesses as of April 1, 1999 did not iransfer lile Io some
assels located on kands held for bands or bodies of Indians under the indion Act{Canada). Currently, OFFC holds these assels.
Under the terms of the transfer orders, we are required to manage these assets uniil we have obiained all consenis necessary o
complete the transfer of title of these assels 1o us. We cannot predict the aggregate amount that we may have ko pay, either on an
annual or onetime basis, io obiain the required consents. However, we anticipate having io pay more than the $767,500 that
we paid to these Indian bands and badies in 2010. f we cannot obiain consents from the Indian bands and bedies, OEFC wil
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continue to hold these assets for an indefinite period of lime. If we cannot reach a satisfactory setlement, we may have to relocale
these assets from the Indian kands 1o other locations ot a cost that could be substaniial or, in  lirmited number of cases, to abanden a
line and replace it with diesel generation facilities. The costs relating 1o these assets could have a malerial adverse effect on our net
incore if we are not able o recover them in fulure rate orders.

Risk Assaciated with Outsourcing Arrangement

Consistent with our siralegy of reducing operating costs, we amended and extended our outsourcing services agreement with

Inergi LP, effectively renewing the amangement unil February 28, 2015. If the agreement with Inergi IP is teminated for any reason,
we could be required to incur significont expenses 1o transfer ko another service provider, which could have o material adverse effect
on our business, operafing resubls, financial condition or prospects.

Risk from Provincial Ownership of Transmission Corridors

Pursuant to the Refioble Energy and Consumer Protection Act, 2002, the Province acquired ownership of our transmission corridor
lands underlying our transmission system. Although we have the siatutory right o use the ransmission corridors, we may be limited in
our ability to expand our systems. Also, other uses of the transmission corridors by third parties in conjunction with the operation of
our syslems may increase safely or environmenial risks.

CRITICAL ACCOUNTING ESTIMATES

The preparation of our financial stalements requires us lo make estimates and judgerments that affect the reported amounts of

assets, liabilities, revenves and costs, and related disclosures of contingencies. We base our estimates and judgements on historical
experience, current conditions and various other assumptions that are believed 1o be reasonable under the circumstances, the
results of which form the basis for making judgements about the camying values of assels and liabilities as well as ideniifying and
assessing our accounting rectment with respect to commitments and conlingencies. Actual resulls may differ from these estimales
and judgements under different assumptions or condilions.

We believe the following critical accounting eslimates invalve the more significant esfimates and judgements used in the preparation
of our financial statements:

Regulatory Assets and Liabilities

Regulatory asseis as at December 31, 20710 amounted to $1,055 million and principally relate to future income tax, environmental
costs and the pension variance account. We have also recorded regulalory liabilities amounting to $612 million as ot December 31,
2010. These amounts pertain primarily to defered pension, the external revenue variance account, future income tax and retail
setlement variance accounts. These assets and liabililies can be recognized for ratesetiing and financial reporting puposes only if
the OEB direcs the relevant regulatory Ireatment or if fulure OEB direction is judged 1o be probable. If management judges that it is
no longer probable that the OEB will include a requlatory asset or liability in the seling of future rates, the relevant regulatory asset
or liability would be charged or credited 1o resulls of operations in the period in which that judgement is made.

Environmental Liabilities

We record liabilities and related regulolory assels based on the prasent value of the eslimaied future expenditures Io be made 1o
satisty obligations related lo legacy environmental conlamination inherited upen our de-merger from Ontario Hydro in 1999 These
liabilifies fall into we main calegores: the managerment of assets contaminated with PCBladen mineral cils and the assessment
and remediation of contaminated lands. In defermining the amounts 1o be recorded as environmental liabilities, we estimate the
current cost of completing miligation work and make assumptions for when the future expenditures will actually be incurred in order
lo generate fulure cash flow information. A longterm inflation assumption of 2% has been used 1o express our curent cost eslimales
as estimated fulure expenditures. Fulure esimated LAR expenditures are expecled to be incurred over the period ending 2020 and
are discounted using factors ranging from 3.75% 1o 6.25%, depending on the appropriate rate for the period when an increase in
abligation was first recorded. Consisient with the requirements of Environment Canada’s PCB requlations issued on September 17,
2008, estimated future PCB remediation expenditures are expected 1o be incurred over the period ending 2025 and are discounied
using factors ranging from 5.14% to 6. 25%, depending on the appropriate rate for the period when an increase in obligation was
first recorded.

HYDRO ONE ANNUAL REPORT 2010

39



MANAGEMENT'S DISCUSSION AND ANALYSIS

40

Recerding a liability now for such longHem fulure expanditures requires that many other assumptions be made, such as the number
of contaminated properties and the exient of conlamination; the number of assets Io be inspected, tested and mitigated; ail volumes;
and contamination levels of equipment with PCBs. All factors used in deriving our environmental liabilities represent management's
best estimates based on our planned approach of meeting current legislative and requlaiory requirements. These include Environment
Canada’s regulations governing the managemenl, storage and disposal of PCBs. However, it is reasonably possible that numbers
or volumes of conlaminated assels, current cost estimates, inflation esimates and the acual patiern of annual future cash flows may
differ significantly from our assumptions. Estimated environmental liabilities are reviewed annually or more frequently if significant
changes in regukation or other relevant facts occur Estimate changes are accounted for prospeciively.

Employee Future Benefits
We provide fulure benefits 1o our current and retired employees, including pension, group life insurance, health care and longterm
disability.

In accordance with our rale orders, we record pension costs when employer contributions are paid to the pension fund fthe Fund)

in accordance with the Pension Benefits Act{Ontaric). Our annual pension contributions in respect of 2010 were approximately
$193 million, $145 million of which was based on an acluarial valuation effective December 31, 2009. Contributions after 2012
will be based on an actuarial valuation effective December 31, 2012, and will depend on invesiment retums, changes in benefits
or actuarial assumptions. Pension costs are also disclosed in the noles 1o the financial skilements on an accrual basis. We record
employee fulure benefit costs other than pensien on an acerual bosis. The accrual costs are detemined by independent actuaries
using the projected benefit method prorated on service and based on assumptions that reflect managerment's best estimates. The
assumptions were determined by management recognizing the recommendations of our acluaries.

The assumed retum on pension plan assets of 6.50% per annum is based on expeciations of longterm rates of return at the
beginning of the fiscal year and reflecis a pension asset mix consistent with the Fund’s investment policy. During the year the Fund's
target assel mix was 63% exposure lo equities, 33% to fixed income and 4% in dllemative assets consisting of hedge funds and
private equily. Returns on the respective porifolios are determined with reference to published Canadian and U.S. skock indices and
longrterm bond and treasury bill indices. The assumed rate of relur on pension plan assets reflects aur longrlerm expectations. We
believe that this assumption is reasonable because, with the Fund's balanced investment approach, the higher volaility of equity
investment retums is inlended 1o be offsal by the greater stability of fixed income and shorterm invesiment returns. The net result, on
a longem basis, is a somewhat lower return than might be expecied by investing in equities clone. In the shortem, the plan can
experience abemations in aclual retum. In 2070, the retum on pension plan assets was higher than this lengrlem assumption.

The discount rate used 1o caleulale the accrued benefit obligations is determined each year end by referiing lo the most recently
available market interest rates based on AA corporate bond yields reflecting the duration of the applicable employee fulure benefit
plan. The discount rates at December 31, 2010 decreased to 5.75% from 6. 50% used at December 31, 2009 in conjunction with
decreases in bond vields over this pericd. The decrease in discount rales has resulted in a comesponding increase in liabilities.

Yields on AA comporie bonds decreased by approximately 70-120 basis points between December 31, 2009 and December 31,
2010. Based on the duration of the plan’s liabilities, discount rates would be 5.75% per annum for each of the pension plan,

the postrefirement benefit plan and the postemployment plan. The overall discount rale applied to all plans for liability valuation
purposes as at December 31, 2010 was 5.75%.

Further, based on differences between longiem Govemnment of Canada neminal bonds and real retum bonds, the implied inflation
rate has increased from approximately 2.50% per annum as at December 31, 2009 1o within the range of 2.25%- 2.50% per
annum as at December 31, 2010. Given the Bank of Canada’s commitment 1o keep long-lem inflation between 1.00% and
3.00%, management believes that the current implied rate is too high lo be used as a long-term assumption and as such, has used
a 2.00% per annum inflation rate for liability valuation purpeses as at December 31, 2010.

The costs of employee future benefits other than pension are determined at the beginning of the year. The costs are based on
assurnptions for expected claims experience and future health care cost inflation. A 1% increase in the health care cost trends would
resull in an increase in service cost and inierest cost of about $15 million per year and an increase in the yearend obligation of
about $185 million.
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Employee fulure benefils are included in labour costs that are either charged 1o resulls of operations or capitalized as part of the cost
of fixed assels. Changes in assumptions will affect the acerued benefit obligation of the employee future benefits and the fulure years’
amounts that will be charged 1o our results of operations or capitalized as the cost of fixed assets,

Goodwill and Asset Impairment

In assessing the recoverability of goodwill, we must moke assumptions regarding estimated future cash flows and other faciors 10
determine the fair value of the disrribution reporting unit. If these eslimates or their related assumptions change in the fulure, we may
be: required o record impairment charges relaied 1o goodwill. An impairment review of goodwill was camried out during 2010 and
we determined that the camying value of our goodwill has not been impaired.

Within our regukated businesses, carrying costs of our other assets are recovered in our revenue requirements and are included in
rale base, where they eam a refum. Such assets would be tested for impairment only in the even! that the OFB disallowed recovery
or it such a disallowance was judged Io be probable. We periedically monitor the assets of our unrequlated Telecom Business for
indications of impairment. No asset impairments have been recorded to date for any of our businesses.

STATUS OF OUR TRANSITION TO INTERNATIONAL FINANCIAL REPORTING STANDARDS (IFRS)

On February 13, 2008, the Canadian Accounting Standards Board [AcSB) confirmed that publicly accouniable enterprises will

be required to adopt IFRS in place of Canadian generally accepled accounting principles (GAAP) for interim and annual reporling
purposes for fiscal years beginning on or after January 1, 20171, with comparative data also repered under IFRS. On Seplember 10,
2010, the AcSB decided lo pemil raleteguloted entilies lo defer their adoption of IFRS for one year. We plan on adopiing the
one-year deferral and therefore will adopt IFRS for our fiscal year beginning on january 1, 2012

In anticipation of the 2008 decision from the AcSB, we commenced our IFRS conversion project in 2007 The project has four
separale phases: diagnosiic, design and planning, solution development, and implementation. We completed the diagnostic
phase in 2008, Itinvolved a highdevel review and identfication of the maijor differences between current GAAP and IFRS in all
subjec areas, resulling in the identification of the areas of accounling difference with the highes! polential 1o significantly impact cur

Cormpany.

In 2009, we completed the design and planning and the solution development phases of cur project, including substantial
completion of all aur policy analyses. We are currently engaged in the implementation phase which is the final phase of our project.
We are preparing lo begin tracking ocur comparative results under IFRS next year. Cur leams continue te monilor progress relative

to key milestones, monitor developments of both the International Accounting Standards Board IASB or the Board} and the AcSB,
update recornmendations and develop finandal reports. We conlinue lo have ongoing dialogue with cur external auditors about
possible cutcomes of our project.

We conlinue to evaluate the impads of current and prospective IFRS on all of our business activities, including those of our
subsidiaries and the impact on our enlitywide information systern. We are simullaneously analyzing the impacts of changes on our
disclosure controls and internal controls over financial reporting, cur debt covenanis and our perfomance measures. We continue
lo provide formal communications 1o cur employees. YWe have completed numerous siaff training sessions and will plan for fulure
fraining sessions as slandards conlinue 1o evolve.

Accounting Policies

The areas with the highest potential o significantly impact our Cormpany upon conversion to IFRS, identified during the diagnestic
phase, are regulatory assets and liabilities, fixed-assets, paymenls in lieu of corporale income taxes, employes future benefits, as
well as initial adoption of IFRS under the provisions of IFRS 1, First-Time Adaption of IFRS {IFRS 11,

Property, Plant and Equipment

Cn May 6, 2010, the IASB issued the omnibus Improvements fo FRS, which included an amendment 1o IFRS 1 applicable 1o entifies
with RRA. It includes transition relief for firsHime adopters by offering an oplional exemption 16 use the carrying amount of fixed assets
or intangible assets as deemed cost on the transition dale when the carrying amount indudes costs that would not otherwise qualify
for capiralization. We will elect this exernption for our regulated businesses.
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Regulotory Assets and Linbilities

RRA is not permitted under IFRS. RRA affects the timing of the accounling recognition of costs, revenues, losses and gains. The
inability to recognize regulatory assets and liabilities after implementing IFRS in 2012 will impact our statement of operations by
causing a change in the fiming of recognition of these amounts. In the absence of rateregulaled aecounting, the wiiteoff of cur
regulatory assels and regulatory liabiliies would have resulled in a net reduction to retained eamings of approximately $24% miflion
as at Decerber 31, 2010.

in-Progress Construction and Development

Current IFRS are significantly different from Canadian GAAP in terms of the expenditures that can be capitalized to inprogress
construction and development programs and projects. Certain fixed asset and intangible asset expenditures are ineligible for
capitdization under IFRS. In the absence of raterequlaled accounting, the eslimated impact on our financial statements would

have been a reduction of approximately $300 million in capital expenditures and an increase of approximately $300 million in
aperalions, maintenance and adminisration expenditures had this accounting been followed in 2010, For 2012 rates, the OFB
directed our Company to adopt this change in accounting classification for ineligible expenditures in determining the revenue
requirement of cur Transmission Business. We currently have approval for o deferal account for such expenditures within our
Distibution Business and we anlicipate applying for revenue requirement treatment, consistent with that directed for our Transmission
Business, in our next distibulion rate application.

Employee Future Benefits

In the absence of RRA, the continuation of accounting for expenditures rekated to employersponsored pension pans on a cash
basis is not permissible. Regulatory assets and liabilities, representing the cumulative difference between our Company’s pension
cantibutions currently accounted for on a cash basis at the direction of the requlator, and the costs that would be recognized on
an accrual basis under Canadian GAAP, would not meet the definition of assels or liabilities under IFRS and hence will require
derecognition at the IFRS ransition date. We have assessed our opfions with respect to the recognition of accumulated, unameriized
actuarial gains and losses associated with employment benefits. The possible altemaiives to account for these pension and other
employee benefit amounts include charging unamoriized actuarial gains and losses immediately upon adoption under IFRS 1 or
recognizing an adjusiment lo those amounts retrospectively to comply with IAS 19, Employee Benefits (IAS 191, In the absence of
rateregulated accounting, we intend to recognize a refrospective adjustment for these amaounts under IAS 19, without the IFRS 1
exemption. The impact of adepling IAS 19 retrospeciively ot Decernber 31, 2010 would have been a reduction io retained
earnings of $319 milion.

In April 2010, the IASB published an exposure draft, Defined Benefit Plans (Proposed Amendments 1o 1AS 19 Employee Benefits)
with significant implications for bath financial pasition and income reporting. Deferred recognition of actuarial gains and losses
would be eliminated and instead all changes in the defined benefit obligation and in the fair value of plan assets would be
recognized in the Staternent of Comprehensive Income when those changes occur. The exposure draft also proposed a new
presentation approach where the changes in the defined benefit cbligation and the fair value of plan assets would be segregated
and separately disclosed as service cost, finance cost and remeasurement adjusiments. Service cost and finance cost components
would be recognized in the Stalement of Operations. The re-measurement adjustments representing actuarial gains and kosses would
be recognized as part of other comprehensive income. As per the IASB's revised timeline, the final slandard is expected in the first
quarter of 2011 with an effective date not earlier than 201 3. The new accounting skandard when adopted in 2013 orin kater years
will result in higher volatility in the Statement of Comprehensive Income due lo the recognition of the full amount of aciuarial gains
and losses.

Poyments in Lieu of Corporate Income Toxes

We recognize fulure tax assets and liabililies in accordance with Canadian Insfitute of Charntered Accountants Handbook section
3465, Income Toxes, which was amended effeciive January 1, 2009 1o bridge the convergence to IFRS. As such, we have
determined that there is no potential for a significant impact for this class of transactions based upon contingent culcomes regarding
transactions for payrments in lieu of corporale income taxes. Without RRA, the impact on our provision for payments in lieu of
corporate income taxes would be recognized using the liakility method and there would be no requlatery accounts esiablished for
taxes to be recovered through future rates. As a resut the provision for Pils for the year ended December 31, 2010 would have
been higher by approsimately $100 million including the impact of a change in substantively enacted 1ax rates.
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OFB Consultation

On July 28, 2009, the OEB released some preliminary views on how regulatory reporting requirements will change in response lo
IFRS. The OFB has inifiated a second phase of its consultative pracess o amend certain regulatory instruments. We are continuing to
assess the impact of the OEB’s report and other recommendations on our IFRS conversion project.

On February 24, 2010, the OFB issued a lefter o all licensed elecrricity disiributors and rateregulated natural gas uilifies for the
purpose of clarfying the OEB's view released in July on accounting for overhead casts in the cost of new capilal works effective
January 1, 201 1. The OFB siated in the letter that it would be requiring full complianee with IFRS requirements, including those in
IAS 16, Property, Plant and Equipment (|1AS 16}, as applicable to norrregulated enterprises and only where the OEB authorizes
specific allernative treatrment for regulatory purposes is allernative reatment acceptable, We continue lo assess this guidance in light
of the AcSB's revised implementation date.

On November 8, 2010, the OFB published an amendrment to o report it made on its policy, Transition 1o Iniemational Financiol
Reporting Skandards. In response to the AcSB allowing raleregulated entities the option to delay their adoption of IFRS 1o january 1,
2012, the OFB has adjusted certain policy statements in the report to account for this choice.

On November 17, 2010, the OFB initiated @ working group to develop recommendations on how IFRS should be implemented
logether with IRM rate sefling as well as issues that impoct uiililies under costofservice. We are aclively participating in the werking
group.

Internal Control over Financial Reporting and Disclosure Controls and Procedures

We are conlinuously analyzing the impacts of changes on our disclosure conlrals and procedures and internal contrels aver financial
reporting as we praceed through our implementation of IFRS. Additional disclosure controls may be required to address firstiime
adoplion and additional intemal controls may be required to implement changes in our accounting policies and to support our
ongoing IFRS reporting requirements.

We have inftiated the process of analyzing our current disclosure control and procedure and internal control documentation to
identify changes required upon the adoption of IFRS. We have cotegerized each control process as low, medium or highimpact,
based on the currently assessed risk of @ major change being required upen implementation of IFRS. This ranking was completed
in the fourth quaner of 2009. We completed updating the documentation for all of the low and mediumisk processes with IFRS
implementation impact, including process documentation and risk and control matrices, during the second quarier of 2010.
Completion of our documentation revisions for our highrisk processes hod been put on held pending an anticipated decision from
the 1ASB on the dllowance of miterequlated accounting under IFRS due 1o the impact thar would have had on these processes. We
plan 1o inifiate the completion of the revisions to our highrrisk processes in the first quarter of 2011 now that there is certainty that
RRA will not be permitied upon cur adaption of IFRS. Once our highrisk process documentation has been updated, we will begin
walkthroughs of all of cur revised process and contral dacumentation for low, medium and highisk processes. At this fime we
estirnate that we will complete this on a limely basis for reporting under IFRS in 2012,

Financial Reporting Expertise

The project’s formal govemance structure includes a steering commitiee consisting of senior level management from finance,
information lechnology, reasury and cur operations organizations. Project status reporfing is provided lo senicr executive
managerment and ko the Audit and Finance Commitiee of our Board of Directors on a quarterly basis, or more ofen as necessary.

The Iraining of key finance and operational siaff cormenced in 2007 and has been ongeing. Training has also been given lo the
Audit and Finance Committee aind senior executive management lo communicate the key differences between Canadian GAAP and
[FRS, and to provide them with an overview of the key impodts conversion could have on our finandal statements. These groups are
updated as developments in IFRS continue. Due to the extensive siaffing requirements associated with such a largescale project, an
extemal expert advisor was engaged to assist with our IFRS conversion project, from the planning phase through to implementation.
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The Audit and Finance Commitiee and senior management continue o be updated for key developments in IFRS and their potential
impact on our financial siatements. Updates are provided on at least a quartedy basis. This will continue through to our conversion
to IFRS in 2012, During the third quaner we confinued to provide training to our key finance and operational staff. To date, they
have been trained in many key areos including property, plant and equipment, regulatory accounting, revenue recognition, labilities,
employee benefits, financial instruments and most recenily income taxes. In addition to sessions on specific lopics, we have alse held
one financial reporiing update session. During the next year, we will continue to provide IFRS financial reporting update sessions on
a reqular basis.

Business Activities

The Company has the cusiomary covenanis nomally associated with longterm debt. Among other things, our longerm debt
covenants limit our permissible debt as a percentage of cur total capitalization. Depending on the culcome of various exposure
drafts under IFRS, we coud undergo changes to our resulls that would impact our debt covenants. For example, covenants would

be impacied as a resull of de-recognition of requiaiory assets and liabilities, accounting for expenditures related 1o employer-
sponsored pension plans on on accrual basis versus a cash basis and the change in costs that are allowable versus disallowable for
capitalization as port of the cost of selfconsinicted assets. As part of our IFRS Iransition project, we have been analyzing the impact
of potential changes in accounting policy on cur debt covenants and communicating polential scenarios and impacts analyses 1o our
Audit and Finance Committee. Based on our current estimates, we would remain in compliance with our debt covenants. However,
we mel with our financial institufions and amended cur credit agreement with the syndicate of banks lo consider the potential impacts
that [FRS may have on our covenants. Specifically, the caleulation of our debt 1o total capitalization ratio was modified under this
agreement for certain ilems to factor in IFRS impacts, such that the debt to tokal capitalization ratio s representative of what it was
prior io IFRS. The same ralio is used to support the indenture agreement with our bondhclders. Given our curent estimales, the
indenture agreement was not updated at that lime because we anticipated that we would remain within the threshold for our debt o
capitalization ralic given the information available at the time. We have continued o monitor the impact of conversion on our debt
covenants as IFRS develops and as we finalize our policy choices under IFRS. With the recent deferral of the IASB RRA project, we
intend lo re-assess the impact on our debt to capilalization ratic and identify appropriate next sleps.

information Technology (IT) Systems

As part of an entitywide system improvement project, many of our major financial systems were replaced in 2008 and 2009, To
ensure that the fulure requirements of IFRS would be met, common team members were included within the govemance structure of
our IFRS project and the new enlity-wide sysiem implementation leam. At the same time, members of the IFRS implementation team
were involved in the design of our new enlitywide system. 1T implications were identified and assessed during our diagnestic and
design and planning stages of our IFRS project and were incorporated in the project’s solution development siage. For example,
the new systern has been configured 1o track deprediation on a component level, based on the useful iife of the osset, as curently
required under IAS 16. The new system has also been configured 1o Irack allowable versus disallowable cosls for capitalization
under IAS 16. The system was designed with the maximum flexibility given the uncertainty of the culcome of certain impactive IASB
projects at the fime. When the AcSB deferred implementation of IFRS for mie-reguialed entities, we began making the required
changes to continue reporting under Canadian GAAP until january 1, 2012, We have subsiantially completed required changes
1o our systems in order lo have them ready 1o report under IFRS beginning on Jonuary 1, 2012, with comparatives.

Environmental Reporting

We currenily record environmental liabilities for the esimated fulure expendilures to comply with regukations that require us to
remedialte ceriain environmental issues. Specifically, we have obligations related o PCBcontaminaled equipment, chemically-
conlaminated lands adjacent to certain of cur properties, and buildings that have asbesios- containing materials. We also currently
record an asset refirement obligation (ARO) for the removal and dispasal of asbesioscontaining materials from some of our buildings.
These obligations are recorded based on the present value of the fulure estimated cash flows. Under Canadian GAAP this present
value is calculoted using o fixed discount rate which is the creditadjusted riskfree rate ar the date of recognition. When we Iransition
to IFRS, we will be required to reassess this discount rate and, as it will no longer be fixed, we will be required to adjust it ot each
balance sheet date. The impoct of this change on our recorded cbligalions cannot be predicted at this lime as it will depend on
future economic conditions.

HYDRO OME ANNUAL REPORT 2010



MANAGEMENT'S DISCUSSION AND ANALYSIS

Under Canadian GAAP an ARO exists where there is a legal obligation 1o remove and dispose of an asset or remediale a
contaminated site. Under IFRS an ARD also includes obligations that are net legal but which are consiruciive in nature. Such a
constructive obligation may be inferred from other factors such as a reporling enlerprise’s policies, actions or public sialements. Under
IFRS, new construclive obligations will be recorded as AROs in cases where we expect that specific lands will no longer be used for
operational purposes and where we expect o remove assels o remediale properties.

DISCLOSURE CONTROLS AND INTERNAL CONTROLS OVER FINANCIAL REPORTING

Consistent with Iransilioning our financial sysiems 1o an SAP enterprise-wide platform as part of the entity-wide information system
replacement and improvement project, we successfully implemented various Finance, Human Resources, Payroll and Investrment
Management modules in 2009. The reporting tool Business Inielligence/Business Warehouse was dlso implemented. This
implernentation included new controls over Intemal Conirols over Financial Reporting (ICFR) and the replacement of sther controls
in the previous environmenl. Cur process documentation has been updated and the design and effectiveness of the conirols have
been tested.

A Supply Chain Enhancement Project 1o develop an operaling framework that oullines the stralegy and objectives of supply chain
is expecied to be completed in 2011, The resulling new processes are currently being reviewed lo assess the impadt on the conirol
environment. Process documents will be updated and controls will be tesied for design and operating effectiveness in 2011,

In compliance with the requirements of National Instrument 52-109, Certification of Disclosure in Issuers’ Amnual and Interim Filings,
our Certifying Officers have reviewed and ceriified the Consclidated Financial Statementis for the year ended December 31, 2010,
logether with other financial information included in our annual securifies filings. Our Certifying Officers have also cerified that
disclosure controls and procedures [DC&P) have been designed to provide reasonable assurance that material information relating to
our Company is made known within our Company. Based on the evaluation of the design and operation of our DC&P, our certifying
officers concluded that our DCEP was effective as at Decerber 31, 2010 Further, our Centifying Cfficers have also certified that
ICFRs have been designed Io provide reasonable assurance regarding the reliability of financial reporting and the preparation

of finandial sialements. Based on the evaluation of the design and operating effectiveness of the Company’s ICFR, cur Centifying
Officers conduded that our ICFR was effeciive as at December 31, 2010.

SELECTED ANNUAL INFORMATION
The following table sets forh audited annual information for each of the three years ended December 31, 2008, 2009 and 2010.
This information has been derived from our audited annual Consclidated Financial Statements.

Consolidated Statements of Operations

Yeor ended December 31 {Caonadion doflars in mibions, except

earnings per common shore) 2010 2009 2008
Revenues 5,124 4,744 4,597
Net income 501 A0 498
Basic and fully dilued eamings per common share 5,727 4528 4,797
Consolidated Balance Sheets

Year ended December 31 {Conadion doflars in millions, except cash

dividends per shore) 2010 2009 2008
Total assets 17,322 15,635 13,878
Total longrterm debt 7,778 6,881 6,133
Cash dividends per common share 100 1,700 2,410
Cash dividends per prefered share 1.375 1.375 1.375
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OUTLOOK

To achieve our vision to be the leading elecrricity delivery company in North America, we will continue o concentrate on our
srategic abijectives of safely, customer safisfaction, innovation and connecling renewable energy, reliability, prolection of the
environment, recruitment and knowledge relention, shareholder value and productivity. We work in an environment where safety

is of the utmost imporlance. Our people underpin everything we do, and as such, we remain resolute in our commitment to safety:
We will continue to focus our effarts 1o improve our cusiomers’ satisfaction by mainiaining operational excellence through our

efforts 1o innovate and o renew ransmission and distibution systems. In particular, we will focus on targeted invesimens lo address
overloaded or aging equipment at customer delivery points, power quality and network performance necessary lo improve reliability,
which will in tum improve cusiomer satisfaction. We will also continue to assist cusiomers in undersianding and managing the
impacis of building a clean energy future.

The LTEP continues the energy sirategies sel oul in the GEA introduced in 2009. The need 1o rapidly reduce the energy seclor’s
carbon footprint dominates current environmental decisiorrmaking, leading 1o high expectation for immediate oclion and expansion
of clean energy supply. Emerging technologies and the need to connect clean and renewable generation challenges our
Transmission and Distribution Businesses lo recalibrate and establish a more flexible and smart elearidity grid.

We are planning significant investments in Iransmission and distribution infrastruciure and the continued proactive mainienance of our
assels 1o ensure the electricity system’s reliability in the public interest. Our invesiment plan supports the achievement of the Province's
phase-cut of coaHired generation, renewable and nuclear objectives, facililates the development and use of renewable energy
resources, promates system efficiency, sustains equipment performance, meets customers’ service quality needs and facilitates the
integration of new supply.

In 2010, the OEB approved our 2011 disiribution rates with a revenue requirement of approximately $1,218 million. The revenue
requirement approved was lower than requesied, but should continue to support our work programs necessary fo suskain our crilical
infrastructure, increase reliability through enhanced foresiry management, support the smari meler requirernients and invest in a
susiainable electricity system that supperis renewable generation. We will monitor and address any associated risks should they
arise. We will be preparing evidence 1o support a potential distibution rate application for the years 2012 and 2013.

In early 2011, the OFB approved our 2011 and 2012 transmission rales, with revenue requirements of approximately

$1,346 million and $1,658 million, respectively. The approved revenue requirements will conlinue to support aging critical
infrasiructure, area supply projects and the Province's policy objectives. The 2012 revenue requirement includes the OEB's direction
o adopt IFRS accouniing for indirect overheads capitdlized resulling in a $200 million shift between capilal expendilures and
operating expenses.

The aciual timing and expenditures in our plan are predicated on oblaining various approvals including OEB approvals and
environmenial assessment approvals; successful negotiations with cusiomers, neighbouring uillilies and olher siakeholders; and
consuhtations with First Nations and Métis communilies. Further, we have made assumplions in the plan regarding cost responsibility
and funding, consistent with the GEA regulations and amended T5C and DSC.

As sewards of significant eleciricily assels, we are commitied 1o the protection and sustainment of the environment for future
generations. We are working lowards being an environmental leader in our industry, by distribuling clean and renewable energy,
by upgrading our eleciricity grid, by minimizing the impadts of cur own operations, and ensuring that environmenkal factors are
considered in making our business decisions. Our commilment 1o the environmeni has been recognized by Canada’s Energy,
Environment and Excellence group and Corporate Knighls magazine.
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Key enablers of the successful implementation of our work program are our human and maleriol resourcing strategies. Our hurnan
resource strategy is focused on hiring through our asseciation with universities, colleges and our unions, as well as skills development
and retention. Signficant refirement projections and increasing work volumes will resull in an unprecedented number of new hires

in the near term. With regard lo materials, we are seeing increasing lead times and costs as market shortages emerge globally.
Consequenlly, materials sourcing strategies continue to be developed and implemented to ensure the availability of materidls 10
support our work prograrms.

\We remain commilted o a prudent and measured approach to distribution rfionalization. In October 2009, the Government
announced its intention o make the exemption from the eleciricity transfer tax permanent for ransfers of eleciricity assets within the
public sector. We have considered and will continue to consider and respond to opportunities for acquisitions or divestitures, on a
voluntary and commercial basis. The investment plan does not include any funding for any LDC acquisitions o divestitures.

We will continue 1o increase enterprise value through productivity improvements and coseffeciiveness driven by technology. Over the
last two years, we have replaced most of our core systems with an enterprise-wide information technology sysiem. We will leverage
this invesiment as a plaform for further effectiveness and efficiency gains, including enhancements in strategic sourcing. In addition,
significant opporturnity resides with smart meters and the proliferalion of a smart grid, including energy efficiency, demand response
and distibuted-resources technologies.

Through the autlock periad, we anticipate no changes to our role within the indusiry and expect that cur financial returns will be
sufficient to maintain our credit quality.

APPOINTMENT OF JANET HOLDER
Onuly 1, 2010, Janet Holder was appointed lo cur Board of Directors. Ms. Holder is the President of Enbridge Gas Disribution
and serves on the Board of Governors al the University of New Brunswick.
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FORWARD-LOOKING STATEMENTS AND INFORMATION

Our oral and written public communications, including this document, often contain forwardHooking siatements that are based on
current expectations, estimates, forecasts and projections about our business and the industry in which we operate and include
beliefs and assumptions made by the management of our Company. Such siatements include, but are not limited lo sialements about
our sirategy and our performance measures and fargets; skalements related 1o the IPSP; siatements about smart meters including
their capabilities, their timing of installation and our focus on building an advanced distribution solution that will leverage our

smart meler investment; expectations regarding developments in the statutory and operating framework for electricity distribution
and transmission in Ontario including the impacts of changes 1o codes, licences, rules, new regulatory guidelines, tariff rate
changes, cost recovery, retum on equily, rale structures, revenue requirements and impacts on an average cusiomer’s total bill;
expeciations regarding the timing and content of applications to, hearings with and decisions from the OEB and other regulatory
bodies: siatements rekated to the LTEP; expeciations regarding the OEB's Framework for Transmission Project Development Plans;
staterents about cutstanding legal proceedings; siatements regarding fime-ofuse billing; expectations regarding fuure renewable
energy generation; siatements regarding our liquidity and capital resources and their use; expectations regarding our financing
activiies, including our capilal management objectives and our ability to access the capilal markets; expectations about our
maturing debt and inlerest payments; expectations regarding the results of our ongoing and planned projects and/or inifiatives

and their completion dates; statements regarding expected future capital expenditures, the timing of these expenditures and our
investment plans; skatlements regarding contractual obligations and other commitments; siatements regarding the effect of load on
our revenue including the anticipated impact of CDM programs; the effect of interest rates on our revenue requirements and results
of operations; skatements regarding the estimated impact of changes in the forecasied long-tem Government of Canada bond vield
on our resulls of operations; impacs o our business in respect of the adequacy and timing of supply of materials, supplies and
services and credit risk of our counterparties; expeckations regarding future pensicn contributions, effect of health care cost rend

on the future benefits costs and the performance of aur pension plan; the possibility of the Province making declarations pursuant

to our memorandum of agreement with them; stalements regarding possible future actions of the Province and regulatory bodies;
expeciations regarding connections of new generation to cur Iransmission and disribution systems; expectations regarding asset
condition; statements regarding workforce demographics and the market for skilled kabour; statements regarding the amount and
liming of future estimated environmental expenditures, including with respect to LAR and PCBs; siatements about future asbestos
removal expenditures and asset refirement obligations; expectations regarding our information technology strategy and enterprise
reporting sysiem; the possibility that we could in fulure decide 1o issue foreign curencydenominated debt; expectalions regarding
anlicipated expenditires associated with Iransferring assets located on Indian lands; siarements about our cutsourcing arrangement
with Inergi LP; statements regarding provincial ownership of our transmission cortidors; statements about eritical accounfing esiimates;
staternents about IFRS, our conversion to IFRS and the sffect of the absence of rate-regulated accounting under IFRS; statements about
the outlook period including cur expectations regarding our role within the indusiry, cur financial retums, our credit rmting and credit
quality and structural changes to our Company. Words such as "expect,” "anticipate,” “intend,” "attempt,” “may,” *olan,” “will”,
“believe,” “seek,” “estimate,” “goal,” *aim,” “target,” and variations of such words and similar expressions are intended to identify
such forwarddooking statements. These staterents are not guarantees of future performance and involve assumptions and risks and
uncertainties that are difficult to predict. Therefore, actual outcomes and resulls may differ materially from what is expressed, implied
or forecasted in such forwardlocking siatements. We do not intend, and we disclaim any obligation to update any forward-locking
statements, except as required by law.

These forward-acking statements are based on a variety of factors and assumptions including, but not limited to the following:

no unforeseen changes in the legislaiive and operating framework for Oniario’s electricity market; no unfavourable decisions from
the OFB and ofher regulatory bodies concerning outstanding rate and other applications; no delays in obtaining the required
approvals; no unforeseen changes in rate orders or rate siructures for our Disribution and Transrission Businesses; a stable regulatory
environment; the preparation of business plans, regulatory filings and future capital expenditures on the basis that commencing
2011 rateregulated accounting will not be permitied under IFRS; no unfavourable changes in environmental regulation; and no
significant event occurring outside the ordinary course of business. These assumptions are based on infomation currently available 1o
us, including information obiained from thirdiparty sources. Actual results may differ materially from those predicted by such forward-
looking statements. While we do not know what impact any of these differences may have, our business, resulis of operations,
financial condiion and our credit stability may be materially adversely affected. Fadors that could cause actual results or oucomes
o differ materially from the resulls expressed or implied by forwarddooking statements include, among other things.
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the impact of the GEA and the LTEP, including unexpecied expenditures arising therefrom;

the risk that previously granted regulatory approvals may be subsequently challenged, appealed or overtumed;

public opposition o and delays or denials of the requisite approvals and accommodations for cur planned projects;
the risks associated with being controlled by the Province including the possibility that the Province may make declarations
pursuant to the memorandum of agreement, as well as potential conflicis of inlerest that may arise between us, the Province
and related parties;

the: risks associated with being subject to exiensive regulation indluding risks associated with OEB aclion or inaction;
the fiming and results of requlatory decisions regarding our revenue requirements, cost recovery and rates, as well as
changes to nies under various regulatory body review,;

the potential impact of CDM programs on our load and cur revenues;

unanticipated changes in electricity dernand or in our cosls;

the risk that we are not able to amange sufficient costeffective financing to repay maturing debt and o fund capital
expenditures and other obligations;

the risks associated with the execution of cur capital and cperation, maintenance and administration prograrms necessary
lo maintein the performance of our aging asset base;

the risk that we may not recover all of our project costs to prepare a bid associated with the OEB's Framework for
Transmission Project Development Plans;

the risk that we will be unable 1o source the materials necessary to support our work programs;

the risks refated to our workforce demographic and cur potential inability to atiract and retain qualified personnel;

the risk that assurnptions that form the basis of our recorded environmental liabililies and related regulatory assets may
change;

the risk of cumrently undetermined future asbestos removal costs;

the risk fo our faciliies posed by severe weather conditions, natural disasters or catasirophic events and our limited
insurance coverage for losses resulting from these events;

the risks associated with information system security and with maintaining o complex information technology systems
infrastructure and transitioning most of our financial and business processes o an integrated business and financial
reporting systern;

future interest rates, fulure investment retums, inflation, changes in benefits and changes in actuarial assumptions;

the risks associated with changes in interest rates;

the inability to negofiate collective agreements consisient with our rale orders or in a timely fashion and the potential for
labour disputes;

the risk that we may incur significant cosis associated with transferring assets located on Indian lands;

the potential that we may incur significant expenses to replace some or all of the funcrions currenty outscurced it our
agreement with Inergi LP is lerminated;

the impact of the ownership by the Province of lands underlying our ransmission system; and

the impoct of the final cutcome of the exposure draft on raterequlaled accounting under IFRS.

We caution the reader that the above list of factors is not exhaustive. Some of these and other faclors are discussed in more deiail
in the section "Risk Management and Risk Factors” in this Managements Discussion and Analysis [MD&A). You should review this
section in detail.

In addition, we caution the reader that information provided in this MD&A regarding our outlock on certain matiers, including future
expendilures, is provided in order o give context 1o the nature of some of our future plans and may not be appropriate for other

purposes.

This MD&A is dated as at February 10, 2011, Additional information about our Cormpany, including our Annual Inforrmation Form,
is available on SEDAR at www.sedar.com.
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The Consclidated Financial Statements, Management's Discussion and Analysis "MDEA") and related financial information
presented in this Annual Report have been prepared by the management of Hydro One Inc. ["Hydro Cne” or the *Campany®).
Management is responsible for the integrity, consistency and reliability of all such information presenied. The Consolidated Financial
Staternents have been prepared in accordance with accounting principles generally accepted in Canada and applicable securities
legislation. The MD8A has been prepared in accordance with National Instrument 51-102, Part 5.

The preparation of the Consclidated Financial Siatements and information in the MD&A involves the use of estimates and
assurplicns based on management’s judgement, particularly when transaclions affecting the cumrent accounting periad cannot be
finalized with certainty uniil future pericds. Estimates and assumptions are based on historical experience, current conditions and
various other assumptions believed 1o be reasonable in the circumstances, with critical andlysis of the significant accounting palicies
followed by the Company as described in Note 2 1o the Consolidated Financial Statements. The preparation of the Consolickited
Financial Stalements and the MD&A includes information regarding the estimated impact of future evenis and ransactions. The
MDBA also includes information regarding sources of liquidity and capital resources, operating Irends, risks and uncertainties. Actual
results in the fulure may differ materially from the present assessment of this information because future events and circumstarces may
not occur as expected. The Consolidaled Financial Statements and MD&A have been propery prepared within reascnable limits of
materiality and in light of information up to February 10, 2011,

In meeting its responsibility for the reliability of financial information, management maintains and relies on a comprehensive system
of inlernal control and intermnal audit. The system of internal control includes a written comporale conduct policy: implementation of a
risk management framework; effective segregation of duties and delegation of autherities; and sound and conservative accounting
policies that are regularly reviewed. This structure is designed 1o provide reasonable assurance that assels are safequarded and that
reliable information is available on a timely basis. In addiion internal and disclosure controls have been documented, evaluated,
tested and identified consistent with National Instrument 52-109 (Bill 198). An internal audit function evaluales the effectiveness

of these internal controls consistent with its annual audit plan and reports its findings to management and the Audit and Finance
Commitiee of the Hydro One Board of Directors, as required.

The Consolidated Financial Statements have been examined by KPMG ULP, independent external auditors appainied by the Hydro
One Board of Directors. The external auditors’ responsibilily is to express their opinion on whether the Consclidated Financial
Siatements are fairly presenied in accordance with accounting prindples generally accepled in Canada. The Independent Auditors’
Report, which appears on page 43, oullines the scope of their examination and their opinion.

The Hydre One Board of Directors, through its Audit and Finance Committee, is responsible for ensuring that managernent fulfills its
responsibililies for financial reperiing and inlemal controls. The Audit and Finance Commiltee of Hydro One met periadically with
management, the inlernal auditors and the exiernal auditors o salisfy itself that each group had properly discharged its respective
responsibility and 1o review the Consclidated Financial Statements before recommending approval by the Board of Direciors. The
external auditors had direct and full access to the Audit and Finance Commitiee, with and without the presence of managemen, to
discuss their audit and their findings as 1o the integrity of the financial reporiing and the effediveness of the system of internal contrals.

The Company’s President and Chief Executive Officer and Execulive Vice-President and Chief Financial Officer have certified Hydro
One’s annual Consolidkated Financial Statements and annual MD8A filed under provincial securities legislation, relaled disclosure

controls and procedures and the design and effectiveness of related inlernal controls over financial reporting pursuant to National
Instrument 52-109.

On behalf of Hydro One Inc.’s management:

Laura ormusa Sandy Struthers
President and Chief Executive Officer Executive VicePresident and Chief Financial Officar
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INDEPENDENT AUDITORS'

To the Sharehalder of Hydro One Inc.

We have audited the accompanying consolidated financial staterents of Hydro One Inc., which comprise the consolidaled balance
sheets as at December 31, 2010 and December 31, 2009, the consolidated statements of operations and comprehensive income,

refained eamings and acaumulated other comprehensive income, and cash flows for the years then ended, and notes, comprising a

summary of significant accounting policies and other explanatory information.

Management’s Responsibility for the Consolidated Financiol Statements

Managerent is responsible for the preparalion and fair presentation of these consolidated financial staternents in accordance with
Canadian generally accepled accounting principles, and for such internal control as management determines is necessary lo enable
the preparation of consolidated financial skatements that are free from material misstatement, whether due 1o fraud or error.

Auditors’ Responsibility

Cur responsibilily is to express an opinion on these consolidated financial statements based on our audits. We conducted our

audits in accordance with Canadian generally accepred auditing standards. Those standards require that we comply with ethical
requirements and plan and perform the audit to oblain reasonable assurance about whether the consolidated financial siatements are
free from material missiaternent.

An audit involves performing procedures 1o obtain audit evidence about the amounts and disclosures in the consolidated financial
skaternents. The procedures selected depend on our judgment, including the assessment of the risks of material misstatement of the
consolidated financial sialements, whether due to froud or error. In making those risk assessments, we consider intemal control
relevant to the entily's preparation and fair presentation of the consolidated financial staterments in order to design audil procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal
conirol. An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting
estimates made by management, as well as evaluating the overall presentation of the consolidated financial slalernents.

We believe that the audit evidence we have obtained in cur audils is sufficient and appropriate 1o provide a basis for our audit
opinion.

Opinion
In our opinion, the consclidated financial stalements present faidy, in all malerial respecis, the financial position of Hydre One Inc.

as at December 31, 2010 and December 31, 2009, and the resulls of its operations and its cash flows for the years then ended in
accordance with Canadian generally accepted accounting principles.

&P ¥
7

Chartered Accouniants, licensed Public Accountants

Toronte, Canada
February 10, 2011
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CONSOLIDATED STATEMENTS OF OPERATIONS

Year ended December 31 {Canadian doflars in millions, except per shore omounts) 2010 2009
Revenues
Transmission (Note 16} 1,307 1,147
Distibution {Nofe 16} 3,754 3,534
Other 63 63
5124 4,744
Costs
Purchased power {Note 16} 2,474 2,326
Operation, maintenonce and adminisiration {Note 16) 1,078 1,057
Depreciation and amortization (Nore 3] 583 537
4,135 3,020

Income before financing charges and provision for

payments in lieu of corporate income taxes 989 824
Financing charges {Nofe 4) 342 308
Income before provision for payments in lieu

of corporate income taxes 647 516
Provision for payments in lieu of corporate

income laxes [Notes 5 and 16} 56 46
Net income 591 470
Other comprehensive income - -
Comprehensive income 591 470
Basic and fully diluted earnings per

commeon share [Conadion doliars) {Note 15) 5727 4,528
CONSOLIDATED STATEMENTS OF
Year ended December 31 [Canadian doflors in millions) 2010 200
Retained earnings, January 1 1,791 1,497
Change in accounting policy for the recognition of future income

tax assets and liabiliies Note 2) - 12
Nel income 5N 470
Dividends (Note 15 {28) {188]
Retained earnings, December 31 2,354 1,791

See auompanying nofes to Consolidated Fnanciol Staements.
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NTS OF ACCUMULATED

N,

CONSOLIDATED STATEME

Year ended December 31 {Canadion doflars in millions) 2010 2009
Accumulated other comprehensive income, January 1 {10} {10}
Cther comprehensive income - -
Accumulated other comprehensive income, December 31 {10} {10}

CONSOLIDATED =

December 31 [Conadion dollors in milfions) 2010 2009
Assets
Cumrent assets:
Cash 33
Shortterm invesiments [Note 17} 139
Accounts receivable [net of allowance for doubiful
accounts - $25 million; 2009 - $25 million} (Note 16} 1 843
Regulatory assets (Note 8} 42 72
Materials and supplies 21 21
Future income tax assels [Note 5) as 21
Cther 8 16
1,189 973
Fixed assels {Note &}
Fixed assels in service 19,767 18,407
less: Accumulated depreciation 7,247 6,815
12,520 11,562
Consiruction in progress 1,402 1,256
Future use land, components and spares 139 150
14,061 12,608
Cther longHerm assets:
Regulatory assets Nofes 8 and 22} 1,013 858
Deferred pension asset {Noke 12} 460 424
longterm investment {Note 9 249 -
Intangible assets (net of accumulated amortization) (Noses 2 end 7} 189 218
Goodwil 133 133
Future income Kax assets {Notes 2 and 5) 19 18
Other 9 13
2,072 1,664
Total assets 17,322 15,635

See acampanying nokes to Comsolidaed Hancial Stitements.
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CONSOLIDATED

December 31 {Conadian dollars in millions) 2010 2009
Liabilities
Current liabiliies:
Bark indebledness - 26
Accounts payable and accrued charges Notes 13 and 16 884 800
Regulatory liabiliies Note 8) 72 100
Accrued interest 84 74
Shortterm notes payable - 55
Longem debt payable within one year Nore 9) 500 6500
1,540 1,655
longterm debt Note @) 7,278 6,281
Other longterm liabilities:
Employee future benefits other than pension {Note 12} 980 40
Regulatory liabiliies (Notes 8 and 22) 540 489
Future income tax liabilites (Notes 5 and 22} 693 533
Environmental liabilities {Note 13) 287 303
Asset refirement obligations {Nore 14) 11 -
Longterm accounts payable and other liabilities 12 16
2,523 2,281
Total liabilities 11,341 10,217
Conlingencies and cormitments {Notes 18 and 19)
Shareholder’s equity {Nore 15)
Preferred shares {authorized: unlimited; issued: 12,920,000} 323 323
Common shares [authorized: unlimited; issued: 100,000} 3,314 3,314
Retained earnings 2,354 1,721
Accurmnulated other comprehensive income {10} {10}
Total shareholder’s equity 5,981 5418
Total liabilities and shareholder’s equity 17,322 15,635

See asompanying notes to Consolidated FHnancial Skierents.

On behalf of the Board of Directors:

James Amett
Chair

Michael |. Mueller
Chair, Audit and Finance Committee
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CONSOLIDATED STATEMENTS

Year ended December 31 (Canadion dollors in millions) 2010 2009
Operating activities
Net incorme 591 470
Envirenmental expenditures (an %
Adjusimenis for noncash ilems:

Depreciation and amortization lexcluding removal costs) 526 487

Regulatory asset and liability accounts {10} {34)

Future income taxes {8) 16

Asset refirement obligation 4

Other 1 -

1,087 Q30

Changes in noncash balances related

1o operafions (Noe 17) 77 {38)
Net cash from operating activities 1,164 8§92
Financing activities
longerm debt issued 1,500 1,150
long-term dekbt refired {600} {400)
Shortiemn notes payable {55) 55
Dividends paid {28 {188}
Other - 2
Net cash from financing activities 817 619
Investing activities
Capital expenditures

Fixed assels {1,557} {1,473}

Iniangible assets {13} {93

{1,570 {1,566

long-erm invesiments (250 -
Cther assets a7 13
Net cash used in investing activities {1,783} {1,553
Net change in cash and cash equivalents 198 {42
Cash and cash equivalents, January 1 {26} 16
Cash and cash equivalents, December 31 Nose 1) 172 {26

See accompanying notes to Comsolidded Fnancial Statements.
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NOTES TO CONSOLIDATED

1. DESCRIPTION OF THE BUSINESS

Hydro One Inc. {Hydro One or the Company) was incorporated on December 1, 1998, under the Business Corporations Act
[Ontario} and is wholly owned by the Province of Ontario (e Province). The principal businesses of Hydro One are the transmission
and distribution of electricity 1o customers within Cntaric. These businesses are regulated by the Ontario Energy Board (OEB).

2. SIGNIFICANT ACCOUNTING POLICIES

Basis of Consolidation

The Consolidated Financial Staternents include the accounts of the Company and its whollyowned subsidiaries: Hydro One
Networks Inc. {Hydro One Networks), Hydro One Remote Cornmunities Ine. (Hydro One Remote Communilies), Hydro One
Brampton Networks inc. {Hydro One Brampton), Hydro One Telecom Inc., Hydro One lake Erie link Management nc. and
Hydro One lake Erie Link Company Inc.

Basis of Accounting
The Consolidated Financial Siaternenis are prepared in accordance with accounting principles generally accepted in Canada
[{Canadian GAAP).

Rate-setting
The rates of the Company's elecrricily Transmission and Distibution Businesses are subject 1o regulation by the OEB.

Transmission

On August 16, 2007, the OEB issued iis decision in respect of Hydre One Networks’ 2007 and 2008 transmission rate
application. As part of that decision the OEB approved the disposition of export and wheeling fees liability and the transmission
marketready regulatory asset, which was factored inio rates and refunded to customers over the fouryear pericd ending
Decermber 31, 2010.

On May 30, 2008, Hydro One Networks submitted an application to the OEB to adjust Uniform Transmission Rates [UTRs) effective
January 1, 2009, On August 28, 2008, the OEB approved the application allowing Hydro One Networks to recover revenues
consistent with the OEBapproved 2008 revenue requirement which reflected the full repayrment 1o customers of the amounts recorded
in the Earnings Sharing Mechanism and the Revenue Difference Deferral Account ot the end of 2008.

To achieve the necessary funding in support of required infrastructure, Hydro One Networks filed o ransmission rate application
for 2009 and 2010 rates in September 2008. The application sought OEB approval for revenue requirements of approximately
$1,233 million and $1,341 million, based on a retum on equity of 8.53% and 9.35% for 2009 and 2010, respectively. On
May 28, 2000, the OEB issued is decision in respect of this application. The decision, which was effective July 1, 2009, resulied
in reduced revenue requirements of $ 1,180 million and $1,240 million in 200 and 2010, respecively, primarily due 1o a lower
approved return on equity. The OEB decision disallowed development capital expenditures of $180 million for 2010, but agreed
to reconsider the projects if additional evidence was provided. On Seprember 4, 2009, Hydro One Networks filed the additional
evidence on wo projects amounting to approximately $ 160 million in capital expenditures. The OEB approved the supplemental

evidence for inclusion in Hydro One Networks' 2010 rates. This resulied in a revised revenue requirement of $1,257 million for
2010, on the basis of an updated return on equity of 8.39% for 2010.
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On May 19, 2010 Hydro One Networks submilled an application for 2011 and 2012 ransmission rales in continued support of
ils aging critical infrastructure and the supply mix objectives for generation, including offcoal inifiatives and infliation of invesimenis

in suppon of the Green Energy Act {GEA). This application sought the approval of revenue requirements of approximaiely
$1,446 million for 2011 and $1,547 million for 2012

On December 23, 2010, the OFB issued its decision effective january 1, 2011 which resulied in revenue requirements of

$1,346 million for 2011 and $1,658 million for 2012. The change in our 2012 revenue requirement resulied in a higher revenue
requirement than originally subrmilied due to the OEB direciing Hydro One to adopt IFRS accounting for overheads capitalized
resulling in a $200 million increase in 2012,

Distribution

On December 18, 2008, the OEB issued a decision approving substantially oft work program expenditures effective May 1, 2008,
for implementation on February 1, 2009. The OEB also approved recovery of cur sman meter expenditures made prior o the end of
2007 . The decision approved the esiablishment of the revenue recovery account Rider 4) 1o record the revenue differential behween
exisling distibuticn rates and new rates. Rider 4 is being recovered over a 27-month periad commencing February 1, 2009 and
ending April 30, 2011.

In late 2008, Hydro One Networks filed an incentive regulation application for 2009 rates, with an update filed in january 2009,
o reflect the impact of the 2008 disiibution rate decision. The application was filed on the basis of the OEB's third-generation
Incentive Regulation Mechanism {IRM} process, which adjuss rates by considering inflation, produciivity rargels, significant events
outside the control of managerment and a capital adjustment mechanism to recover costs for new incremental capital coming in
service beyond a prescribed threshold. On May 13, 2009, the OB released iis decision approving the basic IRM increase and
the $1.65 per month per melered customer for smart meters. The revised rates were approved effective May 1, 2009, with an
implementation date of june 1, 2009

In 2009, Hydro One Networks filed a costobservice application with the OEB for 2010 and 2011 distibution rates refleciing the
Comparty'’s plan to invest in its network assels to meet objeclives regarding public and employee safely; requlaiory and legislative
compliance; mainienance of syster security and reliability of systermn growth requirements; and investments required by the GEA.
The application sought CEB approval of revenue requirements of approximately $1,150 million and $1,264 million for 2010 and
2011, respedively.

On April 9, 2010, the OEB released its decision approving revenue recuuirements of $1,146 million for 2010 and $1,236 million
for 2011 to support the necessary work programs, the implementation of the GEA and the insiallation of smart meters. The OEB also
approved cerlain disiribulion-relared deferral account balances sought by Hydro One Networks in its application including retail
setffement variance accounts, regulalory asset recovery account |, retail cost variance accounts and smart melers. The OFB ordered
that the approved balances be aggregated inio a single regulatory account {Rider 6} 1o be recovered aver an 18-month peried from
May 1, 2010 to December 31, 2011

On November 1, 2007, Hydro One Brampion filed an application for 2008 rates on the basis of the OFBS secondgeneration IRM
policy which incorporates an CEB-approved formula that considers inflation and efficiency largets. On March 19, 2008, the OFEB
released ils decision. The revised rates, including an amount of 67 cents per manth per melered customer for smart melers, were
approved with an implementation date of May 1, 2008,

Cn Noverber 7, 2008, Hydro One Brampilon filed an application on the same basis for 2009 distibution rates. On March 13,
2009, the OEB released it decision and approved the submission on the basis of its second-generation IRM policy. The revised

rakes, including an amount of $1.00 per month per metered customer for smart melers, were approved for implementation effective
May 1, 2009

On November 6, 2009, Hydro Cne Brampion filed an application for 2010 distribution rates on the basis of the OFB's second-
generation IRM precess. On April 13, 2010, the OFB released its decision regarding this rate application approving our submission
on the basis of the OEB’s costofcapital and second-generation IRM policies. The revised rates had an implementation date of

May 1, 2010,
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On August 29, 2008, Hydro One Remate Communities filed a 2009 costofservice rate application proposing
an increase of about $10 million over the 2006 approved revenue requirement as a result of increased fuel
costs. On April 30, 2009, the OEB issued o decision regarding this rate application approving all work
program expenditures effective May 1, 2009

On November 4, 2009, Hydro One Remote Communities filed an application for 2010 distibution rates under
the OEB's third-generation IRM, seeking approval of an increase to basic rates for the distribution and generation
of electricity effective May 1, 2010. The increase reflects the standard inflationary adjustments incorporated

in the third-generation IRM applications. On Aprl 14, 2010, the OFB issued a decision regarding this rate
application under the OER's third-generation IRM policies. The revised rates were approved for implementation
on May 1, 2010.

Regulatory Accounting

The OEB has the general power to include or exclude costs, revenues, losses or gains in the rates of a specific
period, resuling in a change in the fiming of accounting recognition from that which would have applied in an
unregulated corpany. Such change in timing involves the application of rate-regulaied accounting, giving rise
1o the recognition of regulatory assets and liabiliies. The Company’s requlatory assets represent cerlain amounts
receivable from future cusiomers and cosls that have been deferred for accounting purposes because it is
probable that they will be recovered in future rates. In addition, the Cormpany has recorded regulatory liabilities
which represent amounis for expenses incurred in different periads than would be the case had the Company
been unregulated. The Company confinually assesses the likelihood of recovery of each of its regulatory assets
and continues o believe that it is probable that the GEB will factor its requlatory assets and liabilities into the
setting of future rates. If, at some fulure date, the Company judges that it is no longer probable that the OEB will
include a requlatory asset or liability in future rates, the appropriate camying amount will be reflected in results
of operations in the period that the assessment is made. Specific requlatory assets and liabiliies are disclosed in
Note 8.

Revenue Recognition and Allocation

Transrission revenues are collected through CEBapproved rates, which are based on an approved revenue
requirement that includes a rate of return. Such revenue is recognized as power is transmitted and delivered 1o
customsrs.

Distribution revenues atiributable to the delivery of elecrricity are based on OEB-approved distribution rates and
are recognized as electricity is delivered to customers. The Company esfimates the monthly revenue for the
period based on wholesale power purchases because customer meters are not generally read at the end of
each month. Unbilled revenue included within accounts receivable as at December 31, 2010 amounted to
$433 million {2009 - $434 million).

Distribution revenue also includes an amount relating to rate protection for rural residential and remote customers,
which is received from the Independent Elecricity System Operator ({ESO) based on a slandardized cusiomer
rate that is approved by the OEB. The current legiskition provides rate protection for prescribed classes of nural
residential and remote consumers by reducing the eleciricity rates that would otherwise apply.

Segment revenues for transmission, distribution and other also include revenue related 1o sales of other services
and equipment. Such revenue is recognized as services are rendered or as equipment is delivered.

Corporate Income and Capital Taxes

Under the Electricity Act, 1998, Hydro One is required 1o make payments in lieu of corporate iaxes to the
Cntario Electricity Financial Comporation [OFFC). These payments are calculated in accordance with the rules
for computing income and taxable capital and ofther relevant amounts contained in the Income Tax Act (Canada)
and the Taxaion Act, 2007 (Ontario} {Corporations Tox Act{Ontario), prior io 2009) as modified by the
Elecrricity Act, 1998, and related requlations.
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Effeciive January 1, 2009, the Company adopied amendments 1o the Canadian Institute of Chartered Accountants {CICA)
Handbook Section 3465, Income Taxes and CICA Handbook Section 1100, Generolly Accepred Accounting Principles. These
amended sections esiablish new standards for the recognition, measurement, presentation and disclosure of fulure income tax assets
and liabilities of roteregulated enterprises.

For ransactions and events that cause temporary differences between the tax buasis of assets and liabilities and their camying amounts
for accounting purposes, the Company recognized fulure income tax assels and liabililies, and corresponding regulalory liabilities
and assels, as a resull of adopling these amended slandards on January 1, 2009, Adjustments to refained earnings were recorded
on January 1, 2009 for the cumulalive eamings impact of fulure income lax assets and liabilities as at December 31, 2008 that are
exduded from the ratesetting process.

Current Income Taxes
The provision for current taxes and the assets and liabilities recognized for the curent and prior periads are measured at the amounts
receivable or payable from/io the OEFC.

Future Income Toxes
Future income laxes are provided for using the liability method and are recognized on lemporary differences berween the carrying
amount of assets and liabilities in the financial skaiemenis and the comesponding tax bases used in the compuation of laxable profit.

Fulure income tax fiabiliies are generally recognized on all taxable lemporary differences and future tax assets are recognized io
the exient that it is more likely than not that they will be redlized from taxable profits available against which deduciible lemporary
differences can be uilized.

Future income taxes are caleulated at the tax rales that are expecied to apply in the period when the liability is settled or the asset is
realized, based on the tax rales (and tax laws) that have been enacled or substaniively enacied by the balance sheet date. Fulure
income laxes are charged or credited o the Skatement of Operations and Comprehensive Income.

The carrying amount of future income tax assets is reviewed at each balance sheet date and reduced 1o the extent that all or part of
the fulure income tax assets have not met the “more likely than not” criterion. Previously unmcognized future income tax assets are
reassessed af each balance sheet date and are recognized to the extent that it has becorne more likely than not that they will be
recovered from future laxable profits.

The Company has recognized regulaiory asseis and liabiliies which correspond to future income taxes that flow through the rate-
making process.

Materials and Supplies
Malerials and supplies represent consumables, spare parts and construction material held for internal construction and mainienance
of fixed assets. These assels are caried at lower of average cost or net redlizable value.

Fixed Assets

Fixed assels are capitalized at cost, which comprises materials, labour, engineering, overheads, depraciation on service equipment
and the OEBapproved allowance for funds used during consiruction applicable to capital consiruction adiivities within regulated
businesses, or interesi applicable o capital construction activities within unregulaied businesses.

Fixed assels in service consist of ransmission, distribution, communication, administration and service assels and easements. Fixed
assels dlso include future use assets such as kand; major components and spare parts; and capitalized development cosis associaled
with deferred copital projects.

Transmission

Transmission assets include assels used for the ransmission of highvollage eleciricity such as transmission lines; support siruciures:
foundations; insulators; connecting hardware and grounding systers; and assets used 1o step up the voliage of eleciricity from
generating siations for transmission and lo step down voltages for distibuion, such as iransformers, circuil breakers and switches.
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Distribution
Distribution assets comprise assets related 1o the distibution of lowwoltage elecrricity, including lines, poles, swilches, transfomers,
protective devices and melefing systems.

Communication
Communication assels include the fibreoptic and microwave radio system, oplical ground wire, lowers, telephone equipment and
associated buildings.

Administration and Service
Adminisiration and service assels include adminisirative buildings, major compuler systems, personal compulers, franspon and work
equipment, lools, vehicles and other minor fixed assels.

Easements
Easements include statutory rights of use for Iransmission corridors and abulting lands granted under the Refioble Fnergy and
Consumer Protection Act, 2002, as well as other amounts related 1o land access rights.

intangible Assets
Intangible assels represent computer applications software and other assets. These assets are capitalized at cost, which comprises
materials, purchased software, labour and consulting, engineering, overheads and the OFBapproved allowance for funds used

during construction applicable 1o capilal construction aclivities within regulated businesses.

Construction and Development in Progress

Overhead costs, including shared corporate funclions and services costs, are capitalized on a fully allecated basis, consistent

with an OEBapproved methodology. Financing costs are capitalized on rale-regulated fixed assets under construction and
intangible assets under development, based on the OEB's approved allowance for funds used during construction {2010 - 4.34%;
2009 - 5.85%).

Depreciation and Amortization
The capital costs of fixed assets and intangible assets, primarily consisting of applications software, are depreciated or amortized on
a siraightline basis, except for transport and work equipment, which is depreciated on a dedlining balance basis.

The Cormpany periadically initiakes an extemal review of its fixed asset and intangible asset depreciation and amertization rates,
as required by the OEB. The last review resulted in changes 1o rates effeciive January 1, 2007. A summary of depreciation and

amortization rates for the varicus classes of assels is included below:

Depreciation and amortization rates (%)

Ranae Average
Transmission 1%- 3% 2%
Distribution 1%-13% 2%
Cornmunication 1%-13% 5%
Adrministration and service 1%-20% 0%

The costs of inlangible assets are primarily included within the administration and service classification above and these assels
are amortized on a straightline basis. Amortization rates for computer applications software and other intangible assets range from
i 11%

Depreciation rates for easements are based on their contract life, The majorily of easements are held in perpetuity and are not
depreciated.
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In accordance with group depreciation practices, the original cost of fixed assets that are normally retired is charged o accumulated
depreciation or amarlization, with no gain or loss reflected in current results of operations. Gains and losses on sales of fixed assets
and losses on premature relirements are charged 1o resulls of operations as adjusiments to depreciation or amonization expense.
Deprecialion expense also includes the costs incurred to remove fixed assets where no asset refirement obligation has been recorded.

The estimated service lives of fixed or intangible assets are subject to pericdic review. Any changes arising from such a review are
implernented on a remaining service life basis consistent with their inclusion in eleciricily rates.

Goodwill

Goodwill represents the cost of acquired local disiribution companies in excess of fair value of the net identifiable assets purchased
and is evaluated for impaiment on an annual basis, or more frequently i circumstances require. Goadwill impairment is assessed
based on a comparison of the fair value of the reporting unit to the underlying carrying value of the reporting unil’s net assets,
including goodwill, with any write-down of the carrying value of goodwill being charged against the resulls of operations. The
Cormpany has determined thar goodwill is not impaired. All of the goodwill is attributable to the Disiribution Business segment.

Discounts and Premiums on Debt
Discounts and premiums are amoriized over the period of the related debt using the effective interest method.

Financial Instruments

Comprehensive Income

Comprehensive income is comprised of the Company’s net income and other comprehensive income {OCI). OCl includes the
amortization of net unamortized hedging losses on discontinued cash flow hedges and the change in fair value on existing cash flow
hedges to the extent that the hedge is effective. The Company amertizes its unamortized hedging losses on discontinued cash flow
hedges 1o financing charges using the effeciive interest method over the term of the hedged debt.

Finoncial Assets and Liobilities

All financial instruments are classified inio one of the following five categories: heldhomaturity investments, loans and receivables,
heldtortrading, other liabiliies or availableforsale. All financial instruments, including derivatives, are carred ot fair value on the
Consolidated Balance Sheet except for loans and receivables, held-tormaturity investments and other financial liabilities, which are
measured at amartized cost. HeldHortrading finandal instruments are measured at fair value and il gains and losses are included in
financing charges in the period in which they arise. Availableforsale financial instruments are measured at fair value with revaluation
gains and losses included in OCI until the instrument is derecognized or impaired. The Company has classified its finandal
instruments as follows:

Cash Heldfortrading

Accounls receivable loans and receivables
Shortterm investments Heldtormaturity/Heldfortrading
Longrtemn investment Heldtomaturity/HeldHfortrading
Fixed-ofloating interest rate swaps Not classified

Longlem accounts receivable loans and receivables

Bank indebledness Orther liabilities

Accounts payable Other liabilities

Shorterm notes payable Ciher liabilities

Longrtem debt {unless otherwise specified) Ciher liabilities

MTN Series 14 Note Net classified

$500 million of MTN Series 19 Note Not clossified

Shortterm invesiments are generally classified as held-tomalurity; however, certain shotterm investments are classified as held-
fortrading when the Company has no intent to hold a poal of assets 1o their maturity. Documentation of the shorterm investment
classification is made on inception.
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Where longrtemn debt is designated as part of a hedging relationship, as in the case of the MIN Series 14 Note and $500 million
of the MTN Series 19 Note, the longterm debt, and related hedging instrument, are not classified.

All financial instrument transactions are recorded at trade date.

Derivative Instruments and Hedge Accounting

All derivalive instruments, including embedded derivatives, are carried at fair value on the Consclidaled Balance Shest unless
exempled from derivative treatment as a normal purchase and sale or when it is deemed that the economic characteristics and
risks of the embedded derivative are not closely related to the economic characleristics and risks of the host contract. All changes
in fair value are recorded in financing charges unless cash flow hedge accounting is used, in which case changes in fair value are
recorded in OCl o the extent that the hedge is effective. The gain or loss related 1o the ineffective portion, if any, is recorded in
financing charges.

The Company does not engage in derivative rading or speculative activities.

The Company periodically develops hedging stralegies for execution laking into account risk management objectives. Al the
inception of a hedging relationship, the Company formally documents the hedging relationship between the hedged item and the
hedging instrument, its risk management objective for establishing the hedging relafionship, the nature of the specific risk exposure
being hedged, and the method for assessing effectiveness of the hedging relationship. The Company also assesses, both at the
inception of the hedge and on an ongeing basis, whether the hedging iterns that are used are effective in offsetting changes in fair
values or cash Hows of the hedged items.

Transaction Costs
Transaclion costs for financial assets and liabilities that are other than heldHortrading are added 1o the carrying value of the asset or
liability and then amortized over the expected life of the instrument using the effective interest method.

Financial Instrument Disclosures
The fair market value of the Company’s long-lerm debt is delermined using the fair value hierarchy levels disclosed in Note 10.

Employee Future Benefits
Employee future benefits provided by Hydro One include pension, group life insurance, hedlth care and long-term disability.

In accordance with the OEB's rale orders, pension cosls are recorded when employer contribulions are paid 1o the pension fund

in accordance with the Pension Benefits Act {Ontario). Actuarial valuations are conducted at least every three years. Pension costs
are also caleulated on an accrual basis. Pension costs are actuarially delemined using the projected benefit methed prorated on
service and based on assumptions that reflect management’s best estimate of the effect of future events, including future compensation
increases, on the actuarial present value of accrued pension benefits. Pension plan assets, consisling primarily of listed equity
securities as well as comporate and government debt securilies, are valued using fair values. Past service costs from plan amendments
and all actuarial gains or losses are amortized on a straightline basis over the expected average remaining service life of the
employees covered.

Employes future benefils other than pension are recorded on an accrual basis. Cosls are delermined by independent acluaries
using the projecled benefit method proraled on service and based on assumptions that reflect management’s best estimales. Past
service costs from plan amendments and actuarial gains or losses are amortized on a straightline basis over the expected average
remaining service life of the employees covered.

Employee future benefit costs are attributed to labour and charged to operalions or capitalized as part of the cost of fixed assels.
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Environmental Costs

Hydro One records a liability for the estimated future expenditures associated with the assessment and remediation of contaminated
lands and for the phaseout and destruction of polychlorinated biphenyls (PCBs} contaminated mineral oil removed from elecirical
equipment, based on the present value of these estimated fulure expenditures. As the Company anticipates that the related
expendilures will continue to be recoverable in future rates, a regulatory asset has been recorded 1o reflect the future recovery of
these costs from customers. Hydro One reviews ils eslimates of fulure environmental expendiiures on an ongoing basis.

Asset Retirement Obligations

When required by force of law or regulation, Hydre One records an asset refirement obligation based on the present value of the
estimated foir value expenditures 1o remove certain assels and mitigate related sites. Where the Company anticipates that the related
expenditures will be recoverable in future rates, a corresponding amount is capitalized as a cost of the related fixed assets. Some

of the Company’s transmission and distribulion assets, particularly those located on unowned easements and rights-ofway, may

have asset refirement cbligations, conditional or otherwise. The majority of the Company’s easements and rightsofway are either of
perpetual duration or are automatically renewed annually. Land rights with finite terms are generally subject ko extension or renewal,
As the Company expecls 1o use the majority of its facilities in perpetuity, no asset retirement obligation currently exists. f, at some
future date, a particular facility is shown neot to meet the perpetuily criterion, it will be reviewed 1o determine whether a measurable
asset refirement obligation exists. In such a case, an asset refirement obligation would be recorded at that time.

Use of Estimates
The preparation of financial siatements in conformity with Canadian GAAP requires management to make estimales and assumplions
that affect the reporied amounis of assets and liabilities and the disclasure of contingent assets and liabilities at the date of the

financial staterments, and the reporied amounts of revenues and expenses for the year. Actual results could differ from estimates,
including changes as a result of future decisions made by the OEB or the Province.

Emerging Accounting Changes

international Finoncial Reporting Standards (IFRS)

On February 13, 2008 the Canadian Accounting Standards Board (AcSB) confirned that publicly accountable enterprises will be
required 1o adopt IFRS in ploce of Canadian generally accepled accounting principles for interim and annual reporting purposes for
fiscal years beginning on or after January 1, 2011, Cn October 14, 2009, the Public Secior Accounting Board released a decision
summary confiring that government organizations following commercial practices adhere 1o standards for publicly accountable
entilies after January 1, 2011. On September 10, 2010, the AcSB decided to permit raterequlated entities to defer their IFRS
implementation date to Jonuary 1, 2012, As such, the Company will apply IFRS to its finandial statements ending December 31,
201 2 with restatement of the amounis recorded on the opening IFRS balance sheet as at January 1, 2011, for comparative
purposes. The Company continues 1o assess the impact of conversion to IFRS on iis results of operations.

3. DEPRECIATION AND AMORTIZATION

Yeor ended December 31 [Canadion dollars in millions) 2010 2009
Depreciation of fixed assels in service 456 418
Amoriization of intangible assets 43 36
Fixed asset removal costs 57 50
Amortization of requlatory and other assets 27 33

583 537
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&. FINANCING CHARGES

Yeor ended December 31 {Canadian dollors in millions) 2010 2009
Interest on longterm debt payable 409 369
less: Interest capiialized on construction and developrment in progress {54} {58)
Interest earned on investrments (3) m
Crther {10} {2)

342 308

5. PROVISION FOR PAYMENTS IN LIEU OF CORPORATE INCOME TAXES

The provision for paymenis in lieu of corporate incorme taxes {Pils) differs from the amount that would have been recorded using the
combined Canadian Federal and Ontario siatutory income tax rate. The reconciliation between the statutory and effective wox rales is
provided as follows:

{Canadion dollors in millions) 2010 2009
Income before provision for Pils 647 516
Federal and Ontario statulory income kax_rate 31.00% 33.00%
Pravision for Plls at statutory rale 201 170

Increase [decrease) resulling from:
Net temporary differences included in amounts charged to cusiomers:

Capital cost allowance in excess of depreciation and amortization {82) {74)
Retail setlement variance accounts - 4
Pension contributions in excess of pension expense {18} {15
Overheads capitalized for accounting but deducted for lax purposes (13} {143
Interest capitalized for accounting but deducted for tax purposes (17} 1%
Employee future benefits other than pension expense in excess of cash payments 3 1
Environmental expenditures {5} {3
Cther {15} (]
Net temporary differences (147} (126}
Net permanent differences 2 2
Total income tax provision for Plls 56 46
Current income tax provision for Plls 64 30
Future income tax provision for Plls {8 16
Total income tax provision for Plls 56 46
Effective income tax rate 8.66% 891%

The provision for payments in lieu of current income taxes of $64 million represents the amount payable to the OEFC with respect
o cumrent year eamings. The outstanding bakance due to the OEFC at December 31, 2010 s $17 million {2009 - $& million
recoverable).

The payments in lieu of fulure income taxes recoverable of $8 million reflects the decrease in the liability for payments in fieu of future
incorme taxes that are not expecled to be recovered from the Company's custorners through future rates. The decrease in the liability
for payments in ieu of future income taxes that is expected to be recovered from the Company’s customers through future rates has
resulted in a decrease in requlatory assets.
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Future Income Tax Assets and Liabilities

Payrments in lieu of future income lax assets and liabilities arise from differences between the camying amounts and tax bases of the

Company’s assels and liabiliies. The tax effects of these differences are as follows:

December 31 {Canadian doflars in milions) 2010 2009
Future income tax assets
Depreciation and amortization in excess of capital cost allowance 9 &
Employee fulure benefils other than pension expense in excess of cash payments 5 4
Retail setlement variance accounts - 3
Environmental expendilures 3 3
Crher 5 3
Tolal future income tax assets 22 1%
less: current portion 3 1
19 18
December 31 [Canadion doflars in millions) 2010 2009
Future income tax liabilities
Capital cost allowance in excess of depreciation and amortization {1,004} {825)
Employee future benefits other than pension expense in excess of cash payments 337 314
Environrmental expenditures 76 82
Transrission and Distribution amounts received but not recognized for accounting purposes 69 {68)
Goodwill {17 (18]
Retail setlement variance accounts 5 5
Cther 11 {3}
Total future income tax liabilities {661 {513}
less: current portion 32 20
{693) (533)

As at Decermber 31, 2010, payments in lieu of fulure income tax assets of $574 thousand {2009 ~ $461 thousand), based on
subsiantively enacted income kax rates and laws, have not been recorded, as it is more likely than net that the assets will not be

realized in the future.
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6. FIXED ASSETS

Accumulared Construction

December 31 [Canadion doflars in miflions) Fixed Assels Deprecialion in Progress Total
2010
Transmission 10,204 3,626 1,070 7,648
Distribution 7,230 2,556 262 4,936
Cormrmunication 892 426 37 503
Administration and service 1,089 554 33 568
Easements 491 85 - 406

19,906 7,247 1,402 14,061
2009
Transmission 9,485 3,455 956 6,986
Distribution 6,773 2,392 220 4,601
Communication 806 376 54 484
Administration and service 1,007 510 26 523
Fasernents 486 82 - 404

18,557 65815 1,256 12,998
Financing costs are capilalized on fixed assets under construction, including allowance for funds used during construction on
regulated assets and interest on unregulated assels, and were $54 million in 2010 {2009 - $55 million).
7. INTANGIBLE ASSETS

Accumulated Development in
December 31 {Canadion dollors in millions) Intangible Assets Amortization Progress Total
2010
Computer applications software 395 209 1 187
Other assets 5 3 - 2
400 212 1 189
2009
Corputer applications software 379 166 3 216
Other assets 5 3 - 2
384 169 3 218

Financing costs are capitalized on intangible assets under development, including allowance for funds used during construction en
regulated assets, and were $nil in 2010 {2009 - $3 million).
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8. REGULATORY ASSETS AND LIABILITIES

Regulatory assels and liobilities arise as a result of the ratemaking process. Hydro One has recorded the following requlatory assets
and liabilities:

December 37 {Conadion dollars in millions) 2010 2009
Regulatory assets:
Regulaiory future income tax asset 674 523
Environmental 309 327
Pension cost variance aceount 27 7
Rider 2 (Regulatory asset recovery account 1) 1 19
Rural and remote rate protection variance account 7 24
longterm project development cost account 7 2
Rider 4 (Revenue Recovery Account) 5 18
Orther 15 10
Total regulatory assets 1,055 Q30
less: current porlion 42 72
1,013 858

Reguldatory liabilifies:

Deferred pension 460 424
External revenue variance account 29 12
Regulatory future income tax liakbility 30 32
Retail setitement variance accounts 22 -
Rider 3 {regulotory liability refund account) 19 49
Rider 6 19 31
Rider 8 9 -
Hydre One Bramplon rider & Q
Export and wheeling fees 3 15
Other 15 17
Tolal regulatory liabilities 612 589
less: current porlion 72 100
540 489

Regulatory Assets

Regulotory Future income Tox Asset and Liability

Future income taxes are recognized on temporary differences between the carrying amount of assets and liabilities in the financial
stalements and the caresponding tax bases used in the compulation of taxable profit. The Company has recagnized requlatory
assets and fiabiliies which comespond to future income taxes that flow through the rale-making process. In the absence of rate-
regulated accounting, the Company's provision for Plils would have been recognized using the liability method and there would be
no requlatory accounts established for laxes 1o be recovered through future rates. As a result the provision for Pils would have been
higher by approximately $ 104 million {2009 - $127 million] including the impact of @ change in substantively enacled ax rates.

Environmentat

Hydro Cne records a liability for the estimated fulure expenditures required to remediate past environmental contamination {see
Note 13). Because such expendilures are expecled 1o be recoverable in future rates, the Company has recorded an equivalent
amount as a regulatory asset. In 2010, this regulatory asset decreased by $15 million (2009 - increased by $30 million] to reflect
related changes in the Company’s PCB liability and decreased by $1 million {2009 - increased by $40 million) for a change in the
land assessment and remediation (LAR] liability. The environmental regulatory asset is amontized to results of aperations based on the
patiern of actual expenditures incured . The OEB has the discretion to examine and assess the prudence and the timing of recovery
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of all of Hydre One's actual environmental expenditures. In the absence of rateregulated accounting, operalion, maintenance and
administration expenses would have been lower by $16 million {2009 - higher by $70 million}. In addition, amortization expense
in 2010 would have been lower by $17 million {2009 - $9 million) and financing charges would have been higher by $15 million
{2009 - $1 3 million).

Penston Cost Varionce Account

The pension cost variance account was established for Hydre One Networks' Transmission and Distibution Businesses to frack the
difference between the actual pension cosls incured by the Company and estimated pension costs approved by the OEB. The
balance in this account reflects the excess of pension cosls paid compared 1o CEBapproved amounts, On May 28, 2009, the
OFB announced its decision regarding the Company’s rate application in respect of the Transmission Business of Hydro One
Netwaortks for 2009 and 2010 rates. As part of this decision, the OEB approved recovery of the proposed balance in this account
plus acerued interest for recovery over 18 months ending Decernber 31, 2010. In the December 23, 2010 dedision on 2011 and
2012 ransmission rates, the OEB approved the December 31, 2009 balance, including accrued inierest, 1o be recovered over o
onevear periad from January 1, 2011 o December 31, 2011 In the absence of rateregulaled accounting, revenue would have
been lower by $20 million in 2010 (2009 - $7 million).

Rider 2 or Regulatory Asset Recaovery Account If (RARA 1)

On April 12, 2006, the OFB announced its decision regarding the Company’s rale application in respect of the Disribution Business
of Hydro One Networks. As part of this decision, the OEB dlso approved the disributionrelaled deferral account balances sought
by Hydre One. The RARA Il includes retail setlerent and cost variance amounts and distribution lowvoliage service amounts, plus
accrued inlerest. In the absence of mieregulated accounting, amortization expense in 2010 would have been lower by $8 million
{2009 - $23 nillion). In addition, related financing charges would have remained the same in both years.

Rural and Remote Rote Protection Variance Account (RRRP)

Hydro One receives rural rate protection amounts from the [ESC. A portion of these amounis is provided 1o retail cusiomers of

Hydro One Networks who are eligible for rate profection. In 2002, the CEB approved a mechanism lo collect the RRRP through the
Wholesale Market Service Charge. Variances between the amounts remited by the IESC 1o Hydro One and the fixed entitlements
defined in the requlation, and subsequent OEB uiility rate decisions, are iracked by the Company in the RRRP variance account to be
disposed of at a later date.

Long-term Project Development Cost Account

On May 28, 2009 the OFB approved the creation of o deferral account 1o record Hydro One's costs of preliminary work io
advance certain transmission projects identified in its 2009 and 2010 transmission rate application. On March 25, 2010, the OEB
issued a decision amending the scope of the account to include the 20 major ransmission projecis identified in the September 21,
2009 request from the Government of Ontario. In its December 23, 2010 decision, the OEB approved the recovery of the
December 31, 2009 balance, including accrued interest, over a oneryear period from January 1, 2010 1o December 31, 201 1.
The Company anticipates that it will seek recovery for the remaining balance in its next ransmission rate application. In the absence
of raterequlated accounting, operation, maintenance and administration expenses would have been higher by $5 million {2009 -
$2 million).

Rider 4 or Revenue Recovery Account

On December 18, 2008, the OER announced its decision regarding the Company's rate application in respect of the Disiribution
Business of Hydro Cne Networks. The approved rates were effective May 1, 2008 with an implementation date of February 1,
2009. The CEB approved the establishment of Rider 4 Io record the revenue differential between existing distribution rates and the
new rates. The OEB ordered that the approved revenue requirement be refroactively recovered, through a rate rider, over a period
of 27 months commencing February 1, 2009 and ending April 30, 2011.

Regulatory Liabilities

Deferred Pension

In accordance with the OER's 1999 iransitional rate order, pension costs are recorded in results of operations when employer
contributions are paid into the pension plan. The Company’s deferred pension asset represents the cumulative difference between
employer contributions and pension costs and the deferred pension regulatory liability results from the Company’s recognilion, as the

HYDRO ONE ANNUAL REPORT 2010



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

result of OFB direclion, of revenues and expenses in different periods than would be the case for an unregulated enterprise. In the
absence of rateregulated accounting, operating, maintenance and administration expense would have been lower by $22 million

{2009 - higher by $9 million).

External Revenue Varionce Account

In its May 28, 2009 decision, the OEB approved forecasted amounis related 1o export service revenue, exiernal revenue from
secondary land use and exernal revenue from staion maintenance and engineering and construction work. These revenue sources
are an offset 1o the Company’s revenue requiremnent, and as such, the OEB requested the esiablishment of new variance accounts
lo capture any difference between the approved forecast and actual revenues from these sources of external revenue. The balance
reflects the excess of external revenue compared to the OEB-approved forecast. The OEB's December 23, 2010 decision approved
the dispasition of the December 31, 2009 balance, including accrued interest, over a onevear peried from January 1, 2010 1o
December 31, 2011.

Retail Settlement Variance Accounts (RSVA)

Hydro One has deferred certain relail seltfernent variance amounts under the provisions of Article 490 of the CEBS Accounting
Procedures Hondbook The OEB's December 18, 2008 decision allowed for the disposition of RSVA accumulaled since May 1,
2006 through to April 30, 2008, inclusive of interest, within the Regulatory Liability Refund Account [RIRA). Hydre One Networks
accumulated a net liability in its RSVA from May 1, 2008 to December 31, 2009. On April @, 2010, the OEB announced

its decision regarding Hydro One Nemworks’ distribution rate applicalion which included the allowance lo dispose of the RSVA
accurnulated during that period, inclusive of interest, within Rider 6. Hydro Cne Networks has accumulated a net liability in its RSVA
account since December 31, 2009.

RLRA

The OEB's December 18, 2008 decision approved certain distribulionrelated deferral account balances sought by Hydro One inils
application including RSVA amounts, deferred tax changes, OEB costs and smarl melers. Amounls approved for recovery represented
balances incurred prier to April 30, 2008, plus associated interest. The OEB ordered that the approved balances be aggregated
into a single requlatory account to be recovered over o 27-month period from February 1, 2009 1o April 30, 2011,

Rider 6

As part of the Aprl @, 2010 decision, the OEB approved certain disributionrelated deferral account balances sought by Hydre
Cne in its application including retail setlement variance accounts, regulatory asset recovery account |, refail cost varance accounts
and smart meters. The OEB ordered that the approved bakances be aggregated into a single regulatory account 1o be recovered
over an 1 8-month period from May 1, 2010 1o December 31, 2011,

Rider 8
As part of the April @, 2010 decision, the CEB also requested the establishment of deferral accounis which capture the difference
between the revenue recorded on the basis of Green Energy Plan expenditures incured and actual recoveries received.

Hydro One Brompton Rider

On April 13, 2010, the OEB issued a decision regarding the 2010 disiribution rates of Hydro One Bramplon. Included in the
OEB' decision was the approval of certain deferal account balances, primarily RSVA, scught by Hydro One Bramplon in its
application. The OEB ordered that the approved balances be aggregated inlo a single regulatory account to be disposed of over o
tweryear period from May 1, 2010 1o April 30, 2012.

Export and Wheeling Fees

Consistent with the IESCY's Market Rules, an export and wheeling fee is collected by the IESO and remitied to Hydro One at the
rate of $1 per MWh on eleciricity exported outside of Ontaric. The amounts collecied in respect of these export and wheeling fees,
plus interest, were laken inlo consideration in the revenue requirement of Hydro One Networks” Transmission Business as part of the
Company’s transmission rate application filed with the OEB in September 2006. On August 16, 2007, the OB issued is decision
in respect of the Company's transeission rate application and approved final amounts and dispesition treatments for the export and
wheeling fees. The export and wheeling fees were faclored into rates over a fouryear pericd ending December 31, 2010.
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9. DEBT

Decerber 31 {Canadion dollars in millions) 2010 2009

longterm debt:
7 15% debentures due 2010 - 400
3. 89% notes due 2010 - 200
4.08% notes due 2011 ! 250 250
&.40% notes due 2011 250 250
5.77% notes due 2012 600 500
5.00% notes due 2013 600 &00
3.13% notes due 2014 ¢ 750 250
2.95% rokes due 2015 250 -
4.64% notes due 2016 450 450
5.18% notes due 2017 600 &00
4 40% notes due 2020 300 -
7.35% debenlures due 2030 400 400
6.93% notes due 2032 500 500
6.35% notes due 2034 385 385
5.36% notes due 2036 600 &00
4.89% notes due 2037 400 400
&.03% notes due 2039 300 300
5 49% notes due 2040 500 300
&.59% notes due 2043 315 315
5.00% notes due 2046 325 75

7,775 6,875

Add: Unredlized hedged loss ! 8 1

less: Longlemn debt payable within one year {500} {600}
Nel unamortized premiums 27 24
Unamortized debt issuance costs {32} 2%}

longterm debt 7,278 6,281

! the umealiced hedged bss ekates to the MIN Series 14 Note, and $500 million of the MIN Series 19 Note issued in Junuary of 2010, which ae
aexoured for as faiy value hedges. The umedlized hedged ks is offset by the $8 million [2009- $ 11 million} umedlized gain on the rekited fixed-orfloating
infenest ik swap agreenernts.

Shorterm debt represents promissory notes pursuant to the Company’s Commercial Paper Prograrm. The notes are denominated in
Canadian dollars with varying maturities not exceeding 365 days. In 2010, the notes had a weighted overage inlerest rate
of 0.05%.

Hydro One has a $1,250 million committed and unused revolving standby credit facility with a syndicate of banks maturing in june
2013, i used, interest on the facility would apply based on Canadian benchmark rates. This credit facility supports the Company’s
Commercial Paper Program. In addition, the Company holds $250 million of Province of Ontario Floating Rate Notes.

The Cormpany issues notes for long-temn financing under the Medium-Term Note [MTN) Program. The maxirum authorized principal
amount of mediumrerm notes issuable under this program is $3,000 million, of which $1,250 million was remaining and available
as ot December 31, 2010.

The longrlem deb is unsecured and denominated in Canodian dollars. Such debt is summarized by the number of years lo maturity
in Note 10.
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10. CARRYING AND FAIR VALUE OF FINANCIAL INSTRUMENTS AND RISK MANAGEMENT

The carrying value of financial instruments as at December 31, 2010 s as follows:

Other
Financial
Derivatives Instruments
Used for Used for Heldfor- loans and  Other Financial
{Canadion dollars in millions} Hedging Hedging Trading Receivables Liabilities
Financial Assets
Cash - - 33 -
Accounts receivable - 211
Shorttemn invesiments - - 139
longerm investrnent - - 249
Cther assels 8 - - 1
Financial Liahilities
Accounts payable and
accrued charges! - - - - 861
longerm debt - 758 - - 7020

' Accourts payable and awaved chaiges do not indlude income foxes payable o dividends payable.

The carrying amounis of all financial instruments, except longrterm debt, approximate fair value. The fair volue of derivative financiol
instrurnents reflects the estimated amount that the Company, i required o setife an outstanding confract, would have been required
o pay or would be enfitled 1o receive at year end. The fair value of longerm debi, provided in the table below, is based on
unadjusted yearend marke! prices for the same or similar debt of the same remaining maturities. The fair value measurement of long-
temn debt is categorized as level 1 as the inputs used reflect quoted prices in an active market.

December 31 {Conadian dollors in millions) 2010 2009
Carrying Fair Carrying Fair
Value Value Value Value
longterm debt! 7,775 8,555 6,875 7,302

U the exnrying value of longlem debt epresents the par value of the notes and debertutes, other than e MIN Series 14 Note and $500 milion of the
RN Senies 19 Note, which aie designated as part of hedying ekdionships.

Exposure to market risk, credit risk and liquidity risk arises in the nomal course of the Company's business.

Market Risk

Market risk refers primarily 1o the risk of loss that resulis from changes in commeodily prices, foreign exchange rales and interest
rates. The Company does not have commadily risk. The Company does have foreign exchange risk as it enters into agreements

o purchase materials and equipment associated with the Company’s capilal programs and projedts that are settled in foreign
currencies. This foreign exchange risk is not material, although the Company could in the fulure decide to issue foreign curency
denominated debt which would be hedged back 1o Canadian dellars consistent with Hydro One’s risk managerment policy. Hydro
One is exposed to fluctuations in interest rates as the regulated rate of retum for the Company’s Distribution and Transmission
Businesses is derived using a formulaic approach which is based on the forecast for longtem Government of Canada bond yields
and the spread in 30year *A”rated Canadian ulility bonds over the 30year benchmark Government of Canada bond yield. The
Company estimates that a 1% decrease in the forecasied longtem Government of Canada bond yield or the *A’rated Canadian
uiility spread used in determining the Company’s rate of retum would reduce its Transmission Business’ results of operations by
approximately $ 16 million and its Distibuiion Business’ results of operalions by approximately $10 million.
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Credit Risk

Financial assets create credit risk that a counterparty will fail to discharge an obligation, causing o financial loss. As at December
31, 2010, there were no significant cancentrations of credit risk with respect to any class of financial assets. The Company's revenue
is eamed from a broad base of cusiomers. As a resull, Hydro One did not eam a significant amount of revenue from any individual
customer. As at Decernber 31, 2010, there were no significant balances of accounts receivable due from any single customer.

In the year, the Company's provision for bad debis remained unchanged at $25 million {2009 - $25 million). Minor adjusiments
and witeoHs were determined on the basis of a review of overdue accounts, taking into consideration histerical experience. As at
December 31, 2010, approximately 3% of the Company’s accounts receivable were aged more than 60 days.

Hydro One manages its counterparty credit risk through various techniques including entering inio Iransactions with highly-rated
counter-parties; limiting tofal exposure levels with individual counterparties consistent with the Company’s Board-approved Credit Risk
Policy; entering into master agreements which enable net settlement and the contractual right of offser; and monitering the financial
condition of counterparties. The Company’s credit risk for accounts receivable is limited 1o the carrying amount on the Consolidated
Balance Sheet.

The Companty uses derivative financial instruments to manage interest rate risk. Hydra One may enter info derivative agreements such
as forward-starting pay fixedHinterest rate swap agreements to hedge against the effect of future interest rate movements on long-lerm
fixed rate borrowing requirements. No such agreements were outsianding as at December 31, 2010,

Derivative financial instruments result in exposure to credit risk since there is a risk of counterparty defoult. As at December 31,
2010, the derivative insiruments held by Hydro One include o $250 million fixediofloaling interest rale swap agreement to convert
the 4.08% coupon note maturing March 3, 2011 into a three-month variable rate debt and two $250 million fixedtofloating
interest rate swap agreements io convert $500 million of the 3.13% coupon note maturiing November 19, 2014 into a threemonth
variable rte debt. The counterparty credit risk exposure on the fair value of the three interest rate swap contrads is $11 million as at
December 31, 2010

Liguidity Risk

liquidity risk refers to the Company’s ability to meet its financial obligations as they come due. Shorttem liquidity is provided
through cash and cash equivalents on hand, funds from operations, the Company’s Commercial Paper Program, under which it is
authorized 1o issue up to $ 1,000 million in shortem notes with a term to maturity of less than 365 days, our revalving credit facility
and through cur holdings of Province of Ontario Fleating Rate Notes. The Commercial Paper Program is supported by a total of
$1,500 million in liquidity facilities comprised of a $1,250 million committed revolving credit facility with a syndicate of banks
maturing June 1, 2013 and the holding of $250 million of Province of Ontaric Floating Rate Notes. The shorttem liquidity under
this program and anticipated levels of funds from operations should be sufficient to fund our nommal operating requirements.

As at December 31, 2010, accounts payable and accrued charges in the amount of $86 1 million are expecied to be setled in
cash at their carnying amounts within the next year. longrterm debt maturing over the next iwelve months is $500 million. Interest
payments over the next 12 months on the Company’s cutstanding long-em debt amount o $405 million.

As at December 31, 2010, Hydro One has issued longrtem debt in the amount of $7,775 million and the Company is required
lo make interest payments in the amount of $6,59% million. Principal cutsianding, interest payments and related weighted average
interest rates are summarized by the number of years lo maturity in the following table.
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Principal Outstanding on

Weighted Average

Notes and Debentures Interest Payments Interest Rate

Years lo Maturily {Canadion dollars in millions) {Canadion dollars in millions) {Percent)
1 year 500 405 52
2 years &00 383 58
3 years 600 349 50
4 years 750 319 3.1
5 vears 250 205 30
2,700 1,751 45

&~ 10 years 1,350 1,246 4.8
Cwer 10 years 3,725 3,602 60
7,775 6,559 53

11. CAPITAL MANAGEMENT

The Company’s objeclives with respect to its capital siruciure are 1o mainiain effective aecess lo capital on a longterm basis af
reasonable rates, and i deliver appropriate financial retums. In order Io ensure ongoing effective access to capital, the Company

largets to mainkain an “A” category longerm credit rating.

The Company considers its capital sinucture to consist of shareholder’s equily, shortterm notes payable, longterm debt and cash and

cash equivalents. The Company’s capital siucture as at December 31, 2010 and December 31, 2009 was as follows:

{Canadion dollars in millions) 2010 2009
Shorrlerm notes payable - 55
Lengterm debt payable within one year 500 500
less: Cash and cash equivalenis 33 (26)
467 681
longterm debt 7278 6,281
Preferred Shares 323 323
Common Shares 3314 3,314
Retained Earnings 2,354 1,791
5991 5,428
Total Capital 13,736 12,390

For the purposes of this lable and the Consolidated Statements of Cash Flows, “cash and cash equivalents” refers 10 the

Consolidated Balance Sheel ilers “cash” and “bank indebledness

The Company has customary covenanis lypically associated with longterm debt. Ameng other things, Hydro One’s longterm debt

and credit facility covenants limit the permissible debi to 75% of the Company's tolal capilalization, limit the ability 1o sell assets and
impose a negalive pledge provision, subject to customary exceptions. Al December 31, 2010, Hydre One is in compliance with all

of these covenants and limitations.
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12. EMPLOYEE FUTURE BENEFITS

Hydro One has a confribuiory defined benefit pension plan covering all regular employees of Hydro One and ils subsidiaries,
escept Hydro One Brampion. Employees of Hydro Cne Bramplon pariicipate in the Ontario Municipal Employees Refirement System
[OMERS), o muli-employer public sector pension fund. Current coniribulions by Hydro One Brampion are approximately $1 million
annually.

Plan Asset Mix
Hydro One’s pension plan asser mix at December 31, 2010 and 2009 was as follows:
% of Plan Assets

December 31 2010 2009
Equity securities 63.5 633
Debt securities 30.7 329
Other 58 38

100.0 100.0

Supplementary Information
The Hydro One pension plan holds $14 million of Hydro One Inc. corporate bonds (2009 - $9 million} and holds debt securilies of
the Province of $70 million al Decerber 31, 2010 {2009 - $88 million).

The Company’s pension plan provides benefits based on highest three-year average pensicnable earnings. For new management
employees who commenced employment on or dfier January 1, 2004, and for new Sociely of Energy Professionals hired after
Novernber 17, 2005, benefits are based on highest fiveyear average pensionable eamings. After retirement, pensions are indexed
1o inflation. The measurement date used to determine plan assets and the accrued benefit obligation is Decerber 31. Based on the
actuarial valuation filed with the Financial Services Commission of Oniarie {(FSCO} in September 2010, effective for Decernber 31,
2009, the Company coniribuied $193 million io its pension plan in respeat of 2010 (2009 - $112 million), $ 145 million of which
is required to saisfy minimum funding requirements. The Company made an additional payment of $48 million in December 2010.
Conlributions are payable one month in arrears. All of the coniributions are expected to be in the form of cash. Contributions after
2012 will be based on an aciuarial valuation effective December 31, 2012 and will depend on fulure invesiment relums, and
changes in benefils or actuarial assumplions.

Toka! cash paymenis for employee future benefits made in 2010, consisiing of cash contribuied by the Company to its funded pension
plan and cash payments directly to beneficiaries for iis unfunded other benefit plans, was $233 million {2009 - $155 million).
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Employee Future Benefits

Pension other than Pension
Year ended December 31 {Canadian dollors in millions) 2010 2009 2010 2009
Change in accrued benefit obligation
Accrued benefit obligation, January 1 4,566 4,007 1,004 874
Curren! service cost 94 73 24 19
Interest cost 294 286 65 63
Reciprocal ransfers 4 - - .
Benefits poid {262} {270} 42y {43
Net actuarial loss [gain) 300 470 127 91
Accrued benefit abliqation, December 31 4,996 4,566 1,178 1,004
Change in plan assets
Fair value of plan assets, january ] 4,336 3,836
Actual return on plan assels an 642
Reciprocal ransfers 4 &
Benefits paid {262 {270}
Employer’s contibutions! 191 112
Employees’ contributions 24 21
Adrinistrative expenses {15} 1
Fair value of plan assets, December 31 4,699 4,336
Funded status
Unfunded benefit obligation on {230 {(1,178) {1,004)
Unamortized net actuarial losses (gains) 746 640 144 10
Unamortized past service costs 1 14 1 14
Deferred pension asset [accrued benefit liability) 460 424 {1,023) (80
less: Cumrent porfion - - 43 40
Defered pension asset flongterm liability) 460 424 {980} {Q40)

U in Jonuary 2011, the Company nrxde o conhibution of $13 milion in respedt of 2010 12010- $10 million in respect of 2009).
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Employee Future Benefits

Pension Other Than Pension
Year ended December 31 {Canadian doflars in miflions) 2010 2009 2010 2009
Components of net periodic benefit cost
Current service cosf, net of employee coniributions 70 52 24 19
Interest cost 294 286 65 &3
Actual return on plon assels net of expenses {406} {631} - -
Actuarial loss {gain) 300 470 127 91
Crher {1 {1 - -
Costs arising in the period 257 176 216 173
Differences between costs arising in the period and
cosls recognized in the peried in respect of:
Return on plan assets 129 359 - -
Actuarial {gain) loss {234 {410} (134) {ton
Plan amendmenis 4 4 4 4
Net periodic benefit cost 154 129 86 76
Charged to results of operations? 134 &8 51 46
Effect of a 1% increase in health care cost trends on:
Accrued benefit obligation, December 31 - 185 141
Service cost and inlerest cost - 15 13
Effect of a 1% decrease in health care cost trends on:
Accrued benefit obligation, December 31 - {146} (113)
Service cost and interest cost - {12} {10}
Significant assumptions
For net periodic benefit cost:
Expected rale of retumn on plan assets 6.50% 725% - -
Weighted average discount rate 6.50% 725% 6.50% 7.25%
Rate of compensation scale escalation {without merit} 2.50% 2.75% 2.50% 2.75%
Rate of cost of living increase 2.00% 2.00% 2.00% 2.00%
Average remaining service life of
employees fyears) 10 10 n 1
Rate of inarease in health care cost trend? - - 4.81% 481%
For accrued benefit obligation, December 31:
Weighted average discount rate 5.75% &.50% 5.75% 6.50%
Rate of compensation scale escalation (without merit) 2.50% 2.50% 2.50% 2.50%
Rale of cost of living increase 2.00% 2.00% 2.00% 2.00%
Rate of increase in health care cost trend* - - 4.86% 4.81%

? the Company follows the wash basis of aceounting. Duing 2010, pension costs of $191 milion 2009 - §1 13 million) were attibuted 1o kibow, of which
$ 134 million {2009 - $68 million} veas chaiged fo opaiations and $5 7 willion [2009 - $45 million) was capifaliced as part of the cost of fixed assets.

18.5/% in 2010 guding down to 4.81% per annum in and affer 2009 12009 - 8 81 % in 2009 gaxding down to 4.8 1% per annum in and offer 2029).

48.31%in 201 | grading down to 4.86% per annum in and afler 2029 12009 ~ 8 .5/% in 2010 gading down fo 4.8 1% pe annum in and after 2029}
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13. ENVIRONMENTAL LIABILITIES
Polychlorinated land Assessment
Biphenyls  and Remediation

December 31 {Conadian dollors in millions) {PCB) {LAR) Total
2010
Opening balance, January 1 262 65 327
Interest accretion 13 2 15
Expenditures {9 {8) 17
Revaluation adjusiment 15 {1 {16
Ending balance, Decernber 31 251 58 309
less: Cument portion {15) {7 {22}
236 51 287
2009
Opening balance, January 1 225 28 253
Interest accretion 12 ] 13
Expenditures {4 {5} el
Revaluation adjustment 29 41 70
Ending balance, December 31 262 &5 327
less: Current portion (14) {10} [24)
248 55 303

Estimated future environmental expenditures for each of the five years subsequent to December 31, 2010 and in fotal theredfer are
as follows: 20171 - $22 million; 2012 - $23 million; 2013 - $34 million; 2014 - $40 million; 2015 - $33 million and thereatter -
$217 million. Of the tokal esimated future expenditures, $308 million relate to PCB {2009 - $320 million) and $61 million to LAR
{2009 - $69 million).

Consistent with its accaunting poficy for environmental costs, Hydro One records a liability for the eslimated future expenditures
associaled with the removal and destnuction of PCB-contaminated insulating ofls and related electrical equipment and for the
assessrent and remediation of chemically-contaminated lkands. The Company's recorded liability is based on management's best
estimate of the present value of the fulure expenditures expected o be required to comply with existing regulations.

There are uncertainties in estimating fulure environmental costs due to potential external evenis such as changes in legislaion or
requlations and advances in remediation lechnologies. All factors used in estimating the Company’s environmental liabilities represent
management’s best estimates of the present value cost required to meet existing legislation or regulations. However, it is reasonably
possible that numbers or volumes of contaminated assets, cost estimates to perform work, inflation assumptions and the assurmed
patiern of annual cash flows may differ significantly from the Company’s current assumptions. In addition, for the PCB program, the
availability of critical resources such as skilled labour and replacement assets and the abilily to lake maintenance cutages in critical
facilifies may influence the timing of expenditures. Eslimated environmental liabilities are reviewed annually or more frequently if
significant changes in regulation or other refevant factors occur. Estimate changes are accounted for prospectively.

In delermining the amounts 1o be recorded as emvironmental liabilities, the Company eslimates the current cost of completing required
work and makes assumplions as o when the future expenditures will actually be incurred, in order to generate fulure cash flow
information. A longrterm inflation assumption of approximately 2% has been used 1o express these current cost eslimates as estimated
future expenditures. Future environmental expenditures have been discounted using factors ranging from 3.75% lo 6.25%, depending
on the appropriate rate for the period when increases in the obligations were first recorded.

PCBs

On Seplember 17, 2008, Environment Canada published its final regulations governing the management, storage and disposal of
PCBs. These requlations were enacted under the Canadian Environmental Profection Act, 1999. The regulations impose fimelines
for disposal of PCBs based on criteria including type of equipment, inuse siatus and PCBcontamination thresholds. All PCBs in
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concentrations of 500 pans per million (ppm) or more, except for specified equipment, had to be disposed of by the end of 2009
However, in 2009, Hydro One sought and received an extension until 2014 for the removal of PCBs from certain station equipment
that could potentially be contaminated in excess of this threshold. Under the regulations, PCBs in equipment in concentrations greater
than 50 ppm and less than 500 ppm, or greater than 50 ppm for poletop transformers, poletop ausiliary elecirical equipment ond
light ballasts must be disposed of by the end of 2025.

Management judges that the Company currently has very few PCBcontaminaled assets in excess of 500 ppm. Priority will be given
lo targeting inspection and lesting work loward identifying and removing PCBs in assets that must be compliant by 2014. Assels 1o

be disposed of by 2025 primarily consist of polemounted distibution line transformars and light ballasts. Contaminated distibution
and transmission skation equipment will generally be replaced or will be decontaminated by removing PCBeontaminated insulating

oil and rerrofilling with replacement ol that is less than 2 ppm.

Management's best estimate of the total estimated fulure expenditures to comply with PCB regulations is about $308 million. These
expenditures are expected Io be incurred over the pericd from 2011 10 2025, As a resull of ils most recent cost estimale to comply
with existing PCB requlations, the Company reduced its December 31, 2010 PCB liability by approximately $15 million compared
to September 30, 2010.

LAR

As part of its annual review of environmenial liabilities, the Company also reviewed its liability for LAR. As o result of this review,
the Company reduced its December 31, 2010 liability by approximately $1 million compared to Seplember 30, 2010. The
Company’s best estimate of the total future expenditures 1o complete its LAR program is about $61 million.

14%. ASSET RETIREMENT OBLIGATIONS

Consistent with the Company's accounting policy for assel retirement obligations, Hydre One records a liability for the present value
of the estimated fulure expenditures associated with the retirement of tangible longrlived assets that the Company is legally required
1o remove. A corresponding amount is recorded as an asset refirement cost that is capilalized as part of the camying amount of the

rekated fixed asset.

There are uncertainties in estimating fulure expenditures due to potential extemal events such as changing legislation or regulations
and advances in remedialion technologies. All faciors used in estimating the Company’s asset refirement obligations represent
management’s best astimates of the costs required 1o meet existing legislation or regulations. However, it is reasonably possible that
numbers or volumes of contaminated assels, cost eslimates to perform work, inflation assumptions and the assumed paliern of annual
cash flows may differ significantly from the Company’s current assumplions. Assel refirement obligations are reviewed annually or
mare frequently if significant changes in regulation or other relevant faciors occur. Estimate changes are accounted for prospectively.

In determining the amounts to be recorded as asset refirement obligations, the Company eslimales the current fair value for
compleling required removal and remediation work and makes assumplions as to when the future expenditures will acually be
incurred, in order to generate future cash flow information. A longrterm inflation assumption of approximately 2% has been used to
express these current cosl estimates as estimated fulure expenditures. Fulure expendilures have been discounted using foctors ranging
from approximately 3% to 5%, depending on the appropriate rate for the pericd when expenditures are expected 1o be incured.

Hydro One has recorded a liability for the estimated fulure expenditures associaled with the removal and disposal of asbestos
conlaining materials installed in some of its facilities. The Companys liability is based on management’s best estimale of the present
value of the estimated future expendilures to comply with existing regulations. During the year, the Company completed a study with
the aid of an expert external consullant o esimate the fulure expenditures required lo remove asbestos prior io facility demolition. The
Company has recorded a $7 million liability in respect of this obligation as ot December 31, 2010 based on the net present value
of the Company’s best estimate of the total future expenditures of $18 million to complete its asbesios removal aclivities.

Hydro One has also recorded a $4 million asset refirement obligation related to the decommissioning and removal of its switching
station located ot Cniario Power Generation’s Abitibi Canyon Generating Station.
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15. SHARE CAPITAL

Commeon and Preferred Shares

On March 31, 2000, the Company issued 1o the Province 12,920,000 5.5% cumuative preferred shares with a redemption value
of $25.00 per share, and 99,990 common shares, bringing the tolal number of outstanding common shares to 100,000. The
Company is authorized to issue an unlimited number of prefered and commen shares.

The preferred shares are entitled to an annual cumulative dividend of $18 million, which is payable on a quartery basis. The
preferred shares are redeemable at the option of the Province at a price of $25 per share, representing the stated value, plus

any accrued and unpaid dividends if the Province sells @ number of the common shares which it owns to the public such that the
Province’s holdings are reduced 1o less than 50% of the common shares of the Company. Hydre One may elect, without condition,
lo pay all or part of this redemplion price by issuing additional common shares o the Pravince. If the Province does not exercise

its redempiion right, the Company would have the ability to adjust the dividend on the preferred shares to produce a yield that is
0.50% less than the then-current dividend market yield for similary raled preferred shares. The preferred shares do not carny weting
rights, except in limited circumstances, and would rank in pricrity over the common shares upon liquidation.

Dividends

Cornmen dividends are declared at the sole discretion of the Hydro One Board of Directors, and are recommended by management
based on resulls of operations, maintenance of the deemed regulatory capital structure, financial condition, cash requirements and
other relevant factors such as indusiry practice and shareholder expectations.

In 2010, preferred dividends in the amount of $18 million {2009 - $18 million) and commen dividends in the amount of $10
million {2009 - $170 million) were declared.

Earnings per Share
Famings per share is calculated as net income during the year, atler cumulative preferred dividends, divided by the weighted
average number of common shares cutstanding during the year.

16. RELATED PARTY TRANSACTIONS

The Province, OFFC, IESO, Onlario Power Authorily [OPA] and Ontario Power Generation Inc. [OPG) are related parties of Hydro
One. In addifion the OFB is related to the Company by virtue of its status as a Provincial Crown Carporation. Transactions between
these parties and Hydro One were as follows:

Hydro One received revenue for iransmission services from [ESO, based on uniform transmission rates approved by the OEB.
Transmission revenue for 2010 includes $1,277 milion (2009 - $1,121 million) related 1o these services. Hydro One receives
amounts for rural rate protection from the IESC. Distribution revenue for 2010 includes $127 million {2009 - $127 million] related
fo this program. Hydro One also received revenue rekited to the supply of elearicity to remole northem communities from the IESO.
Distribulion revenue for 2010 includes $28 million (2009 - $31 million) related o these services.

In 2010, Hydro One purchased power in the amount of $2,361 million (2009 - $2,265 million} from the 1ESO administered
aleciricity market, $19 million {2009 - $19 million) from OPG and $13 milion (2009 - $11 milion} from OEFC.

Under the Onmario Energy Board Act, 1998, the OEB is required to recover oll of its annual operafing costs from gas and electricity
distributors and electicity transmitters. In 2010, Hydro One incurred $11 miflion {2009 - $10 million) in OEB fees.

Hydro One has service level agreements with the other successor corporations. These services include field, engineering, logistics
and telecommunications services. Revenues related to the provision of construction and equipment maintenance services to the other
successor comporations were $14 million (2009 - $1 3 million), primarily for the Transmission Business. Operation, maintenance and
administration costs related to the purchase of services from the other successor corporations were less than $2 million in each of

2010 and 2009
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The OPA funds substantially all of our Conservation Demand Marnagement (CDM) programs. The funding includes program cosis,
incertives, management fees and bonuses. In 2010, Hydro One received $36 million from the OPA in respedt of the CDM
programs (2009 - $23 million) and had a net accounts receivable of $1 million in both 2010 and 2009.

The provision for payments in lieu of corporate incomme taxes, property taxes and capital taxes was paid or payable to the OEFC
and dividends were paid or payable to the Province.

The amounts due to and from related parties as a result of the Iransactions referred lo above are as follows:

December 31 [Canodian dollars in millions) 2010 2009
Accounls receivable 111 108
Accounts payable and accrued charges {283} (254)

Included in accounts payable and accrued charges are amounts owing to the IESC in respect of power purchases of $222 railion
{2009 - $211 million).

17. CONSOLIDATED STATEMENTS OF CASH FLOWS

For the purposes of the Consolidated Sialements of Cash Flows, *cash and cash equivalents” refers to the Consolidated Balance
Sheet flems “cash®, “shorterm invesiments” and *bank indebledness.” The changes in noncash balances related 1o operations
consist of the following:

Year ended December 31 {Conadian dollors in millions) 2010 2009
Accounts receivable increase {68} (8%
Materials and supplies increase - 2]
Accounts payable and accrued charges increase 87
Accrued interest increase 10 10
longterm accounts payable and other liabiliies (decrease] increase {3) 4
Employee future benefits other than pension increase 40 32
Cther 11 7
77 {38}
Supplementary information:
Interest paid 409 361
Payments in lieu of corporate income taxes 48 77

18. CONTINGENCIES

Legal Proceedings

Hydro One is involved in various lawsuits, claims and regulatory proceedings in the normal course of business. In the opinion of
management, the oucome of such matters will not have a material adverse effect on the Company’s consdlidated financial position,
results of operations or cash flows.

On March 29, 1999, the Whilesand First Nation Band commenced an action in the Onlario Superior Court of Jusiice, naming as
defendants the Province, the Attormey General of Canada, Oniario Hydro, OEFC, OFG and our Company. On May 24, 2001, the
Whitesand First Nation Band issued an almost identical claim against the same parties. The Red Rock First Nation Band commenced
a similar claim on September 7, 2001 against the same parties. In 2004, the various claims were consolidated. These actions
sought declaratory relief, injuncive refief and damages in an unspecified amount. The claims arose out of floeding aclivities of
Ontaric Hydro and the alleged effects of flooding on lands in which the two First Nations claim an interest. In May 2009, all parfies
entered info an agreement o dismiss all actions against Hydro One on a without costs basis. On July 27, 2010, by court order, the
consolidated action and the cross claim of the Attormey General of Canada against Hydro One were dismissed without costs.
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Transfer of Assets

The transfer orders by which we acquired certain of Ontario Hydro's businesses as of April 1, 1999 did not ransfer litle lo some
assels located on lands held for bands or bodies of Indians under the Indian Act (Canada). Currently, OEFC holds these assets.
Under the terms of the Iransfer orders, we are required 1o manage these assets until we have oblained all consenis necessary 1o
complete the transfer of title of these assels 1o us. We cannot predict the aggregate amount that we may have lo pay, either on an
annual or onetime basis, o cbiain the required consents. However, we anticipate having to pay more than the $761,500 that
we paid fo these Indian bands and bedies in 2010. If we cannat cbiain consents from the Indian bands and bodies, OEFC will
continue to hold these assets for an indefinite period of time. [F we cannot reach a satisfactory settlement, we may have 1o relocate
these assels from the Indian lands 1o oiher locations ot @ cost that could be substantial or, in a limited nurber of cases, 1o abandon a
line and replace it with dieselgeneration facilities. The costs relating to these assels could have a material adverse effect on our nef
income if we are not able ko recover them in fulure rale orders.

19. COMMITMENTS

Agreement with Inergi

Effective March 1, 2002, Inergi LP {inergi} la wholly owned subsidiary of Cap Gemini Canada Inc.} began providing services to
Hydro One. On May 1, 2010, consistent with the terms of the coniract, the Company extended the Masler Services Agreement
with Inergi for a further three-year period lo expire on February 28, 2015, As a result of this agreement, Hydro One receives from
Inergi a range of services including business processing and information lechnology outsourcing services, as well as core sysiem
support related primarily lo SAP implementation and oplimization. Inergi billing for these services has ranged between $93 million
and $130 million per year and is subject o extenal benchmarking every three years o ensure Hydro One is receiving a defined
compelitive and continuously improved price. In connection with this agreement, on March 1, 2002 the Company transfered
approximately 00 employees 1o Inergi, including about 130 nonregular employees.

The annual commilments under the agreement in each of the five years subsequent lo December 31, 2010, and in total thereafter
are as follows: 20171 - $143 million; 2012 - $139 million; 2013 - $135 million; 2014 - $130 million; 2015 - $22 million; and
thereafter - $nil. The agreement expires on February 28, 2015,

Prudential Support

Purchasers of electricily in Oniario, through the IESO, are required to provide securily 1o mitigate the risk of their default based on
their expected aclivity in the market. As at December 31, 2010 and December 31, 2009, the Company provided prudential
support 1o the IESO on behalf of Hydro One Networks and Hydre One Brampion using only parental guaraniees of $325 million.
Prudential support of December 31, 2010 and December 31, 2009 was also provided on behalf of two distributors using
quarantees of $660 thousand. The IESO could draw on these guaraniees if these subsidiaries or distibutors fail o make a payment
required by a defaull nofice issued by the IESO. The maximum potential payment is the face value of any bank leflers of credit

plus the nominal amount of the corporate guarantee. If Hydre One’s highest longlem credit raling deteriorated o below the *Aa”
category, the Company would be required 1o resume providing letters of credit as prudential support.

Retirement Compensation Arrangements

Bank letters of credit have been issued to provide security for the Company's liabiliy under the terms of a trust fund esiablished
pursuant to the supplementary pension plan for the employees of Hydro One and its subsidiaries. The trustee is required 1o draw
upon the letiers of credit if Hydro One is in default of its obligations under the terms of this plan. Such obligations include the
requirement to provide the Irusiee with an annual actuarial repart as well as lefiers of credit sufficient o secure the Company's
liability under the plan, to pay benefits payable under the plan and to pay the letier of credit fee. The maximum potential payment
is the face value of the bank letiers of cradil. As at Decerber 31, 2010, Hydro One had bank letlers of credit of $113 million
{2009 - $107 million] cutstanding refating lo retirement compensation arrangermens.

Operating Leases

The future minimum lease payments under operating leases for each of the five years subsequent 1o December 31, 2010, and in
total thereafter are as follows: 20171 - 85 million; 20172 - $8 million; 2013 - $6 million; 2014 - $7 millien; 2015 - $2 million; and
thereafter - $25 million.
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20. SEGMENT REPORTING
Hydro One has three reportable segments:

¢ The Transmission Business, which comprises the core business of providing transportation and connection services, is
responsible for ransmitling eleciricity throughout the Onlario electricity grid;

«  The Disribution Business, which comprises the core business of delivering and selling electicily 1o customers; and

s  The "other’ segment, the operations of which primarily consist of those of the telecommunications business.

The designation of segments is based on a combination of regulatory siatus and the nature of the products and services provided.
The accounting policies followed by the segments are the same as those described in the summary of significant accounting policies
{see Nole 2). Segment information on the above basis is as follows:

Year ended December 31 {Canadian doflars in millions) Transmission Distribution Other Consolidated
2010
Segment profit
Revenues 1,307 3,754 63 5124
Purchased power - 2,474 - 2,474
Cperation, maintenance and adminisiration 416 602 60 1,078
Depreciation and amortization 273 300 10 583
Income {loss) before financing charges and provision

for payrments in lieu of comporale income laxes 618 378 (¢4 989
Financing charges 342
Income before provision for payments in liev of

corporate income taxes 647
Capital expenditures 236 629 5 1,570
Year ended December 31 {Caonadion dollars in miftions) Transmission Distribution Cther Consclidated
2009
Segment profit
Revenues 1,147 3,534 63 4,744
Purchased power - 2,326 - 2,326
Operation, maintenance and adminisiration 438 564 55 1,057
Depreciation and amortization 240 287 10 537
Income {loss) before financing charges and provision for

payments in lieu of coporale incorme Kaxes 469 357 {2} 824
Financing charges 308
Income before provision for payments in liev of

corporate income taxes 516
Capital expenditures 918 543 5 1.566
December 31 {Conadian dollars in miflions) 2010 2009
Total assets
Transrnission 9,805 8,993
Distbution 6,908 6,481
Other 809 161

17,322 15,635

All revenuss, costs and assels, as the case may be, are earned, incurred or held in Canada.
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21. SUBSEQUENT EVENTS

On February 2, 2011, the Power Workers’ Union {PWU) requested that the Minisiry of Llabour appoint a Conciliation Officer o
assist Hydro One and the PAU in finalizing a new collective agreement. Negoliations on the new agreement began on January 10,
2017,

On January 24, 2011, Hydro One issued notes under the Company’s MTN Program. The issue consisted of $50 million floalingrate
notes with o maturty date of July 24, 2015.

On January 19, 2011, Hydro One issued $250 million in notes under the Company’s MTN Program. The issue has an additional
offering of 2.95% notes maturing on September 11, 2015, originally issued on Seplember 13, 2010. The total amount outstanding
for this issue is now $500 million.

On January 19, 201 1, Hydro One enered into two $125 million notional principal amount fixedtofloating interest rate swaps to
convert $250 million of Hydro One’s 2.95% coupon note maturing September 11, 2015, inio threemonth variable rate debr.

On January 17, 2011, the PWU made an appeal to the Divisional Court of the Supreme Court of Canada under the Ontorio
Energy Board Acs, 1998 in regard 1o the OEB's December 23, 2010 decision approving Hydro One Networks' transmission rates
for 2011 and 2012, The PWU submitied the appeal on the grounds that the decision failed 1o identify operations, maintenance
and adminisiration costs that the OFB considers imprudent and were therefore omitted in the caleulation of the approved revenue
requirernent. The PWU is requesiing that the OEB's determination regarding the revenue requirement and related rates be set aside
and that the matter be remitied 1o a differently constitited panel of the OEB for a new hearing with respect fo these issues. The
appeal is not anticipaled 1o impadt upon the collection of the new 2011 Iransmission rates duting the proceeding. The culcome of
this appeaal is not determinable af this fime.

22. COMPARATIVE FIGURES

The comparative Consolidated Financial Stalements have been reclassified from statlements previcusly presented lo conform to the
presentation of the Decerber 31, 2010 Consolidated Financial Statements.

In the third quarter, the Company changed the presentation of tax balances associated with certain temporary differences relaled
o intangible assets and other regulatory account bakances, ko reflect how these bakances will ulimately be setled. As a resul,

the Company reclassified the tax balances associated with these temporary differences, such that the amount of future income tax
licbilities and the related net regulatory assel in the interim period bakince sheet, and in the comparative December 31, 2009
balance sheet, have been reduced by $160 million. The change in presentation has no impact on revenue or operating cash flow.
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>

OF FINANCIAL

Year ended December 31 {Canadian dollars in miftions) 2010 2009 2008 2007 2006
Statement of operations data
Revenues
Transmission 1,307 1,147 1,212 1,242 1,245
Distribution 3,754 3,534 3,334 3,382 3,273
Ciher 63 63 51 31 27
5,124 4,744 4,597 4,655 4,545
Costs
Purchased power 2,474 2,326 2,181 2,240 2,221
Operation, mainlenance and
administiration 1,078 1,057 65 605 880
Depreciation and amorlization 583 537 548 521 515
4,135 3,920 3,694 3,756 3616
Income before financing charges and provision
for payments in lieu of corporate income taxes 989 824 %03 899 G20
Financing charges 342 308 202 205 295
Income before provision for payments in lieu
of corporate income taxes 647 516 611 604 634
Provision for payments in lieu of coporate
income faxes 56 46 113 205 179
Net income 591 470 498 309 455
Basic and fully diluted earnings per
commeon share {Conodion dollors) 5727 4,528 4797 3,809 4,366
December 31 {Canadian dollars in millions]
Balance sheet data
Assets
Transmission 9,805 8,693 7877 7,273 6,950
Distribution 6,908 6,481 5,873 5,407 5,161
Other 609 161 128 106 A
Total assets 17,322 15,635 13,878 12786 12210
Liabilifies
Current liabilities {including cumrent portion
of longterm debt) 1,540 1,655 1,300 1,452 1,194
long-term debt 7278 4,281 5733 5,063 4,848
Other longterm liabilities 2,523 2,281 1,721 1,385 1,347
Shareholder’s equity
Share capital 3,637 3,637 3,637 3,637 3,637
Retained earnings 2,354 1,791 1,497 1,258 1,184
Aecurnulated other comprehensive income {10) {10) {10} (%) -
Total liabilities and shareholder’s equity 17,322 15,635 13,878 12,786 12210
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FIVE-YEAR SUMMARY OF FINANCIAL

Year ended December 3 1 {Conadion dollors in millions) 2010 2009 2008 2007 2006
Other financial data
Capital expenditures
Transmission 936 218 704 560 402
Distribution 629 643 570 511 417
Other 5 5 10 20 4
Total capital expenditures 1,570 1,566 1,284 1,091 823
Ratios
Net asset coverage on longterm debt! 177 1.79 1.84 1.87 1.92
Earnings coverage ratio? 239 2.15 2.63 2.67 2.67
Operating stafistics
Transrission
Units ransmitted [TWhHJF 142.2 1302 148.7 1522 1511
Ontario 20-minute sysiem peak demand MWHF 25,145 24,477 24,231 25,809 27,056
Chniaric 60-minute system peak demand MWVH 25,075 24,380 24,195 25,737 27,005
Total transmission lines {circvitkilometres) 28,951 28,024 29,039 28,915 28,600
Distribution
Units distributed to Hydro One customers (TWhAF 29.1 289 200 302 290
Units distributed through Hydro One lines {TWWhj#4 42.5 435 447 457 447
Total distribution lines {circuirkilomeres) 123,552 123,528 123,260 122,933 122,460
Customers 1,345,177 1,333,920 1,325,745 1,311,714 1,293,396
Total reqular employees 5717 5,427 5,032 4,602 4,295

! the net usset coverage on longteim debt dio is aakukited as kol assets minus tokal licbilities excluding longtem debt including cunent porfion} divided
by longtenn debt lincluding cunent paition,

? The exnings covenage 1afio has been cakukated s the sum of net income, financing chages and povision for payments in lieu of copoate incoe kaxes
divided by the sum of financing chaiges, wipituliced interest and cumukative prefened dividends.

¥ Systenmelded statistics inclide preliminary figues for December.

4 Units dishibuted though Hydio One fines epresent tolal distibufion system requirements and include elechicity disibuted to wonsumens who puchased
power direetly hrom the IESO.
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Auditors’ Report

To the Partners of
Great Lakes Power Transmission Limited Partnership

We have audited the balance sheet of Great Lakes Power Transmission Limited Partnership (the
“Partnership™ as at December 31, 2009 and the statements of partners’ equity, income and
comprehensive income and cash flows for the year then ended. These financial statements are the
responsibility of the General Partner, Great Lakes Power Transmission Inc. 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 also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation.

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

the Partnership as at December 31, 2009 and the results of its operations and its cash flows for the year
then ended in accordance with Canadian generally accepted accounting principles.

Dalatee & Tooebor LLL

Chartered Accountants
Licensed Public Accountants

April 9, 2010

Membre de / Member of Deloitte Touche Tohmatsu



Great Lakes Power Transmission Limited Partnership

Balance Sheet
as at December 31, 2009

thousands of CDN dollars Notes 2009 2008
Assets
Current Assets
Cash $ 393 % 1,990
Accounts receivable 3,152 3,014
Due from related parties 5 203 -
Prepaid expenses and other 215 -
Current portion of regulatory asset 8 358 1,649
4,321 6,653
Pension asset 9 1,587 -
Regulatory asset 8 716 4,044
Property, plant and equipment, net 6 215,401 212,330
$ 222,025 $ 223,027
Liabilities and Capital Account
Current liabilities
Accounts and other payables $ 1,635 $ 505
Current portion of regulatory liability 8 1,340 -
Due to related parties 5 279 2,080
3,254 2,585
Pension liability 9 1,837 -
Regulatory liability 8 2,680 2,512
Trans senior bonds 7 117,025 119,079
124,796 124,176
Partners' Equity 97,229 98,851
$ 222,025 $ 223,027




Great Lakes Power Transmission Limited Partnership

Statement of Partners' Equity
for the year ended December 31, 2009

Brookfield Great Lakes

Infrastructure Power

Holdings Transmission
thousands of CDN dollars Notes (Canada) Inc. Inc. 2009 2008
Partners' equity, beginning of year $ 98,754 $ 97 $ 98,851 $ 76,409
Allocation of net income 7,371 7 7,378 10,708
Allocation of contributed surplus adjustment 14 - - - 21,275
Distributions (8,991) (9) (9,000) (9,541)
Partners' equity, end of year $ 97,134 $ 9% 3 97,229 $ 98,851




Great Lakes Power Transmission Limited Partnership

Statement of Income and Comprehensive Income

for the year ended December 31, 2009

thousands of CDN dollars Notes 2009 2008
Revenues $ 31,888 35,074
Expenses
Operating and administration 6,288 5,021
Maintenance 1,622 2,309
Taxes, other than income taxes 93 66
8,003 7,396
23,885 27,678
Interest 11 7,832 7,787
Depreciation 6,973 6,549
Loss on disposal of property, plant and equipment 8 1,649 1,749
Other expenses 53 28
Net income before income taxes 7,378 11,565
Current tax provision 12 - 754
Future tax provision 12 - 103
Net income and comprehensive income $ 7,378 10,708




Great Lakes Power Transmission Limited Partnership

Statement of Cash Flows
for the year ended December 31, 2009

thousands of CDN dollars Notes 2009 2008
Operating Activities
Net income $ 7378 % 10,708
Items not affecting cash;
Depreciation 6,973 6,549
Amortization of prepaid expenses 611 178
Non-cash interest expense 144 40
Future income taxes - 103
Loss on disposal of property, plant and equipment 1,649 1,749
Net change in hon-cash working capital and other 10 (390) (2,811)
16,365 16,516
Investing activities
Receipt of amounts due from related parties - 3,718
Proceeds on disposition of property, plant and equipment 2 7
Additions to property, plant and equipment (11,244) (13,538)
Net changes in regulatory assets and liabilities 2,280 (2,810)
(8,962) (12,623)
Financing activities
Dividends paid (9,000) (9,541)
Increase in borrowings - 4,250
(9,000) (5,291)
Decrease in cash (1,597) (1,398)
Cash, beginning of year 1,990 3,388
Cash, end of year $ 393 $ 1,990




GREAT LAKES POWER TRANSMISSION LIMITED PARTNERSHIP

NOTES TO FINANCIAL STATEMENTS

December 31, 2009
(thousands of CDN dollars)

1. NATURE AND DESCRIPTION OF BUSINESS

Great Lakes Power Transmission Limited Partnership (the “Partnership”) was formed on May 17, 2007
for the purpose of acquiring the assets and liabilities of the transmission division of Great Lakes
Power Limited (“GLPL™). The Partnership completed this purchase on March 12, 2008 for total cash
consideration of $92,500, which was paid directly to GLPL by Brookfield Infrastructure Partners LP
(“BIP™), the ultimate parent of the Partnership. BIP then contributed these net assets directly to the
Partnership.

Brookfield Infrastructure Holdings (Canada) Inc. is the Limited Partner and holds a 99.9% interest in
the Partnership. Great Lakes Power Transmission Inc., the General Partner, holds a 0.1% limited
interest in the Partnership and is responsible for management of the Partnership. Both the General
and Limited partners are wholly owned subsidiaries of BIP.

As both the Partnership and GLPL were owned and operated by the same ultimate parent at the time
of the acquisition, this transaction constitutes a reorganization of entities under common control and
has been accounted for using the continuity of influence method. Accordingly, these financial
statements have been presented giving retroactive effect to this transaction using historical carrying
costs of the assets and liabilities of the transmission division of GLPL for all periods presented. This
treatment is described in further detail in note 2.

The Partnership is engaged in the transmission of electricity to the area adjacent to Sault Ste. Marie,
Canada and is subject to the regulations of the Ontario Energy Board (the “OEB™).

2. BASIS OF PRESENTATION

These financial statements have been prepared in accordance with Canadian generally accepted
accounting principles. All amounts are reported in thousands of Canadian dollars, except as
otherwise noted.

These financial statements reflect the results of the Partnership for the twelve month period ended
December 31, 2009. As required under the continuity of influence method these financial statements
have been prepared as if the Partnership owned the assets and liabilities of Great Lakes Power
Limited Transmission Division (“GLPLTD”) in the comparative period. As the Partnership did not have
any of its own operations prior to March 12, 2008 the comparatives contained within these financial
statements effectively represent the operations of GLPLTD for the period January 1 to March 12,
2008 and the results of the Partnership for the period March 13 to December 31, 2008. The
difference between the exchange value of the assets and liabilities transferred on sale and the
proceeds has been treated as an increase to contributed surplus as of March 12, 2008 (see note 14).

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The following accounting policies have been applied in the preparation of these financial statements:
(@)  Property, plant and equipment
Property, plant and equipment are recorded at cost, including costs of acquisition incurred by

the Partnership, less accumulated depreciation. The cost of the property, plant and
equipment is depreciated over the estimated service lives of the assets as follows:



GREAT LAKES POWER TRANSMISSION LIMITED PARTNERSHIP

NOTES TO FINANCIAL STATEMENTS

December 31, 2009
(thousands of CDN dollars)

(b)

(©

(d)

O]

®

Method Rate
Buildings Straight-line 40 years
Transmission stations, towers and related fixtures Straight-line 25 to 40 years
Equipment Straight-line 5 to 40 years

Construction work in progress is not depreciated until the assets are put into service.
Impairment of long-lived assets

The Partnership reviews long-lived assets for other than temporary impairment whenever
events or changes in circumstances indicate the carrying amount may not be recoverable.
The determination of whether impairment has occurred is based on an estimate of
undiscounted cash flows attributable to the assets, as compared to the carrying value of the
assets. Should an asset be considered to be impaired, an impairment loss is recognized in an
amount equal to the excess of the asset’s carrying value over its fair value.

Deferred financing fees

Financing costs associated with the offering of debt are capitalized, netted against the debt,
and amortized over the term of the debt using the effective interest method.

Capitalization of interest

Interest on funds used in construction is charged to construction work in progress at the
prescribed rate of return applicable to the rate base.

Revenue recognition

The Partnership recognizes revenue on an accrual basis, when electricity is wheeled, at the
regulated rate established by the OEB.

Income taxes

As of March 12, 2008, the date of the transfer of the transmission assets from GLPL, the
Partnership recorded no income tax transactions, and balances previously recorded by
GLPLTD have been adjusted against contributed surplus. This is because the Partnership is
not subject to income taxation as a result of its formation as a limited partnership.

Prior to March 12, 2008, the Partnership used the asset and liability method in accounting for
income taxes. Under this method, future income tax assets and liabilities were determined
based on differences between the financial reporting and tax basis of assets and liabilities,
and were measured using the enacted, or substantively enacted, tax rates and laws that
would have been in effect when the differences are expected to reverse, taking into account
the organization of the Partnership’s financial affairs and its impact on taxable income and
tax losses.



GREAT LAKES POWER TRANSMISSION LIMITED PARTNERSHIP

NOTES TO FINANCIAL STATEMENTS

December 31, 2009
(thousands of CDN dollars)

(9)

(h

0)

0

Pension and Employee Future Benefits

The cost of retirement benefits for the Partnership’s defined benefit pension plan and post
employment benefits is recognized as the benefits are earned by employees. The Partnership
uses the projected benefit method pro-rated on the length of service and management’s best
estimate assumptions to value its pension and other retirement benefits. Assets are valued at
fair value for purposes of calculating the expected return on plan assets. Past service costs
resulting from plan amendments are being amortized on a linear basis over the average
remaining service period of active members expected to receive the benefits under the plan.
Cumulative gains and losses in excess of 10% of the greater of the accrued benefit obligation
and the market value of the plan assets are amortized over the average remaining service
period of active members expected to receive benefits under the plan. The average
remaining service lives under the defined benefit pension plan as at December 31, 2009
varies from 12.0 to 16.0 years. The average remaining service life under the post-
employment benefit plan as at December 31, 2009 is 16.0 years.

Use of estimates

The preparation of financial statements in conformity with Canadian generally accepted
accounting principles requires management to make estimates and assumptions that affect
the reported amount of assets and liabilities, and disclosures of contingent assets and
liabilities at the date of the financial statements, and the reported amounts of revenues and
expenses during the reporting period. During the years presented, management has made a
number of estimates and valuation assumptions including accruals and depreciation.
Estimates are based on historical experience, current trends and various other assumptions
that are believed to be reasonable under the circumstances. Actual results could differ from
those estimates.

Rate Regulation

On January 1, 2005, the Partnership adopted CICA Handbook Accounting Guideline 19,
Disclosure by Entities Subject to Rate Regulation. The Partnership is regulated by the OEB.
Accounting standards recognize that rate regulation can create economic benefits and
obligations, which are reported in the financial statements as regulatory assets and liabilities.
When the regulation provides assurance that incurred costs will be recovered in the future,
the Partnership may defer these costs and report them as a regulatory asset. If current
recovery is provided for costs expected to be incurred in the future, the Partnership reports a
regulatory liability. Also, if the regulation provides for lesser or greater planned revenue to
be received or returned by the Partnership through future rates, the Partnership recognizes
and reports a regulatory asset or liability, respectively. The measurement of such regulatory
assets and liabilities are subject to certain estimates and assumptions, including assumptions
made in the interpretation of the regulation.

Gooadwill and Intangible Assets

Effective January 1, 2009, the Partnership adopted CICA Handbook Section 3064, Goodwill
and Intangible Assets (“Section 3064”), replacing Handbook Sections 3062, Goodwill and
Other Intangible Assets and 3450, Research and Development Costs.

Section 3064 established standards for the recognition, measurement, presentation and
disclosure of goodwill and intangibles by profit-oriented enterprises. Implementation of this
standard did not have a material impact on the Partnership’s financial statements.
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GREAT LAKES POWER TRANSMISSION LIMITED PARTNERSHIP

NOTES TO FINANCIAL STATEMENTS

December 31, 2009
(thousands of CDN dollars)

4. CHANGES IN ACCOUNTING POLICIES
Rate Regulated Enterprises

During 2007, the Accounting Standards Board (“AcSB”) issued an exposure draft proposing to
remove all specific references to rate regulated accounting from the CICA Handbook. In August
2007, the AcSB decided to remove a temporary exemption in CICA Handbook Section 1100
“Generally Accepted Accounting Principles”, retain existing references to rate regulated accounting
in the CICA Handbook, amend CICA Handbook Section 3465 “Income Taxes” to require the
recognition of future income tax liabilities and assets as well as a corresponding regulatory asset or
liability, and retain existing requirements to disclose the effects of rate regulation per AcG-19. The
new rules will apply retrospectively to annual financial statements relating to fiscal years beginning
on or after January 1, 2009.

As explained in note 3, the Partnership is not subject to income taxation and as a result these
changes did not have an impact on the Partnership.

Credit Risk and the Fair Value of Financial Assets and Liabilities — EIC-173

In January 2009, the Emerging Issues Committee of the CICA issued Abstract No. 173, Credit Risk
and the Fair Value of Financial Assets and Financial Liabilities (“EIC-173"). EIC-173 requires an
entity to take into account its own credit risk and that of the relevant counterparties when
determining the fair value of financial assets and financial liabilities, including derivative
instruments. This EIC, which was effective for the Partnership on January 1, 2009, had no impact
on the financial position or results of operations because the Partnership had been incorporating
the aforementioned credit risks into its valuation methodology before the EIC was issued.

Financial Instruments — Disclosures — Handbook Section 3862

In June 2009, the CICA amended Handbook Section 3862, Financial Instruments — Disclosures, to
enhance disclosure requirements about the liquidity risk of financial instruments, to include new
disclosure requirements about fair value measurements of financial instruments and to include
implementation guidance about fair value measurement disclosures to assist in applying the
Handbook Section. Handbook Section 3862 now requires that all financial instruments measured at
fair value be categorized into one of three hierarchy levels, described below, for disclosure
purposes. Each level is based on the transparency of the inputs used to measure the fair values of
assets and liabilities:

i Level 1 — inputs are based on unadjusted quoted prices in active markets for identical
assets and liabilities;

ii. Level 2 — inputs other than quoted prices in Level 1 that are observable for the asset or
liability, either directly or indirectly; and

iii. Level 3 — inputs for the asset or liability that are not based on observable market data.

Determination of fair value and the resulting hierarchy requires the use of observable market data
whenever available. The classification of a financial instrument in the hierarchy is based upon the
lowest level of input that is significant to the measurement of fair value. The amendments to
Handbook Section 3862 had no impact on the Partnership’s financial position or results of
operations.



GREAT LAKES POWER TRANSMISSION LIMITED PARTNERSHIP

NOTES TO FINANCIAL STATEMENTS

December 31, 2009
(thousands of CDN dollars)

5. RELATED PARTY TRANSACTIONS

(a) In the normal course of operations, Riskcorp Inc., an insurance broker related through
common control, entered into transactions with GLPLTD and the Partnership to provide
insurance. These transactions have been measured at exchange value. The total cost
allocated to the Partnership in 2009 was $178 (2008 - $115) and no amount remains
outstanding at year end (2008 - $nil).

(b) In accordance with an OM&A agreement that existed between the Partnership and GLPL
between March 13, 2008 and June 30, 2009, the transmission assets were operated by GLPL,
and all costs were passed on to the Partnership. GLPL was responsible for all operating,
maintenance, administrative, and capital activity, the cost of which was tracked and billed to
the Partnership with no mark-up.

© The Partnership has provided services to and received services from entities under common
control in the normal course of operations. The balances payable and receivable for these
services are non-interest bearing and unsecured. The balances payable to and receivable
from related parties will come due during the following year.

(d) As a result, the following balances are receivable (payable) at December 31:

2009 2008
Due from related parties
Services provided to entities under common control $ 203 $ -
Due to related parties
Services received from entities under common control (279) -
Costs paid by GLPL on behalf of the Partnership - (2,080)
$ (76) $  (2,080)
6. PROPERTY, PLANT AND EQUIPMENT
2009 2008
Accumulated Net Book Net Book
Cost Depreciation Value Value
Land $ 929 $ - $ 929 $ 544
Buildings 15,224 4,552 10,672 10,192
Transmission stations, towers and
related fixtures 270,766 70,934 199,832 199,366
Construction work in progress 3,968 - 3,968 2,228
$ 290,887 $ 75,486 $ 215,401 $ 212,330

Cost and accumulated depreciation as at December 31, 2008 were $278,605 and $66,275,
respectively.

During 2009, the Partnership disposed of assets that had a net book value of $2 for net proceeds of
$2 (2008 - $107 and $7, respectively).



GREAT LAKES POWER TRANSMISSION LIMITED PARTNERSHIP

NOTES TO FINANCIAL STATEMENTS

December 31, 2009
(thousands of CDN dollars)

7. TRANS SENIOR BONDS

On March 12, 2008, the financing agreement of the First Mortgage Bonds was amended to remove
the security against the generation assets and to convert 31.25% of the principal amount of the
Series 1 Bonds into Trans Senior Bonds having a principal of $120,000, the terms of which remain
substantially unchanged. The Trans Senior Bonds are now secured by a charge on transmission
present and future real property assets of the Partnership. On behalf of the Partnership, a
company related through common control, Brookfield Renewable Power Inc. (“BRPI”), obtained a
letter of credit in the amount of $3,960 to cover six months of interest payments on the Trans
Senior Bonds.

The fair market value of the Trans Senior Bonds is $131,951 based on current market prices for
debt with similar terms (2008 - $110,990). Amortization of deferred financing fees for the year
related to the Partnership’s long-term debt is included in interest expense and totalled $144 (2008 -
$40).

The Trans Senior Bonds (“the Bonds™) bear interest at the rate of 6.6%. Semi-annual payments of
interest only are due and payable on June and December 16 each year until and including June 16,
2013. Equal blended semi-annual payments of principal and interest on the Bonds will commence
on December 16, 2013 and will continue until and including June 16, 2023. The Bonds will not be
fully amortized by their maturity date. The remaining principal balance of the Bonds will be fully
due on June 16, 2023.

During the year management evaluated its previous estimates surrounding regulatory assets to
determine if amounts would be collected in future rate applications. As a result it was determined
that $2,198 of deferred financing fees should be reclassified from regulatory assets to Trans Senior
Bonds.

2009 2008

Trans Senior Bonds $ 120,000 $ 120,000
Less: Unamortized deferred financing fees (2,975) (921)
$ 117,025 $ 119,079
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GREAT LAKES POWER TRANSMISSION LIMITED PARTNERSHIP

NOTES TO FINANCIAL STATEMENTS

December 31, 2009
(thousands of CDN dollars)

8. EFFECT OF RATE REGULATION

The Partnership recorded the following regulatory assets and liabilities as at December 31:

2009 2008
Regulatory assets:
Deferred loss on disposal of transmission assets $ - $ 1,649
Wholesale metering services rebates - 465
Reorganization costs relating to the transfer of assets 1,041 3,562
Other regulatory assets 33 17
Less: current portion (358) (1,649)
Long-term portion $ 716 $ 4,044
Regulatory liability:
Deferred rate impact accrual $ 2,578 $ 2,512
Deferred loss on disposal of transmission assets 71 -
Wholesale metering services rebates 122 -
Changes in tax legislation 1,249 -
Less: current portion (1,340) -
Total $ 2,680 $ 2,512

The Partnership operates in accordance with the regulations of the OEB. Regulatory assets and
liabilities represent certain revenues earned or costs incurred in the current year or in prior years
that have been or are expected to be recovered from customers upon approval from the OEB. In
the absence of rate regulation, these balances would have been recorded as revenues or expenses
in the statement of income and comprehensive income.

Reorganization costs relating to the transfer of assets

These reorganization costs were the result of the transfer of the Partnership’s assets from GLPL to
the Partnership. Legislation through the Ontario Energy Board Act, 1998 requires the separation of
transmission assets from generation assets; however, GLPL had an exemption to operate its
transmission, distribution, and generation business within the same company until December 31,
2008. The costs associated with the transfer of the Partnership’s assets were capitalized as
regulatory assets as they are eligible for recovery through future rates, subject to OEB approval.
The Partnership has included its request to recover this amount in its 2010 rate application filed
with the OEB on November 30, 2009.

Other regulatory assets

Other regulatory assets are driven by three drivers, as follows:

(a) The Partnership incurred costs related to a study undertaken as a result of the settlement
agreed upon in the last transmission rate application. As approved by the OEB, these costs
have been deferred and will be recovered at a later date, and there is no risk of non-collection

of this balance. The Partnership has included its request to recover this amount in its 2010
rate application filed with the OEB on November 30, 2009.
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GREAT LAKES POWER TRANSMISSION LIMITED PARTNERSHIP

NOTES TO FINANCIAL STATEMENTS

December 31, 2009
(thousands of CDN dollars)

(b) The Partnership incurred incremental administrative expenses related to IFRS. The OEB has
approved a deferral account to track incremental administrative expenses for the purposes of
future recovery. The Partnership will include its request to recover this amount in its next rate
application filing to the OEB.

(c) The Partnership incurred incremental costs related to the OEB’s Feed-in-Tariff program, which
is a program initiated for the development of renewable generation. The OEB has approved a
deferral account to track similar costs for other regulated utilities in the province, and the
Partnership believes it will be eligible to recover these costs through a future rate application.
The Partnership will include its request to recover this amount in its next rate application filing
to the OEB.

Deferred rate impact accrual

The deferred rate impact accrual (“DRIA™) was for revenues being recovered through the 2005 rate
application filed with the OEB. On November 1, 2007, the OEB implemented a new uniform
transmission rate as a result of the rate application filed by Hydro One Networks Inc. This resulted
in the termination of the over recovery of the DRIA. At December 31, 2009, the DRIA balance of
$2,578 is payable to the Ontario transmission rate-payers. The Partnership has included its request
to disburse this amount in its 2010 rate application filed with the OEB on November 30, 2009.

Deferred loss on disposal of transmission assets

As prescribed by regulatory order, gains or losses on disposals of assets are recorded as a
regulatory asset or liability subject to approval by the OEB. For the year ended December 31, 2005,
GLPLTD incurred a loss on disposal of transmission assets of $8,246. This regulatory asset was
recovered over a period of five years, which commenced on April 1, 2005, through rate increases.
During 2009, the Partnership recovered the remaining $1,649, plus an additional $71 of the
deferred loss. The Partnership has included its request to disburse this amount in its 2010 rate
application filed with the OEB on November 30, 2009.

Wholesale metering services rebates

As prescribed by regulatory order, the rebates related to metering services were recorded as a
regulatory asset. The Partnership was responsible for paying the rebates and recording them in a
regulatory asset deferral account. As a result of a change in a management assumption in 2009,
the Partnership reduced the balance of the deferral account by the total costs avoided as a result of
no longer providing meter services between 2005 and 2009. The Partnership has included its
request to disburse this amount in its 2010 rate application filed with the OEB on November 30,
2009.

Changes in tax legisiation

This amount relates to differences that resulted from legislative changes to tax rates and rules in
comparison to those rates and rules assumed in the Partnership’s most recently approved revenue
requirement. The purpose of capturing these amounts for future disbursal or recovery is to ensure
that both ratepayers and regulated utilities are protected from changes in legislation that may
affect the amount of taxes payable by a utility in any given year.
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GREAT LAKES POWER TRANSMISSION LIMITED PARTNERSHIP

NOTES TO FINANCIAL STATEMENTS

December 31, 2009
(thousands of CDN dollars)

Between 2005 and 2009, income and capital tax rates have declined, resulting in the Partnership
collecting a surplus of revenue when compared to the actual tax expenses incurred. As a result,
the Partnership is required to return the excess funds to ratepayers and has included its request to
disburse this amount in its 2010 rate application filed with the OEB on November 30, 2009.

PENSION AND EMPLOYEE FUTURE BENEFITS

The Partnership is part of a registered defined benefit, final pay pension plan and an unfunded non-
pension benefit plan (the “Plans™). The Plans were transferred to the Partnership from GLPL on July
1, 2009, and they are representative of the employees transferred from GLPL to the Partnership on
the same date. The consideration paid from GLPL to the Partnership as a result of the transfer was
$156.

The non-pension plan includes benefits such as health and dental care, retirement bonuses and life
insurance. The obligation under these plans is determined periodically through the preparation of
actuarial valuations. The benefit plan contribution for the Partnership for 2009 was $298. The
investment rate of return was 7.50%. The discount rate used was 7.50% with a rate of
compensation increase of 3.50%.

The Partnership also participates in a defined contribution pension plan provided to certain
employees. The Partnership contributes amounts based on the level of employee contributions for
this plan.

The Partnership’s defined benefit pension plan and post employment benefits information is

provided in the following table. As the stand-alone plan is a new plan for the Partnership, no
comparative information is available.
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GREAT LAKES POWER TRANSMISSION LIMITED PARTNERSHIP
NOTES TO FINANCIAL STATEMENTS

December 31, 2009
(thousands of CDN dollars)

2009

Defined Benefit
Pension Plan

Non-Pension
Benefits Plan

Weighted average assumptions

Benefit obligation

Discount rate 6.70%0 6.70%0
Rate of compensation increase 3.50%0 3.50%
Initial health care trend rate - 7.07%
Ultimate trend rate - 4.43%
Year ultimate rate reached - 2029
Benefit expense

Discount rate 7.50% 7.50%
Long-term rate of return on plan assets 7.50% -
Rate of compensation increase 3.50%0 3.50%
Initial health care trend rate - 7.18%
Ultimate trend rate - 4.43%
Year ultimate rate reached - 2029
Accrued benefit obligations

Balance, beginning of period $ 10,820 $ 1,762
Current service cost 69 27
Interest cost 405 85
Employee contributions 57 -
Net benefit payments (313) (55)
Actuarial loss 1,252 768
Balance, end of year $ 12,290 $ 2,587
Fair value plan assets

Balance, beginning of period $ 10,840 $ -
Employer contributions 243 55
Employee contributions 57 -
Actual return on plan assets 903 -
Benefits paid (313) (55)
Balance, end of year $ 11,730 $ -
Reconciliation of accrued benefit liability

Plan (deficit) $ (560) $ (2,587)
Unamortized transitional obligation 686 700
Unamortized net actuarial loss 1,461 50
Accrued benefit asset (liability) $ 1,587 $ (1,837)
Expense

Current service costs $ 69 $ 27
Interest cost 405 85
Actual return on plan assets (903) -
Actuarial loss 1,252 768
Costs arising in the year 823 880
Differences between costs arising in the period

and costs recognized in the period in respect of:

Actuarial loss (1,252) (768)
Return on plan assets 496 -
Transitional obligation 74 59
Net expense $ 141 $ 171
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In 2009, the total employer expense for the Partnership’s defined contribution pension plan was
$28.

Actuarial valuations

Actuarial valuations for the Partnership’s plans are required every year. The most recent actuarial
valuations for the pension and non-pension benefit plans were completed on July 1, 2009. The
Partnership measures its accrued benefit obligations and the fair value of plan assets for
accounting purposes as at December 31 of each year. The valuations include an indexation of
pension payments of 2.0% per year. The Partnership may choose to perform valuations for these
plans prior to the earliest required dates.

Sensitivity analysis

The Partnership’s sensitivity in the non-pension benefit plan to a 1% change in the health care cost
trend rate, for the year ended December 31, 2009, is summarized as follows:

Benefit Benefit

Obligation Expense

Impact of a 1% increase in health care cost trend rate $ 1,150 $ 117
Impact of a 1% decrease in health care cost trend rate $ (911) $ (90

Asset category

The partnership’s defined benefit pension plan asset allocations at December 31, by asset category
are as follows:

2009
Equity securities 61%0
Debt securities 39%
Total 100%o

Cash payments

All employer contributions were fully paid during the year and as such, no balance owing remains
outstanding as at year-end.

10. STATEMENT OF CASH FLOWS

2009 2008
Accounts receivable $ (138) $ 165
Prepaid expenses and other (826) -
Due from related parties (203) -
Pension asset and liability 250 -
Due to related parties (1,801) 1,493
Accounts and other payables 2,328 (5,208)
Taxes payable - 739

$ (390) $  (2.811)
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11.

12.

13.

Capital asset additions totaling $404 have been excluded from the Statement of Cash Flows as they
remain unpaid at year end. During 2009, capital asset additions totaling $1,602 have been included
in the Statement of Cash Flows as they were accrued at December 31, 2008 and paid in 2009.

INTEREST AND FINANCING FEES

The net interest and financing fees recorded in the financial statements at December 31 are
comprised as follows:

2009 2008

Interest expense incurred $ 7,920 $ 8,045
Amortization of deferred financing fees 144 40
Other interest (48) 46
Capitalized interest (184) (344)
$ 7,832 $ 7,787

INCOME TAXES

The Partnership does not record income tax expenses as it is not subject to income taxation as a
result of its formation as a limited partnership.

The provision for income taxes in the statement of income and comprehensive income represents the
income taxes payable for the period from January 1, 2008 to March 12, 2008, while the ownership
and operation of the transmission assets was the responsibility of GLPL. The provision for income
taxes in the 2008 comparative statement of income and comprehensive income represents an
effective tax rate different than the Canadian statutory rate of 33.50%. The differences are as
follows:

2009 Mar 12, 2008

Net income before taxes $ - $ 2,683
Computed income tax expense at Canadian statutory rate - 899
Decrease resulting from:

Impact of future rate change on future income tax liability - (42)
Income tax provision $ - $ 857

The Partnership does not record a future income tax liability as it is not subject to income taxation as
a result of its formation as a limited partnership.

PARTNERSHIP UNITS

The Partnership is authorized to issue an unlimited number of Class A and Class B partnership units,
of which 19,898 Class A units and 1 Class B unit were issued and outstanding as at December 31,
2008. There has been no change in the number of units issued during 2009 and the value of these
units is nominal.
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14. CONTRIBUTED SURPLUS

As part of the purchase and sale agreement between GLPL and the Partnership (discussed in note 1)
certain assets and liabilities were excluded from the transfer. As a result, the Partnership has
recorded the following adjustments to remove these amounts and has credited them to contributed

surplus:
March 12, 2008
Taxes payable $ 1,848
Future income tax liability 19,442
PST receivable (500)

$ 20,790

In addition a contribution of $485k was made by BIP and has been included in contributed surplus.

March 12, 2008

Assets and liabilities not transferred to the Partnership $ 20,790
Contribution of capital by Brookfield Infrastructure Partners LP 485
$ 21,275

15. FUTURE ACCOUNTING POLICY CHANGES
International Financial Reporting Standards

On February 13, 2008, the Accounting Standards Board of Canada (“AcSB”) confirmed that publicly
accountable enterprises will be required to adopt IFRS in place of Canadian GAAP for interim and
annual reporting purposes for fiscal years beginning on or after January 1, 2011. The Partnership
is in the process of evaluating the potential impact of the conversion to IFRS on its financial
statements. Although the impact of the adoption of IFRS on the Partnership’s financial position
and results of operations is not yet reasonably determinable or estimable, the Partnership does
expect a significant increase in financial statement disclosure requirements resulting from the
adoption of IFRS.

Financial Instruments — Recognition and Measurement

In June 2009, the CICA amended Handbook Section 3855 to clarify when an embedded
prepayment option is separated from its host debt instrument for accounting purposes. This
amendment applies to interim and annual financial statements relating to fiscal years beginning on
or after January 1, 2011. Earlier adoption is permitted.

This section has also been amended to clarify the application of the effective interest method after
a debt instrument has been impaired. This amendment applies retrospectively to financial
statements for fiscal years beginning on or after January 1, 2010. The Partnership expects these
amendments will have no impact on its results of operations and financial position.
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16.

17.

Comprehensive Revaluation of Assets and Liabilities

In August 2009, the CICA amended Handbook Section 1625 — “Comprehensive Revaluation of
Assets and Liabilities” to be consistent with Handbook Section 1582 — “Business Combinations”,
Handbook Section 1601 and Handbook Section 1602, which were issued in January 2009. The
amendments apply prospectively to comprehensive revaluations of assets and liabilities occurring in
fiscal years beginning on or after January 1, 2011. Earlier adoption is permitted as of the beginning
of a fiscal year. The Partnership does not expect these amendments to have an impact on its
results of operations and financial position.

CAPITAL MANAGEMENT

The Partnership’s primary capital management objective is to ensure the sustainability of its capital
to support continuing operations, meet its financial obligations, allow for growth opportunities and
provide stable dividends to its partners. The Partnership manages its capital to maintain an
investment grade credit rating while providing its ultimate parent with a prudent use of leverage to
enhance returns and ensure access to incremental borrowings needed to fund new growth
initiatives.

The Partnership manages its capital structure in accordance with changes in economic conditions.
Generally, developments are funded with external borrowings. In order to adjust the capital
structure, the Partnership may elect to adjust the dividend amount paid to its partners, increase or
reduce the equity participation in new and existing operations, adjust the level of capital spending
or issue new partnership units.

The Partnership manages its capital in order to maintain a debt to capitalization ratio below 75%.
As at December 31, 2009, the ratio was 55% (2008 — 55%). The table below presents the detail
of the Partnership’s capitalization and the calculation of the ratio:

2009 2008

Debt
Trans Senior Bonds $ 120,000 $ 120,000
120,000 120,000
Partners’ equity 97,274 98,851
Total capitalization $ 217,274 $ 218,851
Debt to capitalization 55% 55%

FINANCIAL INSTRUMENTS AND RISK MANAGEMENT
The Partnership classifies its financial assets and liabilities as outlined below:

Cash is designated as a financial asset held-for-trading and is measured at fair value through net
income at each period end.

Accounts receivable as well as due from related parties are classified as loans and receivables,
accounts and other payables, due to related parties, and Trans Senior Bonds are classified as other
financial liabilities, and each are measured at fair value at inception and are subsequently
measured at amortized cost using the effective interest method.
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18.

The carrying value approximates fair value for the Partnership’s financial assets and liabilities, with
the exception of long-term debt.

The Partnership has exposure to the following risks from its use of financial instruments: market
risk, credit risk and liquidity risk. The Partnership’s management is responsible for determining the
acceptable level of risk.

Market Risk

Market risk is the risk that the fair value of future cash flows of financial assets or liabilities will
fluctuate due to movements in market prices.

Interest Rates:

The Partnership’s long-term debt is subject to a fixed interest rate of 6.6%, payable semi-annually
on June 16 and December 16. As a result of having fixed rate debt, fluctuations in market interest
rates are not expected to materially affect the Partnership’s cash flows.

Credit Risk

Credit risk arises from the potential for a counterparty to default on its contractual obligations and
is limited to those contracts where the Partnership would incur a loss in replacing the defaulted
transaction. The Partnership’s financial instruments that are potentially exposed to credit risks are
accounts receivable. The Partnership actively manages its exposure to credit risk by assessing the
ability of counterparties to fulfill their obligations under the related contracts prior to entering into
such contracts, and continually monitors these exposures.

The vast majority of accounts receivable transactions entered by the Partnership are with the
Independent Electricity System Operator (“IESO”). The IESO operates the provincial transmission
system, and is a reliable counterparty. The quality of the Partnership’s counterparties mitigates
the Partnership’s exposure to credit risk.

Liquidity Risk

Liquidity risk is the risk the Partnership cannot meet a demand for cash or fund an obligation when
due. Liquidity risk is mitigated by the Partnership’s cash and cash equivalent balances and through
the use and management of amounts due from related parties. The Partnership is subject to risk
associated with debt financing, including the ability to refinance its debt at maturity. This risk is
mitigated by the long-term duration of the Partnership's debt secured by high quality assets.

COMMITMENTS, CONTINGENCIES AND GUARANTEES

In the normal course of operations, the Partnership executes agreements that provide for
indemnification and guarantees to third parties in transactions such as debt issuances. The nature
of substantially all of the indemnification undertakings prevents the Partnership from making a
reasonable estimate of the maximum potential amount the Partnership could be required to pay
third parties as the agreements do not specify a maximum amount and the amounts are dependent
upon the outcome of future contingent events, the nature and likelihood of which cannot be
determined at this time. Historically, the Partnership has not made significant payments under
such indemnification agreements.
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On behalf of the Partnership, BRPI obtained a letter of credit totalling $3,960 to cover six months
of interest payments on the Trans Senior Bonds. No amount has been drawn against this letter of
credit.

In the normal course of operations, the Partnership has committed as at December 31, 2009 to
spend approximately $404 (2008 - $1,602) on capital projects in future years.

The Partnership may, from time to time, be involved in legal proceedings, claims, and litigation that
arise in the ordinary course of business which the Partnership believes would not reasonably be
expected to have a material adverse effect on the financial condition of the Partnership.

There are no specified decommissioning costs relating to the Ontario transmission assets. The
Partnership has a comprehensive repair and capital expenditure program to ensure that its
transmission lines are maintained to optimum industry standards. Replacement of the assets
occurs in accordance with a long term capital plan and would involve typical costs of removal as
part of that process. In the circumstance where a portion of a line or other assets were removed
completely, there may be some contractual obligations under private or crown easements or other
land rights which require the transmission owner to reinstate the land to a certain standard,
typically the shape it was prior to the construction of the transmission assets. As well, certain
environmental, land use and/or utility legislation, regulations and policy may apply in which we
would have to comply with remediation requirements set by the government. The requirements
will typically depend on the specific property characteristics and what criteria the government
determines to be appropriate to meet safety and environmental concerns. These asset lives are
indeterminate given their nature. As the individual assets or components reach the end of their
useful lives, they are retired and replaced. Historically, certain asset components have been
replaced a number of times, thus creating a perpetual asset with an indeterminate life. As such,
the retirement date for these lines cannot be reasonably estimated and therefore, the fair value of
the associated liability cannot be determined at this time. As a result, no liability has been accrued
in these financial statements.
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Deloitte & Touche LLP
Brookfield Place

181 Bay Street

Suite 1400

Toronto ON M5J 2V1
Canada

Tel: 416-601-6150
Fax: 416-601-6151
www.deloitte.ca

Independent Auditor’s Report

To the Partners of
Great Lakes Power Transmission Limited Partnership

We have audited the accompanying financial statements of Great Lakes Power Transmission Limited
Partnership, which comprise the balance sheet as at December 31, 2010, and the statements of income and
comprehensive income, partners’ equity and cash flows for the year then ended, and a summary of
significant accounting policies and other explanatory information.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with Canadian generally accepted accounting principles, and for such internal control as
management determines is necessary to enable the preparation of financial statements that are free from
material misstatement, whether due to fraud or error.

Auditor’s Responsibility

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 comply with ethical requirements and plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error.
In making those risk assessments, the auditor considers internal control relevant to the entity's preparation
and fair presentation of the financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity's
internal control. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

Membre de / Member of Deloitte Touche Tohmatsu



Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position of
Great Lakes Power Transmission Limited Partnership as at December 31, 2010 and the results of its
operations and its cash flows for the year then ended in accordance with Canadian generally accepted
accounting principles.

Deleiter & Tooehr LI

Chartered Accountants
Licensed Public Accountants
April 18, 2011



Great Lakes Power Transmission Limited Partnership

Balance Sheet
as at December 31, 2010

thousands of CDN dollars Notes 2010 2009
Assets
Current Assets
Cash $ 77 % 393
Accounts receivable 3,224 3,152
Due from related parties 5 2,447 203
Prepaid expenses and other 644 215
Current portion of regulatory asset 8 - 358
6,392 4,321
Pension asset 9 1,757 1,587
Regulatory asset 8 2,881 716
Property, plant and equipment, net 6 215,142 215,401
$ 226,172 $ 222,025
Liabilities and Capital Account
Current liabilities
Accounts and other payables $ 2,893 $ 1,635
Current portion of regulatory liability 8 1,482 1,340
Due to related parties 5 205 279
4,580 3,254
Pension liability 9 2,025 1,837
Regulatory liability 8 4,250 2,680
Trans senior bonds 7 117,177 117,025
128,032 124,796
Partners' Equity 98,140 97,229
$ 226,172 $ 222,025




Great Lakes Power Transmission Limited Partnership

Statement of Partners' Equity
for the year ended December 31, 2010

Brookfield Great Lakes

Infrastructure Power
Holdings Transmission
thousands of CDN dollars Notes (Canada) Inc. Inc. 2010 2009
Partners' equity, beginning of year $ 97,132 $ 97 $ 97,229 $ 98,851
Allocation of net income 8,403 8 8,411 7,378
Distributions (9,490) (10) (9,500) (9,000)
Capital contributions 1,998 2 2,000 -
Partners' equity, end of year $ 98,043 $ 97 % 98,140 $ 97,229




Great Lakes Power Transmission Limited Partnership

Statement of Income and Comprehensive Income

for the year ended December 31, 2010

thousands of CDN dollars Notes 2010 2009
Revenues 33,398 $ 31,888
Expenses
Operating and administration 7,450 6,288
Maintenance 2,118 1,622
Taxes, other than income taxes 119 93
9,687 8,003
23,711 23,885
Interest 11 7,934 7,832
Depreciation 7,393 6,973
Loss on disposal of property, plant and equipment 6,8 - 1,649
Other (income) expenses (27) 53
Net income before income taxes 8,411 7,378
Current tax provision 12 - -
Future tax provision 12 - -
Net income and comprehensive income 8411 $ 7,378




Great Lakes Power Transmission Limited Partnership

Statement of Cash Flows
for the year ended December 31, 2010

thousands of CDN dollars Notes 2010 2009
Operating Activities
Net income 8,411 $ 7,378
Items not affecting cash;
Depreciation 7,393 6,973
Amortization of prepaid expenses 984 611
Non-cash interest expense 152 144
Loss on disposal of property, plant and equipment - 1,649
Net change in non-cash working capital and other 10 (1,597) (390)
15,343 16,365
Investing activities
Proceeds on disposition of property, plant and equipment 1 2
Change in investment amounts due from related party 5 (2,200) -
Additions to property, plant and equipment (7,339) (11,244)
Net changes in regulatory assets and liabilities 1,379 2,280
(8,159) (8,962)
Financing activities
Dividends paid (9,500) (9,000)
Capital contributions 2,000 -
(7,500) (9,000)
Decrease in cash (316) (1,597)
Cash, beginning of year 393 1,990
Cash, end of year 77 $ 393
Supplemental cash flow information:
Cash interest paid 7,920 $ 7,920




GREAT LAKES POWER TRANSMISSION LIMITED PARTNERSHIP

NOTES TO FINANCIAL STATEMENTS

December 31, 2010
(thousands of CDN dollars)

1. NATURE AND DESCRIPTION OF BUSINESS

Great Lakes Power Transmission Limited Partnership (the “Partnership”) was formed on May 17, 2007
for the purpose of acquiring the assets and liabilities of the transmission division of Great Lakes
Power Limited (“GLPL™), a related party due to common ownership.

Brookfield Infrastructure Holdings (Canada) Inc. is the Limited Partner and holds a 99.9% interest in
the Partnership. Great Lakes Power Transmission Inc., the General Partner, holds a 0.1% limited
interest in the Partnership and is responsible for management of the Partnership. Both the General
and Limited partners are wholly owned subsidiaries of Brookfield Infrastructure Partners LP (“BIP”).

The Partnership is engaged in the transmission of electricity to the area adjacent to Sault Ste. Marie,
Canada and is subject to the regulations of the Ontario Energy Board (the “OEB™).

2. BASIS OF PRESENTATION
These financial statements have been prepared in accordance with Canadian generally accepted
accounting principles. All amounts are reported in thousands of Canadian dollars, except as
otherwise noted.
3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The following accounting policies have been applied in the preparation of these financial statements:
(@)  Property, plant and equipment
Property, plant and equipment are recorded at cost less accumulated depreciation. The cost

of the property, plant and equipment is depreciated over the estimated service lives of the
assets as follows:

Method Rate
Buildings Straight-line 40 years
Transmission stations, towers and related fixtures Straight-line 25 to 40 years
Equipment Straight-line 5 to 40 years

Construction work in progress is not depreciated until the assets are put into service.
(b)  I/mpairment of long-lived assets

The Partnership reviews long-lived assets for other than temporary impairment whenever
events or changes in circumstances indicate the carrying amount may not be recoverable.
The determination of whether impairment has occurred is based on an estimate of
undiscounted cash flows attributable to the assets, as compared to the carrying value of the
assets. Should an asset be considered to be impaired, an impairment loss is recognized in an
amount equal to the excess of the asset’s carrying value over its fair value.

(c) Deferred financing fees

Financing costs associated with the offering of debt are capitalized, netted against the debt,
and amortized over the term of the debt using the effective interest method.



GREAT LAKES POWER TRANSMISSION LIMITED PARTNERSHIP

NOTES TO FINANCIAL STATEMENTS

December 31, 2010
(thousands of CDN dollars)

(d)

O]

®

(9)

(h

0)

Capitalization of interest

Interest on funds used in construction is charged to construction work in progress at the rate
prescribed by the OEB.

Revenue recognition

The Partnership recognizes revenue on an accrual basis, when electricity is wheeled, at the
regulated rate established by the OEB.

Income taxes

The Partnership is not subject to income taxation as a result of its formation as a limited
partnership.

Pension and Employee Future Benefits

The cost of retirement benefits for the Partnership’s defined benefit pension plan and post
employment benefits is recognized as the benefits are earned by employees. The Partnership
uses the projected benefit method pro-rated on the length of service and management’s best
estimate assumptions to value its pension and other retirement benefits. Assets are valued at
fair value for purposes of calculating the expected return on plan assets. Past service costs
resulting from plan amendments are being amortized on a linear basis over the average
remaining service period of active members expected to receive the benefits under the plan.
Cumulative gains and losses in excess of 10% of the greater of the accrued benefit obligation
and the market value of the plan assets are amortized over the average remaining service
period of active members expected to receive benefits under the plan. The average
remaining service lives under the defined benefit pension plan as at December 31, 2010
varies from 13.0 to 14.0 years. The average remaining service life under the post-
employment benefit plan as at December 31, 2010 is 17.0 years.

Use of estimates

The preparation of financial statements in conformity with Canadian generally accepted
accounting principles requires management to make estimates and assumptions that affect
the reported amount of assets and liabilities, and disclosures of contingent assets and
liabilities at the date of the financial statements, and the reported amounts of revenues and
expenses during the reporting period. During the years presented, management has made a
number of estimates and valuation assumptions including accruals and depreciation.
Estimates are based on historical experience, current trends and various other assumptions
that are believed to be reasonable under the circumstances. Actual results could differ from
those estimates.

Rate Regulation

On January 1, 2005, the Partnership adopted CICA Handbook Accounting Guideline 19,
Disclosure by Entities Subject to Rate Regulation. The Partnership is regulated by the OEB.
Accounting standards recognize that rate regulation can create economic benefits and
obligations, which are reported in the financial statements as regulatory assets and liabilities.
When the regulation provides assurance that incurred costs will be recovered in the future,
the Partnership may defer these costs and report them as a regulatory asset. If current
recovery is provided for costs expected to be incurred in the future, the Partnership reports a
regulatory liability. Also, if the regulation provides for lesser or greater planned revenue to
be received or returned by the Partnership through future rates, the Partnership recognizes
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and reports a regulatory asset or liability, respectively. The measurement of such regulatory
assets and liabilities is subject to certain estimates and assumptions, including assumptions
made in the interpretation of the regulation.

4. FUTURE ACCOUNTING POLICY CHANGES

International Financial Reporting Standards

On February 13, 2008, the Accounting Standards Board of Canada (“AcSB”) confirmed that publicly
accountable enterprises will be required to adopt IFRS in place of Canadian GAAP for interim and
annual reporting purposes for fiscal years beginning on or after January 1, 2011. Subsequently, on
September 8, 2010, the AcSB issued a decision that provides for an optional one year deferral of the
mandatory IFRS changeover date for entities with rate-regulated activities. As a result, the
Partnership has opted to defer adoption of IFRS until the fiscal year beginning January 1, 2012.

The Partnership is in the process of evaluating the potential impact of the conversion to IFRS on its
financial statements. Although the impact of the adoption of IFRS on the Partnership’s financial
position and results of operations is not yet reasonably determinable or estimable, the Partnership
does expect a significant increase in financial statement disclosure requirements resulting from the
adoption of IFRS.

RELATED PARTY TRANSACTIONS

(a) In the normal course of operations, Riskcorp Inc., an insurance broker related through
common control, entered into transactions with the Partnership to provide insurance. These
transactions have been measured at exchange value. The total cost allocated to the
Partnership in 2010 was $196 (2009 - $178) and no amount remains outstanding at year end
(2009 - $nil).

(b) The Partnership has provided services to and received services from entities under common
control in the normal course of operations. The balances payable and receivable for these
services are non-interest bearing and unsecured. The balances payable to and receivable
from related parties will come due during the following year.

Office Complex

Effective July 1, 2009, the office complex in which the Partnership conducts its operations is
owned by GLPL, and leased by the Partnership. Lease payments are made to GLPL on a
monthly basis, with the annual lease cost for 2010 equal to $308 (2009 - $154).

Communication Equipment

The Partnership uses various types of communication assets including Supervisory Control
and Data Acquisition (“SCADA™) equipment, and a fibre optic network. The communication
equipment is owned by GLPL and is licensed by the Partnership. License fee payments are
made to GLPL on a quarterly basis, with the annual lease cost for 2010 equal to $484 (2009
— $178).

Road Maintenance

The Partnership shares a remote roadway in the northern portion of its service territory with
GLPL. The roadway is used for access to various generating stations and transmission
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stations. The road maintenance costs are shared between the Partnership and GLPL, with
GLPL incurring the initial cost and passing a predetermined portion on to the Partnership.
Payments for this road maintenance are made to GLPL as the costs are incurred by GLPL,
with the total portion borne by the Partnership in 2010 equal to $152 (2009 - $41).

(© At December 31, 2010, the Partnership had an outstanding loan receivable from BIP in the
amount of $2,200 (2009 - $nil). The loan is short-term in nature and is non-interest bearing.

(d) As a result, the following balances are receivable (payable) at December 31:
2010 2009
Due from related parties
Services provided to entities under common control $ 247 % 203
Loan receivable from BIP 2,200 -
2,447 203

Due to related parties
Services received from entities under common control (205) (279)

6. PROPERTY, PLANT AND EQUIPMENT

2010 2009

Accumulated Net Book Net Book

Cost Depreciation Value Value

Land $ 929 $ - $ 929 $ 929

Buildings 15,559 5,123 10,436 10,672
Transmission stations, towers and

related fixtures 275,292 77,749 197,543 199,832

Construction work in progress 6,234 - 6,234 3,968

$ 298,014 $ 82,872 $ 215,142 $ 215,401

Cost and accumulated depreciation as at December 31, 2009 were $290,887 and $75,486,
respectively.

During 2010, the Partnership disposed of assets that had a net book value of $1 for net proceeds of
$1 (2009 - $2 and $2, respectively).

7. TRANS SENIOR BONDS

The Trans Senior Bonds (“the Bonds”) have a principal amount of $120,000 and are secured by a
charge on transmission present and future real property assets of the Partnership. On behalf of the
Partnership, a company related through common control, Brookfield Renewable Power Inc. (“BRPI”),
obtained a letter of credit in the amount of $3,960 to cover six months of interest payments on the
Bonds.

The fair market value of the Bonds is $138,198 based on current market prices for debt with similar
terms (2009 - $131,951). Amortization of deferred financing fees for the year related to the
Partnership’s long-term debt is included in interest expense and totalled $152 (2009 - $144).

The Bonds bear interest at the rate of 6.6%. Semi-annual payments of interest only are due and

payable on June and December 16 each year until and including June 16, 2013. Equal blended
semi-annual payments of principal and interest on the Bonds will commence on December 16, 2013
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and will continue until and including June 16, 2023. The Bonds will not be fully amortized by their
maturity date. The remaining principal balance of the Bonds will be fully due on June 16, 2023.

2010 2009

Trans Senior Bonds $ 120,000 $ 120,000
Less: Unamortized deferred financing fees (2,823) (2,975)
$ 117,177 $ 117,025

8. EFFECT OF RATE REGULATION

The Partnership recorded the following regulatory assets and liabilities as at December 31:

2010 2009
Regulatory assets:
Reorganization costs relating to the transfer of assets $ - $ 1,041
Green energy and green economy deferred costs 1,104 -
Deferred litigation fees 1,661 -
Other regulatory assets 116 33
Less: current portion - (358)
Long-term portion $ 2,881 $ 716
Regulatory liability:
Deferred rate impact accrual $ 2,251 $ 2,578
Aggregated approved liability disbursal 3,481 -
Deferred loss on disposal of transmission assets - 71
Wholesale metering services rebates - 122
Changes in tax legislation - 1,249
Less: current portion (1,482) (1,340)
Total $ 4,250 $ 2,680

The Partnership operates in accordance with the regulations of the OEB. Regulatory assets and
liabilities represent certain revenues earned or costs incurred in the current year or in prior years
that have been or are expected to be recovered from customers upon approval from the OEB. In the
absence of rate regulation, these balances would have been recorded as revenues or expenses in
the statement of income and comprehensive income.

Reorganization costs relating to the transfer of assets

These reorganization costs were the result of the transfer of the Partnership’s assets from GLPL to
the Partnership. Legislation through the Ontario Energy Board Act, 1998 requires the separation of
transmission assets from generation assets; however, GLPL had an exemption to operate its
transmission, distribution, and generation business within the same company until December 31,
2008. The costs associated with the transfer of the Partnership’s assets were recorded as regulatory
assets in 2009 and were subsequently approved for recovery in the OEB’s Decision and Order dated
May 21, 2010. The balance of the regulatory asset was transferred to the aggregated approved
liability disbursal as an offset to various regulatory liability balances that were also approved for
repayment to ratepayers.

Green enerqy and green economy deferred costs
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In a decision dated March 25, 2010, the OEB approved the establishment of a deferral account to
record capital expenditures as well as operation, maintenance and administration expenses related
to renewable generation connection, system planning, and infrastructure investment arising from the
Green Energy and Green Economy Act, 2009. The balance in this regulatory asset account
represents the costs incurred that meet the definition of the costs approved to be recorded in this
regulatory asset deferral account. The Partnership will include its request to recover the balance of
this account in a future rate application filing to the OEB.

Deferred litigation fees

In accordance with the settlement agreement reached by the parties to the Partnership’s 2011-2012
rate application, the Partnership has established a deferral account to capture professional fees and
expenses associated with an outstanding claim in respect of a transmission project completed in
2007. In 2009, $1,474 relating to this balance was included within property, plant and equipment.
As required by the settlement agreement this balance has been transferred to regulatory assets in
2010. The Partnership will include its request to recover the balance of this account in a future rate
application filing to the OEB.

Other regulatory assets
Other regulatory assets are impacted by three drivers, as follows:

(a) The Partnership incurred costs related to a study undertaken as a result of the settlement
agreed upon in GLPT's 2005-2006 transmission rate application. The costs associated with the
study were recorded as regulatory assets in 2009 and were subsequently approved for recovery
in the OEB’s Decision and Order dated May 21, 2010. The costs associated with the study were
transferred to the aggregated approved liability disbursal as an offset to various regulatory
liability balances that were also approved for repayment to ratepayers.

(b) The Partnership incurred incremental administrative expenses related to International Financial
Reporting Standards. The OEB has approved a deferral account to track incremental
administrative expenses for the purposes of future recovery. The Partnership will include its
request to recover this amount in its next rate application filing to the OEB.

(c) The Partnership incurred incremental costs related to OEB fees that were above the level
approved for recovery in 2010 rates. These costs were approved to be deferred in a regulatory
asset account in the OEB'’s Decision and Order dated May 21, 2010. The Partnership will include
its request to recover this amount in its next rate application filing to the OEB.

Deferred rate impact accrual

The deferred rate impact accrual (“DRIA”) account was used for incremental revenues being
recovered through the 2005 rate application filed with the OEB. On November 1, 2007, the OEB
implemented a new uniform transmission rate as a result of the rate application filed by Hydro One
Networks Inc. This resulted in the termination of the over recovery of the DRIA. At December 31,
2009, the DRIA balance of $2,578 was payable to the Ontario transmission rate-payers.

Offsetting the 2009 balance are accrual entries in 2010 that reflect GLPT's revenue deficiency
between the actual revenues that GLPT collects compared to the approved revenue requirement in
2010. In 2010, GLPT recorded a revenue deficiency of $327 as an offset to this account to reflect
revenue that was earned but not collected. The deficiency accrual methodology for 2010 was
approved by the OEB in its Decision and Order dated August 31, 2010.
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In its Decision and Order dated May 21, 2010, the OEB approved the disbursal of the net balance of
the DRIA over a period of three years, beginning in 2011. The total approved disbursal included in
the uniform transmission rates effective January 1, 2011 is equal to $2,251.

Aggregated approved liability disbursal

In its decision and order dated May 21, 2010, the OEB approved the disbursal of various regulatory
asset and liability balances. The net balance of the approved regulatory accounts is included in the
aggregate approved liability disbursal. Of the net balance, $3,213 will be returned to rate payers
over a five year period and $268 will be returned to rate payers over a three year period, both
commencing in 2011.

Deferred loss on disposal of transmission assets

As prescribed by regulatory order, gains or losses on disposals of assets are recorded as a regulatory
asset or liability subject to approval by the OEB. For the year ended December 31, 2005, GLPLTD
incurred a loss on disposal of transmission assets of $8,246. This regulatory asset was recovered
over a period of five years, which commenced on April 1, 2005, through rate increases. During 2009,
the Partnership recovered the remaining $1,649, plus an additional $71 of the deferred loss. The
amount of $71 was transferred to the aggregated approved liability disbursal.

Wholesale metering services rebates

As prescribed by regulatory order, the rebates related to metering services were recorded as a
regulatory asset. The Partnership was responsible for paying the rebates and recording them in a
regulatory asset deferral account. As a result of a change in a management assumption in 2009, the
Partnership reduced the balance of the deferral account by the total costs avoided as a result of no
longer providing meter services between 2005 and 2009. The 2009 balance of $122 was transferred
to the aggregated approved liability disbursal.

Changes in tax legisiation

This amount relates to differences that resulted from legislative changes to tax rates and rules in
comparison to those rates and rules assumed in the Partnership’s most recently approved revenue
requirement. The purpose of capturing these amounts for future disbursal or recovery is to ensure
that both ratepayers and regulated utilities are protected from changes in legislation that may affect
the amount of taxes payable by a utility in any given year.

Between 2005 and 2009, income and capital tax rates have declined, resulting in the Partnership
collecting a surplus of revenue when compared to the actual tax expenses incurred. As a result, the
Partnership is required to return the excess funds to ratepayers. The 2009 balance of $1,249 was
transferred to the aggregated approved liability disbursal.

9. PENSION AND EMPLOYEE FUTURE BENEFITS

The Partnership is part of a registered defined benefit, final pay pension plan and an unfunded non-
pension benefit plan (the “Plans™). The Plans were transferred to the Partnership from GLPL on July
1, 2009, and they are representative of the employees transferred from GLPL to the Partnership on
the same date. The consideration paid from GLPL to the Partnership as a result of the transfer was
$156.
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The non-pension plan includes benefits such as health and dental care, retirement bonuses and life
insurance. The obligation under these plans is determined periodically through the preparation of
actuarial valuations. The benefit plan contribution for the Partnership for 2010 was $755 (2009 -
$298). The investment rate of return was 6.70% (2009 — 7.50%). The discount rate used was
6.70% (2009 — 7.50%) with a rate of compensation increase of 3.50% (2009 — 3.50%).

Certain amendments were made to the eligibility criteria for the non-pension plan effective January
1, 2010. The increase to the liability was $109, which is being amortized over 14 years.

The Partnership also participates in a defined contribution pension plan provided to certain
employees. The Partnership contributes amounts based on the level of employee contributions for
this plan.

The Partnership’s defined benefit pension plan and post employment benefits information is
provided in the following tables.
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2010

2009

Defined Benefit

Non-Pension

Defined Benefit

Non-Pension

Pension Plan  Benefits Plan Pension Plan  Benefits Plan
Weighted average assumptions
Benefit obligation
Discount rate 5.75% 5.75% 6.70% 6.70%
Rate of compensation increase 3.50%0 3.50% 3.50% 3.50%
Initial health care trend rate - 7.00% - 7.07%
Ultimate trend rate - 4.43% - 4.43%
Year ultimate rate reached - 2029 - 2029
Benefit expense
Discount rate 6.70%0 6.70% 7.50% 7.50%
Long-term rate of return on plan assets 6.70% n/a 7.50% -
Rate of compensation increase 3.50%0 3.50% 3.50% 3.50%
Initial health care trend rate - 7.07% - 7.18%
Ultimate trend rate - 4.43% - 4.43%
Year ultimate rate reached - 2029 - 2029
Accrued benefit obligations
Balance, beginning of period $ 12,290 $ 2,587 $ 10,820 $ 1,762
Current service cost 191 78 69 27
Interest cost 820 182 405 85
Employee contributions 121 - 57 -
Plan amendments - 109 - -
Net benefit payments (694) (199) (313) (55)
Actuarial loss 1,709 543 1,252 768
Balance, end of year $ 14,437 $ 3,300 $ 12,290 $ 2,587
Fair value plan assets
Balance, beginning of period $ 11,730 $ - $ 10,840 $ -
Employer contributions 556 199 243 55
Employee contributions 121 - 57 -
Actual return on plan assets 1,040 - 903 -
Benefits paid (694) (199) (313) (55)
Balance, end of year $ 12,753 $ - $ 11,730 $ -
Reconciliation of accrued benefit liability
Plan (deficit) $ (1,684) $ (3,300) $ (560) $ (2,587)
Unamortized transitional obligation 539 582 686 700
Unamortized past service costs - 101 - -
Unamortized net actuarial loss 2,902 592 1,461 50
Accrued benefit asset (liability) $ 1,757 (2,025) $ 1,587 $ (1,837)
Expense
Current service costs $ 191 $ 78 $ 69 $ 27
Interest cost 820 182 405 85
Plan amendments - 109 - -
Actual return on plan assets (1,040) - (903) -
Actuarial loss 1,709 543 1,252 768
Costs arising in the year 1,680 912 823 880
Differences between costs arising in the period
and costs recognized in the period in respect
of:
Actuarial loss (1,694) (543) (1,252) (768)
Return on plan assets 253 - 496 -
Plan amendments - (101) - -
Transitional obligation 147 118 74 59
Net expense $ 386 $ 386 $ 141 $ 171
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In 2010, the total employer expense for the Partnership’s defined contribution pension plan was
$83 (2009 - $28).

Actuarial valuations

Actuarial valuations for the Partnership’s plans are required every three years. The most recent
actuarial valuations for the pension and non-pension benefit plans were completed on July 1, 2009.
The Partnership measures its accrued benefit obligations and the fair value of plan assets for
accounting purposes as at December 31 of each year. The valuations include an indexation of
pension payments of 2.0% per year. The Partnership may choose to perform valuations for these
plans prior to the earliest required dates.

Sensitivity analysis

The Partnership’s sensitivity in the non-pension benefit plan to a 1% change in the health care cost
trend rate, for the year ended December 31, 2010, is summarized as follows:

Benefit Benefit

Obligation Expense

Impact of a 1% increase in health care cost trend rate $ 586 $ 58
Impact of a 1% decrease in health care cost trend rate $ (459) $ (45

Asset category

The Partnership’s defined benefit pension plan asset allocations at December 31, by asset category
are as follows:

2010 2009
Equity securities 61%0 61%
Debt securities 39% 39%
Total 100% 100%

Cash payments

All employer contributions were fully paid during the year and as such, no balance owing remains
outstanding as at year-end.

10. STATEMENT OF CASH FLOWS

2010 2009

Accounts receivable $ (72) $ (138)
Prepaid expenses and other (1,413) (826)
Due from related parties (44) (203)
Pension asset and liability 18 250
Due to related parties (74) (1,801)
Accounts and other payables a2 2,328
$ (1,597) $ (390)

Capital asset additions totaling $1,674 have been excluded from the Statement of Cash Flows as
they remain unpaid at year end. During 2010, capital asset additions totaling $404 have been
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11.

12.

13.

14.

included in the Statement of Cash Flows as they were accrued at December 31, 2009 and paid in
2010.

INTEREST AND FINANCING FEES

The net interest and financing fees recorded in the financial statements at December 31 are
comprised as follows:

2010 2009

Interest expense incurred $ 7,920 $ 7,920
Amortization of deferred financing fees 152 144
Other interest 70 (48)
Capitalized interest (208) (184)
$ 7,934 $ 7,832

INCOME TAXES

The Partnership does not record income tax expenses as it is not subject to income taxation as a
result of its formation as a limited partnership.

PARTNERSHIP UNITS

The Partnership is authorized to issue an unlimited number of Class A and Class B partnership
units, of which 2,019,998 Class A units and 2 Class B units were issued and outstanding as at
December 31, 2010. 19,998 Class A units and 2 Class B units were issued and outstanding as at
December 31, 2009.

CAPITAL MANAGEMENT

The Partnership’s primary capital management objective is to ensure the sustainability of its capital
to support continuing operations, meet its financial obligations, allow for growth opportunities and
provide stable dividends to its partners. The Partnership manages its capital to maintain an
investment grade credit rating while providing its ultimate parent with a prudent use of leverage to
enhance returns and ensure access to incremental borrowings needed to fund new growth
initiatives.

The Partnership manages its capital structure in accordance with changes in economic conditions.
Generally, developments are funded with external borrowings. In order to adjust the capital
structure, the Partnership may elect to adjust the dividend amount paid to its partners, increase or
reduce the equity participation in new and existing operations, adjust the level of capital spending
or issue new partnership units.

The Partnership manages its capital in order to maintain a debt to capitalization ratio below 75%.

As at December 31, 2010, the ratio was 55% (2009 — 55%). The table below presents the detail
of the Partnership’s capitalization and the calculation of the ratio:
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2010 2009

Debt
Trans Senior Bonds $ 120,000 $ 120,000
120,000 120,000
Partners’ equity 98,140 97,229
Total capitalization $ 218,140 $ 217,229
Debt to capitalization 55%0 55%

There has been no change in the Partnership’s approach to managing capital in the year.

FINANCIAL INSTRUMENTS AND RISK MANAGEMENT
The Partnership classifies its financial assets and liabilities as outlined below:

Cash is designated as a financial asset held-for-trading and is measured at fair value through net
income at each period end.

Accounts receivable as well as due from related parties are classified as loans and receivables,
accounts and other payables, due to related parties, and Trans Senior Bonds are classified as other
financial liabilities, and each are measured at fair value at inception and are subsequently
measured at amortized cost using the effective interest method.

The carrying value approximates fair value for the Partnership’s financial assets and liabilities, with
the exception of long-term debt.

The Partnership has exposure to the following risks from its use of financial instruments: market
risk, credit risk and liquidity risk. The Partnership’s management is responsible for determining the
acceptable level of risk.

Market Risk

Market risk is the risk that the fair value of future cash flows of financial assets or liabilities will
fluctuate due to movements in market prices.

Interest Rates:

The Partnership’s long-term debt is subject to a fixed interest rate of 6.6%, payable semi-annually
on June 16 and December 16. As a result of having fixed rate debt, fluctuations in market interest
rates are not expected to materially affect the Partnership’s cash flows.

Credit Risk

Credit risk arises from the potential for a counterparty to default on its contractual obligations and
is limited to those contracts where the Partnership would incur a loss in replacing the defaulted
transaction. The Partnership’s financial instruments that are potentially exposed to credit risks are
accounts receivable and due from related parties. The Partnership actively manages its exposure
to credit risk by assessing the ability of counterparties to fulfill their obligations under the related
contracts prior to entering into such contracts, and continually monitors these exposures.

The vast majority of accounts receivable transactions entered by the Partnership are with the
Independent Electricity System Operator (“IESO”). The IESO operates the provincial transmission
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system, and is a reliable counterparty. The quality of the Partnership’s counterparties mitigates
the Partnership’s exposure to credit risk.

Liquidity Risk

Liquidity risk is the risk the Partnership cannot meet a demand for cash or fund an obligation when
due. Liquidity risk is mitigated by the Partnership’s cash and cash equivalent balances and through
the use and management of amounts due from related parties. The Partnership is subject to risk
associated with debt financing, including the ability to refinance its debt at maturity. This risk is
mitigated by the long-term duration of the Partnership's debt secured by high quality assets.

COMMITMENTS, CONTINGENCIES AND GUARANTEES

In the normal course of operations, the Partnership executes agreements that provide for
indemnification and guarantees to third parties in transactions such as debt issuances. The nature
of substantially all of the indemnification undertakings prevents the Partnership from making a
reasonable estimate of the maximum potential amount the Partnership could be required to pay
third parties as the agreements do not specify a maximum amount and the amounts are dependent
upon the outcome of future contingent events, the nature and likelihood of which cannot be
determined at this time. Historically, the Partnership has not made significant payments under
such indemnification agreements.

On behalf of the Partnership, BRPI obtained a letter of credit totalling $3,960 to cover six months
of interest payments on the Trans Senior Bonds. No amount has been drawn against this letter of
credit.

In the normal course of operations, the Partnership has committed as at December 31, 2010 to
spend approximately $1,674 (2009 - $404) on capital projects in future years.

The Partnership may, from time to time, be involved in legal proceedings, claims, and litigation that
arise in the ordinary course of business which the Partnership believes would not reasonably be
expected to have a material adverse effect on the financial condition of the Partnership.

There are no specified decommissioning costs relating to the Ontario transmission assets. The
Partnership has a comprehensive repair and capital expenditure program to ensure that its
transmission lines are maintained to optimum industry standards. Replacement of the assets
occurs in accordance with a long term capital plan and would involve typical costs of removal as
part of that process. In the circumstance where a portion of a line or other assets were removed
completely, there may be some contractual obligations under private or crown easements or other
land rights which require the transmission owner to reinstate the land to a certain standard,
typically the shape it was prior to the construction of the transmission assets. As well, certain
environmental, land use and/or utility legislation, regulations and policy may apply in which we
would have to comply with remediation requirements set by the government. The requirements
will typically depend on the specific property characteristics and what criteria the government
determines to be appropriate to meet safety and environmental concerns. These asset lives are
indeterminate given their nature. As the individual assets or components reach the end of their
useful lives, they are retired and replaced. Historically, certain asset components have been
replaced a number of times, thus creating a perpetual asset with an indeterminate life. As such,
the retirement date for these lines cannot be reasonably estimated and therefore, the fair value of
the associated liability cannot be determined at this time. As a result, no liability has been accrued
in these financial statements.
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