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January 16, 2012

Ontario Energy Board

P.O. Box 2319

27" Floor, 2300 Yonge Street

Toronto, Ontaric M4P 1E4

Attention: Kirsten Walli, Board Secretary

Dear Ms. Walli:

RE: TILLSONBURG HYDRO INC.
2012 Electricity Distribution Rate Application
EB-2011-0198

Tillsonburg Hydro Inc. ("THI") filed its 2012 Incentive Regulation Mechanism (IRM) application
for 2012 Electricity Distribution Rates on December 9, 2011.

After an initial review by Ontario Energy Board ("Board") staff of THI's PILS evidence, THI was
requested to file the following evidence:

- 2001 to 2005 Financial statements submitted with tax returns;

- 2001 T2 Tax return; and

- 2004 Rate year signed Board decision.
Attached, please find the financial statements and 2001 T2 tax return as requested.
As for the 2004 Rate year signed Board decision, THI contacted Georgette Vliahos, Board staff,
and noted that THI was unable to locate a copy, and attempts to find a copy on the Board
website were unsuccessful. THI had noted this issue on page 8 of 20 of the Manager's
Summary in the original application filing. Board staff commented that this issue would be
brought to the attention of the PILS team and attempts would be made to locate a copy
internally.
Should you have any guestions or require further information, please do not hesitate to contact
me,

Yours truly,

S.T. Lund, P.Eng
General Manager

CORPORATE OFFICE
200 Broadway, Tillsonburg, Ontario, N4G 5A7, Telephone # (519) 842-6428, Fax # (519) 842-943]
Web: www.tillsonburg.ca

1 Tillsomburg Hydro lacRates 201 2 Rste Applicativn'Decamber 3 2001 Filing' Tillsenburg_RaveApplicationSupplementaryleiter 2012 200200 16 do



Georgette Vlahos

to:
‘jeott@tillsonburg.ca’
01/16/2012 08:11 AM
Hide Details '

EB-2011-0198 - PILS Missing Evidence

From: Georgette Viahos <Georgette. Viahos@ontarioenergyboeard ca>

To: "jgott@tillsonburg.ca" <jgott@tillsonburg.ca>

Hi John,

Page 1 of 2

After an initial review of Tillsonburg’s filed PILS evidence, our team has noticed a few documents missing. Please see below, the items
marked with an “x” seem to have been left out of the evidence. If you could please file the following documents through the Board
Secretary's office at your earliest convenience that would be great. Please don't hesitate to contact me if you have any questions.

Distributor: Tillsonburg
EB-2011-XXXX

PiLs 1562 Evidence Checklist

Missing Information

2001

2002

The following evidence is missing in the 2012 application for the foilowing years:

2003

2004

Jan. 1 to
April 30,
2006

Apri 30,
2012

Excel PiLs proxy model {active)

Slgned Board declslon

Excel RAM model {active)

Excel Continuity schedule (active)
for 2001 to 2012 Including interest
carrying charge calcutations

Excel PILs Recoverles (active) -
Amounts bllled t¢ customers

T2 Tax returns

CT23 Tax returns

Notlce of assessment

Motice of reassessment andfor
Statement of adjusimeants

1ax returns

Financlal statements submitted with

Excel SIMPIL mode! (active)

file://C:\Documents and Settings\jgott\Local Settings\Temp'\notes8 A3907\~web9680.htm
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Thank you,

Georgette Viahos

Analyst, Electricity Rates

Tel: 416-544-5169

Email: Georgette.VIahos@ontarioenergyboard.ca

Take note — our website and email addresses have changed to: www.ontaricenergyboard.ca and @antariaﬂtergﬂmmd,m
Please update your contact lists and bookmarks.

This electronic transmission, including any accompanying attachments, may contain information that is confidential,
privileged and/or exempt from disclosure under applicable law, and is intended only for the recipient(s) named above. Any
distribution, review, dissemination or copying of the contents of this communication by anyone other than the intended
recipient(s) is strictly prohibited. If you have received this communication in error, please notify the sender immediately by
return e-mail and permanently delete the copy you have received.

Ce message, transmis par courriel, y compris tout fichier joint, peut contenir des renseignements qui sont confidentiels, qui
sont protégés par le secret professionnel ou qui ne peuvent &tre divulgués aux termes des lois applicables et s'adressent
exclusivement au(x) destinataire(s) indiqué(s) ci-dessus, La distribution, la diffusion, l'examen ou la reproduction du contenu
du courriel par une autre personne que le(s) destinataire(s) voulu(s) sont strictement interdits. Si vous recevez ce message par
erreur, veuillez le supprimer définitivement et en aviser l'expéditeur immédiatement par retour du courriel.

file://C:\Documents and Settings\jgott\Local Settings\Temp\notes8 A3907\~web9680.htm 1/16/2012




TILLSONBURG HYDRO INC.
STATEMENT OF OPERATIONS
FOR THE THREE MONTHS ENDED DECEMBER 31, 2001

3 months ended
December 31,
2001
§
SERVICE REVENUE
General 3,096,318
Residential 1,025,256
Street Lighting 22,362
: 4,143,935
COST OF POWER 4,143,835
GROSS MARGIN ON POWER .
DISTRIBUTION REVENUE 47,995
OTHER REVENUE 8,250
56,245
EXPENSES
Operating and Maintenance 66,144
Billing and Collecting _ 17,581
General Administration 199,085
Capital Tax 1,801
Depreciation 71,146
355,857
{ 299,612)
Income Taxes

! 299|312 )




Isonburg
f }!m fne.

FINANCIAL STATEMENTS
DECEMBER 31, 1001



TILLSONBURG HYDRO INC.
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AUDITORS' REPORT

[ the Sharcholder of Tillsonburg Hydro Inc,

We liave sudited the Balance Sheet of Tillsonbury Hydre Inc. as af December 31, 2001
and the Statements of Eguity, Operations and Cash Flow for the vear then eoded. These
financial stafements are te responsibility of manngement, Our responsibility is to express
wn opinion on these financial statements based on owr audit,

We conducted our audil in aceordance with Canadian generally accepted auditing
stamskards, Those standards require that we plan and perform an aadit 1o obtain reasonable
pssuranae whether Lhe financial statements are froe of matennl misstateneent. An aadit
includes examining, on a lest hasis, evidence supporting the amounts and disclosures in
the financinl statements. An awdit also includes assessing the accounting principles wsed
and significant estimates made by management, s well as evaluating the overall linancial
statement presentation,

In our opinton, these financial statements present fadrly, in all material respects, the
finaneial positien of Tillsenburg Hydro Inc, as 08 December 31, 2001 and the results of
ils operations and cash ow lor the year then ended in accondance with Canadian
penerally accepted aceounting principles as descnbed in note 1

Mol foond Bobgh it
CHARTERED ACCOUMTANTS

Apnl 24,2002
Tillsonburg, Ontasio

Chartensd Accouardnls

=MQR Millard, Rouse & Rosebrugh ue

0 Paal Sinea 198 Churels 81, W 24 Mamvey 51 | Slower 51, M
Simcoe, 0N H3Y 1HE Delil, It a8 11 Tilsonburg, ON M4G 368 Norwich, O BELLIFPD
Frena (515} 4206 | GG Phone (579 5823110 Phore (519] £53-501 Phore 519 B53-3554



Trepsurer's Hepaort

Tillsenburg Hudra Inc. experenced o net loss for the veor ended Decensber 31, 2000 of 532,360 s
compared with the ret loss for the year endod December 30, 2000 of S350, 209%. Revwnmies e reisal
by &1,052,003 Jarpely ddue 10 ncieased riles in sccondonce with new legislation. goveming the
dereguilated morket Consumpgion declmed By 15 megawatt hooes as o result of Ul fess af o majos
indusiry

Tlie g o anereased o SR9AIHE or 5.1 o servee revenie in 20010 compared o 8726315 o
4 0% of service revenue 2000, A, e incresse is aeributable to the incease o ates approved
Iy b Cianie Energy Basand.

Cpernting and maintenance expenses increased 1o 51407 HOE in JEL Trom 51,314,782 in 2HKR
predomirangly due to incrensed billing, colleciing and administration: couts related o denspulated
warker realiness achiyises

Contributeng 10,697 40 he corrent year's Toss was payeents in lew of oives (PILSL a requircasent
ot proviacial fegisloion, Propery s PILS of $7,410 and capital ta PILS Dot whae period
commeencing Oetober |, 2000 of $3,282 e recordel. Noincome tux PILS were recosded since thers
is me imenme reporied for the ponod,

Thie S64 828 receipl o an extipondinary item represents seitbement teccived, including infenest, for o
class action suil Gacilitaled by the Electric Disiributors Assoctatson. against Tarmonto Hyiro for Tt
peaymenl penabies chirged 51 escessive nEes,

The nel working capital figore of December 30, 2001 was 82233414 down from 5200084 0
Drecemlaer 38, HHEY This is 2 result ol an monesse meoccoinis receivable and amounn duc from (he
Town of Tillsonburg, offsel by an crease in povables.  The sigmifwanl incisse i accounls
receivable and payables is lasgely due 1o the timing of the Taal powes inveice from the supphice ad
the asscctated Ballings as weil as inclusion o the year end cosof power accnal shwing on the
Tillsuitbrg Hvdeo Ine.’s holance sheet rther Ui that of thse Town of Tillsonburg.

Capitel spending on the dutribGon sysecin amounted 9 3472885 Jor a rotal of $9,4623.600 al
December 31, 2001 compared g 39, 156,790 a0 December 31, 2000, The copital projects that teak
place during the year include: Fleetwond; Concessiom; Bidwell; Glenridgs: Cedar; Chaslotte. Queen
Streets and the Soccer Fields.  Developer fumded grojecis for the vear include: Brockside ond
Rauihrislge Snbdiviaons,

Tillsanburg Hydro Enc. s comenited 1 meed the changing meeds of a deregulated marketplace und
contiues o prepane For market opening in 2002 while srving to find means of impreving peofils.

Tann 5. Buchner, CGA, AMOT
Secretaryf Treasurner



TILLSOMNBLURG HY DO TMNC,
BALANCE SHEET
AS AT DECEMBER M, 26

ZIMH 2iKNl
ASSETS % 5
Clarrenl Assers
Acenunts receiviahle I'ﬁls..m e 12K
Avcred mfiliy mevennes 450,507 450 H3T
Prepaid eapenses 16,513 15,597
Invesony L6, 07 315 50
P feonm dclaced panses {Maie 1) 1514, 3% LO6 33T
m— 21T Bk
Capitn] Axseds
szt { Mede 2] 10161 HE O HRE TS

Accunmlaled deprecistsg

(4,783,953

14,4499 )

SITIASS 5189345
TAHL152 H.Hi2.23
LIABILITIES
Currend Linhilities
Aveonnis payable and avcreed labilines L‘_:Tm‘ 50004
Customer depasits - curmenl poition {Mate &) 253,180 73772
1,729,113 A
Lamng ‘Term Liabilities ; .
Custamer depesis - 96 TTH Qi 1T
_amsel s
Eiguity =3
Shaze Capural {Mae 1p : mﬁﬁ I':-.!?"-'_.."“h?
Cenrribused copial um 1090345
Retated carmings (deficin [G68,659)  1356,299)
0651

7,514,291
8,340,152

5,0, 239

The pocompanying mdes re an anlegEeal [t o this Financial skatermom



TILESOMNBURG HYDNROY IMC.
STATEMENT OF EQUITY
FOR THE YEAR ENDED DECEMBER 31, 2i01

Keruined {raniribuied Total Taial
Eamings Capiial 2001 2N
% i . ]

HALANCE « Beginning of the Year {350,250 L 190,385 B3 DhG B 244 20Hs
Mot meome | foss for the yer (I, - (312 368] {50, 290)
Shage capital el - - s [[FR R Y
Cupaal conribured (iransfermed) £ - = (i, 2561
BALANCE - Entl of the Year (iAH G549 ) 1, 16 5ES EI1. 726 B (IR,

Thes pocimppanying inHes are 55 II1||.'?I'.I| [sirt ol thiis dirancial simement



TILLSONBEURG HY MR INC.
STATEMENT OF OPERATION=

FOR THE YEAR ENDED DECENEBER 31, 21641

Actund Akl
2001 IR}
SERVIUE REVENUE 3 3
Ligneral 11,503 B35 10,777 25%
Basaidicial 4237 278 AN AT
Sircet liphning b anale
Acenied unbiy revenie adjusmenl 8975 14,750
13 546,081 b, TR SRR
COST OF MIWEHR l-lg-ﬂ.ﬂﬁ-& [, [H7.673
GROSS MARGIN ON SERYVIUE REYENUE Bk 5 TS
(THER REVEMUE 145,115 232 1hE
141,213 458481
EXPENSES
lperaling aid fubaicriinoe 264,577 280,104
Billig and colleciing 325 AR
Lieneral adiminsiralion THE 323 Tkt 298
Dieprrecriliem R4S TROLEAT
- LS0TH08 1314782
MET INCONEE (LOSS) FOR THE YEAR BEFORE
EXTRAORDINARY ITEM AND INCOME TAXES (366,595] (330,299
INCOME TAXES (MNate T) 10693
MET INCOME (LSS FOR THE YEAR BEFORE
EXTRAGERDINARY TTEN (377 25H) (356, 2'W)
EXTRACGHDINARY ITEM Moz 53 64,028
MET INCOME (L0551 FOR THE YEAR (A23600 356,295

The aciiinpanying notes-ame on inkcgmal gt ol this linamessd siocmeni



TILLSONBURG HY DR 1ML,
ETATEMUENT OF UCASH FLOW

FOR THE YEAR ENDER DECEMEER 31, 241

) 1) 2IHND
: 1 %
CASH PROVIDED BY (USED IN) OPERATING ACTIVITIES
Mt Ineomie | Liss ) for the e (3E2 3680 (350, 24049)
Chanees in Mop-cash Ao s
PR BRI ZHASHA 2RI ET
Transler of Capatal e Town af Tillsonhure - 1_25?:,:..-1._?_
~ (27,777 1181011
Changes i non-cash working capstal ameneis
Accounis reosivable (856,654 02906
Accrsed unlivy revenoe {1975} 4754
Propuud expirses {916} HATr
Inventory [ 107) AL M
D Froie pedaiexd pamiies (452051 (938,251 b
Avcouns payable and averoed Labilizes 1AT0HAG {LSER. 6900
Custoiner elepesits - curment partion 1T ALT i,
S AT {1 AR
472,893 {TARATH
CASH FEOVIDED BY (USED INFINVESTING ACTIVITIES
Aulditions i capital assers (472 BY3) {240 0540
CASH PROYIDED BY (DSED IN) FINANCING ACTIVITIES
Copital contributiens receiy el iEriesfesed | - i86,230)
MET INCREASE iDECREARE) IN CASH FOR THE YEAR - 11,046,122)
CASH AND SHORT TERM INVESTMENTS
= |, (K&, 522

- H-!,Bi'!'!pin[_l;nl' the YVewr

CASH AND SHORT TERM INVESTMENTS - Emd of the Year

The sCempuinang msss S o I:'J.l\.'@.'d| part af chis fnsscal simement



TILLSONBURG HY TR PN
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMHRER 11, 2001

Accountiong Policies

The linuncil stgernents hive been prepared wsing the socoanting principles preseribed for
Mumcipal Urilities in Ontarie by the Ontane Encegy Board s contamed m the “Acconnting
Frocedurs Homsdhook for Electric Distnibution Unlities”.

Sagmificant peconmting policies, which adbere o generally accepled acoounting primciples ane
i followes:

al

ch

it

Basis of Accownting

These financiol stntements have boen prepared osing the accniel basis of acconnting.
The scorial bagis of acoonmlme recopnizes revenues as they become available: amd
rl:l.'d"'illilll'lll.'. EAPENEEs ang rr.:npmi.lxx] &5 [||,|_'_l|l die inurrest and wieasaribile g5 a pesuly ol
pecerpt of gomds or services amd the creation o a kegal ablipaton e oy,

Hevenie Recognilion

Service revense i neconded on the hasis of népular menes readings and estimates of
ctestoarer wsage stnce the last meter rending o the end of the year. Fstimated cusiomer
usnge fram the kst billing dare to the end of the year Gecroed sility revenue) s i luded
in revenue,

Contribations fnoasd of construction are deferred wnnl expended on the intended capial
project,  Anwinls capended are ransfermed 0oa contru-isser acoomt and - anornized.
Uiiapszne holances ane refunded.

Ievemlnry

Imventory of supplies s vihued ot the lower of costoand replacemen value, Cast s
cliebermmined onan averaged dem by fem Bases

Capital Assciz

Capital pssessane vl ar acguisinon cos less sccomulated depreciation, Depreciation
i provaded on 4 declining halanee hasis usng the Tollowing s, which =ie designed 10
refleact the appreximaste coomomic Bife of each clss ol sy

Substaiion Eguapient 5%
Distritwaien Lenes and Transformers i
Disbrifnstaen Molers 4%



TILLSONEURG HYDRO INC,
MOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2001

Avcoamting Policlis (eontinued)

el ot of Power

The andpusting power hill received from Untano Power Generation Tne. i socerded i the

venr o which it pertains and oot e the vear it s recened,

N Incame Tuxes

Tollsosbange Hydre Tne. i g negulated Lings Disiribution Corperation (LERC omd b
yvirsie of being an LI ssllowsd to recaver ingmme tises thronigh are rubes Therelvne,
the ClCA hondhock allows o departune from GAAF for the repoiting of Tutere ineonm:
jan assets and Tiobilivies bised on temgiorary differences between accounting values and

e tas valoes i the end of o Gecal reporring period

Capital Assels

o Cost
WK AN
i 5
Lienl 11,540 11,5200
Substation Equipien S20HES 50425
Dastribution Sysiem h629.6461 9,156,770
I 16 1 A08 UHER TS

A Turther exploined in Mates 3 od &, ¢ffeciive lanuory 1, 2000 by-law wis passed 10
iransler all aesels and ¢||.'|P||13'|_ln5 Tresne the Tallsnbuee Puhlic Uilitses Cuimmission o the
Towrt of Tillsonburg. The Town of Tillsanburg then trmslernad subaaation equipment and

disaribsition system assets b Tiflsonborg Hydm inc.

Amounts Dhee Froom Beloded Pacties

I cannectbon with the wansier by-law refemed toan Motz 4 helow, 2l bunking activities are
adisinisrered by 1he Town of Tillsonburg on behall of Tillsonbuerg Hydio Ine. Accordagly
the ameont due fromdto reloel porties represenls e et working capatal position Berwesn

the Town and the coarqany



He
TILLSONBURG Y DM MO
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2001

Dereaubatiom in the Uilities Dbty

The Oiptarn Coserment cancted he Eeery Camperiiion Ao 1R iniranduce compenition
0 thee Ohntario electiciy market,  Under the terms of this legislation, the Oniatio Enerzy
Board will repulate uslusiy pamicipans by pssuang Jicences for the nghl g gencning,
jramsimin, diskribete and petail eheciociy, These hieences will regquire complunes with
estahbished marker pules ani codes.

Prsrsammt 1o shis bepaslation, effectve Taneary | 200 8 by-Tw was paseed oo imiially ansfey
all st unid emplogaes of the Town of Tillseabarg Pablic Utifity Commission 1o the Town
of Tallseabare, whis b= the owner of the Commizsion. The Town, in e, mcorporased @
conmpany for the puepese o continoing the currenl distribufim acivaties o the Commission
This newly incorpocited company is Tillsonburg Hydeo Ine

This hy-law also sithorized ihe immster of sabstanon equipment amd distrifution sysiem
assels 1 Tillsopbarg Hyidro Inc, e boek saloe. Working eapilal was alse transFered at book
PR

Ui Mlay 1, 2002 sahseguent to year el et sctivities within the Provieee of o s
derepalated,. Tillspaborg Hedro Inc, in comjunciion with thee alorementisned distibuton
aetivigies, commued G reiiinl checine services 8 riles .IFIl:ﬂ-uH'lt\d jirsl rl'F“!Jl'L"'l]- h'-' the Cmiario
Energy Foard s o delanll sapplier,

Lithoatiom and Contingend LEahiliths

A el action st clanming 3500 millsen in restiutionary pryments plus inlenest was servl
o Toronts Hydrs in Movember 1998 The aclion wis insboted agaipst Toramio Hydio
Flecine CUoirnpissiong d= 1he ||_'|'|I|::-\.I\.'III:II|.i\'E of tho difemiane class '-'I:"“-"i-'\l“nlr' ol all |In||'|i|.'|[l..1|
clectric unibities in Cntario, which ave charged Toke payment charges on sverdue utiliy s
% iy fme afier Aprel 1, 19810 The claim is that Tae pasmens penalties resalt in monicipal
electric wililies recenang iMerest ol excessive rates, which are eomsidened ilicgsl under the
crimanal code. The Electric Disinibutors Association, formerly  Municipal  Flectroe
Assoctation, mitited o cliss action snl thal was seirled w2000, nesulting inoa S6d 228
paymend 1o Tiksonburg Hydro Ine.



TILLSONEURG HYDRO INC,
MNOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMEER 31, 21

PPensanns

The Town of Tillsanburg and it local bonrds nakes contribarions e the Ontarn Municipal
Fmplovees Resirement Fund (OMERS), which is a multi-emplover plan en batald of the full-
bene mesebers of the hydro siafl, The plan is o defimed benefit plan which specifies the
amutinl of the retirement benefil o be received by the enplovees hased on the lengih of
e R T .\,||'||| [ LT inf [raty.

The ameunl commbuied o OMERES for correst serviee s normably ncloded 55 on
pupenditure on the Statement of Operstiens. The amonnt conributed o OMERS for 2060
wits S D - SMi1) as a resull of o provincially legislated contobunon holiday

Thicie were no coniributions wde duning the year or the previows. sear with respect in st
STV

Inactimie Tanes

In addition 1o payments in lico of propeny tases for the entine year, Tillsenburg Plydre D
weas required b et paviments in en of income s aisd copital tases for the thec: monrths
erwled Decermber 31, 21

Futare Incanee Taxes

Tilksonburg Hydoo Ine, s o rate nepulated LDC o therelone 5 ot reguired e pecouni lae
perparary differences between aceounting salues and income s vabues o he eod of 3 fscal
peporing period and theredore, ane por inclsded on the Bilasce Sheer or the Statere o
Operahions, 1 Tillscobarg Hydne Ine. did acoowent fon ihese amoanis, b snnind of Tue
i G asscks, Talabities and expenses st the end of the year are estimated al;

o n—— e — ‘ B —
Aseris a5
Linhiliries
Expenses (60,5000

Contribativns in ARl of Construction

Pristr to Loy 1, 20000, comnibutions in ol of consenection were rellected os contrihaied
cipital sinee 0T ol the constnaction costs were recoverable,  Conimibutions receicd
sahsequently ane 1 e defemal as a deposit agains cobstuchion costs, Once constiction
coets are mevrred, the applicable amoant 1 1o ke reconded s 2 contrsasset ad amonized,
A the scloal oot samied canpet be determmed a0 1kis tme, the entime ot feceived in
JOH o %172 508 has been delerred pned relectied as o cument cusiomer depasit,



TILLSONBURG HYDRO INC.
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2001

Share Capital
Al ek
Uindimited comnran shapes

Vinlomited Class A shanes — nomewitimg, oea-cimmlniive, redeematile

Fstuedd unid pitstanding!

2001 2D
- e i - -
1 s shore i 2] ] i, 2 365

Ui Jasuary 1, 2000, Tillsortarg Hadeo Ioc, ssued | commen shaze (o The Corporalion of
the Town of Tillsonberg m exchange (i the assets and Habiltes received as o resull of the
Pramsfur By-liw discussed in Mole 4 abose,



_?Mrg

Hydiro lnc.

FINANCIAL STATEMENTS

DECEMBEHR 31, 2002



TILLSOMBURG HY TRC INEC,

HIE FINANCIAL STATEMENTS
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AUDITORS' REMORT

To the Sharcholider of Tillsonharg Hydro Inc

W have audited the Balance Sheet of Tillsenburg Hydro Ine. as at December 31,
and The Statements of Eguity, Dyperations and Cash Flaw foe the year then enided.

2003
These

financinl statements ane the responsibility of managemend. O respomsibility §s W express

an pinicm om these finuneial statements based on our audil

We conducted our audil in sccordance with Conndian generally acceped ouditing

etardards, Thuse siandirds reguire that we plan and perform an audit o nhizin feasenatdc
meurance whether the fimncial statements are free of matenal misstatenseal. An audil
includes exumining, on a test basis, evidence suppadting the amounts amd disclosunes in
the financial staternents. An audit alsn ncludes asessing the accounting principles used
and significant cstimates made by managenwnl, 45 well as cvaluating the cverall financial

stalement preseatalion

I ur opinion. these finnncial statements present furly, in all material respecis. ihe
financial pasitwn of Tillsanburg Hydro Inc. as al December 11, 202 and the results of

s operativns il cash How for the yeas then enched in aconlance with Canadian
penerally acceped pecounting principles &= described in pote L

Mo ot o, ok

CHARTERED ACCOUNTANTS

o 14, 2005
Tl lsomhairg, Untara

—M Millard, Rouse & Rosebrugh L —7—
TR Lrarterrd Accoeintanity

3 el Bveel Tal Chureh 50 W M H

. . i arsmy L
Bltrrrm-.-l:l.':] I!u._!'r 1l'|-| Db, DR MAR 190 Tilsonbuwrg, (W R4l L8
Hhaong 515 476- 1 606 Prasws 15950 552.3010 Fhone (512 GHY-458H]

1 Hlower 50N
Marmich, O FOJ 1PD
Phane 510} BE3-A554



THLSONBURG HYTHRD N
BALANUE SHEET
AS AT PECEMEBER 55, M2

HHI2 e
RS TS 1 %
Carrend Assels
My veamis reveivabhle 315576 JEIRS
Frepuaid expunses 1LhN2 3l
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TILLSONBRURG HY DR INC,
NOTES T THE FINANCIAL STATEMENTS
FOME THE VEAR ENDED DECESRER 31, 2002

Accouiting Polacies

Mz Nmoreciad staseiments bave been prepored ismg the aceountmg prsciplos prescidaed o
Municapal liilises in Cinparss by the Ontario Encrgy Flssnd s comgained inthe 2 f COLITMATTE
Prowedures Hanglbook Ter FElectric Pasiribsuricom Uleiliaes"

Sipmificant accounting pelicies, whsch adbene 1o gencrally secepred secounting posciphes,
are ns Fosllimvs:

1]

L

L]

Havis ol Accannting

These lnpncial sarcments have been prepared vsine e el Basis ol secounting.
The wcemul hosis of aecommbing recopnides venses s they beceame jivailible ol
mmensuraile] eapenses are recopnieed s they are aincumed ol metasarable asoooesule of
receipd of zeads or services ambthe creaiion of o legal obiznion o pay.

Hevenue Recognition

Service revermie s reconded an the hosis ol [l,:g-|||.|r [ s |'|_'.||‘|||'|H..~ anildl eemnies of
cuslamer vsapr sinee the ot meter reading 1o the end of the year. Estimared customer
wsape Froain Uhe st Bl e ao the el of tlae year Tocersed afilsly revemue ) ois b lusded
in revene

Cormmbations e and of comstnicton ane deterred untif expersled on the intended capital
progeat. Aoty capenched are trisslemmned te o contra-sssel scevanl and amealeeed
Ulisspaend bralances ame reflisnded

Imveipery

Irnl.'nmrl.. aof anpplies is vl gt the lowed of cost el eeplagement value,  Cos ax
ckelenmineit on an averaged wem by dlem basas

Capital Adseds

Capital assens ane vrlusd i gcgmsitian cost less peoammbinted depreciation. Depraciaiion
is proviifed om a declining halance bases psing the followine rsies, which are desipneil 1o
retlect the apprasimate cooneaae e ol each class of assei

Suhstmion Faguipmenl At
Ursaeabsniony Lavsss il Transformers 5
Ersctrabanion Meters s



TILLSONBEURG HYIVRO INC.
MOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDER DECEMBER 31, 2002

Aecnwniing Policies (esnbineal)

e Ut ol Poweer

Fhe aclpostime: power bl meeeived from Onlano Power Generation e s reconded i ihe

vestr o which i perlanmes aned miam the vear i is received

N Icome Taxes

Tullsontnerg Hydro Ineo s regubsied Lmes: Distribstien Corpocateon (D0 and by
vienise of Beine o LD is ol lowed a0 recover imeome Ties Ouwough s rabes. Thenelone,
the CHCA hondhoek allows o deparmie Gom GAAR for e pepornng of Tt meone
toe vty ginad liohilinies based on i oy dillereres hetweey ey oimling wales and

ancevmie tux vilues ai ibe end ol o fiscal reparting I'l'fll'l-\.l

Amaands Dhise Fromn Beladed Pariies

All banking aciivities are admintstered by the Town of Tillseaburg om bebesld of Tillsosbarg
Hividpe Ine: Accordmgly the domoemt due Iromdio relaled parties mepresents the oot working

capital pasitien between the Town amil ihe company

Capital Assets

Casd sk
|1 BeELl
5 b
[ 11,520 I1.520
Subsdatron Fouipmiem F20425 SHIAZS
Erisarahation Syutem 10,0054, 002 M i

10,556,437

Tk 1651, GLE
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TILLSUONBUREG: HYDIRO INC,
MOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAK ENDED DECEMEER 31, 2002

eerepndation i dhe Uiilities Tadastry

The Chatarin Crovermament coacked the Spcery Competinon vt 1S e nmedice competitian
i ihe Chlario elecinery market, Under the wenme of tlis legislazian, the Osiano Encrgy
Tk will repaolate nlostry pasicipaets by psiae hcenees for the nght me genere,
transmit, distrifise and relal clecinety, These heences wall reguane compliance with
ealablished markel neles aoml coades,

O May 1 2002, el ackividees watlnn the Provence ol Daldnio were decegoloed
Tillsomburg Hydro fne. continoed o el elecirss serowes ot rabes appros ed ol sepnlazed
by the Dinano Encrpy Board o5 o defonll suppler

Litigtion mml Contingent Linbilities

Accliss action suil chabmang S50 melfon snreshitntionary payiienls pliss imleesn wis sefyed
onl Toremta Wydro in Movember 1995, The acieon was anbided agams Lorenin H:.'lJlll
Eleciric Commassion as the representative ol he delendiam class comsstme of all momcipal
clectric utiluises oo Uinlan, il base clunged lase pavonent clasges o evedie widiy bills
sy B elier .-1||:t|| 1, BG9El The cladim is thar live paviment penalties mesall in monicipal
chectric alibitics recerving slencil al excessive rbes, which aie considered dlizgal vnder the
ciomnmil ook I Elsome Eusimiburers - Assocbion, fommerly Mimacipal  ERecinc
Mcsecintion, imidided poelass sciom sl dhal was scitled an 2000, resaling ae g 0 00ER
peswinern i Tilbsenbuzg 1y dio Ine.

Pensions

Ihe Town of Tillsinburg ancd s lecal boands makes coninbutsens fo the Onlio LA FTTRITS ||.'IJ||
Eaplowees Betiremmen! Fund (08 ERSY which o5 o moli-cinphoser phan on behal ol the Toll

e embers ol the Bvdeo seaff. The plan is g defined Fencii plan which specalies the
ameamd o the retremenst beneti a0 be pecessed by the cmployees bosed on the lengboof
service alsl raes ol puy

The ameant comribaled o OMERS for corest seroce a: normally ancladied a5 an
cxpendiiure on the Statensent of Dpesatons, The amosi comtnbute o OMERS For 2002
wirs 30 HE SR s s esah of g previncally legiskaed conepbanon beliday, As ihis
worlribution hofiday ended December 210 2002, conmbmaens resamiad in Laary G

Theere were e comrbaiions made darng the vear or the presaoas sear wnify respect e s
SETVILE
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TILLSONBURG HYDRO INC,
MOTES TOTHE FINAMCIAL STATEMENTS
FOR THE YEAR ENDED DECENBER 31, 2002

Toeome Toxes

I abelition o payments in He ol propery tases For the citie yean, Tillsonbuoee Byl dnc,
s regined o oremin paymends in e ol icome taees amd copatal 1ases for the three menihs
ended December 30 X000l the veir ended December 31, 2002,

Future ncompe Tases

Fillsenbuirg Hydee Ioe. e aoroe regaialed LI and iherefore 5s non requeaired v accoun for
by differences belween acoounting valoes amd income b valoes al the end ol a Tiscal
vepeting peread e vhesclore, s oo acloded ono e Balance Sheet or the Stilement ol
Orperations T Tillseaburz Hydre Ine il acogunt for these aomoimrs tbe amonnt of Tatore
incoine b assers, labaliies snd espenses a0 e cod ol the year are eapmated on:

22 2000
3 &
Asacs 126770 1,500
Laahilinies %
Tax Fxpenses (i, 2NN {h1, 3N

Cinmtribadinms in Add o Constrancion

Prir i f.mu.lrg.- |, 2ENL comnpibaiions i ol of copserctssn were reflected as contvibnred
capital since 1005 o the construciion cosls were ecoverble,  Coptnbalions soocieed
subcguenily e o be deferred s a deposel apasst constmictan costs, e consimmciion
Cosks e pneisired, i appls absle tavsnient 5 e e opecaorded as o constroeassct ol amieiiscd.
A IRk ol e o carmed be deternmimed af chas tiaree, the entire mmeanest received an
SO ol S22 005 P 2HI - R0PE 5080 has ey defemred and reflecked as a cimrenl cuslimer
e
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TILLSOMBURC Y IVRC INC,

NOTES TO THE FISANCIAL STATEMENTS
FOR THE YEAR ENPBELD DECENMBER 31, ZiKi2

Khore Capital
Auihivrzecd
Imbirmted coimmon shires

Ulmbimited Class A shanes - gun-vodimg, roo-comulalne, renlcenahi

Benuncel wond ol st lingz:

2 2
% 5
b e share: [T et B S0

Uver recovery of Uosd of Power

Thee il Tereisce beraen the unilieg's purchased cost ol power based on ame ol wse and the
s Plled e o Dime OF s cusiomers 5 reguired 1o be defened. The disposimion of
Theese armoiint s s epecied 10 be re ecied i fotune vy ofjasinens

At vares were deconed 1o be anbarslied a5 of Tanuary 1 2060, The pros pereed has P
restited o retleer the sver TECOvVETY of 851 8TH

Kaiuubatory Assets

Drne e the demepulation of retal seovitivs on May 1, 2002, mew snbaindled dites: Tor power
cane o eliect as sel by the CEE and Tolbamsborg Hydv Doc . coitinogd te dvanbeie peaser
anan defanli spplier Asoa sesaln b anliny e sell e poser ar s cost, Flowever, a
s resi s av coat is derermined hives) on e of pse and none time o rse customers ane
charged an ihe werghied avermge poce fer the perasl These vantances pie 10che recoversd
through fuatiee role ad jesnimei s,

2z ]
5 5

Ui derread pyvimcins i liow of 1aaes (B85, 7 -
Ol y g 1ansition cosrs V2,540 =
Pkt dpening energy virsnce LRk ] ihERTE
HEVA - Whelssale wmarkel service cliosges TR, S0E

MEY A — Retol iwansmssaon network charpes A4 254 -
REY A - Redail iransmmissacn cannmedtson chrpges 3,488

Bs A Povaeer e hasesl (52, 149) -

00,4 (51 H7E)
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TH.LSONBURG HYTYRCY INC.
NOPES T0O THE FINANCIAL STATEMENTS
PO THE YEAR ENDED DECENBER 31, X002

Restatement of prior paeriod

The prioe pernod prosentation s been restated te confonm o0 the coment method of
presentalion

Hpplmsewpuent Event

The peev e il governaent of Caess reguired municipal sharcholders of a local disentiion
commpay 1o recenterm bt e anibicy woabd remain i for-peofil ey, mberaise they ookl
pevert bk 1o o net-for profic starns. A rhe anilay' s board of directors recomanenibed, The
shirehaobiler passad & reselitbon teonciain e Foe-profie sizses of the wilivy
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MILLARD, ROUSE AND ROSEBRUGH LLP
CHARTERED ACCCHINTANTS

#5 Robimton Streest
Simcoe, (ntarie

AUDITORS' REPORT
To the Shareholder of Tillsonburg Hydro Inc.

We have andited the balance sheet of Tillsonburg Hydro Ine. as at December 31,
2003 and the statements of operations, equity and cash Mow Tor the vear then ended.
These financial statements are the responsibility of manarement. Our responsibility
i% to express an opinion on these financial statements based on our audit.

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

In our opinion, these financial statements preseat fairly, in all material respects, the
financial position of the corporation as at December 31, 2003 and the results of its

operations and cash flow for the year then ended in accordance with the accounting
principles as described in Note 1 to these financial statements.

Moibhok Lronsad A%J?/L Lep
CHARTERED ACCODUNTANTS

April 30, 2004
Tillsonburg, Ontario

OURRAERIETS SN0 CER TR A TES ARE P EDON THE LS DERSTANDING TIAT UNLESS TEEY ARE BIFROIGUED B TUKRE ENTIHETY. ARY SUkiS L EES
TS RED, ENCERFTY THEREFROGM OR BEFTRESCES THEREFD SUALL BE SUEBMITTES TO 05 FOS O1R & HREr ai.
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TILLSONBURG HYDRO INC.
BALANCE SHEET
AS AT DECEMBER 31, 2003

ASSETS

CURRENT ASSETS
Hank
Accounts Beceivable
Prepaid Expenses
Inventory
Due from Related Parties (Mote 8)

FROPERTY, PLANT AND EQUIPMENT (Note 3)
Losl
Accumulated Depreciation

OTHER ASSETS
Regulatory Assets (MNote 5)

LIABILITIES

CUBRENT LIABILITIES
Accounts Pavable and Accrued Linbilities
Customer Deposits {(Corrent Portion)
Deposits m Aid of Construction (Note 4)

LONG TERM LIABILITIES
Customer Deposits

(YTHER LIABILITIES
Repulatory Liabilities (Note 5)

SHAREHOLDERS® EQUITY
Share Capital (Note 6)
Contributed Capatal
Retained Earnings

2003 2002
¥ h
360,879 o
2,092,029 3152576
1497 | 2682
403,075 I53153
6E0074 263,636
3,536,164 3,782,047
11,153,695 10,586,937
(5378.961)  {5076.,576)
5,774,734 5,510,361
e 45 E15
o.310,898 078223
851,911 1,711,398
R5.052 B7.43]
592377 415,112
1,629,340 2,213,441
96,774 96,778
162,930
1,859 (438 2,310,719
6,992,565 6,592 565
1,194,387 1,190,387
(T61,102) (TL1448)
7.421,850 7.471.504
9. 310,898 9,782,223

The accompanying notes are an integral part of these financial statements.



TILLSONBURG HYDRO INC.
STATEMENT OF EQUITY
FOR THE YEAR ENDED DECEMBER 31, 2003

Retained Contributed

Earnings Capital 2003 2002
$ b b ¥

BALANCE - Beginning of the Year

As Previously Reported (HI0.BO2) 1,190,387 289 495 521,726

Adjustment to Regulatory Assets and

Liakalities {Mote %) 1 B9 44 - 189,444 =

Adjustment 1o Cost of Power (Note %) s e piia {51.878)

As Restated (711,448) 1,190,387 478,939 460 B4R

Net Income (Loss) for the Year {49,654) - (49.654) 9.081
BALANCE - End of the Year (761,102} 1,150,387 429285 478,939

The accompanying notes are an integral part of these financial statements.



TILLSONBURG HYDRO INC,
STATEMENT OF OPERATIONS

FOR THE YEAR ENDED DECEMBER 31, 2003

POWER REVENUE
Lieneral Service
Fesidential Service
Strect Lighting
Wholesale and Transmission Charges

COST OF POWER
GROSS MARGIN ON POWER

DISTRIBUTION REVENUE
[¥stmbution Service
Eetatler Service
{(Hher

TOTAL REVENLUE

EXPENSES
COperating and Maintenance
Billing and Caollecting
Creneral Adminisiration
Depreciation
Inferest and Finance Charges

NET INCOME (LOSS) BEFORE TAXES
INCOME AND CAPITAL TAXES (Note 7)

NET INCOME (LOSS) FOR THE YEAR

2003 2002

$ 3
9.959 Bod 10,963,387
1,810,751 3,024,520
00,356 f5,953
3589 443 2423 15]
15420414 16477211
15420414 16,477,211
1,511,814 1,518,514
11,574 7.959
59,137 14,375
1,582,525 1,580,848
1,582,525 1,580 848
586,516 588,910
320,304 302,039
393,710 352,201
302,385 292,623
25350 27.077
1,628,355 1,562,850
(45.830) 17,008
3824 BT
{49,654) 0 (41

The accompanying notes are an integral part of these financial statements.



TILLSONBURG HYDRO INC.
STATEMENT OF CASH FLOW
FOR THE YEAR ENDED DECEMBER 31, 2003

CASH PROVIDED BY (USED IN) OPERATIONS
Met Income (Loss) for the Year
ltems not Requiring an Outlay of Cash:
[epreciation

Chanpes in Working Capital Amounts ather than Cash:
Accounts Receivable
Prepaid Expenses
Inventory
Dre from Related Parties
HKepulatory Assels
Accounts Pavable and Accrued Liabilities
{ustomer Deposits
Deeposits i Aid of Construction

CASH PROVIDED BY (USED IN) INVESTING ACTIVITIES
Additions to Property, Plant and Fquipment

CASH PROVIDED BY (USED IN) FINANCING ACTIVITIES

NET INCREASE (DECREASE) IN CASH FOR THE YEAR
BANK - Beginning of the Year

BAME - Ead of the Year

2003 2002
5 3
(49,654) G401
302,385 292,623
252,731 101,714
LOGD54T (1,066,967
12,575 3,830
(49,922) (7,056)
(416,438) 1,250,673
652,745 (541 693)
(759,487) 235,473
(2,379) 6,379
177,265 742 975
927,637 425328
{566,758) (425,328)
360,879 —
360,879 e

The accompanying notes are an integral part of these financial statements.



TILLSONBURG HYDRO INC.
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2003

ACCOUNTING POLICIES

These financial statements have been prepared in accordance with Canadian penerally accepted
accounting pranciples as amended by pninciples specifieally prescribed by the Ontario Energy Board
lor rate regulated businesses in the “Accounting Procedures Handbook for Electric Distnbution
Lliikieies™.

a) Hasis of Accounting

These financial statements have been prepared wsing the acerual basis of accounting. The acorual
basis of accounling recognizes revenue 25 it becomes available and measurable, Expenses are
recopnized as they are incurred and measurable as a result of the receipt of goods or services and the
creation of a lepal obligation to pay.

b) Inventory

Inventory consists of repair parts, supplies and material held for future capital expansion and
maintenance activities and is valued at the lower of cost and replacement value, Cosl is determined
using weighted averages.

¢} Property, Plant and Equipment and Depreciation
Property, plant and equipment is valued al acquisition cost less accumulated depreciation,

Drepreciation is provided on a declining balance basis using the following rates, which are designed o
reflect the approximate economic life of each class of asset:

Substation Egqumpment Y
Mstnbution Lines and Transformers 595
Distribution Meters 405

d) Revenue Recopnition

service revenue is recorded on the basis of regular meter readings and estimates of customer usage
since the lasl meler reading to the end of the year, Estimated customer usage from the last billing date
1 1he end of the vear, 15 included in revenue,

¢) Deposits in Aid of Construction

Deposits m Awd of Construction are required contributions received from outside sources used to
finance additions 1o property, plant and equipment. These deposits are deferred until expended on the
intended capital project. Amounts expended are transferred to 8 conira-asset account and amortized at
an equivalent rate to that used for the depreciation of the related property, plani and equipment.
Unspent amounts are refunded,
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TILLSONBURG HYDRO INC.
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2003

ACCOUNTING POLICIES - Continued
fiy Deferral of Expenses

Certain expenses, which may be considered by the Omtaro Energy Board (OEB) in futwre rate
applications, may be deferred until sech tme as direction 15 provided by the OEB.

g} Income Taxes

Fillsonburg Hydro Inc. is 2 repulated Lines Distribution Corporation (LIDC) and by virtoe of being an
LD s allowed to recover income taxes through its mates. Canadian generally accepted accounting
principles permil rate-regulated enterprises to depart froam the requirement to repor future income tax
assets and liabilitics based on temporary differences between accounting values and income tax
values at the end of a fiscal reporting period

hy Llse of Estimates

The preparation of penodic financial statements sometimes requires management to make certain
estimales and  assumplions thal affect reported amounts. In these instances, sincc preeise
determination 15 dependent on fiture events, actual results conld differ from those estimates.

RATE SETTING AND INDUSTRY REGULATION

The Cmtario Governmenl enacted the Enerey Competition Act, 1998 10 introduce competition to the
Ontario electricity market. Under the terms of this lepislation, the Ontario Energy Board will regulate
industry participants by sssuing licenses for the riehd to peserate, transmit, distribute and retal
clectricity. These licenses require compliance with established market rules and codes.

Cm May 1, 2002, retail activities within the Province of Ontario were dereguiated. Tillsonburg Hydro
[ne, continued 1o retail electric services at rates approved and regulated by the Ontarie Energy Board,
a5 a defaull supplier.

Om MNovember 11, 2002, legizlation was mtroduced to reduce electricity prices for {amilies, stmall
businesses and farmers, while increasing Ontario’s supply of electricity and encouraging conservation
and alternative energy. The most significant impacts of this legisiation were:

The price of electricily 1o cerfam customers was frozen al 4.3 cents per kilowatt-howe;
Transmission and distnbution rates were capped at current rates.

Etfective Apnl L, 2004 the 4.3 cent price cap was replaced with the rates of 4.7 cents on the first 750
kilowart hours per month and 5.5 cents on the remaining consumption. An adjustment to the
tramsmission and distnbuetion rates also cocurred.
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TILLSONBURG HYDRO INC.
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2003

PFROPERTY, PLANT AND EQUIPMENT

Accumulated MNet MNet
Cost Depreciation 2003 02
s % 5 ]
Land Improvements 11,524) 2,137 0 383 0 RTT
Substation Equipment 5201425 421,630 08 78S 103,985
Distribution System 10,621,750 4,955,184 5 666,566 5,306,400
11,153,695 5.378.961 5,774,734 5,510,361

DEFPOSITS IN AID OF CONSTRUCTION

As noted above, deposits in aid of construetion, which are received subsequent to January 1, 2000, are
deferred as a deposit against construction costs. Once construction costs are incurred, the applicable
amount is recorded as a contra-assel and amortized. As the actual amounl earned to date cannol be
determined at this time, the entire amount received o date has been deferred and reflected as & curment

customer deposit,

%
2003 177,265
202 242 975
2001 172,137

592,377
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TILLSONBURG HY DRO INC.
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2003

5 REGULATORY ASSETS AND LIARILITIES

The following expenses (recoveries) may be considered by the Ontario Enerey Board in future rate
apphcations and accordingly have been deferred until such time as direction is provided by the OFEB.

Likewise, the difference between the wtility’s purchased cost of power based on time of use and the
amounts billed 10 non-time of use customers 15 required to be deferred. The disposition of these
amounts iz expected to be reflected in [ulure rate adjustments,

2003 2012
3 5
Cualifying Transition Costs 121,794 72,840
Pre-Market Opening Variance 67,238 67,238
Eetail Settlerment Vanances (RSVA) (339.410) 315,097
Deferred PIL's (12,552) 13,740
(162,930 489,815

f. SHARE CAPITAL

Authorized:
Unhmited common shares
Unbimited Class A shares - non-voting, non-cumulative, redeemable

2003 002
B 5
[smued:
| common share 6,992,565 992 545

T. INCOME AND CAPITAL TAXES

Az a regulated Lines Distnbution Corporation, Tillsonburg Hydro is required to remit payments in
hen of income faxes and capital 1axes, as follows:

2003 2002
5 5
[ncome Taxes it piss
Capital Taxes 3,824 #.007

354 8,507

1




TILLSONBURG HYDRO INC.
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2003

8. RELATED PARTY TRANSACTIONS

Banking and accounting activities are administered by the Town of Tillsonburg on behalf of
Niltsonburg Hydro Ine. Amounts due from related parties represents the net working capital position
between the Town and the corporation.

9. ADJUSTMENTS TO RETAINED EARNINGS

{a) During the vear, the Omario Energy Board provided further direction on the accounting for, and
utibzation of. certain deferred variance amounts as discussed in note 6 above. As a result,
unrecognized payment m hiew of tax amounts previously deferred, in the amount of $189,444 were
reversed as follows:

As Previoushy
Reported As Restated
b 5
Regulatory Assets 544,596
Regulatory Liabilities (244,225)
30,371 480,815
Destrebution Service Revenue 1.349.070 538,514

(b} During the previous year, the corporation had overestimated the variance arising from the cost of
power based on time of use, which was attributed 1o the timing of the retail market becoming
unbundled. The effect of this correction was to increase regulatory assels and decrease retained
camnings by 51,878,

HL PRUDENTIAL SUPPORT

Trilsonburg Hydro Inc. has posted a letter of credit with the Independent Electricity Market Operator
(IMO}) in the amount of $1,266,441 (2002: §1,663,940). The IMO is responsible for ensuring that
prudential support is posted by all market participants to satisfy their prudential support obligation
and, therefore, mitigate the impact of an event of default by a market participant on the rest of the
resarkoet.

In tum, Tillsonburg Hydro Inc. has received prodential suppornt from retailers in the amount of
S30.00T cash and a $145.000 letter of credit (2002: $31,177 and $70,000 respectively).
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TILLSONBURG HYDRO INC,
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2003

11, LITIGATION AND CONTINGENT LIABILITIES

Class actions were commenced against the Consumers Gas Company m 1994 and against Toronio
Hydro in 1998, Hoth actions claimed restitution for unjust enrichment arising from the lae
payment penalties levied on overdue utility bills by the defendant utilities.

On April 24, 2004, the Supreme Court of Canada rendered its judgment regarding defenses raised by
Consurners Gas, With respect to the unjust errichment claim, the Court held that the rate orders of
the Ontano Energy Board contravened the Criminal Code, which is Federal legislation and this is
paramount o Provincial legisiation and the Ontario Encrgy Board Act. The Court alzo ruled that an
order for repayment of momes collected would not occur before the issuance of the statement of
claim i 1994 The full impact to Tillsonburg Hydro Inc. is nod vt known with cerlainty and (he
rmagnitude of any restitution cannet be reazonahly estimated,

lhe class action against Toromio Hydro is now proceeding and is being defended by the Electric
Distmbutors Association legal counsel.
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MILLARD, ROUSE AND ROSEBRUGH LLP
CHARTERED ACCOUNTANTS

24 HARVEY STREET
TILLSOMBURG, ONTARID

AUDITORS' REFORT
To the Sharcholder of Tillsonburg Hydro Inc.

We have audited the balance sheet of Tillsonburg Hydro Inc. as at December 31,
2004 and the statements of operations, equity and cash flow for the yvear then ended.
These financial statements are the responsibility of management. Our responsibility
is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with Canadian pemerally accepted auditing
standards. Those standards require that we plan and perform an audit to obtain
reasonable assurance whether the finamcial 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 assessiap
the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation.

In our opiniou, these financial statements present fairly, in all material respects, the
financial position of the corporation as at December 31, 2004 and the results of its

operations and cash flow for the year then ended in accordance with the accounting
principles as described in Note 1 to these financial statements.

M ok, Doa & Reash <
CHARTERED ACCOUNTANTS

April 29, 2005
Tillsoaburg, Ontario

CRUE REPOHIS AN CERTIFCS TS AHE Dooi 000 TR ISR T 5 THAT NLETS THEY ARD EEFRIHHNED [¥ THEIE ENTERETT, Uy 508 LS
TREMECH, B0 R TIHERE FROW Of kil FRRES0ES TRERETO SHALL B SU8EFTL0 1o 0% PR GUR AFFc AL



TILLSONBURG HYDRO INC.
BALANCE SHEET
AS AT DECEMBER 31, 2004

ASSETS 2004 A
% 5
CURRENT ASSETS
Bank 401,652 I60 879
Acconnts Keceivable 3,386,011 2092 029
Prepaid Expenses 2.289 7
[nventory 294,957 403,075
[hie 1o Related Parties (Mowe 8) ——— HRGOTA
4,084,909 3,536,164

FROPERTY. PLANT AND EQUIPMENT (Mote 3)

st 12,078,389 1,153,695
Accumulated Depreciation (5,663,219) (5.37E.961)
Contributions In Ard of Construction (1.077,000) o

5,338,170 5774734

OTHER ASSETS
Regulatory Assets (Note 5) J11.251 6

9,734,330 9,310,898

LIABILITIES
CURRENT LIABILITIES
Accounts Payvable and Accrued Liabilities 2012009 951,511
Cuostomer Deposits (Current Portion) 51,8487 B3.052
Dieposits in Ard of Construction (Note 4) 87,655 592377
Due to Related Parties (Mote §) 0% 434 _—
7,249 985 1629340

LOMNG TERM LIABILITIES

Customer Deposits 96,778 96,778
OTHER LIABILITIES
Regulatory Liabilities {MNote 5) —_ 162930
2.296,763 |. 889,048
SHAREHOLDERS' EQUITY
Share Capital { Note 6) 6,992 565 6,002 565
Contributed Capital 1,190,387 [ 190,387
Retained Earnings { Deficii) {795.385) (7al.102)

7.387.567 TAZ| 850

9,734,330 %310,898

The accompanying notes are an integral part of these financial statements.



TILLSONBURG HYDRO INC.
STATEMENT OF EQUITY
FOR THE YEAR ENDED DECEMBER 31, 2004

Retained
Earnings Contributed
(Deficit) Capital 2004 203
5 b 5 5
BALANCE - Beginning of the Year
As Previously Reported (761,103 1,190,187 419 285 280 403
Adjustment to Regulatory Assets and
Liahilities (Mote 9) — | 8D 444
Az Restared (761102 | P90 3RT 429285 478,939
Mgt Income {Loss) for the Year (34,283 —— (34,283) {49 6543
BALANCE - End of the ¥ear (T5.385) | 190,387 395,002 429 2853

The accompanying notes are an integral part of these linancial statements.



TILLSONBURG HYDRO INC.
STATEMENT OF OPERATIONS
FOR THE YEAR ENDED DECEMBER 31, 2004

POWER REVENLE
Ceneral Service
Residential Service
Street Lighting
Wholesale and Transmission Charges

COST OF POWER
GROSS MARGIN ON POWER

HNSTRIBLUTION REVENLUE
Dastribution Service
Retat] Service

{Mher

TOTAL REVENLE

EXPENSES
Operating and Maintenance
Billing and Caollecting
Ceneral Administration (Mote 1)
Depreciation
[nterest and Finance Charges

NET INCOME (LOSS) BEFORE TAXES
INCOME AND CAPITAL TAXES (Mote 7)

NET INCOME (LOSS) FOR THE YEAR

Budpet Actual Actual
2iM14 2004 203
% 5 5
| 657 000 2559 Tad 0950 Bod
[ Q38,000 2,000,409 1LEI 7S]
3, M) T2AT1 B0, 3 36
3840, 41 3. TI8.625 3,589,443
[ &, 5000, 00 15,661,269 15,420,414
L&, 500 ()0 15.661.26%9 (5420414
| A500, (MK 1,534,107 1,511,814
LRI 11,012 11,574
41,00 71470 9,137
[ 300 (00 1617589 1,582,525
| 500,00 1.617.589 1,582,525
548,809 548,809 EB5 16
2ER.519 327047 320,394
411,588 461.586 93,710
203 (M0 254 258 302,385
55, [HI0 20,528 25,350
|.396 834 1.642.028 1,628,355
(96,514 (24.439) (43, 830)
4000 o844 3,524
(100,934) (34, 253) (4% 654)

The accompanying notes are an integral part of these financial statements,



TILLSONBURG HYDRO INC.
STATEMENT OF CASH FLOW
FOR THE YEAR ENDED DECEMBER 31, 2014

CASH PROVIDED BY (USED IN) DPERATIONS
tet Income { Loss) for the Year

ltzms net Reguiring an Outlay of Cash
Depreciation

Changes in Working Capital Amounts other than Cash;
Accounls Receivable
Prepaid Expenses
[nventory
Due from Related Parties
Regulatory Assets
Accounts Payvahle and Accrued Liabilities
Customer Deposins
Depaosits in Aad of Constrection

CASH PROVIDED BY (USED IN) INVESTING ACTIVITIES
Contributions in Aid of Construction
Additicns to Property, Plant and Fquipment

CASH PROVIDED BY (USED IN) FINANCING ACTIVITIES

NET INCREASE (DECREASE) IN CASH FOR THE YEAR
BANK - Bepinning of the Year

BANK - End of the Year

&

2004 2003
5 5

(34,283) (49,654)
284,258 302,385
149,975 252,731
(1,293,982) 1.060,547
(2,182) 12,575
108,118 {49922
778,508 (416,438)
(474,181) 652,745
1,060,098 (759.487)
(33,165) (2,379)
(504,722) 177,265
(111,533) 927,637
1,077,000 e
(924,694) (566,758)
152,306 (566,T58)
40,773 Jai) B4
360,879 <o
401,652 160,879

The accompanying notes are an integral part of these financial statements.



TILLSONBURG HYDRO INC.
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2004

ACCOUNTING POLICIES

These financial statements have been prepared in accordance with Canadian generally accepted
accounting principles as amended by principles specifically preseribed by the Ontane Energy
Hoard for rate regufated businesses in the “Accounting Procedures Handbook for Electric
stribution Utilites”™,

a) Basis of Accounting

These financial statements have been prepared using the accrual basis of accounting. The accrual
basis of accounting recognizes revenue as it becomes available and measurable. Expenses are
recognized as they are incurred and measurahle as a result of the receipt of goods or services and
the creation of a legal chligation o pay.

b} Invenlory

Inventory consists of repair parts, supplics and material held for future capital expansion and
maintenance activities and is valued at the lower of cost and replacement value. Cost is
determined using weighted averages

¢} Property, Plant and Equipment and Depreciation
Property, plant and equipment is valued at acquisition cost less accumulated depreciation

Depreciation is provided on a declining balance basis using the following rates, which are
designed to reflect the approximate economic life of each class ot asset:

Substation Equipment 3%
[nstribution Lines and Transformers 3%
Distribution Meters 4%

d) Reveaue Recognition

Service revenue is recorded on the hasis of regular meter readings and estimates of customer
usape since the last meter reading to the end of the year. Estimated customer usage from the last
billing date to the end of the vear, is included in revenue

¢  Deposits in Aid of Construction

Drepaosits in Aid Construction are required contributions received from outside sources wsed to
finance additions to property, plant and equipment. These deposits are deferred until expended on
the intended capital project. Amounts expended are transferred to a contra-asset account and
amortized at an equivalen! rate to that used for the depreciation of the related property, plant and
equipment, Linspent amounts are refunded

B Deferral of Expenses

Certain expenses, which may be considered by the Ontario Energy Board (OEB) i future rate
applications, may he deferred until such time as direction s provided by the OEB.



TILLSONBURG HYDRO INC.
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2004

ACCOUNTING POLICIES - Continued
¢} Corporate Tazes

lillsanburg Hydro Ine. is a regulated Lines Distribution Corporation (LDC) and by virtee of
being an LDC is allowed o recover income taxes through its rates. Canadian generally accepted
accounting principles permit cute-regulated enterprises to depart from the requirement to report
future incame tax asscts and lishilities based on temporary differences between accounting

values and income tax values at the end of a fiscal reporting period,  Accordingly, the company
uses the taxes pavable method whereby the income tax expense for the year 15 the cost of current

corporate tayes.
b} Use of Estimates

The preparation of periodic financial statements sometimes roguires management to make
certain estimates and assumptions that affect reported amounts. In these instances, since precise
determination is dependent on future events, actual results could differ from those estimates.

RATE SETTING AND INDUSTRY REGLLATION

The Ontario Government enacted the Energy Competition Act. 1998 1o introduce competition to
the Cntario electricity market. Under the terms of this legislation, the Ontario Energy Board will
regulate industry participants by issuing leenses for the right to generate, transmit, distribute and
retail electricity. These licenses require compliance with established market rules and codes.

Om May 1, 2002, retail activities within the Province of Ontario were deregulated. Tillsonburg
Hydro Inc. continued to retail electric services at rates approved and regulated by the Ontario
Energy Board, as a default supplier,

On November 11, 2002, legistation was introduced to reduce electricity prices For families, small
businesses and farmers, while increasing Ontario’s supply of electricity and encouraging
conservation and afternative energy. The most significant impacts of this legislation were:

The price of electricity to certain customers was frozen at 4.3 cents per kilowatt-hour:
Transmission and distribution rates were capped at current rates

Effective April |, 2004 the 4 3 cent price cap was replaced with the rates of 4.7 cents on the first
750 kilowart hours per month and 5.5 cents on the remaining consumption.  An adjustment to
the transmission and distmbution rates also ocourmed.

Effective April 1. 2005 the price cap was adjusted to the rates of 5.0 cents on the first 750
kilowatt hours per month and 3.8 cents on the remaining consumption.  An adjustment to the

transmission and distribution rates also occurred,



TILLSONBURG HYDRO INC.
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2004

3. PROPERTY, PLANT AND EQUIPMENT

Accumulated Mel Met
Cost Depreciation 2004 2003
5 % b b
Land Improvements 15520 2,606 Bold o183
Substation Eguipment 320,425 426,579 23,846 98,783
[istribution System 11,546,444 5.273.65] 6,272,793 5.666 566
12,078 189 (5.702.836) 6,375,553 3,774,734
Contributtons in Aad of

Construction (1,077,000} 39.617 (1,037,383} —
10,001,389 [5,663.219) 5338170 5,774,734

4. DEPOSITS IN AID OF CONSTRUCTION

Deposits i aid of construction, which are received subsequent 1o January |, 2000, are deferred
as a deposit against construction costs.  Once construction costs are incurred. the applicahle
ammount is recorded as a contra-asset and amortized.

2004 2003

h] b
2004 87,655
2003 e 177,265
20002 i 242,975
2UHH -— 172,137

87,655 592,377
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TILLSONBURG HYDRO INC.
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2004

REGULATORY ASSETS AND LIABILITIES

The fellowing expenses (recoveries) may be considered by the Ontarie Energy Board in future
rate applications and accordingly have been deferred until such time as direction 15 provided by
the OER

Likewise, the difference between the utility’s purchased cost of power based on time of use and
the amounts billed to non-time of use customers is required to be deferred, The disposition of
these amounts is expected 1o be reflected in future rate adjustments.

2004 23
5 5
Oualifying Transition Costs 106,272 121.794
Pre-Market Opening Variance 55,983 67,238
Retail Settlement Variances (E5VA) 97,213 (339,480
Deferred PIL s 3,221 (£2.552)
Oither B.562 —
311,251 [162.930)
SHARE CAPITAL
2H4 2003
3 5
Authorioed;
Linlimited Common Shares
Lnlimited Class A Shares - non-voting, non-cumulative,
redeemahle
Issued
| comimon share 6,992,565 1,902 565

INCOME AND CAPITAL TAXES

As a regulated Lines Distribution Corporation, Tillsonburg Hydro 15 required o remit payments
in lieu of income taxes and capital taxes, as follows:

204 2003
5 %
Ineome Taxes S s
Capital Taxes 2544 3,814

9,844 3,824




TILLSONBLRG HYDIRO INC.
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2004

RELATED PARTY TRANSACTIONS

Banking and accounting activities are administered by the Town of Tillsonbureg on hehalf of
Tillsonhurg Hydro Inc. Amounts due from related parties represents the et working capital
position between the Town and the corporation

ADJUSTMENTS TO RETAINED EARNINGS

During 2003, the Ontaric Energy Board provided further direction on the accounting for, and
utilization of. cerain deferred vamance amounts as discussed in note 3 above. As a result,
unrecognized payment in lieu of tax amounts previously deferred, in the amount of 3189444

were reversed as fallows

203
As Previoushy 103
Reported As Restated
5 %

Regulatory Assets 544 506
Fegulatery Laabilities (234 235)

3HL3T] 489,815
Distribution Service Revenue |, 349,070 | .51E.514

PRUDENTIAL SUPPORT

Tillsonburg Hydro Inc. has posted a letter of credit with the Independent Electricity Market
Orperator {IMOY in the amount of 51,266,441 (2003 - $1,266,441),  The IMO is responsible for
ensuring that prudential suppor is posted by all markel participants to satisty their prudential
support obligation and, therefore, mitigate the impact of an event of default by a market
participant on the rest of the market,

In turn, Tillsenburg Hydro Ine, has received prudential support from retailers in the amount of
$24,9%]1 cash and a $73,074 letter ot crede (2003 - 330,01 1 and 145,000 respectively).



TILLSONBURG HYDRO INC.
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2004

1 LITIGATION AND CONTINGENT LIABILITIES

Class actions were commenced against the Consumers Gas Company in 994 and against Toronto Hydro in
1998, Both actions claimed restitution for unjust enrichment arising from the late pavment penalties levied
on overdue utility bills by the defendant utilities,

On April 24, 2004, the Supreme Court of Canada rendered its judgment regarding defenses rased by
Consumers Gas. Wirh respect to the unjust enrichment claim, the Court held that the rate orders of the
Ontario Energy Board contravened the Criminal Code, which is Federal legislation and this is paramount o
Provincial legislation and the Ontario Energy Board Act. The Court also ruled that an order for repayment
of monies collected would not occur before the issuance of the statement of claim in 1994, The full impact
to Tillsonhurg Hyvdro Ing. is not vet known with certainty and the magnitede of any restitution cannot be
reasonably estimated. However, Tillsonbureg Hydro Ine.s Board of Directors felt it prudent to make an
allowance of 530,000 in the current vear.

Che class action aganst Toronte Hydro s now proceeding and is being defended by the Electric Distributors
Assooiation legal counsel.
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MILLARD, ROUSE AND ROSEBRUGH LLP
CHARTERED ACCOUNTANTS

24 HARVEY STREET
TILLSONBURG, ONTARIO

AUDITORS’ REPORT
To the Shareholder of Tillsonburg Hydro Inc.

We have audited the balance sheet of Tillsonburg Hydro Ine, as at December 31,
2005 and the statements of operations, equity and cash flow for the year then ended.
These financial statements are the responsibility of management. Our responsibility
is to express an opinion on these financial statemenis 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 corporation as at December 31, 2005 and the results of its
operations and cash flow for the year then ended in accordance with Canadian
generally accepted acconnting principles.

W] fad, Oone 5 Qa0
CHARTERED ACCOUNTANTS

May 2, 2006
Tillsonburg, Ontario

OUR REPORTS AND CERTIFICATES ARE ISSUVED ON THE UNDERSTANRING TRAT URLESS THEY ARE REMAODUCED [N THEIR ENTHRETY, ANY SUNMMARIES
TAEREQF, EXCERME THEREFROM OR REFERENCES THERETO SEALL BE SUBMITTED TO US FOR OUR ATFROYAL
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TILLSONBURG HYDRO INC,
BALANCE SHEET
AS AT DECEMBER 31, 2005

ASSETS

CURRENT ASSETS
Bank
Accounts Receivable
Prepaid Expenses
Inventory
Due from Related Parties (Mote 8)

PROPERTY, PLANT AND EQUIPMENT (Note 4)
Cost
Accumulated Depreciation

OTHER ASSETS
Regulatory Assets (Note 5)

LIABILITIES AND SHAREHOLDER EQUITY

CURRENT LIABILITIES
Accounts Payable and Accrued Liabilities
Customer Deposits {Current Portion)
Deposits in Aid of Construction
Due to Related Parties (Note 8)

LONG TERM LIABILITIES
Customer Deposits

SHAREHOLDER EQUITY
Share Capital (Note 6)
Contributed Capital
Retained Earnings (Deficit)

Approved on behalf of the Board

2005 2004
$ $
408,235 401,652
2,818911 3,386,011
38,134 2,289
318,170 294,957
294,115
3,877,565 4,084,909
11,590,954 11,001,389
(6,336,046)  (5,951,725)
5254908 5,049,664
554,350 561,670
9,686,823 9,696,243
2,038,128 2,012,009
70,436 51,887
81,522 87,655
—e— 98,434
2,190,086 2,249,985
96,778 96,778
6,992,565 6,992,565
1,190,387 1,190,387
(782993) (833472
7,399.959 7,349,480
9,686,823 9,696,243

The accompanying notes are an integral part of theée financial statements.




TILLSONBURG HYDRO INC,
STATEMENT OF EQUITY

FOR THE YEAR ENDED DECEMBER 31, 2005

BALANCE - Beginning of the Year
As Previously Reported
Adjustment to Regulatory Assets (Note 9 a)
Adjustment to Prior Year Depreciation (Note 9 b)
As Restated

MNet Income (Loss) for the Year

BALANCE - End of the Year

Retained

Earnings Contributed

(Deficit) Capital 2005 2004

$ $ $ $
(795,385) 1,190,387 395,002 429,285
250,419 250,419 242,728
(288,506) (288,506) (207,343)
(833,472) 1,190,387 356,915 464,670
50,479 50,479 (107,755)

(782,993) 1,190,387 407,394 356,915

The accompanying notes are an integral part of these financial statements.




TILLSONBURG HYDRO INC.
STATEMENT OF OPERATIONS
FOR THE YEAR ENDED DECEMBER 31, 2005

POWER REVENUE
General Service
Residential Service
Street Lighting
Wholesale and Transmission Charges

COST OF POWER
GROSS MARGIN ON POWER

DISTRIBUTION REVENUE
Distribution Service
Retail Service
Other

TOTAL REVENUE

EXPENSES
Operating and Maintenance
Billing and Collecting
General Administration
Depreciation
Interest and Finance Charges

NET INCOME (LOSS) BEFORE TAXES
INCOME AND CAPITAL TAXES (Note 7)

NET INCOME (LOSS) FOR THE YEAR

Budget Actual Actual
2005 2005 2004
$ $ $
0,996,000 11495406 9,859,764
2,036,000 2429787 2,000,409
72,000 81,777 72471
3526000 3906281 3728625
15630000 17913251 15,661,269
15630000 17913251 15,661,269
1,504,000 1,731,176 1,534,107
13,000 10,778 11,012
41,476 115,567 72,470
1,558,476 1,857,521 1,617,589
1,558,476 1,857,521 1,617,589
671,778 671,784 548,809
128,289 331,029 327,047
341,839 366,844 461,586
281,000 384,320 365,421
22,163 15,099 12,638
1,645,069 1,769,076 1,715,501
(86,593) 88,445 (97.912)
5,933 37,966 9,843
(92,526) 50,479 (107,755)

The accompanying notes are an integral part of these financial statements,




TILLSONBURG HYDRO INC.
STATEMENT OF CASH FLOW
FOR THE YEAR ENDED DECEMBER 31, 2005

CASH PROVIDED BY (USED IN) OPERATIONS
Net Income (Loss) for the Year
Items not Requiring an Qutlay of Cash:
Depreciation

Changes in Working Capital Amounts other than Cash:
Accounts Receivable
Prepaid Expenses
Inventory
Due from Related Parties
Regulatory Assets
Accounts Payable and Accrued Liabilities
Customer Deposits
Deposits in Aid of Construction

CASH PROVIDED BY (USED IN) INVESTING ACTIVITIES
Contributions in Aid of Construction
Additions to Property, Plant and Equipment

CASH PROVIDED BY (USED IN) FINANCING ACTIVITIES

NET INCREASE (DECREASE) IN CASH FOR THE YEAR
BANK - Beginning of the Year

BANK - End of the Year

2005 2004
$ $
50,479 (107,755)
384,320 365,421
434,799 257,666
567,100  (1,293,982)
(35,845) (2,182)
(23,213) 108,118
(392,550) 778,508
7,320 (481,872)
26,119 1,060,098
18,549 (33,165)
(6,133) (504,722)
596,146 (111,533)
167,882 1,077,000
(757,445) (924,694)
(589,563) 152,306
6,583 40,773
401,652 360,879
408,235 401,652

The accompanying notes are an integral part of these financial statements.
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TILLSONBURG HYDRO INC.
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2005

ACCOUNTING POLICIES

These financial statements have been prepared in accordance with Canadian generally accepted
accounting principles as amended by principles specifically prescribed by the Ontario Energy

Board for rate regulated businesses in the “Accounting Procedures Handbook for Electric
Distribution Utilities™.

a) Basis of Accounting

These financial statements have been prepared using the accrual basis of accounting. The accrual
basis of accounting recognizes revenue as it becomes available and measurable. Expenses are

recognized as they are incurred and measurable as a result of the receipt of goods or services and
the creation of a legal obligation to pay.

b) Inventory

Inventory consists of repair parts, supplies and material held for future capital expansion and
maintenance activities and is valued at the lower of cost and replacement value. Cost is
determined using weighted averages.

¢) Property, Plant and Equipment and Depreciation

Property, plant and equipment is valued at acquisition cost less accumulated depreciation.

Depreciation is provided on the straight line basis using the following rates, which are designed to
reflect the approximate economic life of each class of asset:

Substation Equipment 25 Years
Distribution Lines and Transformers 25 Years
Distribution Meters 25 Years

d) Revenue Recognition

Service revenue is recorded on the basis of regular meter readings and estimates of customer
usage since the last meter reading to the end of the year. Estimated customer usage from the last
billing date to the end of the year, is included in revenue.

¢) Deposits in Aid of Construction

Deposits in Aid Construction are required contributions received from outside sources used to
finance additions to property, plant and equipment. These deposits are deferred until expended on
the intended capital project. Amounts expended are transferred to a contra-asset account and
amortized at an equivalent rate to that used for the depreciation of the related property, plant and
equipment. Unspent amounts are refunded.
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TILLSONBURG HYDRO INC.
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2005

ACCOUNTING POLICIES - Continued
f) Payments in Lien of Corporate Income Taxes

The company provides for payments in lieu of corporate income taxes using the taxes payable
method. Under the taxes payable method, no provisions are made for future income taxes as a
result of temporary differences between the tax basis of assets and liabilities and their carrying
amounts for accounting purposes. When unrecorded future income taxes become payable, it is
expected that they will be included in the rates approved by the OEB and recovered from the
customers of Tillsonburg Hydro Inc.

g) Regulatory Policies

Tillsonburg Hydro Inc. has adopted the following policies, as prescribed by the Ontario Energy
Board (OEB) for rate-regulated enterprises. The policies have resulted in accounting treatments
differing from Canadian generally accepted accounting principles for enterprises operating on a
non-rate-regulated environment: -

1. Various regulatory costs have been deferred in accordance with criteria set out in the
OEB's Accounting Procedures handbook. In the absence of such regulation, there costs
would have been expensed when incurred under Canadian GAAP.

2. The company had deferred certain retail settlement variance amounts under the
provisions of Article 490 in the OEB’s Accounting Procedures handbook.

3. The company provides for payments in licu of corporate income taxes relating to its
regulated business using the taxes payable method as directed by the OEB.

h) Use of Estimates

The preparation of permdlc financial statements sometimes requires management to make
certain estimates and assumptions that affect reported amounts. In these instances, since precise
determination is dependent on future events, actual results could differ from those estimates.

RATE SETTING AND INDUSTRY REGULATION

The Ontario Energy Board Act (1998) (the Act) gave the Ontario Energy Board (OEB) increased
powers and responsibilities to regulate the electricity industry on Ontario. These powers and
responsibilities include the ability to approve or fix rates for the transmission and distribution of
electricity, the ability to provide continued rate protection for rural and remote electricity
consumers and the responsibility for ensuring the distribution companies fulfill obligations to
connect and service customers.

The Act provides for a competitive market in the sale of electricity in addition to the regulation
of the monopoly electricity delivery system in Ontario.
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TILLSONBURG HYDRO INC,
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2005

RATE SETTING AND INDUSTRY REGULATION - Continued

The OEB has regulatory authority over the electricity delivery sector. The Act sets out the
Board’s powers to issue a distribution license, which must be obtained by any person owning or
operating a distribution system under the Act, The Act allows the Board to prescribe license
requirements and conditions to electricity distributors, which they include such considerations as
specified accounting records, regulatory accounting principles, separation of accounts for
separate businesses and filing requirements for rate setting purposes.

With the commencement of the open market, the company purchases electricity from the
Independent Electricity System Operator (IESO), at spot market rates and charges its customers
unbundled rates. The unbundled rates include the actual cost of generation and transmission of
electricity and an approved rate for electricity distribution. The cost of generation, transmission
and other charges such as connection and debt retirement are collected by Tillsonburg Hydro
Inc. and remitted to the IESO. The company retains the distribution charge on the customer
hydro invoices, The OEB has the general power to include or exclude costs, revenues, losses or
gains in the rates of a specific period, resulting in a change in the timing of accounting
recognition from that which would have applied in an unregulated company. Such change in
timing gives rise to the recognition of regulatory assets and liabilities. The company’s
regulatory assets represent certain amounts receivable from future customers and costs that have
been deferred for accounting purposes because it is probable that they will be recovered in future
rates. In addition, the company has recorded regulatory liabilities which represent amounts for
expenses incurred in different periods than would be the case had the company been
unregulated. Specific regulatory assets and liabilities are disclosed in Note 5.

The company's approved rate for distribution includes components for the recovery of approved
transition costs and estimated payments in lieu of corporate income taxes.

ELECTRICITY PRICES AND CREDITS TO CUSTOMERS

Under the new regulation issued in October 2005, Regulated Price Plan customers receive a one-
time credit reflecting a lower cost of power than the fixed community price between April 1,
2004 and March 31, 2005. The application of the one-time credit did not result in any
adjustment to net income in the current or previously reported periods,

Effective April 1, 2004 the 4.3 cent price cap was replaced with the rates of 4.7 cents on the first
750 kilowatt hours per month and 5.5 cents on the remaining consumption. An adjustment to
the transmission and distribution rates also occurred at that time.

Effective April 1, 2005 the price cap was adjusted to the rates of 5.0 cents on the first 750
kilowatt hours per month and 5.8 cents on the remaining consumption. An adjustment to the
transmission and distribution rates also occurred at that time.

Effective August 1, 2005, an adjustment to the distribution rates occurred,
Effective November 1, 2005 the price cap for residential customers was adjusted to the rates of

5.0 cents on the first 1,000 kilowatt hours per month and 5.8 cents on the remaining
consumption.
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TILLSONBURG HYDRO INC.
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2005

4. PROPERTY, PLANT AND EQUIPMENT

Accumulated Net Net
Cost Depreciation 2005 2004
$ $ $ $
Substation Land 11,520 11,520 11,520
Substation Equipment 606,264 (462,113) 144,151 67,178
Distribution System 12,218,052 (5,962,219) 6,255,833 6,006,117
12,835,836 (6,424,332) 6,411,504 6,084,815
Contributions in Aid of

Construction (1,244,882) 88,286 (1,156,596) (1,035,151)
11,590,954 (6,336,046) 5,254,908 5,040 664

5. REGULATORY ASSETS AND LIABILITIES

The following expenses (recoveries) may be considered by the Ontario Energy Board in future
rate applications and accordingly have been deferred until such time as direction is provided by
the OEB.

Likewise, the difference between the utility’s purchased cost of power based on time of use and
the amounts billed to non-time of use customers is required to be deferred. The disposition of
these amounts is expected to be reflected in future rate adjustments.

As
As Previously
Restated Reported
2005 2004 2004
$ $ $
Qualifying Transition Costs 499,883 342,120 106,272
Pre-Market Opening Variance 130,554 108,249 95,983
Retail Settlement Variances (153,429) 74,930 74,930
Recovery of Regulatory Assets 231,463 (430)
OEB Cost Assessment 19,677 . 6,586 6,462
Conservation and Demand Management (126,696) 2,100 2,100
Deferred PIL's 6,472 3,221 3,221
One-Time Wholesale Market Service Charges . 23,800 - -
Recovery of Non-RSVA Amounts (109,766) 22,283 22,283
Miscellaneous Deferrals 32,392 2,611 e

554,350 561,670 311,251
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TILLSONBURG HYDRO INC.
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2005

REGULATORY ASSETS AND LIABILITIES - Continued

Transition costs represent the incremental recoverable costs of preparing for the open electricity
market. '

Qualifying transition costs are subject to OEB approval of unamortized balances as at December
31, 2005 and future direction from the OEB for further write downs.

The pre-market opening energy variance and the retail settlement variance accounts represent
differences between charges billed to customers using the Ontario Energy Board approved fixed
reference price and the actual costs billed to Tillsonburg Hydro Inc. by the JESO.

The deferred: payment in lieu of taxes represents the accumulated difference in the approved
estimate of taxes to be paid and the actual taxes paid. The estimates were approved by the OEB
and are now being recovered as part of the company’s rate base. The true up has been recorded
as part of deferred payments in lieu of taxes and charged to income.

On December 9, 2004, the OEB issued its decision on the Phase II recovery of various
regulatory deferral accounts incurred prior to December 31, 2003, plus related interest. As a
result of the OEB's decision, the proportion of our regulatory assets subject to potential OEB
disallowance has been significantly reduced. However, regulatory asset amounts included in
approved accounts that were recognized after December 31, 2003 have not yet been reviewed by
the OEB. The company continually assesses the likelihood of recovery of each of its regulatory
assets and continues to believe that it is probable that the OEB will factor its regulatory assets
and liabilities into the setting of future rates. If, at some future date, the company judges that it
is no longer probable that the OEB will include a regulatory asset or liability in future rates, the

appropriate carrying amount will be reflected in resuits of operations in the period that the
assessment is made.

Includes costs of conservation and demand management activities and investments outlined in
the company's Conservation and Demand Management Plan. This also includes amounts the
company collects in rates for its third tranche or final installment of MARR (market adjusted
revenue requirement), over the approved collection period between March 1, 2005 and February
28, 2006.

SHARE CAPITAL
2005 2004
$ $

Authorized;

Unlimited Common Shares

Unlimited Class A Shares - non-voting, non-cumulative,

redeemable

Issued:

1 common share 6,992,565 6,992,565
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TILLSONBURG HYDRO INC.

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2005

PAYMENTS IN LIEU OF INCOME AND CAPITAL TAXES

As a regulated Lines Distribution Corporation, Tillsonburg Hydro is required to remit payments
in liew of income taxes and capital taxes, as follows:

2005 2004

$ $
Income Taxes 3,184 e
Capital Taxes 3,782 9,843
37,966 0,843

RELATED PARTY TRANSACTIONS

Banking and accounting activities are administered by the Town of Tillsonburg on behalf of
Tillsonburg Hydre Inc. Amounts due from related parties represent the net working capital
position between the Town and the corporation.

ADJUSTMENTS TO RETAINED EARNINGS

a) Adjustment to Regﬁlatory Assets

During the year the Ontario Energy Board provided further direction on the accounting and
utilization of certain deferred variance amounts as described in note 5 above.

The adjustment has been made retroactively as follows:

As
Previously As
Reported Adjustment Restated
$ $ $
Regulatory Assets 311,251 250419 561,670

Interest and Finance Charges for 2004 2_0,323 T (7.690) 12,638
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2005

9. ADJUSTMENTS TO RETAINED EARNINGS - Continued

b) Adjustment to Depreciation

The Ontario Energy Board requires that the company record depreciation of property, plant and
equipment assets using the straight line basis. The company had previously used the declining
balance method.

Depreciation has been retroactively adjusted as follows:

As
Previously As
Reported Adjustment Restated
$ § $
Accumulated Depreciation (5,663,219) 288,506 {5,951,725)
Net Book Value 5,338,170 (288,5006) 5,049,664
Depreciation Expense for 2004 284,258 81,163 365,421

10, PRUDENTIAL SUPPORT

Tillsonburg Hydro Inc. has posted a letter of credit with the Independent Electricity Market
Operator (IMO) in the amount of $1,266,441 (2004 - $1,266,441). The IMO is responsible for
ensuring that prudential support is posted by all market participants to satisfy their prudential
support obligation and, therefore, mitigate the impact of an event of default by a market
participant on the rest of the market.

In turn, Tillsonburg Hydro Inc. has received prudential support from retailers in the amount of
$21,881 cash and a $55,000 letter of credit (2004 - $24,961 and $73,074 respectively).

11, LITIGATION AND CONTINGENT LIABILITIES

Class actions were commenced against the Consumers Gas Company in 1994 and against
Toronto Hydro in 1998, Both actions claimed restitution for unjust enrichment arising from the
late payment penalties levied on overdue utility bills by the defendant utilities.

On April 24, 2004, the Supreme Court of Canada rendered its judgment regarding defenses
raised by Consumers Gas. With respect to the unjust enrichment claim, the Court held that the
rate orders of the Ontario Energy Board contravened the Criminal Code, which is Federal
legislation and this is paramount to Provincial legislation and the Ontario Energy Board Act.
The Court also ruled that an order for repayment of monies collected would not ocecur before the
issuance of the statement of claim in 1994. The full impact to Tillsonburg Hydro Inc. is not yet
known with certainty and the magnitude of any restitution cannot be accurately estimated.
Tillsonburg Hydro Inc. increased its allowance to $75,000 in 2005 (2004 - $50,000)

The class action against Toronto Hydro is now proceeding and is being defended hy the Electric
Digtributors Association [egal counsel,




