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23| Roberts Road
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August 13, 20012

Board Secretary
Ontario Energy Board
PA) Box 2319

2300 Yonge Strect
Suite 2700

Toronta, ON

M4P 1E4

Re:  MAAD Application

Dear Ms. Walli:

Please find attached an application for Niagara Power Incorporated to purchase Pen West Power
Incorporated’s 50% shares in Niagara West Transformation Corporation.

We trusi that you will find the information contained within the application suitable for providing a
positive response and subsequent decision,

Looking forward to a timely response.

Regards, '_'T.:_"‘z-.— _3 ——
. A\ i)




PART I: GENERAL INFORMATION

1.1 Nature of Application

1.1.1 Application Type

[l

O X 0O 0O

For leave for a transmitter or distributor to sell, lease or otherwise dispose of its transmission
or distribution system as an entirety or substantially as an entirety (section 86(1)(a))

For leave for a transmitter or distributor to sell, lease or otherwise dispose of that part of its
transmission or distribution system that is necessary in serving the public (section 86(1)(b))

For leave for a transmitter or distributor to amalgamate with any other corporation (section
86(1)(c))

For leave for a person to acquire voting securities that will exceed 20% of a distributor or
transmitter (section 86(2)(a))

For leave for a person to acquire control of a company that holds more than 20% of the
voting securities of a transmitter or distributor if such voting securities constitute a significant
asset of the corporation (section 86(2)(b))

1.1.2 Notice under section 80 or 81 of the Act

Is a notice of proposal required under section 80 or 81 of the Act?

[l
X

Yes

No

If yes, the applicant must also file a completed “Preliminary Filing Requirements for a Notice of
Proposal Under Sections 80 and 81 of the Ontario Energy Board Act, 1998” with the Board.



1.2 Identification of the Parties

1.2.1 Name of Applicant

Legal name of the applicant: Niagara Power Incorporated (“NPI”)

Name of Primary Contact:

Mr. [X Mrs. [] Last Name First Name Initial
Miss [ ] Ms. [] | Detenbeck | | James | |
Other [ ]

Title/Position

| Chair

Address of Head Office:

City Province/State Country Postal/Zip Code
| Grimsby | | Ontario | | canada | | LBM5N2

Phone Number Fax Number E-mail Address
| 905-945-5437 | | 905-945-9933 | | jamesdetenbeck@hotmail.com

1.2.2 Other Party to the Transaction (if more than one attach a list)

Name of the other party: Peninsula West Power Incorporated (“PWPI")

Name of Primary Contact:

Mr. X Mrs. [] Last Name First Name Initial
Miss [ ] Ms. [] | Walker | | Brian ||
Other []

Title/Position

| President & Secretary-Treasurer

Address of Head Office:

City Province/State Country Postal/Zip Code

| Smithville | | Ontario | | Canada | | LOR 2A0

Phone Number Fax Number E-mail Address

| 905-892-5225 | | | | Brian.walker@sympatico.ca




Name of the other party: Niagara West Transformation Corporation (“NWTC")

Name of Primary Contact:

Mr. X Mrs. [] Last Name First Name Initial
Miss [] Ms. [ | Bacchus | | Shafee | IR |
Other [ ]

Title/Position

| VP of Administration & Secretary

Address of Head Office:

City Province/State Country Postal/Zip Code
| Grimsby | | Ontario | | Canada | | L3M 5N2 |
Phone Number Fax Number E-mail Address

| 905-945-5437 | | 905-945-9933 | | s.bacchus@bell.net




1.3

131

Description of the Business of Each of the Parties

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

NPI

NPI is a holding company owned by The Corporation of the Town of Grimsby (“Town of Grimsby”)
and FortisOntario Inc. (“FortisOntario”).

NPI has four subsidiaries:

e Grimsby Power Inc., a licensed electricity distributor;

e Grimsby Hydro Inc., is the deregulated company that was set up as our retail affiliate.
Originally, it was in the business of fibre optic telecommunications and related activities.
Later, the fibre optic assets were sold for shares in a region-wide telecommunication business
known as Niagara Regional Broadband Networks. Grimsby Hydro maintains a 25% equity
ownership in this company along with three other utility partners.

e Grimsby Energy Inc., an energy service provider Grimsby Energy Incorporated is a services
company which is responsible for exploring green energy and other business opportunities.
Their assets are held by Niagara Power Inc.

e Niagara West Transformation Corporation, a licensed electricity transmitter; and

NPI also has an indirect interest in Niagara Regional Broadband Networks, a subsidiary of Grimsby
Hydro Inc.

PWPI

Peninsula West Power Inc. Is a holding company owned by The Corporation of the Town of Lincoln,
The Corporation of the Township of West Lincoln, and The Corporation of the Town of Pelham.

PWPI has two subsidiaries:
e Peninsula West Services Ltd., an energy service provider

¢ Niagara West Transformation Corporation, a licensed electricity transmitter.

PWPI also owns a minority interest (25.5%) in Niagara Peninsula Energy Inc, a licensed electricity
distributor whose service territory includes the City of Niagara Falls, the Town of Lincoln, the Township
of West Lincoln, and the former Village of Fonthill in the Town of Pelham.




1.3.2

1.3.3

134

135

Niagara West Transformation Corporation

NWTC is a licensed electricity transmitter, owning and operating a transmission station that provides
power to PWPI and Grimsby Power. NWTC'’s transformation station is located in the Township of
West Lincoln and consists of:

e A transformer station with connection to Hydro One Networks Inc.; and

e Transmission Lines Q23BM and Q25BM to supply power to the two local distribution
companies Grimsby Power and PWPI located at 3021 Regional Road #12, Grassie, Ontario.

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

Please refer to the response provided in section 1.3.1 above.

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

Niagara West Transformation Corporation

NWTC's transformer station serves two customers, Grimsby Power and PWPI, representing a total
load of 429,664 kW as of January 2011 — December 2011.

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

The proposed geographic service area of each of the parties after completion of the proposed
transaction will not change.

Please attach a corporate chart describing the relationship between each of the parties to the proposed
transaction and each of their respective affiliates.

Please refer to Attachment 1.3.5 of this application for a corporate chart describing the relationship
between each of the parties to the proposed transactions.




1.4

14.1

14.2

1.4.3

144

15

151

Description of the Proposed Transaction

Please provide a detailed description of the proposed transaction.

NPl and PWPI each own 50% of the shares in NWTC. The shareholders and their respective
ownership interest in NWTC are as follows:

Shareholder No. of Common Shares No. of Class A Shares
(voting shares) (non-voting shares)
NPI 50 120
PWPI 50 120

According to the Letter of Intent dated February 10, 2012 (the “LOI”), PWPI intends to sell, and NPI
intends to purchase, all of the PWPI’s interest (the “Shares”) in NWTC (the “Share Transaction”). A
copy of the form of Share Purchase Agreement for the proposed Share Transaction can be found in
Attachment 1.5.2(b) of this application.

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

The proposed purchase price, being the fair market value of the Shares, will be one million Canadian
dollars (CAD$1,000,000) (the “Purchase Price”). It is the intention of NPI to fully own NWTC upon
completion of the Share Transaction.

Please attach the financial statements (including balance sheet, income statement, and cash flow
statement) of the parties to the proposed transaction for the past two most recent years.

Please refer to Attachment 1.4.3

Please attach the pro forma financial statements for each of the parties (or if amalgamation, the one
party) for the first full year following the completion of the proposed transaction.

Please refer to Attachment 1.4.4

Documentation

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

Please refer to Attachment 1.5.1




1.5.2
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1.6

16.1

1.6.2

Please list all legal documents (including those currently in draft form if not yet executed) to be used to
implement the proposed transaction.

Please find attached to this application the following documents:
1) LOI, as Attachment 1.5.2(a);
2) Share Purchase Agreement between PWPI and NPI, as Attachment 1.5.2(b);

3) Corporate approvals from NPI/PWPI, approving the transaction. Attached as Attachment 1.5.2(c)

Please list all Board issued licences held by the parties and confirm that the parties will be in
compliance with all licence, code and rule requirements both before and after the proposed transaction.
If any of the parties will not be in compliance with all applicable licences, codes and rules after
completion of the proposed transaction, please explain the reasons for such non-compliance. (Note:
any application for an exemption from a provision of a rule or code is subject to a separate application
process.)

The following Board issued licences are held by the parties to this application:

1) an Electricity Transmitter Licence , held by NWTC, ET-2010-0294, a copy of which is attached to
this application as Exhibit 1.5.3(a);

The parties confirm the parties will be in compliance with all licence, code and rule requirements both
before and after the Share Transactions.

Consumer Protection

Please explain whether the proposed transaction will cause a change of control of any of the
transmission or distribution system assets, at any time, during or by the end of the transaction.

The Share Transaction will result in a change of control of the transmission system assets of NWTC.
As stated above, NPI is currently a 50% owner of NWTC. The Share Transaction will result in NPI
becoming the sole shareholder, and therefore 100% owner, of NWTC.

Please indicate the impact the proposed transaction will have on consumers with respect to prices and
the adequacy, reliability and quality of electricity service.

No impact




1.6.3

164

1.6.5

1.6.6

1.6.7

1.6.8

Please describe the steps, including details of any capital expenditure plans, that will be taken to
ensure that operational safety and system integrity are maintained after completion of the proposed
transaction.

No capital expenditure plans are proposed

Please provide details, including any capital expenditure plans, of how quality and reliability of service
will be maintained after completion of the proposed transaction. Indicate where service centres will be
located and expected response times.

see response to 1.6.3

Please indicate whether the parties to the proposed transaction intend to undertake a rate
harmonization process after the proposed transaction is completed. If yes, please provide a description
of the plan.

no rate harmonization process will be undertaken

If the application is for an amalgamation, please provide a proposal for the time of rebasing the
consolidated entity in accordance with the five-year limit set by the Board.

NPI is not proposing to rebase. Application is strictly for the acquisition of shares.

Please identify all incremental costs that the parties to the proposed transaction expect to incur. These
may include incremental transaction costs, (i.e., legal), incremental merged costs (i.e., employee
severances), and incremental ongoing costs (i.e., purchase and maintenance of new IT systems).
Please explain how the new utility plans to finance these costs.

The only incremental transaction costs are for legal expenses related to the purchase of the shares as
proposed.

Please describe the changes, if any, in distribution or transmission rate levels (as applicable) and the
impact on the total bill that may result from the proposed transaction.

There will be none.




1.6.9

1.7

1.7.1

1.8

1.8.1

1.8.2

Please provide details of the costs and benefits of the proposed transaction to the customers of the
parties to the proposed transaction.

Purchasing shares only. No affect to customers..

Economic Efficiency

Please indicate the impact the proposed transaction will have on economic efficiency and cost
effectiveness (in the distribution or transmission of electricity). Details on the impacts of the proposed
transaction on economic efficiency and cost effectiveness should include, but are not limited to, impacts
on administration support functions such as IT, accounting, and customer service.

No additional impact is anticipated as this is an application related to the purchase of shares only.

Financial Viability

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

NWTC has an operational loss and also a loss on the interest swap agreement. The operational loss
has been deducted from the total capital of $2,400,100 invested by both parties. The amount left is
$1,698,978 or $849,489 for each party that invested in NWTC. See Attachment 1.8.1

If the price paid as part of the proposed transaction is significantly more than the book value of the
assets of the selling utility, please provide details as to why this price will not have an adverse affect on
the economic viability of the acquiring utility.

Price paid is $150,000 less than the book value.

1.8.3 Please provide details of the financing of the proposed transaction.

Niagara Power will be paying out of their current cash account.




1.8.4

1.85

1.8.6

1.9

19.1

19.2

If the proposed transaction involves a leasing arrangement, please identify separately any assets in the
service area that are owned, from those assets that are encumbered by any means, e.g., subject to a
lease or debt covenant.

No leasing arrangement in anticipated in the Share Transaction.

Please outline the capital (debt/equity) structure, on an actual basis, of the parties to the proposed
transaction prior to the transaction and on a pro forma basis after completion of the proposed
transaction. In order to allow the Board to assess any potential impacts on the utility's financial viability,
please include the terms associated with the debt structure of the utility as well as the utility's dividend
policy after the completion of the proposed transaction. Please ensure that any debt covenants
associated with the debt issue are also disclosed.

The debt/equity structure in 2011 is 42.38%. Projections for 2012 and 2013 are 44.20% and 43.59%
respectively. See Attachment 1.8.5

Please provide details of any potential liabilities associated with the proposed transaction in relation to
public health and safety matters or environmental matters. These may be matters that have been
identified in the audited financial statements or they may be matters that the parties have become
aware of since the release of the most recently audited financial statements. If there are any pre-
existing potential liabilities regarding public health and safety matters or environmental matters for any
party to the proposed transaction, provide details on how the parties propose to deal with those
potential liabilities after the transaction is completed. Specify who will have on-going liability for the pre-
existing potential liabilities.

None anticipated

Other Information

If the proposed transaction requires the approval of a parent company, municipal council or any other
entity please provide a copy of appropriate resolutions indicating that all such parties have approved
the proposed transaction.

See attachment 1.9.1

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

There are none




1.9.3 Regarding net metering thresholds, the Board will, absent exceptional circumstances, add together the
kW threshold amounts allocated to the individual utilities and assign the sum to the new or remaining
utility. Please indicate the current net metering thresholds of the utilities involved in the proposed
transaction. Please also indicate if there are any special circumstances that may warrant the Board
using a different methodology to determine the net metering threshold for the new or remaining utility.

There are no special circumstances that would warrant the Board to use a different methodology to
determine the net metering threshold for the new or remaining utility.

1.9.4 Please provide the Board with any other information that is relevant to the application. When providing
this additional information, please have due regard to the Board's objectives in relation to electricity.

Nothing further

PART Il: CERTIFICATION AND ACKNOWLEDGMENT

2.1 Certification and Acknowledgment

| certify that the information contained in this application and in documents provided are true and accurate.

Signature of Key Individual Print Name of Key Individual Title/Position
Chair
James Detenbeck
Company

Date August 13, 2012

Niagara Power Incorporated

(Must be signed by a key individual. A key individual is one that is responsible for executing the following
functions for the applicant: matters related to regulatory requirements and conduct, financial matters and
technical matters. These key individuals may include the Chief Executive Officer, the Chief Financial Officer,
other officers, directors or proprietors.)

TORO1: 4931921: v2
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18.3 Regarding net metering thresholds, the Board will, absent exceptional circumstances. add together the
KW threshold amounts allocated ta the individual utilities and assign the sum to the new or remaining
utility. Please indicate the current net metering thresholds of the utilities involved in the proposed
transaction. Please also indicate if there are any special circumstances that may warrant the Board
using a different methodology to determine the net metering threshold for the new or remaining utility.

There are no special circumstances that would warrant the Board to use a different methodalogy to |
determine the net metering threshold for the new or remaining wtility.

1.9.4  Please provide the Board with any other information that is relevant to the application. When providing
this additional information, please have due regard to the Board's objectives in relation to electricity,

Eﬂthing further ' ' :|

PART ll: CERTIFICATION AND ACKNOWL EDGMENT

21  Certification and Acknowledgment

| certify that the information contained in this application and in documents provided are true and accurate.

Signature of Key Individual Print Name of Key Individual | Title/Position
| Chair

James Delenbeck |

h = e Company

'___-Il: W‘—— l"l
"rw Date _August 13, 2012 |. MNiagara Power Incorporated
|

{Must be signed by a key individual. A key individual is one that is responsible for executing the following
functions for the applicant: matters related to regulatory requirements and conduct, financial matters and
lechnical matters. These key individuals may include the Chief Executive Officer, the Chief Financial Officer.
other officers, directors or proprietors.)

TORODT: 4931921: w2

12




Attachment 1.3.5
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Corporate Structure

Shareholders
. Township of West
Town of Lincoln Town of Pelham Lincoln
| I
I
Peninsula West Power
Inc. (Holdco)
l l
Niagara Peninsula Peninsula West Niagara West
Energy Inc. Services Ltd. Transformation Corporation

The Town of Lincoln, the Town of Pelham, and the Township of West Lincoln are the
sole shareholders of Peninsula West Power Inc.(PWPI), the Holding Company, as
prescribed by the Energy Competition Act 1998. Of the one hundred shares issued,
Lincoln owns fifty-nine, Pelham seventeen, and West Lincoln twenty-four.

In accordance with the Unanimous Shareholders Agreement, executed by the respective
Municipalities on October 2, 2000 and amended in December, 2007, ecach shareholder
appoints two(2) directors to sit on the Holding Company board.

The Holding Company is the sole shareholder of Peninsula West Services Ltd. and
provides management services to this affiliate for a fee. The president of PWPI is the sole
director of the services company.

Peninsula West Services Ltd. provides rentals of water heaters and sentinel lights and
administers the maintenance and repair of streetlights for the owner municipalities. All
services are contracted., ‘

The Holding Company owns two hundred fifty-five shares of the one thousand shares
issued by Niagara Peninsula Energy Inc., an electricity distribution company, whose
service territory includes Niagara Falls, Lincoln, West Lincoln, and the former village of
Fonthill in Pelham. Seven hundred forty-five shares are owned by Niagara Falls Hydro
Helding Corporation.

The Holding Company appoints four directors to the board of Niagara Peninsula Energy.

The Holding Company also holds 50% of the shares in Niagara West Transformation
Corporation(NWTC), which owns a municipal transformation station in West Lincoln.
Niagara Power Incorporated(Grimsby’s Holding Company) holds the other 50% of the
shares in NWTC. Three directors are appointed by each Holding Company.



Attachment 1.4.3



Consolidated Financial Statements of

NIAGARA POWER INCORPORATED

Year ended December 31, 2009



SOUTHCOTT DAvOLI

PROFESSIONAL CORPORATION

CHARTERED ACCOUNTANTS

AUDITORS' REPORT

To the Shareholders

We have audited the consolidated balance sheet of Niagara Power Incorporated as at December 31,
2009 and the consolidated statements of earnings and retained earnings and cash flows for the year
then ended. These financial statements are the responsibility of the company’s management. Our
responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with Canadian generally accepted auditing standards. Those
standards require that we plan and perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit 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 consolidated financial statements present fairly, in all material respects, the
financial position of the company as at December 31, 2009 and the results of its operations and cash
flows for the year then ended in accordance with Canadian generally accepted accounting principles.

Southcott Davoli
©rofessional. Corporation

Chartered Accountants

Authorized to practise public accounting by
The Institute of Chartered Accountants of Ontario

Grimsby, Ontario
June 30, 2010

P.O. BOX 68, 76 MAIN STREET WEST, GRIMSBY ON L3M 4G1

TEL. 905.945.4942 FAX.905.945.0306 EMAIL: contactus@southdav.com



NIAGARA POWER INCORPORATED

Consolidated Balance Sheet

December 31, 2009, with comparative figures for 2008

20

2009 2008 % Change
Assets
Current assets:
Cash $ 6,023,854 $ 5,199,662 15.9
Accounts receivable:
Service revenue 676,558 613,228 10.3
Other 309,229 161,492 91.5
Unbilled revenue 1,530,845 1,669,759 (8.3)
Inventory 181,884 185,209 (1.8)
Prepaid expenses 36,107 93,671 (61.5)
Payment in lieu of taxes 190,874 - 100.0
8,949,351 7,923,021 13.0
Long-term investment (note 4) 375,020 375,020 0.0
Capital assets (note 5) 14,664,540 14,368,666 2.1
Deposit on long term asset 94,500 - -
Future payment in lieu of taxes 1,032,859 420,500 145.6
$ 25,116,270 $ 23,087,207 8.8
Liabilities and Shareholders’ Equity
Current liabilities:
Accounts payable and accrued liabilities $ 2,745,322 $ 2,728,945 0.6
Payment in lieu of taxes - 21,641 -
Current portion of term loan 99,000 91,500 8.2
2,844,322 2,842,086 -
Long-term liabilities:
Customers’ and developers’ deposits 353,898 320,162 10.5
Promissory note (note 6) 5,782,746 5,782,746 -
Regulatory liabilities (note 7) 2,006,213 1,362,813 47.2
Term loan (note 8) 2,508,000 2,607,000 (3.8)
10,650,857 10,072,721 5.7
Shareholders’ equity:
Share capital (note 9) 9,087,417 7,987,327 13.8
Retained earnings 2,533,674 2,185,073 16.0
11,621,091 10,172,400 14.2
Commitments and contingent liabilities (note 10)
Subsequent events (note 11)
$ 25,116,270 $23,087,207 8.8
See accompanying notes to consolidated financial statements.
Approved by the Board:
, Director , Director




NIAGARA POWER INCORPORATED

Consolidated Statement of Earnings and Retained Earnings

Year ended December 31, 2009, with comparative figures for 2008

21

2009 2008 % Change
Power revenue $ 16,898,566 $16,600,997 1.8
Cost of power 13,267,609 12,952,453 2.4
3,630,957 3,648,544 (0.5)
Other revenue:
Investment 178,845 294,664 (39.3)
Miscellaneous 321,178 264,045 21.6
Loss on sale of capital assets (2,281) (1,598) 42.7
497,742 557,111 (10.7)
4,128,699 4,205,655 (1.8)
Expenses:
Operations 228,090 200,473 13.8
Maintenance 380,246 409,936 (7.2)
Administration 757,180 763,421 (0.8)
Billing and collecting 447,268 470,688 (5.0)
Marketing 11,428 33,426 (65.8)
Property taxes 30,314 27,150 11.7
Capital taxes - 416 -
Amortization 1,057,938 933,359 13.3
Interest on long-term liabilities 499,430 643,494 (22.4)
3,411,894 3,482,363 (2.0
Earnings for the year
before payment in lieu of taxes 716,805 723,292 (0.9)
Payment in lieu of taxes (note 12):
Current (625) 223,056 (99.7)
Future 158,623 (151,700) 4.7
157,998 71,356 (321.4)
Net earnings 558,807 651,936 (14.3)
Retained earnings, beginning of year 2,185,073 1,533,137 42.5
Adjustment for change in accounting policy (note 2) (210,206) - -
Retained earnings, end of year 2,533,674 $ 2,185,073 16.0

See accompanying notes to consolidated financial statements.



NIAGARA POWER INCORPORATED

Consolidated Statement of Cash Flows

Year ended December 31, 2009, with comparative figures for 2008

22

2009 2008
Cash provided by (used in):
Operations:
Net earnings $ 558,807 $ 651,936
Items not involving cash:
Amortization (including amounts
charged to operating accounts) 1,057,938 965,706
Loss on sale of capital assets 2,281 1,598
Future payment in lieu of taxes 158,623 (148,000)
Change in fair value of interest rate swap (108,465) 3,500
Change in non-cash working capital (note 13) (65,201) (83,422)
1,603,983 1,391,318
Financing:
Capital contributions received 87,808 82,200
Repayment of term loan (91,500) (87,000)
(3,692) (4,800)
Investments:
Proceeds on sale of capital assets 3,010 110
Increase (decrease) in regulatory liabilities (337,788) 107,056
Additions to capital assets (1,446,911) (1,047,176)
Deposit on long term asset (94,500) -
Increase in share capital 1,100,090 -
(776,099) (940,010)
Increase in cash 824,192 446,508
Cash, beginning of year 5,199,662 4,753,154
Cash, end of year $ 6,023,854 $ 5,199,662

See accompanying notes to consolidated financial statements.
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NIAGARA POWER INCORPORATED

Notes to Consolidated Financial Statements

Year ended December 31, 2009

The company is incorporated under the laws of Ontario and its principal business activities are to
distribute power, retail electricity and provide telecommunication services and hydro
transformation services.

1. Accounting policies:

(@)

(b)

(©)

(d)

(e)

()

Basis of presentation:

The consolidated financial statements include the accounts of the company’s 100% owned
subsidiaries, Grimsby Energy Incorporated, Grimsby Hydro Incorporated and Grimsby Power
Incorporated. The company owns 50% of a joint venture, Niagara West Transformation
Corporation, and records its investment using the proportionate consolidation method of
accounting. Under this method the company includes its proportionate share of the joint
venture’s revenues, expenses, assets and liabilities in the financial statements.

Cash and cash equivalents:

Cash and cash equivalents consist of cash on hand and balances with the bank.
Unbilled revenue:

Unbilled revenue is accrued from the last meter reading date to the end of the period.
Inventory:

Inventory is valued at the lower of cost and net realizable value. Cost is determined on the
average basis.

Investments:

Long-term investments are recorded at cost. Interest and dividends from these investments
are included in income when received. When there has been a loss in value of an
investment that is other than a temporary decline, the investment is written down to reflect
the loss.

Capital assets:

Capital assets are stated at cost. The cost and related accumulated amortization of capital
assets are removed from the accounts at the end of their estimated service lives except in
those instances where specific identification permits their removal at retirement or
disposition. Gains and losses at retirement or disposition are credited or charged to income.
Contributions in aid of capital assets are recorded as deferred credits and amortized to
income over the life of the related assets.
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NIAGARA POWER INCORPORATED

Notes to Consolidated Financial Statements, page 2

Year ended December 31, 2009

1. Accounting policies (continued):

(f)

(9)

(h)

(i)

Capital assets (continued):

Amortization is provided using the following methods and annual rates:

Asset Basis Rate
Buildings Straight-line 25-50 years
Distribution stations Straight-line 25 years
Distribution plant Straight-line 25 years
General equipment Straight-line 3-40 years
Capital contributions Straight-line 25 years

Contributions in aid of construction consist of third party contributions toward the cost of
constructing company assets. Contributed capital has been charged to capital assets and
recorded as an offset to capital assets. Amortization is on a straight-line basis over 25 years.

Impairment of long-lived assets:

Long-lived assets are tested for recoverability whenever events or changes in circumstances
indicate that their carrying amount may not be recoverable. An impairment loss is recognized
when their carrying value exceeds the total undiscounted cash flows expected from their use
and eventual disposition. The amount of the impairment loss is determined as the excess of
the carrying value of the asset over its fair value.

Asset retirement obligations:

The company recognizes the liability for an asset retirement that results from acquisition,
construction, development, or through normal operations. The liability for an asset retirement
is initially recorded at its fair value in the year in which it is incurred and when a reasonable
estimate of fair value can be made. The corresponding cost is capitalized as part of the
related asset and is amortized over the asset’s useful life. In subsequent years the liability is
adjusted for changes resulting from the passage of time and revisions to either the timing or
the amount of the original estimate of the undiscounted cash flows. The accretion of the
liability to its fair value as a result of the passage of time is charged to earnings.

Payments in lieu of taxes (PILs):

The company is currently exempt from taxes under the Income Tax Act (Canada) (ITA) and
the Ontario Corporations Tax Act (OCTA).

Pursuant to the Electricity Act (EA), the company is required to compute taxes under the ITA
and OCTA and remit such amounts thereunder computed to the Ministry of Finance
(Ontario).
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1. Accounting policies (continued):

(i)

0

(k)

o

Payments in lieu of taxes (PILs) (continued):

The company provides for PILs using the asset and liability method. Under this method,
future tax assets and liabilities are recognized, to the extent such are determined likely to be
realized, for the future tax consequences attributable to differences between the financial
statement carrying amounts of existing assets and liabilities and their respective tax bases.

Future tax assets and liabilities are measured using enacted or substantively enacted tax
rates expected to apply to taxable income in the years in which those temporary differences
are expected to be recovered or settled. The effect on future tax assets and liabilities of a
change in tax rates is recognized in income in the period that includes the date of enactment
or substantive enactment. When unrecorded future income taxes become payable, it is
expected that they will be included in the rates approved by the Ontario Energy Board (OEB)
and recovered from the customers of the company at that time.

PILs recoverable from loss carryforwards are recorded in future payments in lieu of taxes on
the balance sheet at the current enacted statutory tax rates expected to apply when recovery
of the loss carryforwards are expected to be recovered.

Customers’ and developers’ deposits:

Customers’ and developers’ deposits are recorded when received or paid. Deposits earn
interest at a rate of prime less 2%.

Regulatory assets and liabilities:

Regulatory assets and liabilities represent differences between amounts collected through
rates (OEB approved) and actual costs incurred by the distributor. Regulatory assets and
liabilities on the balance sheet at year-end consist of settlement variances on the cost of
power, deferred charges, and the associated regulated interest.

Revenue recognition;

Power revenue is recognized on the accrual basis, which includes an estimate of unbilled
revenue. Service revenue is recorded on the basis of regular meter readings and estimated
customer usage since the last meter reading date to the end of the year. The related cost of
power is recorded on the basis on power used. Any discrepancies in the revenue collected
and the associated cost of power to distribute are charged to regulatory assets.

Transformation revenue is recorded from the transformation of electricity on the basis of peak
demand for the month. Revenue is recognized when the peak demand has occurred.

Other revenue is recognized as earned.
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1. Accounting policies (continued):

(m) Financial instruments:

Financial assets and financial liabilities are initially recognized at fair value and their
subsequent measurement is dependent on their classification as described below. Their
classification depends on the purpose for which the financial instruments were acquired or
issued, their characteristics and the company’s designation of such instruments. Settlement
date accounting is used.

The company has classified its financial instruments as follows:

Cash Held-for-trading
Accounts receivable Loans and receivables
Unbilled revenue Loans and receivables
Accounts payable and accrued liabilities Other liabilities
Customers’ and developers’ deposits Other liabilities
Promissory note Other liabilities
Term loan Other liabilities
(i) Held-for-trading:
Held-for-trading financial assets are financial assets typically acquired for resale prior
to maturity or that are designated as held-for-trading. They are measured at fair
value at the balance sheet date. Fair value fluctuations including interest earned,
interest accrued, gains and losses realized on disposal and unrealized gains and
losses are included in other income.
Financial liabilities designated as held-for-trading are those non-derivative financial
liabilities that the company elects to designate on initial recognition as instruments
that it will measure at fair value through other interest expense. These are
accounted for in the same manner as held-for-trading assets. The company has not
designated any non-derivative financial liabilities as held-for-trading.
(i) Loans and receivables:
Loans and receivables are accounted for at amortized cost using the effective
interest method.
(iii) Other liabilities:

Other liabilities are recorded at amortized cost using the effective interest method
and include all financial liabilities, other than derivative instruments.
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1. Accounting policies (continued):

(m) Financial instruments (continued):

(n)

In December 2006, the CICA issued Section 3862, Financial Instruments — Disclosures and
Section 3863, Financial Instruments — Presentation. Originally these sections were applicable
to financial statements relating to fiscal years beginning on or after October 1, 2007.
Accordingly, the company had planned to adopt the new standards for its fiscal year
beginning January 1, 2008. However, in October 2008, the Accounting Standards Board
(“AcSB") of the CICA decided that rate-regulated enterprises that are not public enterprises
as defined in Section 1300, Differential Reporting, will not be required to apply Sections 3862
and 3863 and would continue to apply Section 3861, Financial Instruments — Disclosure and
Presentation. Therefore, in accordance with this decision, the company continues to apply
Section 3861.

Derivatives:

The company does not have derivatives and does not engage in derivative trading or
speculative activities. Hedge accounting has not been used in the presentation of these
financial statements.

Use of estimates:

The preparation of financial statements in accordance with generally accepted accounting
principles requires management to make estimates and assumptions that affect the amounts
reported in the financial statements and note disclosures related thereto. Due to the inherent
uncertainty in making estimates, actual results could differ from these estimates recorded in
preparing these financial statements including changes as a result of future regulatory
decisions.

Accounts receivable, unbilled revenue and regulatory assets are stated after evaluation of
amounts expected to be collected and an appropriate allowance for doubtful accounts.
Inventory is recorded net of provisions for obsolescence. Amounts recorded for amortization
of capital assets are based on estimates of useful service life. Other significant estimates
and assumptions were used when accounting for items such as the determination of the fair
market value of the interest rate swap, revenue recognition and future payment in lieu of
taxes.

2. Changes in accounting policies:

Effective January 1, 2009, the company adopted the following new Canadian Institute of
Chartered Accountants’ (CICA) Handbook sections:

e 1100, Generally Accepted Accounting Principles

e 3064, Goodwill and Intangible Assets
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2. Changes in accounting policies (continued):

(@)

(b)

()

Rate regulated accounting:

CICA Handbook Section 1100 was amended to remove the temporary exemption that
provided relief to entities subject to rate regulation from the requirement to apply Section
1100 to the recognition and measurement of assets and liabilities arising from rate regulation.
In accordance with Section 1100, the company determined all of its regulatory assets and
liabilities qualified for recognition under Canadian GAAP.

The implementation of this standard did not have any impact on the company’s results of
operations or financial position.

Goodwill and intangible assets:

On January 1, 2009, the company adopted CICA section 3064, Goodwill and Intangible
Assets, which replaced Section 3062, Goodwill and Other Intangible Assets, and which
resulted in the withdrawal of Section 3450, Research and Development Costs and of
Emerging Issues Committee (“EIC") Abstract 27, Revenues and Expenditures During the
Pre-operating Period, and the amendment of Accounting Guideline (“*AcG”) 11, Enterprises in
the Development Stage. The new Section establishes standards for the recognition,
measurement, presentation and disclosure of goodwill subsequent to its initial recognition
and of intangible assets by profit-oriented enterprises. In particular, the new standard sets out
specific criteria for the recognition of intangible assets and clarifies the application of the
concept of matching costs with revenues, so as to eliminate the practice of recognizing as
assets items that do not meet the definition of an asset or satisfy the recognition criteria for
an asset. The adoption of this section had no impact on the financial statements.

Regulatory liabilities:

Effective January 1, 2009, the company changed its accounting policy with respect to the
recoverability of future payments in lieu of taxes from ratepayers. This change was made to
conform with current year modification of industry standards with regards to the accounting
treatment of future payments in lieu of taxes. This accounting policy was applied
retrospectively without restatement of prior year balances. Consequently, opening retained
earnings as at January 1, 2009 has been decreased by $210,206, with a corresponding
decrease in the future payments in lieu of taxes asset by $210,206.

3. Future changes in accounting policies:

(a) International financial reporting standards (IFRS):

In July 2010, the Canadian Accounting Standards Board (AcSB) proposed that rate-regulated
enterprises be required to adopt IFRS in place of Canadian GAAP effective January 1, 2013.
The company is currently evaluating the impact of the adoption of IFRS on its financial
statements. At this time, the impact on the company’s future financial position and results of
operations is not reasonably determinable or estimable.
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4. Long-term investment:

The investment consists of 2,000 common shares of Niagara Regional Broadband Network

Limited (NRBN).

5. Capital assets:

2009 2008

Accumulated Net book Net book

Cost amortization value value

Land $ 186,552 $ - $ 186,552 $ 186,552

Buildings 1,296,716 402,443 894,273 922,324

Distribution plant 25,324,324 11,670,950 13,653,374 13,389,681
General equipment

and intangibles 4,786,412 1,752,593 3,033,819 3,047,724

Capital contributions (4,109,851) (1,006,373) (3,103,478) (3,177,615)

$27,484,153 $12,819,613 $14,664,540 $14,368,666

Contributions are received from third parties to finance necessary capital additions. During the
year the company received $130,482 (2008 - $162,160) of capital contributions in aid of

construction.

6. Promissory note:

The promissory note payable to the Town of Grimsby bears interest at the rate of 7.25% per
annum and matures on February 1, 2020. Included in interest on long-term liabilities is $419,249
(2008- $419,249) related to this note. Accounts payable and accrued liabilities include $419,249
(2008 - $419,249) owing to the Town of Grimsby.

7. Regulatory assets (liabilities):

2009

2008

Regulatory assets (liabilities)

Settlement variances
Smart meters

Regulatory assets recovery amount

$(2,140,038)

114,496
19,329

$(1,324,084)
(57,900)
19,171

$(2,006,213)

$(1,362,813)
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7. Regulatory assets (liabilities) (continued):

Net regulatory assets (liabilities) represent costs incurred by the company in excess of amounts
billed to the consumer (amounts recovered from customers in excess of cost incurred) at OEB
approved rates less recoveries. These amounts have been accumulated pursuant to the
Electricity Act and deferred in anticipation of their future recovery in electricity distribution rates.
Management assesses the future uncertainty with respect to the final regulatory disposition of
those amounts, and to the extent required, makes accounting provisions to reduce the deferred
balances accumulated or to increase the recorded liabilities. Upon rendering of the final
regulatory decision adjusting distribution rates, the provisions are adjusted to reflect the final
impact of that decision, and such adjustment is reflected in net earnings for the period.

Regulatory assets (liabilities) earn (incur) interest at the prescribed rates. In 2009, the rates
ranged from 0.55% to 2.45% (2008 — 3.35% to 5.14%).

Settlement variances represent amounts that have accumulated since Market Opening and
comprise:

(a) variances between amounts charged by the Independent Electricity System Operator (IESO)
for the operation of the wholesale electricity market and grid, various wholesale market
settlement charges and transmission charges, and the amounts billed to customers by the
company based on the OEB approved wholesale market service rate; and

(b) variances between the amounts charged by the IESO for energy commodity costs and the
amounts billed to customers by the company based on OEB approved rates.

Smart meters:

The Province of Ontario has committed to have “Smart Meter” electricity meters installed in
800,000 homes and small businesses by the end of 2008 and throughout Ontario by the end of
2010. Smart meters permit consumption to be recorded within specific time intervals and specific
tariffs to be levied within such intervals. The company has installed 235 Smart Meters as of the
end of 2009 and anticipates having installed a total of 9,885 Smart Meters upon completion of its
mass deployment. Bill 21, Energy Conservation and Responsibility Act, provides the legislative
framework and regulations to support this initiative.

Included in distribution rates, effective May 1, 2006, is a charge for smart meters of $0.27 (2008 -
$0.27) per metered customer per month. Consistent with the OEB’s direction and pending further
guidance, all smart meter related expenditures and recoveries are currently being deferred in
regulatory accounts.

Regulatory assets recovery amount represents costs incurred by the company as of December
31, 2004 which have been approved for recovery through rates net of amounts recovered from
customers.

The continuing restructuring of Ontario’s electricity industry and other regulatory developments,
including current and possible future consultations between the OEB and interested
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stakeholders, may affect the distribution rates that the company may charge and the costs that
the company may recover, including the balance of its regulatory assets.
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7. Regulatory assets (liabilities) (continued):

In the absence of rate regulation, Canadian generally accepted accounting principles would
require the company to record the costs and recoveries described above in the operating results
of the year in which they are incurred and reported earnings before income taxes would be
$528,270 lower (2008 - $107,056 higher) than reported.

Rate regulation:

The company is regulated by the Ontario Energy Board (“OEB”), under the authority granted by
the Ontario Energy Board Act (1998). The OEB has the power and responsibility to approve or
fix rates for the transmission and distribution of electricity and transformer connection fees
providing continued rate protection for rural and remote electricity customers, and ensuring that
distribution companies fulfill obligations to connect and service customers. The OEB may also
prescribe license requirements and conditions of service to electricity distributors which may
include, among other things, record keeping, regulatory accounting principles, separation of
accounts for distinct businesses, and filing and process requirements for rate setting purposes.
In its capacity to approve or set rates, the OEB has the authority to specify regulatory accounting
treatments that may differ from Canadian generally accepted accounting principles for
enterprises operating in a non-rate regulated environment.

In January 2000, the OEB established that distribution rates would be subject to Performance
Based Regulation (“PBR”), a method of regulation whereby distribution rates are reduced
annually to reflect productivity improvements required of the company. Under this rate
methodology, rates also include regulated amounts for return on company equity and debt, which
were initially determined by the OEB to be 9.88% and 7.25%, respectively. While the initial PBR
regulatory framework provided for those regulatory rates of return, subsequent regulations and
Provincial Government initiatives prevented distribution companies from fully achieving the
theoretical rate of return on equity.

In 2005, the company filed rate applications to adjust its distribution charges to provide for the full
theoretical regulatory rate of return of 9.88% and continued recovery of its regulatory assets. As
mandated by the OEB, the rate increase is subject to a financial commitment by the company to
invest $221,745 in conservation and demand management activities over the period July 1, 2004
to April 30, 2008. Spending on this program was completed in 2008.

In 2006, the OEB approved the company’s 2006 distribution rates providing for a revised rate of
return of 9.0% effective May 1, 2006.

The company has an interim rate order from the OEB establishing the transformer connection
fees which the company is allowed to charge. The rate order was renewed March 18, 2009 and
expires March 17, 2011, at which time, the company may become subject to a rate application
process. Historically, all transformer costs and connection fees in the province have been
pooled, with the same rate in effect for all transformers in that pool.
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8. Term loan:

The term loan is a variable rate loan issued as bankers acceptances and is due March 9, 2012.
The loan is secured by a general security agreement, assignment of fire insurance and
guarantees by the company and Niagara Peninsula Energy Inc. in the amount of $6,500,000.

The company has entered into a swap transaction for the full amount of the debt, the effect of
which is to fix the interest rate of the loan at 5.6% until January 31, 2025.

The fair value of the interest rate swap agreement is based on future discounted cash flows of
amounts estimated by the company’s bank of the cost or benefit of the swap contracts until the
end of the term of the loan. At December 31, 2009, the interest rate swap agreement was in a
net unfavourable position of $223,975 (2008 - $440,904), which has been classified as held-for-
trading. This unfavourable amount has been included in accounts payable and accrued liabilities.
The current year impact of the change in the fair value of the interest rate swap amounted to
$216,929 and is included in interest on long-term liabilities.

2009 2008

Term loan $ 2,607,000 $ 2,698,500
Less principal due within one year 99,000 91,500
$ 2,508,000 $ 2,607,000

The principal amounts over the next five years assuming the term loan is renewed under similar
terms and conditions are as follows:

2010 $ 198,000
2011 214,000
2012 228,000
2013 246,000
2014 265,000

$ 1,151,000

9. Share capital:
2009 2008

Authorized:
Unlimited common shares
90 Class A cumulative, non-voting, redeemable, preferred shares
10 Class B cumulative, non-voting, redeemable, preferred shares

Issued:
2,001 common shares $ 7,987,327 $ 7,987,327
90 Class A preferred shares 90 -
10 Class B preferred shares 1,100,000 -

$ 9,087,417 $ 7,987,327
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10.

Share capital (continued):

During the year, the company entered into an amalgamation with Fortis Ontario. In accordance
with the agreement, 10 Class B preferred shares were issued to Fortis Ontario for consideration
of $1,100,000 and 90 class A preferred shares were issued to the Town of Grimsby for
consideration of $90.

Commitments and contingent liabilities:

(@)

(b)

(©)

(d)

A letter of credit in the amount of $964,845 has been issued in favour of the Independent
Electricity System Operator (IESO) as security for the company’s purchase of electricity
through the IESO. No amounts were drawn down on the letter of credit at year end.

The company has entered into a contract to purchase computer software for $175,000 to be
implemented in 2012.

The company has guaranteed the indebtedness of Niagara West Transformation
Corporation, a joint venture, in the amount of $6,500,000. As of December 31, 2009,
$5,214,000 (2008 - $5,397,000) of the loan was outstanding and all financial covenants had
been met.

In general, liabilities of joint ventures are secured by pledges of the related assets. At times,
the joint venture participants may further support these obligations should the realization of
joint venture assets not be sufficient. As a 50% participant in a joint venture, the company is
contingently liable at December 31, 2009 for the other participant’s share of the liabilities of
$2,824,521 (2008 - $2,982,668) should they not be able to satisfy them, as well as for its own
share.

In June 2009, the company entered into an agreement with Rondar Inc. for the regular
maintenance on its equipment from 2009 to 2013. Under this agreement, the company will
incur total maintenance costs over the next four years as follows:

2010 $ 3,787
2011 25,917
2012 3,890
2013 3,938

$ 37,532

(e) A class action claiming $500 million in restitutionary payments plus interest was served on

Toronto Hydro on November 18, 1998. The action was initiated against Toronto Hydro
Electric Commission as the representative of the Defendant Class consisting of all municipal
electric utilities in Ontario. The action against local distribution companies (LDC) has not yet
been certified as a class action and no discoveries have been held, as the parties were
awaiting the outcome of a similar proceedings brought against Enbridge Gas Distribution Inc.
(formerly Consumers Gas).
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10. Commitments and contingent liabilities (continued):

(f)

(9)

On April 22, 2004, the Supreme Court of Canada released a decision in the Consumers Gas
case rejecting all of the defences which had been raised by Enbridge, although the Court did
not permit the Plaintiff class to recover damages for any period prior to the issuance of the
Statement of Claim in 1994 challenging the validity of late payment penalties. The Supreme
Court remitted the matter back to the Ontario Superior Court of Justice for determination of
the damages. At the end of 2006, a mediation process resulted in the settlement of the
damages payable by Enbridge.

In 2008, Enbridge filed an application to the Ontario Energy Board to recover the Court-
approved amount and related amounts from ratepayers. On February 4, 2008, the OEB
approved the recovery of the said amounts from ratepayers over a five year period.

After the release by the Supreme Court of Canada of its 2004 decision in the Consumers
Gas case, the plaintiffs in the LDC late payment penalties class action indicated their
intention to proceed with their litigation against the LDC's.

At this time, it is not possible to quantify the effect, if any, on the financial statements of the
company.

As a shareholder of the Niagara Regional Broadband Network Limited (NRBN) the company,
along with three other shareholders, has guaranteed NRBN's term loan for $2,700,000. The
company’s maximum liability under this guarantee is 25% of the total guarantee or $675,000.

In 2014, should the NRBN not attain a certain cash position, the company must contribute
$675,000 to NRBN.

The company has guaranteed the payment of a penalty in the event of early termination of a
fixed rate loan agreement between Niagara West Transformation Corporation and a bank.
The company’s liability is estimated at 50% of $223,975 (2008 - $440,904) and is recorded in
accounts payable and accrued liabilities.

11. Subsequent events:

(@)

(b)

Subsequent to year end, the company entered into a contract with the Town of Grimsby to
design and install a co-generation system for an agreed upon price of $734,000.

Subsequent to year end, the company invested an additional $400,000 in equity of the
Niagara Regional Broadband Network Limited (NRBN).
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12.

13.

14.

Payments in lieu of taxes:

The provision for PILs varies from amounts which would be computed by applying the
corporation’s combined statutory income tax rate of 48.7% (2008 — 48.7%) as follows:

2009 2008
Basic taxes applied to income before PILs $ 291,255 $ 257,945
Increase (decrease) in PILs resulting from:
Tax basis of depreciable capital assets
in excess of accounting basis 6,613 (87,261)
Change in regulatory liabilities (111,470) -
Change in future tax rate 131,123 (13,110)
Prior year adjustments (32,043) -
Other (127,480) (86,218)
Effective taxes applied to income before PILs $ 157,998 $ 71,356
Change in non-cash working capital:
2009 2008
Cash provided by (used in):
Accounts receivable:
Service revenue $ (63,330) $ 320,683
Other (147,737) (21,020)
Payment in lieu of taxes (212,515) 579,641
Unbilled revenue 138,914 (79,671)
Inventory 3,325 481
Prepaid expenses 57,564 15,224
Accounts payable and accrued liabilities 124,842 (885,713)
Customer and developer deposits 33,736 (13,047)
$ (65,201) $ (83,422)

The company acquired property and equipment through non-cash capital contributions of
$130,482 (2008 - $162,160).

Related party transactions:

The Town of Grimsby, the shareholder, was charged $348,991 (2008 - $383,683) to service
street lighting in 2009. The Town of Grimsby provided property services, water and vehicle fuel
to the company. The costs of these goods and services aggregating $39,930 (2008 -$49,161),
was charged to capital assets, property taxes, administration, operations and maintenance.
These transactions are in the normal course of operations and are measured at the exchange
amount charged to unrelated parties.
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15.

16.

17.

Pension agreements:

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

Contributions during the year were 6.5% (2008 — 6.5%) for employee earnings below the year’s
maximum pensionable earnings and 9.6% (2008 — 9.6%) thereafter.

The amount contributed in 2009 is $63,503 (2008 — $63,085) and is included as an expenditure
in the Statement of Earnings and Retained Earnings.

General liability insurance:

The company is a member of the Municipal Electric Association Reciprocal Insurance Exchange
(MEARIE) which is a pooling of general liability insurance risks. Members of MEARIE would be
assessed on a pro-rata basis should losses be experienced by MEARIE, for the years in which
the company was a member.

To December 31, 2009, the company has not been made aware of any additional assessments.

Participation in MEARIE covers a three year underwriting period which expires January 1, 2010.
Notice to withdraw from MEARIE must be given six months prior to the commencement of the
next three year underwriting term.

Income taxes:

These financial statements do not take into account a tax benefit resulting from loss
carryfowards, available to the company to reduce its income for tax purposes in future periods.
These loss carryforwards, in the amounts indicated below, are available until the following dates.

Amount Available until
$ 45,848 December 31, 2009
110,387 December 31, 2010
1,027 December 31, 2013
111,056 December 31, 2015
78,661 December 31, 2026
70,430 December 31, 2028
161,353 December 31, 2029

$ 578,762
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18. Supplementary cash flow information:

19.

2009 2008
Cash paid for:
Interest $ 607,895 $ 638,460
Payments in lieu of taxes 234,557 233
Cash received for:
Interest 200,287 157,163
Payments in lieu of taxes - 375,556

Financial instruments and risk management:

The company carries various forms of financial instruments. Unless otherwise noted, it is
management’s opinion that the company is not exposed to significant liquidity or credit or interest
risks arising from these financial instruments. The company employs risk management
strategies with a view to mitigating financial risks on a cost effect basis.

(@)

(b)

Fair values:

The company’s financial instruments comprise cash, accounts receivable, unbilled revenue,
accounts payable and accrued liabilities, customers’ and developers’ deposits, promissory
note and term loan.

The carrying amounts of cash, accounts receivable, unbilled revenue, accounts payable and
accrued liabilities approximate fair values due to their short-term nature.

Customer and developer deposits have a fair value that approximate carrying value. Interest
is paid on deposits on a monthly basis at a market rate, as directed by the Ontario Energy
Board.

The promissory note is valued at its face value. It is not practical within the constraints of
timeliness or cost to reliably measure its fair value.

The carrying amount of the long-term debt approximates its fair value because the interest
rates approximate the market rate.
Liquidity risk:

The company’s objective is to have sufficient liquidity to meet its liabilities when due. The
company monitors its cash balance and cash flows generated from operations to meet its
requirements.
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19. Financial instruments and risk management (continued):

20.

(©)

(d)

Credit risk:

Financial assets held by the company expose it to credit risk. As at December 31, 2009, the
company’s financial instruments that are exposed to concentration of credit risk consist
primarily of cash. The company maintains cash and investment with Canadian chartered
banks in excess of federally insured limits and is exposed to the credit risk from this
concentration of cash.

Financial assets are exposed to credit risk as a result of the counter-party defaulting on its
obligations. However, the company has a large number of diverse customers minimizing
concentration of credit risk. The company requires customers to provide security deposits
subject to OEB regulations.

Interest risk:

The company utilizes an interest rate swap contract to manage the risk associated with
fluctuations in interest rates. The company’s policy is not to utilize financial instruments for
trading or speculative purposes. The interest rate swap contract is used to reduce the impact
of fluctuating interest rates on the company’s long-term debt. The swap agreement requires
the periodic exchange of payments without the exchange of the national principal amount on
which the payments are based. Payments and receipts under interest rate swap contracts
are recognized as adjustments to interest expense on long-term debt. Gains and losses on
forward exchange contracts are recognized into income during the same period as the
corresponding revenue and expenses.

Capital management:

The company defines capital as its shareholders’ equity and promissory note. Management'’s
objective is to optimize the return to the shareholders while supporting and fostering the
future growth of the company. There were no changes to the company’s approach to capital
management during the year.

In order to manage capital, the company regularly identifies and assesses risks that threaten
the ability to meet the company’s capital management objectives, and determines the
appropriate strategy to mitigate these risks.

The company has customary covenants associated with its long-term debt. The company is
in compliance with all credit agreement covenants and limitations associated with its debt.
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INDEPENDENT AUDITORS’ REPORT

To the Shareholders of Niagara Power Incorporated

We have audited the accompanying consolidated financial statements of Niagara Power
Incorporated, which comprise the consolidated balance sheet as at December 31, 2010 and the
consolidated statements of earnings and retained earnings 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.

Auditors’ 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 auditors’ judgment, including the
assessment of the risks of material misstatements 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.
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Opinion
In our opinion, the consolidated financial statements present fairly, in all material respects, the
financial position of Niagara Power Incorporated as at December 31, 2010 and its results of

operations and its cash flows for the year then ended in accordance with Canadian generally
accepted accounting principles.

Emphasis of Matter

The company is required to maintain a minimum debt service coverage ratio of not less than 1.1:1
and a tangible net worth of not less than $1,000,000. In addition, the company is required to maintain
a minimum level of 85% regulated earnings before interest, taxes, depreciation and amortization.
The debt service coverage ratio covenant was violated at December 31, 2010 however the bank has
issued a waiver of compliance as outlined in Notes 8 and 19.

Southcott Dawvoli
Professional Corporation

Chartered Accountants
Authorized to practise public accounting by
The Institute of Chartered Accountants of Ontario

Grimsby, Ontario

December 6, 2011



NIAGARA POWER INCORPORATED

Consolidated Balance Sheet

December 31, 2010, with comparative figures for 2009

44

2010 2009 % Change
Assets
Current assets:
Cash $ 5,557,376 $ 6,023,854 (7.7)
Accounts receivable:
Service revenue 815,589 676,558 20.5
Other 233,061 309,229 (24.6)
Unbilled revenue 1,633,329 1,530,845 6.7
Inventory 227,793 181,884 25.2
Prepaid expenses 120,517 36,107 233.8
Payment in lieu of taxes 47,580 190,874 (75.1)
8,635,245 8,949,351 (3.5)
Long-term investment (note 3) 775,020 375,020 106.7
Capital assets (note 4) 14,504,524 14,664,540 (1.2)
Deposit on long term asset 94,500 94,500 -
Regulatory assets (note 5) 854,127 - 100.0
Future payment in lieu of taxes (note 11) 1,053,766 1,032,859 2.0
$ 25,917,182 $ 25,116,270 3.2
Liabilities and Shareholders’ Equity
Current liabilities:
Bank loan (note 6) 1,600,000 $ 100.0
Accounts payable and accrued liabilities 2,818,536 2,745,322 2.7
Deferred revenue 325,470 - 100.0
Current portion of term loan 107,000 99,000 8.1
4,851,006 2,844,322 70.6
Long-term liabilities:
Customers’ and developers’ deposits 781,782 353,898 120.9
Promissory note (note 7) 5,782,746 5,782,746 -
Regulatory liabilities (note 5) - 1,025,025 (100.0)
Term loan (note 8) 2,401,000 2,508,000 (4.3)
Future payment in lieu of taxes 1,087,824 981,188 10.9
10,053,352 10,650,857 (5.6)
Shareholders’ equity:
Share capital (note 9) 9,087,417 9,087,417 -
Retained earnings 1,925,407 2,533,674 (24.0)
11,012,824 11,621,091 (5.2)
Commitments and contingent liabilities (note 10)
$ 25,917,182 $25,116,270 3.2
See accompanying notes to consolidated financial statements.
Approved by the Board:
, Director , Director
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NIAGARA POWER INCORPORATED

Consolidated Statement of Earnings and Retained Earnings

Year ended December 31, 2010, with comparative figures for 2009

2010 2009 % Change
Revenue $ 19,376,653 $16,898,566 14.7
Cost of sales 15,691,541 13,267,609 18.3
3,685,112 3,630,957 15
Other revenue (expense):
Investment 209,332 178,845 17.0
Miscellaneous 265,174 321,178 (17.4)
Loss on sale of capital assets - (2,281) (200.0)
474,506 497,742 4.7
4,159,618 4,128,699 0.7
Expenses:
Operations 179,325 228,090 (21.4)
Maintenance 397,850 380,246 4.6
Administration 1,060,054 757,180 40.0
Billing and collecting 487,848 447,268 9.1
Marketing 11,749 11,428 2.8
Property taxes 25,130 30,314 (17.1)
Amortization 1,065,563 1,057,938 0.7
Interest on long-term liabilities 636,635 499,430 27.5
3,864,154 3,411,894 13.3
Earnings for the year
before payment in lieu of taxes 295,464 716,805 (58.8)
Payment in lieu of taxes (note 11):
Current (recovery) 83,152 (625) 13,204.3
Future 85,729 158,623 (45.9)
168,881 157,998 6.9
Net earnings 126,583 558,807 (77.3)
Retained earnings, beginning of year 2,533,674 2,185,073 16.0
Dividends (734,850) - 100.0
Adjustment for change in accounting policy - (210,206) (100.0)
Retained earnings, end of year $ 1,925,407 $ 2,533,674 (24.0)

See accompanying notes to consolidated financial statements.
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2010 2009
Cash provided by (used in):
Operations:
Net earnings $ 126,583 $ 558,807
Items not involving cash:
Amortization (including amounts
charged to operating accounts) 1,065,563 1,057,938
Loss on sale of capital assets 464 2,281
Loss on disposal of stranded meters 391,841 -
Future payment in lieu of taxes 85,729 158,623
Change in fair value of interest rate swap 12,161 (108,465)
Change in non-cash working capital (note 12) 662,035 (65,201)
2,344,376 1,603,983
Financing:
Capital contributions received 867,342 87,808
Proceeds on bank loan 1,600,000 -
Repayment of term loan (99,000) (91,500)
Dividends paid (734,850) -
1,633,492 (3,692)
Investments:
Proceeds on sale of capital assets 300 3,010
Decrease in regulatory liabilities (1,879,152) (337,788)
Additions to capital assets (2,165,494) (1,446,911)
Deposit on long term asset - (94,500)
Increase in share capital - 1,100,090
Increase in long term investment (400,000) -
(4,444,346) (776,099)
Increase (decrease) in cash (466,478) 824,192
Cash, beginning of year 6,023,854 5,199,662
Cash, end of year $ 5,557,376 $ 6,023,854

See accompanying notes to consolidated financial statements.
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NIAGARA POWER INCORPORATED

Notes to Consolidated Financial Statements

Year ended December 31, 2010

1.

The company is incorporated under the laws of Ontario and its principal business activities are to
distribute power, retail electricity, provide telecommunication services and hydro transformation
services and design, build and operate a green energy generation facility within the Town of
Grimsby.

Accounting policies:

(@)

(b)

()

(d)

(€)

(f)

Basis of presentation:

The consolidated financial statements include the accounts of the company’s 100% owned
subsidiaries, Grimsby Energy Incorporated, Grimsby Hydro Incorporated and Grimsby Power
Incorporated. The company owns 50% of a joint venture, Niagara West Transformation
Corporation, and records its investment using the proportionate consolidation method of
accounting. Under this method the company includes its proportionate share of the joint
venture’s revenues, expenses, assets and liabilities in the financial statements.

Cash and cash equivalents:

Cash and cash equivalents consist of cash on hand and balances with the bank.
Unbilled revenue:

Unbilled revenue is accrued from the last meter reading date to the end of the period.
Inventory:

Inventory is valued at the lower of cost and net realizable value. Cost is determined on the
average basis.

Investments:

Long-term investments are recorded at cost. Interest and dividends from these investments
are included in income when received. When there has been a loss in value of an
investment that is other than a temporary decline, the investment is written down to reflect
the loss.

Capital assets:

Capital assets and intangibles are stated at cost. The cost and related accumulated
amortization of capital assets and finite lived intangibles are removed from the accounts at
the end of their estimated service lives except in those instances where specific identification
permits their removal at retirement or disposition. Gains and losses at retirement or
disposition are credited or charged to income. Contributions in aid of capital assets and
intangibles are recorded as deferred credits and amortized to income over the life of the
related assets.
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NIAGARA POWER INCORPORATED

Notes to Consolidated Financial Statements, page 2

Year ended December 31, 2010

1. Accounting policies (continued):

(f)

(@

(h)

@

Capital assets (continued):

Amortization is provided using the following methods and annual rates:

Asset Basis Rate
Buildings Straight-line 25-50 years
Distribution stations Straight-line 25 years
Distribution plant Straight-line 25 years
General equipment and intangibles Straight-line 3-40 years
Capital contributions Straight-line 25 years

Contributions in aid of construction consist of third party contributions toward the cost of
constructing company assets. Contributed capital has been charged to capital assets and
recorded as an offset to capital assets. Amortization is on a straight-line basis over 25 years.

Impairment of long-lived assets:

Long-lived assets are tested for recoverability whenever events or changes in circumstances
indicate that their carrying amount may not be recoverable. An impairment loss is recognized
when their carrying value exceeds the total undiscounted cash flows expected from their use
and eventual disposition. The amount of the impairment loss is determined as the excess of
the carrying value of the asset over its fair value.

Asset retirement obligations:

The company recognizes the liability for an asset retirement that results from acquisition,
construction, development, or through normal operations. The liability for an asset retirement
is initially recorded at its fair value in the year in which it is incurred and when a reasonable
estimate of fair value can be made. The corresponding cost is capitalized as part of the
related asset and is amortized over the asset’s useful life. In subsequent years the liability is
adjusted for changes resulting from the passage of time and revisions to either the timing or
the amount of the original estimate of the undiscounted cash flows. The accretion of the
liability to its fair value as a result of the passage of time is charged to earnings.

Payments in lieu of taxes (PILs):

The company is currently exempt from taxes under the Income Tax Act (Canada) (ITA) and
the Taxation Act, 2007.

Pursuant to the Electricity Act (EA), the company is required to compute taxes under the ITA
and Taxation Act, 2007 and remit such amounts computed thereunder to the Ministry of
Finance (Ontario).
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NIAGARA POWER INCORPORATED

Notes to Consolidated Financial Statements, page 3

Year ended December 31, 2010

1. Accounting policies (continued):

(i)

0

(k)

o

Payments in lieu of taxes (PILs) (continued):

The company provides for PILs using the asset and liability method. Under this method,
future tax assets and liabilities are recognized, to the extent such are determined likely to be
realized, for the future tax consequences attributable to differences between the financial
statement carrying amounts of existing assets and liabilities and their respective tax bases.
A future income tax asset recognized shall be limited to the amount that is more likely than
not to be realized.

Future tax assets and liabilities are measured using enacted or substantively enacted tax
rates expected to apply to taxable income in the years in which those temporary differences
are expected to be recovered or settled. The effect on future tax assets and liabilities of a
change in tax rates is recognized in income in the period that includes the date of enactment
or substantive enactment. When unrecorded future income taxes become payable, it is
expected that they will be included in the rates approved by the Ontario Energy Board (OEB)
and recovered from the customers of the company at that time.

PILs recoverable from loss carryforwards are recorded in future payments in lieu of taxes on
the balance sheet at the current enacted statutory tax rates expected to apply when recovery
of the loss carryforwards are expected to be recovered.

Customers’ and developers’ deposits:

Customers’ and developers’ deposits are recorded when received or paid. Deposits earn
interest at a rate of prime less 2%.

Regulatory assets and liabilities:

Regulatory assets and liabilities represent differences between amounts collected through
rates (OEB approved) and actual costs incurred by the distributor. Regulatory assets and
liabilities on the balance sheet at year-end consist of settlement variances on the cost of
power, deferred charges, and the associated regulated interest.

Revenue recognition:

Power revenue is recognized on the accrual basis, which includes an estimate of unbilled
revenue. Service revenue is recorded on the basis of regular meter readings and estimated
customer usage since the last meter reading date to the end of the year. The related cost of
power is recorded on the basis of power used. Any discrepancies in the revenue collected
and the associated cost of power to distribute are charged to regulatory assets.

Transformation revenue is recorded from the transformation of electricity on the basis of peak
demand for the month. Revenue is recognized when the peak demand has occurred.

Construction revenue is recognized on a percentage of completion basis whereby income is
recorded in relation to the costs incurred. If the estimated total cost on any contract indicates
a loss, the total loss is recognized in income. Income billed in advance is recognized as
deferred income.

Other revenue is recognized as earned.
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NIAGARA POWER INCORPORATED

Notes to Consolidated Financial Statements, page 4

Year ended December 31, 2010

1. Accounting policies (continued):

(m) Financial instruments:

Financial assets and financial liabilities are initially recognized at fair value and their
subsequent measurement is dependent on their classification as described below. Their
classification depends on the purpose for which the financial instruments were acquired or
issued, their characteristics and the company’s designation of such instruments. Settlement
date accounting is used.

The company has classified its financial instruments as follows:

Cash Held-for-trading
Accounts receivable Loans and receivables
Unbilled revenue Loans and receivables
Bank loan Other liabilities
Accounts payable and accrued liabilities Other liabilities
Customers’ and developers’ deposits Other liabilities
Promissory note Other liabilities
Term loan Other liabilities
Interest rate swap Held-for-trading
(i) Held-for-trading:
Held-for-trading financial assets are financial assets typically acquired for resale prior
to maturity or that are designated as held-for-trading. They are measured at fair
value at the balance sheet date. Fair value fluctuations including interest earned,
interest accrued, gains and losses realized on disposal and unrealized gains and
losses are included in other income.
Financial liabilities designated as held-for-trading are those non-derivative financial
liabilities that the company elects to designate on initial recognition as instruments
that it will measure at fair value through other interest expense. These are
accounted for in the same manner as held-for-trading assets. The company has not
designated any non-derivative financial liabilities as held-for-trading.
(i) Loans and receivables:
Loans and receivables are accounted for at amortized cost using the effective
interest method.
(iii) Other liabilities:

Other liabilities are recorded at amortized cost using the effective interest method
and include all financial liabilities, other than derivative instruments.
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NIAGARA POWER INCORPORATED

Notes to Consolidated Financial Statements, page 5

Year ended December 31, 2010

1. Accounting policies (continued):

(n)

(0)

(p)

Use of estimates:

The preparation of financial statements in accordance with generally accepted accounting
principles requires management to make estimates and assumptions that affect the amounts
reported in the financial statements and note disclosures related thereto. Due to the inherent
uncertainty in making estimates, actual results could differ from these estimates recorded in
preparing these financial statements including changes as a result of future regulatory
decisions.

Accounts receivable, unbilled revenue and regulatory assets are stated after evaluation of
amounts expected to be collected and an appropriate allowance for doubtful accounts.
Inventory is recorded net of provisions for obsolescence. Amounts recorded for amortization
of capital assets are based on estimates of useful service life. Other significant estimates
and assumptions were used when accounting for items such as the determination of the fair
market value of the interest rate swap, revenue recognition and future payment in lieu of
taxes.

Foreign currency transactions:

Monetary assets and liabilities denominated in foreign currencies are translated at the rate
prevailing at the balance sheet date. Non-monetary assets and liabilities are translated at the
rate prevailing at the dates the assets were acquired or the liabilities incurred. Revenue and
expenses are translated at the average exchange rate for the year except for depreciation
and amortization which are translated at the rates prevailing at téhe dates the related assets
were acquired. The resulting foreign currency translation gains and losses are included in
the determination of net income or loss.

Rate regulation:

The company is in the process of applying for a contract through the Ontario Power Authority
under its Feed-In Tariff (FIT) program relating to establishing a pricing contract for renewable
electricity production.

2. Future changes in accounting policies:

International financial reporting standards (IFRS):

In 2010, the Canadian Accounting Standards Board (AcSB) proposed that rate-regulated
enterprises be required to adopt IFRS in place of Canadian GAAP effective January 1, 2012 and
for investment companies effective January 1, 2013. The company is currently evaluating the
impact of the adoption of IFRS on its financial statements. At this time, the impact on the
company’s future financial position and results of operations is not reasonably determinable or
estimable.
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NIAGARA POWER INCORPORATED

Notes to Consolidated Financial Statements, page 6

Year ended December 31, 2010

3. Long-term investment:

The investment consists of 2,000 common shares of Niagara Regional Broadband Network
Limited (NRBN). During the year the company invested an additional $400,000 in the company.

4. Capital assets:

2010 2009

Accumulated Net book Net book

Cost amortization value value

Land $ 214,920 $ - $ 214,920 $ 186,552

Buildings 1,367,890 429,504 938,386 894,273

Distribution plant 26,364,303 12,158,462 14,205,841 13,653,374
General equipment

and intangibles 4,879,552 1,962,435 2,917,117 3,033,819

Capital contributions (4,977,193) (1,205,453) (3,771,740) (3,103,478)

$27,849,472 $ 13,344,948 $14,504,524 $14,664,540

Intangible assets representing computer software, is included in general equipment and
intangibles and has an original cost of $467,221 (2009 - $434,101) and an accumulated
amortization of $269,059 (2009 - $196,840). Amortization expense on intangible assets totalled
$72,219 (2009 - $6,111).

During the year the company received $153,456 (2009 - $130,482) of capital contributions in aid
of construction.

5. Regulatory assets (liabilities):

2010 2009
Regulatory assets (liabilities)
Settlement variances $ (701,049) $(1,158,850)
Smart meters 1,555,537 114,496
Regulatory assets recovery amount (361) 19,329

$ 854,127 $(1,025,025)
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NIAGARA POWER INCORPORATED

Notes to Consolidated Financial Statements, page 7

Year ended December 31, 2010

5. Regulatory assets (liabilities) (continued):

Net regulatory assets (liabilities) represent costs incurred by the company in excess of amounts
billed to the consumer (amounts recovered from customers in excess of cost incurred) at OEB
approved rates less recoveries. These amounts have been accumulated pursuant to the
Electricity Act and deferred in anticipation of their future recovery in electricity distribution rates.
Management assesses the future uncertainty with respect to the final regulatory disposition of
those amounts, and to the extent required, makes accounting provisions to reduce the deferred
balances accumulated or to increase the recorded liabilities. Upon rendering of the final
regulatory decision adjusting distribution rates, the provisions are adjusted to reflect the final
impact of that decision, and such adjustment is reflected in net earnings for the period.

Regulatory assets (liabilities) earn (incur) interest at the prescribed rates. In 2010, the rates
ranged from 0.55% to 1.2% (2009 — 0.55% to 2.45%).

Settlement variances represent amounts that have accumulated since Market Opening and
comprise:

(a) variances between amounts charged by the Independent Electricity System Operator (IESO)
for the operation of the wholesale electricity market and grid, various wholesale market
settlement charges and transmission charges, and the amounts billed to customers by the
company based on the OEB approved wholesale market service rate; and

(b) variances between the amounts charged by the IESO for energy commaodity costs and the
amounts billed to customers by the company based on OEB approved rates.

Smart meters:

The Province of Ontario has committed to have “Smart Meter” electricity meters installed in
certain homes and small businesses by the end of 2010. Smart meters permit consumption to be
recorded within specific time intervals and specific tariffs to be levied within such intervals. The
company has installed 10,035 Smart Meters upon completion of its meter deployment.

Included in distribution rates, effective May 1, 2006, is a charge for smart meters of $1.00 (2009 -
$0.27) per metered customer per month. Consistent with the OEB’s direction and pending further
guidance, all smart meter related expenditures and recoveries are currently being deferred in
regulatory accounts.

Regulatory assets recovery amount represents costs incurred by the company as of December
31, 2004 which have been approved for recovery through rates net of amounts recovered from
customers.

The continuing restructuring of Ontario’s electricity industry and other regulatory developments,
including current and possible future consultations between the OEB and interested
stakeholders, may affect the distribution rates that the company may charge and the costs that
the company may recover, including the balance of its regulatory assets.
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NIAGARA POWER INCORPORATED

Notes to Consolidated Financial Statements, page 8

Year ended December 31, 2010

5. Regulatory assets (liabilities) (continued):

In the absence of rate regulation, Canadian generally accepted accounting principles would
require the company to record the costs and recoveries described above in the operating results
of the year in which they are incurred and reported earnings before income taxes would be
$1,825,762 lower (2009 - $337,788 lower) than reported.

Rate regulation:

The company is regulated by the Ontario Energy Board (“OEB”), under the authority granted by
the Ontario Energy Board Act (1998). The OEB has the power and responsibility to approve or
fix rates for the transmission and distribution of electricity and transformer connection fees
providing continued rate protection for rural and remote electricity customers, and ensuring that
distribution companies fulfill obligations to connect and service customers. The OEB may also
prescribe license requirements and conditions of service to electricity distributors which may
include, among other things, record keeping, regulatory accounting principles, separation of
accounts for distinct businesses, and filing and process requirements for rate setting purposes.
In its capacity to approve or set rates, the OEB has the authority to specify regulatory accounting
treatments that may differ from Canadian generally accepted accounting principles for
enterprises operating in a non-rate regulated environment.

In January 2000, the OEB established that distribution rates would be subject to Performance
Based Regulation (“PBR”), a method of regulation whereby distribution rates are reduced
annually to reflect productivity improvements required of the company. Under this rate
methodology, rates also include regulated amounts for return on company equity and debt, which
were initially determined by the OEB to be 9.88% and 7.25%, respectively. While the initial PBR
regulatory framework provided for those regulatory rates of return, subsequent regulations and
Provincial Government initiatives prevented distribution companies from fully achieving the
theoretical rate of return on equity.

In 2005, the company filed rate applications to adjust its distribution charges to provide for the full
theoretical regulatory rate of return of 9.88% and continued recovery of its regulatory assets. As
mandated by the OEB, the rate increase is subject to a financial commitment by the company to
invest $221,745 in conservation and demand management activities over the period July 1, 2004
to April 30, 2008. Spending on this program was completed in 2008.

In 2006, the OEB approved the company’s 2006 distribution rates providing for a revised rate of
return of 9.0% effective May 1, 2006.

The company has a transmission licence from the OEB stating that the company owns a
transmission station connected to Hydro One Networks Inc. that provides power to the service
areas of licensed distributors. The decision and order are dated December 24, 2010 and expire
December 23, 2030..
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NIAGARA POWER INCORPORATED

Notes to Consolidated Financial Statements, page 9

Year ended December 31, 2010

6. Bank loan:
The company has available the following credit facilities with the bank:

(&) $1,000,000 operating loan to finance working capital, bearing interest at the prime rate,
due on demand

(b) $964,845 letter of credit to satisfy IESO Prudential requirement, bearing interest at 0.6%,
due on demand

(c) $1,600,000 operating demand loan to assist with 2010 capital expenditures, bearing
interest at the prime rate, due on demand

(d) $1,600,000 committed reducing term loan by way of fixed rate term loan and floating rate
term loan, fixed rate loan bearing interest at market rate as determined by the bank,
floating rate loan bearing interest at prime rate plus 0.5%, fixed rate loan term up to 5
years, floating rate loan term up to 1 year.

The credit facilities are secured by a General Security Agreement, assignment of fire insurance
on inventory and equipment, assignment of liability insurance, and Postponement Agreement
executed by the bank, the Company and the Town of Grimsby.

At December 31, 2010, the amount drawn on the credit facilities totalled $1,600,000 (2009 - $Nil).
7. Promissory note:

The promissory note payable to the Town of Grimsby bears interest at the rate of 7.25% per
annum and matures on February 1, 2020. Included in interest on long-term liabilities is $419,249
(2009- $419,249) related to this note. Accounts payable and accrued liabilities include $419,249
(2009 - $419,249) owing to the Town of Grimsby.

8. Term loan:

The term loan is a variable rate loan issued as bankers acceptances and is due March 9, 2012.
The loan is secured by a general security agreement, assignment of fire insurance and
guarantees by the company and Niagara Peninsula Energy Inc. in the amount of $6,500,000.

The company has entered into a swap transaction for the full amount of the debt, the effect of
which is to fix the interest rate of the loan at 5.6% until January 31, 2025.

The fair value of the interest rate swap agreement is based on future discounted cash flows of
amounts estimated by the company’s bank of the cost or benefit of the swap contracts until the
end of the term of the loan. At December 31, 2010, the interest rate swap agreement was in a
net unfavourable position of $248,926 (2009 - $223,975), which has been classified as held-for-
trading. This unfavourable amount has been included in accounts payable and accrued liabilities.
The current year impact of the change in the fair value of the interest rate swap amounted to
$24,321 and is included in interest on long-term liabilities.
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Notes to Consolidated Financial Statements, page 10

Year ended December 31, 2009
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8. Term loan (continued):

2010 2009

Term loan $ 2,508,000 $ 2,607,000
Less principal due within one year 107,000 99,000
$ 2,401,000 $ 2,508,000

The company has agreed to certain covenants with respect to this loan, including a minimum
debt service coverage ratio. As at December 31, 2010, the company was not in compliance with
this particular covenant. Subsequent to year end, the bank waived its compliance of the
covenant violation and indicated its intention to not demand or accelerate payment of the loan

during 2011.

The principal amounts over the next five years assuming the term loan is renewed under similar

terms and conditions are as follows:

2011 $ 107,000
2012 114,000
2013 123,000
2014 132,500
2015 140,500

$ 617,000

9. Share capital:

2010 2009
Authorized:
Unlimited common shares
90 Class A cumulative, non-voting, redeemable, preferred shares
10 Class B cumulative, non-voting, redeemable, preferred shares
Issued:
2,001 common shares $ 7,987,327 $ 7,987,327
90 Class A preferred shares 90 90
10 Class B preferred shares 1,100,000 1,100,000
$ 9,087,417 $ 9,087,417
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NIAGARA POWER INCORPORATED

Notes to Consolidated Financial Statements, page 11

Year ended December 31, 2009

10. Commitments and contingent liabilities:

(@)

(b)

(©)

(d)

A letter of credit in the amount of $1,464,704 has been issued in favour of the Independent
Electricity System Operator (IESO) as security for the company’s purchase of electricity
through the IESO. No amounts were drawn down on the letter of credit at year end.

Effective September 3, 2009, the company entered into a service contract to perform regular
monthly inspections, maintenance and building and yard cleaning. The estimate annual cost
of these services if $6,050. The term of the agreement expires September 3, 2011.

The company has guaranteed the indebtedness of Niagara West Transformation
Corporation, a joint venture, in the amount of $6,500,000. As of December 31, 2010,
$5,016,000 (2009 - $5,214,000) of the loan was outstanding and all financial covenants had
been met.

In general, liabilities of joint ventures are secured by pledges of the related assets. At times,
the joint venture participants may further support these obligations should the realization of
joint venture assets not be sufficient. As a 50% participant in a joint venture, the company is
contingently liable at December 31, 2010 for the other participant’s share of the liabilities of
$2,737,015 (2009 - $2,854,521) should they not be able to satisfy them, as well as for its own
share.

In June 2009, the company entered into an agreement for the regular maintenance on its
equipment from 2009 to 2013. Under this agreement, the company will incur total
maintenance costs over the next three years as follows:

2011 $ 12,959
2012 1,945
2013 1,969

$ 16,873

(e) In September 2010, the company entered into a contract for the design and planning of a bio-

(f)

(@)

digester for a total contract cost of 55,000 Euros. Of this amount 13,570 Euros were paid
prior to December 31, 2010 and is included as part of land

As a shareholder of the Niagara Regional Broadband Network Limited (NRBN) the company,
along with three other shareholders, has guaranteed NRBN's term loan for $2,700,000. The
company’s maximum liability under this guarantee is 25% of the total guarantee or $675,000.

In 2014, should the NRBN not attain a certain cash position, the company must contribute
$675,000 to NRBN.

The company has guaranteed the payment of a penalty in the event of early termination of a
fixed rate loan agreement between Niagara West Transformation Corporation and a bank.
The company'’s liability is estimated at 50% of $248,296 (2009 - 223,975) and is recorded in
accounts payable and accrued liabilities.
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10. Commitments and contingent liabilities (continued):

11.

(h) The company entered into a lease agreement to rent office space for a 6 month term at a rate
of $508 per month plus additional common area costs. The lease commences on January 1,
2011 and the company is entitled to renew this lease for 2 additional terms of 3 months each.

(i) The company has a commitment to pay $3,500 per month for system administration and non-
system related support related to a new SAP platform to a minority shareholder.

() The company has entered into an agreement to purchase land at a cost of $200,000 with a
closing date of June 10, 2011. A deposit of $1,000 has been paid at December 31, 2010.
The land will be used to build a bio-digester to generate renewable energy from bio-waste.

Payments in lieu of taxes:

The company’s income tax expense for the year ended December 31, 2010 consists of the
following:

Temporary differences which give rise to future payments in lieu of tax assets and liabilities are
as follows:

2010 2009
Allowance for doubtful accounts $ 2,382 $ 2,167
Capital assets 1,010,942 892,021
Regulatory liabilities 40,442 138,671
Future payments in lieu of taxes $ 1,053,766 $ 1,032,859

The provision for PILs varies from amounts which would be computed by applying the
corporation’s combined statutory income tax rate of 47.7% (2009 — 48.7%) as follows:

2010 2009
Basic taxes applied to income before PILs $ 127,994 $ 291,255
Increase (decrease) in PILs resulting from:

Tax basis of depreciable capital assets in excess

of accounting basis - 6,613

Change in regulatory liabilities (32,136) (111,470)

Change in future tax rate 11,019 131,123)

Prior year adjustments 58,563 (32,043)

Other 3,441 (127,480)

Effective taxes applied to income before PILs $ 168,881 $ 157,998
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12. Change in non-cash working capital:

2010 2009
Cash provided by (used in):
Accounts receivable:

Service revenue $ (139,031) $ (63,330)
Other 76,168 (147,737)
Payment in lieu of taxes 143,294 (212,515)
Unbilled revenue (102,484) 138,914
Inventory (45,909) 3,325
Prepaid expenses (84,410) 57,564
Accounts payable and accrued liabilities 61,053 124,842

Deferred revenue 325,470 -
Customer and developer deposits 427,884 33,736
$ 662,035 $ (65,201)

The company acquired property and equipment through non-cash capital contributions of
$713,887 (2009 - $42,674).

13. Related party transactions:

The Town of Grimshy, the shareholder, was charged $389,702 (2009 - $348,991) to service
street lighting in 2010. The Town of Grimsby provided property services, water and vehicle fuel
to the company. The costs of these goods and services aggregating $48,409 (2009 -$39,930),
was charged to capital assets, property taxes, administration, operations and maintenance. The
company received from the Town of Grimsby $804,112 in connection with the Town Hall turbine
project in 2010. $478,642 of this amount has been recognized in revenue, the remaining
$325,470 has been deferred to future years. These transactions are in the normal course of
operations and are measured at the exchange amount established and agreed to by the related
parties.
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14.

15.

16.

Pension agreements:

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

Contributions during the year were 6.4% (2009 — 6.5%) for employee earnings below the year’s
maximum pensionable earnings and 9.7% (2009 — 9.6%) thereafter.

The amount contributed in 2010 is $76,319 (2009 — $63,503) and is included as an expenditure
in the Statement of Earnings and Retained Earnings.

The OMERS plan has a deficit as at December 31, 2010. If actuarial surpluses are not available
to offset the existing deficit, increases in contributions may be required in the future.

General liability insurance:

The company is a member of the Municipal Electric Association Reciprocal Insurance Exchange
(MEARIE) which is a pooling of general liability insurance risks. Members of MEARIE would be
assessed on a pro-rata basis should losses be experienced by MEARIE, for the years in which
the company was a member.

To December 31, 2010, the company has not been made aware of any additional assessments.

Participation in MEARIE covers a three year underwriting period which expires January 1, 2011.
Notice to withdraw from MEARIE must be given six months prior to the commencement of the
next three year underwriting term.

Income taxes:

These financial statements do not take into account a tax benefit resulting from loss
carryforwards, available to the company to reduce its income for tax purposes in future periods.
These loss carryforwards, in the amounts indicated below, are available until the following dates.

Available until Amount
December 31, 2013 $ 1,000
December 31, 2015 111,000
December 31, 2026 79,000
December 31, 2028 70,000
December 31, 2029 161,000
December 31, 2030 360,000

$ 782,000
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17. Supplementary cash flow information:

18.

2010 2009
Cash paid for:
Interest $ 624,475 $ 607,895
Payments in lieu of taxes 3,885 234,557
Cash received for:
Interest 24,524 200,287
Payments in lieu of taxes 63,731 -

Financial instruments and risk management:

The company carries various forms of financial instruments. Unless otherwise noted, it is
management’s opinion that the company is not exposed to significant liquidity or credit or interest
risks arising from these financial instruments. The company employs risk management
strategies with a view to mitigating financial risks on a cost effect basis.

(@)

(b)

Fair values:

The company’s financial instruments comprise cash, accounts receivable, unbilled revenue,
accounts payable and accrued liabilities, customers’ and developers’ deposits, promissory
note and term loan.

The carrying amounts of cash, accounts receivable, unbilled revenue, accounts payable and
accrued liabilities approximate fair values due to their short-term nature.

Customer and developer deposits have a fair value that approximate carrying value. Interest
is paid on deposits on a monthly basis at a market rate, as directed by the Ontario Energy
Board.

The promissory note is valued at its face value. It is not practical within the constraints of
timeliness or cost to reliably measure its fair value.

The carrying amount of the long-term debt approximates its fair value because the interest
rates approximate the market rate.
Liquidity risk:

The company’s objective is to have sufficient liquidity to meet its liabilities when due. The
company monitors its cash balance and cash flows generated from operations to meet its
requirements.
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18.

19.

20.

Financial instruments and risk management (continued):
(c) Credit risk:

Financial assets held by the company expose it to credit risk. As at December 31, 2010, the
company'’s financial instruments that are exposed to concentration of credit risk consist
primarily of cash. The company maintains cash and investment with Canadian chartered
banks in excess of federally insured limits and is exposed to the credit risk from this
concentration of cash.

Financial assets are exposed to credit risk as a result of the counter-party defaulting on its
obligations. However, the company has a large number of diverse customers minimizing
concentration of credit risk. The company requires customers to provide security deposits
subject to OEB regulations.

(d) Interest risk:

The company utilizes an interest rate swap contract to manage the risk associated with
fluctuations in interest rates. The company’s policy is not to utilize financial instruments for
trading or speculative purposes. The interest rate swap contract is used to reduce the impact
of fluctuating interest rates on the company’s long-term debt. The swap agreement requires
the periodic exchange of payments without the exchange of the national principal amount on
which the payments are based. Payments and receipts under interest rate swap contracts
are recognized as adjustments to interest expense on long-term debt

Capital management:

The company defines capital as its shareholders’ equity and promissory note. Management's
objective is to optimize the return to the shareholders while supporting and fostering the future
growth of the company. There were no changes to the company’s approach to capital
management during the year.

In order to manage capital, the company regularly identifies and assesses risks that threaten the
ability to meet the company’s capital management objectives, and determines the appropriate
strategy to mitigate these risks.

The company has customary covenants associated with its long-term debt. The company is not
in compliance with its TD Commercial Banking credit facility covenants.

The company is required to maintain a minimum debt service coverage ratio of not less that 1.1:1
and a tangible net worth of not less than $1,000,000. This ratio was violated at December 31,
2010, however the bank has issued a waiver of compliance as outlined in Note 8.

Comparative figures:

Certain comparative figures have been reclassified to conform with the financial statement
presentation adopted in the current year.
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INDEPENDENT AUDITORS' REPORT

To the Board of Directors of
Niagara West Transformation Corporation:

We have audited the accompanying financial statements of Niagara West Transformation
Corporation, which comprise the balance sheet as at December 31, 2010 and the statements of loss
and deficit and of 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.

Auditors' 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 auditors' 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.

Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position of
the company as at December 31, 2010 and its financial performance and its cash flows for the year
then ended in accordance with Canadian generally accepted accounting principles.

Duamwond Gorwo  Bandeweld ¢ Compomy LAP

Durward Jones Barkwell & Company LLP
Licensed Public Accountants

May 30, 2011 Big enough to know B

SMALL ENOUGH TO CARE

FORT ERIE - GRIMSBY HAMILTON - NIAGARA FALLS - ST. CATHARINES - STONEY CREEK -  WELLAND



NIAGARA WEST TRANSFORMATION CORPORATION ”
STATEMENT OF LOSS AND DEFICIT
YEAR ENDED DECEMBER 31, 2010

B

2010 009
REVENUE
Transformer connection charges $ 681,252 $ 634,964
Other revenue 3,099 3,405
684,351 638,369
EXPENSES
Administration 238,396 131,686
Depreciation 180,794 180,794
Interest 353,996 117,116
773,186 429,596
INCOME (L.OSS) BEFORE PAYMENT IN LIEU OF TAXES (88,835) 208,773
FUTURE PAYMENT IN LIEU OF TAXES (RECOVERED) (Note 5) {25,000) 55,000
NET INCOME (LOSS) (63,835) 153,773
DEFICIT, BEGINNING OF YEAR (1,146,348) (1,300,121)

DEFICITi END OF YEAR $$1i210i183z $$1,146,348=

DURWARD JONES BARKWELL & COMPANY LLP Chartered Accountants



NIAGARA WEST TRANSFORMATION CORPORATION ¥

BALANCE SHEET
DECEMBER 31, 2010

2010 2009
ASSETS
Current assets
Cash $ 158,287 $ 326,468
Accounts receivable 124,755 57,715
Prepaid expenses 43,182 94
326,224 384,277
Property and equipment {Note 2) 6,337,722 6,518,516

$ 6i663i946 $ 6,902,793

LIABILITIES
Current liabilities
Accounts payable and accrued charges (Note 3) $ 309,029 $ 261,041
Current portion of term loan 214,000 198,000
523,029 459,041
Term loan (Note 4) 4,802,000 5,016,000
Future payment in lieu of taxes (Note 5) 149,000 174,000

Commitments (Note 6)

5,474,029 5,649,041

SHAREHOLDERS' EQUITY
Share capital

Authorized
Unlimited common shares
Unlimited Class A special shares, non-voting, redeemable at
$10,000 per share

Issued
100 common shares 100 100
240 Class A special shares 2,400,000 2,400,000
2,400,100 2,400,100
Deficit {1,210,183) (1,146,348)

1,189,917 1,253,752

$ 6,663,946 $ 6,902,793

Approved by the Board:

............................................................. Director e eeeteteeeesreiieriiiniiiiiiiiiiaeineneeen.... Director

DURWARD JONES BARKWELL & COMPANY LLP Chartered Accountants



NIAGARA WEST TRANSFORMATION CORPORATION ®
STATEMENT OF CASH FLOWS
YEAR ENDED DECEMBER 31, 2010

2010 2009
OPERATING ACTIVITIES
Net income (loss) $ (63,835) $ 153,773
items not affecting cash
Depreciation 180,794 180,794
Change in unrealized difference on fair market value adjustment of
interest rate swap 24,321 (216,929)
Future payment in lieu of taxes (25,000) 55,000
116,280 172,638
Changes in non-cash operating assets and liabilities
Accounts receivable {67,040) 10,199
Prepaid expenses (43,088) 1,484
Accounts payable and accrued charges 23,667 28,635
29,819 212,956
FINANCING ACTIVITY
Repayment of term loan (198,000) (183,000)
INCREASE (DECREASE) IN CASH (168,181) 29,956
CASH, BEGINNING OF YEAR 326,468 296,512
CASH, END OF YEAR $ 158,287 $ 326,468

—

During the year, interest in the amount of $329,675 (2009 - $334,045) was paid.

DURWARD JONES BARKWELL & COMPANY LLP Chartered Accountants
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1. SIGNIFICANT ACCOUNTING POLICIES AND GENERAL INFORMATION

Nature of business
The Company is subject to the provisions of the Ontario Business Corporations Act and provides hydro
transformation services to Grimsby Power Inc. and Niagara Peninsula Energy Inc.

Property and equipment

Property and equipment are stated at cost. Depreciation is recorded on a straight-line basis over the estimated
life of the assets as stated in Note 2. Depreciation is recorded at one half of the normal rates in the year of
acquisition.

Revenue recognition
Revenue from the transformation of electricity is recorded on the basis of peak demand for the month and is
recognized when the peak demand has occurred. Other revenue is recognized as earned.

Rate regulation

The Company is regulated by the Ontario Energy Board ("OEB"), under the security granted by the Ontario
Energy Board Act (1998). The OEB has the power and responsibility to approve or fix rates for the transformer
connection fees that the Company charges. The OEB may also prescribe license requirements and conditions
of service which may include, among other things, record keeping, regulatory accounting principles, separation
of accounts for distinct businesses, and filing and process requirements for rate setting purposes. In its
capacity to approve or set rates, the OEB has the authority to specify regulatory accounting treatments that
may differ from Canadian generally accepted accounting principles for enterprises operating in a non-rate
regulated environment.

The Company has a Transmission Licence from the OEB stating that the Company owns a transmission
station connected to Hydro One Networks Inc. that provides power to the service areas of licensed distributors
Niagara Peninsula Energy Inc. and Grimsby Power Inc. The Decision and Order are dated December 24, 2010
and expire December 23, 2030.

Financial instruments
The Company has classified its financial instruments as follows:

Cash Held-for-trading
Accounts receivable Loans and receivables
Accounts payable and accrued charges Other liabilities
Interest rate swap Held-for-trading

Term loan Other liabilities

Financial assets and liabilities classified as held-for-trading are measured at fair value with the change in fair
value recorded in the statement of income or loss and deficit. At December 31, 2010, the Company reported a
loss of $24,321 as a result of the change in value of its interest rate swap which has been included in interest
on long-term debt. Financial assets classified as loans and receivables and financial liabilities classified as
other liabilities are measured at amortized costs using the effective interest method.

DURWARD JONES BARKWELL & COMPANY LLP Chartered Accountants
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NOTES TO THE FINANCIAL STATEMENTS
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|

1. SIGNIFICANT ACCOUNTING POLICIES AND GENERAL INFORMATION (continued)

Use of estimates

The preparation of financial statements in accordance with Canadian generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities at the date of the financial statements, and the reported amounts of revenues and expenses during
the reporting period. Actual results could differ from management's best estimates, as additional information
becomes available in the future. Significant estimates and assumptions are used when accounting for items
such as the determination of an impairment of long-lived assets, useful lives of building and equipment, fair
market value of the interest rate swap, revenue recognition and future payment in lieu of taxes.

2. PROPERTY AND EQUIPMENT

2010 2009
Annual Assets
Depreciation at Accumulated Net Book Net Book
Rates Cost Depreciation Value Value
Land - $ 149992  $ - $ 149,992  $ 149,992
Building S.L. 50 yrs. 1,224,419 171,419 1,053,000 1,077,488
Machinery and equipment S.L. 40 yrs. 6,252,217 1,117,487 5,134,730 5,291,036

$ 7i626i628 $ 1,288,906  $ 6i337i722 $ 6,518,516

3. ACCOUNTS PAYABLE AND ACCRUED CHARGES

2010 2009
Trade accounts payable $ 36522 $ 31424
Goods and Services Tax = 5,642
Harmonized Sales Tax 23,692 -
Employee payroll deductions payable 519 -
Unrealized difference on fair market value adjustment of interest rate swap 248,296 223,975

$ 309i029 $ 261,041

DURWARD JONES BARKWELL & COMPANY LLP Chartered Accountants
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NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2010

4. TERMLOAN

The term loan is a variable rate loan issued as bankers acceptances and is due March 9, 2012. The loan is
secured by a general security agreement, an assignment of fire and liability insurance and by general security
agreements and limited guarantees from the shareholders, Peninsula West Power Inc. and Niagara Power
Inc., in the amount of $3,250,000 each. The Company has entered into a swap transaction for the full amount
of the debt, the effect of which is to fix the interest rate of the loan at 5.6% until January 31, 2025.

The fair value of the interest rate swap agreement is based on discounted future cash flows of amounts
estimated by the Company's bank of the cost or benefit of the swap contracts until the end of the term of the
loan . At December 31, 2010, the interest rate swap agreement was in a net unfavourable position of $248,296
(2009 - $223,975). This unfavourable amount has been included in accounts payable and accrued charges as
noted above. The current year impact of the change in the fair value of the interest rate swap amounted to
$24,321 and is included in interest on long-term debt expense.

2010 2009
Term loan - as described above $ 5,016,000 0 $ 5,214,000
Less principal due within one year 214,000 198,000

$ 4i802i000 $ 5,016,000

The Company has agreed to certain covenants with respect to this loan, including a minimum debt service
coverage ratio. As at December 31, 2010, the Company was not in compliance with this particular covenant.
Subsequent to year end, the bank waived its compliance of the covenant violation and indicated its intention to
not demand or accelerate payment of the loan during 2011.

The principal amounts due over the next five years assuming the term loan is renewed under similar terms and
conditions are as follows:

2011 $ 214,000
2012 228,000
2013 246,000
2014 265,000
2015 281,000

$ 1,234,000
E——

DURWARD JONES BARKWELL & COMPANY LLP Chartered Accountants
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NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2010

5. FUTURE PAYMENT IN LIEU OF TAXES

The Company is currently exempt from taxes under the Income Tax Act (Canada) and the Ontario
Corporations Tax Act. Pursuant to the Electricity Act, 1998 (Ontario), the Company is required to compute
taxes under the Income Tax Act and Ontario Corporations Tax Act and remit such amounts computed
thereunder to the Ministry of Finance (Ontario).

Future payment in lieu of taxes relate to claiming capital cost allowance for tax purposes in excess of
depreciation charged in the financial statements less the benefit of non-capital losses carried forward. The
Company has Provincial non-capital losses in the amount of approximately $625,947 available for carry forward
to reduce future years' payments in lieu of taxes which begin to expire as follows:

December 31, 2015 $ 22211
2026 - 157,321
2028 128,090
2030 118,425

$ 625947
I

6. COMMITMENTS
(i) Maintenance agreement

In June 2009, the Company entered into an agreement with Rondar Inc. for the regular maintenance on its

equipment from 2009 to 2013. Under this agreement, the Company will incur total maintenance costs over the
next three years as follows:

2011 $ 25917
2012 3,890
2013 3,938

3 33,745
]
(i) Service agreement

Effective September 3, 2009, the Company entered into a service contract with Niagara Peninsula Energy Inc.,
a related party as described in Note 7, to perform regular monthly inspections, maintenance and building and

yard cleaning. The estimated annual cost of these services is approximately $12,100. The term of the
agreement expires September 3, 2011.

DURWARD JONES BARKWELL & COMPANY LLP Chartered Accountants



NIAGARA WEST TRANSFORMATION CORPORATION  ”
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2010

7. RELATED PARTIES

The Company is controlled under common ownership by Peninsula West Power Inc. and Niagara Power Inc.
Peninsula West Power Inc. holds an investment in Niagara Peninsula Energy Inc. and Niagara Power Inc. is
the parent company of Grimsby Power Inc.

During the year, the Company recorded transformer connection charges of $300,740 (2009 - $265,409) and
$380,512 (2009 - $369,555) from Niagara Peninsula Energy Inc. and Grimsby Power Inc. respectively.

At December 31, 2010, included in accounts receivable were amounts due from Niagara Peninsula Energy Inc.
and Grimsby Power Inc. in the amounts of $53,938 (2009 - $24,415) and $69,667 (2009 - $32,149)
respectively.

During the year, the Company incurred $14,303 in maintenance costs related to its service agreement with
Niagara Peninsula Energy inc. At December 31, 2010 trade accounts payable included $9,080 due to Niagara
Peninsula Energy Inc.

All transactions are measured at the exchange amount, are under similar terms with non-related parties and
are in the normal course of business.

8. CAPITAL MANAGEMENT

The Company defines capital as the aggregate of its share capital and deficit. Management's objective is to
optimize the return to the shareholders while supporting and fostering the future growth of the Company.
During the 2010 fiscal year the Company's strategy, which was unchanged from the 2009 fiscal year, was to
meet or exceed its TD Commercial Banking credit facility covenants. The Company is required to maintain a
minimum debt service coverage ratio of not less than 1.1:1 and a tangible net worth of not less than
$1,000,000. In addition, the guarantors are required to maintain a minimum level of 85% regulated earnings
before interest, taxes, depreciation and amortization. The debt service coverage ratio covenant was violated at
December 31, 2010 however the bank has indicated its intention to issue a waiver of compliance as outlined in
Note 4. '

DURWARD JONES BARKWELL & COMPANY LLP Chartered Accountants
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NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2010

|
9. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT
a) Fairvalues

The fair values of cash, accounts receivable, and accounts payable and accrued charges are assumed to
approximate their carrying amounts because of their short term to maturity. The carrying amount of the term
loan approximates its fair value because the interest rate approximates the market rate.

b) Derivative financial instrument

The Company utilizes an interest rate swap contract to manage the risk associated with fluctuations in interest
rates. The Company's policy is not to utilize financial instruments for trading or speculative purposes. The
interest rate swap contract is used to reduce the impact of fluctuating interest rates on the Company's long-
term debt. The swap agreement requires the periodic exchange of payments without the exchange of the
notional principal amount on which the payments are based. Payments and receipts under interest rate swap
contracts are recognized as adjustments to interest expense on long-term debt.

c) Risk management

In the normal course of business, the Company is exposed to financial risks that may potentially impact its
operating results. The Company employs risk management strategies with a view to mitigating these risks on a
cost effective basis.

i) Liquidity risk

Liquidity is the risk that the Company will not be able to meet its financial obligations as they fall due.
The Company monitors collection efforts to ensure sufficient cash flows are generated from operations
to meet the current debt obligations. The Company expects that cash flow from operations in fiscal
2011 will be adequate to fund on-going investment in working capital and capital expenditures.

ii) Credit risk
The Company had a significant exposure of sales to two customers during the year. As at December
31, 2010 the Company had accounts receivable totaling $124,755 of which $123,605 or 99% related to
two customers. This amount is current and management monitors collections on a regular basis and is
not aware of any collection issues related to these accounts.

ii) Other risks

The Company is not exposed to significant currency risk on its financial instruments.

DURWARD JONES BARKWELL & COMPANY LLP Chartered Accountants
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INDEPENDENT AUDITORS' REPORT

To the Board of Directors of
Niagara West Transformation Corporation:

We have audited the accompanying financial statements of Niagara West Transformation Corporation, which
comprise the balance sheet as at December 31, 2011 and the statements of loss and deficit for the year then
ended, and a summary of significant accounting policies and other explanatory information.

Management's Responsibility for 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.

Auditors' 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 ameunts and disclosures in the
financial statements. The procedures selected depend on the auditors' 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 contrel relevant to the entity's preparation and fair
presentation of the financial statements in order to design audit procedurss 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.

Opinign

In our opinion, the financial statements present fairly, in all material respects, the financial position of Niagara
West Transformation Corporation as at December 31, 2011, and the results of its operations and its cash
flows for the year then ended in accordance with Canadian generally accepted accounting principles.

DWW\ASW Bar\kwdﬂE:COﬂwmm@

Durward Jones Barkwell & Company LLP
Licensed Public Accountants
May 31, 2012
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NIAGARA WEST TRANSFORMATION CORPORATION

STATEMENT OF LOSS AND DEFICIT
YEAR ENDED DECEMBER 31, 2011

2011 2010
{Restated)
(Note 2)
REVENUE oo
Transformer connection charges $ 740,984 % 681,252
Other revenue " 1,615 3,099
742,599 684,351
EXPENSES o |
Administration 262,288 238,396 ‘
Depreciation 180,891 180,724 |
Interest 312,126 329,675
755,305 748,865
LOSS FROM OPERATIONS (12,706) (64,514) _
LOSS ON CHANGE IN FAIR VALUE OF INTEREST RATE
SWAP AGREEMENT - (348,672) {127,407)
NET LOSS (361,378) (191,921) i
DEFICIT, BEGINNING OF YEAR : o
As previocusly stated {1,210,183):  (1,146,348) I
Adjustment to fair value of interest rate swap agreement (Note 2) (428,519) (300,433) i

~ (1,638,702) (1,446,781)

DEFICITi END OF YEAR $s2i000i080! $:1,638,702=

DURWARD JONES BARKWELL & COMPANY LLP Chartered Accountanls
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NIAGARA WEST TRANSFORMATION CORPORATION

BALANCE SHEET
DECEMBER 31, 2011

2011 2010
(Restated)
{Note 2)
ASSETS
Current assels
Cash $ 117,101 $ 158,287
Accounts receivable 97,379 124,755
Prepaid expenses 20,847 43,182
235,327 - 326,224
Property and equipment {Note 3) 6,188,597 6,337,723

$ 6,423,924  § 6,663,947
... ]

LIABILITIES

Current liabilities .
Accounts payable and accrued charges (Note 4) $ 47417  $ 80,734
Unrealized loss on fair value of interest rate swap agreement 1,174,487 825,815
Current portion of term loan 228,000 214,000

1,449,804 1,100,549

Term loan (Note 5) 4,574,000 4,802,000

6,023,904 : 5,902,549

SHAREHOLDERS' EQUITY

Share capital
Authorized
Unlimited common shares
Unlimited Class A special shares, non-voting, redeemable at
$10,000 per share

issued - '
100 common shares : 100 100
240 Class A special shares 2,400,000 ' 2,400,000
2,400,100 2,400,100
Deficit (2,000,080} (1,638,702)

400,020 761,398

$ 6,423,924  §$ 6,663,947

Approved by the Board:

.......................................................... ... Director e e DIFECTOT

DURWARD JONES BARKWELL & COMPANY LLP Charterad Accountants




NIAGARA WEST TRANSFORMATION CORPORATION

STATEMENT OF CASH FL.LOWS
YEAR ENDED DECEMBER 31, 2011

2011 010
(Restated)
{Note2)
OPERATING ACTIVITIES _
Net loss $ (361,378) § (191,921)
ltems not affecting cash _ '
Depreciation 180,891 180,794
Loss on change in fair value of interest rate swap agreement - 348,672 127,407
168,185 116,280
Changes in non-cash operating assets and liabilities
Accounts receivable 27,376 (67,040
Prepaid expenses 22,335 {43,088)
Accounts payable and accrued charges {13,317} 23,667
204,579 29,819
INVESTING ACTIVITY
Purchase of property and equipment {31,765)
FINANCING ACTIVITY
Repayment of term loan {21 4,__()0(_)) {198,000)
DECREASE IN CASH ' {41,186) {168,181)
CASH, BEGINNING OF YEAR ' 158,287 326,468

CASH, END OF YEAR $ 117101 . § 158,287
]

During the year, interest in the amount of $312,126 (2010 - $329,675) was paid.

DURWARD JONES BARKWELL & COMPANY LLP Chartersd Accountants
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NIAGARA WEST TRANSFORMATION CORPORATION

NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2011

L
1.  SIGNIFICANT ACCOUNTING POLICIES AND GENERAL INFORMATION

Nature of business
The Company is subject to the provisions of the Ontaric Businaess Corporations Act and provides hydro
transformation services to Grimsby Power Inc. and Niagara Peninsula Energy Inc.

Property and equipment

Property and eguipment are stated at cost. Depreciation is recorded on a straight-line basis over the
esiimated life of the assets as stated in Note 3. Depreciation is reccrded at one half of the normal rates in the
year of acquisition.

Revenue recognition
Revenue from the transformation of electricity is recorded on the basis of peak demand for the month and is
recoghized when the peak demand has occurred. Other revenus is recognized as sarned.

Rale regulation

The Company is regulated by the Ontario Energy Board ("OEB"), under the security granted by the Ontario
Energy Board Act (1998). The OEB has the power and responsibility to approve or fix rates for the
transformer connection fees that the Company charges. The OEB may also prescribe license requirements
and conditions of service which may include, among other things, record keeping, regulatory accounting
principles, separation of accounts for distinct businesses, and filing and process requirements for rate setting
purposes. In its capacity to approve or set rates, the OEB has the authority to specify regulatory accounting
treatments that may differ from Canadian generally accepted accounting principles for enterprises operating in
a non-rate regulated environment.

The Company has a Transmission Licence from the OEB stating that the Company owns a transmission
station connected to Hydro One Networks Inc. that provides power to the service areas of licensed distributors
Niagara Peninsula Energy Inc. and Grimsby Power Inc. The Decision and Order are dated December 24,
2010 and expire December 23, 2030.

Financial instruments
The Company has classified its financial instruments as follows:

Cash Held-for-trading
Accounts receivable Loans and receivables
Accounts payable and accrued charges Other liahilities
Interest rate swap agreement Held-for-trading

Term loan Other liabilities

Financial assets and liabilities classified as held-for-trading are measured at fair value with the change in fair
value recorded in the statement of income or loss. Financial assets classified as loans and receivables and
financial liabilities classified as other liabilities are measured at amortized costs using the effective interest
method.

Use of estimates

The preparation of financial statements in accordance with Canadian generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities at the date of the financial statements, and the reported amounts of revenues and expenses during
the reporting period. Actual results could differ from management's best estimates, as additional information
becomes available in the future. Significant estimates and assumptions are used when accounting for items
such as the determination of an impairment of long-lived assets, useful lives of building and equipment, fair
value of the interest rate swap agreement and revenue recognition.

PURWARD JONES BARKWELL & COMPANY LLP Chartered Accountants
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NIAGARA WEST TRANSFORMATION CORPORATION

NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2011

L
2. ADJUSTMENT TO FAIR VALUE OF INTEREST RATE SWAP AGREEMENT

During the year, it was determined that the unrealized loss on fair value of the interest rate swap agreement
had been understated in prior years and therefore the comparative figures have been restated for this
difference along with the related effect an the future payment in lieu of taxes. As a result, the 2010 opening
deficit has been increased by $300,433 relating to an increase in the unrealized loss on fair value of the
interest rate swap agreement in the amount of $474,433 and a decrease in the future payment in lieu of taxes
liability in the amount of $174,000. The 2010 comparative statement of loss reflects an increase in the loss on
change in fair value of the interest rate swap agreement in the amount of $103,086 and a reduction to the
recovery of future payment in lisu of taxes in the amount of $25,000 for a net effect on net loss of $128,086.
The 2010 comparative balance shest has been adjusted to increase the unrealized loss on fair value of the
interest rate swap agreement in the amount of $577,519 and to remove the future payment in lieu of taxes
liability in the amount of $149,000.

3. PROPERTY AND EQUIPMENT

2011 2010
Annual - Assets ‘
Depreciation at Accumulated  Net Book Net Book
Rates Cost Depreciation Value : Value
Land - $ 149,992 § - '$ 149,992 § 149,992
Building S.L. 50 yrs. 1,256,185 196,225 1,059,960 1,053,000
Machinery and equipment S.L. 40 yrs. 6,252,217 1,273,572 4,978,645 5,134,731

$ 7,658,394 $ 1,469,797 $6 188,597. $ 6,337,723

4. ACCOUNTS PAYABLE AND ACCRUED CHARGES

2011 2010
Trade accounts payable $ 12,734 § 27,042
Harmonized Sales Tax ' 24,683 23,692
Accrued charges 10,000 10,000

$ 47417 $ 60734
. - . - |

DURWARD JONES BARKWELL & COMPANY LLP Charlered Accountants
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NIAGARA WEST TRANSFORMATION CORPORATION

NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2011

D
5. TERM LOAN

The term loan is a variable rate loan issued as bankers acceptances and is due March 8, 2012. The loan is
secured by a general security agreement, an assignment of fire and liability insurance and by general security
agreements and limited guarantees from the shareholders, Peninsula West Power Inc. and Niagara Power
Inc., in the amount of $3,250,000 each. The Company has entered into a swap transacticn for the full amount
of the debt, the effect of which is to fix the interest rate of the loan at 5.6% until January 31, 2025.

The fair value of the interest rate swap agreement is based on discounted future cash flows of amounts
estimated by the Company's bank of the cost or benefit of the swap centracts until the end of the term of the
loan. At December 31, 2011, the interest rate swap agreement was in a net unfavourable position of
$1,174,487 (2010 - $825,815). This unfavourable amount has been included as a current liability and the
impact of the change in the fair value of the interest rate swap agreement, in the amount of $348,672, is
included in net loss.

2011 2010
Term loan - as described above $ 4,802,000 $ 5,016,000
Less principal due within one year 228,000 214,000
$ 4i574i000 $ 4,802,000

The Company has agreed to certain covenants with respect to this loan and as at December 31, 2011 was not
in compliance with certain covenants. Subsequent to year end, the bank renewed the loan under the same
terms for an additional five year term thus indicating its intention to not demand or accelerate payment of the
loan during 2012.

The principal amounts due over the next five years are as follows;

2012 $ 228,000
2013 246,000
2014 \ 265,000
2015 281,000
2016 303,000

$ 1,323,000
]

DURWARD JONES BARKWELL & COMPANY LLP Chartered Accountants
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NIAGARA WEST TRANSFORMATION CORPORATION

NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2011

A S S
6. FUTURE PAYMENT IN LIEU OF TAXES

The Company is currently exempt from taxes under the Income Tax Act {Canada) and the Ontario
Corporations Tax Act. Pursuant to the Electricity Act, 1998 (Ontario), the Company is required to compute
taxes under the Income Tax Act and Ontario Corporations Tax Act and remit such amounts computed
thereunder to the Minisiry of Finance (Ontario).

The Company has Provincial non-capital losses in the amount of approximately $661,318 available for carry
forward to reduce future years' payments in lieu of taxes which expire as follows:

December 31, 2015 $ 222,111
2026 157,321
2028 128,090
2030 118,425
2031 35,371

$ 661,318
I——

The benefit of these losses carried forward have not been reflected in these financial statements.

7. RELATED PARTIES

The Company is controlled under common ownership by Peninsula West Power [nc. and Niagara Power Inc.
Peninsula West Power Inc. holds an investment in Niagara Peninsula Energy Inc. and Niagara Power Inc. is
the parent company of Grimsby Power Inc. :

During the year, the Company recorded transformer connection charges of $325,908 (2010 - $300,740) and
$415,076 (2010 - $380,512) from Niagara Peninsula Energy Inc. and Grimsby Power Inc. respectively.

Al December 31, 2011, included in accounts receivable were amounis due from Niagara Peninsula Energy
Inc. and Grimsby Power Inc. in the amounts of $59,862 (2010 - $53,938) and $36,367 (2010 - $69,667)
respectively.

During the year, the Company incurred $8,727 (2010 - $14,303) in maintenance costs related to a service
agreement with Niagara Peninsula Energy Inc. At December 31, 2011 trade accounts payabie included
$2,689 (2010 - $9,080) due to Niagara Peninsula Energy Inc.

All transactions are measured at the exchange amount, are under similar terms with non-related parties and
are in the normal course of business.

8. CAPITAL MANAGEMENT

The Company defines capital as the aggregate of its share capital and deficit. Management's ohjective is to
optimize the return to the shareholders while supporting and fostering the future growth of the Company.
During the 2011 fiscal year the Company's strategy, which was unchanged from the 2010 fiscal year, was to
meet or exceed its TD Commercial Banking credit facility covenants. The Company is required to maintain a
minimum debt service coverage ratio of not less than 1.1:1 and a tangible net worih of not less than
$1,000,000. In addition, the guarantors are required to maintain a minimum level of 85% regulated earnings
before interest, taxes, depreciation and amortization. At December 31, 2011 certain of these covenants were
violated.

DURWARD JONES BARKWELL & COMPANY LLP Chartered Accountants
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NIAGARA WEST TRANSFORMATION CORPORATION

NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2011

L |
9. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT
a) Fairvalues

The fair values of cash, accounts receivable, and accounts payable and accrued charges are assumed to
approximate their carrying amounts because of their short term to maturity. The carrying amount of the term
loan approximates its fair value because the interest rate approximaies the market rate.

b) Derivative financial instrument

The Company utilizes an interest rate swap contract to manage the risk associated with fluctuations in interest
rates. The Company's policy is not to utilize financial instruments for trading or speculative purposes. The
interast rate swap contract Is used to reduce the impact of fluctuating interest rates on the Company's long-
term debt. The swap agreement requires the periodic exchange of payments without the exchange of the
hotional principal amount on which the payments are based. Payments and receipts under interest rate swap
contracts are recognized as adjustments to interest expense on long-term debt.

c) Risk management
in the normal course of business, the Company is exposed to financial risks that may potentially impact its
operating results. The Company employs risk management strategies with a view to mitigating these risks on
a cost effective basis.
i) Ligquidity risk
Liguidity is the risk that the Company will not be able to meet its financial obligations as they fall due.
The Company monitors collection efforts to ensure sufficient cash flows are generated from operations
to meet the current debt obligations. The Company expects that cash flow from operations in fiscal
2012 will be adequate to fund on-going investment in working capital and capital expenditures.
iy Credit risk
The Company had a significant exposure of sales to two customers during the year. As at December
31, 2011, all of the Company's accounts receivable related to two customers. This amount is current
and management monitors collecticns on a regular basis and is not aware of any collection issues
related to these accounts.
iii) Other risks

The Company is not exposed to significant currency risk on its financial instruments.

DURWARD JONES BARKWELL & COMPANY LLP Chartered Accountants
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INDEPENDENT AUDITORS' REPORT

To the Shareholders of
Peninsula West Power Inc.

We have audited the accompanying consolidated financial statements of Peninsula West Power
Inc. and its subsidiary, which comprise the consolidated balance sheet as at December 31, 2010,
and the consolidated statements of operations, retained earnings and cash flows for the year then
ended, and a summary of significant accounting policies and other explanatory information.

Management's Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated 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 consolidated
financial statements that are free from material misstatement, whether due to fraud or error.

Auditors' Responsibility

Our responsibility is to express an opinion on these consolidated 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 consolidated financial statements are free from
material misstatement,

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the consolidated financial statements. The procedures selected depend on the
auditors’ judgment, including the assessment of the risks of material misstatement of the
consolidated financial statements, whether due to fraud or error. In making those risk assessments,
the auditors consider internal control relevant to the entity's preparation and fair presentation of the
consolidated 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 consolidated financial statements.
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We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.

Opinion

In our opinion, the consolidated financial statements present fairly, in all material respects, the
financial position of Peninsula West Power Inc. and its subsidiary as at December 31, 2010, and
the results of their operations and their cash flows for the year then ended in accordance with

Canadian generally accepted accounting principles.

J
Niagara Falls, Ontario

June 16, 2011 CRAWFORD, SMITH AND SWALLOW
CHARTERED ACCOUNTANTS LLP

LICENSED PUBLIC ACCOUNTANTS



PENINSULA WEST POWER INC.

CONSOLIDATED BALANCE SHEET
December 31, 2010

89

Assets - notes 4 and 10 2010 2009
3 $
Current Assets
Cash 762,030 725,298
Accounts receivable 120,216 104,251
Unbilled revenue 11,762 12,414
Payment in lieu of income taxes recoverable 21,268 1,372
inventory 930 784
Prepaid expenses 22,671 1,127
938,827 845,244
Property and Equipment - note 3 3,226,888 3,316,380
Investment - note 2 32,706,338 32,187,719
36,872,153 36,349,343
Liahilities and Shareholders' Equity
Current Liabilities
Accounts payable and accrued liahilities 182,553 154,595
Current portion of long-term debt - note 4 107,000 99,000
289,553 253,595
Long-Term Debt - note 4 2,401,000 2,508,000
Future Payments in Lieu of Taxes 4,603,949 4 502,504
7,294,502 7,264,099
Contingent Liability - note 10
Shareholders' Equity -
Share capital - note 5 12,615,708 12,515,708
Retained earnings 17,061,943 16,560,536
29,577,651 20,085,244
36,872,153 36,349,343

Signed on behalf of the Board:

Director

Director

See accompanying riotes
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PENINSULA WEST POWER INC.

CONSOLIDATED STATEMENT OF RETAINED EARNINGS
for the year ended December 31, 2010

2010 2009
$ %
Retained Earnings, Beginning of Year 16,569,536 15,489,327
Net Income for the Year 616,543 1,154,060
Dividends {78,259) 0
Refundable Payments-in-lieu of Income Taxes 23,255 0
Future Payments-in-lieu of Income Taxes Refundable (69,132) {73,851)
Retained Earnings, End of Year 17,061,943 16,569,536

See accompanying notes



PENINSULA WEST POWER INC.

CONSOLIDATED STATEMENT OF OPERATIONS

for the year ended December 31, 2010

91

2010 2009
‘ 3 $
Revenue
Service revenue 544,612 585,950
Other Revenue 13,527 27,850
558,139 613,800
Expenses
Operation and maintenance 105,495 170,895
Administraticn and general 165,215 105,980
Depreciation 104,663 101,767
Interest on long-term debt 176,998 58,558
542,371 437,200
Net Income before Undernoted ltems 15,768 176,600
Other ltems
Soil remediation expense {6,330) 0
Gain on disposal of Enerconnect Inc. 5,535 0
Gain on investment - Niagara Peninsula Energy Inc. 546,119 681,519
645,324 681,519
Net Income hefore Payments In Lieu of Income Taxes 661,092 858,119
Payments in Lieu of Income Taxes
Current 12,237 13,199
Future 32,312 (309,140)
44,549 {205,941)
Net income for the Year 616,543 1,154,060

See accompanying notes



PENINSULA WEST POWER INC.

CONSOLIDATED STATEMENT OF CASH FLOWS
for the year ended December 31, 2010

92

2010 2009
$ $
Cash Provided By (Used In):
Operations
Net Income for the year 616,543 1,154,060
Items not involving cash
Depreciation 104,663 101,767
Future payments in lieu of taxes 32,312 {309,140)
Change in fair value of interest swap raie 12,160 {108,465)
Gain on Investment - Niagara Peninsula Energy Inc. (646,119) (681,5619)
Gain on disposal of Enerconnect Inc. {6,535) 0
114,024 156,703
Changes in non-cash working capital compenents - note 6 (a) {41,150) 10,111
72,874 166,814
Investments
Dividend from investment 127,500 127,500
Additions to property and eguipment - net {16,171) (13,828)
Proceeds on sale of Enerconnect Investment 5,535 0
117,864 113,674
Financing
Dividends paid {78,259) 0
Refundable Payments-in-lieu of Corporate Income Taxes 23,255 0
Long-term bank loan {99,000) (91,500)
(154,004) (91,500)
increase in Cash Position 36,734 188,988
Cash Position, Beginning of Year 725,296 536,308
Cash Position, End of Year 762,030 725,296

See accompanying notes
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PENINSULA WEST POWER INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
for the year ended December 31, 2010

On October 25, 2000, Peninsula West Power Inc. (the "Corporation™) was incorporated under the Business
Corporations Act with net assets contributed from the predecessor hydro-electric commissions, in
accordance with the Electricity Act, 1998 (Ontario) ("the EA"). The Corporation provides transformation
services as well as water heaters, sentinel lights and related services to its customers.

1. Significant Accounting Policies

The financial statements are prepared in accordance with Canadian generally accepted accounting
principles. Significant accounting policies are as follows;

Basis of consolidation
The consolidated financial statements reflect the accounts of Peninsula West Power inc.
its wholly owned subsidiary, Peninsula West Services Ltd. and its 50% share of the joint venture
Niagara West Transformation Corporation. The Corporation also has a 25.5% share in Niagara
Peninsula Energy Inc. which is accounted for using the equity method. All significant inter-company
balances and transactions have been eliminated.

Revenue
Transformer connection charges are recorded monthly cn the basis of peak demand for the month.
Revenue is recognized when the peak demand for the month has occurred. Other revenue is
recognized as earned.

Equipment rental revenue is recorded in the period to which it relates. Revenue is accrued from the
last billing date to the end of the year.

Rate regulation
The Company is regulated by the Ontario Energy Board ("OEB"), under the authority granted
by the Ontario Energy Board Act (1988). The OEB has the power and responsibility to approve
or fix rates for the transformation and distribution of electricity, providing continued rate protection
for electricity consumers, and ensuring the transformation and distribution companies fulfill
obligations to connect and service customers. The OEB may prescribe license regquirements and
conditions of service to electricity distributors which may include, among other things, record
keeping, regulatory accounting principles, separation of accounts for distinct businesses, and
filing and process requirements for rate setting purposes. In its capacity to approve or set rates,
the OEB has the authority to specify regulatory accounting treatments that may differ from
Canadian generally accepted accounting principles for enterprises operating in a non-rate regulated
environment.

The joint venture, Niagara West Transformation Corporation has a Transformation License

from the OEB stating that Niagara West Transformation Corporation owns a transmission

station connected to Hydro One Networks Inc. that provides power to the service areas of licensed
distributors Niagara Peninsula Energy Inc. and Grimsby Power Inc. The Decision and Order are
dated December 24, 2010 and expire December 23, 2030.

Inventory :
Inventory is valued at the lower of weighted average cost and net realizable value.



94

PENINSULA WEST POWER INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
for the year ended December 31, 2010

1. Significant Accounting Policies - continued

Fixed assets and depreciation
Fixed assets are stated at acquisition cost. Depreciation is recorded on a straight-line
basis over the estimated life of the assets as stated below. Depreciation is recorded
at one half of the normal rates in the year of acquisition.

Amortization
Asset Pericd
Building 50 years
Machinery and equipment 10 - 40 years

Payments in lieu of income taxes and capital taxes
Under the Electricity Act, 1998, the company is required to make payments in lieu of
corporate taxes to Ontario Electricity Financial Corporation (OEFC), commencing
October 1, 2001. These payments are calculated in accordance with the rules for
computing income and taxable capital and other relevant amounts contained in the
Income Tax Act (Canada) and the Corporations Tax Act (Ontario) as modified by the
Electricity Act, 1998, and related regulations.

Financial instruments
The CICA Handbock section 3855, provides accounting guidelines for the recognition and
measurement of financial assets and financial liabilities and related disclosures.

Under these standards, all financial assets are classified as held-for-trading, held-to-
maturity, loans and receivables or available-for-sale and all financial liabilities must be
classified as held-for-trading or other financial liabilities.

All financial instruments are carried on the balance sheet at fair value except for loans and
receivables, held-to-maturity investments and other liabilities, which are measured at
amortized cost. ‘

The Corporation has classified its financial instruments as follows:

Cash Held-for-trading
Accounts receivable Loans and receivables
Accounts payable and accrued liabilities Other liabilities
Interest rate swap Held-for-trading
Long-term liabilities Other liabilities

The Corporation is required to classify fair vailue measurements using a fair value hierarchy,
which includes three levels of inputs that may be used to measure fair value:

L.evel 1 - Quoted prices in active markets for identical assets or liabilities;
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PENINSULA WEST POWER INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
for the year ended December 31, 2010

1. Significant Accounting Policies - continued

Financial instruments - continued
Level 2 - Quoted prices in markets that are not active, quoted prices for similar assets or
liabilities in active markets or quoted prices that are derived principally from or corroborated
hy observable market data or other means;

Level 3 - Unobservable inputs that are supported by little or no market activity.

Future payment in lieu of income taxes (PILS)
The corporation uses the liability method of accounting for PILS. Under this method,
current PILS are recognized for the estimated PILS payable for the current year. Future
PILS assets and liabilities are recognized for temperary differences between the tax and
accounting bases of assets and liabilities as well as for the benefit of losses available to
be carried forward to future years for tax purposes that are likely to be realized.

Measurement uncertainty
The preparation of financia! statements in conformity with Canadian generally accepted
accounting principles requires management to make estimates and assumptions that affect the
amounts reported in the financial statements and note disclosures related thereto. Due to
the inherent uncertainty in making estimates, actual results could differ from these
estimates recorded in preparing these financial statements, including changes as a
of future regulatory decisions.

Accounts receivable and unbilled revenue are stated after evaluation of amounts
expected to be collected and an appropriate allowance for doubtful accounts. Inventories
are recorded net of provisions for chsolescence. Amounts recorded for depreciation and
amortization of equipment are based on estimates of useful service life.

2. Investment

2010 2009
3 $
Niagara Peninsula Energy Inc.
255 common shares - 25.5% interest 32,706,338 32,187,719
3. Property and Equipment:
2010 2009
Accumulated  Net Book Net Book
Cost amortization Value Value
$ $ $ 3
Land 74,896 0] 74,996 74,996
Building 812,210 85,710 526,500 538,744
Machinery and equipment 3,712,825 1,087,433 2,625,392 2,702,640

4,400,031 1,173,143 3,226,888 3,316,380
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4. Long-term debt:

2010 2009
$ 3
Term loan 2,508,000 2,607,000
Less current portion of long-tem debt. 107,000 99,000

2,401,000 2,508,000

The term loan is a variable rate loan issued as bankers acceptances and is due March §, 2012.

The loan is secured by a general security agreement, covering the assets of the joint venture
Niagara West Transformation Corporation. The jeint venture has entered into a swap transaction for
the full amount of the debt, the effact of which is to fix the interest rate of the loan at 5.6% untit
January 31, 2025.

The fair value of the interest rate swap agreement is based on future discounted cash flows
of amounts estimated by the lender cf the cost or benefit of the swap contracts

until the end of the term of the toan, At December 31, 2040, the interest rate swap
agreement was in a net unfavorable position of 124,148 (2008 - $111,988), which has been
classified as held for trading. This unfavorable amount has been included in accounts
payabie and accrued liabilities. The current year impact of the change in the fair value of the
interest rate swap amounted to $12,160 and is included in interest on long-term debt
expense.

The principat amounts over the next five years assuming the term loan is renewed under

similar terms and conditions are as follows: $
20M 107,000
2012 114,000
2013 123,000
2014 132,500
2015 140,500
617,000

The joint venture, Niagara West Transformation Corporation, has agreed to certain covenanis with
respect to this loan, including a minimum debt service coverage ratio. The corporation, in support
of its guarantee, described in note 10, has agreed to maintain a minimum level of 85% regulated
earnings before interest, taxes, depreciation and amortization with respect to this loan. As at
December 31, 2010, the joint venture and the corporation were not in compliance with these
particular covenants. Subsequent to the year end, the bank verbally indicated its intention not to
demand or accelerate payment of the loan during 2011 and to issue a waiver of compliance
following its financial review of the joint venture and the corporation.

5. Share Capital

Authorized
Unlimited number of common shares
2010 2009
3 $

Issued
100 common shares 12,515,708 12,515,708
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6. Statement of Cash Flows

(a) Changes in non-cash working capital components

2010 2009
3 $
Accounts receivable (15,965) (26,747)
Unbilled revenue 652 3,880
Inventory (196) (201)
Prepaid expenses (21,544) (338)
Accounts payable and accrued liabilities 15,799 18,268
Payments in lieu of corporate income taxes (payable)/refundable {19,8986) 15,249
(41,150) 10,111
(b) Supplementary cash flow information:
2010 2009
$ $
Cash paid for:
Interest 164,920 167,101
PILS 10,961 233
Cash received for:
Interest 2,416 1,384
PILS 0 2,283

7. Commitments

(i) The joint venture, Niagara West Transformation Corporation, has entered into an agreement
with Rondar Inc. for the maintenance of its equipment. Under this agreement, the joint venture
will incur total maintenance costs over the next three years of which the corporation's 50%

share is as follows:

2011
2012
2013

$

12,958
1,945
1,969

16,872

(il The joint venture, Niagara West Transformation Corporation, has entered into a service

contract with Niagara Peninsula Energy Inc. to perform regular monthly inspections,

maintenance and building and yard cleaning. The corporation's 50% share of the estimated
annual cost of these services is approximately $6,050. The term of the agreement expires

September 3, 2011,
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8. Related Party Transactions
During the year, the corporation had the following related party transactions:

Included in service revenue is the corporation's share of Niagara West Transformation
Corporation's sales to Niagara Peninsula Energy Inc. which amounts to $150,370 ($132,705
- 2009).

The corporation incurred $7,152 ($nil - 2009) in maintenance costs related to its service
agreement with Niagara Peninsula Energy Inc.

The corporation received streetlight revenue from its shareholders; the Town of Lincaln of
$28,381 (2009 - $65,177), the Township of West Lincoln of $11,387 (2009 - $13,638) and the
Town of Pelham of $25,497 (2009 - $43,581).

The corporation received administration revenue from its shareholders; the Town of Lincoln of
$4,208 (2009 - $9,560), the Township of West Lincoln of $1,659 (2009 - $1,962) and the Town of
Pelham of $3,776 (2009 - $6,409).

The corporation sold its Quarry Road property to its shareholder the Town of Lincoln, for the
property's carrying value of $1.

These transactions have been reflected in net income for the current year and were measured
at the exchange amount of consideration established and agreed to by the related parties.

As at December 31, 2010, accounts receivable included $ 26,969 ($30,594 - 2009) from
Niagara Peninsula Energy Inc.

As at December 31, 2010, trade accounts payable included $6,525 ($nil - 2009) due io Niagara
Peninsula Energy Inc.

9. Financial Instruments

a) Recognition and measurement
Level 1 - The fair value of cash, receivables, accounts payable and accrued liabilities
corresponds to their carrying value due to their short-term maturity.

Level 2 - The carrying value of the term loan approximates its fair value because the
interest rate approximates the market rate. The fair value of the interest rate swap is
based on the future discounted cash flows of amounts estimated by the lender of the
cost or benefit of the swap contracts until the end of the term.
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9. Financial Instruments - continued

b) Derivative financial instrument

An interest rate swap contract is used to manage the risk associated with fluctuations

in interest rates related to the long-term debt held by Niagara West Transformation Corporation.
The swap agreement requires the periodic exchange of payments without the exchange of the
notional principal amount on which the payments are based. Payments and receipts under
interest rate swap contracts are recognized as adjustments to interest expense on long-term
debt.

c) Credit risk

Financial assets held by the corporation, such as accounts receivable expose it to credit risk.
Management monitors collections on a regular basis and does not believe the corporation has
significant exposure to credit risk.

10. Contingent Liability

Guarantee
The corporation guarantees $3,250,000 of the debt of Niagara West Transformation Corporation
of which the corporation’s 50% share is $2,508,000 and is included on the balance sheet. The
guarantee is secured by a general security agreement covering all assets of the corporation, The
corporation is contingently liable for the difference of $ 742,000,

11. Capital Management

The corporation’s objectives when managing capital are to safeguard the entity's ability to
continue as a going concern, so that it can continue to provide returns for shareholders and
benefits for other stakeholders, ensure ongoing access to funding and to meet any capital needs
of its other related companies should the need arise, and ensure affiliated companies and
investees comply with covenants related to their credit facility agreements. In accordance

with the terms of the term loan described in note 4, the joint venture, Niagara West
Transformation Corporation is required to maintain a minimum debt service coverage ratio of
not less than 1.1:1 and a tangible net worth of not less than $ 1,000,000. In addition, the
corporation, in support of its guarantee, described in note 10, is required to maintain a minimum
level of 85% regulated earnings before interest, taxes, depreciation and amortization (EBITDA).
The debt service coverage ratio covenant and the minimum 85% regulated EBITDA covenant
were violated at December 31, 2010, however, as described in note 4, the bank has verbally
indicated its intention not to demand or accelerate payment of the loan during 2011 and to issue
a waiver of compliance following its financial review of the joint venture and the corporation.
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12. Investment in Joint Venture

The consolidated financial statements include the Corporation's 50% share of the following
total assets, liabilities, revenues and expenses of Niagara West Transformation Corporation:

2010 2009
Assets: $ $
Current assets 326,224 384,277
Property and equipment 6,337,722 6,518,516

6,663,946 6,902,793

Liabilities and equity:

Accounts payable and accrued liabilities 309,029 261,041
Term loan 5,018,000 5,214,000
Future payment in lieu of taxes 149,000 174,000
Share capital 2,400,100 2,400,100
Deficit (1,210,183)  (1,146,348)
6,663,946 6,902,793

Revenue 684,351 638,369
Expenses ' (773,186) {429,596)
Future Payments in lieu of taxes 25,000 (55,000)
* Net earnings (loss) for the year (63,835) 153,773
Deficit, beginning of year (1,146,348) (1,300,121)
Deficit, end of year (1,210,183) {1,146,348)

Cash provided by (used in):

Operations 29,819 212,956
Financing {198,000) {183,000)

Increase (decrease) in cash (168,181) 29,956
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INDEPENDENT AUDITORS' REPORT

To the Shareholders of
Peninsula West Power Ingc.

We have audited the accompanying consolidated financial statements of Peninsula West Power
Inc. and its subsidiary, which comprise the consolidated balance sheet as at December 31, 2011,
and the consolidated statements of operations, retained earnings and cash flows for the year then
ended, and a summary of significant accounting policies and other explanatory information.

Management's Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated 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 consolidated
financial statements that are free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Qur responsibility is to express an opinion on these consolidated 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 consolidated financial statements are free from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the consolidated financial statements. The procedures selected depend on the
auditors' judgment, including the assessment of the risks of material misstatement of the
consolidated financial statements, whether due to fiaud or error. In making those risk assessments,
the auditors consider internal control relevant to the entity's preparation and fair presentation of the
consolidated 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 inchudes evaluating the appropriateness of accourting policies used
and the reasonableness of accounting estimates made by management, as well as evaluating the
overall presentation of the consolidated financial statements.
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We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion. '

Opinion

In our opinion, the consolidated financial staternents present fairly, in all material respects, the
financial position of Peninsula West Power Inc. and its subsidiary as at December 31, 2011, and
the results of their operations and their cash flows for the year then ended in accordance with
Canadian generally accepted accounting principles.

Niagara Falls, Ontario

July 3, 2012 CRAWFORD, SMITH AND SWALLOW
CHARTERED ACCOUNTANTS LLP

LICENSED PUBLIC ACCOUNTANTS
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Assets - notes 6 and 11 2011 2010
$ $
(Restated)
(Note 2)
Current Assets
Cash . 832,908 762,030
Accounts receivable 138,350 120,216
Unbilled revenue 12,187 11,762
Payment in lieu of corporate income taxes recoverable 1,671 21,268
Inventory 2,188 980
Prepaid expenses 11,504 22,671
898,865 938,827
Property and Equipment - note 4 3,156,151 3,226,888
Invesiment - note 3 33,168,370 32,706,338

37,323,386 36,872,153

Liabilities and Shareholders' Equity

Current Liabilities

Accounts payable and acerued liabiiities 83,360 58,409
Unrealized loss on fair value of interest rate swap agreement 587,244 412,908
Due to related company 4,721 ¢
Current portion of long-term debt - note 5 144,000 107,000
789,325 578,317

Long-Term Debt - note 5 2,287,000 2,401,000
Future Payments in Lisu of Taxes 4,625,616 4,529,446

Contingent Liability - note 11

7,701,941 7,508,763

Sharebolders' Equily
‘Share capital - note 6 12,515,708 12,515,708
Retained sarmings 17,105,737 16,847,682

28,621,445 29,363,390

37,323,386 36,872,153

Signed on behalf of the Board:

Birecltor

Diractor

See accompanying notes
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2011 2010
$ $
{Restated)
{Note 2)

Retained Earnings, Beginning of Year
As previously stated 17,061,943 16,669,536
Adjustment to fair valus of interest rate swap agreement (Note 2) {214,261) (150,216}

16,847,682 16,419,320
Net Income for the Year 349,178 552,499
Dividends on common shares (91,123) (78,259)
Refundable Payments-in-lleu of Income Taxes 0 23,265
Future Payments-indieu of income Taxes Refundable 0 (69,132)
Retainod Earnings, End of Year 17,105,737 16,847,662

See accompanying notes
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2011 2010
$ $
Restated
{Note 2)
Revenue
Service revenue 630,954 544,612
Other Revenue © 22,845 13,527
663,799 558,138
Expenses
Operation and maintenance 173,863 106,495
Administration and general 181,426 155,215
Depreciation 106,707 104,663
interest on long-~term debt 156,063 164,838
618,059 530,211
Net Income before Undernoted Hems 35,740 27,928
Other items
Soll remediation expense 0 {6,330)
Gain on disposal of Enerconnect Inc. 5,480 5,635
Loss on change in fair value of interest rate swap agreement (174,336) (63,704)
Galn on invesiment - Niagara Peninsula Energy Inc. 589,532 646,119
420,686 581,620
Net iIncome before Payments in Lieu of income Taxes 456 426 609,548
Payments in Lieu of Income Taxes
Current 11,074 12,237
Fulure 95,169 44,812
107,248 57,048
Net Income for the Year 349,178 552,499

See accompanying notes
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2011 2010
$ $
(Restated)
(Note 2}
Cash Provided By (Used in}:
Operations
Net {ncome for the year 349,178 552,499
iterms not involving cash
Depreciation 108,707 104,663
Future payments in lieu of taxes 86,169 44 812
Loss on change in falr value of interest rate swap agreement 174,336 63,704
Gain on Invesiment - Niagara Peninsula Energy Inc. (589,532) {646,119}
Zain on disposal of Enerconnect Inc. {5,490) (5,535)
131,368 114,024
Changes in non-cash working capital components - note 7(a) 40,703 (41,150
172,071 72,874
investments
Dividend from investment 127,500 127,600
Additions {o property and equipment - net (35,870} (15,171)
Proceaeds on sale of Enerconnect Investment 5,480 5,536
97,020 117,864
Financing
Dividends paid (91,123) (78,259)
Refundable Payments-in-lieu of Corporate Income Taxes 0 23,255
Repayment of term loan {107,000} {89,000
(198,123) (154,004)
Increase in Cash Position 70,988 36,734
Cash Position, Beginning of Year 762,030 725,296
Cash Position, End of Year 832,998 762,030

See accompanying notes
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
for the year ended December 31, 2011

On October 25, 2000, Peninsula West Power inc. (the "Corporation™) was incorporated under the Business
Corporations Act with net assets contributed from the predecessor hydro-electric commissions, in
accordance with the Electricity Act, 1998 (Ontario) ("the EA"). The Corporation provides transformation
services as well as water heaters, sentinel lights and related services fo its customers.

1. Significant Accounting Policies

The financial statements are prepared in accordance with Canadian generally accepted accounting
principles. Significant accounting policies are as follows:

Basis of consolidation
The consolidated financial statements reflect the accounts of Peninsula West Power inc.
its wholly owned subsidiary, Peninsuta West Services Ltd. and its 50% share of the joint venture
Niagara West Transformation Corporation. The Corporation also has a 25.5% share in Niagara
Peninsula Energy Inc. which is accounted for using the equity method. All significant inter-company
balances and transactions have been eliminated,

Revenue
Transformer conneaction charges are recorded monthiy on the basis of peak demand for the month.
Revenue is recognized when the peak demand for the month has occurred. Other revenue is
recognized as eamed,

Equipment rental revenue is recorded in the period to which it relates. Revenue is accrued from the
last billing date to the end of the year.

Rate regulation

The Company is regulated by the Ontario Energy Board ("OER"), under the authority granted

by the Ontario Energy Board Act (1898). The OEB has the power and responsibility to approve
or fix rates far the transformation and distribution of electricity, providing continued rate protection
for electricity consumers, and ensuring the fransformation and distribution companies fulfill
obligations to connect and service customers. The OEB may prescribe license requirements and
conditions of service to electricity distributors which may include, among other things, record
keeping, regulatory accounting principles, separation of accounts for distinct businesses, and
filing and process requirements for rate setting purposes. In its capacity to approve or set rates,
the OEB has the authority to specify regulatory accounting treatments that may differ from
Canadian generally accepted accounting principles for enterprises operating in a non-rate regulated
environment.

The Corporation has a Transformation License from the OEB stating that the Corporation owns a
transmission station connected to Hydro One Networks Inc. that provides power to the service
areas of licensed distributors Niagara Peninsula Energy Inc. and Grimsby Power Inc. The Decision
and Qrder are dated December 24, 2010 and expire December 23, 2030.

Inventory
Inventory is valued at the lower of weighted average cost and net realizable value.
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1. Significant Accounting Policies - continued

Fixed assets and depreciation
Fixed assets are stated at acguisition cost. Depreciation is recorded on a straight-line
basis over the estimated life of the assets as stated below. Depreciation is recorded
at one half of the normal rates in the year of acquisition.

Amortization
Asset Period
Building 50 years
Machinery and equipment 10 - 40 years

Payments in lieu of income taxes and capital taxes
Under the Electricity Act, 1988, the company is required to make payments in lieu of
corporate taxes to Ontario Electricity Financial Corporation (OEFC), commencing
QOctober 1, 2001. These payments are calculated in accordance with the rules for
computing income and taxable capital and other relevant amounts contained in the
Income Tax Act (Canada) and the Carporations Tax Act (Ontario) as modified by the
Electricity Act, 1998, and related regulations.

Financial instruments
The CICA Handbook section 3855, provides accounting guidelines for the recognition and
measurement of financial assets and financial Babilities and related disclosures. -

Under these standards, all financial assets are classified as held-for<rading, held-to-
maturity, joans and receivables or available-for-sale and all financial liabilities must be
classified as held-for-trading or other financial liabilities.

All financial instruments are carried on the halance sheet at fair value except for loans and
receivables, held-to-maturity investments and other liabilities, which are measured at
amortized cost.

The Corporation has classified its financial instruments as follows:

Cash Held-for-trading
Accounts receivable Loans and receivables
Accounts payable and accrued liabilities Other liabilities
Interest rate swap agreement Held-for-trading
Long-term Habllitles Other liabilities

The Corporation is required to classify fair value measurements using a fair vaiue hierarchy,
which includes three levels of inputs that may be used {o measure fair vaiue;

Level 1 - Quoted prices In active markets for identical assets or liahbilities;
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1. Significant Accounting Policies - continued

Level 2 - Quoted prices in markets that are not active, quoted prices for similar assets or
liabilities in active markets or quoted prices that are derived principally from or corroborated
hy ohservable market data or other means;

Level 3 - Unobservable inputs that are supported by little or no market activity.

Future payment in fieu of income taxes (PILS)
The corporation uses the liability method of accounting for PILS. Under this method,
current PILS are recognized for the estimated PILS payable for the current year, Future
PILS assets and liabilities are recognized for temporary differences between the tax and
accounting bases of assets and liabilities as well as for the benefit of losses available to
be carried forward to future years for tax purposes that are likely to be realized.

Measurement uncertainty
" The preparation of financial statements in conformity with Canadian generally accepted
accounting principles requires management to make estimates and assumptions that affect the
amounts reported in the financial statements and note disclosures related thereto. Due to
the inherent uncertainty in making estimates, actual resulis could differ from these
estimates recorded in preparing these financial statements, including changes as a
of future regulatory decisions.

Accounts receivable and unbilled revenue are stated after evaluation.of amounts
expected to be collected and an appropriate allowance for doubtful accounts. Inventories
are recorded net of provisions for obsolescence. Amounts recorded for depreciation and
amortization of equipment are based on estimates of useful service life.

2. Adjustment to Fair Value of Interest Rate Swap Agreement
During the year, it was determined that the unrealized loss on fair value of the interest rate swap
agreement had been understated in prior years and therefore the comparative figures have
been restated for this difference along with the related effect on the future payment in lieu of
taxes. As aresult, the 2010 opening retained eamings has been decreased by $150,216
refaiing o an increase in the unrealized loss on fair value of the interest rate swap agreement
in the amount of $237,217 and a decrease in the future payment in lieu of taxes liability in the
amount of $87,000. The 2010 comparative statement of operations reflects an increase in the
loss on change in fair value of the interest rate swap agreement in the amount of $63,704,
a decrease in interest on long term debt in the amount of $12,180, and a reduction to the
recovery of future payment in lieu of taxes in the amount of $12,500, for a net effect on net loss
of $64,044. The 2010 comparative balance sheet has been adjusted to increase the unrealized
loss on fair value of the interest rate swap agreement in the amount of $288,760 and to remove
the future payment in lieu of taxes Hability in the amount of $74,503.
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3. Investment

2011 2010
$ 3
Niagara Peninsula Energy Inc.
255 common shares - 25.5% interest 33,168,370 32,706,338
4. Property and equipment:
2011 2010
Accumulated Net Book Net Book
Cost amortization Value Value
$ $ $ $
Land 74,996 0 74,986 74,996
Building 628,003 98,113 529,980 526,500
Machinery and equipment 3,730,847 1,179,672 2,651,175 2,625,392

4,433,936 1,277,785 3,156,151 3,226,888

5. Long-term debt:

2011 2010
3 $
Term loan 2,401,000 2,508,000
Less current portion of jong-tem debt. 114,000 107,000

2,287,000 2,401,000

The term loan is a variable rate loan issued as bankers acceptances and is due

March 9, 2012. The loan is secured by a general security agreement, covering the assets of the
joint venture Niagara West Transformation Corporation.

The Company has entered into a swap transaction for the full amount of the debt, the effect

of which is to fix the interest rate of the loan at 5.6% until January 31, 2025.

The fair value of the interest rate swap agreement is based on future discounted cash flows

of amounts estimated by the lender of the cost or benefit of the swap contracts until the end of
the term of the Loan. At December 31, 2011, the interest rate swap agreement was in a net
unfavorable position of $ 587,244 (2010 - $412,908), which has been classified as heid for
trading. This unfavorable amount has been included as a current liability. The current year
impact of the change in the fair value of the interest rate swap in the amount of $174,336 has
been included in the statement of operations.
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for the year ended December 31, 2011

5. Long-term debt: continued

The principal amounts over the next five years are as follows:

$
2012 114,000
2013 123,000
2014 132,500
2015 140,500
2018 153,000
663,000

The joint venture, Niagara West Transformation Corporation, has agreed to certain covenants with
respect to this foan, including a minimum debt service coverage ratio. The corporation, in support
of its guarantee, described in note 11, has agreed to maintain a minimum level of 85% regulated
eamings before interest, taxes, depreciation and amortization with respect to this loan. As at
December 31, 2011, the joint venture and the corporation were not in compliance with these
particular covenants. Subsequent to the year end, the bank renewed the loan under the same
terms for an additional five year term thus indicating its intention fo not demand or accelerate
payment of the loan during 2012.

6. Share Capital

Authorized
Unlimited number of common shares
2011 2010
$ $
Issued
100 commaon shares 12,615,708 12,515,708
7. 8tatement of Cash Flows
(a) Changes in non-cash working capital components include:
2011 2010
$ $
Accounts receivable (18,134) (15,965)
Due toffrom related company 4,721 0
Unbilled revenue (425) 652
Inventory (1,175) (198)
Prepaid expenses ' 11,168 (21,544)
Accounts payable and accrued liabiiities 24,951 15,799
Payments in lieu of corporate income taxes {payable)/refundable 19,697 (19,8986)

40,703 (41,150)
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7. Statement of Cash Flows -~ continued

| (b} Supplementary cash flow information:

Cash paid for:
Interest
PILS

Cash received for:

Interest
PILS

8. Commitments

2011

166,412
14,737

4,020
23,255

2010

164,920
10,961

2,416
0

(i) The joint venture, Niagara West Transformation Corporation, has entered into an agreement
with Rondar Inc. for the maintenance of its equipment. Under this agreement, the corporation

will incur total maintenance costs over the next two years as follows:

2012
2013

9. Related Party Transactions

1,845

1,969

3,914

During the year, the corporation had the following related party transactions:

The corparation incurred $20,129 ($7,152 - 2010) in maintenance costs related to its service

agreement with Niagara Peninsula Energy Inc.

The corporation received streetlight revenue from its shareholders; the Town of Lincoln of
$51,548 (2010 - $28,381), the Township of West Lincoln of $20,510 (2010 - $11,387) and the

Town of Pelham of $51,562 (2010 - $25,497).

The corporation received administration revenue from its shareholders; the Town of Lincoin of
$7,669 (2010 - $4,208), the Township of West Lincoln of $3,013 (2010- $1,659) and the Town of

Pelham of $7,684 (2010 - $3,7786).
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9. Related Party Transactions - continued

These transactions have been refiected in net income for the current year and were measured
at the exchange amount of consideration established and agreed to by the reiated parties.

As at December 31, 2011, accounts receivable included $29,931 ($26,969 - 2010) from
Niagara Peninsula Energy Inc.

As at December 31, 2011, trade accounts payable included $ 33,308 ($6,525 - 2010) due to Niagara
Peninsula Energy Inc.

10. Financial Instruments

a) Recognition and Measurement
Level 1 - The fair value of cash, receivables, accounts payable and accrued liabilities
corresponds o their carrying value due fo their short-term maturity.

Level 2 - The carrying value of the term loan approximates its fair value because the
interest rate approximates the market rate. The fair value of the interest rate swap is
hased on the future discounted cash flows of amounts estimated by the lender of the
cost or benefit of the swap contracts until the end of the term,

b) Derivative financial instrument

An interest rate swap contract is used to manage the risk associated with fluctuations

in interest rates related to the long-term debt held by Niagara West Transformation Corporation.
The swap agreement requires ihe periodic exchange of payments without the exchange of the
notional principal amount on which the payments are based. Payments and receipts under
interesi rate swap contracts are recognized as adjustments to interest expense on long-term
debt.

¢) Credit Risk
Financial assets held by the Corporation, such as accounts receivable expose it to credit risk.

Management monitors collections on a regular basis and does not believe the Corporatian has
significant exposure to credit risk.
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PENINSULA WEST POWER INC.

NOTES TO CONSOLIDATED FINANCIAL. STATEMENTS
for the year ended December 31, 2011

11. Contingent Liability
Guaraniee

The corporation guarantees to a maximum of $3,250,000 the debt of Niagara West Transformation
Corporation of which the corporation’s 50% share is $2,401,000 and is included on the balance sheest.
The guarantee is secured by a general security agreement covering all assets of the corporation. The
corporation is contingently liable for the difference of $ 849,000.

12. Capital Management

The corporation's objective when managing capital are to safeguard the entity's ability fo
continue as a going concern, so that it can continue to provide returns for sharehoiders and
benefits for other stakeholders, ensure ongoing access to funding and to meet any capital needs
of its other related companies should the need arise, and ensure affiliated companies and
investees comply with covenants related to their credit facility agreements. in accordance

with the terms of the term loan described in note 5, the joint venture, Niagara West
Transformation Corporation is required to maintain a minimum debt service coverage ratio of
not less than 1.1:1 and a tangible net worth of not less than $ 1,000,000, In addition, the
corporation, in support of its guarantee, described in note 11, is required to maintain a minimum
level of 85% regulated earnings before interest, taxes, depreciation and amortization (EBITDA).
The debt service coverage ratio covenant and the minimum 85% regulated EBITDA covenant
were violated at Decernber 31, 2011, however, as described in note 5, the bank renewed the
toan for an additional five year term thus indicating its intention to not demand or accelerate
payment of the ioan during 2012.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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13. Investment in joint venture

The consolidated financial statements include the Corporation's 50% share of the following
total assets, Habilities, revenues and expenses of Niagara West Transformation Corporation:

2011 2010
$ $
. Assets:
Current asseis 235,327 326,224
Property and equipment 6,188,586 8,337,722
8,423,923 6,663,046

Liabilities and equity:

Accounis payable and accrued liabilities 1,221,903 886,548

Term loan 4,802,000 5,016,000

Share capital 2,400,100 2,400,100

Deficit (2,000,080) (1,638,702)

6,423,923 6,663,046

Revenue 742,599 684,351
Expenses (755,305) (743,865) -
Net loss from operations for the year {12,706) (64,514)
Loss on change in fair value of interest rate swap agreement (348,672) (127,407)
Net loss {361,378) (191,921)
Deficit, beginning of year
As previously stated (1,210,183) {1,146,348)
Adjustment to fair value of interest rate swap agreement (Note 2) (428,519) {300,433)
Deficit, end of year (2,000,080 (1,638,702}
Cash provided by (used in):

Operations 204,578 28,819

investing (31,764) 0

Financing (214,000) (198,000)
Decrease in cash {41,186) (168,181)
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PENINSULA WEST POWER INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
for the year ended December 31, 2011

14. International Financial Reporting Standards

The Ganadian Accounting Standards Board ("AcSB"} had originally required publicly accountable
enterprises to adopt International Financial Reporting Standards ("tFRS") in place of Canadian generaily
accepted accounting principles for reporting purposes for fiscal years beginning on or after January 1,
2011. In Octlober 2010, the AcSB approved a one year optional deferral for qualifying entities with
activities subject to rate regulation. in March 2012, the AcSB approved an additional one year optional
deferral for qualifying entities with activities subject to rate regulation. The Company has decided to
defer its implementation of IFRS untit January 1, 2013,
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Transformer Connection Charges

Other income
Interest Income
Other Income

TOTAL REVENUE
Administration

Director's Fees and Expenses
Professional Fees

Insurance

Amortization

Interest

TOTAL EXPENSE

NET INCOME

Retained Earnings, January 1st

Net Income

Dividends Paid

Retained earnings, end of period

Proforma Income Statement
On the amalgamation of Niagara West Transformation Corporation (NWTC)
and Niagara Power Inc. (NPI)

December 31, 2013

119

NWTC NP Related ) algamated
Transactions

840,000 840,000
182,500 182,500

1,750 - 1,750
1,750 182,500 184,250
841,750 182,500 - 1,024,250
320,000 7,500 327,500
57,500 57,500

25,000 25,000

1,100 1,100

175,000 175,000
266,000 266,000
761,000 91,100 - 852,100
80,750 91,400 - 172,150
(1,947,431) 2,493,279 545,848
80,750 91,400 - 172,150
(35,000) (35,000)

(1,866,681) 2,549,679 - 682,998



Proforma Balance Sheet
On the amalgamation of Niagara West Transformation Corporation (NWTC)
and Nlagara Power Inc. (NPI)

December 31, 2013

ASSETS

Current assets
Cash
Accounts Receivable
Loans Receivable from Related Parties
Income Taxes Recoverable
Prepaid Expenses

Capital Assets
Long-Term Investment

TOTAL ASSETS
LIABILITIES
Current Liabilities
Accounts Payable and Accrued Charges

Unrealized loss on Fair Value of Interest Rate Swap Agreemel
Current Portion of Term Loan

Long-Term Liabilities
Term loan

SHAREHOLDERS' EQUITY

Share capital
Retained earnings (deficit)

TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY

120

NWTC NPI Related ) malgamated
Transactions
226,209 390,163 616,372
102,000 102,000
2,154,789 2,154,789
22,100 5,500 27,600
350,309 2,550,452 - 2,900,761
6,013,597 6,013,597
9,107,644  (2,200,050) 6,907,594
6,363,906 11,658,096  (2,200,050) 15,821,952
45,000 21,000 66,000
1,174,487 1,174,487
265,000 265,000
1,484,487 21,000 - 1,505,487
4,346,000 - 4,346,000
5,830,487 21,000 - 5,851,487
2,400,100 9,087,417  (2,200,050) 9,287,467
(1,866,681) 2,549,679 682,998
533,419 11,637,096  (2,200,050) 9,970,465
6,363,906 11,658,096  (2,200,050) 15,821,952



Transformer Connection Charges

Other income
Interest Income
Other Income

TOTAL REVENUE
Administration

Director's Fees and Expenses
Professional Fees

Insurance

Amortization

Interest

TOTAL EXPENSE

NET INCOME

Retained Earnings, January 1st

Net Income

Dividends Paid

Retained earnings, end of period

Proforma Income Statement
On the amalgamation of Niagara West Transformation Corporation (NWTC)
and Niagara Power Inc. (NPI)

December 31, 2012
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NWTC NP Related ) algamated
Transactions

838,000 838,000
1,250 161,830 163,080
1,040 - 1,040
2,290 161,830 164,120
840,290 161,830 - 1,002,120
314,785 17,660 332,445
54,800 54,800

70,000 70,000

1,080 1,080

175,000 175,000
297,856 297,856
787,641 143,540 - 931,181
52,649 18,290 - 70,939
(2,000,080) 2,504,989 504,909
52,649 18,290 - 70,939
(30,000) (30,000)

(1,947,431) 2,493,279 - 545,848



Proforma Balance Sheet
On the amalgamation of Niagara West Transformation Corporation (NWTC)
and Nlagara Power Inc. (NPI)

December 31, 2012

ASSETS

Current assets
Cash
Accounts Receivable
Loans Receivable from Related Parties
Income Taxes Recoverable
Prepaid Expenses

Capital Assets
Long-Term Investment

TOTAL ASSETS
LIABILITIES
Current Liabilities
Accounts Payable and Accrued Charges

Unrealized loss on Fair Value of Interest Rate Swap Agreemel
Current Portion of Term Loan

Long-Term Liabilities
Term loan

SHAREHOLDERS' EQUITY

Share capital
Retained earnings (deficit)

TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY
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NWTC NPI Related ) malgamated
Transactions
116,459 318,500 434,959
102,000 300 102,300
2,154,789 2,154,789
22,100 5,440 27,540
240,559 2,479,029 - 2,719,588
6,013,597 6,013,597
9,107,644  (2,200,050) 6,907,594
6,254,156 11,586,673  (2,200,050) 15,640,779
35,000 5,977 40,977
1,174,487 1,174,487
246,000 246,000
1,455,487 5,977 - 1,461,464
4,346,000 - 4,346,000
5,801,487 5,977 - 5,807,464
2,400,100 9,087,417  (2,200,050) 9,287,467
(1947,431) 2,493,279 545,848
452,669 11,580,696  (2,200,050) 9,833,315
6,254,156 11,586,673  (2,200,050) 15,640,779



Proforma Income Statement
On the amalgamation of Niagara West Transformation Corporation (NWTC)
and Niagara Power Inc. (NPI)

December 31, 2011

Transformer Connection Charges
Other income

Interest Income
Other Income

TOTAL REVENUE
Administration

Director's Fees and Expenses
Professional Fees

Insurance

Amortization

Interest

TOTAL EXPENSE

NET INCOME BEFORE TAXES

Loss on Change in Fair Value of Interest Rate Swap
Agreement

NET INCOME

Retained Earnings, January 1st

Adjustment to Fair Value of Interest Rate Swap
Agreement

Net Income

Dividends Paid

Retained earnings, end of period

123

NWTC NP Related ) algamated
Transactions

740,984 740,984
151,979 151,979

1,615 - 1,615
1,615 151,979 153,594
742,599 151,979 - 894,578
262,288 6,431 268,719
45,866 45,866

23,229 23,229

1,080 1,080

180,891 180,891
312,126 312,126
755,305 76,606 - 831,911
(12,706) 75,373 - 62,667
(348,672) (348,672)
(361,378) 75,373 - (286,005)
(1,210,183) 2,443,189 1,233,006
(428,519) (428,519)
(361,378) 75,373 - (286,005)
(13,573) (13,573)

(2,000,080) 2,504,989 - 504,909



Proforma Balance Sheet
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On the amalgamation of Niagara West Transformation Corporation (NWTC)

ASSETS

Current assets
Cash
Accounts Receivable
Loans Receivable from Related Parties
Income Taxes Recoverable
Prepaid Expenses

Capital Assets
Long-Term Investment

TOTAL ASSETS

LIABILITIES

Current Liabilities
Accounts Payable and Accrued Charges

Unrealized loss on Fair Value of Interest Rate Swap Agreemel

Loans Payable to Related Parties
Current Portion of Term Loan

Long-Term Liabilities
Term loan

SHAREHOLDERS' EQUITY

Share capital
Retained earnings (deficit)

TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY

and Nlagara Power Inc. (NPI)

December 31, 2011

NWTC NPI Related ) malgamated
Transactions
117,101 344,220 461,321
97,379 316 97,695
3,154,789 3,154,789
3,885 3,885
20,847 5,716 26,563
235,327 3,508,926 - 3,744,253
6,188,596 6,188,596
8,107,644 (1,200,050) 6,907,594
6,423,923 11,616,570  (1,200,050) 16,840,443
47,416 20,625 68,041
1,174,487 1,174,487
3,539 3,539
228,000 228,000
1,449,903 24,164 - 1,474,067
4.574,000 - 4,574,000
6,023,903 24,164 - 6,048,067
2,400,100 9,087,417  (1,200,050) 10,287,467
(2,000,080) 2,504,989 504,909
400,020 11,592,406  (1,200,050) 10,792,376
6,423,923 11,616,570  (1,200,050) 16,840,443
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Niagara Power
J. (James) Detenbeck S. R. (Shafee) Bacchus
Chair
R. N. (Bob) Bentley J. (Joe) Panetta

D. B. (David) Wilson

NPI 2009 Annual Report
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2009 Board of Directors

Grimsby Power

J. (Joe) Panetta S. R. (Shafee) Bacchus
Chair
R. N. (Bob) Bentley J. (James) Detenbeck

Wm J. (Bill) Daley

NPI 2009 Annual Report
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2009 Board of Directors

Grimsby Hydro

J. (James) Detenbeck
Chair & President

and
NRBN Representative

NPI 2009 Annual Report
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2009 Board of Directors

Grimsby Energy

J. (James) Detenbeck R. N. (Bob) Bentley
President & Chair
J. (Joe) Panetta S. R. (Shafee) Bacchus

A. (Tony) Quirk

NPI 2009 Annual Report
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2009 Board of Directors

Niagara West Transformation Corporation

S. R. (Shafee) Bacchus J. (Joe) Panetta
Chair

D.B. (David) Wilson

Plus Three (3) Representatives from Peninsula West Power

NP1 2009 Annual Report
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OUR MISSION —

NIAGARA POWER’S MISSION IS TO
MAXIMIZE SHAREHOLDER VALUE

ACROSS ALL OF OUR HOLDINGS.
James Detenbeck

Chairman of Niagara Power Inc.

2009 and the first half of 2010 has
been a very active and successful
time for the Niagara Power Board
and its subsidiaries.

Niagara Power has maintained its
goal to increase shareholder value
by driving new and innovative
initiatives on behalf of the Town
of Grimsby, and securing
relationships with partners and
vendors to enable long term
growth and short term financial
gains.

Grimsby Power

2009 saw the completion of the
10% investment into Grimsby
Power by Fortis. Our team has
adapted well to this investment,
with new procedures at the
Grimsby Board level, and a fresh
set of perspectives at our
meetings.

Continuing to add strength, our
new CEQO, Mr. Doug Curtiss, has
enhanced our leadership team at
Grimsby Power and shown
tremendous value in his first six
months.

2009 has seen the first of our
smart meters installed in the
Town, and as 2010 continues to

Niagara Power AGM 2008

Annual General Meeting Chairs Report 1

unfold, we will see the
completion of the installation and
a move towards a more integrated
set of tools to monitor power
usage at the home level. All of
these automation tools come at a
heavy cost, and our work in 2010
will demand time and money
spent to  support  Ontario
mandated change towards these
new devices.

As in past years, Grimsby Power
continues to provide the fixed
interest payment, and in addition
to this 2009 saw the extraction of
approximately 2.1 Million dollars
from the retained earnings of
Grimsby Power and the cash
investment of 1.1 Million dollars
from Fortis.

Niagara West Transformation
Corporation

2008 led our team in 2009 to
focus on stabilization of the
organization. To that end, the
Niagara Power Board asked
Shafee Bacchus to join the Board
at NWTC. Shafee provided a
strong leadership and now sits as
Chair of NWTC .

2009 was spent in stabilizing after
the fire damage, and part of the
recovery was the development of
strong  vendor  management
procedures and continuing to
remove reliance of NWTC from
the investing utilities, and looking
to outsourced vendors for the
support and maintenance of the
station.

NWTC's financial modeling
continues and even through the
adversity of 2008, the company
has posted modest numbers in
line with original financial plans,

34

remaining a sound future
investment as originally intended.

Niagara Region Broadband

Network (NRBN)

NRBN has had a very tumultuous
2009. There have been many
negatives related to its primary
contractor Connex. The Board
made a very aggressive decision
late in 2009 to purchase the assets
of the primary vendor to
guarantee our collective futures.
As 2010 has unfolded, we are
pleased to report that the move
has not only been successful, it
has provided double the revenue
for the company, and will allow
us to be in full control of our
future.

As reported at the NRBN AGM,
the last dividend received by
Grimsby Hydro (Holdco for
NRBN), fully repaid the initial
cash investment by the Town of
Grimsby. Our  subsequent
investment of  $400,000 is
anticipated to return within two
years, however will depend on
corporate performance over the
next 12 months.

As it is common knowledge, the
Region is the largest consumer of
services from NRBN, and as such
was the main financial driver for
the Dbusiness case originally
designed. @ We have renewed
contract with the Region for a
minimum of 5 years with an
option for 10 years. This coupled
with our current renewal rate of
100% of our customers, ensures
that the debt will continue to be
paid down and strengthens the
investment. Our anticipated debt
free date in 2015 is on track.



Board Appointments

Through 2009 and into 2010, the
Board has sought out two
additional appointments. One to
serve in Grimsby Power, and a
second at Niagara Power. Our
search was brought about to
further enhance the experience at
the Board, and to enable a
strength of succession. As 2010
is an election year, coupled with
our normal rotation of board
members, we believe that the
increased number of board
members provides the ability to
continue governance with
minimal impact to the experience
base as directors come on and off
the respective subsidiary boards.

Outlook for 2010 and 2011

2009 has seen a strong push by
the Board towards green energy
initiatives. Our work has brought
life to green initiatives in the
Town that is only talk in other
communities. We continue to
innovate and lead in green
initiatives in Ontario, and through
our holdings, will strive for
excellence in these projects and
others as they present themselves.

Our assets within NRBN continue
to push at the boarders of Niagara
both towards Toronto and
Buffalo, and with increased
opportunity, we will see a push
through the upcoming year
towards services being offered for
internet and private networks
through these two points on our
network. All  of  these
opportunities mean increased
sales for NRBN and for the
shareholders.

It is Niagara Power’s continued
goal to see stability and strength
of service in Grimsby Power.

Our strong management team has
proven over the last 6 months its
ability to deliver, and over the
upcoming year complicated roll-
out of new services like smart
meters and the  associated
technology to support them will
need their skilled guidance.

Thank you,

James Detenbeck
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2010 Board of Directors

Niagara Power

J. (James) Detenbeck S. R. (Shafee) Bacchus
Chair

R. N. (Bob) Bentley J. (Joe) Panetta

D. B. (David) Wilson A. B. Goddard (Alan)

NPI 2010 Annual Report
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2010 Board of Directors

Grimsby Power

J. (Joe) Panetta S. A. (Sean) Straughan
Chair
R. N. (Bob) Bentley J. (James) Detenbeck

Wm J. (Bill) Daley

NPI 2010 Annual Report
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2010 Board of Directors

Grimsby Hydro

J. (James) Detenbeck
Chair & President

and
NRBN Representative

NPI 2010 Annual Report
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2010 Board of Directors

Grimsby Energy

J. (James) Detenbeck R. N. (Bob) Bentley
President & Chair
J. (Joe) Panetta S. R. (Shafee) Bacchus

S. (Sean) Straughan

NPT 2010 Annual Report
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2010 Board of Directors

Niagara West Transformation Corporation

S. R. (Shafee) Bacchus J. (Joe) Panetta
Chair

D.B. (David) Wilson

Plus Three (3) Representatives from Peninsula West Power

NPI 2010 Annual Report
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OUR MISSION —

NIAGARA POWER’S MISSION IS TO
MAXIMIZE SHAREHOLDER VALUE

ACROSS ALL OF OUR HOLDINGS.
James Detenbeck

Chairman of Niagara Power Inc.

2010 has been a strong
performance year for Niagara
Power’s holdings.

Amidst the excellent work of
many talented board members and
staff, we have suffered many
trials with provincial and federal
bodies. Despite the challenges,
our corporations continue to meet
or exceed expectations.

We are pleased to report that we
are truly meeting our mission to
maximize the shareholder value.

Grimsby Power

2010 was our first full year in
partnership with Fortis, and as
expected provided strong support
for both process and
administrative support.

Our smart meter initiative has
been well underway, and is fully
deployed throughout the
community. The rate application
in 2011 will allow GPI to recover
the capital invested in smart
meters from the rate payer over
the upcoming years. In early
2012, the rates in the town will
reflect the increase and we can
begin to recover monies that we
have spent in the implementation.

Niagara Power AGM 2008

In addition to the recovery of the
smart meter capital, the new rates
will include additional revenue to
offset increased costs over the last
5 years. The new rates will
provide additional revenue to
bring our rate of return back in
line with previous years.

Grimsby Power has provided its
interest payment to the Town in

2010, and 2011. The payment for

2012 is secure and will be
forthcoming.
Major infrastructure

enhancements across the town
included the upgrade of the
distribution lines from 8KV to
27.6 kV. This update is
anticipated to complete in 2012,
and will result in a more efficient
distribution system for the town.

Grimsby Energy

In 2010 our team secured the
Feed-In-Tariff contract from the
Ontario Power Authority for our
Bio-Digester Project. Effort in
2011 has involved the engineering
and beginning the Provincial
approval process. This process
will continue into 2012, and is
consistent with the experienced
timeline delays introduced by
various Provincial Ministries as
the government struggles to
understand how to handle the
public demand for renewable
energy generation.

2010 also saw the construction
begin for the Town Hall
Combined Heat and Power
Project. The work introduced in
2010 saw completion in 2011, and
will be brought on-line in 2011
once Grimsby Power authorizes
the units to begin generation.
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Niagara West Transformation
Corporation

Our team at NWTC has had a
busy year in 2010. The team
suffered yet another theft of
product from the station and has
taken steps to ensure that future
security is of prime importance.

NWTC has showed a consistent
and strong level of service to the
people of Grimsby and the people
of West Niagara.

NWTC also demonstrates strong
leadership and technical
knowledge, operating on a very
thin budget. The corporation has
posted a loss for the 2010 year,
however continues to maintain
itself as a viable entity. The
corporation actively sought a
revised rate from the OEB and
received approval for an increase
retroactive to March 2011.

Niagara Region Broadband

Network (NRBN)

2010 saw the purchase of Connex
assets by NRBN.

This purchase has provided
NRBN with a doubling of the
annual revenue, and dramatically
improved short term cash flow.

The corporation has also secured
sales and marketing contracts
with Activo as well as bringing on
a full time General Manager
position.

The Corporation continues to
grow its customer base and now
has nearly 300 commercial
customers and as reported in the
last AGM has secured fully
renewed contracts with the
MUSH group.



As reported at the NRBN AGM,
the last dividend received by
Grimsby Hydro (Holdco for
NRBN), fully offset the initial
cash investment by the Town of
Grimsby. Our  subsequent
investment of  $400,000 is
anticipated to return within two
years, however will depend on
corporate performance over the
next 12 months. This December
1 (2011) has seen yet another
substantial dividend of $125,000
provided by NRBN.

This is a direct result of strong
corporate  performance  and
controlled spending practice.

Board Appointments

In 2010, we added to our strength
at the board with the addition of
Sean Straughan (GPI) and Alan
Goddard (NPI).

Our team in 2011 has sought out
two additional team members to
further diversify the skills at
Niagara Power and its
subsidiaries.

For our upcoming year of 2012,
the board has some realignment
ahead with directors within the
subsidiaries. At the time of
writing, we are scheduled to
interview new candidates for NPI
and GPI and are optimistic that
we may have the additional
resources that we need.

In 2012, our representation at
NRBN will be changed. Starting
January 1%, Sean Straughan starts
his tenure as the new shareholder
representative at NRBN. Sean
has proven to the team at NPI that
his skill and financial background
will provide engaging support for
the NRBN team, as well, his
professionalism in reporting and
communications will provide NPI
with timely information flow.

QOutlook for 2012

Continued effort to bring to
fruition our  green  energy
initiatives will continue in 2012
as they have in 2011.

Our challenges in GPI will
include the roll-out of time-of-use
rates and initiatives for a new
accounting and enterprise
resource planning (ERP) software
are on our radar. Each of these is
substantial work packages and
will continue to build on the solid
operations within GPI.

2011 and 2012 are planned to be
big years with NWTC. Our rate
application has been approved;
financially securing the flow
within NWTC, yet our partner in
Pen-West Utilities has identified
their desire to leave the
transmission business. There will
be continued effort to support
both operations and to seek
stability from our partner.

NRBN forecasts work within the
disaster recovery industry to
further enhance its service
offerings, and work will continue
in 2011/2012 around this service
area.

Thank you,

James Detenbeck
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Chair’'s Remarks

2016 was a very eventful year for the NWTC Cerporation. The Board began the
year with an approved bugget which anticipated gross income of $ 644 2 thousand and an
expenditure level of $ 512.1 thousand that would have resulted in a net income of
$132.2 thousand.

In actuality, income from transformer charges was lower than antictpated because of &
reduction it demand. At the same time expenditures for unforeseen maiatenance and
repairs rose sharply. For example there were several one ime expetises for necessary up-
grades to alarms, batteries, sump pumps and insurance premivms inctuding the
replacement of ground wiring due to a theft at the station, All of which resulted ina
budget deficit of $108.2 thousand.

The Board took several sieps to counteract what was seen as unavoidable operating costs
without having to approach the holding companies for an infusion of cash while at the
same time recognizing that available cash in the bank could eventually be depleted.

A decision was made to apply to the O.E B, for an increase i the rate currently being
charged to the two L.ID.C’s namely NP EYand GP.L In this regard a consultant was
engaged to assist the Board in filing the application which is presently under
consideration. The Board remains hopeful that the application wili be successful and
consequently will improve the revenug strean.

The Corporation did have some good news in that its aperating license was renewed for a
further {erm without any conditions.

The Board was made aware of several FIT and Micro fit praposals that were being
considered for approval under the Graen Energy Act. Some of these, depending on the
embedded generation would have the potential to affect the station” s load current, short
Gircuit currents, relay settings and station grounding. All of these would prove to be
extremely expensive to safely accommodate without financial participation from the
developets. A process for connection frmpact assessment is available o address these
concerns with the participagion of the LD.C.'s

The Board for the frst time approved a safety Manual that was developed to address
potential safety issues which may oceur from of the station’s operations. This manual it 1s
hoped waould mitigate agatnst potential legal Habilities.

Going forward there are concerns about the Corporation’s financial sustainability as well
as its ability to accommodate the new green encrgy madets. Without a successiul
application for a new rate the Holding com panies will need to consider their options to
ensure continued functionality of the Station and the future henefits to their consumers.

Shafee Bacchus ( Chair )
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Chair’s Remarks

In my concluding remarks at the 2010 annual general meeting | indicated that going
forward would be challenging for NWTC primarily because we were facing a shortfall in
revenues to meet operating expenses and the station’s inability to accommodate green
energy projects.

I am pleased to note that in terms of boosting revenues for 2011 the Board was successful
in convincing the Ontario Energy Board to increase the allowable monthly transmission
rate to $1.77 per kilo watt effective March 1, 2011. That change in the rate resulted in
revenues increasing by approximately 9% by year end. It also meant that the the NWTC
Board no longer contemplated approaching the holding companies for an infusion of cash
to avoid depleting our cash position at the bank and for the Board to meet a budgetary
expenditure of some $548 thousand.

Of significance as well, the OEB was informed by Hydro One Networks that NWTC
would have no remaining financial obligations in relationship to the cost recovery
agreements between NWTC, Hydro One, Grimsby Power, and the former Peninsula West
Utilities.

Through the efforts Peter Wicks our Board Member and our contract with Rondar we
continue to undertake not only regular maintenance of the station on a timely basis but
also to replace equipment such as the batteries and to ensure protection of the station with
new intruder and upgraded fire alarms.

The other significant issue facing the station currently and going forward into the future
is its obligation under the Green Energy Act to connect FIT and Micro Fit projects. As
the station is presently configured its fault rating is operating at around 98% capacity.
Consequently, it is unable to accommodate additional power coming into the station from
green energy projects.

To correct for this problem would require new switch gears that would be very expensive
and outside the financial capability of the station’s current operating budget. The only
other alternative would be for either the station’s shareholders or a proponent to make the
financial commitment for the upgrade. To this end, there are ongoing discussions
between one Proponent for a wind energy project and Grimsby Power to determine the
most appropriate method. At this juncture, connection to the station is not recommended
and the Board has so informed all known potential proponents.

In terms of its administration, the Board accepted the resignation of Karen Bubish who
acted as a Vice President Administration. The Board designated me to assume the duties
of that position. The vacancy of that position has since been refilled with a new member
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The Board was made aware that discussions were initiated between the shareholders
Niagara Power Inc. and Penn West Power Inc. regarding the acquisition of shares in the
company. If successful, this may result in NWTC being wholly owned by NPI.

In view of this eventuality, the Board made a decision to request Grimsby Power through
its CEO to lead the discussions relating to the upgrade of the station to accommodate
green energy projects.

In closing | would like to thank the members of the Board and those who have assisted
the Board for their support in concluding another successful year of operations.
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Corporate Structure

Shareholders
) Township of West
Town of Lincoln Town of Pelham Lincoln
| |
|
Peninsula West Power
Inc. {Holdco)
I l
Niagara Peninsula Peninsula West Niagara West
Energy Inc. Services Ltd. Transformation Corporation

The Town of Lincoln, the Town of Pelham, and the Township of West Lincoln are the
sole shareholders of Peninsula West Power Inc.(PWPT), the Holding Company, as
prescribed by the Energy Competition Act 1998, Of the one hundred shares issued,
Lincoln owns fifty-nine, Pelham seventeen, and West Lincoln twenty-four.

In accordance with the Unanimous Shareholders Agreement, executed by the respective
Municipalities on October 2, 2000 and amended in December, 2007, each shareholder
appoints two(2) directors to sit on the Holding Company board.

The Holding Company is the sole shareholder of Peninsula West Services Ltd. and
provides management services to this affiliate for a fee. The president of PWP] is the sole
director of the services company.

Peninsula West Services Ltd. provides rentals of water heaters and sentinel lights and
administers the maintenance and repair of streetlights for the owner municipalities. All
services are contracted.

The Holding Company owns two hundred fifty-five shares of the one thousand shares
issued by Niagara Peninsula Energy Inc., an electricity distribution company, whose
service territory includes Niagara Falls, Lincoln, West Lincoln, and the former village of
Fonthill in Pelham. Seven hundred forty-five shares are owned by Niagara Falls Hydro
Holding Corporation.

The Holding Company appoints four directors to the board of Niagara Peninsula Energy.

The Holding Company also holds 50% of the shares in Niagara West Transformation
Corporation(NWTC), which owns a municipal transformation station in West Lincoln.
Niagara Power Incorporated(Grimsby’s Holding Company) holds the other 50% of the
shares in NWTC. Three directors are appointed by each Holding Company.



2010 Board of Directors

Peninsula West Power Inc.

Mayor Dave Augustyn -- Chair Pelham
Mayor Bill Hodgson Lincoln
Mayor Katie Trombetta West Lincoln
John Bald Lincoln
Mike Rehner West Lincoln
John Nicol Pelham

Peninsula West Services Lid.
Brian Walker

Peninsula West Management
Brian Walker President, Secretary and Treasurer

Niagara West Transformation Corporation
Directors from Pen West
Karen Bubish
Roger Hayes
Peter Wicks

Niagara Peninsula Energy Inc.
Directors from Pen West
Russell Lowden
George Mitges
Brian Walker
Peter Wicks
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PRESIDENT’S 2010 REPORT

2010 marked the completion of the first decade of Peninsula West Power Inc.

For the first seven years, the company was relatively inactive, with the main focus
on its holding in its distribution company, Peninsula West Utilities Limited, and a
secondary focus on the services company, Peninsula West Services Ltd., and the
holding company’s fifty per cent interest in Niagara West Transfermation
Corporation,

In the 2008 merger with Niagara Falls Hydro, the distribution company ceased to
exist and was replaced with a 25.5% holding of the shares in the new distribution
company, Niagara Peninsula Energy Inc. The former service centre on Quarry
Road was transferred te the holding company. The holding company deemed the
property surplus and in 2010 completed a transaction transferring the property

to the Town of Lincoln.

In 2010, Katie Trombetta and Mike Rehner completed their terms on the Board of
Directors. Katie had been a director of the company since its inception, and Mike
served for three years: their work is much appreciated.

In 2010, a dividend policy was developed and the first dividend was declared.
Peninsula West Services Ltd. continued to provide, through contracts, rentals of
water heaters and sentinel lights, and street light maintenance services.

The Board began to acquire information to determine the value and viability of its

interest in the Niagara West Transformation Corporation.
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Township of West
Town of Lincoln Town of Pelham Lincoln

Peninsula West Power

Inc. {Holdco)
| ]
Niagara Peninsula Peninsula West Niagara West
Energy Inc. Services Lid. Transformation Corporation

The Town of Lincoln, the Town of Pelham, and the Township of West Lincoln are the
sole shareholders of Peninsula West Power Inc.(PWPI), the Holding Company, as
prescribed by the Energy Competition Act 1998. Of the one hundred shares issued,
Lincoln owns fifty-nine, Pelham seventeen, and West Lincoln twenty-four.

In accordance with the Unanimous Shareholders Agreement, executed by the respective
Municipalities on October 2, 2000 and amended in December, 2007, each shareholder
appoints two(2) directors to sit on the Holding Company board.

The Holding Company is the sole shareholder of Peninsula West Services Ltd. and
provides management services 1o this affiliate for a fee. The president of PWPI is the sole
director of the services company.

Peninsula West Services Ltd. provides rentals of water heaters and sentine] lights and
administers the maintenance and repair of streetlights for the owner municipalities. All
services are contracted,

The Holding Company owns two hundred fifty-five shares of the one thousand shares
issued by Niagara Peninsula Energy Inc., an electricity distribution company, whose
service territory includes Niagara Falls, Lincoln, West Lincoln, and the former village of
Fonthill in Pelham. Seven hundred forty-five shares are owned by Niagara Falls Hydro
Holding Corporation.

The Holding Company appoints four directors to the board of Niagara Peninsula Energy.

The Holding Company also holds 50% of the shares in Niagara West Transformation
Corporation(NWTC), which owns a municipal transformation station in West Lincoln.
Niagara Power Incorporated(Grimsby’s Holding Company) holds the other 50% of the
shares in NWTC. Three directors are appointed by each Holding Company.



2011 Board of Directors

Peninsula West Power Inc.
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Mayor Dave Augustyn -- Chair Pelham
Mayor Bill Hodgson Lincoln
Mayor Doug Joyner West Lincoln
Dave Thompson Lincoln
Sue-Ellen Merritt West Lincoln
John Nicol Pelham
Peninsula West Services Ltd.
Brian Walker
Peninsula West Management
Brian Walker President, Secretary and Treasurer

Niagara West Transformation Corporation
Directors from Pen West
Karen Bubish
Roger Hayes
Peter Wicks

Niagara Peninsula Energy Inc.
Directors from Pen West
Russell Lowden
George Mitges
Brian Walker
JoAnn Chechalk



PRESIDENT’S 2011 REPORT

Much of my time in 2011 was devoted to the attempt to negotiate a share purchase
agreement by which the shares held by Peninsula West Power Inc. in the Niagara
West Transformation Cerporation would be sold to Niagara Power Inc. NP1 would
then own 100% of NWTC. Negotiations were still ongoing at the end of the year.
Our major asset, a 25.5% interest in Niagara Peninsula Epnergy Inc., had a very
successful year and the value of our holding continued to increase. We received a
dividend of $127,500.00

Under the director rotation policy, it was West Linceln’s turn to appoint two
Directors to the Board of NPEI for the period of 2011-2013, and JoAnn Chechalk
was added to the Board.

At the end of December, John Bald completed his three year term on the PWP]
Board and was then nominated to be a Director of Niagara West Transformation
Corporation to replace Karen Bubish who resigned from that Board in October.
John Nicol was re-appointed by the Town of Pelham for a three year term.
Peninsula West Services Ltd. continued to provide, through contracts, rentals of
water heaters and sentinel lights, as well as street light maintenance for our

shareholders.
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Niagara Power Incorporated

2315Roberts Road

Grimsby, ON

L3M 5N2

PH: 905.945.5437

NIAGARA FX:905.945.9933
P O W E R

Confidential

February 10, 2012

Peninsula West Power Inc. p J
26576-Clifford Street, Wa,lL_ 4 CamLAVO vut/,
W&Méé épo g: ;’s Conthill, Outario LESIED pyp

Attention:  Dave Augustyn, Chairman

Dear Sirs:

Re: Niagara West Transformation Corporation (“NWTC”™)

Further to our recent discussions and communications, we acknowledge receipt of your notice to
us of your interest in selling your investment in Niagara West Transformation Corporation

(“NWTC”). 47&“&" W L“ij 120 CI&‘C‘S A S'Aa'\eSP

This letter of intent (“LOI”) confirms that we are prepared to purchase your 50 common shares\”
in NWTC “Shares”), subject to certain conditions set out below. Upon signing of this LOI
by both of us, this document shall comprise both a written amendment of the Unanimous
Shareholders Agreement (the “USA”) made August 29, 2003, and a written waiver of the
requirements thereof, to the extent required to effect the transaction as contemplated hereby.

Offer Amount $1,000,000 CDN

Closing Date: On W a 0[&“3 éb ée aj?»aa{ ‘fo
Share Purchase ¥ permes g

Agreement: The terms of this transaction will be formalized in a

share purchase agreement (“SPA”), and subject to
usual due diligence with respect to the Shares and
legal, accounting and such other advice as each of

us may require.

OEB Compliance: Completion of the transaction will be subject to any
applicable Ontario Energy Board review or
approval

Non-Disclosure: By signing this LOL you agree to treat all

communications of any kind, howsoever pertaining



10 TNE Proposea snare purcnase ransacuon,
including but not limited to the terms and existengg,
of this LOI , (collectively the “Confidential
Information™), as strictly confidential and will not
disclose all or any part thereof to any third party.
Disclosure of the Confidential Information to your
directors, shareholders and advisors is permitted
only on the condition that such recipients shall be
bound by the same duty of confidentiality. You
specifically acknowledge that unauthorized
disclosure of any of the Confidential Information
may cause irreparable detriment and harm to us,
and such disclosure will result in your liability to us
for the consequences, financial and otherwise, of
such detriment and harm, and we may commence
proceedings to enjoin you from such disclosure, at

your expense.

This is a letter of intent only, and the provisions hereof do not create a legally binding
commitment by us to purchase, or by you to sell, the Shares, but we each acknowledge and agre¢
that the Non-Disclosure provisions of this LOI are binding upon each of us and shall survive the

expiry or termination of this LOL

ﬁﬂ&q

If the foregomg is acccptable to you, kmdly acknowledge in the space mdlcated below ~Tfwe

Yours truly,

NIAGARA POWER INCORPORATED

es Detenbeck, Chairman
iagara Power Incorporated

Accepted by,

. Lt

Mayor David Augus
Penninsula West Pgwer Inc

NWTC Letter of Offer Page 2 of 2
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SHARE PURCHASE AGREEMENT

THIS AGREEMENT made as of the 18" day of June 2012

BETWEEN

NIAGARA POWER INCORPORATED
An Ontano corporation having it head ollice at 231 Roberts Road, Grimsby, Ontario.

(hercinaficer called “INPI™)

—and —

PENINSULA WEST POWER INC.
An Ontano corporalion having a registered oflice al 57 Canboro Road, Fonthill, Ontaro

(hereinafter called “PWP™)
—and —

NIAGARA WEST TRANSFORMATION CORPORATION
An Ontario corporation having its head office at 231 Roberts Road, Grimsby, Ontarnio

{hercinafter called the “Corporation™)

WHEREAS:

(1) the Corporation was incorporated on September 5, 2003 as Onbino corporation no.
1586499

(2) the issued and outstanding shares in the capital of the Corporation consist of 100 common
sharcs, of which MPIL and PWP each own 30 and 240 Class A shares, of which NPT and
PWT each own 120 (those shares owned by PWT being herein reformed to as the
“Shares™);

{3) NPl and PWF have entered into a Sharcholder’s Agreement dated the L b day of
Aupust, 2003 (the “S1LA™) with respect to the Corporation;

MNIAGARA WEST TRANSFORMATION CORPORATION
Share Purchase Agreement bebwesn
Peninsula West Power Ing,
—and-
isasr Power Ing,
Jume 19, 2002 v pape 1of 11
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i4) All capitalized terms used in this Agreement, unless specifically defined herein, shall

have the same meaning as defined in the SHLA;

(5) P'WT has, pursuant to section 7.0 of the SHA. given notice of its intent to scll its
Investment, including the Shares to NPT;

(6] NPT has exercised ils nghts of first offer, as provided for in 5.7.6 of the SHA, and agreed
to purchase the Investment of PWP; and

(7)  The Corporation herehy consents to the transection of purchase and sale conlernplated
herein;

NOW THEREFORE THIS AGREEMENT WITNESSES that, m consideration of the
riubual covenants and agreements contamed herein, and of other pood and valuable
consideration, the reccipt and sufficiency of which 15 hereby acknowledged, the parties hereto
covenant and agree each with the other as follows:

ARTICLE 1. PURCHASE OF INVESTMENT

1.1 Subject to the terms and conditions hereof, PWP agrees to sell all, and not less than all, of
itz Investment, and MPI agrees to purchase all of the zame.,

ARTICLE 2. PURCHASE PRICE.

2.1 The purchase price (“Purchase Price™) payable by NPI to PWPF for the Investment shall
be ONE MILLION-—--2/00 DOLLARS of lawful cumrency of Canada (CADE1,000,000_00),

X2 PWP and NPI agree that the Purchase Price represents the Fair Market Value of PWP's
Investment in the Corporation, within the meaning of section 7.5 of the SHA;

2.3 In the event Canada Revenue Agency, or a similar government authority having
jurisdiction, determines the valee of the Investroent to be other than as agreed to by the partics
herein (such determined value bemg herein the *Adjusted Value™) the parties agree that they
shall be bound by the Adjusted Value and shall adjust their beoks and records to reflect same,
and re-file all necessary or advantageous elections with respect to same.

2.4  The parties agree that there shall be no adjustment to the Purchase Price.

2.5 The Purchase Price shall be satisfied by NPI on Closing by certified cheqee payable to
PWP, or as it may otherwise direct.

MIAGARA WEST TRAMSFORMATION COREPORATION
nhare Purchase .I'-'l.__:-:n.'rt:l:ru‘:nl hetwetn
Peninsula West Power Inc,
-~
Mgz Power Inc.
June 19,2002 v.4 papc 2afl 11
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ARTICLE 3. CLOSING ARRAMGEMENTS.

3.1  Cloging. Time shall be of the essence of this Apreement. The closing of this transaction
shall take place at the offices of NP1 on the later of (i) June 28, 2012; and (ii} three days
following recetpt of the approval of the Ontano Energy Board Lo the transfer of the Investiment.
{(“Closing Date” or *T'ime of Closing™).

3.2 Extension The partics agree that the Closing date may be delayed, by motual written

agmesment, Lo a later date.

33 Addvanced Dare The partics agree that the Closing Date maybe advanced, by
mutnal written agreement, to an earlier date if all conditions of the transaction have been met and
the parties are each in a position to complete the transaction contemplated herchy.

ARTICLE 4. REFRESENTATIONS & WARRANTIES OF PWE

PWT represents and warrants to NP1 as follows, and acknowledges that NPT 15 relying on such
representations and warranties in connection with its purchase of PWP™s Investment;

4.1 rganization PWP is a corporation duly incorporated and organized and validly
subsisting under the laws of the Provines of Ontario, and has the corporate power Lo:

(a) own the Investment;
(b}  enter into this Agreement; and
(c) perform the obligations imposed wpon it hereander.

47  Authorization All steps taken by PWP pursoant to its notice under the SHA and
pursuant to this Agreement have been duly authorized, executed and delivered by PWP, and each
is # lepal, valid and binding obligation of PWP, enforceable against it by NI'L in accordance with
ils lerms, except to the extent that enforcement of such obligations may be limited by
bankruptey, insolvency and other laws afTecting the nghts of creditors generally, and subject
always Lo the discretionary application of equitable remedics by 2 court of compelent
jurisdiction.

43 No Other Agreemenis to Purchase Mo other person, other than NPL has any written or
oral agreement, option or any right or privilege capable of becoming an option or agreement,
whether under law, by contract or in equity, for the purchase or acquisition of the Shares.

44  Chwnership of Investment PWTP shall have good and marketable title to all
components of its Investment, including, but not limited to, the Shares, free and clear of

(a1} all liens, encumbrances and security interests, whether created by PWP or the

NIAGARA WEST TRANSFORMATION CORPORATION
Share Purelsse Agreement bebaeon
Peninsula West Power Inc.
-and-
Miagara Power Inc.
Tume 19, 2012 waid e Sal 11
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Corporation; and
(b all woing rusls or agresmvenls,

Upon completion of the purchase contemplated herein, NPT will be the beneficial owner of
record of the Investment, with pood and marketabie title thereto.

4.5  No Violation The cxecution and delivery of the notice under the SHA and of this
Aereement, and the completion of the transaction contemmplated bereunder will not result in:

{a)  thecreation or imposition of any ecncumbrance upon the Investment or any part
thereod, or
(k)  the breach or violation of any provisions of the terms, conditions or provisions of,
or constitute defaolt under, or conflict with or cause the acceleration of any
obligation of PWP under;
i) the articles and by-laws, as amended, of PWT and any resolution passed
by etther the directors or the shareholders of PWE;
i) any material agrecment or instrument to which PWP is a party, or by
which the Investment is bound;
m}  any judgment, decree, order or award of any decision-making entity of
competent jurisdiction
i) any licence, permit, approval, consent or authonzation held by PWP and
necessary to the ownership of the Investment; or
v) any apphcable law, statute, ordinance, regulation or rale.

4.6  Residenmcy PWP 15 nol a non-resident within the meaning of the frcome Toar Aef

47 Full Disclosure Mo document delivered by PWE in furtherance of this transaction
neither containg, or will contain, any unte statement of a matenial fact, nor has omatted, or will
omil, a material [acl necessary to make such statements not misleading,

ARTICLE 5. REPRESENTATIONS & WARBANTIES OF MNI'I

NPI represents and warrants to PWP as follows, and acknowledges that PWP is relying on such
representations and warranties in connection with its sale of PWP’s Investment:

3.1 Organization NPT 15 a corporation duly incorporated and organized and validly
subsisting under the laws of the Province of Ontano, and has the corporate power to:

(a) purchase the Investment;
(b} enter into this Agreement; and
(c) perform the obligations imposed upon it hereunder.

MNIAGARA WEST TRANSFORMATION CORPORATION
Share Purchase Agrecinent betwesn
Pemnsula West Power Inc.
-amil-
iiagara Power Inc.
June 13, 2002 w4 page 4 of 11



167

5.2 Authorization All steps taken by MPI pursuant to the transaction contemnplated by
this Agrecment have been duly authorized, executed and delivered by NPL, and each i3 a legal,
valid and binding obligation of WPL enforceable against it by WP, in accordance with 153 terims,
except to the extent that enforcement of such obligations may be limited by bankrupicy,
insolvency and other laws affecting the rights of creditors generally, and subject always to the
discretionary application of equitable remedies by a court of competent junsdiction.

53  No Fiolation The execution and delivery of this Agreement, and the completion
of the transaction contemplated hercunder will not result in the breach or violation of any
provisions of the terms, conditions or provisions of, or constitute default onder, or conflict with
or causc the acceleration of any obligation of NP1 under:

(a) the articles and by-laws, as amended, of NPI and any resolution passed by either
the directors or the sharcholders of PI;

(b}  any malenal agreement or instrument o which NPT 15 a party;

{c) any jodgment, decree, order or award of any decision-making entity of competent
Junsdiction; or

{d)  any applicable law, statute, ordinance, regulation or mie.

5.4 Full Disclosure Mo document delivered by NP1 in furtherance of this transaction
neither contains, or will contain, any untroe statement of a marerial fact, nor has omitted, or will
omit, a matenal fact necessary to make such staternents not misleading,

ARTICLE 6. CONIMTIONS OF CLOSING.

f.1 Conditions for NPI's Benefie.  NPL shall not be obligated to complete the purchase
provided for herein unless, on the Closing Date, each of the following conditions shall have been
satisfied, it being understood that the conditions are included for the exclusive benefit of NPI and
may be waived in writing in whole or in part by NP1 at any time; and PWP shall use
commercially reasonable best efforts to ensure that the conditions arc fulfilled on or before the
closing date:

(a) Good Title  PWP shall have good and marketable title to all components of its
Investment, including, but not limited to, the Shares, free and clear of:
i) all liens, encumbrances and sceurity interests, whether created by PWP or
the Corporation; and
ii} agreements or options in favour of any third party o purchase the
Investment.
(k)  Status of FWP PWP shall have delivered 1o NPI reasonable and
satisfactory evidence that:

MIAGARA WEST TRANSFORMATION CORPORATION
Share Purchase Agrecment belween
Penmsunka Weat Power Inc.
~amnel-
iiggarn Power Inc,
June 19, 2012 v.4 Fage Sof 1]
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i} PWE is, al the Dale of Closing, a resident of Canada within the meaning of
the fncome Tar Aot (Canada); or fatling such evidence shall deliver the
requisite certificate with a certificate limit in proper amount as provided
for by the focome Tax Aot (Canada).

1) PWP 1= not an undischarged bankrupt, and has not made a voluntary
assignment into bankraptey, been petitioned into bankruptey or delivered
ils assels and property to a trustee for the general benefit of its creditors;

i)  inall other respects, PWP has full capacity, power, authority and right to
sell the Investment in accordance with the terms of the SHA and thas
Agreement.

(c) Approval of OEB NP1 must have received evidence o its satisfaction that the
approvil of the Ontano Energy Board and all other repulatory bodies having
Junsdiction over the sulyject matter hereot, 1o the transaction of purchase and zale
conternplated herein has been obtmned, or 1% not required.

(d) Representations and Warranties  All of the representations and warranties of
PWP set Torth in Article 4 above, are true as al the Closing Date.

(e} Legal Opinion PWP shall have delivered to NPI the favourable opinion of
PW s counsel in the form attached hereto as schedule “A™.

6.2  Conditions for PWP s Bengfit. PWP shall not be obligated to complete the sale provided
for herein unless, on the Closing Date, each of the following conditions shall have been satisfied,
it being understood that the conditions are included for the excluzive bepefit of PWP and may be
waived in writing in whole or in part by PWP at any time; and NP1 shall use its best efforts to
ensure that the conditions are fulfilled on or before the closing date:

(a) sStatus of NP MPI zhall bave delivered to PWF reasonable and

salisfactory evidence that

1} NP1 is not an undischarged bankropt, and has not made a voluntary
assignment into bankmuptcy, been petitioned into bankruptey or delivered
its assets and property to a trustee for the general benefit of its creditors;

i) In all other respects, NP has full capacity, power, suthorty and right to
purchase the Investment in accordance with the terms of the SHA and this
Agrcement.

(b}  Approval of OEB  PWP must have received evidence to its satisfaction that
the approval of the Ontarie Energy Board and all other regulatory bodies having
jurisdiction over the subject matter hereof, to the transaction of purchase and sale
contcmplated herein has been obtained, or 15 not required; and

{c) Representations and Warranties  All of the representations and warranties of
MPI set forth in Article 5 abowe, are true as at the Closing Date.

(d) Congent of Toronto-Dominion Bank & Removal as Goarantor PWP
must have received evidence to its satisfaction, acting reasonably, that the
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Toronto-Dominion Bank has approved the purchase and sale contemplated herein
and the release of FWP's guarantee of the indebtedness of NWTC, including the
discharge of all registrations under the Personal Property Security Act (Ontario)
against PWP in respeet thereof.

6.3  Non-Fulfilment If any of the forepoing conditions shall not have been Mlhlled on
or before the Closing Date, the party for whose benefit the condition has been provided (the
“Terminating Party™) may terminate this Apreement by notice in writing 1o the other, in which
event both parties shall be released from all obligations under this Agreement and all mtenm
steps talen purspant to it and the SHA, unless the Terminating Party can show that the condition
relied upon could reasonably have been performed by the other, in which case the other parly
shall nol be released from all obligations hereunder, bt held accountable for the reasonable
consequences of non-performance; PROVIDED HOWEVER that either party shall be entitled to
walve compliance with any condition provided for its benefit, in whole or in part, if it shall sec
fit to do so, without prejudice o its rights of termination in the cvent of non-fulfilment of any
other condition in whole or in part.

ARTICLE 7 - INDEMNIFICATION AND SET-OFF

7.1 Mutuwa! Indemnity  Each of NPILand PWP (each being sometimes referred to as the
“Indemnifier”, as the case may be) herehy agrees 1o defend, indemnify and save the other (herein
the “Indemnificd Party) harmlcss from and against any claims, demands, actions, causes of
action, damage, loss, deficiency, cost, hability and expense which may be made or broaght
within a period of three (3) vears of the Closing Date, against the Indemmnified Party, or which
the Indemmified Party may suffer or incur as a result of, in respect of or ansing out of:

() any non-performance or non-fulfilment of any covenant or agreement on the part
of the Indemnifier contained in this Apreement;

() any misrepresenialion, maccuracy, ncomeciness or breach of any representation
or warranty madc by the Indemnifier contained in this Agreement;

() any and all debls, payvables, obligations, taxes, contracts, commitments, or
liabilities of any nature whatsoever of PWP affecting the Investment; and

(d)  all costs and expenses includimg, without lmitation, legal fees on a substantial
indemmnity basis, mcidental to or in respect of the foregoing,

72 Provisions Relating To Indemnity Claims The {ollowing provisions will apply to any
claim by and Indemnificd Party for indemnification by the Indemmificr pursuant to section 7.1
hereof (hereinafier, in thus section, called an "Indemoity Claim™):

ra) Motice Promptly after becoming aware of any matter that may give rise to
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an Indemnity Claim, the Indemmified Party will provide to the Indemnifier writlen
notice, at the address set oul herein, of the Indemnity Claim specifying (o the
extent that information 15 available) the factual basis for the Indemnity Claim and
the amount of the Indemmty Claim or, if an amount is not then determinable, an
estimate of the amounnt of the Indemnity Clairn, if an estimate 15 feasible in the
CHCUmSTances;

(b)  Third Party Liability If an Indemmnity Claim relates to an alleged liability
to any other person (heremafier, in Ung section, called a "Third Party Liabality™),
including without limitation any governmental or regulatory body or any taxing
authority, which is of a nature such that the Indemnified Party is required by
applicable law to make a payment to a third party before the relevant procedure
for challenging the existence or quantum of the alleged Hability can be
implemented or compleled, then the Indemnified Party may, notwithstanding the
provisions of subscetions 7.2(c) and 7.2 (d) below, make such payment and
forthwith demand reimbursemnent for such payment from the Indemnifier in
accordance with this Apreementl. Provided further, however, that, 1f the alleped
lizbility to the third party as finally determined upon completion of settlement
negotiations or related legal proceedings 15 less than the amount which is paid by
the Indemnifier in respect of the related Indemnity Claim, then the Indennified
Iarty shall forthwith following the [inal determination pay Lo the Indemnifier the
amount by which the amount of the liability as finally determined is less than the
amouent which 15 50 paid by the Indemniber;

(c) Indemnifier to Resolve The Indemnified Party shall not nepotiate, settle,
compromise of pay (except in the case of payment of a judgment) any Third Party
Liability as to which il proposes to assert an Indemmity Claim, except with the
prior consent of the Indemnifier (which consent shall not be unreasonably
withheld or delayed);

{d)  Third Party Liability Procedures With respect to any Third Party Liability,
provided the Indemnifier first admits the Indemnified Party’s right to
mdemnification for the amount of such Third Party Liability which may at any
times be determined or settled, then in any legal, admmistrative or other
procecdings in connection with the matters forming the basis of the Third Party
Liahility, the following procedures will apply:

(1) the Indemnifier will have the nght 1o assume carmages of the compromisc
or settlement of the Third Party Liability and the conduct of any related
legal, admimistrative or other proceedings, but the Indemnificd Party shall
have the right and shall be given the opportunity to participate in the
defence of the Third Party Liability, to consult with the Indemnifier in the
seltlement of the Third Party Liabality and the conduct of related legal,
administrative and other proceedings (including consultation with counsel)
and to dizagree on reasonable grounds with the selection and retention of
counsel, in which case counsel satisfactory to the Indemnifier, and the
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Indemnified Party shall be retained by the Indemnifier; and

the: Indemnifier will co-operate with the Indemnified Party in relation to

the Third Party Liability, will keep it fully advised with respect thereto,

will provide it with copies of all relevant documentation as it becomes
availabie, will provide it with access to all records and files relating to the
defence of the Third Party Liability and will meet with representatives of
the Indemnified Party at all reasonable times to discuss the Third Party

Liability.

if, with respect to any Third Party Liability, the Indemnifier does not

admit the Indemnified Parly’s right to indemnification or declines to

assume carmiage of the settlement or of any legal, administrative or other
procesdings relating to the Third Party Liability, or if the Indemnified

Party so elects in its sole diserction, then the following provisions will

apphy:

a. The Indemnified Party, at its discretion, may assume carriage of the
settlement or of any legal, administrative or other proceedings relating
to the Third Party Liability and may defend or scttle the Third Party
Liahility on such terms as the Indemnified Party, acting in zood faith,
considers advizable; and

b. any cost, lost, damage or cxpense incurred or suffered by the
Indemnified Party in the settlement of such Third Party Liability or the
conducl of any legal, administrative or other proceedings shall be
added to the amount of the Indemnity Claim;

[e) Monetary Limit The Indmmnifier shall have no obhigation to indemmnify the
Indemnificd Party in an amount that exceeds the Parchase Price.

ARTICLE & GENLERAL.

2.1 Interprefaiion.

(a) Schedules. Schedules and other documents attached or referred to in this
Agreement are an intcpral part of this Agrecment.

(b) Sections and Headings. The division of this Agreement into Articles, sections and
subsections and the inserlion of headings are for convenience of reference only and shall
not affect the construction or interpretation hereof.

(e} Extended meanings. Words importing the singalar number inclede the plural and
vice-versa; words importing the masculine gender mclude the ferminine and neater

genders.
(d) Funds. All dollar amounts referred to in this Agreement are in lawful money of
MNIAGARA WEST TRANSFORMATION CORPORATTOM
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Canada.

8.2 Expemses. Each party shall be responsible [or its own legal and audit fees and other
charges incurred in connection with the preparation of this Agreement, all negotiations between
the parties and the consummation of the transactions contemplated hereby.

8.3 Further Assurances. Each of the parties hereto will from time to time at the other’s request
and expense and without further consideration, execute and deliver such other instruments of
transfer, conveyance and assignment and take such further action as the other may reasonably
require to more elfectively complete any matter provided for herein.

8.4 Enfire Agreement.  This Agreement constitutes the entire agreement among the parties and
except as herein stated and in the instraments and documents to be excouted and delivered
purseant hereto, contains all of the representations and warranties of the respective parties.
There are no oral representations or warranties among the parties ol any kind. This Agreement
may not be amended or modified in any respecl except by wrilten instrument signed by both
partics.

8.5  Nom-Merger. Each party hereby agrees that all provisions of this Agreement shall
[orever survive the exccution and delivery of this Agreement and any and all documents
dehvered in connection herewith.

8.6  Applicable Law. This Agreement shall be interpreted in accordance with the laws of the
Province of Ontario and the laws of Canada applicable therein and shall be treated in all respects
as an Ontario contract,

8.7  Notices. Any notice required or permitted to be given hereunder shall be in wniting and
shall be effectively given il (1) delivered personally, (i) sent by prepaid courier service or mail,
or {111) sent prepaid by telecopier, telex or other similar means of electronic communication))
confirmed on the same or following day by prepaid mail) addressed, in the case of notice to the
PWP, as follows;

Pemmnsula West Power Inc,

clo B. Walker

5T Canboro Road

PO Box 35

FONTHILL, ON LOS 1EQ

and in the case of nobice to WP, as follows;
Mizgara Power Incorporated

231 Roberts Road
GRIMSBY, ON L3M 5N2

NIAGARA WEST TRANSFORMATION CORPORATION
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Aftention; James Detenbeck
Facsimile:  (905) 945 9933

Any notice so given shall be deemed conclusively to have been given and received when so
personally delivered or sent by telex, telecopier or other electronic communication or on the
second day following the sending thereof by private courier or mail. Any party hercto or others
mentioned above may change any particulars of its address for notice by notice to the others in
the manner aforesaid.

BE  Nonm Disclosure: Each of the parties acknowledges that each will treat as sirictly
confadential all informalion received by it in connection with this transaction, and not to disclose
it b any third party or to use it for Ay purpase, at any time, whether during the term of the
discussions, the term of the business relationship, ifany, arising therefrom, and after termination,
exeept as may be required by law. Notwithstanding the foregoing, the parties agree that
disclosure to a party’s dircctors, shareholders and advisors is permitted but only on the condition
that such recipients shall be bound by the same duty of confidentiality.

8.9 Successors and Assigns, This Agreement shall enure to the benefit of and be binding upon
the parties hereto and their respective successors and assigns.

IN WITNESS WHEREOF this Agrecment has been exceuted by the parties hereto.

NIAGARA POWER INCORPORATED PENINSULA WEST POWER INC.
S - - ] .
B Y . /
{Er: James Detenbeck Per-Pve :‘Lugus??( e T
I'have authority ro bind the Cogporation ['have authority 1o bisd the Corperation
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NIAGARA POWER INCORPORATED
(the “Corporation”)
RESOLUTIONS OF DIRECTORS

MOVED BY: Joe Panetta
SECONDED BY: Dave Wilson

Potential Sale of NWTC

RESOLVED that the Board of Directors authorizes the moving forward of
the purchase of NWTC from PWPL

DATED the 20th of December 2011



PENINSULA WEST POWER INC.
MEETING 12-01 MINUTES
March 21, 2012

Present:

The Peninsula West Power Inc. Board of Directors
met on Wednesday, March 21, 2012
at the Pelham Town Hall
Fonthill, Ontario

Chair Mayor Dave Augustyn
Director Mayor Bill Hodgson
Director Mayor Doug Joyner
Director Sue-Ellen Merritt
Director John Nicol
Director Dave Thompson
President and Secretary-Treasurer Brian Walker

Guest: Peter Wicks, a Director of NWTC
Chair Augustyn called the meeting to order.
The Chair called for any conflicts of interest. None were declared.

MEETING MINUTES

RESOLUTION NO.: 12-01

Moved by:  J. Nicol

Seconded by: D. Joyner

That the minutes of the November 29, 2011 meeting be approved as printed.
Carried

Business arising

None, not covered elsewhere

Correspondence
---letter from Niagara Peninsula Energy Inc. requesting Special Resolution
---Letter of Intent from Niagara Power Inc.

RESOLUTION NO.: 12-02
Moved by: S. Merritt
Seconded by: B. Hodgson
That the correspondence from Niagara Peninsula Energy Inc. and from Niagara
Power Inc, be received and acted upon by specific motions.
Carried

176
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7. President Report NO:01-12
The President highlighted the activities of the Services company and advised that he
is monitoring the revenue and expenses of the sentinel light component, as the
system is getting older.

RESOLUTION NO:12-03
Moved by: D. Thompson
Seconded by:  J. Nicol
That President Report NO:01-12 be received as information.
Carried

8. Request for Increased Borrowing by Niagara Peninsula Energy Inc.

RESOLUTION NO:12-04

Moved by: B. Hodgson

Seconded by: D. Thompson

That, whereas Niagara Peninsula Energy Inc. is desirous of borrowing up to $10
million dollars in the year 2012, and,

Whereas under the terms of the Shareholders Agreement dated January 1, 2008,
Article 5 — Approval of Certain Corporate Actions, section 5.2 — Special resolution
by Sharcholders, part(k) Borrowing of money in excess of $5 million dollars,
Niagara Peninsula Energy Inc. requires a Special Resolution approved by its
shareholders Niagara Falls Hydro Holding Corporation and Peninsula West Power
Inc.,

Therefore, the Board of Directors of Peninsula West Power Inc. hereby approves the
borrowing of money By Niagara Peninsula Energy Inc. in excess of $5 million
dollars up to $10 million dollars in 2012.

Carried

9. Discussion of NWTC Operational Questions
The Chair invited Peter Wicks, a director of the Niagara West Transformation
Corporation, to provide information on the connectivity issue faced by NWTC,
especially in regards to wind energy. Mr. Wicks described the process and handed
out an information sheet which is given to all prospective connectors. He also spoke
about the IPC proposal to pay for required changes to the station. When asked about
the comments made by IPC representatives at a public meeting in Smithville, he said
he was surprised because the project has not received environmental approval and
their proposal had only received approval in principle.
Mr. Wicks also explained that the connection of alternate energy sources would lead
to a reduction in revenue for NWTC, because the two customers would require less
energy. Energy conservation 1s also lowering the demand.
The Chair thanked Mr. Wicks for his input and he departed.
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Intent to Sell Shares in Niagara West Transformation Corporation

In February of 2012, Chair Augustyn received from Niagara Power Inc. a revised
Letter of Intent for the purchase of the shares held by Peninsula West Power Inc. in
the Niagara West Transformation Corporation. The Letter of Intent removed the
condition in the previous letter of October, 2011.

Chair Augustyn also received a Share Purchase Agreement.

The two documents were sent to our legal counsel, Jill Sexsmith, for her review. She
sent back a series of corrections and changes to the documents. These were
distributed to directors at the meeting.

The directors agreed with her comments and decided that the documents should be
revised, signed, and sent to Niagara Power Inc.

RESOLUTION NO: 12-05
Moved by: B. Hodgson
Seconded by:  J. Nicol
That, whereas Niagara Power Inc. has submitted a Letter of Intent regarding their
purchase of the shares held by Peninsula West Power Inc. in the Niagara West
Transformation Corporation, and,
Whereas our legal counsel has advised a clarification amendment,
Therefore the Directors of Peninsula West Power Inc. approve the amended Letter
of Intent and authorize Chair Augustyn to sign said document.

Carried

RESOLUTION NO: 12-06

Moved by: D. Joyner

Seconded by:  D. Thompson

‘That, whereas Niagara Power Inc. has submitted a Share Purchase Agreement

regarding their purchase of the shares held by Peninsula West Power Inc. in the

Niagara West Transformation Corporation, and,

Whereas our legal counsel has advised corrections and amendments,

Therefore the Directors of Peninsula West Power Inc. approve the amended Share

Purchase Agreement and authorize Chair Dave Augustyn to forward the amended

Share Purchase Agreement to Niagara Power Ine.for its approval and signing,
Carried

Adjournment

Moved By: J. Nicol

Seconded by: S, Merritt

That Meeting 12-01 be adjourned, with the next meeting being at the Chair’s call.
Carried

v Chéi%' e

Secretary



179

Exhibit 1.5.3(a)



180

n

VS

h|_oes |
Ontario

Electricity Transmission Licence
gET-201 0-0294

Niagara West Transformation
Corporation

Valid Until

December 23, 2030

Jennifef Lea
unsel, Special Projects

Ontario Energy Board
Date of Issuance: December 24, 2010

Ontario Energy Board Commission de I'énergie de I'Ontario
P.O. Box 2319 C.P. 2319

2300 Yonge Street 2300, rue Yonge

27th. Floor 27e étage

Toronto, ON M4P 1E4 Toronto ON M4P 1E4



10

11

12

13

14

15

16

17

18

19

20

181

Niagara West Transformation Corporation
Electricity Transmission Licence ET-2010-0294

Table of Contents Page No.
DIENINIEIE -.... . oo o ] A AR AR R 1
L S IO E EEEIONN. .o s escesssssomcntossoeso o i €5 o 5 A R R 2
A RO TR ION sunrusmmnsmsmmmsasmm e s e S R A S S S 2
Obligation to Comply with Legislation, Regulations and Market Rules.............cccooeceeiienn, 2
Obligation to Comply With COUES ... 2
Requirement to Enter into an Operating Agreement...........cc.cocciviinniiinciiiniiinsinssins e, 2
Obligation to Provide Non-discriminatory ACCESS ... 3
Gl laZlENtDICONNEE, mu. drs m oo B e o o U BUR o e mom i g L s 3
Obligation to Maintain System INtegrity .........ccoooiiiiiei e 5]
Transmission Rates and ChargeS .....cccccoivviviiiiiii e 3
Separation of BUSIiNess ACHVItIES .......ccvviieiiieiie e B 4
Expansion of Transmission SYSTEM ......c..oooiiiiiiiii e 4
Provision of Information to the Board ..., 4
Restrictions on Provision of InfOrmalion .awwws s imamisimmaimmmisin it v 4
B e o s T e A e el ]
=T a b=t o IR Tot=T oot~ T 5
etgal=talo [5T= picla )i Wa = Lo O PO S RO 5
Feesiand AssessmMENtS e smmsissmsimssmabiabmmmmemms s i s 5
S T T TN . «ocomimmmsesommmasmaseonohocs o s s s S € A P A A B 5
OIS OF TNE LITEIUEE: 1 n s mimmcmmss oot s s oo it S 5



182

Niagara West Transformation Corporation
Electricity Transmission Licence ET-2010-0294

SCHEDULE 1 SPECIFIES TRANSMISSION FACILITIES. ... 6
SCHEDULE 2 LIST'OF CODE EXEMPTIONS......coucormmmsisenes oons sriasummanmmrassmsiss i 7



183

Niagara West Transformation Corporation
Electricity Transmission Licence ET-2010-0294

Definitions
In this Licence:

‘Accounting Procedures Handbook” means the handbock, approved by the Board which
specifies the accounting records, accounting principles and accounting separation standards
to be followed by the Licensee;

“Act” means the Ontario Energy Board Act, 1998, S.0. 1998, c. 15, Schedule B;

“Affiliate Relationships Code for Electricity Distributors and Transmitters” means the
code, approved by the Board which, among other things, establishes the standards and
conditions for the interaction between electricity distributors or transmitters and their
respective affiliated companies;

“Board” means the Ontario Energy Board;

‘Electricity Act” means the Electricity Act, 1998, S.0. 1998, c. 15, Schedule A;
‘Licensee” means Niagara West Transformation Corporation

“Market Rules” means the rules made under section 32 of the Electricity Act;

‘Performance Standards” means the performance targets for the distribution and
connection activities of the Licensee as established by the Board in accordance with section
~ 83 of the Act;

‘Rate Order” means an Order or Orders of the Board establishing rates the Licensee is
permitted to charge;

‘transmission services” means services related to the transmission of electricity and the
services the Board has required transmitters to carry out for which a charge or rate has been
established in the Rate Order;

‘“Transmission System Code” means the code approved by the Board and in effect at the
relevant time, which, among other things, establishes the obligations of a transmitter with
respect to the services and terms of service to be offered to customers and provides
minimum technical operating standards of transmission systems;

‘wholesaler” means a person that purchases electricity or ancillary services in the IESO
administered markets or directly from a generator or, a person who sells electricity or
ancillary services through the IESO-administered markets or directly to another person other
than a consumer.
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Interpretation

In this Licence, words and phrases shall have the meaning ascribed to them in the Act or the
Electricity Act. Words or phrases importing the singular shall include the plural and vice versa.
Headings are for convenience only and shall not affect the interpretation of the Licence. Any
reference to a document or a provision of a document includes an amendment or supplement to,
or a replacement of, that document or that provision of that document. In the computation of time
under this licence, where there is a reference to a number of days between two events, they shall
be counted by excluding the day on which the first event happens and including the day on which
the second event happens. Where the time for doing an act expires on a holiday, the act may be
done on the next day that is not a holiday.

Authorization

The Licensee is authorized, under Part V of the Act and subject to the terms and conditions set
out in this Licence to own and operate a transmission system consisting of the facilities described
in Schedule 1 of this Licence, including all associated transmission equipment.

Obligation to Comply with Legislation, Regulations and Market Rules

The Licensee shall comply with all applicable provisions of the Act and the Electricity Act and
regulations under these Acts, except where the Licensee has been exempted from such
compliance by regulation.

The Licensee shall comply with all applicable Market Rules.

Obligation to Comply with Codes

The Licensee shall at all times comply with the following Codes (collectively the “Codes”)
approved by the Board, except where the Licensee has been specifically exempted from such
compliance by the Board. Any exemptions granted to the Licensee are set out in Schedule 2 of
this Licence. The following Codes apply to this Licence:

a) the Affiliate Relationships Code for Electricity Distributors and Transmitters; and

b)  the Transmission System Code.

The Licensee shall:

a) make a copy of the Codes available for inspection by members of the public at its head
office and regional offices during normal business hours; and

b) provide a copy of the Codes to any person who requests it. The Licensee may impose a
fair and reasonable charge for the cost of providing copies.

Requirement to Enter into an Operating Agreement
The Licensee shall enter into an agreement (“Operating Agreement”) with the IESO providing for

the direction by the IESO of the operation of the Licensee’s transmission system. Following a
request made by the IESO, the Licensee and the |IESO shall enter into an Operating Agreement
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within a period of 90 business days, unless extended with leave of the Board. The Operating
Agreement shall be filed with the Board within ten (10) business days of its completion.

Where there is a dispute that cannot be resolved between the parties with respect to any of the
terms and conditions of the Operating Agreement, the IESO or the Licensee may apply to the
Board to determine the matter.

Obligation to Provide Non-discriminatory Access

The Licensee shall, upon the request of a consumer, generator, distributor or retailer, provide
such consumer, generator, distributor or retailer, as the case may be, with access to the
Licensee’s transmission system and shall convey electricity on behalf of such consumer,
generator, distributor or retailer in accordance with the terms of this Licence, the Transmission
System Code and the Market Rules.

Obligation to Connect

If a request is made for connection to the Licensee’s transmission system or for a change in the
capacity of an existing connection, the Licensee shall respond to the request within 30 business
days.

The Licensee shall process connection requests in accordance with published connection
procedures and participate with the customer in the IESO’s Connection Assessment and approval
process in accordance with the Market Rules, its Rate Order(s) and the Transmission System
Code.

An offer of connection shall be consistent with the terms of this Licence, the Market Rules, the
Rate Order, and the Transmission System Code.

The terms of such offer to connect shall be fair and reasonable.

The Licensee shall not refuse to make an offer to connect unless it is permitted to do so by the
Act or any Codes, standards or rules to which the Licensee is obligated to comply with as a
condition of this Licence.

Obligation to Maintain System Integrity

The Licensee shall maintain its transmission system to the standards established in the
Transmission System Code and Market Rules, and have regard to any other recognized industry
operating or planning standards required by the Board.

Transmission Rates and Charges

The Licensee shall not charge for the connection of customers or the transmission of electricity

except in accordance with the Licensee’s Rate Order(s) as approved by the Board and the
Transmission System Code
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Separation of Business Activities

The Licensee shall keep financial records associated with transmitting electricity separate from its
financial records associated with distributing electricity or other activities in accordance with the
Accounting Procedures Handbook and as otherwise required by the Board.

Expansion of Transmission System

The Licensee shall not construct, expand or reinforce an electricity transmission system or make
an interconnection except in accordance with the Act and Regulations, the Transmission System
Code and the Market Rules.

Provision of Information to the Board

The Licensee shall maintain records of and provide, in the manner and form determined by the
Board, such information as the Board may require from time to time.

Without limiting the generality of paragraph 13.1, the Licensee shall notify the Board of any
material change in circumstances that adversely affects or is likely to adversely affect the
business, operations or assets of the Licensee as soon as practicable, but in any event no more
than twenty (20) business days past the date upon which such change occurs.

Restrictions on Provision of Information

The Licensee shall not use information regarding a consumer, retailer, wholesaler or generator,
obtained for one purpose for any other purpose without the written consent of the consumer,
retailer, wholesaler or generator.

The Licensee shall not disclose information regarding a consumer, retailer, wholesaler or
generator to any other party without the written consent of the consumer, retailer, wholesaler or
generator, except where such information is required to be disclosed:

a) tocomply with any legislative or regulatory requirements, including the conditions of this
Licence;

b)  for billing, settlement or market operations purposes;
c) for law enforcement purposes; or

d) to a debt collection agency for the processing of past due accounts of the consumer,
retailer, wholesaler or generator.

Information regarding consumers, retailers, wholesalers or generators may be disclosed where
the information has been sufficiently aggregated such that their particular information cannot
reasonably be identified.

The Licensee shall inform consumers, retailers, wholesalers and generators of the conditions
under which their information may be released to a third party without their consent.

If the Licensee discloses information under this section, the Licensee shall ensure that the
information is not be used for any other purpose except the purpose for which it was disclosed.

4
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Term of Licence

This Licence shall take effect on December 24, 2010 and expire on December 23, 2030. The
term of this Licence may be extended by the Board.

Transfer of Licence

In accordance with subsection 18(2) of the Act, this Licence is not transferable or assignable
without leave of the Board.

Amendment of Licence

The Board may amend this Licence in accordance with section 74 of the Act or section 38 of the
Electricity Act.

Fees and Assessments

The Licensee shall pay all fees charged and amounts assessed by the Board.
Communication

The Licensee shall designate a person that will act as a primary contact with the Board on
matters related to this Licence. The Licensee shall notify the Board promptly should the contact
details change.

All official communication relating to this Licence shall be in writing.

All written communication is to be regarded as having been given by the sender and received by
the addressee:

a) when delivered in person to the addressee by hand, by registered mail or by courier;

b)  ten (10) business days after the date of posting if the communication is sent by regular
mail; and

C) when received by facsimile transmission by the addressee, according to the sender=s
transmission report.

Copies of the Licence
The Licensee shall:

a) make a copy of this Licence available for inspection by members of the public at its head
office and regional offices during normal business hours; and

b) provide a copy of this Licence to any person who requests it. The Licensee may impose a
fair and reasonable charge for the cost of providing copies.
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SCHEDULE 1 SPECIFICATION OF TRANSMISSION FACILITIES

This Schedule specifies the facilities over which the Licensee is authorized to transmit electricity in
accordance with paragraph 3 of this Licence.

1 A transformer station and connection to Hydro One Networks Inc. transmission lines Q23
and Q25 to supply electricity to the former Peninsula West Utilities Limited (now known as
Niagara Peninsula Energy Inc.) and Grimsby service areas, located at 3021 Regional Road #12,
Grassie, Ontario.
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SCHEDULE 2 LIST OF CODE EXEMPTIONS

This Schedule specifies any specific Code requirements from which the licensee has been exempted.
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YTD Deficit
Deficit

Interest swap

Share Capital
YTD Deficit from Operations

2006
958,311
102,322 -

1,060,633

1,060,633

2,400,100

701,122

1,698,978

1,000,000

849,489.00

150,511.00

2007
1,060,633
184,881 -
875,752
521,767

1,397,519

849,489

2008 2009
875,752 778,355
97,397 - 153,773
778,355 624,582
521,767 521,767
1,300,122 1,146,349

2010
624,582
63,835
688,417

521,767

1,210,184

191

2011
688,417
12,705
701,122

1,298,958

2,000,080
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Proforma Balance Sheet
On the amalgamation of Niagara West Transformation Corporation (NWTC)
and Nlagara Power Inc. (NPI)

December 31, 2013

ASSETS

Current assets
Cash
Accounts Receivable
Loans Receivable from Related Parties
Income Taxes Recoverable
Prepaid Expenses

Capital Assets
Long-Term Investment

TOTAL ASSETS
LIABILITIES
Current Liabilities
Accounts Payable and Accrued Charges

Unrealized loss on Fair Value of Interest Rate Swap Agreemet
Current Portion of Term Loan

Long-Term Liabilities
Term loan

SHAREHOLDERS' EQUITY

Share capital
Retained earnings (deficit)

TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY

193

NWTC NPI Related A malgamated
Transactions
226,209 390,163 616,372
102,000 102,000
2,154,789 2,154,789
22,100 5,500 27,600
350,309 2,550,452 - 2,900,761
6,013,597 6,013,597
9,107,644  (2,200,050) 6,907,594
6,363,906 11,658,096  (2,200,050) 15,821,952
45,000 21,000 66,000
1,174,487 1,174,487
265,000 265,000
1,484,487 21,000 - 1,505,487
4,346,000 - 4,346,000
5,830,487 21,000 - 5,851,487
2,400,100 9,087,417  (2,200,050) 9,287,467
(1,866,681) 2,549,679 682,998
533,419 11,637,096  (2,200,050) 9,970,465
6,363,906 11,658,096  (2,200,050) 15,821,952
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NIAGARA POWER INCORPORATED
(the “Corporation”)
RESOLUTIONS OF DIRECTORS

MOVED BY: Joe Panetta
SECONDED BY: Dave Wilson

Potential Sale of NWTC

RESOLVED that the Board of Directors authorizes the moving forward of
the purchase of NWTC from PWPL

DATED the 20th of December 2011



PENINSULA WEST POWER INC.
MEETING 12-01 MINUTES
March 21, 2012

Present:

The Peninsula West Power Inc. Board of Directors
met on Wednesday, March 21, 2012
at the Pelham Town Hall
Fonthill, Ontario

Chair Mayor Dave Augustyn
Director Mayor Bill Hodgson
Director Mayor Doug Joyner
Director Sue-Ellen Merritt
Director John Nicol
Director Dave Thompson
President and Secretary-Treasurer Brian Walker

Guest: Peter Wicks, a Director of NWTC
Chair Augustyn called the meeting to order.
The Chair called for any conflicts of interest. None were declared.

MEETING MINUTES

RESOLUTION NO.: 12-01

Moved by:  J. Nicol

Seconded by: D. Joyner

That the minutes of the November 29, 2011 meeting be approved as printed.
Carried

Business arising

None, not covered elsewhere

Correspondence
---letter from Niagara Peninsula Energy Inc. requesting Special Resolution
---Letter of Intent from Niagara Power Inc.

RESOLUTION NO.: 12-02
Moved by: S. Merritt
Seconded by: B. Hodgson
That the correspondence from Niagara Peninsula Energy Inc. and from Niagara
Power Inc, be received and acted upon by specific motions.
Carried

196
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7. President Report NO:01-12
The President highlighted the activities of the Services company and advised that he
is monitoring the revenue and expenses of the sentinel light component, as the
system is getting older.

RESOLUTION NO:12-03
Moved by: D. Thompson
Seconded by:  J. Nicol
That President Report NO:01-12 be received as information.
Carried

8. Request for Increased Borrowing by Niagara Peninsula Energy Inc.

RESOLUTION NO:12-04

Moved by: B. Hodgson

Seconded by: D. Thompson

That, whereas Niagara Peninsula Energy Inc. is desirous of borrowing up to $10
million dollars in the year 2012, and,

Whereas under the terms of the Shareholders Agreement dated January 1, 2008,
Article 5 — Approval of Certain Corporate Actions, section 5.2 — Special resolution
by Sharcholders, part(k) Borrowing of money in excess of $5 million dollars,
Niagara Peninsula Energy Inc. requires a Special Resolution approved by its
shareholders Niagara Falls Hydro Holding Corporation and Peninsula West Power
Inc.,

Therefore, the Board of Directors of Peninsula West Power Inc. hereby approves the
borrowing of money By Niagara Peninsula Energy Inc. in excess of $5 million
dollars up to $10 million dollars in 2012.

Carried

9. Discussion of NWTC Operational Questions
The Chair invited Peter Wicks, a director of the Niagara West Transformation
Corporation, to provide information on the connectivity issue faced by NWTC,
especially in regards to wind energy. Mr. Wicks described the process and handed
out an information sheet which is given to all prospective connectors. He also spoke
about the IPC proposal to pay for required changes to the station. When asked about
the comments made by IPC representatives at a public meeting in Smithville, he said
he was surprised because the project has not received environmental approval and
their proposal had only received approval in principle.
Mr. Wicks also explained that the connection of alternate energy sources would lead
to a reduction in revenue for NWTC, because the two customers would require less
energy. Energy conservation 1s also lowering the demand.
The Chair thanked Mr. Wicks for his input and he departed.
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Intent to Sell Shares in Niagara West Transformation Corporation

In February of 2012, Chair Augustyn received from Niagara Power Inc. a revised
Letter of Intent for the purchase of the shares held by Peninsula West Power Inc. in
the Niagara West Transformation Corporation. The Letter of Intent removed the
condition in the previous letter of October, 2011.

Chair Augustyn also received a Share Purchase Agreement.

The two documents were sent to our legal counsel, Jill Sexsmith, for her review. She
sent back a series of corrections and changes to the documents. These were
distributed to directors at the meeting.

The directors agreed with her comments and decided that the documents should be
revised, signed, and sent to Niagara Power Inc.

RESOLUTION NO: 12-05
Moved by: B. Hodgson
Seconded by:  J. Nicol
That, whereas Niagara Power Inc. has submitted a Letter of Intent regarding their
purchase of the shares held by Peninsula West Power Inc. in the Niagara West
Transformation Corporation, and,
Whereas our legal counsel has advised a clarification amendment,
Therefore the Directors of Peninsula West Power Inc. approve the amended Letter
of Intent and authorize Chair Augustyn to sign said document.

Carried

RESOLUTION NO: 12-06

Moved by: D. Joyner

Seconded by:  D. Thompson

‘That, whereas Niagara Power Inc. has submitted a Share Purchase Agreement

regarding their purchase of the shares held by Peninsula West Power Inc. in the

Niagara West Transformation Corporation, and,

Whereas our legal counsel has advised corrections and amendments,

Therefore the Directors of Peninsula West Power Inc. approve the amended Share

Purchase Agreement and authorize Chair Dave Augustyn to forward the amended

Share Purchase Agreement to Niagara Power Ine.for its approval and signing,
Carried

Adjournment

Moved By: J. Nicol

Seconded by: S, Merritt

That Meeting 12-01 be adjourned, with the next meeting being at the Chair’s call.
Carried

v Chéi%' e

Secretary
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TMINUTES of a special meeting of the Shareholder of Niagara Power Incorporated held in the Grimsby
Power Boardroom, 231 Roberts Road, Grimsby, Ontario on Thursday, January 26, 2012 at 6:05 p.m.

Present: Bob Bentley
David Wilson
Dave Kadwell
Joanne Johnston
Nick DiFlavio
David Finch
Michelle Seaborne
Carolyn Mullins

Invited Guests: James Detenbeck
Joe Panetta
Shafee Bacchus
Doug Curtiss
Barbara Lattimer

Constitution of Meeting

The Chair noted that a quorum of the Shareholder was present and that notice of the meeting had been
given in accordance with the by-laws of the Corporation.

Declaration of Conflicts of Interest

There were none.
Welcome

James Detenbeck, Chair of Niagara Power welcomed the Shareholder to the meeting and turned the
meeting over to Joe Panetta as he was the individual at the forefront of the discussion and drove the
dialogue on the tentative deal to purchase PWP’s 50% share of NWTC.

Presentation

Joe Panetta provided a review of the station from its inception. The why’s and how’s around deciding to
build the $8 million asset was provided as well as an overview of the financial status from 2007 to present
and the issues that contributed to each years’ bottom line. Also identified for the Shareholder was the rate
increase granted by the OEB effective March 2011.

As information the Shareholder was provided a copy of a Proforma which recognized the positive aspect
of placing the transformer asset inside of Grimsby Power.

Action: In order to compare the difference of not having the asset included, two proformas are to be
distributed to the Shareholder as information.

The tentative deal details were discussed including the offer price of $1Million as well as having to
assume PWP’s debt of $2.4million.
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Joe Panetta outlined the reasons why NP1 should buy the asset and in turn place into GPI which included

e guaranteeing GPI’s own future

e GPI as the LDC would be able to obtain approximately $220,000 for each of the next 4 years with
placing the asset inside GPI.

e By having the transformer housed under GPI there is no risk to the LDC

e NPEI gave its guarantee that they would not build a new TS to “strand” the existing Smithville
location

e should NPEI choose not to buy their power through the station, again no issue as the LDC’s is
“paid on the asset” on the rate of return allowed by the OEB- around the 9% just by holding the
asset

e The corporation sells power and makes $, and if transforming also makes $ on that activity.

e LDC is paid on total assets, so by moving the asset into GPI the number would look like $24M
versus $16M GPI.

e NWTC is a virtual company and needs professionals

e NWTC is currently managed under the NWTC Board of Directors — multiple persons/confusion

e GPI has the right professional people

e Good piece of paper business, proper shuffle makes $

e NWTC has losses which GPI can apply (losses cannot be used at NPI)

¢ Doing nothing is not an option as our partner PWP does not wish to participate - they are a holding
company only and not a market participant

¢ Risks are the same for each owner - need rate application - in end no difference

e We pay ourselves versus paying someone else

e GPI would be raising profit which is what the Shareholder had previously made comment

e Economics make sense

The Shareholder was advised that the debt of the station is paid off in 2025. GPI would then save the
interest payments of the loan estimated at $335,000 per year. It was noted that the rate of return will go
down when interest is paid as that is part of the mathematical equation in determining the rate of return %.
Other savings to moving the asset into the LDC are various cost savings on synergies. ie regulatory and
board fees

The Shareholder was advised that discussion with Fortis as a possible partner has taken place and that
Fortis would be allowed to invest 10% only. Final details on any financial transaction would have to be
agreed to.  Should Fortis decide they do not wish to participate, there are still options available to
NPI/GPI.

The Shareholder was advised that NWTC is in compliance with the TD Bank’s Tangible Net Worth Test
and not in compliance with Debt Service Test. This is the explanation for the “offside”...not that NWTC
couldn’t pay their bills.

The Shareholder was advised that Niagara Power is looking for a resolution from the Shareholder. The
Shareholder asked to go in camera to discuss. Upon completing their discussion, the following resolution
was brought forward to a vote.

Moved by:  Bob Bentley
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Seconded by: David Wilson

RESOLVED that the municipal shareholder of Niagara Power Incorporated authorizes the Board
of Directors of Niagara Power to purchase the shares currently held by Peninsula West Power Holdings in
NWTC for $1,000.000. ($1Million) excluding closing costs.

Only opposed — Dave Kadwell.

Termination

On motion, the meeting then terminated at 9:00 p.m.

Chair
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