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When an unplanned outage occurs, how long, on average, is the outage?

3%
3%

10% More
21% H 6to 12 I]:‘ha" 12
11% 3to5 hours ours
10% 1 to 2 hours
18% 31-60 hours
minutes

16-30

!lesss than minutes 24% Don’t know

minutes

Base: An aggregate of respondents from 2014 participating LDCs

However, one thing for certain, no matter what the scenario happens to be, customers are expecting their utility
to keep them continually updated on the status of outages. Most importantly, and top priority, is to know the
estimated restoration time. They also want to know the cause of the outage because they do not want to be a
frequent outage customer.

How a utility chooses to handle, manage and communicate with customers during an outage situation does
affect customers’ satisfaction with their utility. Customers want timely, accurate and relevant information about
an outage and customers expect a utility various communication channels to ensure their message is getting out
there. This means not only obtaining information via the call centre and IVR but customers have increasing
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expectations for proactive two-way communication through social media, utility websites and modern

communication devices (e.g. tablets, smartphones) and apps.

The types of information that customers require during an outage include:

When will their power be restored?

What areas are affected?

How many customers are impacted?

Have work crews been dispatched to the affected area and is the utility working to restore power?
What was the cause of the power outage?

What can customers do to cope during the outage?

Inability to provide the above information accurately and in a timely manner will result in customer complaints,

increased call volumes to your call centres, create unwanted public and media attention, and negatively impact

customer satisfaction.

Base: An aggregate of respondents from 2014
participating LDCs

UtilityPULSE

Preferred method of contact for an
(y\ ) nned outage

1%

1% 2
E Telephone

H Email

i Utility's website

B Social media - Twitter
i Social media - facebook
i In person

k Don't Know
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Utility’s effectiveness during an unplanned outage
Responding to questions 61%
Providing areason for the outage 61%
Providing an estimate when power will be restored 60%
Responding to the power outage 81%
Restoring power quickly 85%
Communicating updates periodically 64%
Posting information to the website 35%
Using media channels for providing updates 53%

Base: An aggregate of respondents from 2014 participating LDCs

Customer expectations during an unplanned (and even planned) outage event:
- Communication about when they can expect their power to be restored
- Detailed information about what is happening in their community or service area

- Easy access to information — ideally from a familiar source

Keeping customers in the loop will help ease tensions during an outage event. An informed customer will be a

less angry customer.
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Priority Investments

While regulation and reliability are top concerns in the utility industry, aging infrastructure is now a top
operational concern. Major issues around electricity are that generation investment has been deferred and
major improvements are needed in distribution and transmission. Customers agree with industry insiders that

infrastructure renewal is a high priority.

When most people turn on a light, they rarely give much thought to the vast networks and complex systems
behind them. Electricity networks are aging. A significant rise in the level of upgrades and renewals of network
infrastructure is needed so that the infrastructure will be fit for its current and future purposes. The costs of the
components of providing electricity — generation, transmission, distribution and retail — are all increasing, adding
upward pressure on utility rates. Canadians are noticing infrastructure more than usual, and at least some are

trying to think about it—because when it fails, it has disturbing consequences.

This year, respondents were asked for their views about prioritizing investments and activities since ensuring

sustainability of infrastructure and maintaining affordable electricity costs is becoming more of a challenge.
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Priority Investments
Top 2 Boxes: ‘Very high priority + High priority’ Ontario LDCs Utilities Kingston
Investing more in the electricity grid to reduce the number of outages 74% 75%
Burying overhead wires 60% 61%
Developing a smart phone application 31% 30%
Maintaining and upgrading equipment 83% 84%
Providing sponsorships to local community causes 43% 40%
Making better use of social media 30% 27%
Providing more self-serve services on the website 38% 41%
Educating customers about energy conservation 74% 75%
Reducing the time needed to restore power 79% 79%
Investing more in tree trimming 58% 58%

Base: An aggregate of respondents from 2014 participating LDCs / 90% of total respondents from the local utility

Priority investments - top 2 boxes

M Utilities Kingston & Ontario LDCs

84%839
75%74% ©83% 75%74%  79%79%

61%60% 58%58%

40%43% 41%389
30%31% ° 27%30% 38%
Investing more Burying Developinga Maintaining Providing  Making better Providingmore Educating Reducing the Investing more
in the overhead wires smart phone and upgrading sponsorshipsto use of social self-serve customers time needed to intree
electricity grid application equipment local media services on the about energy restore power trimming
to reduce the community website conservation
number of causes

outages
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Utilities Kingston: Multi-utility

In most Ontario municipalities, electrical power, natural gas, water and sewerage, telephone service, and other
utilities have traditionally been regarded as distinct industries, with separate firms providing each service.
Multiple firms means multiple contact points for problems and multiple bills. Utilities Kingston offers its
residents a multi-utility strategy, integrating the various infrastructure services of water, wastewater, gas and

electricity services in one company, and one contact point.

When Kingston respondents were asked whether they knew Utilities Kingston operated multiple utilities under

one roof versus the traditional stand-alone electric utility, 91% were aware of the multi-utility model.

PN
ZN Utilities

Kingston

4% N b ¥

Water Wastewater Gas Electricity Networks

“... were you aware Utilities
Kingston delivered multiple
utilities under one roof?”

Yes

Base: total respondents
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With the same utility company providing customers in Kingston with water, energy and other services, the belief
is that from a customer's viewpoint, single sourcing of services offers advantages that include single billing, one-
stop-shopping or tailor-made full service packages.

S
ZN Utilities

Kingston

Kingston customers were asked to what degree they agree with
the following statements as they relate to a multi-utility model like
Utilities Kingston versus a stand-alone electric utility.

AWe W¥E (k& (3¢ (8% 3¢

One bill for all
utilities or one
interface
through the
My Utilities

There is There is Move-in or
faster better Move-out are
restoration of coordination easy to
disrupted of arrange

Itis A single
convenient to source of
receive on contact for all
bill for all utility needs

utilities makes life
easier

utility infrastructure
services repairs and
upgrades

portal makes it
easier to
manage and
track costs

Base: total respondents: Top 2 boxes: “Agree strongly + agree somewhat”
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Energy Conservation & Efficiency

Addressing homeowner and small business energy conservation behaviours is a vital part of the success or
failure of this country’s energy future. Local utilities play an important role for shaping energy efficiency and

energy conservation behaviours.

Attributes linked to energy conservation

Top 2 Boxes: ‘agree + strongly agree’ Ontario LDCs Utilities Kingston
Provides information to help customers reduce electricity costs 79% 7%
Provides |_nformat|on and tools to help manage electricity 79% 78%
consumption
A leader in promoting energy conservation 81% 80%

Base: total respondents with an opinion

With arguably more responsibility for energy use and energy conservation falling to
consumers, two questions arise: (1) What factors affect whether individuals decide to
conserve energy? (2) How might the knowledge of these factors be used to impact
energy conservation decision-making processes to convince consumers to adopt

energy conservation behaviours?
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Individual choices to conserve are constrained by individual factors including technological availability, financial
resources, and individual knowledge and abilities. The critical factor in the creation of comprehensive energy
conservation education programs is the recognition that the consumer’s culture, attitudes, and household

demographics are driving forces behind consumer actions.

Efforts to conserve energy
Ontario LDCs Yes No Aggﬁgy Don’t Know
Install energy-efficient light bulbs or lighting equipment 19% 9% 70% 1%
Install timers on lights or equipment 12% 50% 35% 2%
Shift use of electricity to lower cost periods 22% 17% 58% 3%
Install window blinds or awnings 12% 27% 60% 2%
Install a programmable thermostat 13% 25% 60% 2%
Have an energy expert conduct an energy audit 9% 71% 16% 4%
Removing old refrigerator or freezer for free 14% 44% 38% 4%
Join the peaksaverPLUS™ program 15% 49% 21% 16%
Replacing furnace with a high efficiency model 12% 33% 52% 4%
Replacing air-conditioner with a high efficiency model 14% 38% 44% 4%
Use a coupon to purchase qualified energy saving products 35% 39% 22% 5%

Base: An aggregate of respondents from 2014 participating LDCs
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Since conservation usually implies inconvenience or sacrifice ie. an individual must use less energy, change a
pattern of the time certain chores are done, a motivational factor needs to exist to really incite a change in

behaviour i.e. a self-interest or social responsibility or monetary gain.

But focusing on the “vital few” changes you're asking for has to be coupled with immediate and obvious feedback
on the effects of change — especially at the start. If neither the dollar impact nor the environmental impact is
significant at the level of individual change and the behaviour requires inconvenience or loss—it is unlikely that

people will make the change.

As Rosemarie LeClaire stated in a presentation to the Ontario Energy Network (April 28, 2014), the industry has
changed from a static energy system with largely passive and powerless consumers to one where customers
want to be, expected to be, and should be more active in their energy use. Control has shifted from the utility to
the customer. Like any major change there are early adopters, i.e., people who want to be proactive in the
managing and monitoring of electricity use, and very late adopters i.e., people who resist having to actively

manage their electricity use.

However there is a growing skepticism amongst customers who have made some energy conservation changes
because they haven’t seen a decline in their utility bills. The danger of encouraging someone to make a
behaviour change with no real resultant reward for the change, the unintended consequence is what is called
‘learned helplessness”. In other words, when people take action to solve a problem that fails, they almost

always end up concluding that they have no control.
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What is important then is to:

- Communicate effectively and realistically (it isn’t all about saving money)

- Demonstrate the ease by which individuals can participate in various energy efficiency or energy
conservation activities

- Provide testimonials from real people who have made changes

- Educate, educate, educate
- Address the biggest barrier to energy conservation efforts i.e., the costs involved in making a change,

with financial incentives.
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E-care

As customers pursue new, technology-enabled experiences with other service providers in the retall,
telecommunications, and banking industries, they will expect the same from their utility.

Technology — specifically the internet—has allowed people access to far more information than ever before and
the ability to do more than ever before: receive and pay bills on the internet, sign up for and change their
services using the internet, find answers to their questions online about their accounts, i.e. statements,

payments, balances and learn about products, services and topics, i.e., green energy, electricity pricing, etc.

Do you have access to the internet?

Ontario LDCs Utilities Kingston
/\1 Yes 87% 88%
No 13% 12%

\ Base: An aggregate of respondents from 2014 participating LDCs / 90% of total respondents from the local utility

Utilities that provide their customers with access to information and empowerment tools will likely be better
positioned to remain relevant and in touch with their customers. A challenge facing utilities right now is
determining which tools and information delivery capabilities to build, and how to do so in a cost effective

manner.
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We asked respondents who were currently connected or had access to the internet if they in fact visited their

local utility website.

Over the past six months have you accessed your local utility website?

36.. 63..
YES NO

Base: 90% of total respondents from the local utility

Frequency of accessing the utility's website

i Utilities Kingston & Ontario LDCs

56%
47%

30%
20%
7% 10% 9%

1% 3% 4%

Several times a week 3 -4 timesa month 2 -3 timesa month once per month less often than once
(about once per per month
week)

Base: An aggregate of respondents from 2014 participating LDCs / 90% of total respondents from the local utility
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The convenience and capability brought on by the internet allows customers to be empowered. Customers
have the tools and knowledge to manage energy usage at their disposal. Empowerment also implies self-service

and instant access to information.

Likelihood of using the internet for future customer care needs for things such as:

Top 2 Boxes: ‘very + somewhat likely’ Ontario LDCs Utilities Kingston
Setting up a new account 31% 50%
Arranging a move 38% 52%
Accessing information about your bill 55% 61%
Accessing information about your electricity usage 54% 62%
Accessing energy saving tips and advice 45% 50%
Accessing information about Time Of Use rates 51% 64%
Maintaining information about your account or preferences 51% 59%
Paying your bill through the utility’s website 32% 41%
Getting information about power outages 47% 55%
Arranging for service 40% 52%

Base: An aggregate of respondents from 2014 participating LDCs / 90% of total respondents from the local utility

To keep up, utilities should develop a better understanding of their future customer, focus on the overall
customer, stay current with the latest trends and technologies, and use information to create a more
personalized, one-to-one experience.
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Electric Utility Industry Knowledge
& SMART Grid

Beyond knowing that electricity is needed to maintain their day to day activities, does the average person feel

that they are actually knowledgeable about the electric utility industry?

Knowledge level about the electric utility industry
Extremely knowledgeable 2%
Very knowledgeable 11%
Moderately knowledgeable 47%
Slightly knowledgeable 26%
Not very knowledgeable 14%
Don’t know 1%

Base: total respondents in the Ontario Benchmark survey

Two-thirds (60%) of those polled considered themselves moderately to extremely knowledgeable about the

electric industry.

UtilityPULSE 122

June 2014



Utility

In recent years, the concept of the “SMART Grid” has emerged—first using information technology as a means
of improving electricity reliability—and then more recently—to improve efficiency, reduce pollution, and to
incorporate more renewable and sustainable sources of generation. A smarter grid will become the SMART
Grid over time, as new technologies bring us more benefits. However, what is the “SMART Grid” knowledge

level held by consumers currently?

Once again, this year’s survey probed around the concept of SMART Grid. While it is evident that the SMART
Grid is still not a much talked about concept, only 34% have a basic or good understanding of what it is, oddly
enough, 60% still think that it is important to pursue SMART Grid implementation. It is also clear that the
majority of respondents (78%) are ‘very + somewhat supportive' of the utility working with neighbouring utilities
on SMART Grid initiatives.

Level of knowledge about the SMART Grid
| have a fairly good understanding of what it is and how it might benefit homes and businesses 9%
| have a basic understanding of what it is and how it might work 25%
I’'ve heard of the term, but don’t know much about it 36%
| have not heard of the term 29%
Don’t know 1%

Base: total respondents in the Ontario Benchmark survey
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Importance of pursuing implementation of the SMART Grid

Very important 26%
Somewhat important 34%
Neither important or unimportant 6%
Somewhat unimportant 5%
Unimportant 8%
Don’t know 21%

Base: total respondents in the Ontario Benchmark survey

Support towards working with neighbouring utilities on SMART Grid initiatives

Very supportive 41%
Somewhat supportive 37%
Neither supportive or unsupportive 4%
Somewhat unsupportive 4%
Unsupportive 4%
Don’t know 10%

Base: total respondents in the Ontario Benchmark survey

consumer

industries
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Consumer Energy Use Behaviour

Canadian consumers, like people throughout the rest of the world, have faced rapidly rising energy prices during
the past decade, and they have had to become more focused on energy conservation and efficiency. The cost of
heating and cooling homes, along with negative fallout from an economic recession, has forced individuals to
focus on their energy use and expenditures.
Do customers believe there is a real pay-off for trying to reduce their energy consumption? Does this impact
overall efforts to reduce consumption? Respondents were asked “How active have you been in trying to reduce
your electricity consumption?”

e 94% feel they are “very + somewhat active” in trying to reduce electricity consumption, and

e 81% of those do believe their efforts have resulted in reduced energy consumption, of which

e 44% estimate that they were able to offset an energy consumption reduction of more than 10%, and

e 72% believe that these efforts translated to saving on their electricity bills.

Of course, there are a number of factors (external environment, individual attitudes, household demographics,
and consumer choice) which contribute to consumer energy use behaviours and consequences. Identifying these
factors which contribute to consumer energy conservation practices and using these factors to tailor energy

conservation education programs to change consumer energy use attitudes and behaviours is one essential step

to reduce overall energy use and expenditures.
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Level of Activity in trying to reduce electricity consumption

Very active 52%
Somewhat active 42%
Neither proactive or inactive 0%
Not active 2%
Not very active 3%

Base: total respondents in the Ontario Benchmark survey

Estimate of percentage reduction in consumption

1-2% 5%
3-5% 10%
6-8% 4%
9-10% 15%
More than 10% 44%
Don’t know 21%

Base: total respondents in the Ontario Benchmark survey whose active efforts
have reduced consumption

Active efforts have reduced energy consumption

=

81%

16%

Base: total respondents in the Ontario Benchmark survey who have been
active in trying to reduce energy consumption

Efforts to conserve have translated into savings on your

electricity bill
=\

2%

24%

Base: total respondents in the Ontario Benchmark survey whose active
efforts have reduced consumption
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Purchasing an Electric Vehicle

There is enormous uncertainty about just how quickly the number of EVs on the road is set to grow over the long
term. Mass commercialization of EVs has still not taken hold in today’s public mindset. 33% of respondents
indicated interest in purchasing a fully electric vehicle, consistent with 2013 findings of 34% but a drop since
2011 where 41% expressed interest in replacing conventional vehicles with EVs. 61% expressed little or no
interest in EVs, virtually no change since last year, at 60%, however an since 2011, where 53% claimed

disinterest in the electric vehicle.

A breakdown of gender Interest in purchasing a fully electric vehicle

support shows that 38% of 2014 2013
62% 60% 2012 2011

men vs 27% of women are 54% 53%

interested in the EV. There 2014 2013
33% 33%

2011

has been a drop in the
‘positive  support”  from
respondents in the $40k-
$70k income range from
45% interested in 2013 to
just 28% in 2014.

Somewhat + Definitely not interested

Very + somewhat interested

(@ Ju{e

Base: total respondents from 2014
Ontario Benchmark survey

UtilityPULSE
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Looking at age demographics, again, shows a shift in thinking about wanting to purchase an electric vehicle.
22% of older respondents (55+) versus 47% of respondents aged 35-54 are in favour of EVs replacing
conventional cars. 43% of those aged 18-34 are receptive to the idea of purchasing an electric vehicle.

When asked how long it would be before they would consider an EV as an option for their next car purchase,

only 1 in 10 (11%) would consider an EV within the next 24 months.

Interest in purchasing a fully electric vehicle
Income Income Income

<$40K $40K<$70K $70K +

Top 2 Boxes: 2014

. i , 30% 28% 42% 27% 39% 28%
very + somewhat interested

Top 2 Boxes: 2013

. . , 22% 45% 43% 43% 47% 22%
very + somewhat interested

Base: total respondents from 2014 Ontario Benchmark survey

Length of time before purchasing a fully electric vehicle
Immediately to next 6 months 2%
7 to 12 months 2%
13 to 24 months 9%
Over 24 months 79%
Depends 5%
Don’t know 3%

Base: total respondents from 2014 Ontario Benchmark survey
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Method

The findings in this report are based on telephone interviews
conducted for Simul Corp. by Greenwich Associates
between April 7 - April 22, 2014, with 405 respondents who
pay or look after the electricity bills from a list of residential
and small and medium-sized business customers supplied
by Utilities Kingston.

The sample of phone numbers chosen was drawn randomly
to insure that each business or residential phone number on

the list had an equal chance of being included in the poll.

The sample was stratified so that 85% of the interviews were
conducted with residential customers and 15% with

commercial customers.

In sampling theory, in 19 cases out of 20 (95% of polls in
other words), the results based on a random sample of 405
residential and commercial customers will differ by no more

than +4.87 percentage points where opinion is evenly split.

This means you can be 95% certain that the survey results
do not vary by more than 4.87 percentage points in either
direction from results that would have been obtained by

interviewing all Utilities Kingston residential and small and

medium-sized commercial customers if the ratio of

residential to commercial customers is 85%:15%.

The margin of error for the sub samples is larger. To see the
error margin for subgroups use the calculator at
http://www.surveysystem.com/sscalc.htm.

Interviewers reached 1,039 households and businesses
from the customer list supplied by Utilities Kingston. The 405

who completed the interview represent a 39% response rate.

The findings for the Simul/UtilityPULSE National Benchmark
of Electric Utility Customers are based on telephone
interviews conducted March 3 through March 21, 2014, with
adults throughout the country who are responsible for paying
electric utility bills. The ratio of 85% residential customers
and 15% small and medium-sized business customers in the
National study reflects the ratios used in the local community
surveys. The margin of error in the National poll is +2.7

percentage points at the 95% confidence level.

For the National study, the sample of phone numbers
chosen was drawn by recognized probability sampling
methods to insure that each region of the country was

represented in proportion to its population and by a method

129
June 2014


http://www.surveysystem.com/sscalc.htm

Utility

that gave all residential telephone numbers, both listed and

unlisted, an equal chance of being included in the poll.

The data were weighted in each region of the country to

match the regional shares of the population.

The margin of error refers only to sampling error; other non-
random forms of error may be present. Even in true random
samples, precision can be compromised by other factors,
such as the wording of questions or the order in which

questions were asked.

Random samples of any size have some degree of
precision. A larger sample is not always better than a
smaller sample. The important rule in sampling is not how
many respondents are selected but how they are selected. A
reliable sample selects poll respondents randomly or in a
manner that insures that everyone in the population being

surveyed has an equal chance of being selected.

How can a sample of only several hundred truly reflect the
opinions of thousands or millions of electricity customers

within a few percentage points?

Measures of sample reliability are derived from the science
of statistics. At the root of statistical reliability is probability,
the odds of obtaining a particular outcome by chance alone.

For example, the chances of having a coin come up heads

in a single toss are 50%. A head is one of only two possible

outcomes.

The chance of getting two heads in two coin tosses is less
because two heads are only one of four possible outcomes:
a head/head, head/tail, tail’/head and tail/tail.

But as the number of coin tosses increases, it becomes
increasingly more likely to get outcomes that are either close
to or exactly half heads and half tails because there are
more ways to get such outcomes. Sample survey reliability

works the same way but on a much larger scale.

As in coin tosses, the most likely sample outcome is the true
percentage of whatever we are measuring across the total
customer base or population surveyed. Next most likely are
outcomes very close to this true percentage. A statement of

potential margin of error or sample precision reflects this.

Some pages in the computer tables also show the standard
deviation (S.D.) and the standard error of the estimate (S.E.)
for the findings. The standard deviation embraces the range
where 68% (or approximately two-thirds) of the respondents
would fall if the distribution of answers were a normal bell-
shaped curve. The spread of responses is a way of showing
how much the result deviates from the "standard mean" or

average. In the Utilities Kingston data on corporate image,
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Simul converted the answers to a point scale with 4 meaning
agree strongly, 3 meaning agree somewhat and so on (see
in the computer tables).

For example, the mean score is 3.71 for providing
consistent, reliable electricity. The average is 3.08 for
providing information to help customers reduce their energy
costs.

For reliable electricity the standard deviation is 0.5. For
affordable energy the S.D. is 0.88. These findings mean
there is a wider range of opinion — meaning less consensus
— about whether Utilities Kingston provides information to
help customers to reduce their energy costs than about

whether Utilities Kingston energy supplies are reliable.

Beneath the S.D. in the tables is the standard error of the
estimate. The S.E. is a measure of confidence or reliability,
roughly equivalent to the error margin cited for sample sizes.
The S.E. measures how far off the sample’s results are from
the standard deviation. The smaller the S.E., the greater the

reliability of the data.

In other words, a low S.E. indicates that the answers given
by respondents in a certain group (such as residential bill

payers or women) do not differ much from the probable

spread of the answers "predicted" in sampling and

probability theory.

Certain questions pertaining to conservation and
conservation efforts used an aggregate data approach
whereby similar data sets were accumulated to form a larger
sample size establishing a higher confidence interval,

forecasting value and modeling data.

In these instances, all of the sub-datasets from the entire
UtilityPULSE database for 2014 were concatenated in order
to use the average of all the control samples for comparison.
The cumulated population base for these questions was in

excess of 6,500.

At a 95% confidence level the margin of error is +1.22 and at
a 99% confidence level the margin of error would be +1.6 .
So the aggregate strategy has given a very good population
sample size which better, or more accurately, reflects the

true feelings and beliefs of the population as a whole.

Copyright © 2014 Simul/UtilityPULSE. All rights reserved.
Brand, logos and product names referred to in this document
are the trademarks or registered trademarks of their

respective companies.
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Good things happen when work places work. You'll receive both strategic and pragmatic guidance about how to
improve Customer satisfaction & Employee engagement with leaders that lead and a front-line that is inspired. We
provide: training, consulting, surveys, diagnostic tools and keynotes. The electric utility industry is a market segment
that we specialize in. We’ve done work for the Ontario Electrical League, the Ontario Energy Network, and both large
and small utilities. For sixteen years we have been talking to 1000’s of utility customers in Ontario and across Canada
and we have expertise that is beneficial to every utility.

Culture, Leadership & Performance — Focus Groups, Surveys, Polls, Customer Service Excellence
Organizational Development Diagnostics

Diagnostics ie. Change Readiness, Leadership

) ) ) Service Excellence Leadership
Effectiveness, Managerial Competencies

Leadership development

Strategic Planning Surveys & Polls Telephone Skills

Customer Satisfaction and Loyalty

Teambuilding Benchmarking Surveys

Customer Care

Dealing with

izati ' Organization Culture Surveys
Organizational Culture Transformation g y Difficult Customers

Benefit from our expertise in Customer Satisfaction, Leadership development, Strategy development or review, and
Front-line & Top-line driven-change. We're experts in helping you assess and then transform your organization’s
culture to one where achieving goals while creating higher levels of customer satisfaction is important. Call us when
creating an organization where more employees satisfy more customers more often, is important.

Your personal contact is:
Sid Ridgley, CSP, MBA
Phone: (905) 895-7900 Fax: (905) 895-7970 E-mail: sidridgley@utilitypulse.com or sridgley@simulcorp.com
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FINANCIAL INFORMATION

In accordance with the OEB filing requirements (July 18, 2014) Kingston Hydro has

included reconciliations of financial results shown in the audited financial statements

with the balances reported for regulatory purposes.

Table 1-2011Kingston Hydro Reconciliation of Audited Financial Statements

Balance Sheet

Total Assets Per Audited Financial Statements
Future Income Taxes reported in OEB account 2296 (Liability) reported in Assets for Financial Statement purposes
Total Assets filed for Regulatory Purposes

Total Liabilities and Equity Per Audited Financial Statements
Future Income Taxes reported in OEB account 2296 (Liability) reported in Assets for Financial Statement purposes
Total Liabilities and Equity filed for Regulatory Purposes

Statement of Earnings

Total Revenue Per Audited Financial Statements
Energy Sales are netted against Cost of power for financial statement purposes but reported in revenue for regulatory purposes
Total Revenue filed for Regulatory Purposes

Total Expenses Per Audited Financial Statements
Cost of Power are netted against Energy Sales for financial statement purposes but reported in expenses for regulatory purposes
Total Expenses filed for Regulatory Purposes

2011

56,760,091
(1,883,356)

54,876,735

56,760,091

(1,883,356)
54,876,735

10,956,304
62,084,765

73,041,069

9,833,444

62,084,765

71,918,209

Custom IR Application
Kingston Hydro Corporation
Application
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Table 2-2012 Kingston Hydro Reconciliation of Audited Financial Statements

4

2012
Balance Sheet
Total Assets Per Audited Financial Statements 65,397,831
Future Taxes reported in Assets for Audited Financial Statement purposes but reported in OEB Account 2296 (Liability) for regulatory purposes (1,808,510)
Adjustment to Regulatory Assets as a result of OEB audit conducted in 2013 431,516
Payments in lieu of corporate income taxes payable reported in Liabilitites for Financial Statement purposes but in OEB account 1110 for regulatory purposes (43,268)
HST Payable reported in Liabililites for Financial Statement purposes but in OEB account 1110 (Asset) for regulatory purposes 33,542
Total Assets filed for Regulatory Purposes 64,011,111
Total Liabilities and Equity Per Audited Financial Statements 65,397,831
Future Taxes reported in Assets for Audited Financial Statement purposes but reported in OEB Account 2296 (Liability) for regulatory purposes (1,808,510)
Adjustment to Regulatory Assets as a result of OEB audit conducted in 2013 431,516
Payments in lieu of corporate income taxes payable reported in Liabilitites for Financial Statement purposes but in OEB account 1110 for regulatory purposes (43,268)
HST Payable reported in Liabililites for Financial Statement purposes but in OEB account 1110 (Asset) for regulatory purposes 33,542
Total Liabilities and Equity filed for Regulatory Purposes 64,011,111
Statement of Earnings
Total Revenue Per Audited Financial Statements 11,863,229
Energy Sales are netted against Cost of power for financial statement purposes but reported in revenue for regulatory purposes 65,548,409
Adjustments to Revenue due to 2013 OEB Audit to balances in 2012 adjusted in 2013 Financial Statements 41,098
Total Revenue filed for Regulatory Purposes 77,452,736
Total Expenses Per Audited Financial Statements 9,960,553
Cost of Power are netted against Energy Sales for financial statement purposes but reported in expenses for regulatory purposes 65,548,409
Adjustments to Expenses due to 2013 OEB Audit to balances in 2012 adjusted in 2013 Financial Statements 38,586
Total Expenses filed for Regulatory Purposes 75,547,548
Table 3-2013 Kingston Hydro Reconciliation of Audited Financial Statements
! 2013
Balance Sheet
Total Assets Per Audited Financial Statements 71,965,730
Future Taxes reported in Assets for Audited Financial Statement purposes but reported in OEB Account 2296 (Liability) for regulatory purposes (1,195,152)
Payments in lieu of corporate income taxes receivable reported in Assets for Audited Financial Statement purposes but reported in OEB Account 2294-Liability for regulatory purposes (70,662)
HST Reported in Miscellaneous Accounts Receivable for Audited Financial Statement Purposes but reported in OEB Account 2290 (Liability) for regulatory purposes (3,567)
Total Assets filed for Regulatory Purposes 70,696,349
Total Liabilities and Equity Per Audited Financial Statements 71,965,730
Future Taxes reported in Assets for Audited Financial Statement purposes but reported in OEB Account 2296 (Liability) for regulatory purposes (1,195,152)
Payments in lieu of corporate income taxes receivable reported in Assets for Audited Financial Statement purposes but reported in OEB Account 2294-Liability for regulatory purposes (70,662)
HST Reported in Miscellaneous Accounts Receivable for Audited Financial Statement Purposes but reported in OEB Account 2290 (Liability) for regulatory purposes (3,567)
Adjustment to Regulatory Assets Interest 27
Total Liabilities and Equity filed for Regulatory Purposes 70,696,376
Statement of Earnings

Total Revenue Per Audited Financial Statements 12,670,161
Energy Sales are netted against Cost of power for financial statement purposes but reported in revenue for regulatory purposes 72,678,286
Adjustment to Energy Sales due to 2013 OEB audit to Regulatory balances and not in financial statements (47,363)
Interest related to the recognition of Smart Meters was included in Interest Expenses for Financial Audit purposes but included in 4405 (Revenue) for regulatory purposes (127,903)
Adjustment to 4082- Due to 2013 OEB Audit 8,780
Total Revenue filed for Regulatory Purposes _ 85181,91 |
Total Expenses Per Audited Financial Statements 10,910,398
Cost of Power are netted against Energy Sales for financial statement purposes but reported in expenses for regulatory purposes 72,678,286
Adjustment to Energy Sales due to 2013 OEB audit to Regulatory balances and not in financial statements (47,363)
Interest related to the recognition of Smart Meters was included in Interest Expenses for Financial Audit purposes but included in 4405 (Revenue) for regulatory purposes (127,903)
Adjustment to 5315- Due to 2013 OEB Audit 8,780
Total filed for Il y Purposes 83,422,198

Custom IR Application
Kingston Hydro Corporation
Application
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Table 4-2014 Kingston Hydro Reconciliation of Audited Financial Statements

Total

Total

2014
Balance Sheet
Total Assets Per Audited Financial Statements 72,487,565
HST Payable shown in Miscellanous recievables for Financial Statement purposes but reported in account 2220 (Liability) for OEB Purposes 89,796
Future taxes receivable reported in Assets for Audited Financial Statement purposes but reported in OEB Account 2296 (Liability) for regulatory purposes (796,239)
HST Recieavable shown in Miscellanous recievables for Financial Statement purposes but reported in account 2290 (Liability) for OEB Purposes (106,754)
Payments in lieu of corporate income taxes recoverable reported in Asset for Financial Statement purposes but reported in 2294 (Liabilility) for regulatory purposes (57,150)
Total Assets filed for Regulatory Purposes 71,617,218
Total Liabilities and Equity Per Audited Financial Statements 72,487,565
HST Payable shown in Miscellanous recievables for Financial Statement purposes but reported in account 2220 (Liability) for OEB Purposes 89,796
Future taxes receivable reported in Assets for Audited Financial Statement purposes but reported in OEB Account 2296 (Liability) for regulatory purposes (796,239)
HST Recieavable shown in Miscellanous recievables for Financial Statement purposes but reported in account 2290 (Liability) for OEB Purposes (106,754)
Payments in lieu of corporate income taxes recoverable reported in Asset for Financial Statement purposes but reported in 2294 (Liabilility) for regulatory purposes (57,150)
Total Liabilities and Equity filed for Regulatory Purposes 71,617,218
Statement of Earnings

Total Per Audited Financial 11,906,958
Energy Sales are netted against Cost of power for financial statement purposes but reported in revenue for regulatory purposes 74,734,540
Total Revenue filed for Regulatory Purposes 86,641,498
p Per Audited Financial 9,693,805

Cost of Power are netted against Energy Sales for financial statement purposes but reported in expenses for regulatory purposes 74,734,540
filed for latory Purposes 84,428,345

Kingston Hydro has provided copies of audited financial statements for 2011-2014 as a

separate attachments in this section of the application.

Kingston Hydro does not have any rating agency reports, prospectuses for any recent

or planned public debt or equity offerings. Kingston Hydro has also not had any

changes to tax status nor existing accounting orders and list of departures from the

Uniform System of Accounts.

Kingston Hydro’s audited statements were prepared in accordance with Generally

Accepted Accounting Principles “GAAP”.

Custom IR Application
Kingston Hydro Corporation
Application
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Chartered Accountants

863 Princess Street Suite 400 Telephone (613) 549-1550
PO Box 1600 Stn Main Telefax (613) 549-6349
Kingston ON K7L 5C8 www.kpmg.ca

Canada

INDEPENDENT AUDITORS' REPORT

To the Shareholders of Kingston Hydro Corporation

We have audited the accompanying financial statements of Kingston Hydro Corporation, which
comprise the balance sheet as at December 31, 2011, the statements of earnings, retained earnings
and cash flows for the year then ended, and notes, comprising 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 our 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, we consider 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

Kingston Hydro Corporation as at December 31, 2011, and its results of operations and its cash flows
for the year then ended in accordance with Canadian generally accepted accounting principles.

L& P
el

Chartered Accountants, Licensed Public Accountants
April 23, 2012

Kingston, Canada
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KINGSTON HYDRO CORPORATION

Balance Sheet

December 31, 2011, with comparative figures for 2010

2011 2010
Assets
Current assets:
Cash $ 7,236 $ 24,758
Due from City of Kingston (note 9(b)) - 2,305,059
Miscellaneous accounts receivable 1,325,250 843,406
Billed revenue receivable 4,884,119 5,150,474
Unbilled revenue 7,139,708 7,006,062
Inventory 1,465,887 1,042,344
Payments in lieu of corporate income taxes
recoverable (note 13) 876,995 682,000
Prepaid expenses 81,271 142,989
15,780,466 17,197,092
Regulatory assets (note 8(a)) 8,622,879 3,948,729
Capital assets (note 4) 30,473,388 28,726,590
Future taxes 1,883,358 2,159,958
$ 56,760,091 $ 52,032,369
Liabilities and Shareholder's Equity
Current liabilities:
Bank loans (note 6(a)) $ 8,804,927 $ 5,995,989
Due to City of Kingston 263,177 -
Accounts payable and accrued liabilities 8,020,462 8,137,186
Due to retailers 1,430,563 1,490,391
Deposits payable 990,670 540,077
19,509,799 16,163,643
Regulatory liabilities (note 8(b)) 1,658,334 1,856,591
Note payable to City of Kingston (note 5) 10,880,619 10,880,619
Long-term loan payable (note 6(b)) 2,035,760 2,316,421
Employee future benefit liabilities (note 10(c)) 900,094 1,213,467
34,984,606 32,430,741
Shareholder's equity:
Share capital:
Authorized:
Unlimited Class A common shares
Issued and outstanding:
120 Class A common shares 12,380,617 12,380,617
Contributed surplus (note 18) 3,893,103 2,842,103
Retained earnings 5,501,765 4,378,908
21,775,485 19,601,628
Contingent liabilities (notes 11 and 12)
$ 56,760,091 $ 52,032,369

See accompanying notes to financial statements.
On behalf of the Board:

Director

Director




KINGSTON HYDRO CORPORATION

Statement of Earnings

Year ended December 31, 2011, with comparative figures for 2010

2011 2010
Revenue:
Local distribution revenue (note 3) $ 10,345,456 $ 9,539,835
Account set-up charge 54,237 52,379
Pole rentals 176,650 143,868
Interest 109,679 74,870
Miscellaneous 270,282 329,670
10,956,304 10,140,622
Operating expenses:
Distribution expenses, operation 2,564,487 2,497,482
Distribution expenses, maintenance 810,263 940,361
General and administrative 1,736,330 1,695,738
Community relations 204,150 214,011
Billing and collecting 845,161 743,812
Other expenses 359,047 -
6,519,438 6,091,404
Earnings before the undernoted 4,436,866 4,049,218
Interest expense 1,025,258 981,785
Depreciation and amortization 2,155,653 2,250,071
Earnings before income taxes 1,255,955 817,362
Payments in lieu of corporate income taxes (note 13):
Current 54,755 281,701
Future (recovery) 78,343 (9,645)
133,098 272,056
Net earnings $ 1,122,857 $ 545,306

See accompanying notes to financial statements.



KINGSTON HYDRO CORPORATION

Statement of Retained Earnings

Year ended December 31, 2011, with comparative figures for 2010

2011 2010
Retained earnings, beginning of year $ 4,378,908 $ 3,833,602
Net earnings 1,122,857 545,306
Retained earnings, end of year $ 5,501,765 $ 4,378,908

See accompanying notes to financial statements.



KINGSTON HYDRO CORPORATION

Statement of Cash Flows

Year ended December 31, 2011, with comparative figures for 2010

2011 2010
Cash provided by (used in):
Operations:
Net earnings $ 1,122,857 $ 545,306
Items not involving cash:
Depreciation and amortization 2,155,653 2,250,071
Future income taxes 78,343 (9,645)
Change in non-cash operating balances (note 14) (101,690) (5,664,549)
3,255,163 (2,878,817)
Financing:
Proceeds of bank loan 2,808,938 3,483,655
Repayment of long-term loan payable (280,661) (271,700)
2,528,277 3,211,955
Investments:
Purchase of capital assets (6,208,435) (3,679,059)
Contributions toward costs of capital assets acquired 407,473 780,171
Repayment of long-term loans receivable - 250,000
(5,800,962) (2,648,888)
Decrease in cash (17,522) (2,315,750)
Cash, beginning of year 24,758 2,340,508
Cash, end of year $ 7,236 $ 24,758

See accompanying notes to financial statements.



KINGSTON HYDRO CORPORATION

Notes to Financial Statements

Year ended December 31, 2011

The principal business of Kingston Hydro Corporation (the “Company”) is to distribute electric
power to the residents of the City of Kingston and to manage the City's electric power system.
The business is regulated by the Ontario Energy Board through the issuance of licenses which
require compliance with established market rules and codes. The Company is wholly-owned by
the Corporation of the City of Kingston (the "City of Kingston").

1. Significant accounting policies:

The financial statements have been prepared by management in accordance with Canadian
generally accepted accounting principles ("GAAP") including accounting principles prescribed by
the Ontario Energy Board (the "OEB") in the Accounting Procedures Handbook (the "AP
Handbook") for Electric Distribution Utilities, and reflect the significant accounting policies
summarized below:

(a) Rate regulation:

Kingston Hydro Corporation is regulated by the Ontario Energy Board ("OEB") under
authority of the Ontario Energy Board Act, 1998. The OEB is charged with the responsibility
of approving or setting rates for the transmission and distribution of electricity and the
responsibility for ensuring that distribution companies fulfill obligations to connect and service
customers.

The OEB has the general power to include or exclude costs, revenues, losses or gains in the
rates of a specific period, resulting in a change in the timing of accounting recognition from
that which would apply to enterprises operating in a non-regulated environment. Specifically,
the following accounting treatments have been applied:

(i) Costs incurred with respect to deregulation of the electricity industry in Ontario, have
been deferred pursuant to regulations underlying the Electricity Act, 1998, ("EA") and are
subject to review and approval for recovery by the OEB.

(i) An amount to represent the cost of funds used during construction and development has
been added to the carrying value of assets under construction based on the value of
construction-in-progress.

(iii) The Company has deferred the recognition of certain pre-market opening cost of power
variances and post-market opening retail settlement variances in accordance with Article
490 of the OEB's AP Handbook.



KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2011

1. Significant accounting policies (continued):

(b)

(d)

Revenue recognition:

Revenue is recognized on the accrual basis, which includes an estimate of unbilled revenue,
representing customer usage from the date of each customer's last meter reading until the
end of the fiscal year. Actual results could differ from estimates made of actual electricity
usage.

Billed and unbilled revenues presented on the balance sheet include distribution revenue as
well as power charges billed and collected on behalf of the Independent Electricity System
operator ("IESQO").

The Company presents distribution revenue earned on a gross basis but presents amounts
billed in respect of power, connection, transmission and wholesale market service charges
on a net basis.

Services and other revenue are recognized as services are rendered or contract milestones
are achieved.

Inventory:

Inventories consist primarily of maintenance and construction materials. To the extent that
such materials are used for upgrades and improvements to its electricity distribution system,
they are capitalized as capital assets. Once capitalized, these items are not amortized until
they are put into service. Inventories are carried at the lower of cost and net realizable value,
with cost determined on an average cost basis net of a provision for obsolescence.

Capital assets:

Capital assets are recorded at cost and include contracted services, materials, labour,
engineering costs, overhead and an allowance for the cost of funds used during construction
when applied. Certain assets may be acquired or constructed with financial assistance in the
form of contributions from developers or customers. The OEB requires that such
contributions, whether in cash or in-kind, be offset against the related asset cost.
Contributions in-kind are valued at their fair market value at the date of their contributions.

When identifiable assets, such as buildings, substation equipment, system supervisory
equipment, meters, tools and vehicles are retired or otherwise disposed of, their original cost
and accumulated amortization are removed from the accounts and the related gain or loss is
included in the operating results for the related fiscal period. The cost and related
accumulated amortization of grouped assets, such as the overhead distribution system, is
removed from the accounts at the end of their estimated service life.



KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2011

1. Significant accounting policies (continued):

(d)

(e)

Capital assets (continued):

Depreciation is provided on the straight-line basis using the following annual rates:

Asset Rate
Buildings and fixtures 2.00%
Substation equipment 3.33%
Distribution system 4.00%
Meters 4.00%
Tools and equipment 10.00%
System supervisory equipment 6.67%
Application software 20.00%
Vehicles 10.00%
Leasehold improvements Over the term of the lease
Miscellaneous intangible plant 2.50%

Capital work-in-progress comprises capital assets under construction, assets not yet placed
into service and pre-construction activities related to specific projects expected to be
constructed. An allowance for the cost of funds used during the construction period has been
applied to the carrying value of such assets at rates ranging from 3.92% to 4.29% (2010 -
4.01% to 4.66%).

Contributed capital:

Amounts recovered from customers on capital projects are recorded as a capital asset contra
account and amortized on a straight-line basis at the same rate used for amortization of the
related property and equipment. Contributed capital is included in the respective capital
asset categories in note 4.

Incorporation costs:

Incorporation costs are recorded at cost, net of accumulated amortization. Amortization is
provided on a straight-line basis over ten years.



KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2011

1. Significant accounting policies (continued):

(9)

Regulatory assets:
Regulatory assets are comprised principally of the following:

(i) Retail settlement variances - represent accumulated variances that have occurred since
January 1, 2005 and that have accumulated pursuant to direction from the OEB.
Specifically, these amounts include:

- variances between the amount charged by the IESO and Hydro One Network Inc. for
the operation of the markets and grid, as well as various wholesale market
settlement charges, transmission charges as compared to the amount billed to
consumers based on the OEB approved wholesale market services rate; and

- variances between the amounts charged by the IESO to allow for purchases of
imported power as compared to the amounts billed to consumers based on the OEB
approved rates.

(i) Regulatory asset recoveries - represent accumulated recoveries of regulatory assets
through increased rates over a two-year period.

Regulatory assets incur interest at a rate of 1.47% (2010 — 0.55% to 1.2%) per annum,
calculated using the simple interest method.

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 reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and
expenses during the period.

Accounts receivable, billed revenue receivable and unbilled revenue are stated after
evaluation of amounts expected to be collected or recovered and an appropriate allowance
for doubtful accounts.

Employee future benefit liabilities owing to 1425445 Ontario Limited (operating as “Utilities
Kingston”) are based on certain assumptions arising from an actuarial valuation performed on
behalf of that Company. These assumptions include interest (discount) rate, salary
escalation, the average retirement age of employees, employee turnover and expected
health and dental care costs.



KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2011

1. Significant accounting policies (continued):

(h) Measurement uncertainty (continued):

)

Due to inherent uncertainty involved in making estimates, actual results could differ from
those estimates recorded in preparing these financial statements, including changes as a
result of future decisions made by the OEB and Minister of Energy. Any adjustments to the
estimates made will be recorded in the year they are identified.

Payments in lieu of corporate income taxes ("PILs"):

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

Pursuant to the Electricity Act ("EA"), 1998, the Company is required to compute payments in
lieu of taxes under the ITA and OCTA and remit such amounts there under to the Ontario
Electricity Financial Corporation ("OEFC"). These amounts, referred to as PILs under the
EA, are applied to reduce certain debt obligations of the former Ontario Hydro continuing in
OEFC.

The Company applies the asset and liability method of accounting for payments in lieu of
income taxes. Under the asset and liability 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.

Future income taxes recoverable have been recorded in the accounts and a corresponding
regulatory liability has been set up as future income taxes are recovered through future rate
increases/decreases.

Employee future benefit liabilities:

The Company's employee future benefit liabilities represent its accumulated obligation to
Utilities Kingston under a service agreement.

The Company accrues its obligations to Utilities Kingston for employee benefit plans. The
cost of non-pension post-retirement and post-employment benefits earned is actuarially
determined using the projected benefit method pro-rated on service and management's best
estimate of salary escalation, retirement ages of Utilities Kingston's employees and expected
health care costs.

Utilities Kingston's employees participate in the Ontario Municipal Employees Retirement
Fund (OMERS), a multi-employer public sector pension fund, as a defined benefit plan.



KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2011

1. Significant accounting policies (continued):
(k) Financial instruments:
(i) Section 3855, Financial Instruments - Recognition and Measurement:

Under the standards, financial assets and financial liabilities are initially recognized at fair
value and their subsequent measurement is dependent on their classification as
described below. The standards require that all financial instruments be classified either
as held-for-trading ("HFT") financial assets or liabilities, available-for-sale ("AFS")
financial assets, held-to-maturity (HTM") financial assets, loans and receivables or other
liabilities. The standards require that all financial instruments, including all derivatives, be
measured subsequent to their initial recognition at fair value with the exception of loans
and receivables, debt securities classified as HTM financial assets, AFS financial assets
that do not have quoted market prices in an active market and other liabilities.

Classification of financial instruments:

The following is a summary of the classification the Company has applied to each of its
significant categories of financial instruments outstanding.

Financial instrument Classification

Due from the City of Kingston Loans and receivables
Amounts receivable Loans and receivables
Billed revenue receivable Loans and receivables
Bank loan Other liabilities
Accounts payable and accrued liabilities Other liabilities

Due to retailers Other liabilities
Deposits payable Other liabilities

Note payable to City of Kingston Other liabilities

Held-for-trading

The Company has not designated any non-derivative financial assets as HFT, nor has it
designated any non-derivative financial liabilities as HFT.

Available-for-sale

The Company has not designated any financial assets as AFS.
Held-to-maturity

The Company has not designated any financial assets as HTM.
Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable
payments. Loans and receivables are recorded at amortized cost, using the effective
interest rate method.

10



KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2011

1. Significant accounting policies (continued):

(k) Financial instruments (continued):

(i)

Section 3855, Financial Instruments - Recognition and Measurement (continued):
Other liabilities

Other liabilities captures all financial liabilities that are not required to be designated by
the Company as held for trading upon initial recognition. Other liabilities are recorded at
amortized cost, using the effective interest rate method.

Derivatives
The Company has not identified any derivative instruments.
Section 1535, Capital Disclosures:

This section requires the disclosure of (i) an entity’s objectives, policies and process for
managing capital; (ii) quantitative data about an entity’s managed capital; (iii) whether an
entity has complied with externally imposed capital requirements; and (iv) if an entity has
not complied with such externally imposed capital requirements, the consequences of
such non-compliance. Disclosure requirements pertaining to Section 1535 are contained
in note 18 - Capital Risk Management.

2. Transition to International Financial Reporting Standards:

Publicly accountable enterprises in Canada were required to adopt International Financial
Reporting Standards (“IFRS”) in place of Canadian GAAP for annual reporting purposes for fiscal
years beginning on or after January 1, 2011. On September 10, 2010, the Accounting Standards
Board granted an optional one-year deferral for IFRS adoption for entities subject to rate
regulation. The Company elected to take the optional one-year deferral of its adoption of IFRS;
therefore, it continues to prepare its consolidated financial statements in accordance with
Canadian GAAP accounting standards in Part V of the CICA Handbook in 2011.

11



KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2011

3. Electricity industry regulation:

The Ontario Energy Board Act, 1998 (Ontario) ("OEBA") conferred on the Ontario Energy Board
("OEB") increased powers and responsibilities to regulate the electricity industry in Ontario.
These powers and responsibilities include approving or fixing rates for the transmission and
distribution of electricity, providing continued rate protection for rural and remote electricity
consumers, 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.

On May 1, 2011 the Company’s distribution rate as approved by the OEB provided for a revised
rate of return of 6.74%, as compared to 7.54% in 2010. The Company has filed a Cost of Service
Rate Application with the Ontario Energy Board (“OEB”) for revised distribution rates effective
May 1, 2012. At December 31, 2011, the application was still under consideration by the OEB. It
is anticipated that the Company will have the revised rates in place by May 1, 2012 pending the
decision by the OEB in 2012.

4. Capital assets:

2011 2010
Accumulated Net book Net book
Cost  amortization value value
Land $ 197,343 $ - $ 197,343 $ 197,343
Buildings and fixtures 669,494 186,550 482,944 376,312
Substation equipment 8,202,537 1,910,925 6,291,612 3,323,235
Distribution system:
Overhead 16,095,816 6,014,100 10,081,716 9,964,960
Underground 13,779,137 4,991,479 8,787,658 8,515,623
Transformers 3,650,848 2,005,427 1,645,421 1,587,843
Miscellaneous intangible plant 242,440 21,593 220,847 233,140
Meters 702,984 186,755 516,229 2,454,103
Tools and equipment 1,114,622 679,507 435,115 497,127
System supervisory equipment 2,364,305 1,749,669 614,636 574,766
Vehicle 1,794,081 1,111,346 682,735 395,503
Application software 431,658 319,792 111,866 121,750
Leasehold improvements 328,465 188,440 140,025 163,078
Capital work-in-progress 265,241 - 265,241 321,807

$ 49,838,971 $ 19,365,583 $30,473,388 $ 28,726,590

The cost and accumulated amortization of capital assets at December 31, 2010 amounted to
$47,583,563 and $18,856,973 respectively.

12



KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2011

5. Note payable to City of Kingston:

In consideration for transfer of the City of Kingston's electricity distribution business, the City of
Kingston took back a note payable on January 1, 2000, for an amount equivalent to 50% of the
value of net assets transferred. The note payable amounts to $10,880,619 (2010 -$10,880,619).
As part of the 2011 Kingston Hydro distribution rate rebasing application, the Ontario Energy
Board ordered that Kingston Hydro use a deemed debt rate of 5.87% per annum (2010 -7.25%).
This rate became effective May 1, 2011. The note payable has no fixed terms of repayment and
is unsecured. It is not the intent of the City of Kingston to demand repayment before January 1,
2013. Interest charges on the note payable for the 2011 fiscal year were $688,743 (2010:-

$788,845).

6. Bank loans and long-term debt:

(a) Bank loans:

2011 2010
Operating facility of $5,000,000, available by way of a
Prime Rate Based Loan or Bankers’ Acceptances with
interest at the bank's rate on Bankers’ Acceptances
plus a 0.50% stamping fee, drawn at a rate of 3.0% $ 3,775,000 $ 3,475,000
Committed floating rate revolving term loan facility to a
maximum of $3,000,000, available by way of a Prime
Rate Based Loan or Bankers’ Acceptances with
interest at the bank's rate on Bankers’ Acceptances
plus a 0.75% stamping fee, drawn at a rate of 3.0% 2,250,000 2,250,000
Demand loan of $3,000,000, available by way of a Prime
Rate Based Loan or Bankers’ Acceptances with
Interest at the bank's rate on Bankers’ Acceptances
plus a 1.00% stamping fee, drawn at a rate of 3.0% 2,500,000 -
8,525,000 5,725,000
Current portion of long-term debt 279,927 270,989
$ 8,804,927 $ 5,995,989
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KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2011

6. Bank loans and long-term debt (continued):

(b) Long-term debt:

2011 2010
Committed reduced term facility (single draw), fixed rate
of 3.25%, due May 2019 $ 2,315,687 $ 2,407,410
Less: current portion of long-term debt (279,927) (270,989)
$ 2,035,760 $ 2,136,421

Principal payments on long-term debt based on scheduled repayments are as follows:

2012 $ 279,927
2013 289,161
2014 298,700
2015 308,554
2016 318,734
2017 and thereafter 820,611

$ 2,315,687

(c) To comply with requirements of the IESO, as a supplier of energy to the wholesale electricity
market, the Company is required to post security determined in relation to the Company's
credit rating. A letter of credit has been provided in the amount of $5,301,839 as of
December 31, 2011 (2010 - $5,301,839).

Bank indebtedness is secured by a general security agreement representing a first charge on all
the Company’s assets.

7. Pension agreements:

On behalf of their employees who provide services to the Company, Utilities Kingston, a related
corporation, makes contributions to the Ontario Municipal Employees Retirement Fund
(OMERS), which is a multi-employer plan. 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. Total contributions by that Company to OMERS for 2011 were $1,140,699
(2010 - $920,731).

14



KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2011

8. Regulatory assets and liabilities:

(@)

(b)

Regulatory assets are comprised of:

2011 2010
Regulatory assets $ 5,988,664 $ 4,147,700
Retail settlement variances 2,634,215 (198,971)
$ 8,622,879 $ 3,948,729
Regulatory liabilities are comprised of:
2011 2010
Regulatory asset recoveries $ 1,658,334 $ 1,856,591

9. Related party transactions:

(@)

1425445 Ontario Limited (operating as Utilities Kingston):

During the year, the Company paid $12,584,240 (2010 - $9,944,539) to 1425445 Ontario
Limited (operating as Utilities Kingston) for support services and capital works. 1425445
Ontario Limited is a shared-services business incorporated to provide support services to
both the Company and to various infrastructure businesses of the City of Kingston. There
was no balance owing at December 31, 2011 with respect to these transactions.

City of Kingston:

During the year, the Company contracted for certain financial services from the City of
Kingston. As at December 31, 2011, the Company had an amount due to the City of
Kingston representing the cumulative net balance of cash receipts and disbursements
processed by the City of Kingston on behalf of the Company, in the amount of $263,177
(2010 due from the City of Kingston - $2,305,059). The City of Kingston pays the Company
interest on the balance at a rate of prime minus 1.65%.

Charges for the above services are recorded at exchange amounts established and agreed to by
the related parties.

15



KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2011

10. Employee future benefit liabilities:

(@)

Pension plan:

The former Hydro-Electric Commission of the Corporation of the City of Kingston entered into
agreements in 1995 with a number of former employees on non-contributory defined benefit
pension plans. An actuarial report of the accrued pension liability indicates that the present
value of the accrued pension benefits as at December 31, 2011 is $165,569 (2010 -
$164,393).

Information with respect to the accrued pension liability is as follows:

2011 2010
Accrued pension liability, January 1 $ 164,389 $ 168,549
Expenses recognized for the period 7,833 8,296
Pension payments (6,653) (12,456)
Accrued pension liability, December 31 $ 165,569 $ 164,389

Extended health care, dental and life insurance benefits:

The Company is responsible for providing post employment extended health care, dental and
life insurance benefits to employees of Utilities Kingston through the service agreement with
Utilities Kingston. An independent actuarial study of the post-retirement and post-
employment benefits has been undertaken. The most recent actuarial valuation of the future
benefits was completed as at December 31, 2010. This resulted in a net unamortized
actuarial loss to be amortized beginning in 2011, on a straight-line basis over the expected
average remaining service life of the related employee groups, which was estimated to be 13
years.

The significant actuarial assumptions adopted in estimating the Company's accrued benefit
obligation are as follows:

Discount rate 4.75% per annum
Salary escalation 3.0% per annum
Dental benefits escalation 4.0% per annum
Health benefits escalation 7.0% per annum in 2011,

decreasing to 4.0% over 9 years
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KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2011

10. Employee future benefit liabilities (continued):
(b) Extended health care, dental and life insurance benefits (continued):

Information with respect to these accrued benefit liabilities is as follows:

2011 2010
Accrued benefit liabilities, January 1 $ 1,049,078 $ 1,006,343
Service cost 43,680 43,783
Interest 51,000 54,306
Other (119,406) (5,472)
Amortization of actuarial loss 30,239 37,353
Benefits paid for the period (120,066) (87,235)
Payments to Ultilities Kingston (200,000) -
Accrued benefit liabilities, December 31 $ 734,525 $ 1,049,078
These accrued benefit liabilities at December 31 include the following components:

2011 2010
Accrued benefit obligation $ 1,086,505 $ 1,324,753
Unamortized actuarial losses (151,980) (275,675)
Payments to Ultilities Kingston (200,000) -
Accrued benefit liabilities, December 31 $ 734,525 $ 1,049,078

These benefits will be paid to Utilities Kingston as future benefit obligations are paid by
Utilities Kingston to its employees as part of the support services contract with the Company.

(c) Future benefit liabilities:

2011 2010

Future benefit liabilities are comprised of:
Pension plan $ 165,569 $ 164,389
Health, dental and life insurance 734,525 1,049,078
$ 900,094 $ 1,213,467
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KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2011

11. General liability insurance:

12.

The Company is a member of the Municipal Electric Association Reciprocal Insurance Exchange
(MEARIE) which is a pooling of general liability risks. Members of MEARIE would be assessed,
on a pro-rata basis, based on the total of their respective deposit premiums should losses be
experienced by MEARIE that are in excess of their reserves and supplemental insurance, for the
years in which the Company, and the former Hydro-Electric Commission, has been a member.
The Company has not been made aware of any additional assessments.

Contingent liabilities:

(@)

No

The nature of the Company's activities is such that there may be litigation pending at any
time. With respect to claims at December 31, 2011 against the Company, management
believes there are valid defenses and appropriate insurance coverage in place. In the event
any claims specifically are successful, management believes that such claims are not
expected to have a material effect on the financial position of the Company.

A class action was brought under the Class Proceedings Act, 1992. The plaintiff class seeks
$500 million in restitution for amounts paid to Toronto Hydro and to other Ontario municipal
electric utilities ("LDCs") who received late payment penalties which constitute interest at an
effective rate in excess of 60% per year, contrary to section 347 of the Criminal Code. On
February 22, 2011 the OEB released its Decision and Order on the Late Payment Penalty
Generic Hearing (EB-2010-0295). The OEB has found that the costs sought to be recovered
by distributors, namely the settlement of litigation before the Ontario Superior Court of
Justice, were prudently incurred.

Kingston Hydro Corporation’s share of the Late Payment Penalty class action costs approved
for recovery is $104,031. The Company made its required payment of $104,031 to a social
agency in 2011 and is in the process of recovering the amount through a Late Payment
Penalty rate rider which commenced on May 1, 2011 and will end on April 30, 2012.

The Company provides a guarantee in favour of an affiliated company, 1425445 Ontario
Limited, with a value no greater than 25% of the Company's equity less the outstanding note
receivable from 1425445 Ontario Limited. At December 31, 2011, this guarantee remained in
place.

provision has been made in these financial statements in respect of any of the above

contingent liabilities as management has assessed the risk of loss to be remote.
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KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2011

13. Payments in lieu of corporate income taxes:

The provision for amounts in lieu of corporate income taxes (“PILs”) differs from the amount that
would have been recorded using the combined Canadian federal and Ontario statutory income
tax rates. A reconciliation between the statutory and effective tax rates is provided as follows:

2011 2010
Federal and Ontario statutory income tax rate 28.25% 31.00%
Income before provision for PlLs $ 1,255,955 $ 817,363
Provision for PlILs at statutory rate $ 354,807 $ 253,383
Increase (decrease) resulting from:
Capital cost allowance less than (in excess of)
depreciation and amortization (213,693) (53,869)
Ontario Capital Tax - 18,000
Tax effect of regulatory asset recoveries in current year 58,522 37,507
Tax effect of other miscellaneous adjustments (66,538) 17,035
Provision for PILs $ 133,098 $ 272,056
Effective income tax rate 10.6% 33.3%

Tax effects of temporary difference that give rise to future tax assets and liabilities are as follows:

Excess of tax values over accounting values of fixed assets $ 1,242,836 $ 1,392,443
Future benefit liabilities 225,024 303,367
Regulatory liabilities 415,498 464,148

$ 1,883,358 $ 2,159,958
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KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2011

14. Change in non-cash operating balances:

2011 2010

Decrease (increase) in due from City of Kingston $ 3,619,236 $ (421,641)
Decrease (increase) in accounts receivable (481,844) 720,208
Decrease (increase) in billed revenue receivable 266,355 (1,105,630)
Increase in payments in lieu of income taxes (194,995) (682,000)
Increase in unbilled revenue (133,646) (420,925)
Decrease (increase) in inventory (423,543) 83,381
Decrease (increase) in prepaid expenses 61,718 (40,711)
Increase in regulatory assets (2,775,639) (2,747,843)
Increase (decrease) in due to retailers (59,828) 345,734
Decrease in accounts payable and accrued liabilities (116,724) (205,773)
Increase (decrease) in deposits payable 450,593 (754,275)
Decrease in regulatory liabilities - (473,654)
Increase (decrease) in future benefit liabilities (313,373) 38,580

$ (101,690) $ (5,664,549)

15. Power distribution:

As part of its license with the OEB, the Company is required to distribute power to the residents
of the City of Kingston and to charge its ratepayers at rates established by the OEB. In addition,
it is required to remit to the IESO payments for the purchase of commodity in addition to other
costs specified by the OEB. The Company is not permitted to profit from the purchase and sale

of power.

2011

2010

Sales $
Costs of power

62,084,765
(62,084,765)

$ 58,725,968

(58,725,968)
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KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2011

16.

17.

Financial instruments:
(a) Fair value of financial instruments:

The carrying values of the amount due to City of Kingston, accounts receivable, billed
revenue receivable, payments in lieu of income taxes, bank loan, accounts payable and
accrued liabilities, due to retailers and deposits payable approximate their fair value due to
the expected short-term maturity of these instruments. The fair value of the regulatory assets
and liabilities are not determinable due to lack of market rates and terms.

The fair value of the note payable to City of Kingston is not determinable due to its related
party terms.

(b) Credit risks:

Credit risk is the risk that a counterparty will fail to discharge its obligation to the Company
reducing the expected cash inflow from Company assets recorded at the balance sheet date.
Credit risk can be concentrated in debtors that are similarly affected by economic or other
conditions. The Company has assessed that there are no significant concentrations of credit
risk.

Capital risk management:

The Company’s objectives when managing capital are to safeguard its assets while at the same
time maintain investor and creditor confidence, and to sustain future development of the
business.

The Company includes shareholder’s equity and long-term debt including the note payable to the
City of Kingston in the definition of capital. To maintain or adjust the capital structure, the
Company may issue new shares, issue new debt with different characteristics, acquire or dispose
of assets, or adjust the amount of cash and short-term investment balances held.

There were no changes in the Company’s approach to capital management during the period.
As part of its lending arrangements, the Company is subject to various financial covenants,
including debt service coverage ratio and debt to capitalization ratio.

In addition, the note payable to the City of Kingston is subordinated to the Company’s bank in
favour of the bank loan.
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KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2011

18.

19.

Change in contributed surplus:

Prior to January 1, 2011, the Company paid a rate per use for vehicles that had been purchased
and maintained by the City of Kingston. These funds were put towards the operation and
maintenance of the vehicles, as well as contributing to a City of Kingston reserve fund, intended
for the replacement of the fleet when necessary. During 2011 the Company allocated the portion
of the City of Kingston reserve fund related to the replacement of the Company's fleet, to the
Company's contributed surplus account in the amount of $1,051,000.

Comparative figures:

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

To the Shareholders of Kingston Hydro Corporation

We have audited the accompanying financial statements of Kingston Hydro Corporation, which
comprise the balance sheet as at December 31, 2012, the statements of earnings, retained earnings
and cash flows for the year then ended, and notes, comprising 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 our 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, we consider 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
Kingston Hydro Corporation as at December 31, 2012, and its results of operations and its cash flows
for the year then ended in accordance with Canadian generally accepted accounting principles.

/ Y & LeFP
s

Chartered Accountants, Licensed Public Accountants
April 22, 2013

Kingston, Canada
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KINGSTON HYDRO CORPORATION

Balance Sheet

December 31, 2012, with comparative figures for 2011

2012 2011
Assets
Current assets:
Cash $ 7,615 $ 7,236
Due from City of Kingston (note 9(b)) 3,806,851 -
Miscellaneous accounts receivable 380,713 1,325,250
Billed revenue receivable 5,502,095 4,884,119
Unbilled revenue 7,374,211 7,139,708
Inventory 1,369,970 1,465,887
Payments in lieu of corporate income taxes
recoverable (note 14) - 876,995
Prepaid expenses 160,534 81,271
18,601,989 15,780,466
Regulatory assets (note 8(a)) 12,919,441 8,622,879
Capital assets (note 4) 32,067,891 30,473,388
Future taxes (note 14) 1,808,510 1,883,358
$ 65,397,831 $ 56,760,091
Liabilities and Shareholder's Equity
Current liabilities:
Bank loans (note 6(a)) $ 8,589,996 $ 8,804,927
Due to City of Kingston - 263,177
Accounts payable and accrued liabilities 7,406,949 8,020,462
Due to retailers 1,131,989 1,430,563
Deposits payable 140,898 990,670
Payments in lieu of corporate income taxes
payable (note 14) 43,268 -
17,313,100 19,509,799
Regulatory liabilities (note 8(b)) 1,547,582 1,658,334
Note payable to City of Kingston (note 5) 10,880,619 10,880,619
Long-term debt (note 6(b)) 10,993,734 2,035,760
Employee future benefit liabilities (note 10(d)) 984,635 900,094
41,719,670 34,984,606
Shareholder's equity:
Share capital:
Authorized:
Unlimited Class A common shares
Issued and outstanding:
120 Class A common shares 12,380,617 12,380,617
Contributed surplus 3,893,103 3,893,103
Retained earnings 7,404,441 5,501,765
23,678,161 21,775,485
Commitments (note 13)
Contingent liabilities (notes 11 and 12)
$ 65,397,831 $ 56,760,091
See accompanying notes to financial statements.
On behalf of the Board:
Director Director




KINGSTON HYDRO CORPORATION

Statement of Earnings

Year ended December 31, 2012, with comparative figures for 2011

2012 2011
Revenue:
Local distribution revenue (note 3) $ 11,206,972 $ 10,345,456
Account set-up charge 54,472 54,237
Pole rentals 154,608 176,650
Interest 132,468 109,679
Miscellaneous 314,709 270,282
11,863,229 10,956,304
Operating expenses:
Distribution expenses, operation 2,309,839 2,564,487
Distribution expenses, maintenance 873,655 810,263
General and administrative 1,927,241 1,736,330
Community relations 201,696 204,150
Billing and collecting 979,092 845,161
Other expenses - 359,047
6,291,523 6,519,438
Earnings before the undernoted 5,571,706 4,436,866
Interest expense 1,040,769 1,025,258
Depreciation and amortization 2,270,810 2,155,653
Earnings before income taxes 2,260,127 1,255,955
Payments in lieu of corporate income taxes (note 14):
Current 393,355 54,755
Future (reduction) (35,904) 78,343
357,451 133,098
Net earnings $ 1,902,676 $ 1,122,857

See accompanying notes to financial statements.



KINGSTON HYDRO CORPORATION

Statement of Retained Earnings

Year ended December 31, 2012, with comparative figures for 2011

2012 2011
Retained earnings, beginning of year $ 5,501,765 $ 4,378,908
Net earnings 1,902,676 1,122,857
Retained earnings, end of year $ 7,404,441 $ 5,501,765

See accompanying notes to financial statements.



KINGSTON HYDRO CORPORATION

Statement of Cash Flows

Year ended December 31, 2012, with comparative figures for 2011

2012 2011
Cash provided by (used in):
Operations:
Net earnings $ 1,902,676 $ 1,122,857
Items not involving cash:
Depreciation and amortization 2,270,810 2,155,653
Future income taxes (reduction) (35,904) 78,343
Change in non-cash operating balances (note 15) (9,014,933) (101,690)
(4,877,351) 3,255,163
Financing:
Proceeds from bank loans 9,750,000 2,808,938
Repayment of long-term loan payable (1,006,957) (280,661)
8,743,043 2,528,277
Investments:
Purchase of capital assets (4,052,050) (6,208,435)
Contributions toward costs of capital assets acquired 186,737 407,473
(3,865,313) (5,800,962)
Increase (decrease) in cash 379 (17,522)
Cash, beginning of year 7,236 24,758
Cash, end of year $ 7,615 $ 7,236

See accompanying notes to financial statements.



KINGSTON HYDRO CORPORATION

Notes to Financial Statements

Year ended December 31, 2012

The principal business of Kingston Hydro Corporation (the “Company”) is to distribute electric
power to the residents of the City of Kingston and to manage the City's electric power system.
The business is regulated by the Ontario Energy Board through the issuance of licenses which
require compliance with established market rules and codes. The Company is wholly-owned by
the Corporation of the City of Kingston (the "City of Kingston").

1. Significant accounting policies:

The financial statements have been prepared by management in accordance with Canadian
generally accepted accounting principles ("GAAP") including accounting principles prescribed by
the Ontario Energy Board (the "OEB") in the Accounting Procedures Handbook (the "AP
Handbook") for Electric Distribution Utilities, and reflect the significant accounting policies
summarized below:

(a) Rate regulation:

Kingston Hydro Corporation is regulated by the Ontario Energy Board ("OEB") under
authority of the Ontario Energy Board Act, 1998. The OEB is charged with the responsibility
of approving or setting rates for the transmission and distribution of electricity and the
responsibility for ensuring that distribution companies fulfill obligations to connect and service
customers.

The OEB has the general power to include or exclude costs, revenues, losses or gains in the
rates of a specific period, resulting in a change in the timing of accounting recognition from
that which would apply to enterprises operating in a non-regulated environment. Specifically,
the following accounting treatments have been applied:

(i) Costs incurred with respect to deregulation of the electricity industry in Ontario, have
been deferred pursuant to regulations underlying the Electricity Act, 1998, ("EA") and are
subject to review and approval for recovery by the OEB.

(i) An amount to represent the cost of funds used during construction and development has
been added to the carrying value of assets under construction based on the value of
construction-in-progress for those projects with a construction life greater than one year.

(iii) The Company has deferred the recognition of certain pre-market opening cost of power
variances and post-market opening retail settlement variances in accordance with Article
490 of the OEB's AP Handbook.



KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2012

1. Significant accounting policies (continued):

(b)

(d)

Revenue recognition:

Revenue is recognized on the accrual basis, which includes an estimate of unbilled revenue,
representing customer usage from the date of each customer's last meter reading until the
end of the fiscal year. Actual results could differ from estimates made of actual electricity
usage.

Billed and unbilled revenues presented on the balance sheet include distribution revenue as
well as power charges billed and collected on behalf of the Independent Electricity System
operator ("IESQO").

The Company presents distribution revenue earned on a gross basis but presents amounts
billed in respect of power, connection, transmission and wholesale market service charges
on a net basis.

Services and other revenue are recognized as services are rendered or contract milestones
are achieved.

Inventory:

Inventories consist primarily of maintenance and construction materials. To the extent that
such materials are used for upgrades and improvements to its electricity distribution system,
they are capitalized as capital assets. Once capitalized, these items are not amortized until
they are put into service. Inventories are carried at the lower of cost and net realizable value,
with cost determined on an average cost basis net of a provision for obsolescence.

Capital assets:

Capital assets are recorded at cost and include contracted services, materials, labour,
engineering costs, overhead and an allowance for the cost of funds used during construction
when applied. Certain assets may be acquired or constructed with financial assistance in the
form of contributions from developers or customers. The OEB requires that such
contributions, whether in cash or in-kind, be offset against the related asset cost.
Contributions in-kind are valued at their fair market value at the date of their contributions.

When identifiable assets, such as buildings, substation equipment, system supervisory
equipment, meters, tools and vehicles are retired or otherwise disposed of, their original cost
and accumulated amortization are removed from the accounts and the related gain or loss is
included in the operating results for the related fiscal period. The cost and related
accumulated amortization of grouped assets, such as the overhead distribution system, is
removed from the accounts at the end of their estimated service life.



KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2012

1. Significant accounting policies (continued):

(d) Capital assets (continued):

(e)

Depreciation is provided on the straight-line basis using the following annual rates:

Asset Rate
Buildings and fixtures 2.00%
Substation equipment 3.33%
Distribution system 4.00%
Meters 4.00%
Tools and equipment 10.00%
System supervisory equipment 6.67%
Application software 20.00%
Vehicles 10.00%
Leasehold improvements Over the term of the lease
Miscellaneous intangible plant 2.50%

Capital work-in-progress comprises capital assets under construction, assets not yet placed
into service and pre-construction activities related to specific projects expected to be
constructed.

Contributed capital:

Amounts recovered from customers on capital projects are recorded as a capital asset contra
account and amortized on a straight-line basis at the same rate used for amortization of the
related property and equipment. Contributed capital is included in the respective capital
asset categories in note 4.

Incorporation costs:

Incorporation costs are recorded at cost, net of accumulated amortization. Amortization is
provided on a straight-line basis over ten years.



KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2012

1. Significant accounting policies (continued):

(9)

Regulatory assets:
Regulatory assets are comprised principally of the following:

(i) Retail settlement variances - represent accumulated variances that have occurred since
January 1, 2005 and that have accumulated pursuant to direction from the OEB.
Specifically, these amounts include:

- variances between the amount charged by the IESO and Hydro One Network Inc. for
the operation of the markets and grid, as well as various wholesale market
settlement charges, transmission charges as compared to the amount billed to
consumers based on the OEB approved wholesale market services rate; and

- variances between the amounts charged by the IESO to allow for purchases of
imported power as compared to the amounts billed to consumers based on the OEB
approved rates.

(i) Regulatory asset recoveries - represent accumulated recoveries of regulatory assets
through increased rates over a two-year period.

Regulatory assets incur interest at a rate of 1.47% (2011 — 1.47%) per annum, calculated
using the simple interest method.

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 reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and
expenses during the period.

Accounts receivable, billed revenue receivable and unbilled revenue are stated after
evaluation of amounts expected to be collected or recovered and an appropriate allowance
for doubtful accounts.

Employee future benefit liabilities owing to 1425445 Ontario Limited (operating as “Utilities
Kingston”) are based on certain assumptions arising from an actuarial valuation performed on
behalf of that Company. These assumptions include interest (discount) rate, salary
escalation, the average retirement age of employees, employee turnover and expected
health and dental care costs.



KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2012

1. Significant accounting policies (continued):

(h) Measurement uncertainty (continued):

)

Due to inherent uncertainty involved in making estimates, actual results could differ from
those estimates recorded in preparing these financial statements, including changes as a
result of future decisions made by the OEB and Minister of Energy. Any adjustments to the
estimates made will be recorded in the year they are identified.

Payments in lieu of corporate income taxes ("PILs"):

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

Pursuant to the Electricity Act ("EA"), 1998, the Company is required to compute payments in
lieu of taxes under the ITA and OCTA and remit such amounts there under to the Ontario
Electricity Financial Corporation ("OEFC"). These amounts, referred to as PILs under the
EA, are applied to reduce certain debt obligations of the former Ontario Hydro continuing in
OEFC.

The Company applies the asset and liability method of accounting for payments in lieu of
income taxes. Under the asset and liability 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.

Future income taxes recoverable have been recorded in the accounts and a corresponding
regulatory liability has been set up as future income taxes are recovered through future rate
increases/decreases.

Employee future benefit liabilities:

The Company's employee future benefit liabilities represent its accumulated obligation to
Utilities Kingston under a service agreement.

The Company accrues its obligations to Utilities Kingston for employee benefit plans. The
cost of non-pension post-retirement and post-employment benefits earned is actuarially
determined using the projected benefit method pro-rated on service and management's best
estimate of salary escalation, retirement ages of Utilities Kingston's employees and expected
health care costs.

Utilities Kingston's employees participate in the Ontario Municipal Employees Retirement
Fund (OMERS), a multi-employer public sector pension fund, as a defined benefit plan.



KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2012

1. Significant accounting policies (continued):
(k) Financial instruments:
(i) Section 3855, Financial Instruments - Recognition and Measurement:

Under the standards, financial assets and financial liabilities are initially recognized at fair
value and their subsequent measurement is dependent on their classification as
described below. The standards require that all financial instruments be classified either
as held-for-trading ("HFT") financial assets or liabilities, available-for-sale ("AFS")
financial assets, held-to-maturity (HTM") financial assets, loans and receivables or other
liabilities. The standards require that all financial instruments, including all derivatives, be
measured subsequent to their initial recognition at fair value with the exception of loans
and receivables, debt securities classified as HTM financial assets, AFS financial assets
that do not have quoted market prices in an active market and other liabilities.

Classification of financial instruments:

The following is a summary of the classification the Company has applied to each of its
significant categories of financial instruments outstanding.

Financial instrument Classification

Due from the City of Kingston Loans and receivables
Amounts receivable Loans and receivables
Billed revenue receivable Loans and receivables
Bank loan Other liabilities
Accounts payable and accrued liabilities Other liabilities

Due to retailers Other liabilities
Deposits payable Other liabilities

Note payable to City of Kingston Other liabilities

Held-for-trading

The Company has not designated any non-derivative financial assets as HFT, nor has it
designated any non-derivative financial liabilities as HFT.

Available-for-sale

The Company has not designated any financial assets as AFS.
Held-to-maturity

The Company has not designated any financial assets as HTM.
Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable
payments. Loans and receivables are recorded at amortized cost, using the effective
interest rate method.

10



KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2012

1. Significant accounting policies (continued):

(k) Financial instruments (continued):

(i)

Section 3855, Financial Instruments - Recognition and Measurement (continued):
Other liabilities

Other liabilities captures all financial liabilities that are not required to be designated by
the Company as held for trading upon initial recognition. Other liabilities are recorded at
amortized cost, using the effective interest rate method.

Derivatives
The Company has not identified any derivative instruments.
Section 1535, Capital Disclosures:

This section requires the disclosure of (i) an entity’s objectives, policies and process for
managing capital; (ii) quantitative data about an entity’s managed capital; (iii) whether an
entity has complied with externally imposed capital requirements; and (iv) if an entity has
not complied with such externally imposed capital requirements, the consequences of
such non-compliance. Disclosure requirements pertaining to Section 1535 are contained
in note 18 - Capital Risk Management.

2. Transition to International Financial Reporting Standards:

Publicly accountable enterprises in Canada were required to adopt International Financial
Reporting Standards (“IFRS”) in place of Canadian GAAP for annual reporting purposes for fiscal
years beginning on or after January 1, 2011. On September 10, 2010, the Accounting Standards
Board granted an optional one-year deferral for IFRS adoption for entities subject to rate
regulation.

In February 2013, the Accounting Standards Board (AcSB) decided to extend the existing
deferral of the mandatory IFRS changeover date for entities with qualifying rate-regulated
activities by an additional year to January 1, 2015. The Company elected to take the deferral of
its adoption of IFRS; therefore, it continues to prepare its consolidated financial statements in
accordance with Canadian GAAP accounting standards in Part V of the CICA Handbook.

11



KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2012

3. Electricity industry regulation:

The Ontario Energy Board Act, 1998 (Ontario) ("OEBA") conferred on the Ontario Energy Board
("OEB") increased powers and responsibilities to regulate the electricity industry in Ontario.
These powers and responsibilities include approving or fixing rates for the transmission and
distribution of electricity, providing continued rate protection for rural and remote electricity
consumers, 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.

On May 1, 2011 the Company’s distribution rate as approved by the OEB provided for a revised
rate of return of 6.74%, as compared to 7.54% in 2010.

Effective May 1, 2012, the OEB approved a 0.88% price cap index adjustment to the Company’s
distribution rates, in accordance with the OEB’s 3rd Generation Incentive Regulation Mechanism.
The adjustment was applied to fixed and variable distribution rates uniformly across all customer
classes.

Also effective May 1, 2012 the OEB approved the recovery of an Incremental Revenue
Requirement, through a variable rate rider, to allow for recovery of the Company’s investments in
incremental capital projects. The adjustment was applied uniformly across all customer classes.

On August 24, 2012, the Company filed an application with the OEB for the disposition and
recovery of costs related to Smart Meter deployment. The OEB approved a fixed distribution rate
increase for the recovery of smart meters effective January 1, 2013. The adjustment was applied
to residential and General Service less than 50kW customers.

On August 31, 2012, the Company filed an application under the OEB’s Incentive Regulation
Mechanism to increase its distribution rates by approximately 0.48% effective May 1, 2013. At
December 31, 2012, the application was still under review by the OEB.

12



KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2012

4, Capital assets:

2012 2011
Accumulated Net book Net book
Cost  amortization value value
Land $ 197,343 § - $ 197,343 § 197,343
Buildings and fixtures 678,863 204,501 474,362 482,944
Substation equipment 8,270,955 2,212,155 6,058,800 6,291,612
Distribution system:
Overhead 17,359,296 6,735,696 10,623,600 10,081,716
Underground 14,252,062 5,577,441 8,674,621 8,787,658
Transformers 3,768,237 2,204,241 1,563,996 1,645,421
Miscellaneous intangible plant 242,440 27,654 214,786 220,847
Meters 781,296 213,929 567,367 516,229
Tools and equipment 1,182,706 765,934 416,772 435,115
System supervisory equipment 2,681,901 1,866,052 815,849 614,636
Vehicle 2,704,800 1,302,365 1,402,435 682,735
Application software 431,658 356,206 75,452 111,866
Leasehold improvements 333,900 218,507 115,393 140,025
Capital work-in-progress 867,115 - 867,115 265,241
$ 53,752,572 $21,684,681 $32,067,891 §$ 30,473,388

The cost and accumulated amortization of capital assets at December 31, 2011 amounted to
$49,838,971 and $19,365,583 respectively.

5. Note payable to City of Kingston:

In consideration for transfer of the City of Kingston's electricity distribution business, the City of
Kingston took back a note payable on January 1, 2000, for an amount equivalent to 50% of the
value of net assets transferred. The note payable amounts to $10,880,619 (2011 - $10,880,619).
As part of the 2011 Kingston Hydro distribution rate rebasing application, the Ontario Energy
Board ordered that Kingston Hydro use a deemed debt rate of 5.87% per annum. This rate
became effective May 1, 2011. The note payable has no fixed terms of repayment and is
unsecured. It is not the intent of the City of Kingston to demand repayment before January 1,
2014. Interest charges on the note payable for the 2012 fiscal year were $638,692 (2011:-
$688,743).

13



KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2012

6. Bank loans and long-term debt:

(@)

(b)

Bank loans:
2012 2011
Operating facility of $5,000,000, available by way of a
Prime Rate Based Loan or Bankers’ Acceptances with
interest at the bank's rate on Bankers’ Acceptances
plus a 0.50% stamping fee, drawn at a rate of 1.7% $ 5,000,000 $ 3,775,000
Committed floating rate revolving term loan facility to a
maximum of $3,000,000, available by way of a Prime
Rate Based Loan or Bankers’ Acceptances with
interest at the bank's rate on Bankers’ Acceptances
plus a 0.75% stamping fee, drawn at a rate of 2.3% 3,000,000 2,250,000
Demand loan of $3,000,000, available by way of a Prime
Rate Based Loan or Bankers’ Acceptances with
Interest at the bank's rate on Bankers’ Acceptances
plus a 1.00% stamping fee, drawn at a rate of 3.0% - 2,500,000
8,000,000 8,525,000
Current portion of long-term debt 589,996 279,927
$ 8,589,996 $ 8,804,927
Long-term debt:
2012 2011
Committed reduced term facility (single draw),
fixed rate of 3.25%, due May 2019 $ 2,035,002 $ 2,315,687
Committed reduced term facility (single draw),
fixed rate of 3.03% due February 2019 2,180,908 -
Committed reduced term facility (single draw),
fixed rate of 3.25% due January 2022 3,867,820 -
Committed reduced term facility (single draw),
fixed rate of 3.92% due December 2042 3,500,000 —
11,583,730 2,315,687
Less: current portion of long-term debt 589,996 279,927
$ 10,993,734 $ 2,035,760

14



KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2012

6. Bank loans and long-term debt (continued):
(b) Long-term debt (continued):

Principal payments on long-term debt based on scheduled repayments are as follows:

2013 $ 589,996
2014 605,550
2015 625,757
2016 646,645
2017 669,121
2018 and thereafter 8,446,661

$ 11,583,730

(c) To comply with requirements of the IESO, as a supplier of energy to the wholesale electricity
market, the Company is required to post security determined in relation to the Company's
credit rating. A letter of credit has been provided in the amount of $5,301,839 as of
December 31, 2012 (2011 - $5,301,839).

Bank indebtedness is secured by a general security agreement representing a first charge on all
the Company’s assets.

7. Pension agreements:

On behalf of their employees who provide services to the Company, Utilities Kingston, a related
corporation, makes contributions to the Ontario Municipal Employees Retirement Fund
(OMERS), which is a multi-employer plan. 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. Total contributions by that Company to OMERS for 2012 were $1,422,098
(2011 - $1,140,699).

8. Regulatory assets and liabilities:

(a) Regulatory assets are comprised of:

2012 2011

Regulatory assets $ 8,166,977 $ 5,988,664
Retail settlement variances 4,752,464 2,634,215
$12,919,441 $ 8,622,879

15



KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2012

8. Regulatory assets and liabilities (continued):

(b)

Regulatory liabilities are comprised of:

2012 2011

Other regulatory liabilities $ 1,547,582 $ 1,658,334

9. Related party transactions:

(@)

1425445 Ontario Limited (operating as Utilities Kingston):

During the year, the Company paid $12,660,486 (2011 - $12,584,240) to 1425445 Ontario
Limited (operating as Utilities Kingston) for support services and capital works. 1425445
Ontario Limited is a shared-services business incorporated to provide support services to
both the Company and to various infrastructure businesses of the City of Kingston. There
was no balance owing at December 31, 2012 with respect to these transactions.

City of Kingston:

During the year, the Company contracted for certain financial services from the City of
Kingston. As at December 31, 2012, the Company had an amount due from the City of
Kingston representing the cumulative net balance of cash receipts and disbursements
processed by the City of Kingston on behalf of the Company, in the amount of $3,806,851
(2011 due to the City of Kingston - $263,177). The City of Kingston pays the Company
interest on the balance at a rate of prime minus 1.65%.

Charges for the above services are recorded at exchange amounts established and agreed to by
the related parties.

10. Employee future benefit liabilities:

(@)

Pension plan:

The former Hydro-Electric Commission of the Corporation of the City of Kingston entered into
agreements in 1995 with a number of former employees on non-contributory defined benefit
pension plans. An actuarial report of the accrued pension liability indicates that the present
value of the accrued pension benefits as at December 31, 2012 is $199,907 (2011 -
$165,569).

16



KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2012

10. Employee future benefit liabilities (continued):

(b)

(d)

Extended health care, dental and life insurance benefits:

The Company has an obligation with respect to post employment extended health care,
dental and life insurance benefits that are provided to employees of Utilities Kingston through
the service agreement with Utilities Kingston. An independent actuarial study of the post-
retirement and post-employment benefits has been undertaken for Utilities Kingston. The
most recent actuarial valuation of the future benefit liability for Ultilities Kingston was
completed as at December 31, 2012. The Company is responsible for approximately 25% of
the post-employment benefit liability of Utilities Kingston.

These accrued benefit liabilities at December 31 include the following components:

2012 2011
Accrued benefit liabilities, January 1 $ 734,525 $ 1,049,078
Service Cost (reduction) (248,724) (114,553)
Payments to Utilities Kingston - (200,000)
Accrued benéefit liabilities, December 31 $ 485,801 $ 734,525

These benefits will be paid to Utilities Kingston as future benefit obligations are paid by
Utilities Kingston to its employees as part of the support services contract with the Company.

Accumulated sick leave:

Utilities Kingston provides accumulated sick leave benefits to all its employees. Under the
plan, the sick leave days accumulate from year to year but are non-vested. The Company is
responsible for approximately 25% of the accrued benefit liability of Ultilities Kingston. The
amount of the Company’s accrued benefit liability for accumulated sick leave that does not
vest has been actuarially determined as at December 31, 2012 and is $298,927 (2011 - $Nil).

Future benefit liabilities:

2012 2011
Future benéefit liabilities are comprised of:
Pension plan $ 199,907 $ 165,569
Health, dental and life insurance 485,801 734,525
Accumulated sick leave 298,927 -
$ 984,635 $ 900,094

17



KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2012

11. General liability insurance:

12.

The Company is a member of the Municipal Electric Association Reciprocal Insurance Exchange
(MEARIE) which is a pooling of general liability risks. Members of MEARIE would be assessed,
on a pro-rata basis, based on the total of their respective deposit premiums should losses be
experienced by MEARIE that are in excess of their reserves and supplemental insurance, for the
years in which the Company, and the former Hydro-Electric Commission, has been a member.
The Company has not been made aware of any additional assessments.

Contingent liabilities:

(@)

(b)

The nature of the Company's activities is such that there may be litigation pending at any
time. With respect to claims at December 31, 2012 against the Company, management
believes there are valid defenses and appropriate insurance coverage in place. In the event
any claims specifically are successful, management believes that such claims are not
expected to have a material effect on the financial position of the Company.

A class action was brought under the Class Proceedings Act, 1992. The plaintiff class seeks
$500 million in restitution for amounts paid to Toronto Hydro and to other Ontario municipal
electric utilities ("LDCs") who received late payment penalties which constitute interest at an
effective rate in excess of 60% per year, contrary to section 347 of the Criminal Code. On
February 22, 2011 the OEB released its Decision and Order on the Late Payment Penalty
Generic Hearing (EB-2010-0295). The OEB has found that the costs sought to be recovered
by distributors, namely the settlement of litigation before the Ontario Superior Court of
Justice, were prudently incurred.

Kingston Hydro Corporation’s share of the Late Payment Penalty class action costs approved
for recovery is $104,031. The Company made its required payment of $104,031 to a social
agency in 2011 and recovered the amount through a Late Payment Penalty rate rider which
commenced on May 1, 2011 and ended on April 30, 2012.

No provision has been made in these financial statements in respect of any of the above
contingent liabilities as management has assessed the risk of loss to be remote.

18



KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2012

13.

14.

Commitments:

The Company has committed funds to various capital projects at December 31, 2012, which are
in various stages of completion. These commitments are summarized in the following table:

Total Costs incurred
price to date
Various construction projects $ 3.626 million $ 3.308 million

Payments in lieu of corporate income taxes:

The provision for amounts in lieu of corporate income taxes (“PILs”) differs from the amount that
would have been recorded using the combined Canadian federal and Ontario statutory income
tax rates. A reconciliation between the statutory and effective tax rates is provided as follows:

2012 2011

Federal and Ontario statutory income tax rate 26.25% 28.25%
Income before provision for PILs $ 2,559,054 $ 1,255,955
Provision for PILs at statutory rate $ 671,752 $ 354,807
Increase (decrease) resulting from:
Capital cost allowance in excess of

depreciation and amortization (232,047) (213,693)
Tax effect of regulatory asset recoveries in current year 40,988 58,522
Tax effect of other miscellaneous adjustments (44,027) (66,538)
Provision for PILs $ 436,666 $ 133,098
Effective income tax rate 17.1% 10.6%

Tax effects of temporary difference that give rise to future tax assets and liabilities are as follows:

Excess of tax values over accounting values of fixed assets $ 1,136,576 $ 1,242,836
Future benefit liabilities 260,928 225,024
Regulatory liabilities 411,006 415,498

$ 1,808,510 $ 1,883,358
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KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2012

15. Change in non-cash operating balances:

2012 2011

Decrease (increase) in due from City of Kingston $ (4,070,028) $ 3,619,236
Decrease (increase) in accounts receivable 944,537 (481,844)
Decrease (increase) in billed revenue receivable (617,976) 266,355
Decrease (increase) in payments in lieu of income taxes 920,263 (194,995)
Increase in unbilled revenue (234,503) (133,646)
Decrease (increase) in inventory 95,917 (423,543)
Decrease (increase) in prepaid expenses (79,263) 61,718
Increase in regulatory assets (4,296,562) (2,775,639)
Decrease in due to retailers (298,574) (59,828)
Decrease in accounts payable and accrued liabilities (613,513) (116,724)
Increase (decrease) in deposits payable (849,772) 450,593
Increase (decrease) in future benefit liabilities 84,541 (313,373)

$ (9,014,933) $ (101,690)

16. Power distribution:

As part of its license with the OEB, the Company is required to distribute power to the residents
of the City of Kingston and to charge its ratepayers at rates established by the OEB. In addition,
it is required to remit to the IESO payments for the purchase of commodity in addition to other
costs specified by the OEB. The Company is not permitted to profit from the purchase and sale

of power.

2012 2011
Sales $ 65,548,409 $ 62,084,765
Costs of power (65,548,409) (62,084,765)
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KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2012

17.

18.

Financial instruments:
(a) Fair value of financial instruments:

The carrying values of the amount due to City of Kingston, miscellaneous accounts
receivable, billed revenue receivable, unbilled revenue, payments in lieu of corporate income
taxes, bank loan, accounts payable and accrued liabilities, due to retailers and deposits
payable approximate their fair value due to the expected short-term maturity of these
instruments. The fair value of the regulatory assets and liabilities are not determinable due to
lack of market rates and terms.

The fair value of the note payable to City of Kingston is not determinable due to its related
party terms.

(b) Credit risks:

Credit risk is the risk that a counterparty will fail to discharge its obligation to the Company
reducing the expected cash inflow from Company assets recorded at the balance sheet date.
Credit risk can be concentrated in debtors that are similarly affected by economic or other
conditions. The Company has assessed that there are no significant concentrations of credit
risk.

Capital risk management:

The Company’s objectives when managing capital are to safeguard its assets while at the same
time maintain investor and creditor confidence, and to sustain future development of the
business.

The Company includes shareholder’s equity and long-term debt including the note payable to the
City of Kingston in the definition of capital. To maintain or adjust the capital structure, the
Company may issue new shares, issue new debt with different characteristics, acquire or dispose
of assets, or adjust the amount of cash and short-term investment balances held.

There were no changes in the Company’s approach to capital management during the period.
As part of its lending arrangements, the Company is subject to various financial covenants,
including debt service coverage ratio and debt to capitalization ratio.

In addition, the note payable to the City of Kingston is subordinated to the Company’s bank in
favour of the bank loan.
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INDEPENDENT AUDITORS' REPORT

To the Shareholders of Kingston Hydro Corporation

We have audited the accompanying financial statements of Kingston Hydro Corporation, which
comprise the balance sheet as at December 31, 2013, the statements of earnings, retained earnings
and cash flows for the year then ended, and notes, comprising 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 our 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, we consider 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.



s

Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position of
Kingston Hydro Corporation as at December 31, 2013, and its results of operations and its cash flows
for the year then ended in accordance with Canadian generally accepted accounting principles.

K& 47
bt

Chartered Professional Accountants, Licensed Public Accountants
April 14, 2014

Kingston, Canada
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KINGSTON HYDRO CORPORATION

Balance Sheet

December 31, 2013, with comparative information for 2012

2013 2012
Assets
Current assets:
Cash $ 11,766 $ 7,615
Due from City of Kingston (note 9(b)) 5,714,669 3,806,851
Miscellaneous accounts receivable 762,931 380,713
Billed revenue receivable 5,455,560 5,502,095
Unbilled revenue 8,413,472 7,374,211
Inventory 1,584,441 1,369,970
Prepaid expenses 180,850 160,534
Payments in lieu of corporate income taxes
receivable (note 13) 70,662 -
22,194,351 18,601,989
Regulatory assets (note 8) 10,226,731 12,919,441
Capital assets (note 4) 38,258,818 32,067,891
Future taxes (note 13) 1,195,152 1,808,510
Derivative asset (note 16(c)) 90,678 -
$71,965,730 $ 65,397,831




2013 2012
Liabilities and Shareholder's Equity
Current liabilities:
Bank loans (note 6(a)) $11,652,155 $ 8,589,996
Accounts payable and accrued liabilities 9,579,586 7,406,949
Due to retailers 122,832 1,131,989
Deposits payable 35,574 140,898
Payments in lieu of corporate income taxes
payable (note 13) - 43,268
21,390,147 17,313,100
Other liabilities 915,221 1,547,582
Note payable to City of Kingston (note 5) 10,880,619 10,880,619
Long-term debt (note 6(b)) 12,844,796 10,993,734
Employee future benefit liabilities (note 10(d)) 1,056,346 984,635
47,087,129 41,719,670
Shareholder's equity:
Share capital:
Authorized:
Unlimited Class A common shares
Issued and outstanding:

120 Class A common shares 12,380,617 12,380,617
Contributed surplus 3,893,103 3,893,103
Accumulated other comprehensive income 90,678 -
Retained earnings 8,514,203 7,404,441

24,878,601 23,678,161
Contingent liabilities (notes 11 and 12)
$ 71,965,730 $ 65,397,831
See accompanying notes to financial statements.
On behalf of the Board:
Director Director




KINGSTON HYDRO CORPORATION

Statement of Earnings

Year ended December 31, 2013, with comparative information for 2012

2013 2012
Revenue:
Local distribution revenue (notes 1(d) and 3) $ 12,071,921 $ 11,206,972
Account set-up charge 56,115 54,472
Pole rentals 162,839 154,608
Interest 162,178 132,468
Miscellaneous 217,108 314,709
12,670,161 11,863,229
Operating expenses:
Distribution expenses, operation 2,877,204 2,309,839
Distribution expenses, maintenance 985,322 873,655
General and administrative 1,992,146 1,927,241
Community relations 120,438 201,696
Billing and collecting 1,031,455 979,092
7,006,565 6,291,523
Earnings before the undernoted 5,663,596 5,571,706
Interest expense 1,316,926 1,040,769
Depreciation and amortization 2,257,208 2,270,810
Earnings before income taxes 2,089,462 2,260,127
Payments in lieu of corporate income taxes (note 13):
Current 348,703 393,355
Future reduction (19,003) (35,904)
329,700 357,451
Net earnings 1,759,762 1,902,676
Other comprehensive income:
Change in fair value of cash flow hedge 90,678 -
Total comprehensive income $ 1,850,440 $ 1,902,676

See accompanying notes to financial statements.



KINGSTON HYDRO CORPORATION

Statement of Retained Earnings

Year ended December 31, 2013, with comparative information for 2012

2013 2012
Retained earnings, beginning of year $ 7,404,441 $ 5,501,765
Net earnings 1,759,762 1,902,676
Dividends on common shares (650,000) -
Retained earnings, end of year $ 8,514,203 $ 7,404,441

See accompanying notes to financial statements.



KINGSTON HYDRO CORPORATION

Statement of Cash Flows

Year ended December 31, 2013, with comparative information for 2012

2013 2012
Cash provided by (used in):
Operations:
Net earnings $ 1,759,762 $ 1,902,676
Items not involving cash:
Depreciation and amortization 2,257,208 2,270,810
Future income tax reduction (19,003) (35,904)
Change in employee future benefit liabilities 71,711 84,541
Change in non-cash operating balances (note 14) 119,387 (9,099,474)
4,189,065 (4,877,351)
Financing:
Dividends paid (650,000) -
Proceeds from bank loans 5,500,000 9,750,000
Repayment of long-term loan payable (586,779) (1,006,957)
4,263,221 8,743,043
Investments:
Purchase of capital assets (9,191,190) (4,052,050)
Contributions toward costs of capital assets acquired 743,055 186,737
(8,448,135) (3,865,313)
Increase in cash 4,151 379
Cash, beginning of year 7,615 7,236
Cash, end of year $ 11,766 $ 7,615

See accompanying notes to financial statements.



KINGSTON HYDRO CORPORATION

Notes to Financial Statements

Year ended December 31, 2013

The principal business of Kingston Hydro Corporation (the “Company”) is to distribute electric
power to the residents of the City of Kingston and to manage the City's electric power system.
The business is regulated by the Ontario Energy Board through the issuance of licenses which
require compliance with established market rules and codes. The Company is wholly-owned by
the Corporation of the City of Kingston (the "City of Kingston").

1. Significant accounting policies:

The financial statements have been prepared by management in accordance with Canadian
generally accepted accounting principles ("GAAP") including accounting principles prescribed by
the Ontario Energy Board (the "OEB") in the Accounting Procedures Handbook (the "AP
Handbook") for Electric Distribution Utilities, and reflect the significant accounting policies
summarized below:

(a) Rate regulation:

Kingston Hydro Corporation is regulated by the Ontario Energy Board ("OEB") under
authority of the Ontario Energy Board Act, 1998. The OEB is charged with the responsibility
of approving or setting rates for the transmission and distribution of electricity and the
responsibility for ensuring that distribution companies fulfill obligations to connect and service
customers.

The OEB has the general power to include or exclude costs, revenues, losses or gains in the
rates of a specific period, resulting in a change in the timing of accounting recognition from
that which would apply to enterprises operating in a non-regulated environment. Specifically,
the following accounting treatments have been applied:

(i) Costs incurred with respect to deregulation of the electricity industry in Ontario, have
been deferred pursuant to regulations underlying the Electricity Act, 1998, ("EA") and are
subject to review and approval for recovery by the OEB.

(i) An amount to represent the cost of funds used during construction and development has
been added to the carrying value of assets under construction based on the value of
construction-in-progress for those projects with a construction life greater than one year.

(i) The Company has deferred the recognition of certain pre-market opening cost of power
variances and post-market opening retail settlement variances in accordance with Article
490 of the OEB's AP Handbook.



KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2013

1. Significant accounting policies (continued):

(b)

()

(d)

Revenue recognition:

Revenue is recognized on the accrual basis, which includes an estimate of unbilled revenue,
representing customer usage from the date of each customer's last meter reading until the
end of the fiscal year. Actual results could differ from estimates made of actual electricity
usage.

Billed and unbilled revenues presented on the balance sheet include distribution revenue as
well as power charges billed and collected on behalf of the Independent Electricity System
operator ("IESQO").

The Company presents distribution revenue earned on a gross basis but presents amounts
billed in respect of power, connection, transmission and wholesale market service charges on
a net basis.

Services and other revenue are recognized as services are rendered or contract milestones
are achieved.

Inventory:

Inventories consist primarily of maintenance and construction materials. To the extent that
such materials are used for upgrades and improvements to its electricity distribution system,
they are capitalized as capital assets. Once capitalized, these items are not amortized until
they are put into service. Inventories are carried at the lower of cost and net realizable value,
with cost determined on an average cost basis net of a provision for obsolescence.

Capital assets:

Effective January 1, 2013, the Company revised its estimates of useful lives of certain items
of property, plant and equipment and as a result changed its amortization rates. A
comparative table of amortization rates is provided in note 1(d). The impact of the change in
2013 was a reduction of amortization expense of approximately $1,153,881. Further, in
accordance with OEB accounting requirements, an offsetting reduction of $1,153,881 has
been recorded against distribution revenue and an increase to regulatory liabilities. As a
result, the impact on net earnings before income taxes is $Nil.

Capital assets are recorded at cost and include contracted services, materials, labour,
engineering costs, overhead and an allowance for the cost of funds used during construction
when applied. Certain assets may be acquired or constructed with financial assistance in the
form of contributions from developers or customers. The OEB requires that such
contributions, whether in cash or in-kind, be offset against the related asset cost.
Contributions in-kind are valued at their fair market value at the date of their contributions.



KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2013

1. Significant accounting policies (continued):
(d) Capital assets (continued):

When identifiable assets, such as buildings, substation equipment, system supervisory
equipment, meters, tools and vehicles are retired or otherwise disposed of, their original cost
and accumulated amortization are removed from the accounts and the related gain or loss is
included in the operating results for the related fiscal period. The cost and related
accumulated amortization of grouped assets, such as the overhead distribution system, is
removed from the accounts at the end of their estimated service life.

Depreciation is provided on the straight-line basis using the following annual rates:

2012 and prior:

Asset Rate
Buildings and fixtures 2.00%
Substation equipment 3.33%
Distribution system 4.00%
Meters 4.00%
Tools and equipment 10.00%
System supervisory equipment 6.67%
Application software 20.00%
Vehicles 10.00%
Leasehold improvements Over the term of the lease
Miscellaneous intangible plant 2.50%
2013 and forward:

Asset Rate

Buildings and fixtures
Substation equipment
Distribution system

Meters

Tools and equipment

System supervisory equipment
Application software

Vehicle

Leasehold improvements
Miscellaneous intangible plant

1.67% to 3.33%

1.67% to 5.00%

1.67% to 2.86%

2.50% to 6.67%

10.00% to 20.00%

5.00%

20.00%

8.33% to 12.50%

Over the term of the lease
2.50%

Capital work-in-progress comprises capital assets under construction, assets not yet placed
into service and pre-construction activities related to specific projects expected to be

constructed.



KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2013

1. Significant accounting policies (continued):

()

(f)

(9)

(h)

Contributed capital:

Amounts recovered from customers on capital projects are recorded as a capital asset contra
account and amortized on a straight-line basis at the same rate used for amortization of the
related property and equipment. Contributed capital is included in the respective capital
asset categories in note 4.

Incorporation costs:

Incorporation costs are recorded at cost, net of accumulated amortization. Amortization is
provided on a straight-line basis over ten years.

Regulatory assets:
Regulatory assets are comprised principally of the following:

() Retail settlement variances - represent accumulated variances that have occurred since
January 1, 2012 and that have accumulated pursuant to direction from the OEB.
Specifically, these amounts include:

- variances between the amount charged by the IESO and Hydro One Network Inc. for
the operation of the markets and grid, as well as various wholesale market settlement
charges, transmission charges as compared to the amount billed to consumers
based on the OEB approved wholesale market services rate; and

- variances between the amounts charged by the IESO to allow for purchases of
imported power as compared to the amounts billed to consumers based on the OEB
approved rates.

(i) Regulatory asset recoveries - represent accumulated recoveries of regulatory assets
through increased rates until April 30, 2015.

Regulatory assets incur interest at a rate of 1.47% (2012 — 1.47%) per annum, calculated
using the simple interest method.

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 reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and
expenses during the period.

Accounts receivable, billed revenue receivable and unbilled revenue are stated after
evaluation of amounts expected to be collected or recovered and an appropriate allowance
for doubtful accounts.



KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2013

1. Significant accounting policies (continued):

(h) Measurement uncertainty (continued):

(i)

Employee future benefit liabilities owing to 1425445 Ontario Limited (operating as Ultilities
Kingston) (“Utilities Kingston”) are based on certain assumptions arising from an actuarial
valuation performed on behalf of that Company. These assumptions include interest
(discount) rate, salary escalation, the average retirement age of employees, employee
turnover and expected health and dental care costs.

Due to inherent uncertainty involved in making estimates, actual results could differ from
those estimates recorded in preparing these financial statements, including changes as a
result of future decisions made by the OEB and Minister of Energy. Any adjustments to the
estimates made will be recorded in the year they are identified.

Payments in lieu of corporate income taxes ("PILs"):

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

Pursuant to the Electricity Act ("EA"), 1998, the Company is required to compute payments in
lieu of taxes under the ITA and OCTA and remit such amounts there under to the Ontario
Electricity Financial Corporation ("OEFC"). These amounts, referred to as PILs under the EA,
are applied to reduce certain debt obligations of the former Ontario Hydro continuing in
OEFC.

The Company applies the asset and liability method of accounting for payments in lieu of
income taxes. Under the asset and liability 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.

Future income taxes recoverable have been recorded in the accounts and a corresponding
regulatory liability has been set up as future income taxes are recovered through future rate
increases/decreases.

10



KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2013

1. Significant accounting policies (continued):

0)

(k)

Employee future benefit liabilities:

The Company's employee future benefit liabilities represent its accumulated obligation to
Utilities Kingston under a service agreement.

The Company accrues its obligations to Utilities Kingston for employee benefit plans. The
cost of non-pension post-retirement and post-employment benefits earned is actuarially
determined using the projected benefit method pro-rated on service and management's best
estimate of salary escalation, retirement ages of Utilities Kingston's employees and expected
health care costs.

Utilities Kingston's employees patrticipate in the Ontario Municipal Employees Retirement
Fund (OMERS), a multi-employer public sector pension fund, as a defined benefit plan.

Financial instruments:
(i) Section 3855, Financial Instruments - Recognition and Measurement:

Under the standards, financial assets and financial liabilities are initially recognized at fair
value and their subsequent measurement is dependent on their classification as
described below. The standards require that all financial instruments be classified either
as held-for-trading ("HFT") financial assets or liabilities, available-for-sale ("AFS")
financial assets, held-to-maturity (HTM") financial assets, loans and receivables or other
liabilities. The standards require that all financial instruments, including all derivatives, be
measured subsequent to their initial recognition at fair value with the exception of loans
and receivables, debt securities classified as HTM financial assets, AFS financial assets
that do not have quoted market prices in an active market and other liabilities.

Classification of financial instruments:

The following is a summary of the classification the Company has applied to each of its
significant categories of financial instruments outstanding.

Financial instrument Classification

Due from the City of Kingston Loans and receivables
Amounts receivable Loans and receivables
Billed revenue receivable Loans and receivables
Bank loan Other liabilities
Accounts payable and accrued liabilities Other liabilities

Due to retailers Other liabilities
Deposits payable Other liabilities

Note payable to City of Kingston Other liabilities

11



KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2013

1. Significant accounting policies (continued):
(k) Financial instruments (continued):
(i) Section 3855, Financial Instruments - Recognition and Measurement (continued):
Held-for-trading

The Company has not designated any non-derivative financial assets as HFT, nor has it
designated any non-derivative financial liabilities as HFT.

Available-for-sale

The Company has not designated any financial assets as AFS.
Held-to-maturity

The Company has not designated any financial assets as HTM.
Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable
payments. Loans and receivables are recorded at amortized cost, using the effective
interest rate method.

Other liabilities

Other liabilities captures all financial liabilities that are not required to be designated by
the Company as held for trading upon initial recognition. Other liabilities are recorded at
amortized cost, using the effective interest rate method.

Derivatives

The company monitors the risks associated with changes in interest rates on its
operations, and where appropriate, uses instruments to hedge these risks. Therefore
certain derivative instruments qualify for hedge accounting.

Hedging items and hedged items are presented in the financial statements in the same
manner as other assets and liabilities. For derivative instruments that qualify for hedge
accounting and which are designated as cash flow hedges, the effective portion of any
gain or loss, net of tax, is reported as a component of accumulated Other Comprehensive
Income. Any gains or losses that represent either hedge ineffectiveness or hedge
components excluded from the assessment of effectiveness are recognized in results of
operations.

Any gains or losses that were recognized in Other Comprehensive Income should be
reclassified into net earnings in the same period or periods during which the asset
acquired or liability incurred affects net earnings. If at any time, it is expected that all or a
portion of a net loss recognized in other comprehensive income will not be recovered in
one or more future periods, the Company will reclassify the amount immediately into net
earnings.

12



KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2013

1. Significant accounting policies (continued):
(k) Financial instruments (continued):
(i) Section 1535, Capital Disclosures:

This section requires the disclosure of (i) an entity’s objectives, policies and process for
managing capital; (ii) quantitative data about an entity’s managed capital; (iii) whether an
entity has complied with externally imposed capital requirements; and (iv) if an entity has
not complied with such externally imposed capital requirements, the consequences of
such non-compliance. Disclosure requirements pertaining to Section 1535 are contained
in note 18 - Capital Risk Management.

() Comprehensive Income

The Company discloses Comprehensive Income in accordance with Canadian generally
accepted accounting principles. Comprehensive income is defined as the change in equity
from transactions and other events from non-owner sources. Other comprehensive income
refers to items recognized in comprehensive income that are excluded from net earnings
calculated in accordance with generally accepted accounting principles. These items could
include the following:

() unrealized gains and losses on translating financial statements of self sustaining foreign
operations (net of gains and losses on hedges of net investments);

(i) unrealized gains and losses on financial assets classified as ‘available for sale” during
the period (net of realized gains and losses as a reclassification to income);

(iif) change in gains and losses on derivatives designated as cash flow hedges.

2. Transition to International Financial Reporting Standards:

(a) Publicly accountable enterprises in Canada were required to adopt International Financial
Reporting Standards (“IFRS”) in place of Canadian GAAP for annual reporting purposes for
fiscal years beginning on or after January 1, 2011. On September 10, 2010, the Accounting
Standards Board granted an optional one-year deferral for IFRS adoption for entities subject
to rate regulation.

In February 2013, the Accounting Standards Board (AcSB) decided to extend the existing
deferral of the mandatory IFRS changeover date for entities with qualifying rate-regulated
activities by an additional year to January 1, 2015. The Company elected to take the deferral
of its adoption of IFRS; therefore, it continues to prepare its consolidated financial statements
in accordance with Canadian GAAP accounting standards in Part V of the CPA Canada —
Handbook.

13



KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2013

2. Transition to International Financial Reporting Standards:

(b) The International Accounting Standards Board (“IASB”) issued IFRS 14 Regulatory Deferral
Accounts in January 2014. This standard provides specific guidance on accounting for the
effects of rate regulation and permits first-time adopters of IFRS to continue using previous
GAAP to account for regulatory deferral account balances while the IASB completes its
comprehensive project in this area. Adoption of this standard is optional for entities eligible to
use it. Deferral account balances and movements in the balances will be required to be
presented as separate line items on the face of the financial statements distinguished from
assets, liabilities, income and expenses that are recognized in accordance with other IFRSs.
Extensive disclosures will be required to enable users of the financial statements to
understand the features and nature of and risks associated with rate regulation and the effect
of rate regulation on the entity’s financial position, performance and cash flows.

3. Electricity industry regulation:

The Ontario Energy Board Act, 1998 (Ontario) ("OEBA") conferred on the Ontario Energy Board
("OEB") increased powers and responsibilities to regulate the electricity industry in Ontario.
These powers and responsibilities include approving or fixing rates for the transmission and
distribution of electricity, providing continued rate protection for rural and remote electricity
consumers, 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.

On May 1, 2011 the Company’s distribution rate as approved by the OEB provided for a revised
rate of return of 6.74%, as compared to 7.54% in 2010.

Effective May 1, 2012, the OEB approved a 0.88% price cap index adjustment to the Company’s
distribution rates, in accordance with the OEB’s 3rd Generation Incentive Regulation Mechanism.
The adjustment was applied to fixed and variable distribution rates uniformly across all customer
classes.

Also effective May 1, 2012 the OEB approved the recovery of an Incremental Revenue
Requirement, through a variable rate rider, to allow for recovery of the Company’s investments in
incremental capital projects. The adjustment was applied uniformly across all customer classes.

On August 24, 2012, the Company filed an application with the OEB for the disposition and
recovery of costs related to Smart Meter deployment. The OEB approved a fixed distribution rate
increase for the recovery of smart meters effective January 1, 2013. The adjustment was applied
to residential and General Service less than 50kW customers.

14



KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2013

3. Electricity industry regulation (continued):

Effective May 1, 2013, the OEB approved a 48% adjustment to the Company'’s distribution rates,
in accordance with the OEB’s 3" Generation Incentive Regulation Mechanism. The adjustment
was applied to fixed and variable distribution rates uniformly across all customer classes.

On November 1, 2013, the Company filed an application under the OEB'’s Incentive Regulation
Mechanism to increase its distribution rates by approximately 1.4% effective May 1, 2014. The
application was approved by the OEB on March 13, 2014.

4. Capital assets:

2013 2012
Accumulated Net book Net book
Cost  amortization value value
Land $ 197,343 $ - $ 197,343 $ 197,343
Buildings and fixtures 719,769 221,045 498,724 474,362
Substation equipment 8,552,199 2,382,698 6,169,501 6,058,800
Distribution system:
Overhead 18,537,361 6,975,710 11,561,651 10,623,600
Underground 16,205,980 5,372,526 10,833,454 8,674,621
Transformers 3,880,160 2,192,960 1,687,200 1,563,996
Miscellaneous intangible plant 242,440 33,715 208,725 214,786
Meters 5,346,160 1,279,484 4,066,676 567,367
Tools and equipment 1,239,474 872,912 366,562 416,772
System supervisory equipment 2,693,645 1,923,926 769,719 815,849
Vehicle 2,794,065 1,492,337 1,301,728 1,402,435
Application software 697,116 512,350 184,766 75,452
Leasehold improvements 335,574 226,579 108,995 115,393
Capital work-in-progress 303,774 - 303,774 867,115
$61,745,060 $ 23,486,242 $38,258,818 $ 32,067,891

15



KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2013

5. Note payable to City of Kingston:

In consideration for transfer of the City of Kingston's electricity distribution business, the City of
Kingston took back a note payable on January 1, 2000, for an amount equivalent to 50% of the
value of net assets transferred. The note payable amounts to $10,880,619 (2012 - $10,880,619).
As part of the 2011 Kingston Hydro distribution rate rebasing application, the Ontario Energy
Board ordered that Kingston Hydro use a deemed debt rate of 5.87% per annum. This rate
became effective May 1, 2011. The note payable has no fixed terms of repayment and is

unsecured.

It is not the intent of the City of Kingston to demand repayment before January 1,

2015. Interest charges on the note payable for the 2013 fiscal year were $638,692 (2012--

$638,692).

6. Bank loans and long-term debt:

(a) Bank loans:

2013 2012
Operating facility of $5,000,000, available by way of a
Prime Rate Based Loan or Bankers' Acceptances with
interest at the bank's rate on Bankers’ Acceptances
plus a 0.50% stamping fee, drawn at a rate of 1.7%
(facility 1) $ 8,000,000 $ 5,000,000
Committed floating rate revolving term loan facility to a
maximum of $3,000,000, available by way of a Prime
Rate Based Loan or Bankers’ Acceptances with
interest at the bank's rate on Bankers’ Acceptances
plus a 0.75% stamping fee, drawn at a rate of 2.0%
(facility 3) 3,000,000 3,000,000
11,000,000 8,000,000
Current portion of long-term debt 652,155 589,996
$11,652,155 $ 8,589,996
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KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2013

6. Bank loans and long-term debt (continued):

(b) Long-term debt:

2013 2012
Committed reduced term facility (single draw),
fixed rate of 3.67%, due December 18, 2020
(facility 3) $ 2,500,000 $ -
Committed reduced term facility (single draw),
fixed rate of 3.25%, due May 2019 (facility 4) 1,745,058 2,035,002
Committed reduced term facility (single draw),
fixed rate of 3.03% due February 2019
(facility 6) 2,095,665 2,180,908
Committed reduced term facility (single draw),
fixed rate of 3.25% due January 2022 (facility
5; was facility 7 in 2012) 3,719,068 3,867,820
Committed reduced term facility (single draw),
fixed rate of 3.92% due December 2042
(Infrastructure Ontario) 3,437,160 3,500,000
13,496,951 11,583,730
Less: current portion of long-term debt 652,155 589,996
$12,844,796 $10,993,734
Principal payments on long-term debt based on scheduled repayments are as follows:
2014 $ 652,155
2015 674,102
2016 696,794
2017 721,141
2018 742,732
2019 and thereafter 10,010,027
$ 13,496,951

(c) To comply with requirements of the IESO, as a supplier of energy to the wholesale electricity
market, the Company is required to post security determined in relation to the Company's

credit rating.
December 31, 2013 (2012 - $5,301,839).

A letter of credit has been provided in the amount of $5,301,839 as of

Bank indebtedness is secured by a general security agreement representing a first charge on all

the Company’s assets.
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KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2013

7. Pension agreements:

On behalf of their employees who provide services to the Company, Utilities Kingston, a related
corporation, makes contributions to the Ontario Municipal Employees Retirement Fund (OMERS),
which is a multi-employer plan. 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. Total contributions by that Company to OMERS for 2013 were $1,687,050 (2012 -
$1,422,098).

8. Regulatory assets and liabilities:

Regulatory assets are comprised of:

2013 2012

Regulatory assets $ 3,313,117 $ 8,166,977
Retail settlement variances 6,913,614 4,752,464
$10,226,731 $12,919,441

9. Related party transactions:
(a) 1425445 Ontario Limited (operating as Utilities Kingston):

During the year, the Company paid $12,050,344 (2012 - $12,660,486) to 1425445 Ontario
Limited (operating as Utilities Kingston) (“Utilities Kingston”) for support services and capital
works. Utilities Kingston is a shared-services business incorporated to provide support
services to both the Company and to various infrastructure businesses of the City of
Kingston. There was no balance owing at December 31, 2013 with respect to these
transactions.

(b) City of Kingston:

During the year, the Company contracted for certain financial services from the City of
Kingston. As at December 31, 2013, the Company had an amount due from the City of
Kingston representing the cumulative net balance of cash receipts and disbursements
processed by the City of Kingston on behalf of the Company, in the amount of $5,714,669
(2012 - $3,806,851). The City of Kingston pays the Company interest on the balance at a
rate of prime minus 1.65%.

Charges for the above services are recorded at exchange amounts established and agreed to by
the related parties.

18



KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2013

10. Employee future benefit liabilities:

(@)

(b)

()

Pension plan:

The former Hydro-Electric Commission of the Corporation of the City of Kingston entered into
agreements in 1995 with a number of former employees on non-contributory defined benefit
pension plans. An actuarial report of the accrued pension liability indicates that the present
value of the accrued pension benefits as at December 31, 2013 is $193,915 (2012 -
$199,907).

Extended health care, dental and life insurance benefits:

The Company has an obligation with respect to post employment extended health care,
dental and life insurance benefits that are provided to employees of Utilities Kingston through
the service agreement with Utilities Kingston. An independent actuarial study of the post-
retirement and post-employment benefits has been undertaken for Utilities Kingston. The
most recent actuarial valuation of the future benefit liability for Utilities Kingston was
completed as at December 31, 2012. The Company is responsible for approximately 25% of
the post-employment benefit liability of Utilities Kingston.

These accrued benefit liabilities at December 31 include the following components:

2013 2012
Accrued benefit liabilities, January 1 $ 485,801 $ 734,525
Service cost (reduction) 41,501 (248,724)
Accrued benefit liabilities, December 31 $ 527,302 $ 485,801

These benefits will be paid to Utilities Kingston as future benefit obligations are paid by
Utilities Kingston to its employees as part of the support services contract with the Company.

Accumulated sick leave:

Utilities Kingston provides accumulated sick leave benefits to all its employees. Under the
plan, the sick leave days accumulate from year to year but are non-vested. The Company is
responsible for approximately 25% of the accrued benefit liability of Utilities Kingston. The
amount of the Company’s accrued benefit liability for accumulated sick leave that does not
vest has been actuarially determined as at December 31, 2013 and is $335,130 (2012 -
$298,927).
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KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2013

10. Employee future benefit liabilities (continued):

(d) Future benefit liabilities:

2013 2012

Future benefit liabilities are comprised of:
Pension plan $ 193,915 199,907
Health, dental and life insurance 527,302 485,801
Accumulated sick leave 335,130 298,927
$ 1,056,347 984,635

11. General liability insurance:

The Company is a member of the Municipal Electric Association Reciprocal Insurance Exchange
(MEARIE) which is a pooling of general liability risks. Members of MEARIE would be assessed,
on a pro-rata basis, based on the total of their respective deposit premiums should losses be
experienced by MEARIE that are in excess of their reserves and supplemental insurance, for the
years in which the Company, and the former Hydro-Electric Commission, has been a member.

The Company has not been made aware of any additional assessments.

12. Contingent liabilities:

(&) The nature of the Company's activities is such that there may be litigation pending at any
time. With respect to claims at December 31, 2013 against the Company, management
believes there are valid defenses and appropriate insurance coverage in place. In the event
any claims specifically are successful, management believes that such claims are not

expected to have a material effect on the financial position of the Company.

No provision has been made in these financial statements in respect of any of the above

contingent liabilities as management has assessed the risk of loss to be remote.
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KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2013

13. Payments in lieu of corporate income taxes:

The provision for amounts in lieu of corporate income taxes (“PILs") differs from the amount that
would have been recorded using the combined Canadian federal and Ontario statutory income
tax rates. A reconciliation between the statutory and effective tax rates is provided as follows:

2013 2012
Federal and Ontario statutory income tax rate 26.50% 26.25%
Income before provision for PILs $ 2,089,462 $ 2,559,054
Provision for PILs at statutory rate $ 553,707 $ 671,752
Increase (decrease) resulting from:
Capital cost allowance in excess of depreciation
and amortization (293,154) (232,047)
Tax effect of regulatory asset recoveries in
current year 63,951 40,988
Tax effect of other miscellaneous adjustments 24,199 (44,027)
Provision for PILs $ 348,703 $ 436,666
Effective income tax rate 16.69% 17.10%

Tax effects of temporary difference that give rise to future tax assets and liabilities are as follows:

2013 2012

Excess of tax values over accounting values
of fixed assets $ 671,791 $ 1,136,576
Future benefit liabilities 279,931 260,928
Regulatory liabilities 243,430 411,006
$ 1,195,152 $ 1,808,510
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KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2013

14. Change in non-cash operating balances:

2013 2012

Increase in due from City of Kingston $ (1,907,818) $ (4,070,028)
Decrease (increase) in accounts receivable (382,218) 944,537
Decrease (increase) in billed revenue receivable 46,535 (617,976)
Increase in unbilled revenue (1,039,261) (234,503)
Decrease (increase) in inventory (214,471) 95,917
Increase in prepaid expenses (20,316) (79,263)
Decrease (increase) in regulatory assets 2,692,710 (4,296,562)
Increase in payment in lieu of corporate income

taxes receivable (70,662) -
Decrease in due to retailers (1,009,157) (298,574)
Increase (decrease) in accounts payable and

accrued liabilities 2,172,637 (613,513)
Decrease in deposits payable (105,324) (849,772)
Increase (decrease) in payments in lieu of income

taxes payable (43,268) 920,263

$ 119,387 $ (9,099,474)

15. Power distribution:

As part of its license with the OEB, the Company is required to distribute power to the residents of
the City of Kingston and to charge its ratepayers at rates established by the OEB. In addition, it is
required to remit to the IESO payments for the purchase of commodity in addition to other costs
specified by the OEB. The Company is not permitted to profit from the purchase and sale of

power.

2013 2012

Sales $ 72,678,286 $ 65,548,409

Costs of power (72,678,286) (65,548,409)
$ — $ —
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KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2013

16. Financial instruments:

(@)

(b)

(©)

Fair value of financial instruments:

The carrying values of the amount due to City of Kingston, miscellaneous accounts
receivable, billed revenue receivable, unbilled revenue, payments in lieu of corporate income
taxes, bank loan, accounts payable and accrued liabilities, due to retailers and deposits
payable approximate their fair value due to the expected short-term maturity of these
instruments. The fair value of the regulatory assets and liabilities are not determinable due to
lack of market rates and terms.

The fair value of the note payable to City of Kingston is not determinable due to its related
party terms.

Credit risks:

Credit risk is the risk that a counterparty will fail to discharge its obligation to the Company
reducing the expected cash inflow from Company assets recorded at the balance sheet date.
Credit risk can be concentrated in debtors that are similarly affected by economic or other
conditions. The Company has assessed that there are no significant concentrations of credit
risk.

Derivative Instruments:

At December 31, 2013 the Company has four interest rate swap contracts totaling
$10,059,791 that were used to convert floating rate debt to fixed rate debt. These swaps
qualify as cash flow hedges. The Company’s cash flow hedge exposure at December 31,
2013 equals about 42% of total long-term debt.

The unrealized gain or loss on these contracts is included as a component of other
comprehensive income (loss) for the period. As of December 31, 2013, an asset of $90,678
is included in long-term assets related to these contracts.

17. Capital risk management:

The Company’s objectives when managing capital are to safeguard its assets while at the same
time maintain investor and creditor confidence, and to sustain future development of the
business.

The Company includes shareholder’s equity and long-term debt including the note payable to the
City of Kingston in the definition of capital. To maintain or adjust the capital structure, the
Company may issue new shares, issue new debt with different characteristics, acquire or dispose
of assets, or adjust the amount of cash and short-term investment balances held.
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KINGSTON HYDRO CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2013

17.

18.

Capital risk management (continued):

There were no changes in the Company’s approach to capital management during the period. As
part of its lending arrangements, the Company is subject to various financial covenants, including
debt service coverage ratio and debt to capitalization ratio.

In addition, the note payable to the City of Kingston is subordinated to the Company’s bank in
favour of the bank loan.

Comparative information:

Certain comparative information has been reclassified to conform with the financial statement
presentation adopted in the current year.
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agreements, provincial legislation and payroll obligations including without
limitation, federal and provincial income taxes, insurance premiums,
contributions to benefit and compensations plans and similar obligations.
Utilities Kingston shall maintain in good standing WSIB premiums,
pursuant to provincial law covering all its employees who may be

employed to provide services under this Agreement.

8.0 PRICING PAYMENTS AND RISK

a)

Kingston Hydro agrees to reimburse all expenses, on a cost recovery
basis only, that are incurred in the fulfillment of this Agreement and that

have been appropriately allocated to Kingston Hydro by Utilities Kingston.

For the purposes of this section, appropriately allocated means Kingston
Hydro's share or proportional share of the expenditures that Utilities
Kingston incurs to manage and operate the businesses that it is in.
Notwithstanding the foregoing, Kingston Hydro and Utilities Kingston
acknowledge that Kingston Hydro will not be responsible for any
expenditure of Utilities Kingston that does not contribute to the electricity
business. c) Kingston Hydro acknowledges that it is responsible for the
risks of over or under provision 6f service as Utilities Kingston is not

earning any profit or reward under the terms of this Agreement.

Kingston Hydro may, at its own expense, conduct an audit of Ultilities
Kingston's financial records, including, but not limited to, the allocation of

expenses under this Agreement.



9.0

INSURANCE

Utilities Kingston shall obtain and keep in force during the term of this

Agreement, for the protection of Utilities Kingston and Kingston Hydro insurance

coverage as follows:

a)

b)

Comprehensive general, bodily injury and property damage liability
insurance with limits of not less than $5,000,000 inclusive per occurrence

for bodily injury, death and damage to property including loss therof.

Umbrella coverage with limits of not less than $10,000,000 per

occurrence.

Automobile liability insurance with respect to the licensed vehicles which
have limits of not less than $5,000,000 per occurrence in the following
forms endorsed to provide both parties with not less than 15 days notice in

advance of any cancellation, change or amendment respecting coverage:

i) Standard non-owned automobile policy including standard

contractual liability endorsement

i)  Standard owners forms automobile policy providing third party liability
and accident benefits insurance and covering licensed vehicles

owned or operated by or on behalf of Utilities Kingston.

All Risks Contractors’ Equipment Insurance covering construction

machinery and equipment used by Utilities Kingston for maintenance and
repair of Kingston Hydro’s distribution lines, poles and installations and

extensions and additions thereto.
Such other coverage as may be agreed upon by the parties.

Where possible, such coverages shall be in the joint names of Utilities
Kingston and Kingston Hydro with loss payable to Utilities Kingston and

Kingston Hydro as their respective interests may appear.



10.0

11.0

12.0

INDEMNIFICATION

The parties shall defend, fully indemnify and hold harmless each other and their
respective officers, employees, agents and representatives, from any and all
manner of actions, causes of action, proceedings, claims, demands, penalties,
fines and costs, including without limitation, all legal costs and disbursements
that might be incurred, which other party may suffer, or which may hereafter be
sustained or incurred by reason of, or in any way arising out of such damage,
loss or injury, including death to any property or person, as a result of its failure

or negligence, or its failure at any time to comply with the provisions of this

. Agreement.

AUTHORIZED REPRESENTATIVES

a) Kingston Hydro hereby appoints the Chair of Kingston Hydro as its
authorized representative to deal with Utilities Kingston, with authority to
act for and on behalf of Kingston Hydro respecting the day to day

administration of this Agreement.

b) Utilities Kingston hereby appoints the President and Chief Executive
Officer of Utilities Kingston as its authorized representative to deal with
Kingston Hydro, with authority to act on behalf of Utilities Kingston

respecting the day to day administration of this Agreement.

FAILURE TO COMPLY

The failure of either party to enforce or insist upon compliance with any of the
terms and conditions of this Agreement, or a waiver of any default under this
Agreement, shall not constitute a general waiver or relinquishment of any such

term or condition, or of any subsequent default of the same or any other term or



13.0

14.0

15.0

condition of this Agreement, but the same shall be and remain at all times in full

force and effect.

FORCE MAJEURE

Neither of the parties shall be liable for delay in or failure to perform their
respective obligations under this Agreement when such failure is caused by
events beyond the reasonable control of either party, such as fire, explosion,
flood, act of God or inevitable accident, civil disorder or disturbancé, vandalism,
war, riot, sabotage, weather or energy related closings, governmental actions or
regulations, nor for real or personal property destroyed or damaged due to such
events; in the event of catastrophe, the parties obligations shall cease until the
cause of such delay or failure is resolved or repaired. The parties shall explore
all reasonable avenues available to avoid or resolve events of force majeure in

the shortest possible time.

STRIKES

In the event of a strike the parties shall use reasonable efforts to perform their
obligations under this Agreement at a satisfactory level as mutually agreed
upon by them. The compensation terms of this Agreement may be modified to

allow for changes in service or requirements during the period of the strike.

DISPUTE RESOLUTION

a) The Parties agree to consult each other and to negotiate in good faith to
resolve any differences or disputes which either Party may have relating to
the interpretation, application or implementations of this Agreement, or any

dispute which may arise over any costs, fees or other costs incurred and



failing agreement the Parties agree to resolve their disputes by arbitration
as provided in Article 15.0 (b)

b) Arbitration of a dispute shall be commenced by written notice by a party
requesting arbitration to the other, which notice shall identify the issue or
issues it wishes to submit to arbitration. Within thirty (30) days of the
notice, the Parties shall agree upon a single arbitrator and failing
agreement then each Party shall appoint an arbitrators and the two
appointees shall within forty-five (45) days of the notice of arbitration
appoint a third person who shall act as Chair of the arbitration panel and
failing agreement the Chair shall be appointed by a judge of the Superior
Court of Ontario pursuant to the provisions of the Arbitration’s Act, RSO
1991 c. A 17.

c) The commencement of the arbitration and all rules of procedure for the
arbitration shall be by agreements of the Parties, or failing agreement, as
determined by the arbitrator or Chair of the arbitrator panel. The
provisions of the Arbitration’s Act, RSO 1991 c.A 17 as amended or any

successor legislation shall apply to the arbitration.

16.0 TERMINATION
a) Events of Termination

i) If either party breaches a material term of this Agreement, the non
breaching party shall give written notice to the other of such breach;
if the breach is remedied within 15 days, the notice shall be null and
void; if the breach is not or cannot be remedied by the breaching
party within the 15 days as aforesaid or within such longer period as
may have been stipulated for in such notice, the Agreement may be

terminated at the discretion of the non-breaching party. Said



17.0

termination shall take effect 30 days from the end of the notice

period.

i) If either party goes in to receivership or gives notice of insolvency or
pending insolvency, the other party may elect to terminate this

Agreement.
b)  Notice of Termination

Either party may terminate this agreement at any time upon six (6) months
written notice to the other party.

NOTICES

Any notice or communication required or permitted to be ‘given under this
Agreement shall be valid only if delivered in writing in accordance with this

clause.
Notices can be provided as follows:
Kingston Hydro:

Mayor of the City of Kingston
Kingston City Hall

216 Ontario Street,
Kingston, ON

K7L 2Z3

Utilities Kingston:

President and Chief Executive Officer
1211 John Counter Blvd

Kingston, ON

K7L 4X7



18.0

19.0

20.0

21.0

22.0

23.0

AMENDMENTS

No amendment to this Agreement shall be of any force or effect unless by

writing and signed by both parties.

SEVERABILITY

If any term or provision of this Agreement is held by a competent authority to be
invalid, illegal or unenforceable for any reason, the reaming provisions of this

Agreement and it Schedule shall continue in full force and effect.

ASSIGNMENT

This Agreement may not be assigned by either party to a third party without the

written consent of the other party.

GOVERNING LAW

This Agreement shall be construed and enforced in accordance with the laws of

the Province of Ontario.

TIME OF THE ESSENCE
Time is of the essence in the Agreement and all of the provisions in it.
ENTIRE AGREEMENT

This Agreement, together with the Schedule attached hereto constitutes the
entire agreement between the parties with respect to the matters herein and

supersedes all prior oral or written representations.



IN WITNESS WHEREOF, the parties have duly executed this Agreement.

For Kingston Hydro Corporation For 1425445 Ontario Limited
(of/as Utilities Kingston)

[iL—

Mayor Mark Gerretsen ' James Keech

Chair President and CEO
//////7 Aoy S/

Randal Murphy / Nancy Ta{lor /

Treasurer Corporate Secretary



SCHEDULE A

SCOPE OF SERVICES

Utilities Kingston shall have authority during the Term to manage, control, administer
and operate the Business in accordance with Prudent Industry Practice, subject to
overall responsibility for management by the Senior Officers and the Board of Directors
of Kingston Hydro.

Without limited the generality of the foregoing, Utilities Kingston shall be vested with the
following powers which it will exercise on behalf of Kingston Hydro:

a)

to report to the management and Board of Directors of Kingston Hydro with
respect to the business and affairs of Kingston Hydro as may be requested from
time to time by Kingston Hydro;

to provide all administrative services for the business of Kingston Hydro including
accounting and bookkeeping services

to negotiate, execute, amend administer, perform and carry out the terms of all
agreements and commitments, the performance of which by or on behalf of
Kingston Hydro in respect of the Business and the Business is necessary or
advisable; and

to operate and maintain the Business in accordance with Prudent Industry
Practice, applicable laws and all Kingston Hydro agreements, to minimize
unscheduled outages and to provide maintenance in the most cost effective
manner to prevent deterioration beyond normal wear and tear; provided that such
efforts shall be necessarily limited by the operating life, capacity and maintenance
requirements of the facilities and by the requirements of applicable laws and
requirements of the Kingston Hydro distribution licence;

to obtain and maintain all necessary regulatory and operational approvals
including those required form the Ontario Energy Board and the Independent
Electricity System Operator for the Business and renewals therefore including
preparing and submitting all associated applications and filings

to provide administrative services for the Business including:
i) arrange insurance for the Business consistent with Prudent Industry Practice
i)  maintain and preserve equipment maintenance, accounting, management of

biling and receivables, banking and other necessary records, reports,
documents, data and the like for the Business



9)

h)

i) perform cash management services for the Business

iv) on a timely basis prepare financial statements and deliver them to Kingston
Hydro’'s Board of Directors

v) assist in the administration of all agreements to which Kingston Hydro is a
party or by which it is bound, including negotiations and communications with
third parties in connection therewith; and

vi) make all banking and financing agreements;

to plan, project manage and execute all capital works as approved by the Board of
Kingston Hydro;

perform for Kingston Hydro such other services as may from time to time be
reasonably requested or are necessary or appropriate in connection with the
operation and maintenance of the facilities






























Appendix 2-Y

Summary of Impacts to Revenue Requirement

from Transition to MIFRS

2016 2016 Difference Reasons why the revenue requirement
Revenue Requirement Component MIFRS CGAAP without component is different under
policy changes

Closing NBV 2015 $ 41,936,623 | $ 38,483,564 | $ 3,453,059
Closing NBV 2016 $ 45818844 1% 41,235425]$ 4,583,419 | This does not include the ICM captial component as this was not affected by the accounting change.
Average NBV $ 43877,734|$ 39,859,495]| $ 4,018,239
Working Capital $ -
Rate Base 43,877,7341$ 39,859,495 ] % 4,018,239
Return on Rate Base $ -

$ R
OM&A $ -
Depreciation 2016 1,767,779 1 $ 2,898,139 |-$ 1,130,360 ]| This does not include the ICM captial component as this was not affected by the accounting change.
PILs or Income Taxes $ -

$ R
Less: Revenue Offsets $ -

$ R

$ N

$ R
Insert description of additional item(s) and $ -
Total Base Revenue Requirement 1,767,779 1 $ 2,898,139 |-$ 1,130,360

Applicants must provide a summary of the dollar impacts of MIFRS to each component of the revenue requirement (e.g. rate base, operating costs, etc.), including the overall impact on the proposed revenue
requirement. Accordingly, the applicants must identify financial differences and resulting revenue requirement impacts arising from the adoption of MIFRS as compared to CGAAP prior to capitalization and
depreciation policy changes. Applicants should explain the financial differences and may separate the differences arising from changes in capitalization and depreciation policy versus the adoption of IFRS.
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