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September 8, 2015

COURIER

Ontario Energy Board

P.O. Box 2319

27th Floor, 2300 Yonge Street
Toronto, ON M4P 1E4

Attention: Ms. K. Walli, Board Secretary

Dear Ms. Walli:

Re: Wataynikaneyap Power LP - Electricity Transmission Licence Application

We are counsel to 2472883 Ontario Limited (“Wataynikaneyap Power GP”) and
Wataynikaneyap Power LP (“WPLP”). Wataynikaneyap Power GP on behalf of WPLP (the
“Applicant”) hereby applies to the Ontario Energy Board (the “Board”) for a Transmission
Licence pursuant to ss. 57(b) and 60 of the Ontario Energy Board Act, 1998 (the “OEB Act”).

The Applicant is seeking an order of the Board granting an Electricity Transmission Licence
because it is developing, and intends to construct, own and operate a transmission system in
northwestern Ontario, in the area north of Dryden (the “Transmission System”). Through a
two-phased project, the Transmission System will connect remote First Nation communities
that currently do not have access to the provincial electricity grid, enhance opportunities for the
development and connection of clean and renewable generation facilities over the long term, as
well as reinforce and enhance reliability on the existing system to accommodate these outcomes.

Enclosed is the Applicant’s completed application form, together with all attachments (the

“Application”), as well as payment of the applicable filing fee. The Applicant is not seeking any
exemptions from any licence or code requirements in connection with the Application.

1. The Applicant

Wataynikaneyap Power GP / Wataynikaneyap Power LP

Wataynikaneyap Power GP is an Ontario company and the general partner of WPLP, an Ontario
limited partnership. Wataynikaneyap Power GP is held 51% by 2472881 Ontario Limited (“First
Nation GP”) and 49% by Fortis-RES GP Inc. The limited partnership interests in WPLP are
held 51% by First Nation LP and 49% by Fortis-RES LP.

First Nation GP / First Nation LP

First Nation LP is an Ontario limited partnership whose general partner is First Nation GP. The
shares of First Nation GP, as well as the limited partnership interests in First Nation LP, are

19322633.7



held directly by 20 First Nations (the “Participating First Nations”) in equal shares. The
Participating First Nations are as follows:

o Bearskin Lake First Nation ¢ North Caribou First Nation

e Cat Lake First Nation ¢ North Spirit Lake First Nation
e Deer Lake First Nation s Poplar Hill First Nation

e Kasabonika Lake First Nation ¢ Sachigo Lake First Nation

e Keewaywin First Nation ¢ Sandy Lake First Nation

¢ Kingfisher Lake First Nation s Slate Falls First Nation

¢ Kitchenuhmaykoosib Inninuwug First Nation ¢ Wabigoon Lake Ojibway Nation
e Lac Seul First Nation o Wapekeka First Nation

¢ McDowell Lake First Nation e Wawakapewin First Nation

e Muskrat Dam First Nation o Wunnumin Lake First Nation
Fortis / RES

Fortis-RES LP is an Ontario limited partnership whose general partner is Fortis-RES GP Inc.
The shares of the general partner, Fortis-RES GP Inc., are held equally by FortisOntario Inc. and
RES Canada Transmission Holdings Inc. The limited partnership interests in Fortis-RES LP are
held equally by Fortis Inc. and RES Canada Transmission Holdings LP. FortisOntario Inc. owns
and operates generation, transmission and distribution businesses in Ontario and is an affiliate
of Fortis Inc., which is a leader in the North American electricity and gas utility business. RES
Canada Transmission Holdings Inc. and RES Canada Transmission Holdings LP are affiliates of
Renewable Energy Systems Canada Inc., which owns and operates generation facilities in
Ontario, and which is a subsidiary of Renewable Energy Systems Holdings Ltd., a United
Kingdom-based, global leader in renewable energy, energy storage and transmission
development.

2. The Planned Transmission System

WPLP is developing, and intends to construct, own and operate the Transmission System in
northwestern Ontario. The first phase of the project will consist of a new 300 km, 230 kV single
circuit overhead transmission line from east of Dryden (Dinorwic) to Pickle Lake, including
associated stations and ancillary facilities. The second phase of the project will consist of
approximately 9o5 km of new 115 kV and 44 kV transmission lines north of Pickle Lake, and
approximately 595 km of new 115 kV and 44 kV transmission lines north of Red Lake, each
including associated stations and ancillary facilities. WPLP currently anticipates that at least 16
remote First Nations communities, all of which are Participating First Nations, will be able to
connect to the provincial electricity grid upon completion of second phase of the project. In
addition, the project is expected to provide opportunities for proponents to develop and connect
renewable and clean energy projects, including in particular from waterpower, which would
otherwise not be feasible.

The Transmission System is being developed to meet a recognized need. The Province’s 2010
Long-Term Energy Plan (“LTEP”) identified a new line to Pickle Lake as a priority transmission
project required to serve industry needs and help future remote community connection.
Following up on this commitment, the Province’s 2013 LTEP states that the Ontario Power
Authority “looked at the costs of connecting the remote First Nation communities in the
northwest; these communities are currently not connected to the province’s electricity grid and
rely instead on expensive diesel fuel to generate their electricity. Connecting the remote First
Nation communities in Northwestern Ontario is a priority.” The 2013 LTEP further notes that
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development of the Transmission System will increase capacity to support new demand,
including from mining, as well as from the connection of remote communities.

Further support for the Transmission System is provided by the Remote Community Connection
Plan, issued by the former Ontario Power Authority on August 21, 2014. This Plan established a
business case for connecting up to 21 remote communities that currently rely on diesel
generation, 15 of which are Participating First Nations that hold interests in First Nation LP,
which has a controlling interest in WPLP. In addition, the Independent Electricity System
Operator made a number of recommendations in its North of Dryden Integrated Regional
Resource Plan, issued on January 27, 2015, which are consistent with WPLP’s plans for the
Transmission System.

3. Technical and Financial Expertise, Experience and Resources

The combined experience and resources of the Applicant, through its limited partners and their
respective affiliates, provides the Applicant with a very high level of technical and financial
capability, expertise and experience with respect to activities such as transmission system
planning, stakeholder consultations, community engagement, project development, project
management, as well as with respect to the construction, ownership, operation and maintenance
of electricity transmission facilities. This expertise is summarized below.

First Nation GP / First Nation LP

First Nation LP is indirectly owned by the Participating First Nations, which through a
preliminary project organization, known as Wataynikaneyap Power Corporation, undertook all
aspects of the early project development work, including extensive engagement within the
affected communities, as well as with key regulators and governmental authorities. This early
development work also included:

formation of the current project organization;

development of preliminary transmission line routing;

development of transmission system technical parameters;

engagement of environmental and technical consultants; and

obtaining approval from the Ministry of the Environment and Climate Change for the
Environmental Assessment Terms of Reference in respect of Phase One.

e & & o o

In addition, the Participating First Nations have traditional territories that are situated along the
Transmission System corridors. As such, through the Participating First Nations, First Nation
LP also has a very high level of experience and expertise with respect to the geographic area in
which the Transmission System will be situated and the environmental attributes that will
potentially be affected. In addition, the Participating First Nations possess a unique capability
for working with potentially affected stakeholders that may be affected by the project.

Fortis

Fortis Inc. is a leader in the North American electric and gas utility business, with total assets of
approximately $28 billion and fiscal 2014 revenues of $5.4 billion. Its regulated utilities serve
more than 3 million customers across Canada and in the United States and the Caribbean.
FortisOntario Inc., an affiliate of Fortis Inc., owns and operates generation, transmission and
distribution businesses in the Province of Ontario. Its transmission and distribution operations
include approximately 3,300 km of high and low voltage lines that serve a total of over 65,000
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customers through its subsidiaries Canadian Niagara Power Inc., Cornwall Street Railway Light
& Power Company Ltd. and Algoma Power Inc. In addition, FortisOntario owns minority
interests in three additional local distribution companies that serve a total of nearly 40,000
customers. ’

RES

Renewable Energy Systems Canada Inc. (“RES Canada”) is a wholly-owned subsidiary of
Renewable Energy Systems Holdings Ltd. (“RES Ltd.”). RES Ltd. and its subsidiaries are
worldwide leaders in renewable energy, energy storage, and transmission development and
construction, with total assets of more than $593 million and fiscal 2014 revenue exceeding $1.4
billion. RES Canada, together with its affiliate, Renewable Energy Systems Americas Inc. ("RES
Americas”) (collectively, “RES”) is one of the top renewable energy companies in North America.
RES has developed and/or constructed over 7,500 MW of wind, solar, and battery storage
projects, and over 1,000 km of transmission lines, throughout the U.S. and Canada. In Ontario,
RES Canada has developed and/or constructed 478 MW of wind generation projects, 70 MW of
solar generation projects, and 4 MW of battery storage projects, along with associated
transmission lines to interconnect projects to the Ontario transmission system.

4, Lexi Decision

On August 10, 2009, the Board issued a Decision denying an application by Lexi Transmission
Corporation (“Lexi”) for an electricity transmission licence (EB-2009-0164) (the “Lexi
Decision”). In the Lexi Decision, the Board clarified how it considers transmission licence
applications for applicants that do not yet have transmission facilities in Ontario.

In its application, Lexi stated that it had no active transmission business in Ontario but that its
proposed business activities generally included the development, construction, ownership and

operation of transmission assets. Lexi’s intended business was to be province-wide and was to

include all types of transmission reinforcements and enhancements that were referred to in the
Integrated Power System Plan.

In the Lexi Decision, the Board identified two threshold tests for transmission licence
applications: (1) whether there is a specific project which underpins the application, and (2) in
the absence of a specific project, whether the applicant is engaged in transmission activity
elsewhere and whether it has the necessary technical and financial expertise to undertake
transmission activity in Ontario.

In the present Application, there is a specific and well-defined project underpinning WPLP’s
Application, as described above. The project that underpins the Application has been identified
in the Long-Term Energy Plan as a priority by the Government of Ontario and it has been the
subject of analysis and consideration by the former OPA and the IESO. Moreover, as
demonstrated above, the Applicant through its limited partners and their respective affiliates
has the necessary technical and financial expertise to undertake the relevant transmission
activities. As such, the Applicant satisfies the threshold test.

5. No Exemptions
The Applicant is not seeking any exemptions from any licence or code requirements in

connection with the Application. However, recognizing that certain requirements of the
transmission licence may not be relevant until such time as WPLP has transmission assets in
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Ontario, the Applicant relies upon the Board’s findings at p. 6 of its August 31, 2011 Decision
and Order in EB-2011-0126 that “those sections of the Board’s regulatory instruments that
cannot be complied with by a transmission licence holder without assets in the province are
simply inapplicable, and no specific exemption is necessary.”

6. Procedural Matters

The Applicant requests that the Board consider this Application by way of a written hearing. We
further request that the Board direct all correspondence with respect to the Application to the
Applicant and its counsel as follows:

Torys LLP Wataynikaneyap Power LP
79 Wellington St. W., 3oth Floor ¢/o Shibogama First Nations Council
Box 270, TD South Tower P.O. Box 449
Toronto, Ontario M5K 1N2 81 King St.
Sioux Lookout, Ontario P8T 1A5
Attention:
Attention:
Mr. Charles Keizer
Tel: 416-865-7512 Ms. Margaret Kenequanash
Fax: 416-865-7380 Tel: (807) 737-2662
ckeizer@torys.com Fax: (807)737-1583

margaretk@shibogama.on.ca
Mr. Jonathan Myers
Tel: 416-865-7532
Fax: 416-865-7380
jmyers@torys.com

FortisOntario Inc. Renewable Energy Systems Canada Inc.
1130 Bertie Street 300 Léo-Pariseau, Suite 2516
P.O. Box 1218 Montreal, Quebec H2X 4B3
Fort Erie, Ontario L2A 5Y2
Attention: Attention:
Mr. Douglas Bradbury Ms. Michele Beauchamp
Tel: (905) 994-3634 Tel: (514) 525-2113 x. 233
Fax: (905) 871-8676 Fax: (514) 524-9669
regulatoryaffairs@fortisontario.com Michele.Beauchamp@res-americas.com
&
Yoursruly,
/)

Charles Keizer

Tel 416.865.7512
ckeizer@torys.com

cc: Ms. Margaret Kenequanash, WPLP
Ms. M. Beauchamp, RES
Mr. D. Bradbury, Fortis
Mr. J. Myers, Torys LLP
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Commission de I'Energie de I'Ontario

Ontario Energy Board Ontario Energy Board 2300 rue Yonge

Commission de I'Energie de I'Ontario 2300 Yonge Street C.P. 2319

Application for Electricity P.O. Box 2319 Toronto, ON M4P 1E4

Transmission Licence Toronto, ON M4P 1E4 Téléphone: 1-888-632-6273
Telephone: 1-888-632-6273 Télécopieur: (416) 440-7656

Facsimile: (416) 440-7656

For Office Use Only

Application Number

Date Received

A. General information

1. Type of Application
New licence

Renewal

O O

Amendment to an existing Licence

2. Applicant

Please provide the following information about the Applicant

Full Legal Name of Applicant Ontario Corporation Number, Canadian Date of Formation or
Corporation Number or Business Incorporation

2472883 Ontario Limited on behalf of Registration Number

Wataynikaneyap Power LP BIN: 250676426 July 6, 2015

Business Address:

c/o Shibogama First Nations Council, P.O. Box 449, 81 King St.

City Prov. Country Postal/Zip Code
Sioux Lookout ON Canada P8T 1A5
Phone Number FAX Number E-Mail Address (if applicable)

807-737-2662 807-737-1583
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3. Primary Contact for this Application

Please provide the following information about the Primary Contact for this Application:

Mr. Mrs. [ Last Name: K eizer Full First Name: Charles Initial:
miss L ws. O Position Held:
Other: Partner
Contact Address (if R.R., give Lot, Concession No. and Township)

TorysLLP, 79 Wellington St. W., 30th Floor, Box 270, TD South Tower

City Province Country Postal/Zip Code
Toronto Ontario Canada M5K 1N2
Phone Number FAX Number E-mail Address (if applicable) )

416-865-7512 416-865-7380 ckeizer@torys.com

4. Transmission Facilities

Please provide a description of the transmission facilities involved in this Application:

Please see Appendix - Response #4, attached hereto.
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B. Corporate Information

Organizational
5. Business Classification

Please indicate the Applicant’s Business Classification (check appropriate type below):

D Sole Proprietor

|:| Partnership

D Corporation

Other (describe) General Partnership on behalf of a Limited Partnership

6. Business Activities

Please provide a description of the Applicant’s business activities:

The Applicant is 2472883 Ontario Limited (“Wataynikaneyap Power GP”), an Ontario corporation, on behalf of
Wataynikaneyap Power LP, an Ontario limited partnership. The Applicant intends to carry on the business activities
initiated by Wataynikaneyap Power Corporation, which activities have been associated with the planning and
development of the Transmission System in northwestern Ontario. To this end, the Applicant has, through a recent
restructuring, acquired the development assets relating to the project from Wataynikaneyap Power Corporation, including
the approved environmental assessment Terms of Reference for Phase 1. The Applicant will continue with such planning
and development activities, and will engage in business activities relating to the construction, ownership, operation and
maintenance of the Transmission System. Accordingly, the Applicant’s near term business activities are expected to
include, but not be limited to, working towards completion of environmental assessment requirements, continuing to
engage in stakeholders consultations and working towards filing an application for leave to construct the Transmission
System. Subject to being granted leave to construct the Transmission System, it would be the Applicant’s further
intention to complete the development and construction of the relevant facilities, as well as to operate and maintain those
facilities and to finance and recover costs and prudent transmission investments through the Board’s established
electricity transmission rate-setting processes.
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7. Affiliates of the Applicant

a) Please provide the following information for all Affiliates of the Applicant:

Full Legal Name of Affiliate Company: 2472881 Ontario Limited ("First Nation GP")

Pursuant to the meaning of “affiliate” under Section 1 of the Ontario Business Corporations Act, the Applicant has no energy sector affiliates. The
Applicant is Wataynikaneyap Power GP on behalf of Wataynikaneyap Power LP. Wataynikaneyap Power GP is controlled by 2472881 Ontario
Limited (“First Nation GP”). As such, the only affiliate of the Applicant is First Nation GP, which is not aregulated entity in the energy sector.

Business Address: ¢/o Shibogama First Nations Council, P.O. Box 449, 81 King St.

City Prov. Country Postal/Zip Code
Sioux Lookout Ontario Canada PST 1A5
Phone Number FAX Number E-Mail Address (if applicable)

Description of Business Activities:

Please see Appendix - Response #7(a), attached hereto.

b) Please attach a Corporate organization chart describing the relationships between the Applicant and its Affiliates and, if
applicable, the respective ownership percentages by the Applicant in each Affiliate.
Corporate structure charts showing the broader organizational structure of the Applicant and its limited partners, including their respective affiliates, are
attached hereto as Schedule <C’.

Page 5 of 14



8. Energy Sector Activities

Has the Applicant or an Affiliate undertaken any energy sector activities in Ontario or any other
jurisdiction?

If yes, please provide the following information for each:
Please see Part 9 regarding the energy sector activities of the limited partners and their respective affiliates.

Type of Business Activity (e.g. Generation,
Transmission, Distribution):
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Technical Capability and Experience
9. Technical Ability

a) Please describe the applicant’s technical ability to carry out the activities applied for including the Applicant’s specific experience in Ontario and in other
jurisdictions.

Please see Appendix - Response #9(a), attached hereto.

b)

[

If the Applicant intends to utilize the capability of others by contracting transmission activities, please indicate below which activities and to whom they
will be contracted:

Contracted to:
i Qualified Contractor

=

Construction

Contracted to:
: Qualified Contractor

X

Customer Connection

Contracted to:
Quialified Contractor

[x]

Inspection & Maintenance

Contracted to:
Quialified Contractor

[4

Operation

Contracted to:
H Quialified Contractor

[<]

Other (describe)
Project Management

Contracted to:
i Fortis-RES PM Inc.
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10. Information About Each Key Individual

Mr O MrsD Last Name: Kenequanash

Full First Name: Margaret Initial:

. O . )
Miss Ms. Position Held: Director (Chair)

Please explain the person’s experience in the electrical transmission business and in the energy field in general.

a) Has this person been a proprietor, partner, officer or director of a business that was granted a licence under Part IV or Part V Yes No

of the Ontario Energy Board Act, 1998. H

If yes, provide business names and licence number(s) and describe the individuals specific related experience.

b) Has this person been a proprietor, partner, officer, or director of a business that was registered or licenced under this or any Yes No

other acts or legislation? E

If yes, identify the business name, the legislation, licence number(s), date of the licencing or registration and the individual's
specific related experience.

c) Has this person been a proprietor, partner, officer or director of a business that had a registration or licence of any kind Yes No

refused, suspended, revoked or cancelled? H

If yes, please provide company name and describe the situation, including the jurisdiction and type of licence.

Note:
Attach a copy of Item 10 for each Key Individual: Officer and Director, Partner or sole Proprietor.
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10. Information About Each Key Individual

Last Name: Full First Name: Initial:
v, B wmes O McKay Frank
Miss O Ms. O Position Held: . ) . )
Other: Director and Vice-President - Government Relations

Please explain the person’s experience in the electrical transmission business and in the energy field in general.

a) Has this person been a proprietor, partner, officer or director of a business that was granted a licence under Part IV or Part V Yes No
of the Ontario Energy Board Act, 1998.

If yes, provide business names and licence number(s) and describe the individuals specific related experience.

b) Has this person been a proprietor, partner, officer, or director of a business that was registered or licenced under this or any Yes No

other acts or legislation? ﬁ

If yes, identify the business name, the legislation, licence number(s), date of the licencing or registration and the individual's
specific related experience.

c) Has this person been a proprietor, partner, officer or director of a business that had a registration or licence of any kind Yes No

refused, suspended, revoked or cancelled? ﬁ

If yes, please provide company name and describe the situation, including the jurisdiction and type of licence.

Note:
Attach a copy of Item 10 for each Key Individual: Officer and Director, Partner or sole Proprietor.
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10. Information About Each Key Individual

Last Name: Full First Name:
Mr. wmrs. ] Hawkes Scott

Initial:

Miss D Ms.D Position Held:

Other: Director, President and Secretary

Please explain the person’s experience in the electrical transmission business and in the enerqgy field in general.

a) Has this person been a proprietor, partner, officer or director of a business that was granted a licence under Part IV or Part V Yes No
of the Ontario Energy Board Act, 1998.

If yes, provide business names and licence number(s) and describe the individuals specific related experience.

b) Has this person been a proprietor, partner, officer, or director of a business that was registered or licenced under this or any Yes No

other acts or legislation? H

If yes, identify the business name, the legislation, licence number(s), date of the licencing or registration and the individual's
specific related experience.

c) Has this person been a proprietor, partner, officer or director of a business that had a registration or licence of any kind Yes No

refused, suspended, revoked or cancelled? H

If yes, please provide company name and describe the situation, including the jurisdiction and type of licence.

Note:
Attach a copy of Item 10 for each Key Individual: Officer and Director, Partner or sole Proprietor.
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10. Information About Each Key Individual

i Vs [ Last Name: Vaninetti Full First Name: Jerry Initial:
Miss D Ms. D Position Held: . . .
Other: Director and Vice President - Development

Please exEIain the ierson’s exierience in the electrical transmission business and in the enerii field in ieneral.

a) Has this person been a proprietor, partner, officer or director of a business that was granted a licence under Part IV or Part V Yes No
of the Ontario Energy Board Act, 1998.

If yes, provide business names and licence number(s) and describe the individuals specific related experience.

b) Has this person been a proprietor, partner, officer, or director of a business that was registered or licenced under this or any Yes No
other acts or legislation? _

If yes, identify the business name, the legislation, licence number(s), date of the licencing or registration and the individual's
specific related experience.

c) Has this person been a proprietor, partner, officer or director of a business that had a registration or licence of any kind Yes No
refused, suspended, revoked or cancelled? _

If yes, please provide company name and describe the situation, including the jurisdiction and type of licence.

Note:
Attach a copy of Item 10 for each Key Individual: Officer and Director, Partner or sole Proprietor.
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10. Information About Each Key Individual

Last Name:
Mr. Mrs. O Cutfeet

Full First Name: John Initial:

Miss D Ms.D Position Held:

Vice President - Communications
Other:

Please explain the person’s experience in the electrical transmission business and in the energy field in general.

a) Has this person been a proprietor, partner, officer or director of a business that was granted a licence under Part IV or Part V Yes No
of the Ontario Energy Board Act, 1998.

If yes, provide business names and licence number(s) and describe the individuals specific related experience.

b) Has this person been a proprietor, partner, officer, or director of a business that was registered or licenced under this or any Yes No

other acts or legislation? _

If yes, identify the business name, the legislation, licence number(s), date of the licencing or registration and the individual's
specific related experience.

c) Has this person been a proprietor, partner, officer or director of a business that had a registration or licence of any kind Yes No

refused, suspended, revoked or cancelled? _

If yes, please provide company name and describe the situation, including the jurisdiction and type of licence.

Note:
Attach a copy of Item 10 for each Key Individual: Officer and Director, Partner or sole Proprietor.
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11. Financial Information

Please attach financial statements of the Applicant for each of the past two fiscal years. This may include audited financial statements, annual reports,
prospectuses or other such information. See Schedule "D".

Transmission Facilities Information
12. Facilities

Please indicate whether the Applicant’s transmission facilities are:

New assets to be constructed? Proposed In-service date: _December 2019 for Phase One and

i March 2024 for Phase Two.
i Please attach a statement explaining the financing arrangements.

|:| Existing assets presently owned by the Applicant?

|:| Existing assets not presently owned by the applicant (i.e. to be purchased)? Please indicate from whom assets will be purchased:

|:| Other (describe)

13. Purpose of Facilities

_Please indicate the intended purpose(s) of the ApplICant’s ANSMISSION TACHIES: | e eeeseeeeseeeseeesseeessessseesssees e ssessseeesseee e seeesesssee et seee s
To provide a connection between a generator and a transmission system.

To provide a connection between a transmission system and a load customer.

To provide a connection between a generator and a load customer.

To provide a connection between one transmission system and another

To import or export power

XOXOXO

... Toenable connection of remote First Nations communities to the provincial grid, enhance opportunities for the
Other (please describe):

development and connection of clean and renewabie generation facilities over the long term, and reinforce and enhance
reliability on the existing transmission system to accommodate these outcomes.

If parties other than the Applicant are involved, please indicate the specific names of the participants (generator, load customer, transmission system(s)

The Applicant’s Phase One facilities will provide a connection between Hydro One Networks Inc.’s transmission system and the portion of the
Applicant’s Phase Two facilities running north from Pickle Lake. The Applicant’s Phase Two facilities will serve the distribution systems that

are currently operated either by HORCI or IPAS (see response to part 7(a), above). It isthe Applicant’s expectation that all communities
connecting to the Transmission System will be served by licensed electricity distributors.
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14. Location of Facilities

Please indicate the location (township or other such description as appropriate) of the Applicant’s transmission facilities and attach a single-line diagram
indicating the length (km), capacity (MW) and operating voltage (kV) of each element.

Please see Appendix - Response #14, attached hereto.

15. Licensing History

Yes No
Has the Applicant obtained Ontario Energy Board, National Energy Board, Federal Energy Regulatory Commission or any I:l
other regulatory approvals required for the acquisition, construction or operation of the transmission facilities?

If no, please indicate the status and plans for seeking these approvals.
The Applicant intends to file an application in approximately January 2017 with the Ontario Energy Board for leave to construct the planned

Transmission System. Thus far, the Applicant has obtained approval from the Ministry of the Environment and Climate Change for the Terms of
Reference in respect of Phase One.

16. Service to other parties

If the transmission facilities are to be used to deliver electricity to a party other than the Applicant please attach the following:
a) asummary of business plans relating to the Applicant’s proposed transmission business for the next five years. This should include the following:
— aforecast of annual peak demand (MW) and energy (MWH) transmitted and/or transformed.
— annual pro forma financial statements including forecasts of costs, revenues and project financing indicating the underlying assumptions on which the

forecasts are based. pjg456 see Appendix - Response #16, attached hereto.

b) estimates of net annual cash flows for subsequent periods to demonstrate financial feasibility and security.

¢) indication of the Applicant’s plans to seek Ontario Energy Board approval for rates for transmission services.

17. Proposed business transactions impact

Please provide a brief summary of the expected impact of the proposed business transactions on the Ontario electricity market under the following headings:

«  Facilitate competition and enhance access to transmission services
«  Improve reliability and quality of supply

+  Promote economic and efficient electrical energy supply Please see Appendix - Response #17, attached hereto.
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Other Information
18. Ontario market activities

Please indicate whether the Applicant intends to be involved with other electricity sector activities in the Ontario market?

I:l Buy or Sell (Wholesale) electricity Yes No
[

[] Distribute electricity i Yes No
[

|:| Retail electricity Yes No
[

I:l Generate electricity Yes No

If yes to any of the above:

a) If affiliates have not yet been established, please indicate when this is planned

b) Has Applicant or an affiliate applied for an Ontario Energy Board Licences? Yes No

- If no, when planned?
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APPENDIX - RESPONSE #4

TRANSMISSION FACILITIES

General Description

The Applicant is in the process of planning and developing, and intends to construct, own and
operate, a new electricity transmission system in northwestern Ontario, in the area north of
Dryden (the “Transmission System”). The Project is composed of two phases. The first phase of
the project will consist of a new 300 km, 230 KV single circuit overhead transmission line from
east of Dryden (Dinorwic) to Pickle Lake, including associated stations and ancillary facilities
(“Phase One”). The second phase of the project will consist of approximately 905 km of new
115 kV and 44 kV transmission lines north of Pickle Lake, and approximately 595 km of new
115 kV and 44 kV transmission lines north of Red Lake, including associated stations and
ancillary facilities (“Phase Two”). A map depicting the currently anticipated routing for the
Transmission System, which routing is being considered through the environmental assessment
process, is attached hereto as Schedule ‘A’. A single-line diagram for the planned Transmission
System is attached hereto as Schedule ‘B’.

WPLP currently anticipates that 16 remote First Nations communities, all of which are
Participating First Nations (as defined in Part 7(a), below), will connect to the provincial
electricity grid upon completion of second phase of the project. In addition, the project is
expected to provide opportunities for proponents to develop and connect renewable and clean
energy projects, including in particular from waterpower, which would otherwise not be feasible.

Need for the Transmission System

The Transmission System is being developed to meet a recognized need. Moreover, as noted
below, the connection of the remote First Nations communities to the Transmission System has
been found to be economic. These aspects have been the focus of significant consideration and
analysis over the past five years by the Province, the Independent Electricity System Operator,
and the Ontario Power Authority, including through the Northwest Ontario First Nation
Transmission Planning Committee, also as set out below.

Provincial Long Term Energy Plans

In the 2010 Long Term Energy Plan (“LTEP”), the Province identified a new line to Pickle Lake
as a priority transmission project required for purposes of serving industry needs and to help
future remote community connection. The Province noted that “Ontario’s remote First Nation
communities currently rely on diesel generation for their electricity supply — but diesel fuel is
expensive, difficult to transport, and poses environmental and health risks. According to analysis
done so far, transmission connection would be less expensive over the long term than continued
diesel use for many remote communities. New transmission supply to Pickle Lake is a crucial
first step to enable the connection of remote communities in northwestern Ontario . . . As part of
this project, the government will also ask the OPA to develop a plan for remote community
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connections beyond Pickle Lake.” (p. 50). Following this, the Province issued a Supply Mix
Directive to the OPA on February 17, 2011, requiring the OPA to include a new line to Pickle
Lake in its Integrated Power System Plan and requiring the OPA “to develop a plan for remote
community connections beyond Pickle Lake.”

In the 2013 LTEP, the Province indicated that “connecting remote northwestern First Nation
communities is a priority for Ontario” (p. 7). The Province further explained that “a new line to
Pickle Lake . . . is integral to regional needs and economic development. It will help serve new
demand in the area north of Dryden, as well as provide increased capacity to connect remote
communities north of Pickle Lake. Given its importance to the connection of remote
communities, this project continues to be a key priority for Ontario” (p. 51). With respect to the
remote communities, the 2013 LTEP states that the government “recognizes the unique problems
faced by 25 remote First Nation communities in the province’s northwest. They are not
connected to the grid, and get their electricity from on-site generators burning diesel fuel. These
are increasingly expensive sources of electricity that pollute the environment. For most
communities, diesel fuel has to be brought in on ice roads in the winter, even though the shipping
season is getting shorter because of warmer winters. When roads are not available, reliance on
even more expensive airfreight is often the only option to bring in diesel fuel . . . The OPA’s
study shows that there is a strong economic case for connecting up to 21 of the remote First
Nation communities with new transmission and distribution lines . . . (and that) grid connection
could be 30% to 40% less expensive than the continued use of diesel fuel” (p. 70).

OPA Analysis re Remote Community Connections

A key report relating to the project is the Technical Report for the Connection of Remote First
Nation Communities in Northwest Ontario, which was prepared by the OPA for the Northwest
Ontario First Nation Transmission Planning Committee. An initial draft was issued in 2012 and
an updated draft was issued on August 21, 2014. This report provides a summary of the OPA’s
technical analysis and provides a baseline of options for the remote community connection plan,
which is intended to establish the technical and economic viability of connecting remote
communities to the provincial grid. The report notes that diesel generation is 3 to 10 times more
expensive than the average cost of the provincial supply mix. In addition, the volume of diesel
fuel required for electricity generation, based on forecast demand in the remote communities, is
expected to increase by 450% over the next 40 years and, because winter roads are approaching
capacity, a greater percentage would require much more costly delivery by air. The report
concludes that, based on the avoided cost of diesel, there is an economic case for connecting up
to 21 of the 25 remote communities to the grid.

As noted, 15 of these 21 communities are Participating First Nations that indirectly control
WPLP through First Nation LP. This would save approximately $1B over the 40 year planning
period relative to continued diesel supply, and would result in a 20-25 year payback period,
which is reasonable for electricity infrastructure that is expected to last 50 years without
refurbishment. This analysis does not reflect the additional economic, societal, developmental or
environmental benefits that would result. The report further concludes that radial lines from
supply points at Red Lake, Pickle Lake and/or Marathon/Nipigon to the communities would
provide the best overall balance of cost, operability and reliability. Finally, the report notes that
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the financial benefits would accrue to those currently funding the systems in these communities,
namely the federal government and Ontario electricity customers.

IESO’s North of Dryden Integrated Regional Resource Plan

Another key report is the IESO’s North of Dryden Integrated Regional Resource Plan, which
was issued in draft on August 16, 2013 and in final form on January 27, 2015. The purpose of
this Plan is to identify the near-term and medium- to long-term electricity supply needs for the
planning area and assesses options available to address those needs in a timely, reliable and cost-
effective manner. The Plan identified a near-term need for additional Load Meeting Capability
in the transmission system currently serving the Red Lake and Pickle Lake subsystems. The
Plan also identified that the majority of the forecasted growth is expected to occur in the
medium-term, which is the period in which remote communities and new mines are expected to
develop and connect to the transmission system. Ultimately, the Plan recommends a solution
that is consistent with Phase One of the Applicant’s planned Transmission System.

Support for Renewables and Clean Energy

The IESO’s North of Dryden Integrated Regional Resource Plan noted that the Transmission
System will provide opportunities for proponents to develop run of river hydroelectric and other
renewable resources that are otherwise not feasible. This conclusion is consistent with the
findings in several internal studies prepared on the Applicant’s behalf during the pre-
development phase of the project, which identified a significant number of clean energy projects
and sites (primarily waterpower) that could become economically viable once the Transmission
System is in place.

20168158.2



-4 -

APPENDIX - RESPONSE #7(a)

AFFILIATES OF THE APPLICANT

Description of Business Activities for First Nation GP: First Nation GP is an Ontario company
(2472881 Ontario Limited) and is the general partner of First Nation LP, an Ontario limited
partnership. The shares of First Nation GP, as well as the limited partnership interests in First
Nation LP, are held directly by 20 First Nations (the “Participating First Nations”) in equal
shares. The primary business activity of First Nation GP is holding the investments of the
Participating First Nations, through First Nation LP, in WPLP. As indicated below, the
Participating First Nations include 16 communities that currently rely on diesel generation and 4
communities that are grid-connected. Of the 16 communities that rely on diesel generation, 9 are
currently served by Hydro One Remote Communities Inc. (“HORCI”), 6 are currently served by
community-owned, non-regulated, independent power authorities (“IPAs”) and 1 does not
currently have any community-based electricity supply. These are the 16 communities that are
currently expected to connect to the Transmission System. The Participating First Nations are as
follows:

Diesel Generation

Served by HORCI

Bearskin Lake First Nation

Deer Lake First Nation

Kasabonika Lake First Nation

Kingfisher Lake First Nation
Kitchenuhmaykoosib Inninuwug First Nation
North Caribou First Nation

Sachigo Lake First Nation

Sandy Lake First Nation

Wapekeka First Nation

Served by IPAs

Keewaywin First Nation
Muskrat Dam First Nation
North Spirit Lake First Nation
Poplar Hill First Nation
Wawakapewin First Nation
Wunnumin Lake First Nation

No Community Supply

. McDowell Lake First Nation
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Grid Connected

Cat Lake First Nation

Lac Seul First Nation

Slate Falls First Nation
Wabigoon Lake Ojibway Nation
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APPENDIX - RESPONSE #9(a)

TECHNICAL ABILITY

As indicated in response to Part 6, the Applicant is Wataynikaneyap Power GP on behalf of
Wataynikaneyap Power LP, a limited partnership established for the purpose of planning,
developing, constructing, owning, operating and maintaining the Transmission System. The
limited partnership interests of Wataynikaneyap Power LP are held 51% by First Nation LP and
49% by Fortis-RES LP. The general partnership interest in Wataynikaneyap Power LP is held
by 2472883 Ontario Limited (“Wataynikaneyap Power GP”), the shares of which are held 51%
by 2472881 Ontario Limited (“First Nation GP”) and 49% by Fortis-RES GP Inc. In addition,
the Applicant has entered into a Management Agreement with Fortis-RES PM Inc. (the “Project
Manager”), which is held equally by FortisOntario Inc. and RES Canada Transmission Holdings
Inc. Each of the limited partners, along with their respective affiliates, including the Project
Manager, brings unique skills, resources and experience to Wataynikaneyap Power LP, including
with respect to technical and financial capabilities, project development capabilities, Aboriginal
engagement and stakeholder relationship capabilities, as follows.

First Nation LP / First Nation GP

First Nation LP and First Nation GP hold controlling interests in Wataynikaneyap Power LP and
Wataynikaneyap Power GP, respectively. The shares of First Nation GP, as well as the limited
partnership interests in First Nation LP, are held directly by the 20 Participating First Nations,
which are listed in part 7(a), above.

Through a preliminary project organization, known as Wataynikaneyap Power Corporation, the
Participating First Nations undertook all aspects of the early project development work for the
Transmission System, including Aboriginal engagement with the affected communities and
extensive stakeholdering with key regulators and governmental authorities. This early
development work also included formation of the current project organization, data collection,
development of transmission line routing and technical parameters, engagement of
environmental and technical consultants and obtaining approval from the Ministry of the
Environment and Climate Change for the Environmental Assessment Terms of Reference in
respect of Phase One.

In addition to the experience and expertise derived from this early development work, the
Participating First Nations have traditional territories that are situated along the Transmission
System corridors. As such, through the Participating First Nations, First Nation LP has a very
high level of experience and expertise with respect to the geographic area in which the
Transmission System will be situated and the environmental attributes that will potentially be
affected. In addition, the Participating First Nations possess a unique capability for working with
potentially affected land users/rights holders, communities and others that may be affected by the
project.
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Fortis-RES

The limited partnership interests in Fortis-RES LP are held equally by Fortis Inc. and RES
Canada Transmission Holdings LP. The shares the general partner, Fortis-RES GP Inc., are held
equally by FortisOntario Inc. and RES Canada Transmission Holdings Inc.

The Project Manager, with whom the Applicant has entered into a Management Agreement, is
held equally by FortisOntario Inc. and RES Canada Transmission Holdings Inc. The Project
Manager is responsible for managing the development, construction, operation and maintenance
of the Transmission System, including during the development period, the construction period,
once it becomes operational and during any required refurbishment, rebuild or
decommissioning that may be required in the future.

The technical experience and expertise of these partners and their affiliates, including the Project
Manager, is set out below.

Fortis

FortisOntario Inc., an affiliate of Fortis Inc., owns and operates Canadian Niagara Power Inc.
(“CNPI”), Cornwall Street Railway Light & Power Company Ltd. (“Cornwall Electric”) and
Algoma Power Inc. (“Algoma”). CNPI is a licensed and rate-regulated transmitter (ET-2003-
0073) whose transmission facilities are interconnected with Hydro One Networks Inc. in
Niagara Falls, Ontario, as well as with US National Grid in New York State. CNPI provides
transmission service in and around Fort Erie, Ontario. CNPI is also a licensed distributor (ED-
2002-0572) that provides electricity distribution service to the Town of Fort Erie, the City of
Port Colborne and the Town of Gananoque. Algoma is a licensed distributor (ED-2009-0072)
that serves customers in northern Ontario, north and east of the City of Sault Ste. Marie.
Cornwall Electric is a licensed distributor (ED-2004-0405) that serves customers in Cornwall,
Ontario. Together, these entities serve a total of over 65,000 customers and operate
approximately 3,300 km of transmission and distribution lines. FortisOntario also owns a

10 per cent strategic interest in Westario Power, Rideau St. Lawrence, and Grimsby Power,
three regional distribution companies serving approximately 40,000 customers.

With respect to its significant recent development activity, Fortis Inc. has recently completed a
several key projects. For example, in 2015 through a partnership with Columbia Power
Corporation and Columbia Basin Trust, Fortis completed a 335 MW hydroelectric generating
facility in British Columbia at an estimated cost of $900M. This project included construction
of a 10 km, 230 kV transmission line. In 2011, Fortis Inc.’s subsidiary FortisBC completed its
approximately 40 km, 230 kV Okanagan Transmission Reinforcement Project at a cost of
approximately $100M. In 2011, FortisBC also completed the development of a liquefied
natural gas facility and associated infrastructure, including a substation, 5 km 25kV power line
and two 5 km natural gas transmission lines at an approximate cost of $200M.

Fortis Inc. is a leading North American electricity and gas utility company with total assets of
approximately $28B and fiscal 2014 revenue of $5.4B. Its regulated utilities serve more than 3
million customers across Canada, the United States and the Caribbean. Fortis Inc. currently
operates a total of approximately 9,000 km of electricity transmission lines and 177,000 km of
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electricity distribution lines. It is a member of the Utilities Standards Forum, has dedicated
engineering staff that has expertise with respect to a wide range of technical codes, standards and
guidelines and has a sophisticated organization for material and equipment procurement. Fortis
has significant experience with the acquisition and operation of rights-of-way. FortisOntario
alone operates over 3000 km of right-of-way, of which nearly 2,000 km is situated in northern
Ontario. FortisOntario also has significant experience with respect to permitting, licencing and
regulatory matters. Fortis also has substantial construction experience, both in terms of its
internal construction capabilities and in retaining and overseeing qualified construction
contractors. Fortis owns and operates multiple operation centres across Canada, including six in
Ontario. Its day-to-day system operations are managed from two control rooms within Ontario.
Through CNPI, Fortis also has significant experience with the long-term assessment and
management of transmission assets, including vegetation management, as well as with respect to
environmental, health and safety compliance, regulatory compliance, community relations,
human resources and finance.

RES

Renewable Energy Systems Canada Inc. (“RES Canada”) owns and operates generation
facilities in Ontario, and is a subsidiary of Renewable Energy Systems Holdings Ltd. (“RES
Ltd.”). Formed in the United Kingdom in 1982, RES Ltd. and its subsidiaries (collectively the
“RES Group”) are worldwide leaders in renewable energy, energy storage, and transmission
development and construction, with total assets of more than $593 million and fiscal 2014
revenue exceeding $1.4 billion.

RES Canada, together with its affiliate, Renewable Energy Systems Americas Inc. (“RES
Americas”) (collectively, “RES”) is one of the leading renewable energy companies in North
America. RES has developed and/or constructed over 7,500 MW of wind, solar, and battery
storage projects, and over 1,000 km of transmission lines at voltages up to 345 kV, in the U.S.
and Canada, including of particular note the 345 kV, 230 kV Montana-Alberta Tie Line to
provide an integrated intertie between U.S. and Canadian power markets. Through this
experience, RES has developed expertise with respect to project management, stakeholder and
community outreach, project planning, design and engineering, environmental assessment and
permitting, transmission route assessment, regulatory approvals, material procurement,
construction management, and project delivery.

In Ontario, RES Canada has developed and/or constructed 478 MW of wind generation projects,
70 MW of solar generation projects, and 4 MW of battery storage projects, including over 50 km
of associated 230 kV transmission lines to interconnect generation facilities to the Ontario
transmission system. This includes 10 km of 230 kV transmission to connect the Greenwich
Wind Energy Project in Dorion, 34.3 km of 230 kV transmission to connect the South Kent
Wind Farm in Chatham-Kent, and 10 km of 230 kV transmission to connect the Talbot Wind
Energy Project in Chatham. While RES Canada owns a 50% stake in RES Canada Transmission
LP, which holds Ontario Transmission Licence (ET-2011-0282), this licence is not in effect, as
RES Canada Transmission LP does not own or operate transmission facilities in Ontario. In
addition, RES Canada Energy Storage LP holds generation licence (EB-2013-0204) in
connection with the Amphora Ontario Storage project.
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The combined expertise, experience and resources of the Applicant, through its limited partners
and their respective affiliates, including the Project Manager, provides the Applicant with a high
level of technical and financial capability, expertise and experience with respect to the activities
associated with this Application, including transmission planning, stakeholder consultations,
project development, project management, as well as the construction, ownership, operation and
maintenance of electricity transmission facilities.
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APPENDIX - RESPONSE #14

LOCATION OF FACILITIES

The Transmission System will be situated in northwestern Ontario, generally in the area north of
Dryden. Phase One will run 300 km, from the area east of Dryden (Dinorwic) north to Pickle
Lake. Phase Two will include an approximately 905 km line running north from Pickle Lake, as
well as an approximately 595 km line running north from Red Lake. A map depicting the
currently anticipated routing for the Transmission System, which routing is being considered
through the environmental assessment process, is attached hereto as Schedule ‘A’. A single-line
diagram for the planned Transmission System is attached hereto as Schedule ‘B’.
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APPENDIX - RESPONSE #16

SERVICE TO OTHER PARTIES

The Applicant’s plans will be further articulated as part of its application for leave to construct
the relevant facilities. Copies of the IESO’s North of Dryden and Remote Communities
Feasibility Study and its North of Dryden Integrated Regional Resource Plan are available at
http://www.ieso.ca/Pages/Ontario's-Power-System/Regional-Planning/Northwest-Ontario/North-
of-Dryden.aspx. The Applicant intends to seek OEB approval for transmission rates such that
rates would be in place prior to the Phase 1 facilities going into service.
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APPENDIX - RESPONSE #17

PROPOSED BUSINESS TRANSACTIONS IMPACT

Facilitate Competition and Enhance Access to Transmission Services

The Applicant’s planned Transmission System will enhance access to transmission services by
enabling the connection of remote First Nation communities that currently do not have access to
the provincial electricity grid. Phase Two will involve connecting at least 16 remote First Nation
communities north of Pickle Lake and north of Red Lake. Phase One will expand capacity and
reinforce transmission between Dryden and Pickle Lake so as to accommodate Phase Two. In
addition, the Transmission System will enhance opportunities for the development and
connection of clean and renewable generation facilities over the long term.

Improve Reliability and Quality of Supply

Phase One will enhance reliability of the grid between Dryden and Pickle Lake. The existing
E1C line in this area is more than 70 years old, is operating at capacity and is susceptible to
frequent and prolonged outages. Moreover, by enabling the connection of at least 16 remote
First Nations communities, Phase Two will significantly enhance the reliability and quality of
electricity supply for these communities, which are currently isolated from the grid and
dependent on diesel generation.

Promote Economic and Efficient Electrical Energy Supply

The updated draft Remote Community Connection Plan was issued on August 21, 2014 (the
“2014 Plan”). The 2014 Plan notes that there are a total of 27 remote First Nation communities
in northwestern Ontario with electricity supply. Of these, two (Cat Lake and Slate Falls) were
once supplied by diesel generation but have subsequently been connected to the grid. The 25
other remote First Nation communities are not connected to the grid and use local diesel
generation. The 2014 Plan states that “diesel generation that is used to supply electricity in
remote communities is on average the highest cost electricity generation resource currently
supplying Ontario customers. Typically, diesel generation costs are three to ten times higher
than the average cost of the provincial generation supply mix.” As a result of the high cost for
diesel-generated electricity supply, the 2014 Plan concludes that (a) there is an economic case for
connecting up to 21 of the 25 remote communities in northwestern Ontario to the provincial grid,
(b) connecting these 21 communities would result in savings of about $1B over 40 years relative
to their continued supply from diesel generation, and (c) that the $1B of savings only reflects the
avoidable cost of diesel fuel and system expansion and not the additional economic, societal,
developmental and environmental benefits that would also arise from connection of the remote
communities. See also response to Part 4, above.
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SCHEDULE ‘A’

Transmission System Map
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SCHEDULE ‘B’

Single Line Diagram
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SCHEDULE ‘C’

Corporate Organization Charts
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(1)  Wataynikaneyap Power LP
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OWNERSHIP OF WATAYNIKANEYAP POWER LP

2472881 Ontario
Limited
(“First Nation GP”)

51% of
GP Common
Shares
< First \>
Nation LP
e

51% interest of the
Class 1 and Class 2
Common Units

2472883 Ontario Limited
(“Wataynikaneyap Power GP”)

<Wataynikaneyap\

0.01% GP
Interest

/AL\

Power LP

Fortis-RES GP Inc.

49% of
Common GP
Shares

/\

Fortis- \
RES LP

49% interest of
the Class 1 and
Class 2 Common
Units
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(i)  First Nation LP
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OWNERSHIP OF 2472881 ONTARIO LIMITED AND FIRST NATION LP

Participating
First Nations*

100% Common

100% LP Interests
Shares

,/\\
2472881 Ontario / First AN
Limited i
% Nation LP
(“First Nation GP") 0.01% GP Interest P
v

*The following twenty First Nations constitute the “Participating First Nations” with ownership interests in 2472881 Ontario Limited and First Nations LP. Each of these
First Nations holds 5% of the Common Shares of 2472881 Ontario Limited and 5% of the limited partnership interests in First Nation LP: Bearskin Lake, Cat Lake,
Kasabonika Lake, Kingfisher Lake, Kitchenuhmaykoosib Inninuwug, Lac Seul, Muskrat Dam, North Caribou Lake, Sachigo Lake, Slate Falls, Wapekeka,
Wawakapewin, Wunnumin Lake, Deer Lake, McDowell Lake, Keewaywin, North Spirit Lake, Poplar Hill, Sandy Lake and Wabigoon Lake.

20131388.1



-18 -

(i) Fortis-RES LP

20168158.2



OWNERSHIP OF FORTIS-RES LP AND FORTIS-RES GP INC.

FortisOntario Inc.

Fortis Inc.

50% LP
Interest

20192590.1

50% 50%

Fortis-RES GP Inc.

0.01% GP
Interest

Fortis-RES LP

RES Canada
Transmission
Holdings LP

50% LP
Interest

RES Canada Renewable Energy
Transmission Holdings Systems Quebec Inc.
Inc.
0.01% GP
Interest 100% LP
Interest
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(iv) Renewable Energy Systems Holdings Limited

20168158.2



RES Corporate Structure
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(v) Fortis Inc.
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FORTIS..

FORTIS ONTARIO

FORTISONTARIO INC. CORPORATE STRUCTURE

GENERATION TRANSMISSION & DISTRIBUTION
Cornwall Street Railway,
CD_H Canadian Niagara Power Inc. Light and Power Company Algoma Power Inc.
Station Limited
(5 MW)
1228158
Ontario Limited
OTHER DISTRIBUTION
10% 10% 10%

Grimsby Power Inc.

Rideau St. Lawrence
Holdings Inc.

Westario Power
Holdings Inc.
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SCHEDULE ‘D’

Financial Information

Note: As the Applicant is newly formed, financial information is provided for Wataynikaneyap
Power Corporation (as the predecessor company to First Nation GP), as well as for FortisOntario
Inc. and Renewable Energy Systems Canada Inc. (as the entities behind the newly formed Fortis-
RES LP).

20168158.2



-22-

(i)  Wataynikaneyap Power Corporation

- 2013 Audited Financial Statements
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(i)  Wataynikaneyap Power Corporation

- 2014 Audited Financial Statements
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WATAYNIKANEYAP POWER CORPORATION
FINANCIAL STATEMENTS
DECEMBER 31, 2014

MANAGEMENT’S RESPONSIBILITY FOR FINANCIAL STATEMENTS

The financial statements of Wataynikaneyap Power Corporation are the responsibility of management and
have been approved by Board of Directors.

Management is responsible for the integrity and objectivity of the financial statements. Estimates are
necessary in the preparation of these financial statements and, based on careful judgments, have been
properly reflected. Management has established systems of internal control, which are designed to
provide reasonable assurance that assets are safeguarded from loss or unauthorized use and to produce
reliable accounting records for the preparation of financial information.

The Board of Directors is responsible for ensuring that management fulfills its responsibilities for financial
reporting and is ultimately responsibie for reviewing and approving the financial statements.

The financial statements have been audited by Holukoff Chiarella in accordance with Canadian generally
accepted auditing standards on behalf of the Shareholders. Holukoff Chiarella has fuli and free access to
the Board of Directors.

I (e—

DIRECTOR / DIRECTOR  { )




WATAYNIKANEYAP POWER CORPORATION
BALANCE SHEET
AS AT DECEMBER 31, 2014

ASSETS
2014 2013
CURRENT ASSETS
Cash in bank $ 9,781 11
Deferred expenses 10,137,625 4,714,628
$ 10,147,406 4,714,639
LIABILITIES
CURRENT LIABILITIES
Accounts payable $ 2,500 1,695
Due to Shibogama First Nations Council 9,288 1,105
11,788 2.800
Promissory note payable, Note 3 10,137,625 4,714,628
SHAREHOLDERS' EQUITY
SHARE CAPITAL
Authorized
Unlimited preferred and common shares
Issued
4 Common shares 2 2
DEFICIT 2,009 2,791
2,007 2,789

$ 10,147,406 4,714,639

APPROVED BY THE BOARD:

% (/(C DIRECTOR DIRECTOR
v Q




Wataynikaneyap Power Corporation
P.O. Box 449
Sioux Lookout, ON POV 2T0

Holukoff Chiarella

Chartered Accountants
101-1180 Pembina Highway
Winnipeg, MB R3T 2A4

Dear Sirs:

We are providing this letter in connection with your audit of the financial statements of
Wataynikaneyap Power Corporation as at December 31, 2014 and for the period then ended.

We understand that your audit was made in accordance with Canadian generally accepted
auditing standards and accordingly included such tests of the accounting records and such
other auditing procedures as you considered necessary in the circumstances for the purpose of
expressing an opinion on the financial statements. We also understand that such an audit
would not necessarily disclose misstatements and irregularities, should there by any.

Certain representations in this letter are described as being limited to matters that are material.
ltems are considered material, regardless of size, if they involve an omission or misstatement of
accounting information that, in the light of surrounding circumstances, makes it probable that
the judgment of a reasonable person relying on the information would be changed or influenced
by the omission or misstatement.

In connection with your audit of the financial statements of Wataynikaneyap Power Corporation
for the year period ended December 31, 2014, we hereby confirm that to the best of our
knowledge and belief:

1. We are responsible for the fair presentation of the financial statements of the organization
prepared in accordance with Canadian generally accepted accounting principles.

2. We are responsible for adopting sound accounting policies, establishing and maintaining
internal controls to, among other things, help assure the preparation of the financial
statements in conformity to Canadian generally accepted accounting principles and our
aforementioned basis of accounting and preventing and detecting fraud.



. We have made available to you, all:
- financial records and related data
- minutes of the meetings of Council.

. There have been no communications from regulatory agencies concerning noncompliance
with or deficiencies in financial reporting practices.

. We have approved the journal entries that were proposed by you in the course of your work
and acknowledge that these journal entries have been recorded in the accounting records
of the organization in the appropriate accounting period. There are no material transactions
that have not been properly recorded in the accounting records underlying the financial
statements. All financial statement misstatements identified and discussed with us in the
course of the audit have been recorded.

. There have been no:

(a) Fraud or irregularities involving management or employees who have significant roles in
internal control, whether or not perceived to have a material effect on the financial
statements.

(b) Fraud involving others that could have a material effect on the financial statements.

(c) Violations or possible violations of laws or regulations (including the failure to file reports
required by regulatory bodies) whose effects should be considered for disclosure in the
financial statements or as a basis for recording a loss contingency.

. We are aware of the environmental laws and regulations that impact on our organization
and we are in compliance. There are no known environmental liabilities that have not been
accrued for or disclosed in the financial statements.

. There are no plans or intentions that may materially affect the carrying value or
classification of assets and liabilities.

. The following, where applicable, have been properly recorded or disclosed in the financial
statements:

(a) Changes during the period under review in the organization’s accounting principles or
practices.

(b) Related-party transactions (e.g. transactions with unconsolidated subsidiaries, Chief and
Councillors, directors, band members, management, and members of their immediate
families) including sales, purchases, loans, transfers, leasing arrangements, guarantees
and amounts receivable from or payable to related parties.
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(c) Guarantees, whether written or oral, under which the organization is contingently liable.

(d) All assets to which the organization has title and all known liabilities of the organization
at period end.

(e) Information regarding the terms and conditions, interest rate risk and credit risk of
financial instruments. There were no derivative or off-balance sheet financial
instruments held at period end.

(f) Other liabilities or gain or loss contingencies that are required to be accrued or disclosed
(e.g. potential or pending claims, lawsuits, labour claims or negotiations or anticipated
tax assessments).

(9) Major commitments such as capital asset purchase agreements, deferred
compensation, bonuses, pensions and profit-sharing plans, purchase or sale of all or a
portion of the business.

We have disclosed to you all significant customers and/or suppliers of the organization who
individually represent a significant volume of transactions with the organization. Except as
disclosed in the financial statements, where applicable, we are of the opinion that the
volume of transactions (sales, services, purchases, borrowing or lending) done by the
organization with any one party is not of sufficient magnitude that discontinuance would
have a material negative effect on the ongoing operations of the organization.

The organization has satisfactory title to all owned assets, and there are no liens or
encumbrances on such assets nor has any asset been pledged as collateral, except as
disclosed in the financial statements, where applicable. Where the value of any asset has
been impaired, an appropriate provision has been made in the financial statements.

Provision has been made for any material loss to be sustained in the fulfillment of, or from
inability to fulfill, any sales commitments.

Receivables recorded in the financial statements represent valid claims against debtors for
sales or other charges arising on or before the balance sheet date and have been
appropriately reduced to their estimated net realizable value.

We have complied with all aspects of contractual agreements that would have a material
effect on the financial statements in the event of non-compliance.

No events have occurred subsequent to the balance sheet date and through the date of this
letter that would require adjustment to, or disclosure in, the financial statements.



16. We have provided all information on revenues and expenses and there are no additional
revenues or expenses that have been reported by Windigo First Nations Council that should
be included in or reported in these financial statements. We have provided information and
documentation on all claims submitted and Promissory Notes being considered or approved
by the Board of Directors.

17. The minute books of the organization are a complete record of all meetings and resolutions
of the Council throughout the reporting period and to the present date.

18. We have responded fully to all inquiries made to us by you during your examination.

Yours truly,

WATAYNIKANEYAP POWER CORPORATION

Signatur@?“ t/(p ~— _ DIRECTOR
ygw DIRECTOR

Q

Date W%,Zﬂ/r
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Consolidated Financial Statements

FortisOntario Inc.
December 31, 2013



INDEPENDENT AUDITORS REPORT

To the Shareholder of

FortisOntario Inc

We have audited the accompanying consolidated financial statements of
FortisOntario INC which comprise the consolidated balance sheet as at
December 31 2013 and the consolidated statements of earnings and retained
earnings and cash flows for the year then ended and a summary of significant

accounting policies and other explanatory information

Management's responsibility for the consolidated financial statements

Management is responsible for the preparation and fair presentation of these
consolidated financial statements in accordance with Canadian accounting
standards for private enterprises and for such internal control as management
determines is nNnecessary to enable the preparation of consolidated financial

statements that are free from material misstatement whether due to fraud or error

Auditors responsibility

Our responsibility is to express an opinion onNn these consolidated financial
statements based on our audit We conducted our audit in accordance with
Canadian generally accepted auditing standards Those standards require that We
comply with ethical requirements and plan and perform the audit to obtain

reasonable assurance about whether the consolidated financial statements are free

from material misstatement

AN audit involves performing procedures to obtain audit evidence about the
amounts and disclosures in the consolidated financial statements The procedures
selected depend on the auditors judgment including the assessment of the risks
of material misstatement of the consolidated financial statements whether due to
fraud or error In mMaking those risk assessments the auditors consider internal
control relevant to the entity's preparation and fair presentation of the
consolidated financial statements in order to design audit procedures that are
appropriate in the circumstances but not for the purpose of expressing an opinion
on the effectiveness of the entity's internal control AN audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness
of accounting estimates made by management as well as evaluating the overall

presentation of the consolidated financial statements

We believe that the audit evidence W€ have obtained in our audit is sufficient and

appropriate to provide a basis for our audit opinion

Amember firmof Ernst  Young Global Limited



Opinion

In our opinion the consolidated financial statements present fairly in all material

respects the financial position of FortisOntario INc as at December 31 2013
and the results of its operations and its cash flows for the year then ended in

accordance with Canadian accounting standards for private enterprises

Toronto Canada
February 13 2014

Amember firmof Ernst  Young Global Limited



FortisOntario Inc

CONSOLIDATED BALANCE SHEET

in thousands of dollars

As at December 31

ASSETS

Current

Cash

Accounts receivable note 15

Income taxes recoverable

Due from related parties note 9
Materials and supplies

Regulatory assets note 17

Prepaid expenses

Total current assets

uUtility capital assets net notes 3 and 4
Intangible assets net note 5

Long term investments note 6
Accrued pension benefit asset note 7
Future tax assets note 8

Other assets

Regulatory assets note 17

Goodwill note 3

LIABILITIES AND SHAREHOLDER'S EQUITY
Current

Accounts payable and accrued liabilities notes 15 and 17
Regulatory liabilities note 17

Due to related parties note 9

Shortterm loan payable note 15

Total current liabilities

Long term payable note 15 and 17

Long term debt notes 10 and 15

Future tax liabilities note 8

Accrued other retirement benefit liability note 7
Accrued pension benefit liability note 7
Contributions in aid of construction

Regulatory liabilities note 17

Total liabilities

Commitments and contingencies note 14

Shareholder's equity
Capital stock note 1 1
Contributed surplus
Retained earnings

Total shareholder's equity
See accompanying notes

Approved on behalf of the Board

Director

2013

5,397
26,871
601

204
3,815

720
37,608
212,580
28,064
3,821

8,879

111
12,422
46,094

349,579

22,916
1,632
86
3,000
27,634
375
103,284
86
13,404
1,487
19,018
5,039
170,327

2
108,606
70,644
179,252

349,579

Director

Amember firmof Ernst  Young Global Limited

2012

2,212
26,524

795

122

284
1,863

752
32,552
193,402
28,113
3,821
7,871

979

851
23,226
46,094
336,909

19,316

1,569

3,000
23,885

625
103,212

12,620
1,341
17,564
3,791
163,038

2
108,606
65,263
173,871

336,909



FortisOntario Inc

CONSOLIDATED STATEMENT OF EARNINGS

AND RETAINED EARNINGS

in thousands of dollars

Year ended December 31

REVENUE

Sale of energy
Distribution revenue
Transmission revenue

Other revenue

EXPENSES

Cost of power purchased
Operating

Operating lease

Amortization note 1 2

Operating earnings before the following
Dividend income note 9

Other regulatory adjustments note 1 7
Interest expense notes 10 and 15
Earnings before income taxes
Provision for income taxes note 8

Net earnings for the year
Retained earnings beginning of year
Dividends paid note 9

Retained earnings end of year

See accompanying notes

A member firm of Emnst

2013

131,564
49,840
4,856
3,553

189,813

130,930

28,607

10,490
170,027
19,786
112
1,035
6,596
12,267
2,886

9,381

65,263

4,000
70,644

Young Global Limited

2012

125,136
47,881
4,802
4,567

182,386

124,579

25,716
450
12,110
162,855
19,531
88

6,580
13,039
1,475

11,564

57,699
4,000
65,263



FortisOntario Inc

CONSOLIDATED STATEMENT OF CASH FLOWS

in thousands of dollars

Year ended December 31

2013
OPERATING ACTIVITIES
Net earnings for the year 9,381
Add deduct items not affecting cash
Amortization 10,490
Future income taxes 1,065
Loss gain on disposal of utility capital assets 35
Accrued pension benefits 1,497
Accrued other retirement benefits 1,495
Long term regulatory assets and liabilities net of smart meters
capitalized and stranded meters retired note 1 7 5,663
Accrued pension benefit asset 2,359
Accrued other retirement benefit liability 711
26,556
Net change in NONcash working capital balances
related to operations note 13 1,877
Cash provided by operating activities 28,433
INVESTING ACTIVITIES
Additions to utility capital assets 22,548
Acquisition of Port Colborne Hydro Inc note 3
Additions to intangible assets 1,724
Proceeds ON sale of utility capital assets 415
Decrease increase in other assets 813
Cash used in investing activities 23,044
FINANCING ACTIVITIES
Decrease in long term payable 250
Advance of shortterm loan payable
Dividends paid 4,000
Increase in contributions in aid of construction 2,046
Cash provided by used iN financing activities 2,204
Net increase decrease in cash during the year 3,185
Cash beginning of year 2,212
Cash end of year 5,397

See accompanying notes

Amember firmof Ernst  Young Global Limited

2012

11,564

12,110
748
106

1,220

1,465

2,012
2,335
627
22,027

207

22,234

20,354
6,900
3,493

250
305

30,802

250
3,000
4,000
2,237

287

7,581
9,793

2,212



FortisOntario Inc

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

in thousands of dollars

December 31 2013

1 BASIS OF PRESENTATION

The consolidated financial statements include the accounts of FortisOntario Inc the
Corporation and s wholly owned subsidiaries Canadian Niagara Power Inc C N Pl
FortisOntario bDistrict Heating Inc formerly 1161557 Ontario INCc cornwall street Railway

Light and Power Company Limited Cornwall Electric and Algoma Power Inc API

The principal businesses of the Corporation are the generation of electricity and the transmission
and distribution of electricity to customers within Ontario Certain of these businesses are

regulated by the Ontario Energy Board OEB

2 BASIS OF ACCOUNTING AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

A BAsis OF ACCOUNTING

These consolidated financial statements have been prepared in accordance with the accounting
standards for private enterprises ASPE as per Part 1 of the CPA Handbook Accounting

which constitutes generally accepted accounting principles for NON publicly accountable

enterprises in Canada
B sSIGNIFICANT ACCOUNTING POLICIES
Future accounting policy changes

Effective January 1 2014 the Corporation will adopt hew CPA Handbook Section 3462
Employee Future Benefits for s accounting of pension benefits and other retirement benefits AS

required the adoption of this NeW ASPE standard will be applied retroactively

Adoption of CPA Handbook sSection 3462 as of January 1 2014 requires that unamortized pension
and other retirement benefit amounts as at December 31 2013 be retroactively charged to retained
earnings Therefore an amount of 13,530 will be charged to retained earnings effective
January 1 2014 offset by a corresponding increase in recorded pension liabilities of 9,764 and
other retirement benefit liabilities of 3,766 The Corporation made application to the OEB to
allow recognition of regulatory assets in the amount 10,363 related to unamortized amounts in
CNPIl and API that would otherwise be collected from customers through rates in subsequent
years In December 2013 the OEB issued a Decision and Order approving the establishment of
specific deferral accounts for CNPIl and APl to recognize these amounts as long term regulatory
assets which will be disposed of in future cost of service proceedings subject to the OEB's

prudence review at that time The Corporation will record a corresponding increase in retained

Amember firmof Ernst  Young Global Limited



FortisOntario Inc

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

in thousands of dollars

December 31 2013

earnings for the amount of 10,363 as of January 1 2014 and recognize 10,363 in long term
regulatory assets The net charge to the Corporation's retained earnings will be 3,167 as a result

of the adoption of Section 3462

For future years pension and other retirement benefit expense will differ from amounts recognized
under current standards in CPA Handbook Section 3461 Employee Future Benefits The effect on
the future financial statements of the Corporation is unknown However there is a potential for
these differences to be material as the new standards will result in @ More volatile pension and
other retirement benefit expense The Corporation made an application to the OEB for CNPI and
APl to continue to account for pension and other retirement benefits under the current
Section 3461 until such time as the effect of these accounting standard changes can be flowed
through to customers under the OEB regulated rate environment In December 2013 the OEB
issued a Decision and Order approving the establishment of specific variance accounts for CNPI
and API to recognize the difference in expense between CPA Handbook sSections 3461 and 3462
as long term regulatory assets or liabilities Which win be disposed of in future cost of service

proceedings subject to the OEB's prudence review at that time

Regulation

CNPI
The transmission and distribution rates of CNPI| are based upon cost Ofservice rate regulation by
the OEB Earnings are regulated onN the basis of a rate of return ON rate base plus a recovery of al

allowable distribution costs of CNPI

On May 11 2012 CNPI filea a Cost of Service Application for electricity distribution rates
effective January 1 2013 The application included the integration of smart meter costs into rate
base the recovery of stranded assets related to conventional meters and a rate rider designed to
capture additional smart meter expenditures forecast to the end of 2012 The application also
proposed changes to accounting policy and estimates for utility capital assets Since the majority
of distributors in Ontario are transitioning to International Financial Reporting Standards

IFRS and the OEB is requiring consistency amongst distributors CNPI updated amortization
rates and its capitalization of overhead policy effective for 2013 The OEB commissioned an
amortization study which was used as a guideline in updating the amortization rates Consistent
with International Accounting Standard 16 under IFRS CNPI proposed that indirect overhead not

be capitalized

The OEB issued «= Final Decision and Order on December 20 2012 for new rates effective

January 1 2013 which resulted in a 6.8 increase for the average residential consumer in
Fort Erie a 5.9 increase for the average residential consumer in Gananoque and a 7 .4 increase
for the average residential consumer in Port Colborne effective January 1 2013 The Decision

and Order provides an 8.93 return on equity ROE with a 6040 debt equity structure

Amember firmof Ernst  Young Global Limited



FortisOntario Inc

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

in thousands of dollars

December 31 2013

On August 16 2013 CNPI filea its 2014 4ath Generation Incentive Rate setting Application
IRM for electricity distribution rates effective January 1 2014  This application = based on

the OEB's guidelines for 4th Generation Incentive Regulation Mechanism

On January 9 2014 the OEB issued us Decision and Order T CNPI the final 4th Generation
Incentive Price Index was 1 5 comprising 1 .7 inflation a O productivity factor and a 0.45
stretch factor ie 1.7 0.45 Rates are effective January 1 2014 The overall bin
impact for the average residential consumer is a 0.9 increase in Fort Erie a 0.8 increase for the

average residential consumer in Gananoque and a 02 increase for the average residential

consumer in Port Colborne

API
The distribution rates of APl are based upon cost Ofservice rate regulation by the OEB Earnings
are regulated on the basis of a rate of return ON rate base plus a recovery of an allowable

distribution costs of API

API is subject to the Ontario Regulation 33507 which is the Rural and Remote Rate Protection
subsidy program RRRP The RRRP is calculated as the deficiency between the approved
revenue requirement from the OEB and current customer aistribution rates adjusted for the
average rate increase across the Province of Ontario API qualifies for this subsidy because it has
less than seven customers per kilometre and a service area that extends beyond 10,000 kilometres
Al general service and large customer classes have been reclassified as residential class under

Ontario Regulation 44507

In June 2010 API filea a cost of service electricity distribution rate application On November 11
2010 APl received a Decision and Order for NEW rates effective December 1 2010 to
December 31 2011 The total rate increase impact to AP|I was approximately 3.8 which
includes an RRRP adjustment factor of 2.5 as established by the OEB as being the average rate

increase to customers across Ontario for 2009 The application was based on a debt equity

structure of 6040 and requested an ROE of 9.85

On September 15 2011 API filea for an incentive based electricity distribution rate application
with the OEB for rates effective January 1 2012 API proposed a solution that would index both
the electricity rates and the RRRP funding The IRM  maintained an ROE of 9.85 with a
6 40 debt equity structure In is Decision dated March 5 2012 the OEB approved a price
cap index of 281 for customers subject to RRRP funding and 038 for those customers not
subject to RRRP funding RRRP funding for 2012 was set at 11,314

On october 22 2012 API filea an incentive based distribution rates application for rates effective

January 1 2013 On March 28 2013 the OEB issued s Decision and Order for API's 2013

distribution rates and smart meter initiative cost recovery ON the basis of the 3rd Generation

Amember firmof Ernst  Young Global Limited



FortisOntario Inc

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

in thousands of dollars

December 31 2013

Incentive Rate Mechanismm and Ontario Regulation 44201 the overall revenue requirement
increased by 0.88 inflationary increase of 22 less a productivity factor of 0.72 and a stretch
factor of 0.6 Residential and commercial customer's rates were adjusted by the average
increase in rates of all other distributor's rate changes in the most recent rate year a 3.75
increase in distribution rates while Seasonal and street lighting customers realized a 0.88
increase equivalent to the IRM adjustment The difference in recovery from rates and the revenue
requirement is compensated in the RRRP funding The Decision and Order also stipulated that
APl will recover the smart meter costs allocated to the Residential R1 class through the RRRP
funding mechanism while the smart meter costs allocated to Seasonal customers will be collected
through a rate rider The RRRP funding for 2013 is 12,369 AlIl rates adjustments and changes
to RRRP funding were effective January 1 2013

On August 16 2013 API filea an application with the OEB seeking approval to change
distribution rates effective January 1 2014 based on the 4th Generation Incentive Regulation
Mechanism On December 19 2013 the OEB issued a Procedural Order in respect of API's 2014
4th Generation Incentive Rate Setting Application This Procedural Order made API's current
distribution rates interim as of January 1 2014 and ordered a written review of the circumstances
that May have influenced the assignment of a stretch factor for API Final submissions in this

matter are due on February 14 2014 and a final decision s expected in March 2014

Cornwall Electric

Cornwall Electric is subject to a ratesetting mechanism under the Franchise Agreement which is
the retail rate and service agreement between Cornwall Electric and The Corporation of the City of
Cornwall The rate setting mechanism is based on a price cap with commodity cost flow through
The base revenue requirement is adjusted annually for inflation load growth number of customers

and premises vacancies The rate years covering the operations for 2013 are from July 1 2012 to
June 30 2013 and from July 1 2013 to June 30 2014

Materials and supplies

Materials and supplies are recorded at average cost Materials and supplies expensed to operating
expenses in 2013 were 191 2012 286

Amember firmof Ernst  Young Global Limited



FortisOntario Inc

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

in thousands of dollars

December 31 2013

Utility capital assets change in capitalization policy and service life of utility

capital assets
a Nature of distribution transmission and generation assets

Distribution assets
Distribution assets are those used to distribute electricity at lower voltages generally below

50 kilovolts These assets include poles towers and fixtures |lOW voltage wires transformers
overhead and underground conductors street lighting meters metering equipment and other

related equipment

Transmission assets
Transmission assets are those used to transmit electricity at higher voltages generally at

50 kilovolts and above These assets include poles wires and conductors substations support
structures and other related equipment

Generation assets

Generation assets are those used to generate electricity These assets include thermal generating
stations gas turbines and other related equipment

b Service life ranges and average remaining service life of utility capital assets

The service life ranges and average remaining service @ of the utility capital assets are as

follows

Average remaining

Service life range years service life years
Distribution 10 to 50 33.0
Transmission 25 to 50 24.0
Generation 25 to 50 14.2
Utility capital assets are stated at cost less accumulated amortization Amortization is provided
over the estimated useful lives of the utility capital assets using the straightiine method at a
composite rate of 2.5 2012 3.0
Contributions in aid of construction represent funding of utility capital assets contributed by

customers These accounts are being reduced annually by an amount equal to the charge for

amortization provided on the contributed portion of the assets involved

Amember firmof Ernst  Young Global Limited



FortisOntario Inc

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

in thousands of dollars

December 31 2013

C Change in capitalization policy and service @ of utility capital assets

General expenses capitalized GEC are capitalized overhead costs that are not directly
attributable to specific utility capital assets but relate to the Corporation's overall capital program
Prior to 2013 GEC was permitted to be capitalized by the OEB's Distribution Rate Handbook and
Accounting Procedures Handbook In 2012 CNPI filed a cost of service application with the
OEB based on a 2013 Test Year The OEB is currently using modified IFRS as an accounting
basis AS discussed in Regulation above CNPIl had proposed changes to its capitalization policy
in its cost of service application These changes encompass adjustments to the useful lives of
assets changes to labour rates and the elimination of GEC The impact of these changes has
resulted in higher operating expenses and lower amortization expense CNPI had requested the
recovery of these changes in distribution rates The changes were approved by the OEB and were

incorporated on January 1 2013 in CNPI

Due to an OEB mandate for comparability and consistency a@mong an regulated utilities API and
Cornwall Electric incorporated changes to their capitalization policies consistent with CNPI as
discussed above The impact of these changes has resulted in higher operating expenses and lower
amortization for APl and Cornwall Electric APl as permitted by the OEB has recognized the
financial differences arising as a result of accounting changes to amortization expense and

capitalization policies note 17

The statement of income and retained earnings reflects a decrease in amortization for the year
ended December 31 2013 by approximately 3,200 as a result of the changes in accounting
estimates AS well the statement of income and retained earnings reflects an increase in operating

expenses of approximately 3,100 due to the elimination of GEC
These changes were accounted for prospectively for regulatory purposes and due to the complex

nature of assigning overhead costs to property plant and equipment the Corporation could not

reasonably quantify the retrospective impact of these changes

Amember firmof Ernst  Young Global Limited



FortisOntario Inc

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

in thousands of dollars

December 31 2013

Intangible assets

Intangible assets are stated at cost less accumulated amortization Amortization is provided over

the estimated useful lives of the intangible assets using the straightiine method
The service @ ranges and average remaining service g of the intangible assets are as follows

Average remaining

Service life range years service life years
Software costs 5to 10 5.7
Land and transmission rights 33 to 40 32.0
Other 50 30.3

Asset retirement obligations

ASPE requires the recognition of an asset retirement obligation in the period during which a iegal
obligation associated with the retirement of a tangible long lived asset is incurred and when a

reasonable estimate of this amount can be made

The Corporation has determined that there are asset retirement obligations associated with some
parts Of its transmission distribution and generation systems however none of these are material

or require recognition under Section 3110 of the CPA Handbook

Long term investments

The Corporation accounts for its long term investments using the cost method

Goodwill

Goodwill represents the excess of the acquisition cost of the shares of CNPI cornwall Electric
and Eastern Ontario Power Inc amalgamated with CNPI as of January 1 2004 over the assigned
value of identifiable net assets acquired as well as the excess of the purchase price of the
remaining ut§y capital assets of Port Colborne Hydro Inc PCHI over the fair value of these

assets note

ASPE requires that goodwill shall be tested for impairment whenever events or changes in
circumstances indicate that the carrying amount of the reporting unit to which the goodwill is
assigned may exceed the fair value of the reporting unit Any impairment in value is charged to

earnings during the year

Amember firmof Ernst  Young Global Limited



FortisOntario Inc

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

in thousands of dollars

December 31 2013

Other assets

Other assets are amortized over their useful lives

Revenue recognition

Revenue from the sale transmission and distribution oOf electricity is recognized oOnNn the accrual
basis Electricity is metered upon delivery to customers and is recognized as revenue using
approved rates when consumed Meters are read periodically and bills are issued to customers
based on these readings Atthe end of the year a certain amount of consumed electricity will not
have been billed Electricity that is consumed but not yet billed to the customers is estimated and
accrued as revenue in the current year Unbilled revenue included in accounts receivable as at

December 31 2013 is 14,889 2012 12,792

The Corporation of the City of Cornwall Franchise Agreement provides that Cornwall Electric sets
electricity rates such that Cornwall Electric is guaranteed an annual gross margin on power sold of

12,815 2012 12,631 This guaranteed gross margin covers the rate years from July 1 2012
to June 30 2013 and from July 1 2013 to June 30 2014 The guaranteed gross margin is accrued

on a PrOrated basis over the course of the year

Operating lease

The Corporation had previously entered into an operating lease which expired in April 2012 with
the City of Port Colborne whereby the Corporation operated and maintained the City of Port
Colborne's electricity distribution assets and provided service to the residents of Port Colborne
The Corporation recognized all revenue relating to this agreement in operating revenue and
recorded the cost of the lease as operating lease expense On April 16 2012 subsequent to the
expiration of the lease the remaining utility capital assets of PCHI were acquired by the

Corporation note

Foreign currency translation

Monetary assets and liabilities denominated in foreign currencies are translated into Canadian
dollars at the exchange rate prevailing at the consolidated balance sheet date Gains and losses on
translation are included in the consolidated statement of earnings and retained earnings Revenue

and expenses are translated atthe exchange rate prevailing on the transaction date

Amember firmof Ernst  Young Global Limited



FortisOntario Inc

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

in thousands of dollars

December 31 2013

Employee benefit plans

The Corporation accrues its obligations under employee benefit plans The cost of pension
benefits and other retirement benefits earned by employees is actuarially determined using the
projected benefit method prorated on service and management's best estimate of discount rates
salary escalation retirement ages of employees and expected health care costs Pension plan
assets are valued at Eu value The excess of any cumulative net actuarial gain loss over 1 O of
the greater of the benefit obligation and the fair value of plan assets is amortized over the average

remaining service period of active employees

Effective January 1 2014 the Corporation will adopt new CPA Handbook Section 3462
Employee Future Benefits See Future accounting policy changes above for a detailed discussion

on these changes
Income taxes

The Corporation follows the asset and liability method of accounting for income taxes Under this
method future tax assets and liabilities are recognized for the temporary differences between the
tax and accounting bases of assets and liabilities Future tax assets and liabilities are measured
using the enacted and substantively enacted tax rates expected to apply to taxable income in the
period in which the temporary differences are expected to be recovered or settled The
Corporation recognizes regulatory assets and liabilities related to future tax assets and liabilities

for the amount of future iNncome taxes expected to be recovered from customers in future
electricity rates for CNPIl and API

Use of estimates

The preparation of financial statements in conformity with ASPE 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 consolidated financial statements and the
reported amounts of revenue and expenses during the reporting period Actual results May vary
from the current estimates These estimates are reviewed periodically and as adjustments become

necessary they are reported in earnings in the period in which they become known
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FortisOntario Inc

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

in thousands of dollars

December 31 2013

3 ACQUISITION OF THE REMAINING UTILITY CAPITAL ASSETS OF
PORT COLBORNE HYDRO INC

On April 16 2012 the Corporation acquired all of the remaining utility capital assets oOf PCH' In
April 2011 the Corporation had provided the Corporation of the City of Port Colborne and PCHI
an irrevocable written notice of CNPI's election to exercise the purchase option under the

operating lease agreement at the purchase option price of 6,900

PCHI is regulated under the OEB and thus its determination of revenue and earnings is based on
regulated rates of return that are applied to historical values which do not change with a change of
ownership of the assets Therefore for an of the remaining utility capital assets associated with
PCHI no fair market value adjustments were recorded as part of the purchase price because all of
the economic benefits and obligations associated with them beyond regulated rates of return
accrue to the customers Accordingly the book value of the remaining utility capital assets of
PCHI transferred to the Corporation has been assigned as fair value for the purchase price

allocation

The following table summarizes the fair value of the assets assumed at the date of acquisition

Utility capital assets 2,882

Goodwill 4,018

Total purchase price 6,900
10
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FortisOntario Inc

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31 2013

in thousands of dollars

4 UTILITY CAPITAL ASSETS

Utility capital assets consist of the following

Transmission
Distribution
Generation

Other

Transmission
Distribution
Generation

Other

The amounts above include

subject to amortization

Cost

26,278
304,276
15,877
46,087
392,518

Cost

23,351
281,814
15,657
45,963
366,685

assets under construction of

A member firm of Emnst

8,193

2013
Accumulated

amortization

12,251
130,407
9,706
27,574
179,938

2012
Accumulated

amortization

11,807
124,713
9,199
27,564
173,283

2012

Young Global Limited

4,749

Net book

value

14,027
173,869
6,171
18,513
212,580

Net book

value

11,544
157,101
6,358
18,399
193,402

which are not

11



FortisOntario Inc

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

in thousands of dollars

December 31 2013

5 INTANGIBLE ASSETS

Intangible assets consist of the following

2013
Accumulated Net book
Cost amortization value
Software costs 14,649 8,794 5,855
Land and transmission rights 27,788 5,884 21,904
Other 406 101 305
42,843 14,779 28,064
2012
Accumulated Net book
Cost amortization value
Software costs 13,445 7,772 5,673
Land and transmission rights 27,317 5,192 22,125
Other 406 91 315
41,168 13,055 28,113
The Corporation's long term investments are summarized as follows
2013 2012
Investment in COMMON shares of Westario Power
Holdings Inc 2,076 2,076
Investment in COMMON shares of Rideau St Lawrence
Holdings Inc 452 452
Investment in Class B preferred shares of Niagara Power
Incorporated 1,293 1,293
3,821 3,821

Through the ownership of the Class B preferred shares of Niagara Power Incorporated the

Corporation holds a 1 0 economic interest in Grimsby Power Inc

12

Amember firmof Ernst  Young Global Limited



FortisOntario Inc

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

in thousands of dollars

December 31 2013

7 EMPLOYEE BENEFIT PLANS

The Corporation maintains three defined benefit pension plans and two defined contribution
pension plans providing pension benefits and three defined benefit plans providing other
retirement benefits to Most of s employees The Corporation also makes contributions to the
Ontario Municipal Employees Retirement System OMERS plan on behalf of some of i
employees OMERS is a mMmultiemployer defined benefit pension plan providing pension benefits

and is accounted for as a defined contribution pension plan

Information about the Corporation's defined benefit plans for the Corporation CNPIl and Cornwall

Electric is as follows

Pension benefit plans Other retirement plans
2013 2012 2013 2012
Accrued benefit obligation
Balance beginning of year 26,187 23,654 11,457 9,913
Current service cost 387 349 138 121
Interest cost 1,082 1,184 457 516
Benefits paid 1,505 1,566 627 510
Actuarial losses gains 782 2,274 1,021 1,417
Plan amendments 292
Balance end of year 25,369 26,187 10,404 11,457
Plan assets
Fair value beginning of year 24,354 22,789
Actual return on plan assets 1,525 1,666
Contributions 1,722 1,718 627 510
Benefits paid 1,505 1,566 627 510
Plan expenses 158 253
Fair value end of year 25,938 24,354
Funded status surplus deficit 569 1,833 10,404 11,457
Unamortized amounts
Actuarial losses 5,030 6,478 2,344 3,454
Prior service costs 261 311
Transitional obligation 289 321
Accrued benefit asset liability 6,149 5,277 8,060 8,003
13
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FortisOntario Inc

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

in thousands of dollars

December 31 2013

The measurement date for the plan assets and the accrued
2013 The effective date of the MoOst recent actuarial valuation was as of December

i= December 31 2014

the date of the next required valuation for funding purposes

The plan assets held at the measurement date are represented by the following categories

Canadian equity funds

U S equity funds

EAFE equity funds

Canadian fixed income funds

Cash and short term investments

As at December 31 2013 one of the two defined

benefit pension

benefit

obligation

December 31
31 2011 and

15
13
12
56

plans had a net accrued benefit

liability of 315 2012 325 This plan had no plan assets in 2013 or 2012

A member firm of Emnst

Young Global Limited
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FortisOntario Inc

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

in thousands of dollars

December 31 2013

Included in the accrued pension benefit liability as at December 31 2013 s an unfunded defined
contribution plan pension liability of 1,038 2012 890 relating to the supplementary employee

retirement plan

Pension benefit plans Other retirement plans
2013 2012 2013 2012
Significant assumptions used
Discount rate beginning of period 4.20 5.10 4.40 5.25
Discount rate end of period 4.80 4.20 4.90 4.40
Expected long term rate of return on
plan assets 6.00 625
Rate of compensation increase 4.00 400
Initial  health care trend rate 5.96 6.51
Average remaining service period of
active employees years 6 7 1417 1317
Net benefit expense for the year
Current service cost 562 524 102 121
Interest cost 1,082 1,184 457 516
Expected return on plan assets 1,450 1,411
Actuarial losses 529 310 88 80
Amortization of transitional obligation
and past service costs 82 42 46
Net benefit expense 805 649 647 763

Effective  July 1 2009 employees of the distribution division of Great Lakes Power Limited

GLPL were transferred to APl The employees were members of the Retirement Fund of
GLPL prior to July 1 2009 The Retirement Fund of APl formerly Retirement Fund of Great
Lakes Power Distribution was established for employees transferred to APl On Jvanuary 27
2011 the Financial Services Commission of Ontario approved the transfer of assets from the
GLPL Pian to the Retirement Plan of APl On April D 2011 assets in the amount of 16,192
were transferred with respect to the employees benefits accrued prior to July 1 2009 in the GLPL
Plan as well as benefits in the GLPL Plan for inactive members formerly employed by the
distribution division of GLPL

15
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FortisOntario Inc

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

in thousands of dollars

December 31 2013

Information about the Corporation's defined

Accrued benefit obligation
Balance beginning of year
Current service cost
Interest cost

Employee contributions
Benefits paid

Actuarial losses gains
Plan amendments

Balance end of year

Plan assets

Fair value beginning of year
Actual return on plan assets
Contributions

Benefits paid

Fair value end of year

Funded status deficit

Unamortized amounts
Actuarial losses
Transitional obligation
Prior service costs

Accrued benefit asset liability

The measurement date for the plan assets

2013 The effective date of the most recent

benefit plans for APl is as follows

Pension benefit plans Other

2013

23,934
534
1,046
166

873

1,191

23,616

19,645

1,894

1,046

873

21,712

1,904

4,007

177

2,280

and the accrued

actuarial valuation

2012

20,772
414
1,003
153

873

2,375

23,934

18,136
1,492
890

873

19,645

4,289

6,211

221

2,143

benefit obligation

retirement plans

2013 2012

7,136 5,859
284 172
306 311
124 118

1,020 912
184

6,766 7,136
124 118
124 118

6,766 7,136
823 1,895
429 624
170

5,344 4,617

i= December 31

was as of July 1 2012 and the date

of the next required valuation for funding purposes is July 1 2015

A member firm of Emnst

Young Global Limited
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FortisOntario Inc

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31 2013

The plan assets held at the measurement date are represented by the following categories

Canadian equity funds

U S equity funds
EAFE equity funds
Canadian fixed income funds

Cash and short term investments

As at December 31 2013 one of the defined benefit pension

liability of 135 2012 126 This plan had no plan assets in 2013 or 2012

Significant assumptions used

Discount rate beginning of period

Discount rate end of period

Expected long term rate of return on
plan assets

Rate of compensation increase

Initial  health care trend rate

Average remaining service period of

active employees years

Net benefit expense for the year

Current service cost

Interest cost

Expected return on plan assets

Actuarial losses

Amortization of transitional obligation
and past service costs

Net benefit expense

in thousands of dollars

Pension benefit plans

2013

4.40
5.00

6.00
4.00

14

503
1,046
1,176

275

44
692

18
17
16
47

plans had a net accrued benefit

2012

5.30
4.40

6.25
4.00

14

414

1,093
1,130
150

44
571

The total expense for the Corporation's defined contribution pension

to 436 2012 393 The pension
408

cost associated with the OMERS plan was

A member firm of Emnst

plans for

2013

4.40
5.00

6.53

16

281

306

52

209
848

Young Global Limited

Other retirement plans

2012

5.25
4.40

17

172
311

24

195
702

the year amounted

2012
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FortisOntario Inc

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31 2013

8 INCOME TAXES

The following is a reconciliation of the combined

tax rate

Statutory income tax rate

Impact of future tax rate adjustments

Prior year adjustments on smart meters

Future income taxes transferred
Other

Effective income tax rate

to regulatory

in thousands of dollars

statutory income tax rate to the effective

2013

26.50

1.45

assets 5.09

0.67

23.53

The provision for recovery Of income taxes consists of the following

Current income taxes
Future income taxes

Future income taxes transferred

Future income taxes are provided for temporary differences Future tax assets and

December 31 are comprised of the following

Future tax assets liabilities
Utility capital assets
Employee future benefits
Rate mitigation accrual

Other assets

Net future tax assets liab

to regulatory assets

2013

2,446

1,065

2,886

2013

3,684
1,593
2,136
131
86

Amember firmof Ernst  Young Global Limited

625

income

2012

26.50
10.45

4.10
0.64

11.31

2012

2012

2,834
1,613

2,297
97
979
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FortisOntario Inc

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

in thousands of dollars

December 31 2013

O RELATED PARTY TRANSACTIONS

During the year the Corporation entered into transactions with related parties summarized as

follows
2013 2012
Receipts
Dividends on cOmmMmon shares of
Westario Power Holdings Inc 56 67
Rideau St Lawrence Holdings Inc 13 13
Niagara Power Incorporated 43 8
Interest ON shortterm loan to Fortis INC 15
Services provided to
Westario Power Holdings Inc 210 400
FortisAlberta Inc 14 13
Fortis INC 11 69
Fortis Properties Corporation 16 118
Fortis Generation East Limited Partnership 547 115
Grimsby Power Inc 93 178
Payments
Dividends to Fortis INC 4,000 4,000
Purchased power from Fortis Properties Corporation 744
Purchased power from Fortis Generation East Limited Partnership 1,483 246
Services provided by
Fortis INc 613 602
Newfoundland Power Inc 24 18
Maritime Electric Company Limited 2 4
FortisAlberta Inc 13

Westario Power Holdings Inc
FortisBC Inc

These transactions are in the normal course of operations and are measured at the exchange

amount which is the amount of consideration established and agreed to by the related parties

19
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FortisOntario Inc

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

in thousands of dollars

December 31 2013

As at December 31 the amounts due from

tO related parties are summarized as follows

2013 2012
Fortis INc 60 30
FortisAlberta Inc 5
Grimsby Power Inc 14 7
Westario Power Holdings Inc 39 108
Fortis Generation East Limited Partnership 84 23
86 122

Details of the relationships with related parties are as follows

Fortis INC owns a 100 interest in the capital stock of the Corporation

Maritime Electric Company Limited is a wholly owned subsidiary of Fortiswest INC which
itself is a wholly owned subsidiary of Fortis INnc

Fortis Properties Corporation i a wholly owned subsidiary of Fortis INnc

Newfoundland Power Inc is a wholly owned subsidiary of Fortis INnc

Westario Power Holdings Inc is 1 O owned by the Corporation

FortisAlberta INc is a wholly owned subsidiary of Fortis INC

The Corporation owns 10 class B preferred shares of Niagara Power Incorporated

The Corporation indirectly owns 10 of Grimsby Power Inc through the ownership of the
Class B preferred shares in Niagara Power Incorporated

Fortis Generation East Limited Partnership = a wholly owned subsidiary of Fortis INnc

FortisBC Inc is a wholly owned subsidiary of Fortis INncC

20
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FortisOntario Inc

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

in thousands of dollars

December 31 2013

10 LONG TERM DEBT

Long term debt consists of the following

2013 2012
7.092 senior unsecured notes due August 14 2018
Canadian Niagara Power Inc 30,000 30,000
Cornwall street Railway Light and Power Company Limited 22,000 22,000
5.118 senior unsecured notes due December 16 2041
Algoma Power Inc 52,000 52,000
Unamortized debt issue costs 716 788
103,284 103,212

The senior unsecured notes of CNPIl and Cornwall Electric bear interest at 7.092 and are
repayable at maturity on August 14 2018 Interest expense oOn long term debt for the year was

3,688 2012 3,710

The senior unsecured notes of API bear interest at 5.118 and are repayable at maturity on

December 16 2041 interest expense for the year was 2,660 2012 2,654

11 CAPITAL STOCK

The authorized and issued capital stock consists of 1,001 COMMON shares without par value

12 AMORTIZATION

The amortization of utility capital assets and other assets consist of the following

2013 2012
Amortization of utility capital assets 9,249 10,780
Amortization of intangible assets 1,740 1,998
Amortization of contributions in aid of construction 499 668
10,490 12,110
21
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FortisOntario Inc

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

in thousands of dollars

December 31 2013

13 CONSOLIDATED STATEMENT OF CASH FLOWS

The net change in NON cash working capital balances related to operations consists of the

following

2013 2012
Accounts receivable 347 3,523
Due fromto related parties 208 4,838
Materials and supplies 80 93
Prepaid expenses 32 186
Accounts payable and accrued liabilities 3,600 586
Regulatory assetsliabilities 1,890 379
Income taxes recoverable payable 194 808

1,877 207
Supplemental cash flow information

2013 2012
Interest paid 6,603 6,493
Income taxes paid 3,005 2,220

14 COMMITMENTS AND CONTINGENCIES

The Corporation has a building lease agreement untit December 31 2014 with annual rent

operating costs and municipal taxes of 595

The Corporation is contingently liable under certain issued letters of credit amounting to 14,300

15 FINANCIAL RISK MANAGEMENT

The Corporation is primarily exposed to credit risk liquidity risk and market risk as a result of

holding financial instruments in the normal course of business

Credit risk Risk that a third party to a financial instrument might fail to meet its obligations

under the terms of the financial instrument

22
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FortisOntario Inc

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

in thousands of dollars

December 31 2013

Liquidity risk Risk that an entity will encounter difficulty in raising funds to meet
commitments associated with financial instruments
Market risk Risk that the fair value or future cash flows of a financial instrument will

fluctuate due to changes in market prices

Credit risk

For cash trade and other accounts receivable due from customers the Corporation's credit risk is

limited to the carrying values oOnN the consolidated balance sheet

The Corporation is exposed to credit risk from its distribution customers but has various policies
to minimize this risk These policies include requiring customer deposits performing
disconnections and using thirdparty collection agencies for overdue accounts The Corporation
has a large and diversified distribution customer base which minimizes the concentration of credit

risk

The aging of the Corporation's consolidated trade and other receivables due from customers is as

follows
201

3
Not past due 26,078
Past due 030 days 644
Past due 3160 days 154
Past due 61 days and over 339
27,215
Less allowance for doubtful accounts 344
26,871

Liquidity risk

The Corporation's exposure to liquidity risk is Minimal Financing of regulated capital and other
expenditures is done through internally generated funds These funds are a result of allowable
rateregulated returns and recoveries under the OEB rate regulation mechanism and the Cornwall

Electric Franchise Agreement as described in note 2

The Corporation is a subsidiary of Fortis INC a large investorowned utiity which has had the
ability to raise sufficient and cost effective financing However the ability to arrange financing

on a gOforward basis is subject to numerous factors including the results of operations and

23
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FortisOntario Inc

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

in thousands of dollars

December 31 2013

financial position of Fortis INnc and

markets ratings assigned by rating agencies and general

Also to mitigate any liquidity

revolving credit facilities and letters of credit

its subsidiaries conditions

unused The revolving credit facilities and

facilities

basis The following summary outlines the credit facilities

Total credit facilities
Letters of credit outstanding
Shortterm loan outstanding

Credit facilities available

The facilities

interest at the bankers acceptance rate plus 1.20 in the case of bankers acceptances

totalling

in the capital

economic conditions

of the Corporation

of the subsidiaries are guaranteed by the Corporation

bank's prime lending rate plus 0.25 in the case of bank loans

The following is an analysis of the contractual

as at December 371 2013

Accounts payable and
accrued liabilities
Government remittances payable
Customer deposits
Shortterm loan payable
Long term payable
Long term debt

1 year

21,208
219
559

3,000

24,986

1 3 years

308
375

683

A member firm of Emnst

4 5 years

622

52,000

52,622

2013

30,000

14,300
3,000

12,700

The credit facil

maturities of the Corporation's financial

5 years

52,000

52,000

Young Global Limited

and bank credit

risk certain subsidiaries of the Corporation have committed
30,000 of which 12,700 is

letters Of credit facilities are renewed on an annual

2012

30,000
14,300
3,000
12,700

ies bear

and at the

liabilities

Total

21,208
219
1,489
3,000
375

104,000
130,291
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FortisOntario Inc

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

in thousands of dollars

December 31 2013

Market risk
Interest rate risk

Long term debt is at fixed interest rates thereby minimizing cash flow and interest rate fluctuation
exposure The Corporation is primarily subject to risks associated with fluctuating interest rates
on s shortterm borrowings AsS at December 31 2013 the Corporation's shortterm borrowings
is 3,000 2012 3,000

16 CAPITAL MANAGEMENT

The Corporation manages the capitai of CNPl and APl to approximate the deemed capital
structure reflected in the utility's customer rates or anticipated future rates For CNPl effective
January 1 2013 the aistribution rates are based on a deemed capital structure of 60 debt and
40 equity CNPI's capital structure consists of thirdparty debt arffiiatea debt and common
equity but excludes unamortized debt issue costs APIl's distribution rates effective on
December 1 2010 are also based on a deemed capital structure of 60 debt and 40 equity

API's debt consists of thirdparty debt excluding unamortized debt issue costs

The managed capitai of CNPIl and APl combined is as follows

2013 Actual 2012 Actual
Debt 102,000 54 102,000 56
Equity 87,059 46 80,542 44
189,059 100 182,542 100

Certain of the Corporation's long term debt obligations and credit facility agreements have
covenants that restrict the issuance of additional debt such that subsidiary debt cannot exceed 75
of their respective capital structures as defined in the agreements As at December 31 2013 the

subsidiaries were in compliance with their debt covenants

17 REGULATORY ASSETS AND LIABILITIES

Regulatory assets and liabilities arise as a result of regulatory requirements

CNPI and API pay the cost of power on behalf of their customers and recover these costs through

retail billings to their customers The cost of power includes charges for transmission wholesale

market operations and the power itseif from Ontario's Independent Electricity System Operator
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FortisOntario Inc

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

in thousands of dollars

December 31 2013

The balance of the retail settlement variance account represents the costs that have not been
recovered from or settied through customers as of the consolidated balance sheet date The
OEB's Distribution Rate Handbook and Accounting Procedures Handbook allow these costs to be
deferred and recovered through future rate adjustments as discussed in note 2B in the absence of

rate regulation these costs would be expensed in the period they are incurred

The seasonal revenue accrual is related to previous shortfalls in revenue for APIl's contributions
from the seasonal customer class The total cost allocated to the seasonal customer class was
significantly higher than the total revenue generated through rates by that class INn order to
recover the full cost significant rate shock would have been incurred In aPr's 2008 OEB
Decision the OEB had accepted API's proposal to mitigate significant rate impacts to the seasonal
customer class by limiting the rate increase to 1 0 As a result of the new 2010 Decision API
will collect the past amounts due from the seasonal customer class over a five year period through
specific rate adders Effective with the NEW rates on December 1 2010 the seasonal customer

class rates are NOW designed to recover the full cost associated with this rate class

The OEB has the general power to include or exclude costs revenue gains or losses in the rates of

a specific period resulting in the timing of revenue and expense recognition which may aiffer in
the Corporation's regulated operations from those otherwise expected in NONregulated businesses
This change in timing gives rise to the recognition of regulatory assets and liabilities The

Corporation continually assesses the likelihood of recovery of its regulatory assets and believes

that its regulatory assets and liabilities will be factored into the setting of future rates as discussed
in note ZB If future recovery through rates is NO longer considered probable the appropriate

carrying amount will be written off in the period that the assessment is made

The Corporation of the City of Cornwall Franchise Agreement provides that Cornwall Electric is
guaranteed an annual gross margin on energy sold subject to regulatory adjustments The cost of
power is a flow through to the customers and the retail rates include an estimate of that power for
the upcoming rate year Variances occur as a result of actual gross margins differing from
guaranteed gross margins Gross margins will differ due to differences in the actual cost of power
and electric usage by customers from expected levels In the absence of rate regulation there
would be no guaranteed gross margin and Cornwall Electric's revenue would have been higher by
589 in 2013

In 2010 Cornwall Electric was subject to back charges in the amount of 1,250 as a result of
previous errors in the billing of cost of power by its electricity provider HQ Energy Marketing
Inc MEHQ As per agreement MEHQ is billing and collecting these amounts from Cornwall
Electric effective July 1 2011 over a five year period For 2013 an amount of 250 has been
recorded as current accounts payable and 375 has been recorded as a long term payable which

represents the balance of the back charges owing to MEHQ Since the cost of power is a flow
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FortisOntario Inc

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

in thousands of dollars

December 31 2013

through to the customers an equal offsetting amount of 625 is recognized as a regulatory asset to

be recovered from customers through future rate adjustments until July 2016

In 2013 upon approval by the OEB the Corporation integrated smart meters into rate base from
amounts previously held as regulatory assets in CNP| of 4,365 and APl of 3,262 as well as
removed stranded meter assets of 1,238 in CNPI| from utiity capital assets and recognized these

amounts as regulatory assets

In 2013 the smart meter revenue and expense balances previously held in regulatory assets were

transferred to the statement of earnings per the guidance provided in the OEB Accounting

Procedures Handbook The net disposition costs were 366 As discussed in note 2 under

Change in capitalization policy and service life of utility capital assets APl recorded a
regulatory liability of 669 in OEB account 1576 The following table provides the detailed

revenue and costs associated with these regulatory adjustments

Smart meters

Billed revenue 4,098
Less return ON equity previously booked 1,792

2,306
Amortization 2,217
Operating costs 151
Reduction in regulatory interest income 304
Net smart meter disposition costs 366
Transitional adjustments for API related to accounting 669

changes to amortization expense and capitalization policy

Other regulatory adjustments 1,035
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FortisOntario Inc

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

in thousands of dollars

December 31 2013

Regulatory assets and liabilities are not subject to a regulatory return however the balances
include an accrual for interest recoverable payable as permitted by the regulators The purpose of
the following table is to provide reconciliation between the regulatory assets and liabilities and the

remaining rebate period

Remaining

2013 2012 rebate
period
Current regulatory assets
Amounts approved in current rates 3,255 1,724 1 year
The Corporation of the City of Cornwall
franchise revenue variances 560 139 1 year
3,815 1,863
Long term regulatory assets
Amounts approved in current rates 798 2,264 2 years
Retail settlement and other variance accounts 2,992 3,122 2 years
The Corporation of the City of Cornwall
franchise revenue variances 2,504 3,514 2 years
Seasonal revenue accrual 760 760
Smart meter variance account 40 8,519 in ratebase
Future income taxes to be recovered from 2013
customers 5,328 5,040 Life of assets
Other 7
12,422 23,226
Current regulatory liabilities
Amounts approved in current rates 205 1 year
Ontario clean energy benefits 1,565 1,364 1 month
Other 67
1,632 1,569
Long term regulatory liabilities
Amounts approved in current rates 342 273 2 years
Future income taxes to be recovered from
customers 337 life of assets
Retail settlement and other variance accounts 3,850 2,761 2 years
Other 847 420
5,039 3,791
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

in thousands of dollars

December 31 2013

18 COMPARATIVE CONSOLIDATED FINANCIAL STATEMENTS

The comparative consolidated financial statements have been reclassified from statements

previously presented to conform to the presentation of the 2013 consolidated financial statements
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INDEPENDENT AUDITORS’ REPORT

To the Shareholder of
FortisOntario Inc.

We have audited the accompanying consolidated financial statements of
FortisOntario Inc., which comprise the consolidated balance sheet as at
December 31, 2014, and the consolidated statements of earnings and retained
earnings and cash flows for the year then ended, and a summary of significant
accounting policies and other explanatory information.

Management’s responsibility for the consolidated financial statements

Management is responsible for the preparation and fair presentation of these
consolidated financial statements in accordance with Canadian accounting
standards for private enterprises, and for such internal control as management
determines is necessary to enable the preparation of consolidated financial
statements that are free from material misstatement, whether due to fraud or error.

Auditors’ responsibility

Our responsibility is to express an opinion on these consolidated financial
statements based on our audit. We conducted our audit in accordance with
Canadian generally accepted auditing standards. Those standards require that we
comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance about whether the consolidated financial statements are free
from material misstatement.

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



We believe that the audit evidence W€ have obtained in our audit is sufficient and

appropriate to provide a basis for our audit opinion

Opinion

In our opinion the consolidated financial statements present fairly in all material
respects the financial position of FortisOntario INc as at December 31 2014
and the results of its operations and its cash flows for the year then ended in

accordance with Canadian accounting standards for private enterprises

Toronto Canada
February 4 2015

Amember firmof Ernst  Young Global Limited



FortisOntario Inc.

CONSOLIDATED BALANCE SHEET

[in thousands of dollars]

As at December 31

ASSETS

Current

Cash

Accounts receivable [note 14]
Income taxes recoverable

Due from related parties [note 8/
Materials and supplies
Regulatory assets [note 16]
Prepaid expenses

Total current assets

Utility capital assets, net [note 3]
Intangible assets, net [note 4]
Long-term investments /note 5/
Accrued pension benefits [note 6]
Future tax assets [rnote 7]

Other assets

Regulatory assets [note 16]
Goodwill

LIABILITIES AND SHAREHOLDER'S EQUITY
Current

Accounts payable and accrued liabilities /note 16]
Regulatory liabilities /note 16/

Due to related parties [note 8]

Short-term loan payable /note 14]

Total current liabilities

Long-term payable [notes 14 and 16]

Long-term debt [notes 9 and 14]

Accrued other retirement benefits /note 6]
Accrued pension benefits [note 6]

Contributions in aid of construction

Regulatory liabilities /note 16]

Total liabilities

Commitments and contingencies [note 13]

Shareholder's equity
Capital stock [note 10]
Contributed surplus
Retained earnings

Total shareholder's equity

See accompanying notes

Approved on behalf of the Board:

Director

2014 2013
$ $
[restated]
5,527 5,397
26,658 26,871
510 601
138 —
239 204
1,606 3,815
740 720
35,418 37,608
222,383 212,580
27,653 28,064
3,821 3,821
6,677 272
425 3,280
157 111
16,842 20,276
46,094 46,094
359.470 352,106
21,469 22,916
1,616 1,632
— 86
— 3,000
23,085 27,634
125 375
103,355 103,284
17,704 17,126
1,971 1,859
21,196 19,018
7,957 5,622
175,393 174,918
2 2
108,606 108,606
75,469 68,580
184,077 177,188
359.470 352,106

Director



FortisOntario Inc.

CONSOLIDATED STATEMENT OF EARNINGS
AND RETAINED EARNINGS

[in thousands of dollars]

Year ended December 31

2014 2013
$ $
[restated]
REVENUE
Sale of energy 133,250 131,564
Distribution 50,728 49,840
Transmission 4,854 4,856
Other 3,621 3,553
192,453 189,813
EXPENSES
Cost of power purchased 132,659 130,930
Operating 29,675 29,318
Amortization [note 11] 9,783 9,492
172,117 169,740
Operating earnings before the following 20,336 20,073
Dividend income [note 8] 115 112
Other regulatory adjustments [note 16] (710) (1,035)
Interest expense [notes 9 and 14] (6,660) (6,596)
Earnings before income taxes 13,081 12,554
Provision for income taxes [note 7] 2,192 2,962
Net earnings for the year 10,889 9,592
Retained earnings, beginning of year as previously reported 70,644 65,263
Retroactive adjustments for transition to new CPA
Handbook Section 3462 [note 2] (2,064) (2,275)
Retained earnings as restated, beginning of year 68,580 62,988
Dividends paid [note 8] (4,000) (4,000)
Retained earnings, end of year 75,469 68,580

See accompanying notes



FortisOntario Inc.

CONSOLIDATED STATEMENT OF CASH FLOWS

[in thousands of dollars]

Year ended December 31

OPERATING ACTIVITIES
Net earnings for the year
Add (deduct) items not affecting cash
Amortization
Future income taxes
Loss (gain) on disposal of utility capital assets
Accrued pension benefits
Accrued other retirement benefits
Long-term regulatory assets and liabilities
Accrued pension benefits
Accrued other retirement benefits

Net change in non-cash working capital balances

related to operations [note 12]
Cash provided by operating activities

INVESTING ACTIVITIES

Additions to utility capital assets
Additions to intangible assets

Proceeds on sale of utility capital assets
Decrease in other assets

Cash used in investing activities

FINANCING ACTIVITIES

Decrease in long-term payable

Repayment of short-term loan payable
Dividends paid

Increase in contributions in aid of construction
Cash used in financing activities

Net increase in cash during the year
Cash, beginning of year
Cash, end of year

See accompanying notes

2014 2013
$ $
[restated]
10,889 9,592
10,783 10,490
2,855 1,141
(161) 35
3,719) 1,137
1,253 1,568
5,769 5,663
2,574) (2,359)
(675) (711)
24,420 26,556
771 1,877
25,191 28,433
(19,469) (22,548)
(1,327) (1,724)
227 415
25 813
(20,544) (23,044)
(250) (250)
(3,000) —
(4,000) (4,000)
2,733 2,046
4,517) (2,204)
130 3,185
5,397 2,212
5,527 5,397




FortisOntario Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

[in thousands of dollars]

December 31, 2014

1. BASIS OF PRESENTATION

The consolidated financial statements include the accounts of FortisOntario Inc. [the
“Corporation”] and its wholly owned subsidiarics, Canadian Niagara Power Inc. [“CNPI’],
FortisOntario District Heating Inc. [formerly 1161557 Ontario Inc.], Cornwall Street Railway,
Light and Power Company Limited [“Cornwall Electric”], and Algoma Power Inc. [“API”].

The principal businesses of the Corporation are the generation of electricity and the transmission
and distribution of electricity to customers within Ontario. Certain of these businesses are
regulated by the Ontario Energy Board [“OEB™].

2. BASIS OF ACCOUNTING AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

A.BASIS OF ACCOUNTING

These consolidated financial statements have been prepared in accordance with Canadian
accounting standards for private enterprises [“ASPE”], as per Part II of the CPA Handbook —
Accounting, which constitutes generally accepted accounting principles for non-publicly
accountable enterprises in Canada.

B. SIGNIFICANT ACCOUNTING POLICIES

Regulation

CNPI distribution

The distribution rates of CNPI are based upon cost-of-service rate regulation by the OEB.
Earnings are regulated on the basis of a rate of return on rate base plus a recovery of all allowable
distribution costs of CNPL.

On May 11, 2012, CNPI filed a Cost of Service Application for electricity distribution rates
effective January 1, 2013. The application included the integration of smart meter costs into rate
base, the recovery of stranded assets related to conventional meters and a rate rider designed to
capture additional smart meter expenditures forecast to the end of 2012. The application also
proposed changes to the accounting policy and estimates for utility capital assets. Since the
majority of distributors in Ontario are transitioning to International Financial Reporting Standards
[“IFRS”], and the OEB is requiring consistency amongst distributors, CNPI updated amortization
rates and its capitalization of overhead policy effective for 2013. The OEB commissioned an
amortization study, which was used as a guideline in updating the amortization rates. Consistent



FortisOntario Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

[in thousands of dollars]

December 31, 2014

with International Accounting Standard 16 under IFRS, CNPI proposed that indirect overhead
costs not be capitalized.

The OEB issued its Final Decision and Order on December 20, 2012 for new rates cffective
January 1, 2013, which resulted in a 6.8% increase for the average residential consumer in Fort
Erie, a 5.9% increase for the average residential consumer in Gananoque and a 7.4% increase for
the average residential consumer in Port Colborne effective January 1, 2013. The Decision and
Order approves a 2013 base revenue requirement of $18,966,180 and provides an 8.93% return on
equity [“ROE”] with a 60%/40% debt equity structure.

On August 16, 2013, CNPI filed its 2014 4th Generation Incentive Rate-setting Application
[“4GIRM™] for electricity distribution rates effective January 1, 2014. This application was based
on the OEB’s guidelines for 4th Generation Incentive Regulation Mechanism.  On January 9,
2014, the OEB issued its Decision and Order for CNPI; the final 4th Generation Incentive Price
Index was 1.25% comprising 1.7% inflation, a 0% productivity factor and a 0.45% stretch factor
[ie., 1.7% - (0% + 0.45%)]. Rates were effective January 1, 2014. The overall bill impact for the
average residential consumer in Fort Erie is a 0.9% increase, a 0.8% increase for the average
residential consumer in Gananoque, and a 0.2% increase for the average residential consumer in
Port Colborne.

On August 13, 2014, CNPI submitted its 2015 4GIRM for electricity distribution rates effective
January 1, 2015. This application is a second in a series of rate applications to fully harmonize
electricity distribution rates in Port Colborne with those of Fort Erie and Gananoque. The OEB
issued its Decision and Order on December 4, 2014, and the net price cap index adjustment for
2015 is 1.15% [ie. 1.6% - (0% + 0.45%)]. The overall bill impact for the average residential
consumer in Fort Erie is a 1.4% decrease, a 1.5% decrease for the average residential consumer in
Gananoque, and a 3.2% decrease for the average residential consumer in Port Colborne. These
overall decreases are the result of the disposition of regulatory deferral and variance accounts.

CNPI transmission

The transmission rates of CNPI are based upon cost-of-service rate regulation by the OEB.
Earnings are regulated on the basis of a rate of return on rate base plus a recovery of all allowable
transmission costs of CNPL

On November 17, 2014, CNPI submitted a Revenue Requirement Application for its Transmission
business. This Application seeks approval of CNPI’s 2015 and 2016 Transmission Revenue
Requirement. It is anticipated that the OEB’s review of this Application will occur in the first
quarter of 2015.



FortisOntario Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

[in thousands of dollars]

December 31, 2014

API distribution

The distribution rates of API are based upon cost-of-service rate regulation by the OEB. Earnings
are regulated on the basis of a rate of return on rate base plus a recovery of all allowable
distribution costs of APL.

API is subject to Ontario Regulation 335/07, which is the Rural and Remote Rate Protection
subsidy program [“RRRP”]. The RRRP is calculated as the deficiency between the approved
revenue requirement from the OEB and current customer distribution rates adjusted for the
average rate increase across the Province of Ontario. API qualifies for this subsidy because it has
less than seven customers per kilometre and a service area that extends beyond 10,000 kilometres.
All general service and large customer classes have been reclassified as residential class under
Ontario Regulation 445/07.

On October 22, 2012, API filed an incentive based distribution rates application for rates effective
January 1, 2013. On March 28, 2013, the OEB issued its Decision and Order for API’s 2013
distribution rates and smart meter initiative cost recovery. On the basis of the 3rd Generation
Incentive Rate Mechanism [“3GIRM”] and Ontario Regulation 442/01, the overall revenue
requirement increased by 0.88%; inflationary increase of 2.2% less a productivity factor of 0.72%
and a stretch factor of 0.6%. Residential and commercial customers’ rates were adjusted by the
average increase in rates of all other distributors’ rate changes in the most recent rate year, a
3.75% increase in distribution rates, while Seasonal and Street lighting customers realized a 0.88%
increase equivalent to the 3GIRM adjustment. The difference in recovery from rates and the
revenue requirement is compensated in the RRRP funding. The Decision and Order also stipulated
that API will recover the smart meter costs allocated to the Residential R1 class through the RRRP
funding mechanism while the smart meter costs allocated to Seasonal customers will be collected
through a rate rider. The RRRP funding for 2013 was $12,369. All rates adjustments and changes
to RRRP funding were effective January 1, 2013.

On August 16, 2013, API filed an application with the OEB secking approval to change
distribution rates effective January 1, 2014 based on 4GIRM. On December 19, 2013, the OEB
issued a Procedural Order in respect of API’s 2014 4GIRM. This Procedural Order made APT’s
current distribution rates interim as of January 1, 2014 and ordered a written review of the
circumstances that may have influenced the assignment of a stretch factor for API. In their
Decision and Order dated February 20, 2014, the OEB agreed with API that the appropriate stretch
factor to be used in the determination of price cap index for 2014 electricity distribution rates is
the mid-point 0.3%. As a result, the 2014 net price cap index adjustment for API is 1.4% [i.e.
1.7% - (0% + 0.3%)]. The 2014 electricity distribution rates were effective January 1, 2014 and
implemented on March 1, 2014, and a provision was made to collect foregone revenues through a
rate rider. As a result of the OEB’s Decision and Order the average residential customer of API
experienced a 3.6% reduction in their electricity charges. The reduction is a result of the
elimination of certain deferral and variance account rate riders for 2014.



FortisOntario Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

[in thousands of dollars]

December 31, 2014

In May 2014, API filed a cost of service electricity distribution rate application for rates effective
January 1, 2015 based on a 2015 test year.

On September 8, 2014, a Settlement Conference convened at the OEB offices; neither a full nor
partial settlement was reached by the parties. A Settlement Conference Call among the parties and
OEB staff was reconvened on September 18, 2014, at which time a partial proposed settlement
agreement was achieved. The base revenue requirement for the test year is being reduced by
$589,731 to $22,836,700. The unsettled matters were presented in an oral hearing on October 20,
2014 and API presented its final written submissions on November 21, 2014.

The OEB issued its Decision and Order on January 8, 2015. The Decision and Order approves a
2015 Base Revenue Requirement of $22,816,180 and provides a 9.30% ROE with a 60%/40%

debt equity structure.

Cornwall Electric

Cornwall Electric is subject to a rate-setting mechanism under the Franchise Agreement, which is
the retail rate and service agreement between Cornwall Electric and The Corporation of the City of
Cormwall. The rate-setting mechanism is based on a price cap with commodity cost flow-through.
The base revenue requirement is adjusted annually for inflation, load growth, number of customers
and premises vacancies. The rate years covering the operations for 2014 are from July 1, 2013 to
June 30, 2014 and from July 1, 2014 to June 30, 2015.

Materials and supplies

Materials and supplies are recorded at average cost. Materials and supplies expensed to operating
expenses in 2014 were $202 [2013 — $191].

Utility capital assets, capitalization policy and service life of utility capital
assets

[a] Nature of distribution, transmission and generation assets

Distribution assets

Distribution assets are those used to distribute electricity at lower voltages [generally below
50 kilovolts]. These assets include poles, towers and fixtures, low-voltage wires, transformers,
overhead and underground conductors, street lighting, meters, metering equipment and other
related equipment.



FortisOntario Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

[in thousands of dollars]

December 31, 2014

Transmission assets

Transmission assets are those used to transmit electricity at higher voltages [generally at
50 kilovolts and above]. These assets include poles, wires and conductors, substations, support
structures and other related equipment.

Generation assets

Generation assets are those used to generate electricity. These assets include thermal generating
stations, gas turbines and other related equipment.

[b] Service life ranges and average remaining service life of utility capital assets

The service life range and average remaining service life of the utility capital assets are as follows:

Average remaining

Service life range [vears] service life [vears]
Distribution 10 to 50 327
Transmission 20 to 50 20.6
Gengeration 25 to 50 13.5

Utility capital assets are stated at cost less accumulated amortization. Amortization is provided
over their estimated useful lives using the straight-line method at a composite rate of 2.5% [2013 —
2.5%.

Contributions in aid of construction represent funding of utility capital assets contributed by
customers. These accounts are being reduced annually by an amount equal to the charge for
amortization provided on the contributed portion of the utility capital assets involved.

[c] Capitalization policy and service life of utility capital assets

General expenses capitalized [“GEC”] are capitalized overhead costs that are not directly
attributable to specific utility capital assets but relate to the Corporation’s overall capital program.
Prior to 2013, GEC was permitted to be capitalized by the OEB’s Distribution Rate Handbook and
Accounting Procedures Handbook. In 2012, CNPI filed a cost of service application with the
OEB based on a 2013 test year. The OEB is currently using “modified IFRS” as an accounting
basis. As discussed in “Regulation” above, CNPI had proposed changes to its capitalization
policy in its cost of service application. These changes encompass adjustments to the useful lives
of utility capital assets, changes to labour rates, and the elimination of GEC. The impact of these
changes has resulted in higher operating expenses and lower amortization expense. CNPI had
requested the recovery of these changes in the distribution rates. The changes were approved by
the OEB and were incorporated on January 1, 2013 for CNPL



FortisOntario Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

[in thousands of dollars]

December 31, 2014

Due to an OEB mandate for comparability and consistency among all regulated utilities, APT and
Cornwall Electric incorporated changes to their capitalization policies consistent with CNPI as
discussed above effective January 1, 2013. The impact of these changes has resulted in higher
operating expenses and lower amortization for API and Cornwall Electric. API, as permitted by
the OEB, has recognized the financial differences arising as a result of accounting changes to
amortization expense and capitalization policies /note 16].

In 2013, these changes were accounted for prospectively for regulatory purposes, and due to the

complex nature of assigning overhead costs to property, plant and equipment, the Corporation
could not reasonably quantify the retrospective impact of these changes.

Intangible assets

Intangible assets are stated at cost less accumulated amortization. Amortization is provided over
their estimated useful lives using the straight-line method.

The service life range and average remaining service life of the intangible assets are as follows:

Average remaining

Service life range [vears] service life [vears]
Software costs 5to0 10 5.7
Land and transmission rights 40 30.9
Other 50 293

Asset retirement obligations

ASPE requires the recognition of an asset retirement obligation in the period during which a legal
obligation associated with the retirement of a tangible long-lived asset is incurred and when a
reasonable estimate of this amount can be made.

The Corporation has determined that there are asset retirement obligations associated with some

parts of its transmission, distribution and generation systems; however, none of these are material
or require recognition under Section 3110 of the CPA Handbook.

Long-term investments

The Corporation accounts for its long-term investments using the cost method.



FortisOntario Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

[in thousands of dollars]

December 31, 2014

Goodwill

Goodwill represents the excess of the acquisition cost of the shares of CNPI, Cornwall Electric
and Eastern Ontario Power Inc. [amalgamated with CNPI as of January 1, 2004] over the assigned
value of identifiable net assets acquired, as well as the excess of the purchase price of the
remaining utility capital assets of Port Colborne Hydro Inc. over the fair value of these assets.

ASPE requires that goodwill shall be tested for impairment whenever events or changes in
circumstances indicate that the carrying amount of the reporting unit to which the goodwill is
assigned may exceed the fair value of the reporting unit. Any impairment in value is charged to
earnings during the year.

Other assets

Other assets are amortized over their useful lives.

Revenue recognition

Revenue from the sale, transmission and distribution of electricity is recognized on the accrual
basis. Electricity is metered upon delivery to customers and is recognized as revenue using
approved rates when consumed. Meters are read periodically and bills are issued to customers
based on these readings. At the end of the year, a certain amount of consumed electricity will not
have been billed. FElectricity that is consumed but not yet billed to the customers is estimated and
accrued as revenue in the current year. Unbilled revenue included in accounts receivable as at
December 31, 2014 is $14,995 [2013 —$14,889].

The Corporation of the City of Cornwall Franchise Agreement provides that Cornwall Electric sets
electricity rates such that Cornwall Electric is guaranteed an annual gross margin on power sold of
$12,956 [2013 —$12,815]. This guaranteed gross margin covers the rate years from July 1, 2013
to June 30, 2014 and from July 1, 2014 to June 30, 2015. The guaranteed gross margin is accrued
on a pro-rated basis over the course of the year.

Foreign currency translation

Monetary assets and liabilities denominated in foreign currencies are translated into Canadian
dollars at the exchange rate prevailing at the consolidated balance sheet date. Gains and losses on
translation are included in earnings for the year. Revenue and expenses are translated at the
exchange rate prevailing on the transaction date.



FortisOntario Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

[in thousands of dollars]

December 31, 2014

Employee benefit plans and change in accounting policy

Effective January 1, 2014, the Corporation has adopted new CPA Handbook Section 3462,
Employee Future Benefits, for its accounting of pension benefits and other retirement benefits. As
allowed under new Section 3462, the Corporation has made an accounting policy choice to
measure its defined benefit plan obligations using the funding valuation approach. This approach
uses the most recent completed actuarial valuations prepared for funding purposes as the basis of
measuring defined benefit plan obligations. Even though other retirement benefits are not funded,
Section 3462 allows that such liabilitics can be measured on a basis consistent with funded plans.
As well, the Corporation is using a roll-forward technique in the years between valuations to
estimate the defined benefit obligations. Pension plan assets are valued at fair value as of the
consolidated balance sheet date. As required, the adoption of this new ASPE standard has been
applied retroactively and the 2013 comparatives reflect these changes.

As a result of adopting CPA Handbook Section 3462 as of January 1, 2014, previously recognized
unamortized pension and other retirement benefit amounts as at December 31, 2013 have been
retroactively charged to retained earnings. As well, prior years’ pension and other retirement
benefits expenses have been restated upon the adoption of Section 3462. As a result, an amount of
$12,701 has been charged to retained earnings effective January 1, 2014, offset by a corresponding
increase in recorded pension liabilities of $8,978 and other retirement benefit liabilities of $3,723.
The Corporation made an application to the OEB to allow recognition of regulatory assets related
to unamortized amounts, and restatement of prior years’ pension and other retirement benefit
expenses, in CNPI and API that would otherwise be collected from customers through rates in
subsequent years. In December 2013, the OEB issued a Decision and Order approving the
establishment of specific deferral accounts for CNPI and API to recognize these amounts as long-
term regulatory assets, which will be disposed of in the future cost of service proceedings, subject
to the OEB’s prudence review at that time. The Corporation has recorded a corresponding
increase in retained earnings for the amount of $9,893 as of January 1, 2014 and has recognized
$9,893 in long-term regulatory assets. The net charge to the Corporation’s retained earnings is
$2,808 as a result of the adoption of Section 3462 for these unamortized pension and other
retirement benefit amounts and prior years’ expense restatements. As well, the Corporation has
reversed previously recognized future income tax liabilities in the amount of $3,366 related to the
changes in the pension and other retirement benefit liabilities as of January 1, 2014, For CNPI and
API, the Corporation has recognized offsetting regulatory liabilities related to the future income
taxes expected to be recovered from customers in future electricity rates as of January 1, 2014 in
the amount of $2.622. The net increase in the Corporation’s retained earnings associated with the
reversal of future tax liabilities is $744 as of January 1, 2014. Therefore, the total net charge to
retained earnings as a result of the adoption of Section 3462 is $2,064, of which $211 relates to
differences in pension and other retirement benefits expense for the year 2013 and $2,275 is a
charge for years prior to 2013.



FortisOntario Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

[in thousands of dollars]

December 31, 2014

The Corporation made an application to the OEB for CNPI and API to continue to account for
pension and other retirement benefits under the former Section 3461. In December 2013, the
OEB issued a Decision and Order approving the establishment of specific variance accounts for
CNPI and API as of January 1, 2013 to recognize the difference in expense between Sections 3461
and 3462 as long-term regulatory assets or liabilities for 2013 and future years, which will be
disposed of in the future cost of service proceedings, subject to the OEB’s prudence review at that
time. For 2014, the difference in expense between former Section 3461 and the new Section 3462
using the funding valuation approach is a charge to income of $4,011 for pension expense, and a
charge to income of $101 for other retirement benefits. Therefore, a total of $4,112 has been
recognized as long-term regulatory liabilities in accordance with the OEB’s Decision and Order in
2014. As well, an amount of $1,090 related to future income taxes on these amounts has been
recognized as long-term regulatory assets in 2014,

Income taxes

The Corporation follows the asset and liability method of accounting for income taxes. Under this
method, future tax assets and liabilities are recognized for the temporary differences between the
tax and accounting bases of assets and liabilities. Future tax assets and liabilities are measured
using the enacted and substantively enacted tax rates expected to apply to taxable income in the
period in which the temporary differences are expected to be recovered or settled. The
Corporation recognizes regulatory assets and liabilities related to future tax assets and liabilities
for the amount of future income taxes expected to be recovered from customers in future
electricity rates for CNPI and API.

Use of estimates

The preparation of consolidated financial statements in conformity with ASPE 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 consolidated financial
statements and the reported amounts of revenue and expenses during the reporting period. Actual
results may vary from the current estimates. These estimates are reviewed periodically and, as
adjustments become necessary, they are reported in earnings in the period in which they become
known.



FortisOntario Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

[in thousands of dollars]

December 31, 2014

3. UTILITY CAPITAL ASSETS

Utility capital assets consist of the following:

2014
Accumulated Net book
Cost amortization value
$ $ $
Transmission 28,621 12,983 15,638
Distribution 318,338 136,220 182,118
Generation 15,999 10,224 5,775
Other 47,835 28,983 18,852
410,793 188,410 222,383
2013
Accumulated Net book
Cost amortization value
$ $ $
Transmission 26,278 12,251 14,027
Distribution 304,276 130,407 173,869
Generation 15,877 9,706 6,171
Other 46,087 27,574 18,513
392,518 179,938 212,580

The amounts above include assets under construction of $10,198 [2013 —$8,193], which are not
subject to amortization.

10
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

[in thousands of dollars]

December 31, 2014

4. INTANGIBLE ASSETS

Intangible assets consist of the following:

Software costs
Land and transmission rights
Other

Software costs
Land and transmission rights
Other

5. LONG-TERM INVESTMENTS

The Corporation’s long-term investments are summarized as follows:

Investment in common shares of Westario Power
Holdings Inc.

Investment in common shares of Rideau
St. Lawrence Holdings Inc.

Investment in Class B preferred shares of
Niagara Power Incorporated

2014
Accumulated Net book
Cost amortization value
$ $ $
15,686 9,818 5,868
28,079 6,589 21,490
406 111 295
44,171 16,518 27,653
2013
Accumulated Net book
Cost amortization value
$ $ $
14,649 8.794 5,855
27,788 5,884 21,904
406 101 305
42,843 14,779 28,064
2014 2013
3 $

2,076 2,076

452 452

1,293 1,293

3,821 3,821

Through the ownership of the Class B preferred shares of Niagara Power Incorporated, the

Corporation holds a 10% economic interest in Grimsby Power Inc.

11
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[in thousands of dollars]

December 31, 2014

6. EMPLOYEE BENEFIT PLANS

The Corporation maintains three defined benefit pension plans and two defined contribution
pension plans providing pension benefits, and three defined benefit plans providing other
retirement benefits to most of its employees. The Corporation also makes contributions to the
Ontario Municipal Employees’ Retirement System [“OMERS”] plan on behalf of some of its
employees. OMERS is a multi-employer defined benefit pension plan providing pension benefits

and is accounted for as a defined contribution pension plan.

Information about the defined benefit plans for the Corporation, CNPI and Cornwall Electric is as

follows:

Pension benefit plans Other retirement plans

2014 2013 2014 2013
$ $ $ $
[restated] [restated]

Accrued benefit obligation
Balance, beginning of year 24,552 24,558 10,413 10,343
Current service cost 386 368 107 102
Finance cost 1,166 1,166 497 491
Benefits paid (1,556) (1,504) (549) 627)
Actuarial losses (gains) (37) (36) 100 104
Balance, end of year 24,511 24,552 10,568 10,413
Plan assets
Fair value, beginning of year 25,938 24,354 — —
Interest income 1,225 1,138 — —
Return on plan assets 2,556 228 — —
Contributions 1,736 1,722 549 627
Benefits paid (1,556) (1,504) (549) (627)
Fair value, end of year 29,899 25,938 — —
Funded status — plan surplus (deficit) 5,388 1,386 (10,568) (10,413)

The measurement date for the plan assets and the accrued benefit obligation is December 31,
2014. The effective date of the most recent actuarial valuation was as of December 31, 2011 and
the date of the next required valuation for funding purposes is as of December 31, 2014.
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FortisOntario Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

[in thousands of dollars]

December 31, 2014

The plan assets held at the measurement date are represented by the following categories:

%

Canadian equity funds 14
U.S. equity funds 13
EAFE equity funds 1
Canadian fixed income funds 60
Cash and short-term investments 2

As at December 31, 2014, one of the two defined benefit pension plans had a net accrued benefit
liability of $354 [2013 restated - $367]. This plan had no plan assets in 2014 or 2013.

Included in the accrued pension benefit liability as at December 31, 2014 is an unfunded defined
contribution plan pension liability of $1,189 [2013 —$1,038] relating to the supplementary

employee retirement plan.

Pension benefit plans  Other retirement plans

2014 2013 2014 2013
$ $ $ $
[restated] [restated]
Significant assumptions used
Discount rate — beginning of year 4.75% 4.75% 4.75% 4.75%
Discount rate — end of year 4.75% 4.75% 4.75% 4.75%
Rate of compensation increase 4.00% 4.00% — —
Initial health care trend rate — — 5.93% 5.96%
Average remaining service life of
active employees [years] 5 6 9-16 10-17
Net benefit expense (credit) for the year
Current service cost 386 368 107 102
Finance cost 39) 28 497 491
Remeasurement costs (2,594) (263) 100 104
Regulatory adjustments 2,004 312 26 24
Net benefit expense (credit) (263) 445 730 721

Information about the Corporation’s defined benefit plans for API is as follows:
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FortisOntario Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

[in thousands of dollars]

December 31, 2014

Accrued benefit obligation
Balance, beginning of year
Current service cost
Finance cost

Employee contributions
Benefits paid

Actuarial gains

Plan amendments

Balance, end of year

Plan assets

Fair value, beginning of year
Interest income

Return on plan assets
Contributions

Benefits paid

Fair value, end of year

Funded status — plan surplus (deficit)

Pension benefit plans Other retirement plans

2014 2013 2014 2013
$ $ $ $

[restated] [restated]

23,646 22.829 6,713 6,150
465 460 276 268
1,123 1,084 319 292
191 166 — —
(1,279) (873) 127) (124)
(35 (20) 4s) (41D

— — — 168
24,111 23,646 7,136 6,713
21,712 19,645 — —
1,030 929 — —
2,127 965 — —
1,028 1,046 127 124
(1,279) 873) 127) (124)
24,618 21,712 — —
507 (1,934) (7,136) (6,713)

The measurement date for the plan assets and the accrued benefit obligation is December 31,
2014. The effective date of the most recent actuarial valuation was as of July 1, 2012 and the date
of the next required valuation for funding purposes is as of July 1, 2015.

The plan assets held at the measurement date are represented by the following categories:

Canadian equity funds

U.S. equity funds

EAFE equity funds

Canadian fixed income funds
Cash and short-term investments

%

17
18
15
49

As at December 31, 2014, one of the defined benefit pension plans had a net accrued benefit
liability of $428 [2013 restated - $454]. This plan had no plan assets in 2014 or 2013.
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FortisOntario Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 2014

Significant assumptions used

Discount rate — beginning of year

Discount rate — end of year

Rate of compensation increase

Initial health care trend rate

Average remaining service year of
active employees [years]

Net benefit expense for the year
Current service cost

Finance cost

Plan amendments
Remeasurement costs

Regulatory adjustments

Net benefit expense

[in thousands of dollars]

Pension benefit plans

Other retirement plans

2014 2013 2014 2013
$ $ $ $
[restated] [restated]
4.75% 4.75% 4.75% 4.75%
4.75% 4.75% 4.75% 4.75%
4.00% 4.00% — —
— — 6.41% 6.53%
14 14 16 16
465 460 276 268
93 156 319 292
— — — 168
(2,162) (986) 406) “41)
2,007 1,062 75 161
403 692 624 848

The total expense for the Corporation’s defined contribution pension plans for the year amounted
to $446 [2013 —$436]. The pension cost associated with the OMERS plan was $495 [2013 —

$461].
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FortisOntario Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

[in thousands of dollars]

December 31, 2014

7. INCOME TAXES

The following is a reconciliation of the combined statutory income tax rate to the effective income

tax rate:
2014 2013
% %
[restated]
Statutory income tax rate 26.50 26.50
Prior year adjustments on smart meters — 1.45
Future income taxes transferred to regulatory assets 9.08) (5.02)
Other (0.66) 0.67
Effective income tax rate 16.76 23.60
The provision for income taxes consists of the following:
2014 2013
$ $
[restated]
Current income taxes 1,678 2,446
Future income taxes 2,855 1,141
Future income taxes transferred to regulatory assets (2,341) (625)
2,192 2,962

Future income taxes are provided for temporary differences. Future tax assets and liabilities as at

December 31 are comprised of the following:

2014 2013
$ $
[restated]
Future tax assets (liabilities)
Utility capital assets (5,110) (3.684)
Employee future benefits 3,492 4,959
Rate mitigation accrual 1,987 2,136
Other assets 56 (131)
Net future tax assets 425 3,280
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FortisOntario Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

[in thousands of dollars]

December 31, 2014

8. RELATED PARTY TRANSACTIONS

During the year, the Corporation entered into transactions with related parties summarized as

follows:

Receipts
Dividends on common shares of
Westario Power Holdings Inc.
Rideau St. Lawrence Holdings Inc.
Niagara Power Incorporated
Services provided to
Westario Power Holdings Inc.
FortisAlberta Inc.
Maritime Electric Company Limited
CH Energy Group Inc.
Fortis Inc.
Fortis Properties Corporation
Fortis Generation East Limited Partnership
Grimsby Power Inc.

Payments
Dividends to Fortis Inc.
Purchased power from Fortis Generation East Limited Partnership
Interest on promissory notes to Fortis Inc.
Services provided by
Fortis Inc.
Newfoundland Power Inc.
Maritime Electric Company, Limited
Westario Power Holdings Inc.
FortisBC Inc.

2014 2013
$ $
71 56
16 13
28 43

367 210
16 14
39 —
35 —
— 11
— 16

485 547
98 93

4,000 4,000

1,679 1,483
36 —

700 613
11 24
2 2
— 5
— 6

These transactions are in the normal course of operations and are measured at the exchange
amount, which is the amount of consideration established and agreed to by the related parties.
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FortisOntario Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

[in thousands of dollars]

December 31, 2014

As at December 31, the amounts due from (to) related parties are summarized as follows:

2014 2013
$ $
Fortis Inc. 23) (60)
FortisAlberta Inc. — 5
Grimsby Power Inc. 8 14
Westario Power Holdings Inc. 52 39
Fortis Generation East Limited Partnership 67 (84)
CH Energy Group Inc. 35 —
Newfoundland Power Inc. (€)) —
138 (86)

Details of the relationships with related parties are as follows:

o Fortis Inc. owns a 100% interest in the capital stock of the Corporation.

Maritime Electric Company Limited is a wholly owned subsidiary of FortisWest Inc., which
itself is a wholly owned subsidiary of Fortis Inc.

Fortis Properties Corporation is a wholly owned subsidiary of Fortis Inc.

Newfoundland Power Inc. is a wholly owned subsidiary of Fortis Inc.

Westario Power Holdings Inc. is 10% owned by the Corporation.

FortisAlberta Inc. is a wholly owned subsidiary of Fortis Inc.

The Corporation owns 10 Class B preferred shares of Niagara Power Incorporated.

The Corporation indirectly owns 10% of Grimsby Power Inc. through the ownership of the
Class B preferred shares in Niagara Power Incorporated.

Fortis Generation East Limited Partnership is a wholly owned subsidiary of Fortis Inc.

e FortisBC Inc. is a wholly owned subsidiary of Fortis Inc.

e CH Energy Group Inc. is a wholly owned subsidiary of Fortis Inc.
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FortisOntario Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

[in thousands of dollars]

December 31, 2014

9. LONG-TERM DEBT

Long-term debt consists of the following:

2014 2013
$ $

7.092% senior unsecured notes due August 14, 2018

Canadian Niagara Power Inc. 30,000 30,000

Cornwall Street Railway, Light and Power Company Limited 22,000 22,000
5.118% senior unsecured notes due December 16, 2041

Algoma Power Inc. 52,000 52,000
Unamortized debt issue costs (645) (716)

103,355 103,284

The senior unsecured notes of CNPI and Cornwall Electric bear interest at 7.092% and are
repayable at maturity on August 14, 2018. Interest expense on long-term debt for the year was
$3,688 [2013 —$3,688].

The senior unsecured notes of API bear interest at 5.118% and are repayable at maturity on
December 16, 2041. Interest expense for the year was $2.661 [2013 —$2,660].

10. CAPITAL STOCK

The authorized and issued capital stock consists of 1,001 common shares without par value.
11. AMORTIZATION

The amortization of utility capital assets and other assets consist of the following:

2014 2013
$ $

Amortization of utility capital assets 9,600 9,249
Amortization of intangible assets 1,738 1,740
Amortization of contributions in aid of construction (555) 499)
10,783 10,490
Vehicle amortization allocated (1,000) (998)
9,783 9,492
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FortisOntario Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

[in thousands of dollars]

December 31, 2014

12. CONSOLIDATED STATEMENT OF CASH FLOWS

The net change in non-cash working capital balances related to operations consists of the
following;

2014 2013
$ $
Accounts receivable 213 (347)
Due from/to related parties (224) 208
Materials and supplies 35) 80
Prepaid expenses 20) 32
Accounts payable and accrued liabilities (1,447) 3,600
Regulatory assets/liabilities 2,193 (1,890)
Income taxes recoverable/payable 91 194
771 1,877
Supplemental cash flow information:
2014 2013
$ $
Interest paid 6,096 6,603
Income taxes paid 2,288 3,005

13. COMMITMENTS AND CONTINGENCIES

The Corporation has a building lease agreement until December 2019 with annual rent, operating
costs and municipal taxes of $600.

The Corporation has gas purchase obligations until October 2019 at approximately $730 per year.
The Corporation is contingently liable under certain issued letters of credit amounting to $14,300.

14. FINANCIAL RISK MANAGEMENT

The Corporation is primarily exposed to credit risk, liquidity risk and market risk as a result of
holding financial instruments in the normal course of business.
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FortisOntario Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

[in thousands of dollars]

December 31, 2014

Credit risk: Risk that a third party to a financial instrument might fail to meet its obligations
under the terms of the financial instrument.

Liquidity risk: ~ Risk that an entity will encounter difficulty in raising funds to meet
commitments associated with financial instruments.

Market risk: Risk that the fair value or future cash flows of a financial instrument will
fluctuate due to changes in market prices.

Credit risk

For cash, trade and other accounts receivable due from customers, the Corporation’s credit risk is
limited to the carrying values on the consolidated balance sheet.

The Corporation is exposed to credit risk from its distribution customers but has various policies
to minimize this risk. These policies include requiring customer deposits, performing
disconnections and using third-party collection agencies for overdue accounts. The Corporation
has a large and diversified distribution customer base which minimizes the concentration of credit
risk.

The aging of the Corporation’s consolidated trade and other receivables due from customers is as
follows:

2014
$

Not past due 25,473
Past due 0-30 days 940
Past due 31-60 days 254
Past due 61 days and over 334
27,001

Less allowance for doubtful accounts 343
26,658

Liquidity risk

The Corporation’s exposure to liquidity risk is minimal. Financing of regulated capital and other
expenditures is done through internally generated funds. These funds are a result of allowable
rate-regulated returns and recoveries under the OEB rate regulation mechanism and the Cormwall
Electric Franchise Agreement as described in note 2.

The Corporation is a subsidiary of Fortis Inc., a large investor-owned utility which has had the
ability to raise sufficient and cost-effective financing. However, the ability to arrange financing
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FortisOntario Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

[in thousands of dollars]

December 31, 2014

on a go-forward basis is subject to numerous factors, including the results of operations and
financial position of Fortis Inc. and its subsidiaries, conditions in the capital and bank credit
markets, ratings assigned by rating agencies and general economic conditions.

Also, to mitigate any liquidity risk, certain subsidiaries of the Corporation have committed
revolving credit facilities and letters of credit facilities totalling $30,000, of which $15,700 is
unused. The revolving credit facilities and letters of credit facilities are renewed on an annual
basis. The following summary outlines the credit facilities of the Corporation:

2014 2013
$ $
Total credit facilities 30,000 30,000
Letters of credit outstanding (14,300) (14,300)
Short-term loan outstanding — (3,000)
Credit facilities available 15,700 12,700

The facilities of the subsidiaries are guaranteed by the Corporation. The credit facilities bear
interest at the bankers’ acceptance rate plus 1.20% in the case of bankers’ acceptances, and at the
bank’s prime lending rate plus 0.20% in the case of bank loans.

The following is an analysis of the contractual maturities of the Corporation’s financial liabilities
as at December 31, 2014

<lyear 1-3years 4-Syears >S5 years Total
$ $ $ $ $

Accounts payable and
accrued liabilities 19,426 — — — 19,426
Government remittances payable 224 — — — 224
Customer deposits 579 387 853 — 1,819
Long-term payable — 125 — — 125
Long-term debt — — 52,000 52,000 104,000
20,229 512 52,853 52,000 125,594
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FortisOntario Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

[in thousands of dollars]

December 31, 2014

Market risk
Interest rate risk

Long-term debt is at fixed interest rates, thereby minimizing cash flow and interest rate fluctuation
exposure. The Corporation is primarily subject to risks associated with fluctuating interest rates
on its short-term borrowings. As at December 31, 2014, the Corporation’s short-term borrowings
is nil [2013 —$3,000].

15. CAPITAL MANAGEMENT

The Corporation manages the capital of CNPI and API to approximate the deemed capital
structure reflected in the utility’s customer rates or anticipated future rates. For CNPI, effective
January 1, 2013, the distribution rates are based on a deemed capital structure of 60% debt and
40% equity. CNPI’s capital structure consists of third-party debt, affiliated debt and common
equity, but excludes unamortized debt issue costs. API’s distribution rates effective on
January 1, 2015 are also based on a deemed capital structure of 60% debt and 40% equity. API’s
debt consists of third-party debt, excluding unamortized debt issue costs.

The managed capital of CNPI and API, combined, is as follows:

2014 Actual 2013 Actual
$ % $ %
Debt 102,000 53 102,000 54
Equity 90,056 47 87.059 46
192,056 100 189,059 100

Certain of the Corporation’s long-term debt obligations and credit facility agreements have
covenants that restrict the issuance of additional debt such that subsidiary debt cannot exceed 75%
of their respective capital structures as defined in the agreements. As at December 31, 2014, the
subsidiaries were in compliance with their debt covenants.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

[in thousands of dollars]

December 31, 2014

16. REGULATORY ASSETS AND LIABILITIES
Regulatory assets and liabilities arise as a result of regulatory requirements.

CNPI and API pay the cost of power on behalf of their customers and recover these costs through
retail billings to their customers. The cost of power includes charges for transmission, wholesale
market operations and the power itself from Ontario’s Independent Electricity System Operator.
The balance of the retail settlement variance account represents the costs that have not been
recovered from, or settled through, customers as of the consolidated balance sheet date. The
OEB’s Distribution Rate Handbook and Accounting Procedures Handbook allow these costs to be
deferred and recovered through future rate adjustments, as discussed in note 2B. In the absence of
rate regulation, these costs would be expensed in the period they are incurred.

The seasonal revenue accrual is related to previous shortfalls in revenue for API’s contributions
from the seasonal customer class. The total cost allocated to the seasonal customer class was
significantly higher than the total revenue generated through rates by that class. In order to
recover the full cost, significant rate shock would have been incurred. In API’s 2008 OEB
Decision, the OEB had accepted API’s proposal to mitigate significant rate impacts to the seasonal
customer class by limiting the rate increase to 10%. As a result of the new 2010 Decision, API
will collect the past amounts due from the seasonal customer class over a five-year period through
specific rate adders. Effective with the new rates on December 1, 2010, the seasonal customer
class rates are now designed to recover the full cost associated with this rate class.

The OEB has the general power to include or exclude costs, revenue, gains or losses in the rates of
a specific period, resulting in the timing of revenue and expense recognition which may differ in
the Corporation’s regulated operations from those otherwise expected in non-regulated businesses.
This change in timing gives rise to the recognition of regulatory assets and liabilities. The
Corporation continually assesses the likelihood of recovery of its regulatory assets and believes
that its regulatory assets and liabilities will be factored into the setting of future rates, as discussed
in note 2B. If future recovery through rates is no longer considered probable, the appropriate
carrying amount will be written off in the period that the assessment is made.

The Corporation of the City of Cornwall Franchise Agreement provides that Cornwall Electric is
guaranteed an annual gross margin on energy sold subject to regulatory adjustments. The cost of
power is a flow-through to the customers and the retail rates include an estimate of that power for
the upcoming rate year. Variances occur as a result of actual gross margins differing from
guaranteed gross margins. Gross margins will differ due to differences in the actual cost of power
and electric usage by customers from expected levels. In the absence of rate regulation, there
would be no guaranteed gross margin and Cornwall Electric’s revenue would have been higher by
$2,520 in 2014.
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[in thousands of dollars]

December 31, 2014

In 2010, Cornwall Electric was subject to back charges in the amount of $1,250 as a result of
previous errors in the billing of cost of power by its electricity provider HQ Energy Marketing,
Inc. [*'MEHQ”]. As per agreement, MEHQ is billing and collecting these amounts from Cornwall
Electric effective July 1, 2011 over a five-year period. For 2014, an amount of $250 has been
recorded as current accounts payable and $125 has been recorded as a long-term payable, which
represents the balance of the back charges owing to MEHQ. Since the cost of power is a flow-
through to the customers, an equal offsetting amount of $375 is recognized as a regulatory asset to
be recovered from customers through future rate adjustments until July 2016.

In 2013, upon approval by the OEB, the Corporation integrated smart meters into rate base from
amounts previously held as regulatory assets in CNPI of $4,365 and API of $3,262 as well as
removed stranded meter assets of $1,238 in CNPI from utility capital assets and recognized these
amounts as regulatory assets. On January 8, 2015, API received approval from the OEB to
remove stranded meter assets of $278 from utility capital assets and recognize these amounts as
regulatory assets.

In 2013, the smart meter revenue and expense balances previously held in regulatory assets were
transferred to the consolidated statement of earnings per the guidance provided in the OEB
Accounting Procedures Handbook. The net disposition costs were $366.

In 2014, as discussed in note 2 under “Capitalization policy and service life of utility capital
assets”, API has recorded a regulatory liability of $710 [2013 — $669] in OEB account 1576 for a
total cumulative regulatory liability of $1,379.

The following table provides the detailed revenue and costs associated with these regulatory
adjustments:

2014 2013
$ $
Smart meters
Billed revenue — 4,098
Less: return on equity previously booked — (1,792)
— 2,306
Amortization — (2,217)
Operating costs — (151)
Reduction in regulatory interest income — (304)
Net smart meter disposition costs — (366)
Transitional adjustments for API related to accounting
changes to amortization expense and capitalization policy (710) (669)
Other regulatory adjustments (710) (1,035)
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

[in thousands of dollars]

December 31, 2014

Regulatory assets and liabilities are not subject to a regulatory return; however, the balances
include an accrual for interest recoverable/payable as permitted by the regulators. The purpose of
the following table is to provide reconciliation between the regulatory assets and liabilities and the

remaining rebate period:

Remaining
2014 2013 rebate
$ $ period
[restated]
Current regulatory assets
Amounts approved in current rates 597 3,255 1 year
The Corporation of the City of Cornwall
franchise revenue variances 1,009 560 1 year
1,606 3.815
Long-term regulatory assets 2 years
Amounts approved in current rates 798 798 2 years
Retail settlement and other variance accounts 4,368 2,992
The Corporation of the City of Cornwall 2 years
franchise revenue variances — 2,504
Seasonal revenue accrual 760 760 in rate-base
Smart meter variance account 41 40 2013
Future income taxes to be recovered from Life of assets
customers 5,047 3,289 EARSL
Pension and other retirement benefits 5,828 9,893
16,842 20,276
Current regulatory liabilities
Amounts approved in current rates 6 — 1 year
Ontario clean energy benefits 1,546 1,565 1 month
Other 64 67
1,616 1,632
Long-term regulatory liabilities
The Corporation of the City of Cornwall
franchise revenue variances 465 —
Future income taxes to be recovered from
customers — 583 life of assets
Retail settlement and other variance accounts 6,029 4,202 2 years
Other 1,463 837
7,957 5,622

26



FortisOntario Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

[in thousands of dollars]

December 31, 2014

17. COMPARATIVE CONSOLIDATED FINANCIAL STATEMENTS

The comparative consolidated financial statements have been reclassified from statements
previously presented to conform to the presentation of the 2014 consolidated financial statements.
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(v) Renewable Energy Systems Canada Inc.

- Year End July 31, 2013 Financial Statements

Note: The financials for Renewable Energy Systems Canada Inc. are unaudited as they are part
of the consolidated financials for Renewable Energy Systems Holdings Limited. As such, we
have included both the unaudited financials for Renewable Energy Systems Canada Inc. and the
audited financial statements for Renewable Energy Systems Holdings Limited.

Note: There are two sets of statements for 2013 due to the entity undergoing an amalgamation

wherein the FY2013 year-end was changed from October 31 to July 31, and then back to
October 31 for the remainder of FY2013. For FY2014, year-end was October 31.

20168158.2



Renewable Energy Systems Canada Inc.
Statement of Operations and Balance Sheet in CAD
For Year Ended July 31, 2013

Statement of Operations in CAD

REVENUE
COST OF GOODS SOLD
Cost of Goods Sold
Gain on Settlement of Derivatives
Unrealized Gain/Loss on Derivatives
GROSS PROFIT (LOSS)
OPERATING EXPENSES
Selling, General, and Administration
Operating Expenses - Development
Turbine Deposit Write-Off
Depreciation and Amortization
Accretion
Foreign Currency Gain/Loss
Gain on Sale of Turbine Deposit
TOTAL OPERATING EXPENSES
INCOME FROM OPERATIONS
EARNINGS FROM UNCONSOLIDATED AFFILIATES
MINORITY INTEREST IN NET GAIN/LOSS OF SUBSIDIARY
INTEREST INCOME
INTEREST EXPENSE
INCOME BEFORE INCOME TAXES PROVISION
INCOME TAX PROVISION

NET INCOME (LOSS)

$ -
$ -
$ -
$ -
$ -
$ (7,854,030)
$ (3,588,883)
$ -
$ (495,698)
$ (2,332)
$ (775,454)
$ -
$ (12,716,398)
$ (12,716,398)
$ 1,292,031
$ -
$ 2,645,244
$ (30,561)
$ (8,809,683)
$ 5,434,535
$ (3,375,148)




Balance Sheet in CAD

ASSETS

CURRENT ASSETS
Cash and Cash Equivalent
Restricted Cash - Current
Accounts Receivable
Costs and Earnings in Excess of Billings
Derivative Asset - Current
Turbine Deposits
Prepaid Expenses and Other Assets
Deferred Costs
Income Tax Receivable
Deferred Tax Asset - Current

TOTAL CURRENT ASSETS

Restricted Cash - Long Term
Accrued Receivable - Long Term
Notes Receivable - Related Party
Loan Receivable

Derivative Asset - Long Term
Property and Equipment, Net
Wind Plant Assets

Development Work in Progress
Deferred Financing Costs
Deferred Tax Asset - Long Term
Other Long Term Assets
Goodwill

Investment in Unconsolidated Subsidiary

TOTAL ASSETS
LIABILITIES AND STOCKHOLDERS' EQUITY

CURRENT LIABILITIES
Accounts Payable
Advances from Related Parties
Billings in Excess of Costs and Earnings
Accrued Liabilities
Income Taxes Payable
Asset Retirement Obligation - Short Term
Current Derivative Liability
Current Maturities of Long Term Debt

TOTAL CURRENT LIABILITIES

e I e AR R - - A

77,434

(44,208,299)

(3,345,202)
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(47,091,809)

2,398,259
(770,954)
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2,314,724

(43,147,754)
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(68,273)

(498,805)
3,532,893
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2,965,814



Accrued Liability - Long Term

Notes Payable - Related Party

Long-Term Debt - Net of Current Maturities
Derivative Liability - Long Term
Construction Debt

Asset Retirement Obligation

Deferred Tax Liability

TOTAL LIABILITIES

Commitments and Contigencies
Minority Interest in Subsidiary
STOCKHOLDERS' EQUITY

Common Stock

Additional Paid in Capital

Other Equity

Retained Earnings

TOTAL STOCKHOLDERS' EQUITY

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY

$ -
$ (1,240,977)
$ -
$ -
$ -
$ (260,932)
$ -
$ 1,463,906
$ -
$ -
$ (200)
$ -
$ (20)
$ 41,684,069
$ 41,683,849
$ 43,147,754
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(vi) Renewable Energy Systems Canada Inc.

- August 1 to October 31, 2013 Financial Statements

Note: The financials for Renewable Energy Systems Canada Inc. are unaudited as they are part
of the consolidated financials for Renewable Energy Systems Holdings Limited. As such, we
have included both the unaudited financials for Renewable Energy Systems Canada Inc. and the
audited financial statements for Renewable Energy Systems Holdings Limited.

Note: There are two sets of statements for 2013 due to the entity undergoing an amalgamation

wherein the FY2013 year-end was changed from October 31 to July 31, and then back to
October 31 for the remainder of FY2013. For FY2014, year-end was October 31.
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Renewable Energy Systems Canada Inc.
Statement of Operations and Balance Sheet in CAD
For Period August 1 through October 31, 2013

Statement of Operations in CAD

REVENUE
COST OF GOODS SOLD
Cost of Goods Sold
Gain on Settlement of Derivatives
Unrealized Gain/Loss on Derivatives
GROSS PROFIT (LOSS)
OPERATING EXPENSES
Selling, General, and Administration
Operating Expenses - Development
Turbine Deposit Write-Off
Depreciation and Amortization
Accretion
Foreign Currency Gain/Loss
Gain on Sale of Turbine Deposit
TOTAL OPERATING EXPENSES
INCOME FROM OPERATIONS
EARNINGS FROM UNCONSOLIDATED AFFILIATES
MINORITY INTEREST IN NET GAIN/LOSS OF SUBSIDIARY
INTEREST INCOME
INTEREST EXPENSE
INCOME BEFORE INCOME TAXES PROVISION
INCOME TAX PROVISION

NET INCOME (LOSS)

$ 6,106
$ -
$ -
$ -
$ 6,106
$ (1,334,345)
$ (1,208,948)
$ -
$ (132,293)
$ -
$ (225,320)
$ -
$ (2,900,906)
$ (2,894,801)
$ (180,902)
$ -
$ 710,335
$ (22,091)
$ (2,387,458)
$ (410,373)
$ (2,797,831)




Balance Sheet in CAD

ASSETS

CURRENT ASSETS
Cash and Cash Equivalent
Restricted Cash - Current
Accounts Receivable
Costs and Earnings in Excess of Billings
Derivative Asset - Current
Turbine Deposits
Prepaid Expenses and Other Assets
Deferred Costs
Income Tax Receivable
Deferred Tax Asset - Current

TOTAL CURRENT ASSETS

Restricted Cash - Long Term
Accrued Receivable - Long Term
Notes Receivable - Related Party
Loan Receivable

Derivative Asset - Long Term
Property and Equipment, Net
Wind Plant Assets

Development Work in Progress
Deferred Financing Costs
Deferred Tax Asset - Long Term
Other Long Term Assets
Goodwill

Investment in Unconsolidated Subsidiary

TOTAL ASSETS
LIABILITIES AND STOCKHOLDERS' EQUITY

CURRENT LIABILITIES
Accounts Payable
Advances from Related Parties
Billings in Excess of Costs and Earnings
Accrued Liabilities
Income Taxes Payable
Asset Retirement Obligation - Short Term
Current Derivative Liability
Current Maturities of Long Term Debt

TOTAL CURRENT LIABILITIES

e I e A AR R - - A

1,299,207

(48,164,084)

(1,571,284)

L2

B H B P DR P DB P

(48,067,989)

2,396,963
(935,487)

2,025

2,241,004

(44,363,484)

B H B P BB

(129,410)

(666,802)
2,613,136

&

1,816,924



Accrued Liability - Long Term

Notes Payable - Related Party

Long-Term Debt - Net of Current Maturities
Derivative Liability - Long Term
Construction Debt

Asset Retirement Obligation

Deferred Tax Liability

TOTAL LIABILITIES

Commitments and Contigencies
Minority Interest in Subsidiary
STOCKHOLDERS' EQUITY

Common Stock

Additional Paid in Capital

Other Equity

Retained Earnings

TOTAL STOCKHOLDERS' EQUITY

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY

$ -
$ (1,674,187)
$ -
$ -
$ -
$ (260,932)
$ -
$ (118,195)
$ -
$ -
$ (200)
$ -
$ (20)
$ 44,481,899
$ 44,481,679
$ 44,363,484
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(vii) Renewable Energy Systems Canada Inc.

- Year End October 31, 2014 Financial Statements

Note: The financials for Renewable Energy Systems Canada Inc. are unaudited as they are part
of the consolidated financials for Renewable Energy Systems Holdings Limited. As such, we
have included both the unaudited financials for Renewable Energy Systems Canada Inc. and the
audited financial statements for Renewable Energy Systems Holdings Limited.

Note: There are two sets of statements for 2013 due to the entity undergoing an amalgamation

wherein the FY2013 year-end was changed from October 31 to July 31, and then back to
October 31 for the remainder of FY2013. For FY2014, year-end was October 31.

20168158.2



Renewable Energy Systems Canada Inc.
Statement of Operations and Balance Sheet in CAD
For Year Ended October 31, 2014

Statement of Operations in CAD

REVENUE
COST OF GOODS SOLD
Cost of Goods Sold
Gain on Settlement of Derivatives
Unrealized Gain/Loss on Derivatives
GROSS PROFIT (LOSS)
OPERATING EXPENSES
Selling, General, and Administration
Operating Expenses - Development
Turbine Deposit Write-Off
Depreciation and Amortization
Accretion
Foreign Currency Gain/Loss
Gain on Sale of Turbine Deposit
TOTAL OPERATING EXPENSES
INCOME FROM OPERATIONS
EARNINGS FROM UNCONSOLIDATED AFFILIATES
MINORITY INTEREST IN NET GAIN/LOSS OF SUBSIDIARY
INTEREST INCOME
INTEREST EXPENSE
INCOME BEFORE INCOME TAXES PROVISION
INCOME TAX PROVISION

NET INCOME (LOSS)

$ 793,955
$ -
$ -
$ -
$ 793,955
$ (5,063,270)
$ (5,196,198)
$ -
$ (772,020)
$ -
$ 161,934
$ -
$ (10,869,553)
$ (10,075,598)
$ (65,780)
$ -
$ 1,859,180
$ (941)
$ (8,283,138)
$ 2,764,389
$ (5,518,749)




Balance Sheet in CAD

ASSETS

CURRENT ASSETS
Cash and Cash Equivalent
Restricted Cash - Current
Accounts Receivable
Costs and Earnings in Excess of Billings
Derivative Asset - Current
Turbine Deposits
Prepaid Expenses and Other Assets
Deferred Costs
Income Tax Receivable
Deferred Tax Asset - Current

TOTAL CURRENT ASSETS

Restricted Cash - Long Term
Accrued Receivable - Long Term
Notes Receivable - Related Party
Loan Receivable

Derivative Asset - Long Term
Property and Equipment, Net
Wind Plant Assets

Development Work in Progress
Deferred Financing Costs
Deferred Tax Asset - Long Term
Other Long Term Assets
Goodwill

Investment in Unconsolidated Subsidiary

TOTAL ASSETS
LIABILITIES AND STOCKHOLDERS' EQUITY

CURRENT LIABILITIES
Accounts Payable
Advances from Related Parties
Billings in Excess of Costs and Earnings
Accrued Liabilities
Income Taxes Payable
Asset Retirement Obligation - Short Term
Current Derivative Liability
Current Maturities of Long Term Debt

TOTAL CURRENT LIABILITIES

e I e A AR R - - A

108,000

(36,533,768)

(151,530)

L2

B H B P DR P DB P

(36,171,731)

2,283,528

(730,731)
15,000
2,025
4,181,452

(30,420,456)

B H B P BB

(134,868)
(1,000,000)

(552,768)
4,403,926

&

2,716,290



Accrued Liability - Long Term

Notes Payable - Related Party

Long-Term Debt - Net of Current Maturities
Derivative Liability - Long Term
Construction Debt

Asset Retirement Obligation

Deferred Tax Liability

TOTAL LIABILITIES

Commitments and Contigencies
Minority Interest in Subsidiary
STOCKHOLDERS' EQUITY

Common Stock

Additional Paid in Capital

Other Equity

Retained Earnings

TOTAL STOCKHOLDERS' EQUITY

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY

$ -
$ (1,192,451)
$ -
$ -
$ -
$ (260,932)
$ -
$ 1,262,907
$ -
$ -
$ (200)
$ -
$ (520)
$ 29,158,269
$ 29,157,549
$ 30,420,456

©)
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(viii) Renewable Energy Systems Holdings Limited

- 2013 Audited Financial Statements

20168158.2
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(ix) Renewable Energy Systems Holdings Limited

- 2014 Audited Financial Statements
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