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INDEPENDENT AUDITORS’ REPORT 

 

To the Shareholders of Enersource Corporation 
 

We have audited the accompanying consolidated financial statements of Enersource Corporation, which 
comprise the consolidated statement of financial position as at December 31, 2014, the consolidated 
statements of comprehensive income, changes in equity and cash flows for the year then ended, and notes, 

comprising a summary of significant accounting policies and other explanatory information. 

Management’s Responsibility for the Consolidated Financial Statements 

Management is responsible for the preparation and fair presentation of these consolidated financial 

statements in accordance with International Financial Reporting Standards, 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 our 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, we 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 we 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 consolidated 

financial position of Enersource Corporation as at December 31, 2014, and its consolidated financial 
performance and its consolidated cash flows for the year then ended in accordance with International 
Financial Reporting Standards. 
 
 
 
 
 
 
Chartered Professional Accountants, Licensed Public Accountants  
 
February 26, 2015 
Toronto, Canada 
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ENERSOURCE CORPORATION 
Consolidated Statement of Financial Position  
(In thousands of Canadian dollars) 
As at December 31, 2014 and 2013 
 

 Note December 31,  
2014 

December 31, 
2013

Recast- Note 2(d)
 

Assets 
 

 

Current assets:  
Cash and cash equivalents  5 $     15,322 $     58,800
Accounts receivable 6 59,414 58,172
Unbilled revenue 73,045 70,049
Income taxes receivable 711 -
Inventories  2,7 4,073 3,104
Prepaid expenses  2,181 3,521
Customer deposits  8 23,367 21,920

Total current assets 178,113 215,566

Non-current assets:  
Property, plant and equipment  2,9 556,617 531,936
Intangible assets  10 16,309 17,330
Promissory note     11               2,068                                   - 
Deferred tax assets  13 16,747 13,393

Total non-current assets 591,741 562,659

Total assets $    769,854 $    778,225
  
Liabilities and Shareholders’ Equity 
 

 

Current liabilities:  
Accounts payable and accrued liabilities  14 $    105,858 $    109,691
Income taxes payable - 490
Advance payments  4,962 3,672
Deferred revenue  77 241
Customer deposits  8 23,367 21,920
Current portion of environmental provision  21 1,600 2,825

Total current liabilities 135,864 138,839

Non-current liabilities:  
Debentures payable 15 318,137 318,042
Deferred contributions  16 15,153 11,333
Post-employment benefits  17 7,035 5,986
Environmental provision  21 1,267 -

Total non-current liabilities 341,592 335,361

Total liabilities 477,456 474,200
  
Shareholders’ equity:  

Share capital  18 175,691 175,691
Accumulated other comprehensive income  446  916
Retained earnings 116,261 127,418

Total shareholders’ equity 292,398 304,025

Total liabilities and shareholders’ equity $    769,854 $    778,225
The accompanying notes are an integral part of the consolidated financial statements. 

 
On behalf of the Board of Directors: 

         Director                                                   Director 
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ENERSOURCE CORPORATION 
Consolidated Statement of Comprehensive Income 
(In thousands of Canadian dollars) 
Years ended December 31, 2014 and 2013  
 
 Note December 31, 

    2014 
December 31,

2013
 
Revenue: 

   

Energy sales 23 $    786,505 $    765,984
Distribution 23 111,675 124,010
Services 9,779 12,452
Other revenue 24 21,020 18,728

 928,979 921,174

Operating expenses:  
Energy purchases  23    801,795    770,026
Employee salaries and benefits 35,532 36,085
Materials and transportation 6,065 6,206
Contract labour 9,198 8,334
Other expenses 12,247 13,408
Conservation and demand management 24 14,546 14,274
Depreciation of property, plant and 

equipment  
 

9
 

26,040 
 

25,608
Amortization of intangible assets 3,556 3,198

 908,979 877,139
  
Results from operating activities 20,000 44,035
  
Non-operating revenue (expense):  

Interest income 816 1,212
Interest expense (16,248) (16,047)
Interest expense on accrued post- 

employment benefits 
 

(285) 
 

(260)
 (15,717) (15,095)
  
Profit  before income tax expense 4,283 28,940
  
Income tax expense  12 869 8,165
  
Profit for the year       3,414      20,775

 
Other comprehensive income (loss) net of income tax:  
Remeasurements of the defined benefit obligation  (639) 1,247
Income tax recovery (expense) 169 (331)
 (470) 916
  
Total comprehensive income for the year $      2,944 $     21,691

 
The accompanying notes are an integral part of the consolidated financial statements. 
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ENERSOURCE CORPORATION 
Consolidated Statement of Cash Flows 
(In thousands of Canadian dollars) 
Years ended December 31, 2014 and 2013 
 
 Note December 31, 

 2014 
 

     December 31,
2013

  Recast-Note 2(d) 
 
Cash flows from operating activities: 

   

  
Comprehensive income for the year $      2,944 $     21,691

       Adjustments for:  
Depreciation of property, plant and equipment 26,040 25,608
Amortization of intangible assets 3,556 3,198
Amortization of deferred contributions (318) (195)
Gain on disposal of property, plant and equipment (56) (183)
Post-employment benefits 1,049 (791)
Environmental provision 21 1,267 -
Promissory note 11 (2,068) -
Income tax expense  700 8,496
Interest income (816) (1,212)
Interest expense 16,248 16,047

             Income tax paid   (5,253) (5,085)
 
 
Change in non-cash working capital  

 
 

19

43,293 
 

(7,192) 

67,574 
 

(4,727)
Net cash from operating activities 36,101 62,847
  

Cash flows from investing activities:  
       Customer deposits  (1,447) (2,188)
       Interest received 853 1,290
       Capitalized interest  348 379
       Additions to property, plant and equipment (51,278) (53,856)
       Additions to intangible assets  (2,699) (2,301)
       Additions to deferred contributions  4,138 5,944
       Proceeds from sale of property, plant and equipment                   131                          231 

Cash used in investing activities (49,954) (50,501)
  
Cash flows from financing activities:  
       Customer deposits 1,447 2,188
       Dividend paid 18 (14,571) (12,080)
       Interest paid (16,501) (16,378)

Cash used in financing activities (29,625) (26,270)
  

Decrease in cash and cash equivalents, during the year (43,478) (13,924)
  
Cash and cash equivalents, beginning of year 58,800 72,724
  
Cash and cash equivalents, end of year $     15,322 $     58,800

 
The accompanying notes are an integral part of the consolidated financial statements. 
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ENERSOURCE CORPORATION 
Consolidated Statement of Changes in Equity 
(In thousands of Canadian dollars) 
Years ended December 31, 2014 and 2013 
 

  
 

                     Share 
Capital

Accumulated 
Other 

Comprehensive 
Income

 
 

   Retained  
Earnings 

        Total 
         Equity 

Balance at January 1, 2014 $    175,691 $           916 $    127,418 $    304,025
  
Profit for the year - - 3,414 3,414
Other comprehensive loss, net of tax - (470) - (470)
Dividends paid - - (14,571) (14,571)

Balance at December 31, 2014 $    175,691 $           446 $    116,261 $    292,398

 
 
      
Balance at January 1, 2013  $   175,691  $         (926) $    119,649 $    294,414
  
Profit for the year  - -    20,775 20,775
Other comprehensive income, net of tax - 916                    -                   916 
Accumulated other comprehensive 

income transferred to retained earnings  -
 

926
 

(926) 
 

-
Dividends paid     - - (12,080) (12,080)
Balance at December 31, 2013 $    175,691 $           916 $    127,418 $    304,025

 
The accompanying notes are an integral part of the consolidated financial statements. 



ENERSOURCE CORPORATION 
Notes to Consolidated Financial Statements  
(In thousands of Canadian dollars) 
Years ended December 31, 2014 and 2013 
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1. General Information 

a) Corporate Information 

Enersource Corporation (the "Corporation"), incorporated under the Ontario Business Corporations Act, 
was formed to conduct electricity distribution and non-regulated utility service ventures.  The Corporation is 
owned 90% by the City of Mississauga (the "City") and 10% by BPC Energy Corporation ("Borealis"), a 

wholly owned subsidiary of the Ontario Municipal Employees Retirement System ("OMERS"). 

The Corporation’s equity is not traded in a public market. The Corporation’s registered office is located at 
2185 Derry Road West in Mississauga, Ontario, L5N 7A6. 

The accompanying consolidated financial statements include the accounts of the Corporation's wholly 
owned subsidiaries:  Enersource Hydro Mississauga Inc. ("Enersource Hydro"), Enersource Services Inc., 
Enersource Technologies Inc. (“Technologies”) and Enersource Power Services Inc. (“Power Services”). 

On July 7, 2014, Enersource Hydro Mississauga Services Inc. officially changed its name to Enersource 
Power Services Inc.   

b) Nature of operations 

The Corporation provides electricity distribution services to businesses and residences in the City of 
Mississauga, Ontario through its subsidiary, Enersource Hydro.   

Power Services provides utility services, including electricity distribution infrastructure design, construction 

and operations and streetlight construction and maintenance services to customers in Ontario. 

Enersource Services Inc. is the parent company of Power Services, the Corporation's non-regulated 
businesses, which also owns 100% of Technologies. 

 



ENERSOURCE CORPORATION 
Notes to Consolidated Financial Statements  
(In thousands of Canadian dollars) 
Years ended December 31, 2014 and 2013 
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2. Basis of Preparation 

a) Statement of compliance 

The accompanying annual consolidated financial statements have been prepared in accordance with 

International Financial Reporting Standards (“IFRS”) as issued by the International Accounting Standards 
Board (“IASB”).  

These consolidated financial statements have been approved by the Corporation’s Board of Directors on 

February 27, 2015. 

b) Basis of measurement 

These consolidated financial statements have been prepared on a historical cost basis.  

c) Rate setting 

Enersource Hydro, as an electricity distributor, is both licensed and regulated by the Ontario Energy Board 
(“OEB”) which has a legislative mandate to oversee various aspects of the electricity industry. The OEB 

exercises statutory authority through setting or approving all rates charged by Enersource Hydro and 
establishing standards of service for Enersource Hydro’s customers. 

Enersource Hydro is subject to a cost of service regulatory mechanism under which the OEB establishes 

the revenues required to: (i) recover the forecast operating costs, including depreciation and amortization 
and income taxes, of providing the regulated service, and (ii) provide a fair and reasonable return on utility 
investment, or rate base. As actual operating conditions may vary from forecast, actual returns achieved 

can differ from approved returns. 

The OEB has the power to establish electricity prices to be charged to low volume consumers and 
designated consumers who do not choose an electricity retailer. The OEB may adjust electricity commodity 

prices charged to these consumers every six months as required. 

On April 27, 2012, Enersource Hydro submitted a cost of service rate application to the OEB to change 
distribution rates effective January 1, 2013. The application was approved by the OEB on December 19, 

2012. 

On August 16, 2013, Enersource Hydro submitted an Incentive Regulation Mechanism  Application to the 
OEB to change distribution rates effective January 1, 2014. The application was approved by the OEB on 

December 5, 2013.  
 
 
 
 



ENERSOURCE CORPORATION 
Notes to Consolidated Financial Statements  
(In thousands of Canadian dollars) 
Years ended December 31, 2014 and 2013 
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2.  Basis of Preparation (continued) 

d) Change in classification  

During the current year, the Corporation modified the classification of major spare parts from inventories to 

property, plant and equipment to reflect more appropriately the way in which economic benefits are derived 
from the use of these items. Comparative amounts in the statement of financial position and the statement 
of cash flows were reclassified for consistency. These reclassifications did not have any impact on the 

statement of comprehensive income or the statement of changes in equity. 

The following table summarizes the impact of the reclassification on the Corporation’s previously reported 
results: 

 
Statement of Financial Position Property, plant and 

equipment
Inventories

 
As at December 31, 2013 $       526,557 $          8,483
Reclassification 5,379 (5,379)
 
As at December 31, 2013 recast $       531,936 $          3,104

 
Statement of Cash Flows  Additions to property, plant 

and equipment
Non-cash 

working capital
 
As at December 31, 2013 $       (48,477) $      (10,106)
Reclassification (5,379) 5,379
 
As at December 31, 2013 recast $       (53,856) $        (4,727)

 

 



ENERSOURCE CORPORATION 
Notes to Consolidated Financial Statements  
(In thousands of Canadian dollars) 
Years ended December 31, 2014 and 2013 
 

8 

 
3. Key Accounting Judgements, Estimates and Assumptions 

The preparation of consolidated financial statements requires management to make judgements, estimates 
and assumptions that affect the application of accounting policies and amounts reported and disclosed in 

the financial statements. Actual results may differ from these estimates. Estimates and underlying 
assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are recognized in the 
year in which the estimates are revised and in any future periods affected. 

Key sources of estimation uncertainty and judgments at the end of the reporting period that could have a 
significant impact on the consolidated financial statements, relate to the following: 

a)  Useful lives of depreciable assets 

The Corporation relies on a third party independent study to componentize and determine the estimated 
useful lives of its distribution system assets. The useful life values from the study were derived from 
industrial statistics, research studies, reports and past utility experience. Actual lives of assets may vary 

from estimated useful lives.  

b) Post-employment benefits other than pensions 

The costs of post-employment benefits are determined using actuarial valuations. The actuarial valuation 

involves making assumptions about discount rates, any expected rates of return on assets, future salary 
increases, mortality rates and future pension increases. Due to the long-term nature of these plans, such 
estimates are subject to significant uncertainty.   

c) Accounts receivable impairment 

In determining the allowance for doubtful accounts, the Corporation considers historical loss experience of 
account balances based on the aging and arrears status of accounts receivable balances.  
 

d) Unbilled revenue 

Unbilled revenue is based on either the actual usage at the end of the period or an assessment of unbilled 
electricity distribution services supplied to customers between the date of the last meter reading and the 
period ending date. The Corporation applies judgement to the measurement of the estimated consumption 

and to the valuation of that consumption.   



ENERSOURCE CORPORATION 
Notes to Consolidated Financial Statements  
(In thousands of Canadian dollars) 
Years ended December 31, 2014 and 2013 
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4. Significant Accounting Policies 

a) Financial instruments 

All financial assets of the Corporation are classified as loans and receivables and all financial liabilities are 
classified as other financial liabilities. These financial instruments are recognized initially at fair value plus 

any directly attributable transaction costs. Subsequently they are accounted for based on their classification 
as following: 

i) Loans and receivables 

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are 
not quoted in an active market. They are initially recognized at fair value plus transaction costs that are 
directly attributable to their acquisition or issue, and are subsequently carried at amortised cost using 

the effective interest rate method, less provision for impairment.  

Financial assets are assessed at each reporting period to determine whether there is any objective 
evidence that they are impaired. Impairment provisions are recognized when there is objective 

evidence that the Corporation will be unable to collect all of the amounts due under the terms 
receivable. The impairment loss is calculated as the difference between the net carrying amount and 
the present value of the future expected cash flows associated with the impaired receivable. All 

impairment losses are recognized in net income.  

Loans and receivables are comprised of cash and cash equivalents, accounts receivable, promissory 
note, unbilled revenue and customer deposits. 

ii) Other financial liabilities 

All non-derivative financial liabilities are classified as other liabilities. They are initially recognized at fair 
value plus transaction costs that are directly attributable to their issue, and are subsequently carried at 

amortised cost using the effective interest rate method. 

Financial liabilities are derecognized from the statement of financial position when the Corporation is 
discharged from the obligation, or when the obligation is cancelled or expired.  

Financial liabilities are further classified as current or non-current depending on whether they are due 
within twelve months of the reporting date.  

Other financial liabilities are comprised of accounts payable and accrued liabilities, advance payments, 

debentures payable and deposits payable.  

The Corporation does not enter into derivative instruments.  

 



ENERSOURCE CORPORATION 
Notes to Consolidated Financial Statements  
(In thousands of Canadian dollars) 
Years ended December 31, 2014 and 2013 
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4.  Significant Accounting Policies (continued) 

b) Inventories 

Inventories consist of parts and supplies acquired for internal construction, consumption or recoverable 

work.  The Corporation accounts for major spare parts and standby equipment as property, plant and 
equipment.   

Inventory is carried at the lower of cost and net realizable value, with cost determined on a weighted 

average cost basis net of a provision for obsolescence. Cost is comprised of the purchase price and other 
directly attributable expenditures to bring the inventories to their present condition and location.  

c) Customer deposits  

Customers may be required to post security to obtain electricity or other services, which are interest 
bearing and refundable on demand.  Where the security posted is in the form of cash or cash equivalents, 
these amounts are recorded as customer deposits and are reported separately from the Corporation's own 

cash and cash equivalents.   

d) Property, plant and equipment (“PP&E”) 

PP&E is measured at cost less accumulated depreciation and impairment losses. Cost includes all directly 

attributable expenditures to acquire and bring the asset into operation including labour, employee benefits, 
materials and transportation costs, contracted services and borrowing costs where applicable.  Subsequent 
expenditures are included in an asset’s carrying amount or recognized as a separate asset, where 

appropriate, only when it is probable that future economic benefits associated with the item will flow to the 
Corporation and the cost can be reliably measured. All other subsequent expenditures, including the costs 
of day-to-day servicing, repairs and maintenance, are expensed as incurred. 

An asset is derecognized at its carrying value when it is disposed of or when no future economic benefits 
are expected from its use. The gain or loss arising on the disposal or retirement of an item of PP&E is 
determined as the difference between the proceeds from sale and the carrying amount of the asset, and is 

recognized in the statement of comprehensive income. 

Major spare parts and standby equipment are accounted for as PP&E since they support the Corporation’s 
distribution system reliability. Depreciation of PP&E is recorded in the statement of comprehensive income 

on a straight-line basis over the estimated useful life of each component of PP&E.  The estimated useful 
lives, residual values and depreciation methods are reviewed at the end of each annual reporting period, 
with the effect of any changes in estimate being accounted for on a prospective basis. 

 
 
 



ENERSOURCE CORPORATION 
Notes to Consolidated Financial Statements  
(In thousands of Canadian dollars) 
Years ended December 31, 2014 and 2013 
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4.  Significant Accounting Policies (continued) 

Estimated useful lives for the main categories of PP&E are shown in the table below: 
 

Buildings and other fixtures 20 - 60 years
Distribution system and station equipment 15 - 40 years
Overhead and underground distribution system 15 - 55 years
Other PP&E 3 - 25 years

Assets under construction and spare parts accounted as PP&E, which are not available for use, are not 
depreciated.  

During the construction period of qualifying assets, borrowing costs are capitalized as a component of the 

cost of self-constructed assets. The capitalization rate is the Corporation’s weighted average cost of 
borrowings. 

e) Intangible assets 

Intangible assets include easements and computer software. 

Easements are measured at cost and are held in perpetuity. Since there is no foreseeable limit to the 
period over which these easements are expected to provide benefit to the Corporation, they have been 

assessed as having indefinite useful lives and are not amortized.  

Computer software is measured at cost less accumulated amortization and impairment losses. Cost 
includes expenditures associated with the initial acquisition or development and other directly attributable 

expenditures to prepare the asset for its intended use. 

Computer software is amortized on a straight line basis over the estimated useful life of the related asset 
from the date that they are available for use. The estimated useful lives and amortization methods are 

reviewed at the end of each annual reporting period, with the effect of any changes in estimate being 
accounted for on a prospective basis. Software in development is not amortized. 

Estimated useful lives for intangible assets are shown in the table below: 

 
Computer software 2 - 10 years
Easements Indefinite

 

 

 



ENERSOURCE CORPORATION 
Notes to Consolidated Financial Statements  
(In thousands of Canadian dollars) 
Years ended December 31, 2014 and 2013 
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4.  Significant Accounting Policies (continued) 

f) Impairment of non-financial assets 

The carrying amounts of non-financial assets are reviewed at each reporting date to determine whether 

there is any indication of impairment. If any such indication exists, then the asset’s recoverable amount is 
tested and assessed. 

PP&E and intangible assets with finite lives are tested for recoverability at the cash-generating unit (“CGU”) 

level (or groups of CGUs), which is the smallest identifiable group of assets that generates independent 
cash inflows. An impairment of PP&E and intangible assets with finite lives is recognized in the statement 
of comprehensive income when the asset’s carrying value exceeds its estimated recoverable amount. The 

recoverable amount is the higher of its value in use and fair value less costs of disposal. Where fair value 
less costs to sell is not reliably available, value in use is used as the recoverable amount. Value in use is 
calculated as the present value of the estimated future cash flows expected to be derived from an asset, 

CGU or group of CGUs.  

The Corporation evaluates indefinite life intangible assets for impairment annually or whenever events or 
changes in circumstances indicate the carrying amount may not be recoverable.  For purposes of such an 

evaluation, the fair value estimate is compared to the carrying amount of the asset to determine if a write-
down is required.  The impairment loss is measured as the amount by which the carrying amount of the 
asset exceeds its fair value. 

An impairment charge may be reversed only if there is objective evidence that a change in the estimate 
used to determine the asset’s recoverable amount since the last impairment was recognized is warranted. 
A reversal of an impairment charge is recognized immediately in the statement of comprehensive income 

g) Regulatory accounting 

On January 30, 2014, the IASB issued interim standard IFRS 14, Regulatory Deferral Accounts. This 
standard allows first-time adopters of IFRS to apply previous Generally Accepted Accounting Principles to 

account for rate-regulated assets and liabilities. As the Corporation is not a first-time adopter, it does not 
recognize assets and liabilities arising from rate regulated activities. Instead, the Corporation records 
revenues in accordance with its revenue recognition policy and expenses as operating costs when 

incurred. Regulatory balances that have an effect on comprehensive income under IFRS are disclosed in 
Note 23. 
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Notes to Consolidated Financial Statements  
(In thousands of Canadian dollars) 
Years ended December 31, 2014 and 2013 
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4.  Significant Accounting Policies (continued) 

h) Revenue recognition 

The Corporation’s principal sources of revenue are: 

(i) Energy sales and distribution revenue 

Energy sales and distribution revenue are recorded on the basis of cyclical billings based on electricity 
usage and include unbilled revenue for electricity consumed but not yet billed. The unbilled revenue accrual 

for the period is based on estimated energy consumption. Energy sales are recognized based on OEB and 
Independent Electricity System Operator ("IESO") prevailing energy rates and electricity consumed by 
customers. Distribution revenue attributable to the delivery of electricity is recognized based upon OEB-

approved distribution rates and estimated electricity consumed by the customer.  

(ii) Services revenue 

Services revenue related to the sale of non-regulated services are recognized as services are rendered or 

contract milestones are achieved. Amounts received in advance of these milestones are presented as 
deferred revenue. 

(iii) Other revenue 

Other revenue includes government grants under Conservation and Demand Management (“CDM”) 
programs, amortization of customer contributions and other general revenue. Government grants under 
CDM programs are recognized when there is reasonable assurance that the grant will be received and all 

related conditions will be met. Grants are recognized as income on a systematic basis over the period to 
match to the costs they are intended to compensate. 

The Corporation receives customer contributions to construct certain items of PP&E. These contributions 

are recorded as deferred contributions and amortized into income over the life of the related asset.  

Other general revenues are recognized as the services are rendered. 
 

i) Employee benefits 

(i) Short-term employee benefits 

The Corporation provides short-term employee benefits such as salaries, employment insurance, short- 
term compensated absences, health and dental care. Short-term employee benefit obligations are 
measured on an undiscounted basis and are recognized as the related service is provided. Short-term 

employee benefits are recognized as an expense unless they qualify for capitalization as part of an item of 
PP&E or intangible asset.  
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Notes to Consolidated Financial Statements  
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4.  Significant Accounting Policies (continued) 

(ii) Defined benefit pension plan 

The Corporation’s current pension plan is administered by OMERS and is a multi-employer public sector 

defined benefit pension plan funded by equal contributions from participating employers and employees as 
well as by investment earnings of the plan. Pension contributions received from all OMERS employers and 
members are combined and used jointly to purchase investments. Under OMERS’ funding and investment 

structure, investment and actuarial evaluations are determined on a commingled basis across all 
employers and as a result, information for individual employers is unavailable.  

As the Corporation does not have the information to account for its proportionate share of the defined 

benefit obligation and plan assets, the Corporation accounts for its participation in OMERS as a defined 
contribution plan, and all contributions to the plan are recognized as an expense.  

(iii) Post-employment benefits  

The Corporation provides post-employment life, health, and dental benefits to its employees. An actuary 
determines the cost of these benefits as well as measures the plan obligation. The actuary uses the 
projected unit credit method, prorated on service and based on management's best estimate and 

assumptions. Under this method, the projected post-employment benefit is deemed to be earned on a pro 
rata basis over the years of service in the attribution period, and ends at the earliest age the employee 
could retire and qualify for benefits.  

Remeasurements of the net defined benefit liability, which are comprised of actuarial gains and losses, are 
recognized immediately in the statement of financial position with a charge or credit to other 
comprehensive income. Current service costs are recognized in the statement of comprehensive income 

under employee salaries and benefits and net interest expense on accrued post-employment benefits are 
presented as a separate line in the statement of comprehensive income. The Corporation accumulates 
remeasurements of the defined benefit obligation and transfers them to retained earnings upon OEB’s 

review and approval. 
 

j) Deferred contributions 

Certain assets may be acquired or constructed with financial assistance in the form of contributions from 
customers when the estimated revenue is less than the cost of providing service or where special 

equipment is needed to supply the customers’ specific requirements.  

Since the contributions will provide customers with ongoing access to the supply of electricity, these 
contributions are classified as deferred contributions and are amortized as revenue on a straight-line basis 

over the useful life of the constructed or contributed asset.  
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4.  Significant Accounting Policies (continued) 

k) Income taxes 

Under the Electricity Act, 1998, the Corporation is required to make payments in lieu of corporate income 

taxes ("PILs") to the Ontario Electricity Financial Corporation. These payments are calculated in 
accordance with the rules for computing income and taxable capital and other relevant amounts contained 
in the Income Tax Act (Canada), the Taxation Act, 2007 (Ontario), as modified by the Electricity Act, 1998, 

and related regulations. References in these financial statements to income taxes are with respect to PILs. 

The Corporation recognizes deferred tax using the balance sheet method. Under this method, deferred 
income taxes reflect the net tax effects of temporary differences between the tax basis of assets and 

liabilities and their carrying amounts for accounting purposes, as well as for tax losses available to be 
carried forward to future years that are probable.  Deferred tax assets and liabilities are measured using 
enacted or substantively enacted tax rates, at the reporting date, expected to apply to taxable income in the 

years in which those temporary differences are expected to be recovered or settled. The effect on deferred 
tax assets and liabilities of a change in tax rates is recognized in income in the year that includes the date 
of enactment or substantive enactment.  Deferred income tax assets and liabilities are offset since they 

relate to income taxes levied by the same taxation authority. 

A deferred tax asset is recognized to the extent that it is probable that future taxable profits will be available 
against which the temporary difference can be utilized. Deferred tax assets are reviewed at each reporting 

date and are reduced to the extent that it is no longer probable that the related tax benefit will be realized. 

Current taxes are based on taxable profit or loss for the year, which differ from profit or loss as reported in 
the consolidated statement of comprehensive income because it excludes items that are taxable or 

deductible in other years and items that are neither taxable nor deductible. The Corporation’s liability for 
current tax is calculated using tax rates that have been enacted or substantively enacted at the end of the 
reporting period. 

Both current and deferred taxes are included as part of income tax expense on the statement of 
comprehensive income. 

l) Foreign currency translation 

Transactions in foreign currencies are translated to Canadian dollars at the prevailing rate at the date of the 
transaction.  Monetary assets and liabilities denominated in foreign currencies are translated into Canadian 
dollars at the prevailing period-end rates. Exchange gains or losses are recognized as income in the period 

in which they arise.  
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4.  Significant Accounting Policies (continued) 

m) Provisions and contingencies 

The Corporation recognizes provisions if, as a result of a past event, there is a present legal or constructive 

obligation that can be measured reliably, and it is probable that an outflow of economic benefits will be 
required to settle the obligation. Provisions are determined by discounting the expected future cash flows at 
a pre-tax rate that reflects current market assessments of the time value of money and, where appropriate, 

the risks specific to the liability.   

The evaluation of the likelihood of the contingent events requires judgement by management as to the 
probability of exposure to potential gain or loss. Actual results could differ from these estimates.  

A contingent asset is not recognized in the consolidated financial statements. However, a contingent asset 
is disclosed where an inflow of economic benefits is probable. 

n) Consolidation 

The Corporation prepares consolidated financial statements. All intercompany balances and transactions 
are eliminated in preparing the consolidated financial statements. 

o) New standards and interpretations adopted  

The IASB has issued an amendment to IAS 32 Financial Instruments: Presentation, which provides further 
guidance on the requirement for offsetting financial instruments. The amendment is effective for annual 
periods beginning on or after January 1, 2014 and must be applied retrospectively. The adoption of this 

amendment did not have an impact on the Corporation’s results of operations, financial position, and 
disclosures. 

p) New standards and interpretations not yet adopted 

Certain new or amended standards issued by the IASB do not have to be adopted in the current period. 
The standards that the Corporation anticipates might have an impact on its consolidated financial 
statements or note disclosures are described below. 
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4.  Significant Accounting Policies (continued) 

In May 2014, the IASB issued IFRS 15, Revenue from Contracts with Customers, which clarifies the 
principles for recognizing revenue and cash flows arising from contracts with customers. The standard is 

effective for annual periods beginning on or after January 1, 2017, and is to be applied retrospectively. 
IFRS 15 is available for early adoption. The purpose of this standard is to: 

(i) remove inconsistencies and weaknesses in previous revenue requirements;  

(ii) provide a more robust framework for addressing revenue issues;  

(iii) improve comparability of revenue recognition practices across entities, industries, jurisdictions and 
capital markets;  

(iv) provide more useful information to users of financial statements through improved disclosure 
requirements; and  

(v) simplify the preparation of financial statements by reducing the number of requirements to which 

an entity must refer. 

In July 2014, the IASB issued IFRS 9 Financial Instruments which will replace IAS 39 Financial 
Instruments: Recognition and Measurement. The new standard provides revised guidance on the 

classification and measurement of financial assets, including impairment, and supplements the new hedge 
accounting principles published in 2013 as part of IFRS 9. The standard is effective for annual periods 
beginning on or after January 1, 2018, and is to be applied retrospectively. IFRS 9 is available for early 

adoption.  

In August 2014, the IASB issued an amendment to IAS 27 Separate Financial Statements, which allows 
the use of the equity method and applies to the accounting for associates, joint ventures and subsidiaries. 

The amendments are effective for annual periods beginning on or after January 1, 2016 and must be 
applied retrospectively.  

The Corporation will quantify the effect, if any, of the above mentioned standards, once a full analysis and 

assessment is completed. 

 
5. Cash and Cash Equivalents  

Cash and cash equivalents include cash at the bank, cash on hand and short term investments with a 
maturity of 90 days or less from the date of purchase. 

 
 December 31, 2014 December 31, 2013
 
Cash $          4,730 $         43,311
Short term investments 10,592 15,489
 
Total cash and cash equivalents $        15,322 $         58,800
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5.  Cash and Cash Equivalents (continued) 

There are no restrictions, pledges or limitations to the use of the cash and cash equivalents, except for 
$10,520 (December 31, 2013 - $5,203) posted as letters of credit. 

  
6. Accounts Receivable   

The components of accounts receivable are as follows: 
 

 December 31, 2014 December 31, 2013
 
Trade receivables $        53,335 $        54,162
Less: allowance for doubtful accounts (1,928) (2,142)
 
Trade receivables, net $        51,407 $        52,020
 
Receivables due from related parties (Note 20) 4,406 3,838
Other receivables 3,601 2,314
 
Total accounts receivable, net $        59,414 $        58,172
 
Of which: 
Not yet due (less than 16 days) $        36,539 $        37,076
Past due 1 day but not more than 14 16,163 13,779
Past due 15 days but not more than 44 5,394 5,168
Past due 45 days but not more than 74 1,516 1,988
Past due 75 days but not more than 104 651 765
Past due more than 104 days 1,079 1,538
Less: allowance for doubtful accounts (1,928) (2,142)
 

Total accounts receivable, net $        59,414 $        58,172

 
The allowance for doubtful accounts as at December 31, 2014 was 3.1% (December 31, 2013 – 3.6%), of 
the total accounts receivable which includes accounts receivable that are not yet due or past due, that the 

Corporation has deemed to be impaired.  
 
 
7. Inventories  

The amount of inventory consumed by the Corporation and recognized as an expense during 2014 was 

$2,155 (2013 – $2,197). The amount of inventory that was written down due to obsolescence in 2014 was 
$nil (2013 - $127).  

During 2014, the Corporation reclassified $4,581 (2013 – $5,379) from inventory to PP&E as described in 

Note 2 (d).  
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8. Deposits and Guarantees 

The following outlines the deposits and letters of credit/guarantees of the Corporation posted as security.  

The amounts are comprised of cash and cash equivalents in the form of deposits and letters of 
credit/letters of guarantee, under which the Corporation is contingently liable. 
 
 December 31, 2014 December 31, 2013 

 Cash and cash 
equivalents

Letters of 
credit/ 

guarantees

Cash and cash 
equivalents 

Letters of 
credit/ 

guarantees
Customer deposits (a) $   23,367 $             - $   21,920 $             -
Security with the IESO (b) - 11,450 - 11,450
Security with the City of  

Brampton (c)                    -             10,170                    -             4,853
Security with the City of 

Mississauga (d) 
 

-  
 

350
 

-  
 

350
 $   23,367 $   21,970 $   21,920 $   16,653

(a) Customer deposits 

The Corporation collects cash and cash equivalents as deposits from certain customers to reduce credit 
risk.  

(b) Security with the IESO 

Entities that purchase electricity in Ontario through the IESO are required to post security to mitigate the 
risk of their default on their expected activity in the market. The IESO could draw on this security if the 

Corporation fails to make the payment required by a default notice issued by the IESO. The Corporation 
has posted a letter of credit as security in the amount of $11,450 as at December 31, 2014 (December 31, 
2013 - $11,450). 

(c)   Security with the City of Brampton 

The Corporation has posted letters of credit in the amount of $10,170 as at December 31, 2014 (December 
31, 2013 - $4,853) relating to contracts with the City of Brampton to provide routine and emergency 

maintenance of street lighting and related services.  The City of Brampton could draw on this security by 
issuing a certificate demonstrating that the Corporation has failed to fulfill its obligations related to these 
contracts. 

(d)    Security with the City of Mississauga 

The Corporation has posted a letter of credit in the amount of $350 as at December 31, 2014 (December 
31, 2013 - $350) relating to a contract with the City of Mississauga for the installation of Light Emitting 

Diode (“LED”) streetlight luminaires and monitoring system components.  The City of Mississauga could 
draw on this security by issuing a certificate demonstrating that the Corporation has failed to fulfill its 
obligations related to this contract. 
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9. PP&E 
 
PP&E consists of the following as at December 31, 2014:  

 
 December 31, 

2013
Additions/ 

Depreciation
Disposals/ 

Retirements 
December 31, 

 2014
Cost  
Distribution system $     417,267 $      37,372 $     (1,315) $     453,324
Distribution station equipment 58,970 3,852 (246) 62,576
Other PP&E 71,667 4,824         (2,227) 74,264
Buildings and fixtures 34,041 4,187 - 38,228
Land  9,879 - - 9,879
Construction in progress 4,944 560 - 5,504
Subtotal $     596,768 $       50,795 $     (3,788) $     643,775
  
Accumulated depreciation  
Distribution system $     (38,998) $     (14,332) $          249 $     (53,081)
Distribution station equipment (5,238) (1,925) 33 (7,130)
Other PP&E (18,071) (7,080) 1,983 (23,168)
Buildings and fixtures (2,525) (1,254) - (3,779)
Land  - - - -
Subtotal $     (64,832) $     (24,591) $       2,265   $     (87,158)
  
Carrying amount $     531,936 $       26,204 $     (1,523) $     556,617

 
PP&E consists of the following as at December 31, 2013: 

 
 December 31, 

2012
Additions/ 

Depreciation 
Disposals/ 
Retirement 

2013 
Adjustment 

Note 2(d) 

December 31, 
2013 

Recast
Cost  

Distribution system $    378,722 $     35,688 $   (1,739) $   4,596 $   417,267
Distribution station 

equipment 55,681 3,520 (231) - 58,970
Other PP&E 65,389 6,511 (1,144) 911 71,667
Buildings and fixtures 32,378 1,663 - - 34,041
Land  9,892 - (13) - 9,879
Construction in progress 5,459 (387) - (128) 4,944
Subtotal $     547,521 $     46,995 $   (3,127) $   5,379 $   596,768
  
Accumulated 
depreciation 

 

Distribution system $     (25,615) $   (13,653) $        270 $           - $   (38,998)
Distribution station 

equipment (3,439) (1,831) 32
 

- (5,238)
Other PP&E (11,852) (6,944) 725 - (18,071)
Buildings and fixtures (1,384) (1,141) - - (2,525)
Land  - - - - -
Subtotal $     (42,290) $   (23,569) $     1,027 $           - $   (64,832)
  
Carrying amount $     505,231 $     23,426 $   (2,100) $   5,379 $   531,936
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9. PP&E (continued) 

During 2014, the Corporation reclassified $4,581 (2013 – $5,379) from inventory to PP&E as described in 

note 2(d). 

The carrying amount of PP&E, that have been derecognized before the end of their estimated useful lives 

and have been recorded as depreciation expense on the statement of comprehensive income, was $1,449 
in 2014 (2013 - $2,039). 

During the year, borrowing costs of $304 (2013 - $354) were capitalized as part of the costs of PP&E. A 
capitalization rate of 5.091% (2013 – 5.091%) was used to determine the amount of borrowing costs to be 

capitalized. During the year, the Corporation has included $483 (2013 - $1,482) of accrued liabilities in the 
additions to PP&E.  

PP&E and intangible asset purchase commitments outstanding as at December 31, 2014 total $10,076 

(December 31, 2013 - $10,907). 

 

10.  Intangible Assets   
 
Intangible assets consist of the following as at December 31, 2014:  

 
 December 31, 

2013
Additions/ 

Amortization
Disposals/ 

Retirements 
December 31, 

2014
Cost  
Computer software $       23,717 $        2,087 $     (19) $      25,785

Easements             565 18 - 583

Software in development 1,186 430 - 1,616
  
Subtotal $       25,468 $        2,535 $     (19) $      27,984
  
Accumulated amortization  
Computer software $       (8,138) $      (3,556) $       19  $    (11,675)

Easements               - - - -
  
Subtotal $       (8,138) $      (3,556) $       19 $    (11,675)
  
Carrying amount $       17,330 $      (1,021) $          - $      16,309
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10. Intangible Assets (continued) 
 
Intangible assets consist of the following as at December 31, 2013:  
 
 December 31, 

2012
Additions/ 

Amortization
Disposals/ 

Retirements 
December 31, 

2013
Cost  
Computer software $       22,089 $       1,652 $     (24) $      23,717

Easements             524 28 13 565

Software in development 1,004 182 - 1,186
  
Subtotal $       23,617 $       1,862 $     (11) $      25,468
  
Accumulated amortization  
Computer software $       (4,964) $     (3,198) $       24  $     (8,138)

Easements               - - - -
  
Subtotal $       (4,964) $     (3,198) $       24 $     (8,138)
  
Carrying amount $       18,653 $     (1,336) $       13 $     17,330

 

During the year, borrowing costs of $44 (2013 - $25) were capitalized as part of the cost of intangible 
assets. A capitalization rate of 5.091% (2013 – 5.091%) was used to determine the amount of borrowing 
costs to be capitalized. During 2014, the Corporation has included $164 (2013 - $440) of accrued liabilities 

in the additions to intangible assets.  

 
11.   Promissory Note Receivable 

The Corporation holds a promissory note of $2,068 from Trans Power Holding Inc. relating to the sale of its 
investment in Enerpower Utility Inc. The promissory note, which matures in February 15, 2020, bears a 

fixed annual interest rate of 6.25%, with payments due annually. The promissory note is open for 
repayment at any time without notice, bonus or penalty.  
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12.   Income Taxes 

The components of income tax expense for the years ended December 31, 2014 and 2013 were as 
follows: 

 
 December 31, 2014 December 31, 2013
  
Current income tax expense:  
Expense for the year $      4,611 $     7,831
Utilization of future timing differences in the current year (558) 54
Total current Income tax expense     4,053      7,885
  
Deferred income tax expense:  
Reversal of temporary differences (3,733) (190)
Reduction of future timing differences 549 470
Total deferred Income tax expense (3,184) 280
  
Total income tax expense  $        869 $     8,165

 
The provision for income taxes differs from the amount that would have been recorded using the combined 
federal and Ontario statutory income tax rate. Reconciliation between the statutory and effective tax rates is 

provided as follows: 
  
 December 31, 2014 December 31, 2013
Federal and Ontario statutory income tax rate 26.50%                      26.50%
  
Profit before provision for income taxes $      4,283 $   28,940
  
Provision for income taxes at statutory rate: 1,135 7,669
Increase (decrease) resulting from:   
           Non-taxable portion of capital gain (274) -
           Other timing differences between accounting net  
           Income and net income for tax purpose 8 496
  
Provision for income taxes $        869 $     8,165
  
Effective income tax rate           20.29% 28.21%
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13.  Deferred Tax Assets 

Deferred income taxes reflect the net effects of temporary differences between the carrying amounts of 
assets and liabilities for financial reporting purposes and the amounts used for income tax purposes.  The 
net deferred tax asset consists of the following: 

 
 December 31,2014      December 31, 2013 
PP&E and intangible assets $    11,385 $       14,640

Energy variances 2,907 (3,332)

Employee post-employment benefits 
other than pensions 1,865

 
1,587

Unutilized tax loss 213 -

Other temporary differences 377 498

Net deferred income tax assets $    16,747 $       13,393

At December 31, 2014, the Corporation has non-capital loss carry forwards totalling $803 (2013 - $nil), 

which expires in 2034. 

Deferred tax assets have been recognized to the extent that it is probable that taxable income will be 
available against which the deductible temporary difference can be utilized. The Company has recognized 

deferred tax assets in the amount of $279 (2013 – $15) the utilization of which is dependent on future 
taxable profits. The recognition of these deferred tax assets is based on taxable income forecasts that 
incorporate existing circumstances that will result in positive taxable income against which non-capital loss 

carry-forwards can be utilized.  

 
14.   Accounts Payable and Accrued Liabilities 
 
The components of accounts payable and accrued liabilities are as follows: 

 
 December 31, 2014 December 31, 2013
  
Amounts due to the IESO for energy purchases $     72,601 $         70,245
Trade payables due to related parties (Note 20) 88 26
Other trade payables 4,843 5,179
Accrued expenses 18,463 23,992
Other non-trade payables 9,863 10,249
  
Total accounts payable and accrued liabilities $   105,858 $       109,691

 
 
 



ENERSOURCE CORPORATION 
Notes to Consolidated Financial Statements  
(In thousands of Canadian dollars) 
Years ended December 31, 2014 and 2013 
 

25 

 
15.   Debentures Payable 
 
 December 31, 2014 December 31, 2013
  
4.52 % Series A Debentures due April 29, 2021 $     110,000 $     110,000

Deferred debt issue cost (net of accumulated 
amortization of $251) (December 31, 2013 $178) 

 
(540) 

 
(613)

5.30 % Series B Debentures due April 29, 2041 210,000 210,000

Deferred debt issue cost (net of accumulated 
amortization of $78 ) (December 31, 2013 $56) 

 
(1,323) 

 
(1,345)

Net debentures payable $     318,137 $     318,042

The Corporation has a private placement debt of $320,000 comprised of $110,000 of Series A, 10-year 
debentures with fixed coupon rate of 4.52%, and $210,000 of Series B 30-year debentures with fixed 

coupon rate of 5.30%.  

Interest expense for the year ended December 31, 2014 included $16,097 (December 31, 2013 - $16,053) 
in respect of interest on the debt. The amortization of the debt issue cost for the year ended December 31, 

2014 was $95 (December 31, 2013 - $91). 

The Corporation has the following material covenants associated with its long-term debt: 

(i) The Corporation will duly and punctually pay or cause to be paid payments of principal and interest 

to each holder of the debentures. 

(ii) The Corporation will, and will cause each designated subsidiary to maintain its corporate existence 
(unless all of its assets are or have been conveyed to the Corporation or another designated 

subsidiary), and will carry on and conduct its business in a proper and efficient manner. 

(iii) The Corporation will provide to the Trustee copies of (i) within 120 days of each fiscal year end of 
the Corporation, annual audited consolidated financial statements of the Corporation together with 

a report of the Corporation’s auditors thereon; (ii) within 60 days of the end of the first, second and 
third quarters of the Corporation’s fiscal year, interim consolidated financial statements.  The 
corporation’s first interim consolidated financial report prepared in accordance with IFRS for the 

first quarter in which such report is required to be prepared, which may be provided within 90 days 
of the end of such quarter. 

(iv) The Corporation will, and will cause each Designated Subsidiary to, from time to time pay or cause 

to be paid all taxes (including transfer taxes), rates, levies, payments in lieu of taxes, assessments 
(ordinary or extraordinary), government fees or dues lawfully levied, assessed or imposed upon or 
in respect of its respective property or any part thereof or upon its income and profits as and when 

the same become due and payable and to withhold and remit any amounts required to be withheld 
by it from payments due to others and remit the same to any government or agency thereof.  
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15.  Debentures Payable (continued) 

(v) The Corporation will not, and will not permit any Designated Subsidiary to, create, assume or 

suffer to exist any Security Interest, other than permitted encumbrances, on any of its assets to 
secure any obligation, unless at the same time it secures equally and rateably therewith all the 
debentures issued pursuant to the Trust Indenture then outstanding. 

(vi) The Corporation shall not issue, incur or become liable for obligations that exceed 75% of the 
total consolidated capitalization. 

(vii) The Corporation may not amalgamate or consolidate with or merge into any other Person, or 

permit any other Person to amalgamate or consolidate with or merge into with the Corporation, or 
directly or indirectly transfer, sell, lease or otherwise dispose of all or substantially all of its 
property or assets. Notwithstanding the foregoing, a Designated Subsidiary shall be permitted to 

merge with another entity provided that, after giving effect to such merger, it continues to be a 
Designated Subsidiary 

(viii) No default or event of default shall have occurred and be continuing, or shall occur. 
 
The Corporation is in compliance with all credit agreement covenants and limitations associated with its 
debt. 
 
16.  Deferred Contributions  
 
The continuity of deferred contributions is as follows: 
 
 December 31, 2014 December 31, 2013
 
Deferred contributions, net, beginning of year $     11,333 $       5,584

Additions to deferred contributions  4,138 5,944

Contributions recognized as revenue (318) (195)

Deferred contributions, net, end of year $     15,153 $     11,333
 
 
17.  Post-employment Benefits 

The Corporation’s retirement plan is comprised of a defined contribution plan. In addition, the Corporation 
provides other post-employment benefits such as primarily life insurance, health and dental coverage, on a 
shared basis.   

a) OMERS pension plan 

The most recently available OMERS annual report is for the year ended December 31, 2013, which 
reported that the plan was 88% funded, with a fund deficit of $8,641,000.  This fund deficit is likely to result 

in future payments by the participating employers. The Corporation shares in the actuarial risks of other 
participants in the plan and therefore its future contributions could increase due to their actuarial losses. In 
addition, the Corporation’s contributions may also increase if other entities withdraw from the plan. 
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17.  Post-employment Benefits (continued) 

The Corporation expensed contributions to OMERS of $4,210 (December 31, 2013 – $3,968) for the year 
ended December 31, 2014. These amounts are included under employee salaries and benefit in the 

statement of comprehensive income.  

b) Post-employment benefits other than pension 

Post-employment benefits other than pension are subject to annual actuarial valuations. A valuation of the 

post-employment benefits was performed as of December 31, 2014.  
 
A reconciliation of the defined benefit obligation is as following:  

 
  

Total expense recognized in profit or loss December 31,2014 December 31,2013

Current service costs $      325 $      376
Interest on obligation 285 260

Total expense for the year        $      610 $      636

 

The significant actuarial assumptions used to determine the present value of the obligation are as follows: 

 

Actuarial assumptions December 31, 2014 December 31, 2013

Discount rate (beginning of year) 4.75% 3.75%
Discount rate (end of year) 4.00% 4.75%
Health care cost increases 9.00% 9.00%
Dental cost increases 4.00% 4.00%
Rate of compensation increase 3.00% 3.00%

A 1% increase in the assumed discount rate would result in the defined benefit obligation decreasing to 

$6,010.  A 1% decrease in the assumed discount rate would result in the defined benefit obligation 
increasing to $7,713.  

In 2013, the Corporation reclassified $926 from accumulated other comprehensive income to retained 

earnings. 
 

 
December 31, 2014 December 31, 2013

Accrued benefit obligation, beginning of year $    5,986 $    6,777
Current service cost 325 376
Interest on accrued benefit obligation 285 260
Benefits paid (200) (180)
Re-measurements recognized in other comprehensive 

income 639 
 

(1,247)

Accrued benefit obligation, end of year $    7,035 $    5,986
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18.  Share Capital 

 
 December 31, 2014 December 31, 2013
Authorized:  

Unlimited, Class A shares, voting  
1,000 Class B shares, non-voting  
100 Class C shares, voting  

Issued:  
180,555,562 Class A shares $     155,628 $     155,628
1,000 Class B shares 1 1
100 Class C shares 20,062 20,062

 
$     175,691 $     175,691

The holders of Class A shares and Class C shares are entitled to receive notice of, to attend, and to vote at 
all general and special meetings of the Corporation’s shareholders. The holders of Class B shares are not 
entitled to vote at any meeting of the Corporation’s shareholders (except as required by law) and are only 

entitled to receive notice of special meetings called to consider certain fundamental changes. Holders of 
Class A shares are entitled to one vote per share. Holders of Class C shares are entitled to such number of 
votes in respect of each Class C share as will entitle the holders of the Class C shares, as a class, to the 

proportion of the total number of votes of all shareholders entitled to vote at any such meeting that the 
Class C total base equity is of the aggregate regulated rate base equity of the Corporation’s and its 
subsidiaries. 

The holders of the Class A shares and holders of the Class C shares, in priority to the holders of the Class 
B shares, are entitled to receive, if, as and when declared by the Corporation’s Board of Directors, 
concurrent preferential dividends at a rate per annum equal to the regulated rate of return on the rate base 

equity represented by each such class of shares. Once these preferential dividend entitlements have been 
satisfied, holders of each class of shares are entitled to receive, on a concurrent basis with each other 
class of shares, additional dividends if, as and when declared by the Corporation’s Board of Directors and 

in such amounts and payable in such manner as may be determined from time to time by the Corporation’s 
Board of Directors. Holders of the Class A shares and the Class C shares are together entitled to 60% of 
any such additional dividends, which  are to be allocated between the holders of each such class of shares 

in proportion to the rate base equity represented by each such class. Holders of the Class B shares are 
entitled to 40% of any such additional dividends. Class A, B and C shares have no par value. 

Dividends may be declared by the Board of Directors through a resolution. In 2014, a dividend of $14,571 

(2013 - $12,080) was declared and paid to the Shareholders of the Corporation. 
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19. Change in Non-cash Working Capital 
 

 
December 31, 2014 December 31, 2013 

Recast-Note 2(d)
 

Accounts receivable $        (1,282) $        6,989

Unbilled revenue (2,996) (10,686)

Inventories (969) 5,370

Prepaid and deposits 1,340 (1,143)

Accounts payable (3,833) 2,399

Environmental provision (1,225) 2,455

Advance payments 1,290 1,594

Deferred revenue  (164) (13,627)

Accrued PP&E and intangible assets 647 1,922

Decrease in non-cash operating working capital $        (7,192) $     (4,727)
 
 
20. Related Party Transactions  

The Corporation's operations include the provision of electricity and services to its principal shareholder, 
the City.  Electricity is billed to the City at the prices and terms as any other Enersource Hydro customer 
not with an electricity retailer. Street lighting maintenance and construction services are provided at an 
exchange amount, being that amount agreed to by the parties.  A summary of amounts charged by the 

Corporation to the City is as follows: 

 
 December 31, 2014 December 31, 2013
   
Electrical energy  $        10,912 $      10,586
Street lighting maintenance and 

construction 7,280 8,011
Street lighting energy 5,843 6,716
 

As at December 31, 2014, accounts payable and accrued liabilities include $88 (December 31, 2013 - $26) 

due to the City.  Accounts receivable include $4,406 (December 31, 2013 - $3,838) due from the City. 

During 2014, the Corporation paid $1,179 (2013 - $944) in property taxes to the City.   

The Corporation charged Borealis $9 in 2014 (2013 - $9) for an access agreement.  These transactions 

were recorded at the exchange amount being the amount agreed to by the parties.   

In 2014, a dividend of $13,114 (2013 - $10,872) was declared and paid to the City and a dividend of $1,457 
(2013 - $1,208) was declared and paid to Borealis. 

No Director had, during or at the end of the period, any material interest in any contract of significance in 
relation to the Corporation’s business. 
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20.  Related Party Transactions (continued) 

The following compensation has been provided to the key management personnel of the Corporation and 
members of the Board of Directors (Directors Honorarium), which have the authority and responsibility for 

planning, directing and controlling the activities of the entity, directly or indirectly.  

 

      December 31, 2014                December 31, 2013
   
Salaries and short term employee benefits $     2,233 $        1,985
Retirement OMERS contributions 246 212
Other compensation 50 37
Directors Honorarium 270 227

 $     2,799 $        2,461

 
 
21. Contingencies, Provisions, Commitments and Guarantees 

a) Contingencies  

The Corporation is a member of the Municipal Electric Association Reciprocal Insurance Exchange 
("MEARIE").  A reciprocal insurance exchange may be defined as a group of persons formed for the 

purpose of exchanging reciprocal contracts of indemnity or inter-insurance with each other. MEARIE 
is licensed to provide general liability insurance to its members. Insurance premiums charged to 
each member consist of a levy per thousand dollars of service revenue subject to a credit or 

surcharge based on each member's claims experience.  Current liability coverage is provided to a 
level of $24,000 per occurrence.  The Corporation has also obtained additional general liability 
insurance of $10,000 per occurrence through Mearie Insurance Services Inc. 

The Corporation has been jointly named as a defendant in several actions.  No provision has been 
made for these potential liabilities as the Corporation expects that these claims are adequately 
covered by its insurance. 

 

(i) Enersource Hydro is party to a connection and cost recovery agreement with Hydro One Networks 

Inc. (“Hydro One”) as regulated by the OEB under the Transmission System Code. Under this 
agreement, Hydro One is required to build a transmission station for Enersource Hydro in order to 
accommodate anticipated electricity load growth. In return, Enersource Hydro is required to provide a 

capital contribution to cover a portion of the cost of the connection facility. The capital contribution is 
determined using the economic evaluation methodology as prescribed by the OEB and represents 
the difference between the total capital cost of constructing and operating the transmission facility 

and the projection of revenue earned on the conveyance of electricity through such facility. Periodic 
true-up calculations are carried at the end of each of the fifth, tenth and possibly the fifteenth year of 
operation of the facility. Based on a preliminary review of the CCRA for the Churchill Meadows 

transmission facility constructed in 2010, a revenue shortfall to Hydro One may exist.  
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21. Contingencies, Provisions, Commitments and Guarantees (continued) 

Enersource Hydro expects to be presented with a request for settlement in 2015 when the first 

periodic true-up is scheduled. At this time, Enersource Hydro cannot reliably estimate the amount 
due to the uncertainty of future events impacting the settlement not wholly within its control; therefore 
no obligation amount has been recorded in these financial statements. Any amount recorded in the 

future relating to this true-up will result in the recognition of a corresponding intangible asset.  

b) Environmental provision 

The Corporation is subject to Canadian federal, provincial and municipal environmental regulations.  

As part of the Corporation's risk mitigation strategy, environmental assessments and environmental 
remediation are underway at various sites.  The Corporation records a liability for the estimated 
future expenditures associated with testing and remediation of contaminated lands at various 

municipal substations and neighbouring properties. Actual environmental expenditures may vary 
from these estimates.  These estimates are reviewed at the end of each reporting period and 
adjusted to reflect the current best estimate at that point of time. As at December 31, 2014, the 

Corporation provided $2,867 (December 31, 2013 - $2,825) for testing and future site remediation. 
Based on the latest estimates and the remediation work plan, $1,267 of the total provision is 
expected to be settled after twelve months after the reporting date. 

    
      
 December 31, 2014 December 31, 2013

   
Environmental provision, beginning of year            $      2,825 $          370
Addition 1,000 2,731
Utilized in the year (783) (276)
Unwind of discount  (175) -
Environmental provision, end of  year $       2,867 $       2,825

   
Environmental provision, current                        $       1,600 $       2,825
Environmental provision, non-current  1,267 -
Environmental provision, end of year $       2,867 $       2,825

c) Commitments 

(i) The Corporation has entered into a commercial lease arrangement on a premise which is recognized 
and reported as part of other costs in the statement of comprehensive income. For the year ended 
December 31, 2014, the Corporation recognized minimum lease payments of $151 (December 31, 

2013 - $145) in the statement of comprehensive income.  The lease has a life of one year with yearly 
renewal options. There are no restrictions placed upon the Corporation by entering into this lease. As 
at December 31, 2014, the Corporation’s committed future minimum annual lease payments under 

operating leases were $143 for 2015. The future minimum lease commitments would change 
depending on the decision to renew the agreement.  
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21. Contingencies, Commitments and Guarantees (continued) 

(ii) The Corporation has numerous cancellable operating leases which are predominantly in the form of 
encroachment permits required to place distribution infrastructure assets on a rights-of-way or 
private property. The lease terms are between one and twenty years, and the amounts of these 

leases are immaterial and have been included in other costs in the statement of comprehensive 
income. 

d) Guarantees  

In the normal course of operations, the Corporation executes agreements that provide for 
indemnification to third parties in transactions such as service agreements, leases and purchases of 
goods. Under these agreements, the Corporation agrees to indemnify the counterparty against loss 

or liability arising from the acts or omissions of the Corporation in relation to the agreement. 
 
22. Financial Instruments and Risk Management 

Financial instruments which are disclosed at fair value are to be classified using a three-level hierarchy. 
Each level reflects the inputs used to measure the fair values disclosed of the financial liabilities, and are as 
follows:  

Level 1 – inputs are unadjusted quoted prices for identical instruments in active markets, 

Level 2  – inputs other than quoted market prices included within Level 1 that are observable for the 
instrument, either directly or indirectly, and 

Level 3 – inputs that are not based on observable market data. 

The Corporation’s debentures have a principal amount of $320,000 as at December 31, 2014 (December 
31, 2013 - $320,000) and have a fair value of $382,629 (December 31, 2013 - $350,758). The fair value 

has been calculated using level 3 inputs. The valuation techniques used took into consideration accrued 
interest, Government of Canada benchmark yields and statistical data.  

Exposure to market risk, credit risk, and liquidity risk arises in the normal course of the Corporation's 

business.   

 (a)  Market Risk 

Market risk refers primarily to risk of loss that results from changes in commodity prices, foreign exchange 

rates and interest rates.  The Corporation does not have commodity risk due to the flow through nature of 
energy purchases and costs and its foreign exchange risk is not  considered material since the 
Corporation's exposure is limited to U.S. dollar cash and cash equivalents holdings of $138 as at 

December 31, 2014 (December 31, 2013 - $99). 
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22.  Risk Management and Financial Instruments (continued) 

Distribution rates and charges are currently based on a revenue requirement less other income, which 

includes interest income.  The difference between actual interest income earned by the Corporation and 
the interest revenue reduction approved by the OEB may have a negative impact on the results of 
operations. 

The Corporation minimizes interest rate risk by issuing long-term fixed rate debt.  

(b)  Credit Risk 

Financial assets create credit risk that counterparties will fail to discharge an obligation, causing a financial 

loss. 

The Corporation manages counterparties credit risk through various techniques including, limiting total 
exposure levels with individual counterparties consistent with the Corporation's policies, and monitoring the 

financial condition of counterparties.  Short-term investments held as at December 31, 2014, met the credit 
exposure limits specified under the Corporation's Investment Policy. 

The Corporation's distribution revenue is earned on a broad base of customers principally located in 

Mississauga.  As a result, the Corporation did not earn a significant amount of revenue from any individual 
customer. As at December 31, 2014, there were no significant balances of accounts receivable due from 
any single customer. 

Management believes that the credit risk of accounts receivable is not significant due to the following 
reasons: 

(i) There is a broad base of customers with no single customer that accounts for revenue or an 

accounts receivable balance in excess of 10% of the respective balance in either year. 

(ii) Enersource Hydro, as permitted by the OEB's Retail Settlement and Distribution System Code, 
may obtain a security deposit or letter of credit from customers to mitigate risk of payment default. 

(iii) The percentage of accounts receivable that is past due for more than 75 days is approximately 
2.8% (2013 – 3.8%) of the total gross accounts receivable (See note 6). 

(iv) Enersource Hydro included an amount for accounts receivable write-offs within operating expense 

for rate setting purposes. 

 (c)  Liquidity Risk: 

Liquidity risk is the risk that the Corporation will not be able to meet its financial obligations as they come 

due.  Short-term liquidity is provided through cash and cash equivalents on hand, funds from operations, as 
well as an established $50,000 banking line of credit, if required.  Short-term liquidity is expected to be 
sufficient to fund normal operating requirements. 
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22. Risk Management and Financial Instruments (continued) 

The Corporation has contractual obligations in the normal course of business; future minimum 

undiscounted contractual maturities are as follows: 

 
 
Financial Liabilities 

Due within 1 year Due between 1 
and 5 years 

  Due past 5 
years

  
Accounts payable and accrued liabilities $    105,858 $              - $                - 
 
Debentures payable (interest and principal) 16,097

 
80,484 558,571

  
Total $    121,955 $    80,484 $    558,571

 
 
 
23. Divisional Information 

The Corporation consists primarily of two operating divisions, regulated and non-regulated operations. Non-

regulated operations are primarily comprised of engineering design, construction and maintenance services 
for utilities and developers and street lighting design and maintenance services.  The regulated operation 
provides electricity distribution services to business and residences in the City of Mississauga. 

The designation of activities to the two operating divisions is based on a combination of regulatory status 
and the nature of the products and services provided. The accounting policies followed by the divisions are 
the same as those described in the summary of significant accounting policies. 

Financial information that adjusts IFRS results to show the effect of rate regulation is used by the 
Corporation’s Board of Directors, as well as members of key Management having authority and 
responsibility for planning, directing and controlling the activities of the entity, directly or indirectly. This 

group is determined to be the Chief Operating Decision Maker (“CODM”) and it assesses operating 
performance principally on the basis of earnings adjusted for regulatory items as shown in the divisional 
information disclosed below. 
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23. Divisional Information (continued) 
 
 
 
2014 

Enersource 
Hydro 

regulated  

Regulatory  
adjustments 

Non-
regulated 

Consolidating 
eliminations 

 

 
Total 

      
Energy revenue   $    786,505     $           -  $          -          $             - $ 786,505
Distribution revenue 123,629 (11,954) - - 111,675
Other revenue 19,270 - 12,168 (639) 30,799
 929,404 (11,954) 12,168 (639) 928,979
     
Energy purchases (786,505) (15,290) - - (801,795)
Operating expenses (66,560) (22) (11,645) 639 (77,588)
Depreciation and amortization (29,246) (183) (171) 4 (29,596)
 
Interest income  751 (263) 328 - 816
Interest expense (16,664) 218 (87) - (16,533)
 
Profit (loss)  before income tax 

expense 31,180
 

(27,494)
 

593
 

4
 

4,283
 
Income tax expense (recovery) 5,115 (4,164) (82) - 869
Other comprehensive loss         -                (440)   (30) - (470)
 
Comprehensive income (loss) 

for year ended December 
31, 2014        $ 26,065 $   (23,770) $      645 $           4 $   2,944

 
 

 
 
2013 

Enersource 
Hydro 

regulated  

Regulatory  
adjustments 

Non-
regulated 

Consolidating 
eliminations 

 

 
Total 

      
Energy revenue $    765,984 $             - $           - $             - $  765,984
Distribution revenue 121,726 2,284 - - 124,010
Other revenue 19,031 - 12,831 (682) 31,180
 906,741 2,284 12,831 (682) 921,174
     
Energy purchases (765,984) (4,042) - - (770,026)
Operating expenses (68,590) (170) (10,218) 671 (78,307)
Depreciation and amortization (28,299) (354) (161) 8 (28,806)
  
Interest income  1,111 (224) 325 - 1,212
Interest expense (17,130) 905 (82) - (16,307)
  
Profit (loss) before income tax 

expense 27,849
 

(1,601)
 

2,695
 

  (3) 
 

28,940
  
  
Income tax expense  5,609 1,853 703 - 8,165
Other comprehensive income - 860 56 - 916
Comprehensive income (loss) 

for year ended December 31, 
2013 $     22,240

 
 

$    (2,594)

 
 

$    2,048

 
 

 $        (3) $     21,691
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23. Divisional Information (continued) 
 
Total assets for the Corporation’s two operating divisions are as follows: 

 
 December 31, 2014 December 31,  2013
   
Enersource Hydro regulated $     747,236 $     746,245
Non-regulated 30,574 31,980
Consolidating elimination (7,956) -
 $     769,854 $     778,225

 
Total liabilities for the Corporation’s two operating divisions are as follows: 

 
December 31, 2014 December 31,  2013

   
Enersource Hydro regulated $   481,414 $     469,373
Non-regulated 3,998 4,827
Consolidating elimination (7,956)        - 
       $   477,456 $     474,200

 
Total regulatory balances that have been derecognized under IFRS that will be recovered or refunded 
through future distribution rates are as follows: 

 
 December 31, 2013 2014 activity  December 31, 2014
Regulatory assets  $      (3,377) $       7,913  $         4,536
 
Regulatory liabilities       (20,179) 20,179 -
 
Net regulatory assets (liabilities)* $    (23,556) $     28,092 $         4,536

 
*Income tax recovery on other comprehensive loss of $158 has been excluded from net regulatory assets as at December 31, 2014. 

 
IFRS 14 Regulatory Deferral Accounts was issued by the IASB on January 30, 2014 and permits first time 
adopters of IFRS to use previous Generally Accepted Accounting Principles to account for regulatory 

deferral account balances. As the Corporation is not a first time adopter, the Corporation does not 
recognize assets and liabilities arising from rate regulated activities. Since the economics of rate regulation 
have not changed from the adoption of IFRS, the CODM will continue to assess operating performance 

principally on the basis of earnings adjusted for the following significant regulatory activities:   
 

(i) Retail settlement variances are caused by the difference between the actual price of the electricity 

commodity throughput and the prices set by the OEB. Specifically, these amounts include 
variances between the amounts charged by Hydro One and the IESO for the operation of the 
electricity markets and grid, as well as various wholesale market settlement charges and 

transmission charges as compared to the amount billed to consumers based on the OEB-approved 
rates. Under regulatory accounting, the Corporation would have adjusted energy purchases for 
these variances. Under IFRS, the Corporation recognizes these differences in future periods as an 

increase or decrease to distribution revenue. 
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23. Divisional Information (continued) 
 
(ii) The OEB approved deferral accounts to record transitional differences associated with the 

implementation of IFRS, any incremental costs needed to comply with Environment Canada’s new 

regulations associated with Polychlorinated biphenyls, costs relating to stranded conventional 
meters, and unearned revenue and costs associated with Enersource Hydro’s smart metering 
program. On December 19, 2012 the OEB approved the recovery of these deferral accounts and 

the Corporation has recognized the related revenue. 
 

(iii) The OEB approved a variance account to record lost revenues associated with the delivery of CDM 

programs between 2011 and 2014. The variance account tracks the difference between the results 
of actual, verified impacts of CDM activities and the level of CDM program activities included in the 
distributor’s load forecast.  The Corporation may recover or refund this revenue through future 

distribution rates. 
 

(iv) The OEB requires Enersource Hydro to track the difference between revenue and costs associated 

with providing retailers with customer settlement services as retail cost variance account deferrals. 
Under IFRS, the Corporation recognizes these differences as an increase or decrease to 
distribution revenue when incurred and will recover or refund these differences through future 

distribution rates. 
 

(v) The difference in income taxes or PILs resulting from legislative or regulatory changes to tax rates 

or rules as compared to rate-setting is recorded in an OEB approved variance account in regulatory 
accounting. Under IFRS, the Corporation recognizes these differences as an increase or decrease 
to distribution revenue. 

 
(vi) The OEB requires the Corporation to accrue interest on regulatory assets and liabilities balances.  

Under IFRS, the Corporation recognizes the net interest on these balances in future periods as an 

increase or decrease to distribution revenue once approved for recovery or refund by the OEB. 
 

(vii) The OEB approved four deferral accounts to record qualifying incremental capital investments, 

OM&A expenses and funding adders approved by the OEB related to the connection of renewable 
generation or the development of smart grid. Under IFRS, the Corporation capitalizes or expenses 
these items as incurred and recognizes revenue in accordance with the Corporation’s revenue 

recognition policy. 
 

(viii) The OEB approved a deferral account to record any re-measurements of the post-employment net 

defined liability including actuarial gains or losses. Under IFRS, the Corporation recognizes any re-
measurements of the post-employment net defined liability in other comprehensive income. 

To the extent that the OEB's future actions are different from the Corporation’s expectations, the timing and 

amount of recovery or settlement of amounts included in the adjustment for regulatory activities could be 
significantly different from the amounts that are eventually recovered or settled through distribution rates in 
the future. 
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24. CDM 

The Corporation recognized $14,563 (2013- $14,278) of Ontario Power Authority (“OPA”) funding in other 

revenue for the year ended December 31, 2014.  The Corporation recognized $14,546 (2013- $14,274) of 
OPA costs under operating expenses for the year ended December 31, 2014.  The Corporation currently 
has no unfilled obligations relating to the government grants received by the OPA.   
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INDEPENDENT AUDITORS' REPORT 
 

To the Shareholder of Enersource Hydro Mississauga Inc. 
 

We have audited the accompanying financial statements of Enersource Hydro Mississauga Inc., which 
comprise the statement of financial position as at December 31, 2013, the statements of 

comprehensive income, changes in equity and cash flows for the year then ended, and notes, 
comprising a summary of significant accounting policies and other explanatory information. 

Management’s Responsibility for the Financial Statements 

Management is responsible for the preparation and fair presentation of these financial statements in 
accordance with International Financial Reporting Standards, and for such internal control as 
management determines is necessary to enable the preparation of financial statements that are free 

from material misstatement, whether due to fraud or error. 

Auditors’ Responsibility 

Our responsibility is to express an opinion on these financial statements based on our audit. We 

conducted our audit in accordance with Canadian generally accepted auditing standards. Those 
standards require that we comply with ethical requirements and plan and perform the audit to obtain 
reasonable assurance about whether the financial statements are free from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures 
in the financial statements. The procedures selected depend on our judgment, including the 
assessment of the risks of material misstatement of the financial statements, whether due to fraud or 

error. In making those risk assessments, we consider internal control relevant to the entity’s 
preparation and fair presentation of the financial statements in order to design audit procedures that 
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the 

effectiveness of the entity’s internal control. An audit also includes evaluating the appropriateness of 
accounting policies used and the reasonableness of accounting estimates made by management, as 
well as evaluating the overall presentation of the financial statements. 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis 
for our audit opinion. 

Opinion 

In our opinion, the financial statements present fairly, in all material respects, the financial position of 
Enersource Hydro Mississauga Inc. as at December 31, 2013, and its financial performance and 
its cash flows for the year then ended in accordance with International Financial Reporting Standards. 
 

 
KPMG LLP 
Chartered Professional Accountants, Licensed Public Accountants  
 
Toronto, Canada  
February 28, 2014 
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ENERSOURCE HYDRO MISSISSAUGA INC. 
Statements of Financial Position  
(In thousands of Canadian dollars) 
 
 December 31,  

2013 
December 31, 

2012
 
Assets 

 

  
Current assets:  

Cash and cash equivalents (Note 5) $      32,134 $     47,819
Accounts receivable, net (Note 6, Note 20) 53,945 62,257
Unbilled revenue 70,049 59,363
Income taxes receivable - 2,531
Amounts due from related parties, without interest (Note 20) 1,213 189
Inventory (Note 7) 8,204 8,140
Prepaid expenses  2,214 1,534
Deposits (Note 8) 21,920 19,732

Total current assets 189,679 201,565

Non-current assets:  
Property, plant and equipment (Note 9) 525,970 504,483
Intangible assets (Note 10) 17,330 18,653
Deferred tax assets (Note 12) 13,348 13,897

Total non-current assets 556,648 537,033

Total assets $    746,327 $    738,598
  
Liabilities and Shareholders’ Equity  
  
Current liabilities:  

Accounts payable and accrued liabilities (Note 13) $    106,265 $    103,680
Income taxes payable 527 -
Advance payments  3,578 2,039
Deferred revenue  32 13,688
Amount due to related parties, without interest (Note 20) 82 1,312
Deposits payable (Note 8) 21,920 19,732
Environmental provision (Note 21) 2,825 370

Total current liabilities 135,229 140,821

Non-current liabilities:  
Debentures payable (Note 14) 318,042 317,951
Deferred contributions (Note 15) 11,333 5,584
Employee post-employment benefits (Note 16) 4,852 5,503

Total non-current liabilities 334,227 329,038

Total liabilities 469,456 469,859
  
Shareholders’ equity:  

Share capital (Note 18) 155,629 155,629
Accumulated other comprehensive income (Note 17)  860 (869)
Retained earnings 120,382 113,979

Total shareholders’ equity 276,871 268,739

Total liabilities and shareholders’ equity $     746,327 $    738,598
Contingencies, commitments and guarantees (Note 21)  

See accompanying notes to the financial statements 
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ENERSOURCE HYDRO MISSISSAUGA INC. 
Statements of Comprehensive Income 
(In thousands of Canadian dollars) 
 
Years ended December 31, 2013 and 2012 
 December 31, 

             2013 
December 31,
              2012

 
Revenue: 

  

Energy sales $     765,984 $   711,877
Distribution 124,010 91,894
Other income (Note 24)  19,031 17,947

 909,025 821,718

Operating Expenses:  
Energy purchases (Note 13) 770,026 704,527
Employee salaries and benefits 26,425 26,798
Materials and transportation 3,861 3,965
Contract services 4,688 4,869
Other costs 9,447 7,917
Shared services 10,065 9,706
Conservation and demand management (Note 24(a)) 14,274 12,298
Depreciation of property, plant and equipment  25,455 24,968
Amortization of intangible assets 3,198 2,851

 867,439 797,899
  
Results from operating activities 41,586 23,819
  
Non-operating revenue (expense):  

Interest income 887 1,309
Interest expense (16,014) (15,751)
Interest expense on accrued post-employment benefits (211) (211)

 (15,338) (14,653)
  
Profit before income tax expense 26,248 9,166
  
Income tax expense (recovery) (Note 11) 7,462 (836)
  
Profit for the year 18,786 10,002

 
Other comprehensive income (loss) net of income tax:  
Remeasurements of the post-employment net benefit liability (Note 17) 1,131 (384)
Income tax recovery (expense) (271) 92
 860 (292)
  
Comprehensive income for the year  $     19,646 $     9,710

 
 
See accompanying notes to the financial statements 
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ENERSOURCE HYDRO MISSISSAUGA INC. 
Statements of Cash Flows 
(In thousands of Canadian dollars) 
 
Years ended December 31, 2013 and 2012 
 December 31,  

2013 
December 31, 

2012 
 
Cash flows from operating activities: 

  

  
Operating Activities:  

Comprehensive income for the year $    19,646 $    9,710
Adjustments for:  

Depreciation of property, plant and equipment 25,455 24,968
Amortization of intangible assets 3,198 2,851
Amortization of deferred contributions (195) (112)
Gain on disposal of property, plant and equipment (198) (196)
Employee post-employment benefits (651) 809
Income tax expense 7,733 (928)
Interest income (887) (1,309)
Interest expense 16,014 15,751

             Income tax paid   (4,125) (2,566)
 
 
Change in non-cash operating working capital (Note 19)                    

65,990 
 

(10,484) 

48,978 
 

10,574
Net cash from operating activities 55,506 59,552
  

Cash flows from investing activities:  
       Deposits  (2,188) 2,961
       Interest received 888 1,310
       Capitalized interest  379 683
       Additions to property, plant and equipment (48,488) (64,755) 
       Additions to intangible assets  (2,301) (2,970) 
       Additions to deferred contributions  5,944 1,248
       Proceeds on disposal of property, plant and equipment 246 303

Net cash used in investing activities (45,520) (61,220)
  
Cash flows from financing activities:  
       Deposits 2,188 (2,961)
       Dividends paid (Note 18) (11,514) (12,384)
       Interest paid (16,345) (16,303)

Net cash used in financing activities (25,671) (31,648)
  

Decrease in cash and cash equivalents (15,685) (33,316)
  
Cash and cash equivalents, beginning of year 47,819 81,135
  
Cash and cash equivalents, end of year $    32,134          $  47,819 

 
 
See accompanying notes to the financial statements 
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ENERSOURCE HYDRO MISSISSAUGA INC. 
Statements of Changes in Equity 
(In thousands of Canadian dollars) 
 
Years ended December 31, 2013 and 2012 

  
 

Share Capital

Accumulated 
Other 

Comprehensive 
Income 

 
 

Retained 
Earnings 

 
 
 

Total Equity

Balance at January 1, 2013 $    155,629 $            (869) $      113,979 $     268,739
   
Profit for the year - - 18,786 18,786
Other comprehensive income - 860  860
Accumulated other comprehensive income 
transferred to retained earnings (Note 17) 869

 
(869) 

 
-

Dividends paid (Note 18) - - (11,514) (11,514)
     

Balance at December 31, 2013 $     155,629 $             860 $      120,382 $   276,871

 
 
     
Balance at January 1, 2012 $    155,629 $        (577) $    116,361 $    271,413
    
Profit for the year - - 10,002  10,002
Other comprehensive income - (292) - (292)

Dividends paid  - - (12,384) (12,384)
    
Balance at December 31, 2012 $    155,629 $        (869) $    113,979 $    268,739

 
 
See accompanying notes to the financial statements 
 



ENERSOURCE HYDRO MISSISSAUGA INC. 
Notes to Financial Statements  
(In thousands of Canadian dollars) 
 
Years ended December 31, 2013 and 2012 

 

5 

1. General Information 

(a) Corporate Information: 

Enersource Hydro Mississauga Inc. (the "Corporation") is a wholly owned subsidiary of 

Enersource Corporation which is incorporated under the Ontario Business Corporations Act, 
and is owned 90% by the City of Mississauga (the "City") and 10% by BPC Energy 
Corporation ("Borealis"), a wholly owned subsidiary of the Ontario Municipal Employees 

Retirement System ("OMERS"). The Corporation is the electricity distribution utility for the 
residents of the City.  

The Corporation’s equity is not traded in a public market. The Corporation’s registered office 

is located at 2185 Derry Road West in Mississauga, Ontario, L5N 7A6. 

The company’s financial statements are presented in thousands of Canadian dollars, which is 
the Corporation’s functional currency. 

(b) Nature of operations: 

The Corporation provides electricity distribution services to businesses and residences in the 
City of Mississauga, Ontario. 

 
2. Basis of Preparation 

(a)  Statement of compliance 

The accompanying annual finan:cial statements have been prepared in accordance with 

International Financial Reporting Standards (“IFRS”) as issued by the International 
Accounting Standards Board (“IASB”) and Interpretations of the IFRS Interpretations 
Committee (“IFRIC”).   

(b)  Basis of measurement: 

These financial statements have been prepared on the historical cost basis with the exception 
of certain financial instruments that are measured at fair value.  

The preparation of financial statements requires management to make estimates and 
assumptions that affect the reported amounts of assets and liabilities, and disclosure of 
contingent assets and liabilities at the date of the financial statements and the reported 

amounts of revenue and expenses during the period, as set out in note 4.  Accounts 
receivable is reported based on amounts expected to be recovered less an appropriate 
allowance for unrecoverable amounts based on prior experience.  Unbilled revenue is 

reported based on amounts expected to be recovered.  Inventory is recorded net of a 
provision for obsolescence.   

 
 



ENERSOURCE HYDRO MISSISSAUGA INC. 
Notes to Financial Statements  
(In thousands of Canadian dollars) 
 
Years ended December 31, 2013 and 2012 
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2. Basis of Preparation (continued) 

Amounts recorded for depreciation of property, plant and equipment and amortization of 
intangible assets are based on estimates of useful life. 

Due to the inherent uncertainty involved in making such estimates, actual results could differ 
from estimates recorded in preparing these financial statements, including changes as a 
result of future decisions made by the Ontario Energy Board (“OEB”) or the Ministry of 

Energy. 

         (c)  Rate setting: 

The Corporation, as an electricity distributor, is both licensed and regulated by the OEB which 
has a legislative mandate to oversee various aspects of the electricity industry. The OEB 
exercises statutory authority through setting or approving all rates charged by the Corporation 

and establishing standards of service for its customers. 

The Corporation is subject to a cost of service regulatory mechanism under which the OEB 
establishes the revenues required to (i) recover the forecasted operating costs, including 

depreciation and amortization and income taxes, of providing the regulated service, and (ii)  
provide a fair and reasonable return on utility investment, or rate base. As actual operating 
conditions may vary from forecast, actual returns achieved can differ from approved returns. 

 
The OEB has the power to establish electricity prices to be charged to low volume consumers 
and designated consumers who do not choose an electricity retailer.  The OEB may adjust 

consumption thresholds and electricity commodity prices charged to these consumers every 
six months as required. 

In November 2011, the Corporation submitted a formula based rate application to the OEB to 

change distribution rates effective May 1, 2012. The application was approved by the OEB on 
April 19, 2012. The corporation implemented this distribution rate decision, effective May 1, 
2012. 

On April 27, 2012, the Corporation submitted a cost of service rate application to the OEB to 
change distribution rates effective January 1, 2013. The application was approved by the 
OEB on December 19, 2012. The Corporation implemented this distribution rate decision, 

effective February 1, 2013. 
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Notes to Financial Statements  
(In thousands of Canadian dollars) 
 
Years ended December 31, 2013 and 2012 
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3. Significant Accounting Policies 

(a) Cash and cash equivalents: 

Cash and cash equivalents are comprised of cash and bank term deposits or equivalent 
financial instruments with maturities of 90 days or less from the date of purchase. 

   
(b) Inventory: 

Inventory consists primarily of parts and supplies acquired for internal construction, 
consumption or recoverable work.  The Corporation accounts for major spare parts and 

standby equipment as property, plant and equipment.   

Inventory costs are comprised of all costs of purchase, costs of conversion and other costs to 
bring the inventories to their present condition and location. The purchase price comprises of 

import duties, non-recoverable taxes, transportation, handling and other costs directly 
attributable to the acquisition of finished goods, materials or services. 

Inventory is carried at the lower of cost and net realizable value, with cost determined on a 

weighted average cost basis net of a provision for obsolescence.  

 (c) Deposits:  

Customers may be required to post security to obtain electricity or other services, which are 

refundable on demand.  Where the security posted is in the form of cash or cash equivalents, 
these amounts are recorded in the accounts as deposits, which are reported separately from 
the Corporation's own cash and cash equivalents.  Interest rates paid on customer deposits 

are based on the Bank of Canada’s prime business rate less 2.0%. 

 (d) Property, plant and equipment (“PP&E”): 

The Corporation recognizes PP&E on the statement of financial position at cost less 

accumulated depreciation and impairment losses. Self-constructed asset costs are comprised 
of all directly attributable expenditures to bring the asset into operation including labour, 
employee benefits, materials and transportation costs, contracted services and capitalized 

borrowing costs (in accordance with IAS 23 Borrowing Costs), where applicable.  Subsequent 
expenditures are included in an asset’s carrying amount or recognized as a separate asset, 
where appropriate, only when it is probable that future economic benefits associated with the 

item will flow to the Corporation and the cost can be reliably measured. Under IFRS, an asset 
is derecognized at its carrying value when it is disposed of or when no future economic 
benefits are expected from its use. The gain or loss arising on the disposal or retirement of an 

item of PP&E is determined as the difference between the proceeds from sale and the 
carrying amount of the asset, and is recognized in the statement of comprehensive income. 

 



ENERSOURCE HYDRO MISSISSAUGA INC. 
Notes to Financial Statements  
(In thousands of Canadian dollars) 
 
Years ended December 31, 2013 and 2012 
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3. Significant Accounting Policies (continued) 

The need to estimate the cost of decommissioning or asset retirement obligations (“ARO”) at 

the end of the useful lives of certain assets is reviewed periodically. A provision is recorded, if 
required, for the estimated cost of the ARO.  Currently, the Corporation does not have any 
ARO’s since the decision and the actual removal or replacement of PP&E is usually 

completed within 12 months of the decision.  The Corporation also does not have a legal 
obligation to remove PP&E and the constructive obligation has been determined to be 
immaterial.  

Major spare parts such as spare transformers and other items kept as standby/back up 
equipment are accounted for as PP&E since they support the Corporation’s distribution 
system reliability. All other subsequent expenditures, including the costs of day-to-day 

servicing, repairs and maintenance, are expensed as incurred. 

Depreciation of PP&E is recorded in the statements of comprehensive income on a straight-
line basis over the estimated useful life of the related asset.  The estimated useful lives, 

residual values and depreciation methods are reviewed at the end of each annual reporting 
period, with the effect of any changes in estimate being accounted for on a prospective basis. 

Estimated useful lives for the main categories of PP&E are shown in the table below: 

 
Buildings and other fixtures 20 - 60 years
Distribution system and station equipment 15 - 40 years
Overhead and underground distribution system 15 - 55 years
Other PP&E 3 - 25 years

Assets under construction, which are not currently available for use, are not depreciated.  

During the construction period of qualifying assets, borrowing costs have been capitalized as 

a component of cost of self-constructed assets.  The capitalization rate is the Corporation’s 
weighted average cost of borrowings. 

 (e) Intangible assets: 

Intangible assets are assets that lack physical substance, other than financial assets.  
Intangible assets, which consist mainly of computer software and easements, are recorded at 
cost less accumulated amortization and impairment losses, where applicable, and include 

expenditures associated with the initial acquisition or development, which are directly 
attributable to the acquisition, production and preparation of the asset for its intended use. 
Software that is an integral part of the cost of PP&E has been included in PP&E.   
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3. Significant Accounting Policies (continued) 

Amortization of intangible assets with finite lives is recorded on a straight line basis over the 

estimated useful life of the related asset and recorded in the statement of comprehensive 
income. The estimated useful life and amortization method are reviewed at the end of each 
annual reporting period, with the effect of any changes in estimate being accounted for on a 

prospective basis. Software in development is not amortized. 

Estimated useful lives for intangible assets are shown in the table below: 

 
Computer software 2 - 10 years

Indefinite life intangible assets, which consist of easements and other land rights, are held in 
perpetuity and are not amortized. The Corporation evaluates indefinite life intangible assets 
for impairment annually or whenever events or changes in circumstances indicate the 

carrying amount may not be recoverable.  For purposes of such an evaluation, the fair value 
estimate is compared to the carrying amount of the asset to determine if a write-down is 
required.  The impairment loss is measured as the amount by which the carrying amount of 

the asset exceeds its fair value. 

  (f)  Impairment of PP&E and intangible assets: 

PP&E and intangible assets with finite lives are tested for recoverability whenever events or 

changes in circumstances indicate a possible impairment. Impairment is assessed and tested 
at the cash-generating unit (“CGU”) level (or groups of CGUs), which is the smallest 
identifiable group of assets that generates independent cash inflows. An impairment of PP&E 

and intangible assets with finite lives is recognized in the statement of comprehensive income 
when the asset’s carrying value exceeds its estimated recoverable amount. The recoverable 
amount is the higher of the asset’s fair value less costs to sell and its value in use. Where fair 

value less costs to sell is not reliably available, value in use is used as the recoverable 
amount. Value in use is the present value of the future cash flows expected to be derived 
from an asset, CGU or group of CGUs.  

An impairment charge may be reversed only if there is objective evidence that a change in the 
estimate used to determine the asset’s recoverable amount since the last impairment was 
recognized is warranted. Where an impairment charge is subsequently reversed, the carrying 

amount of the asset (or CGU) is increased to the revised recoverable amount to the extent 
that it does not exceed the carrying amount that would have been determined had no 
impairment charge been recognized in previous periods. A reversal of an impairment charge 

is recognized immediately in the statement of comprehensive income. After such a reversal, 
the depreciation or amortization charge, where relevant, is adjusted in future periods to 
allocate the asset’s revised carrying amount, less any residual value, on a systematic basis 

over its remaining useful life. 
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3. Significant Accounting Policies (continued) 

  (g) Regulatory accounting: 

In the absence of a rate regulated standard under IFRS, the Corporation does not recognize 
assets and liabilities arising from rate regulated activities. Instead, the Corporation records 
revenues in accordance with its revenue recognition policy and expenses as operating costs 

when incurred. Regulatory balances that have an effect on comprehensive income under 
IFRS are disclosed in Note 23. 

  (h) Revenue recognition: 

The Corporation is licensed by the OEB to distribute electricity. As a licensed distributor, the 
Corporation is responsible for billing customers for electricity generated by third parties and 
the related costs of providing electricity service, such as transmission services and other 

services provided by third parties.  The Corporation is required, pursuant to regulation, to 
remit such amounts to these third parties, irrespective of whether the Corporation ultimately 
collects these amounts from customers. The Corporation has determined that it is acting as a 

principal for the electricity distribution and therefore has presented the energy sales on a 
gross basis.  

Distribution revenue attributable to the delivery of electricity is recognized based upon OEB-

approved tariff of rates and charges and electricity consumed by customers since the date of 
each customer's last meter reading.  Energy revenue is recognised based on OEB and IESO 
prevailing energy rates and electricity consumed by customers since the date of each 

customer’s last meter reading. Revenue is recognized as electricity is delivered and 
consumed by customers, where actual electricity usage could differ from estimates. 

Customer billings for debt retirement charges are recorded on a net basis as the Corporation 

is acting as an agent for this revenue stream. The Corporation files to recover uncollected 
debt retirement charges from the Ontario Electricity Financial Corporation (“OEFC”) when 
accounts receivable are deemed uncollectible. 

   (i) Deferred debt issue costs: 

Deferred debt issue costs represent the cost of the issuance of the debentures.  The 
Corporation's deferred debt issuance costs, net of accumulated amortization, are included in 

the carrying value of debentures payable. The debentures are accreted back to their face 
amount using the effective interest rate method over the remaining period to maturity.  
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3. Significant Accounting Policies (continued) 

  (j) Employee post-employment benefits: 

The Corporation’s current pension plan is administered by OMERS and is a multi-employer 
public sector defined benefit pension plan funded by equal contributions from participating 
employers and employees as well as by investment earnings of the plan. Pension 

contributions received from all OMERS employers and members are combined and used 
jointly to purchase investments. Under OMERS’ funding and investment structure, investment 
and actuarial evaluations are determined on a commingled basis across all employers and as 

a result, information for individual employers is unavailable.  

As the Corporation does not have the information to account for its proportionate share of the 
defined benefit obligation and plan assets, the Corporation accounts for its participation in 

OMERS as a defined contribution plan, and all contributions to the plan are recognized as an 
expense.  

The Corporation also provides post-employment life, health, and dental benefits to its 

employees. An actuary determines the cost of these benefits as well as measures the plan 
obligation. The actuary uses the projected unit credit method, prorated on service and based 
on management's best estimate and assumptions. Under this method, the projected post-

employment benefit is deemed to be earned on a pro rata basis over the years of service in 
the attribution period, and ends at the earliest age the employee could retire and qualify for 
benefits.  

The Corporation recognizes any remeasurements of the net defined benefit liability including 
actuarial gains and losses immediately in other comprehensive income. Current service costs 
are recognized in the statement of comprehensive income under employee salaries and 

benefits and net interest expense on accrued post-employment benefits are disclosed on the 
face of the statement of comprehensive income. The Corporation will accumulate 
remeasurements and transfer them to retained earnings when approved for recovery or 

refund by the OEB.  

  (k)  Deferred contributions: 

Certain assets may be acquired or constructed with financial assistance in the form of 

contributions from customers when the estimated revenue is less than the cost of providing 
service or where special equipment is needed to supply the customers’ specific requirements.  

Since the contributions will provide customers with ongoing access to the supply of electricity, 

these contributions are classified as deferred contributions and are amortized as revenue on 
a straight-line basis over the useful life of the constructed or contributed asset.  
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3. Significant Accounting Policies (continued) 

  (l) Income taxes: 

Under the Electricity Act, 1998, the Corporation is required to make payments in lieu of 
corporate income taxes ("PILs") to the OEFC.  These payments are calculated in accordance 
with the rules for computing income and taxable capital and other relevant amounts contained 

in the Income Tax Act (Canada), the Taxation Act, 2007 (Ontario), as modified by the 
Electricity Act, 1998, and related regulations. References in these financial statements to 
income taxes are with respect to PILs. 

The Corporation recognizes deferred tax using the balance sheet method. Under this method, 
deferred income taxes reflect the net tax effects of temporary differences between the tax 
basis of assets and liabilities and their carrying amounts for accounting purposes, as well as 

for tax losses available to be carried forward to future years that are probable.  Deferred tax 
assets and liabilities are measured using enacted or substantively enacted tax rates, at the 
reporting date, expected to apply to taxable income in the years in which those temporary 

differences are expected to be recovered or settled. The effect on deferred tax assets and 
liabilities of a change in tax rates is recognized in income in the year that includes the date of 
enactment or substantive enactment.  Deferred income tax assets and liabilities are offset 

since they relate to income taxes levied by the same taxation authority. 

A deferred tax asset is recognized to the extent that it is probable that future taxable profits 
will be available against which the temporary difference can be utilized. Deferred tax assets 

are reviewed at each reporting date and are reduced to the extent that it is no longer probable 
that the related tax benefit will be realized. 

Current taxes are based on taxable profit or loss for the year, which differ from profit or loss 

as reported in the statement of comprehensive income because it excludes items that are 
taxable or deductible in other years and items that are neither taxable nor deductible. The 
Corporation’s liability for current tax is calculated using tax rates that have been enacted or 

substantively enacted at the end of the reporting period. 

Both current and deferred taxes are included as part of income tax expense on the statement 
of comprehensive income. 
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3. Significant Accounting Policies (continued) 

 (m) Foreign currency translation: 

The Corporation’s financial statements are presented in Canadian dollars, the functional 
currency of the Corporation and the currency of the primary economic environment in which 
the Corporation operates. Transactions in foreign currencies are initially recorded in the 

functional currency at the prevailing rate at the date of the transaction.   

Monetary assets and liabilities denominated in foreign currencies are translated into Canadian 
dollars at the prevailing period-end rates. All differences are recorded in the statement of 

comprehensive income in the period in which they arise. Exchange gains or losses on 
financial assets at fair value through profit or loss is reported as part of other income in profit 
and loss. Realized and unrealized exchange gains and losses are included in income. 

  (n)  Financial instruments: 

All financial assets of the Corporation are classified into one of the following categories: 
financial assets at fair value through profit or loss, available for sale financial assets, held-to-

maturity, and loans and receivables.  All financial liabilities are classified as either financial 
liabilities at fair value through profit or loss or financial liabilities at amortized cost.  

The Corporation has classified its financial instruments as follows: 

 
Cash and cash equivalents   Fair value through profit or loss 
Accounts receivables     Loans and receivables at amortized cost 

Unbilled revenues    Loans and receivables at amortized cost 
Deposits     Loans and receivables at amortized cost 
Accounts payable and accrued liabilities Financial liabilities at amortized cost 

Advance payments    Fair value through profit or loss 
Debentures payable     Financial liabilities at amortized cost 
Deposits payable    Financial liabilities at amortized cost 

Cash equivalents include short-term investments that are readily convertible to cash without 
significant loss in value. These short term investments are comprised of bankers’ 
acceptances and bankers’ demand notes issued by Canadian banks.  

Subsequent to initial recognition, all non-derivative financial instruments of the Corporation 
are carried on the statement of financial position at fair value, except for loans and 
receivables, held-to-maturity investments and financial liabilities at amortized cost, which are 

measured at amortized cost. 
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3. Significant Accounting Policies (continued) 

The Corporation does not enter into derivative instruments. Hedge accounting has not been 

used in the preparation of these financial statements.  

IFRS 13 Fair Value Measurement was issued in May 2011. It defines fair value, sets out a 
framework for measuring fair value and requires disclosures about fair value measurement. It 

is effective for annual periods beginning on or after January 1, 2013. The prospective 
adoption of IFRS 13 did not have a material effect on the Corporation’s financial statements 
or require a significant amount of additional disclosures.   

When measuring fair value, an entity is required to maximize the use of relevant observable 
inputs and minimize the use of unobservable inputs.  IFRS 13 includes a fair value hierarchy, 
which prioritizes the inputs in a fair value measurement as described below: 

Level 1 inputs – are quoted market prices (unadjusted) in active markets for identical assets 
or liabilities that the entity can access at the measurement date. 

Level 2 inputs – are inputs other than quoted market prices included within Level 1 that are 

observable for the asset or liability, either directly or indirectly. 

Level 3 inputs - are unobservable inputs for the asset or liability 

The Corporation’s financial assets and liabilities are considered recurring, and are carried at 

fair value using level 1 inputs. The valuation technique used is the market approach, whereby 
the value is determined based on prices and other relevant information generated by market 
transactions involving identical or similar assets/liabilities. 

  (o) Capital disclosures: 

The Corporation's objectives with respect to its capital structure are to maintain effective 
access to capital on a long-term basis, at reasonable rates, and to deliver the appropriate 

financial returns to its shareholders. 

The Corporation was deemed by the OEB for rate setting purposes to have a capital structure 
that was funded by 56% long-term debt, 4% short-term debt and 40% equity.  The OEB uses 

this deemed structure as a basis of how capital is funded for rate setting purposes only. The 
actual capital structure for the Corporation may differ from the OEB’s deemed structure. 
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3. Significant Accounting Policies (continued) 

 (p) Provisions and contingencies:  

The Corporation recognizes provisions when there is a present legal or constructive obligation 
as a result of a past event and it is probable that an outflow of economic benefits will be 
required to settle the obligation. If the effect is material, provisions are determined by 

discounting the expected future cash flows at a pre-tax rate that reflects current market 
assessments of the time value of money and, where appropriate, the risks specific to the 
liability.   

The evaluation of the likelihood of the contingent events requires judgement by management 
as to the probability of exposure to potential loss. Actual results could differ from these 
estimates.  

A contingent asset is not recognized in the financial statements. However, a contingent asset 
is disclosed where an inflow of economic benefits is probable. 

 (q)  Short term employee benefits: 

The cost of short term employee benefits, which includes salaries, employment insurance, 
short term compensated absences, health and dental care, are recognized as an expense in 
employee salaries and benefits as employees render service. When the services are 

rendered in the construction or development of an asset and they meet the recognition criteria 
as part of the cost of an asset, the cost of the short term employee benefits is included as part 
of the related PP&E or intangible asset. 

 (r) Government grants: 

The Corporation includes in profit or loss government grants received from the Ontario Power 
Authority (“OPA”).  The funding received from the OPA is to reimburse costs incurred by the 

Corporation to deliver electricity conservation and demand management programs (“CDM”). 

 (s) Future accounting changes: 

IAS 32, Financial Instruments: Presentation was amended in December 2011 to clarify the 

guidance for offsetting financial assets and liabilities. The amendments state that an entity has 
a legally enforceable right to offset if that right, is not contingent on a future event and 
enforceable both in the normal course of business and in the event of default, insolvency or 

bankruptcy of the entity and all counterparties. It also clarifies when a settlement mechanism 
provides for net settlement or gross settlement that is equivalent to net settlement. It is 
effective for annual periods beginning on or after January 1, 2014. Earlier application is 

permitted. The Corporation is currently in the process of evaluating the potential impact on the 
consolidated financial statements. 
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4. Key Accounting Judgements, Estimates and Assumptions 

The preparation of these financial statements involves management’s judgment and the use 

of estimates and assumptions to be made in applying accounting policies that affect the 
reported amounts of assets and liabilities and disclosure of contingent liabilities, at the date of 
the financial statements, and the reported revenue and expenses during the reporting period. 

Judgment is commonly used in determining whether a balance or transaction should be 
recognized in the financial statements and estimates and assumptions are more commonly 
used in determining the measurement of recognized transactions and balances. However, 

judgment and estimates are often interrelated. As the basis for its judgments, management 
uses estimates and related assumptions which are based on previous experience and various 
commercial, economic and other factors that are considered reasonable under the 

circumstances. These estimates and underlying assumptions are reviewed on an ongoing 
basis. Revisions to accounting estimates are recognized in the period in which the estimate is 
revised. Actual outcomes may differ from these estimates under different assumptions 

and conditions. 

Key sources of estimation uncertainty and judgments, made by management in the 
application of IFRS that have a significant impact on the financial statements, relate to 

the following: 

  (a) Revenue recognition:  

Measurement of usage not yet billed, which is included in revenues from the regulated 

distribution of electricity, is based on either the actual usage at the end of the period or an 
assessment of unbilled electricity distribution services supplied to customers between the 
date of the last meter reading and the period ending date. The Corporation applies judgement 

to the measurement of the estimated consumption and to the valuation of that consumption. 

  (b) Useful lives of depreciable assets: 

The Corporation, in conjunction with four other utilities, engaged a third party to conduct an 

independent study of asset useful lives.  The Corporation revised its componentization 
structure and revised the estimated useful lives of its distribution system assets and other 
assets as a result of that study. The useful life values from the study were completed from 

industrial statistics, research studies, reports and past utility experience. Actual lives of assets 
may vary from estimated useful lives.  

  (c) Employee post-employment benefits other than pensions:  

The costs of post-employment benefits are determined using actuarial valuations. The 
actuarial valuation involves making assumptions about discount rates, any expected rates of 
return on assets, future salary increases, mortality rates and future pension increases. Due to 

the long-term nature of these plans, such estimates are subject to significant uncertainty.   
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4. Key Accounting Judgements, Estimates and Assumptions (continued) 

 (d)  Accounts receivable impairment: 

In determining the allowance for doubtful accounts, the Corporation considers historical loss 
experience of account balances based on the aging and arrears status of accounts receivable 
balances. 

 
5. Cash and Cash Equivalents 

Cash and cash equivalents include cash at the bank, cash on hand and short term 
investments with a maturity of 90 days or less from the date of purchase. 

 
 
 

The carrying amounts disclosed above reasonably approximate fair value at the statement of 
financial position date. There are no restrictions, pledges or limitations to the use of the cash 
and cash equivalents. 

 
6. Accounts Receivable 

The components of accounts receivable, net are as follows: 
 

 December 31, 2013 December 31, 2012
  
Trade receivables $             52,009 $         55,271
Less: allowance for doubtful accounts (1,998) (3,176)
  
Trade receivables, net $             50,011 $         52,095
  
Receivables due from related parties (Note 20) 2,076 1,883
Other receivables 1,858 8,279
  
Total accounts receivable, net $             53,945 $        62,257
  
Of which:  
Not yet due (less than 16 days) 34,618 51,096
Past due 1 day but not more than 14 13,757 6,122
Past due 15 days but not more than 44 4,297 4,137
Past due 45 days but not more than 74 1,420 1,287
Past due 75 days but not more than 104 752 722
Past due more than 104 days 1,099 2,069
Less: allowance for doubtful accounts (1,998) (3,176)
  

Total accounts receivable, net $             53,945 $         62,257

 
 

December 31, 2013 December 31, 2012
Cash   $        32,134 $         47,819
Short term investments - -
Total cash and cash equivalents $        32,134 $         47,819
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6. Accounts Receivable (continued) 

The allowance for doubtful accounts as at December 31, 2013 was 3.6% (December 31, 2012 
– 4.9%), of the total accounts receivable which includes accounts receivable, that are not yet 

due or past due, that the Corporation has deemed to be impaired.  
 
7. Inventory 

The amount of inventory consumed by the Corporation and recognized as an expense during 
2013 was $1,341 (2012 - $1,124).  The amount of inventory that was written down due to 
obsolescence in 2013 was $127 (2012 - $9). 

 

8. Deposits 

The following outlines the deposits and letters of credit/guarantees of the Corporation posted as 
security.  The amounts are comprised of cash and cash equivalents in the form of deposits and 
letters of credit/letters of guarantee, under which the Corporation is contingently liable. 

 
 December 31, 2013 December 31, 2012 

 Cash and 
cash 

equivalents

Letters of 
credit/ 

guarantees

Cash and 
cash 

equivalents 

Letters of 
credit/ 

guarantees
Customer deposits (a) $   21,920 $             - $   19,732 $             -
Security with the IESO (b) - 11,450 - 11,450
 $   21,920 $   11,450 $   19,732 $   11,450

       (a)  Customer Deposits: 

The Corporation collec:ts cash and cash equivalents as deposits from certain customers to      
reduce credit risk.  

       (b) Security with the Independent Electricity System Operator: 

Entities that purchase electricity in Ontario through the Independent Electricity System Operator 
("IESO") are required to post security to mitigate the risk of their default on their expected 
activity in the market. The IESO could draw on this security if the Corporation failed to make 

payment required by a default notice issued by the IESO. The Corporation has posted a letter of 
credit as security in the amount of $11,450 as at December 31, 2013 (December 31, 2012 - 
$11,450). 
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9. Property, Plant and Equipment (“PP&E”) 
 

PP&E consists of the following as at December 31, 2013 
 

 December 31, 
2012

Additions/
Depreciation

Disposals/ 
Retirements 

December 31, 
2013

Cost  
Distribution system $       378,722 $     35,688 $      (1,739) $         412,671
Distribution station equipment 55,681 3,520 (231) 58,970
Other PP&E 64,358 6,519         (1,144) 69,733
Buildings and fixtures 32,378 1,663 - 34,041
Land  9,892 - (13) 9,879
Construction in progress 5,459 (387) - 5,072
  
Subtotal $       546,490 $      47,003 $      (3,127) $          590,366
  
Accumulated depreciation  
Distribution system $      (25,614) $    (13,653) $           270 $         (38,997)
Distribution station equipment (3,439) (1,831) 32 (5,238)
Other PP&E (11,570) (6,791) 725 (17,636)
Buildings and fixtures (1,384) (1,141) - (2,525)
Land  - - - -
  
Subtotal $      (42,007) $    (23,416) $        1,027 $         (64,396)
  
Carrying amount $      504,483 $      23,587 $      (2,100) $         525,970

 
PP&E consists of the following as at December 31, 2012 

 
 December 31, 

2011
Additions/

Depreciation
Disposals/ 

Retirements 
December 31, 

2012
Cost  

Distribution system $       352,141 $        28,395 $      (1,814) $       378,722
Distribution station 
equipment 54,071 1,775 (165) 55,681
Other PP&E 56,512 9,596 (1,750) 64,358
Buildings and fixtures 14,822 17,556 - 32,378
Land  4,069 5,823 - 9,892
Construction in progress 4,239 1,220 - 5,459
  
Subtotal $       485,854 $        64,365 $      (3,729) $       546,490
  
Accumulated depreciation  
Distribution system $       (12,590) $      (13,127) $           103 $      (25,614)
Distribution station 
equipment (1,684) (1,762) 7 (3,439)
Other PP&E (5,855) (6,406) 691 (11,570)
Buildings and fixtures (532) (852) - (1,384)
Land  - - - -
  
Subtotal $      (20,661) $      (22,147) $           801 $      (42,007)
  
Carrying amount $      465,193 $        42,218 $     (2,928) $      504,483
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9. Property, Plant and Equipment (continued) 

The carrying amount of PP&E that have been derecognized before the end of their estimated 
useful lives, and have been recorded as depreciation expense on the statement of 

comprehensive income was $1,671 in 2013 (2012 - $1,869). 

The carrying amount of old conventional meters that were derecognized before the end of 
their useful lives due to the smart metering deployment program was $368 in 2013 (2012 - 

$952) of. These costs have been recorded as depreciation expense on the statement of 
comprehensive income.  

Included in the additions to PP&E was $354 (2012 - $650) representing the borrowing cost 

attributable to the assets during construction, and allocated to the qualifying asset at the 
weighted average cost of borrowings of 5.091% (2012 – 5.091%).  

For the year ended December 31, 2013, accrued liabilities relating to PP&E in the amount of 

$4,519 (December 31, 2012 - $6,004) have been included in additions to PP&E.  

PP&E and intangible asset purchase commitments outstanding as at December 31, 2013 was 
$10,907 (December 31, 2012 - $11,730). 

 
 
10. Intangible Assets 

  
Intangible assets consist of the following as at December 31, 2013:  
 

 
December 31, 

2012
Additions/

Amortization
Disposals/ 

Retirements 
December 31, 

2013
Cost  
Computer software $       22,089 $         1,652 $          (24) $      23,717

Easements             524 28 13 565
Software in development 1,004 182 - 1,186
  
Subtotal $       23,617 $         1,862 $          (11) $      25,468
  
Accumulated 
amortization  
Computer software $       (4,964) $       (3,198) $            24  $     (8,138)
Easements               - - - -
  
Subtotal $       (4,964) $       (3,198) $            24 $     (8,138)
  
Carrying amount $       18,653 $       (1,336) $            13 $     17,330
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10. Intangible Assets (continued) 

 
Intangible assets consist of the following as at December 31, 2012:  

 
 December 31, 

2011
Additions/

Amortization
Disposals/ 

Retirements 
December 31, 

2012
Cost  
Computer software $       19,717 $         2,447 $          (75) $         22,089
Easements             333             191                    -                   524
Software in development 526 478 - 1,004
  
Subtotal $       20,576 $         3,116 $          (75) $         23,617
  
Accumulated 
amortization  
Computer software $       (2,187) $       (2,852) $            75 $         4,964)
Easements                   -                  -                    -                       -
  
Subtotal $       (2,187) $      (2,852) $            75 $       (4,964)
  
Carrying amount $       18,389 $           264 $               - $       18,653

During 2013, $25 (2012 - $33) has been included in the additions to intangible assets, 

representing the borrowing costs attributable to the assets during the development phase and 
allocated to the qualifying asset at weighted average cost of borrowings of 5.091% (2012 – 
5.091%).   

For the period ended December 31, 2013, accrued liabilities relating to intangible assets in 
the amount of $436 (December 31, 2012 - $876) have been included in additions to intangible 
assets. 

  
11.   Income Taxes 

The components of income tax expense for the years ended December 31, 2013 and 2012 
were as follows: 

 

  

 

 

 

 

 
 
 

 
 

December 31, 
2013 

December 31, 
2012

Current income tax expense:  
Expense for the year $       7,130 $         3,190
Utilization of future timing differences in the current period 54 (4,995)

Total current income tax expense (recovery) 7,184 (1,805)
  
Deferred income tax expense:  
Reversal of temporary differences $        (192) $         (681)
Increase in future tax rates on existing timing differences - (924)
Reduction of future timing differences 470 2,574
Total deferred income tax expense $          278 $           969
  
Total income tax expense (recovery)  $       7,462 $         (836)
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11.   Income Taxes (continued) 

The provision for income taxes differs from the amount that would have been recorded using 
the combined federal and Ontario statutory income tax rate. Reconciliation between the 

statutory and effective tax rates is provided as follows: 
 

 

 

 

 

 

 

 

 
12. Deferred Tax Assets 

Deferred income taxes reflect the net effects of temporary differences between the carrying 
amounts of assets and liabilities for financial reporting purposes and the amounts used for 
income tax purposes.  The net deferred tax asset consists of the following: 

 

  
December 31,  

2013 
December 31, 

2012

Property, plant and equipment and 
intangible assets 

$    14,701 $    17,868

Energy variances (3,332) (9,299)

Employee post-employment benefits 
other than pensions 

1,421 1,593

Deferred revenue - 3,619

Other temporary differences 558 116
     

 Net deferred income tax assets $    13,348 $    13,897

 
 
 
 
 
 

 December 31, 
2013 

December 31, 
2012

  
Federal and Ontario statutory income tax rate 26.50% 26.50%
  
Income before provision for income taxes $       26,247 $        9,166
  
Provision for income taxes at statutory rate 6,955 2,429
Increase (decrease) resulting from:  

Increase in future tax rates on existing timing 
differences - (924)
Other timing differences between accounting net 
income and  net income for tax purposes 507 (2,341)

  
Provision for income taxes $         7,462 $         (836)
Effective income tax rate 28.43% (9.12%)
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13.  Accounts Payable and Accrued Liabilities 
 

Major components of accounts payable and accrued liabilities consist of the following: 
 
 December 31,  

2013 
December 31, 

2012
  
  
Amounts due to the IESO for energy purchases $     70,245 $         59,158
Trade payables due to related parties (Note 20) 26 69
Other trade payables 4,710 7,410
Accrued expenses 21,031 26,209
Other non-trade payables 10,253 10,834
  
Total accounts payable and accrued liabilities $   106,265 $       103,680

 
 
14.   Debentures Payable 
 

 

 

 

 

 

 

 

 

 

 

The Corporation has a private placement debt of $320,000 comprised of $110,000 of Series 
A, 10-year debenture with fixed coupon rate of 4.52%, and $210,000 of Series B 30-year 

debentures with fixed coupon rate of 5.30%.  

Interest expense for the year ended December 31, 2013 included $16,053 (December 31, 
2012 - $16,141) in respect of interest on the debt. The amortization of the debt issue cost for 

the year ended December 31, 2013 was $91 (December 31, 2012 - $87). 

 

 

 
 

 December 31,  
2013 

December 31, 
2012

 
4.52 % Series A Debentures due April 29, 2021 

 
 

$        110,000 

 
 

$        110,000
 
Deferred debt issue cost (net of accumulated 
amortization of $178)(Dec. 31, 2012 - $109) 

 
  

                    (613) 

 
 

                    (682)

5.30 % Series B Debentures due April 29, 2041 

 
 

        210,000 

 
 

        210,000
 
Deferred debt issue cost (net of accumulated 
amortization of $56 )(Dec. 31, 2012 - $34) 

 
  

                 (1,345) 

 
 

                 (1,367)
  
 
Net debentures payable 

 
$        318,042 

 
$        317,951
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14.   Debentures Payable (continued) 

The Corporation has the following material covenants associated with its long-term debt: 

(a) The Corporation will duly and punctually pay or cause to be paid payments of principal and 
interest to each holder of the debentures. 

 (b) The Corporation will, and will cause each designated subsidiary to maintain its corporate 
existence (unless all of its assets are or have been conveyed to the Corporation or another 
designated subsidiary), and will carry on and conduct its business in a proper and efficient 
manner. 

(c) The Corporation will provide to the Trustee copies of (i) within 120 days of each fiscal year end 
of the Corporation, annual audited consolidated financial statements of the Corporation 
together with a report of the Corporation’s auditors thereon; (ii) within 60 days of the end of 
the first, second and third quarters of the Corporation’s fiscal year, interim consolidated 

financial statements.  The corporation’s first interim consolidated financial report prepared in 
accordance with IFRS for the first quarter in which such report is required to be prepared, 
which may be provided within 90 days of the end of such quarter. 

 (d) The Corporation will, and will cause each Designated Subsidiary to, from time to time pay or 
cause to be paid all taxes (including transfer taxes), rates, levies, payments in lieu of taxes, 
assessments (ordinary or extraordinary), government fees or dues lawfully levied, assessed 
or imposed upon or in respect of its respective property or any part thereof or upon its income 

and profits as and when the same become due and payable and to withhold and remit any 
amounts required to be withheld by it from payments due to others and remit the same to any 
government or agency thereof.  

(e) The Corporation will not, and will not permit any Designated Subsidiary to, create, assume or 
suffer to exist any Security Interest, other than permitted encumbrances, on any of its assets 
to secure any obligation, unless at the same time it secures equally and rateably therewith all 
the debentures issued pursuant to the Trust Indenture then outstanding. 

(f) The Corporation shall not issue, incur or become liable for obligations that exceed 75% of the 
total consolidated capitalization. 

(g) The Corporation may not amalgamate or consolidate with or merge into any other Person, or 
permit any other Person to amalgamate or consolidate with or merge into with the 
Corporation, or directly or indirectly transfer, sell, lease or otherwise dispose of all or 

substantially all of its property or assets. Notwithstanding the foregoing, a Designated 
Subsidiary shall be permitted to merge with another entity provided that, after giving effect to 
such merger, it continues to be a Designated Subsidiary 

 (h) No default or event of default shall have occurred and be continuing, or shall occur. 
 

The Corporation is in compliance with all credit agreement covenants and limitations associated 
with its debt. 
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15.  Deferred Contributions 

The continuity of deferred customer contributions in aid of construction (“CIAC”) of PP&E is as 

follows: 

 December 31,  
2013 

December 31, 
2012

 
Deferred contributions, net, beginning of year $     5,584 $     4,448  

CIAC received  5,944 1,248

CIAC recognized as distribution revenue (195) (112)

Deferred contributions, net, ending of year $     11,333 $    5,584
 
 
16. Employee Post-Employment Benefits 

The Corporation’s retirement plan is comprised of a defined contribution plan. 

In addition, the Corporation provides other employee post-employment benefits, primarily life, 

health and dental coverage, on a shared basis.   

 (a) OMERS pension plan: 
 

The defined contribution plan is mandatory for all full-time employees of the Corporation from 
day one of employment. Under the terms of the defined contribution plan, employees 
contribute a percentage of eligible employee earnings per year. The Corporation makes 

contributions for each contributing employee in amounts equal to the employee contribution. 
The defined contribution plan is fully vested from the first day of employment. 

The most recently available OMERS annual report is for the year ended December 31, 2012, 

which reported that the plan was 86% funded, with an unfunded liability of $9,924,000.  This 
unfunded liability is likely to result in future payments by participating employers and 
members. The Corporation’s contributions could be increased if other entities withdraw from 

the plan. 

The Corporation expensed contributions to OMERS of $3,113 (December 31, 2012 – $2,801) 
for the year ended December 31, 2013. These amounts are included under operating 

expenses on the statement of comprehensive income.  

The Corporation expects $3,272 in contributions to be paid to its defined contribution plan in 
2014. 
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16. Employee Post-Employment Benefits (continued) 

(b) Employee post-employment benefits other than pensions: 

Employee post-employment benefits other than pensions are subject to annual actuarial 
valuations. The Corporation has a December 31 measurement date.  A valuation of the 
employee post-employment benefits was performed as of December 31, 2013. The next 

valuation of the employee post-employment benefits will be performed as at December 31, 
2014. 

 

Total expense recognized in profit or loss 
December 31, 

2013
December 31, 

2012

Current service costs $      231 $     252
Interest on obligation 211 211

Total Expense $      442 $     463

 
 
Actuarial assumptions 

December 31, 
2013

December 31, 
2012

Discount rate (beginning of year) 3.75% 4.25%
Discount rate (end of year) 4.75% 3.75%
Health care cost increases 9.00% 8.50%
Dental cost increases 4.00% 4.00%
Rate of compensation increase 3.00% 3.00%

A 1% increase in the assumed discount rate would result in the defined benefit obligation 
decreasing to $4,194.  A 1% decrease in the assumed discount rate would result in the defined 

benefit obligation increasing to $5,496.   
 
17. Other Comprehensive Income  

The Corporation recognizes any re-measurements of the net defined liability including 

actuarial gains and losses immediately in other comprehensive income.  The Corporation 
reclassifies accumulated re-measurements as retained earnings when approved for recovery 
or refund by the OEB. On January 1, 2013, the Corporation reclassified $869 from 

accumulated other comprehensive income to retained earnings.   

 December 31, 
2013 

December 31, 
2012

Accrued benefit obligation, beginning of year $    5,503 $     4,694
Current service costs 231 252
Interest on accrued employee post-employment benefits 211 211
Benefits paid (72) -
Remeasurements recognized in other comprehensive 
income (1,021) 346

Accrued benefit obligation, end of year $    4,852 $     5,503
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18. Share Capital 

 
 December 31,  

2013
December 31, 

2012
Authorized: 

Unlimited, Class A shares, voting 
1,000 Class B shares, non-voting 

Issued: 
180,555,562 Class A shares $     155,628 $     155,628
1,000 Class B shares 1 1

 
$     155,629 $     155,629

The holders of Class A shares are entitled to receive notice of, to attend, and to vote at all 
general and special meetings of the Corporation’s shareholders. The holders of Class B 
shares are not entitled to vote at any meeting of the Corporation’s shareholders (except as 

required by law) and are only entitled to receive notice of special meetings called to consider 
certain fundamental changes. Holders of Class A shares are entitled to one vote per share.  

The holders of the Class A shares, in priority to the holders of the Class B shares, are entitled 

to receive, if, as and when declared by the Corporation’s Board of Directors, concurrent 
cumulative preferential dividends at a rate per annum equal to the regulated rate of return on 
the rate base equity represented by each such class of shares. Once these preferential 

dividend entitlements have been satisfied, holders of each class of shares are entitled to 
receive, on a concurrent basis with each other class of shares, additional dividends if, as and 
when declared by the Corporation’s Board of Directors and in such amounts and payable in 

such manner as may be determined from time to time by the Corporation’s Board of Directors.  

Dividends may be declared by the Board of Directors through a resolution. In 2013, a dividend 
of $11,514 (2012 - $12,384) was declared and paid to the Shareholders of the Corporation. 

 
19. Change in Non-cash Working Capital 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 December 31, 2013 December 31, 2012
   

  Accounts receivable $        8,310 $    (4,899)
  Unbilled revenue (10,686) 376
  Inventory (64) (944)
  Prepaid and deposits (680) (104)
  Amount due to/from related parties, net (2,254) 1,497
  Accounts payable 2,627 7,152
  Environmental provision 2,455 210
  Advance payments 1,539 (4)
  Deferred revenue (13,656) 6,838
  Accrued PP&E and intangible assets 1,925 244
(Decrease) / Increase in non-cash operating 
working capital $   (10,484) $    10,574
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20. Related Party Transactions  

The Corporation's operations include the provision of electricity and services to its principal 
shareholder, the City.  Electricity is billed to the City at the prices and terms as any other 

customer not with an electricity retailer. Street lighting maintenance and construction services 
are provided at an exchange amount, being that amount agreed to by the parties.  A summary 
of amounts charged by the Corporation to the City is as follow :        

 December 31, 
2013

December 31, 
2012

 
Electrical energy  $   10,586 $    10,031
Street lighting energy 6,716 6,242
 

At December 31, 2013, accounts payable and accrued liabilities include $26 (December 31, 

2012 - $69,) due to the City.  Accounts receivable include $2,076 (December 31, 2012 - 
$1,883) due from the City. 

At December 31, 2013, the Corporation incurred property taxes which are paid to the City in 

the amount of $944 (December 31, 2012 - $948).  

The Corporation charged Borealis $9 for the period ended December 31, 2013 (December 
31, 2012 - $9) for an access agreement.  These transactions were recorded at the exchange 

amount being the amount agreed to by the parties.   

Amount due from related parties include $1,213 (December 31, 2012 - $189) from a company 
under common control. 

Amount due to related parties include $82 (December 31, 2012 - $1,312) to the parent 
company. 

No Director had, during or at the end of the period, any material interest in any contract of 

significance in relation to the Corporation’s business. 

The following compensation has been provided to the key management personnel of the 
Corporation, who have the authority and responsibility for planning, directing and controlling 

the activities of the entity, directly or indirectly.  

 
 December 31, 

 2013 
December 31, 

2012
   
Salaries and short term employee benefits               $       476   $    710 
Retirement OMERS contributions 51 66 
Other compensation 6 16 
 $     533 $      792 
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21. Contingencies, Commitments and Guarantees 

The Corporation is party to a number of disputes and lawsuits in the normal course of 
business. The Corporation believes that the ultimate liability arising from these matters will 

have no material impact on the financial statements. Accordingly, no provision for any liability 
has been made in these financial statements.  

In the normal course of operations, the Corporation executes agreements that provide for 

indemnification to third parties in transactions such as service agreements, leases and 
purchases of goods. Under these agreements, the Corporation agrees to indemnify the 
counterparty against loss or liability arising from the acts or omissions of the Corporation in 

relation to the agreement. 

 (a) Insurance Claims: 

The Corporation is a member of the Municipal Electric Association Reciprocal Insurance 

Exchange ("MEARIE").  A reciprocal insurance exchange may be defined as a group of 
persons formed for the purpose of exchanging reciprocal contracts of indemnity or 
inter-insurance with each other. MEARIE is licensed to provide general liability insurance to 

its members. 

Insurance premiums charged to each member consist of a levy per thousand dollars of 
service revenue subject to a credit or surcharge based on each member's claims experience.  

Current liability coverage is provided to a level of $24,000 per occurrence.  The Corporation 
has also obtained additional general liability insurance of $10,000 per occurrence through 
Alternative Risk Services. 

The Corporation has been jointly named as a defendant in several actions.  No provision has 
been made for these potential liabilities as the Corporation expects that these claims are 
adequately covered by its insurance. 

(b)  Environmental: 

The Corporation is subject to Canadian federal, provincial and municipal environmental 
regulations.  As part of the Corporation's risk mitigation strategy, environmental assessments 

and environmental remediation are underway at various sites.  The Corporation records a 
liability for the estimated future expenditures associated with testing and remediation of 
contaminated lands at various municipal substations and neighbouring properties.  
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21. Contingencies, Commitments and Guarantees (continued) 

Actual future environmental expenditures may vary from these estimates.  As at December 
31, 2013, the Corporation provided $2,825 (December 31, 2012- $370) for testing and future 

site remediation. 
 

 
December 31, 

2013 
December 31, 

2012
   
Environmental provision, beginning of the year      $     370 $       160
Addition 2,731 260
Utilized in the year (276) (50)
Environmental provision, ending of the year $  2,825 $      370

 (c) Operating Lease Commitments: 

The Corporation has entered into a commercial lease arrangement on a premise which is 
recognized and reported as part of other costs in the statement of comprehensive income.  

For the year ended December 31, 2013, the Corporation recognized minimum lease 

payments of $145 (December 31, 2012 - $139) in the statement of comprehensive income.  
The lease has a life of one year with yearly renewal options. There are no restrictions placed 
upon the Corporation by entering into this lease. As at December 31, 2013, the Corporation’s 

committed future minimum annual lease payments under operating leases were $138 for 
2014. The future minimum lease commitments would change depending on the decision to 
renew the agreement. The Corporation has numerous cancellable operating leases which are 

predominantly in the form of encroachment permits required to place distribution infrastructure 
assets on a rights-of-way or private property. The lease terms are between one and twenty 
years, and the amounts of these leases are immaterial and have been included in other costs 

in the statement of comprehensive income. 
 
 
22.    Risk Management and Financial Instruments 

The private placement debt, having a principal amount of $320,000 as at December 31, 2013 

(December 31, 2011 - $320,000), has a fair value of $350,758 (December 31, 2012 - 
$384,986) calculated using level 3 inputs. The valuation techniques used took into 
consideration accrued interest, Government of Canada benchmark yields and statistical data.  

Exposure to market risk, credit risk, and liquidity risk arises in the normal course of the 
Corporation's business.   
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22.    Risk Management and Financial Instruments 

 (a)  Market Risk: 

Market risk refers primarily to risk of loss that results from changes in commodity prices, 
foreign exchange rates and interest rates.  The Corporation does not have commodity risk 
due to the flow through nature of energy purchases and costs and its foreign exchange risk is 

not  considered material since the Corporation's exposure is limited to U.S. dollar cash and 
cash equivalents holdings of $99 as at December 31, 2013 (December 31, 2012 - $96). 

Distribution rates and charges are currently based on a revenue requirement less other    

income, which includes interest income.  The difference between actual interest income 
earned by the Corporation and the interest revenue reduction approved by the OEB may have 
a negative impact on the results of operations. 

The Corporation minimizes interest rate risk by issuing long-term fixed rate debt.  

 (b)  Credit Risk: 

Financial assets create credit risk that counterparties will fail to discharge an obligation, 

causing a financial loss. 

The Corporation manages counterparties credit risk through various techniques including, 
limiting total exposure levels with individual counterparties consistent with the Corporation's 

policies, and monitoring the financial condition of counterparties.  Short-term investments held 
as at December 31, 2013, met the credit exposure limits specified under the Corporation's 
Investment Policy. 

The Corporation's distribution revenue is earned on a broad base of customers principally 
located in Mississauga.  As a result, the Corporation did not earn a significant amount of 
revenue from any individual customer. As at December 31, 2013, there were no significant 

balances of accounts receivable due from any single customer. 

Management believes that the credit risk of accounts receivable is not significant due to the 
following reasons: 

i. There is a broad base of customers with no single customer that accounts for revenue or 
an accounts receivable balance in excess of 10% of the respective balance in either year. 

ii. Enersource Hydro, as permitted by the OEB's Retail Settlement and Distribution System 

Code, may obtain a security deposit or letter of credit from customers to mitigate risk of 
payment default. 
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22.    Risk Management and Financial Instruments 

iii. The percentage of accounts receivable that is past due for more than 75 days is 

approximately 3.3% (2012 – 4.3%) of the total gross accounts receivable. (See note 6) 

iv. The Corporation included an amount for accounts receivable write-offs within operating 
expense for rate setting purposes. 

(c)  Liquidity Risk: 

Liquidity risk is the risk that the Corporation will not be able to meet its financial obligations as 
they come due.  Short-term liquidity is provided through cash and cash equivalents on hand, 

funds from operations, as well as an established $50,000 banking line of credit, if required.  
Short-term liquidity is expected to be sufficient to fund normal operating requirements. 

The Corporation’s private placement debts mature in 2021 and 2041 and is expected to be 

refinance at that time.  

The Corporation has contractual obligations in the normal course of business; future minimum 
undiscounted contractual maturities are as follows: 

 
 
Financial Liabilities 

Due within 1 
year

Due between 1 
and 5 years 

  Due past 5 
years

  
Accounts payable and accrued liabilities $    109,090 $             - $               - 
Debentures payable (interest and principal) 16,097 80,484 574,668
  
Total $    125,187 $    80,484 $    574,668

 
 
23.  Regulatory assets and liabilities 
 

Total regulatory balances that have been derecognized under IFRS that will be recovered or 
refunded through future distribution rates are as follows: 

 
 December 31, 

2012
2013 activity  December 31, 

2013
Regulatory assets (ii)-(ix) $         9,967 $   (13,344) $      (3,377)
  
Regulatory liabilities (i)      (33,954) 13,775 (20,179)
  
Net regulatory liabilities* $    (23,987) $   431 $   (23,556)

   * Income tax expenses on other comprehensive income of $310 have been excluded from net regulatory liability as at 
December 31, 2013. 
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23.  Regulatory Assets and Liabilities (continued) 

 
In a rate regulated environment, there is normally a requirement from the regulator to the utility 

to either reduce or increase rates in a future period. Under regulatory accounting, utilities 
account for the impact of rate regulation through the recognition of regulatory assets and 
liabilities, which is the deferral of costs (revenues) to a future period to match with the higher 

(lower) rates recovered in that period, usually as a result of a decision approved by the 
regulator.  
 

In the absence of a rate regulated standard under IFRS, the Corporation does not recognize 
assets and liabilities arising from rate regulated activities. Since the economics of rate 
regulation have not changed from the adoption of IFRS, the CODM will continue to assess 

operating performance principally on the basis of earnings adjusted for the following significant 
regulatory activities:   
 

(i) Retail settlement variances are caused by the difference between the actual price of the 
electricity commodity throughput and the prices set by the OEB.  Specifically, these 
amounts include variances between the amounts charged by Hydro One and the IESO 

for   the operation of the electricity markets and grid, as well as various wholesale market 
settlement charges and transmission charges as compared to the amount billed to 
consumers based on the OEB-approved rates. Under regulatory accounting, the 

Corporation would have adjusted energy purchases for these variances. Under IFRS, the 
Corporation recognizes these differences in future periods as an increase or decrease to 
distribution revenue. 

(ii) The OEB approved deferral accounts to record transitional differences associated with 
the implementation of IFRS, any incremental costs needed to comply with Environment 
Canada’s new regulations associated with Polychlorinated biphenyls (“PCBs”), costs 

relating to stranded conventional meters, and unearned revenue and costs associated 
with Enersource Hydro’s smart meter program. On December 19, 2012 the OEB 
approved the recovery of these deferral accounts and the Corporation has recognized the 

related revenue. 

(iii) The OEB approved a variance account to record lost revenues associated with the 
delivery of CDM programs between 2011 and 2014. The variance account tracks the 

difference between the results of actual, verified impacts of CDM activities and the level 
of CDM program activities included in the distributor’s load forecast.  The Corporation 
may recover or refund this revenue through future distribution rates. 
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23.  Regulatory Assets and Liabilities (continued) 

(iv) The OEB requires the Corporation to track the difference between revenue and costs 
associated with providing retailers with customer settlement services as retail cost 

variance account deferrals. Under IFRS, the Corporation recognizes these differences as 
an increase or decrease to distribution revenue. 

(v) The difference in income taxes or PILs resulting from legislative or regulatory changes to 

tax rates or rules as compared to rate-setting is recorded in an OEB approved variance 
account in regulatory accounting. Under IFRS, the Corporation recognizes these 
differences as an increase or decrease to distribution revenue. 

(vi) The OEB requires the Corporation to accrue interest on regulatory assets and liabilities 
balances.  Under IFRS, the Corporation recognizes the net interest on these balances in 
future periods as an increase or decrease to distribution revenue once approved for 

recovery or refund by the OEB. 

(vii) The OEB approved four deferral accounts to record qualifying incremental capital 
investments, OM&A expenses and funding adders approved by the OEB related to the 

connection of renewable generation or the development of smart grid. Under IFRS, the 
Corporation capitalizes or expenses these items as incurred and recognizes revenue in 
accordance with the Corporation’s revenue recognition policy. 

(viii) The OEB approved a deferral account to record any re-measurements of the post-
employment net defined liability including actuarial gains or losses. Under IFRS, the 
Corporation recognizes any re-measurements of the post-employment net defined liability 

in other comprehensive income. 

To the extent that the OEB's future actions are different from the Corporation’s expectations, 
the timing and amount of recovery or settlement of amounts included in the adjustment for 

regulatory activities could be significantly different from the amounts that are eventually 
recovered or settled through distribution rates in the future. 

 
24. Other Revenue 

 (a) Government grants: 

The Corporation recognized $14,278 ($13,703 – 2012) of OPA funding in other revenue for 
the year ended December 31, 2013.  The Corporation recognized $14,274 ($12,298 – 2012) 

of OPA costs under operating expenses for the year ended December 31, 2013.  The 
Corporation currently has no unfilled obligations relating to the government grants received by 
the OPA.   

(b) Compensation from third parties for items of PP&E: 

The Corporation recognized $578 ($290 – 2012) for damage claims received from third 
parties relating to emergency replacement of distribution equipment. 



EB-2016-0025
Enersource, Horizon Utilities, PowerStream, Hydro One Brampton s.86 (MAADs) Application 

Attachment 14
Filed: April 15, 2016

    ATTACHMENT 14 
ENERSOURCE 2014 AUDITED

CONSOLIDATED FINANCIAL STATEMENTS



 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Financial Statements of 

 

ENERSOURCE HYDRO MISSISSAUGA INC. 
 
Years ended December 31, 2014 and 2013  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
 KPMG LLP  Telephone (416) 777-8500 
 Bay Adelaide Centre  Fax (416) 777-8818 
 333 Bay Street Suite 4600 Internet www.kpmg.ca 
 Toronto ON  M5H 2S5 
 Canada 

 
 
 

KPMG LLP is a Canadian limited liability partnership and a member firm of the KPMG  
network of independent member firms affiliated with KPMG International Cooperative  
(“KPMG International”), a Swiss entity.  
KPMG Canada provides services to KPMG LLP.  

 

 

INDEPENDENT AUDITORS’ REPORT 
 

To the Shareholder of Enersource Hydro Mississauga Inc. 

 

We have audited the accompanying financial statements of Enersource Hydro Mississauga Inc., which  
comprise the statement of financial position as at December 31, 2014, the statements of comprehensive 

income, changes in equity and cash flows for the year then ended, and notes, comprising a summary of 
significant accounting policies and other explanatory information. 

Management’s Responsibility for the Consolidated Financial Statements 

Management is responsible for the preparation and fair presentation of these financial statements in 
accordance with International Financial Reporting Standards, and for such internal control as management 
determines is necessary to enable the preparation of financial statements that are free from material 

misstatement, whether due to fraud or error. 

Auditors’ Responsibility 

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted 

our audit in accordance with Canadian generally accepted auditing standards. Those standards require that 
we comply with ethical requirements and plan and perform the audit to obtain reasonable assurance about 
whether the financial statements are free from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the 
financial statements. The procedures selected depend on our judgment, including the assessment of the 
risks of material misstatement of the financial statements, whether due to fraud or error. In making those 

risk assessments, we consider internal control relevant to the entity’s preparation and fair presentation of 
the financial statements in order to design audit procedures that are appropriate in the circumstances, but 
not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit 

also includes evaluating the appropriateness of accounting policies used and the reasonableness of 
accounting estimates made by management, as well as evaluating the overall presentation of the financial 
statements. 

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

 

 

 

 



 
 
 
 
 
 

Opinion 

In our opinion, the financial statements present fairly, in all material respects, the financial position of 
Enersource Hydro Mississauga as at December 31, 2014, and its financial performance and its cash flows 

for the year then ended in accordance with International Financial Reporting Standards. 
 
 
 
 
 
 
 
Chartered Professional Accountants, Licensed Public Accountants 
 
February 26, 2015 
Toronto, Canada 
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ENERSOURCE HYDRO MISSISSAUGA INC. 
Statement of Financial Position  
(In thousands of Canadian dollars) 
As at December 31, 2014 and 2013 
 

 Note December 31,  
2014 

December 31,  
2013 

Recast- Note 2(d) 
 

Assets 
 

   

Current assets:    
Cash and cash equivalents  5 $               - $      32,134 
Accounts receivable 6 55,648 53,945 
Unbilled revenue  73,045 70,049 
Income taxes receivable  346 - 
Amounts due from related parties 19 724 1,213 
Inventories  2,7 3,814 2,825 
Prepaid expenses   1,527 2,214 
Customer deposits  8 23,367 21,920 

Total current assets  158,471 184,300 

Non-current assets:    
Property, plant and equipment  2,9 556,024 531,349 
Intangible assets  10 16,309 17,330 
Deferred tax assets  12 16,432 13,348 

Total non-current assets  588,765 562,027 

Total assets 
 

$    747,236 $    746,327 
    
Liabilities and Shareholders’ Equity 
 

   

Current liabilities:    
Bank overdraft 22 $       7,956 $               - 
Accounts payable and accrued liabilities  13      103,368      106,265 
Income taxes payable  - 527 
Advance payments   4,822 3,578 
Deferred revenue    32 32 
Amounts due to related parties 19 - 82 
Customer deposits  8 23,367 21,920 
Current portion of environmental provision  20 1,600 2,825 

Total current liabilities  141,145 135,229 

Non-current liabilities:    
Debentures payable 14 318,137 318,042 
Deferred contributions  15 15,153 11,333 
Post-employment benefits  16 5,712 4,852 
Environmental provision  20 1,267 - 

Total non-current liabilities  340,269 334,227 

Total liabilities  481,414 469,456 
    
Shareholders’ equity:    

Share capital  17 155,629 155,629 
Accumulated other comprehensive income   420   860 
Retained earnings  109,773 120,382 

Total shareholders’ equity  265,822 276,871 

Total liabilities and shareholders’ equity 
 

$    747,236 $    746,327 
The accompanying notes are an integral part of the financial statements. 

 

 
 



 

2 

ENERSOURCE HYDRO MISSISSAUGA INC. 
Statement of Comprehensive Income 
(In thousands of Canadian dollars) 
Years ended December 31, 2014 and 2013  
 
 Note December 31, 

    2014 
December 31, 

2013 
 
Revenue: 

   

Energy sales 23 $   786,505 $   765,984 
Distribution 23 111,675 124,010 
Other revenue 24 19,270 19,031 

  917,450 909,025 

Operating expenses:    
Energy purchases  23    801,795    770,026 
Employee salaries and benefits  26,489 26,425 
Materials and transportation  4,367 3,861 
Contract labour  5,070 4,688 
Other expenses  7,837 9,447 
Corporate cost allocation  8,273 10,065 
Conservation and demand management 24 14,546 14,274 
Depreciation of property, plant and 

equipment  
 

9 
 

25,873 
            

25,455 
Amortization of intangible assets  3,556 3,198 

  897,806 867,439 
    
Results from operating activities  19,644 41,586 
    
Non-operating revenue (expense):    

Interest income  488 887 
Interest expense  (16,212) (16,014) 
Interest expense on accrued post- 
 employment benefits 

  
(234) 

 
(211) 

  (15,958) (15,338) 
    
Profit  before income tax expense  3,686 26,248 
    
Income tax expense  11 951 7,462 
    
Profit for the year        2,735      18,786 

 
Other comprehensive income (loss) net of income tax:   
Remeasurements of the defined benefit obligation  (579) 1,131 
Income tax recovery (expense) 139 (271) 
 (440) 860 
   
Total comprehensive income for the year $    2,295 $     19,646 

 
The accompanying notes are an integral part of the financial statements. 
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ENERSOURCE HYDRO MISSISSAUGA INC. 
Statement of Cash Flows 
(In thousands of Canadian dollars) 
Years ended December 31, 2014 and 2013 
 
 Note December 31, 

 2014 
 

       December 31, 
2013 

Recast-Note 2(d) 
 
Cash flows from operating activities: 

   

    
Comprehensive income for the period  $      2,295 $       19,646 

       Adjustments for:    
Depreciation of property, plant and equipment  25,873 25,455 
Amortization of intangible assets  3,556 3,198 
Amortization of deferred contributions  (318) (195) 
Gain on disposal of property, plant and equipment  (56) (198) 
Post-employment benefits  860 (651) 
Environmental provision 20 1,267 - 
Income tax expense  11 812 7,733 
Interest income  (488) (887) 
Interest expense  16,212 16,014 

             Income tax paid    (4,770) (4,125) 
 
 
Change in non-cash working capital  
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45,243 
 

(6,824) 

65,990 
 

(5,105) 
Net cash from operating activities  38,419 60,885 
    

Cash flows from investing activities:    
       Customer deposits   (1,447) (2,188) 
       Interest received  487 888 
       Capitalized interest   348 379 
       Additions to property, plant and equipment  (51,106) (53,867) 
       Additions to intangible assets   (2,699) (2,301) 
       Additions to deferred contributions   4,138 5,944 
       Proceeds from sale of property, plant and equipment                    131                          246 

Cash used in investing activities  (50,148) (50,899) 
    
Cash flows from financing activities:    
       Customer deposits  1,447 2,188 
       Dividend paid 17 (13,344) (11,514) 
       Interest paid  (16,464) (16,345) 

Cash used in financing activities  (28,361) (25,671) 
    

Decrease in cash and cash equivalents, during the year  (40,090) (15,685) 
    
Cash and cash equivalents, beginning of year  32,134 47,819 
    
Cash and cash equivalents, end of year  $      (7,956) $      32,134 

 
The accompanying notes are an integral part of the financial statements. 
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ENERSOURCE HYDRO MISSISSAUGA INC. 
Statement of Changes in Equity 
(In thousands of Canadian dollars) 
Years ended December 31, 2014 and 2013 
 

  
 

                     Share 
Capital 

Accumulated 
Other 

Comprehensive 
Income 

 
 

   Retained   
Earnings 

        Total 
         Equity 

Balance at January 1, 2014 $    155,629 $           860 $    120,382 $  276,871 
     
Profit for the period - - 2,735 2,735 
Other comprehensive loss, net of tax - (440) - (440) 
Dividends paid - - (13,344) (13,344) 

Balance at December 31, 2014 $    155,629 $            420 $    109,773 $    265,822 

 
 
      
Balance at January 1, 2013  $   155,629 $           (869) $    113,979 $ 268,739 
      
Profit for the period   - -    18,786 18,786 
Other comprehensive income, net of tax  - 860                    -                860 
Accumulated other comprehensive 

income transferred to retained earnings  
  

- 
 

869 
 

(869) 
 

- 
Dividends paid      - - (11,514) (11,514) 
Balance at December 31, 2013 $    155,629 $            860 $    120,382 $  276,871 

 
The accompanying notes are an integral part of the financial statements. 
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1. General Information 

Corporate Information 

Enersource Hydro Mississauga Inc. (the "Corporation"), is a wholly owned subsidiary of Enersource 

Corporation which is incorporated under the Ontario Business Corporations Act, and is owned 90% by the 

City of Mississauga (the "City") and 10% by BPC Energy Corporation ("Borealis"), a wholly owned 

subsidiary of the Ontario Municipal Employees Retirement System ("OMERS"). The corporation provides 

electricity distribution services to businesses and residences in the City of Mississauga.  

The Corporation’s equity is not traded in a public market. The Corporation’s registered office is located at 

2185 Derry Road West in Mississauga, Ontario, L5N 7A6. 

 
 
2. Basis of Preparation 

a) Statement of compliance 

The accompanying annual financial statements have been prepared in accordance with International 
Financial Reporting Standards (“IFRS”) as issued by the International Accounting Standards Board 
(“IASB”).  

b) Basis of measurement 

These financial statements have been prepared on a historical cost basis.  

c) Rate setting 

The Corporation, as an electricity distributor, is both licensed and regulated by the Ontario Energy Board 

(“OEB”) which has a legislative mandate to oversee various aspects of the electricity industry. The OEB 

exercises statutory authority through setting or approving all rates charged by the Corporation and 

establishing standards of service for its customers. 

The Corporation is subject to a cost of service regulatory mechanism under which the OEB establishes the 

revenues required to: (i) recover the forecast operating costs, including depreciation and amortization and 

income taxes, of providing the regulated service, and (ii) provide a fair and reasonable return on utility 

investment, or rate base. As actual operating conditions may vary from forecast, actual returns achieved 

can differ from approved returns. 
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2.  Basis of Preparation (continued) 

The OEB has the power to establish electricity prices to be charged to low volume consumers and 

designated consumers who do not choose an electricity retailer. The OEB may adjust electricity commodity 

prices charged to these consumers every six months as required. 

On April 27, 2012, the Corporation submitted a cost of service rate application to the OEB to change 

distribution rates effective January 1, 2013. The application was approved by the OEB on December 19, 

2012. 

On August 16, 2013, the Corporation submitted an Incentive Regulation Mechanism Application to the OEB 

to change distribution rates effective January 1, 2014. The application was approved by the OEB on 

December 5, 2013.  

d) Change in classification  

During the current year, the Corporation modified the classification of major spare parts from inventories to 

property, plant and equipment to reflect more appropriately the way in which economic benefits are derived 

from the use of these items. Comparative amounts in the statement of financial position and the statement 

of cash flows were reclassified for consistency. These reclassifications did not have any impact on the 

statement of comprehensive income or the statement of changes in equity. 

The following table summarizes the impact of the reclassification on the Corporation’s previously reported 

results: 

 
Statement of Financial Position Property, plant and 

equipment 
Inventories 

   
As at December 31, 2013 $       525,970 $          8,204 
Reclassification 5,379 (5,379) 
   
As at December 31, 2013 recast $       531,349 $          2,825 

 
Statement of Cash Flows  Additions to property, plant 

and equipment 
Non-cash  

working capital 
   
As at December 31, 2013 $       (48,488) $      (10,484) 
Reclassification (5,379) 5,379 
   
As at December 31, 2013 recast $       (53,867) $        (5,105) 
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3. Key Accounting Judgements, Estimates and Assumptions 

The preparation of financial statements requires management to make judgements, estimates and 

assumptions that affect the application of accounting policies and amounts reported and disclosed in the 

financial statements. Actual results may differ from these estimates. Estimates and underlying assumptions 

are reviewed on an ongoing basis. Revisions to accounting estimates are recognized in the year in which 

the estimates are revised and in any future periods affected. 

Key sources of estimation uncertainty and judgments at the end of the reporting period that could have a 

significant impact on the financial statements, relate to the following: 

a) Useful lives of depreciable assets 

The Corporation relies on a third party independent study to componentize and determine the estimated 

useful lives of its distribution system assets. The useful life values from the study were derived from 

industrial statistics, research studies, reports and past utility experience. Actual lives of assets may vary 

from estimated useful lives.  

b) Post-employment benefits other than pensions 

The costs of post-employment benefits are determined using actuarial valuations. The actuarial valuation 

involves making assumptions about discount rates, any expected rates of return on assets, future salary 

increases, mortality rates and future pension increases. Due to the long-term nature of these plans, such 

estimates are subject to significant uncertainty.   

c) Accounts receivable impairment 

In determining the allowance for doubtful accounts, the Corporation considers historical loss experience of 

account balances based on the aging and arrears status of accounts receivable balances.  

d) Unbilled revenue  

Unbilled revenue is based on either the actual usage at the end of the period or an assessment of unbilled 

electricity distribution services supplied to customers between the date of the last meter reading and the 

period ending date. The Corporation applies judgement to the measurement of the estimated consumption 

and to the valuation of that consumption. 
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4. Significant Accounting Policies 

a) Financial instruments 

All financial assets of the Corporation are classified as loans and receivables and all financial liabilities are 

classified as other financial liabilities. These financial instruments are recognized initially at fair value plus 

any directly attributable transaction costs. Subsequently they are accounted for based on their classification 

as following: 

(i) Loans and receivables 

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are 

not quoted in an active market. They are initially recognized at fair value plus transaction costs that are 

directly attributable to their acquisition or issue, and are subsequently carried at amortised cost using 

the effective interest rate method, less provision for impairment.  

Financial assets are assessed at each reporting period to determine whether there is any objective 

evidence that they are impaired. Impairment provisions are recognized when there is objective 

evidence that the Corporation will be unable to collect all of the amounts due under the terms 

receivable. The impairment loss is calculated as the difference between the net carrying amount and 

the present value of the future expected cash flows associated with the impaired receivable. All 

impairment losses are recognized in net income.  

Loans and receivables are comprised of cash and cash equivalents, accounts receivable, promissory 

note, unbilled revenue and customer deposits. 

(ii) Other financial liabilities 

All non-derivative financial liabilities are classified as other liabilities. They are initially recognized at fair 

value plus transaction costs that are directly attributable to their issue, and are subsequently carried at 

amortised cost using the effective interest rate method. 

Financial liabilities are derecognized from the statement of financial position when the Corporation is 

discharged from the obligation, or when the obligation is cancelled or expired.  

Financial liabilities are further classified as current or non-current depending on whether they are due 

within twelve months of the reporting date.  

Other financial liabilities are comprised of bank overdraft, accounts payable and accrued liabilities, 

advance payments, debentures payable and deposits payable.  

The Corporation does not enter into derivative instruments.  
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4.  Significant Accounting Policies (continued) 

b) Inventories 

Inventories consist of parts and supplies acquired for internal construction, consumption or recoverable 

work.  The Corporation accounts for major spare parts and standby equipment as property, plant and 

equipment.   

Inventory is carried at the lower of cost and net realizable value, with cost determined on a weighted 

average cost basis net of a provision for obsolescence. Cost is comprised of the purchase price and other 

directly attributable expenditures to bring the inventories to their present condition and location.  

c) Customer deposits  

Customers may be required to post security to obtain electricity or other services, which are interest 

bearing and refundable on demand.  Where the security posted is in the form of cash or cash equivalents, 

these amounts are recorded as customer deposits and are reported separately from the Corporation's own 

cash and cash equivalents.   

d) Property, plant and equipment (“PP&E”) 

PP&E is measured at cost less accumulated depreciation and impairment losses. Cost includes all directly 

attributable expenditures to acquire and bring the asset into operation including labour, employee benefits, 

materials and transportation costs, contracted services and borrowing costs where applicable.  Subsequent 

expenditures are included in an asset’s carrying amount or recognized as a separate asset, where 

appropriate, only when it is probable that future economic benefits associated with the item will flow to the 

Corporation and the cost can be reliably measured. All other subsequent expenditures, including the costs 

of day-to-day servicing, repairs and maintenance, are expensed as incurred. 

An asset is derecognized at its carrying value when it is disposed of or when no future economic benefits 

are expected from its use. The gain or loss arising on the disposal or retirement of an item of PP&E is 

determined as the difference between the proceeds from sale and the carrying amount of the asset, and is 

recognized in the statement of comprehensive income. 

Major spare parts and standby equipment are accounted for as PP&E since they support the Corporation’s 

distribution system reliability. Depreciation of PP&E is recorded in the statement of comprehensive income 

on a straight-line basis over the estimated useful life of each component of PP&E.  The estimated useful 

lives, residual values and depreciation methods are reviewed at the end of each annual reporting period, 

with the effect of any changes in estimate being accounted for on a prospective basis. 
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4.  Significant Accounting Policies (continued) 

Estimated useful lives for the main categories of PP&E are shown in the table below: 

 
Buildings and other fixtures 20 - 60 years 
Distribution system and station equipment 15 - 40 years 
Overhead and underground distribution system 15 - 55 years 
Other PP&E 3 - 25 years 

Assets under construction and spare parts accounted as PP&E, which are not available for use, are not 

depreciated.  

During the construction period of qualifying assets, borrowing costs are capitalized as a component of the 

cost of self-constructed assets. The capitalization rate is the Corporation’s weighted average cost of 

borrowings. 

e) Intangible assets 

Intangible assets include easements and computer software. 

Easements are measured at cost and are held in perpetuity. Since there is no foreseeable limit to the 

period over which these easements are expected to provide benefit to the Corporation, they have been 

assessed as having indefinite useful lives and are not amortized.  

Computer software is measured at cost less accumulated amortization and impairment losses. Cost 

includes expenditures associated with the initial acquisition or development and other directly attributable 

expenditures to prepare the asset for its intended use. 

Computer software is amortized on a straight line basis over the estimated useful life of the related asset 

from the date that they are available for use. The estimated useful lives and amortization methods are 

reviewed at the end of each annual reporting period, with the effect of any changes in estimate being 

accounted for on a prospective basis. Software in development is not amortized. 

Estimated useful lives for intangible assets are shown in the table below: 

 
Computer software 2 - 10 years 
Easements Indefinite 
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4.  Significant Accounting Policies (continued) 

f) Impairment of non-financial assets 

The carrying amounts of non-financial assets are reviewed at each reporting date to determine whether 

there is any indication of impairment. If any such indication exists, then the asset’s recoverable amount is 

tested and assessed. 

PP&E and intangible assets with finite lives are tested for recoverability at the cash-generating unit (“CGU”) 

level (or groups of CGUs), which is the smallest identifiable group of assets that generates independent 

cash inflows. An impairment of PP&E and intangible assets with finite lives is recognized in the statement 

of comprehensive income when the asset’s carrying value exceeds its estimated recoverable amount. The 

recoverable amount is the higher of its value in use and fair value less costs of disposal. Where fair value 

less costs to sell is not reliably available, value in use is used as the recoverable amount. Value in use is 

calculated as the present value of the estimated future cash flows expected to be derived from an asset, 

CGU or group of CGUs.  

The Corporation evaluates indefinite life intangible assets for impairment annually or whenever events or 

changes in circumstances indicate the carrying amount may not be recoverable.  For purposes of such an 

evaluation, the fair value estimate is compared to the carrying amount of the asset to determine if a write-

down is required.  The impairment loss is measured as the amount by which the carrying amount of the 

asset exceeds its fair value. 

An impairment charge may be reversed only if there is objective evidence that a change in the estimate 

used to determine the asset’s recoverable amount since the last impairment was recognized is warranted. 

A reversal of an impairment charge is recognized immediately in the statement of comprehensive income 

g) Regulatory accounting 

On January 30, 2014, the IASB issued interim standard IFRS 14, Regulatory Deferral Accounts. This 

standard allows first-time adopters of IFRS to apply previous Generally Accepted Accounting Principles to 

account for rate-regulated assets and liabilities. As the Corporation is not a first-time adopter, it does not 

recognize assets and liabilities arising from rate regulated activities. Instead, the Corporation records 

revenues in accordance with its revenue recognition policy and expenses as operating costs when 

incurred. Regulatory balances that have an effect on comprehensive income under IFRS are disclosed in 

Note 23. 
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4.  Significant Accounting Policies (continued) 

h) Revenue recognition 

The Corporation’s principal sources of revenue are: 

(i) Energy sales and distribution revenue 

Energy sales and distribution revenue are recorded on the basis of cyclical billings based on electricity 

usage and include unbilled revenue for electricity consumed but not yet billed. The unbilled revenue accrual 

for the period is based on estimated energy consumption. Energy sales are recognized based on OEB and 

Independent Electricity System Operator ("IESO") prevailing energy rates and electricity consumed by 

customers. Distribution revenue attributable to the delivery of electricity is recognized based upon OEB-

approved distribution rates and estimated electricity consumed by the customer.  

(ii) Other revenue 

Other revenue includes government grants under Conservation and Demand Management (“CDM”) 

programs, amortization of customer contributions and other general revenue. Government grants under 

CDM programs are recognized when there is reasonable assurance that the grant will be received and all 

related conditions will be met. Grants are recognized as income on a systematic basis over the period to 

match to the costs they are intended to compensate. 

The Corporation receives customer contributions to construct certain items of PP&E. These contributions 

are recorded as deferred contributions and amortized into income over the life of the related asset.  

Other general revenues are recognized as the services are rendered. 

i) Deferred debt issue costs 

Deferred debt issue costs represent the cost of the issuance of the debentures.  The 

Corporation's deferred debt issuance costs, net of accumulated amortization, are included in the 

carrying value of debentures payable. The debentures are accreted back to their face amount 

using the effective interest rate method over the remaining period to maturity.  

j) Employee benefits 

(i) Short-term employee benefits 

The Corporation provides short-term employee benefits such as salaries, employment insurance, short- 

term compensated absences, health and dental care. Short-term employee benefit obligations are 

measured on an undiscounted basis and are recognized as the related service is provided. Short-term 

employee benefits are recognized as an expense unless they qualify for capitalization as part of an item of 

PP&E or intangible asset.  



ENERSOURCE HYDRO MISSISSAUGA INC. 
Notes to Financial Statements  
(In thousands of Canadian dollars) 
Years ended December 31, 2014 and 2013 
 

13 

 
4.  Significant Accounting Policies (continued) 

(ii) Defined benefit pension plan 

The Corporation’s current pension plan is administered by OMERS and is a multi-employer public sector 

defined benefit pension plan funded by equal contributions from participating employers and employees as 

well as by investment earnings of the plan. Pension contributions received from all OMERS employers and 

members are combined and used jointly to purchase investments. Under OMERS’ funding and investment 

structure, investment and actuarial evaluations are determined on a commingled basis across all 

employers and as a result, information for individual employers is unavailable.  

As the Corporation does not have the information to account for its proportionate share of the defined 

benefit obligation and plan assets, the Corporation accounts for its participation in OMERS as a defined 

contribution plan, and all contributions to the plan are recognized as an expense.  

(iii) Post-employment benefits  

The Corporation provides post-employment life, health, and dental benefits to its employees. An actuary 

determines the cost of these benefits as well as measures the plan obligation. The actuary uses the 

projected unit credit method, prorated on service and based on management's best estimate and 

assumptions. Under this method, the projected post-employment benefit is deemed to be earned on a pro 

rata basis over the years of service in the attribution period, and ends at the earliest age the employee 

could retire and qualify for benefits.  

Remeasurements of the net defined benefit liability, which are comprised of actuarial gains and losses, are 

recognized immediately in the statement of financial position with a charge or credit to other 

comprehensive income. Current service costs are recognized in the statement of comprehensive income 

under employee salaries and benefits and net interest expense on accrued post-employment benefits are 

presented as a separate line in the statement of comprehensive income. The Corporation accumulates 

remeasurements of the defined benefit obligation and transfers them to retained earnings upon OEB’s 

review and approval. 

k) Deferred contributions 

Certain assets may be acquired or constructed with financial assistance in the form of contributions from 

customers when the estimated revenue is less than the cost of providing service or where special 

equipment is needed to supply the customers’ specific requirements.  

Since the contributions will provide customers with ongoing access to the supply of electricity, these 

contributions are classified as deferred contributions and are amortized as revenue on a straight-line basis 

over the useful life of the constructed or contributed asset.  
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4.  Significant Accounting Policies (continued) 

l) Income taxes 

Under the Electricity Act, 1998, the Corporation is required to make payments in lieu of corporate income 

taxes ("PILs") to the Ontario Electricity Financial Corporation.  These payments are calculated in 

accordance with the rules for computing income and taxable capital and other relevant amounts contained 

in the Income Tax Act (Canada), the Taxation Act, 2007 (Ontario), as modified by the Electricity Act, 1998, 

and related regulations. References in these financial statements to income taxes are with respect to PILs. 

The Corporation recognizes deferred tax using the balance sheet method. Under this method, deferred 

income taxes reflect the net tax effects of temporary differences between the tax basis of assets and 

liabilities and their carrying amounts for accounting purposes, as well as for tax losses available to be 

carried forward to future years that are probable.  Deferred tax assets and liabilities are measured using 

enacted or substantively enacted tax rates, at the reporting date, expected to apply to taxable income in the 

years in which those temporary differences are expected to be recovered or settled. The effect on deferred 

tax assets and liabilities of a change in tax rates is recognized in income in the year that includes the date 

of enactment or substantive enactment.  Deferred income tax assets and liabilities are offset since they 

relate to income taxes levied by the same taxation authority. 

A deferred tax asset is recognized to the extent that it is probable that future taxable profits will be available 

against which the temporary difference can be utilized. Deferred tax assets are reviewed at each reporting 

date and are reduced to the extent that it is no longer probable that the related tax benefit will be realized. 

Current taxes are based on taxable profit or loss for the year, which differ from profit or loss as reported in 

the statement of comprehensive income because it excludes items that are taxable or deductible in other 

years and items that are neither taxable nor deductible. The Corporation’s liability for current tax is 

calculated using tax rates that have been enacted or substantively enacted at the end of the reporting 

period. 

Both current and deferred taxes are included as part of income tax expense on the statement of 

comprehensive income. 

m) Foreign currency translation 

Transactions in foreign currencies are translated to Canadian dollars at the prevailing rate at the date of the 

transaction.  Monetary assets and liabilities denominated in foreign currencies are translated into Canadian 

dollars at the prevailing period-end rates. Exchange gains or losses are recognized as income in the period 

in which they arise.  
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4.  Significant Accounting Policies (continued) 

n) Provisions and contingencies 

The Corporation recognizes provisions if, as a result of a past event, there is a present legal or constructive 

obligation that can be measured reliably, and it is probable that an outflow of economic benefits will be 

required to settle the obligation. Provisions are determined by discounting the expected future cash flows at 

a pre-tax rate that reflects current market assessments of the time value of money and, where appropriate, 

the risks specific to the liability.   

The evaluation of the likelihood of the contingent events requires judgement by management as to the 

probability of exposure to potential gain or loss. Actual results could differ from these estimates.  

A contingent asset is not recognized in the financial statements. However, a contingent asset is disclosed 

where an inflow of economic benefits is probable. 

o) New standards and interpretations adopted  

The IASB has issued an amendment to IAS 32 Financial Instruments: Presentation, which provides further 

guidance on the requirement for offsetting financial instruments. The amendment is effective for annual 

periods beginning on or after January 1, 2014 and must be applied retrospectively. The adoption of this 

amendment did not have an impact on the Corporation’s results of operations, financial position, and 

disclosures. 

p) New standards and interpretations not yet adopted 

Certain new or amended standards issued by the IASB do not have to be adopted in the current period. 

The standards that the Corporation anticipates might have an impact on its financial statements or note 

disclosures are described below. 

In May 2014, the IASB issued IFRS 15, Revenue from Contracts with Customers, which clarifies the 

principles for recognizing revenue and cash flows arising from contracts with customers. The standard is 

effective for annual periods beginning on or after January 1, 2017, and is to be applied retrospectively. 

IFRS 15 is available for early adoption. The purpose of this standard is to: 

(i) remove inconsistencies and weaknesses in previous revenue requirements;  

(ii) provide a more robust framework for addressing revenue issues;  

(iii) improve comparability of revenue recognition practices across entities, industries, jurisdictions and 

capital markets;  

(iv) provide more useful information to users of financial statements through improved disclosure 

requirements; and  

(v) simplify the preparation of financial statements by reducing the number of requirements to which 

an entity must refer. 
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4.  Significant Accounting Policies (continued) 

In July 2014, the IASB issued IFRS 9 Financial Instruments which will replace IAS 39 Financial 
Instruments: Recognition and Measurement. The new standard provides revised guidance on the 

classification and measurement of financial assets, including impairment, and supplements the new hedge 

accounting principles published in 2013 as part of IFRS 9. The standard is effective for annual periods 

beginning on or after January 1, 2018, and is to be applied retrospectively. IFRS 9 is available for early 

adoption.  

In August 2014, the IASB issued an amendment to IAS 27 Separate Financial Statements, which allows 

the use of the equity method and applies to the accounting for associates, joint ventures and subsidiaries. 

The amendments are effective for annual periods beginning on or after January 1, 2016 and must be 

applied retrospectively.  

The Corporation will quantify the effect, if any, of the above mentioned standards, once a full analysis and 

assessment is completed. 
 
 
5. Cash and Cash Equivalents  

Cash and cash equivalents include cash at the bank, cash on hand and short term investments with a 

maturity of 90 days or less from the date of purchase. 
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6. Accounts Receivable   

The components of accounts receivable are as follows: 

 
 December 31, 2014 December 31, 2013 
   
Trade receivables $        51,920 $         52,009 
Less: allowance for doubtful accounts (1,856) (1,998) 
   
Trade receivables, net $        50,064 $         50,011 
   
Receivables due from related parties (Note 19) 2,342 2,076 
Other receivables 3,242 1,858 
   
Total accounts receivable, net $        55,648 $        53,945 
   
Of which:   
Not yet due (less than 16 days) $       34,330 $       34,618 
Past due 1 day but not more than 14 15,819 13,757 
Past due 15 days but not more than 44 4,475 4,297 
Past due 45 days but not more than 74 1,343 1,420 
Past due 75 days but not more than 104 636 752 
Past due more than 104 days 901 1,099 
Less: allowance for doubtful accounts (1,856) (1,998) 
   

Total accounts receivable, net $       55,648 $       53,945 

 

The allowance for doubtful accounts as at December 31, 2014 was 3.2% (December 31, 2013 – 3.6%), of 

the total accounts receivable which includes accounts receivable that are not yet due or past due, that the 

Corporation has deemed to be impaired.  
 
 
7. Inventories  

The amount of inventory consumed by the Corporation and recognized as an expense during 2014 was 

$1,659 (2013 – $1,341). The amount of inventory that was written down due to obsolescence in 2014 was 

$nil (2013 - $127).  

During 2014, the Corporation reclassified $4,581 (2013 – $5,379) from inventory to PP&E as described in 

Note 2 (d).  
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8. Deposits and Guarantees 

The following outlines the deposits and letters of credit/guarantees of the Corporation posted as security.  

The amounts are comprised of cash and cash equivalents in the form of deposits and letters of 

credit/letters of guarantee, under which the Corporation is contingently liable. 

 
 December 31, 2014 December 31, 2013 

 Cash and cash 
equivalents 

Letters of 
credit/ 

guarantees 

Cash and cash 
equivalents 

Letters of 
credit/ 

guarantees 
Customer deposits (a) $   23,367 $             - $   21,920 $             - 
Security with the IESO (b) - 11,450 - 11,450 
 $   23,367 $   11,450 $   21,920 $   11,450 

(a) Customer deposits 

The Corporation collects cash and cash equivalents as deposits from certain customers to reduce credit 

risk.  

(b) Security with the IESO 

Entities that purchase electricity in Ontario through the IESO are required to post security to mitigate the 

risk of their default on their expected activity in the market. The IESO could draw on this security if the 

Corporation fails to make the payment required by a default notice issued by the IESO. The Corporation 

has posted a letter of credit as security in the amount of $11,450 as at December 31, 2014 (December 31, 

2013 - $11,450). 
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9. PP&E 
 
PP&E consists of the following as at December 31, 2014:  

 
 December 31, 

2013 
Additions/ 

Depreciation 
Disposals/ 

Retirements 
December 31,   

 2014 
Cost     
Distribution system $   417,267 $      37,372 $     (1,315) $     453,324 
Distribution station equipment 58,970 3,852 (246) 62,576 
Other PP&E 70,644 4,652         (2,227) 73,069 
Buildings and fixtures 34,041 4,187 - 38,228 
Land  9,879 - - 9,879 
Construction in progress 4,944 560 - 5,504 
Subtotal $   595,745 $       50,623 $     (3,788) $     642,580 
     
Accumulated depreciation     
Distribution system $   (38,997) $     (14,332) $          249 $     (53,080) 
Distribution station equipment (5,238) (1,925) 33 (7,130) 
Other PP&E (17,636) (6,914) 1,983 (22,567) 
Buildings and fixtures (2,525) (1,254) - (3,779) 
Land  - - - - 
Subtotal $   (64,396) $     (24,425) $       2,265   $     (86,556) 
     
Carrying amount $   531,349 $       26,198 $     (1,523) $     556,024 

 
PP&E consists of the following as at December 31, 2013: 

 
 December 31, 

2012 
 

Additions/ 
Depreciation 

 

Disposals/ 
Retirements 

 

2013 
Adjustment 

Note 2(d) 

December 31, 
2013 

Recast 
Cost      
Distribution system $    378,722 $     35,688 $   (1,739) $  4,596 $   417,267 

  Distribution station 
equipment 55,681 3,520 (231) - 58,970 

Other PP&E 64,358 6,519 (1,144) 911 70,644 
Buildings and fixtures 32,378 1,663 - - 34,041 
Land  9,892 - (13) - 9,879 
Construction in progress 5,459 (387) - (128) 4,944 
Subtotal $    546,490 $     47,003 $   (3,127) $  5,379 $   595,745 
      
Accumulated depreciation      
Distribution system $    (25,614) $   (13,653) $        270 $          - $   (38,997) 
Distribution station 

equipment (3,439) (1,831) 32 
 

- (5,238) 
Other PP&E (11,570) (6,791) 725 - (17,636) 
Buildings and fixtures (1,384) (1,141) - - (2,525) 
Land  - - - - - 
Subtotal $    (42,007) $   (23,416) $     1,027 $          - $   (64,396) 
      
Carrying amount $    504,483 $     23,587 $   (2,100) $  5,379 $   531,349 
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9.  PP&E (continued) 

During 2014, the Corporation reclassified $4,581 (2013 – $5,379) from inventory to PP&E as described in 

note 2(d). 

The carrying amount of PP&E, that have been derecognized before the end of their estimated useful lives 

and have been recorded as depreciation expense on the statement of comprehensive income, was $1,448 

in 2014 (2013 - $2,039). 

During the year, borrowing costs of $304 (2013 - $354) were capitalized as part of the costs of PP&E. A 

capitalization rate of 5.091% (2013 – 5.091%) was used to determine the amount of borrowing costs to be 

capitalized. During the year, the Corporation has included $483 (2013 - $1,482) of accrued liabilities in the 

additions to PP&E.  

PP&E and intangible asset purchase commitments outstanding as at December 31, 2014 total $10,076 

(December 31, 2013 - $10,907). 

 
10. Intangible Assets 
 
Intangible assets consist of the following as at December 31, 2014:  

 
 December 31, 

2013 
Additions/ 

Amortization 
Disposals/ 

Retirements 
December 31,  

2014 
Cost     
Computer software $       23,717 $        2,087 $     (19) $      25,785 

Easements             565 18 - 583 

Software in development 1,186 430 - 1,616 
     
Subtotal $       25,468 $        2,535 $     (19) $      27,984 
     
Accumulated amortization     
Computer software $       (8,138) $      (3,556) $       19  $    (11,675) 

Easements               - - - - 
     
Subtotal $       (8,138) $      (3,556) $       19 $    (11,675) 
     
Carrying amount $       17,330 $      (1,021) $          - $      16,309 
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10.  Intangible Assets (continued) 

 
Intangible assets consist of the following as at December 31, 2013:  
 
 December 31, 

2012 
Additions/ 

Amortization 
Disposals/ 

Retirements 
December 31,  

2013 
Cost     
Computer software $       22,089 $       1,652 $     (24) $      23,717 

Easements             524 28 13 565 

Software in development 1,004 182 - 1,186 
     
Subtotal $       23,617 $       1,862 $     (11) $      25,468 
     
Accumulated amortization     
Computer software $       (4,964) $     (3,198) $       24  $     (8,138) 

Easements               - - - - 
     
Subtotal $       (4,964) $     (3,198) $       24 $     (8,138) 
     
Carrying amount $       18,653 $     (1,336) $       13 $     17,330 

 

During the year, borrowing costs of $44 (2013 - $25) were capitalized as part of the cost of intangible 

assets. A capitalization rate of 5.091% (2013 – 5.091%) was used to determine the amount of borrowing 

costs to be capitalized. During 2014, the Corporation has included $164 (2013 - $440) of accrued liabilities 

in the additions to intangible assets.  
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11. Income Taxes 

The components of income tax expense for the years ended December 31, 2014 and 2013 were as 

follows: 

 
 December 31, 2014 December 31, 2013 
   
Current income tax expense:   
Expense for the year $      4,454 $     7,130 
Utilization of future timing differences in the current period (558) 54 
Total current Income tax expense     3,896      7,184 
   
Deferred income tax expense:   
Reversal of temporary differences (3,494) (192) 
Reduction of future timing differences 549 470 
Total deferred Income tax expense (2,945) 278 
   
Total income tax expense  $         951 $    7,462 

 

The provision for income taxes differs from the amount that would have been recorded using the combined 

federal and Ontario statutory income tax rate. Reconciliation between the statutory and effective tax rates is 

provided as follows: 
  
 December 31, 2014 December 31, 2013 
 
Federal and Ontario statutory income tax rate 26.50% 

                     
26.50% 

   
Profit before provision for income taxes $      3,685 $     26,247 
   
Provision for income taxes at statutory rate: 977 6,955 
Increase (decrease) resulting from:    
           Other timing differences between accounting net   
           income and net income for tax purpose (26) 507 
   
Provision for income taxes $        951 $     7,462 
   
Effective income tax rate           25.81% 28.43% 
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12. Deferred Tax Assets 

Deferred income taxes reflect the net effects of temporary differences between the carrying amounts of 

assets and liabilities for financial reporting purposes and the amounts used for income tax purposes.  The 

net deferred tax asset consists of the following: 

 
 December 31, 2014 December 31, 2013 

PP&E and intangible assets $    11,436 $     14,701 

Energy variances 2,907 (3,332) 

Employee post-employment benefits 
other than pensions 

 
1,649 

 
1,421 

Other temporary differences 440 558 

Net deferred income tax assets $    16,432 $    13,348 

 
13.   Accounts Payable and Accrued Liabilities 
 
The components of accounts payable and accrued liabilities are as follows: 

 
 December 31, 2014 December 31, 2013 
   
Amounts due to the IESO for energy purchases $     72,601 $         70,245 
Trade payables due to related parties (Note 19) 75 26 
Other trade payables 4,187 4,710 
Accrued expenses 16,634 21,031 
Other non-trade payables 9,871 10,253 
   
Total accounts payable and accrued liabilities $   103,368 $       106,265 
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14.   Debentures Payable   
 
 December 31, 2014 December 31, 2013 
   
4.52 % Series A Debentures due April 29, 2021 $     110,000 $     110,000 

Deferred debt issue cost (net of accumulated 
amortization of $251) (December 31, 2013 $178) 

 
(540) 

 
(613) 

5.30 % Series B Debentures due April 29, 2041 210,000 210,000 

Deferred debt issue cost (net of accumulated 
amortization of $78 ) (December 31, 2013 $56) 

 
(1,323) 

 
(1,345) 

Net debentures payable $     318,137 $     318,042 

The Corporation has a private placement debt of $320,000 comprised of $110,000 of Series A, 10-year 

debentures with fixed coupon rate of 4.52%, and $210,000 of Series B 30-year debentures with fixed 

coupon rate of 5.30%.  

Interest expense for the year ended December 31, 2014 included $16,097 (December 31, 2013 - $16,053) 

in respect of interest on the debt. The amortization of the debt issue cost for the year ended December 31, 

2014 was $95 (December 31, 2013 - $91). 

The Corporation has the following material covenants associated with its long-term debt: 

(i) The Corporation will duly and punctually pay or cause to be paid payments of principal and interest 

to each holder of the debentures. 

(ii) The Corporation will, and will cause each designated subsidiary to maintain its corporate existence 

(unless all of its assets are or have been conveyed to the Corporation or another designated 

subsidiary), and will carry on and conduct its business in a proper and efficient manner. 

(iii) The Corporation will provide to the Trustee copies of (i) within 120 days of each fiscal year end of 

the Corporation, annual audited consolidated financial statements of the Corporation together with 

a report of the Corporation’s auditors thereon; (ii) within 60 days of the end of the first, second and 

third quarters of the Corporation’s fiscal year, interim consolidated financial statements.  The 

corporation’s first interim consolidated financial report prepared in accordance with IFRS for the 

first quarter in which such report is required to be prepared, which may be provided within 90 days 

of the end of such quarter. 

(iv) The Corporation will, and will cause each Designated Subsidiary to, from time to time pay or cause 

to be paid all taxes (including transfer taxes), rates, levies, payments in lieu of taxes, assessments 

(ordinary or extraordinary), government fees or dues lawfully levied, assessed or imposed upon or 

in respect of its respective property or any part thereof or upon its income and profits as and when 

the same become due and payable and to withhold and remit any amounts required to be withheld 

by it from payments due to others and remit the same to any government or agency thereof.  
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14.  Debentures Payable (continued) 

(v) The Corporation will not, and will not permit any Designated Subsidiary to, create, assume or suffer 

to exist any Security Interest, other than permitted encumbrances, on any of its assets to secure 

any obligation, unless at the same time it secures equally and rateably therewith all the debentures 

issued pursuant to the Trust Indenture then outstanding. 

(vi) The Corporation shall not issue, incur or become liable for obligations that exceed 75% of the total 

consolidated capitalization. 

(vii) The Corporation may not amalgamate or consolidate with or merge into any other Person, or 

permit any other Person to amalgamate or consolidate with or merge into with the Corporation, or 

directly or indirectly transfer, sell, lease or otherwise dispose of all or substantially all of its property 

or assets. Notwithstanding the foregoing, a Designated Subsidiary shall be permitted to merge with 

another entity provided that, after giving effect to such merger, it continues to be a Designated 

Subsidiary. 

(viii) No default or event of default shall have occurred and be continuing, or shall occur. 
 
The Corporation is in compliance with all credit agreement covenants and limitations associated with its 
debt. 
 
 
15.  Deferred Contributions   
 
The continuity of deferred contributions is as follows: 
 
 December 31, 2014 December 31, 2013 
   
Deferred contributions, net, beginning of year $     11,333 $       5,584 

Additions to deferred contributions  4,138 5,944 

Contributions recognized as revenue (318) (195) 

Deferred contributions, net, end of year $     15,153 $     11,333 
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16.   Post-employment Benefits   

The Corporation’s retirement plan is comprised of a defined contribution plan. In addition, the Corporation 

provides other post-employment benefits such as primarily life insurance, health and dental coverage, on a 

shared basis.   

a) OMERS pension plan 

The most recently available OMERS annual report is for the year ended December 31, 2013, which 

reported that the plan was 88% funded, with a fund deficit of $8,641,000.  This fund deficit is likely to result 

in future payments by the participating employers. The Corporation shares in the actuarial risks of other 

participants in the plan and therefore its future contributions could increase due to their actuarial losses. In 

addition, the Corporation’s contributions may also increase if other entities withdraw from the plan. 

The Corporation expensed contributions to OMERS of $3,395 (December 31, 2013 – $3,113) for the year 

ended December 31, 2014. These amounts are included under employee salaries and benefit in the 

statement of comprehensive income.  

b) Post-employment benefits other than pension 

Post-employment benefits other than pension are subject to annual actuarial valuations. A valuation of the 

post-employment benefits was performed as of December 31, 2014.  
 
A reconciliation of the defined benefit obligation is as following:  

 
   

Total expense recognized in profit or loss December 31, 2014 December 31, 2013 

Current service costs $      266 $      231 
Interest on obligation 234 211 

Total expense for the year        $      500 $      442 

 

 

 

 

 

 
December 31, 2014 December 31, 2013 

Accrued benefit obligation, beginning of year $    4,852 $    5,503 
Current service cost 266 231 
Interest on accrued benefit obligation 234 211 
Benefits paid (163) (72) 
Re-measurements recognized in other comprehensive 

income 523 
 

(1,021) 

Accrued benefit obligation, end of year $    5,712 $    4,852 
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16.  Post-employment Benefits (continued) 

The significant actuarial assumptions used to determine the present value of the obligation are as follows: 

 

Actuarial assumptions December 31, 2014 December 31, 2013 

Discount rate (beginning of year) 4.75% 3.75% 
Discount rate (end of year) 4.00% 4.75% 
Health care cost increases 9.00% 9.00% 
Dental cost increases 4.00% 4.00% 
Rate of compensation increase 3.00% 3.00% 

A 1% increase in the assumed discount rate would result in the defined benefit obligation decreasing to 

$4,919. A 1% decrease in the assumed discount rate would result in the defined benefit obligation 

increasing to $6,312.  

   
17.   Share Capital   

 
 December 31, 2014 December 31, 2013 
Authorized:   

Unlimited, Class A shares, voting   
1,000 Class B shares, non-voting   

Issued:   
180,555,562 Class A shares $     155,628 $     155,628 
1,000 Class B shares 1 1 

 
$     155,629 $     155,629 

The holders of Class A shares are entitled to receive notice of, to attend, and to vote at all general and 

special meetings of the Corporation’s shareholders. The holders of Class B shares are not entitled to vote 

at any meeting of the Corporation’s shareholders (except as required by law) and are only entitled to 

receive notice of special meetings called to consider certain fundamental changes. Holders of Class A 

shares are entitled to one vote per share.  

The holders of the Class A shares , in priority to the holders of the Class B shares, are entitled to receive, 

if, as and when declared by the Corporation’s Board of Directors, concurrent preferential dividends at a rate 

per annum equal to the regulated rate of return on the rate base equity represented by each such class of 

shares. Once these preferential dividend entitlements have been satisfied, holders of each class of shares 

are entitled to receive, on a concurrent basis with each other class of shares, additional dividends if, as and 

when declared by the Corporation’s Board of Directors and in such amounts and payable in such manner 

as may be determined from time to time by the Corporation’s Board of Directors.  

Dividends may be declared by the Board of Directors through a resolution. In 2014, a dividend of $13,344 

(2013 - $11,514) was declared and paid to the Shareholders of the Corporation. 
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18. Change in Non-cash Working Capital 
 

 
December 31, 2014 

 
December 31, 2013 

Recast-Note 2(d) 
   
Accounts receivable $      (1,330) $       8,310 

Unbilled revenue (2,996) (10,686) 

Inventory (989) 5,315 

Prepaid and deposits 687 (680) 

Amount due to/from related parties, net 407 (2,254) 

Accounts payable (3,268) 2,627 

Environmental provision (1,225) 2,455 

Advance payments 1,244 1,539 

Deferred revenue  - (13,656) 

Accrued PP&E and intangible assets 647 1,925 

Decrease in non-cash operating working capital $        (6,823) $     (5,105) 
 
 
19. Related Party Transactions  

The Corporation's operations include the provision of electricity and services to its principal shareholder, 

the City.  Electricity is billed to the City at the prices and terms as any other Enersource Hydro customer 

not with an electricity retailer. Street lighting maintenance and construction services are provided at an 

exchange amount, being that amount agreed to by the parties.  A summary of amounts charged by the 

Corporation to the City is as follows: 

 
   December 31, 2014 December 31, 2013 
     
Electrical energy    $   10,912 $    10,586 
Street lighting energy   5,843 6,716 
Distribution system project   455 612 

As at December 31, 2014, accounts payable and accrued liabilities include $75 (December 31, 2013 - $26) 

due to the City.  Accounts receivable include $2,342 (December 31, 2013 - $1,883) due from the City. 

During 2014, the Corporation paid $1,179 (2013 - $944) in property taxes to the City.   

The Corporation charged Borealis $9 in 2014 (2013 - $9) for an access agreement.  These transactions 

were recorded at the exchange amount being the amount agreed to by the parties.   

Amount due from related parties include $724 (December 31, 2013 - $1,213) from parent company and 

other subsidiary under common control. 

In 2014, a dividend of $12,010 (2013 - $10,363) was declared and paid to the City and a dividend of $1,334 

(2013 - $1,151) was declared and paid to Borealis. 

Amount due to related parties include $nil (December 31, 2013 - $82) to the parent company. 
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19.  Related Party Transactions (continued) 

No Director had, during or at the end of the period, any material interest in any contract of significance in 

relation to the Corporation’s business. 

The following compensation has been provided to the key management personnel of the Corporation and 

members of the Board of Directors (Directors Honorarium), which have the authority and responsibility for 

planning, directing and controlling the activities of the entity, directly or indirectly.  

 

      December 31, 2014                December 31, 2013 
   
Salaries and short term employee benefits $      979 $     476 
Retirement OMERS contributions 108 51 
Other compensation 21 6 
      $   1,108 $     533 

 
 
20. Contingencies, Provisions, Commitments and Guarantees 

a) Contingencies  

The Corporation is a member of the Municipal Electric Association Reciprocal Insurance Exchange 

("MEARIE").  A reciprocal insurance exchange may be defined as a group of persons formed for the 

purpose of exchanging reciprocal contracts of indemnity or inter-insurance with each other. MEARIE 

is licensed to provide general liability insurance to its members. Insurance premiums charged to each 

member consist of a levy per thousand dollars of service revenue subject to a credit or surcharge 

based on each member's claims experience.  Current liability coverage is provided to a level of 

$24,000 per occurrence.  The Corporation has also obtained additional general liability insurance of 

$10,000 per occurrence through Mearie Insurance Services Inc. 

The Corporation has been jointly named as a defendant in several actions.  No provision has been 

made for these potential liabilities as the Corporation expects that these claims are adequately 

covered by its insurance. 

(i) The Corporation is party to a connection and cost recovery agreement with Hydro One Networks Inc. 

(“Hydro One”) as regulated by the OEB under the Transmission System Code. Under this 

agreement, Hydro One is required to build a transmission station for the Corporation in order to 

accommodate anticipated electricity load growth. In return, the Corporation is required to provide a 

capital contribution to cover a portion of the cost of the connection facility. The capital contribution is 

determined using the economic evaluation methodology as prescribed by the OEB and represents 

the difference between the total capital cost of constructing and operating the transmission facility 

and the projection of revenue earned on the conveyance of electricity through such facility. Periodic 

true-up calculations are carried at the end of each of the fifth, tenth and possibly the fifteenth year of 

operation of the facility. Based on a preliminary review of the CCRA for the Churchill Meadows 

transmission facility constructed in 2010, a revenue shortfall to Hydro One may exist.  
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20.  Contingencies, Provisions, Commitments and Guarantees (continued) 

The Corporation expects to be presented with a request for settlement in 2015 when the first periodic 

true-up is scheduled. At this time, the Corporation cannot reliably estimate the amount due to the 

uncertainty of future events impacting the settlement not wholly within its control; therefore no 

obligation amount has been recorded in these financial statements. Any amount recorded in the 

future relating to this true-up will result in the recognition of a corresponding intangible asset. 

b) Environmental provision 

The Corporation is subject to Canadian federal, provincial and municipal environmental regulations.  

As part of the Corporation's risk mitigation strategy, environmental assessments and environmental 

remediation are underway at various sites.  The Corporation records a liability for the estimated 

future expenditures associated with testing and remediation of contaminated lands at various 

municipal substations and neighbouring properties. Actual environmental expenditures may vary 

from these estimates.  These estimates are reviewed at the end of each reporting period and 

adjusted to reflect the current best estimate at that point of time. As at December 31, 2014, the 

Corporation provided $2,867 (December 31, 2013 - $2,825) for testing and future site remediation. 

Based on the latest estimates and the remediation work plan, $1,267 of the total provision is 

expected to be settled after twelve months after the reporting date. 
    
      
 December 31, 2014 December 31, 2013 

   
Environmental provision, beginning of year                                    $      2,825 $          370 
Addition 1,000 2,731 
Utilized in the year (783) (276) 
Unwind of discount  (175) - 
Environmental provision, end of year $       2,867 $       2,825 

   
Environmental provision, current                        $       1,600 $       2,825 
Environmental provision, non-current  1,267 - 
Environmental provision, end of year $       2,867 $       2,825 

c) Commitments 

(i) The Corporation has entered into a commercial lease arrangement on a premise which is recognized 

and reported as part of other costs in the statement of comprehensive income. For the year ended 

December 31, 2014, the Corporation recognized minimum lease payments of $151 (December 31, 

2013 - $145) in the statement of comprehensive income.  The lease has a life of one year with yearly 

renewal options. There are no restrictions placed upon the Corporation by entering into this lease. As 

at December 31, 2014, the Corporation’s committed future minimum annual lease payments under 

operating leases were $143 for 2015. The future minimum lease commitments would change 

depending on the decision to renew the agreement.  
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20.  Contingencies, Provisions, Commitments and Guarantees (continued) 

(ii) The Corporation has numerous cancellable operating leases which are predominantly in the form of 

encroachment permits required to place distribution infrastructure assets on a rights-of-way or 

private property. The lease terms are between one and twenty years, and the amounts of these 

leases are immaterial and have been included in other costs in the statement of comprehensive 

income. 

d) Guarantees  

In the normal course of operations, the Corporation executes agreements that provide for 

indemnification to third parties in transactions such as service agreements, leases and purchases of 

goods. Under these agreements, the Corporation agrees to indemnify the counterparty against loss 

or liability arising from the acts or omissions of the Corporation in relation to the agreement. 

 
21. Risk Management and Financial Instruments 

Financial instruments which are disclosed at fair value are to be classified using a three-level hierarchy. 

Each level reflects the inputs used to measure the fair values disclosed of the financial liabilities, and are as 

follows:  

Level 1 – inputs are unadjusted quoted prices for identical instruments in active markets, 

Level 2  – inputs other than quoted market prices included within Level 1 that are observable for the 

instrument, either directly or indirectly, and 

Level 3 – inputs that are not based on observable market data. 

The Corporation’s debentures have a principal amount of $320,000 as at December 31, 2014 (December 

31, 2013 - $320,000) and have a fair value of $382,629 (December 31, 2013 - $350,758). The fair value 

has been calculated using level 3 inputs. The valuation techniques used took into consideration accrued 

interest, Government of Canada benchmark yields and statistical data.  

Exposure to market risk, credit risk, and liquidity risk arises in the normal course of the Corporation's 

business.    

 (a)  Market Risk 

Market risk refers primarily to risk of loss that results from changes in commodity prices, foreign exchange 

rates and interest rates.  The Corporation does not have commodity risk due to the flow through nature of 

energy purchases and costs and its foreign exchange risk is not  considered material since the 

Corporation's exposure is limited to U.S. dollar cash and cash equivalents holdings of $138 as at 

December 31, 2014 (December 31, 2013 - $99). 
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22. Risk Management and Financial Instruments (continued) 

Distribution rates and charges are currently based on a revenue requirement less other income, which 

includes interest income.  The difference between actual interest income earned by the Corporation and 

the interest revenue reduction approved by the OEB may have a negative impact on the results of 

operations. 

The Corporation minimizes interest rate risk by issuing long-term fixed rate debt.  

(b)  Credit Risk 

Financial assets create credit risk that counterparties will fail to discharge an obligation, causing a financial 

loss. 

The Corporation manages counterparties credit risk through various techniques including, limiting total 

exposure levels with individual counterparties consistent with the Corporation's policies, and monitoring the 

financial condition of counterparties.  Short-term investments held as at December 31, 2014, met the credit 

exposure limits specified under the Corporation's Investment Policy. 

The Corporation's distribution revenue is earned on a broad base of customers principally located in 

Mississauga.  As a result, the Corporation did not earn a significant amount of revenue from any individual 

customer. As at December 31, 2014, there were no significant balances of accounts receivable due from 

any single customer. 

Management believes that the credit risk of accounts receivable is not significant due to the following 

reasons: 

(i) There is a broad base of customers with no single customer that accounts for revenue or an 

accounts receivable balance in excess of 10% of the respective balance in either year. 

(ii) The Corporation, as permitted by the OEB's Retail Settlement and Distribution System Code, may 

obtain a security deposit or letter of credit from customers to mitigate risk of payment default. 

(iii) The percentage of accounts receivable that is past due for more than 75 days is approximately 

2.7% (2013 – 3.3%) of the total gross accounts receivable (See note 6). 

(iv) The Corporation included an amount for accounts receivable write-offs within operating expense 

for rate setting purposes. 

 (c)  Liquidity Risk: 

Liquidity risk is the risk that the Corporation will not be able to meet its financial obligations as they come 

due.  Short-term liquidity is provided through cash and cash equivalents on hand, funds from operations, as 

well as an established banking line of credit, if required.  Short-term liquidity is expected to be sufficient to 

fund normal operating requirements. 
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22. Risk Management and Financial Instruments (continued) 

The Corporation has contractual obligations in the normal course of business; future minimum 

undiscounted contractual maturities are as follows: 

 
 
Financial Liabilities 

Due within 1 year Due between 1 
and 5 years 

  Due past 5 
years 

Bank Overdraft $        7,956 $               - $                 -  
    
Accounts payable and accrued liabilities     103,368              -                -  
 
Debentures payable (interest and principal) 16,097 

 
80,484 558,571 

    
Total $    127,421 $     80,484 $    558,571 

 
The Corporation has an unsecured credit facility with a Canadian chartered bank. The credit facility 
agreement provides a $50,000 revolving demand facility bearing an interest rate of the bank’s prime rate.  
 
As at December 31, 2014, the Corporation utilized the credit facility by drawing $7,956 of the $50,000 
available. 
 
23. Regulatory assets and liabilities 
 
IFRS 14 Regulatory Deferral Accounts was issued by the IASB on January 30, 2014 and permits first time 

adopters of IFRS to use previous Generally Accepted Accounting Principles to account for regulatory 

deferral account balances. As the Corporation is not a first time adopter, the Corporation does not 

recognize assets and liabilities arising from rate regulated activities. 

 

Total regulatory balances that have been derecognized under IFRS that will be recovered or refunded 

through future distribution rates are as follows: 
 

 December 31, 2013 2014 activity  December 31, 2014 
Regulatory assets  $      (3,377) $       7,913   $          4,536 
    
Regulatory liabilities       (20,179) 20,179 - 
    
Net regulatory assets (liabilities)* $    (23,556) $     28,092 $         4,536 
 
*Income tax recovery on other comprehensive loss of $158 has been excluded from net regulatory assets as at December 31, 2014. 
 

Financial information that adjusts IFRS results to show the effect of rate regulation is used by the 

Corporation’s Board of Directors, as well as members of key Management having authority and 

responsibility for planning, directing and controlling the activities of the entity, directly or indirectly. This 

group is determined to be the Chief Operating Decision Maker (“CODM”) and it assesses operating 

performance principally on the basis of earnings adjusted for regulatory items as shown below. 
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     23. Regulatory assets and liabilities (continued) 
 

 
 

2014 

Enersource  
Hydro 

Regulated   

Regulatory  
Adjustments 

Enersource 
Hydro 

IFRS   
    
Energy sales $   786,505 $              - $   786,505 
Distribution revenue 123,629 (11,954) 111,675 
Other revenue 19,270 - 19,270 
 929,404 (11,954) 917,450 
    
Energy purchases (786,505) (15,290) (801,795) 
Operating expenses (66,560) (22) (66,582) 
Depreciation and amortization (29,246) (183) (29,429) 
Interest income  751 (263) 488 
Interest expense (16,664) 218 (16,446) 
    
Profit (loss)  before income tax expense 31,180 (27,494) 3,686 
    
Income tax expense (recovery) 5,115 (4,164) 951 
Other comprehensive loss, net of tax         -            (440)                   (440) 
    
Comprehensive income (loss) for year 

ended December 31, 2014        $   26,065 $   (23,770) $    2,295 
 

 
 

 
2013 

Enersource  
Hydro 

Regulated   

Regulatory  
Adjustments 

Enersource 
Hydro 

IFRS   
    
Energy sales $   765,984 $             - $   765,984 
Distribution revenue 121,726 2,284 124,010 
Other revenue 19,031 - 19,031 
 906,741 2,284 909,025 
    
Energy purchases (765,984) (4,042) (770,026) 
Operating expenses (68,590) (170) (68,760) 
Depreciation and amortization (28,299) (354) (28,653) 
Interest income  1,111 (224) 887 
Interest expense (17,130) 905 (16,225) 
    
Profit (loss)  before income tax expense 27,849 (1,601) 26,248 
    
Income tax expense  5,609 1,853 7,462 
Other comprehensive income, net of tax         -            860                   860 
    
Comprehensive income (loss) for year 

ended December 31, 2013        $   22,240 $   (2,594) $    19,646 
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23. Regulatory assets and liabilities (continued) 

The most significant regulatory activities included in the regulatory adjustments are:  

  

(i) Retail settlement variances are caused by the difference between the actual price of the electricity 

commodity throughput and the prices set by the OEB.  Specifically, these amounts include 

variances between the amounts charged by Hydro One and the IESO for the operation of the 

electricity markets and grid, as well as various wholesale market settlement charges and 

transmission charges as compared to the amount billed to consumers based on the OEB-approved 

rates. Under regulatory accounting, the Corporation would have adjusted energy purchases for 

these variances. Under IFRS, the Corporation recognizes these differences in future periods as an 

increase or decrease to distribution revenue. 
 
(ii) The OEB approved deferral accounts to record transitional differences associated with the 

implementation of IFRS, any incremental costs needed to comply with Environment Canada’s new 

regulations associated with Polychlorinated biphenyls, costs relating to stranded conventional 

meters, and unearned revenue and costs associated with the Corporation’s smart metering 

program. On December 19, 2012 the OEB approved the recovery of these deferral accounts and 

the Corporation has recognized the related revenue. 

 

(iii) The OEB approved a variance account to record lost revenues associated with the delivery of CDM 

programs between 2011 and 2014. The variance account tracks the difference between the results 

of actual, verified impacts of CDM activities and the level of CDM program activities included in the 

distributor’s load forecast.  The Corporation may recover or refund this revenue through future 

distribution rates. 

 

(iv) The OEB requires the Corporation to track the difference between revenue and costs associated 

with providing retailers with customer settlement services as retail cost variance account deferrals. 

Under IFRS, the Corporation recognizes these differences as an increase or decrease to 

distribution revenue when incurred and will recover or refund these differences through future 

distribution rates. 

 

(v) The difference in income taxes or PILs resulting from legislative or regulatory changes to tax rates 

or rules as compared to rate-setting is recorded in an OEB approved variance account in regulatory 

accounting. Under IFRS, the Corporation recognizes these differences as an increase or decrease 

to distribution revenue. 

 

(vi) The OEB requires the Corporation to accrue interest on regulatory assets and liabilities balances.  

Under IFRS, the Corporation recognizes the net interest on these balances in future periods as an 

increase or decrease to distribution revenue once approved for recovery or refund by the OEB. 

 

(vii) The OEB approved four deferral accounts to record qualifying incremental capital investments, 

OM&A expenses and funding adders approved by the OEB related to the connection of renewable 

generation or the development of smart grid. Under IFRS, the Corporation capitalizes or expenses 

these items as incurred and recognizes revenue in accordance with the Corporation’s revenue 

recognition policy. 
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23. Regulatory assets and liabilities (continued) 

 

(viii) The OEB approved a deferral account to record any re-measurements of the post-employment net 

defined liability including actuarial gains or losses. Under IFRS, the Corporation recognizes any re-

measurements of the post-employment net defined liability in other comprehensive income. 

To the extent that the OEB's future actions are different from the Corporation’s expectations, the timing and 

amount of recovery or settlement of amounts included in the adjustment for regulatory activities could be 

significantly different from the amounts that are eventually recovered or settled through distribution rates in 

the future. 

 

 

 24. CDM 

The Corporation recognized $14,563 (2013- $14,278) of Ontario Power Authority (“OPA”) funding in other 

revenue for the year ended December 31, 2014.  The Corporation recognized $14,546 (2013- $14,274) of 

OPA costs under operating expenses for the year ended December 31, 2014.  The Corporation currently 

has no unfilled obligations relating to the government grants received by the OPA.   

 

 

 



EB-2016-0025
Enersource, Horizon Utilities, PowerStream, Hydro One Brampton s.86 (MAADs) Application 

Attachment 15
Filed: April 15, 2016

    ATTACHMENT 15
HORIZON HOLDINGS 2014 AUDITED

CONSOLIDATED FINANCIAL STATEMENTS



            

        

Horizon Holdings Inc. 
Auditors’ Report to the Shareholders and 

Consolidated Financial Statements
 Year Ended December 31, 2014 and 

December 31, 2013



 
KPMG LLP 
Box 976 
21 King Street West Suite 700 
Hamilton ON  L8N 3R1 

  
Telephone (905) 523-8200 
Telefax (905) 523-2222 
www.kpmg.ca 

 

 
KPMG LLP is a Canadian limited liability partnership and a member firm of the KPMG network of 
independent member firms affiliated with KPMG International Cooperative (“KPMG 
International”), a Swiss entity.  KPMG Canada provides services to KPMG LLP. 

KPMG Confidential 

 
 

INDEPENDENT AUDITORS' REPORT 

To the Shareholders of Horizon Holdings Inc. 

We have audited the accompanying consolidated financial statements of Horizon Holdings Inc., 
which comprise the consolidated statement of financial position as at December 31, 2014, the 
consolidated statements of income and comprehensive income, changes in equity and cash flows for 
the year then ended, and notes, comprising a summary of significant accounting policies and other 
explanatory information. 

Management’s Responsibility for the Consolidated Financial Statements 

Management is responsible for the preparation and fair presentation of these consolidated financial 
statements in accordance with International Financial Reporting Standards, 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 our 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, we 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 we 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 
consolidated financial position of Horizon Holdings Inc. as at December 31, 2014 and its consolidated 
financial performance and its consolidated cash flows for the year then ended in accordance with 
International Financial Reporting Standards. 

 

Chartered Professional Accountants, Licensed Public Accountants 

Hamilton, Canada 

February 26, 2015 
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Horizon Holdings Inc.
Consolidated Statement of Financial Position
As at December 31, 2014
(stated in thousands of Canadian dollars)

1

Note 2014 2013
Assets
Current assets
Cash and cash equivalents 4 1,095 24,249
Accounts receivable 98,474 96,899
Accounts receivable from corporations under common control 149 110
Inventory 5 7,355 6,261
Other assets 3,202 6,105

110,275 133,624
Non-current assets
Property, plant and equipment 6 418,964 400,397
Deferred payments in lieu of income taxes 9 18,034 13,890
Goodwill 8 18,923 18,923
Intangible assets 7 17,675 15,367

473,596 448,577
Total assets 583,871 582,201
Liabilities
Current liabilities
Accounts payable and accrued liabilities 71,238 64,974
Accounts payable to corporations under common control 20 13,538 12,004
Current portion of long term borrowings 11 294 255
Credit support for service delivery 10 18,145 20,967
Reimbursements from Ontario Power Authority 22 2,037 3,672

105,252 101,872
Non-current liabilities
Long term borrowings 11 189,093 189,252
Obligations under capital cost recovery agreements 12 10,000 10,000
Employee future benefits 13 29,430 22,550
Deferred revenue 25,401 19,920

253,924 241,722
Total liabilities 359,176 343,594
Shareholders' equity
Share capital 15 123,594 123,594
Contributed surplus 15,218 15,218
Accumulated other comprehensive loss (6,712) (2,030)
Retained earnings 92,595 101,825
Total shareholders' equity 224,695 238,607
Total liabilities and shareholders' equity 583,871 582,201

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

On behalf of the Board:

________________________________________ _______________________________________
Director  Director



 
 Horizon Holdings Inc.
 Consolidated Statement of Income and Comprehensive Income
 For the year ended December 31, 2014
 (stated in thousands of Canadian dollars)

            2

Note 2014 2013

Sale of energy 519,225 491,204
Distribution revenue 16 97,381 102,269
Other income from operations 17 14,215 12,824
Total revenues 630,821 606,297

Expenses:
Cost of power purchased 528,328 492,006
Operating expenses 66,605 61,534
Depreciation and amortization 21,257 20,231

616,190 573,771
Income from operating activities 14,631 32,526

Loss on sale and disposal of plant, property and equipment (1,498) (1,707)
Finance income 18 165 428
Finance charges 18 (7,161) (7,020)
Income before payments in lieu of income taxes 6,137 24,227
Provision for payments in lieu of income taxes 9 1,877 6,548
Net income 4,260 17,679
Items that will not be reclassified to net income, net of tax
Remeasurements of the future employee net benefit liability (4,682) 1,297
Other comprehensive (loss) income (4,682) 1,297
Total comprehensive (loss) income, net of tax (422) 18,976

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

Contributed
surplus

Retained
earnings

Accumulated
other

comprehensive
(loss) income Total

Balance at January 1, 2014 123,594 15,218 101,825 (2,030) 238,607
Net income — — 4,260 — 4,260
Other comprehensive (loss) — — — (4,682) (4,682)
Dividends — — (13,490) — (13,490)
Balance at December 31, 2014 123,594 15,218 92,595 (6,712) 224,695
Balance at January 1, 2013 123,594 15,218 97,807 (3,327) 233,292
Net income — — 17,679 — 17,679
Other comprehensive income — — — 1,297 1,297
Dividends — — (13,661) — (13,661)
Balance at December 31, 2013 123,594 15,218 101,825 (2,030) 238,607

The accompanying notes are an integral part of these consolidated financial statements.
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Note 2014 2013

OPERATING ACTIVITIES
Net income 4,260 17,679
Adjustments to reconcile net income to cash provided by (used in) operations:

Depreciation and amortization 6,7 21,257 20,231
Loss on sale and disposal of plant, property and equipment 1,498 1,707
Provision for payments in lieu of income taxes 9 4,334 4,686
Deferred payments in lieu of income taxes 9 (2,457) 1,862
Amortization of deferred revenue (631) (428)
Finance income (165) (428)
Finance charges 7,161 7,020
Change in employee future benefits 510 (13)
Change in other assets and liabilities 19 5,081 2,975

40,848 55,291
Finance charges paid (7,008) (6,941)
Finance changes received 446 442
Payments in lieu of income taxes paid (1,683) (6,512)

Cash from operating activities 32,603 42,280

INVESTING ACTIVITIES
Acquisitions of property, plant, equipment and intangible assets (43,846) (49,315)
Proceeds from sale of plant, property and equipment 216 519
Cash used in investing activities (43,630) (48,796)

FINANCING ACTIVITIES
Reductions of credit support for service delivery (2,822) (1,297)
Reductions of reimbursements from Ontario Power Authority (1,635) (704)
Contributions received from customers 6,112 6,606
Finance lease payments (292) (278)
Dividends paid (13,490) (13,661)
Cash used in financing activities (12,127) (9,334)

Decrease in cash and cash equivalents (23,154) (15,850)
Cash and cash equivalents, beginning of year 24,249 40,099
Cash and cash equivalents, end of year 1,095 24,249

The accompanying notes are an integral part of these consolidated financial statements.
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1. REPORTING ENTITY

On October 18, 2005, Horizon Holdings Inc. (the “Corporation”) was incorporated under the Business Corporations Act 
(Ontario).  The Corporation is an investment holding company with a 100% ownership interest in Horizon Utilities 
Corporation (“Horizon Utilities”), Horizon Energy Solutions Inc. (“Horizon Energy”), and Horizon Solar Corp. (“Horizon 
Solar”).  The Corporation also indirectly owns a 100% ownership interest in Solar Sunbelt General Partnership (“Solar 
Sunbelt GP”), which is held through Horizon Utilities 99.9975% and Horizon Solar 0.0025%.  The address of the 
Corporation’s registered office is 55 John Street North, Hamilton, Ontario, Canada.

Horizon Utilities is one of Ontario’s largest municipally owned electricity distribution companies, delivering electricity and  
related utility services to more than 242,000 residential and commercial customers in Hamilton and St. Catharines. 

Horizon Energy was incorporated to provide non-regulated energy services; the scope of which presently comprises 
sales and marketing services, meter services, streetlight maintenance, and conservation and demand management 
services.

Horizon Solar Corp. is an investment holding company.

Solar Sunbelt GP is a partnership established to undertake a solar generation business.

The Corporation is 78.9% owned by Hamilton Utilities Corporation (“HUC”) and 21.1% owned by St. Catharines Hydro 
Inc. (“SCHI”).

2. BASIS OF PREPARATION

a. Statement of Compliance

The Corporation's financial statements have been prepared in accordance with International Financial Reporting
Standards ("IFRS").

b. Approval of the financial statements

The financial statements were approved by the Board of Directors on February 26, 2015.

c. Basis of measurement

The financial statements have been prepared on the historical cost basis, unless otherwise stated.

d. Functional and presentation currency

These financial statements are presented in Canadian dollars, which is the Corporation's functional currency.  All financial 
information presented in Canadian dollars has been rounded to the nearest thousand.
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2. BASIS OF PREPARATION (Continued)

e. Use of estimates and judgements

The preparation of financial statements in conformity with IFRS requires management to make judgements, estimates 
and assumptions that affect the application of accounting policies and the reported amounts of assets, liabilities, income 
and expenses, and disclosure of contingent assets and liabilities.  Actual results may differ from those estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis.  Revisions to accounting estimates are 
recognized in the year in which the estimates are revised and in any future periods affected.

In particular, information about significant areas of estimation uncertainty in applying accounting policies that have the 
most significant effect on the amounts recognized in these financial statements is included in the following notes:

(i) Note 6 - Property, plant and equipment: estimation of useful lives

(ii) Note 7 - Intangible assets: estimation of useful lives

(iii) Note 8 - Goodwill: key assumptions underlying recoverable amount for goodwill impairment testing

(iv) Note 13 - Employee future benefits: key actuarial assumptions

Information about judgements made in applying accounting policies that have the most significant effects on the amounts 
recognized in the consolidated financial statements is included in the following notes:

(i) Note 3 - Revenue: whether the Corporation is a principal or agent for sale of energy

(ii) Note 11 - Long term borrowings: lease classification

(iii) Note 22 - Commitments and Contingencies: whether a contingency is a liability

f. Regulation

The Corporation is regulated by the Ontario Energy Board (“OEB”).  In its capacity to approve or set rates, the OEB 
has the authority to specify regulatory accounting treatments that differ from IFRS.  The OEB’s regulatory accounting 
treatments require the recognition of regulatory assets and liabilities which do not meet the definition of an asset or 
liability under IFRS and as a result these regulatory assets and liabilities have not been recorded in these IFRS financial 
statements.

The Ontario Energy Board Act, 1998 (Ontario) (“OEBA”) conferred on the OEB powers and responsibilities to regulate 
the electricity industry in Ontario.    These powers and responsibilities include: approving or fixing rates for the 
transmission and distribution of electricity; providing continued rate protection for rural and remote residential electricity 
consumers; and ensuring that distribution companies fulfill obligations to connect and service customers. The OEB 
may also prescribe license requirements and conditions of service to local distribution companies (“LDCs”), such as 
the Corporation, which may include, among other things: record keeping; regulatory accounting principles; separation 
of accounts for distinct business; and filing and process requirements for rate setting purposes.
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2. BASIS OF PREPARATION (Continued)

f. Regulation (Continued)

Rate setting

The electricity distribution rates and other regulated charges of the Corporation are determined in a manner that provides 
shareholders with opportunity to earn a regulated Maximum Allowable Return on Equity (‘MARE”) on the amount of 
shareholder’s equity supporting the business of electricity distribution, which is also determined by regulation.

Rate Applications

The  OEB  regulates  the  electricity  distribution  rates  charged  by  LDCs,  such  as  Horizon  Utilities through periodic 
rate applications to the OEB and its ongoing monitoring and reporting requirements.  At present, LDCs may apply to 
the OEB for electricity distribution rates under options specified in its Report of the Board - A Renewed Regulatory 
Framework for Electricity Distributors:    A Performance-Based Approach (“RRFE”).  The three rate-setting methods 
available to LDCs under the RRFE are:  4th Generation Incentive Rate-setting (“4GIRM”); Custom Incentive Rate-
setting; or Annual Incentive Rate-setting Index. 

On August 15, 2013, Horizon Utilities applied to the OEB for an IRM adjustment to rates effective January 1, 2014.  
Annual IRM adjustments to LDC rates are principally formulaic in nature and, under the former 3rd Generation Incentive 
Rate-setting mechanism of the OEB (“3GIRM”), were based on an inflationary factor determined with reference to the 
annual change in the Gross Domestic Product Inflationary Price Index for Final Domestic Demand (“GDP IPI-FDD”) 
net of a productivity factor and a “Stretch Factor” determined by the relative efficiency of an LDC.

On November 21, 2013, the OEB issued its Report of the Board on Rate Setting Parameters and Benchmarking under 
the RRFE support of incentive rate setting in Ontario effective for 2014.  Annual IRM adjustments under 4GIRM are 
comprised of an inflationary factor net of a productivity and stretch factor.  The inflationary factor under 4GIRM is 
computed as 70% of a non-labour sub-index comprised of the GDP IPI-FDD and a labour sub-index of 30% of the 
average weekly earnings for workers in Ontario.

On December 5, 2013, the OEB approved an electricity distribution rate adjustment for the Corporation of 1.55%, 
effective January 1, 2014 to December 31, 2014.  The OEB also approved the disposition of an aggregate net regulatory 
liabilities balance to customers of $10,400 over a one year period.

On April 16, 2014, Horizon Utilities submitted its 2015 Custom IR application to the OEB to adjust the electricity distribution 
rates charged to customers in each of the years 2015 to 2019 inclusive.  As part of the application, Horizon Utilities 
submitted a Distribution System Plan providing for the modernization, expansion and maintenance of the distribution 
system.
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2. BASIS OF PREPARATION (Continued)

f. Regulation (Continued)

Rate setting (Continued)

On December 11, 2014, the OEB issued its Decision and Order on this application.  Based on the Decision and Order, 
the resulting change to the distribution portion of the bill for a typical residential customer consuming 800 kWh per 
month will be, approximately: 5.40% increase in 2015; 3.73% increase in 2016; 0.79% increase in 2017; (0.03%) 
decrease in 2018; and 2.35% increase in 2019.  Management expects that the resulting increases to its revenues 
resulting from this Decision and Order will support sustainable investment and maintenance of the distribution system 
through the effective period of this application from 2015 to 2019.

Select Energy Policies and Regulation Affecting the Corporation

New 2015-2020 Conservation and Demand Management Framework

On March 26, 2014, the Minister of Energy issued a Directive to the OEB to amend the licences of electricity distributors 
with new requirements to: deliver Conservation and Demand Management (“CDM”) programs available to customers 
that are designed to achieve energy reductions; meet CDM requirements through either OPA programs, LDC programs, 
or a combination of the two; and make the results of local programs available to other distributors on request.  The 
coordination and integration of CDM and Demand Side Management (“DSM”) activities is intended to achieve energy 
efficiencies and deliver convenient integrated programs for electricity and natural gas customers. The OEB issued the 
amendments to the licenses on December 18, 2014. 

On March 31, 2014, the Minister of Energy issued a Directive to the OPA to coordinate, support and fund the delivery 
of CDM programs through electricity distributors to achieve a total of 7 Terawatt Hours ("TWh") of reductions in electricity 
consumption between January 1, 2015 and December 31, 2020.  The OPA will allocate the 7 TWh of reductions in 
electricity consumption among distributors.  

On October 23, 2014, the Minister of Energy issued an amended Directive to the OPA, providing further direction 
regarding performance incentives for distributors based on efficiency and effectiveness measures corresponding to 
their delivery of the CDM programs.

Prior 2011 to 2014 Conservation and Demand Management Framework 

On November 12, 2010, the OEB amended LDC licenses to include requirements for achieving certain CDM targets 
over a four year period commencing January 1, 2011.  The Corporation’s CDM targets included a demand reduction 
target of 60.36 megawatts (“MW”), and a consumption reduction target of 281.42 gigawatt-hours (“GWh”).

On December 17, 2014 the OEB issued a letter which clearly specifies that the OEB will not take compliance actions 
against (i) distributors who do not reach 100% of their energy targets if they reach at least 80% of the energy targets, 
or (ii) distributors who do not meet their peak demand targets for the previous CDM framework in effect from January 
1, 2011 to December 31, 2014. Horizon Utilities expects to reach over 98% of its energy target and over 81% of its 
peak demand target. 

Ontario Premier’s Advisory Council on Government Assets

On November 13, 2014, the Ontario Premier’s Advisory Council on Government Assets (“the Council”) released Retain 
& Gain: Making Ontario’s Assets Work Better for Taxpayers and Consumers, an initial report on key provincial assets, 
including the Liquor Control Board of Ontario, Hydro One Networks Inc. ("HONI"), and Ontario Power Generation.  This 
report provides initial recommendations on ways to improve customer service and increase efficiencies at these 
government business enterprises, in order to maximize their value and generate better returns for the people of Ontario. 
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2. BASIS OF PREPARATION (Continued)

f. Regulation (Continued) 

Select Energy Policies and Regulation Affecting the Corporation (Continued)

One of the key recommendations in this report was to use Hydro One Brampton Networks Inc. and the distribution 
business of HONI as catalysts for consolidation of the distribution sector.  The Council will consider the various barriers 
and disincentives to the consolidation of the distribution sector and make further recommendations to remove those 
barriers in its final report in the spring of 2015.

Other Matters

The continuing restructuring of Ontario’s electricity industry and other regulatory developments, including current and 
possible future consultations between the OEB and interested stakeholders, may affect future electricity distribution 
rates and other permitted regulatory recoveries of the Corporation.

3. SIGNIFICANT ACCOUNTING POLICIES

The accounting policies set out below have been applied consistently to all years presented in these consolidated financial 
statements.

a. Basis of consolidation

These consolidated financial statements include the accounts of the Corporation and its 100% wholly owned 
subsidiaries.

Subsidiaries are entities controlled by the Corporation.  The Corporation controls an entity when it has power over, 
exposure or rights to investee variable returns from its involvement with the investee and the ability to use its power 
over the investee to affect the amount of the investor’s returns.  The financial statements of the subsidiaries are 
included in these consolidated financial statements from the date on which control commences until the date on 
which control ceases.

The principal operating companies are as follows: 
Horizon Utilities
Horizon Energy 
Horizon Solar 
Solar Sunbelt GP

When the Corporation ceases to have control over a subsidiary, it derecognizes the assets and liabilities of the 
subsidiary, and any other components of equity.  Any resulting gain or loss is recognized in income.  Any interest 
retained in the former subsidiary is measured at fair value when control is lost.

All significant inter-company accounts and transactions have been eliminated.
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued)

b. Financial instruments

All financial assets are classified as loans and receivables and all financial liabilities are classified as other liabilities.

These financial instruments are recognized initially at fair value plus any directly attributable transaction costs. 
Subsequently, they are measured at amortized cost using the effective interest method less any impairment for the 
financial assets as described in note 3(g).

The Corporation does not enter into derivative instruments.   Hedge accounting has not been used in the preparation 
of these financial statements.

c. Inventory

Inventory, comprising material and supplies, the majority of which is consumed by the Corporation in the provision 
of its services, is measured at the lower of cost and net realizable value.  The cost of inventory is determined on a 
weighted average basis and includes expenditures incurred in acquiring the material and supplies and other costs 
incurred in bringing them to their existing location and condition.

d. Property, plant and equipment

Property, plant and equipment (“PP&E”) are measured at historical cost or deemed cost, less accumulated 
depreciation and accumulated impairment losses, if any.   Where an item is transferred from customers, it is measured 
at fair value at the date of transfer less accumulated depreciation.

Cost includes expenditures that are directly attributable to the acquisition of the asset.  The cost of self- constructed 
assets includes contracted services, materials and transportation, direct labour, directly attributable overhead costs, 
borrowing costs and any other costs directly attributable to bringing the asset to a working condition for its intended 
use.

Borrowing costs on qualifying assets are capitalized as part of the cost of the asset using the weighted average 
cost of debt incurred on the Corporation’s external borrowings.  Qualifying assets are considered to be those that 
take a substantial period of time to construct.

In circumstances where parts of an item of PP&E have different useful lives, such are accounted for as separate 
items (major components) of PP&E.

Major spare parts and standby equipment are recognized as items of PP&E.

The cost of replacing part of an item of PP&E is recognized in the carrying amount of the item if it is probable that 
the future economic benefits embodied within the part will flow to the Corporation and its cost can be measured 
reliably.  The carrying amount of the replaced part is derecognized.  The costs of the day-to-day servicing of PP&E 
are recognized in net income as incurred.

Depreciation is recognized in net income on a straight-line basis over the estimated useful life of each part or 
component of an item of PP&E.

Land is not depreciated.
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued)

d. Property, plant and equipment (Continued)

Construction-work-in-progress assets are not amortized until the project is complete and available for use.  The 
estimated useful lives for the current and comparative years are as follows:
_________________________________________________________________________________________
Buildings                                                                                                                                                  30 - 40 years 
Distribution system equipment                                                                                                               15 - 70 years 
Other PP&E                                                                                                                                             3 - 15 years
Leasehold improvements                                                                                                                  Over lease term
_________________________________________________________________________________________

Leased assets are depreciated over the shorter of the lease term and their useful lives unless it is reasonably certain 
that the Corporation will obtain ownership by the end of the lease term.

Other PP&E includes vehicles, office, and computer equipment.

Gains and losses on disposal of an item of PP&E are recognized in income and determined by the difference 
between proceeds from disposal and the carrying amount of PP&E.

Depreciation methods, useful lives and residual values, if any, are reviewed at each reporting date and adjusted 
prospectively.

e. Intangible assets

Intangible  assets  include  computer  software  and  capital  contributions  paid  under  capital  cost  recovery 
agreements.

Computer software is measured at historical cost or deemed cost less accumulated amortization.   All other computer 
software that is acquired or developed by the Corporation, including software that is not integral to the functionality 
of equipment purchased, which has finite useful lives, is measured at cost less accumulated amortization.

Amortization is recognized in net income on a straight-line basis over the estimated useful lives of intangible assets, 
from the date that they are available for use.  The estimated useful lives of intangible assets are as follows:
_________________________________________________________________________________________
Computer software                                                                                                                                  2 - 5 years
Capital contributions under capital cost recovery agreements                                                            16 - 25 years
_________________________________________________________________________________________

Amortization methods and useful lives of all intangible assets are reviewed at each reporting date and adjusted 
prospectively.

f. Goodwill

Goodwill arising on the acquisition of subsidiaries or on amalgamation is measured at cost and is not amortized.
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued)

g. Impairment

i. Financial assets

A financial asset is assessed at each reporting date to determine whether there is any objective evidence that 
it is impaired.  A financial asset is considered to be impaired if objective evidence indicates that one or more 
events have had a negative effect on the estimated future cash flows of that asset.

An impairment loss in respect of a financial asset measured at amortized cost is calculated as the difference 
between its carrying amount, and the present value of the estimated future cash flows discounted at the original 
effective interest rate. Interest on the impaired assets continues to be recognized through the unwinding of 
the discount.

All impairment losses are recognized in net income.  An impairment loss is reversed if the reversal can be 
related objectively to an event occurring after the impairment loss was recognized.  For financial assets 
measured at amortized cost the reversal is recognized in net income.

ii. Non-financial assets

The carrying amounts of the Corporation's non-financial assets, other than inventory and deferred payments 
in lieu of income taxes assets, are reviewed at each reporting date to determine whether there is any indication 
of impairment.

If any such indication exists, then the recoverable amount of the asset is estimated.  The recoverable amount 
of goodwill is estimated as at December 31.

For the purpose of impairment testing, assets are grouped together into the smallest group of assets that 
generates cash inflows from continuing use and, further, that are largely independent of the cash inflows of 
other assets or groups of assets (the "cash-generating unit").  The recoverable amount of an asset or cash- 
generating unit is the greater of its value in use and its fair value less costs to sell.  In assessing value in use, 
the estimated future cash flows are discounted to their present value using a pre-tax discount rate that reflects 
current market assessments of the time value of money and the risks specific to the asset.  The goodwill 
acquired in a business combination, for the purpose of impairment testing, is allocated to cash- generating 
units that are expected to benefit from the synergies of the combination.

An impairment loss is recognized if the carrying amount of an asset or its cash-generating unit exceeds its 
estimated recoverable amount.  Impairment losses are recognized in net income.

An impairment loss in respect of goodwill is not reversed.  In respect of other assets, impairment losses 
recognized in prior periods are assessed at each reporting date for any indications that the loss has decreased 
or no longer exists.  An impairment loss is reversed if there has been a change in the estimates used to 
determine the recoverable amount.   An impairment loss is reversed only to the extent that the asset's carrying 
amount does not exceed the carrying amount that would have been determined, net of depreciation or 
amortization, if no impairment loss had been recognized.
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued)

h. Provisions

A provision is recognized if, as a result of a past event, the Corporation has a present legal or constructive obligation 
that can be estimated reliably, and it is probable that an outflow of economic benefits will be required to settle the 
obligation.  Provisions are determined by discounting the expected future cash flows at a pre-tax rate that reflects 
current market assessments of the time value of money and the risks specific to the liability.

i. Employee future benefits

i. Pension plan

The Corporation provides a pension plan for all its full-time employees through Ontario Municipal Employees 
Retirement System ("OMERS").  OMERS is a multi-employer pension plan which operates as the Ontario 
Municipal Employees Retirement Fund (“the Fund”) and provides pensions for employees of Ontario 
municipalities, local boards, public utilities and school boards.  The Fund is a contributory defined benefit 
pension plan, which is financed by equal contributions from participating employers and employees, and by 
the investment earnings of the Fund.

OMERS is a defined benefit plan.  However, as OMERS does not segregate its pension asset and liability 
information by individual employers, there is insufficient information available to enable the Corporation to 
directly account for the plan as a defined benefit plan.  Consequently, the plan has been accounted for as a 
defined contribution plan.  Obligations for contributions to defined contribution pension plans are recognized 
as an employee benefit expense in net income when they are due.

ii. Other than pension

The Corporation provides its retired employees with life insurance and medical benefits beyond those provided 
by government sponsored plans.  These benefits are provided through a group defined benefit plan.  The 
Corporation is the legal sponsor of the Plan.  There is a policy in place to allocate the net defined benefit cost 
to the entities participating in the group plan.  The allocation is based on the obligation attributable to the plan 
participants.  The Corporation has reflected its share of the defined benefit costs and related liabilities, as 
calculated by the actuary, in these financial statements.

The Corporation’s net obligation in respect of defined benefit plans is calculated separately for each plan by 
estimating the amount of future benefit that employees have earned in return for their service in the current 
and prior periods; that benefit is discounted to determine its present value.  Any unrecognized past service 
costs are deducted.  The discount rate is the yield at the reporting date on the interest rate on high quality debt 
instruments with duration similar to the duration of the plan.

The cost of these benefits is expensed as earned by employees through employment service.  The accrued 
benefit obligation and the current service costs are actuarially determined by applying the projected unit credit 
method and incorporate management’s best estimate of certain underlying assumptions.  Re-measurements 
arising from defined benefit plans are recognized immediately in other comprehensive income and reported 
in retained earnings.  When the benefits of a plan are improved, these increases are recognized immediately 
in net income. 
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued)

j. Credit support for service delivery

Credit support for service delivery represents cash deposits from electricity distribution customers as well as 
construction deposits.

Deposits from electricity distribution customers are applied against any unpaid portion of individual customer 
accounts.  Customer deposits in excess of unpaid account balances are refundable to individual customers upon 
termination of their electricity distribution service.  Customer deposits are also refundable to residential electricity 
distribution customers demonstrating an acceptable level of credit risk, as determined by the Corporation.

Certain customers and developers are required to contribute towards the capital cost of construction in order to 
provide ongoing service.  Cash contributions are initially recorded as credit support for service delivery, a current 
liability.  Once the distribution system asset is completed or modified as outlined in the terms of the contract, the 
contribution amount is transferred to deferred revenue.

k. Deferred revenue and assets transferred from customers

Assets received as capital contributions are initially recognized at fair value, with the corresponding value of capital 
contribution recognized as deferred revenue.

Deferred revenue represents the Corporation's obligation to continue to provide customers access to the supply of 
electricity, and is amortized to income on a straight-line basis, as a component of other income from operations, 
over the terms of the agreement with the customer or the economic useful life of the acquired or contributed asset, 
which represents the period of ongoing service to the customer.

l. Revenue

The Corporation is licensed by the OEB to distribute electricity.  As a licensed distributor, the Corporation is 
responsible for billing customers for electricity generated by third parties and the related costs of providing electricity 
service, such as transmission services and other services provided by third parties.  The Corporation is required, 
pursuant to regulation, to remit such amounts to these third parties, irrespective of whether the Corporation ultimately 
collects these amounts from customers.   The Corporation has determined that it is acting as a principal for electricity 
distribution and therefore has presented the electricity revenues on a gross basis.

Revenue attributable to the delivery of electricity is based upon OEB-approved distribution tariff rates and includes 
the amounts billed to customers for electricity, including the cost of electricity supplied, distribution charges, and 
any other regulatory charges.  Revenue is recognized as electricity is delivered and consumed by customers. 
Electricity revenue is recorded on the basis of regular meter readings and estimates of customer usage since the 
last meter reading date to the end of the year.   Revenue is measured at the fair value of the consideration received 
or receivable, net of sales tax.

Customer billings for Ontario debt retirement charges are recorded on a net basis as the Corporation is acting as 
an agent for this billing stream.  The Corporation may file to recover uncollected debt retirement charges from 
Ontario Electricity Financial Corporation (“OEFC”) once each year.

Performance incentive payments under CDM programs are recognized by the Corporation when there is reasonable 
assurance that the program conditions have been satisfied and the incentive payments will be received.

Water billing revenue is recorded net of the water revenue paid to the City of Hamilton and is recognized in the 
period the billing services are rendered.

All other revenues are recorded on a gross basis and are recognized when services are rendered.
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued)

m. Leased assets

Leases in terms of which the Corporation assumes substantially all the risks and rewards of ownership are classified 
as finance leases.  Upon initial recognition the leased asset is measured at an amount equal to the lower of its fair 
value and the present value of the minimum lease payments.  Subsequent to initial recognition, the asset is accounted 
for in accordance with the accounting policy applicable to that asset.

All other leases are classified as operating leases and the leased assets are not recognized on the Corporation’s 
Statements of Financial Position.  Payments made under operating leases are recognized in net income on a 
straight-line basis over the term of the lease.

n. Finance income and finance charges

Finance income is recognized as it accrues in net income and comprises interest earned on cash and cash 
equivalents.

Finance charges are calculated using the effective interest rate method and are recognized as an expense unless 
they are capitalized as part of the cost of qualifying assets.  Finance charges comprise: interest on borrowings; 
interest on credit support for service delivery; interest and penalties on income tax payments; and letter of credit 
and standby fees.

o. Payments in lieu of income taxes

The Corporation is currently exempt from taxes under the Income Tax Act (Canada) and the Ontario Corporations 
Tax Act (collectively the “Tax Acts”).

Pursuant to the Electricity Act, 1998 (Ontario) (“EA”), and as a consequence of its exemption from income taxes 
under the Tax Acts, the Corporation is required to make payments in lieu of income taxes (“PILs”) to the OEFC. 
These payments are calculated in accordance with the Tax Acts.  These amounts are applied to reduce certain debt 
obligations of the former Ontario Hydro continuing in OEFC.

PILs comprises current and deferred payments in lieu of income tax.   PILs is recognized in income and loss except 
to the extent that it relates to items recognized directly in either comprehensive income or in equity, in which case, 
it is recognized in either comprehensive income or in equity.

Current PILs is the expected amount of cash taxes payable on the taxable income for the year, using tax rates 
enacted or substantively enacted at the reporting date, and any adjustment to tax payable in respect of previous 
years.

Deferred PILs is recognized using the Statement of Financial Position method.  Under this method, deferred PILS 
comprise the net tax effects of temporary differences between the tax basis of assets and liabilities and their 
respective carrying amounts for accounting purposes, as well as for tax losses available to be carried forward to 
future years that are likely to be realized.  Deferred PILs assets and liabilities are measured using enacted or 
substantively enacted tax rates, at the reporting date, expected to apply to taxable income in the years in which 
those temporary differences are expected to be recovered or settled.  The effect on deferred PILs assets and 
liabilities of a change in tax rates is recognized in income in the year that includes the date of enactment or substantive 
enactment.

A deferred PILs asset is recognized to the extent that it is probable that future taxable income will be available 
against which the temporary difference can be utilized.  Deferred PILs assets are reviewed at each reporting date 
and are reduced to the extent that it is no longer probable that the related tax benefit will be realized.
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued)

p. Set-off and reporting on a net basis

Assets and liabilities and income and expenses are not offset and reported on a net basis unless required or 
permitted by IFRS.  Offsetting is permitted for financial assets and financial liabilities when, and only when, the 
Corporation has a legally enforceable right to set-off and intends either to settle on a net basis, or to realize the 
asset and settle the liability simultaneously.

q. Adopted changes in accounting policies

The Corporation has adopted the following new and revised standards along with any consequential amendments 
effective January 1, 2014.  These changes were made in accordance with the applicable transitional provisions.

Financial Instruments - Asset and Liability Offsetting

The International Accounting Standards Board ("IASB") has issued an amendment to International Accounting 
Standards ("IAS") 32, Financial Instruments: Presentation, which provides further guidance on the requirements 
for offsetting financial instruments.  The amendments to IAS 32 are effective for annual periods beginning on or 
after January 1, 2014 and must be applied retrospectively.  The Corporation determined that the adoption of this 
amendment had no impact on its results of operations, financial position, and disclosures.

r. New standards and interpretations not yet adopted

The Corporation is still evaluating the adoption of the following new and revised standards along with any subsequent 
amendments.

Revenue Recognition

In May 2014, IFRS 15 Revenue from Contracts with Customers (“IFRS 15”) was issued, which replaces IAS 11 
Construction Contracts, IAS 18 Revenue and various interpretations.  IFRS 15 establishes principles regarding the 
nature, amount, timing and uncertainty of revenue arising from contracts with customers.  The standard requires 
entities to recognize revenue for the transfer of goods or services to customers measured at the amounts an entity 
expects to be entitled to in exchange for those goods or services.  IFRS 15 is effective for annual periods beginning 
on or after January 1, 2017.  The Corporation is assessing the impact of IFRS 15 on its results of operations, financial 
position, and disclosures.

Financial Instruments

In July 2014, the IASB issued a new standard, IFRS 9 Financial Instruments, which will replace IAS 39 Financial 
Instruments:  Recognition and Measurement.  The replacement of IAS 39 is a multi-phase project with the objective 
of improving and simplifying the reporting for financial instruments.  The issuance of IFRS 9 is part of the first phase 
of this project.  IFRS 9 is effective for annual periods beginning on or after January 1, 2018 and must be applied 
retrospectively.  The Corporation is assessing the impact of IFRS 9 on its results of operations, financial position, 
and disclosures.

Property, Plant, and Equipment and Intangible Assets

In May 2014, the IASB issued amendments to IAS 16, Property, Plant and Equipment and IAS 38 Intangible Assets, 
which are effective for years beginning on or after January 1, 2016.  The amendments clarify when revenue-based 
depreciation methods are permitted.  The Corporation is assessing the impact of the amendments on its results of 
operations, financial position, and disclosures.
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued)

r. New standards and interpretations not yet adopted (Continued)

Annual Improvements to IFRSs

The IASB published Annual Improvements to IFRSs.  These are non-urgent amendments to IFRS standards and 
are effective for years beginning on or after July 1, 2014.  The amendments correspond to IFRS 8 Operating 
Segments, IFRS 13 Fair Value Measurement, and IAS 24 Related Party Disclosures.  The Corporation does not 
expect these amendments to have a significant impact on its financial reporting.

4. CASH AND CASH EQUIVALENTS

Cash and cash equivalents consist of overnight deposits in a Canadian chartered bank.

5. INVENTORY

During fiscal year 2014, an amount of $32 (2013 - $55) was recorded as an expense for the write-down of obsolete or 
damaged inventory to net realizable value.

The amount of inventory consumed by the Corporation and recognized as an expense during 2014 was $406 (2013 -
$460).
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6. PROPERTY, PLANT AND EQUIPMENT

Land and
buildings

Other
distribution

system
equipment Other PP&E

Construction
work-in-

progress Total

Cost or deemed cost
Balance at January 1, 2014 22,387 396,561 26,442 5,357 450,747
Additions 4,888 30,181 3,286 795 39,150
Disposals — (1,900) (32) — (1,932)
Balance at December 31, 2014 27,275 424,842 29,696 6,152 487,965
Balance at January 1, 2013 16,089 365,390 23,417 4,060 408,956
Additions 6,400 33,641 3,025 1,297 44,363
Disposals (102) (2,470) — — (2,572)
Balance at December 31, 2013 22,387 396,561 26,442 5,357 450,747

Accumulated amortization
Balance at January 1, 2014 3,697 36,121 10,532 — 50,350
Additions 1,176 13,705 3,988 — 18,869
Disposals — (194) (24) — (218)
Balance at December 31, 2014 4,873 49,632 14,496 — 69,001
Balance at January 1, 2013 2,458 23,662 6,788 — 32,908
Additions 1,251 12,793 3,744 — 17,788
Disposals (12) (334) — — (346)
Balance at December 31, 2013 3,697 36,121 10,532 — 50,350
Carrying amounts
December 31, 2014 22,402 375,210 15,200 6,152 418,964
December 31, 2013 18,690 360,440 15,910 5,357 400,397

During the year, borrowing costs of $111 (2013 - $74) were capitalized as part of the cost of property, plant and equipment.   
A capitalization rate of 3.42% (2013 - 3.42%) was used to determine the amount of borrowing costs to be capitalized.

The net carrying amount of leased equipment is $343 (2013 - $656).
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7. INTANGIBLE ASSETS

Capital contributions
under CCRA

Computer
software Total

Cost or deemed cost
Balance at January 1, 2014 12,420 8,998 21,418
Other additions — 4,696 4,696
Balance at December 31, 2014 12,420 13,694 26,114

Balance at January 1, 2013 10,000 6,466 16,466
Other additions 2,420 2,532 4,952
Balance at December 31, 2013 12,420 8,998 21,418

Accumulated amortization
Balance at January 1, 2014 733 5,318 6,051
Other additions 722 1,666 2,388
Balance at December 31, 2014 1,455 6,984 8,439

Balance at January 1, 2013 — 3,608 3,608
Other additions 733 1,710 2,443
Balance at December 31, 2013 733 5,318 6,051

Carrying amounts
December 31, 2014 10,965 6,710 17,675
December 31, 2013 11,687 3,680 15,367

8. GOODWILL

Management has determined that the Corporation’s rate-regulated operations are one cash-generating unit.  As the 
goodwill corresponds to the rate-regulated operations, the goodwill was allocated to that cash-generating unit.  The 
Corporation performed an impairment test as at December 31, 2014 based on an estimate of the Corporation’s fair value 
less selling costs.  Fair value selling costs was determined using a multiple of regulated rate base approach and was 
based on the following key assumptions:
• The  multiple of rate base approach is a  valuation  technique  used  in  the  industry  for  purchase  and  sale transactions. 

A multiple is applied to the rate base of regulated assets to determine the value of the utility;
• The multiple of rate base is a key assumption in the determination of fair value less selling costs.  Management utilized 

a range of multiples in the analysis to determine the recoverable amount of goodwill;
• The multiple of rate base used ranged from 1.35 to 1.45;
• Management obtained information regarding multiples used for recent purchase and sale transactions within the 

industry;
• The fair value estimate is categorized as a Level 2 input.

The recoverable amount of goodwill determined in the analysis was greater than the carrying value and no impairment 
was recorded.
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9. PAYMENTS IN LIEU OF INCOME TAXES

The provision for payments in lieu of income taxes recognized in income is as follows:

2014 2013

 Current PILs:
 Current year 4,334 4,686

 Deferred PILs
 Origination and reversal of temporary differences (2,457) 1,862

 Provision for payments in lieu of income taxes 1,877 6,548

Reconciliation of effective tax rate

PILs varies from amounts which would be computed by applying the Corporation’s combined statutory income tax rate as 
follows:

2014 2013

 Basic rate applied to income before payments in lieu of income tax 26.5% 26.5%
 Increase in PILs resulting from:

 Items not deductible for tax purposes and other 4.1% 0.5%
 Effective rate applied to income before payments in lieu of income tax 30.6% 27.0%

Deferred payments in lieu of income taxes balances

Significant components of the Corporation’s deferred payments in lieu of income tax balances are as follows:

2014 2013

 Deferred PILs assets:
 Property, plant and equipment and intangibles 3,740 6,696
 Non-capital loss carry forwards 88 —
 Employee benefits 8,989 7,129
 Obligations under capital cost recovery agreement 2,650 2,650
 Regulatory assets 2,771 —

 Deferred PILs liabilities:
 Bond issuance costs (204) —
 Regulatory liabilities — (2,585)

Net deferred PILs assets 18,034 13,890
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10. CREDIT SUPPORT FOR SERVICE DELIVERY

Credit support for service delivery represents cash deposits from electricity distribution customers and retailers, as well 
as construction deposits.  These customer deposits bear interest at Canada’s Prime Business rate less 2%, which is 1% 
per annum as of December 31, 2014.

Deposits from electricity distribution customers are refundable to customers demonstrating an acceptable level of credit 
risk as determined by the Corporation in compliance with policies set by the OEB or upon termination of their electricity 
distribution service.

Construction deposits represent cash prepayments for the estimated cost of capital projects recoverable from customers 
and  developers.  Upon completion of the capital project, these deposits are transferred to deferred revenue.

2014 2013

Customer deposits 11,698 13,376
Construction deposits 6,447 7,591
Total credit support for service delivery 18,145 20,967

11. LONG TERM BORROWINGS

Long term borrowings comprise debentures and finance lease liability.

2014 2013

Senior unsecured debentures bearing interest at 4.77% and due July 21, 2020 40,000 40,000
Senior unsecured debentures bearing interest at 3.033% and due July 25, 2022 150,000 150,000
Finance lease liability 294 546
Transaction costs (1,324) (1,324)
Net long term borrowing 188,970 189,222
Accreted interest 417 285
Total long term borrowings 189,387 189,507
Current 294 255
Non-current 189,093 189,252
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11. LONG TERM BORROWINGS (Continued)

Long-term borrowings comprise two senior unsecured debentures:

i. $40,000 bearing interest at 4.77% per annum which is payable semi-annually on January 21 and July 21. This 
debenture is unsecured and matures on July 21, 2020.

ii. $150,000 bearing interest at 3.033% per annum which is payable semi-annually on January 25 and July 25.  This 
debenture is unsecured and matures on July 25, 2022.

The Corporation paid interest in respect of the unsecured debentures of $6,458 (2013 - $6,458).

Finance lease liability is payable as follows:

Future minimum
payments Interest

Present value of
minimum payments

Less than one year 295 1 294
Total 295 1 294

12. OBLIGATION UNDER CAPITAL COST RECOVERY AGREEMENTS

The Corporation is party to connection and cost recovery agreements (“CCRA(s)”) with (“HONI”).  Such agreements 
provide for the construction by HONI of transformer stations (“TS(s)”) to the distribution system for the purpose of serving 
the Corporation’s customers, including anticipated electricity load growth.

Under the CCRAs, the Corporation is required to provide HONI with an initial capital contribution (“Initial Capital 
Contribution”) based on the difference (the “Difference”) between the total capital cost of constructing the TS and a 
projection of transformation revenue (“HONI Revenue”) earned on the conveyance of electricity through such TS.  The 
Difference represents a debt obligation of the Corporation based on the extent that historical actual and forecast HONI 
Revenue through the CCRA term is less than the amount of HONI revenue projected as a basis for the determination 
of the Initial Capital Contribution.  Conversely, the Corporation is entitled to a rebate of the Initial Capital Contribution 
based on the extent that historical actual and forecast HONI Revenue through the CCRA term is greater than the amount 
of HONI revenue projected as a basis for the determination of the Initial Capital Contribution.

Based on a review of two CCRAs with HONI for TS facilities constructed in 2003, the Corporation estimates a shortfall 
to HONI for TS Revenue relative to that projected as bases for the determination of respective Initial Capital Contributions.    
As a result of such a shortfall and based on the terms of the CCRAs, the Corporation has recorded Obligations Under  
Capital Cost Recovery Agreements and a corresponding intangible asset of $10,000 as at December 31, 2012.

The Corporation expects to be presented with a request for settlement from HONI in 2015; with the final amount of such 
and related payment terms to be arranged at that time, as may be negotiated between HONI and the Corporation.

In general terms, investments in regulated electricity distribution assets are recoverable from ratepayers in future rate 
applications based on the rate-making policies of the OEB.

13. EMPLOYEE FUTURE BENEFITS

The Corporation provides certain unfunded health, dental and life insurance benefits on behalf of its retired employees. 
These benefits are provided through a group defined benefit plan.  There is a policy in place to allocate the net defined  
benefit  cost  to  the  entities  participating  in  the  group  plan.  The  allocation  is  based  on  the  obligation attributable 
to the plan participants. The Corporation has reported its share of the defined benefit costs and related liabilities, as 
calculated by the actuary, in these financial statements.  The accrued benefit liability and the expense for the year ended 
December 31, 2014 and December 31, 2013 were based on results and assumptions determined by actuarial valuation 
as at December 31, 2014 and December 31, 2011, respectively.
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13. EMPLOYEE FUTURE BENEFITS (Continued)

Information about the group unfunded defined benefit plan as a whole and changes in the present value of the unfunded 
defined benefit obligation and the accrued benefit liability are as follows:

Entire Plan
2014 2013

Defined benefit obligation, beginning of year 22,622 23,945
Current service costs 1,626 1,534
Benefits paid during the year (1,125) (1,085)
Actuarial losses (gains) recognized in other comprehensive income (loss) 6,505 (1,772)
Defined benefit obligation, end of year 29,628 22,622

Corporation
2014 2013

Defined benefit obligation, beginning of year 22,550 23,859
Current service costs 1,622 1,531
Benefits paid during the year (1,111) (1,076)
Actuarial losses (gains) recognized in other comprehensive income (loss) 6,369 (1,764)
Defined benefit obligation, end of year 29,430 22,550

The main actuarial assumptions underlying the valuation are as follows:

a. General inflation

The health care cost trend for prescription drugs is estimated to increase at a declining rate from 7% to 4% over 
four years.  Other medical and dental expenses are assumed to increase at 4% per year.

The approximate effect on the accrued benefit obligation (“ABO”) and the estimated net benefit expense if the health 
care trend rate assumption was increased or decreased by 1% is as follows:

Period benefit cost ABO
1% increase in health care trend rate 316 4,765
1% decrease in health care trend rate (245) (3,758)

b. Interest (discount) rate

The obligation at the period end and the present value of future liabilities were determined using a discount rate of 
4.00% (2013 - 4.85%) representing an estimate of the yield on high quality corporate bonds as at the valuation date.

c. Salary levels

Future general salary and wage levels were assumed to increase at 2.5% (2013 - 3.0%) per year.
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14. PENSION PLAN

The Corporation provides a pension plan for its employees through OMERS.  The plan is a multi-employer, contributory 
defined benefit pension plan with equal contributions by the employer and its employees.  In 2014, the Corporation made 
employer contributions of $3,821 to OMERS (2013 - $3,736).  The Corporation’s net benefit expense has been allocated 
as follows:

i.      $707 (2013 - $750) capitalized as part of PP&E; and

ii.     $3,114 (2013 - $2,986) charged to net income.

The Corporation estimates a contribution of $4,109 to OMERS during the next fiscal year.

15. SHARE CAPITAL

2014 2013

Authorized:
Unlimited Class A Common shares
Unlimited Class 1 Common shares

Issued:
7,890 Class 1 Common shares 91,134 91,134
2,110 Class A Common shares 32,460 32,460

123,594 123,594

Dividends

The holders of the common shares are entitled to receive dividends as declared from time to time.The Corporation paid 
aggregate dividends in the year on common shares of $1.3490 per share (2013 - $1.3661), which amounts to total dividends 
paid in the year of $13,490 (2013 - $13,661).

16. DISTRIBUTION REVENUE

2014 2013

 Gross Customer billings 616,606 593,473
 Less: pass through charges billed by the Corporation

 Electricity charges paid through to generators (429,171) (400,504)
 Transmission and miscellaneous charges (62,030) (61,900)
 Market service charges (28,024) (28,800)

97,381 102,269
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17. OTHER INCOME FROM OPERATIONS

2014 2013

Water and waste water billing and customer charges 4,733 4,454
Pole and other rental income 1,412 1,861
Collection and other service charges 1,305 1,450
CDM revenue and performance incentives 1,970 1,383
Solar PV revenue 1,352 967
Late payment charges 901 842
Miscellaneous 994 750
Meter services 727 606
Scrap sales 626 368
Management and other support services 195 143
Other income from operations 14,215 12,824

18. FINANCE INCOME AND CHARGES

2014 2013

Interest income on bank deposits 165 428
Finance income 165 428
Interest expense on promissory notes (7,075) (6,900)
Interest expense (86) (120)
Finance charges (7,161) (7,020)
Net finance charges recognized in net income (6,996) (6,592)

19. CASH FLOW INFORMATION

The net change in other assets and liabilities comprises:

2014 2013

 Accounts receivable (1,575) (3,134)
 Accounts receivable under common control (39) 40
 Inventory (1,094) (648)
 Other assets 4,751 (2,725)
 Accounts payable and accrued liabilities 1,504 7,725
 Accounts payable to corporations under common control 1,534 1,717

5,081 2,975
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20. RELATED PARTY TRANSACTIONS

a. Parent and ultimate controlling party

The parent of the Corporation is HUC with a direct 78.9% interest in the share capital of the Corporation.   The ultimate 
controlling party (sole shareholder of the ultimate parent) is the City of Hamilton, which wholly owns HUC.  The City 
of Hamilton produces financial statements that are available for public use.

b. Entity with significant influence

SCHI exercises significant influence over the Corporation through its direct 21.1% ownership of the common shares 
of the Corporation.  The City of St. Catharines, which wholly owns the common share capital of SCHI, exercises 
significant influence over the Corporation through its indirect 21.1% ownership of the common shares of the 
Corporation.

c. Key management personnel

The key management personnel of the Corporation has been defined as members of its Executive Management 
team.

Key management compensation

2014 2013
 Salaries and other short-term benefits 2,102 1,905
 Bonuses 491 462
 Employee future benefits 25 22
 Other long-term benefits 537 538

3,155 2,927

The Corporation provides utility services to certain key management personnel.    All energy charges of the Corporation 
to key management personnel were at prices and under terms approved by the OEB.

c. Transactions with parent

During the year the Corporation paid management, billing and administrative services to HUC and its subsidiary in 
the amount of $28 (2013 - $17).

d. Transactions with entity with significant influence

In the ordinary course of business, the Corporation delivers electricity to the City of St. Catharines.    Electricity is 
billed to the City of St. Catharines at prices and under terms approved by the OEB. The Corporation's revenue also 
includes $50 (2013 - $50) fees from street light maintenance services that are provided to the City of St. Catharines. 

e. Transactions with shareholder of ultimate parent

In the ordinary course of business, the Corporation delivers electricity to the City of Hamilton.  Electricity is billed to 
the City of Hamilton at prices and under terms approved by the OEB.

The Corporation also provides certain water and waste water billing and customer care services to the City of Hamilton.   
Other revenue includes $4,354 (2013 - $4,130) earned with respect to these services.   Accounts payable and accrued 
liabilities include $13,657 (2013 - $12,141) owing to the City of Hamilton for amounts collected on behalf of the City 
of Hamilton.

f. Transactions with corporations under common control of the ultimate parent

Corporations under common control include all entities controlled the City of Hamilton.

The Corporation provides certain management, billing and administrative services to HUC and a subsidiary of HUC. 
Other revenue includes $75 (2013 - $71) earned with respect to these agreements.
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20. RELATED PARTY TRANSACTIONS (Continued)

g.  Shareholder loans

Pursuant to a Credit Agreement dated June 30, 2013, the Corporation has made available a revolving line of credit  
up  to  $100,000  to  finance  general  corporate  requirements,  capital  investments,  working  capital requirements 
and prudential obligations to its subsidiaries.   The Credit Agreement matures on June 30, 2016. Interest rates payable 
on the Credit Agreement are based on the Corporation’s borrowing rate, as determined with reference to Corporation’s 
debt rating and interest is payable monthly by the 15th day of the following month.

21. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT

Fair value disclosure

The carrying values of cash and cash equivalents, accounts receivable, and accounts payable and accrued liabilities 
approximate respective fair values because of the short maturity of these instruments.  The carrying value of the credit 
support for service delivery approximates fair value because the amounts are payable on demand.

The fair value of the long term borrowing is $200,011.  The fair value is calculated based on the present value of future 
principal and interest cash flows, discounted at the current rate of interest at the reporting date.

Financial risks

The Corporation understands the risks inherent in its business and defines them broadly as anything that could impact 
its ability to achieve its strategic objectives.  The Corporation’s exposure to a variety of risks such as credit risk, interest 
rate risk, and liquidity risk as well as related mitigation strategies are discussed below.  However, the risks described 
below are not exhaustive of all the risks nor will the mitigation strategies eliminate the Corporation’s exposure to all risks 
listed.

i. Credit risk

Financial assets carry credit risk that a counter-party will fail to discharge an obligation which would result in a 
financial loss.   Financial assets held by the Corporation, such as cash and cash equivalents and accounts receivable, 
expose it to credit risk.  The Corporation earns its revenue from a broad base of customers located in the City of 
Hamilton and the City of St. Catharines.  One customer, the City of Hamilton, accounts for 3.10% (2013 - 2.88%) 
of revenue.  No other single customer in either year would account for revenue in excess of 1% of the respective 
reported balances.

The carrying amount of accounts receivable is reduced through the use of an allowance for impairment and the 
amount of the related impairment loss is recognized in net income.   Subsequent recoveries of receivables previously 
recorded as impaired are credited to net income.  The balance of the allowance for impairment as at December 31, 
2014 is $1,750 (2013 - $1,750).  An impairment loss of $2,857 was recognized during the year (2013 - $872).
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21. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (Continued)

Financial risks (Continued)

i. Credit risk (Continued)

The Corporation’s credit risk associated with accounts receivable primarily corresponds to payments from distribution 
customers.  At December 31, 2014, approximately $848 is considered 60 days past due. Horizon Utilities has 
approximately  242,000  customers;  the  majority  of  which  are  residential.   Credit  risk  is  managed  through 
collection  of  security  deposits  from  customers  in  accordance  with  directions  provided  by  the  OEB.    As  at 
December 31, 2014, Horizon Utilities holds security deposits from electricity distribution customers in the amount 
of $11,698 (2013 - $13,376).

ii. Market risk

Market risk primarily refers to the risk of loss that results from changes in commodity prices, foreign exchange rates, 
and interest rates.  The Corporation currently does not have commodity or foreign exchange risk.  The Corporation 
is exposed to fluctuations in interest rates as the regulated rate of return for the Corporation’s distribution business 
is derived using a complex formulaic approach which is in part based on the forecast for long-term Government of 
Canada bond yields.  This rate of return is approved by the OEB as part of the approval of distribution rates during 
the rate application processes previously described in these notes.  A decrease in the forecasted long-term 
Government of Canada bond yield used in determining the Corporation’s rate of return would reduce the Distribution 
business results of operations at the next rate filing or annual rate adjustment if the bond yield reduction continued 
to that time. 

iii. Liquidity risk

The Corporation monitors its liquidity risk to ensure access to sufficient funds to meet operational and investing 
requirements.  The Corporation’s objective is to ensure that sufficient liquidity is on hand to meet obligations as 
they fall due while minimizing interest exposure.   The Corporation has access to $100,000 line of credit and monitors 
cash balances to ensure that sufficient levels of liquidity are on hand to meet financial commitments as they come 
due.

The majority of accounts payable, as reported on the Statements of Financial Position, are due within 60 days.

iv. Capital disclosures

The main objectives of the Corporation when managing financial capital include:

• ensuring ongoing cost effective access to such to provide adequate investment in support of its regulated 
electricity distribution and other businesses;

• compliance with covenants within its financial instruments;

• prudently manage its capital structure, with regard for maintaining a high level of creditworthiness;

• recover financing charges permitted by the OEB on its regulated electricity distribution business; and

• deliver reasonable returns on the investments of its shareholders.
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21. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (Continued)

Financial risks (Continued)

iv. Capital disclosures (Continued)

The Corporation’s definition of capital includes: shareholder’s equity; indebtedness under existing credit facilities; 
and long-term borrowings, which includes the current portion of long term borrowings.

The OEB regulates the amount of interest on debt and MARE that may be recovered by the Corporation, through 
its electricity distribution rates, in respect of its regulated electricity distribution business.  The OEB permits such 
recoveries on the basis of a deemed capital structure represented by 60% debt and 40% equity.  The actual capital 
structure for the Corporation may differ from the OEB deemed structure.

The Corporation has customary covenants typically associated with long-term borrowings.  The Corporation is in 
compliance with all credit agreement covenants and limitations associated with its long-term borrowings.

22. COMMITMENTS AND CONTINGENCIES

Commitments

On June 30, 2013, the Corporation entered into a Credit Facility Agreement (“Credit Facility”) with a Canadian chartered 
bank.  The Corporation may borrow up to $100,000 to finance general corporate requirements, capital investment, and 
working capital requirements.  Borrowings may be in the form of Bankers’ Acceptances (“BAs”), prime rate loans, letters 
of credit, and/or current account overdrafts.  The Credit Facility matures on June 30, 2016.  Interest rates payable on 
the Credit Facility are based on a margin relative to the prime or the BA rate, as the case may be, determined by reference 
to the Corporation’s debt rating.  A standby fee is paid on any unutilized portion of the Credit Facility.

The Corporation has issued a $9,100 letter of credit in favour of the Independent Electricity System Operator (“IESO”) 
as security for Horizon Utilities’ purchase of electricity through the IESO.  At year end, no amounts were withdrawn on 
the letter of credit.

Contractual Obligations

Master Customer Demand Management (“CDM”) Agreement

On February 1, 2011, the Corporation entered into a Master CDM Agreement (“CDM Agreement”) with the Ontario Power 
Authority (“OPA”) for the period January 1, 2011 to December 31, 2014. The CDM Agreement provides terms under 
which the Corporation may engage the OPA to design and pay for Province-wide CDM programs in support of the 
Corporation meeting its CDM targets (Note 2).

Subject to the terms of the CDM Agreement, all OPA CDM program costs are paid by the OPA.  The Corporation effectively 
acts as a delivery agent for those programs that it participates in under the CDM Agreement.
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22. COMMITMENTS AND CONTINGENCIES (Continued)

Contractual Obligations (Continued)

Master Customer Demand Management (“CDM”) Agreement (Continued)

The total cost of OPA CDM program participation over the four year period was approximately $37,700, of which 
approximately $10,200 represents administration costs of the Corporation for program delivery.  The Corporation was 
entitled to receive, in semi-annual installments each January and July, reimbursements of its estimated administration  
costs associated with each program.   Any administration costs incurred by the Corporation in excess of the pre-approved 
estimate would not be recoverable.  All other program costs incurred by the Corporation, (such as customer incentives 
and goods and services delivered under the programs) are recoverable from the OPA on an invoiced basis in accordance 
with the CDM Agreement.

On December 16, 2014, the Corporation entered into an extension of the CDM Agreement with the OPA for the period 
January 1, 2015 to December 31, 2015 to provide funding for the transition period until its CDM Plan is approved by the 
IESO (Note 2).  The Corporation estimates that the total cost of OPA CDM program participation over a six month transition 
period ended June 30, 2015 will be approximately $3,100.  The Corporation is entitled to receive reimbursements of its 
estimated administration costs associated with each program.  Any administration costs incurred by the Corporation in 
excess of the pre-approved estimate would not be recoverable.  All other program costs incurred by the Corporation, 
(such as customer incentives and goods and services delivered under the programs) are recoverable from the OPA on 
an invoiced basis in accordance with the CDM Agreement.

Contingencies

General

From time to time, the Corporation is involved in various litigation matters arising in the ordinary course of its business.    
The Corporation has no reason to believe that the disposition of any such current matter could reasonably be expected 
to have a materially adverse impact on the Corporation's financial position, results of operations or its ability to carry on 
any of its business activities.

General Liability Insurance

The  Corporation  is a  member  of  the  Municipal  Electric  Association  Reciprocal  Insurance  Exchange  (MEARIE). 
MEARIE is a pooling of public liability insurance risks of many of the LDCs in Ontario.  All members of the pool are 
subjected to assessment for losses experienced by the pool, for the years in which they were members, on a pro-rata 
basis based on the total of their respective service revenues.  It is anticipated that should such an assessment occur it 
would be funded over a period of up to 5 years.  As at December 31, 2014, no assessments have been made.
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INDEPENDENT AUDITORS' REPORT 

To the Shareholder of Horizon Utilities Corporation 

We have audited the accompanying consolidated financial statements of Horizon Utilities Corporation, which comprise the 
consolidated statement of financial position as at December 31, 2013, the consolidated statements of income and 
comprehensive income, changes in equity and cash flows for the year then ended, and notes, comprising a summary of 
significant accounting policies and other explanatory information. 

Management’s Responsibility for the Consolidated Financial Statements 

Management is responsible for the preparation and fair presentation of these consolidated financial statements in 
accordance with International Financial Reporting Standards, 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 our 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, we 
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 we 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 consolidated financial 
position of Horizon Utilities Corporation as at December 31, 2013 and its consolidated financial performance and its 
consolidated cash flows for the year then ended in accordance with International Financial Reporting Standards. 
 

 

 

Chartered Professional Accountants, Licensed Public Accountants 

Hamilton, Canada 

February 27, 2014 
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Horizon Utilities Corporation 
Consolidated Statement of Financial Position 
 

As at December 31, 2013  
(stated in thousands of Canadian dollars) 

1 

   Note 2013 2012  
 
Assets 
Current assets 
Cash and cash equivalents    4  23,424  39,937 
Accounts receivable      96,492  93,493 
Accounts receivable from corporations under common control     282  346 
Inventory    5  6,261  5,613 
Other assets     5,991  2,795 
      132,450  142,184 
Non-current assets 
Property, plant and equipment    6  400,361 376,005 
Intangible assets    7  15,367  12,858 
Goodwill    8  18,923  18,923 
Deferred payments in lieu of income taxes    9  13,946  16,276 

     448,597  424,062 
Total assets        581,047  566,246 
Liabilities 
Current liabilities 
Accounts payable and accrued liabilities     61,632  56,238 
Accounts payable to corporations under common control     14,931 13,365 
Current portion of long term borrowings    11  255  255 
Credit support for service delivery    10  20,967  22,264 
Reimbursements from Ontario Power Authority     3,672  4,376 
      101,457  96,498 
Non-current liabilities 
Long term borrowings    11  189,558  189,764 
Obligation under capital cost recovery agreements    12  10,000  10,000 
Employee future benefits    13  22,550  23,859 
Deferred revenue     19,920  13,742 
      242,028  237,365 
Total liabilities     343,485  333,863 
Shareholder's equity 
Share capital    15  123,593  123,593 
Contributed surplus     15,218  15,218 
Accumulated other comprehensive loss     (2,030)  (3,327) 
Retained earnings     100,781  96,899 
Total shareholder’s equity     237,562  232,383 
Total liabilities and shareholder’s equity     581,047  566,246 

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

On behalf of the Board: 

  
_________________________________                         ___________________________________ 
Director Director
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Consolidated Statement of Income and Comprehensive Income 
 

For the year ended December 31, 2013  
(stated in thousands of Canadian dollars) 
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  Note 2013 2012 
 
Sale of energy  491,204  462,593 
Distribution revenue     16 102,269 97,185   
Other income from operations     17 11,168  10,800   
Total revenues   604,641  570,578   
Expenses: 
Cost of power purchased 492,006 452,389  
Operating expenses      60,225  56,351   
Depreciation and amortization      20,221  18,545   
    572,452  527,285   
Income from operating activities    32,189 43,293  
 
Loss on disposal of property, plant and equipment   (1,707)  (1,442)   
Finance income     18  374  279   
Finance charges  18  (6,959)  (8,959)   
Income before payments in lieu of income taxes   23,897  33,171   
Provision for payments in lieu of income taxes    9  6,459  7,169   
Net income      17,438 26,002 
Items that will not be reclassified to net income, net of tax 
Actuarial gain (loss) on employee future benefits 13  1,297  (1,371)   
Other comprehensive income (loss), net of tax    1,297 (1,371) 
Total comprehensive income    18,735   24,631 

The accompanying notes are an integral part of these consolidated financial statements. 
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Consolidated Statement of Changes in Equity 
 

For the year ended December 31, 2013  
(stated in thousands of Canadian dollars) 
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     Accumulated  
     other  
  Share Contributed Retained comprehensive  
  capital surplus earnings loss Total 

Balance at January 1, 2013   123,593  15,218  96,899  (3,327) 232,383 
Net income  -  -  17,438  - 17,438 
Other comprehensive income  -  -  -  1,297 1,297 
Dividends   -  -  (13,556)  - (13,556) 
Balance at December 31, 2013  123,593  15,218  100,781  (2,030)  237,562 

Balance at January 1, 2012  123,593  15,218  80,815  (1,956) 217,670 
Net income  -  -  26,002  - 26,002 
Other comprehensive loss  -  -  -  (1,371) (1,371) 
Dividends  -  -  (9,918)  - (9,918) 
Balance at December 31, 2012  123,593  15,218  96,899  (3,327) 232,383 

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



Horizon Utilities Corporation  
Consolidated Statement of Cash Flows 
 

For the year ended December 31, 2013  
(stated in thousands of Canadian dollars) 

4 

  Note 2013 2012  

OPERATING ACTIVITIES 
Net income   17,438  26,002 
Adjustments to reconcile net income to cash provided by (used in) 
operations:      

Depreciation and amortization  6,7 20,221  18,545   
Loss on disposal of property, plant and equipment   1,707  1,442   
Provisions for payments in lieu of income taxes expense   4,596  6,830   
Finance income      (374)  (279)   
Finance charges      6,959  8,959   
Deferred payment in lieu of income taxes expense  9 1,863  339 
Amortization of deferred revenue  (428)  (234) 
Change in employee future benefits   (12)  822   
Change in other assets and liabilities  19 3,108  (1,763)   

    55,078  60,663   
Finance charges paid   (7,023)  (9,063)   
Finance charges received   350  321   
Payments in lieu of income taxes paid   (6,896)  (9,283)   
Cash from operating activities    41,509  42,638   

INVESTING ACTIVITIES  
Acquisition of property, plant and equipment and intangible assets   (49,312)  (56,973)   
Proceeds from sale of property, plant and equipment   519  434   
Cash used in investing activities   (48,793)  (56,539)   

FINANCING ACTIVITIES 
(Reductions of) proceeds from credit support for service delivery   (1,297)  1,381 
(Reductions of) reimbursements from Ontario Power Authority   (704)  990 
Proceeds from deferred revenue   6,606  9,462   
Proceeds from long term borrowings   -  149,764 
Finance lease payments   (278)  - 
Repayment of long term borrowings   -  (116,000)   
Obligations under capital cost recovery agreements   -  10,000   
Dividends paid       (13,556)  (9,918)   
Cash (used in) from financing activities   (9,229)  45,679   

(Decrease) increase in cash and cash equivalents      (16,513)  31,778   
Cash and cash equivalents, beginning of year   39,937  8,159   
Cash and cash equivalents, end of year   23,424  39,937 

The accompanying notes are an integral part of these consolidated financial statements. 
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1. REPORTING ENTITY 

Horizon Utilities Corporation (the “Corporation”) is one of Ontario’s largest municipally owned electricity distribution 
companies, delivering electricity and related utility services to more than 240,000 residential and commercial 
customers in Hamilton and St. Catharines.  The address of the Corporation’s registered office is 55 John Street 
North, Hamilton, Ontario, Canada.   

The Corporation also has a 99.99% ownership interest in Solar Sunbelt General Partnership (“Solar Sunbelt GP”), 
which has been established to undertake a solar generation business.  The Corporation is also the managing 
partner of Solar Sunbelt GP. 

The Corporation is 100% owned by Horizon Holdings Inc. (“HHI”).  HHI is 78.9% owned by Hamilton Utilities 
Corporation (“HUC”) and 21.1% owned by St. Catharines Hydro Inc. (“SCHI”).  

2. BASIS OF PREPARATION 

a) Statement of compliance 

The Corporation's financial statements have been prepared in accordance with International Financial Reporting 
Standards ("IFRS").   

b) Approval of the financial statements 

The financial statements were approved by the Board of Directors on February 27, 2014. 

c) Basis of measurement  

The financial statements have been prepared on the historical cost basis. 

d) Functional and presentation currency 

These financial statements are presented in Canadian dollars, which is the Corporation's functional currency.  All 
financial information presented in Canadian dollars has been rounded to the nearest thousand. 

e) Use of estimates and judgements 

The preparation of financial statements in conformity with IFRS requires management to make judgements, 
estimates and assumptions that affect the application of accounting policies and the reported amounts of assets, 
liabilities, income and expenses, and disclosure of contingent assets and liabilities.  Actual results may differ 
from those estimates. 

Estimates and underlying assumptions are reviewed on an ongoing basis.  Revisions to accounting estimates 
are recognized in the year in which the estimates are revised and in any future periods affected. 

In particular, information about significant areas of estimation uncertainty in applying accounting policies that have 
the most significant effect on the amounts recognized in these financial statements is included in the following 
notes: 

i) Note 6 – Property, plant and equipment 

ii) Note 8 – Goodwill: impairment testing  

iii) Note 13 – Employee future benefits: measurement of the defined benefit obligation 

iv) Note 22 – Commitments and Contingencies 
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2. BASIS OF PREPARATION (Continued) 

f) Regulation 

The Corporation is regulated by the Ontario Energy Board (“OEB”).  In its capacity to approve or set rates, the 
OEB has the authority to specify regulatory accounting treatments that differ from IFRS.  The OEB’s regulatory 
accounting treatments require the recognition of regulatory assets and liabilities which do not meet the definition 
of an asset or liability under IFRS and as a result these regulatory assets and liabilities have not been recorded in 
these IFRS financial statements. 

The Ontario Energy Board Act, 1998 (Ontario) (“OEBA”) conferred on the OEB powers and responsibilities to 
regulate the electricity industry in Ontario.  These powers and responsibilities include approving or fixing rates 
for the transmission and distribution of electricity, providing continued rate protection for rural and remote 
residential electricity consumers, and ensuring that distribution companies fulfill obligations to connect and service 
customers.  The OEB may also prescribe license requirements and conditions of service to local distribution 
companies (“LDCs”), such as the Corporation, which may include, among other things, record keeping, regulatory 
accounting principles, separation of accounts for distinct business, and filing and process requirements for rate 
setting purposes. 

Rate setting 

The electricity distribution rates and other regulated charges of the Corporation are determined in a manner that 
provides shareholders with opportunity to earn a regulated Maximum Allowable Return on Equity (‘MARE”) on the 
amount of shareholder’s equity supporting the business of electricity distribution, which is also determined by 
regulation. 

Rate Applications 

The OEB regulates the electricity distribution rates charged by LDCs, such as Horizon Utilities, using a 
combination of annual incentive regulation mechanism (“IRM”) adjustments and periodic cost of service reviews.  
Both such adjustments and reviews are based on applications made by LDCs to the OEB.  Previously, the 
ratemaking policy of the OEB required a cost of service review every four years, which would then be followed by 
three successive years of IRM adjustments.  On October 18, 2012, the OEB issued its Report of the Board – A 
Renewed Regulatory Framework for Electricity Distributors:  A Performance-Based Approach (“RRFE”) which 
set out, among other things, a renewed regulatory framework.  LDCs will be permitted to choose from three rate-
setting methods:  4th Generation Incentive Rate-setting (“4GIRM”), Custom Incentive Rate-setting, or Annual 
Incentive Rate-setting Index. The report is further elaborated below.   

Annual IRM adjustments to LDC rates are principally formulaic in nature and, under the 3rd Generation Incentive 
Rate-setting mechanism of the OEB (“3GIRM”), were based on an inflationary factor determined with reference to 
the annual change in the Gross Domestic Product Inflationary Price Index for Final Domestic Demand (“GDP IPI-
FDD”) net of a productivity factor and a “Stretch Factor” determined by the relative efficiency of an LDC. 

On November 21, 2013, the OEB issued its Report of the Board on Rate Setting Parameters and Benchmarking 
under the Renewed Regulatory Framework in support of incentive rate setting in Ontario effective for 2014.  
Annual IRM adjustments under 4GIRM are similar in structure to 3GIRM comprising an inflationary factor net of a 
productivity and stretch factor.  However, the inflationary factor under 4GIRM is computed as 70% of a non-
labour sub-index comprised of the GDP IPI-FDD and a labour sub-index of 30% of the average weekly earnings 
for workers in Ontario. 
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2.  BASIS OF PREPARATION (Continued) 

f) Regulation (Continued) 

Rate Applications (Continued) 

The rate adjustment resulting from a cost of service review is normally based on forecast test year data, including 
the amount of operating and capital expenditures, debt and shareholder’s equity required to support an LDC’s 
business.  The aggregate amount of debt and equity upon which an LDC may recover interest charges and 
MARE is equal to the “rate base” of an LDC, which is determined as the aggregate of its Property, Plant and 
Equipment in support of regulated electricity distribution activities and a working capital allowance.  The 
proportion of debt and equity upon which an LDC may recover interest and MARE is generally 60% and 40%, 
respectively. 

On December 22, 2011, the OEB approved an electricity distribution IRM rate adjustment for the Corporation of 
0.58%, effective January 1, 2012 to December 31, 2012.  As part of its decision, the OEB also approved the 
recovery of $1,609 of lost revenue related to the Corporation’s Conservation and Demand Management (“CDM”) 
programs.  Such recoveries proceed through the regulated Lost Revenue Adjustment Mechanism (“LRAM”) and 
relate to activities for the years 2009 and 2010.  The LRAM was recovered through a rate rider for the period 
commencing January 1, 2012 through December 31, 2012. 

On December 18, 2012, the OEB approved an electricity distribution IRM rate adjustment for the Corporation of 
1.08%, effective January 1, 2013 to December 31, 2013.  The OEB also approved the disposition of an 
aggregate net regulatory liabilities balance to customers of $4,970 over a one year period. 

On December 5, 2013, the OEB approved an electricity distribution rate adjustment for the Corporation of 1.55%, 
effective January 1, 2014 to December 31, 2014.  The OEB also approved the disposition of an aggregate net 
regulatory liabilities balance to customers of $10,400 over a one year period. 
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2. BASIS OF PREPARATION (Continued) 

f) Regulation (Continued) 

Select Energy Policies and Regulation Affecting the Corporation 

Smart Meter Initiative and Time of Use Electricity Distribution Rates 

The Province of Ontario committed to have “Smart Meter” electricity meters installed in all homes and small 
businesses throughout Ontario by the end of 2010.  Smart Meters permit consumption to be recorded within 
specific time intervals and specific tariffs to be levied within such intervals (Time of Use or “TOU” rates).  The 
OEB required that TOU rates be implemented for all residential and small commercial electricity distribution 
customers of the Corporation by June 2011. 

In support of this initiative, the Corporation has substantially completed its deployment of Smart Meters to all 
residential and small commercial customers with 233,700 Smart Meter installations as at December 31, 2013, or 
approximately 99% of its residential and small commercial customers. 

The Corporation’s Smart Meter capital expenditures and related operating expenses have previously been 
recovered through a Utility-Specific Smart Meter Funding Adder (“SMFA”) in accordance with the Smart Meter 
Funding and Cost Recovery Guideline of the OEB.   

In December 2011, the OEB issued its “Guideline for Smart Meter Funding and Cost Recovery Final Disposition,” 
which set out the OEB’s filing requirements in relation to the financing and recovery of costs associated with smart 
meter activities undertaken by LDCs. 

On December 13, 2011, Horizon Utilities submitted its Smart Meter Prudence Application (“SMPA”) to the OEB 
seeking a review for prudency of the Smart Meter related capital and operating costs for the period 2006 to 2011.  
The prudency review included an examination of the scope of Smart Meter expenditures incurred as well as the 
procurement, installation, and management of Smart Meters relative to the OEB’s guidelines for such. 

Horizon Utilities sought two rate riders within its SMPA, as follows:   

a) a Smart Meter Disposition Rider (“SMDR”) to recover the variance between i) the unrecovered portion of 
Smart Meter revenue that Horizon Utilities should have recovered for the years 2006 through April 30, 2012 
for Smart Meter installations through to December 31, 2011, and ii) SMFA forecasted to be recovered to April 
30, 2012; and 

b) a Smart Meter Incremental Revenue Requirement Rider (“SMIRR”), which is calculated as a proxy for the 
incremental change in the distribution rates had Smart Meters been incorporated into the revenue 
requirement calculation at the time of Horizon Utilities’ last Cost of Service application. 

The application was approved substantially as filed. In its decision on Horizon Utilities’ SMPA, the OEB accepted 
that Horizon Utilities had not yet fully completed its smart meter deployment. The OEB has authorized Horizon 
Utilities to continue to record capital costs for the installation of its remaining smart meters for the period from 
January 1, 2012 to December 31, 2014. Horizon Utilities will seek disposition of smart meter related balances at 
the time of its next Cost of Service application, expected to be filed in April 2014, for new electricity distribution 
rates effective January 1, 2015. 
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2. BASIS OF PREPARATION (Continued) 

f) Regulation (Continued) 

Select Energy Policies and Regulation Affecting the Corporation (Continued) 

Green Energy Act 

In 2009, the government enacted the Green Energy Act (“GEA”).  This legislation made fundamental changes to 
the roles and responsibilities of LDCs in the areas of renewable power generation, the delivery of CDM, and the 
development of smart distribution grids. 

The GEA provides LDCs with the freedom to own and operate a portfolio of renewable power generation and will 
permit them to provide district heating services in their communities through co-generation.  LDCs will also bear 
added responsibilities to assist and enable consumers to reduce their peak demand and conserve energy in an 
effort to meet provincial conservation targets.  LDCs will also gain new responsibilities in transforming their local 
distribution networks into smart grids harnessing advanced technologies to facilitate the connection of small-scale 
generators and the two-way flow of information. 

New LDC License Requirements – Conservation and Demand Management Targets 

On November 12, 2010, the OEB amended LDC licenses to include requirements for achieving certain CDM 
targets over a four-year period commencing January 1, 2011.  The Corporation’s CDM targets include a demand 
reduction target of 60.36 megawatts (“MW”) and a consumption reduction target of 281.42 gigawatt-hours 
(“GWh”).  LDCs must also comply with a CDM Code of the OEB, which provides LDC requirements for the 
development and delivery of CDM Strategy to the OEB for the achievement of LDC-specific CDM targets, annual 
accounting and reporting to the OEB and eligibility criteria for performance incentive payments.  The Corporation 
filed its CDM Strategy with the OEB in September 2011 and has since filed CDM Annual Reports on an annual 
basis. 

RRFE 

As identified above, on October 18, 2012, the OEB issued its RRFE report. 

The RRFE provides a longer term view for electricity distribution based on an objective of alignment between a 
sustainable, financially viable sector and the expectations of customers for reliable service. The RRFE Report 
provides a comprehensive performance–based approach to regulation that is based on the achievement of 
outcomes. 

The RRFE Report identifies three main policies within the RRFE: rate-setting; planning; and measuring 
performance. 

The RRFE report asserts that the three alternative rate-setting methods available to LDCs, as identified above, 
will enhance the predictability necessary to facilitate planning and decision-making by customers and distributors; 
better align rate-setting with distributor planning horizons; facilitate the cost-effective and efficient implementation 
of distributor multi-year plans that have been developed to achieve the outcomes for customer service and cost 
performance; and help to manage the pace of the rate of investments. It is the intention of the OEB that all three 
rate setting methods and related policies from the RRFE Report will be available for those distributors filing for a 
cost of service review effective on or after May 1, 2014. 
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2. BASIS OF PREPARATION (Continued) 

f) Regulation (Continued) 

Select Energy Policies and Regulation Affecting the Corporation (Continued) 

4th Generation Incentive Rate-setting 

This method is similar to the current IRM rate-setting process. The most significant difference is that the term of 
annual incentive rate (“IR”) adjustments between cost of service reviews is four years; representing an additional 
year relative to 3GIRM. 

Custom IR-setting 

Custom IR-setting permits LDCs to base their rates on a five-year forecast of revenue requirement and 
forecast electricity load, with expected inflationary and productivity-based estimates included as 
components of resulting rate adjustments. The process for approving LDC costs and determination of 
rate recovery will be examined by the OEB on a case-by-case basis. The OEB also indicates that it 
expects that a distributor applying under this method would not seek early termination from the Custom 
IR (with the exception of a circumstance where the return on equity of an LDC in a given year is either 
higher or lower than its approved MARE by 300 basis points). This method of rate setting will be suitable 
for distributors with large multi-year or highly variable capital investment. 

LDCs operating under Custom IR will not be able to use certain traditional elements of IRM; such as the 
Incremental Capital Module (“ICM”) which, under IRM, permits an LDC to seek recovery of material 
incremental capital expenditures not reasonably foreseen at its most recent cost of service review.  The 
OEB expects LDCs operating under Custom IR-setting to manage within their Board-determined multi-
year rates.  Planned capital expenditures will be a central element of the Custom IR application and 
subjected to thorough review during the rate setting process. 

LDCs will be required to report annually on actual expenditures relative to plans articulated in the Custom IR 
application.  The OEB may terminate an LDC’s rate-setting method if actual expenditures vary significantly from 
the level approved by the OEB. A threshold variance has not been established in the RRFE Report. The LDC rate 
base will be adjusted when it commences its new rate-setting cycle. 

Annual IR-setting Index 

The Annual IR-setting Index will adjust rates by a price cap index formula and there will be no fixed term. This 
model allows LDCs to avoid cost of service reviews. The OEB believes the Annual IR-setting Index will be 
appropriate for LDCs operating with relatively stable investment levels. However, the productivity factor will be the 
same as the highest set for 4th Generation IR. There will be no ICM in the Annual IR Index. 

Smart Meter Entity Charge 
 
On March 28, 2013, the OEB issued its decision in the application made by the Independent Electricity System 
Operator (“IESO”) for the recovery of costs related to the establishment of the Smart Meter Entity (“SME”) which 
supports the exchange, measurement and verification of Smart Meter data in Ontario.  The OEB approved a 
SME charge of $0.79 per month for the Residential and General Service < 50 kW customers effective May 1, 
2013 to October 31, 2018. 
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2. BASIS OF PREPARATION (Continued) 

f) Regulation (Continued) 

Other Matters 

The continuing restructuring of Ontario’s electricity industry and other regulatory developments, including current 
and possible future consultations between the OEB and interested stakeholders, may affect future electricity 
distribution rates and other permitted regulatory recoveries of the Corporation. 

3. SIGNIFICANT ACCOUNTING POLICIES 

The accounting policies set out below have been applied consistently to all years presented in these consolidated 
financial statements. 

a) Basis of consolidation 

These consolidated financial statements include the accounts of Horizon Utilities Corporation and its 99.99% 
investment in Solar Sunbelt GP. 

Subsidiaries are entities controlled by the Corporation.  The Corporation controls an entity when it has power 
over, exposure or rights to, investee variable returns from its involvement with the investee and the ability to use 
its power over the investee to affect the amount of the investor’s returns.  The financial statements of the 
subsidiaries are included in these consolidated financial statements from the date on which control commences 
until the date of which control ceases. 

When the Corporation ceases to have control over a subsidiary, it derecognizes the assets and liabilities of the 
subsidiary, and any other components of equity.  Any resulting gain or loss is recognized in income.  Any 
interest retained in the former subsidiary is measured at fair value when control is lost. 

  All significant inter-company accounts and transactions have been eliminated. 

b) Financial instruments  

All financial assets are classified as loans and receivables and all financial liabilities are classified as other 
liabilities.   

These financial instruments are recognized initially at fair value plus any directly attributable transaction costs.  
Subsequently, they are measured at amortized cost using the effective interest method less any impairment for 
the financial assets as described in note 3(g).  

The Corporation does not enter into derivative instruments.  Hedge accounting has not been used in the 
preparation of these financial statements. 

c) Inventory 

Inventory, comprising material and supplies, the majority of which is consumed by the Corporation in the provision 
of its services, is measured at the lower of cost and net realizable value.  The cost of inventory is determined on 
a weighted average basis and includes expenditures incurred in acquiring the material and supplies and other 
costs incurred in bringing them to their existing location and condition.  
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued) 

d) Property, plant and equipment 

Property, plant and equipment (“PP&E”) are measured at historical cost or deemed cost, less accumulated 
depreciation and accumulated impairment losses, if any.  Where an item is transferred from customers, it is 
measured at fair value at the time of transfer, less accumulated depreciation.    

Cost includes expenditures that are directly attributable to the acquisition of the asset.  The cost of self-
constructed assets includes contracted services, materials and transportation, direct labour, directly attributable 
overhead costs, borrowing costs and any other costs directly attributable to bringing the asset to a working 
condition for its intended use. 

Borrowing costs on qualifying assets are capitalized as part of the cost of the asset using the weighted average 
cost of debt incurred on the Corporation’s external borrowings. Qualifying assets are considered to be those that 
take a substantial period of time to construct. 

In circumstances where parts of an item of PP&E have different useful lives, such are accounted for as separate 
items (major components) of PP&E.   

Major spare parts and standby equipment are recognized as items of PP&E. 

The cost of replacing part of an item of PP&E is recognized in the carrying amount of the item if it is probable that 
the future economic benefits embodied within the part will flow to the Corporation and its cost can be measured 
reliably.  The carrying amount of the replaced part is derecognized.  The costs of the day-to-day servicing of 
PP&E are recognized in net income as incurred. 

Depreciation is recognized in net income on a straight-line basis over the estimated useful life of each part or 
component of an item of PP&E.   

Land is not depreciated.   

Construction in progress assets are not amortized until the project is complete and available for use. 

The estimated useful lives for the current and comparative years are as follows: 

Buildings 30 - 40 years 
Distribution System Equipment  15 - 70 years 
Other PP&E 5 - 25 years 
Leasehold Improvements 5 years 

Leased assets are depreciated over the shorter of the lease term and their useful lives unless it is reasonably 
certain that the Corporation will obtain ownership by the end of the lease term.  

Other PP&E includes vehicles and office and computer equipment. 

Gains and losses on disposal of an item of PP&E are recognized in income and determined by the difference 
between proceeds from disposal and the carrying amount of PP&E. 

Depreciation methods, useful lives and residual values, if any, are reviewed at each reporting date and adjusted 
prospectively.   
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued) 

e) Intangible assets  

Intangible assets include computer software and capital contributions paid under capital cost recovery 
agreements. 

Computer software is measured at historical cost or deemed cost less accumulated amortization.  All other 
computer software that is acquired or developed by the Corporation, including software that is not integral to the 
functionality of equipment purchased, which has finite useful lives, is measured at cost less accumulated 
amortization.  

Amortization is recognized in net income on a straight-line basis over the estimated useful lives of intangible 
assets, from the date that they are available for use.  The estimated useful lives of intangible assets are as 
follows: 

Computer software 3 years 
Capital contributions under capital cost recovery agreements 40 years 

Amortization methods and useful lives of all intangible assets are reviewed at each reporting date and adjusted 
prospectively.   

f) Goodwill 

Goodwill is measured at cost and is not amortized.  

g) Impairment 

i) Financial assets 

A financial asset is assessed at each reporting date to determine whether there is any objective evidence 
that it is impaired.  A financial asset is considered to be impaired if objective evidence indicates that one or 
more events have had a negative effect on the estimated future cash flows of that asset. 

An impairment loss in respect of a financial asset measured at amortized cost is calculated as the difference 
between its carrying amount, and the present value of the estimated future cash flows discounted at the 
original effective interest rate. Interest on the impaired assets continues to be recognized through the 
unwinding of the discount.   

All impairment losses are recognized in net income.  An impairment loss is reversed if the reversal can be 
related objectively to an event occurring after the impairment loss was recognized.  For financial assets 
measured at amortized cost the reversal is recognized in net income. 

ii) Non-financial assets 

The carrying amounts of the Corporation's non-financial assets, other than inventory and deferred payments 
in lieu of income tax assets, are reviewed at each reporting date to determine whether there is any indication 
of impairment.  

If any such indication exists, then the recoverable amount of the asset is estimated.  The recoverable 
amount of goodwill is estimated as at December 31. 
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued) 

g) Impairment (Continued) 

ii) Non-financial assets (Continued) 

For the purpose of impairment testing, assets are grouped together into the smallest group of assets that 
generates cash inflows from continuing use and, further, that are largely independent of the cash inflows of 
other assets or groups of assets (the "cash-generating unit").  The recoverable amount of an asset or cash-
generating unit is the greater of its value in use and its fair value less costs to sell.  In assessing value in 
use, the estimated future cash flows are discounted to their present value using a pre-tax discount rate that 
reflects current market assessments of the time value of money and the risks specific to the asset.  The 
goodwill acquired in a business combination, for the purpose of impairment testing, is allocated to cash-
generating units that are expected to benefit from the synergies of the combination. 

An impairment loss is recognized if the carrying amount of an asset or its cash-generating unit exceeds its 
estimated recoverable amount.  Impairment losses are recognized in net income.   

An impairment loss in respect of goodwill is not reversed.  In respect of other assets, impairment losses 
recognized in prior periods are assessed at each reporting date for any indications that the loss has 
decreased or no longer exists.  An impairment loss is reversed if there has been a change in the estimates 
used to determine the recoverable amount.  An impairment loss is reversed only to the extent that the 
asset's carrying amount does not exceed the carrying amount that would have been determined, net of 
depreciation or amortization, if no impairment loss had been recognized. 

h) Provisions 

A provision is recognized if, as a result of a past event, the Corporation has a present legal or constructive 
obligation that can be estimated reliably, and it is probable that an outflow of economic benefits will be required to 
settle the obligation.  Provisions are determined by discounting the expected future cash flows at a pre-tax rate 
that reflects current market assessments of the time value of money and the risks specific to the liability. 

i) Employee future benefits 

i) Pension plan 

The Corporation provides a pension plan for all its full-time employees through Ontario Municipal Employees 
Retirement System (OMERS).  OMERS is a multi-employer pension plan which operates as the Ontario 
Municipal Employees Retirement Fund (“the Fund”) and provides pensions for employees of Ontario 
municipalities, local boards, public utilities and school boards. The Fund is a contributory defined benefit 
pension plan, which is financed by equal contributions from participating employers and employees, and by 
the investment earnings of the Fund. 

OMERS is a defined benefit plan.  However, as OMERS does not segregate its pension asset and liability 
information by individual employers, there is insufficient information available to enable the Corporation to 
directly account for the plan. Consequently, the plan has been accounted for as a defined contribution plan.  
Obligations for contributions to defined contribution pension plans are recognized as an employee benefit 
expense in net income when they are due. 
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued) 

i) Employee future benefits (Continued) 

ii) Other than pension  

The Corporation provides its retired employees with life insurance and medical benefits beyond those 
provided by government sponsored plans.  These benefits are provided through a group defined benefit 
plan.  The Corporation is the legal sponsor of the Plan.  There is a policy in place to allocate the net 
defined benefit cost to the entities participating in the group plan.  The allocation is based on the obligation 
attributable to the plan participants.  The Corporation has reflected its share of the defined benefit costs and 
related liabilities, as calculated by the actuary, in these financial statements. 

The Corporation’s net obligation in respect of defined benefit plans is calculated separately for each plan by 
estimating the amount of future benefit that employees have earned in return for their service in the current 
and prior periods; that benefit is discounted to determine its present value.  Any unrecognized past service 
costs are deducted.  The discount rate is the yield at the reporting date on AA credit-rated bonds that have 
maturity dates approximating the terms of the Group’s obligations and that are denominated in the same 
currency in which the benefits are expected to be paid. 

The cost of these benefits is expensed as earned by employees through employment service.  The accrued 
benefit obligations and the current service costs are actuarially determined by applying the projected unit 
credit method and reflect management’s best estimate of certain underlying assumptions.  Actuarial gains 
and losses arising from defined benefit plans are recognised immediately in other comprehensive income 
and reported in retained earnings.  When the benefits of a plan are improved, the portion of the increased 
benefit relating to past service by employees is recognized in net income on a straight-line basis over the 
average period until the benefits become vested.  In circumstances where the benefits vest immediately, 
the expense is recognized immediately in net income. 

j) Credit support for service delivery 

Credit support for service delivery represents cash deposits from electricity distribution customers as well as 
construction deposits. 

Deposits from electricity distribution customers are applied against any unpaid portion of individual customer 
accounts.  Customer deposits in excess of unpaid account balances are refundable to individual customers upon 
termination of their electricity distribution service.  Customer deposits are also refundable to residential electricity 
distribution customers demonstrating an acceptable level of credit risk, as determined by the Corporation. 

Certain customers and developers are required to contribute towards the capital cost of construction in order to 
provide ongoing service.  Cash contributions are initially recorded as credit support for service delivery; a current 
liability.  Once the distribution system asset is completed or modified as outlined in the terms of the contract, the 
contribution amount is transferred to deferred revenue. 
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued) 

k) Deferred revenue and assets transferred from customers 

Assets received as a capital contributions are initially recognized at fair value, with the corresponding value of 
capital contribution recognized as deferred revenue. 

Deferred revenue represents the Corporation's obligation to continue to provide customers access to the supply of 
electricity, and is amortized to income on a straight-line basis over the terms of the agreement with the customer 
or the economic useful life of the acquired or contributed asset, which represents the period of ongoing service to 
the customer. 

l) Revenue 

The Corporation is licensed by the OEB to distribute electricity.  As a licensed distributor, the Corporation is 
responsible for billing customers for electricity generated by third parties and the related costs of providing 
electricity service, such as transmission services and other services provided by third parties.  The Corporation 
is required, pursuant to regulation, to remit such amounts to these third parties, irrespective of whether the 
Corporation ultimately collects these amounts from customers.  The Corporation has determined that it is acting 
as a principal for electricity distribution and therefore has presented the electricity revenues on a gross basis.  

Revenue attributable to the delivery of electricity is based upon OEB-approved distribution tariff rates and includes 
the amounts billed to customers for electricity, including the cost of electricity supplied, distribution charges, and 
any other regulatory charges.  Revenue is recognized as electricity is delivered and consumed by customers.  
Electricity revenue is recorded on the basis of regular meter readings and estimates of customer usage since the 
last meter reading date to the end of the year.  Revenue is measured at the fair value of the consideration 
received or receivable, net of sales tax. 

Customer billings for debt retirement charges are recorded on a net basis as the Corporation is acting as an agent 
for this billing stream.  The Corporation may file to recover uncollected debt retirement charges from Ontario 
Electricity Financial Corporation (“OEFC”) once each year. 

Performance incentive payments under CDM programs are recognized by the Corporation when there is 
reasonable assurance that the program conditions have been satisfied and the incentive payments will be 
received. 

Water billing revenue is recorded net of the water revenue paid to the City of Hamilton and is recognized in the 
period the billing services are rendered. 

All other revenues are recorded on a gross basis and are recognized when services are rendered.  

m) Leased assets 

Leases in terms of which the Corporation assumes substantially all the risks and rewards of ownership are 
classified as finance leases.  Upon initial recognition the leased asset is measured at an amount equal to the 
lower of its fair value and the present value of the minimum lease payments.  Subsequent to initial recognition, 
the asset is accounted for in accordance with the accounting policy applicable to that asset.  

All other leases are classified as operating leases and the leased assets are not recognized on the Corporation’s 
balance sheet.  Payments made under operating leases are recognized in net income on a straight-line basis 
over the term of the lease. 
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued) 

n) Finance income and finance charges 

Finance income is recognized as it accrues in net income and comprises interest earned on cash and cash 
equivalents. 

Borrowing costs are calculated using the effective interest rate method and are recognized as an expense unless 
they are capitalized as part of the cost of qualifying assets.  Finance charges comprise interest expense on 
borrowings, credit support for service delivery, interest and penalties on income tax payments, and letter of credit 
and standby fees.  

o) Payments in lieu of income taxes 

The Corporation is currently exempt from taxes under the Income Tax Act (Canada) and the Ontario Corporations 
Tax Act (collectively the “Tax Acts”). 

Pursuant to the Electricity Act, 1998 (Ontario) (“EA”), and as a consequence of its exemption from income taxes 
under the Tax Acts, the Corporation is required to make payments in lieu of income taxes (“PILs”) to the OEFC.  
These payments are calculated in accordance with the Tax Acts. These amounts are applied to reduce certain 
debt obligations of the former Ontario Hydro continuing in OEFC. 

PILs comprises current and deferred payments in lieu of income tax.  PILs is recognized in income or loss 
except to the extent that it relates to items recognized directly in equity, in which case, it is recognized in equity. 

Current PILs is the expected tax payable on the taxable income for the year, using tax rates enacted or 
substantively enacted at the reporting date, and any adjustment to tax payable in respect of previous years. 

Deferred PILs is recognized using the balance sheet method.  Under this method, deferred PILs comprise the 
net tax effects of temporary differences between the tax basis of assets and liabilities and their respective carrying 
amounts for accounting purposes, as well as for tax losses available to be carried forward to future years that are 
likely to be realized.  Deferred PILs assets and liabilities are measured using enacted or substantively enacted 
tax rates, at the reporting date, expected to apply to taxable income in the years in which those temporary 
differences are expected to be recovered or settled.  The effect on deferred PILs assets and liabilities of a 
change in tax rates is recognized in income in the year that includes the date of enactment or substantive 
enactment.   

A deferred PILs asset is recognised to the extent that it is probable that future taxable income will be available 
against which the temporary difference can be utilized.  Deferred PILs assets are reviewed at each reporting 
date and are reduced to the extent that it is no longer probable that the related tax benefit will be realized. 

p) Set-off and reporting on a net basis 

Assets and liabilities and income and expenses are not offset and reported on a net basis unless required or 
permitted by IFRS.  Offsetting is permitted for financial assets and financial liabilities when, and only when, the 
Corporation has a legally enforceable right to set-off and intends either to settle on a net basis, or to realize the 
asset and settle the liability simultaneously. 
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued) 

q) Adopted changes in accounting policies 

The Corporation has adopted the following new and revised standards along with any consequential amendments 
effective January 1, 2013. These changes were made in accordance with the applicable transitional provisions. 

Presentation of Financial Statements – Other Comprehensive Income 

The International Accounting Standards Board (“IASB”) issued an amendment to IAS 1, Presentation of Financial 
Statements, to improve the consistency and clarity of the presentation of items of other comprehensive income.  
A requirement has been added to present items in other comprehensive income in an aggregated manner on the 
basis of whether they will or will not be subsequently reclassified to earnings in order to more clearly show the 
effects the items of other comprehensive income may have on future earnings.  The IAS 1 amendment is 
effective for annual periods beginning on or after July 1, 2012 and must be applied retrospectively.  As a result of 
the adoption of the IAS 1 amendment, the Corporation has modified its presentation of other comprehensive 
income in the accompanying consolidated financial statements. 

Consolidated Financial Statements 

The IASB issued a new standard, IFRS 10, Consolidated Financial Statements, which establishes the principles 
for the presentation and preparation of consolidated financial statements when an entity controls one or more 
other entities.  IFRS 10 establishes control as a basis for consolidation and defines the principle of control.  An 
investor controls an investee if the investor has power over, exposure or rights to, investee variable returns from 
its involvement with the investee and the ability to use its power over the investee to affect the amount of the 
investor’s returns.  IFRS 10 is effective for annual periods beginning on or after January 1, 2013 and must be 
applied retrospectively.  The adoption of IFRS 10 did not have an impact on the Corporation’s results of 
operations, financial position, and disclosures. 

Joint Arrangements 

The IASB issued a new standard, IFRS 11, Joint Arrangements, which establishes the principles for financial 
reporting by parties to a joint arrangement.  The standard defines a joint arrangement as an arrangement where 
two or more parties have joint control; with joint control being defined as the contractually agreed sharing of 
control where decisions about relevant activities require unanimous consent of the parties sharing control.  The 
standard classifies joint arrangements as joint operations or joint investments and the classification determines the 
accounting treatment.  IFRS 11 is effective for annual periods beginning on or after January 1, 2013 and must be 
applied retrospectively.  The adoption of IFRS 11 did not have an impact on the Corporation’s results of 
operations, financial position, and disclosures. 
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued) 

q) Adopted changes in accounting policies (Continued) 

Disclosures of Interests in Other Entities 

The IASB issued a new standard, IFRS 12, Disclosure of Interests in Other Entities, which integrates and provides 
consistent disclosure requirements for all interests in other entities such as subsidiaries, joint arrangements, 
associates and unconsolidated structured entities.  IFRS 12 is effective for annual periods beginning on or after 
January 1, 2013 and must be applied retrospectively.  The adoption of IFRS 12 did not have an impact on the 
Corporation’s results of operations, financial position, and disclosures. 

Fair Value Measurement 

The IASB issued a new standard, IFRS 13, Fair Value Measurement, which provides a standard definition of fair 
value, sets out a framework for measuring fair value, and provides for specific disclosures about fair value 
measurements.  IFRS 13 applies to all International Reporting Standards that require or permit fair value 
measurement or disclosures.  IFRS 13 defines fair value as the price what would be received to sell an asset or 
paid to transfer a liability in an orderly transaction between market participants at the measurement date.  IFRS 
13 is effective for annual periods beginning on or after January 1, 2013 and is to be applied prospectively.  The 
Corporation determined that the adoption of IFRS 13 had no impact on its results of operations and financial 
position.  

r) New standards and interpretations not yet adopted 

The Corporation is still evaluating the adoption of the following new and revised standards along with any 
subsequent amendments.  

Financial Instruments 

The IASB issued a new standard, IFRS 9, Financial Instruments, which will replace IAS 39, Financial Instruments:  
Recognition and Measurement.  The replacement of IAS 39 is a multi-phase project with the objective of 
improving and simplifying the reporting for financial instruments and the issuance of IFRS 9 is part of the first 
phase of this project.  IFRS 9 uses a single approach to determine whether a financial asset is measured at 
amortized cost or fair value, replacing the multiple rules in IAS 39.  The approach in IFRS 9 is based on how an 
entity manages its financial instruments in the context of its business model and the contractual cash flow 
characteristics of the financial assets.  The new standard also requires a single impairment method to be used, 
replacing the multiple impairment methods of IAS 39.  The standard also adds guidance on the classification and 
measurement of financial liabilities. IFRS 9 is effective for annual periods beginning on or after January 1, 2015 
and must be applied retrospectively.  The Corporation is assessing the impact of IFRS 9 on its results of 
operations, financial position, and disclosures. 
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued) 

r) New standards and interpretations not yet adopted (Continued) 

Financial Instruments – Asset and Liability Offsetting 

The IASB has issued an amendment to IAS 32, Financial Instruments: Presentation, which provides further 
guidance on the requirements for offsetting financial instruments.  The amendments to IAS 32 are effective for 
annual periods beginning on or after January 1, 2014 and must be applied retrospectively.  The Corporation is 
assessing the impact of the amendments to IAS 32 on its results of operations, financial position, and disclosures. 

4. CASH AND CASH EQUIVALENTS 

Cash and cash equivalents consist of overnight deposits in a Canadian chartered bank. 

5. INVENTORY 

During the fiscal year 2013, an amount of $55 (2012 - $97) was recorded as an expense for the write-down of 
obsolete or damaged inventory to net realizable value.  

The amount of inventory consumed by the Corporation and recognized as an expense during 2013 was $460 (2012 
- $507).  

6. PROPERTY, PLANT AND EQUIPMENT 

   Other    
  Land distribution  Construction 
  and system Other work-in- 
  buildings equipment PP&E progress Total 
 
Cost or deemed cost 
Balance at January 1, 2013 14,872 365,589 24,371 4,060 408,892 
Additions 6,400 33,735 2,928 1,297 44,360 
Disposals - (2,470) (102) - (2,572) 
Balance at December 31, 2013 21,272 396,854 27,197 5,357 450,680 
Balance at January 1, 2012 12,068 323,683 20,500 8,537 364,788 
Additions 2,804 43,625 4,179 (4,477) 46,131 
Disposals - (1,719) (308) - (2,027) 
Balance at December 31, 2012 14,872 365,589 24,371 4,060 408,892 
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6. PROPERTY, PLANT AND EQUIPMENT (Continued) 

   Other    
  Land distribution  Construction  
  and system Other  work-in-  
  buildings equipment PP&E progress Total 
 
Accumulated depreciation 
Balance at January 1, 2013 2,348 23,713 6,826 - 32,887 
  Depreciation charge  1,198 12,819 3,761 - 17,778 

Disposals - (334) (12) - (346) 
Balance at December 31, 2013 3,546 36,198 10,575 - 50,319 
Balance at January 1, 2012 1,302 11,733 3,141 - 16,176 
  Depreciation charge  1,046 12,058 3,757 - 16,861 

Disposals - (78) (72) - (150) 
Balance at December 31, 2012 2,348 23,713 6,826 - 32,887 
 
Carrying amount       
December 31, 2013 17,726 360,656 16,622 5,357 400,361 
December 31, 2012 12,524 341,876 17,545 4,060 376,005 

During the year, borrowing costs of $74 (2012 - $201) were capitalized as part of the cost of property, plant and 
equipment.  A capitalization rate of 3.42% (2012 – 5.90%) was used to determine the amount of borrowing costs to 
be capitalized. 

The net carrying amount of leased equipment is $656 (2012 - $820). 
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7. INTANGIBLE ASSETS 

  Capital contributions Computer  
  under CCRA software Total 
 
Cost or deemed cost 
Balance at January 1, 2013 10,000 6,466  16,466 
Other additions 2,420 2,532 4,952 
Balance at December 31, 2013    12,420 8,998 21,418 

Balance at January 1, 2012 - 5,624 5,624 
Other additions 10,000 842 10,842 
Balance at December 31, 2012 10,000 6,466 16,466 
 
Accumulated amortization 
Balance at January 1, 2013 - 3,608 3,608 
Amortization charge  733 1,710 2,443 
Balance at December 31, 2013    733 5,318  6,051 
 
Balance at January 1, 2012 - 1,925 1,925 
Amortization charge - 1,683 1,683 
Balance at December 31, 2012 - 3,608 3,608 
 
Carrying amounts  
At December 31, 2013 11,687 3,680 15,367 
At December 31, 2012   10,000 2,858 12,858 

8. GOODWILL 

Management has determined that the Corporation’s rate-regulated operations are one cash-generating unit.  As the 
goodwill relates to the rate-regulated operations, the goodwill was allocated to that cash-generating unit.  The 
Corporation performed an impairment test on December 31, 2013 based on the Corporation’s fair value less costs to 
sell.  Fair value less to costs to sell was determined using a multiple of rate base approach and was based on the 
following key assumptions: 

 The multiple of rate base approach is a valuation technique used in the industry for purchase and sale 
transactions.  A multiple is applied to rate base to determine the value of the utility. 

 The multiple of rate base is a key assumption in the determination of fair value less costs to sell.  Management 
utilized a range of multiples in the analysis to determine the recoverable amount of goodwill. 

 The multiple of rate base used ranged from 1.35 to 1.45. 

 Management obtained information regarding multiples used for recent purchase and sale transactions within the 
industry. 

 The fair value estimate is categorized as a Level 2 input. 

The recoverable amount of goodwill determined in the analysis was greater than the carrying value and no 
impairment was recorded. 
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9. PAYMENTS IN LIEU OF INCOME TAXES 

The provision for payments in lieu of income taxes recognized in income is as follows: 

    2013 2012 
Current PILs:  
 Current year 4,596 6,830  
Deferred PILs:  
 Origination and reversal of temporary differences 1,863 339  
Provision for payments in lieu of income taxes 6,459 7,169  

Reconciliation of effective tax rate 

PILs varies from amounts which would be computed by applying the Corporation’s combined statutory income tax rate 
as follows: 

  2013 2012 
 

Basic rate applied to income before payments in lieu of income tax 26.50% 26.50%
  

Increase (decrease) in PILs resulting from: 
Change in tax rates -     (2.71%) 
Items not deductible for tax purposes and other 0.52% (2.18%) 
Effective rate applied to income before payments in lieu of income tax  27.02% 21.61% 

Deferred payments in lieu of income tax balances 

Significant components of the Corporation’s deferred payments in lieu of income tax balances are as follows: 

  2013 2012 
 

Deferred PILs assets: 
  Property, plant and equipment, and intangibles  6,810 9,933   
 Employee benefits  7,129 7,559   
 Obligation under capital cost recovery agreement  2,650 2,650   
Deferred PILs liabilities: 

Bond issuance costs  (58) - 
Regulatory assets and liabilities  (2,585) (3,866)   

Net deferred PILs assets  13,946 16,276  
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10. CREDIT SUPPORT FOR SERVICE DELIVERY 

Credit support for service delivery represents cash deposits from electricity distribution customers and retailers, as well 
as construction deposits.  These customer deposits bear interest at Canada’s Prime Business rate less 2%, which is 
1% per annum as of December 31, 2013. 

Deposits from electricity distribution customers are refundable to customers demonstrating an acceptable level of credit 
risk as determined by the Corporation in compliance with policies set by the OEB or upon termination of their electricity 
distribution service. 

Construction deposits represent cash prepayments for the estimated cost of capital projects recoverable from 
customers and developers.  Upon completion of the capital project, these deposits are transferred to deferred 
revenue. 

  2013 2012 
 
Customer deposits  13,376 13,740   
Construction deposits  7,591 8,524   
Total credit support for service delivery   20,967 22,264  

11. LONG TERM BORROWINGS 

Long term borrowings comprise notes payable and finance lease liability. 

  2013 2012 

Promissory note payable to Horizon Holdings 
bearing interest at 4.89% and due July 21, 2020  40,000 40,000   
Promissory note payable to Horizon Holdings 
bearing interest at 3.033% and due July 25, 2022  150,000 150,000   
Finance lease liability  546 823 
Transaction costs on promissory note payable to Horizon Holdings 
bearing interest at 3.033% and due July 25, 2022  (857) (857) 
Net long-term borrowings  189,689 189,966   
Accreted interest  124 53 

Total long-term borrowings    189,813  190,019 

Current    255  255   
Non-current    189,558  189,764   
    189,813  190,019   
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11. LONG TERM BORROWINGS (Continued) 

Long-term borrowings comprise two promissory notes payable to Horizon Holdings Inc:  

i. $40,000 (2012 - $40,000) bearing interest at 4.89% per annum which is payable semi-annually on January 21 and 
July 21.  The promissory note is unsecured and matures on July 21, 2020.   

ii. $150,000 (2012 - $150,000) bearing interest at 3.033% per annum which is payable semi-annually on January 25 
and July 25.  The promissory note is unsecured and matures on July 25, 2022. 

The Corporation paid interest in respect of the promissory notes payable to Horizon Holdings of $6,506 (2012 - $9,965) 
during the year. 

Finance lease liability is payable as follows: 

     Present 
   Future   value of 
   minimum   minimum 

  payments Interest payments 
Less than one year  255 1  254 
Greater than one year  292 1 291 
Total 547 2 545 

12. OBLIGATION UNDER CAPITAL COST RECOVERY AGREEMENTS 

The Corporation is party to connection and cost recovery agreements (“CCRA(s)”) with Hydro One Networks Inc. 
(“HONI”).  Such agreements provide for the construction by HONI of transformer stations (“TS(s)”) to the distribution 
system for the purpose of serving the Corporation’s customers, including anticipated electricity load growth. 

Under the CCRAs, the Corporation is required to provide HONI with an initial capital contribution (“Initial Capital 
Contribution”) based on the difference (the “Difference”) between the total capital cost of constructing the TS and a 
projection of transformation revenue (“HONI Revenue”) earned on the conveyance of electricity through such TS.  
The Difference represents a contingent debt obligation of the Corporation based on the extent that historical actual and 
forecast HONI Revenue through the CCRA term is less than the amount of HONI revenue projected as a basis for the 
determination of the Initial Capital Contribution.  Conversely, the Corporation is entitled to a rebate of the Initial 
Capital Contribution based on the extent that historical actual and forecast HONI Revenue through the CCRA term is 
greater than the amount of HONI revenue projected as a basis for the determination of the Initial Capital Contribution. 

Based on a review of two CCRAs with HONI for TS facilities constructed in 2003, the Corporation estimates a shortfall 
to HONI for TS Revenue relative to that projected as bases for the determination of respective Initial Capital 
Contributions.  As a result of such a shortfall and based on the terms of the CCRAs, the Corporation recorded 
Obligations Under Capital Cost Recovery Agreements and a corresponding intangible asset of $10,000 as at 
December 31, 2012.  The Corporation expects to be presented with a request for settlement from HONI in 2014; with 
the final amount of such and related payment terms to be arranged at that time, as may be negotiated between HONI 
and the Corporation. 

In general terms, investments in regulated electricity distribution assets are recoverable from ratepayers in future rate 
applications based on the rate-making policies of the OEB.  
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13. EMPLOYEE FUTURE BENEFITS 

The Corporation provides certain unfunded health, dental and life insurance benefits on behalf of its retired 
employees.  These benefits are provided through a group defined benefit plan.  There is a policy in place to 
allocate the net defined benefit cost to the entities participating in the group plan.  The allocation is based on the 
obligation attributable to the plan participants. The Corporation has reported its share of the defined benefit costs 
and related liabilities, as calculated by the actuary, in these financial statements.  The accrued benefit liability and 
the expense for the years ended December 31, 2013 and 2012 were based on results and assumptions determined 
by actuarial valuation as at December 31, 2011.   

Information about the group unfunded defined benefit plan as a whole and changes in the present value of the 
unfunded defined benefit obligation and the accrued benefit liability are as follows: 

Entire Plan 

  2013 2012 
 
Defined benefit obligation, beginning of year  23,945  21,745   
Current service cost 1,534 1,459  
Benefits paid during the year (1,085) (1,128)  
Actuarial (gains) losses recognized in other 

comprehensive income  (1,772) 1,869  
Defined benefit obligation, end of year  22,622  23,945   

Corporation 

  2013 2012 
 
Defined benefit obligation, beginning of year  23,859 21,666  
Current service cost 1,531 1,456  
Benefits paid during the year (1,076) (1,128)  
Actuarial (gains) losses recognized in other 

comprehensive income  (1,764) 1,865  
Defined benefit obligation, end of year  22,550 23,859  
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13. EMPLOYEE FUTURE BENEFITS (Continued) 

The main actuarial assumptions underlying the valuation are as follows: 

a) General inflation 

The health care cost trend for prescription drugs is estimated to increase at a declining rate from 6% to 4% over 
four years.  Other medical and dental expenses are assumed to increase at 4% per year. 

The approximate effect on the accrued benefit obligation (“ABO”) and the estimated net benefit expense if the 
health care trend rate assumption was increased or decreased by 1% is as follows:  

 Period Benefit Cost 
  ABO 

1% increase in health care trend rate 285 3,527 
1% decrease in health care trend rate (218) (2,786) 

b) Interest (discount) rate 

The obligations at the period end and the present value of future liabilities were determined using a discount 
rate of 4.85% (2012 – 4.0%) representing an estimate of the yield on high quality corporate bonds as at the 
valuation date. 

c) Salary levels  

Future general salary and wage levels were assumed to increase at 3% (2012 – 3%) per year. 

Historical information 

Amounts for the current and previous year, for the entire plan, are as follows:  

 2013 2012 
Defined benefit obligation 22,622 23,945  
Experience adjustments (1,772) 1,869  

14. PENSION PLAN 

The Corporation provides a pension plan for its employees through OMERS.  The plan is a multi-employer, 
contributory defined benefit pension plan with equal contributions by the employer and its employees.  In 2013, the 
Corporation made employer contributions of $3,660 to OMERS (2012 - $3,153). The Corporation’s net benefit expense 
has been allocated as follows:  

i. $750 (2012 - $556) capitalized as part of PP&E; and 

ii. $2,910 (2012 - $2,597 charged to net income. 

The Corporation estimates a contribution of $4,046 to OMERS during the next fiscal year.  
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15. SHARE CAPITAL 

   2013 2012 
 

Authorized: 
 Unlimited Class 1 Common shares 
 Unlimited Class A Common shares 
Issued: 
 7,890 Class 1 Common shares  91,133 91,133 
 2,110 Class A Common shares  32,460 32,460 
    123,593 123,593 

Dividends 

The holders of the common shares are entitled to receive dividends as declared from time to time. 

The Corporation paid aggregate dividends in the year on common shares of $1.356 per share (2012 – $0.9918), which 
amount to total dividends paid in the year of $13,556 (2012 - $9,918). 

16. DISTRIBUTION REVENUE 

 2013 2012 
 

Gross customer billings 593,473 559,778  
Less pass through charges billed by the Corporation: 

Electricity charges paid through to generators (400,504) (366,181)  
Transmission and miscellaneous charges (61,900) (64,634)  
Market service charges (28,800) (31,778)  

Distribution revenue 102,269 97,185  

17. OTHER INCOME FROM OPERATIONS 

   2013 2012 
 
Water and waste water billing and customer charges 4,454 4,192 
Pole and other rental income 1,800 1,223 
Collection and other service charges 1,450 1,651 
Solar PV revenue   967 35 
Late payment charges 842 876 
Miscellaneous 751 444 
Scrap sales 368 545 
CDM revenue and performance incentives 312 1,595 
Management and other support services 224 239 
Other income from operations 11,168 10,800 
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18. FINANCE INCOME AND CHARGES 

 2013 2012 
 
Interest income on bank deposits 374 279 
Finance income 374 279   
Interest expense – Intercompany (6,505) (8,555)   
Interest expense (454) (404)   
Finance charges (6,959) (8,959)   
Net finance charges recognized in net income and comprehensive income (6,585) (8,680)   

19. CASH FLOW INFORMATION 

The net change in other assets and liabilities comprises: 

 2013 2012 
 
Accounts receivable (2,975) (942) 
Accounts receivable under common control 64 - 
Inventory (648) 643  
Other assets (3,196) (331)  
Accounts payable and accrued liabilities 8,297 1,009  
Accounts payable to corporations under common control 1,566 (2,142)  
  3,108 (1,763)  

20. RELATED PARTY TRANSACTIONS 

a) Parent and ultimate controlling party 

The parent of the Corporation is HHI.  The ultimate parent of the Corporation is HUC; with an effective and 
indirect 78.9% interest in the share capital of the Corporation.  The ultimate controlling party (sole 
shareholder of the ultimate parent) is the City of Hamilton, which wholly owns HUC.  The City of Hamilton 
produces financial statements that are available for public use. 

b) Entity with significant influence 

The City of St. Catharines exercises significant influence over the Corporation through its indirect 21.1% 
ownership interest in the Corporation’s parent HHI. 
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20. RELATED PARTY TRANSACTIONS (Continued) 

c) Key management personnel 

The key management personnel of the Corporation has been defined as members of its executive management 
team.   

Key management compensation: 

 2013 2012 
Salaries and other short-term benefits 1,495 1,693  
Bonuses 389 426  
Employee future benefits 22 19  
Other long-term benefits 476 239  
  2,382 2,377  

The Corporation provides utility services to certain key management personnel.  All energy charges of the 
Corporation to key management personnel were at prices and under terms approved by the OEB.  

d) Transactions with parent 

During the year the Corporation paid management and business development services to HHI in the amount of 
$1,137 (2012 - $1,073).   

e) Transactions with entity with significant influence 

In the ordinary course of business, the Corporation delivers electricity to the City of St. Catharines.  Electricity is 
billed to the City of St. Catharines at prices and under terms approved by the OEB. 

f) Transactions with shareholder of ultimate parent 

In the ordinary course of business, the Corporation delivers electricity to the City of Hamilton.  Electricity is billed 
to the City of Hamilton at prices and under terms approved by the OEB.   

The Corporation also provides certain water and waste water billing and customer care services to the City of 
Hamilton.  Other revenue includes $4,130 (2012 - $3,891) earned with respect to these services.  Accounts 
payable and accrued liabilities includes $12,141 (2012 - $10,085) owing to the City of Hamilton for amounts 
collected on behalf of the City of Hamilton.  

g) Transactions with corporations under common control of the ultimate parent 

Corporations under common control include all entities controlled by HUC.  

The Corporation provides certain management, billing and administrative services to HUC, Hamilton Hydro 
Services Inc., and Horizon Energy Solutions Inc.; all corporations under common control.  Other revenue 
includes $152 (2012 - $167) earned with respect to these agreements. 
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20. RELATED PARTY TRANSACTIONS (Continued) 

h) Shareholder loans  

Pursuant to a Credit Agreement dated June 30, 2013, HHI has made available a revolving line of credit up to 
$95,000 to finance general corporate requirements, capital investments, working capital requirements, and 
prudential obligations.  The Credit Agreement matures on June 30, 2016.  Interest rates payable on the Credit 
Agreement are based on Horizon Holdings’ borrowing rate, as determined with reference to Horizon Holdings’ 
debt rating and interest is payable monthly by the 15th day of the following month. 

Pursuant to a Credit Agreement dated June 30, 2013, the Corporation has made available a revolving line of 
credit up to $5,000 to Solar Sunbelt GP to finance general corporate requirements, working capital requirements, 
and capital investments.  The Credit Agreement matures on June 30, 2016.  Interest rates receivable on the 
Credit Agreement are based on the Corporation’s borrowing rate and interest is payable monthly by the 15th day 
of the following month.   

21. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT 

Fair value disclosure 

The carrying values of cash and cash equivalents, accounts receivable, and accounts payable and accrued liabilities 
approximate respective fair values because of the short maturity of these instruments.  The carrying value of the 
credit support for service delivery approximates fair value because the amounts are payable on demand.  

The fair value of the promissory note from the parent company is $187,122. The fair value is calculated based on the 
present value of future principal and interest cash flows, discounted at the current rate of interest at the reporting 
date. 

Financial risks 

The Corporation understands the risks inherent in its business and defines them broadly as anything that could 
impact its ability to achieve its strategic objectives.  The Corporation’s exposure to a variety of risks such as credit 
risk, interest rate risk, and liquidity risk, as well as related mitigation strategies, are discussed below.  However, the 
risks described below are not exhaustive of all the risks nor will the mitigation strategies eliminate the Corporation’s 
exposure to all risks listed.  

i) Credit risk 

Financial assets carry credit risk that a counter-party will fail to discharge an obligation which would result in a 
financial loss. Financial assets held by the Corporation, such as cash and cash equivalents and accounts 
receivable, expose it to credit risk.  The Corporation earns its revenue from a broad base of customers located in 
the City of Hamilton and the City of St. Catharines.  One customer, the City of Hamilton, accounts for 2.88% 
(2012 – 2.89%) of revenue.  No other single customer in either year would account for revenue in excess of 1% 
of the respective reported balances.   
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21. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (Continued) 

Financial risks (Continued) 

i)  Credit risk (Continued) 

The carrying amount of accounts receivable is reduced through the use of an allowance for impairment and the 
amount of the related impairment loss is recognized in net income.  Subsequent recoveries of receivables 
previously recorded as impaired are credited to net income.  The balance of the allowance for impairment as at 
December 31, 2013 is $1,750 (2012 - $1,900).  An impairment loss of $872 was recognized during the year 
(2012 - $1,569).  

The Corporation’s credit risk associated with accounts receivable is primarily related to payments from 
distribution customers. At December 31, 2013, approximately $442 is considered 60 days past due. Horizon 
Utilities has approximately 240,000 customers; the majority of which are residential.  Credit risk is managed 
through collection of security deposits from customers in accordance with directions provided by the OEB.  As 
at December 31, 2013, Horizon Utilities holds security deposits from electricity distribution customers in the 
amount of $13,376 (2012 - $13,740). 

ii)  Market risk 

Market risk primarily refers to the risk of loss that results from changes in commodity prices, foreign exchange 
rates, and interest rates.  The Corporation currently does not have commodity or foreign exchange risk.  The 
Corporation is exposed to fluctuations in interest rates as the regulated rate of return for the Corporation’s 
distribution business is derived using a complex formulaic approach which is in part based on the forecast for 
long-term Government of Canada bond yields.  This rate of return is approved by the OEB as part of the 
approval of distribution rates during the cost of service rate application process.  A decrease in the forecasted 
long-term Government of Canada bond yield used in determining the Corporation’s rate of return would reduce 
the Distribution business results of operations at the next cost of service rate filing if the bond yield reduction 
continued to that time.  A current reduction in bond yields would not have an impact on the Distribution 
business results of operations in the current or intervening years between cost of service rate applications. 

iii)  Liquidity risk  

The Corporation monitors its liquidity risk to ensure access to sufficient funds to meet operational and investing 
requirements.  The Corporation’s objective is to ensure that sufficient liquidity is on hand to meet obligations as 
they fall due while minimizing interest exposure.  The Corporation has access to $95,000 line of credit and 
monitors cash balances to ensure that sufficient levels of liquidity are on hand to meet financial commitments as 
they come due. 

The majority of accounts payable, as reported on the balance sheet, are due within 60 days. 
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21. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (Continued) 

Financial risks (Continued) 

iv) Capital disclosures  

The main objectives of the Corporation when managing financial capital include:  

 ensuring ongoing cost effective access to such to provide adequate investment in support of its regulated 
electricity distribution and other businesses; 

 compliance with covenants within its financial instruments; 

 prudently manage its capital structure, with regard for maintaining a high level of creditworthiness; 

 recover financing charges permitted by the OEB on its regulated electricity distribution business; and 

 deliver reasonable returns on the investments of its shareholders.   

The Corporation’s definition of capital includes: shareholder’s equity; indebtedness under existing credit facilities; 
and long-term borrowings, which includes the current portion of long-term borrowings.   

The OEB regulates the amount of interest on debt and MARE that may be recovered by the Corporation, through 
its electricity distribution rates, in respect of its regulated electricity distribution business.  The OEB permits such 
recoveries on the basis of a deemed capital structure represented by 60% debt and 40% equity.  The actual 
capital structure for the Corporation may differ from the OEB deemed structure. 

The Corporation has customary covenants typically associated with long-term borrowings.  The Corporation is in 
compliance with all credit agreement covenants and limitations associated with its long-term borrowings.  

22. COMMITMENTS AND CONTINGENCIES  

Commitments 

Contractual Obligations 

Master Customer Demand Management (“CDM”) Agreement 

On February 1, 2011, the Corporation entered into a Master CDM Agreement (“CDM Agreement”) with the Ontario 
Power Authority (“OPA”) for the period January 1, 2011 to December 31, 2014.  The CDM Agreement provides terms 
under which the Corporation may engage the OPA to design and pay for Province-wide CDM programs in support of 
the Corporation meeting its CDM targets (Note 2). 

Subject to the terms of the CDM Agreement, all OPA CDM program costs are paid by the OPA.  The Corporation 
effectively acts as a delivery agent for those programs that it participates in under the CDM Agreement.   

The Corporation estimates that its total cost of OPA CDM program participation over the four year period will be 
approximately $57,000, of which approximately $11,700 represents administration costs of the Corporation for program 
delivery.  The Corporation will be entitled to receive, in semi-annual installments each January and July, 
reimbursements of its estimated administration costs associated with each program.  Any administration costs 
incurred by the Corporation in excess of the pre-approved estimate would not be recoverable.  All other program 
costs incurred by the Corporation, (such as customer incentives and goods and services delivered under the programs) 
are recoverable from the OPA on an invoiced basis in accordance with the CDM Agreement. 
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22. COMMITMENTS AND CONTINGENCIES (Continued) 

Contingencies 

General 

From time to time, the Corporation is involved in various litigation matters arising in the ordinary course of its business.  
The Corporation has no reason to believe that the disposition of any such current matter could reasonably be expected 
to have a materially adverse impact on the Corporation's financial position, results of operations or its ability to carry on 
any of its business activities. 

General Liability Insurance 

The Corporation is a member of the Municipal Electric Association Reciprocal Insurance Exchange (MEARIE).  
MEARIE is a pooling of public liability insurance risks of many of the LDCs in Ontario.  All members of the pool are 
subjected to assessment for losses experienced by the pool, for the years in which they were members, on a pro-rata 
basis based on the total of their respective service revenues.  It is anticipated that should such an assessment occur it 
would be funded over a period of up to 5 years.  As at December 31, 2013, no assessments have been made. 
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INDEPENDENT AUDITORS' REPORT 

To the Shareholder of Horizon Utilities Corporation 

We have audited the accompanying consolidated financial statements of Horizon Utilities 
Corporation, which comprise the consolidated statement of financial position as at December 31, 
2014, the consolidated statements of income and comprehensive income, changes in equity and 
cash flows for the year then ended, and notes, comprising a summary of significant accounting 
policies and other explanatory information. 

Management’s Responsibility for the Consolidated Financial Statements 

Management is responsible for the preparation and fair presentation of these consolidated financial 
statements in accordance with International Financial Reporting Standards, 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 our 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, we 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 we 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 
consolidated financial position of Horizon Utilities Corporation as at December 31, 2014 and its 
consolidated financial performance and its consolidated cash flows for the year then ended in 
accordance with International Financial Reporting Standards. 

 

Chartered Professional Accountants, Licensed Public Accountants 

Hamilton, Canada 

February 26, 2015 
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Note 2014 2013
Assets
Current assets
Cash and cash equivalents 4 126 23,424
Accounts receivable 98,223 96,492
Accounts receivable from corporations under common control 188 282
Inventory 5 7,355 6,261
Other assets 3,127 5,991

109,019 132,450
Non-current assets
Property, plant and equipment 6 418,937 400,361
Intangible assets 7 17,675 15,367
Goodwill 8 18,923 18,923
Deferred payments in lieu of income taxes 9 18,077 13,946

473,612 448,597
Total assets 582,631 581,047
Liabilities
Current liabilities
Accounts payable and accrued liabilities 67,968 61,632
Accounts payable to corporations under common control 20 16,330 14,931
Current portion of long term borrowings 11 294 255
Credit support for service delivery 10 18,145 20,967
Reimbursements from Ontario Power Authority 22 2,037 3,672

104,774 101,457
Non-current liabilities
Long term borrowings 11 189,352 189,558
Obligations under capital cost recovery agreements 12 10,000 10,000
Employee future benefits 13 29,430 22,550
Deferred revenue 25,401 19,920

254,183 242,028
Total liabilities 358,957 343,485
Shareholders' equity
Share capital 15 123,593 123,593
Contributed surplus 15,218 15,218
Accumulated other comprehensive loss (6,712) (2,030)
Retained earnings 91,575 100,781
Total shareholders' equity 223,674 237,562
Total liabilities and shareholders' equity 582,631 581,047

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

On behalf of the Board:

________________________________________ _______________________________________
Director  Director
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Note 2014 2013

Sale of energy 519,225 491,204
Distribution revenue 16 97,381 102,269
Other income from operations 17 12,300 11,168
Total revenues 628,906 604,641

Expenses:
Cost of power purchased 528,328 492,006
Operating expenses 64,871 60,225
Depreciation and amortization 21,246 20,221

614,445 572,452
Income from operating activities 14,461 32,189

Loss on sale and disposal of plant, property and equipment (1,498) (1,707)
Finance income 18 112 374
Finance charges 18 (7,097) (6,959)
Income before payments in lieu of income taxes 5,978 23,897
Provision for payments in lieu of income taxes 9 1,838 6,459
Net income 4,140 17,438
Items that will not be reclassified to net income, net of tax
Remeasurements of the future employee net benefit liability (4,682) 1,297
Other comprehensive (loss) income (4,682) 1,297
Total comprehensive (loss) income, net of tax (542) 18,735

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

Contributed
surplus

Retained
earnings

Accumulated
other

comprehensive
(loss) income Total

Balance at January 1, 2014 123,593 15,218 100,781 (2,030) 237,562
Net income — — 4,140 — 4,140
Other comprehensive (loss) — — — (4,682) (4,682)
Dividends — — (13,346) — (13,346)
Balance at December 31, 2014 123,593 15,218 91,575 (6,712) 223,674
Balance at January 1, 2013 123,593 15,218 96,899 (3,327) 232,383
Net income — — 17,438 — 17,438
Other comprehensive income — — — 1,297 1,297
Dividends — — (13,556) — (13,556)
Balance at December 31, 2013 123,593 15,218 100,781 (2,030) 237,562

The accompanying notes are an integral part of these consolidated financial statements.
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Note 2014 2013

OPERATING ACTIVITIES
Net income 4,140 17,438
Adjustments to reconcile net income to cash provided by (used in) operations:

Depreciation and amortization 6,7 21,246 20,221
Loss on sale and disposal of plant, property and equipment 1,498 1,707
Provisions for payments in lieu of income taxes 9 4,282 4,596
Deferred payments in lieu of income taxes 9 (2,444) 1,863
Amortization of deferred revenue (631) (428)
Finance income (112) (374)
Finance charges 7,097 6,959
Change in employee future benefits 510 (12)
Change in other assets and liabilities 19 5,687 3,108

41,273 55,078
Finance charges paid (7,228) (7,023)
Finance charges received 90 350
Payments in lieu of income taxes paid (1,822) (6,896)
Cash from operating activities 32,313 41,509

INVESTING ACTIVITIES
Acquisitions of property, plant, equipment and intangible assets (43,849) (49,312)
Proceeds from sale of plant, property and equipment 221 519
Cash used in investing activities (43,628) (48,793)

FINANCING ACTIVITIES
Reductions of credit support for service delivery (2,822) (1,297)
Reductions of reimbursements from Ontario Power Authority (1,635) (704)
Contributions received from customers 6,112 6,606
Finance lease payments (292) (278)
Dividends paid (13,346) (13,556)
Cash used in financing activities (11,983) (9,229)

Decrease in cash and cash equivalents (23,298) (16,513)
Cash and cash equivalents, beginning of year 23,424 39,937
Cash and cash equivalents, end of year 126 23,424

The accompanying notes are an integral part of these consolidated financial statements.
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1. REPORTING ENTITY

Horizon Utilities Corporation (the "Corporation") is one of Ontario’s largest municipally owned electricity distribution 
companies, delivering electricity and  related  utility  services  to  more  than  242,000  residential and commercial  
customers  in  Hamilton  and  St. Catharines. The address of the Corporation’s registered office is 55 John Street North, 
Hamilton, Ontario, Canada.

The Corporation also has a 99.99% ownership interest in Solar Sunbelt General Partnership (“Solar Sunbelt GP”), which 
has been established to undertake a solar generation business.    The Corporation is also the managing partner of Solar 
Sunbelt GP.

The Corporation is 100% owned by Horizon Holdings Inc. (“HHI”).    HHI is 78.9% owned by Hamilton Utilities Corporation 
(“HUC”) and 21.1% owned by St. Catharines Hydro Inc. (“SCHI”).

2. BASIS OF PREPARATION

a. Statement of Compliance

The Corporation's financial statements have been prepared in accordance with International Financial Reporting 
Standards ("IFRS").

b. Approval of the financial statements

The financial statements were approved by the Board of Directors on February 26, 2015.

c. Basis of measurement

The financial statements have been prepared on the historical cost basis, unless otherwise stated.

d. Functional and presentation currency

These financial statements are presented in Canadian dollars, which is the Corporation's functional currency.  All financial 
information presented in Canadian dollars has been rounded to the nearest thousand.

e. Use of estimates and judgements

The preparation of financial statements in conformity with IFRS requires management to make judgements, estimates 
and assumptions that affect the application of accounting policies and the reported amounts of assets, liabilities, income, 
and expenses, and disclosure of contingent assets and liabilities.  Actual results may differ from those estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis.  Revisions to accounting estimates are 
recognized in the year in which the estimates are revised and in any future periods affected.

In particular, information about significant areas of estimation uncertainty in applying accounting policies that have the 
most significant effect on the amounts recognized in these financial statements is included in the following notes:

(i) Note 6 - Property, plant and equipment: estimation of useful lives

(ii) Note 7 - Intangible assets: estimation of useful lives

(iii) Note 8 - Goodwill: key assumptions underlying recoverable amount for goodwill impairment testing

(iv) Note 13 - Employee future benefits: key actuarial assumptions
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2. BASIS OF PREPARATION (Continued)

e. Use of estimates and judgements (Continued)

Information about judgements made in applying accounting policies that have the most significant effects on the amounts 
recognized in the consolidated financial statements is included in the following notes:

(i) Note 3 - Revenue: whether the Corporation is a principal or agent for sale of energy

(ii) Note 11 - Long term borrowings: lease classification

(iii) Note 22 - Commitments and Contingencies: whether a contingency is a liability

f. Regulation

The Corporation is regulated by the Ontario Energy Board (“OEB”).    In its capacity to approve or set rates, the OEB 
has the authority to specify regulatory accounting treatments that differ from IFRS.    The OEB’s regulatory accounting 
treatments require the recognition of regulatory assets and liabilities which do not meet the definition of an asset or 
liability under IFRS and, as a result, these regulatory assets and liabilities have not been recorded in these IFRS financial 
statements.

The Ontario Energy Board Act, 1998 (Ontario) (“OEBA”) conferred on the OEB powers and responsibilities to regulate 
the electricity industry in Ontario.    These powers and responsibilities include: approving or fixing rates for the 
transmission and distribution of electricity; providing continued rate protection for rural and remote residential electricity 
consumers; and ensuring that distribution companies fulfill obligations to connect and service customers.   The OEB 
may also prescribe license requirements and conditions of service to local distribution companies (“LDCs”), such as 
the Corporation, which may include, among other things: record keeping; regulatory accounting principles; separation 
of accounts for distinct business; and filing and process requirements for rate setting purposes.

Rate setting

The electricity distribution rates and other regulated charges of the Corporation are determined in a manner that provides 
shareholders with opportunity to earn a regulated Maximum Allowable Return on Equity (‘MARE”) on the amount of 
shareholder’s equity supporting the business of electricity distribution, which is also determined by regulation.

Rate Applications

The  OEB  regulates  the  electricity  distribution  rates  charged  by  LDCs,  such  as  Horizon  Utilities through periodic 
rate applications to the OEB and its ongoing monitoring and reporting requirements.  At present, LDCs may apply to 
the OEB for electricity distribution rates under options specified in its Report of the Board - A Renewed Regulatory 
Framework for Electricity Distributors:    A Performance-Based Approach (“RRFE”).  The three rate-setting methods 
available to LDCs under the RRFE are:  4th Generation Incentive Rate-setting (“4GIRM”); Custom Incentive Rate-
setting; or Annual Incentive Rate-setting Index. 

On August 15, 2013, Horizon Utilities applied to the OEB for an IRM adjustment to rates effective January 1, 2014.  
Annual IRM adjustments to LDC rates are principally formulaic in nature and, under the former 3rd Generation Incentive 
Rate-setting mechanism of the OEB (“3GIRM”), were based on an inflationary factor determined with reference to the 
annual change in the Gross Domestic Product Inflationary Price Index for Final Domestic Demand (“GDP IPI-FDD”) 
net of a productivity factor and a “Stretch Factor” determined by the relative efficiency of an LDC. 

On November 21, 2013, the OEB issued its Report of the Board on Rate Setting Parameters and Benchmarking under 
the RRFE support of incentive rate setting in Ontario effective for 2014.  Annual IRM adjustments under 4GIRM are 
comprised of an inflationary factor net of a productivity and stretch factor.  The inflationary factor under 4GIRM is 
computed as 70% of a non-labour sub-index comprised of the GDP IPI-FDD and a labour sub-index of 30% of the 
average weekly earnings for workers in Ontario. 
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2. BASIS OF PREPARATION (Continued)

f. Regulation (Continued)

Rate setting (Continued)

On December 5, 2013, the OEB approved an electricity distribution rate adjustment for the Corporation of 1.55%, 
effective January 1, 2014 to December 31, 2014.  The OEB also approved the disposition of an aggregate net regulatory 
liabilities balance to customers of $10,400 over a one year period. 

On April 16, 2014, Horizon Utilities submitted its 2015 Custom IR application to the OEB to adjust the electricity distribution 
rates charged to customers in each of the years 2015 to 2019 inclusive.  As part of the application, Horizon Utilities 
submitted a Distribution System Plan providing for the modernization, expansion and maintenance of the distribution 
system.

On December 11, 2014, the OEB issued its Decision and Order on this application.  Based on the Decision and Order, 
the resulting change to the distribution portion of the bill for a typical residential customer consuming 800 kWh per 
month will be, approximately: 5.40% increase in 2015; 3.73% increase in 2016; 0.79% increase in 2017; (0.03%) 
decrease in 2018; and 2.35% increase in 2019.  Management expects that the resulting increases to its revenues 
resulting from this Decision and Order will support sustainable investment and maintenance of the distribution system 
through the effective period of this application from 2015 to 2019.

Select Energy Policies and Regulation Affecting the Corporation 

New 2015-2020 Conservation and Demand Management Framework 

On March 26, 2014, the Minister of Energy issued a Directive to the OEB to amend the licences of electricity distributors 
with new requirements to: deliver Conservation and Demand Management (“CDM”) programs available to customers 
that are designed to achieve energy reductions; meet CDM requirements through either OPA programs, LDC programs, 
or a combination of the two; and make the results of local programs available to other distributors on request.  The 
coordination and integration of CDM and Demand Side Management (“DSM”) activities is intended to achieve energy 
efficiencies and deliver convenient integrated programs for electricity and natural gas customers. The OEB issued the 
amendments to the licenses on December 18, 2014. 

On March 31, 2014, the Minister of Energy issued a Directive to the OPA to coordinate, support and fund the delivery 
of CDM programs through electricity distributors to achieve a total of 7 Terawatt Hours ("TWh") of reductions in electricity 
consumption between January 1, 2015 and December 31, 2020.  The OPA will allocate the 7 TWh of reductions in 
electricity consumption among distributors.  

On October 23, 2014, the Minister of Energy issued an amended Directive to the OPA, providing further direction 
regarding performance incentives for distributors based on efficiency and effectiveness measures corresponding to 
their delivery of the CDM programs.

Prior 2011 to 2014 Conservation and Demand Management Framework  

On November 12, 2010, the OEB amended LDC licenses to include requirements for achieving certain CDM targets 
over a four year period commencing January 1, 2011.  The Corporation’s CDM targets included a demand reduction 
target of 60.36 megawatts (“MW”), and a consumption reduction target of 281.42 gigawatt-hours (“GWh”). 

On December 17, 2014 the OEB issued a letter which clearly specifies that the OEB will not take compliance actions 
against (i) distributors who do not reach 100% of their energy targets if they reach at least 80% of the energy targets, 
or (ii) distributors who do not meet their peak demand targets for the previous CDM framework in effect from January 
1, 2011 to December 31, 2014.  Horizon Utilities expects to reach over 98% of its energy target and over 81% of its 
peak demand target. 
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2. BASIS OF PREPARATION (Continued)

f. Regulation (Continued)

Select Energy Policies and Regulation Affecting the Corporation (Continued)

Ontario Premier’s Advisory Council on Government Assets 

On November 13, 2014, the Ontario Premier’s Advisory Council on Government Assets (“the Council”) released Retain 
& Gain: Making Ontario’s Assets Work Better for Taxpayers and Consumers, an initial report on key provincial assets, 
including the Liquor Control Board of Ontario, Hydro One Networks Inc. ("HONI"), and Ontario Power Generation.  This 
report provides initial recommendations on ways to improve customer service and increase efficiencies at these 
government business enterprises, in order to maximize their value and generate better returns for the people of Ontario.   

One of the key recommendations in this report was to use Hydro One Brampton Networks Inc. and the distribution 
business of HONI as catalysts for consolidation of the distribution sector.  The Council will consider the various barriers 
and disincentives to the consolidation of the distribution sector and make further recommendations to remove those 
barriers in its final report in the spring of 2015. 

Other Matters

The continuing restructuring of Ontario’s electricity industry and other regulatory developments, including current and 
possible future consultations between the OEB and interested stakeholders, may affect future electricity distribution 
rates and other permitted regulatory recoveries of the Corporation.
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3. SIGNIFICANT ACCOUNTING POLICIES

The accounting policies set out below have been applied consistently to all years presented in these consolidated financial 
statements.

a. Basis of consolidation

These consolidated financial statements include the accounts of Horizon Utilities Corporation and its 99.99% 
investment in Solar Sunbelt GP.

Subsidiaries are entities controlled by the Corporation.  The Corporation controls an entity when it has power over, 
exposure or rights to investee variable returns from its involvement with the investee and the ability to use its power 
over the investee to affect the amount of the investor’s returns.  The financial statements of the subsidiaries are 
included in these consolidated financial statements from the date on which control commences until the date of 
which control ceases.

When the Corporation ceases to have control over a subsidiary, it derecognizes the assets and liabilities of the 
subsidiary, and any other components of equity.  Any resulting gain or loss is recognized in income.  Any interest 
retained in the former subsidiary is measured at fair value when control is lost.

All significant inter-company accounts and transactions have been eliminated.

b. Financial instruments

All financial assets are classified as loans and receivables and all financial liabilities are classified as other liabilities.

These financial instruments are recognized initially at fair value plus any directly attributable transaction costs. 
Subsequently, they are measured at amortized cost using the effective interest method less any impairment for the 
financial assets as described in Note 3(g).

The Corporation does not enter into derivative instruments.   Hedge accounting has not been used in the preparation 
of these financial statements.

c. Inventory

Inventory, comprising material and supplies, the majority of which is consumed by the Corporation in the provision 
of its services, is measured at the lower of cost and net realizable value.  The cost of inventory is determined on a 
weighted average basis and includes expenditures incurred in acquiring the material and supplies and other costs 
incurred in bringing them to their existing location and condition.



Horizon Utilities Corporation
Notes to Consolidated Financial Statements 
For the year ended December 31, 2014
(stated in thousands of Canadian dollars)
____________________________________________________________________________________________________

            11

3. SIGNIFICANT ACCOUNTING POLICIES (Continued)

d. Property, plant and equipment

Property, plant and equipment (“PP&E”) are measured at historical cost or deemed cost, less accumulated 
depreciation and accumulated impairment losses, if any.   Where an item is transferred from customers, it is measured 
at fair value at the date of transfer less accumulated depreciation.

Cost includes expenditures that are directly attributable to the acquisition of the asset.   The cost of self-constructed 
assets includes contracted services, materials and transportation, direct labour, directly attributable overhead costs, 
borrowing costs and any other costs directly attributable to bringing the asset to a working condition for its intended 
use.

Borrowing costs on qualifying assets are capitalized as part of the cost of the asset using the weighted average 
cost of debt incurred on the Corporation’s external borrowings.  Qualifying assets are considered to be those that 
take a substantial period of time to construct.

In circumstances where parts of an item of PP&E have different useful lives, such are accounted for as separate 
items (major components) of PP&E.

Major spare parts and standby equipment are recognized as items of PP&E.

The cost of replacing part of an item of PP&E is recognized in the carrying amount of the item if it is probable that 
the future economic benefits embodied within the part will flow to the Corporation and its cost can be measured 
reliably.  The carrying amount of the replaced part is derecognized.  The costs of the day-to-day servicing of PP&E 
are recognized in net income as incurred.

Depreciation is recognized in net income on a straight-line basis over the estimated useful life of each part or 
component of an item of PP&E.

Land is not depreciated.

Construction-work-in-progress assets are not amortized until the project is complete and available for use. The 
estimated useful lives for the current and comparative years are as follows:
_________________________________________________________________________________________
Buildings                                                                                                                                                  30 - 40 years 
Distribution system equipment                                                                                                               15 - 70 years 
Other PP&E                                                                                                                                             3 - 15 years
Leasehold improvements                                                                                                                  Over lease term
_________________________________________________________________________________________

Leased assets are depreciated over the shorter of the lease term and their useful lives unless it is reasonably certain 
that the Corporation will obtain ownership by the end of the lease term.

Other PP&E includes vehicles, office, and computer equipment.

Gains and losses on disposal of an item of PP&E are recognized in income and determined by the difference 
between proceeds from disposal and the carrying amount of PP&E.

Depreciation methods, useful lives and residual values, if any, are reviewed at each reporting date and adjusted 
prospectively.
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued)

e. Intangible assets

Intangible  assets  include  computer  software  and  capital  contributions  paid  under  capital  cost  recovery 
agreements.

Computer software is measured at historical cost or deemed cost less accumulated amortization.   All other computer 
software that is acquired or developed by the Corporation, including software that is not integral to the functionality 
of equipment purchased, which has finite useful lives, is measured at cost less accumulated amortization.

Amortization is recognized in net income on a straight-line basis over the estimated useful lives of intangible assets, 
from the date that they are available for use.  The estimated useful lives of intangible assets are as follows:
_________________________________________________________________________________________
Computer software                                                                                                                                  2 - 5 years
Capital contributions under capital cost recovery agreements                                                            16 - 25 years
_________________________________________________________________________________________

Amortization methods and useful lives of all intangible assets are reviewed at each reporting date and adjusted 
prospectively.

f. Goodwill

Goodwill arising on the acquisition of subsidiaries or on amalgamation is measured at cost and is not amortized.

g. Impairment

i. Financial assets

A financial asset is assessed at each reporting date to determine whether there is any objective evidence that 
it is impaired.  A financial asset is considered to be impaired if objective evidence indicates that one or more 
events have had a negative effect on the estimated future cash flows of that asset.

An impairment loss in respect of a financial asset measured at amortized cost is calculated as the difference 
between its carrying amount, and the present value of the estimated future cash flows discounted at the original 
effective interest rate.  Interest on the impaired assets continues to be recognized through the unwinding of 
the discount.

All impairment losses are recognized in net income.  An impairment loss is reversed if the reversal can be 
related objectively to an event occurring after the impairment loss was recognized.  For financial assets 
measured at amortized cost the reversal is recognized in net income.

ii. Non-financial assets

The carrying amounts of the Corporation's non-financial assets, other than inventory and deferred payments 
in lieu of income taxes assets, are reviewed at each reporting date to determine whether there is any indication 
of impairment.

If any such indication exists, then the recoverable amount of the asset is estimated.  The recoverable amount 
of goodwill is estimated as at December 31.
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued)

g. Impairment (Continued)

ii. Non-financial assets (Continued)

For the purpose of impairment testing, assets are grouped together into the smallest group of assets that 
generates cash inflows from continuing use and, further, that are largely independent of the cash inflows of 
other assets or groups of assets (the "cash-generating unit").  The recoverable amount of an asset or cash- 
generating unit is the greater of its value in use and its fair value less costs to sell.  In assessing value in use, 
the estimated future cash flows are discounted to their present value using a discount rate, net of tax, that 
reflects current market assessments of the time value of money and the risks specific to the asset.  The goodwill 
acquired in a business combination, for the purpose of impairment testing, is allocated to cash-generating 
units that are expected to benefit from the synergies of the combination.

An impairment loss is recognized if the carrying amount of an asset or its cash-generating unit exceeds its 
estimated recoverable amount.  Impairment losses are recognized in net income.

An impairment loss in respect of goodwill is not reversed.  In respect of other assets, impairment losses 
recognized in prior periods are assessed at each reporting date for any indications that the loss has decreased 
or no longer exists.  An impairment loss is reversed if there has been a change in the estimates used to 
determine the recoverable amount.  An impairment loss is reversed only to the extent that the asset's carrying 
amount does not exceed the carrying amount that would have been determined, net of depreciation or 
amortization, if no impairment loss had been recognized.

h. Provisions

A provision is recognized if, as a result of a past event, the Corporation has a present legal or constructive 
obligation that can be estimated reliably, and it is probable that an outflow of economic benefits will be required 
to settle the obligation.  Provisions are determined by discounting the expected future cash flows at a rate, net 
of tax, that reflects current market assessments of the time value of money and the risks specific to the liability.

i. Employee future benefits

i. Pension Plan

The Corporation provides a pension plan for all its full-time employees through Ontario Municipal Employees 
Retirement System ("OMERS").  OMERS is a multi-employer pension plan which operates as the Ontario 
Municipal Employees Retirement Fund (“the Fund”) and provides pensions for employees of Ontario 
municipalities, local boards, public utilities and school boards.  The Fund is a contributory defined benefit 
pension plan, which is financed by equal contributions from participating employers and employees, and by 
the investment earnings of the Fund.

OMERS is a defined benefit plan.  However, as OMERS does not segregate its pension asset and liability 
information by individual employers, there is insufficient information available to enable the Corporation to 
directly account for the plan as a defined benefit plan.  Consequently, the plan has been accounted for as a 
defined contribution plan.  Obligations for contributions to defined contribution pension plans are recognized 
as an employee benefit expense in net income when they are due.
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued)

i. Employee future benefits (Continued)

ii. Other than pension

The Corporation provides its retired employees with life insurance and medical benefits beyond those provided 
by government sponsored plans.  These benefits are provided through a group defined benefit plan.  The 
Corporation is the legal sponsor of the Plan.  There is a policy in place to allocate the net defined benefit cost 
to the entities participating in the group plan.  The allocation is based on the obligation attributable to the plan 
participants.  The Corporation has reflected its share of the defined benefit costs and related liabilities, as 
calculated by the actuary, in these financial statements.

The Corporation’s net obligation in respect of defined benefit plans is calculated separately for each plan by 
estimating the amount of future benefit that employees have earned in return for their service in the current 
and prior periods; that benefit is discounted to determine its present value.  Any unrecognized past service 
costs are deducted.  The discount rate is the yield at the reporting date on the interest rate on high quality debt 
instruments with duration similar to the duration of the plan.

The cost of these benefits is expensed as earned by employees through employment service.  The accrued 
benefit obligation and the current service costs are actuarially determined by applying the projected unit credit 
method and incorporate management’s best estimate of certain underlying assumptions. Remeasurements 
arising from defined benefit plans are recognized immediately in other comprehensive income and reported 
in retained earnings.  When the benefits of a plan are improved, these increases are recognized immediately 
in net income. 

j. Credit support for service delivery

Credit support for service delivery represents cash deposits from electricity distribution customers as well as 
construction deposits.

Deposits from electricity distribution customers are applied against any unpaid portion of individual customer 
accounts.  Customer deposits in excess of unpaid account balances are refundable to individual customers upon 
termination of their electricity distribution service.  Customer deposits are also refundable to residential electricity 
distribution customers demonstrating an acceptable level of credit risk, as determined by the Corporation.

Certain customers and developers are required to contribute towards the capital cost of construction in order to 
provide ongoing service.  Cash contributions are initially recorded as credit support for service delivery, a current 
liability.  Once the distribution system asset is completed or modified as outlined in the terms of the contract, the 
contribution amount is transferred to deferred revenue.

k. Deferred revenue and assets transferred from customers

Assets received as capital contributions are initially recognized at fair value, with the corresponding value of capital 
contribution recognized as deferred revenue.

Deferred revenue represents the Corporation's obligation to continue to provide customers access to the supply of 
electricity, and is amortized to income on a straight-line basis, as a component of other income from operations, 
over the terms of the agreement with the customer or the economic useful life of the acquired or contributed asset, 
which represents the period of ongoing service to the customer.
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued)

l. Revenue

The Corporation is licensed by the OEB to distribute electricity.  As a licensed distributor, the Corporation is 
responsible for billing customers for electricity generated by third parties and the related costs of providing electricity 
service, such as transmission services and other services provided by third parties.  The Corporation is required, 
pursuant to regulation, to remit such amounts to these third parties, irrespective of whether the Corporation ultimately 
collects these amounts from customers.  The Corporation has determined that it is acting as a principal for electricity 
distribution and therefore has presented the electricity revenues on a gross basis.

Revenue attributable to the delivery of electricity is based upon OEB-approved distribution tariff rates and includes 
the amounts billed to customers for electricity, including the cost of electricity supplied, distribution charges, and 
any other regulatory charges.  Revenue is recognized as electricity is delivered and consumed by customers. 
Electricity revenue is recorded on the basis of regular meter readings and estimates of customer usage since the 
last meter reading date to the end of the year.  Revenue is measured at the fair value of the consideration received 
or receivable, net of sales tax.

Customer billings for Ontario debt retirement charges are recorded on a net basis as the Corporation is acting as 
an agent for this billing stream.  The Corporation may file to recover uncollected debt retirement charges from 
Ontario Electricity Financial Corporation (“OEFC”) once each year.

Performance incentive payments under CDM programs are recognized by the Corporation when there is reasonable 
assurance that the program conditions have been satisfied and the incentive payments will be received.

Water billing revenue is recorded net of the water revenue paid to the City of Hamilton and is recognized in the 
period the billing services are rendered.

All other revenues are recorded on a gross basis and are recognized when services are rendered.

m. Leased assets

Leases in terms of which the Corporation assumes substantially all the risks and rewards of ownership are classified 
as finance leases.  Upon initial recognition the leased asset is measured at an amount equal to the lower of its fair 
value and the present value of the minimum lease payments.  Subsequent to initial recognition, the asset is accounted 
for in accordance with the accounting policy applicable to that asset.

All other leases are classified as operating leases and the leased assets are not recognized on the Corporation’s 
Statement of Financial Position.  Payments made under operating leases are recognized in net income on a straight-
line basis over the term of the lease.

n. Finance income and finance charges

Finance income is recognized as it accrues in net income and comprises interest earned on cash and cash 
equivalents.

Finance charges are calculated using the effective interest rate method and are recognized as an expense unless 
they are capitalized as part of the cost of qualifying assets.  Finance charges comprise: interest on borrowings; 
interest on credit support for service delivery; interest and penalties on income tax payments; and letter of credit 
and standby fees.



Horizon Utilities Corporation
Notes to Consolidated Financial Statements 
For the year ended December 31, 2014
(stated in thousands of Canadian dollars)
____________________________________________________________________________________________________

            16

3. SIGNIFICANT ACCOUNTING POLICIES (Continued)

o. Payments in lieu of income taxes

The Corporation is currently exempt from taxes under the Income Tax Act (Canada) and the Ontario Corporations 
Tax Act (collectively the “Tax Acts”).

Pursuant to the Electricity Act, 1998 (Ontario) (“EA”), and as a consequence of its exemption from income taxes 
under the Tax Acts, the Corporation is required to make payments in lieu of income taxes (“PILs”) to the OEFC. 
These payments are calculated in accordance with the Tax Acts.  These amounts are applied to reduce certain debt 
obligations of the former Ontario Hydro continuing in OEFC.

PILs comprises current and deferred payments in lieu of income tax. PILs is recognized in income and loss except 
to the extent that it relates to items recognized directly in either comprehensive income or in equity, in which case, 
it is recognized in comprehensive income or in equity.

Current PILs is the expected amount of cash taxes payable on the taxable income for the year, using tax rates 
enacted or substantively enacted at the reporting date, and any adjustment to tax payable in respect of previous 
years.

Deferred PILS comprise the net tax effects of temporary differences between the tax basis of assets and liabilities 
and their respective carrying amounts for accounting purposes, as well as for tax losses available to be carried 
forward to future years that are likely to be realized.  Deferred PILs assets and liabilities are measured using enacted 
or substantively enacted tax rates, at the reporting date, expected to apply to taxable income in the years in which 
those temporary differences are expected to be recovered or settled.  The effect on deferred PILs assets and 
liabilities of a change in tax rates is recognized in income in the year that includes the date of enactment or substantive 
enactment.

A deferred PILs asset is recognized to the extent that it is probable that future taxable income will be available 
against which the temporary difference can be utilized.  Deferred PILs assets are reviewed at each reporting date 
and are reduced to the extent that it is no longer probable that the related tax benefit will be realized.

p. Set-off and reporting on a net basis

Assets and liabilities and income and expenses are not offset and reported on a net basis unless required or 
permitted by IFRS.  Offsetting is permitted for financial assets and financial liabilities when, and only when, the 
Corporation has a legally enforceable right to set-off and intends either to settle on a net basis, or to realize the 
asset and settle the liability simultaneously.

q. Adopted changes in accounting policies

The Corporation has adopted the following new and revised standards along with any consequential amendments 
effective January 1, 2014. These changes were made in accordance with the applicable transitional provisions.

Financial Instruments - Asset and Liability Offsetting

The International Accounting Standards Board ("IASB") has issued an amendment to International Accounting 
Standards ("IAS") 32, Financial Instruments: Presentation, which provides further guidance on the requirements 
for offsetting financial instruments. The amendments to IAS 32 are effective for annual periods beginning on or after 
January 1, 2014 and must be applied retrospectively. The Corporation determined that the adoption of this 
amendment had no impact on its results of operations, financial positions, and disclosures.
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued)

r. New standards and interpretations not yet adopted

The Corporation is still evaluating the adoption of the following new and revised standards along with any subsequent 
amendments.

Revenue Recognition

In May 2014, IFRS 15 Revenue from Contracts with Customers (“IFRS 15”) was issued, which replaces IAS 11 
Construction Contracts, IAS 18 Revenue and various interpretations.  IFRS 15 establishes principles regarding the 
nature, amount, timing and uncertainty of revenue arising from contracts with customers.  The standard requires 
entities to recognize revenue for the transfer of goods or services to customers measured at the amounts an entity 
expects to be entitled to in exchange for those goods or services.  IFRS 15 is effective for annual periods beginning 
on or after January 1, 2017.  The Corporation is assessing the impact of IFRS 15 on its results of operations, financial 
position, and disclosures.

Financial Instruments

In July 2014, the IASB issued a new standard, IFRS 9 Financial Instruments, which will replace IAS 39 Financial 
Instruments:  Recognition and Measurement.  The replacement of IAS 39 is a multi-phase project with the objective 
of improving and simplifying the reporting for financial instruments.  The issuance of IFRS 9 is part of the first phase 
of this project.  IFRS 9 is effective for annual periods beginning on or after January 1, 2018 and must be applied 
retrospectively.  The Corporation is assessing the impact of IFRS 9 on its results of operations, financial position, 
and disclosures.

Property, Plant, and Equipment and Intangible Assets

In May 2014, the IASB issued amendments to IAS 16, Property, Plant and Equipment and IAS 38 Intangible Assets, 
which are effective for years beginning on or after January 1, 2016.  The amendments clarify when revenue-based 
depreciation methods are permitted. The Corporation is assessing the impact of the amendments on its results of 
operations, financial positions, and disclosures.

Annual Improvements to IFRSs

The IASB published Annual Improvements to IFRSs.  These are non-urgent amendments to IFRS standards and 
are effective for years beginning on or after July 1, 2014.  The amendments correspond to IFRS 8 Operating 
Segments, IFRS 13 Fair Value Measurement, and IAS 24 Related Party Disclosures. The Corporation does not 
expect these amendments to have a significant impact on its financial reporting.

4. CASH AND CASH EQUIVALENTS

Cash and cash equivalents consist of overnight deposits in a Canadian chartered bank.

5. INVENTORY

During fiscal year 2014, an amount of  $32 (2013 - $55) was recorded as an expense for the write-down of obsolete or 
damaged inventory to net realizable value.

The amount of inventory consumed by the Corporation and recognized as an expense during 2014 was $406 (2013 -
$460).
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6. PROPERTY, PLANT AND EQUIPMENT

Land and
buildings

Other
distribution

system
equipment

Other
PP&E

Construction
work-in-

progress Total
Cost or deemed cost
Balance at January 1, 2014 22,386 396,561 26,376 5,357 450,680
Additions 4,888 30,181 3,289 795 39,153
Disposals — (1,900) (32) — (1,932)
Balance at December 31, 2014 27,274 424,842 29,633 6,152 487,901
Balance at January 1, 2013 16,088 365,390 23,354 4,060 408,892
Additions 6,400 33,641 3,022 1,297 44,360
Disposals (102) (2,470) — — (2,572)
Balance at December 31, 2013 22,386 396,561 26,376 5,357 450,680

Accumulated amortization
Balance at January 1, 2014 3,698 36,120 10,501 — 50,319
Additions 1,175 13,703 3,980 — 18,858
Disposals — (189) (24) — (213)
Balance at December 31, 2014 4,873 49,634 14,457 — 68,964
Balance at January 1, 2013 2,458 23,661 6,768 — 32,887
Additions 1,252 12,793 3,733 — 17,778
Disposals (12) (334) — — (346)
Balance at December 31, 2013 3,698 36,120 10,501 — 50,319
Carrying amounts
December 31, 2014 22,401 375,208 15,176 6,152 418,937
December 31, 2013 18,688 360,441 15,875 5,357 400,361

During the year, borrowing costs of $111 (2013 - $74) were capitalized as part of the cost of property, plant and equipment.   
A capitalization rate of 3.42% (2013 - 3.42%) was used to determine the amount of borrowing costs to be capitalized.

The net carrying amount of leased equipment is $343 (2013 - $656).
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7. INTANGIBLE ASSETS

Capital
contributions
under CCRA

Computer
software Total

Cost or deemed cost
Balance at January 1, 2014 12,420 8,998 21,418
Other additions — 4,696 4,696
Balance at December 31, 2014 12,420 13,694 26,114

Balance at January 2, 2013 10,000 6,466 16,466
Other additions 2,420 2,532 4,952
Balance at December 31, 2013 12,420 8,998 21,418

Accumulated amortization
Balance at January 1, 2014 733 5,318 6,051
Other additions 722 1,666 2,388
Balance at December 31, 2014 1,455 6,984 8,439

Balance at January 1, 2013 — 3,608 3,608
Other additions 733 1,710 2,443
Balance at December 31, 2013 733 5,318 6,051

Carrying amounts
December 31, 2014 10,965 6,710 17,675
December 31, 2013 11,687 3,680 15,367

8. GOODWILL

Management has determined that the Corporation’s rate-regulated operations are one cash-generating unit.  As the 
goodwill corresponds to the rate-regulated operations, the goodwill was allocated to that cash-generating unit.   The 
Corporation performed an impairment test as at December 31, 2014 based on an estimate of the Corporation’s fair value 
less selling costs.  Fair value selling costs was determined using a multiple of regulated rate base approach and was 
based on the following key assumptions:

• The  multiple of rate base approach is a  valuation  technique  used  in  the  industry  for  purchase  and  sale transactions. 
A multiple is applied to the rate base of regulated assets to determine the value of the utility;

• The multiple of rate base is a key assumption in the determination of fair value less selling costs.  Management utilized 
a range of multiples in the analysis to determine the recoverable amount of goodwill;

• The multiple of rate base used ranged from 1.35 to 1.45;

• Management obtained information regarding multiples used for recent purchase and sale transactions within the 
industry;

• The fair value estimate is categorized as a Level 2 input.

The recoverable amount of goodwill determined in the analysis was greater than the carrying value and no impairment 
was recorded.



Horizon Utilities Corporation
Notes to Consolidated Financial Statements 
For the year ended December 31, 2014
(stated in thousands of Canadian dollars)
____________________________________________________________________________________________________

            20

9. PAYMENTS IN LIEU OF INCOME TAXES

The provision for payments in lieu of income taxes recognized in income is as follows:

2014 2013
 Current PILs:

 Current year 4,282 4,596
 Deferred PILs

 Origination and reversal of temporary differences (2,444) 1,863
 Provision for payments in lieu of income taxes 1,838 6,459

Reconciliation of effective tax rate

PILs varies from amounts which would be computed by applying the Corporation’s combined statutory income tax rate as 
follows:

2014 2013
 Basic rate applied to income before payments in lieu of income tax 26.5% 26.5%
 Increase in PILs resulting from:

 Items not deductible for tax purposes and other 4.3% 0.5%
 Effective rate applied to income before payments in lieu of income tax 30.8% 27.0%

Deferred payments in lieu of income taxes balances

Significant components of the Corporation’s deferred payments in lieu of income tax balances are as follows:

2014 2013
 Deferred PILs assets:

 Property, plant and equipment and intangibles 3,747 6,810
 Employee benefits 8,989 7,129
 Obligations under capital cost recovery agreement 2,650 2,650
 Regulatory assets 2,771 —

 Deferred PILs liabilities:
 Bond issuance costs (80) (58)
 Regulatory liabilities — (2,585)

Net deferred PILs assets 18,077 13,946
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10. CREDIT SUPPORT FOR SERVICE DELIVERY

Credit support for service delivery represents cash deposits from electricity distribution customers and retailers, as well 
as construction deposits.  These customer deposits bear interest at Canada’s Prime Business rate less 2%, which is 1% 
per annum as of December 31, 2014.

Deposits from electricity distribution customers are refundable to customers demonstrating an acceptable level of credit 
risk as determined by the Corporation in compliance with policies set by the OEB or upon termination of their electricity 
distribution service.

Construction  deposits  represent  cash  prepayments  for  the  estimated  cost  of  capital  projects  recoverable  from 
customers  and  developers. Upon  completion  of  the  capital  project,  these  deposits  are  transferred  to  deferred 
revenue.

2014 2013

Customer deposits 11,698 13,376
Construction deposits 6,447 7,591
Total credit support for service delivery 18,145 20,967

11. LONG TERM BORROWINGS

Long term borrowings comprise promissory notes and finance lease liability.

2014 2013

Promissory note payable to Horizon Holdings bearing interest at 4.89% and due
July 21, 2020 40,000 40,000
Promissory note payable to Horizon Holdings bearing interest at 3.033% and due
July 25, 2022 150,000 150,000

Finance lease liability 294 546
Transaction costs on promissory note payable to Horizon Holdings bearing interest
at 3.033% and due July 25, 2022 (857) (857)

Net long term borrowing 189,437 189,689

Accreted interest 209 124

Total long term borrowings 189,646 189,813

Current 294 255
Non-current 189,352 189,558

189,646 189,813
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11. LONG TERM BORROWINGS (Continued)

Long-term borrowings comprise two promissory notes payable to Horizon Holdings Inc.:

i. $40,000 (2013 - $40,000) bearing interest at 4.89% per annum which is payable semi-annually on January 21 and 
July 21. This  promissory note is unsecured and matures on July 21, 2020.

ii. $150,000 (2013 - $150,000) bearing interest at 3.033% per annum which is payable semi-annually on January 25 
and July 25. This promissory note is unsecured and matures on July 25, 2022.

The Corporation paid interest in respect of the promissory notes payable of $6,506 (2013 - $6,506). 

Finance lease liability is payable as follows:

Future minimum
payments Interest

Present value of
minimum payments

Less than one year 295 1 294
Total 295 1 294

12. OBLIGATION UNDER CAPITAL COST RECOVERY AGREEMENTS

The Corporation is party to connection and cost recovery agreements (“CCRA(s)”) with HONI.   Such agreements provide 
for the construction by HONI of transformer stations (“TS(s)”) to the distribution system for the purpose of serving the 
Corporation’s customers, including anticipated electricity load growth.

Under the CCRAs, the Corporation is required to provide HONI with an initial capital contribution (“Initial Capital 
Contribution”) based on the difference (the “Difference”) between the total capital cost of constructing the TS and a 
projection of transformation revenue (“HONI Revenue”) earned on the conveyance of electricity through such TS.  The 
Difference represents a debt obligation of the Corporation based on the extent that historical actual and forecast HONI 
Revenue through the CCRA term is less than the amount of HONI revenue projected as a basis for the determination 
of the Initial Capital Contribution.  Conversely, the Corporation is entitled to a rebate of the Initial Capital Contribution 
based on the extent that historical actual and forecast HONI Revenue through the CCRA term is greater than the amount 
of HONI revenue projected as a basis for the determination of the Initial Capital Contribution.

Based on a review of two CCRAs with HONI for TS facilities constructed in 2003, the Corporation estimates a shortfall 
to HONI for TS Revenue relative to that projected as bases for the determination of respective Initial Capital Contributions.    
As a result of such a shortfall and based on the terms of the CCRAs, the Corporation has recorded Obligations  Under  
Capital  Cost  Recovery  Agreements  and  a  corresponding  intangible  asset  of  $10,000  as  at December 31, 2012.

The Corporation expects to be presented with a request for settlement from HONI in 2015; with the final amount of such 
and related payment terms to be arranged at that time, as may be negotiated between HONI and the Corporation.

In general terms, investments in regulated electricity distribution assets are recoverable from ratepayers in future rate 
applications based on the rate-making policies of the OEB.
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13. EMPLOYEE FUTURE BENEFITS

The Corporation provides certain unfunded health, dental and life insurance benefits on behalf of its retired employees. 
These benefits are provided through a group defined benefit plan.  There is a policy in place to allocate the net defined  
benefit  cost  to  the  entities  participating  in  the  group  plan.  The  allocation  is  based  on  the  obligation attributable 
to the plan participants.  The Corporation has reported its share of the defined benefit costs and related liabilities, as 
calculated by the actuary, in these financial statements.  The accrued benefit liability and the expense for the year ended 
December 31, 2014 and December 31, 2013 were based on results and assumptions determined by actuarial valuation 
as at December 31, 2014 and December 31, 2011, respectively.

Information about the group unfunded defined benefit plan as a whole and changes in the present value of the unfunded 
defined benefit obligation and the accrued benefit liability are as follows:

Entire Plan
2014 2013

Defined benefit obligation, beginning of year 22,622 23,945
Current service costs 1,626 1,534
Benefits paid during the year (1,125) (1,085)
Actuarial losses (gains) recognized in other comprehensive income (loss) 6,505 (1,772)
Defined benefit obligation, end of year 29,628 22,622

Corporation
2014 2013

Defined benefit obligation, beginning of year 22,550 23,859
Current service costs 1,622 1,531
Benefits paid during the year (1,111) (1,076)
Actuarial losses (gains) recognized in other comprehensive income (loss) 6,369 (1,764)
Defined benefit obligation, end of year 29,430 22,550

The main actuarial assumptions underlying the valuation are as follows:

a. General inflation

The health care cost trend for prescription drugs is estimated to increase at a declining rate from  7% to 4% over 
four years.  Other medical and dental expenses are assumed to increase at 4% per year.

The approximate effect on the accrued benefit obligation (“ABO”) and the estimated net benefit expense if the health 
care trend rate assumption was increased or decreased by 1% is as follows:

Period benefit cost ABO
1% increase in health care trend rate 316 4,765
1% decrease in health care trend rate (245) (3,758)
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13. EMPLOYEE FUTURE BENEFITS (Continued)

b. Interest (discount) rate

The obligation at the period end and the present value of future liabilities were determined using a discount rate of 
4.00% (2013 - 4.85%) representing an estimate of the yield on high quality corporate bonds as at the valuation date.

c. Salary levels

Future general salary and wage levels were assumed to increase at 2.5% (2013 - 3.0%) per year.

14. PENSION PLAN

The Corporation provides a pension plan for its employees through OMERS.  The plan is a multi-employer, contributory 
defined benefit pension plan with equal contributions by the employer and its employees.  In 2014, the Corporation made 
employer contributions of $3,750 to OMERS (2013 - $3,660).  The Corporation’s net benefit expense has been allocated 
as follows:

i.     $707 (2013 - $750) capitalized as part of PP&E; and

ii.     $3,043 (2013 - $2,910) charged to net income.

The Corporation estimates a contribution of $4,028 to OMERS during the next fiscal year.

15. SHARE CAPITAL

2014 2013
Authorized:

Unlimited Class A Common shares
Unlimited Class 1 Common shares

Issued:
7,890 Class 1 Common shares 91,133 91,133
2,110 Class A Common shares 32,460 32,460

123,593 123,593

Dividends

The holders of the common shares are entitled to receive dividends as declared from time to time.

The Corporation paid aggregate dividends in the year on common shares of $1.3346 per share (2013 - $1.3556), which 
amount to total dividends paid in the year of $13,346 (2013 - $13,556).
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16. DISTRIBUTION REVENUE

2014 2013

 Gross customer billings 616,606 593,473
 Less: pass through charges billed by the Corporation

 Electricity charges paid through to generators (429,171) (400,504)
 Transmission and miscellaneous charges (62,030) (61,900)
 Market service charges (28,024) (28,800)

Distribution revenue 97,381 102,269

17. OTHER INCOME FROM OPERATIONS

2014 2013

Water and waste water billing and customer charges 4,733 4,454
Pole and other rental income 1,423 1,800
Collection and other service charges 1,305 1,450
Solar PV revenue 1,352 967
Late payment charges 901 842
Miscellaneous 984 751
Scrap Sales 626 368
CDM revenue and performance incentives 706 312
Management and other support services 270 224
Other income from operations 12,300 11,168

18. FINANCE INCOME AND CHARGES

2014 2013

Interest income on bank deposits 112 374
Finance income 112 374
Interest expense - intercompany (6,505) (6,505)
Interest expense (592) (454)
Finance charges (7,097) (6,959)
Net finance charges recognized in net income and comprehensive income (6,985) (6,585)
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19. CASH FLOW INFORMATION

The net change in other assets and liabilities comprises:

2014 2013
 Accounts receivable (1,731) (2,975)
 Accounts receivable under common control 94 64
 Inventory (1,094) (648)
 Other assets 683 (3,196)
 Accounts payable and accrued liabilities 6,336 8,297
 Accounts payable to corporations under common control 1,399 1,566

5,687 3,108

20. RELATED PARTY TRANSACTIONS

a. Parent and ultimate controlling party

The parent of the Corporation is HHI.  The ultimate parent of the Corporation is HUC; with an effective and indirect  
78.9%  interest  in  the  share  capital  of  the  Corporation.  The  ultimate  controlling  party  (sole shareholder of the 
ultimate parent) is the City of Hamilton, which wholly owns HUC.  The City of Hamilton produces financial statements 
that are available for public use.

b. Entity with significant influence

The City of St. Catharines exercises significant influence over the Corporation through its indirect 21.1% ownership 
interest in the Corporation’s parent HHI.

c. Key management personnel

The key management personnel of the Corporation has been defined as members of its Executive Management 
team.

Key management compensation

2014 2013
 Salaries and other short-term benefits 1,691 1,495
 Bonuses 429 389
 Employee future benefits 25 22
 Other long-term benefits 475 476

2,620 2,382

The Corporation provides utility services to certain key management personnel.    All energy charges of the Corporation 
to key management personnel were at prices and under terms approved by the OEB.

d. Transactions with parent

During the year the Corporation paid management, and business development services to HHI in the amount of $732 
(2013 - $1,137).



Horizon Utilities Corporation
Notes to Consolidated Financial Statements 
For the year ended December 31, 2014
(stated in thousands of Canadian dollars)
____________________________________________________________________________________________________

            27

20. RELATED PARTY TRANSACTIONS (Continued)

e. Transactions with entity with significant influence

In the ordinary course of business, the Corporation delivers electricity to the City of St. Catharines. Electricity is billed 
to the City of St. Catharines at prices and under terms approved by the OEB.

f. Transactions with shareholder of ultimate parent

In the ordinary course of business, the Corporation delivers electricity to the City of Hamilton.  Electricity is billed to 
the City of Hamilton at prices and under terms approved by the OEB.

The Corporation also provides certain water and waste water billing and customer care services to the City of Hamilton.   
Other revenue includes $4,354 (2013 - $4,130) earned with respect to these services.   Accounts payable and accrued 
liabilities include $13,657 (2013 - $12,141), owing to the City of Hamilton for amounts collected on behalf of the City 
of Hamilton.

g. Transactions with corporations under common control of the ultimate parent

Corporations under common control include all entities controlled by HUC.

The Corporation provides certain management, billing and administrative services to HUC, HCE Energy Inc., and 
Horizon Energy Solutions Inc.; all corporations under common control. Other revenue includes $149 (2013 - $152) 
earned with respect to these agreements.

h. Shareholder loans

Pursuant to a Credit Agreement dated June 30, 2013, the Corporation has made available a revolving line of credit  
up  to  $95,000  to  finance  general  corporate  requirements,  capital  investments,  working  capital requirements 
and prudential obligations to its subsidiaries.  The Credit Agreement matures on June 30, 2016. Interest rates payable 
on the Credit Agreement are based on the Corporation’s borrowing rate, as determined with reference to Corporation’s 
debt rating and interest is payable monthly by the 15th day of the following month.

Pursuant to a Credit Agreement dated June 30, 2013, the Corporation has made available a revolving line of credit 
up to $5,000 to Solar Sunbelt GP to finance general corporate requirements, working capital requirements, and 
capital investments.  The Credit Agreement matures on June 30, 2016.  Interest rates receivable on the Credit 
Agreement are based on the Corporation’s borrowing rate and interest is payable monthly by the 15th day of the 
following month.

21. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT

Fair value disclosure

The carrying values of cash and cash equivalents, accounts receivable, and accounts payable and accrued liabilities 
approximate respective fair values because of the short maturity of these instruments.  The carrying value of the credit 
support for service delivery approximates fair value because the amounts are payable on demand.

The fair value of the long term borrowing is $200,011.  The fair value is calculated based on the present value of future 
principal and interest cash flows, discounted at the current rate of interest at the reporting date.

Financial risks

The Corporation understands the risks inherent in its business and defines them broadly as anything that could impact 
its ability to achieve its strategic objectives.  The Corporation’s exposure to a variety of risks such as credit risk, interest 
rate risk, and liquidity risk as well as related mitigation strategies are discussed below.  However, the risks described 
below are not exhaustive of all the risks nor will the mitigation strategies eliminate the Corporation’s exposure to all risks 
listed.
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21. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (Continued)

Financial risks (Continued)

i. Credit risk

Financial assets carry credit risk that a counter-party will fail to discharge an obligation which would result in a 
financial loss.  Financial assets held by the Corporation, such as cash and cash equivalents and accounts receivable, 
expose it to credit risk.  The Corporation earns its revenue from a broad base of customers located in the City of 
Hamilton and the City of St. Catharines.  One customer, the City of Hamilton, accounts for 3.10% (2013 - 2.88%) 
of revenue.  No other single customer in either year would account for revenue in excess of 1% of the respective 
reported balances.

The carrying amount of accounts receivable is reduced through the use of an allowance for impairment and the 
amount of the related impairment loss is recognized in net income.  Subsequent recoveries of receivables previously 
recorded as impaired are credited to net income.  The balance of the allowance for impairment as at December 31, 
2014 is $1,750 (2013 - $1,750). An impairment loss of $2,857 was recognized during the year (2013 - $872).

The Corporation’s credit risk associated with accounts receivable primarily corresponds to payments from distribution 
customers.  At December 31, 2014, approximately $848 is considered 60 days past due.  Horizon Utilities has 
approximately  242,000  customers;  the  majority  of  which  are  residential.  Credit  risk  is managed through 
collection  of  security  deposits  from  customers  in  accordance  with  directions  provided  by  the  OEB.  As  at 
December 31, 2014, Horizon Utilities holds security deposits from electricity distribution customers in the amount 
of $11,698 (2013 - $13,376).

ii. Market risk

Market risk primarily refers to the risk of loss that results from changes in commodity prices, foreign exchange rates, 
and interest rates.  The Corporation currently does not have commodity or foreign exchange risk.  The Corporation 
is exposed to fluctuations in interest rates as the regulated rate of return for the Corporation’s distribution business 
is derived using a complex formulaic approach which is in part based on the forecast for long-term Government of 
Canada bond yields.  This rate of return is approved by the OEB as part of the approval of distribution rates during 
the rate application processes previously described in these notes.  A decrease in the forecasted long-term 
Government of Canada bond yield used in determining the Corporation’s rate of return would reduce the Distribution 
business results of operations at the next rate filing or annual rate adjustment if the bond yield reduction continued 
to that time. 

iii. Liquidity risk

The Corporation monitors its liquidity risk to ensure access to sufficient funds to meet operational and investing 
requirements.  The Corporation’s objective is to ensure that sufficient liquidity is on hand to meet obligations as 
they fall due while minimizing interest exposure.  The Corporation has access to $95,000 line of credit and monitors 
cash balances to ensure that sufficient levels of liquidity are on hand to meet financial commitments as they come 
due. 

The majority of accounts payable, as reported on the Statement of Financial Position, are due within 60 days.
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21. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (Continued)

Financial risks (Continued)

iv. Capital disclosures

The main objectives of the Corporation when managing financial capital include:
• ensuring ongoing cost effective access to such to provide adequate investment in support of its regulated 

electricity distribution and other businesses;
• compliance with covenants within its financial instruments;
• prudently manage its capital structure, with regard for maintaining a high level of creditworthiness;
• recover financing charges permitted by the OEB on its regulated electricity distribution business; and
• deliver reasonable returns on the investments of its shareholders.

The Corporation’s definition of capital includes: shareholder’s equity; indebtedness under existing credit facilities; 
and long-term borrowings, which includes the current portion of long term borrowings.

The OEB regulates the amount of interest on debt and MARE that may be recovered by the Corporation, through 
its electricity distribution rates, in respect of its regulated electricity distribution business.  The OEB permits such 
recoveries on the basis of a deemed capital structure represented by 60% debt and 40% equity.  The actual capital 
structure for the Corporation may differ from the OEB deemed structure.

The Corporation has customary covenants typically associated with long-term borrowings.  The Corporation is in 
compliance with all credit agreement covenants and limitations associated with its long-term borrowings.

22. COMMITMENTS AND CONTINGENCIES

Commitments

Contractual Obligations

Master Customer Demand Management ("CDM") Agreement

On February 1, 2011, the Corporation entered into a Master CDM Agreement (“CDM Agreement”) with the Ontario Power 
Authority (“OPA”) for the period January 1, 2011 to December 31, 2014.  The CDM Agreement provides terms under 
which the Corporation may engage the OPA to design and pay for Province-wide CDM programs in support of the 
Corporation meeting its CDM targets (Note 2).

Subject to the terms of the CDM Agreement, all OPA CDM program costs are paid by the OPA.  The Corporation effectively 
acts as a delivery agent for those programs that it participates in under the CDM Agreement.

The total cost of OPA CDM program participation over the four year period was approximately $37,700, of which 
approximately $10,200 represents administration costs of the Corporation for program delivery. The Corporation was 
entitled to receive, in semi-annual installments each January and July, reimbursements  of  its  estimated  administration  
costs  associated  with  each  program.  Any  administration  costs incurred by the Corporation in excess of the pre-
approved estimate would not be recoverable.  All other program costs incurred by the Corporation, (such as customer 
incentives and goods and services delivered under the programs) are recoverable from the OPA on an invoiced basis 
in accordance with the CDM Agreement.
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22. COMMITMENTS AND CONTINGENCIES (Continued)

Commitments (Continued)

Contractual Obligations (Continued)

Master Customer Demand Management ("CDM") Agreement (Continued)

On December 16, 2014, the Corporation entered into an extension of the CDM Agreement with the OPA for the period 
January 1, 2015 to December 31, 2015 to provide funding for the transition period until its CDM Plan is approved by the 
IESO (Note 2).  The Corporation estimates that the total cost of OPA CDM program participation over a six month transition 
period ended June 30, 2015 will be approximately $3,100.  The Corporation is entitled to receive reimbursements of its 
estimated administration costs associated with each program.   Any  administration  costs incurred by the Corporation 
in excess of the pre-approved estimate would not be recoverable.  All other program costs incurred by the Corporation, 
(such as customer incentives and goods and services delivered under the programs) are recoverable from the OPA on 
an invoiced basis in accordance with the CDM Agreement.

Contingencies

General

From time to time, the Corporation is involved in various litigation matters arising in the ordinary course of its business. 
The Corporation has no reason to believe that the disposition of any such current matter could reasonably be expected 
to have a materially adverse impact on the Corporation's financial position, results of operations or its ability to carry on 
any of its business activities.

General Liability Insurance

The  Corporation  is  a  member  of  the  Municipal  Electric  Association  Reciprocal  Insurance  Exchange  (MEARIE). 
MEARIE is a pooling of public liability insurance risks of many of the LDCs in Ontario. All members of the pool are 
subjected to assessment for losses experienced by the pool, for the years in which they were members, on a pro-rata 
basis based on the total of their respective service revenues. It is anticipated that should such an assessment occur it 
would be funded over a period of up to 5 years. As at December 31, 2014, no assessments have been made.
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To the Shareholder of Hydro One Brampton Networks Inc. 

 

We have audited the accompanying financial statements of Hydro One Brampton Networks Inc., which comprise the balance 

sheets as at December 31, 2013 and December 31, 2012, the statements of operations and comprehensive income, retained 

earnings, and cash flows for the years then ended, and notes, comprising a summary of significant accounting policies and 

other explanatory information. 

Management’s Responsibility for the Financial Statements 

 

Management is responsible for the preparation and fair presentation of these financial statements in accordance with 

Canadian generally accepted accounting principles, and for such internal control as management determines is necessary to 

enable the preparation of financial statements that are free from material misstatement, whether due to fraud or error. 

 

Auditors’ Responsibility 

 

Our responsibility is to express an opinion on these financial statements based on our audits. We conducted our audits in 

accordance with Canadian generally accepted auditing standards. Those standards require that we comply with ethical 

requirements and plan and perform the audit to obtain reasonable assurance about whether the financial statements are free 

from material misstatement.  

 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial 

statements. The procedures selected depend on our judgment, including the assessment of the risks of material misstatement 

of the financial statements, whether due to fraud or error. In making those risk assessments, we consider internal control 

relevant to the entity’s preparation and fair presentation of the financial statements in order to design audit procedures that 

are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s 

internal control. An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of 

accounting estimates made by management, as well as evaluating the overall presentation of the financial statements. 

 

We believe that the audit evidence we have obtained in our audits is sufficient and appropriate to provide a basis for our 

audit opinion. 

 

Opinion  

 

In our opinion, the financial statements present fairly, in all material respects, the financial position of Hydro One Brampton 

Networks Inc. as at December 31, 2013 and December 31, 2012, and the results of its operations and its cash flows for the 

years then ended in accordance with Canadian generally accepted accounting principles.  

 

 

 
Chartered Accountants, Licensed Public Accountants  

 

Toronto, Canada  

March 5, 2014
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Year ended December 31 (thousands of dollars)  2013 2012 

    

Revenues    

Distribution  461,783 421,901 

Other (Note 15)  6,897 4,131 

  468,680 426,032 

    

Costs    

Purchased power (Note 15)  399,575 360,625 

Operation, maintenance and administration (Note 15)  23,479 20,503 

Depreciation and amortization (Note 8)  14,917 14,417 

   437,971 395,545 

    

Income before financing charges and provision for  

payments in lieu of corporate income taxes  30,709 30,487 

Financing charges (Notes 4, 15)  10,688 10,445 

    

Income before provision for payments in lieu  

 of corporate income taxes  20,021 20,042 

Provision for payments in lieu of corporate income taxes (Notes 5, 15)  3,600 2,787 

Net Income   16,421 17,255 

 

 

 

 

 

 

STATEMENTS OF RETAINED EARNINGS 
 

 

Year ended December 31 (thousands of dollars)  2013 2012 

Retained earnings, January 1  69,593 65,238 

Net income  16,421 17,255 

Dividends (Notes 14, 15)  (14,300) (12,900) 

Retained earnings, December 31  71,714 69,593 

 

See accompanying notes to Financial Statements. 
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December 31 (thousands of dollars)  2013 2012 

Assets    

Current assets:    

    Cash  - 6,558 

    Accounts receivable (net of allowance for doubtful  

       accounts - $906; 2012 - $930 (Note 15)) 
 

 

68,418 

 

59,746                                            

    Regulatory assets (Note 9)  1,158 1,207 

    Materials and supplies  1,195 1,124 

    Future income taxes (Note 5)  73 68 

  70,844 68,703 

Fixed assets (Notes 6, 8):    

    Fixed assets in service  575,354 547,308 

    Less: accumulated depreciation  278,717 267,820 

  296,637 279,488 

    Construction in progress  6,071 7,501 

    Future use components and spares  3,834 3,579 

  306,542 290,568 

Other long-term assets:    

    Regulatory assets (Note 9)  5,023 2,146 

    Intangible assets (net of accumulated amortization) (Note 7)  15,151 15,800 

    Future income tax assets (Note 5)  5,669 9,196 

  25,843 27,142 

Total assets  403,229 386,413 

 
See accompanying notes to Financial Statements. 
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December 31 (thousands of dollars)  2013 2012 

Liabilities    

Current liabilities:    

    Bank indebtedness  8,114 - 

    Accounts payable and accrued charges (Notes 5,15)  67,957 58,217 

    Regulatory liabilities (Note 9)  4,266 246 

    Accrued interest   1,382 1,382 

    Employee future benefits other than pension (Note 13)  195 155 

  81,914 60,000 

    

Long-term debt (Notes 10, 11, 12, 15)  182,243 182,217 

    

Other long-term liabilities:    

Regulatory liabilities (Note 9)  4,526 10,970 

Deferred revenue   988 946 

Employee future benefits other than pension (Note 13)  7,068 6,747 

Long-term accounts payable and other liabilities   3,275 4,439 

  15,857 23,102 

Total liabilities  280,014 265,319 

    

Contingencies and commitments (Notes 17, 18)    

    

Shareholder’s equity    

    Common shares (authorized: unlimited; issued: 2,000) (Note 14)  51,501 51,501 

    Retained earnings  71,714 69,593 

Total shareholder’s equity  123,215 121,094 

Total liabilities and shareholder’s equity  403,229 386,413 

 
See accompanying notes to Financial Statements. 

 

 

 

 

 

 

On behalf of the Board of Directors: 

                                                                                                                                                                                  

                                                                                                                             
Carmine Marcello Paul Tremblay  

Chair  Director 
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Year ended December 31 (thousands of dollars) 2013 2012 

Operating activities   

Net income 16,421 17,255 

Adjustments for non-cash items:   

Depreciation and amortization (excluding removal costs) 14,676 13,092 

Regulatory asset and liability accounts (2,850) 4,874 

Future income taxes 1,102 (1,168) 

Amortization of deferred debt costs and debt discounts 26 23 

  29,375 34,076 

Changes in non-cash balances related to operations (Note 16) 236 418 

Net cash from operating activities 29,611 34,494 

   

Financing Activities   

Long-term debt issued - 20,000 

Dividends paid (14,300) (12,900) 

Other  - (98) 

Net cash from (used in) financing activities (14,300) 7,002 

   

Investing activities   

Capital expenditures   

Fixed assets (29,425) (27,130) 

Intangible assets (393) (1,558) 

 (29,818) (28,688) 

Other (165) 148 

Net cash used in investing activities (29,983) (28,540) 

   

Net change in cash (bank indebtedness) (14,672) 12,956 

Cash (bank indebtedness), beginning of year 6,558 (6,398)  

Cash (bank indebtedness), end of year (8,114) 6,558 

 

See accompanying notes to Financial Statements. 
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1. DESCRIPTION OF BUSINESS 

 

Hydro One Brampton Networks Inc. (Hydro One Brampton or the Company) was incorporated on April 25, 2000 under the 

Business Corporations Act (Ontario), and is a wholly owned subsidiary of Hydro One Inc. (Hydro One). The principal 

business of Hydro One Brampton is the ownership, operation and management of electricity distribution systems and 

facilities within the City of Brampton, Ontario. The Company's business is regulated by the Ontario Energy Board (OEB). 

 

 

2. SIGNIFICANT ACCOUNTING POLICIES 

 

Basis of Accounting 

 

These financial statements are prepared and presented in accordance with accounting principles generally accepted in Canada 

(Canadian GAAP). 

 

The Company will adopt International Financial Reporting Standards (IFRS) on January 1, 2015 in accordance with the 

Company’s election to defer implementation for three additional years. This option was approved for use by rate-regulated 

enterprises by the Canadian Accounting Standards Board (AcSB) in February 2013. 

 

Use of Management Estimates 

 

The preparation of financial statements requires management to make estimates and assumptions that affect the reported 

amounts of assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses 

during the reporting periods. Management evaluates these estimates on an on-going basis based upon: historical experience; 

current conditions; and assumptions believed to be reasonable at the time the assumption is made with any adjustments being 

recognized in results of operations in the period they arise. Significant estimates relate to regulatory assets and regulatory 

liabilities, environmental liabilities, employee future benefits other than pension, asset retirement obligations (AROs), asset 

impairment, contingencies, unbilled revenue, allowance for doubtful accounts and future income tax assets and liabilities. 

Actual results may differ significantly from these estimates, which may be impacted by future decisions made by the OEB or 

the Province. 

 

Rate-setting 

 

The electricity distribution rates of the Company are subject to regulation by the OEB and these rates are based on a revenue 

requirement that includes a rate of return of 9.66%.  On December 22, 2011, the OEB approved Hydro One Brampton’s 2012 

rates on the basis of the OEB’s third-generation incentive rate mechanism (IRM) policies.  The revised rates were 

implemented January 1, 2012.  On December 6, 2012, the OEB approved Hydro One Brampton’s 2013 rates on the basis of 

the OEB’s third-generation IRM policies. The revised rates were implemented on January 1, 2013.  On December 5, 2013, 

the OEB approved Hydro One Brampton’s 2014 rates effective January 1, 2014 on the basis of the OEB’s third-generation 

IRM policies.  The Company anticipates it will be filing a cost of service application in 2014 for rates effective January 1, 

2015.  

 

Regulatory Accounting 

 

The OEB has the general power to include or exclude costs, revenues, losses or gains in the rates of a specific period, 

resulting in a change in the timing of accounting recognition from that which would have applied in an unregulated company. 

Such change in timing involves the application of rate-regulated accounting, giving rise to the recognition of regulatory 

assets and liabilities. The Company’s regulatory assets represent certain amounts receivable from future customers and costs 

that have been deferred for accounting purposes because it is probable that they will be recovered in future rates. In addition, 

the Company has recorded regulatory liabilities that generally represent amounts that are refundable to electricity customers. 

The Company continually assesses the likelihood of recovery of each of its regulatory assets and continues to believe that it 

is probable that the OEB will factor its regulatory assets and liabilities into the setting of future rates. If, at some future date, 

the Company judges that it is no longer probable that the OEB will include a regulatory asset or liability in setting future 

rates, the appropriate carrying amount will be reflected in results of operations in the period that the assessment is made. 
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Bank Indebtedness 
 

The Company’s bank indebtedness is primarily composed of an inter-company demand facility with Hydro One which is used 

to settle amounts due to and from Hydro One and its other subsidiaries. 

 

Hydro One maintains pooled bank accounts for its use and for the use of its subsidiaries, including the Company. The 

Company earns interest on positive inter-company balances based on the average of the bankers' acceptance rate at the 

beginning and end of the month, less 0.02%. The Company is charged interest on overdraft inter-company balances based on 

the same bankers' acceptance rate, plus 0.15%. 

 

Revenue Recognition 

 

Distribution revenues are recognized on an accrual basis and include billed and unbilled revenues. Distribution revenues 

attributable to delivery of electricity are based on OEB-approved distribution rates and are recognized as electricity is 

delivered to customers. The Company estimates monthly revenue for a period based on wholesale electricity purchases 

because customer meters are not generally read at the end of each month. At the end of each month, the electricity delivered 

to customers, but not billed, is estimated and revenue is recognized. The unbilled revenue estimate is affected by energy 

demand, weather, line losses and changes in the composition of customer classes. 

 

Corporate Income Taxes and Capital Taxes 

 

Under the Electricity Act, 1998, Hydro One Brampton is required to make payments in lieu of corporate taxes (PILs) to the 

Ontario Electricity Financial Corporation (OEFC). These payments are calculated in accordance with the rules for computing 

income and other relevant amounts contained in the Income Tax Act (Canada) and the Corporations Tax Act (Ontario) as 

modified by the Electricity Act, 1998, and related regulations. 

 

For transactions and events that cause temporary differences between the tax basis of assets and liabilities and their carrying 

amounts for accounting purposes, the Company records future income tax assets and liabilities, and corresponding regulatory 

liabilities and assets. 

 

Current Income Taxes  

 

The provision for current taxes and the assets and liabilities recorded for the current and prior periods are measured at the 

amounts receivable from, or payable to, the OEFC. 

 

Future Income Taxes  

 

Future income taxes are provided for using the liability method and are recognized on temporary differences between the 

carrying amount of assets and liabilities in the financial statements and the corresponding tax bases used in the computation 

of taxable profit. 

 

Future income tax liabilities are generally recognized on all taxable temporary differences and future tax assets are 

recognized to the extent that it is more likely than not to be realized from taxable profits available against which deductible 

temporary differences can be utilized. 

 

Future income taxes are calculated at the tax rates that are expected to apply in the period when the liability is settled or the 

asset is realized, based on the tax rates (and tax laws) that have been enacted or substantively enacted by the balance sheet 

date. Future income taxes are charged or credited to the Statement of Operations and Comprehensive Income. 

 

The carrying amount of future income tax assets is reviewed at each balance sheet date and reduced to the extent that all or 

part of the future income tax assets have not met the “more likely than not” criterion. Previously unrecognized future income 

tax assets are reassessed at each balance sheet date and are recognized to the extent that it has become more likely than not of 

being recovered from future taxable profits. 
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The Company has recognized regulatory assets and liabilities that correspond to future income taxes that flow through the 

rate-making process. 

 

Materials and Supplies 

 

Materials and supplies represent consumables, spare parts and construction materials held for internal construction and 

maintenance of fixed assets. These assets are carried at the lower of average cost or net realizable value. 

 

Fixed Assets 

 

Fixed assets are recorded at original cost, net of customer contributions received in aid of construction and any accumulated 

impairment losses. The cost of additions, including betterments and replacements of asset components, is included on the 

Balance Sheet as fixed assets. 

 

The original cost of property, plant and equipment includes direct materials, direct labour (including employee 

benefits),contracted services, attributable capitalized financing costs, and direct and indirect overheads that are related to the 

capital project or program. Overheads that are disallowed under the new capitalization policy are charged to operations and 

reflected in a regulatory asset account until the next cost of service decision for 2015 rates. 

 

Fixed assets in service consist of land and land rights, buildings, distribution equipment, transformers and meters, trucks and 

equipment, and office and computer equipment. Fixed assets also include future use assets such as major components and 

spare parts. 

 

Intangible Assets 

 

Intangible assets separately acquired or internally developed are measured on initial recognition at cost which comprises 

purchased software, direct labour including employee benefits and consulting, engineering, overheads and attributable 

financing charges. Following initial recognition, intangible assets are carried at cost net of any accumulated amortization and 

accumulated impairment losses. The Company’s intangible assets primarily represent major administrative computer 

applications assets, as well as capital contributions by the Company to Hydro One Networks Inc. (Hydro One Networks) for 

the construction of transmission connection facilities. 

 

Capitalized Financing Costs 

 

Capitalized financing costs represent interest costs attributable to the construction of fixed assets or development of 

intangible assets. The cost of attributable borrowed funds is capitalized as part of the acquisition cost of such assets. The 

capitalized portion of financing costs is a reduction to financing charges recognized in the Consolidated Statements of 

Operations and Comprehensive Income. Capitalized financing costs are calculated using the Company’s weighted average 

effective cost of debt financing. Prior to 2012, financing costs were capitalized using and OEB mandated rate.  Hydro One 

Brampton is no longer required to use the OEB rate. 

 

Construction and Development in Progress 
 

Construction and development in progress consists of the capitalized cost of constructed assets that are not yet complete and 

which have not yet been placed in service.  

 

Depreciation and Amortization 

 

The cost of fixed assets and intangible assets is depreciated or amortized on a straight-line basis based on the estimated 

remaining service life of each asset category.  A summary of average service lives and depreciation and amortization rates for 

the various classes of assets is included below: 
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 Depreciation Rate 

Land rights 2.00% 

Buildings 3.33% 

Distribution equipment 2.00% - 10.00% 

Transformers and meters 2.50% - 6.67% 

Trucks and equipment 10.00% - 20.00% 

Office and computer equipment 10.00% - 20.00% 

 

The costs of intangible assets are included within the office and computer equipment and distribution equipment 

classifications above. The amortization rate for computer applications software is 20% per year and the amortization rate for 

intangible assets included within distribution equipment is 2.50% per year. 

 

On July 17, 2012, the OEB issued a letter “Regulatory accounting policy direction regarding changes to depreciation 

expense and capitalization policies in 2012 and 2013” addressed to all electricity distributors in the Province. The letter 

mandates that distributors that have deferred the changeover to IFRS in 2012, based on the AcSB’s exemption, implement 

changes to their depreciation and capitalization policies effective January 1, 2013. These accounting changes are 

implemented consistent with the OEB’s regulatory accounting policies as set out for modified IFRS as contained in the 

OEB’s report, “Transition to International Financial Reporting Standards (EB-2008-0408)”, the “Depreciation Study for 

Use by Electricity Distributors (EB-2010-0178)” and the “Revised 2012 Accounting Procedures Handbook for Electricity 

Distributors”. The Company adopted these requirements in the 2013 fiscal year. The differences arising as a result of 

implementation of modified IFRS capitalization policy are recorded in a related regulatory account set up exclusively to track 

the accounting differences. On implementation of modified IFRS, the Company revised its capitalization policy to recognize 

losses on early retirement of assets, a decrease in the overhead burden rate applicable to additions to capital additions after 

January 1, 2013 and to record depreciation of assets at the component versus group level.  

 

The change in capitalization policy is considered a change in accounting estimate as it results in an adjustment to the carrying 

amount of the fixed assets based on reassessment of the expected future benefits associated with that asset. The change in 

estimate is recognized prospectively in the period in which it occurs. 

 

Where a disposition of property, plant and equipment occurs through sale, a gain or loss is calculated based on proceeds and 

is included in depreciation expense. Depreciation expense also includes the costs incurred to remove property, plant and 

equipment where no asset retirement obligation has been recorded.  

 

The estimated service lives of fixed or intangible assets are subject to periodic review. Any changes arising from such a 

review are implemented on a remaining service life basis consistent with their inclusion in rates. The OEB approved new 

depreciation rates as part of the Company’s 2011 cost of service rate decision. The new rates were based on rates developed 

by the Company in preparation for its adoption of IFRS. Prior to 2011, the Company’s depreciation and amortization rates 

were based on mandatory OEB rates applied to all local distribution companies in Ontario. 

 

Long-Lived Asset Impairment 

 

When circumstances indicate the carrying value of long-lived assets may not be recoverable, the Company evaluates whether 

the carrying value of such assets, excluding goodwill, has been impaired. For such long-lived assets, impairment exists when 

the carrying value exceeds the sum of the future estimated undiscounted cash flows expected to result from the use and 

eventual disposition of the asset. When alternative courses of action to recover the carrying amount of a long-lived asset are 

under consideration, a probability-weighted approach is used to develop estimates of future undiscounted cash flows. If the 

carrying value of the long-lived asset is not recoverable based on the estimated future undiscounted cash flows, an 

impairment loss is recorded, measured as the excess of the carrying value of the asset over its fair value. As a result, the 

asset’s carrying value is adjusted to its estimated fair value.  

 

Being a regulated business, the carrying costs of most of the Company’s long-lived assets are included in rate base where 

they earn an OEB-approved rate of return. Asset carrying values and the related return are recovered through approved rates. 
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As a result, such assets are only tested for impairment in the event that the OEB disallows recovery, in whole or in part, or if 

such a disallowance is judged to be probable. 

 

Deferred Revenue 

 

Certain amounts are received pursuant to agreements with developers for the estimated future costs for the remediation of 

damages caused to Hydro One Brampton assets during the completion of residential subdivisions for which funds have been 

received but the related services have yet to be performed. These amounts are recognized as revenue in the fiscal year the 

related expenditures are incurred or services are performed. 

 

Financial Assets and Liabilities 

 

All financial assets and liabilities are classified into one of the following five categories: held-to-maturity investments; loans 

and receivables; held-for-trading; other liabilities; or available-for-sale. Financial assets and liabilities classified as held-for-

trading are measured at fair value. All other financial assets and liabilities are measured at amortized cost, except accounts 

receivable which are measured at the lower of cost or fair value. The Company considers the carrying amount of accounts 

receivable to be a reasonable estimate of fair value because of the short time to maturity of these instruments. Provisions for 

impaired accounts receivable are recognized as adjustments to the allowance for doubtful accounts and are recognized when 

there is objective evidence that the Company will not be able to collect amounts according to the original terms. 

 

The Company has classified its financial instruments as follows: 

 

 Bank indebtedness Other liabilities 

 Accounts receivable Loans and receivables 

 Accounts payable and accrued charges Other liabilities 

 Long-term debt Other liabilities 

 

Deferred debt costs are amortized over the contractual life of the related debt on an effective-interest basis and the 

amortization is included within financing charges in the Statements of Operations and Comprehensive Income. 

 

All financial instrument transactions are recorded at trade date. 

 

Multiemployer Pension Plan 

 

Employees of Hydro One Brampton participate in the Ontario Municipal Employees Retirement System Fund (OMERS), a 

multi-employer, contributory, defined benefit public sector pension fund. OMERS provides retirement pension payments 

based on member’s length of service and salary. Both participating employers and members are required to make plan 

contributions. The OMERS plan assets are pooled together to provide benefits to all plan participants and the plan assets are 

not segregated in separate accounts for each member entity. 

 

The OMERS plan is accounted for as a defined contribution plan by Hydro One Brampton because it is not practicable to 

determine the present value of the Company’s obligations, the fair value of plan assets or the related current service cost 

applicable to the Company’s employees. Hydro One Brampton recognizes its contributions to the OMERS plan as pension 

expense, with a portion being capitalized. The expensed amount is included in operation, maintenance and administration 

costs in the Statements of Operations and Comprehensive Income. 

 

Employee Future Benefits other than Pension 

 

Employee future benefits other than pension include group life insurance and health care and are recorded on an accrual 

basis. Costs are determined by independent actuaries using the projected benefit method prorated on service and based on 

assumptions that reflect management's best estimates. Past service costs from plan amendments and actuarial gains or losses 

are amortized on a straight-line basis over the expected average remaining service life of the employees covered.  Employee 

future benefits other than pension costs are attributed to labour and are charged to operations, maintenance and 

administration or capitalized as part of the cost of fixed assets. 



HYDRO ONE BRAMPTON NETWORKS INC. 

NOTES TO FINANCIAL STATEMENTS (continued) 

 

 

 

12 

Asset Retirement Obligations 

 

Some of the Company’s distribution assets, particularly those located on unowned easements and rights-of-way, may have 

AROs, conditional or otherwise. The majority of the Company’s easements and rights-of-way are either of perpetual duration 

or are automatically renewed annually. Land rights with finite terms are generally subject to extension or renewal. As the 

Company expects to use the majority of its facilities in perpetuity, no ARO currently exists. If, at some future date, a 

particular facility is shown not to meet the perpetuity assumption, it will be reviewed to determine whether an estimable 

ARO exists. In such a case, an ARO would be recorded at that time.  

 

 

3. EMERGING ACCOUNTING CHANGES 
 

On February 13, 2008, the AcSB confirmed that publicly accountable enterprises will be required to adopt IFRS in place of 

existing Canadian GAAP for interim and annual reporting periods for fiscal years beginning on or after January 1, 2011. On 

September 10, 2010, the AcSB decided to permit rate regulated entities to defer their IFRS implementation date to January 1, 

2012 at their option.  

 

In May 2012, the International Accounting Standards Board (IASB) unanimously supported giving priority to developing a 

standards-level proposal for rate-regulated activities as a short-term Board project.  Given the IASB’s intention to prioritize 

rate-regulated activities when setting its future agenda, the AcSB decided to extend the deferral of the mandatory IFRS 

changeover date for entities with qualifying rate-regulated activities until January 1, 2014.  

 

In December 2012, the IASB decided to develop an interim Standard, to provide temporary guidance on accounting for rate-

regulated activities for first-time adopters of IFRS. Given the IASB’s intention to issue an interim standard by the end of 

2013, the AcSB decided to extend the existing deferral of the mandatory IFRS changeover date for entities with qualifying 

rate-regulated activities by an additional year to January 1, 2015. 

 

The Company has opted to take this deferral and will therefore plan to apply IFRS to its financial statements for the year ending 

December 31, 2015. Adoption in 2015 will include restatement of the amounts recorded on the opening IFRS balance sheet as at 

January 1, 2014, for comparative purposes. On April 25, 2013 the IASB published for public comment the Exposure Draft 

Regulatory Deferral Accounts as part of its reactivated Rate-Regulated Activities Research Project.  The IASB proposed an 

interim standard that will provide temporary guidance until their comprehensive project on accounting for rate-regulated 

activities is complete.  The proposed interim standard is intended to allow entities that will soon transition to IFRS, and that 

currently recognize impact of rate-regulation in accordance with their local GAAP to continue to do so. The IASB accepted 

comment letters until September 4, 2013 on this exposure draft and issued discussion papers in October and November.  

 

On October 30, 2013, the IASB tentatively voted in favour of proceeding with an interim standard and in their November 

meeting the AcSB decided against further extending the deferral of the mandatory date for first time adoption of IFRS by rate-

regulated entities, subject to the IASB issuing the expected interim standard in early 2014.   

 

On January 30, 2014 the IASB published IFRS 14 - Regulatory Deferral Accounts allowing an entity with rate-regulated 

activities to recognize amounts that qualify as regulatory deferral account balances in its financial statements in accordance with 

its previous GAAP.   Upon implementation of IFRS, Hydro One Brampton will continue to apply its previous GAAP accounting 

policies for the recognition, measurement, impairment and derecognition of regulatory deferral balances. The interim standard 

requires regulatory deferral account balances and movements therein to be presented as separate line items on the face of the 

financial statements, distinguished from assets, liabilities, income and expenses that are recognised in accordance with other 

IFRSs. Under the interim standard, an entity that recognises regulatory deferral account balances in its financial statements is 

required to provide extensive disclosures to enable users of the financial statements to understand the features and nature of, and 

risks associated with, rate regulation; and the effect of rate regulation on the entity’s financial position, performance and cash 

flows.   
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4. FINANCING CHARGES 

 

Year ended December 31 (thousands of dollars) 2013  2012 

Interest on long-term debt (Note 10, 15) 11,465 11,446 

Amortization of deferred debt costs and debt discounts 26 23 

Other interest income (91) (197) 

Interest accreted on regulatory accounts 138 53 

Interest capitalized on construction and development in progress (850) (880) 

 10,688 10,445 

 

 

5.  PROVISION FOR PAYMENTS IN LIEU OF CORPORATE INCOME TAXES 

 

The provision for PILs differs from the amount that would have been recorded using the combined Canadian Federal and 

Ontario statutory income tax rate. The reconciliation between the statutory and effective tax rates is provided as follows: 

 
Year ended December 31 (thousands of dollars) 2013 2012 

Income before provision for PILs 20,021 20,042  

Federal and Ontario statutory income tax rate 26.5% 26.5% 

Provision for PILs at statutory rate 5,306 5,311 

   

Decrease resulting from:   

Net temporary differences included in amounts charged to customers:   

 Employee future benefits other than pension expense in excess of cash payments 24 5 

 Depreciation and amortization (lower) higher than capital cost allowance (1,540) (2,037) 

 Rate Change - (335) 

 Interest capitalized for accounting purposes, but deducted for tax (225) (233) 

 Other 35 76 

Net temporary differences (1,706) (2,524) 

Total income tax provision for PILs 3,600 2,787 

   

Current income tax provision for PILs 2,499 3,955 

Future income tax provision for PILs 1,101 (1,168) 

Total income tax provision for PILs 3,600 2,787 

Effective income tax rate 17.98% 13.91% 

 

 

The provision for payments in lieu of current income taxes of $2,499 thousand (2012 - $3,955 thousand) represents amounts 

payable to OEFC with respect to current year earnings. In 2013, there is an outstanding balance due from the OEFC of 

$1,679 thousand (2012 - $1,496 thousand due to OEFC). 

 

The provision for payments in lieu of future income taxes of $1,101 thousand (2012 future tax recovery of $1,168 thousand) 

reflects amounts that are not expected to be recovered from the Company’s customers through future rates. The decrease in 

the future tax asset for payments in lieu of future income taxes that is expected to be recovered from the Company’s 

customers through future rates has resulted in a decrease in regulatory liabilities of $2,381 thousand (2012 – $2,679 

thousand). 

 

 

Future Income Tax Assets and Liabilities 

 

Payments in lieu of future income tax assets and liabilities arise from differences between the carrying amounts and tax bases 

of the Company’s assets and liabilities. The tax effects of these differences are as follows: 
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December 31 (thousands of dollars) 2013 

2012 

2012 

Future Income Tax Assets   

Regulatory accounts 715 1,454 

Employee future benefits other than pension expense in excess of cash payments 2,619 2,488 

Depreciation and amortization in excess of (lower than) capital cost allowance  (2,389) 159 

Goodwill 4,756 5,114 

Other 41 49 

Total future income tax assets 5,742 9,264 

Less: current portion 73 68 

 5,669 9,196 

 

 

6. FIXED ASSETS 

December 31  

(thousands of dollars) 

Fixed Assets 

in Service 

Accumulated 

Depreciation 

 

Construction 

in Progress 

Future Use 

Components 

and Spares Total 

2013      

Land and land rights 9,777 222 170 - 9,725 

Buildings 33,390 11,496 107 - 22,001 

Distribution equipment 344,945 179,042 3,924 3,834 173,661 

Transformers and meters 160,501 71,790 873 - 89,584 

Trucks and equipment 18,088 10,469 997 - 8,616 

Office and computer equipment 8,653 5,698 - - 2,955 

 

 

 

575,354 278,717 6,071 3,834 306,542 

      

2012      

Land and land rights  9,772 222 152 - 9,702 

Buildings 32,589 10,722 35 - 21,902 

Distribution equipment 329,017 173,551 5,767 3,579 164,812 

Transformers and meters 151,475 68,273 1,211 - 84,413 

Trucks and equipment 16,884 9,581 336 - 7,639 

Office and computer equipment 7,571 5,471 - - 2,100 

 547,308 267,820 7,501 3,579 290,568 

 

Financing charges capitalized on fixed assets under construction were $850 thousand in 2013 (2012 - $880 thousand). 

 

 

7. INTANGIBLE ASSETS 

December 31 (thousands of dollars) 

Intangible 

Assets 

Accumulated 

Amortization 

 

Total 

2013    
Contributed capital 14,880 1,375 13,505 

Computer applications software 5,121 3,475 1,646  

 20,001 4,850 15,151 

    
2012    

Contributed capital 14,881 1,006 13,875 

Computer applications software 4,728 2,803 1,925 

 19,609 3,809 15,800 

 

Financing charges capitalized on intangible assets under development were nil in 2013 (2012 - nil). 

 

 



HYDRO ONE BRAMPTON NETWORKS INC. 

NOTES TO FINANCIAL STATEMENTS (continued) 

 

 

 

15 

8. DEPRECIATION AND AMORTIZATION 

 

Year ended December 31 (thousands of dollars) 2013 2012 

Depreciation of fixed assets in service 11,386 10,981 

Amortization of intangible assets 1,042 1,046 

Amortization of regulatory assets 55 1,360 

Fixed asset removal costs 1,356 1,030 

Loss on early retirement of fixed assets 1,078 - 

 14,917 14,417 

 

 

9. REGULATORY ASSETS AND LIABILITIES 

 

Regulatory assets and liabilities arise as a result of the rate-making process. Hydro One Brampton has recorded the following 

regulatory assets and liabilities: 

 

December 31 (thousands of dollars) 2013 2012 

Regulatory assets: 

 

 

 

  

Accounting changes under GAAP 2,684 - 

Smart meters 1,158 1,208 

IFRS transition costs 961 947 

Stranded meters 522 588 

LRAM variance account 307 230 

Retail settlement variance accounts 194 - 

LV variance account 160 199 

Other regulatory assets 195 181 

Total regulatory assets 6,181 3,353 

Less: current portion 1,158 1,207 

Long-term regulatory assets 5,023 2,146 

   

Regulatory liabilities:   

Regulatory balances approved for disposal   8,399 44 

Renewable generation funding adder 313 219 

Regulatory future income tax liability 3 2,424 

Retail settlement variance accounts  - 8,351 

Other regulatory liabilities 77 178 

Total regulatory liabilities  8,792 11,216 

Less:  current portion 4,266 246 

Long-term regulatory liabilities 4,526 10,970 

 

In the absence of rate-regulated accounting, interest would not have been accreted on these regulatory assets and liabilities, 

and financing charges would have been lower in 2013 by $138 thousand (2012 – $53 thousand). 

 

Regulatory assets 

 

Accounting Changes Under GAAP 

 

On July 17, 2012 the OEB issued a letter which requires electricity distributors to implement changes to their capitalization 

and depreciation expense policies effective January 1, 2013.  The OEB requires these accounting changes to be implemented 

consistent with their regulatory accounting policies as set out for modified IFRS as contained in the Report of the Board, 

Transition to International Financial Reporting Standards, EB-2008-0408, the Kinectrics Report, and the Revised 2012 

Accounting Procedures Handbook for Electricity Distributors (“APH”). Based on the OEB’s letter, these fixed assets 

adjustments, including losses on early retirement, are to be recorded in a variance account and will be recovered from or 
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refunded to ratepayers in the year of the Company’s next cost of service application through an adjustment to depreciation 

expense over the approved amortization period. The Company will continue to record the fixed asset adjustments in the 

variance account, at end of each fiscal year, until the rates are reset using the modified IFRS accounting policies in the next 

cost of service decision for  2015 rates. For the year ended December 31, 2013, the Company recorded an adjustment of 

$2,684 thousand (2012 – nil).  In the absence of regulatory accounting, fixed assets would have been higher by $2,858 

thousand (2012 – nil), operations and depreciation expense would have been lower by $1,789 thousand and $895 thousand 

respectively (2012 – nil). 

 

Smart Meters 

 

In 2006, the OEB approved the establishment of regulatory deferral accounts for smart meter-related expenditures. Consistent 

with the OEB’s direction and pending further guidance, the Company recognizes a regulatory asset or liability consisting of the 

net balance of calculated revenues related to smart meters less recoveries received from customers through specific rate adder 

amounts. In the absence of rate-regulated accounting, revenues would have been higher by $50 thousand (2012 – $1,361 

thousand). 
 

On April 25, 2013 the OEB approved two types of rate riders related to the Company’s deployment of smart meters. The first 

rider is for a final disposition amount of $1,890 thousand to be recovered over a period of 20 months, effective May 1, 2013. The 

second rider is for the recovery of the incremental revenue requirement related to smart meter costs. This rider is effective May 

1, 2013 and will remain in place until the Company rebases its rates through a cost of service application, expected to be for 

rates effective January 1, 2015.  

  

IFRS Transition Costs 

 

In preparation for its transition to IFRS, the Company has incurred costs relating to the IFRS conversion project. These costs 

have been recorded to regulatory assets as the Company expects to obtain recovery of these costs in the future. In the absence 

of rate-regulated accounting, operation, maintenance and administration expenses would have been unchanged (2012 - $13 

thousand higher) and financing charges would have been higher by $14 thousand (2012 - $13 thousand). 

 

Stranded Meters 

 

In 2007, the OEB approved the use of a deferral account to record the unrecovered costs of conventional or accumulation 

meters removed at the time of installation of smart meters. The remaining net book value of conventional meters that had 

been removed from service was reclassified from fixed assets to regulatory assets. 

 

In 2011, the OEB approved a 20 month rate rider effective May 1, 2011, for the recovery of the estimated stranded meter 

costs as of December 31, 2011. The approved stranded meter costs are part of the Regulatory Balances Approved for 

Recovery balance. The remaining Stranded Meter balance represents additional stranded meter costs that will be subject to 

review during the Company’s next cost of service application. In the absence of rate-regulated accounting, depreciation 

expense would have been lower by $66 thousand in 2013 (2012 - $1,360 thousand).  

 

Lost Revenue Adjustment Mechanism (LRAM) Variance Account 

 

The LRAM Variance account represents the difference between the results of actual verified impacts of authorized 

Conservation and Demand Management (CDM) activities related to the CDM programs which started in 2011 and the level 

of CDM program activities included in the load forecast.  In the absence of rate-regulated accounting, revenue would have 

been lower by $77 thousand in 2013 (2012- $228 thousand lower). 

 

Retail Settlement Variance Accounts (RSVA) 

 

Hydro One Brampton has deferred certain RSVA’s under the provisions of Article 490 of the OEB’s Accounting Procedures 

Handbook. The Company disposed of all balances in these accounts to the end of December 2012. These balances were 

reclassified as a liability in the Regulatory Balances Approved for Disposition Account. In the absence of rate-regulated 

accounting, distribution revenues would have been lower by $194 thousand (2012 - nil). 



HYDRO ONE BRAMPTON NETWORKS INC. 

NOTES TO FINANCIAL STATEMENTS (continued) 

 

 

 

17 

 

Low Voltage (LV) Variance Account 

 

The Company records the variance arising from low voltage transactions which are not part of the electricity wholesale 

market.  The Company disposed of the balance in this account to the end of December 31, 2012 in the Regulatory Balances 

Approved for Disposition Account. In the absence of rate-regulated accounting, cost of power would have been lower by $39 

thousand in 2013 (2012 -$132 thousand higher). 

 

Regulatory liabilities 

 

Regulatory Balances Approved for Disposition 

  

In 2013, the OEB approved the Company’s request to refund regulatory balances of $8,312 thousand over a two year period 

commencing January 1, 2014. The balances consisted primarily of RSVA amounts and refundable (over)/under recoveries of 

previous rate riders.  

 

Renewable Generation Funding Adder 

 

In 2011, the OEB approved a funding adder to recover the expenditures related to the Green Energy Plan that was submitted 

by the Company as part of their 2011 cost of service application. The Green Energy Act (GEA) funding adder is collected 

from all metered customers as a fixed charge.  In the absence of rate regulated accounting revenue would have been lower by 

$313 thousand (2012- $219 thousand).  

 

Regulatory Future Income Tax Liability 

 

Future income taxes are recognized on temporary differences between the carrying amount of assets and liabilities in the 

financial statements and the corresponding tax bases used in the computation of taxable profit. The Company has recognized 

regulatory assets and liabilities which correspond to future income taxes that flow through the rate-making process. In the 

absence of rate-regulated accounting, the Company’s provision for PILs would have been recognized using the liability method 

and there would be no regulatory accounts established for taxes to be recovered through future rates. As a result, the 2013 

provision for PILs would have been higher by $1,750 thousand (2012 - $1,975 thousand) including the impact of a change in 

substantively enacted tax rates. 

 

10. LONG-TERM DEBT 

 

The long-term debt, net of deferred transaction costs, of $182,243 thousand (2012 - $182,217 thousand) consists of three 

promissory notes payable to Hydro One. The notes are subject to redemption or repurchase in whole or in part, by the 

Company before maturity. 

 

The first promissory note, issued on June 3, 2001, has a carrying value of $143,000 thousand and bears interest at a rate of 

6.95% per annum until maturity on June 1, 2032. On issuance of this promissory note, $777 thousand of transaction costs 

incurred by Hydro One were transferred to the Company. These transaction costs are presented net with the long-term debt 

and are being amortized using the effective interest method over the 30-year term of the note. At December 31, 2013, the 

unamortized balance of these transaction costs was $559 thousand (2012- $574 thousand). 

 

The second promissory note, issued on September 26, 2011, has a carrying value of $20,000 thousand and bears interest at a 

rate of 4.41% per annum until maturity on September 26, 2041. On issuance of this promissory note, $102 thousand of 

transaction costs incurred by Hydro One were transferred to the Company. These transaction costs are presented net with the 

long-term debt and are being amortized using the effective interest method over the 30-year term of the note. At December 

31, 2013, the unamortized balance of these transaction costs was $98 thousand (2012 - $99 thousand). 

 

The third promissory note, issued on January 13, 2012, has a carrying value of $20,000 thousand and bears interest at a rate 

of 3.22% per annum until maturity on January 13, 2022. On issuance of this promissory note, $82 thousand of transaction 

costs incurred by Hydro One were transferred to the Company. These transaction costs are presented net with the long-term 
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debt and are being amortized using the effective interest method over the 10-year term of the note. At December 31, 2013, 

the unamortized balance of these transaction costs was $68 thousand (2012 - $76 thousand). 

 

 

11. FAIR VALUE OF FINANCIAL INSTRUMENTS AND RISK MANAGEMENT 

 

The carrying values of all financial instruments, except long-term debt, approximate fair value. The fair value of long-term 

debt, provided in the table below, is based on unadjusted year-end market prices for the same or similar debt of the same 

remaining maturities. The fair value measurement of long-term debt is categorized as level 2 as the inputs used reflect other 

than quoted market prices that are observable in an active market. 

 

At December 31, 2013 and 2012, the fair values and carrying values of the Company’s long-term debt are as follows: 

 

December 31 (thousands of dollars) 
2013 

Carrying Value1 
2013 

Fair Value2 
2012 

Carrying Value1 

2012 

Fair Value2  

Fair Value2 

 Long-term debt
 

    

        Note issued in 2001 143,000 185,228 143,000 203,789 

        Note issued in 2011 20,000 19,370 20,000 22,058 

        Note issued in 2012 20,000 19,706 20,000 20,692 

 183,000 224,304 183,000 246,539 

1 The carrying value of long-term debt represents the par value of the promissory notes. 

2 
The fair value of long-term debt is based on unadjusted year-end market prices for the same or similar debt of the same remaining maturities. The fair 

value measurement of long-term debt is categorized as Level 2. 

 

Risk Management 

 

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

 

Market Risk 

 

Market risk refers primarily to the risk of losses that result from changes in commodity prices, foreign exchange rates and 

interest rates. The Company does not have commodity risk and its foreign exchange risk is currently insignificant. Hydro 

One Brampton is exposed to fluctuations in interest rates as the regulated rate of return for the Company’s distribution 

business is derived using a formulaic approach which is in part based on the forecast for long-term Government of Canada 

bond yields and the spread in 30 year "A" rated Canadian utility bonds over the 30 year benchmark Government of Canada 

bond yield. The Company estimates that a 1% decrease in the forecast long-term Government of Canada bond yield used in 

the current OEB formula for determining the Company’s rate of return on equity would have reduced its results of operations 

by approximately $1,300 thousand based on 2011 COS application. In 2012 and 2013, Hydro One Brampton’s distribution 

rates were updated based on the OEB’s third generation IRM policies and as a result the allowable regulated rate of return is 

notional until it is reset as part of the Company’s next cost of service application. The Company’s distribution rates will be 

updated based on the OEB’s IRM policies in 2014. 

 

Credit Risk 

 

Financial assets create credit risk that counterparty will fail to discharge an obligation, causing a financial loss. The 

Company’s revenue is earned from a broad base of customers. As a result, Hydro One Brampton did not earn a significant 

amount of revenue from any individual customer. As at December 31, 2013, there were no significant balances of accounts 

receivable due from any single customer. 

 

At December 31, 2013, the Company’s provision for bad debts was $906 thousand (2012 - $930 thousand). Adjustments and 

write-offs were determined on the basis of a review of overdue accounts, taking into consideration historical experience. At 

December 31, 2013, approximately 2% (2012 - 2%) of the Company’s accounts receivable were aged more than 60 days. The 

Company’s credit risk for accounts receivable is limited to the carrying amount on the Balance Sheet. 
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Liquidity Risk 

 

Liquidity risk refers to the Company’s ability to meet its financial obligations as they come due. Short-term liquidity is 

provided through cash on hand, funds from operations, and the inter-company demand facility arrangement with Hydro One. 

The short-term liquidity available to the Company should be sufficient to fund normal operating requirements. 

 

At December 31, 2013, accounts payable and accrued charges in the amount of $67,957 thousand (2012 - $58,217 thousand) 

are expected to be settled in cash at their carrying amounts within the next year.  

 

At December 31, 2013, the Company has long-term debt outstanding in the amount of $183,000 thousand (2012 - $183,000 

thousand). There is no portion of long-term debt that is maturing during the next year. Interest payments for the next 12 

months on the Company’s outstanding long-term debt amount to $11,465 thousand (2012 - $11,465 thousand). 

 

 

12. CAPITAL MANAGEMENT 
 

The Company considers its capital structure to consist of shareholder’s equity, long-term debt, and cash and cash equivalents. 

At December 31, 2013 and 2012, the Company’s capital structure was as follows: 

 

December 31 (thousands of dollars)   2013 2012 

     

Bank indebtedness (cash)   8,114 (6,558) 

Long-term debt   182,243 182,217 

     

Common shares   51,501 51,501 

Retained earnings   71,714 69,593 

   123,215 121,094 

     

Total capital   313,572 296,753 

 

 

13. EMPLOYEE FUTURE BENEFITS 

 

The Pension Plan 

 

Hydro One Brampton’s contributions to the OMERS plan for the year ended December 31, 2013 were $1,820 thousand 

(2012 - $1,577 thousand). Company contributions payable at December 31, 2013 and included in accounts payable and 

accrued charges on the Balance Sheet were $168 thousand (2012 - $156 thousand). 

 

Employee Future Benefits other than Pension 

 

The Company provides certain medical and life insurance benefits to its retired employees and their dependents. The 

Company recognizes these post-retirement costs in the period in which the employees render services. The measurement date 

used to determine the accrued benefit obligation is December 31. 

 

Net periodic post-retirement benefit costs of $440 thousand (2012 - $312 thousand) were attributed to labour. In 2013, $157 

thousand (2012 - $118 thousand) was charged to results of operations and $283 thousand (2012 - $194 thousand) was 

capitalized as part of the cost of fixed and intangible assets. 

 

Information about the Company's post-retirement benefit plan is as follows: 
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December 31 (thousands of dollars)  2013 2012 

    

Accrued benefit liability, beginning of year  6,902 6,690 

Net periodic post-retirement benefit cost 

Benefits paid 
 440 312 

Benefits paid  (79) (100) 

Accrued benefit liability, end of year  7,263 6,902 

Less: current portion  195 155 

Long-term accrued benefit liability  7,068 6,747 

 

During 2013, the Company had an actuarial loss of $65 thousand (2012 - $648 thousand) as a result of updating year-end 

assumptions. At December 31, 2013, the net accumulated unamortized actuarial gain was $1,125 thousand (2012 - $1,253 

thousand). 

 

The components of net periodic post-retirement benefit cost for the years ended December 31, 2013 and 2012 are as follows: 

 

Year ended December 31 (thousands of dollars)  2013 2012 

    

Current service cost  269 216 

Interest cost  234 240 

Actuarial loss (gain) on benefit obligation  65 648 

Costs arising in the period  568 1,104 

Differences between costs arising in the period and costs  

    recognized in the period in respect of actual (gain) loss 
 

 

(128) 

 

(792) 

Net periodic post-retirement benefit cost  440 312 

 

The significant actuarial assumptions used to determine the benefit obligation and benefit expense at December 31, 2013 and 

2012 are as follows:  

  2013 2012 

    

Expected annual remaining service life of employees  11 years 11 years 

Discount rate for the expense for the year ended December 31  4.00% 5.00% 

Discount rate for the accrued benefit obligation at December 31  4.50% 4.00% 

Rate of compensation scale escalation (without merit)  3.00% 3.00% 

Rate of increase of long-term supplementary medical costs
1 

 8.26% 8.48% 

Rate of increase of prescription drug costs
1 

 8.26% 8.48% 

Rate of increase of dental costs
 

 4.50% 4.50% 

1 
8.26% per annum in 2013, grading down to 4.50% per annum in and after 2031 (2012 – 8.48% per annum in 2012, grading down to 4.50% per annum in 

and after 2031) 

 

The effect of 1% change in health care cost trends on the post-retirement benefits is as follows: 

 

Year ended December 31 (thousands of dollars)   2013 2012 

Effect of 1% increase in health care cost trends on:     

    Accrued benefit obligation, December 31   377 347 

    Service cost and interest cost   44 39 

     

Effect of 1% decrease in health care cost trends on:     

    Accrued benefit obligation, December 31   (331) (305) 

    Service cost and interest cost   (37) (33) 
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14. SHARE CAPITAL 

 

Common Shares 

 

The Company has 2,000 issued and outstanding common shares. The Company is authorized to issue an unlimited number of 

common shares. 

 

Dividends 

 

Common share dividends are declared at the sole discretion of the Company’s Board of Directors, and are recommended by 

management based on results of operations, maintenance of the deemed regulatory capital structure, financial conditions, 

cash requirements, and other relevant factors, such as industry practice and shareholder expectations. 

 

In 2013, common share dividends in the amount of $14,300 thousand (2012 - $12,900 thousand) were declared and paid. 

 

 

15. RELATED PARTY TRANSACTIONS 

 

Hydro One Brampton is a subsidiary of Hydro One, and Hydro One is owned by the Province. The OEFC, Independent 

Electricity System Operator (IESO), Ontario Power Authority (OPA), Ontario Power Generation Inc. (OPG) and the OEB 

are related parties to Hydro One Brampton because they are controlled or significantly influenced by the Province. 

Transactions between these parties and Hydro One Brampton were as follows:           

 

In 2013, the Company purchased power in the amount of $373,563 thousand (2012- $335,415 thousand) from the IESO-

administered electricity market.  

 

Under the Ontario Energy Board Act, 1998, the OEB is required to recover all of its annual operating costs from gas and 

electricity distributors and electricity transmitters.  In 2013, the Company incurred $375 thousand (2012 - $426 thousand) in 

OEB fees. 

 

The OPA funds some of the Company’s Conservation and Demand Management (CDM) programs. The funding includes 

program costs, incentives, and management fees.  In 2013, the Company received $6,837 thousand (2012 – $6,191 thousand) 

from the OPA related to the CDM programs. 

 

The provision for PILs was paid or payable to the OEFC. 

 

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

 

December 31 (thousands of dollars)   2013 2012 

     

Accounts receivable   2,580 1,639 

Accounts payable and accrued charges
1 

  (32,871)          (30,519) 

     

1 Included in accounts payable and accrued charges at December 31, 2013 are amounts owing to the IESO in respect of power purchases of $32,299 

thousand (2012 - $26,803 thousand). 

 

Sales to and purchases from related parties occur at normal market prices or at a proxy for fair value based on the 

requirements of the OEB’s Affiliate Relationships Code. Outstanding balances at period end are unsecured, interest free and 

settled in cash. 

 

Hydro One and Subsidiaries 

 

The Company provides services to, and receives services from, Hydro One and its other subsidiaries. The Company’s cash and 
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bank indebtedness is primarily composed of an inter-company demand facility with Hydro One which is used to settle amounts 

due to and from Hydro One and its other subsidiaries. 

 

In 2013, the Company purchased certain transmission, connection, and administrative services from Hydro One Networks 

and Hydro One totaling $2,786 thousand (2012 - $1,952 thousand). The Company provided certain transmission and 

connection services to Hydro One Networks totaling $2,036 thousand (2012 - $1,517 thousand). The Company recorded 

other rental revenues from Hydro One Networks of $73 thousand (2012 - $350 thousand). 
 

The Company made capital contributions and purchases for the construction of transmission connection facilities from Hydro 

One Networks and Hydro One totaling $114 thousand (2012 - $2,372 thousand). 

 

During 2013, the Company paid for certain telecommunication services in the amount of $15 thousand (2012 - $15 thousand) 

and leased a portion of its facilities and equipment to Hydro One Telecom Inc. in the amount of $147 thousand (2012 - $135 

thousand). 
 

In 2013, Hydro One provided prudential support to the IESO on behalf of the Company in the form of a parental guarantee of 

$75,000 thousand (2012 - $75,000 thousand). 
 

The Company’s long-term debt of $183,000 thousand is due to Hydro One.  Financing charges for the year ended December 31, 

2013 include interest expense on the long-term debt in the amount of $11,465 thousand (2012 - $11,446 thousand), and interest 

expense on the inter-company demand facility in the amount of $25 thousand (2012 - $3 thousand).  At December 31, 2013, the 

Company had accrued interest payable to Hydro One totaling $1,382 thousand (2012 - $1,382 thousand). 

 

In 2013, common dividends of $14,300 thousand (2012 - $12,900 thousand) were declared and paid to Hydro One. 

 

 

16.  STATEMENTS OF CASH FLOWS 

 

The changes in non-cash balances related to operations consist of the following: 

 

Year ended December 31 (thousands of dollars)  2013 2012 

Accounts receivable  (8,672) 349 

Materials and supplies  (71) 20 

Accounts payable and accrued charges  9,740 (4,759) 

Employee future benefits other than pension   361 212 

Long-term accounts payable and other liabilities  (1,164) 4,289 

Accrued interest  - 303 

Deferred revenue  42 4 

  236 418 

 

Supplementary information:    

Net interest paid  11,555 11,515 

Payments in lieu of corporate income taxes  2,250 1,155 

 

17. CONTINGENCIES 

 

The Company is involved in various lawsuits, claims and regulatory proceedings in the normal course of business. In the 

opinion of management, the outcome of such matters will not have a material adverse effect on the Company’s financial 

position, results of operations or cash flows.  
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18. COMMITMENTS 

 

Prudential support 

 

Purchasers of electricity in Ontario, through the IESO, are required to provide security to mitigate the risk of their 

default based on their expected activity in the market. As at December 31, 2013, Hydro One provided prudential 

support to the IESO on behalf of Hydro One Brampton using a parental guarantee of $75,000 thousand (2012 - 

$75,000 thousand). On April 27, 2012, Hydro One’s highest credit rating declined from the “Aa” category to the “A” 

category. Based on the new credit rating category, Hydro One provided a letter of credit in the amount of $1,200 

thousand (2012 - $1,200 thousand) to the IESO on behalf of Hydro One Brampton. The IESO could draw on the 

parental guarantee and/or letter of credit if the Company fails to make a payment required by a default notice issued 

by the IESO. The maximum potential payment is the face value of the letter of credit plus the amount of the parental 

guarantee.  

 

 

19. COMPARATIVE FIGURES 

 

The comparative Financial Statements have been reclassified from statements previously presented to conform to the 

presentation of the December 31, 2013 Financial Statements. 
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INDEPENDENT AUDITORS' REPORT

To the Shareholder of Hydro One Brampton Networks inc.

We have audited the accompanying financial statements of Hydro One Brampton Networks Inc., which comprise the balance

sheets as at December 31, 2014 and December 31, 2013, the statements of operations and comprehensive income, retained

earnings and cash flows for the years then ended, and notes, comprising a summary of significant accounting policies and other

explanatory information.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with Canadian

generally accepted accounting principles, and for such internal control as management determines is necessary to enable the

preparation of financial statements that are free from material misstatement, whether due to fraud or error.

Auditors' Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our audit in

accordance with Canadian generally accepted auditing standards. Those standards require that we comply with ethical

requirements and plan and perform the audit to obtain reasonable assurance about whether the financial statements are free

from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements.

The procedures selected depend on our judgment, including the assessment of the risks of material misstatement of the financial

statements, whether due to fraud or error. In making those risk assessments, we consider internal control relevant to the entity's

preparation and fair presentation of the financial statements in order to design audit procedures that are appropriate in the

circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity's internal control. An audit also

includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting estimates made by

management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained in our audits is sufficient and appropriate to provide a basis for our audit

opinion.

Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position of Hydro One Brampton

Networks Inc. as at December 31, 2014 and December 31, 2013, and its results of operations and its cash flows for the year

then ended in accordance with Canadian generally accepted accounting principles.

Chartered Professional Accountants, Licensed Public Accountants

March 26, 2015
Toronto, Canada

KPMQ LLP is a Canadian limited liability partnership and a member firm of the KPM6
networl( of independent member firms affiliated with KPMG Intemational Cooperative
('KPMG Intemationai'), a Swiss entity.
KPMG Canada provides services to KPMG LLP.



HYDRO ONE BRAMPTON NETWORKS INC.
STATEMENTS OFOPERATIONS AND COMPREHENSIVE INCOME
For the years ended December 31,2014 and 2013

Yecw ended December 31(thousands ofCanadian dollars)
2014 2013

Revenues 489,959 461,783
Distnbution ^ g
Other (Note 15) 495.798 468.680

j 425,874 399,575Purchased power (Note 15) 26 754 23 479
Operation, maintenance and administration (Note 15) ^ ^ 14 917
Depreciation and amortization (Note 8) 468 089 437 971

Income before financing charges andprovision for payments inlieu
ofcorporate income taxes 11 070 10 688

Financing charges (Notes 4,15) ^

Income before provision for payments in lieu of corporate income taxes ^3 600
Provision forpayments in lieuof corporate income taxes (Notes 5.15)
Net income and comprehensive income *

STATEMENTS OF RETAINED EARNINGS
For theyears ended December 31,2014 and 2013

Year ended December 3/ (thousands ofCanadian dollars)
2014 2013

71,714 69,593Retained earnings, January 1 13 882 16 421

Retained earnings, December 31 ,, — '' '

Seeaccompanying notes to Financial Statements.



HYDRO ONE BRAMPTON NETWORKS INC.

BALANCE SHEETS

At December 31,2014 and 2013

December 31 (thousands ofCanadiandollars) 2014 2013

Assets

Current assets:

Accounts receivable (netofallowance fordoubtful accounts - $1,015; 2013 - $906)(Note 15)
Regulatory assets (Note 9)
Materials and supplies
Future income taxes (Note5)

67,448

6,330
1,195

53

68,418

1,158
1,195

73

75,026 70,844

Fixed assets (Notes6,8):
Fixed assets in service

Less: accumulated depreciation

600,562
290,391

575,354
278,717

Construction in progress
Future use components and spares

310,171
4,461
3,639

296,637
6,071
3,834

318,271 306,542

Other long-term assets:
Regulatory assets (Note 9)
Intangible assets (net of accumulated amortization) (Note 7)
Future income tax assets (Note 5)

9,213
14,333

875

5,023
15,151
5,669

24,421 25,843

Total assets 417,718 403,229

See accompanyingnotes to Financial Statements.



HYDRO ONE BRAMPTON NETWORKS INC.
BALANCE SHEETS
At December 31,2014 and 2013

December 31 (thousands ofCanadiandollars) 2014 2013

Liabilities

Current liabilities:
Bank indebtedness

Accounts payable andaccrued charges (Notes 5,15)
Regulatory liabilities {Note 9)
Accrued interest

Employee futurebenefitsother than pension(Note 13)

2,705
76,646

7,046
1,412

126

8,114
67,957

4,266
1,382

195

•

87,935 81,914

Long-term debt (Notes 10,1/. 12, 15) —
192,209 182,243

Other long-termliabilities:
Regulatory liabilities (Note 9)
Deferred revenue

Employee future benefits other than pension (Note 13)
Long-term accounts payable andother liabilities

66

1,032
7,565

114

8,777

4,526
988

7,068
3,275

15,857

Total liabilities

Contingencies and commitments (Notes 17, 18)

288,921 280,014

Shareholder's equity
Common shares(authorized: unlimited; issued: 2,000) (Note 14)
Retained earnings

51,501
77,296

no ^Q*7

51,501
71,714

Total shareholder's equity
Total liabilities and shareholder's equity

Seeaccompanying notes to Financial Statements.

On behalfof the Boardof Directors; /

I I

iJ Iw
Carmine/Mafcello

Chair

c' '....

Paul Tremblay
Director

417.718 403^29



HYDRO ONE BRAMPTON NETWORKS ISC.
STATEMENTS OF CASH FLOWS

For the years ended December 31,2014 and 2013

Year ended December 31 (thousands ofCanadian dollars) 2014 2013

Operating activities
Net income

Adjustments for non-cash items;
Depreciation andamortization (excluding removal costs) (Note 8)
Regulatory assetand liability(Note 9)
Future income taxes (Note 5)
Amortization ofdeferred debt costs and debt discounts

13,882

15,674
(8,910)
2,682

27

16,421

14,751
(2,851)
1,102

26

Changes in non-cash balances related to operations (Note 16)

23,355
7,001

29,449
236

Net cash from operating activities 30,356 29,685

Financing Activities
Long-term debt issued
Dividends paid (Note 14,15)
Other

10,000
(8,300)

(61)

(14,300)

Net cash from (used in) financing activities 1,639 (14,300)

Investing activities
Capitalexpenditures

Fixed assets

Intangible assets

(26,599)
(231)

(29,426)
(3931

Other

(26,830)
244

(29,819)
(238)

Net cash used in investing activities (26,586) (30,057)

Net change in cash (bank indebtedness)
Cash (bank indebtedness), beginning of year

5,409
(8,114)

(14,672)
6,558

Cash (bank indebtedness), end of year (2,705) (8,114)

SeeaccontparQnng notes to Financial Statements.



HYDRO ONE BRAMPTON NETWORKS INC.
NOTES TO FINANCIAL STATEMENTS
For the years ended December 31,2014 and 2013

1. DESCRIPTION OF BUSINESS

Hydro One Brampton Networks Inc. (Hydro One Brampton or the Company) was incorporated on April 25, 2000 under the
Business Corporations Act (Ontario), and is a wholly owned subsidiary of Hydro One Inc. (Hydro One). The pnncipal
business of Hydro One Brampton is the ownership, operation and management of electricity distribution systems and
facilities within the City ofBrampton, Ontario. The Company's business is regulated by the Ontario Energy Board (OEB).

2. SIGNIFICANT ACCOUNTING POLICIES

Basis of Accounting

These financial statements are prepared and presented in accordance with accounting principles generally accepted in Canada
(Canadian GAAP).

In 2008, the Canadian Accounting Standards Board (AcSB) confirmed that publicly accountable enterprises will be required
to adopt Intemational Financial Reporting Standards (IFRS) in place of existing Canadian GAAP for interim and annual
reporting periods for fiscal years beginning on or after January 1, 2011. The AcSB subsequently provided an option for rate-
regulated entities todefer their IFRS implementation date toJanuary 1,2015.

The Company has opted to take this deferral and will apply IFRS to its financial statements beginning with the year ending
December 31,2015. IFRS adoption in 2015 will include the restatement ofthe amounts recorded on the opening IFRS balance
sheetas at January 1,2014 andDecember 31,2014 forcomparative purposes.

Use of Management Estimates

The preparation of financial statements requires management to make estimates and assumptions that affect the reported
amounts ofassets and liabilities at the date ofthe financial statements and the reported amounts ofrevenues and expenses
during the reporting periods. Management evaluates these estimates on an on-going basis based upon: historical experience;
current conditions: and assumptions believed to be reasonable at the time the assumption is made with any adjustments bemg
recognized in results of operations in the period they arise. Significant estimates relate to regulatory assets and regulatory
liabilities, environmental liabilities, employee future benefits other than pension, asset retirement obligations (AROs), ^set
impairment, contingencies, unbilled revenue, allowance for doubtful accounts and future income tax assets and liabilities.
Actual results may differ significantly from these estimates, which may be impacted by future decisions made by the OEB or
the Province ofOntario (Province).

Rate-setting

The electricity distribution rates ofthe Company are subject to regulation by the OEB and these rates are based on arevenue
requirement thatincludes a rateof return of 9.66%.

In August 2012, Hydro One Brampton filed an Incentive Rate Mechanism (IRM) application with the OEB for 2013
distribution rates, to be effective January 1, 2013. In December 2012, the OEB released a Decision that resulted in an
increase in distribution rates ofapproximately 0.3% for 2013, or less than 0.1% on the average customer's total bill, for a
typical residential customer consuming 800 kWh permonth.

In August 2013, Hydro One Brampton filed an IRM application with the OEB for 2014 distribution rates, to be effective
January I, 2014. On December 5, 2013, the OEB released a Decision that resulted in a reduction in distribution rates of
approximately 2.3% for 2014, or a0.5% reduction on the average customer's total bill, for a typical residential customer
consuming 800 kWh per month.



HYDRO ONE BRAMPTON NETWORKS INC.
NOTES TO FINANCIAL STATEMENTS (continued)
For theyearsended December 31,2014 and 2013

Regulatory Accounting

The OEB has the general power to include or exclude costs, revenues, losses or gains in the rates of aspecific period,
resulting in achange in the timing ofaccounting recognition from that which would have applied in an unregulated comply.
Such change in timing involves the application ofrate-regulated accounting, giving rise to the recognition of regulatoiy
assets and liabilities. The Company's regulatory assets represent certain amounts receivable from future customers and costs
that have been deferred for accounting purposes because it is probable that they will be recovered mfuture rates. In addition,
the Company has recorded regulatory liabilities that generally represent amounts that are refundable to electricity customers
The Company continually assesses the likelihood of recovery of each of its regulatory assets and continues to believe that it
is probable that the OEB will fector its regulatory assets and liabilities into the setting of future rates. If, at some future date,
the Company judges that it is no longer probable that the OEB will include aregulatory asset or liabibty msettmg future
rates, the appropriate carrying amount will be reflected in results ofoperations in the period that the assessment is made.

Bank Indebtedness

The Company's bank indebtedness is primarily composed of an inter-company demand facility with Hydro One which is used
to settle amounts due toandfrom Hydro One anditsother subsidiaries.

Hydro One maintains pooled bank accounts for its use and for the use of its subsidiaries, including Hy^o One Brampton.
The balance in the inter-company demand facility represents the cumulative net effect of all deposits md withdraw^s made
by the Company to and from the pooled bank accounts. Interest is earned on positive inter-company balances based on the
average of the bankers' acceptance rate at the beginning and end of the month, less 0.02%. Interest is charged on over
inter-company balances based on the same bankers' acceptance rate, plus 0.15

Revenue Recognition

Distribution revenues are recognized on an accrual basis and include billed and unbilled revenues. Dis^bution revenues
attributable to delivery of electricity are based on OEB-approved distribution rates and ^e reco^ized as electricity is
delivered to customers. At the end of each month, the electricity delivered to customers, but not billed, is estimated and
revenue is recognized. Historically the Company estimated unbilled revenues based on wholesale electricity purchases.
However, as aresult of the implementation of smart meters, more accurate and reasonable unbilled revenue data has become
available and will be used going forward to estimate unbilled revenues. Unbilled revenues recognized at December 31, 2014
are based on smart meter data. The unbilled revenue estimate is affected by energy demand, weather, Ime losses and changes
in the composition of customer classes.

Corporate Income Taxes and CapitalTaxes

Under the Electricity Act. 1998, Hydro One Brampton is required to make payments in lieu of corporate t^es (PILs) to the
Ontario Electricity Financial Corporation (GEFC). These payments are calculated in accordance with the rules for computog
income and other relevant amounts contained in the Income Tax Act (Canada) and the Corporations Tax Act (Ontano) as
modified bythe Electricity Act. 1998, and related regulations.

For transactions and events that cause temporary differences between the tax basis of assets and liabilities and their earring
amounts for accounting purposes, the Company records future income tax assets and liabilities, and corresponding regulatory
liabilities and assets.

Current Income Taxes

The provision for current taxes and the assets and liabilities recorded for the current and prior periods are measured at the
amounts receivable from, or payable to the OEFC.



HYDRO ONE BRAMPTON NETWORKS INC.
NOTES TO FINANCIAL STATEMENTS (continued)
For theyearsended December 31,2014 and 2013

Future Income Taxes

Future income taxes are provided for using the liability method and are recognized on temporary differences
carrying amount of assets and liabilities in the financial statements and the conespondmg tax bases used mthe computation
of taxable profit.

Future income tax liabilities are generally recognized on all taxable temporary differences and
recognized to the extent that it is more likely than not to be realized from taxable profits available against which deductible
temporary differences can be utilized.

Future income taxes are calculated at the tax rates that are expected to apply in the period when the
asset is realized, based on the tax rates (and tax laws) that have been enacted or substantively enacted by the balance sheet
date. Future income taxes are charged or credited to the Statement ofOperations and Comprehensive Income.

The carrying amount of future income tax assets is reviewed at each balance sheet date and reduced to the
part ofTe fhture income tax assets have not met the "more likely than not" criterion Previously
tax assets are reassessed at each balance sheet date and are recognized to the extent that it has become more likely than not o
being recovered from future taxable profits.

Hie Company has recognized regulatory assets and liabilities that coirespond to future income taxes that flow through the
rate-making process.

Materials and Supplies

Materials and supplies represent consumables, spare parts and construction materials heW for internal construction and
maintenance offixed assets. These assets are carried atthe lower ofaverage cost or net realizable value.

Fixed Assets

Fixed assets are recorded at original cost, net of customer contributions received in aid of construction and any accumulated
impairment losses. The cost of additions, including betterments and replacements of asset components, is included on the
Balance Sheet as fixed assets.

The original cost of fixed assets includes direct materials, direct labour (including employee benefite), contocted services,
attributable capitalized financing costs, and direct and indirect overheads that are related to Ae capit^
Overheads that are disallowed under the new capitalization policy are charged to operations and reflected maregulatory asset
account until the cost ofservicedecisionfor 2015 rates.

Fixed assets in service consist of land and land rights, buildings, distribution equipment, transformers and meters, trucl^ and
equipment, and office and computer equipment. Fixed assets also include future use assets such as major components and
spare parts.

Intangible Assets

Intangible assets separately acquired or internally developed are measured on initial reco^tion at cost "^ich rompnres
purchased software, direct labour including employee benefits and consultmg, engineenng, overheads and atrtu^le
capitalized financing charges. Following initial recognition, intangible assets are carried at cost net of any accumulat^
ar^^itization and accumulated impairment losses. The Company's intangible assets primanly repi^ent major attaim^me
computer applications assets, as well as capital contributions by the Company to Hydro One Networks Inc. (Hydro
Networks) for the construction oftransmission connection facilities.



HYDRO ONE BRAMPTON NETWORKS INC.
NOTES TO FINANCIAL STATEMENTS (continued)
For the years ended December 31,2014 and 2013

Capitalized Financing Costs

Capitalized financing costs represent interest costs attributable to the construction of fixed assets or development of
intangible assets. The cost of attributable borrowed funds is capitalized as part ofthe acquisition cost ofsuch assets. The
capitalized portion offinancing costs is a reduction to financing charges recognized in the Statements ofOpei^ons and
Comprehensive Income. Capitalized financing costs are calculated using the Company's weighted average effective cost of
debt financing.

Construction and Development in Progress

Construction and development in progress consists ofthe capitalized cost ofconstructed assets that are not yet complete and
which have not yet been placed in service. These amounts are not depreciated until the assets are put in service.

Depreciation and Amortization

The cost offixed assets and intangible assets is depreciated or amortized on a straight-line basis based on the estimated
remaining service life of each asset category.

The Company periodically reviews its fixed and intangible asset depreciation and amortization rates, as required by the OEB.
Any changes arising from such areview are implemented on aremaining service life basis, consistent with their inclusion in
electricity rates. The OEB approved new depreciation rates as part of the Company's 2011 cost-of-service rate decision. T^e
new rates were based on rates developed by the Company in preparation for its adoption ofIFRS. Asummary ofdepreciation
and amortization rates for the various classes ofassets is included below:

~~ Depreciation Rate

Und lights

SSS...,.;,™.
Transformers and meters 2.50A 6.67^
Trucks and equipment
Office and computer equipment 10.00/^—20.00^

The costs ofintangible assets are included within computer equipment and distribution equipment classifications above. The
amortization rate for computer applications software is 20% per year and the amortization rate for intangible assets included
within distribution equipment is 2.50% per year.

On July 17, 2012, the OEB issued a letter Regulatory accounting policy direction regarding changes to depreciation
expense and capitalization policies in 2012 and 2013" addressed to all electricity distributors in the Province. The letter
mandates that distributors that have deferred the transition to IFRS in 2012, based on the AcSB s exemption, implement
changes to their depreciation and capitalization policies effective January 1, 2013. These accounting changes were
implemented consistent with the OEB's regulatory accounting policies as set out for modified IFRS as contained in the
OBB's report, "Transition to International Financial Reporting Standards (EB-2008-0408)', the Depreciation Studyfor
Use by Electricity Distributors (EB-2010-0178)" and the "Revised 2012 Accounting Procedures Handbook for Electricity
Distributors". The Company adopted these requirements in 2013. The differences arising as aresult ofimplementation ofthe
modified IFRS capitalization policy are recorded in a related regulatory account set up excli^ively to track the accounting
differences. On implementation ofmodified IFRS to its depreciation and capitali2:ation policies, the Company revised its
capitalization policy to recognize losses on early retirement ofassets, a decrease in the overhead burden rate applicable to
additions to capital additions after January 1,2013 and to record depreciation ofassets at the component versus group level.

The change in capitalization policy is considered achange in accounting estimate as itresults in an adjustment to the carrying
amount of the fixed assets based on reassessment ofthe expected future benefits associated with that asset. The change in
estimate was recognized prospectively intheperiod inwhich itoccurred.

10



HYDRO ONE BRAMPTON NETWORKS INC.
NOTES TO FINANCIAL STATEMENTS (continued)
For theyears ended December 31,2014 and 2013

Where adisposition of fixed assets occurs through sale, again or loss is calculated based on proceeds and is included m
depreciation expense. Depreciation expense also includes the costs incurred to remove fixed assets where no asset retiremen
obligation hasbeenrecorded.

At December 31, 2014, as aresult of new information, the Company reassessed the useful life of cei^n of its metermg
assets These metering assets are to be replaced within the next 12 months. As aresult, the useful life of these ^sets has been
reduced from 15 years to eight months. This had the effect of increasing the depreciation eyense for the year ended
December 31, 2014 by $415 thousand. Depreciation expense for 2015 is expected to increase by $1,324 thousand as aresu
of this change in accountingestimate.

Long-Lived Asset Impairment

When circumstances indicate the carrying value of long-lived assets may not be recoverable, the Company evaluates whether
the carrying value of such assets, excluding goodwill, has been impaired. For such long-lived assets,
the carrying value exceeds the sum of the future estimated undiscounted cash flows expected to result from the me ^d
eventual disposition of the asset. When alternative courses of action to recover the c^ingamount of a ^set ^
under consideration, aprobability-weighted approach is used to develop estimates of future undiscounted cash jjows^j
carrying value of the long-lived asset is not recoverable based on the estimated future undiscounted cash flows, an
impairment loss is recorded, measured as the excess of the carrying value of the asset over its fair value. As aresult, the
asset's carrying value isadjusted to its estimated fair value.

Being aregulated business, the carrying costs of most of the Company's long-lived assets are included
they earn an OEB-approved rate of return. Asset carrying values and the related return are recovered through approved rates.
As aresult, such assets are only tested for impairment in the event that the OEB disallows recovery, in whole or mpart, or if
sucha disallowance is judgedto be probable.

Deferred Revenue

Certain amounts are received pursuant to agreements with developers for the estimated future costs for Ae remediation of
damages caused to Hydro One Brampton assets during the completion of residential subdivisions for which funds have been
received but the related services have yet to be performed. These amounts are recognized as revenue in the year the related
expenditures are incurred orservices are performed.

Financial Assets and Liabilities

All financial assets and liabilities are classified into one of the following five categories: held-to-mat^ity; md
receivables- held-for-trading; other liabilities; or available-for-sale. Financial assets and liabilities classified as held-for-
trading are measured at fair value. All other financial assets and liabilities are measured at amortized cost, except accounte
receivable which are measured at the lower of cost or fair value. The Company considers the carrying amount of accounts
receivable to be areasonable estimate of fair value because of the short time to maturity of these instruments. Provisions for
impaired accounts receivable are recognized as adjustments to the allowance for doubtfol accounts and are recognize wen
there is objective evidence that the Company will not be able to collect amounts according to the onginal terras.

The Company has classified its financial instruments asfollows:

Bank indebtedness Other liabilities
Accounts receivable Loans and receivables
Accounts payable and accrued charges Other liabilities
Long-term debt Other liabilities

Deferred debt costs are amortized over the contractual life of the related debt on an effective-interest basis and the
amortization is included within financing charges in the Statements ofOperations and Comprehensive Income.

11



HYDRO ONE BRAMPTON NETWORKS INC.
NOTES TO FINANCIAL STATEMENTS (continued)
For the years ended December 31,2014 and 2013

All financial instrument transactions are recorded at trade date.

Multiemployer Pension Plan

Employees ofHydro One Brampton participate in the Ontario Municipal Employees Retirement System Fund (OMERS), a
multiemployer, contributory, defined benefit public sector pension fiind. OMERS provides retirement pension payments
based on member's length of service and salary. Both participating employers and members are required to make plan
contributions. The OMERS plan assets are pooled together toprovide benefits toall plan participants and the plan assets are
notsegregated in separate accounts foreach member entity.

The OMERS plan is accounted for as a defined contribution plan by Hydro One Brampton because it is not practicable to
determine the present value ofthe Company's obligations, the fair value ofplan assets or the related current service cost
applicable to the Company's employees. Hydro One Brampton reco^zes its contributions to the OMERS plan as pension
expense, with a portion being capitalized. The expensed amount is included in operation, maintenance and administration
costs in the Statements of Operations andComprehensive Income.

EmployeeFuture Benefitsother than Pension

Employee future benefits other than pension include group life insurance and health care and are recorded on an accrual
basis. Costs are determined by independent actuaries using the projected benefit method prorated on service and based on
assumptions that reflect management's best estimates. Past service costs from plan amendments and actuarial gains or losses
are amortized on a straight-line basis over the expected average remaining service life ofthe employees covered. Employee
future benefits other than pension costs are attributed to labour and are charged to operations, maintenance and
administration or capitalized as part of the cost of fixedassets.

Asset Retirement Obligations

Some ofthe Company's distribution assets, particularly those located on unowned easements and rights-of-way, may have
AROs, conditional or otherwise. The majority ofthe Company's easements and rights-of-way are either ofperpetual duration
or are automatically renewed annually. Land rights with finite terms are generally subject to extension or renewal. As the
Company expects to use the majority of its facilities in perpetuity, no ARO currently exists. If, at some future date, a
particular facility is shown not to meet the perpetuity assumption, it will be reviewed to determine whether an estimable
ARO exists. In such a case, an ARO would be recorded at that time.

3. EMERGING ACCOUNTING CHANGES

On January 30, 2014, the International Accounting Standards Board (lASB) published an interim standard, IFRS 14 -
Regulatory Deferral Accounts, allowing an entity with rate-regulated activities to recognize amounts that qualify as regulatory
deferral account balances in its financial statements in accordance with its previous GAAP. IFRS 14 is only applicable for
entities upon first time adoption ofIFRS. IFRS 14 requires regulatory deferral accoimt balances and movements therein to be
presented as separate line items on the face of the financial statements, distinguished from assets, liabilities, income and
expenses that are recognised in accordance with other IFRSs. In addition, under IFRS 14, an entity that recognises regulatory
deferral account balances in its financial statements isrequired toprovide extensive disclosures toenable users ofthe financial
statements to understand the features and nature of,and risks associated with, rate regulation, and theeffect ofrate regulation on
theentity's financial position, performance andcashflows.

Upon its first time adoption ofIFRS for the year ending December 31,2015, Hydro One Brampton will implement the IFRS 14
interim standard, and will dierefore continue toapply its previous GAAP accounting policies for the recognition, measurement,
impairment and derecognition ofregulatory deferral account balances. In addition, the Company will implement the regulatory
presentation and disclosure requirements asmandated byIFRS 14.
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HYDRO ONE BRAMPTON NETWORKS INC.
NOTES TO FINANCIAL STATEMENTS (continued)
For the years ended December 31,2014 and 2013

4. FINANCING CHARGES

Year ended December 31 (thousands ofCanadian dollars) 2014 2013

Interest on long-term debt (Note 10.15)
Interest accreted on regulatory accounts
Amortization ofdeferred debt costs and debt discounts

Other interest expense (income)
Less: Interest capitalized on construction and development in progress

11,704

49

27

15

(725)

11,465
138

26

(91)
(850)

11,070 10,688

5. PROVISION FOR PAYMENTS IN LIEU OF CORPORATE INCOME TAXES

The provision for PILs differs from the amount that would have been recorded using the combined Canadian Federal and
Ontario statutoiy income tax rate. The reconciliation between the statutory and effective tax rates is provided as follows.

Year ended December 31 (thousands ofCanadian dollars) 2014 2013

Income before provision for PILs
Federal and Ontario statutory income tax rate

16,639
26.50%

20,021
26.50%

Provision for PILs at statutory rate 4,409 5,306

Increase (decrease) resulting from:

Net temporary differences included inamounts charged to customers:
Employee future benefits other than pension expense inexcess ofcash payments
Capital costallowance inexcess of depreciation
Interest capitalized for accounting but deducted for tax purposes
Other

61

(1,434)
(192)

(87)

24

(1.540)
(225)

35

Net temporary differences (1.652) (1,706)

Total provision for PILs 2,757 3,600

Themajorcomponents of income taxexpense areas follows;

Year ended December 31 (thousands ofCanadian dollars) 2014 2013

Current provision for PILs
Future provision for PILs

75

2,682

2,499
1,101

Total provision for PILs 2,757 3,600

Effective income tax rate 16.56% 17.98%

The current provision for PlLs is remitted to, or received from, the OEFC. At December 31, 2014, $2,313 thousand due from
the OEFC was included in accounts receivableon the Balance Sheet (2013 - $1,679 thousand).

The total provision for PILs includes future PILs of$2,682 thousand (2013 - $1,101 thousand) that is not included in the
rate-setting process, using the liability method ofaccounting. Future PILs balances expected to be included in the rate-setting
process are offset by regulatory assets and liabilities to reflect the anticipated recovery or disposition ofthese balances withm
future electricity rates. The decrease in the future tax asset for PILs that is expected to be recovered from the Company s
customers through future rates has resulted in a decrease in regulatory liabilities of $2,130 thousand (2013 —$2,381
thousand).
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HYDRO ONE BRAMPTON NETWORKS INC.

NOTES TO FINANCIAL STATEMENTS (continued)
For the years ended December 31,2014 and 2013

Future Income Tax Assets and Liabilities

Future incometax assets and liabilities arise from differences between the carryingamountsand tax bases of the Company's
assetsand liabilities. At December 31,2014 and2013, future income tax assetsconsisted of the following:

December 31 (thousands ofCanadian dollars) 2014 2013

Future income tax assets

Goodwill

Post-retirement and post-employment benefits expense in excess of cashpayments
Capital cost allowance in excess ofdepreciation and
Regulatory Accounts
Other

4,423
2,773

(4,665)
(1,655)

52

4,756
2,619

(2,389)
715

41

Total future income tax assets 928 5,742

Less: current portion 53 73

875 5,669

6. FIXED ASSETS

December 312014

(thousands ofCanadian dollars)
Fixed Assets

in Service

Accumulated

Depreciation
Construction

in Progress

Future Use

Components
and Spares Total

Land and land rights 9,791 222 174 -
9,743

Buildings 33,869 12,303 49 — 21,615

Distribution equipment 360,785 185,007 2,263 3,639 181,680

Transformers and meters 168,154 75,845 915 — 93,224

Trucks and equipment 18,415 10,857 1,060 -
8,618

Office and computer equipment 9,548 6,157 -
— 3,391

600,562 290,391 4,461 3,639 318,271

Future Use

December 31 2013 Fixed Assets Accumulated Construction Components

(thousands ofCanadian dollars) in Service Depreciation in Progress and Spares Total

Land and land rights 9,777 222 170 -
9,725

Buildings 33,390 11,496 107 -
22,001

Distribution equipment 344,945 179,042 3,924 3,834 173,661

Transformers and meters 160,501 71,790 873 - 89,584

Trucks and equipment 18,088 10,469 997 -
8,616

Office and computer equipment 8,653 5,698 - -
2,955

6,071 3,834 306,542575,354 278,717

Financing charges capitalized onfixed assets under construction were $725 thousand in2014 (2013 - $850 thousand).
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HYDRO ONE BRAMPTON NETWORKS INC.
NOTES TO FINANCIAL STATEMENTS (continued)
For the years ended December 31,2014 and 2013

7. INTANGIBLE ASSETS

Accumulated

December 312014 (thousands ofCanadian dollars)

Contributed capital
Computer applications software

intansiDie Assets

14,880
5,353

ucpreuimiuii

1,746
4,154

13,134
1,199

20,233 5,900 14,333

December 312013 (thousands of(Mnadian dollars) Intangible Assets

Accumulated

Depreciation Total

Contributed capital
Conmuter applications software

14,880
5,121

1,375

3,475

13,505
1,646

20,001 4,850 15,151

No financing charges were capitalized on intangible assets under development in 2014 or2013.

8. DEPRECIATION AND AMORTIZATION

Yearended December 31 (thousands ofCanadian dollars)
Depreciation of fixedassetsin service
Fixed asset removal costs

Amortization of intangible assets
Loss on early retirementof fixed assets
Amortization of regulatory assets

2014

12,493
1,103
1,049

816

15,461

2013

11,386
1,356
1,042
1,078

55

14,917

9. REGULATORY ASSETS AND LIABILITIES

Regulatory assets and liabilities arise as aresult of the rate-making process. Hydro One Brampton has recorded the following
regulatory assets and liabilities:

Yearended December 3/ (thousands ofCanadian dollars)
Regulatory assets:

Accounting changes under GAAP
Regulatory balancesapprovedfor disposition
Retail settlement variance accounts

Regulatoryfuture incometax asset
LV variance account

LRAM variance account

Smart meters

IFRS transition costs
Stranded meters

2014

4,836
4,756
3,456
2,130

155

141

2013

2,684

194

160

307

1,158
961

522

Other regulatory assets

Total regulatory assets
Less: current portion

uy

15,543
6,330

6,181
1,158

9,213 5,023
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HYDRO ONE BRAMPTON NETWORKS INC.
NOTES TO FINANCIAL STATEMENTS (continued)
For the years ended December 31} 2014 and 2013

Year endedDecember 31 (thousands ofCanadian dollars) 2014 2013
Regulatory liabilities:

Regulatory balances approved for disposition 7,046 8,399
Renewable generation fonding adder -
Future income tax regulatory liability 3

Other regulatory liabilities 66 77

Total regulatory liabilities 7,112 8,792
Less: current portion 7,046

66 4,526

In the absence ofrate-regulated accounting, interest would not have been accreted on these regulatory assets and liabilities,
and financing charges would have been lower in 2014 by $49 thousand (2013 —$138 thousand).

Accounting Changes Under GAAP

On July 17, 2012, the OEB issued a letter which required electricity distributors to implement changes to their capitalization
and depreciation expense policies effective January 1, 2013. The OEB required these accounting changes to be implemented
consistent with their regulatory accounting policies as set out for modified IFRS contained in the Report of the Board,
Transition to International Financial Reporting Standards, EB-2008-0408, the Kinectrics Report, and the Revised 2012
Accounting Procedures Handbook for Electricity Distributors (APH). Based on the OEB's letter, these fixed assets
adjustments, including losses on early retirement, are to be recorded in a variance account and will be recovered from or
refunded to ratepayers in the year ofthe Company's next cost-of-service application through an adjustment to depreciation
expense over the approved amortization period. The Company recorded the fixed asset adjustments in the variance account,
in 2013 and 2014.

For the year ended December 31,2014, the Company recorded an adjustment of$2,445 thousand (2013 - $2,684 thousand).
In the absence ofregulatory accounting, fixed assets at December 31, 2014 would have been higher by $2,445 thousand
(2013 - $2,684 thousand), 2014 operation, maintenance and administration expenses would have been lower by $1,962
thousand (2013 - $1,789 thousand), and 2014 depreciation expense would have been lower by $1,551 thousand (2013 - $895
thousand).

On April 23, 2014, Hydro One Brampton filed its 2015 Cost ofService rate application and requested approval to dispose of
the 2013 actual and 2014 projected balance in this account. On December 18, 2014 the OEB issued their Decision on the
application and approved disposition of$4,836 thousand over 36 months as acharge to ratepayers starting in January 2015.

Regulatory BalancesApprovedfor Disposition

In 2013, the OEB approved the Company's request to refund regulatory balances of$8,312 thousand over a two year period
commencing January 1, 2014. The balances consisted primarily ofRSVA amounts and refundable (over)/under recoveries of
previous rate riders.

In December 2014, the OEB approved the Company's request to collect regulatory balances of$2,064 thousand (regulatory
assets of $6,794 thousand and regulatory liabilities of $4,730) over a 12-month period commencing January 1, 2015. The
balances consisted ofregulatory assets in the RSVA amounts and refundable (over)/under recoveries ofprevious rate riders
and regulatory asset and liability balances accumulate since the Company's Cost ofService application in 2011.
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HYDRO ONE BRAMPTON NETWORKS INC.

NOTES TO FINANCIAL STATEMENTS (continued)
For the years ended December 31,2014 and 2013

Retail Settlement Variance Accounts (RSVA)

HydroOne Brampton has deferredcertain RSVAs under the provisions of Article490 of the OEB's Accounting Procedures
Handbook. In December2013, the OEB approved the dispositionof all balances in these accounts accumulatedto the end of
December2012, includingaccrued interest, to be disposed of over a 24-month period from January2014 to December2015.

In December 2014, the OEB approved the disposition of the total RSVA balance accumulated from January 1 to December
31,2013, including accrued interest, to be disposed over a 12-monthperiod from January 1 to December 31,2015.

In the absence of rate-regulated accounting, 2014 revenues would have been lower by $3,653 thousand (2013 - $194
thousand).

Regulatory Future Income TaxAsset

Future income taxes are recognized on temporary differences between the carrying amount of assets and liabilities in the
financial statements and the corresponding tax bases used in the computation of taxable profit. The Company has recognized
regulatory assets and liabilities which correspond to future income taxes that flowthrough the rate-making process. Futuretax
assets are lower than prior year due to the movement in regulatory balances. At December 31, 2014, the Company had a
regulatory future income taxassetas compared to a regulatory income tax liability at December 31,2013, resulting in additional
deductions for regulatory accounts in 2014 being taken into tax. As a result, the 2014 provision for PlLs would have been
higher by $1,567 thousand (2013 - $1,750 thousand).

Low Voltage (LV) Variance Account

The Company records the variance arising from low voltage transactions which are not part of the electricity wholesale
market. In December2014, the OEB approvedthe disposition of the amountsaccumulated in this account from January 1 to
December 31,2013, including accrued interest, to be disposedover a 12-month period fromJanuary 1 to December 31,2015.
In the absence of rate-regulated accounting, 2014 cost of purchased powerwouldhavebeen lowerby $154 thousand (2013 -
$159 thousand).

Lost Revenue Adjustment Mechanism (LRAM) Variance Account

The LRAM Variance account represents the difference between the results of actual verified impacts of authorized
Conservation and Demand Management (CDM) activities related to the CDMprograms whichstarted in 2011, and the level
of CDM program activities included in the load forecast. In December 2014, the OEB approved the disposition of the
amounts accumulated in this accountfromJanuary 1, 2012 to December 31,2013, including accrued interest, to be disposed
over a 12-month period from January 1 to December 31,2015.

In the absenceof rate-regulated accounting, 2014 revenue wouldhave been lowerby $361 thousand (2013 - $77 thousand).

Smart Meters

In 2006, the OEB approvedthe establishment of regulatory deferral accounts for smartmeter-related expenditures. Consistent
with the OEB's directionand pendingfurtherguidance, the Companyrecognizes a regulatory asset or liabilityconsistingof the
net balance of calculated revenues related to smart meters less recoveries received from customers through specific rate adder
amounts. In the absence of rate-regulated accoimting, 2014 revenues would have been lower by $1,491 diousand (2013 -
$985 thousand).

On April 25, 2013, the OEB approvedtwo types of rate riders related to the Company's deployment of smart meters. The first
rider is for a final dispositionamount of$1,890 thousandto be recoveredover a period of 20 months,effective May 1,2013. The
secondrider is for the recovery of the incremental revenuerequirement related to smart meter costs. This rider is effectiveMay
1, 2013 and will remain in place until the Company rebases its rates through a cost-of-service application, for rates effective
January 1,2015.
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IFRS Transition Costs

In preparation for its transition to IFRS, the Company has incurred costs relating to the IFRS conversion project. In
December 2014, the OEB approved the disposition ofall amounts accumulated in this account including accrued interest, to
be disposed over a 12-month period from January I to December 31, 2015. In the absence ofrate-regulated accounting, the
2014 financing charges would have been higher by$14 thousand (2013 - $14 thousand).

Stranded Meters

In 2007, the OEB approved the use of a deferral account to record the unrecovered costs of conventional or accumulation
meters removed at the time of installation of smart meters. The remaining net book value of conventional meters that had
been removed from service was reclassified from fixed assets toregulatory assets.

In 2011, the OEB approved a 20 month rate rider effective May 1,2011, for the recovery of the estimated stranded meter
costs asof December 31, 2011. In December 2014 the OEB approved the disposition the remaining balance inthis account
including accrued interest, to be disposed over a 12-month period from January 1to December 31, 2015. In the absence of
rate-regulated accounting, there would be no impact on 2014 depreciation (2013 —depreciation expense would belower by
$66 thousand).

Renewable GenerationFundingAdder

In20II, the OEB approved a funding adder to recover the expenditures related totheGreen Energy Plan that was submitted
by the Company aspart of its 2011 cost-of-service application. The Green Energy Act (GEA) funding adder is collected from
all metered customers asa fixed charge. InDecember 2014 the OEB approved the disposition ofthe balance inthis account
accumulated from January 2011 toDecember 2013, including accrued interest, to be disposed over a 12-raonth period from
January 1 to December 31,2015.

Inthe absence ofrate regulated accounting, 2014 revenue would have been higher by $279 thousand (2013 - $35 thousand).

10. LONG-TERM DEBT

The long-term debt, net ofdeferred transaction costs, of$192,209 thousand (2013 - $182,243 thousand) is payable toHydro
One. The long-term debt consists of four promissory notes, subject to redemption orrepurchase in whole or in part, by the
Companybefore maturity, as follows:

• A$143,000 thousand note issued on June 3, 2001, with an interest rate of6.95% per annum and a maturity date ofJune
1, 2032. On issuance of this note, $777 thousand of transaction costs incurred by Hydro One were allocated to the
Company, based on its proportionate share ofHydro One's related debt issue. These transaction costs are presented net
with the long-term debt and are being amortized using the effective interest method over the 30-year term ofthe note. At
December 31,2014, the unamortized balance ofthese transaction costs was $543 thousand (2013 - $559 thousand).

• A$20,000 thousand note issued on September 26,2011, with aninterest rate of4.41% per annum and a maturity datp of
September 26,2041. On issuance ofthis note, $102 thousand oftransaction costs incurred byHydro One were allocated
to the Company, based on its proportionate share of Hydro One's related debt issue. These transaction costs are
presented net with the long-term debt and are being amortized using the effective interest method over the 30-year term
of the note. At December 31, 2014, the unamortized balance of these transaction costs was $96 thousand (2013 -
$98 thousand).

• A$20,000 thousand note issued on January 13, 2012, with £ui interest rate of3.22% per annum and a maturity date of
January 13, 2022. On issuance of this note, $82 thousand of transaction costs incurred by Hydro One were allocated to
the Company, based on its proportionate share ofHydro One's related debt issue. These transaction costs are presented
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For the years ended December 31,2014 and 2013

netwith the long-term debt andarebeing amortized using theeffective interest method over the 10-year term of thenote.
At December 31,2014, the unamortized balance of these transaction costswas$61 thousand (2013- $68thousand).

A $10,000 thousand note issued on June6,2014, withan interest rateof 4.19% per annum and a maturity dateof June6,
2044. On issuance of this note, $51 thousand of transaction costs incurredby HydroOne were allocated to the Company,
based on its proportionate share of Hydro One's related debt issue. These transaction costs are presented net with the
long-term debt and are being amortized using the effective interest method over the 30-year term of the note. At
December 31,2014, the unamortized balance ofthese transaction costs was $51 thousand (2013 - nil).

11. FAIR VALUE OF FINANCIAL INSTRUMENTS AND RISK MANAGEMENT

The carrying values ofall financial instruments, except long-term debt, arerepresentative of fair value because of their short-
term nature.

At December 31,2014 and2013,the fair values and carrying valuesof the Company's long-term debt are as follows:

2014 2014 2013 2013

December31 (thousands ofCanadian dollars) Carrying Value' Fair Value^ CarryingValue' Fair Valuc^

Long-term debt
Note issued in 2001 143,000 203,489 143,000 185,228

Note issued in 2011 20,000 22,046 20,000 19,370

Note issued in 2012 20,000 21,068 20,000 19,706

Note issued in 2014 10,000 10,619 -
-

193,000 257,222 183,000 224,304

' Thecanying valueof long-teim debt represents thepar valueof thepromissory notes.

^The fair value oflong-term debt isbased onunadjusted year-end market prices for the same orsimilar debt ofthe same remaining maturities. The fair value
measurement of long-term debt is categorized as Level 2.

Risk Management

Exposure to market risk, credit risk and liquidity riskarises inthenormal course oftheCompany's business.

Market Risk

Market risk refers primarily to the risk of losses that result from changes in commodity prices, foreign exchange rates and
interest rates. The Company does not have commodity risk and its foreign exchange risk is currently insignificant. Hydro
One Brampton is exposed to fluctuations in interest rates as the regulated rate of return for the Company's distribution
business is derived using a formulaic approach which is in part based on the forecast for long-term Government of Canada
bond yields and the spread in 30 year "A" rated Canadian utility bonds over the 30 year benchmark Government of Canada
bondyield. The Company estimates that a 1%decrease in the forecast long-term Government of Canada bondyieldused in
thecurrent OEB formula fordetermining the Company's rateof return on equity would havereduced its results of operations
by approximately $1,300 thousand based on 2011 cost-of-service application. In 2012, 2013 and 2014, Hydro One
Brampton's distribution rates were updated based on theOEB's third generation IRM policies andas a result the allowable
regulated rate of return is notional until it is resetas partof the Company's 2015 costof service application.

Credit Risk

Financial assets create credit risk that counterparty will fail to discharge an obligation, causing a frnancial loss. The
Company's revenue is earned from a broad base of customers. As a result. Hydro One Brampton did not earn a significant
amount of revenue from any individual customer. As at December 31, 2014 and 2013, therewere no significant balances of
accounts receivable due from any single customer.
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At December 31, 2014, the Company's provision for bad debts was $1,015 thousand (2013 - $906thousand). Adjustments
and write-oflfe were determined on the basis of a review of overdue accounts, taking into considerationhistorical experience.
AtDecember 31, 2014, approximately 1% (2013 - 1%) of theCompany's accounts receivable were aged more than 60 days.
TheCompany's creditriskfor accounts receivable is limited to thecarrying amount on the Balance Sheet.

Liquidity Risk

Liquidity risk refers to the Company's ability to meet its financial obligations as they come due. Short-term liquidity is
provided through cashon hand, funds from operations, and the inter-company demand facility arrangement with Hydro One.
Theshort-term liquidity available to the Company should be sufficient to fundnormaloperating requirements.

AtDecember 31,2014,accounts payable andaccrued charges intheamount of $76,646 thousand (2013 - $67,957 thousand)
are expectedto be settled in cash at their carryingamounts within the next year.

AtDecember 31,2014, theCompany has long-term debt outstanding in thepar value amount of $193,000 thousand (2013 -
$183,000 thousand). No long-term debt will mature during the next year. Interest payments for the next 12 months on the
Company's outstanding long-term debtamount to $11,884 thousand (2013 - $11,465 thousand).

12. CAPITAL MANAGEMENT

The Company considers its capital structure to consist of shareholder's equity, long-term debt, cash andbank indebtedness.
At December31,2014 and 2013, the Company's capital structure was as follows:

December 31(thousands ofCanadian dollars) 2014 2013
Bank indebtedness 2,705 8,114

Long-term debt 192,209 182,243

Common shares 51,501 51,501

Retained earnings 77,296 71,714

128,797 123,215

Total capital 323,711 313,572

13. EMPLOYEE FUTURE BENEFITS

Pension Plan

Hydro One Brampton's contributions to the OMERS plan for the year ended December 31, 2014 were $1,848 thousand
(2013 - $1,820 thousand). Company contributions payable at December 31, 2014 and included in accounts payable and
accrued chargeson the Balance Sheet were $213 thousand(2013 - $168 thousand).

Employee Future Benefits other than Pension

The Company provides certain medical and life insurance benefits to its retired employees and their dependents. The
Company recognizes thesepost-retirement costsin theperiodin which the employees renderservices. The measurement date
used to determine the accrued benefit obligation is December 31.

Net periodic post-retirement benefit costs of $500 thousand (2013 - $440 thousand) were attributed to labour. In 2014,
$200 thousand (2013 - $157 thousand) was charged to results ofoperations and $300 ^ousand (2013 - $283 thousand) was
capitalized as part of the cost offixed and intangible assets.
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Information about the Company's post-retirement benefit plan is as follows:

December 31 (thousands ofCanadian dollars) 2014 2013

Accrued benefit liability, beginning ofyear 7,263 6,902
Net periodic post-retirement benefit cost 500 440

Benefits paid (72) (79)
Accrued benefit liability, end ofyear 7,691 7,263
Less: current portion 126 195

Long-term accrued benefit liability 7,565 7,068

During 2014, the Company had an actuarial gain of $1,947 thousand (2013 - loss of $65 thousand) as a result of updating
year-end assumptions. At December 31, 2014, the net accumulated unamortized actuarial gain was $3,026 thousand (2013 -
$1,125 thousand).

The components of net periodic post-retirement benefit cost for the yearsendedDecember 31,2014 and2013are as follows:

Year ended December 31 (thousands ofCanadian dollars) 2014 2013

Current service cost 262 269

Interest cost 284 234

Actuarial loss (gain) on benefit obligation (1,947) 65

Plan amendments (259) -

Costs arising in the period (1,660) 568

Differences between costs arising in the period and costs recognized in the period m

respect of
Amortization ofpast service costs 259 -

Amortization ofactuarial(gain)/loss 1,901 (128)

Net periodic post-retirement benefit cost 500 440

The significant actuarial assumptions used to determine the benefitobligation and benefitexpense at December 31,2014 and
2013 are as follows:

2014 2013

Expectedannual remaining service life ofemployees 11 years 11 years
Discount rate for the expense for the year ended December 31 4.50% 4.00%

Discount rate for the accrued benefit obligation at December 31 4.00% 4.50%

Rate ofcompensation scale escalation (without merit) 3.00% 3.00%

Rate ofincrease oflong-term supplementary medical costs' 8.05% 8.26%

Rate of increase ofprescription drug costs* 8.05% 8.26%

Rate of increase ofdental costs 4.50% 4.50%

' 8.05% per annum in 2014, grading down to 4.50% per annum in and after 2031 (2013 - 8.26% per annum in 2013, grading down to 4.50% per annum in
and after 2031)

The effect of 1% change in health care cost trends on the projected benefit obligation for the post-retirement and post-
employment benefits at December 31,2014 and 2013 is as follows:

Year ended December 31(thousands ofCanadian dollars) 2014 2013
Projected benefit obligation:

Effect ofa 1% increase in health care cost trends 225 377

Effect ofa I% decrease in health care cost trends (200) (331)
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Year endedDecember 31 (thousands ofCanadian dollars)
Service cost and interest cost:

Effect ofa 1% increase in health care cost trends
Effect ofa 1% decrease inhealth care cost trends

2014 2013

14. SHARE CAPITAL

Common Shares

The Company isauthorized toissue anunlimited number of

Dividends

h Company's Board ofDireetom, and are recommended bymanagement based on results ofoperations, maintenance ofthe deemed regulatory capital structure financial cnndiiinnccash requirements, and other relevant faetom. such as industry pmetice and shfrehoWer expeot^ttoS^ '
In 2014, common share dividends in the amount of$8,300 thousand (2013 -$14,300 thousand) were declared and paid.

15. RELATED PARTY TRANSACTIONS

Hydro One Brampton is asubsidiaiy of Hydro One, and Hydro One is owned by the Province The OEFC TF<;o nnt«rin
Power Authority (OPA) Ontario Power Generation Inc. (OPG) and the DEB relaKTZes to S^fBiS^m™
BZpto^amferbSilw/'®"'''''"''̂ "etween these parties and Hydro One

^Si^d?eS"m"ker thousand) flom the lESO-

in

The provision for PILs was paid orpayable tothe OEFC.

The amounts due to and from related parties as aresult of the transactions referred to above are as follows:
December 31 (thousands ofCanadian dollars)
Due from related parties (included in accounts receivable)
Due to related parties (included in accounts payable and accrued liabilities)

(37,537) (32,87!)

ItaS!.'" ^ 31.2014 a« amounu owing lo Ihe lESO in mspw of poi«rpn,clinses of $36,348 ihousnnd (2013 -$32;.99
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HYDRO ONE BRAMPTON NETWORKS INC.
NOTES TO FINANCIAL STATEMENTS (continued)
For theyears ended December 31,2014 and2013

settled in cash

Hydro One and Subsidiaries

mrf '^"'ission, connection, and administrative services ftom Hydro One Networks

Hydro One

During 2014 the Company paid for certain telecommunication services in the amount of $20 thousand rann eis

to'ht foc^:;fltnTr${fol.a,:d
0" form of a

2TOS^f•'"T'"J"'forthe year ended December 31.viH inciuae interest expense on the long-term debt mthe amount of$11,704 thousand (2013 - $11 465 thousand^ and

fofrom™ h"'"••"O'opfoy demand focility in the amount of$86 thousand (2013 - $25 thousand) At December 31 2014the Company had accrued mtetestpayable to Hydro Onetotaling$1.412 thousattd (2013 -$l,38Ssand) '
ln2014. common dividends of$8,300 thousand (2013 -$14,300 thousand) weie declared and paid to Hydro One.

16. STATEMENTS OF CASH FLOWS

The changes in non-cash balances related to operations consist ofthe following:
Year ended December 31 (thousands ofCanadian dollars)
Accountsreceivable ~ — =2ii ^<^^3
Materials and supplies (8,672)
Accounts payable and accrued charges "
Employee future benefits other than pension
Long-term accounts payable and other liabilities f^
Accrued interest (3,160) (1,164)
Deferred revenue -

44 ^
7,001 236

Supplementary information;
Net interest paid "" ^
PlLs 11.835 11,555

525 5,500
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HYDRO ONE BRAMPTON NETWORKS INC.
NOTES TOFINANCIAL STATEMENTS (continued)
For the years ended December31,2014 and 2013

17. CONTINGENCIES

The Company is involved in various lawsuits, claims and regulatory proceedings in the normal course ofbusiness. In the
opinion of management, the outcome of such matters will not have a material adverse effect on the Company's financial
position, results of operationsor cash flows.

18. COMMITMENT

Prudential support

Purchasers of electricity in Ontario, through the lESO, are required to provide security to mitigate the risk oftheir default
based on their expected activity in the market. As at December 31,2014, Hydro One provided prudential support to the ffiSO
on behalfofHydro One Brampton using aparental guarantee of$78,000 thousand (2013 - $75,000 thousand), and a letter of
credit of $nil (2013 - $1,200 thousand). The lESO could draw on the parental guarantee ifthe Company fails to make a
payment required by a default notice issued by the lESO. The maximum potential payment is the amount ofthe parental
guarantee. ^

19. SUBSEQUENT EVENT

On January 15, 2015, the OEB approved Hydro One Brampton's 2015 rate order following the Company's cost-of-service
application in 2014. The revised rates have an implementation date ofJanuary 1,2015.

20. COMPARATIVE FIGURES

The comparative Financial Statements have been reclassified from statements previously presented to conform to the
presentation ofthe December 31,2014 Financial Statements.
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LDC Co
Pro Forma Summarized Balance Sheet
First Full Year Following Completion of Transaction

($000s)

ASSETS
Current assets
Cash and equivalents 46,603
Accounts receivable - trade 429,465
Inventory and work in process 16,049
Prepaid expenses 9,375
Current payments in lieu of taxes 1,755

503,247

Non-current assets
Property, plant, and equipment 2,435,990
Goodwill 293,460
Future payments in lieu of taxes 57,612
Investments 8,682

2,795,744
Total Assets 3,298,991

LIABILITIES
Current liabilities
Accounts payable - trade 315,437
Accounts payable - affiliates 29,455
Credit support for service delivery 59,716

404,608

Long-term liabilities
Long-term borrowings 1,723,118
Employee future benefits 54,947

1,778,065
Total Liabilities 2,182,673

SHAREHOLDER'S EQUITY
Share Capital 743,506
Contributed surplus 15,218
Retained earnings 357,594
Total Shareholder's Equity 1,116,318
Total Liabilities and Shareholder's Equity 3,298,991



LDC Co
Pro Forma Summarized Income Statement
First Full Year Following Completion of Transaction

($000s)

Revenue
Energy Revenue 2,898,023
Distribution revenue 511,898
Other income from operations 27,579

3,437,500

Expenses
Cost of Power 2,898,023
Operating expenses 247,618
Depreciation and amortization 123,001

3,268,642
Income from operations 168,858
Interest expense 66,358
Income before payments in lieu of taxes 102,500
Payments in lieu of taxes 18,450
Net Income 84,050



LDC Co
Pro Forma Summarized Statement of Cash Flow
First Full Year Following Completion of Transaction

($000s)

Operating activities
Net income 84,050
Add (deduct) non-cash items

Depreciation and amortization 123,001
Net change in employee future benefits 1,235

Net change in other assets and liabilities (1,498)
206,788

Investing activities
Capital expenditures (284,670)

(284,670)

Financing activities
Long-term borrowing 128,312
Dividends (50,430)

77,882

Net change in cash -
Cash at the beginning of the year 46,603
Cash at the end of the year 46,603
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