Ontarlo Energy Board Ontario Energy Board Commisslon de 'Energle de 'Ontario

Commission de 'Energie de I'Ontario 2300 Yonge Street 2300 rue Yonge
' P.O. Box 2319 C.P. 2319
. . . . Toronto, ON M4P 1E4 Toronto, ON M4P 1E4
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Ontario Distribution Licence : Facsimile: (416) 440-7656 Télécopleur: (416) 440-7656

Application Instructions

1. Purpose of this form

The purpose of this form is to collect information to.determine whether the Applicant will be granted a licence to distribute
electricity.

2. Structure of the Application Form ‘ ' y

This form contains the following sections:
A General Information;

B Distribution Fagcilities Information;

C  Supporting Information

D Notice and Consent and

E Acknowledgement

Note: The information in section C16 shall be kept confidential, with the exception of names and positions held of key
individuals. All other information filed as part of this application will be considered public. Where the applicant
objects to public disclosure of the information, the applicant must follow the Ontario Energy Board's approved
Guidelines for Treatment of Filing made in Confidence, effective March19, 2001.

3. Completion Instructions

PRINT CLEARLY or TYPE all information in BLACK. Please send two copies of the completed form and all attachments
to:

Board Secretary

Ontario Energy Board

2300 Yonge Street

P.O. Box 2319, 26th Floor

Toronto, ON M4P 1E4

4. Licence Fees:

A non-refundable application fee Is required to process your application. Please enclose a cheque or money order made
payable to the ONTARIO ENERGY BOARD.

Note: If a licence is issued, the Licensee will be required to pay an annual fee of $800.00.

5. Important Information:

As a licenced Electricity Distributor, the licencee may be subject to additional obligations as required by the Independent
Electricity System Operator (IESO) and as established under section 70 or section 78 of the Ontario Energy Board Acl,
1998. , . -

REMARQUE:
Ce document est disponible en frangais. ‘ OEB App05A - July/05
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Commission de {Energie de I'Ontario

Ontario Energy Board Ontario Energy Board 2300 rue Yonge
Commission de I'Energie de I'Ontario 2300 Yonge Street CP.2319

icati o . P.O.Box2319 Toronto, ON M4P 1E4
Appllcatlon for EIGCtI’lClty Toronto, ON M4P 1E4 Téléphone: 1-888-632-6273
Distribution Licence Telephone: 1-838-632-6273 Télécopieur: (416) 440-7656

Pacsimile: (416) 440-7656

For Office Use Only

Application Number

Date Received

A. General information

1. Type of Application
New licence

Renewal

O 0 K

Amendment to an existing Licence

' 2. Ownership/Operation

Please indicate whether the Application is for:

4  Ownership and Operation of a distribution system

This application is being made in conjunction with a “MAADs" application to the OEB under 5.86 of the Ontario Energy Board Act, 1998, as amended, for the relief necessary
to effect the amalgamation of Veridian Connections Inc. (OEB Distributor Licence ED-2002-0503) and Whitby Hydro Electric Corporation (OEB Distributor Licence
ED-2002-0571) into a single licensed, rate regulated electricity distributor that will serve over 163,000 customers. As part of the MAADs application, the two consolidating

.. Mtilities are requesting that the OB transfer their existing Disiributor licences to the new, consolidated distributor (referred to in the MAADs application as "LDC Mergeco?).

....................................... S e irarash At asveseviasds eaedndiancoctnnanareotrearrasdioainercidsensrratiod

[] Ownership of a distribution system only. Please provide the name and licence no., if any, of the operator of the
distribution system? .

[C] Operation of a distribution system only. Please provide the name and licence no., if any, of the owner of the distribution
system? .
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3. Applicant

Please provide the following information about the Applicant:

Full Legal Name of Applicant.

determined)

LLDC Mergeco (Legal name to be

Ontario Corporation Number, Canadian
Corporation Number or Business
Registration Number
Will be available within thirty days following receipt
of OEB approval for the proposed amalgamation.

" Date of Formation or
Incorporation .
Within thirty days following
receipt of OEB approval for the
proposed amalgamation

Business Address:

Will be either 55 Taunton Road East, Ajax or 100 Taunton Road East Whitby. A decision on the business
address will be available within thirty days following receipt of OEB approval for the proposed amalgamation.

!

City Province Country Postal/Zip Code
see above Ontario Canada
Phone Number FAX Number E-Mail Address (if applicable)

4. Primary Contact for this Application

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

See Section 4 Attachment

Mr. Mrs. O Last Name: Full First Name: Initiaf:
Miss @& Ms, O ' _
Other:

Position Held:
Contact Address (if R.R., give Lot, Concession No. and Township)
City Province Country Postal/Zip Code
Phone Number FAX Number E-mail Address (if applicable)
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5. Service Area

Please indicate the location (name of municipality or unorganized territory) of the Applicant's distribution facilities and provide a
description of the extent (size, length, coverage) of the distribution facilities involved in this Application. This description will be
used for the purpose of stating a service area in which the licensee would be authorized to distribute electricity:

LDC Mergeco's service area will consist of the current service areas of Veridian Connections Inc. ("Veridian LDC",
OEB Distributor Licence ED-2002-0503) and Whitby Hydro Electric Corporation (*Whitby LDC", OEB Distributor
Licence ED-2002-0571). A copy of Schedule 1 to each of the above distribution licences is attached at Section 5

Attachment. Together, these two schedules denote the distribution service area of LDC Mergeco. !

6. Facilities Use

Please indicate whether the distribution facilities are for exclusive use by Yes No
the Applicant.

M U
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B. Distribution Facilities Information

7. Facilities Type

Please indicate whether the Applicant's distribution facilities are:

l:] New assets to be constructed? Proposed In-service date:

If Applicant Is to be the owner, please attach a statement explaining the financing arrangements.

[  Existing assets presently owned and/or operated by the Applicant?
LDC Mergeco’s distribution facilities will be comprised of the existing assets of Veridian LDC and Whitby LDC.

O Existing assets not presently owned and/or operated by the Applicant (ie to be purchased)?

i ; oo LDC Mergeco’s distribution facilities will be comprised of the existing
If Applicant is to be the owner please indicate: 4
PP ‘ P assets of Veridian LDC and Whitby LDC.

a) from whom assets will be purchased:

b) when application for sale has/will be filed with the Board?

[[]  Other (please describe):
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8. Facilities Purpose

Please indicate the intended purpose(s) of the Applicant's distribution facilities:

.................

M 7o provide a connection between a generator and a transmission/distribution system.

[/ To provide a connection between a transmission/distribution system and a load customer or customers. )

M Toprovide a connection between a generator and a load customer or customers.

[  To provide distribution services to the'ge'neral public.

[ other (please describe):

9. Description of Facilities

Please describe the Applicant's distribution facilities indicating operating voltage(s) (kV) length of distribution line (km), number
of substations and approximate total supply capacity (MW):

Veridian LDC is serviced by 10 Hydro One-owned transformer stations and 5 Hydro One-owned distribution substations. Veridian LDC is supplied
from 188 sub-transmission and distribution feeders: 29 at 44 kV, 11 at 27.6 kV, 66 at 13.8 kV, 13 at 12.47kV, 6 at 8.32kV and 63 at 4,16 kV. Veridian
LDC owns and operates 1 regulator station and 50 municipal substations with a combined transformation capacity of 529.5 MVA of which 3 MVA is
provided at 600V, 124.5 MVA is provided at 4.16 kV, 5 MVA is provided at 8.32 kV, 7.5 MVA at 12.47kV, 369.5 MVA at 13.8 kV and 20 MVA at
27.6kV. Power is distributed across 2,634 circuit-length-km of line (4955 conductor-length-km); 1,168 circuit-length-km (1,599 conductor-length-km) of
which are installed underground with the remainder 1,466 circuit-length-km (3,356 conductor-length-km) carried on 30,046 Veridian LDC-owned poles.

Whitby LDC is serviced by 3 Hydro One-owned fransformer stations (Whitby TS DESN 1, and DESN2 and Thornton TS). Whitby LDC is supplied
from 50 sub-transmission and distribution feeders; 13 at 44 kV and 37 at 13.8 kV. Whitby LDC owns and operates 11 municipal substations with
combined fransformation capacity of 294 MVA and provided at 13,8 kV. Power is distributed across 1,104 cxrcuxt-length km of line (2,118 conductor-
length-km); 599 circuit-length-km (827 conductor-length-km) of which are installed underground with the remaining 505circuit-length-km (1 291
conductor-length-km) carried on 8,057 Whitby LDC-owned poles

10. Location of Facilities

Please indicate whether the distribution facilities will be located on, over or under public streets or Yes No

highways. ¥ O

Page 6 of 16



C. Supporting Information Organizational Information

11. Business Classification

Sole Proprietor ]
Partnership ]
Corporation ]
Other ]

12, Affiliates of the Applicant

Full Legal Name of Affiliate Company:

.......

Merged Holdco (to be named later) (Merged Holdco will be the holding company of the Applicant), Veridian Energy Inc.,
Whitby Hydro Energy Services Corporation, Quinte Solar Generation Inc,

Business Address:
City Province Country Postal/Zip Code
Tel. Number FAX Number E-Mail Address (if applicable)

Description of Business Activities:

Please see Section 12(a) Attachment.

Please see Section 12(b) Attachment

b) Please attach a Corporate organization chart describing the relationships between the Applicant and its Affiliates and, if
applicable, the respective ownership percentages by the Applicant in each Affiliate,
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13. Energy Sector Activities

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

If yes, please provide the following information for each:

.......................

Yes No

M 0O

Full Legal Name of Company:
Please see Section 13 Attachment

Licence/Registration Number:

/

Jurisdiction:

Ontario (primary) May service clients in other locations

Type of Business Activity (e.g.
Generation, Transmission, Distribution):

Page 8 of 16




Technical Capability and Experlence Information
14. Business Actlivities

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

Electricity distribution in the service areas identified in the distribution licences of Veridian Connections Inc.
and Whitby Hydro Electric Corporation. Please see Section 5.

15. Technical Ability

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

The Applicant is the distributor that will be created by the consolidation of Veridian LDC and Whitby LDC.
These predecessor LDCs of LDC Mergeco have operated as electricity distributors in Ontarlo for many
years, and both hold OEB licences In good standing. LDC Mergeco Intends to continue providing reliable
and high quality distribution services with employees transferred from its predegessor companies. In respect
of the functions Identified below, like the utilities which merged to form LDC Mergeco, the Applicant will continue
to use its own staffing resources to undertake most of these functions. Where a decision is made to engage an
outside vendor or contractor to undertake all or any part of these functions, LDC Mergeco will apply its policy of
only engaging duly qualified and experienced vendors and contractors pursuant to its procurement policy.

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

[/ Design Contracted to:
[V Construction Contracted to:
A Inspection & Maintenance Contracted to:
Operation Contracted to:
[ Customer Connection Contracted to:
[] Standard Supply Service Contracted to:
[V Metering & Metering Services ; Contracted to:
Settlement & Billing Contracted to:
[] Other (describe): Contracted to:
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16. Information About Each Key Individual

Mr. o Mrs.o Last Name: Full First Name: Initial:
Miss O Ms. o
Other: See below Position Held:

Please explain the person's experience in the electrical distribution business and in the energy field in general.
Veridian Connections Inc, - Officers: ‘
Michael Angemeer, President & CEO/ Rob Scarffe, Executive Vice President, Customer Service & Information Technology/
Laurie McLorg, Vice President, Financial Services & CFO/George Armstrong, Vice President, Corporate Services/Peter
Petriw, Vice President, Engineering/ddrian Foster, Board Chair/Kevin Ashe, Board Vice Chair '
Whitby Hydro Electric Corporation - Officers:

John Sanderson, President & CEO/Ramona Abi-Rashed, Treasurer/Mike Chase, Deputy Treasurer/Susan Reffle, Vice-
President

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

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

Please see Section 16 Attachment.

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

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

Please see Section 16 Attachment.

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

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

Please see Section 16 Attachment.

Note:
Attach a copy of Item 16 for each Key Individual: Officer and Director, Partner or sole Proprietor,

Page 10 of 16



Financial Information
17. Financial Statements

Please attach financial statements of the Applicant for each of the past two fiscal years. This may include audited financial
statements, annual reports, prospectuses or other such information. Please see Section 17 Attachment.

Other Information

18. Delivery
Please indicate whether the Applicant's distribution facilities are to b2 used to deliver electricity to one or Yes No
more parties other than the Applicant. If yes, please provide the following information: @ [:I

a) if the purpose of the Applicant's distribution fagilities is to provide distribution services o specific generalors or load
customers rather than the general public (see question #8) please indicate the names of these participants:

Not applicable

b) a summary of the business plans relating to the Applicant's proposed distribution business for the next five years. This
should include the following:

- a forecast of annual growth in terms of factors such as the amount of electricity distributed (MW and/or MWH), number
of customers served, amount of distribution facilities (lines and/or stations), etc.

- annual pro forma financial statements including forecasts of costs, revenues and pro;ect financing indicating the
undetlying assumptions on which the forecasts are based.

¢) estimates of net annual cash flows for subsequent periods to demonstrate financial feasibility and security.
Please see Section 18(c) Attachment. ’

d) indication of the Applicant’s plans to seek Ontario Energy Board approval for elactricity distribution rates,

In the MAAD:s application, the Applicants have indicated that they will be deferring rebasing for a period of 10 years from the
completion of the consolidation, During the rebasing deferral period, LDC Mergeco will be applying for approval of rates ina
manner applicable to each of the predecessor dlstrlbutors More particulatly

° the Veridian LDC service areas will be the subject of Price Cap Incentive Rate-Setting rate appllcatlons through the
rebasing deferral period
o the Whitby LDC service area will be the subject of Annual-Incentive Rate-Setting Index rate applications through the

rebasing deferral period
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19. Proposed Business Transactions

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

a) Facilitate competition and enhance access to transmission/distribution services:

The proposed transaction related to this Application is the consolidation of two existing licensed electricity
distributors. The proposed transaction will have no adverse impact on competition, nor will it have an
adverse impact on access to distribution services. /

.............

b) Improve reliability and quality of supply:

The proposed transaction will have no adverse impact on reliability and quality of supply. Moreover, the
consolidation proposed in the MAADs application will create opportunities for the improvement of existing
reliability and quality of supply.

¢) Promote economic and energy efficiency:

The Applicant anticipates that the proposed transaction will promote economic and energy efficiency. The
consolidation of the two existing distributors will create opportunities for improved efficiency in the
distribution of electricity in the predecessor distributors’ service areas, and more opportunities for the
promotion of energy efficiency and conservation in those areas.

20. Electricity Sector Activities

Please indicate whether the Applicant intends to be involved with electricity sector activities in the Ontario market other than
distribution and provision of Standard Supply Service?

Buy or Sell (Wholesale) electricity Yes No

| O 0O
Transmitelecticty 1 D
Retail electricity O -
Generate electricity | M O

if yes to any of the above:

a) If affiliates have not yet been established, please indicate when this is planned:
Please see Section 12.
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b) Has the Applicant or an affiliate applied for Ontario Energy Board
Licences? If no, when planned?

Yes

O ™

No
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D. Nofice and Consent for Ontario Board to Collect Additional Information

AS REQUIRED BY THE FREEDOM OF INFORMATION AND PROTECTION OF INDIVIDUAL PRIVACY ACT

In order to complete or verify the information provided on this form, it may be necessary for the Ontario Energy Board to collect
additional information from some or all of the following sources: federal, provincial/state and municipal governments; licensing

bodies; banks; professional and industry associations; and former and current employers. Only information relevant to your

application will be collected. ,

The public official who can answer questions about the collection of information is:

Board Secretary

Ontario Energy Board

2300 Yonge Street, P.O. Box 2319
Toronto, Ontario M4P 1E4

Note: The issuance of an electricity distribution licence does not guarantee accreditation by the IESO, or connection
to a transmission or distribution system.

NOTE: This application must be signed by the proprietor or by at least one partner, officer or
director of the organization.. .

WARNING: Itis an offence to knowingly pro\/ide false information on this application,

A Yes
[/We consent to the collection of this information as authorized under the Ontario Energy Board Act,
1998.
Yes
1/We understand that this information will be used to determine whether | am/we are and remam [
gualified for the licence for which | am/we are applying.
Print Name and Title Signature of Applicant(s) Date Signed
John Sanderson ' . :
President & C.E.O / : )
Whitby Hydro Electric Corporation ‘g"*—) Nov 22 , %
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E. Acknowledgement of Market Rules, Codes and Conditions

NOTE:

| understand and acknowledge that, as a licenced electricity distributor, | will be required, unless otherwise exempted:
. To provide non-discriminatory access to all persons wishing to connect to the distribution system.

. - To comply with all licence conditions including the provisions of;

This acknowledgement must be signed by the proprietor or by at least one partner, officer or director of the
organization,

Affiliate Relationships Code for Electricity Distributors and Transmitters
Distribution System Code

Retall Settlement Code

Standard Supply Service Code

Retail Metering Code

Market Rules made under section 32 of the Electricity Act, 1998.

Print Name and Title Signature of Applicant(s) Date Signed

Michael Angemeer
President & C.E. O,
Veridian Connections Inc.

..............

Print Name and Title | signature of Applicant(s) ‘Date Signed
John Sanderson

President & C.E.O. 3 92, 200
Whitby Hydro Electric Corporation %ﬂﬂ o~ ]\/o 2
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E. Acknowledgement of Market Rules, Codes and Conditions

organization.

— Distribution System Code
— Retail Settlement Code

-~ Retail Metering Code

....................................................

Print Name and Title

Michael Angemeer
President & C.E. O.
Veridian Connections Inc.

. To comply with all licence conditions including the provisions of:
- Affiliate Relationships Code for Electricity Distributors and Transmitters
- Standard Supply Service Code

- Market Rules made under section 32 of the Electricity Act, 1998.

......................................................................................

Signature of Applicani(s)

s ’4/7“%

NOTE:  This acknowledgement must be signed by the proprietor or by at least one partner, officer or director of the

| understand and acknowledge that, as a licenced electricity distributor, | will be required, unless otherwise exempted:

. To provide non-discriminatory access to all persons wishing to connect to the distribution system.

Date Signed

/I/O'l//, 6”*’ Z/D/d’

.....................

Print Name and Title

John Sanderson
President & C.E.O.
Whitby Hydro Electric Corporation

| Signature of Applicant(s)

Date Signed
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CHECKLIST

Have You:

1. Properly and fully completed this form? (lllegible, incomplete or improperly completed forms 1
do not qualify for registration and will be delayed or returned.)

2. 'Enclosed a cheque or money order payable to the ONTARIO ENERGY BOARD in the amount [ _]
prescribed?

3. Attached Section D, the sighed “Notice and Consent” form, as specified? ]

4, Attached Section E, the "Acknowledgement” form, as specified? ]

5, Submitted two copies of the application? |

Please send the completed form and all attachments to:

Board Secretary

Ontario Energy Board
2300 Yonge Street

P.O. Box 2319 , 26th Floor
Toronto, ON M4P 1E4

NOTE: You are not required to return the cover page or this checklist to the Ontario Energy Board.,

Page 16 of 16



TAB 4



SECTION 4 ATTACHMENT

Primary Contacts for this Application:

Mr, George Armstrong

Vice President, Corporate Services
Veridian Connections Inc,

55 Taunton Road East

Ajax, ON

L1T 3V3
garmstrong@veridian.on.ca
905-427-9870, ext. 2202

Ms. Susan Reffle

Vice President

Whitby Hydro Electric Corporation
100 Taunton Road East, P.O. Box 59
Whitby, ON

LIN 5R8
sreffle@whitbyhydro.on.ca
905-444-1983



mailto:garmstrong@veridian.on.ca
mailto:sreffle@whitbvhydro.on.ca
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Appendix B Schedule 1 Definition of Distribution Service Area of
Veridian Connections Inc.

This Schedule specifies the area In which the Licensee s authorized to distribute and sell electricity In
accordance with condition 8.1 of this Licence.
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Appendix B

Schedule 1 Definition of Distribution Service Area of

Veridian Connections Inc.

This Schedule specifles the area In which the Licensee Is authorlzed to distribute and sell electricity In
accordance with condition 8.1 of this Licence.
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. AJAXIPICKERING SERVICE AREA

The alpha-numeric point numbers below refer to the reference map provided on page 30 of this

document.

WESTERN BOUNDARY.

1. Point #1 is located at the mouth of the Rouge River. The boundary proceeds in a north-westerly
direction along the Rouge River to whaere it intersects with the straight-line projection of the York-
Durham Town Line.

1

1A, Point # 1A located at the Intersection of the Rouge River and the straight-line projection of the
York-Durham Town Line. The boundary continues north to point # 2 with the exception of the
excursions noted in the tables below. Veridian points 1B to 1H are seven excursions taking in the six
reglstered parcels of land and one streetlight installation as detalled in the following table. These
seven excursions are to be Included in Veridian’s Service Area.

Verldian Point Municipal Address, Town of Legal Description
No. Markham
1B 7917 Major Mackenzie Drive E Lot 20, Con. 10, Markham, as in MA80925
1C 9992 York-Durham Town Line Lot 20, Con. 10, Markham, as in MA80925
1D 11410 York-Durham Town Line | ot 29, Con. 10, Markham; Lot 30, Con. 10,
Markham . '
1E 11584 York-Durham Town Line  |Pt. Lot 31, Con. 10, Markham, Pt. 1, 65R-
20217
1F 11290 York-Durham Town Line  [Lot 29, Con. 10, Markham, Lot 30, Con. 10,
Markham
1G 11350 York-Durham Town Line Lot 29, Coh. 10, Markham, Lot 30, Con. 10,
Markham
1H Streetlight at Major Mackenzie Not applicable
Drive East and York-Durham Town
Line

Verldian points 1J to 1K are two excursions taking in the two reglstered parcels of land as

detailed in the following table. These two excursions are to be excluded from Verldian's Service

Area.
Verldian Polint Municipal Address, City of Legal Description
No. Pickering
1J 5293 York-Durham Town Line Pt, Lot 35, Con 9 Pickering, Pt. 1, 40R-18594
1K 5295 York-Durham Town Line Pt. Lot 35, Con 9 Pickering, Pt. 1, 40R-18594




Appendix B

Schedule 1 Definition of Distribution Service Area of
Veridian Connections Inc.

This Schedule specifies the area in which the Licensee is authorized to distribute and sell electricity in
accordance with condltion 8.1 of this Licence.
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NORTHERN BOUNDARY,

2,

Point # 2 Is located at the intersection of the York-Durham Town Line and the Uxbridge
Pickering Town Line also known as the 10th Concession Road Allowance. The boundary turns
easterly and follows in a straight line along this Town Line/Road Allowance to Point #3 with the
exceptlon of the excursions noted in the tables below. Veridian points 2A to 2H are selght
excursions taking In the eight registered parcels of land as detalled In the following table.

These elght excursions are to be Included In Verldian's Service Area.

Veridian Point Municipal Address, City of Legal Description

No. Pickering

2A 132 Uxbridge Pickering Town Line |Part Lot 1, Con, 1 Uxbridge, Pts. 1, 2 & 3,
40R-11119

2B 152 Uxbridge Pickering Town Line [Part Lot 1, Con. 1 Uxbridge as in D526884

2C 160 Uxbridge Pickering Town Line [Part Lot 1, Con. 1 Uxbridge as in D94345

2D 168 Uxbridge Pickering Town Line [Part Lot 1, Con. 1 Uxbridge, as in D528307

2E 174 Uxbridge Pickering Town Line Part Lots 1 & 2, Con. Uxbridge, as In
D160902

2F 176 Uxbridge Pickering Town Line Pt. Lots 1 & 2, Con 1 Uxbridge, Pts. 1 & 2,
MOR-5246

2G 190 Uxbridge Pickering Town Line PPt. Lots 1, 2, 3, 4 & 5, Con. 1, Uxbridge, Pt.
1, 40R-5742

2H 192 Uxbridge Pickering Town Line [Pt. Lots 1, 2, 3, 4 & 5, Con. 1, Uxbridge, Pt.
1, 40R-5742

Veridian points 2J to 2Q are 8 excursions taking In the 8 registered parcels of land as detailed in
the following table. These seven excurslons are to be excluded from Verldian's Service Area.

Veridian Point Munilcipal AddAress, City of Legal Description

No. Pickering

2J 1775 Uxbridge Pickering Town Pt. Lot 18, Con 9 Pickering, as in D468835
Line

2K 1935 Uxbridge Pickering Town  [Pt, Lot 18, Con 9 Pickering, as in D468835
Line

2L 1995 Uxbridge Pickering Town Pt. Lots 15 & 16, Con 9 Pickering, Pts. 1, 2, 4
Line ‘& 5, 40R-24662
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2M 2045 Uxbridge Plekering Town Pt. Lot 15, Con. 9 Pickerlng
Line
2N 2195 Uxbridge Pickering Town Pt. Lot 14, Con 9 Plckering as in D203854
Line
20 2265 Uxbridge Picketing Town Pt. of N Pt. Lot 13, Con 9, Pickering as in
Line D430754
2P 2456 Uxbrldge Pickering Town Pt. Lot 11, Con 9 Plckering, as in D415868
Line
2Q 5495 W esthey Road Pt. Lot 10, Con 9 Plckering, Pt. 1, 40R-8662
EASTERN BOUNDARY.
3. Point # 3 Is located at the intersection of Uxbridge Pickering / Town Line and Lakeridge Road.

. The.boundary turns southerly and follows Lakeridge Road to Point #11, with the exception of
seven excursions taking In the six registered parcels of land as detalled in the following table: These
seven excurslons are to be included in Veridian's Service Area.

Veridian Point Munliclpal Address, Town of Legal Description
No. Whitby
4 8875 Lakerldge Road Concesslon.8, Part Lot 34,35 and Concessioq

9, Part Lot 35 and Part of Road Allowance
Now RP 40R13254, Parl 1 205.57AC

5 8405 Lakeridge Road Concesslon 8, Part Lot 34, 35
Now RP 40R7371, Part 1, 56.50AC

6 8195 Lakerldge Road Concession 8, Part Lot 34, 35.55AC

7 6606 Lakeridge Road Concesslon 6, Part Lot 35, 9.47AC

8and 9 605 Lakeridge Road South Broken Front Concession, Part Lot 35, Now
- RP 40R7831,

Part 1 Regulator 0.04AC 32.81FR 49.21D

10 715 Halls Road - Broken Front Concession, Part Lot 34,

2.00AC’
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Veridian points 3A to 3E are five excursions taking In the 4 registered parcels of land and one
billboard as detailed in the following table. These five excursions are to be excluded from

Veridian's Service Area.
Veridian Point Municipal Address, City of Legal Description !
No. Plckering
3A 5450 Lakeridge Road Pt. Lot 1, Con 9 Pickering; Pt. N1/2 Lot A,
Con. 9, Pickering, as in D464935.
38 5420 Lakeridge Road Pt. Lot 1, Con 9 Pickering; Pt. N1/2 Lot A,
Con. 9, Pickering, as in D464935.
3C 5240 Lakeridge Road Pt. Lot 1, Con 9 Pickering; Pt. N1/2 Lot A,
Con, 9. Pickering, Pts, 1 & 3, 40R-8746
aD 5150 Lakeridge Road Pt. $1/2 Lot A, Con 9, Pickering, Pt. 1, 40R-
5620
3E Billboard N of 5240 LakerldgeNot applicable
Road
SOUTHERN BOUNDARY,
4, Point # 11 Is at Lakeridge Road and Lake Ontario. The boundary turns westerly following the

Lake Ontarlo frontage to Polint #1.
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BELLEVILLE SERVICE AREA

The alpha-numeric point humbers below refer to the reference map provided on page 31 of this-
document.

!

WESTERN BOUNDARY,

1.

10.

1.

The western boundary of the existing Belleville Service Area starts at point #1 which Is located at the
Bay of Quinte, 0.1 km west of Avondale Road. The boundary continues parallel to Avondale Road to
point #2, with the exception of an additional contiguous parcel extending to the west of Belleville,
County of Hastings (476 Dundas Street W est - Hastings County Manor).

Point #2 is located 0.1 km south of Harder Drlve at the north-west corner of 180 Avondale Road. The
boundary turns east following the north lot line of 180 and 179 Avondale Road and the south lot line
of 67 Harder Drive to point #3.

Point #3 Is located at the south-east corner of 67 Harder Drive. The boundary then turns north
following the west lot line of 44 Glen Road to point #4.

Point #4 Is located at the north-west corner of 44 Glen Road. The boundary then turns east following
the north lot line of 44 and 45 Glen Road and 200 Wright Avenue to point #5.

Point #5 Is located at the north-east corner of 200 Wright Avenue. The boundary then turns north
following the west and north lot lines of 36 Harder Drive and the east lot lines of 62, 64, 68, 88, 72,
76 Kensington Crescent and the west lot lines of 2 and 4 Haslett Court to point #6.

Point #6 Is located at the north-west corner of 4 Haslett Court. The boundary turns east following the
north lot lines of 4, 6, 8 Haslett Court and 8, 10, 12 Wilmot Court to point #7.

Point #7 is located at the north-east corner of 12 Wilmot Court. The boundary then furns north
following the west lot lines of 19, 21, 23 Benson Court, plus west lot lines of 29, 31, 33, 35, 37, 39, 41,
43, 45 Sherwood Court, plus the west lot lines of 29, 31, 33, 35, 37, 39, 41, 43, 45 Bogart Crescent to-
Point#8.

Point#8 is located at the north-west corner of 45 Bogart Crescent. The boundary then turns east
following the north lot lines of 47, 49, 51, 53, 55, 57, 59, 81, 63, 65, 67, 69 Bogart Crescent, crosses
Palmer Road and continues east for approximately 0.19km fo point #9.

Point #9 Is located approximately 0.19 km east of Palmer Road. The boundary then turns north at
this point following the west lot line of 40 Wilson Avenue and the wast lot line of 39 Pepper-Avenue
for approximately 0.23 km to point #10.

Point#10 Is located at the south-east corner of 4 Lake Court. The boundary then turns west,
following the south lot lines of 4, 6, 8 Lake Court for approximately 0.05 km to polnt #11.

Point#11 is located at the south-west corner of 8 Lake Court. The boundary then turns north
following the west lot lines of 10, 12, 14 Lake Court and 337 Moira Street West for approximately 0.16
km to point #12.
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12. Point#12 Is located at the south lot line of 9 Jeanette Place. The boundary then turns west following
the south lot line of 9 and 11 Jeanette Place and 8, 10, 12 Dixie Place for approximately 0.14 km fo
point #13.

13. Point#13 Is located at the south-west corner of 12 Dixle Place. Included In the service area is an’
excursion which includes the parcel of land at 468 Moira Street W. The boundary then turns north
following the west lot lines of 12, 14 and 16 Dixie Place, 135 and 136 Progress Avenue, 291 and 290
College Street West, 16, 18, 20, 22, 24, 26, 28, 30, 32 Beverley Crescent and 1 Robert Drive; then
the west lot lines of 128, 126, 124, 122, 120, 118, 1186, 114, 112, 110, 108, 106, 104, 102, 100, 98,
98, 94, 92, 90, 88, 86, 84, 82, 80, 78 Tracey Park Drive and 2, 4, 6, 8, 10 Queenshoro Court, and
north to point #14, located approximately 0.7 km west of Sidney Street at the north edge of Bell
Boulevard.

\
14. PoInt#14 Is located approximately 0.7 km wast of Sidney Street at the north edge of Bell Boulevard.

The boundary then turns west following the north edge of Bell Boulsvard for approximately 0.39 km to
point# 15,

15. Point# 15 Is located at the south-west corner of a parcel of property addressed as 380 Bell Boulevard
and known as Part Lot 32-36, Concession 2 in the City of Quinte West, Hastings County Plan 21-R-
24570 parts 1 & 3. The boundary follows the western edge of this parcal of land north to the south
edge of Highway # 401 to point # 16.

NORTHERN BOUNDARY

16. Point#16 Is located approximately 1.0 km west of Sidney Street at Highway # 401, The boundary
turns east following the southern boundary of Highway #401 road allowance for approximately 6.7 km
to point #17.

EASTERN BOUNDARY

17. Point #17 Is located on the eastern limit of Lot 15, Concesslon il, former Thurlow Township, at the
southerly limit of the Highway #401. The boundary turns south and runs approximately 4.44 km to point
#18. Veridian points 17A to 17D are four excursions taking In the 4 registered parcels of land as detalled
in the following table. These four excursions are to be excluded from Verldian's Service Area.

Veridian Point Municipal Address, City of Legal Description
No. Belleville
17A 326 Airport Parkway W Pt. Lot 15, Con 2 Thurlow, as In QR271589
178 374 Airport ParkwayW Pt. Lot 1 5, Con 2 Thurlow, as In QR98635
17C 382 Alrport Parkway W Pt. Lot 15, Con 2 Thurlow, Pt. 1, 21R-11952
17D 150 Antrim Road Pt. Lots 156 & 16, Con 1, Pts 2 & 3, 21R-1209
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18. Point # 18 is located on the easterly limit of Lot 15, Broken Front Concession, former Thurlow
Township, at the northerly limit of Highway #2 (Dundas Street East). The boundary turns west and
runs approximately 0.68 km to point #19,

19. Point #19 Is located on the northerly limit of Highway #2 (Dundas Street East) approximately 0.68km
west of polnt #18, The boundary then turns south and follows the east lot line of 665 Dundas Strest
East (East Half Lot 13, Broken Front Concesslon, former Thurlow Township) and runs approximately
0.28 km south to point #20.

SOUTHERN BOUNDARY

20. Point #20 Is located on the north shore of the Bay of Quinte at the south-east corner of 665 Dundas
Street East. This point Is approximately 1.55 km west of ElImwood Drive. The boundary follows the
north shore of the Bay of Quinte westward to point #1.
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BROCK - BEAVERTON SERVICE AREA

The alpha-numeric point numbers below refer to the reference map provided on page 32 of this
document,

WESIEB&MNDARI

1.

/

The westetn boundary starts at point # 1, which is located at the intersectlon of the rallway and
Concession 5. The boundary follows the railway to point # 2,

2. Point # 2 Is 1.5 km from point # 1 along the rallway. The boundary tumns west, parallel to Main
Street West to point # 3.

3. Point # 3 is located on Nine Mile Road, 0.35 km from Main Street West. The boundary continues
along Nine Mile Road to point # 4.

4, Point # 4 Is located on Nine Mile Road, 0.16 km from Main Street West. The boundary turns
wast parallel to Main Street West to polnt # 5.

5. Point # 5 Is located 0.13 km from polnt # 4. The boundary turns north parallel to Nine Mile Road
to point# 6.

8. Point # 6 Is located 0.11 km from point # 5. The boundary turns west parallel to Main Street
West to point #7.

7. Point # 7 is located 0.2 km from point # 6. The boundary turns north parallel to Nine Mile Road
to point # 8.

8. Point # 8 Is located 0.07 km from point # 7. The boundary turns and follows Lake Simcoe to
point # 9,

9. Point # 9 [s located 0.05 km from Harbour Park Crescent. The boundary follows the harbour
Jetty to point # 10,

10. Polint # 10 is located 0.28 km from point # 9. The boundary turns north parallel to the Lake
Simcoe Shore to point # 11.

11. Point # 11 Is located 0.11 km from point # 10. The boundary turns east to point # 12

12. Point # 12 Is located 0.03 km from: the end of Wellington Street on the Lake Simcoe Shore. The
boundary follows the lake to point # 13.

NORTHERN BQUNDARY
13. Point # 13 is located on the lakeshore at the continuation of Victorla Street. The boundary turns

east to the intersection of Victoria and Morrison Ave. The boundary turns north to follow
Morrison Ave. to point # 14,
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14, Point # 14 Is located at the intersection of 9th Street and Morrison Ave. The boundary turns to
the east and follows the road allowance for 9th Street to point # 15.

15, Point # 15 Is located at the rallway on the continuation of the road allowance from 9th Street.
The boundary turns north to follow the railway to point # 16.

16. Point # 16 is located 0.19 km along the railway from point # 156. The boundaty turns north and runs
approximately 220m along the railway to Point # 17.

17. Polnt # 17 turns east and runs approximately 467m along the north property line of Pollock
Avenue to point # 18,

18. Point # 18 turns north along Street ‘B' for approximately 255m to polnt # 19.

19. Point # 19 turns west and runs approximately 119m along the south boundary of Block 56
(Park) to point # 20,

20. Point # 20 turns north and runs approximately 159m along the west boundary of Block 56 (Park)
to point # 21,

21. Point # 21 turns east and runs approximately 120m along the north boundary of Block 56 (Park)
to point # 22,

22, Point # 22 turns south and runs approxlmately 128m along the east boundary of Block 58 (Park)
to point # 23, ‘

23. Point # 23 turns east and runs approximately 20m along the north boundary of Block 55 (future
development Block) to point # 24,

24, Point # 24 turns south and runs approximately 50m along the east boundary of Block 65 (future
development block) to point # 25 located on the south side of Street ‘F'.

25, Point # 25 turns west and runs approximately 31m along Street ‘' to point # 26.

26. Point # 26 turns south and runs approximately 219m along Street ‘B’ to point #27.

27. Point # 27 turns east to point # 28, which is located 0.08 km from Mara Road.

28. Point # 28 turns parallel to Mara Road and runs to point # 29.

29. Point # 29 is located where the boundary intersects the river. The boundary turns east to follow
the river to point # 30,

EASTERN BOUNDARY,
30. Point # 30 Is located 0.76 km from Main Street East. The boundary turns south parallel to James

Street to point # 31.



Appendix B

Schedule 1 Definition -of Distribution Service Area of
Veridian Connections Inc.

This Schedule specifles the area In which the Licensee is authorized to distribute and sell electricity in
accordance with condition 8.1 of this Licence.

Page 11_ of 41

31. Point # 31 Is located 0.32 km from James Street and 0.26 kin from Main Street. The boundary '
turns east, parallel to Main Street, to point A,

A,

m o ow

Point A Is located 0.24 km from point # 31. The boundary turns south parallel to James
Strest to point B.

Point B ig located 0.33 km south of point A, The boundary turns southwest to point C.
Point C Is located at the river 0.42 km from point B. The boundary turns southwest to
point D, _

Point D Is located 0.43 km from Madill on Simcoe Street. The boundary continues
southwest to point E.

Point E Is located 0.1 km from polnt D. The boundary turns south to polint F.

SQUTHERN BOUNDARY

F.

Point F Is located 0.5 km south of point E. The boundary turns west along the road
allowance for Concession 5 to point # 1.
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BROCK — CANNINGTON SERVICE AREA

The alpha-numeric point humbers below refer to the reference map provided on page 33 of this
document,

WESTERN BQUNDARY.

1.

!

The western boundary of Cannington starts at point # 1, Point # 1 Is located 0.26 km east of
Sideline 18A and 0.85 km south of point # 2 (on Cameron Street West).

2. Point # 2 Is located 0.35 km west of Albert Street on Cameron Street West. The boundary
continues north to point # 3.

3. Point # 3 Is located 0.07 km north of point # 2. The boundary turns east parailel to Cameron
Street West to point # 4.

4. Point # 4 is located 0.33 km east of point # 3. The boundary turns north parallel to Country Lane
to point # 5.

NORTHERN BOUNDARY,

5. Point # 5 is located 0.5 km north of point # 4 at the Beaver River, The boundary follows the river
east to point # 6.

8. Point # 6 Is located 0.1 km north of Riverlea Road and 0.25 km west of Laidlaw Street North,
The boundary turns north parallel to Laldlaw Street North to point # 7. '

7. Point # 7 1s located 0.31 km north of point # 6. The boundary turns east parallel to Cameron
Street East to point # 8. '

EASTERN BOUNDARY

8. Point # 8 Is located 1.34 km east of Laldlaw Street. The boundary turns south parallel to Laidlaw
Street North to point # 9.

9. Point # 9 Is located 0.56 km south of point # 8. The boundary turns east parallel to Cameron
Street East to point # 10,

10. Point# 10 Is located 0.16 km east of point # 9. The boundary turns south to point # 11.

11. Point # 11 is located 1.0 km west of Regional Road # 2 on Cameron Street East. The boundary
continues south to point # 12.

12, Point # 12 s located 0.06 km south of Cameron Street and 0.03 km west of point # 11. The
boundary turns west parallel to Cameron Street East to point # 13.

13. Point # 13 Is located 0.42 km west of point # 12. The boundary furns south parallel to Peace

Street to point # 14,
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14, Point # 14 Is located 0.68 km south of point # 13. The boundary turns southwestto point # 15.
15. Polnt # 15 Is located 0.86 km south of Cameron Street East and 0.72 km east of Laidlaw Street
South. The boundary turns south parallel to Laldlaw Street South to point # 16. ,
SQUTHERN BOUNDARY
16. Point # 16 Is located 0,12 km south of point # 15, The boundary turns west parallel to Cameron
Straet East to point # 17.
17. Point # 17 is located 0.89 km west of point # 16. The boundary turns north parallel to Laldlaw
+ Street South to point # 18,
18. Point # 18 Is located 0.54 km north of polnt # 17. The boundary turns west parallel to Cameron
Street West to point # 19,
19. Point # 19 is located 0.38 km west of point # 18. The boundary turns southwest to point # 20,
20, Polnt # 20 is located 0.51 km south of Cameron Street West and 0.46 km east of Sideline 18A.

The boundary turns south, paralle! to Sideline 18A, to point A. A. Polnt A s located 0.16 km
south of point # 20, The boundary turns west fo point # 1.
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BROCK ~ SUNDERLAND SERVICE AREA

The alpha-numeric point numbers below refer to the reference map provided on page 34 of this
“dacument,

WESTERN BOUNDARY,

1.

!

Point # 1 Is located 0.34 km south of River Street and 0.4 km west of Albert Street. The
boundary continues north to point # 2.

2. Point # 2 is located 0.14 km west of Rynard Street, on River Street. The boundary turns wast to
point # 3.
3. Point # 3 is located 0.08 km west of point # 2 on the north side of River Street. The boundary
turns north to point # 4.
4, Point # 4 Is located 0.29 km north of point# 3. The boundary turns east to point # 5.
5. Polint # 5 Is 0.05 km east of point # 4. The boundary turns north to point # 6.
6. Polnt # 6 Is located 0.03 km north of point # 5. The boundary turns eaét to point#7.
7. Point # 7 Is located 0.02 km east of point # 6. The boundary turns north to point # 8.
NORTHERN BOUNDARY
8. Ppint# 8 Is located 0.15 km north of point # 7. The boundary turris east to point # 9.
9. Point# 9 Is located 0.41 km east of point # 8, The boundary turns éouth to point # 10.
10. Polnt # 10 is located 0.07 km south of point # 9. The boundary turns east to point # 11.
11. Point # 11 Is located 0.69 km east of point # 10. The boundary turns south to point# 12.
EASTERN BOUNDARY,
12, Point # 12 Is 0.17 km east of Hwy # 12 on Concession 6. The boundary turns east on Concession
6 to point # 13.
13. Point# 13 Is 0.33 km east of point # 7 on Concession 6. The boundary turns south to point # 14.
14, Point # 14 Is 0.13 km south of point # 13. The boundary turns west to point # 15, parallel to
Congcession 6.
15. Polnt # 15 Is 0.48 km west of point # 14. The boundary turns south to point # 16, and parallel to

Hwy #12.
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SQUTHERN BOUNDARY.

16.
17.

18.

19.

20,

21,

22,

Point # 16 is 0.6 km south of point # 15. The boundary turns west to point# 17.

Polnt # 17 Is 0.02 km north of Thompson Road on Albert Street South. The boundary tums north
to point # 18.

Point # 18 is on Albert Street South, 0.30 km north of paint # 17. The boundary turns southwest to
point # 19, running along the northern property lines of the residential lots that front the north side
of Rennle Street.

Point # 19 is 0.19 km southwest of point # 18 and is located at the north-west corner of the most
westerly of the residential lots that front the north side of Rennie Street. The boundary turns south
and runs along the western flank of the property, extending across Rennle Street to point # 20.

Point # 20 Is 0.04 km south of point# 19 and Is located on the south side of Rennie Street. The
boundary turns west and runs to point # 21, following Rennle Street and then the southern flank
of the most southerly residentlal lot that fronts the west side of Rennle Street.

Point # 21 is 0.08 km west of point # 16 and is located at the south-west corner of the most
southerly residential lot that fronts the west slde of Rennie Street. The boundary turns northwest
and runs In an uneven line to point # 22, following the western property lines of the residential
lots that front the west side of Rennie Street.

Point # 22 is 0.07 km northwest of point # 21 and Is located on the western property line of a
residentlal lot that fronts the west side of Rennie Street. The boundary turns west and runs to
polnt#1.
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CLARINGTON — BOWMANVILLE SERVICE AREA

The alpha-numeric point numbers below refer to the reference map provided on page 35 of this
document.

/

WESTERN BOUNDARY

1.

The boundary starts at point # 1, on Lake Ontario and follow Waverly Road to point # 2.

Point # 2 Is 0.17 km south of Hwy # 401 on Wavetly Road. The boundary turns waest for 0.5 km
to point # 3.

3. Point # 3 Is 0.05 km south of South Service Road on the extenslon of Martin Road. The
boundary turns north following the extension of Martin Road to the intersection of Martin Road
and Hwy # 57 to point # 4.

4, The boundary follows Hwy # 57 north to point # 5 at the Intersection of Hwy # 57 and
Concesslon Road # 3.

NORTHERN BOUNDARY
5. The boundary turns east to poinf # 6 following Concession Road # 3.
EASTERN BOUNDARY,

6. Point # 6 is 0.4 km west of Lambs Road on Concesslon Road # 3. The boundary turns south for
1.05 km to point # 7, and runs paralle! to Lambs Road.

7. Point # 7 turns east for 0.4km until it meets Lambs Road at point # 8.

8. | Polnt # 8 turns south and runs along Lambs Road for 0.3 km to point# 9.

9. Point # 9 turns east and runs along the northern propetty line of 2273 Lambs Road for 100m
until it reaches the northeast corner of said property at Point # 10.

10. Point # 10 turns south and runs along the eastern property line of 2273 Lambs Road for 70m
until it reaches the southeast cornar of said property at Point # 11.

11. Point # 11 turns west and runs along the southern property line of 2273 Lambs Road for100 m
to Point # 12.

12. Point # 12 turns south and runs along Lambs Road for 0.7 km to Point # 13, at the intersection
of Lambs Road and Concession Street East. ,

13. Point # 13 turns west for 0.4 km to Point # 14.

14. Point # 14 turns south for 3.5 km to Polnt # 15, parallel to Lambs Road.
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15. Point # 15 turns east following the property line on Yacht Club Drive for approximately 156m to

Point # 16.
16. Point 16 turns south following the property line on Yacht Club Drive for approximately 280m to
Point#17.
SOUTHERN BOUNDARY

17. Polnt # 17 Is 0.4 km west of South Service Road. The boundary follows Lake Ontarlo to point #
1.
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CLARINGTON — NEWCASTLE SERVICE AREA

The alpha-numeric polnt numbers below refer to the reference map provided on page 36 of this
document.

/

WESTERN BOUNDARY

1.

The boundary starts at point # 1 whete the continuation of Toronto Street would mest Lake
Ontario. The boundary heads north along the road allowance of Toronto Street to point # 2, 1
km west of Mill Street at Hwy # 401,

The boundary continues north from this point and follows the road allowance of Rudell Road to
point # 3, where Rudell Road ferminates north of Glven Road, with the exception of an
additional contiguous parcel extending to the west of thig line approximately opposite Hart Blvd.
known as Lot 31, Concesslon 1 In the former Townshlp of Clarke In Clarington, Part 1, Plan
40R-2074 (St. Francis Elementary School),

The boundary continues north from point# 3 to point # 4 north of Hwy # 115.

NORTHERN BOUNDARY.

10.

1.

Point # 4 is Immediately south of the railway track and just northwest of Hwy # 115,
The boundary follows the south side of the railway frack to point 5. Verldian polnt 4A Is one
excursion taking In the registered parcel of land as detailed In the following table. This excursion
is to be excluded from Veridian's Service Area.

Veridian Point | Municipal Address, Town of 'Legal Description

No. Newcastle

4A 2621 Bellwood Drive Pt. Lot 30, Con 2 Clarke, as in D471130

Point # 5 is located at the Intersection of the east side of Hwy # 115 and the south side of the
rallway. The boundary proceeds east following the south side of the railway to point # 6.

Polnt # 6 Is located 0.09 km west of Manvers Road on the south side of the railway.
The boundary turns north to point # 7, parallel to Manvers Road.

Point # 7 is located 0.3 km north of point # 6 and 0.09 km west of Manvers Road.
The boundary turns east to point # 8.

Paint # 8 is located 0.09 km'east of Manvers Road and 0.3 km north of liolnt # 9.
The boundary turns south, parallel to Manvers Road. '

Point # 9 s located 0.07 km east of Manvers Road on the south side of the raliway.
The boundary turns east along the south side of the rallway to point # 10.

Point # 10 Is located 0.11 km west of Arthur Street on the south side of the railway.
The boundary turns north parallel to Arthur Street to point # 11.

Point # 11 Is locafed 0.3 km north of point # 10 and 0.09 km west of Arthur Street.
The boundary turns east at this point to polint # 12.
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12, Point # 12 Is located 0.09 km east of Arthur Sireet and 0.3 km north of polnt # 13.
The boundary turns south parallel to Arthur Strest to point# 13,

13. Polnt # 13 s located 0.07 km east of Arthur Street on the south side of the rallway.
The boundary turns east at this point along the south side of the railway to point # 14,

EASTERN BOUNDARY.
14, Point # 14 Is located at the Intersectlon of the railway and Hwy # 2, on the west side of the

rallway. The boundary follows the road allowance for Farrow Ave. to point # 15 at Hwy # 401,
This excursion Is to be included in Veridian's Service Area.

Veridian Point Municipal Address, Town of Legal Description
No. Newcastle
14A 3742 Hwy 2, Clarke Township Not available

15. Point # 15 Is located at the Intersaction of Farrow Ave and Hwy # 401, The boundary continues
south to point # 16 follpwlng the road allowance for Riley Road.

SQUTHERN BOUNDARY,

16. Point # 16 is located at the continuation of Riley Road and Lake Ontarlo. The boundary turns
west following the Lake Ontarlo shore to point # 1.
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CLARINGTON — ORONO SERVICE AREA

The alpha-numeric point numbers below refer to the reference map provided on page 37 of this
document.

’

WESTERN BOUNDARY
1. Point #1 Is located 0.2 km west of Main Street following the extenslon of the road allowance of
Sommerville Drive. The boundary continues north to point # 2.
2, Polnt # 2 is located on Princess Street, 0.09 km west of Leigh Street. The boundary continues
north to point # 3.

3, Point # 3 Is located 0.09 km north of Princess Street and 0.1 km west of Leigh Street. The
boundary continues north to point # 4.

4. Point # 4 Is located 0.4 km west of Main Street on Statlon Street. The boundary continues north
to point # 5.

5. Point # 5 Is located 0.29 km north of the Mill Street and Main Street intersection and 0.18 km
woest of Main Street. The boundary continues north to point # 6.

6. Point # 6 is located 0.88 km north of the Mill Street and Main Street Intersection and 0.18 km
west of Main Street.
NORTHERN BOUNDARY.

7. The boundary continues east from point # 6 through the narth lof line of 5771 Main Street to
point # 7. Point # 7 s located on Mill Lane, 0.17 km north of the Intersection of Mill Lane and Mill
Street. The boundary continues east to point # 8.

8. Point # 8 Is located on Mill Street, 0.15 km north of the intersection of Mill Street and Mill Lane.
The boundary continues east following the west property line of the Mill Street road allowance to
point# 9.
EASTERN BOUNDARY
9. Point # 9 Is located at the intersection of Mill Street and Hwy # 115. The boundary turns south
along the west property line of Hwy # 115 to point # 10. '
SOUTHERN BOUNDARY -

10. Point # 10 is located at the end of Sommerville Drive at the west boundary of the road allowance
for Hwy # 35/115. The boundary turns west from this point and follows the road allowance for
Sommerville Drive to point # 1.
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GRAVENHURST SERVICE AREA

The alpha-numeric point numbers below refer o the reference map provided on page 38 of this
document.

’

Beginning at the most northeast corner of the Town of Gravenhurst (the northeast corner of Muskoka
County Cone. IX Lot 1), In a clockwise direction, the franchise area limits are an Irregular polygon the
bounds of which are described as a line:

EASTERN BOUNDARY.

The meets and bounds generally begin at the north-east corner of the Town of Gravenhurst but exclude
Lot 1, Conc. IX and Lot 1, Cone VIII Muskoka.

1.

Beginning at the intersection of the boundary between Lots 1 and 2, Conc. IX Muskoka and the
north Muskoka County line, proceeding southerly along the boundary between Lots 1 & 2
(generally parallel to the eastern limit of the Town of Gravenhurst, or the Town of Bracebridge
Town Line, being the Muskoka/Draper County Line) to point # 1A at the southeast corner of Lot
1, Cong. VIll, Muskoka;

At Point #1A turning westerly along the Conc. Vill/Conc. VIl boundary and then following an
irregular line along the west and south edges of Registered properties known as 1181 and 1188
Campbell's Road, Gravenhurst to Point # 1B at the Intersection with the easterly limit of the
Town of Gravenhurst;

At Point #1B turning southerly along the easterly limit of the Town of Gravenhurst to the point
where the Town Line turns sharply east (southeast corner of Lot 1, Conc. |, Muskoka County 1
Lot 1); -

. continuing straight through the preceding point (and not following the Town line) in a straight line

1.B
goutherly along the boundary between the Counties of Ryde and Morrison to the north/south
midpoint of Lot 1, Conc. X, Morrlson;

SOQUTHERN BOUNDARY

2. turning sharply west and continuing in a straight line bisecting Conc. X, Morrison, into
north/south halves through Lots 1-13 and Into Range East, Morrison, to a point on the boundary
between Range West and Range East, Morrison;

3. there making a slight bend northerly and continuing westerly along a fine agaln bisecting Conc.

' X through Lots 18-25, Conc. X, Morrison to a point immaediately west of the boundary between

Lots 25 and 26, Conc. X, Morrison; ' ‘

4.  turning sharply northerly along a line just west of the boundary between Lots 25 and 26, through

Conc. X to a point midway (north/south) in Cong. Xli, Marrison;
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WESTERN BOUNDARY

there turning westerly and proceeding along a line approximately blsecting Conc. XlI, Morrison,
to a point on the boundary between Lots 34 and 35, Mortlson;

!

6. turning sharply northerly along the boundary between Lots 34 and 35, Morrison to a point on the
Morrison County boundary with Muskoka County;

7. turning sharply westerly and continuing on the south side of the boundary to the intersection of
Morrison, qud. and Muskoka Countles;

8. there turning northerly and following a line along the east slde of the boundary between Wood
and Muskoka Counties to a point midway in Conc. XVI, Wood;

9. there turning westerly and following a line bisecting Cone. XVI, Wood through Lots H to A to the
boundary between Lot A and Lot 1, Conce. XVI, Wood;

10. there turning sharply northerly along a line following the west side of that boundary to the
intersection with the allowance between Conc. XV and XVI, Waod;

1. turning sharply westerly along the center of that allowance to a pdint at the boundary between
Lots 3 & 4, Wood,;

12. turning sharply northerly along the boundary between Lots 3 & 4, Wood to the boundary
between Conc. XIl and XIII;

13. thers turning sharply westerly and following the boundary betwaen Conc. Xl and XH1, Wood to
the westerly limit of Lot 8, Wood County, also known as the westerly limit of the Town' of
Gravenhurst;

14. there turning sharply northerly and following the westerly limit of Lot 8, Wood finishing at the
intersection of the easterly limit of Lot 9 Wood and Muskoka Road 169;

16. then turning sharply east and following the southerly limit of Lot 35 Con 14 Muskoka
(2246 Muskoka Road 169) to the shore of Lake Muskoka, Point # 18.

NORTHERN.BOUNDARY

16. then turning sharply north, then east to strike out across Lake Muskoka following the

Gravenhurst/Bracebridge Town Line being an irregular open water route meeting the eastern
shore at the northwest corner of Muskoka County Conc. Ix Lot 14, and then a straight line
easterly along the line between Conc, IX and X, Muskoka County, returnlng to the northeast
corner of the Town of Muskoka.
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PORT HOPE SERVICE AREA

The alpha-numerlc point numbers below refer to the reference map provided on page 39 of this
document.
I

WESTERN BOUNDARY
1. The western boundary of the existing Port Hope Service Area starts from point # 1, 1.37 km
west of Victoria Street at Lake Ontarlo.
2. The boundary continues north to point # 2 located at 0.63 km west of Toronto Road on Marsh
Road. The boundary continues north to point # 3,
NORTHERN BOUNDARY
3. Point # 3 is located 0.2 km wast of Toronto Road at Hwy # 401. The boundary turns east to
point# 4.
EASTERN BOUNDARY.

4, Point # 4 is located at the intersection of Hamilton Road and Hwy # 401. The boundary turns
south following the road allowance for Hamilton Road to point # 5. Veridian point 4A Is one
excurslon taking in the registered parcet of land as detailed in the following table. This excursion
Is to be included In Veridian's Service Area,

Veridian Point Munilcipal Address, Town of Port : Legal Description
No, Hope
4A 1699 Hamilton Road ‘ Part Lot 35, Con 1, Hamilton, As in
HN7842 except CB53694 south of
Service Road ,
SOQUTHERN BOUNDARY
5. Point # 5 s located on the extension of Hamllton Road where it intersects Lake Ontatlo. The

boundary turns west, following the lakeshore to point # 1.
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SCUGOG SERVICE AREA

The alpha-numeric point numbers below refer to the reference map provided on page 40 of this
document.

!

. Beginning at the most northwest corner of the Veridian's Franchise Service Area, In a clockwise direction,
the franchise area limits are an lrregular polygon the bounds of which are described as a line:

NORTHERN BOUNDARY,

1.

Proceeding generally east along Reach Street to the intersectlon of Simcoe Street where it
meets Coulter Street.

2. Contlnuihg along Coulter Street easterly to 44.11531°N by 78.93664°W approximately in the
middle of Lake Scugog
EASTERN BOUNDARY,
3. Turning shapely south and continuing down the Lake to 44.10069°N by 78.92997°W
SOUTHERN BOUNDARY
SQUTHERN BOUNDARY,
4, Turning sharply west running parallel with Scugog Street before mesting with Applewood
Crescent and continuing west to 44.09829°N latitude by 78.94213° W,
5. There turning to a south south-westerly direction before intersecting with Simcoe Street at
Vanedward Drive.
6. There making a sharp turn west for approximately one hundred meters before turning gentiy
south south-westerly again,
7. There meeting with the south east corner of Earl S Cuddy Blvd. heading in a westerly direction
for about two hundred meters, then turning slightly to a west south-westerly direction.
8. Continuing to Union Avenue, still heading slightly to a south-westerly direction golng east on
Victorla Street past Union Avenue.
9. There making a slight bend back to westerly direction at the intersection of Ash Street
continuing west to Old Scugoy Road.
10. There it continues west to Maple Street. Veridian points 10A to 10E are five excursions taking in

the 5 registered parcels of land as detalled in the following table. These five excursions are to be
excluded from Veridian's Service Area.

Verldian Point | Municipal Address, Town of Port Legal Description
No. Perry (Scugog) |
10A 1681 Victoria Street : Lot 46, Plan H50021

108 583 Victoria Street Lot 45, Plan H50021
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10C 585 Victorla Street Lot 44, Plan H50021
10D 631 Victoria Street Lot 130, Plan H50021 /
10E 635 Victorla Street Lot 129, Plan H50021

11. Turning sharply north and continuing north on Maple Street to Alma Street. Veridian points 11A to
10D are four excursions taking In the 4 registered parcels of land as detalled in the following
table. These four excursions are to be excluded from Veridian's Service Area.

Verldlan Point | Municipal Address, Town of Port Legal Description
No. Perry (Scugog)
11A 117 Maple Street Lot 131, Plan H50021
11B 111 Maple Street Lot 132, Plan H50021
11C 105 Maple Strest . Lot 133, Plan H5002ﬁ
11D 99 Maple Street Lot 134, Plan H50021

12. Continuing in a straight-line north to Scugog Street.

13. Turning sharply to the west and continuing to the intersection of Queen Street. Veridian point 13A
Is one excursion taking in the registered parcel of land as detalled in the following table. This
excursion Is to be Included in Veridian's Service Area.

Veridian Point | Municipal Address, Town of Port Legal Description
No. Perry (Scugog) .
13A 1599 Scugog Line 6. : Pt. Lots 16 & 17, Con 6 Reach, Pts. 2 &

4,
40R-24422
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WESTERN BOUNDARY
14, Turning sharply north and continuing to 44.10160°N by 78.96246°W

15. Turning slightly east north-easterly to the Intersection of Old Scugog Road and McDonald
Street.

16. Turning sharply north and continuing to the intersection of Old Scugog Road and Reach Road
returning to the northwest boundary.
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UXBRIDGE SERVICE AREA
The alpha-numerlc polnt numbers below refer to the reference map provided on page 41 of this
document.
WESTERN BOUNDARY,

1.

- The western boundary of the existing Uxbridge Service Area starts at point # 1, which is located

0.65 km south of Brock Street West and Is in line with the east property line of Center Road. The
boundary continues north to point # 2.

2, Point # 2 is located on the northeast corner of 22 South Besch Street. The boundary turns west
along the south property lines of 280 and 282 Brock Street West to point # 3,

3 Point # 3 is located on the southeast corner of 282 Brock Street West. The boundary turns north
along the west property line of 282 Brock Street West to point # 4.

4. Point # 4 Is located on the north side of Brock Street West on the extension of the west property
line of 282 Brock Strest West. The boundary turns east to point# 5.

5, Point # 5 Is located at the Intersection of Brock Street West and Center Road. The boundary
turns north to point# 6 .

NORTHERN BOUNDARY,

6. Polnt # 6 Is located at the center line of the road allowance of Center Road, and in line with the
north property line of 49 Center Road. The boundary turns to the east along the north property
lines of 237,235,233,231 Maple Street, 56,55 Balsam Street, 24,26,27, 25 Pine Street, 8,10,9,7
Latcham Court and confinues to polnt # 7.

7. Point # 7 Is located 0.16 km west of Main Street, on the continuation of the north property lines
of 8,10,9,7 Latcham Court. The boundary turns north to point # 8. ,

8. Polnt # 8 Is located 0.16 km west of Main Street. The boundary turns to the east following the
north property lines of 214 Main Street and 1,3,5,7 Harvey Street to point # 9.

9. Point # 9 is located at the northeast corner of 7 Harvey Strest. The boundary turns to the north
along the west property line of 11 Harvey Street to point # 10.

10. Point # 10 Is located at the northwest corner of 11 Harvey Street. The boundary turns east to
point # 11, ,

11. Point # 11 is located at the northeast corner of 11 Harvey Street. The boundary turns south to
point# 12,

12, Point # 12 is located at the intersection of the east property line of 11 Harvey Street, and the
north property line of 15 Harvey Street. The boundary turns east to point # 13.

13. Point # 13 Is located 0.2 km east of Main Street. The boundary turns south to point # 14.
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14. Point # 14 Is located 0.01 km north of the northwest corner of 102 Second Avenue. The
boundary turns east to follow the centerline of Barton Lane to point # 15.

EASTERN BOUNDARY, /

18. Point # 15 Is located 0.01 km north of the northeast corner of 31 Remion Crescent. The
boundary turns south following the eastem boundaries of 31,29,27,25,23,21,19,17,15,13,11,9
Remion Crescent to point # 16. Verldian points 15A to 15N are fourteen excursions taking in the
14 registered parcels of land as detailed in the following table. These fourteen excursions are to
be excluded from Verldian’s Service Area.

Veridian Point Municipal Address, Town of Legal Description

No, Uxbridge
16A 13 Low Bivd Lot 7, Plan 40M-1937
16B 11 Low Blvd Lot 6, Plan 40M-1937
16C 9 Low Bivd Lot 5, Plan 40M-1937
18D 7 Low Blvd Lot 4, Plan 40M-1937
15E 5 Low Blvd Lot 3, Plan 40M-1937

- 15F 3 Low Blvd Lot 2, Plan 46{\4-1937
165G 1 Low Bivd Lot 1, Plan 40M-1 937 l
16H 2 Low Blvd Lot 14, Plan 40M-1937
15l 4 Low Bivd Lot 13, Plan 40M-1937
154 6 Low Blvd ‘ Lot 12, Plan 40M-1937
15K jplLowBvd Lot 11, Plan 40M-1937
15L 10 Low Blvd Lot 10, i’lan 40M-1937
15M 12 Lov? Blvd Lot 9, Pian 40M-1937
15N 14 Low Bivd Lot 8, Plan 40M-1937

16. Point # 16 is located on the southeast corner of 174 Reach Street, The boundary turns west to
point# 17,
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SQUTHERN BOUNDARY,

17. Point # 17 Is located 0.2 km south of Bell Street on Main Street. The boundary turns north on
Main Street to point # 18. ‘

18. Polnt# 18 Is located 0.1 km south of Bell Street. The boundary turns westto point#19. ¢

19, Point # 19 Is located 0.01 km west of the southeast corner of 166 Water Street. The boundary
turns south following the center line of Water Street to point # 20,

20. Point # 20 Is located 0.01 km east of the southeast corner of 172 Water Street. The boundary

turns west following the south property line of 172 Water Street to point A.

A. Point A Is located at the southwest corner of 188 Water Street. The boundary turns north
following the west property lines of 188,170,168 Water Street to point B.

B. Point B Is located at the northwest corner of 168 Water Street. The boundary turns west
following the south boundary of 19,20 Joseph Street, 19,20 James Street, 18,20,22
Wilson Street, and 123 Toronto Street South. The boundary continues east to point # 1.
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Ajax — Pickering Veridian Territory
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Belleville Veridian Territory
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Brock-Beaverton Veridian Territory
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Cannington Verldian Territory

Cannington Veridian Territory Existing Nov 112004
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Brock Veridian Territory
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Clarington - Bowmanville Veridian Territory
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Clarington — New Castle Veridian Territory
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Orono Veridian Territory
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Gravenhurst Veridian Tetritory
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SCHEDULE 1

Whitby Hydro Electric Corporation
Electricity Distribution Licence ED-2002-0571

DEFINITION OF DISTRIBUTION SERVICE AREA

This Schedule specifles the area in which the Licensee Is authorized to distribute and sell electricity in
accordance with paragraph 8.1 of this Licence,

1. The Town of Whitby as at January 1, 1968, except for:

(a) the following lands which are served by Veridian Connections Inc.: !

Broken Front Concession, Part Lot 34, 2.00 AC;

Broken Front Concession, Part Lot 35, now RP 40R7831, Part 1 Regulator 0.04AC
32.81FR 49.21D;

Concesslon 6, Part Lot 35, 9.47AC;

Concesslon 8, Part Lot 34, 35.55AC;

Concession 8, Part Lot 34, 35, now RP 40R7371, Part 1, 56.50 AC;

Concesslon 8, Part Lot 34, 35; and

Concession 9, Part Lot 35 and Patt of Road Allowance, now RP 40R13254, Part 1 205.57
AC.

(b) the following lands which are served by Hydro One Networks Inc:

Concession 9, part lots 21 — 28, and 31 — 33 with civic address numbers 165, 275, 345,
365, 395, 425, 445, 465, 485, 525, 545, 565, 585, 605, 625, 665, 675,1175, 1245, 1375,
13956 on Townline Road West;

Concesslon 9, part lot 26 with civic address 995 Ashburn Road North;

Concesslon 9, part lot 34 with civic address 9909 Dagmar Road;

Concession 9, part lot 35 with clvic address numbers 9685, 9695, 9885, 9895 on Lake
Ridge Road. ‘ '

12
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Tab A



SECTION 12(a) ATTACHMENT



(1) Merged Holdco

Veridian Connections Inc. is currently wholly owned by Veridian Corporation (“Veridian
Holdco”). Whitby Hydro Electric Corporation is currently owned by Whitby Hydro Energy
Corporation (“Whitby Holdco”). Once approval is received for the MAADs Application (EB-
2018-0236) Veridian Holdco and Whitby Holdco will merge to form Merged Holdco, the holding
company which will wholly own LDC Mergeco. The legal name and business address of LDC
Mergeco will be available within 30 days of receiving Board approval for the MAAD’s
Application.

(2) Yeridian Energy Inc. (“VEI”)

Historically VEI operated non-rate-regulated business such as water heater and equipment rentals
as well as other energy-related services. VEI disposed of its non-regulated water heater and
sentinel light operations in 2011. As a result, VEI became dormant in 2011 and has remained
inactive since. VEI remains wholly owned by Veridian Holdco.

(3) Quinte Solar Generation Inc. (“QSGI”)

Veridian Holdco has a 70% ownership interest in QSGL QSGI was incorporated for the purpose
of investing in rooftop solar opportunities under the provincial government’s various FIT
programs. The Corporation of the City of Belleville owns 15% and Solera Sustainable Energies
Company Limited owns the remaining 15% of QSGI. QSGI does not have any assets at this time
and is maintained as a shell company for future solar investment opportunities.

(4) Whitby Hydro Energy Services Corporation (“WHESC”) |

WHESC is a wholly-owned subsidiary of Whitby Holdco. WHESC was created when the Ontario
electricity market deregulated in 2000. WHESC assists customers from all over Ontario with their
energy management and engineering project needs as well as generation, combined heat and
power, storage and a range of distribution related services. While licenced to do so (under ES-
2013-0257), WHESC does not provide unit sub-metering services.

341287701
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SECTION 12(b) ATTACHMENT



Energy Inc.

Whitby Hydso
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TAB 13



SECTION 13 ATTACHMENT

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

If yes, please provide the following information for
each:

The Applicant represents the consolidation of Veridian
LDC and Whitby LDC., Those consolidating entities and
their affiliates are identified below. '

Full Legal Name of Licence/Registration Number:

Company: ED-2002-0571

Whitby Hydro Electric

Corporation

Jurisdiction: Type of Business Activity (e.g. Distribution,
Generation):

Ontario Distribution, Generation

Full Legal Name of Company:

Whitby Hydro Energy Services
Corporation

Licence/Registration Number:

ES-2013-0257

Jurisdiction:

Ontario (primary) May service clients in other locations

Type of Business Activity (e.g. Generation,
Transmission, Distribution):

Energy Services

Full Legal Name of Com'pany:

Veridian Connections Inc.

Licence/Registration Number:

ED-2002-0503

Jurisdiction:

Ontario

Type of Business Activity (e.g. Generation,
Transmission, Distribution):

Distribution, Generation

Full Legal Name of Company:

Veridian Energy Inc.

Licence/Registration Number:

Not appliéable




Jurisdiction:

Ontario

Type of Business Activity (e.g. Generation,
Transmission, Distribution):

‘Energy Services (historically — currently inactive)
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SECTION 16 ATTACHMENT

Key Individuals a) Proprietor, b) Proprietor, c) Proprietor,
partner, officer partner, officer or pattner, officer
or director of director of a or director of a
business that was business that was business that
granted a licence registered or had a
under Part IV or licenced under registration or
V of the Ontario this or any other licence of any
Energy Board acts of legislation . kind refused,
Act, 1998 suspended,
revoked or
cancelled
Mr. Michael Angemeer Current Officer, Current Officer, No
President & CEQO Veridian Veridian Corp.
Veridian Connections Inc. Connections Inc. .
Current Officer,
o Professional Engineer Past Officer, Veridian Energy Inc.
o 32 years in the energy sector | Enersource Hydro
Mississauga Inc. Current Director,
2016 Quinte
Hydraulic
Generation Inc.
Past Officer,
Enersource Corp.
Mr. Rob Scarffe Current Officer, No No
Executive Vice President, Veridian
Customer Service & Information | Connections Inc.
Technology
o |8 years in the energy sector
Ms. Laurie McLorg Current Officer, Current Officer, No
Vice President, Financial Veridian Veridian Corp.
Services & CFO Connections Inc.
' Current Officer,
o CPA Veridion Energy Inc.

o 23 years in the energy sector




Section 16 Attachment

Mr. George Armstrong Current Officer, Current Officer, No
Vice President, Corporate Veridian Veridian Corp.
Services ' Connections Inc.
- Past Officer,
e C.ET., B Comm. Past Director, Veridian Energy Inc.
e 33 years in the energy sector | First Source Energy '
: Corp.
M. Peter Petriw Current Officer, No No
Vice President, Engineering Veridian - . -
Connections Inc. ,
o Professional Engineer
e 29 years in the energy sector
Mpr. John Sanderson Current Officer, Current Officer, No
President, C.E.O Whitby Hydro Whitby Hydro Energy
Whitby Hydro Electric Electric Corporation | Services Corporation
Corporation
Past Officer and Current Director,
e Professional Engineer Director, Mearie Management
e 40 years in the energy Aurora Hydro Inc.
industry : Connections Limited . -
Current Director,
Peel Mutual
Insurance Company
Ms, Ramona Abi-Rashed Current Officer, Current Officer, No
Treasurer Whitby Hydro Whitby Hydro Energy
Whitby Hydro Electric Electric Corporation | Services Corporation
Corporation
o CPA
® 32 years in the energy
industry -
Mr. Mike Chase Current Officer, Current Officer, No
Deputy Treasurer Whitby Hydro Whitby Hydro Energy ‘
Whitby Hydro Electric Electric Corporation | Services Corporation
Corporation : : '
e MBA, CPA
o 15 years in the energy
industry
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Section 16 Attachment

Ms, Susan Reffle
Vice-President
Whitby Hydro Electric
Corporation

o CPA
e 15 years in the energy
industry )

Current Officer,

| Whitby Hydro
Electric Corporation

No

No

332808420.1
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Years ended December 31, 2016 and 2015



KPMG LLP
"Vaughan Metropolitan Cenfre

100 New Park Place, Sulte 1400

Vaughan ON L4K 0J3

Canada

Tel 905-2656-5900

Fax 905-265-6390 !

INDEPENDENT AUDITORS' REPORT
To the Shareholder of Veridian Connections Inc.

We have audited the accompanying financlal statements of Veridian Connections iInc.,
which comprise the balance sheets as at December 31, 2016 and 2015, the
statements of comprehensive income, changes in equity and cash flows for the years
then ended, and notes, comprising a summary of significant accounting policies and
other explanatory information.

Management's Responsiblilty for the Financlal 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 materlal misstatement, whether
due to fraud or error. ,

Auditors' Responsibility

Our responsibility Is to express an oplnlon on these financial statements based on our
audits. We conducted our audits in accordance with Canadian generalfly accepted
audlting 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 materlal misstatement of the
financlal 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 pollcles used and the reasonableness of accounting
estimates made by management, as well as evaluating the overall presentation of the
financlal statements.

We belleve that the audit evidence we have obtained in our audits Is sufficient and
appropriate to provide a basis for our audit oplnion.

KPMGLLP, 188 C \imilad Uablity patnership and a ber firm of tha KPMG network of indepandant
membar firma alfilated with KPMQ International C tiva CKPMG ). 8 Swiss onlity,
KPMG Canada provides sarvices to KPMG LLP,




Page 2

Opinion ’

In our opinion, the financial statements present fairly, in all material respects, the
financial position of Veridlan Connections Inc. as at December 31, 2016 and 2015,
and its financial performance and iis cash flows for the years then ended in
accordance with International Financial Reporting Standards.

s 44°
//fi//"

Chartered Professional Accountants, Licensed Public Accountants

April 4, 2017
Vaughan, Cahada



'VERIDIAN CONNECTIONS INC.

Balance Sheets
(In thousands of dollars)

December 31, 2016 and 2015

Nota 2016 2015

Assets

Current assels:
Cash $ 4,953 6,416
Accotinis racelvable 2 66,418 /67,962
Dus from relaled parties 11 66
Materlals and supplles 3,031 2,642
Prepald expenses 1,202 575
Total current assetls 76,715 67,661

Non-current assels:
Property, plant and equipment 3 239,642 218,169
Intangible assets 4 4,448 4,463
Goodwill 8,748 8,746
Delarred tax assels 7 3,738 6,086
Other { 161 230
Total non-current assels 268,635 237,683

Total assets 332,360 305,354

Regulatory balances 6 2,530 3,170

Total assets and requlatory balances $ 334880 308,624

. ypvgw ' L3

Liabilities and Shareholder's Equity

Current liabllities;
Accounts payable and accrued llabllitles 8 $ 44,308 44,063
Due to related partles : 42 43
Short-term debt ' 9 43,588 43,588
Advance payments « construction deposits 620 845
Income taxes payable 123 146
Customer deposits 5,769 5,174
Deferred revenue 10 1,850 1,877
Developer obllgations 1,843 1,440
Long-tem debt 12 1,514 1,480
Tolal current liabliilles 98,706 98,6846

Non-gurrent liabllities:
Long-term debt 12 94,340 85,763
Defarred contributions 13 18,683 11,643
Employee fulure benefits 14 .2, 2,618
Unrealized loss on Inferest rate swaps 22(e) 3,621 3367
Other llabilitles 17(b) 1,212 1,212
Total hon-current llabllides 120,627 104,481

Total liabllities 220,423 203,127

Shareholder's equity:
Share capltal 15 69,302 69,302
Contributed capital 23 23
Accumulated other comprehensive loss (340) (264)
Retalned eamings 35,087 28,683
Tolal shareholder's equity 104,072 97,744

Tolal liabllittes and equity 324,495 300,871

Regulatory balances 6 10,386 7,653

Contingendles and guarantees 17

Lease commitments 18

Tolal llablllties, equily and regulatory balances $ 334,800 308,524

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

-

Chair, Board of Directors Chair
Audit and Risk Management Committee



'VERIDIAN CONNECTIONS INC.

Statements of Comprehensive income
{In thousands of dollars)

Years endad December 31, 2016 and 2015

Note ‘

2016 2015
Revenue: ‘
Commodity $ 338,009 $ 283,052
Commodity cost (331,487) (280,564)
6,522 2,488
Distribution revenue 52,264 61,768
Other ihcome 19 3,348 3,943
' 62,134 58,199
Expenses:
Operating and maintenance 20 9,628 9,253
Administration 20 18,079 17,302
Depreciation and amortization 5 11,350 10,776
39,067 37,331
23,077 20,868
Finance income : 66 130
Finance costs , 12 (4,940) (5,027)
Unrealized loss on interest rate swaps 22(e) (264) (1,466)
(5,138) (6,363)
Income before income taxes 17,939 14,506
Income tax expense ‘ 7 3,614 3,291
Net income 14,425 11,214
Net movements in regulatory balances, net of tax (3,372) (1,465)
Net income after net movements in
regulatory balances 11,053 9,749
Other comprehensive loss, net of tax:
Remeasurements of employee future benefits (77) -
Total comprehensive Income $ 10,976 $ 9,749

See accompanying notes to'the financial statements.



'VERIDIAN CONNECTIONS INC.

Statements of Changes in Equity
(In thousands of dollars)

Years ended December 31, 2016 and 2015

Note 2016 2015
Share capital ‘ $ 69,302 $ 69,302
Contributed capital 23 ¢ 23
Accumulated other cc;mprehenslve loss (340) (264)

68,985 69,061
Retalned earnings, beginning of year ' 28,683 24,284
Net income after net movements in
regulatory balances 11,063 9,749

Dividends pald 16 {4,649) (5,350)
Retalhed earnings, end of year 35,087 28,683
Total equity $ 104,072 $ 97,744

See accompanying notes to the financial statements.



VERIDIAN CONNECTIONS INC.

Statements of Cash Flows
(In thousands of dollars)

Years ended December 31, 2016 and 2015

Note 2018 2015
Cash provided by (used In):
Operating activities:
Net Income after net movements in !
regulatory balances $ 11,0583 $ 9749
Adjustments:
Depreciation and amortization 5 12,102 11,497
Amortization of deferred contributions (318) (148)
Loss oh disposallretirement of property,
plant and equipment 362 373
Employee future benefits 79 101
Unrealized loss on interest rate swaps 264 1,466
Finance Income (66) (130)
Finance costs 4,940 5,027
Income tax expense 3,614 ‘ 3,291
Deferred contributions 7458 5,789
Customer deposits 625 118
Income taxes paid {1,400) (1,350)
Income taxes recelved 221 202
Other assets 69 69
Net movements in regulatory balances 3,372 1,465
42,275 37,5619
Changes in non-cash operating working capiltal 21 (9,322) 227
Net cash provided by operating activities 32,953 37,746
Financing activitles:
Interest received ) 66 130
Repayment of long-term debt (1,379) (1,586)
Proceeds from long-term debt 10,000 -
Dividends paid 16 (4,649) (5,350)
Interest paid (4,934) (4,994)
Net cash used In financing activities (896) (11,800)
Investing activities:
Additions to property, plant and equipment (31,821) (25,853)
Additions to intangible assets (1,723) (2.229)
Proceeds from disposal of
propetty, plant and equipment 24 33
Net cash used In investing activities . (33,520) (28,049)
Decrease In cash ' : J (1,463) (2,103)
Cash, beginning of year 6,416 8,519
Cash, end of year __$ 4953 $ 6416

See accompanying notes to the financial statements.



'VERIDIAN CONNECTIONS INC.

"Notes to the Flnanclal Statements
(In thousands of dollars)

Years ended December 31, 2016 and 2015

Verldian Connections Inc. ("VCI" or the "Company") commenced operations on November 1, 1999. It
is a wholly owned subsidlary of Verldian Corporation (the "Corporation"). The Company Is licgnsed
by the Ontarlo Energy Board (the "OEB") as an electricity distributor which distributes electricity in the
clties of Belleville and Picketing, the towns of Ajax, Gravenhurst, Port Hope and Uxbridge, and the
communities of Bowmanville, Newcastle, Orono, Beaverton, Cannington, Sunderland and Port Perry,
The Company's registered office Is located at 55 Taunton Road East, Alax, Ontario L1T 3V3.

1.  Significant accounting policies:
(a) Basis of presentation:

These financlal statements have been prepared in accordance with International Financlal
Reporting Standards ("IFRS") as issued by the International Accounting Standards Board
("IASB").

These financlal statements are presented in Canadian dollars, which is the Company's
functional currency. The financlal statements have been prepared on the historical cost
basls, except for employee future benefits and certain fihanclal Instruments that are
measured at fair value,

(b) Regulated environment:

The Company Is an electricity distributor licensed by the OEB. It is regulated by the OEB
under authority of the Ontario Energy Board Act, 1998, The OEB is charged with the -
responsibllity of approving or setting rates for the transmission and distribution of electricity
and the responsibiiity of ensuring that distribution companles fulflll obligations to connect
and service customers,



'VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
(In thousands of dollars)

Years ended December 31, 2016 and 2015

1.

Significant accounting policies (continued):

The Ontario Energy Board Act, 1998 sets out guiding objectives for the OEB:

To protect the interests of consumers with respect to prices and the adequacy,
reliability and quality of electrlcity service;

To promote economic efficiency and cost effectiveness In the generation, transmission,
distribution, sale and demand management of electricity and -to facilitate the
maintenance of a financially viable electricity industry;

To promote electricity conservation and demand management In a manner consistent
with the policles of the Government of Ontarlo, Including having regard to the
consumer's economic circumstances;

To facilitate the Implementation of a smart grid in Ontario;v and

To promote the use and generation of electricity from renewable energy sources in a
manner consistent with the pollicies of the Government of Ontario, Including the timely
expanslon or reinforcoment of transmission systems and distribution systems to
accommodate the connection of renewable energy generation facilities,

The Company Is responsible for charging its customers the following revenues:

Commodity revenue - The commodity revenue is pass-through revenue for amounts
payabile to third pariles. This revenue represents the costs of electricity consumed by
the customers and passed through to the independent Electricity System Operator
("ESQ". It also includes global adjustment revenue for non-regulated price plan
consumers.

Wholesale market services ("WMS") revenue - The WMS revenus represents the
recovery of wholesale market costs for the IESO to operate the electricily market and
maintaln the system. This revenue Is passed through 1o the IESO.

Retall transmission service rate ("RTSR") revenue - The RTSR revenue represents the
recovery of costs Incurred for transmission of elactricity to local distribution networks.
This revenue is passed through to operators of transmission facilitles.



'VERIDIAN CONNECTIONS INC.

Notes to the Financial Statements (continued)
(In thousands of dollars)

Years ended Dacember 31, 2016 and 2015

1.

Significant accounting policies (continued):

/
o Electricity distrlbution revenue - The electricly distribution revenue represents the
recovery of costs Incurred by VCI in delivering the electricity to its customers.

Elsctricity distribution rates:

Electricity distribution rates include both fixed monthly rates per customer and variable
rates per kWh usage or kW demand. In 2015, the OEB released a policy that for
residential electricity customers only, distribution delivery costs will be recovered through a
monthly, fixed service charge. The policy set out that the transition to a fully fixed rate
would occur over four years beginning In 2016. The fixed rate will Increase gradually and
the varlable rate will decline. These distribution rates are subject to regulation by the OEB.

The OEB regulates electricity rates for distributors through three different rate setting
options: Price Cap Incentive Rate-setting, Custom Incentive Rate-setfing, and Annual
Incentive Rate-setting Index. The Price Cap Incentive Rate-setting method sefs a
distributor's rates through a formula-based mechanism using a price cap index.

(c) Revenue recognition:

(1) Electricity distribution and sale:

Revenue from the sale of electricity is recognized on an accrual basis driven by cyclical
billings based on electricity usage billed at OEB-approved distribution rates. Revenue
from the sale of electriclty includes an estimate of unbilled revenue accrued In respect
of electricity delivered but not yet billed at year end. Unbilled revenue Is calculated
based on OEB-approved rates for electricity consumption and electricity demand driven
by number of days between a customer's last meter reading In the year and
December 31, 2016. Actual billed revenue could differ from estimates due to energy
demand, weather, line losses and changes in the composition of customer classes.



'VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
(In thousands of dollars)

Years ended Dacember 31, 2016 and 2015

1.

Significant accounting policles (continued):

(i)

/

The difference between the amounts charged to customers, based on regulated rates,
and the corresponding cost of electricity and non-competitive electricity service costs
bllled monthly by the IESO, is recorded as a settlement varlance. In accordance with
IFRS 14, Regulatory Deferral Accounts ("IFRS 14"), which permits a rate-regulated
entity to continue to recognize and measure regulatory deferral account balances In
accordance with its previous generally accepted accounting principles ("GAAP"), this
settlement variance Is presented within regulatory balances on the balance sheets and
within net movements in regulatory balances, net of tax on the statements of
comprehensive Income.

Distribution revenue Is recorded based on OEB-approved distribution rates to recover
the costs incurred by the Company In deliveting electricity to customers. Distribution
revenue also Includes revenue related to collection of OEB-approved rate riders.

The carrying amount of accounts receivable Is reduced through an allowance for
doubtful accounts, If applicable, and all Impairment losses are recognized in net
income. When the Company considers that there are no realistic prospects of recovery
of an account receivable, the relevant amount is determined to be impaired and is
written off. If the amount of impairment loss subsequently decreases due to an event
occurring after the Impairment was recognized, then the previously recognized
impairment loss is reversed through net income.

Other income:

Other income, which includes revenue from electricity distribution-related services, Is
recognized as services are rendered. Capltal contributions received from electricity
customers to construct or acquire property, plant and equipment ("PP&E") for the
purpose of connecting a customer to a network are recorded as deferred contributions
and amortized into other income at an equivalent rate to that used for the depreclation
of the related PP&E. Government grants and the related performance incentive
payments under Conservation and Demand Management ("CDM") programs are
recognized as income in the year when there Is reasonable assurance that the program
conditions have been satisfled and the payment will be recelved.



'VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
(In thousands of dollars)

Years ended December 31, 2016 and 2015

1'

Significant accounting policles (continued):

(il1) Deferred revenue:

Amounts recelved in advance in relation to the IESO supported CDM Initiatives are
presented as deferred revenue (note 10).

(d) 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 9.36%
effective May 1, 2014.

On September 28, 2015, the Company filed a Price Cap Incentive Rate-setting application
with the OEB to change distrlbution rates effective May 1, 2016, The application was
approved by the OEB on March 17, 20186.

On November 7, 2016, the Company flled a Price Cap Incentive Rate-setting application
with the OEB for May 1, 2017 rates. The OEB decision on this app!igatlon has not been
recelved at this time. :

On January 30, 2014, the IASB Issued an interim standard, IFRS 14, to enhance the
comparability of financial reporting by entities that are engaged in rate-regulated activities.
IFRS 14 describes regulatory deferral account balances as amounts of expense or Income
that would not be recognized as assets or liabilities in accordance with other standards, but
that quallfy to .be deferred in accordance with this standard because the amount Is
included, or is expected to be included, by the rate regulator in establishing the price(s) that
an entity can charge to customers for rate-regulated goods or services.



VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
(In thousands of dollars)

Years ended December 31, 2016 and 2015

1.

Significant accounting policies (continued):

(e)

/

The scope of this standard is limited to first-time adopters of IFRS and will remaln In force
until elther repealed or replaced by permanent guidance on rate-regulated accounting from
the IASB. The interim standard introduced new presentation requirements and permitted
first-time adopters to continue to recognize amounts related to rate regulation in
accordance with Chartered Professional Accountants of Canada Handbook Part V -
Pre-changeover Accounting Standards (subsequently referred to as “"previous Canadian
GAAP") requirements and was effective from January 1, 2016, with eatly application
permitted. The Company elected to early adopt IFRS 14 In its 2015 financlal statements
under IFRS, with a transition date of January 1, 2014 and determined that regulatory
balances arlsing from rate-regulated activities quallfy for the application of regulatory
accounting treatment in accordance with IFRS 14 and the accounting princlples presctibed
by the OEB in the "Accounting Procedures Handbook for Electricity Distributors".

The IASB's comprehensive project on rate-regulated activities is addressing whether IFRSs
should require entities operating In rate-regulated environments to recognize assets and
liabilities arising from the effects of rate regulation. On December 12, 2016, the IASB staff
met with the IASB board members to discuss their preliminary proposals for an accounting
model! for rate-regulated entities and highlighted the input received from the Accounting
Standards Advisory Forum and other stakeholders. This comprehensive project remains
ongolng. .

The OEB has the general power to Include or exclude costs, revenue, losses or gains In the
rates of a specific perlod, resulting in a change in the timing of accounting recognition from
that which would have applied in an unregulated company. Such change In the timing
Involves the applicatlon of rate-regulated accounting, giving rise to the recognition of
regulatory balances. The Company's regulatory debit balances represent certain amounts
recelvable 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 reguiatory credit balances, which represent obligations that are
expected to be refunded to customers. The netting of regulatory debit and credit balances
Is not permitted under IFRS 14,

Cash and cash equivalents:

Cash and cash equivalents are defined as cash and bank term deposits or equivalent
financial instruments with original maturitles upon Issue of less than 90 days.

10



'VERIDIAN CONNECTIONS INC.

Notes to the Financial Statements (continued)
(In thousands of dollars)

Years endaed December 31, 2016 and 2015

1.

Significant accounting policles (continued):

()

(@)

Materials and supplies:

Materlals and supplies, which consists of parts and supplies acquired for Internal
constructlon or consumption, are valued at the lower of cost and net realizable value. Cost
Is determined on a welghted moving average basis.

Any write-downs taken on matetlals and supplies are reversed if and when net realizable
value subsequently recovers. Major spare parts and standby equipment are recorded as
part of PP&E and depreclated once they are put into use.

Property, plant and equipment:

PP&E purchased or constructed by the Company are recorded at cost less accumulated
depreciation. Costs Include contracted services, materials, labour, engineering costs,
directly attributable overheads and capitalized borrowing costs during construction when
applied. Subsequent costs are capltalized only when it Is probable that the future economic
benefits associated with the costs will flow to the Company and the costs can be measured
reliably. Certaln assets may be acquired or constructed with financial assistance in the
form of contributions from developers or customers. These contributions are used to
connect customers to the Company's network and provide them with ongoing access to the
supply of electricity. The contributions are recognized as deferred contributions and
amortized Into other income over the life of the related asset.

Upon energization of residential subdivision assets, a developer llabllity Is accrued (as per

the offer to connect contract) for the amounts payable to the developer for the Company's
investment in the subdivision.

1



'VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
(In thousands of dollars)

Years ended December 31, 2016 and 2015

1.

Significant accounting policies (continued):

. I
Depreclation of PP&E s charged to net income on a straight-line basis over thelr estimated
service lives at the following annual rates:

Land rights 2.0%
Bulldings 2.0%-6.7%
Distribution station equipment 1.7% - 4.0%
Transmission and distribution system 1.7% - 10.0%
Meters 4.0% - 6.7%
Office equipment 10.0%
Computer hardware 20.0% - 33.3%
Vehicle fleet 6.7% - 16.7%
Renewable power generation 4.0%

The depreciation method, useful lives, and residual values are reviewed each financial
year-end with the effect of any changes in estimate being accounted for on a prospective
basig. Estimated useful lives reflect the best estimate and actual lives of assets may vary
from estimated useful lives. :

Construction In progress comprises PP&E under construction, assets not yet placed into
service and pre-construction activities related to specific projects expected to be
constructed.

Construction in progress, land rights, major spare parts and standby equipment are not
subject to depreclation until these assets are put Into service. Land Is not depreciated.

Borrowing costs directly attributable to the acquisition, construction or development of
qualifying assets that necessarlly take a substantial period of time to prepare for their
Intended use are capitalized, until such time as the assets are substantlally ready for their
intended use. The  weighted average cost of long-term borrowings Is used as the
capltalization rate. Qualifying assets are considered to be those that take in excess of six
months to construct.

12



'VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
(In thousands of dollars)

Years ended Dacember 31, 2016 and 2015

1.

Significant accounting policles (continued):

(h)

When portions of the Company's distribution facllities are replaced or relocated, the
assoclated costs less the salvage value of any materlal retumed to materials and supplies
are caplitalized to the new asset. Depreclation Is then recorded at the same rate used for
the original asset.

Some of the Company's distribution assets, particularly those located on unowned
easements and rights-of-way, may have decommissioning obligations, constructive or
otherwise. The majority of the Company's easements and rights-of-way are subject to
extension or renewal and are expected to be available for a perpetual duration. As the
Company expects to use the majority of its installed assets Into perpetuity, no removal date
can be determined and consequently no reasonable estimate of the falr value of such asset
retirement obligations can be made. If, at some future date, it becomes possible to estimate
the falr value cost of removing the assets that the Company is legally or constructively
required to remove, a related asset retirement obligation will be recognized at that time.
The discounted amount Is not material.

Assets are derecognized at thelr carrying value upon retirement or when no remaining
economic benefits are expected from its use. The related gain or loss arising on the
disposal or retirement is determined as the difference betwesen the proceeds from sale and
the carrying value of the asset and Is included in nét income for the related fiscal year. The
cost of replacing a part of an item of PP&E is recognized as an addition to the carrying
amount of the asset and the carrying amount of the replaced part is derecognized. The
cost of the day-to-day servicing of PP&E assets is recognized In net income as incurred.

Intangible assets:

Intangible assets separately acquired or internally developed are measured on initial
recognition at cost which comprises purchased software, labour, including employee
benefits and consulting, englineering, directly attributable overheads and -capitalized
borrowing costs, if applicablé. Following initial recognition, Intangible assets are carried at
cost, net of any accumulated amortization and accumulated impalrment losses.

Amortization of intangible assets Is provided on a straight-line basis over the estimated
service lives at the following annual rates:

Application software and intellectual property 33.3%
Internally generated software 20.0%

13



VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
(In thousands of dollars)

Years ended Dacember 31, 2016 and 2015

1.

Significant accounting policies (continued):

)

0

/

Software In development is not subject to amortization. The above-noted amortization
rates apply to assets held within the application software and other intanglble asset
grouping (note 4). The amortization method, usefu! lives, and residual values are reviewed
each financlal year-end with the effect of any ¢hanges In estimate being accounted for on a
prospective basis. Estimated useful lives reflect the best estimate and actual lives of assets
may vary from estimated useful lives.

Goodwill:

Goodwill! relates to the cost of acquired local distribution companies In excess of fair value
of the net identiflable assets purchased and Is evaluated for impairment at each reporting
date. Goodwill is measured at cost and is not amortized. Impairment testing for goodwill Is
always carrled out in the context of the cash generating unit ("CGU") as goodwill does not
generate cash flows independently of other assets. The Company has determined that
goodwlll is not Impaired.

Impairment of non-financlal assets:

The carrying costs of non-financial assets: PP&E, Intanglble assets and goodwill are
reviewed for impalrment at each reporting date to determine whether there Is any indication
of impairment, in which case, the asset's recoverable amount is estimated.

For the regulated business, the carrying costs of most of the Company's non-financlal
assets are included In rate base (the aggregate of approved investment in PP&E and
intangible assets, excluding work In progress, less accumulated depreciation and
amortization and unamortized capital contributions from customers, plus an allowance for
working capital) where they earn an OEB-approved rate of return. Asset carrying values
and the related return are recovered through approved rates. As a result, such assets are
only tested for impalrment in the event that the OEB disallows recovery, in whole or in part,
or If such a disallowancs is judged to be probable.

Impairment is tested at the CGU level, which is the smallest identifiable group of assets that
generates independent cash flows. The Company has only one CGU, the regulated
business unit. An Impalrment loss Is recognized If the carrying amount of an asset or CGU
exceeds Its recoverable amount and Is recognized in net income.
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'VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
(In thousands of dollars)

Years ended December 31, 2016 and 2015

1.

Significant accounting policies {continued):

(k) Customer deposits and advance payments:

0

Customers may be required to post security deposits to obtain electricity or other services.
Interast Is pald on customer deposits at rates prescribed by the OEB: this Is currently
interest at Canada's prime business rate less 2%, which was 0.7% per annum as of
December 31, 2016. The Company receives advance payments from customets in relation
to construction projects and récognlzes them as a liabllity until the projects are completed.

Employee benefits:

()

(i)

Short-term employee benefits:

The Company provides short-term employee benefits, such as: salarles, employment
insurance, shorl-term compensated absences, health and dental care. These benefits
are recognized as the related service Is rendered and is measured on an undiscounted
basls. Short-term employee benefits are recognized as an expense unless they qualify
for capitalization as part of the cost of an item of materials and supplies, PP&E,
Intangible assets or recoverable projects. A liabllity is recognized in respect of any
unpald short-term employee benefits for services rendered In the reporting period.

The Company recognizes a current liability for the expected cost of accumulated
non-vested sick leave benefits at the end of the reporting perlod. The assumptions
used for estimating the amount of the liabllity are analogous to those used in the
valuation of employee future benefits.

Defined benefit pension plan:

The Company accounts for Its participation in the Ontarlo Municipal -Employees
Retirement System ("OMERS"), a multl-employer public sector pension fund, as a ’
defined contribution plan.
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VERIDIAN CONNECTIONS INC.

Notes to the Financial Statements (continued)
(In thousands of dollars)

Years ended December 31, 2016 and 2015

1.

| Significant accounting policies (continued):

OMERS plan is a multi-employer defined benefit plan providing pension to employess
of municipalitles, local boards, public utilities and school boards. It Is funded by equal
contributions from participating employers and employees, as well as by Investment
earnings of the plan. Each year, an independent actuary determines the plan's funded
status by comparlng the actuarial value of invested assets to the estimated present
value of all pension benefits that members have earned to date. OMERS does not
track Its investments by employer and actuarlal assumptions are developed based on
the entire plan membershlp on a commingled basis and, therefore, information for
individual plans cannhot be determined. As a result, the Company accounts for the
OMERS plan as a defined contribution plan and contributions to the plan are
recognized as an employee benefit expense.

(i) Employes future benefits:

The Company provides all employees with life insurance benefits, as well as a Health
Care Spending Account ("HCSA") for those employees retiring post April 1, 2011
having completed a minimum of 20 years of service with the Company. This benefit is
avallable until age sixty five,

The Company actuarially determines the cost of employee future benefits offered to
employees. These unfunded plans are accounted for as deflned benefit obligations.
The Company applies the projected benefit method, prorated on service and based on
management's best estimates and assumptions. Under this method, the projected
employee future benefits is deemed to be earned on a pro rata basis over the years of
service In the altribution period commencing at date of hire, and ending at the earliest
age the employee could retire and qualify for benefits.

Remeasurements of the net beneflt llabllity comprise actuarial gains or losses that are
recognized in the balance sheets with a charge or credit to other comprehensive
income or loss. Current service costs are allocated to operating, maintenance and
administration expenses and to capital and recoverable projects recognized In the
balance sheets.
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'VERIDIAN CONNECTIONS INC.

Notes to the Financial Statements (continued)
(In thousands of dollars)

Years ended Decomber 31, 2016 and 2015

1.

Significant accounting policies (continued):

(m) Income taxes:

Under the Electricity Act, 1998, the Company Is required to make payments In lieu of
corporate income taxes ("PlLs") to Ontario Electricity Financlal Corporation, 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
(Ontarlo) as modified by the Electricity Act, 1998, and related regulations. References in
these financlal statements to income taxes are with respect to PlLs.

The Company uses the asset and lability method of accounting for the tax effect of
temporary differences between the carrying amount and the tax bases of the Company's
assets and liabilities. Temporary differences arise when the realization of an asset or the '
settlement of a liabllity would give tise to either an Iincrease or decrease In the Company's
income taxes payable in the year or a later period. '

Deferrad 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 setfled. The effect on deferred tax
assets and llabllities of a change in tax rates Is recognized in the statements of
comprehensive income in the year that includes the date of enactment or substantive
enactment.

The carrying amount of deferred tax assets Is reviewed at each balance shest date and
reduced to the extent that it Is no longer probable that the related tax benefits will be
realized. Previously unrecognized deferred tax assets are reassessed at each balance
sheet date and are recognized to the extent that It is probable that future taxable profits will
be avallable against which the temporary difference can be utilized. A valuation allowance
Is recorded against a deferred tax asset to the extent that the Company determines that it is
probable that a deferred Income tax asset will not be realized in the future.

Whete the Company expects the deferred taxes to be recovered from or refunded to
customers as part of the rate setting process, the deferred income tax assets and liabllities
result in regulatory deferral debit balances or credit balances, respectively. Deferred tax
assets that are not included In the rate-setting process result in a deferred tax provision that
is charged or credited to the statements of comprehensive income. '
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'VERIDIAN CONNECTIONS INC.

Notes to the FInancial Statements (continued)
(In thousands of dollars)

Years ended December 31, 2016 and 2015

1.

Signlficant accounting policles (continued):

(n)

()

Provisions and contingencies:

The Company recognizes provisions if, as a result of a past event, there Is a present legal
or constructive obligation that can be measured rellably, and it Is probable that an outflow
of economic benefits will be required to settle the obligation. Provisions are determined by
discounting the expected fulure 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 jJudgment by management
as to the probability of exposure to potentlal gain or loss. Actual results could differ from
these estimates.

Use of jJudgments and estimates:

The preparation of financlal statements requires management to make estimates,
judgments and assumptions: within reasonable limits of materlality and within the
framework of the significant accounting policles, that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabllities at the dates of the financial .
statements and the reported amounts of revenue and expenses during the years. Due to
inherent uncertainty involved in making such estimates, actual results reported In future
years could differ from those estimates recorded In preparing these financial statements,
including changes as a result of future decisions made by the OEB or the Minister of
Energy.

Information about assumptions and estimation uncertainties that have a significant risk of
resulting in a materlal adjustment Is included in the following financial notes.

() Note 1(c)(}) - measurement of unbillsd revenue;
(i) Note 1(g) - environmental and decommissioning llabilities;
(iify Notes 1(g), (h) - estimation of useful lives of PP&E and intangible assets;

(iv) Note 1(c)(i), (d) and note 6 - recognition and measurement of regulatory halances;
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'VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
(In thousands of dollars)

Years ended December 31, 2016 and 2015

1.

Significant accounting policies (continued):

(p)

(@)

!
(v) Notes 1()(li){lif) and note 14 - measurement of employee future benefits: key actuarial
assumptions;

(vl) Note 1(n) - recognition and measurement of provislons and contingencies;

(vil) Note 1(m) and note 7 - recognition of deferred tax assets - avalilabllity of future taxable
profit against which tax losses carried forward can be used; and

(viif) Note 1(c)(i) and note 22(c) - allowance for doubtful accounts.

Revisions to accounting estimates are recognized in the year in which the estimates are
revised and in any future periods affected. Estimates and underlying assumptions are
reviewed on an ongoing basis and are based on historical experlence and other factors that
are conslidered to be relevant. ‘

Non-derivative financial instruments:

All non-derivative financlal assets are classified as loans and recelvables and all non-
derlvative liabilities are classified as other liabilities. These financial Instruments are
recognized Initially at fair value plus any directly attributable transactlon costs.
Subsequently, they are measured at amortized costs using the effective interest method
less any impairment for the financial assets, as described in note 22(c).

Derivative financial instruments:

Derivative financial instruments are measured at their fair value upon initial recognition and
on each subsequent reporting date.

The Company has not elected to apply hedge accounting for its interest rate swap
contracts and does not enter into derivative agreements for spsculative purposes.
Changes In the fair value of the derivatives are recorded each year in the statements of
comprehensive income.
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'VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
(In thousands of dollars)

Years ended December 31, 2016 and 2015

1.

Significant accounting policles (continued):

(r)

(s)

Capital disclosures:

The Company's objectives with respect to its capital structure are to maintain effective
access to caplital on a long-term basis, at reasonable rates, and to dellver the appropriate
financlal returns. As at December 31, 2016, the Company's definition of capital includes
shareholder's equity, shori-term debt (Including the Corporation shareholders' promissory
notes) and long-term debt, less cash and cash equivalents.

During the year, there have been no changes to how the Company assesses its capital
structure,

New standards and interpretations not yet adopted:

The IASB Issues amendments to standards and interpretations which do not have to be
adopted in the current year. The Company is still evaluating the adoption of the following
new and revised standards, described below, which the Company anticipates might have
an impact on its financial statements or note disclosures:

() IFRS 15, Revenue from Contracts with Customers ("IFRS 15"):

In May 2014, the IASB Issued IFRS 15. The standard outlines a single comprehensive
model for entities to use in accounting for revenues arising from contracts with
customers. It supersedes current revenue recoghition guidance, including International
Accounting Standard ("IAS") 18, Revenues, IAS 11, Construction Contracts and related
interpretations. The new revenue model applles to all contracts with customers, except
those that are within the scope of other IFRSs, such as leases, insurance contracts and
financial Instruments. IFRS 15 specifies how and when the entity should recognize
revenue and additional disclosure requirements. The new standard is effective for
annual periods beginning on or after January 1, 2018. The Company Intends to adopt
IFRS 15 and the clatifications In ifs financial statements for the annual period beginning
on January 1, 2018. The Company does not expect the standard to have a material
impact on the financial statements. :
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VERIDIAN CONNECTIONS INC.

Notes to the Financlal-Statements (continued)
(In thousands of dollars)

Years ended December 31, 2016 and 2015

1.

Significant accounting policles (continued):

(1) IFRS 9, Financial Instruments ("IFRS 9"):

The IASB published the final version of IFRS 9 in July 2014, The final version of
IFRS 9 brings together the classlfication and measurement, Impairment and hedge
accounting to replace IAS 39, Financlal Instruments: Recognition and Measurement.
IFRS 9 Is built on a logical, single classification and measurement approach for -
financlal assets that reflects the business modsl in which they are managed and their
cash flow characteristics. IFRS 9 has an expected credit loss model for a timely
recognition of loan losses and is a single model that Is applicable to all financial
instruments subject to Impairment accounting. It also Includes an Improved hedge
accounting model to better link the economics of risk management with its accounting
treatment. IFRS 9 is effective for annual periods beginning on or after January 1, 2018.
The Company intends to adopt IFRS 9 in its financlal statements for the annual period
beginning on January 1, 2018. The Company does not éxpect the standard to have a
material Impact on the financial statements.

(Il) IFRS 186, Leases ("IFRS 16"):

The IASB published IFRS 16 in January 2016. It replaces the previous leases
standard, 1AS 17, Leases, and related Interpretations. IFRS 16 sets out the principles
for the recognition, measurement, presentation and disclosure of leases. It ellminates
the current dual accounting model for lessees, which distinguishes between on-balance
sheet finance leases and off-balance sheet operating leases. Ihstead, there is a single,
on-balance shest accounting model that is similar to current finance lease accounting.
IFRS 16 is effective from January 1, 2019. A company can chooss to apply IFRS 16
before that date but only if it also applies IFRS 15. The Company intends to early
adopt IFRS 16 In Its financlal statements for the annual period beginning on January 1,
2018. The Company does not expect the standard to have a material impact on the
financial statements.
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'VERIDIAN CONNECTIONS INC.

Notes to the Financial Statements (continued)
(In thousands of dollars)

Years ended December 31, 2016 and 2015

2. Accounts receivable:

/
2016 2015
Energy revenue $ 29,497 $ 19513
Unbilled revenue 33,740 34,781
Project expenditures recoverable 3,275 3,622
Pole rentals and other 976 1,216
67,488 59,032
Less allowance for doubtfﬁl accounts 1,070 1,070
$ 66,418 $ 57,962

Unbilted revenus represents amounts for which the Company has a contractual right to receive
cash through future billings and are unbilled at the period end. Unbllled revenue is considered

cutrent wlth no allowance for doubtful accounts.
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Notes to the Financial Statements (continued)
(In thousands of doflars)

Years ended December 31, 2016 and 2015

'VERIDIAN CONNECTIONS INC.

Property, plant and equipment:

December 31, 2016:

December 31, Additions/ Disposals/ December 31,
2015 depreciation retirements 2016
Gost
Land $ 1,777 $ - $ - $ 1,777
Land rights 392 3 - 395
Buildings 16,630 801 - 17,331
Distribution station
equipment 25,217 2,801 - 28,018
Transmission and
distribution system 158,885 23,380 (333) 181,932
Meters 13,855 1,154 (142) 14,867
Office equipment 1,276 132 - 1,408
Computer hardware 1,540 839 - 2,379
Vahicle fleet 5,118 549 (54) 5,613
Renewable power
generation 767 (8) - 759
Construction In progress 10,362 2,322 - 12,684
235,719 31,973 (529) 267,163
Accumulated depreciation
Land rights 22 1 - 33
Buildings 2,330 1,120 - 3,450
Distribution station
equipment 1,637 907 - 2,544
Transmission and
distribution system 9,261 5,624 (61) 14,724
Meters 2,433 1,297 (36) 3,694
Office equipment 388 208 - 586
Computer hardware 719 384 - 1,103
Vehicle fleet 713 719 (45) 1,387
Renswable power
generation 57 33 - 80
17,560 10,203 (142) 27,621
$ 218,159 $ 21,770 $ (387) $ 239,542
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'VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)

(In thousands of dollars)

Years ended December 31, 2016 and 20156

3.  Property, plant and equipment (continued):

December 31, 2015:

December 31, Additions/ Disposals/ December 31,
2014 depreclation retirements 2015
Cost
Land $ 1,777 $ - $ - $ 1,777
Land rights 385 7 - 392
Buildings 15,945 585 - 16,530
Distribution station
equipment 23,109 2,108 - 25,217
Transmission and
distribution system 138,693 20,662 (370) 158,886
Meters 13,148 804 (97) 13,855
Office equipment 1,207 69 - 1,276
Computer hardware 1,365 175 - 1,540
Vehicle fleet 3,820 1,298 - 5,118
Renewable power
generation 630 137 - 767
Constructlon in progress 9,666 806 — 10,362
' 209,535 26,651 {467) 235,719
Accumulated depreciation
Land rights 11 1 - 22
Bulldings 1,154 1,176 - 2,330
Distribution station
equipment 785 852 - 1,837
Transmission and
distribution system 4,371 4,934 (44) 9,261
Meters 1,203 1,247 {17) 2,433
Office equipment 191 197 - 388
Computer hardware 425 294 - 719
Vehicle fleet 35 678 - 713
Renewable power
__genaration 27 30 - 57
8,202 9,419 (61) 17,560
$ 201,333 $ 17,232 $  (408) $ 218,159

During the year, borrowing costs of $313 (2015 - $254) were capitalized to PP&E and credited
to finance costs. Weighted average cost of short-term debt with a maturity date of November 1,
2039 and long-term borrowings Is used for capitalizing borrowing costs as part of PP&E with an
average rate of 3.94% (2015 - 4.00%).

Additions to construction in progress are net of fransfers to other PP&E categories.
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'VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)

(In thousands of dollars)

Years ended December 31, 2016 and 2015

4. Intangible assets:

December 31, 2016:

December 31, Additions/ Disposals/ December 31,
2015 amortization refiroments 2016
Cost
Application software
and other $ 7,431 $ 1,825 $ - $ 9,256
Construction in progress
related to application
software and other 126 58 - 184
Capital contributions 1,212 — - 1,212
8,769 1,883 - 10,652
Accumulated amorfization
Application software
and other 4,306 1,898 - 6,204
$ 4,463 _$ __(5) $ - $ 4448
December 31, 2015:
December 31, "Addltions/ | Disposals/ December 31,
2014 amortization retirements 2015
Cost
Application software
and other $ 5,654 $ 1,777 $ - $ 7,431
Construction in progress
related to application
software and other 9 117 - 126
Capital contributions 1,212 - - 1,212
6,875 1;894 - 8,769
Accumulated amortization
Application software
and other 2,229 2,077 - 4,306
$ 4,646 $ _(183) $§ - $ 4,463

No borrowing costs were capitalized oh Intangible assets under devélopment in 2016 or 2015.
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VERIDIAN CONNECTIONS INC.

Notes to the Financial Statements (continued)
(In thousands of dollars)

Years ended December 31, 2016 and 2015

5,

Intangible assets (continued):

/

Application software and other Includes externally acquired, as well as Internally generated
computer software. The remaining amortization petiod Is between 1 and 5 years.

Depreciation and amortization:

2016 2015
Total depreciation and amortization expense $ 12,102 $ 11,497
Allocated to:
Depreciation/amortization of vehicle floet
included in operating and maintenance expenses 719 678
Depreciation/amortization of assets in
non-regulated utility operations A
included in other income 33 43
752 721
Depreciation and amortlzation expense $ 11,350 $ 10,776

Regulatory balances:

Regulatory balances can arise out of the rate-making process. Specifically, the following
regulatory treatments have resulted In accounting treatments that differ from IFRS for

enterprises operating In a non-regulated environment and regulated entities that did not adopt
IFRS 14:

() The Company records the difference between the borrowing costs capitalization rate
prescribed by the OEB and the welghted average cost of borrowings rate used to capitalize
PP&E under IFRS. This amount is recognized as a regulatory debit or credit balance to be
racovered or paid respectively to the customers through future rates; ’

() The Company records regulatory debit balances arising from derecognition of assets under
IFRS. These amounts will be sought for disposition through the next cost of service
rebasing application and recovered from customers through future rates;

(i) The Company records deferred tax assets and a corresponding regulatory tax llability, as
the recovery from, or refund to, customers is expected to be Included in future distribution
rates for its regulated business activities;
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'VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)

(In thousands of dollars)

Years ended December 31, 2016 and 20156

6. Regulaiory balances (continued):

(iv) The Company has deferred certain retail settlement variances which comprise the
varlances between amounts charged by the Company to customers based on regulated
rates and wholesale rates Incurred for the cost of electriclty service; and

(v) The Company has deferred costs related to: IFRS implementation, lost revenue adjustment
mechanism costs, and OEB assessment costs.

Deblit balances comprise of the following:

Remalning

Balances recovery/
Japuary 1, arising In Recovery! Other  December 31, teversal perlod
2016 the parlod roversal movements 2016 (years)
Approved setlement .
variances (a) $ 13N $ 5 $  (1,287) $ - $ 89 { year
One-fime IFRS
converslon costs (b) 473 6 - - 479 Note 1
Extraordinary costs
related to lce storm
rastoration (d) 206 - (205) - -
IFRS transitionat
adjustments (e) 852 287 - - - 1,118 Nota 1
Other () 269 574 - - 843 Note 1
$ 3,170 $ 852 $  (1,482) $. - $ 2530
Remalning
Balances recovary/
January 1, arising in Recovary/ Other  Detember 31, reversal pariod
2015 the perlod reversal movements 2016 {years)
Approved seltlement
. variances (a) 821 $ 2830 $ (2,280) $ - $ 131 1 year
Future settlement
varlances (a) 2,833 - - (2,633) - Note 3
One-time IFRS
converslon costs (b) 469 4 - - 473, Note 1
Siranded meters (c) 1,457 -~ - (1.457) - Note 3
Extracrdinary costs
ralated to lce storm :
restoration (d) 728 7 {530) - 205 1 year
IFRS transiflonal )
adjustments (e) 494 358 - - 852 Note 1
Other {f) 162 107 - - 289 Note 1
$ 6,764 $ 3,308 $__(2,810) 3 (4,080) $ 3,170
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'VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
(In thousands of dollars)

Years ended December 31, 2016 and 2015

6.  Regulatory balances (continued):

Credit balances comprise of the following:

Remalning
Balances recovery/
January 1, afising In Recovery/ Othdr  December 31, reversal pariod
2018 the period reveraal movements 2016 (years)
Future setilement
variances (a) $ 2846 $ 5162 $ - $ - $ 7808 Note 1
Sirandad meters (c) 18 - - - 18 Note 1
Other () 47 1 - - 48 Note 1
Defatred taxes (g) 4,942 (2,431) - - 2,511 Note 2
$ 7,853 $ 2,732 $ - $ — $ 10,385
Remalning
Balances recovary/
January 1, arsing in Recovery/ Other Dacembar 31, reversal parjod
2016 the perlod reversal movements 2016 {years)
Future settlement
variances (a) $ - $ 2448 $ 2,831 $ (2,633) $ 2,646 Note 1
Approved IFRS
transtiional
adjustments (e) 3,049 - (3,049) - -
Stranded meters (c) - (4) 1,479 - (1,457) 18 Note 1
Other (f) 40 25 (18) - 47 Note 1
Deferred taxes (g) 8,694 (1,752) - - 4,042 Note 2
$ 9,783 $ 717 $ 1,243 $  (4,080) $ 7,653

Nate 1 The Company intends to seek racovary o refund in fulure rate applications to the OEB.
Note 2 T Company will not seek disposition of the balance since it will ba reversed through timing differences in the

recognition of deferred tax assets,

Nole 3 Thase balances have been reclassified to regufatory credit balances,

The balances arlsing in the period column are new additions (for both debits and credits). The
recovery/reversal column are amounts: collected or refunded through rate riders, disposition of
OEB-approved regulatory balances, or other transactions which reduces existing regulatory
balances. The other movements column consists of impairment (if the OEB disallowed certain
amounts), carrying cost adjustments, and reclassification between the regulatory debit and
cradit balances. There is no impairment recorded for the years ended December 31, 2016 and

December 31, 2015.
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'VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
(In thousands of dollars)

Years ended December 31, 2016 and 2015

6.  Regulatory balances (continued):

Regulatory balances descriptions:

(a) Settlement varlances:

The amounts Include the variances between the amount charged by the IESO for the
operation of the markets and grid, as well as varlous wholesale markst settlement charges
and transmission charges, as compared to the amount billed to consumers based on the
OEB-approved rates. This amount also includes varlances between the amounts charged
by Hydro One Networks Inc. ("Hydro One") for low voltage services and the amount billed
to consumers based on the QOEB-approved rates. Also included are retail cost variances,
belng the differences between the revenue charged to retailers and the retail services costs
assoclated with providing the retail services.

In 2015, the OEB approved the disposition of the Compahy's retall settlement varlance
accounts as at December 31, 2013,

(b) One-time IFRS conversion costs:

(c)

In accordance with an OEB directive, a deferral account-has been established for the
one-time adminlistrative costs during transition to IFRS. These amounts will be sought for
disposition in the Company's first cost of service rebasing application under IFRS.

Stranded meters:
These amounts are related to the provincial government's directive for licensed distributors
to Install smart meters for specific customer classes and represent the net book value of

stranded meter assets arlsing from the Company's smart metering program.

In 2014, the OEB approved the Company's request for recovery of these™ regulatory
balances through a rate rider with a one-year term.

This rate rider expired April 30, 2015 with the balance to be refunded In a future rate
application to the OEB.
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VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
(In thousands of dollars)

Years ended Decomber 31, 2016 and 2015

6.

Regulatory balances (continued):

(d)

()

(f)

(@

Extraordinary costs related to ice storm restoration:

In December 2013, the Company recorded deferred power restoration costs related to a
severe lce storm as a regulatory balance for disposition to be sought In the future.

On February 19, 2015, the OEB approved the Company's application for recovery of these
costs through a rate rider which ended February 28, 20186.

IFRS transitional adjustments:
Approved amounts:

In 2012, the Company began recording regulatory credit balances arising from changes in
estimates of useful lives of PP&E and Increases In operating expenses resulting from
changes In estimation and allocation of overheads.

In 2014, the OEB approved the Company's request for refund of the amount of $6,278 to
ratepayers through a rate rider with a one-year term. This rate rider expired April 30, 2015.

Future amounts:

Commencing in 2014, the Company has recorded regulatory deblit balances arising from
derecognitlon of assets under IFRS and capitalized borrowing costs difference batween
welghted average long-term borrowing costs under IFRS and OEB guidelines. These
amounts will be sought for disposition in the Company's first cost of service rebasing
application under IFRS.

COther:

These amounts relate to the deferral of costs ‘related to lost revenue adjustment
mechanism costs, renewable generation connectlon funding adder, OEB assessment costs
and other regulatory balances.

Deferred taxes:

This regulatory credit balance Includes both deferred tax amounts reclassifled under
IFRS 14 and expacted future electricity distribution rate reduction for customers arising
from timing difference in the recognition of deferred tax assets.
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'VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
(In thousands of dollars)

Years ended Daecember 31, 2016 and 2015

6.

Regulatory balances (continued):

The amounts reclassifled under IFRS 14 include the deferred tax liability related to

regulatory balances $626 as at December 31, 2016 (2015 - $399).

The deferred tax amount related to the expected future electricity distribution rate reductlon

for customers was $1,885 as at December 31, 2016 (2015 - $4,543).

Income taxes:

The provision for Income taxes differs from the amount that would have been recorded using
the combined Canadian federal and Ontarlo statutory income tax rate. The reconciliation

between the statutory and effective tax rates Is provided as follows:

2016 2015
Income before income taxes $ 17,939 $ 14,505
Federal and Ontario statutory income tax rate . 26.50% 26.50%
Provision for income taxes at statutory rate $ 4,754 $ 3844
Increase (decrease) resulting from:
Temporary differences expected to be
recovered from customers (1,887) (1,373)
Other miscellaneous (1,814) (932)
Income taxes recorded in regulatory
balances movements 2,431 1,752
Income tax expense $ 3514 $ 3,291
Allocated: . : .
Current o : $ 1,156 $ 1,407
Deferred . : (73) 132
Income taxes recorded In regulatory
balances movements ‘ 2,431 1,752
Total Income tax expense , $ 3,514 $ 3,201
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'VERIDIAN CONNECTIONS INC.

Notes to the Financial Statements (continued)
(In thousands of dollars)

Years ended December 31, 2016 and 2015

7.  Income taxes (continued):

!
Deferred tax assets and liabilities arise from differences between the carrying amounts and tax
bases of the Company's assefs and liabllitles. The tax effects of these differences are as

follows:
2016 2015
Doferred tax assets:
Property, plant and equipment
and Intangible assets $ 500 $ 2977
Employee future benefits 999 943
Sick leave liability 352 352
Unrealized loss on Interest rate swaps 960 889
Deferred revenue, contingent liability
and others 927 934
3,738 6,095
Deferred tax liabilities:
Regulatory balances 626 399
Moved to regulatory deferral
account credit balances (626) {399)
Deferred tax assets $ 3,738 $ 6,095
8.  Accounts payable and accrued liabllities:
2016 2015
Power bill accrual $ 28,896 $ 26,803
Customer credit balances 3,783 6,357
Other accounts payable and
accrued liabilities 11,629 10,893
$ 44,083

$ 44,308
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'VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
(In thousands of dollars)

Years ended December 31, 2016 and 2015

9,

Credit facilities and short-term debt:
Credit facllities:

As at December 31, 2016, the Company had the following external credit facilities with a
Canadlan chartered bank (the "Bank"):

(a) Uncommitted revolving demand credit facility. The facllity at all times is required to be no
greater than $30,000 with a letter of credit ("L/C") carve-out availability;

(b) Committed reducing term facility with a credit limit of $40,999 and amortization term of
30 years with an optional exit strategy at 10 years, 15 years, 20 years and 26 years
(note 12); and

(c) Committed or demand revolver facllity (note 12) with a combined total no greater than
$70,000 at all times.

The financlal covenants to the above facllities require a funded debt to capitalization ratio of no
greater than 0.60:1, and maintain a debt service coverage ratio of not less than 1.20:1. The
financlal covenants are tested on a consolidated basis. The Corporation and the Company

‘have been in compliance with all the covenants.

As at December 31, 2016, nil was drawn out of facility (a); $39,663 was outstanding out of
facllity (b) and $25,000 was outstanding out of facility (c) above (note 12). To cover the risk of
fluctuating interest rates, facility (b) was structured with interest rate swap agreement with the
Bank, effectively converting the obligations into a fixed Interest rate loan of approximately
3.715%.

The Company utllized (a) for: $807 to issue an irrevocable L/C in favour of the IESO and $100
to issue an irrevocable L/C in favour of the Ministry of Environment.

The IESO requlires all purchasers of elactricity In Ontarlo to provide security to mitigate the risk
of their default based on their expected purchases from the IESO administered spot market.
The IESO could draw on the L/C If the Company defaults on its payment.

The Ministry of Environment requires security to ensure adequate funds are available, to effect
suitable remedial action, if an event occurs resulting In a health and safely hazard to any
person, or the natural environment,
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'VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
(In thousands of dollars)

Years ended December 31, 2016 and 2015

10.

Credit facilities and short-term debt (continued):
Short-term debt:

As at December 31, 2016, the Company had $43,588 notes payable to the Corporation's
shareholders with the maturity date of November 1, 2039, at a rate equal to the OEB-deemed
long-term debt rate less 30-basis-points. The noteholders have a right to demand repayment of
this note (in whole or in part) at any time upon six months prior written notlce to the Company
provided that a duly enacted resolution or by-law Is passed by the noteholders certifying that
the funds are required for municipal purposes. As the Company does not have any
unconditional right to defer settlement of this liabllity for at least twelve months after the
reporting perlod, the notes are classified as a short-term debt.

Deferred revenue:

Deferred revenue represents the balance at year end of unearned revenue from funding
received from the IESO to deliver CDM programs. On February 3, 2011, the Company entered
into an agreement to deliver these CDM programs. These programs were fo cover the perlod
from January 1, 2011 to December 31, 2014. The agreement was amended on November 14,
2014, and was extended until December 31, 2015. All programs are fully funded and paid In

‘advance by the IESO. Amounis received but not yet spent are presented on the balance

sheets under current liabilities as deferred revenue.

A new agreement was entered with the IESO on December 16, 2014 and on June 8, 2015,
whereby the |ESO conditionally approved a CDM plan that was jointly submitted by the
Company and Whitby Hydro Electric Corporation to deliver CDM programs covering the period
from January 1, 2015 to December 31, 2020.

In accordance with the funding model that was approved in the Joint CDM Plan, all programs to
be delivered under the IESO agreement are expected to be fully funded and paid by the IESO.
The IESO is involced_month!y for the costs Incurred on various CDM programs. The Company
received some Initial funding from the IESO for the delivery of CDM programs under the energy
conservation agreement. Amounts recelved but not yet spent are presented on the balance
sheets under current liabilities as deferred revenue. '
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VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
(In thousands of dollars)

Years ended December 31, 2016 and 2015

1.

Related party transactions:

The Company provides electriclty and services to the Corporation's shareholders, the Town of
Alax, the Municipallty of Clarington, the City of Pickering and the City of Belleville (¢collectively,
the "shareholders”). Electrical energy Is sold to the Corporation's shareholders at the same
prices and terms as other electricity customers consuming equivalent amounts of electricity.

The electricity and setvices amounts charged by the Company to the Corporation's
shareholders for the year ended December 31, 2016 was $8,889 (2015 - $8,276). As at
December 31, 2016, accounts receivable include $716 (2015 - $1,028) due from the
Corporation's shareholders.

Finance costs Includes interast of $1,948 (2015- $1,948) on the notes payable to the

Corporation's shareholders and $1,466 (2015 - $1,498) on the notes payable to the
Corporatlon.

The Company pald $429 (2015 - $435) In property taxes to the Corporation's shareholders.

The Company pald $2,010 (2015 - $1,734) In compensation to the Company's key
management personnel, comprising of the senior management team and members of the
Board of Directors. The compensation Includes salarles, performance pay, taxable benefits

‘and OMERS contributions.

The Company declared and paid a dividend of $4,649 (2015 - $5,350) to the Corporation.

The Company has renewable generatlon projects and holds Interest in the following joint
operation:

Claremont Community Centre Solar:

The Company, Queen Street Solar Co-Operative Corporation and Solera Sustalnable Energies
Company Limited entered into a joint operation agreement with an equity interest of 39%, 51%
and 10%, respectively, to build, own, operate and maintain a solar generation project at
Claremont Community Centre owned by the City of Pickering, located at 4841 Oid Brock Road,
Pickering, Ontario L1V 7E2. This project is approved. under the Feed-in Tariff government
program.

35



VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
(In thousands of dollars)

Years ended December 31, 2016 and 2015

11. Related party transactions (continued):

14
In 2016, the Corporation financed the above project for an amount of $264 for a 15-year term at
an interest rate of 5.00%. An amount of $101 (net of repayments) is Included In the Company's
long-term debt as at December 31, 2018 (note 12). The funding provided by the Corporation
was in the same proportion as the equity Interest: VCI 39%, Queen Street Solar Co-Operative
Corporation 51% and Solera Sustainable Energles Company Limited 10%.

12. Long-term debt:

2016 2016

Notes payable to the Corporation, maturing on

December 9, 2024, at a rate of 4.77% $ 15,000 $ 15,000
Notes payable to the Corporation, maturing on

December 17, 2039, at a rate equal to the

OEB-deemed long-term debt rate,

less 30-basis-points 16,100 16,800
Loan payable to the Corporation, maturing on
September 1, 2031, at a rate of 5% 101 -
Long-term debt from the Bank, maturing on .
March 2, 2045 (note 9) ' 39,653 40,433
Long-term debt from the Bank, repayable no :
later than December 28, 2019 (note 9) 25,000 15,000
. 95,854 87,233
Less current portion 1,614 1,480
$ 94,340 $ 85,753

Scheduled principal repayments for the next five years and thereafter as of December 31,

2016:
2017 : . ‘ $ 1514
2018 . ‘ 1,545
2019 26,577
2020 ‘ 1,610
2021 1,845
Thereafter 62,963
95,854
Less current portion 1,514
$ 94,340
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'VERIDIAN CONNECTIONS INC.

Notes to the Financial Statements (continued)
(In thousands of dollars)

Years ended December 31, 2016 and 2015

12. Long-term debt (continued):

Scheduled principal repayments for the next five years and thereafter as of December 31,

2016
2016 $ 1,480
2017 1,509
2018 1,540
2019 16,571
2020 1,605
Thereafter 64,528
87,233
Less current portion 1,480
$ 85,753

Scheduled interest payments for the next five years and thereafter as of December 31, 2016:

2017 ' $ 5,004

2018 : 5,032
2019 . 4,968
2020 4,689
2021 . 4,624
Thereafter 60,610

$ 85,017

Expected weighted average borrowing costs:

2017 : . T 3.66%
2018 ' . : 3.656%
2019 3.65%
2020 : 3.48%
2021 4.28%
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'VERIDIAN CONNECTIONS INC.

Notes to the Financial Statements (continued)
(In thousands of dollars)

Years ended Dacember 31, 2016 and 2015

12. Long-term debt (continued):

Finance costs related to short-term and long-term debt comprise:

2016 2015

Interest on:
Notes payable and loans $ 5,288 $ 5,238
Customer deposits and other 67 43
' 5,253 6,281
Less capltalized borrowing costs 313 254
$ 4,940 $ 5,027

13. Deferred contributions:

Deferred contributions are the capital contributions recelved from electricity customers, which
have not yet been recognized into other income.

The continuity of deferred contributions Is as follows:

2016 2015

Deferred contributions, beginning of year $ 11,543 $ 5,903
Contributions received © 7,458 5,828
Contributions amortized as other income (318) (188)
Deferred contributions, end of year $ 18683 $ 11,543

Customer contrlbutions for the acquisition or construction of PP&E are consldered to be
deferred contributions and are recognized over the useful lives of the related asseis as other
income.
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VERIDIAN CONNECTIONS INC.

Notes to the Financial Statements (continued)
(In thousands of dollars)

Years ended December 31, 2016 and 2018

14, Employee benefits:

(a)

(b)

Pensions:
During 2016, the Company made contributions totalling $2,187 (2015 - $2,078) to OMERS.
Employee future benefits:

The Company pays certain benefits on behalf of its retired employees and recognizes
these post-retirement costs In the period in which the employees render the serviges.

Information about the Company's non-contributory defined benefit plan to fund life
insurance, health and dental care benefits and a retiroe HCSA, is as follows:

2016 2015

Accrued beneflt liabllity recognized, January 1 $ 2616 $ 2514
Current service costs © 74 72
Interest expense on accrued benefit obligation 100 101
Benefit payments (96) (71)
Remeasurements recognizad in other ’

comprehensive Income . 77 -
Accrued benefit llability, December 31 $ 2,771 $ 2616

The amounts presented are based upon an actuarial valuation performed as at
December 31, 2014 with a measurement date of January 1, 2014. The next valuation Is
expected to be performed for the year ending December 31, 2017,

The main actuarlal assumptions employed for the valuations are as follows:

(1) General Inflation:

Future general inflation levels, as measured by changes in the Consumer Price Index,
are assumed at 2.00% for future years.

(i) Interest (discount) rate:

Amounts were determined using an annual discount rate of 3.90% (2015 - 4.10%).
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VERIDIAN CONNECTIONS INC.

Notés to the Financlal Statements (continued)
(In thousands of dollars)

Years ended December 31, 2016 and 2015

14.

185,

Employee benefits (continued):
(i) Salary levels:

Future general éalary and wage levels were assumed to Increage at 3.60% (2015 -
3.60%) per annum.

(Iv) Health and dental care:

The health and dental care cost increases are 6.31% and 4.60% (2015 - 6.66% and
4.60%), respectively.

(¢) Risks assoclated with the plan:

Significant actuarial assumptions related to discount rates, future health and dental costs,
mortality rates, retirement age, and utilization rate of the HCSA etc. may affect the
valuation of expected accrued benefit liability.

Share capital:
2016 . 2015
Number Number
of shares Amount of shares Amount
Authorized:
Unlimited common shares

Issued 15,000 $ 69,302 15,000 $ 69,302
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'VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
(In thousands of doflars)

Years ended December 31, 2016 and 2015

16. Dividends:
The Gompany's current dividend policy states:
(a) the base annual dividend to the Corporation be set at $4,600 from 2012 to 2017,
(b) the base dividend would be increased or decreased depending upon:
(i) decreasel/increase In debt to capltalization ratio of 60%,;
(i) netincome projected to be higher/lower than budget; or
(iil) capital expenditure projected to be lower/higher than budget.

(c) the Company's Board of Directors should determine annually if earnings from renewable
generation be used to supplement the base dividend.

During 2016, the Board of Directors of the Company declared and paid dividends totalling
$4,649 (2015 - $5,350) to the Corporatlon.

17. Contingencies and guarantees:
(a) Insurance claims:

The Company is a member of the Municipal Electric Assoclation Reclprocal Insurance
Exchange ("MEARIE"), which was created on January 1, 1987. 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 provides
general llabllity insurance.to member electric utilittes. MEARIE also provides vehicle and
property Insurance to the Company.

Insurance premiums charged to each member electric utility consist of a levy per $1 of
service revenue subject to a credit or surcharge based on each electric utility's claims
experience. The maximum coverage is $24,000 per occurrence for liabllity insurance,
$15,000 for vehicle insurance, and $98,685 for property insurance; plus $10,000 excess
coverage on top of the regular liability and vehicle coverage.
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Notes to the Financial Statements (continued)
(In thousands of dollars)

Years ended December 31, 2016 and 2015

17. Contingencles and guarantees (continued):
(b) Contractual obligation - Hydro One Networks Inc.:

The Company is party to a connection and cost recovery agreement with Hydro One
related fo the construction by Hydro One of a transformer station designated to meet the
Company's anticipated electricity load growth. Construction of the project was completed
during 2007 and the Company connected to the transformer station during 2008.

To the extent that the cost of the project is not recoverable from future transformation
connection revenues, the Company is obligated to pay a capital contribution equal to the
difference between these revenues and the construction costs allocated to the Company.
The construction costs allocated to the Company for the project are $9,975.

The Company has recorded a liability and a corresponding intangible asset for $1,212 as at
December 31, 2016 (2015 - $1,212), based on management's best estimate of the future
transformation connection revenue shortfall. Hydro One is expected to perform a true-up
based on actual foad at the end of the tenth and fifteenth anniversarles of the in-service
date.

(c) General claims:

From time to time, the Company Is involved in various lawsuits, claims and regulatory
proceadings 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 financlal position
and results of operations or cash flows.

18. Lease commitments:

Future minimum lease payment obligations under operating leases are as follows:

2017 $ 4

2018 . 41
2019 33
2020 32
2021 .33
Thereafter 60

$ 240
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'VERIDIAN CONNECTIONS INC.

Notes to the Financial Statements (continued)
(In thousands of dollars)

Years ended December 31, 2016 and 2015

19.

20,

Other income (loss):

/

~2015

2016

Third party revenue (a) $ 662 $ 1,237

" Late payment charges 510 493
Customer charges (b) 1,843 1,974
Pale rentals 484 484
Disposal of PP&E (362) (373)
Forelgn exchange (N (20)
Amortization of deferred contributions 318 148
$ 3,348 $ 3,043

(a) Malinly includes revenue for CDM Incentives related to 2011-14 programs recelved from

IESO.

(b) Includes reconnection/disconnection, collection and change of occupancy charges from

customers.

Operating, maintenance and administration expenses:

Operatlng and
maintenance - Administration

2016 2015 2016 2015
Salaries and benefits $ 5819 $ 5,656 $ 11,221 $ 10,490
External services 2,778 2,585 2,787 2,409
Materials and supplies 140 139 1 5
Vehicle 494 534 45 43
Other 397 339 4,025 4,355
$ 9,628 $ 9,253 $ 18079 ~ § 17,302
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Notes to the Financial Statements (continued)
(In thousands of dollars)

Years ended December 31, 2016 and 2015

21,

22,

Statements of cash flows:

. /
Changes in non-cash operating working capital provided by (used In) Includes the following:

2016 2015
Accounts recslvable $ (8,456) $ 697
Related partles ‘ (46) (37)
Materials and supplies (389) (275)
Prepald expenses (627) 389
Accounts payable and accrued liabilitles (64) (399)
Advance payments - construction deposits (216) (284)
Deferred revenue (27 601
Developer obligations 503 (465)

$ (9,322) $ 227

Financial instruments and risk management:

(a)

(b)

Market risk:

Market risk refers primarily to risk of loss that results from changes in commodity prices,
foreign exchange rates and Interest rates. The Company does not have commodity risk
due to the flow-through nature of energy purchases and costs. All varlances due to timing
of customer billing or regulated pricing are recorded in retall seltlement variance accounts
and are recovered from or returned to customers In accordance with regulatory directives.
The foreign exchange risk Is considered not material and s limited to U.S. dollar cash and
cash equivalents holdings of $132 (2015 - $77) as at December 31, 2016.

Interest rate risk:

The Company enters into fixed Interest rate long-term debt agreements to minimize cash
flow and Interest rate fluctuation exposure. In February 2015, a $40,999, 30-year fixed rate
term loan was arranged from the Bank to blend and extend a $30,000 loan and a $15,000
loan. The Company entered into Interest rate swap derivative agreements with the Bank to
exchange Interest rate cash flows. Under these agreements, the Company and the Bank
have the periodic exchange of payments without exchanging the notional principal amount
on which the payments are based. This effectively provided the Company with fixed rate
loans, which reduces the impact of fluctuating interest rates on long-term debt. The
Company does not enter Into any such financlal instrument for speculative purposes.
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Years ended December 31, 2016 and 2015

22,

Financial instruments and risk management (continued):

(c) Creditrisk:

Financial assets create credit risk that a counterparty will fail to discharge an obligation,
causing a financial loss, The Company's distribution revenue is earned on a broad base of
customers. As a result, the Company did not earn a significant amount of revenue from
any Individual customer. As at December 31, 2016, there were no significant balances of
accounts receivable due from any single customer. ‘

The Company manages counterparty credit risk through varlous techniques, Including
limiting total exposure levels with individual counterparties consistent with the Company's
policles and monitoring the financlal condition of counterparties.

Management belleves that the credit risk of accounts receivable Is limited due to the
following reasons:

() There is a broad base of customers with ho one customer that accounts for revenue or
an accounts recelvable balance In excess of 10% of the respective balance.

() The Company, as permitted by the OEB's Retail Settlement and Distribution System
Code, may obtaln a security deposit or L/C from customers to mitigate risk of payment
default.

(i) The percentage of accounts receivable that is outstanding more than 90 days is
approximately 1.36% (2015 - 1.69%) of the total net outstanding balance.

(Iv) The Company includes an amount of accounts receivable write-offs within net Income
for rate-setting purposes.
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22, Financial Instruments and risk management (continued):

/
Pursuant to their respective terms, accounts receivable are aged as follows as at

December 31:

2018 2015
Total accounts recelvable $ 67,488 $ 59,034
Less allowance for doubtful accounts 1,070 1,070
Total accounts receivable, net $ 66418 $ 57,964

Of which: ,
Unbilled revenue $ 33,740 $ 34,781
Outstanding 1 day but not more than 30 days 30,654 21,995
Outstanding 31 days but not more than 60 days 1,788 982
Outstanding 61 days but not more than 80 days 399 355
Outstanding 91 days but not more than 120 days ‘ 439 412
Qutstanding more than 120 days - 468 509
67,488 59,034
Less allowance for doubtful accounts ' 1,070 . 1,070
$ 66418 $ 57,964

(d) Liquidity risk:

Liquidity risk is the risk that the Company will not be able to meet its financlal obligations as
they become due. Short-term liquidity is provided through cash and cash equivalents on
hand and funds from operations. Short-term liquidity is expected to be sufficlent to fund
normal operating requirements. The liquidity risks assoclated with financial commitments
are as follows:

Financlal commitments as of December 31, 2016:

Due between
Due within one and five Due past
ohe year years five yoars
Financial liabilities:

Accounts payable and
accrued liabliities $ 44,308 $ - $ -
Short-term debt (note 9) 43,588 - -
Long-term debt 1,514 31,376 62,964

Lease commitments 41 139 60
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Years ended December 31, 2016 and 2015

22. Financial instruments and risk management (continued):

Financial commitments as of December 31, 2015:

Due between
Due within one and five Due past
ohe year years five years
Financlal liabllities:
Accounts payable and

accrued liabilitles $ 44,053 $ - $ -
Short-term debt (note 9) 43,588 - -

Long-term debt : 1,480 21,225 684,528

Lease commitments 34 26 62

(e) Fair values:
The Company included $3,621 of unrealized loss (2015 - $3,357) in its financlal
statements. This s the fair value of the interest rate swap derlvative which represents the
amount that the Company would have pald to unwind its position as at December 31, 2016.
This unrealized loss is not expected to affect cash as the Company Intends to hold the
financlal instrument until its maturity.

Falr value measurements recognized in the statements of comprehensive income are
categorized using a falr value hierarchy that reflects the significance of inputs used in
determining the fair values.

¢ Level 1 - unadjusted quoted prices in active markets for identical assets or liabllitles;

o Level 2 - inputs other than quoted prices included in Level 1 that are observable for the
asset or liabllity, either directly or Indirectly; and

s Level 3 - inputs for assets and liabilitles that are not based on observable market data.
The Interest rate swap derivatives are all Level 2 as at December 31, 2016.

There were no transfers between levels during the year.

47



VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
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22,

23,

Financlal instruments and risk management (continued):

(f)

The carrying amounts of all financlal instruments, except the following: short-term debt with
a maturity date of November 1, 2039, and long-term debt; approximate fair values due to
the immediate or short-term maturity of these financial instruments. The estimated fair
values of the loans payable, including related party loans, are as follows:

2016 2015
Falr value $ 148,530 $ 124,082
Carrying value (notes 8 and 12) 139,442 130,821

Capital management:

The Company cdnslders its capital structure to consist of shareholder's equity, short-term
debt, long-term debt, less cash and cash equivalents. The Company's capital structure
was as follows:

2016 2015
Cash $ (4,953) $ (6,416)
Short-term debt 43,688 43,588
Long-term debt , 95,854 87,233
139,442 130,821

Share capital 69,302 69,302
Retained earnings 35,087 28,683
Contributed capital . 23 23
Accumulated other comprehensive loss (340) (264)
104,072 97,744

Total capital $ 238,561 $ 222.149

Comparative information;

Certaln comparative information has been reclassifled to conform with the financial statement
presentation adopted in the current year.
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KPMG LLP

Vaughan Metropolitan Centre

100 New Park Place, Suite 1400

Vaughan ON L4K 0J3

Canada

Tel 905-265-5900

Fax 905-265-6390 !

INDEPENDENT AUDITORS' REPORT
To the Shareholder of Veridian Connections Inc.

We have audited the accompanying financial statements of Veridlan Connections inc.,
which comprise the balance sheets as at December 31, 2017 and 2016, the
statements of comprehensive Income, changes in equity 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 International Financial Reporting Standards, and for
such internal control as management determines is necessary to enable the
preparation of financlal statements that are free from materlal misstatement, whether
due to fraud or error.

Auditors' Rasponsibility

Our responsibliity Is to express an opinion on these financlal statements based on our
audlts. 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
financlal statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts
and disclosures In the financlal 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 pollcies used and the reasonableness. of accounting
estimates made by management, as well as evaluating the overall presentation of the
financial statements.

We belleve that the audit evidence we have obtained In our audits is sufficlent and
appropriate to provide a basis for our audit opinion.

KPMG LLP, Is a Canadian limlted liabRity parlmrthlp and a member fimm of the KPMQ network of indepandant
membar firma affillatod with KPMG (KPMG | ) & Swiss entily.
KPMG Canada provides sarvicas lo KPMG LLP,
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Opinion '

In our opinion, the financial statements present falrly, in all material respects, the
financial position of Verldian Connections Inc. as at December 31, 2017 and 2016,
and Its financial performance and its cash flows for the years then ended in
accordance with International Financlal Reporting Standards,

s 2

Chartered Professional Accountants, Licensed Public Accountants

Aprll 5,2018
Vaughan, Canada



Balance Sheets
(In thousands of doilars)

December 31, 2017 and 2016

'VERIDIAN CONNECTIONS INC.

Note 2017 2016
Assets
Curvent assets:
Cash $ 9,363 $ 4,953
Accounts racelvable 2 52,068 §6,418
Due from related parties 12 176 111
Materlals and supplles 3,020 3,031
Prepald expenses 1,280 1,202
Total current assels 66,907 75,715
Non-current assets:
Property, plant and equipment 3,22 256,503 239,542
Intanglble assels 4,22 4,131 4,448
Goodwill 8,748 8,746
Deferred lax assets 7 854 3,738
Other assats 92 161
Total non-current assels 270,326 256,635
Total assets 336,233 332,350
Regulatory balences 6 2,852 2,530
Total assets and regulatory balances $ 339,085 $ 334880
Liabilities and Shareholder's Equity
Current liabliitles: '
Accounts payabla and accruad liabliities 8 $ 41314 $ 44308
Due to related partles 12 43 42
Short-term debt 9 43,588 43,588
Income taxes payable 83 123
Deferred revenue 10 1,767 1,850
Deposits and developer obligations 11 8,671 8,371
Long-term debt 13 1,545 1,514
Total current liabflitios 97,011 99,766
Non-current liabilitles:
Long-term debt 13 92,7956 04,340
Deferred contributions 14 23,311 18,683
Employae future bensfils 16 2,801 2,771
Unrealized {oss on interest rate swaps 23(e) 1,092 3,621
Other liabllities 18(b) 1,212 1,212
Total non-current fabilities 122,201 120,627
Total liabllilies 219,212 220,423
Shareholder's equity:
Share capltal 16 69,302 69,302
Contributed capltal 23 23
Accumulated other comprehensive loss (316) (340)
Retained earnlngs 41,122 35,087
Tota! shareholder's equity 110,131 104,072
Total liabllities and squity 329,343 324,405
Regulatory balances ] 8,742 . 10,385
Contingencles and guarantees 18
Lease commliments 19
Total liabilities, equlty and regulatory balances $ 339,085 $ 334880

See accompanying notes fo the financial statements.

On behalf of the Board:

Chair, Board of Directors

Chair, Audit and Risk Management Committee



'VERIDIAN CONNECTIONS INC.

Statements of Comprehensive Income
(In thousands of dollars)

Years ended December 31, 2017 and 2016

Note 2017 2016
Revenue:
Commaodity $ 280,206 $ 338,009
Commodity cost (277,975) (331,487)
2,231 6,522
Distribution revenue 52,225 52,264
Other income 20 2,822 3,348
57,278 62,134
Expenses:
Operating and malntenance 21 9,634 9,628
Administration 21 18,582 18,079
Depreciation and amortization 5 12,003 11,350
40,219 39,057
17,059 23,077
Finance income 132 66
Finance costs . 13 (5,045) (4,940)
Unrealized gain (loss) on interest rate swaps 23(e) 629 (264)
(3,284) (5,138)
Income before Income taxes 13,775 17,939
Income tax expense 7 3,698 3,614
Net income 10,077 14,425
Net movements in regulatory balances, net of tax: 6
Net movements in regulatory balances (1,242) (5,803)
Income tax on net movements In regulatory balances 2,207 2,431
965 (3,372)
Net income after net movements in regulatory balances 11,042 11,063
Other comprehensive Income (loss), net of tax:
Remeasurements of employee future benefits 24 (77)
Total comprehensive income $ 11,066 $ 10,976

See accompanying notes to the financial statements.



'VERIDIAN CONNECTIONS INC.

Statements of Changes in Equity
(In thousands of dollars)

Years ended December 31, 2017 and 2016

Note 2017 2016
Share capital $ 69,302 $ 69,302
Contributed capital 23 ¢ 23
Accumulated other comprehensive loss (3186) (340)
69,008 68,985
Retained earnings, beginning of year 35,087 28,683
Net Income after net movements in
regulatory balances 11,042 11,053

Dividends paid 17 (5,007) (4,649)
Retalned earnings, enq of year 41,122 35,087
Total equity $ 110,131 $ 104,072

See accompanying notes to the financial statements.



VERIDIAN CONNECTIONS INC.

Statements of Cash Flows
(In thousands of doltars)

Years ended December 31, 2017 and 2016

Note 2017 2016
Cash provided by (used in):
Operatlng activities: )
Net income after net movements in
regulatory balances $ 11,042 $ 11,053
Adjustments;
Depraciation and amortization 5 12,797 12,102
Amortization of deferred contributions (458) (318)
Loss on disposallretirement of property,
plant and equipment 194 362
Employee future benefits 144 79
Unrealized loss {gain) on interest rate swaps (1,629) 264
Finance income (132) (66)
Finance costs 5,045 4,940
Income tax expense 3,698 3,514
Deferred contributions 5,086 7,458
Customer deposits (296) 625
Income taxes paid (1,075) (1,400)
Income taxes received 222 221
Other assets 69 69
Net movements In regulatory balances (965) 3,372
33,742 42,275
Changes in non-cash operating working capital 22 13,203 (9,322)
Net cash provided by operating activities 46,945 32,953
Financing activities:
Interest received © 132 66
Repayment of long-term debt (1,514) (1,379)
Proceeds from long-term debt - 10,000
Dividends paid 17 (5,007) (4,649)
Interest paid (4,841) (4,934)
Net cash used in financing activities (11,230) (896)
Investing activities:
Additions to property, plant and equipment 22 (29,746) (31,821)
Additions to intangible assets 22 (1,825) (1,723)
Proceeds from disposal of ‘
property, plant and equipment 66 24
Net cash used ih Investing activities (31,305) (33,520)
Increase (decrease) In cash 4,410 (1,463)
Cash, beginning of year 4,953 6,416
Cash, end of year $ 9,363 $ 4,953

See accompanying hotes to the financial statements.



VERIDIAN CONNECTIONS INC.

Notes to the Financial Statements
(In thousands of dollars)

Years ended December 31, 2017 and 2016

Verldian Connections Inc. ("VCI" or the "Company") commenced operations on November 1, 1999. It
Is a wholly owned subsidiary of Veridian Corporation (the "Corporation"). The Company Is licensed
by the Ontario Energy Board (the "OEB") as an electricity distributor which distributes electricity In the
citles of Belleville and Pickering, the towns of Ajax, Gravenhurst, Port Hope and Uxbridge, and the
communities of Bowmanvllle, Newcastle, Orono, Beaverton, Cannington, Sunderland and Port Perry.
The Company's registered office is located at 55 Taunton Road East, Ajax, Ontario L1T 3V3.

1.  Significant accounting policles:
(a) Basis of presentation:

These financlal statements have been prepared In accordance with International Flnancial

Reporting Standards ("IFRS") as issued by the international Accounting Standards Board
("IASB").

These financial statements are presented in Canadian dollars, which is the Company's
functional currency. The financlal statements have been prepared on the historical cost
basis, except for employee future benefits and certain financlal instruments that are
measured at fair value,

{b) Regulated environment:

The Company is an electricity distributor licensed by the OEB. It Is regulated by the OEB
under authority of the Ontario Energy Board Act, 1998. The OEB is charged with the
responsibility of approving or setting rates for the transmission and distribution of electricity
and the responsibility of ensuring that distribution companies fulfill obligations to connect
and service customers.



VERIDIAN CONNECTIONS INC.

Notes to the Financial Statements (continued)
(In thousands of dollars)

Years ended Decamber 31, 2017 and 2016

1.

Significant accounting policies (continued):

The Ontario Energy Board Act, 1998 sets out guiding objectives for the OEB:

To protect the Interests of consumers with respect to prices and the adequacy,
reliability and quality of electricity service;

To promote economic efficiency and cost effectiveness In the generatlon, transmission,
distribution, sale and demand management of electricity and to facllitate the
maintenance of a financlally viable electricity industry;

To promote electriclty conservation and demand management In a manner consistent
with the policies of the Government of Ontario, including having regard to the
cohsumer's economic circumstances;

To facilitate the Implementation of a smart grid In Ontario; vand

To promote the use and generation of electricity from renewable energy sources In a
manner consistent with the policies of the Government of Ontarlo, including the timely
expansion or reinforcement of transmission systems and distribution systems to
accommodate the connection of renewable energy generation facllities.

The Company s responsible for charging its customers the following revenues:

Commodity revenue - The commoadity revenue Is pass-through revenue for amounts
payable to third parties. This revenue represents the costs of electricity consumed by
the customers and passed through to the {ndepsendent Electricity System Operator
("IESO"). It also includes global adjustment revenue for non-regulated price plan
consumers.

Wholesale market services ("WMS") revenue - The WMS revenue represents the
recovery of wholesale market costs for the |IESO to operate the electriclty market and
maintain the system. This revenus is passed through to the IESO.

Retall transmission service rate ("RTSR") revenue - The RTSR revenue represents the
recovery of costs Incurred for transmission of electricity to local distribution networks.
This revenue is passed through to operators of transmisslon facliltles.



VERIDIAN CONNECTIONS INC.

Notes to the Financial Statements (continued)
(In thousands of dollars)

Years ended December 31, 2017 and 2016

1.

Significant accounting policies {continued):

/
o Electriclty distribution revenue - The electricity distribution revenue represents the
recovery of costs incutred by VCI in delivering the electricity to its customers.

Electricity distribution rates:

Electricity distribution rates include both fixed monthly rates per customer and varlable
rates per kWh usage or kW demand. In 2015, the OEB released a policy that for
residential electricity customers only, distribution delivery costs will be recovered through a
monthly, fixed service charge. The policy set out that the transition to a fully fixed rate
would occur over four years beginning in 2016. The fixed rate will increase gradually and
the variable rate will decline. These distribution rates are subject to regulation by the OEB.

The OEB regulates electricity rates for distributors through three different rate setting
options: Price Cap Incentive Rate-setting, Custom Incentive Rate-setting, and Annual
Incentive Rate-setting Index. The Price Cap Incentive Rate-setting method sets a
distributor's rates through a formula-based mechanism using a price cap index.

(c) Revenue recognition:

(1) Electrlcity distribution and sale:

Revenue from the sale of electricity Is recognized on an accrual basis driven by cyclical
billings based on electricity usage billed at OEB-approved distribution rates. Revenue
from the sale of electricity includes an estimate of unbilled revenue accrued in respect
of electricity delivered but not yet billed at year end. Unbilled revenue is calculated
based on OEB-approved rates for electricity consumption and electricity demand driven
by number of days between a customer's last meter reading in the year and
December 31. Actual billed revenue could differ from estimates due to energy demand;
weather, line losses and changes in the composition of customer classes.



'VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
(In thousands of dollars)

Years ended December 31, 2017 and 2016

1.

Significant accounting policies (continued):

(i)

I

The difference between the amounts charged to customers, based on regulated rates,
and the corresponding cost of electricity and non-compestitive electricity service costs
billed monthly by the IESO, is recorded as a seftlement varlance. In accordance with
IFRS 14, Regulatory Deferral Accounts ("IFRS 14"), which permits a rate-regulated
entity to continue fo recognize and measure regulatory deferral account balances In
accordance with its previous generally accepted accounting principles ("GAAP"), this
seltlement variance Is presented within regulatory balances on the balance sheets and
within net movements In regulatory balances, net of tax on the statements of
comprehensive income. '

Distribution revenue is recorded based on OEB-approved distribution rates to recover
the costs incurred by the Company In delivering electricity to customers. Distribution
revenue also Includes revenue related to collection of OEB-approved rate riders.

The carrying amount of accounts recelvable is reduced through an allowance for
doubtful accounts, if applicable, and all impairment losses are recognized in net
income. When the Company considers that there are no realistic prospects of recovery
of an account receivable, the relevant amount Is determined to be impalred and is
written off. If the amount of Impairment loss subsequently decreases due to an event
occurring after the impairment was racognhized, then the previously recognized
impairment {oss Is reversed through net income.

Other income:

Other income, which includes revenue from electricity distrlbution-related services, is
recognized as services are rendered. Capital contributions recelved from electricity
customers to construct or acquire property, plant and equipment ("PP&E") for the
purpose of connecting a customer to a network are recorded as deferred contributions
and amortized Into other income at an equivalent rate to that used for the depreciation
of the related PP&E. Government grants and the related performance Incentive
payments under Conservation and Demand Management ("CDM") programs are
recognized as income in the year when there Is reasonable assurance that the program
conditions have been satisfied and the payment will be received.



VERIDIAN CONNECTIONS INC.

Notes to the Financial Statements (continued)
(In thousands of dollars)

Years ended December 31, 2017 and 2016

1.

Significant accounting policles (continued):

(illy Deferred revenue:

Amounts received In advance in relation to the IESO supported CDM initiatives are
presented as deferred ravenue (note 10). '

(d) 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 9.36%
effective May 1, 2014.

On November 7, 2016, the Company filed a Price Cap Incentive Rate-setting application

with the OEB to change distribution rates effective May 1, 2017. The application was
approved by the OEB on March 30, 2017.

On October 16, 2017, the Company filed a Price Cap Incentive Rate-setting application
with the OEB for May 1, 2018 rates. The application was approved and the OEB decision
released on March 22, 2018, : '

On January 30, 2014, the IASB issued an interim standard, IFRS 14, to enhance the
comparability of financlal reporting by entities that are engaged In rate-regulated activities.
IFRS 14 describes regulatory deferral account balances as amounts of expense or Income
that would not be recognized as assets or liabilities in accordance with other standards, but
that qualify to be deferred in accordance with this standard because the amount Is
Included, or is expected to be Included, by the rate regulator in establishing the price(s) that
an entity can charge to customers for rate-regulated goods or services.



VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
(In thousands of doltars)

Years ended December 31, 2017 and 2016

1‘

Significant accounting policies (continued):

The scope of this standard is limited to first-time adopters of IFRS and will remaln in force
untll either repealed or replaced by permanent guidance on rate-regulated accounting from
the 1ASB. The interim standard Introduced new presentation requirements and permitted
first-time adopters to continue to recognize amounts related to rate regulation In
accordance with Chartered Professional Accountants of Canada Handbook Part V -
Pre-changeover Accounting Standards (subsequently referred to as “previous Canadian
GAAP") requirements and was effactive from January 1, 2016, with early application
permitted. The Company elected to early adopt IFRS 14 In its 2015 financlal statements
under IFRS, with a transition date of January 1, 2014 and determined that regulatory
balances arising from rate-regulated activities qualify for the application of regulatory
accounting treatment In accordance with IFRS 14 and the accounting principles prascribed
by the OEB in the “Accounting Procedures Handbook for Electricity Distributors®.

The IASB's comprehensive project on rate-regulated activities Is addressing whether IFRS
should require entities operating In rate-regulated snvironments to recognize assets and
liabllities arising from the effects of rate regulation. On December 13 and 14, 2017, the
IASB staff informed the IASB board members about the key messages received from
members of the IASB Consultative Group for Rate Regulation at the mesting held on
October 26, 2017. The IASB staff also provided an update of the proposed timetable for
developing the next consultative document for the project,

On February 22, 2018, the IASB tentatively declded: (i) the accounting model will use as its
unit of account the individual timing differences that create the Incremental rights and
obligations arising from the regulatory agreement; (il) the present regulatory right to charge
a rate Increased by an amount as a result of past events meets the definition of an asset;
and (lil) the present regulatory obligation to provide goods or services at a rate reduced by
an amount as a result of past events meets the definition of a liability. This comprehensive
project remains ongoing.

The OEB has the general power to include or exclude costs, revenuss, losses or gains in
the rates of a specific period, resulting in a change in the timing of accounting racognition
from that which would have applied In an unregulated company. Such change in the timing
involves the application of rate-regulated accounting, giving tise to the recognition of
regulatory balances. The Company's regulatory debit balances represent certain amounts
recelvable 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 credit balances, which represent obligations that are
expected to be refunded to customers. The netting of regulatory debit and credit balances
Is not permitted under IFRS 14,

10



VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
(In thousands of dollars)

Years ended December 31, 2017 and 2016

1.

Significant accounting policies (continued):

(e)

(f)

(@)

Cash and cash equivalents:

Cash and cash equivalents are defined as cash and bank term deposits or edquivalent
financial Instruments with original maturities upon Issue of less than 90 days.

Materials and supplies:

Materlals and supplies, which consists of parts and supplles acquired for Internal
construction or consumption, are valued at the lower of cost and net realizable value. Cost
Is determined on a weighted moving average basls.

Any write-downs taken on materials and supplies are reversed if and when net realizable
value subsequently recovers. Malor spare parts and standby equipment are recorded as
part of PP&E and depreclated once they are avallable for use.

Property, plant and equipment:

PP&E purchased or constructed by the Company are recorded at cost less accumulated
depreciation. Costs include contracted services, materlals, labour, enginsering costs,
directly attributable overheads and capltalized borrowing costs during construction when
applied. Subsequent costs are capitalized only when it is probable that the future economic
benefits assoclated with the costs will flow to the Company and the costs can be measured
reliably. Certain assets may be acquired or constructed with financial assistance in the
form of contributions from developers or customers. These contributions are used to
connect customers to the Company's network and provide them with ongoing access to the
supply of electricity. The contributions are recognized as deferred contributions and
amortized Into other income over the life of the related asset.

Upon energlzation of residential subdivision assets, a developer liabllity Is acciued (as per

the offer to connect contract) for the amounts payable to the developer for the Company's
investment in the subdivision.

11



VERIDIAN CONNECTIONS INC.

Notes to the Financial Statements (continued)
(In thousands of dollars)

Years ended December 31, 2017 and 2016

1.

Significant accounting poticles (continued):

/
Depreciation of PP&E Is charged to net income on a straight-line basis over thelr estimated
service lives at the following annual rates:

Land rights 2,0%
Bulldings 2.0%-6.7%
Distribution station equipment 1.7% - 4.0%
Transmisslon and distribution system 1.7% - 10.0%
Meters 4.0% - 6.7%
Office equipment 10.0%
Computer hardware 20.0% - 33.3%
Vehicle fleet 6.7% - 16.7%
Renewable power generation 4.0%

The depreciation method, useful lives, and residual values are reviewed each financial
year-and with the effect of any changes In estimate being accounted for on a prospective
basls. Estimated useful lives reflect the best estimate and actual lives of assets may vary
from estimated useful lives. -

Construction in progress comprises PP&E under construction, assets not yet placed into
service and pre-construction activities related to specific projects expected to be
constructed.

Construction in progress, land rights, major spare parts and standby equipment are not
subject to depreciation until these assets are available for uge. Land Is not deprectated.

Borrowing costs directly attributable to the acquisition, construction or development of
qualifying assets that necessarlly take a substantial period of time to prepare for thelr
intended use are capitallzed, until such time as the assets are substantially ready for their
intended use. The weighted average cost of long-term borfowings Is used as the
capitalization rate. Qualifying assets are considered to be those that take in excess of six
months to construct.

12



VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
(In thousands of dollars)

Years ended December 31, 2017 and 20186

1.

Significant accounting policies (continued):

When portions of the Company's distribution facllities are replaced or relocated, the
assoclated costs less the salvage value of any material returned to materlals and supplies
are capitalized to the new asset. Depraciation is then recorded at the same rate used for
the original asset.

Some of the Company's distribution assets, particularly those located on unowned
easements and rights-of-way, may have decommissioning obligations, constructive or
otherwise. The majority of the Company's easements and rights-of-way are subject to
extension or renewal and are expected to be available for a perpetual duration. As the
Company expects to use the majority of its installed assets Into perpetuity, no removal date
can be determined and consequently no reasonable estimate of the fair value of such asset
retirement obligations can be made. If, af some future date, it becomes possible to
estimate the falr value cost of removing the assets that the Company Is legally or
constructively required to remove, a related asset retirement obligation will be recognized
at that time. The discounted amount is not materlal,

Assets are derecognized at thelr carrying value upon retirement or when no remaining
economic benefits are expected from its use. The related gain or loss arising on the
disposal or retirement Is determined as the difference betwegn the proceeds from sale and
the carrying value of the asset and Is included In net income for the related fiscal year. The
cost of replacing a part of an item of PP&E Is recognized as an addition to the carrying
amount of the asset and the carrying amount of the replaced part is detecognized. The
cost of the day-to-day servicing of PP&E assets Is recognized in net Income as incurred.

Intangible assets:

Intangible assets aéquired, or internally developed, are recognized Initially at cost and
comprised of purchased software, labour, consulting costs, directly attributable overheads
and capitalized borrowing costs, if applicable. Intangible assets quallfying for capitalized
borrowing costs are considered to be those assets that take In excess of six months to
develop. Following initlal recognition, Intanglble assets are carried at cost, net of any
accumulated amortization and accumulated impairment losses.

13



VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
(in thousands of dollars)

Years ended December 31, 2017 and 2016

1. Significant accounting policies (continued):

(i

)

Amortization of intangible assefs Is provided on a straight-line basls over the estimated
service lives at the following annual rates:

Application software and intellectual property 33.3%
Internally generated software 20.0%

Software In development is not subject to amortization. The above-noted amortization
rates apply to assets held within the application software and other Intangible asset
grouping (note 4). The amortization method, useful lives, and resldual values are reviewed
each financial year-end with the effect of any changes In estimate being accounted for on a
prospective basls. Estimated useful lives reflect the best estimate and actual lives of
assets may vary from estimated useful lives. ’

Goodwill:

Goodwilll relates to the cost of acquired local distribution companies in excess of fair value
of the net identifiable assets purchased and Is evaluated for impairment at each reporting
date. Goodwill is measured at cost and Is not amortized. Impairment testing for goodwill is
always carried out in the context of the cash generating unit ("CGU") as goodwlll does not
generate cash flows independently of other assets. The Company has determined that
goodwilll is not impaired.

impairment of non-financial assets:

'The carrying costs of non-financial assets: PP&E, intangible assets and goodwill are

reviewed for impairment at each reporting date to determins whether there is any indication
of impalrment, in which case, the asset's recoverable amount is estimated. '

For the regulated business, the carrying costs of most of the Company's non-financial
assets are Included In rate base (the aggregate of approved Investment in PP&E and
intanglble assets, excluding work In progress, less accumulated depreciation and
amortization and unamortized capital contributions from customers, plus an allowance for
working capltal) where they eam an OEB-approved rate of return. Asset carrying values
and the related return are recovered through approved rates. As a result, such assets are
only tested for Impairment In the event that the OEB disallows recovery, In whole or in part,
or [f such a disallowance Is Judged to be probable.

14



VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
{in thousands of dollars)

Years ended December 31, 2017 and 2016

1.

Significant accounting policies (continued):

(k)

o

/
Impairment is tested at the CGU level, which Is the smallest identiflable group of assets that
generates Independent cash flows. The Company has only one CGU, the regulated
business unit. An impalrment loss is recognized If the carrying amount of an asset or CGU
exceeds Its recoverable amount and [s recognized in net income.

Customer deposits and advance payments:

Customers may be requlred to post security deposits to obtain electricity or other services.
Interest is pald on customer deposits at rates prescribed by the OEB: this Is currently
interest at Canada's prime business rate less 2%, which was 1.2% per ahnum as of
December 31, 2017. The Company recelves advance payments from customers in relation
to construction projects and recognizes them as a liabllity until the projects are completed.

Employee benefits:
() Short-term employee benefits:

The Company provides short-term employee benefits, such as: salarles, employment
insurance, short-term compensated absences, health and dental care. These benefits
are recoghized as the related service Is rendered and is measured on an undiscounted
basis. Short-term employee benefits are recognized as an expense unless they qualify
for capitalization as part of the cost of an item of materlals and supplies, PP&E,
Intangible assets or recoverable projects. A liability Is recognized in respect of any
unpald short-term employee benefits for services rendered in the reporting periods.

The Company recognizes a current liabllity for the expected cost of accumulated
non-vested sick leave benefits at the end of the reporting: perlod, The assumptions
used for estimating the amount of the liability are analogous to those used In the
valuation of employee future benefits. :

(il) Defined benefif pension plan:
The Company accounts for its participation in the Ontario Municipal Employees

Retirement System ("OMERS"), a multi-employsr public sector pension fund, as a
defined contributlon plan.
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VERIDIAN CONNECTIONS INC.

Notes to the Financial Statements (continued)
(In thousands of dollars)

Years ended December 31, 2017 and 2016

1.

Signiflcant accounting policles (continued):

!

OMERS plan is a multi-employer defined benefit plan providing pension to employees
of municipallties, local boards, public utilities and school boards. It Is funded by equal
contributions from participating employers and employees, as well as by investment
earnings of the plan. Each year, an Independent actuary dstermines the plan's funded
status by comparing the actuarial value of invested assets to the estimated present
value of all pension benefits that members have earned to date. OMERS does not
track Its Investments by employer and actuarial assumptions are developed based on
the entire plan membership on a commingled basls and, therefore, Information for
individual plans cannot be determined. As a result, the Company accounts for the
OMERS plan as a deflned contribution plan and contributions to the plan are
recoghized as an employee benefit expense.

(1) Employee future benefits:

The Company provides all employees with life insurance benefits, as well as a Health
Care Spending Account ("HCSA" for those employees retiring post April 1, 2011
having completed a minimum of 20 years of service with the Company. This benefit Is
avallable until age sixty five. : '

The Company actuarially determines the cost of employee future benefits offered to
employees. These unfunded plans are accounted for as defined benefit obligations.
The Company applies the projected benefit method, prorated on service and based on
management's best estimates and assumptions. Under this method, the projected
employee future benefits is deemed to be earned on a pro rata basis over the years of
service in the attribution period commencing at date of hire, and ending at the earilest
age the employee could retire and qualify for benefits.

Remeasurements of the net benefit liability comprise actuarlal gains or losses that are
recognized in the balance sheets with a credit or charge to other comprehensive
Income or loss. Current service costs are allocated to operating, maintenance and
administration expenses and to capital recognized In the balance sheets.
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VERIDIAN CONNECTIONS INC.

Notes to the Financial Statements (continued)
(In thousands of dollars)

Years ended December 31, 2017 and 2016

1.

Significant accounting policies (continued):

(m) Income taxes:

Under the Electricity Act, 1998, the Company Is required to make payments in lisu of
cotporate income taxes ("PILs") to the Ontarlo Electricity Financlal Corporation. 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
(Ontarlo) as modified by the Electricity Act, 1998, and related regulations. References in
these financlal statements to income taxes are with respect to Plls.

The Company uses the asset and llability method of accounting for the tax effect of
temporary dlfferences between the carrying amount and the tax bases of the Company's
assets and liabilities. Temporary differences arise when the realization of an asset or the
settiement of a liability would glve rise to elther an increase or decrease In the Company's
income taxes payable in the year or a later period.

Deferred tax assets and liabllities 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 effact on deferred tax
assets and liabllities of a change In tax rates Is recognized In the statements of
comprehensive income in the year that Includes the date of enactment or substantive
enactment.

The carrying amount of deferred tax assets is reviewed at each balance sheet date and
reduced to the extent that it is no longer probable that the related tax benefits will be
realized. Previously unrecognized deferred tax assets are reassessed at each balance
sheet date and are recognized to the extent that it is probable that future taxable profits will
be avallable against which the temporary difference can be utilized. A valuation allowance
Is recorded agalnst a deferred tax asset to the extent that the Company determines that it is
probable that a deferred Income tax asset will not be realized in the future.

Where the Company expects the deferred taxes to be recovered from or refunded to
customers as part of the rate setting process, the deferred income tax assets and liabilities
result in regulatory deferral debit balances or credit balances, respectively. Deferred tax
assets that are not included in the rate-setting process result in a deferred tax provision that
is charged or credited to the statements of comprehensive income.
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VERIDIAN CONNECTIONS INC.

Notes to the Financial Statements (continued)
(In thousands of dollars)

Years ended December 31, 2017 and 2016

1.

Significant accounting policies (continued):

()

(0)

Provisions and contingencies:

The Company 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 sconomic benefits will be raquired to settle the obligation. Provisions are determined by
discountlng 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 judgment by management
as to the probability of exposure to potential galn or loss. Actual results could differ from
these estimates.

Use of judgments and estimates:

The preparation of financial statements requires management to make estimates,
judgments and assumptions: within reasonable limits of materiality and within the
framawork of the significant accounting policles, that affect.the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the dates of the financlal
statements and the reported amounts of revenues and expenses durlng the years. Due to
Inherent uncertainty involved in making such estimates, actual results reported in future
years could differ from those estimates recorded In preparing these financial statements,
including changes as a result of future declsions made by the OEB or the Minister of
Energy.

Information about assumptions and estimation uncertainties that have a significant risk of
resulting in a material adjustment is included in the following financlal notes,

() Note 1(c)(i) - méasurement of unbliled revenue;
(fy Note 1(g) - environmental and decommisslonlng liabilitles;
(iif) Notes 1(g), (h) - estimation of useful lives of PP&E and intangible assets;

(iv) Note 1(c)(l), (d) and note 6 - recognition and measurement of regulatory balances;
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'VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
(In thousands of dollars)

Years ended December 31, 2017 and 2016

1.

Significant accounting policies (continued):

(@

/
(v) Notes 1(l)(ii)(lif) and note 15 - measurement of employee future benefits: key actuarial
assumptions;

(vl) Note 1(n) - recognition and measurement of provisions and confingencies;

(Vi) Note 1(m) and note 7 - recognition of deferred tax assets - avallability of future taxable
profit against which deductible temporary differences and tax losses carried forward
can and be used; and '

(vii) Note 1(c)(i) and note 23(c) - allowance for doubtful accounts.

Revisions to accounting estimates are recognized In the year In which the estimates are
revised and in any future perlods affected. Estimates and undetlying assumptions are
reviewed on an ongoing basls and are based on historical experience and other factors that
are considered to be relevant.

Non-derivative financial instruments:

All non-derivative financlal assets are classifled as loans and recelvables and all non-
derivative liabilities are classified as other liabllittes. These financial Instruments are
recognized initlally at fair value plus any directly attributable transaction costs.
Subsequently, they are measured at amortized costs using the effective interest method
less any impalrment for the financlal assets, as described in note 23(c). '

Derlvative financlal instruments:

Derlvative financial Instruments are measured at their falr value upon Initial recognition and
on each subsequent reporting date. '

The Company has not elected to apply hedge accounting for its Interest rate swap
contracts and does not enter into derivative agresments for speculative purposes,
Changes In the fair value of the derivatives are recorded each year in the statements of
comprehensive income. '
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VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
(In thousands of dollars)

Years ended December 31, 2017 and 2016

1,

Significant accounting policies (continued):

)

(s)

Capital disclosures:

The Company's objectives with respect to Its capital structure are to maintain effective
access to capltal on a long-term basis, at reasonable rates, and to deliver the appropriate
financial returns. As at December 31, 2017, the Company's definition of capital includes
shareholder's equity, shori-term debt (including the Corporation shareholders' promissory
notes) and long-term debt, less cash and cash equivalents.

During the year, there have been no changes to how the Company assesses Its capital
structure. :

New standards and interpretations not yet adopted:

The IASB issues new standards, amendments and interpretations which do not have to be
adopted in the current year. The Company continues to analyze these standards and
interpretations, described below, which the Company anticipates might have an Impact on
its financlal statements or note disclosures:

() IFRS 15, Revenue from Contracts with Customers ("IFRS 15"):

In May 2014, the IASB Issued IFRS 15. The standard outlines a single comprehensive
model for entities to use in accounting for revenues arising from contracts with
customers. It supersedes current revenue recognition guidance, including International
Accounting Standard ("IAS") 18, Revenue, IAS 11, Construction Contracts and related
interpretations. The new revenue model applies to all contracts with customers, except
those that are within the scope of other IFRS, such as leases, insurance contracts and
financlal instruments. IFRS 15 specifies how and when the entity should recognize
revenue and additlonal disclosure requirements. The new standard is effective for
annual perlods beginning on or after January 1, 2018, The Company has completed Its
assessment of revenue streams and adopted IFRS 16 on January 1, 2018 using the
modified refrospective approach, recognizing the cumulative effect of applying the new
standard, with no restatement of comparative periods presented. Commeodity pass-
through revenue and distribution revenue account for the majority of the Company's
revenues and IFRS 15 does not have a material Impact on the financial statements.
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VERIDIAN CONNECTIONS INC.

Notes to the Financial Statements (continusd)

(In thousands of dollars)

Years ended December 31, 2017 and 2016

1‘

Significant accounting policles (continued):

(i) IFRS 9, Financial Instruments ("IFRS 9"):

The 1ASB published the final version of IFRS 9 in July 2014. The final version of
IFRS 9 brings together the classification and measurement, Impairment and hedge
accounting to replace IAS 39, Financlal Instruments - Recognition and Measurement.
IFRS 9 is built on a logical, single classification and measurement approach for
financial assets that reflects the business model in which they are managed and thelr
cash flow characteristics. IFRS 9 has an expected credit loss model for a timely
recognition of loan losses and is a single model that is applicable to all financial
instruments subject to impairment accounting. It also Includes an improved hedge
accounting model to better link the economics of risk management with its accounting
treatment. IFRS 9 is effective for annual perlods beginning on or after January 1, 2018.
The Company completed its assessment of IFRS 9 and adopted IFRS 9 on January 1,
2018. IFRS 9 does not have a material impact on the financlal statements.

(ilhy IFRS 16, Loases ("IFRS 16"):

The IASB published IFRS 16 In January 2016. It replaces the previous leases
standard, 1AS 17, Leases, and related interpretations, IFRS 16 sets out the principles
for the recognition, measurement, presentation and disclosure of leases. It eliminates
the current dual accounting model for lessees, which distinguishes between on-balance
sheet finance leases and off-balance sheet operating leases. IFRS 18 Introduces a
single lessee accounting model, requiring the recognition of assets and liabilities for all
leases, unless the lease term Is twelve months or less or the underlying asset has low
value. IFRS 16 is effective from January 1, 2019. A company can choose to apply
IFRS 16 before that date but only If it also applies IFRS 15. The Company completed
its assessment of operating leases and early adopted IFRS 16 on January 1, 2018.
IFRS 16 does not have a material Impact on the financial statements,

(iv) IFRIC 23, Uncertainty over Income Tax Treatments:

On June 7, 2017, the [ASB issued IFRIC Interpretation 23, Uncertainty over Income
Tax Treatments. The Interpretation provides guidance on the accounting for current
and deferred tax liabllities and assets in circumstances in which there is uncertainty
over Income tax freatments. The Interpretation is applicable for annual periods
beginning on or after January 1, 2019. Earlier application is permitted.
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VERIDIAN CONNECTIONS INC.

Notes to the Financial Statements (continued)
(In thousands of dollars)

Years ended December 31, 2017 and 2016

1.

Signlﬁcaht accounting policies {(continued):

’
The Interpretation requires an entity to contemplate whether uncertain tax treatments
should be considered separately, or together as a group, based on which approach
provides better predictions of the resolution. It also requires an entity to determine If it
Is probable that the tax authorities will accept the uncertain tax treatment; and If it Is not
probable that the uncertain tax treatment will be accepted, measure the tax uncertainty
based on the most likely amount or expected value, depending on whichever method

better predicts the resolution of the uncertainty.

The Company Intends to adopt the Interpretation in its financlal statements for the
annual perlod beginning on January 1, 2019. The extent of the Impact of adoption of

the Interpretation has not yet been determined.

Accounts receivable:

2017 2016

Energy revenue $ 21,065 $ 29497
Unbilled revenue : 29,880 33,740
Project expenditures recoverable _ 1,352 3,275
Pole rentals and other 841 976
53,138 67,488

Less allowance for doubtful accounts 1,070 1,070
$ 52,068 _$ 66418

Unbliled revenue represents amounts for which the Company has a contractual right to receive
cash through future billings and are unbillled at the period end. Unbilled revenue Is considered

current with no allowance for doubtful accounts.
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VERIDIAN CONNECTIONS INC.

Notes to the Financial Statements (continued)

(In thousands of dollars)

Years ended Decomber 31, 2017 and 2016

3.  Property, plant and equipment:

December 31, 2017:

December 31, Additions/ Disposals/ Dacember 31,
2018 depreciation retirements 2017
Cost
Land $ 1,777 $ - $ - $ 1,777
Land rights 395 9 - 404
Buildings 17,110 186 - 17,295
Distribution station
equipment 28,018 1,311 - 29,329
Transmission and
distribution system 182,153 20,257 (230) 202,180
Meters 14,867 1,022 (85) 16,804
Office equipment 1,408 45 - 1,453
Computer hardware 2,379 687 - 3,066
Vehicle fleet 6,032 1,760 33 7,825
Renswable power
generation 759 - - 759
Construction In progress 12,684 2,987 - 16,671
267,582 28,263 (282) 295,563
Accumulated depreciation
Land rights 33 11 - 44
Buildings 3,434 1,134 - 4,568
Distribution station
equipment 2,644 956 - 3,500
Transmission and
distribution system 14,740 6,085 (55) 20,770
Meters 3,694 1,346 (28) 5,012
Office equipment 596 216 - 812
Computer hardware 1,103 500 - 1,603
Vehicle fleet 1,806 761 61 2,628
Renewable power
__generation 90 33 - 123
28,040 11,042 (22) 39,060
$§ 239,542 $ 17:221 $  (280) $ 256,503
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VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)

(In thousands of dollars)

Yoars ended December 31, 2017 and 2016

3.  Property, plant and equipment {continued):

December 31, 2016:

December 31, Additions/ Disposals/ December 31,
2015 depreclation retirements 2016
Cost
Land $ 1,777 $ - $ - $ 1,777
Land rights 392 3 - 395
Buildings 16,360 7560 - 17,110
Distribution statlon
equlpment 26,217 2,801 - 28,018
Transmission and
distribution system 159,055 23,431 (333) 182,153
Meters 13,855 1,154 (142) 14,867
Office squipment 1,276 132 - 1,408
Computer hardware 1,540 839 - 2,379
Vehicle fleet 5,118 968 (54) 6,032
Renewable power
generation 767 (8) - 759
Construction In progress 10,362 2,322 - 12,684
235,719 32,392 (529) 267,582
Accumulated depreciation
Land rights 22 11 - 33
Bulldings 2,320 1,114 - 3,434
Distribution station
equipment 1,837 907 - 2,544
Transmission and
distributlon system 9,271 5,530 (61) 14,740
Meters 2,433 1,297 (38) 3,694
Office equipment 388 208 - 596
Computer hardware 719 384 - 1,103
Vehicle fleet 713 1,138 (45) 1,806
Renewable power
generation 57 33 - 90
17,560 10,622 (142) 28,040
$ 218,159 $ 21770 $ (387) $ 239542

During the year, borrowing costs of $309 (2016 - $313) were capitalized to PP&E and credited
to finance costs. Weighted average cost of short-term debt with a maturity date of November 1,
2039 and long-term borrowings Is used for capitalizing borrowing costs as part of PP&E with an
average rate of 3.80% (2016 - 3.94%).

Additions to construction in progress are net of transfers to other PP&E categories.
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VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)

(In thousands of dollars)

Years ended December 31, 2017 and 2016

4. Intanglble assets:

December 31, 2017:

Additions]

Dacember 31,

December 31 , Disposals/
2016 amortization refirements 2017
Cost
Application software
and other $ 9,286 $ 1473 $ ~ $ 10,729
Construction in progress
related to application
software and other 184 (35) - 149
Capital contributions 1,212 - -~ 1,212
10,652 1,438 - 12,000
Accumulated amortization
Application software
and other 6,204 1,755 - 7,959
$ 4,448 $ (317) [ I $ 4,131
December 31, 2016:
December 31, Addlitions/ Disposals/ December 31,
2015 amortization retirements 2016
Cost
Application software
and other § 7431 $ 1,825 $ - $ 9,256
Construction in progress
related to application
software and other 126 58 - 184
Capital contributions 1,212 - - 1,212
\ 8,769 1,883 - 10,652
Accumulated amortization .
Application software
and other 4,306 1,898 - 6,204
$ 4,483 $ (15 5 - $ 4448

No borrowlng costs were capitalized on Intangible assets under development in 2017 or 2016.
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VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
(In thousands of dollars)

Years ended December 31, 2017 and 2016

4. Intanglble assets (continued):

14
Application software and other Includes externally acquired, as well as internally generated
computer software. The remaining amortization perlod is between 1 and 6 years.

5.  Depreciation and amortization:

2017 2016
Total depreciation and amortization exp.ense $ 12,797 $ 12,102
Allocated to:
Depreciation/amortization of vehicle fleet
included in operating and maintenance expenses 761 719
Depreclation/famortization of assets in
non-regulated utllity operations ,
Included In other income 33 33
794 752
Depreciation and amortization expense ‘ $ 12,003 $ 11,350

6. Regulatory balances:

Regulatory balances can arise out of the rate-making process. Specifically, the following
regulatory treatments have resulted In accounting treatments that differ fromA IFRS for
enterprises operating In a non-regulated environment and regulated entities that did not adopt
IFRS 14:

() The Company records the difference between the borrowing costs capitalization rate
prescribed by the OEB and the weighted average cost of borrowings rate used to capitalize
PP&E under IFRS. This amount Is recognized as a regulatory debit or credit balance to be
recovered or pald respactively to the customers through future rates; )

(i) The Company records regulatory debit balances arising from derecognition of assets under
IFRS. These amounts will be sought for disposition through the next cost of service
rebasing application and recovered from customers through future rates;

(i) The Company records deferred tax assets and a corresponding regulatory tax liability, as
the recovery from, or refund to, customers is expected to be included In future distribution
rates for Its regulated business activities;
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VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
(In thousands of dollars)

Years ended December 31, 2017 and 2016

8.  Regulatory balances (continued):
(iv) The Company has deferred certain retail seitlement varlances which comprise the
varlances betwean amounts charged by the Company to customers based on regulated

rates and wholesale rates incurred for the cost of electricity service; and

(v) The Company has deferred costs related to: IFRS implementation, lost revenue adjustment
mechanistm costs, and OEB assessment costs.

Deblt balances comprise of the foflowing:

Remaining
Balances racovary/
January 1, arising In Recovery/ Other  December 31, reversal perlod
2017 the perlod raversal movermenis 2017 (years)
Approved settiement .
varlancas (a) $ 89 $ - . 3 - $ (89) $ - Note 3
One-timg IFRS
conhverslon costs (b) 479 5 - - 484 Note 1
IFRS transliional
adjustments (o) 1,119 156 - - 1275 Nole 1
Other () 843 819 (621) (48) 1,093 Note 1, 3
$_.2530 $__gos0o 8 sy  §  .(137) § 2852
Remalning
Balances recovery/
January 1, arising in Recovery/ Other  December 31, reversal period
2016 tha perod reversal movaments 2016 (yoars)
Approved seltlerment
variances (a) $ 131 $ 5 $ (1,287) $ - $ 89 1 year
One-time IFRS
converslon costs (b) 473 6 - - 479 Note 1
Extraordlnary costs
ralated to lce storm
rastoration (d) 205 - (205) - -
{FRS fransitional
adjustments (e} 862 287 - - 1,119 Note 1
Olher (f) 269 574 - - 843 i Note 1
$ 3170 $ 852 $ _(1,402) 3 — $ 2530
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VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
{In thousands of dollars)

Years ended December 31, 2017 and 2016

6.  Regulatory balances (continued):

Credit balances comprise of the following:

Remalning
Balances recovety/
January 1, ariging In - Recovery/ Other  December 31, reversal pariod
2017 the period revarsal movements 2017 {years)
Future settlement .
varlances (a) $ 7808 $ 1,968 $ (728) $ - § 9,080 Note 1
Approved seftfement
variances (a) - 85 KIE (89) 369 1 year
Stranded metars (¢) 18 1 - - 19 Note 1
Other {f) 48 - - {48) - Note 1
Deferred taxes (g) 2,511 {2,207) - - 304 Note 2
$ 10,385 $ __(183) $ (353) $ (137) $ 0742
Remnalning
Balances ’ racovery/
January 1, arsing In Recovery/ Other  December 31, reversal perlod
2018 the porlod reversal movemenis 2018 (years)
Future settisment
varlances (a) $ 2646 $ 5162 $ - $ - $ 7.808 Note 1
Siranded meters (c) 18 - - - 18 Note 1
Other (f) 47 1 - - 48 Note 1
Deferred taxes (g) 4,942 {2431) - - 2,511 Note 2
$ 7,653 $ 2732 § — $ - $ 10,385

Note t Thg Company Intends to seek recovery or refund in future rate applications to the OEB,

Nole 2 The Company will not seek disposition of the balance since it wili be reversed through timing differences In the
recognition of deferred tax assets.

Nole 3 Tha56 halances have been reclassified to regulatory credit balances.

The balances arising in the period column are new additlons (for both debits and credits). The
recovery/reversal column are amounts: collected or refunded through rate riders, disposition of
OEB-approved regulatory balances, or other transactions which reduces existing regulatory
balances. The other movements column consists of impalment (if the OEB disallowed certaln
amounts), carrying cost adjustments, and reclassification between the regulatory debit and
credit balances. There is no impalrment-recorded for the years ended December 31, 2017 and
December 31, 2018, '
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VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
(In thousands of doliars)

Years ended Daecember 31, 2017 and 2016

6.  Regulatory balances (continued):

Regulatory balances descriptions:

(a)

(b)

(c)

Settlement variances:

The amounts Include the variances between the amount charged by the IESO for the
operation of the markets and grid, as well as varlous wholésale market settlement charges
and transmisslon charges, as compared to the amount billed to consumers based on the
OEB-approved rates. This amount also includes varlances between the amounts charged
by Hydro One Networks Inc, ("Hydro One") for low voltage services and the amount billed
to consumers based on the OEB-approved rates. Also Included are retail cost variances,
being the differences between the revenue charged to retailers and the retail services costs
assoclated with providing the retall services.

In 2017, the OEB approved the disposition of the Company's retail seftlement variance
accounts as at December 31, 2015.

One-time IFRS converslon costs:

In accordance wlth an OEB directive, a deferral account has been established for the
one-time administrative costs during transition to IFRS. These amounts will be sought for
disposition in the Company's first cost of service rebasing application under IFRS.

Stranded meters:

These amounts are related to the provinclal government's directive for licensed distributors
to install smart meters for specific customer classes and represent the net book value of

stranded meter assets arising from the Company's smart metering program.

In 2014, the OEB approved the Company‘s request for recovery of thess- regulatory
balances through arate rider with a one-year term.

This rate rider expired April 30, 2015 with the balance to be refunded in a future rate
application to the OEB,
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 VERIDIAN CONNECTIONS INC.

Notes to the Financial Statements (continued)
(In thousands of dollars)

Years ended December 31, 2017 and 2016

6.  Regulatory balances (continued):

(d)

(e)

()

(@)

Extraordinary costs related to ice storm restoration:

In December 2013, the Company recorded deferred power restoration costs related to a
severa Ice storm as a regulatory balance for disposition to be sought in the future.

On February 19, 2015, the OEB approved the Company's application for recovery of these
costs through a rate rider which ended February 28, 2016,

IFRS transitional adjustments:

Commencing in 2014, the Company has racorded regulatory debit balances arlsing from
derecognition of assets under IFRS and capitalized borrowing costs difference between
weighted average long-term borrowing costs under IFRS and OEB guldelines. These
amounts will be sought for disposition in the Company's flrst cost of service rebasing
application under IFRS.

Other:

These amounts relate to the deferral of costs related to lost revenue adjustment
mechanism costs, renewable generation connection funding adder, OEB assessment costs
and other regulatory balances.

Defatred taxes:

This regulatory credit balance includes both deferred tax amounts reclassified under
IFRS 14 and expected future electricity distribution rate Increase or reduction for customers

arising from timing difference in the recognition of deferred tax assets.

The amounts reclassified under IFRS 14 include the deferred tax liability related to
regulatory balances of $206 as at December 31, 2017 (2016 - $626).

The deferred tax amount related to the expected future electricity distribution rate increase
for customers was $602 as at December 31, 2017 (2016 — rate reduction $1,885).
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VERIDIAN CONNECTIONS INC.

Notes to the Financial Statements (continued)
(In thousands of dollars)

Years ended December 31, 2017 and 2016

7. Income taxes:

1
The provision for income taxes 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:

2017 2016
Income before income taxes $ 13,776 $ 17,939
Federal and Ontarlo statutory income tax rate 26.50% 26.50%
Provision for Income taxes at statutory rate $ 3,651 $ 4,754
Increase (decrease) resulting from:
Temporary differénces expected to be :
recovered from customers (1.812) (1,857)
Over provided In prior years (219) (167)
Other miscellaneous (129) (1,647)
Income taxes recorded In regulatory
balances movements ) 2,207 2,431
Income tax expense -$ 3,698 $ 3,514
Allocated:
Current $ 813 $ 1,156
Deferred (recovery) 678 ~(73)
Income taxes recorded In regulatory
balances movements 2,207 2,431
Total income tax expenss $ 3,608 $ 3,514
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VERIDIAN CONNECTIONS INC.

Notes to the Financial Statements (continued)
(In thousands of dollars)

Years ended December 31, 2017 and 2016

7.  Income taxes (continued):

/
Deferred tax assets and liabllities arise from differences between the carrying amounts and tax
bases of the Company's assets and Habllittes. The tax effects of these differences are as

follows:
2017 2016
Deferred tax assets:
Property, plant and squipment
and intangible assets (a) $ (1,979) $ 500
Employee future benefits 1,042 999
Sick leave liability 358 352
Unrealized loss on interest rate swaps 528 960
Deferred revenus, contingent liabllity
and others 905 927
' 854 ) 3,738
Deferred tax liabilities:
Regulatory balances 206 626
Moved to regulatory deferral
account credit balances ‘ (906) (626)
Deferred tax assets , . $ - 854 $ 3,738
(a) Taxable temporary difference, book value is more than tax value.
8.  Accounts payable and accrued liablilities:
2017 2016
Power bill accrual $ 23,207 $ 28,806
Customer credit balances o 7,698 - 3,783
Other accounts payable and _ .
accrued liabllities 10,409 11,629
$ 41,314 $ 44,308
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VERIDIAN CONNECTIONS INC.

Notes to the Financial Statements (continued)
(In thousands of dollars)

Years ended December 31, 2017 and 2016

9. Credit facilitles and short-term debt:
Credit facilities:

As at December 31, 2017, the Company had the following external credit facllities with a
Canadian chartered bank (the "Bank"):

(a) Uncommitted revolving demand credit facility. The facility at all times Is required to be no
greater than $30,000 with a letter of credit ("L/C") carve-out availability;

{b) Committed reducing term facliity with a credit limit of $40,999 and amortization term of
30 years with an optional exit strategy at 10 years, 15 years, 20 years and 25 years
(note 13); and

(c) Committed or demand revolver facility (note 13) with a combined total no greater than
$70,000 at ail times.

The financial covenants to the above facilities require a funded debt to capitalization ratio of no
greater than 0.60:1, and maintain a debt service coverage ratlo of not less than 1.20:1. The
financlal covenants are tested on a consolldated basis. The Corporation and the Company
have been in complfance with all the covenants.

As at December 31, 2017, nil was drawn out of facility (a); $38,844 was outstanding out of
facility (b) and $25,000 was outstanding out of facility (c) above (note 13). To cover the risk of
fluctuating interest rates, facility (b) was structured with interest rate swap agreement with the
Bank, effectively converting the obligations Into a fixed Interest rate loan of approximately
3.715%.

The Company utilized (a) for: $807 to issue an lrrevocable L/C in favour of the IESO' and $100
to issue an [rrevocable L/C in favour of the Ministry of Environment.

The IESO requires all purchasers of electricity in Ontario to provide security to mitigate the risk
of their default based on their expected purchases from the IESO administered spot market.
The IESO could draw on the L/C If the Company defaults'on its payment.

The Ministry of Environment requires security to ensure adequate funds are available, to effect
sultable remedial action, if an event occurs resulting In a health and safety hazard to any
person, or the natural environment.
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VERIDIAN CONNECTIONS INC.

Notes to the Financial Statements (continued)
(In thousands of dollars)

Years ended December 31, 2017 and 2016

10.

Credit facillties and short-term debt (continued):

Short-term debt:

As at December 31, 2017, the Company had $43,588 in notes payable to the Corporation's
shareholders with the maturity date of November 1, 2039, at a rate equal to the OEB-deemed
long-term debt rate less 30-basis-points. The noteholders have a right to demand repayment of
this note (in whole or in part) at any time upon six months prior written notice to the Company
provided that a duly enacted resolution or by-law Is passed by the noteholders certifying that
the funds are required for municipal purposes. As the Company does not have any
unconditional right to defer settlement of this liablllty for at least twelve months after the
reporting perlod, the notes are classified as a short-term debt.

Deferred revenue:

Deferred revenue represents the balance at year end of unearned revenue from funding
recelved from the IESO to deliver CDM programs.

An agreement was entered with the IESO on December 16, 2014 and on June 8, 2015,
whereby the IESO conditionally approved a CDM plan that was jointly submitted by the
Company and Whitby Hydro Electric Corporation to dellver CDM programs covering the period
from January 1, 2015 to December 31, 2020, This CDM plan was most recently updated on
April 18, 2017 and conditionally approved by the IESO on May 12, 2017.

In accordance with the funding model that was approved in the Joint CDM Plan, all programs to
be delivered under the IESO agreement are expected to be fully funded and pald by the IESO.
The IESO is involced monthly for the costs Incurred on varlous COM programs. The Company
recelved some Initial funding from the IESO for the delivery of CDM programs under the energy
conservation agreement. Amounts recelved but not yet spent are presented on the balance
sheets under current liabllities as deferred revenue. ‘ ‘
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VERIDIAN CONNECTIONS INC.

Notes to the Flnancial Statements (continued)
(In thousands of dollars)

Years endad December 31, 2017 and 2016

11.

12,

Deposits and developer obligations:

2017 2016
Advance payments - construction deposits $ 348 $§ 629
Customer deposits 5,503 5,799
Developer obligations 2,820 1,943
Deposlts and developer obligations $ 8,671 $ 8,371

Related party transactions:

The Company provides electricity and services to the Corporation's shareholders, the Town of
Ajax, the Municipality of Clarington, the City of Pickering and the City of Belleville (collectively,
the “shareholders"). "Electrical energy Is sold to the Corporation's shareholders at the same
prices and terms as other electricity customers consuming equivalent amounts of electricity.

The electricity and services amounts charged by the Company to the Corporation's
shareholders for the year ended December 31, 2017 was $9, 169 (2016 - $8,889).

As at December 31, 2017, accounts receivable includes $959 (2016 $716) due from the
Corporatlon's shareholders.

Flnance costs includes interest of $1,948 (2016 - $1,948) on the notes payable to the
Corporation's shareholders and $1,435 (2016 - $1,466) on the notes payable to the
Corporation.

The Company pald $408 (2016 - $439) In property taxes to the Corporation's shareholders.

The Company pald $2,131 (2016 - $2,010) in compensation to the Company's key
management personnel, comptising of the senior management team and membets of the
Board of Directors. The compensation includes salarles, performance pay, taxable benefits
and OMERS contributions.

The Company purchases or supplies administrative and'management services from and to the
Corporation, Charges for these services are recorded at exchange amounts established and
agreed to by the related parties.

The Company recovered $185 (2016 - $181) for administrative and management services
provided to the Corporation.
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VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
(In thousands of dollars)

Years ended Dacember 31, 2017 and 2016

12,

Related party transactions (continued):

The Company has $176 (2016 - $111) of current receivables related to services rendéred,
without interast or terms of repayment from the Corporation and $43 (2016 - $42) is owed to
the Corporation related to Interest accrued on the Corporation promissory notes.

The Company declared and paid a dividend of $5,007 (2016 - $4,649) to the Corporation.

The Company has renewable generation projects and holds interest in the following joint
operation:

Claremont Community Centre Solar:

The Company, Queen Street Solar Co-Operative Corporation and Solera Sustainable Energles
Company Limited entered into a joint operation agreement with an equity interest of 39%, 51%
and 10%, respectively, to bulld, own, operate and maintain a solar generation project at
Claremont Community Centre owned by the City of Pickering, located at 4941 Old Brock Road,
Pickering, Ontario L1V 7E2. This project Is approved under the Feed-in Tariff government
program.

In 2018, the Corporation financed the above project for an amount of $264 fora 15-year term at
an Interest rate of 5.00%. An amount of $96 (net of repayments and Intercompany funding) Is
included In the Company's long-term debt as at December 31, 2017 (note 13). The funding
provided by the Corporation was in the same proportion as the equity interest: VCI 39%, Queen
Street Solar Co-Operative Corporation 51% and Solera Sustainable Energies Company Limited
10%. ’
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VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
(In thousands of dollars)

Years ended December 31, 2017 and 2016

13. Long-term debt:

2017 2016

Notes payable to the Corporation, maturing on

December 9, 2024, at a rate 0f4.77% $ 15,000 $ 16,000
Notes payable to the Corporation, maturing on

December 17, 2039, at a rate equal to the

QEB-deemed long-term debt rate,

less 30-basis-points 16,400 16,100
Loan payable to the Corporation, maturing on
September 1, 2031, at a rate of 5.00% ' 26 101
Long-term debt from the Bank, maturing on
March 2, 2045 (note 9) 38,844 39,653
Long-term debt from the Bank, repayable no
later than December 28, 2019 (note 9) 25,000 25,000
94,340 05,854
Less current portion 1,545 1,514
$ 92,795 $ 94,340

Scheduled principal repayments for the next five years and thereafter as of December 31,

2017:
2018 $ 1,645
2019 26,577
2020 ‘ 1,610
2021 1,645
2022 1,680
Thereafter 61,283
94,340
Less current pottion ' ) 1,545
$ 92,795
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VERIDIAN CONNECTIONS INC.

Notes to the Financial Statements (continued)
(In thousands of dollars)

Years ended December 31, 2017 and 2016

13. Long-term debt (continued):

!
Scheduled principal repayments for the next flve years and thereafter as of December 31,

2016:
2017 $ 1,514
2018 . 1,645
2019 28,577
2020 1,610
2021 1,645
Thereaflter 62,963
05,854
Less current portion 1,514
$ 94,340

Scheduled interest payments for the next five years and thereafter as of December 31, 2017:

2018 $ 5,221
2019 : 5,158
2020 : 4,689
2021 4,624
2022 : 4,857
Thereafter 56,053

$ 80,302

Expected weighted average borrowing costs:

2018 . . | | - 3.79%

2019 ‘ ,» 3.78%
2020 3.48%
2021 . 4.28%
2022 4.28%
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VERIDIAN CONNECTIONS INC.

Notes to the Financial Statements (continued)
(In thousands of dollars)

Years ended December 31, 2017 and 2016

13. Long-term debt (continued):

Finance costs related to short-term and long-term debt comprises:

2017 2016

Interest on:
~Notes payable and loans $ 5304 $ 5,186
Customer deposits and other 50 67
) 5,354 5,253
. Less capltalized borrowing costs 309 313
$ 5045 8§ 4,040

14. Deferred contributions:

Deferred contributions are the capital contributions received from electricity customers, which
have not yet been recognized Into other income.

The continuity of deferred contributions is as follows:

2017 20186

Deferred contributions, beginning of year $ 18,683 $ 11,543
Contributions received 5,086 7,458
Contributions amortized as other income (458) (318)
Deferred contributions, end of year $ 23,311 $ 18,683

Customer confributions for the acquisition or construction of PP&E are considered to be
deferred contributions and amortized over the useful tives of the related assels as other
income. '
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VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
(In thousands of dollars)

Years ended December 31, 2017 and 2016

15.

Employee future benefits:

(a)

(b)

Penslons:
Durlng 2017, the Company made contributions totalling $2,200 (2016 - $2,187) to OMERS.
Post-retirament benefits other than penslons:

The Company pays certain benefits on behalf of its retired employees and recognizes
these post-retirement costs in the perlod in which the employees render the services.

information about the Company's non-contributory defined benefit plan to fund life
insurance, health and dental care benefits and a retiree HCSA, Is as follows:

2017 2016

Accrued benefit liability recognized, January 1 $ 2,771 $ 2616
Current service costs 78 74
Past service costs 80 -
Interest costs 106 100

Beneflt payments ‘ (119) (98)
Remeasurements recognized in other .

comprehensive income ‘ . (24) 77
Accrued benefit llabllity, December 31 $ 2,801 - § 27711

The amounts presented are based upon an actuarial valuation performed as at
December 31, 2017. The next valuation is expected to be performed for the year ending
December 31, 2020.

The maln actuarial assumptions employed for the valuations are as follows:

(i) General inflation:

Future general inflation levels, as measured by changes in the Consumer Price Index,
are assumed at 2.00% for future years.

(i) Interest (discount) rate:

Amounts were determined using an annual discount rate of 3.60% (2016 - 3.90%).
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VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
(In thousands of dollars)

Years ended December 31, 2017 and 2016

18,

16.

Employee future benefits (continued):
(lit) Salary levels:

Future general salary and wage levels were assumed to Increase at 3.20% (2016 -
3.60%) per annum,

(iv) Health and dental care:

The health and dental care cost increases are 6.20% and 4.50% (2016 - 6.31% and
4.60%), respectively.

(c) Risks assoclated with the plan:

Significant actuarial assumptions related to discount rates, future health and dental costs,
mortality rates, retirement age, and utllization rate of the HCSA etc. may affect the
valuation of expected accrued benefit liability.

Share capltal:
2017 . 2016
Number Number
of shares Amount of shares Amount
Authorized:
Unlimited common shares

lssued 15,000 § 69,302 15,000 $ 69,302
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VERIDIAN CONNECTIONS INC.

Notes to the Financial Statements (continued)
(In thousands of dollars)

Years ended December 31, 2017 and 2016

17. Dividends:
The Company's current dividend policy states:
“(a) abase annual dividend to the Corporation be set at $4,600 from 2012 to 2017,
(b) the base dividend would be increased or decreased depending upon:
(1) decreasefincrease in debt to capitalization ratio of 60%,
(li) netincome projected to be highe;rllower than budget; or
() capital expenditure projected to be lower/higher than budget.

(c) the Company's Board of Directors should determine annually if earnings from renewable
generation be used to supplement the base dividend.

During 2017, the Board of Directors of the Company declared and pald dividends totalling
$5,007 (2016 - $4,649) to the Corporation,

18. Contingencies and guarantees:
(a) Insurance claims:

The Company is a member of the Municipal Electric Assoclation Reclprocal Insurance
Exchange ("MEARIE"), which was created on January 1, 1987. A reciprocal insurance
exchange may be defined as a group of persons formed for the purpose of exchanging
reclprocal contracts of indemnity or Inter-insurance with each other. MEARIE provides
general liabllity insurance to member electric utilities. MEARIE also provides vehicle and
property insurance to the Company.

Insurance premiums charged to each member electric utility consist of a levy per $1 of
service revenue subject to a credit or surcharge based on each electric utliity’s claims
experience. The maximum coverage is $30,000 per occurrence for liability insurance,
$21,000 for vehicle insurance, and $119,736 for property insurance; plus $10,000 excess
coverage on top of the regular liability and vehicle coverage.
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VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
(In thousands of dollars)

Years ended December 31, 2017 and 2018

18.

19.

Contingencles and guarantees (continued):

(b) Contractual obligation - Hydro One Networks Inc.:

()

The Company is party to a connection and cost recovery agreement with Hydro One
related to the construction by Hydro One of a transformer station designated to meet the
Company's anticlpated electricity load growth. Constrution of the project was completed
during 2007 and the Company connected to the transformer station during 2008.

To the extent that the cost of the project Is not recoverable from future transformation
connectlon revenues, the Company Is obligated to pay a capital contribution equal to the
difference between these revenues and the construction costs allocated to the Company.
The construction costs allocated to the Company for the project are $9,975.

The Company has recorded a liability and a corresponding Intangible asset for $1,212 as at
December 31, 2017 (2016 - $1,212), based on management's best estimate of the future
transformation connection revenues shortfall. Hydro One is expected to perform a true-up
based on actual load at the end of the tenth and fifteenth anniversaries of the in-service
date.

General claims;

From time to time, the Company is involved in various lawsuits, claims and regulatory
proceedings In the normal course of business. in the opinlon of management, the outcome
of such matters will not have a materlal adverse effect on the Company's financial position
and results of operations or cash flows.

Lease commitments:

Future minimum lease payment obligations under operating leases are as follows:

2018 ' ' $ 41

2019 . 33
2020 32
2021 24
2022 2
Thereafter 58

$ 190
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VERIDIAN CONNECTIONS INC.

Notes to the Financial Statements (continued)
(In thousands of dollars)

Years ended December 31, 2017 and 2018

20, Other income (loss):

2017 2016

Late payment charges $ 413 $ 510
Customer charges (a) 1,102 1,843
Pole rentals 490 484
Disposal of PP&E (194) (362)
Forelgn exchange gain (loss) 3 (7)
Amortization of deferred contributions 458 318
Miscellaneous revenue 550 562
$ 2822 $ 3,348

(a) Includes reconnection/disconnection, collection and change of occupancy charges from
customers. .

21, Operating, malntenance and administration expenses:

Operating and .
maintenance : Administration .

2017 2016 ‘ 2017 ' 2016

Salaries and benefits $ 5586 $ 5819 $ 10,983 $ 11,221
External services 2977 2,778 3,055 2,787
Matetials and supplies 208 140 - -
Vehicle 6539 494 49 45
Other 324 397 4,495 4,026
$ 9,634 $ 9628 $ 18,682 $ 18,079
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VERIDIAN CONNECTIONS INC.

Notes to the Financial Statements (continued)
(In thousands of dollars)

Years ended December 31, 2017 and 2016

22, Statements of cash flows:

I
Changes In non-cash operating working capital provided by (used in) includes the following:

2017

2016

Accounts recelvable $ 14,350 $ (8,456)
Related parties (86) (46)
Materlals and supplies 11 (389)
Prepald expenses (78) (627)
Accounts payable and accrued liabilities (1,527) (64)
Advance payments - construction deposits (281) (216)
Deferred revenue (83) 27
Developer obligations 877 503

$ 13,203 $ (9,322)

Reconciliation between the amount presented on the statements of cash flows and total

additions to property, plant and equipment and intanglble assets:

2017 2016
Purchase of PP&E, cash basls $ 20748  $ 31,821
Net change in accruals related to PP&E - (1,483) 571
Total additions to PP&E $ 28,263 $ 32,392
Purchase of intangible assets, cash basis $ 1,625 $ 1,723
Net change in accruals related to intangible assets (187) 160
Total additions to intangible assets $ 1,438 $ 1,883
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VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
(In thousands of dollars)

Years ended December 31, 2017 and 2016

23,

Financlal instruments and risk management:

(a)

(b)

(©)

Market risk:

Matket risk refers primarily to risk of loss that results from changes Ih commodity prices,
forelgn exchange rates and Interest rates. The Company does not have commodity risk
due to the flow-through nature of energy purchases and costs. All varlances due to timing
of customer billing or regulated pricing are recorded in retail settlement variance accounts
and are recovered from or returned to customers in accordance with regulatory directives.
The forelgn exchange risk Is considered not material and is limited to U.S. dollar cash and
cash equivalents holdings of $204 (2016 - $132) as at Dacember 31, 2017.

Interest rate risk:

The Company enters into fixed Interest rate long-term debt agreements to minimize cash
flow and interest rate fluctuation exposure. In February 2015, a $40,999, 30-year fixed rate
term loan was arranged from the Bank to blend and extend a $30,000 loan and a $15,000
loan. The Company entered into interest rate swap derivative agreements with the Bank to
exchange Interest rate cash flows. Under these agreements, the Company and the Bank
have the periodic exchange of payments without exchanging the notional principal amount
on which the payments are based. This effectively provided the Company with fixed rate
loans, which reduces the Impact of fluctuating Interest rates on long-term debt. The
Company does not enter into any such financlal instrument for speculative purposes,

Credit risk:

Financial assets create credit risk that a counterparty will fall to discharge an obligation,
causing a financlal loss. The Company's distribution revenue is earned on a broad base of
customers, As a result, the Company did not earn a significant amount of revenue from
any Individual customer. As at December 31, 2017, there were no significant balances of
accounts receivable due from any single customer.

The Company manages counterpaﬁy credit risk through varlous technigues, including
limiting total exposure leveis with individual counterparties consistent with the Company's
policies and monitoring the financlal condition of counterparties.
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VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
(In thousands of dollars)

Years ended December 31, 2017 and 2016

23. Financial instruments and risk management (continued):

l
Management believes that the credit risk of accounts recelvable is limited due to the
following reasons:

() There Is a broad base of customers with no one customer that accounts for revenue ot
an accounts receivable balance in excess of 10% of the respective balancs.

(i) The Company, as permitted by the OEB's Retail Settlement and Distribution System
Code, may obtaln a security deposit or L/C from customers to mitigate risk of payment
default.

(lli) The percentage of accounts recelvable that Is outstanding more than 90 days is
approximately 0.92% (2016 - 1.36%) of the total net outstanding balance.

(iv) The Company Includes an amount of accounts recelvable write-offs within net income
for rate-setting purposes.

Pursuant to thelr respective terms, accounts recelvable are aged as follows as at

December 31:
2017 2016
Total accounts recelvable $ 53,138 $ 67,488
Less allowance for doubtful accounts 1,070 1,070
Total accounts recelvable, net ‘ $b 52,068 $ 66,418

Of which:

Unbllled revenue $ 29,880 $ 33,740
Outstanding 1 day but not more than 30 days 21,495 30,654
Outstanding 31 days but not more than 60 days 1,007 1,788
Outstanding 61 days but not more than 90 days 276 ’ 399
Outstanding 91 days but not more than 120 days: 209 439
Outstanding more than 120 days 272 468
: 53,138 67,488
Less allowance for doubtful accounts 1,070 1,070
$ 52,068 $ 66,418
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VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
(In thousands of dollars)

Years ended December 31, 2017 and 2016

23. Financial instruments and risk management (continued):
(d) Liquidity risk:

Liquidity risk is the risk that the Company will not be able to meet its financlal obligations as
they become due. Short-term liquidity Is provided through cash and cash equivalents on
hand and funds from operations. Short-term liquidity Is expected to be sufficlent to fund
normal operating requirements. The liquidity risks assoclated with financial commitments
are as follows:

Financlal commitments as of December 31, 2017:

Due between
Due within one and five Due past
one year ~__years five years
Financlal liabilities:
Accounts payable and :
accrued liabilities $ 41,314 $ - $ -
Short-term debt (note 9) 43,588 - -
Long-term debt 1,645 . 31,512 61,283
Lease commitments 41 91 58
Financlal commitments as of December 31, 2016:
Due between :
Due within one and five Due past
one year years five years
Financial llabllities:
Accounts payabls and ,
accrued liabilities ‘ - § 44308 $ - $ -
Short-term debt (note 9) 43,588 - -
Long-term debt . 1,614 31,376 62,964

Lease commitments 41 139 ' 60
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VERIDIAN CONNECTIONS INC.

Notes to the Financial Statements (continued)
(In thousands of dollars)

Years ended December 31, 2017 and 2016

23.

Financial instruments and risk management (continued):

(e) Fair values:

The Company included $1,992 of unrealized foss (2016 - $3,621) in its financial
statements. This is the fair value of the Interest rate swap derivative which represents the
amount that the Company would have pald to unwind its position as at December 31, 2017.
This unrealized loss Is not expected to affect cash as the Company intends to hold the
financial Iinstrument untll its maturity.

Fair value measurements recognized In the statements of comprehensive income are
categorized using a fair value hierarchy that reflects the significance of inputs used Iin
determining the fair values.

¢ Level 1 - unadjusted quoted prices in active markets for identical assets or liabilities;

* Level 2 - inputs other than quoted prices included in Leve! 1 that are observable for the
asset or liability, either directly or indirectly; and

s Level 3 - inputs for assets and liabllitles that are not based on observable market data.
The interest rate swap derivatives are all Level 2 as at Decerﬁber 31, 2017.

There were no transfers between levels during the year.

The carrying amounts of all financlal instruments, except the following: short-term debt with
a maturity date of November 1, 2039, and long-term debt; approximate falr values due to

the immediate or short-term maturity of these financlal instruments. The estimated fair
values of the loans payable, including related party loans, are as follows:

4 2017 2016
Falr value ' | $ 137,908 $ 145,530
Carrylng value (notes 9 and 13) - 137,928 139,442
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VERIDIAN CONNECTIONS INC.

Notes to the Financlal Statements (continued)
(In thousands of dollars)

Years ended December 31, 2017 and 2016

23. Financial Instruments and risk management (continued):
(f) Capital management:

The Company considers its capital structure to consist of shareholder's equity, short-term
debt, long-term debt, less cash and cash equivalents. The Company's capltal structure
was as follows:

2017 2016

Cash $ (9.363) $ (4,953)
Short-term debt 43,588 43,588
Long-term debt 94,340 95,854
‘ 137,928 139,442
Share capital " 69,302 69,302
Retained earnings 41,122 35,087
Contributed capltal 23 23
Accumulated other comprehensive loss (316) (340)
110,131 104,072
Total capital ~$ 238,606 § 238,561

24, Comparative information:

Certain comparative information has been reclassified to conform with the financlal statement
presentation adopted in the current year,
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KPMG LLP

Commerce Place

21 King Street West, Suite 700
Hamiliton Ontario L8P 4W7
Canada ,

Telephone (905) 623-8200

Fax (905) 523-2222

INDEPENDENT AUDITORS’ REPORT

To the Shareholder of Whitby Hydro Eledtric Corporation

We have audited the accompanying financlal statements of Whitby Hydro Electric
Corporation ("the Entity"), which comprise the statement of financial position as
at December 31, 2016, the statements of comprehensive income, ¢hanges in
equity and cash flows for the. year. then, 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 etror,

Auditors’ Responsibility

Our responsibllity 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 financlal statements. The procedures selected
depend on our judgment, including the assessment of the risks of material
misstatement of the financlal statements, whether due to fraud or error. In making
those risk assessments, we consider Interhal control relevant. to the Entity's
preparation and fair presentation of the financlal statemants 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
contral. An audlt 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 belleve that the audit evidence we have obtained in our audit is sufficlent
and appropriate to provide a basls for our audit opinion,

Opinion
In our opinion, the financial statements present fairly, in all material respeots, the
financial position of Whitby Hydro Electric Corporation as at December 31, 2016,

and its financial performance and its cash flows for the year then ended In
accordance with International Financlal Reporting Standards.

/J/AP
%/ﬂ/,,_

Chattered Professional Accountants, Licensed Public Accountants

April 8, 2017
Hamilton, Canada



WHITBY HYDRO ELECTRIC CORPORATION

~ Statement of Financial Position

December 31, 2016
(in thousands of dollars)

the '

2016 2016
Assets
Current assets
Cash and cash equivalents 5 $ 736 $ 3,072
Accounts receivable 6 10,707 7,971
Due from related pariles 20 411 343
Unbilled revenue 13,173 12,908
Materials and supplies 7 1,143 1,083
Prepald expenses 79 88
Total current assets 28,248 265,465
Non-current assets ‘
Property, plant and equipment 8 90,601 84,288
Intangible assets 9 458 543
Deferred tax assets 10 400 733
Total non-current-assets - R 91,459 - -~ 85,664"
Total assets 117,707 111,029
Regulatory batances 11 4,348 6,201
Total assets and regrulatory_ balances $ 122,055 $ 117,230




Note 2016 2015

Liabilities
Current liabilities
Accounts payable and accrued liabllites 12 $ 14,323 $§ 12,717
Income taxes payable 248 470
Due to related parties 20 5,544 3433
Long-term debt due within one year 13 400 400
Customer deposits 2,007 1,618
Total current liabilities 22,522 18,638
Non-current liabllitles
Customer deposits 219 141
Long-term debt 13 31,938 32,338
Deferred revenue , 13,662 11,643
Total non-gurrent fiabllitles 45,809 ' 44,022
Total liabllities _ 68,331 62,661
Equity
Share capital 14 29,494 29,494
Retained earnings : ) 19,162 18,199
Total equity 48,656 47,693
Total liabilities and equity 116,987 110,354
Regulatory balances 11 . 5,068 6,876
| Total llabliitles, equity and regulatory balances 122055 _$ 117,230

See accompanying notes to the financial statements.

Director




WHITBY HYDRO ELECTRIC CORPORATION

Statement of Comprehensive Income

Year ended December 31, 2016, with comparative information for 2015
{In thousands of dollars)

Note 2016 2015
Revenue
Distribution revenue $ 19,845 $ 21,961
Other 15 1,896 2,038
21,740 123,989
Sale of energy 119,091 105,607
Total revenue ' 1‘40,'831 129,696
Operating expenses
Operations and maintenance 6,600 5,463
Administration expense 6,974 6,276
Depreciation and amortization 4,677 4,442
16 17,151 16,181
Cost of power purchased - 116,492 105,367
Total expenses © 133,643 121,548
Income from operating activites = - - - . - 7,188 - - 8,048 -
Finance income 17 - (3)
Finance costs 17 2,188 2,169
Income befors income taxes 5,000 5,892
Income tax expense i 10 o 1,316 1,248
Net income for the year 3,684 4,644
Net movement In regulatory balances, net of tax 11
Net movement in regulatory balances (377). (1,191)
Income tax on het movement in regulatory balances ' 333 287

(44) (904)

Net income for the year and net movemen( in regulatory
balances, which is comprehensive Income $ 3,640 $ 3,740

See accompanying notes to the financlal statements.



WHITBY HYDRO ELEGTRIC CORPORATION

Statement of Changes in Equity

Year ended December 31, 2016, with comparative information for 2016

(in thousands of dollars)

Accumulated
other
comprehensive
Share Retained Income
capital earnings (loss) Total
Balance at January 1, 2016 $ 29494 $ 18199 $ - $ 47,693
Net income and net movement . o
in regulatory balances ' - 3,640 - 3,640
Dividends - (2,677) - (2,677)
Balance at December 31, 2016 $ 20494 § 19462 § - § 48,666
Balance at January 1, 2015 $ 20494 $ 16979 § - $ 46473
Net income and net movement
in regulatory balances - 3,740 - 3,740
Dividends - , o (2,520) . - (2,520)
Balance at December 31, 2015 $ 20494 $ 18199 § - 3 47893

See accompanying notes to the financlal statements,



WHITBY HYDRO ELECTRIC CORPORATION

Statement of Cash Flows

Year erided December 31, 2016, with comparative Information for 2015
(in thousands of dollars)

2016 2016
Operating actlvities
Net income and net movement in regulatory balances $ 3,640 $ 3,740
Adjustments for;
Depreciation and amortization 4,877 4,442
Amortization of deferred revenue (849) (946)
Losses on disposai of property, plant and equipment 86 193
Net finance costs 2,188 2,166
income tax expense 1,316 1,248
Contributions received from customers 2,962 8,890
Change in non-cash operating working capital:
Accounts receivable (2,736) 2)
Due to/from related parties 2,043 (1,513)
Unbilled revenue (265) (909)
Materlals and supplies (60) (83)
Prepaid expenses , A 9 L2
Accounts payable and actrued liabllities ™ 1,606 536
Customer deposits 466 35
15,083 17,790
Net change in regulatory balances A4 904
Income tax paid ‘ (1,275) (489)
Income tax received - 69 637
Interest paid (2,190) (2,159)
Interest received 3
Net cash from Operatlhg activities 11,731 16,686
Investing activities
Purchase of property, plant and equipment (10,926) (15,261)
Purchase of intangible assets . (85) . _(142)
Net.cash used by investing activities - (10,891) (15,383)
Financing activities
Dividends paid (2877) (2,620)
Repayment of long-term debt (400) ‘ (400)
Net cash used by financing activitles (3,077) (2,520)
Change in cash and cash equivalents (2,337 (1,627)
Cash and cash equivalents, beginning of year 3,072 4,699
Cash and cash equlvalents, end of year $ 735§ 3,072

See accompanying notes to the financial statements.



WHITBY HYDRO ELECTRIC CORPORATION

Notes to Financial Statements (continued)
Year ended December 31, 2016
(in thousands of dollars)

1. Reporting entity

Whitby Hydro Electric Corporation (the “Corporation®) is a rate regulated, municipally owned hydro
distribution company incorporated under the laws of Ontario, Canada, The Corporation is located
In the Town of Whitby of the Region of Durham. The address of the Corporation’s registered office
Is 100 Taunton Rd, East, Whitby Hydro, Ontario.

The Corporation delivers electricity and related energy services to residential and commercial
customers In Whitby. The Corporation is wholly owned by Whitby Hydro Energy Corporation and
the ultimate parent company Is the Corporation on the Town of Whitby,

The financial statements are for the Corporation as at and for the year ended December 31, 2016.

2. Basls of presentation
(a)- Statement of compliance

The Corporation's financial statements have been prepared in accordance with International
Financlal Reporting Standards (“IFRS").

The financial statements were approved by the Board of Directors on April 8, 2017.
(b) Basls of measurement

These financial statements have been prepared on the historical cost basis, unless otherwise
stated.

(¢) Functional and presentation currency

These financial statements are presented in Canadian doliars. which lg the Corporation's
functional currency. All financial information presented in Canadlan dollars has been rounded
to the nearest thousand,

(d) Use of estimates and judgments
(1} Assumptions and estimation uncertainty

The preparation of financlal statements in conformity with IFRS requires management to
make Judgments, estimates and assumptions that affect the application of accounting policles
and the reported amounts of assets, llabilities, income and expensés and disclosure of
contingent assets and liabllities. Actual results may differ from those estimates,

Estimates and underlying assumptions are reviewed on an ongoing basis. Revlsions to
accounting estimates are récognized In the year in which the estimates are revised and in
-any future years affected. '



WHITBY HYDRO ELECTRIC CORPORATION

Notes to Financial Statements (continued)
Year ended December 31, 2016
(In thousands of dollars)

2. Basls of presentation (continued)

(d)

(e)

Use of estimates and judgments (continued)
(i) Assumptions and estimation uncertainty (continued)

Information about assumptions and estimation- uncertainties that have a significant risk of
resufting in material adjustment is included in the following notes:

() Note 3(b) — measurement of unbilled revenue

(i) Notes 8, 9, — sstimation of useful lives of its property, plant and equipment and
intangible assets

(liy Note 11— recognition and measurement of regulatory balances

(iv) Note 18 — recognition and measurement of provisions and contingencies

(li) Judgments

Information abodt judgments méde Kiri'applyln’é ’accou‘nting joolicles that have the most
significant effects on the amounts recognized in the financial statements is included in the
following notes:

(i) Note 19 — leases: whether an arrangement contains a lease
Rate regulation

The Corporation Is regulated by the Ontario Energy Board (“OEB"), under the-authority granted
by the Ontario Energy Board Act, 1998, Among other things, the OEB has the power and
responsibility to approve or set rates for the transmisslon and distribution of electricity, providing
continued rate pratection for electricity consumers in Ontario, and ensuring that transmission
and 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 businesses, and:filing and
process requirements for rate setting purposes. ’

The Corporation is required to bill certain customers for the debt retirement charge set by the
province, The Corporation may file to recover uncollected debt retirement charges from Ontatio
Electricity Financial Corporation (“OEFC") once each year.



- WHITBY HYDRO ELECTRIC CORPORATION

Notes to Financial Statements (continued)
Year ended December 31, 2016
(in thousands of dollars)

2, Basls of presentation (continued)
(e) Rate regulation (continued)
Rgte setting
() Distribution revenue !

For the distribution revenue, the Corporation files a “Cost of Service” (*COS®) rate
application with the OEB approximately every five years. The COS filing timeline may be
extended If the Corporation is able to malntain good reliability and operations under the
existing approved rate structure, and has sither recelved approval by the OEB for such a
deferral or has elected to follow the Annual Incentive Rate Setting Index ("Annual IR Index”)
approach. The COS rates are determined through a review of the forecasted annual amount
of operating and capital expenditures, debt and shareholder's equity required to support the
- Corporation's-business. - The- Gorporation estimates- electricity usage and:the 'costs to
service each customer class to determine the appropriate rates to be charged to each
customer class, The COS application Is reviewed by the OEB and interveners and rates
are approved based upon this review, including any revisions resulting from that review.

In the intervening years an Incentive Rate Mechanism ("IRM") or an Annual IR Index
application Is filed. Both of these annual applications result in a formulaic adjustment to
distribution rates that were set under the last COS application. The previous year's rates
are adjusted for the annual change in the Gross Domastic Product Implicit Price Inflator for
Final Domestic Demand ("GDP IPI-FDD") net of a productivity-factor and a "stretch factor’
determined by the relative efficiency of an electricity distributor. The only difference in the
rate calculations under each type of annual application Is the “stretch factor” applied. An
annual IR Index is applicable if an LDC anticipates a cost of service deferral for multiple
years.

As a licensed distributor, the Corporation is responsible for billing customers for electricity
generated by third partles 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 last filed a COS application in January 2010 for rates effective May 1, 2010.
The Corporation has filed an Annual IR Index application annually since 2011, The GDP
IPI-FDD for 2016 Is 2.10%, the Corporation’s productivity factor is (0.0) % and the stretch
factor is 0.3%, resulting In a net adjustment of 1.8% to the previous year's rates.



' WHITBY HYDRO ELECTRIC CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2016
(In thousands of dollars)

2. Basls of presentation (continued)

()

Rate regulation (continued)
Rate setting
(if) Electricity rates !

The OEB sets electricity prices for low-volume consumers twice each year based on an
estimate of how much it will cost to supply the province with electricity for the next year, All
remalning consumers pay the market price for eléctricity. The Corporation is billed for the
cost of the electricity that its customers use and passes this cost on to the customer at cost
without a mark-up.

The OEB issued a new distribution rate design for residential electricity customers: which

will be phased in over a four year perlod commencing January 2016. Under this new w policy, A

electrlclty distributors will structure residential rates so that all of the distribution charge will
be collected through a fully fixed monthly charge instead of the current fixed and variable
charge,

3. Significant accounting policies

The accounting policies set out below have been applied consistently in all years presented in these
financial statements:

()

(b)

Financial instruments

Al financlal assets are classified as loans and receivables and all financial liabilities are
classifled 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 affective interest method less any itpairment for the financial assets as described in
note 3(f). The Corporation does not enter into derivative instruments.

Hedge accounting has not been used in the preparation of these financial statements,

Cash equivalents include short-term investments with maturities of three months or less when
purchased.

Revenue recognition
Sale and distribution of electricity

Revenue from the sale and distribution of electricity is recognized as the electricity Is delivered
to customers on the basis of cyclical meter readings and estimated customer usage since the
last meter reading date to the end of the year. Revenue includes the cost of electricity supplied,
distribution, and any other regulatory charges. The related cost of power is recorded on the
basis of power used.

For customer billings related to electricity generated by third parties and the related costs of
providing slectricity service, such as transmission services and other services provided by third
parties, the Corporation has determined that it is acting as & principal for these electricity
charges and, therefore, has presented electricity revenue on a gross basis.



-WHITBY HYDRO ELECTRIC CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2016
(In thousands of dollars)

3. Significant accounting policles (continued)’

(b)

()

(d)

Revenue recognition (continued)
Sale and distribution of electricity (continued)

Customer billings for debt retirement charges are recorded on a net basis as the Corporatidn is
acting as an agent for this billing stream.

Other revenue

Revenue earned from the provision of sérvices is recognized as the service is rendered or
contract milestones are achieved. Amounts recelved in advance of these milestones are
presented as deferred revenue,

Certain customers and developers are required to contribute towards the capital cost of
construction of distribution assets in order to provide ongoing service. Cash-contributions are -
recorded as deferred revenue. When an asset other than cash is received as a capital
contributlon, the asset s initially recognized at its fair value, with a corresponding amount
recoghized as deferred revenue. The deferred revenue, which represents.the Corporation's
obligation to continue to provide the customers access to the supply of electricity, Is amortized
to income on a straight-line basis over the useful life of the related asset.

Government grants and the related performance incentive payments under CDM programs are
recognized as revenue in the year when there is reasonableé assurance that the program
conditions have been satisfled and the payment will be received.

Materials and supplies

Materlals and supplies, the majority of which are consumed by the Corporation in the provision
of its services, are valued at the lower of cost and net realizable value, with cost being
determined on a weighted average cost basis, and includes expenditures incurred In acquiring
the materials and supplies and other costs ingurred In bringing them to thelr exlstihg\ldcatlon
and condition.

Net realizable value is the estimated selling price in the ordinary course of business, less
estimated selling expenses,

Property, plant and equipmeant

ltems of property, plant and equipment (“PP&E") used in rate-regulated activities and acquired
prior to January 1, 2014 are measured at deemed cost established on the transition date, less
accumulated depreciation, All 6ther items of PP&E are measured at cost, or, where the item is
contributed by customers, its falr value, less accumulated depreciation.

Cost includes expenditures that are directly attributable to the acquisition of the asset. The cost
of self-consfructed assets includes contracted services, materlals and transportation costs,
direct labour, overhead costs, horrowing costs and any other costs directly attributable to
bringing the asset to a working condition for its intended use,

10



WHITBY HYDRO ELECTRIC CORPORATION

Notes to Financlal Statements (continued)

Year ended December 31, 2016
(In thousands of dollars)

3. Significant accounting policies (continued)
(d) Praoperty, plant and equipment (continued)

Borrowling costs on qualifying assets are capitalized as part of the cost of the asset based upon
the welghted average cost of debt incurred on the Corporation’s borrowings. Qualifying assets
are considered to be those that take in excess of 12 months to construct,

Whien parts of an item of PP&E have different useful lives, they are accounted for as separate
items (major components) of PP&E.

When items of PP&E are retired or otherwise disposed of, a gain or loss on disposal is
" determined by comparing the proceeds from disposal, if any, with the carrying amount of the
item and Is included in profit or loss.

Major sparé parts and standby equipment ate recognized as items of PP&E.

The cost of replacing a part of an item of PP&E is racognized in the net book value 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. In this event, the replaced part of PP&E is
written off, and the related galn or loss Is Included in profit or loss. The costs of the day-to-day
servicing of PP&E are recognized in profit or loss as incurred.

The need to estimate the decommissioning costs at the end of the useful lives of certain assets
is reviewed periodically. The Corporation has concluded it does not have any legal or
constructive obligation to ramove PP&E.

Depreciation is calculated to write off the cost of items of PP&E using the straight-line method
over their estimated useful lives, and is generally recognized in profit or loss. Depreciation
methods, useful lives, and residual values are reviewed at each reporting date and adjusted
prospectively if appropriate. Lard is not depreclated. Construction-in-progress assets are not
depreclated until the project is complete and the asset Is avallable for use.

The estimated useful lives are as follows:

Bulldings & fixtures ' 10-50 years
* Distribution lines 25-60 years
Distribution transformers 40 years
Distribution meters - 30 years
Smart meters » v 12 years
Electricity generation equipment 20 years
General office equipment A : 10 years
Computer equipment 3-5 years

Major tools ) 10 years

11



WHITBY HYDRO ELECTRIC CORPORATION

Notes to Financlal Statements (continued)
Year ended December 31, 2016
(in thousands of dollars)

3, Significant accounting policies {continued)
(e} Intangible assets

Intangible assets used in rate-regulated activities and acquired prior to January 1, 2014 are
measured at desmed cost established. on.the transition date, less accumulated amortization.
All other intangible assets are measured at cost,

Computer software that is acquired or developed by the Corporation after January 1, 2014,
including software that is not integral to the functionality of equipment purchased which has
finite useful lives, is measured at cost less accumulated amortization.

Payments to obtaln rights to access land ("land rights") are classified as intangible assets.
These include payments made for easements, right of access and right of use over land for
which the Corporation does not hold title. Land rights are measured at cost less acoumulated
amortization. A o
Amortization Is recognized In profit or loss on a straight-line basis over the estimated useful
lives of intanglble assets, from the date that they are available for use. Amortization
methods and useful lives of all intangible assets are reviewed at each reporting date and
adjusted prospectively if appropriate. The estimated useful lives are;

) o Ussful life
Computer software 5 years

Land rights Indefinite

() Impairment v
() Financial assets measured at amortized cost

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 is calculated as the difference between an asset's carrying amount-and
the present value of the estimated future cash flows discounted at the original effective
interest rate. Interest on the impalred assets continues to be recognized through the
unwinding of the discount, Losses are recognized in profit or loss. An impairment loss is
reversed through profit or loss if the reversal can be related objectively to an event occurring
after the impalrment loss was recognized.

12



- WHITBY HYDRO ELECTRIC CORPORATION

Notes to Financial Statements (continued)
Year ended December 31, 2016
(In thousands of dollars)

3. Signlificant aceounting policles {continued)

("

Impalrment (continued)
(i) Non-financlal assets

The carrying amounts of the Corporation's non-financlal assets, other than tmaterials and
supplies and deferred tax 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 s estimated.

For the purpose of impairment testing, assets are grouped together into the smallest group
of assets that generates cash inflows from continuing use that are largely independent of
the cash inflows of other assets or groups of assets (the "cash-generating unit" or “CGU").
The recoverable amount of an asset or CGU s the greater of its value in use and its fair
value less-coststo sell. In assessing value in use, the estimated-future-cash flows are
discounted to their present value using a pre-tax discount rate that refiscts current market
assessments of the time value of money and the risks specific to the asset.

An impairment loss Is recognized If the carrying amount of an asset or its CGU exceeds its
estimated recoverable amount, Impalrment losses are recognized in profit ot loss.

For other assets, 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.

(g) Customer deposits

(h)

Customer deposits represent cash deposits from electricity distnbutlon customers and retailers
to guarantee the payment of energy bills. - Interest is paid on customer deposits,

Deposlts are refundable to customers who demonhstrate an acceptable level of credit risk as
determined by the Corporation In accordance with policies set out by the OEB or upon
termination of thelr electricity distribution service,

Provisions

- A provislon 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 1t 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. '

13



- WHITBY HYDRO ELECTRIC CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2016
(In thousands of dollars)

3. Significant accounting policies (continued)

()

0

Regulatory balances

Regulatory asset balances represent costs ihcurred In excess of amounts billed to the customer
at OEB approved rates. Regulatory liability balances represent amounts billed to the customer
at OEB approved rates in excess of costs incurred by the Corporation,

Regulatory asset balances are recognized If it Is probable that future billings In an amount at
least equal to the deferred cost will result from inclusion of that cost In allowable costs. for rate-
making purposes, The offsetting amount is recognized in net movement in regulatory balances
In profit or loss or OCI. When the customer Is billed at rates approved by the OEB for the
recovery of the deferred costs, the customer billings are recognized in revenue, The regulatory
debit balance Is reduced by the amount of these customer billings with the offset to net
movement in regulatory balances in profit or loss or OCI.

The probabllity of recovery of the regulatory asset balances is assassed annually based upan
the likelihood that the OEB will approve the change in rates to recover the balance. The
assessment of Jikelihood of recovery is based upon previous decisions made by the OEB for
similar circumstances, policies or guidelines issued by the OEB, etc. Any resulting impairment
loss Is recognized in profit or loss in the year incurred.

When the Corporation is required to refund amounts to ratepayets In the future, the Corporation .
recognizes a regulatory liability balance. The offsetting amount is recognized in net movement
in regulatory balances in profit or loss or OCl. The amounts returned to the customers are
recognized as a reduction of revenue. The llability balance Is reduced by the amount of these
customet repayments with the offset to net movement in regulatory balances in profit or loss or
OCl.

Leased assets

Leases, where the terms cause the Corporation to assume substantially all the risks and rewards
of ownership, are classified as finance leases. Upon initlal 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 accordancs 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 profit or loss on a straight-line basis over the term of the leage,

14



-WHITBY HYDRO ELECTRIC CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2016
(In thousands of dollars)

3. Significant accounting policies (continued)

(k) Finance income and finance costs

0

Finance income Is racagnized as it acerues in profit or loss, using the effective interest method.
Finance income comprises interest earned on cash and cash equivalents, /

Finance costs comprise interest expense on borrowings. Finance costs are recognized in profit
or loss unless they are capitalized as part of the cost of qualifying assets,

Income taxes

The Income tax expense comprises current and deferred tax. Income tax expense Is recognized
in profit or loss except to the extent that it relates to items recognized directly in equity, in which
case, it is recognized in equity.

The-Corporation Is currently exempt from taxes ‘under the Income Tax Act (Canada) and the
Ontarlo Corporations Tax Act (collectively the “Tax Acts”). Under the Electricity Act, 1998, the
Corporation makes payments in lieu of corporate taxes to the Ontarlo Electricity Financlal
Corporation (“OEFC"). These payments are calculated in accordance with the rules for
computing taxable income and taxable capital and other relevant amounts contained in the Tax
Acts as modified by the Electricity Act, 1998, and related regulations. Prior fo October 1, 2001,
the Corporation was not subject to income or capital taxes. Payments in lieu of taxes are
referred to as Income taxes.

Current tax comprises the expected tax payable or recelvable on the taxable income or loss 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.

(m) Income taxes

Deferred tax Is recognized in raspect of temporary differences between the tax basis of assets
and liabllities and their carrying amounts for accounting purposes. Deferred tax assets are
recognized for unused tax losses, unused tax credits and deductible temporary differences to
the extent that it is probable that future taxable profits will be avallable against which they can
be used. Deferred tax is measured at the tax rates that are expected to be applied to temporary
differences when they reverse, using tax rates enacted or substantively enacted, at the reporting
date.

15



- WHITBY HYDRO ELECTRIC CORPORATION

Notes to Financial Statements (continued)
Year ended December 31, 2016
(In thousands of dollars)

4. Future changes in accounting policy and disclosures

The Corporation is evaluating the adoption of the following new and revised standards along with
any subsequent amendments,

Revenue Recognition /

The IASB has Issued IFRS 15, Revenue from Contracts with Customers ("IFRS 15"). IFRS 15
replacés IAS 11 Construction Contracts, 1AS 18 Revenue and various interpretations and
establishes principles regarding the nature, amount, timing and uncertainty of revenue arlsing 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 beginnihg on or after
January 1, 2018, The Corporation Is assessing the impact of IFRS 15 on its results of operations,
financial position.and disclosures, - . -~ ... . . - S e

Financial Instruments

In July 2014, the IASB issued a new standard, IFRS 9 Financlal Instruments, which will replace [AS
39 Financlal Instruments: Recognition and Measurement. IFRS 8 is effective for periods beginning
on or after January 1, 2018 and must be applied retrospectively, The Corporation is assessing the
impact of IFRS 8 on its results of opsrations, financial position, and disclosures,

Leases

In January 2016, the IASB issued IFRS 16 to establish principles for the recognition, measurement,
presentation and disclosures of leases, with the objective of ensuring that lessees and lessors
provide relevant information that faithfully represents those transactions, IFRS 16 replaces I1AS17
and It Is effective for annual periods beginning on or after January 1, 2019. The Corporation is
assessing the impact of IFRS 16 on its results of operations, financial position and disclosures.

5. Cash and cash equivalents

2016 2015
Bank balances $ 735 $ 3,072
Cash and cash equivalents $ 735§ 3072

16



WHITBY HYDRO ELEC']"R!C CORPORATION

Notes to Financial Statements (continued)
Year ended December 31, 2016
{In thousands of dollars)

6. Accounts receivable

2016 . 2015

Trade recelvables $ 9,632 $ 7,601
Other trade receivables - WHESC - 12

. Other trade recelvables 414 571
Billable work ‘ , ‘ 1.095 415
11,141 8,499

Less allowance for doubtful accounts (434) (628)

$ 10,707 $ 7971

7. WMaterials and supplies

No amounts writtsn down due to obsolescence In 2018 (2015 - $6).

8. Property, plant and equipment

Landand  Distribution Other fixed Construction

bulldings  equipment _assels  -In-progress Total
Cost or deemed cost
Balance al January 1, 2016 $ 15077 $ 73313 § 2526 § 1,234 § 92,150
Additions 282 8,451° 285 228 10,926
Transférs - 1,088 - (1,088) -
Disposals/retiraments - (495) N - {496)
Balance at December 31, 2018 $ 16,039 $ 839368 § 2611 § 374 $ 102,580
Balance at January 1, 2018 $ 16100 $ 68408 $ 2006 $ 1,883 $ 77274
Additions 72 13,683 431 1,085 16,251
Transfers - 1.414 - (1.414) -
Disposals/retirements (96) (280) - - (375)
Balance at December 31, 2015 $ 16077 $ 73313 $ 2528 $ 1,234 § 92,150
Accumulated depreciation
Balance al January 1, 2016 $ (763) $ (6495) S (604) $ - § (1.862)
Depreciation (446) (3,765) (316) - (4:527)
Disposalsiretirerments - 410 - - 410
Balance at December 31, 2016 $ (1,208) ¢ (9,860) § (920) § - § (11,879)
Balance at January 1, 2016 , § (38 $ @112 $ (276) $ - § (3,768)
Depreciation - , {435) (3,524) (329) - {4,288)
Disposalsfrelirements _ 40 . 14 - - 181 :
Balance a{ Decamber 31, 2016 $ (783) $ (8495 $ (604) $ - $ (7.862)
Carnrying amounts )
At December 31, 2016 § 14830 § 73508 § 18901 § 374 $ 90,601

At Dacomber 31, 2015 $ 14314 3 68818 $ 1,822 § 1,234 $ 84288

During the year, no borrowing costs were capitalized as part of the cost. of property, plant and
equipment (2015 — $nil). :
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- WHITBY HYDRO ELECTRIC CORPORATION

Notes to Financial Statements (continued)
Year ended Dacember 31, 2016
{in thousands of dollars)

9. Intangible assets

Computer Land
software rights Total
Cost or deemed cost '
Balance at January 1, 2016 $ 949 $ 11 $ 960
Additlons (disposals) 76 (11) 65
Balance at December 31, 2018 $ 1025 § - $ 1,025
Balance at January 1, 2015 $ 807 $ 11 $ 818
Additions 142 - 142
Balance at December 31, 2015 $ 949 $ 11 $ ‘960
Accumulated-amortization : R - e
Balance at January 1, 2018 $ 418) % - $ (418)
Amortization (149) . (149)
Balance at December 31, 2016 $ 667) $ - $ (867)
Balance at January 1, 2016 $ (264) $ - $ (264)
Amortization (153) - (153)
Balance at December 31, 2015 $ @i 8 - $ (417)
Carrying amounts
At December 31, 2016 $ 458 $ - $ 458
At December 31, 2015 $ 532 $ 11 $ 543
10. Income tax axpense
Current tax expense
' 3016 3015
Current year $ 908 $ 960
Adjustment for prior years 76 -
$ 983 . § o080
Deferred tax expense
. 2016 } 2015
Origination and reversal of temporary differénces $ 332 - § 288
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- WHITBY HYDRO ELECTRIC CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2016
(in thousands of dollars)

10. Income tax expense (continued)

Reconciliation of effective tax rate

2016 2015
n
Incoms before taxes $ 5000 $ 58092
Canada and Ontarjo statutory income tax rates 26.5% 26.5%
Expected tax provision on income at statutory rates 1,325 1,662
Increase (decrease) in income taxes resulting from:
Permanent differences 2 3
Tax on regulatory timing differences (i1 (317)
Income tax expense n ST 8 43180 - 8 1,248
Significant components of the Corporation's deferred tax balances
2016 2015
Deferrad tax assets (liabilities).
Property, plant and equipment $ 61 $ 383
Cumulative eligible capital 130 123
Other reserves (108) (17)
Timing differences on regulatory assets and liabilities 317 244
5 400 5 733
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WHITBY HYDRO ELECTRIC CORPORATION

Notes to Financlal Statements (continued)

Year ended December 31, 2016
(in lhousands of dollars)

11. Regulatory balances

Remalning

recovery/

January 1, , Recovery/ Dscember 31, reversal

Reyulatory deferral account debit balances 2016 Addltlons reversal 2016 years

7

Deferred meter cosls $ 980 § (103)$ R 877 2

Group 1 defarred accounts 3,681 501 (2,537): 1,645 2

Retall services varjances 628 71 - 507 2

Other regulatory assets 761 327 - 1,078 2

Regulatory recovery account - (40) 47 7 .2

Future Income lax 263 144 (263) 144 NIA
$ 6.201 $ 900 §  (2.762) $ 4,348

January 3, Recovery/ Decermber 31, Remalning

Regqulatory deforral account debit balances 2016 Additlons reversal .. 2016 years

Deferred meter costs $ 1,090 $ (110) $ - § 980 3

Group 1 deferred accounts 2,837 844 - 3,681 3

Retail services variances 455 71 - 526 3

Other regulatory assets 619 232 - 751 3

Fulure income tax 271 263 (271) 263 NIA
. $ 65172% 1,300 . (271) § 8,201

] ] 7January 1, Recovery/ December 31, Remalning

Regulatory deferral account cradit balances 2016 Additions revergal 2016 years

Group1 daferred accounts $ 24488 1,217 $ (382 $. 3,282 2

Regulatory recovery account 215 - (215) - 0

Other regutatory Habllitles 3,218 14 (1,991) 1,241 1

Future Income {axes £97 548 - (897) 545 NiA
§ 68768 17769 (3685 § 5068

January 1, Recovery/ December 31, Remalning

Regulatory deferral account credit balances 2015 Additions reversal 2016 years

Group 1 deferred accounts $ 708 § 1,738 $ . 2,448 3

Regulatory recovery account 925 - (710) 215 1

Other regulatory Habllities 2,018 1,201 - 3,218 2

Future Income taxes' 1,292 997 (1,202 . 087 N/A
$  4943% 3936 §  (2000) § 6,876
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WHITBY HYDRO ELECTRIC CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2016
(In thousands of dollara)

11. Regulatory balances (continued)

The regulatory balances are recovered or settled through rates approved by the OEB which are
determined using estimates of future consumption of electricity by the Corporation’s customers.
Future consumption is impacted by various factors including the economy arid weather. The
Corporation has received approval from the OEB to establish its regulatory balances, !

Deferred meter costs arose as a result of the Ontarlo Governments' initiative - the Provincial Smart
Meter Program. The current deferred balance represents the residual net book value of stranded
meters, The Corporation is required to address the balance during its next COS rate application but
may request the OEB consider them as part of a stand-alone application,

Group 1 deferral accounts represent retail setllement variances between purchase costs and
armounts bllled to customers. Settlement to clear these amounts is done through an application to
the OEB is done on an annual basis when the audited balances.exceed an OEB standard-threshold . ..
test. The Corporation recelved approval from the OEB to recover an amount of $1,890 effective
January 1, 2018, At the beginning of 2018, the Corporation moved the approved account balance
to the regulatory recovery account for recovery over the one year period ending December 31, 2016,

The retailer service varlance captures the difference between revenue collected and the associated
costs to support retailer activities and transactions, These balances are settled as part of the COS
rate process or may be considered in a stand-alone application.

Other regulatory assets Include the lost revenue adjustment variance of $828, This account
captures the difference between the results of actual verified impacts of authorized CDM program
activities and the fevel of CDM program activities included in the Corporation's 2011 load forecast.
incremental costs Incurred to prepare and complete the transition to IFRS accounting represent
$205, while the remaining amount Is primarily related to an OEB assessment cost variance. These
balances must be settled during a COS rate application process but lost revenue may also be seftled
as part of the annual rate setting process,

The OEB requires the Corporation to estimate its income taxes when it files a COS application to
set its rates. As a result, the Corporation has recognized a regulatory deferral account for the
amount of deferred taxes that will ultimately be recovered from/paid back to'its customers. This
balance will fluctuate-as the Corporation’s deferred tax balance fluctuates.

The regulatory recovery account i$ comprised primarily of Group 1 -deferral accounts which have
been previously approved for disposition by the OEB. Rate riders related to these balahces have
expired. The 2016 balance represents a credit of $60 related to Shared Tax Savings which have
been approved for deferral plus a small residual balance for the difference between approved
balances and rate rider amounts.
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- WHITBY HYDRO ELECTRIC CORPORATION

Notes to Financlal Statements (continued)
Year ended December 31, 2016
(In thoysands of dollars)

14. Share capital

15.

16.

2016 2016
Authorized:
Unlimited number of common shares ’
Issued:
165 common sharas $ 29494 $ 29494
Dividends

The holders of the common shares are entitled to receive dividends as declared from time to time,
The Corporation pald dividends In the year of $2,677 (2015 — $2,620).

Other revenue

2018 2015
Contributions received from customers $ 863 $ 945
Late payment charges ' 368 381
Collectlon and other service charges : 368 338
Pole and other rental income 4 136 137

Conservation and Demand Management performance bonus, '
revenues 40 53
Miscelldneous _ 131 - 184
$ - 1,895 $ 2,038

Operating expenses

2016 2015
Service agreement contract expense $ 9,442 $ 9,046
Depreciation and amortization 4,677 4,442
Contract/consulting/service fees 1,975 1,436
Salarles, wages and benefits 694 807
Community relations 106 : 105
Losses on disposal of property, plant and squipment 86 188
Other : : 171 163

$ 17,151 $ 16,181
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WHITBY HYDRO ELECTRIC CORPORATION

Notes to Financial Statements (continued)
Year ended December 31, 2016
{in thousands of dollars)

17. Finance income and costs

18

3016 — 2015

Finance income ,
Interest income on bank deposits - $ - -$ (3)

Finance costs

Interest expense on long-term debt : 2,163 2,146
Interest expense on customer deposits 12 13
Other 23 -
_ ‘ 2,188 2,459
Net finance costs recognized in profit or loss $ 2,188 3 2,156

-Commitments and contingencies: - R T e e e

General Liability Insurance

The Corporation maintains appropriate types and levels of insurance with major insurers. With
respect to liability insurance, the Corporation is a member of the Municipal Electricity 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.
All members of the pool could potentially be subjected to an assessment for losses experiences by
the pool for the years in which they were members on a pro-rata basis 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, 2016, no such assessments have been made.

Contractual Obligations

The Corporation is party to a connection and cost recovery agreement with Hydro One
Networks Inc. (*Hydro One") related to the construction by Hydro One of a transformer station
designated to meet the Corporation’s anticipated load growth. Construction of the project was
completed during 2007 and the Corporation connected to the transformer station in November 2007.

To the extent that the cost of the project is not recoverable from future transformer connection
revenues, the Corporation is obliged to pay a capital contribution equal to the difference between
these revenues and the construction costs allocated to the Corporation. Hydro One performs a true-
up based on actual load on a periodic basis. There Is currently no revenue shortfall owing by the
Corporation based on the most recent true-up. Any estimated short fall In the future would be
recorded as a liabllity and a corresponding intangible asset when determined.

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.
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- WHITBY HYDRO ELECTRIC CORPORATION

Notes to Financial Statements (continued)
Year ended December 31, 2016
(in thousands of dollars)

19, Operating leases

The Corporation Is committed to lease agreements for various vehicles and equipment.

The future minimum non-cancellable annual lease payments are as follows:

2016 2015,
Less than one year , $ 332 $ 227
Between one and five years 1,667 880
More than five years 111 69
$ 2,100 $ 1,176

During the year ended December 31, 2016 an expense of $176 (2015 $145) was recognized in

net Incornaé in respect of operating leasés.

20. Related party transactions

(a) Parent and ultimate controlling party

The Parent of both the Corporation and Whitby Hydro Services Corporation is Whitby Hydro
Energy Corporation, which in turn is wholly-owned by the ullimate controlling parly, the
Corporation of the Town of Whitby (“Town of Whitby"). The Town produces consolidated

financial statements that are available for public use,

(b) Outstanding balances due from related parties

- 2016 _ 2015,
Town of Whitby § l398 $ 331
Whitby Hydro Energy Services 13 12
' $ 411 $ 343

Outstanding balances dus to related parties
2016 . 2015
Whitby Hydro Energy Services $ 5544 $ . 3,433
Town of Whitby 28,338 28,338
3 33,882 $ 31,771

Transactions between Whitby Hydro Energy Corporation, Whitby Hydro Electric Corporation;
and the Whitby Hydro Energy Services Corporation are pursuant to an.annual agresment and

recorded at the exchange amount,
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- WHITBY HYDRO ELECTRIC CORPORATION

Notes to Financial Statements (continued)
Year ended December 31, 2016
{In thousands of dollars)

20. Related party transactions
(¢) Transactions with Town of Whitby

(d)

The Corporation had the following significant transactions with the Town of Whitby, a
government entity:

i
The Corporation delivers electricity to the Town of Whitby throughout the year for the electrioity
neads of the Town and its related organizations. Electricity delivery charges are at prices and
under terms approved by the OEB,

The Corporation pays Interest expense on outstanding promissory notes. Included in Operation,
maintenance, and administration expense are fees remitted to the Town for providing fleet
malintenance services on an ongoing basis In order for the Corporation to maintain its fleet.

2016 2015
Revenue L : T i
Energy and distribution _ $ 4176 § 4,219
Expenses
Interest $ 2,000 $ 2,000
Operation, maintenance and administration 994 335
: $ 2994 $ 2,336
Key management personnel

The key management personnel of the Corporation have been defined as members of its board
of directors and executive management team members. The compensation pald or payable is
as follows:

006 %018

Directors’ fees $ 135 $ 148
Salaries and other short-term benefits 216 260
$ 351 § 408
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WHITBY HYDRO ELECTRIC CORPORATION

Notes to Financlal Statements (continued)

Year ended December 31, 2016
(In thousands of dollars)

21. Financlal Instruments and risk management
Fair value disclosure

The carrying values of cash and cash equivalents, accounts receivable, unbilled revenue, due
from/to related parties and accounts payable and accrued liabilities approximate fair value because
of the short maturity of these instruments. The carrying value of customer deposits and the notes
payable due to the Town both approximate fair valus because the amounts are payable upon
demand.

The fair value of the Infrastructure Ontario long-term debt at December 31, 2016 is $4,031 (2015 -
$4,452), 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. The.Interest rate used to
calculate falr value at December 31, 2016 was 3.26% (2015 — 3.17%).

Financlal risks

The Corporation understands the risks inherent In its business and defines them broadly as anything
that could impact its abllity 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 strategles
are discussed below, | :

(a) Credit risk

Financlal assets carry credit risk that a counterparty will fail to discharge an obligation which
could result in a financlal loss. Financial assets held by the Corporation, such as accounts
receivable, expose it to credit risk, The Corporation earns its revenus from a broad base of
customers located in the Town of Whitby, No single customer accounts for a balance In excess
of 5.4% of total accounts receivable.

The carrying amount of accounts recelvable is reduced through the use of an allowance for
impairment and the amount of the related impairment loss is recognized in profit. or-loss.
Subsequent recoveries of receivables previously provisioned are credited to profit or loss. The
balance of the allowance for impairment at December 31, 2016 is $434 (20156 — $528).

The Corporation's credit risk associated with accounts receivable is primarily related to

payments from distribution customers. At December 31, 2016, approximately $676 (2015 —

$728) Is considered over 80 days past due. The Corporation has just over 42 thousand

customers, the majority of whom are residential, Credit risk Js managed through collection of

security deposits from customers in accordance with directions provided by the OEB. As at
December 31, 2018, the Corporation holds security deposits in the amount of $2,228 (2015 ~

$1,760). : f
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Notes to Financial Statements (continued)
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(in thousands of doflars)

21. Financlal instruments and risk management (continued)

Financial risks (continued)

(b)

(c)

(d)

Market risk

Market rigks primarily refer to the risk of loss resulting from changes in commodity prices, fordign
exchange rates, and interest rates. The Corporation currently does not have any material
commaodity 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 derlved 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.

A 1% Increase In the interest rate at December 31 2016 would have increased interest expense

1% decrease in the interest rate would have an equal but opposite effect,
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 mest obligations as they fall due while minimizing interest exposure. The Corporation
has access to a $6,000 revolving credit facility and monitors cash balances dally to ensure that
a sufficlent level of liquidity is on hand to meet financial commitments as they become due. As
at December 31, 2016, $520 had been drawn under the Corporation’s $5,000 credit facility.

The Corporation also has a bilateral facility for $6,800 (2015 — $6,800) for the purpose of Issuing
letters of credit to support the prudential requirements of the IESO.

The majority of accounts payable, as repofted on the statement of financial position, are due
within 30 days.

Capital disclosures

The main objectives of the Corporation, when managing capital, are to ensure ongoing access
to funding to maintain and improve the electriclly distribution system, compliance with covenants
related to its credit facilities, prudent management of its capital structure with regard for
recoveries of financing charges petmitted by the OEB on its regulated elec\ncity distribution
business, and to dellver the appropriate financial returns.

The Corporation's definition of capitel includes shareholder's equity and long-term debt. As at
December 31, 2016, shareholder's equity amounts to $49,733 (2015 ~ $47,693) and long-term
debt amounts to $31,938 (2015 — $32,338).

22, Comparative figures

The financial statements have been reclassified, where applicable, to conform to the presentation
used in the current year.
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KPMG LLP

Cormmetce Place

21 King Strest West, Sulte 700
Hamiiton Ontario L8P 4W7
Canada

Telephone (905) 623-8200

Fax (905) 523-2222

INDEPENDENT AUDITORS’ REPORT

To the Shareholder of Whitby Hydro Electric Corporation

We have audited the accompanying financial statements of Whitby Hydro Efectric
Corporation ("the Entity"), which comprise the statement of financlal position as
at December 31, 2017, the statements of comprehenslve incomse, changes in
equity and cash flows for the year then, and notes, comprising a summary of
significant accounting policies and other explanatory information.

Management's Responsibility for the Financlal 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 financlal statements that are free from material
misstatement, whether due to fraud or error,

Audltors’ Responsibility

~ Our responshbllity is to express an oplnlon on these financial statements based
on our audit. We conducted our audit In accordance with Canadlan 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-selacted
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 financlal 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
policles used and the reasonableness. of accounting estimates made by
management, as well as evaluating the overall presentation of the financial
statements. :

KPME LLP 15 3 Canadian fnted habitity pastnershi enct a menber A of the KPME netwark of
indepardent rapmbar finas alfilated with KPMG Intamationat Cooparative (KPMG fmereatinnal,
8 Swiss entity KPMG Crnsda erovalng sanvives 1w KPME LLP,




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

Opinion

In our opinion, the financlal statements present fairly, in all material respects, the
financlal posltion of Whitby Hydro Electric Corporation as at December 31, 2017,
and Its financlal performance and. its cash flows for the year then ended in
accordance with International Financlal Reporting Standards,

KPons 4P
/

Chartered Professional Accountants, Licensed Public Accountants

Hamilton, Canada
Aprll 13, 2018




WHITBY HYDRO ELECTRIC CORPORATION

Statement of Financial Position
December 31, 2017
(in thousands of dollars)

Note 2017 2016
Assets
Current assets
Cash and cash equivalents 5 $ 2,785 §$ 738
Accounts recelvable 6 9,177 10,707
Due from related parties 20 395 “411
Unbilled revenue 9,630 13,173
Materials and supplies 7 1,162 1,143
Income tax recelvable 291 -
Prepaid expenses 80 79
Total current assets 23,410 26,248
Non-current assets
Property, plant and equipment 8 96,290 90,601
intangible assets 9 253 458
Deferred tax assets 10 121 508
Total non-current assets 96,664 91,667
Total assets 120,074 117,815
Regulatory balances 11 5,646 4,348
Total assets and regulatory balances $ 125720 § 122,163




Note 2017 2016
Liabilitles
Current liabllitles
Accounts payable and accrued liabilities 12 $ 13,671 14,323
Due to related parties 20 7,858 5,544
Long-term debt due within one year 13 400 400
Customer deposits 2,352 2,007
Incoms taxes payable - 248
Total current liabllities 24,281 22(522.
Non-current liabilitles
Customer deposits 148 219
Long-term dabt 13 31,538 31,938
Deferred revenue 14,430 13,652
Deferred tax liabllities 10 531 108
Total non-current llabliities 46,645 45,017
Tofal llabilities 70,926 68,439
Equlty'
Share capital 14 29,494 29,494
Retalned earnings 20,967 19,162
Total equity 50,451 48,866
Total llabilities and equity 121,377 117,096
Regulatory balances 11 4,343 5,088
Total llabilities, equity and regulatory balances % 125,720 122,163
See accompanying notes to the financial statements.
On behalf;f/?e Board:
@ J{_\ﬂ{/birector Director

o




WHITBY HYDRO ELECTRIC CORPORATION

Statement of Comprehensive Income

Year ended December 31, 2017, with comparative information for 2016
(In thousands of dollars)

Note 2017 2016
Revenus
Distribution revenue $ 21,865 19,846
Other 15 1,888 1,895
23,724 21,740
Sale of energy 100,564 119,091
Total revenue . 124,276 140,831
Operating expenses
Operations and maintenance 5,827 6,500
Administration expense 7,575 6,974
Depraciation and amortization 4,784 4,677
168 17,886 17,151
Cost of power purchased 100,712 116,492
Total expenses 118,598 133,643
Income from operating activities 5,877 7,188
Net finance costs 17 2,141 2,188
Income befare income taxes 3,638 5,000
Income taxes
Current . 10 433 983
Future 10 811 333
1,244 1,316
Net income for the year 2,292 3,684
Net movement in regulatory balances, net of tax 11
Net movement in regulatory balances 1,212 (377)
Income tax on net movement In regulatory balances 811 333
2,023 (44)
Net income for the year and net mavement in regulatory
balances, which.is comprehensive income 4,315 3,640

Ses acoornpanying notes to the financlal statements.




WHITBY HYDRO ELECTRIC CORPORATION

Staterent of Changes in Equity

Year ended December 31, 2017, with comparative information for 2016
(In thousands of dollars)

Accumulated
other
comprehensive
Share Retained income
capital edrnings (loss) Total
Balance at January 1, 2017 $ 29494 § 19,162 § - § 48,656
Net Income and net movement .
In regulatory balances - 4,316 - 4,315
Dividends . (2,520) . (2,620)
Balance at December 31,2017 $ 20494 $ 20067 $ « $ 50,451
Balance at Janhuary 1, 2016 $ 29494 $ 18190 % - $ 47,693
Net income and net movement
in regulatory balances - 3,640 - 3,640
Dividends - (2,677) - (2,677)
Balance at December 31, 2016 $ 20494 % 19,162 $ - $ 48,656

See accompanying notes to the financial statements,




WHITBY HYDRO ELECTRIC CORPORATION

Statement of Cash Flows
Year ended December 31, 2017, with comparative Information for 2016
(in thousands of dollars)

2017 2016
Operating activities
Net income and net movement in regulatory balances $ 4,316 $ 3,640
Adjustments for:
Depreciation and amoriization 4,784 4,677
Amortization of deferred revenue (1,017) (849)
Losses on disposal of property, plant and eqjuipment 72 86
Net finance costs 2,141 2,188
Income tax expense 1,244 1,316
Contributions received from customers 1,796 2,962
Change In non-cash operating working capital:
Accounts receivable 1,530 (2,736)
Due to/from related parties 2,330 2,043
Unbllled revenus 3,643 (265)
Materials and supplies {9) (60)
Prepald expenses %)) 9
Accounts payable and accrued liabilities (652) 1,606
Customer deposits 272 466
20,447 15,083
Net movement in regulatory balances (2,023) 44
Income tax pald (1,071) {(1,275)
Income tax received . ‘ 122 69
Interest pald . (2,162) (2,190)
Net cash from operating activities , 15,313 11,731
Investing activitles
Purchase of property, plant and equipment (10,194) (10,9286)
Purchase of intangible assets , . _ (147) (66)
Net cash used by Investing activities ' (10,341) (10,991)
Financing activities o
Dividends paid (2,520) (2,677)
" Repayment of long-term debt (400) (400)
Net cash used by financing activities (2,920) (3,077)
Change in cash and cash equivalents 2,060 (2,337)
Cash and cash equivalents, beginning of year 735 3,072
Cash and cash equivalents, end of year $ 2,785 $ 736

See accompanying hotes to the financial statements.




WHITBY HYDRO ELECTRIC CORPORATION

Notes to Financial Statements
Year ended December 31, 2017
{In thousands of dollare)

1l

Reporting entity

Whitby Hydro Electric Corporation (the “Corporation”) Is a rate regulated, municipally owned hydro
distribution company incorporated under the laws of Ontarlo, Canada, The Cdrp'oratlon Is located
in the Town of Whitby of the Region of Durham. The address of the Corporation's registered offce
Is 100 Taunton Rd. East, Whitby Hydro, Ontario.

The Corporation delivers electricity and related energy services to residential and commercial
customers in Whitby. The Corporation is wholly owned by Whitby Hydro Energy Corporatlon and
the uitimate parent is the Corporation of the Town of Whitby,

The financlal statements are for the Corporation as at and for the year ended Deceiber 31, 2017.

Basis of presentation
(a) Statement of compliance

The Cotporation's financial statements have been prepared in accordance with International
Financial Reporting Standards ("IFRS"),

The financial statemants were approved by the Board of Directors on April 13, 2018.
(b) Basis of measurement

These financlal statements have been prepared on the historical cost basis, unless otherwise
stated.

{c) Functional and presentation currency

These financlal statements are presented in Canadian dollars, which is the Corporation's

functional currency. All financlal Information presented in Canadian dollars has been rounded
to the nearest thousand.

" (d) Use of estimates and judgments

(1) Assumptions and estimation uncertainty

The preparation of financial statements in conformity with IFRS requires management to
make judgments, estimates and assumptions that affect the application of accounting policies
and the reported amounts of assets, llabllities, income and expenses and disclosure of
contingent assets and labilities. 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 years affected. :




WHITBY HYDRO ELECTRIC CORPORATION

Notes to Financlal Statements (continued)

Year ended December 31, 2017
(In thousanda of dollars)

2. Basis of presentation (continued)

(d)

(e)

Use of estimates and judgments (continued)
(i) Assumptions-and estimation uncertainty (continued)

Information about assumptions and estimation uncertainties that have a significant rlsk of
resulting In material adjustment is included in the following notes:

()  Note 3(b) — measurement of unbiiled revenue

(i) Notes 3(d) and 3(e) — estimation of useful lives of its property, plant and equipment and
intangible assets

(lil) Note 3(i) - recognition and measurement of regulatory balances

(iv) Note 18 — recognition and measurement of provisions and contingencies

(iiy Judgments

Information about judgments made In applying accounting policies that have the most
significant effects on the amounts recognized In the financlal statements is included in the
following note:

(i) Note 3(j) — leases: whether an arrangement c¢ontains a lease and classification as an
operating lease versus financing

Rate regulation

The Corporation is regulated by the Ontarlo Energy Board ("OEB"), under the authority granted
by the Ontario Energy Board Act, 1998. Among other things, the OEB has the power and
responsibllity to approve or set rates for the transmission and distributlon of electricity, providing
continued rate protaction for electricity consumers in Ontarlo, and ensuring that transmission
and 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 businesses, and filing and
process requirements for rate setting purposes,

The Corporation Is required to bill certain customers for the debt retirement charge set by the
province. The Corporation may file to racover uncollected debt retirement charges from Ontario
Electriclty Financial Corporation ("OEFC") once each year,




WHITBY HYDRO ELECTRIC CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2017
(In thousands of dollars)

2. Basis of presentation {continued)

{e) Rate regulation (continued)

Rate setting

0

(i)

!

Distribution revenue

For the distribution revenuse, the Corporation files a “Cost of Servica" ("COS") rate
application with the OEB approximately every five years. The COS filing timeline may be
extended If the Corporation Is able to maintain good reliabllity and operations under the
existing approved rate structure, and has either recelved approval by the OEB for such a
deferral or has elected to follow the Annual Incentive Rate Setting Index (“Annual IR index”)
approach, The COS rates are determined through a review of the forecasted annual amount
of operating and capital expenditures, debt and shareholder's equity required to support the
Corporation's business. The Corporation estimates electricity usage and the costs to
service each customer class to determine the appropriate rates to be charged to each
customer olass. The COS application is reviewed by the OEB and interveners; rates are
approved based upon this review, including any revislons resulting from the review.

In the Intervening years an Incentive Rate Mechanism ("IRM") or an Annual IR Index
application is filed. Both of these annual applications result In a formulaie adjustment to
distribution rates that were set under the last COS application. The previous year's rates
are adjusted for thie annual change in the Gross Domestic Product Implicit Price Inflator for
Final Domestic Demand (*GDP IPI-FDD") net of a productivity factor and a “stretch factor”
determined by the relative efficiency of an electricity distributor. The only difference in the
rate calculations under each type of annual application Ig the "stretch factor” applied. An
annual IR Index is applicable if an LDC anticipates a cost of service deferral for muitiple
years.

As a licensed distributor, the Corporation is responsible for billing customers for electricity
generated by third partles 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 last filed a COS application in January 2010 for rates effective May 1, 2010,
The Corporation has filed an Annual IR Index application annually since 2011. The GDP
IPI-FDD for 2017 is 1.80%, the Corporation’s productivity factor is 0.0% and the stretch
factor Is 0.3%, resulting in a net adjustment of 1.6% to the previous year's rates,

Electricity rates

The OEB sets electricity prices for low-volume cotisumers twice each year based on an
estimate of how much it will cost to supply the province with electricity for the next year, All
remaining consumers pay the market price for electricity. The Corporation is billed for the
cost of the electricity that its customers use and passes this cost on to the customer at cost
without a mark-up.




WHITBY HYDRO ELECTRIC CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2017
(in thousarids of doflars)

2. Basls of presentation (continued)

(e)

Rate regulation (continued)
Rate setting (continued)
(f) Electricity rates (continued)

/

The OEB Issued a new distribution rate design for residential electriclty customers which
will be phased in over a four year period commencing January 2016. Under this new policy,
electricity distributors will structure residential rates so that all of the distribution charge will
be collected through a fully fixed monthly charge instead of the current fixed and varlable
charge.

Effective 2017, all slectsicity distributors in Ontarlo are required to bill their customers'on a
monthly basis rather than the historical bi-monthly basis. This policy change Incorporates
an expectation that distributors will issue bills based on actual meter readings rather than
estimates at least 98% of the time.

3. Significant accounting policies

The accounting policies set out below have been applied consistently in all years presented In these
financial statements:

()

®

Financial Instruments

All financial assets are classified as loans and receivables and all financial liabilitles are
classifled 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 impalrment for the financlal assets as described in
note 3(f). The Corporation does not enter into derivative instruments.

Hedge accounting has not been used ih the preparation of these financlal statements.

Cash equivalents include short-term Investmants with maturities of three mionths or less when
purchased.

Revenue recognition

Sale and distribution of electricity

Revenue from the sale and distribution of electricity is recognized as the electriclty is delivered .

to custorners on the basls of cyclical meter readings and estimated customer usage since the
last meter reading date to the-end of the year, Revenus Includes the cost of electricity supplied,
distribution, and any other regulatory charges. The related cost of power s recorded on the
basis of power used.

For customer billings related to electricity gen‘eraied'by third partiss and the related costs of
providing electricity service, such as transmission services and other services provided by third
parties, the Corporatlon has determined that It is acting as a principal for these electricity
charges and, therefore, has presented electricity revenue on a gross basis.




WHITBY HYDRO ELECTRIC CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2017
(in thousands of dollars)

3. Significant accounting policies (continued)

(b)

(c)

(d)

Revenus recognition (continued)

Sale and distribution of electricity (continued)

) ,
Customer blliings for debt retirement charges are recorded on a net basis as the Corporation is

acting as an agent for this billing stream,
Other revenue

Revenue earned from the provision of services Is recognized as the servics Is rendered or
contract milestones are achieved. Amounts recelved in advance of these milestones are
presented as deferred revenue.

Cenrtain customers and developers are required to contribute towards the capital cost of
construction of distribution assets in order to provide ongolrig service. Cash contributions are
recorded as defetred revenue. When an asset other than cash is recelved as a capital
confribution, the asset Is Injtially recognized at its fair value, with a corresponding amount
recognized as deferred revenue. The deferred revenue, which represents the Corporation's
obligation to continue to provide the customers access to the supply of electricity, Is amortized
to income on a straight-line basis over the useful life of the related asset.

Government grants and the related performance incentive payments under CDM programs are
recoghized as revenue in the year when there is reasopable assurance that the program
¢onditions have been satisfied and the payment will be received.

Materials and supplies

Materials and supplies, the majority of which are consumed by the Corporation In the provision
of Its services, are valued at the lower of cost and net realizable value;, with cost being
determined on a weighted average cost basis, and includes expenditures incurred In acquliring
the materials and supplies and other costs incurred in bringing them to thelir existing location
and condition.

Net realizable value is the estimated selling price in the ordinary course of business, less
estimated selling expenses.

Property, plant and equipment

Items of property, plant and equipment (“PP&E") used In rate-tegulated activities and acquired
prior to January 1, 2014 are measured at deemed cost established on the fransition date, less
accumulated depreciation. All other items of PP&E are measured at cost, or, where the item is
contributed by customars, Its falr value, less accumulated depreciation.

Cost Includes expenditures that are directly attributable to the acquisition of the asset, The cost
of self-constructed assels includes contracted services, materials and transpoitation costs,
direct labour, overhead costs, borrowing costs and any other costs directly atiributable to
bringing the asset to a working condition for its intended use.
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WHITBY HYDRO ELECTRIC CORPORATION

Notes to Financlal Statements (continuad)

Year ended December 31, 2017
(In thousands of doliars)

3. Significant accounting policies (continued)
(d) Property, plant and equipment (continued)

Borrowing costs on qualifying assets are capitalized as part of the cost of the asset based upon
the weighted average cost of debt Incurred on the Corporation's borrowings. Qualifying assets
are considered to be those that take In excess of 12-months to construct.

When parts of an item of PP&E have different useful lives, they are accounted for as separate
items (major components) of PP&E.

When ltems of PP&E are retired or otherwise disposed of, a galn or loss on disposal Is
determined by comparing the proceeds from disposal, if any, with the carrying amount of the
item and is Included In profit or loss.

Major spare parts and standby equipment are recognized as ltems of PP&E.

The cost of replacing a part of an item of PP&E Is recognized in the net book value of the item
if it is probable that the future economic benefits embodied within the part will flow to the
Corporatioh and Its cost can be measured reliably. In this event, the replaced part of PP&E Is

~ written off, and the related gain or loss is included in profit or loss. The costs of the day-to-day
servicing of PP&E are recognized In profit or loss as Incurred.

The need to estimate the decommissioning costs at the end of the useful lives of certain assets
is raviewed periodically. The Corporation has concluded it does not have any legal or
constructive obligation to remove PP&E,

Depreciation s calculated to write off the cost of items of PR&E using the straight-line method
over their estimated useful lives, and Is generally recognized in profit or loss. Depreciation
methods, useful lives, and residual values are reviewed at each reporting date and adjusted
prospectively If appropriate. Land is not depreclated. Construction-in-progress assets are not
depreciated until the project is complete and the asset Is available for use.

The estimated useful lives are as follows:

Bulldings & fixtures 10-50 years
Distribution lines 26-60 years
Distribution transformers 40 years
Distribution meters 30 years
Smart meters 12 years
Electricity generation equipment -20 years
General office equipment A 10 years
Computer equipment : ‘ , ) 3-5 years
Major tools 10 years
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WHITBY HYDRO ELECTRIC CORPORATION

Notes to Financial Statements {continued)

Year ended December 31, 2017
(In thousands of dollars)

3. Significant accounting policies (continued)

(e) Intangible assets

Intangible assefs used in rate-regulated activities and acquired prior to January 1, 2014 are
measured at deemed cost established on the transition date, less accumulated amortization.
All other Intangible assets are measured at cost.

Computer software that is acquired or developed by the Corporation after January 1, 2014,
including software that is not Integral to the functionality of equipment purchased which has
finite useful lives, Is measured at cost less accumulated amortization.

Payments to obtain rights to access land ("land rights") are classified as intangible assets.
These include payments made for easements, right of access and right of use over land for
which the Corporation does nat hold title. Land rights are measured at cost less accumulated
amortization.

Amortization Is recognized in profit or loss on a straight-line basis over the estimated useful
lives of intangible assets, from the date that they are available for use. Amortization
methods and useful lives of all intanglble assets are reviewed at each reporting date and
adjusted prospectively if appropriate. The estimated useful lives are:

Computer software 5 years
Land rights Indefinite

(A Impairment

() Financial assets measured at amortized cost

A financlal 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 sffect on the.
estimated future cash flows of that asset.

An Impairment loss is calculated as the difference befween an asset's 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. Losses are recognized in profit or loss. An impaliment loss Is
reversed through profit or loss if the reversal can be related objectively to an event occurring
after the impairment loss was recognized, :
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WHITBY HYDRO ELECTRIC CORPORATION

Notes to Financlal Statements (continued)

Year ended December 31, 2017
(in thousands of dollars)

3. Significant accounting policies (continued)

U

(@)

(h)

Impairment (continued)
(i) Non-financlal assets

The carrying amounts of the Corporation's non-financial assets, ‘other than materials and
supplies and deferred tax assets, are reviewed at sach reporting date to determine whether
there Is any Indication of Impalrment. If any such Indication exists, then the asset's
recoverable amount is estimated.

For the purpose of impairment testing, assets are grouped together Into the smallest group
of assets that generates cash Inflows from continuing use that are largely independent of
the cash Inflows of other assets or groups of assets (the "cash-generating unit* or *CGU"),
The recoverable amount of an asset or CGU 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 tlsks specific to the asset.

An Impalrment loss Is recognized If the carryiiig amount of an asset or its CGU exceeds Its
estimated recoverable amount. Impairment losses are recognized In profit or loss.

For other assefs, an impaliment loss is reversed only to the extent that the asset's carrying
amount doss not excead the carrying amount that would have been determined, net of
depreciation or amortization, if no impairment loss had been recognized.

Customer deposits

Customer deposits represent cash deposits from electricity distribution customers and retailers
to guarantee the payment of energy bills. interest is pald on customer deposits.

Deposits are refundable to customers who derrionstrate an acceptable level of credit risk as
determined by the Corporation In accordance with policles set out by the OEB or upon
termination of their electricity distribution service.

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 seftle the obligation, Provisions are determined by
discounting the expected future cash flows at a pre-tax rate that reflects current market
assessmants of the time value of money and the risks specific to the liabllity.

13




WHITBY HYDRO ELECTRIC CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2017
{In thousands of dollars)

3. Slgnificant accounting policies (continued)

0

0

Regulatory balances

Regulatory debit balances represent costs incurred in excess of amounts billed to the customer
at OEB approved rates, Regulatory credit balances represent amounts billed to the customer
at OEB approved rates in excess of costs incurred by the Corporation.

Regulatory debit balances are recognized if it Is probable that future billings in an amount at
least equal to the deferred cost will result from inclusion of that cost In allowable costs for rate-
making purposes. The offsetting amount is recognized In net movement in regulatory balances
in profit (loss) or OC]. When the customer is billed atrates approved by the OEB for the recovery
of the deferred costs, the customer billings are recognized in revenue. The regulatory debit
balance Is reduced by the amount of these customer billings with the offset to net movement in
regulatory balances In profit or loss or OCI.

The probabllity of recovery of the regulatory deblt balances.is assessed annually based upon
the likelihood that the OEB will approve the change in rates to recover the balance. The
assessment of likelihood of recovery is based upon previous decisions made by the OEB for
simitar circumstances, policies or guldelines issued by the OEB, etc. Any resulting impairment
loss is recognized in profit or loss In the year incurred,

When the Corporation Is required to refund amounts to ratepayers In the future, the Corporation
racognizes a regulatory credit balance. The offsetfing amount is recognized in net movement in
regulatory balances in profit or loss or OCl. The amounts- returned to the customers are
recognized as a reduction of revenue, The credit balance Is reduced by the amount of these
customer repayments with the offset to net movement in regulatory balances in-profit or foss or
ocCl,

Leased assets

Leases, where the terms cause the Corporation to assume substantially all the risks and rewards
of ownership, aré classified as finance leases. Upon Initlal recognition, the leased asset is
measured at an amount equal to the lower of its falr 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 classifled 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 profit or loss on a straight-line basis over the term of the lease.
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WHITBY HYDRO ELECTRIC CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2017
{In thousands of dollars)

3, Significant accounting policies {(continued)

(k) Finance income and finance costs

0

Finance income Is recognized as it acerues in profit or loss, using the effective interest method
Finance income comprises interest earned on cash and cash equivalents.

Finance costs comprise interest expense on borrowings and customer deposits. Finance costs
are recognized in profit or loss unless they are capltalized as part of the cost of qualifying assets.

Income taxes

The income tax expense comprises current and deferred tax. Income tax expense Is recognized
in profit or loss except to the extent that It relates to items recoghized directly in equity, In which
case, It s recognized In equity.

The Corporation is curfently exempt from taxes under the Income Tax Act (Canada) and the
Ontarlo Corporations Tax Act (collectively the “Tax Acts"). Under the Electricity Act, 1988, the
Corporation makes payments in fleu of corporate taxes to the Ontario Electriclty Financial
Corporation ("OEFC"). These payments are calculated in accordance with the rules for
computing taxable income and taxable capital and other relevant amounts contained in the Tax
Acts as modified by the Electricity Act, 1988, and related regulations. Prior to October 1, 2001,
the Corporation was not subject to income or capital taxes. Payments in lieu of taxes are
referred to as incotme taxes,

Current tax comprises the expected tax payable or recelvable on the taxable income or Joss 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 tax Is recognized in respect of temporary differences between the tax basis of assets
and liabilities and their carrylng amounts for accounting purposes, Deferred tax assets are
recognized for unused tax losses, unused tax credits and deductible temporary differences to
the extent that It is probable that future taxable profits will be available agalinst which they can
be used. Deferred tax is measured at the tax rates that are expected to be applied to temporary
differences when they reverse, using tax rates enacted or substantively enacted, atthe reportlng
date.
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WHITBY HYDRO ELECTRIC CORPORATION

Notes to Financial Statements (continued)
Year ended December 31, 2017
{In thousanda of dollars)

4.

Futuré changes in accounting policy and disclosures

The Corporation Is still evaluating the adoption of the following new and revised standards along
with any subsequent amendments.

Revanue Recognition !

In May 2014, the IASB has Issued IFRS 15, Revenue from Contracts with Customers (“IFRS 15").
The new standard is effsctive for annual periods beginning on of after January 1, 2018. IFRS 16
replaces IAS 11 Construction Contracts, IAS 18 Revenue and various interpretations and
establishes princlples regarding the nature, amount, timing and uncertainty of revenue arising from
contracts with customers, The standard contains a single model that applies to contracts with
customers and two approaches to recognising revenue: at a paint In time or over time. The model
features a contract-based five-step analysis of transactions to determine whether, how much and
when revenue Is recognized. New estimates and judgmental thresholds have been introduced,
which may affect the amount and/or timing of revenue recognized. The Corporation will adopt IFRS
16 and the clarifications in its financial statements for the annual period beginning on January 1,
2018. The Corporation does not expect the standard to have a material impact on the financial
statements.

Financlal Instruments

In July 2014, the JASB issued a new standard, IFRS 9 Financial Instruments which will replace IAS
39 Financial instruments: Recognition and Measurement. The mandatory effective date of IFRS 9
is for annual periods beginning on or after January 1, 2018 and must be applied retrospectively with
some exemptions. The restatement of prior periods is not required and is only permitted if
Information is available without the use of hindsight. The Corporation will adopt IFRS 8 in its financial

* statements for the annual period beginning on January 1, 2018. The Corporation does not expect

the standard to have a material Impact on the financlal statements.

Leases

In January 2016, the JASB Issued IFRS 18 Leases, The new standard is effective for annual periods

beginning on or after January 1, 2019. Earlier application Is permitted for entities that apply IFRS 16
Revenue from Contracts with Customers at or before the date of initial- adoption of IFRS 16. IFRS

16 will replace IAS 17 Leases. The standard introduces a single lessee accounting model and

requires a lessee to recognize assets and liabilitles for all leases with a term of more than 12 months,

unless the underlying asset Is of low value. A lessee is required to recognize a right-of-use asset.
representing its right fo use the underlying asset and a lease liability representing its obligation to

make lease payments. This standard substantially carries forward the lessor accounting

requirements of IAS 17, while requiring enhanced disclostires to be provided by the lessor. Other
areas of the lease accounting model have been .impacted, including the definition of a lease.

Transitional provisions have been provided. The Corporation Intends to adopt IFRS 18 In its financlal

statements for the annual period beginning January 1, 2019, The extent of the Impact of adoption of
the standard has not yet been determined,
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WHITBY HYDRO ELECTRIC CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2017
(in thousands of dollars)

5, Cash and cash equivalents

2017 2016

Bank balances $ 2,785 735
Cash and cash equivalents , $ 2,788 736

6. Accounts receivable

2017 2016

Trade receivables $ 7,993 9,632
Other trade receivables 606 414
Billable work 918 1,096
9,617 11,141

Less allowance for doubtful accounts (340) ~ (434)
$ 9,177 10,707

7. Materials and suppiles

No amounts written down dus to obsolescence in 2017 (2016 - $nil).
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WHITBY HYDRO ELECTRIC CORPORATION

Notes to Financial Statements (continued)
Year ended December 31, 2017
(in thousands of dollars)

8. Property, plant and equipment

Tand and  Distibulion Other ixed  Gonstruchion

bulldings _equlpment agsels  -in-progress Total
Cost or deemed cost X
Balance at January 1, 2017 $ 16039 $ 8336 $ 2811 $ 374 $ 102,678
Additlons 2,430 6,932 281 561 10,194
Transters - 356 - (356) -
Disposals/retirements - (342) - - (342)
Balancs at December 31, 2017 $ 18469 ¢ 00,301 § 3,092 % 560 $ 112,431
Balance al January 1, 2018 $ 15077 § 73313 $ 2526 $ 1234 $ 92180
Additlons 962 8,451 286 228 10,926
Transfers - 1,088 - (1.088) “
Disposals/retirements - (486) - - (496)
Balance at December 31, 2016 $ 16039 $ 83356 § 2811 § 374 $102,580
Acoumulated depreciation
Balance at January 1, 2017 $ (1,209) $ (9850) § (921) § ~ § (11,980)
Depreclation (479) (3.617) (335) - (4,431)
Disposals/retirements - 270 - - 270
. Balance at December 31, 2017 ) - $ (1,688) § (13,197) $ (1,266) § -~ § (16,141)
Balance at January 1, 2016 $ (763) $ (6495 $ (604) § - § (7,882)
Depreclation (448) (3,765) (316) - (4,527)
Disposals/retirements - 410 - - 410
Balance at December 31, 2016 $ (1209) $ (9,850) $ (920) $ - $ (11979)
Carrying amount(s

16,781 $ 77,404 § 1836 § 569 § 96,280
14830 § 73508 .§ 1,891 § 374 §$ 50,601

At December 31, 2017
~ At December 31, 2018

- AR

During the year, no borrowing costs were caplialized as part of the cost of property, plant and
equipment (2016 — $nll),

At December 31, 2017, property, plant and equipment with a carrying value of $98,290 (2018 -
$90,601) are subject to a general sscurity agreement.
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WHITBY HYDRO ELECTRIC CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2017
{in thousands of dollars)

9. Intangible assets

Computer Land

software rights Total
Cost or deemed cost '
Balance at January 1, 2017 $ 1,026 § - $ 1,025
Additions (disposals) 147 - 147
Balance at December 31, 2017 $ 1472 § - $ 1,172
Balance at January 1, 2016 $ 949 § 11 $ 960
Additions (disposals) 76 (11 65
Balance at December 31, 2016 $ 1,026 $ - $ 1,025
Accumulated amortization
Balance at January 1, 2017 $ (567) $ - $ (667)
Amortization ~ (352) - (352)
Balance at December 31, 2017 3 919) § - $ (919)
Balance at January 1, 2016 $ (418) $ - $ (418)
Amortization (149) , - _(149)
Balance at December 31, 2016 $ (567) $ - $ (567)
Carrying amounts
At December 31, 2017 $ 263§ - $ 253
At December 31, 2016 $ 468  $ - $ 458

10. Income tax expense
Current lax expense
2017 2018

Current year $ 433 $ 908
Adjustment for prior years 75

$ 433 $ 983

Deferred tax expense

007 5016

Origination and reversal of tempdrary differences : $ 811 $ 333
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WHITBY HYDRO ELECTRIC CORPORATION

Notes to Financlal Statements (continued)

Year ended December 31, 2017
(in thousands of dollars)

10, Income tax expense (continued)
Reconclliation of effective tax rate

2017 2016
/
Income before {axes $ 3,536 5,000
Canada and Ontarlo statutory Income tax rates 26.5% 26.5%
Expected tax provision on Income at statutory rates 937 1,325
Increase (decrease) in Income taxes resulting from:
Permanent differences 4 2
Tax on regulatory timing differences 303 (11)
Income tax expense $ 1,244 1,316
Significant components of the Corporation's deferred tax balances
2017 2016
Deferred tax assets:’ .
CGumulative eligible capital $ 121 130
Defamed tax liabilities:
Property, plant and equipment {435) 61
Timing differences on regulatory assets and liabilities (29) 317
Other reserves (67) {108)
$ @10 400
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WHITBY HYDRO ELECTRIC CORPORATION

Notes to Financial Statements (continued)

Year ended Dacember 31, 2017
(in thousands of dollars) ‘

11. Regulatory balances

Remalning

) recovery/

Januaty 1, Recovery/ December 31, reversal

Regulatory deferral aceount debit balances 2017 Additions raversal 2017 years

Deferred meter cosls $ 877 $ -3 (@6) $ 781 1

Group 1 deferral accounts 1,645 1,111 . (66) 2,700 2

Retall services vatlances 597 66 - 662 1

Other regutatory assels 1,078 601 (634) 945 3

Regulatory recovery account 7 - (7) - NIA

Future Income {ax 144 658 (144) 568 .
$ 4348$ 2235 § 937) $ 5,646

Remalning

racovery/

. Japuary 1, Recovary/ December 31, revemsal

Regulatory deferral acgount deblit balances 2016 Addltions raveraal 2018 Years

Defered meter cosls $ 980 $ (103) $ 877 2

Group 1 deferral accounts 3,681 501 (2,637) 1,845 2

Retail services varlances 626 71 - 597 2

Other regulatory assets . 751 a7 - 1,078 2

Regulatory recovery accouint - 47 (40) 7 2

Future income tax 263 144 (283) 144 .
$ 6,201 § 1,090 §  (2,043) § 4,348

' January 1, Recovery/ Dacember 31, Remaliing

Regulatory deferral account credit balances 2017 Additions _ reversal ___2017 yesrs

- Group 1 deferral accounts $ 3,282 § 07 $ - % 4,189 2

Regulatery recovery account ' - 6 S 8 2

Other regulatory liabilities 1,241 - (1,241) - N/A

Future Income taxes 645 148 (545) 148 *
$ 6,068 $ 1,061 $  (1,7868) $ 4,343

: January 1, Recovery/ Decamberahﬁ?malnlhg

Regulatory deferral account credit balances 2018 _ Additions reversal 2016 years

Group 1 deferral accounts $ 24478 1247 % @82) §$ 3,282 2

Regulatory recovery account 218 - (218) - 0

Other regulatory liabilities 3,218 14 (1,801) 1,241 1

Futlure income taxes 997 545 (897) " 545 *
§ 6877 % 17765 (3685 § 5088

* These balances will reverse as {he related deferred Income taxas reverse,
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WHITBY HYDRO ELECTRIC CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2017
(In thousands of dollars)

11. Regulatory balances (continued)

The regulatory balances are recovered or settled through rates approved by the OEB which are
determined using estimates of future consumption of electricity by the Corporation's customers.
Future consumption is Impacted by various factors Including the economy and weather, The
Corporation has received approval from the OEB to establish its regulatory balarices,

Deferred meter costs arose as a result of the Ontario Governments’ initiative - the Provincial Smart
Meter Program, The current deferred balance represents the residual net book value of stranded
meters. The Corporation has received approval to dispose of this balance in 2018.

Group 1 deferral accounts represent retail settlement varlances hetween purchase costs and
amounts billed to customers. Settlement to clear these amounts is done through an application to
the OEB on an annual basis when the audited balances exceed an OEB standard threshold test,
The Corporation received approval from the OEB to dispose of a net credit amount of $1,774
effective January 1, 2018, At the beginning of 2018, the Corporation will move the approved account
balance to the regulatory recovery account for disposition over the one year period ending
December 31, 2018,

The retail services varlance captures the difference between revenue collacted and the assoclated
costs to support retaller activities and transactions. These balances. are generally settled as part of
the COS rate application process however the Corporation has filed a stand-alone application and
recelved approval to dispose of $603 (representing December 31, 2016 ending balances plus
Interest) over a one year petlod ending December 31, 2018,

Other regulatory assets include amounts for the following:

*  Lost revenue adjustment varlance of $688. This account captures the difference bstween the

* results of actual verified impacts of authorized CDM program activities and the level of CDM program
activitles included in the Corporation’s 2011 load forecast, The lost revenus balances may be settled
as part of the annual rate setting process;

+ Incremental costs incurred to prepare and complete the transition {o IFRS accounting and the
OEB assessment cost variance of $306, These balances-are generally settled during a COS rate
application process, however, the Corporation recelved approval to dispose of $263 (representing
December 31, 2016 balances plus interest) during 2018 as part of a stand-alone application; and

+ Differences associated with required regulatory accounting changes under CGAAP which were

implemented in 2013 of $53. The OEB has previously approved two Interim dispositions in order to -
bsgin to return funds to customers.. This account will continue to track the differences each yearuntil

the next COS application is completed and the regulatory changes to IFRS accounting are

incorporated in approved distribution rates. Alternatively, the Corporation may propose a final

disposition as part of a stand- alone application. Additional transactions in 2017 resulted In a shift
from an opening regulatory credit amount fo a closing regulatory debit balance.
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WHITBY HYDRO ELECTRIC CORPORATION

Notes to Financlal Statements (continued)

Year ended December 31, 2017
(In thousands of dollars)

11. Rogulatory balances (continued)

The regulatory recovery account Is comprised primarily of Group 1 deferral acsounts which have
been previously approved for disposition by the OEB. Rate riders related to these balances have
explred. The 2017 balance represents a credit of $102 related to Shared Tax Savings which, have
been approved for deferral plus small residual balances for the difference between approved
balances and rate rider amounts.

The OEB requires the Corporation to estimate Its Income taxes when it files a COS application to
set its rates. As a result, the Corporation has recognized a regulatory deferral account for the
amount of deferred taxes that will ultimately be recovered from/pald back to its customers. This
balance will fluctuate as the Corporation's deferred tax balance fluctuates,

Other regulatory liabliities reflect the differences associated with required regulatory accounting
changes under CGAAP which were implemented in 2013. The OEB has previously approved two
interim dispositions In order to begin to return funds to customers, The most racent approval
included a return of $1,285 to customers aver a one year period starting January 1, 2017, This
account will continue to track the differences each year until the next COS application is completed
and the regulatory changes to IFRS accounting are incorporated in approved distribution rates.
Alternatively the Corporation may propose a final disposition as part of a stand-alone application.

Regulatory balances altract interest at OEB prescribed rates, which are based on Bankers'
Acceptances three-month rate plus a spread of 25 basis points. In 2017 the rate was 1,10% for the
first three quarters of the year and then increased to 1.60% in the final quarter,

12. Accounts payable and accrued liablilities

. 2017 2016
Accounts payable — |IESO energy purchases $ 7,970 $ 10,601
Customer cradit balances 1,800 811
Debt retirement charge payable to OEFC 261 249
Interest payable - 13 15
Accounts payable - WHESC - 35
Other 3,837 2,812

_$ . 13,671 $ 14,323
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WHITBY HYDRO ELECTRIC CORPORATION

Notes to Financlal Statements (continued)

Year ended December 31, 2017
(In thousands of doflars)

13.

14,

18.

Long-term debt
- 2017______ 2016
Town of Whitby notes payable $ 28,338 $ 28,338
Ontario Infrastructure loans 3,600 4,000
31,038 32,338
Less current portion 400 400
Long-term portion , $ 31,538 § 31,038

The notes payable bear interest at an average rate of 7.06% and are due on demand to the Town
of Whitby. The Town of Whitby has waived Its right to demand payment untll January 1, 2019.

The Ontarlo Infrastructure loans have a maturity date of December 1, 2026 and have an Interest
rate of 3.36% per annum, InterestIs payable in equal monthly instaliments, in advance, commencing
on January 3, 2012. The loans are secured by a general security agreement over the assets of the
Corporation,

Share capital

2017 2016

Authorized;
Unlimited number of common shares .
Issued: }
165 common shares $ 29,494 $ 29,494

Dividends
The holders of the common shares are entitled to recelve dividends as declared from time to time.
The Corporation paid dividepds in the year of $2,5620 (2016 ~ $2,877).

Other revenue

2017 2016
Contributions recsived from customers $ 1,017 $. 853
Collection and other service charges 362 368
Late payment charges . : 221 368
Pole and other rental income 134 136
Conservation and Demand Management performance adjustment - 40
Miscellaneous 132 131

$ 1,866 $ 1,895
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WHITBY HYDRO ELECTRIC CORPORATION

Notes to FInancial Statements (continued)

Year ended December 31, 2017
(in thousands of doflars)

16. Operating expenses

17

-

18.

2017 2016
Service agreement contract expense $ 9,616 $ 9,442
Depreciation and amortization 4,784 4,677
Contract/consulting/service fees 2,280 1,975
Salarles, wages and benefits 908 694
Community relatlons 131 106
Losses on disposal of property, plant and equipment 72 86
Other 96 171

§ 17886 § 17,169

Net finance costs

2017 2016
Finance income

tnterest income on bank deposits $ 15 $ -

Finanoe costé '
interest expense on long-term debt 2,128 2,163
Interest expense on customer deposits 14 12
Other ‘ (16) 23
2,126 2,188
Net finance costs recognized In profit or loss %2141 $ 2,188

Commitments and contingencies

General Liabllity Insurance

The Corporation maintains appropriate types and levels of insurance with major insurers. With
respect to liability insurance, the Corporation is a member of the Municipal Electriclty Assoclation
Reciprocal Insurance Exchange ("MEARIE"). A reciprocal insuranse 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 s licensed to provide general liability insurance to Its members.
All members of the pool could potentially be subjected to an assessment for losses experiences by
the pool for the years in which they were members on a pro-rata basis an the tofal of their respective
service revenues, Itis anticipated that should such an assessment occur it would be funded over a
perlod of up to 6 years, As at December 31, 2017, no such assessments have been made.

Contractual Obligations

The Corporation Is party to a connection and cost recovery agreement with Hydro One
Networks Inc. ("Hydro One") related to the construction by Hydro One of a transformer station
designated to meet the Corporation's anticlpated load growth. Construction of the project was
completed during 2007 and the Corporation connected to the transformer station In November 2007,
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WHITBY HYDRO ELECTRIC CORPORATION

Notes to Financial Statements (continued)

Year ended December 31, 2017
{In thousands of doliars)

18. Commitments and confingencies {continued)

19

20

-

To the extent that the cost of the project is not recoverable from future transformer connection
revenues, the Corporation is obliged to pay a capital contribution equal to the difference between
these revenues and the construction costs allocated to the Corporation, Hydro One performs a true-
up based on actual load on a periodic basis. There is currently ro revenue shortfall owing by the
Corporation based on the most recent true-up. Any estimated short fall In the future would be
recorded as a llability and a corresponding intangible asset when determined.

General

From time to time, the Corporatlon is involved in various litigation matters arising in the ordinary
course of its business. The Corporation has no reason to belleve that the disposition of any such
current matter could reasonably be expected to have a materially ‘adverse impact on the
Corporation's financial positlon, results of operations or its ability to carry oh ary of its business
activities.

Operating leases
The Corporation Is coramitted to lease agreements for varlous vehicles and equipment.

The future minimum non-cancellable annual lease payments are as follows:

2017 2016
Less than one year $ 401 $ . 332
Between one and five years _ 2,007 1,657
More than five years ' 138 111

$ 25486 § 2100

During the year ended December 31, 2017 an expense of $168 (2016 ~ $176) was recognizéd in
net income in respect of operating leases.

Related party transactions

(2) Parentand ultimate controlling party

The Parent of both the Corporation and Whitby Hydro Services Corporation is Whitby Hydro
Energy Corporation, which in turn is wholly-owned by the ultimate controlling party, the
Corporation of the Town of Whitby (“Town of Whitby"). The Town produces consolidated
financlal statements that are-avallable for public use.

(b) Outstanding balances due from related parties :
- B 2017 2018

Town of Whitby $ 381 $ 308
Whitby Hydro Energy Services 14 13
$ 396 $ 411
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20. Related party transactions (continued)
(b) Outstanding balances due from related parties (continued)
Outstanding balances due to related parties

2017 2016
Whitby Hydro Energy Services $ 7,858 $ 5,644

Town of Whitby 28,338 28,338

$ 36,196 $ 33882

Transactions betwesn Whitby Hydro Energy Corporation, Whitby Hydro Electric Corporation,
and the Whitby Hydro Energy Services Corporation are pursuant to an annual agreement and
recorded at the exchange amount. '

(¢) Transactions with the Town of Whitby

The Corporation had the following significant transactions with the Town of Whitby, a
government entity:

The Corporation delivers electricity to the Town of Whitby throughout the year for the electricity

neads of the Town and its related organizations. Electricity delivery charges are at prices and
under terms approved by the OEB.

The Corporation pays interest expense on outstanding promissory notes, Included in Operation,
maintenance, and administration expense are fees remitted to the Town for providing flest
maintenance services on an ongoing basis in order for the Corporation to malntain its fleet.

2017 2016
Revenue v ’
Energy and distribution , $ 3,671 $ 4,175
Expenses
Interest $ 2,000 $ 2,000
Operations, maintenance and administration 497 994

$ 2,497 $ 2,994

(d) Key management personnel

The key management personnel of the Corporation have been defined as members of its board
of directors and executive management team members. The compensation paid or payable is

as follows:
2017 2016
Directors' fees | $ 117 $ 135
Salarles and other short-term benefits 213 216
$ 330 $ 351
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20. Financlal instruments and risk management
Fair value disclosure

The carrying values of cash and cash equivalents, accounts receivable, unbilled revenue, due
from/to related parties and accounts payable and accrued liabilities approximate fair value because
of the short maturity of these instruments. The carrying value of customer deposits approximates
fair value as the deposits hear Interest at current rates.

The fair value of the Town of Whitby notes payable at December 31, 2017 is $41,929 (2016 —
$42,243). The falr value Is calculated based on the present value of future princlpal and interest
cash flows, discounted at the current rate of interest at the reporting date. The interest rate used to
caloulate fair value at December 31, 2017 was 3.64% (2016 — 3.26%),

The fair valus of the Ontarlo Infrastructure long-term debt at December 31, 2017 Is $3,574 (2016 —
$4,031). The falr 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. The Interest rate used to
calculate fair value at December 31, 2017 was 3.61% (2016 — 3.25%).

Financlal 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 avariety
of risks such as credit risk, interest rate risk, and liquidity risk, as well as related mitigation strategies
are discussed below,

(a) Credit risk

Financial assets camy credlt risk that a counterparty will fail to discharge an obligation which
could result in a financlal loss, Financial assets held by the Corporation, such as accounts
receivable, expose It to credit risk. The Corporation earns its revenue from a broad base of
customers located in the Town of Whitby. No single customer accounts for a balance in excess
of 4.8% of total accounts receivable.

The carrying amount of accounts recelvable Is reduced through the use of an allowance for
impairment and the amount of the related impalrment loss is recognized in profit or loss.
Subsequent recoveries of recelvables previously provisioned are credited {o profit or loss, The
balancs of the allowance for impairment at December 31, 2017 is $340 (2016 — $434).

The Corporation’s credit risk associated with accounts receivable is primarily relatad to
payments from distribution customers. At December 31, 2017, approximately $584 (2016 -
$676) Is consldered ‘over 60 days past due. The Corporation has just over 42 thousand
customers, the majority of whom are- residential, Credit risk Is managed through collection of
securlty deposits from customers In accordance with direction provided by the OEB. As at
December 31, 2017, the Corporation holds security deposits In the amount of $2,498 (2016 —
$2,228),
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20. Financlal instruments and risk management (continued)

Financial risks {continued)

(b)

(¢)

(d)

Market risk

Market risks primarlly refer to the risk of loss resulting from changes in commodity prices, foreign
exchange rates, and interest rates, The Corporation currently does not have any material
commodity ar foreign exchange risk. The Corporation Is exposed to fluctuations in interest rates
as the regulated rate of return for the Corporation's distribution business s 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.

Liquidity risk

The Corporation monitors its liquidity risk to ensure access to sufficient funds to meet operational
and Investing requirements. The Carporation'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 a $5,000 revolving credit facility and monitors cash balances dally to ensure that
a sufficient level.of liquidity is on hand to meet financial commitments as they become due. As
at Degember 31, 2017, no amounts have been drawn under the Corporation’s $5,000 credit
faclfity.

The Corporation also has a bilateral facility for $6,900 (2016 — $6,800) for the purpose of issuing
letters of credit to support the prudential requirements of the IESO.

The majorily of accounts payable, as reported on the statement of financial position, are due
within 30 days.

Capital disclosures

The main objectives of the Corporation, when managing capital, are to ensure ongoing access
to funding to maintain and Improve the electricity distribution system, compliance with covenants
related to its credit facilities, prudent management of its capital structure with regard for
recoverles of financing charges permitted by the OEB on its regulated electricify distribution
business, and to deliver the appropriate financial returns.

The Corporation’s definition of capital includes shareholder's equity and long-term debt. As at
December 31, 2017, shareholder's equity amounts to $50,459 (2016 ~ $48,656) and long-term
debt amounts to $31,538 (2016 — $31,938),

21, Comparative figures

The financlal statements have been reclassified, where applicable, to conform to the presentation
used in the current year,
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Staff 28 IRR part c) 2019 Pro-Forma Cash Flow Statement

2019
Combined
Proforma
(in $000's)
CASHFLOW STATEMENT
Operating activities
Net Income 9,968
Items not affecting cash
Amortization 16,807
Change in non-cash working capital 4,900
Cashflow from operating activitues 31,675

Investing activities
Acquisition of PPE and intangible assets (34,623)

Cashflow from investing activitues (34,623)

Financing Activities
Net repayment of/proceeds from Long Term Debt 7,500

Dividends paid - (7,120)
Cashflow from financing activitues 380
Increase/(decrease) in cash and cash equivalents (2,568)

Cash Balance
Cash and cash equivalents, beginning of year 10,568

Cash and cash equivalents, end of year 8,000



LDC MergeCo

BALANCE SHEET
ASSETS
Current assets
Cash ' : 8,000
Accounts receivable 73,634
Other current assets 6,394
Total current assets 88,028

Capital Assets

Net fixed assets 357,252
Other Assets
Other non-current assets 18,311
- TotalAssets -~~~ - 463,591
LIABILITIES
Current Liabilities '
Accounts Payable 60,621
Developer & customer obligations 11,281 .
Other current liabilities 11,696
Total current liabilities 83,598
Long-term Liabilities
Long-term debt 195,779
Other long-term liabilites ! 14,498
Total Liabilities 293,875

SHAREHOLDER'S EQUITY
Share capital 08,819 -
Retained earnings 70,897
Total Liabilities and Shareholder's
Equity 463,591




LDC MergeCo

INCOME STATEMENT
Distribution revenue 80,5627
Cost of Power revenue 407,213
Sale of electrical energy 487,740
Less: Cost of power expense 407,213
Net sale of electrical energy 80,527
Other revenues 4,295
Total Revenues 84,822
OM&A expenses 50,226
EBITDA 34,596
Amortization 16,807
Operating income 17,790
Interest 6,265
EBT 11,624
Taxes 1,556
Net Income 9,968
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