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INDEPENDENT AUDITORS' REPORT T, 708, 742.83418
To the Shareholder of TR raa. 9T
Newmarket Hydro Holdings inc. wwww.colinabarrowkawarthas com

Report on the Consolidated Financial Statements

We have audited the accompanying consolidated financial statements of Newmarket Hydro Holdings Ing.,
which comprise the consolidated balance sheet as at December 31, 2012, and the consviidated
staternents of retained earnings, income and cash flows for the year then ended, and a2 summary of
significant accounting policies and other explanatory information.

Management's Responsibility for the Constlidated Financial Statements

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

Auditors’ Responsibility

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

An audht involves performing procedures to oblain audit evidence about the amounts and disclosures in
the consclidated financial statements. The procedurss selected depend on the auditors' judgement,
including the assessment of the risks of material misstaternent of the consolidated financial staterments,
whether due to fraud or error. in making those risk assessments, the auditors consider internal controls
relevant to the Company's preparation and falr presentation of the consolidated financial stalements in
order o design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Company's internal controls. An audil also includes
evaluating the appropriateness of accounting policles used and the reasonableness of accounting
estimates made by menagement, as well as evaluating the overall presentation of the consolidated
financial staterments,

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

Qpindon

In our apinion, the consclidated financial staternents present fairly, in all material respects, the financial
position of Newmarket Hydro Holdings Inc. as at December 31, 2012, and the resulis of its operations and
its cash flows for the year then ended in accordance with Canadian generally accepted accounting
nrinciples.

Coliing 3@#&1& Kowarthas LLFP

Chartered Accountants
Licensed Public Accouniants

Peterborough, Ontario
Aprii 24, 2013
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NEWMARKET HYDRO HOLDINGS INC,
CONSOLIDATED BALANCE SHEET
Asg at December 3, 2012

2012 2011
3 3
ASSETS
Current assets
Cash 7,843,135 5,380,954
Short-term investments (note 3) 3,339,347 3,165,825
Accounts receivable B,947 648 B,126,106
Unbilled revenue 8,525,292 9,527,083
Inventory 947,105 832,962
Prepald expenses 395,761 367,857
incomé taxes receivable 915,112 766,050
31,013,400 28,196,937
Other assets
Property, plant and equipment {note 4) 53,885 877 §1,628,603
Future incorme taxes (note 13) 3,560,000 3,870,000
57445 877 55 588,503
88,450,277 83,795,440
LIABILITIES AND SHAREHQLDER'S EQUITY
Gurrent liabilities
Agcounts pavable and acerued liabilities (note 8) 10,639,451 10,736,770
Due to shareholder 87,412 87412
Current portion of deposits held 325 000 325,000
11,051,863 11,149,182
Long-term labilities _
Long-term debt {note 6) 24,742 821 24742821
Deposits held 3,006,717 3,044 384
Employes future berefits (note 7) 1,058,572 874,341
Deferral acoounts (note 8) 4 739270 1,666,827
33,638,380 30,328,073
44 680 243 41,477,255
Non-controlling interest (note 10) 2,896 574 2,815,394
Shareholder's equity
Share capital (note 11) 26,600,342 29,608,342
Retained earnings 11,283,118 g,883,448
40 872 460 34 502,781
88,450,277 83,705,440

The accompanying notes are an integral part of these financlal statements

1

" Collins Barrow

Chartered Accountanis




NEWMARKET HYDRO HOLDINGS INC.
CONSQLIDATED STATEMENT OF RETAINED EARNINGS
For the year anded December 31, 2012

2012 2011

3 $

Retained earnings - beginning of year 9,863,449 B.810,5848
Net income for the year 2,821.669 2,880,401
Dividends (note 12) {1,452,000) (1,597 600)
Retained earnings - end of year 11,263,118 9,893,449

The gccormpanying nates are an integral part of these finanvial slatements

Z2
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NEWMARKET HYDRO HOLDINGS INC.
CONSOLIDATED STATEMENT OF INCOME
For the year ended December 31, 2012

2012 2011
$ $
Sales
Service revenue (note 8) 13,078,618 16,286,474
Cost of power revenus 58,064,390 57,184,583
Other operating income 1,126,208 926,702
Investment income £8,931 59,485
Interest income 164,521 100,474
73,384,668 74,568,718
Cost of power purchased 58954380 57184 583
Gross profit 14430278 17,382,135
Expenses
Armortization 2,661,719 4,562,377
Administration 2.641,334 2817870
8ystem operation and maintenance 2,239,264 2,133,357
Customer bilfing and collecting 1,825,847 1,810,613
interast on long-term debt 1,331,890 1,344,984
10,800,054 12,669,001
Income befare undernoted items and Income taxes 3,630,224 4,713,134
Other incoms (expense)
Nor-cantrofling interest (note 19) (81,180} {75,136}
Gain {loss) on disposal of property, plant and equipment 179,701 {489,840}
98,521 {564,876}
Income before income taxes 3,728,745 4,148,168
Provigion for income taxes {(note 13)
Current 497 078 1,217,757
“Future 410,000 250,000
907,078 1,467,757
Net income for the vear 2,821 669 2,680,401

The asc&mpanylng notas are an integral part of these financial staternents

3
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NEWMARKET HYDRO HOLDINGS INC.
CONSOLIDATED STATEMENT OF CASH FLOWS
For the vear ended December 31, 2012

2012 2011
5 $
CASH PROVIDED FROM (USED FOR)
Operating activities
Net income for the year 2,821,669 2,680,401
ltems not affecting cash
Armortization 2,661,719 4,562,377
Future intome 1axes 410,000 250,000
Loss (gain) on disposal of property, plant and equipment (179,701 489,840
Employes future benaefits 185,231 55,299
Increase in non-controlling interest (note 19) 81,180 75,136
5,080,008 8,113,083
Change in non-cash working capital iterms {note 14) (289 268) (1,742,125}
5 680,830 6,370,628
investing ac‘:tivitiaé . e o
Furchase of property, plant and equipment {6,334,82%) {5,192,680)
Froceeds on disposal of property, plant and equipment 1,505,447 16,792
Defarral accounts 3,072,743 1,081,505
{1,666,849) {4,084 293}
Financing activities
Proceeds of long-term debt - 1,000,000
Dividends pald (1,462 000) {1,597 500}
| (1,452.000) __ (597,500)
increase in cash 2,562,181 1,689,135
Cash - beginning of year 5,380,954 8,691,819
Cash - end of year 7,843,135 5 380,854

The accompanying notss are an infegral part of these financial statements

4
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NEWMARKET HYDRO HOLDINGS INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2012 -

1 NATURE OF OPERATIONS

Newmarket Hydro Holdings Inc. ("the Company®) was incorporated April 10, 2000 under the
Business Corporationg Act of the Province of Ontario. The Company commenced operations on
Novarnber 1, 2000. Newmarket Mydro Holdings Inc. is wholly-owned by the Town of Newmarket.

The principat activity of the Company is to distribute electricity to the residents and businesses in
the Town of Newmarket and the Township of Tay under a licence issued by the Ontario Energy
Board (OEB). The Company is regulated by the OEB and adjustments to its distribution rates
regquirg QEB approval.

2, SIGNIFICANT ACCOUNTING POLICIES
(a} Consolidation

These financial staterments have besn prepared in accordance with Canadian generally

accepted accounting principles ("GAAP"). The consolidated financial statements inciude the

accounts of its subsidiary, Newmarket-Tay Power Distribution LTD, Tay Hydro Ing. has a 7%
: mterest sn Newmarket—"i“ay iner Dsstr butaon Ltd

' {oh Elsctncffy r@gufatzon

- The Company is subject to rate regulation by the QOntario Energy Board (OEB). The QEB is
~charged with the responsibility of approving rates for the transmisgion and distribution of
electricity. The faitowzng regulatory pohcy fs practiced in a rate regulated environment:

' Deferrat accounts -

Deferral accounts consist of deferred qualifying transition costs and various rate and retall
variance accounts. - Deferral accounts inciude amounts recoverable and repayable. The
amounts included in these accounts are deferred for accounting purposes becausa it is
probable that they will be recovered (repaid) in fulure rates.  Deferral accounts recognized at
December 31, 2012 are disclosed in note 8. The Company continually assesses the
likelihood of the recovery of recoverable assets. If recovery ¢ no longer considered
probable, the amounts are charged to operations in the year the assessment is made.

{o} Cash
Cash in bank deposit accounts, at times, exceeds federaily insured limits. The Company has
not experienced any losses in such accounts and belleves it is not exposed to any sxgmf“cant
credit rigk on cash..

(a Short-term investments

invesiments are recorded at fair value. Unrealized gains and losses as a result of fair value
adjustrnents at year end are included in investment income for the year.

* Collins Barrow
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NEWMARKET HYDRO HOLDINGS INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended Decembiér 31, 2012

2. SIGNIFICANT ACCOUNTING POLIGIES, continued
(&) Inveniory '

inventary is valued at the tower of cost and net realizable value with cost being determined
on a weighted average basis.

(7 Propetty, plant and equipment
Property, plant and equipment are recorded at cost. The Company provides for amortization

using the straight-line method at rates designed to amortize the cost of the property, plant
and equipment over thelr estimated useful lives. The annual amortization rates are as

follows:
Buildings 28 to 30 years
Transmission and distribution 40 to 50 years
Office and computer equipment Sto 10 years
Leagsshold improvements 7 years
Computer software : 3 to 5 years
Operational equipment 10 1o 15 years
Transportation equipment 510 10 yaars
Land rights 30 years

Contributions for capital construction consist of third party coniributions toward the cost of
constructing distribution assets.  The third party contribution s calculated through an
sconomic evaluation as per the QOER Distribution Service Code. Contributed capital amounts
are recorded as received and amortized over the same period as the asset to which they
ratate being 30 to 60 vears.

{g) Related party ransactions

Related party transactions are in the normal course of operations and have been measured
at the exchange amount which is the amount of consideration established and agreed to by
the refated parties. Detaills of related party transactions and balances are disclosed in note
9.

(h) Employes future benefils

The Company pays certain health, dental and life Insurance benefits on behalf of Its retired
employees. The Company recognizes these post-retirement costs in the period in which the
amployees earn the benefits. The cost of employee future benefits earned by employses is
actuarigily determined using the projected benefit method prorated on length of service and
management's best estimate of salary escalation, retirement ages of employees, employes
turnover and expectad health and dental care costs. The most recent actuarial valuation of
the obligation was performead for December 31, 2012, Details related to the post-employment
benefits are detailed in note 7.

W Collins Barrow
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NEWMARKET HYDRO HOLDINGS INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 34, 2012

2. SIGNIFICANT ACCOUNTING POLICIES, continued

(i

@

{x}

0

Income taxes

Under the Electricity Act, 1998, the Company is required to make payments in lieu of Income
taxes (PILE) to the Ontario Electricity Financial Corporation (OEFQ). Future income taxes are
calculated using the liability method of tax accounting. in providing for corporate income
taxes, temporary differences between the tax basis of assets or liabilities and their carrying
amounts are reflected as future income taxes. The tax rates anticipated to be in effect when
these temporary differences reverse are used to calculate future incormne taxes. Additional
details related to the catculation and method of accounting for PILS is included in note 13.

Management estimates

The preparation of financial statements in accordance with Canadian generally accepted
accounting principles requires management to make estimates and assumptlions that affect
the reparted amounts of assets and fiabiliies and disclosure of gontingent assets and
liabilities at the date of the consolidated financial statements, and the reported amounts of
revenues and expenses during the reporting period.

Key areas where management has made complex or subjective judgments (often as a result
of matters that are nherently uncerfain} include, among others, the fair vaiue of certain
assets, useful lives of capital assets, impairment of assefs, inventory provisions,
amortization, revenues, allowance for doubtful accounts environmental and asset retirement
obligations, post-retirement benefits and income taxes. Actual results could differ from these
and other estimates, the impact of which would be recorded In future periods.

Revenug recagnition

Service revenue is recorded on the basis of regular meter readings and estimated customer
usage since the last meter reading date to the end of the period. The related cost of power
revenue s recorded on the basis of the power bilied by the Independent Electricity System
Operator. Other operating revenus is recorded when services are provided.

Assel ratirement obligations

Canadian generally accepted accounting principles require the Company fo defermine the
fair value of the future expenditures required to settle legal obligations to remove fixed assets
on retirement. If reasonably estimable, a fiability is recognized equal to the present value of
the estimated fuilre removal expenditures.

Bome of the Company's assets may have asset retirement obligations.  As the Company
gxpects to use the majority of its fixed assets for an indefinite period, no removal costs can
be determined and, consequently, a reasonable estimate of the fair value of any asset
retirement obligations has not baen made at this time.

Collins Barrow
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NEWMARKET HYDRO HOLDINGS INC.
NOTEE TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2012

2. BIGNIFICANT ACCQUNTING POLICIES, continued
(m) international Financial Reporting Standards (IFRS)

On February 13, 2008 the Accounting Standards Board (AcSB) confirmed that IFRS will be
required to be adopted by publicly accountable enterprises and certain  government
enterprises for annual reporting purposes for fiscal vears beginning on or after January 1,
2012, On September 10, 2011 the AcSB granted an optional one year deferral of IFRS
adoption for entities subject to rate regulstion. Subsequent fo this, through a series of
additional one year extensions, the mandatory change over date for entities with rate
requiated activities has been extended to January 1, 2018, Al its December 2012
meeting, the International Accounting Stendards Board (IASB) decided to develop an
interim IFRS on rate regulated activities that "grandfathers” existing recognition and
measurement policies. The Company has elected to continue the deferral of transition to
IFRS, pending resclution of these matters hefore the (IASB).

The Company is continuing 1o assess the financial reparting Impacts of the adoption of IFRS
and, at this time, the impact on future financial position and results of operstions is
not * reasonably determinable.” The company does anticipate a significant Increase in
disclosure resulting from the adoption of IFRS and is continuing o assess the level of
disclosure requited and any necessary systern changes to gather and process the
information. The impact of new IFR$ standards and interpretations not yet effective has also
not been assessed,

3. SHORT-TERM INVESTMENTS

2012 2011

3 $

Bond - ' 500,000 1,000,000
Mutual bond fund _ 2,839 347 2,165,825

3,339,347 3,185,825

The bond s at a rate of 3.95% (2011 - 3.7% and 3.95%) and is due January 21, 2013,

?* Collins Barrow
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NEWMARKET HYDRO HOLDINGS INC.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

For the year ended December 31, 2012

4. PROPERTY, PLANT AND EQUIPMENT

2012 201

Accumulated Net book Net book

Cost amortlzation valye value

3 3 3 3

Land 3812170 " 3,612,170 3,141,958
Buildings 281,705 78,087 202,848 208,923
Transriission and distribution 02,507,913 45,758,601 - 48,749,412 45,080,715
Office and computer equipment 735,143 340,603 394,540 440,345
Leasehold improvements 1,012,021 493,137 518 884 570,931
Computer software 884,545 371,548 512,997 591,884
Cperational equipment 696,752 420,818 275934 288,986
Transportation equipment 2,969,673 1,760,632 1,209,041 880,150
-Land rights 510,608 100,447 410,251 428,801
103,210,520 40,324,843 53 885 877 51,628,503

During the current year, the Company changed the rates designed to amortize the cost of the
property, plant and equipment over their estimated useful lives, This change decreased current

year amortization expense by $1,832 487

8, ACCOLINTS PAYABLE AND ACCRUED LIABILITIES

2012 2011

$ $

Accounts payable - purchased power 3,745,487 4,202,884
{Hher accounts payable and acorued liakilities 3,695 718 3,685,653
Water and sewer billings payable 1,704,064 1,418,090
Credits on customar accounts 901,976 1,125,084
Independent Electric System Operator 78,188 75,198
QOPA program payable 817 038 329,861
10,639 451 10,736,770

LONG-TERM DEBT.

2012 2011

$ $

Note payable, 5.48% - Town of Newnrarket 22,000,000 22,000,000
Note payable, §.48% - Township of Tay 1,742,821 1,742,821
Committed term facility, 3.07%, due Dacember 31, 2014 1,000,000 1,000,000
24,?‘42&5? 24,742,821

¥ S
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NEWMARKET HYDRO HOLDINGS INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2012

&, LONG-TERM DEBT, continued

The notes are unsecured and ha'\fék ho sh@ciﬁc terms c:f répaymehts. 'S‘inca the haidersa of the
notes have indicated thet it s not their intantion to reguest payment of this amount during the next
fiscal year, this amount has been classified as a non-gurrent liability in the accompanying financial
staterments,

The committed term facility was drawn for the purpose of the purchase of smart meters, The
Company i3 requirad to make monthly interest payments only with 100% of the remaining balance
due December 31, 2014. At Dacember 31, 2012 the Compeny was in compliance of all
chvenants.

7. EMPLOYEE FUTURE BENEFITS

The Company provides certain health, dental and life insurance benefits for retired employess
pursuant to the Company's policy. The accrued benefit obligation and net periodic expense for
the year were determined by actuarial va!uatncm The most recent valuation was performed for
.{Jec:ambar 31, 2012

- The unamo:t__lzetf past service cost sbﬁgation rasuiting from the inclusion of the former Tay Hydro
Electrié; Distribution Company Inc. employees in the plan, is being amortized over the remaining
service life of those employees, being 11 years with & years remaining to be amortized.

Significant actuarial assumptions emplayed for the valuations are as follows: future general
inflation level of 2.5%, discount rate of 3.9%, salary and wage level increases at 3.3% per annum.
A 753% annual increase in the per capita cost for heaith benefits was used for 2012, This rate will
incraase to 8% for 2013; and decrease to 7.47% for 2014; 6.93% for 2015, 6.4% for 2016; 5.87%
far 2017: 5.33 for 2018 4.8% for 2019 and thereafier. A 6% annual rate of increase in the per
capita cost of covered dental costs was used for 2012, This rate will increase to 8.88% for 2013;
8.5 for 2014, 6.13% for 2015; 5.76% for 2018; 5.38% for 2017, 5.0% for 2018 and thereafter.
Information about the Ccrﬁpany‘s defined benefit plan is included in the table which follows.

2012 2011

3 $

Accrued Benefit Qbiigatlon beginning of period ' 874,341 518,042
Current service cost 147,561 83687
Amortization of past service costs 13,204 13,204
Benefits paid o (33,422) (41,592)

Actuarial loss 57,888 -

. L 1,068,672 874,341
Unamorlized past service costs : ?’_0.421 83{6_2;5_
1,128,883 Q87 066

10
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NEWMARKET HYDRO HOLDINGS INC,
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2012

8. DEFERRAL ACCOUNTS

As described in note 2(b) the Company has recorded the following deferral accounts:

5012

2011
3 §
Deferral accounts approved for recovery 2,130,324 2,006,502
Recovered to date (2,878,320) (1,822,087)
Repayment - payment in lieu deferral account (1,333,036) ~
(1,881,032) 274,438
Power purchased for resale (819,1586) (1,517,398)
Smart meters _ (380,407} {402,038)
Change in useful life of property, plant and equipment {1,762,868) -
Retail settiements and other 104,294 (23,531)
{4,738270) {1,666,527)

Pursuant to The Ontario Energy Board Decision on EB 2011-0184 the Company is retuming an
unintentional over collection of charges related to Payments in Lieu of Taxes. These charges
were collected from 2002 to 2006, The repayment of the amounts due will continue through the
2014 fiscal year.

Int addition, as indicated in note 4, the Company has adjusted the estimate useful life related to the
amortization period for certain capltal assets, based upon the Ontario Energy’s Board regulatory
accounting direction as contained in the revised 2012 Accounting Procedures Handbook for
Electricity Distributors. As a result of OEB direction related to the settlement of these amaounts,
the Company has recorded a payable in the deferral d@ccount of $1,762,989 and a reduction in
gervica revenue,

9. ADVANCES FROM RELATED PARTIES AND RELATED PARTY TRANSACTIONS

{a) During the year, the Company entered into transactions with its majority parent, Newmarket
Hydro Holdings Inc. (NHHI and with The Town of Newmarket which is the sole shareholder
of Newmarket Hydro Holdings Inc, Revenue charged during the year included energy, street
light capital and strest light maintenance charged at commercial rates fo the Town of
Newmarket.

Included in accounts payable (note B) are water and sewer amounts collected which are due
to the Town. These amounts are collected and remitted in accordance with a contract with
URB Otameter and remittad on thelr behall.
included In long term debt (note 6) are notes payable to related parties.

by Transactions

These transactions are measured at the exchange amourt, which is the amount of
consideration established and agreed to by the related parties.
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NEWMARKET HYDRO HOLDINGS INC.
NOTES TG THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2012

9. ADVANCES FROM RELATED PARTIES AND RELATED PARTY TRANSACTIONS continued

by Transactions, continued

2012 201
3 3

Ravenue ,
Energy sales 3,642 868 3,247,808
Services - Street light capital - 4,087 12,181
Services - Street light maintenance 267,809 267 808
3,814,874 3,527,808

Expanses

tnterest 1,205,600 1,246,300
Rant property tax and other 382 244 300,371

1,587 844 1636671

{c) The following armount is due from the Town of Newmarket and Included in the financial

statements!
2012 2011
$ $
Aceounts receivable : 318,309 345 378
10. NON-CONTROLLING INTEREST
The changes in non-controfling inferest consist of:
2012 2011
$ 3
Balance - beginning of the year 2815394 2,740,258
Proportionai share of income 167,180 188,635
Proportional share of dividends paid {1 ﬁﬁ,ﬁi}ﬂ} {111,600
Balance - end of the year 2,896,574 2,6153094
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NEWMARKET HYDRO HOLDINGS INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2012

11, SHARE CAPITAL
Authorized

Unlimited number of common shares

Issued
2012 2011
$ 3
201 common shares 29 600 342 29,608,342

12. DIVIDENDS
During the year the Company declared and paid $1,452,000 of dividends, An additional $214,285
was declared and vaid, however, was loaned to Newmarket-Tay Power Distribution LTD. and

eliminated upon consolidation. $116,000 of this amount was charged against the non-controfing
interest as described in note 10,

13. INCOME TAXES

a) The componenis of future income tax balances are as follows:

2012 2011
3 $
Future income tax asset _
Tax basis of equipment in excess of carrying amount 2,867,000 3,414,000
- Reserves deductible when paid 313,000 247,600
Cumulative eligible capital available for tax purposes 280,000 309,000

3,660,000 3,970,000
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NEWMARKET HYDRO HOLDINGS INC.
NOTES TO THE CONSOQLIDATED FINANCIAL S§TATEMENTS
Ferthe year ended December 31, 201 2

13. INCOME TAXES, continued

b) The provision for income taxes recorded in the financial statements differs from the amount
which would be obtained by appilying the statutory income tax rate of 26.5% (2011 - 31%) to

the incame for the years as follows:

2012 201
3 5
incame for the vear before income taxes 3729000 4,148 000
Antlcipated Income tax expanse a88,185 1,285,880
Effect of items not deductible for tax purposes. 3,975 8,478
Impact of tax rate changes and other (85,084) 173,402
Income tax expenssa eQ7.076 1,487 757
140 T STATEMENT OF CASH FLOWS
R ‘ ' 2012 2011
$ $
Increase in short-term investments (173,6822) (130,978)
increass in accounts receivable (821,542) {1,320,498)
Decrgase in unbilled revenue 1,001,781 369,360
increase In inventory (114,143) (131,708)
increase in prepaid expenses (27,804) (244,417)
increase in income taxes receivable (118,062) (448,279)
Increase (decreases) in accounts pavable and accrued fiabilities (97,318 g73,528
Increase {(decrease) in deposits held 52,333 (509,138)
(209 268) {1,742,128)
interest paid 1,362,638 1,344,984
Income taxes oaid 1,213,800 1,714,038
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NEWMARKET HYDRO HOLDINGS INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2012

18.

1.

SHORT TERM CREDIT FACILITIES

The Company has $3,500,000 available in operating facilities from a major chartered bank. The
faciliies are 364 day revolving operating losn, bearing intergst at prime plus 0.5%, to be repaid
within one year from date of acquisition unless extended by the bank. A standby fee of 10 basis
points, payable quarterly in arrears applies to any unused portion of the facllity. As at the balance
sheet date, the Company has no balance outstanding on this facllity. The operating loan includes
restrictive clauses with respect to repaymant.

in addition, the Company has provided prudential support in the amount of $2,765,.940 to the
independent Electricity System Operator. The prudential support is secured by a letter of credit
with & major chartered bank for $2,765,940 and contains restrictive clauses with respect to debt
repayments,

A general security agreement covering all assets of the Company has been pledged as security
for the opaerating loans and term facility.
PENSION AGREEMENT

T‘he Cémpany makes contributions & the Ontaric Municipal Employess’ Retirement Fund
(OM.ER.S), which is a multi-employer plan, on behalf of its employees. The plan is a defined

© benefit plan which specifies the amount of retirement benefits to be received by the employees

pased on the length of service and rates of pay.

The amﬂurfit contributed.to O M.E.R.S. for the year ended was $388,294 (2011 - §331,086).
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NEWMARKET HYDRO HOLDINGS INC,
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2042

17. CAPITAL DISCLOBURES

The Company's primary objective when managing capital is to address the expsctations as
provided in the Shargholder Agreement befween the Company's parent company, Newmarket
Hydro Holdings inc, and its shareholder, the Town of Newmarket. The axpectation is that the
Company will maintain a prudent financial structure in order to safeguard the Company's assets
and to provide adequate returns for its shareholders and benefits to the stakeholders.

The Ontario Energy Board sets rates based on a deemed capital structure of 60% debt and 40%
equity.

Changes to the Company's capital structure are constrained by existing covenants contained in
the banking agreement. The Company must maintain a8 maximum debt to capitalization ratio of
0.60 to 1 and maintain a debt service coverage ratio of 1.2,

The Company's current capital structure is defined as follows:

2012 201
_ $ 3
Longderm debt 24,742,821 23,742 824

24,742.821 23,742 821

2012 2011

$ $
Share capital 29,609,342 28,608,342
Retained earings 11,263,118 ©,893,449

Non-controlling interest 2,896 574 2,815,394

43760034 42318185
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NEWMARKET HYDRO HOLDINGS INC.
NOTES TO THE CONSQLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2012

18.

FINANCIAL INSTRUMENTS

Financial mnstruments consist of recorded amounts of cash, mutual funds, bonds, accounts
receivable and unbilled revenue which will result in future cash receipts, as well a8 accounts
nayable and accrued liabilities, cusiomear deposits, accounts payable and acoruals, advances
payable and long tern debt which will result in future cash cutflows.

The Company does not believe that it is exposed to significant foraign exchange risk.

The Company s exposed fo the following risks in respect of certain financial instruments held:

(a)

(b}

()

Fair value

The carying value of the accounts receivable and accounts payable and accrued liabilities
approximate thelr fair valte due to thelr short-term nature.

The shori-term investments are carried at fair value, with changes In value recognized in
income in the year.

The fair value of the advances from parent company detailed in note 9 are less than carrying
valtie, s the amounts have no terms of repayment, the fair value cannot be calculated with
any degree of certainty.

The c_arrying valua of longerm debt approximates the fair value as the interest rates are
consistent with the current rates offered to the Company for debt with similar terms.

Interest rate risk

The Company manages its exposure to interest rate risk through & combination of fixed and
fioating rate borrowings. The fixed rate debt (note 6) is subject to interest rate price risk, as
the value will fluctuate as a result of changes in market rates. The fleating rate credit facility
{note 15} is subject to interest rate cash flow tisk, as the required cash flows to service the
debt will fluctuate as a result of changes in market rates,

Cradit risk

Credlt risk arises from the potential that a counter party will fail to perform its obligations.
The Company is exposed fo credit risk from customars. However, the Company has a
significant aumber of customers which minimizes the concentration of credit risk.  An
allowance for colfection of doubtful accounts in the amount of $214,887 (2011 -8211,474)
has been recor

Market risk

The securities held as short term investments exposes the company to market risk due to
the potential for changes in market prices.
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NEWMARKET HYDROQ HOLDINGS INC.
NOTES TO THE CONSQLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2012

18. FINANCIAL INSTRUMENTS, continued
(2) Liguidity risk

The Company does have a liquidity risk in the accounts payable and accrued liabilities of
$10,839,4581 (2011 - $10,738,770). Liguidity risk is the risk that the Company cannot repay
its obligations when they bacome due to its creditors. The Company reduces its exposure to
liquidity risk by ensuring that it documents when authorized payments become due;
maintaing an adequate line of credit to repay trade creditors and repays long term debt
interest and principal as they become due. [n the opinion of management the liquidity risk
exposure to the Company is low and is not material,

19. COMMITMENTS
The company has an operating lease agreement with the Town of Newmarket, expiring December

31, 2017 for the rental of the building. Minimum lease payments over the next five year period
under this commitment are as follows;

$

2013 275,000
2014 275,000
2015 275,000
2016 - 275,000
2017 | 275,000
1,375,000
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NEWMARKET HYDRO HOLDINGS INC.
NOTES TO THE CONSGLIDATED FINANGIAL STATEMENTS
For the year ended Degember 31, 2012

20.

2%

CONTINGENCIES

{a) In the normal course of business, the Company enters into agreements that meet the
definition of a guarantes, The guarantees include indemnities under leass agreements, purchase
and sale agreements, confidentiality agreements, outsourcing, service and information
agreements. The nature of these indemnification agreements prevents the Company from
making a reasonable estimate of the maximum exposure dus fo the difficulties in assessing the
amount of fiability related to the likelihood and predictabliity of future events. Historically, the
Company has not made any significant payments under gimilar indemnification agreements and
therefora no amount has been accruad in the balance sheet with respact to these agreemeants.

(b) Indemnity has baen provided to all directors and/or officers of the Company for various items
including, but not limited to, all costs to settle suits or actions due to association with the
Company, subject to certain restrictions. The Company has purchased directors’ and officers’
fiability insurance to mitigate the cost of any potential suits or actions. The amount of any
potential future liability which exceeds the amourt of insurance coverage cannot reasonably be
determined.

{¢) The Company participates with other municipal utiiies in Ontario in an agreement to

. exchange reciprocal contracts of indemnity throtigh the Municipal Electric Association Reciprocal

insurance Exchange. Under this agreement, the Company is contingently liable for additional
assessments to the extent that premiums collected are not sufficient to cover actual losses,
claims and costs experiencad. '

COMPARATIVE AMOUNTS

The financial statements have been reclassified, where applicable, to conform to the presentation
used in the current year. The changes do not affect prior year garmings.
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/ 590 Steven Court, Newmarket, Ontario L3Y 622

Tel:  [905] 895-2309
NEWMAKET - Fax:  [005] 895-8331

Email: nmhydro@nmhydro.ca

Newmarket Hydro Holdings Inc.

November 5, 2013

Newmarket Hydro Holdings Inc.
Report of the President

TO: Town of Newmarket Committee of the Whole
SUBJECT: Newmarket Hydro Holdings Inc. 2012 Annual General Meeting

ORIGIN: President, Newmarket Hydro Holdings Inc.

RECOMMENDATIONS:

THAT the Newmarket Hydro Holdings Inc. Report of the President dated
November 5, 2013 regarding the financial statements of Newmarket Hydro
Holdings Inc. (the “Corporation”), the written resolutions of Newmarket -
Tay Power Distribution Ltd. (“NT Power”) and appointment of the sole
director and auditors be received and the following recommendations be
adopted:

WHEREAS the Corporation of the Town of Newmarket (the “Sole
Shareholder”) is the sole shareholder of the Corporation;

AND WHEREAS the Sole Shareholder by a Shareholder Declaration dated
November 1, 2000 appointed the Mayor as its legal representative for the
purpose of communicating any shareholder consent or approval required
by either the terms of the Shareholder Declaration or the Business
Corporations Act {Ontario) (the “OBCA”});

AND WHEREAS the Corporation owns a majority of the common shares of
NT Power;

AND WHEREAS pursuant to s.102(2) of the OBCA where a body corporate
is the shareholder of a corporation the corporation shall recognize any
individual properly authorized by the body corporate to represent it at
meetings of shareholders of the corporation;

AND WHEREAS pursuant to s.104 of the OBCA a written resolution dealing
with all the matters required to be dealt with at a shareholders meeting and
signed by the shareholders entitled to vote at that meeting satisfies all
requirements of the OBCA relating to that meeting of shareholders;
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NOW THEREFORE BE IT RESOLVED by the Municipal Council of the
Corporation of the Town of Newmarket as follows:

1. THAT the Mayor, as the Sole Shareholder’s legal representative, is
directed to sign the following Corporation Shareholder resolutions:

a. THAT the Corporation’s financial statements for the financial year ended
December 31, 2012 together with the report of the Corporation's auditors,
Collins Barrow, thereon dated April 24, 2013 be approved and adopted.

b. THAT Collins Barrow, Chartered Accountants, be appointed auditors of
the Corporation to hold office until the next annual meeting of shareholders at
such remuneration as may be fixed by the sole director and the sole director
is authorized to fix such remuneration.

¢. THAT R.N. Shelton be appointed as the sole director of the Corporation to
hold office until the next annual meeting of shareholders or until his successor
is elected or appointed.

d. THAT R.N. Shelton, so long as he is the sole director of the Corporation,
shall represent the Corporation at meetings of shareholders of NT Power;

e. AND THAT all acts, contracts, bylaws, proceedings, appointments
elections and payments, enacted, made, done and taken by the sole director
and sole officer of the Corporation to December 31, 2012, as the same are
set out or referred to in the resolutions of the sole director, or in the financial
statements of the corporation, are approved, sanctioned and confirmed.

2. AND THAT the Mayor, as the Sole Shareholder’s legal representative,
direct R.N. Shelton, the sole director and legal representative of the
Corporation, to sign the following NT Power shareholder resolutions in lieu
of an annual meeting:

a. THAT the financial statements of NT Power for the financial year ended
December 31, 2012 together with the report of NT Power’s auditors,
Collins Barrow, thereon dated April 24, 2013 be approved and adopted.

b. THAT Collins Barrow, Chartered Accountants, be appointed auditors of
NT Power to hold office until the next annual meeting of shareholders at such
remuneration as may be fixed by the directors and the directors are
authorized to fix such remuneration.
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c. THAT T. Van Bynen, S. Warnock, P. Daniels, R. Betts, A. Ott, T. Taylor
and P. Ferguson are elected directors of NT Power to hold office until the next
annual meeting of shareholders or until their successors are elected or
appointed.

d. THAT C. Prattas is elected as a director of NT Power upon the resignation
of T. Taylor

e. AND THAT all acts, contracts, bylaws, proceedings, appointments
elections and payments, enacted, made, done and taken by the directors and
officers of NT Power to December 31, 2012, as the same are set out or
referred to in the resolutions of the board of directors, the minutes of the
meetings of the board of directors or in the financial statements of NT Power,
are approved, sanctioned and confirmed.

Financial Statements of the Corporation

The audited financial statements for the Corporation were presented at a council
workshop on September 23, 2013 and are attached to this report. Mr. lain
Clinton, Chief Financial Officer of NT Power will be available at the meeting to
answer questions regarding them.

Appointment of Auditors

The Board of Directors of NT Power recommends the re-appointment of Collins
Barrow for the period January 1 to December 31, 2013 for both the corporation
and NT Power.

Election of Directors for the Corporation

Upon the merger of Newmarket Hydro Ltd. and Tay Hydro Etectric Distribution
Company Inc. on May 1, 2007, Mr. R.N. Shelton was appointed as the sole
director of the corporation. There has been no change requested by the
Shareholder to this appointment.

Election of Directors — NT Power

The existing directors of NT Power are:

T. Van Bynen, Mayor of the Town of Newmarket
S. Warnock, Mayor of the Township of Tay

R. Betts, Independent Director

Dr. U. Phillip Daniels, Independent Director
Tom Taylor, Independent Director
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Andy Ott, Independent Director
P.D. Ferguson, President of NT Power

Director T. Taylor has indicated he will be resigning from the board of directors of NT
Power (the “Board”) no later than the end of 2014 creating one director vacancy.

In accordance with the NT Power Shareholders Agreement, the Board struck a
Nominating Committee (the ‘Committee’), being the standing Governance and
Compensation Committee consisting of chair P. Daniels, and directors T. Van
Bynen and T. Taylor to; with input from a professional recruiting firm and utilizing
corporate governance best practices, provide the shareholders with a
recommended list of candidates from which to select nominees to be elected
directors with respect to all then vacant director positions or all director positions
which will be vacant as at the next annual general meeting of NT Power. Given
only one vacancy would exist, the Newmarket and Tay shareholders agreed to
forego the requirement to retain a professional recruiting firm.

The Committee recommended a two person slate of candidates to an Ad-Hoc
Joint Committee of the councils of Newmarket and Tay (the “Ad-Hoc Committee)
consisting of:

Newmarket Councillor C. Emanuel
Tay Councillor N. Baumgardner

- Newmarket Councillor D. Kerwin

- Tay Mayor S. Warnock

- Newmarket Mayor T. Van Bynen

Chair
Members

The Ad - Hoc Committee unanimously selected Ms. Cristine Prattas to be
nominated to replace T. Taylor. The report of the Ad-Hoc Committee is attached.

The appointments of The Mayor of Newmarket, the Mayor of Tay and the
President are de facto. The independent directors Betts, Daniels, Taylor and Ott
are eligible for re-appointment.

[Original signed by]
P.D. Ferguson P.Eng.

President,
Newmarket Hydro Holdings Inc.



