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Wellington North Power Inc.

290 Queen Street West, PO Box 359, Mount Forest, ON NOG 2L0
Phone: 519.323.1710 Fax: 519.323.2425

www.wellingtonnorthpower.com E-mail: wnp@wellingtonnorthpower.com

ESA # 7012854
Meeting: Wellington North Power Inc.
Annual Shareholders Meeting
Date: Tuesday, May 26" 2020
Time: 6:00 pm to 7:00 pm
Location: Video Conference
AGENDA
Item Presenter Action

1 | Opening Remarks Chair

2 Appointment of Recording Secretary Chair

3  Appointment of Scrutineers Chair

4 | Notice of Meeting Chair

Quorum of Representatives:
5 o Township of Wellington North (3) Chair
o Township of Southgate (2)

6  Approval of 2019 Shareholder Meeting minutes Chair Resolution

7 | Approval of the 2019 Audited Financial Statements Chair Resolution

8 | Appointment of Auditor Chair Resolution

9 Dividend payment to Shareholders Chair

10 Appointment of Directors Chair

11  Message from CEO / President CEO

12  Other Business Chair

13  Closing Remarks Chair

14  Adjournment Chair Resolution
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Wellington North Power Inc.

290 Queen Street West, PO Box 359, Mount Forest, ON NOG 2L0
Phone: 519.323.1710 Fax: 519.323.2425

www.wellingtonnorthpower.com E-mail: wnp@wellingtonnorthpower.com
ESA # 7012854
Wellington North Power Inc.
Annual Shareholders’ Meeting
Tuesday, May 28" 2019 at 6:00 pm.
GUESTS:
Representing the Township of Southgate Mayor John Woodbury
CAO David Milliner
Representing the Township of Wellington North | Councillor Lisa Hern
Councillor Dan Yake
CAO Mike Givens
PRESENT:
Chair Andy Lennox
Board Director Paul Smith
CEO / President Jim Klujber
Manger of Operations Mike Davison
Manager of Finance Raymond Petersen
Corporate Secretary Richard Bucknall
APOLOGIES:
Township of Wellington North Councillor Steve McCabe
Board Director Mark Hillis
KPMG LLP Representative Cameron Grubb
WELCOME AND
OPENING REMARKS: The Chair of Wellington North Power Inc., Andy Lennox,

welcomed everyone to the 2019 Annual Shareholders’ Meeting
and introduced:
o Representatives from the Township of Southgate;
o Representatives from Township of Wellington North;
o The Board of Directors and;
o Wellington North Power Inc. staff.
Andy Lennox will facilitate the meeting.
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Wellington North Power Inc.

APPOINTMENT OF
RECORDING SECRETARY:

APPOINTMENT OF
SCRUTINEERS:

NOTICE OF MEETING:

QUORUM:

CONSTITUTION OF
THE MEETING:

MINUTES OF THE MEETING
MAY 29t 2018:

Richard Bucknall of Wellington North Power Inc. will act as
recording secretary for the meeting.

Mayor John Woodbury and Councillor Lisa Hern were appointed
as Scrutineers.

The Shareholders were notified by e-mail on April 24t 2019.

The Chair called for a quorum of the representatives of the
Shareholder, namely:

o The Township of Southgate (being 2) and;

o The Township of Wellington North (being 3).

Attendees constituting the quorum were members of council or
staff from the Townships of Southgate and Wellington North.

The meeting was called to order.

The Chair of Wellington North Power Inc., Andy Lennox, declared
the meeting had been properly called and duly constituted for the
transaction of business.

The minutes of the Annual Shareholders Meeting held Tuesday,
May 29t 2018 were circulated electronically to the Shareholder
representatives on May 15 20109.

Resolution: 2019-0528-101

WHEREAS the Shareholders have determined that the minutes of
the Annual Shareholders’ Meeting held May 29t 2018 have been
duly reviewed and accepted for the Corporation;

IT IS RESOLVED THAT the minutes of the Annual Shareholders’
Meeting held Tuesday, May 29" 2018 at the Township of
Wellington North, in the County of Wellington have been
reviewed and accepted.
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2018 AUDITED FINANCIAL
STATEMENTS:

APPROVAL OF 2018 AUDITED
FINANICAL STATEMENTS:

The foregoing resolution is hereby signed by all the Shareholders
of the Corporation entitled to vote thereon, in accordance with
the provisions of the Business Corporations Act (Ontario).

Dated this day, the 28™ of May 2019.

SIGNED:
Mayor John Woodbury (Township of Southgate)
Councillor Lisa Hern (Township of Wellington North)

Raymond Petersen, Manager of Finance at Wellington North

Power Inc., presented the 2018 Audited Financial Statements

which included:

o The 2018 financial audit resulted in a “Clean Audit”
unqualified opinion from KPMG LLP.

o Changes in assets and liabilities; a statement of
comprehensive income; overview of Property, Plant and
Equipment; and a summary of equity and debt.

There were no questions asked by attendees.

Resolution: 2019-0528-102

WHEREAS the Shareholders are required to determine that the
audited Financial Statements as prepared by the firm of KPMG LLP
Canada are accepted for the Corporation;

IT IS RESOLVED THAT the 2018 Audited Financial Statements as
presented, have been reviewed and accepted for the Corporation.

The foregoing resolution is hereby signed by all the Shareholders
of the Corporation entitled to vote thereon, in accordance with
the provisions of the Business Corporations Act (Ontario).

Dated this day, the 28 of May 2019.

SIGNED:
Mayor John Woodbury (Township of Southgate)
Councillor Lisa Hern (Township of Wellington North)
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APPOINTMENT OF
AUDITOR:

DIVIDEND PAYMENT:

PRESENTATION:

Resolution: 2019-0528-103

WHEREAS the Shareholders are required to determine the
auditing firm for the Corporation;

IT IS RESOLVED THAT the following firm is to be retained to act as
auditor for the Corporation until the next annual meeting.
KPMG LLP Canada

The foregoing resolution is hereby signed by all the Shareholders
of the Corporation entitled to vote thereon, in accordance with
the provisions of the Business Corporations Act (Ontario).

Dated this day, the 28 of May 2019.

SIGNED:
Mayor John Woodbury (Township of Southgate)
Councillor Lisa Hern (Township of Wellington North)

Andy Lennox presented cheques to Shareholder representatives
Mayor John Woodbury and Councillor Lisa Hern.

The dividend payment was $57,395.40 with the Shareholder’s
individual payment of:

o Township of Southgate: $1,721.86

o Township of Wellington North: $55,673.54

Jim Klujber, CEO/President of Wellington North Power Inc.,

presented the following items:

o Core functions and periphery activities performed by
Wellington North Power Inc. (WNP);

o Characteristic trends for the period 2016 to 2018;

o Key Performance Indicators (KPIs) for the period 2016 to 2018
for net income, return on equity, operating expenses, capital
expenditures and service reliability;

o An overview of the special capital investment projects
completed in the years of 2016 and 2018;

o Review of capital projects planned for 2019; and

o Strategic update.

There were no questions asked by attendees.
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OPEN FLOOR
DISCUSSION:

OTHER BUSINESS:

CLOSING REMARKS:

ADJOURNMENT:

There were no items raised for discussion.

There was no other business items raised or discussed.

Andy Lennox gave closing remarks noting Wellington North Power
Inc. had had a good year. He thanked the Shareholder
representatives, directors and staff for attending the meeting.

Resolution: 2019-0528-104

WHEREAS the Shareholders have determined that the business of
the annual Shareholders’ Meeting is concluded for the
Corporation;

IT IS RESOLVED THAT the Annual Shareholders’ Meeting held
Tuesday, May 28%" 2019 is adjourned.

The foregoing resolution is hereby signed by all the Shareholders
of the Corporation entitled to vote thereon, in accordance with
the provisions of the Business Corporations Act (Ontario).

Dated this day, the 28™ of May 2019.
SIGNED:

Mayor John Woodbury (Township of Southgate)
Councillor Lisa Hern (Township of Wellington North)

Chairman

Corporate Secretary
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Financial Statements of

WELLINGTON NORTH
POWER INC.

And Independent Auditors’ Report thereon

Year ended December 31, 2019

Page 9 of 40



Page 10 of 40

KPMG LLP

115 King Street South
2nd Floor

Waterloo ON N2J bA3
Canada

Tel 519-747-8800

Fax 519-747-8830

INDEPENDENT AUDITORS’ REPORT

To the Shareholders of Wellington North Power Inc.

Opinion

We have audited the financial statements of Wellington North Power Inc. (the Entity), which
comprise:

e The statement of financial position as at December 31, 2019

e the statement of comprehensive income for the year then ended

e the statement of changes in equity for the year then ended

e the statement of cash flows for the year then ended

e and notes to the financial statements, including a summary of significant accounting

policies
(Hereinafter referred to as the “financial statements”).

In our opinion, the accompanying financial statements present fairly, in all material respects,
the financial position of the Entity as at December 31, 2019, and its financial performance
and its cash flows for the year then ended in accordance with International Financial
Reporting Standards (IFRS).

Basis for Opinion

We conducted our audit in accordance with Canadian generally accepted auditing
standards. Our responsibilities under those standards are further described in the
“Auditors’ Responsibilities for the Audit of the Financial Statements” section of our
auditors’ report.

We are independent of the Entity in accordance with the ethical requirements that are
relevant to our audit of the financial statements in Canada and we have fulfilled our other
ethical responsibilities in accordance with these requirements.

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

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

Management is responsible for the preparation and fair presentation of the financial
statements in accordance with International Financial Reporting Standards (IFRS), and for
such internal control as management determines is necessary to enable the preparation of
financial statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, management is responsible for assessing the Entity’s
ability to continue as a going concern, disclosing as applicable, matters related to going
concern and using the going concern basis of accounting unless management either intends
to liquidate the Entity or to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Entity’s financial
reporting process.

Auditors’ Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements
as a whole are free from material misstatement, whether due to fraud or error, and to issue
an auditors’ report that includes our opinion.

Reasonable assurance is a high level of assurance, but is not a guarantee that an audit
conducted in accordance with Canadian generally accepted auditing standards will always
detect a material misstatement when it exists.

Misstatements can arise from fraud or error and are considered material if, individually or in
the aggregate, they could reasonably be expected to influence the economic decisions of
users taken on the basis of the financial statements.

As part of an audit in accordance with Canadian generally accepted auditing standards, we
exercise professional judgment and maintain professional skepticism throughout the audit.

We also:

e |dentify and assess the risks of material misstatement of the financial statements,
whether due to fraud or error, design and perform audit procedures responsive to those
risks, and obtain audit evidence that is sufficient and appropriate to provide a basis for
our opinion.

The risk of not detecting a material misstatement resulting from fraud is higher than for
one resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control.

e Obtain an understanding of internal control relevant to the audit 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.
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Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by management.

Conclude on the appropriateness of management's use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material uncertainty
exists related to events or conditions that may cast significant doubt on the Entity's
ability to continue as a going concern. If we conclude that a material uncertainty exists,
we are required to draw attention in our auditors’ report to the related disclosures in the
financial statements or, if such disclosures are inadequate, to modify our opinion. Our
conclusions are based on the audit evidence obtained up to the date of our auditors’
report. However, future events or conditions may cause the Entity to cease to continue
as a going concern.

Evaluate the overall presentation, structure and content of the financial statements,
including the disclosures, and whether the financial statements represent the underlying
transactions and events in a manner that achieves fair presentation.

Communicate with those charged with governance regarding, among other matters, the
planned scope and timing of the audit and significant audit findings, including any
significant deficiencies in internal control that we identify during our audit.

Kins <
i

Chartered Professional Accountants, Licensed Public Accountants

Waterloo, Canada

March 31, 2020



WELLINGTON NORTH POWER INC.

Statement of Financial Position
December 31, 2019, with comparative information for 2018
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Note 2019 2018

Assets
Current assets

Accounts receivable 5 $ 1,340,978 $ 1,545,690

Unbilled revenue 1,367,195 1,242,277

Materials and supplies 6 122,569 125,647

Prepaid expenses 139,485 171,892
Total current assets 2,970,227 3,085,506
Non-current assets

Property, plant and equipment 7 10,193,073 10,071,367

Intangible assets 8 791,785 822,681

Other assets 2,145 2,145

Deferred tax assets 9 5,783 50,729
Total non-current assets 10,992,786 10,946,922
Total assets $ 13,963,013 $ 14,032,428
Regulatory debit balances 10 881,737 738,852
Total assets and regulatory balances $ 14,844,750 $ 14,771,280

See accompanying notes to the financial statements.
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WELLINGTON NORTH POWER INC.

Statement of Financial Position
December 31, 2019, with comparative information for 2018

Note 2019 2018
Liabilities
Current liabilities
Bank indebtedness $ 401,467 $ 2,280
Accounts payable and accrued
liabilities 11 2,506,439 2,812,635
Current portion of notes payable 12 199,238 191,425
Customer deposits 146,857 195,531
Total current liabilities 3,254,001 3,201,871
Non-current liabilities
Long-term notes payable 12 6,074,850 6,274,088
Post-employment benefits 13 178,948 175,425
Deferred revenue 142,177 118,646
Total non-current liabilities 6,395,975 6,568,159
Total liabilities 9,649,976 9,770,030
Equity
Share capital 14 1,634,404 1,634,404
Retained eamings 3,017,595 2,760,376
Accumulated other comprehensive
loss (3,565) (3,565)
Total equity 4,648,434 4,391,215
Total liabilities and equity $ 14298410 $ 14,161,245
Regulatory credit balances 10 546,340 610,035
Total liabilities, equity and regulatory
balances $ 14,844,750 $ 14,771,280

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

%rector
—

_Director
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Statement of Comprehensive Income
Year ended December 31, 2019, with comparative information for 2018
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Note 2019 2018
Revenue
Sale of energy $ 12,263,304 $ 12,075,935
Distribution revenue 2,717,303 2,634,302
Other 15 170,644 156,133
15,151,251 14,866,370
Operating expenses
Cost of power purchased 12,418,466 12,102,862
Operations and maintenance 621,325 637,798
Billing and collections 409,630 361,577
Administrative and general 784,856 710,012
Amortization and depreciation 470,150 433,645
Property taxes 15,831 16,739
14,720,258 14,262,633
Income from operating activities 430,993 603,737
Finance costs 17 272,437 245,158
Income before income taxes 158,556 358,579
Income tax expense 9 44,050 45,248
Net income for the year 114,506 313,331
Net movement in regulatory balances, net of tax 10 200,108 69,305
Net income for the year and net movement
in regulatory balances 314,614 382,636
Other comprehensive income for the year
Remeasurement of post-employment benefits - -
Total comprehensive income for the year $ 314,614 $ 382,636

See accompanying notes to the financial statements.
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WELLINGTON NORTH POWER INC.

Statement of Changes in Equity
Year ended December 31, 2019, with comparative information for 2018

Accumulated
other
comprehensive
Share Retained

capital earnings loss Total
Balance at January 1, 2018 $1,634,404 $2,425639 $ (3,565) $ 4,056,478
Net income and net movement
in regulatory balances - 382,636 - 382,636
Dividends - (47,899) - (47,899)
Balance at December 31, 2018 $1,634,404 $2,760,376 $ (3,565) $ 4,391,215
Balance at January 1, 2019 $1,634,404 $ 2,760,376 $ (3,565) $ 4,391,215
Net income and net movement
in regulatory balances - 314,614 - 314,614
Dividends - (57,395) - (57,395)
Balance at December 31, 2019 $1,634,404 $ 3,017,595 $ (3,565) $ 4,648,434

See accompanying notes to the financial statements.
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Statement of Cash Flows

Year ended December 31, 2019, with comparative information for 2018
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2019 2018
Operating activities
Net Income and net movement in regulatory balances $ 314,614 $ 382,636
Adjustments for:
Depreciation and amortization 521,427 490,229
Amortization of deferred revenue (2,309) (1,660)
Post-employment benefits 3,523 3,670
Loss on disposal of property, plant and equipment 41,692 27,877
Income tax expense 44,050 45,248
922,997 948,000
Change in non-cash operating working capital:
Accounts receivable 204,712 (254,072)
Unbilled revenue (124,918) 101,190
Materials and supplies 3,078 (962)
Prepaid expenses 32,407 79,015
Accounts payable and accrued liabilities (306,196) (287,020)
Customer deposits (48,674) (46,087)
(239,591) (407,936)
Regulatory balances (206,580) (77,065)
Income tax refunded 896 23,677
Net cash from operating activities 477,722 486,676
Investing activities
Purchase of property, plant and equipment (631,904) (2,189,285)
Proceeds on disposal of property, plant and equipment 10,182 2,040
Purchase of intangible assets (32,207) (4,700)
Contributions received from customers 25,840 -
Net cash used by investing activities (628,089) (2,191,945)
Financing activities
Proceeds from long-term debt - 1,684,410
Repayment of long-term debt (191,425) (254,937)
Dividends paid (57,395) (47,899)
Net cash from (used by) financing activities (248,820) 1,381,574
Change in cash (399,187) (323,695)
Cash (bank indebtedness), beginning of year (2,280) 321,415
Bank indebtedness, end of year $ (401,467) $ (2,280)

See accompanying notes to the financial statements.
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WELLINGTON NORTH POWER INC.

Notes to Financial Statements
Year ended December 31, 2019

1.

Reporting entity:

Wellington North Power Inc. (the “Company”) is a rate regulated, municipally owned hydro
distribution company incorporated under the laws of Ontario, Canada. The Company is located in
the Township of Wellington North. The address of the Company'’s registered office is 290 Queen
Street West, Mount Forest, Ontario.

The Company delivers electricity and related energy services to residential and commercial
customers in the urban areas of Mount Forest, Arthur, and Holstein. The Company is owned by
the Township of Wellington North (97% share) and the Township of Southgate (3% share).

The financial statements are for the Company as at and for the year ended December 31, 2019.

Basis of presentation:

(@)

Statement of compliance:

The Company's financial statements have been prepared in accordance with International
Financial Reporting Standards ("IFRS").

The financial statements were approved by the Board of Directors on March 31, 2020.
Basis of measurement:

These financial statements have been prepared on the historical cost basis, unless otherwise
stated.

The financial statements have been prepared on the historical cost basis except for the
following:

(i) Where held, financial instruments at fair value through profit or loss

(i) Contributed assets are initially measured at fair value.
Functional and presentation currency:

These financial statements are presented in Canadian dollars, which is the Company's
functional currency.
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WELLINGTON NORTH POWER INC.

Notes to Financial Statements
Year ended December 31, 2019

2. Basis of presentation (continued):

(d)

(e)

Use of estimates and judgments:

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, liabilities, income and expenses and disclosure of contingent
assets and liabilities. Actual results may differ from those estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to
accounting estimates are recognized in the year in which the estimates are revised and in any
future years affected.

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

(i) Note 3(b) — Determination of the performance obligation for contributions from customers
and the related amortization period

(i) Note 3(b) — measurement of unbilled revenue

(iii) Notes 7, 8 — estimation of useful lives of its property, plant and equipment and intangible
assets

(iv) Note 10 — recognition and measurement of regulatory balances

(v) Note 13 — measurement of defined benefit obligations: key actuarial assumptions

(vi) Note 18 — recognition and measurement of provisions and contingencies

Rate regulation:

The Company 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 transmission and distribution of electricity, providing
continued rate protection 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 Company, 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 Company is required to bill customers for the debt retirement charge set by the province.
The Company may file to recover uncollected debt retirement charges from Ontario Electricity
Financial Company (“OEFC”) once each year.
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WELLINGTON NORTH POWER INC.

Notes to Financial Statements
Year ended December 31, 2019

2. Basis of presentation (continued):

(e) Rate regulation (continued):
Rate setting:
Distribution revenue

For the distribution revenue included in sale of energy, the Company files a “Cost of Service”
(“COS”) rate application with the OEB every five years where 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 Company’s business. The Company 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 application (“IRM”) is filed. An IRM
application results 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
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.

As a licensed distributor, the Company is responsible for billing customers for electricity
generated by third parties and the related costs of providing electricity service, such as
transmission services and other services provided by third parties. The Company is required,
pursuant to regulation, to remit such amounts to these third parties, irrespective of whether the
Company ultimately collects these amounts from customers.

The Company last filed a COS application in November 2015 for rates effective May 1, 2016
to April 30, 2021. The GDP IPI-FDD for 2019 is 1.50%, the Company’s productivity factor is
nil% and the stretch factor is 0.45%, resulting in a net adjustment of 1.05% to the previous
year’s rates.

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
remaining consumers pay the market price for electricity. The Company 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.
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WELLINGTON NORTH POWER INC.

Notes to Financial Statements
Year ended December 31, 2019

3. Significant accounting policies:

The accounting policies set out below have been applied consistently in all years presented in these
financial statements.

(a)

Financial instruments:

At initial recognition, the Company measures its financial assets at fair value plus, in the case
of a financial asset not at fair value through profit or loss, transaction costs that are directly
attributable to the acquisition of the financial asset. Transaction costs of financial assets carried
at fair value through profit or loss are expensed in profit or loss.

Subsequent measurement of the financial asset depends on the classification determined on
initial recognition. Financial assets are classified as either amortized cost, fair value through
other comprehensive income or fair value through profit or loss, depending on its business
model for managing the financial assets and the contractual cash flow characteristics of the
financial assets. Financial assets are not reclassified subsequent to their initial recognition,
unless the Company changes its business model for managing financial assets.

Financial liabilities are initially measured at fair value, net of transaction costs incurred. They
are subsequently carried at amortized cost using the effective interest rate method; any
difference between the proceeds (net of transaction costs) and the redemption value is
recognized as an adjustment to interest expense over the period of the borrowings.

The Corporation has not entered 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

The performance obligations for the sale and distribution of electricity are recognized over time
using an output method to measure the satisfaction of the performance obligation. The value
of the electricity services transferred to the customer is determined on the basis of cyclical
meter readings plus estimated customer usage since the last meter reading date to the end of
the year and represents the amount that the Corporation has the right to bill. 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 electricity service, such as transmission services and other services provided by third
parties, the Corporation has determined that it is acting as a principal for these electricity
charges and, therefore, has presented electricity revenue on a gross basis.

Customer billings for debt retirement charges are recorded on a net basis as the Corporation
is acting as an agent for this billing stream.
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WELLINGTON NORTH POWER INC.

Notes to Financial Statements
Year ended December 31, 2019

3. Significant accounting policies (continued):

(b) Revenue recognition:

Capital contributions

Developers are required to contribute towards the capital cost of construction of distribution
assets in order to provide ongoing service. The developer is not a customer and therefore the
contributions are scoped out of IFRS 15 Revenue from Contracts with Customers. Cash
contributions, received from developers are recorded as deferred revenue. When an asset
other than cash is received as a capital contribution, the asset is initially 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.

Certain customers are also required to contribute towards the capital cost of construction of
distribution assets in order to provide ongoing service. These contributions fall within the scope
of IFRS 15 Revenue from Contracts with Customers. The contributions are received to obtain
a connection to the distribution system in order receive ongoing access to electricity. The
Corporation has concluded that the performance obligation is the supply of electricity over the
life of the relationship with the customer which is satisfied over time as the customer receives
and consumes the electricity. Revenue is recognized on a straight-line basis over the useful
life of the related asset.

Other revenue
Revenue earned from the provision of services is recognized as the service is rendered.

Government grants and the related performance incentive payments under CDM programs are
recognized as revenue in the year when there is reasonable assurance that the program
conditions have been satisfied and the payment will be received.

Materials and supplies:

Materials and supplies, the majority of which are consumed by the Company in the provision
of its services, is valued at the lower of cost and net realizable value, with cost being determined
on an average cost basis, and includes expenditures incurred in acquiring the materials and
supplies and other costs incurred in bringing them to their existing location and condition.

Property, plant and equipment:

Items of property, plant and equipment (“PP&E”) used in rate-regulated activities and acquired
prior to January 1, 2015 are measured at the deemed cost (carrying value as elected under
IFRS 1) established on the transition date, less accumulated depreciation. All other items of
PP&E are measured at cost, or, where the item is contributed by customers, its fair value, less
accumulated depreciation.

10
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WELLINGTON NORTH POWER INC.

Notes to Financial Statements
Year ended December 31, 2019

3. Significant accounting policies (continued):
(d) Property, plant and equipment (continued):

Cost includes expenditures that are directly attributable to the acquisition of the asset. The
cost of self-constructed assets includes contracted services, materials and transportation
costs, direct labour, overhead costs, borrowing costs and any other costs directly attributable
to bringing the asset to a working condition for its intended use.

Borrowing costs on qualifying assets are capitalized as part of the cost of the asset based upon
the weighted average cost of debt incurred on the Company’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 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 spare parts and standby equipment are recognized as items 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
Company 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 reviewed periodically. The Company has concluded it does not have any legal or
constructive obligation to remove 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. Land is not depreciated. Construction-in-progress assets are not
depreciated until the project is complete and the asset is available for use.
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3. Significant accounting policies (continued):
(d) Property, plant and equipment (continued):

The estimated useful lives are as follows:

Buildings 15-60 years
Distribution stations 20-55 years
Distribution lines 45-65 years
Distribution transformers 40 years
Distribution meters 5-30 years
Distribution services 40-60 years
Computer equipment 5 years
Transportation equipment 5-8 years
System supervisory equipment 10 years
Other 5-10 years

(e) Intangible assets:

Intangible assets used in rate-regulated activities and acquired prior to January 1, 2015 are
measured at deemed cost (carrying value as elected under IFRS 1) 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 Company after January 1, 2015,
including software that is not integral to the functionality of equipment purchased which has
finite useful lives, is measured at cost less accumulated amortization.

Amortization is recognized in 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 intangible assets are reviewed at each reporting date and
adjusted prospectively if appropriate. The estimated useful lives are:

Distribution rights 25 years
Computer software 5 years

12
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3. Significant accounting policies (continued):

(f)

(9

(h)

Impairment:
(i) Financial assets measured at amortized cost:

A loss allowance for expected credit losses on financial assets measured at amortized cost
is recognized at the reporting date. The loss allowance is measured at an amount equal
to the lifetime expected credit losses for the asset.

(i) Non-financial assets:

The carrying amounts of the Company's non-financial assets, other than materials 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 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 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. Impairment losses are recognized in profit or loss.

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.

Customer deposits:

Customer deposits represent cash deposits from electricity distribution customers and retailers
to guarantee the payment of energy bills. Interest is paid on customer deposits.

Deposits are refundable to customers who demonstrate an acceptable level of credit risk as
determined by the Company in accordance with policies 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 Company has a present legal or
constructive obligation that can be estimated reliably, and it is probable that an outflow of
economic benefits will be required to settle the obligation. Provisions are determined by
discounting the expected future cash flows at a pre-tax rate that reflects current market
assessments of the time value of money and the risks specific to the liability.

13
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3. Significant accounting policies (continued):

(i)

)

Regulatory balances:

Regulatory deferral account debit balances represent costs incurred in excess of amounts
billed to the customer at OEB approved rates. Regulatory deferral account credit balances
represent amounts billed to the customer at OEB approved rates in excess of costs incurred
by the Company.

Regulatory deferral account 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 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 probability of recovery of the regulatory deferral account debit 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 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 Company is required to refund amounts to ratepayers in the future, the Company
recognizes a regulatory deferral account credit balance. The offsetting amount is recognized
in net movement in regulatory balances in profit or loss or OCI. 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 loss or OCI.

Post-employment benefits:
(i) Pension plan:

The Company provides a pension plan for all its full-time employees through Ontario
Municipal Employees Retirement System (“OMERS”). OMERS is a multi-employer
pension plan which operates as the Ontario Municipal Employees Retirement Fund (“the
Fund”), and provides pensions for employees of Ontario municipalities, local boards and
public utilities. The Fund is a contributory defined benefit pension plan, which is financed
by equal contributions from participating employers and employees, and by the investment
earnings of the Fund. To the extent that the Fund finds itself in an under-funded position,
additional contribution rates may be assessed to participating employers and members.

14
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3. Significant accounting policies (continued):

(j) Post-employment benefits (continued):
(i) Pension plan (continued):

OMERS is a defined benefit plan. However, as OMERS does not segregate its pension
asset and liability information by individual employers, there is insufficient information
available to enable the Company to directly account for the plan. Consequently, the plan
has been accounted for as a defined contribution plan. The Company is not responsible
for any other contractual obligations other than the contributions. Obligations for
contributions to defined contribution pension plans are recognized as an employee benefit
expense in profit or loss when they are due.

(i) Post-employment benefits, other than pension:

The Company provides some of its retired employees with life insurance and medical
benefits beyond those provided by government sponsored plans.

The obligations for these post-employment benefit plans are actuarially determined by
applying the projected unit credit method and reflect management’s best estimate of certain
underlying assumptions. Remeasurements of the net defined benefit obligations, including
actuarial gains and losses and the return on plan assets (excluding interest), are
recognized immediately in other comprehensive income. When the benefits of a plan are
improved, the portion of the increased benefit relating to past service by employees is
recognized immediately in profit or loss.

(k) Leased assets:
Under IAS 17

In the comparative period, assets held under leases were classified as operating leases and
were not recognized in the Company’s statement of financial position. Payments made under
operating leases were recognized in profit or loss on a straight-line basis over the term of the
lease.

Policy applicable from January 1, 2019

At inception of a contract, the Company assesses whether a contract is, or contains, a lease.
A contract is, or contains, a lease if the contract conveys the right to control the use of an
identified asset for a period of time in exchange for consideration. To assess whether a
contract conveys the right to control the use of an identified asset, the Company assesses
whether:

(i) The contract involves the use of an identified asset;

(i) The Company has the right to obtain substantially all of the economic benefits from use
of the asset throughout the period of use; and

(i) The Company has the right to direct the use of the asset. The Company has this right
when it has the decision-making rights that are most relevant to changing how and for
what purpose the asset is used is predetermined, the Company has the right to direct the
use of the asset if either:
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(k) Leased assets (continued):

a) The Company has the right to operate the asset; or
b) The Company designed the asset in a way that predetermines how and for what
purposes it will be used.

This policy is applied to contracts entered into, or changed, on or after January 1, 2019.
Short-term leases and low value assets

The Company has elected not to recognize right-of-use assets and lease liabilities for short-
term leases that have a lease term of 12 months or less and leases of low-value assets. The
Company recognizes the lease payments associated with these leases as an expense on a
straight-line basis over the lease term.

Finance income and finance costs:
Finance income is recognized as it accrues in profit or loss, using the effective interest method.

Finance costs comprise interest expense on borrowings and net interest expense on post-
employment benefits. Finance costs are recognized in profit or loss unless they are capitalized
as part of the cost of qualifying assets.

(m) 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 Company is currently exempt from taxes under the Income Tax Act (Canada) and the
Ontario Corporations Tax Act (collectively the “Tax Acts”). Under the Electricity Act, 1998, the
Company makes payments in lieu of corporate taxes to the Ontario Electricity Financial
Company (“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 to October 1, 2001,
the Company 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 receivable 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.

Deferred tax is recognized in respect of temporary differences between the tax basis of assets
and liabilities 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 available 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.
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4. Change in Accounting Policy:

The Company adopted IFRS 16, Leases effective January 1, 2019. The adoption of IFRS 16 did
not impact the Company’s statement of financial position as all lease agreements are for low-value

assets.

5. Accounts receivable:

2019 2018

Trade customer receivables $ 1,281,657 $ 1,532,665
Other trade receivables 10,517 10,961
Billable work 48,804 2,064
$ 1,340,978 $ 1,545,690

6. Materials and supplies:

The amount written down due to obsolescence in 2019 was $nil (2018 - $nil).

7. Property, plant and equipment:

Land and Distribution Other fixed Construction

buildings equipment assets -in-Progress Total
Cost or deemed cost
Balance at January 1, 2019 475,634 $10,234,098 $1,165,316  $ 747 $11,875,795
Additions 1,215 505,698 117,705 7,286 631,904
Transfers - - - - -
Disposals/retirements - (75,028) (19,216) - (94,244)
Balance at December 31, 2019 476,849 $10,664,768 $1,263,805 $ 8,033 $12,413,455
Balance at January 1, 2018 475,634 $ 8,027,153 $1,115,533  $ 119,019 $ 9,737,339
Additions - 2,139,502 49,783 - 2,189,285
Transfers - 118,272 - (118,272) -
Disposals/retirements - (50,829) - - (50,829)
Balance at December 31, 2018 475,634 $10,234,098 $1,165,316 $ 747 $11,875,795
Accumulated depreciation
Balance at January 1, 2019 69,882 $ 1,045,818 $ 688,728 $ - $ 1,804,428
Depreciation 15,268 298,361 144,695 - 458,324
Disposals/retirements - 23,154 19,216 - 42,370
Balance at December 31, 2019 85,150 $ 1,321,025 $ 814,207 $ $ 2,220,382
Balance at January 1, 2018 54,625 $ 800,407 $ 545293 $ - $ 1,400,325
Depreciation 15,257 266,323 143,435 - 425,015
Disposals/retirements - (20,912) - - (20,912)
Balance at December 31, 2018 69,882 $ 1,045,818 $ 688,728 $ - $ 1,804,428
Carrying amounts
At December 31, 2019 391,699 §$ 9,343,743 $§ 449598 $ 8,033 $10,193,073
At December 31, 2018 405,752 $ 9,188,280 $ 476,588 $ 747 $10,071,367
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7. Property, plant and equipment (continued):

For the year ended December 31, 2019, depreciation expense in the amount of $54,058 (2018 -
$56,586) related to other fixed assets was allocated to project costs and either expensed to
operations and maintenance, or capitalized into construction-in-progress.

Intangible assets:

Distribution Computer

rights software Total
Cost or deemed cost
Balance at January 1, 2019 $ 838,765 $ 327,468 $ 1,166,233
Additions - 32,207 32,207
Disposals/retirements - (44,738) (44,738)
Balance at December 31, 2019 $ 838,765 $ 314,937 $ 1,153,702
Balance at January 1, 2018 $ 838,765 $ 322,768 $ 1,161,533
Additions - 4,700 4,700
Balance at December 31, 2018 $ 838,765 $ 327,468 $ 1,166,233
Accumulated amortization
Balance at January 1, 2019 $ 83877 $ 259,675 $ 343,552
Amortization 33,551 29,552 63,103
Disposals/retirements - (44,738) (44,738)
Balance at December 31, 2019 $ 117,428 $ 244,489 $ 361,917
Balance at January 1, 2018 $ 50,326 $ 228,012 $ 278,338
Amortization 33,551 31,663 65,214
Balance at December 31, 2018 $ 83,877 $ 259,675 $ 343,552
Carrying amounts
At December 31, 2019 $ 721,337 $ 70,448 $ 791,785
At December 31, 2018 $ 754,888 $ 67,793 $ 822,681
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9. Income tax expense:

2019 2018
Current year $ - $ -
Adjustment for prior years (896) 2,786
Current tax expense (recovery) $ (896) $ 2,786
Origination and reversal of temporary differences $ 44,946 $ 41,066
Adjustment for prior years - 1,396
Deferred tax expense $ 44,946 $ 42,462
Income tax expense $ 44,050 $ 45,248
Reconciliation of effective tax rate
2019 2018
Income before taxes $ 158,556 $ 358,579
Canada and Ontario statutory Income tax rates 13.5% 13.5%
Expected tax provision on income at statutory rates 21,405 48,408
Increase (decrease) in income taxes resulting from:
Permanent differences 79 69
Adjustment for prior years (2,448) 32
Net movement in regulatory balances 25,014 -
Change in enacted tax rate - (3,261)
Income tax expense $ 44,050 $ 45,248
Significant components of the Company’s deferred tax balances
2019 2018
Deferred tax assets:
Post-employment benefits $ 22,369 $ 23,682
Deferred revenue 55,563 53,762
Non-capital loss carryforwards 11,583 -
$ 89,515 $ 77,444
Deferred tax liabilities:
Property, plant and equipment $ (83,732) $(26,717)
$ (83,732) $(26,717)
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10. Regulatory balances:

Reconciliation of the carrying amount for each class of regulatory balances

January 1,  Additions/ Recovery/ December 31,

Regulatory deferral account debit balances 2019 activity reversal 2019

Retail settlement variance accounts $ 579394 $ 146,837 $ - $ 726,231

Disposition accounts 50,711 1,117 - 51,828

Other regulatory accounts 100,830 2,022 - 102,852

Deferred income tax 7,917 (7,091) - 826

$ 738,852 § 142885 $ - $ 881,737

January 1,  Additions/ Recovery/ December 31,

Regulatory deferral account debit balances 2018 activity reversal 2018

Retail settlement variance accounts $ 723,879 $ (144,485) $ - $ 579,394

Disposition accounts 49,786 925 - 50,711

Other regulatory accounts 98,919 1,911 - 100,830

Deferred income tax 16,446 (8,529) - 7,917

$ 889,030 $ (150,178) $ - $ 738,852

January 1,  Additions/ Recovery/ December 31,

Regulatory deferral account credit balances 2019 activity reversal 2019

Retail settlement variance accounts $ 551,306 $ (11,658) $ - $ 539,648
Disposition accounts - - - -
Other regulatory accounts - - - -

Deferred income tax 58,729 (52,037) - 6,692

$ 610,035 $ (63,695) $ - $ 546,340

January 1,  Additions/ Recovery/ December 31,

Regulatory deferral account credit balances 2018 activity reversal 2018

Retail settlement variance accounts $ 727641 $ (176,335) $ - $ 551,306
Disposition accounts - - - -
Other regulatory accounts - - - -

Deferred income tax 109,637 (50,908) - 58,729

$ 837,278 § (227,243) $ - $ 610,035
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10. Regulatory balances (continued):

1.

The regulatory balances are recovered or settled through rates approved by the OEB which are
determined using estimates of future consumption of electricity by its customers. Future
consumption is impacted by various factors including the economy and weather. The Company
has received approval from the OEB to establish its regulatory balances.

Settlement of the Group 1 deferral accounts is done on an annual basis through application to the
OEB. Once approval is received, the approved account balance is moved to the regulatory
settlement account. An application has not been made to the OEB to recover or dispose of any of
these accounts in the 2019 IRM as the Company did not meet the threshold test for the Group 1
deferral accounts. The OEB requires the Company to estimate its income taxes when it files a COS
application to set its rates. As a result, the Company 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 Company’s deferred tax balance fluctuates.

Regulatory balances attract interest at OEB prescribed rates, which are based on Bankers'
Acceptances three-month rate plus a spread of 25 basis points. In 2019, the rate ranged from
2.18% to 2.45%.

Accounts payable and accrued liabilities:

2019 2018
Accounts payable — energy purchases $ 1,254,139 $ 1,291,948
Other 1,252,300 1,520,687

$ 2,506,439 $ 2,812,635
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12. Long-term debt:

2019 2018
Township of Wellington North promissory note,
interest only at 4.54%, payable quarterly in
arrears $ 985,015 $ 985,015
Ontario Infrastructure loan, interest at 4.42%,
payable in monthly instalments, due 2026
secured by a General Security Agreement 611,200 692,013
Ontario Infrastructure loan, interest at 4.49%,
payable in monthly instalments, due 2043
secured by a General Security Agreement 989,658 1,012,239
Ontario Infrastructure loan, interest at 3.28%,
payable in monthly instalments, due 2045
secured by a General Security Agreement 1,034,182 1,060,084
Ontario Infrastructure loan, interest at 3.69%,
payable in monthly instalments, due 2048
secured by a General Security Agreement 820,597 836,881
Ontario Infrastructure loan, interest at 3.69%,
payable in monthly instalments, due 2048
secured by a General Security Agreement 832,356 847,529
Ontario Infrastructure loan, interest at 3.47%,
payable in monthly instalments, due 2041
secured by a General Security Agreement 497,235 512,624
Ontario Infrastructure loan, interest at 3.27%,
payable in monthly instalments, due 2041
secured by a General Security Agreement 503,845 519,128
6,274,088 6,465,513
Less current portion of long-term debt 199,238 191,425
$ 6,074,850 $ 6,274,088

On June 3, 2013, the Council of the Township of Wellington North passed a resolution to defer all
future principal payments on the existing promissory note and that interest will continue to be

payable at 4.54%.

Principal repayments for the next five years and thereafter are as follows:

2020 $ 199,238
2021 207,375
2022 215,850
2023 224,677
2024 233,870
Thereafter 5,193,078

$ 6,274,088
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13. Post-employment benefits:

(@)

OMERS pension plan:

The Company provides a pension plan for its employees through OMERS. The plan is a multi-
employer, contributory defined pension plan with equal contributions by the employer and its
employees. In 2019, the Company made employer contributions of $109,103 OMERS (2018 -
$106,334), of which $11,008 (2018 - $13,964) has been capitalized as part of PP&E and the
remaining amount of $98,095 (2018 - $92,370) has been recognized in profit or loss. The
Company estimates that a contribution of $109,180 (2018 - $110,076) to OMERS will be made
during the next fiscal year.

As at December 31, 2019, OMERS had approximately 500,000 members, of whom 12 are
current employees of the Corporation. The most recently available OMERS annual report is
for the year ended December 31, 2019, which reported that the plan was 97% funded, with an
unfunded liability of $3.4 billion. This unfunded liability is likely to result in future payments by
participating employers and members.

Post-employment benefits other than pension:

The Company pays certain medical and life insurance benefits on behalf of some of its retired
employees. The Company recognizes these post-employment benefits in the year in which
employees’ services were rendered. The Company is recovering its post-employment benefits
in rates based on the expense and remeasurements recognized for post-employment benefit
plans.

Reconciliation of the obligation 2019 2018
Defined benefit obligation, beginning of year $ 175,425 $ 171,755
Included in profit or loss
Current service cost 7,742 7,452
Interest cost 6,630 6,498
189,797 185,705
Included in OCI

Actuarial gains arising from:
changes in financial assumptions - -

189,797 185,705
Benefits paid (10,489) (10,280)
Defined benefit obligation, end of year $ 178,948 $ 175,425
Actuarial assumptions 2019 2018
Discount (interest) rate 3.90% 3.90%
Salary levels 2.25% 2.25%
Medical Costs 6.40% 7.00%
Dental Costs 4.60% 4.60%
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13. Post-employment benefits (continued):
(b) Post-employment benefits other than pension (continued):

A 1% increase or decrease in the assumed discount rate would have an insignificant effect on
the defined benefit obligation.

14. Share capital:

2019 2018
Authorized:
Unlimited number of common shares
Unlimited number of special shares, issuable in series
Issued:
1,557 common shares $ 1,634,404 $ 1,634,404
15. Other revenue:
2019 2018
Rendering of services $ 63,265 $ 61,316
Other 107,379 94,817
$ 170,644 $ 156,133
16. Employee salaries and benefits:
2019 2018
Salaries, wages and benefits $ 1,278,275 $ 1,239,416
CPP and El remittances 46,317 48,228
Contributions to OMERS 109,103 106,334

$ 1,433,695 $ 1,393,978

17. Finance costs:

2019 2018

Finance costs
Interest expense on long-term debt $ 187,390 $ 196,254
Other 85,047 48,904

$ 272,437 $ 245,158
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18. Commitments and contingencies:

19.

General Liability Insurance:

The Company is a member of the Municipal Electric Association Reciprocal Insurance Exchange
(MEARIE). MEARIE is a pooling of public liability insurance risks of many of the LDCs in Ontario.
All members of the pool are subjected to assessment for losses experienced by the pool for the
years in which they were members, on a pro-rata basis based on the total of their respective service
revenues. As at December 31, 2019, no assessments have been made.

Related party transactions:

(@)

Parent and ultimate controlling party:

The Company is owned by the Township of Wellington North (97% share) and the Township
of Southgate (3% share). The Townships produces consolidated financial statements that are
available for public use.

Outstanding balances with related parties:

2019 2018
Township of Wellington North - receivable $ 49,616 $ 10,961
Township of Wellington North - payable (853,182) (789,680)
Township of Wellington North - note payable (note 12) (985,015) (985,015)

$ (1,788,581) $(1,763,734)

Transactions with the Township of Wellington North:

The Company delivers electricity to the Township of Wellington North throughout the year for
the electricity needs of the Township of Wellington North and its related organizations.
Electricity delivery charges are at prices and under terms approved by the OEB. The Company
also provides additional services to the customers of the communities of Mount Forest and
Arthur within the Township of Wellington North, including streetlight maintenance services and
water and waste water billing and collection services. Revenue from these services was
$100,609 (2018 - $99,525).

Key management personnel:

The key management personnel of the Company have been defined as members of its board
of directors and executive management team members. The compensation paid or payable is
as follows:

2019 2018
Directors’ fees $ 27,101 $ 27,101
Salaries and other benefits 433,502 428,601

$ 460,603 $ 455,702

25



Page 38 of 40

WELLINGTON NORTH POWER INC.

Notes to Financial Statements
Year ended December 31, 2019

20. Financial instruments and risk management:
Fair value disclosure:

The carrying values of cash, 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 the customer deposits approximates fair value because
the amounts are payable on demand.

Financial risks:

The Company understands the risks inherent in its business and defines them broadly as anything
that could impact its ability to achieve its strategic objectives. The Company’s exposure to a variety
of risks such as credit risk, interest rate risk, and liquidity risk, as well as related mitigation strategies
are discussed below.

(a) Credit risk:

Financial assets carry credit risk that a counterparty will fail to discharge an obligation which
could result in a financial loss. Financial assets held by the Company, such as accounts
receivable, expose it to credit risk. The Company earns its revenue from a broad base of
customers located in the urban areas of Mount Forest, Arthur, and Holstein. At December 31,
2019, two customers represented 30% (2018 - 31%) of trade accounts receivable.

The carrying amount of accounts receivable is reduced through the use of an allowance for
impairment and the amount of the related impairment loss is recognized in 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, 2019 is $18,583 (2018 - $13,315).
An impairment loss of $13,749 (2018 - $12,048) was recognized during the year.

The Company’s credit risk associated with accounts receivable is primarily related to payments
from distribution customers. At December 31, 2019, approximately $19,468 (2018 - $1,373) is
considered 60 days past due. The Company has over 3,700 customers, the majority of whom
are residential. Credit risk is managed through collection of security deposits from customers
in accordance with directions provided by the OEB and through credit insurance on accounts
billed over $10,000 per month. As at December 31, 2019, the Company holds security deposits
in the amount of $146,857 (2018 - $195,532).
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20. Financial instruments and risk management (continued):

(b)

(c)

(d)

Market risk:

Market risks primarily refer to the risk of loss resulting from changes in commodity prices,
foreign exchange rates, and interest rates. The Company currently does not have any material
commodity or foreign exchange risk. The Company is exposed to fluctuations in interest rates
as the regulated rate of return for the Company’s distribution business is derived using a
complex formulaic approach which is in part based on the forecast for long-term Government
of Canada bond yields. This rate of return is approved by the OEB as part of the approval of
distribution rates.

A 1% increase in the interest rate at December 31, 2019 would have increased interest
expense on the long-term debt by $63,699 (2018 - $57,509), assuming all other variables
remain constant. A 1% decrease in the interest rate would have an equal but opposite effect.

Liquidity risk:

The Company monitors its liquidity risk to ensure access to sufficient funds to meet operational
and investing requirements. The Company’s objective is to ensure that sufficient liquidity is on
hand to meet obligations as they fall due while minimizing interest exposure. The Company
has access to a $1,500,000 credit facility and monitors cash balances daily to ensure that a
sufficient level of liquidity is on hand to meet financial commitments as they become due. As
at December 31, 2019, $nil had been drawn under the Company’s credit facility (2018 - $nil).

The Company also has a facility for $558,879 (the “LC” facility) for the purpose of issuing letters
of credit mainly to support the prudential requirements of the Independent Electricity System
Operator (“IESO”), of which $nil has been drawn and posted with the IESO (2018 - $nil).

The majority of accounts payable, as reported on the statement of financial position, are due
within 30 days.

Capital disclosures:

The main objectives of the Company, 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 recoveries of financing charges permitted by the OEB on its regulated electricity distribution
business, and to deliver the appropriate financial returns.

The Company’s definition of capital includes equity and long-term debt. As at December 31,
2019, equity amounts to $4,648,434 (2018 - $4,391,215) and long-term debt amounts to
$6,274,088 (2018 - $6,465,513).
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21. Revenue from contracts with customers:

The Corporation generates revenue primarily from the sale and distribution of electricity to its
customers. Other sources of revenue include performance incentive payments under CDM

programs.

2019 2018
Revenue with Contracts with Customers $ 14,980,607 $ 14,710,237
Other revenue 170,644 156,133

$ 15,151,251 $ 14,866,370

In the following table, revenue from contracts with customers is disaggregated by type of

customer.

2019 2018
Residential $ 4,393,606 $ 4,056,484
General Service 4,134,468 5,249,822
Large Users 6,204,563 5,218,227
Other 247,970 185,704

$ 14,980,607 $ 14,710,237
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