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PART 1 - FORWARD-LOOKING INFORMATION

Certain information included in this AIF constitutes “forward-looking information” within the meaning of applicable
securities legislation. The purpose of the forward-looking information is to provide the Corporation’s current
expectations regarding future results of operations, performance, business prospects and opportunities and may not
be appropriate for other purposes. All information, other than statements of historical fact, which address activities,
events or developments that we expect or anticipate may or will occur in the future, are forward-looking information.
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The words “anticipates”, “believes”, “budgets”, “can”, “committed”, “continual”, “could”, “estimates”, “expects”,
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“focus”, “forecasts”, “further notice”, “future”, “impact”, “intends”, “may”, “might”, “once”, “plans”, “propose”,
“projects”, “schedule”, “seek”, “should”, “trend”, “will”, “would”, “objective”, “ongoing”, “outlook” or the negative
or other variations of these words or other comparable words or phrases, are intended to identify forward-looking
information, although not all forward-looking information contains these identifying words. The forward-looking
information reflects the Corporation’s current beliefs and is based on information currently available to the

Corporation.

Specific forward-looking information in this AIF includes, but is not limited to, the statements regarding: certain
regulated and unregulated entities competing with LDC to provide customers with sources of energy as described in
the section entitled “Competitive Conditions”; electricity distribution rates and rate applications as described in the
section entitled “Rate Applications”; the validity of the ISO 14001:2015 certificate as described in the section entitled
“Environmental Policy and Oversight”; the audit, review and approval of environmental policies, programs and
procedures by management as described in the section entitled “Environmental Policy and Oversight”; the gender
diverse talent pipeline to fulfill short and long-term workforce staffing and succession management requirements as
described in the section entitled “Environmental, Social and Governance”; Toronto Hydro’s new metrics aimed at
managing climate related risks and opportunities as described in the section entitled “Environmental, Social and
Governance”; the terms of existing collective agreements with unionized staff and expected collective bargaining
between Toronto Hydro and Society of United Professionals for IT professionals as described in the section entitled
“Employees”; continual updates to the COVID-19 pandemic response plan as described in the section entitled “Health
and Safety”; the effect of changes in energy consumption on future revenue as described in the section entitled
“Seasonal Effects”; lower commercial electricity consumption, direct relief provided to customers through reduction
of late payment charges, incremental bad debt expense and costs directly related to the implementation of safety
measures as a result of the COVID-19 pandemic as described in the section entitled “COVID-19 Pandemic
Considerations”; the duration of the orders implemented by the Province of Ontario, including the TOU and tiered
rate changes, and the impact on operations and performance, including net income, as described in the section entitled
“COVID-19 Pandemic Considerations”; the Corporation’s continued voluntary extension of its ban on disconnecting
residential and low volume customers as described in the section entitled “COVID-19 Pandemic Considerations”; the
termination of the ECA, the continuance of participant agreements that were in effect before April 1, 2019, the
extension of the date by which participants are to complete the projects thereunder and LDC’s continued responsibility
for its obligations under the participant agreements as described in the section entitled “Conservation and Demand
Management”; the City’s climate-related objectives, including TransformTO, and Toronto Hydro’s climate action
plan and relevant City strategies and programs; the effects of the Corporation or a subsidiary ceasing to be exempt
from tax under the ITA and the TA and the payment of transfer taxes and the prescribed transfer tax rate for any future
transfer of interest by the Corporation and its subsidiaries, or any changes to tax rates, as described in the section
entitled “Tax Regime”; risk that future changes to Ontario’s electricity regulatory model, manner of regulation, and/or
broader climate change and energy policy framework does not align with Toronto Hydro’s business direction and
could materially adversely affect Toronto Hydro’s strategic goals and financial results as described in the section
entitled “Oversight Risk”; Toronto Hydro’s monitoring of external competitive factors as described in the section
entitled “Franchise Risk”; the pervasiveness of competition and the presence of alternatives to Toronto Hydro’s
distribution services, and the resultant effects on LDC’s distribution business as described in the section entitled
“Franchise Risk”; Toronto Hydro’s focus on increasing the intelligence, automation and interactive nature of its
distribution system, and the incorporation of a greater level of technology and information systems into its
infrastructure as described in the section entitled “Cyber Security Risk™; risk that serious workplace incidents arising
from workplace hazards can cause and/or contribute to critical injuries, fatal injuries, and occupational illnesses as
described in the section entitled “Safety Risk™; the Corporation’s reliance on debt financing through its MTN Program,
CP Program or existing credit facilities to finance Toronto Hydro’s daily operations, repay existing indebtedness, and
fund capital expenditures as described in the section entitled “Financial Risk”; the impact on Toronto Hydro’s
operating results and financial position in the future, and the ultimate duration and magnitude of the impact on the
economy and Toronto Hydro’s business, of COVID-19 as described in the section entitled “Financial Risk”; the
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continued ability of the Corporation to arrange sufficient and cost-effective debt financing in order to meet its short
and long term obligations as described in the section entitled “Financial Risk; the success of monetary and fiscal
interventions by Governments and central banks designed to stabilize economic conditions as a result of COVID-19
as described in the section entitled “Financial Risk”; the Corporation’s active monitoring of the COVID-19 situation
and development of a response plan through its financial planning processes as described in the section entitled
“Financial Risk”; the effect of changes in interest rates and discount rates on future revenue requirements and future
post-employment benefit obligations, respectively, as described in the section entitled “Financial Risk™; risk that
Toronto Hydro is unable to maintain necessary resource talent and skilled resources as described in the section entitled
“Human Capital Risk™; risk that Toronto Hydro is not able to effectively meet the needs of its customers and a growing
city, and maintain the security and reliability of the distribution grid at acceptable levels as described in the section
entitled “Operations Risk™; the estimation that over a quarter of Toronto Hydro’s electricity distribution assets have
already exceeded or will reach the end of their expected operating lives over the next five years [i.e., by 2027] as
described in the section entitled “Operations Risk”; risk that Toronto Hydro does not meet its material compliance
obligations under legal and regulatory instruments as described in the section entitled “Compliance Risk”; the specific
details and amounts of such compensation that certain Toronto Hydro executives will receive as described in the
section entitled “Compensation of NEOs in 2021 — Narrative Discussion”; the expectation that none of the legal
actions and claims as described further in the section entitled “Legal Proceedings” would have a material adverse
effect on the Corporation and the ability to claim under applicable liability insurance policies and/or pay any damages
with respect to legal actions and claims as described in the section entitled “Legal Proceedings”.

The forward-looking information is based on estimates and assumptions made by the Corporation’s management in
light of past experience and perception of historical trends, current conditions and expected future developments, as
well as other factors that management believes to be reasonable in the circumstances, including, but not limited to,
the amount of indebtedness of the Corporation, changes in funding requirements, the future course of the economy
and financial markets, no unforeseen delays and costs in the Corporation’s capital projects, no unforeseen changes to
project plans, no significant changes to the seasonal weather patterns in accordance with historical seasonal trends
because of climate change, no unforeseen changes in the legislative and operating framework for electricity
distribution in Ontario, the receipt of applicable regulatory approvals and requested rate orders, no unexpected delays
in obtaining required approvals, the ability of the Corporation to obtain and retain qualified staff, materials, equipment
and services in a timely and cost efficient manner, continued contractor performance, compliance with covenants, the
receipt of favourable judgments, no unforeseen changes in electricity distribution rate orders or rate setting
methodologies, no unfavourable changes in environmental regulation, the ratings issued by credit rating agencies, the
level of interest rates and the Corporation’s ability to borrow and assumptions regarding general business and
economic conditions.

The forward-looking information is subject to risks, uncertainties and other factors that could cause actual results to
differ materially from historical results or results anticipated by the forward-looking information. The factors which
could cause results or events to differ from current expectations include, but are not limited to, risks associated with
the execution of LDC’s capital and maintenance programs necessary to maintain the performance of aging distribution
assets and make required infrastructure improvements, including to deliver a modernized grid and meet electrification
requirements to achieve government net zero GHG emissions targets; risks associated with capital projects; risks
associated with electricity industry regulatory developments and other governmental policy changes including factors
relating to LDC’s distribution activities and to climate change; risks associated with increased competition from
regulated and unregulated entities; risks associated with the timing and results of regulatory decisions regarding
LDC’s revenue requirements, cost recovery and rates; risks associated with information system security and with
maintaining complex information technology systems; risks associated with maintaining the security of Toronto
Hydro’s information assets, including but not limited to the collection, use and disclosure of personal information;
risks associated with the failure of critical IT systems; risk of external threats to LDC’s facilities and operations posed
by unexpected weather conditions caused by climate change and other factors; risks associated with changing weather
patterns due to climate change and resultant impacts to electricity consumption based on historic seasonal trends,
terrorism and pandemics, including but not limited to COVID-19, and LDC’s limited insurance coverage for losses
resulting from these events; risks related to COVID-19, including but not limited to restrictive measures affecting the
mobility and availability of human and non-human resources, operational disruptions and the availability of financing;
risk to Toronto Hydro’s employees or the general public of serious/fatal injuries and illnesses relating to or impacting
upon Toronto Hydro’s activities; risks of municipal government activity, including the risk that the City could
introduce rules, policies or directives, including those relating to net zero GHG emissions targets, that can potentially
limit Toronto Hydro’s ability to meet its business objectives as laid out in the Shareholder Direction principles; risks
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related to LDC’s work force demographic, the available labour markets and the changing expectations of potential
employees, and Toronto Hydro’s potential inability to attract, train and retain skilled employees; risks of being unable
to retain necessary qualified external contracting forces relating to its capital, maintenance and reactive infrastructure
program; risks associated with possible labour disputes and LDC’s ability to negotiate appropriate collective
agreements; risk that Toronto Hydro may fail to monitor the external environment and or develop and pursue strategies
through appropriate business models, thus failing to gain a strategic advantage; risk that Toronto Hydro is not able to
arrange sufficient and cost-effective debt financing to repay maturing debt and to fund capital expenditures and other
obligations; risk that the Corporation is unable to maintain its financial health and performance at acceptable levels;
risk that insufficient debt or equity financing will be available to meet the Corporation’s requirements, objectives, or
strategic opportunities; risk of downgrades to the Corporation’s credit rating; risks related to the timing and extent of
changes in prevailing interest rates and discount rates and their effect on future revenue requirements and future post-
employment benefit obligations; risks arising from inflation, the course of the economy and other general
macroeconomic factors; risk associated with the impairment to the Corporation’s image in the community, public
confidence or brand; risk associated with the Corporation failing to meet its material compliance obligations under
legal and regulatory instruments; risk of substantial and currently undetermined or underestimated environmental
costs and liabilities; risk that assumptions that form the basis of LDC’s recorded environmental liabilities and related
regulatory balances may change; risk that the presence or release of hazardous or harmful substances could lead to
claims by third parties and/or governmental orders and other factors which are discussed in more detail under Part 8
"Risk Factors" in this AIF.

All of the forward-looking information included in this AIF is qualified by the cautionary statements in this "Forward-
Looking Information" section and the "Risk Factors" section of this AIF. These factors are not intended to represent
a complete list of the factors that could affect the Corporation; however, these factors should be considered carefully
and readers should not place undue reliance on forward-looking information made herein. Furthermore, the forward-
looking information contained herein is dated as of the date of this AlIF or as of the date specified in this AlF, as the
case may be, and the Corporation has no intention and undertakes no obligation to update or revise any forward-
looking information, whether as a result of new information, future events or otherwise, except as required by law.



PART 2 - GLOSSARY OF DEFINED TERMS

In addition to terms defined elsewhere in this AlF, the below defined terms shall have the following meanings:

%2020-2024 CIR Decision and Rate Order” has the meaning set forth under section 5.3(b) entitled “2020-2024 Rate
Application”.

“Affiliate Relationships Code” refers to the Affiliate Relationships Code for Electricity Distributors and
Transmitters that was published by the OEB and became effective on April 1, 1999, as amended.

“AlF” refers to the Corporation’s Annual Information Form for the year ended December 31, 2021.
“Board” refers to the board of directors of the Corporation.

“BOMA BEST” refers to the Canadian environmental assessment and certification program launched
by BOMA Canada in 2005.

“BOMA Canada” refers to the Building Owners and Managers Association of Canada.

“Building Emissions Reduction” refers to a measure of the reduction of GHG emissions from Toronto Hydro
occupied work centres [measured in tonnes of carbon dioxide equivalent].

“CA” refers to Chartered Accountant.

“CAIDI” refers to the Customer Average Interruption Duration Index and is a measure [in hours] of the average
duration of interruptions experienced by customers, not including MED. CAIDI represents the quotient obtained by
dividing SAIDI by SAIFI.

“Canadian Environmental Protection Act” refers to the Canadian Environmental Protection Act, 1999 [Canada],
as amended.

“Capital Assets” refers to the sum of property, plant and equipment and intangible assets, net of accumulated
depreciation and amortization. See note 6 and note 7 to the Consolidated Financial Statements.

“CDM?” refers to conservation and demand management.

“CDS?” refers to CDS Clearing and Depository Services Inc.

“CDSX?” refers to the new clearing and settlement system for debt and equity securities in Canada.
“CEA?” refers to the Canadian Electricity Association.

“CEAP” refers to the COVID-19 Energy Assistance Program.

“CEAP-SB” refers to the COVID-19 Energy Assistance Program for Small Business.

“CEOQO? refers to the President and Chief Executive Officer of the Corporation.

“CFO? refers to the Executive Vice-President and Chief Financial Officer.

“CIR” refers to Custom Incentive Rate-setting.

“City” refers to the city incorporated under the City of Toronto Act, 1997 [Ontario], as amended.
“City Council” refers to Toronto City Council.

“City Councillor” refers to a councillor of Toronto City Council.

“Class A” refers to customers who participate in the industrial conservation initiative, pay global adjustment based
on their percentage contribution to the top five peak Ontario demand hours over a 12-month period.
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“Class B” refers to consumers with a peak demand of 50 kilowatts up to five megawatts who typically pay the global
adjustment through their regular billing cycle with their local distribution company.

“Consolidated Financial Statements” refers to the audited consolidated financial statements of the Corporation
together with the auditors’ report thereon and the notes thereto as at and for the years ended December 31, 2021 and
December 31, 2020, a copy of which is available on the SEDAR website at www.sedar.com.

“Consumer Price Index” refers to the index measuring price movements published by Statistics Canada.
“Copeland Station” refers to the Clare R. Copeland transformer station, formerly called “Bremner Station”.
“Corporation” refers to Toronto Hydro Corporation.

“COVID-19” refers to Coronavirus Disease 2019 and its variants.

“CPA” refers to Chartered Professional Accountant.

“CPAB?” refers to Canadian Public Accountability Board.

“CP Program?” refers to the commercial paper program established by the Corporation under which the Corporation
issues commercial paper. See section 9.3 entitled “Credit Facilities”.

“DBRS” refers to DBRS Limited.
“Debentures” has the meaning set forth under section 9.2 entitled “Debentures”.

“Distribution System Code” refers to the Distribution System Code that was published by the OEB on July 14, 2000,
as amended.

“ECA” refers to the Energy Conservation Agreement between Toronto Hydro and IESO, dated July 1, 2017.
“EHSMS” refers to the Environment, Health and Safety Management System.
“Electricity Act” refers to the Electricity Act, 1998 [Ontario], as amended.

“Electricity Property” refers to a municipal corporation’s or an MEU’s interest in real or personal property used in
connection with generating, transmitting, distributing or retailing electricity.

“Energy Competition Act” refers to the Energy Competition Act, 1998 [Ontario], as amended.
“Energy Consumer Protection Act” refers to the Energy Consumer Protection Act, 2010 [Ontario], as amended.

“Environmental Policy” refers to the policy applicable to all Toronto Hydro employees and contractors performing
work on behalf of Toronto Hydro covering, amongst other things, core environmental principles by which Toronto
Hydro is committed to conducting its business, as approved by the Board of Directors most recently at November 17,
2021 meeting.

“Environmental Protection Act” refers to the Environmental Protection Act, 1990 [Ontario], as amended.
“ERM?” refers to Enterprise Risk Management.

“ESG” refers to environmental, social, and governance criteria that are factored into LDC’s investment processes and
decision-making.

“Fire Protection and Prevention Act” refers to the Fire Protection and Prevention Act, 1997 [Ontario], as amended.

“Fleet Electrification” refers to the percentage of Toronto Hydro’s fleet that is an electric vehicle, plug-in hybrid
electric vehicle, or hybrid vehicle.

“GAAP” refers to Generally Accepted Accounting Principles.
8
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“GHG?” refers to Greenhouse Gas.
“GRI” refers to Global Reporting Initiative.

“Hydro One” refers to Hydro One Limited, Hydro One Inc. or Hydro One Networks Inc. and their respective
subsidiaries, as appropriate.

“ICD.D” refers to the designation granted by the Institute of Corporate Directors, through the Directors Education
Program jointly developed by the Institute of Corporate Directors and the University of Toronto’s Rotman School of
Management.

“ICM?” refers to Incremental Capital Module. See section 4.3(e)(i) entitled “Rate Setting Mechanism” for more
information.

“Idling Time” refers to the number of hours Toronto Hydro vehicles spend idling without a power take-off engaged.
“|EEE” refers to the Institute of Electrical and Electronic Engineers.

“]ESO” refers to the Independent Electricity System Operator. Through amendments to the Electricity Act, the
operations of the IESO and the OPA were merged under the name Independent Electricity System Operator on January
1, 2015, bringing together real-time operations of the grid with long-term planning, procurement and conservation
efforts.

“IRM?” refers to Incentive Regulation Mechanism. See section 4.3(e)(i) entitled “Rate Setting Mechanism” for more
information.

“]1SO” refers to the International Organization for Standardization.

“ISO 14001:2015” refers to 1SO 14001:2015 Environmental Management Systems.

“ISO 26000” refers to ISO 26000 Social Responsibility.

“ISO 45001 refers to 1ISO 45001:2018 Occupational Health and Safety Management Systems.
“ISO 55001 refers to 1SO 55001:2014 Asset Management Systems.

“IT” refers to Information Technology.

“ITA” refers to the Income Tax Act, 1985 [Canada], as amended.

«“J.D.” refers to the Juris Doctor degree.

“KPI” refers to Key Performance Indicator.

“kW? refers to a kilowatt, a common measure of electrical power equal to 1,000 Watts.

“kWh?” refers to a kilowatt-hour, a standard unit for measuring electrical energy produced or consumed over time.
One kWh is the amount of electricity consumed by ten 100-Watt light bulbs burning for one hour.

“LDC” refers to the Corporation’s wholly-owned subsidiary, Toronto Hydro-Electric System Limited.

“LL.B.” refers to the Bachelor of Laws degree.

“LL.M.” refers to the Master of Laws degree.

“Management’s Discussion and Analysis” or “MD&A” refers to Management’s Discussion and Analysis of

Financial Condition and Results of Operations of the Corporation for the year ended December 31, 2021, a copy of
which is available on the SEDAR website at www.sedar.com.
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“MED? refers to Major Event Days as defined by IEEE Std 1366-2012, IEEE Guide for Electric Power Distribution
Reliability Indices.

“MEU?” refers to a Municipal Electricity Utility in the Province of Ontario.
“Moody’s” refers to Moody’s Canada Inc.

“MTN Program” refers to the medium term note program established by the Corporation under which the
Corporation issues debentures. See section 9.2 entitled “Debentures” for the debentures currently outstanding.

“Named Executive Officer” or “NEO” means, collectively, the Corporation’s CEO, the CFO, and/or a person
serving in either of those capacities during the year and the three most highly compensated executive officers of
Toronto Hydro who were serving as executive officers as at December 31, 2021, and each individual who would be
amongst the three most highly compensated executive officers for Toronto Hydro, but for the fact that such individual
was not an executive officer on December 31, 2021, if any.

“Qakville Hydro” refers to Oakville Hydro Electricity Distribution Inc.
“OBCA” refers to the Business Corporations Act, 1990 [Ontario], as amended.

“Occupational Health and Safety Policy” refers to the policy applicable to all Toronto Hydro employees and
contractors performing work on behalf of Toronto Hydro covering, amongst other things, a commitment to providing
safe and healthy working conditions, as approved by the Board of Directors most recently at its November 17, 2021
meeting.

“OEB?” refers to the Ontario Energy Board.

“OEB Act” refers to the Ontario Energy Board Act, 1998 [Ontario], as amended.
“OEFC” refers to the Ontario Electricity Financial Corporation.

“OHSAS?” refers to the Occupational Health and Safety Assessment Series.

“OHSAS 18001 refers to BS OHSAS 18001:2007, British Standard Occupational Health and Safety Assessment
Series.

“OMERS?” refers to the Ontario Municipal Employees Retirement System, a multi-employer, contributory, defined
benefit pension plan established in 1962 by the Province for employees of municipalities, local boards and school
boards in Ontario.

“OPA” refers to the Ontario Power Authority. Through amendments to the Electricity Act, the operations of the
IESO and the OPA were merged under the name Independent Electricity System Operator on January 1, 2015,
bringing together real-time operations of the grid with long-term planning, procurement and conservation efforts.

“Open Access” refers to the opening of the Province’s wholesale and retail electricity markets to competition pursuant
to the requirement under the Electricity Act that transmitters and distributors of electricity in the Province provide
generators, retailers and consumers with non-discriminatory access to their transmission and electricity distribution
systems. Open Access commenced on May 1, 2002.

“OPG” refers to Ontario Power Generation Inc.

“OREC Act” refers to Ontario Rebate for Electricity Consumers Act, 2016 [Ontario].

“OSC” refers to the Ontario Securities Commission.

“PCBs” refers to polychlorinated biphenyls, a synthetic chemical compound consisting of chlorine, carbon and

hydrogen. PCBs are used primarily as insulating and cooling elements in electrical equipment. Secondary uses
include hydraulic and heat transfer fluids, flame proofing adhesives, paints, sealants and cable insulating paper.

10



“PILs” refers to the Payments In Lieu of Corporate Taxes regime contained in the Electricity Act pursuant to which
MEUs that are exempt from tax under the ITA and the TA are required to make, for each taxation year, payments in
lieu of corporate taxes to the OEFC. See note 25[0] and note 20 to the Consolidated Financial Statements.

“PP&E” refers to property, plant and equipment.
“Province” refers to the Province of Ontario.

“Prudential Facility” refers to a $100.0 million demand facility that the Corporation entered into with a Canadian
chartered bank for the purpose of issuing letters of credit mainly to support LDC’s prudential requirements with the
IESO. See section 9.3 entitled “Credit Facilities”.

“PWU? refers to the Power Workers’ Union.

“Recycling Rate” refers to the percentage amount of solid, non-hazardous waste diverted from the landfill through
recycling at work centres and stations.

“Retail Settlement Code” refers to the Retail Settlement Code that was published by the OEB on December 13, 2000
and became effective on the commencement of Open Access [except with respect to “Service Agreements”, as that
term is defined in the Retail Settlement Code, which came into effect on March 1, 2001], as amended.

“Revolving Credit Facility” refers to the Corporation’s credit agreement with a syndicate of Canadian chartered
banks which established a revolving credit facility. See section 9.3 entitled “Credit Facilities”.

“RPP” refers to the Regulated Price Plan.
“S&P” refers to Standard & Poor’s Financial Services LLC, a subsidiary of S&P Global Inc.

“SAIDI” means System Average Interruption Duration Index and is a measure [in hours] of the annual system average
interruption duration for customers served, not including MED. SAIDI represents the quotient obtained by dividing
the total customer hours of interruptions longer than one minute by the number of customers served.

“SAIFI” means System Average Interruption Frequency Index and is a measure of the frequency of service
interruptions for customers served, not including MED. SAIFI represents the quotient obtained by dividing the total
number of customer interruptions longer than one minute by the number of customers served.

“SEDAR? refers to the Canadian Securities Administrators’ System for Electronic Document Analysis and Retrieval.
SEDAR’s website is www.sedar.com.

“Shareholder Direction” refers to the Shareholder Direction adopted by the Council of the City with respect to the
Corporation, as amended and/or restated from time to time, pursuant to which the City has set out certain corporate
governance principles with respect to the Corporation.

“Smart Meter” refers to a metering device capable of recording and transmitting hourly consumption information of
a residential or general service customer.

“Standard Supply Customers” refers to persons connected to an electricity distributor’s distribution system who
are not served by retailers or whose retailer is unable to sell them electricity or who request the distributor to sell
electricity to them.

“Standard Supply Service” refers to an electricity distributor’s obligation to sell electricity to Standard Supply
Customers, or to give effect to such rates as determined by the OEB under section 79.16 of the OEB Act.

“Standard Supply Service Code” refers to the Standard Supply Service Code for Electricity Distributors that was
published by the OEB on December 8, 1999 and became effective on the commencement of Open Access, as
amended.

“Stewardship Ontario” refers to a not-for-profit organization which operates the Blue Box and Orange Drop
Programs under the authority of the Waste-Free Ontario Act, 2016.

11


http://www.sedar.com/
http://www.ontla.on.ca/web/bills/bills_detail.do?locale=en&BillID=3598

“TA” refers to the Taxation Act, 2007 [Ontario], as amended.

“Technical Standards and Safety Act” refers to the Technical Standards and Safety Act, 2000 [Ontario], as
amended.

“TH Energy” refers to the Corporation’s wholly-owned subsidiary, Toronto Hydro Energy Services Inc.
“Toronto Hydro” refers to Toronto Hydro Corporation and its subsidiaries.

“Total Recordable Injury Frequency” refers to the number of recordable injuries multiplied by 200,000 divided by
exposure hours, as per CEA standards.

“TOU” refers to Time-Of-Use.

“Transfer By-law” refers to By-law No. 374-1999 of the City made under section 145 of the Electricity Act pursuant
to which the Toronto Hydro-Electric Commission and the City transferred their assets and liabilities and employees
in respect of the electricity distribution system to LDC and in respect of electricity generation, co-generation and
energy services to TH Energy. The Transfer By-law permits the Treasurer of the City to adjust the fair market value
of the assets and the consideration paid in respect of the electricity distribution assets transferred to LDC as a
consequence of OEB rate orders and permitted rates of return for 2000 or any subsequent year.

“TransformTO” refers to the City’s TransformTO Net Zero Strategy, which outlines a pathway to achieve net zero
emissions in Toronto by 2040.

“Transportation of Dangerous Goods Act” refers to the Transportation of Dangerous Goods Act, 1992 [Canada],
as amended.

“Unit Smart Meter” refers to a unit Smart Meter installed by LDC in a unit of a multi-unit complex where the multi-
unit complex is not connected solely to a bulk meter, and includes such other meters as may be prescribed by the
Energy Consumer Protection Act.

“Watt” or “W? refers to a common measure of electrical power. One Watt equals the power used when one ampere
of current flows through an electrical circuit with a potential of one volt.

“Working Capital Facility” refers to a $20.0 million demand facility the Corporation entered into with a Canadian
chartered bank for the purpose of working capital management. See section 9.3 entitled “Credit Facilities”.

Unless otherwise specified, all references to statutes are to statutes of the Province and all references to dollars
are to Canadian dollars.
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PART 3 - CORPORATE STRUCTURE

3.1 Name, Address, Incorporation

On January 1, 1998, the former municipalities of Metropolitan Toronto, Toronto, East York, Etobicoke, North York,
Scarborough and York amalgamated to form the City. At the same time, the electric commissions of Toronto, East
York, Etobicoke, North York, Scarborough and York were combined to form the Toronto Hydro-Electric
Commission. Toronto Hydro is the successor to the Toronto Hydro-Electric Commission.

The Corporation, LDC and TH Energy were incorporated under the OBCA on June 23, 1999. Pursuant to the Transfer
By-law, the Toronto Hydro-Electric Commission and the City transferred their assets and liabilities in respect of the
electricity distribution system to LDC and electricity generation, co-generation and energy services to TH Energy.

The registered and head office of the Corporation is located at 14 Carlton Street, Toronto, Ontario, M5B 1K5.
3.2 Inter-corporate Relationships

The sole shareholder of the Corporation is the City. The Corporation, in turn, owns 100% of the shares of the
subsidiaries listed below:

Toronto Hydro Corporation
(“Corporation”)

Ontario

Toronto Hydro-Electric Toronto Hydro Energy
System Limited Services Inc.
(“LDC”) (“TH Energy”)
Ontario Ontario
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PART 4 - BUSINESS OF TORONTO HYDRO

4.1 Industry Structure
The electricity industry in the Province is generally comprised of three principal segments:

. Generation - the production of electricity at generating stations using nuclear, natural gas, hydro,
solar, wind, biofuel or other sources of energy;

. Transmission - the transfer of electricity from generating stations to local areas using large, high-
voltage power lines; and

. Distribution - the delivery of electricity to homes and businesses within local areas using relatively
low-voltage power lines.

Electricity produced at generating stations is boosted to high voltages by nearby transformers so that the electricity
can be transmitted long distances over transmission lines with limited power loss. The voltage is then reduced
[stepped down] at terminal stations for supply to electricity distributors or large customers. Electricity distributors
carry the electricity to distribution transformers that further reduce the voltage for supply to local customers.
Electricity is distributed in the Province through a network of local electricity distributors that includes municipal
electricity distributors, privately owned electricity distributors, and Hydro One. This traditional structure is evolving
and has the potential to become more decentralized as local customers invest in distributed energy resources such as
behind-the-meter generation facilities and energy storage systems. Distributed energy resources connected directly
to local electricity distribution grids can serve various functions ranging from selling power to the bulk or local
electricity grid to providing reliability services and voltage control.

The following diagram illustrates the basic structure of an electricity infrastructure system:
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4.2 Toronto Hydro Corporation
Toronto Hydro Corporation is a holding company which wholly owns two subsidiaries:
. LDC — distributes electricity; and
. TH Energy — provides street lighting and expressway lighting services in the city of Toronto.

The Corporation supervises the operations of, and provides corporate, management services and strategic direction to
its subsidiaries.

4.3 Toronto Hydro-Electric System Limited [“LDC”]

The principal business of Toronto Hydro is the distribution of electricity by LDC. LDC owns and operates $5.7
billion of Capital Assets comprised primarily of an electricity distribution system that delivers electricity to
approximately 787,000 customers located in the city of Toronto. LDC serves the largest city in Canada and distributes
approximately 18% of the electricity consumed in the Province.

@ LDC’s Electricity Distribution System

Electricity produced at generating stations is transmitted through transmission lines owned by Hydro One to terminal
stations, at which point the voltage is then reduced [or stepped down] to distribution-level voltages. Distribution-
level voltages are then distributed across LDC’s electricity distribution system to distribution class transformers, at
which point the voltage is further reduced [or stepped down] for supply to end use customers. Electricity typically
passes through a meter before reaching a distribution board or service panel that directs the electricity to end use
customers [and their circuits].

LDC’s electricity distribution system is serviced from one control centre and 37 terminal stations, and is comprised
of approximately 17,160 primary switches, approximately 61,140 distribution transformers, 141 in-service municipal
substations, approximately 15,406 circuit kilometres of overhead wires supported by approximately 182,640 poles,
and approximately 13,681 circuit kilometres of underground wires.

(1) Control Centre

LDC has one control centre. The control centre co-ordinates and monitors the distribution of electricity throughout
LDC’s electricity distribution assets, and provides isolation and work protection for LDC’s construction and
maintenance crews and external customers. LDC’s control centre utilizes supervisory control and data acquisition
[SCADA] systems to monitor, operate, sectionalize and restore the electricity distribution system.

(i) Terminal Stations

LDC receives electricity at its terminal stations which contain power transformers, high-voltage switching equipment,
and lower-voltage equipment such as circuit breakers, switches and station busses.

One of LDC’s largest capital initiatives, the construction of which was completed in 2019, is Copeland Station, which
was constructed in response to the developing need for distribution solutions in the downtown core of the city of
Toronto. Copeland Station is the first transformer station built in downtown Toronto since the 1960°’s and is the
second underground transformer station in Canada. It provides electricity to buildings and neighbourhoods in the
central-southwest area of downtown Toronto.

(iii) ~ Distribution Transformers and Municipal Substations

Electricity at distribution voltages is distributed from the terminal stations to distribution transformers that are
typically located in buildings or vaults or mounted on poles or surface pads that are used to reduce or step down
voltages to utilization levels for supply to customers. The electricity distribution system also includes in-service
municipal substations that are located in various parts of the city of Toronto and are used to reduce or step down
electricity voltage prior to delivery to distribution transformers. LDC also delivers electricity at distribution voltages
directly to certain commercial and industrial customers that own their own substations.
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(iv)  Wires

LDC distributes electricity through a network of electrical circuits made up of a combination of overhead and
underground wires.

(v) Metering

LDC provides its customers with meters through which electricity passes before reaching a distribution board or
service panel that directs the electricity to end use circuits on the customer’s premises. The meters are used to measure
electricity consumption and/or demand. LDC owns the meters and is responsible for their maintenance and accuracy.

As part of its metering services, LDC also installs Unit Smart Meters in multi-unit complexes that fall within the
OEB’s Competitive Sector Multi-Unit Residential rate class. As at December 31, 2021, LDC had installed
approximately 89,000 Unit Smart Meters in these types of multi-unit complexes.

(vi) Reliability of Distribution System

The table below sets forth certain industry recognized measurements of system reliability with respect to LDC’s
electricity distribution system and the composite measures reported by LDC and the CEA for the 12-month periods
ending December 31 in the years indicated below.

LDC LDC CEA

2021 2020 2020 ©
SAIDI s 0.99 0.97 4.86
SAIFL s 1.55 1.62 2.34
CAIDL...ooociiiiicsne 0.64 0.60 2.08

Note:

(1) Data was extracted from the CEA’s 2020 Service Continuity Report on Distribution System Performance in Electrical Utilities, excluding
significant events. At the date of this AIF, such report for the year 2021 has not been published by the CEA.
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(b) LDC’s Service Area and Customers

LDC is the sole provider of electricity distribution services in the city of Toronto, and serves approximately 787,000
customers. The City is the largest city in Canada with a population of approximately 3.0 million. The City is a
financial centre with large and diversified service and industrial sectors.

The table below sets out LDC’s customer classes and certain operating data with respect to each class for each of the
years in the two-year period ended December 31, 2021;

Year ended December 31

2021 2020
Residential Service ®©
Number of customers [as at December 31] 703,947 698,482
KWH (oo 5,427,336,381 5,526,525,856
REVENUE ..oviieiiieeece e $1,000,471,911 $1,120,677,308
% of total service revenue ........ccccceeeeevenene. 28.9% 29.2%
General Service @
Number of customers [as at December 31] ....... 82,711 82,703
KWH e 16,265,446,850 16,261,058,264
REVENUE ..oviieiicieee e $2,270,659,641 $2,512,371,672
% of total service revenue ........ccccceveverereenn. 65.6% 65.5%
Large Users ©
Number of customers [as at December 31] ....... 46 45
KWH o 1,680,085,796 1,816,539,853
REVENUE ...ttt $190,381,458 $203,861,542
% of total service revenue .............cocceeeneene, 5.5% 5.3%
Total
Number of customers [as at December 31] ....... 786,704 781,230
KWH (o 23,372,869,027 23,604,123,973
REVENUE ..ottt $3,461,513,010 $3,836,910,522

Notes:

(1) “Residential Service” means a service that is for domestic or household purposes, including single family or individually metered multi-family
units and seasonal occupancy.

(2) “General Service” means a service supplied to premises other than those receiving “Residential Service” and “Large Users” and typically
includes small businesses and bulk-metered multi-unit residential establishments. This service is provided to customers with a monthly peak
demand of less than 5,000 kW averaged over a 12-month period.

(3) “Large Users” means a service provided to a customer with a monthly peak demand of 5,000 kW or greater averaged over a 12-month period.
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() LDC’s Real Property

The following table sets forth summary information with respect to the principal real property owned, leased or
otherwise used by LDC as at December 31, 2021:

Property Total
Terminal SLALIONS .......cceiviiiiieieee ettt 37 sites
Municipal SUDSTALIONS ........ccoiiiiiiiiie e 141 sites
Decommissioned municipal SUBSEAtIoNS ..........c.cccevverieieveiieie s 31 sites
CONLIOL CENETE D).ttt bbbt 1 site
OPEratioN CENETES @.....uiciieiiie i stise st ee e te st te e se e be st e besreeneese e e e ntesresrenne e 4 sites
OBNEE @bt bbb ettt 35 sites
Notes:

(1) LDC’s control centre is located within one of its operation centres.

(2) LDC’s operation centres accommodate office, staff, crews, vehicles, equipment and material necessary to operate and monitor the electricity
distribution system.

(3) Other properties include locations under construction, small work centres and surplus properties.

Under the OEB Act, electricity distributors may apply to the OEB for authority to expropriate land required in
connection with new or expanded electricity distribution lines or interconnections. If, after a hearing, the OEB is of
the opinion that the expropriation of land is in the public interest, the OEB may make an order authorizing
expropriation upon payment of specified compensation. The Electricity Act grandfathered thousands of existing
unregistered easements, principally for distribution over third-party lands. The Electricity Act also authorizes
electricity distributors to locate assets on, over or under public streets and highways.

(d) Regulation of LDC
Q) Legislative Framework
The Electricity Act and the OEB Act provide the broad legislative framework for the Province’s electricity market.

The Electricity Act requires electricity distributors to provide generators, retailers, market participants, and consumers
with non-discriminatory access to distribution systems in Ontario in accordance with distribution licences.
Furthermore, an electricity distributor is required to connect to its distribution system any building that lies along its
distribution lines upon request. The Electricity Act also requires an electricity distributor to sell electricity to every
person connected to its distribution system, effectively acting as the electricity supplier of last resort, except where
the person connected opts out of such supply by the distributor.

Additionally, the Electricity Act requires electricity distributors in the Province to keep their distribution businesses
separate from their other businesses.

The business of LDC and other electricity distributors is regulated by the OEB, which has broad powers relating to
licensing, standards of conduct and service, the regulation of electricity distribution rates charged by LDC and other
electricity distributors, and transmission rates charged by Hydro One and other transmitters. The OEB Act states that,
subject to certain exceptions, LDC and other electricity distributors shall not carry on any business activity other than
the distribution of electricity, except through affiliated companies. As an exception to the general restriction on its
business activities, the OEB Act permits LDC to provide additional services related to the promotion of CDM
activities and alternative, cleaner and renewable sources of energy and energy storage. See section 5.4 entitled
“Conservation and Demand Management” for more information on LDC’s CDM activities. As well, the OEB may
in particular cases and circumstances authorize LDC to carry on a non-distribution business activity.

The Energy Consumer Protection Act, which came into force in 2011, enables and sets out the requirements relating

to LDC’s installation of Unit Smart Meters in multi-unit complexes and provides the rules regarding the manner in
which Unit Smart Metered consumers are to be billed for their electricity consumption.
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Since 2017, LDC has been providing financial assistance to eligible electricity consumers in accordance with the
OREC Act. Pursuant to the applicable legislative requirements, LDC applies a credit [rebate] to the bills of eligible
consumers and is reimbursed by the IESO for monthly total assistance amounts provided.

(i) Licences
Distribution Licence

The OEB has granted LDC a distribution licence. The term of the current licence is until October 16, 2023. The
licence allows LDC to own and operate an electricity distribution system in the city of Toronto. Among other things,
the licence provides that LDC must allow non-discriminatory access to its distribution system by a consumer,
generator or retailer upon request and sell electricity in accordance with the Electricity Act, must keep financial
records associated with distributing electricity separate from its financial records associated with other activities, may
not impose charges for the distribution of electricity except in accordance with distribution rate orders approved by
the OEB, and must comply with industry codes established by the OEB.

Electricity Generation Licence

On December 18, 2002, the OEB issued an electricity generation licence to TH Energy and TREC Windpower Co-
operative [No.1] Incorporated [the co-venturers], in connection with a wind turbine located at Exhibition Place in the
city of Toronto. The licence allows the co-venturers to generate electricity or provide ancillary services for sale
through the IESO-administered markets, or directly to another person, subject to certain terms and conditions. This
licence terminates on December 17, 2022, although the term may be extended by the OEB.

(iii) Industry Codes

The OEB has established the Affiliate Relationships Code, the Distribution System Code, the Retail Settlement Code,
and the Standard Supply Service Code. These codes prescribe minimum standards of conduct, as well as standards
of service, for electricity distributors in the non-competitive electricity market, and have been assigned the following
ranking in the event there is a conflict between them:

1) Affiliate Relationships Code
(2) Distribution System Code

3) Retail Settlement Code

4) Standard Supply Service Code

These codes are summarized below.
Affiliate Relationships Code

The Affiliate Relationships Code establishes standards and conditions for the interaction between electricity
distributors and their affiliated companies. It is intended to minimize the potential for an electricity distributor to
cross-subsidize competitive or non-monopoly activities, protect the confidentiality of consumer information collected
by an electricity distributor and ensure that there is no preferential access to regulated services. The Affiliate
Relationships Code prescribes standards of conduct for an electricity distributor with respect to the following: the
degree of separation from affiliates; sharing of services and resources; transfer pricing; financial transactions with
affiliates; equal access to services; and confidentiality of customer information.

Distribution System Code

The Distribution System Code establishes the minimum conditions that an electricity distributor must meet in carrying
out its obligations to distribute electricity under its licence and under the Energy Competition Act [which enacted the
Electricity Act and the OEB Act], and has been amended as the regulatory environment has evolved. Generally, the
Distribution System Code prescribes the rights and responsibilities of electricity distributors and electricity
distribution customers with respect to the following: connections; connection agreements and conditions of service;
expansion projects; alternative bids [available to customers for work otherwise done by an electricity distributor];
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metering; billing; distribution operations; disconnections and reconnections; customer service standards; security
deposits; certain financial assistance programs; and regional planning.

Retail Settlement Code

The Retail Settlement Code outlines the minimum obligations of an electricity distributor with respect to its
relationship with retail market participants such as retailers and consumers and the administration of service
transaction requests where a competitive retailer provides service to a consumer, in accordance with the Electricity
Act and the distribution licence. Under the terms of the Retail Settlement Code, an electricity distributor is required
to do the following: unbundle the costs of competitive electricity services and non-competitive electricity services;
record, in variance accounts, the difference between amounts billed by the IESO to the electricity distributor for
competitive and non-competitive electricity services, and the aggregate amounts billed by the electricity distributor
to consumers, retailers and others for the same services; provide electricity billing and settlement services to retailers
and customers; process service transaction requests; and provide access to consumer information to retailers and
consumers as prescribed.

Standard Supply Service Code

The Standard Supply Service Code requires an electricity distributor to act as a default supplier and provide Standard
Supply Service to persons connected to the electricity distributor’s distribution system in accordance with the
Electricity Act. The Standard Supply Service Code also specifies the conditions and manner by which OEB approved
Standard Supply Service rates are to be charged and billed to customers. Under the Standard Supply Service Code,
an electricity distributor’s rates for Standard Supply Service must be approved by the OEB and must consist of the
price of electricity and an administrative charge that will allow the electricity distributor to cover its costs of providing
the service.

(e) Distribution Rates

Q) Rate Setting Mechanism

The OEB’s regulatory framework for electricity distributors is designed to support the cost-effective planning and
operation of the electricity distribution network and to provide an appropriate alignment between a sustainable,
financially viable electricity sector and the expectations of customers for reliable service at a reasonable price.

The OEB typically regulates the electricity rates for distributors using a combination of detailed cost of service
reviews and custom index adjustments similar to IRM. A cost of service review uses a future test-year to establish
rates, and provides for revenues required to recover the forecasted costs of providing the regulated service, and a fair
and reasonable return on rate base [i.e., the aggregate of approved investment in PP&E and intangible assets excluding
work in progress, less accumulated depreciation and amortization and unamortized capital contributions from
customers, plus an allowance for working capital]. Custom index adjustments are typically used for one or more
years following a cost of service review and provide for adjustments to rates based on an inflationary factor net of a
productivity factor and an efficiency factor as determined relative to other electricity distributors.

Administratively, the OEB currently regulates the electricity rates for distributors through one of three specific rate-
setting methods: Price Cap Incentive Rate-setting [typically applicable to most distributors], CIR [typically applicable
to distributors with large or highly variable capital requirements], and the Annual Incentive Rate-setting Index
[typically applicable to distributors requiring limited rate adjustments]. Under each of these methods, the OEB also
allows recovery of costs arising from significant events satisfying certain criteria which are considered external to the
regulatory regime and beyond the control of management.

Under the Price Cap Incentive Rate-setting method, rates are set on a single forward test-year cost of service basis for
the first year and indexed for four subsequent years through an industry-standard IRM adjustment. Under this method,
the ICM is available to apply for incremental funding to address any additional capital investment needs that may
arise during the term.

Under the CIR method, rates are set for a minimum period of five years, typically on a forward test-year cost of
service basis for the first year with subsequent annual adjustments based on a distributor-specific custom index. The
particular mechanics through which rates are set and adjusted are proposed by utilities and determined by the OEB

20



on a case-by-case basis.

The Annual Incentive Rate-setting Index method sets a distributor’s rates through an industry-standard IRM
adjustment [using a limited form of the industry standard IRM formula] for one or more years.

Under each method, actual operating conditions may vary from forecasts such that actual achieved returns can differ
from approved returns. Approved electricity rates are generally not adjusted as a result of actual costs or revenues
being different from forecasted amounts, other than for certain prescribed costs that are eligible for deferral for future
collection from, or refund to, customers.

See section 5.3 entitled “Rate Applications” for more information on LDC’s rate applications.

() Competitive Conditions

The OEB distribution licence issued to LDC stipulates a service area that reflects the territory within the city of
Toronto. By law, only the OEB can grant such a licence for a service area and only an entity with such a licence can
provide licenced services to the public-at-large within a service area. The OEB has not granted any other distribution
licence that permits distribution within LDC’s service area. In addition to this regulatory barrier to entry, there are
other barriers to entry, including the cost of constructing an electricity distribution system, physical space limitations
within and legal access to the right-of-way, the specialized skills associated with the distribution business, the level
of expertise required to achieve operational and regulatory compliance, and LDC’s relationships with its customers.
Notwithstanding the existing barriers to entry, other regulated and unregulated entities have competed with LDC and
its predecessors to provide customers with other sources of energy, including electricity. The pervasiveness of this
competition and its particular effects on LDC’s distribution business have varied over time and are expected to
continue to vary based on many factors, including the relative price of energy sources [e.g., natural gas, grid-supplied
electricity, behind-the-meter generation], government-based policy and incentives [e.g., green energy generation],
and technology advancements [e.g., micro-grids, behind-the-meter generation facilities, energy storage systems,
virtual power].

44 Toronto Hydro Energy Services Inc.

TH Energy owns and operates $54.6 million of Capital Assets as of December 31, 2021. TH Energy owns certain
street lighting assets located in the city of Toronto, and has an agreement with the City to provide street lighting
system maintenance and capital improvement services to the City. TH Energy sub-contracts street lighting services
to LDC.

TH Energy also operates a wind turbine located at the Better Living Centre [Exhibition Place] in a joint venture with
TREC Windpower Cooperative [No.1] Incorporated.

45 Environmental Matters

@ Environmental Protection Requirements

Toronto Hydro is subject to extensive federal, provincial and local regulation relating to the protection of the
environment. The principal federal legislation is the Canadian Environmental Protection Act which regulates the use,
import, export and storage of toxic substances, including PCBs and ozone-depleting substances. Toronto Hydro is
also subject to the federal Transportation of Dangerous Goods Act which prescribes safety standards and requirements
for the handling and transportation of hazardous goods including PCBs and sets reporting, training and inspection
requirements relating thereto.

The principal provincial legislation is the Environmental Protection Act which regulates releases and spills of
contaminants, including PCBs, ozone-depleting substances and other halocarbons, contaminated sites, waste
management, and the monitoring and reporting of airborne contaminant discharge. The provincial Technical
Standards and Safety Act also applies to Toronto Hydro’s operations with respect to the handling of and training
related to compressed gas, propane and liquid fuels. The provincial Fire Protection and Prevention Act requires
Toronto Hydro to incorporate procedures and training for dealing with any spills of flammable or combustible liquids.
The provincial Transportation of Dangerous Goods Act prescribes safety standards and requirements for the
transportation of dangerous goods on provincial highways and sets out inspection requirements related thereto.
21



Municipal by-laws regulate discharges of industrial sewage and storm water run-off to the municipal sewer system
and the reporting of the release of certain toxic substances into the environment.

(b) Financial and Operational Effects of Environmental Protection Requirements

In 2021, LDC spent approximately $2.2 million to meet environmental protection requirements. This includes costs
for hazardous and non-hazardous waste disposal, testing, asbestos abatement, site remediation, wood and concrete
pole removal, manifest and tonnage fees, and Stewardship Ontario fees.

Toronto Hydro recognizes a liability for its best estimate of the future removal and handling costs for contamination
in electricity distribution equipment in service. The liability is recognized when there is a present obligation, a
probable outflow of resources and the amount can be estimated reliably. Actual future environmental costs may vary
from the estimates used in the calculation.

() Environmental Policy and Oversight

Toronto Hydro has a strong commitment to the environment through the enforcement of a well-defined Environmental
Policy. Conformance with the Environmental Policy is managed by Toronto Hydro’s Environment, Health and Safety
department led by the Executive Vice-President and Chief Human Resources & Safety Officer. The content of the
Environmental Policy is reviewed and approved annually by the Board.

Toronto Hydro’s Environmental Policy identifies several core environmental principles, which include:

. Mitigation of the potential adverse effects of climate change and other environmental conditions on
the organization, and action to eliminate or reduce, as far as practicable, any potentially adverse
environmental impacts through the implementation of policies, programs and procedures;

. Commitment from leadership to provide suitable and sufficient resources for the environmental
management system;

. Compliance with all applicable laws, codes and standards;

. Continual improvement of environmental performance through the establishment of annual
objectives, targets and programs;

o Employee engagement through education, training and providing general awareness of the
Environmental Policy requirements and the environmental management system;

. Stakeholder engagement including consultation and engagement of environmental issues within the
community and various stakeholders such as suppliers, customers, regulators, industry and the
public; and

. Integration of environmental considerations into Toronto Hydro business processes.

LDC manages its environmental aspects in conformance with 1ISO 14001:2015 and was re-certified on December 6,
2021 as meeting the requirements of the 1SO 14001:2015 standard by a third-party auditor. The certificate is valid
until February 4, 2025.

Legislative environmental reporting for federal, provincial and municipal governments is compiled and submitted in
accordance with applicable obligations and authorities. Third party environmental compliance audits are also
conducted biennially in conformance with LDC’s environment, health and safety audit plan.

Toronto Hydro’s environmental policies, programs and procedures are reviewed and approved by management.
Information on environmental performance, environmental risks, mitigation strategies and other material
environmental matters are presented to the Human Resources and Environment Committee of the Board as part of
Toronto Hydro’s regular update on ESG performance.

(d) Environmental, Social and Governance

Toronto Hydro operates substantially in conformance with ISO 26000, an internationally recognized social
responsibility standard. The focus of Toronto Hydro’s ESG and sustainability actions is guided in part by an external
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materiality study and may be supplemented with information obtained through customer surveys. Toronto Hydro’s
Board receives updates on Toronto Hydro’s ESG performance through the Human Resources and Environment
Committee of the Board. This includes updates on performance on climate change metrics and targets and progress
towards Toronto Hydro ESG-related goals, including those that are climate-related.

In 2021, the key areas of Toronto Hydro’s ESG and sustainability activities were:

. Climate change mitigation and adaptation;

. Reduction of GHG emissions;

. Occupational safety;

. Public safety;

. Conservation of energy and natural resources;
. Diversity and gender equality; and

. Customer relationships and support.

In 2014, Toronto Hydro was one of the earliest Canadian electrical utilities to receive the prestigious “Sustainable
Electricity Company Designation”. This designation is issued by the CEA to organizations following a successful
third-party assessment of documented evidence that demonstrates an organization’s conformance to 1SO 26000, 1SO
14001:2015, and integration of ESG and sustainability requirements into the organization’s supply chain. Toronto
Hydro has maintained this designation continuously since 2014. Further details on Toronto Hydro’s activities in
respect of 1ISO 14001:2015 can be found in section 4.5(c) entitled “Environmental Policy and Oversight”.

Starting in 2013-2014, Toronto Hydro has reported publicly on a biennial basis on its ESG and sustainability
performance, substantially in conformance with the requirements of the GRI and electric utility sector-specific
guidelines. The GRI Sustainability Reporting Standards are generally considered to be the most widely adopted global
standards for sustainability reporting. In 2020, Toronto Hydro began reporting substantially in conformance with the
requirements of the GRI on an annual basis and has begun to include metrics from the Sustainability Accounting
Standards Board [see the Toronto Hydro ESG Metrics Report]. Toronto Hydro’s most recent ESG report was
published in April 2021 and covers the 2020 reporting year. Toronto Hydro also publishes an annual Environmental
Performance Report.

Specifically, with respect to its environmental objectives, these reports aim to aid stakeholders in understanding how
oversight processes may translate into tangible climate-related accomplishments and details the Corporation’s
activities in:

. Reducing GHG emissions;

. Leading environmental initiatives;

. CDM;

o Renewable energy [and enabling infrastructure];
. Energy security;

. Climate change adaptation; and

. Emergency preparedness.

Toronto Hydro has a robust process for establishing and approving key metrics to challenge the performance of the
organization and support the drive for continual improvement. Toronto Hydro has met the established targets for the
following ESG metrics since 2017: Recycling Rate, Total Recordable Injury Frequency, Idling Time and SAIDI.
Beginning in 2022, Toronto Hydro has developed two new metrics aimed at managing climate related risks and
opportunities: Building Emissions Reduction and Fleet Electrification. Two of the largest sources of GHG emissions
at Toronto Hydro are the buildings and vehicle fleet. The new metrics are expected to support Toronto Hydro’s target
of net-zero GHG emissions by 2040.

Since 2018, Toronto Hydro has been a signatory to Electricity Human Resources Canada’s Leadership Accord on
Diversity, Equity and Inclusion to affirm the organization’s commitment to advance governance, education and
practices that support women to both understand the opportunities available in the electricity industry and achieve
equal opportunities for growth and development. In 2021, 100% of executives and 99% of the senior leadership team
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completed a training program aimed at improving the identification of unconscious bias and adopt best practices to
promote a more inclusive workplace.

Through collaborations with the CEA and local colleges and universities, the focus of Toronto Hydro’s continuous
efforts has been on the promotion and mentorship of women to pursue educational programs in electrical engineering
fields of study to avail a gender diverse talent pipeline to fulfill short and long-term workforce staffing and succession
management requirements.

As at the date of this AIF, female directors constituted 36% [4 of 11] of the members of the Corporation’s Board.
33% [1 out of 3] of the executive officers of the Corporation are female. 25% [2 out of 8] of the executive officers of
LDC are female.

Toronto Hydro has received recognition for its leadership in ESG and sustainability and climate change adaptation
from multiple sources for several years, including being recognized ninth in 2021 on the Corporate Knights’ Best 50
Corporate Citizens in Canada list and second overall amongst electricity transmission and distribution companies.
Also, three of Toronto Hydro’s four work centres have been certified as meeting BOMA Canada’s requirements for
building environmental standards [BOMA BEST].

Overall, Toronto Hydro continues to strive to achieve zero injuries and remain a sustainable electricity company.
Toronto Hydro regularly monitors and assesses aspects of its environmental performance in an effort to reduce its
environmental footprint and improve efficiency. Toronto Hydro also enables customers to be part of the shift to a
sustainable economy by connecting renewable power and energy storage to the grid; facilitating the use of electrified
transportation; and offering online billing to reduce paper consumption.

Further details and other relevant information are available in Toronto Hydro’s past ESG reports. All past ESG reports
are available on-line at www.torontohydro.com/corporate-reports.

4.6 Additional Information Regarding Toronto Hydro
@ Employees

At December 31, 2021, Toronto Hydro had approximately 1,190 employees. Included in Toronto Hydro’s employees
are 515 members of bargaining units represented by PWU and 70 professional engineers and 68 IT professionals
represented by the Society of United Professionals. The Society of United Professionals was certified as the
bargaining agent for IT professionals at Toronto Hydro on November 21, 2018. On November 9, 2020, Society of
United Professionals First Collective Agreement with IT professionals was awarded a two-year collective agreement
beginning January 1, 2019 and expiring December 31, 2020. Collective bargaining between Toronto Hydro and
Society of United Professionals for IT professionals commenced in March 2022.

On February 3, 2021, the Society of United Professionals ratified a four-year collective agreement for Toronto
Hydro’s professional engineers beginning January 1, 2021 and expiring December 31, 2023. On May 24, 2018, the
PWU ratified collective agreements governing inside and outside employees for a four-year period beginning
February 1, 2018 and expiring January 31, 2022. The parties commenced bargaining for the new collective agreement
in January 2022.

Full time employees of Toronto Hydro are required to participate in the OMERS pension plan. Both participating
employers and participating employees are required to make equal plan contributions based on participating
employees’ eligible contributory earnings. Plan benefits are determined based on a formula that considers the highest
5-year average contributory earnings and the number of years of service. The pension benefits at retirement are
indexed to increases in the Consumer Price Index, subject to an annual maximum of 6%. Any increase in the
Consumer Price Index above 6% per year is carried forward for later years. All obligations to make payments to
retirees under the OMERS pension plan are the responsibility of OMERS.

In addition to OMERS, Toronto Hydro provides other employment and post-employment benefits to employees,

including medical, dental and life insurance benefits. See note 25[m] and note 13 to the Consolidated Financial
Statements.
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(b) Specialized Skills and Knowledge

Certified and skilled trades and designated and technical professional roles are important in the safe and reliable
design, construction, maintenance, restoration and customer connections to support the LDC’s electricity distribution
system operations. Toronto Hydro hires a mix of experienced workers and new graduates to perform a variety of
technician, technologist, engineering, information technology and corporate professional roles. Technician and
technologist apprenticeships require between 4 and 6 years to become fully competent and capable of performing all
aspects of their job. LDC provides specialized knowledge and technical programs, on the job learning and legislative
and compliance training to support entry to the organization and throughout the apprenticeship program for required
skills and knowledge outcomes.

(©) Health and Safety

Toronto Hydro is committed to a safe and injury free work environment for all employees, contractors, visitors and
the public. LDC manages its health and safety management system in conformance with I1SO 45001 and was re-
certified on December 6, 2021 as meeting the requirements of the 1SO 45001 standard by a third-party auditor.
Through LDC’s EHSMS, LDC maintains and reviews procedures, programs and the Occupational Health and Safety
Policy which outlines several core principles including:

o Compliance

. Continual improvement

o Engagement and consultation
. Communication

. Accountability

. Risk management

o Contractor management

. Incident investigation

. Performance monitoring

. Wellness

The content of the Occupational Health and Safety Policy is reviewed and approved annually by the Board.

Toronto Hydro’s health and safety performance, occupational health and safety risks, mitigation strategies and other
occupational health and safety matters are reviewed periodically by the Human Resources and Environment
Committee of the Board as part of Toronto Hydro’s regular update on ESG performance.

Despite the ongoing COVID-19 pandemic in 2021, the Total Recordable Injury Frequency rate was 0.56 recordable
injuries per 200,000 hours which was our most successful performance on record and 3% better than the previous
year.

Toronto Hydro also has in place a pandemic response plan, which continues to be reviewed regularly as the COVID-
19 emergency continues to evolve. This plan contains rigorous measures that often exceed applicable minimum
public health standards and guidelines, which have been a significant part of Toronto Hydro’s emergency response to
COVID-19 and has been used to seek to limit exposure within its workforce. The pandemic response plan continues
to be updated and enhanced for use in the current conditions of the COVID-19 pandemic, as well as future potential
infectious disease emergencies. During 2021, Toronto Hydro received the Most Effective Recovery Award from the
Business Continuity Institute Americas. The award recognized Toronto Hydro’s response to COVID-19 and its
efforts to mobilize immediately to protect its workforce and the public, while continuing to provide safe and reliable
delivery of electricity throughout the city of Toronto.

LDC’s legislated occupational health and safety requirements come under provincial jurisdiction exclusively and all
legislated occupational health and safety reporting requirements are complied with. Management assurance that these
requirements are met is accomplished by commissioning third party health and safety compliance audits conducted
in conformance with LDC’s environmental, health and safety audit plan.
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Toronto Hydro’s occupational health and safety policies, programs and procedures are reviewed and approved by
management.

(d) Code of Business Conduct and Whistleblower Procedure

All employees, officers and directors of Toronto Hydro are required to comply with the principles set out in the Code
of Business Conduct and Whistleblower Procedure [the “Code”], which was originally implemented by Toronto
Hydro in 2003, and is reviewed, revised and approved by the Board from time to time. The Code provides guidance
to all employees in situations of potential perceived conflict of interest. All employees, officers and directors of
Toronto Hydro are required to complete training in respect of the Code and sign an attestation in accordance with the
Code upon commencement of employment and every three years thereafter.

The Code provides for the appointment of an Ethics Officer and establishes a direct hotline to the Ethics Officer by
which perceived violations of the principles set out in the Code may be reported, anonymously or otherwise. Where
the complaint involves the conduct of a director or officer of Toronto Hydro, the Ethics Officer is required to report
it to the Chair of the Human Resources and Environment Committee of the Board, or, where such conduct relates to
questionable auditing or accounting matters, to the Chair of the Audit Committee of the Board, who oversees the
investigation of that complaint. In addition to the provisions of the Code, the Ethics Officer reports quarterly to the
Human Resources and Environment Committee of the Board on the nature of complaints received and the Director,
Internal Audit and Compliance reports quarterly to the Audit Committee on matters related to audit and accounting.
A copy of Toronto Hydro’s Code of Business Conduct and Whistleblower Procedure is available on the SEDAR
website at www.sedar.com.

(e) Insurance

Toronto Hydro’s current insurance policies provide coverage for a variety of losses and expenses which might arise
from time to time, including:

comprehensive general liability insurance;

all risk property, boiler and machinery insurance;
automobile liability insurance;

directors and officers liability insurance;

cyber insurance;

crime insurance; and

insurance covering loss or damage on certain physical assets.

Toronto Hydro believes that the coverage, amounts and terms of its insurance arrangements are consistent with
industry practice.

() Intangible Property

The Corporation owns various intangible assets, such as computer software systems used in the course of business,
and intellectual property, including the “Toronto Hydro” brand name and the trademark Toronto Hydro & Star Design.
The Corporation also owns the trademark POWERSHIFT®,

(o) Seasonal Effects

Toronto Hydro’s revenues, all other things being equal, are impacted by temperature fluctuations and unexpected
weather conditions, including increased frequency of extreme weather events as a result of climate change, such as
heat waves, intense rain events, and higher average temperatures. Revenues would tend to be higher in the first quarter
as a result of higher energy consumption for winter heating, and in the third quarter due to air conditioning/cooling.
Toronto Hydro’s revenues are also impacted by fluctuations in electricity prices and the timing and recognition of
regulatory decisions.
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PART 5 - GENERAL DEVELOPMENT OF THE BUSINESS

51 Business Operations
(@) Three Year History

The following table sets forth selected annual financial information of the Corporation for the three years ended
December 31, 2021, 2020 and 2019. This information has been derived from the Consolidated Financial Statements
and is presented in millions of dollars.

Year ended December 31

2021 2020 2019
Net income after net movements in regulatory balances .................. $141.0 $117.1 $154.4
Capital eXPENdItUrES ........cccoriririiiiiiiieeret s $647.4 $617.2 $587.1
Total assets and regulatory balances .... $6,413.8 $6,069.0 $5,778.7
TOtal EQUILY oo $1,982.7 $1,912.0 $1,887.5

(b) Business Operations

Over the past three years, Toronto Hydro continued to streamline its business operations to focus on LDC’s core
business of distributing electricity.

5.2 COVID-19 Pandemic Considerations

On March 11, 2020, the World Health Organization declared that the COVID-19 outbreak was a global pandemic.
The COVID-19 pandemic has had, and as at the date of the Consolidated Financial Statements continues to have, a
significant impact on the Corporation.

On March 17, 2020, the Ontario Government declared a State of Emergency pursuant to the Emergency Management
and Civil Protection Act. The Ontario Government renewed the declaration, as required by the legislation, until July
24, 2020. During the State of Emergency, the Ontario Government issued emergency orders under the legislation and
extended them as required by the legislation. On July 24, 2020, the Reopening Ontario [A Flexible Response to
COVID-19] Act, 2020 came into effect, bringing the declared State of Emergency to an end. The Reopening Ontario
Act also enabled the Ontario Government to extend, amend, and revoke the remaining emergency orders in order to
facilitate a flexible response to the ongoing COVID-19 risks.

On March 25, 2020, the Ontario Government announced a $9 million CEAP, to provide financial support for
residential customers during the COVID-19 pandemic. It became effective as of July 13, 2020. On June 1, 2020, the
Ontario Government announced an additional $8 million for CEAP-SB, which extended financial support for certain
commercial customers and became effective as of August 31, 2020. On June 16, 2020, the OEB determined that
LDC’s portion for CEAP is $0.7 million. On August 7, 2020, the OEB determined that LDC’s portion for CEAP-SB
is an additional $0.7 million. There was no net income impact to the Corporation.

On March 25, 2020, the OEB established the COVID-19 Emergency Deferral Account for regulatory balances to
record the costs of changes to billing systems resulting from the Ontario Government’s TOU emergency order, other
incremental costs and lost revenues associated with the COVID-19 pandemic. On May 14, 2020, the OEB launched
a consultation process to inform its decision-making with respect to how the account will operate, including eligibility
requirements, and the process and timing for the disposition. On December 16, 2020, OEB staff issued a proposal
which provided an update on the OEB’s orientation in the policy consultation. Based on this information,
management believed that there was high uncertainty in regard to the recoverability of costs and lost revenues related
to government and OEB-mandated customer relief actions and therefore a low probability of recovery. On June 17,
2021, the OEB issued the final report on the COVID-19 Emergency Deferral Account consultation. The assessment
on the recoverability of costs and lost revenues associated with the pandemic remains unchanged. Consequently, no
amounts have been recorded in the COVID-19 Emergency Deferral Account as at December 31, 2021.
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On May 1, 2020, the Ontario Government announced an emergency order to provide relief to large customers in
relation to the global adjustment. Through the emergency order, the global adjustment charges from April 1, 2020
through June 30, 2020 were capped. The Ontario Government indicated that the global adjustment charges above the
cap would be temporarily funded by the Province, and ultimately recovered from all Class A and Class B customers
in 2021. The IESO invoiced LDC for the global adjustment according to the capped rate for the applicable three
months in 2020, and invoiced LDC for the cost recovery rate in 2021. LDC has flowed through the capped rate
charges and cost recovery rate charges to its Class A and Class B customers. There was no net income impact to the
Corporation.

On November 5, 2020, the Ontario Government introduced Bill 229, the Provincial Budget. The budget proposed a
new subsidy from Provincial general revenues to certain electricity customers. Effective January 1, 2021, the subsidy
reduced the global adjustment. Through amendments to regulations, the Ontario Government targeted the subsidy to
benefit Class A and Class B customers. LDC charged those customers at the reduced global adjustment rates, and the
IESO charged to LDC for global adjustment reflected those same reduced global adjustment rates. There was no net
income impact to the Corporation.

On March 26, 2021, the Ontario Government committed an additional $6.0 million from the 2020-2021 budget and a
further $17.0 million from the 2021-2022 budget for CEAP and CEAP-SB, continuing financial support for residential
and small business customers during the COVID-19 pandemic. Through successive announcements on March 26,
April 19, and April 21, 2021, the OEB determined that LDC’s additional collective allocation for CEAP and CEAP-
SB was $0.9 million. The Ontario Government confirmed on June 17, 2021 that no additional funding would be
provided for CEAP and CEAP-SB. As of July 26, 2021, LDC disbursed all of its allocated financial support funding
and discontinued all CEAP and CEAP-SB related activities. There was no net income impact to the Corporation.

On April 21, 2021, the OEB extended the existing ban on disconnecting residential customers until May 19, 2021,
which was further extended on May 14, 2021 until June 2, 2021, in light of the stay-at-home order issued by the
Ontario Government under its State of Emergency declaration. The restriction also applied to the issuance of any
post-dated disconnection notices during that period.

On November 15, 2021, the OEB’s standard winter disconnection ban commenced and will remain in effect until
May 1, 2022. The Corporation continues to voluntarily extend its ban on disconnecting residential and low volume
customers, which has been in place since the beginning of the pandemic, until further notice.

On January 7, 2022, the Ontario Government announced further targeted relief measures setting both the TOU rates
for on-peak, mid-peak, and off-peak and tiered rates at the TOU off-peak rate of 8.2 cents per kWh, 24 hours a day,
seven days a week, effective January 18, 2022 until February 7, 2022.

5.3 Rate Applications

The following is an overview of LDC’s rate applications from 2014 to date.

@ 2015-2019 Rate Application

On July 31, 2014, LDC filed its first CIR application. The CIR mechanism is an OEB ratemaking methodology that
utilizes a cost of service approach in the first year and a custom index approach in the subsequent years, for a given
period. On December 29, 2015, the OEB issued a decision approving the CIR application, and on March 1, 2016
issued a final rate order which began the process of LDC receiving revenue to fund its 2015-2019 investment plan
and operations. Pursuant to the decision, for each subsequent year during that period, LDC was required to file rate
applications to finalize annual distribution rates on a custom index basis.

On August 31, 2018, LDC filed its 2019 rate application seeking OEB’s approval to finalize distribution rates and
other charges for the period commencing on January 1, 2019 and ending on December 31, 2019. On December 13,
2018, the OEB issued a decision and rate order approving LDC’s 2019 rates and providing for other deferral and
variance account dispositions. This was the final annual rate application to finalize distribution rates in the 2015-
2019 period.
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(b) 2020-2024 Rate Application

On December 19, 2019, the OEB issued its 2020-2024 CIR decision and on February 20, 2020, the OEB issued its
CIR final rate order, both in relation to the rate application filed on August 15, 2018 [“2020-2024 CIR Decision and
Rate Order”]. The 2020-2024 CIR Decision and Rate Order approved a revenue requirement of $750.2 million for
2020, and rates calculated on that basis. The rates for 2020 were implemented on March 1, 2020, with an effective
date of January 1, 2020. The 2020-2024 CIR Decision and Rate Order approved funding for capital and operating
expenditures of approximately $3.8 billion for the 2020-2024 period. The financial considerations of the OEB’s 2020-
2024 CIR Decision and Rate Order have been reflected in the Consolidated Financial Statements including disclosure
of approved disposition for a number of requested rate riders. In addition, the 2020-2024 CIR Decision and Rate
Order approved subsequent annual rate adjustments based on a custom index for the period commencing on January
1, 2021 and ending on December 31, 2024. See note 8 to the Consolidated Financial Statements.

On August 24, 2020, LDC filed its 2021 rate application seeking the OEB’s approval to finalize distribution rates and
other charges for the period commencing on January 1, 2021 and ending on December 31, 2021. On December 10,
2020, the OEB issued a decision and rate order approving LDC’s 2021 rates and providing for other deferral and
variance account dispositions.

On August 20, 2021, LDC filed its 2022 rate application seeking the OEB’s approval to finalize distribution rates and
other charges for the period commencing on January 1, 2022 and ending on December 31, 2022. On December 9,
2021, the OEB issued a decision and rate order approving LDC’s 2022 rates and providing for other deferral and
variance account dispositions.

54 Conservation and Demand Management

The objective of the CDM programs is to reduce electricity consumption in the Province. On March 21, 2019, the
Government of Ontario issued ministerial directives to the IESO related to the delivery of CDM programs. Previously,
LDC and other distributors delivered the CDM programs; under the new directives, the IESO became responsible for
delivering the CDM programs.

Under its ECA with the IESO, LDC had a joint CDM plan with Oakville Hydro for the delivery of CDM programs
over the 2015-2020 period. As part of implementing its new mandate, the IESO terminated the ECA effective June
20, 2019. LDC was required to cease marketing and business development for all CDM programs immediately and
make commercially reasonable efforts to wind down the delivery of programs. Under the ECA, LDC was reimbursed
from the IESO for its eligible expenses and administrative costs relating to the wind-down of its role in the CDM
programs. Participant agreements with customers for many of the CDM programs that were in effect before April 1,
2019 remained in effect notwithstanding the termination of the ECA and LDC remains responsible for its obligations
under such agreements. On June 10, 2021, the Government of Ontario issued ministerial directives to the IESO
directing it to extend the deadline by which participants are to complete the projects from June 30, 2021 to December
31, 2021, and on December 9, 2021, it was further extended to August 31, 2022. The directive also allows for the
completion deadline to be further extended to December 31, 2022, if certain conditions are met. Amounts received
from the IESO for the funding of the projects under the participant agreements, but not yet spent, are presented on the
Corporation’s consolidated balance sheets under current liabilities as deferred conservation credit.

55 City of Toronto Climate Objectives

At its meeting held on April 7 and 8, 2021, a resolution was passed by City Council concerning opportunities for
Toronto Hydro for acceleration, investments, reporting and collaboration with City divisions and agencies to achieve
outcomes in the following areas:

electric vehicle-charging infrastructure;

modernization of outdoor lighting, including street lighting;

implementation and facilitation of renewable energy and energy storage; and

attracting revenue through non-rate sources of capital funding, such as grants, funding and financing from
governments and agencies, and revenues generated through unregulated affiliates.

Toronto Hydro submitted its report to the City Manager on September 30, 2021 concerning current work and an action
plan, in accordance with the City Council resolution.
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At its meeting held on December 15, 16, and 17, 2021, a resolution was passed by City Council concerning
opportunities for Toronto Hydro in collaboration with City divisions and agencies with respect to:

e continuing a collaborative analysis of the Toronto Hydro climate action plan and relevant City strategies
and programs to determine specific goals, outcomes, actions and timelines for enabling Toronto’s net zero
climate targets, having regard for recommendations referred to in the resolution;

e providing recommendations to the new business opportunities as outlined in the proposed Toronto Hydro
climate action plan [climate advisory services and climate capital investments]; and

e collaborating with the City to refine TransformTO spatial and temporal study of climate actions to include
probabilistic adoption scenarios [for example, electric vehicles and heat pumps], resulting in corresponding
electricity consumption and demand profiles.

In its resolution, City Council directed the City Manager to report to City Council by the end of the second quarter of
2022 with respect to the analysis referred to above, and the consultation and climate adoption scenarios, including
possible implementation plans, and any recommendations regarding new climate action mandates such as a
shareholder direction for Toronto Hydro. City Council further requested Toronto Hydro to report to City Council
during the first quarter of 2022 on the feasibility of providing on-demand water heaters or other similar energy
efficient climate friendly products to Toronto Hydro customers.

PART 6 - RELATIONSHIP WITH THE CITY

6.1 Shareholder Direction

As sole shareholder of the Corporation, the City has adopted the Shareholder Direction that sets out the following
corporate governance principles with respect to Toronto Hydro:

. the objectives and principles that govern the operations of Toronto Hydro;

. the matters in addition to those set out in the OBCA that require the approval of the City as the sole
shareholder of the Corporation; and

. certain financial and administrative arrangements between the Corporation and the City.
The Shareholder Direction requires Toronto Hydro to conduct its affairs and govern its operations in accordance with
such rules, policies, directives or objectives as directed by City Council from time to time, subject to Toronto Hydro’s
requirements under law.

(@ Shareholder Objectives and Principles

The Shareholder Direction provides that the following objectives and principles shall govern the operations of Toronto
Hydro:

. to operate Toronto Hydro on an efficient and commercially prudent basis;

. to optimize the City’s return on equity as the sole shareholder of the Corporation and operate
Toronto Hydro with a view to meeting the financial performance objectives of the City as set out in
the Shareholder Direction;

. to provide a reliable, effective and efficient electricity distribution system that supports the
electricity demands of residents and businesses in the City;

. to operate Toronto Hydro in an environmentally responsible manner consistent with the City’s

energy, climate change and urban forestry objectives and, as appropriate, utilizing emerging green
technologies;
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o to ensure that the business is managed in material compliance with all law; and

. to engage in recruitment and procurement practices designed to attract employees and suppliers
from the City’s diverse community.

The Shareholder Direction provides that the Board is responsible for determining and implementing the appropriate
balance among these objectives and principles and for causing Toronto Hydro to conduct its affairs in accordance
with the same.

(b) Shareholder Approval

In addition to those matters set out in the OBCA, the following matters, among others, require the approval of the
City as the sole shareholder of the Corporation:

. subject to certain exceptions in the case of LDC, creating any security over the assets of the
Corporation or LDC;

o in the case of LDC, providing any financial assistance to any person other than in accordance with
the Shareholder Direction;

o in the case of the Corporation and LDC, making any investment in or providing any financial
assistance to any subsidiary of the Corporation [other than LDC], other than trade payables incurred
in the ordinary course of business on customary terms and an investment in or financial assistance
to a subsidiary that originally was an investment in or financial assistance to LDC, in excess of 12%
of the shareholder’s equity of LDC as shown in its most recent financial statements; and

. acquiring any interest in the electricity distribution system, undertaking or securities of a distributor
operating outside the City unless, among other things, the acquisition does not adversely affect the
dividend payable to the City and there is no dilution of the City’s shareholding in the Corporation.

The City has authorized the Corporation to provide financial assistance to its subsidiaries for the purpose of enabling
them to carry on their respective businesses, including, in the case of LDC, for the purpose of satisfying the prudential
requirements of the IESO. The Shareholder Direction limits the financial assistance that may be provided by the
Corporation to its subsidiaries to an aggregate amount of $500.0 million, except in the case of LDC, which financial
assistance is unlimited.

(©) Financial Performance

The Shareholder Direction provides that the Board will use its best efforts to ensure that Toronto Hydro meets certain
financial performance standards, including those relating to the credit rating and dividends.

(d) Credit Rating

The Shareholder Direction provides that the Corporation will obtain and maintain a rating of A minus or higher [or
its equivalent rating, depending on the credit rating agency] on its senior debt securities, as rated by two accredited
credit rating agencies in Ontario [which include S&P, DBRS and Moody’s]. See section 9.4 entitled “Credit Rating”
for more information on the Corporation’s credit ratings as at December 31, 2021.

(e) Dividends

Subject to applicable law, the Shareholder Direction provides that the Corporation will pay dividends to the City each
year amounting to 60% of the Corporation’s consolidated net income after net movements in regulatory balances for
the prior fiscal year. The dividend is declared in quarterly instalments, subject to the discretion of the Board of
Directors and payable to the City by the last business day of each fiscal quarter.

The Corporation declared and paid dividends to the City totalling $100.4 million in 2019, $92.6 million in 2020, and
$70.3 million in 2021.
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On March 2, 2022, the Board declared a dividend in the amount of $21.2 million, payable to the City by March 31,
2022.

LDC declared and paid dividends to the Corporation of $nil in 2019, $0.7 million in 2020 and $0.6 million in 2021.

TH Energy declared and paid $nil dividends to the Corporation in 2019, 2020, and 2021.

6.2 Services Provided to the City

Toronto Hydro provides certain services to the City at commercial and regulated rates, including street lighting
services. Ongoing street lighting services are provided by TH Energy and sub-contracted to LDC. See section 4.4
entitled “Toronto Hydro Energy Services Inc.” for more information. See note 22 to the Consolidated Financial
Statements.

6.3 Shareholder Engagement

The Corporation believes that regular and constructive engagement with the City, its sole shareholder, is an important
part of creating an open, candid and informed dialogue. In addition to the Corporation’s annual shareholder meetings,
representatives of the Corporation engage with the City through formal attendance at City Council meetings and other
engagements with the Mayor, City Councillors and City management throughout the year as required. Other means
of communications with the City include the Corporation’s annual and quarterly financial and management reports,
and ward-specific updates.

PART 7 - TAXATION

7.1 Tax Regime

The Corporation is exempt from tax under the ITA, if not less than 90% of the capital of the Corporation is owned by
the City and not more than 10% of the income of the Corporation is derived from activities carried on outside the
municipal geographical boundaries of the City. In addition, the Corporation’s subsidiaries are also exempt from tax
under the ITA provided that all of their capital is owned by the Corporation and not more than 10% of their respective
income is from activities carried on outside the municipal geographical boundaries of the City. A corporation exempt
from tax under the ITA is also exempt from tax under the TA.

The Electricity Act provides that an MEU that is exempt from tax under the ITA and the TA is required to make, for
each taxation year, a PILs payment to the OEFC in an amount equal to the tax that it would be liable to pay under the
ITA and the TA if it were not exempt from tax. The Corporation and each of its subsidiaries are MEUs for purposes
of the PILs regime contained in the Electricity Act, and therefore, the Corporation is required to make PILs to the
OEFC.

If the Corporation or a subsidiary ceases to be exempt from tax under the ITA and the TA, it will become subject to
tax under those statutes, will no longer be required to make PILs payments to the OEFC, and will be deemed to have
disposed of its assets for proceeds of disposition equal to their fair market value at that time and to have reacquired
its assets at the same amount with the result that:

. such corporation would become liable to make a PILs payment in respect of any income or gains
arising as a result of these deemed dispositions; and

. the amount of annual taxes payable by the corporation under the ITA, and the TA may be different
from the PILs payment that would be payable without a loss of tax-exempt status to reflect, among
other things, the consequences of these deemed dispositions and acquisitions.

The Electricity Act also provides that a municipal corporation or an MEU is required to pay a transfer tax when it
transfers Electricity Property. An interest in Electricity Property includes any interest in a corporation, partnership or
other entity that derives its value in whole or in part from Electricity Property. The transfer tax is the prescribed
percentage [22% for transfers occurring between January 1, 2016 and December 31, 2022, and 33% for transfers
occurring thereafter] of the fair market value of the interest transferred. The amount of transfer tax payable where the
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interest that is transferred is an interest in a corporation, partnership or other entity, is calculated in accordance with
a special rule. The amount of transfer tax payable by an MEU on a transfer of Electricity Property may be reduced

by:

. any PILs payment made by the MEU in respect of the part of the taxation year up to and including
the date that the transfer takes place or a previous taxation year;

. any amount that the MEU has paid as tax under Part Il of the TA in respect of the part of the
taxation year up to and including the date of the transfer or a previous taxation year; and

. any amounts that the MEU would be liable to pay as tax under Part I of the ITA in respect of the
taxation year if that tax were computed on the basis that the MEU had no income other than the
capital gain realized on the transfer of its interest in the property.

Transfers of Electricity Property made to an MEU, Hydro One or OPG, or subsidiary of either of them and where the
transferee is exempt from tax under the ITA at the time of transfer, the transfer will be an excluded transfer and
thereby exempt from the transfer tax. Capital gains arising from a transfer of Electricity Property occurring between
January 1, 2016 and December 31, 2022 are also exempt from the transfer tax.

In addition, a refund of transfer tax may be made where such tax had been paid on the sale or transfer of Electricity
Property and where the proceeds of that transfer were reinvested in certain other capital or depreciable assets used in
connection with generating, transmitting, distributing or retailing electricity in Ontario and, subject to certain deeming
rules, before the end of the second taxation year following the taxation year in which the liability to pay the transfer
tax arose.

PILs payments are deductible in computing the transfer tax only to the extent that they have not been previously
applied to reduce transfer tax payable by a municipal corporation or an MEU.

7.2 PILs Recoveries through Rates

The OEB’s Filing Requirements for Electricity Distribution Rate Applications provides for electricity distribution
rate adjustments to permit recoveries relating to PILs payments. These recoveries are recalculated and submitted for
recovery by LDC in each cost of service or rebasing distribution rate application. LDC is also generally at risk for
variances between forecasted and actual PILs paid, excluding variances arising from changes in tax legislation not
assumed in the setting of rates for the period in question, which variances are disposed of through deferral accounts
under cost of service, IRM or CIR. See note 8[a] to the Consolidated Financial Statements.

PART 8 - RISK FACTORS

Risk Management

Toronto Hydro faces various risks that could impact the achievement of its strategic objectives. It adopts an
enterprise-wide approach to risk management, based on an overall enterprise risk philosophy, and achieved through
a process of consolidating and aligning the various views of risk across the enterprise via a risk governance structure.

Toronto Hydro’s ERM framework utilizes industry best practices and international guidelines tailored to meet Toronto
Hydro’s circumstances, and focuses on identifying emerging trends in risks and related opportunities particular to
Toronto Hydro through a comprehensive evaluation of Toronto Hydro’s business and the industry generally. Toronto
Hydro views ERM as a management activity undertaken to add value and improve overall operations and has made
it an important part of its decision-making processes. The ERM framework helps Toronto Hydro by enabling the
attainment of its strategic goals and objectives through a systematic, disciplined approach towards identifying,
evaluating, treating, monitoring and reporting of risks. Accordingly, ERM is an integral part of the strategic
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management of Toronto Hydro and is routinely considered in forecasting, planning and executing key aspects of the
business.

The ERM framework is operationalized by a consistent and disciplined methodology that clearly defines the risk
management process and which incorporates judgment of subject matter experts within Toronto Hydro, risk
quantification, risk trends and risk interdependencies. The risk criteria used to assess each enterprise risk relate to:
reputational, financial, stakeholder management, distribution system, information system, compliance, occupational
health and safety, and public safety impacts.

Toronto Hydro has assigned designated responsible persons for each enterprise risk [and several key component risks]
to ensure that such risks are being monitored through qualitative and quantitative risk indicators and that short interval
controls and medium to long-term mitigation plans are in place. Each designated responsible person provides regular
risk reporting and briefings to the executive team on their enterprise risk and the key components of such risk.
Additionally, Toronto Hydro’s risk governance structure includes internal coordination efforts to align outreach to
key external stakeholders, both from a strategic and consistency perspective, to help reduce risks and identify
opportunities for engagement.

Internal ERM professionals meet regularly with the designated responsible persons to gather and review risk
indicators and trends, and identify potential emerging facts that could impact Toronto Hydro, augment other risks or
curtail opportunities. Such risk management processes and tools help Toronto Hydro prioritize its mitigation efforts,
strengthen its planning efforts, and identify areas for improvement.

While Toronto Hydro’s philosophy is that ERM is the responsibility of all business units at all levels, in strategic and
functional matters, the ERM governance structure is comprised of three key levels.

At the first level is the Board, which maintains a general understanding of Toronto Hydro’s risk profile, the risk
categories and the types of risks to which Toronto Hydro may be exposed, and the practices used to identify, assess,
measure and manage those risks. The risk profile is a list of key areas that may impede Toronto Hydro from achieving
certain or all of its strategic objectives, and which are most material to its operational success. The Board also reviews
Toronto Hydro’s risk philosophy on an annual basis and is responsible for approving any new enterprise risk areas.

The second level is the executive team, which ensures systems are in place to identify, manage, and monitor risks and
trends. Through input from the business and other considerations, the executive team assesses the appropriateness and
consistent application of systems to manage risks within Toronto Hydro. The executive team also ensures that key
risks are brought forward to the attention of the Board for discussion and action, as required.

Finally, the third level is the senior leadership team. The senior leadership team supports the executive team and is a
collection of subject matter experts from across Toronto Hydro who actively engage in the day-to-day management
of risks. Members of the senior leadership team have been assigned to be the designated responsible person for
managing and reporting upon enterprise risks. Understanding the critical linkages between external stakeholder
management and the impact and likelihood of the emergence of enterprise risk, members of this group are among
those that have also been assigned as stakeholder coordinators to ensure that Toronto Hydro is working effectively
with external stakeholders to mitigate risks. Working with the executive team, the senior leadership team oversees
Toronto Hydro’s risk profile and its performance against the defined risk philosophy. This group understands changes
in risk status and trends, identifies potential opportunities, and determines responses and action plans that are then
implemented by the organization. They also work to ensure effective, efficient, complete and transparent risk
reporting to the executive team.

Toronto Hydro reviews its risk philosophy and enterprise risks areas continuously for alignment with business and
industry conditions and regularly updates and enhances its ERM program to ensure that Toronto Hydro is focused
upon and responsive to risks of the greatest significance, likelihood and impact. Toronto Hydro’s ERM program is
focused on the key strategic and functional risk categories facing the organization. This allows Toronto Hydro’s
executive team and responsible business units to concentrate on these risks, focus on key data points and undertake
deeper dives into root causes and risk trends in these areas on both a short-interval and long-term basis. By focusing
in particular on the strategic risks to the organization, decision-making is strengthened and Toronto Hydro has a
greater ability to realize opportunities central to its interests.
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Toronto Hydro’s business is subject to a variety of risks including those key risk areas described in the following
sections. The strategic risk areas of Toronto Hydro are identified as the oversight, franchise and governance risks,
while the key functional risks of the organization are the cybersecurity, safety, financial, human capital, operations
and compliance risks. There can be no assurance that any steps Toronto Hydro may take to manage risks will avoid
future loss resulting from the occurrence of such risks.

Oversight Risk

Risk that provincial government or regulator activity [laws, frameworks or policies] impedes Toronto Hydro’s
effective performance, and its ability to meet its objectives and serve its customers.

Toronto Hydro is subject to the risk that its business activities may be impeded through the actions of regulatory
authorities or by changes in regulation. There is a risk that future changes to Ontario’s electricity regulatory model,
manner of regulation, application of regulatory principles, and/or broader climate change and energy policy
framework does not align with Toronto Hydro’s business direction and could materially adversely affect Toronto
Hydro’s strategic goals and financial results.

Ontario’s electricity industry regulatory and other energy policy developments may affect the electricity distribution
rates charged by LDC, the costs LDC is permitted to recover and the activities LDC and others, including those parties
offering alternative or additional services to the electricity distribution grid, may undertake and how such activities
are supported. This may in turn have a material adverse effect on the financial performance of the Corporation and/or
LDC’s ability to deliver effective and efficient operations and reliable service to its customers, as well as creating
barriers to LDC achieving its strategic objectives. Among other things, there can be no assurance that:

. the OEB will approve LDC’s electricity distribution rates at levels that will permit LDC to maintain
safe and reliable service to its customers and earn the allowed rate of return on the investment in
the business;

. the OEB will approve and permit recovery through rates of past and future expenditures incurred
by LDC in providing distribution services to customers, in a timely manner or at all;

. the OEB will approve and permit recovery through rates of past and future expenditures incurred
by LDC in preparing for or expanding electricity distribution service to meet increased electricity
demand or other requirements resulting from net zero GHG emission policies;

. the OEB will adopt other rate-setting principles, formulae, inputs and cost recovery methodologies
in a manner consistent with well-established regulatory principles that result in rates that properly
support LDC’s activities;

o the regulatory instruments that are made available to LDC will be sufficient to address LDC’s
operations, needs and circumstances in respect of future applications for electricity distribution
rates; and

. the OEB, IESO or other governmental authority will not permit, enable or facilitate other parties in

providing distribution services in LDC’s licensed area, or permit loads within LDC’s service area
to become served by a means other than through LDC’s electricity distribution system.

Any future regulatory decision to disallow or limit the recovery of costs could lead to potential asset impairment and
charges to results from operations, which could have a material adverse effect on Toronto Hydro.

Toronto Hydro actively participates in industry engagement efforts in order to mitigate the above risks and realize
potential opportunities in regulatory, climate change and energy policy development. Through these types of
engagements, Toronto Hydro monitors proposed regulatory, climate change and energy policy changes that may
support or impede its business. LDC also employs a comprehensive organizational regulatory application program,
which includes a risk assessment, to ensure that all applications to the OEB achieve the highest utility standard of
evidence gathering, preparation and presentation, and most accurately reflects the needs of LDC.
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Additionally, the policy priorities of provincial and federal governments and regulatory bodies beyond those
specifically applicable to the climate change and energy space, including policies of more general application, and
the implementation of policies by such bodies, may impact Toronto Hydro’s ability to deliver effective and efficient
operations, meet business objectives, report on its activities and capitalize upon new opportunities. Developments
and changes in any of the laws, rules, regulations, policies, permits, or directives applicable to the businesses carried
on by Toronto Hydro, and the manner of implementation and application of the same, could materially adversely
affect Toronto Hydro. This may include developments with respect to labour and employment laws, changes to
accounting standards and financial reporting requirements and environmental obligations, among others. This may
also include changes to public safety rules, such as restrictive measures affecting the mobility or availability of human
and/or non-human resources associated with contagious diseases such as COVID-19 or other adverse public health
developments. The global COVID-19 pandemic resulted in governments worldwide, including the governments of
Canada, Ontario and the City, enacting emergency and ongoing measures to combat the spread of COVID-19. These
measures, which include the implementation of stay at home orders, restrictions on non-essential workplaces, travel
bans, self-imposed quarantine periods and social distancing, have caused material disruption to businesses globally
and in Ontario, and resulted in emergency management measures being taken by Toronto Hydro. Toronto Hydro
actively engages with government entities and participates in industry organizations to monitor emerging policies and
where possible plays an advocacy role.

Franchise Risk

Risk that restrictions in LDC’s business model and/or external conditions impede its ability to maintain and grow its
legal right to be the sole provider of electricity distribution and connection services in the city of Toronto [its
franchise] and serve its customers. Toronto Hydro is subject to the risk that it is displaced from its strategic position
or fails to gain a strategic advantage, which could materially adversely affect Toronto Hydro’s strategic goals and
financial results.

The OEB has the authority to grant municipal distribution licences, has issued to LDC a licence stipulating a service
area that reflects the territory within the City, and has not granted any other distribution licence that permits
distribution within LDC’s service area. In addition, there is a legal framework in place that establishes LDC, as the
holder of the municipal distribution licence in the City, to be the sole provider of distribution activities across
municipal rights of way. There is no assurance that these frameworks will continue to exist sufficiently or at all in
order to provide LDC the opportunity to be the comprehensive distribution provider in the city of Toronto.

Other regulated and unregulated entities have and continue to compete with LDC and its predecessors, and new parties
continue to emerge to provide customers with other sources of energy, including electricity and energy services.
Additionally, customers have made choices to provide their own electricity or other sources of energy for their use
and/or sale back into the distribution grid. The pervasiveness of this competition and the presence of alternatives to
Toronto Hydro’s distribution services, and the resultant effects on LDC’s distribution business, have varied over time
and continue to vary based on many factors. These factors may include the relative price and relevant costs of energy
source [e.g., natural gas, solar photovoltaic, grid-supplied electricity, behind-the-meter generation, district energy],
climate change policy, technology development [e.g., energy storage, energy efficiency, demand response], ability of
customers to access transmission-direct connections, economic trends, real estate prices, workplace arrangements,
government-based incentives, regulatory frameworks, and compliance frameworks especially for non-utility entities,
load development, and the state of the marketplace and economy in general. Toronto Hydro also faces the risk of its
franchise being diminished by the possibility of an overall reduction in the use of electricity in its service territory.

There can be no assurance that the future nature, prevalence, or effects of these forms of competition, from the
transition to net zero GHG emissions or otherwise, will be comparable to current or historic experience. Failure to
effectively scan and understand our external and internal environment and take appropriate action could lead to missed
business opportunities and loss of competitive advantage. In particular, the clean energy transition to net zero GHG
emitting energy sources may create both risks and opportunities and there can be no guarantee that Toronto Hydro
has the correct strategic direction to capitalize on the associated policy changes or technological advancements or that
it will be able to effectively mitigate losses from these developments.
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Risks to Toronto Hydro’s franchise interests may also result from impairment to Toronto Hydro’s image in the
community, public confidence or brand. Toronto Hydro is committed to delivering safe and reliable electricity to its
customers in an environmentally responsible manner at optimal costs. Negative views regarding this commitment
could impact the public’s perception of Toronto Hydro. In addition, events and/or external factors that draw negative
media attention to Toronto Hydro could cause reputational damage and impact Toronto Hydro’s business and
relationship with its stakeholders. These factors could lead customers, governments and regulators to look more
favourably to alternative services and service providers as compared to utility-based electricity distribution.

Toronto Hydro is focused on monitoring external competitive factors and industry developments, including alternative
service providers and technologies, through indicators such as customer engagements related to innovative
technologies and pre-assessment requests and connection applications for energy storage. Toronto Hydro is also
focused on enhancing the intelligence, automation and interactivity of LDC’s electricity distribution grid to support
the reliability of its core infrastructure grid operations, prepare for increased electricity demand from net zero GHG
emission policies, promote greater value, and deliver solutions for its customers. Additionally, Toronto Hydro takes
measures to maintain relationships with its customers to better understand the specific needs and expectations of each
class of customer. Toronto Hydro conducts customer research and consultations in the ordinary course of its
operations, and as part of the development of its rate application whereby it directly considers customer preferences
and feedback, in addition to other inputs, as part of developing its business plan. Toronto Hydro also has dedicated
personnel focused on the utility’s key account customers, who respond to issues raised by large commercial, industrial
and institutional customers and assist with their energy management needs. Through these types of engagements,
Toronto Hydro can monitor its customers’ specific needs and can work with them to develop energy solutions.

Governance Risk

Risk that municipal activity [laws, policies, or intervention] impedes Toronto Hydro’s effective performance, and
ability to meet its objectives and serve its customers.

The Corporation is a government-controlled enterprise whose sole shareholder is the City. The operations of Toronto
Hydro are influenced by the broad by-law enactment and enforcement powers of the City. The City is also responsible
for developing policies and municipal initiatives of general application and there is no guarantee that such policies,
including climate change and energy policies, will align with Toronto Hydro’s strategic objectives or long-term
financial health. The City may also implement additional requirements relating to reduction in GHG emissions
and adaptation to climate change as part of initiatives such as the City’s TransformTO. In this respect, in response to
resolutions passed by City Council in 2021, Toronto Hydro has proposed a climate action plan to assist the City in
meeting its 2040 net zero GHG emission objective [see section 5.5 entitled “City of Toronto Climate Objectives”].
There is no guarantee that the City will accept this proposal, or provide mandates to Toronto Hydro in accordance
with the plan. The City may require Toronto Hydro to make additional investments in infrastructure and/or undertake
activities which necessitate additional time, money and effort to be expended related to compliance with the City’s
TransformTO that are inconsistent with Toronto Hydro’s proposed climate action plan. Due to its authority to put in
place oversight bodies which may have or be given jurisdiction over Toronto Hydro as a government-controlled
enterprise, the City may also empower certain of its agencies to investigate or audit Toronto Hydro, which could lead
to significant reputational, operational or financial harm.

The City also plays a role as a municipal asset manager and construction entity and could substantially impact Toronto
Hydro’s operations and impose material costs through its infrastructure work plans and policies [e.g., asset relocation
costs, work restrictions, climate change adaptation, etc.]. The City may also impact Toronto Hydro when elected
officials take actions as community representatives whereby such actions are contrary to the strategic objectives or
necessary operational functions of Toronto Hydro.

As the Corporation’s sole shareholder, the City has set out the governing objectives and principles, including financial
objectives, for the Corporation through the Shareholder Direction, as described in section 6.1 entitled “Shareholder
Direction”. Under the Shareholder Direction, the City has the power to direct Toronto Hydro to conduct its affairs
and govern its operations in accordance with such rules, policies, directives or objectives as are directed by City
Council from time to time, subject to applicable law. Certain conflicts may arise where the City’s goals and objectives
in implementing such rules, policies, directives or objectives differ from or amend the Shareholder Direction
principles, or create new governing objectives and principles, and could materially adversely affect Toronto Hydro’s
business, operations, financial condition or prospects.
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Toronto Hydro engages on a systematic basis with the City Mayor, City Councillors, the City Manager’s office, and
other departments and agencies to ensure a sharing of perspectives on the vital interests of Toronto Hydro and its
customers. Through such engagements the parties review and consider the challenges to Toronto Hydro achieving
the objectives and principles set out under the Shareholder Direction, and in particular the impact that proposed
changes in city by-laws or municipal policies may create for Toronto Hydro’s ability to meet its business objectives
and serve its customers.

Cyber Security Risk

Risk that Toronto Hydro is unable to adequately safeguard digital information assets, connections to digital
infrastructure, physical assets and people from threats or vulnerabilities.

Toronto Hydro’s ability to operate effectively is also in part dependent on the development, maintenance and
management of complex information technology and operational technology systems. Computer systems are
employed to operate LDC’s electricity distribution system, and Toronto Hydro’s financial, customer billing and
business systems to capture data and to produce timely and accurate information.

LDC’s electricity distribution infrastructure and technology systems are potentially vulnerable to damage or
interruption from cyber-attacks, breaches or other compromises, which could result in business interruption, service
disruptions, theft of intellectual property and confidential information [about customers, suppliers, counterparties and
employees], additional regulatory scrutiny, litigation and reputational damage. The cybersecurity threat landscape is
continually evolving and actors are using more sophisticated methods to penetrate information technology systems.
In particular, the utilities sector, as operators of critical infrastructure and providers of essential services with large
customer bases, has become an increasing target for cybersecurity activity. Toronto Hydro has implemented security
controls substantially aligned with industry best practices and standards including the National Institute of Standards
and Technology Cybersecurity Framework and the OEB’s Ontario Cyber Security Framework, and maintains cyber
insurance. Cyber-attacks, breaches or other compromises of electricity distribution infrastructure and technology
systems could result in service disruptions and system failures, including as a result of a failure to provide electricity
to customers, property damage, data corruption, and/or loss of confidential employee or customer information. A
significant breach could materially adversely affect the financial performance of Toronto Hydro or its reputation and
standing with customers, regulators and in the financial markets. It could also expose Toronto Hydro to third-party
claims. Overseeing the management of these risks, Toronto Hydro’s Audit Committee receives comprehensive
updates on the cybersecurity environment and the organization’s cybersecurity program and responses.

Toronto Hydro must also comply with legislative and licence requirements relating to the collection, use and
disclosure of personal information [including the personal information of customers], as well as information provided
by suppliers, contractors, employees, counterparties, and others. Such information could be exposed in the event of a
cybersecurity incident or other unauthorized access, which could materially adversely affect Toronto Hydro and also
result in third-party claims against Toronto Hydro.

Preventative controls are employed to protect information and technology assets against cyber-attacks and mitigate
their effects. Toronto Hydro maintains close coordination with industry partners and agencies and technology vendors
who provide near real-time threat intelligence. Detective controls are employed to continuously monitor information
systems so that Toronto Hydro can respond appropriately to minimize the damage in the event of a cyber-attack.
Additionally, in respect of Toronto Hydro’s operational technology systems in general, controls are in place which
mitigate against wider systemic risk to business systems. Toronto Hydro has also developed robust processes for
assessment of third-party providers and contractors that interact with its information technology systems, and has
contractual protection and technical safeguards in place to safeguard against third-party risks. Even with these
measures in place, since the techniques used to obtain unauthorized access, disable or degrade service, or sabotage
systems change frequently and may only be detected once a cyber incident has initiated, Toronto Hydro may be unable
to anticipate these techniques or to implement adequate preventative measures.

As Toronto Hydro focuses on increasing the intelligence, automation and interactive nature of its distribution system,
the incorporation of a greater level of technology and information systems into its infrastructure, makes the
distribution system inherently more prone to external cyberattack. As such, there can be no assurance that the
measures taken will be effective in protecting LDC’s electricity distribution infrastructure or assets, or the personal
information of its customers or employees, from a cyber-attack or the effects therefrom.
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As a consequence of the COVID-19 pandemic and instructions from public health officials, the Corporation mandated
that a large proportion of the Corporation’s workforce undertake work remotely. The Corporation has robust internal
cybersecurity and technology use policies in place, as well as a cybersecurity training program for its employees.
Despite the proactive steps taken to adapt to the pandemic situation, the Corporation’s ability to operate effectively is
dependent on the security, development, maintenance, and management of complex information technology systems.
LDC’s electricity distribution infrastructure and technology systems are potentially vulnerable to damage or
interruption from cyber-attacks, breaches or other compromises [e.g., ransomware]. Although Toronto Hydro has
altered its systems and processes in response to the COVID-19 pandemic, conditions and the resultant increase in
cyber threats, business and service disruptions from any such occurrence may be more lengthy, costly and damaging
than under business-as-usual conditions and could have a material adverse effect on the Corporation's business,
operations, financial condition or prospects. During the pandemic, threat vectors evolved related to remote working,
scams, spams, phishing, vishing, remote connectivity, virtual private networks, and collaboration tools, as a result of
which the Corporation has expanded the focus of its mitigation efforts. Preventative and detective controls are
employed by the Corporation in seeking to protect and continuously monitor information systems and technology
assets to help minimize damage in the event of a cyber-attack, breach or other compromise.

Safety Risk

Risk to Toronto Hydro employees or the general public of critical/fatal injuries and illnesses relating to or impacting
upon Toronto Hydro activities.

Potential and existing health and safety risks related to worksites and tasks being performed by Toronto Hydro are
regularly assessed where identified hazards are removed and/or mitigated to continually improve health and safety
for Toronto Hydro employees, customers and members of the public. The most serious workplace incidents arising
from workplace hazards can cause and/or contribute to critical injuries, fatal injuries, and occupational illnesses, as
defined by provincial health and safety legislation.

The nature of the work performed at electrical utilities operations requires that employees receive extensive training
on health and safety, including on personal protective equipment and the implementation of workplace safety
procedures and protocols. This is due to the hazards inherent to electrical utilities work, which, depending on the
required task, can include electrical contact, working in confined spaces, fires or explosions, slips, trips and falls,
motor vehicle incidents, occupational illnesses, and biological hazards such as COVID-19. On occasion, hazards can
result in personal injury, operational interruptions, and loss or damage to equipment, property, or information
technology systems. In an active and ongoing manner, Toronto Hydro further mitigates health and safety risks to
employees, customers and members of the public through equipment inspection, replacement and maintenance,
employee training, communications programs and reactive and emergency work. “Safety by Design” principles are
applied in the development of construction standards and design practices. New products for use in the distribution
system go through a thorough review and introduction process. The selection process for new products and the
development of standards promotes employee, customer, and public health and safety.

Toronto Hydro is subject to compliance with provincial health and safety legislation. Toronto Hydro’s management
approach to occupational health and safety is to meet, and where safe and appropriate, exceed legal compliance
requirements and eliminate or safeguard known occupational hazards and risks. Toronto Hydro also follows the
internal responsibility system to clearly define responsibility and accountability for every workplace party at each
level within the organization. There are processes in place to develop and nurture good leadership practices through
recruitment, education, training and performance management practices that encourage the application of Toronto
Hydro’s corporate values, including health and safety.

Toronto Hydro also has in place an infectious disease plan, which has been activated by the COVID-19 emergency,
as well as previous pandemics and epidemics. This plan has been a significant part of Toronto Hydro’s emergency
response to COVID-19 and has been used to seek to limit health and safety exposures to employees, members of the
public, and the communities serviced by Toronto Hydro. The pandemic response plan continues to be updated and
enhanced for use in the COVID-19 pandemic, as well as future potential infectious disease emergencies.

In 2013, LDC received OHSAS 18001 certification which was the international standard for occupational health and

safety management systems. OHSAS was later replaced by ISO 45001 which Toronto Hydro successfully migrated
to in 2019 and was subsequently re-certified in 2021. LDC conducts annual third-party audits to maintain 1ISO 45001
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certification. In addition, occupational health and safety legal compliance audits are conducted by an external third
party every two years. The 1SO 45001 certificate expires on February 4, 2025.

Financial Risk

Risk that Toronto Hydro is unable to maintain its financial health and performance at acceptable levels.

Toronto Hydro is directly and indirectly subject to various macroeconomic and local market forces, which could have
material adverse impacts. For example, LDC is exposed to credit risk with respect to customer non-payment of
electricity bills. The risk of such non-payment on a wide scale may be heightened during times of general economic
difficulty, as exemplified during the COVID-19 pandemic, and due to other macroeconomic or local factors. The
ongoing COVID-19 pandemic has caused material disruption to businesses globally and in Ontario resulting in
economic challenges and uncertainties. Governments and central banks reacted to the pandemic with significant
monetary and fiscal interventions designed to stabilize economic conditions. However, some of these policies have
been discontinued or scaled back, and the efficacy of future government and central bank actions in response to the
COVID-19 pandemic and macroeconomic conditions is uncertain, as is the ability of governments and central banks
to enact further policies. As a consequence of COVID-19, governmental policies, instructions from public health
officials and uncertainties in the recovery of economic and market conditions, LDC remains exposed to inflationary
pressures, indeterminate levels of customer consumption, credit risk with respect to customer non-payment of
electricity bills and increased supply chain, operating and infrastructure development costs. Toronto Hydro utilizes
its procurement processes and a diverse supplier and contractor base to mitigate against supply chain risks and costs.
Increases in outstanding receivables due to reduced or delayed customer payments as a result of economic conditions
could also contribute to liquidity risk for LDC as it continues to be charged for electricity commodity, transmission
and other charges, which are intended to be flow-through items to customers.

The current, and potential future, uncertain economic climate affected by factors including but not limited to
macroeconomic conditions and the effects of the COVID-19 pandemic may lead to material adverse changes in cash
flows, working capital levels and/or debt balances, which may also have a direct negative impact on the Corporation’s
operating results and financial position in the future. Accordingly, the Corporation continues to monitor and adapt
its plans as the economic climate evolves. Actions by the provincial government or regulatory authorities may impede
LDC’s ability to mitigate the risk of customer non-payment using means normally permitted by law at certain times
of the year, including security deposits [i.e., letters of credit, surety bonds, cash deposits or lock-box arrangements,
under terms prescribed by the OEB], late payment penalties, pre-payment, pre-authorized payment, load limiters or
disconnection. LDC may have no option in certain cases but to assume the amount of any default, whether in whole
or in part, and LDC’s security interest or other measures, if any, may not provide sufficient protection. While LDC
would be liable for the full amount of the default, there can be no assurance that the OEB would allow recovery of
the bad debt expense or of the increased operating or construction costs, and such expenses and costs could have a
material adverse effect on the Corporation’s business, operations, financial condition or prospects. The OEB would
examine any electricity distributor’s application for recovery of extraordinary bad debt and other expenses on a case-
by-case basis. In respect of bad-debt expenses incurred in connection with the COVID-19 pandemic, and on the basis
of the OEB’s final report on the COVID-19 Emergency Deferral Account consultation, no amounts have been
recorded by Toronto Hydro in the COVID-19 Emergency Deferral Account as at December 31, 2021. See section 5.2
entitled “COVID-19 Pandemic Considerations” for more information. If the level of customer payment delays or
non-payment, or increased costs contribute to liquidity challenges, the Corporation expects that it would utilize
various mitigation tools at its disposal in seeking to improve its liquidity, including accessing further debt under, or
increasing limits in, any of its MTN Program, CP Program, or its credit facilities, or by reducing costs and delaying
payments. The COVID-19 situation continues to be dynamic and the ultimate duration and magnitude of the impact
on the economy and Toronto Hydro’s business cannot be determined with certainty at this time.

Toronto Hydro also may not be able to optimize its debt to equity ratio or access capital markets at effective rates to
finance its capital plans, including those related to meeting increased electricity demand resulting from net zero GHG
emission policies [such as the City’s TransformTO]. Toronto Hydro relies on debt financing through the
Corporation’s MTN Program, CP Program or existing credit facilities to finance Toronto Hydro’s daily operations,
repay existing indebtedness, and fund capital expenditures. The Corporation’s ability to arrange sufficient and cost-
effective debt financing could be materially adversely affected by a number of factors, including financial market
conditions and activity in the global capital markets, which could also be significantly affected by COVID-19 or other
emergency conditions, macroeconomic factors, changes in the target for the Bank of Canada’s overnight rate, the
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regulatory environment in Ontario, Toronto Hydro’s business, operations, financial condition or prospects,
compliance with covenants, the ratings assigned to the Corporation or the debentures issued under the Corporation’s
MTN Program by credit rating agencies, the rating assigned to short-term borrowings under the CP Program by a
credit rating agency, and the availability of the commercial paper market. In the event the Corporation is unable to
maintain an R-1 (low) credit rating for its CP Program, the Corporation’s ability to access short-term capital and pay
its obligations as they become due could be materially adversely affected. In addition, if the Corporation cannot
maintain attractive credit ratings for its MTN Program, debt capital under such program may become too costly or
unavailable, which could materially adversely affect the Corporation’s financial health and performance. There can
be no assurance that debt or equity financing will be available or sufficient to meet Toronto Hydro’s requirements,
objectives, or strategic opportunities. If and when financing is available, there can be no assurance that it will be on
acceptable terms to Toronto Hydro. As the City is the sole shareholder of the Corporation, it is dependent on the City
for new equity which may not be available, even to meet City objectives such as the TransformTO. The Corporation
regularly reviews the external market environment and has regular engagements with its credit rating agencies,
securities dealers and investor community to monitor capital structure risk.

Generally, Toronto Hydro is exposed to fluctuations in interest rates for the valuation of its post-employment benefit
obligations. Toronto Hydro estimates that a 1% [100 basis point] increase in the discount rate used to value these
obligations would decrease the accrued benefit obligation of Toronto Hydro, as at December 31, 2021, by $46.0
million, and a 1% [100 basis point] decrease in the discount rate would increase the accrued benefit obligation, as at
December 31, 2021, by $59.0 million.

Toronto Hydro is also exposed to short-term interest rate risk on the short-term borrowings under its CP Program and
Working Capital Facility, as well as customer deposits, while most of its remaining obligations for the most recently
completed financial year were either non-interest bearing or bear fixed interest rates, and its financial assets for the
most recently completed financial year were predominately short-term in nature and mostly non-interest bearing.
Toronto Hydro manages interest rate risk by monitoring its mix of fixed and floating rate instruments, and taking
action as necessary to maintain an appropriate balance as established under its treasury policies. Toronto Hydro
estimates that a 25-basis point increase [decrease] in short-term interest rates, with all other variables held constant,
would result in an increase [decrease] of approximately $0.9 million to annual finance costs.

Toronto Hydro typically has limited exposure to the changing values of foreign currencies. While Toronto Hydro
purchases goods and services which are payable in US dollars, and purchases US currency to meet the related
commitments when required, the impact of these transactions as at December 31, 2021 was not material.

Toronto Hydro’s financial health and performance may also be adversely affected by events or measures, as well as
changes in economic, policy, customer preference or technological conditions, that reduce the demand for electricity.
Such events or measures may include, but are not limited to, closures of businesses and other institutions such as
schools and government operations as a result of extreme storms and other weather conditions, natural disasters,
terrorism, and pandemics such as COVID-19. A reduction in demand for grid-supplied electricity distribution may
also arise from conservation measures and programs related to net-zero GHG emissions policies due to the presence
of fossil-fuels, such as natural gas, in the production of electricity at generating stations in Ontario. See section 4.1
entitled “Industry Structure” for more information on electricity generation in the Province. Additionally, the adoption
by customers of new technologies in the electricity industry, including those related to self-generation, could reduce
customer demand for grid-supplied electricity distribution. Toronto Hydro is focused on investing in its infrastructure
to modernize the grid to drive resiliency, reliability, customer effectiveness and efficiency. See section 4.5(d) entitled
“Environmental, Social and Governance” for more information on Toronto Hydro’s ESG and sustainability activities,
and section 5.4 entitled “Conservation and Demand Management” for more information on CDM activities.

Human Capital Risk
Risk that Toronto Hydro is unable to maintain necessary resource talent and skilled resources.

Toronto Hydro is subject to the risk that human resources may not be available with the necessary knowledge, skills
and education to support Toronto Hydro’s future talent requirements and, as a result, its strategic activities and
business objectives. This risk could be heightened in economic conditions where inflation rates are rising as this may
result in pressure on wages and salaries, and where employee expectations are evolving. Furthermore, Toronto Hydro
expects that labour force availability for certain positions will continue to tighten, resulting in increased competition
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and turnover for certain skilled employees, which may negatively impact knowledge management and business
continuity at Toronto Hydro.

Development and retention of talent to meet the evolving needs of the business, particularly those related to
technologies central to the clean energy transition and other needs of a modernized distribution grid requires Toronto
Hydro to focus on a series of proactive activities and programs to mitigate these risks, such as strategic workforce
planning, promotion of apprenticeship programs, diversity and inclusiveness awareness and training, investments in
colleges and universities, succession planning, knowledge transfer and a robust training program. See section 4.5(d)
entitled “Environmental, Social and Governance” for more information on Toronto Hydro’s ESG and diversity
activities.

Constraints on executive compensation may hinder Toronto Hydro’s ability to attract and retain executive level talent.
Failure to attract and retain executive level talent that have the skills and experience necessary to help Toronto Hydro
achieve its strategic goals could have a material adverse effect on Toronto Hydro’s business and operations.

Toronto Hydro’s ability to operate successfully in the electricity industry in Ontario will continue to depend in part
on its ability to make changes to existing work processes and conditions in order to adapt to changing circumstances,
including limitations and restrictions placed on human resources as a result of COVID-19. Toronto Hydro’s ability
to make such changes or adapt, in turn, will continue to depend in part on its relationship with its labour unions,
including negotiating collective bargaining agreements with the Society of United Professionals and PWU. There
can be no assurance that Toronto Hydro will be able to secure the support of its labour unions. There can also be no
assurance that Toronto Hydro will be able to secure collective agreements without work stoppages by its unionized
work forces.

Toronto Hydro’s ability to develop its work processes to meet changing circumstances also depends on its ability to
access adequate resources from its external contractor community. Toronto Hydro’s ability to successfully access
and benefit from third party service providers will depend, in part, on minimizing any disruption that may be caused
by the COVID-19 pandemic or other factors. If such disruption occurs, there may be a material adverse effect on
Toronto Hydro’s business and operations. One way in which Toronto Hydro seeks to mitigate this risk is through its
use of business practices and internal procedures to identify a diverse group of reputable third-party service providers
and entering into contracts with, and monitoring the performance of, these third-party service providers.

Operations Risk

Risk that Toronto Hydro is not able to effectively meet the needs of its customers and a growing city, and maintain
the security and reliability of the distribution grid at acceptable levels. The primary factors driving Toronto Hydro’s
operations risk relate to asset management, customer management, physical security, and business interruption.

Toronto Hydro may be unable to maintain reasonable levels of reliability for its customers due to failure of existing
distribution infrastructure and assets [including assets not directly involved in electricity distribution such as facilities
and computer systems], access to the supply of electricity from the provincial and local generation and transmission
systems, and the inability to replace or expand distribution infrastructure in an optimal timeframe. Electricity
distribution is a capital-intensive business. As the municipal electricity distribution company serving the largest city
in Canada, LDC continues to invest in the renewal of existing aging infrastructure and in the development of new
infrastructure to address safety, reliability, hardening of the distribution system against the effects of climate change,
and customer service requirements now and in the future.

LDC estimates that over a quarter of its electricity distribution assets have already exceeded or will reach the end of
their expected operating lives over the next five years [i.e., by 2027]. Asset condition assessment demographics also
indicate substantial asset investment needs for a number of critical assets during this period. At the same time, Toronto
is one of the fastest growing cities in North America and LDC must make upgrades to keep pace with urban
intensification and electrification, optimize flexibility of connection to generation and transmission systems, including
distributed energy resources; and ensure good stewardship of the distribution system in a manner that accounts for a
changing climate. Further, extreme weather is no longer an infrequent experience, and has instead become a regular
condition of operating a distribution system. Toronto Hydro has experienced several extreme weather events in recent
years, including ice storms, freezing rain, extreme wind and flooding, that have led to a significant number of
customers experiencing electricity outages and challenges to maintaining access to electricity supply from the
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transmission system. In addition, as the City, provincial government and the Government of Canada implement
policies and programs to respond and adapt to climate change, including greater electrification through the adoption
of electric vehicles, distributed energy resources, building retrofits and energy efficiency/demand management
technologies, the pressures on Toronto Hydro’s system are expected to increase. Such factors may drive a need for
incremental capital expenditures for system upgrades and new technologies so that the grid can reliably handle
increased loads, higher power quality requirements and multi-directional flows. As Toronto Hydro adopts novel
technologies or equipment to enhance the capabilities of its electricity distribution grid, despite system contingency,
there can be no guarantee that these technologies or equipment will be effective or that they will not increase the
incidence or duration of outages.

LDC’s ability to continue to provide a safe work environment for its employees and a reliable and safe distribution
service to its customers and the general public will depend on, among other things, the ability of Toronto Hydro to
fund additional infrastructure investments, and the OEB allowing recovery of costs in respect of LDC’s maintenance
program and capital expenditure requirements for distribution plant refurbishment and replacement. Additionally,
Toronto Hydro’s ability to operate effectively is in part dependent upon timely access to equipment, materials and
service suppliers. Loss or delay of key equipment, materials and service suppliers and the reputational and financial
risk exposures of key vendors could affect the Corporation’s operations and execution of capital projects.

LDC is focused on overcoming the above challenges and executing its capital and maintenance programs. It uses a
variety of asset and project management tools to implement its plans, measures progress on a recurring short interval
basis, and regularly monitors and manages the health of its assets. Toronto Hydro continues to align its asset
management system to the ISO 55001: Asset Management standard and has commenced a formal process which is
expected to lead to certification under the standard and to cause the lifecycle of assets to be managed more effectively,
reduce system costs and improve system visibility and reliability. LDC is also extensively engaged in regional
planning activities and processes with the IESO to ensure the adequacy of the regional transmission system serving
the City. Toronto Hydro also utilizes a diverse set of contractors and suppliers through its rigorous procurement
practices and monitors market conditions closely. However, if LDC is unable to carry out these plans in a timely and
optimal manner, becomes subject to significant unforeseen equipment failures, or is unable to access sufficient
supplies or human resources, equipment performance will degrade. Such degradation may compromise the reliability
of distribution assets, climate change readiness, the ability to deliver sufficient electricity and/or customer supply
security, including in response to government net zero GHG policies and public goals, and increase the costs of
operating and maintaining these assets. Similarly, there is no certainty that regional planning efforts controlled by
external governing agencies and regulators will address all electricity supply matters as identified by LDC.

Toronto Hydro may also fail to accurately measure customer electricity consumption, respond to and address customer
service issues or bill customers correctly or on time [including meter to cash management]. In order to provide timely
and accurate billing and customer service, Toronto Hydro has implemented a number of policies, procedures and
guidelines including those related to metering, accounts receivable and connections/disconnections. Toronto Hydro
monitors metering/billing accuracy, customer communications and customer service quality on an ongoing basis. As
noted above under “COVID-19 Pandemic Considerations”, Toronto Hydro has implemented a number of provincial
government and OEB-based programs, including changes to commodity prices, as well as its own initiatives such as
extensions of disconnect moratoriums and reductions in late payment charges, in order to assist customers. The wind-
down and removal of these supports for customers may lead to negative customer sentiment toward Toronto Hydro.
As a result of net zero GHG emissions policies, LDC may need to accelerate capital investments to accommodate
increasing electrification. These system enhancements may lead to material customer bill increases and a more
challenging customer relationship environment for Toronto Hydro, as well as customer backlash against the energy
transition and related expenditures by Toronto Hydro.

Toronto Hydro also faces external threats to its physical and perimeter security. This includes the security of Toronto
Hydro’s facilities including office buildings and distribution stations. In order to safeguard its assets and staff,
Toronto Hydro has developed policies and guidelines around physical and perimeter security and facilities related
emergency preparedness. Toronto Hydro has also implemented electronic security technologies to ensure that only
authorized personnel have access to Toronto Hydro facilities.

Similarly, Toronto Hydro may be unable to maintain continuing and sustainable business operations, or recover from
business interruption after an incident that is beyond normal operations. Toronto Hydro’s operations are exposed to
the effects of natural and other unexpected occurrences such as extreme storm and other weather conditions, natural
disasters, loss of the supply of electricity from the provincial and local generation and transmission system, as well
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as terrorism and pandemics, such as COVID-19. LDC is also exposed to risks that informational and operational
technology systems may not operate as anticipated and could result in sustained interruptions to key corporate systems
that would have a substantial impact on continuing normal business operations. Costs and operational changes,
associated with such business interruption events may have a material and adverse effect on Toronto Hydro’s business
and operations in both its short and longer term. These impacts may also include limiting Toronto Hydro’s ability to
build, repair and maintain capital infrastructure, with resultant impacts on reliability and revenue Toronto Hydro has
implemented various initiatives aimed at improving the system’s resiliency to increasingly frequent extreme weather
events caused by climate change. These initiatives include updating major equipment specifications, revising planning
guidelines, reviewing the load forecast impacts, revising design practices, and enhancing maintenance programs.
Toronto Hydro has also implemented a grid emergency management program to prepare for and respond to major
threats to operations such as the COVID-19 pandemic, and major power outage events. Although Toronto Hydro’s
facilities and operations are constructed, operated and maintained with such occurrences in mind, there can be no
assurance that they will successfully withstand such occurrences in all circumstances. Any major damage to Toronto
Hydro’s facilities or interruption of Toronto Hydro’s operations arising from these occurrences could result in lost
revenues and repair costs that can be substantial. Although Toronto Hydro has continued to place insurance which it
considers to be consistent with industry practice, there is no guarantee that insurance will continue to be available at
reasonable rates for certain types of coverage and policy limits. If Toronto Hydro sustained a large uninsured loss
caused by natural or other unexpected occurrences, LDC may apply to the OEB for the recovery of the loss related to
the electricity distribution system. There can be no assurance that the OEB would approve, in whole or in part, such
an application.

Although Toronto Hydro has maintained capital, maintenance and reactive work programs at or above planned and
forecasted levels during the COVID-19 pandemic through emergency response and planning, as a consequence of
COVID-19, governmental orders and instructions from public health officials, the Corporation may still have greater
difficulty undertaking its planned and reactive work and recovering from a business interruption incident that is
beyond normal operations. Operational changes associated with the COVID-19 pandemic may make LDC’s
responses to business interruption events less effective and more costly than under business-as-usual conditions.
Failure to adequately respond to a business interruption event during the COVID-19 pandemic, or otherwise, could
have a material adverse effect on the Corporation's business, operations, financial condition or prospects. Physical
and procedural controls have been put in place to seek to manage and mitigate the impact of COVID-19 in the
workplace. Efficacy of these controls is frequently reviewed and improvements and corrections are introduced as
required by Toronto Hydro’s Incident Management Team. The Corporation has also undertaken significant health
and safety actions including investing in support measures, supplies and proactive supply chain investments to address
potential challenges to its operations arising from COVID-19.

Compliance Risk
Risk that Toronto Hydro does not meet its material compliance obligations under legal and regulatory instruments.

Toronto Hydro is committed to complying with applicable legal and regulatory requirements and other requirements
to which the organization subscribes. Toronto Hydro has a Corporate Compliance program that strengthens the
organization’s culture of compliance and aims to provide reasonable assurance, to Toronto Hydro’s senior leadership
and Toronto Hydro’s Board of Directors, of adherence with material compliance requirements. The completion of
planned mitigation actions, monitoring of compliance issue turnover rates, and a responsible employee attestation
process assist with ensuring effective management of identified compliance risks. Despite these mitigations, there can
be no certainty that Toronto Hydro will be in material compliance with applicable future laws, rules, regulations and
policies at all times. Failure by Toronto Hydro to comply with applicable laws, rules, regulations and policies may
subject Toronto Hydro to civil or regulatory proceedings that could have a material adverse effect on Toronto Hydro.
The OEB may not allow recovery in rates for the costs of coming into or maintaining compliance with these laws,
rules, regulations and policies.
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PART 9 - CAPITAL STRUCTURE

9.1 Share Capital
The authorized capital of the Corporation consists of an unlimited number of common shares without par value, of

which 1,200 common shares are issued and outstanding as at the date of this AIF. See note 16 to the Consolidated
Financial Statements.

9.2 Debentures

As at December 31, 2021, the Corporation had the following debentures [the “Debentures™] outstanding, which have
been issued pursuant to its MTN Program:

. $200.0 million of 5.54% Series 6 senior unsecured debentures due May 21, 2040;

. $250.0 million of 2.91% Series 8 senior unsecured debentures due April 10, 2023;

. $245.0 million of 3.96% Series 9 senior unsecured debentures due April 9, 2063;

. $200.0 million of 4.08% Series 10 senior unsecured debentures due September 16, 2044;
. $200.0 million of 3.55% Series 11 senior unsecured debentures due July 28, 2045;

. $200.0 million of 2.52% Series 12 senior unsecured debentures due August 25, 2026;

. $200.0 million of 3.485% Series 13 senior unsecured debentures due February 28, 2048;
. $200.0 million of 2.43% Series 14 senior unsecured debentures due December 11, 2029;
. $200.0 million of 2.99% Series 15 senior unsecured debentures due December 10, 2049;
. $200.0 million of 1.50% Series 16 senior unsecured debentures due October 15, 2030;

. $150.0 million of 2.47% Series 17 senior unsecured debentures due October 20, 2031; and
. $200.0 million of 3.27% Series 18 senior unsecured debentures due October 18, 2051.

The Debentures are not listed, posted for trading or quoted on any stock exchange or quotation system.

The Debentures have been issued under the CDSX book entry system administered by CDS with BNY Trust Company
of Canada as trustee. Accordingly, a nominee of CDS is the registered holder of the Debentures and beneficial
ownership of the Debentures is evidenced through book entry credits to securities accounts of CDS participants [e.g.,
banks, trust companies and securities dealers], who act as agents on behalf of beneficial owners who are their
customers, rather than by physical certificates representing the Debentures.

9.3 Credit Facilities

The Corporation has a Revolving Credit Facility, pursuant to which it may borrow up to $800.0 million, of which up
to $210.0 million is available in the form of letters of credit. On September 2, 2021, the maturity date of the Revolving
Credit Facility was extended from October 10, 2024 to September 2, 2026. Borrowings under the Revolving Credit
Facility bear interest at fluctuating rates plus an applicable margin based on the Corporation’s credit rating.

The Revolving Credit Facility contains certain covenants, including a requirement that the Corporation’s debt to
capitalization ratio not exceed 75%. As at December 31, 2021, the Corporation was in compliance with all covenants
included in its Revolving Credit Facility agreement.

The Corporation has a CP Program allowing up to $750.0 million of unsecured short-term promissory notes to be
issued in various maturities of no more than one year. The CP Program is supported by liquidity facilities available
under the Revolving Credit Facility; hence, available borrowing under the Revolving Credit Facility is reduced by the
amount of commercial paper outstanding at any point in time. Proceeds from the CP Program are used for general
corporate purposes. Borrowings under the CP Program bear interest based on the prevailing market conditions at the
time of issuance.
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The amount available under the Revolving Credit Facility as well as outstanding borrowings under the Revolving
Credit Facility and CP Program are as follows:

Revolving Revolving Commercial Revolving
Credit Facility Credit Facility Paper Credit Facility
Limit Borrowings Outstanding Availability
December 31, 2021 $800.0 million - $275.0 million $525.0 million
December 31, 2020 $800.0 million - $160.0 million $640.0 million

Additionally, the Corporation has a Prudential Facility and a Working Capital Facility. On September 2, 2021, the
amount which can be issued against the Prudential Facility was increased from $75.0 million to $100.0 million. For
the year ended December 31, 2021, the average aggregate outstanding borrowings under the Corporation’s Revolving
Credit Facility, Working Capital Facility and CP Program were $288.3 million with a weighted average interest rate
of 0.28%.

As at December 31, 2021, $8.8 million had been drawn under the Working Capital Facility and letters of credit in the
amount of $59.2 million were issued against the Prudential Facility, of which $26.2 million were issued on August 9,
2021 to support the plan amendments for post-employment benefit obligations [see note 13[a] to the Consolidated
Financial Statements].

94 Credit Rating

As at December 31, 2021, the credit ratings of the Corporation were as follows:

DBRS S&P
Credit Rating Trend Credit Rating Outlook
ISSuer rating ........ccoceevvereienennns A Stable A Stable
Debentures........ccoeovvvrenicnnnn A Stable A -
Commercial paper ..........c........ R-1 (low) Stable - -

DBRS rates long-term debt instruments by rating categories ranging from a high of “AAA” to a low of “D”. All
rating categories other than AAA and D also contain the subcategories “(high)” and “(low)” to indicate relative
standing within the major rating categories. The absence of either a “(high)” or “(low)” designation indicates the
rating is in the middle of the category. An A rating is the third highest of the ten rating categories. Long-term debt
instruments which are rated in the “A” category by DBRS are considered to be of good credit quality, with substantial
capacity for the payment of financial obligations. Entities in the “A” category may be vulnerable to future events, but
qualifying negative factors are considered manageable.

DBRS rates short-term debt instruments by rating categories ranging from a high of “R-1 (high)” to a low of “D”. An
R-1 (low) rating is the third highest of the ten rating categories. Short-term debt instruments which are rated in the
“R-1 (low)” category by DBRS are considered to be of good credit quality, with substantial capacity for the payment
of financial obligations. Entities in the “R-1 (low)” category may be vulnerable to future events, but qualifying
negative factors are considered manageable.

S&P rates long-term debt instruments by rating categories ranging from a high of “AAA” to a low of “D”. Ratings
from “AA” to “CCC” may be modified by the addition of a plus (+) or minus (-) sign to show relative standing within
the major rating categories. An A rating is the third highest of the ten rating categories. Long-term debt instruments
which are rated in the “A” category by S&P are considered somewhat more susceptible to the adverse effects of
changes in circumstances and economic conditions than obligations in higher-rated categories; however, the obligor’s
capacity to meet its financial commitment on the obligation is still strong.

Credit ratings are intended to provide investors with an independent measure of the credit quality of an issue of
securities. A rating is not a recommendation to buy, sell or hold securities and may be subject to revision or
withdrawal at any time by the rating agency.

For the years ended December 31, 2021 and 2020, payments were made to both DBRS and S&P for credit rating
services only.
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PART 10 - DIRECTORS AND OFFICERS

10.1  Nomination of Directors

As at the date of this AIF, the Board consists of eleven directors all of whom are appointed by the sole shareholder of
the Corporation, the City.

Pursuant to the Shareholder Direction, in electing directors to the Board, the City gives due regard to the qualifications
of a candidate, including: experience or knowledge; commercial sensitivity and acumen; independence of judgment;
and personal integrity. The City seeks candidates with experience and knowledge in: public utility commissions or
boards of major corporations or other commercial enterprises; corporate finance; corporate governance; market
development; large system operation and management; urban energy industries; and public policy issues and laws
relating to Toronto Hydro, the electricity industry, environmental matters, labour relations and occupational health
and safety issues. The City may also utilize the skills matrix prepared by Toronto Hydro as referenced in section
10.3(b) below. Each citizen director is elected to serve for a term of up to two years or until his or her successor is
appointed, and may be elected for a maximum of four consecutive terms for a maximum of eight consecutive years
or such longer term until a successor is appointed. The terms of all current citizen directors expire upon the effective
date of the appointment of their successors unless re-appointed. Each City Councillor director is elected to serve for
two years or until his or her successor is elected. The terms of the current City Councillor directors expire on
November 14, 2022 or upon the effective date of the appointment of their successors. As at the date of this AIF,
female directors constituted 36% [4 of 11] of the members of the Corporation’s Board.

10.2 Committees of the Board of Directors

The Board had established three standing committees [Audit Committee, Corporate Governance and Nominating
Committee, and Human Resources and Environment Committee] as shown in the following chart.

Board of Directors

( Audit Committee N ( Corporate Governance and N ( Human Resources and
Nominating Committee Environment Committee
Michael Nobrega [Chair] Tamara Kronis [Chair] Michael Eubanks [Chair]
Michael Eubanks Mary Ellen Richardson Michael Nobrega
Heather Zordel Howard Wetston Deputy Mayor Stephen Holyday
Juliana Lam
g /L /L J

(@  Audit Committee

The Audit Committee is responsible for overseeing the adequacy and effectiveness of financial reporting, accounting
systems, internal financial control structures and financial risk management systems. The Audit Committee reviews
the Corporation’s quarterly and annual financial statements as well as financial statements prepared in connection
with the requirements of applicable regulatory authorities, reviews the audit plans of the external auditors, oversees
the internal audit of the Corporation, reviews and makes recommendations to the Board with respect to the payment
of dividends or distribution of capital by the Corporation, and recommends the external auditor to the Board for
appointment by the Corporation’s sole shareholder. The Audit Committee also receives updates on cyber security
related matters including management reporting on the Corporation’s cyber security programs. See Part 11 entitled
“Audit Committee” below for further information on the Audit Committee.

(b) Corporate Governance 