








/E Hydro
Holding Inc.

Hydro Ottawa, as a rate-regulated utility, does not recognize future income taxes to the extent they are expected to be included in future approved rates
charged to customers and recovered from them. Hydro Ottawa has deductible temporary differences between the tax basis of assets and their carrying

amount for accounting purposes of approximately $74,582,000 (2006 — $59,027,000). These amounts translate into an unrecognized future tax asset of
approximately $23,568,000 (2006 - $21,320,000) that can be used to reduce payments in lieu of taxes calculated in future periods.

Hydro Ottawa is subject to PILs as long as it is exempt from federal taxation under paragraph 149(1)(d.6) of the ITA.

As prescribed by a regulatory rate order, income tax expense is recovered through customer rates based on the taxes payable method. Therefore, rates
do not include the recovery of future income taxes related to unused tax losses or temporary differences between the tax basis of assets and liabilities
and their carrying amounts for accounting purposes. Hydro Ottawa has not recognized future income taxes, as it is expected that when these amounts
become payable, they will be recovered through future rate revenues. GAAP for unregulated businesses require the recognition of future income tax
liabilities and future income tax assets. In the absence of rate regulation the net income for the year ended December 31, 2007 would be $2,247,000
higher (2006 — $7,476,000 lower).

Energy Ottawa has applied $7,024,000 (2006 — $5,700,000) of non-capital tax losses to reduce the future income tax liability. These losses expire
between 2008 and 2027.

In 2007, the Ministry of Revenue issued a notice of re-assessment for Energy Ottawa’s 2001 taxation year, establishing the 2001 tax value of the
Chaudiére dam and allowing other deductions from income. The change in the future tax balances calculated as at December 31, 2006 and December
31, 2007 has been reflected in the consolidated financial statements, and reduced the income tax expenses reported in the year. This results in a
reduction to future income tax liability and a corresponding recovery of future income tax expense of approximately $3,241,000.

Significant components of the Corporation’s future income tax liability are as follows:

2007 2006
Capital and intangible assets 4,876 7,015
Non-capital loss carryforwards (2,381) (2,062)
Other taxable temporary differences (974) (822)

1,521 4,131

Hydro Ottawa Holding has unused non-capital tax losses of approximately $1,158,000 (2006 — $928,000), which translate into a future tax asset of
approximately $388,000 (2006 — $334,000), the benefit of which has not been recognized in these consolidated financial statements. These losses
expire between 2010 and 2027.

Non-capital losses are available to offset taxable income in future years for purposes of the PILs regime. The companies considered to be MEUs
are subject to PILs as long as they are exempt from federal taxation under paragraph 149(1)(d.6) of the ITA. The non-capital tax losses generated
from the PILs regime will not be available to offset taxable income of the companies if the companies are no longer exempt for federal and provincial
tax purposes.
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17. CONTINGENT LIABILITIES

(0

(i)

(vi)

The Ministry of Revenue (“MOR”) is currently auditing the tax returns of Hydro Ottawa for the fiscal years ended December 31, 2001, 2002 and
2003. Based on management’s best estimate, a PILs payable provision of $250,000 (2006 — $400,000) has been recorded. The Company is
currently disputing certain adjustments, which if resolved in Hydro Ottawa’s favour, would reduce this PILs payable provision and result in an
increase in the Company’s eamnings in the period such a decision is made. As the current PILs audit has not been completed, management is
not able to determine the full impact of this uncertainty on the eamings of the Corporation.

On November 18, 1998, a class action claiming $500,000,000 in restitutionary payments plus interest was served on the former Toronto
Hydro-Electric Commission as the representative of the Defendant Class consisting of all municipal electric utilities (“MEUs”) in Ontario, who
received late payment penalties which constitute interest at an effective rate in excess of 60% per year, contrary to section 347 of the Criminal
Code. Pleadings have closed in this action. The action has not yet been certified as a class action and no discoveries have been held, as the
parties were awaiting the outcome of a similar proceedings brought against Enbridge Gas Distribution Inc. (formerly Consumers Gas).

On April 22, 2004, the Supreme Court of Canada released a decision in the Consumers Gas case rejecting all of the defences which had
been raised by Enbridge, although the Court did not permit the Plaintiff class to recover damages for any period prior to the issuance of the
Statement of Claim in 1994 challenging the validity of late payment penalties. The Supreme Court remitted the matter back to the Ontario
Superior Court of Justice for determination of the damages. At the end of 2006, a mediation process resulted in the settlement of damages
payable by Enbridge as approved by the Ontario Superior Court.

In 2007, Enbridge filed an application to the OEB to recover the Court-approved and related amounts from ratepayers. On February 4, 2008,
the OEB approved recovery of the said amounts from ratepayers over a five-year period.

After the release by the Supreme Court of Canada of its 2004 decision in the Consumers Gas case, the plaintiffs in the MEUs late payment
penalties class action indicated their intention to proceed with their litigation against the MEUs. To date, no formal steps have been taken to
move the action forward. The MEUs intend to respond to the action, if and when it proceeds, on the basis that the MEU's situation may have
defences available that were not raised in the Consumers Gas case. Also, given the preliminary status of these actions and the amount of
impermissible interest included in the penalty payments received is not determinable, it is not possible at this time to quantify the effect on the
financial statements of the Corporation.

Purchasers of electricity in Ontario, through the Independent Electricity System Operator (“IESQO"), are required to provide security to mitigate
the risk of their default based on their expected activity in the market. The IESO could draw on these guarantees if the Corporation fails to make
a payment required by a default notice issued by the IESO. A prudential support obligation is calculated based upon a default protection amount
and the distributor’s trading limit less a reduction for the distributor’s credit rating. At December 31, 2007, the Corporation had drawn letters

of credit of $11,738,000 (2006 - $22,000,000) against its credit facility to cover its prudential support obligation. In addition, the Corporation
provided bank letters of credit of $108,000 (2006 - $15,000) to the City of Ottawa as security for construction projects.

Various lawsuits have been filed against the Corporation for incidents that arose in the ordinary course of business. In the opinion of
management, the outcomes of the lawsuits, now pending, are neither determinable nor material. Should any loss result from the resolution of
these claims, such losses would be claimed through the Corporation’s insurance carrier with any unrecoverable amounts charged to earnings in
the year of resolution.

Energy Ottawa was awarded a $70,000,000, 20-year contract to supply the Government of Ontario with renewable energy. This contract was
subsequently assigned to PowerTrail. Under the terms of the contract, PowerTrail constructed a $10,000,000 - $12,000,000 generation plant
and gas collection system at the Trail Road landfill site in Ottawa, Ontario. The Corporation has a standby letter of credit in the amount of
$165,000, expiring on January 31, 2009 related to this contract.

The Corporation participates with other electrical utilities in Ontario in an agreement to exchange reciprocal contracts of indemnity through the
Municipal Electrical Association Reciprocal Insurance Exchange. The Corporation is liable for additional assessments to the extent premiums
collected and reserves established are not sufficient to cover the cost of claims and costs incurred. If any additional assessments were required
in the future, their cost would be charged to earnings in the year in which they occur.



/E Hydro
Holding Inc.

(vii) The Corporation may be subject to environmental regulatory requirements related to the removal and destruction of polychlorinated biphenyls
(“PCBs”) in distribution transformers and other clean up related to PCBs if draft federal legislation in its current form is ultimately passed.
Proposed revisions to the Federal PCB Regulatory Framework under the Canadian Environmental Protection Act, 1999 requires that certain
equipment containing PCBs be removed from service by December 31, 2009, December 31, 2014 and December 31, 2025, depending on
equipment concentration and physical location. This legislation could result in approximately $4,300,000 being spent to replace certain assets
containing PCBs in 2008 and 2009. This cost does not necessarily represent an incremental cost to the Corporation, as certain assets would be
replaced as part of the regular asset management program. An asset retirement obligation has not been recorded in these financial statements
because amounts are not material.

(viii) The Corporation has posted a performance guarantee to the Ottawa-Carleton District School Board (“OCDSB”) related to a wide area network
service agreement between Telecom Ottawa Limited and the OCDSB. The guarantee is limited to an amount not to exceed $1,500,000 and
expires on or about August 17, 2008.

18.  COMMITMENTS

(i)  Hydro Ottawa has $22,031,000 in open commitments for 2008 (2007 — $28,448,000). This includes a customer information system services
agreement, an arrangement to provide call centre services, purchase and installation of smart meters, meter reading services and overhead
and underground services.

(i) As part of its Conservation and Demand Management program, Hydro Ottawa has established a Business Incentive Program, which provides
funding to businesses for energy retrofit projects they undertake at their facilities. The Corporation has committed to provide funding of
$281,000 as at December 31, 2007 (as at December 31, 2006 — $150,000).

(iii)  The Corporation entered into a Gas Utilization License of Occupation Agreement with the City of Ottawa, which was subsequently assigned
to PowerTrail. Under this agreement, the City of Ottawa is to provide facilities for the collection and use of the gas generated by the Trail Road
landfill site in consideration for a royalty of 5.5% of PowerTrail's gross annual receipts derived from the sale of electricity associated with the use
of gas from the landfill payable over the term of the agreement and a one-time royalty of up to $2,000,000, represented by the initial repairs to
the gas collection system (Note 19). As at December 31, 2007 the Corporation has fulfilled its obligation related to the one-time royalty.

(iv) Operating lease obligations:

2008 584
2009 304
2010 142
2011 123
2012 87
Beyond 479
Total minimum lease payments 1,719
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19. RELATED PARTY TRANSACTIONS
The Corporation and its subsidiaries provide certain services to the City of Ottawa in the normal course of business at commercial rates.
For the year ended December 31, 2007, the Corporation earned revenues related to the sale of electricity, telecommunications products and services,
the provision of street lighting services and energy management consulting in the amount of $29,210,000 (2006 — $30,209,000) to the City of Ottawa.
For the year ended December 31, 2007, the Corporation purchased certain services related to water and sewer charges, fuel and permits from the
City of Ottawa in the amount of $1,031,000 (2006 — $735,000); and property taxes in the amount of $1,693,000 (2006 — $1,743,000). By agreement,
Energy Ottawa agreed to repair the City's gas collection system at the Trail Road landfill site in Ottawa, Ontario. Royalties related to this in the amount
of $118,000, (2006 — $1,740,000) are included in deferred costs.
The Corporation owns 28.33% of Chaudiere Water Power Inc. (“CWPI"), a company incorporated to act as an agent for the principals of CWPI, with
the mandate to control, operate and maintain the Chaudiére dam. By agreement, all costs incurred by CWPI are recovered from the principals based
on their pro-rata interest in CWPI. The Corporation’s share of these costs, included in operations and maintenance expense and capital assets, are
as follows:

2007 2006

Operating and maintenance expenses 399 382
Capital assets 83 390
The Corporation and IGRS jointly control PowerTrail. By agreement, IGRS provided construction and management services to PowerTrail in the amount
of $1,604,000 (2006 — $4,850,000).

20. SUBSEQUENT EVENTS
Sale of Subsidiary
As described in Note 5, on February 25, 2008, the Corporation entered into an agreement to sell Telecom Ottawa to Atria Networks LP for gross
proceeds of $63 million.
Dividends
On April 10, 2008, the Board of Directors of the Corporation declared dividends in the amount of $16,375,000 related to 2007 consolidated net income.
The dividends are payable on April 18, 2008.

21. COMPARATIVE FIGURES

In certain instances, the 2006 information presented for comparative purposes has been reclassified to conform to the financial statement presentation
adopted for the current period.





